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I Introduction / Background

Chapter 702 (House Bill 1071) of the 2001 Session and Chapter 464 (Senate Bill 481) of
the 2002 Session directed the Department of Health and Mental Hygiene (the
Department) to establish a process to annually set the reimbursement rates for the
Maryland Medical Assistance Program and the Maryland Children’s Health Program in a
manner that ensures participation of providers.

In September 2001, the Department prepared the first annual report in response to
Chapter 702 (House Bill 1071) of the 2001 Session, analyzing the physician fees that are
paid by the Maryland Medicaid and Children’s Health Programs. The Department’s
2001 report showed that Maryland’s Medicaid reimbursement rates in 2001 were, on .
average, about 36 percent of Medicare rates in 2001. The report also included the results
of a survey conducted by the American Academy of Pediatrics in 1998/1999 that showed
that Maryland’s physician reimbursement for a subset of procedures ranked 47th among
all Medicaid programs in the country. Based on the 2001 report, the Governor and the
legislature appropriated $50 million additional total funds ($25 million state funds) for
increasing physician fees in the Medicaid program beginning July 2002. The increase:
was targeted to evaluation and management procedure codes used largely by primary care
and office-based specialty care physicians.

Senate Bill 836 of the 2005 General Assembly session, entitled Maryland Patients’
Access to Quality Health Care Act of 2004 — Implementation and Corrective Provisions,
in an effort to retain health care providers in the State, alleviated the impact of recent
increases in the cost of physicians’ malpractice liability insurance. This bill created the
“Maryland Health Care Provider Rate Stabilization Fund” to subsidize physicians for the
cost of obtaining malpractice insurance. The main revenues of the Fund are from a tax
imposed on managed care organizations (MCOs) and health maintenance organizations.

In addition to subsidizing physicians for the cost of obtaining malpractice liability
insurance, Senate Bill 836 allocated funds to the Medical Assistance program to increase
both fee-for-service physician fees and capitation payments to managed care
organizations to enable these organizations to similarly raise their provider fees. The
legislation allocated $15 million State Funds ($30 million Total Funds) in FY 2006 to be
used by the Department to increase both fee-for-service physician fees and to pay
physicians in managed care organizations’ networks “consistent with fee-for-service
health care provider rates for procedures commonly performed by obstetricians,






