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This document contains the Results of Uncompensated Care Policy and Final Recommendation
to suspend the Charity Care Formula for Calculating the Hospital Specific Result. The
recommendation, which is the same as the draft recommendation of November 6, 2013, is due
for Commission action at the December 4, 2013 Public Commission Meeting. This
recommendation was unamiously approved by the Commission.
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Introduction
The purpose of this report is to detail the results of applying the Uncompensated Care Policy for
Fiscal Year 2013 and to recommend that the Commission suspend the formula applied to arrive
at hospital specific amounts of withdrawals from the Uncompensated Care Pool, based on
inconsistencies in reporting of charity care expense across hospitals.
The HSCRC’s provision for uncompensated care in hospital rates is one of the unique features of
rate regulation in Maryland. Uncompensated care (UCC) includes bad debt and charity care. By
recognizing reasonable levels of bad debt and charity care in hospital rates, the system enhances
access to hospital care for those patients who cannot pay for care. The uncompensated care
methodology has undergone substantial changes over the years since it was initially established
in 1983. The most recent version of the policy was adopted by the Commission on June 6, 2012.
Under the current policy, the statewide uncompensated care provision (now 6.86 percent) is
placed in each hospital's rates. Each hospital remits funds or withdraws funds from an
uncompensated care pool administered by HSCRC based on application of the formula contained
in the UCC policy of the HSCRC. Hospitals with a result above 6.86 percent withdraw money
from the funds to cover additional uncompensated care while hospitals with a result below 6.86
percent pay into the fund.
The hospital specific uncompensated care levels used to determine whether the hospital will
receive money from the pool, or pay into the pool are based on a predicted amount of
uncompensated care derived from a regression formula and blended with actual experience of the
hospital. In reviewing the data for application of the policy, the HSCRC staff determined that
there were inconsistencies in reporting among hospitals in the allocation of uncompensated care
between charity care and bad debts that resulted in differences in hospital specific allowances for
total uncompensated care. As a result, the HSCRC staff is recommending that the distinction
between charity care and bad debts be eliminated from the application of the policy until
improved consistency in reporting can be achieved. By making this adjustment, the HSCRC
staff believes that the reliability of the results from applying the policy is improved.

The Uncompensated Care Model
The uncompensated care regression estimates the relationship between a set of explanatory
variables and the rate of uncompensated care observed at each hospital as a percentage of gross
patient revenue. Under the current policy, the following variables are included as explanatory
variables:


The proportion of a hospital’s total charges from inpatient non-Medicare admissions
through the emergency room;



The proportion of a hospital’s total charges from inpatient Medicaid, self-pay, and charity
cases;
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The proportion of a hospital’s total charges from outpatient non-Medicare emergency
department charges; and



The proportion of a hospital’s total charges from outpatient Medicaid, self-pay, and
charity visits.

The amount of uncompensated care allowed for each hospital relative to the overall statewide
uncompensated care provision is determined as follows:
1.

Compute a three-year moving average for uncompensated care for each hospital to be
used for 50% of the UCC value.

2.

Estimate the uncompensated care regression coefficients using the most recent three
years of data (while adding “dummy” variables for each year to control for trending).

3.

Generate a predicted value for the hospital’s uncompensated care rate by applying
regression coefficients to the last available year of data.

4.

Compute a 50/50 blend of the predicted and three-year moving average as the hospital’s
preliminary UCC.

5.

Adjust the preliminary UCC rates from step 4 to achieve revenue neutrality to the system
by multiplying the percentage difference between state-wide UCC rate totaled from the
preliminary UCC amounts and actual experience from the last year.

UCC Result for FY 2014 Rate Year
The total prospective amount built into rates across the industry is the percentage actually
experienced in the previous year of available data. If, for example, uncompensated care were $1
billion in FY 2012, this model would establish rates that would deliver $1 billion in fiscal year
2014, provided volumes and rates remain the same. The policy result is used to determine how
the $1 billion in this example will be distributed among the hospitals on a revenue neutral basis
through payments to or distributions from the pool
Appendix I shows the data used in the regression. Appendix II provides policy results from the
regression and revenue neutrality adjustment for FY 2014.

The Charity Care Adjustment
The Charity Care Adjustment was adopted by the Commission on October 14, 2009 to recognize
the charity care provided by Maryland hospitals and reported to the Commission each year. This
policy grew out of provisions included in 2009 legislation (Chapters 310 and 311) which
required the Commission to study and make recommendations on incentives for hospitals to
provide free and reduced-cost care to patients without the means to pay their hospital bills. The
legislation also established a minimum statewide hospital financial assistance threshold (of 150
percent of FPL, later increased by the Commission through regulation to 200 percent of FPL),
and other requirements relating to hospital debt collection.
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As the collection and reporting of data to the Commission on charity care provided was
challenging for hospitals, the Charity Care Adjustment was delayed, and became effective July 1,
2011 (rate year 2012).
The current Charity Care Adjustment is calculated as 20% of the difference between the
“Expected Rate” of charity care and the actual charity care provided, both measured as the
percent of Gross Patient Revenue. It is calculated as follows:
1. Calculate actual Charity Care and UCC as a percent of gross patient revenue for each
hospital.
2. Calculate expected rate of charity care, which is defined as the level of charity care if
hospital provided charity at the state-average. The hospital’s actual UCC is multiplied by
the state-wide actual charity care as a percent of gross patient revenue to calculate
expected rate of charity. The difference between the expected rate and actual charity
provided as Charity Care is then multiplied by .20, which provides additional revenue for
hospitals that had higher than expected charity care levels in a given year versus amounts
reported as bad debts.
Commission staff has analyzed trends over time of the hospital-specific charity care reported
since the Charity Care Adjustment was put in place. In this intervening period, several hospitals
have implemented presumptive charity care software while others continue to attempt to identify
charity care through historic methods. Figure 1 below illustrates the change in percentages of
charity care reported as a percent of total UCC. Staff notes that while the total amount of UCC
provided from 2011 to 2012 have remained consistent, there is very wide hospital-level variation
in charity care from one year to the next, with one hospital providing 16.48% less charity care
and another providing 54.81% more charity care in 2012 compared to 2011. By contrast, the
difference in the charity care provided from 2009 to 2010 ranged between 1.59% less charity
care and 6.68% more charity care for 2010. In addition, one hospital reports that charity care
they provided was 99% of their UCC for 2012, an increase of more than double from the prior
year.
Staff has also calculated the final UCC adjustment for FY 2014 with and without the Charity
Care Adjustment. Figure 2 below illustrates the statewide average UCC adjustment of 6.68%
both with and without the charity care adjustment consistent with the policy’s revenue neutrality.
Staff notes there are some differences in adjustments for each hospital, with some hospitals
receiving more and some less, without the Charity Care Adjustment. Since the Charity Care
Adjustment is applied as a revenue neutral scaling after the UCC is calculated resulting in some
hospitals receiving more than their full UCC adjustment and some receiving less, and since staff
has lack of confidence that the charity data is accurately and consistently reported, staff is
concerned about the Charity Care Adjustment fairness.
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Figure 1. Variation in Hospital Reported Charity Care from FYE 2011 to FYE 2012
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Affordable Care Act Impact on UCC: Future Considerations
By January 1, 2014 there is likely to be an increase in the number of Medicaid enrollees and an
increase in the number of Marylanders with insurance coverage obtained through the Exchange.
These changes in access to insurance will lead to the changes in uncompensated care levels and
the need for new models. The HSCRC will need to address these changes through analysis and
policy development, which it plans to undertake after the beginning of 2014.
The HSCRC will invite the submission of White Papers and analyses by hospitals, payers, and
other parties on the model that should be used for uncompensated care and the methods that
should be employed to project bad debts after July 1, 2014. In particular, the HSCRC staff would
like to examine the impact on uncompensated care levels that may be associated with individuals
who do not qualify for Medicaid or Exchange policies, such as uninsured immigrants, as well as
other factors that may contribute to changes in uncompensated care levels in particular
communities.

Public Comments on the Draft Recommendation
During the comment period that ended November 20, 2013, staff did not receive any comment
letters.

Staff Final Recommendation on the Charity Care Adjustment under the
Uncompensated Care Policy
Based on the wide hospital-level variation in the percentage of charity care reported from 2011
to 2012, staff does not have confidence that the current Charity Care Adjustment policy
accurately distinguishes charity care from bad debts. Staff also is not confident that charity care
is accurately and consistently reported by hospitals, which may well relate to the implementation
of presumptive charity care software by some hospitals and insufficient identification of patients
meeting charity guidelines by others. Finally, the current UCC Policy, absent the Charity Care
Adjustment, fully adjusts rates for all uncompensated care historically provided by hospitals.
Therefore, staff recommends that the Commission suspend the Charity Care Adjustment for FY
2014 until an alternative Charity Care Adjustment methodology is developed and approved.
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