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Analytical Considerations for Measuring
Hospital Financial Performance

How you calculate metrics matter.

* Even though some metrics seem standard, there are several different ways to calculate financial
metrics. It is important to consider what is and is not included in these calculations.

Operating Margin Calculation Median Value for Maine
General Acute Care
pitals 2023

Maine Hospital Association Assumed: (Net Patient Revenue — Operating 12%
Report Expenses)/ Net Patient Revenue °
National Academy for State (Net Patient Revenue — Hospital Operating Costs)/ 1%
Health Policy Net Patient Revenue °
Maine Health Data ((Net Patiel.wt Revenue + Other O!:erating Income)

— Operating Expenses)/ Net Patient Revenue + -2%

Oreanizat
rganization Other Operating Income)



Performance of Maine hospitals
varies based on methodology

Trend in Operating Margins for Maine Peer Group A Hospitals, 2011-2023
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Source: Medicare Cost Reports and Maine Health Data Organization. Report A: 2019-2023 Select Hospital Data Elements and Ratios. https://mhdo.maine.gov/hospital_financials.htm



Addressing the cost shifting myth

Claim:

* Hospitals that serve more Medicare and Medicaid patients must charge private
(commercial) payors higher prices to break even on core operating activities.
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There is no relationship between hospital prices and
share of public payors

Myth

* Hospitals that serve more
Medicare and Medicaid
patients must charge higher
prices to commercial to
payors break even.

Reality

* Maine hospitals have similar
payor mix and relatively
high commercial prices
compared to other New
England nonprofit hospitals.

Source: Medicare Cost Reports and RAND Hospital Price
Transparency 5.0

Relationship between Average Public Payor Mix and Medicare Relative
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A broad body of research finds that cost shifting
is not a driver of increases in commercial prices

* A meta study by the Congressional Budget Office found that a hospital’s share of public
paying patients had little to no impact on their commercial prices.

» Studies have found that when public payor rates decrease, commercial payor rates also
decrease — the opposite of what would be expected under cost shifting.

* Research has found that hospitals with greater shares of government paying patients
are more cost efficient, suggesting that hospitals have the capacity to curb expenses and attain
financial stability on government reimbursement rates.

* Multiple studies have found that hospital market power is the strongest predictor of commercial
prices among hospitals.

Sources: Congressional Budget Office. (2022). The Prices that Commercial Insurers and Medicare Pay for Hospitals’ and Physicians’ Services. https://www.cbo.gov/system/files/2022-01/57422-medical-prices.pdf;

Medicare Payment Advisory Commission. Report to the Congress: Medicare Payment Policy, Chapter 15: Congressional request on health care provider consolidation. March 2020, 468-469, 497-499 (Appendix |5-A).
White, C. (2013). Contrary to cost-shift theory, lower Medicare hospital payment rates for inpatient care lead to lower private payment rates. Health Affairs, 32(5), 935-943.; Suhui (Evelyn) Li, David Jones, Eugene Rich,
Aimee Lansdale, How do hospitals exert market power? Evidence from health systems and commercial health plan prices, Health Affairs Scholar, Volume 3, Issue |, January 2025,

qxael 79, https://doi.org/10.1093/haschl/gxae|79: Blavin, F., Kane, N., Berenson, R., Blanchfield, B., & Zuckerman, S. (2023, February). Association of Commercial-to-Medicare relative prices with health system financial
performance. In JAMA Health Forum (Vol. 4, No. 2, pp. €225444-e225444). American Medical Association.; Stensland, J., Gaumer, Z. R., & Miller, M. E. (2010). Private-payer profits can induce negative Medicare 20
margins. Health Affairs, 29(5), 1045-1051.
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Regulation of Hospital Prices in Other States

Recognizing the role that prices paid for health care services contribute
to both household health spending and system-wide spending, states
are increasingly implementing programs to exert direct or indirect
downward pressure on provider prices, such as:

Reference-
Hospital based pricing Price caps in

price growth in state public
caps employee option plans
programs
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Price Growth Caps

A price growth cap limits how much provider payments can grow
each year; the cap can be linked to an economic indicator such as

Consumer Price Index (CPI), gross state product (GSP) growth, or to
Medicare growth indices.

Measured at the service level or an aggregate level.

Applied to all hospitals, or to certain classes of hospitals where price
growth has been problematic.

* Could vary based on relative baseline prices.

State examples: Rhode Island and Delaware
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Price Growth Caps State Example: Rhode
Island

Since 2010, Rhode Island has utilized “Affordability Standards” in insurance rate
review, which includes a limit on the average annual payment increases for
hospital inpatient and outpatient services in insurer contracts.

* The current price growth cap is the Consumer Price Index (CPI) + [%.

The State enforces the price growth cap through the rate review process and
market conduct examinations.While this technically limits enforcement to the
state-regulated insurance market, Rhode Island insurers generally negotiate rates
across product lines, so regulators believe the growth caps have also had some
more limited impact on costs in the self-insured employer market.
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Evidence of Success from Rhode Island

A 2025 study published in Health Affairs found that the Affordability Standards resulted
in an average of $87.7M in annual savings

* $64M of this accrued to employers, while $23.7M accrued to consumers in the
form of premium and out-of-pocket cost savings.

* By 2022, the authors found that hospital price reductions translated into annual
savings of $1,000 per member in fully-insured plans.

An earlier evaluation found that the Affordability Standards were associated with a

5.8% decrease in total per capita health care spending among the commercially insured
population.

Sources: Ryan AM,Whaley CM, Fuse Brown EC, Radhakrishnan N, and Murray RC. Rhode Island’s Affordability Standards Led To Hospital Price Reductions And Lower

Insurance Premiums. Health Affairs 2025 44:5, 597-605. Baum A, Song Z, Landon BE, Phillips RS, Bitton A, and Basu S. Health Care Spending Slowed After Rhode Island Applied 75
Affordability Standards To Commercial Insurers. Health Affairs. 2019;38(2):237—45



https://www.healthaffairs.org/doi/full/10.1377/hlthaff.2024.01146
https://www.healthaffairs.org/doi/full/10.1377/hlthaff.2024.01146
https://www.healthaffairs.org/doi/10.1377/hlthaff.2018.05164
https://www.healthaffairs.org/doi/10.1377/hlthaff.2018.05164

Evidence of Success from Rhode Island

While hospital revenue
and costs in
Massachusetts and Rhode
Island were similar in
2011, revenue grew
significantly more slowly
in Rl following the
implementation of the
hospital price growth cap.

Importantly, as growth of
prices was limited in
Rhode Island, growth of
patient care costs also
slowed.
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Exhibit 3.1. Growth in hospital prices and costs per capita in Rhode Island and Massachusetts, 2011-2019
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Source: Massachusetts Health Policy Commission, 2023 Annual Health Care Cost Trends Report and Policy Recommendations, September 2023.
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https://masshpc.gov/sites/default/files/2023%20Cost%20Trends%20Report.pdf

Reference-based Pricing in State Employee
Health Plans

Under reference-based pricing strategies, hospital payments are capped at a certain level,
typically at a percentage of Medicare rates, for both inpatient and outpatient services. Price caps
can be implemented on a service level, or at an aggregate level.

State Examples

* Oregon’s state employee health plan pays no more than 200% of Medicare prices for in-
network hospital services,and 185% of Medicare prices for out-of-network services. Some
small and/or rural hospitals were exempted from the program.

* Washington recently passed legislation limiting how much Public Employees Benefits Board
(PEBB) and School Employees Benefits Board (SEBB) plans pay for hospital inpatient and
outpatient services to no more than 200% of the Medicare rate.The law also sets minimum
payment levels for primary care and behavioral health services at 150% of Medicare.
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Evidence of Success in Oregon

1 Figure. Reduction in outpatient facility prices following introduction of the Oregon State
A 2024 eval Ua.tlon Employee Plan Hospital Payment Cap, 2014-2021

found that the price
caps generated over
$100 million in
savings over the
first two years of
implementation,
driven mostly by
reduced outpatient
prices.
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Source: Roslyn C. Murray, Hospital Payments Caps Impact on Prices and Spending Lessons from the Oregon State Employee Plan, Testimony g
Submitted to the House Appropriations Committee of the Washington State Legislature, January 28, 2025.



https://cahpr.sph.brown.edu/sites/default/files/documents/Murray_Hospital%20Payment%20Caps%20(WA).pdf

Evidence of Success in Oregon

The same evaluation found that there were no negative impacts on:

* Access to care for employees — none of the 24 hospitals participating in the plan
exited its network

* Hospital finances, operations, or patient experience of care

* Cost-shifting to other commercial insurers

The Oregon state employee health plan covers roughly 13% of the commercially
covered population in Oregon.

Source: Murray RC, Brown ZY, Miller S, Norton EC, Ryan AM. Hospital Facility Prices Declined as a Result of Oregon’s Hospital Payment Cap. Health Affairs. 2024;43(3):424-32. 29



https://doi.org/10.1377/hlthaff.2023.01021

Price Caps in Public Option Plans

State-based public option plans are a strategy that states are increasingly turning
towards to contain health care costs — particularly by putting downward pressure on
health care prices and carriers’ administrative costs. The two operational public option
plans in the country also include some form of price caps to contain costs for members.

State Examples

o Washington’s public option plan includes a hospital price cap of 160% of Medicare for larger
non-rural hospitals, a primary care rate floor at 135% of Medicare, and floor of 101% of Medicare
rate floor for rural CAHs and sole community hospitals.

o Carriers offering a public option plan in Colorado must meet premium rate reduction targets
statewide. If they fail to do so, the Department of Insurance is authorized to set hospital and
provider rates at no less than 165% and 135% of Medicare rates, respectively.
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Evidence of Success in Colorado and
Washington

Implementation of these public option plans has taken time, and enrollment in the plans
has grown over time since they were initially introduced.

* As of plan year 2025,Washington’s Cascade Select plans are available in all 39
counties of the state, and have the lowest premiums among Silver plans in 26
counties. 30% of Marketplace enroliment is now in Cascade Select plans.

* In Colorado, nearly half of Marketplace consumers are enrolled in a Colorado
Option plan, and a recent analysis found that the Colorado Option was associated
with $100 in monthly savings in premiums for the lowest- and second-lowest-cost
Silver plans in Colorado relative to comparison states.

Sources: Washington Health Benefit Exchange, Cascade Select will be available across VWashington in 2025, October 15,2024. Roslyn Murray and Christopher M.Whaley,“Can
Public Option Plans Improve Affordability? Insight from Colorado,” Health Affairs, January 15,2024, 3]



https://www.wahbexchange.org/cascade-select-will-be-available-across-washington-in-2025/
https://www.healthaffairs.org/content/forefront/can-public-option-plans-improve-health-care-affordability-insights-colorado-part-2
https://www.healthaffairs.org/content/forefront/can-public-option-plans-improve-health-care-affordability-insights-colorado-part-2

New Models Passed in 2025

Indiana — requires non-profit hospitals to move prices closer toward
the state average, with a focus on the largest hospital systems in the
state. If hospitals are unable to comply by 2029 the state may revoke
the hospital’s nonprofit status.

Vermont — while the Green Mountain Care Board has had authority
to review and approve hospital budgets since 2013, new legislation
this year requires the Board to establish reference-based caps on
hospital prices by 2027.
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Recommended
Policy Action




Considerations for Policy Development

Ability to implement policy without reliance on federal government
collaboration

Reach of the policy to the maximum number of people possible
Prioritizing cost relief for consumers

Balancing cost relief with investments to improve access
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IRecommended Policy Framework

Set Reasonable Limits on Reduce health care costs
Commercial Hospital for families and businesses
Facility Prices

Invest in higher payments
for primary and behavioral
health care

* Cap outlier high prices Use Savings To:
for hospital services

Reform prior
authorization to lessen
admin burden on providers

* Establish a cap on the
growth of hospital prices
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Price and Price Growth Caps — Next Steps

Establishing the basis of a benchmark

* Recommend using Medicare prices as a benchmark. Rates are developed
through a rigorous and transparent process, and made available through public
data files.

Establishing caps

* Considering current payment rates, what is a reasonable cap on prices as a
percent of the benchmark.

Considering the scope of the cap, and exemptions

* Other states have generally included exemptions for small and rural hospitals.

* Maine could also include an exemption for financial performance, in light of
stability concerns.
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Increasing Investment in Primary Care and
Behavioral Health Care — Next Steps

* Evaluating mechanisms for increased investment
* Proposed concept:institute price floors for these services which insurers would
have to comply with in order to benefit from price caps.
* Defining the scope of primary care and behavioral health care services for increased
investment
* E.g. Evaluation and Management codes when services are provided by specific
provider types.
* Establishing benchmark levels
* Current price levels will be analyzed to understand baseline.
*  Weigh the prioritization of increased investment with delivering savings to
consumers
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Incorporating Changes to Prior Authorization
— Next Steps

Proposed starting point would be to require self-insured plans to comply with the
limitations on prior authorization which currently apply to the fully-insured market,

as a condition of benefitting from price caps. These current limitations include:

* A request by a provider for PA must be answered by a carrier within 72 hours or 2 business days,
whichever is less

*  Prohibition on retrospective denials coverage or payment for the originally approved service (with
exception for fraud or materially incorrect information)

*  Requirement that appeals be reviewed by a clinical peer who was not involved in the initial decision

Also soliciting input from Advisory Council members and others about changes that
could reduce the use of prior authorization in the case of services that are generally
approved, or other opportunitiess to reduce inefficient PA processes.
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Eight out of ten surveyed Mainers are in favor of allowing the
state government to set limits on hospital prices

Support for Allowing the Government to Set Limits on Hospital Prices

Stronglx; Oppose TOTAL SUPPORTING:
4% 79%

/Somewhat
Oppose
12%

Strongly
Support
42%

Somewhat Support

37%

Would you support or oppose allowing the government to set limits on hospital prices to prevent excessive costs for consumers?
39

Digital Research Inc, Perceptions of Health Care Costs and Policy Solutions in Maine, April 2025



https://unitedstatesofcare.org/wp-content/uploads/2025/11/Views-Towards-Health-Care-Costs-and-Policy-Solutions-in-Maine-October-2025.pdf
https://unitedstatesofcare.org/wp-content/uploads/2025/11/Views-Towards-Health-Care-Costs-and-Policy-Solutions-in-Maine-October-2025.pdf

Almost all surveyed Mainers — nine out of ten overall — support letting the state government
limit hospital prices, regardless of whether the savings are invested in improved access to
primary care or mental health care or are used to lower health insurance premiums.

Support for Limiting Hospital Prices in Order to Support Specified Outcomes

Support for Limiting Hospital Charges in Exchange for Ensuring Better

o,
Access to Primary Care Services 92%

Support for Limiting Hospital Charges in Exchange for Ensuring Better

0,
Access to Mental Health Care 89%

Support for Limiting Hospital Charges in Exchange for Lowering

. 90%
Insurance Premiums

H Strongly Support i Somewhat Support

To what extent would you support or oppose a proposal that allowed the state government to limit the prices hospitals can charge for services, if the savings were invested in...

Digital Research Inc, Perceptions of Health Care Costs and Policy Solutions in Maine, April 2025



https://unitedstatesofcare.org/wp-content/uploads/2025/11/Views-Towards-Health-Care-Costs-and-Policy-Solutions-in-Maine-October-2025.pdf
https://unitedstatesofcare.org/wp-content/uploads/2025/11/Views-Towards-Health-Care-Costs-and-Policy-Solutions-in-Maine-October-2025.pdf



https://urldefense.com/v3/__http:/www.northernlighthealth.org__;!!IZ3lH8c!w-bpbvaPsc7LSElDVJkXQbWvAK2DpkczsZDxgWdv1RTACUZ5tZ88uF9iQqlhSaDqTNRLKHRSMcMzy24hJmcqinGHbA$
https://www.anthem.com/









https://www.maine.gov/future/sites/maine.gov.future/files/2025-10/_AI%20Report_DIGITAL.pdf






https://www.maine.gov/pfr/insurance/node/1023
https://legislature.maine.gov/billtracker/#Paper/HP0485?legislature=131
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Department of Health and Human Services regarding claim and prior authorization denials under the
federal Affordable Care Act” is unclear because we receive no information fitting this description.

Office Location: 76 Northern Avenue, Gardiner, Maine 04345
Mailing Address: 34 State House Station, Augusta, Maine 04333
www.maine.gov/pfr/insurance

Phone: (207) 624-8475 TTY: Please Call Maine Relay 711 Consumer Assistance: 1-800-300-5000 Fax: (207) 624-8599
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