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Dear Mr. Soura:

We have reviewed the proposed amendment to Attachment 4.19-A of your Medicaid state plan
submitted under transmittal number (TN) 13-024. Effective October 1, 2013 this amendment
proposes to revise the payment methodology for inpatient hospital services. Specifically, this
amendment proposes to update the base year cost reports used to determine the interim
disproportionate share hospital payments (DSH) payments to fiscal year end 2012; trend cost
data to the payment year; implement a healthy outcomes initiative program (HOP) to better
manage chronically ill patients; reduce hospital base DSH payment by 10% if they do not
participate in the HOP and redistribute this amount to hospital that participate; create a $20.0
million DSH pool for rural hospitals that participate in the HOP; and require hospitals to submit
claims level detail for all uninsured individuals services eligible for DSH payments.

We conducted our review of your submittal according to the statutory requirements at
sections 1902(a), 1902(a)(13), 1902(a)(30), 1903(a) and 1923 of the Social Security Act and
the implementing Federal regulations at 42 CFR Part 447. We have found that the proposed
changes in payment methodology comply with applicable requirements and therefore have
approved them with an effective date of October 1, 2013. We are enclosing the CMS-179
and the amended approved plan pages.

If you have any questions, please call Stanley Fields at (502) 223-5332.
Sincerely,

]/’éw t V’;—/
imothy Hill

Director
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ATTACHMENT 4.19-A

PAGE 27
VII. Disproportionate Share
A. Pavments
Disproportionate share hospital (DSH) payments shall be made in accordance
with the requirements of Section 1923 of the Social Security Act. DSH

payments will be paid to those facilities meeting the requirements gpecified
in Section II 12. PFor clarification purposes, the South Carclina Medicaid
State Plan rate yvear for DSH payment purposes is October 1 through September
30. For PFFY 2014 interim DSH payments, cualification data will be baged
upon each hospital’s fiscal yvear 2012 cost reporting period.

3. Effective for the Octcber 1, 2013 - September 30, 2014 DSE payment
period, the interim hospital specific DSH limit will be set as follows:

&. The interim hospital specific DSH limit for all sC general acute
care hospitals that contract with the SC Medicaid Program will be
equal to one hundred percent {100%) of the unreimbursed hospital
cost for all {i.e. SC and out-of-state) uninsured patients, all
Medicaid fee for service patients, all Medicaid managed care
patients (including PACE Program participants), sC dual
{(Medicare/Medicaid) eligible patients, and all Medicaid patients
who have ippatient and outpatient hospital servicesg reimbursed by
a commercial carrier. The hospital specific DSH limit for all
general acute care border hospitals (in North Carolina and Georgia)
and SC non-general acute care hospitals contracting with the SC
Medicaid Program will be egual to fifty percent (50%) of the
unreimbursed hospital cos:t fer SC uninsured patients, SC Medicaid
fee for sgervice patients, 8C Medicaid managed care patients
(including PACE Program participants), SC dual (Medicare/Medicaid)
eligible patients, and SC Medicaid patients who have inpatient and
outpatient hospital services reimbursed by a commercial carrier.
The hospital specific DSH limit for all SC non-general acute care
hospitals contracting with the 8C Medicaid Program will equal to
fifty percent (50%) of the unreimbursed hospital cost for all (i.e.
8C and out-of-state) uninsured patients, all Medicaid fee for
service patients, all Medicaid managed care patients (including
PACE Program participants), SC duzl {(Medicare/Medicaid) eligible
patients, and all Medicaid patients who have irpatient and
outpatient hogpital services reimbursed by a commercial carrier.
The December 19, 2008 Final Rule (as well as instructions/guidance
provided by Myers and Stauffer) relating to the audits of the
Medicaid DSH plans will be the guiding document that hospitals must
use in providing the DSH data. The stand alone SCHIP Program named
‘*Healthy Connections Kidg’’ merged into the Medicaid Managed Care
Program effective October I, 2010 and thus its costs can be inecluded
in the calculation of the interim hospital specific DSH limit.

Except for the SC Department of Mental Health {SCDMH) hospitals,
for FFY 2014, each hospital‘s interim hospital specific¢ DSHE limit
will be calculated as follows:

i) The unreimbursed cost of providing inpatient and outpatient hospital
servicas to the uninsured, Medicaid fee for service, Medicaid MCO
enrollees, dual eligibles, and Medicaid eligibles who have inpatient
and outpatient hospital services reimbursed by a commercial carrier
will be determined Ly taking each hospital‘s fiscal vear 2012 cost
reporting pericd charges for each group listed

SC 13-024
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above and multiplying that by the hespital's applicable FY 2012 unadiusted
inpatient and outpatient hospital cost to charge ratios (i.e. Medicaid and
Medicare} to determine the base vear cost for this group. In order ta
inflate each hospital’s base year cost determined for each group identified
above, each hospital’s cost will be inflated from the base year to
December 31, 2012 using the applicable CMS Market Basket Tndex described
in (A)(4) of thiz gection. The inflated cost of each hospital for each
roup determined above will be swmed and reduced by payments received from
or for all uninsured patients, ali Medicaid fee for service, =211 dual
eligibles, all Medicaid eligibles who have inpatient and outpatient
hospital services reimbursed by a commercial carrier, and all Medicaid
maraged care patients to determine the total unreimbursed cost for each
DSH hospital. oCut of state border DSH qualifving hospitals and 8C non-
general acute care DSH qualifying hospitals will only report revenue
raceived from 8C residents. However, bacause of the Medicaid fee for service
payment increase effective October 1, 2013, EFY 2012 Msdicaid Managed Care
Fayments and Medicaid payments will be increased appropriately for sach
hospital based upon its specific payment increase sffective Dctober 1,

2013.

For FFY 2014, sach SCDMH hospital’s interim hospital specific DSH limit
will be calculated using FYE June 30, 2012 cost report data for all of
its Medicaid fee for service, uninsured, all dual {Medicars/Medicaid)
eligible, and all Medicaid eligibles who have inpatient hospital services
reimbursed by a commercial carrier. Each hospital’s total allowable cost
will be inflated from the base year to December 31, 2012 using the CMS
Market Basket Index described in (A} (4) of this section. The inflated cost
will be divided by total FYE June 30, 2012 acute care hospital davs to
determine a cost per day amount. This cost per day amount will he multiplied
by the FYE June 30, 2012 acute care hospital days associated with all
Madicaid fee for service, uninsured, all dusl eligikle, and all Medicaid
eligibles who have inpatient hespital services reimbursed by a commercial
carrier to determine the total amount of cost eligible under the hospical
specific DSE limit, The inflated cost of each hospital determined above
will be reduced by payments received from or for all Medicaid fee for
service, uninsured patients, all dual eligibles, and all Medicaid eligibles
vho have inpatient and outpatient hospital services reimburged by a
commercial carrier to determine the total unreimbursed cost of sach DSH
hospital. 1In the event that any of tha SCDMH hospitals provided inpatient
hospital services for Medicaid managed care patients during FYE June 30,
2012, the previous methodology outlined above will be used to determine
the unreimbursed Medicaid managed care cost to be added to the
unreimbursed uningured cost previously described.

For new 8. C. general acute care hospitals which entér the SC Medicaid
Program during the October 1, 2013 ~ September 30, 2014 Dag Payment Period,
their interim hospital specific DSH limite will be baszed uapon projected

DSH
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gualification, cost, charge and payment data that will be subseguently
adjusted to reflect the audited DSH gualification, cost, charge and payment
data resulting from the audit of the Dctober 1, 2013 through September 30,
2014 Medicaid State Plan rate year.

For the FFY 2013/2014 DSH payment period, the Medicaid Agency created the
“‘Medicaid Accountability & Quality Improvement initiative'’. The purpose
of this initiative is to inecrease value and transparency in the current
system, invest in hotspots of poor health, reduce per capita costs, and
improve health outcomes. Through managing care for the chronically
uningured and ensuring access, the South Carolina Department of Health and
Human Services (SCDHHS) will collakeorate with other providers and health
care organizations to improve health care value in South Carelina (8C) oy

improving outcomes and reducing per capita costs.

The Medicaid Disproportionate Share payment program effective Octcber 1,
2013 will be impacted by this initiative in two ways. First, the agency
will create a separate $20 million (total dollar) DSH pool from the existing
FFY 2013/2014 DSH allotment that will be spread among the Scuth Carolina
defined general scute care rural hospitals as defined in Atvachment 4.19-
A of the SC Medicaid State Plan. This pool payment will be in addition to
the 3C defined general acute care rural hospital base DSH payment amount
determined in accordance with the PFY 2013/2014 DSH paynent methodology.
In order for each South Carolina Medicaid-definead general acute care rural
heospital to receive the f£ull coverage of its uncompensated care (not to
exceed $20 million in the aggregate), each 8C Medicaid-defined general
acute care rural hospital must participate in the Healthy Outcomes
initiative. Failure to participate in the Healthy cutcomes Initiative will
result in the SC defined general acute care rural hospital becoming
ineligible to receive any of the $20 million DSH pool funding available.
Any remaining balance of the $20 million DSH pool funding that may becoms
available will be redistributed among the SC Medicaid defined general acute
care rural hospitals that participated in the Healthy Outcemes Tnitiative
based upon the unreimbursed DSH costs of the 8C defined rural hogpitals
eligible to receive the payment up to its hospital specific DSE limit.

In order for the sC defined general acute care non-rural hospitals to
receive one-hundred percent (100%) of its calculated DSH payment for the
DSH payment period begimming October 1, 2013, each hospital will also be
required to participate in the Healthy Outcomes Initiative. 8C defined
general acute care non-rural DSH hospitals that choose not to participate
in the Healthy Outcomes Initiative will only rxeceive nminety percent {(90%)
of its calculated DSH payment for the FFY 2013/2014 DSH payment period and
any remaining balance (i.e.10%) that may become available will be
redistributed among the SC defined general acute care non-rural DSH
hespitals that participated in the Healthy Outcomes Initiative based upon
the percentage of their remaining unreimbursed DSH cost to the total
remaining unreimbursed DSH costs of the 8C general acute cars non-rural
DSH hospitals eligible to receive the payment up to its hospital specific
DsE limit. SCDME hespitals are not reguirved to participate in this
initiative since they do not provide E/R services.

Finally, under this initiative, the agency will ensure that all DSH-
eligible hospitals except those exempted under each requirement will
participate inm the Disproportiomate Share Payment Accountability
Initiative. Therefore, effective on the following dates the following
reguirements must be implemented and put into effect by

8C 13-024
EFFECTIVE DATE: 10/01/13

RO APPROVAL:JUN () 8 2019

SUPERCEDES: £C 12-024



ATTACHMENT 4.19-a
PAGE 28a.1

all DSH-eligible hospitals in order to continue to receive DSH payments
from the SC Medicaid Program beginning with the FFY 2013/2014 DSH payment
period as determined in accordance with the changes outlined below:

1. For all DSH survey respconses due on or after January 1, 2014, hospitals
(except DMH Hospitals) shall submit full claims data for DSH claims in
responsa to the annmual DSH survey. The data should be submitted in a
commenly acceptable format, such as a comma-delimited text file or a
Microscft Excel or Access database. Beginning with the annual DsH
survey for the October 1, 2013 through September 30, 2014 DEH payment
pericd, each hospital (except SCDMH hospitalsg) will be reguired to file
D8H claims data applicable to each hospitals fiscal year end 2012 cost
reporting period. In addition to the standard data elements that are
agsociated with claims data, the submission should indicate ths amount
of funds collected on each claim. The entire DSH payment for any
hospital {except a SCDMH hospital) that does not submit such data may

be denied.

2. Effective for discharges/services provided on and after April 1, 2014,
hospitals (except out-of-state horder hospitals and SCDMH hospitals)
mugt provide a certification from the CEO or CFO that the hospital is
fellowing SCDHHS's recommended workflow or an SCDHHS-approved
alternative workflow to ensure that Medicaid and the DSH program are
the payor of last resort. SCDHHS mey audit a sample of each hospital's
records to determine the percentage of the hospital’s uninsured patient
population for which compliance with the workflow has not been
documented. Based upcn the results of the audit, for any hospital
(except for an cut-of-state border hospital or a SCDMH hospital), SCDHHS
may reduce the hospital’s DSH payment for up to four gquarters by .5%
for every 5% of the hospital’s uninsured patient propulation for which
compliance with the workflow has not been documented. However, no
penalty will be assessed against the first 5% of the hospital’'s
uningured patient population for which compliance with the workflow has
not been documented.

As part of the Healthy Outcomes Initiative, the SCDHHS will create three
separate DSH pools for the calculation of the interim DSH payments effective
October 1, 2013. The first DSH pool will represent the unreimbursed costs
of the uninsured and Medicaid eligible recipients receiving inpatient
psychiatric hospital services provided by South Carolina Department of
Mental Health (SCDMH) hospitals. Under this ponl, the SCDMH hospitals will
receive (in the aggregats} up to one hundred percent of their specific DSH
limit but not to exceed the aggregate FFY 2010 base DSH allotment payment
amounts of all of the SCDMH hospitals. KNext, a $20 million DSH pool will
be establighed from the existing FFY 2014 DSH allotment for the SC defined
rural hospitals as described above. Finally, the remaining DSH allotment
amount beginning October 1, 2013 will be available to all DSH eligible
hospitals except for those operated by the SC Department of Mental Health
(SCDMHE) . In the event that the sum of the hospital specific DSH limits of
the 8C defined rural and non-rural DSH gqualifying hospitals exceeds the
sum of DSH payment pool #3 beginning October 1, 2013, the hospital specific
DSH limits will be decreased proportionately to ensure the hospital
specific DSH limits are within the D8H payment pool #3 amount. In the
event that the sum of the adjusted hospital specific DSH limits (i.e. 100%
of the hospital specific DSH limit less the payment amount from DSH pool
#3) of the SC defined rural hospitals exceeds payment pool #2, the adjusted
hospital specific DSH limit will be

sSC  13-024
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decreased proportionately to esnsure that the hospital specific DSH limits
are within the DSH payment pool #2 amount.

The October 1, 2013 - September 30, 2014 annual aggregate DSH payment amounts
will not exceed the October 1, 2013 - September 30, 2014 annual DSH allotment

amount .

Effective on or after October 1, 2013, the South Carclina Department of Health
and Human Services established gualification criteria that will be used to
determine those general acute care and long term acute care Disproportionate
Share (DSH) hospitals that will be subject to a reduction in their federal
fiscal year (FFY) 2013/2014 DSH payments. The qualification criteria will be
developed using as filed hospital fiscal year (HFY) 2011 South Carolina
Medicaid fee for service and uninsured individuals’ total inpatient and
outpatient hospital costs, South Carclina Medicaid Managed Care Organization
{MCO) enrollees total inpatient and outpatient hospital costs, and the
Medicare/Medicaid eligible and Medicaid/Commercial inpatient and outpatient
hospital costs. These costs, whivh will be deemed as “DSH Eligible Costs”,
will be accumulated by hospital and then divided by each hospital’s as filed
Fr 2010 total inpatient and outpatient hospital costs to determine its portion
of total inpatient and ocutpatient hospital costs associated with providing
sarvices to low income individuals. A *DSH Eligible Costs” statewide weighted
average rate will be determined by taking the sum of the *DSH Eligible Costs?
and dividing it by the sum of the HFY 2011 (or 2012 data if a new DSH
hospital! total inpatient and outpatient hospital costs of all general acute
and long term acute care DSH qualifying hospitals which filed a HFY 2011 {or
2012 data if a new DSH hospital) cost report. All general acute care and long
term acute care DSH qualifyving hospitals falling under the statewids average
rate will be subject to the FFY 2013/2014 DSH payment reduction except for
those general acute care and long texm acute care DSH hospitals that were
exempted frem the July 11, 2011 Medicaid inpatient and outpatient hospical
payment reductions (i.e. these hospitals will be exempted from the DSH payment
reduction previously described). Each impacted general acute care and long
term acute care DSH hospital will receive its proportionate share of the
annual DSH payment reduction amount based upon its FFY 2012/2013 interim DsH
payment amounts. The total FFY 2013/2014 DSH payment reduction, on an annual
basis, will amount to $8,736,559. This funding will then be redistributed to
the remaining DSH eligible hospitals (excluding those operated by the 5C
Department of Mental Health). Upon completion of the FFY 2014 Medicaid DSH
audit, the "DSH Eligible Costs” statewide average rate will be recalculated
based upon auvdited FFY 2014 data to finalize the hospitals gubject to the
$8,736,559 DSH payment reduction for FFY 2014 using the methodology previously

described.

The following CMS Market Basket index will be applied to hospitals'
base vear cost.

Cy 2012 3.0%

aAll disproportionate share payments will be made by adjustments during
the applicable time period.

Effective October 1, 2010, all interim DSH payments will become final
upon audit of the applicable Medicaid State Plan Rate Year. See section
IX(C) (1) (b)for additional information.

SC 13-024
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Retrospective Hospital Cost Settlement Methodology For Qualifving Rural
Hospitals and Oualirving Burn Intensive Cere Unit Hospltal:

The following methodoclogy describes the inpatient hospital cost
settlement process for qualifying hospitals effective for
services provided on or after October 1, 2013.

A cost-to-charge ratio will be calculated for Medicaid inpatient claims.
This ratic will be calculated using cost from worksheet B part I,
charges from worksheet ¢, Medicaid and total days from wocrksheet §-3
and Medicaid settlement datd from worksheet D-3. For each routine cost
center, a per diem cost will be determined by dividing the allowable
cost as reported on worksheer B part I (after removing swing bed cost
and reclassifying observation cost) by total days as reported on
worksheet 5-3. This per diem will then be multiplied by Medicaid days
as reported on worksheet S-3 in order to determine Medicaid routine
cost. For ancillary cost centers, a cost-to-charge ratio will be
calculated by dividing cost as reported on worksheet B part I by total
charges from worksheet C. Medicaild cost for each ancillary cost center
will be determined by multiplying this ratio by Medicaid charges as
reported on workgheet D-3. The cost-to-charge ratio will be determined
by dividing the sum of the calculated Medicaid routine and ancillary
cost by the sum of the Medicaid charges as reported on worksheet E-3
{routine) and D-3 ({ancillarv}. Charges not covered by the hospital
payment system, such as CRNA and ambulance, must be excluded from this

¢calculation.

Total allowable Medicaid cost will be determined at the time of cost
settlement by multiplyving the cost-to-charge ratio as calculated above
by Medicaid allowed charges. Medicaid allowed charges will be
determined by multiplying covered Medicaid billed charges by the ratio
of covered to bkilled days. {This will remove charges for patients
that are not covered for their entire stay).

The interim retrospective cost settlement amount will be determined by
subtracting payments received from the allowable cost determined above.
The payment amount includes Mars report payments and non Mars Report
adjustments that were processed during the cost reporting/settlement
period. Examples of these adjustments are small hosgpital access
payments, interim cost settlement payments, etc. All interim
retrospective cost settlements will be subject to finmal audit. Any
underpayment/ {(overpayment) identified as a result of the final audit
will be paid or recouped accordingly.

sC  13-024
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worksheets such as the DSH survey, are subiject to audit by the DHHS or its designee.
The audited information will be uzed for future rate calculations, retrospective cost

settlements,

disproportionate share program reguirements, utilization review

contractor requirements and other analyses.

I.

Hospital Cost Resports

All hospital cost reports will be desk audited in order to determine the
SC Medicaid portion of each hospital’s cost. This desk-audited data will
be used in cost settlement and DSH payment calculaticns and will be
subject to audit.

a. Supplemental werksheets submitted by hospitals for the

disproportionate share program will be reviewed for accuracy and
reasonableness by DHHS. Beginning with the 2005 DSH period, the DSH
program will undergo an audit by an independent auditor. The findings
from these audits could result in educational intervention to ensure

accurate reporting.

. As reguired by Section 1923(j) of the Social Security Act related

te auditing and reporting of Disproportionate Share Hospital {DEH)
paymentsg, the Medicald Agency will implement procedures to comply
with the DSH hospital payments final rule issued in the December
1%, 2008, Federal Register, with effective date of Januvary 1%, 2009,
to ensure that the hospital specific DSH limits have not bsen
exceeded. The redistribution methodology described below effective
for the DSH payment periods beginning on and after Octeber 1, 2011
will ensure that the final DSH payments received by each DSH
hospital will not exceed its hospital specific DSH limit determined
for the Medicaid State Plan Rate Year being audited.

e Firsc, SCDHHS will create three separate DSH pools. (1) - &
state owned governmental long term psych hospitals; (2) out
of state border DSH qualifying hospitals; and (3) - &C
qualifying DSH Hospitals.

¢ Next, the SCDHHS will redistribute the interim DSH payments
made to the hospitals contained within DSH pools (1) and (3}
based upon the audited hospital specific DSH limits contained
within the DSH audit report for the Medicaid State Plan Rate
Year being audited. The final DSH payment amounts for
hospitals contained within DSH pools (1) and (3} will be
calculated in accordance with the methodology and pools
contained within Section VII(a) (1) {a} ({(iv) and {(v) of
Attachment 4.19-A, less any DSH payments made to hospitals
contained within DSH pool (2). The DSH payments for hospitals
contained within DSH pool (2) will be considers settled as
paid,
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