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CABINET FOR HEALTH AND FAMILY SERVICES

Department for Medicaid Services

Division of Hospital and Provider Operations

(Amendment)

907 KAR 1:015. Payments for outpatient hospital [eutpatient] services.

RELATES TO: KRS 205.520, 216.380, 42 C.F.R. 440.2, 440.20(a),447.321, 42 USC

1395I(h)
STATUTORY AUTHORITY: KRS 194A.030(2), 194A.050(1), 205.520(3), 205.560,

205.637, 42 U.S.C. 1396a, 1396b, 1396d

NECESSITY, FUNCTION, AND CONFORMITY: The Cabinet for Health and Family
Services, Department for Medicaid Services, has the responsibility to administer the
Medicaid Program. KRS 205.520(3) authorizes the cabinet, by administrative regulation,
to comply with any requirement that may be imposed, or opportunity presented, by fed-
eral law for the provision of medical assistance to Kentucky's indigent citizenry. This
administrative regulation establishes the method for determining amounts payable by
the Medicaid Program for outpatient hospital [eutpatient] services.

Section 1. Definitions. (1) "Critical access hospital” or "CAH" means a hospital meet-

ing the licensure requirements established in 906 KAR 1:110 and KRS 216.380.

(2) "Department" means the Department for Medicaid Services or its designee.

(3) “Finalized” means approved or final as determined by the Centers for Medicare

and Medicaid Services (CMS).
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(4) “Outpatient cost-to-charge ratio” means the ratio determined by dividing the costs

reported on Supplemental Worksheet E-3, Part Ill, Page 12 column 2, line 27 of the cost

report by the charges reported on column 2, line 20 of the same schedule.

Section 2. In-State Outpatient Hospital Service Reimbursement. (1)(a) Except for

critical access hospital services and outpatient hospital laboratory services, the depart-

ment shall reimburse on an interim basis for in-state outpatient hospital services at a

facility specific outpatient cost-to-charge ratio based on the facility’s most recently filed

cost report.

(b) An outpatient cost-to-charge ratio shall be expressed as a percent of the hospi-

tal's charges.

(2) A facility specific outpatient cost-to-charge ratio paid during the course of a hospi-

tal's fiscal year shall be designed to result in reimbursement, at the hospital’s fiscal year

end, equaling ninety (90) percent of a facility’s total outpatient costs incurred during the

hospital’s fiscal year.

(3) Except as established in subsection (4) of this section:

(a) Upon approving an in-state outpatient hospital’s as submitted cost report for the

hospital’'s fiscal year, the department shall preliminarily settle reimbursement to the facil-

ity equal to ninety (90) percent of the facility’s total outpatient costs incurred in the cor-

responding fiscal year; and

(b) Upon receiving an in-state outpatient hospital’s finalized cost report for the hospi-

tal's fiscal year, the department shall settle final reimbursement to the facility equal to

ninety (90) percent of the facility’s total outpatient costs incurred in the corresponding

fiscal year.
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(4)(a) Under no circumstances shall the department’s total reimbursement for outpa-

tient hospital services exceed the aggregate limit established in 42 C.F.R. 447.321.

(b) If projections indicate for a given state fiscal year that reimbursing for outpatient

hospital services at ninety (90) percent of costs would result in the department’s total

outpatient hospital service reimbursement exceeding the aggregate limit established in

42 CFR 447.321, the department shall proportionately reduce final outpatient hospital

service reimbursement for each hospital to equal a percent of costs which shall result in

total outpatient hospital reimbursement equaling the aggregate limit established in 42

CFR 447.321.

Section 3. Out-of-State Outpatient Hospital Service Reimbursement. Excluding ser-

vices provided in a critical access hospital, reimbursement for an outpatient hospital

service provided by an out-of-state hospital shall be ninety (90) percent of the average

in-state outpatient hospital cost-to-charge ratio.

Section 4. Critical Access Hospital Outpatient Service Reimbursement. (1) The de-

partment shall reimburse for outpatient hospital services in a critical access hospital as

established in 42 CFR 413.70(b) through (d).

(2) A critical access hospital shall comply with the cost reporting requirements estab-

lished in Section 3 of this administrative requlation.

Section 5. Outpatient Hospital Laboratory Service Reimbursement. The department

shall reimburse for an in-state or out-of-state outpatient hospital laboratory service:

(1) A rate equal to sixty-two (62) percent of the Medicare fee schedule rate if a Medi-

care rate exists for the service; or

(2) By multiplying the facility’s current outpatient cost-to-charge ratio by its billed
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charges if no Medicare rate exists for the service.

Section 6. Cost Reporting Requirements. (1) An in-state outpatient hospital participat-

ing in the Medicaid program shall submit to the department a copy of the Medicare cost

report it submits to CMS, an electronic cost report file (ECR), the Supplemental Medi-

caid Schedule KMAP-1 and the Supplemental Medicaid Schedule KMAP—4 as follows:

(a) A cost report shall be submitted:

1. For the fiscal year used by the hospital; and

2. Within five (5) months after the close of the hospital’s fiscal year; and

(b) Except as follows, the department shall not grant a cost report submittal exten-

sion:

1. The department shall grant an extension if an extension has been granted by

Medicare. If an extension has been granted by Medicare, when the facility submits its

cost report to Medicare it shall simultaneously submit a copy of the cost report to the

department; or

2. If a catastrophic circumstance exists, as determined by the department (for exam-

ple flood, fire, or other equivalent occurrence), the department shall grant a thirty (30)

day extension.

(2) If a cost report submittal date lapses and no extension has been granted, the de-

partment shall immediately suspend all payment to the hospital until a complete cost

report is received.

(3) If a cost report indicates payment is due, a provider shall submit the amount due

or submit a payment plan request with the cost report.

(4) If a cost report indicates a payment is due and a hospital fails to remit the amount
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due or request a payment plan, the department shall suspend future payment to the

hospital until the hospital remits the payment or submits a request for a payment plan.

(5) An estimated payment shall not be considered payment-in-full until a final deter-

mination of cost has been made by the department.

(6) A cost report submitted by a hospital to the department shall be subject to de-

partmental audit and review.

(7) Within seventy (70) days of receipt from the Medicare intermediary, a hospital

shall submit to the department a printed copy of the final Medicare-audited cost report

including adjustments.

(8)(a) If it is determined that an additional payment is due after a final determination

of cost has been made by the department, the additional payment shall be due sixty

(60) days after notification.

(b) If a hospital does not submit the additional payment within sixty (60) days, the de-

partment shall withhold future payment to the hospital until the department has collected

in full the amount owed by the hospital to the department.

Section 7. Appeals. A hospital may appeal a decision by the department reqgarding

the application of this administration requlation in accordance with 907 KAR 1:671.

Section 8. Incorporation by Reference. (1) The following material is incorporated by

reference into this administrative regulation:

(a) "Supplemental Worksheet E-3, Part lll, Page 12, May 2004 edition";

(b) “Supplemental Medicaid Schedule KMAP-1"; May 2004 edition; and

(c) “Supplemental Medicaid Schedule KMAP-4", May 2004 edition.

(2) The material listed in subsection (1) of this section may be inspected, copied, or
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obtained, subject to applicable copyright law, at the Department for Medicaid Services,

275 East Main Street, Frankfort, Kentucky 40601, Monday through Friday 8 am to 4:30
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907 KAR 1:015

REVIEWED:

Date

APPROVED:

Date

Elizabeth A. Johnson, Commissioner
Department for Medicaid Services

Janie Miller, Secretary
Cabinet for Health and Family Services
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907 KAR 1:015

A public hearing on this administrative regulation shall, if requested, be held on July 21,
2008 at 9:00 a.m. in the Cabinet for Health and Family Services, Office of the Ombuds-
man‘s Conference Room Located on the First Floor at 1E-B; 275 East Main Street;
Frankfort, Kentucky; 40621. Individuals interested in attending this hearing shall notify
this agency in writing by July 14, 2008, five (5) workdays prior to the hearing, of their
intent to attend. If no notification of intent to attend the hearing is received by that date,
the hearing may be canceled. The hearing is open to the public. Any person who at-
tends will be given an opportunity to comment on the proposed administrative regula-
tion. A transcript of the public hearing will not be made unless a written request for a
transcript is made. If you do not wish to attend the public hearing, you may submit writ-
ten comments on the proposed administrative regulation. You may submit written
comments regarding this proposed administrative regulation until close of business July
31, 2008. Send written notification of intent to attend the public hearing or written com-
ments on the proposed administrative regulation to:

CONTACT PERSON: Jill Brown, Office of Legal Services, 275 East Main Street 5W-B,
Frankfort, KY 40601, (502) 564-7905, Fax: (502) 564-7573.
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REGULATORY IMPACT ANALYSIS
AND TIERING STATEMENT

Administrative Regulation #: 907 KAR 1:015

Cabinet for Health and Family Services

Department for Medicaid Services

Agency Contact Person: Darlene Burgess (502) 564-6511 or April Ruble (502) 564-
6204

(2) Provide a brief summary of:

(a) What this administrative regulation does: This administrative regulation estab-
lishes the reimbursement methodology for outpatient hospital services.

(b) The necessity of this administrative regulation: This administrative regulation
is necessary in order to reimburse hospitals for the provision of outpatient
services.

(c) How this administrative regulation conforms to the content of the authorizing
statutes: The authorizing statutes of this administrative regulation grant the
Department for Medicaid Services (DMS) the authority to reimburse hospitals
for the provision of outpatient services.

(d) How this administrative regulation currently assists or will assist in the effective
administration of the statutes: This administrative regulation establishes the
reimbursement methodology for outpatient hospital services.

(2) If this is an amendment to an existing administrative regulation, provide a brief
summary of:

(a) How the amendment will change this existing administrative regulation: The
department is amending reimbursement by eliminating flat rates for emer-
gency room care and ambulatory surgical center care reimbursement as am-
bulatory surgical care reimbursement is addressed in 907 KAR 1:008. DMS
is implementing a cost-based reimbursement which will consist of a facility-
specific cost to charge ratio on an interim basis followed by a preliminary set-
tlement and a final settlement equal to ninety (90) percent of a facility’s costs.
Additionally, reimbursement shall not exceed the limit established in 42 CFR
447.321. Outpatient services in a critical access hospital will continue to be
reimbursed as mandated in federal regulation.

(b) The necessity of the amendment to this administrative regulation: This am-
endment is necessary to replace the existing diverse and complex reimburse-
ment methodology with a facility-specific reimbursement model equal to ninety
(90) percent of a facility’s costs after final settlement. Additionally, the amend-
ment deletes ambulatory surgical center reimbursement provisions as those
are established in 907 KAR 1:008.

(c) How the amendment conforms to the content of the authorizing statutes: This
administrative regulation conforms to the content of the authorizing statutes by
establishing a facility-specific reimbursement resulting in a final settlement
equal to ninety (90) percent of a facility’s cost. Additionally, the amendment
conforms to the authorizing statutes by eliminating ambulatory surgical center
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(3)

(4)

(5)

(6)

(7)

reimbursement provisions as they are established in 907 KAR 1:008.

(d) How the amendment will assist in the effective administration of the statutes:
This administrative regulation assists in the effective administration of the au-
thorizing statues by establishing a facility specific reimbursement methodology
resulting in a final settlement equal to ninety (90) percent of a facility’s costs.
Additionally, the amendment will assist in the effective administration of the au-
thorizing statutes by eliminating ambulatory surgical center reimbursement
provisions as those provisions are established in 907 KAR 1:008.

List the type and number of individuals, businesses, organizations, or state and
local government affected by this administrative regulation: This administrative
regulation will affect all hospitals providing outpatient services.

Provide an analysis of how the entities identified in question (3) will be impacted
by either the implementation of this administrative regulation, if new, or by the
change, if it is an amendment, including:

(a) List the actions that each of the regulated entities identified in question (3) will
have to take to comply with this administrative regulation or amendment:
Outpatient facilities will continue to have to submit cost reports; however, the
cost report will now be the primary basis for their reimbursement.

(b) In complying with this administrative regulation or amendment, how much will
it cost each of the entities identified in question (3): This amendment does
not impose a cost on regulated entities.

(c) As a result of compliance, what benefits will accrue to the entities identified in
guestion (3): Outpatient facilities should benefit by receiving an interim reim-
bursement more closely coinciding with ninety (90) percent of their actual
costs which in turn should result in less money owed or due at final cost set-
tlement.

Provide an estimate of how much it will cost to implement this administrative

regulation:

(a) Initially: DMS projects that the amendment will be budget neutral.

(b) On a continuing basis: DMS projects that the amendment will be budget neu-
tral.

What is the source of the funding to be used for the implementation and en-
forcement of this administrative regulation: Sources of funding to be used for the
implementation and enforcement of this administrative regulation are federal
funds authorized under Title XIX and Title XXI of the Social Security Act, and
state matching funds of general and agency appropriations.

Provide an assessment of whether an increase in fees or funding will be neces-
sary to implement this administrative regulation, if new, or by the change if it is an
amendment: The amendment does not establish any fees, nor does it directly or
indirectly increase any fees
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(8)  State whether or not this administrative regulation establishes any fees or directly
or indirectly increases any fees: The amendment does not establish or increase
any fees.

(9)  Tiering: Is tiering applied? (Explain why tiering was or was not used)
Critical access outpatient hospital reimbursement differs from other outpatient
hospital reimbursement as critical access hospital reimbursement is established
in federal regulation..
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FISCAL NOTE ON STATE OR LOCAL GOVERNMENT

Reg NO: 907 KAR 1:015 Contact Person: Darlene Burgess (502) 564-6511 or
April Ruble (502) 564-6204

1. Does this administrative regulation relate to any program, service, or requirements of
a state or local government (including cities, counties, fire departments or school

districts)?

Yes X No
If yes, complete 2-4.

2. What units, parts or divisions of state or local government (including cities, counties,
fire departments, or school districts) will be impacted by this administrative
regulation? All hospitals providing outpatient hospital services including the county
and state owned are affected by this amendment.

3. ldentify each state or federal regulation that requires or authorizes the action taken
by the administrative regulation. KRS 205.520, KRS 194A.030, 194A.050, 205.560,
205.637, 42 U.S.C. 13964, 1396b, 1396d, 42 CFR 440.20, 42 CFR 447.321.

4. Estimate the effect of this administrative regulation on the expenditures and reve-
nues of a state or local government agency (including cities, counties, fire depart-
ments, or school districts) for the first full year the administrative regulation is to be in

effect.

(&) How much revenue will this administrative regulation generate for the state or
local government (including cities, counties, fire departments, or school districts)
for the first year? This amendment will not generate any additional revenue for
state or local governments during the first year of implementation.

(b) How much revenue will this administrative regulation generate for the state or
local government (including cities, counties, fire departments, or school districts)
for subsequent years? This amendment will not generate any additional revenue
for state or local governments during subsequent years of implementation.

(c) How much will it cost to administer this program for the first year? DMS projects
that the amendment will be budget neutral.

(d) How much will it cost to administer this program for subsequent years? DMS
projects that the amendment will be budget neutral.

Note: If specific dollar estimates cannot be determined, provide a brief narrative to ex-
plain the fiscal impact of the administrative regulation.

Revenues (+/-):

Expenditures (+/-):
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Other Explanation: No additional expenditures are necessary to implement this
amendment.
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FEDERAL MANDATE ANALYSIS COMPARISON

Regulation Number: 907 KAR 1:015 Contact Person: Darlene Burgess (502) 564-6511
or April Ruble (502) 564-6204

1. Federal statute or regulation constituting the federal mandate.
42 CFR 440.20 and 42 CFR 447.321 address outpatient hospital reimbursement pro-
visions.

2. State compliance standards.
KRS 205.520 authorizes the cabinet, by administrative regulation, to comply with
any requirement that may be imposed or opportunity presented by federal law for
the provision of medical assistance to Kentucky's indigent citizenry. KRS 205.560
addresses Medicaid reimbursement. KRS 205.637 addresses Medicaid reimburse-
ment to county-owned and operated hospitals.

3. Minimum or uniform standards contained in the federal mandate.
42 USC 1396a(30)(A) requires a state to “provide such methods and procedures re-
lating to the utilization of, and the payment for, care and services available under the
plan (including but not limited to utilization review plans as provided for in section
1396b(i)(4) of this title) as may be necessary to safeguard against unnecessary utili-
zation of such care and services and to assure that payments are consistent with effi-
ciency, economy, and quality of care and are sufficient to enlist enough providers so
that care and services are available under the plan at least to the extent that such
care and services are available to the general population in the geographic area.”
Additionally, 42 CFR 447.321 establishes the upper payment limit for outpatient hos-
pital reimbursement.

4. Will this administrative regulation impose stricter requirements, or additional or differ-
ent responsibilities or requirements, than those required by the federal mandate?
This amendment does not impose stricter requirements than the federal require-

ments.

5. Justification for the imposition of the stricter standard, or additional or different re-
sponsibilities or requirements.
This amendment does not impose stricter requirements than the federal require-
ments.
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COMMONWEALTH OF KENTUCKY
CABINET FOR HEALTH AND FAMILY SERVICES
DEPARTMENT FOR MEDICAID SERVICES

907 KAR 1:015, Payments for Outpatient Hospital Services

Summary of Material Incorporated by Reference

(1) "Supplemental Worksheet E-3, Part lll, Page 12 and 13", May 2004 is incorpo-
rated by reference and used to document cost reported on covered services on the
supplemental worksheet. Previously a November 1992 version was incorporated by
reference. The form consists of two (2) pages.

(2) The “Supplemental Medicaid Schedule KMAP-1"; May 2004 edition is incorpo-
rated by reference and used to document hospital costs, legal fees, political contribu-
tions and out-of-state travel. The form consists of two (2) pages.

(3) The “Supplemental Medicaid Schedule KMAP-4", May 2004 edition is incorpo-
rated by reference and used to document miscellaneous care or related including
whether non-emergency obstetric services are offered, age threshold (under or over
eighteen (18)) of predominant number of individuals served, Medicaid revenues, total
revenues, state and local government revenues, charges attributable to charity care,
and total inpatient charges. The form consists of one (1) page.

A total of five (5) pages are incorporated by reference into this administrative regulation.
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