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Dear Mr. Douglas:

We have reviewed the proposed amendment to Attachment 4.19-A of your Medicaid State plan
submitted under transmittal number (TN) 10-026. This amendment, effective January 1, 2011,
provides for supplemental payments, funded by intergovernmental transfers, to governmental
hospitals for inpatient hospital services.

We conducted our review of your submittal according to the statutory requirements at sections
1902(a)(13), 1902(a)(30), 1903(a), and 1923 of the Social Security Act and the implementing
Federal regulations at 42 CFR 447 Subpart C. This is to inform you that Medicaid State plan
amendment 10-026 is approved effective January 1, 2011. We are enclosing the HCFA-179 and
the amended plan pages.

If you have any questions, please call Mark Wong at (415) 744-3561.

Sincerely,

Cindy Mann
Director, CMCS
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STATE PLAN UNDER TITLE XIXOF THE SOCIAL SECURITY ACT

STATE: CALIFORNIA

SUPPLEMENTAL REIMBURSEMENT FOR INPATIENT HOSPITAL SERVICES

This Program provides supplemental reimbursement for Medicaid fee-for-service
(FFS) inpatient hospital services on an annual basis. Hospitals operated by a
Government Entity, except those defined in Appendix 1 to Attachment 4.19-A, are
qualified for participating in this voluntary program.

A Governmental Entity is defined as a State, city, county, city/county, health care
district, or other governmental unit in theState. The hospital receiving payment
must retain the full amount of the total payment, and may not return any portion of
the payment to any Governmental Entity.

Payment methodology for government-operated hospitals:

The total inpatient hospital Medicaid FFS upper payment limit (UPL) room available
for these governmental hospitals (i.e., non-designated public hospitals, which
exclude those hospitals in Appendix 1) for theState fiscal year is allocated to two
payment pools: one for hospitals contracted with the California Medical Assistance
Commission (CMAC); and one for non-CMAC-contracted hospitals. The allocation is
made based on the ratio of Medi-Cal fee-for-service acute patient days reflected in
the most recent Office ofStatewide Health Planning and Development (OSHPD)
Annual Financial Disclosure Reports. Each non-designated public hospital’s
contracting status will determine from which pool it receives funding.

Within each payment pool, each non-designated public hospital will then earn
“points” determined by four criteria:

• If a hospital provides services in either a federally recognized Health
Professional Shortage Area or to a federally recognized Medically
Underserved Area or Population, or if the hospital is federally recognized as
either a Critical Access Hospital ora Sole Community Provider, the hospital
shall score one point. Otherwise the score shall be zero.

• The hospital will earn points for the amount of charity care provided according
to the following formula, using the most recent OSHPD reports:

o For charity charges greater than or equal to 3 percent of total gross
revenue, the points shall be three.

o For charity charges less than 3 percent but more than or equal to 1
percent of gross revenue, the points shall be two.

TN No. 10-026
Supersedes:
TN No. NONE

Approval Date OCT 20 2011 Effective Date: January 1,2011



Supplement 2 to Attachment 4.19-A
Page 2

o For charity charges less than 1 percent but greater than 0 percent of
total gross revenue, the points shall be one.

o For charity charges less than or equal to 0 percent of total gross
revenue, the points shall be zero.

• The hospital will earn points for the amount of bad-debt charges incurred as a
percent of the hospital’s other payer’s gross revenue according to the
following formula, using the most recent OSHPD reports:

o If bad-debt charges are greater than or equal to 40 percent of the
“other” gross revenue, the hospital shall score two points.

o If the bad-debt charges are less than 40 percent but greater than 0
percent of the “other” gross revenue, the hospital shall score one
point.

o If the bad-debt charges are less than or equal to 0 percent of “other”
gross revenue, the hospital shall score zero points.

• Each hospital will earn points for the volume of Medi-Cal services provided,
using the following formula using Medi-Cal charges compared to total gross
revenue from the most recent OSHPD reports:

o If Medi-Cal charges are greater than or equal to 25 percent, the
hospital will score three points.

o If Medi-Cal charges are less than 25 percent but more than or equal to
12 percent, the hospital shall score two points.

o If Medi-Cal charges are less than 12 percent but greater than 0
percent, the hospital shall score one point.

o If Medi-Cal charges are less than or equal to 0 percent, the hospital
will score zero points.

The sum of the points generated from the above described criteria will equal the
hospital’s “formula score.” The formula score will determine the amount of
preliminary allocation from the applicable payment pool:

Contracted Non-Contracted
Formula Group

formula score = 0
formula score = 7 - 9

Pool Range Score

no allocation
3

Pool Range Score

no allocation
3

formula score = 4-6 2 2
formula score = 1-3 1 1

The preliminary allocation to each hospital using the range score is as follows:
Within each pool, the ratio of the hospital's range score divided by the sum of the
range scores of all hospitals in the pool is applied to the pool's allocated payment
amount.
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The preliminary allocation amount for each hospital will then be further reallocated
within each formula group based on the ratio of each hospital’s staffed acute beds to
the total staffed acute beds of all hospitals in that formula group — using the most
recent OSHPD annual report (2008 report is used for the fiscal year 2010-11
allocation). The ratio is applied to the sum of the preliminary allocation amounts of
all hospitals in the formula group.

Timeline:

For the period ending June 30,2011, the total supplemental payment amount is
determined using the UPL for services from January 1,2011 to June 30,2011. The
supplemental payments will be paid in one installment upon approval of this SPA

For subsequent State fiscal years, the total supplemental payment amount is
determined using the UPL for services for the respective State fiscal year.

By August 1 of each fiscal year, DHCS will determine the amount of UPL room
available. Using the UPL room, DHCS will estimate the amount of allocation and
supplemental fee-for-service payments that can be made for the fiscal year.

By September 1,2011, and each fiscal year thereafter, DHCS will provide each non
designated public hospital with an estimated allocation notice that includes the
calculations and data sources used.

Each non-designated public hospital will have 30 days from the receipt of the
estimated allocation notices to review the calculation and the data, and inform DHCS
of any errors.

By November 30 of each fiscal year, DHCS will make any necessary corrections to
the data, recalculate the allocations, and provide the non-designated public
hospitals with the new amounts by December 1 of each year.

Twenty days from receiving the final allocation offer from DHCS, the hospitals must
accept or decline the offer to participate in the supplemental payment program for
that fiscal year. Hospitals must affirmatively accept the offer — any non-responders
will be considered declined.

By December 31,2011, and by January 15 of each state fiscal year thereafter, DHCS
will document the accepted or declined participating hospitals and, if needed, will
allocate any remaining unsubscribed allocations to the participating hospitals on a
pro-rata basis using the final allocation amounts.

ByJanuary 30 of each fiscal year, each participating hospital will receive a revised
final allocation offer from DHCSand will once again be required to accept or decline
the offer to participate in the program. The hospital must accept or decline within
five days of receiving the revised final allocation offer.
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In the last quarter of each fiscal year, DHCSwill make the supplemental payment to
the non-designated public hospitals, including the associated federal financial
participation.

Inpatient Upper Payment Limit Methodology:

The Inpatient UPL room is calculated in three steps: (1) for each hospital, determine
the projected Medicare Payment to Charge Ratio (PCR) for the applicable UPL
period; (2) for each hospital, apply the PCR to the hospital's projected Medi-Cal FES
inpatient hospital charges for the UPL period to calculate what Medicare would pay
for the Medi-Cal FFS inpatient hospital services under Medicare payment principles;
the aggregate of what Medicare would pay for all the non-State government
operated hospitals is the non-State government operated hospital inpatient UPL;
and (3) compare the projected Medi-Cal payments for Medi-Cal FFS inpatient
hospital services, including all base and supplemental/enhanced payments, for the
UPL period to the UPL - the amount by which the UPL exceeds the aggregate
projected payments is the UPL room.

For each step the model applies a trend to the available data to project what the
values will be in the target UPL period. The UPL formula is as follows:

Projected
Individual IP

Hospital Medicare
PCR

times Individual Hospital
Projected IP Medi-Cal

Charges

Summed
forall

hospitals
equals

Medi-Cal IP Upper
Payment Limit

To ensure that total inpatient (IP) payments do not exceed the UPL, a projection is
made of total IP Medi-Cal payments for the UPL period. This total is then compared
to the IP UPL.

The data elements and assumptions used are as follows:

1. Projected Individual IPHospital Medicare PCR
Selected Medicare cost report data for all hospitals is obtained from the Hospital
Cost Report Information System database for the four most recently available
periods. IP Medicare Charges and Payments for each of the four periods are
identified and summed for each hospital, including subprovider data but excluding
non-hospital data (such as hospital-based long term care data). Primary payer
payments and deductible and coinsurance amounts billed to beneficiaries are
included in the tabulation of Medicare inpatient payments. Reimbursement
amounts related to bad debts are excluded from the payment amounts.

A payment/charge ratio (PCR) is calculated for each hospital for each of the four
years. Projected PCRs for target UPL periods are then calculated for each hospital,
and vary depending upon the completeness of a hospital’s data.
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To illustrate how the projected PCRs are calculated: The most recently available
Medicare data periods were 2005,2006,2007, and 2008. The PCRfor Hospitals
with complete data for all four periods was projected for CY09 by calculating the
average change in a hospital’s PCRfrom 2005-2006,2006-2007 and 2007-2008 and
applying the average of the three changes to the 2008 PCR The PCRfor CY10 was
projected in the same manner, but instead the PCRs from 2006,2007,2008, and the
CY09 projected PCR were used to project the CY10 amount. Similarly, the CY11 was
projected using the most recent three data changes. For hospitals with only two or
three years of data, only the change between those two or three years was applied
to the most recent PCR If only one data point was available, no trending was
applied and that amount was used as the PCRfor CYs 09,10 and 11. To calculate the
PCRapplicable to the three state fiscal year UPL periods, an average was calculated
of the PCRcalculated for the two overlapping data years. For example, the PCRfor
the State fiscal year 2008-09 UPL was calculated by averaging the CY2008 with the
CY2009 PCR projection. This approach ensured that the FY2008-09 projection
incorporated only half a year trend from CY08 data.

Prospective UPL room calculations will follow this methodology but will use the
updated Medicare data from the most recently available periods.

2. Individual Hospital Projected IP Medi-Cal Charges
Each hospital's projected Medi-Cal FFS inpatient hospital charges for the target UPL
periods are calculated by applying the average change over four years to the charges
from the last period for which there is complete Medi-Cal inpatient hospital claims
data.

Individual Medi-Cal inpatient charge projections are varied depending upon the
completeness of a hospital’s data, using the same projection methodology as that
applied to the Medicare PCRs.

To illustrate how the projected Medi-Cal charges are calculated: The latest four
periods with complete Medi-Cal inpatient claims data were CY2005 to CY2008.
The inpatient charges for hospitals with complete data for all four paid claims data
periods were projected for CY 09 by calculating the average change in a hospital’s
inpatient charges from CY05-CY06, CY06-CY07, and CY07-CY08, and applying the
average of the three changes to the CY08 data. The inpatient charges for CY10 were
projected in the same manner, but instead the change in the inpatient charges from
CY06-CY07, CY07-CY08 and the change from CY08 to theCY09 projected charges
were used to project the CY10 amount. CY11 charges were projected in the same
manner, using the four most recent calendar year sets of data and projections. For
hospitals with only two or three years of data, only the average change between
those two or three years was applied to the most recent inpatient charge amount. If
only one data point was available, no trending was applied and that amount was
used as the inpatient charges for CYs 09,10and 11. To project inpatient charge
amounts for State fiscal years as the UPL periods, the CY08 data was averaged with
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theCY09 projection to estimate theSFY0809 inpatient charges; CY09 and CY10
data were averaged to estimate SFY0910; and CY10 and CY11 were averaged to
estimate SFY1011. This approach ensured that theSFY2008-09 projection
incorporated only half a year trend from the CY08 data.

Prospective UPL room calculations will follow this methodology but will use the
updated Medi-Cal charge data from the most recently available periods.

3. Medi-Cal IP Hospital Payments
Each hospital's projected Medi-Cal FFS inpatient hospital payments for the target
UPL periods are determined by applying trend rates to its Medi-Cal FFS inpatient
hospital payment amount from the most recent period for which there is complete
claims data.

Prior to applying the trend rate, the hospital's Medi-Cal FFS inpatient hospital
payment amount, which represents net Medi-Cal payments, is grossed up by an
adjustment factor to account for any third party or patient payments. This is
necessary since the Medicare payments used to compute the UPL are inclusive of
third party and patient payments.

Trend rates are determined separately for hospitals with inpatient contracts
negotiated by the California Medical Assistance Commission (CMAC) and for those
non-CMAC-contracted hospitals. For the non-CMAC-contracted hospitals as a group,
the trend rate for each period is computed using the average payment change over
the four most recent periods. For contracting hospitals as a group, the trend rate is
computed using a combination of the average CMAC contracting per diem rate
change over the four most recent periods and the Medi-Cal day change over the
prior period.

The Medi-Cal payments that are measured against the UPL to determine the UPL
room, in addition to the base payments, must also include all supplemental and
enhanced payments made to the hospitals for Medi-Cal FFS inpatient hospital
services.
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