DEPARTMENT OF HEALTH & HUMAN SERVICES C'M "'
Centers for Medicare & Medicaid Services

7500 Security Boulevard, Mail Stop 53-14-28

Baltimore, Maryland 21244-1850 CENTERS for MEDICARE &8 MEDICALD SERICES

Center for Medicaid and CHIP Services

Mr. Billy Millwee

Associate Commissioner for Medicaid & CHIP

Health and Human Services Commission pEC 91 200
Post Office Box 13247

Austin, Texas 78711

RE: TN 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 (TN) 11-40. The proposed amendment implements an 8%
rate reduction, modifies the calculation of the standard dollar amount (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 reimbursement
methodology described in the Tax Equity and Fiscal Responsibility Act of 1982 (TEFRA).

We conducted our review of your submittal according to the statutory requirements at sections
1902(a)2), 1902(a)(13), 1902(a)(30), 1903(a), and 1923 of the Social Security Act and the
implementing Federal regulations 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 are 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 1a

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES - INPATIENT
HOSPITAL SERVICES

(a} Application and general réimbursement methad.

(1) Covered inpatient hospital services are reimbursad in accordance with the Texas-
based Diagnosis Related Group (DRG) prospective payment system methodology,
unless otherwise describad in the exceptions in (b).

(2) The prospectiva payment system described in this section applies to inpatient
hospital payrnents effective September 1, 2011.

{3) HHSC calkulates reimbursement for a covered inpatient hospital service, determined
in {h), by multiplying the hospital's final standard dollar amount (SDA), determined in
(f), by the relative weight for the appropriate diagnosis-related group, determined in
(9)-

{(b) Exceptions. The prospective payment system described in this section does not apply to
the following types of hospitals for covered inpatient hospital services:

(1) In-state and cut-of-state children's hospitals. In-state and out-of-state children’s
hospltals are reimbursed using the methodology described in (k)-().

(2) State-owned feaching hospitals. A state-owned teaching hospital is reimbursed in
' accordance with the Tax Equity and Fiscal Responsibility Act of 1982 (TEFRA)
principies using the methodology described in (m).

(3) Freestanding psychiatric hospitals. A freestanding psychiatric hospital is reimbursed
under the methodology described in ().

{4) Hospitals in counties with 50,000 or fewer persons and certain other hospitals. A
hospital in a county with 50,000 or fewer persons based on the 2000 decenntal
ce(r;sus and certain other hospitals are reimbursed under the methodology described
in (j}. ’

™: _|\-90 Approvai Date: _ DEC 21 2011 Effective Date: ©F - ©l- } |
Supersedes TN: _ 10~ (9




State of Texas
Attachment 4.18-A

Page 2

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

{c) Definitions. When used in this section, the following words and terms will have the
following meanings, unless the context clearly indicates otherwise.

(1) Adjudicated — The approval or denial of an inpatient hospital claim by HHSC.

(2) Add-on - An amount that is added to the base SDA to refiect high-cost functions and
services or regional cost differences.

(3) Base standard dollar amount (base SDA} - A slandardized payment amount
calculated by HHSC, as described in (d), for the costs incurred by prospectively-paid
hospitals in Texas for fumishing covered inpatient hospital services.

{4) Base year — For the purpose of this section, the base year Is federal fiscal year 2008
{October 1, 2007 to September 30, 2008).

(5) Base year claims — Ali Medicaid traditional fee-for-gservice (FFS) and Primary Care
Case Management (PCCM) inpatient hospital claims for reimbursement filted by a
hospital that: .

(A) Had a date of admission occuming within the base year;

(B) Were adjudicated and appraved for payment during the base year and the six-
month grace period that immediately foliowed the base year, except for such
claims that had zero inpatient days;

(C) Were not claims for patients who are covered by Medicare;

(D) Wers not Madicaid spend-down claims;

{E) Were not claims assoclated with military hosplials, out-of-state hospitals, and
hospifats described in (b).

(6) Base year cost per claim — The cost for a base year claim that would have been paid

: to a hospital if HHSC reimbursed the hospital under mathods and procedures used in
the Tax Equiity and Fiscal Responsibility Act of 1982 (TEFRA), without the
application of the TEFRA target cap.

{7) Cost-of-Living Index - An adjustment applied to the base SDA and add-on amounts

based on the markat basket index in effect in April 2009 to account for changes in
cost of lving.

(8) Cost outiier payment adjustment — A payment adjustment for a claim with
extraordinarily high costs.

™: __li-40 Approval Date: DEC 31 208 Effective Date: __ ©9-01- 1}
Supersedes TN: 10~ 69




State of Toxas
Aftachment 4,19-A

Page 3

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES ~ INPATIENT
HOSPITAL SERVICES (continued)

(¢) Definitions (continued).

(8) Cost outlier threshold — Ona factor used in determining the cost outlier payment
adjustment,

{10) Day outlier threshold ~ One factor used in determining the day outlier payment
adjustment.

{11) Day outhier payment adjustment — A payment adjustment for a claim with an
extended length of stay.

(12) Diagnosis-related group (DRG) ~ The classification of medical diagnoses as defined
in the Medicare DRG system or as atherwise specified by HHSC.

{13) Final settlement — Reconciliation of cost in the Medicare/Medicaid hospitai fiscal year
end cost repert performed by HHSC within six months after HHSC raceives the cost
report audited by a Medicare intermediary, or in the case of children’s hospitals,
audited by HHSC.

(14} Final standard dollar amouni (finat SDA) — The rate assignéd to a hogpital after
HHSC applies the add-ons and other adiustments dascnbed in this sectlon

{15) Fuli-cost SDA — Tha sum of & hospital's base year costs per ciaim dwldad by the sum
of the hospital's relative weights.

- {16) Geographic wage add-on — An adjustment to a hospital's base SDA to reflect
geographical differences in hospital wage levels. Hospital gecgraphical areas:
correspond to the Core-Based Statistical Areas (CBSAs) astablished by the faderal
Office of Management and Budget in 2003.

(17) HHSC - The Texas Health and Human Services Comi‘nissibn or its designee.

{18) Impact file — The inpatient prospective. payment system (IPPS) final nule impact file
that contains data elements by provider used by the Canters for Madicare and
Medicaid Services (CMS) in calculating the federal fiscal year 2011 Medicare rates
and impacts. The :mpact file is publicly avallsble on the CMS website.

(19) In-stale children's hospital - A hospltal located within Texas that i is recognized by
Medicare as a children's - hospital and is ax-mpted by Medlcare from the Madicare
prospactive payment system.

™: __ti-Y0o . Apprdval Date: DEC 31700 Effective Date: __ O9- 0 A\~ |
Supersedes TN: _ |0 -6 T




State of Texas
Aftachment 4.19-A

Page 4

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES — INPATIENT
HOSPITAL SERVICES {continuad)

{c) Definitions {continued).

{20) Interim payment — An initial payment made to a hospital that is {ater settled to
Medicaki-allowable costs, for hospitals reimbursed under methods and procedures in
the Tax Equity and Fiscal Responsibllity Act of 1882 (TEFRA).

{21) Interim rate — The ratio of Medicaid allowed inpatient costs to Medicaid allowed
inpatient charges filed on a hospital's MedicareMedicald cost report, expressed as a
percentage. The interim rate established during a cost report settiement for a DRG
reimbursed hospital reimbursed under this section excludes the application of
TEFRA target caps and the resuiting incentive and penalty payments for a hospital's
fiscal years anding on or after October 1, 2007.

(22) Market Basket Index — The Centers for Medicare and Medicaid Services (CMS)
projection of the annual percentage increase in hospital inpatient operating costs, as
defined in 42 CFR §413.40.

{23) Mean length of stay (MLOS) — One factor used in determining the payment amount
caleulated for each diagnosis related group; for each diagnosis related group, the
average number of days that a patient stays in the hospital.

(24) Medical education add-on — An adjustment to the base SDA for a teaching hospital
to reflect higher patient care costs relative to non-teaching hospitals.

(25) Military hospital ~ A hospital operated by the armed forces of the United States.

{26} Out-of-state children’s hospital — A hospital located outside of Texas that is
recognized by Medicare as a children's hospital and is exempted by Medicare from
the Medicare prospective payment system.

{27) Rebasing — Calculation of the TEFRA cost for base year claims for each Medicaid
inpatient haspital. The TEFRA costs for base year claims will be used fo recalculate
HSDAs, PDSDAs, and DRG statistics (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.

™: __{|~YC Approval Date: _E( )3 yid\l Effective Date: _© Q-0 |- 1
Supersedes TN: __ 1 0~ (.9




State of Texas
Attachment 4.19-A
Page 5

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

{c) Definitions (continued).

{28) State-owned teaching hospiial - The following hospitals: University of Texas Medical
Branch {UTMB); University of Texas Health Center Tyler; and M.D. Anderson
Hospital.

(30) Teaching hospital — A hospital for which CMS has calculated and assigned a
percentage Medicare aducation adjustment factor under 42 CFR §412.105.

(31) TEFRA target cap — A limit set under the Social Security Act §1886(b) (42 U.5.C.
§1395wwib}) and applied to the cost settlement for a hospital reimbursed under
methods and procedurss in the Tax Equity and Fiscal Responsibility Act of 1982
(TEFRA). TEFRA target cap is not appliad to patients under age 21, and incentive
and penailty payments assoclated with this limit are not applicable to patients under
age 21.

{32) Tentative settiement — Reconciliation of cost in the Medicare/Medicaid hospitai fiscal
vear-end cost report performed by HHSC within six months after HHSC receives an
acceptable cost report filed by a hospital.

(33) Texas provider identifier — A unigue number assigned to a provider of Madicaid
services in Texas.

{34} Trauma add-on — An adjustment to the base SDA for a trauma hospital to refiect the
higher costs of obtaining and meintaining a trauma facility designation, as well as the
diract costs of providing trauma services, relative {o non-trauma hospitais or to
hospitals with lower trauma facility designations.

(35) Trauma hospital — An inpatient hospital that meets the Texas Depariment of State
Health Services criteria for a Level |, 11, lll, or 1V traume facility deslignation.

(38) Universal mean — Average base year cost per claim for all hospitals.

{d) Base standard dollar amount {SDA) calculations. HHSC will use the methodoiogies
described in this subsection to determine a statewlde base SDA.

(1) HHSC calculates the universal mean as follows:

(A) Use the base year cost per claim for each hospital.

TN: T L Approval Date: DEC 31 200 EffectiveDate: (OG-0l "I
Supersedes TN: _ 10~ (9




State of Texas
Attachment 4.18-A
Page €

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES - INPATIENT
HOSPITAL SERVICES (continued)

(d) Base standard dollar amount (SDA) catculations (continued).
(B) Sum the dollar amount for all hospitals’ basa year costs per claim.

(C) Divide the result in (¢){1XB) by the total number of base year claims to
derive the universal mean.

(2) From the amount determined in {d)X1)B), HHSC sets aside an amount to recognize
high-cost hospital functions and services and regional wage differences. In
determining the amount to set aside, HHSC considers factors inciuding other funding
available to reimburse high-cost hospital functions and services, available data
sourcas, historical costs, Medicare practices, and feedback from hospital industry
experts.

(A) The costs remaining after HHSC sets aside the amount for high-cost
hospital functions and services wilt be used to determine the base SDA, as
described in (dX3) and (d)4). :

(B) The costs HHSC sets aside will determine the funds availabte for distribution
to hospitals that are eligible for one or more add-ons as described in ().

(3) HHSC divides the amount in (d}2)(A) by the total number of base year claims.

(4) HHSC multiplies the amount calculated in (d)3) by the cost-of-living index to derive
the base SDA.

(e) Add-ons.
(1) A hospital may receive increasas to the base SDA for any of the foliowing:
(A) Geographic wage add-on, as described in (e)(3).
{B) Medical education add-on, as described in (e}(4).
(C) Trauma add-on, as described in (e}5).
(2) If a hospital becomes eligible for one or more add-ons during fiscal year 2012, the

hospitat will not receive an increased base SDA. A hospital may become eligible for
add-on adjustments in subsequent fiscal years.

™: __Ji-4®? Approval Date: DEC 21 201 Effective Date: _ ©9-01~ ||
Supersedes TN: _10~@ §




State of Texas
Attachment 4.18-A

Page 7

METHODS AND STANDARDS FOR ESTABLISI'HNG PAYMENT RATES — INPATIENT
HOSPITAL SERVICES {continued)

(e) Add-ons (continued).
(3) Geographic wage add-on,

(A) Wage index. To determine a hospital's geographic wage add-on, HHSC first .
calculates a wage index for Texas as follows:
{i) HHSC identifiss the Medicare wage index factor for each Core Based
Statistical Area (CBSA) in Texas.

(i} HHSC identifies the lowest Medicare wage index factor in Texas.

(if) HHSC divides the Medicare wage index factor for @ach CBSA by the
lowest Medicare wage index factor identified in (e)}3XA)(ii).

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

(B} County assignment. HHSC wilt 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 reclassification under Medicare may request that
HHSC recognize its Medicare CBSA reclassification.

{(C) Add-on amount.
{iy HHSC calculates 62 percent of the base SDA to derive the labor-
related portion of that rate, consistent with the Medicare labor-refated
percentage.

() To determine the geographic wage add-on amount for each CBSA,
HHSC multiplies the wage index factor determined in {8)}{3}A)iv) for
that CBSA by the percentage labor share of the base SDA caiculated
in {i).

(4) Medical education add-on.

(A) Eligibility. A teaching hospital is eligible for the medical education add-on.
Each hospital is required to confirm that HHSC's determination of the
hospitai's eligibility and Medicare education adjustment factor for the add-
on is correct.

™, H-Y0 Approval Date; Effective Date: O9-o04- 11

Supersedes TN: ]O- 9
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State of Texas
Attachment 4.19-A
Page 8§

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES -~ INPATIENT
HOSPITAL SERVICES (continued)

(8) Add-ons (continued).

{B) Add-on amount. HHSC muitiplies the base SDA by the hospital's Medicare
education adjustment factor {o determine the hospital's medical education
add-on amount.

(5) Trauma add-on.

(A) Eligibliity.

(I} To be eligible for the trauma add-on, a hospital must be designaled as
a trauma hospital by the Texas Depariment of State Health Sarvices
and be eligible to receive an allocation from the frauma facilities and
amergency medical services account,

(i) HHSC initially uses the trauma level designation associated with the
physical address of a hospital's Texas Provider Identifier (TPI). A
hospital may request that HHSC use a higher trauma level
designation associated with a physical address other than the
hospital's TPl address.

(B) Add-on amount. To determine the trauma add-on amount, HHSC multiplies
the base SDA:

{i) by 12.8 percent for hospitals with Level 1 trauma designation;
(i) by 8.2 percent for hospitals with Level 2 trauma designation;
(iii) by 1.4 percent for hospitals with Level 3 trauma designation; or
(iv) by 0.9 percent for hospitals with Level 4 trauma designation.
(f) Final SDA.
{1) HHSC calculates a hospitaf's finat SDA as follows:
(A) Add ali add-on amounts for which tha hospital is eligible to the base SDA.
(B) Muitiply the SDA determined for each hospital in (f){1XA) by 55.97 percent.

TN: __fi-%0 Approval Date: DEC 2 1201 Effective Date: O -0 114
Supersedes TN: _ [0~ (.9
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State of Taxas
Attachment 4.19-A
Page 8a

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES - INPATIENT
HOSPITAL SERVICES (continued)

{f) Final SDA (continued).
(2) A hospital is assigned the SDA derived in (f}(1)XB) as its final SDA, except that:

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

(B) such SDA may be increased as described In (FY(3).

(3) Adjustment to mitigate hospitals for disproportionate losses. A hospital may be
eligible for an increase to the SDA defermined in (f)(1)B) based on the following
methodology: :

(A) HHSC identifles the SDA the hospital was assigned following the most

racent rebasing and for which the hospital received notification and an
apportunity to request review. HHMSC then adjusted as follows:

(i} multiplied such SDA by 62.32 percent;

(i} multiplied the result of (f)(INAXD) by the hospital's total relative weights
used in the most recent rebasing;

(i) divided the result of {f{3)AXii) by the hospital's total relative weights
that were recalculated exciuding the claims associated with hospitals
described in (bX4);

{iv} multiplied the reéult of (F{3YAXIii} by 98 parcent,
{v} multiplied the result of {F(3KAXiv) by 87 percant.

(B) HHSC compares the SDA calculated in (f1)B) to the SDA calculated in
(HEHANV)-

(0 If the SDA calculated in (f){1)}B) is less than the SDA calculated in
(FX3XAXV), the hospital is assigned an SDA equal fo the SDA
caloulated in (F3HANV).

(i} The SDA calculaied in clause {f){3XBXi) will be reduced to the highest
individuat hospital SDA computed in (e), if it exceeds that amount.

™: _ [[{~YO Approval Date: DEC 21 200 Effective Date: OF-0O L\~ 11

Supersedes TN: _ 10~(9




State of Texas
Attachment 4.19-A
Page 8b

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

{f) Final SDA (continued).

(4) For military and cut-of-state hospitals, the final SDA is the base SDA multiplied by
the percentage detarmined in (f){1)XB).

{5) For hospitais other than those identified in (f)}(4) for which HHSC has no base year
claim data, the final SDA is the base SDA plus any add-ons for which the hospital is
sligible, multiplied by the percentage determined in (f1)(B).

{6} Merged hospitals.

(A} When two or more Medicaid participating hospitals merge to become one
participating provider and the participating provider Is recognized by
Medicars, the participating provider must submit written notification to
verifying the merger status with Madicare.

(B) When each of the merging hosplitals was reimbursed under this section
before the merger, HHSC will assign to the merged entity the final SDA
assigned to the hospital associated with the surviving Texas Provider

Identifier (TP1) and will reprocess all claims for the mergead entity back to
the date of the merger,

(C} When one or more of the merging hospitals was reimbursed under a
different reimbursement methodology before the merger, the
reimbursement methodology of the surviving TP! will determine which
raimbursement methodology the merged entity will be reimbursed under.

{D) HHSC will not recalculate the final SDA of a hospitat acquired in an
acquisition or buyout unless the acquisition or buyout resulted in the
purchased or acquired hospital becoming psrt of another Medicaid
participating provider. HHSC will continue 1o reimburse the acquired
hospital based on the finat SDA assigned before the acquisition or buyaut.

N: __[[-Y0 Approval Date: __ DEC 81 208 EftectiveDate:  O9-014 11
Supersedes TN; {0~ o9




State of Texas
Attachment 4. 19-A
Page 8c

METHODS AND STANDARDS FOR ESTABUSI-NNG PAYMENT RATES INPATIENT
HOSPITAL SERVICES (contlnued)

(g) Diagnosis-ralated groups (DRGs) statistical _calculaﬁons. HHSC adopts the classification
of diagnoses defined in the Medicare DRG prospective payment system unless a revision
is required based on Texas claims data or other factors, as determined by HHSC. HHSC

recalibrates the relative weights, mean length of stay (MLOS), and day outiier threshold
whenever the base SDAs are recaicuiated.

(1) Recalibration of relative weights. HHSC calculates a relative weight for sach DRG as
follows:

(A) Base year claims are grouped by DRG.
{8) For each DRG, HHSC:

(i} sums the base year costs per ¢laim as determined in (d);

(i) divides the resuitin (g)(1)(B)(l) by the number of claims in the DRG;
and _

(iii) divides the result in (g} 1)BYXii) by the universal mean, resulting in the
relative weight for the DRG.

(2) Recalibration of the MLOS. 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 hilled for all base year claims;

(ii) divides the result in (gX2XBXi) by the number of claims in the DRG,
resulting in the MLOS for the DRG.

{3} Racalibration of day outlier thrasholds. HHSC calculates a day outlier threshold for
each DRG as follows:

{A) Calculates for all claims the standerd deviations from the MLOS in (gX2);

TN: {{-¥0O Approval Date:
Supersedes TN: __JO~ (9

Effective Date: 0 9-01 - (]}




State of Texas
Attachment 4.19-A

Paga 8d

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES - INPATIENT
HOSPITAL SERVICES (continued)

(g) Diagnosis-retated groups (DRGs) siatistical calculations {continued). .

(B) Removes each claim with a length of stay (number of days billed by a
hospital) greater than or equal to three standard deviations above or
below the MLOS. The remaining claims are those with a Jength of stay less
than three standard deviations above or balow the MLOS;

(C) Sums the number of days billed by all hospitals for a DRG for the remaining
claims in (g¥3)}B);

(D) Divides the result in (g)X3)(C) by the number of remaining claims in (9} 3XB);
(E) Calculates one standard deviation for the result in (gX3XD); and

(F) Muiltiplies the result in (g3XE) by two and adds that to the resuit in (g)X3XD):
resutiing in the day outlier threshold for the DRG.

(4) If a DRG has fewer than ten base year claims, HHSC will assign the comresponding
Medicare relative weight and Medicare mean length of stay and will calculate the day
outlier threshoid based on the Medicare mean length of stay and standard deviation.

(5) If one of the DRGs specific to an organ transpiant has less than five base year
claims, HHSC will assign the carresponding Medicare relative weight and Medicare
mean length of stay and will calculate the day cutlier threshold based on the
Medicare mean length of stay and standard deviation. In addition, HHSC adds a
relative weight to account for the cost of procuring the organ to the Medicare relative
weight for the DRG. HHSC uses the organ procurement costs published by the
Acquisition of Organ Procurement Organization (AOPO). To calculate the relative
waight for procurement, HHSC divides the average cost of organ procurement by the
universal mean for all claims.

(h) Reimbursements.

(1) Calculating the payment amount. HHSC reimburses a hospital a prospective
payment for covered inpatient hospitai services by muitiplying the hospital's final
SDA as calculated in (f) by the relative weight for the DRG assigned to the
adjudicated claim. The resulling amount is the payment amount to the hospital.

™: _ }|~Y0 Approval Date: DEC 2 1200 EffectiveDate: O q-o(-tt
Supersedes TN: _{O-(, 9




- State of Texas
Altachment 4.19-A
Page 8e

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES ~ INPATIENT
HOSPITAL SERVICES {continued)

(h) Reimbursements (reimbursements).

(2) The prospective payment as described in (h)X1) is considered full payment for

.

covered inpatient hospital services. A hospital's request for payment in an amount
higher than the prospective payment will be denied.

Day and cost cutfier adjustments. HHSC pays a day outlier or a cost outlier for
medically necessary inpatient services provided to clients under age 21 in all
Medicaid participating hospitals that are reimbursed under the prospective payment
system. If a patient age 20 is admitted to and remains in a hospital past his or her
twenty first {21} birthday, inpatient days and hospital charges after the patient
reachas age 21 are included in calculating the amount of any day outlier or cost
outlier paymenit adjustment. - '

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

(i} determines whether the number of medically negessary days allowed
for a claim exceods:

() the MLOS by more than two days; and
{if) the DRG day outlier threshold as calculated in (g)(3);

(i) if h)3}AXi) is true, subtracts the DRG day outlier threshold from the
number of medically necessary days allowed for the ¢laim;

{ii) muitiplies the DRG relative weight by the finat SDA;

(iv) divides the result in {iii) by the DRG MLOS described in {gX2), to arrive
at the DRG per diem amount;

(v} multiplies the number of days in (h)}3){A)(ii) by the result in (h}3XA)(iv);
and

{vi} muftiplies the result in (h}3)}{AXv) by 60 percent.

{B) Cost outlier payment adjustment. HHSC makes a cost outlier payment
adjustment for an exdraordinarily high-cost claim as follows:

(i) toestablish a cost outlier, the cost outiier threshold must be determined
by first selecting the lesser of the universal mean of base year claims

™: _1]-%0 Approval Date: EffectiveDate: Q-0 -1
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES — INPATIENT
HOSPITAL SERVICES {continued)

{nh) Relmbursements (continued).
mukiplied by 11.14 or the hospital's final SDA muitiplied by 11.14;
(i} the full DRG prospective payment amount is multipliéd by 1.5;
(ili) the cost outlier threshold is the greater of (hY3XBXi) or (hX3XBXii);

(iv} the cost outiier threshold is subtracted from the amount of
reimbursement for the claim established under cost raimbursement
principtes described In TEFRA; and '

(v) the resuit in (iv) is multiplied by 80 percent to determine the amount of
the cost outlier payment.

(C) I an admission qualifies for both a day outlier and a cost outller payment
adjustment, HHSC pays the higher outlier payment,

(D) If the hospital claim resuited in a downgrade of the DRG related to a
reimbursement denial or reduction for preveniable adverse events, the outlier
payment will be determined by the lesser of the calculated outlier payment for
the non-downgraded DRG or the downgraded DRG.

(4)  Ahospital may submit a claim to HHSC before a patient is discharged, but only the
first claim for that patient will be reimbursed the prospective payment described in
(h)X(1). Subsequent claims for that stay are paid zero dollars. When the patient Is
discharged and the hospital submits a final ciaim
to ensure accurate calculation for potential outlier payments for clients younger than
21 years of age, HHSC recoups the first prospective payment and issues a final
payment In accordance with (h) 1) and (h¥3).

{5) Patient transfers and split billing. If a patient is transferred, HHSC establishes
payment amounts as specified in {h)Y5)(A) - (D). HHSC manually reviews transfers
for medical necessity and payment.

(A) M the patient is transferred from a hospitai to a nursing facility, HHSC pays the
transferting hospital the total payment amount of the patient's DRG.

™: __lI-40 Approval Date; DEC 21 200 Effective Date: __ (9~0\ - {{
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Page 8g
METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES — INPATIENT
HOSPITAL SERVICES (continued)
1 {h) Reimbursements (continued).

_ (B) If the patient is transferred from one hospital {transferring hospital) to another

3 hospital (discharging hospital), HHSC pays the discharging hospital the total
payment amount of the patient's DRG. HHSC cakulates a DRG per diem and a
; payment amount for the transferring hospiial as follows:

(i) multiplies the DRG relative weight by the final SDA; .

(i) divides the result in (h)(5XBXi) by the DRG MLOS described in {gX2), to
arrive at the DRG per diem amount; and

(i) to arrive at the transferring hospital’s payment amount:

(1) multipiies the result in (hX5XB)ii) by the lesser of the DRG MLOS,
the transferring hospital's number of medically necessary days
aliowed for the ciaim, or 30 days; or

(1) for a patient under age 21, multiplies the resuit in (h}(SXBJ)(ii) by the
lesser of the DRG MLOS or the transferring hospital's number of
; medically necessary days allowed for the claim.

IR e 1 T e L T P

(C) HHSC makes payments to multiple haspitals transferring the same patient by
applying the per diem formula in (hY5)B) to all the transfemng hospitals and the
total DRG payment amount to the dizcharging hospital.

(D) HHSC performs a post-payment review to determine if the hospital that provided
the most significant amouni of care received the lotal DRG payment. If the review
reveals that the hospitat that provided the most significant amount of care did not
receive the total DRG payment, an adjustment is initiated to reverse the payment
amounts. The transferring haspital is paid the tofal DRG payment amount and the
discharging hospltal Is paid the DRG per diem.
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Page 8h

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

(Y Cost reports. Each hospital must submit an initial cost report at periodic intervals as
prescribed by Medicare or as otherwisa prescribed by HHSC.

(1) Each hospital must send a copy of all cost reports audited and amended by a
Medicare intermediary to HHSC.

{2} HHSC uses data from these reports in rebasing vears, in making adjustments as
described in (d), and in completing cost settlemants for children's hospitals and
state-owned teaching hospitals as outiined in (k) and {m).

{3) Exceptas otherwise specified in (i), there are no cost seftlements for inpatient
services under the prospective payment system.
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Page 8i

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES - INPATIENT
HOSMTAL SERVICES {continued)

() Hospitals in counties with 50,000 or fewer persons and certain other hospitals.
(1) A hospital is reimbursed under this section Iif the hospital Is:

(A) Iocated in a county with 50,000 or fewer persons, based on the 2000
decennial census;

(B) a Medicare-designated Rurai Referral Center (RRC) or Sole Community
Hospital (SCH) not located in a metropolitan statistical area (MSA), as
defined by the U.S. Office of Management and Budget; or

(C) a Medicare-designated Critical Accass Hospital (CAH).

(2) Ahospital that is described In (JX1) is reimbursed for inpatient services based on the
cost-reimbursement mathodology described in the Tax Equily and Fiscal
Responsibiiity Act of 1882 (TEFRA) without the imposition of the TEFRA target cap.

{3) Interim payments are determined by multiplying the hospital's charges that are
allowed under Madicaid by the interim rate i effect on the patient's date of
admission. The Interim rate is derived from the hospital's most recent Medicaid cost
report seitlement, whether tentative or final.

(4) Interim payments are subject to settlement at both tentative and fina! audit of a
hospiial’s cost report.
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES - INPATIENT
HOSPITAL SERVICES {continued) _

(9) Reimbursements (continued)

(5) Patient transfers and split biling. If a patient is transterred, HHSC establishes
payment amounts as specified in (Q5)A) — (D). HHSC manually reviews transfers
for medical necessity and payment.

(A) Il the patient s transfermed from a hospital to a nursing faclity, HHSC pays the
trans’erring hospital the total payment amourt of the patient's DRG.

(B) If the patient is transferred from one hospital (transferring hospital) to another
hospltal (discharging hospital), HHSC pays the discharging hospital the total
payment amount of the patient's DRG. HHSC calculates a DRG per dism and
@ payment amount for the transfarring hospital as follows:

()} muitiplies the DRG relative weight by the PDSDA or final SDA;

(#) divides the result in (i) by the DRG MLOS described in (eX2), to amive at
the DRG per digm amount; and

(iii) to amive at the transferring hospital's payment amount:

()  muttiplies the resuit in (ii) by the lesser of the DRG MLOS, the
transferring hospital’s number of medically necessary days aliowed
for the claim, or 30 days; or

(i) for a palient under age 21, multiphes the resuit in (i) by the lesser of
the DRG MLOS ar the transferring hospital’'s number of medically
necessary days allowed for the claim,

(C) HHSC makes payments to multipie hospitais transferring the same patient by
applying the per diem formula in (gX5)XB) to alt the vansferring hospitals and
the total DRG payment amount to the discharging hospital.

(D) HHSC performs a post-payment review to determine if the hospital that
provided the most significant amount of care raceived the totai DRG payment.
Iif the review reveals that the hospital that provided the most significant amount
of care did not recsive the total DRG payment, an adjustment is initiated to
reverse the payment amounts. The transferring hospital is paid the total DRG
paymem amount and the discharging hospital is paid the DRG per diem.
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES — INPATIENT
HOSPITAL SERVICES (continued)

(h) Costreparts. 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 all cost reports audited and amended bya
Medicare intermediary to HHSC.

(2) HHSC uses data from these reports in rebasing years, in making adjustments as
described in (d), and in completing cost settiements for children's hospitals and
state-owned teaching hospitals as outlined in () and (1).

(3) Except as otherwise specified in (i), there are no cost settiements for inpatient
services under the prospective payment system in this section,

{4) For hospitals reimbursed under this section, the cost settiement process is not
limited by the TEFRA target cap.
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES - INPATIENT
HOSPITAL SERVICES (continued)
() Hospitals in counties with 50,000 or fewer persons and certain other hosplials.

{1 Hospitals are reimbursed under this subsection if, as of the most recent
decantennial census, the hospital is:

{A) located in a county with 50,000 or fewer persons;

(B) a Medicare-designated Rural Referral Conter (RRC) or Sole Community
Hospital (SCH) not located in a metropolitan statistical area {MSA), as
defined by the L.S. Office of Management and Budget; or

(C}) aMedicare-designated Critical Access Hospital (CAH).

(2) A hospital that qualifies under (i) iIs reimbursad for a cost reporting period the greatar
of

(A) All Medicaid payments based on the prospective paymant system; or

(B) The cost-reimbursement methodology described in the Tax Equity and Fiscal

Responsibility Act of 1982 (TEFRA) without the imposition of the TEFRA largat
cap described in (h)4).

(3) The amounts in this subsection are calculated using the most recent data for

Madicaid fee-for-service (FFS) and Primary Care Case Management {PCCM)
Inpatient services.
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES ~ INPATIENT
HOSPITAL SERVICES (continued)

(k) In-state children’s hospitals.

{1) HHSC or its designee reimburses in-state children’s hospitals under methods and
procedures described in the Tax Equity and Fiscai Responsibility Act of 1982
{TEFRA).

(2) Interim payments are determined by multiplying a hospital’s charges allowed under
Medicaid by the interim rate effective on the date of admission. The interim rate is
derived from the hospital's most recent tentative or final Medicald cost report
settlement.

{3) !nterim payments are subject to setilement at both tentative and final audit of a
hospltal's cost report.

(4) Cost Setllement.

(A) The cost settlement process is limited by the TEFRA target cap set pursuant to
the Sooial Security Act §1886(b) (42 U.S.C. §1395ww(b)).

(B) Notwithstanding the process in (A), HHSC or its designee uses each hospHafl's
fina) audited cost report, which covers a fiscal year ending during a base year
period, for calculating the TEFRA target cap for a hospital.

(C) HHSC or its designes selects a new base year period for calculating the
TEFRA target cap at least every thrae years.

(D) HHSC or its designes increases a hospital's TEFRA target cap in years in
which the target cap Is not resat under this paragraph, by multiplying the target
cap by the CMS praspective payment system hospital market basket index
adjustad to the hospital's fiscai year.

{E) For a newly recognized children's hospital, the base year periad for
calcuiating the TEFRA target cap is the hospital's first full 12-month cost
reporting period occurring after the effective date of recognition. For each cost
reporting pericd after the hospital’'s base year period, an increase in the TEFRA
target cap will be applied as described in subparagraph (D), until the TEFRA
target cap is recaiculated in subparagraph {C).

(F) HHSC will recognize a hospital as a children’s hospital if it meets the criteria
required for certification as a children's hospital for Medicare.
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Page 8a
METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES - INPATIENT
HOSPITAL SERVICES (continued)
()  Out-of-state children's hospitals. HHSC or its designee calculates the prospective
payment rate for an out-of-state children’s hospital as follows:

(1} HHSC determines the overall average cost per discharge for ali in-state children’s
hospitals by: .

(A) Summing the Medicaid allowed cost from tentative or final cost raport
settiements for the base year; and

(B} Dividing the resuit in {A) by the number of in-state children’s hospitals' base
year ciaims described in {cX4).

(2) HHSC determines the average relative weight for all of in-state children’s hospiials’
base year claims described in (c)4) by:

{A) Assigning a relative weight to each claim pursuant to (e){(1);
(B) Summing the relative weights for all claims; and
(C) Dividing by the number of claims.

{3) The resultin (1) is divided by the result in (2) to amive at the adjusted cost per
discharge. :

{4) Ilgf adjusted cost per discharge in (3) is the payment rate usad for payment of
ms.

{5) The payment rate is not adjustad for inflation.

(6) HHSC will not recompute the adjusted cost per discharge effective September 1,
2008 or thereadter.
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METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES — INPATIENT
HOSPITAL SERVICES (continued) |

. {m) State-Owned Teaching Hospital Reimbursement Methodology.

(1) For cost reporting periods beginning on or after September 1, 2008 HHSC or its
designee reimburses state-owned teaching hospitals under methods and procedures
described in the Tax Equity and Fiscal Responsibiiity Act of 1982 (TEFRA).

(2) For dates of admission on or after September 1, 2003 state-owned teaching
hospitals with allowable direct graduate medical education (DGME) costs will receive
a pro rata share of their annuat DGME cost based on the availability of appropriated
funds. DGME expenses are not considerad cosis associated with inpatient hospital
services and are not settied to cost. '

{3) Interim payments are determined by multiplying a hospital's charges allowed under
Medicaid by the interim rate effective on the date of admission derived from the
hospital’s most recent Medicaid cost report setilement, whether tentative or final.

(4) Interim payments are subject to settlement at both tentative ang final audit of a
hospital's cost report. '

(8) Cost Setllement.

(A} The cost settlement process is limited by the TEFRA target cap set pursuant to
the Social Security Act §1886(b) (42 U.S.C. §1395ww(b)).

{B) Notwithstanding the process in {1), HHSC or its designee uses each hospital’s
final audited cost report, which covers a fiscal year ending during a base year
period, for calculating the TEFRA target cap for each hospital.

{C) HHSC or its designee selects a new base year period for calculating the
TEFRA target cap a! least every three years.

{D) HHSC or its designee increases a hospital's TEFRA target cap in years in
which the target cap is not reset under this paragraph, by multiplying the target
cap by the CMS Praspective Payment System Hospital Market Basket Index
adjusted to the hospital's fiscal year.

(n) —{s) Intentionally left blank.
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