
DEPARTMENT OF HEALTH & HUMAN SERVICES
Centers for Medicare & Medicaid ~rvices
7500 ~urity Boulevard, Mail Stop 53-13-15
Baltimore, Maryland 21244-1850

Center for Medicaid and State Operations

JAN 1 4 2005Paul Reinhart, Director
Medical Services Administration
Department of Community Health
400 South Pine
Lansing, MI 48933

RE: Michigan State Plan Amendment (SPA) 04-04

Dear Mr. Reinhart:

We have reviewed the proposed amendment to Attachment 4.l9-A of your Medicaid State plan
submitted under transmittal number (TN) 04-04. This amendment revises the DRG grouper
listing and updates the wage inflation factors used in calculating DRG payments. These changes
are effective for services on or after Aprill, 2004.

We conducted our review of your submittal according to the statutory requirements at sections
1902(a)(2), 1902(a)(13), 1902(a)(30), 1903(a) and 1923 of the Social Security Act (the Act) and
the regulations at 42 CFR 447 Subpart C. Weare pleased to inform you that Medicaid State plan
amendment 04-04 is approved effective April 1, 2004. We are enclosing the HCFA-179 and the

amended plan pages.

If you have any questions, please call Dianne Heffron at (410) 786-3247.

Sincerely,

LZ.if{ mi th.Dire~~'l. sri

Enclosures
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Attachment 4.19-A
Page 5

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State: MICHIGAN

METHODS OF PAYMENT OF REASONABLE COSTS-
INPATIENT HOSPITAL SERVICES

Limit episodes to those with a valid patient status (incomplete episodes are excluded as are
additional pages of multiple page claims where there is no initial claim containing a valid
patient status);

Eliminate episodes with a zero dollar Medicaid liability;

DetE!'rr1ine the 3rd and 9Th percentile length of stays by DRG, the average length of stay,
and the maximum length of stay.

> Set the low day outlier threshold at the greater of one day or the 3rd percentile length of

stay.

Set the high day outlier threshold at the lesser of the average length of stay plus 30
days or the 9Th percentile length of stay.

If the DRG has less that an adequate number of episodes (currently 32), the low day
threshold will be set at the lesser of the average length of stay plus 30 days, the
maximum length of stay, or the Medicare DRG 90th percentile length of stay (from the
corresponding Grouper as published in the Federal Reaister). If the Medicare DRG
also has an inadequate number of claims, then the threshold is set based upon the
expert advice of the MSA's medical staff.

Eliminate low day outliers (Low day outliers are those episodes whose length of stay are
less than the published low day threshold for each DRG. Since low day outliers are paid
under a percent of charge method using the hospital's cost to charge ratio times charges,
and do not receive a DRG payment, they are excluded from the weight calculations);

Calculate the arithmetic mean length of stay for each DRG with each episode's length of
stay limited to the high day threshold set above. This serves as the final published average
length of stay.

Limit episodes ending in a transfer to another acute setting to those whose length
of stay was at least equal to the published average length of stay for the DRG (for
DRGs 385 and 385.1 all transfers are included);

Bring all charges for admissions in the first and second years of the base period up
to third year charges through application of inflation and weighting factors;

Recognize area cost differences by dividing the charges for each hospital by an
area cost adjustor factor. Hospitals are grouped by U.S. Census Metropolitan
Statistical Areas (MSAs) for wage data as published in the Federal Register.
Hospital geographic reclassifications made under Section 508 of the Medicare
Prescription Drug, Improvement and Modernization Act of 2003 will not be used to
calculate the update to hospital prices and the DRG table effectiye April 1, 2004.
Otherwise, the most recent data is used. Each area cost adjustor is calculated as
follows:

Cost Adjustor = 0.9 x Wage Adjustor + O.



Attachment 4.!9-A
PageS.!

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State: MICHIGAN

METHODS OF PAYMENT OF REASONABLE COSTS-
INPATIENT HOSPITAL SERVICES

> This formula is the algebraic deviation of:

.0.75 x Wage Adjustor + 0.25 x (0.6 x Wage Adjustor + 0.4)

Effective Date 04/01/2004..Approval". c,-:,T:'I No. 04-04

Supersedes
T:'I No. N/A new pa!!e



Attachment 4.19-A
Page 8

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State: MICHIGAN

METHODS OF PAYMENT OF REASONABLE COSTS-
INPATIENT HOSPITAL SERVICES

The average cost for episodes within each DRG is calculated by dividing the sum
of the costs for the episodes by the number of episodes within the DRG.

The relative weight for each DRG is calculated by dividing the average cost for
episodes within each DRG by the average cost per episode for all episodes. A
table showing the relative weights, average lengths of stay, and outlier thresholds
for each DRG is included in Appendix A.

Bring all charges for discharges between September 1, 1997 and August 31, 1999 to the
period of September 1, 1999 through August 31, 2000 through application of inflation and
weighting factors.

Data for current wage adjustors are taken from hospital cost reporting periods ending between
September 1, 1998 and August 31, 2001. Each hospital's wage costs are adjusted for different
fiscal year end dates by multiplying the hospital's wage costs by inflation and weighting factors.
All wages are brought to a common point in time. Filed wage data is used for hospitals where
audited data is not available. The following adjustment factors derived from the 2nd Quarter 2003
Data Resources, Inc. PPS- Type Hospital Market Basket Index. employee cost component, are
used:

Wage Inflation
Factors
1.1195
1.1109
1.1023
1.0939
1.0861
1.0771
1.0673
1.0567
1.0455
1.0345
1.0229
1.0116
1.0000

Wage Weighting
Factors

0.16
0.16
0.16
0.16
0.24
0.24
0.24
0.24
0.60
0.60
0.60
0.60
0.60

FTE
9/30/98

12/31/98
3/31/99
6/30/99
9/30/99

12/31/99
3/31/00
6/30/00
9/30/00

12/31/00
3/31/01
6/30/01
8/31/01

For hospitals with cost reporting periods ending other than at the end of a quarter, the inflation
update for the quarter in which the hospital's fiscal year ends is used.

B DRG Price:

The episode file used for DRG price calculations is the same as the file used to set the
relative weights with the following exceptions:

The episode file is limited to those hospitals enrolled as of a specified date.

The case mix is calculated using the sum of all relative weights assigned to each
hospital's claims during the base period, divided by the total number of episodes for

the hospital during the same period.

Effective Date 04/01/2004TN No. 04-04 Approval

Supersedes
TN No. 03-14



Attachment 4.19-A
Page 13

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State: MICHIGA~

METHODS OF PAYMENT OF REASONABLE COSTS-
INPATIENT HOSPITAL SERVICES

Readmissions for an unrelated condition, whether to the same or a different hospital, are
considered separate episodes for payment purposes.

7.

Percent of Charge Reimbursement

The payment amount for claims that fall into DRGs 103, 468, 480, 481, 495, 512 or 513 is
total hospital charges times the hospital's inpatient operating cost to charge ratio excluding
IME.

The ratio is the hospital's Title XIX inpatient operating cost to charge ratio as obtained from
weighted filed cost reports for fiscal years ending between September 1, 1997 and August
31,2000.

8.

Hospitals Outside of Michigan

Medical/surgical hospitals not located in Michigan are reimbursed under the DRG system.
The DRG price is the statewide operating cost limit (truncated mean of base prices located
in Michigan).

Hospitals that have charges that exceed $250,000 during a single fiscal year (using the
State of Michigan fiscal year -October 1st through September 30th) may be reimbursed the
hospital's inpatient operating cost to charge ratio for those Michigan Medicaid DRGs
reimbursed by percentage of charge. The hospitals' chief financial officer must submit and
the MSA must accept documentation stating the hospital's Medicaid cost to charge ratio in
the state that the hospital is located. Once accepted, the hospital's actual cost to charge
ratio is applied prospectively to those DRGs and claims subject to percentage of charge
reimbursement using the Michigan DRG payment system.

9.

New Hospitals

A new medical/surgical hospital is one for which no Michigan Medicaid program cost or paid
claims data exists during the period used to establish hospital specific base rates or one
which was not enrolled in the Medicaid program when hospital specific base prices/rates
were last established. Hospitals that experience a change of ownership or that are created
as the result of a merger are not considered new hospitals.

The DRG base price for new general hospitals is the statewide operating limit until new
DRG base prices are calculated for all hospitals using data from time periods during which
the new hospital provided services to Medicaid beneficiaries.

D.

Hospitals and Units Exempt from DRG Reimbursement

1 Calculating Per Diem Rates

The per diem prices calculated for the Michigan Medicaid system utilize Medicaid
and Children's Special Health Care Services inpatient claims for admissions from
September 1,1998 through August 31,2002 paid by June 30,2003. Hospital

Approval ,- Effective Date 04/01/2004



Attachment 4.19-A
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State: MICHIGAN

METHODS OF PAYMENT OF REASONABLE COSTS-
INPATIENT HOSPITAL SERVICES

specific cost report data is drawn from cost report years ending between
September 1, 1999 and August 31, 2002.

The claim file is limited to those hospitals enrolled as of the specified date.

The invoice file is adjusted to:

Eliminate episodes with any Medicare charges. (For dual Medicare/Medicaid
eligible beneficiaries. only claims paid a full Medicaid DRG are included);

Eliminate episodes without any charges or days.

Limit episodes to those from Michigan hospitals (provided that hospital cost
report data are available).

Limit episodes to those with a valid patient status (incomplete episodes were
excluded as are additional pages of a multiple page bills where there is no
initial claim containing a valid patient status).

Eliminate episodes with a zero dollar Medicaid liability.

Total charges and days paid are summed by hospital.

The cost for each hospital is calculated by multiplying the charges for the hospital
by the cost to charge ratio for the hospital.

Each hospital's operating cost to total charge ratio is obtained from weighted
filed cost reports for fiscal years ending between September 1, 1999 and
August 31,2002. If the cost to charge ratio is greater than 1.00, then 1.00 is
used. For distinct part rehabilitation units, this ratio is unique to the unit.

If two or more hospitals merged and are now operating as a single hospital. a
cost to charge ratio is computed using the combined cost report data from all
hospitals involved in the merger. Cost and charge data will be inflated to a
common point in time.

The cost per day by hospital is calculated by dividing the sum of the costs by the
number of days for the hospital.

To determine a hospital specific Per Diem base rate:

Multiply the cost per day by the applicable inflation factor. Each hospital's
costs are inflated to a common point in time. Inflation factors were obtained
from the 2nd Quarter 2003 Data Resources, Inc. PPS- Type Hospital Market
Basket Index.

Effective Date 04/01/2004TN No. 04-04
Supersedes
TN No. 02-11

Approval ,-- .!
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State: MICHIGAN

METHODS OF PAYMENT OF REASONABLE COSTS-
INP A TIENT HOSPITAL SERVICES

Cost Inflation
Factors
1.1093
1.1017
1.0924
1.0822
1.0714
1.0609
1.0494
1.0389
1.0294
1.0210
1.0142
1.0072
1.0000

Weighting
Factors

0.16
0.16
0.16
0.16
0.24
0.24
0.24
0.24
0.60
0.60
0.60
0.60
0.60

FTE
9/30/99

12/31/99
3/31/00
6/30/00
9/30/00

12/31/00
3/31/01
6/30/01
9/30/01

12/31/01
3/31/02
6/30/02
8/31/02

The inflation update for the quarter in which the hospital's fiscal year ends is
used.

Recognize area cost differences by dividing the cost per day for each hospital
by an area cost adjustor factor. Hospitals are grouped by U.S. Census
Metropolitan Statistical Area (MSAs) for wage data as published in the Federal
Register. Hospital geographic reclassifications made under Section 508 of the
Medicare Prescription Drug, Improvement and Modernization Act of 2003 will
not be used to calculate the update to hospital prices and the DRG table
effective April 1, 2004. Otherwise, the most recent data is used. Each area
cost adjustor is calculated as follows:

> Cost Adjustor = 0.9 x Wage Adjustor + 0.1

> This formula is the algebraic derivation of:

0.75 x Wage Adjustor + 0.25 x (0.6 x Wage Adjustor + 0.4)

The formula is based on the assumption that approximately 75% of a
hospital's operating costs are labor costs and that 60% of the remaining
25% of a hospital's operating costs vary with its labor costs.

>- Each area wage factor is area wage per full-time equivalent (F. T.E.)
divided by the statewide average hospital wage per F. T .E. Contract labor
costs are included in determining a hospital's wage costs.

". Each hospital's wage costs are adjusted for different fiscal year end dates
by multiplying the hospital's wage costs by inflation and weighting factors.
All wages are brought to a common point in time. Filed wage data is used
where audited data is not available. The following adjustment factors.
derived from the 2nd Quarter 2003 Data Resources. Inc. PPS- Type
Hospital Market Basket Index. employee cost component, are used:

Effective Date 04/01/2004TN No. 0~-04 Approval

Supersedes
TN No. 03-14
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STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State: MICHIGAN

METHODS OF PAYMENT OF REASONABLE COSTS-
INPATIENT HOSPITAL SERVICES

Wage Inflation
Factors
1.1195
1.1109
1.1023
1.0939
1.0861
1.0771
1.0673
1.0567
1.0455
1.0345
1.0229
1.0116
1.0000

Wage Weighting
Factors

0.16
0.16
0.16
0.16
0.24
0.24
0.24
0.24
0.60
0.60
0.60
0.60
0.60

FTE
9/30/98

12/31/98
3/31/99
6/30/99
9/30/99

12/31/99
3/31/00
6/30/00
9/30/00

12/31/00
3/31/01
6/30/01
9/30/01

For hospitals with cost reporting periods ending other than the end of a
quarter, the inflation update for the quarter in which the hospital's fiscal
year ends is used.

>- The wage data for distinct part rehabilitation units is the same as for the
inpatient medical/surgical area of the hospital. The cost reports do not
differentiate salaries/hours by unit type.

>- If two or more hospitals merge and are now operating as a single hospital,
salary and wages are computed using the combined cost report data from
all hospitals involved in the merger. Salary data will be inflated to a
common point in time.

Remove indirect medical education (IME) costs by dividing by an adjustor for
indirect education. Each hospital's IME adjustor is calculated as follows:

>- If two or more hospitals merge and are now operating as a single hospital,
indirect medical education data is computed using the combined cost
report data from all hospitals involved in the merger.

To determine the per diem rate:

Calculate the statewide operating cost limit (by provider type). This is a
weighted mean of all hospitals' specific base prices weighted by base period
days (truncated mean), multiplied by the appropriate percentage.

> For freestanding rehabilitation hospitals the percentage is 150%.

Effective Date 04/01/2004--TN No. 04-04 Approval

Supersedes
TN No. 03-14---

>- Distinct part rehabilitation units report this data separately. The IME

adjustor is unique to the unit.




