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643rd Meeting of the Health Services Cost Review Commission

June 10, 2026

(The Commission will begin in public session at 12:00 pm for the purpose of, upon motion and
approval, adjourning into closed session. The open session will resume at 1:00 pm)

1.

1.

1.

CLOSED SESSION
12:00 pm

Update on Administration of Model - Authority General Provisions Article, 83-103 and §3-104

PUBLIC MEETING
1:00 pm

Review of Minutes from the Publid and Closed Meetings on May 13, 2026

Informational Session

Presentation: TBD
Specific Matters

For the purpose of public notice, here is the docket status.
Docket Status — Cases Closed

2689N Luminis Health Doctors Community Medical Center
2696A Johns Hopkins Health System
2697A Johns Hopkins Health System

Docket Status — Cases Open

TidalHealth Peninsula Regional Medical Center

P6/0A University of Maryland Medical Center- 2nd Extension Request
P6934 Johns Hopkins Health System

2699A University of Maryland Medical Center

2700A University of Maryland Medical Center

Final Staff Recommendation Request to Access HSCRC Confidential Data: Johns Hopkins

Center for Population Health IT

Final Staff Recommendation Request to Access HSCRC Confidential Data: University of

Maryland, Baltimore

Subjects of General Applicability

The Health Services Cost Rgview Commission is an independent agency of thg State of Maryland
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5. Report from the Executive Director

a. Model Monitoring
b. Policy Calendar Update

ﬂ Final Recommendation: Update Factor - FY27
Final Recommendation: Health Outcomes Payment Effort
E Final Recommendation: CRISP HIE Funding - FY27

[2] Final Recommendation: Inpatient Length of Stay

10. Draft Recommendation: Global Budget Carve Out

Hearing and Meeting Schedule
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As an advance notice for next month's commission meeting, the meeting originally
scheduled for July 8, 2026, has been rescheduled to Wednesday, July 22, 2026.
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Background

On March 3, 2026, in accordance with the authority granted to it by the Commission, Staff approved a 3-
month extension of the Commission’s approval of the alternative rate arrangement between the University
of Maryland Medical Center (UMMC) and Cigna Health Corporation. (Cigna), for solid organ and bone
marrow transplants, Proceeding 2670A. The extension expires on June 30, 2026. However, UMMC and

Cigna have not yet completed negotiations to extend the arrangement.

Request

UMMC requests that the Commission extend its approval for an additional three months to September 30,

2026, to complete negotiations.

Findings

Staff found that the experience under the current arrangement has been favorable.

Staff Recommendation

Staff recommends that the Commission grant UMMC's request for a three-month extension of its approval,
provided that if the negotiations are not completed before the expiration of this extension, the arrangement

will end and no further services may be provided under the arrangement until a new application is

approved.
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IN RE: THE APPLICATION FOR AN *  BEFORE THE MARYLAND HEALTH
ALTERNATIVE METHOD OF RATE *  SERVICES COST REVIEW
DETERMINATION *  COMMISSION

JOHNS HOPKINS HEALTH *  DOCKET: 2026
SYSTEM *  FOLIO: 2508
BALTIMORE, MARYLAND *  PROCEEDING: 2698A

I. INTRODUCTION

On May 28, 2026, Johns Hopkins Health System (“System”) filed a renewal application on behalf of
its member hospital, Johns Hopkins Bayview Medical Center (the “Hospital”), for an alternative method of
rate determination, pursuant to COMAR 10.37.10.06. The System is requesting approval to continue to
participate in a revised global price arrangement with self-pay patients for reproductive health services. The

Hospital requests that the Commission approve the arrangement for one year beginning July 1, 2026.

Il. OVERVIEW OF APPLICATION

The contract will continue to be held and administered by Johns Hopkins Healthcare, LLC.
(“JHHC™), which is a subsidiary of the System. JHHC will continue to manage all financial transactions
related to the global price contract including payments to the Hospital and bear all risk relating to regulated

services associated with the contract.

I1l. EEE DEVELOPMENT

The hospital portion of the updated global rates was developed by calculating mean historical
charges for patients receiving the procedures for which global rates are to be paid. The remainder of the
global rate is comprised of physician service costs. Additional per diem payments were calculated for cases

that exceed a specific length of stay outlier threshold.

IV. IDENTIFICATION AND ASSESSMENT OF RISK

The Hospital will continue to submit bills to JHHC for all contracted and covered services. JHHC is
responsible for billing the payer, collecting payments, disbursing payments to the Hospital at its full HSCRC
approved rates, and reimbursing the physicians. The Hospital contends that the arrangement between
JHHC and the Hospital holds the Hospital harmless from any shortfalls in payment from the global price

contract. JHHC maintains it has been active in similar types of fixed fee contracts for several years, and that

JHHC is adequately capitalized to bear risk of potential losses.
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V. STAFF EVALUATION

Staff found that the experience under the arrangement for the last year has been favorable. Staff

believes that the hospitals can continue to achieve a favorable performance under the arrangement.

VI. STAFF RECOMMENDATION

The staff recommends that the Commission approve the Hospital’'s application for an alternative
method of rate determination with self-pay patients for reproductive health services for one-year beginning

July 1, 2026. The Hospital must file a renewal application annually for continued participation.

Consistent with its policy paper regarding applications for alternative methods of rate determination,
the staff recommends that this approval be contingent upon the execution of the standard Memorandum of
Understanding ("MOU") with the Hospital for the approved contract. This document would formalize the
understanding between the Commission and the Hospital and would include provisions for such things as
payments of HSCRC-approved rates, treatment of losses that may be attributed to the contract, quarterly
and annual reporting, confidentiality of data submitted, penalties for noncompliance, project termination
and/or alteration, on-going monitoring, and other issues specific to the proposed contract. The MOU will

also stipulate that operating losses under the contract cannot be used to justify future requests for rate

increases.
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This is a final recommendation for Commission consideration at the June 10, 2026, Public Commission Meeting.
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SUMMARY STATEMENT

Johns Hopkins University, Bloomberg School of Health’s Center for Population Health Information
Technology (CPHIT) requests access to the Statewide Confidential Hospital Discharge Data Sets
(Inpatient) and Hospital Outpatient Data Sets (Outpatient) collected by the Health Services Cost Review
Commission (HSCRC). This request is intended to facilitate research aimed at identifying predictive models
and factors associated with suicide. The data will support the development of new methods to identify
clinical and social patterns that contribute to these outcomes. While the National Institute of Mental Health
(NIMH) originally funded CPHIT to create the Maryland Suicide Data Warehouse (MSDW), NIMH has since
expanded the research aims through an RO1 grant to include a refresh of existing data and acquiring new
data from different sources and replication of descriptive findings, develop and assess hypothesis-driven
techniques to predict suicide death, explore hypothesis-generating use cases of the MSDW, and devaluate
the generalizability of data sources and methods.

OBJECTIVE

The project aims to identify individuals at a higher risk of suicide and subsequently provide insights
on therapies and possible targeted interventions to improve care for patients exhibiting signs of suicide
ideation. To achieve this, researchers have created a merged database by linking existing individual and
geo-level data sources, including HSCRC’s case mix data (inpatient and outpatient files), MHCC's All Payer
Claims Database, the Maryland Office of the Medical Examiner (OCME) data, Vital Statistics Death data,
and clinical data from Johns Hopkins Hospital, Luminis Health, and Tidal Health for individual-level
information, alongside American Community Survey (ACS) and other publicly available sources aggregated
at a census block group level for geo-level data. Individual data will be securely processed by CRISP using
their master patient index and geocoded information to link encounters and geo-level data, followed by
anonymization, ensuring only limited PHI (dates and census block group information) is shared with the
research team. The resulting knowledge from this study is anticipated to provide a basis for understanding
the pathways to suicide and enable earlier intervention by clinicians and individuals.

DDA received approval from the MDH Strategic Data Initiative (SDI) office on May 22, 2026.

(The Data will not be used to identify individual patients. The Data will be retained by Johns
Hopkins School of Public Health’'s Center for Population Health Information Technology until project
completion on December 31, 2030. At that time, the Data will be destroyed, and a Certification of
Destruction will be submitted to the HSCRC.)

REQUEST FOR ACCESS TO THE CONFIDENTIAL PATIENT LEVEL DATA

All requests for the Data are reviewed by the HSCRC Confidential Data Review Committee (“the
Review Committee”). The Review Committee is composed of representatives from HSCRC and the MDH
Environmental Health Bureau. The role of the Review Committee is to determine whether the study meets
the minimum requirements listed below and to make recommendations for approval to the HSCRC at its
monthly public meeting.

1. The proposed study or research is in the public interest;

2. The study or research design is sound from a technical perspective;

3. The organization is credible;

4. The organization is in full compliance with HIPAA, the Privacy Act, Freedom Act, and all other state
and federal laws and regulations, including Medicare regulations; and

5. The organization has adequate data security procedures in place to ensure protection of patient
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confidentiality.

The Review Committee unanimously agreed to recommend that Johns Hopkins University,
Bloomberg School of Health's Center for Population Health Information Technology be given access to the
Data. As a condition for approval, CPHIT will be required to file annual progress reports to the HSCRC,
detailing any changes in goals, design, or duration of the project; data handling procedures; or
unanticipated events related to the confidentiality of the data. Additionally, the applicant will submit a copy
of the final report to the HSCRC for review prior to public release.

STAFF RECOMMENDATION

1. HSCRC staff recommends that the request by Johns Hopkins University, Bloomberg School of
Health’'s Center for Population Health Information Technology to the basic inpatient and outpatient
confidential discharge data for Calendar Years 2019 through 2025 be approved.

2. This access will include limited confidential information for subjects meeting the criteria for the
research.
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SUMMARY STATEMENT

The University of Maryland, Baltimore (UMB) requests access to the Statewide Confidential Hospital
Discharge Data Sets (Inpatient) and Hospital Outpatient Data Sets (Outpatient) collected by the Health
Services Cost Review Commission (HSCRC) to support a federally-funded research study evaluating the
effectiveness of the Medherent™ intervention. This request is for grouped inpatient and outpatient data for
Calendar Years 2017 through 2025 and includes linkage through CRISP. The National Institute of Mental
Health (NIMH)-funded project is designed to measure the impact of existing and enhanced Medherent
interventions on psychiatric and medical care utilization, medication adherence, clinical outcomes, and
associated healthcare costs among adults with serious and persistent mental illness (SPMI), including
individuals with schizophrenia, bipolar disorder, and major depression. Access to HSCRC data will allow
investigators to analyze hospitalization patterns, laboratory results available in hospital records, and other
service utilization indicators necessary to evaluate the effectiveness and public health impact of the
Medherent device. The study aims to assess how technology-enabled medication support may increase
autonomy, improve medication adherence, and enhance care coordination within community mental health
settings. These data will help determine whether Medherent contributes to reductions in healthcare
utilization, improved clinical outcomes, and potential cost savings for mental health provider agencies.

BACKGROUND

The purpose of this request is to facilitate CRISP-assisted linkage of study participants to HSCRC'’s
statewide grouped inpatient and outpatient confidential discharge datasets for Calendar Years 2017-2025.
Linked case-mix data are essential to assessing:

Hospital-based service utilization

Emergency and inpatient encounters

Trends in healthcare costs

Clinical outcomes related to medication adherence

Benefits associated with technology-enabled care coordination

The Medherent device is intended to support medication self-management, reduce the need for staff-
administered dosing, improve remote care engagement, and enhance real-time monitoring of health
indicators. These improvements may lead to better psychiatric and physical health outcomes for individuals
with SPMI, while offering community mental health agencies opportunities to allocate staff resources more
efficiently.

The public health benefit is substantial. Strengthening medication adherence and care coordination among
individuals with complex behavioral health needs can reduce hospitalizations, support recovery, and
alleviate pressure on Maryland’s mental health and hospital systems.

Informed consent was obtained from all study participants. Risks to participants primarily relate to the
possibility of a breach of confidentiality; however, UMB has implemented extensive safeguards, including
secure server-based storage, VPN-restricted access, password protections, activity logging, encryption of
data in motion and at rest, and adherence to institutional IT policies aligned with NIST and FedRAMP
standards.
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University of Maryland, Baltimore received IRB approval and MDH Strategic Data Initiative (SDI) approval
on May 22, 2026.

(The Data will not be used to identify individual patients. Identifiers used for CRISP linkage will be destroyed
immediately following linkage. De-identified HSCRC case mix data linked to Medherent study IDs will be
retained only for the duration of the project. In accordance with the University of Maryland, Baltimore IRB
requirements and the study protocol, all data will be stored on secure, encrypted servers with restricted
access and will be destroyed at the conclusion of the study period on September 30, 2030. A Certification of
Destruction will be submitted to the HSCRC confirming that all HSCRC data and any derivative files have
been permanently deleted.)

REQUEST FOR ACCESS TO THE CONFIDENTIAL PATIENT LEVEL DATA

All requests for the Data are reviewed by the HSCRC Confidential Data Review Committee (“the Review
Committee”). The Review Committee included representatives from the MDH Environmental Health Bureau.
The role of the Review Committee is to determine whether the study meets the minimum requirements
listed below and to assist HSCRC staff in making recommendations for approval to the Commission at its
monthly public meeting:

The proposed study or research is in the public interest;

The study or research design is sound from a technical perspective;

The organization is credible;

The organization is in full compliance with HIPAA, the Privacy Act, Freedom Act, and all other state
and federal laws and regulations, including Medicare regulations; and

5. The organization has adequate data security procedures in place to ensure protection of patient
confidentiality.

A bdE

The Review Committee voted unanimously to give the University of Maryland, Baltimore, access to
the Data. As a condition for approval, the applicant will be required to file annual progress reports to the
HSCRC, detailing any changes in goals, design, or duration of the project; data handling procedures; or
unanticipated events related to the confidentiality of the data. Additionally, the applicant will submit a copy
of the final report to the HSCRC for review prior to public release.

STAFF RECOMMENDATION

1. HSCRC staff recommends that the request from the University of Maryland, Baltimore for
access to the grouped inpatient and outpatient confidential discharge data for Calendar Years
2017 through 2025 be approved.

2. This access will include limited confidential information for subjects meeting the criteria for the
research.
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Final Recommendation for the Update Factors
for Rate Year 2027

This represents the Final Recommendation for RY 2027 except
Recommendation item (c) which is draft (outlined on page 3 and 35).
Comments on this element should be submitted to

hscrc.payment@maryland.gov by June 24, 2026.

P: 410.764.2605 4160 Patterson Avenue | Baltimore, MD 21215

hscrc.maryland.gov
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List of Abbreviations

AHEAD
CMS
CRISP
CY
DSH
FFS

FY

FFY
GBR
GSP
HSCRC
ICC
MHAC
PAU
QBR
RRIP
RY
TCOC
uccC
USPCC

Achieving Healthcare Efficiency through Accountable Design
Centers for Medicare & Medicaid Services

Chesapeake Regional Information System for our Patients
Calendar year

Disproportionate Share Hospital

Fee-for-service

Fiscal Year

Federal fiscal year refers to the period of October 1 through September 30
Global Budget Revenue

Gross State Product

Health Services Cost Review Commission

Interhospital Cost Comparison

Maryland Hospital Acquired Conditions

Potentially avoidable utilization

Quality-Based Reimbursement

Readmission Reduction Incentive Program

Rate year, which is July 1 through June 30 of each year
Total Cost of Care

Uncompensated care

United States Per Capita Cost



Overview

Policy Objective

The annual update
factor is intended
to provide hospitals
with reasonable
changes to rates in
order to maintain
operational
readiness while
also seeking to
contain the growth
of hospital costs in
the State. In
addition, the policy
aims to be fair and
reasonable for
hospitals and
payers.

Policy
Solution

The final
recommendation
provides an
annual update
factor of 3.95
percent per
capita, a revenue
increase of 4.07
percent for
hospitals under
Global Budgets.
This policy also
provides an
inflation increase
of 3.37 percent
for hospitals not
under Global
Budgets, which
includes
psychiatric
hospitals and Mt.
Washington
Pediatrics.

Effect on
Hospitals

The annual update
factor provides
hospitals with
permanent and
one-time
adjustments to their
respective rate
orders for RY 2027.
The update
includes changes
for inflation, high-
cost drugs, care
coordination,
complexity and
innovation, quality,
respiratory surge,
uncompensated
care, and others as
deemed necessary.

Effect on
Payers /
Consumers

One of the tenets
of the update
factor
determination is to
contain the growth
of costs for all
payers in the
system and to
ensure that the
State meets its
requirements
under the
AHEAD Model.
Applied to all
payers in the
system, the update
factor
determination
ensures that the
increases to
hospital rates
borne by all
purchasers of
hospital services,
including
consumers, is
reasonable and
affordable.

Effects on
Health Equity

The annual update
factor contains the
growth of costs for
all payers and
reflects ongoing
investments in
population health
and health equity.
The update factor
also reflects
quality measures,
including within-
hospital
disparities, that
aim to improve
health disparities
across the State.

Executive Summary

The following report includes a final recommendation for the Update Factor for Rate Year (RY)
2027. This update is designed to provide hospitals with reasonable inflation to maintain
operational readiness and to keep healthcare affordable in the State of Maryland.

This recommendation generally follows approaches established in prior years for setting the
update factors. 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 for consumers and purchasers
of hospital services, as well as meeting all of the State’s contractual obligations with the federal
government.



Staff requests that Commissioners consider the following final recommendations:
For Global Revenues:

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

(b)  Provide an overall increase of 4.07 percent for revenue (including a net increase to
uncompensated care) and 3.95 percent per capita for hospitals under Global Budgets, as
shown in Table 2. In addition, the staff is proposing to split the approved revenue into two
targets: a mid-year target and a year-end target. Staff will apply 49.73 percent of the Total
Approved Revenue to determine the mid-year target, and the remainder of the revenue
will be applied to the year-end target. Staff is aware that there are a few hospitals that do
not follow this pattern of seasonality and will adjust the split accordingly.

(c) Provide additional funding related to uncompensated care to the Maryland Health
Benefit Exchange Fund of 0.4 percent to support reinsurance and subsidies for
marketplace enrollees and 0.1 percent to increase the reserve held in the HSCRC'’s
Uncompensated Care Fund to be released as additional uncompensated care emerges.
This element is a draft recommendation and will be removed from the update factor if the
final recommendation is not approved subsequently.

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

(a) Provide an overall update of 3.17 percent for inflation and additional inflation of 0.20,

for a total update of 3.37 percent. Suspend the productivity adjustment for RY 2027.

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 in the development of the update factor, the
HSCRC is considering the impact recent inflationary trends have had on the healthcare industry.
As in all the HSCRC policies, this recommendation strives to achieve a fair and equitable balance
between providing sufficient funds to cover operational expenses and necessary investments,
while keeping the increase in hospital costs affordable for all payers.



On November 12, 2025, CMS and Maryland signed the Amended and Restated Achieving
Healthcare Efficiency through Accountable Design (AHEAD) Model Maryland State Agreement
(AHEAD Model), replacing the prior AHEAD Agreement signed in 2024. The AHEAD Model will
test whether a flexible framework that includes statewide accountability targets for all-payer and
Medicare Fee-For-Service (FFS) cost growth, primary care investment, and population health
outcomes results in improved population health and healthier living, enhanced quality outcomes,
and lowered growth of health care costs. Under the Amended and Restated AHEAD Model
Maryland State Agreement, the Maryland AHEAD Implementation Period officially began on
January 1, 2026. Under AHEAD, Maryland must meet Medicare FFS TCOC savings targets, all-
payer TCOC growth targets, and a hospital all-payer revenue limit. HSCRC will need to closely
monitor state-wide hospital revenue growth in order to meet these tests.

The approach to developing the RY 2027 annual update is outlined in this report, as well as staff’s
estimates on calendar year AHEAD Model tests. There are two categories of hospital revenue
types included in this recommendation:

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 only affects the hospital's price, not volume.

This recommendation proposes Rate Year (RY) 2027 update factors for both Global Budget
Revenue hospitals and HSCRC regulated hospitals with non-global budgets.

Overview of Final Update Factors Recommendations

For RY 2027, HSCRC staff is proposing an update of 3.95 percent per capita for global budget
revenues and an update of 3.37 percent for non-global budget revenues. These figures are
described in more detail below.

Calculation of the Inflation/Trend Adjustment

The publication schedule for S&P Global (Global Insights) has been revised, resulting in a one-
quarter delay in the release of quarterly reports relative to prior practice. As a result, the First
Quarter publication, previously used to inform staff evaluations and final recommendations, will no
longer be available within the required timeframe. As a result of this publication change, staff will



transition to using the Fourth Quarter publication as the basis for Update Factor calculations going
forward.

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
market basket growth estimate with a capital growth estimate using the Quarter 2 projection for
2027 from the Fourth Quarter book for 2025. For RY 2027, HSCRC Staff combined 91.20 percent
market basket growth of 3.20 percent with 8.80 percent of the capital growth estimate of 2.90
percent, calculating the gross blended amount as a 3.17 percent inflation adjustment.

Update Factor Final 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 3.17 percent with an additional 0.20
percent for additional inflation support. Staff recommends suspending the productivity adjustment
of 0.80 percent. The resulting proposed net update is approximately 3.37 percent.

Table 1: Base Inflation Inputs

Proposed Base Update (Gross Inflation) 3.17% 3.17%
Productivity Adjustment N/A SUSPEND

Additional Inflation Support 0.20% 0.20%

Proposed Inflation Update 3.37% 3.37%

Update Factor Recommendation for Global Budget Revenue Hospitals

In considering the system-wide update for the hospitals with global revenue budgets under the
AHEAD Model, HSCRC staff sought to achieve balance among the following conditions:

e Meeting the requirements of the AHEAD Model, including achieving the Medicare Total
Cost of Care savings targets, which increase according to a preset schedule relative to a
calendar year 2023 base, beginning in CY 2026. The amount required increases
throughout the agreement; for 2026, it is 0.13 percent.

e Providing hospitals with the necessary resources to keep pace with changes in inflation
and demographic changes.



e Ensuring that hospitals have adequate resources to invest in care coordination and
population health strategies necessary for long-term success under the AHEAD Model as
well as a framework for doing so;

e Incorporating quality performance programs.

e 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 revenue growth for the full rate year to be 4.07 percent with a corresponding per capita
growth rate of 3.95 percent. The 4.07 percent revenue growth will be used to measure the
proposed update against financial tests, which are performed on Calendar Year results; staff 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 2027 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.



Table 2: Update Factor Schedule

Balanced Update Model for BY 2027
. B . . ital Ciost O E
Weighted  AllPayer Revenue Medicare Revenue
Allowance  Increase {Millions}  Increaze {Millions}

Adjustment for Inflation [this includes 3.10% for Wages and Salaries] oA | 4 FT465 $246.3
- Additional Inflation Support 0205 481 #1654
- Qutpatient Oncology Orugs 0.08% 152 $5.0
Gross Inflation Allowance A 337 $809.8 $267.2
Care Coordination/P opulation Health
- Rever=zal of One-Time Grants -0.18% 369 122
- Grant Funding RY27 0.02% Fa7 1.2
-HArPE 0.21% $50.0 $1E5
- CTI Transition 0.20% 487 $161
Total Care Coordination/Population Health B 0.27% $65.5 $21.6
Adjustment for ¥olume
- Demoqgraphic Population Standard Palicy 012 a8 $45
- Demagraphic Palicy Refinement - BY2026 Incremental Change 003 74 F2E
Total Adjustment For ¥Yolume C 0.153 $36.7 $121
Financial Methodologies & Other Adjustments [positive and negative]
- Set Azide for Unknown Adjustments u] 0.40% $96.1 N7
- Low Efficiency Outliers/Revenus for Refarm E Q.00 0.0 0.0
- Complexity & Innowation F 016 $I7H 124
- Full Rate Application & Capital Funding G 007 $i6.2 5.3
- Rever=zal of one-time adjustments for drugs H 0.0 147 4.3
- Riewerzal of Surge Funding (F'24-FY25 in BY 26 rates) | -0.81% -$194.3 641
- RY26 Respiratory Surge Funding Estimate [3 month) J 013 447 47
- Y25 Mew Wolume Palicies K 008 F47 4.8
Net Other Adjustments L= Sum of D thru K 0,003 $0.1 $0.0
Quality and PAU Savings
- PAU Redistribution il 0025 465 414
- Rewersal of prior year quality incentives ] 004 47 §32
- Current ear Guality Incentives u] 0062 -§15.0 5.0
Net Quality and PAU Savings FP=  Sum of M thru O -0.043% -$10.7 -$3.5
Total Update First Half of Rate Year
Q= Sumaff+B+C+L+P 3.79% $901.4 $297.5
R= [lQ[1012%] 363
. B . it I ital Finanical 5
-Uncompensated care, net of differantial -1 0523 F126.0 F41.2
- Deficit Assessment T -0.20% 4T E 187
U= SumofSthruT 032 $773 $255
Total Update First Half of Rate Year 27
Fievenue growth, net of offsets V= G $978.8 $323.0
................ PerCapita Revenue Growth | M L] AR
Adjustments in Second Half of Rate Year
- Medicare Advantage Stabilization® 0002 0.0 0.0
Total Adjustments Second Half of Rate Year = 0003 $0.0 $0.0
Total Update Full Hate Year
by Wi 407 $978 8 $323.0
4 [ 10125 3.95

M4 Stabilization has a revenue neatral impact on proposed increase to revenues, staff are adding this for awareness due tothe adjustment being new in Y27,



Central Components of Revenue Change Linked to Hospital Cost

Drivers/Performance

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

e Adjustment for Inflation: As described above, the inflation factor uses the gross blended
statistic of 3.17 percent. The gross inflation allowance is calculated using 91.2 percent of
Global Insight’s Fourth Quarter 2025 market basket growth of 3.20 percent, with 8.80
percent of the capital growth index change of 2.90 percent. The adjustment for inflation
includes 3.30 percent for wages and compensation.

In RY 2025, staff implemented a catch-up methodology incorporating a two-sided risk
corridor of 1.00 percent to evaluate cumulative over- or underfunding. This methodology
was subsequently refined in RY 2026, reducing the corridor to 0.25 percent. Under the
revised framework, the Commission will adjust future inflation only when the variance
between actual and funded inflation exceeds 0.25 percent. Variances within this range do
not warrant adjustment, as such levels have historically been considered acceptable.

Through RY 2025, the cumulative underfunding of inflation is 0.45 percent (as illustrated in

Table 3), an amount that exceeds the 0.25 percent guardrail. The RY 2026 period has not
been included in this review, as it still requires 4 more quarters of data to be deemed
complete. As a result, the staff has applied the variance of 0.20 percent as an additional
inflation allowance for RY 2027.

Table 3: Inflation Risk Corridor Methodology

MaxTolerance = 1.00%
Max Tolerance Updated 7/30/25 = 0.25
Historical Incomplete Projected
Fiscal Year 2014| 2015 2016 2017 2018 2019 2020 2021 2022] 2023 2024] 2025/ 2026 2027 2028 2029 2030
HSCRC Funded Inflation 1.65% 2.40% 2.40% 1.92% 2.68%, 2.32%)| 2.96% 2.77%, 2.57% 4.06% 3.35% 3.24% 3.36% 3.17% 3.17%) 3.17%, 3.17%
Actual Inflation 1.75% 1.84% 1.66% 2.29%) 2.48%) 2.40%| 2.31% 2.37%| 4.79% 5.09% 3.71% 3.44% 3.08% 317% 3.17% 3.17%| 3.17%|
Actual Inflation Correction as approved by Ci issi ] | 1.00% 027% 0.20% 0.00%!| 0.00% 0.00%!|
(Under)/Over Funding -0.10% 0.55% 0.73% -0.36%) 0.20%| -0.08%)| 0.64%| 0.39%, -2.12% -0.98% -0.35% 0.80% 0.54% 0.20%, 0.00% 0.00%| 0.00%,
Cumulative Difference (2014 Base) -0.10% 0.45% 1.18% 0.82%) 1.01%)| 0.93%) 1.58% 1.97%) -0.19% -1.17% -1.51% -0.72% -0.18% 0.02%] 0.02%| 0.02%| 0.02%)|

GuardrailTolerance (A) 1.00%

1.00% 0.25% 0.25%] 0.25% 0.25% 0.25%
Cumulative Difference with Anticipated Infiation

Correction (2014 Base) (B) (0.10%) 0.45% 1.18% 0.82%) 1.01%) 0.93%, 1.58%) 1.97%, -0.19% -1.17%, -0.52% -0.45%: 0.02% 0.02%; 0.02% 0.02%)| 0.02%,
Calculated Inflation Correction (C) = (A+1)/(B+1)-1) 1.00%! 0.00% 0.00%) 0.00%) 0.00%) 0.00%) 0.00% 0.00%
HSCRC Funded Infiation with Actual Inflation Correction | | 3.35%] 4,24%) 3.63%) 3.37%] 3.17%) 3.17%] 3.17%)




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 adjustments 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 drugs.

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

At the January 8, 2025 Commission meeting, the Commission voted to approve revisions
to the outpatient high-cost drug funding policy, or CDS-A policy. The approved revision
included providing funding based on 100 percent reimbursement of changes in drug cost.
As a result of this policy revision, inflation is only needed for pure price, which is the price
change of each drug at its base year volume. For the RY 2027 Update Factor, staff are
using a 3 percent inflation assumption based on longer term trends of pure price. This
value remains the same for both academic and non-academic hospitals. The result of this
translates to approximately a 0.06 percent carve out of inflation.

Care Coordination / Population Health: In RY 2026, several grant programs focused on
Care Coordination and Population Health were implemented, which contributed to hospital
revenues. These programs included the Behavioral Health Funding and New Paradigms in
Care Delivery. The funds were allocated to hospitals on a one-time basis. As a result,
Table 2 reflects a reversal of grant funding for RY 2026 at a rate of -0.15 percent. RY 2026
marked the conclusion of the Regional Partnership Grants. For RY 2027, a small
carryover for New Paradigm funding will be implemented into rates.

The Healthcare Outcomes Payment Effort (HOPE) replaces Care Transformation
Initiatives (CTls) which Health Services Cost Review Commission (HSCRC) staff are
proposing to sunset. The objective of HOPE is to create a clear, predictable, and
accountable payment structure that enables hospitals and community partners to invest in
interventions and share in savings. HOPE seeks to sustain and expand population health
investments that advance Achieving Healthcare Efficiency through Accountable Design’s
(AHEAD) goals and drive meaningful system transformation.

HOPE is a voluntary, upside-only, shared savings, outcome payment model whereby
proposals will be reviewed and approved by a committee of experts. One path to
participation is for hospitals, alone or with partners, and the other path is for regional or
statewide initiatives. Outcome payments will be initially anticipated to be $50 million each
year, included in the annual update factor, with the commission only able to qualify
interventions with up to $100 million in possible outcome payments, recognizing that
initiatives may not be successful in reducing costs. Hospitals and Statewide and Regional



Initiative partners receive 50 percent of measured savings, ensuring aligned incentives
across participating entities. Payments will be made regardless of position on the
Medicare savings test or other affordability tests. Funding for Regional and Statewide
initiatives funding are individually approved by the Commission and will not count towards
the $50 million.

HSCRC anticipates final authorization for HOPE in June 2026 as part of the RY27 update
factor final recommendation. If HOPE does not pass in the June 2026 recommendation, it
will be removed from the RY27 update factor.

CTI Transition funding was included as part of the final recommendation. These dollars
will be provided based on system level earnings that would have been paid out as part of
the CTI rewards in RY2027 for the RY2025 performance year. This funding is one-time
funding. An amount of $48.7 million is included but the final payout will be based on the
final reporting which is not yet available but is expected not to materially differ from the
amount used in this final recommendation.

Collectively, these adjustments result in a net increase of 0.27 percent for Care
Coordination and Population Health.

Adjustments for Volume: The demographic adjustment policy is an annual prospective
update to Maryland hospitals’ global budget that accounts for age-adjusted population
volume changes within a hospital’s service area. Staff proposes a 0.12 percent
population growth estimate for RY 2027 and a refined 0.77 percent for RY 2026, both of
which incorporate specific Commission-approved adjustments.

To prevent double payment, staff exclude revenue already covered by distinct volume
policies—specifically out-of-state volumes, high-cost drugs (CDS-A), and to some extent
quaternary services through the complexity & Innovation policy. Additionally, a 0.1 percent
national demand modifier is applied to align Maryland’s growth with national per capita
utilization trends. For RY 2026, these adjustments account for a 0.03 percent increase
over the standard methodology, as detailed in Table 2.

Historically, the Demographic Adjustment reconciled to the percentage growth statistic
reported by the Department of Planning, rather than the actual population count. Because
hospitals vary in size, this approach resulted in allocations that did not align precisely with
the actual population change. To address both the revised Planning estimates and the
limitations of reconciling to a percentage growth rate, staff reconciled to the cumulative
population count from 2020 through the most recent year.

Set-Aside: The intention of the set-aside is to use these funds for 1) Global Budget
Revenue enhancements for relatively efficient hospitals that qualify under the Integrated
Efficiency policy and 2) unforeseen events that occur at hospitals with financial hardship,
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regardless of efficiency (e.g., cyberattacks). Staff is recommending 0.40 percent for RY
2027.

Low-Efficiency Outliers: The Integrated Efficiency policy outlines a methodology for
determining relatively inefficient hospitals in the TCOC Model. The policy utilizes the Inter-
Hospital Cost Comparison (ICC) methodology to compare relative cost-per-case efficiency
and 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 in an ordinal ranking scoring matrix 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 or potentially for
reinvestment through the proposed Revenue for Reform policy.

For purposes of the Update Factor inputs, staff has earmarked a 0 percent reduction for
low efficiency outliers, because relatively inefficient hospitals are encouraged to buyout of
their reductions through investments in Revenue for Reform, and if buyouts do not occur,
relatively efficient hospitals can petition the Commission for funding that is withheld from
relatively inefficient 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, HSCRC staff developed an
approach to provide a higher variable cost factor (100 percent for drugs and supplies, 50
percent for all other charges) to in-state, inpatient cases when a hospital exhibits
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 from RY 2017 to RY 2025. Based on
this analysis, staff concluded that the historical average growth rate was approximately
0.39 percent, which equates to a combined State impact of 0.16 percent for the RY 2027
Update Factor. Staff are currently evaluating a new approach to funding this type of care
via carve out and expect a final recommendation to the Commission in July 2026, should
the Commission adopt this approach it may impact this funding.

Capital Funding and Estimated Increase for Full Rate Applications: Preliminary
modeling indicates that efficient hospitals may be entitled to approximately $6 million
through the Full Rate Application Policy and Shady Grove will get approximately $9 million
dollars in concert with the opening of their capital project, which represents 0.07 percent of
the recommendation. This value is subject to change based on quality assurance reviews
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of the Inter-hospital Cost Comparison (ICC) methodology and review of commercial TCOC
benchmarks. Hospitals eligible for a rate enhancement through the full rate application
policy in RY 2027 can access funding through a streamlined process if the hospital agrees
to: the value established by the methodology (no additional methodological considerations
will be contemplated); and the hospital will not file any subsequent rate request until July
1, 2028.

Surge Allocation: The Surge Funding value for RY 2027 is 0.19 percent. This amount
includes an estimate that has been determined using nine months of Case-mix and
Experience data and incorporates the change in weighting to two-thirds evaluation on
Case-mix and one-third evaluation on patient days as approved at the January 2026
Commission meeting. This Update Factor recommendation incorporates the reversal of
the RY 2024 and RY 2025 surge funding applied in RY 2026, totaling -0.81 percent. The
9-month value will be implemented in July and will then be reconciled with a final 12-
month amount in January.

New Volume Policies: In RY 2026, the Commission approved new volume policies not
otherwise reflected in existing market shift methodologies. These policies include
Deregulation, Repatriation/Expatriation, and Out-of-State (OOS) volume Adjustments.
These policies were designed to address shifts in patient utilization occurring outside of
traditional in-state regulated market dynamics, including movement to unregulated settings
(deregulation), cross-border utilization by Maryland residents (repatriation/expatriation,
and changes in utilization at in-state regulated facilities by non-Maryland residents (OOS).
For this period, hospitals received adjustments calculated using CY 2024 data. A portion
of the adjustments will be implemented in RY 2027, following hospital feedback and
additional staff review. These policies have an estimated impact of approximately 0.04
percent in the RY 2027 Update Factor. In addition, at the December 2025 Volume
Workgroup meeting, staff introduced a policy update formalizing the treatment of
Potentially Avoidable Utilization (PAU) associated with hospital conversions to
Freestanding Medical Facilities (FMFs) within the Market Shift Policy. This update ensures
consistent treatment of PAU-related volume and avoids overstating growth from FMF
conversions. The estimated impact of this adjustment is approximately 0.02 percent.
Together, these volume-related changes result in a combined impact of approximately
0.06 percent in the RY 2027 Update Factor.

Potentially Avoidable Utilization (PAU) Redistribution: The PAU value for RY 2027,
which represents defunding of inflation and population growth for readmissions and
avoidable admissions, is -0.37 percent. This policy was refined in RY 2025 to be revenue-
neutral across the State; however, there were concerns that the policy may reward
hospitals that have not improved PAU performance under the TCOC Model. As a result of
this concern, rewards for individual hospitals are capped at 0.0 percent, and minor
negative scaling is still applied to hospitals that have worse PAU performance than the
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statewide average. The net result of the PAU Redistribution policy, as represented on
Table 2, is -0.02 percent.

Quality Scaling Adjustments: The quality pay-for-performance programs include
Maryland Hospital Acquired Conditions (MHAC), Readmission Reduction Incentive
Program (RRIP) including the Disparity Gap Incentive, and Quality Based Reimbursement
Program (QBR). Preliminary QBR adjustments will be implemented with the July rate
orders and adjustments will be made in the January rate orders to reflect the full
measurement period. The current revenue adjustments across the three programs is -0.06
percent (with preliminary QBR). The Update Factor recommendation reflects the reversal
of the prior year's Quality adjustments of 0.04 percent.

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
2027 will be 0.02 percent. The amount in rates was 4.03 percent in RY 2026, and the
proposed amount for RY 2027 is 4.05 percent, an increase of 0.02 percent. The final
statewide UCC amount is subject to some variability based on updated December annual
filing submissions and UCC Fund reserve levels.

Staff considered whether federal changes to coverage policy warrants a prospective
adjustment to uncompensated care. Staff do not anticipate that short-term increases for
the Medicaid population are likely to be significant, because of: 1) the timeline for the new
requirements (i.e., six-month redeterminations and work requirements); 2) the likelihood of
Medicaid eligibility determination at the time of the hospital visit (i.e., due to an exemption
from work requirements or procedural re-enrollment). Many individuals losing Medicaid
coverage due to new immigration requirements will qualify for coverage under Emergency
Medicaid Services.
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In the individual market, the Maryland Health Benefit Exchange projected coverage losses
of 48,000." As of April 2026, the individual market had seen an eight percent decline in
year-over-year enrollment, numbering approximately 18,000 individuals.?

A 48,000-beneficiary decline in the marketplace correlates to approximately $117 million in
hospital uncompensated care, assuming these enrollees have similar experience to
existing uninsured individuals. In addition, working with Medicaid, the HSCRC estimates
FY 2027 Medicaid losses to translate into approximately $11 million of hospital
uncompensated care.® Based on these estimates, which contain considerable uncertainty,
the UCC exposure is $128 million or approximately 0.50 percent.

To help mitigate these coverage losses and reduce the impact on uncompensated care
costs in the hospital market, Staff is proposing to provide 0.40 percent in funding to the
Maryland Health Benefit Exchange Fund to provide additional reinsurance and state
subsidies for marketplace enrollees and 0.10 percent to increase the reserves held in
HSCRC’s Uncompensated Care Fund. The Maryland Health Benefit Exchange Fund
finances the operations of the Maryland insurance marketplace. Reserves in the HSCRC'’s
Uncompensated Care Fund would be released as additional uncompensated care
emerges.

This amount will be allocated across hospitals in proportion to their global budget and
hospitals will collect it and remit it to the Maryland Health Benefit Exchange Fund and the
HSCRC’s Uncompensated Care Fund, as directed by the HSCRC. As this element is
newly introduced, Staff are presenting this element as a draft recommendation with a final
recommendation to follow in a subsequent Commission meeting. Staff also are
considering options for providing funding to FQHCs to expand services to reduce the
unnecessary use of hospital services. This is not included in this recommendation due to
the complexity required but Staff are interested in comments on whether and how to direct
uncompensated care funding to FQHCs, so that uninsured individuals can receive care in
the most appropriate setting.

e Deficit Assessment: The Legislature approved a funding level of $394,825,000 for RY
2027. The values associated with this funding level will be applied to payers and are
reflected as a -0.20 percent adjustment in Table 2.

" Maryland Health Benefit Exchange. (Aug. 2025). Final 2026 State Subsidy and Reinsurance Parameters.
Available https://www.marylandhbe.com/wp-content/uploads/2025/08/2026-State-Subsidy-and-
Reinsurance-Parameters-8-18-25.pdf; accessed 26 May 2026.

2 Maryland Health Benefit Exchange. (Apr. 2026). Data Report. Available
https://www.marylandhbe.com/wp-content/uploads/2026/05/Executive-Report -as-o0f-04302026.pdf;
accessed 26 May 2026.

3 Medicaid estimates were derived prior to CMS'’ release of the Medicaid Community Engagement
Requirement for Certain Individuals Interim Final Rule on June 2, 2026.
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Medicare Advantage Stabilization: Starting in CY 2027, qualifying Medicare Advantage

plans will receive rate relief through an increase in the public payer differential. Eight MA

contracts, representing six parent companies and over 172,000 Marylanders, have

qualified for the rate relief program in CY 2027. The increase will be offset by Medicaid

and commercial payers in CY 2027 and commercial payers (only) from CY 2028 onward.

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 Redistribution - Updated Methodology

The PAU Savings Policy historically reduces hospital global budget revenues in anticipation of
volume reductions due to care transformation efforts. Starting in RY 2020, the calculation of the

statewide value of the PAU Savings was included in the Update Factor Recommendation.

For RY 2027, the incremental amount of statewide PAU Savings reductions was determined

formulaically by using inflation and the demographic adjustment applied to the amount of PAU

revenue (see Table 4). This would result in a RY 2027 permanent PAU savings reduction of -0.37

percent statewide, or -$83,122,852. Hospital performance on avoidable admissions per capita
and 30-day readmissions, the latter of which is attributed to the index hospital, determines each

hospital’s share of the statewide reduction.

Table 4: PAU Shared Savings Adjustment

Statewide PAU Reduction Formula Value

RY 2026 Total Approved Permanent Revenue A $22,465,635,668
RY 2027 Inflation Factor+Demographic Adjustment |B 3.29%
CY 2025 Total Experienced PAU $ C $2,554,637,322
Proposed Revenue Adjustment $ D =B*C -$84,047,568
Proposed Revenue Adjustment % E=D/A -0.37412%
Adjusted Proposed Revenue Adjustment % F = ROUND(E) -0.370000%
Adjusted Proposed Revenue Adjustment $ * ** G=F*A -$83,122,852
Total PAU % H 11.08%
Total PAU $ I =A*H $2,488,773,634
Required Percent Reduction PAU J=Gl -3.34%

*Does not include revenue from McCready or freestanding EDs.
** Inflation factor is subject to revisions related to updated data and Commission approval
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However, as previously noted, staff are proposing to maintain the amendment to the PAU Shared
Savings policy such that it is a PAU Redistribution policy, whereby the PAU measurement is
utilized in order to recognize differential opportunities among hospitals in a fixed revenue model
but does not generate TCOC Model savings. The reasons for this change, which was adopted in
RY 2025, are as follows: the policy already generated a 3:1 investment on the Infrastructure
Funding that was put into rates to spur improvements in care management, future ongoing
reductions may cause access issues, especially for hospitals with low levels of readmissions and
avoidable admissions, and the additional funding allows hospitals to make greater investments in
population health that overtime will make global budgets more sustainable than annual PAU
reductions to hospitals that do not allow for system reinvestment.

The RY 2025 Update Factor recommendation included a requirement for hospitals to submit
population health management plans as part of efforts to reduce statewide potentially avoidable
utilization, as well as submit high value care plans that described new and existing strategies and
initiatives aimed at addressing priority areas of focus identified by the Value-Based Care Insights
tool provided by CRISP or an alternate tool. All hospitals completed these requirements and none
were subject to a 0.19 percent clawback in their July rate orders.

For RY 2026, hospitals are required to submit final reporting on targets and outcomes for their
High Value Care plans by June 1, 2026. All hospitals submitted a report by the deadline, as a
result, no hospital will have inflation clawed back in July 2026 rate orders.

For RY 2027, hospitals will be required to report on their improvement targets and outcomes as
part of their high value care plans. Failure to report on targets and outcomes will result in a take
back of 0.17 percent of inflation removed in the RY 2028 rate orders. Staff anticipate that with
this ongoing focus on high value care plans, hospitals will continue to make the reinvestments
necessary to improve the health of the population and by extension the financial sustainability of
the Model. If the HOPE recommendation is adopted the reporting requirement will be replaced by
the HOPE requirement of designating a senior executive responsible for the hospital’s population
health efforts.

Consideration of AHEAD 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 regarding the AHEAD Model
agreement requirements are described in detail below.

Medicare TCOC Savings Test

This test under the AHEAD Model requires Maryland to generate 0.13 percent and 0.21 percent in
additional Medicare FFS TCOC savings in PY1 (CY 2026) and PY2 (CY 2027), respectively
(these amounts are accumulated so the Year 2 target is 0.34 percent). Under current growth
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trajectories and beneficiary counts, this is equivalent to Maryland growing an additional $47
million slower than the national United States Per Capita Cost (USPCC) trend over the two years.
AHEAD uses USPCC values to set the Medicare FFS TCOC savings targets, unlike the TCOC
Model. USPCC projects national per capita fee-for-service (FFS) spending based on CMS’ most
recent Medicare FFS data, mainly for the purposes of setting MA benchmarks.* As under the
TCOC Model, this test ensures that spending increases outside of the hospital setting do not
undermine the Medicare hospital savings resulting from any savings produced in the hospital
setting. Additionally, 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.

The Medicare TCOC Savings Target increases annually for the first seven years of the AHEAD
Model, culminating in an annual total cost of care savings of 0.63 percent relative to the national
growth rate in CY 2032, relative to a 2023 base year.

All-Payer Tests

As under the TCOC Model, the AHEAD Model maintains a 3.58 percent all-payer limit on hospital
revenue in the state. However, the AHEAD Model also adds a test requiring the State to establish
- and CMS to approve - annual All-Payer TCOC Growth Targets by PY2 (CY 2027). This adds a
new CMS element to the HSCRC's existing state mandates related to affordability. The State is
currently in the process of establishing this target via a topic-specific advisory group led by the
multi-agency Regulatory Working Group, with opportunity for public input. The targets must be
formally established under an executive order, legislation, or regulation. Both of these all-payer
tests will further inform HSCRC'’s future update factor process. Additional information can be
found on the HSCRC’s AHEAD Model website.

Meeting Medicare Savings Requirements and Total Cost of Care Guardrails

Previously, the State was held to a Medicare savings test based on national trends for that year
derived from a data set provided by CMS. Staff utilized this claims data and information from
CMS’ Office of the Actuary to forecast future Medicare trends in order to evaluate the impact of
the proposed update factor on the savings test. For the RY2027 update factor, this published
estimate will be used to evaluate the update factor impact on the CY2026 savings test. Figure 1
below illustrates the State’s understanding of how the Medicare FFS TCOC target will be set.

4 USPCC includes FFS spending on all Part A and Part B services (except hospice services and kidney
acquisition costs, which are not covered by MA plans and ESRD which is assigned its own trends) as well
as all shared savings and losses paid to FFS providers through the Medicare Shared Savings Program,
Innovation Center models, and demonstration programs. USPCC trend information can be found here:
https://www.cms.gov/files/document/2027-announcement.pdf See Table II-2 Current Year values
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Figure 1
AHEAD Savings Target

Target = Baseline x (1 + Interim Years Trend) x (1 + National MC
FFS Trend + True Up) - Savings Component

The Baseline is 2023. The Interim Years Trend is the adjusted observed USPCC for 2024 and
2025. The National Medicare FFS Trend is the product of:

1. The adjusted projected USPCC value availability at the beginning of the Performance
Year (PY), or the number released by CMS in the April before the PY (“Year -1”).5 For
2026, this would be projected USPCC value for 2026, released in April 2025.

2. The average of the projected and observed USPCC for the prior PY®, and

3. The observed USPCC for the remaining previous performance years.

Instead of applying trend to the Maryland baseline dollar amount, 33 percent of the National
Medicare FFS Trend is calculated against the equivalent national dollar amount. The True Up
adjusts the target by 50 percent of differences between the projected and observed USPCC
values beyond .50 percent, the true up only becomes relevant after the performance period when
differences between the projected and observed USPCC are known. The Savings Component is
0.13 percent and 0.21 percent in additional Medicare FFS TCOC savings in PY1 (CY 2026) and
PY2 (CY 2027) mentioned previously.” The final target is risk adjusted using HCC scores.

Before evaluating CY2026 results against the Medicare test staff must convert the recommended
RY 2027 update to a calendar year growth estimate. Table 5 below shows the current revenue
projections for CY 2026 to assist in estimating the impact of the recommended update factor
together with the projected RY 2027 results. The overall increase from the bottom of this table is
used in Tables 6a-6b.

5 CMMI indicated in April 2026 that they want to use Year -1 rather than Year 0 (i.e. USPCC value released
in April of the performance year projected numbers to establish in-year targets for each AHEAD PY.

6 Projected refers to values released in Year 0 and prior and Observed to values released in Year + 1 and
subsequent, where Year + 1 refers to the USPCC value released in the year following year 0 (e.g. 2026
values released in 2027).

7 This number increases between PY1 and PY7 under AHEAD. See Section 10.a.i of the Amended and
Restarted Maryland AHEAD State Agreement.
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Table 5: CY 2026 Global Budget Revenue Estimate

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

Step 1:

Approved GBR RY 2026

Actual Revenue 7/1/25-12/31/25

Approved Revenue 1/1/26-6/30/26

Projected FY25 GBR Compliance

Anticipated Revenue 1/1/26-6/30/26

Expected Revenue Growth 1/1/26-6/30/26
Step 2:

Final Approved GBR RY 2026

Reversal of Material Non-Repeating One-Times

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

Step 3:

Estimated Revenue 7/1/26-12/31/26
[after 49.73% & seazonality]

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

Increase over CY 2025 Revenue
Per Capita Increase over CY 2025

A+B

11,469,777

11,856,401

23,326,178

24,029,465
11,856,401
12,173,064
0
12,173,064
6.13%

24,029,465
-92,257
23,937,208

24,912,218
4,07%

12,388,846
4.49%

24,561,910
5.30%
5.17%

Steps to explain Table 5 are described as below:

The table begins with actual revenue for CY 2025.

Step 1: The table uses global revenue for RY 2026 and actual revenue for the last six months for

CY 2025 to calculate the projected revenue for the first six months of CY 2026 (i.e., the last six
months of RY 2026). Hospitals currently project they will be able to charge all of RY 2026
revenue, for this reason, staff have kept the projected RY 2026 compliance line at zero.




Step 2: The final approved GBR for RY 2026 is $24,029,464,776. This step applies the proposed
update of 3.65 percent, as shown in Table 2, to the RY 2026 GBR amount to calculate the
projected revenue for RY 2027. This step also makes adjustments for material non-repeating one-
times that don’t get included in inflation but are accounted for in RY 2026. For RY 2026, this
includes one-time funding for the population health trust fund and the FY21-FY23 UCC correction.

Step 3: For this step, to determine the calendar year revenues, staff estimate the revenue for the
first half of RY 2026 by applying the recommended mid-year split percentage of 49.73 percent to
the estimated approved revenue for RY 2027.

Step 4: This step shows the resulting estimated revenue for CY 2026 and then calculates the
increase over the actual CY 2025 Revenue. The CY 2026 increase based on this year's
recommended update is 5.30 percent.

The 5.30 percent is used to estimate CY 2026 hospital spending per capita for Maryland in our
savings evaluation. As explained above, the AHEAD Medicare FFS TCOC savings targets are
based on USPCC trends, these trends are used in the following evaluation which illustrates two
scenarios. The State is continuing to work through the details of the methodology with CMMI. A
few areas of uncertainty remain. These include:
e Confirming actual claims experience under AHEAD calculation methodology, in

comparison to TCOC actuals.

Finalizing 2025 values, particularly for Non-claims based payments

Confirming calculation of HCC scores (uses v28)

Finalizing the appropriate USPCC values to be used

The first scenario, outlined in Table 6a below, is based on the 2026 USPCC data published by
CMS in 2025.
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Table 6a: AHEAD Estimate (Scenario 1, 2025 Trended forward at USPCC Year-1
Trend)

Scenario 1 Guardrail Projections

Maryland Target Impact
(includes savings)
YOY Growth 2026 5.2% 4.0%
Cumulative Growth 19.6% 18.7% -0.9%
(2023 to 2026)
Estimated CY 2026 Savings Run Rate -$88.7 M dissavings

Under this scenario, national spending would grow at 4.0 percent in 2026, reflecting the Year -1
2026 USCPC adjusted projected value. Meanwhile Maryland would grow at 5.2 percent in 2026,
which reflects hospital spending driven by the CY2026 impact of the update factor of 5.30 percent
and non-hospital spending which is assumed to grow at the rates set by USPCC for Part A (1.6
percent) and Part B (6.0 percent). Under this scenario the State would miss the target by $89M.

Medicare determined that it was making duplicative payments for MA-related IME and DGME
costs (one payment directly to inpatient facilities, and one payment to MA plans through higher
benchmarks), so in 2024, CMS began a three-year removal of MA-related IME and DGME
spending from the non-ESRD FFS USPCCs. This has resulted in lower USPCC updates over
2024, 2025, and 2026 - Maryland AHEAD’s two interim years and the first PY. The State has
urged CMMI to remove this technical adjustment from the USPCC for the savings test as it is not
relevant for AHEAD and CMMI has conceptually agreed that an adjustment is appropriate but the
nature and scope of any adjustments has not been finalized.®

The second scenario, outlined in Table 6b below, represents Staff’s estimate of Maryland’s results
with the IME adjustment. While Staff believe the IME adjustment will result in a significantly
improved position under the test, the State can not be sure of the impact until final notification is
received from CMMI. Staff believe greater weight should be placed on Scenario 2 than Scenario
1 given the likely IME adjustment but Staff have not removed Scenario 1 as the impact of the

8 A summary of the decision and actions taken can be found in the following MedPac document:
https://www.medpac.gov/wp-content/uploads/2025/02/02102025 MA_PD-AN-CY-
2026_MedPAC _COMMENT v2 SEC.pdf
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adjustment remains uncertain and Scenario 1 therefore provides a floor for possible savings
projections.

Under Scenario 2, national spending would grow at 5.3 percent for CY2026, reflecting the Year -1
2026 USCPC adjusted projected value without the IME removal. Meanwhile, Maryland would
grow at the same pace as described in Scenario 1. In addition, Maryland would enter 2026 in a
stronger position due to the higher trends allowed for 2024 and 2025, thus Maryland would
comfortably meet its target.

Table 6b: AHEAD Estimate (Scenario 2, 2025 Trended forward at USPCC Year-1
Trend with IME adjustment to 2024 to 2026 trends)

Scenario 2 Guardrail Projections

Maryland Target Impact
(includes savings)
YOY Growth 2026 5.2% 5.3%
Cumulative Growth 19.6% 21.8% +2.2%
(2023 to 2026)
Estimated CY 2026 Savings Run Rate $260.8 M savings

All-Payer Affordability

Under the AHEAD all-payer test, all-payer in-state hospital charge growth cannot grow at above
3.58 percent per annum over the life of the contract (3.58 percent was intended as an
approximation of typical per annum Gross State Product (GSP) growth). Figure 2 represents the
cumulative comparison since the beginning of global budgets in 2014. The blue line reflects the
contract target, the orange line shows actual cumulative GSP growth through 2025, and the gray
line reflects estimated cumulative in-state hospital charge growth per capita through 2026. Staff
emphasize that this analysis includes hospital spending only and does not incorporate non-
hospital components of total cost of care. The GSP line ends in 2025 due to the absence of
official 2026 data, staff opted not to project GSP growth. However, even with no GSP growth in
2026, Maryland would remain under both the cumulative target and actual GSP growth. The
cumulative value of this target through CY 2026 is 57.97 percent. Actual all-payer in-state hospital
charge growth through CY 2025 is 44.85 percent, inflating this to 2026 using the recommended
update factor on a per capita basis yields 49.56 percent. This means that Maryland is
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approximately 8.8 percentage points below the contract target, which reflects system-wide
savings achieved through Maryland’s total cost of care framework and carried forward under the
AHEAD Model that accrue to all payers and consumers.

Figure 2
Affordability Scorecard — Cumulative GSP Test with CY 2026 Projection
70.00%
60.00% 2025,58.88% 2026,57.97%
50.00% 2026,49.56%
40.00%
30.00%
20.00%
1000% / /
0.00%
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026
= Contract Target (3.58% per year)
Cumulative GSP Growth Per Capita
All Payer In-State Cumulative Hospital Growth Per Capita

Staff also compared the all-payer in-state hospital charge growth to economic growth in Maryland,
as measured by the GSP per capita, over a rolling 5-year window. The purpose of this modeling is
to ensure that healthcare remains affordable in the State, for this purpose staff believe it is not
sufficient to only look at the cumulative test embedded in the AHEAD Contract. Therefore, staff
calculated the cumulative per capita growth for the five-year period using the most updated State
GSP numbers available. As shown in Figure 3, the 5-year calculation shows a cumulative per
capita growth of 37.6 percent. Staff then compared that number to the 5-year cumulative in-state
acute hospital charge growth over the same five-year window, which equals 29.1 percent. Staff
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also modeled estimated hospital charge growth through CY 2026 using the proposed RY 2027
update factor. This projection results in estimated hospital charge growth of 25.9 percent.

This rolling five-year test provides a complementary view to the cumulative analysis. While the
margin between hospital charge growth and GSP is smaller under this test, the results still
indicate that hospital spending growth remains below the State’s economic growth, reinforcing the
affordability goals of the Model.

Figure 3
Affordability Scorecard — Rolling 5-Year GSP Test
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Medicare’s Proposed National Rate Update for FFY 2027

CMS released its proposed rule for the Inpatient Prospective Payment System’s (IPPS) payment
rate on April 10, 2026. In the proposed rule, CMS would increase rates by approximately 2.40
percent, which includes a market basket increase of 3.20 percent and a productivity reduction of -
0.80 percent. This proposed increase will not be finalized until August 2026 and will not go into
effect until October 1, 2026. This also does not take into account volume changes, nor does it
take into account projected reductions in Medicare disproportionate share hospital (DSH)
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payments and Medicare uncompensated care payments, as well as potential reductions for
additional payments for inpatient cases involving new medical technologies and Medicare
Dependent Hospitals.

Stakeholder Comments

Staff worked with the Payment Model Workgroup to review and provide input on the proposed RY
2027 update. Comments submitted by stakeholders primarily focused on the following areas:
monitor inflation throughout the rate year, prospectively adjust the UCC provision in rates, provide
additional funding to support hospital readiness for H.R.1 an AHEAD, distribute the national
demand modifier based on age-adjusted demographic growth, delay HOPE implementation
pending access and latent demand concerns, limit hospital revenue growth and update factor
increases, align HSCRC methodologies with AHEAD/CMMI, fund CTI rewards for RY 2025
performance, and discontinue the productivity adjustment for non-GBR hospitals.

Comment letters were received from the following entities: The Maryland Hospital Association
(MHA), Adventist Healthcare, Frederick Health, Johns Hopkins Health System, MedStar Health
University of Maryland Medical System, Luminis Health, Mount Washington Pediatric Hospital, J
Kent McNew, Sheppard Pratt, Brook Lane Maryland Healthcare for All, Health Means Everything
Alliance, and CareFirst. The comments are outlined below with staff's response in italics:

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

HSCRC Response: Staff review inflation with every quarter book that S&P publishes. The
catch-up methodology was specifically designed to provide additional inflation beyond the
risk tolerance guardrail of 0.25 percent. Should actual inflation come in higher than what
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was funded and it trips the guardrail, Staff will provide additional inflation in line with the
catch-up methodology. Staff also think it is important to note that the guardrail was
lowered last year from 1 percent to 0.25 percent as part of the RY 2026 Update Factor
Recommendation and there were years where hospitals were overfunded, prior to the
catch-up methodology being put in place, that Staff did not remove inflation.

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

Prospectively Adjust the UCC Provision in Rates
MHA, Adventist Health Care, John Hopkins Health System (JHHS), MedStar Health,

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

HSCRC Response: Staff have proposed supporting the Maryland Health Benefit
Exchange Fund and the HSCRC’s Uncompensated Care Fund in order to help reduce the
loss of coverage and the resulting increase in uncompensated care and provide reserves
should additional uncompensated care emerge. This element of the proposal is
considered draft and stakeholders have another opportunity to comment before a final
recommendation is adopted.

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

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

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

Delay HOPE Implementation Pending Access and Latent-Demand Concerns

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

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

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

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

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

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

Limit Hospital Revenue Growth and Update Factor Increases

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

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

. Align HSCRC methodologies with AHEAD/CMMI

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

HSCRC Response: Staff agree with these comments. Over the next six months of the
calendar year, Staff will be working with stakeholders to align our current policies under
AHEAD. There is a significant amount of consideration that will be going into this
development. We appreciate the early feedback and ongoing support of stakeholders as
we work to achieve alignment over the next several months.

Fund CTI Rewards for RY 2025 performance

MedStar Health expressed concern regarding the retrospective elimination of Care
Transformation Initiative (CTI) rewards and penalties for FY 2025 performance, stating
that hospitals made substantial investments in care coordination, population health, and
clinical integration infrastructure based on anticipated CTI incentives. MedStar requested
that the Commission consider using a portion of the CTI set-aside funds to provide bridge
funding through at least FY 2028 for hospitals with established, high-performing CTI
programs.

UMMS does not support ending the CTI policy without paying hospitals for their FY 2025
performance. UMMS and other commenters fully support a set aside in the update factor
to fund hospitals and/or systems who have earned rewards within the CTIl program.

HSCRC Response: Staff have earmarked funding to provide to hospitals based on system
level earnings that would have been paid out as part of the CTl rewards in RY2027 for the
RY2025 performance year.

Discontinue Productivity Adjustment for Non-GBR Hospitals

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

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

Staff reviewed additional analyses described below, to better understand the volume
declines at these hospitals. For purposes of our analytics, we focused on the two specialty
hospitals with the largest revenue bases - Sheppard Pratt & Mount Washington Pediatric
Hospital.

a. Staff reviewed trends in hospital abstract volume at Mount Washington Pediatric
Hospital and Sheppard Pratt from Fiscal Year 2019 (pre-pandemic) to Fiscal Year
2025 (most recently completed fiscal year). For Mount Washington, inpatient
volumes decreased by 327 cases, as measured by the Commission’s casemix
adjusted methodology (ECMADS). Approximately 75 percent of this reduction was
due to neonatology (see Figure 4a below) and this largely aligned with statewide
experience amongst general acute care facilities, with few exceptions, (see Figure
4b below), suggesting a secular decline in demand of neonatology, e.g., fewer
premature births.
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ECMADS

Figure 4a
Mount Washington Pediatric Hospital Volume Change by Service Line
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Figure 4b

Fiscal Year 2025 Percentage Change in Neonatology Cases Amongst General
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At Sheppard Pratt, inpatient volumes declined by 298 cases; however, the
reduction was not localized to one service line or diagnosis related group, as
various cases, e.q., schizophrenia, trended upwards, but other cases, e.g., bipolar
disorders and eating disorders, saw significant reductions that entirely offset other
emerging behavioral health services (see Figure 5a below).
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Figure 5a
Sheppard Pratt Volume Change by Service Line
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Staff noted a similar decline in behavioral health admissions among general acute care
facilities (18 percent statewide), with a few notable exceptions, suggesting another
potential secular decline in demand.
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Figure 5b

Fiscal Year 2025 Percentage Change in Behavioral Health DRG’s Amongst General
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*Removed outliers: University of Maryland Shore Health at Easton and Doctors Community Health, who recently
ramped up their Behavioral Health programs.

In light of the analyses described above, staff agree to waive the productivity adjustment
for RY 2027. Staff also believe that moving forward exploration of productivity adjustment
alternatives should be considered.
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Recommendations

Based on the currently available data and the staff's analyses to date, HSCRC staff provides the
following final recommendations for the RY 2027 update factors.

For Global Revenues:

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

(b)  Provide an overall increase of 4.07 percent for revenue (including a net increase to
uncompensated care) and 3.95 percent per capita for hospitals under Global Budgets, as
shown in Table 2. In addition, the staff is proposing to split the approved revenue into two
targets: a mid-year target and a year-end target. Staff will apply 49.73 percent of the Total
Approved Revenue to determine the mid-year target, and the remainder of the revenue
will be applied to the year-end target. Staff is aware that there are a few hospitals that do
not follow this pattern of seasonality and will adjust the split accordingly.

(c) Provide additional funding related to uncompensated care to the Maryland Health
Benefit Exchange Fund of 0.40 percent to support reinsurance and subsidies for
marketplace enrollees and 0.10 percent to increase the reserve held in the HSCRC’s
Uncompensated Care Fund to be released as additional uncompensated care emerges.
This element is a draft recommendation and will be removed from the update factor if the
final recommendation is not approved subsequently.

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

(a) Provide an overall update of 3.17 percent for inflation and additional inflation of 0.20,

for a total update of 3.37 percent. Suspend the productivity adjustment for RY 2027.
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HEALTH MEANS
EVERYTHING

—— CONSUMER ALLIANCE ——
May 20, 2026

Dr. Jon Kromm
Executive Director
Health Services Cost Review Commission (HSCRC)

4160 Patterson Avenue Baltimore, MD 21215

Re: RY 2027 Update Factor Recommendation
Dr. Jon Kromm and HSCRC Commissioners:

Health Means Everything (HME) appreciates the opportunity to comment on the draft
recommendation of the Update Factor for Rate Year (RY) 2027. While we understand this
update is designed to provide hospitals with reasonable rate adjustments to address
issues such as inflation and maintain operational readiness, we are concerned about the
rising cost of health care and how changes to the update factor may exacerbate health care
affordability challenges for consumers in the State. HME appreciates the HSCRC’s
consideration of the many factors that can impact the cost of delivering health care
services, but we are concerned that the continuous rate increases hospitals receive year-
over-year impose additional unnecessary burdens on consumers.

We worry that the continued divergence of hospital revenues and the ability of Marylanders
to afford their health care is reaching a critical point. Since the year 2000, prices for
hospital services in the US have increased 271.1%, outpacing other goods and services
categories as well as average hourly wages (see Figure 1)." Consumers have had to find
ways to manage increases in the price of medical services, childcare, and college tuition
while hospitals have managed by increasing prices to not only cover costs, but to expand
profits and build reserves. Over the past several years, hospital revenues have grown
significantly. The RY 2025 update was approximately 4.8%, followed by a 5.68% revenue
increase in RY 2026, and now a proposed 3.65% increase in RY 2027.2 While we
acknowledge that the proposed RY 2027 update is lower than last year, the cumulative

T https://humanprogress.org/time-pricing-mark-perrys-latest-chart-of-the-century/
2 https://www.hmecalliance.com/rising-cost-of-care
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May 20, 2026

Jon Kromm, PhD Executive Director
Health Services Cost Review Commission
4160 Patterson Avenue

Baltimore, MD 21215

Dear Dr. Kromm,

| am writing on behalf of Luminis Health to provide comments on the Health Services Cost Review
Commission staff’s (“HSCRC”) draft recommendation for the annual update factor for rate year 2027.

As we are in the beginning of the AHEAD model, it is critically important we have a strong financial
foundation and that the update factor recognizes not only inflation growth but recognizes and
appropriately funds for federal and local changes that impact our unique global budget system.

While Maryland Hospitals are showing improvements to overall financial performance, the state health
systems FY26 operating margins continue to be below the nation.

6%

/ \ U.S. Hospital Margin

\ /
/ \ (3-month average)

\
\
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Furthermore, the HSCRC provided one-time money in FY26 that elevated operating performance.
These adjustments related to prior year demographic and uncompensated care corrections will be
removed in FY27 eroding these operating margins. While we are extremely appreciative of the
corrections and the funding, the current proposed update factor will have revenue growth from FY26
well below inflation for many Maryland Hospitals, including Luminis Health, when the one-time funding
is removed. The removal of these dollars we believe are not included in the update factor projections.
This challenge coupled with aging population growth, implementation of H.R.1. and the transition to the
AHEAD Model creates financial instability and challenges for FY27.

Luminis Health has the following enhancements to the HSCRC staff recommendation to assist in creating
financial stabilization:

Support MHA’s Recommendation

(1) Inflation Funding Support with Monitoring and Permanent Removal of Specialty Hospital Productivity
Adjustment

Luminis Health supports the proposed 3.37% inflation increase included in the staff recommendation
based on S&P Global estimates that include an additional 0.20% catch-up adjustment intended to
address prior years of underfunding. As financial pressures continue to intensify across the healthcare
sector, maintaining an adequate inflation update is essential to preserving access, stability, and quality
of care throughout Maryland’s health system.

In addition, consistent with the letter submitted by Luminis Health to HSCRC on April 29, we request the
indefinite suspension of the productivity adjustment for specialty hospitals. A productivity adjustment of
0.8% would reduce the inflation update to only 2.5% for hospitals that are serving some of our
communities” most vulnerable populations, despite these providers facing the same financial pressures
as acute care hospitals. Specialty hospitals play a critical role in Maryland’s healthcare system,
supporting the State’s priorities, and limiting funding for services with historically low reimbursement
could potentially undermine access to critically necessary care.

We recommend monitoring inflation throughout the year to ensure that the inflation projections are
adequate. The recently updated Producer Price Index shown below demonstrates the cost growth we
are experiencing in energy and supplies, which is trending above the current projections by S&P Global
Insights.

12-Month Percent Change

Year Jan Feb Mar Apr May Jun Jul Aug  Sep Oct Nov Dec

202
5 3.8 3.4 3.2 24 2.7 24 3.2 2.7 3.0 2.8 3.1 3.1
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6 3.1(P) 3.4(P) 43(P) 6.0(P)

Source: Producer Price Index, Bureau of Labor Statistics
(P)=Preliminary. All months are subject to change 4 months after original publication

(2) Increase Uncompensated Care Funding for Medicaid and Marketplace Changes

With the recent passage of H.R.1, Medicaid is entering a significantly more complex and restrictive
environment that will adversely affect patient coverage. New federal policies will introduce work
requirements, expanded exemption verification processes, biannual renewals, and a shortened
retroactive coverage period. These changes, combined with reductions in Affordable Care Act subsidy
support that are expected to make Marketplace plans unaffordable for millions of individuals, will
increase the number of uninsured patients.

Kaiser Family Foundation projects an estimated 210K people in Maryland may lose Medicaid coverage.
In the Maryland Medicaid Expansion Group alone, 130K people may lose coverage with Anne Arundel
County and Prince George’s County projected to experience impacts of 7% and 16%.

ACA Marketplace enhanced premium tax credits ended on January 1, 2026, which increased premiums
and reduced or eliminated subsidy levels based on income. This already has impacted participation as
the most recent Maryland Health Benefit Exchange data show that enrollment in Maryland Health
Connection declined by 33,000 individuals (a 13% decrease) from the start of the plan year through April
2026, compared to a 4% decline in the prior year. Concurrently, approximately 8,000 enrollees shifted
from gold plans to bronze plans with deductibles as high as $10,000, which significantly increases
exposure to bad debt and charity care in the hospital setting. These trends represent immediate and
measurable impacts on hospital uncompensated care that are occurring now, not in the future. These
changes are also expected to increase hospitals’ costs to collect. We are projecting another $1.3m of
costs related to Medicaid enrollment efforts starting January 1, 2027.

Given the magnitude and uncertainty of these anticipated changes, it is critical that the HSCRC establish
an appropriate funding base in 2026 that reflects the future costs of delivering care and maintaining
financial stability across Maryland hospitals. Delaying adjustments until 2028 may limit the state's ability
to proactively address rising uncompensated care costs under the current reimbursement framework.
Accordingly, Luminis Health supports MHA’s recommendation to include an additional 0.20% to support
Medicaid enrollment and retention efforts, as well as an additional 0.69% to prospectively account for
expected increases in uncompensated care. We also would like the staff to continue to monitor the
impact of these changes throughout the year given the substantial changes.

(3) Ahead Model Preparation

We appreciate the 0.5% funding for AHEAD that was included in Hospital Global Budgets. Hospitals will
need to operate under dual systems and policies, which will require investment in
people(reimbursement specialists, coders, IT professionals, consultants, etc.), significantly change
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processes (for example, utilization review and coding workflows) and revise and/or deploy new
technology and data infrastructure (for example, building/purchasing new data analytic tools) . We
believe the current funding level does not support the investment cost needed for this new model given
the significant impact in many areas of the organization. Luminis support’s MHA recommendation to
include an additional .10% for AHEAD Model Implementation.

Provide Adequate Demographic Adjustment based on Population Health Projections

Global Budgets need to be appropriately adjusted for age-adjusted population. We historically have
seen inaccurate funding for age adjusted population growth, which is a critical component of yearly
updates when hospitals are under a revenue capped system. There was significant discussion around
demographic adjustment and potential changes to better reflect age adjusted population growth and an
agreement to revisit the work every two years.

The proposed statewide demographic adjustment for rate year 2027 of only 0.12% does not adequately
reflect the expected increase in demand for hospital services based on age adjusted population growth.
We continue to believe there needs to be a better prospective adjustment given the aging population
growth.

At the least, the national payment adjustor recently incorporated into the demographic adjustment
should be spread based on age adjusted population growth rather than the current across the board
adjustment to appropriately recognize the growth differences in the State.

With FY27 being part of the AHEAD model base period, not accurately accounting for population growth
will create a starting point that will be too low and create long term financial challenges.

Health Outcome Payment Effort (“HOPE”)

Luminis Health supports the intent of the HOPE program as articulated in our April 8™, 2026 letter. We
believe before any dollars are withheld from the update factor to fund the HOPE program more detail is
needed regarding how savings will be measured, how clinical interventions will be evaluated and
approved, and what guardrails will be applied to protect the integrity of the Program.

Luminis Health appreciates the thoughtful work of the HSCRC staff in developing the draft
recommendation for the annual update for rate year 2027 and looks forward to continued collaboration
with Commissioners and staff as the final recommendation is considered in June. Given the states
favorable Medicare Total Cost of Care (TCOC) savings performance through CY 2025 and recent United
States Per Capita Cost (USPCC) trend projections, there is adequate room to increase the demographic
and uncompensated care adjustments to account for projected changes in population growth and
Medicaid and other coverage losses due to policy changes. We also request additional funding be
provided for AHEAD model preparation. These adjustments are critical to support operations and long-
term financial stability that will ensure continued access to high quality care for the communities we
serve. Please feel free to reach out to us with any questions.
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Sincerely,

{;«wr@ Tt het—

Kathy Talbot
Vice President of Revenue Strategy and Optimization

CC:

Dr. Joshua Sharfstein, Chairman
Dr. James Elliott, Vice Chair

Jon Blum, Commissioner
Ricardo Johnson, Commissioner
Dr. David Maine, Commissioner
Nicki McCann, Commissioner
Dr. Farzineh Sabi, Commissioner
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May 21, 2026

Dr. Jon Kromm

Executive Director

Health Services Cost Review Commission
4160 Patterson Avenue

Baltimore, Maryland 21215

Dear Executive Director Kromm:

CareFirst Blue Cross Blue Shield appreciates the opportunity to comment on the Draft Annual Update
Factor Recommendation for Fiscal Year 2027. We acknowledge that staff and commissioners have the
responsibility every year to balance affordability for consumers against economic pressure and
uncertainty. Each year, we encourage the Commission to follow its previously agreed upon formulas and
policies; in this particular year, we acknowledge and appreciate that Staff adhered to its designed process.

We understand that the additional inflation support of 0.20% is based on the catch-up inflation
methodology. As expressed in prior comment letters, we disagree with the chosen base year for this
policy. Additionally, in arriving at the 0.20% catch-up inflation, Staff omitted from its calculation the
most recently available data. If Staff included FY 2025 data, the conclusion would have been that
cumulative underfunding did not surpass the threshold for an adjustment, set at 0.25%. The Commission
should recalculate the corridor using the best and most timely data available.

During the May 2026 public meeting, Commission staff shared that Medicare hospital payments per
capita in Maryland outpaced the nation in 2025, growing at a rate of 8.4% compared to the national

growth rate of 7.5%. Particularly as we enter the AHEAD Model, the Commission should prioritize

performance on model savings tests.

We remain concerned about the overall affordability of healthcare for Maryland residents, and the
Commission has an important role to play. The decision on the update factor must strike the balance of
both keeping pace with inflation to put hospitals in a financial position to deliver services to Marylanders
and safeguarding the public from unnecessary costs.

Again, thank you to the Staff for adhering to approved policies and an inclusive stakeholder engagement
process. We appreciate the opportunity to comment.

Sincerely,

ARy L S

Arin D. Foreman

Vice President, Deputy Chief of Staff
CareFirst BlueCross BlueShield

1501 S. Clinton Street

Baltimore, MD 21224

CareFirst BlueCross BlueShield is the shared business name of CareFirst of Maryland, Inc. and Group Hospitalization and Medical Services, Inc. which are independent
licensees of the Blue Cross and Blue Shield Association. The Blue Cross® and Blue Shield® and the Cross and Shield Symbols are registered service marks of the
Blue Cross and Blue Shield Association, an association of independent Blue Cross and Blue Shield Plans.
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May 22, 2026

Jon Kromm, PhD

Executive Director

Health Services Cost Review Commission
4160 Patterson Avenue

Baltimore, MD 21215
RE: UMMS Comment Letter on Draft Staff Recommendation for the FY 2027 Update Factor
Dear Jon:

On behalf of the University of Maryland Medical System (“UMMS”) and its member hospitals, thank you for
the opportunity to submit comments in response to the Health Services Cost Review Commission’s (“HSCRC”
or “the Commission”) Draft Recommendation for the Update Factor for Rate Year 2027. UMMS understands
the core inflation and catchup methodologies that drive the HSCRC’s proposed 3.37% gross inflation allowance
and supports the Maryland Hospital Association’s (“MHA”) request for an additional 0.99% to provide
prospective consideration for (1) the anticipated impact of House Resolution 1 (“H.R.1”") on hospital
uncompensated care costs (“UCC”) and (2) readiness for the Achieving Healthcare Efficiency through
Accountable Design (“AHEAD”) Model. UMMS also supports the MHA’s requests to discontinue the
productivity adjustment for non-GBR hospitals and to continuously monitor both inflation and uncompensated
care in what will surely be a particularly volatile year.

The Maryland Regulatory Model bears the unique burden of ensuring stability for the largest economic driver in
Maryland as the healthcare industry navigates the most significant changes to federal funding in recent memory,
and it must do so in the context of significant economic volatility due to the national and international
landscape. The Comptroller of Maryland’s April 2026 health care industry report effectively summarized the
major uncertainties that the healthcare industry faces over the next few years:

e HSCRC will lose rate-setting authority for Medicare beginning in CY2028.

e AHEAD will reduce federal hospital payments by an estimated $870 million over CY2028-CY2032.

e H.R.1 changes beginning in FY2027 are estimated to trigger coverage loss for 130,000 Marylanders
and are estimated to cut Maryland’s federal Medicaid funding by up to $2.7 billion, representing nearly
20% of Maryland’s current Medicaid budget.

The cost burden of Medicaid coverage and funding cuts falls hardest on hospitals’ operating budgets.
Workforce shortages are persistent in the face of increasing demand for services as the population ages.
Healthcare costs continue to rise, including the costs of workforce, physicians, and drugs/supplies.

The national and international landscapes drive persistent inflationary and economic uncertainty.
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As the Comptroller of Maryland’s April 2026 healthcare industry report also points out, the Maryland Model
plays a significant role in shaping the economic outlook of the hospital industry, which is a key driver of the
healthcare sector and the State more broadly. The healthcare sector is the State’s largest source of employment,
responsible for 16% of all jobs in Maryland and adding more jobs than any other sector since 2015. In 2025, the
healthcare sector employed 427,000 Marylanders, was one of only four sectors that added jobs vs. the prior
year, added more jobs than the other three growing sectors combined, and injected $23 billion in spending to the
State economy.

As the Commission grapples with consequential issues surrounding AHEAD, H.R.1, and broader economic
uncertainties, the context of our industry’s outsized impact on the lives of Marylanders matters. We rely upon
the Model to provide revenue stability and protection against volatility to allow us to pursue the value-based
goals of reducing cost and improving health outcomes. This sentiment is reflected in our many responses to the
HSCRCs call for input on positioning Maryland for success under the AHEAD Model, where we have
consistently emphasized that hospitals must come from a position of financial stability to maximally engage in
those transformative goals of the Model. UMMS strongly encourages the Commission to focus its efforts to
stabilize the Model in three key areas of volatility that pose significant risk to broader Model goals:

1. Proactively, and prospectively provide funding to address the impact of H.R.1 on uncompensated
care. Hospitals cannot afford to bear the cost burden of this risk while lagged UCC funding
mechanisms take years to catch up, and they should not be asked to do so. UMMS is significantly
concerned that the HSCRC’s approach of (1) conservativism in FY2027 estimates and (2) monitoring,
rather than acting proactively, leaves the hospitals to bear the cost risk of an issue with such a broad
range of potential outcomes.

2. Monitor FY2027 inflationary pressures throughout the year and act proactively as necessary to
address economic and inflationary volatility. The sheer number and variety of negative cost pressures
in the immediate future significantly increases the likelihood that the 3.37% inflation allowance
contemplated by the draft recommendation will underfund actual inflation in FY2027. To the extent that
this shows in the data throughout the year, the Commission should fund it proactively, as it is not in the
State’s best interest to carry any known underfunded inflation forward into the future.

3. Focus Staff efforts on aligning core methodologies with CMMI and transitioning to AHEAD.
UMMS is increasingly concerned with the amount of methodology work required to build a
non-Medicare Regulatory Model, the downside risks of not aligning HSCRC methodologies across
payers on core issues such as carveouts, volume, and quality, and the timeline by which all of this needs
to be accomplished. We encourage Staft to (1) prioritize alignment with, rather than divergence from,
CMMI on core issues such as carveouts, volume, and quality, (2) focus energy on the methodologies that
represent the core building blocks for Commercial and Medicaid rate setting, and (3) expend less time
and effort on introducing new add-on methodologies such as Length of Stay.



Jon Kromm, PhD
May 22, 2026
Page 3

Throughout the progressive iterations of the Total Cost of Care Model since 2014, UMMS has been committed
to driving toward the Model’s value-based goals. We have been a leader in utilizing facility transformations to
redesign care delivery models and expand access to high-value care. We have participated fully in, and made
significant investments toward, the HSCRC’s Care Redesign Programs with a goal of improving outcomes in
the communities we serve. We have committed to being a leader in implementing valid, data-driven efforts to
identify health needs and working in partnership within our communities to address them.

To that end, UMMS does not support ending the CTI policy without paying hospitals for their FY 2025
performance. While we have previously gone on record to address the significant issues within the policy, we
do not believe those issues should negate any positive rewards which were appropriately earned. We have
suggested alternative approaches for dealing with the issues within the CTI policy however, the commission has
since voted to cease the program. Because downside protections have diluted HSCRC'’s ability to pay out
rewards for true, transformative savings, the Commission needs to prioritize a potential glidepath for negatively
impacted hospitals to keep investment levels steady and reduce risk to critical infrastructure needed for AHEAD
performance. We therefore would fully support a set aside in the update factor to fund hospitals and/or systems
who have earned rewards within the CTI program.

It is worth restating that the healthcare industry, and the State more broadly, relies on the Maryland Model to
provide hospitals stability to continuously and sustainably invest in the value-based goals of the Model. This is
true now more than ever, as we find ourselves in incredibly uncertain times. We are unfortunately in the midst
of significant disruption and volatility with the loss of Medicare rate-setting authority, the anticipated impact of
H.R.1, the abrupt discontinuation of Care Redesign Programs, and broader economic realities. In its annual
update factor decision, the Commission has the opportunity to provide stability by addressing multiple drivers
of potential volatility. For this reason, UMMS again offers its support of the recommendations outlined in the
MHA’s comment letter:

1. Monitor inflation throughout the rate year

2. Prospectively adjust the uncompensated care (UCC) provision in rates by 0.69%

3. Provide an additional 0.30% to support hospital readiness for H.R.1 and AHEAD

4. Discontinue the productivity adjustment for non-GBR hospitals

Because we serve so many communities in so many ways, UMMS is deeply invested in the success of the
Maryland Model, and we believe strongly that the Commission must act proactively in the face of such
uncertainty to provide hospitals with the appropriate resources to ensure access for Maryland and achieve the
Model’s value-based goals. Now is the time to safeguard the Model against known sources of volatility risk,
such as H.R.1, the changes in Medicare regulatory oversight, and ongoing economic uncertainty. I cannot
emphasize enough that volatility of this magnitude threatens hospitals’ ability achieve the transformation
envisioned by the Model. UMMS looks forward to collaborating with our State partners to work toward the
broader goal of improving the health of Maryland citizens.
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Sincerely,

i

Alicia Cunningham
Senior Vice President, Corporate Finance & Revenue Advisory Services
University of Maryland Medical System

cc: Joshua Sharfstein, MD Chairman
James Elliott, MD, Vice Chairman
Jonathan Blum, MPP

Ricardo Johnson

David Maine, MD

Nicki McCann, JD

Farzaneh Sabi, MD
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Policy Overview

Policy Objective Policy Solution Effect on Effect on Effect on Health
Hospitals Payers/Consumers Equity

To fund and Include an Hospitals benefit | CRISP provides vital | Provider reporting

sustain a robust assessment in from CRISP coordination and supported by

Health Information

Exchange, CRISP,

for activities
related to the
HSCRC and the
Maryland Model.

hospital rates to
generate funding
to support CRISP
projects and
operations to
further the goals of
the Maryland
Model

programs and
pay a separate
user fee. This
assessmentis a
pass through and
has no impact on
hospitals.

reporting that allow
hospitals and other
Maryland providers
to enhance the
quality and cost
effectiveness of the
care provided.

CRISP will collect
data on social
determinants of
health and
disparities in
health outcomes
in order to further
the goals of
improved health
equity under the
Model.

Summary of the Recommendation

In accordance with its statutory authority to approve alternative methods of rate determination consistent

with the Maryland Model and the public interest,* this recommendation identifies the following amounts of

State-supported funding for fiscal year (FY) 2027 to the Chesapeake Regional Information System for our

Patients (CRISP):

e Direct funding and matching funds under Medicaid Enterprise System (MES) Federal Programs for

Health Information Exchange (HIE) operations and infrastructure ($3,504,000)

e Direct funding and Medicaid Enterprise System (MES) matching funds for reporting and program

administration related to population health, the Achieving Healthcare Efficiency through
Accountable Design (AHEAD) Model, and hospital regulatory initiatives ($7,396,000).

Therefore, Staff recommends that the HSCRC provide funding to CRISP totaling $10,900,000 for FY 2027.
As a result, the HSCRC will be funding approximately 19 percent of CRISP’s Maryland funding, compared
to the budgeted 26 percent in FY 2026. In FY 2026, HSCRC's share of funding for CRISP increased to

address anticipated reductions in Federal matching grants. However, no changes to Federal funding

occurred and prior years’ match rates are anticipated to continue in federal fiscal year (FFY) 2027. HSCRC

is decreasing the FY 2027 assessment given the sustained level of federal match funding.

Staff solicited public comment on the draft recommendation through May 20, 2026, but did not receive any

comment letters.

1 MD. CODE ANN., Health-Gen §19-219(c).
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Background — Past Funding

Over the past fifteen years, the Commission has approved funding to support the general operations of the

CRISP HIE and reporting services through hospital rates as shown in Table 1.

Table 1. HSCRC Funding for CRISP HIE and Reporting Services, Last 15 Years

CRISP Budget: HSCRC Funds
Received
FY 2013 $1,313,755
FY 2014 $1,166,278
FY 2015 $1,650,000
FY 2016 $3,250,000
FY 2017 $2,360,000
FY 2018 $2,360,000
FY 2019 $2,500,000
FY 2020 $5,390,000
FY 2021 $5,170,000
FY 2022 $9,240,000
FY 2023 $4,800,000
FY 2024 $4,800,000
FY 2025 $8,420,000
FY 2026 $12,060,000
FY 2027 $10,900,000

Funding Through Hospital Rates

Beginning in FY 2020, HSCRC assumed full responsibility for managing the CRISP assessment, previously
shared with the Maryland Health Care Commission (MHCC). CRISP-related hospital rate assessments are
paid into an HSCRC fund, and the HSCRC reviews the invoices for approval of appropriate payments to
CRISP. This process — which includes bi-weekly update meetings, monthly written reports, and auditing of
the expenditures — has created transparency and accountability. CRISP’s reimbursement from the HSCRC
is provided in two tranches: one relating to state match funding of core HIE operational costs and the other
related to Reporting and Program Administration. In addition, the Reporting and Program Administration
payments are split into fixed recurring costs and a periodic true up. This funding approach allows CRISP to

recover operational reimbursement from the HSCRC in a timelier fashion.

Funding Through Federal Matching

HSCRC funding has been used to obtain federal matching funds throughout the history of the program.

The federal match is obtained through the program outlined below.
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Medicaid Enterprise System (MES) Matching Funds

MES is a federal program designed to promote effective care for Medicaid beneficiaries through
investments in information technology infrastructure. Medicaid benefits from CRISP’s data sharing and
reporting initiatives through the care management and cost control initiatives facilitated for all Medicaid

patients under CRISP all-payer activities and for dual-eligible patients under CRISP’s Medicare activities.

Activities funded under this element of the assessment include point-of-care and other provider data sharing
initiatives, and CRISP reporting tools utilizing the Medicare claims and the HSCRC's hospital case mix data.
Hospitals, the HSCRC, and other stakeholders use CRISP reporting from these datasets to manage and
track progress under several HSCRC programs and enable hospitals to identify and pursue care efficiency
initiatives.

Under MES, state funds are eligible for either a 90 percent match for new reporting initiatives or a 75
percent match for ongoing reporting. The assessment funding will provide the State’s portion of this match
as well as the State’s Fair Share amount. The Fair Share represents the amount that benefits Medicaid
before considering the federal and state match. Starting in FY 2024 the methodology for calculating the

State’s Fair Share amount was changed resulting in a greater portion being borne by the State.

Other Funding

CRISP’s Maryland activities are also financed through user fees paid by hospitals and payers as well as
funding received from MDH (See Table 2). Payer user fees have historically been a small share of total

CRISP revenue. User fees represent approximately 11 percent of total funding for FY 2027.

Description of Activities Funded

Activities funded directly by this assessment and from earned federal matching fall into the two categories
described below. The descriptions below outline, in general terms, the programs for which funds will be

used. Staff will direct funding to specific programs within the general parameters described.

Category 1: HIE Operations Funding and Infrastructure

The value of an HIE rests in the premise that more efficient and effective access to health information will
improve care delivery while reducing administrative health care costs. The General Assembly charged the
MHCC and HSCRC with the designation of a statewide HIE.? In the summer of 2009, MHCC conducted a
competitive selection process which resulted in awarding state designation to CRISP, and HSCRC

approved up to $10 million in startup funding over a four-year period through Maryland’s unique all-payer

2 MD. CODE ANN., Health-Gen §19-143(a).
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hospital rate setting system. CRISP maintained designation through multiple renewal processes, with the

most recent occurring in 2022 HSCRC's annual funding for CRISP is illustrated in Table 1 above.

The use of HIEs is a key component of health care transformation, enabling clinical data sharing among

appropriately authorized and authenticated users. The ability to exchange health information electronically

in a standardized format is critical to improving health care quality and safety.

Many states, along with federal policy makers, look to Maryland as a leader in HIE implementation. CRISP
continues to build the infrastructure necessary to support existing and future use cases and to assist
HSCRC in administering per-capita and population-based payment structures under the Maryland Model. A
return on the State’s investment is demonstrated through implementation of a robust technical platform that
supports innovative use cases to improve care delivery, increase efficiencies in health care, and reduce

health care costs. MDH made extensive use of CRISP’s capabilities during the COVID crisis.

The total amount of funding recommended by Staff for FY 2027 for the HIE function is $3,504,000.

Category 2: Reporting and Program Administration Related to
Population Health, the AHEAD Model, and Hospital Regulatory
Initiatives

These initiatives were designed to reduce health care expenditures and improve outcomes for all
Marylanders. Many of these programs focus on unmanaged high-needs Medicare patients and patients
dually eligible for Medicaid and Medicare, consistent with the goals of the AHEAD Model. These initiatives
encourage collaboration between and among providers, provide a platform for provider and patient
engagement, and allows for confidential sharing of information among providers. To succeed under the
AHEAD Model, providers will need a variety of tools to manage high-needs and complex patients that

CRISP is currently working to develop and deploy.

Based on broad program participation, including non-hospital providers, and the ability to secure federal
match funds, these programs will be funded through a combination of assessments and federal matching

funds. This recommendation covers three components:

(1) Funding for population health and cost and quality management reporting in support of HSCRC
regulations and the AHEAD Model;

(2) Funding for program administration related to programs under the AHEAD Model; and

(3) Funding for innovative reporting initiatives such as enhanced data on social determinants of health

and the integration of electronic health record data into statewide hospital quality measurement

The total amount recommended by Staff for FY 2027 for the activities described above is $7,396,000.
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Staff Recommendation

Staff is recommending the Commission approve a total of $10.9 million in funding through hospital rates in

FY 2027 to support the HIE and continue the investments to advance the Maryland Model through both

direct funding and obtaining federal MES matching funds.

Table 2 shows the funding through hospital rates and the federal match that will be generated from the MES

funding as well as the user fee and MDH funding.

Table 2. FY 2027 Recommended Rate Support for CRISP as a share of estimated total Maryland Funding

Project Name Hospital Budgeted User Fees Maryland Maryland
Rates Federal Department Total
Funding of Health
HIE Operations | $3,504,000 $10,387,000 $6,123,000 $3,165,000 $23,179,000
Reporting and $7,396,000 $10,511,000 $0 $3,095,000 $21,002,000
Program
Administration
Other non- $0 $11,493,000 $0 $2,309,000 $13,802,000
HSCRC
programs
Total Funding | $10,900,000 $32,391,000 $6,123,000 $8,569,000 $57,983,000
% Of Total 19% 56% 11% 15% 100%
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This document contains the final recommendations for the RY 2028 Inpatient Length

of Stay Incentive Program.
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List of Abbreviations

Abbreviation Definition

AHEAD Achieving Healthcare Efficiency through Accountable Design
APR-DRG All Patients Refined Diagnosis Related Groups
CMS Centers for Medicare & Medicaid Services
CcY Calendar Year

ED Emergency Department

FY Fiscal Year

GBR Global Budget Revenue

HCUP Healthcare Cost and Utilization Project
HSCRC Health Services Cost Review Commission
P Inpatient

IP LOS Inpatient Length of Stay

LOS Length of Stay

MHA Maryland Hospital Association

O/E Observed-to-Expected Ratio

PMWG Performance Measurement Work Group
RRIP Readmission Reduction Incentive Program
RY Rate Year

SNF Skilled Nursing Facility

SOl Severity of lliness

TCOC Total Cost of Care
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Key Methodology Concepts and Definitions

Diagnosis-Related Group (DRG): A system to classify hospital cases into categories that are similar in
clinical characteristics and in expected resource use. DRGs are based on a patient's primary diagnosis and
the presence of other conditions.

All Patients Refined Diagnosis Related Groups (APR-DRG): Specific type of DRG assigned using
Solventum (formerly 3M) software that groups all diagnosis and procedure codes into one of 328 All-Patient

Refined-Diagnosis Related Groups.

Severity of lliness (SOI): 4-level classification of minor, moderate, major, and extreme that can be used

with APR-DRGs to assess the acuity of a discharge.

APR-DRG SOI: Combination of diagnosis-related groups with severity of illness levels, such that each
admission can be classified into an APR-DRG SOl "cell" along with other admissions that have the same

diagnosis-related group and severity of illness level.

Case-Mix Adjustment: National norms for LOS (i.e., normative value or "norm") are derived from the
HCUP National Inpatient Sample by APR-DRG/SOI. Expected LOS for each hospital is derived by summing

the LOS norms for each patient discharged during the measurement period.

Observed/Expected (O/E) Ratio: LOS performance is calculated by dividing the observed LOS by the

expected LOS. Expected LOS is determined through case-mix adjustment using national norms.

Risk-Adjusted LOS: Observed LOS divided by Expected LOS, multiplied by the National Base Year Mean
LOS.

ED Boarding: The practice of holding admitted patients in the emergency department after they have been
assigned an inpatient bed, typically due to lack of available inpatient beds. ED boarding is a direct

consequence of constrained inpatient capacity and prolonged inpatient length of stay.

Improvement Score: A measure of change in a hospital's risk-adjusted LOS from the base year to the

performance year, expressed as a percentage.

Attainment Score: A measure of a hospital's risk-adjusted LOS relative to a fixed threshold, indicating

absolute performance rather than improvement.




¢ maryland

@ health services

cost review commission

Recommendations

These are the final recommendations for the Inpatient Length of Stay Incentive Program (IP LOS):

1. Implement a monitoring program for all-payer inpatient length of stay (IP LOS) for acute-care
hospitals.

a. Assess the risk-adjusted, mean IP LOS for acute admissions, with clinical exclusions and
winsorization to minimize the effect of extreme outlier cases.

b. Provide summary level reports and patient level files that allow hospitals to track IP LOS
and stratify by patient characteristics (i.e., primary diagnosis, patient disposition) or other
factors to identify areas of opportunity.

c. Publicly report trends in IP LOS statewide and by hospital at HSCRC Commission
meetings.

2. Propose inclusion of IP LOS for payment in RY2029 or RY2030 as part of the portfolio of hospital
quality and population health incentives for Maryland Global Budgets (i.e., non-Medicare hospital
global budgets).

3. Monitor to ensure the measurement approach is valid and the policy is achieving its intended result
(lower IP LOS and ED LOS) and for unintended consequences, including readmission rates and ED

revisits.

Introduction

Maryland hospitals have been and are currently funded under an all-payer global budget revenue system
with a fixed annual revenue cap set by the Maryland Health Services Cost Review Commission (HSCRC or
Commission) under agreements with the Centers for Medicare and Medicaid Services (CMS) for the state
to operate the All-Payer Model (Calendar (CY) 2014- CY 2018), the Total Cost of Care (TCOC) Model (CY
2019-CY 2025), and the current AHEAD model (CY 2026- CY 2035). Maryland’s global budget system,
which provides hospitals with annual prospective budgets, guarantees Maryland hospitals a greater source
of financial stability and provides incentives to shift services to the most appropriate care setting and reduce
potentially avoidable utilization. The HSCRC adjusts hospital global budgets for quality of care and patient
experience through pay-for-performance policies that assess areas of national focus (e.g., hospital acquired
complications, readmissions) and areas of opportunity that are unique to Maryland and global

budgets. HSCRC also monitors and publicly reports measures for key areas of interest, including areas

under consideration for future payment policy.

The Inpatient Length of Stay (IP LOS) Policy is being proposed to the Commission to address concerns
related to significant post-pandemic growth in IP LOS at Maryland hospitals. Extended hospital stays are

sometimes unavoidable. In other instances, patients remain hospitalized for longer than necessary due to

ineffective initial treatment, poor discharge planning, or other hospital-specific factors. This can result in
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poor patient outcomes and financially strained healthcare institutions. Prolonged inpatient LOS, and the
resulting reduction in available open inpatients beds, is also a key factor in extended emergency
department LOS. Currently, Maryland’s emergency departments are among the most crowded in the nation,

and managing IP LOS is a critical piece of managing this issue.

While the majority of Maryland hospitals are at or below the national average for IP LOS, incentives in this
area are still needed. Maryland has fewer inpatient beds per capita than most states, so absent better
performance on IP LOS, hospitals may experience bed capacity issues. Additionally, implementation of an
IP LOS policy counterbalances the incentives of the surge policy, which provided emergency funding to
support extreme patient loads during the winter respiratory illness season. Without such a counterweight, it
is possible that the surge policy would result in worsening IP LOS that would place more Maryland hospitals

above the national average.

Policy development for this and other State hospital incentive programs is vetted with stakeholders and
approved by the Commission to ensure the programs strike a balance between driving needed changes
and avoiding unanticipated consequences. For purposes of the RY 2028 IP LOS Policy, staff vetted the
potential recommendations with the Performance Measurement Workgroup (PMWG), the standing advisory
group that meets monthly to discuss Quality policies. Based on stakeholder input, and given the current
transition to the National quality programs, staff propose to monitor IP LOS for RY2028 and revisit payment
options in RY2029 or RY2030 in conjunction with the transition to Maryland quality programs (i.e., programs

impacting hospital global budgets for non-Medicare FFS patients).

Background

One of the central motivations for this policy is a paradox that has emerged in Maryland hospital utilization
trends: even as the number of inpatient admissions have declined—an outcome consistent with the goals of
global budgets and Total Cost of Care accountability—overall inpatient utilization, as measured by total

bed-days, has increased. This divergence arises because reductions in admission volume have been more
than offset by increases in the average length of each stay. The result is that hospitals are caring for fewer
patients in aggregate, but those patients are occupying beds for longer periods, consuming proportionally

more capacity per episode of care.

This dynamic has direct implications for the financial sustainability of the AHEAD model. Global Budget
Revenue is premised on the idea that hospitals can manage both the volume and the intensity of inpatient
utilization with fixed funding. When bed-days rise even as admissions fall, it signals that inpatient resources
are not being freed up at the rate the model anticipates. Hospitals operating with elevated LOS face
constrained physical capacity, which in turn limits their ability to respond to surges in demand, coordinate

effectively with post-acute partners, and avoid the boarding of admitted patients in the emergency

department. In short, declining admission volume is a hecessary but not sufficient condition for model
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sustainability—it must be accompanied by a proportional reduction in LOS to translate into genuine
efficiency gains. The IP LOS incentive is designed to close this gap by targeting the dimension of inpatient

utilization that has, to date, been moving in the wrong direction.

While incentives exist to improve IP LOS through global budgets and TCOC accountability, those incentives
have not prevented marked growth in IP LOS. Thus, staff believe a policy focused explicitly on IP LOS,
similar to RRIP for readmissions, is hecessary to optimize care delivery and accelerate progress toward
national norms. This is particularly true now that the recently approved surge policy provides incentives

based, in part, on bed-days, which could potentially result in further increases in IP LOS.

Impact on Emergency Department Length of Stay

One of the primary rationales for implementing an IP LOS policy is its potential impact on emergency
department operations. When inpatient beds are occupied by patients with prolonged stays, the hospital's
capacity to admit new patients from the emergency department is constrained. This creates a "backup”
effect where admitted patients must wait—or "board"—in the ED until an inpatient bed becomes
available.This boarding accumulation leads to longer wait times for all ED patients, delayed treatment for

new arrivals, ambulance diversion, increased patient safety risks, staff burnout and reduced quality of care.

In Maryland, the correlation between IP LOS and ED LOS at the hospital level is 0.5 (Figure 1), indicating
moderate correlation. Because of this relationship, as well as the clear operational linkage between IP LOS
and ED boarding, staff concluded that achieving the policy's multi-year goal of bringing IP LOS at all

Maryland hospitals toward the national average could result in significant reductions in ED boarding hours,

improved ED throughput, enhanced patient experience, and better clinical outcomes.
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Figure 1. Inpatient and ED Length of Stay for Admitted Patients By Hospital, FY2025
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Maryland Hospital Performance

The following section provides an overview of Maryland hospital performance on IP LOS, evaluation of
factors that may account for longer IP LOS, and addresses questions and concerns raised by

stakeholders.

Staff evaluated IP LOS of Maryland hospitals against the national average using data from the Healthcare
Cost and Utilization Project (HCUP) National Inpatient Sample, a representative sample of discharge
records from non-federal acute-care U.S. hospitals maintained by the federal Agency for Healthcare Quality
and Research. The most recent survey data is from 2023. In FY2025, patients at 20 of the State’s acute-

care hospitals experienced IP LOS longer than the most recently available national average (Figure 2), with

the highest mean LOS at a Maryland hospital more than 75% higher than the national average.
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Figure 2. Mean IP LOS of Maryland Hospitals, FY2025
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To gauge whether this comparison was impacted by differences in patient acuity between Maryland
hospitals and those elsewhere, staff indirectly standardized the IP LOS of Maryland hospitals using national
norms by APR-DRG, severity of illness and payer derived from the NIS. In the risk-adjusted analysis, one
quarter of Maryland hospitals continued to have IP LOS higher than the national average (Figure 3). More
than 38 percent of the state’s hospital stays occur at facilities with IP LOS higher than the national average.
Staff assessed the degree to which hospital performance was influenced by including in the analysis norms
calculated on a patient group of less than 30, which can occur when there are few patients in the NIS with a
particular combination of APR-DRG, severity indicator and payer. The OE ratios calculated after excluding

cells with fewer than 30 patients were correlated at >0.99 with the original ratios, leading staff to conclude

that small cell size was not a source of measurement error.
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Figure 3. IP LOS Observed/Expected Ratios for Maryland Hospitals, FY2025
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The performance of Maryland hospitals in FY2025 followed several years of increasing LOS. Between 2018
to 2024, IP LOS at most hospitals in the State increased more than 10%, while some increased more than

20%. Only two of the State’s hospitals experienced decreases during the period (Figure 4).

Figure 4. Change in IP LOS for Maryland Hospitals, FY2018-2024
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Evaluation of Factors Leading to Longer IP LOS

There are several potential reasons for rising IP LOS, including some related to factors largely beyond the
control of hospitals. Staff evaluated these explanations empirically to ensure that the policy incentivizes an

outcome that is meaningfully responsive to hospital-led interventions.

One leading explanation is that the shift in IP LOS was the result of TCOC Model dynamics, in that
incentivizing a reduction in inpatient discharges directed a sizable population of low-acuity patients from
inpatient services to lower-acuity settings. This would result in a longer average LOS for the remaining

patients due to their higher acuity.

Staff expected that if this theory were correct, Maryland’s performance would fall in line with that of the
nation after risk adjustment. However, while implementation of risk adjustment moved some Maryland
hospitals in line with the national average, a significant portion of facilities remained above the national

average.

To address the possibility that this risk-adjustment approach was not completely effective in controlling for
patient acuity, staff evaluated the statewide change in both IP discharges and IP bed-days over time. If the
IP LOS issue were driven by removal of the low-acuity population, we would expect to see discharges fall

with a corresponding small decrease in bed-days. Instead, there was a net gain in statewide bed-days over

time, indicating that utilization for higher-acuity patients increased (Figure 5).

Figure 5. Patient Bed-Days vs. Observation and Inpatient Discharges, FY2018-2024
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Staff also evaluated the association between inpatient volume changes and CY2025 IP LOS performance.
If the shift to lower-acuity settings was behind rising IP LOS, one would expect that the hospitals with the
largest volume decreases would have the highest risk-adjusted IP LOS. However, the analysis indicated

that IP LOS and volume changes are minimally correlated (Figure 6).

Figure 6. Association Between FY 2025 Inpatient Length of Stay and Volume Changes, 2018-2025
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Finally, staff identified several cohorts of patients, including those undergoing heart bypass and other major
surgery, whose care has been consistently delivered on inpatient services for the duration of the TCOC
Model. Staff hypothesized that if the growth in low-acuity unregulated care were responsible for rising IP

LOS, these cohorts would exhibit stable LOS over time. However, significant increases in IP LOS were

observed in these inpatient-only cohorts (Figure 7).
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Figure 7. Change in IP LOS By Hospital for Inpatient-Only Procedures, 2018 vs 2024 FY
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Another possibility is that payment practices specific to government insurance programs drive increasing IP
LOS. Staff evaluated this theory by comparing hospital IP LOS performance by payer. This analysis
indicated that hospitals with risk-adjusted LOS longer than the national average perform similarly regardless

of payer, indicating that the issue is likely not related to payer policies.

An additional theory is that the TCOC Model created incentives for hospitals to unnecessarily lengthen LOS
at the close of the fiscal year to avoid falling under global budget revenue targets. Staff evaluated this by
reviewing quarterly changes in IP LOS for the past several years. This analysis (Figure 8) indicated that
there is marked variation in IP LOS by quarter. However, the longest LOS regularly occurs in the first

quarter of the calendar year, when respiratory illnesses peak. The second quarter, which coincides with the

close of the rate year, typically sees the lowest IP LOS of the year.
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Figure 8. Variation in Inpatient Length of Stay by Calendar-Year Quarter
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Staff also investigated the possibility that IP LOS is associated with differences among patients and within
hospitals operating in low-income environments. Risk-adjusted hospital IP LOS was evaluated for each of

the state’s seven regions. While rural areas generally had lower IP LOS, three of the state’s regions,

including the affluent Suburban Washington area, contained hospitals with risk-adjusted IP LOS above the
national average.
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Figure 9. Risk-Adjusted Hospital IP LOS By Region, 2025
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Staff also considered whether post-acute care availability was responsible for elevated IP LOS. Statewide,
patients discharged to post-acute care have IP LOS above the national average, while those discharged
elsewhere have IP LOS below the national average. However, at the hospital level, IP LOS is minimally
(and inversely) correlated with volume of post-acute discharges. This suggests that operational issues at

some hospitals are lengthening LOS for patients regardless of discharge destination, and that the IP LOS

policy could improve efficiency and patient experience at these facilities.
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Figure 10. Risk-Adjusted Hospital IP LOS vs. Percent of Patients Discharged to SNF, 2025
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A final possibility is that the performance of Maryland hospitals as compared to the nation is the result of
random variation rather than differences in hospital operations. However, an analysis of risk-adjusted
hospital performance over time indicated that hospitals performing below the national average in CY2025

experienced similar performance in prior years (Figure 11). Because of this, staff concluded that the factors

driving elevated LOS are related to hospital operations rather than random variation.
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Figure 11. Annual Variation in IP LOS, CY2022-2025
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After evaluating several potential causes of rising IP LOS that are unrelated to hospital performance, as well
as information on a number of successful hospital-led IP LOS interventions described in peer-reviewed
literature, staff concluded that hospital operations are a significant factor in IP LOS, and that a policy

incentivizing improvements in IP LOS would benefit patients, hospitals, and the State’s healthcare system.

Measurement and Incentives Overview

This section provides an overview of the IP LOS performance measure. Due to the significant uncertainty
around the structure and operational impact of changes to HSCRC policies under the AHEAD model, staff
recommends monitoring of the measurement component of the IP LOS policy for RY2028. Additionally,
staff recommends integration of IP LOS measure into the RY2029 or RY2030 quality programs, which will
adjust the Maryland hospital global budgets (i.e., non-Medicare FFS global budgets set by HSCRC). Staff
recommend that IP LOS be adopted as part of the portfolio of hospital quality and population health pay-for-
performance incentives with the total revenue at-risk for this portfolio not to exceed the Medicare incentives.
This includes consideration of this incentive under the maximum revenue guardrail policy. Additional

discussion of incentive details may be found in Appendix A.

Performance Metric

Measurement

The policy will measure all-payer risk-adjusted inpatient length of stay (IP LOS) for acute-care hospitals.
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Proposed Exclusions

The following discharge types are excluded from measurement:

Exclusion Category Rationale

Discharges leaving against medical advice Patient-driven departure, not reflective of hospital
performance

Transfers out LOS attributed to receiving hospital

Expired cases Clinical outcomes measure, not LOS efficiency

Shock trauma and discharges from long term | Unique clinical circumstances not comparable to

care beds general admissions

Unknown discharge dispositions Data quality concern

Risk-Adjustment Methodology

Expected LOS will be calculated as the average LOS by APR-DRG, SOI, and payer (Commercial,
Medicare, Medicaid, Other) from the 2023 HCUP National Inpatient Sample. Total Observed IP LOS will be
calculated as the sum of the actual observed LOS (capped at 30 days) for each patient discharged during
the measurement period. Total Expected IP LOS for each hospital is derived by summing the Expected
LOS for the same patients. The performance metric is the total Observed IP LOS divided by the total
Expected IP LOS (O/E Ratio). Hospitals that performed at the same level as the nation will have an O/E
Ratio of 1. An O/E Ratio of <1 indicates better performance while a ratio > 1 indicates worse performance
compared to the national benchmarks. While the O/E ratio is often multiplied by the unadjusted average
from the reference population to obtain the risk-adjusted average, the pay-for-performance methodology

proposed here will use the O/E ratio.

Stakeholder Feedback

Comment letters on the Draft IP LOS Policy were received from Health Means Everything Consumer
Alliance (HME), the Maryland Hospital Administration (MHA), Adventist Health, Frederick Health, Johns
Hopkins Health System (JHHS), Lifebridge Health, Luminis Health, MedStar Health, and the University of

Maryland Medical System (UMMS). Letters expressed several concerns about the draft policy and made
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suggestions for improvements. Several commenters argued that the aims of the Policy were already
sufficiently incentivized by other HSCRC Policies, that the Policy did not adequately account for patient risk-
profiles (particularly among academic medical centers), that the Policy would punish hospitals for structural
barriers outside of their control, that the IP LOS Policy would interfere with implementation of the AHEAD
model, and that the timeline of the Draft Policy was overly aggressive. Figure 16 provides an overview of

the comments received and is followed by a discussion of the feedback along with staff responses.

Figure 16. Summary of Stakeholder Comment Letters

Stakeholder Comment Letters Adventist Frederick LifeBridge Luminis MedStar

for RY 2028 IP LOS HealthCare Health Health Health

Redundant to Incentives in GBR X X X X X X
and QBR

Misalignment with the AHEAD X X X X X X X X
Model

External Factors Outside of X X X X X X X X

Hospital Control

Inadequate Risk Adjustment X X X X X X X

Need for Monitoring to Avoid X X X
Unintended Consequences

Timing of Policy Implementation X X X X X X X X

Redundancy of the IP LOS Policy Due to Incentives Already in Place through GBR and QBR:
Adventist, JHHS, Luminis Health, MedStar, MHA, and UMMS questioned the need for an IP LOS policy
given the incentives already in place under the Maryland Model. Adventist and UMMS additionally raised

concerns about additional revenue-at-risk under the IP LOS policy.

Staff Response: While the current model does incentivize managing IP LOS, the rapid increase in IP LOS
in recent years indicates that existing incentives have not been clear enough to prevent this growth. The IP
LOS policy will be “monitoring-only” for RY 2028. If incentives are introduced in subsequent rate years,
they will be included as part of the current revenue at risk for hospital quality and population health (i.e., part

of the 6 percent at-risk) and be included under the maximum revenue guardrail policy.

Difficulty with Alignment to AHEAD: Adventist, Frederick, JHHS, LifeBridge, Luminis, MedStar, MHA,
and UMMS argued that resources were better directed towards implementing the AHEAD model rather than

creating state-specific policies.

Staff Response: While staff appreciate the difficulties of navigating the AHEAD transition, the magnitude of
the State’s current issues with ED overcrowding and growth in IP LOS requires immediate action. IP LOS

has increased rapidly, and if this growth continues, it would likely threaten the financial viability of the
AHEAD model.
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Influence of Systematic Issues Beyond Hospital Control and Outliers: Adventist, Frederick, JHHS,
Luminis Health, MedStar, MHA, and UMMS argued that deficits in post-acute bed capacity, payer
authorization delays, and patient social factors contribute to prolonged LOS and are outside of the hospital's
control. Adventist, Frederick, and UMMS additionally recommended that the IP LOS policy focus only on

patients discharged to their homes.

Staff Response: Staff acknowledge that patients who are discharged to post-acute care have longer IP
LOS than patients discharged home. However, we also found that hospitals with a higher percentage of
post-acute discharges also tended to have better performance on the IP LOS measure, suggesting it is
possible to develop efficient discharge workflows under current capacity. We found that hospitals with
prolonged LOS on patients discharged to post-acute settings also tended to have prolonged LOS on
patients discharged home, pointing to hospital-level factors driving IP LOS performance rather than external
factors. Additionally, excluding patients discharged to post-acute settings would have negative policy
implications and remove an opportunity for hospitals to improve quality of care for all of their patients. We
will stratify IP LOS reporting by discharge destination and staff will monitor for unintended consequences

and propose policy changes as necessary.

Methodology for Risk Adjustment: Adventist, JHHS, LifeBridge, Luminis, MedStar, MHA, and UMMS
raised concerns about the proposed risk-adjustment methodology, including the use of HCUP data to
establish national benchmarks, and lack of adjustment for social and legal factors that may contribute to
prolonged LOS. JHHS and UMMS additionally argued that the proposed methodology did not adequately

account for the patient complexity at AMCs.

Staff Response: The proposed risk-adjustment methodology is similar to the approaches used in the
Commission-approved RRIP, MHAC, and QBR policies. The APR-DRG system and SOI were specifically
designed to address differences in utilization outcomes like LOS across hospitalizations. The HCUP survey
is also designed to be representative of discharges from all non-federal acute-care hospitals in the US, and
includes data from AMCs as well as behavioral health and complex medical cases. We have also amended
the policy to cap each individual patient's stay at 30 days for the purposes of calculating a hospital's

average LOS to minimize the effect of these outlier cases..

Need for Monitoring to Avoid Unforeseen Consequences: HME, JHHS, and MHA raised concerns
about potential unintended consequences of the draft IP LOS policy; HME recommended (1) monitoring for
premature discharge, particularly for elderly patients and those with complex medical or behavioral health
needs; (2) working with insurers and providers to ensure safe discharges, and (3) publicly reporting on

program performance to allow consumers to make informed healthcare decisions.

Staff Response: Staff agrees that managing IP LOS could result in premature discharges. However,

existing quality programs, including RRIP and QBR, will likely detect any of these unintended




-

p: maryland
é‘g heélth services

cost review commission

consequences. Staff set the revenue-at-risk for the IP LOS policy to be lower than revenue-at-risk for RRIP
specifically to avoid this issue.

Timing of Policy Implementation: All of the hospital systems raised concerns about the timing of the
policy implication; the draft policy designated 2026 as the performance period for RY 2028, but the policy

would not be finalized until June of 2026, half way through the performance period.

Staff Response: Staff have recommended changing the policy to monitoring-only for RY 2028 and
introducing financial penalties and rewards starting in RY 2029 or RY 2030. We will also monitor the policy
to ensure the intended result (lowering of ED LOS and IP LOS) is achieved and to surveil for unintended

consequences, including increased readmissions and ED revisits.

Recommendations

These are the final recommendations for the Inpatient Length of Stay Incentive Program (IP LOS):

1. Implement a monitoring program for all-payer inpatient length of stay (IP LOS) for acute-care
hospitals.

a. Assess the risk-adjusted, mean IP LOS for acute admissions, with clinical exclusions and
winsorization to minimize the effect of extreme outlier cases.

b. Provide summary level reports and patient level files that allow hospitals to track IP LOS
and stratify by patient characteristics (i.e., primary diagnosis, patient disposition) or other
factors to identify areas of opportunity.

c. Publicly report trends in IP LOS statewide and by hospital at HSCRC Commission
meetings.

2. Propose inclusion of IP LOS for payment in RY2029 or RY2030 as part of the portfolio of hospital
quality and population health incentives for Maryland Global Budgets (i.e., non-Medicare hospital
global budgets).

3. Monitor to ensure the measurement approach is valid and the policy is achieving its intended result

(lower IP LOS and ED LOS) and for unintended consequences, including readmission rates and ED

revisits.
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Appendix A: Potential Structure of Incentive Program
This section presents details on how financial incentives for IP LOS performance could be structured for inclusion in RY 2029 or RY 2030 payment

policy.

Performance Targets

Performance targets are modeled similarly to how the targets for the Readmission Reduction Incentive Program were established. Specifically,
hospitals will be assessed on both improvement in IP LOS from a fixed base period and actual performance (i.e., attainment) relative to the nation
during each performance year. Below are the improvement and attainment targets established based on modeling of opportunity and stakeholder
feedback.

Improvement Targets

Figure 12 provides a range of improvement scenarios that were considered and the proposed improvement goal for CY2023 through
CY2028. Given this is a new policy, staff believes the improvement goal should both consider what is required to have all hospitals reach the
national average, as well as historical performance over time to avoid setting an overly aggressive goal that could lead to unintended

consequences. Based on stakeholder feedback, a set base period of CY2023 will be used for measuring improvement in CY 2026. Staff propose a

cumulative improvement of 5 percent over 5-years (CY2023-CY2028) based on historical trends and the goals set forth in this policy.




maryland

health services

cost review commission

Figure 12. Improvement Scenario Options

Percent Annualized CYinM
Improvement

# |Estimating Method
Improvemsant | Improvement Threshold

1 Statewide improvement, CY2023-CY2025 -1.05% -0.21% A.63%
2 |Mean hespital improvement, CY2023-CY2025 -1.28% -0.25% 4.76%
hzan hospital improvement among hospltals with : .

3 reduchions, CY2023-CY2024 -3.72% 0.75% -2.25%
4 Statewide change if &l hospitals with an O/E Rabo greater 435% 0.89% 2A3%

han 1, mprove o1 in CY 2023
Statewide change if &l hospitals with an O/E Rabo greatar ; ;
5 than 1, improve to statewide median in CY2023 6.56% 1355 3.99%
Improwvement from the mean O/E ratie of those greater
|7 -1.82% -5.36%
8 than 1in CY2023 10 1
Froposed Improvement Goal 5.00% -1.02% -B.03%

Using the 5 percent improvement goal, Figure 13 shows the proposed improvement scale for scaling revenue adjustments based on CY2023 to
CY2026 performance. The threshold of -3.03 percent is the improvement needed to avoid being penalized. The maximum penalty was set at the

mean improvement for the worst decile of improvement from CY 2023 to CY 2025. The maximum reward was linearly extrapolated from the

threshold and the maximum penalty.

Figure 13. Improvement Scale

LOS % IP Revenue Payment Adjustment LOS % IP Revenue Payment
Adjustment
Improving -10.22% 0.50%
-9.50% 0.45%
-8.78% 0.40%
-8.06% 0.35%
-7.34% 0.30%
-6.63% 0.25%
-5.91% 0.20%
-5.19% 0.15%
-4.47% 0.10%
-3.75% 0.05%
Threshold -3.03% 0.00%
-2.31% -0.05%
-1.59% -0.10%
-0.87% -0.15%
-0.15% -0.20%
0.56% -0.25%
1.28% -0.30%
2.00% -0.35%
2.72% -0.40%
3.44% -0.45%
Worsening 4.16% -0.50%
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Attainment Targets

Figure 14 provides the proposed attainment scaling. The attainment threshold is set at O/E Ratio of 1 from CY 2023, adjusted for the improvement
threshold determined above. While the attainment threshold could be set at the O/E ratio of 1.0, staff have historically included the improvement
goal into the attainment standards for readmissions to further emphasize improvement. The attainment benchmark (i.e., O/E ratio where hospitals

could receive full reward) was set at the average of the top performing decile of hospitals in CY2023 plus the improvement target.

Figure 14. Attainment Scale

LOS % IP Revenue Payment Adjustment LOS % IP Revenue
Payment Adjustment
Improving 0.7859 0.50%
0.8043 0.45%
0.8227 0.40%
0.8411 0.35%
0.8594 0.30%
0.8778 0.25%
0.8962 0.20%
0.9146 0.15%
0.9329 0.10%
0.9513 0.05%
Threshold 0.9697 0.00%
0.9881 -0.05%
1.0064 -0.10%
1.0248 -0.15%
1.0432 -0.20%
1.0616 -0.25%
1.0800 -0.30%
1.0983 -0.35%
1.1167 -0.40%
1.1351 -0.45%
Worsening 1.1535 -0.50%
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Revenue Adjustment Modeling

Figure 15 provides statewide revenue adjustments using the parameters set above and CY2025 data as a proxy for CY2026 performance. Given
that the majority of hospitals perform better than the national average, the net statewide adjustments are +0.3 percent (estimated at +$3.6

million). Of the 40 hospitals included in the policy, 11 would be penalized a total of 0.08 percent due to increases in IP LOS or improvements less
than the improvement threshold and O/E ratios greater than attainment threshold (estimated at -$9.4 million). By hospitals modeling is provided in

Appendix B and an excel modeling workbook has been provided to stakeholders and can be provided upon request.

Figure 15. Statewide Revenue Adjustment, Base 2023 vs CY 2026 (CY 2025 used as proxy)

Summmary

Statewide Revenue $12,379,325,935

% Better of Attainment/  Rewards (28 Hosp.) $13,017,011] Statewide Percent:  0.11%
Improvement Penalties (11 Hosp.) (39,3002 283)] Statewide Percenmt: | -0.08%
Net Revenue Adjustment $3,624,728] Statewide Percent:  0.03%)

AHEAD Model Considerations

Staff will discuss inclusion of the IP LOS revenue adjustment in the CMS HGBs. If this is not possible, staff will update the policy so that all-payer

performance is used to adjust revenue for State HGBs for non-Medicare revenue.
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Appendix B: By Hospital Modeling

Modeling of Revenue Adustments by Hospital (0526/2026) Improvement Scaling Attainment Scali Final Adustment
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210001 [Meritus 5307, 533 751 0.8588 08921 3.91%| -3.03% -0.48% -51,476,182] 0.8521 0.9897 0.21% 5845 831 S845 83 0.21% (At
210002|UMME 51,887 872778 1.0388 1.0805 211%| -3.03% -0.25% -58,004 343 1.0805 0.9897 -0.25% | -54160682 -S54, 180 682 -0.25% [Att
OM-Capi=l Region
210003 |Med 5334,294 599 0.5448 387%| -3.03% -0.47% -51,571.186| 05732 0.9897] -0.03% -5100.288 -5100.283 -0.03% [Att
21000 4|Holy Cross 5402 792 218 1. 1.98%| -3.03% -0.35% =51, 409776 1.1022 0.9897 -0.28% | -51450,058 -51,409 78 -0.35% [Imp
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Jonathan Blum, MPP
FROM: HSCRC Staff Ricardo R. Johnson
DATE: June 10, 2026 David N. Maine, MD
RE: Hearing and Meeting Schedule Nicki McCann, JD

Farzaneh Sabi, MD

July 22, 2026 UPDATE: The meeting originally scheduled for July 8, 2026

. J than K , PhD
is rescheduled to Wednesday, July 22, 2026. oo Direcet

In person at HSCRC office and Zoom webinar .
William Henderson

Director

August 2026 NO MEETING Medical Economics & Data Analytics
Ggrard J. Schmith
The Agenda for the Executive and Public Sessions will be available for your g"emr A .
K . ) evenue & Regulation Compliance
review on the Wednesday before the Commission meeting on the
Commission’s website at http://hscrc.maryland.gov/Pages/commission- Claudine Williams
meetings.aspx. Director

Healthcare Data Management & Integrity

Post-meeting documents will be available on the Commission’s website
following the Commission meeting.
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