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STATE PLAN UNDER TITLE XIX OF TBE SOCIAL SECURITY ACT 
STATE TENNESSEE 

IETHODS AND STANDARDS ?OR ESTABLISHING P m  
RATES ?OR INPATIENT HOSPITAL SERVICES 

I REIMBUFCSEXENT WETHODOLOGY ?OR PROVIDERS OF ACUTE CARE HOSPITAL SERVICES 

All hospitals enrolled in the Tenneseee Wedicafd Program, except those mpecified 
as exempt, with fiecal years beginning on or after October 1, 1983, mhall be 
reimbursed on a prospective payment methodology. Exapt providers, mhall be 
reimbursed in accordance with Medicare, Title N I I I  principles and mtandards in 
effect on October 1, 1982, and described in 42 CFR 405. Exempt providers u e  
mubject to the revaluation of asset6 provirion, Section 2314 of the Deficit 
Reduction Act (DEFRA). Enrolled hospitals .hall meet mtate licensure requiremente 
for an acute care hoepital and ohall be certified by the Medicare program as an 
acute care hoepital ae of the date of the hospital's enrollment in the Tennessee 
Medicaid Program. 

7 - 
Cost Reporting Requirement - In order to be eligible for payment by the Medicaid 
program for hoepital servicee provided to Tenneesee Medicaid beneficiaries, 
providers, including thoee paid by a prospective method, are required at each 
provider's fiscal year end, upon termination of provider mtatue, change in 
omerehip, or enrollment ae a new provider, to mubmit to the Comptroller of the 
Treasury an annual cost report on forme deeignated by the Department. Thie report 
mhall be submitted not later than three monthe from the end of each provider's 
fiscal year. Such cost reports must be completed in accor~dance with the Medicare 
principles of cost reimbursement set out in the Medicate Provider ReFmbursement 
Manual, in effect on October 1, 1982, except where the Depa-ent may mpecify 
otherwiee. All covered services are to be in accordance with the Medicaid Program 
definition of covered services. 

Providere which fail to submit cost reports which comply with Title XVIII 
principles in effect on October 1, 1982 and deecribed at 42 CPR 405 rhall be 
mubject to penaltiee imposed by such regulations. Except as stated in Providers 
Exempted from Prospective Payment Methodology, hospitals not filing cost report6 
for a epecific period shall be required to refund all payment made under this 
program for that period. 

Any contracting provider that does not adopt the unif o m  classif ication of 
accounte, or other acceptable accounting methods ae shall be eetabliehed by the 
Department of Health in consultation with the Comptrol.ler and the Tenneesee 
Hospital Aseociation, or does not submit cost data ae required by the Department 
Of Health, shall be asseseed a penalty of ten dollate ($10.00) for each day ouch 
provider is not in compliance. 
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Records Retent ion - Xach h o s p i t a l  provider  i m  r equ i r ed  t o  maintain mdequate 
f i n a n c i a l  and u t a t i s t i c a l  r eco rds  which u e  accu ra t e  and m f f i c i e n t  d e t a i l  t o  
mubetant iate  t h e  coat d a t a  repor ted .  These r w o r d s  mmt be r e t a i n e d  f o r  a  per iod 
of  no t  l e s s  t han  f i v e  yea r s  frm t h e  d a t e  of  t h e  mubmfmmion o f  t h e  c o a t  rmport, 
and t h e  provider  i s  rmquhed t o  make much r eco rds  avai lablm upon demand to 
rmpreeenta t ives  of t h e  S t a t e  Department of Heal th o r  t h e  United S t a t e r  Department 

. of Beal th  and Human Services. A l l  c o s t  r e p o r t s  mhall be rmtained by t h e  S t a t e  
Comptroller of t h e  Treasury f o r  a pe r iod  of  no t  less than  f i v e  yesro from t h e  d a t e  
of  mubmiseion of t h e  c o s t  r epo r t .  

Audit Requirements - A l l  h o s p i t a l  c o s t  r e p o r t s  are mubject t o  a u d i t  at  any t ime by 
t h e  Comptroller of t h e  . d ~ r e a e u r y  and t h e  Medicaid Agency o r  t h e i r  designated 
r ep reeen ta t ive .  Cost r e p o r t  d a t a  must be! based on and t r a c e a b l e  t o  t h e  provider'm 
f i n a n c i a l  and s t a t i s t i c a l  r eco rds  and must be adequate,  accu ra t e ,  and in 
muff ic ien t  d e t a i l  t o  mupport payment made f o r  mervicee rendered t o  b e n e f i c i a r i e s .  
Re t roac t ive  adjuetmente t o  t h e  prospec t ive  r a t e  may be made f o r  a u d i t  except ions.  
Hosp i t a l s  w i l l  be s u b j e c t  t o  medical a u d i t s  a t  any time. Medical a u d i t s  inc lude ,  
bu t  a r e  not  l i m i t e d  t o ,  =medical neces s i tyw o r  ' length of mtay." Medical a u d i t  
except ione may r e s u l t  i n  a  d i r e c t  recoupcnent r a t h e r  t h a n  i n  a r a t e  change. 

P r w i d e r s  Exempted Prom Prospec t ive  Payment Xethodoloqy - (A) Long-term c a r e  - 
f a c i l i t i e s  ( h o s p i t a l e  t h a t  have an average l eng th  of mtay (of more than  25 days) .  
(B) Hospi ta le  t h a t  e l e c t  no t  t o  mubmit a  c o a t  r e p o r t  and which have less than  
$100,000 annual ly ,  based on t h e  S t a t e  of Tennessee'm f imcal  y e a r ,  i n  t o t a l  chargee 
t o  p a t i e n t s  determined e l i g i b l e  f o r  Medicaid by t h e  S t a t e  of Tennessee; t h e  annual 
t o t a l  charges do not  inc lude  charges a s soc i a t ed  wi th  t r a n s p l a n t s  covered by 
Tenneeaee Medicaid and a r e  reimbursed as mpecified i n  Sec t ion  1-Proepective 
Payment Methodology. 

Such p rov ide r s  e h a l l  be reimbureed an amount no t  t o  exceed 801 of reasonable 
charges f o r  covered iteme b i l l e d  by t h e  provider .  Reaeonable charges a r e  t hose  
which axe charged by comparable p rov ide r s  f o r  mimilat mervicee. I n  t h e  event  t h a t  
providere  exceed $100,000 i n  t o t a l  Tenneeeee Medicaid charges annual ly:  

( a )  In -e t a t e  h o e p i t a l e  o r  ou t -of -s ta te  h o s p i t a l s  i n  contiguous medical 
marketing a reas ,  w i l l  be t r e a t e d  a s  new p rov ide r s  ae  s p e c i f i e d  i n  Sect ion 
1-Proepect ive Payment Methodology. 

( b )  A l l  o t h e r  h o s p i t a l s  w i l l  be exempt from t h e  proepec t ive  payment 
methodology and a r e  reimbursed a s  mpecified i n  Sec t ion  2-Method f o r  
Paying Providers  which are Exempt from Proepec t ive  Payment Xethodology. 
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Prospective Payment Methodology 

A. Effective October 1, 1983, the prospective payment w i l l  k made am a rate 
per inpatient day. Each facility'r reimbursable bpati8nt comts will be 
determined in accordance with Title XVIII form a base year coet reporting 
period. Coets will be separated idto an operating canponent and a pasr- 
through component. A trending factor will be applied to the operating 
rate component only. The prospective rate will be the sum of the trended 
operating component and the untrended pass-through cocnponsnt, plus or 
minus adjuetmente for minimum occupancy (effective October 1, 1989 
Tennessee Medicaid will not bpoee a minimum occupancy penalty), reeident 
and intern coats, Wedicaid disproportionate mhare, and other adjustments. 
Where appropriate, Tenneseee Medicaid coetr will be determined either by 
a computed utilization ratio from form HCFA- 2552 81(11-81) or, at the 
option of the provider, from form ECPA- 1007 which must be mubmitted by 
the provider. 
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B. Beginning J u l y  1, 1987 t h e  p rospec t ive  payment w i l l  be made a s  a r a t e  per  
i n p a t i e n t  day f o r  t h e  ope ra t i ng  component and a q u a r t e r l y  lump-sum 
payment f o r  t h e  pass-through, d i sp ropor t i ona t e  share ,  and i n d i r e c t  
educat ion adjustment .  

Beginning January 1, 1988 t h e  p rospec t ive  payment w i l l  be  made as a r a t e  
p e r  i n p a t i e n t  day f o r  t h e  ope ra t i ng  component innd a monthly lump-sum 
payment f o r  t h e  pass-through, d i sp ropor t i ona t e  share ,  and i n d i r e c t  
educa t ion  adjustment.  

Beginning J u l y  1, 1989, except  f o r  i n p a t i e n t  h o s p i t a l  days involving 
approved organ t r a n s p l a n t s ,  t h e  f i r s t  twenty (20)  days pe r  f i s c a l  year  
w i l l  be reimbursed a t  100 percent  of t h e  ope ra t i ng  component p l u s  100 
percent  of t h e  c a p i t a l ,  d i r e c t  and i n d i r e c t  educat ion,  and Medicaid 
d i s p r o p o r t i o n a t e  s h a r e  adjustment (MDSA) components. For medical ly  
necessary days i n  excess  of twenty (20)  p e r  f i s c a l  year ,  reimbursement 
w i l l  be made a t  60 pe rcen t  of t h e  ope ra t i ng  component p l u s  100 percent  of 
t h e  c a p i t a l ,  direct and i n d i r e c t  educat ion,  and MDSA components. 
Approved i n p a t i e n t  days involv ing  organ transp1ant.s w i l l  be reimbursed a t  
100 percent  of t h e  ope ra t i ng  component p l u s  100 percent  of t h e  c a p i t a l ,  
d i r e c t  and i n d i r e c t  educat ion,  and MDSA components. Admission and s t a y s  
involv ing  organ t r a n s p l a n t s  t h a t  span f i s c a l  yea r s  w i l l  be  reimbursed as 
i f  t h e  e n t i r e  s t a y  had occurred dur ing  t h e  f i r s t  f i s c a l  year .  

C. Adjustments t o  Base Per iod  Costs  - I t  may be necessary t o  a d j u s t  base 
year  c o s t  r e p o r t s  t o  make t h e  base pe r iod  c o s t s  comparable t o  i n p a t i e n t  
c o s t s  i ncu r r ed  i n  t h e  prospec t ive  per iod ,  such a s  c o s t s  t o  be  incur red  by 
h o s p i t a l s  r e q u i r e d  t o  e n t e r  t h e  S o c i a l  Secu r i t y  system beginning January 
1, 1984. Therefore ,  h o s p i t a l s  submi t t ing  form HCFA-1008 t o  t h e i r  
Medicare in te rmediary  should send a copy of t h i s  form t o  t h e  Comptroller 
of t h e  Treasury.  For h o s p i t a l s  which do not  submit form HCFA-1008, 
app rop r i a t e  adjustments  w i l l  be  made based on t h e  b e s t  a v a i l a b l e  
information.  

D. Pass  Through Component 

(1) Each f a c i l i t y ' s  i n i t i a l  p rospec t ive  r a t e  w i l l  be  based on a base year  
c o s t  r e p o r t  and w i l l  i nc lude  a pass-through component c o n s i s t i n g  of 
t h e  p o r t i o n  of c a p i t a l  c o s t s  and medical educa t ion  c o s t s ,  which i s  
a t t r i b u t a b l e  t o  p a t i e n t s  determined e l i g i b l e  f o r  Medicaid by t h e  
S t a t e  of  Tennessee. The pas s  through component may vary  from year  t o  
year  depending on each f a c i l i t y ' s  a c t u a l  c a p i t a l  c o s t s  and medical 
educa t ion  c o s t s  and w i l l  no t  be  computed u n t i l  t h e  f a c i l i t y ' s  c o s t  
r e p o r t  i s  rece ived .  E f f e c t i v e  J u l y  1, 1992, The Serv ices  Tax w i l l  be 
an a l lowable  c o s t  included i n  t h e  pas s  through component. 
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2(a) Effective October 1, 1991 capital costs will be reduced by 15% for dates 
of service October 1, 1991 through June 30, 1992. Reduction will be 
figured into year end final settlements. Hospital-s designated as Sole 
Community Hospitals are exempt from percentage reductions in capital 
costs. Effective July 1, 1992, hospitals will be reimbursed 100% of 
capital costs for dates of service July, 1, 1992 and later. 

(b) Additional capital costs due to revalued assets will be recognized only 
when an existing provider is purchased by another provider in a bona fide 
sale (arms length transaction). The new value for reimbursement purposes 
shall be the lesser of (1) the purchase price of the asset at the time of 
the sale, (2) the fair market value of the asset at the time of the sale 
(as determined by an MA1 appraisal), (3) current reproduction cost of the 
asset depreciated on a straight line basis over its useful life to the 
time of the sale, or (4) for facilities undergoing a change of ownership 
on or after July 18, 1984, the acquisition cost to the first owner on 
record on or after July 18, 1984. The cost basis of depreciable assets 
in a sale not considered bona fide is additionally limited to (5) the 
seller's cost basis less accumulated depreciation. The purchaser has the 
burden of proving that the transaction is a bona fide sale should the 
issue arise. Gains realized from the disposal of depreciable assets while 
a provider is participating in the program are to be a deduction from 
allowable capital costs. All sales as of July 1.8, 1984, will be in 
compliance with the provisions of Section 2314 of DEFRA. 

~ ~ / ~ 2 0 6 2 1 6 3  Rules 
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(3) The payment of return on equity will be determined by M d c a r e  principles of cost 
reimbursement, 42 CFR 405, in effect on August 1, 1983 providmg that, effective 
April 20, 1983, return on equity shall be adjusted to reflect 100% of the average rate of 
interest on obligations issued for purchase by the Federal Hospital Insurance Trust 
Fund. 

EXAMPLE 

Base year: 1213 1/82 
Base Year Cost Report Received 5/1/83 
Initial Prospective Rate Determined 6/1/83 
Beginning of Prospective Payment 1/1/84 
1213 1/83 Cost Report Received 5/1/84 
1213 1/83 Cost Report Rate 

Adjustment Completed 6/1/84 

In this example, the initial prospective rate continues until June 11, 1984. On June 1, 
1984, the rate is adjusted (for service dates on or after June 1, 1984) for the Tennessee 
Medicaid share of the actual capital costs, medical education costs, hospital-based 
physician costs, and return on equity (for proprietary providers only) reported on the 
December 31, 1983, cost report. Adjustments in reimbursement for return on equity 
applicable to proprietary providers is in accordance with Medicare's (Title XVILI) 
schedule which is set out at page 5 of 11 of Attachment 4.19-A of this state plan. 

(4) Beginning July I, 1987 the pass-through component will be paid as a quarterly lump- 
sum payment established in June of each year. The quarterly payment will be 
prospective based upon the most recent cost report with adjustment for all audited cost. 

Example 

First year: 
Pass through cost based on an unaudited cost report for yearend June 30, 1986. 
$200.000 

Second year 
Pass through cost based on an unaudited cost report for year-end June 30, 1987. 
$240.000 

Third year 
Pass through cost based on an unaudited cost report for year-end June 30, 1988. 
$260,000 

Final audit cost for July 1, 1987 through June 30, 1988. $180.Ca 

TN NO. 92-27 
Supersedes 
TN NO. 88-15 Approval Date NOV 1 2620 Effective Date 7/1/92 
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5 Beginning January  1, 1988 t h e  pass- through component w i l l  be pa id  a s  
a  monthly lump-sum payment e s t a b l i r h e d  i n  J u n e  o f  each  yea r .  The 
monthly payment w i l l  be p r o s p e c t i v e  based upon t h e  most r e c e n t  c o s t  
r e p o r t  w i t h  ad jus tment  f o r  a l l  a u d i t e d  c o a t s .  

E. O p e r a t i n g  Component - Each f a c i l i t y ' r  i n i t i a l  p r o s p e c t i v e  r a t e  s h a l l  a l s o  
i n c l u d e  an o p e r a t i n g  component v h i c h  i s  based on t h e  base  y e a r  c o s t  
r e p o r t .  The o p e r a t i n g  component v i l l  be t r e n d e d  forward e a c h  yea r .  The 
t r e n d i n g  index  v h i c h  a h a l l  be used t o  a r r i v e  a t  t h e  o p e r a t i n g  component 
i n  t h e  i n i t i a l  p r o s p e c t i v e  y e a r  s h a l l  be t h e  e s t i m a t e d  a c t u a l  r a t e  of 
i n c r e a s e  i n  Medicare i n p a t i e n t  o p e r a t i n g  c o s t a  v h i c h  i s  i n  e f f e c t  d u r i n g  
t h e  t r e n d i n g  p e r i o d  and v h i c h  i s  f u r n i s h e d  by t h e  B e a l t h  Care F inanc ing  
A d m i n i s t r a t i o n ' s  O f f i c e  of  t h e  Actuary.  The t r e n d i n g  pe r iod  r h a l l  be 
from t h e  midpoint  of  t h e  h o s p i t a l ' s  base  y e a r  t o  t h e  midpoint  of  t h e  
h o s p i t a l ' s  f i r s t  c o s t  r e p o r t i n g  p e r i o d  r u b j e c t  t o  p r o s p e c t i v e  p a p e n t .  
Except f o r  t r e n d i n g  t o  t h e  new r e b a s e d  y e a r  (1988 c o s t  r e p o r t s  o r  i f  no t  
a v a i l a b l e  t h e  p r i o r  c o s t  r e p o r t )  which w i l l  be t h e  index ing  r a t e  
recommended by t h e  P r o s p e c t i v e  Payment h s e s s m e n t  Commission, t h e  
t r e n d i n g  index  v h i c h  r h a l l  be a p p l i e d  t o  o p e r a t i n g  component s h a l l  be a s  
f  01 lows : 

Per iod  Covered Ra te  - 

T h e r e a f t e r ,  t h e  t r e n d i n g  index  r h a l l  be t h a t  r a t e  of  i n c r e a s e  on 
p r o s p e c t i v e  payments a s  recommended by t h e  P r o s p e c t i v e  Payment Assessment 
Commission and a s  p u b l i a h e d  i n  t h e  Tennessee  M m i n i s t r a t i v e  R e g i s t e r .  
The t r e n d i n g  indexes  above s h a l l  be a p p l i e d  from t h e  midpoint  of each 
p r o v i d e r ' s  f i r c a l  y e a r ,  t o  t h e  midpo in t  o f  t h e  rubsequen t  f i s c a l  yea r .  
Uhen n e c e s s a r y ,  i n d e x e s  w i l l  be p r o r a t e d  t o  c o r r e r p o n d  t o  a  p r o v i d e r ' s  
y e a r  end. Each p r o v i d e r  w i l l  be n o t i f i e d  o f  i t a  new o p e r a t i n g  r a t e  due 
t o  i n d e x i n g  v i t h i n  30  d a y s  of  t h e  b e g i n n i n g  of  each  f i s c a l  yea r .  

Example: P r o v i d e r  X h a s  a  9 /30 /86  f i r c a l  y e a r  end.  Index ing  midpoint  t o  
midpoint  vould  be from 4 /1 /86  t o  3/31 /87 .  The a p p r o p r i a t e  index  i s  . 575  
computed a s  f o l l o w s :  

( O X  x 6 / 1 2 )  + (1.15% x 6 / 1 2 )  0575 
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F .  Minimum Occupancy Adjustment - C a p i t a l  c o s t s  s h a l l  be a d j u s t e d  each y e a r ,  
u s i n g  t h e  formula s e t  o u t  1)elow. i f  a  f a c i l i t y ' s  occupancy r a t e ,  based on 
s t a f f e d  beds d u r i n g  t h e  yc,ar .  i s  below a  minimum l e v e l .  I f  a  h o s p i t a l  
exceeds  i t s  minimum occupancy r a t e ,  t h e  formula  i s  n o t  a p p l i e d .  The 
minimum level .  i s  a s  fo l low!; :  

H o s p i t a l s  over  100 bed:; - 70% 
H o s p i t a l s  w i t h  100 bed:; o r  fewer - 60% 

The ad jus tment  w i l l  be computed a s  f o l l o w s  and w i l l  be made a t  t h e  same 
t ime a s  t h e  p a s s  th rough  a d j u s t m e n t .  

ACC = TCC x TBD 
ABD ( Y )  

ACC = a l l o w a b l e  capita! .  c o s t s  
TCC = t o t a l  c a p i t a l  c o ! ; t s  
T B D  = t o t a l  bed days used d u r i n g  t h e  p e r i o d  
ABD = t o t a l  bed days a l r a i l a b l e  d u r i n g  t h e  p e r i o d  

Y = . 6  f o r  h o s p i t a l s  w i t h  100 beds o r  fewer  
- 7  f o r  h o s p i t a l s  over  100 beds 

A l l  r e f e r e n c e s  t o  beds means s t a f f e d  beds .  S t a f f e d  beds mean those  beds 
which a r e  equipped and a v a i l a b l e  f o r  p a t i e n t  u s e .  Any beds o r  h o s p i t a l  
wing which i s  u n a v a i l a b l e  f o r  p a t i e n t  u s e  such a s  b e i n g  c l o s e d  f o r  
r e a s o n s  i n c l u d i n g  b u t  n o t  l i m i t e d  t o ,  p a i n t i n g ,  m a i n t e n a n c e ,  o r  
i n s u f f i c i e n t  n u r s i n g  s t a f f  w i l l  n o t  be c o n s i d e r e d  s t a f f e d  beds .  I t  s h a l l  
be t h e  r e s p o n s i b i l i t y  of  t h e  p r o v i d e r  t o  de te rmine  a t  l e a s t  monthly,  i t s  
number of s t a f f e d  beds .  A schedu le  showing t h e  number of s t a f f e d  and 
u n s t a f f e d  b e d s ,  a l o n g  w i t h  t h e  r e a s o n s  f o r  b e i n g  u n s t a f f e d ,  must  be  
submi t t ed  w i t h  t h e  c o s t  r e p o r t .  Th i s  schedu le  i s  s u b j e c t  t o  a u d i t .  I f  no 
schedu le  o f  s t a f f e d  beds i s  r e c e i v e d ,  s t a f f e d  beds w i l l  be t h e  number of 
beds a t  t h e  end of  t h e  c o s t  r e p o r t  p e r i o d .  E f f e c t i v e  October  1 ,  1989 
Tennessee Medicaid w i l l  n o t  impose a  minimum occupancy p e n a l t y .  

G .  R e s i d e n t  and I n t e r n  Cost  Adjustment - (1) On t h e  b a s i s  of t h e  r a t i o  of  
f u l l  t ime e q u i v a l e n t  r e s i d e n t s  and i n t e r n s  t o  t o t a l  b e d s ,  a  r e s i d e n t  and 
i n t e r n  c o s t  ad jus tment  s h a l l  be g r a n t e d  t o  t e a c h i n g  f a c i l i t i e s  having an 
approved r e s i d e n c y  p r o g r a m .  Such f a c i l i t i e s  w i l l  be g i v e n  t h i s  
ad jus tment  independent  of t h e  Medicaid d i s p r o p o r t i o n a t e  s h a r e  ad jus tment .  
The r e s i d e n t  and i n t e r n  co . ; t  ad jus tment  s h a l l  n o t  be s u b j e c t  t o  t r e n d i n g .  
The c o s t  ad jus tment  s h a l l  be c a l c u l a t e d  u s i n g  t h e  f o l l o w i n g  formula but 
s h a l l  n o t  exceed l o % ,  and w i l l  h e  made a t  t h e  same t ime a s  the  pass 
th rough  ad jus tment  . 

TN wo 
fs-3 a 
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(2) For purposes of this adjustment, hospitals are t o  report only full- 
time equivalent interns and residents on form HCFA 1008,: Part 1. For 
years when form lOOB is n o  longer in effect, horpitals must 8ubrnit 
their number of full-time equivalent interns and resident8 vit-h their 
cost report. The number of full-time equivalent Interns and 
residents is the rum of : (a) interns and residents employed 35 hours 
or more per week, and (b) one-half of the total number of interns and 
residents vorking less t h a n  5 h o u r s  p e r  v e e k  r e g a r d l e s s  
of the number of hours worked. 

EXAMPLE - assuming no Hedicirid Disproportinate Share minimum 
occupancy adjustment for October 1, 1983 thru June 30, 1987. 

Year 1 Year 2 Year 3 

1. Operating Component Prior to Trending $250.00 $277.50 $299.70 
2. Pass Through Component 
3. Basis for RI adjustment 
4. RI Adjustment a; 82 (line 3 x .08) 22.00 24.60 26.78 
5. Trend Factor for Operating Component 1 1  f 8 2 7 2 
6 .  Trended Operating Component 

(line 1 x line 5 + 1002) 277. SO 299.70 320.68 - - 
7. Prospective Rate 

(line 2 + line 4 + line 6) 5354.30 $382.L6 
P 

(3) Beginning July 1, 1987, the resident and intern cost adjustment vill 
be paid on a quarterly basis established in June of each year. The 
quarterly payment will be prospective bated o n  the R I  r a t e  
established on the most recent cost report multiplied by the actual 
number of Medicaid days of the prior year trtablished from paid 
claims from June - Hay fiscal year plus expected improvement based 
uopn a historical basis for the upcoming fiscal year July - June. 

Beginning January 1, 1988, the resident and intern cost adjustment vill 
be paid on a monthly basis established in June of erch year. The monthly 
payment vill be prospective based on the RI rate establithed on the most 
recent cost report multiplied by the actual number of Medicaid days of 
the prior year established from paid clrims from June - Hay fiscal year 
plus expected improvement based upon a historical basis for the upcoming 
fiscal year July - June. 
Based on example (2) above: 

Days for June 86 - Hay 87. 4,000 days . 
Expected improvement. 100 days 
(for example increase in day limit) 
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Resident and in tern  payment 7/1/87 th ru  6/30/88 
4100 X $22 = 590,200 

B. Hedicaid Disproportionate Share Adjustment (KDSA) effect ive  July 1, 1988 

(1) Acute ca re  hospitals  having over 3.000 inpat ient  days a t t r ibutable  t o  patients 
determined e l ig ible  f o r  Hedicaid by the S t a t e  of Tennessee or a uti l izat ion ra t io  of 
14% o r  one standard deviation above t h e  mean uti l izat ion r a t i o  f o r  all hospitals, 
whichever is lower, will be provided a payment incentive. The KDSA shal l  not be 
subject t o  trending. The KDSA w i l l  be t h e  Nghcr of (a) o r  (b) but shal l  not 
exceed 34% and (a) - (b) o r  (b) + (c) shall not exceed 44%. 

(a) The prospective r a t e  w i l l  be adjusted upward by 6% f o r  each 1% increment in 
the  uti l izat ion r a t e  above 14% o r  one standard deviation above the  mean, 
whichever i s  lower. 

(t) The prospective r a t e  will be adjusted u p ~ a r d  by 6% f o r  each increment of 
1,000 reimbursed inpatient  reported Medicaid days over 3.000 and the 
prospective r a t e  w i l l  be increased upward by 3% i f  to ta l  days exceed 3.650 
but l e s s  than 4,000. _ 

( c )  The prospective r a t e  w i l l  be adjusted upward by 10% i f  outpatient services 
and outpatient  pharmacy services a r e  provided t o  Medicaid and/or non-Medjcaid 
rec ipients  who receive indigent services  from the  hospital. The hospital must 
qualify under (a) or  (b) i n  order t o  receive t h i s  adjustment. 

A l so ,  in  order t o  receive adjustment (c), the  provider must be able t o  
document t h a t  the  services  rendered qualify a s  f r e e  cl ient  care,  under 
generally accepted accounting principles which a r e  applicable t o  hospitals. 
and th i s  does not include bad debt. 

( 6 )  No to:al payment of the  disproportionate share adjustment w i l i  exceed 80eU 
inpatient  chari ty ca re  plus 80% of inpatient  bad debt. All inpatient  charfty 
care and inpatient  bad debt w i l l  be determined by the  l a t e s t  Indus:ry 
cosplete Hospital Joint  Annual Report a s  submitted t o  the Sta te  Center of 
Health S ta t i s t i c s .  

(el So disproportionate share  payment w i l l  be made t o  h o s p i t d s  t h a t  do not ha!-e 
a t  l eas t  two obstetr icians with s t a f f  privileges a t  t h e  hospital who have 
agreed t o  provide obste t r ic  services  t o  indi\7iduds ent i t led  t o  such sen-ices 
under the  Sta te  Medicaid Plan. The only exception w i l l  be made t o  hospitals 
which provide services t o  inpat ients  t h a t  a r e  predominantly individuals under 
18 years of age or who did not o f fe r  non-emergency obste t r ic  services as  of 
December 21. 1987. 

TS So. 9 2 - 2 C  
Supersedes 
TS So. 88-15 

Approval Date + Effective Date 7-1-91 
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Acute ca re  hospitals  t h a t  do not qualify under the  c d t e r i a - i n  (1) but have a low- 
income Inpatient  ut i l izat ion r a t e  exceeding 25% Kill receive t h e  following payment 
incentive: 

(a) The prospective r a t e  will be adjusted upward by 2% f o r  each percentage 
above 25% up t o  a cap of 10%. 

(b) K O  t o t a l  payment of the  disproportionate share adjustment will exceed 80% 
inpatient  char i ty  care plus 80% of inpatient  bad debt. AU inpatient  charity 
care  and inpat ient  bad debt will be determined by the  I e t s s t  industry 
complete Hospital Joint  Annual Report as submitted t o  t h e  Stat: center of 
Health S ta t i s t i c s .  

(c )  Lou-income uti l izat ion r a t e  will be calculated a s  follows from informe:ion 
obtained from the  l a t e s t  industry complete Hospital Joint  Annual Report es 
submitted t o  the  S ta te  Center of Health S ta t i s t i c s .  The sm of: 

o Total Medicaid inpatient  revenues paid t o  the  hospital,  plus the  amount of 
the cash subsidies received di rec t ly  from S ta te  and local  governments in a 
cost report ing period, divided by the  t o t a l  amount of revenues of t h e  
hospjtal fo r  inpatient  services (including the  amount of such cas5 subsidies) 
in the same cost  report ing period: and, 

o The to ta l  amount of the  hospital 's charges f o r  inpatient  hospjtal services 
a t t r ibutable  t o  chari ty care (care pro\-ided t o  individuals who have no source 
of payment, third-party o r  personal resources) in a cos t  report ing period, 
&\tided by the  t o t a l  amount of the  hospital 's charges f o r  inpatien: services 
in  the hospital  in  the same period. The t o t a l  inpatient  charges at tr ibuted 
t o  chari ty ca re  shal l  not include contractual  allowances and discounts (other 
than f o r  indigent patients not e l ig ible  f o r  Medical assistance under an 
approlted Medicaid Sate plan) t h a t  is, reductions i n  charges given t o  other 
th i rd  party papers, such a s  &lo's, Medicare o r  Blue Cross. 

( d )  So disproportionate share payment will be made t o  hospitals t h a t  do not have 
a t  l e a s t  two obstetr icians with s taf f  privileges a t  t h e  hospital who hzve 
agreed t o  provide obste t r ic  services t o  individuals ent i t led  t o  such sen-ices 
under the S ta te  Medicaid Plan. The only exception w i l l  be made t o  hospitals 

' which provide services  t o  inpat ients  t h a t  a r e  predominantly individuds  under 
18 years of age o r  who did not offer  non-emergency obste t r ic  services as  of 
December 21. 1987. 
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- 
(3) Each year  a redeternination of t h e  WDSA w i l l  be made a t  t h e  same t h e  the new 

pass through component is deternined. This determination will' be made on the basis 
of the  best  information available. Once t h e  determination ib made, It w i U  not be 
changed until t h e  next scheduled redetermination. The effect ive  date wiLl coincide 
with the  new pass through adjustment. 

(4) Beginning July 1, 1988 t h e  disproportionate share  adjustment wFll  be paid on a 
monthly basis and established in June of each year. The monthly payment w i l l  be 
prospective based on t h e  disproportionate sha re  adjustment multiplied by t h e  
anticipated number of Medicaid days f o r  t h e  upcoming f i s c d  year  July - June. Ws 

_ w i l l  be estimated based on projections from his tor ica l  experience and the  addition 
of any expected improvement. 

(5)  Beginning January 1. 1991, any hospital designated a s  a perinatal  center  by s t a tu te  
or regulation and with a service plan approved by the  Tennessee Department of 
Health and Environment. Maternal and Child Health Section o r  any hospital providing 
without charge services  t o  high-risk. multi-handicapped persons under age 21 who 
a r e  in  need of specialized children's services ,  shal l ,  because of the extraordinary 
r isk  and exper t i se  involved in  treatment of these  individuals, be el igible t o  
recej1-e an adjustment not t o  exceed the  uncompensated cost  fo r  perinatal services 
and serl- ices t o  handicapped children a t  each hospital f o r  the  s t a t e  f i s c d  year. 
The to ta l  uncompensated care  f o r  each of the  qualified providers will be divided by 
the  to ta l  anticipated Medicaid days f o r  the  same period in order t o  determine the  
amount t o  be added t o  the  disproportionate share adjustment calculated in  (1) and 
( 2 )  above. This nelr; adjustment will be multiplied by the  to ta l  anticipated Medicaid 
days fo r  the period This adjustment w i l l  be added t o  and not subject t o  any 
l i n i t s  tha t  a r e  included in the  above formula. 

( 6 )  B e g i d n g  July 1, 1991, any acute ca re  bospital  qualifying fo r  a disproportionate 
share adjustment under the qualifying c r i t e r i a  l i s ted  i n  (1) and (2) above and 
having a t  l eas t  1,000 projected Medicaid days and having a Medicaid utilization 
ra t io  that  exceeds the  industry uti l izat ion r a t i o  which is computed by 
d v i d i n g  the available hospital Medicaid industry days will be el igible 
fo r  an additional enhanced disproportionate share adjustment based on the  following: 

a .  The prospective r a t e  w i l l  be adjusted upward by an amount equal t o  the 
difference of the  hospital 's Medicaid uti l izat ion r a t i o  and the industry 
average uti l izat ion r a t i o  multiplied by a f ac to r  of 9.45. 

b. The enhanced W S A  payment w i l l  be based on the enhanced disproportionate 
share adjustment calculated i n  (a) above multiplied by the  anticipated number 
of Yedicaid days f o r  the  upcoming f i s c d  year July through June. 

c. The sum of the  MDSA payment calculated i n  (1). (2), and the  enhanced payment 
I computed in (6) cannot exceed the  aggregate sum of inpatient  and outpatient 

chari ty care  and bad debt charges and Hedicaid and Medicare contractual 
adjustments converted t o  cos t  based on the  l a t e s t  industry complete Hospital 
Joint Annual Report a s  submitted t o  the  S ta te  Center of Health Stat ist ics.  

TS ?;o. 91-20 
Supersedes Approval Date I l j  7 k, Effective Date 7-1-91 
Ts So. 9:-10 
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d. For the period December 15, 1991 through December 31, a991 an additional 
payment w i l l  be made t o  qualifying hospitals in accordance with the following 
formula: a 

1. The prospective rate will be adjusted upward by an amount equal to  
the difference of the hospital's annual Medicaid utilization ratio and 
the annual industry average utilization ratio multiplied by a factor of 
800. 

2. This additional enhanced WDSA payment w i l l  be based on the enhanced 
disproportionate share adjustment calculated in 1. above multiplied by 
the mticipated number of Medicaid Lays for  the fiscal year July 
through June. 

3. The sum of the MDSA payment calculated in  (I), (2), and the enhanced 
payment computed i n  (6) cannot exceed the aggregate sum of inpatient 
and outpatient charity care and bad debt charges and Medicaid and 
Medicare contractual adjustments based on the la test  industry complete 
Hospital Joint Annual Report as  submitted t o  the State Center of 
Health Statistics.  The amount paid during this period, December 15. 
1991 through December 31, 1991, w i l l  not be included when applying the 
l i m i t  described in 6c. 

- 

4. This methodology w i l l  be effective from December 15, 1991, through 
December 31. 1991. After that  time, all payments w i l l  be made in 
accordance with the methodology approved in the State Plan and i n  
effect for  July 1. 1991. 

Approval Date 7- g-?L Effective Date 12/15..'91 
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(7) Effective October 1, 1992, . the Medicaid disproportionate ehare 
- adjustment will not be determined per above, but will be determined 

as described as herein. Hospitals having over 1,000 cost report 
patient days attributable to patients determined eligible for 
Medicaid by the state of Tennessee or a Medicaid utilization ratio 
over 7.94% or having a low income utilization ratio equal to or 
greater than 25% will be provided a payment incentive (XDSA). The 
MDSA will be the higher of (a), (b), or (c), and the mum of (a), 
(b) or (c), whichever is higher, plus (f) cannot exceed 40% of 
inpatient and outpatient charity charges plus Medicaxe and Medicaid 
contractual adjustments adjusted to cost. For the purpoees of this 
calculation, Medicaid days will not include days reimbursed by the 
Primary Care Network. For the purposes of this calculation charity 
unless otherwise specified, will be defined as inpatient and 
outpatient charity charges (including medically indigent, low 
income, and medically indigent other), bad debt, and Medicare and 
Medicaid contractual adjustments adjusted to cost. Charity will 
include charges for both in-state and out-of-state services. For 
the purposes of computinq the MDSA, the W S A  prospective rate will 
be considered to be the operating per diem for the current year, 
prior to the application of the current year trend, plus a capital 
per diem and a direct medical education per diem. 

( a )  The prospective rate will be adjusted upward by factor of 
27.169 times the difference between the actual utilization rate 
if it exceeds 7.94% and a 7.94% utilization rate. 

(b) The prospective rate will be adjusted upward by 27.169% times 
the number of days above 1,000 days divided by 1,000 days. 

(c) The prospective rate will be adjusted upward by 2% times the 
difference between the low income utilization rate if it 
exceeds 25% and a 25% low income utilization rate. This 
adjustment will be capped at 10%. 

(d) Low-income utilization rate will be calculated as follows from 
information obtained from the latest industry complete Hospital 
Joint Annual Report as submitted to the State Center of Health 
Statistics. The sum of: 

1. Total Medicaid inpatient revenues paid to the hospital, 
plus the amount of the cash subsidies received directly 
from state and local governments in a cost reporting 
period, divided by the total amount of revenues of the 
hospital for inpatient services (including the amount of 
such cash subsidies) in the same cost reporting period; 
and 

Supersedes 
TN No. New Approval Date r-/ Effective Date 10/1/92 
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2. The t o t a l  amount o f  t h e  h o s p i t a l ' s  c h a r g e s  f o r  i n p a t i e n t  
h o s p i t a l  services a t t r i b u t a b l e  t o  c h a r i t y  care ( care 
prov ided  t o  i n d i v i d u a l s  who have no s o u r c e  o f  payment, 
t h i r d - p a r t y  or p e r s o n a l  r e s o u r c e s )  in a cost reporting 
period, d i v i d e d  by t h e  t o t a l  amount of t h e  h o e p i t a l ' e  
c h a r g e s  f o r  i n p a t i e n t  services i n  t h e  h o s p i t a l  i n  t h e  same 
p e r i o d .  The t o t a l  i n p a t i e n t  c h a r g e s  a t t r i b u t e d  t o  c h a r i t y  
care s h a l l  n o t  i n c l u d e  c o n t r a c t u a l  a l lowances  and 
d i s c o u n t s  ( o t h e r  t h a n  f o r  i n d i g e n t  p a t i e n t s  not e l i g i b l e  
f o r  Medical  a s s i s t a n c e  under  an approved Medicaid S t a t e  
P l a n )  t h a t  i s  r e d u c t i o n s  i n  c h a r g e s  g i v e n  t o  o t h e r  t h i r d -  
p a r t y  payers ,  such as HMOs, Medicare or Blue Cross.  

(e)  I n  accordance w i t h  S e c t i o n  4112 o f  P u b l i c  Law 100-203, no 
d i s p r o p o r t i o n a t e  s h a r e  payment w i l l  be made t o  h o s p i t a l s  t h a t  
do n o t  have a t  l e a s t  two o b s t e t r i c i a n s  w i t h  e t a f f  p r i v i l e g e s  
a t  t h e  h o s p i t a l  who have agreed  t o  p r o v i d e  o b s t e t r i c  e e r v i c e s  
t o  i n d i v i d u a l s  e n t i t l e d  t o  such services under  t h e  S t a t e  
Medicaid P lan .  The o n l y  e x c e p t i o n  w i l l  be  made t o  h o s p i t a l s  
which p r o v i d e  s e r v i c e s  t o  i n p a t i e n t s  t h a t  are predominate ly  
i n d i v i d u a l s  under  18 y e a r s  o f  age  or  who d i d  n o t  o f f e r  non- 
emergency o b s t e t r i c  iervices a s  of December 21, 1987. 

( f )  Any h o s p i t a l  whose i n p a t i e n t  'and o u t p a t i e n t  c h a r i t y  exceeds  6% 
of  t h e  i n d u s t r y ' s  t o t a l  c h a r i t y  w i l l  r e c e i v e  an a d d i t i o n a l  
payment. T h i s  payment w i l l  be e q u a l  t o  t h e i r  pe rcen tage  o f  t h e  
i n d u s t r y ' s  c h a r i t y  t i m e s  a  f a c t o r  o f  4.05 t i m e s  t h e  v a l u e  o f  
t h e i r  c h a r i t y .  

( g )  Any h o s p i t a l  t h a t  has  a  Medicaid u t i l i z a t i o n  r a t e  o f  23% o r  
g r e a t e r  and 23,000 Medicaid days  o r  more w i l l  q u a l i f y  f o r  an 
a d d i t i o n a l  HDSA payment. H o s p i t a l s  q u a l i f y i n g  w i l l  be al lowed 
payment i n  e x c e s s  o f  40% of  c h a r i t y .  I n s t e a d  o f  a 40% l i m i t  
t h e s e  h o s p i t a l s  w i l l  r e c e i v e  up  t o  a  75% l i m i t .  Any h o s p i t a l  
q u a l i f y i n g  f o r  t h i s  enhancement whose r a t i o  o f  c h a r i t y  t o  t o t a l  
r evenues  exceeds  30% w i l l  b e  capped a t  a t o t a l  HDSA payment of 
$42,750,000. Any h o s p i t a l  whose r a t i o  i s  less t h a n  o r  e q u a l  t o  
30%, w i l l  be  capped a t  $37,750,000. 

( h )  Each y e a r  a  r e d e t e r m i n a t i o n  of t h e  NDSA w i l l  be  made. Th is  
d e t e r m i n a t i o n  w i l l  be  made on t h e  b a s i s  o f  t h e  b e s t  in fo rmat ion  
a v a i l a b l e .  Once t h e  d e t e r m i n a t i o n  i s  made, it w i l l  n o t  be  
changed u n t i l  t h e  n e x t  schedu led  r e d e t e r m i n a t i o n .  

Supersedes  
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(i) The disproportionate share adjustment wili be paid on a monthly 
basis. The monthly payment will be prompective baaed on the 
disproportionate share adjustment multiplied by the anticipated 
number of Medicaid days. This will be retimated based on 
projections from historical experience and the addition of any 
expected improvements. 

. f j )  The total amount of KDSA payments will be limited by a federal cap. 
When allocating the amount of paymentm that will be made, tha mount 
of payments made based on item (g) above, will be excluded. After 
calculations have been made, hospitals will receive their 
proportionate ohare of the total available M)SA allotment. The 
Medicaid Disproportionate Share Adjustment reimbursement for 
psychiatric hoepitale will be included when determining the 
allocation. 

(8) Effective July 1, 1993, only thoee hospitals having over 1,000 cost 
report patient daye attributable to patients determined eligible for 
Hedicaid by the State of Tennessee or having a Medicaid utilization ratio 
over 8.55% or having a low income utilization rate equal to or greater 
than 25% will be provided a payment incentive (XDSA). The XDSA will be 
the higher of the amount determined by items (a), (b), or (c), whichever 
is higher, and added to item (f). That total cannot exceed 40% of 
inpatient and outpatient charity charges plus Medicare and Medicaid 
contractual adjustments adjueted to cost. For the purpoee of this 
calculation Medicaid days will not include days reimburmed by the Primary 
Care Network. For the purpose of this calculation charity, unleee 
otherwise specified, will be defined as inpatient and outpatient charity 
charges (including medically indigent, low income, and medically indigent 
other), bad debt, and Medicare and Medicaid contractual adjustments 
adjusted to cost. Charity will include charges for both inetate and out- 
of-state services. 

(a) The prospective rate will be adjusted upward by a factor of 27.169 
times the difference between the actual utilization rate and a 8.55% 
utilization rate. 

(b) The prospective rate will be adjusted upward by 27.169% times the 
number of days above 1,000 days divided by 1,000 days. 

(c) The prospective rate will be adjueted upward by 2% times the 
difference between the low income utilization rate and a 25% low 
income utilization rate. This adjuetment will be capped at 10%. 

TN NO. 93-17 
~-~ 
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( d )  Low-income u t i l i z a t i o n  r a t e  w i l l  be c a l c u l a t e d  rr f o l l o w s  from 
i n f o r m a t i o n  o b t a i n e d  from t h e  1991  Bompital  J o i n t  Annual Rmport am 
submi t ted  t o  t h e  S t a t e  Cen te r  o f  H e a l t h  S t a t i a t i c o .  The mum of :  

.. - 
1. T o t a l  Wedicaid i n p a t i e n t  r evenues  pa id  t o  the h o e p i t a l ,  p l u s  

t h e  amount o f  t h e  c a s h  o u b s i d i e s  r e c e i v e d  d i r e c t l y  from e i t h e r  
d 8 t a t e  and l o c a l  governmento in a c o e t  r e p o r t i n g  p e r i o d ,  d iv ided  

by t h e  t o t a l  amount o f  revenuea o f  t h e  h o s p i t a l  f o r  i n p a t i e n t  
~ e r v i c e s  ( i n c l u d i n g  t h e  amount o f  auch c a e h  mubeidlee) i n  t h e  
eame c o s t  r e p o r t i n g  p e r i o d ;  and 

2.  The t o t a l  amount o f  t h e  h o a p i t a l ' e  c h a r g e s  f o r  i n p a t i e n t  
h o s p i t a l  e e r v i c e s  a t t r i b u t a b l e  t o  c h a r i t y  care (care provided 
t o  i n d i v i d u a l s  who have no a o u r c e  o f  payment, t h i r d - p a r t y  o r  
p e r s o n a l  r e s o u r c e s )  i n  a  c o e t  r e p o r t i n g  p e r i o d ,  d i v i d e d  by  t h e  
t o t a l  amount of t h e  h o s p i t a l ' e  c h a r g e s  f o r  i n p a t i e n t  mervices 
i n  t h e  h o s p i t a l  i n  t h e  eame per iod. '  The t o t a l  i n p a t i e n t  
c h a r g e s  a t t r i b u t e d  t o  c h a r i t y  care e h a l l  n o t  i n c l u d e  
c o n t r a c t u a l  a l lowances  and d i s c o u n t s  ( o t h e r  t h a n  for  i n d i g e n t  
p a t i e n t s  n o t  e l i g i b l e  f o r  Medical  a s s i e t a n c e  under  an approved 
Hedica id  S t a t e  P l a n )  t h a t  are r e d u c t i o n 6  i n  chargee  g iven  
t o  o t h e r  t h i r d - p a r t y  p a y e r s ,  such a s  HMOs, Medicare o r  Blue 
Cross .  

( e )  I n  accordance w i t h  S e c t i o n  4112 o f  P u b l i c  Law 100-203, no 
d i s p r o p o r t i o n a t e  s h a r e  payment w i l l  be  made t o  h o e p i t a l e  t h a t  do n o t  
have a t  l e a s t  two o b s t e t r i c i a n s  w i t h  e t a f f  p r i v i l e g e s  a t  t h e  
h o s p i t a l  who have agreed t o  p r o v i d e  o b s t e t r i c  s e r v i c e s  t o  
i n d i v i d u a l s  e n t i t l e d  t o  such e e r v i c e e  under  t h e  S t a t e  Medicaid Plan.  
The o n l y  e x c e p t i o n  w i l l  be  made t o  h o e p i t a l e  which p r o v i d e  e e r v i c e s  
t o  i n p a t i e n t s  t h a t  are predominant ly  i n d i v i d u a l s  under  1 8  y e a r s  of 
age  o r  who d i d  n o t  o f f e r  non-emergency o b s t e t r i c  e e r v i c e s  a s  of 
D e c e A e r  21, 1987. 

( f )  Any h o s p i t a l  whose c h a r i t y  exceeds  6% o f  t h e  industry's t o t a l  
c h a r i t y  w i l l  r e c e i v e  an  a d d i t i o n a l  payment. T h i s  payment w i l l  be  
e q u a l  t o  t h e i r  p e r c e n t a g e  o f  t h e  i n d u s t r y ' e  c h a r i t y  t i m e s  a f a c t o r  
o f  3 .0  t i m e s  t h e  v a l u e  of t h e i r  c h a r i t y .  

( g )  Any h o s p i t a l  t h a t  h a s  a Medicaid u t i l i z a t i o n  r a t e  o f  24% o r  g r e a t e r  
and 25,000 Hedica id  days  o r  more w i l l  q u a l i f y  f o r  an a d d i t i o n a l  MISA 
payment. Q u a l i f y i n g  h o s p i t a l s  w i l l  -be a l lowed payment i n  e x c e s s  of 
40% of c h a r i t y .  I n s t e a d  o f  a 409 l i m i t  t h e s e  h o e p i t a l e  w i l l  r e c e i v e  
up  t o  a  91% l i m i t .  Any h o s p i t a l  q u a l i f y i n g  f o r  t h i s  enhancement 
whose r a t i o  o f  c h a r i t y  t o  t o t a l  r evenues  exceede 30% w i l l  b e  capped 
a t  a  t o t a l  MDSA payment o f  $60,000,000. Any h o s p i t a l  whose r a t i o  
i s  l e s s  t h a n  o r  e q u a l  t o  30%, w i l l  be  capped a t  $50,000,000. 

TN No. 93-17 
Supersede5 
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(h) Each year a redetermination of the HDSA will be made at the same 
time the new pass through component ie determined. This 
determination will be made on the baeie of the best information 
available. Once the determination ie made, it will not be changed 
until the next scheduled redetermination. The effective date will 
coincide with the new pass through adjustment. 

(i) In accordance with the Medicaid State Plan, the di~proportionate 
ahare adjustmgnt will be paid on a monthly baeia. The monthly 
payment will -be prospective based on the disproportionate ohare 
adjustment multiplied by the number of Medicaid day6 reported on the 
1992 cost report. In cases where the 1992 report is still 
unavailable, the latest report on file will be used. 

(j) The total amount of MDSA payments will be limited by a federal cap. 
When allocating the amount of payments that will be made, the amount 
of payrnente made based on item (g) above, will be excluded. After 
calculations have been made, hospitals will receive their 
proportionate share of the total available MDSA allotment. The 
Medicaid Disproportionate Share Adjustment reimbureement for 
psychiatric hospitals will be included when determining the 
a1 locat ion. 

The calculation would be made in this manner: Tennessee Medicaid 
will total the amount of MDSA to be provided to all hospitals, both 
acute and psychiatric, prior to the test for the federal cap. If 
this total exceeds the federal cap, we will subtract from the cap 
amount the amount calculated as a result of item (g) (referenced 
above). We will take the remaining amount and divide it by the 
total potential MDSA for the industry less item (g) to obtain a 
percentage by which each hospital's MDSA payments outside of item 
(g) will be reduced. 

I. Other Adjustments to the Prospective Rate or Prospective Payment 

(1) Adjustments to the prospective rate shall be made for the following 
reasons : 

(a) An error in computing the rate; 

(b) Additional individual capital expenditures for which there is 
an approved certificate of need, euch as the purchase of major 
equipment or addition of new beds, which would have an impact 
of 5% on the facility's total prospective rate, or a $50,000 
effect on Tennessee Medicaid reimbursement. 

TN No. 93-17 - - . - - . - - - . 
Supersedes 
TN NO. 92-34 Approval Date MAR 6 1994 Effective Date 7/1/93 
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c) A significant change in case mix resulting in a 59 change in 
the facility's total prospective rate, or r $50,000 effact on 
Tennesaee Medicaid reimbureement . Case mix, for thie purpose, 
is a diagnostic or therapeutic related factor requiring either 
an increase or decrease in the professional etaff per patient 
ratio. 

(2) Providers who are seeking a rate adjustment due to additional costs 
and who wish to have such an adjustment effective at the game time 
as the additional costs are actually incurred must eubmit request 
for euch adjustment to the Medicaid agency at least 45 days prior to 
the time the additional costs will be incurred. The effective date 
o f  such rate adjustments shall be the first day of the month 
following 45 days from the date of receipt of the adjustment 
request. 

Requests for adjustment must include detailed cost information 
i d e n t i f y i n g  the appropriate operating and pass through components. 

TN NO. 93-17 
S u p e r s e d e s  
TN No. 92-34 Approval Date 
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,J. New Providers - New providers entering the Progrun will be required to 
submit r budgeted cost report from which an interim prorptctive rate will 
be set. Each new provider must submit m actual cost report covering the 
first full year of rctual operations, at vhich point f h r l  prospective 
rate, with a retroactive adjustment, will be met. A churge of ownership 
does not constitute r new provider. . 

K. Lower of Cost or Charges Limit - In the base year, the lower of cost or 
charges limitation will be waived for prospective trte determination 
purposes only. The limitation will, however, be rpplied for rettlement 
purposes for all periods prior to r facility's first fiscal year under 
prospective payment. Carryforwards of unreimburred coals will not be 
recognized once r provider's initial fiscal year under the prospective 
payment methods has begun. - 
Rate Notification and Effective Dates - Beginning 30 days after 
October 1, 1983 each provider will be notified of their initial 
prospective rate at least 30 days prior to the beginning of their first 
fiscal year under prospective payment. The initial prospective rate 
shall apply to services provided on or after the first day of the 
provider's first fiscal year subject to prospective payment. Payment for 
services rendered prior to the first day of the provider's fiscal year 
subject to prospective payment and submitted for payment after such date 
shall be paid at the rate in effect during the peirod the service was 
rendered. Providers must split bill for services spanning the first 
prospective year and the prior year. 

H. For payment beginning July 1, 1987, a11 providers will be notified of 
adjustment to prospective per day rate which will be the operating 
component only. The quarterly payment will be tstrblirhed in June 1987 
and re-established each June of subsequent years. Providers will be 
notified in June of each year for the 'quarterly payment. Beginning 
January 1, 1988, providers will be paid on r monthly basis for the pass 
through component, resident and intern cost adjustment and Medicaid 
Disproportionate Share Adjustment. 

Within 30 days after the receipt of each provider's cost report, each 
provider will be notified of their new prospective rate due to the normal 
pass through adjustment. This rate shall be effective by the first day 
of the next month one month subsequent to the date of receipt of the 
provider's cost report. Providers must split bill for services spanning 
the effective date of the rate change. 
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Within 30 days before the beginning of each fiscal year eubsequent to the 
initial prospective year, each provider will be notified of their new 
prospective rate due to the normal operating rate adjustment. This rate 
shall apply to services provided on or .after the beginning of the new 
fiscal year. Providers must split bill for eervices spanning the 
effective date of the rate change. 

Providers will be notified of special rate adjustment no later than 45 
days after the receipt of the appropriate data. Such rate change shall 
apply only to services provided on or after the forty-fifth day 
subsequent to the receipt of the adjustment data. Providers must split 
bill for services spanning the effective date of the rate change. 

Subsequent years' adjustments for Medicaid disproportionate share, 
minimum occupancy (effective October 1, 1989 Tennessee Medicaid will not 
imp~se a minimum occupancy penalty), and resident and intern costs shall 
be completed at the same time and become effective at the same time as 
the pass-through adjustment. 

Delays in setting rates may be encountered if it becomes necessary to 
request additional information from a provider due to errors or omissions 
on cost reports. Cost reports are due as specified by Medicare 
regulations in effect on October 1, 1982. 

N. Automatic Adjustment for Medicare Adjustment - The following components 
of the prospective rate will be changed to reflect Medicare changes when 
announced by Medicare thru the Federal Registers or Federal law. 

(1) Operating component - will be indexed according to Prospective 
Payment Assessment Commission (PROPAC) recommendations. 

(2) Pass-thru component - will be adjusted for changes in Medicare 
reimbursement principles. 

(3) Indirect education - will be adjusted for Medicare index. 
(4) Operating component - will be rebased by Medicare announced PPS 

rebas ing . 
Method for Paying Providers Which Are Exempt From Prospective Payment 
Methodoloqy - The per diem reimbursable costs for the Medicaid providers of 
inpatient hospital services exempted from the prospective methodology will be 
determined in accordance with Medicare principles of cost refmbureement in 
effect on October 1, 1982, and described in 42 CFR 405, except those hospitale 
described in Providers Exempted from Prospective Payment Methodology, which 
shall be reimbursed as described in that item. The maximum limit of Such 
reimbursable costs shall be the lesser of: (a) the reasonable cost of covered 
services, (b) the customary charges to the general public for such services, 

1:N No. 91-25 
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or ( c )  t h e  U d i c a i d  reimburoement r a t e  as e s t a b l i r h e d  by the hompital'm reopect ive 
8tate.  Covered mervices u e  t h o s e  a e  def ined  by T8anea8ua Uedicaid. 
ReFmburoement by Tenneesee Medicaid m h a l l  be conaiderltd as paynwnt in f u l l  f o r  
covered mervices and no a d d i t i o n a l  b i l l i n g s  .hall be amde t o  the p a t i e n t  f o r  t h e r e  
services . 
In - s t a t e  providere  which u e  p u b l i c  b o e p i t a l s  render ing  merviceo f r e e  or at  a 
nominal charge r h a l l  no t  be mubject t o  t h e  lower of cost o r  cha tges  l i m i t a t i o n  but  
r h a l l  be pa id  f a i r  compensation f o r  mervices in accordance wi th  t h e  p r w i r i o n e  of 
42 CFR 405. Each provider ' s  per diem reimbursable  c o a t  w i l l  be bared on t h e  
provider ' e  c o s t  r e p o r t .  

A.  In te r im Rate - An in t e r im  pe r  diem reimbursable ra te  f o r  t h e s e  providers  
w i l l  be  e s t a b l i s h e d .  The in t e r im  r a t e  remains i n  e f f e c t  u n t i l  t h e  
p rov ide r ' e  a c t u a l  re imbursable  c o s t ,  baeed on t h e   provider*^ c o s t  r epo r t ,  
i s  ee t ab l i shed .  In t e r im  r a t e s  o h a l l  be baeed on p r i o r  c o s t  r e p o r t  d a t a  
and s h a l l  be r u b j e c t  t o  r e v i s i o n s  upon f u r t h e r  review, a u d i t  and/or 
subsequent f ind ing .  For new f a c i l i t i e s ,  budgeted information mupplied by 
t h e  provider  may be used t o  e s t a b l i s h  an i n t e r i m  r a t e .  

B. Approval of I n i t i a l  settlemkt - When a provider's c o s t  report ie 
rece ived ,  it i e  reviewed and compared with: 

(1) The amount of chargee f o r  covered ee rv i cee  provided t o  Hedicaid 
b e n e f i c i a r i e s  by t h e  provider  dur ing  t h e  p rov ide r ' s  f i e c a l  
per iod .  

( 2 )  The amount of i n t e r i m  payment6 pa id  by t h e  Department of Health t o  
t h e  provider  f o r  t h e  provider ' s  f i e c a l  per iod .  

( 3 )  The number of  i n p a t i e n t  days approved f o r  t h e  provider  by t h e  
Department of Heal th during t h e  provider 'e  f i s c a l  per iod .  

On t h e  b a e i s  of t h e  comparison and review, an i n i t i a l  determinat ion w i l l  
be made of t h e  c o s t  mettlement due t o  t h e  p rov ide r  o r  t h e  S t a t e ,  for t h e  
des igna ted  period.  Approval of t h e  i n i t i a l  mettlement w i l l  be sub jec t  t o  
f u r t h e r  review, a u d i t  and/or rubeequent f ind ing .  On t h e  b a r i s  of t h e  
i n i t i a l  . se t t l emen t ,  t h e  Department of Heal th  w i l l  e i t h e r  make 
arrangements f o r  an a d d i t i o n a l  payment t o  t h e  provider  f o r  8erv ices  
provided dur ing  t h e  f i s c a l  yea r  o r  submit a claim' t o  t h e  provider  
r eques t ing  payment t o  t h e  Department of Heal th f o r  t h e  amount of 
overpayment made t o  t h e  provider  dur ing  t h e  f i s c a l  year. 

ThI No. 91-25 
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C. Approval of Final Coot Settlement. U t e s  the smcmmmaxy final roview 
and/or audithg has been perfomd by the OorPptro1l.r of the Trearury, 
the Comptroller will advime the Department of Bealth of the final comt 
mettlement approved. On the baais of the apprwed find mmttlaaent, the 
Department of Health will either make urangsmantm for an additional 
payment to the provider for mervicee prwidmd during the fircal year or 
mubmit a claim to the provider requelrting paymant to the Departmant of 
Health for the amount of overpayment made to the provider during the 
f f ecal year. 

DS/D2061085 Rules 

TI{ No. 9 1-25 

Super eedee 

Approval Date PIT /?/ 4 / 1 / 9 1  
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
STATE TENNESSEE 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT 
RATES FOR INPATIENT HOSPITAL SERVICES 

The State has in place a public process which complies with the requirements of Section 
1; 902(a)(13)(A) of the Social Security Act. 

TN No. 98-4 
Supersedes 
TN No. NEW Approval Date 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 
STATE TENNESSEE 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT 
RATES FOR INPATIENT HOSPITAL SERVICES 

EMERGENCY PAYMENT METHODOLOGY 

This methodology applies only to services which were formerly covered under the TennCare 
managed care program. It does not apply to Medicare crossover payments or to other services 
not covered under managed care. 

This methodology will be used only during a designated emergency period that has been mutually 
a.greed upon by the State and HCFA. It will be discontinued at the time that the designated 
emergency period is determined to have ended. 

Acute care inpatient hospital providers will be reimbursed the per diem rate in effect as of 
December 3 1, 1993. The rate will be adjusted to include the capital component and eliminate the 
education and disproportionate share components. There will no longer be a tax component. 
l'ayrnent will be considered to be "reimbursement in full" with no cost settlement. In the event 
I here are new providers since December 3 1, 1993, for which Medicaid provider numbers have 
been issued, a rate will be established for them using their most recent cost report submitted to the 
(3fice of the Comptroller. The rate will be trended back to December 3 1, 1993 to be consistent 
with other hospital providers. 

TN NO. 2000-3 
Supersedes JAN 1 2 2001 
TN No. NEW Approval Date Effective 7112000 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 

STATE TENNESSEE 

METHODS AND STANDARDS FOR ESTABLISHING PAYHENT 
RATES FOR INPATIENT HOSPITAL SERVICES 

REIHBURSE!-lENT METHODOLOGY FOR PROVIDERS OF PSYCHIATRIC HOSPITAL SERVICES 

Effective July 1, 1988, the single state agency shall reimburse inpatient 
psychiatric provlders on a prospective basis for tervices provided under the 
State Plan. . 

All inpatient psychiatric hospitals, except those specified as exempt, with 
fiscal years beginning on or after July 1, 1988, mhall be reimbursed on a 
prospective payment methodology. Exempt providers shall be reimbursed in 
rccordance with Hedicare, Title XVlll Principles and Standards in effect 
October 1, 1982, and described in 42  CFR 4 0 5 .  Exempt providers are subject to 
the revaluation of assets provision, Section 2314 of the Deficit Reduction Act 
(DEFRA) . 

4 -  - -. 

Cost Reporting Requirement - In order to be eligible for payment by the 
Medicaid program for hospital services provided to Tennessee Hedicaid 
beneficiaries, providers, including those paid by a prospective method, are 
required at each provider's fiscal fear end, upon termination of provider 
status. change in ownership, or enrollment as a new provider, to rubmit to the 
Comptroller of the Treasury an annual cost report on forms designated by the 
Department. This report shall be submitted not later than three months from 
the end of each provider's fiscal year. Such cost reports must be completed 
in rccordance with the Hedicare principles of cost reimbursement set out in 
the Hedicare Provider Reimbursement Manual, in effect on October 1, 1982, 
except where the Department may specify othenrise. 

Providers that fail to submit cost reports vhich comply with Title XVIII 
principles in effect on October 1, 1982 and described at 42 CFR Part LO5 shall 
be subject to penalties imposed by such regulations. Except as stated in item 
' C "  of Providers Exempted from Prospective Payment Methodology, hospitals not 
filing cost reports for a specified period rhall be required to refund all 
payments made under this program for that period. 

TN No. n - / 2  
S U ~ R K D ~ S  D A T E I A ~ O V E D  m,? D*TLIFFRCTIR 
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 

STATE TENNESSEE 

WETBODS AND STANDARDS FOR ESTABLISHING PAYHENT 
RATES FOR INPATlENT HOSPITAL SERVICES r 

Any contracting provider that does not adopt the uniform classification of 
accounts, or other acceptable accounting methods as shall be established by 
t.he Department of Health and Environment in consultation with the Comptroller 
and the Tennessee Bospital Associ~tiori, or does not submit cost data as - -  
required by the Department of Health and Environment, shall be assessed a 
penalty of ten dollars ($10.00) for e a c h  day such provider is not in 
compliance. 

Records Retention - Each hospital provider is required to maintain adequate - 
financial and statistical records which are accurate and in sufficient detail 
to substantiate the cost data reported. These records must be retained for a 
period of not less than five years from the date of the submission of the cost 
report, and the provider is required to make such records available upon 
dlemand to representatives of the State Department of Health and Environment or 
the United States Department of Health and Human Services. All cost reports 
shall be retained by the State Comptroller of the Treasury for a period of not 
less than five years from the date of submission of the cost report. 

&udit Requirements - All hospital cost reports are subject to audit at any 
, time by the Comptro1ler of the Treasury and the Medicaid Agency or their 

designated representative. Cost report data must be based on and traceable to 
t.he provider's financial and statistical records and must be adequate, 
accurate, and in sufficient detail t o  support payment made for services 
rendered to beneficiaries. Retroactive adjustments to the prospective rate 
P U ~  be made for audit exceptions. Hospitals will be subject t o  medical audits 
r~t any time. Hedical audits include, but are not limited to, 'medical 
necessity' or "length of stay'. Hedical audit exceptions may result in a 
direct recoupment rather than a rate change. 

Providers Exempted from Prospective Payment Hethodoloqp - The prospective 
payment system shall not apply to the folloving hospitals and services: 

A. Any health care facility that is not a hospital, skilled nursing 
facilities and intermediate care facilities located vithin hospitals 
when certified or licensed as 'nursing" homes and swing beds, while 
being used to provide nursing services at less than the acute level 
of hospital care. 

TN NO 88-/2 
SUPERSEDES D A T E / A ~ ~ E D  AT-88-12 
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STATE PLAN UNDER TITLE X I X  OF THE SOCIAL SECURITY ACT 

STATE TENNESSEE 

HETHODS AND STANDARDS FOR ESTABLISHING PAYHEN? 
U T E S  FOR INPATIENT HOSPITAL SERVICES 

B. I n p a t i e n t  r e r v i c e s  p rov ided  b e f o r e  J u l y  1, 1988,  by p r o v i d e r s  of 
e i t 3 e r  i n p a t i e n t  p s y c h i a t r i c  s e r v i c e s  t o  p e r s o n s  under  t h e  age of 
tven ty-one  ( 2 1 ) ,  o r  i n p a t i e n t  h o s p i t a l  s e r v i c e s  i n  i n s t i t u t i o n s  f o r  
menta l  d i s e a s e  t o  i n d i v i d u a l s  age  s i x t y - f i v e  (65)  o r  o l d e r .  

C .  P s y c h i a t r i c  h o s p i t a l s  v h i c h  e l e c t  n o t  t o  submit  a  c o s t  r e p o r t  and 
which have l e s s  t h a n  S10,000 a n n u a l l y ,  based  on t h e  p r o v i d e r ' s  
f i s c a l  y e a r ,  i n  t o t a l  c h a r g e s  t o  p a t i e n t s  de te rmined  e l i g i b l e  f o r  
Hedica id  by t h e  S t a t e  o f  T e n n e s s e e .  S u c h  p r o v i d e r s  s h a l l  be 
re imbursed an m o u n t  n o t  t o  exceed 801  of r e a s o n a b l e  charges  f o r  
covered i tems b i l l e d  by t h e  p r o v i d e r .  Reasonable  c h a r g e s  a r e  those  
which a r e  charged by comparable p r o v i d e r s  f o r  s i m i l a r  r e r v i c e s .  I n  
t h e  e v e n t  t h a t  p r o v i d e r s  exceed $10,000 i n  t o t a l  Tennessee Hedicaid 
c h a r g e s  a n n u a l l y ,  t h e y  v i l l  be t r e a t e d  a s  n w  p r o v i d e r s .  

D .  O u t p a t i e n t  h o s p i t a l  s e r v i c e s ,  a s  d e f i n e d  by t h e  October  1. 1986. 
e d i t i o n  of 42 CFR 4G0.20. 

1. P r o s p e c t i v e  Payment Methodology 

A .  Except a s  provided by o t h e r  p r o v i s i o n s  of t h i s  S t a t e  P l a n  unendment, 
each h o s p i t a l ' s  r e imbursab le  i n p a t i e n t  c o s t s  w i l l  be determined i n  
accordance w i t h  Medicare T i t l e  X V I I I  p r i n c i p l e s  from a  base  year  
c o s t  r e p o r t i n g  p e r i o d .  C o s t s  w i l l  be s e p a r a t e d  i n t o  a n  o p e r a t i n g  
component and a  pass - th rough  component. A  t r e n d i n g  f a c t o r  w i l l  be 
a p p l i e d  t o  t h e  o p e r a t i n g  component o n l y .  The p r o s p e c t i v e  r a t e  w i l l  
c o n s i s t  o f  t h e  t r e n d e d  o p e r a t i n g  component. Tennessee  M e d i c a i d  
c o s t s  w i l l  be de te rmined  by a  computed u t i l i z a t i o n  r a t i o  from HCFA 
Form 2552 v h i c h  must be submi t t ed  by t h e  p r o v i d e r .  The p r o s p e c t i v e  
payment ( o p e r a t i n g  c o s t s )  w i l l  be made a s  r r a t e  p e r  i n p a t i e n t  day.  
On and a f t e r  J u l y  1, 1988,  i n  p s y c h i a t r i c  h o s p i t a l c  and i n s t i t u t i o n s  
f o r  m e n t a l  d i s e a s e ,  v h i c h  d a t e s  app ly  w i t h o u t  r e g a r d  t o  t h e  d a t e  
upon which t h e  p r o v i d e r ' s  f i s c a l  y e a r  may end ,  t h e  p a s s - t h r o u g h  
component w i l l  n o t  be a  p a r t  of t h e  p e r  d i e m  r a t e ,  b u t  w i l l ,  
i n s t e a d ,  be p a i d  i n  lump sum amounts on a  monthly b a s i c .  

B .  Pass  Through Component 

(1) F o r  i n p a t i e n t  8 e r v i c e s  i n  p s y c h i a t r i c  f r c i l i t i t s  on o r  a f t e r  
J u l y  1, 1988,  i r r e s p e c t i v e  o f  p r o v i d e r  f i s c a l  y e a r  end ,  t h e  
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reimbursable per diem rate will consist of only the operating 
component. The remaining components: capital and direct medical 
education will be paid in a lump sum amount. Capital and direct 
medical education costs will be estimated from each provider's most 
recent cost report on file as of 4:30 p.m. C.D.T., Monday, June 30, 
1988. The estimate will be used to compute a lump sum amount for 
capital and direct medical education. Payment will be made monthly 
starting July 1, 1988. Each provider's subsequent cost report will 
be used to adjust the capital and direct medical education for the 
subsequent fiscal year. This adjustment shall be effective on the 
first day of the next month, one month subsequent to the date of 
receipt of the provider's cost report. Capital and direct medical 
education costs will be subject to year end cost settlement for 
inpatient psychiatric services on and after July 1, 1988. 
Effective July 1, 1992, the services tax will be an allowable cost 
included in the pass through component. 

2(a) Effective October 1, 1991, capital costs will be reduced by 15% for 
dates of service October 1, 1991 through June 30, 1992. Reduction 
will be figured into year end final settlements. Hospitals 
designated as Sole Community Hospitals are exempt from percentage 
reductions in capital costs. Effective July 1, 1992, hospitals 
will be reimbursed 100% of capital costs for dates of service 
July 1, 1992 and later. 

2 (b) Additional costs due to revalued assets will be recognized only 
when an existing provider is purchased by another provider in a 
bona fide sale (arms length transaction). The new value for 
reimbursement purposes shall be the lesser of (1) the purchase 
price of the asset at the time of the sale, (2) the fair market 
value of the asset at the time of the sale (as determined by an MA1 
appraisal) , (3 ) current reproduction cost of the asset depreciated 
on a straight line basis over its useful life to the t h e  of the 
sale, or (4) for facilities undergoing a change of ownership on or 
after July 18, 1984, the acquisition cost to the first owner of 
record on or after July 18, 1984. The purchaser has the burden of 
proving that the transaction is a bona fide sale should the issue 
arise. Gains realized from the disposal of depreciable assets 
while a provider is participating in the program are to be a 
deduction from allowable capital costs. All sales as of July 18, 
1984, will be in compliance with the provisions of Section 2314 of 
DEFRA. 

TN No. 92-30 
Supersedes 
TN NO. 92-28 Approval Date 

NOV 1 2 2000 
Effective Date 7-1-92 



Attachment 4.19-A 
Page 5 of 11 

JAN 0 9 1990 
STATE PLAN UNDER T I T L E  X I X  OF THE SOCIAL SECURITY ACT 

STATE TENNESSEE 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT 
RATES FOR INPATIENT HOSPITAL SERVICES 

( 3 )  The payment of  r e t u r n  on e q u i t y  w i l l  be d e t e r m i n e d  by M e d i c a r e  
p r i n c i p l e s  of c o s t  reimbursement.  42  CFR 405, i n  e f f e c t  on August 1. 
1983 p r o v i d i n g  t h a t ,  e f f e c t i v e  A p r i l  26, 1983, r e t u r n  on e q u i t y  s h a l l  
be a d j u s t e d  t o  r e f l e c t  1002 o f  t h e  average  r a t e  o f  i n t e r e s t  on 
o b l i g a t i o n s  i s s u e d  f o r  purchase  by t h e  F e d e r a l  H o s p i t a l  Insurance  
T r u s t  Fund. 

( a )  The r e t u r n  on e q u i t y  f o r  a c u t e  c a r e  and p s y c h i a t r i c  p r o p r i e t a r y  
p r o v i d e r s  w i l l  be r e d u c e d  a s  f o l l o w s :  f o r  c o s t  r e p o r t i n g  
p e r i o d s  b e g i n n i n g  a f t e r  September 1986, payment w i l l  be 752 of 
t h e  c u r r e n t  amount: 502 of  t h e  c u r r e n t  amount f o r  r e p o r t i n g  
p e r i o d s  beg inn ing  a f t e r  September 1987; 252 of  t h e  c u r r e n t  amount 
f o r  r e p o r t i n g  p e r i o d s  beg inn ing  a f t e r  September 1988; and z e r o  
t h e r e a f t e r .  

C .  O p e r a t i n g  Component - Each f a c i l i t y ' s  i n i t i a l  p r o s p e c t i v e  r a t e  s h a l l  a l s o  
i n c l u d e  an o p e r a t i n g  component which i s  based  on t h e  base  y e a r  c o s t  
r e p o r t .  I n  base  y e a r s  a l l  p r o v i d e r s  i n c l u d i n g  p r o v i d e r s  t h a t  a r e  w i t h i n  
t h e  f i r s t  t h r e e  y e a r s  o f  o p e r a t i o n  w i l l  be s u b j e c t  t o  t h e  r o u t i n e  p e r  
diem c o s t  l i m i t a t i o n  f o r  p r o s p e c t i v e  r a t e  purposes .  The r o u t i n e  pe r  
diem l i m i t a t i o n s  f o r  t h e s e  purposes  w i l l  be  s e t  i n  t h e  same manner a s  
t h o s e  used  f o r  a c u t e  c a r e  h o s p i t a l s .  A l l  new p r o v i d e r s  may have t h e i r  
p r o s p e c t i v e  r a t e  a d j u s t e d  a t  t h e  end o f  t h e  f i r s t  f i v e  y e a r  p e r i o d .  The 
o p e r a t i n g  component w i l l  be  t r e n d e d  fo rward  e a c h  y e a r .  The t r e n d i n g  
p e r i o d  s h a l l  be from t h e  midpo in t  of  e a c h  h o s p i t a l ' s  base  y e a r  t o  t h e  
midpo in t  o f  t h e  h o s p i t a l ' s  f i r s t  c o s t  r e p o r t i n g  p e r i o d  s u b j e c t  t o  
p r o s p e c t i v e  payment. Except  f o r  t r e n d i n g  t o  t h e  new r e b a s e d  y e a r  (1988 
c o s t  r e p o r t s  o r  i f  n o t  a v a i l a b l e  t h e  p r i o r  c o s t  r e p o r t )  which w i l l  be t h e  
i n d e x i n g  r a t e  recommended by t h e  P r o s p e c t i v e  Payment  A s s e s s m e n t  
Commission, t h e  t r e n d i n g  index  which s h a l l  be a p p l i e d  t o  t h e  o p e r a t i n g  
component s h a l l  be a s  f o l l o w s :  

P e r i o d  Covered Ra te  

MAR 8 9  
OATOAP~ROVED - 

OCT 4 1 
DATE/€FFECTIJE LI- 

AT 89-34 
E f f e c t i v e  



Attachment 4.19A 
Page 6 of 11 

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 

STATE TENNESSEE 

KETHODS AND STANDARDS FOR ESTABLISHING PAYMENT 
RATES FOR INPATIENT HOSPITAL SERVICES 

Thereafter, the trending index shall be that rate of increase on 
prospective payments .as recommended by the Prospective Payment 
Assessment Commission and is published in the Tennessee 
Administrative Register. The trending indexes above shall be 
applied from the midpoint of. each provider's fiscal year, to the 
midpoint of the subsequent fiscal year. When necessary, indexes 
will be prorated to correspond to the provider's year end. Each 
provider will be notified of their new operating rate due to 
indexing within 30  days of the beginning of each fiscal year. 

Medical malpractice insurance reimbursement will be limited to 7.5% 
of allowable malpractice insurance premiums for prospective rate 
purposes. 

-- 

D. Minimum Occupancy Adjustment - Capital costs shall be adjusted each 
year, using the formula set out below, if a facility's occupancy 
rate, based on staffed beds during the year, is below a minimum 
level. If a hospital exceeds its minimum occupancy rate, the 
formula is not applied. The minimum level is as follows: 

Hospitals over 100  beds - 7 0 %  
Hospitals with 100  beds or fewer - 60% 

The adjustment will be computed as follars and will be made at the 
same time as the pass through adjustment. 

ACC = TCC x 
TBD 

ABD (Y) 

ACC = allowable capital costs 
TCC = total capital costs 
TBD = total bed days used during the period 
ABD = total bed days available during the period 
Y = .6 for hospitals with 1 0 0  beds or fewer 

= - 7  for hospitals over 100  beds 

All references to beds mean staffed beds. Staffed beds mean those 
beds which are equipped and available for patient use. Any beds or 
hospital wing which is unavailable for patient use, such as being 
closed for reasons ,including but not limited to, painting, 

SUPERSEES 
MAR 0 9 1990 
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maintenance, or insufficient nursing staff will not be considered 
staffed beds. It shall be the responsibility of the provider to 
determine, at least monthly, its number of staffed b q .  A schedule 
is subject to audit. If no schedule of staffed beds is received, 
staffed beds will be the number of beds at the end of the cost 
report period. For psychiatric providers, the minimum occupancy 
adjustment will apply to services on and after July 1, 1988. The 
minimum occupancy adjustment will be applied before the adjustment 
specified in B ( 4 ) .  Effective October 1, 1989, Tennessee Medicaid 
will not impose a minimum occupancy penalty. 

E. Rate or Payment Adjustment 

(1) Prospective per diem rates or lump sum payment amounts are 
subject to adjustment in the event of a mistake. 

(2) Operating per diem rates may be adjusted if there is a 
significant change in case mix resulting in a $50,000 effect on 
Tennessee Medicaid reimbursement. Case mix, for this purpose, 
is a diagnostic or therapeutic related factor requiring either 
an increase or decrease in the professional staff per patient 
ratio . Requests for adjustments must be accompanied by 
detailed supporting information. Such rate adjustments if 
approved become effective on the first day of the month 
following the approval. 

(3) Providers may request an increase in monthly interim payments 
for capital and direct medical education if a provider's actual 
amounts are expected to exceed the estimated amount by at least 
25%. Supporting financial data must be submitted with the 
request. No more than one request per year for an increase 
will be accepted per provider. The Commissioner reserves the 
right, after notifying the provider, to decrease estimated 
payments when information is made available indicating the 
estimated payments are materially higher than what is actually 
being incurred. 

F. Medicaid Disproportionate Share Adjustment (MDSA) effective 
July 1, 1988. Inpatient psychiatric hospitals having a utilization 

TN NO. 92-28 
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ratio at least one standard deviation above the mean Hedicaid 
inpatient utilization rate for all hospitals receiving Hedicaid 
payments or a low income utilization rate exceeding 25 percent will 
receive a IZ adjustment to the prospective rate for each percentage 
above the l l r X  up to a cap of 3%; or a 2 1  adjustment to the 
prospective rate for each percentage above the 252  low income 
utilization rate up to a cap of 3 2 .  

(1) Low income utilization rate will be calculated as follows and 
will use information obtained from the latest Hospital Joint 
Annual Report as submitted to the State Center of Health 
Statistics. The sum of: 

( a )  Total Hedicaid inpatient revenues paid to the hospital, 
plus the amount of the cash subsidies received directly 
from State and local governments in a cost reporting 
period, divided by the total amount of revenues of the 
hospital for inpatient services (including the amount of 
such cash subsidies) in the same cost reporting period; 
and, 

(b) The total amount of the hospital's charges for inpatient 
hospital services attributable to charity care (care 
provided to individuals who have no source of payment, 
third party or personal resources) in a cost reporting 
period, divided by the total amount of the hospital's 
charges for inpatient services in the hospital in the same 
period. The total inpatient charges attributed to charity 
care shall not include contractual mllowances and 
discounts (other than for indigent patients not eligible 
for medical assistance under an approved Hedicaid State 
plan) that is, reductions in charges given to other third 
party payers, such as HMOs, Medicare or Blue Cross. 

(2) No total payment of the disproportionate share adjustment will 
exceed 80Z inpatient charity care plus 80% of inpatient bad 
debt. All inpatient charity care and inpatient bad debt will 
be determined by the latest Hospital Joint Annual Report as 
submitted to the State Center of Health Statistics. 

(3) Each year a redetermination of the HDSA will be made a t  the 
same time the new pass through component is determined. This 

TN NO 

SUPERSEDES 

TN NO AT-88-12 
Effective 7/1/88 



Attachment 4.19A 
Page 9 of 11 

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT 

STATE TENNESSEE 

METHODS AND STANDARDS FOR ESTABLISHING PAYMENT 
RATES FOR INPATIENT HOSPITAL SERVICES I 

determination will be made on the basis of the best information 
available. Once the determination is made, it will not be 
changed until the next scheduled redetermination. The 
effective date 'will coincide with the new pass through 
adjustment. 

(4) Beginning July 1, 1988, the disproportionate share adjustment 
will be paid on a monthly basis &nd established in June of each 
year. The monthly payment will be prospective based on the 
disproportionate share adjustment multiplied by the anticipated 
number of Medicaid days for the upcoming fiscal year July-June. 
This will be estimated based on projections from historical 
experience and the addition of any expected improvements. 

( 5 )  Effective July 1, 1989, psychiatric hospitals having over 3,000 
patient days attributable to patients determined eligible for 
Medicaid by the State of Tennessee or a utilization ratio of 
14% or one standard deviation above the mean utilization ratio 
for all hospitals, whichever is lower, will be provided a 
payment incentive. The MDSA shall not be subject to trending. 
The MDSA will be the higher of (a) or (b) but shall not exceed 
34.2. 

(a) The prospective rate will be adjusted upward by 6Z for 
each 12 increment in the utilization rate above 142 or one 
standard deviation above the mean, whichever is lower. 

(b) The prospective rate will be adjusted upward by 6% for 
each increment of 1,000 reimbursed inpatient reported 
Medicaid days over 3,000 and the prospective rate will be 
increased upward by 3Z if total days exceed 3,650 but are 
less than 4,000. 

(c) No total payment of the disproportionate share adjustment 
will exceed 80% of inpatient charity care plus 802 of 
inpatient bad debt. All inpatient charity care and 
inpatient bad debt will be determined by the latest 
Hospital Joint Annual Report as submitted to the State 
Center of Health Statistics. 

Effective 7/1/09 
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( 6 )  P s y c h i a t r i c  h o s p i t a l s  t h a t  do n o t  q u a l i f y  under t h e  c r i t e r i a  i n  
( 5 )  b u t  have a  low-income i n p a t i e n t  u t i l i z a t i o n  r a t e  exceeding 
25% w i l l  r e c e i v e  t h e  f o l l o w i n g  payment i n c e n t i v e :  

( a )  The p r o s p e c t i v e  r a t e  w i l l  be a d j u s t e d  upward by 2% f o r  
each p e r c e n t a g e  above 252  up t o  a  cap  of 104. 

( b )  No t o t a l  payment of t h e  d i s p r o p o r t i o n a t e  s h a r e  adjus tment  
w i l l  exceed 80% of i n p a t i e n t  c h a r i t y  c a r e  p l u s  8 0 %  o f  
i n p a t i e n t  bad d e b t .  A l l  i n p a t i e n t  c h a r i t y  c a r e  and  
i n p a t i e n t  bad d e b t  w i l l  be  d e t e r m i n e d  by t h e  l a t e s t  
H o s p i t a l  J o i n t  Annual Report  a s  submi t t ed  t o  t h e  S t a t e  
Cen te r  of Health S t a t i s t i c s .  

( c )  Low-income u t i l i z a t i o n  r a t e  w i l l  be c a l c u l a t e d  a s  fol lows 
from i n f o r m a t i o n  o b t a i n e d  from t h e  l a t e s t  H o s p i t a l  J o i n t  
Annual Report  a s  submi t t ed  t o  t h e  S t a t e  Cen te r  of Heal th  
S t a t i s t i c s .  The sum o f :  

1. T o t a l  M e d i c a i d  i n p a t i e n t  r e v e n u e s  p a i d  t o  t h e  
h o s p i t a l ,  p l u s  t h e  amount o f  t h e  c a s h  s u b s i d i e s  
r e c e i v e d  d i r e c t l y  from s t a t e  and l o c a l  governments i n  
a  c o s t  r e p o r t i n g  p e r i o d ,  d i v i d e d  by t h e  t o t a l  amount 
o f  revenues  o f  t h e  h o s p i t a l  f o r  i n p a t i e n t  s e r v i c e s  
( i n c l u d i n g  t h e  amount of such cash  s u b s i d i e s )  i n  t h e  
same c o s t  r e p o r t i n g  p e r i o d ;  and,  

2 .  The t o t a l  amount  o f  t h e  h o s p i t a l ' s  c h a r g e s  f o r  
i n p a t i e n t  h o s p i t a l  s e r v i c e s  a t t r i b u t a b l e  t o  c h a r i t y  
c a r e  ( c a r e  p rov ided  t o  i n d i v i d u a l s  who have no source  
of payment, t h i r d - p a r t y  o r  p e r s o n a l  r e s o u r c e s )  i n  a  
c o s t  r e p o r t i n g  p e r i o d ,  d i v i d e d  by t h e  t o t a l  amount of 
t h e  h o s p i t a l ' s  charges  f o r  i n p a t i e n t  s e r v i c e s  i n  t h e  
h o s p i t a l  i n  t h e  same p e r i o d .  The t o t a l  i n p a t i e n t  
charges  a t t r i b u t e d  t o  c h a r i t y  c a r e  s h a l l  n o t  inc lude  
c o n t r a c t u a l  a l lowances  and d i s c o u n t s  ( o t h e r  than f o r  
i n d i g e n t  p a t i e n t s  n o t  e l i g i b l e  f o r  medica l  a s s i s t a n c e  
under  an approved Medica id  S t a t e  P l a n )  t h a t  i s ,  
r e d u c t i o n s  i n  charges  g iven  t o  o t h e r  t h i r d - p a r t y  
p a y e r s ,  such a s  HMOs, Medicare o r  Blue Cross .  

(7) Each y e a r  a  r e d e t e r m i n a t i o n  of t h e  MDSA w i l l  be made a t  t h e  
same t ime t h e  new p a s s  th rough  component i s  determined.  This 
d e t e r m i n a t i o n  w i l l  be made on t h e  b a s i s  o f  t h e  b e s t  in fo rmat ion  
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a v a i l a b l e .  Once t h e  de te rmina t ion  i s  made, it w i l l  no t  be 
changed u n t i l  t h e  next  scheduled rede te rmina t ion .  The 
e f f e c t i v e  d a t e  w i l l  co inc ide  wi th  t h e  new pas s  through 
adjustment .  

( 8 )  The d i s p r o p o r t i o n a t e  s h a r e  adjustment w i l l  b e  pa id  on a monthly 
b a s i s  and e s t a b l i s h e d  i n  June of each year .  The monthly 
payment w i l l  be p rospec t ive  based on t h e  d i s p r o p o r t i o n a t e  sha re  
adjustment  m u l t i p l i e d  by t h e  a n t i c i p a t e d  number of Medicaid 
days f o r  t h e  upcoming f i s c a l  yea r  J u l y  - June. This  w i l l  be 
e s t ima ted  based on p r o j e c t i o n s  from h i s t o r i c a l  experience and 
t h e  a d d i t i o n  of any expected improvements. 

( 9 )  E f f e c t i v e  October T, 1992, t h e  Medicaid d i s p r o p o r t i o n a t e  sha re  
adjustment  w i l l  no t  be determined a s  def ined  a t  F. and 
subsequent paragraphs ( 1 - ( 8 ,  bu t  w i l l  be determined as 
desc r ibed  he re in .  P s y c h i a t r i c  h o s p i t a l s  having over  1,000 
c o s t  r e p o r t  p a t i e n t  days a t t r i b u t a b l e  t o  p a t i e n t s  determined 
e l i g i b l e  f o r  Medicaid by t h e  S t a t e  of  Tennessee or a 9.318 
Medicaid u t i l i z a t i o n  r a t i o  o r  having a low income u t i l i z a t i o n  
r a t e  equa l  t o  o r  g r e a t e r  t h a n  25% w i l l  be provided a payment 
i n c e n t i v e  (MDSA). The MDSA w i l l  be t h e  h igher  of  ( a ) ,  ( b ) ,  or 
(c) bu t  cannot exceed 10% of t h e  i n p a t i e n t  and o u t p a t i e n t  
c h a r i t y  charges  p l u s  Medicare and Medicaid c o n t r a c t u a l  
ad jus tments  ad jus t ed  t o  c o s t .  For t h e  purposes  of  t h i s  
c a l c u l a t i o n  Medicaid days w i l l  no t  i nc lude  days reimbursed by 
t h e  Primary C a r e  Network. For t h e  purposes of  t h i s  c a l c u l a t i o n  
c h a r i t y ,  u n l e s s  o t h e r v i s e  ~pecified, w i l l  be defined es 
i n p a t i e n t  and o u t p a t i e n t  c h a r i t y  charges  ( i nc lud ing  medical ly  
i n d i g e n t ,  low income, and medical ly  i nd igen t  o t h e r ) ,  bad debt ,  
and Medicare and Medicaid c o n t r a c t u a l  adjustments  ad jus t ed  t o  
c o s t .  Cha r i t y  w i l l  inc lude  charges f o r  bo th  i n - s t a t e  and out- 
o f - s t a t e  s e r v i c e s .  For t h e  purposes  of computing t h e  MDSA, t h e  
MDSA p rospec t ive  r a t e  w i l l  be  considered t o  be  t h e  opera t ing  
per diem f o r  t h e  c u r r e n t  yea r ,  p r i o r  t o  t h e  a p p l i c a t i o n  of t h e  
c u r r e n t  yea r  t r e n d ,  p l u s  a c a p i t a l  per diem and a d i r e c t  
medical educa t ion  per diem. 
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(a) The prospective rate will be adjusted upward by factor of 
5.8 times the difference between the actual utilization 
rate if it exceteds 9.31% and a 9.31% utilization rate. 

(b) The prospective rate will be adjueted upward by 5.89 times 
the number of days above 1,000 days divided by 1,000 days. 

(c) The prospective rate will be adjueted upward by 2% times 
the difference between the low income utilization rate if 
it exceeds 25% and a 25% low income utilization rate. 
This adjustment will be capped at 10%. 

(d) Low-income utilization rate will be calculated as follows 
from information obtained from the latest industry 
complete Hospital Joint Annual Report as submitted to the 
State Center of Health Statistics. The sum of: 

1. Total Medicaid inpatient revenues paid to the 
hospital, plus the amount of the cash eubsidies 
received directly from etate and local governments in 
a cost reporting period, divided by the total amount 
of revenues of the hospital for inpatient eervices 
(including the amount of such cash subsidies) in the 
same cost reporting period; and 

2. The total amount of the hospital's charges for 
inpatient hospital services attributable to charity 
care (care provided to individuals who have no eource 
of payment, third-paxty or personal resources) in a 
cost reporting period, divided by the total amount of 
the hospital's charges for inpatient eervices in the 
hospital in the same period. The total inpatient 
charges attributed to charity care ehall not include 
contractual allowances and discounts (other than for 
indigent patients not eligible for Medicaid 
assistance under an approved Medicaid State Plan) 
that is reductions in charges given to other third- 
party payers, such as HMOs, Medicare or Blue Cross. 

TN NO. 92-35 
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(e )  Each year a r e d e t e r m i n a t i o n  o f  t h e  MDSA w i l l  b e  made. 
T h i s  d e t e r m i n a t i o n  w i l l  be made on t h e  b a s i s  of t h e  b e s t  
i n f o r m a t i o n  a v a i l a b l e .  Once t h e  d e t e r m i n a t i o n  i s  made, it 
w i l l  n o t  b e  changed u n t i l  t h e  n e x t  echeduled 
r e d e t e r m i n a t i o n .  

The d i s p r o p o r t i o n a t e  s h a r e  ad jus tment  w i l l  be  p a i d  on a 
monthly b a s i s .  The monthly payment w i l l  b e  p r o s p e c t i v e  
based on t h e  d i s p r o p o r t i o n a t e  s h a r e  ad jus tment  m u l t i p l i e d  
by t h e  a n t i c i p a t e d  number o f  Medicaid days .  T h i s  w i l l  be  
e s t i m a t e d  based on p r o j e c t i o n s  from h i s t o r i c a l  exper ience  
and t h e  a d d i t i o n  o f  any expec ted  Fmprovernents. For t h e  
p e r i o d  beg inn ing  J u l y  1, 1993, t h e  d i s p r o p o r t i o n a t e  s h a r e  
ad jus tment  w i l l  b e  e s t a b l i s h e d  i n  June and w i l l  be 
p r o s p e c t i v e  based on t h e  d i s p r o p o r t i o n a t e  s h a r e  adjus tment  
m u l t i p l i e d  by t h e  a n t i c i p a t e d  number o f  Medicaid days  f o r  
t h e  upcoming s t a t e  f i s c a l  y e a r ,  July-June.  Th is  w i l l  be 
e s t i m a t e d  based on p r o j e c t i o n s  from h i s t o r i c a l  exper ience  
and t h e  a d d i t i o n  o f  any expec ted  improvements. 

( g )  The t o t a l  amount o f  mSA payments f o r  b o t h  a c u t e  c a r e  and 
p s y c h i a t r i c  h o s p i t a l s  w i l l  be l i m i t e d  by a f e d e r a l  cap.  
When a l l o c a t i n g  t h e  amount o f  payments t h a t  w i l l  be  made, 
t h e  amount of payments based on i t e m  ( 7 )  (g) of t h e  s t a t e  
p l a n  f o r  reimbursement f o r  i n p a t i e n t  h o s p i t a l  s e r v i c e s ,  
w i l l  be  excluded.  A f t e r  c a l c u l a t i o n s  have been made, 
h o s p i t a l s  w i l l  r e c e i v e  t h e i r  p r o p o r t i o n a t e  s h a r e  of t h e  
t o t a l  a v a i l a b l e  MDSA a l l o t m e n t .  

( 1 0 )  E f f e c t i v e  J u l y  1, 1993, p s y c h i a t r i c  h o s p i t a l s  having o v e r  1 ,000 
c o s t  r e p o r t  p a t i e n t  days  a t t r i b u t a b l e  t o  p a t i e n t s  determined 
e l i g i b l e  f o r  Medicaid by t h e  e t a t e  o f  Tennessee o r  a 10.45% 
Medicaid u t i l i z a t i o n  r a t i o  o r  hav ing  a l o w  income u t i l i z a t i o n  
r a t e  e q u a l  t o  o r  g r e a t e r  t h a n  25% w i l l  be provided a payment 
i n c e n t i v e  (MDSA). The MDSA w i l l  be  t h e  h i g h e r  o f  ( a ) ,  ( b ) ,  o r  
(c) b u t  cannot  exceed 10% of  i n p a t i e n t  and o u t p a t i e n t  c h a r i t y  
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charges plus Medicare and Medicaid contractual adjustments 
adjusted to cost. For the purpose of this calculation Medicaid 
days will not include days reimbursed by the Primary Care 
Network. For the purpose of this calculation charity, unless 
otherwise specified, will be defined as inpatient and 
outpatient charity charges (including medically indigent, low 
income, and medically indigent other), bad debt, and Medicare 
and Medicaid contractual adjustments adjusted to cost. Charity 
will include charges for both in-state and out-of -state 
services. 

(a) The prospective rate will be adjusted upward by a factor 
of 5.8 times the difference between the actual utilization 
rate and a 10.45% utilization rate. 

- .- . 
(b) The prospective rate will be adjusted upward by 5.8% times 

the number of days above 1,000 days divided by 1,000 days. 

(c) The prospective rate will be adjusted upward by 2% times 
the difference between the low income utilization rate and 
a 25% low income utilization rate. This adjustment will 
be capped at 10%. 

(d) Low-income utilization rate will be calculated as follows 
from information obtained from the 1991 Hospital Joint 
Annual Report as submitted to the State Center of Health 
Statistics. The sum of: 

1. Total Medicaid inpatient revenues paid to the 
hospital, plus the amount of the cash subsidies 
received directly from state and local governments in 
a cost reporting period, divided by the total amount 
of revenues of the hospital for inpatient services 
(including the amount of such cash subsidies) in the 
same cost reporting period; and 

2. The total amount of the hospital's charges for 
inpatient hospital services attributable to charity 
care (care provided to individuals who have no source 

TN NO. 93-18 - - 
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o f  payment, t h i r d - p a r t y  o r  p e r s o n a l  r e s o u r c e s )  i n  a 
cost r e p o r t i n g  p e r i o d ,  d i v i d e d  by t h e  t o t a l  amount of 
t h e  h o s p i t a l ' e  c h a r g e s  f o r  i n p a t i e n t  e e r v i c e s  i n  t h e  
h o s p i t a l  i n  t h e  same p e r i o d .  The t o t a l  i n p a t i e n t  
c h a r g e s  a t t r i b u t e d  t o  c h a r i t y  care s h a l l  n o t  i n c l u d e  
c o n t r a c t u a l  a l lowances  and d i s c o u n t s  ( o t h e r  t h a n  f o r  
i n d i g e n t  p a t i e n t s  n o t  e l i g i b l e  f o r  medical  a s s i s t a n c e  
under  an  approved Medicaid S t a t e  P l a n )  t h a t  are 
r e d u c t i o n s  i n  c h a r g e s  g iven  t o  o t h e r  t h i r d - p a r t y  
p a y e r s ,  such a s  HMOs, Medicare o r  Blue Cross .  

(e )  Each y e a r  a  r e d e t e r m i n a t i o n  o f  t h e  MDSA w i l l  be  made a t  
t h e  same time t h e  new p a s s  th rough  component i s  determined. 
This d e t e r m i n a t i o n  w i l l  be  made on t h e  b a s i s  of t h e  b e s t  
in fo rmat ion  a v a i l a b l e .  Once t h e  d e t e r m i n a t i o n  i s  made, it 
w i l l  n o t  be  changed u n t i l  t h e  n e x t  scheduled 
r e d e t e r m i n a t i o n .  The e f f e c t i v e  d a t e  w i l l  c o i n c i d e  w i t h  
t h e  new p a s s  through adjus tment .  

(f) I n  accordance w i t h  t h e  Medicaid S t a t e  P lan ,  t h e  
d i s p r o p o r t i o n a t e  s h a r e  ad jus tment  w i l l  b e  p a i d  on a  
monthly b a s i s .  The monthly payment w i l l  be  p r o s p e c t i v e  
based on t h e  d i s p r o p o r t i o n a t e  e h a r e  adjus tment  m u l t i p l i e d  
by t h e  number of Medicaid days  r e p o r t e d  on t h e  1992 c o s t  
r e p o r t .  I n  c a s e s  where t h e  1992 r e p o r t  i s  u n a v a i l a b l e ,  
t h e  l a t e s t  r e p o r t  on f i l e  w i l l  be  used.  

(g) The t o t a l  amount of MDSA payments f o r  b o t h  a c u t e  c a r e  and 
p s y c h i a t r i c  h o s p i t a l s  w i l l  b e  l i m i t e d  by a  f e d e r a l  ' c a p .  
When a l l o c a t i n g  t h e  amount o f  payments t h a t  w i l l  be  made 
t h e  amount of payments based on  i t e m  8 ( g )  o f  t h e  S t a t e  
p l a n  f o r  reimbursement f o r  i n p a t i e n t  h o s p i t a l  s e r v i c e s  
w i l l  b e  excluded.  A f t e r  c a l c u l a t i o n s  have been made, 
h o s p i t a l s  w i l l  r e c e i v e  t h e i r  p r o p o r t i o n a t e  e h a r e  of t h e  
t o t a l  a v a i l a b l e  MDSA a l l o t m e n t .  

The c a l c u l a t i o n  would b e  made i n  t h i s  manner: Tennessee 
Medicaid w i l l  t o t a l  t h e  amount o f  MDSA t o  be provided t o  
a l l  h o s p i t a l s ,  b o t h  a c u t e  and p s y c h i a t r i c ,  p r i o r  t o  t h e  
tes t  f o r  t h e  f e d e r a l  cap. I f  t h i s  t o t a l  exceeds t h e  
f e d e r a l  cap ,  w e  w i l l  s u b t r a c t  from t h e  f e d e r a l  c a p  amount, 
t h e  amount c a l c u l a t e d  a s  a r e s u l t  o f  item ( 7 ) ( g )  of t h e  
s t a t e  p l a n  f o r  reimbursement f o r  i n p a t i e n t  acute Care 

h o s p i t a l s  ( r e f e r e n c e d  above) .  W e  w i l l  t a k e  t h e  remaining 
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amount and divide it by the total potential XDSA for the 
industry less item ( 7 )  (g) to obtain a percentage by which 
each hospital'e HDSA payments outside of item ( 7 ) ( g )  will 
be reduced. 

G. New Providers - New providere who have not oubmitted a coet &eport 
and who are entering the program for the first time will be required 
to submit a budgeted coet report from which an interim prospective 
operating rate will be set. Each new provider must submit an actual 
cost report covering the firet full year of actual operations, at 
which point a final prospective operating rate, with a retroactive 
adjustment, will be set. A change of ownerehip does not constitute 
a new provider. The budgeted cost report will also be ueed to 
estimate interim paymente for capital and direct medical education. 

A - 
H. Lower of Cost or Charges Limit - In the base year, the lower of coet 

or chargee limitation will be waived for proepective rate 
determination purposes only. The limitation will, however, be 
applied for settlement purposes for all periods prior to a 
facility's first fiscal year under prospective payment. Carry 
forwards of unreimbursed costs will not be recognized once a 
provider'e initial fiscal year under the prospective payment method 
has begun. 

2. Method for Paying Providers Which Are Exempt from Prospective Payment 
Methodology - The per diem rehnbursable costs for the Medicaid providere 
of inpatient hospital eervices exempted from the prospective methodology 
will be determined in accordance with Medicare principles of cost 
reimbursement in effect on October 1, 1982, and described in 42' CFR 

TN NO. 93-18 -. . -  . - - -  
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105, except those hospitals described in Item C. of Providers Exempted 
from Prospective Payment Methodology, which aha1 1 be reimbursed as 
described in that item. The maximum limit of such reimbursable costs 
shall be the lesser of : (a) the reasonable cost of covered services, or 
(b) the customary charges to the-general public for such services. 
Provided, however, that ruch providers which are public hospitals 
rendering services free or at a nominal charge rhall not be subject to 
the lower of cost or charges limitation but shall be paid fair 
compensation for services in accord with the provisions of 42 CFR 405. 
Each provider's per diem reimbursable cost vill be based on the 
provider's cost report. 

A .  Interim Rate - An interim per diem reimbursable rate for these 
providers will be established by the Comptroller of the Treasury. 
The interim rate remains in effect until the provider's actual 
reimbursable cost. based on the provider's cost report, is 
established. Interim rates shall be based on prior cost report data 
and shall be subject to revisions upon further review, audit and/or 
subsequent finding. For new facilities, budgeted informat ion 
supplied by the provider may be used to establish an interim rate. 

B. Approval of Initial Settlement - When a provider's cost report is 
received, it is reviewed and compared with: 

(1) The amount of charges for covered rervices provided to Medicaid 
beneficiaries by the provider during the provider's fiscal 
period. 

( 2 )  The amount of interim payments paid by the Department of Health 
and Environment to the provider for the provider's fiscal 
period. 

( 3 )  The number of inpatient days approved for the provider by the 
Department of Health and Environment during the provider's 
fiscal period. 

On the basis of the comparison and reviev, an initial determination 
will be m d e  of the cost settlement due to &he provider or the 
State for the designated period. Approval of the initial settlement 
vill be subject to further reviev, audit andlor rubrequent finding 
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of the Comptroller of the Treasury. On the basis of the initial 
settlement, the Department of Health and Environment will either 
make arrangements for an additional payment to the provider fr?r 
services provided during the fiscal year or submit a claim to the 
provider requesting payment to the Department of Health and 
Environment for the mount of overpayment made to the provider 
during the fiscal year. 

C. Approval of Final Cost Settlement. After the necessary final reviev 
and/or auditing has been performed by the Comptroller of the 
Treasury, the Comptroller will advise the Department of Health and 
Environment of the final cost settlement approved. On the basis of 
the approved final settlement, the Department of Health and 
Environment will either make arrangements for an additional payment 
to the provider for services provided during the ficcal year or 
submit a claim to the provider requesting payment to the Department 
of Health and Environment for the mount of overpayment made to the 
provider during the fiscal year. 

Inpatient Routine Operating Per Diem Cost Limitation. In the event 
that data is not available to compute the inpatient routine 
operating per diem cost limitation for a11 or any part of a 
provider's fiscal year, the Comptroller of the Treasury will use 
each provider's per diem cost limitmtion &I effect prior to the 
provider's first fiscal year subject to prospective payment vhich 
will be appropriately trended, by that rate of increase on 
prospective payments allowed by Medicare as published annually in 
the Federal Register and in the Tennessee Administrative Register. 
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The State has in place a public process which complies with the requirements of Section 
1902(a)(13)(A) of the Social Security Act. 
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Supplemental Pool Payments to Select Tennes.see Hospitals 

The purpose of this amendment is to describe the state's methodology for making Disproportionate Share 
Hospital (DSH) payments to Tennessee hospitals and for claiming federal participation for the payments. 

Qualifications 

Hospitals eligible to participate in the Disproportionate Share Hospital (DSH) payments are defined by 
Section 1923 (b) of the Social Security Act. To determine which pool a 1923 (b) hospital qualifies for will 
depend on various criteria set forth below. 

Allocation of the DSH Payments to Segments of Hospitals 

The DSH payments should be segmented into 5 distinct groups in the following: 

• Group I -Essential Service Safety Net- 50 percent of the remaining allotment after it is reduced 
for the Group 5 pool amount - These hospitals are defined as Section I 923 (b) hospitals that are 
both a Level I Trauma Center and a Regional Perinatal Center or any metropolitan public hospital 
that is contractually staffed and operated by a safety net hospital for the purpose of providing 
clinical education and access to care for the medically underserved. These hospitals must be a 
contracted provider with TennCare Select and, where available, at least one other Managed Care 
Organization in the TennCare program during the quarter in which the payment covers. If a hospital 
does not meet this requirement at the start of the quarter but subsequently does contract with Select 
and one other MCO during the quarter, the payments would be prorated accordingly. These 
hospitals (unless they are capitated and accept the capitation as full reimbursement) must have 
unreimbursed TennCare Cost. 

Group 2- Children's Safety Net- 5 percent of the remaining allotment after it is reduced for the 
Group 5 pool amount- These hospitals are defined as Section 1923 (b) hospitals that are I icensed 
by the Tennessee Department of Health whose primary function is to provide general acute care 
services to children under the age of 2 I years in Tennessee. Each hospital must be a contracted 
provider with TennCare Select and, where available, at least one other Managed Care Organization 
in the TennCare program during the quarter in which the payment covers. If a hospital does not 
meet this requirement at the start of the quarter but subsequently does contract with Select and one 
other MCO during the quarter, the payments would be prorated accordingly. These hospitals 
(unless they are capitated and accept the capitation as full reimbursement) must have unreimbursed 
TennCare Cost. 
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Group 3 - Free Standing Psychiatric Hospitals - 2 percent of the remaining allotment after it is 
reduced for the Group 5 pool amount- These hospitals are defined as Section 1923 (b) hospitals 
that are licensed by the Tennessee Department of Mental Health and Developmental Disabilities 
for the provision of psychiatric hospital services in Tennessee excluding the State Mental Health 
Institutes. Each free standing psychiatric hospital must be a contracted provider with at least one 
of the Behavioral Health Organizations in the TennCare program and at least 30% of its total 
adjusted days must be covered by TennCare. These hospitals (unless they are capitated and accept 
the capitation as full reimbursement) must have unreimbursed TennCare Cost. The hospitals in 
this group exclude the five (5) state mental health institutes. 

• Group 4 - Other Essential Acute Care - 43 percent of the remaining allotment after it is reduced 
for the Group 5 pool amount- These hospitals include all other Section 1923 (b) hospitals that are 
I icensed by the Tennessee Department of Health to provide services in Tennessee excluding the 
critical access hospitals. These hospitals must be a contracted provider with TennCare Select and, 
where available, at least one other Managed Care Organization in the TennCare program during 
the quarter in which the payment covers. If a hospital does not meet this requirement at the start 
of the quarter but subsequently does contract with Select and one other MCO during the quarter, 
the payments would be prorated accordingly. Each acute care hospital must have either of the 
following: (I) at least 13.5% or more of its total adjusted days covered by TennCare; or (ii) if9.5% 
or more of the total adjusted days are covered by TennCare and the number of adjusted days for 
the hospital is higher than the average number of TennCare Adjusted Days for all hospitals in the 
other essential acute care group. These hospitals (unless they are capitated and accept the capitation 
as full reimbursement) must have unreimbursed TennCare Cost. This group excludes the Critical 
Access Hospitals (CAHs). The CAHs receive cost-based reimbursement from the TennCare 
program and therefore do not have any unreimbursed TennCare costs. 

Group 5 -All Other DSH Hospitals - $1 0,000 -These hospitals are defined by Section 1923 (b) 
of the Social Security Act and do not quality for Group 1· 4. 

Allocation will be based on an assignment of points for groups 1 through 4: 
• TennCare adjusted days expressed as a percent of total adjusted patient days; and 
• Charity, medically indigent care, and bad debt expressed as a percent of total expenses. 

Ca.lculation of points 
(I) TennCare volume is defined as the percent of a hospital's total adjusted days that are 

covered by TennCare. Points are assigned based on that percent as follows: 
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• I point - greater than or equal to 9.5% but less than 13.5% and the actual number of 
TennCare adjusted days must be greater than the average for all hospitals in the "other 
essential acute care" hospitals group, which excludes the psychiatric, critical access, 
pediatric and safety net providers; 

• 1 point- greater than or equal to 13.5% and less than or equal to 24.5%; 
2 points- greater than 24.5% and less than or equal to 34.5%; 
3 points- greater than 34.5% and less than or equal to 49.5%; 
4 points- greater than 49.5%. 

(2) Bad debt, Charity and Medically Indigent- BDCHMI costs as a percent of total expenses 
• 0 points- less than 4.5% 
• 1 point- greater than or equal to 4.5% and less than 9.5% 

2 points- greater than or equal to 9.5% and less than 14.5% 
3 points- greater than or equal to 14.5% 

For group 5 the allocation will be divided equally among all of the facilities that qualify as group 5 so that 
the allocation for each hospital equals: 

$10,000/(number of hospitals in group 5) 

Calculation of Amounts of DSH Payments 
These points will then be used to adjust the General Hospital Rate (GHR) based on pre-TennCare hospital 
reimbursement rates. The GHR rate included all inpatient costs (operating, capital, direct education) but 
excluded add ons (indirect education, MDSA, return on equity). The GHR for Safety Net Hospitals is 
$908.52. The GHR for Other Essential Access Hospitals is $674.11. The points for each qualifying hospital 
will be summed and then used to determine the percent of the GHR that is used to calculate the initial 
payment amount for each hospital. 

7 points - 1 00% of GHR 
6 points- 80% ofGHR 

• 5 points -70% ofGHR 
• 4 points - 60% of GHR 

3 points- 50% ofGHR 
2 points- 40% ofGHR 
I point- 30% of GHR 
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For each of the 5 pools, the appropriately weighted GHR for each qualifying hospital is multiplied by the 
number of adjusted TennCare days provided by the hospital. These amounts are summed for all of the 
hospitals that qualify for the pool. Each hospital's initially calculated amount will then be adjusted to the 
total in the pool. This is done by multiplying the initial calculated amount for a hospital by the ratio of the 
total initial calculated amount for all qualifying hospitals to the total amount of the pool allocated for that 
group. So if the sum of the initial calculated amounts for the pediatric group is $9 million and the total pool 
for children's hospitals is $5 million, each hospital's initial calculated amount will be multiplied by $5 
million/$9 million. 

The State will adhere to the OBRA 93 hospital specific DSH limits. 
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Medicaid Disproportionate Share Hospital (DSH) Redistribution 

Auditing and Reporting 

As required by Section 1923(j) of the Social Security Act related to auditing and reporting of 
disproportionate share hospital payments, the Bureau of TennCare will implement procedures to comply 
with the Disproportionate Share Hospital Payments final rule issued in the December 19, 2008, Federal 
Register, with an effective date of January 19, 2009, to ensure that the hospital-specific DSH limits have 
not been exceeded. 

Redistribution Method for Recoupment of DSH Funding 

Effective in State Fiscal Year 2019, in the event that a hospital received DSH payments in a previous State 
Fiscal Year that exceeded its hospital-specific DSH limit in that year, the amount of the DSH excess 
payments received in that Fiscal Year will be recovered from the hospital and redistributed among the other 
hospitals that are part of the DSH funding pool groups l-5. The data used to redistribute excess DSH 
payments will be consistent with the original determination of DSH payments for that Fiscal Year. Funding 
will be redistributed proportionally to any hospitals with availability of Medicaid shortfall or 
uncompensated care. The redistribution of funds related to a prior year's allotment shall not count against 
the State's current year DSH funding allotment. 
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