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(1) General Overview 

A. Beginning October 15, 2007, tbe Department will pay for inpatient hospital services in 
general acute care hospitals under a revised DRG-based methodology. The methodology is 

. similar to the Medicare Prospective Payment System. TJle revised system will have hospital 
specific operating and capital base rates. and Kentucky specific relative weights. Hospital 
services not paid for using the ORO-based methodology will be paid for using per diem rates 
unless otherwise stated in this plan. 

The following will be excluded from the ORO methodology: 

1. Services provided in Critical access hospitals; 

2 Services provided hl Free-standing rehabilitation hospitals: 

3; Services provided in Long·term acute care hospitals; 

4. Psychiatric services in Acute care hospitals; 

5. Services provided in Free-standing psychiatric hospitals; 

6. Rehabilitation services in Acute care hospitals; and 

7. Transplant services, other than kidney, pancreas, and cornea. 

B. Appeals and Review Process. Hospitals will be able to utilize the dispute resolution and 
appeals process described in 907 KAR 1 :671, Conditions of Medicaid provider participation; 
withholding overpayments, administrative process, and sanctions. (Revised effective 12·19· 
2001). 

TN#09-002 
Supersedes 
TN#07·010 

1. An appeal shall comply wiUllhe review and appeal provisions establislled in 907 KAR 
1 :671. as previously cited. 

2. An appeal shall not be allowable unless compliant with the terms and conditions shown in 
907 KAR 1:671, as previously cited. 

3. An administrative review shall specifically not be available for the following; this listing 
of.exclusions is not to be considered exhaustive or complete: 

a. A determination ofthe requirement, or the proportional amount, of a budget neutrality 
. adjustment in the prospective payment rate; or 

b. The establislmlent of: 

I) Diagnostic related groups; 

2) The methodology for the classification of an inpatient discharge within a 
DRO;or 

3) An appropriate weighting factor which reflects the relative hospital resources 
used with respect to a discharge within a DRO. 
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C. Adjustment of rates. 

1. Final rates are not adjusted except for correction of errors, to make changes resulting 
from the dispute resolution or appeals process if the decision determines tbat rates were 
not established in accordance with the approved State Plan, Attachment 4.19-A 
(attachment), or to make changes resulting from Federal Court orders including to the 
extent necessary action to expand tlte effect of a Federal Court order to similarly situated 
facilities. 

2. New mles may be set for each universal rate year, and at any point in the rate year when 
necessitated by a change in the applicable statute or regulation subject to a state plan 
amendment approved by the Centers for Medicare and Medicaid Services (CMS). I 

D. Use ofa Universal Rate Year 

1. A universal rate year shall be established as July 1 through June 30 of the following year 
to coineide with the state fiscal year. 

2. A hospital shall not be required to change its fiscal year to conform with a universal rate 
year. 

E. Cost Reporting Requirements. The department follows the Medicare Principles of 
reimbursement found in 42 CFR 413 and tbe CMS Publication IS to determine allowable 
cost. Additional cost report requirements are as follows: 

TN#09-002 
Supersedes 
TN##07-010 

~l. An in-state hospital participating in the Medicaid program shall submit to the department 
a copy of a Medicare cost report it submits to CMS, an electronic cost report file (ECR), 
the Supplemental Medicaid Schedule i<.MAP·l and the Supplemental Medicaid Schedule 
KMAP·4 a~ follows: 

a. A cost report shall be submitted: 

I) 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: 

I) If an extension has been granted by Medicare, the cost report sllan be submitted 
simultaneously with the submittal of the Medicare cost report; or 

2) If a catastropbic circumstance exists, for example flood, fICe, 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 department 
shall immediately suspend aU payment to the hospital until a complete cost report is 
received. 

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

I 

4. An in-state bospital shalt submit to the department a final Medicare-audited cost report 
upon completion by the Medicare intermediary along with an electronic cost report file 
(ECR). 
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F. Unallowable Costs 

1. The following shall not be allowable cost for Medicaid reimbursement unless otherwise 
noted: . 

a. A cost associated with a political contribution; 

b. Tl1e aUowability of legal fees is determined in accordance with the following: 

1) A cost associated with a legal fee for an unsuccessful lawsuit against the Cabinet 
for Health and Family Services is not allowable; 

2) A legal fee relating to a lawsuit against the Cabinet for Health and Family 
Services shall only be included as a reimbursable cost in the period in which the 
Buit is settled lifter a final decision has been made that the lawsuit is successful 
or if otherwise agreed to by the parties involved or ordered by the court; and 

c. Cost associated with travel and related expenses must take into consideration the 
following: 

1) A cost for travel and associated expenses outside the Commonwealth of 
Kentucky for the purpose of a convention, meeting, assembly, conference, or a 
related activity is not allowable. 

2) A cost for a training or educational purpose outside the Commonwealth of 
Kentucky shall be allowable. 

3) If a meeting is not solely educational, the cost, ex.cluding transportation, shall be 
allowa~le if an educational or training component ill included. 

2. A hospital shall identify an unallowable cost on the Supplemental Medicaid Schedule 
KMAP-l. 

3. The Supplemental Medicaid Schedule KMAP-l shall be completed and submitted ,vith 
the annual cost report. 

G. Trending of an In-state Hospital's Cost Report Used for Non-DRG Rate Setting Purposes. 

1. An allowable Medicaid cost, excluding a capital cost, as shown in a cost report on file in 
the department. either audited Of un-audited, slmll be trended from the midpoint of the 
cosl report year.to the beginning of the universal rate year to update an in-slate hospital's 
Medicaid cost. This methodology applies for all fate setting throughout this attachment. 

2. The trending factor to be llSed shall be the inflation factor prepared by GIl (Global 
Insight, Incorporated, a market basket data indexing and forecasting firm referred to as 
GIl) for the period being trended. 

H. Indexing for Inflation ofan In·state Hospital's Cost Report Used for Rate Setting Purposes. 

TN#09..o02 
Supersedes 
TN#07..o10 

I. After an allowable Medicaid cost has been trended to the beginning of a universal rate 
year, an indexing factor shall be applied to project inflationary cost to the midpoint in the 
universal rate Year. This methodology applies for all rate seHing throughout this 
attaclunenl. . 
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2. The department sllall use the inflation factor prepared by GIl (Global Insight, 
Incorporated) as the indexing factor for the universal rate year. 

I. Cost Basis. 

1. An allowable Medicaid cost shllll: 

a. Be a cost allowed after a Medicaid or Medicare audit; 

b. Be in accordance with 42 C.F.R. Part 413; 

c. Include an in-state hospital's provider IIIX; and 

d. Not include a cost in the Unallowable Costs listed in Section (I)F of this attachment. 

2. A prospective rate shall include both routine and ancillary costs. 

3. A prospective rate shall not be subject to retrollctive adjustment, except for: 

a. A cdticlllllccess bospitat; or 
b. A facility with a rate based 011 un-audited data. 

4. An overpayment sholl be recouped by the department as follows: 

a. A provider owing an overpayment shall submit the amount of the overpayment to the 
department; or 

b. The department shall withhold the overpayment amount from a future Medicaid 
payment due the provider. 

J. Access to Subcontractor's Records. If a hospital has a contract with a subcontractor for 
services .costing or valued at $10,000 or more over a twelve (12) month peritld: 

1. The contr!lct shall contain a provision granting the department access: 

a. To the subcontractor's financial infonnation; lind 

h. In accordance with 907 KAR 1:672, published on January 4,2008, Provider 
enrollment, disclosure, and documentation for Medicaid participation; and 

2. Access shall be granted to the department for a subcontract between the subcontractor 
and an organization related to the subcontractor. 

K. New Provider, Change of Owner or Merged Facility 

TNfl09-002 
Supersedes 
TNfl07-0'10 

1. A new provider. 

a. Until a fiscal year end cost report is available, a newly constructed or newly 
participating hospital sholl submit an operating budget and projected number of 
patient days within thirty (30) days of receiving Medicaid certification. 

b. During the projected rate year, the budget shall be adjusted if indicated and justified 
by the submittal of additional infonnation. 

ApprovalDate: JUN 2 5 2009 Effective Date: 1/5/2009 
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2. If a hospital undergoes a change of ownership, the new owner shall be reimbursed at the 
r~te in place at the time of the ownership cbange. 

3. A merged facility of two or more entities. 

4. a. The merger of two per diem facilities shall: 

1.) Merge the latest available data used for rate setting. 

2.) Combine bed utilization statistics, creating a new occupancy ratio. 

3.) Combine costs using the trending and indexing figures applicable to each entity 
in order to arrive at correctly trended and indexed costs. 

4.) If one (1) of the entities merging has disproportionate status and the other does 
not, retain for the merged entity tbe status of the enlily which reported the 
highest number of Medicaid days paid. 

5.) Recognize an appeal of the merged per diem rate in accordance with the state 
regUlation on Conditions of Medicaid provider participation, withholding 
overpayments, administrative appeal process, and sanctioJls. 

b. In the merger of two DRG facilities, the rate of the purchasing facility shall be 
applicable to the merged entity. 

c. In the merger of a per diem facility and a DRG facility, the facility shall elect either a 
per diem style of reimbursement or a DRG style of reimbursement. Upon 
determination of the style, the rate shan be set in accordance with either Item a. or 
Item b. of this subsection. 

5. Cost report submission 

a. Require each provider to submit a Medicaid cost report for the period ended 8S of the 
day before the merger within five (5)montbs of the end of the hospital's fiscal year 
end. . 

b. A Medicaid cost report for the period starting with the day of the merger and ending 
on the fiscal year end for the merged entity shall also be filed with the department in 
accordance with this attachment. 

L. Payment Not to Exceed Charges or the Upper Payment Limits. 

TN#09-002 
Supersedes 
TN#07-010 

1. The total of the overall paytnents to an individual hospital from all sources during the 
period of the state fiscal year may not exceed allowable cbarges plus disproportionate 
share payments, in aggregate, for inpatient hospital services provided to Medicaid 
recipients. The ,tate fiscal year is July 1 through June 30. Ifan individual hospital's 
overall payments for the period exceed charges, the state will recoup payments in excess 
of allowable charges plus disproportionate share payments. 

2. The state agency will pay no more in tile aggregate for inpatient hospital services than the 
amount it is estimated would be paid for the services under the Medicare principles of 
reimbursement. Medicare upper payment limits as required by 42 CFR 447.272 will be 
determined in advance of the fiscal year from cost report and other applicable data from 
the most recent rate setting as compared to reimbursement for the same period. Cost data 
and reimbursement shall be trended forward to reflect current year upper payment limits. 
See Exhibit A for detail description and formula for UPL demonstration. 

Approval Date: JUN 2 5 2009 Effective Date: 1/512009 
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M. Public Process for Determining Rates for Inpatient Hospitals. The State has in place a 
public process which complies with the requiremenlS of Section 1902(a)(13)(A) of the 
Social Security Act. 

N. The Hospital Provider Tax Is described in Kentucky Revised Statute 142.303, revised June 
26,2007 • 

. (2) Acute Care Hospital Services 

A. DRG-Based Methodology 

1. An in-state acute care hospital slla11 be paid for an inpatient acute care service on a fully­
prospective per discharge basis. 

2. For an inpatient acute care service in an in-state acute care hospital, the total hospital-specific 
per discharge payment shall be the sum of: 

a. A ORO base payment; 
b. If applicable, a higb volume per diem payment; and 
c. If applicable, a cost outlier payment amount. 

3. For a rate effective on or after January 5, 2009, the department shall assign to the base year 
claims data as described in Item 5(c), DRG classifications from Medicare grouper version 
twenty-four (24) effective in the Medicare inpatient prospective payment system as of 
October 1, 2006. 

4. A DRO base payment shall be calculated for a discharge by multiplying the hospital specific 
base rate by the ORO relative weight. . 

5. Calculating base rates. 

a. The department shall determine a base rate by calculating hospital cost per discharge, 
adjusted for hospital case mix, outlier payments medical education costs and budget 
neutrality as described in subsections (5) through (11) of this section. 

b. A hospital specific cost per discharge used to calculate a base rate sllall be based on base 
year inpatient paid claims data. 

c. For rates effective on or after January 5, 2009, the base year claims data for calculating a 
hospital specific cost per discharge shall be calculated using state fiscal year 2006 
inpatient Medicaid paid claims data. 

6. Calculating cost' to. charge ratios. 

TN#08-008 
Supersedes 
TN#07-OlO 

a. The department sball calculate hosp!tal-specific cost to charge ratios for the fifteen (15) 
cost centerS displayed in Table 1 below. 

b. If a ltos.i>itallacks cost-to-charge information for a given cost center or if the hospital's 
cost-to-charge ratio is above or below three (3) standard deviations from the mean of a 
log distribution of cost-to-charge ratios, the department shall use the statewide geometric 
mean cost-lo-charge ratio for the given cost center. 

c. The departmellt shall base cost center specific cost-to-charge ratios 011 cost and cbarge 
data extracted from tile most recently submitted eMS Form 2552 Medicare cost report. 

Approval Date: JUN 2 5 2009 Effective Date: 6116/2008 
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The costs used in the cost-to-charge ratios, which include operating and capital costs and 
exclude direct medical education costs, are extracted from Worksheet C, Part I. Column 
5. The charges used in the cost-to·charge ratios are extracted from Worksheet C, Part I, 
ColumnS. 

Table 1. Kentucky Medicaid Cost Center to Medicare Cost Report Cost Center Crosswalk. 

Tuhl~ I, K.enty£kl!, M!<2!£Uid ~Q~ ~nter to Medicam ~Q~ B!ilu!:!!i ~ost C~nle[ Crgll!nYlllk 

Kentucky Medicaid Cost Center Kentucky Medicaisl Cost Center Medicare Cost Report 

1 

Z 

1 

1 

~ 

.2 

1 

a 
2 

lQ 

II 

12 

II 

H 

II 

l.1~dDW!!l Smndrull QQ!!t Cente, 

R211tin!2 D~s 25 

ID'~DlliI~ Daya 26,22.28.29,30 

~ ~ 

SUl1l~lies Q[ ,"mliI2W!2111 ~5.§{!.61 

Thernpy services excluding ~Q, 51. 52 

inhgIDliQlllh!2t3J»! 

Inbolmi.2n llmml2:lr: ~ 

Qm.IAting lOOm ll..18. 

Lulu!!.: Dnd d~linrx J2 

Anesthesi!} iQ 

Ql!!diQIQBX ~ 

YmlulllQ[X ~ 

Busligmgx iU2 

Olb" se!:'\'icea 43.46,47.57. 58,$9.6Q, 

§1.§2,~,~,~.~~.~~.68 

~ 33 

Neonat!}1 inl!ilDl!ive da:i!! .3.Q 

7. For hospitals with interns and residents cost-reported on Medicare cost report Worksheet B, 
Part I, Columns 22 ~d 23, the department shan multiply each of the hospital's cost-to-charge 
mtios by its indirect medical education adjuSllnellt factor. A hospital's indirect medical 
education adjustment mctor shall be calculated as follows: 

TN#09-002 
Supersedes 
TN#07-010 Approval Date: J U N 2 5 2009 Effective Date: 1/5/2009 . 
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8. Compute the costs of interns and residents before the allocation of overhead costs to the 
patient service cost centers in Medicare cost report Worksheet B, Part I by summing the 
costs found in Column 0, Lines 22 and 23; and 

b. Compute the costs of interns and residents after the allocation of overllead costs to the 
patient service cost centers in Medicare cost report Worksheet B, Part I by summing the 
costs found in Columns 22 aud 23, Line 103; and 

c. Compute the difference in costs of interns and residents after the allocation of overhead 
costs to the patient service cost centers in the Medicare cost report Worksheet B, Part I 
(as detennined in (b) of this subsection) and before the allocation (as determined in (a) of 
this subsection); and 

d. Divide the difference calculated in (c) of this subsection by total costs after allocation, 
found in Medicare cost report Worksheet B, Part I, Column 27, Line 103. 

8. For an in-state acute care hospital, the department shall compile the number ofpatiellt 
discharges, patient days, and lotal charges by revenue code from the base year paid claims 
data. The department shall exclude from the rate calculation: 

a. Claims paid under a managed care program; 

b. Claims for rehabilitation and psychiatric discharges reimbursed on a per diem basis; 

c. Claims in hospital.based skilled nursing facilities or long-tenn care units; 

d. Transplant claims other than kidney, pancreas, and cornea; and 

e. Revenue codes not covered by the Medicaid Program; and 

f. Claims with charges equal to zero (0) .. 

9. Calculating the Cost of a base year claim. 

8. The department shall calculate the Medicaid cost of a base year claim by multiplying the 
charges from each Medicaid covered revenue code by the corresponding cost center 
specific cost-lo-cbarge ratio. 

b. The department shall base cost center specific cost·to-charge ratios on data extracted 
from the most recently, as of June 1, finalized cost report. 

c. Only an inpatient revenue code recognjzed by the department shall be included in the 
calculation of estimated costs. 

10. Using the base year Medicaid claims referenced in subsection (8) of this Section, the 
department shall compute an average hospital specific cost per discharge by dividing a 
hospital's Medicaid.costs as detennined in subsection 9 by its number of Medicaid 
discharges. 

II. The department shall detennine an in-state acute care hospital's DRG base payment rate by 
adjusting the hospital's average cost per discharge by the hospital's CBse mix index, expected 
outlier payments and budget neutrality factors. 

TN#09·002 
Supersedes 
TN#07·010 

B. Case mix calculations. 

1) A hospiuit's case mix adjusted cost per discharge shall be calculated by dividing the 

Approval Date: JUN 2 5 2D09 Effective Date: 1/5/2009 
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hospital's average cost per discharge by its case mix index; and 

2) The hospital's CRse mix index shall be equal to the average of its DRO relative 
weights for acute care services for base year Medicaid discharges referenced in 
subsection 8 above. 

b. Case mix adjustments. 

1) A hospital's case mix adjusted cost per discharge shall be multiplied by an initial 
budget neutrality factor. 

2) The initial budget neutrality factor for rates effective January 5, 2009 shall be 
0.7065 for all hospitals. 

3) When rates are rebased, the initial budget neutrality factor shall be calculated so that 
total payments in the rate year shall be equal to total payments in the prior year plus 
inflation for the upcoming rate year and adjusted to eliminate changes in patient 
volume and wage index a8 published by eMS in the Federal Register. 

c. Consideration of outliers. 

1) Eacll hospital's case mix and initial budget neutrality adjusted cost per discharge 
shall be multiplied by a hospital-specific outlier payment factor. 

2) A hospital-specific outlier payment factor shall be calculated using the following 
fomlula: «expected DRO non-outlier payments) - (expected proposed DRO outlier 
payments»/(expectedDRO non-outlier payments). . 

d. Consideration of budget neutrality. 

1) A hospital's case mix, initial budget neutrality and outlier payment adjusted cost per 
discharge shall be multiplied by a secondary budget neutrality factor. 

2) The secondary budget neutrality factor for rates effective January 5, 2009, shall be 
1.0562. 

3) When rates are rebased, the secondary budget neutrality factor shall be calculated so 
that total payments in the rate year shall be equal to total payments in the prior year 
plus inDation for tl,1e upcoming rate year and adjusted for cbanges in patient volume 
and case mix. . 

12. High volume adjustments as of October 15,2007. 

TN#09-002 
Supersedes 
TN#07-010 

a. The departmenfshall make a higb volume per diem payment to an in-state acute care 
hospital for the rate year beginning October IS, 2007 in addition to the DRO base 
payment rate. 

b. To qualify for high volUme per diem payments, a hospital must meet either the Kentucky 
Medicaid patient days criteria or the Kentucky Medicaid utilization percentage as shown 
ill Table 2. 

c. A high volume per diem payment shall be equal to the applicable high volume per diem 
amount mUltiplied by the DRO's statewide arithmetic mean length-or-stay. 

d. The DRO state~ide arithmetic mean length of stay shall be calculated using the base year 
claims described in ~ection (2)A.S.c. 

Approval Date: JUN 2 5 2009 Effective Date: 1/5/2009 
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e. The department shall pay the greater ofthe high volume per diem payment for 
estimated Kentucky Medicaid inpatient days or Kentucky Medicaid inpatient days 
utilization criteria established in Table 2 below: 

TBbl~ 2 - High Vol~ Adiystment :eligihml~ ~rit!<ri!! 
as of Oc tober 15. 2007 

K!<nnlck~ M!;ldicaid Inllatient Diru K!ilnmckI Medicaid Inmwml Dim! Utilization 

D!\~sRange Per :Qiem Pa~n! Il:kdi20i!i Utitiz!!IiQn f!il[ IJimn flOOrulnt 
~ 

:i.QUO - ~.2QQ da~ $~O Il~[ da)! 12.~~-2.Q~ ~50nerda:i 

4,2~Q - 5,600 da):§ S60 l2er da): 2f2.1~ - 22.2~ ~lJ~ l2er gllX 

5,602 - 9,000 ~a~ ail 02 D~[ ~Il~ 21,l~ - I!bQ~e ~12~~rdDI 

9,202 - 20,000 dal!S :&12~ lUl[ dIU( 

22.QQQ D!lg !lbQ.Ye daY£! ~205~rda~ 

f. Base year classification. 

1) The departmenlsball use base year claims data referenced in section (2)A.5.c to 
detennine if a hospital qualifies for a lligh volume per diem add-on payment. 

2) As of October 15,2007, the department shall determine Kentucky Medicaid inpatient 
days for a hospital by multiplying the DRG classification for each base year claim by 
the corresponding Kentucky DRG average length of stay. 

g. The department shall only change a hospital's classification regarding a high volume add­
on payment or per diem amount during a rehasing year. 

13. High volume adjustments as of November 15,2007. 

TNfl09-002 
Supersedes 
TNfl08-008 

a. The department'sball make a high volume per diem payment to an in-state acute care 
hospital beginning November 15, 2007 in addition to the DRG base payment rate. 

b. To qualify for high volume per diem payments, a hospital must meet either the Kentucky 
Medicaid patient dayS criteria or the Kentucky Medicaid utilization percentage as shown 
in Table 3. 

c. A high volume per diem payment shall be equal to the applicable high volume per diem 
amount multiplied by the DRG's statewide arithmetic mean length-of-stay. 

d. The DRG statewide arithmetic mean length of stay shall be calculated using the base year 
claims referenced in section (2)A.5.c. 

e. The department shall pay the greater of the high volume per diem payment for 
covered Kentucky Medicaid inpatient days criteria or Kentucky Medicaid inpatient days 
utilization percent criteria established in Table 3 below: 

ApprovalDate:JUN 2 5 2-009 Effective Date: 1/5/2009 
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I!lble J- Higb ~IDm!l AsiilJ!!tment :gJigi!2i1~ ~d~ri!l 
a8 of No, ember 15 2007 

~mU1l~l! MIldi"Oig InI201ienl12l1l!§ KenllJ.Qk:r:Medicaid InWiliml DDY§ Utjli~lirul 

Days Range :eer Di~m :e!D!l1lent Medi2i1ig Jlli1iz!)tio!l P~r Diem Payment 
RD.11G 

0- 3,499 dan $OI2~rgm: Q.O~-1~.2~ ~O.QQ l2~r day 

J.~gQ - ~.~22 dm ~~2.50 12m: dill! IJ.J~· 16·1~ $22,5Q ner da~ 

~.~QQ 1,322daya ~45.00 ger dgy 16.2~ - 21,2~ ~4~,QQ Il~r day 

:MQQ - 111222 daY.!! ~12!MO ner day 21.1~ - 22,2~ ~81.0Q ller day: 

11.2QQ-12.222 dt\Yli i112.!}O ner da~ 2Z.J~ • lQQ~Qo~ ;622.:z~ PG[ alII 

2Q.!}QQ gn!! ilbove dan ~JQ~~Q Wl[ dl.lX 

f. The department shall use base year claims data referenced in Item (2)A.5.c 
to detennine if a hospital qualifies for a high volume per diem add-on payment. 

g. The department shall only.chllllge a hospital's classification regarding a high volume add~ 
on payment or per diem amount during a rebasing year. 

14. High volume adjustments as of January 5,2009. 

TNtl09-002 
Supersedes 
TN#07·010 

a. The department shall make a high volwne per diem payment, except as excluded in item 
h. of this list, to an in-state acute care hospital beginning January 5, 2009 in addition to 
the PRO base payment rate, for each diagnostic category. 

b. To qualifY for high volume per diem payments, a hospital must lUeet either the Kentucky 
Medicaid patient days criteria or the Kentucky Medicaid utilization percentage as shown 
in Table 4. 

c. A high volume per diem payment shall be made in the fon11 of II per diem ad on amount 
in addilion to the DRG base payment rate encompassing the DRG average length~of-stay 
days per discharge. 

d. A high volume per diem payment shall be equal to the applicable high volume per diem 
amount multiplied by Ule DRG's statewide arithmetic mean length-of-stay. 

e. The DRG statewide arithmetic mean length of stay shall be calculated using the base year 
claims referenced in section (2)A.5.c .. 

£ The department shall pay the greater of the high volume per diem payment for 
covered Kentucky Medicaid inpatient days criteria or Kentucky Medicaid inpatient days 
utilization percent criteria established in Table 4 below: 
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K~ntu2kll MediQ!!id I!lgl!li~DI DOY.f! KmlIIlCk)! Medicaid 11112BUsmt Ila118 UtilizoliQn 

Ilm Range ;ee[ D~m PIOO.!!!!nl Medi2!1W Ytilization p~[ Dijilm :favment 
Ranee 

!! -l~22 dlOO! $0 J2!1!rdnx lMI~-ll.2% ~!!,OO tl~[ dllX 

l.:Ul!l - 4,429 daY.f! ~22.:!Q R~ dIU! 1l.J% -16.1~ ~22,~!! R!2r da)! 

4.5QQ - ~.222 daY.f! ~~~!1Q ~!:[ da)! Hi.6% - 21.C!~ ~~~,OO tle[ diU! 

2.QQO -7.329 !1m ~80.~0 n!l![ !.ia)! 21.1~ - 27.2% ~B I.O!:! l}!I!r da)! 

7,400-10,992 dm i118.IS D!.l[ dnx 27.3% .... U.!Q% $92~7:2 11m: da)! 

11,QOO - 19,999 Wll!ll i163·~2 ger di'!x 

2Q.i'!{!Q !lnd !lbQve dol':§ ~l2~JU.l gjilr day 

f. The department shall use base year claims data referenced in Item (2)A.5.c 
to determine if a hospital qualifies for a high volume per diem add-on payment. 

g. The department shall only chaoge a hospital's classification regarding a high volume add­
on payment or per diem amount during a rebasing year. 

h. The department shall not make a high volume per diem payment for II level I neonatal 
center, level II neonatal center. or level III neonatal center. 

i. A level I neonatal center, level II neonatal center, or level III neonatal center claim shall 
be included in a hospital's high volume adjustment eligibility criteria calculation. 

15. Cost outlier adjustments. 

TN#09-002 
Supersedes 
TN#08-008 

a. The department shadl make an additional cost outlier payment for an approved discharge 
paid under the DRO-based methodology, and meeting dle Medicaid criteria for a cost 
outlier payment. 

b. A cost outlier sllall be subject to QIO (Quality Improvement Organization) review and 
approval. 

c. A discharge shall qualify for an additional cost outlier payment if its eslimated cost 
exceeds the DRO's outlier threshold. 

d. Outlier calculations. 

I) The department shall calculate the estimated cost of a discharge, for purposes of 
comparing the discharge cost to the outlier threshold, by multiplying the sum of the 
hospital specific Medicare opemting and capital-related cost-to-charge ratios by the 
Medicaid allowed charges. 

2) A Medicare opemting and capital-related cost-lo-charge mtio shalt be extracted from 
the eMS IPPS Pricer Program. 

e. Outlier thresholds. 

I) The department shall calculate an outlier threshold as the sum of a hospital's DRG 
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base payment or transfer payment, before outlier payments and excluding Medicaid 
high volume per diem payments, and the.fixed loss cost threshold. 

2) The fIXed loss cost threshold shall equal $29,000. 

f. A cost outlier payment shall equal eighty (80) percent of the amount by which estimated 
costs exceed a discharge's outlier threshold. 

16. The department shall calculate Kentucky Medicaid-specific DRG relative weights by: 

TN#09-002 
Supersedes 
TN#None 

a. Relative weight factors. 

1) Selecting Kentucky base year Medicaid inpatient paid claims, excluding those 
described in subsection (8) of this section; 

. 2) For rates effective January 5, 2009, a hospital-specific cost per discharge shall 
be calculated using state fiscal year 2006 inpatient Medicaid paid claims data; 

b. DRG Classification. 

I) Reassigning the DRG classification for the base year claims based on the Medicare 
DRG in effect in the Medicare inpatient prospective payment system at the time of 
rebasing; and 

2) For a rate effective June 16, 2008, the department shan assign to the base year claims 
data the Medicare grouper version 24 DRG classifications which were effective in 
the Medicare inpatient prospective payment system as of October 1,2006; 

c. Removing the following claims from the calculation: 

I) Claims data for a discharge reimbursed on a per diem basis including: 

a) A psychiatric claim, defined as follows: 

JUN 2 I) 2009 
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TN# 09-002 
Supersedes 
TN#None 

(i) An acute care hospital claim with a psychiatric DRG; 
(ii) A psychiatric distinct part unit claim; and 
(iii) a psychiatric hospital claim; 

b) A rehabilitation claim, defmed as follows: 

(i) An acute care hospital claim with rehabilitation DRG; 
(ii) a rehabilitation distinct part unit claim; and 
(iii) A rehabilitation hospital claim; 

c) A critical access hospital claim; and 

d) A long term acute care hospital claim; 

2) A transplant service claim as specified in item 21 of this section; 

3) A claim for a patient discharged from an out-of-state hospital; and 

4) A claim with total charges equal to zero (0); 

d. Calculating relative weight values for DRGs with twenty-five (25) or more cases in the 
base year, by: 
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TN#09-002 
Supersedes 
TN#08-008 

1) General considerations. 

a) Standardizing the labor portion of the cost of a claim for ditrerences in Medicare 
wage indices and the full cost of a claim for differences in Medicare indirect 
medical education factors using Medicare rate components; 

b) For rates effective January 5,2009, base year Medicare rate components shall 
equal Medicare rate components effective in the Medicare inpatient prospective 
payment system as of October 1,2005; and 

c) BlI8e year Medicare rate components used in the Kentucky inpatient prospective 
payment system Include: 

(i) Labor-related percentage and non-labor-related percentage: 
(il) Operating and capital cost-to-charge ratios; 
(iii) Operating indirect medical education factors; and 
(iv) Wage indices; 

2) Cost factofs. 

a) The depa[tment shall standardize costs using the following fOlIDula: 
standa~d cost = [«labor related percentage X costs)lMedicare wage index) + 
(nonlabor related pereelltage X costs)J/(l + Medicare operating indirect medical 
education factor); and 

b) For l'ates effective January 5, 2009, the labor related pereentage shall equal 
sixty-two (62) percent and the nonlabor related percentage shall equal thirty­
eight (38) pereent; 

3) Removing statistical outliers by deleting any claim that is: 

a) Above or below three (3) standard deviations from the mean cost per discbarge 
for each DRG; and 

b) Above or below three (3) standard deviations from the mean cost per day for 
eachDRG; 

e. Computing an average standardized cost for all DRGs in aggregate and for each DRG or 
low volume DRG category. excluding statistical outliers; 

f. Computing DRG relative weights: 

1) For a DRG with twenty-five (25) claims or more in the base year by dividing the 
average cost per discharge for each DRG by Ilie statewide average cost per 
discharge; and . 

2) For a DRG with less than twenty-five (25) claims in the base year by dividing the 
average cost per discharge for each of the five (5) low volume DRG categories by 
the statewide average cost per discbarge: and 

g. Calculating, for the pu£Pose of a transfer payment, Kentucky Medicaid geometric mean 
length of stay for each DRO and low volume DRG category bll8ed on the base year 
claims data used to calculate DRG relative weights. 

Approval Date: JUN 2 5 2009 Effective Date: 1/5/2009 



STATE: Kentucky Attachment 4.l9-A 
Page 15 

h. Employing enhanced neonatal care relative weights 8S follows: 

1) Excluding high intensity leveill neonatal center claims and low intensity level III 
neonatal center claims from the neonatal care relative weight calculations; and 

2) Applying an adjustment factor to relative weigbts not referenced in paragraph 1) of 
this subsection to offset the level I,ll, and III neonatal care relative weight increase 
resulting from the use of enhanced neonatal care relative weights. 

3) See Exhibit C of this attachment for the detailed calculations. 

17. The department shall: 

a. Separately reimburse for a mother's stay and a newborn's s~y based on the DRG 
assigned to the mother's stay and to tIte newborn's stay; 

b. Establish a unique set of diagnostic categories and relative weights for in-state acute 
care hospitals identified by the department providing level I neonatal care, qualifying as a 
level II neonatal care center and level III neonatal care center, as follows: 

1) The department shall exclude high intensity level II neonatal center claims and low 
intensity level III neonatal center claims from the neonatal center relative weight 
calculationS; . 

2} The department shall reassign a claim that would have been assigned to a Medicare 
DRG 385-390 to a Kentucky-specific: 

a) DRG 675·680 for an in-state acute care hospital with a level II neonatal center; 
and 

b) D~G 685·690 for an in-state acute care hospital with a level III neonatal center; 

3) The department shall assign a DRG 385-390 for a neonatal claim from a hospital 
which does. not operate a level II or III neonatal center; and 

4) Computations and calculations. 

a) The department shall compute a separate relative weight for a level II or III 
neonatal intensive care unit (NICU) neonatal DRG; 

b) As of October 15, 2007, the department shall use base year claims from level II 
ne~natal centers to calculate relative weights for DRGs 675·680. 

c) As of November 15.2007, the department shall use base year claims from level 
ll"neonatal centers, excluding claims from any high intensity level II neonatal 
center, to calculate relative weights for DRGs 675-680; and 

d) The department sllall use base year claims from levellII neonatal centers to 
calculate relative weights for DRGs 685-690. 

18. The department shall: 

TN#09-002 
Supersedes 
TN#08-008 

a. Expend in aggregate by category (level I neonatal care, level II or III neonatal center 
care) and no.t by individual facilities: 
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1) A tolal expenditure for level I neonatal center care projected to equal 100% of 
Medicaid allowable cost for the universal rate year; 

2) A total expenditure for level 11 neonatal center care projected to equal! 00% of 
Medicaid allowable cost for the universal rate year; or 

3) A total expenditure for level III neonatal center care projected to equal 100% of 
Medicaid allowable cost for the universal rate year. 

4) Medicaid allowable cost shall be determined based on the providers eMS 2552-96 
Medicare cost report. 

b. Adjust neonatal care DRG relative weights to result in: 

1) Total expenditures for level I Neonatal care projected to equal 100% of Medicaid 
allowable cost for the universal rate yeaf; 

2) Total expenditures for level II Neonatal care projected to equal 100% of Medicaid 
allowable cost for the universal rate year; or 

3) Total expenditures for level III Neonatal care projected to equal I 00% of Medicaid 
allowable cost for the universal rate year; and 

c. Not cost settle reimbursement referenced in this subsection. 

19. The department shall reimburse an individual: 

a. Level I neonatal center for level I neonatal care at the average Medicaid allowable cost 
per DRG of all level I neonatal centers; 

b. Level II neonatal center for levellI neonatal care at the average Medicaid allowable cost 
per DRG of all level n neonatal centers; or 

c. Level III neonatal center for level III neonatal care at the average Medicaid allowable 
cost per DRG of all level III neonatal centers. 

20. The department shall adjust the non-neonatal care DRGs to result in the aggregate universal 
rate year reimbursement for all services (non-neonatal and neonatal) to equal the aggregate 
base year reimbUrsement for an services (non-neonatal and neonatal) inOated by the trending 
factor. 

21. If a patient is transferred to or from another hospital, the department shall make a transfer 
payinent to the transferring hospital if the initial admission and the transfer are detemrlned to 
be medically necessary. 

TN#09-002 
Supersedes 
TN#08-008 

a. For a service reimbursed on a prospective discharge basis, the department shall calculate 
the transfer payment amount based on the average daily rate of the transferring hospital's 
payment for each covered day the patient remains in Ibat hospital, plus one (J) day, up to 
100 percent of the allowable per discharge reimbursement amount. 

1) The department shall calculate an average daily rate by dividing the DRG base 
payment, excluding outlier payments and Medicaid high volume per diem payments, 
b.y the statewide Medicaid geometric mean length-or-stay for a patient's DRG 
classification. 

2) If a hospital qualifies for a high volume per diem add-on payment in accordance wilh 

Approval Date: JUN 2, {) Z009 Effective Date: 115/2009 



STATE: Kentucky Attachment4.19-A 
Page 17 

Section (2)A.12 of this attachment under tbe DRG-based methodology, the 
department shall pay the hospital the applicable per diem add-on for the DRG 
average length-of-stay. 

3) Total reimbursement to the transferring hospitalshaU be the transfer payment 
amount and. if applicable. a high volume per diem add-on amount and a cost outlier 
payment amount. 

b. For a hospital receiving 8 transferred patient, the department shall reimburse the DRG 
base payment, and, if applicab1e, a high volume per diem add-on amount and a cost 
outlier payment amount. I 

22. The department shall treat a transfer from an acute care hospital to a qualifying post-acute 
care facility for selected DRGs in accordance with paragraph (b) of tIns subsection as a post­
acute care transfer. 

a. The following shall qualify as a post-acute care setting: 

1) A psychiatric, rehabilitation, children's hospital, long-term acute care hospital, or 
cancer hospital; 

2) A sktlled nursing facility; or 
3) A home health agency. . 

b. A DRG eligible for a post-acute care transfer payment shall be in accordance with 42 
U.S.C.139"5ww(d)(4)(C)(i). 

c. The department shall pay each transferring hospital an average daily rate for each day of 
stay. 

I) A payment shall not exceed the full DRG payment that would have been made ifthe 
patient had been discharged without being transferred. 

2) A DRG identified by CMS as being eligible for special payment shall receive fifty 
(50) percent of the full DRG payment plus the avemge daily rate for the first day of 
the stay and fifty (50) percent of the average daily rate for the· remaining days of the 
slay, up to the full DRG base payment. 

3) A DRG that is referenced in item 22.b. and not referenced in item 22.c.2. 
shall receive twice the per diem rate the first day and the per diem rate for each 
following day of the stay prior to the transfer. 

d. The per diem amount shall be the base DRO payment'allowed divided by the statewide 
Medicaid geometric mean length of stay for a patient's DRG classification. 

23. The department shall reimburse for an intrahospital transfer to or from an acute care bed to or 
from a rehabilitation or psychiatric distinct part unit: . 

a. The fun DRG base payment allowed; and 

b. The facilily-specific distinct part unit per diem mte for eacll day the patient remains in the 
distinct part unit. 

24. TranspJant services. 

TN#09-002 
Supersedes 
TN#08-008 

B. The department shall reimburse for a kidney, cornea, pancreas, or kidney and pancreas 
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transplant on a prospective per discharge method according to the patient's DRG 
classification. 

b. A tl'ansplant not referenced in paragraph (a) oftbis subsection, shall be reimbursed in 
accordance with 907 KAR 1 :350 published on January 5, 2007, Coverage and payments 
for organ transplants. 

25. A preadmission service provided within three (3) calendar days immediately preceding an 
inpatient admission reimbursable under the prospective per discharge reimbursement 
methodology shall: 

a. Be included with the related inpatient billing and shall not be billed separately 
as an outpatient service; and 

b. Exclude a service furnished by a home health agency, a skilled nursing facility or hospice 
unless it is a diagnostic service related to an inpatient admission or an outpatient 
maintenance dialysis service. 

26. Direct Graduate Medical Education Costs at In-state Hospitals with Medicare-approved 
Graduate Medical Education Programs. 

TN#09-002 
Supersedes 
TN#08·008 

a. If federal financial participation for direct graduate medical education costs is not 
provided to the department, pursuant to 42 C.F.R. 447.20 1 (c) or other federal regulation 
or law, the department shall not reimburse for direct graduate medical education costs. 

b. If federal fmancial participation for direct graduate medical education costs is provided to 
the department, the department shan reimburse for the direct costs of a graduate medical 
education program approved by Medicare as follows 

1) A payment shall be made: 

a) Separately from the per discharge and per diem payment methodologies; and 

b) On an annual basis; and 

2) The department shall determine an alUlUai payment amount for a hospital as follows: 

a) The hospital-specific and national average Medicare per intern and resident 
amount effective for Medicare payments on October 1 immediately preceding 
the universal rate year shall be provided by each approved hospital's Medicare 
fiscal intermediary; 

b) The higher of the average of the Medicare hospital-specific per intern and 
resident amount or the Medicare national average amount shall be selected; 

c) The "elected per intern and resident amount shall be multiplied by the 
hospital's number of interns and residents used in the calculation of the 
indirect medical education operating adjustment factor. The resulting amount 
is an estimate or total approved direct graduate medical education costs; 

d) The estimated tolal approved direct graduate medical education costs shall be 
divided by the number oftotal inpatient days as reported in the hospital's most 
recently finalized cost report on Worksheet D, Part I, to determine an average 
~pproved graduate medical education cost per day amount; 
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e) The average graduate medical education cost per day amount sllall be 
multiplied by the number of toea I covered days for the hospital reported in the 
base year claims data, excluding services described in subsection (8), to 
detennine the tolal graduate medical education costs related to tlte Medicaid 
Program; and 

f) Medicaid Program graduate medical education costs shall then be multiplied 
by the budget neutrality factor. 

27. Budget Neutrality Factors. 

a. When rates are rebased. estimated projected reimbursement in the universal rate year 
shall 110t exceed payments for the same services in the prior year adjusted for inflation 
using the inflation factor prepared by GIl for the universal rate year and adjusted for 
changes in patient ulilization and case mix. 

b. The estimated total payments for each facility under the reimbursement methodology in 
effect in the year prior 10 the universal rate year sllall be estimated from base year claims. 

c. The estimated total payments for each faciJily under the reimbursement methodology in 
effect in the universal rate year shall be estimated from base year claims. 

d. If the sum of all the acute care hospitals' estimated payments under the methodology used 
in the universal rate year exceeds the sum of aU tIle acute care hospitals' adjusted 
estimated payments under the prior year's reimbursement methodology, each hospital's 
DRG base rate and per diem rates shall be multiplied by a uniform percentage to result in 
estinlared total payments for the universal rete year being equal to total adjusted 
payments in the year prior to the universal rate year. 

e. When rates are rebased, the budget neutrality factors shan take into consideration the 
high volume adjustment payments. 

28. Reimbursement Updating Procedures. 

a. The department shall annually, on July I, use the inflation factor prepared by GIl for the 
universal rate year to inflate a hospital-specific base rate for rate years between rebasing 
periods. 

h. The departntent sllall rebase payment rates using the DRG reimbursement methodology 
every four (4) years. Tile first rebasing year under this provision shall be for the 
universal rate year beginning on July 1. 2012. 

c. Except for an appeal in accordance with section (I }B. of this attachment, the department 
shall make no other adjustment. 

29. Trending Medicaid Costs forDRG Re-basing Pwposes. 

TN#09-002 
Supersedes 
TN#08·008 

a. Estimated Medicaid costs used to calculate DRG relative weights and DRG base rates 
shall be trended to the midpoint of the universal rate year. 

h. The departnlent shall use the inflation factor prepared by GIl as the trending factor for the 
period being trended. 

c. On an annual basis. the DRG rates will be changed as stated in Item a. of this trending 
section unless it is higher than GIl inflation factor found in Item b. of this section. If the 
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Gil trending factor is lower than the trending factor calculated in Item a. of this section, 
the Gil trending factor will be used. 

30. Readmissions. 

a. An inpatient admission within fourteen {14} calendar days of discbarge for the same 
diagnosis shall be considered a readmission and reviewed by the QIO. 

b. Reimbursement for a readmission with the same diagnosis shall be included in an initial 
admission paytnent and shall not be billed separately. 

31. Intensity Operating Allowance Inpatient Supplement Payments. 

TNfl09-002 
Supersedes 
TNfl08·008 

a. Beginning October 15,2007, a State owned or operated University Teaching 
Hospital, including a hospital operated by a related party organization as defined at 
42 CFR 413.17, wbicb is operated as part of an approved School of Medicine, shall 
be based 011 tile upper payment limits as required by 42 CFR 447.272 and will be 
detennined prospectively each year based on the difference between the total 
p,ayments made by Medicaid, excluding DSH, and the estimated Medicare payments 
for the same services., The Medicare payments will be detemlined based on the 
Medicare Principles of Reimbursement in accordance with 42 CFR 412 and 413. 

b. The detailed formula to determine the supplemental payments is described in Exhibit 
B incorporated as part of this atlaclunent. 

c. The prospective supplemental payments will be reconciled annually to the final cost 
report filed for the rate year or prospective payment period. 

d. Any payments made under subsection a of this section arc subject to the payment 
limitations as specified in 42 CFR 447.271 , whereby the total overall payments to an 
individual hospital during the rate year may not exceed the hospital's total charges 
for the covered services. 

e. Payments made under this section'shall be prospectively detennined quarterly 
amounts, subject to a year-end reconciliation described in 2.a. 

t In the event that any payment made under this section is subsequently determined to 
be ineligible for federal fmancial participation (FFP) by tile Health Care Financing 
Administration, the Department shall adjust the payments made to any hospitals as 
necessary to qualify for FFP. 

g. Pediatric Teaching Hospital 

A stale designated pediatric teaching hospital that is not state-owned or operated 
, shall receive a quarterly pediatric teaching supplement in an amount: 

1) Calculated by detennining Ibe difference between Medicaid costs as stated 
on the audited cost report filed as of June 1 each year and payments received 
for the Medicaid recipients (i.e., Medicare, KMAP, TPL, and Medical 
Edqcation); and including, 

2) An additional quarterly payment of$2S0,OOO ($1 mOlion annually). 

(Medicaid recipients shall not include recipients receiving services reimbursed 
through a Medicaid managed care contract.) 
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32. Supplemental Paym,ents for DRG Psychiatric Access Hospitals 

a. For services provided on and after April 2, 2001 the Department shall provide 
supplemental payments to certain hospitals to assure access to psychiatric services for 
patients in rural areas of the Commonwealth. To qualify for psychiatric access payments 
a hospital must meet tile following criteria: 

1) The hospital is not located in a Metropolitan Statistical Area (MSA); 

2) The hospital provides at least 65,000 days of inpatient care as reflected in the 
Department's Hospital Rate data for Fiscal Year 1998-99; 

3) The hospital provides at least 20% of inpatient care to Medicaid eligible recipients as 
reflected in the Department's Hospital Rate data for State Fiscal Year 1998-99; and 

4) The hospital provides at least 5,000 days of inpatient psychiatric care to Medicaid 
recipients in a fiscal year. 

b. Each qualifying hospital will receive a psychiatric access payment amount based on its 
proportion of the hospital's Medicaid psychiatric days to the total Medicaid psychiatric 
days for all qualifying hospitals applied to the total fbnds for these payments. 
Payments will be made on a quarterly basis in according wIth Ihe following: 

. Medicaid patient days 
Total Medicaid'patient days x Fund "" Payment 

c. Total Medicaid payments to a hospital from all sources shall not exceed Medicaid charges 
plus disproportionate share payments. A hospital's disproportionate share paymenlshaU 
not exceed the sum of tile payment shortfall for Medicaid services and the costs of tile 
uninsured. The fund shall be an amount not to exceed $6 million annually. 

33. Appalachian Regional Hospital System supplemental payments. 

AU DRG hospitals operating in the Commonwealth of Kentucky that belong to the 
Appalachian Regional Hospital System will receive an adjusted payment equal to the 
difference between ",hat Medicaid pays for inpatient services and what Medicare would pay 
for those same services to Medicaid eligible individuals or its proportionate share of $7.S 
million, whicllever is lower. The Upper Payment Limit as defined in 42 CFR 447.272 will be 
applied on a facility-specific basis as described in Exhibit A. These payments will be made on 
a quarterly basis within 30 days of the end of the quarter. ' 

34, Supplemental DRG Payments 

TN#09-002 
Supersedes 

'TN#08-008 

a. In-state high intensity level n neonatal center. 

1) The Department will make prospective supplemental payments to in-state hospitals 
,for aU J;>RGs 675 through 680 as referenced in Section (2)A.lS.b.l of this attachment 
to a hospital with a Level II neonatal intensive care unit that meets the following 

, qualifications: 

a) Is licensed for a minimum of 24 neonatal level 11 beds; 

b) Has a minimum of 1,500 Medicaid neonatal levelll patient days per year; 

c) Has a gestational age lower limit of twenty-seven (27) weeks; and 
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TN#09-OO3 
Supersedes 
TN#09-OO2 

to a hospital with a Level II neonatal intensive care Unit that meets the following 
qualifications: 

a) Is licensed for a minimum of 24 neonatal level II beds; 

b) Has a minimum of 1,500 Medicaid neonatal level II patient days per year; 

c) Has a gestational age lower limit of twenty-seven (27) weeks; and 

d) Has a full-time perinatologist on staff. 

e) The payment will be an additional add-on per discharge for each 
of the above DRGs. 

2) Before July 1,2007, the add-on will be $3,775; 

3) From July 1,2007 through-October 14, 2007, the add-on will be $9,853; and 

4) On or after October 15,2007, the add-on will be $2,870. 

b. The Department will pay no more in the aggregate for inpatient hospital services than 
the inpatient Upper Payment Umit, as set forth in 42 CPR 447.253(b)(2) and 42 CPR 
447.272. The Department will determine the inpatient Upper Payment Umit by 
estimating what w,Ould be paid for inpatient hospital services under the Medicare 
principles of reimbursement. The methodology used by the Department to calculate the 
inpatient Upper Payment Limits can be found in Attachment 4.19-A Exhtbit A. 

c. An overpayment made to a facility under this section shall be recovered by subtracting 
the overpayment amount from a succeeding year's payment to be made to the facility in 
accordance with applicable federal regulations. 

d. For the purpose of this attachment, Medicaid patient days shall not include days for a 
Medicaid recipient eligible to participate in the state's Section 1115 waiver as described 
as the Demonstration project: Services provided through regional managed care 
partnersbips 1115 Wavier. 

e. A payment made under the Supplemental DRO payments shall not duplicate a payment 
made via Item (8) Disproportionate share hospital distributions. 

f. Supplemental Payment for Hospitals Paid Using the DRG-Based Methodology 

1) Hospitals paid using the DRG payment system shall receive, subject to 
conditions specified in this section" supplemental payments for the calendar 
quarters beginning with the calendar quarter ending March 31, 2009 and 
ending with the calendar quarter ending on December 31, 2010. 

2) The aggregate supplemental payments described herein shall not exceed 
$195,000,000 less any amount set aside that would have gone to those 
hospitals that decline the supplemental payment and retain their appeal 
rights. 

3) Each hospital's share of the aggregate pool shall be equal to its proportionate 
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share of the projected historical aggregate cost gap of the DRG hospitals, 
dermed as the difference between costs and Medicaid payments for DRG 
services for the period July 1,2004 through June 30,2007, trended to the 
midpoint of the January 2009 through December 2010 payment period. The 
hospital's payment amount shall be divided into 36 equal units and paid on a 
descending balance basis as follows: first quarter, 8 units; second quarter, 7 
units; third quarter, 6 units; fourth quarter, 5 units; fifth quarter, 4 units; sixth 
quarter,3 units; seventh quarter, 2 units; and eighth quarter, 1 unit. 

4) Hospitals receiving the Intensity Operating Allowance Supplement as 
established in this attachment shall not be eligible for the supplement 
payments described in this section since they are already receiving a 
supplement payment . 

. 5) Any payments made under this supplement provision are subject to the upper 
payment limits specified in 42 CPR Part 447. See attached Exhibit A for the 
detailed methodology used to calculate the upper payment limits. 

B. Per Diem Methodology: Payment for Rehabilitation or Psychiatric care in an In-State Acu~e 
care Hospital. 

1. As of October 15, 2007, the department shall reimburse for rehabilitation or psychiatric care 
in an in-state acute care hospital that has a Medicare-designated rehabilitation or psychiatric . 
distinct part unit: 

a. On a facility specific per diem basis equivalent to the per diem cost reported for Medicare 
distinct part unit patients on the most recently Medicare cost report received prior to the 
rate year; and 

b. In accordance with Reimbursement Limits and Updating Procedures section 24 of this 
attachment. 

2. As of October 15, 2007, the department shall reimburse for rehabilitation or psychiatric care 
provided in an in-state hospital that does not have a Medicare designated distinct part unit: 

a. On a facility-specific per diem basis equivalent to its aggregate projected payments for 
ORO services divided by its aggregate projected Medicaid covered days; and 

b. In accordance with the Reimbursement Limits and Updating Procedures section 24 of this 
attachment. 

3. As of November 15, 2007, the department shall reimburse for rehabilitation or psychiatric 
care in an in-state acute care hospital that has a Medicare-designated rehabilitation or 
psychiatric distinct part unit on a per diem basis as follows: 

TN#09-OO3 
Supersedes 
TN#09-OO2 

a. On a facility-specific per diem basis equivalent to the per diem cost reported for 
Medicare distinct part unit patients on the most recently received Medicare cost report 
prior to the rate year. 

b. Reimbursement for an inpatient rehabilitation or psychiatric service shall be determined 
by multiplying a hospital's rehabilitation or psychiatric per diem rate by the number of 
allowed patient days. 
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c. A rehabilitation or psychiatric per diem rate shall be the sum of a rehabilitation or 
psychiatric operating per diem rate and a rehabilitation or psychiatric capital per diem 
rate, as appropriate. 

1) The rehabilitation or psychiatric operating cost-per-day amounts used to determine 
the rehabilitation or psychiatric operating per diem rate shall be calculated for each 
hospital by dividing its Medicaid rehabilitation or psychiatric cost basis (as 
appropriate), excluding capital costs and medical education costs, by the number of 
Medicaid rehabilitation or psychiatric patient days in the base year. 

2) The Medicaid rehabilitation or psychiatric cost basis and patient days shall be based 
on Medicaid claims for patients with a rehabilitation or psychiatric diagnosis (as 
appropriate) with dates of service in the base year. The rehabilitation or psychiatric 
operating per diem rate shall be adjusted for: 

a) The price level increase from the midpoint of the base year to the midpoint of 
the universal rate year using the eMS Input Price Index; and 

b) The change in the Medicare published wage index from the base year to the 
universal rate year. 

d. Computation of rates. 

1) A rehabilitation or psychiatric capital per diem rate shall be facility-specific and shall 
be calculated for each hospital by dividing its Medicaid rehabilitation or psychiatric 
capital cost basis by the number of Medicaid rehabilitation or psychiatric patient 
days (as appropriate) in the base year. 

2) The Medicaid rehabilitation or psychiatric capital cost basis and patient days shall be 
based on Medicaid claims for patients with rehabilitation or psychiatric diagnoses 
(as appropriate) with dates of service in the base year. 

3) The rehabilitation or psychiatric capital per diem rate shall not be adjusted for 
inflation. 

4. The department shall reimburse for rehabilitation or psychiatric care provided in an in-state 
hospital that does not have a Medicare-designared distinct part unit: 

TNU09-OO3 
Supersedes 
TNU09-OO2 

a. On a projected payment basis using: 

1) A facility specific per diem basis equivalent to its aggregate projected 
payments for DRG services divided by its aggregate projected Medicaid paid days. 

2) Aggregate projected payments and projected Medicaid paid days shall be the sum of: 

a) Aggregate projected payments and aggregate projected Medicaid paid days for 
non-per diem DRG services as calculated by the model established in section 
(2)A; 

b) Actual prior year payments inflated by the inflation factor provided by Gll; and 

c) Per diem DRG service Medicaid days; and 

e. In compliance with provisions for the use of a universal rate year and taking into 
consideration Medicaid policy with regard to unallowable costs as shown in (l)D and F 
of this attachment. 
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(3) Payment for Long-tenn Acute Care Hospital Care, In-State Freestanding Psychiatric Hospital 
Care, and In-State Freestanding Rehabilitation Hospital Care. 

A. The department shall reimburse for inpatient care provided to eligible Medicaid recipients in 
an in-state freestanding psychiatric hospital, in-state freestanding rehabilitation hospital, or 
LTAC hospital on a per diem basis. 

B. The department shall calculate a per diem rate by: 

1. Using a hospital's fiscal year 2005 Medicare cost report, allowable cost and paid days to 
calculate a base cost per day for the hospital; 

2. Trending and indexing a hospital's specific cost, excluding capital cost, per day to the 
current state fiscal year; 

3. Calculating an average base Ct)st per day for hospitals within similar categories, for 
example rehabilitation hospitals, using the indexed and trended base cost per day; 

4. Assigning no hospital a base cost per day equaling less than ninety-five (95) percent of 
the weighted average trended and indexed base cost per day of hospitals within the 
corresponding category; 

5. Applying a parity factor equivalent to aggregate cost coverage established by the ORO 
reimbursement methodology described in the diagnostic related group hospital 
reimbursement portion of the state plan; and 

6. An additional amount of three (3) million dollars will be distributed on a pro-rata basis 
and applied to the per diem as calculated in paragraphs 1. through 5. of this subsection. 

C. From October 15,2007 through November 14,2007, the department shall reimburse the 
inpatient care provided to an eligible Medicaid recipient in an in-state psychiatric hospital 
previously designated as a primary referral and service resource for a child in the custody of 
the Cabinet for Health and Family Services at the median per diem rate paid of all 
freestanding psychiatric hospitals. Effective November 15,2007, this provision is no longer 
relevant. 

O. In-State Hospital Minimum Occupancy Factor. 

TN#09-OO3 
Supersedes 
TN#09-002 

1. If an in-state hospital's minimum occupancy is not met, allowable Medicaid capital costs 
shall be reduced by: 

a. Increasing the occupancy factor to the minimum factor; and 

b. Calculating the capital costs using the calculated minimum occupancy factor. 

2. The following minimum occupancy factors shall apply: 

a. A sixty (60) percent minimum occupancy factor shall apply to a hospital with 100 or 
fewer total licensed beds; 

b. A seventy-five (75) percent minimum occupancy factor shall apply to a hospital with 
101 or more total licensed beds; and 

c. A newly-constructed in-state hospital shall be allowed one (1) full universal rate year 
before a minimum occupancy factor shall be applied. 
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E. . Reduced Depreciation Allowance. The allowable amount for depreciation on a hospital 
building and fixtures, excluding major movable equipment, shall be sixty-five (65) percent 
of the reported depreciation amount as shown in the hospital's cost reports. 

F. Payment to a Newly-participating In-State Freestanding Psychiatric Hospital, Freestanding 
Rehabilitation Hospital or a Long Tenn Acute Care Hospital. 

1. The department shall reimburse a newly-participating in-state freestanding psychiatric 
hospital, freestanding rehabilitation hospital or long tenn acute care hospital the 
minimum per diem rate paid to hospitals in their category until the first fiscal year cost 
report submitted by the hospital has been finalized. 

2. Upon finalization of the first fiscal year cost report for a facility, the department shall 
reimburse the facility a per diem rate in accordance with Section (3)B of this attachment. 

(4) Payment for Critical Access Hospital Care. 

A. The department shall pay a per diem rate to a critical access hospital equal to the hospital's 
Medicare rate. 

B. A critical access hospital's final reimbursement for a fiscal year shall reflect any adjustment 
made by CMS. 

C. Cost Report Requirements. 

a. A critical access hospital shall comply with the cost reporting requirements established 
in Section (l)E of this attachment in the In-State Hospital Cost Reporting 
Requirements section. 

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

D. An out-of-state critical access hospital shall be reimbursed under the same methodology as an 
in-state critical access hospital. 

E. The department shall reimburse for care in a federally defined swing bed in a critical access 
hospital at the same rate as established by the Centers for Medicare and Medicaid Services for 
Medicare. 

F. Reimbursement Limit. Total reimbursement to a hospital, other than to a critical access 
hospital, shall be subject to the limitation established in 42 C.F.R. 447.271. . 

(5) In-State Psychiatric, Rehabilitation, and Long-tenn Acute Care Hospitals Reimbursement Updating 
Procedures. 

A. The department shall adjust an in-state hospital's per diem rate annually according to the 
following: 

TN#09-oo3 
Supersedes 
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1) The Healthcare Cost Review, a publication prepared by Global Insight (01) is 
used to obtain to update trending and indexing factors. The most recently 
received first-quarter publication is used for rate-setting. For trending and 
indexing factors the Total %MOVAVG line from Table 6.1CY, Hospital 
Prospective Reimbursement Market Basket, is used. The second quarter 
column of the respective year being trendedrmdexed to is used. 
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2) A capital per diem rate shall not be adjusted for inflation. 

B. The department shall, except for a critical access hospital, rebase an in-state hospit8J.'s per 
diem rate every four (4) years. 

c. Except for an adjustment resulting from an.audited cost report, the department shall 
make no other adjustment, except for correction of error, as a result of a change resulting from 
a dispute resolution or appeal to the extent rates were not set in accordance with the State Plan 
or Federal Court decision; or as a result of a properly promulgated policy change and 
approved by CMS through a State Plan amendment. 

(6) Reimbursement for Out-of-state Hospitals for Critical Access Care, Long Term Acute Care, 
Rehabilitation Care and Psychiatric Care. 

A. For inpatient psychiatric or rehabilitation care provided by an acute out-of-state hospital, the 
department shall reimburse a per diem rate comprised of an operating per diem rate and a 
capital per diem rate. 

1. As of October 15, 2007, the psychiatric or rehabilitation operating per diem rate shall be 
the median operating cost, excluding graduate medical education cost or any provider tax 
cost, per day for all in-state acute care hospitals that have licensed psychiatric or 
rehabilitation beds, as appropriate. 

2. As of November 15,2007, the psychiatric or rehabilitation operating per diem rate shall 
be the median psychiatric or rehabilitation operating per diem rate paid for all in-state 
acute care hospitals that have licensed psychiatric or rehabilitation beds, as appropriate. 

3. As of October 15,2007, the psychiatric or rehabilitation capital per diem rate shall be the 
median psychiatric capital per diem rate paid for all in-state acute care hospitals that have 
licensed psychiatric or rehabilitation beds, as appropriate. 

4. As of November 15,2007, the psychiatric or rehabilitation capital per diem rate shall be 
the median psychiatric or rehabilitation capital per diem rate paid for all in-state acute 
care hospitals that have licensed psychiatric or rehabilitation beds, as appropriate. 

5. An out-of-state hospital's per diem rate shall not include: 

a. A provider tax adjustment; or 

b. Graduate medical education costs. 

B. For care provided by an out-of-state freestanding long term acute care, critical access, or 
freestanding psychiatric hospital, the department shall reimburse a per diem rate comprised of 
an operating per diem rate and a capital per diem rate for each type of facility as appropriate. 

TN#09-OO3 
Supersedes 
TN#09-002 

1. The long term acute care, critical access, or psychiatric operating per diem rate shall 
equal the median operating cost, excluding graduate medical education cost or any 
provider tax cost, per day for all in-state freestanding hospitals of the same type. 

2. The long term acute care, critical access, or psychiatric capital per diem rate shall be the 
median capital per diem rate for all in-state freestanding hospitals of the same type. 

3. An out-of-state hospital's per diem rate shall not include: 

a. A provider tax adjustment; or 

Approval Date: JUN 2 5 2009 Effective Date: 3/112009 



STATE: Kentucky Attachment 4.19-A 
Page 28 

b. Graduate medical education costs. 

C. For care in an out-of-state rehabilitation hospital, the department shall reimburse a per diem 
rate equal to the median rehabilitation per diem rate for all in-state rehabilitation hospitals 
except that an out-of-state hospital's per diem rate shall not include: 

1. A provider tax adjustment; or 

2. Graduate medical education costs. 

D. The department shall apply the requirements of 42 C.F.R. 447.271 to payments made 
pursuant to the plan provisions shown in this section of this attachment. 

(7) Supplemental Payments for a Free-standing In-state Rehabilitation Hospital: 

A state designated rehabilitation teaching hospital that is not state-owned or operated shall receive 
an annual rehabilitation teaching supplement payment, determined on a per diem basis, in an 
amount calculated by determining the difference between Medicaid costs as stated on the cost 
settled audited cost report each year, and payments received for the Medicaid patients (i.e., 
Medicare, KMAP, TPL, and Medical Education.) 

(8) Disproportionate Share Hospital Provisions 

A. Definition. A disproportionate share hospital or DSH means an in-state hospital that: 

1. Has an inpatient Medicaid utilization rate of one (1) percent or higher; and 

2. Meets the criteria established in 42 U.S.C: 1396r-4(d). 

3. Has at least 2 obstetricians who have staff privileges at the hospital and who have agreed 
to provide obstetric services to individuals who are entitled to medical assistance for such 
services under such State plan. 

4. Meets the requirements established in section 1923(d) of the Act. 

B. Disproportionate Share Hospital Distribution General Provisions. A DSH distribution shall: 

TNH09-OO3 
Supersedes 
TNH09-OO2 

1. Be made to a qualified hospital; 

2. Be based upon a hospital's proportion of inpatient and outpatient indigent care from the 
preceding state fiscal year; 

3. Be a prospective amount. For example, a DSH distribution made to a hospital in October 
2007 shall cover the state fiscal year beginning July 1,2007 arid ending June 30,2008; 

4. Not be subject to settlement or revision based on a change in utilization during the year to 
which it applies; 

5. Be made on an annual basis; 

6. Be made from a hospital's share of the allocated pool or total disproportionate share 
funds with the following allocation into three (3) pools: forty-three and ninety-two 
hundredths percent (43.92 %) allocated to acute care hospitals; thirty-seven percent (37 %) 
allocated to university hospitals; and nineteen and eight hundredths percent (19.08%) 
allocated to private psychiatric hospitals and state mental hospitals, or the maximum 
dollar cap from the annual federal allotment; 
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7. "Type I hospital" means an in-state disproportionate share hospital with 100 beds or less 
that participates in the Medicaid Program; 

8. "Type II hospital" means an in-state disproportionate share hospital with 101 beds or more 
that participates in the Medicaid Program, except for a hospital that meets the criteria 
established in this administrative regulation for a Type III or Type IV hospital; 

9. "Type III hospital" means an in-state disproportionate share state university teaching 
hospital, owned or operated by either the University of Kentucky or the University of 
Louisville Medical School; and 

10. "Type IV hospital" means an in-state disproportionate share hospital participating in the 
Medicaid Program that is a state-owned psychiatric hospital. 

C. Disproportionate Share Hospital Distributio~ to a DRG-Reimbursed Acute Care Hospital. 
The department shall detennine a DSH distribution to a DRG-reimbursed acute care hospital 
by: 

1. Determining a hospital's average reimbursement per discharge; 

2. Dividing the hosp~tal's average reimbursement per discharge by Medicaid days per 
discharge; 

3. Multiplying the amount established in paragraph b by the hospital's total number of 
inpatient indigent care days for the most recently completed state fiscal year to establish 
the hospital's inpatient indigent care cost; 

4. Determining an in-state hospital's outpatient indigent care cost by multiplying each in­
state hospital's indigent outpatient charges by the most recent cost-to-charge ratio used in 
the Medicare Cost Report; 

5. Combining the inpatient indigent care cost established in paragraph (c) with the 
outpatient indigent care cost established in paragraph (d) to establish a hospital's indigent 
care cost total; and 

6. Comparing the total indigent care cost for each DRG-reimbursed hospital to the indigent 
care costs of all hospitals receiving DSH distributions under the acute care pool pursuant 
to the following procedure to establish a DSH distribution on a pro rata basis: 

a. The department shall calculate an indigent care factor for each hospital annually. 
The indigent care factor shall be detennined by calculating the percentage of each 
hospital's annual indigent care costs toward the sum of the total annual indigent care 
cost for all hospitals within each respective pool. For purposes of this paragraph, 
"indigent care costs" means the hospital's inpatient and outpatient care as reported to 
the department niultiplied by the hospital's Medicaid rate, or at a rate determined by 
the department in administrative regulation that, when multiplied by the hospital's 
reported indigent care, is equivalent to the amount that would be payable by the 
department under the fee-for-service Medicaid program for the hospital's total 
reported indigent care; and 

b. Each hospital's annual distribution shall be calculated by multiplying the hospital's 
indigent care factor by the total fund allocated to the acute care pool, university 
hospital pool, and the private psychiatric pool. 

D. Disproportionate Share Hospital Distribution to a Critical Access Hospital, Rehabilitation 

TNU09-OO3 
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Hospital or Long Term Acute Care Hospital. The department shall determine a DSH 
distribution to a critical access hospital, rehabilitation hospital, or long term acute care 
hospital: 

1. For the period beginning state fiscal year beginning July 1, 2007 and ending June 30, 
2008 by: 

a. Multiplying the hospital's per diem rate in effect as of June 30, 2007 by its total 
number of inpatient indigent care days for the preceding state fiscal year (July 1 t 
2006 - June 30, 2007) to establish the hospital's inpatient indigent care cost; 

b. Determining an in-state hospital's outpatient indigent care cost by multiplying each 
in-state hospital's indigent outpatient charges by the most recent cost-to-charge ratio 
used in the Medicare Cost Report; 

c. Combining the inpatient indigent care cost established in paragraph (a) with the 
outpatient indigent care cost established in paragraph (b) to establish a hospital' s 
indigent care cost total; and 

d. Comparing the indigent care cost totals for each critical access hospital, 
rehabilitation hospital and long term acute care hospital to the indigent care costs of 
all hospitals receiving DSH distributions from the acute care pool pursuant to state 
regulations related to establishing a hospital's DSH distribution on a pro rata basis; 
and 

2. For the state fIScal year period beginning July 1, 2008 and subsequent state fiscal years, 
by: 

a. Multiplying the hospital's per diem rate in effect as of August 1 of the state fiscal 
. year period included in the state fiscal year period referenced in subsection (2) of this 
Section by its total numb~r of inpatient indigent care days for the preceding state 
fiscal year to establish the hospital's inpatient indigent care cost; and 

b. Determining an in-state hospital's outpatient indigent care cost by multiplying each 
in-state hospital's indigent outpatient charges by the most recent cost-to-charge ratio 
used in the Medicare Cost Report; 

c. Combining the inpatient indigent care cost established in paragraph (a) with the 
outpatient indigent care cost established in paragraph (b) to establish a hospital' s 
indigent care cost total; and 

d. Comparing the indigent care cost totals for each critical access hospital, 
rehabilitation hospital and long term acute care hospital to the indigent care costs of 
all hospitals receiving DSH distributions from the acute care pool pursuant to state 
statute establishing a hospital's DSH distribution on a pro rata basis. 

E. Disproportionate Share' Hospital Distribution to a Private Psychiatric Hospital. The department 
shall determine a DSH distribution to a private psychiatric hospital: 

TNU09-OO3 
Supersedes 
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1. For the period beginning state fiscal year beginning July 1, 2007 and ending June 30, 
2008 by: 

a. Multiplying the hospital's per diem rate in effect as of June 30,2007 by its total 
number of inpatient indigent care days for the preceding state fiscal year (July 1, 
2006 - June 30,2007) to establish the hospital's inpatient indigent care cost; 
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b. Determining an in-state hospital's outpatient indigent care cost by multiplying each 
in-state hospital's indigent outpatient charges by the most recent cost-to-charge ratio 
used in the Medicare Cost Report hospital fee schedule or by establishing an 
inpatient equivalency; 

c. Combining the inpatient indigent care cost established in paragraph (a) with the 
outpatient indigent care cost established in paragraph (b) to establish a hospital's 
indigent care cost total; and 

d. Comparing the indigent care cost totals of each private psychiatric hospital to 
establish, using the DSH funding allocated to private psychiatric hospitals, a private 
psychiatric hospital's DSH distribution on a pro rata basis; and 

2. For the state fiscal year period beginning July 1,2008 and. subsequent state fiscal years, 
by: 

a. Multiplying the hospital's per diem rate in effect as of August 1 of the state fiscal 
year period included in the state fiscal year period referenced in subsection 2 of this 
Section by its total number of inpatient indigent care days for the preceding state 
fiscal year to establish the hospital's inpatient indigent care cost; and 

b. Determining an in-state hospital's outpatient indigent care cost by multiplying each 
in-state hospital's indigent outpatient charges by the most recent cost-to-charge from 
the Medicare Cost Report fee schedule or by establishing an inpatient equivalency; 

c. Combining the inpatient indigent care cost established in paragraph (a) with the 
outpatient indigent care cost established in paragraph (b) to establish a hospital's' 
indigent care cost total; and 

d. Comparing the indigent care cost totals of each private psychiatric hospital to 
establish, using the DSH funding allocated to private psychiatric hospitals, a private 
psychiatric hospital's DSH distribution on a pro rata basis. 

F. Disproportionate Share Hospital Distribution to a State Mental Hospital. The Department shall 
detennme a DSH distribution to a state mental hospital by: 

1. Comparing each state mental hospital's costs of services provided to individuals meeting 
the indigent eligibility criteria established in subsections H and I of this Section, minus 
any payment made by or on behalf of the individual to the hospital; and 

2. Using the DSH funding allocated to state mental hospitals to establish a state mental 
hospital's DSH distribution on a pro rata basis. 

O. Disproportionate Share Hospital Distribution to a University Hospital. The department's DSH 
distribution to a university hospital shall be based on the hospital's historical proportion of the 
costs of services to Medicaid recipients, minus reimbursement paid according to the 
regulation related to Diagnostic' related group (DRO) inpatient hospital reimbursement, or the 
nondiagnostic related group inpatient hospital reimbursement and supplemental or lOA 
payments, plus the costs of services to indigent and uninsured patients minus any distributions 
made on behalf of indigent and uninsured patients; and 

H. Indigent Care Eligibility. 

1. Prior to billing a patient and prior to submitting the cost of a hospital service to the 
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department as uncompensated, a hospital shall use the indigent care eligibility form, 
DSH-ool, Application for Disproportionate Share Hospital Program, to assess a patient's 
financial situation to determine if: 

a. Medicaid or Kentucky Children's Health Insurance Program (KCHIP) may cover 
hospital expenses; or 

b. A patient meets the indigent care eligibility criteria. 

2. An individual referred to Medicaid or KCHIP by a hospital shall apply for the referred 
assistance, Medicaid or KCHIP, within thirty (30) days of completing the DSH -00 1 , 
Application for Disproportionate Share Hospital Program, at the hospital. 

1. Indigent Care Eligibility Criteria. 

TN#09-OO3 
Supersedes 
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1. A hospital shall receive disproportionate share hospital funding for an inpatient or 
outpatient medical service provided to an indigent patient under the provisions of this 
attachment if the following apply: 

a. The patient is.li resident of Kentucky; 

b. The patient is not eligible for Medicaid or KCHIP; 

c. The patient is not covered by a third-party payor; 

d. The patient is not in the custody of a unit of government that is responsible for 
coverage of the acute care needs of the individual; 

e. The hospital shall consider all income and countable resources of the patient's family 
unit and the family unit shall include: 

1) The patient; . 
2) The patient's spouse; 
3) The minor's parent or parents living in the home; and 
4) Any minor living in the home; 

f. A household member who does not fall in one (1) of the groups listed in paragraph 
(e) of this subsection shall be considered a separate family unit; 

g. Countable resources of a family unit shall not exceed: 

1) $2,000 for an individual; 
2) $4,000 for a family unit size of two (2); and 
3) Fifty (50) dollars for each additional family unit member; 

h. Countable resources shall be reduced by unpaid medical expenses of the family unit 
to establish eligibility; and 

i. The patient or family unit's gross income shall not exceed the federal poverty limits 
published annually in the Federal Regjster and in accordance with KRS 205.640. 

2. Except as provided in subsection (3) of this section, total annual gross income shall be the 
lessor of: . 

a. Income received during the twelve (12) months preceding the month of receiving a 
service; or . 
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b. The amount determined by multiplying the patient's or family unit's income, as 
applicable, for the three (3) months preceding the date the service was provided by 
four (4). 

3. A work expense for a self-employed patient shall be deducted from gross income if: 

a. The work expense is directly related to producing a good or service; and 

b. Without it the good or service could not be produced. 

4. A hospital shall notify the patient or responsible party of his eligibility for indigent care. 

5. If indigent care eligibility is established for a patient, the patient shall remain eligible for 
a period not to exceed six (6) months without another determination. 

J. Indigent Care Eligibility Determination Fair Hearing Process. 

1. If a hospital determines that a patient does not meet indigent care eligibility criteria as 
established in subsections H and I of this Section, the patient or responsible party may 
request a fair hearing regarding the determination within thirty (30) days of receiving the 
determination. 

2. If a hospital receives a request for a fair hearing regarding an indigent care eligibility 
determination, impartial hospital staff not involved in the initial deterniination shall 
conduct the hearing within thirty (30) days of receiving the hearing request. 

3. A fair hearing regarding a patient's indigent care eligibility determination shall allow the 
individual to: 

a. Review evidence regarding the indigent care eligibility determination; 
b. Cross-examine witnesses regarding the indigent care eligibility determination; 
c. Present evidence regarding the indigent care eligibility determination; and 
d. Be represented by counsel. 

4. A hospital shall render a fair hearing decision within fourteen (14) days of the hearing 
and shall provide a copy of its decision to: 

a. The patient or responsible party who requested the fair hearing; and 
b. The department. 

5. A fair hearing process shall be terminated if a hospital reverses its earlier decision and 
notifies, prior to the hearing, the patient or responsible party who requested the hearing. 

6. A patient or responsible party may appeal a fair hearing decision to a court of competent 
jurisdiction in accordance with state statute on judicial review of final order. 

K. Indigent Care Reporting Requirements. 

TN#09-OO3 
Supersedes 
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1. On a quarterly basis, a hospital shall collect and report to the department indigent care 
patient and cost data. 

2. If a patient meeting hospital indigent care eligibility criteria is later determined to be 
Medicaid or KCHIP eligible or has other third-party payor coverage, a hospital shall 
adjust its indigent care report previously submitted to the department in a future reporting 
period. 
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L. Merged Facility. If two (2) separate entities merge into one (1) organization and one (1) of the 
merging entities has disproportionate status and the other does not, the department shall retain 
for the merged entity the status of the entity which reported the highest number of Medicaid 
days paid. 

M. Payment Limits: Limit on Amount of Disproportionate Share Payment to a Hospital. 

TN#09-003 
Supersedes 
TN#09-002 

1. Payments made under these provisions do not exceed the OBRA '93 limits described in 
1923 (g) of the Social Security Act. This limit is the sum of the following two 
measurements that determine uncompensated costs: (a) Medicaid shortfall; and (b) costs 
of services to uninsured patients less any payments received. Medicaid shortfall is the 
cost of services (inpatient and outpatient) furnished to Medicaid patients,less the amount 
paid under the non-<iisproportionate share hospital payment method under this state plan. 
The cost of services to the uninsured includes inpatient and outpatient services. Costs 
shall be determined by multiplying a hospital's cost to charge ratio by its uncompensated 
charges. Uninsured patients are patients who have no health insuranc~ or other sources of 
third party payments for services provided during the year. Uninsured patients include 
thos~ patients who do not possess health insurance that would apply to the service for 
which the individual sought treatment or who has exhausted hislher benefits. Payments 
made by any unit of the Commonwealth or local government to a hospital for services 
provided to indigent patients shall not be considered to be a source of third party 
payment. 

2. Funds not distributed under the above provisions due to the limit in 1. may be 
redistributed to public hospitals who are located in the state's managed care region based 
on the following: 

Medicaid Days 
Total Medicaid Days x Remaining Funds = DSHPayment 

Funds available for redistribution will be allocated to state teaching hospitals (Type ill) 
to cover their uncompensated costs and then to public non-state providers (Type I and 
Type II). Medicaid days shall be based on the number of inpatient Medicaid days 
reported on the most recently completed cost report. Medicaid days shall include days 
provided under FFS and through a managed care entity . 

3. limit on Amount of Disproportionate Share Payment to a Hospital 

a. A hospital's disproportionate share payments during its fiscal year may not exceed 
the sum of the payment shortfall for Medicaid recipient services and the costs of 
uninsured patients. (Section 1923(g) of the Social Security Act.) 

b. Payment Shortfall for Medicaid Recipient Services. The payment shortfall for 
Medicaid recipient services is the amount by which the costs of inpatient and 
outpatient services provided Medicaid recipients exceed the payments made to the 
hospital for those services excluding disproportionate share payments. 

c. Unrecovered Cost of Uninsured/indigent Patients. The unrecovered cost of 
uninsured/indigent patients is the amount by which the costs of inpatient and 
outpatient services provided to uninsured/indigent patients exceed any cash 
payments made by or on behalf of them. An uninsured/indigent patient is an 
individual who has no health insurance and meets income standards established in 
state law. 

4. The disproportionate share hospital payment shall be an amount that is reasonably related 
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to costs, volume, or proportion of services provided to patients eligible for medical 
assistance and to l!lw income patients. 

(9) Payments for Inpatient Psychiatric Facility Services for Individuals Under 22 Years of Age 

A. Covered inpatient psychiatric facility services for individuals under 22 years of age provided in 
psychiatric hospitals are paid in accordance with the provisions described in Attachment 4.19-A 

B. Covered inpatient psychiatric facility services for individuals under 22 years of age provided in 
licensed psychiatric resident treatment facilities (PRTFs) are paid in accordance with the 
following: 

1. The PRTFs shall be paid a fixed per diem rate of $230 which shall be adjusted upward each 
biennium by 2.22 percent or the usual and customary charge, if less. The payments shall not 
exceed prevailing charges in the locality for comparable services provided under comparable 
circumstances. The fixed rate (upper limit) is tlie state's best estimate of the reasonable and 
adequate cost of providing the services. This rate is determined in the following manner: 

a. Facilities that provide services that meet the criteria for PRTFs are requested to submit 
their actual costs for covered services. These costs shall include all care and treatment, 
staffin~, ancillary services (excluding drugs), capital, and room and board costs. 

b. The actual costs submitted by the facilities are compared to the costs estimated to operate 
a model PRTF. The costs of the model facility and current facilities are analyzed on the 
basis of their being reasonable and adequate to meet the costs which would be incurred in 
order to provide quality services in an economic and efficient manner. 

c. From this analysis and a consideration of the comments from the facilities, a uniform per 
diem rate is established for all participating facilities. 

d. This per diem rate is then adjusted for inflation by 2.22 percent biennium. This 
inflation rate is based upon the historic rate of inflation as applied to these facilities and 
their necessary increases in costs of providing the services. 

2. The fixed rate or usual and customary charge, if less, covers total facility costs for PRTF 
services including the following: all care and treatment costs, staffing, costs for ancillary 
services (except drugs), capital costs, and room and board costs. The rate is established to be 
fair and adequate compensation for services provided to Medicaid beneficiaries. 

(10) Reimbursement for Out-of-state Hospitals. 

A. As of October 15,2007, an acute care out-of-state hospital shall be reimbursed for an inpatient 
acute care service on a fully-prospective per discharge basis. The total per discharge 
reimbursement shall be the sum of a ORO operating and capital base payment amount, and, if 
applicable, a cost outlier payment amount. 

1. The all-inclusive ORO payment amount: 

a. Shall be based on the patients diagnostic category; and 

b. For each discharge by multiplying a hospital's ORO base rate by the Kentucky-specific 
ORO relative weight minus the adjustment mandated for in-state hospitals. 

2. Out-of-State base rates. The base rate for out-of-state hospitals shall be determined the same 
as an in-state base rate in accordance with section (2)A., subsections 5. through 11. of this 
attachment minus: 
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1) An adjustment for provider; and 

2) Graduate medical education. 

3. The out-of-state hospital DRG base rate shall be determined as follows: 

a. For an out-of-state children's hospital located in a Metropolitan Statistical Area as 
defined by the United States Office of Management and Budget and whose boundaries 
overlap Kentucky and a bordering state, the DRG base rate shall equal the average DRG 
all-inclusive base rate paid to in-state children's hospitals. Children's hospitals shall be 
defined as hospitals designated as Children's hospitals by eMS under the Medicare 
inpatient prospective payment system. 

b. For an out-of-state rural hospital, the DRG base rate shall equal the bottom quartile DRG 
all-inclusive base rate paid to in-state rural hospitals. Rural hospitals shall be defined as 
hospitals located in rural areas as designated by eMS in the Medicare inpatient 
prospective payment system. 

c. For an out-of-state urban hospital, the DRG base rate shall equal the bottom quartile 
DRG all-inclusive base rate paid to in-state urban hospitals. Urban hospitals shall be 
defined as hospitals located in urban areas as designated by eMS in the Medicare 
inpatient prospective payment system. 

3. An out-of-state provider shall not be eligible to receive high volume per diem add-on 
payments, indirect medical education reimbursement or disproportionate share hospital 
payments. 

4. The department shall make a cost outlier payment for an approved discbaige meeting 
Medicaid criteria for a cost outlier for each Medicare DRG. A cost outlier shall be subject to 
Quality Improvement Organization review and approval. 

a. The department shall determine the cost outlier threshold for an out-of-state claim using 
the same method used to determine the cost outlier threshold for an in-state claim. 

b. The department shall calculate the estimated cost of each discharge, for purposes of 
comparing the estimated cost of each discharge to the outlier threshold by multiplying the 
sum of the hospital-specific operating and capital-related mean cost-to-charge ratios by 
the discharge-allowed charges. . 

c. The department shall use the Medicare operating the capital-related cost-to-charge ratios 
, published in the Federal Register for outlier payment calculations as of October 1 of the 
year immediately preceding the start of the universal rate year. 

d. The outlier payment amount shall equal eighty (80) percent of the amount which 
estimated costs exceed the discharge's outlier threshold. 

B. As of November 15,2007, the department shall reimburse an acute care out-of-state hospital, 
except for a children's hos~itaI located in a Metropolitan Statistical Area as defined by the United 
States Office of Management and Budget whose boundaries overlap Kentucky and a bordering 
state, for inpatient care: 

1. On a fully-prospective per discharge basis based on the patient's diagnostic category; and 

2. An all-inclusive ra~. 
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C. As of November 15.2007, the all-inclusive rate referenced in subsection B.2 of this section shall: 

1. Equal the facility-specific Medicare base rate multiplied by the Kentucky-specific DRO 
relative weights, except that the DRO relative weights shall exclude any provider tax 
adjustment for in-state hospitals; 

2. Exclude: 

a. Medicare indirect medical education cost or reimbursement 

b. Direct graduate medical education cost payment amounts; 

c. High volume per diem add-on reimbursement; 

d. Disproportionate share hospital distributions; 

e. Any adjustment mandated for in-state hospitals; and 

f. Graduate medical education costs; and 

3. Include a cost outlier payment if the associated discharge meets the cost outlier criteria; 

a. The department shall determine the cost outlier threshold for an out-of-state claim using 
the same method used to determine the cost outlier threshold for an in-state claim; 

b. The department shall calculate the estimated cost of each discharge, for purposes of 
comparing the estimated cost of each discharge to the outlier threshold, by multiplying 
the surri of the hospital-specific operating and capital-related mean cost-to-charge ratios 
by the discharge-allowed charges; 

c. The department shall use the Medicare operating and capital-related cost-to-charge 
ratios published in the Federal Register for outlier payment calculations as of October 1 
of the year immediately preceding ~e start of the universal rate year; and 

d. The outlier payment amount shall equal eighty (80) percent of the amount which 
estimated costs exceed the discharge's outlier threshold. 

D. As of November 15,2007, the department shall reimburse for inpatient acute care provided by an 
out-of-state children's hospital located in a Metropolitan Statistical Area as dermed by the United 
States Office of Management and Budget and whose boundaries overlap Kentucky and a 
bordering state, a DRG base rate equal to the average DRG base rate paid to in-state children's 
hospitals. 

E. As of January 5, 2009, the department shall reimburse an acute care out-of-state hospital, except 
for a children's hospitallQcated in a Metropolitan Statistical Area as defined by the United States 
Office of Management and Budget whose boundaries overlap Kentucky and bordering state, and 
except for Vanderbilt Medical Center, for inpatient care: 

1. On a fully-prospective per discbarge basis based on the patient's diagnostic category; and 

2. An all-inclusive rate. 

a. The all-inclusive rate referenced in subsection (l0)E.2. of this section shall: 
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a) 0.7065; and 

b) The Kentucky-specific DRG relative weights after the relative weights have 
been reduced by twenty (20) percent; 

2) Exclude: 

a) Medicare indirect medical education cost or reimbursement; 

b) High volume per diem add-on reimbursement; 

c) Disproportionate share hospital distributions; and 

d) An adjustment for the provider tax; and 

3) Include a cost outlier payment if the associated discharge meets the cost outlier 
criteria established in item (2)A.15 of this attachment. 

a) The department shall determine the cost outlier threshold for an out-of-state 
claim usiDg the same method used to determine the cost outlier threshold for an 
in-state claim; 

b) The department shall calculate the estimated cost of each discharge, for purposes 
of comparing the estimated cost of each discharge to the outlier threshold, by 
multiplying the sum of the hospital-specific operating and capital-related mean 
cost-to-charge ratios by the discharge-allowed charges; 

c) The department shall use the Medicare operating and capital-related cost-to­
charge ratios published in the Federal Register for outlier payment calculations 
as of October 1 of the year immediately preceding the start of the universal rate 
year; and, 

d) The outlier payment amount shall equal eighty (80) percent of the amount which 
estimated costs exceed the discharge's outlier threshold. 

b. The department shall reimburse for inpatient acute care provided by an out-of-state 
children's hospital located in a Metropolitan Statistical Area as defined by the United 
States Office of Management and Budget and whose boundaries overlap Kentucky and a 
bordering state, and except for Vanderbilt Medical Center, and all-inclusive rate equal to 
the average all-inclusive base rate paid to in-state children's hospitals. 

c. The department shall reimburse for inpatient care provided by Vanderbilt Medical Center 
at the Medicare operating and capital-related cost-to-charge, extracted from the CMS 
IPPS Pricer Program in effect at the time the care was provided, multiplied by eighty-five 
(85) percent. For example, if care was provided on September 13,2008, the cost-to­
charge ratio used shall be the cost-to-charge ratio extfclcted from the CMS IPPS Pricer 
Program in effect on September 13,2008. 

d. An out-of-state provider shall not be eligible to receive high volume per diem add-on 
payments, indirect medical education reimbursement or disproportionate share hospital 
payments. 

e. The department shall make a cost outlier payment for an approved discharge meeting 
Medicaid criteria for a cost outlier for each Medicare DRG. A cost outlier shall be 
subject to Quality Improvement Organization review and approval. 
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1) The department shall determine the cost outlier threshold for an out-of-state claim 
using the same method used to determine the cost outlier threshold for an in-state 
claim. 

2) The department shall calculate the estimat~d cost of each discharge, for purposes of 
comparing the estimated cost of each discharge to the outlier threshold, by 
multiplying the sum of the hospital-specific operating and capital-related mean cost-
to-charge ratios by the discharge-allowed charges. ' 

3) The department shall use the Medicare operating and capital-related cost-to-charge 
ratios published in the Federal Register for outlier payment calculations as of 
October 1 of the year immediately preceding the start of the universal rate year. 

4) The outlier payment amount shall equal eighty (80) percent for the amount which 
estimated costs exceed the discharge's outlier threshold. 

G. The department shall make a cost outlier payment for an approved discharge meeting 
Medicaid criteria for a cost outlier for each Medicare DRG. A cost outlier shall be subject to 
Quality Improvement Organization review and approval. 

1. The department shall determine the cost outlier threshold for an out-of-state claim using the 
same method used to determine the cost outlier threshold for an in-state claim. 

2. The department shall calculate the estimated cost of each discharge, for purposes of 
comparing the estimated cost of each discharge to the outlier threshold, by multiplying the 
sum of the hospital-specific operating and capital-related mean cost-to-charge ratios by the 
discharge-allowed charges. 

3. The department shall use the Medicare operating and capital-related cost-to-charge ratios 
published in the Federal Register for outlier payment calculations as of October 1 of the year 
immediately preceding the start of the universal rate year. 

4. The outlier payment amount shall equal eighty (80) percent of the amount which 
estimated costs exceed the discharge's outlier threshold. 
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