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Explanation of Inflation Factors

The Michigan Medicaid Program establishes reimbursement rates paid to long term care institutional provider facilities on a prospective basis.  Rates are determined through the end of the facility’s upcoming rate year, corresponding with the provider’s fiscal reporting year, using a historical cost base year.

The inflation factor used in the variable component of the reimbursement rate calculation is calculated from Data Resources Incorporated (DRI) indices published by McGraw-Hill.  DRI creates a skilled nursing facility economic forecast called “HCFA Nursing Home Without Capital Market Basket”.  DRI is periodically updated based upon more recent economic information on inflation.  New indices are published on a quarterly basis.

To use the inflation factors in the Excel spreadsheet file, inflat.xls, to calculate a facility’s rate, first determine the calendar quarter the rate period ends (“Current Quarter”).  Then determine the corresponding quarter of the historical cost base (“Provider Quarter”).  For example, for a provider type “60” nursing facility, the compounded inflation factor of 1.020242 is used to establish a rate for the rate period ending in the third quarter of 1999 (1999.3), and the historical cost base year end is from the third quarter of 1997 (1997.3).

Effective October 1, 2005, the methodology for calculating reimbursement rates to long term care institutional provider facilities was changed.  Rates are no longer calculated based on the facility’s fiscal year, but are determined based on the State of Michigan’s fiscal year, October 1 through September 30.

The facility cost index is the Global Insight’s Skilled Nursing Facility Market Basket without Capital Index, which is published quarterly in the Global Insight DRI–WEFA Health Care Cost Review.  The cost index will be used to index reported costs from the end of the facility’s cost report period to October 1 of the year that is one year prior to the rate year being calculated.

To use the inflator factors in the Excel spreadsheet file, for rate periods beginning on or after October 1, 2005, first determine the state fiscal period end date (“Current Quarter”).  Then determine the provider’s cost reporting fiscal period end (“Provider Quarter”).  The corresponding index factor is used to index the provider’s cost to October 1 of the year that is one year prior to the state fiscal year end date.

