DEPARTMENT OF HEALTH & HUMAN SERVICES
Centers for Medicare & Medicaid Services

7500 Security Boulevard, Mail Stop 52-26-12
Baltimore, Maryland 21244-1850

CENTERS for MEDICARE & MEDICAID SERVICES

Center for Medicaid and State Operafions

Robin Arnold-Williams, Secretary

Department of Social and Health Services

PO Box 45010

Olympia, Washington 98504-5010 APR 2 5 2007

RE: State Plan Amendment 05-006

Dear Secretary Arnold-Williams:

We have reviewed the proposed amendment to Attachment 4.19-A of your Medicaid
State Plan submitted under transmittal number (TN) 05-006. This amendment delineates
the specific elements of a cost-based reimbursement methodology for hospitals
participating in the State’s CPE program, establishes a base community psychiatric
payment rate and updates the DSH and UPL programs. It is approved effective July 1,
2005.

Under regulations at 42 CFR 430.12(c)(i), States are required to amend State plans
whenever necessary to implement changes in Federal law, regulations, policy
interpretations, or court decisions. On January 18, 2007, CMS published a notice of
proposed rule making that would modify Medicaid reimbursement and State financing of
their Medicaid programs. Should this proposed rule be adopted in final regulations, some
or all of the payments under this plan amendment may no longer be allowable
expenditures for federal Medicaid matching funds. States will be expected to review
their payment methodologies and, if necessary, submit conforming amendments to reflect
the new regulations. Approval of the subject State plan amendment does not relieve the
State of its responsibility to comply with changes in federal laws and regulations, and to
ensure that claims for federal funding are consistent with all applicable requirements.

To carry out Federal oversight responsibilities, please be advised that the Seattle regional .
office will conduct a financial management review of the payments authorized under
Attachment 4.19-A, Part I of the State Medicaid plan and funded through certified public
expenditures. The purpose of this review will be to ensure that clajmed expenditures are
accurate and that claims for Federal funding are matched by adequate non-Federal
funding. If you have any questions, please call Joe Fico of the National Institutional
Reimbursement Team at (206) 615-2380.




Sincerely,

Dennis G, Smith
Director

cc:  Doug Porter, Assistant Secretary, DSHS, HRSA
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REVISION ATTACHMENT 4.19-A
Part |, Page 2

STATE PLAN UNDER TITLE XX OF THE SOCIAL SECURITY ACT
State . WASHINGTON _—

METHODS AND STANDAROS FOR ESTABLISHING
PAYMENT RATES FOR INPATIENT HOSPITAL SERVICES

A, INTRODUCTION

The State of Washington’s Depariment of Soclal and Health Services (DSHS)
nmplemented a Diagnosis Relaled Groups (DRG) based relmbursement system for
payment of inpatient hospital services to Medncatd chents in the mid 1980's, This
system, as revised throtigh this. smendmient, is used to relmburse for admissions.on
or after January 1, 2001, Revisions to this system are made as necessary {hrough
amendments to the Slate plan,

This plan incorporates revisions that eliminate all disproportionate share and pro-
shara pragrams involving intergovernmental transfers. These changes will be
effective on July 1, 2005. This plan also incorporates @ new payment fmethodology
to be effective July 1, 2005 for public hospitals located in the State of Washington
that are owned by public hospital districts and are not department approved and
DOH ceriified as CAH, the Harborview Medical Centér, and the Univarsity of
Washington Medical Center. The new payment methodology I$ a full cost payment
methad paying only federal Medicaid share of funding for medically necessary
patieni care.

The hospital rates and payment methods described In this attachment are for ihe
State of Washinglon Medicaid program. The standards used to determine payment
rates take Into account the situation of hospilals that serve a disproporiionate
number of low-income patlents with speclal needs. The system includes payment
methods lo hospitals for sub-acute care such as skifled nursing and intermediate
care, and payment meithods for ofher acule inpatient care such as Long Term Acule
Cara (LTAC). The rates for these services are lower than those for standard
inpafient acute care.

The reimbursement system employs four major methods to determing hospital
payment rates: DRG cost-based rates; DRG contract rates; full cos! rates
(beginning on July 1, 2005); and ratas based on hospitals' ratlo of costs- locharges
{(RCCV.

TN# 05-006 Approval Date Effective Date 7/1/05
Supersedes APR 2D 007
TN# 03-011




REVISION ATTACHMENT 4.19-A
Pari |, Page 3

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State . WASHINGTON —

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES {cont.)

A INTRODUCTION {conl.)

Other payment methods used Include per member per monih (PMPM) graduate
medical education (GME) payments, fixed per diem, cost selllement,
disproportionate share hospital (DSH), and proportionate share hospital, All are
prospective payment methods except the cost setllement payment melhod used lo
reimburse crifical access hospitals. Newbarn screening tests approved through
legislative direction are coverad services relmbursed by the department and
payment adjustments are made when necessary. The DRG,"{ull cost,” and RCC
payment methods are augmented by rauma care payment methods at state-
approved irauma centers; The rauma care enhancement provides reimburgement
ta Level I, I, and I} trauma centers-through lump-sum supplemental paymants
mads quartetly.

A fixed per dism payment methed is used In conjunction with the LTAC program. A
cost seftlement payment mathod is used to reimburse hospitals padicipating in the
state’s Tile XIX Critical Access Hospital {CAH) program. Monthly PMPM GME
payments are provided by HRSA directly lo the Universily of Washington Medical
Center and tha Harborview Medical Center for GME related to Healthy Options
care,

Contract hospitals participaling in the federally waivered Medicald Hospital Selective
Conlracting Program are reimbursed for services pald by the DRG payment melhod
based on thelr negoliated DRG conlract rate.

Hospitals not located in contract areas and hospitals located in a contract area that
are exempt from selective contracting, are reimbursed for services paid under the
CRG payment method using a cost-based DRG rate,

Nan-conlract hespitals in selective conlracting program areas will be paid by
MHRSA for inpatient services only when those services are determined by HRSA to
be emergency services,

Beginning on July 1, 2005, public hospitals located In the State of Washington, that
are not department approved and DOH certified as CAH, are pald using the “full
cost” paymant method for inpalient covered services as delermined ihrough the
Medicare Cost Report, using HRSA's Medicaid RCC rate o détermine cost,

TN# 05-006 Approval Date  APR 2 5 200  Effective Date 7/1/0
Supersedes
TN#03-011




REVISION ATTACHMENT 4.19-A
Part i, Page 4

STATE PLAN UNDER TITLE XX OF THE SOCIAL SECURITY ACT
Stale WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES {cant.)

A INTRODUCGTION (cont)

Each public hospital district for its raspective non-CAH public hospltal district
hospital(s), tha Harborview Medical Center, and the University of Washington
Medical Genter, provide certified public expenditures which represent its costs of the
patients’ medically nécessary care.

Hospitals and services exempt from the DRG paymient methods are reimbursed
under the RCC, "full cost’, cost seitement; or fixed per diem payment mettiod.
Under the DRG, RCC and “full cost” methods a base community psychialric
hospltalization payrnent rate Is also used to determine the allowable fof certain
psychiatric clalms.

The following plan specifies the methods and standards used to setthese payment
rates, including: definitions; general reimbursement policies; methods for
establishing: cost-based DRG rates; "full cost” reimbursement; RGC payment rates;
CAH rates; fixed per diem reimbursement; Disproportionate Share Hospital (DSH)
reimbursement; upper payment limils (UPL); UPL reimbursement;-and
administrailve policles on provider appeal procedures, uniform cost raporting
requirements, audit requirements; and public notification requirements.

B. DEFINITIONS

The terms uged in this plan are intended to have their usual meanings unless
specifically defined in this section or otherwise In the plan. Allowed charges, where
mentioned in this attachment to {he state plan, refers to the DSHS covered charges
on 2 clalm that are used to determine any kind of reimbursement for medically
necessary care.

1. Accommodalion and Ancillary Costs

Accommodation costs: the expense of providing such services as regular room,
special care room, dietary and nursing services, medical and surgical supplies,
medical social services, psychialric social services, and the use of certain
equipment and facilities for which a separaie charge s not customarily made.

Anciltary costs: the expense of providing such services as laboratory, radiology,
drugs, dellvery room (including maternity tabor room), 2nd operating room (including
anesthesla and postoperative recovery rooms). Ancillary services may also include
other special ilems and services.

TNE 05-006 Approval Dale APH 25 007 " Efiective Date 7/1/05
Supersedes -
TN# 03-011




REVISION

ATTACHMENT 4.19-A
Part |, Page 6

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY AGT

State e WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES {cont.}

B.  DEFINITIONS (cont,)

2,

Case-Mix Index (CMf)

Case-mix Index means a measure of the costliniéss of cases reated by & hospital
relalive to the cost of the average of all Medicaid hospital cases, using DRG weights
as a measure of relative cost.

Critical Access Hospital (CAH} Program

Critical Access Hospital (CAH) program means a Title XIX inpatient and outpatient
hagpilal reimbursement program where instate hospitals, that are department
approved and DOH Medicare-certified as a CAH, are relmburséd through a cost
setllement methad.

DSHS or Department

DSHS or department means the Depariment of Sacial and Health Services. DSHS
Is the State of Washington's siate Medicaid agency.

Diagnosis Relatad Groups (DRGs)

DRG means the patient classification systam originally ¢eveloped for the federat
Medicare program which classifles patients inlo groups based on the International
Classffication of Diseases, the presence of a surgical procedure, patien! age,
presence or absence of signillcant comorbidities or complications, and other
relevant criteria.

The DRGs categorize patients Into clinically coherent and homogenous groups with
respect fo resource use, The Washington State Medicaid program curreptly uses
The All Patient Grouper and has established relative weighis for 400 valid DRGs
for its DRG payment system. There are an additional 168 DRGs that are not used
and another 241 DRGs with no weights assigned. Of the 241 DRGs with no
weights, two are used in idenlifying ungroupable claims under DRG 469 and 470,

The remainder of the 241 DRGs are exempt from the DRG payment method. Tha
All Patlent Grouper, Version 14.1 has z total of 809 DRGs.

Fata¥o'wrd

TN 05-008
Supersedes

ThEH A Mg s

Ly A r
Approval Date AT £ U7 Effectlve Dale 7/1/05




REVISION ATTACHMENT 4.18-A
Parl |, Page 6

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State _____WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES {cont.)

B. DEFINITIONS {cont.)
6. Emergency Services

Emergency services means services provided for cara required after the sudden
onset of a medical condition manifesting itself by acute symptoms of sufficient
sevarity {including severe pain) that the absence of inmedlate medical attention
could reasonably be expected to result in: placing the client’s health in serious
jeopardy; serious impairment to bodlly functions; or serious dysfunction of any
bodily organ or part. Inpatient maternily services are lreated as emergency
services,

7. HCFA/CMS

HCFA means the Department of Health and Human Services’ former Health Care
Financing Adminisiration (HCFA), renamed the Centers for Medicars and Medicald
Servicos {CMS) in June 2001, CMS, formerly named HCFA, Is the federal agency
responsible for administering the Medicald program.

8. Hospital

Hospltal means a reatment facillty which is licensed as an acute care hospital in
accordance with applicable State laws and regulations, and which is certified under
Title XVl of the federal Soclal Security Acl.

9. Inpatient Services

inpatient services means all services provided direclly or indirectly by the hospital
subsequent to admission and prior to discharge of an inpatlfent, and includes, but is
not limited to, the following services: bed and board, medical, nursing, surgical,
phamacy and dielary services; matemnily services; psychialric services; all
diagnoslic and therapeulic services required by the patient; lha technical andfor
professional components of certaln services; use of hospital facilities, medical social
services furnished by the hospital, and such drugs, supplies, appliances and
equipment as required by the patient; transportalion seérvices subsequent lo
admission and prior fo discharge; and, related services provided by {he hospital
within one calendar day of the client's admission as an inpatient.

TN# 05-008 Approval Dale Effective Date 7/1/05
Supersedes AFR 25 217
TN# 03-011




REVISION ATTACHMENT 4.16-A
Parl f, Page 7

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State . WASHINGTON S

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

B. DEFINITIONS (cont.)
10. Long Term Actle Care

Long Term Acute Care {(LTAC) means prior authorized inpatient services provided
directly of indirectly by a Slate designated Long Term Acute Care hospital. LTAG
sarvices are authorized, subsequent to patient admission, but after the treatment
cosis in a DRG paid case have exceaded high-cost outlier status. At the point at
which that determination is made, the mode of care and relmbursement may switch
to LTAG under a fixed per diem rate f authorized by DSHS This Is nat sub-acute
care’ rather this i§ inlengive acute Inpatient care provided to patients who would
otherwise remain in intensive care or a similar level of care i or out o & hosp:ial s
intensive care unit,

The fixad per diem rate was based on an evaluation of patient clalms costs for this
type of patisnt.

Tha LTAC services Include, but are not limiled, to: bed and board; services related
to medical, nursing, surgical, and dietary needs; IV infusion therapy, prescription
and nonprescription drugs, andfor pharmaceutical services and folal parenteral
nulrition (TPN] therapy, up lo two hundred doliars per day in allowed charges; and
redical social services furnished by the hospital.

11, PIIGAU

PIIGAU, as used in Paragraph G.2 and G.3 below, means the DSHS Limited
Casualty Program Psychiatric indigent Inpatient (PIl) or General Asslstance
Unemployable {GAU) services.

12, RCC

RCC means a hospital ratio of costs-to-charges (RCC) caleutaled using annual
CMS 2552 Medicare Cost Report data provided by the hospital. The RCC, natto
excead 100 percent, is calculated by dividing adjusted operaling expénse by
adjusted patient revenues. The basic payment is established by mulliplying the
hospital's assigned RGC ratio (not to exceed 100 percent) by the allowed charges
for medically necessary services. A reduced RCC is used to calculate MIDSH and
GAUDSH payments on RCC paid clalms.

TN# 05-006 ' Approval Date Effective Date 7/1/05.
Supersedes AFR 25 207
TN# 03.011




REVISION ATTACHMENT 4.19-A
: ' Part |, Page 8

STATE PLAN UNDER TITLE XiX OF THE SOCIAL SECURITY ACT
State  WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

B. DEFINITIONS {cont.)
13 Operating, Medical Educailon and Capital Costs

Costs are the Medicare-approved costs as reported on the CMS 2552 and are
divided into threa components:

Operating costs include all expenses, exceptcapital and medical education,
Incurred In providing accomimedalion and ancillary services; and,

Medical education costs are the expenses of a farmally organized graduate medical
educalion program; and, .

Capitalrelated costs include: net adjusted deprecialion experises, lease and renlals
for the use of depreciable assets, costs for batterment and improvements, cost of
minor equipment, insurance expsnses on depreciable assets, and interest expense
and capital-related costs of refated organizations thal provide services to the-
hospital. Capital costg due solely to changes In cwnership of the provider's capital
assets on or after July 18, 1984, are deleted from the capiial component.

14, Uninsured Indigant Patient

Means an individual who recelves hospital inpatient and/or oulpatient services and
the cost of delivered services is nol mat because hefshe has no or insuflicient
health insurance or other resources o cover the cost. The cost of services for
upinsured indigent patients is identifled through the hospital's charity and bad debt
reporting system.

Charity care and bad debt, as defined by the Depariment of Health through its
hospital cost reporting regulations WAC 246-453-010, (4) "INDIGENT PERSONS"
(Supplement 1 to Attachment 4.19-A, Part 1, Pages 1 through 10} and chapter
70.170 RCW "HEALTH DATA AND CHARITY CARE" {Supplement 2 io Attachment
4.18-A, Part {, Pages 1 through 11), means those patlenis who have exhausted any
third-party sources, including Medicare and Medicaid, and whose Income s equal to
or below 200 percent of federal poverty standards, adjusted for family size or is
atherwise not sufficient to enable them to pay for the care or to pay deductibles or
coinsurance amaunts required by a third-party payer; (5) "Charily care™ means
appropriate hospital-based medical services provided to indigent persons, as
defined in this secticn.

TN 05-008 Approval Date Effective Date 7/1/056
Suparsedes APR 25 2007

TME A2 NAd




REVISION ATTACHMENT 4.19-A
Part}, Page 8

STATE PLAN UNDER TIiTLE XIX OF THE SOC!AL SECURITY ACT

State _ WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES {cont.} ’

B.  DEFINITIONS {cont.)

Services covered by an insurance policy are not considered an uninsured covered
service,

15.  CostLimit For DSH Payments

For the purpose of defining cost under the D8H program a ratlo of costs-to-charges
{RCC) Is calculated prospectively using annual CMS 2552 Medicare Costdata. The
RCC Is appiled through a prospective payment method to historical total hospital
billed charges to arrive at the hospitals totat cost.

16. DSH Ons Percent Medicaid Utilization Rale

Alt hospitals must meel the one percent Medicaid Inpatient ulilization In order to
qualify for any of the DSHS disproportionate share programs.

17, DSHLimit

The BSH limit In Section B.15 Is applicable for public hospitals. In accordance with
Ihe Omnibus Budget Recongiliation Act of 1983, the amounts paid under DSH
programs to public hospitals will not exceed 100 percent of cost, except as allowed
by subseguent federal guidelines.

18. Trauma Cenfers

Trauma Cenlers are designated by the State of Washington Department of Health
(DOH}) into five' fevels, based on lavel of services available. This includes Leval |,
the highest level of rauma care, through Level V, the most basic frauma care.
Level of designation is determined by specified numbers of health care
profassionals lrained in specific trauma care speciallies, inventories of specific
trauma care equipment, on-call and rasponse tme minimum standards, qualily
assurance and improvemen! programs, and commitment level of the facilily fo
providing trauma related prevention, educalion, lraining, and research services lo
their respective communities,

TN# 05-006 Approval Date APR 2 B 2007 Effective Date 7/1/06
Supersedes
TNB 03-011




REVISION

ATTACHMENT 4.19-A
Part I, Page 10

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

B. DEFINITIONS (cont.)

18.

20

21.

22.

“Full Cost” Payment Program

“Full cost’ payment program means a hospital payment program for public hospitals
located in the State of Washinagton that are owned by public hospital districts and are
not department approved and DOH certified as CAH, the Harborview Medical
Center, and the University of Washington Medical Center. These hospitals are
reimbursed based on the full cost of services as determined through the Medicare
Cost Report and MAA's RCC rate. Each of these hospitals certified public
expenditures represent the costs of the patients’ medically necessary care. Each
hospital's inpatient claims are paid by the “fulf cost’ payment method, using the
Medicaid RCC rate to determine cost.

Peer Groups

Peer groups mean MAA designated peer groups. MAA's peer grouping has six
classifications: Peer group A, which are rural hospitals paid under an RCC
methodology; peer group B, which are urban hospitals without medical education
programs and which are not in peer group E; peer group C, which are urban
hospitals with medical education programs and which are not in peer group E; peer
group D, which are specialty hospitals and which are not in peer group E; and peer
group E, which are public hospitals located in the State of Washington that are
owned by public hospital districts and are not department approved and DOH
certified as CAH, the Harborview Medical Center, and the University of Washington
Medical Center; and peer group F, which are hospitals located in the State of
Washington that are certified CAH.

Observation Services

Observation services means healthcare services furnished by a hospital on the
hospital's premises, including use of a bed and periodic menitoring by hospital

staff, which are reasonable and necessary to evaluate an outpatient's condition
or determine the need for possible admission to the hospital as an inpatient.

Base Community Psychiatric Hospitalization Payment Rate

The base community psychiatric hospitalization payment rate is a minimum per
diem allowable calculated for claims for psychiatric serviced provided to covered
patients, to pay hospitals that accept commitments under the state’s involuntary
treatment act.

TN# 05-006
Supersedes
TN# 03-011

Approval Date AFR 95 207 Effective Date 7/1/05




REVISION

ATTACHMENT 4.19-A
Part |, Page 11

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State  __ WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

c. GENERAL REIMBURSEMENT POLICIES

Tha following seclion describes general policies governing the relmbursersent
system, Payment will only be made to the provider for covergd services for that
portion of a patient @dmission during which the client is Medicaid eligible. Under the
DRG, RCC and “full cost” methods & base community psychialric hospltal payment
rale is also used o determine the allowable for certain peychiatric claims.

DRG Payments

Except where otharvwise specified, DRG exempl hospltals, DRG exempt services
and speclal agreements, payments to hospitals for Inpatient services are madacn a
DRG payiment basis. The basic payment is established by multiplying the assigned
DRG's ralative weight for that admission by the hospital's rate' as determined under
the method described in Seclion D.

Any dlient responsibilily (spend-tdown) and third-party liability, as identified on the
biliing invoice or otherwise by the depariment, Is deducted from the alfowed amount
{basic payment) to determine the actual payment for that admisslon.

ORG Relallve Weighils

The reimbursement sysiem uses Washinglan State, Medicald-specilic DRG relative
weights. To lhe extent possible, e welghts are based on Madical Assistance
(Madicald) claims for hospital fiscal years (HFYs) 1997 and 1998, spanning the
perfod February 1, 1997 through December 31, 1898, and on Version 14.1 of the
Health Information Systems (HIS) DRG All Palient Grouper sofiware.

The relative weight calculations are based on Washington Medical Assistance
claims and Washington State Department of Health's {CHARS) claims
representative of Healthy Oplions managed care. Each DRG s statistically
tested to assure that there is an adequate sample size to ensure that relative
weights meel acceptabie reliabifily and validity standards. The relative weighis
are standardized to an overall case-mix index of 1.0 based on claims used during
the recalibration pracess, but are not siandardized (0 a case-mix index of 1.0
regarding the previous refative weighis used.

TN# Q5-006
Supersedes
TN 03-011

Approvat Date Effactive Date 7/1/05
APR 29 20




REVISION ATTACHMENT 4.19-A
Fart |, Page 12

STATE PLAN UNDER TITLE XIX OF THE SOGIAL SECURITY ACT
State _ WASHINGTON

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

C. GENERAL REIMBURSEMENT POLICIES {conl.)
3 DRG High-Cost Dutlier Payments

High-cost outliers ara cases with extraordinarily high costs when compared fo other
cases in the same DRG. The reimbursement systam includes an ouliiar payment
for these cases. To qualify as a DRG high-cost outller, the allowed charges for the
case must exceed a threshold of three times the applicable DRG payment and
$33,000,

Relmbursement for outller cases other than cases in childran's hospilals {Children's
Hospital and Medical Center, Mary Bridge Children's Hospital), and psychiatric
DR@Gs,; is the applicable DRG payment amount plus 75 parcant of the hospital's
RCC ratlo applied to the allowed charges exceeding the outlier threshold,

Reimbursement for DRG psychiatric {DRGs 424-432) oulliers is at the DRG rate
plus 100 percent of lhe hosplial RCC ratio applied o the allowed charges exceeding
the aullier threshold, Relmbursement for oulller cases at the state’s two children’s
hospitals is the applicable DRG payment amount plus 85 percent of the hospital's
RCQC ratio applied to the allowed charges exceeding the outlier threshold.

4, DRG Low Cost Outlier Paymenls

Low cost oulliers are cases wilth extraordinarily fow costs when compared to other
casas in the same DRG. To qualify as 2 DRG low cost oulller, the allowed charges
for the case must be equal to or lass than the greater of 10 percent of the applicabla
DRG paymient or $450. Reimbursemant for these cases is the ¢ase's allowed
charges mulliplied by the hospital's RCC ralio,

5. DRG.Long-Stay Day Oullier Paymenis
Day Qutller payments are included only for fong-stay cllents, under the age of six, in

disproportionate share hospitals and fer children under age one in any hospital.
(See G.15 Day Outlier payments).
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State ___ WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont,)

. GENERAL REIMBURSEMENT POLICIES (cont.)

8.

Non DRG payment method payments

Hospitals and services exempl from the DRG payment method are reimbursed
under the RCC method, "full cost” method, CAH method, etc. For RCC and “fult
cost” payments, the basic payment Is established by mulliplying the hospifal's.
assigned RCG ratio (not to excead 100 percent) by the aflowed charges for
medically necessary servicas. Recipient responsibility {spend-down} and third-party
liability, as identified on the billing invoice or otherwise by DSHS, is deducted from
the allowed amount (basic payment} to determine the actual payment for that
admission. Other applicable adjustments may also be made, For the "full cost®
method, only the federal funds participation (FFP) perceniage’is pald on the clima
after all other adjustments to the allowed amount have been made,

DRG Exempt Hosplials

The following hospitals are exempt from the DRG payment method for Medicald.
Peer Gmub A Hospitals

As defined in Section D.2,

Psychialric Hospltals

Designaled psychiatric faciities, stalg psychlairic hospitals, designated distingt part
pediatric psychiatric units, and Medicare-cerlified disiinct part psychiatrie unils in
acule care hospitals are this type of facilly. This currently includes, but is not limited
0, Fairfax Hospital, Lourdes Counseling Center, West Seatlle Psychialric Hospital,
Puget Sound Behavioral Health, the psychiatric unit at Children's Hospilal & Medical
Center, and all other Medicare-certified and State-approved distinct part psychiatric
units doing business with the State of Washington. -

Rehabilitation Units

Rehabilltation services provided in specifically identified rehabilitation hospitals and
designated rehabilitation units of géneral hospitals. The criteria used to Idantify
exempt hospitals and units are the same as those employed by the Medicare

program fo [dentify designated distinct part rehabilitation unils.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

g Slale : . WASHINGTON DU

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

C. GENERAL REIMBURSEMENT POLICIES {cont.}
7. DRG Exempt Hospitals {contd-

In addilion, services for clients in the HRSA Physical Medicine and Rehabilitation
program (PM&R), and who are not placed in a designated rehablfitation hospital o
unit, are excluded from DRG payment mathods, Prior authorization is required for
PMA&R services and placement into the rehabilitation unit.

d. Critical Access Hospital (CAHs)

Department-approved and Medicare designated CAHs receive Medicaid
prospective payment based on Departmental Welghted Cost-lo-Charge (DWCC).
Fost-period cost settlement Is then performed.

e Managed Heallth Care

Payments for cilents who receive inpalient care through managed health care
programs. If a client is not a member of the plan, reimbursement for admissions to
managed health care pragram hospital will be determined in accerdance with the
applicable payment methods for contract or nen-contract hospitals described in
Seclion D, Section E andfor Section F.

f Out-of-State Hospilals

For medical services provided, out-of-state hospitals are those facilities located
oulside of Washington and outside designated bordering cities as described In
Section D. For psychialric services and Involuntary Trealmeni Act (ITA) services,
out-of-stale hospitals are those facilities lecated outside the State of Washington.
The Mental Health Division designee is responsible to screen for authorization of
care and make payment for authorized services. For medically necessary freatment
of emergencles that occur while a client is out-of-state, these hospitals are exemnpt
from DRG payment methads, and are pald an RCC ratio based on the weighted
average of RCC ralios for in-stale hospitals. For DSHS referrals to out-of-state
providers after HRSA's Madical Director or designee approved an Exception to Rule
for the care:

(1} Inabsence of a contract, DSHS pays the rate mentioned above,

(2) When DSHS Is successiul negotiating a contract, out-of-state hospitals are paid
using a negotiated contract rate. DSHS first negotiates for the rate mentioned
above, then for the other state's Medicald or Medicare rale, and finally {or the bast
rate possible beyond the other tiers.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

Stale WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

C. GENERAL REIMBURSEMENT POLICIES (cont))
7. DRG Exempt Hosgpitals (cont.)
a. Military Hospitals

Unless specHic arrangements are made, Military hospitals are exempt from the
DRG payment methods, and are reimbursed at their allowed charges.

h Public.Ha's_pitais Located In The State of Washington

Beginning on July 1, 2005, for public hespitals:located in the State of Washington
that are. owned by pubtic hospiiai districts and ars nol department approved and
DOH cenified as CAH, the Harborview Medicat Center, and the University of
Washlington Medical Cenler, Medicaid and GAUDSH covered services are pald
by the “full cost™ public hospital certified public expenditure (CPE) payment
methed. The new payment methodology incorporates the use of certified public
expenditures al each hospital as the basis for receiving federal Medicaid funding.

8. DRG Exempt Services
a. Necnalal Services

DRGs 620 and 629 (normial newborns) are reimbursed by DRG payment under
the DRG payment method, but not sinder “full cost®, or cost setllement, DRGs
602-619, 621-624, 626-528, 630, 635, 637-641 neonatal services are axempt
from the DRG payment methods, and are reimbursed under the RCC, “fulf cost™,
or cost seltiement payment method.

b. AlDS-Related Services

AlDS-related inpalient services are exernpt from DRG payment methods, and are
relmbursed under the RCC method for those cases with a reported diagnosis of
Acquired Immunodeficiency Syndroma (AIDS), AIDS-Related Complex (ARC), and
other Human Immunodeficiency Virus (HiV) infections,

c. Long-Term Care Services

Long-term care services are exempt from DRG payment metheds, These services
are reimbursed based on the statewide average Medicaid nursing home rate,
adjusted for special staff and resource requirements. Hospitals must request a
long-term care designation on a case-by-case basis.

TN# 05-006 Approval Date Effective Date 7/1/05
Supersedes APR 2 5 ?007
TN#03-011




REVISION ATTACHMENT 4.19-A
Part |, Page 18

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State . WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

C. GENERAL REIMBURSEMENT POLICIES {cont.)
8. DREG Exempt Services {cont.)
d. Bone Marrow and Other Major Organ Transplants

Services provided to clients receiving bone marrow transplants and other major
organ transplants are exempt from the DRG payment method, and are reimbursed
under the RCC method,

e. Chemically-Dependent Pregnard Woman

Hospital-based intensive Inpatiant care for detoxification and medical stabilization
provided to chemically-dependent pregnant women by a certified hospital are
axempt from the BRG payment method, and are reimbursad under the RCC
payment msthod.

f. Long-Term Acute Care Program Services.

Long-Term Acute Care {LTAC) services, and other inpatient services prowded by
LTAG hospitals, are exempt from DRG payment melhods, LTAC services
covered under tha LTAC rate are reimbursed using a fixed per diem rate. Other
covared LTAC gervices are paid using the RCC rate. The fixed per diem rate was
based on an evaluation of patient claims costs for this type of patient and is updated
annually through a vendor rate adjustment {VRA}. Hospilals must request and
receive a LTAC designalion. Care Is authorized and provided on 2 case-by-case
basis.

q. Servicas Provided in DRGs that do nol have a Heallh and Recovery Servicas
Administration (HRSA) relative weight assigned.

Services provided in DRGs that do nol have a Health and Recovery Services
Administration (HRSA) relalive weight assigned, that would otherwise be paid
using the DRG payment method, are reimbursed using the RCC, “full cost®, or
cost setflement payment method unless a different payment methad has been
specified.
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STATE PLAN UNDER TITLE XIX QF THE SQCIAL SECURITY ACT
State ____ WASHINGTOM -

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES {cont.)

C.  GENERAL REIMBURSEMENT POLICIES (cont.)
8. DRG Exempt Services. {cont.)
Trauma.Center Services

Trauma Centers are designated by the State of Washington Depariment of Health
(DOHj) into five levals, based on lavel of services avallable. This includes Level i,
the highest level of trauma care, through Leve! V, the most basic irauma care.
Levet of designation is determined by specified numbers of heallh care
professionals frained in specific frauma care specialiles, inventories of specific
frauma care equipment, on-call and rasponse lime minimum standards, quality
assurance and improvemenl programs, and commitment level of the facility to
prowdmg irauma related prevention, educalion, tralning, and research services to
thelr respective communities.

Level |, I, snd Il frauma centers sérvices will be reimbursed using anenhanced
payment based on the. lrauma care fund established by the Stale of Washingten in
1997 to improve the compensation to physicians and designated trauma facilities for
care to Medicaid trauma patients. The payment is made through lump-sum
supplemental paymenls made quarlerly.

The payment sach hospital recelves Is propoeriional to the percenltage thal the
department pays in total to all Level 1, i, and 1l trauma centers quarterly for fee-for-
seivice trauma caso claims. Each qualifying hospital's payment percentage is then
applied to the departmant’s tolal enhanced traunia supplemental funds availahle for
the quarter to determine the hospital's progortional paymenl from the quarier's
trauma supplemental. A fee-for-service case qualifies for frauma designation if care
provided has an Injury Severity Score {ISS) of 12 or greater for adults, 9 or greater
for pedialric patients (through age 14 only), and transferred trauma patients
regardiess of ISS.

Level IV and V frauma centers are given an enhanced payment oulside of Medicaid
by the State's Depariment of Health using only Slate funds.

h, Inpalient Pain Center Services

Services in HRSA-authorized inpatient pain centers are paid using a fixed per
diem rate.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State , WASHINGTON

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

C. "GENERAL REIMBURSEMENT POLICIES {¢ont.}

g;

10.

Transfer Policy’

For a hospital ransferring a cllent to another acute care hospilal, a per diem rate is
paid for each medically necessary day. The per diem rale is determined by dividing
the hospital's payment rate for the appropriate DRG by thal DRG's average length
of stay,

Except as Indicated below, the payment (0 the transferring hospital will be the lesser
of: the per diam rate multiplied by the number of medically necessary days at the
hospital; or, the appropriate DRG payment.

it a clignt is transferred back to the original hospitat and subsequently discharged;
the original hospital Is pald the full DRG payment. Itis not paid an additional per
diem as a iransferring hospital. The intervening hospital Is paid a per diem payment
based on the method describad above.

The hospital that ultimately discharges the client is reimbursed the full DRG
payment, however, if a transfer case qualifies as a high or low cost oulliar, the
outlier payment mathodology is applied.

Readmission Policy

Readmissions oceurring within 7.days of discharge, 1o the same hospital that group
to he same medical diagnostic category, will be reviewed to determine if the second
admisslon was necessary or avoldable. |l the second admission Is determined to
be unnecessary, reimbursement will be denied. If the admission was avoidable, the
wo admissions may be ¢combined and a single DRG payment made. I two
different DRG assignments are involved, reimbursement for the appropriate DRG
will be based upon a utiization review of the case. All psychiatric Inpatient
admisslons must be prior atithorized and are considered distinet admissions,
regardiess of the number of days occurring between admissions.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State _____ WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

C. GENERAL REIMBURSEMENT POLICIES (cont.)
11. Administrative Days Policy

Adminislrative days are those days of hospital stay whersln an acute inpatient level
of care Is no longer necessary, and an appropriste non-inpatient hospila) placement
“Is not available: Administrative days are relmbursed at the slatewide average
‘Medi caid nursing home per diem rate.

For.a DRG payment case; administrative days are not paid until the case exceeds
the high-cost outller threshold for thal case. If the hospital admission is solely for a
stay unlil an appropriate sub-acute placement can be mada, the hospital may be
reimbursed al the Administrative Day per diem rate from the date of admission. The
administrative rate is adjusted November 1. For DRG exempl cases, administrative
days are ideniifisd during the length of stay review process.

12 inpatient vs. Qutpatient Stay Policy

Through October 31, 2004, stays of less than, approximaling, or exceeding 24
hours whera an Inpatient adgmission was not appropriate will be relmbursed on an
oulpatient basis, Stays of less than 24 hours. invalving the death of the patient,
trahsfer to ancther acute cars hospilal, a delivery; or initial cars of & newborn are
considered Inpalient and are réimbursed undeér the respective inpatient payment
method designated for the hospital andf or the covered services. On and after
November 1, 2004, a new clinical-based inpatient vs. outpatient stay
determination rule is in eifect.

An Inpatient stay is an admission to a hospital based on an evaluation of the
client using objective clinical indicators for the purpose of providing medicaily
necessary inpatient care, including assessment, monitaring, and therapautic
services as required to best manage the client's ilness or Injury, and that is
documented in the client's medical record.

An outpatient hospital stay consists of outpatient hospital sérvices that are within
a hospital's licansure and provided to 2 client who is designaled as an outpatient
based on an evaluation of the client using objeclive clinical indicators for the
purpase of providing medically necessary ambulatory care, including
assessment, monitoring, and therapeulic services as required to best manage
the client's #liness or injury, and that Is documaented in the client's medical record.
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STATE PLAN UNDER TITLE XIX QF THE SOCIAL SECURITY ACT
State __ ) WASHINGTON -

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES {cont.) '

C. GENERAL REIMBURSEMENT POLICIES (cont.)
13. Medicars Related Policies

Medlicare crossovers refer lo hospital patients who are ellgible for Medlcare
henefits and Medical Assistance. For clients, the state considers the Medicare
DRG payment to be payment in full. The state will pay the Medicare deductible
and co-insurance refated to the inpatient hospital services. Tolal Madicare and
Medicald paymenis tc a provider cannol excerd DSHS'S rales or fée schedule as
if they were pald solely by Medicaid using the RCC payment method..

In cases where the Medicare crossover client’s Part A benefils, including lifetime
reserve days, are exhausted, and the Medicald outller thrashold slatus is
reached, the state will pay for those allowed charges beyond the threshold using
the alillier policy described in C.3. above,

14, Fixad Par Biem Rate

Afixed per dlem rale is used o reimburse for the LTAC program. A fixed per diem
“Is also used ta pay for authorized inpatient pain center services.

These fived per diem rales are established through ldentfication of historical claims
cosls for the respective services provided. Predetermined Vendor rate adjustments
are made annually if rates are nol rebased.

15. Third-Party Liability Policy

For DRG cases involving third-pariy liability (TPL), a hospital wili be reimbursad the
lesser of the DRG billad amount minus the TPL payment and other appropriate
deduclible amounts, of the applicable DRG allowad amount (basic payment} for the
case minus the TPL payment and other appropriate deductible amounts. For RCC.
cases Involving TPL, a hospital will be reimbursed the RCC allowed amount (basic
payment) minus the TPL payment and other appropriate deductible amounts. For
CAH cases involving TPL, a hospilal will be reimbursed the aflowed amount {basic
payment} minus the TPL payment and other appropriate deductible amounts. For
“ull cost® cases involving TPL, a hospltal will be relmbursed the federal match
portion of the allowed amount (basle payment) minus the TPL payment and other
appropriate deductible amounts.
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STATE PLAN UNDER TITLE XiX OF THE SOCIAL SECURITY ACT

State o WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

C.  GENERAL REIMBURSEMENT POLICIES (cont.)
16.  Day Outliers: | ~

Sectlon 1923(a){2}(C) of the Act, requires the slate 1o provide payment adjusiment
for hospilals for medically necessary Inpatient hospital services involving

exceptionally long length of stay for individuals under the age of six in :
disproportionate share hospitals and any hospital for a chitd under age one. i

A hospital is eligible for the day outlier payment if it meets the followkng:

B Any hospital serving a child under age one or is a DSH hospital and patient age s 5
or undar,

b. The paitent payment s DRG.
e. The charge for the patisnt stay is under $33,000 (cost oullier threshold).- ,
d. Patlent length of stay is over the day outlier threshold for the applicable DRG.

The day outllier threshold is defined as the number of an average length of stay for a
discharge (for an applicable DRGY), plus twenty days,

The Day Outiier Payment is based on the number of days exceeding the day outlier
threshold, multiplied by the administrative day rate. Day oulliers wil only be paid for
cases that do not reach high cost outller siatus. A patiant's ctaim can be either a
day ouliler or a high cost oullier, but nol bolh,

17. Trauma Care Enhancement

TheLevel |, I, and ] trauma center ephancead payment s based on the lrauma
care fund established by the State of Washington in 1997 to improve the
compensation to physicians and designated trauma facilities for care to Medicaid
irauma patlents. The payment is marle through lump-sum stupplemental paymenis
made quarierly.
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STATE PLAN UNDER TITLE XiX OF THE SOCIAL SECURITY ACT

State - WASHINGTON » -

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

C. GENERAL REIMBURSEMENT POLICIES (cont.)
7. Traurna Care Enhancement {cont.)

The paymant each hospital receives Is proportional to the percentage that the
depariment pays In total lo all Levei I, Il, and Ii} fraima cenlers quarterly for fee-for-
sarvice lrauma case.claims. Each qualifying hospilal’s payment percentaga is then
applied to the department’s total enhanced {rauma supplemental funds available for
the quarter lo determine the hospital's proportional payment from the quarter's
trauma supplemental, A fee-for-service case qualifies for trauma designation if care
provided has an Infury Séverity Score (ISS) of 13 or greater for adulls, @ or greater
for pediatric patlents (thraugh age 14 on!y) and transferred trauma patiants
regardless of 1SS,

Level IV and V trauma cenlers are given an enhanced paymeant outside of Medicaid
by the State’s Depariment of Health using only State funds.

18, Adustment for New Newbom Screening Tests

A payment adjusiment is made for new legislatively approved and funded newborn
screening tests not paid through other rates.

19. Base Community Psychiatric Hospitalization Payment Rate

Under the DRG, RCC and “full cost” methads a base communily psychiairic hospital
payment rate may apply for psychiatric claims submitted by an in-state hospitat that
has already treated a palient covered under the siate’s Involurtary Treatment Act
{iTA) in an ITA-cerlificd bed. The base communily psychiatric hosplial pavment raie
i a per diem rate. The base community psychiatric hospitalization payment rate is
used in conjunction with the DRG, RCC and “full cost” methods to determine the
final allowable to be paid on qualifying claims.
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STATE PLAN UNDER TITLE XiX OF THE SOCIAL SECURITY ACT
State. _ WASHINGTON,

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (conl.)

DRG COST-BASED RATE METHOD

The DRG cost-based rate Is a calculated hospital specific doflar amount that is
multigiied by the applicable DRG weight to produce the DRG payment. The rate
has thres components (operating, capital and direct medical education), Therale is
established on the basis of hospilal's average cos! for reating a Medicaid patient
during a base period. This amount is adjusted for the hospital's case mix and
updated far inflation.

Base Period Cost and Claims Data

The base period cost data for the rates are from hospitals' Medicare cost reports (Form
CMS 2552) for their fiscal year (FY) 1998. Cost data that was desk reviewed and/or
figld audited by the Medicare intermediary before the end of the rebasing process was
used in rate setting when available.

Three categoriss of cosis (lotal costs, capital costs, and direct medical education
cosls) are exlracted from the CMS 2652 for each of the 38 allowed calegories of
costrevenus centers used o categorize Medicaid claims.

Nine categories are used io assign hospitals' accommodation costs and days of care,
and 29 categories are used to assign ancillary costs and charges. Medicaid paid claims
data for each hospital's FY 1998 pariot are extracled from the slate's Medicaid
Management Information System (MMIS).

Department of Heallh Composite Hospital Abstract Reperting Syster (CHARS) claims
represenialive of services covered and provided by Healthy Oplions managed care
plans are also exfracted. Line item charges from claims are assigned to the appropriate
9 accommadalion and 29 ancillary cost center categories end used to apportion
Medicald cosls. These data are also used to compute hospitals' FY 1998 case-mix
index. : '
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

‘State WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES {cont.)

B. DRG COST-BASED RATE METHOD (cont.)

2.

Peer Groups & Caps

HRSA's pesr grouping has six classifications: Peer group A, which are nan-CAH,
rural hospitals which are riot in peer group E and for Medicald claims are paid under
an RCC methodology: peer group B, which are non-CAH urbin hospitals without
medical éducation programs which ara not in peer group E; peer group C, which-are
urban hospitals with medical education programs which are not in peer group E; peer
group D, which are specialty hospitals which are nof in peer group E; peer group E,
which are public hospitals located in the State of Washington that are owned by
public hospital dislricts and are not depariment approved and DOH certified o CAH,
the Harborview Medical Center, and the University of Washington Medical Center:
and peer group F, which are hospitals tocated in the State of Washington that are
department approved and DOH certified as CAH.

For the DRG payrient method, Indirect medical education costs are removed from
operating and capital costs, and diract medical education costs are added.

Peer group caps for peer groups B and C ere established af the 70th percentile of
all hospitals within the same peer group for aggregate operaling, capital, and direct
medical education costs. In computing hospitals’ rates, hospitals whose costs
exceed the 70th percentile of the peer group are resel at the 70th percentile cap.
The hospitals in peer group D are exempted from the ¢aps because they are
speclally hospitals withaut a common peer group on which to base comparisans.
The hospitals in peer group E are exemptled from the peer group caps because they
are paid "full cost” of services as determined through the Medicare Cost Report
using the Medicaid RCC rates to determine cost. The hospitals in peer group F
are also exempted from the peer group caps,

Changes In peer group status 2s a result of HRSA approval or recommendation are
recognized. Howsver, In cases where post-rate calculation carrections Of changes
in individual hospltal's base year cost of peer group assignment result in a change
in the peer group cost at the 70th percentite, and thus have an impact on the
peer-group cap, the cap is updated only if it resulls ina 5.0 percent or greater
change in fotal Medicaid payment levels.
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STATE PLAN UNDER TITLE XX OF THE SOCIAL SECURITY AGT

Slate WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.}

D, DRG COST-BASED RATE METHOD (cont.)
kH Conversion Factor Adjusiments

Indirect medical education costs are added back inte costs before application of any
inflation adjustment. A 0.008219 percent per day inflation adjustment (3.0 percent
divided by 365 days} Is used for huspitals thal have their fiscal year ending before
December 37, 1998, A 9.1088 percent inflation adjusiment is used for the period
from January 1, 1998 to Oclober 31, 2001.

Annuslly all cost-based cofversion factors are adjusted by a predetermined vendor
rate adjustment..

4. Medicaid Cost Proxies

In some instances, hospitals had Medicaid charges (claims} for certain
accommodation or ancillary cost centers that ara not separately reported on their
Medlcare cost report. To ensure recognition of Medicald related cosls, proxies are
established to estimale these cosls. Per diem proxies are developed for
accommodation cost centers: RCC proxles for ancillary cosi centers.

5. Case-Mix Indax

Under DRG payment systems, hospital costs must be case-mix adjusted to arrive at
a measure of relative avarage cost for trealing all Medicaid cases, A case-mix
index for each hospital is calculated basad on the Medicaid cases for each hospital
during its FY 1998 cost report period.

6. indirect Medical Education Costs

An indirect medical education cost is established for operating and capital
components In order to remove indirect medical education related cosls from tha
peer group caps.

To establish this factor, a ratio based on the number of inferns and residents In
approved teaching programs to the number of hospital beds is mulliplied by the
Medicare's indirect cost factor of 0.579. The resulting ratio Is multiplied by a
hospital's operaling and capital components o arrive at Indirect medical education
costs for each component,

The indirect medical cost is frended forward using the same inflation factors as
apply to the operating and capital components and added on as a separate olement
of the rate as described in paragraph 7.
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STATE PLAN UNDER TITLE XJX OF THE SOCIAL SECURITY ACT

State WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES {zont.) '

7. Rate Caleulation Methodology

Step 1: For each hospital, the base pericd cos! data are used to caloulate fotal
costs of the operating, capital, and direct medical education cost components In
each of the nine accommodation categories, These costs are divided by total
hospital days per category to arrive at a per day accommodation cost.

The accommodation costs per day are multiplied by the total Medicaid days fo amive
at total Medicald accommodation costs per category for the three components,

Step 2: The base period cost dala are also used to calculate total operating, capital
and direct medical educalion costs in-each of the 29.ancillary categories. These.
costs are divided by total charges per category fo amive at a cost-to-charge ratio per
ancillary category.

These ratios are multiplied by MMIS Medicaid charges per category to arrive at total
Medicaid ancillary costs per category for the three components.

Step 3: The Medicaid accommodation and ancillary costs are combined to derive
the operaling, capital and direct medical education's components. These
compaonents are then divided by the number of Medicald casas to arrive at an
average cost per admission. '

Step 4: The three companents' average cost per admission ara next adjusted to a
comman fiscat year and (December 31, 1998) using the appropriate DRI-HCFA Type
Hospital Market Basket update and then standsrdized by dividing the average cost
by the hospital's case-mix index.

Step 5: The indirect medical education portion of aperating and capital is removed
for hospitals with medical education programs. Outlier cosls were also removed.
For hospitals in Peer Group B and C, the three components aggregate cost is set at
the lesser of: hospital specific aggregate cost or the paer group cap aggregate cosl.

Step 6: The resulting respective costs with the indirect medical education costs and
an oullier factor added back in are next multipfied by the DRI-HCFA Type Hospital
Market Basket update for the period January 1, 1999 through October 31, 2001. The
oullier set-aside facter is then subtracted to-arrive at the hospltal's January 1, 2001
cost-based rate. This cost-based rate is multiplied by the applicable DRG weighl to
determine the DRG payment for each admission.

Those in-state and border city hospilals with insufficient data will have rates based on
the peer group average final conversion factor for their hospital peer group less the
outlier set aside factor,
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
Slate . WASHINGTON e

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

D. DRG COST-BASED RATE METHOD (cont.)
8 Bordering Cify Hospilals Rate Methodology

Bordering city hospitals include facilities located in areas defined by state law as:
Qregon - Astaria, Hermiston, Hood River, Millon-Freewaler, Porland, Rainier, and
The.Dalles; Idaha - Coaur d'Alene, Lewiston, Moscow, Priest River and Sandpoint,

These hospi[a!s cost-based rates are based on thejr FY 1998 Cost Reporis and FY
1998 claims, if avallable.

Those hordering clty hosplials with insufficient data will have rates based on the peer
group average final conversion factor for their hospital peer group less the outller set
aside factor.

9, New Hospitals Rale Methodology

New hospitals are those entities that have not provided services prior to January 1,
2001. A changen ownership does riot constitute ihe creation'of a new hospital.
New hospitals' cost-based rates are based ¢n the pear group average final
conversion factor for thelr hospital peer group, less the olitliér st aside facior,

10. Change in ownership

When there is a change in ownership andfor the issuance of a new federal
identification, the new provider's cost-hased rate Is the same rate as the prior
owner's.

Depreciation and acquisition cosls are recaptured as required by Section 1861 {V)
(1) (0) of the Social Security Act. Mergers of corporalions into one entity with
subprovidars receive a blended rate based on the old enities rates. The blended
rate is weighted by admission for the new entity.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES {(cont.)

E. RCC RATE METHOD

The RCC payment methad is used to reimburse Peer Group A hospRals for their
costs and cther hospltals for certain DRG exempt services as-describad in Section
C.8: This method Is nol used for hospitals reimbursed using t the *full cost” CPE
method ekcept that the Medicald RCC rates are used lo determine “full cost” for
those hospilafs.

The RCC ratio for out-of-state hospitals is the average of RCC ratios for in-state
hospitals. The RCC ratio for in-state and bordering city hospitals, which the Siate
determines have insufficient data or Medicaid claims to accurately caleulate an RCC
rafio, is also he average of RCC rafios for in-siate hospiials. Hospital's RCG ratios
are updated annually with the submiltal.of new CMS 2552 Medicare cost report
data. Increases in operaling expenses or {olal rate- -selting revenue atlributable to a
change In ownership are excluded prior to.compuding the ratio,
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

Stale WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

F. "FULL COST" PAYMENT METHODOLOGY ({effactive July 1, 2006)

The public hospitals located in the State of Washingtor that are owned by public
hospital districts and are not department approved and DOH-certified 83 CAH, the
Harbarview Medical Center; and the Universily of Washington Medidal Center, wil
be reimbuirsed using the “full cost” payment method using their respeciive Medicaid
RCQG rate to determine cost for covered medically necessary services. The
payment method pays only the federal match portian of the allowable on claims
based an federal Medicaid funding for the cost of medically necessary patient cars.
Reciplent responsibility (spend-down) and third-party liability as idenlifled on the
billing invoice or by DSHS are deducted from the allowed amourt {basic payment)
ta determine {he actual payment for that admission. The costs as determined
above will be certified a5 actual'expenditures by the hospital and the DSHS clalm
will be the allowed federal match on the d@mount of the related ceriified public
expenditures. DSHS will verify that the expenditures cerfifled were actually
incurred. For.a description of the Certified Public Expenditure protocol see
Supp!e'mantg to Attachment 4.19-A Part 1,

G. BASE COMMUNITY PSYCHIATRIC HOSPITALIZATION PAYMENT RATE

Under the DRG, RCC, and “full cost® methods. a base community psychiatric
hospital payment rate may apply for psychiairic claims submiited by an in-state
hospital that has aiready treated a patient covered under the stale’s Involuntary
Treatment Act (ITA) in an{TA-ceriified bed. The base communily psychialric
payment rate is a per diem rate.

The base communily psychiatric hospitalization payment rate | tsedin-
conjunction with the DRG, RCC, and “full cost® methods as follows:

{1) The respective DRG, RCC, or “{ull cost" allowable on & qualifying claim is
divided by the length of stay for the claim to determine an allowable per dlem
amount.

(2} The base community psychiatric hospital payment rate Is then compared to
that amourt.

(3) if the basa community psychialric hospital payment rate is greater, then itis
appiied to the authorized length of stay for the claim to delermine a revised
allowable for the claim, . ‘
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

Stale __, WASHINGTON —

METHODS AND.STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVIGES (cont.)

H. DISPROPORTIONATE SHARE PAYMENTS

As required by Section 1802(a){13){A) and Section 1823(a)(1) of the Soclal Sucurity
Act, the Medicaid reimbursement systerm takes Into account the situation of
hospials which serve a disproporiionate number of fow-incama patlents with special
needs by making a payment adjustment for efigible hospitals. To be eligible for any
disproporiionate share program, a hospital must meet the Medicaid one-percent
ulilization lo quallfy. A hospital will receive any one or all of the following
disproportionate share hospital (DSH) payment adjustments if the Hospital mests:
the eligibifity requirements for that respective DSH paymant component,

All the DSH payments will not exceed the State's DSH allolment.  To sccomplish
this goal, it s understood in this State Pian that the State intends to adjust their DSH
payments to ensure that the costs incurred by Medicaid and uninsured patients are
covered to the maximum extent permilted by the State’s DSH alloiment.

In accordance with the Omnibus Budget Reconciliation Act of 1993, the amounts
paid under DSH programis to public hospitals will not exceed 100 percent of cost,
excepi as aflowed by subsequent federal guidelines.

Cost Is established throtigh prospeclive payment methods and is defined as the
cost of services to Medicald patients, lsss the amounl paid by the State under the
non-DSH paymerit provisions of the State Plan, plus the cost of services to indigent
and uninsured patients, less any cashy payments made by them,

BSHS will not exceed the DSH statewide allotmant nor allow a hospitat 1o exceed
the DSH limit. The following clarification of the process explains precautionary
procedures,

All the DSHS DSH programs' payments are prospective payments, and these
programs are: LIDSH, PIIDSH, GAUDSH, SRHAPDSH, SRHIAPDSH,
NRHIAPDSH, and PHDSH.

DSH programs for which payments are fixed represent 97 percent of DSHS'
disproportionate share payments 1o hospilals. The other twe DSH programs,
PIIDSH and GAUDSH, are paid on a by-claims basis. To adjust for these
unknowns in the PHDSH and GAUDSH, HRSA uses claims dala and estimates
what expected expenditures would be paid during the current state fiscal year. This
estimate then becomes a part of the hospital's costiimit,
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES {cont.)

H. DSH PAYMENTS {cont.}

The Health and Recovery Services Administration (HRSA} will monitor payments
monthly. Each month, HRSA will receive a Pll Summary Repert and GAU

-Summary Report from the Medicaid Managernent Information System (MMIS)
Edenﬂfying expenditures paid to each hospital under the PIIDSH and GAUDSH
programs.

Each month HRSA will also recelve the DSHS Allotment/Expenditure Transaction
Register identifylig the remaining DSH program expenditures. The figures in these’
reports will be accumulated monthly to determine that hospitals have not exceeded
the DSH lirnif,

it a hospital reaches its DSH limif, paymenis will be stopped. The Depariment of
Soclal and Health Services (DSHS) will determine the extent to which and how each
DSH program is funded. Any specific guldance that may be provided by the State
legisiature will be followed by DSHS.

If a hospital exceeds its DSH limit, DSHS will recoup the DSH payments In the
following program order: PHDSH, SRHAPDSH, NRHIAPDSH, SRHIAPDSH,
GAUDSH, and LIDSH. For examplé, if a hospilal were recewing payments from all
DSH programs, the overpaymenl adjustmen( would be made in SRHAPDSH to the
fullest extent possible before adjusiing LIDSH payments. if the DSH stale-wide
alloiment Is exceadad, DSHS will similarly make appropriate adjustments in the
program order shiown above.

Medicald Management information System (MMIS) identifying expenditures pald to
each hospital under the PIIDSH and GAUDSH programs.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State - WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

H.  DSHPAYMENTS {cont.)
1. Low-Income Disproportionate Share Hospital {LIDSH) Payment
Hospltals shall be desmed eligible for a LIDSH payment adjustment if:

a. Tha hospital's Medicaid inpatient utilization rate {as defined in Section
1923(b)(2)) is at least one staridard deviation above the mean Medicaid
inpatient ulllizalion rate of hospilals recelving Medicaid payments In the
Stale; or, '

b. The hospital's low-income utllization rate {as defined in Section 1923 (b)
{30 exceeds 25 percent.

& The hospital qualiies under Saction 1623 (d) of the Social Securily Ack and
d. The hospital Is not in Peer Group E effective July 1, 2005,

Hospilals deemed eligible under the abave criteria shall receive disproportionate
share payment amounts that in total wil equal the funding sat by the State's
appropriallons act for LIDSH. The process of apporlioning payments 1o individusi
hospitals Is as follows:

A single base payment is selected that distributes the tolal LIDSH appropriation.
For each hospital, the base payment is multiplied by the hospital's low lncome
utilization factor standardized to one, by the hospital's most recent Fiscal Year case
mix Index by the hospital's subsequent year's estimated admissions of Title XiX
eligibles. Results for all hospitals are summed and compared to the appropriated
amount.

If the sum differs from the approprizted amouni, a new base payment figure is
selected. The selection of base payment figures conlinues until the sum of the
calcuiated payment aquals the appropriated amaount, The appropriafion amount
may vary from year lo year. Each hospilal's disproportionate share payment Is
made periodicafly.
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STATE PLAN UNDER TITLE XiX OF THE SOCIAL SECURITY ACT

State ___ . WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

H.  DSHPAYMENTS (cont,)

2

Psychiatric Indigent Inpatient Disproportionate Shars Hospital Payment
Effective July 1, 2003, hospitals shall be deemed dligible for a PIDSH payment ift
a, The hospital is an in-state or border area hos{:ilal: and,

b, The hospilal provides services to low-income, Psychiatrio indigent Inpatient
Pl patients. Pli persons are low-income individuals who are not sligible for
any health care coverage and who are encountering a psychiatric condition;
and,

¢, The hespital has a low-income utilization rate of one-percent or more; and,
d. The hospital qualifies under Section 1923 (d) of the Soclal Security Act.

Hospitals qualifylng for PHDSH payments will receive a periodic per claim
paymenl. The payment is determined for each hospilal by reducing the reguiar
Medicaid payment by a ralable reduction factor and equlvaiency factor
adjustment. The ratable reduction is Inversely proportional to the percent of a
hospital's gross revenue for Medicare, Medicaid, Labor and Industries, and
charlty. The equivalency factor reduction is a budget neulral adjusiment applied
lo all hospitals, The equivalency factor ensures that PIIDSH payments will equal
the State's estimated PIIDSH appropriation level. The payment is rediced further
by multiplying it by 97 percent,
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

H.  DSHPAYMENTS {cont,)

3. General Assistance Unemployable Disproporfionate Share Hospital (GAUDSH)
Paymient

Effeclive July 1, 1994, hospitals shall be deemed eligible for a GAUDSH payment if:
a. The hospital Is an in-slate or border area hospltal; and,

b, Tha hospital provides services to low-income, General Assislance
Unemployable {GAU) patients: GAU persons are iow-anccme individuals
who:are not eligible for any health coverage and who &te ericounteririg a
niedical condition; and,

c. The hospital has a low-incoma ulifization rate of one percent or more; and,
d. The hospital qualifies under Section 1923 {d) of the Soclal Security Act.

Hospitals qualifying for GAUDSH paymaents will receive a periodic per claim
payment. Faor all hospifals, sxcept public hospitals located in the Slate of
Washingten that are owned by public hospital districts and are not depariment
approved and DOH certified as CAH, the Harborview Medical Center, and the
University of Washingtorr Medical Center, the payment is delermined for each
hospila by reducing the regular Medicaid payment by a ralable reduction factor and:
equivalency faclor adjusiment. The ratable reduction Is inversely. proportional to the
percent of a hospital's gross revenue for Medicare, Medicald, Labor and Indusiriss,
and charily, The squivalency factor reduction is a budget neutral adjustment
applied to all hospitals. For the excepled hospitals, the payment eguals “full cost”
using the Medicald RCC to delermine cost for the medically necessary ¢are. The
equivalency factor insures that GAUDSH payments will equal the State's estimated
GAULGSH appropriation Jevel,
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STATE PLAN.UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

H. DSH PAYMENTS (cont.)

4.

Small Rural Hospital Assistanice Program Disproportionate Share Hospital
{SRHAPDSH) Payment

Effective July 1, 1994, hospitals shall be deemed efigible for a SRHAPDSH
payment if; '

a The hospital is an in-state {Washington} hospital; and

b, The hospital provides at least one percant of its services to low-income
patienis in rural areas of the state; and

G The hospital is a small, rural hospital, defined as a hospital wilh fewer than
75 acule licensed beds and located in a city of town with a non-student
population of 15,500 or less for state fiscal year (SFY) 2003 with this
population standard to be increased by two percent each subsequent SFY;

d.  Thehospital qualifigs under Section 1923(d) of the Soclal Sacurity Act; and
8. The hospital is not in Peer Group E effective July 1, 2005.

Hospitals qualifying for SRHAPDSH payments started gaming paymenis under this
plan July 1, 1994, from a legislatively appropriated pool, The apportionment formula
is based an each SRHAPDSH hospital's Medicald and other low-income
reimbursement durlng the most current skate fiscal year less any low-lncome
disproportionate share payments,

To determine each hospital's percantage of Medicaid payments, the sum of
individual hospital payments is divided by the total Medicaid payments made to all
SRHAPDSH hospilals during the most currently avallable state fiscal ysar. The
percentage is then applied to the total dollars in the pool to determine each
hospital's payment.

As of July 1, 2003, prior to calculation of the individual hospital's percentage of
payments, hospitals with a lew profitability margin will have their total payments
sot ol 110% of aclual paymenits. HRSA will calculate each hospital's net
operating margin based on the most recent annual audited financial stalemenis
from the hospital,

Each hospital's total DSH payments will not exceed a céiling of 100 percent of the
projected cost of care, except as allowed by federal guidelines.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State  WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

H. D8H PAYMENTS (cont.)

4.

SHRHAPDSH Payments {cont.)

‘Costis defined as the cost of services to Medicald patients, less the amiount paid by

the State under the non-DSH payment provision of the State P!an, plus the cost of

-sepvices to uninsured patients, less any cash paymanis made by them. Dollars not

allocated due to a hospital reaching ils DSH limit are reallocated o the remaining
hosplitals in the SRHAPDSH pool. The payments are made parlodically.
SRHAPDSH payments are subject to federal regulation and payment limits,

Small Rural Hospital Indigent Assistance Program Disproportionate Share Hospital
{SRHIAPDSH) Payment

Effective July 1, 2003, hospitals shall be deemed eligible for a SRHIAPDSH
payment if

a, The hospltal is an In-slate {Washingion} hospital; and

b, The hospital provides at least one percent of its services to low-income
patients in rural areas of the state; and

. The hospital i3 a small, rural hospilal, defined as a hospital with fewer than
75 acute licensed beds and located In a city or town with a non-student
populatian of 15, 500 or less for state fiscal year (SFY) 2003 with this
population standard increased by two percent each subsequent SFY: and

d. The hospital qualifiés under Section 1923(d) of the Seclal Security Att; and

8. Effective July 1, 2005, tha hospital provided services fo charity patients
during the calcuitation base year; and

f. The hospital is not in Peer Group E effeclive July 1, 2005,

Hospitals qualifying for SRHIAPDSH payments started earning payments under
this plan July 1, 2003, from a legislatively appropriated pool, Beginning July 1,
2005, the apportionment formula is based on each SRHIAPDSH hospital's
calculated costs for qualifying Charity patients during the most currently available
state fiscal year,
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STATE PLAN'UNDERTITLE XIX OF THE SOCIAL SECURITY ACT

Stato ___ - WASHINGTON __

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

H. DSH PAYMENTS {cont.)
5, SHRHIAPDSH Payments (cont.)

To determing each hospital's percentage of SRHIAPDSH payments; the sum of
individual hospitat calculated charity costs is divided by the total charity
calculated costs of all SRHIAPDSH hospitals during the most cuently available
state fiseal year, The percentage is then applied to the total dotlars in the poal Lo
delermine each hospital's payment. '

As of July 1, 2005 prior lo calculation of the Individual hespilal's percentage of
caleulated charity costs, hospitals with a low profitability margin will have thelr total
caltulated charily costs adjustad to 110% of calculated charity costs, HRSA will
calculate each hospilal's net operating margins based on the most recant annual
audited financial statements from the hospital,

Payments for SRHIAPDSH will be made in conjunction with payments for
- SRHAPDSH.

Each hospital's totai DSH payments will not excead s ceiling of 100 percent of
the projected cost of care, except as allowed by federal guidelines, Cost is
defined as the cost of services to Medicaid patients, less the amount paid by the
State.under the non-DSH payment provision of the State Plan, plus the cost of
services 10 uninsured patients, [ess any cash payments made by them.

Dollars nof allocated due to a hospilal reaching ils DSH lmit are regllocaled to the
remaining hospitals in the SRHIAPDSH podl. The payments are made periodically,
SRHIAPDSH payments are subjéct to fedaral regulation and payment limits.
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STATE PLAN UNDER TITLE XiX OF THE SOCIAL SECURITY ACT
State _ WASHINGTON

METHODS AND STANDARDS_ FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES {cont.}

H. DSH PAYMENTS (conl.)

8. Non-Rural Hospital Indigent Assistance Program Disproportionate Share Hospital
{NRHIAPDSH) Paymenl

Effective July 1, 2003, hospitals shall be deemed éligible for a NRHIAPDSH
payment l_f:_

a.  Thehospital provides at least one percent of s services to low-income
patienis in Washington state; and

b, The haspital does not qualify as a Small Rurst Hospita! as defined In
section G.4.2 and G.4.c. of this plan; and

G, The hospital qualifies under Section 1923(d} of the Secial Security Act; and
d. The hospital is not In Peer Group E effective July 1, 2006.

Hospitals qualifying for NRHIAPDSH payments starled earning payments under this
plan July 1, 2003, from a legislatively approprialed pool. Beginning July 1, 2005, the
apportlonment formula is based on each NRHIAPOSH hospital's calculated cosls of
charity care during the most currently available state fiscal year.

To determine each hospital's percentage of NRIAPDSH payments, the sum of
individual hospilal calculated charity costs is divided by the total caleulated charity
costs of all NRHIAPDSH hospitals. The percentage is then applied {o the lotal
dollars In the pool io determine each hosplial's payment.

As of July 1, 2005, prior {o calculation of the individual hospital's perceniage of
costs for charity care, hospilals with a low profitability margin will have thelr tolal
calculated charity costs adjusted to 110% of calculaled charity costs, HRSA will
calculate each hospital's net operaling margins based on the most recent annual
audited financial statements from the hospital.

Each hospital's totat DSH payments will not exceed a celling of 100 percent of the
projected cost of care, except as allowed by federal guidelines. Cos! is defined as
the cost of services to Medicaid patients, less the amounl paid by the State under
the non-DSH payment provision of the Siate Plan, plus the cost of services to
uninsured patients, less any ¢ash payments made by them,
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State WASHINGTON.

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.}

H.  DSHPAYMENTS (cont.)

6.

NRHIAPDSH Paymenis {cont.)

Dollars not allocated due to 3 hospital reaching its DSH limit aré reallocated lo
the remaining hospitals In the NRHIAPDSH pool. The payments ate made
periodically, NRHIAPDSH payments are subject to fedaral regulation and
payment limils.

Public Hospital Disproporionate Share Hospital (PHDSH) Payment
Effective July 1, 2005, hospitals shall be deemed sligible for a PHDSH payment if

a. The hospital provides at least 1 percent of its services to low-income
paiteris; '

b. The hospital Is a public hospital in Washinglon State (includes the
Harborview Medical Center, the University of Washingior: Medical Center,
and public-hospitals located in the State of Washington that are owned by
public hospital districls; '

c. The hospital qualifies under section 1923 (d) of the Social Security Acl.

. The hospltal is not depariment-approved and DOH certified as CAH under
Washinglon State Law and faderal Medicars tuies.

Harborview is a county-owned, state-operated hospital. The University of
Washington Medical Cenler is a state-owned and operated hospital, Public hospital
districts Jocated in the State of Washinglan are organized and exist as a result of the
Washington State Legislature's authorization of public hospital districts. Those
public hospital districts are authorized io own and operate hospitals and other health
care facilitles and to provide hospital services and other health care services for the
residents of such districls and other persons,

Hospltals that apply and are deemed eligible under the above criteria shall
recelve a disproportionate share payment for hospital services during the Stale's
fiscal year that in lotal will nol exceed 100 percent of cost as defined in Section
1923(g) of the Social Securily Act, except as allowed by federal guidelines.
Payments in the program shall be based on the amount of uncompensated care
incurred. by the hospital during the most recently reported fiscal year (usuatly two
years prior) trended forward {o the year of payment.
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STATE PLAN UNDER TITLE XiIX OF THE SOCIAL SECURITY ACT

State ______ WASHINGTON

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

DSH PAYMENTS {cont.)

-PHDSH Paymenis (cont.)

The DSH payment will be based on expenditures certified by the hospital in an
amount as specified in the preceding paragraph.

CUSTOMARY CHARGE PAYMENT LIMITS

As required by 42 CFR 447.271, total annual Medicaid payments to each hospital
for inpalient hospital services to Medicaid recipients shall not exceed the hospital's
customary-charges to the general publie. The state may recoup amounts of lotal
Medicald payments in excass of such charges. This cuslomary charge limit does
rot apply to CAH cost settlement,

ADMINISTRATIVE POLICIES

Provider Appeal Procedure

A hospital may appeal any aspact of its Medicaid payment rates by submitiing a
writien nelice of appeal and supporling documentation to the DSHS {the Health and
Recovery Services Administration — HRSA) except that no adminisirative appeals
may be filed challenging the method described herain,

The grounds for rate adjustments include, but are nol limited to, errors or omissions
in the data used lo establish rates, changes In capital costs dus to licensing or
certification requirements, and peer group change recommended by HRSA,

Additional documentation, as specified by DSHS, may ba required In crder to
complete the appeal review. DSHS (HRSA) may have an audit andlor desk review
conducted if necessary {o complete the appeal review. A hospital may appeal its
rates by submilling @ writen notice of appeai to the Office of Hospital and Managed
Care Rales, HRSA,

Urless the writlen rate notification spocifles olherwise, a hospital rate appeal
requesting retroactive rate adjustments must be filed within 60 days after being
notified of an action or determination the hospilal wishes to challengs, The
notification date of an action or delermingation is the date of the written rale
nolification lelier.

A hospital rate adjustmant appzal, filed afier the 60-day period described in this
subsection will not be considered for relroactive adjustments.
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STATE PLAN UNDER TiTLE XIX OF THE SOCIAL SECURITY ACT

Siale . WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES (cont.)

J, ADMINISTRATIVE POLICIES (cont.)
When an appeal is made, all aspects of this rale may be reviewed by DSHS.

Unless the written rate notification specifies olherwise, increases in rates resulting
from an appeal filed within G0 days after the written rate nofification letter that the
hospital is challenging will be effective refroactively lo the effective date of the rate
change as specified In the notification letter,

Increases In rates resulting from a rate appeal filed after the 60-day period or
exception period will be effective tha dale the appeal is filed with DSHS, Appeals
resulting in rate decreases will be effective on the date specified In the anpaal
declslon notification.

A hospital may request a Dispute Conference to appeal an administrative raview
decision. The conference will be conducted by the HRSA's Assistant Secretary or
designee. The hospilal must submil a request for a conference within 30 days of
receipt of the adminisirative review decision. The Dispute Conference decision is
the state agency's final decision regarding rate appeals,

2, Uniform Cast Reporting Reguiremants

Hospllals are required to complete their official annual Medicare cost report (CMS
2552) according to the applicable Medicare statutes, regulations, and instructions-
and submit a copy of thelr offickil annual Medicare cost report (CMS 2552),
Including Medicald related data, to HRSA. This submittal to HRSA should be an
Identicat copy of the cfficial Medicare cost report (CMS 2552) submission made by
the hospitat provider to the Medlcare fiscal intermediary for the hospital's fiscal vear.

The “as filed" Medicare cost report {CMS 2552) should ba submilted to HRSA within
one hundred fifty days from the end of the hospital's fiscal year, or if the hospital
provider's contract with DSHS is terminated, within one hundred and fity calendar
days of the effeclive termination date..

The hospital may request uptoa thirty-day extension of the deadline for submitting
the Medicare cost report (CMS 2552) to HRSA. The extension request must be in
writing and be received by HRSA atleast ten calendar days prior lo HRSA's
established due date for receiving the report. The exlension request must clearly
explain ihe circumstances leading {o the reporting delay, HRSA may grant the:
extension request if HRSA determines the circumslances leading to the reporting
delay are valid.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State. WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES {cont.)

J. ADMINISTRATIVE POLICIES {cont.}

In cases where Medicare has granted a hospital provider a delay in submitting fts
"as filed" Medicare cost report (CMS 2552} to the Medicare fiscal intermediary,
HRSA may grant an squivalent reporting delay.

This reporiing de!ay may be granted when the hospilal provider provides HRSA a
copy of the written notice from Medicare that granted the delay in Medicare cost
raport (CMS 2552) reporting lo the Medicare fiscal intermediary. The hospital
provider should submit a wrillen extension request (o HRSA, along with the copy of
the written notice from Medicare, at leas! len calendar days prior to HRSA's -
established due date for receiving the Medicare cost report (CMS 2552),

If & hospital provider submits to HRSA a copy of an improperly comptletad Medicare
cosl report (CMS 2552) or a copy that is not the official Medicare cost report (CMS
2662} that has already been submilted for tha fiscal year to the Medicare fisca!
intermediary, or if the cost report is recelved after HRSA's established due date or
approved extension date, HRSA may withhold all or part of the payments due the
hospital until HRSA recelves & copy of a properly completed Medicare costreport
{CMS 2552) that has been submitted for thal fiscal year to the Medicare fiscal
Intermediary.

For CAH and CPE hospitals, hospitals are also requirad to submit ihe final cost
report approved by Medicare, within 60 days of Medicare approval.

In addition, hospitals are required to submit other financial information as requested
by HRSA {o establish rates.

TNi# 03-011

3. Financlal Audit Requiremants
Cost report dats used for rate setting will be periodically audited.
In addition, hospital billings and oiher financial and statistical records will be
periodically audited,
4, Rebasing & Recalioration
DSHS will rebase the Medicald payment system on a periodic basis using each
hospital's Medicare cost report (CMS 2552) for its fiscal year ending during the
base year selected for the rebssing.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State - WASHINGTON

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT RATES FOR INPATIENT
HOSPITAL SERVICES {cont.)

K. URPER PAYMENT LIMIT PAYMENTS FOR PUBLIC HOSPITALS OWNED BY PUBLIC
HOSPITAL DISTRICTS, AND STATE AND COUNTY TEACHING HOSPITALS, THAT
ARE LOCATED IN THE STATE OF WASHINGTON

1. An upper payment imit (UPL) pool is-created sach state fiscal year for -
supplemental payments 1o eligitile providérs of Medicaid patient services,
Eligible providers are King County-owned or Washington State-operated.
teaching hospilals, and public hospitals owned by public hospital districts, located
In the Staté of Washington that are not department approved and DOH certified
as CAH, as designated each year by the depariment.

2 The supplemenial payments made lo eligible providers are subject to prior
federal approval for oblaining federal matching funds for the supplemental
payments. The supplemertal funds are subject to the federal Medicare upper
paymenl limit for hospital payments. The Medicare uppar limit analysis will be
performed prior to making the supplemental payments.

3. The Medicare Upper Payment Limit (UPL) payment for each payment year is
determined as follows:

The cumulalive difference between the UPL and Title XIX payments and third
party ilabilily payments for all eligible hospltals during the most recent Federal
Fiscal year becomes the total UPL payment tha! will be disiributed during the
payment year. The scurce of the charge and payment data is the State's
Medicaid Management Information System (MMIS) for the base year. Only
charges and payments for inpatient hospital services are included in the
computation, and the base year determined amount is not inflated to the payment
year,

4, Payments will be assigned o the eligible hospitals based on eligibility under the
UPL, In proportion to the dollars resulling from the difference between Hospital
payments under Medlcare reimbursement policy and Titte XIX paymenits,
including thlrd party, during the mosi recent state fiscal year. The supplemental
payment is disiributed at least annually durlng gach federal fiscal year and may
he pald to one or more of the hospitals in the pool annually as delermined by the
capartment.

5. Payments must be used by the recelving hospilai{s) to improve health care
services 1o low income patients,
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STATE PLAN UNDER TITLE XiX OF THE SOCIAL SECURITY ACT

State WASHINGTON

Certified Public Expenditures incurred in Providing services to Medicaid and
Uninsured Patients

The Washington State Department of Social and Health Services uses the CMS 2552-96 cost
report for its Medicaid program and all Washington State hospitals must submit this cost report
each year. The Department will use the protocol outlined below to determine the allowable
Medicaid and Uncompensated Care costs to be certified as public expenditures. The State Plan
Year is the State Fiscal Year, the annual period from July 1 through June 30.

Summary of Medicare 2552-96 Cost Report and Step-Down Process

Worksheet A

The hospital's trial balance of fotal expenditures, by cost center. The primary groupings of cost
centers are:

(i) overhead,

(i) routine;

i) ancillary,

iv} outpatient;

v) other reimbursable; and

vi) non-reimbursable.

— — p— p—

Worksheet A also includes A-6 reclassifications (moving cost from one cost center to ancther)
and A-8 adjustments (which can be increasing or decreasing adjustments to cost centers).
Reclassifications and adjustments are made in accordance with Medicare reimbursement

principles.

Worksheet B
Allocates overhead (originally identified as General Service Cost Centers, lines 1-24 of
Worksheet A} to all other cost centers, including the non-reimbursable costs identified in lines 96

through 100.

Worksheei C
Computation of the cost-to-charge ratio for each cost center. The total cost for each cost center

is derived from Worksheet B, after the overhead allocation. The total charge for each cost center
is determined from the provider's records. The cost-to-charge ratios are used in the Worksheet D

series.

Worksheet D

This series is where the total costs from Worksheet B are apportioned to different payer
programs. Apportionment is the process by which a cost center’s total cost is allocated to a
specific payer or program or service type. For example, an apportionment is used to arrive at
Medicare hospital inpatient routine and ancillary cost and Medicare hospital outpatient cost, etc.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State WASHINGTON

CPE Protocol {cont)

NOTES:

(i} For purposes of utilizing the Medicare 2552-96 cost report to determine Medicaid
reimbursements described in the subsequent instructions, the following terms are defined:

The term "finalized” refers to the cost report that is settled by the Medicare fiscal
intermediary with the issuance of a Notice of Program Reimbursement,

The term “filed” refers to the cost report that is submitted by the hospital to the Medicare
fiscal intermediary and is normally due 5 months after the end of the cost reporting
period,

Any revision to the finalized Medicare 2552-96 cost report as a result of Medicare
appeals or reopening will be incorporated into the final determination.

~ Certified Public Expenditures — Determination of Allowable Medicaid Hospital Costs

To determine a governmentally-operated hospital’'s allowable Medicaid costs and associated
Medicaid reimbursements when such costs are funded by a State through the certified public
expenditure (CPE) process, the following steps must be taken to ensure Federal financial

participation (FFP):

Interim Medicaid Inpatient Hospital Payment Rate

The purpose of an interim Medicaid inpatient hospital payment rate is fo provide an interim
payment that will approximate the Medicaid inpatient hospital costs eligible for Federal financial
participation claimed through the CPE process. This computation of establishing interim
Medicaid inpatient hospital payment funded by CPEs must be performed on an annual basis and
in a manner consistent with the instructions below.

1. The process of determining the allowable Medicaid inpatient hospital costs eligibie for FFP
begins with the use of each governmentally-operated hospital's most recently fited Medicare
2552-96 cost report.

2. To determine the interim Medicaid payment rate, the State should use the most recently filed
Medicare 2552-96 cost report and determine an overall Ratio of Costs to Charges (RCC) rate for
routine and ancillary services.

The specifics follow:
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State WASHINGTON

CPE Protocol (cont)

DETERMINE RCC COSTS ~ FIRST STEP

Step 1: Compute costs by using HCFA Worksheet C, Part 1 — Computation of Costs to Charges,
Column 1

a) Plus, line 103, subtotal

b) Minus, iine 34, skilled nursing faciity costs

) Minus, line 35, intermediate care facility costs

d) Minus, fine 36, other long-term care costs

e) Minus, line 63.50, rural health center costs

f) Minus, line 83.51, rural health center costs

Q) Plus, line 95, wks B, Part 1, Col. 28, direct medical education costs

h) Deduct other non-hospital costs including Home Heaith Agency, Comprehensive
Outpatient Rehabilitation Facility, Ambutatory Surgery Center, and hospice costs

) Deduct FQHC costs on line 63.60

i) Plus Organ Acquisition Costs from Schedule B, Part 1

Result = Total Adjusted RCC Costs

RCC REVENUES - STEPS TWO AND THREE

Step 2: Compute revenues by using HCFA Worksheet G-2, Column 3, Statement of Patient
Revenues and Operating  Expenses, and wks B-1.

a) Plus, line 25, total patient revenue (less organ acquisition revenue)
b) Minus, line 8, skilled nursing facility revenue

c) Minus, iine 7, intermediate care facility revenue

d) Minus, line 8, long-term care revenue

e) Minus, line 18.50, rural heaith center revenue

f) Minus, line 18.51, rural health center revenue

g) Minus, line 19, home health agency revenue

h) Minus, line 21, CORF revenue

i} Minus, line 22, ASC revenue

I Minus, fine 23, hospice revenue

K} Minus, line 24, non-allowable revenue .

) Minus, wks B-1, non-allowable cost center patient revenue included in line 25 above
m) Minus, FQHC revenue

n) Plus organ acquisition revenue if it is not included in line 25

Step 3: Provider Based Physicians (HBP) Adjustments.

a) Deduct Provider Based Physician Revenue if included in worksheet (-2, column 3,
line 25, total patient revenue.

Subtract the result from Step 3 from the result of Step 2 to arrive at the Total Adjusted RCC
revenue. '
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STATE PLAN UNDER TITLE XiX OF THE SOCIAL SECURITY ACT
State WASHINGTON

CPE Protocol (cont)

Step 4. Divide Total Adjusted Cost by Total Adested Revenue

RESULT OF STEP 4 IS THE HOSPITAL’S RCC-Revenue

Compare the RCC computed above with the following RCC
DETERMINE RCC COSTS - FIRST STEP

Step 1: Compute costs by using HCFA Worksheet C, Part 1 — Computation of Costs to Charges,
Column 1

a) Plus, line 103, subtotal _

b) Minus, line 34, skilled nursing facility costs

c) Minus, line 35, intermediate care facility costs

d) Minus, line 38, other long-term care costs

e) Minus, line 63.50, rural health center costs

f) Minus, fine 63.51, rural health center costs

a) Pius, line 95, wks B, Part 1, Col. 26, direct medical education cosis

h) Deduct other non-hospital costs including Home Health Agency, Comprehensive
Outpatient Rehabiffitation Facility, Ambulatory Surgery Center, and hospice costs

i) Deduct FQHC costs on line 63.60

i) Plus Organ Acquisition Costs from Schedule B, Part 1

Result = Total Adjusted RCC Costs

RCC CHARGES - STEP TWO

Step 2: Compute charges by using HCFA Worksheet C, Part 1, Computation of Costs to
Charges

a) Plus, line 103, col. 8 total charges .

b) Minus, lines 34-36, nursing facility charges

c) Minus, lines 63.50, rural heaith center charges

d) Minus, lines 63.51, rural health center charges

e) Plus organ acquisition revenue

f} Minus any other charges related to non-hospital service cost centers inciuded in line
103 above

Resuit = Total Adjusted Charges

Step 3: Divide Total Adjusted Cost by Total Adjusted Charges
RESULT OF STEP 3 1S THE HOSPITAL'S RCC-Charges
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State WASHINGTON

CPE Protocol (cont)

The lower RCC determined by the two methods {Revenues or Charges) is the RCC used
for the hospital.

The fower RCC rate calculated above is then applied to Title XIX inpatient claims, including
Rehabifitation and Psychiatric claims, as they are submitted by the hospitals for payment. The
cost for the claim is determined by muitiplying the covered charges by the RCC rate. Third party
and client responsibility payments are deducted from the cost to determine the reimbursement
amount. The federal share of the reimbursement amount is then paid to the hospital for the

claim.

interim Reconciliation of Interim Medicaid Inpatient Hospital Payment Rate

Each governmentally-operated hospital's interim payments will be reconciled fo its Medicare
2552-96 cost report as filed to the fiscal intermediary (FI) for purposes of Medicare
reimbursement for the respective cost reporting period.

The State will adjust the cost used in the Worksheet C computation of each cost center's cost-to-
charge ratio by adding back ailowabie interns and residents costs to the appropriate cost centers.

An updated RCC will be calculated based on the as filed cost report using the same methodology
described on pages 2 and 3 of this protocol. The updated RCC will be applied to the service year
covered Title XIX inpatient fee-for-service charges in the MMIS system fo calculate costs incurred
during the service year. Third party and client responsibility payments are deducted from the cost
to determine the certifiable amount. The Department will compare the Medicaid CPEs as
calculated from the as filed CMS 2552-96 cost report. Any difference to the reimbursement
amount will be recorded as an adjustment on the CMS 64 report.

Final Reconciliation of Interim Medicaid Inpatient Hospital Payment Rate

Each governmentally-operated hospital's interim payments and interim adjustments will also be
subsequently reconciled to its Medicare 2552-96 cost report as finalized by the fiscal intermediary
(F1} for purposes of Medicare reimbursement for the respective cost reporting pericd.

The State will adjust the cost used in the Worksheet C computation of each cost center's cost-to-
charge ratio by adding back allowable interns and residents costs to the appropriate cost centers.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State WASHINGTON

CPE Protocol {cont)

The hospitals will use CMS 2552-96 Worksheet D series or substitute CMS-approved schedules
that mirror the Worksheet D series te arrive at Titie XiX inpatient hospital cost. Worksheet D
series include 1) computing a per diem for each routine cost center and applying the applicable
Medicaid inpatient hospital days for that cost center to the per diem amount; 2) applying
Worksheet C cost center-specific cost-to-charge ratios to the applicable Medicaid inpatient
hospital charges for each anciilary cost center; 3) computing organ-specific costs per organ and
multiplying by the respective number of organs transplanted. Use of Worksheet D series also
includes the application of all Medicare cost report adjustments (inciuding swing bed and private
room differential adjustments) unless expressly excepted for Medicaid. The Title XiX days and
charges should only pertain to covered Title XIX fee-for-service acute, rehabilitation, and
psychiatric inpatient hospital services and should be derived from the State's Medicaid
Management Information System (MMIS). The Department will compare the interim CPEs with
the final CPEs, and any difference will be an adjustment on the CMS 64 report. Third party and
client responsibility payments are deducted from the cost to determine the certifiable amount.

Specific requirements for Medicaid Inpatient Rate Reconciliations for period 7/1/05-
12/31/05

For interim and final reconciliations of Medicaid inpatient hospital services, payments will be
reconciled to hospital fiscal year (HFY) cost reports. Worksheet D or its CMS-approved substitute
will be prepared for all cost reporting periods and reconciliations beginning with interim
reconciliation of claims made for services in SFY2006 (7/1/05-6/30/08). For HFYs ending
12/31/05, Worksheet D or its CMS-approved substitute will be used to capture Medicaid inpatient
services for the six-month period of 7/1/05-12/31/05 only. The reconciliations for this six-month
time period will be performed by matching the payments for Medicaid inpatient hospital costs
computed based on the cost report of 1/1/2005-12/31/2005 but for services from 7/1/2008-
12/31/2005. Both interim and final reconciliations will be required as described in the previous
sections. All other interim and final reconciliations will be based on a full 12-months' services,
costs and payments based on HFY reporting periods.

Certifled Public Expenditures — Determination of Allowable DSH Costs

To determine a governmentally-operated hospital's allowable uncompensated care costs eligible
for disproportionate share hospital (DSH) reimbursement when such costs are funded by a State
through the certified public expenditure (CPE) process, the following steps must be taken to
ensure Federal financial participation:

Disproportionate Share Hospital (DSH) Payment

The purpose of an interim DSH payment is to provide an interim payment that wiil approximate
the Medicaid and uninsured inpatient hospital and outpatient hospital uncompensated care
("shortfall’) eligible for Federal financial participation claimed through the CPE process. This
computation of establishing interim DSH payment funded by CPEs must be performed on an
annual basis and in a manner consistent with the instructions below.
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State WASHINGTON

CPE Protocol (cont)

The DSH limit is estimated using charge and payment data from a base year, two years prior,
Uncompensated care wiil include the cost of providing care to uninsured patients: the cost of care
for state-only programs; the difference between the cost of care and payments received for
Medicaid managed care services; and the difference between the cost of care and payments for
Medicaid outpatient services. Medicaid inpatient payments are made at full cost so there is no
uncompensated Medicaid inpatient care.

The costs of care for the services provided are determined by the actual claims data in MMIS and
additional auditable information provided by the hospitals on their DSH applications for the
Medicaid managed care and the uninsured clients. The State pulls claims data for SFY04 for
payments to be made in SFY06 and uses the hospital-provided supplemental data for managed
care and uncompensated care for the hospital fiscal year 2004. The State pulls claims data for
SFYO05 for payments to be made in SFYO7 and uses the hospital-provided supplemental data for
managed care and uncompensated care for the hospital fiscal year 2005. The survey information
for managed care and uncompensated care provided on the DSH appilication will be used to
determine interim DSH payments only for SFY2006 and SFY2007. To determine interim DSH
payments for SFY2008 forward, the cost report period ending two years prior {(e.g. 20086 for
SFY2008 payments) will be used to collect charges on Worksheet D or the CMS-approved

equivalent.

The hospitals in the CPE program will complete CMS 2552-96 Schedule Ds, or substitute CMS-
approved schedules that mirror the Schedule D series, for Medicaid fee for service, Medicaid
Managed Care, and the Uninsured patients, beginning with the hospital fiscal year ending in State
Fiscal Year (SFY) 2006. The SFY2006 Schedule Ds, or CMS-approved substitute schedules, will
be used to estimate DSH payments for SFY2008. Prior to this, for interim DSH payment setting,
the hospitals' Medicaid Managed Care and Uninsured charges will be derived from hospital-
provided supplemental data on submitted DSH applications.

Costs are estimated by multiplying the RCC rate times the allowed patient charges in MMIS as
well as the charges provided by the hospitals on supplemental schedules for Medicaid managed
care and the uninsured clients. Only charges related to inpatient and outpatient hospital services
using Medicaid principles are alfowed in the DSH computation. The RCC rate is determined from
the most recent filed Medicare cost report, as described on pages 2 and 3 of this protocol. The
same RCC rate is used for computing inpatient and outpatient costs since it is an overall RCC
rate. Uninsured individuals are individuals with no source of third party coverage for the inpatient
hospital and outpatient hospital services they receive.

Ail Medicaid managed care payments, Medicaid outpatient payments, supplementa! Medicaid
payments other than DSH, and any payments made by or on behalf of the uninsured for such
services (excluding State-only program payments), must be offset against the computed cost
described above to arrive at the certifiable DSH expenditure. Under the CPE methodology, a
hospital may receive DSH payments up to the certifiable DSH expenditure.

The charges and payments will be trended to current year based on Market Basket update
factor(s), state forecasts or other hospital-related indices as approved by CMS.

Interim DSH payments can be made based on the certifiable DSH expenditure computed above,
The interim payments can be on a quarterly or other periodic basis.

TN# 05-008 Approval Date ; -~ . . . Effective Date 7/1/05
Supersedes BERCEINE A ERY
TN# -




Supplement 3 to Attachment 4. 19-A Part 1
Page 8

STATE PLAN UNDER TIT;.E XIX OF THE SOCIAL SECURITY ACT

State WASHINGTON

CPE Protocol (cont)

Interim Reconciliation of Interim DSH Payment Rate

Each governmentally-operated hospital's interim DSH payments will be reconciled based on its
Medicare 2552-96 cost report as filed to the fiscal intermediary (F1) for purposes of Medicare
reimbursement for the respective cost reporting period.

The same RCC computed from the as filed cost report for the Medicaid interim inpatient payment
reconciliation will be applied to the outpatient Medicaid Charges from MMIS and the auditable
charge information provided by the hospitals for Medicaid Managed care and Uninsured clients
to determine costs allowable for DSH. The data used must correspond to the same period as the
cost report. Only charges related to inpatient and outpatient hospital services using Medicaid
principles are aliowed in the DSH calculation. Beginning with the hospital fiscal year ending in
SFY 2008, the hospitals in the CPE program will complete CMS 2552-96 Worksheet D series, or
CMS- approved schedules that mirror the Schedule D series, for Medicaid fee for service,
Medicaid Managed Care, and the Uninsured patients. An audit factor may be applied as
necessary. All Medicaid managed care payments, Medicaid outpatient payments, Supplemental
Medicaid payments other than DSH, and any payments made by or on behalf of the uninsured for
such services (excluding State-only programs), must be offset against the computed cost from
above to arrive at the certifiable DSH expenditure. For the hospital cost report period ending
12/31/05, the Worksheet D series is required only for the period 7/1/05-12/31/05.

Any difference between the calculation above and the interim DSH payments will be an
adjustment on the CMS 64 report.

Final Reconciliaticn of Interim DSH Payment Rate

Each governmentally-operated hospital's interim DSH payments (and any interim adjustments)
will subsequently be reconciled based on its Medicare 2552-96 cost report as finalized by the
fiscal intermediary (F1) for purposes of Medicare reimbursement for the respective cost reporting

period.

In computing the Medicaid managed care shortfall, Medicaid outpatient shortfall and the
uninsured hospital inpatient and outpatient cost based on the finalized Medicare 2552-96 cost
report, the Department will use the same cost center based RCCs from Worksheet C that are
used for the final reconciliation of the Medicald Inpatient Hospital Rate, having been adjusted by
adding back the allowable interns and residents costs for Medicaid. _

Beginning with the hospital fiscal year ending in SFY 20086, the hospitals in the CPE program will
use CMS 2552-96 Worksheet D series, or CMS-approved schedules that mirror the Worksheet D
series, to arrive at the hospitai's uncompensated care hospital cost. For the hospital cost report
period ending 12/31/05, the Worksheet D series is required only for the period 7/1/05-12/31/05.
Worksheet D series include 1) computing a per diem for each routine cost center and applying
the applicable uninsured and Medicaid managed care hospital patient days for that cost center to
the per diem amount; 2) applying Worksheet C cost center-specific cost-to-charge ratios to the
applicable uninsured, Medicaid managed care, and Medicaid outpatient hospital charges for each
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State WASHINGTON

CPE Protocol {cont

ancillary cost center; 3) computing organ-specific costs per organ and muitiplying by the
respective number of organs transplanted. Use of Worksheet D series also includes the
application of all Medicare cost report adjustments (including swing bed and private room
differential adjustments) unless expressly excepted for Medicaid. The days and charges used
should only pertain to hospital services allowable for DSH and should be derived from the State's
MMIS and other auditable hospital records. This should include data that wasn’t mature at the
time the as filed cost report was completed.

Any applicable Medicaid managed care payments, Medicaid outpatient payments, Medicaid
Supplemental payments other than DSH payments, and any payments made by or on behalf of
the uninsured for such services (excluding State-only program payments) must be offset against
the computed cost to arrive at the final DSH reconciliation.

Uncompensated care for the service year will be comparéd to uncompensated care used in the
DSH limit calculation. Any difference will be an adjustment on the CMS 64 report.

Specific Requirements for DSH Reconciliation in instances where the hospital cost
reporting period differs from the State Fiscal Year.

In instances where the hospital cost reporting period differs from the State Fiscal Year,

the State must allocate the costs from two cost report periods based on the number of months
applicable to the SFY in each of the cost repart periods. To do so, the State must simply capture
the actual outpatient Medicaid, Medicaid managed care, and uninsured days and charges for the
hospital's own cost reporting period, compute the whole cost reporting period's uncompensated
care cost, and then allocate that cost into the State Plan rate year using the number of months as
an allocation basis. For example, for a hospital period ending 12/31/2006, the UCC cost and
days/charges from that hospital cost reporting period cover half of SFY 2006 and half of SFY
2007. So to fulfill reconciliation requirements, the hospital will need to split the UCC cost from
that hospital cost reporting period in half to match the DSH payments for SFY 2006 and SFY
2007. The hospital/State would run MMIS reports and also capture managed care and uninsured
days/charges for services furnished 1/1/2006-12/31/2006 to compute a full year's UCC, and then
divide that UCC in half and apply six months UUCC costs fo match DSH payments to. The resuit
will be that each for SFY, DSH payments will be matched to six months (50%) of UCC costs from
two different HFYs. The State must ensure that total costs claimed in the two State Plan Rate
years related to that division of HFY cost equal no more than the total cost justified on the HFY
cost report. For the cost report period 1/1/05-12/31/05, a Schedule D or its CMS-approved
substitute must be prepared only for the period 7/1/05-12/31/05.

NOTES:

)] All disproportionate share hospital (DSH) payments, funded through certified public
expenditures or otherwise, are subject to the State's aggregate DSH allotment.

(i) Based on the State's proposal to certify total Medicaid inpatient hospital costs, there
won't be any Medicaid inpatient hospital cost “shortfall” for purposes of the hospital-
specific DSH limits.
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