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i .. 1200-13-5-.18 ___ ._J T_ermination of Medicaid Hospitalizationprogra.111. 

(Place substance of rules and other info here. Statutory authority must be given for each rule change. For 
information on formatting rules go to http://state.tn. us/sos/rules/1360/1360.htm) 

Rule Chapter 1200-13-5 Hospitalization Program is deleted in its entirety and replaced with a new Rule Chapter 
1200-13-05 which shall read as follows: 

1200-13-05-.01 
1200-13-05-. 02 
1200-13-05-.03 
1200-13-05-. 04 
1200-13-05-.05 
1200-13-05-.06 
1200-13-05-.07 
1200-13-05-.08 

Definitions 

Chapter 1200-13-05 
Hospital Rate Variation Corridors 

Table of Contents 

Implementation of Contract Amendments for Existing Contracts between Hospitals and MCOs 
Implementation of New Contracts between Hospitals and MCOs Entered into after July 1, 2013 
Exclusion of Any Hospital from TennCare Networks 
Out-of-Network Reimbursement 
Agreements between Hospitals and MCOs for Limited Services 
Changes to Hospital Rates Negotiated Between MCOs and Hospitals after September 30, 2015 
Categorization of New Services Added after July 1, 2015 

1200-13-05-.01 Definitions. 

(1) Bureau of TennCare (Bureau). The administrative unit of TennCare which is responsible for the 
administration of TennCare as defined elsewhere in these rules. 

(2) Existing Contracts. The contracts that were in place between a Tennessee hospital and a TennCare 
MCO as of July 1, 2013. 

(3) Hospital. A general or specialty acute care facility licensed as a hospital by the Tennessee Department of 
Health pursuant to T.C.A. § 68-11-206, excluding hospitals that are categorized as Rehabilitation, 
Research, Long Term Acute or Psychiatric on the 2013 Joint Annual Report of Hospitals. 

(4) Inpatient Services. Routine, nonspecialized services that are provided at many or most hospitals in the 
state to patients admitted to the hospital as inpatients. 

(5) MCO (Managed Care Organization). An appropriately licensed Health Maintenance Organization (HMO) 
contracted with the Bureau of TennCare to manage the delivery, provide for access, contain the cost, and 
ensure the quality of specified covered medical and behavioral benefits to TennCare enrollee-members 
through a network of qualified providers. 

(6) Medicare. A hospital's fee-for-service reimbursement under Title XVIII including that hospital's 
adjustment for DSH, wage index, etc., and excluding only Indirect Medical Education (IME), pass through 
payments, and any Medicare payment adjustments for Sequestration, Value Based Purchasing, 
Readmissions and Hospital Acquired Conditions. 

(7) Medicare Severity Diagnosis Related Groups (MS-DRG). The Medicare statistical system of classifying 
any inpatient stay into groups for the purpose of payment. 

(8) New Contract. Any initial contract between an MCO and a hospital that did not exist on July 1, 2013. 
Contracts in place on July 1, 2013, that have been materially altered since July 1, 2013, are not new 
contracts. 

(9) Outpatient Services. Services that are provided by a hospital to patients in the outpatient department of 
the hospital and patients receiving outpatient observation services. 

(10) Rate Corridors. Upper and lower limits established by the state's actuary and approved by the Bureau, in 
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consultation with the Tennessee Hospital Association (THA), for payments by MCOs to hospitals for 
services provided to TennCare enrollees. The Rate Corridors are based on a hospital's Medicare 
reimbursement that existed in FFY 2011 and used to determine the parameters of TennCare rates for 
contracts between Tennessee hospitals and TennCare MCOs after July 1, 2013. The determination of 
whether a hospital's TennCare rates are within the prescribed Rate Corridors shall be made on the basis 
of reimbursement from all TennCare MCOs with which the hospital has a contract. The Rate Corridors, 
which were calculated by the State's actuary as the budget neutral corridors, are as follows: 

(a) For inpatient services, the minimum level is 53.8% and the maximum level is 80% of the hospital's 
Medicare for 2011. 

(b) For outpatient services, the minimum level is 93.2% and the maximum level is 104% of the 
hospital's Medicare for 2011. 

(c) For cardiac surgery, the minimum level is 32% and the maximum level is 83% of the hospital's 
Medicare for 2011. 

(d) For specialized neonatal services the minimum level is 4% and the maximum level is 174% of the 
hospital's Medicare for 2011. 

(e) For other specialized services the minimum level is 49% and the maximum level is 164% of the 
hospital's Medicare for 2011. 

(11) Specialized Services. Services that are typically provided in a small subset of hospitals, such as 
transplants, neonatal intensive care and level 1 trauma. 

(12) TennCare. The TennCare waiver demonstration program(s) and/or Tennessee's traditional Medicaid 
program. 

(13) TennCare Actuary. The actuarial firm selected by the Bureau to assist the Bureau in establishing the 
capitation rates for TennCare MCOs each year. 

(14) Total TennCare Rates. Payment rates for each hospital in the aggregate from all MCOs with which the 
hospital has network contracts. 

(15) Year 1 Corridors. The initial upper and lower limits established by the Bureau in consultation with THA 
based on a hospital's Medicare reimbursement that existed in FFY 2011 and that were used to implement 
rate variation limitations in contracts between Tennessee hospitals and TennCare MCOs from July 1, 
2012 until July 1, 2013. The Year 1 Corridors are as follows: 

(a) For inpatient services, the minimum level was 40% and the maximum level was 90% of the 
hospital's Medicare for 2011. 

(b) For outpatient services, the minimum level was 90% and the maximum level was 125% of the 
hospital's Medicare for 2011. 

(c) For cardiac surgery, the minimum level was 30% and the maximum level was 80% of the 
hospital's Medicare for 2011. 

(d) For specialized neonatal services the minimum level was 4% and the maximum level was 180% 
of the hospital's Medicare for 2011. 

(e) For other specialized services the minimum level was 30% and the maximum level was 160% of 
the hospital's Medicare for 2011. 

1200-13-05-.02 Implementation of Contract Amendments for Existing Contracts between Hospitals and MCOs. 

These contracts set rates for a period of two years effective July 1, 2013, and provided for rate amendments to be 
negotiated and implemented on July 1, 2015. 

SS-7039 (November 2014) 3 RDA 1693 



(1) For hospitals that had existing contracts with MCOs in place on July 1, 2013, and the MCO and hospital 
had negotiated contract amendments to bring rates for total TennCare into the Rate Corridors and the 
rates in the contracts have not been adjusted since July 1, 2013, the MCOs will reissue those 
amendments with a new effective date of July 1, 2015. 

(2) In the case of a hospital that had contracts with MCOs in place on July 1, 2013, which contracts included 
amendments implementing rates within the Rate Corridors, and where the rates in the contracts have 
been adjusted since July 1, 2013, the Bureau shall evaluate the rates in the current contracts to 
determine if the total TennCare rates for the hospital are within the Rate Corridors. If the rate 
adjustments cause the total TennCare reimbursement for the hospital to be outside of the Rate Corridors, 
the affected MCOs shall implement contract amendments approved by the Bureau in consultation with 
the TennCare Actuary to bring the hospital rates into the Rate Corridors effective July 1, 2015. 

(3) In the case of a hospital with contracts in existence on July 1, 2013, which contracts include rates outside 
of the Rate Corridors, the affected MCOs shall implement contract amendments to bring total TennCare 
rates into the Rate Corridors with an effective date of July 1, 2015. The Bureau shall verify that the new 
contract rates in conjunction with contracts between the hospital and all other MCOs bring the hospital's 
total TennCare rates within the Rate Corridors. 

1200-13-05-.03 Implementation of New Contracts between Hospitals and MCOs Entered into after July 1, 2013. 

These contracts have not yet been in effect for a period of time sufficient to negotiate rate amendments for a July 
1, 2015, implementation date. In the case of a hospital that entered into a contract with an MCO after July 1, 
2013, including a hospital that entered into a contract with an MCO with rates within Year 1 Corridors effective 
January 1, 2015, the affected MCOs shall implement contract amendments that bring the hospital rates within the 
Rate Corridors no later than September 30, 2015. 

1200-13-05-.04 Exclusion of Any Hospital from TennCare Networks. 

A hospital that does not accept a contract amendment required by this Rule shall be excluded effective October 1, 
2015, from participation in the TennCare MCO network to which the contract amendment applies. 

1200-13-05-.05 Out-of-Network Reimbursement. 

Out-of-Network payments to all hospitals shall be governed by TennCare Medicaid Rule 1200-13-13-.08(2)(a)-(c) 
and TennCare Standard Rule 1200-13-14-.08(2)(a)-(c). 

1200-13-05-.06 Agreements between Hospitals and MCOs for Limited Services. 

Rates for a single case agreement negotiated between the MCOs and hospitals that are not in network with the 
MCOs to ensure access to services for TennCare enrollees may not exceed the ceiling or be below the floor of 
the Rate Corridors appropriate for those services. 

1200-13-05-.07 Changes to Hospital Rates Negotiated between MCOs and Hospitals after September 30, 2015. 

To ensure that each hospital's total TennCare reimbursement remains within the Rate Corridors, proposed rate 
changes after September 30, 2015, shall be evaluated by the Bureau to determine if the proposed rate change 
will move the hospital's total TennCare rates outside of the Rate Corridors. If the evaluation indicates the change 
will put the hospital outside of the Rate Corridors, the Bureau shall provide the adjustments necessary to ensure 
that the contract is compliant with the limits of the Rate Corridors. TennCare rates between a hospital and an 
MCO may not be modified after September 30, 2015, without approval from the Bureau. 

1200-13-05-.08 Categorization of New Services Added after July 1, 2015. 

MS-DRG classifications serve as the basis for identifying services as inpatient or specialized. MS-DRG 
classifications may change and new MS-DRG classifications may be added from time to time. New or modified 
MS-DRG classifications shall be evaluated for assignment to appropriate inpatient or specialized categories by 
the Bureau in consultation with THA and the TennCare Actuary. 

Statutory Authority: T.C.A. §§ 4-5-202, 71-5-105, 71-5-109 and 71-5-2803. 
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Public Hearing Comments 

One copy of a document containing responses to comments made at the public hearing must accompany the 
filing pursuant to T.C.A. § 4-5-222. Agencies shall include only their responses to public hearing comments, 
which can be summarized. No letters of inquiry from parties questioning the rule will be accepted. When no 
comments are received at the public hearing, the agency need only draft a memorandum stating such and include 
it with the Rulemaking Hearing Rule filing. Minutes of the meeting will not be accepted. Transcripts are not 
acceptable. 

There were no public comments on this rule chapter. 
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Regulatory Flexibility Addendum 
Pursuant to T.C.A. §§ 4-5-401 through 4-5-404, prior to initiating the rule making process as described in T.C.A. 
§ 4-5-202(a)(3) and T.C.A. § 4-5-202(a), all agencies shall conduct a review of whether a proposed rule or rule 
affects small businesses. 

The rule chapter is not anticipated to have an effect on small businesses. 
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Impact on Local Governments 

Pursuant to T.C.A. §§ 4-5-220 and 4-5-228 "any rule proposed to be promulgated shall state in a simple 
declarative sentence, without additional comments on the merits of the policy of the rules or regulation, whether 
the rule or regulation may have a projected impact on local governments." (See Public Chapter Number 1070 
(http://state.tn.us/sos/acts/106/pub/pc1070.pdf) of the 2010 Session of the General Assembly) 

The rule chapter is not anticipated to have an impact on local governments. 
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Additional Information Required by Joint Government Operations Committee 

All agencies, upon filing a rule, must also submit the following pursuant to T.C.A. § 4-5-226(i)(1). 

(A} A brief summary of the rule and a description of all relevant changes in previous regulations effectuated by 
such rule; 

The Rule Chapter replaces an emergency rule chapter that was adopted to ensure full implementation of 
hospital payment rate variation corridors set out in Chapter 276 of the Public Acts of 2015. The rule chapter 
defines the specific activities required of the TennCare MCOs and the hospitals participating in TennCare to fully 
implement the rate variation corridors. 

(B} A citation to and brief description of any federal law or regulation or any state law or regulation mandating 
promulgation of such rule or establishing guidelines relevant thereto; 

The Rule Chapter is lawfully adopted by the Bureau of TennCare in accordance with T.C.A. §§ 4-5-202, 71-5-
105, 71-5-109 and 71-5-2803. 

(C} Identification of persons, organizations, corporations or governmental entities most directly affected by this 
rule, and whether those persons, organizations, corporations or governmental entities urge adoption or 
rejection of this rule; 

The entities most directly affected by this Rule Chapter are the hospital providers. The governmental entity 
most directly affected by this Rule Chapter is the Bureau of TennCare, Tennessee Department of Finance and 
Administration 

(D} Identification of any opinions of the attorney general and reporter or any judicial ruling that directly relates to 
the rule; 

The Rule Chapter was approved by the Tennessee Attorney General. No additional opinion was given or 
re uested. 

(E} An estimate of the probable increase or decrease in state and local government revenues and expenditures, 
if any, resulting from the promulgation of this rule, and assumptions and reasoning upon which the estimate 
is based. An agency shall not state that the fiscal impact is minimal if the fiscal impact is more than two 
percent (2%) of the agency's annual budget or five hundred thousand dollars ($500,000), whichever is less; 

The promulgation of this Rule Chapter is not anticipated to have an effect on state and local government 
revenues and ex enditures. 

(F) Identification of the appropriate agency representative or representatives, possessing substantial knowledge 
and understanding of the rule; 

J John G. (Gabe) Roberts 
General Counsel 

(G) Identification of the appropriate agency representative or representatives who will explain the rule at a 
scheduled meeting of the committees; 

\ John G. (Gabe) Roberts 
General Counsel 

(H) Office address, telephone number, and email address of the agency representative or representatives who 
will explain the rule at a scheduled meeting of the committees; and 

310 Great Circle Road 
Nashville, TN 37243 
(615) 507-6838 

abe.roberts tn. ov donna.tidwell 
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(I) Any additional information relevant to the rule proposed for continuation that the committee requests. 

GW10115232 
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1200 13 5 .01 DEFINITIONS. The following definitions shall apply to rules 1200 13 5 .02 through 1200 13 5 .15 
inclusive, unless otherwise indicated. 

(1) Ctt-pitel Cests means those costs which are required or allowed by Title XVIII principles to be 
included in all depreciation columns on line 72 of worksheet B of HCFA fonn 2552 81(11 81). 
Capital costs shall not include costs associated with non reimbursable cost centers. 

(2) },1ed-ieal Ed-ueatie8 Cests means those costs associated 1.vitl1 a narsing school or intern resident 
services in an approved residency program 1.vhich are required or allowed by Title XVIII principles 
to be included in colull1lls 18 and 19 of line 72 on worksheet B of HCFA form 2552 8 1 ( 11 8 1). 
Medical education costs shall not include costs associated 1.vith non reimbursable cost centers, nor 
shall they include costs for routine in service training. 

(3) Hospite! Based Physician Costs means physician costs applicable to Medicaid beneficiaries which 
are required or allowed by Title XVIII principles to be included on line 12 of Column 5f of Part 1 
of worksheet D 3 of HCFA form 2552 81(11 81). Such costs shall not be allov,rable for services 
provided on or after October 1, 1983. 

(4) Utiliwtien Ratie means the ratio of inpatient days attrib~1table to patients determined eligible for 
Medicaid by the State of Tennessee to total inpatient days. 

(5) M-ediC€lid Day means any part of a day including the day of admission in which a person 
determined eligible for Medicaid by the State of Tmmessee is admitted as an inpatient 1.vith the 
intention of remaining overnight. The day of discharge is not counted as a day. If admission and 
discharge occur on the same day, the day is considered one inpatient day. 

(6) Appro1•ed ResidenC)' Pregrttm means: (1) intern or resident in training teaching program approved 
by the Council on Medical Education of the American Medical Association, or in the case of an 
osteopathic hospital, approved by the Committee on Hospitals of the Bureau of Professional 
Education of the American Osteopathic Association; or, (2) in the case of a hospital or osteopathic 
hospital 1tvith an intern or resident in training program in the field of dentistry, under a teaching 
program approved by the Council on Dental Education of the American Dental Association. 

(7) Opemting Component means those costs, applicable to inpatient services only, 1,vhich are required 
or allowed by Title XVIII principles to be included on line 10 of Part 1 of schedule E 5 of HCFA 
forn1 2552 81 (11 81), 



less the portion, which is attributable to patients detennined eligible for Medicaid by the 8tate of 
Tennessee, of depreciation, medical education costs, and hospital based physician costs, plus an 
allowance for the inpatient routine nursing salary differential which was repealed by Medicare on 
October 1, 1982. 

(8) Pass Through Component means the share ,.vhich is attributable to patients determined eligible for 
Medicaid by the 8tate of Tennessee of actual capital costs and actual medical education costs. 
Upon the effective date of these rules, the 8ervices Tax ,,vill be an allov,rable cost included in the 
pass through component. 

(9) Title XVl 11 principl-es means, eiwept where indicated othenvise, those Medicare principles which 
are applicable to hospitals, which were in effect on October I, I 982, and which are described at 42 
CFR, 405. 

(10) Base Year Cost Report means the cost report for the next to the last 12 month cost reporting period 
preceding the first cost reporting period subject to prospective payment. 
EXAMPLE: 

Ist Year Snbject to 
Prospective Payment Base Year 
1/1/8 4 to 12/31/8 4 1/1/82 to 12/31/82 
7/1/84 to 6/30/85 7/1/82 to 6/30/83 

If a hospital's cost reporting period ending on or after 8eptember 30, 1982 was for less than 12 
months, the cost report for the most recent 12 month cost reporting period ending before 
8eptember 30, 1982 will be used. The Commissioner of the Department of Health and 
Environn1ent reserve the right to rebase the reimbmsement system described in Chapter 12 13 5 of 
the R~_iles of the Department of Health and Environment at such time deemed necessary. 

(11) Department means the Tennessee Department of Health and Em,ironrnent. 

A.ut-lzerity. T. C.A. § §4 5 202, 12 4 301, 7] 5 ]05 end 71 5 109, Public Chapter 913 of the Acts of 1992. 
A.d,winistrative HistB1y. Original rule filed June 26,1985; effective July 26,1985. Amendment fi!-ed Janue13 1 

13, 1987; effective February 27, 1987. Amendment filed 8eptember 25, 1992; effective ]1leve111ber 9, 1992. 

1200 13 S .02 DETERJVIINATION OF REIMBURSABLE COST. The Comptroller of the Treasury in accordance 
1.vith the Department's rules and regulations shall make the determination ofreimbursable per diem cost for hospitals. 

Authority: T. C.A. §§! 4 23 105 and! 4 23 l09. Administrative HistB1y: Original rutefiled June 26, 1985, effectirn 
July 26, 1985. 

1200 13 S .03 APPROVf .. L OF THE DEPARTMENT REQUIRED FOR PARTICIPf .. NTS. Only those institutions 
or distinct pa1is thereof certified by the Department in accordance with the General Rule 1200 13 1 .05(2) as rendering 
hospital care and contracting with Medicaid may participate and be reimbursed as providers under these provisions. The 
Department shall notify the Comptroller of the Treasury v,hen a provider enters the program and when its participation 
terminates. 

A.ut!ierity: T CA. §§14 23 105 end 14 23 109. Aflmh1istratfre History· Original rule filed June 26, 1985; effective 
Ju6· 26, 1985. 

1200 13 S .04 COST REPORTS REQUIRED. 

( I) In order to be eligible for payment by the Medicaid program for hospital services provided to Tennessee 
Medicaid beneficiaries, providers, including those paid by a prospective method, are required at each 
provider's Fiscal year end, upon termination of provider status, change in ownership, or enrollment as a 
new provider, as per rule 1200 13 5 . I 3, to submit to the Comptroller of the Treasury an annual cost 
report on forms designated by the Department. This report shall be submitted not later than three 
months from the end of each provider's fiscal year. 8uch cost reports mast be completed in accordance 
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with the Medicare principles of cost reimbursement set out in the Medicare Provider Reimbursement 
Manual, in effect on October 1, 1982, except where the Depa1iment may specify otherwise by these 
rules. All covered services are to be in accordance ·.vith the Medicaid Program definition of covered 
services. 

(2) Providers ·.vhich fail to submit cost reports 1.vhich comply ·,vith Title XVIII principles in effect on 
October 1, 1992 and described at 42 CFR 405 shall be subject to the sanctions specified in T.CA. §71 
~ 

(3) To be eligible to receive payment, contracting hospitals shall use uniform hospital stat1st1cs and 
classification of accounts as published by the American Hospital Association for all accounting records, 
or any other acceptable accounting methods approved by the Department of Health in consultation 1.vith 
the Comptroller and the Tennessee Hospital Association. Any contracting hospital that does not adopt 
the uniform classification of accounts, or that does not submit certified statements 'tvhen required by the 
Department of Health will be subject to the sanctions specified in T. CA. §71 5 130. 

(4) After a period of five years follov,ing the implementation of the TennCare Program on January 1, 1994, 
amended or corrected hospital cost reports with claims for reimbursement for services prior to January 
1, 1994 shall not be accepted. 

Au#1erity: T.CA. §§14 23 105, 14 23 109, 715105, 71 5 ]09 and 4 5 202. Administrat-ive Hist-ery: Original rul-e 
fil-ed June 2(i, 1985; effecti,•e July 2(i, 1985. Amendmentjil-ed Jam1a1J' 30, 1989; effixth•e }.1-arch 1 l'i, 1989. A111e11dme11t 
fil-ed April 14, 1989; effective kfay 8, 1989. Ame11dmentjil-ed Octeeer l 4, ]998; effective December 28, 1998. 

1200 13 5 .05 BILLING PROCEDURE. Institutions or distinct pa1is thereof rendering hospital care shall bill the 
Department or other agency or organization designated by the Department on the forms and in the manner designated. No 
provider shall charge for Medicaid patients more than is charged for private paying patients for equivalent 
accommodations and services. 

Au#zerity: T. CA. §§14 23 l05 and 14 23 109. Ad-minist-rat-ive Histerj'.' Original rul-e jil-ed June 21'i,1985; e.ffecti,'C 
July 2(i, 1985. 

1200 13 5 .06 APPLIC\TION OF PROSPECTIVE PAYMENT METHOD. With respect to cost reporting periods on 
or after the effective date of this rule, all Medicaid providers of hospital care, except those eJrnmpted by the provisions of 
rule 1200 13 5 .07 shall be paid for inpatient services by a prospective method as set out in rules 1200 13 5 .08 through 
1200 13 5 .15 inclusive. 

Authority: T. CA. §§14 23 105 tmd 14 23 109. Admiuist-rat-ive Hist-erj': Original rule fi!-ed June 2<i,1985; effective 
July 2(i, 1985. 

1200 13 5 .07 PROVIDERS EXEMPTED FROM PROSPECTIVE PAYMENT SYSTEM. The prospective payment 
system shall not apply to: 

(1) Long term care facilities (hospitals which have an average length of stay of more than 25 days). 

(2) Hospitals which elect not to submit a cost rep mi which have less than $100,000 annually, based on the 
State of Tennessee's fiscal year, in total charges to patients detennined eligible for Medicaid by the State 
of Tmmessee; the annual total charges does not include charges associated with transplants covered by 
Tennessee Medicaid and are reimbursed in accordance •.vith rule 1200 13 1 .06(18)(f)2. 

Such providers shall be reimbursed an amount not to exceed 80% of reasonable charges for covered 
item billed by the provider. Reasonable charges are those ·.vhich are charged by comparable providers 
for similar services. In the event that providers exceed $100,000 in total Tennessee Medicaid charges 
annually: 

(a) In state hospitals or out of state hospitals in contiguous medical marketing areas, will be 
treated as nev,' providers as specified in rule 1200 13 5 .13. 
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(b) All other hospitals will be reimbursed as specified in rule 1200 13 5 .16(6). 

(3) Outpatient services 

Aut-herity: T. C.A. §§12 4 301, ] 4 23 105, 14 23 109, 71 5 105, 71 5 109, end 4 5 202. Administmtive Histery: 
Original ntlefiled June 26, ]985; effectil'e July 26, 1985. A111e11d111entfiled Nevemeer 10, 1988; effective Decemeer 25, 
]988. Amendmentfil-ed May 8, ]991; effective June 22, 1991. 

1200 13 5 .08 PROSPECTIVE PAYMENT METHODOLOGY. 

(1) The prospective payment will be made as a rate per inpatient day. Each facility's reimbursable inpatient 
costs 1.vill be determined in accordance 1.vith Title XVIII principles, from a base year cost reporting 
period. Costs will be separated into an operating component and a pass through component. A trending 
factor 1.vill be applied to the operating rate component only. The prospective rate will be the sum of the 
trended operating component and the untrended pass through component, plus or minus adjustments for 
minimum occ,1pancy, (effective October 1, 1989, Tennessee Medicaid will not impose a minimum 
occ,1pancy penalt)0, resident and intern costs, Medicaid disproportionate share and other adjustments as 
provided in rule 1200 13 5 .12. Tennessee Medicaid costs 1.vill be detem1ined by a computed utilization 
ratio from fom1 HCFA 2552. 

(a) EJwept for inpatient hospital days involving approved organ transplants, the first twenty (20) 
days per fiscal year 1.vill be reimbursed at l 00 percent of the operating component plus l 00 
percent of the capital, direct and indirect education, return on equity (for proprietary providers 
only), and Medicaid disproportionate share adjustment (MDSA) components. For medically 
necessary days in excess of twenty (20) per fiscal year, reimbursement will be made at 60 
percent of the operating component plus l 00 percent of the capital, direct and indirect 
education, return on equity (for proprietary providers 0111)0 and MDSA components. Approved 
inpatient days involving organ transplants will be reimbursed at 100 percent of the operating 
component plus 100 percent of the capital, direct and indirect education, return on equity (for 
proprietary providers only) and MDSA components. Admission and stays im•olving organ 
transplants that span fiscal years will be reimbursed as if the entire stay had occurred during the 
first fiscal year. 

(2) Adjustments to Base Period Costs. It may be necessary to adjust base year cost reports to make the 
base period costs comparable to inpatient costs incurred in the prospective period, such as costs to be 
incurred by hospitals required to enter the Social Security system beginning January 1, 1984. Therefore, 
hospitals submitting form HCFA l 008 to their Medicare intem1ediary should send a copy of this form to 
the Comptroller of the Treasury. For hospitals v,11ich do not submit form HCFA 1008, appropriate 
adjustments will be made based on the best available infom1ation. 

(3) Pass Through Component. 

(a) Each facility's initial prospective rate 1.vill be based on the base year cost report and 1.vill 
include a pass through component consisting of the portion of capital costs and medical 
education costs which is attributable to patients detem1ined eligible for Medicaid by the State 
of Tennessee. The pass through component may vary from year to year depending on each 
facility's actual capital costs and medical education costs and will not be comp~1ted until the 
facility's cost rep01i is received. Upon the effective date of these rules, the Services Tax will 
be an allowable cost included in the pass through component. 

(b) Additional capital costs due to revalued assets will be recognized only 1Nhen an existing 
provider is purchased by another provider in a bona fide sale (anus length transaction). The 
nev,r value for reimbursement purposes shall be the lesser of ( 1) the purchase price of the asset 
at the time of the sale, (2) the fair market value of the asset at the time of the sale (as 
deten11ined by an MAI appraisal), (3) current reproduction cost of the asset depreciated on a 
straight line basis over its useful life to the time of the sale, or (4) for facilities undergoing a 
change of ownership on or after July 18, 1984, the acquisition cost to the first ovmer of record 
on or after July 18, 1994. The cost basis of depreciable assets in a sale not considered bona fide 
is additionally limited to (5) the seller's cost basis less accumulated depreciation. The 

4 



(4) 

purchaser has tl b a . . . 1e eurden of . nse. Garns realized fro&pro~·mg that the transac . . 
the progrnm a,o to be a d:::t~:;:~ 0~~'.".:,7•bi~

0

on:---t~:&-ta-as-1'l!"'~:=~~"e :d:r:~~i~ sh~11ld the issue 

---+(-"'"c)L Tho " ' • '"'l"tal eosts. ' ",s portidpotmg in 

. ya)ment of return . 
r"em~bursement, 42 CF;n equ'.ty will be determin npnl 20, 19"3 mt 405, m ,fleet on ,. od by Medieore fin . 
of interest on ~bl' "".' on ,,..ity shall bo ad:.'"""" l, 1983 prnvidi: e,plos of east 
F,m,b ,gobons ,ssued RH . . ~ustd te rell,et lOO"i g that, ofleetiv, p JI chase by the F d " of the ave1n1·a-g,,__,.",-e era] Hospital I , e rate ns,lfance Trust 

EXAMPLE 
Base Year: 
Base Year Cost Re Initial Pr . port Rec,.,,er1i\ft:'e>ed--
B . ospectlve Rate :g . 

egmning of Pros _etermmed 
12/31 '83 C pectlve Payment 

, r ost Report R . 
12/31/83 C ,ece1ved 
"d' ost Report Rate 

n Justment Completed 
In this .,._,, ii . . . 06/-01184 

rat · ' ,e imtrnl pr 'm odjusted (£ _ospoetivo ,t . · th ~, see'" d a oeonhnues t' I 
'a-I "Pit I ' 1'1es on o, aft J· ""' Juno I 1984 

equity (fu, .ro.:;:~~;"~~eol ,<rn,atio::o:' ! , 1984{ fe, th,'Tenne~s?,n ,~'. I, 1984, tho 
o vI ers only) reported , osp1ta based physici• e wa1d share of 

Beg' · on the I}e b an costs and 
nrnn,g with Ilse 

1 

, _,om-o'31, 1983 ' return on 

3 .5% fo, d,tos of s; .;,'"'s bogllllliflg July I 198 ' oost report. 
Ootobo, I, 1987 th, ' os Je~· I , 1987 th,ou 'I, 7' and laM, ospital oo . 
through Septe b ough I}ecember 31 198g7 September 3Q 198+ b, 7s;s vnll be reduced b)' 
8 fibO, 30 1988 ' T 1,y J2••, ' ' ) dfo,d t eptember 3Q 1989 ,, and by 15or ;' :tOr dates of s . :n--1:Hla:fte'\!,S'"-"O,.ff'cs,-e,fL'ice 
a d b , by go,;, +' d ,'O :tor date +' ervwe Jan , 

11

Y 15 °to B d ' ' :t0rates of .s Or ser'ice G uary I 1988 
d ' ~, otos ofs . """" Oet b 1 ' ctober l 198 , 

- final settlomont'""' loneocy l 19 ' " , 1989 th,oo h ,8 th<oug!, 

(d) 

•'."""'°"' ,oduetio:·i Hospit,ls dosign..,',d ;so and laM. R,duetion !11~emmbcr 31, 1989' 
,ennl,u,sed I 00% f hn ·'"""'" easts. Upon th Solo Co"'""'nity Hos . t I ' ligered into yeo, . o t "' m,pael eosts. e efleebve date ef thos p• " s "" exempt frnm 

~:~rat'.ng Component. E h . . o mies, laospitttls will be 

" nch 1s com t d ac fac1hty's · · · eaeh • i"'"' ffom the base -- nnhol prospoeti•·,' ·u l a,, Trending to th, yea,eost ,eport Th .r1:-aHt&e--'s:.bh·a~1111 include a 

:.:::::::Ii~~ =~zi;;.:~:~:~·~~::,:: ~=~: i~==:~~lr:::m·:ntj!;gd-j:3f:'ll'nt;""!"'r~,.:~::~ 
en of the hospital' Ii --1<n ed by tho Pros . "pne, eost report) 

~he,;eRcr the trnnffing ind, I I - • s -seol Y'"' to Oetobe, l pt;:•;• Paymont Assossffient 

." . rospeetive Paymoot /"'a I be that ratoof imw ' . 
~egwer. 'fhe kond': ,,ssossment Cornmis .~"" on prospeeti"e 
':''' lisoel ,.. .. , ne~=~~;·~" a1m, shall b:·:,,:: ~s ptiblished ;., :.;,;:: as reeomn,ended by 
y '•. no oarli" then Jul' loan Doeembo, 31 1990 aom Oettibe, I 1989' ""'' A,le,;n;,•·aff,•e 
prn,"'der's yea, ond. Eeo~ '.~·990. Whoo :,eoss ' '.nd shall bo efleetive ~ to the midpoint of tho 
days of<l,e bogiRHing om p,e,,do, will bo netified aj.' mdexes will bo prn, tlidrst ofthe state's fiscal 

41 t' . w state's fisc l o its He"' o . a e to corr d , uonlj•, Tc 

4 

__ _,, yea,, ..p-rng ,ate d .~soon- to a 

m.wr,•. o,,: .'' · §§
4 5 

202, 11 4 30' v "'" md"*ing within 30 

'4 ""'""' ,.,.,, Ii• ' ,, " 
5 

'"5 • d " " arch 23 1925 " J • et:t Jwie 26 , 9" ' n6fH.J'1-t1 1-+'1-,L! -5:5]; 09. P ,fol. 
£ ' , tttt 4 ·11e ,.} ' ' tt5. err, . ' , t. tt.zc G'1 . , 

CJ}eeff•,v ,,,, •. ,, ""ment4iled $ ·-••• JuiJ• 26 ,92 r €!pier 9]3 ~Cf11 d 

{J

r "'•o ,3 198, 

4 

r 4'/embe,· •1 ,
9 

, , o5 ,.,, . d·, 'e,relH,f '99:! j 
& eeff ,v &,rte,,~ • o . , mer,fflnent ji 'ed ' ' ' ' -86, e{feeffw O ~ ~ ' MHner,t filed "el,,... ,. dmfohtrat'« $ r ' off r2 > 990 r• ,>,ne 2 U)8J; c.noe,· 17 '986 , ,8'J' 2 > '98(i " 

eptember 25, 199:!. ,,{c '~ · Amea,le,ent fi'ed '.,,' · effe,1;,,e .1,,,,, , 7 ;9
1

• Amcnrl-memfP 

1 

~ 
1

1

; effective ,J]ectn·eh'e'•e• 1. • I t:::TCt-eeer ;] 1 19 " 
1 

' 

1 

gg 4. ,.} J ,ett ,.{ey 29 1907 , n ~Hoff 9 199:! ' ' ' 9 • . e(f '. . nHM,ume•,t Ii' d I --, ' "' 
1'00 13 5 .09 MINI ' • . ,,, ee,ne Deee,,,be,- 5,, ]/;;' :· ugu,t B, 199~ 

fonKila set O'!t b I l\~UM OCCYP" NC¥ , . Amenfl.ment fPed 

h 

, - O·O'" f , n~-- • DJ"" r• • 
ospital "• " ,aeility' n--uoTMEN+ o,,ee,ds its minimum 

0

,;;,;,:::;:~ey .::'::· based on-,;,;fle~":;z: d~osts shall be adjusted ,. I ' ~rmula is not applied Tl dfln~ ~he year, is belwt--tl'it<dC'*.1+-.-")''nea·"r, using the 
5 . oonurumem le-• I . " a mm,mem !, .. cl If • e is as follmvs: ~ . a 



Hospitals over 100 beds 70% 
Hospitals with 100 beds or fev,·er 60% 

The adjustments will be computed as follows and viill be made at the same time as the pass through adjustment as set 
out in rule 1200 13 5 .15. 

ACC-TCCx TBD 
ABD (Y) 

ACC - alloviable capital costs 
TCC - total capital costs 
TBD - total bed days used during the period 
ABD - total bed days available during the period 
Y - .6 for hospitals with 100 beds or fewer 

.7 for hospitals over 100 beds 

All references to beds means staffed beds. Staffed beds mean those beds ·.vhich are equipped and 
available for patient use. Any beds or hospital wing which is unavailable for patient use, such as being 
closed for reasons including but not limited to, painting, maintenance, or insufficient nursing staff will 
not be considered staffed beds. It shall be the responsibility of the provider to determine, at least 
monthly, its number of staffed beds. A schedule showing the number of staffed and unstaffed beds, 
along 1.vith the reasons for being unstaffed, must be submitted with the cost report. This schedule is 
subject to audit in accordance with rule 1200 13 5 .17. If no schedule of staffed beds is received, staffed 
beds will be the number of beds at the end of cost report period. Effective October 1, 1989 Te1messee 
Medicaid ·.vill not impose a minimum occupancy penalty. 

Au#1erity: T.C.A. §§4 5 202, ]2 4 301,14 23 ]05,14 23 109,7] 5 105, end 7] 5 ]09. Admi:tisfr(ltf're Histmy: 
Original rulefifod June 26, ]985; effecti.·e July 26, 1985. Amendmentfiled August 8, 1990; effective September 
22, 1990. 

1200 13 5 .10 RESIDENT AND INTER~ COST ADJUSTMENT. 

1. 
2. 
3. 
4. 
5. 
6. 

(1) On the basis of the ratio of full time equivalent residents and interns to total beds, a resident 
and intern cost adjustment shall be granted to teaching facilities having an approved residency 
program. Such facilities v1ill be given this adjustment independent of the Medicaid 
disproportionate share adjustment. The resident and intern cost adjustment shall not be subject 
to trending. The cost adjustment shall be calculated using the following formula but shall not 
exceed 10%, and will be made at the same time as the pass through adjustment. 

---~.4()§ 

R1 - 1.89 x [ (1 =I= interns and residents 1] 
beds 

(2) For purposes of this adjustment, hospitals are to report only full time equivalent interns and 
residents on form HCFA 1008, Part 1. For years when form 1008 is no longer in effect, 
hospitals must submit their number of full time equivalent interns and residents with their cost 
report. The number of full time equivalent interns and residents is the s1:1m of: (a) interns and 
residents employed 35 hours or more per 1Neek, and (b) one half of the total number of interns 
and residents working less that 35 hours per week regardless of the number of hours worked. 

EXAAt/PLE essw11ing no high Medirnid rolume incentil'e or minimum occupeney edjustme11t. 

¥earl ¥ear i ¥eat' 3 
Operating Component Prior to Trending $250.00 $277.50 $299.70 
Pass Throagh Component 25.00 30.00 35.00 
Basis for RI adjastnient 275.00 307.50 334.70 
RI Adjustnient at 8% (line 3 " .08) 22.00 24.60 26.78 
Trend Factor for Operating Component 11% 8% 7% 
TrenEled Operating Component (line 
1 x line 5 =I= 100%) 277.50 299.70 320.69 
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7. Prospective Rate (line 2 + line 4 +line 6) $324 .50 $354.30 $382.46 

Aut-herity. T. C.A. :;'.§4 5 202, 14 23 10,5, 14 23 109, 7] 5 105 and 71 5 109. Administmtive Histo,y. Original 
ruk filed J-une 26, 1985, eflecti1·e July 26, 1985. Amendment filed April 29, 1986; effective May 29, 1986. 
Amentl-mentfil-ed Decemeer 30, 1986, effective Feerua1)' ]3,1987. A:nendmentfi!-ed Decemeer 8, 1989; effective 
Janual)' 22, ]990. 

1200 13 5 .11 MEDIC\ID DISPROPORTION,A .. TE SHfi.RE AJUSTMENT (1VIDSfi.), 

(I) In accordance with the Medicaid State Plan, hospitals having over 3,000 patient days 
attributable to patients detennined eligible for Medicaid by the state of Tennessee or a 
utilization ratio over 8% will be provided a payment incentive. The Medicaid 
disproportionate share adjustment shall not be subject to trending and shall be based on 
cost reports with fiscal year ending 6/30/86 and later. The incentive ·.viii be the higher of 
(a) or (b) but shall not exceed 17% and (a) + (c) or (b) + (c) shall not mweed 22%: 

(a) The prospective rate will be adjusted upv,ard by 3 % for each 1 % increment in 
the utilization rate above 8%. 

(b) The prospective rate will be adjusted upward by 3% for each increment of 1,000 
reimbursed inpatient Medicaid days over 3,000. 

(c) The prospective rate will be adjusted up1.vard by 5 % if outpatient services and 
outpatient phannacy services are provided to Medicaid and/or non Medicaid 
recipients who receive indigent services from the hospital. The hospital must qualify 
1mder (a) or (b) in order to receive this incentive. 

Also, in order to receive incentive (c), the provider must be able to document that the 
services rendered qualify as free client care, under generally accepted accounting 
principles which are applicable to hospitals, and this does not include bad debt. 

(2) In accordance 1,vith the Medicaid State Plan, acute care hospitals having over 3,000 patient 
days attributable to patients determined eligible for Medicaid, or a utilization ratio over 14 % 
will be provided a payment incentive. The MDSA shall not be subject to trending. The 
MDSA will be the higher of (a) or (b) but shall not eJweed 34% and (a) + (c) or (b) + (c) shall 
not exceed 4 4 %. 

(a) The prospective rate 1.vill be adjusted upward by 6% for each 1% increment in the 
utilization rate above 14 %; 

(b) The prospective rate will be adjusted upward by 6% for each increment of 1,000 
reimbursed inpatient Medicaid days over 3,000 and the prospective rate will be 
increased upward by 3% if total days exceed 3,650 but less than 4,000. 

(c) The prospective rate will be adjusted upv,'ard by 10% if outpatient services and 
outpatient pharmacy services are provided to Medicaid and/or non Medicaid 
recipients who receive indigent services from the hospital. The hospital m11st 
qualify under (a) or (b) in order to receive this adjustment. 

Also, in order to receive adjustment (c), the provider must be able to document 
that the services rendered qualify as free client care, under generally accepted 
acco~,nting principles 1.vhich are applicable to hospitals, and this does not inclade 
bad debt. 

(d) No total payment of the disproportionate share adjustment ·.viii eKceed 80% 
inpatient charity care plus 80% of inpatient bad debt. If no inpatient charity care 
is reported there will be no disproportionate share payment. All inpatient charity 
care and inpatient bad debt ·.viii be determined by the latest industry complete 
Hospital Joint Annual Report as submitted to the State Center of Health 
Statistics. 
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(e) 

(3) 

(b) 

(c) 

(d) 

(e) 

(4) 

(b) 
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(5) 

(6) 

(d) 

(c) 

2. 

~e~at~:~ 1;tdu_st~y complete Hospital Joint Annual Report as submitted to the s:~~:ece:::; 
ea at1st1cs. The smn of: 

Low inco~e utilization rate will be calculated as follows from infonnation obt· · d ii 

I. Total Me~i~aid inpatient revenues paid to the hospital plus the amount of th 

reportmg period; and, 4.e same cost 

cash ~ubs1d1es received directly from state and local' gw·ernments · : 
reportn · d d · · d d v~ m a cos 1g peno ,1v1 e by the total amount of re"enues of the I "t J Ji 
inpatie t . c· I d" ' 4.0Spl a 4-lr 

.n serv10esmc u mg the amount of such cash subsidies) in tl 

!!: t:tal amo~~~ o:the ~os_pi_tal's charges for inpatient hospital services attributable to charity 
care ~re vi e to md1v1duals who have no source of a 'illent third , . 

::so;.rc:s) 1~.~ co~t repmiing.pe~od, divided by the total an!:nt of;he hos;i:~fis :~:r;:::! 
P~·ie,n ser,wes 111 th? hospital m the same period. The total inpatient charges attributed to 

;::i1;:s c=:: :::;!~:o~::1~,~~ c~ntra_ctual allowances and discounts (other than for indigent 
reductions in cl .: e ica ass1sta~ee under an approved Medicaid State Plan) that is, 
Gress-,mrges g1, en to other th1rd party payers, such as HMOs, Medicare or Blue 

In accordance with Section 4 112 of Public La"' IQQ 2Q · · 

~,:,::-:.:~· ,:~;!'::: !" '~ ··~ hav: at lo•." .:::. ebst-0tJz.:~:;~,':·p::1::::0 ::n:,;;;~: 
State Medicaid Plo Th, J e el stetne s?rv1ee~ to md1v1duals entitled to such services under the 

an. e on y exeept10n "'Ill be d t h · J · · 
inpatients that are predominately indhzidual; under~~ ~,;:rs :r::es ~;1:'.~ho p;~~ndet se;tces to 
emergency obstetric services as of December 21, 1987. " no o ~r non 

Any hospital designated as a perinatal center b , statute or re 1 · · · 
tlie Department of Healtl1 Maternal and Child) Health S f gu at10n ~n: w1~h a serv~e~ plan_ approved by 
services to high risk multi handieapp d , d ee wn or an) osp1tal prov1dmg without charge 
Children's Special S~rviees program s~alie:sons un ;r1lage 21 v,~o are .enrolled in the Department's 
treatment of these individuals, be eligible to,reeee:~~se o d~ e extraordmary nsk and expertise involved in 

perinatal services and services to handicapped e~~d:::~tu:::~1= no\t~ :we:d the uncompensated cost for 
uncompensated care for each of the qualified providers "'ill be :-~:,~ ad:r, the state! fise~l. year. The total 
days for the same period in order to det . th v. hl e ) t e tota ant101pated Medicaid 

. ennme -~e amount to be add d t th d" · 
adjustment calculated in paragraphs (3) and (4) b " Th" "'~eo_e1Spr?port1onate share 
anticipated Medicaid days for tl1e period Th" a ;.~ e~ is n;i' adjustment vnll be maltiplied by the total 

. . 1s a Jus-ment v,11 .. be add d t d , b' · · 
that are meluded in paragraphs (3) and (4) above.eo an not su~eet to any limits 

Beginning July 1, 1991, any acute care hospital ~ 1'f ,· Ji d · · 
qualifying criteria listed in paragraphs (3) and c:;:~;::~n:rh:)sproportwnate share .adjustment under the 
and having a Medicaid utilization ratio that d th~ . d ~mg at leas~ _1,QQQ pr0Jeeted Medicaid days 
by dividing the available hospital days b/:ee~4s d. e i_~ :1s:y average ut1~1zation ratio ·.vhieh is computed 

10 , e 1ca1 m ustry days nz11l b 1 · "bl f< · · 
enhanced disproportionate share adjustment based on the follmving: ..e e 1g1 e 4-lr an add1t10nal 

(a) 

(b) 

(c) 

The prospecti>•e rate " 1ill b d' t d d 
Medicaid uti1i~ation r:tio :::tf1:s::du7t~:a:ve!~g:nu:i~;::t:~;::~ t:1!~::i:~~1

:;:e f::t~:e 0~
8

;~i:~l's 

The enhanced MDSA payment ,,,ill b b d ti I calculated in sub , ..ea~e . on1e en rnneed disproportionate share adjustment 
h , . paragraph (a) above mult1phed by the anticipated number of Medi 'd d , !< 

t e upeommg fiscal year July through June. ea1 U) s 4-lr 

The sum of the HDS" payme1 t I I t d · (3) ( ) paragraph (6) e;nno/::;eed t: ca cu a °; m,t, an~ the enhanced payment computed in this 
debt charges 'llld Medicaid an;e.f\:g:.rega e sum o Jlnpa~ient and outpatient charity care and bad 

1 
·• 1 e 10are eontractua adjustments eoff'erted t t b d I 

atest industry complete Hospital Joint Annual Report b ~ d ~ 10 eosase on t 1e 
Statistics.' as strmitte to t 1e State Center of Health 

(7) Each year a redetermination of the MDSA will be made ,1t ti , · 
determined. This detern1ination "•ill be I d ti b ~e s~me tnne the new pass through component is 

" 118 e on 1e as1s o the best information available. Once the 
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determination is made, it will not be changed until the nmct scheduled redetermination. The effective date 
\viii coincide with the nevi pass through adjustment. 

(8) In accordance with the Medicaid State Plan, the disproportionate share adjustment '<Viii be paid on a 
monthly basis and established in June of each year. The monthly payment will be prospective based on the 
disproportionate share adjustment multiplied by the anticipated number of Medicaid days for the apcoming 
fiscal year July June. This ,.,,.ill be estimated based on projections from historical experience and the 
addition of any expected improvements. 

(9) Effective October 1, 1992, hospitals having over 1,000 cost report patient days attribatable to patients 
determined eligible for Medicaid by the State of Tennessee or a Medicaid utilization ratio over 7.94% or 
having a low income utilization rate equal to or greater than 25% will be provided a payment incentive 
(MDSA). The MDSA will be the higher of (a), (b), or (c), and the sum of (a), (b), or (c), whichever is 
higher, pbs (t) cannot mweed 4 0% of inpatient and outpatient charity charges plus Medicare and Medicaid 
contractual adjustments adjusted to cost. For the purposes of this rule Medicaid days •,viii not include days 
reimbursed by the Primary Care Network. For the purposes of this rule charity, unless othenvise specified, 
will be defined as inpatient and outpatient charity charges (including medically indigent, lov,r income, and 
medically indigent other), bad debt, and Medicare and Medicaid contractual adjustments adjusted to cost. 
Charity will include charges for both in state and out of state services. 

(a) The prospective rate \Viii be adjusted upward by a factor of 27.169 times the difference between 
the actual utilization rate and a 7.94% utilization rate. 

(b) The prospective rate will be adjusted upward by 27.169% times the number of days above 1,000 
days divided by 1,000 days. 

(c) The prospective rate •.viii be adjusted upward by 2% times the difference bet\veen the low income 
utilization rate and a 25% low income utilization rate. This adjustment will be capped at 10%. 

(d) Low income utilization rate 1,vill be calculated as follows from infom1ation obtained from the latest 
industry complete Hospital Joint Annual Report as submitted to the State Center of Health 
Statistics. The sum of: 

1. Total Medical inpatient revenues paid to the hospital, plus the amount of the cash 
subsidies received directly from state and local governments in a cost reporting period, 
divided by the total amount of revenues of the hospital for inpatient services (including 
the amount of such cash subsidies) in the same cost reporting period; and 

2. The total amount of the hospital's charges for inpatient hospital services attribatable to 
charity care (care provided to individuals who have no source of payment, third party or 
personal resources) in a cost reporting period, divided by the total amount of the hospital's 
charges for inpatient services in the hospital in the same period. The total inpatient 
charges attribated to charity care shall not include contractual allowances and discounts 
(other than for indigent patients not eligible for medical assistance under an approved 
Medicaid State Plan) that is reductions in charges given to other third paiiy payers, such 
as HMOs, Medicare or Blue Cross. 

(e) In accordance with Section 4112 of Public Law 100 203, no disproportionate share payment will 
be made to hospitals that do not have at least two obstetricians with staff privileges at the hospital 
who have agreed to provide obstetric services to individuals entitled to such services under the 
State Medicaid Plan. The only exception v,'ill be made to hospitals which provide services to 
inpatients that are predominantly individuals under 18 years of age or who did not offer non 
emergency obstetric services as of December 21, 1987. 

(t) Any hospital whose charity exceeds 6% of the industry's total charity will receive an additional 
payment. This payment •.viii be equal to their percentage of the industry's charity times a factor of 
4 .05 times the vabe of their charity. 
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(g) Any hospital that has a Medical utilization rate of 23% or greater and 23,000 Medicaid days or 
more will qualify for an additional MD8A payment. Hospitals qualifying 'Nill be allowed payment 
in elleess of 110% of charity. Instead of a 40%, limit these hospitals will receive up to a 75% limit. 
Any hospital qualifying for this enhancement whose ratio of charity to total revenues ellceed 30% 
will be capped at a total MD8A payment of $42,750,000. Any hospital whose ratio is less than or 
equal to 30%, will be capped at $37,750,000. 

(h) Each year a redetennination of the MD8A will be made at the same time the ne'tv pass through 
component is detem1ined. This determination will be made on the basis of the best information 
available. Once the determination is made, it 'Nill not be changed until the next scheduled 
redetermination. The effective date will coincide v,·ith the new pass through adjustment. 

(i) In aeeordanee with the Medicaid State Plan, the disproportionate share adjustment ,,viii be paid on a 
monthly basis. The monthly payment \Viii be prospective based on the disproportionate share 
adjustment multiplied by the anticipated number of Medicaid days. This will be estimated based on 
proj eetions from historical experience and the addition of any expected improvements. 

(j) The total amount of MDSA pay911ents \Viii be limited by a federal cap. 'Nhen allocating the amount of 
pa)911ents that will be made, the amount of payments made based on subparagraph (g) of these 
regulations, will be excluded. After ealeulations have been made, hospitals will receive their 
proportionate share of the total available MDSA allotment. The Medicaid Disproportionate Share 
Adjustment reimbursement for psychiatric hospitals will be included when determining the allocation. 

(10) Effective July 1, 1993, only those hospitals having over 1,000 east report patient days attributable to patients 
dete1mined eligible for Medicaid by the State of Tennessee or having a Medicaid utilization ratio over 8.55% or 
having a low income utilization rate equal to or greater than 25% \Viii be provided a payment incentive (MDSA). 
The MDSA will be the higher of the amount determined by subparagraphs (a), (b), or (e), ,.vhiehever is higher, 
and added to subparagraph (f). That total cannot e1weed 40% of inpatient and oatpatient "charity" charges plus 
Medicare and Medicaid eontraetual adjustments adjusted to east. For the purpose of this rule Medicaid days 
Will not include days reimbursed by the Primary Care Net\vork. For the purpose of this rule "charity", unless 
otherwise specified, will be defined as inpatient and outpatient "charity" charges (ineluding medically indigent, 
low income, and medically indigent other), bad debt, and Medicare and Medicaid contractual adjustments 
adjusted to east. "Charity" '.viii include charges for both instate and oat of state services. 

(a) The prospective rate will be adjusted upward by a factor of 27.169 times tho difference between the 
actual utilization rate and a 8.55% utilization rate. 

(b) The prospective rate will be adjusted upward by 27.169% times the number of days above 1,000 days 
divided by 1,000 days. 

(c) The prospective rate will be adjusted upv,·ard by 2% times the difference between the low income 
utilization rate and a 25% lov,· income utilization rate. This adjastment will be capped at 10%. 

(d) Low income Utilization rate will be calculated as follows from infonnation obtained from the 1991 
Hospital Joint Annual Report as submitted to the State Center of Health Statisties, The sum of: 

I. Total Medicaid inpatient revenues paid to the hospital, plus the amount of the cash subsidies 
received directly from either the state and local governments in a east reporting period, 
divided by the total amount of revenues of the hospitals for inpatient services (ineluding the 
amount of such cash sabsidies) in the same east reporting period; and 

2. The total amomit of tho hospital's charges for inpatient hospital services attributable to 
"charity care" (care provided to individuals who have no source of payment, third party 
or personal resourees) in a east rep01iing period, divided by the total amount of the 
hospital's charges for inpatient services in the hospital in the same period. The total 
inpatient charges attributed to "charity care" shall not inelude contractual allowances and 
discounts (other than for indigent patient not eligible for Medical a~;sistanee under an 
approved Medicaid State Plan) that are reductions in charges given to other third party 
payers, such as HMOs, Medicare or Blue Cross. 
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(e) In accordance with Section 4112 of Public Lav,r 100 203, no disproportionate share payment will 
be made to hospitals that do not have at least t>.vo obstetricians with staff privileges at the hospital 
1tvl10 have agreed to provide obstetric services to individuals entitled to such services under the 
State Medicaid Plan. The only eJweption ·.vill be made to hospitals ·.vhich provide services to 
inpatients that are predominantly individuals under I 8 years of age or 1tvho did not offer non 
emergency obstetric services as of December 21, 1987. 

(f) Any hospital ·.vhose "Charity" exceeds 6% of the industry's total "charity" will receive an 
additional payment. This payment will be equal to their percentage of the industry's "charity" 
times a factor of 3. 0 times the value of their "charity". 

(g) Any hospital that has Medicaid Utili2ation rate of 24% or greater and 25,000 Medicaid days or 
more will qualify for an additional MDSA payment. Qualifying hospitals will be allowed payment 
in excess of 40% "charity". Instead of a 40% limit these hospitals will receive up to a 91 % limit. 
Any hospital qualifying for this enhancement 1.vhose ratio of "charity" to total revenues exceeds 
30% will be capped at a total MDSA payment of $60,000,000. Any Jwspital whose ratio is less 
than or equal to 30%, will be capped at $50,000,000. 

(h) Each year a redeten11ination of the MDSA will be made at the same time the new pass through 
component is detem1ined. This detenmnation will be made on the basis of the best infon11ation 
available. Once the determination is made, it will not be changed until the neJ,t scheduled 
redeten11ination. The effective date will coincide with the new pass through adjustment. 

(i) In accordance 1.vith the Medicaid State Plan, the disproportionate share adjustment will be paid on 
a monthly basis. The monthly payment ·.vill be prospective based on the dispropmiionate share 
adjustment multiplied by the number of Medicaid days reported on the 1992 cost report. In cases 
·.vhere the 1992 repmi is still unavailable, the latest report on file will be used. 

(j) The total amount of MDSA payments will be limited by a federal cap. When allocating the 
amount of payments that will be made, the amount of payments made based on subparagraph (g) of 
these regulations, will be excluded. After calculations have been made, hospitals will receive their 
proportionate share of the total available MDSA allotment. The Medicaid Disproportionate Share 
Adjustment reimbursement for psychiatric hospitals ·.vill be included when determining tl1e 
allocation. 

Authorlty: T. C.A. §:Fl 5 ]05, 71 5 109, 12 4 30], end 4 5 202,· kfediceid Voluntf113· Contribution end Provider 
Specifi-c Tax Amendments <>} 1991 (PL 102 234). Admb1lst.··fllil'C lllstorj,': Original rule filed June 26, 1985,· 
effective July 26, ]985. Amendment filed December 31, ]986,· effective Februe13· 14, 1987. Amendment filed 
October 30, 1990,· effectii·e December 14, 1990. Amendment filed June 12)991,· effective Ju6· 27, 199]. 
Amendment filed September 18, 1991,· effective l\'ovember2, 199]. Amendment filed Jamffll)' 20, ]993; effective 
Mr1rch 6, 1993. Amendmentfiled October 22, 1993,· effecti·.·e Jt111ue13· 5, 1994. 

1200 13 5 .12 OTHER ADJUS7MENTS TO THE PROSPECTIVE RATE. 

(1) Adjustments to the prospective rate shall be made for the follmving reasons: 

(a) a mathematical mistake in comp11ting the rate; 

(b) additional individual capital expenditures for which there is an approved certificate of 
need such as the purchase of major equipment or addition ofnev,r beds, v,<hich would have 
an impact of 5% on the facility's total prospective rate, or a $25,000 effect on Tmmessee 
Medicaid reimbursement. 

(c) a significant change in case mix resulting in a 5%, change in the facility's total prospective 
rate, or a $25,000 effect on Tennessee Medicaid reimbursement. Case mix, for this 
purpose, is a diagnostic or therapeutic related factor requiring either an increase or 
decrease in the professional staff per patient ratio. 
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(2) Providers 1Nho are seeking a rate adjustment due to additional costs and who 1.vish to have s110h an 
adjustment effective at the same time as the additional costs are actually incurred must sabmit request 
for such adjustment to the Medicaid agency at least 45 days prior to the time the additional costs 1.vill 
be incurred. The effective date of such rate adjustments shall be the first day of the month following 4 5 
days from the date ofreceipt of the adjustment reqaest. 

Requests for adjustment must include detailed cost information identifying the appropriate operating 
and pass through components. 

Authority: T. CA. :,,";;~14 23 ]05 t11ul l4 23 ]09. Ad-ministr«live History Originfll rnleji!ed June 26,1985; 
cjjective Ju6· 26, ]985. 

12(-Hl 13 5 .13 NE'N PROVIDERS, CHANCES IN OWNERSHIP, AND CHANCES IN FISCAL YEAR END. 
New providers entering the Program 1.vill be required to submit a budgeted cost report from which an interim 
prospective rate will be set. Each new provider must submit, in accordance with rule 1200 13 5 .04 an actual cost 
report covering the first full year of actual operations, at 1.vhich point a final prospective rate, 1.vith a retroactive 
adjustment, will be set. A change of ovmership does not constitute a nev,r provider. Any change in ownership or 
fiscal year end should be reported to the Office of the Comptroller of the Treasury and the Depmiment. 

Au#zerity: T. CA. §§14 23 105 find 14 23 109. At!-mi:zistr«tive Histe1y. Origin«! rule.filed June 26, ]985; 
cffecti1.·e July 26, 1985. Amendmentjiled April 30, 1987, effective June 14, ]987. 

1200 13 5 .14 LOWER OF COST OR CH,\RCES LIMIT. In the base year, the lmver of cost or charges 
limitation 1.vill be waived for prospective rate determination purposes only. The limitation 1,vill, however, be applied 
for settlement purposes for all periods prior to a facility's first fiscal year under prospective payment. Carry forwards 
of umeimbursed costs will not be recognized once a provider's initial fiscal year under the prospective payment 
method has begun. 

Au#zerity: T. CA. §§14 23 105 «nd 14 23 109. Administmlive Histe1y: Origin«l rulefil-ed June 26, ]985; 
effective July 26, 1985. 

1200 13 5 .15 RATE NOTIFICATION AND EFFECTIVE DATES. 

(1) 

(2) 

(3) 

('I) 

Beginning 30 days after the effective date of this regulation, each provider 1.vill be notified of their 
initial prospective rate at least 30 days prior to the beginning of their first fiscal year ~,nder 
prospective payment. For those providers whose first fiscal year under prospective payment 
begins earlier than 30 days after the effective date of this rule, every attempt will be made to 
provide for a reasonable notice to them. The initial prospective rate shall apply to ser.1ices 
provided on or after the first day of the provider's first fiscal year subject to prospective payment. 
Payment for services rendered prior to the first day of the provider's first fiscal year subject to 
prospective payment and submitted for payment after such date shall be paid at the rate in effect 
during the period the service was rendered. Providers must split bill for services spa1H1ing their 
first prospective year and the prior year. 

'Nithin 30 days after the receipt of each provider's cost repmi, each provider 1.vill be notified of 
their new prospective rate due to the normal pass through adjustment. This rate shall be effective 
by the first day of the next month one month subsequent to the date of receipt of the provider's cost 
report. Providers must split bill for services spmH1ing the effective date of the rate change. 

'Nithin 30 days before the beginning of each fiscal year subsequent to the initial prospective year, 
each provider will be notified of their new prospective rate due to the normal operating rate 
adjustment. This rate shall apply to services provided on or after the beginning of the new fiscal 
year. Providers must split bill for services spanning the effective date of the rate change. 

Providers will be notified of special rate adjustment described il1 rule 1200 13 5 .12 no later than 
45 days after the receipt of the appropriate data. Such rate change shall be effective as specified in 
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rule 1200 13 5 .12(2). Provider must split bill for services spanning the effective date of the rate 
€lliH1g&. 

(5) Subsequent years' adjustments for high Medieaid volume, minimum occupancy, and resident and 
intern costs shall be completed at the same time and become effective at the same time as the pass 
through adjustment described in rule 1200 13 5 .14 (2). 

(6) Delays in setting rates may be encountered if it becomes necessary to request additional 
infom1ation from a provider due to errors or omissions on cost reports. Cost repmis are due as 
specified by Medicare regulations in effect on October l, 1982. 

(7) In cases of a change in ownership or fiscal year end, the operating component v,·ill be adjusted 
when the next trend is due under the old fiscal year end in order to avoid overlap or duplication of 
the period trended. This trend will be to the midpoint of the time between the old fiscal year end 
and the nev,r fiscal year end and will be effective for dates of service beginning on the day after the 
old fiscal year end. The next trend will be from the midpoint of that period to the midpoint of the 
ne'\v fiscal year and will be effective for dates of service beginning on the first day of the nev,· fiscal 
year. The rates should be computed at least 30 days prior to the effective date of the rate. 
EJrnmples are found at subparagraphs (a) and (b) belmv. 

(a) Assume that a provider has a former fiscal year end of June 30 and changes to a 
December 31 year end. The provider notifies us of the change before June l, 1984. The 
provider's rate has already been indmwd to the midpoint of the year July 1, 1983 to June 
30, 1984, that midpoint being January l, 1984. That rate was effective for services on or 
after July l, 1983. Ne1,t, we '<vill inde1, from the midpoint of the fo1mer fiscal year, that 
midpoint being January 1, 1984, to the midpoint of the time between the provider's former 
year end of June 30, 1984, and the nev,· fiscal year end of December 31, 1984, that 
midpoint being October 1, 1984. The effective date of this rate 1.vill be for services on or 
after July 1, 1984. Nm,t, we will trend from the point where we left off(October 1, 1984) 
to the midpoint of the provider's nev,r fiscal year end of December 31, 1985, that midpoint 
being July l, 1985, '<Vith a corresponding effective date of services on or after January 1, 
1985. Normal annual indexing takes place thereafter. 

(b) Notification made subsequent to Comptroller's inde1dng based on the former fiscal year 
end. Assume the same facts in the first example except that the provider notifies us of 
their fiscal year end change sometime after June 1, 19811. The provider's rate has already 
been indexed to the midpoint of the year July 1, 1984 to June 30, 1985, that midpoint 
being January 1. 1985. That rate was effective for services on or after July 1, 1984. 
Next, 1.ve will index from the midpoint of the former fiscal year, that midpoint being 
January 1, 1985, to the midpoint of the time betv,reen the provider's funner year end of 
June 30, 1985, and the new fiscal year end of December 31, 1985, that midpoint being 
October 1, 1985. The effective date of this rate will be for services on or after faly 1, 
1985. Next, we will trend from the point where 1.ve left off (October 1, 1985) to the 
midpoint of being July 1, 1986, 1.vith a coffesponding effective date of service on or after 
January 1, 1985. Nom1al anmial indexing takes place thereafter. This procedare will be 
follmved to avoid overlapping of the periods trended even if the provider changed fiscal 
year end in 1984. 

Aut-l-1er.'ty: T. C.A. §§14 23 105, 14 23 109 and 4 5 202. Administrative HistBIJ', Original rulejiled June 26, 1995, 
c.ffecth'e .July 26, 1985. Amendmentfiled March 25, 1987, effix!i1·e Mt!)' 9, 1987. 

1200 13 5 .16 METHOD FOR PAYING PROVIDERS WHICH ARE EXEMPT FROM PROSPECTIVE 
SYSTEM. 

(1) The Comptroller of the Treasury, will detennine, in accordance with Medicare principles of cost 
reirnb~irsernent in effect on October 1, 1982, and described at 112 CFR 405, per diem reimbursable 
costs for those Medicaid providers of hospital services exempted from the prospective system set 
out in rules 1200 13 5 .06 through 1200 13 5 .15 inclusive, except those hospitals described in 
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(b) the customary charges to the general p.1blic for such services, or 

(c) the Medicaid reimbursement rate as established by the hospital's respective state. 
Covered services are those defined by the Tennessee Department of Health. 
Reimbursement by Tennessee Medicaid shall be considered as payment in full for 
covered services and no additional billings shall be made to the patient for these services. 

Aut-lwrity: T C.A.§§12 4 301, 71 5 W5, 71 5 109 find 4 5 202. Administn.·t-ive History: Origilw! rul-efiled 
June 26, 1985; cffecti1•e July 26, 1985. Amendmentfi!ed May 8, ]991; e.fflxti1·e June 22, 1991 

12.00 13 5 .17 AUDIT. 

(1) All hospital cost reports are subject to audit at any time by the Comptroller of the Treasury and the 
Department or their designated representative. Cost report data must be based on and traceable to 
the provider's financial and statistical records and mast be adequate, accurate, and in sufficient 
detail to support payment made for services rendered to beneficiaries. Retroactive adjustments to 
the prospective rate may be made for-audit exceptions. 

(2) Hospitals 1.vill be subject to medical audits at any time. Medical audits include, but are not limited 
to, "medical necessity" or "length of stay." Medical audit e)rneptions may result in a direct 
recoupment rather than a rate change. 

(3) The Department will provide for all costs of auditing which may be required. 

Authority: T. CA. §:,~14 23 105 end 14 23 W9. Administrative Histo1J 1: Origi:wl rul-efiled June 26,1985; effective 
Juo· 26, 1985. 

1200 13 S .18 TER1\tlINATION OF MEDICAID HOSPITALIZf .. TION PROCRA.M. For hospitalization 
services provided prior to January 1, 1991, the rules as set out at rule chapter 1200 13 5 shall apply. Effective 
Jamiary 1, 1991, the rules of TennCare as set out at rule chapter 1200 13 12 shall apply e)rnept that Tennessee 
Medicaid will continue to pay Medicare premiums, deductibles and copayments in accordance with the Medicaid 
rules in effect prior to January 1, 1991, and as may be amended. 

Authority: T.C.A. §§4 5 202, 71 5 105, 71 5 W9, endPuhlic Clwpter 358 oftheActs of 1993. 
A£!111inistrat-ive History: Origii1fl! rul-cfiled klarch 18, 1994; effective June 1, 1994. 
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1200-13-05-.01 Definitions. 

(1) Bureau of TennCare (Bureau). The administrative unit of TennCare which is responsible for the 
administration of TennCare as defined elsewhere in these rules. 

16 



(2) Existing Contracts. The contracts that were in place between a Tennessee hospital and a 
TennCare MCO as of July 1, 2013. 

(3) Hospital. A general or specialty acute care facility licensed as a hospital by the Tennessee 
Department of Health pursuant to T.C.A. § 68-11-206, excluding hospitals that are categorized as 
Rehabilitation, Research, Long Term Acute or Psychiatric on the 2013 Joint Annual Report of 
Hospitals. 

(4) Inpatient Services. Routine, nonspecialized services that are provided at many or most hospitals 
in the state to patients admitted to the hospital as inpatients. 

(5) MCO (Managed Care Organization). An appropriately licensed Health Maintenance Organization 
(HMO) contracted with the Bureau of TennCare to manage the delivery, provide for access, 
contain the cost, and ensure the quality of specified covered medical and behavioral benefits to 
TennCare enrollee-members through a network of qualified providers. 

-
(6) Medicare. A hospital's fee-for-service reimbursement under Title XVIII including that hospital's 

adjustment for DSH, wage index, etc., and excluding only Indirect Medical Education (IME), pass 
through payments, and any Medicare payment adjustments for Sequestration, Value Based 
Purchasing, Readmissions and Hospital Acquired Conditions. 

(7) Medicare Severity Diagnosis Related Groups (MS-DRG). The Medicare statistical system of 
classifying any inpatient stay into groups for the purpose of payment. 

(8) New Contract. Any initial contract between an MCO and a hospital that did not exist on July 1, 
2013. Contracts in place on July 1, 2013, that have been materially altered since July 1, 2013, are 
not new contracts. 

(9) Outpatient Services. Services that are provided by a hospital to patients in the outpatient 
department of the hospital and patients receiving outpatient observation services. 

(10) Rate Corridors. Upper and lower limits established by the state's actuary and approved by the 
Bureau, in consultation with the Tennessee Hospital Association (THA), for payments by MCOs to 
hospitals for services provided to TennCare enrollees. The Rate Corridors are based on a 
hospital's Medicare reimbursement that existed in FFY 2011 and used to determine the 
parameters of TennCare rates for contracts between Tennessee hospitals and TennCare MCOs 
after July 1, 2013. The determination of whether a hospital's TennCare rates are within the 
prescribed Rate Corridors shall be made on the basis of reimbursement from all TennCare MCOs 
with which the hospital has a contract. The Rate Corridors, which were calculated by the State's 
actuary as the budget neutral corridors, are as follows: 

(a) For inpatient services, the minimum level is 53.8% and the maximum level is 80% of the 
hospital's Medicare for 2011. 

(b) For outpatient services, the minimum level is 93.2% and the maximum level is 104% of the 
hospital's Medicare for 2011. 

(c) For cardiac surgery, the minimum level is 32% and the maximum level is 83% of the 
hospital's Medicare for 2011. 

(d) For specialized neonatal services the minimum is 4% and the maximum level is 174% of 
the hospital's Medicare for 2011. 

(e) For other specialized services the minimum level is 49% and the maximum level is 164% of 
the hospital's Medicare for 2011. 

(11) Specialized Services. Services that are typically provided in a small subset of hospitals, such as 
transplants, neonatal intensive care and level 1 trauma. 
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(12) TennCare. The TennCare waiver demonstration program(s) and/or Tennessee's traditional 
Medicaid program. 

(13) TennCare Actuary. The actuarial firm selected by the Bureau to assist the Bureau in establishing 
the capitation rates for T ennCare MCOs each year. 

( 14) Total TennCare Rates. Payment rates for each hospital in the aggregate from all MC Os with 
which the hospital has network contracts. 

(15) Year 1 Corridors. The initial upper and lower limits established by the Bureau in consultation with 
THA based on a hospital's Medicare reimbursement that existed in FFY 2011 and that were used 
to implement rate variation limitations in contracts between Tennessee hospitals and TennCare 
MCOs from July 1, 2012 until July 1, 2013. The Year 1 Corridors are as follows: 

(a) For inpatient services, the minimum level was 40% and the maximum level was 90% of 
the hospital's Medicare for 2011. 

(b) For outpatient services, the minimum level was 90% and the maximum level was125% of 
the hospital's Medicare for 2011. 

(c) For cardiac surgery, the minimum level was 30% and the maximum level was 80% of the 
hospital's Medicare for 2011. 

(d) For specialized neonatal services the minimum was 4% and the maximum level was 
180% of the hospital's Medicare for 2011. 

(e) For other specialized services the minimum level was 30% and the maximum level was 
160% of the hospital's Medicare for 2011. 

1200-13-05-.02 Implementation of Contract Amendments for Existing Contracts between Hospitals and 
MCOs. 

These contracts set rates for a period of two years effective July 1, 2013, and provided for rate 
amendments to be negotiated and implemented on July 1, 2015. 

(1) For hospitals that had existing contracts with MCOs in place on July 1, 2013, and the MCO and 
hospital had negotiated contract amendments to bring rates for total TennCare into the Rate 
Corridors and the rates in the contracts have not been adjusted since July 1, 2013, the MCOs will 
reissue those amendments with a new effective date of July 1, 2015. 

(2) In the case of a hospital that had contracts with MCOs in place on July 1, 2013, which contracts 
included amendments implementing rates within the Rate Corridors, and where the rates in the 
contracts have been adjusted since July 1, 2013, the Bureau shall evaluate the rates in the current 
contracts to determine if the total TennCare rates for the hospital are within the Rate Corridors. If 
the rate adjustments cause the total TennCare reimbursement for the hospital to be outside of the 
Rate Corridors, the affected MCOs shall implement contract amendments approved by the 
Bureau in consultation with the TennCare Actuary to bring the hospital rates into the Rate 
Corridors effective July 1, 2015. 

(3) In the case of a hospital with contracts in existence on July 1, 2013, which contracts include rates 
outside of the Rate Corridors, the affected MCOs shall implement contract amendments to bring 
total TennCare rates into the Rate Corridors with an effective date of July 1, 2015. The Bureau 
shall verify that the new contract rates in conjunction with contracts between the hospital and all 
other MCOs bring the hospital's total TennCare rates within the Rate Corridors. 

1200-13-05-.03 Implementation of New Contracts between Hospitals and MC Os Entered into after July 1, 
2013. 

These contracts have not yet been in effect for a period of time sufficient to negotiate rate amendments 
for a July 1, 2015, implementation date. In the case of a hospital that entered into a contract with an MCO 
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after July 1, 2013, including a hospital that entered into a contract with an MCO with rates within Year 1 
Corridors effective January 1, 2015, the affected MCOs shall implement contract amendments that bring 
the hospital rates within the Rate Corridors no later than September 30, 2015. 

1200-13-05-.04 Exclusion of Any Hospital from TennCare Networks. 

A hospital that does not accept a contract amendment required by this Rule shall be excluded effective 
October 1, 2015, from participation in the TennCare MCO network to which the contract amendment 
applies. 

1200-13-05-.05 Out-of-Network Reimbursement. 

Out-of-Network payments to all hospitals shall be governed by TennCare Medicaid Rule 1200-13-13-
.08(2)(a)-(c) and TennCare Standard Rule 1200-13-14-.08(2)(a)-(c). 

1200-13-05-.06 Agreements between Hospitals and MCOs for Limited Services. 

Rates for a single case agreement negotiated between the MCOs and hospitals that are not in network 
with the MCO to ensure access to services for TennCare enrollees may not exceed the ceiling or be below 
the floor of the Rate Corridors appropriate for those services. 

1200-13-05.07 Changes to Hospital Rates Negotiated between MCOs and Hospitals after September 30, 
2015. 

To ensure that each hospital's total TennCare reimbursement remains within the Rate Corridors, 
proposed rate changes after September 30, 2015, shall be evaluated by the Bureau to determine if the 
proposed rate change will move the hospital's total TennCare rates outside of the Rate Corridors. If the 
evaluation indicates the change will put the hospital outside of the Rate Corridors, the Bureau shall 
provide the adjustments necessary to ensure that the contract is compliant with the limits of the Rate 
Corridors. TennCare rates between a hospital and an MCO may not be modified after September 30, 
2015, without approval from the Bureau. 

1200-13-05-.08 Categorization of New Services Added after July 1, 2015. 

MS-DRG classifications serve as the basis for identifying services as inpatient or specialized. MS-DRG 
classifications may change and new MS-DRG classifications may be added from time to time. New or 
modified MS-DRG classifications shall be evaluated for assignment to appropriate inpatient or specialized 
categories by the Bureau in consultation with THA and the TennCare Actuary. 

GW10115233redline 
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1200 13 5 .01 DEFINITIONS. The following definitions shall apply to rules 1200 13 5 .02 through 1200 13 5 .15 
inclusive, unless otherwise indicated. 

(1) Cepitfll Cests means those costs 1.vhich are required or allowed by Title XVIII principles to be 
included in all depreciation columm on line 72 of worksheet B of HCFA form 2552 81(11 81). 
Capital costs shall not include costs associated with non reimbursable cost centers. 

(2) Med-iefl! EduCfltien Cests means those costs associated 1tvith a nursing school or intern resident 
services in an approved residency program which are required or allmved by Title XVIII principles 
to be included in columns 18 and 19 of line 72 on worksheet B ofHCFA form 2552 8 1(1181). 
Medical edacation costs shall not include costs associated with non reimbursable cost centers, nor 
shall they include costs for routine in service training. 

(3) Hespitfl! Bttserl Physieitm Cests means physician costs applicable to Medicaid beneficiaries which 
are required or all01.ved by Title XVIII principles to be included on line 12 of Column Sf of Part 1 
of worksheet D 3 ofHCFA form 2552 81(11 81). Such costs shall not be allowable for services 
provided on or after October 1, 1983. 

(4) Utiliwtie11 Rfttie means the ratio of inpatient days attributable to patients detern1ined eligible for 
Medicaid by the State of Tennessee to total inpatient days. 

(5) MeriiCfliri Dfl)' means any part of a day including the day of admission in which a person 
detern1ined eligible for Medicaid by the State of Tennessee is admitted as an inpatient with tl10 
intention of remaining overnight. The day of discharge is not counted as a day. If admission and 
discharge occur on the same day, the day is considered one inpatient day. 

(6) Awreverl Residency Pregrmn means: (1) intern or resident in training teaching program approved 
by the Council on Medical Education of the American Medical Association, or in the case of an 
osteopathic hospital, approved by the Committee on Hospitals of the Bureau of Professional 
Education of the American Osteopailiic Association; or, (2) in the ease of a hospital or osteopathic 
hospital with an intern or resident in training program in the field of dentistry, under a teaching 
program approved by the Council on Dental Education of the American Dental Association. 

(7) Opemting Cempenent means those costs, applicable to inpatient services only, which are required 
or allowed by Title XVJII principles to be included on line 10 of Part I of schedule E 5 of HCFA 
form 2552 81 (11 81), 



less the p01tion, which is attrik1table to patients detennined eligible for Medicaid by the State of 
Tennessee, of depreciation, medical education costs, and hospital based physician costs, plus an 
allowance for the inpatient routine nursing salary differential which was repealed by Medicare on 
October 1, 1982. 

(8) Pess Through Component means the share which is attributable to patients determined eligible for 
Medicaid by the State of Tennessee of actual capital costs and actual medical education costs. 
Upon the effective date of these rules, the Services Tax will be an allmvable cost incbded in the 
pass through component. 

(9) Tit!-e XV]]J princip!-es means, except where indicated otherwise, those Medicare principles 1.vhich 
are applicable to hospitals, v,foch were in effect on October 1, 1982, and which are described at 42 
CFR, 405. 

(10) Bese Yeer Cost Report means the cost report for the next to the last 12 month cost reporting period 
preceding the first cost reporting period s11bject to prospective payment. 
EXM.4PLE: 

!st Yeer Subject to 
_Prospective Peyment Bese Yeer 
1/1/8 4 to 12/31/8 4 1/1/82 to 12/31 /82 
7/1/84 to 6/30/85 7/1/82 to 6/30/83 

If a hospital's cost reporting period ending on or after September 30, 1982 1tvas for less than 12 
months, the cost report for the most recent 12 month cost reporting period ending before 
September 30, 1982 will be used. The Commissioner of the Department of Health and 
Emrironment reserve the right to rebase the reimbursement system described in Chapter 12 13 5 of 
the Rules of the Department of Health and Environment at such time deemed necessary. 

(11) Depertment means the Tennessee Department of Health and Environment. 

Aut-herity. T. C.A. § §4 5 202, !2 4 301, 71 5 105 end 7] 5 109, Public Chepter 913 of the Acts of 1992. 
Atlministrat.:ve History. Original rule filed June 26, 1985; effective July 26,1985. Amendment filed .ftt:we131 

13,1987; effective February 27, 1987. Amendment filed September 25, 1992; e_ffective November 9, 1992. 

1200 13 5 .02 DETERlWINATION OF REIMBURSABLE COST. The Comptroller of the Treasury in accordance 
with the Department's rules and regulations shall make the determination ofreimb~1rsable per diem cost for hospitals. 

Aut-herity: T. C.A. §§] 4 23 105 eJ1d 14 23 109. Ad-minist-rative Histo;3i.· Originel rule.fil-ed June 26, ]985, effecti,·e 
July 26, 1985. 

1200 13 5 .03 APPROVAL OF THE DEPARTMENT REQUIRED FOR PARTICIPANTS. Only those institutions 
or distinct parts thereof certified by the Department in accordance 1tvith the General Rule 1200 13 1 .05(2) as rendering 
hospital care and contracting with Medicaid may participate and be reimbursed as providers under these provisions. The 
Department shall notify the Comptroller of the Treasury 1Nhen a provider enters the program and 1,vhen its participation 
terminates. 

Autlwrity: TC.A. §§14 23 1()5 and 14 23 JQ9. Ad.wi.•1.v;tmti11e History: Original rule filed June 26,1985; ejfecti1re 
July 26, ]985. 

1200 13 5 .04 COST REPORTS REQUIRED. 

(1) In order to be eligible for payment by the Medicaid program for hospital services provided to Tennessee 
Medicaid beneficiaries, providers, including those paid by a prospective method, are req~1ired at each 
provider's Fiscal year end, upon tennination of provider status, change in ovmership, or enrollment as a 
new provider, as per rule 1200 13 5 .13, to submit to the Comptroller of the Treasury an ammal cost 
report on forms designated by the Department. This report shall be submitted not later than three 
months from the end of each provider's fiscal year. Such cost reports must be completed in accordance 
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with the Medicare principles of cost reimbursement set out in the Medicare Provider Reimbmsement 
Manual, in effect on October 1, 19g2, except '.Vhere the Department may specify otherwise by these 
rules. All covered services are to be in accordance with the Medicaid Progrum definition of covered 
services. 

(2) Providers which foil to submit cost rep01is which comply with Title XVIII principles in effect on 
October 1, 1992 and described at 12 CFR 4 05 shall be subject to the sanctions specified in T. C.A. §71 
~ 

(3) To be eligible to receive payment, contracting hospitals shall use unifom1 hospital statistics and 
classification of accounts as published by tile American Hospital Association for all accounting records, 
or any other acceptable accounting metllods approved by the Department of Health in consultation with 
tile Comptroller and the Tennessee Hospital Association. Any eontructing hospital that does not adopt 
tile uniform classification of accounts, or tllat does not submit certified statements '.vhen required by the 
Department of Healtll 1.vill be subject to tile sanctions specified in T. C.A. §71 5 130. 

(4) After a period of five years following the implementation ofilie TennCare Program on January 1, 1994, 
amended or corrected hospital cost reports 1.vith claims for reimbursement for services prior to January 
1, 1994 shall not be accepted. 

Authority: T. C.A. §§U 23 105, 14 23 109, 71 5 105, 71 5 109 end 4 5 202. Ad111i11istn1#ve History: Original rule 
filed June 26, 1985; effecti,ic July 26, 1985. Amendmcntjil-ctl Jantt'tll)' 30, 1989; effecth>e March ]6, 1989. Amendment 
filed April 14, 1989; effective May 8, 1989. Amendmentfi!ed October 14, 1998; e.ffective December 28, 1998. 

1200 13 5 .05 BILLING PROCEDURE. Institutions or distinct parts tllereof rendering hospital care shall bill the 
Department or other agency or organization designated by tl10 Depa1iment on the forms and in tile manner designated. We 
provider shall charge for Medicaid patients more than is charged for private paying patients for equivalent 
accommodations and services. 

Authority: T. C.A. §§ ]4 23 ] 05 end 14 23 109. Ad111i:iistn1#ve History: Original rule filed June 26, 1985; cffecti--;e 
July 26, 1985. 

1200 13 5 .Oa APPLICATION OF PROSPECTIVE PAYMENT METHOD. \Vith respect to cost reporting periods on 
or after tile effective date of this rule, all Medicaid providers of hospital care, eJwept those mwmpted by the provisions of 
rule 1200 13 5 .07 shall be paid for inpatient services by a prospective method as set out in rules 1200 13 5 .og through 
1200 13 5 .15 inclusive. 

Authority: T.C.A. §f14 23 105 end 14 23 109. Administrative Histo13•: Originfll rule ji!-etl June 26,1985; effective 
July 26, ]985. 

1200 13 5 .07 PROVIDERS EXEMPTED FROM PROSPECTIVE PAYMENT SYSTEM. The prospective payment 
system shall not apply to: 

(1) Long term care facilities (hospitals 1.vhich have an average length of stay of more than 25 days). 

(2) Hospitals v,·hich elect not to submit a cost rep01i which have less than $100,000 annually, based on the 
State of Tennessee's fiscal year, in total charges to patients determined eligible for Medicaid by the State 
of Tem10ssee; the ammal total charges does not include charges associated with transplants covered by 
Tennessee Medicaid and are reimbursed in accordance with rule 1200 13 1 .06(Jg)(f)2. 

Such providers shall be reimbursed an amount not to exceed gQ%, of reasonable charges for covered 
item billed by the provider. Reasonable charges are those which are charged by comparable providers 
for similar services. In the event that providers exceed $100,000 in total Tennessee Medicaid charges 
annually: 

(a) In state hospitals or out of state hospitals in contiguous medical marketing areas, 'Nill be 
treated as new providers as specified in rule 1200 13 5 .13. 
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(b) All other hospitals will be reimbursed as specified in rule 1200 13 5 .16(6). 

(3) Outpatient services 

Autlwrity: T. C.A. §f12 4 301, 14 23 ]05, 14 23 109, 71 5 105, 71 5 109, and 4 5 202. Administmtive HistfJry: 
Original ru!efi!etl June 26, 1985; cffectii•e July 26, ]985. Amentlmcntfi!etl }l-evember 10, 1988; effective December 25, 
1988. Amentlmentfil-ctl May 8, 1991; cffecti','e Jww 22, 199]. 

12(-)(-) 13 5 ,(-)8 PROSPECTIVE PAYMENT METHODOLOGY. 

(I) The prospective payment ,viii be made as a rate per inpatient day. Each facility's reimbursable inpatient 
costs 1.vill be detern1ined in accordance 1,vith Title XVIII principles, from a base year cost reporting 
period. Costs 1.vill be separated into an operating component and a pass through component. A trending 
factor 1.vill be applied to the operating rate component only. The prospective rate \Yill be the sum of the 
trended operating component and the untrended pass through component, plus or minus adjustments for 
minimum occupancy, (effective October 1, 1989, Tennessee Medicaid will not impose a minimum 
occupancy penalty), resident and intern costs, Medicaid disproportionate share and other adjustments as 
provided in rule 1200 13 5 .12. Tennessee Medicaid costs 1.vill be determined by a computed utilization 
ratio from forn1 HCFA 2552. 

(a) Except for inpatient hospital days involving approved organ transplants, the first twenty (20) 
days per fiscal year will be reimbursed at 100 percent of the operating component plus I 00 
percent of the capital, direct and indirect education, return on equity (for proprietary providers 
0111)0, and Medicaid disproportionate share adjustment (MDSA.) components. For medically 
necessary days in excess of twenty (20) per fiscal year, reimbursement 1.vill be made at 60 
percent of the operating component plus I 00 percent of the capital, direct and indirect 
education, return on equity (for proprietary providers 0111)0 and MDS!. components. Approved 
inpatient days involving organ transplants ,viii be reimbursed at 100 percent of the operating 
component plus 100 percent of the capital, direct and indirect education, return on equity (for 
proprietary providers only) and MDSA components. Admission and stays involving organ 
transplants that span fiscal years will be reimbursed as if the entire stay had occurred during the 
first fiscal year. 

(2) Adjustments to Base Period Costs. It may be necessary to adjust base year cost reports to make the 
base period costs comparable to inpatient costs incurred in the prospective period, such as costs to be 
incurred by hospitals required to enter the Social Security system beginning January I, 1984. Therefore, 
hospitals submitting form HCF/\ 1008 to their Medicare intermediary should send a copy of this form to 
the Comptroller of the Treasury. For hospitals ·which do not submit form HCFA 1008, appropriate 
adjustments will be made based on the best available information. 

(3) Pass Through Component. 

(a) Each facility's initial prospective rate 1Nill be based on the base year cost report and will 
incbde a pass through component consisting of the portion of capital costs and medical 
education costs which is attributable to patients detennined eligible for Medicaid by the State 
of Tennessee. The pass through component may vary from year to year depending on each 
facility's act~,al capital costs and medical education costs and will not be computed until the 
facility's cost report is received. Upon the effective date of these rules, the Services Ta), will 
be an allowable cost included in the pass through component. 

(b) Additional capital costs due to revalued assets 1Nill be recognized only 1.vhen an existing 
provider is purchased by another provider in a bona fide sale (arms length transaction). The 
new vabe for reimbursement purposes shall be the lesser of (1) the purchase price of the asset 
at the time of the sale, (2) the fair market value of the asset at the time of the sale (as 
determined by an Mlrl appraisal), (3) current reproduction cost of the asset depreciated on a 
straight line basis over its useful life to the time of the sale, or (4) for facilities undergoing a 
change of ownership on or after Jaly 18, 1984, the acquisition cost to the first owner of record 
on or after July I 8, 1994. The cost basis of depreciable assets in a sale not considered bona fide 
is additionally limited to (5) the seller's cost basis less accumulated depreciation. The 
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Hospitals over 100 beds 70% 
Hospitals 1.vith 100 beds or fewer 60% 

The adjastments v,ill be computed as follov,1s and '.vill be made at the same time as the pass through adjustment as set 
out in rule 1200 13 5 .15. 

ACC-TCCx TBD 
ABD (Y) 

ACC - allowable capital costs 
TCC - total capital costs 
TBD - total bed days used during the period 
ABD - total bed days available during the period 
Y .6 for hospitals with 100 beds or fewer 

.7 for hospitals over 100 beds 

All references to beds means staffed beds. Staffed beds mean those beds v,rhich are equipped and 
available for patient use. Any beds or hospital wing which is unavailable for patient use, such as being 
closed for reasons including but not limited to, painting, maintenance, or insufficient nursing staff 1.vill 
not be considered staffed beds. It shall be the responsibility of the provider to detern1ine, at least 
monthly, its number of staffed beds. A schedule showing the number of staffed and unstaffed beds, 
along 1,vith the reasons for being unstaffed, must be submitted 1,vith the cost report. This schedule is 
subject to audit in accordance 1.vith rule 1200 13 5 . ] 7. If no schedule of staffed beds is received, staffed 
beds 1,vill be the number of beds at the end of cost report period. Effective October 1, 1989 Tennessee 
Medicaid 1.vill not impose a minimum occupancy penalty. 

Authority: T.C.A. §§4 5 202, 12 4 301,l4 23 105,14 23 109,715105, and 7] 5 109. Administrative History: 
Original rukjikd June 26, 1985; effective July 26, 1985. Amentlmentfiled August 8, 1990; effective September 
22, 1990. 

12(.)(.) 13 5 .rn RESIDENT AND INTERN COST ADJUSTMENT. 

l. 
2. 
3. 
4. 
5. 
6. 

(1) On the basis of the ratio of full time equivalent residents and interns to total beds, a resident 
and intern cost adjustment shall be granted to teaching facilities having an approved residency 
program. Such facilities will be given this adjustment independent of the Medicaid 
disproportionate share adjastment. The resident and intern cost adjustment shall not be subject 
to trending. The cost adjustment shall be calculated using the following forn1Ula but shall not 
exceed 10%, and 1.vilJ be made at the same time as the pass through adjustment. 

---~.-4llc> 

RI - 1.89 x [ (1 .,... interns and residents 1] 
beds 

(2) For purposes of this adjustment, hospitals are to report only full time equivalent interns and 
residents on forn1 HCFA 1008, Part 1. For years when forn1 1008 is no longer in effect, 
hospitals must submit their number of full time equivalent interns and residents '.Vith their cost 
report. The number of full time equivalent interns and residents is the sum of: (a) interns and 
residents employed 35 hours or more per '.Veek, and (b) one half of the total number of interns 
and residents working less that 35 hours per 1.veek regardless of the number of hears worked. 

EXAA1PLE t.'ssuming no high k!etliceid l'O!wne incentive or minimum occupancy etljustment. 

Year l Yeal' i Year J 
Operating Con1po110nt Prior to Trending $250.00 $277.50 $299.70 
Pass Through Component 25.00 30.00 35.00 
Basis for RI adjustment 275.00 307.50 334.70 
RI Adjustment at 8% (li11e 3 i, .08) 22.00 24.60 26.78 
TrenEI Factor for Operati11g Component 11% 8% 7% 
TrenEled Operating Co1npone11t (line 
I x line 5 .,... 100%) 277.50 299.70 320.69 
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7. Prospective Rate (line 2 + line 11 +line 6) $3211.50 $35 11 .30 $382.46 

Autiun-.:ty. TC.A. §§4 5 202, 14 23 10,5, 14 23 109, 715105 end 71 5 W9. Administ-rntiveHistery. Original 
rule filed June 26, 1985, e.ffecti','e July 26, 1985. Amendment filed Api·il 29, 1986; effective Mt:y 29, ]986. 
Amendmentjil-ed December 30, 1986, effective F'ebrue1J' 13, ]987. Amendmentfil-ed December 8, 1989; effective 
J€111Ufll)' 22, 1990. 

1200 13 5 .11 MEDICAID DISPROPORTIONATE SH}.LRE }.LJUSTMENT (MDSA). 

(1) In accordance with the Medicaid State Plan, hospitals having over 3,000 patient days 
attributable to patients detennined eligible for Medicaid by the state of Tennessee or a 
utilization ratio over 8% will be provided a payment incentive. The Medicaid 
disproportionate share adjustment shall not be subject to trending and shall be based on 
cost repmis with fiscal year ending 6/30/86 and later. The incentive will be the higher of 
(a) or (b) but shall not e)rneed 17% and (a) + (c) or (b) + (c) shall not exceed 22%: 

(a) The prospective rate will be adjusted upv,•ard by 3% for each 1% increment in 
the utilization rate above 8%. 

(b) The prospective rate 1.vill be adjusted UP'.Vard by 3% for each increment of 1,000 
reimbursed inpatient Medicaid days over 3,000. 

(c) The prospective rate will be adjusted upward by 5 % if outpatient services and 
outpatient pharmacy services are provided to Medicaid and/or non Jl,4edicaid 
recipients who receive indigent services from the hospital. The hospital must qualify 
under (a) or (b) in order to receive this incentive. 

Also, in order to receive incentive (c), the provider must be able to document that the 
services rendered qualify as free client care, under generally accepted accounting 
principles 1.vhich are applicable to hospitals, and this does not include bad debt. 

(2) In accordance with the Medicaid State Plan, acute care hospitals having over 3,000 patient 
days attributable to patients detennined eligible for Medicaid, or a utilization ratio over 14 % 
will be provided a payment incentive. The MDSA shall not be subject to trending. The 
MDSA will be the higher of (a) or (b) but shall not exceed 34% and (a)+ (c) or (b) + (c) shall 
not exceed 4 4 %. 

(a) The prospective rate will be adjusted up1.vard by 6% for each 1% increment in the 
utilization rate above 14%; 

(b) The prospective rate will be adjusted upward by 6% for each increment of 1,000 
reimbursed inpatient Medicaid days over 3,000 and the prospective rate v,rill be 
increased upward by 3% if total days mweed 3,650 but less than 4,000. 

(c) The prospective rate will be adjusted upward by 10% if outpatient services and 
outpatient phannacy services are provided to Medicaid and/or non Medicaid 
recipients v,ho receive indigent services from the hospital. The hospital must 
qualify m,der (a) or (b) in order to receive this adjustment. 

Also, in order to receive adjustment (c), the provider must be able to document 
that the services rendered qualify as free client care, under generally accepted 
accounting principles which are applicable to hospitals, and this does not include 
bad debt. 

(d) No total payment of the disproportionate share adjustment will exceed 80% 
inpatient charity care plus 80% of inpatient bad debt. Ifno inpatient charity care 
is reported there will be no disproportionate share payment. All inpatient charity 
care and inpatient bad debt 'Nill be determined by the latest industry complete 
Hospital Joint Annual Rep01i as submitted to the State Center of Health 
Statistic~;. 
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(e) 

(3) 

(b) 

(e) 

(d) 

(e) 

(1) 

(b) 
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(5) 

(6) 

(d) 

(c) 

2. 

~m;' ~10:~11: utilization rate will be calculated as follovt's from infonnation obtained from 

o~eH:a~:h i;t· ~-st? co;ilete Hospital Joint Annual Report as submitted to the State Center 

1. 

a is 1cs. e sum of: 

To~al f\4e~i~aid inp~tient revenues paid to the hospital, plus the amount of the 
casq ~ubs1d1e_s rec~n:ed directly from state and local governments in a cost 
reportmg penod, d1v1ded by the total amount of re' 'enues of the h "t I B 
inpatie t · (" I d" ~ osp1 a ~r :n sen:icesmc u mg the amount of such cash subsidies) in the t 
repmimg penod; and, same cos 

::r: t:::!eaJ~ll~O:~~:!t:e ?0;.:1,i.~J'sjc~~zes for inpatient hospital Services attributable to charity 
. o m h 1 ua s v, o have no soarce of payment third rt , · 

:esou_rces) 111 ~ co~t reporting period, divided by the total am~u~t ofilie ho/i:al~s :~1:rersonal 

1?a~:e,nt s~rv1
1
ce

1
~ m th~ hospital in the same period. The total inpatient ch!·ges attrib:::d~= 

O a_n ) ca1 e s ~a. not mclude contractual allowances and discounts (other than for indi ent 
patien~s not_ ehg1ble for Medical assistance under an approved Medicaid State Pl 0 th g · 
reduct10ns m charges gi"en to th th" d an at is, • o er4:r party payers such as HJl4Gs '",: d" PJ Gros&.- , , , n-,e JCare or :i::,-ue 

In accordance 1.vith Section 4112 of Public Lam 1 gg 2G3 · · 
be made to hospitals that do not have at least ~:,b t~~: ~o d:;ropo1i10n~t~ share payment will 
who have agreed to provide obstetric ser"i ~ro o_ s -~,~1~1ans .. 1~h staffpnvileges _at the hospital 
State Medicaid Pl Th 1 , . ' ce~ to mdh iduals entitled to such services under the 

an. e on ) except10n will be made to I "t I rnh" h · · 

A h . Id . 
1 ,nyosp1taes1gnated as a perinatal center by statute or re , I · · · 
the Department of Health Maternal and Child Health S . gu at10n ~nd w1~ a serv~c~ plan_ approved by 
services to high risk multi handicapped p d ect10n or any hospital prov1dmg without charge 

, ersons un-er age 21 1"ho ar 11 d · h 
Children's Special Services program shall because of ".e _enro e m t e Department's 
treatment of these individuals, be eligible to,recei"e an ~-the eJctraordmary nsk and expertise involved in 
perinatal services and services to handicapped c~ldre:;tu:~::~ no~ to exceed the uncompensated cost for 
uncompensated care for each of the qualified pr , ,- d ·11 b ;.~ital for the state fiscal year. The total o~ 1~ ers "'1·- ~e ~1"1ded b , th t t I · · 
days for the same period in order to dete ·1 . th ..~)eo a antlmpated Medicaid . nune -~e amount to be add d t th d" · 
adjustment calculated in paragraphs (3) and (4) b " 1i·~eo_e1Sproport10nate share 
anticipated Medicaid days for the perind Th: a ;.~ e. T llS n~w adjustment will be multiplied by tl10 total 

. 1s a~ustment '"111 be add d t d b · 
that are included in paragraphs (3) and (4) above. ~·

00 
an not Sllject to any limits 

Beginning July I, 1991, any acute care hospital quafrf',in B d" · · 
qualifying criteria listed in paragraphs (3) and ci) ab; '0 ~U:r1: )sproport10nate share _adjustment under the 
and having a Medicaid utilization ratio that mweeds th: industra,'1~g at leas_t _I,G?G pr~ected_ M~dicaid days 
by dividing the available hospital days by the Jl4 d. . d . d Y a' erage ut1!1zat10n rat10 whJCh is computed • e lCaJ~ 111-ustry days mill b ]" "bl c d .. 
enhanced disproportionate share adjustment based on the follmving: .re e 1g1 e tar an a d1tlonal 

(a) The prospective rate 1.vill be adjusted u "' db , 
Medicaid utilization ratio and the indus~r;,a:ver~g:nu:i~::t7!:;::~t:~~:P~:~~r:~~:e f::t~re ~~o;~i:~l's 

The enhanced MDS ti payment "'ill b b d 1 (b) calcuhted in s .'.' : ,,ea~e . on tqe enhanced disproportionate share adjustment 

1 
• . ubpmagiaph (a) above mult1phed by the anticipated number ofJl4ed" "d d , B 

He upcommg fiscal year July thrm1gh June. , icm a)S ~r 

(c) The sum of the MDSA payment calcul t d · (3) (4) 

(7) Each year a redetermination of the MDSA ,.,,,ill be made at the s · 
determined. This determination will be mad th b· . , ~nt time tl~e new p~ss thro~1gh component is e on e c1s1s o He best mformat1on available. Gnee the 
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determination is made, it 1.vill not be ehanged until the next seheduled redetermination. The effeetive date 
1.vill eoincide with the new pass throagh adjustment. 

(8) In aecordance '<vith the Medicaid State Plan, the disproportionate share adjustment 1,vill be paid on a 
monthly basis and established in June of each year. The monthly payment will be prospective based on the 
disproportionate share adjustment multiplied by the anticipated number of Medicaid days for the upcoming 
fiscal year July June. This 1.vill be estimated based on projections from historical e)qJerience and the 
addition of any expected improvements. 

(9) Effective October 1, 1992, hospitals having over 1,000 cost repmt patient days attributable to patients 
determined eligible for Medicaid by the State of Tennessee or a Medicaid utilization ratio over 7.94% or 
having a lov,· income utilization rate equal to or greater than 25% 1.vill be provided a payment incentive 
(MDSA). The MDSA will be the higher of (a), (b), or (c), and the sum of (a), (b), or (c), whichever is 
higher, plus (f) cannot e)rneed 4 0% of inpatient and outpatient charity charges plus Medicare and Medicaid 
contractual adjustments adjusted to cost. For the purposes of this rule Medicaid days \Yill not include days 
reimbursed by the Primary Care Network. For the purposes of this rule charity, unless otherwise specified, 
will be defined as inpatient and outpatient charity charges (including medically indigent, low income, and 
medically indigent other), bad debt, and Medicare and Medicaid contractual adjustments adjusted to cost. 
Charity will include charges for both in state and out of state services. 

(a) The prospective rate will be adjusted upward by a factor of 27.169 times the difference betv,·een 
the actual utilization rate and a 7.94% utilization rate. 

(b) The prospective rate will be adjusted upward by 27.169% times the number of days above 1,000 
days divided by 1, 000 days. 

(c) The prospective rate will be adjusted upward by 2% times the difference between the low income 
utilization rate and a 25% low income utilization rate. This adjustment will be capped at 10%. 

(d) Low income utilization rate will be calculated as follows from infom1ation obtained from the latest 
industry complete Hospital Joint Annual Report as submitted to the State Center of Health 
Statistics. The sum of: 

1. Total Medical inpatient revenues paid to the hospital, plus the amount of the cash 
subsidies received directly from state and local governments in a cost reporting period, 
divided by the total amount of revenues of the hospital for inpatient services (ineluding 
the amount of such cash subsidies) in the same cost reporting period; and 

2. The total amount of the hospital's charges for inpatient hospital services attributable to 
charity care (care provided to individuals 1.vho have no source of payment, third party or 
personal resources) in a cost reporting period, divided by the total amount of the hospital's 
charges for inpatient services in the hospital in the same period. The total inpatient 
charges attributed to charity care shall not include contractual allowances and discounts 
(other than for indigent patients not eligible for medieal assistance under an approved 
Medicaid State Plan) that is reductions in charges given to other third party payers, such 
as HMOs, Medieare or Blue Cross. 

(e) In accordance with Section 11112 of Public Law 100 203, no disproportionate share payment 1.vill 
be made to hospitals that do not have at least two obstetricians with staff privileges at the hospital 
1Nl10 have agreed to provide obstetric services to individuals entitled to such services under the 
State Medicaid Plan. The only exception 1tvill be made to hospitals 1.vhich provide services to 
inpatients that are predominantly individuals under 18 years of age or 1.vho did not offer non 
emergency obstetrie serviees as of Deeember 21, 1987. 

(f) Any hospital whose charity mrneeds 6% of the industry's total charity will receive an additional 
payment. This payment will be equal to their pereentage of the industry's eharity times a faetor of 
4 .05 times the value of their charity. 
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(g) Any hospital that has a Medical utilization rate of 23% or greater and 23,000 Medicaid days or 
more 1Nill qualify for an additional MD8A payment. Hospitals qualifying will be allowed payment 
in excess of 4 0% of charity. Instead of a 4 0% limit these hospitals will receive up to a 75% limit. 
Any hospital qualifying for this enhancement 1tvhose ratio of charity to total revenues eJweed 30% 
\viii be capped at a total MD8A payment of $42,750,000. Any hospital whose ratio is less than or 
equal to 30%, will be capped at $37,750,000. 

(h) Each year a redetermination of the MD8A will be made at the same time the new pass through 
component is determined. This determination will be made on the basis of the best information 
available. Once the determination is made, it will not be changed until the next scheduled 
redetermination. The effective date will coincide with the new pass thrnugh adjustment. 

(i) In accordance 1.vith the Medicaid State Plan, the disproportionate share adjustment will be paid on a 
monthly basis. The monthly payment 1.vill be prospective based on the disproportionate share 
adjustment multiplied by the anticipated number of Medicaid days. This will be estimated based on 
projections from histmical experience and the addition of any expected improvements. 

U) The total amount of MDSA payments 1.vill be limited by a federal cap. When allocating the amount of 
pa)qnents that will be made, the amount of payments made based on subparagraph (g) of these 
regulations, vlill be excluded. After calculations have been made, hospitals will receive their 
proportionate share of the total available MDSA allotment. The Medicaid Dispropmiionate Share 
Adj:1stment reimbursement for psychiatric hospitals will be included 1.vhen determining the allocation. 

(10) Effective July 1, 1993, only those hospitals having over 1,000 cost report patient days attributable to patients 
determined eligible for Medicaid by the State of Tennessee or having a Medicaid utilization ratio over g,55% or 
having a low income utilization rate equal to or greater than 25% will be provided a pa)ment incentive (MDSA). 
1110 MDSA will be the higher of the amount determined by subparagraphs (a), (b), or (c), vihichever is higher, 
and added to subparagraph (f). That total cannot e1rneed 40% of inpatient and outpatient "charity" charges plus 
Medicare and Medicaid contractual adjustments adjusted to cost. For the purpose of this rule Medicaid days 
'.Viii not include days reimbursed by the Primary Care Network. For the purpose of this rule "charity", unless 
otherwise specified, will be defined as inpatient and outpatient "charity" charges (including medically indigent, 
low income, and medically indigent other), bad debt, and Medicare and Medicaid contractual adjustments 
adjusted to cost. "Charity" will include charges for both instate and out of state services. 

(a) 111e prospective rate will be adjusted upviard by a factor of 27.169 times the difference between the 
actaal utilization rate and a g,55% utilization rate. 

(b) 1110 prospective rate v,•ill be adjusted upward by 27.169% times the number of days above 1,000 days 
divided by 1,000 days. 

(c) The prospective rate will be adjusted upvt'ard by 2% times the difference betv,•een the low income 
utilization rate and a 25% low income utilization rate. This adjustment will be capped at 10%. 

(d) Low income Utilization rate will be calculated as follows from info1111ation obtained from the 1991 
Hospital Joint Annual Report as submitted to the State Center of Health Statistics, 111e sum of: 

1. Total Medicaid inpatient revenues paid to the hospital, plus the amount of the cash subsidies 
received directly from either the state and local governments in a cost reporting period, 
divided by the total amount of revenues of the hospitals for inpatient services (inchiding the 
amount of such cash subsidies) in the same cost reporting period; and 

2. The total ammmt of the hospital's charges for inpatient hospital services attributable to 
"charity care" (care provided to individuals who have no source of payment, third party 
or personal resources) in a cost reporting period, divided by the total amo:1nt of the 
hospital's charges for inpatient services in the hospital in the same period. The total 
inpatient charges attributed to "charity care" sball not include contractual allowances and 
discounts (other tban for indigent patient not eligible for Medical assistance under an 
approved Medicaid State Plan) that are reductions in charges given to other third party 
payers, such as HMOs, Medicare or Blue Cross. 
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(e) In accordance ·.vith Section 4112 of Public Law 100 203, no disproportionate share payment will 
be made to hospitals that do not have at least two obstetricians 'lvith staff privileges at the hospital 
who have agreed to provide obstetric services to individuals entitled to such services under the 
State Medicaid Plan. The only exception ·.vill be made to hospitals Vi'hich provide services to 
inpatients that are predominantly individuals under 1 g years of age or who did not offer non 
emergency obstetric services as of December 21, 1987. 

(f) Any hospital whose "Charity" mweeds 6% of the industry's total "charity" 'Nill receive an 
additional payment. This payment will be equal to their percentage of the industry's "charity" 
times a factor of3.0 times the value of their "charity". 

(g) Any hospital that has Medicaid Utilization rate of 24% or greater and 25,000 Medicaid days or 
more will qualify for an additional 1IDSA payment. Qualifying hospitals will be allowed payment 
in eiwess of 4 0% "charity". Instead of a 4 0% limit these hospitals will receive up to a 91 % limit. 
Any hospital qualifying for tlris enhancement whose ratio of "charity" to total revenues exceeds 
30% will be capped at a total MDSA payment of $60,000,000. Any hospital whose ratio is less 
than or equal to 30%, will be capped at $50,000,000. 

(h) Each year a redetem1ination of the MDSA 'Nill be made at the same time the ne\V pass through 
component is detem1ined. This determination 'Nill be made on the basis of the best infonnation 
available. Once the detem1ination is made, it 'Nill not be changed until the next scheduled 
redetem1ination. The effective date 'Nill coincide 'Nith the new pass through adjustment. 

(i) In accordance ·with the Medicaid State Plan, the disproportionate share adjustment ·.vill be paid on 
a monthly basis. The monthly payment will be prospective based on the disproportionate share 
adjustment multiplied by the number of Medicaid days reported on the 1992 cost report. In cases 
'tvhere the 1992 report is still unavailable, the latest report on file 1.vill be used. 

(j) The total amount of MDSA payments will be limited by a federal cap. When allocating the 
amount of payments that will be made, the amount of payments made based on subparagraph (g) of 
these regulations, will be eiwluded. After calculations have been made, hospitals will receive their 
proportionate share of the total available MDSA allotment. The Medicaid Disproportionate Share 
Adjustment reimbursement for psychiatric hospitals 1.vill be included 1.vhen determining the 
allocation. 

A.ut-herity: T. C.A. §§:71 5 105, 71 5 109, 12 4 301, end 4 5 202; }J-ediceid Velu11te13· Centribution end Provider 
Specific Te:; A111endme11ts af 199] (PL ]02 234). Administrative Histmy: Origimd rule filed June 26, 1985; 
effective July 26, 1985. Amend111ent fil-ed December 31, ]986; effective Februa,J' 14, 1987. Amendment fil-ed 
October 30, 1990; effective December N, 1990. Amendment filed June 12,1991; effective July 27, 1991. 
A111e11d111ent fil-ed Septe111ber 18, 1991; effective l1leve111ber2,1991. A111end111e11t fil-ed Jtmue13' 20, 1993; effective 
l',ft.<rch 6, 1993. A111end-mentfiled Octeber 22, 1993; effective Ja1wa,3· 5, 1994. 

1200 13 5 .12 OTHER ADJUS7MENTS TO THE PROSPECTIVE RA.TE. 

( 1) Adjustments to the prospective rate shall be made for the following reasons: 

(a) a mathematical mistake in computing the rate; 

(b) additional individual capital expenditures for 1.vhich there is an approved certificate of 
need sach as the purchase of major equipment or addition of new beds, which would have 
an impact of 5% on the facility's total prospective rate, or a $25,000 effect on Tern1essee 
Medicaid reimbursement. 

(c) a significant change in case mix resulting in a 5% change in the facility's total prospective 
rate, or a $25,000 effect on Tern1essee Medicaid reimbursement. Case mix, for this 
purpose, is a diagnostic or therapeutic related factor requiring either an increase or 
decrease in the professional staff per patient ratio. 
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(2) Providers v.110 are seeking a rate adjustment due to additional costs and who wish to have such an 
adjustment effective at the same time as the additional costs are actually incun-ed must submit request 
for such adjustment to the Medicaid agency at least 45 days prior to the time the additional costs '.Vill 
be incurred. The effective date of such rate adjustments shall be the first day of the month following 45 
days from the date ofreceipt of the adjustment request. 

Requests for adjustment must include detailed cost information identifying the appropriate operating 
and pass through components. 

Aulherity: T. CA. fa'U 4 23 105 find !4 23 ]09, Atlministrfl#ve Histery: Origi11€1! rulefilcd June 26, 1985; 
effecti\'c July 26, 1985. 

1200 13 5 .13 NEW PROVIDERS, CHANCES IN OWNERSHIP, 1\ND CHANCES IN FISCAL YEAR END. 
New providers entering the Program v,ill be required to submit a budgeted cost report from which an interim 
prospective rate 'tVill be set. Each new provider must submit, in accordance with rule 1200 13 5 .04 an actual cost 
report covering the first full year of actual operations, at which point a final prospective rate, with a retroactive 
adjustment, will be set. A change of ownership does not constitute a new provider. Aey change in ownership or 
fiscal year end should be reported to the Office of the Comptroller of the Treasury and the Department. 

Autlledty: T. CA. §§14 23 105 find 14 23 ] 09. Ad111i11istrativc HistB1y. Originfll ru!-efiled June 26, 1985; 
e.ffecti\'c July 26, 1985. Amcndmcntfiled April 30, 1987, effective June ] 4, ]987. 

1200 13 5 .14 LOWER OF COST OR CHARGES LIMIT. In the base year, the lower of cost or charges 
limitation will be waived for prospective rate detennination purposes oHly. The limitation will, ho'tvever, be applied 
for settlement purposes for all periods prior to a facility's first fiscal year 1mder prospective payment. Carry fonvards 
of umeimbmsed costs will not be recognized once a provider's initial fiscal year under the prospective payment 
method has begun. 

Autherity: T. CA. §fl4 23 105 find 14 23 109. Atlmi11istra#veHistB1y: Originfll rulcfilcdJune 26, !985; 
effective July 26, 1985. 

1200 13 5 .15 RATE NOTIFICATION AND EFFECTIVE DATES. 

(1) 

(2) 

(3) 

('1) 

Beginning 30 days after the effective date of this regulation, each provider will be notified of their 
initial prospective rate at least 30 days prior to the beginning of their first fiscal year under 
prospective payment. For those providers whose first fiscal year under prospective payment 
begins earlier than 30 days after the effective date of this rule, every attempt '.vill be made to 
provide for a reasonable notice to them. The initial prospective rate shall apply to services 
provided on or after the first day of the provider's first fiscal year subject to prospective payment. 
Payment for services rendered prior to the first day of the provider's first fiscal year subject to 
prospective payment and submitted for payment after such date shall be paid at the rate in effect 
during the period the service was rendered. Providers must split bill for services spanning their 
first prospective year and the prior year. 

Within 30 days after the receipt of each provider's cost report, each provider will be notified of 
their new prospective rate due to the normal pass through adjastment. This rate shall be effective 
by the first day of the next month one month subsequent to the date ofreceipt of the provider's cost 
report. Providers must split bill for services spanning the effective date of the rate change. 

Within 30 days before the beginning of each fiscal year subsequent to the initial prospective year, 
each provider will be notified of their ne'tv prospective rate due to the nonnal operating rate 
adjustment. This rate shall apply to services provided on or after the beginning of the new fiscal 
year. Providers must split bill for services spanning the effective date of the rate change. 

Providers will be notified of special rate adjustment described in rule 1200 13 5 .12 no later than 
45 days after the receipt of the appropriate data. Such rate change shall be effective as specified in 
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rule 1200 13 5 .12(2). Provider must split bill for services spanning the effective date of the rate 
ehattge-. 

(5) Subsequent years' adjustments for high Medicaid volume, minimum occupancy, and resident and 
intern costs shall be completed at the same time and become effective at the same time as the pass 
through adjustment described in rule 1200 13 5 .14 (2). 

(6) Delays in setting rates may be encountered ifit becomes necessary to request additional 
information from a provider due to errors or omissions on cost reports. Cost reports are due as 
specified by Medicare regulations in effect on October 1, 1982. 

(7) In oases of a change in ovmership or fiscal year end, the operating component 'Nill be adjusted 
\Vhen the next trend is due under the old fiscal year end in order to avoid overlap or duplication of 
the period trended. This trend will be to the midpoint of the time between the old fiscal year end 
and the new fiscal year end and will be effective for dates of service beginning on the day after the 
old fiscal year end. The nmct trend will be from the midpoint of that period to the midpoint of the 
new fiscal year and 1.vill be effective for dates of service beginning on the first day of the new fiscal 
year. The rates should be computed at least 30 days prior to the effective date of the rate. 
Examples are found at subparagraphs (a) and (b) below. 

(a) Assume that a provider has a former fiscal year end of June 30 and changes to a 
December 31 year end. The provider notifies us of the change before June I, 1984. The 
provider's rate has already been indeJrnd to the midpoint of the year July I, 1983 to June 
30, 1984, that midpoint being January 1, 1984. That rate 1.vas effective for services on or 
after July 1, 1983. NeJct, we 1.vill index from the midpoint of the fom1er fiscal year, that 
midpoint being January 1, 1984, to the midpoint of the time bet>.veen the provider's former 
year end of June 30, 1984, and the new fiscal year end of December 3 I, I 984, that 
midpoint being October I, 1984. The effective date of this rate v,rill be for services on or 
after July I, 1984. NeJct, we 1.vill trend from the point where ·.ve left off(Ootober 1, 1984) 
to the midpoint of the provider's new fiscal year end of December 31, 1985, that midpoint 
being July I, 1985, with a corresponding effective date of services on or after January 1, 
1985. Normal annual indexing takes place thereafter. 

(b) Notification made subsequent to Comptroller's indexing based on the former fiscal year 
end. Assume the same facts in the first example mwept that the provider notifies us of 
their fiscal year end change sometime after June 1, 1984. The provider's rate has already 
been indmced to the midpoint of the year July I, 1984 to June 30, 1985, that midpoint 
being January I. 1985. That rate \Vas effective for services on or after July I, 1984. 
NeJct, we will indeJ, from the midpoint of the former fiscal year, that midpoint being 
January I, 1985, to the midpoint of the time between the provider's former year end of 
June 30, 1985, and the nev,r fiscal year end of December 31, 1985, that midpoint being 
October 1, 1985. The effective date of this rate will be for services on or after July 1, 
1985. Next, we 1.vill trend from the point 1.vhere we left off (October I, 1985) to the 
midpoint of being July 1, 1986, 'tvith a corresponding effective date of service on or after 
January 1, 1985. Normal annual indexing takes place thereafter. This procedure \Vill be 
followed to avoid overlapping of the periods trended even if the provider changed fiscal 
year end in 1984. 

Authority: T CA. §§14 23 W5, 14 23 109 end 4 5 202. Aflminist-m#vc Hist-eJJ'. Original rulcfil-ed June 26, 1995, 
effective July 26, 1985. Amendmentfi!-ed k!erch 25, 1987, cffecti'.·e lYlt:)' 9, 1987. 

1200 13 5 .16 METHOD FOR Pf~YING PROVIDERS WHICH ARE EXEMPT FROM PROSPECTIVE 
SYSTEM. 

(1) The Comptroller of the Treasury, 1tvill detennine, in accordance 1tvith Medicare principles of cost 
reimbursement in effect on October 1, 1982, and described at 42 CFR 1105, per diem reimbursable 
costs for those Medicaid providers of hospital services exempted from the prospective system set 
out in rules 1200 13 5 .06 through 1200 13 5 .15 inelusive, eJwept those hospitals described in 

14 



(2) 

(3) 

(4) 

(5) 

(6) 

. The maxim~,m . 'b d in that item. . 
h' 1 hall be reimbursed as dese11 e bl east of eovered serv1ees, 

• · d ' east repo " d the prov1 er s 

baso on tos 

QQ 13 .5 Q4. . . . diem reimbursable ra 
l 2-- fthe Treasu,y, will astabhsh ,nten;:;;:m rate rnmaiss ;n effeot 

· d' r SH seque . , b use to es review, aHd1t, an r? lied by the provider maye budgeted informat10n supp 

l + 'nithl Settlement. 
App,·o,a 

6

': • · · b, the 

eomp,,,d wtth, . d d to Hed;ea;d beoeffoumasi 
· pro"I e, cJi r eo"ered serv10es ' 

. ." d it is reviewed and • I t report IS reeeJ; e ' 'Nhen a providers eos 

(a) f harges ~ ; 
The amoHnt o e . d r's fiseal period. 

(b) 

(e) 

. d during the prov1 e provt er 

The amount of mtenm p 'd bv the Department to . . ayments pa1 , I "ider's the provider for t 10 pro ' 

Hsoal period. . b ' the D"f'a- <Hffing the 
The nHm ber of inpatient days appro; e " d for the provider ) 

provWeFs Hseol period. fthe Treasucy wm make an 

. and reviev,r, the Comptroller o, r' der or the state for the . f the eompanson d to the pro; I ·ie"' 
Oo the baffis o - ·- t settlern"'1HO . b' '"' -" '"'·-», . t' n of the eos I t "'Ill be su~e . fthe ;ru1;ru d""""""'"

0 

I f the ;,,;rial setcarna>r " , On tho has,s o 
. d "13prova o II . of the Treasur) . . h ak:e Oa,;g""1ed peno-. ,, H d'ng of the Camptrn ": 'be requff,O) ,.,_,. m 

auO# '"""'' Sffisaqoeot ~,""' o, the fiscal agent ~v,ll (as ""'~iees prnv;aea Ouring the 
;n#;,1 ""'''""""'· the Di~ "\ payment to the provule, fe, '", 't, the D"f'-effi fu,, the 
a<Taogemaots fu, ·~ ad ,uoot: the prnv;Oe, eaquesting peymen''" 
fiseal year or submit a elai~ t the provider during the fiseal ) . 

f "''!''>'""" me e o d. . h s baao 
""'"''" o ,,_ Ji 1 ., .. ;,," ,md/o, au1trnga ; h 

After the necessaryna I ~y ~"ise the Department o t e I •' 'Ono/ Ce,t &_,enl. {, ""l' the Comptrolla, w,11 h ..J the D"f'a'1rnent o, the <pp,·om, ' II f the ""' ' Ji I ettlamau h 
'~<funnea by the Camptrn " o~; tho bas;, of the "l'P"vedoa ;; "" addllioool peJment ta H 
: ru cost settlement 'l'l''oveO. . . ,l) enl,e, meke emmgemeHts ~ '4 to the provhle, requesh"'J 

tt:,.1 agent will (as n,ay-~: ~;;~::. the Hseel yeer "s•bm•td: :oa:, prov;a,, during the fisea 'd . for serv10es pro;1 e t of O''erpayment ma prov1 e1 t for the amoun ' avment to the Departmen 

P Y · ,aet a·Sttlalale ta '"""• 1 '"'"' that data " ' . d , 
. o ·,,, Ce,t Mmdaffon. In h' ' II "' any prut of a !"""'""' s 
t' t Routine Opcrnting, er D1 '. er diem east limitat10n .for a diem east limitation m n:::,:~e;:,, ·th, ;np,tioffi "'tn'of th':':!,;.,,. will us: mh P"':::::::e"'p,yment wl,;oh w;~ : 

liseal y,,ae, th, Ce-e. o, ' H st Hseol l"'" subject. le p," 41,J;o;hed by the Health a 
fl' t prio, to the prnv,Jm ' I hosp;1a1 marlrnt "'"'* p; . IH< e, thcirnweessom. e ~e d d b , the actua Q t Resources, ·, appropriately t~e~ e .Y . the Federal Register or bya a , . . "dmm1strat10n m Fmanemg n 

R: ·, elTSement Rate. 
Out of State, m111. b rsed at the lesser of: .07(2), shall be re1rn u 

. .· as set forth in rule 12QQ 13 5 Hospitals which meet the ente1 ia 

(a) the reasonable eos o ; t f GO' 'ered services, 

15 



(b) the customary charges to the general public for sach services, or 

(c) the Medicaid reimbursement rate as established by the hospital's respective state. 
Covered services are those defined by the Tennessee Department of Health. 
Reimbursement by Tennessee Medicaid shall be considered as payment in full for 
covered services and no additional billings shall be made to the patient for these services. 

Authority: T CA.§§]2 4 301, 71 5 105, 71 5 109 end 4 5 202. Administmtive History: Originel rulejiled 
June 26, 1985; effective Ju6· 26, 1985. Amendment.filed Mtl)' 8, 199]; effective June 22, 199] 

12QQ 13 5 .17 AUDIT. 

(1) All hospital cost reports are subject to audit at any time by the Comptroller of the Treasury and the 
Department or their designated representative. Cost repmi data must be based on and traceable to 
the provider's financial and statistical records and must be adequate, accurate, and in sufficient 
detail to support payment made for services rendered to beneficiaries. Retroactive adjustments to 
the prospective rate may be made for audit OJrneptions. 

(2) Hospitals will be subject to medical audits at any time. Medical audits include, but are not limited 
to, "medical necessity" or "length of stay." Medical audit OJrneptions may result in a direct 
recoupment rather than a rate change. 

(3) The Department will provide for all costs of auditing which may be required. 

Authority: T. CA. §§14 23 105 end 14 23 109. Administ-retive History: Originel rul-ejil-ed June 26,1985; effective 
Ju6• 26,1985. 

12QQ 13 5 .18 TERMINA.TION OF MEDICAID HOSPITALIZt .. TION PROGRAM. For hospitalization 
services provided prior to January 1, 1994, the rules as set out at rule chapter 1200 13 5 shall apply. Effective 
January 1, 1994, the rules of TennCare as set out at rule chapter 1200 13 12 shall apply e>rnept that Tennessee 
Medicaid will continue to pay Medicare premiums, deductibles and copayments in accordance with the Medicaid 
rules in effect prior to January 1, 1994, and as may be amended. 

Authority: T. CA. §§4 5 202, 71 5 105, 71 5 109, end Puelic ChRptcr 358 efthe Acts &}1993. 
Adminlstretive History: Orighwl rul-eji!-ed },/arch ]8, 1994; effective June ], 1994. 
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1200-13-05-.01 Definitions. 

(1) Bureau of TennCare (Bureau). The administrative unit of TennCare which is responsible for the 
administration of TennCare as defined elsewhere in these rules. 
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{2) Existing Contracts. The contracts that were in place between a Tennessee hospital and a 
TennCare MCO as of July 1, 2013. 

{3) Hospital. A general or specialty acute care facility licensed as a hospital by the Tennessee 
Department of Health pursuant to T.C.A. § 68-11-206, excluding hospitals that are categorized as 
Rehabilitation, Research, Long Term Acute or Psychiatric on the 2013 Joint Annual Report of 
Hospitals. 

{4) Inpatient Services. Routine, nonspecialized services that are provided at many or most hospitals 
in the state to patients admitted to the hospital as inpatients. 

(5) MCO {Managed Care Organization). An appropriately licensed Health Maintenance Organization 
{HMO) contracted with the Bureau of TennCare to manage the delivery, provide for access, 
contain the cost, and ensure the quality of specified covered medical and behavioral benefits to 
TennCare enrollee-members through a network of qualified providers. 

-
(6) Medicare. A hospital's fee-for-service reimbursement under Title XVIII including that hospital's 

adjustment for DSH, wage index, etc .. and excluding only Indirect Medical Education {IME), pass 
through payments, and any Medicare payment adjustments for Sequestration, Value Based 
Purchasing, Readmissions and Hospital Acquired Conditions. 

(7) Medicare Severity Diagnosis Related Groups {MS-DRG). The Medicare statistical system of 
classifying any inpatient stay into groups for the purpose of payment. 

(8) New Contract. Any initial contract between an MCO and a hospital that did not exist on July 1, 
2013. Contracts in place on July 1, 2013, that have been materially altered since July 1, 2013, are 
not new contracts. 

(9) Outpatient Services. Services that are provided by a hospital to patients in the outpatient 
department of the hospital and patients receiving outpatient observation services. 

{10) Rate Corridors. Upper and lower limits established by the state's actuary and approved by the 
Bureau, in consultation with the Tennessee Hospital Association {THA), for payments by MCOs to 
hospitals for services provided to TennCare enrollees. The Rate Corridors are based on a 
hospital's Medicare reimbursement that existed in FFY 2011 and used to determine the 
parameters of TennCare rates for contracts between Tennessee hospitals and TennCare MCOs 
after July 1, 2013. The determination of whether a hospital's TennCare rates are within the 
prescribed Rate Corridors shall be made on the basis of reimbursement from all TennCare MCOs 
with which the hospital has a contract. The Rate Corridors, which were calculated by the State's 
actuary as the budget neutral corridors, are as follows: 

(a) For inpatient services, the minimum level is 53.8% and the maximum level is 80% of the 
hospital's Medicare for 2011. 

{b) For outpatient services, the minimum level is 93.2% and the maximum level is 104% of the 
hospital's Medicare for 2011. 

(c) For cardiac surgery, the minimum level is 32% and the maximum level is 83% of the 
hospital's Medicare for 2011. 

{d) For specialized neonatal services the minimum is 4% and the maximum level is 174% of 
the hospital's Medicare for 2011. 

(e) For other specialized services the minimum level is 49% and the maximum level is 164% of 
the hospital's Medicare for 2011. 

{11) Specialized Services. Services that are typically provided in a small subset of hospitals, such as 
transplants, neonatal intensive care and level 1 trauma. 
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(12) TennCare. The TennCare waiver demonstration program(s) and/or Tennessee's traditional 
Medicaid program. 

(13) TennCare Actuary. The actuarial firm selected by the Bureau to assist the Bureau in establishing 
the capitation rates for TennCare MCOs each year. 

(14) Total TennCare Rates. Payment rates for each hospital in the aggregate from all MCOs with 
which the hospital has network contracts. 

(15) Year 1 Corridors. The initial upper and lower limits established by the Bureau in consultation with 
THA based on a hospital's Medicare reimbursement that existed in FFY 2011 and that were used 
to implement rate variation limitations in contracts between Tennessee hospitals and TennCare 
MCOs from July 1, 2012 until July 1, 2013. The Year 1 Corridors are as follows: 

(a) For inpatient services, the minimum level was 40% and the maximum level was 90% of 
the hospital's Medicare for 2011. 

(b) For outpatient services, the minimum level was 90% and the maximum level was125% of 
the hospital's Medicare for 2011. 

(c) For cardiac surgery, the minimum level was 30% and the maximum level was 80% of the 
hospital's Medicare for 2011. 

(d) For specialized neonatal services the minimum was 4% and the maximum level was 
180% of the hospital's Medicare for 2011. 

(e) For other specialized services the minimum level was 30% and the maximum level was 
160% of the hospital's Medicare for 2011. 

1200-13-05-.02 Implementation of Contract Amendments for Existing Contracts between Hospitals and 
MC Os. 

These contracts set rates for a period of two years effective July 1, 2013, and provided for rate 
amendments to be negotiated and implemented on July 1, 2015. 

(1) For hospitals that had existing contracts with MCOs in place on July 1, 2013. and the MCO and 
hospital had negotiated contract amendments to bring rates for total TennCare into the Rate 
Corridors and the rates in the contracts have not been adjusted since July 1, 2013, the MCOs will 
reissue those amendments with a new effective date of July 1, 2015. 

(2) In the case of a hospital that had contracts with MCOs in place on July 1, 2013, which contracts 
included amendments implementing rates within the Rate Corridors, and where the rates in the 
contracts have been adjusted since July 1, 2013, the Bureau shall evaluate the rates in the current 
contracts to determine if the total TennCare rates for the hospital are within the Rate Corridors. If 
the rate adjustments cause the total TennCare reimbursement for the hospital to be outside of the 
Rate Corridors, the affected MCOs shall implement contract amendments approved by the 
Bureau in consultation with the TennCare Actuary to bring the hospital rates into the Rate 
Corridors effective July 1, 2015. 

(3) In the case of a hospital with contracts in existence on July 1. 2013. which contracts include rates 
outside of the Rate Corridors. the affected MCOs shall implement contract amendments to bring 
total TennCare rates into the Rate Corridors with an effective date of July 1. 2015. The Bureau 
shall verify that the new contract rates in conjunction with contracts between the hospital and all 
other MCOs bring the hospital's total TennCare rates within the Rate Corridors. 

1200-13-05-.03 Implementation of New Contracts between Hospitals and MCOs Entered into after July 1. 
2013. 

These contracts have not yet been in effect for a period of time sufficient to negotiate rate amendments 
for a July 1. 2015. implementation date. In the case of a hospital that entered into a contract with an MCO 
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after July 1, 2013, including a hospital that entered into a contract with an MCO with rates within Year 1 
Corridors effective January 1, 2015, the affected MCOs shall implement contract amendments that bring 
the hospital rates within the Rate Corridors no later than September 30, 2015. 

1200-13-05-.04 Exclusion of Any Hospital from TennCare Networks. 

A hospital that does not accept a contract amendment required by this Rule shall be excluded effective 
October 1, 2015, from participation in the TennCare MCO network to which the contract amendment 
applies. 

1200-13-05-.05 Out-of-Network Reimbursement. 

Out-of-Network payments to all hospitals shall be governed by TennCare Medicaid Rule 1200-13-13-
.08(2)(a)-(c) and TennCare Standard Rule 1200-13-14-.08(2)(a)-(c). 

1200-13-05-.06 Agreements between Hospitals and MCOs for Limited Services. 

Rates for a single case agreement negotiated between the MCOs and hospitals that are not in network 
with the MCO to ensure access to services for T ennCare enrollees may not exceed the ceiling or be below 
the floor of the Rate Corridors appropriate for those services. 

1200-13-05.07 Changes to Hospital Rates Negotiated between MCOs and Hospitals after September 30, 
2015. 

To ensure that each hospital's total TennCare reimbursement remains within the Rate Corridors, 
proposed rate changes after September 30, 2015, shall be evaluated by the Bureau to determine if the 
proposed rate change will move the hospital's total TennCare rates outside of the Rate Corridors. If the 
evaluation indicates the change will put the hospital outside of the Rate Corridors, the Bureau shall 
provide the adjustments necessary to ensure that the contract is compliant with the limits of the Rate 
Corridors. TennCare rates between a hospital and an MCO may not be modified after September 30, 
2015, without approval from the Bureau. 

1200-13-05-.08 Categorization of New Services Added after July 1, 2015. 

MS-DRG classifications serve as the basis for identifying services as inpatient or specialized. MS-DRG 
classifications may change and new MS-DRG classifications may be added from time to time. New or 
modified MS-DRG classifications shall be evaluated for assignment to appropriate inpatient or specialized 
categories by the Bureau in consultation with THA and the TennCare Actuary. 
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