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1000
OVERVIEW OF INPATIENT HOSPITAL REIMBURSEMENT

This section is a brief overview of how reimbursement to hospitals is determined for inpatient services that are
provided by hospitals to eligible recipients of the Wisconsin Medicaid Program (WMP). The WMP uses a
reimbursement system based on Diagnosis Related Groups (DRGs). Thé DRG system covers acute care, children’s,
long-term care, and critical access hospitals. Excluded from the DRG system are rehabilitation hospitals, State
Institutions for Mental Disease (IMDs), and psychiatric hospitals, which are reimbursed at rates per diem. Also,
reimbursement for certain specialized services is exempted from the DRG system. These include acquired
immunodeficiency syndrome (AIDS), ventilator-assisted patients, unusual cases, and brain injury cases. Special
provisions for payment of each of these DRG-exempted services are included in this State Plan. Organ transplants
are covered by the DRG system.

Approved inpatient hospital rates are not applicable for hospital-acquired conditions-that are identified as non-payable
by Medicare. This hospital-acquired conditions policy does not apply to WMP supplemental or enhanced payments
and WMP disproportionate share hospital (DSH) payments.

The WMP DRG reimbursement system uses the grouper that has been developed for and used by Medicare, with
enhancements for certain perinatal, newborn, and psychiatric cases. The grouper classifies a patient’'s hospital stay
into an established DRG based on the diagnosis of and procedures provided to the patient. The WMP applies the
Medicare grouper and its enhancements to Wisconsin-specific claims data to establish a relative weight for each
DRG based on statewide average hospital costs. These weights are intended to reflect the relative resource
consumption of each inpatient stay. For example, the average hospitalization with a DRG weight of 1.5 would
consume 50 percent more resources than the average hospitalization with a DRG weight of 1.0, while the average
hospitalization with a DRG with a weight of 0.5 would consume half the resources of the average hospitalization with
a DRG weight of 1.0.

Each hospital is assigned a unique “hospital-specific DRG base rate”. This hospital-specific DRG base rate includes
an adjustment for differences in wage levels between rural and metropolitan areas throughout the state. It also
includes an amount, based on a hospital's most recent audited 12-month Medicare cost report, for capital and direct
medical education costs.

Given a hospital’s specific DRG rate and the weight for the DRG into which a stay is classified by the grouper,
payment to the hospital for the stay is determined by multiplying the hospital's rate by the DRG weight.

A "cost outlier" payment is made when the cost of providing a service exceeds a pre-determined "trimpoint". Each
inpatient hospital claim is tested to determine whether the claim qualifies for a cost outlier payment.

For additional information, contact:

Bureau of Fiscal Management Telephone (608) 266-8922

Department of Health Services FAX (608) 264-9847

1 W. Wilson Street, Room 318

P. O. Box 309 E-mail DHSDHCAABFM@dhs.wisconsin.gov

Madison, Wisconsin 53701-0309.
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2000
STATUTORY BASIS

The Wisconsin inpatient hospital payment system is designed to promote the objectives of the Wisconsin state
statutes regarding payment for hospital services (Chapter 49, Wis. Stats.) and to meet the criteria for Title XIX
hospital payment systems contained in the federal Social Security Act and federal regulations (Title 42 CFR, Subpart
C). The inpatient payment system shall comply with all current and future applicable federal and state laws and
regulations and reflect all adjustments required under said laws and regulations. Federal regulations (42 CFR
§447.272) require that the payment system not pay more for inpatient hospital services than hospital providers would
receive for comparable services under comparable circumstances under Medicare.
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3000
DEFINITIONS

Access Payment. To promote WMP member access to acute care, children’s, rehabilitation, and critical access
hospitals throughout Wisconsin, the WMP provides a hospital access payment amount per eligible inpatient
discharge. See §9600 for further details.

Acute Care Hospital. A hospital that provides inpatient medical care and other related services for surgery, acute
medical conditions, or injuries (usually for a short-term illness or condition).

Annual Rate Update. The process of annually adjusting hospital payment rates to be effective January 1 of each year
based on more current Medicare cost reports.

Border Status Hospital. A hospital not located in Wisconsin, which has been certified by the WMP as a border status
hospital to provide hospital services to WMP recipients. Border status hospitals can have major border status or
minor border status. Exact criteria for eligibility for border status are provided in §4240.

Centers for Medicare and Medicaid Services (CMS). The federal agency which regulates the WMP.

Children’s Hospital. Acute care hospital that meets the federal definition of a children’s hospital (42 CFR 412.23(d))
and whose primary activity is to serve children.

Core Based Statistical Area (CBSA). A geographic area based around an urban center of at least 10,000 people.

Critical Access Hospital (CAH). A hospital that meets both the requirements under 42 CFR Part 485, Subpart F and
the following requirements: no more than 25 beds for inpatient acute care and/or swing-bed services; no more than 4
beds for observation services; an annual average inpatient stay of no more than 96 hours; provision of emergency
services and availability of registered nurses on a 24-hour-per-day basis; and establishment of a written referral
agreement with one or more network hospitals.

Department. The Wisconsin Department of Health Services (or its agent); the State agency responsible for the
administration of the WMP.

DRG. Diagnosis Related Group, a patient classification system that establishes clinically-similar groupings of services
that can be expected to consume similar amounts of hospital resources.

Fee-for-Service (FFS). A WMP payment methodology in which providers are reimbursed service-by-service for
serving WMP members. Most WMP members are either enrolled with Health Maintenance Organizations (HMOs) or
have their services reimbursed on a FFS basis.

Graduate Medical Education (GME). The phase of training that occurs after the completion of medical school in which
physicians serve as residents, typically at a teaching hospital, and receive several years of supervised, hands-on
training in a particular area of expertise. Hospitals that train residents incur real and significant costs beyond those
customarily associated with providing patient care; in recognition of this, the WMP provides various payment
adjustments to help defray the direct costs of GME programs.

Healthcare Cost Report Information System (HCRIS). The centralized electronic clearinghouse for Medicare cost
reports maintained by CMS.

Hospital P4P Guide. The annual publication, available on the Wisconsin ForwardHealth Portal, that supplements this
State Plan with additional details about, among other things, the HWPA4P program.

Hospital-Specific DRG Base Rate. The payment rate per discharge which will be calculated for and assigned to each
hospital by the Department for the RY. This is the rate by which a DRG weight is multiplied to establish the amount of
payment for an individual inpatient stay.

Hospital Withhold Pay-for-Performance (HWP4P) Program. A performance-based reimbursement system in which
the WMP withholds 1.5% of payment for inpatient hospital services and allows hospitals to earn back those dollars by
meeting various quality benchmarks. See §6620 for further details.

HWP4P Pool Amount. The amount of money withheld from inpatient hospital reimbursement for use in the HWP4P
program.
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IMD. Institution for Mental Disease, as defined in 42 CFR 435.1009.

Long-Term Care Hospital. A separately licensed hospital that meets the requirements of 42 CFR 412.23(e) and is
reimbursed by Medicare under the Medicare prospective payment system for long-term care hospitals.

Measurement Year (MY). The time period from April 1 through March 31 during which an iteration the HWP4P
program is administered. The named year of the MY is the calendar year in which the MY ends; for example, MY
2014 runs from April 1, 2013 to March 31, 2014,

Medicaid Deficit. The amount by which the cost of providing inpatient services to WMP recipients exceeds the WMP
payment for those services. See §9100 for further details.

Medicaid Management Information System (MMIS). The system used by the WMP to process and document provider
claims for payment.

Medicare Cost Report. The CMS 2552 form. To establish cost for inpatient rate setting, the Department utilizes the
most recent audited 12-month Medicare cost report (as of the March 31 that occurs before the RY) available in
HCRIS maintained by CMS. If the most recent audited 12-month Medicare cost report available in HCRIS is greater
than five years old, the Department may use an unaudited 12-month Medicare cost report. However, if an unaudited
Medicare cost report is used, the Department will recalculate the inpatient rate once the unaudited Medicare cost
report has been audited to determine the final rate.

Metropolitan Statistical Area (MSA). A geographical region with a relatively high population density at its core and
close economic ties throughout the area.

Non-Border Status Hospital. A hospital not located in Wisconsin and which has not been certified by the WMP as a
border status hospital.

Office of Management and Budget (OMB). The federal agency that, among other things, sets standards and
announces results for classifications within Core Based Statistical Areas.

Prospective Rate per Diem. The hospital-specific rate for each day of service.

Psychiatric Hospital. A general psychiatric hospital which is not a satellite of an acute care hospital and for which the
department has issued a certificate of approval that applies only to the psychiatric hospital. A subcategory of
psychiatric hospital is Institution for Mental Disease (IMD), which is defined in 42 CFR 435.1009, though IMDs are
only eligible for Medicaid reimbursement under specific circumstances.

Rate Notification Letter. The notification mailed to hospitals at the conclusion of the annual rate update informing
each hospital of its updated reimbursement rates and how to appeal them if necessary.

Rate Year (RY). The time period from January 1 through December 31 during which rates established under the
annual rate update are to be effectivg for most, if not all, hospitals.

Rehabilitation Hospital. A separately licensed hospital that meets the requirements of 42 CFR 412.23(b) and is
reimbursed by Medicare under the Medicare prospective payment system for rehabilitation hospitals. The hospital
provides intensive rehabilitative services for conditions such as stroke, brain injury, spinal cord injury, amputation, hip
fractures, and multiple traumas to at least 75% of its patient population. IMD hospitals cannot be considered
rehabilitation hospitals under the provisions of this plan.

Rural Referral Center. A classification that may be bestowed by Medicare on a participating acute care hospital.

Standard DRG Group Rate. The statewide DRG base rate that serves as the starting point for the hospital-specific
DRG base rate development process.

State Fiscal Year (SFY). July 1 — June 30. For example, SFY 2014 is defined as July 1, 2013 — June 30, 2014.

Upper Payment Limit (UPL). The maximum amount the WMP may reimburse a hospital for services provided to WMP
members. This is formally specified in 42 CFR 447.272.

Usual and Customary Charges. A provider's charge for the provision of a given service to persons not entitled to
WMP benefits.
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Wisconsin CheckPoint. A centralized electronic clearinghouse for quality data for Wisconsin hospitals, maintained by
the Wisconsin Hospital Association, available at www.wicheckpoint.org.

' Wisconsin ForwardHealth Portal. A website administered by the WMP listed at www.forwardhealth.wi.gov.

Wisconsin Medicaid Program (WMP). The State of Wisconsin’s implementation of Medical Assistance as per Title
XIX of the federal Social Security Act.
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4000
DIFFERENCES IN RATE SETTING BETWEEN
IN-STATE AND OUT-OF-STATE HOSPITALS

4100 Hospitals Located in Wisconsin

General acute care hospitals, including children’s, critical access, and long-term care hospitals, located in Wisconsin
(in-state hospitals) are reimbursed according to the DRG-based payment method described in §6000 herein. All
inpatient stays within these hospitals are reimbursed under the DRG-based payment method with certain exceptions.
These exceptions include AIDS patient care, ventilator patient care, unusual cases, and brain injury care. Organ
transplants are paid under the DRG-based payment method. Rehabilitation and psychiatric hospitals and state iMDs
are reimbursed under a rate per diem methodology, not the DRG-based payment system.

4200 Hospitals Not Located In Wisconsin and Border Status Hospitals

Hospitals not located in Wisconsin but which provide inpatient services to WMP recipients may be reimbursed by the
WMP for their services. Some such hospitals may be granted “border status” by the WMP. Others will not have
border status under the WMP (non-border status hospitals).

4210 Non-Border Status Hospitals

Out-of-state hospitals which do not have border status are reimbursed under the DRG-based payment method
described in §11000 herein. Payment is based on the standard (statewide) portion of the DRG base rate only. The
rate is not adjusted to recognize hospital-specific capital and direct medical education costs, differences in wage
areas, or rural hospital adjustment factors. All non-emergency services at out-of-state hospitals which do not have
border status require prior authorization from the WMP. This differs from the prior authorization requirements for
in-state and border status hospitals.

4220 Minor Border Status Hospitals

Border status hospitals are divided into minor and major border status hospitals. Minor border status hospitals are
those border status hospitals which do not meet the criteria described below for a major border status hospital. Minor
border status hospitals are reimbursed using the same methodology as a non-border status hospital. However, minor
border status hospitals are not subject to the prior authorization requirements for non-border status hospitals.

4230 Major Border Status Hospitals

Major border status hospitals are reimbursed according to the DRG-based payment method. This is the same DRG
method as is used for in-state hospitals; it provides a rate that is adjusted to recognize hospital-specific capital and
direct graduate medical education costs and contains a wage area adjustment.

4240 Criteria for Major Border Status

Major border status hospitals are those border status hospitals which have had 75 or more WMP recipient discharges
or at least $750,000 in inpatient charges for services provided to WMP recipients over the two SFYs preceding the
annual rate update. The table below provides examples of the years used for a series of annual rate updates. Not
included in these amounts are discharges and charges for (1) stays which were paid in full or part by Medicare and
(2) stays paid in full by a payer other than Medicare or Medicaid. Paid in full means the amount received by the
hospital equals or exceeds the amount the WMP would have paid for the stay. For each RY, the Department will
assess the discharges and charges of each border status hospital and notify the hospital of its standing as a major or
minor border status hospital.

Annual Rate Update Effective Date State Fiscal Years Looked At for Discharges and Charges
January 1, 2014 July 2011 to June 2012 and July 2012 to June 2013
January 1, 2015 July 2012 to June 2013 and July 2013 to June 2014

4250 Rehabilitation Hospitals with Border Status
A major border status hospital that the Department determines qualifies as a rehabilitation hospital, as defined in
§3000, is reimbursed on a prospective rate per diem consistent with in-state rehabilitation hospitals.

4260 Alternative Payments to Border Status Hospitals for Certain Services

For any out-of-state acute, children’s, critical access, or long-term care hospital, regardless of border status, all
inpatient stays are reimbursed under the DRG-based payment method except AIDS patient care, ventilator patient
care, unusual cases, and brain injury care. These cases are reimbursed under the alternative payment methods
described in §7000 if the hospital requests and qualifies for the alternative reimbursement according to §7000.
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5000
COST REPORTING

5100 Use of Cost 