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E. Reimbursement for hospital inpatient services provided by State Hospitals under the 
jurisdiction of the State Department of Developmental Services and Mental Health will be 
exempt from Section I. through XVI. of this Plan. Payment for services to these providers 
will be under Medicare retrospective reimbursement principles; audit, administrative and 
appeal procedures; and applicable cost ceiling limitations. 

F. Each provider shall be notified of the ARPDL and PGRPDL at the time of tentative andlor 
final PIRL settlements. If only a final PIRL settlement is issued, it shall take the place of 
both the tentative and final PIRL settlement. 

G. Payments for Medicare covered services provided to Medicarehledi-Cal crossover 
patients shall not be subject to the limitations specified in this part of the Plan. These 
services shall be reimbursed only for the Medicare deductibles and co-insurance amounts. 
The deductibles and co-insurance amounts shall not exceed the state reimbursement 
maximums. State reimbursement maximums shall be the interim rate times Medi-Cal 
charges after consideration of the Medicare payment. 

H. Payment for skilled nursing facility services shall be made in accordance with Section 
5151 1. 

I. Payment for intermediate care facility services shall be inade in accordsnce with Section 
51510. 

J. Hospitals that elect to provide transitional inpatient care services by voluntarily entering 
into a transitional inpatient care contract will receive a reimbursement rate that is modeled 
on the distinct-part nursing facility reimbursement rates, and includes increases for 
components of the transitional inpatient care program that are not part of the distinct-part 
nursing facility rate. (For details about the payment methodology, refer to Supplement 2 
to Attachment 4.19D for the "Study to Determine Rates for Transitional Inpatient Care".) 

K. Hospitals that do not elect to voluntarily enter into a transitional inpatient care contract, 
but are located in a geographic area where a transitional inpatient care contractor(s) exists, 
may transfer a TC patient to a contract facility. Until the patient is transferred, the 
hospital will be reimbursed in the same manner and at the same rate as a hospital that has 
voluntarily entered into a transitional inpatient care contract. This rate is higher than that 
paid for nursing facility services alone, but lower than the acute inpatient hospital rate. 
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L. 1) Allowable costs, as that term is used in Section II.A.2, and elsewhere in this 
Attachment 4.1 9-A, shall not include provider expenditures to assist, promote,or 
deter union organizing to the extent such expenditures are paid by the provider 
with State fimds. Definitions applicable to tlus paragraph L are set forth below in 
subparagraphs 2) and 3). 

2) "Assist, promote, or deter union organizing" means any attempt by the provider 
to influence the decision of its employees in California, or the California 
employees of its subcontractors, regarding either of the following: 

(a) Whether to support or oppose a labor organization that represents or 
seeks to represent employees. 

(b) Whether to become a member of any labor organization. 

3) "State funds" means California State Treasury funds or California State special 
or trust h d s  received by the provider on account of the provider's participation 
in a California state program. If State funds and other funds are commingled, any 
expenditures to assist, promote, or deter union organizing shall be allocated 
between State fimds and other funds on a pro rata basis. 

4) Any costs, including legal and consulting fees and salaries of supervisors and 
employees, incurred for research for, or preparation, planning, or coordination of, 
or canying out, an activity to assist, promote, or deter union organizing shall be 
treated as paid or incurred for that activity. 

5) To the extent the costs are not for expenditures to assist, promote, or deter 
union organizing, reasonable costs incurred are allowable for activities, such as: 

(a) Addressing a grievance or negotiating or administering a collective 
bargaining agreement. 

(b) Allowing a labor organization or its representatives access to the 
provider's facilities or property. 

(c) Performing an activity required by federal or state law or by a 
collective bargaining agreement. 

(d) Negotiating, entering into, or carrying out a voluntary recognition 
agreement with a labor organization. 
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111. METHODS OF PAYMENT 

A. The methods of payment for inpatient hospital services under 
the MIRL shall include the following: 

1) An ARPD that shall be retrospectively established for 
each provider's tentative and final settlement fiscal 
period. The ARPD shall: 

(a) Apply to all non-contract Medi-Cal inpatient covered 
services provided by the provider during its 
settlement fiscal period. It shall be based upon 
the statistics included in the providers Medi-Cal 
cost or audit report. 

(b) Be updated annually to reflect reimbursable changes 
in factor input prices, service intensity, 
technology, productivity, ;?atient volume, and other 
items as allowed through the and appeals process. 

2 )  An interim payment rate based upon an actual or 
projected reimbursable cost to charge ratio. 

(a) The current interim payment rate shall be based on 
the lower of the following: 

1. The latest tentative settlement fiscal period 
for which a final settlement has not been 
issued. 

2. The latest final (which also includes 
recalculated finals) settlement fiscal period 
reimbursable cost-to-allowable customary 
charge ratio expressed as a percentage, rounded 
to the nearest whole integer, up or down. 

(b) Interim payment rates calculated under A. may use 
data from settlements that have been previously 
issued if needed to determine the lower of 1) and 2 )  
above. 

(c) When newly-established providers do not have cost 
experience which to base a determination of an 
interim rate of payment the Department will use the 
following methods to determine an appropriate rate: 

1. If there is a provider or providers comparable 
in substantially all relevant factors to the 
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B. Within the time specified in 42 CFR 433.316 - 433.320, the 
State will refund to HCFA the federal share of the provider 
overpayments, unless the overpayment debt has been discharged 
in bankruptcy or is otherwise uncollectable as specified in 42 
USC Section 1396 b (d) ( 2 )  (Dl . 

V. REIMBURSEMENT FORMULA 

A. A hospital cost index (HCI) shall be established for each 
provider. This index shall consist of an input price index 
(IPI) and shall contain an allowance for changes in scientific 
and technological advancement; service intensity and 
productivity. The allowance shall be called the Service 
Intensity, Productivity, Scientific and Technological 
Advancement Factor (SIPTF) . The HCI shall be calculated: 

11 To account for actual changes in the IPI after the close 
of sach provider's accounting period. - - 

2) By multiplying the HCI by the non-pass-through portion of 
the provider's MIRL reimbursement rate per discharge 
(tentative or final) for the prior fiscal period to 
determine the non-pass-through portion of its ARPD for the 
settlement fiscal period. 

B. The prior period shall always be the base period for each 
settlement. 

C. For the initial base period only, the non-pass-through portion 
.- of the ARPD shall be calcula~ed as follows: 

1) Step 1, add the amount of TPL for the inizial base period 
to the MIRL (lowest of 51536 (a) (1) - ( 3 )  ) which includes 
amounts reimbursed under the AA and appeals process for 
the initial base period. 

2) Step 2, recalculate Medi-Cal discharges for any initial 
base period in accordance with the definition of Medi-Cal 
discharges contained in Section 11. of this Plan. 

(a) The Department shall notify the provider of the 
revised count of Medi-Cal discharges for the initial 
base period. 

(b) The provider may file an AAR on the count of Medi-Cal 
discharges for the initial base period only and only 
as it is used in the settlement period MIRL. The AAR 

iupersedes 
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must be filed within 60 days of notification of the 
number of Medi-Cal discharges for the initial base 
period. 

(c) The provider may file an appeal of the Department's 
response to the AAR in accordance with Section VIII. 
of this Plan. 

3) Step 3, divide the result of step 1 by the result of 
step 2. 

4 )  Step 4, multiply the percentage of non-pass-through costs 
for the initial base period by the result of step 3. 

5 )  Use the result of step 4 in place of the PNPARPD in the 
ARPD formula in D. below. 

D. The ARPD shall be caJ-culated as follows: 

ARPD = PASPD + NPARPD . 
= PASPD + (PNPARPD * HCI) 
= (TPTC/THD) + (PNPARPD * ((AIPI * CMAF) + SIPTF)) 

Where ARPD = All-inclusive Rate Per Discharge. 
PASPD = Pass through per discharge = TPTC/THD 
TPTC = Total pass through costs in the settlement fiscal 

period. 

THD = Total hospital discharges in the settlement fiscal 
period. 

NPARPD = Non-Pass-through All-inclusive Rate Per Discharge. 

NPARPD = PNPARPD * HCI. 

PNPARPD = Prior year Non-Pass-through portion of the MIRL 
reimbursement rate per discharge which is, 
((PMIRL - (PMCDIS * (PTPTC/PTHD)) )/PMCDIS) 

Where : 

PMIRL 
PMCDIS 
PTPTC 
PTHD 

Prior 
Prior 
Prior 
Prior 

fiscal 
fiscal 
fiscal 
fiscal 

period 
period 
period 
period 

MIRL. 
number of Medi-Cal discharges. 
total pass through costs. 
total hospital discharges 

HCI = Hospital Cost Index = 

( (AIPI) **  (Days/730) 1 * CMAF) + (SIPTF. ** (Days/730) ) 

iupersedes 
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If the prior or settlement fiscal period is long (over 370 days) 
or short (under 360 days) . If both fiscal periods are over 359 
days and under 371 days HCI = (AIPI * CMAF) + SIPTF. 

Where : 

AIPI = ~djusted Input Price Index 

SIPTF = Allowance for Service Intensity, Productivity, and 
Scientific and Teckmological Advancement Factor. 

Days = Sum of days in the current and prior fiscal periods. 

CMAF = Case mix adjustment factor. 

* = Multiplication. 
* *  = Exponentiation. 

E. An annus1 allowance for service intensity. pro&ucti7~ity and 
scientific and technological advancement stall be added to the 
allowable increase in the non-pass-through portion of the ARPD, as 
detaileri in the formulas in this part of the Plan. This allowance 
shall be in addition to reimbursement for pass-through categories and 
shall be the net amount of changes for scientific and techological 
advancement, productivity improvement and service intensity, if any 
(excluding case mix), as recommended annually by the Prospective 
Payment Assessment Commission for the Medicare PPS for all FPEs 
during the PPS effective dates of the recommended allowance. 

F. The pass-through categories are those hospital cost categcries 
which, for purposes of te~tative and final settlement, are riot 
subject to the HCI 

1) Each pass-through category is listed below: 

(a) Depreciation. 
(b) Rents and Leases. 
(c) Interest. 
(d) Property Taxes and License Fees 
(e) Utility Expenses. 
(f) Malpractice Insurance. 

G. An IPI shall be established to compute the reimbursable change in 
the prices of goods and services purchased by the providers 
(except for pass-throughs). The IPI shall consist of a market 
basket classification of goods and services purchas~d by 
providers, a corresponding set of market basket weights derived 
from each provider's own mix of purchased goods and services, and 
a related series of price indicators. 

~ - -  
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H. Weights corresponding to market basket categories shall be 
derived and updated for each settlement fiscal period. These 
weights shall be computed using the latest available information 
from each provider's Medi-Cal cost report. If information from 
this source is not sufficient to establish a hospital specific 
weight for a particular market basket category, the Department 
shall assign a weight based on information from the United 
States . National Hospital Input Price Index published by the 
Department of Health and Human Services, or other available 
sources. 

I. The IPI shall be calculated after the close of each hospital's 
FPE, to account for actual and/or estimated changes in the: 

1) Hospital specific wage and benefit rates. 

(a) The index for allowable increases in wages shall be 
com~uted as follows: -- . -  

Salary and gage Index (SWI) = CLSA/ACSA 

Where : 
CLSA = Summation of (PYHx * CYHRx) for all x. 

ACSA = Summation oE all Actual Prior Fiscal Period 
Salaries for all x categories. 
x = The following categories: 

a. Technicians and Specialists. 
b. Register-ed Nurses. 
C. L - a s .  
d. Aides and orderlies. 
e. Clerical and other administrative. 
f. Environmental and food service. 

PYHx = Prior Fiscal Period Productive Hours. 

CYHRx = Current (Settlement) Fiscal Period Hourly Rate 
= CYSx/CYHx. 

CYSx = Current (Settlement) Fiscal Period salary 
Expense for each category. 

CYHx = Current (Settlement) Fiscal Period productive 
Hours. 

(b, The Er.ployee Benefits Index (EBI) shall be computed as 
follows: 

upersedes 
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Where : 

PYHT = Pr io r  Year (Pr io r  Fisca l  Period)  Paid Labor Hours 
f o r  A l l  Labor Categories. 

CYBR = Current Year (Settlement F i s ca l  Period) 
Benefi t  Rate = CYB/CYHT. 

PYB = Pr io r  Year (Pr io r  Fisca l  Period)  Benefi ts  
Costs .  

CYB = Current Y e a r  (Settlement F i s c a l  Period) 
Benef i t s  co s t s .  

CYHT = Current Year (Settlement F i s ca l  Period) Labor 
Hours f o r  A l l  Labor Categories. 

(c) The SWI and EBI s h a l l  be annualized f o r  any provider 
which has a shor t  o r  long (under 360 o r  over 370 days) 
p r i o r  o r  current  f i s c a l  period. 

1. The SWI s h a l l  be adjus ted  us ing  the  following 
formula : 

ASWI = SWI y *  (730/Days). 
ASWI = Adjust.sd SWI. 
L-There Days = Total days i n  the curren: and p r i o r  f i s c a l  
per iods .  

2 .  The E B I  s h a l l  be adjusted us ing  the  following 
formula : 

AEBI = EBI  * *  (730/Days). 
Where : 
AEBI = Adjusted E B I .  
Days = Total  days i n  the  current  and p r i o r  f i s c a l  
pe r iods .  

3 .  I f  t he  SWI and E B I  are not annualized, 
then the  ASWI = SWI and AEBI = E B I .  

2 P r i c e  i n d i c a t o r s  f o r  o t h e r   no^-pass-through 
ca t ego r i e s .  

iupersedes 
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3 )  Market basket weights for the following categories: 
(a) Salary and wages. 
(b) Benefits. 
(c) Professional fees, medical. 
(d) Professional fees, other. 
(el Food. 
i f j  DKU~S. 
(g) All other non-pass-through costs. 

4) The non-pass-through costs Itall other" catefjory shall 
be weighted using the following. weights for purposes 
of calculating the price indicator: 

Category Weight 
Chemicals 12.16% 
Surgical and Medical Instruments 
and Supplies 10.59% 

Rubber 2nd Misceilane~us Plastics 9.028; 
Travel 4 -71% 
Apparel and Textiles 4.31% 
Business Services 14.90% 
All other miscellaneous 44.31% 

5) The weights for the seven market basket categories shall be 
the percentage of costs for each category as calculated from 
the Medi-Cal cost report. 

6) 'Each market basket weight shall be multiplied by the 
corresponding price indicator. The results will be summed to 
obtain the unad-justed non-pass-through price index. 

7 )  The price indicators for items under I. 3 )  ( c  through g) 
will be established for the end of each calendar quarter 
(March 31, June 30, September 30 and December 31) . Any FPE 
other than on a calendar quarter shall use the price 
indicators under 3) above for the quarter in which the 
provider's FPEs. 

(a) The following five market basket categories and price 
indicators to be used in developing each provider's IPI 
are shown in the following table. 

'1 -\O. 92-07 
upersedes 
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NON-PASS TKROUGH MARKET BASKET CLASSIFICATION 
(Excluding Wages and Benefits) 

MARKET BASKET CATEGORIES PRICE INDICATORS 

VARIABLE SOURCE 

(1) Professional Fees Physiciansf services Consumer Price 
for Physicians comporient Index, Urban 

Consumers 

(2) Other Professional Hourly earnings U.S. Department of 
Fees production or non Labor, Bureau of 

supervisory, private Labor Statistics 
nonagricultural 
employees 

( 3 )  Food 

Drugs 

(5) Other costs: 
(a: Chemicals 

Average of processed Producer Price Index 
foods and feeds Consumer Price Index 
component of PPI and All Urban Consumer 
food and beverages 
component of CPI 

Pharmaceuticals and Producer Price Index 
ethicals component 

Chemicals acd allied Producer Price Index 
products component 

(b) Surgical & Medical Special industry Producer Price Index 
Instruments and machinery and 
Supplies equipment component 

(c) Rubber and Plastics Rubber and plastics Producer Price Index 

(dl Travel Transportation component Consumer Price Index 
All Urban Consumers 

(el Apparel and Textile products and Producer Price Index 
Textiles apparel colnponent 

(f Business Senvices Services component Consumer Price Index 
All Urban Consumers 

(g) All Other Consumer Price Index 
All Urban Consumers 

upersedes 
N. NO. 84-19 Approval Date AUG 1.1 1995 ~f fective Date MAY 2 3 1992 



Attachment 4.19-A 
Page 13 

b) The price index shall be 1.0 + the percentage increase 
in each price category as measure-! by the price 
indicator, expressed as a proportion. 

8) The formula for the hospital IPI shall be: 

IPI = (PX1 * PGE1) + (PX2 * PGE2) + 
(PX3 * PGE3) + (PX4 * PGE4) + 
(ASWI * PGE5) + (AEBI * PGE6) + 
(PXO * PGE7) 

Where : 

IPI = Input Price Index. 
PX1 = Price Index for Medical Professional Fees. 
PX2 = Price Index for Other Professional Fees. 
PX3 = Price Index for Food Costs. 
PX4 = Price Index for Drug Costs. 
ASWI = Adjcsted Salary and Wage Index. 
AEBI = Adjusted Employee Benefit Index. 
PXO = Price Index for Other Costs. 
PGEl = Proportion of non-pass-through GOE which is for 
Medical Professional Fees for the prior fiscal period. 
PGE2 = Proportion of non-pass-through GOE which is for 
Other Professional Fees for the prior fiscal period. 
PGE3 = Proportion of non-pass-through GOE which is for Food 
Costs for the prior fiscal period. 
PGE4 = Proportion of non-pass-through GOE xhich is for Drug 
Costs for: the prior fiscal period. 
FGES = Proportion of non-pass-through GOE xnich is for 
Salary and Wagss ror the prior fiscal period. 
PGE6 = Proportion of non-pass-through GOE which is for 
Employee Benefits for the prior fiscal period. 
PGE7 = Proportion of non-pass-through GOE which is for Other 
Costs for the prior fiscal period. 
non-pass-through GO6 = GOE minus total of all pass-through 
costs for the prior fiscal period. 

9) Providers that do not supply the data needed to calculate 
the IPI, shall have an IPI equal to the hospital market 
basket increase as calculated by HCFA, for the closest 
corresponding time period. For hospitals with short FPEs, 
the closest corresponding time period shall be the one with 
the closest mid-point. 

J. A volume adjustment shall be made to the provider's non-pass- 
through portion of the ARPD for the settlement fiscal period if 
the number of annualized total hospital discharges in the 
provider's settlement fiscal period differs from the number of 

Supersedes 
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annualized total hospital discharges in its prior fiscal period. 
The =.nlume adjustment is used to allocate fixed costs on a per 
discharge basis. Provider fiscal periods (both settlement and 
prior) under 3 6 0  or over 3 7 0  days shall be annualized to a 365 
day period based on the foliowing formula: 

Where : 

ATHD = Annualized total hospital discharges 
DFP = Days in fiscal period. 
THD = Total hospital discharges. 

1) The volune adjustment shall be calculated using the 
following formula which adjusts the rate per discharge for 
estimated changes in average costs resulting from changes 
in volume. 

VOLUME ADJUSTMENT FORMULA 

AIPI = IPI * VAF 

Where : 

AIPI = Allowable change in the prior year non-pass- through 
portion of the APRD after volume adjustment, expressed 
as a proportion. This is the adjusted IPI, which 
has not been amualized and does not include any 
CMAF or SIPTF. 

IPI = Hospital Input Price Index. 

VAF = DLSp + (VC* (DISF - DISp)) 

VAF = Volume Adjustment Factor 

DISp = Total hospital discharges in the prior fiscal period 
(annualized if needed) . 

VC = Variable cost as a proportion of total cost for the 
prior fiscal period. 

* = Multiplication. 

DISF =Total hospital discharges in the settlement fiscal 
period (annualized if needed) . 

NO. 9 2 - 0 7  
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2 )  Each sroviderl s total costs, sxcept for pass-through 
costs, shall be d'vided into the fixed and variable 
components shown in the following table. Data from the 
provider's Medi-Cal cost report or in the event it is 
unavailable, other direct report of expenses, shall be 
used to estimate the percentage of a provider's cost 
which -.-aries with volume. A fixed to variable cost ratio 
of 5 0 : 5 0  shall be used when sufficient data from the 
provider are not available. 

Supersedes 
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Approach: Reimbursement to Out-of-State Hos~itals for ln~atient Services Provided 
to Medi-Cal Beneficiaries 

Out-of-state hospital inpatient services which have been certified for payment at the 
acute level and which are either of an emergency nature or for which prior Medi-Cal 
authorization has been obtained, shall be reimbursed the current statewide average af 
contract rates for acute inpatient hospital services provided by hospitals with at least 
300 beds or the hospital's actual billed charges, whichever is less. Contract rates are 
negotiated by the California Medical Assistance Commission (CMAC), which annually 
reports to the California Legislature the average of such rates as of the preceding 
December 1. The term "current" in this paragraph refers to the most recent average of 
the contract rates for hospitals with at least 300 beds that CMAC has reported to the 
Legislature, The average of the contract rates for hospitals with at least 300 beds as of 
December 1 in a particular calendar year will be the maximum rate paid to out-of-state 
hospitals for dates of service beginning January 1 of the following calendar year, 

TN# 04-002 
Supersedes 
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