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COUNCIL ON FINANCIAL POLICY 
Tuesday, April 20, 2021, 1 – 3 p.m. 

 
Join Zoom 

 
AGENDA 

 

   
1 p.m. Welcome and Consideration of Feb. 19 and  

March 2 Meeting Minutes (Tab 1) 
Steve Leonard, Chair 

   
1:05  Meeting Objectives Brett McCone, Senior Vice 

President, Health Care Payment 
   
1:10  Rate Year 2022 Annual Payment Update (Tab 2) Brett McCone  
   

1:50 Future Total Cost of Care Model Test (Tab 3) 

• Medicare hospital prospective payment 
system variance compared to Medicare 
total spending per beneficiary 

Brett McCone 

   

2:20 Payment Policy and Member Process (Tab 4) Brett McCone 
   
2:50 Next Steps Brett McCone 
   
3 Adjourn  
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The rate year (RY) 2022 annual payment update takes effect July 1. The effects of COVID-19 in 

RY 2020 and 2021 will shape the approved amount. 

For RY 2022, MHA suggests pursuing an average hospital update factor of 2.54%, including 

inflation and demographic adjustment. Adjusting for all other factors—including uncompensated 

care, an increase in the Medicaid deficit assessment, and a set-aside for unknown 

adjustments—revenue per capita will grow 2.12%.  

Key considerations include:  

• A potentially avoidable utilization (PAU) savings adjustment with a net 0% impact 

• An update to consider appropriate Medicare spending per beneficiary growth against the 

uncertainty of COVID utilization in Maryland and the nation  

The attached slide deck and detailed white paper explain MHA’s proposed position.  

PAU Savings 

As discussed at prior meetings, MHA plans to recommend the Health Services Cost Review 

Commission (HSCRC) retain a differential adjustment for PAU performance, but that the 

differential be +/- 0%, rather than -0.24%. This allows HSCRC to maintain different rewards 

without lowering cost inflation on the full revenue base. The accompanying paper outlines why 

the inherent Global Budget Revenue (GBR) incentives constrain all volume, not just services 

defined as PAU. 

Last year, PAU savings adjustments ranged from -0.45% to -0.09%, on a base of -0.28%. The 

standard deviation was +/- 0.08%, with 75% of the values falling between -0.36% to -0.21%. 

The commission should adopt a PAU savings target that slightly lowers revenue for hospitals 

having higher PAU, and slightly raises revenues for those with lower PAU. Statewide, this is 

revenue neutral, yet it maintains a spread based on hospital performance. 

HSCRC staff and commissioners believe the PAU incentive truly promotes reduction in usage of 

services deemed avoidable. In RY 2021, MHA advocated for no PAU adjustment as avoidable 

Rate Year 2022 Annual Payment Update Topic 

To recommend arguments for a fair and appropriate rate year 2022 

annual payment update 
Objective 

Discussion 

Questions 

1. What are your views on MHA’s potentially avoidable utilization 

proposal? 

2. What arguments, calculations, or factors should be considered to 

strengthen a fieldwide proposed position on reasonable revenue 

growth? 



 

 

 
 
 
 
 
 

COUNCIL ON FINANCIAL POLICY 
Friday, Feb. 19, 2021, 4 – 5 p.m. 

MINUTES 

 
ATTENDANCE  

Members Present Absent 

Steve Leonard, Chair X  

Laurie Beyer  X 

Thomas Chan X             

Alicia Cunningham X  

Justin Deibel X  

Anne Gillis X  

Carolyn Heithaus X  

David Krajewski X  

James Lee  X 

Michelle Lee X  

Mitch Lomax X  

Michelle Mahan  X  

Michele Martz  X 

Susan Nelson X  

Cheryl Nottingham X  

Bob Reilly X  

Kelly Savoca X  

Dan Smith  X 

   

Guests 

Ed Beranek, The Johns Hopkins Hospital & Health System; Kim Moeller, The Johns 
Hopkins Hospital & Health System; Michael Myers, LifeBridge Health; Scott Perrin, 
UPMC Western Maryland; Kristen Pulio, Adventist HealthCare; Josh Repac, Meritus 
Health; Amber Ruble, UPMC Western Maryland; Kevin Smith, Luminis Health Anne 
Arundel Medical Center; Bernadette Spallitta, The Johns Hopkins Hospital & Health 
System; Kathy Talbot, MedStar Health; Bruce Todd, Atlantic General Hospital 
 

Attending MHA Staff 

Bob Atlas, Ahmed Elsayed-Ahmed, Brian Burkhalter, Amy Goodwin, Meghan McClelland, 
Brett McCone, Laura Russell, Nicole Stallings 
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CALL TO ORDER AND APPROVAL OF MINUTES 
Council Chair Steve Leonard called the meeting to order at 4:05 p.m.  
 

MEETING OBJECTIVE 
• Give input on the hospital field’s position on Health Services Cost Review Commission 

(HSCRC) treatment of CARES Act funding 

 

HSCRC ACTION AND CARES ACT FUNDING 
Outcome 
Council members reached consensus on recommendations for the treatment of CARES Act 
funding. 
 

Main Points of Discussion/Recommendations 

• HSCRC should not take back more funding than the corridor relief and undercharges 
provided to hospitals 

• HSCRC should not recommend a course of action at the March meeting 

• Hospitals are incurring higher costs of care for COVID-19 patients 

• The timing of final federal guidance and HSCRC action on CARES Act funding are not 
aligned 

• The state directed hospitals to maintain a certain capacity during surge, and hospitals 
are unlikely to recoup expenses due to deferred care 
 

MHA Next Steps 
MHA to summarize the consensus recommendations to seek feedback from Council members 
by March 5. MHA to take these recommendations to Executive Committee on March 9. HSCRC 
agreed to delay the comment letter deadline until March 11 and delay final recommendations to 
the Commission until the April public meeting.  
 
Member Next Steps 
Members are asked to send feedback on draft recommendations to MHA by March 5. 
 

ADJOURNMENT 
There being no further business, the Council adjourned at 5:06 p.m. 
 

THESE MINUTES HAVE BEEN APPROVED BY THE  
COUNCIL ON FINANCIAL POLICY 

 



 

 

 
 
 
 
 
 

COUNCIL ON FINANCIAL POLICY 
Tuesday, March 2, 2021, 1 – 2:30 p.m. 

MINUTES 

 
ATTENDANCE  

Members Present Absent 

Steve Leonard, Chair X  

Laurie Beyer X  

Thomas Chan X             

Alicia Cunningham  X 

Justin Deibel X  

Anne Gillis  X 

Carolyn Heithaus X  

David Krajewski X  

James Lee X  

Michelle Lee X  

Mitch Lomax X  

Michelle Mahan  X  

Michele Martz X  

Susan Nelson X  

Cheryl Nottingham X  

Bob Reilly  X 

Kelly Savoca X  

Dan Smith  X 

   

Guests 

Ed Beranek, The Johns Hopkins Hospital & Health System; Michael Myers, LifeBridge 
Health; Scott Perrin, UPMC Western Maryland; Kristen Pulio, Adventist HealthCare; Josh 
Repac, Meritus Health; Amber Ruble, UPMC Western Maryland; Bernadette Spallitta, 
The Johns Hopkins Hospital & Health System; Kathy Talbot, MedStar Health 
 

Attending MHA Staff 

Bob Atlas, Brian Burkhalter, Erin Cunningham, Katie Eckert, Amy Goodwin, Meghan 
McClelland, Brett McCone, Maansi Raswant, Laura Russell, Nicole Stallings, Jennifer 
Witten 
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CALL TO ORDER AND APPROVAL OF MINUTES 
Council Chair Steve Leonard called the meeting to order at 1:05 p.m. The minutes from the 
January meeting were approved as written. 
 

MEETING OBJECTIVES 
• Share views on a total Medicare spending per beneficiary savings target in a permanent 

Total Cost of Care Model (Model) 

• Reach consensus on arguments for a fair and appropriate rate year 2022 annual 

payment update 

 

FUTURE OF TOTAL COST OF CARE MODEL  
Outcome 
Council members identified financial risks of losing the Model as a consideration of any savings 
target. Members discussed the need to balance pursuing a favorable target with Model 
continuation. 
 

Main Points of Discussion/Recommendations 

• Determine the impact to payers and health care practitioners if the reimbursement 
benefit received from Maryland’s waiver from Medicare inpatient and outpatient 
prospective payment systems (IPPS and OPPS) were removed 

• Explore opportunity to hold payers and other stakeholders accountable for future savings 
reductions 

• Evaluate the short-and long-term impact on hospital capacity from upstream health 
investments 

 
MHA Next Steps 
Share analysis of: 

• Maryland hospitals’ Medicare payments at IPPS and OPPS rates 

• Compare difference in Medicare IPPS and OPPS hospital unit payments to the 
difference in per capita spending at April Council meeting 

 
Member Next Steps 
Share viewpoints on alternate savings approaches with MHA. 
 

RATE YEAR 2022 ANNUAL PAYMENT UPDATE 
Outcome 
Council members discussed how to set a fair rate year 2022 annual payment update in the 
context of Model guardrails and Potentially Avoidable Utilization (PAU) savings. 
 
Main Points of Discussion/Recommendations 

• Members agreed the Medicare guardrail is important. HSCRC should agree to a 
reasonable payment update as the Medicare spending per capita increase will be 
volatile in the near term. 

• The PAU policy narrowly focuses on ambulatory conditions. The field should explore 
other areas where utilization reductions are occurring, such as the emergency 
department. 

• Evaluate the correlation between Prevention Quality Indicators (PQIs) and COVID-
sensitive conditions 
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• Calculate the percentage of PQIs per capita 
 

MHA Next Steps 
Ask HSCRC to validate the claims data and run additional sub-analyses. 
 
Member Next Steps 
Share feedback with HSCRC staff. 
 

CARES ACT FUNDING UPDATE 
Outcome 
MHA shared actions following the February special Council meeting.   
 
Main Points of Discussion/Recommendations 

• The timing of final federal guidance and HSCRC action on CARES Act funding are not 
aligned  

• Advocate that hospitals retain CARES funding, as hospitals must adhere to strict funding 
parameters 

 

MHA Next Steps 
Discuss policy options with the MHA Executive Committee March 9.  
 
Member Next Steps 
Members were asked to review the summary Brett McCone sent following the February 
meeting. 
 

ADJOURNMENT 
There being no further business, the Council adjourned at 2:25 p.m. 
 
 

THESE MINUTES HAVE BEEN APPROVED BY THE  
COUNCIL ON FINANCIAL POLICY 
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utilization was expected to decline sharply because of the pandemic. HSCRC rejected the 

argument as premature because the reduction was expected, not actual. In 2019, the basis for 

the 2021 adjustment, measured PAU was 10.43% of charges. In 2020, PAU declined only 

slightly to 10.06%.  

At the March meeting, members asked MHA to assess HSCRC-defined PAU in Maryland 

relative to the nation. The attachment reflects changes in the Agency for Healthcare Research 

and Quality’s (AHRQ) Prevention Quality Indicators (PQI). Results are mixed, with Maryland’s 

composite measure below the nation and other key measures remaining above the nation. 

Medicare Total Spending per Beneficiary Growth Constraint (Guardrail) 

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

accurately predictable due to COVID-19. Despite the pandemic, the Center for Medicare and 

Medicaid Innovation (CMMI) expects Maryland to at least consider the guardrail when 

determining a reasonable 2022 payment update. MHA noted the guardrail will be tested by a 

series of one-time funding adjustments, but this should not affect the annual, permanent 

revenue adjustment. 

HSCRC modeled scenarios to determine reasonable revenue growth, including CARES Act 

funding, actual patient revenue, and projected 2020 to 2021 revenue growth normalized for the 

2020 reduction. HSCRC included options to determine Maryland HSCRC rate funding relative to 

CARES funding in this consideration. Depending on the calculation, Maryland is either 0.91% 

below or 0.87% above when compared to Maryland’s average gross state product (GSP). 

MHA believes this approach is too complex. Without the ability to predict actual service 

utilization, particularly in the uncapped national system, we believe the question is simple: What 

is a fair and appropriate, permanent annual payment update compared to reasonable 

measures? 

The proposed revenue per capita growth of 2.12%, including a revenue neutral PAU 

adjustment, is reasonable compared to: 

• Three-year and five-year GSP averages 

• Three-year and five-year historical Medicare spend per beneficiary growth, prior to the 

pandemic 

• The 3.58% all-payer constraint in the Model contract 

MHA plans to advance this proposal with HSCRC as the way to determine a reasonable 

payment update. Additionally, HSCRC should ask CMMI to compare rolling average annual 

Medicare spending per beneficiary growth from 2019 to 2022. This period should account for 

erratic year-over-year changes in spending per beneficiary.  

 
Prepared by Brett McCone, Senior Vice President, Health Care Payment 
          
Attachments 

• Rate year 2022 Annual Payment Update slides 

• Detailed supporting argument sheet (confidential: do not forward and do not share) 
 





RY2021 

FINAL

RY 2022  

Pro 

Forma 

MHA

RY 2022 

HSCRC 3/29 

Work 

Group Notes:

Gross Inflation Allowance

Adjustment for Inflation 2.64% 2.14% 2.14%

  -Rising Cost of Outpatient Oncology Drugs 0.13% 0.23% 0.23%

A Total Gross Inflation Allowance 2.77% 2.37% 2.37% 2021 inflation now 2.00%

B Care Coordination/Population Health 0.19% -0.19% -0.19% Net impact one time grant funding, per HSCRC

Adjustment for Volume

  -Demographic/Population 0.16% 0.16% 0.16% Figures not yet available

  -Drug Population/Utilization

C Total Adjustment for Volume 0.16% 0.16% 0.16%

Other Adjustments (positive and negative)

D   -Set Aside for Unknown Adjustments 0.25% 0.00% 0.00% No estimate for 2021

E   -Low Efficiency Outliers 0.00% 0.00% 0.00%

F   -Capital Funding 0.03% 0.00% 0.00%

G   -Categoricals & Innovation 0.10% 0.11% 0.11%

H   -Reversal of one-time adjustment for drugs -0.03% -0.04% -0.04%

I= Sum D thru H Net Other Adjustments 0.34% 0.07% 0.07%

Quality and PAU Savings

J   -PAU Savings -0.28% 0.00% -0.24%

K   -Reversal of prior year quality incentives 0.19% -0.12% -0.12%

L1     -QBR

L2     -MHAC

L3     -Readmissions

L Total   -Positive incentives & negative scaling results 0.11% 0.11% 0.11% Re-applies 2021 impacts

M=Sum of J thru L Net Quality and PAU Savings 0.02% -0.01% -0.25%

Total Update First Half of Rate Year

N= A+B+C+I+M         Net increase attributable to hospitals 3.49% 2.41% 2.17%

O= (1+N)/(1+Pop)-1         Per Capita First Half of Rate Year (July-December) 3.32% 2.24% 2.00%

Total Update First Half of Rate Year 

Components of Revenue offset with Neutral Impact on Hospital Financial Statements

U   -Uncompensated care, net of differential -0.12% 0.08% 0.08% 4.49%, up from 4.41%

V   -Deficit Assessment -0.09% -0.20% -0.20%

W=U+V         Net impact 0.03% -0.12% -0.12%

Total Update Full Rate Year

Z=S+W         Revenue growth, net of offsets 3.52% 2.28% 2.04%

AA=(1+Z)/(1+Pop)-1         Per Capita Revenue Growth First Half of Rate Year 3.35% 2.12% 1.88%

Average Hospital Update Factor (Inflation + Demographic Adj.+ PAU) 2.65% 2.54% 2.30%



RY2021 PAU Savings Reductions

Hosp ID Hospital Name

 RY20 Estimated 

Permanent Total 

Revenue

CY 19 Avoidable 

Admissions 

Performance

Avoidable Admissions 

Reduction

CY19 

Readmissions % 

PAU Readmissions 

Adjustment %
PAU reduction $

PAU reduction 

%

A B C D
E=D/Statewide D * Savings % 

* Weight 
H

I=H/Statewide H *  

Savings %  Weight
L=G+K M= L/C

210001 Meritus $384,702,798 16.6 -0.14% 5.41% -0.15% -$1,001,142 -0.26%

210002 UMMC $1,841,511,222 29.7 -0.25% 5.63% -0.16% -$6,502,832 -0.35% Max -0.09%

210003 UM-PG $344,605,806 19.8 -0.17% 7.30% -0.20% -$1,151,260 -0.33% Min -0.45%

210004 Holy Cross $518,594,871 8.5 -0.07% 6.38% -0.18% -$1,212,330 -0.23%

210005 Frederick $360,910,382 10.0 -0.08% 5.99% -0.17% -$839,805 -0.23% Standard Deviation 0.08%

210006 UM-Harford $108,255,821 13.6 -0.11% 8.12% -0.23% -$341,442 -0.32%

210008 Mercy $559,313,901 23.1 -0.20% 3.06% -0.09% -$1,332,311 -0.24% Mean + standard deviation -0.21%

210009 Johns Hopkins $2,549,848,372 23.3 -0.20% 5.80% -0.16% -$8,053,664 -0.32% Mean - standard deviation -0.36%

210010 UM-Dorchester $46,186,636 9.8 -0.08% 7.21% -0.20% -$122,660 -0.27%

210011 St Agnes $433,749,180 14.9 -0.13% 6.85% -0.19% -$1,255,241 -0.29%

210012 Sinai $847,653,941 19.2 -0.16% 4.49% -0.12% -$2,133,027 -0.25%

210015 MS Franklin Sq $569,216,830 24.5 -0.21% 6.82% -0.19% -$2,003,147 -0.35%

210016 Wash Adventist $301,007,046 12.4 -0.10% 6.32% -0.18% -$775,266 -0.26%

210017 Garrett $62,749,610 10.6 -0.09% 1.56% -0.04% -$71,154 -0.11%

210018 MS Montgomery $180,884,835 14.6 -0.12% 5.73% -0.16% -$462,964 -0.26%

210019 PRMC* $475,290,378 15.5 -0.13% 5.40% -0.15% -$1,210,834 -0.25%

210022 Suburban $343,178,202 6.8 -0.06% 6.08% -0.17% -$734,890 -0.21%

210023 AAMC $656,317,214 9.6 -0.08% 3.98% -0.11% -$1,145,090 -0.17%

210024 MS Union Mem $427,877,918 25.2 -0.21% 6.29% -0.17% -$1,461,546 -0.34%

210027 Western MD $337,690,082 15.4 -0.13% 5.14% -0.14% -$826,818 -0.24%

210028 MS St Marys $192,239,836 16.4 -0.14% 4.71% -0.13% -$460,723 -0.24%

210029 Bayview $705,163,929 27.5 -0.23% 5.51% -0.15% -$2,362,799 -0.34%

210030 UM-Chestertown $53,014,109 8.0 -0.07% 2.62% -0.07% -$66,777 -0.13%

210032 Union of Cecil $168,517,163 13.5 -0.11% 6.07% -0.17% -$435,237 -0.26%

210033 Carroll $236,462,593 15.0 -0.13% 6.28% -0.17% -$647,250 -0.27%

210034 MS Harbor $192,655,128 33.9 -0.29% 8.07% -0.22% -$865,061 -0.45%

210035 UM-Charles $157,021,920 10.8 -0.09% 6.46% -0.18% -$394,187 -0.25%

210037 UM-Easton $227,343,682 9.8 -0.08% 3.76% -0.10% -$385,680 -0.17%

210038 UMMC Midtown $224,425,943 33.8 -0.29% 7.90% -0.22% -$994,401 -0.44%

210039 Calvert $152,757,952 8.5 -0.07% 5.59% -0.16% -$323,083 -0.21%

210040 Northwest $273,411,755 19.7 -0.17% 6.30% -0.18% -$835,886 -0.31%

210043 UM-BWMC $453,996,250 13.1 -0.11% 7.85% -0.22% -$1,383,003 -0.30%

210044 GBMC $484,575,781 9.7 -0.08% 4.11% -0.11% -$864,314 -0.18%

210045 McCready* $11,279,068 13.0 -0.11% 0.00% 0.00% -$9,704 -0.09%

210048 Howard $309,042,745 8.8 -0.07% 6.69% -0.19% -$754,690 -0.24%

210049 UM-UCH $322,513,132 12.3 -0.10% 6.36% -0.18% -$832,544 -0.26%

210051 Doctors $261,191,673 14.1 -0.12% 7.63% -0.21% -$797,286 -0.31%

210056 MS Good Sam $271,406,659 24.2 -0.20% 8.24% -0.23% -$1,056,253 -0.39%

210057 Shady Grove $468,585,979 7.7 -0.07% 5.04% -0.14% -$895,849 -0.19%

210060 Ft Washington $52,382,146 14.2 -0.12% 4.45% -0.12% -$114,135 -0.22%

210061 Atlantic General $112,556,968 9.2 -0.08% 3.44% -0.10% -$175,853 -0.16%

210062 MS Southern MD $280,280,666 17.8 -0.15% 6.36% -0.18% -$826,124 -0.29%

210063 UM-St Joes $390,934,663 11.6 -0.10% 5.33% -0.15% -$880,007 -0.23%

210064 Levindale $62,800,215 0.0 0.00% 8.94% -0.25% -$155,916 -0.25%

210065 HC-Germantown $117,821,821 10.2 -0.09% 6.67% -0.19% -$298,037 -0.25%

Statewide Statewide $17,531,926,821 14.3 -0.12% 5.71% -0.16% -$49,442,519 -0.28%
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Rate Year 2022 Annual Payment Update 

Potentially Avoidable Utilization (PAU) Savings Adjustment 

Recommendation: Scaled Adjustment, +/- 0%, Using Hospital Performance 

MHA respectfully asks HSCRC to consider scaling the PAU savings adjustment +/- 0%, rather 

than a 0.24% reduction. Although HSCRC’s intent is to reward and penalize hospitals based on 

the amount of PAU, Maryland hospitals view the inherent Global Budget Revenue (GBR) 

incentives to reduce any avoidable utilization, not just PAU, as the main cause of utilization 

savings. The annual payment update serves as a baseline adjustment to the annual hospital 

revenue. Hospital resources are consumed to care for all patients, and should receive overall 

inflation, including HSCRC-defined PAU. 

The incidence of PAU largely correlates with the demographics and socioeconomic status of the 

service area population. While hospitals do their best to avoid HSCRC-defined PAU, not all PAU 

is truly avoidable, and service use is the result of several factors in the population. The PAU 

savings adjustment reduces payments to all hospitals, even if they are outpacing their peers or 

the statewide average. In both cases, a better adjustment would be to reward hospitals with low 

PAU, penalize hospitals with higher PAU, and let the inherent GBR incentives constrain 

avoidable volume. 

Ignoring other hospital-specific adjustments, HSCRC funds cost inflation, plus a demographic 

adjustment for population growth that is distributed on an age adjusted basis. Implicit in the 

global budget and the applied demographic adjustment is the risk/reward basis for hospital 

volume. Cost inflation is self-defined as the increase needed to cover the expenses of rising 

wages, supplies, drugs, capital, and other inputs. Hospitals are at 100% risk for volume growth 

or decline beyond their demographic adjustment, including whatever HSCRC defines as PAU. 

If hospitals reduce avoidable service use under GBR, they implicitly earn a reward. When 

hospitals lower avoidable utilization under GBR, they do not earn another adjustment in the 

annual payment update scaled around performance. Instead, hospitals understand that all 

utilization changes are included under the incentive. The annual payment update simply serves 

to add a reasonable amount to cover cost and population growth in the system. All payers, 

including Medicare, Medicaid, and commercial health plans, share the inherent reward of 

reduced service use because of the powerful system incentives to control volume. 

Maryland hospitals outpaced the nation in reducing Medicare utilization per beneficiary since 

2013. Figure 1 below compares Maryland and national Medicare hospital utilization using 

equivalent inpatient days (EIPD) as a weighted inpatient and outpatient volume measure. 

Maryland reduced EIPD 6.4 percentage points faster than the nation, more than three times the 

national improvement. Equivalent inpatient admissions (EIPA) would likely be a better measure 

to reflect admissions completely avoided, but available data only include patient days. 
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Figure 1: 

Maryland and National Medicare EIPD per Beneficiary 

 Maryland National  

 
2013 2019 

% 
Change 2013 2019 

% 
Change Difference 

EIPD 1,839,130  1,858,278  1.0% 85,631,608  83,395,414  -2.6% 3.8% 

Beneficiaries  754,383   838,868  11.2% 35,150,205  35,278,667  0.4% 10.8% 

EIPD per 
Beneficiary 

 2,437.93   2,215.22  -9.1%  2,436.16   2,363.90  -3.0% 6.4% 

 

For the same period, combined hospital and non-hospital service use, weighted by service 

categories using Maryland revenue, has collectively grown 1.92% below the nation. Figure 2 

compares Maryland and national Medicare total utilization, including both hospital and non-

hospital services. 

Figure 2: 

Maryland’s Revenue Weighted Service Use per Beneficiary 

 

Both comparisons show Maryland outpacing the nation, a direct result of the overall GBR 

incentive. A portion of this change in service use is HSCRC’s defined PAU. However, all service 

use factors into the calculation, just as it factors into Medicare’s spending per beneficiary 

performance under the Medicare guardrail test. The annual payment update does not base 

hospital performance on the type of utilization that is avoided. As a simple example, influenza 

admissions can, in theory, be avoided by vaccinating more people, yet this service is not 

defined under PAU. 

The Commission expressed a desire to magnify this incentive. Through the PAU adjustment, 

HSCRC seeks to differentiate hospitals using a defined measure of PAU. HSCRC’s definition of 

PAU includes readmissions and Prevention Quality Indicators (PQIs), which are conditions that 

if managed could avert hospital use. The intent to create additional rewards or incentives should 

be scaled around a revenue neutral base because GBR and allowed revenue growth is the 

primary incentive.  

2019

Revenue

% of Total 

Revenue

Utilization 

MD Above / 

(Below) 

Nation Impact

Inpatient Hospital 3,777,703,184$          36.84% -3.84% -1.42%

Outpatient Hospital 1,732,459,233            16.89% -41.07% -6.94%

Subtotal: Hospital 5,510,162,418$          53.73% -15.55% -8.35%

SNF 615,539,309$             6.00% 5.45% 0.33%

Home Health 322,070,617               3.14% 0.00% 0.00%

Hospice 233,705,015               2.28% -24.07% -0.55%

ESRD 241,877,248               2.36% 2.80% 0.07%

Outpatient Other 135,443,538               1.32% 32.81% 0.43%

Clinic 15,804,142                  0.15% -62.95% -0.10%

Professional Claims 3,180,427,079            31.01% 8.23% 2.55%

Subtotal: Non-Hospital 4,744,866,948$          46.27% 5.90% 2.73%

Total 10,255,029,365$       100.00% -5.62%

2013

Revenue

% of Total 

Revenue

Utilization 

MD Above / 

(Below) 

Nation Impact

Inpatient Hospital 3,388,137,130$          41.01% -2.38% -0.98%

Outpatient Hospital 1,276,616,571            15.45% -31.45% -4.86%

Subtotal: Hospital 4,664,753,700$          56.46% -10.34% -5.84%

SNF 615,544,987$             7.45% 4.36% 0.33%

Home Health 253,263,529               3.07% 0.00% 0.00%

Hospice 162,230,494               1.96% -32.30% -0.63%

ESRD 199,688,871               2.42% 18.72% 0.45%

Outpatient Other 93,052,064                  1.13% 40.53% 0.46%

Clinic 8,672,378                    0.10% -65.66% -0.07%

Professional Claims 2,264,823,522            27.41% 5.83% 1.60%

Subtotal: Non-Hospital 3,597,275,845$          43.54% 4.89% 2.13%

Total 8,262,029,545$          100.00% -3.71%

2013 -3.71%

2019 -5.62%

Reduction -1.92%

Avg. Annual Reduction -0.32%

Aggregate
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Medicare Total Cost of Care Guardrail 

Recommendation: Compare projected revenue growth to reasonable historical growth 

and gross state product. 

CARES Act funding and HSCRC rate support during the pandemic are one-time interventions 

that cause short term volatility. These are not permanent revenues and should not be 

considered when determining a permanent update. 

As a condition of Maryland’s Total Cost of Care Model contract, total Medicare spending per 

beneficiary cannot: 

• Grow more than 1% faster than the nation in any calendar year 

• Grow more than the nation in two consecutive years. Or, if Maryland’s growth exceeds 

the nation by any amount one year, it must be below the nation in the following year. 

Known as the Medicare total cost of care guardrail, this measure is considered in the annual 

payment update. Despite the pandemic, the Center for Medicare & Medicaid Innovation (CMMI) 

expects Maryland to consider the guardrail when determining a reasonable 2022 payment 

update, particularly because the Model allowed HSCRC to raise hospital prices, including 

Medicare prices. HSCRC believes it cannot simply ignore any guardrail test when setting a 

targeted growth rate. 

At the same time, HSCRC agrees 2021 growth in Maryland and national spending per 

beneficiary is not accurately predictable, because of the pandemic. For the 11 months ending 

November 2020, Maryland Medicare spending per beneficiary growth equals the nation. Though 

Maryland hospital spending did not fall as far as the nation, non-hospital spending fell more than 

in the rest of the nation. As a result of GBR, we can reasonably assume Maryland hospital 

spending will rebound more slowly than the nation, but we cannot predict growth in non-hospital 

spending per beneficiary. 

Historically, HSCRC would compare the projected 2021 growth to actual national 2020 growth. 

Because of the pandemic, actual 2020 national spending fell 4.88%. It is unreasonable to 

compare this to Maryland’s projected statewide hospital revenue growth of more than 10% over 

actual 2020. 

HSCRC modeled other alternatives to determine reasonable revenue growth. HSCRC added 

CARES Act funding to actual patient services revenue in the 2020 base, stating that hospitals in 

the nation replaced patient revenue with CARES funding. This is one way to compare the 

projected growth. After this addition, HSCRC compared the projected growth rates to the three-

year average of Maryland gross state product (GSP) to determine if the amounts were 

reasonable. CARES Act funding is not patient care revenue, is not included in Medicare claims 

payments, and does not directly impact our growth rate test. 

HSCRC included different options for settling Maryland’s HSCRC rate funding relative to 

CARES funding. Depending on the calculation, Maryland is either 0.91% below or -0.87% above 

the GSP measure. 
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This approach is too complex and mixes permanent revenue adjustments with one-time funding 

impacts. Without any ability to predict actual service utilization, particularly in the uncapped 

national system, MHA believes the question is simple: 

What is a fair and appropriate, permanent annual payment update compared to 

reasonable measures? 

The proposed update of 2.12%, including a revenue neutral PAU adjustment, is reasonable 

compared to ALL the following measures: 

• Three and five-year GSP averages 

• Three and five-year historical Medicare spend per beneficiary growth, prior to the 

pandemic 

• The 3.58% all-payer constraint in the Model contract. 

Figure 3: 

2021 Projected Revenue per Capita Growth and Comparisons 

 2021 
Projected 

3-year 
GSP 

5-year 
GSP 

3-year 
Medicare  

5-year 
Medicare 

All-payer 
constraint1 

Revenue per capita 
growth 

2.12% 2.62% 2.89% 3.19% 2.72% 3.58% 

Projected growth over / 
(under) growth measure 

 (0.50%) (0.77%) (1.07%) (1.60%) (1.46%) 

 

In addition to these constraints, since the inception of the new Model, Maryland’s three-year 

rolling average Medicare spending per beneficiary growth has been below the nation every year 

except 2017. 

Figure 4: 

3-Year Average Total Medicare Spending per Beneficiary Growth 

 2016 2017 2018 2019 2020 

Maryland 0.62% 1.80% 1.76% 2.85% 0.24% 

Nation 1.30% 1.67% 2.18% 3.17% 0.82% 

Maryland growth over / 
(under) National 

(0.68%) 0.13% (0.42%) (0.32%) (0.58%) 

 

 

 

 
1 The Model contract all-payer constraint is 3.58% compounded since 2013. 
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At the March Council meeting, members asked MHA to value Maryland’s waiver from Medicare 

prospective payment systems in the context of a future per beneficiary savings target. Today’s 

discussion considers the value of Maryland’s higher Medicare payments, the difference between 

unit price and per capita spending, factors that contribute to per beneficiary savings, and the 

feasibility of a future savings target. 

At the end of 2023, Maryland can propose an expanded, or permanent, Model to the Center for 

Medicare and Medicaid Innovation (CMMI). To advocate for a permanent Model, Maryland must 

propose a new savings target by the end of 2022. It is very likely the future Model will require an 

annual savings target for total Medicare spending per beneficiary much higher than the $300 

million required by 2023. 

Medicare Hospital Unit Prices and Spending per Capita, Maryland versus the U.S. 

MHA compared Maryland hospital Medicare payments under Health Services Cost Review 

Commission (HSCRC) reimbursement to payments that would apply under Medicare 

prospective payment systems (PPS). As shown in the attachment, Maryland hospital Medicare 

payments are 40.9% above PPS. Maryland hospitals would receive $2.9 billion less if paid 

Medicare PPS rates. The percentage variance is up from 9.8% in 1997. (The 2019 period does 

not reflect Maryland’s recent increase to the Medicare price differential.)  

This growth in the variance is the result of several factors. The largest and inherent driver is 

Maryland reducing hospital use under the Global Budget Revenue (GBR) model. Other 

contributing factors include shifting services from inpatient to outpatient, Medicare payment 

policy changes like site neutral outpatient payments, and actions to increase rate assessments. 

Medicaid hospital payment rates would be expected to fall substantially in a deregulated 

environment. We have not included the impact of a Medicaid payment reduction in this analysis 

of an appropriate Medicare savings target. 

Future Total Cost of Care Model Agreement Topic 

To share Council members’ views on a total Medicare spending per 

beneficiary savings target in a permanent Maryland Model 
Objective 

Discussion 

Questions 

1. What are your thoughts on Maryland’s Medicare unit price 

difference and Medicare per capita spend relative to the nation? 

2. What alternatives might MHA propose to the Medicare savings 

target, savings timeline, or both? 
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Were the Model’s payment provisions to end, some portion of the Medicare (and Medicaid) 

payment reduction would be offset by hospitals raising prices to commercial payers. While 

today’s discussion is not intended to determine reasonable payment levels in a deregulated 

environment, if we assume 50% of the Medicare payment difference would shift to commercial 

payers, this would lower the financial impact of price reductions to hospitals to $1.5 billion. The 

rest of the gap would likely be addressed through higher patient volumes, changes to service 

mix, hospital cost savings, and possibly state and local government subsidies. 

Medicare per Beneficiary Savings Target—Historical Experience 

Since 2014, the Model agreement has been conditioned on our managing Medicare spend per 

beneficiary relative to the nation. From 2013 to 2019, Maryland’s absolute variance in Medicare 

spending per beneficiary declined from 16.5% above the nation to 13.5%, while Medicare price 

per hospital unit rose during the same period. The difference is associated with the significant 

decline in Medicare hospital use. 

In a simple comparison of hospital and non-hospital components, Maryland hospital Medicare 

spending per beneficiary declined from 34.6% above the nation to 22% above the nation, while 

non-hospital spending rose from 0.5% above the nation to 5.6% above the nation. 

In 2013, if Maryland hospital spending per beneficiary was 34.6% above the nation, we estimate 

that hospital service use was 0.1% above the nation and prices were 33.5% higher.1 In 2019, 

Maryland service use was 6.3% lower than the nation. If hospital spending per capita fell to 22% 

above the nation, Maryland’s aggregate prices, without adjusting for service mix differences, 

would be 28.3% higher than the nation. 2 

From the PPS comparison, Maryland hospital prices were estimated to be 33.6% higher than 

the nation in 2015 and 40.9% higher in 2019. While the price impact estimates differ using 

service use per beneficiary, they are directionally consistent.  

Future Savings Target - Background 

Under our Model agreement, from 2013 to 2019, Maryland “saved” Medicare $335 million if the 

national per beneficiary growth rate was applied to the state’s higher base. This equals 4.3% 

savings on $10.4 billion of 2019 statewide Medicare payments. Looking closer, Maryland 

lowered the absolute difference in spending per beneficiary by 3 percentage points, producing 

$109 million of actual savings—1% of 2019 statewide Medicare payments.  

The contract requires proposal of a new Medicare savings target in 2022 before expansion is 

considered. HSCRC believes the state should propose a target before CMMI sets the target for 

 

1 The hospital service use per beneficiary difference was calculated using equivalent inpatient days (EIPD) 

and the price difference imputed. The PPS impact is the difference in Medicare prices at Maryland hospital 
service use. Overall spending per beneficiary compares Maryland to the nation and is not adjusted for 
Maryland’s service use or beneficiary profile.  
2 It is likely that the service use per beneficiary reduction would be higher using equivalent inpatient 
admissions. The change in admissions would reflect the avoidance of hospital volume, raising the difference 
in prices closer to the PPS impact. 
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Maryland. HSCRC is concerned CMMI might consider a savings target of national growth less 

some amount in perpetuity, an unfavorable result for Maryland.  

Instead, HSCRC suggested a national peer group target, resulting in yearly savings of $800 

million in 2030, or about an 8% reduction in spending per beneficiary. This is based on national 

growth less 0.5% until the savings is achieved, at which time no more savings would be 

required. National growth less 0.5% was consistent with the savings targets identified in the All-

Payer and Total Cost of Care models. The peer groups selected are areas similar to Maryland 

with generally higher costs. Achieving this target would rank Maryland 10th highest in Medicare 

spending per beneficiary. 

Using more recent figures, MHA found Maryland must grow at least 0.71% below the nation to 

achieve the purported peer group savings target by 2030, almost 50% more than the average 

2013-2019 growth rate savings of 0.48%, and 120% more than the average growth rate savings 

of 0.32% after adjusting for Medicaid expansion and uncompensated care (UCC) savings. 

Future Savings Target—Implications and Potential Options  

PPS analysis reflects the value of Maryland’s higher prices. Yet, Maryland does not have to 

lower prices to achieve savings in expenditures. HSCRC and MHA believe CMMI is willing to 

accept higher per unit payments if additional per beneficiary savings is achieved. To get per 

beneficiary savings, Maryland could: 

• Lower service use – either hospital or non-hospital 

• Reduce prices – either Medicare only or all-payer to achieve Medicare savings 

• Remove fixed costs – and associated revenues 

• Shift revenues from Medicare to other payers 

Achieving savings in any of these four ways will result in different system outcomes. Statewide, 

keeping the Model will maintain higher Medicare (and Medicaid) hospital payments as 

confirmed by the PPS analysis.  

In 2014 through 2019, per beneficiary savings were driven by slowing Medicare hospital service 

growth relative to the nation, plus significant declines in uncompensated care. In two of the 

years, HSCRC reduced the all-payer inflation update by 0.25%, and HSCRC recouped more in 

potentially avoidable utilization (PAU) savings than it gave in infrastructure investments. On July 

1, 2019 Maryland changed the Medicare payment differential, shifting revenues to other payers. 

The Model contract “guardrails” limit Maryland’s Medicare spending per beneficiary growth to 

1% above than the nation in any year. And if Maryland’s growth is above the nation in any year, 

it must be below the nation the following year. The annual Medicare guardrail has been a key 

consideration in recent all-payer, annual payment update decisions. 

HSCRC staff believe CMMI will consider a reasonable approach to both the structure and 

amount of a savings target, though a savings target increase must be considered.  
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Potential options for a future savings target might include: 

• Target 0.5% annual savings until the 8% gap in peer group spending is closed; 

estimated in 2035 

• Target 0.32% annual savings, the estimated reduction in aggregate Medicare service 

use since the new Model began, until the 8% gap is eliminated; estimated in 2043 

• Target another growth rate, with reasonable expected savings over a multi-year period 

In any option, MHA recommends the field seek removal of the year-over-year guardrail 

constraint. This constraint constantly factors into HSCRC’s administration of the payment 

system and its underlying policy decisions, most notably Maryland’s annual payment update. 

Options to replace the year-over-year guardrail include: 

• A “cumulative” growth test, comparing Maryland to the 2013 base period 

• A rolling average test, comparing Maryland and national performance using a multi-year 

average growth rate comparison.3 

Regardless of the target, any action under the four mechanisms identified could produce the 

intended Medicare savings. In the absence of favorable utilization performance compared to the 

nation, reducing fixed costs or shifting revenues to other payers, HSCRC would resort to 

constraining hospital revenue growth to achieve the savings target. 

 
Prepared by: Brett McCone, Senior Vice President, Health Care Payment 
 
Attachment: Medicare Total Cost of Care Savings Analysis slides 

 
 

 

3 Until Maryland’s pre-Model waiver from IPPS and OPPS was written into federal law, Maryland’s waiver 
from IPPS and OPPS was conditioned on a series of rolling average comparisons. 











Growth Rate Savings

Maryland 

(Actual)

Maryland at 

National 

Growth Rate $ Diff. % Diff

Maryland 

(Actual)

Maryland at 

National 

Growth Rate $ Diff. % Diff

Hospital 6,141.05$          6,141.05$          -$                    0.0% Hospital 6,442.25$          7,107.28$          (665.03)$            -9.4%

Non-Hospital 5,002.44$          5,002.44$          -$                    0.0% Non-Hospital 5,918.36$          5,634.84$          283.52$              5.0%

Total 11,143.49$        11,143.49$        -$                    0.0% Total 12,360.62$        12,742.12$        (381.51)$            -3.0%

2013 - 2019 Change   (382)$                  

2019 Maryland Beneficiaries   838,868             

Absolute Savings (335,464,678)$  

2013 2019

Maryland 

(Actual)

National

(Actual) $ Diff. % Diff

Maryland 

(Actual)

National

(Actual) $ Diff. % Diff

Hospital 6,141.05$          4,564.02$          1,577.03$          34.6% Hospital 6,442.25$          5,282.12$          1,160.13$          22.0%

Non-Hospital 5,002.44$          4,977.20$          25.25$                0.5% Non-Hospital 5,918.36$          5,606.40$          311.96$              5.6%

Total 11,143.49$        9,541.21$          1,602.28$          16.8% Total 12,360.62$        10,888.52$        1,472.09$          13.5%

2013 - 2019 Change   (130)$                  

2019 Maryland Beneficiaries   838,868             

Absolute Savings (109,207,753)$  

20192013





•

•

Maryland Above/ (Below) National Spend per Medicare Beneficiary

Price Use Total

Hospital 34.5% 0.1% 34.6%

Non-Hospital
(1)

-- 0.5% 0.5%

Total 19.0% 0.3% 16.8%

Price Use Total

Hospital 28.3% -6.3% 22.0%

Non-Hospital(1)
-- 5.6% 5.6%

Total 14.7% -0.6% 13.5%

Note (1): Assumes Non-Hospital Medicare prices are same in Maryland compared to the

                     nation, not accounting for geographic or service-mix differences

2013

2019



•

•

•

•

•

•

•

•

•





 

 

 

 

 

Council on Financial 

Policy 
April 20, 2021 

 

 

 

 

 

 

 

 

 

 

 

At its special February meeting, the Council seemed to reach consensus on a recommendation 

for HSCRC’s treatment of CARES Act funding. Despite what appeared to be a strong 

recommendation, the Executive Committee did not reach consensus and several members 

stated that they would submit their own comments. Our CEO concluded that MHA could not 

comment on the matter.  

To better address these issues in the future, MHA staff seek Council members’ guidance on 

policy input. Longstanding practice in processing issues has been as follows: 

• Start by defining the issue—not the proposed positions  

• Develop a common knowledge base and agree on facts 

• Frame and discuss options  

• Choose the preferred option 

• MHA Executive Committee may need to engage early on controversial issues 

MHA staff commit to giving timely and clear notice when seeking a decision from the Council on 

policy matters. In exchange, we ask Council members to affirm that they speak on behalf of 

their organizations. If we cannot reach consensus, MHA will either (a) represent all viewpoints 

publicly before HSCRC or (b) not comment formally.  

Maryland’s unique payment model has outlasted all other forms of state rate setting in the U.S. 

MHA staff believe that a pivotal factor in this success is frank and open communication among 

hospital leaders and with HSCRC, even when there is disagreement within the field or with 

HSCRC. The entire hospital field benefits when we can speak with one voice. 

 

Prepared by: Brett McCone, Senior Vice President, Health Care Payment 

Payment Policy and Member Process Topic 

To discuss the Council’s role in MHA’s policy positioning. Objective 

Discussion 

Questions 

1. What are your views on recommending field-wide positions to 

HSCRC, including when the field might not reach consensus? 

2. Under what circumstances should the Council refer financial 

matters to the Executive Committee for consideration? 

3. What actions should hospital leaders, and MHA staff, take with 

HSCRC to allow for appropriate policy feedback? 
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