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Mr. Billy Millwee
Associate Commissioner for Medicaid & CHIP

Health and Human Services Commission
Post Office Box 13247

Austin, Texas 78711

C  1 

RE: T'N 11-40

Dear Mr. Millwee:

We have reviewed the proposed amendment to Attachment 4.19-A of your Medicaid State plan
submitted under transmittal number ('I'N) 11-40. T'he proposed amendment implements an 8%
rate reduction, modifies the calculation of the standazd dollaz aznount (SDA), and reduces the
percent used in the computation of outlier payments for inpatient hospital services reimbursed
under the diagnosis related group (DRG) prospective payment system. Additionally, the
proposed amendment updates the inpatient reimbursement methodology for hospitals in counties
with 50,000 or fewer persons and certain other hospitals to a cost-based rennbursement
methodology described in the Taac Equity and Fiscal Responsibility Act of 1982 (TEFRA).

We conducted our review of your submittal according to the statutory requirements at sections
1902(ax2), 1902(a)(l3), 1902(a)(30), 1903(a), and 1923 of the Social Security Act and the
implemenring Federal regularions at 42 CFR 447 Subpart C. As part of the review process the
State was asked to provide information regarding funding of the State share of expenditures
under Attachment 4.19-A. Based upon your assurances, Medicaid State plan amendment 11-40
is approved effective September 1, 2011. We aze enclosing the HCFA-179 and the amended plan
pages.

If you have any questions, please call Sandra Dasheiff, CPA at (214) 767-6490.

Sincerely,

Cindy Mann
Director

Center for Medicaid and CHIP Services
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State of Texas
Attachment 4.19-A

Page ta

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES — INPATIENT
HOSPITAL SEFt1fICE8

a) Application ad gereral reimbursement method.

1) Covered inpatient hospital services are reimbursed in accordance with tlie Texas-
based Diagnos Relaisd Group (DRG) prospecUve payment system methodology,
unless othervvise described in the exceptions in (b).

2) The prospedive peyment system deacribed in this sectfon applies to inpatient
hospital payments effective September 1, 201i.

3) HHSC caulates reimbursemer8 for a covered inpatient hospital service, determined
i (h), by mulGplying the hospital's final standerd dollar amouM (SDA), detertnlned in
fl, by the relaUve weight for the approprfate diagnosis-related group, determined in
9)•

b) ExcepUons. The prospective payment system described in this secHon does not apply to
the foUowing types of hospita6 for covered inpatient hospital services:

1) Intate and outof-state children's hospitels. In-stece and outof-state children's
hospltals are reimbursed using the mettiodology described in (k}(I).

2) State-owned teaching hapitels. A state-owned teaching hospttal is relmbursed in
accordance with the Tan Equity and Fscal Responsibflity Act of 1982 (TEFRA)
principles using the methodology described in (m).

3) Freestanding psychiatric taspitais. A freestanding psychiaMc hospital is reimbursed
under ttie methodobgy described in (y).

4) HospRals in counUes with ,000 or fewer persons and certain other hospitals. A
hospital in aunty with 50,000 or fewer persons based on fhe 2000 decennial
census and certain other hospitals are reimbursed under the methodobgy described
in (j).

TN:  1 IO Approval Date: DEC Y 1 ZO" Effxtive Date: O 9' OI - I

Supersedes TTt: f0 - .9



State of Texas
Attechment 4.18-A

Page 2

METHODS AND STANDARD8 POR ESTABLI8HING PAYMENT RATES - INPATIENT

HOSPRAL SERWCES (corMlnusd)

c) Deflnitions. When used in this section, the following words and terms will have the
toilowing meanings, unless the context clearly UxJicatas otherwise.

1) AdJudicated -Tha approval or denial of an inpaBt hospilel daim by HHSC.

2) Add-on - An amount fhet is added to the base SDA to reflect high-cost funcHons and
senrices or regbnal cost dlfferences.

3) Base standard dollar amount (base SDA) -A standardizad payment amount
calculated by HHSC, es described in (d), for the cbsts incurred by prospectively-paid
hospitals in Tes far fumishing covered inpatient hospitsl services.

4) Base year - For the purpose of this sectbn, the base year is federal flscal year 2008
october 1, 2007 to September 30, 2008).

5) Base year claims - Ali Medicaid tradiqonal fee-for-service (FFS} and Primary Care
Ce Msnagement (PCCM) inpatlent hospitai elaims for reimbursemenc filed by a
hospilal that: ,
A) Had a date of admissbn occurring within the bese year;
B) Were adJudicated and approved for paymern duing the base year and the six-

month grace period that immedlately folbwed the 6ase year, except fw such
Galms that had zero inpeUent days;

C} Were not daims for patlents who are covered by Medicare;
D) Were not Medicsid spend-dow daims;
E) Were not Gaims assodated with mlBtary hospltals, outof-sffite hospitals, and

Imspitais described in (b).

6) Base year cost per ciaim - The cost for a base year claim thet would have been paid
to a hospital if HHSC reimbursed the hospital under methods and procedres used In
the Tax Equity and Fiscal Responsibilfty Act of 1982 (TEFRA), without the
applicatlon of the TEFRA terget cep.

7) Cost-of-Living Index - An ad)usiment applied to the 6ase SDA and add-on amounts
based on the market basket index in effect in April 2009 to axount for changes in
cost of Ilving.

8) Cost outlier payment adjustmerrt - A payment adjustment for a claim with
extraordinarily hfgh costs.

T'N: Approval Date: DEC  1 Effec6ve Date: O q OI' 1 

supa riv: I o - 9



State of Texas
Attachment4.13A

Page 3

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES — INPATIENT
HOSPITAL SERVICES (contlnued)

c) Definidons (continued).

9) Cost outlier threshold — One fador used in detertnining the cst outlier payment
adJustment.

10) Day outlier threstald — One factor used tn detertnining the dey outlier payment
adJustrnent.

11) Dey ouUier payment adjustment —A payment adjustment for a daim with an
extended leng of stay.

12) Diagnosis-related group (DRG) —The classification of inedical diagnoses as defined
in the Medicere DRG syetem or as atherwise specified by HHSC.

13) Final settlement — Reconaliation of cost in ihe Medicare/Medicaid hospital flscal year
end cosf report pertormed by HHSC within six monlhs aftet HHSC receives the cost
report audited by a Medicare intermediary, or i the case of children's hospRals,
audited by HHSC.

14) Flnal standard dollar amount (final SDA) — The rate assigned to a hospital after
HHSC appltes the add-wsand other adjustrnents described in this sedlon.

15) Full-cost SDA — The sum of a hospital's base year costs per daim divided by the sum
of the hospital's relative weights.

i6) Gaographic wage addon —An adJustment to a hospital's base SDA to reflect
geographical differences In frospita4wage levels. Hospfl geographicah areas'
wrrespond to the Core-Based Statistical Areas (CBSAs) established by the federel
Office of Management and 8udget in 2003.

17) HiiSC — The Texas Health and Human Services Commission or its desfgnee.

18) Impact file — The inpatient prospective payment system (IPPS) finel rule impact file
that containe data elements by provider used by fhe Centers for Medicare and
Medicaid Services (CMS) in calculating the federal fiscal year 2011 Medicare rates
and impacts. The impact flle is publiGy available on the GhAS website.

19) In-state children's hospital —A hospital located withln Texas that is recognized by
Medfcare as a children's hospital and is exempted by Medieare from the Medicare
prospactive payment system.

TN: I I' Y Approval Date:   Effxuve Date: O9 • O 1' I I

Supersedes TN: IO'( 9 



Ste dTexas
Attachment 4.1S-A

Page 4

METHODS ANO STANDARDS FOR ESTABLISHING PAYMENT RATES — INPATIENT
HOSPITAL 8ERVICES (caMfeuad)

c) Definfons(continued).

20) Inbarim paymeM — M infHal peymerrt made to a Froap'itel that is later seriled to
MedlcaklallowaWe costs, tor hoapiTals reimbursed under methods and procedures in
1he Tax Equlty and Flscal ResponsibNity Act of 1982 (TEFRA).

21) Interim rate — The ratio of Medicaid allowed inpatlent costs to Medicaid albwed
inpatient cherges filed on a hospital's MedlcareThAedlcaid cost report, eressed as a
perceMege. The interim rate establkhed durkig a cost report seldement for a DRG
reimbursed hospital reimbursed under tlls sectlon excludes the application af
TEFRA target caps and ihe resuidng incentive and penalty payments for a hospifal's
flscal years ending on or after October 1, 2007.

22) Market Bssket Index— Tha Centers for Medicare and Medicaid Services (CMS)
proJectbn of the annual percentage increase in hospitel inpatient operatlng cosfs, ea
defined in 42 CFR §413.40.

23) Mean length of atay (MLOS) — One factor used in determining the payment amount
calculated for each diagrasis releted group; for ead diagnosis related graip, the
average number of days that a patient stays in ihe hospital.

24) Medical educabon edd-on — M adjuetrnt W the base SDA for atching hoapitel
to refled higher patient cere cosls relative to non-teaching hospiials.

25) Military hospital — A hospital operated by the artned foroes of tha Uni6ed States.

26} Out-of-state chikJren's hospitai — A hospital brated outsfde of Texas that is
recognized by Medicare as a children's hospital and is exempted by Medicare from
the Medicare prospective peyment system.

27) Rebasing — Calculadon of the TEFRA cost for base year dalms fa each Medicaid
inpatient hospital. The TEFRA cosGs for base year ctaims will be used to recakulate
HSDAs, PDSDAs, and DRG statlstics (relative weight, mean length of stay, and day
outlier threshold) using the methods described in this section.

28) Relative weight — The weighting factor HHSC assigns to a diagnosis related group
representing the time and resources associated with providing services for that
diagnosis related group.

rcv: f I — 5/0 ApprovalDate: 1P. ,  EffectiveDate: Oq-OI

Supersedes TN: f0 9



Stete ofTes
Attectxnent4.19-A

Page 5

METHOD8 AND STANDARDS FOR ESTABLISHING PAYMENT RATES — INPATIENT

HOSPITAL SERVICES (eontinued)

c) DeeMtbns (contlnuedj.

29) Stete-owned teaching hospffal —The following hospitels: UnhrersRy of Texas Medfcai
Branch (UTMB); Universiry of Texes Health Center Tyler, and M.D. Anderson
Hospital.

30) Teachirg hospftal — A hospkal for which CMS has calculated and assigned a
percentage Medicare educatlon adjuatrnent tactor under 42 CFR §412.105.

31) TEFRA target cap — A limk set under the Soclal Sewrity Act §1886(b) (42 U.S.C.
1395ww(b)) and applied to the cost aettlement for a hospital reimbursed under
methods and procedures in the Tex Equiry and Flscal Responsibility Act of 1982
TEFRA). TEFRA target cap Is noi applied to patients urxier ege 21, and fncermve
and penalry paymeirts assodated wilh thia limi[ ere not applicable to paUents under
age 21.

32) Tentative settlemerrt — Reconciltion of cost in the MedicarelMedicaid hospitai Bscal
year-end cost report pertormed by HHSC within six months after HHSC receives an
acceptable cost report flled by a hospifsl.

33) Texes provider identifler — A unique number essigrred to a proNder of Medicaid
services in Texas.

34} Trauma add-on — M adjustment to the base SDA for a trauma hospital to reflect the
higher costs of obtaining and mainteining a irauma facility designation, as well as the
direct costs of provldirg trauma services, relative to nartrauma Fwspitals or to
Fwspitals with lower trauma faciliry designations.

35) Treuma hospital — An inpatiern hospital that meets the Texas Depar4nerd of State
Heaph Services criteria for a Levei I, II, 111, or IV treuma fadlity designatlon.

38} Universal mean — Average base year cost per ciaim for all hospitals.

d) Base standard dollar amount (SDA) calculaUons. HHSC will use the methodologies
described in this subsechYon ro detertnirre a statewide base SDA.

1) HHSC calculates the universal mean as follows:

A} Use the base year cost per Gaim for each hospital.

Trr: ( 1 Yo Approval Date: C S 1 2Df Effective Date: D- O( 

suaes Trr: 10 - 9



Sta of Tex

AttechmeM 4.1&A

Page 8

METIiODB AND STANDARDS FOR ESTABLISHINO PAYMENT RATES — INPATIENT
HOSPITAL SERVICES (eontlnued)

d) Base standard doller amount (SDA) calculations (contlnued

B) Sum the doilar amount for ell hospitels' base year oosGa per claim.

C) Divide Uie resutt In (d)(7 J(B) by the totel number of base year claims to
derive the universal mean.

2) From the emount determined in (dx1 8), HHSC sets aside an amount to recgnize
high-cost hospifal functions and services and regional wage differences. In
determining tfie amourrt to set aside, HHSC considers factos indudug other funding
available to reimburse highcost hospital functlons end services, availaWe dats
sources, historical casts, Medk:are Exectices, and feedbadc from hospihal industry
experts.

A) The costs remaining eft HHSC sets aside the artrount for high-cost
hospital funcdons and services will be used W determine the base SDA, as
described in (dX3) and (dx4}.

B) The costs HHSC sets aside will determine the funds evailable for distribution
to hospifsls that are eiigible for one or more add-ons as described in (e).

3) HHSC divldes the amount in (dx2xA) by the totai numb of base year ciaime.

4) HHSC multlplies the amouM calculated in (dK3) by the cost-of-living index to demre
the' base SDA.

e) Add-ons.

7 ) A hospital may receive increases to the base SDA for any of the foltowing:

A) Geogrephic wage add-on, as described in (ex3).

B) Medical educaHon add-on, as described in (e)(4).

C) Trauma add-o, as described in (ex5).

2) Ii a hospital becomes eligible for one or more add-ons during fiscal year 2012, the
hospital wffl not receive an irxxessed base SDA. A hosptal may become eligible for
addon adjuslments in subsequeM fiscal years.

rx: 1 -5/0 A,, Da«: DEC s i 2on Effcctive Date: O9-0 l  

Supersedes TN:  0 9



Sfate of Texas
Attadtmerd 4.46A

Page 7

METHODS AND STANDAROS FOR ESTABLISHiNG PAYMENT RATE5 — INPATIENT
HO5PITAL SERVICES (eonUnwd)

e) Add-ons (continued).

3) Geagraphic wage add-on.

A) Wage index. To determine a hospital's geographic wage add-on, HHSC first
calculates a wage index for Texas as folbws:
i) HHSC identfies the Medicare wage index factor for each Core Based

StaGstical Area (CBSA) in Texas.

ii} HHSC idenfrfies the lowest Medicare wage index factor in Texas.

iii) HHSC divides the Medicare wage indeac factor for each CBSA by the
lowest Medicare wage index factor identified in (ex3xA)(ii).

iv) HHSC uses the result of the calculatiors in (eH3)(Axiii) to calculate
each CBSA's add-on amount described in (e)(3XC).

B) County assignment. HHSC wifl initially assign a hospital to a CBSA based
on the county in which the hospital is located. A hospital that has been
approved for geographic reclassication under Medicare may request that
HHSC reoognize its Medicare CBSA reciasscaGon.

C) Add-on amount.
i) HHSC calculates 62 percent of tha base SDA to derive the labor-

related portion of that rate, consistent with fhe Medicare labw-related
percentage.

ii) To detertnina the geographic wage addon amount for each CBSA,
HHSC multlpUes the wage index factor detertnined in {ex3xAHiv) for
that CBSA by the percentage labor share of the base SDA calculated
in (i).

4) Medical education add-on.

A) Eligibility. A teaahing hospRal is eNgible for Ue medical education add-on.
Each hospital is required to confirm that HHSC's determination aF the
hospitai's eligibility and Medicere education adjusUnent fador for the add-
on is correct.

TN:  I y  Approval Date: Effeccive Date: O 9- oI- I

supersedes 7'N: 0 - (D9



tBIA Of T8XB9
Aitachment 4.16-A

Page 8

ME7110DS AND STANDARDS FOR ESTABLISHINO PAYMENT RATES - INPAitENT
H08PITAL SERVICES (coritlnued) •

e) Add-ons(contlnued).

B) Add-w amount HHSC mulUplies the base SDA by the hospitel's Medicare
educe8on adJustment fecbor to determine the hoapttaMs medical edueation
add-on emaunt.

5) Trauma addon.

A) Eliglbllity.

i) To be ellgible for the frauma add-on, a hospitai must be designaied as
a trauma hospiTel by tlie Texas Department of State Health Services
and be eligible to reive en albca8on from the traume facilities and
emergency medical services accour.

pI) HHSC initllly uses tf trauma level designation associeted with the
physical address of a hospital's Texas Provider ldantifler (TPI). A
hospHel may requeat that HHSC use a higher trauma level
designation assoclated with a physical address other than tlie
hospital's TPI address.

B) Addon amount. To determine the trauma add-on amount, HHSC multlplies
the base SQA:

i) 6y 12.8 percent fw hospitals with Level 1 trauma designation;

ii) by 8.2 percent for hospitals wiih Level 2 trauma designadon;

iii) by 1.4 percent for hospitals with Level 3 trauma designation; or

iv) by 0.9 percant for hospitals with Level 4 Uaume designation.

f} Final SDA.

1) HHSC caulates a hospitai's final SDA as follows:

A) Add ali add-on amounts for which the hospital is eligible to the base SDA.

B) Multiply the SDA detertnined for each haspital in ((1xA) by 55.97 peroent.

yo , p DEC 31 2011
Effectire Date: D Q O l'! I

SupersedesTlv: lO-lo9



Stste ofTexas

AGachment 4.19A

Page Sa

METHODS AND 8TANDAR3FOR ESTABLISHING PAYMENT RATES - INPATIENT
HOSPITAL SERVICES (contlna

fl Flnel SDA (cordinued).

2) A hospital is assigned Cre SDA derived in (fx1 KB) as its flnal SDA, except that:

A} such SDA will be reduced to the full-cost hospital SDA, if it exceeds the
amount of the tulkst hospHsl SDA; or

B) such SOA may be increesed as descihed In (f)(3).

3) Adjustrnent to mitigate hospitels for disproportionate bsses. A hospttal may be
eligible for an increase to the SDA detertnined in (f)(1 x6) based on die foilowing
methodology:

A) HHSC klenilfs the SDA the hospital was assigned folbwing the most
recent retsing and for which the hospitel received notificetion and an
apportunfty to request reriew. HHSC then justed as folbws:

i) multiplied such SDA by 62.32 percenh,

pi) multlplied the resutt of ((3xAxi) by the hospital's total relative weights
used in the most recet rebaeing;

ili) divided the resWtM((3xAxB) by the hospital's total relative weights
that were recalculated excluding the claims asaociated wHh hospitals
described in (bx4);

iv) muWplied the resutt of (fx3xAXlif) by 98 percent;

v} muRiplied the resutt of ((3xAxiv) by 87 percsnt.

B) HHSC compares the SDA calculated in (f}(1 xB) to the SDA calculated in
fl(sXAXv)•

f) If the SDA cakuleted in (fKi KB) is less than the SDA calculated in
f)(3xAxv), the hospifal is assigned an SDA equal tn the SDA
calclated in (f)(3xAXv}.

ii} The SDA calculated in clause (3x8xi) wfif be reduced to the highest
individual hospital SDA computed in (e), if it exceeds that amourrt.

Trr:  (- ya Approval Date: DEC  1 ZDI1 Effxrive Date: O RO- i i

SupersedesTN: O'(DQ



State of Texes
Attachment 4.19-A

Page 8b

METHODS AND STANDARDS FOR ESTABUSHING PAYMENT RATES - INPATIENT
HOSPITAL SERVICES (eoMMued)

Final SDA (contlnd).

4) For milifery and out-of-state hospltals, the flnal SDA is fhe bese SDA mulUplied by
the percantage detertnined in (fx1xB).

5) For hospitals other than thoae idenHfied in (fx4) for which HHSC hes no beae year
claim data, the final SDA is e base SDA plus any addons for which the hospital is
eligible, muRipNed by the percerdage detertnined in (fx1)(B).

6) hAerged hospitsls.

A) When two or more Medicaid partiGpatlng twspitals merge to become one
parhidpating ovider and the participaUng provider is recognized by
Medicere, the particlpaUng proWder must submR written notificallon to
verifying the merger stedis wkh Medlcare.

B) When each oi the merging hospitals was reimbursed under this eecnon
before the merger, HHSC will essign to the merged endty ihe finel SDA
assigned W the hospitel essociated wilh the surviving Texas Provider
Identifler (TPI) end wiM reprocess all Gaims for ihe merged entlry badc to
the date aF the merger.

C) When one or more of the merging hospitsls aras reimbursed under a
different reimbursement methodology before the merger, the
reimbursement mathodology of the surviving TPI will determine which
reimburaement methodology tha merged entfiy wfll be reimburaed under.

D) HHSC will not receulate ihe final SDA of a hospital acquired in an
acquisition or buyout unless the acquisition or buyout resulted in the
purchased or acquired hospital becoming part of another Medicald
partiGpatlng provider. HHSC will conUnue to reimburse the acquired
hospifal based on the final SDA assigned before ttie acquisiUon w buyaut

nv: II - 'la ApprovalDate: DEC  ZA EffectiveDate: Oq'o1 `/ 1

3upersedesT'N: r0-(aQ



State of Texas
Attachment4.18-A

Page 8c

METHOD8 AND STAkDARDS FOR EStABUSfNMNG PAYMENT RATE8 -1NPATIENT
H03PITAL SERS (contlnuad)

g} Diagnosis-related groups (ORGs) statistical calculations. HHSC adopts ttie classcalion
of diagnoses deflned in the Medicare DRG prpectiepaymert sysYem unless a revision
is required based on Teuas ciaims data or other factors, as determined by HHSC. HHSC
recalibrates the relative weights, mean length of stay (MLOS), and day ouilier tlireshoid
whenever the base SDAs are recalculated.

1) Recalilxation of relative weights. HHSC calculates a relative weight for each DRG as
foliows:

A) 8ase year claims are grouped by DRG.

B) For exh DRG, HHSC:

i) sums the base year costs per daim as detefmined in (d}

ii) divides the result in (g)(1)(8}(ij by the number of claims in the DRG;
and

iii) divides the resuft in (gK 7 xBHii) by the universal mesn, resulting in the
relative weight for fhe DRG.

Z) RecalibraEion of the ML0.S. HHSC calculates the MLOS for each DRG as follows:

A) Base year claims are grouped by DRG.

B) For each DRG, HHSC:

i) sums the number of days billed for all base year claims;

ii) divides the resuft in (gX2xBxi) by the number of claims in the DRG,
resulGng in the MIOS for the DRG.

3) Recalibrafion of day outlier thresholds. HHSC calculates a day outiier threshold for
each DRG as folbws:

A) Caculates for all claims the standerd deviations from the MLOS in (gx2);

T'N: / y Approval Date: Effxtive Date: O q O I' I I

sa rn: I o -  9



Sfste of Texas
Attachmt4.19-A

METHODS AND STANDARD8 FOR E8TABUSFNNG PAYMENT RATES — INPAiIENT
HOSPITAL SERVICE8 (continued)

g) Dlagnoais-retedgroups (ItGs) statistical calculatlons (continued).

B) Removes each daim with a lenqth of sfay (number of days billed by a
hospkal} greaater than or equal w three sfanderd devieins above or
below the MLOS. The remaining ctaims are those with a length of stay lesa
than three etandard deviadona above or below Ihe MLOS;

C) Sums the number of days billed by all fwspitals for a DRG for the remaining
Gaims in (9x38);

D) Divides the resuft in (gx3xC) by the number of remaining claims in (gM3xB);

E) Calculatea one starderd deriatron for the resutt in (gx3xD); and

F) Multiplies the resuR in (gK3xE) by two and adds that lo the result In (g)(3XD);
resufling in tha day oWler threshoid for the DRG.

4) If a DRG has fewer than ten bsse year Gaims, HHSC will assign the cortespondf
Medicare reladve weight and Medicare mean IengTh of atay and wGl cak.ulate the day
oudfer fhreshold based on the Medicare mean length of stay and standard devfadon.

5) If one of ihe DRGs specHk to an organ Uansplant hes less lhan flve base year
daims, HHSC will assign the corresponding Medkare relaiNe weight and Medicare
mean lengih of stey and will cabulate tha day outier threshold based on the
Medicare mean length ot stey and slandard devlatlon. In addftfon, HHSC adds a
releUve welght to accourrt for the cpst of procuring ihe organ to the Medicare relaWe
weight for ihe DRG. HHSC uses the organ procurement costa pubNshed by fhe
Acqufaitlon of Organ ProcuremeM Organization (AOPO). To caulate the relative
weight (or procurement, HHSC divides the average cost of organ proarement by the
unhrersal mn for all claims.

h) Reimbursements.

1) Caiculatlng the payment amount. HHSC refmburses a hospital a prospectihve
peyment for covered inpatient hospital services by muftiplying the hospftal's flnal
SDA as calculatad in ( by ihe relative weight for the DRG assigned to the
adjudicated Gaim. The resulting amount is the payment amount to the hospital.

Approvat Data EC  1 20 Effxtive Date: O 9' O(' I(
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Page Se

METtiODS AND STANDARISFOR ESTASLfSHING PAYMEhiT RATES - INPATIENT
HOSPITAL SERVICES (condnue

h) Reimbursements (reimbursemants).

2) The prospec#ive payment as described in (hx1) is considered fulf payment fw
covered inpatienE hospitai services. A hospitaPs request for payment i an amount
higher than the prospective payment will be denied.

3) Day and cost auttier adjustmenis. HHSC pays a day outlier or a cost outlier for
medically necessary inpatient services provided to clients under age 21 in ali
Medicaid participating hospitals that are reimburssd under the prospective payment
system. !f a patient age 20 is admitted to and remains in a hospital past his or her
twenty first (21 ") birthday, inpatlent days and hospital charges aRer the patient
reaches age 21 are induded in qiculating the amount of any day outlier or cost
outlier payment adjustment.

A) Day outlier payment adjustment. HHSC calculates a day outlier payment
adjustment fw each claim as follows:

t)

B)

ii)

determines whather the number of inedically neessary days allowed
for a claim exceeds:

I) the Ml0.S by more than two days; and

li} fhe ORG day outlier tfireshold as caiculated in (gx3);

if {hx3xAxi) is true, subtrects the DRG day outlier threshold from the
number of inedically necessary days aibwed for Ne claim;

fii) mulUplies the DRG relative weight by the finaf SDA;

iv) divides the resuN in (iii) by the DRG MLOS described in (gx2), to arrive
at the DRG per diem amount;

v) mul6plies the number of days in {hx3xA)(ii) by the resuR fn (h)(3XA)(iv);
and

vi) mukiplies the result in (hx3)(AXv) by BO percent.

Cost outlier payment adjustmerrt. HHSC makes a cost ouNier payment
adjusfinet for an eztraordinarily high-cost daim as follows:

i) to establish a cost outlier, the cost outlier threshold must 6e determined
by first sefecting the lesser of the universal mean of base year daims

rta: ! J ' YO Approval Date: Effective Datc: O q' o{-  I
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METFIODS AND STANDARDS FOR ESTABLISHING PAYMENT'RATES-INPATIENT
HOSPITAL SERVICES (oondnw

h) Relmbursements (continued).

muldplied by 11.14 or the hospital's flnal SDA mul8plied by 11.14;

fi) the full DRG proapective peyment amount is multiplied by 1.5;

pii) the oost oufqer thresFrold is the greater of (h3xBxi} or (hx38xii);

pv} the cost outlier threshold is subtracted from the amount of
reimbursement for the daim establ(shed under cost reimbursement
prfnciples descdbed in TEFRA; and

v) the result in (iv) is muKiplied by BO percent to determine the amount of
the coat oudier peymerd.

C) IF an admission qualHles for both e day ouGr and a eost outller payment
adJuatrnt, HHSC paya the higher ouGier payment.

D) If the hospital claim rosulted in a downgrede of the DRG related to a
reimbursement deniel or reduction for preventable adverse events, the outlier
payment will be determined by the lesaer of ttie celculeted outli payment for
the non-downgraded DRG w the downgreded DRG.

4) A hospitel may submit e deim to HHSC before a patient is discharged, but only the
firat Gaim for that patient will be reimbureed the proapective payment desalbed in
hx1). Subsequent Gaima for that atay are peid zero dollars. When the patient Is
discharged and the hospital submits a fina! Gaim
to ensure axurate calarletbn for potential outlier peymenta for clients younger than
21 years of age, HHSC recoups the flrst prospecdve payment and iasues a final
payment fn accordance with (hXi) and (hX3).

5) Patient trenefers and split billing. If a patlent is transferred, HHSC establishes
payment amamts as spec'rfied in (hx5xA) -(0). HH5C manualty reviews trensfers
for medical necessity arxl payment.

A) If the patient is Vansferred from a hospital to a nursing facility, HHSC pays the
trensferring hospital the total payment amount of tlie patienYs DRG.

TAr:  ' yD Approval Date; EC  1 ZO1 
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Pege 8p

METHODS AND 8TANDARDS FOR ESTABLISHING PAYMENT RATES — INPAi1ENT
F108PITAL SERYICES (caitlnuecQ

h) ReimbursemeMS (oontinued).

B) If the petlent ia trensferted irom one hospitel (transferring hospital) to another
hospital (diacharginp hospital), HHSC pays the diacharg6g hoapital the total
payment amount of the peUenYs DRG. HHSC cakwletes a DRG per dfem and a
payment emount for the transferring hoapital as folbws:

i) mulGplies the DRG relaWe weight by tFre finai SDA; .
ii) dlWdes the result in (h)(5xBxl) by the DRG MLOS described in (gX2), to

a rrloe at the DRG per diem amouik; and
iii) M artive at the transferring hospiTal's payment amount

I) muldplies tlie resuft in (hX5X8xii) by the lesser of the DRG MLOS,
fhe transferting hospital's number of inedically necessary days
allowed for the daim, or 30 days; or

pl) for a padent under age 21, multiplies the resuit in (hx5xBxii) by the
lesser of the DRG MIOS or tlie traneferring hoapital's number of
medicelly necessary dsys albured for the claim.

C) HHSC makea payments W mutdple hospitala trarferring the same patient by
applying the per diem (ortnula in (hx5x6) to all the transferring hospitels and the
total DRG payment amaiM to the discharging hospftal.

D) HHSC pertorms a post-paymtreWew ta determine ff the hoapifal that provided
the most significant amount of care received the Wtal DRG payment. It the review
reveals that the twspital that provkfed tlie most signiflcant amount of care did rrot
receive the total DRG payment, an ad]ustrnent is initlated to reverse the payment
amounta The trensfeiring hospitsl Is paid the total RG payment amount and the
discharging hasplfel Is paid lfie DRG per diem.

Trr: I 1- YD Approval Dete: DC  Z ZO1 Effective 17ate: 09' O 1' I(
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Page 8h

lETHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATE5 — INRATIENT

HOSPITAL SERVICES (condnue

i) Cost reports. Each hospital must submit an initial cost report at periodiC intervals as
prescribed by Medicare or as otherwise prescribed by HHSC.

1) Each hospital must send a copy of a!t cost reports audited and amended by a
Medicara iniermedlary to HHSC.

2) HHSC uses dala from these reports in rebasing years, in meking adjustments as
described in (d), and in compledng cost settlements for children's hospitals and
statowned teaching hospitals as outlined in (k) and (m).

3) Expt as othenvise specified in (i), there are no cost seqlements for inpafieni
sarvices under tlie prospeciive paymeM system.

TN: I I' S a Approval Date: Effective Daze: Og - O 1-( i

Supersedes T'N: f Q ' a



State of Sas
Atlachmerd4.1&A

Page 81

METHODS APID STANDARD8 FOR E8TABlJSHING PAYMENT RATES - INPATIENT
HOSPITAL 8ERVICE8 (condnuad)

Q) Hospitala in countles with 50,000 or fewer persons and cartain other hospkals.

7 ) A hospiml is reimbursed under this section K the hospital is:

A) bcated fn a comty with 50,000 a fewer persons, based on the 2000
decenniel ceneus;

B) a Medicare-designabed Rurai Referral Cenier (RRC) or Sole Community
Hospital (SCH) not located in a metropalkan statlstical area (MSA}, as
defined by the U.S. Otfice of Management arW Budget; or

C) a Medfcare-deeigtedCritkl Access Hospital (CAH).

2) A hoepNal that Is described In Qx1) is reimbureed for inpafient servics based on the
cost-reimbursemeM meThodology described in the Tax Equfty and Flscal
Responaf611ity Act of 7982 (TEFRA) wBhout the imposiflon of the TEFRA terget cep.

3) Interim payments are detertnined by multiplying tlie hospitaPs cherges that are
allo uder Mediceid by the interim rate In effect on the paUeM's tlate of
admiasion. The Interim raUe is derived from tlie hospital's most recent Medicaid cost
report eettlement, whether tentetive or flnel.

4) Interim paymerris are sject to settlement et both tentative end final audit of a
hospMal's cost report

TN: -/0 Approval Date: OEG 21 2011 Effective Date:  Q-O 1- I 
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NETFlODS AND STANDARDS FpR EBTABLJBNING PAYMENT RATES - INPATIENT
H08PiTAL SERNCE8 (conqnu

g) Reimburcemenfs (wn8nued)

5) Patlent transTers and aplit billinp. ii a patient Is VenaTerted, HHSC eatablishes
payment amounts as spsdfled in (yKSxA)-(Dy HHBC menuaAy reviewa trerrofers
for medical necessity and peyment

A) K the patient is trarreterred irom a hoapkal o a nuslnp facYiry, HHSC peys the
transtetT(np hospital fhe Wtel paymenf amount of ihe patlenYa DRCi.

8) K tlie patlent is tranferred from one hoepHal (trarrefertin9 hosPital) Eo amther
hosplfal (tliechar9MD hoePilq. HHSC pays the SCharging hospaal the total
paymeM amount of tte pstlent's DR(3. HHSC caladates a DRG per em and
a peYRient emoutd tor the trenaferrlrg hospitel as foNows:

Q} multlpNes the pRG relatiewelgM by the PDSDA or final SDA;
ii) divides the rowlt In (i) by the pRG MLOS desaibed In (ex2), to artive at

the DRG p dlem emounC ard
iii) to aMve at the trang hospltaYs parrpM amount

mWMWies fhe resWt in (N) bY the lesser oFUe aiG MLOS the
ieraferrkp hoipilsl's nwnber of inedically rrecessery cJeys albwed
Tor the daim, or 30 days; or

IIj for a pelfent under ege 21, muWpes ihe reeWt in (i) bY the Msser of
the DRO MLOS or the trans(erting hospttaps number of rnecilcapy
neceseary days ellowed for the dm.

C) HHSC makes PsKnents to mWtfpie hospitats trexreterrinp ihe same patkrrt by
ePPMn9  P diam tamule i (8x8x8) to all the tensferrinp hospitals and
tha toial DRG peymant arnount to the disderging hoapltal.

D) HHSC performs a post-payment roview to determine if Ihe twspital that
proNded Cie most sipnilicant amount ol care reoe{ved ihe botai DRC3 AaYment•
B the revlew reveals ihffi the hoepitel tiret protrided ttie rtroat sigriflcarrt amourK
of cere did not receive 1Fp 4ofal DRC3 payment, an adjuatrnent is initleted to
reverse the payment amounta. The Venaferting hoepttal is paW the blal DRG
payrneM amount and Ihe diachargirg hospae! ia paW the DRG per diem.
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METHODS AND STANDARDS FOR E9TABU9MN(iPAYMENT RA7ES — INPATIENT
HoSVrrAL SErtViCes ic«n

h) Coet rePurts. Each hoepltal must submil an initlal coat rapoR at periodic intervals as
ped by Medicere or as otharnise presxibed by HHSC.

1) Each hoapital must send a oopy of all cost reports sudiled and amended by e
Medicare intertnedlery to FqiSC.

i2) HHSC usee deta irom #feee reports in rebaefnp yeera, in maki acfjuuatments as
deacribed in (d), and in oompletlng cwst settlemente for children's hospitals and
sfato-owned teing hapifals as outlired in Q) and (q.

3) Except as oUerwise spedfied fn (i), tle are no caat aettlemerda foriatlent
sarvfces urMer the WPective Panent sysiem in thls secdon.

N) sPsreanburaed undsr 1Ma secUon, the cost setdement prooess Is not
Ilmiled by the TEFRA target cap.
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METHOQS AND STANDARpS FOR ESTABUSHIN6 PAYMENT RATES - INPATIENT
HOSPITAL 8ER1ACE8 (ooklmiad)

E Hoapitals in counties with 5Q000 or ewer persona and certsin od hoapilsls.
7l Hoeatassro mimNuuraed wder crik aubaection if, as ot ms rtast recenc

decienniel oenaus, tle hapital is:

A) located in a county wilh 50.p00 a tewer persona;

B) a MediCare-doafproEed Rural RAterral Cerrter (RRC) ar Sde CommuMry
Hoapital (SCH) not tocaled in a metropolitan staUsdcel area {MSA). as
deflned by ths U.S. Olfice ot ManagertbM end BWpet; or

C) a Madiceredes(gnaEed Criticl Access Hoapital (CqH).

2) A Fqepit8t that qualifiss under (i) is rekn6uised for s tat reporli perlod the greser

A) All Medicak! PaYments based on the ProePective PeYrrtsystem: or

B) The cost•roimburaerneM methodobpy describsd in ihe Tax Equlty and Flscal
Responalbility Act of 1 B82 (TEFRA) wiUwut the Impoailion oi the 7EFRA rget
cap described in (hK4).

3) The amouMs in this eubsecUon are cakAated using fha most recerR data for
Medkeid fee-forservice (FFS) and Wimary Care Case M1Aanapement (PCCM)
Inpaqenl servkes.
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AttachmeM 4.1A

METHODS AND ST/WDARDS FOR ESTABLISFMNG PAYMENT RATES—INPATIENT
HOSPITAL SERVICES (wminued)

k) Irfstste diildren's hospitals.

1) HHSC or ite designoe relmburses in-state children's hospitals under methods and
procedures descrlbed In the Tax Equlty and Flacal Responsibaity Act of 1982
TEFRA).

2) Interim paymerrts are detertnired by multlpiying a hospital's charges ellowed under
Medicaid by the Interim rete effective on the dete of admissbn. The irrterim rate is
derived trom the hospitePS mt recent tentative or flnal Mediceid cost repat
serilemeni.

3) interim paymenb ere subject to setUement at both tentative and flnel audR of a
hospltal's cst report.

4) Cost Setilement

A) The cost settlement process is Iimfted by the TEFRA target cap set pursuanf W
the Socfel Security Act §1888(b) (42 U.S.C. §1395ww(b)).

B) Nolwithstarnling the procss in (A), HHSC w its designee uses each hospifai's
flnal audited cost repart, which covers a fiscal yr endirg durirg a bese year
period, for calculating the TEFRA tarpet cap for a hospital.

C) HH3C or ite desgnee selects a new bese yesr period for calculating the
TEFRA terget cap at ieast every three years.

D) HHSC or its designee (ncrses a hospffal'sTEFRA target cap in years in
which the tsrget cap Is rwt reset urder this paregraph, by multiplying the terget
cap by the CMS prospeclive payment system hospital market basket index
adjusted to the hospifal's fispi year.

E} For a newly recognized children's hospital, the base year periad for
calculadng the TEFRA target cap is the hospita{'s first tull 12-morrth cost
reportlng perlod occurring etter the effedive date of recogn(tion. For each cost
reportlng perfod after fhe hospital's base year period, an increase in the TEFRA
target cap will be applied as descri6ed in subparagraph (D), until the TEFRA
target cap is recalculated in su6paragreph {C).

F) HHSC will recognize a haspital as a children's hospital if it meets the critaria
required for ceAHication as a children's hospital for Medicare.
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES — INPATIENT

HOSPITAL 8FRVICEB (contlnu

I) OuRof-sffite children's hospitals. HHSC or ita designee celculetes tle prospective
peyment rete for an out-of-state chiren'shospital es foAows:

1) HHSC determines the overell averege cost per dlscharge for all in-sqte children's
hospitals 6y: ,

A) Summing the Medicaid albwed cost ftom tentetive or flnal cost report
settfements for the bese year; and

B) ividing the result in (A) by the number of inetate chiWren's hospitels' base
yeer ciaims desrxibed in (cx4}.

2) HHSC detertnines the average relative weightfor all of in-8tate children's hospitals'
base yrcims desaed in (cx4) by:

A) Assigning a reladve ureight to each claim pursuant to (ex1);

B) Summing fhe relaUve weights for all claims; and

C) Dividing by the number of cleims.

3) The resuR in (1) is divWed by the result in (2) to arrive at the adjusted cost per
discharge.

4) The adjusted cost per diacharge in (3) is the paymeM rate used for payment of
clalms.

5) The peyment rate is not adjusted for inflation.

6) HHSC will not recompute the adjusted cost per discherge effeciive September 1,
2008 or thereefter.
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES — INPATIENT
H03PITAL BERViCE3 (continued)

m} State-Owned Feaching Hospkal Reimbursement Methodology.

1) For cost reporting periods beginning on or after September 1, 2006 HHSC or its
desigrnee reimburses state-owned ieaching hospitals under methods and procedures
described in the Tax Equity and Fiscal Responsibility Act of 1982 (TEFRA).

2} For dates of admission on or afier September 1, 2003 state-owned teaching
hospitats with ailowable direct graduate medicai eduoation {DpME) costs wiU reCeive
a pro rata share of their annual DGME cost based on the availability of appropriated
funds. DGME expenses are not considered cosis associated with inpatient hospital
services and are not settled to cost.

3) Interim payments are determined by muitiplying a hospital's charges allowed under
Medicaid by the interim rate effective on the date of admission derived From the
hospitai's mast recent Medicaid cast report settlement, whether tentative or final.

4j Interim payments are subject to settlemerrt at both terifative and final audit of a
hospital's cost report.

5) Cost Settement.

AJ The cost settlerrnt process is limited by the TEPRA target cap set pursuant to
cne sodai sea,ray ac § sas(b) (azu.s.c. g assww{n>).

B) Nohvithstanding the process i (1), HHSC w Rs designee uses each hospital's
fina! audited cost report, which covers a fiscal year ending during a base year
period, fw calculating the TEFRA target cap fa each hospitai.

C) HHSC or Rs designee seles a new base year period for calcuiating the
TEFRA target cap at least every three years.

D) HHSC or its designee increases a hospital's TEFRA target cap in years in
whicfi the target cap is not reset under this paragraph, by multiplying the target
cap by the CMS Prospective Payment System Hospital Market Basket Idex
adjusted to the hospi#al'sfiscai year.

n) — (s) fMeMbnaUy left blank.
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