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Introduction 
 
The system’s provision for uncompensated care is one of the hallmarks of rate regulation in 
Maryland.  Uncompensated care 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 citizens who cannot pay for care. 
 
In April 2006, the Commission approved a new regression methodology for calculating the level 
of uncompensated care built into rates for Maryland hospitals.  Prior to the adoption of this new 
methodology, the staff received several comment letters suggesting an alternative formulation of 
the regression to incorporate outpatient information, particularly from the emergency room.  
There was considerable discussion regarding this issue and the potential for future modifications 
to incorporate some outpatient measures of uncompensated care. 
 
Over the past few months the Financial Technical Issues Task Force has worked with 
Commission staff on a broad range of possible measures that can be used in calculating the level 
of uncompensated care built into rates for Maryland hospitals.  The group completed its work in 
January 2007. 
 
 
Purpose 
 
The purpose of this proposal is to incorporate the Task Force’s recommended measures of 
uncompensated care into the methodology used in calculating the level of uncompensated care 
built into rates. The new regression methodology uses four new independent variables instead of 
the two independent variables (the proportion of a hospital’s days from Medicaid, self-pay, and 
charity, and the proportion of a hospital’s days from non-Medicare admissions through the 
emergency room) used in the current methodology.  The four variables in the new methodology 
are: (1) the proportion of a hospital’s total charges from inpatient Medicaid, self-pay and charity; 
(2) the proportion of a hospital’s total charges from inpatient non-Medicare admissions through 
the emergency room; (3) the proportion of a hospital’s total charges from outpatient Medicaid, 
self-pay, and charity visits to the emergency room; and (4) the proportion of a hospital’s total 
charges from outpatient services.  All the variables are based on hospital’s gross revenue. 
 
 
Model 
 
The model remains as specified in the current methodology while incorporating the new 
variables. The amount of uncompensated care in rates would be computed as follows: 
 

1. Compute a three-year moving average for uncompensated care for each hospital. 
2. Use the most recent three years of data to compute the uncompensated care regression 

(while adding dummy variables for each year). 
3. Generate a predicted value for the hospital’s uncompensated care rate based on the last 

available year of data. 
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4. Compute a 50/50 blend of the predicted and three-year moving average as the hospital’s 
amount in rates. 

5. Calculate the statewide amount of uncompensated care in rates from this procedure, and 
generate the percentage difference between the preliminary amount in rates and the last 
year of actual experience. 

6. Add/subtract the statewide difference (step 5) to the hospital’s preliminary UCC rate 
(step 4) to get adjusted rates that tie to the State’s last year of actual UCC experience.  
This result is the hospital’s UCC rate for the next fiscal year. 

 
 
Medicaid Day Limits 
 
The above steps describe the general policy, but the procedure is silent on the treatment of 
Medicaid day limits.  While day limits are in effect, the most straightforward procedure is to 
remove the pre-funded amounts in rates for day limits from the actual uncompensated care prior 
to calculating the model described above.  The pre-funded amounts will then be added to the 
UCC rate calculated in step 6 to finance the day limits portion separately, which would end when 
the day limits policy ends. 
 
 
Result 
 
The result of this approach is that the prospective amount built into rates across the industry is 
the amount actually experienced in the last year of available data.  If, for example, 
uncompensated care were $723 million in FY06, this model would establish rates that would 
deliver $723 million in FY08 if volumes and rates remain the same. 
 
Exhibit 1 shows the results of preliminary calculation of uncompensated care rates for FY2008 
under this proposed methodology.  Exhibit 2 provides a summary of the preliminary results from 
the model.  Exhibit 3 provides a statistical summary of the data elements and regression results 
of the current and the proposed methodologies.  Exhibit 4 shows the difference in 
uncompensated care rates by comparing the results of the current and the proposed 
methodologies by hospital. 
 
This approach is considered to be an improvement to the current methodology, conceptually, 
statistically, and analytically.  It maintains the responsiveness to actual uncompensated care in 
the system that was introduced by the current methodology and also preserves the incentives for 
hospitals to improve credit and collection activities.  This results in an improved distribution of 
revenue within the rate-setting system over time based on hospitals’ overall experience. 
 
The final results of this change in the method for calculating uncompensated care will be 
published when the financial data from all hospitals become available by the end of May 2007. 
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Comments 
 
Letters were received by Commission staff from hospitals commenting on the proposed 
recommendation.  Most of the responses were in favor of the proposal. There were two 
unfavorable responses.  
 
One response in particular suggested postponing the inclusion of outpatient variables in 
calculating uncompensated care to be built into rates until the data can be studied and the 
complete outpatient data can be used in constructing the variables. This issue among others was 
discussed at length at the meetings of the MHA Financial Technical Issues Task Force.  While it 
was acknowledged that there are inconsistencies across hospitals in reporting the outpatient data, 
the consensus was that its impact on the method for calculating uncompensated care is negligible 
and that the complete outpatient data set is scheduled to be collected effective July 1, 2007. 
 
The letters containing hospitals’ comments are provided in the appendix. 
 
 
Recommendation 
 
The staff recommends that the Commission incorporate the new variables in the calculation of 
prospective levels of uncompensated care for Maryland hospitals.  The method described in the 
“Model” section of this paper would be used to establish the uncompensated care provision for 
Maryland acute care hospitals, effective July 1, 2007. 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

EXHIBIT 
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EXHIBIT 1
Policy Results from the Regression, Revenue Neutrality, and Adjustment for Medicaid Day Limit for FY 2008

Hospid Hospital Name
UCC in Rates

(Without MDL) UCC in Rates
Actual UCC

(Without MDL)
Predicted

UCC

FY '04 - FY '06
UCC

AVERAGE

50/ 50
BLENDED

UCC
AVERAGE

Revenue
Neutrality

Adjustment
Policy
Results

*  New
Medicaid
Day Limit

Add-on

Policy Results
Adjusted for

Medicaid Day
Limit Add-on

210001 Washington County Hospital                   6.15% 6.51% 7.21% 6.78% 6.93% 6.86% 0.17% 7.02% 0.36% 7.38%
210002 Univ. of Maryland Medical System             9.64% 10.53% 10.01% 8.68% 9.39% 9.03% 0.17% 9.20% 0.89% 10.09%
210003 Prince Georges Hospital                      12.79% 14.60% 12.72% 12.36% 13.56% 12.96% 0.17% 13.13% 1.81% 14.94%
210004 Holy Cross Hospital of Silver Spring         5.93% 6.54% 6.38% 7.01% 6.07% 6.54% 0.17% 6.71% 0.61% 7.32%
210005 Frederick Memorial Hospital                  5.47% 5.68% 5.24% 5.60% 5.02% 5.31% 0.17% 5.48% 0.21% 5.69%
210006 Harford Memorial Hospital                    7.75% 7.84% 9.08% 8.15% 9.08% 8.62% 0.17% 8.78% 0.09% 8.87%
210007 St. Josephs Hospital                         3.18% 3.60% 2.20% 2.92% 2.42% 2.67% 0.17% 2.84% 0.42% 3.26%
210008 Mercy Medical Center, Inc.                   8.63% 8.90% 8.44% 7.84% 8.63% 8.23% 0.17% 8.40% 0.27% 8.67%
210009 Johns Hopkins Hospital                       6.77% 7.56% 5.95% 6.63% 5.60% 6.11% 0.17% 6.28% 0.79% 7.07%
210010 Dorchester General Hospital                  8.07% 8.92% 8.63% 8.43% 8.53% 8.48% 0.17% 8.65% 0.85% 9.50%
210011 St. Agnes Hospital                           6.93% 7.55% 6.80% 7.41% 6.79% 7.10% 0.17% 7.27% 0.62% 7.89%
210012 Sinai Hospital                               7.06% 7.47% 8.12% 7.24% 7.59% 7.42% 0.17% 7.58% 0.41% 7.99%
210013 Bon Secours Hospital                         11.87% 13.43% 14.08% 12.98% 12.52% 12.75% 0.17% 12.92% 1.56% 14.48%
210015 Franklin Square Hospital                     7.26% 7.65% 8.23% 7.97% 7.65% 7.81% 0.17% 7.98% 0.39% 8.37%
210016 Washington Adventist Hospital                6.84% 7.39% 7.01% 6.30% 6.80% 6.55% 0.17% 6.71% 0.55% 7.26%
210017 Garrett County Memorial Hospital             6.02% 6.06% 6.76% 7.41% 5.95% 6.68% 0.17% 6.85% 0.04% 6.89%
210018 Montgomery General Hospital                  6.32% 6.82% 7.37% 6.31% 6.39% 6.35% 0.17% 6.51% 0.50% 7.01%
210019 Peninsula Regional Medical Center            5.64% 5.92% 6.30% 5.61% 5.74% 5.68% 0.17% 5.84% 0.28% 6.12%
210022 Suburban Hospital Association,Inc            5.03% 5.29% 4.89% 4.94% 4.36% 4.65% 0.17% 4.82% 0.26% 5.08%
210023 Anne Arundel General Hospital                4.52% 4.73% 4.90% 4.62% 4.45% 4.54% 0.17% 4.70% 0.21% 4.91%
210024 Union Memorial Hospital                      7.04% 7.72% 7.48% 6.47% 7.42% 6.94% 0.17% 7.11% 0.68% 7.79%
210025 The Memorial Hospital                        4.69% 4.78% 4.00% 6.34% 4.06% 5.20% 0.17% 5.36% 0.09% 5.45%
210027 Sacred Heart Hospital                        4.70% 4.96% 4.22% 4.41% 4.06% 4.23% 0.17% 4.40% 0.26% 4.66%
210028 St. Marys Hospital                           6.15% 6.45% 4.89% 7.47% 5.02% 6.25% 0.17% 6.41% 0.30% 6.71%
210029 Johns Hopkins Bayview Med. Center            9.80% 11.34% 9.75% 8.14% 9.88% 9.01% 0.17% 9.18% 1.54% 10.72%
210030 Kent & Queen Annes Hospital                  6.55% 6.59% 8.11% 5.50% 7.99% 6.74% 0.17% 6.91% 0.04% 6.95%
210032 Union Hospital of Cecil County               6.97% 7.70% 8.02% 7.96% 6.85% 7.41% 0.17% 7.58% 0.73% 8.31%
210033 Carroll County General Hospital              5.45% 5.68% 4.24% 5.73% 4.57% 5.15% 0.17% 5.31% 0.23% 5.54%
210034 Harbor Hospital Center                       8.08% 9.06% 9.20% 9.32% 8.72% 9.02% 0.17% 9.18% 0.98% 10.16%
210035 Civista Medical Center                       6.50% 7.37% 5.26% 7.24% 5.61% 6.43% 0.17% 6.59% 0.87% 7.46%
210037 Memorial Hospital at Easton                  6.25% 6.50% 5.28% 6.75% 6.29% 6.52% 0.17% 6.68% 0.25% 6.93%
210038 Maryland General Hospital                    9.12% 11.19% 11.28% 12.12% 9.51% 10.82% 0.17% 10.98% 2.07% 13.05%
210039 Calvert Memorial Hospital                    6.31% 6.53% 5.91% 5.86% 5.81% 5.83% 0.17% 6.00% 0.22% 6.22%
210040 Northwest Hospital Center, Inc.              6.48% 6.78% 8.15% 6.78% 7.28% 7.03% 0.17% 7.20% 0.30% 7.50%
210043 North Arundel General Hospital               6.36% 6.61% 6.84% 6.51% 6.03% 6.27% 0.17% 6.44% 0.25% 6.69%
210044 Greater Baltimore Medical Center             3.34% 3.37% 2.64% 3.76% 2.73% 3.25% 0.17% 3.41% 0.03% 3.44%
210045 McCready Foundation, Inc.                    7.09% 7.32% 6.38% 7.31% 7.59% 7.45% 0.17% 7.62% 0.23% 7.85%
210048 Howard County General Hospital               5.37% 5.75% 5.28% 6.42% 4.99% 5.70% 0.17% 5.87% 0.38% 6.25%
210049 Upper Chesepeake Medical Center              5.95% 5.99% 5.23% 6.42% 5.46% 5.94% 0.17% 6.11% 0.04% 6.15%
210051 Doctors Community Hospital                   7.28% 7.55% 8.54% 7.37% 7.67% 7.52% 0.17% 7.69% 0.27% 7.96%
210054 Southern Maryland Hospital                   6.16% 6.48% 6.36% 6.95% 6.42% 6.69% 0.17% 6.86% 0.32% 7.18%
210055 Laurel Regional Hospital                     9.15% 10.16% 11.13% 9.20% 11.68% 10.44% 0.17% 10.61% 1.01% 11.62%
210056 Good Samaritan Hospital                      6.32% 7.29% 6.39% 6.06% 6.69% 6.38% 0.17% 6.54% 0.97% 7.51%
210057 Shady Grove Adventist Hospital               5.79% 6.15% 6.52% 6.69% 6.26% 6.47% 0.17% 6.64% 0.36% 7.00%

** 210058 James Lawrence Kernan Hospital               7.06% 7.06% 5.50% 0.00% 6.61% 5.50% 0.00% 5.50% 0.00% 5.50%
210060 Fort Washington Medical Center               8.70% 9.06% 8.73% 8.11% 9.22% 8.66% 0.17% 8.83% 0.36% 9.19%
210061 Atlantic General Hospital                    5.37% 5.69% 5.75% 5.82% 5.60% 5.71% 0.17% 5.88% 0.32% 6.20%

STATE-WIDE 6.88% 7.47% 7.01% 6.90% 6.76% 6.85% 0.17% 7.01% 0.60% 7.61%
*     New Medicaid Day Limit Add-on effective July 2006
** James Lawrence Kernan Hospital was excluded in the Regression Analysis



C:\Uncomp\Uncomp07\Exclude Kernan\A Revision of the Uncompensated Care Methodology 6

EXHIBIT 2
Preliminary Results of the UCC Model

for FY 2008

Hospid Hospital Name
UCC Rate for

FY 2008
210001 Washington County Hospital                   7.38%
210002 Univ. of Maryland Medical System             10.09%
210003 Prince Georges Hospital                      14.94%
210004 Holy Cross Hospital of Silver Spring         7.32%
210005 Frederick Memorial Hospital                  5.69%
210006 Harford Memorial Hospital                    8.87%
210007 St. Josephs Hospital                         3.26%
210008 Mercy Medical Center, Inc.                   8.67%
210009 Johns Hopkins Hospital                       7.07%
210010 Dorchester General Hospital                  9.50%
210011 St. Agnes Hospital                           7.89%
210012 Sinai Hospital                               7.99%
210013 Bon Secours Hospital                         14.48%
210015 Franklin Square Hospital                     8.37%
210016 Washington Adventist Hospital                7.26%
210017 Garrett County Memorial Hospital             6.89%
210018 Montgomery General Hospital                  7.01%
210019 Peninsula Regional Medical Center            6.12%
210022 Suburban Hospital Association,Inc            5.08%
210023 Anne Arundel General Hospital                4.91%
210024 Union Memorial Hospital                      7.79%
210025 The Memorial Hospital                        5.45%
210027 Sacred Heart Hospital                        4.66%
210028 St. Marys Hospital                           6.71%
210029 Johns Hopkins Bayview Med. Center            10.72%
210030 Kent & Queen Annes Hospital                  6.95%
210032 Union Hospital of Cecil County               8.31%
210033 Carroll County General Hospital              5.54%
210034 Harbor Hospital Center                       10.16%
210035 Civista Medical Center                       7.46%
210037 Memorial Hospital at Easton                  6.93%
210038 Maryland General Hospital                    13.05%
210039 Calvert Memorial Hospital                    6.22%
210040 Northwest Hospital Center, Inc.              7.50%
210043 North Arundel General Hospital               6.69%
210044 Greater Baltimore Medical Center             3.44%
210045 McCready Foundation, Inc.                    7.85%
210048 Howard County General Hospital               6.25%
210049 Upper Chesepeake Medical Center              6.15%
210051 Doctors Community Hospital                   7.96%
210054 Southern Maryland Hospital                   7.18%
210055 Laurel Regional Hospital                     11.62%
210056 Good Samaritan Hospital                      7.51%
210057 Shady Grove Adventist Hospital               7.00%

*   210058 James Lawrence Kernan Hospital               5.50%
210060 Fort Washington Medical Center               9.19%
210061 Atlantic General Hospital                    6.20%

STATE-WIDE 7.61%
* James Lawrence Kernan Hospital was excluded in the Regression Analysis
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EXHIBIT 3

Statistical Summary of the Data Elements and Regression Results

Proposed Methodology

R-Square 0.6686

 Adjusted R-Square 0.6534

Variables:
Parameter
Estimate

Standard
Error t Value

P-Value
(Pr > |t|)

The proportion of a hospital’s total charges from inpatient 
non-Medicare admissions through the emergency room 0.12345 0.03366 3.67 0.0004

The proportion of a hospital’s total charges from inpatient 
Medicaid, self-pay and charity 0.21833 0.02665 8.19 <0.0001

The proportion of a hospital’s total charges from outpatient 
Medicaid, self-pay, and charity visits to the emergency room 0.42201 0.09804 4.30 <0.0001

The proportion of a hospital’s total charges from outpatient 
services 0.04452 0.02227 2.00 0.0476

Current Methodology

R-Square 0.6065

 Adjusted R-Square 0.5947

Variables:
Parameter
Estimate

Standard
Error t Value

P-Value
(Pr > |t|)

The proportion of a hospital’s days from non-Medicare 
admissions through the emergency room 0.13839 0.02225 6.22 <0.0001

The proportion of a hospital’s days from Medicaid, self-pay,
and charity 0.13852 0.01441 9.61 <0.0001
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EXHIBIT 4
Comparison of the Results of Proposed and Current

Methodologies for FY 2008

Hospid Hospital Name
UCC Rate
(Proposed)

UCC Rate
(Current) Difference

210001 Washington County Hospital                   7.38% 6.75% 0.63%
210002 Univ. of Maryland Medical System             10.09% 10.80% -0.72%
210003 Prince Georges Hospital                      14.94% 14.98% -0.05%
210004 Holy Cross Hospital of Silver Spring         7.32% 6.91% 0.41%
210005 Frederick Memorial Hospital                  5.69% 5.43% 0.25%
210006 Harford Memorial Hospital                    8.87% 8.39% 0.48%
210007 St. Josephs Hospital                         3.26% 3.52% -0.27%
210008 Mercy Medical Center, Inc.                   8.67% 8.92% -0.25%
210009 Johns Hopkins Hospital                       7.07% 7.47% -0.40%
210010 Dorchester General Hospital                  9.50% 8.77% 0.73%
210011 St. Agnes Hospital                           7.89% 7.54% 0.35%
210012 Sinai Hospital                               7.99% 7.67% 0.32%
210013 Bon Secours Hospital                         14.48% 13.99% 0.48%
210015 Franklin Square Hospital                     8.37% 8.11% 0.26%
210016 Washington Adventist Hospital                7.26% 7.48% -0.21%
210017 Garrett County Memorial Hospital             6.89% 6.04% 0.85%
210018 Montgomery General Hospital                  7.01% 7.27% -0.26%
210019 Peninsula Regional Medical Center            6.12% 6.29% -0.17%
210022 Suburban Hospital Association,Inc            5.08% 5.50% -0.42%
210023 Anne Arundel General Hospital                4.91% 4.78% 0.13%
210024 Union Memorial Hospital                      7.79% 8.00% -0.22%
210025 The Memorial Hospital                        5.45% 4.62% 0.84%
210027 Sacred Heart Hospital                        4.66% 4.98% -0.32%
210028 St. Marys Hospital                           6.71% 6.66% 0.05%
210029 Johns Hopkins Bayview Med. Center            10.72% 11.48% -0.76%
210030 Chester River Hospital Center                  6.95% 6.60% 0.35%
210032 Union Hospital of Cecil County               8.31% 7.69% 0.62%
210033 Carroll County General Hospital              5.54% 5.49% 0.05%
210034 Harbor Hospital Center                       10.16% 9.48% 0.69%
210035 Civista Medical Center                       7.46% 7.07% 0.40%
210037 Memorial Hospital at Easton                  6.93% 6.47% 0.46%
210038 Maryland General Hospital                    13.05% 11.96% 1.09%
210039 Calvert Memorial Hospital                    6.22% 6.36% -0.14%
210040 Northwest Hospital Center, Inc.              7.50% 7.19% 0.31%
210043 Baltimore Washington Medical Center            6.69% 6.53% 0.16%
210044 Greater Baltimore Medical Center             3.44% 3.32% 0.13%
210045 McCready Foundation, Inc.                    7.85% 6.73% 1.12%
210048 Howard County General Hospital               6.25% 6.02% 0.24%
210049 Upper Chesepeake Medical Center              6.15% 5.88% 0.27%
210051 Doctors Community Hospital                   7.96% 8.13% -0.17%
210054 Southern Maryland Hospital                   7.18% 6.89% 0.29%
210055 Laurel Regional Hospital                     11.62% 10.66% 0.96%
210056 Good Samaritan Hospital                      7.51% 7.48% 0.03%
210057 Shady Grove Adventist Hospital               7.00% 6.58% 0.42%
210058 James Lawrence Kernan Hospital               5.50% 5.50% 0.00%
210060 Fort Washington Medical Center               9.19% 8.66% 0.53%
210061 Atlantic General Hospital                    6.20% 5.63% 0.57%

STATE-WIDE 7.61% 7.61% 0.00%
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     April 26, 2007 

 

 

 

 
Mr. Robert Murray, Executive Director 
State of Maryland Health Services Cost Review Commission 
4160 Patterson Avenue 
Baltimore, Maryland 21215 
 
Dear Mr. Murray: 
 
This letter is intended to indicate the support of Washington County Hospital Association 
for the proposed revision to the Uncompensated Care Methodology presented at the April 
11, 2007 HSCRC meeting.  The proposed methodology, with the inclusion of outpatient 
statistics, is a superior model to the current methodology and results in a more accurate 
prediction of actual uncompensated care costs.  As indicated in the staff paper, the proposed 
model has a significantly higher R-square than the current model and more accurately 
allocates UCC allowances throughout the state of Maryland.  
 

 

     The key points of this proposal are outlined below: 

 

• The current proposal incorporates the primary component of the original 

Washington County proposal – i.e. an outpatient variable to the regression 

equation for measuring uncompensated care. 

 

• The most significant changes made by the current proposal to the initial 

Washington County proposal is to: 

 

1. Have a common measurement statistic (gross revenue) throughout the 

numerator and denominator of the independent regression variables which is 

to simplify the regression and eliminate the potential for unintended 

consequences by using EIPD’s. 

 

2. Add a second outpatient regression variable that attempts to pick-up outpatient 

uncompensated care not occurring in the emergency department. 

 

• Washington County revised its original proposal at the very end of the MHA 

Financial Technical Issues Task Force process that was evaluating the UCC 



methodology – Washington County’s revised proposal was nearly identical in the 

results it produced, as well as the measurement statistic (i.e. gross revenue) to the 

current proposal. 

 
Washington County Hospital strongly supports the implementation of the proposed 
methodology in SFY 2008.  Thank you for your consideration. 

 

 

 

      
 

C: J.P. Hamill 

 P. Sokolowski, MHA 

 

 

 

 

      

 












