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

61 Forsyth Street, Suite 4T20
Atlanta, Georgia 30303

September 9, 2011

Mr. Nevelle Wise, Acting Commissioner
Cabinet for Health and Family Services
Department for Medicaid Services

275 East Main Street, 6W-A

Frankfort, Kentucky 40620-0001

RE: Kentucky Title XIX State Plan Amendment, Transmittal #08-011
Dear Mr. Wise:

We have reviewed Kentucky State Plan Amendment (SPA) 08-011, which was submitted to the
Atlanta Regional Office on September 30, 2008. This SPA implements new outpatient hospital
reimbursement methodology which will, on an interim basis, be based on a facility specific
outpatient cost-to-charge ratio based on the facility’s most recently filed cost report. A facility
specific outpatient cost-to-charge ratio paid during the course of a hospital’s fiscal year will
result in reimbursement at the hospital’s fiscal year end, equaling ninety-five percent of a
facility’s total outpatient costs incurred during the hospital’s fiscal year.

Based on the information provided, we are now ready to approve Kentucky SPA 08-011 as of
September 9, 2011. The effective date is December 5, 2008. The signed CMS-179 and the
approved plan pages are enclosed. If you have any questions regarding this amendment, please
contact Donald Graves at 919-929-2999, or Maria Drake at 404-562-3697.

Sincerely,

%}&M /g/&z.ze,
Tackie

Glaze
Associate Regional Administrator
Division of Medicaid and Children’s Health Operations
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State: Kentucky

Attachment 4.19-B
Page 20.12(f)

VIIl.  Outpatient Hospital Services

A. In-State Outpatient Hospital Service Reimbursement.

I a. Except for critical access hospital services, the department shall reimburse on an interim
basis for in-state outpatient hospital services at a facility specific Medicaid outpatient
cost-to-charge ratio based on the facility’s most recently filed Medicaid cost report.

b. An outpatient cost-to-charge ratio shall be expressed as a percent of the hospital’s
charges.

2. A facility specific Medicaid outpatient cost-to-charge ratio paid during the course of a hospital’s
fiscal year shall be designed to result in reimbursement, at the hospital’s fiscal year end, equaling
ninety-five (95) percent of a facility’s total allowable Medicaid outpatient costs incurred during
the hospital’s fiscal year.

3. Except as established in item 4. of the In-State Outpatient Hospital Services section:

a. Upon reviewing an in-state outpatient hospital’s as submitted Medicaid cost report for the
hospital’s fiscal year, the department shall preliminarily settle reimbursement to the
facility equal to ninety-five (95) percent of the facility’s allowable Medicaid outpatient
costs incurred in the corresponding fiscal year; and

b. Upon receiving and reviewing an in-state outpatient hospital’s finalized Medicaid cost
report for the hospital’s fiscal year, the department shall settle final reimbursement to the
facility equal to ninety-five (95) percent of the facility’s total allowable Medicaid
outpatient costs incurred in the corresponding fiscal year.

4. a. Under no circumstances shall the department’s total reimbursement for outpatient
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-five (95) percent of allowable Medicaid 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.

c. The Medicare upper payment limit shall be determined using the CMS 2552 cost report
and will be based on the Medicare Principles of Reimbursement.

S. In accordance with 42 USC 1396r-8(a)(7), a hospital shall include the corresponding National
Drug Code (NDC) when billing a physician administered drug in the outpatient hospital setting.

TN No. 08-011 Effective Date: 12/5/08
Supersedes Approval Date: 09-09-11

TN No. 03-015



State: Kentucky

Attachment 4.19-B
Page 20.12(f)(1)

In accordance with 1903(i)(7), Outpatient laboratory services will be paid at the Medicare
technical component rate. A laboratory service with no established Medicare rate will be
reimbursed by multiplying the facility-specific outpatient cost-to-charge ratio by billed charges
with no year-end settlement. Laboratory services provided to a recipient on the same day as
services listed in A.l through 5 will be bundled with the fixed rate payment and not reimbursed
separately.

B. Out-of-State QOutpatient Hospital Service Reimbursement. Excluding services provided in a critical access
hospital and laboratory services, reimbursement for an outpatient hospital service provided by an out-of-
state hospital shall be ninety-five (95) percent of the average in-state outpatient hospital cost-to-charge
ratio times the Medicaid covered charges billed by the out-of-state hospital.

C. Critical Access Hospital Outpatient Service Reimbursement.

1.

The department shall reimburse for outpatient hospital services in a critical access hospital as
established in 42 CFR 413.70(b) through (d).

A critical access hospital shall comply with the cost reporting requirements established in
subsection E of the Outpatient Reimbursement section of the state plan.

In accordance with 1903(i)(7), Outpatient laboratory services will be paid at the Medicare
technical component rate. A laboratory service with no established Medicare rate will be
reimbursed by multiplying the facility-specific outpatient cost-to-charge ratio by billed charges
with no year-end settlement. Laboratory services provided to a recipient on the same day as
services listed in A.1 through 5 will be bundled with the fixed rate payment and not reimbursed
separately.

D. Outpatient Hospital Laboratory Service Reimbursement.

1.

In accordance with 1903(i)(7), Outpatient laboratory services will be paid at the Medicare
technical component rate. A laboratory service with no established Medicare rate will be
reimbursed by multiplying the facility-specific outpatient cost-to-charge ratio by billed charges
with no year-end settlement. Laboratory services provided to a recipient on the same day as
services listed in A.1 through 5 will be bundled with the fixed rate payment and not reimbursed
separately.

Laboratory service reimbursement, in accordance with item 1 in the Outpatient Hospital
Laboratory Service Reimbursement section, shall be:

a. Final; and
b. Not settled to cost.
An outpatient hospital laboratory service shall be reimbursed in accordance with item D.2 of the

Outpatient reimbursement section of the state plan regardless of whether the service is performed
in an emergency room setting or in a non-emergency room setting.

TN No. 08-011
Supersedes
TN No. 03-015

Effective Date: 12/5/08
Approval Date: 09-06-11



State: Kentucky

Attachment 4.19-B
Page 20.12(f}(2)

E.

Cost Reporting Requirements.

1.

Claims for services provided prior to January 5, 2009, will be reimbursed per State Plan
Amendment 03-015 pages 20.12(f)-20.12(f)(3) effective Auguest 1, 2003.

To assure that the Upper Payment Limit is not exceeded in SFY 2008-2009 (Juily 1, 2008 through
June 30, 2009), two analyses will be performed :

a. An analysis of the cost of providing outpatient services and the reimbursement projected
for the rate year (using both payment methodologies during partial years) beginning July
1, 2008 and ending June 30, 2009,

b. An analysis of the cost of providing outpatient services (based on the relative charges
applied) for the period of January 5, 2009 and June 30, 2009; and the reimbursement
projected based on the payment methodology in effect during this period.

As of January 5, 2009, an in-state outpatient hospital participating 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 Medicaid Schedule KMAP-1, the Supplemental Medicaid
Schedule KMAP-4 and the Supplemental Medicaid Schedule KMAP-6 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 extension:

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
example flood, fire, or other equivalent occurrence), the department shall grant a

thirty (30) day extension.

If a cost report submittal date lapses and no extension has been granted, the department shall
immediately suspend all payment to the hospital until a completed cost report is received.

If a cost report indicates payment is due by a hospital to the department, the hospital shall submit
the amount due or submit a payment plan request with the cost report.

If a cost report indicates a payment is due by a hospital to the department and the hospital fails to
remit the amount 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.

TN No. 08-011
Supersedes
TN No. 03-015

Effective Date: 12/5/08
Approval Date: 09-09-11



State: Kentucky

Attachment 4.19-B
Page 20.12(f)(3)

10a.

An estimated payment shall not be considered payment-in-full until a final determination of cost
has been made by the department.

A cost report submitted by a hospital to the department shall be subject to departmental audit and
review.

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.

If it is determined that an additional payment is due by a hospital after a final determination of
cost has been made by the department, the additional payment shall be due to the department
within sixty (60) days after notification.

If a hospital does not submit the additional payment within sixty (60) days, the department shall
withhold future payment to the hospital until the department has collected in full the amount
owed by the hospital to the department.

TN No. 08-011
Supersedes
TN No. 03-015

Effective Date: 12/5/08
Approval Date: 09-09-1 1



