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Provider category
Basis of

reimbursement Upper limit

Hospices Fee schedule as determined
by Medicare

Medicare cap.
(See 79.1(14)“d” )

Hospitals (Critical access) Retrospectively adjusted
prospective rates.  See
79.1(1)“g”  and 79.1(5)

The reasonable cost of covered
services provided to medical
assistance recipients or the
upper limits for other
hospitals, whichever is greater.

Hospitals (Inpatient) Prospective reimbursement.
See 79.1(5)

Reimbursement rate in effect
6/30/06 plus 3%.

Hospitals (Outpatient) Prospective reimbursement
for providers listed at
441—paragraphs
78.31(1)“a”  to “f.”
See 79.1(16)

Ambulatory patient group rate
(plus an evaluation rate) and
assessment payment rate in
effect 6/30/06 plus 3%.

Fee schedule for providers
listed at 441—paragraphs
78.31(1)“g”  to “n.”
See 79.1(16)

Rates in effect 6/30/06 plus
3%.

Independent laboratories Fee schedule.
See 79.1(6)

Medicare fee schedule.
See 79.1(6)

Indian health service 638 facilities 1.  Base rate as determined
by the United States Office
of Management and Budget
for outpatient visits for
American Indian and Alas-
kan native recipients.
2.  Fee schedule for service
provided for all other
Medicaid recipients.

1.  Office of Management and
Budget rate published in the
Federal Register for outpatient
visit rate.
2.  Fee schedule.

Infant and toddler program
providers

Fee schedule Fee schedule.

Intermediate care facilities
for the mentally retarded

Prospective reimbursement.
See 441—82.5(249A)

Eightieth percentile of
facility costs as calculated
from annual cost reports.

Lead inspection agency Fee schedule Fee schedule in effect 6/30/06
plus 3%.

Local education agency
services providers

Fee schedule Fee schedule.

Maternal health centers Reasonable cost per
procedure on a prospective
basis as determined by the
department based on
financial and statistical data
submitted annually by the
provider group

Fee schedule in effect 6/30/06
plus 3%.
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Provider category
Basis of

reimbursement Upper limit

MR/CMI/DD case management
providers

Monthly fee for service with
cost settlement.  See
79.1(1)“d”

Retrospective cost-settled rate.

Nursing facilities:
1. Nursing facility care

Prospective reimbursement.
See 441—subrule 81.10(1)
and 441—81.6(249A).  The
percentage of the median
used to calculate the direct
care excess payment
allowance ceiling under
441—81.6(16)“d” (1)“1” and
(2)“1” is 95% of the
patient-day-weighted
median.  The percentage of
the difference used to
calculate the direct care
excess payment allowance is
0%.  The percentage of the
median used to calculate the
direct care excess payment
allowance limit is 10% of the
patient-day-weighted
median.  The percentage of
the median used to calculate
the non-direct care excess
payment allowance ceiling
under 441—81.6(16)“d”
(1)“2” and (2)“2” is 96% of
the patient-day-weighted
median.  The percentage of
the difference used to
calculate the non-direct care
excess payment allowance
limit is 0%.  The percentage
of the median used to
calculate the non-direct care
excess payment allowance
limit is 8% of the
patient-day-weighted
median.

See 441—subrules 81.6(4) and
81.6(14) and paragraph
81.6(16)“f.”   The direct care
rate component limit under
441—81.6(16)“f” (1) and (2) is
120% of the patient-day-
weighted median.  The
non-direct care rate component
limit under 441—81.6(16)“f”
(1) and (2) is 110% of the
patient-day-weighted median.
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Provider category
Basis of

reimbursement Upper limit
2. Hospital-based, Medicare-

certified nursing care
Prospective reimbursement.
See 441—subrule 81.10(1)
and 441—81.6(249A).  The
percentage of the median used
to calculate the direct care
excess payment allowance
ceiling under 441—
81.6(16)“d” (3)“1” is 95% of
the patient-day-weighted
median.  The percentage of
the difference used to
calculate the direct care
excess payment allowance is
0%.  The percentage of the
median used to calculate the
direct care excess payment
allowance limit is 10% of the
patient-day-weighted median.
The percentage of the median
used to calculate the non-
direct care excess payment
allowance ceiling under
441—81.6(16)“d” (3)“2” is
96% of the patient-day-
weighted median.  The
percentage of the difference
used to calculate the
non-direct care excess
payment allowance limit is
0%.  The percentage of the
median used to calculate the
non-direct care excess
payment allowance limit is
8% of the patient-day-
weighted median.

See 441—subrules 81.6(4) and
81.6(14) and paragraph
81.6(16)“f.”   The direct care
rate component limit under
441—81.6(16)“f” (3) is 120%
of the patient-day-weighted
median.  The non-direct care
rate component limit under
441—81.6(16)“f” (3) is 110%
of the patient-day-weighted
median.

Opticians Fee schedule.  Fixed fee for
lenses and frames; other
optical materials at product
acquisition cost

Fee schedule in effect 6/30/06
plus 3%.

Optometrists Fee schedule.  Fixed fee for
lenses and frames; other
optical materials at product
acquisition cost

Fee schedule in effect 6/30/06
plus 3%.

Orthopedic shoe dealers Fee schedule Fee schedule in effect 6/30/06
plus 3%.

Pharmaceutical case
management

Fee schedule.
See 79.1(18)

Refer to 79.1(18).

Physical therapists Fee schedule Fee schedule in effect 6/30/06
plus 3%.

Physicians (doctors of medicine
or osteopathy)

Fee schedule.
See 79.1(7)“a.”

Fee schedule in effect 6/30/06
plus 3%.
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Provider category
Basis of

reimbursement Upper limit
Podiatrists Fee schedule Fee schedule in effect 6/30/06

plus 3%.
Prescribed drugs See 79.1(8) $4.52 dispensing fee.

(See 79.1(8)“a,” “b,”  and
“e” )

Psychiatric medical institutions
for children
1.  Inpatient Prospective reimbursement Effective July 1, 2007, rate

based on actual costs on
6/30/07, not to exceed a
maximum of $165.53 per day.

2.  Outpatient day treatment Fee schedule Fee schedule in effect 6/30/06
plus 3%.

Psychologists Fee schedule Fee schedule in effect 6/30/06
plus 3%.

Rehabilitation agencies Fee schedule Medicare fee schedule; refer to
79.1(21).

[Provider categories of “rehabilitation services
for adults with a chronic mental illness” and
“rehabilitative treatment services” rescinded
IAB 8/1/07, effective 9/5/07; removed from
IAC 10/10/07]

Remedial services Retrospective cost-related.
See 79.1(23)

110% of average cost.
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Provider category
Basis of

reimbursement Upper limit
Rural health clinics Retrospective cost-related

See 441—88.14(249A)
1. Prospective payment rate as
required by the Medicare,
Medicaid, and SCHIP Benefits
Improvement and Protection
Act of 2000 (BIPA 2000) or an
alternative methodology al-
lowed thereunder, as specified
in “2” below.
2. 100% of reasonable cost as
determined by Medicare cost
reimbursement principles.
3. In the case of services
provided pursuant to a contract
between an RHC and a
managed care organization
(MCO), reimbursement from
the MCO shall be
supplemented to achieve “1”
or “2” above.

Screening centers Fee schedule Reimbursement rate for center
in effect 6/30/06 plus 3%.

State-operated institutions Retrospective cost-related

79.1(3) Ambulatory surgical centers.  Payment is made for facility services on a fee schedule deter-
mined by Medicare.  These fees are grouped into eight categories corresponding to the difficulty or
complexity of the surgical procedure involved.  Procedures not classified by Medicare shall be in-
cluded in the category with comparable procedures.

Services of the physician or the dentist are reimbursed on the basis of a fee schedule (see paragraph
79.1(1)“c” ).  This payment is made directly to the physician or dentist.

79.1(4) Durable medical equipment, prosthetic devices, medical supply dealers.  Fees for durable
medical appliances, prosthetic devices and medical supplies are developed from several pricing
sources and are based on pricing appropriate to the date of service; prices are developed using prior
calendar year price information.  The average wholesale price from all available sources is averaged to
determine the fee for each item.  Payment for used equipment will be no more than 80 percent of the
purchase allowance.  For supplies, equipment, and servicing of standard wheelchairs, standard hospi-
tal beds, enteral nutrients, and enteral and parenteral supplies and equipment, the fee for payment shall
be the lowest price for which the devices are widely and consistently available in a locality.

79.1(5) Reimbursement for hospitals.
a. Definitions.
“Adolescent” shall mean a Medicaid patient 17 years or younger.
“Adult” shall mean a Medicaid patient 18 years or older.
“Average daily rate” shall mean the hospital’s final payment rate multiplied by the DRG weight and

divided by the statewide average length of stay for a DRG.
“Base year cost report,” for rates effective October 1, 2005, shall mean the hospital’s cost report

with fiscal year end on or after January 1, 2004, and before January 1, 2005, except as noted in
79.1(5)“x.”  Cost reports shall be reviewed using Medicare’s cost reporting and cost reimbursement
principles for those cost reporting periods.
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“Blended base amount” shall mean the case-mix-adjusted, hospital-specific operating cost per dis-
charge associated with treating Medicaid patients, plus the statewide average case-mix-adjusted oper-
ating cost per Medicaid discharge, divided by two.  This base amount is the value to which payments
for inflation and capital costs are added to form a final payment rate.  The costs of hospitals receiving
reimbursement as critical access hospitals during any of the period included in the base-year cost report
shall not be used in determining the statewide average case-mix-adjusted operating cost per Medicaid
discharge.

For purposes of calculating the disproportionate share rate only, a separate blended base amount
shall be determined for any hospital that qualifies for a disproportionate share payment only as a chil-
dren’s hospital based on a distinct area or areas serving children.  This separate amount shall be deter-
mined using only the case-mix-adjusted operating cost per discharge associated with treating Medic-
aid patients in the distinct area or areas of the hospital where services are provided predominantly to
children under 18 years of age.

“Blended capital costs” shall mean case-mix-adjusted hospital-specific capital costs, plus state-
wide average capital costs, divided by two.  The costs of hospitals receiving reimbursement as critical
access hospitals during any of the period of time included in the base-year cost report shall not be used
in determining the statewide average capital costs.

For purposes of calculating the disproportionate share rate only, separate blended capital costs shall
be determined for any hospital that qualifies for a disproportionate share payment only as a children’s
hospital based on a distinct area or areas serving children, using only the capital costs related to the
distinct area or areas of the hospital where services are provided predominantly to children under 18
years of age.

“Capital costs” shall mean an add-on to the blended base amount, which shall compensate for Med-
icaid’s portion of capital costs.  Capital costs for buildings, fixtures and movable equipment are defined
in the hospital’s base year cost report, are case-mix adjusted, are adjusted to reflect 80 percent of allow-
able costs, and are adjusted to be no greater than one standard deviation off the mean Medicaid blended
capital rate.

For purposes of calculating the disproportionate share rate only, separate capital costs shall be deter-
mined for any hospital that qualifies for a disproportionate share payment only as a children’s hospital
based on a distinct area or areas serving children, using only the base year cost report information re-
lated to the distinct area or areas of the hospital where services are provided predominantly to children
under 18 years of age.

“Case-mix adjusted” shall mean the division of the hospital-specific base amount or other applicable
components of the final payment rate by the hospital-specific case-mix index.  For purposes of calculat-
ing the disproportionate share rate only, a separate case-mix adjustment shall be determined for any hos-
pital that qualifies for a disproportionate share payment only as a children’s hospital based on a distinct
area or areas serving children, using the base amount or other applicable component for the distinct area
or areas of the hospital where services are provided predominantly to children under 18 years of age.

“Case-mix index” shall mean an arithmetical index measuring the relative average costliness of
cases treated in a hospital compared to the statewide average.  For purposes of calculating the dispro-
portionate share rate only, a separate case-mix index shall be determined for any hospital that qualifies
for a disproportionate share payment only as a children’s hospital based on a distinct area or areas serv-
ing children, using the average costliness of cases treated in the distinct area or areas of the hospital
where services are provided predominantly to children under 18 years of age.

“Children’s hospitals” shall mean hospitals with inpatients predominantly under 18 years of age.
For purposes of qualifying for disproportionate share payments from the graduate medical education
and disproportionate share fund, a children’s hospital is defined as a duly licensed hospital that:

1. Either provides services predominantly to children under 18 years of age or includes a distinct
area or areas that provide services predominantly to children under 18 years of age, and

2. Is a voting member of the National Association of Children’s Hospitals and Related Institutions.
IAC 11/9/05, 8/29/07
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“Cost outlier” shall mean cases which have an extraordinarily high cost as established in
79.1(5)“f,”  so as to be eligible for additional payments above and beyond the initial DRG payment.

“Critical access hospital” or “CAH”  means a hospital licensed as a critical access hospital by the
department of inspections and appeals pursuant to rule 481—51.52(135B).

“Diagnosis-related group (DRG)” shall mean a group of similar diagnoses combined based on pa-
tient age, procedure coding, comorbidity, and complications.

“Direct medical education costs” shall mean costs directly associated with the medical education
of interns and residents or other medical education programs, such as a nursing education program or
allied health programs, conducted in an inpatient setting, that qualify for payment as medical education
costs under the Medicare program.  The amount of direct medical education costs is determined from
the hospital base year cost reports and is inflated and case-mix adjusted in determining the direct medi-
cal education rate.  Payment for direct medical education costs shall be made from the graduate medi-
cal education and disproportionate share fund and shall not be added to the reimbursement for claims.

For purposes of calculating the disproportionate share rate only, separate direct medical education
costs shall be determined for any hospital that qualifies for a disproportionate share payment only as a
children’s hospital based on a distinct area or areas serving children, using only costs associated with
the distinct area or areas in the hospital where services are provided predominantly to children under 18
years of age.

“Direct medical education rate” shall mean a rate calculated for a hospital reporting medical
education costs on the Medicare cost report (CMS 2552).  The rate is calculated using the following
formula:  Direct medical education costs are multiplied by inflation factors.  The result is divided by the
hospital’s case-mix index, then is further divided by net discharges.

For purposes of calculating the disproportionate share rate only, a separate direct medical education
rate shall be determined for any hospital that qualifies for a disproportionate share payment only as a
children’s hospital based on a distinct area or areas serving children, using the direct medical education
costs, case-mix index, and net discharges of the distinct area or areas in the hospital where services are
provided predominantly to children under 18 years of age.

“Disproportionate share payment” shall mean a payment that shall compensate for treatment of a
disproportionate share of poor patients.  On or after July 1, 1997, the disproportionate share payment
shall be made directly from the graduate medical education and disproportionate share fund and shall
not be added to the reimbursement for claims with discharge dates on or after July 1, 1997.

“Disproportionate share percentage” shall mean either (1) the product of 2½ percent multiplied by
the number of standard deviations by which the hospital’s own Medicaid inpatient utilization rate ex-
ceeds the statewide mean Medicaid inpatient utilization rate for all hospitals, or (2) 2½ percent.  (See
79.1(5)“y” (7).)

A separate disproportionate share percentage shall be determined for any hospital that qualifies for
a disproportionate share payment only as a children’s hospital, using the Medicaid inpatient utilization
rate for children under 18 years of age at the time of admission in all distinct areas of the hospital where
services are provided predominantly to children under 18 years of age.

“Disproportionate share rate” shall mean the sum of the blended base amount, blended capital
costs, direct medical education rate, and indirect medical education rate multiplied by the dispropor-
tionate share percentage.

“DRG weight” shall mean a number that reflects relative resource consumption as measured by the
relative charges by hospitals for cases associated with each DRG.  That is, the Iowa-specific DRG
weight reflects the relative charge for treating cases classified in a particular DRG compared to the
average charge for treating all Medicaid cases in all DRGs in Iowa hospitals.
IAC 10/29/03, 8/29/07
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“Final payment rate” shall mean the aggregate sum of the two components (the blended base
amount and capital costs) that, when added together, form the final dollar value used to calculate each
provider’s reimbursement amount when multiplied by the DRG weight.  These dollar values are dis-
played on the rate table listing.

“Full DRG transfer” shall mean that a case, coded as a transfer to another hospital, shall be consid-
ered to be a normal claim for recalibration or rebasing purposes if payment is equal to or greater than
the full DRG payment.

“Graduate medical education and disproportionate share fund” shall mean a reimbursement fund
developed as an adjunct reimbursement methodology to directly reimburse qualifying hospitals for the
direct and indirect costs associated with the operation of graduate medical education programs and the
costs associated with the treatment of a disproportionate share of poor, indigent, nonreimbursed or
nominally reimbursed patients for inpatient services.

“Indirect medical education rate” shall mean a rate calculated as follows:  The statewide average
case-mix adjusted operating cost per Medicaid discharge, divided by two, is added to the statewide
average capital costs, divided by two.  The resulting sum is then multiplied by the ratio of the number of
full-time equivalent interns and residents serving in a Medicare-approved hospital teaching program
divided by the number of beds included in hospital departments served by the interns’ and residents’
program, and is further multiplied by 1.159.

For purposes of calculating the disproportionate share rate only, a separate indirect medical educa-
tion rate shall be determined for any hospital that qualifies for a disproportionate share payment only as
a children’s hospital based on a distinct area or areas serving children, using the number of full-time
equivalent interns and residents and the number of beds in the distinct area or areas in the hospital
where services are provided predominantly to children under 18 years of age.

“Inlier”  shall mean those cases where the length of stay or cost of treatment falls within the actual calcu-
lated length of stay criteria, or the cost of treating a patient is within the cost boundaries of a DRG payment.

“Long stay outlier” shall mean cases which have an associated length of stay that is greater than the
calculated length of stay parameters as defined within the length of stay calculations for that DRG.
Payment is as established in 79.1(5)“f.”

“Low-income utilization rate” shall mean the ratio of gross billings for all Medicaid, bad debt, and
charity care patients, including billings for Medicaid enrollees of managed care organizations and pri-
mary care case management organizations, to total billings for all patients.  Gross billings do not in-
clude cash subsidies received by the hospital for inpatient hospital services except as provided from
state or local governments.

A separate low-income utilization rate shall be determined for any hospital qualifying or seeking to
qualify for a disproportionate share payment as a children’s hospital, using only billings for patients
under 18 years of age at the time of admission in the distinct area or areas in the hospital where services
are provided predominantly to children under 18 years of age.

“Medicaid inpatient utilization rate” shall mean the number of total Medicaid days, including days
for Medicaid enrollees of managed care organizations and primary care case management organiza-
tions, both in-state and out-of-state, and Iowa state indigent patient days divided by the number of total
inpatient days for both in-state and out-of-state recipients.  Children’s hospitals, including hospitals
qualifying for disproportionate share as a children’s hospital, receive twice the percentage of inpatient
hospital days attributable to Medicaid patients.

A separate Medicaid inpatient utilization rate shall be determined for any hospital qualifying or
seeking to qualify for a disproportionate share payment as a children’s hospital, using only Medicaid
days, Iowa state indigent patient days, and total inpatient days attributable to patients under 18 years of
age at the time of admission in all distinct areas of the hospital where services are provided predomi-
nantly to children under 18 years of age.

“Neonatal intensive care unit” shall mean a designated level II or level III neonatal unit.
“Net discharges” shall mean total discharges minus transfers and short stay outliers.

IAC 11/9/05, 8/29/07
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“Quality improvement organization” or “QIO”  shall mean the organization that performs medical
peer review of Medicaid claims, including review of validity of hospital diagnosis and procedure cod-
ing information; completeness, adequacy and quality of care; appropriateness of admission, discharge
and transfer; and appropriateness of prospective payment outlier cases.  These activities undertaken by
the QIO may be included in a contractual relationship with the Iowa Medicaid enterprise.

“Rate table listing” shall mean a schedule of rate payments for each provider.  The rate table listing
is defined as the output that shows the final payment rate by hospital before being multiplied by the
appropriate DRG weight.

“Rebasing” shall mean the redetermination of the blended base amount or other applicable compo-
nents of the final payment rate from more recent Medicaid cost report data.

“Recalibration” shall mean the adjustment of all DRG weights to reflect changes in relative re-
source consumption.

“Short stay day outlier” shall mean cases which have an associated length of stay that is less than
the calculated length of stay parameters as defined within the length of stay calculations.  Payment
rates are established in 79.1(5)“f.”

b. Determination of final payment rate amount.  The hospital DRG final payment amount reflects
the sum of inflation adjustments to the blended base amount plus an add-on for capital costs.  This
blended base amount plus the add-on is multiplied by the set of Iowa-specific DRG weights to establish
a rate schedule for each hospital.  Federal DRG definitions are adopted except as provided below:

(1) Substance abuse units certified pursuant to 79.1(5)“r.”   Three sets of DRG weights are devel-
oped for DRGs concerning rehabilitation of substance abuse patients.  The first set of weights is devel-
oped from charges associated with treating adults in certified substance abuse units.  The second set of
weights reflects charges associated with treating adolescents in mixed-age certified substance abuse
units.  The third set of weights reflects charges associated with treating adolescents in designated
adolescent-only certified substance abuse units.

Hospitals with these units are reimbursed using the weight that reflects the age of each patient.  Out-
of-state hospitals may not receive reimbursement for the rehabilitation portion of substance abuse
treatment.

(2) Neonatal intensive care units certified pursuant to 79.1(5)“r.”   Three sets of weights are devel-
oped for DRGs concerning treatment of neonates.  One set of weights is developed from charges asso-
ciated with treating neonates in a designated level III neonatal intensive care unit for some portion of
their hospitalization.  The second set of weights is developed from charges associated with treating
neonates in a designated level II neonatal intensive care unit for some portion of their hospitalization.
The third set of weights reflects charges associated with neonates not treated in a designated level II or
level III setting.  Hospitals are reimbursed using the weight that reflects the setting for neonate treat-
ment.

(3) Psychiatric units.  Rescinded IAB 8/29/07, effective 8/10/07.
c. Calculation of Iowa-specific weights and case-mix index.  Using all applicable claims for the

period January 1, 2003, through December 31, 2004, and paid through March 31, 2005, the recalibra-
tion  for rates effective October 1, 2005, will use all normal inlier claims, discard short stay outliers,
discard transfers where the final payment is less than the full DRG payment, include transfers where
the full payment is greater than or equal to the full DRG payment, and use only the estimated charge for
the inlier portion of long stay outliers and cost outliers for weighting calculations.  These are referred to
as trimmed claims.

(1) Iowa-specific weights are calculated from Medicaid charge data on discharge dates occurring
from January 1, 2003, to December 31, 2004, and paid through March 31, 2005.  Medicaid charge data
for hospitals receiving reimbursement as critical access hospitals during any of the period included in
the base-year cost report shall not be used in calculating Iowa-specific weights.  One weight is deter-
mined for each DRG with noted exceptions.  Weights are determined through the following calcula-
tions:
IAC 8/29/07
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1. Determine the statewide geometric mean charge for all cases classified in each DRG.
2. Compute the statewide aggregate geometric mean charge for each DRG by multiplying the

statewide geometric mean charge for each DRG by the total number of cases classified in that DRG.
3. Sum the statewide aggregate geometric mean charges for all DRGs and divide by the total

number of cases for all DRGs to determine the weighted average charge for all DRGs.
4. Divide the statewide geometric mean charge for each DRG by the weighted average charge for

all DRGs to derive the Iowa-specific weight for each DRG.
5. Normalize the weights so that the average case has a weight of one.
(2) The hospital-specific case-mix index is computed by taking each hospital’s trimmed claims

that match the hospital’s 2004 fiscal year and paid through March 31, 2005, summing the assigned
DRG weights associated with those claims and dividing by the total number of Medicaid claims associ-
ated with that specific hospital for that period.  Case-mix indices are not computed for hospitals receiv-
ing reimbursement as critical access hospitals.

For purposes of calculating the disproportionate share rate only, a separate hospital-specific case-
mix index shall be computed for any hospital that qualifies for a disproportionate share payment only
as a children’s hospital, using claims and associated DRG weights only for services provided to pa-
tients under 18 years of age at the time of admission in all distinct areas of the hospital where services
are provided predominantly to children under 18 years of age.

d. Calculation of blended base amount.  The DRG blended base amount reflects a 50/50 blend of
statewide and hospital-specific base amounts.

(1) Calculation of statewide average case-mix-adjusted cost per discharge.  The statewide average cost
per discharge is calculated by subtracting from the statewide total Iowa Medicaid inpatient expenditures:

1. The total calculated dollar expenditures based on hospitals’ base-year cost reports for capital
costs and medical education costs, and

2. The actual payments made for additional transfers, outliers, physical rehabilitation services,
psychiatric services rendered on or after October 1, 2006, and indirect medical education.

Cost report data for hospitals receiving reimbursement as critical access hospitals during any of the
period of time included in the base-year cost report is not used in calculating the statewide average cost
per discharge.  The remaining amount (which has been case-mix adjusted and adjusted to reflect infla-
tion if applicable) is divided by the statewide total number of Iowa Medicaid discharges reported in the
Medicaid management information system (MMIS) less an actual number of nonfull DRG transfers
and short stay outliers.

(2) Calculation of hospital-specific case-mix-adjusted average cost per discharge.  The hospital-
specific case-mix-adjusted average cost per discharge is calculated by subtracting from the lesser of
total Iowa Medicaid costs or covered reasonable charges, as determined by the hospital’s base-year
cost report or MMIS claims system, the actual dollar expenditures for capital costs, direct medical
education costs, and the payments made for nonfull DRG transfers, outliers, physical rehabilitation
services, and psychiatric services rendered on or after October 1, 2006, if applicable.  The remaining
amount is case-mix adjusted, multiplied by inflation factors, and divided by the total number of Iowa
Medicaid discharges from the MMIS claims system for that hospital during the applicable base year,
less the nonfull DRG transfers and short stay outliers.

For purposes of calculating the disproportionate share rate only, a separate hospital-specific
case-mix-adjusted average cost per discharge shall be calculated for any hospital that qualifies for a
disproportionate share payment only as a children’s hospital based on a distinct area or areas serving
children, using the costs, charges, expenditures, payments, discharges, transfers, and outliers attribut-
able to the distinct area or areas in the hospital where services are provided predominantly to children
under 18 years of age.

(3) Calculation of the blended statewide and hospital-specific base amount.  The hospital-specific
case-mix adjusted average cost per discharge is added to the case-mix adjusted statewide average cost
per discharge and divided by two to arrive at a 50/50 blended base amount.
IAC 8/29/07
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e. Add-ons to the base amount.
(1) One payment for capital costs is added on to the blended base amount.
Capital costs are included in the rate table listing and added to the blended base amount before the

final payment rate schedule is set.  This add-on reflects a 50/50 blend of the statewide average case-
mix-adjusted capital cost per discharge and the case-mix-adjusted hospital-specific base-year capital
cost per discharge attributed to Iowa Medicaid patients.

Allowable capital costs are determined by multiplying the capital amount from the base-year cost
report by 80 percent.  Cost report data for hospitals receiving reimbursement as critical access hospitals
during any of the period of time included in the base-year cost report is not used in calculating the state-
wide average case-mix-adjusted capital cost per discharge.

The 50/50 blend is calculated by adding the case-mix-adjusted hospital-specific per discharge capi-
tal cost to the statewide average case-mix-adjusted per discharge capital costs and dividing by two.
Hospitals whose blended capital add-on exceeds one standard deviation off the mean Medicaid
blended capital rate will be subject to a reduction in their capital add-on to equal the first standard devi-
ation.

For purposes of calculating the disproportionate share rate only, a separate add-on to the base
amount for capital costs shall be calculated for any hospital that qualifies for a disproportionate share
payment only as a children’s hospital based on a distinct area or areas serving children, using the case-
mix-adjusted hospital-specific base-year capital cost per discharge attributed to Iowa Medicaid pa-
tients in the distinct area or areas in the hospital where services are provided predominantly to children
under 18 years of age.

(2) Rescinded IAB 7/6/05, effective 7/1/05.
f. Outlier payment policy.  Additional payment is made for approved cases meeting or exceeding

Medicaid criteria for day and cost outliers for each DRG.  Effective for claims with dates of services
ending July 1, 1993, and after, 100 percent of outlier costs will be paid to facilities at the time of claim
reimbursement.  The QIO shall perform retrospective outlier reviews in accordance with the terms in
the contract between the department and the QIO.  The QIO contract is available for review at the Iowa
Medicaid Enterprise, 100 Army Post Road, Des Moines, Iowa.

(1) Long stay outliers.  Long stay outliers are incurred when a patient’s stay exceeds the upper day
limit threshold.  This threshold is defined as the lesser of the arithmetically calculated average length of
stay plus 23 days of care or two standard deviations above the average statewide length of stay for a
given DRG, calculated geometrically.  Reimbursement for long stay outliers is calculated at 60 percent
of the average daily rate for the given DRG for each approved day of stay beyond the upper day limit.
Payment for long stay outliers shall be paid at 100 percent of the calculated amount and made at the
time the claim is originally paid.

(2) Short stay outliers.  Short stay outliers are incurred when a patient’s length of stay is greater
than two standard deviations from the geometric mean below the average statewide length of stay for a
given DRG, rounded to the next highest whole number of days.  Payment for short stay outliers will be
200 percent of the average daily rate for each day the patient qualifies up to the full DRG payment.
Short stay outlier claims will be subject to QIO review and payment denied for inappropriate admis-
sions.

(3) Cost outliers.  Cases qualify as cost outliers when costs of service in a given case, not including
any add-on amounts for direct or indirect medical education or disproportionate share costs exceed the
cost threshold.  This cost threshold is determined to be the greater of two times the statewide average
DRG payment for that case or the hospital’s individual DRG payment for that case plus $16,000.  Costs
are calculated using hospital-specific cost-to-charge ratios determined in the base-year cost reports.
Additional payment for cost outliers is 80 percent of the excess between the hospital’s cost for the dis-
charge and the cost threshold established to define cost outliers.  Payment of cost outlier amounts shall
be paid at 100 percent of the calculated amount and made at the time the claim is paid.
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Those hospitals that are notified of any outlier review initiated by the QIO must submit all requested
supporting data to the QIO within 60 days of the receipt of outlier review notification, or outlier pay-
ment will be forfeited and recouped.  In addition, any hospital may request a review for outlier payment
by submitting documentation to the QIO within 365 days of receipt of the outlier payment.  If requests
are not filed within 365 days, the provider loses the right to appeal or contest that payment.

(4) Day and cost outliers.  Cases qualifying as both day and cost outliers are given additional pay-
ment as cost outliers only.

g. Billing for patient transfers and readmissions.
(1) Transfers between hospitals.  When a Medicaid patient is transferred the initial hospital or unit

is paid 100 percent of the average daily rate of the transferring hospital’s payment for each day the
patient remained in that hospital or unit, up to 100 percent of the entire DRG payment.  The hospital or
unit that received the transferred patient receives the entire DRG payment.

(2) Substance abuse units.  When a patient is discharged to or from an acute care hospital and is
admitted to or from a substance abuse unit certified pursuant to paragraph 79.1(5)“r,”  both the dis-
charging and admitting hospitals will receive 100 percent of the DRG payment.

(3) Physical rehabilitation hospitals or units.  When a patient requiring physical rehabilitation is
discharged from an acute care hospital and admitted to a rehabilitation hospital or unit certified pur-
suant to 79.1(5)“r,”  and the admission is medically appropriate, then payment for time spent in the unit
is through a per diem.  The discharging hospital will receive 100 percent of the DRG payment.  When a
patient is discharged from a certified physical rehabilitation hospital or unit and admitted to an acute
care hospital, the acute care hospital will receive 100 percent of the DRG payment.

When a patient requiring physical rehabilitation is discharged from a facility other than an acute
care hospital and admitted to a rehabilitation hospital or unit certified pursuant to 79.1(5)“r,”  and the
admission is medically appropriate, then payment for time spent in the unit is based on a per diem.  The
other facility will receive payment in accordance with rules governing that facility.  When a patient is
discharged from a certified physical rehabilitation hospital or unit and admitted to a facility other than
an acute care hospital, the other facility will receive payment in accordance with rules governing that
facility.

(4) Psychiatric units.  When a patient is discharged to or from an acute care hospital before Octo-
ber 1, 2006, and is admitted to or from a psychiatric unit certified pursuant to paragraph 79.1(5)“r,”
both the discharging and admitting hospitals will receive 100 percent of the DRG payment.

Effective October 1, 2006, when a patient requiring psychiatric care is discharged from an acute
care hospital and admitted to a psychiatric unit certified pursuant to paragraph 79.1(5)“r,”  and the ad-
mission is medically appropriate, then payment for time spent in the unit is through a per diem.  The
discharging hospital will receive 100 percent of the DRG payment.  When a patient is discharged from
a certified psychiatric unit and is admitted to an acute care hospital, the acute care hospital will receive
100 percent of the DRG payment.

When a patient requiring psychiatric care is discharged from a facility other than an acute care hos-
pital on or after October 1, 2006, and is admitted to a psychiatric unit certified pursuant to paragraph
79.1(5)“r,”  and the admission is medically appropriate, then payment for time spent in the unit is based
on a per diem.  The other facility will receive payment in accordance with rules governing that facility.
When a patient is discharged from a certified psychiatric unit on or after October 1, 2006, and is ad-
mitted to a facility other than an acute care hospital, the other facility will receive payment in accor-
dance with rules governing that facility.
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h. Covered DRGs.  Medicaid DRGs cover services provided in acute care general hospitals, with
the exception of services provided in physical rehabilitation hospitals and units certified pursuant to
paragraph 79.1(5)“r,” and services provided on or after October 1, 2006, in psychiatric units certified
pursuant to paragraph 79.1(5)“r,”  which are paid per diem, as specified in paragraph 79.1(5)“i.”

i. Payment for certified physical rehabilitation hospitals and units and psychiatric units.  Pay-
ment for services provided by a physical rehabilitation hospital or unit certified pursuant to paragraph
79.1(5)“r”  and for services provided on or after October 1, 2006, in a psychiatric unit certified pur-
suant to paragraph 79.1(5)“r”  is prospective.  The payment is based on a per diem rate calculated for
each hospital by establishing a base-year per diem rate to which an annual index is applied.

(1) Per diem calculation.  The base rate shall be the medical assistance per diem rate as determined
by the individual hospital’s base-year cost report pursuant to paragraph 79.1(5)“a.”   No recognition
will be given to the professional component of the hospital-based physicians except as noted under
paragraph 79.1(5)“j.”

(2) Rescinded IAB 5/12/93, effective 7/1/93.
(3) Per diem reimbursement.  Hospitals shall be reimbursed the lower of actual charges or the

medical assistance cost per diem rate.  The determination of the applicable rate shall be based on the
hospital fiscal year aggregate of actual charges and medical assistance cost per diem rate.  If an over-
payment exists, the hospital will refund or have the overpayment deducted from subsequent billings.

(4) Per diem recalculation.  Hospital prospective reimbursement rates shall be established as of
October 1, 1987, for the remainder of the applicable hospital fiscal year.  Beginning July 1, 1988, all
updated rates shall be established based on the state’s fiscal year.

(5) Per diem billing.  The current method for submitting billing and cost reports shall be main-
tained.  All cost reports will be subject to desk review audit and, if necessary, a field audit.

j. Services covered by DRG payments.  Medicaid adopts the Medicare definition of inpatient
hospital services covered by the DRG prospective payment system except as indicated herein.  As a
result, combined billing for physician services is eliminated unless the hospital has approval from
Medicare to combine bill the physician and hospital services.  Teaching hospitals having Medicare’s
approval to receive reasonable cost reimbursement for physician services under 42 CFR 415.58 as
amended to November 25, 1991, are eligible for combined billing status if they have the Medicare ap-
proval notice on file with Iowa Medicaid as verification.  Reasonable cost settlement will be made dur-
ing the year-end settlement process.  Services provided by certified nurse anesthetists (CRNAs)
employed by a physician are covered by the physician reimbursement.  Payment for the services of
CRNAs employed by the hospital are included in the hospital’s reimbursement.

The cost for hospital-based ambulance transportation that results in an inpatient admission and
hospital-based ambulance services performed while the recipient is an inpatient, in addition to all other
inpatient services, is covered by the DRG payment.  If, during the inpatient stay at the originating hos-
pital, it becomes necessary to transport but not transfer the patient to another hospital or provider for
treatment, with the patient remaining an inpatient at the originating hospital after that treatment, the
originating hospital shall bear all costs incurred by that patient for the medical treatment or the ambu-
lance transportation between the originating hospital and the other provider.  The services furnished to
the patient by the other provider shall be the responsibility of the originating hospital.  Reimbursement
to the originating hospital for all services is under the DRG payment.  (See 441—subrule 78.11(4).)

k. Inflation factors, rebasing, and recalibration.
(1) Inflation factors shall be set annually at levels that ensure payments that are consistent with

efficiency, economy, and quality of care and that are sufficient to enlist enough providers so that care
and services are available at least to the extent that such care and services are available to the general
population in the geographic area.
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(2) Base amounts shall be rebased and weights recalibrated in 2005 and every three years thereaf-
ter.  Cost reports used in rebasing shall be the hospital fiscal year-end Form CMS 2552, Hospital and
Healthcare Complex Cost Report, as submitted to Medicare in accordance with Medicare cost report
submission time lines for the hospital fiscal year ending during the preceding calendar year.  If a hospi-
tal does not provide this cost report to the Iowa Medicaid enterprise provider cost audits and rate-
setting unit by May 31 of a year in which rebasing occurs, the most recent submitted cost report will be
used with the addition of a hospital market basket index inflation factor.

(3) The graduate medical education and disproportionate share fund shall be updated as provided
in subparagraphs 79.1(5)“y” (3), (6), and (9).

(4) Hospitals receiving reimbursement as critical access hospitals shall not receive inflation of
base payment amounts and shall not have base amounts rebased or weights recalibrated pursuant to this
paragraph.

l. Eligibility and payment.  When a client is eligible for Medicaid for less than or equal to the
average length of stay for that DRG, then payment equals 100 percent of the hospital’s average daily
rate times the number of eligible hospital stay days up to the amount of the DRG payment.  When a
Medicaid client is eligible for greater than the average length of stay but less than the entire stay, then
payment is treated as if the client were eligible for the entire length of stay.

Long stay outlier days are determined as the number of Medicaid eligible days beyond the outlier
limits.  The date of patient admission is the first date of service.  Long stay outlier costs are accrued only
during eligible days.

m. Payment to out-of-state hospitals.  Payment made to out-of-state hospitals providing care to
beneficiaries of Iowa’s Medicaid program is equal to either the Iowa statewide average blended base
amount plus the statewide average capital cost add-on, multiplied by the DRG weight, or blended base
and capital rates calculated by using 80 percent of the hospital’s submitted capital costs.  Hospitals that
submit a cost report no later than May 31 in the most recent rebasing year will receive a case-mix-
adjusted blended base rate using hospital-specific, Iowa-only Medicaid data and the Iowa statewide
average cost per discharge amount.

(1) Capital costs will be reimbursed at either the statewide average rate in place at the time of dis-
charge, or the blended capital rate computed by using submitted cost report data.

(2) Hospitals that qualify for disproportionate share payment based on the definition established
by their state’s Medicaid agency for the calculation of the Medicaid inpatient utilization rate will be
eligible to receive disproportionate share payments according to paragraph “y.”

(3) If a hospital qualifies for reimbursement for direct medical education or indirect medical
education under Medicare guidelines, it shall be reimbursed according to paragraph “y.”

n. Preadmission, preauthorization, or inappropriate services.  Medicaid adopts most Medicare
QIO regulations to control increased admissions or reduced services.  Exceptions to the Medicare re-
view practice are that the QIO reviews Medicaid short stay outliers and all Medicaid patients read-
mitted within 31 days.  Payment can be denied if either admissions or discharges are performed without
medical justification as determined by the QIO.  Inpatient or outpatient services which require pread-
mission or preprocedure approval by the QIO are updated yearly by the department and are listed in the
provider manual.  Preauthorization for any of these services is transmitted directly from the QIO to the
Iowa Medicaid enterprise and no additional information needs to be submitted as part of the claim fil-
ing for inpatient or outpatient services.  To safeguard against these and other inappropriate practices,
the department through the QIO will monitor admission practices and quality of care.  If an abuse of the
prospective payment system is identified, payments for abusive practices may be reduced or denied.  In
reducing or denying payment, Medicaid adopts the Medicare QIO regulations.

o. Hospital billing.  Hospitals shall normally submit claims for DRG reimbursement to the Iowa
Medicaid enterprise after a patient’s discharge.

(1) Payment for outlier days or costs is determined when the claim is paid by the Iowa Medicaid
enterprise, as described in paragraph “f.”
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(2) When a Medicaid patient requires acute care in the same facility for a period of no less than 120
days, a request for partial payment may be made.  Written requests for this interim DRG payment shall
be addressed to the Iowa Medicaid Enterprise, Attention:  Provider Services Unit, P.O. Box 36450, Des
Moines, Iowa 50315.  A request for interim payment shall include:

1. The patient’s name, state identification number, and date of admission;
2. A brief summary of the case;
3. A current listing of charges; and
4. A physician’s attestation that the recipient has been an inpatient for 120 days and is expected to

remain in the hospital for a period of no less than 60 additional days.
A departmental representative will then contact the facility to assist the facility in filing the interim

claim.
p. Determination of inpatient admission.  A person is considered to be an inpatient when a formal

inpatient admission occurs, when a physician intends to admit a person as an inpatient, or when a physi-
cian determines that a person being observed as an outpatient in an observation or holding bed should
be admitted to the hospital as an inpatient.

(1) In cases involving outpatient observation status, the determinant of patient status is not the
length of time the patient was being observed, but rather that the observation period was medically
necessary for the physician to determine whether a patient should be released from the hospital or ad-
mitted to the hospital as an inpatient.

(2) Outpatient observation lasting greater than a 24-hour period will be subject to review by the
Iowa Medicaid Enterprise (IME) Medical Services Unit to determine the medical necessity of each
case.  For those outpatient observation cases where medical necessity is not established by the IME,
reimbursement shall be denied for the services found to be unnecessary for the provision of that care,
such as the use of the observation room.

q. Inpatient admission after outpatient services.  A patient may be admitted to the hospital as an
inpatient after receiving outpatient services.  If the patient is admitted as an inpatient within three days
of the day outpatient services were rendered, all outpatient services related to the principal diagnosis
are considered inpatient services for billing purposes.  The day of formal admission as an inpatient is
considered as the first day of hospital inpatient services.

r. Certification for reimbursement as a special unit or physical rehabilitation hospital.  Certifi-
cation for Medicaid reimbursement as a substance abuse unit under subparagraph 79.1(5)“b” (1), a
neonatal intensive care unit under subparagraph 79.1(5)“b” (2), a psychiatric unit under paragraph
79.1(5)“i,”  or a physical rehabilitation hospital or unit under paragraph 79.1(5)“i”  shall be awarded as
provided in this paragraph.

(1) Certification procedure.  All hospital special units and physical rehabilitation hospitals must
be certified by the Iowa Medicaid enterprise to qualify for Medicaid reimbursement as a special unit or
physical rehabilitation hospital.  Hospitals shall submit requests for certification to Iowa Medicaid En-
terprise, Attention:  Provider Services Unit, P.O. Box 36450, Des Moines, Iowa 50315, with documen-
tation that the certification requirements are met.  The provider services unit will notify the facility of
any additional documentation needed after review of the submitted documentation.

Upon certification, reimbursement as a special unit or physical rehabilitation hospital shall be retro-
active to the first day of the month during which the Iowa Medicaid enterprise received the request for
certification.  No additional retroactive payment adjustment shall be made when a hospital fails to
make a timely request for certification.

(2) Certification criteria for substance abuse units.  An in-state substance abuse unit may be certi-
fied for Medicaid reimbursement under 79.1(5)“b” (1) if the unit’s program is licensed by the Iowa
department of public health as a substance abuse treatment program in accordance with Iowa Code
chapter 125 and 643—Chapter 3.  In addition to documentation of the license, an in-state hospital must
submit documentation of the specific substance abuse programs available at the facility with a descrip-
tion of their staffing, treatment standards, and population served.
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An out-of-state substance abuse unit may be certified for Medicaid reimbursement under
79.1(5)“b” (1) if it is excluded from the Medicare prospective payment system as a psychiatric unit
pursuant to 42 Code of Federal Regulations, Sections 412.25 and 412.27, as amended to September 1,
1994.  An out-of-state hospital requesting reimbursement as a substance abuse unit must initially sub-
mit a copy of its current Medicare prospective payment system exemption notice, unless the facility
had certification for reimbursement as a substance abuse unit before July 1, 1993.  All out-of-state hos-
pitals certified for reimbursement for substance abuse units must submit copies of new Medicare pro-
spective payment system exemption notices as they are issued, at least annually.

(3) Certification criteria for neonatal intensive care units.  A neonatal intensive care unit may be
certified for Medicaid reimbursement under 79.1(5)“b” (2) if it is certified as a level II or level III neo-
natal unit and the hospital where it is located is accredited by the Joint Commission on Accreditation of
Healthcare Organizations or the American Osteopathic Association.  The Iowa Medicaid enterprise
shall verify the unit’s certification as a level II or level III neonatal unit in accordance with recommen-
dations set forth by the American Academy of Pediatrics for newborn care.  Neonatal units in Iowa
shall be certified by the Iowa department of public health pursuant to 641—Chapter 150.  Out-of-state
units shall submit proof of level II or level III certification.

(4) Certification criteria for psychiatric units.  A psychiatric unit may be certified for Medicaid
reimbursement under paragraph 79.1(5)“i”  if it is excluded from the Medicare prospective payment
system as a psychiatric unit pursuant to 42 Code of Federal Regulations, Sections 412.25 and 412.27 as
amended to August 1, 2002.

(5) Certification criteria for physical rehabilitation hospitals and units.  A physical rehabilitation
hospital or unit may be certified for Medicaid reimbursement under 79.1(5)“i”  if it receives or quali-
fies to receive Medicare reimbursement as a rehabilitative hospital or unit pursuant to 42 Code of Fed-
eral Regulations, Sections 412.600 through 412.632 (Subpart P), as amended to January 1, 2002, and
the hospital is accredited by the Joint Commission on Accreditation of Healthcare Organizations or the
American Osteopathic Association.

s. Cost report adjustments.  Rescinded IAB 6/11/03, effective 7/16/03.
t. Limitations and application of limitations on payment.  Diagnosis related group payments are

subject to the upper payment limits as stated in 42 CFR 447.271 and 42 CFR 447.272 as amended to
September 5, 2001.

Payment limits as stated in subparagraphs (1) and (2) below are applied in the aggregate during the
cost settlement process at the completion of the hospital’s fiscal year end.  The payment limit stated in
subparagraph (3) is applied to aggregate Medicaid payments at the end of the state’s fiscal year.

(1) The department may not pay a provider more for inpatient hospital services under Medicaid
than the provider’s customary charges to the general public for the services.

(2) Payments to a hospital that is owned or operated by state or non-state government shall not
exceed the hospital’s actual medical assistance program costs.  The department shall perform a cost
settlement annually after the desk review or audit of the hospital’s cost report.  The department shall
determine the aggregate payments made to the hospital under the diagnosis-related group methodolo-
gy and compare this amount to the hospital’s actual medical assistance program costs as determined
from the audit or desk review of the hospital’s cost report.  For purposes of this determination, pay-
ments shall include amounts received from the Medicaid program, including graduate medical educa-
tion payments and outlier payments, as well as patient and third-party payments up to the Medicaid-
allowed amount.  If the payments exceed the hospital’s actual medical assistance program costs, the
amount by which payments exceed actual costs shall be requested and collected from the hospital.

(3) Aggregate payments to hospitals and state-operated hospitals may not exceed the amount that
can reasonably be estimated would have been paid for those services under Medicare payment prin-
ciples.
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u. Determination of payment amounts for outpatient hospitalization.  Rescinded IAB 7/6/94, ef-
fective 7/1/94.

v. Reimbursement of malpractice costs.  Rescinded IAB 5/30/01, effective 8/1/01.
w. Rate adjustments for hospital mergers.  When one or more hospitals merge to form a distinctly

different legal entity, the base rate plus applicable add-ons will be revised to reflect this new entity.
Financial information from the original cost reports and original rate calculations will be added togeth-
er and averaged to form the new rate for that entity.

x. For cost reporting periods beginning on or after July 1, 1993, reportable Medicaid administra-
tive and general expenses are allowable only to the extent that they are defined as allowable using
Medicare Reimbursement Principles or Health Insurance Reimbursement Manual 15 (HIM-15).  Ap-
propriate, reportable costs are those that meet the Medicare (or HIM-15) principles, are reasonable,
and are directly related to patient care.  In instances where costs are not directly related to patient care or
are not in accord with Medicare Principles of Reimbursement, inclusion of those costs in the cost report
would not be appropriate.  Examples of administrative and general costs that must be related to patient
care to be included as a reportable cost in the report are:

(1) Advertising.
(2) Promotional items.
(3) Feasibility studies.
(4) Administrative travel and entertainment.
(5) Dues, subscriptions, or membership costs.
(6) Contributions made to other organizations.
(7) Home office costs.
(8) Public relations items.
(9) Any patient convenience items.
(10) Management fees for administrative services.
(11) Luxury employee benefits (i.e., country club dues).
(12) Motor vehicles for other than patient care.
(13) Reorganization costs.
y. Graduate medical education and disproportionate share fund.  Payment shall be made to all

hospitals qualifying for direct medical education, indirect medical education, or disproportionate
share payments directly from the graduate medical education and disproportionate share fund.  The
requirements to receive payments from the fund, the amounts allocated to the fund, and the methodolo-
gy used to determine the distribution amounts from the fund are as follows:

(1) Qualifying for direct medical education.  Hospitals qualify for direct medical education pay-
ments if direct medical education costs that qualify for payment as medical education costs under the
Medicare program are contained in the hospital’s base year cost report and in the most recent cost re-
port submitted before the start of the state fiscal year for which payments are being made.

(2) Allocation to fund for direct medical education.  Except as reduced pursuant to subparagraph
79.1(5)“y” (3), the total amount of funding that is allocated to the graduate medical education and dis-
proportionate share fund for direct medical education related to inpatient services for July 1, 2006,
through June 30, 2007, is $8,556,547.

(3) Distribution to qualifying hospitals for direct medical education.  Distribution of the amount in
the fund for direct medical education shall be on a monthly basis.  To determine the amount to be dis-
tributed to each qualifying hospital for direct medical education, the following formula is used:

1. Multiply the total of all DRG weights for claims paid from July 1, 2005, through June 30, 2006,
for each hospital reporting direct medical education costs that qualify for payment as medical educa-
tion costs under the Medicare program in the hospital’s base year cost report by each hospital’s direct
medical education rate to obtain a dollar value.
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2. Sum the dollar values for each hospital, then divide each hospital’s dollar value by the total
dollar value, resulting in a percentage.

3. Multiply each hospital’s percentage by the amount allocated for direct medical education to
determine the payment to each hospital.

Effective for payments from the fund for July 2006, the state fiscal year used as the source of DRG
weights shall be updated to July 1, 2005, through June 30, 2006.  Thereafter, the state fiscal year used as
the source of DRG weights shall be updated by a three-year period effective for payments from the
fund for July of every third year.

If a hospital fails to qualify for direct medical education payments from the fund because it does not
report direct medical education costs that qualify for payment as medical education costs under the
Medicare program in the most recent cost report submitted before the start of the state fiscal year for
which payments are being made, the amount of money that would have been paid to that hospital shall
be removed from the fund.

(4) Qualifying for indirect medical education.  Hospitals qualify for indirect medical education
payments from the fund when they receive a direct medical education payment from Iowa Medicaid
and qualify for indirect medical education payments from Medicare.  Qualification for indirect medi-
cal education payments is determined without regard to the individual components of the specific hos-
pital’s teaching program, state ownership, or bed size.

(5) Allocation to fund for indirect medical education.  Except as reduced pursuant to subparagraph
79.1(5)“y” (6), the total amount of funding that is allocated to the graduate medical education and dis-
proportionate share fund for indirect medical education for July 1, 2006, through June 30, 2007, is
$15,023,862.

(6) Distribution to qualifying hospitals for indirect medical education.  Distribution of the amount
in the fund for indirect medical education shall be on a monthly basis.  To determine the amount to be
distributed to each qualifying hospital for indirect medical education, the following formula is used:

1. Multiply the total of all DRG weights for claims paid from July 1, 2005, through June 30, 2006,
for each hospital reporting direct medical education costs that qualify for payment as medical educa-
tion costs under the Medicare program in the hospital’s base year cost report by each hospital’s indirect
medical education rate to obtain a dollar value.

2. Sum the dollar values for each hospital, then divide each hospital’s dollar value by the total
dollar value, resulting in a percentage.

3. Multiply each hospital’s percentage by the amount allocated for indirect medical education to
determine the payment to each hospital.

Effective for payments from the fund for July 2006, the state fiscal year used as the source of DRG
weights shall be updated to July 1, 2005, through June 30, 2006.  Thereafter, the state fiscal year used as
the source of DRG weights shall be updated by a three-year period effective for payments from the
fund for July of every third year.

If a hospital fails to qualify for indirect medical education payments from the fund because it does
not report direct medical education costs that qualify for payment as medical education costs under the
Medicare program in the most recent cost report submitted before the start of the state fiscal year for
which payments are being made, the amount of money that would have been paid to that hospital shall
be removed from the fund.
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(7) Qualifying for disproportionate share.  For months beginning with July 2002, hospitals qualify
for disproportionate share payments from the fund when the hospital’s low-income utilization rate ex-
ceeds 25 percent, when the hospital’s Medicaid inpatient utilization rate exceeds one standard devi-
ation from the statewide average Medicaid utilization rate, or when the hospital qualifies as a children’s
hospital under subparagraph (10).

For those hospitals that qualify for disproportionate share under both the low-income utilization
rate definition and the Medicaid inpatient utilization rate definition, the disproportionate share per-
centage shall be the greater of (1) the product of 2½ percent multiplied by the number of standard devi-
ations by which the hospital’s own Medicaid inpatient utilization rate exceeds the statewide mean
Medicaid inpatient utilization rate for all hospitals, or (2) 2½ percent.

For those hospitals that qualify for disproportionate share under the low-income utilization rate def-
inition, but do not qualify under the Medicaid inpatient utilization rate definition, the disproportionate
share percentage shall be 2½ percent.

For those hospitals that qualify for disproportionate share under the Medicaid inpatient utilization
rate definition, but do not qualify under the low-income utilization rate definition, the disproportionate
share percentage shall be the product of 2½ percent multiplied by the number of standard deviations by
which the hospital’s own Medicaid inpatient utilization rate exceeds the statewide mean Medicaid in-
patient utilization rate for all hospitals.

For those hospitals that qualify for disproportionate share as a children’s hospital, the dispropor-
tionate share percentage shall be the greater of (1) the product of 2½ percent multiplied by the number
of standard deviations by which the Medicaid inpatient utilization rate for children under 18 years of
age at the time of admission in all areas of the hospital where services are provided predominantly to
children under 18 years of age exceeds the statewide mean Medicaid inpatient utilization rate for all
hospitals, or (2) 2½ percent.

Information contained in the hospital’s available 2004 submitted Medicare cost report is used to
determine the hospital’s low-income utilization rate and the hospital’s Medicaid inpatient utilization
rate.

Additionally, a qualifying hospital other than a children’s hospital must also have at least two obste-
tricians who have staff privileges at the hospital and who have agreed to provide obstetric services to
Medicaid-eligible persons who are in need of obstetric services.  In the case of a hospital located in a
rural area as defined in Section 1886 of the Social Security Act, the term “obstetrician” includes any
physician with staff privileges at the hospital to perform nonemergency obstetric procedures.

Out-of-state hospitals serving Iowa Medicaid patients qualify for disproportionate share payments
from the fund based on their state Medicaid agency’s calculation of the Medicaid inpatient utilization
rate.  The disproportionate share percentage is calculated using the number of standard deviations by
which the hospital’s own state Medicaid inpatient utilization rate exceeds the hospital’s own statewide
mean Medicaid inpatient utilization rate.

Hospitals qualify for disproportionate share payments from the fund without regard to the facility’s
status as a teaching facility or bed size.

Hospitals receiving reimbursement as critical access hospitals shall not qualify for disproportionate
share payments from the fund.

(8) Allocation to fund for disproportionate share.  The total amount of funding that is allocated to
the graduate medical education and disproportionate share fund for disproportionate share payments
for July 1, 2006, through June 30, 2007, is $7,181,823.

(9) Distribution to qualifying hospitals for disproportionate share.  Distribution of the amount in
the fund for disproportionate share shall be on a monthly basis.  To determine the amount to be distrib-
uted to each qualifying hospital for disproportionate share, the following formula is used:
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1. Multiply the total of all DRG weights for claims paid July 1, 2005, through June 30, 2006, for
each hospital that met the qualifications during the fiscal year used to determine the hospital’s low-
income utilization rate and Medicaid utilization rate (or for children’s hospitals, during the preceding
state fiscal year) by each hospital’s disproportionate share rate to obtain a dollar value.  For any hospital
that qualifies for a disproportionate share payment only as a children’s hospital, only the DRG weights
for claims paid for services rendered to patients under 18 years of age at the time of admission in all
distinct areas of the hospital where services are provided predominantly to children under 18 years of
age shall be used in this calculation.

2. Sum the dollar values for each hospital, then divide each hospital’s dollar value by the total
dollar value, resulting in a percentage.

3. Multiply each hospital’s percentage by the amount allocated for disproportionate share to de-
termine the payment to each hospital.

Effective for payments from the fund for July 2006, the state fiscal year used as the source of DRG
weights shall be updated to July 1, 2005, through June 30, 2006.  Thereafter, the state fiscal year used as
the source of DRG weights shall be updated by a three-year period effective for payments from the
fund for July of every third year.  In compliance with Medicaid Voluntary Contribution and Provider-
Specific Tax Amendments of 1991 (Public Law 102-234) and 1992 Iowa Acts, chapter 1246, section
13, the total of disproportionate share payments from the fund and supplemental disproportionate
share payments pursuant to paragraph 79.1(5)“ab”  cannot exceed the amount of the federal cap under
Public Law 102-234.  If a hospital fails to qualify for disproportionate share payments from the fund
due to closure or for any other reason, the amount of money that would have been paid to that hospital
shall be removed from the fund.

(10) Qualifying for disproportionate share as a children’s hospital.  A licensed hospital qualifies for
disproportionate share payments as a children’s hospital if the hospital provides services predominant-
ly to children under 18 years of age or includes a distinct area or areas providing services predominant-
ly to children under 18 years of age, is a voting member of the National Association of Children’s Hos-
pitals and Related Institutions, and has Medicaid utilization and low-income utilization rates of 1
percent or greater for children under 18 years of age at the time of admission in all distinct areas of the
hospital where services are provided predominantly to children under 18 years of age.

A hospital wishing to qualify for disproportionate share payments as a children’s hospital for any
state fiscal year beginning on or after July 1, 2002,  must provide the following information to the Iowa
Medicaid enterprise provider cost audits and rate-setting unit within 20 business days of a request by
the department:

1. Base year cost reports.
2. Medicaid claims data for children under the age of 18 at the time of admission to the hospital in all

distinct areas of the hospital where services are provided predominantly to children under 18 years of age.
3. Other information needed to determine a disproportionate share rate encompassing the periods

used to determine the disproportionate share rate and distribution amounts.
z. Adjustments to the graduate medical education and disproportionate share fund for changes

in utilization.  Rescinded IAB 10/31/01, effective 1/1/02.
aa. Retrospective adjustment for critical access hospitals.  Payments to critical access hospitals pur-

suant to paragraphs 79.1(5)“a”  to “z”  are subject to a retrospective adjustment equal to the difference be-
tween the reasonable costs of covered services provided to eligible fee-for-service Medicaid recipients (ex-
cluding recipients in managed care), based on the hospital’s annual cost reports and Medicare cost
principles, and the Medicaid fee-for-service reimbursement received pursuant to paragraphs 79.1(5)“a”  to
“z.”   Amounts paid prior to adjustment that exceed reasonable costs shall be recovered by the department.
The base rate upon which the DRG and APG payment is built shall be changed after any retrospective ad-
justment to reflect, as accurately as is possible, the reasonable costs of providing the covered service to eligi-
ble fee-for-service Medicaid recipients for the coming year using the most recent utilization as submitted to
the Iowa Medicaid enterprise provider cost audits and rate-setting unit and Medicare cost principles.
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Once a hospital begins receiving reimbursement as a critical access hospital, prospective DRG and
APG payments are not subject to inflation factors, rebasing, or recalibration as provided in paragraph
79.1(5)“k.”

ab. Enhanced disproportionate-share payments.  In addition to payments from the graduate medi-
cal education and disproportionate share fund pursuant to paragraph 79.1(5)“y,”  payment shall be
made to all Iowa hospitals qualifying for enhanced disproportionate-share payments.  Interim pay-
ments based on estimated allowable costs will be paid to qualifying hospitals under this paragraph.
Final payments under this paragraph will be determined as follows:

(1) Qualifying criteria for enhanced disproportionate-share payments.  A hospital qualifies for en-
hanced disproportionate-share payments if it qualifies for payments for disproportionate share from
the graduate medical education and disproportionate-share fund pursuant to paragraph 79.1(5)“y”  and
meets one of the following conditions:

1. Is an Iowa state-owned hospital with more than 500 beds and eight or more distinct residency
specialty or subspecialty programs recognized by the American College of Graduate Medical Educa-
tion.

2. Is a non-state government-owned acute-care teaching hospital located in a county with a popu-
lation over 350,000.

3. Is an Iowa state-owned hospital for persons with mental illness.
(2) Amount of payment.  The total amount of disproportionate-share payments from the graduate

medical education and disproportionate share fund and enhanced disproportionate share shall not ex-
ceed the amount of the state’s allotment under Public Law 102-234.  In addition, the total amount of
disproportionate-share payments from the graduate medical education and disproportionate share
fund and enhanced disproportionate-share payments shall not exceed the hospital-specific
disproportionate-share caps under Public Law 103-666.

The amount available for enhanced disproportionate-share payments shall be the federal allotment
less disproportionate-share payments from the graduate medical education and disproportionate share
fund.  In the event that the disproportionate-share allotment for enhanced payments is insufficient to
pay 100 percent of the cost that is eligible for disproportionate-share payments, the allotment shall be
allocated among qualifying hospitals using their eligible cost as an allocation basis.

(3) Final disproportionate-share adjustment.  The department’s total year-end disproportionate-
share obligation to a qualifying hospital shall be calculated following completion of the desk review or
audit of the hospital’s Form CMS 2552, Hospital and Hospital Health Care Complex Cost Report.

ac. Enhanced graduate medical education payments.  In addition to payments from the graduate
medical education and disproportionate share fund pursuant to paragraph 79.1(5)“y,”  payment shall
be made to all Iowa hospitals qualifying for enhanced graduate medical education payments.  Interim
payments based on estimated allowable costs will be paid to qualifying hospitals under this paragraph.
Final payments under this paragraph will be determined as follows:

(1) Qualifying for enhanced graduate medical education payments.  A hospital shall qualify for
enhanced graduate medical education payments if it qualifies to receive both direct and indirect medi-
cal education payments from the graduate medical education and disproportionate share fund pursuant
to paragraph 79.1(5)“y”  and meets one of the following conditions:

1. Is an Iowa state-owned hospital with more than 500 beds and eight or more distinct residency
specialty or subspecialty programs recognized by the American College of Graduate Medical Educa-
tion; or

2. Is a non-state government-owned acute-care teaching hospital located in a county with a popu-
lation over 350,000.
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(2) Amount of payment.  The total amount of graduate medical education payments from the grad-
uate medical education and disproportionate share fund and enhanced graduate medical education
shall not exceed each hospital’s actual medical assistance program graduate medical education costs.
The amount paid to each qualifying hospital for enhanced graduate medical education payments shall
be the hospital’s actual medical assistance program graduate medical education costs less the graduate
medical education payments from the graduate medical education and disproportionate share fund.

(3) Final graduate medical education adjustment.  The department’s total year-end graduate medi-
cal education obligation to a qualifying hospital shall be calculated following completion of the desk
review or audit of the hospital’s Form CMS 2552, Hospital and Hospital Health Care Complex Cost
Report.

79.1(6) Independent laboratories.  The maximum payment for clinical diagnostic laboratory tests
performed by an independent laboratory will be the areawide fee schedule established by the Centers
for Medicare and Medicaid Services (CMS).  The fee schedule is based on the definition of laboratory
procedures from the Physician’s Current Procedural Terminology (CPT) published by the American
Medical Association.  The fee schedules are adjusted annually by CMS to reflect changes in the Con-
sumer Price Index for All Urban Consumers.

79.1(7) Physicians.
a. Fee schedule.  The fee schedule is based on the definitions of medical and surgical procedures

given in the most recent edition of Physician’s Current Procedural Terminology (CPT).  Refer to
441—paragraph 78.1(2)“e”  for the guidelines for immunization replacement.

b. Supplemental payments.  Rescinded IAB 7/6/05, effective 7/1/05.
79.1(8) Drugs.  The amount of payment shall be based on several factors, subject to the upper limits

in 42 CFR 447.331-332 as amended to April 18, 2002.  The Medicaid program relies on information
published by Medi-Span to classify drugs as brand-name or generic.

a. Effective June 25, 2005, reimbursement for covered generic prescription drugs shall be the
lowest of the following, as of the date of dispensing:

(1) The estimated acquisition cost, defined as the average wholesale price as published by Medi-
Span less 12 percent, plus the professional dispensing fee specified in paragraph “g.”

(2) The maximum allowable cost (MAC), defined as the upper limit for multiple source drugs es-
tablished in accordance with the methodology of Centers for Medicare and Medicaid Services as de-
scribed in 42 CFR 447.332, plus the professional dispensing fee specified in paragraph “g.”

(3) The state maximum allowable cost (SMAC), defined as the average wholesale acquisition cost
for a drug and all equivalent products (the average price pharmacies pay to obtain drugs as evidenced
by purchase records) adjusted by a multiplier of 1.4, plus the professional dispensing fee specified in
paragraph “g.”

(4) The submitted charge, representing the provider’s usual and customary charge for the drug.
b. Effective June 25, 2005, reimbursement for covered brand-name prescription drugs shall be

the lowest of the following, as of the date of dispensing:
(1) The estimated acquisition cost, defined as the average wholesale price as published by Medi-

Span less 12 percent, plus the professional dispensing fee specified in paragraph “g.”
(2) The submitted charge, representing the provider’s usual and customary charge for the drug.
c. No payment shall be made for sales tax.
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d. All hospitals which wish to administer vaccines which are available through the vaccines for
children program to Medicaid recipients shall enroll in the vaccines for children program.  In lieu of
payment, vaccines available through the vaccines for children program shall be accessed from the de-
partment of public health for Medicaid recipients.  Hospitals receive reimbursement for the adminis-
tration of vaccines to Medicaid recipients through the DRG reimbursement for inpatients and APG
reimbursement for outpatients.

e. The basis of payment for nonprescription drugs shall be the same as specified in paragraph “a”
except that the department shall establish a maximum allowable reimbursable cost for these drugs us-
ing the average wholesale prices of the chemically equivalent products available.  The department
shall set the maximum allowable reimbursable cost at the median of those average wholesale prices.
No exceptions for higher reimbursement will be approved.

f. An additional reimbursement amount of one cent per dose shall be added to the allowable in-
gredient cost of a prescription for an oral solid if the drug is dispensed to a patient in a nursing home in
unit dose packaging prepared by the pharmacist.

g. For services rendered after June 30, 2006, the professional dispensing fee is $4.52, or the phar-
macy’s usual and customary fee, whichever is lower.

h. For purposes of this subrule, “equivalent products” shall be those that meet therapeutic equiva-
lent standards as published in the federal Food and Drug Administration document, “Approved Pre-
scription Drug Products With Therapeutic Equivalence Evaluations.”

i. Pharmacies and providers that are enrolled in the Iowa Medicaid program shall make available
drug acquisition cost information, product availability information, and other information deemed
necessary by the department to assist the department in monitoring and revising reimbursement rates
subject to 79.1(8)“a” (3) and 79.1(8)“c”  and for the efficient operation of the pharmacy benefit.

(1) Pharmacies and providers shall produce and submit the requested information in the manner
and format requested by the department or its designee at no cost to the department or its designee.

(2) Pharmacies and providers shall submit information to the department or its designee within 30
days following receipt of a request for information unless the department or its designee grants an ex-
tension upon written request of the pharmacy or provider.

j. Savings in Medicaid reimbursements attributable to the SMAC shall be used to pay costs asso-
ciated with determination of the SMAC, before reversion to Medicaid.

79.1(9) HCBS consumer choices financial management.
a. Monthly allocation.  A financial management service provider shall receive a monthly fee as

established in subrule 79.1(2) for each consumer electing to work with that provider under the HCBS
consumer choices option.  The financial management service provider shall also receive monthly the
consumer’s individual budget amount as determined under 441—paragraph 78.34(13)“b,”
78.37(16)“b,”  78.38(9)“b,”  78.41(15)“b,”  78.43(15)“b,”  or 78.46(6)“b.”

b. Cost settlement.  The financial management service shall pay from the monthly allocated indi-
vidual budget amount for independent support broker service, self-directed personal care services,
individual-directed goods and services, and self-directed community supports and employment as au-
thorized by the consumer.  On a quarterly basis during the federal fiscal year, the department shall per-
form a cost settlement.  The cost settlement represents the difference between the amount received for
the allocated individual budget and the amount actually utilized.

c. Start-up grants.  A qualifying financial management service provider may be reimbursed up to
$10,000 for the costs associated for starting the service.

(1) Start-up reimbursement shall be issued as long as funds for this purpose are available from the
Robert Wood Johnson Foundation or until September 30, 2007.

(2) Funds will not be distributed until the provider meets all of the following criteria:
1. The provider shall meet the requirements to be certified to participate in an HCBS waiver pro-

gram as set forth in 441—subrule 77.30(13), 77.33(16), 77.34(9), 77.37(28), 77.39(26), or 77.41(7),
including successful completion of a readiness review as approved by the department.
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2. The provider shall enter into an agreement with the department to provide statewide coverage
for not less than one year from the date that the funds are distributed.

3. The provider shall submit to the department for approval a budget identifying the costs associ-
ated with starting financial management service.

(3) If the provider fails to continue to meet these qualifications after the funds have been distrib-
uted, the department may recoup all or part of the funds paid to the provider.

79.1(10) Prohibition against reassignment of claims.  No payment under the medical assistance
program for any care or service provided to a patient by any health care provider shall be made to any-
one other than the providers.  However with respect to physicians, dentists or other individual practi-
tioners direct payment may be made to the employer of the practitioner if the practitioner is required as
a condition of employment to turn over fees to the employer; or where the care or service was provided
in a facility, to the facility in which the care or service was provided if there is a contractual arrangement
between the practitioner and the facility whereby the facility submits the claim for reimbursement; or
to a foundation, plan or similar organization including a health maintenance organization which fur-
nishes health care through an organized health care delivery system if there is a contractual agreement
between organization and the person furnishing the service under which the organization bills or re-
ceives payment for the person’s services.  Payment may be made in accordance with an assignment
from the provider to a government agency or an assignment made pursuant to a court order.  Payment
may be made to a business agent, such as a billing service or accounting firm, which renders statements
and receives payment in the name of the provider when the agent’s compensation for this service is (1)
reasonably related to the cost or processing the billing; (2) not related on a percentage or other basis to
the dollar amounts to be billed or collected; and (3) not dependent upon the actual collection of pay-
ment.  Nothing in this rule shall preclude making payment to the estate of a deceased practitioner.

79.1(11) Prohibition against factoring.  Payment under the medical assistance program for any
care or service furnished to an individual by providers as specified in 79.1(1) shall not be made to or
through a factor either directly or by virtue of power of attorney given by the provider to the factor.  A
factor is defined as an organization, collection agency, or service bureau which, or an individual who,
advances money to a provider for accounts receivable which have been assigned or sold or otherwise
transferred including transfer through the use of power of attorney to the organization or individual for
an added fee or reduction of a portion of the accounts receivable.  The term factor does not include
business representatives such as billing agents or accounting firms which render statements and re-
ceive payments in the name of the individual provider provided that the compensation of the business
representative for the service is reasonably related to the cost of processing the billings and is not re-
lated on a percentage or other basis to the dollar amounts to be billed or collected.

79.1(12) Reasonable charges for services, supplies, and equipment.  For selected medical ser-
vices, supplies, and equipment, including equipment servicing, which in the judgment of the Secretary
of the Department of Health and Human Services generally do not vary significantly in quality from
one provider to another, the upper limits for payments shall be the lowest charges for which the devices
are widely and consistently available in a locality.  For those selected services and items furnished un-
der part B of Medicare and Medicaid, the upper limits shall be the lowest charge levels recognized un-
der Medicare.  For those selected services and items furnished only under Medicaid, the upper limits
shall be the lowest charge levels determined by the department according to the Medicare reimburse-
ment method.

a. For any noninstitutional item or service furnished under both Medicare and Medicaid, the de-
partment shall pay no more than the reasonable charge established for that item or service by the part B
Medicare carrier serving part or all of Iowa.  Noninstitutional services do not include practitioner’s
services, such as physicians, pharmacies, or out-patient hospital services.

b. For all other noninstitutional items or services furnished only under Medicaid, the department
shall pay no more than the customary charge for a provider or the prevailing charges in the locality for
comparable items or services under comparable circumstances, whichever is lower.
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79.1(13) Copayment by member.  A copayment in the amount specified shall be charged to mem-
bers for the following covered services:

a. The member shall pay a copayment for each covered prescription or refill of any covered drug
as follows:

(1) One dollar for generic drugs and preferred brand-name drugs.  Any brand-name drug that is not
subject to prior approval based on nonpreferred status on the preferred drug list published by the de-
partment pursuant to Iowa Code section 249A.20A shall be treated as a preferred brand-name drug.

(2) Rescinded IAB 7/6/05, effective 7/1/05.
(3) One dollar for nonpreferred brand-name drugs for which the cost to the state is less than $25.
(4) Two dollars for nonpreferred brand-name drugs for which the cost to the state is $25.01 to $50.
(5) Three dollars for nonpreferred brand-name drugs for which the cost to the state is $50.01 or

more.
(6) For the purpose of this paragraph, the cost to the state is determined without regard to federal

financial participation in the Medicaid program or to any rebates received.
b. The member shall pay $1 copayment for total covered service rendered on a given date for podia-

trists’ services, chiropractors’ services, and services of independently practicing physical therapists.
c. The member shall pay $2 copayment for total covered services rendered on a given date for med-

ical equipment and appliances, prosthetic devices and medical supplies as defined in 441—78.10(249A),
orthopedic shoes, services of audiologists, services of hearing aid dealers except the hearing aid, services
of optometrists, opticians, rehabilitation agencies, and psychologists, and ambulance services.

d. The member shall pay $3 copayment for:
(1) Total covered service rendered on a given date for dental services and hearing aids.
(2) All covered services rendered in a physician office visit on a given date.  For the purposes of

this subparagraph, “physician” means either a doctor of allopathic medicine (M.D.) or a doctor of os-
teopathic medicine (D.O.), as defined under rule 441—77.1(249A).

e. Copayment charges are not applicable to persons under age 21.
f. Copayment charges are not applicable to family planning services or supplies.
g. Copayment charges are not applicable for a member receiving care in a hospital, nursing facili-

ty, state mental health institution, or other medical institution if the person is required, as a condition of
receiving services in the institution, to spend for costs of necessary medical care all but a minimal
amount of income for personal needs.

h. The member shall pay $1 for each federal Medicare Part B crossover claim submitted to the
Medicaid program when the services provided have a Medicaid copayment as set forth above.

i. Copayment charges are not applicable to services furnished pregnant women.
j. All providers are prohibited from offering or providing copayment related discounts, rebates,

or similar incentives for the purpose of soliciting the patronage of Medicaid members.
k. Copayment charges are not applicable for emergency services.  Emergency services are de-

fined as services provided in a hospital, clinic, office, or other facility that is equipped to furnish the
required care, after the sudden onset of a medical condition manifesting itself by acute symptoms of
sufficient severity (including severe pain), that the absence of immediate medical attention could rea-
sonably be expected to result in:

(1) Placing the patient’s health in serious jeopardy,
(2) Serious impairment to bodily functions, or
(3) Serious dysfunction of any bodily organ or part.
l. Copayment charges are not applicable for services rendered by a health maintenance organiza-

tion in which the member is enrolled.
m. No provider of service participating in the Medicaid program may deny care or services to a

person eligible for care or services under the program because of the person’s inability to pay a copay-
ment.  However, this rule does not change the fact that a member is liable for the charges and it does not
preclude the provider from attempting to collect them.
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79.1(14) Reimbursement for hospice services.
a. Medicaid hospice rates.  The Medicaid hospice rates are based on the methodology used in set-

ting Medicare rates, adjusted to disregard cost offsets attributable to Medicare coinsurance amounts, and
with application of the appropriate area wage adjustments for the categories of care provided.

Hospices are reimbursed at one of four predetermined rates based on the level of care furnished to
the individual for that day.  Payments to a hospice for inpatient care are subject to the limitations im-
posed by Medicare.  The levels of care into which each day of care is classified are as follows:

(1) Routine home care.
(2) Continuous home care.
(3) Inpatient respite care.
(4) General inpatient care.
b. Adjustment to hospice rates.  An adjustment to hospice reimbursement is made when a recipi-

ent residing in a nursing facility elects the hospice benefit.  The adjustment will be a room and board
rate that is equal to the rate at which the facility is paid for reserved bed days or 95 percent of the facili-
ty’s Medicaid reimbursement rate, whichever is greater.  Room and board services include the perfor-
mance of personal care services, including assistance in activities of daily living, socializing activities,
administration of medication, maintaining the cleanliness of a resident’s room and supervising and as-
sisting in the use of durable medical equipment and prescribed therapies.

For hospice recipients entering a nursing facility the adjustment will be effective the date of entry.
For persons in nursing facilities prior to hospice election, the adjustment rate shall be effective the date
of election.

For individuals who have client participation amounts attributable to their cost of care, the adjust-
ment to the hospice will be reduced by the amount of client participation as determined by the depart-
ment.  The hospice will be responsible for collecting the client participation amount due the hospice
unless the hospice and the nursing facility jointly determine the nursing facility is to collect the client
participation.

c. Payment for day of discharge.  For the day of discharge from an inpatient unit, the appropriate
home care rate is to be paid unless the recipient dies as an inpatient.  When the recipient is discharged as
deceased, the inpatient rate (general or respite) is to be paid for the discharge date.

d. Hospice cap.  Overall aggregate payments made to a hospice during a hospice cap period are
limited or capped.  The hospice cap year begins November 1 and ends October 31 of the next year.  The
cap amount for each hospice is calculated by multiplying the number of beneficiaries electing hospice
care from that hospice during the cap period by the base statutory amount, adjusted to reflect the per-
centage increase or decrease in the medical care expenditure category of the Consumer Price Index for
all urban consumers published by the Bureau of Labor Statistics.  Payments made to a hospice but not
included in the cap include room and board payment to a nursing home.  Any payment in excess of the
cap must be refunded to the department by the hospice.

e. Limitation of payments for inpatient care.  Payments to a hospice for inpatient care shall be
limited according to the number of days of inpatient care furnished to Medicaid patients.  During the
12-month period beginning November 1 of each year and ending October 31, the aggregate number of
inpatient days (both for general inpatient care and inpatient respite care) shall not exceed 20 percent of
the aggregate total number of days of hospice care provided to all Medicaid recipients during that same
period.  Medicaid recipients afflicted with acquired immunodeficiency syndrome (AIDS) are ex-
cluded in calculating this inpatient care limitation.  This limitation is applied once each year, at the end
of the hospices’ “cap period” (November 1 to October 31).  For purposes of this computation, if it is
determined that the inpatient rate should not be paid, any days for which the hospice receives payment
at a home care rate will not be counted as inpatient days.  The limitation is calculated as follows:

(1) The maximum allowable number of inpatient days will be calculated by multiplying the total
number of days of Medicaid hospice care by 0.2.
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(2) If the total number of days of inpatient care furnished to Medicaid hospice patients is less than
or equal to the maximum, no adjustment will be necessary.

(3) If the total number of days of inpatient care exceeded the maximum allowable number, the
limitation will be determined by:

1. Calculating a ratio of the maximum allowable days to the number of actual days of inpatient
care, and multiplying this ratio by the total reimbursement for inpatient care (general inpatient and in-
patient respite reimbursement) that was made.

2. Multiplying excess inpatient care days by the routine home care rate.
3. Adding together the amounts calculated in “1” and “2.”
4. Comparing the amount in “3” with interim payments made to the hospice for inpatient care

during the “cap period.”
Any excess reimbursement shall be refunded by the hospice.
f. Location of services.  Claims must identify the geographic location where the service is pro-

vided (as distinct from the location of the hospice).
79.1(15) HCBS retrospectively limited prospective rates.  This methodology applies to reimburse-

ment for HCBS supported community living; HCBS family and community support services; HCBS
supported employment; HCBS interim medical monitoring and treatment when provided by an
HCBS-certified supported community agency; HCBS respite when provided by nonfacility providers,
camps, home care agencies, or providers of residential-based supported community living; and HCBS
group respite provided by home health agencies.

a. Reporting requirements.
(1) Providers shall submit cost reports for each waiver service provided using Form 470-0664,

Financial and Statistical Report for Purchase of Service, and Form 470-3449, Supplemental Schedule.
The cost reporting period is from July 1 to June 30.  The completed cost reports shall be submitted to the
IME Provider Cost Audits and Rate-Setting Unit, P.O. Box 36450, Des Moines, Iowa 50315, or by
electronic mail to costaudit@dhs.state.ia.us, by September 30 of each year.

(2) If a provider chooses to leave the HCBS program or terminates a service, a final cost report
shall be submitted within 60 days of termination for retrospective adjustment.

(3) Costs reported under the waiver shall not be reported as reimbursable costs under any other fund-
ing source.  Costs incurred for other services shall not be reported as reimbursable costs under the waiver.

(4) Financial information shall be based on the agency’s financial records.  When the records are not
kept on an accrual basis of accounting, the provider shall make the adjustments necessary to convert the
information to an accrual basis for reporting.  Providers which are multiple program agencies shall sub-
mit a cost allocation schedule, prepared in accordance with generally accepted accounting principles.

(5) Failure to maintain records to support the cost reports may result in termination of the provid-
er’s HCBS certification.

(6) The department may require that an opinion of a certified public accountant or public accoun-
tant accompany the report when adjustments made to prior reports indicate noncompliance with re-
porting instructions.

(7) A 30-day extension for submitting the cost reports due by September 30 may be obtained by
submitting a letter to the bureau of long-term care by September 30.  No extensions will be granted
beyond 30 days.

(8) Failure to submit a report that meets the requirements of this paragraph by September 30 or an
extended deadline granted per subparagraph (7) shall reduce payment to 76 percent of the current rate.
The reduced rate shall be paid for not longer than three months, after which time no further payments
will be made.

b. Home- and community-based general rate criteria.
(1) To receive reimbursement for services, a certified provider shall enter into an agreement with

the department on Form 470-2918, HCBS Waiver Agreement, and have an approved service plan for
the consumer.
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(2) The rates a provider may charge are subject to limits established in subrule 79.1(2).
(3) Indirect administrative costs shall be limited to 20 percent of other costs.
(4) Mileage costs shall be reimbursed according to state employee rate.
(5) Consumer transportation, consumer consulting, consumer instruction, consumer environ-

mental modification and repairs and consumer environmental furnishings shall not exceed $1,570 per
consumer per year for supported community living services.

(6) For respite care provided in the consumer’s home, only the cost of care is reimbursed.
(7) For respite care provided outside the consumer’s home, charges may include room and board.
(8) Transportation and therapeutic resources reimbursement shall not exceed $1,500 per child per

year for family and community support services.
c. Prospective rates for new providers other than respite.
(1) Providers who have not submitted an annual report including at least 6 months of actual, his-

torical costs shall be paid prospective rates based on projected reasonable and proper costs of operation
for a 12-month period reported in Form SS-1703-0, Financial and Statistical Report, and Form
470-3449, Supplemental Schedule.

(2) Prospective rates shall be subject to retrospective adjustment as provided in paragraph “e.”
(3) After a provider has submitted an annual report including at least six months of actual, histori-

cal costs, prospective rates shall be determined as provided in paragraph “d.”
d. Prospective rates for established providers other than respite.
(1) Providers who have submitted an annual report including at least six months of actual, histori-

cal costs shall be paid prospective rates based on reasonable and proper costs in a base period, as ad-
justed for inflation.

(2) The base period shall be the period covered by the first Form SS-1703-0, Financial and Statisti-
cal Report, and Form 470-3449, Supplemental Schedule, submitted to the department after 1997 that
includes at least six months of actual, historical costs.

(3) Reasonable and proper costs in the base period shall be inflated by a percentage of the increase in
the consumer price index for all urban consumers for the preceding 12-month period ending June 30, based
on the months included in the base period, to establish the initial prospective rate for an established provider.

*(4) After establishment of the initial prospective rate for an established provider, the rate will be
adjusted annually, effective for the third month after the month during which the annual cost report is
submitted to the department.  The provider’s new rate shall be the actual reconciled rate or the pre-
viously established rate adjusted by the consumer price index for all urban consumers for the preceding
12-month period ending June 30, whichever is less.

(5) Prospective rates for services other than respite shall be subject to retrospective adjustment as
provided in paragraph “f.”

e. Prospective rates for respite.  Prospective rates for respite shall be agreed upon between the
consumer, interdisciplinary team and the provider up to the maximum, subject to retrospective adjust-
ment as provided in paragraph “f.”

f. Retrospective adjustments.
(1) Retrospective adjustments shall be made based on reconciliation of provider’s reasonable and

proper actual service costs with the revenues received for those services as reported on Form
470-3449, Supplemental Schedule, accompanying Form SS-1703-0, Financial and Statistical Report
for Purchase of Service.

(2) Revenues exceeding adjusted actual costs by more than 2.5 percent shall be remitted to the
department.  Payment will be due upon notice of the new rates and retrospective adjustment.

(3) Providers who do not reimburse revenues exceeding 2.5 percent of actual costs 30 days after
notice is given by the department will have the revenues over 2.5 percent of the actual costs deducted
from future payments.
*October 1, 2002, effective date delayed 70 days by the Administrative Rules Review Committee at its meeting held September 10, 2002.  At its meeting
held November 19, 2002, the Committee delayed the effective date until adjournment of the 2003 Session of the General Assembly.
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g. Supported community living daily rate.  For purposes of determining the daily rate for sup-
ported community living services, providers are treated as new providers until they have submitted an
annual report including at least six months of actual costs for the same consumers at the same site with
no significant change in any consumer’s needs, or if there is a subsequent change in the consumers at a
site or in any consumer’s needs.  Individual prospective daily rates are determined for each consumer.
These rates may be adjusted no more than once every three months if there is a vacancy at the site for
over 30 days or the consumer’s needs have significantly changed.  Rates adjusted on this basis will
become effective the month a new cost report is submitted.  Retrospective adjustments of the prospec-
tive daily rates are based on each site’s average costs.

79.1(16) Outpatient reimbursement for hospitals.
a. Definitions.
“Ambulatory patient group (APG)” shall mean a group of similar outpatient procedures, encoun-

ters or ancillary services which are combined based on patient clinical characteristics and expected
resource use.  Data used to define APGs include ICD-9-CM diagnoses codes and CPT-4 procedure
codes.

“Ancillary services” shall mean those tests and procedures ordered by a physician to assist in pa-
tient diagnosis or treatment.  Ancillary procedures, such as immunizations, increase the time and re-
sources expended during a visit, but do not dominate the visit.

“APG relative weight” shall mean a number that reflects the expected resource consumption for
cases associated with each APG, relative to the average APG.  That is, the Iowa-specific weight for a
certain APG reflects the relative charge for treating all singleton cases classified in that particular APG,
compared to the average charge for treating all Medicaid APGs in Iowa hospitals.

“Assessment payment” shall mean an additional payment made to a hospital for only the initial as-
sessment and determination of medical necessity of a patient for the purpose of determining if the ER is
the most appropriate treatment site.  This payment shall be equal to 50 percent of the customary reim-
bursement rate for CPT-4 code 99281 (Evaluation and Management of a Patient in the Emergency
Room) as of December 31, 1994.

“Base year cost report,” for rates effective October 1, 2005, shall mean the hospital’s cost report
with fiscal year end on or after January 1, 2004, and before January 1, 2005, except as noted in para-
graph “s.”   Cost reports shall be reviewed using Medicare’s cost reporting and cost reimbursement
principles for those cost reporting periods.

“Blended base amount” shall mean the case-mix-adjusted, hospital-specific operating cost per visit
associated with treating Medicaid outpatients, plus the statewide average case-mix-adjusted operating
cost per Medicaid visit, divided by two.  This basic amount is the value to which inflation is added to
form a final payment rate.  The costs of hospitals receiving reimbursement as critical access hospitals
during any of the period of time included in the base-year cost report shall not be used in determining
the statewide average case-mix-adjusted operating cost per Medicaid visit.

“Case-mix adjusted” shall mean the division of the hospital-specific base amount or other applica-
ble components of the final payment rate by the hospital-specific case-mix index.

“Case-mix index” shall mean an arithmetical index measuring the relative average costliness of
outpatient cases treated in a hospital, compared to the statewide average.

“Consolidation” shall mean the process by which the APG classification system determines
whether separate payment is appropriate when a patient is assigned multiple significant procedure
APGs.  All significant procedures within a single APG are suppressed (or grouped) for payment pur-
poses, into one APG.  Multiple, related significant procedures in different APGs are consolidated into
the highest weighted APG for reimbursement purposes.  Multiple, unrelated significant procedures in
different APGs are not consolidated; thus, each receives separate payment.

“Cost outlier” shall mean cases which have an extraordinarily high cost as established in paragraph
“g”  and, thus, are eligible for additional payments above and beyond the base APG payment.
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“Current procedural terminology—fourth edition (CPT-4)” is the systematic listing and coding of
procedures and services provided by physicians or other related health care providers.  The CPT-4 cod-
ing is maintained by the American Medical Association and is updated yearly.

“Direct medical education costs” shall mean costs directly associated with the medical education
of interns and residents or other medical education programs, such as a nursing education program or
allied health programs, conducted in an outpatient setting, that qualify for payment as medical educa-
tion costs under the Medicare program.  The amount of direct medical education costs is determined
from the hospital base year cost reports and is inflated in determining the direct medical education rate.

“Direct medical education rate” shall mean a rate calculated for a hospital reporting medical
education costs on the Medicare cost report (CMS 2552).  The rate is calculated using the following
formula:  Direct medical education costs are multiplied by the percentage of valid claims to total
claims, further multiplied by inflation factors, then divided by outpatient visits.

“Discounting” shall mean a reduction in standard payment when related procedures or ancillary
services are performed during a single visit.  Discount rates are defined in paragraph “h.”

“Final payment rate” shall mean the blended base amount that forms the final dollar value used to
calculate each provider’s reimbursement amount, when multiplied by the APG weight.  These dollar
values are displayed on the rate table listing.

“Graduate medical education and disproportionate share fund” shall mean a reimbursement fund
developed as an adjunct reimbursement methodology to directly reimburse qualifying hospitals for the
direct costs of interns and residents associated with the operation of graduate medical education pro-
grams for outpatient services.

“Grouper” shall mean the Iowa-specific Version 2.0 Grouper software developed by Minnesota
Mining and Manufacturing (3M) for the Centers for Medicare and Medicaid Services, with modifica-
tions for payable APGs made to support Medicaid program policy in Iowa.  (See paragraph “i.” )

“Hospital-based clinic” means a clinic that is owned by the hospital, operated by the hospital under
its hospital license, and on the premises of the hospital.

“Inlier” shall mean those cases where the cost of treatment falls within the established cost bound-
aries of APG payment.

“International classifications of diseases—fourth edition, ninth revision (ICD-9)” is a systematic
method used to classify and provide standardization to coding practices which are used to describe the
diagnosis, symptom, complaint, condition or cause of a person’s injury or illness.

“Invalid claims or visits” shall mean claims or visits that are not priced and paid using the ambulato-
ry patient group (APG) system.

“Net number of Iowa Medicaid valid visits” shall mean total visits plus the incremental portion of
visits that resulted in outliers less invalid visits.

“Outpatient visit” shall mean those hospital-based outpatient services which are billed on a single
UB-92 claim form, and which occur within 72 hours of initiation of service, with exceptions as noted in
paragraph “m.”

“Packaging” shall mean the inclusion of routinely performed ancillary services in the reimburse-
ment of an APG.  In the APG classification system, there are many routine, low-cost ancillary proce-
dures or tests, such as routine urinalysis which are customarily ordered and performed during a visit.
When this ancillary service is packaged, this indicates that the relative APG weight has been set to
reflect the inclusion of the costs of the related ancillary procedures.  The packaged APGs are 310 (plain
film), 332 (simple pathology), 343 (simple immunology), 345 (simple microbiology), 347 (simple en-
docrinology), 350 (basic chemistry), 349 (simple chemistry), 351 (multichannel chemistry), 359 (uri-
nalysis), 356 (simple clotting), 358 (simple hematology), 360 (blood and urine dipstick), 371 (simple
pulmonary function tests), 373 (cardiogram), 383 (introduction of needles and catheter), 384 (dress-
ings and other minor procedures), 385 (other ancillary procedures), and 321 (anesthesia).
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“Quality improvement organization” or “QIO”  shall mean the organization that performs medical
peer review of Medicaid claims, including review of validity of hospital diagnosis and procedure cod-
ing information; completeness, adequacy and quality of care; and appropriateness of prospective pay-
ments for outlier cases and nonemergent use of the emergency room.  These activities undertaken by
the QIO may be included in a contractual relationship with the Iowa Medicaid enterprise.

“Rate table listing” shall mean a schedule of rate payments maintained by the department for each
provider.  The rate table listing is defined as the output that shows the final payment rate by hospital
before being multiplied by the appropriate APG weight.

“Rebasing” shall mean the redetermination of the blended base amount or other applicable compo-
nents of the final payment rate from more recent Medicaid cost report data.

“Recalibration” shall mean the adjustment of all APG weights to reflect changes in relative re-
source consumption.

“Significant procedure APG” shall mean a procedure which constitutes the reason for the visit and
which dominates the time and resources expended during the visit.

“Singleton APG” shall mean those APGs on a patient claim which, following consolidation of sig-
nificant procedures and packaging of ancillaries, are part of a visit with no remaining multiple signifi-
cant procedures.  These singletons, as well as medical and ancillary visits, are used to calculate relative
weights in the procedure described in paragraph “d.”

“Statewide visit expected payment (SVEP)” shall mean the expected payment for an outpatient vis-
it, for use in defining cost outliers.  This payment equals the sum of the statewide average case-mix
adjusted operating cost per Medicaid visit multiplied by the relative weight for each valid APG within a
visit (following packaging and discounting), which includes the applicable fee schedule amounts.

“Valid claims or visits” shall mean those claims or visits that are priced and paid using the ambula-
tory patient group (APG) system.

b. Determination of final payment rate amount.  Each hospital’s APG-based payment equals the
hospital’s case-mix index multiplied by the number of valid visits multiplied by the blended base
amount.  The blended base rate is then adjusted, so that statewide reimbursement equals statewide val-
id costs from cost reports.  Cost report data for hospitals receiving reimbursement as critical access
hospitals during any of the period of time included in the base-year cost report is not used in calculating
the statewide valid costs.  Payment is then recomputed using the adjusted blended base amount.  The
hospital’s final APG payment amount reflects the sum of inflation adjustments to the blended base
amount.

c. Trimming of outpatient charge data.  Trimming of outliers from charge data is necessary to
minimize the impact of coding errors and to ensure that charges for one unusual case do not bias the
resulting weights.  Trimmed data is not excluded from analysis; instead, values outside the trim points
are reset, as described below.  Standard deviation methodology is used to set trim points.  For each
APG, the mean charge and standard deviation are computed geometrically, based on all singleton oc-
currences of that APG.  In a first pass, the trim points equal the mean charge, plus or minus two times
the standard deviation for that APG.  The mean charge and standard deviation are then geometrically
computed again, with charges trimmed at the first pass trim points.  The final low trim point equals the
new mean charge minus 1.5 times the new standard deviation and, correspondingly, the final high trim
point equals the new mean charge plus 1.5 times the new standard deviation.
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d. Calculation of Iowa-specific relative weights and case-mix index.  Using all applicable claims
with dates of service occurring in the period January 1, 2003, through December 31, 2004, and paid
through March 31, 2005, relative weights for rates effective October 1, 2005, are calculated using all
valid singleton claims, which are trimmed at high and low trim points, as discussed in paragraph “c.”
Claims of hospitals receiving reimbursement as critical access hospitals during any of the period in-
cluded in the base-year cost report are not used in calculating Iowa-specific relative weights.

Using all applicable claims with dates of service occurring within the individual hospital’s 2004
fiscal year and paid through March 31, 2005, the hospital-specific case-mix indices are calculated us-
ing all valid singleton claims, which are trimmed at the high and low trim points, as discussed in para-
graph “c.”   Case-mix indices are not computed for hospitals receiving reimbursement as critical access
hospitals.

(1) A relative weight is determined for each APG through the following calculations:
1. The statewide geometric mean charge is determined for all singleton occurrences of each

APG.
2. The statewide aggregate geometric mean charge is computed by summing the statewide geo-

metric charge for all APGs and dividing by the total number of APG occurrences.
3. The statewide geometric mean charges for each APG are divided by the statewide aggregate

geometric mean charge for all APGs to derive the Iowa-specific relative weight for each APG.
4. Relative weights for APGs which have low or no volume in the claims data, and those weights

which are deemed too high or low by a committee of clinicians from the Iowa Foundation for Medical
Care, shall be administratively adjusted.

5. The relative weights are then normalized, so that the average case has a weight of one.
(2) The hospital-specific case-mix index is computed by summing the relative weights for each

valid occurrence of an APG at that hospital and dividing by the number of valid Medicaid visits for that
hospital.

e. Calculation of blended base amount.  The APG blended base amount reflects a 50/50 blend of
statewide and hospital-specific base amounts.

(1) Calculation of statewide average case-mix-adjusted cost per visit.  The statewide average cost
per visit is calculated by subtracting from the statewide total Iowa Medicaid outpatient expenditures:
the total calculated dollar expenditures based on hospitals’ base-year cost reports for medical educa-
tion costs, and, using valid claims, calculation of actual payments that will be made for outliers, fee-
scheduled laboratory services, and services known as noninpatient programs as set forth at 441—
subrule 78.31(1), paragraphs “g”  to “n.”   The remaining amount (which has been case-mix-adjusted
and adjusted to reflect inflation) is divided by the statewide total number of Iowa Medicaid visits re-
ported in the Medicaid management information system (MMIS).  Data for hospitals receiving reim-
bursement as critical access hospitals during any of the period of time included in the base-year cost
report is not used in calculating the statewide average case-mix-adjusted cost per visit.

(2) Calculation of hospital-specific case-mix adjusted average cost per visit.  The hospital-
specific case-mix adjusted average cost per visit is calculated by subtracting from total Iowa Medicaid
costs the actual dollar expenditures for direct medical education costs for interns and residents, ob-
servation bed costs, and, using valid claims, calculation of actual payments that will be made for outli-
ers, fee scheduled laboratory services and services known as noninpatient programs as set forth at
441—subrule 78.31(1), paragraphs “g”  to “n.”  The remaining amount is case-mix adjusted, adjusted
to reflect inflation and divided by the total net number of Iowa Medicaid valid visits from the MMIS
claims system for that hospital during the applicable base year.

(3) Calculation of the blended statewide and hospital-specific base amount.  The hospital-specific
case-mix adjusted average cost per visit is added to the case-mix adjusted statewide average cost per
visit and divided by two to arrive at a 50/50 blended base amount.

f. Payment add-ons.  Rescinded IAB 5/30/01, effective 8/1/01.
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g. Outlier payment policy.  Additional payment is made for approved cases meeting or exceeding
the following Medicaid criteria of cost outliers for each APG.

Cases qualify as cost outliers when costs of service in a given case exceed the cost threshold.  For
visits with a “statewide visit expected payment (SVEP)” equal to or between $150 and $700, this cost
threshold is determined to be two times the statewide average APG-based payment or SVEP for that
visit.  For SVEPs greater than $700, the outlier cost threshold for a hospital outpatient visit equals the
statewide average payment plus $500.  There is no outlier threshold (or additional payment) for hospi-
tal visits with an SVEP less than $150.  Costs are calculated using hospital-specific cost-to-charge ra-
tios determined in the base year cost reports.  Additional payment for cost outliers is 60 percent of the
excess between the hospital’s cost for the visit and the cost threshold established to define cost outliers.

h. Discounting policy.  The purpose of reducing standard payment for multiple procedures or an-
cillaries in a single visit is to encourage efficient provision of these services.  The discount factor re-
flects the fact that fixed costs are reduced for multiple procedures.  Examples of fixed costs are:  operat-
ing room charges, anesthesia, and specimen collection.  Claims for multiple medical visits within a
72-hour period and claims for services billed in “batches” (see paragraph “m” ) are not subject to dis-
counted payment.  Multiple, nonconsolidated significant procedures will be paid at 100 percent of the
expected APG payment for the procedure with the highest relative weight for that APG occurrence, 60
percent of next highest weighted APG payment for the second occurrence and 40 percent for the third
or more occurrence.  Multiple nonpackaged laboratory tests within the same APG will be paid at 100
percent of the expected APG payment for the first APG occurrence, and 80 percent of expected APG
payment for each subsequent occurrence.  Multiple, nonpackaged nonlaboratory ancillaries in the
same APG will be paid at 100 percent of the expected APG payment for the first APG occurrence, 60
percent of expected APG payment for the second occurrence and 40 percent for the third or more oc-
currence.

Clinical laboratory testing performed by a hospital shall be paid using the Medicare fee schedule as
set forth at rule 441—78.20(249A) in instances when the only procedure performed by the hospital is
the collection or testing of the specimen.

i. Services covered by APG payments.  Medicaid adopts the Medicare definition of outpatient
hospital services at 42 CFR 414.32, as amended to May 12, 1999, which will be covered by the APG-
based prospective payment system, except as indicated herein.  As a result, combined billing for physi-
cian services is eliminated unless the hospital has approval from the Centers for Medicare and Medi-
caid Services (CMS) to combine bills.

(1) Teaching hospitals having CMS’s approval to receive reasonable cost reimbursement for phy-
sician services under 42 CFR 415.55, as amended to December 8, 1995, are eligible for combined bill-
ing status if they have filed the approval notice with the Iowa Medicaid enterprise provider cost audits
and rate-setting unit.  Reasonable cost settlement for teaching physicians for those costs not included in
the APG cost-finding process will be made during the year-end settlement process.

(2) Services provided by certified registered nurse anesthetists employed by a physician are cov-
ered by physician reimbursement.  Payment for the services of certified registered nurse anesthetists
employed by the hospital are included in the hospital’s reimbursement.

(3) Ambulance transportation will not be reimbursed by APG payment.  A hospital-based ambu-
lance service must be an enrolled Medicaid ambulance provider and follow policy as specified at rule
441—78.11(249A) unless the recipient’s condition results in an inpatient admission to the hospital.  In
the case of an inpatient admission, the reimbursement for ambulance services is included in the hospi-
tal’s DRG reimbursement rate.  Enrollment information and claim submission for ambulance services
should be directed to the Iowa Medicaid enterprise.

(4) Claims for all noninpatient services (NIP), including outpatient mental health, substance
abuse, eating disorders, cardiac rehabilitation, pulmonary rehabilitation, diabetic education, pain man-
agement, and nutritional counseling, should be billed to Iowa Medicaid and will be paid under the re-
spective NIP program on a fixed fee schedule.
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(5) All psychiatric services for recipients with a primary diagnosis of mental illness, except for
reference laboratory services and radiology services, in those eligibility groups targeted under the
Iowa Plan program will be the responsibility of the Iowa Plan contractor and will not be otherwise pay-
able by Iowa Medicaid.  Emergency psychiatric evaluations for recipients who are covered by the Iowa
Plan program will be the responsibility of the contractor.  For those recipients who are not covered by
the Iowa Plan program, services will be payable under either the APG for emergency psychiatric evalu-
ation or under the respective NIP program.  Additionally, laboratory services to monitor Clozaril are
payable under the APG system only if the recipient is not eligible under the Iowa Plan program.

(6) Substance abuse services for persons eligible under managed care will be the responsibility of
the Iowa Plan contractor and not payable through the APG system.  The only exceptions to this policy
are reference laboratory and radiology services, which will be payable by fee schedule or APG.

(7) Claims for the following APGs, as defined in Iowa-Specific Version 2.0 of the Grouper soft-
ware, will not be accepted by Iowa Medicaid for payment:  APG 005—nail procedures, APG 171—
artificial fertilization, APG 212—fitting of contact lenses, APG 386—biofeedback and hypnotherapy,
and APG 382—provision of vision aids.

(8) Claims grouping into APG 702 (well child exam) shall meet all early and periodic screening,
diagnosis and treatment requirements as set forth at rule 441—84.3(249A).

j. Inflation factors, rebasing, and recalibration.
(1) Inflation factors shall be set annually at levels that ensure payments that are consistent with

efficiency, economy, and quality of care and that are sufficient to enlist enough providers so that care
and services are available at least to the extent that such care and services are available to the general
population in the geographic area.

(2) Base amounts shall be rebased and APG weights recalibrated in 2005 and every three years
thereafter.  Cost reports used in rebasing shall be the hospital fiscal year-end Form CMS 2552, Hospital
and Healthcare Complex Cost Report, as submitted to Medicare in accordance with Medicare cost re-
port submission time lines for the hospital fiscal year ending during the preceding calendar year.  If a
hospital does not provide this cost report to the Iowa Medicaid enterprise provider cost audits and
rate-setting unit by May 31 of a year in which rebasing occurs, the most recent submitted cost report
will be used with the addition of a hospital market basket index inflation factor.

(3) Case-mix indices shall be calculated using valid claims most nearly matching each hospital’s
fiscal year end.

(4) The graduate medical education and disproportionate share fund shall be updated as provided
in subparagraph 79.1(16)“v” (3).

(5) Hospitals receiving reimbursement as critical access hospitals shall not receive inflation of
base payment amounts and shall not have base amounts rebased or weights recalibrated pursuant to this
paragraph.
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k. Payment to out-of-state hospitals.  Payment made to out-of-state hospitals providing care to
beneficiaries of Iowa’s Medicaid program is equal to either the Iowa statewide average case-mix-
adjusted base amount or the Iowa statewide average case-mix-adjusted base amount blended with the
hospital-specific base amount.

(1) Hospitals that submit a cost report no later than May 31 in the most recent rebasing year will
receive a case-mix-adjusted blended base rate using hospital-specific, Iowa-only Medicaid data and
the Iowa statewide average cost per visit amount.

(2) If a hospital qualifies for reimbursement for direct medical education under Medicare guide-
lines, it shall qualify for reimbursement purposes in Iowa.

l. Preadmission, preauthorization or inappropriate services.  Inpatient or outpatient services
which require preadmission or preprocedure approval by the QIO are updated yearly and are available
from the QIO.  The hospital shall provide the QIO authorization number on the UB-92 claim form to
receive payment.  Claims submitted for payment without this authorization number will be denied.  To
safeguard against other inappropriate practices, the department, through the QIO, will monitor admis-
sion practices and quality of care.  If an abuse of the prospective payment system is identified, pay-
ments for abusive practices may be reduced or denied.  In reducing or denying payment, Medicaid
adopts the Medicare QIO regulations.

m. Hospital billing.  Hospitals shall normally submit a UB-92 claim, with all services occurring
within a 72-hour period, for APG reimbursement to the Iowa Medicaid enterprise after a patient’s out-
patient “visit” is complete.  Payment for outlier costs is determined when the claim is paid by the Iowa
Medicaid enterprise, as described in paragraph “g.”   However, the following exceptions are allowed:

(1) Bills for multiple visits may be submitted on a single claim for the following services:  nonin-
patient units (substance abuse, pain management, nutritional counseling, diabetic education, pulmo-
nary rehabilitation, cardiac rehabilitation, eating disorders and mental health), physical, occupational
and speech therapies, chemotherapy, radiation therapy, and renal dialysis.  For these services, each unit
of service on the UB-92 claim form will be considered a separate visit.

(2) Bills for multiple medical encounters (for unrelated diagnoses), such as clinic visits, occurring
within a 72-hour period shall be submitted on separate UB-92 claim forms in order to generate full
APG payment for these encounters.  In the case of hospital-based clinics where multiple, unrelated
medical visits occur on the same day, an individual claim form will need to be filed for each separate
visit.

n. Determination of inpatient admission.  A person is considered to be an inpatient when a formal
inpatient admission occurs, when a physician intends to admit a person as an inpatient, or when a physi-
cian determines that a person being observed as an outpatient in an observation or holding bed should
be admitted to the hospital as an inpatient.  In cases involving outpatient observation status, the deter-
minant of patient status is not the length of time the patient was being observed, rather whether the
observation period was medically necessary to determine whether a patient should be admitted to the
hospital as an inpatient.  Outpatient observation lasting greater than a 24-hour period will be subject to
review by the QIO to determine the medical necessity of each case.  For those outpatient observation
cases where medical necessity is not established, reimbursement shall be denied for the services found
to be unnecessary for the provision of that care, such as the use of the observation room.

o. Inpatient admission after outpatient services.  A patient may be admitted to the hospital as an
inpatient after receiving outpatient services.  If the patient is admitted as an inpatient within three days
of the day in which outpatient services were rendered, all outpatient services related to the principal
diagnosis are considered inpatient services for billing purposes.  The day of formal admission as an
inpatient is considered as the first day of hospital inpatient services.

p. Cost report adjustments.  Rescinded IAB 6/11/03, effective 7/16/03.
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q. Determination of payment amounts for mental health noninpatient (NIP) services.  Mental
health NIP services are limited as set forth at 441—78.31(4)“d” (7) and are reimbursed on a fee sched-
ule basis.  Mental health NIP services are the responsibility of the managed mental health care and
substance abuse (Iowa Plan) contractor for persons eligible for managed mental health care.

r. Payment for outpatient services delivered in the emergency room.  Payment for outpatient ser-
vices delivered in the emergency room shall be based on the following criteria.  All visits to hospital
emergency rooms by Medicaid beneficiaries which do not result in inpatient admission shall result in
the hospital receiving payment, at a level to be determined by the department, for patient assessment.
All treatment conducted in the emergency room for either a regular Medicaid recipient or a MediPASS
participant, for conditions defined as emergent in accord with diagnoses codes found in the provider
manual, shall receive the full APG payment plus the assessment payment.  If a regular Medicaid patient
is referred by a non-emergency room based physician, as documented in the record and on the claim,
and is treated in the emergency room but does not have an emergency diagnosis, the hospital shall re-
ceive the assessment payment plus 75 percent of the APG payment.  If the patient is assessed in the
emergency room, found to be nonemergent and referred for further treatment to a hospital-based clinic,
regular clinic, physician’s office, or other similar site, only the assessment payment shall be made to
the hospital for the emergency room.  The responsible clinic or physician’s office shall subsequently
bill for any additional services provided.  If the patient is not referred by a physician and does not have
an emergent condition, but was treated in the emergency room setting, the hospital will receive 50 per-
cent of the APG payment plus an assessment payment.

For Medicaid beneficiaries participating in the MediPASS program, an assessment payment plus 75
percent of the full APG payment shall be paid for treatment of nonemergent conditions contingent
upon documentation in the claim and medical record of permission or referral from the recipient’s pri-
mary care physician.  Should treatment for nonemergent conditions be provided to MediPASS partici-
pants without this documentation, payment shall consist only of the assessment payment.  When a
MediPASS patient is treated in a hospital-based clinic and that clinic is the MediPASS patient manager,
the full APG payment will be made.  When the patient is treated in a hospital-based clinic, the clinic is
not the patient manager and has not obtained the permission of the recipient’s patient manager to per-
form the treatment, no payment shall be made to the clinic.

s. Rescinded IAB 7/31/96, effective 10/1/96.
t. Limitations on payments.
(1) Ambulatory patient groups, as well as other outpatient services, are subject to upper limits

rules set forth in 42 CFR 447.321, as amended to September 5, 2001, and 447.325, as amended to Janu-
ary 26, 1993.  Requirements under these sections state that, in general, Medicaid may not make pay-
ments to providers that would exceed the amount that would be payable to providers under comparable
circumstances under Medicare.  In aggregate, the total Medicaid payments may not exceed the total
payments received by all providers from recipients, carriers or intermediaries for providing compara-
ble services under comparable circumstances under Medicare.

(2) Payments to a hospital that is owned or operated by state or non-state government shall not
exceed the hospital’s actual medical assistance program costs.  The department shall perform a cost
settlement annually after the desk review or audit of the hospital’s cost report.  The department shall
determine the aggregate payments made to the hospital under the ambulatory patient group methodol-
ogy and shall compare this amount to the hospital’s actual medical assistance program costs as deter-
mined from the audit or desk review of the hospital’s cost report.  For purposes of this determination,
aggregate payments shall include amounts received from the Medicaid program, including graduate
medical education payments and outlier payments, as well as patient and third-party payments up to
the Medicaid-allowed amount.  If the aggregate payments exceed the hospital’s actual medical assis-
tance program costs, the amount by which payments exceed actual costs shall be requested and col-
lected from the hospital.
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u. QIO review.  The QIO will review a yearly random sample of hospital outpatient service cases
performed for Medicaid recipients and identified on claims data from all Iowa and bordering state hos-
pitals in accordance with the terms in the contract between the department and the QIO.  The QIO con-
tract is available for review at the Iowa Medicaid Enterprise Office, 100 Army Post Road, Des Moines,
Iowa 50315.

v. Graduate medical education and disproportionate share fund.  Payment shall be made to all
hospitals qualifying for direct medical education directly from the graduate medical education and dis-
proportionate share fund.  The requirements to receive payments from the fund, the amount allocated
to the fund and the methodology used to determine the distribution amounts from the fund are as fol-
lows:

(1) Qualifying for direct medical education.  Hospitals qualify for direct medical education pay-
ments if direct medical education costs that qualify for payment as medical education costs under the
Medicare program are contained in the hospital’s base year cost report and in the most recent cost re-
port submitted before the start of the state fiscal year for which payments are being made.

(2) Allocation to fund for direct medical education.  Except as reduced pursuant to subparagraph
79.1(16)“v” (3), the total amount of funding that is allocated to the graduate medical education and
disproportionate share fund for direct medical education related to outpatient services for July 1, 2006,
through June 30, 2007, is $2,893,524.

(3) Distribution to qualifying hospitals for direct medical education.  Distribution of the amount in
the fund for direct medical education shall be on a monthly basis.  To determine the amount to be dis-
tributed to each qualifying hospital for direct medical education, the following formula is used:

1. Multiply the total count of outpatient visits for claims paid from July 1, 2005, through June 30,
2006, for each hospital reporting direct medical education costs that qualify for payment as medical
education costs under the Medicare program in the hospital’s base year cost report by each hospital’s
direct medical education rate to obtain a dollar value.

2. Sum the dollar values for each hospital, then divide each hospital’s dollar value by the total
dollar value, resulting in a percentage.

3. Multiply each hospital’s percentage by the amount allocated for direct medical education to
determine the payment to each hospital.

Effective for payments from the fund for July 2006, the state fiscal year used as the source of the
count of outpatient visits shall be updated to July 1, 2005, through June 30, 2006.  Thereafter, the state
fiscal year used as the source of the count of outpatient visits shall be updated by a three-year period
effective for payments from the fund for July of every third year.

If a hospital fails to qualify for direct medical education payments from the fund because it does not
report direct medical education costs that qualify for payment as medical education costs under the
Medicare program in the most recent cost report submitted before the start of the state fiscal year for
which payments are being made, the amount of money that would have been paid to that hospital shall
be removed from the fund.

w. Adjustments to the graduate medical education and disproportionate share fund for changes
in utilization.  Rescinded IAB 10/29/03, effective 1/1/04.

79.1(17) Reimbursement for home- and community-based services home and vehicle modifica-
tion.  Payment is made for home and vehicle modifications at the amount of payment to the subcontrac-
tor provided in the contract between the supported community living provider and subcontractor.  All
contracts shall be awarded through competitive bidding, shall be approved by the department, and
shall be justified by the consumer’s service plan.  Payment for completed work shall be made to the
supported community living provider.
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79.1(18) Pharmaceutical case management services reimbursement.  Pharmacist and physician
pharmaceutical case management (PCM) team members shall be equally reimbursed for participation
in each of the four services described in rule 441—78.47(249A).  The following table contains the
amount each team member shall be reimbursed for the services provided and the maximum number of
payments for each type of assessment.  Payment for services beyond the maximum number of pay-
ments shall be considered on an individual basis after peer review of submitted documentation of med-
ical necessity.

Service Payment amount Number of payments

Initial assessment $75 One per patient

New problem assessment $40 Two per patient per 12 months

Problem follow-up assessment $40 Four per patient per 12 months

Preventative follow-up assessment $25 One per patient per 6 months
79.1(19) Reimbursement for rehabilitation services for adults with chronic mental illness.  Re-

scinded IAB 8/1/07, effective 9/5/07.
79.1(20) Dentists.  The dental fee schedule is based on the definitions of dental and surgical proce-

dures given in the Current Dental Terminology, Third Edition (CDT-3).
79.1(21) Rehabilitation agencies.  Subject to the Medicaid upper limit in 79.1(2), payments to re-

habilitation agencies shall be made as provided in the areawide fee schedule established for Medicare
by the Centers for Medicare and Medicaid Services (CMS).  The Medicare fee schedule is based on the
definitions of procedures from the physicians’ Current Procedural Terminology (CPT) published by
the American Medical Association.  CMS adjusts the fee schedules annually to reflect changes in the
consumer price index for all urban customers.

79.1(22) Medicare crossover claims for inpatient and outpatient hospital services.  Subject to ap-
proval of a state plan amendment by the federal Centers for Medicare and Medicaid Services, payment
for crossover claims shall be made as follows.

a. Definitions.  For purposes of this subrule:
“Crossover claim” means a claim for Medicaid payment for Medicare-covered inpatient or outpa-

tient hospital services rendered to a Medicare beneficiary who is also eligible for Medicaid.  Crossover
claims include claims for services rendered to beneficiaries who are eligible for Medicaid in any cate-
gory, including, but not limited to, qualified Medicare beneficiaries and beneficiaries who are eligible
for full Medicaid coverage.

“Medicaid-allowed amount” means the Medicaid prospective reimbursement for the services ren-
dered (including any portion to be paid by the Medicaid beneficiary as copayment or spenddown), as
determined under state and federal law and policies.

“Medicaid reimbursement” means any amount to be paid by the Medicaid beneficiary as a Medi-
caid copayment or spenddown and any amount to be paid by the department after application of any
applicable Medicaid copayment or spenddown.
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“Medicare payment amount” means the Medicare reimbursement rate for the services rendered in a
crossover claim, excluding any Medicare coinsurance or deductible amounts to be paid by the Medi-
care beneficiary.

b. Reimbursement of crossover claims.  Crossover claims for inpatient or outpatient hospital ser-
vices covered under Medicare and Medicaid shall be reimbursed as follows.

(1) If the Medicare payment amount for a crossover claim exceeds or equals the Medicaid-
allowed amount for that claim, Medicaid reimbursement for the crossover claim shall be zero.

(2) If the Medicaid-allowed amount for a crossover claim exceeds the Medicare payment amount
for that claim, Medicaid reimbursement for the crossover claim shall be the lesser of:

1. The Medicaid-allowed amount minus the Medicare payment amount; or
2. The Medicare coinsurance and deductible amounts applicable to the claim.
c. Additional Medicaid payment for crossover claims uncollectible from Medicare.  Medicaid

shall reimburse hospitals for the portion of crossover claims not covered by Medicaid reimbursement
pursuant to paragraph “b”  and not reimbursable by Medicare as an allowable bad debt pursuant to 42
CFR 413.80, as amended June 13, 2001, up to a limit of 30 percent of the amount not paid by Medicaid
pursuant to paragraph “b.”   The department shall calculate these amounts for each provider on a
calendar-year basis and make payment for these amounts by March 31 of each year for the preceding
calendar year.

d. Application of savings.  Savings in Medicaid reimbursements attributable to the limits on inpa-
tient and outpatient crossover claims established by this subrule shall be used to pay costs associated
with development and implementation of this subrule before reversion to Medicaid.

79.1(23) Reimbursement for remedial services.  Reimbursement for remedial services shall be
made on the basis of a unit rate that is calculated retrospectively for each provider, considering reason-
able and proper costs of operation.  The unit rate shall not exceed the established unit-of-service limit
on reasonable costs pursuant to subparagraph 79.1(23)“c” (1).  The unit of service may be a quarter-
hour, a half-hour, an hour, a half-day, or a day, depending on the service provided.

a. Interim rate.  Providers shall be reimbursed through a prospective interim rate equal to the pre-
vious year’s retrospectively calculated unit-of-service rate.  On an interim basis, pending determina-
tion of remedial services provider costs, the provider may bill for and shall be reimbursed at a unit-of-
service rate that the provider and the Iowa Medicaid enterprise may reasonably expect to produce total
payments to the provider for the provider’s fiscal year that are consistent with Medicaid’s obligation to
reimburse that provider’s reasonable costs.  The interim unit-of-service rate is subject to the estab-
lished unit-of-service limit on reasonable costs pursuant to subparagraph 79.1(23)“c” (1).

b. Cost reports.  Reasonable and proper costs of operation shall be determined based on cost re-
ports submitted by the provider.

(1) Financial information shall be based on the provider’s financial records.  When the records are
not kept on an accrual basis of accounting, the provider shall make the adjustments necessary to con-
vert the information to an accrual basis for reporting.  Failure to maintain records to support the cost
report may result in termination of the provider’s Medicaid enrollment.

(2) The provider shall complete Form 470-4414, Financial and Statistical Report for Remedial
Services, and submit it to the IME Provider Cost Audit and Rate Setting Unit, P.O. Box 36450, Des
Moines, Iowa 50315, within three months of the end of the provider’s fiscal year.

(3) A provider may obtain a 30-day extension for submitting the cost report by sending a letter to
the IME provider cost audit and rate setting unit before the cost report due date.  No extensions will be
granted beyond 30 days.
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(4) Providers of services under multiple programs shall submit a cost allocation schedule, pre-
pared in accordance with the generally accepted accounting principles and requirements specified in
OMB Circular A-87.  Costs reported under remedial services shall not be reported as reimbursable
costs under any other funding source.  Costs incurred for other services shall not be reported as reim-
bursable costs under remedial services.

(5) If a provider fails to submit a cost report that meets the requirement of this paragraph, the de-
partment shall reduce payment to 76 percent of the current rate.  The reduced rate shall be paid for not
longer than three months, after which time no further payments will be made.

(6) A projected cost report shall be submitted when a new remedial services provider enters the
program or an existing remedial services provider adds a new service code.  A prospective interim rate
shall be established using the projected cost report.  The effective date of the rate shall be the day the
provider becomes certified as a Medicaid provider or the day the new service is added.

c. Rate determination.  Cost reports as filed shall be subject to review and audit by the Iowa Med-
icaid enterprise to determine the actual cost of services rendered to Medicaid members, using an ac-
cepted method of cost apportionment (as specified in OMB Circular A-87).

(1) A reasonable cost for a member is one that does not exceed 110 percent of the average allow-
able costs reported by Iowa Medicaid providers for providing similar remedial services to members
who have similar diagnoses and live in similar settings.

(2) When the reasonable and proper costs of operation are determined, a retroactive adjustment
shall be made.  The retroactive adjustment represents the difference between the amount received by
the provider through an interim rate during the year for covered services and the reasonable and proper
costs of operation determined in accordance with this subrule.

79.1(24) Reimbursement for home- and community-based habilitation services.  Reimbursement
for case management is based on a fee schedule developed using the methodology described in para-
graph 79.1(1)“d.”   Reimbursement for home-based habilitation, day habilitation, prevocational habil-
itation, and supported employment is based on a retrospective cost-related rate calculated using the
methodology in subrule 79.1(24).  All rates are subject to the upper limits established in subrule
79.1(2).

a. Units of service.
(1) A unit of case management is one month.
(2) A unit of home-based habilitation is one hour.  EXCEPTIONS:
1. A unit of service is one day when a member receives direct supervision for 14 or more hours

per day, averaged over a calendar month.  The member’s comprehensive service plan must identify and
reflect the need for this amount of supervision.  The provider’s documentation must support the num-
ber of direct support hours identified in the comprehensive service plan.

2. When cost-effective, a daily rate may be developed for members needing fewer than 14 hours
of direct supervision per day.  The provider must obtain approval from the Iowa Medicaid enterprise
for a daily rate for fewer than 14 hours of service per day.

(3) A unit of day habilitation is an hour, a half-day (1 to 4 hours), or a full day (4 to 8 hours).
(4) A unit of prevocational habilitation is an hour, a half-day (1 to 4 hours), or a full day (4 to 8

hours).
(5) A unit of supported employment habilitation activities to obtain a job is one job placement.
(6) A unit of supported employment habilitation supports to maintain employment is one hour.
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b. Submission of cost reports.  The department shall determine reasonable and proper costs of
operation for home-based habilitation, day habilitation, prevocational habilitation, and supported em-
ployment based on cost reports submitted by the provider on Form 470-4425, Financial and Statistical
Report for HCBS Habilitation Services.

(1) Financial information shall be based on the provider’s financial records.  When the records are
not kept on an accrual basis of accounting, the provider shall make the adjustments necessary to con-
vert the information to an accrual basis for reporting.  Failure to maintain records to support the cost
report may result in termination of the provider’s Medicaid enrollment.

(2) For home-based habilitation, the provider’s cost report shall reflect all staff-to-member ratios
and costs associated with members’ specific support needs for travel and transportation, consulting,
and instruction, as determined necessary by the interdisciplinary team for each consumer.  The specific
support needs must be identified in the member’s comprehensive service plan.  The total costs shall not
exceed $1570 per consumer per year.  The provider must maintain records to support all expenditures.

(3) The provider shall submit the complete cost report to the IME Provider Cost Audit and Rate
Setting Unit, P.O. Box 36450, Des Moines, Iowa 50315, within three months of the end of the provid-
er’s fiscal year.  The submission must include a working trial balance.  Cost reports submitted without a
working trial balance will be considered incomplete.

(4) A provider may obtain a 30-day extension for submitting the cost report by sending a letter to
the IME provider cost audit and rate setting unit before the cost report due date.  No extensions will be
granted beyond 30 days.

(5) A provider of services under multiple programs shall submit a cost allocation schedule, pre-
pared in accordance with the generally accepted accounting principles and requirements specified in
OMB Circular A-87.  Costs reported under habilitation services shall not be reported as reimbursable
costs under any other funding source.  Costs incurred for other services shall not be reported as reim-
bursable costs under habilitation services.

(6) If a provider fails to submit a cost report that meets the requirement of paragraph 79.1(24)“b,”
the department shall reduce payment to 76 percent of the current rate.  The reduced rate shall be paid for
not longer than three months, after which time no further payments will be made.

(7) A projected cost report shall be submitted when a new habilitation services provider enters the
program or an existing habilitation services provider adds a new service code.  A prospective interim
rate shall be established using the projected cost report.  The effective date of the rate shall be the day
the provider becomes certified as a Medicaid provider or the day the new service is added.

c. Rate determination based on cost reports.  Reimbursement shall be made using a unit rate that
is calculated retrospectively for each provider, considering reasonable and proper costs of operation.

(1) Interim rates.  Providers shall be reimbursed through a prospective interim rate equal to the
previous year’s retrospectively calculated unit-of-service rate.  Pending determination of habilitation
services provider costs, the provider may bill for and shall be reimbursed at a unit-of-service rate that
the provider and the Iowa Medicaid enterprise may reasonably expect to produce total payments to the
provider for the provider’s fiscal year that are consistent with Medicaid’s obligation to reimburse that
provider’s reasonable costs.

(2) Audit of cost reports.  Cost reports as filed shall be subject to review and audit by the Iowa
Medicaid enterprise to determine the actual cost of services rendered to Medicaid members, using an
accepted method of cost apportionment (as specified in OMB Circular A-87).

(3) Retroactive adjustment.  When the reasonable and proper costs of operation are determined, a
retroactive adjustment shall be made.  The retroactive adjustment represents the difference between
the amount that the provider received during the year for covered services through an interim rate and
the reasonable and proper costs of operation determined in accordance with this subrule.
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79.1(25) Reimbursement for community mental health centers and providers of mental health ser-
vices to county residents pursuant to a waiver approved under Iowa Code section 225C.7(3).

a. Reimbursement methodology.  Effective for services rendered on or after October 1, 2006,
community mental health centers and providers of mental health services to county residents pursuant
to a waiver approved under Iowa Code section 225C.7(3) that provide clinic services are paid on a
reasonable-cost basis as determined by Medicare reimbursement principles.  Rates are initially paid on
an interim basis and then are adjusted retroactively based on submission of a financial and statistical
report.

(1) Until a provider that was enrolled int he Medicaid program before October 1, 2006, submits a
cost report in order to develop a provider-specific interim rate, the Iowa Medicaid enterprise shall
make interim payments to the provider based upon 105 percent of the greater of:

1. The statewide fee schedule for community mental health centers effective July 1, 2006, or
2. The average Medicaid managed care contracted fee amounts for community mental health

centers effective July 1, 2006.
(2) For a provider that enrolls in the Medicaid program on or after October 1, 2006, until a

provider-specific interim rate is developed, the Iowa Medicaid enterprise shall make interim payments
based upon the average statewide interim rates for community mental health centers at the time ser-
vices are rendered.  A new provider may submit a projected cost report that the Iowa Medicaid enter-
prise will use to develop a provider-specific interim rate.

(3) Cost reports as filed are subject to review and audit by the Iowa Medicaid enterprise.  The Iowa
Medicaid enterprise shall determine each provider’s actual, allowable costs in accordance with gener-
ally accepted accounting principles and in accordance with Medicare cost principles, subject to the
exceptions and limitations in the department’s administrative rules.

(4) The Iowa Medicaid enterprise shall make retroactive adjustment of the interim rate after the
submission of annual cost reports.  The adjustment represents the difference between the amount the
provider received during the year through interim payments for covered services and the amount deter-
mined to be the actual, allowable cost of service rendered to Medicaid members.

(5) The Iowa Medicaid enterprise shall use each annual cost report to develop a provider-specific
interim fee schedule to be paid prospectively.  The effective date of the fee schedule change is the first
day of the month following completion of the cost settlement.

b. Reporting requirements.  All providers shall submit cost reports using Form 470-4419, Finan-
cial and Statistical Report.  A hospital-based provider shall also submit the Medicare cost report, CMS
Form 2552-96.

(1) Financial information shall be based on the provider’s financial records.  When the records are
not kept on an accrual basis of accounting, the provider shall make the adjustments necessary to con-
vert the information to an accrual basis for reporting.  Failure to maintain records to support the cost
report may result in termination of the provider’s enrollment with the Iowa Medicaid program.

(2) Providers that offer multiple programs shall submit a cost allocation schedule prepared in ac-
cordance with generally accepted accounting principles and requirements as specified in OMB Circu-
lar A-87 adopted in federal regulations at 2 CFR Part 225 as amended to August 31, 2005.

(3) Costs reported for community mental health clinic services shall not be reported as reimburs-
able costs under any other funding source.  Costs incurred for other services shall not be reported as
reimbursable costs under community mental health clinic services.

(4) Providers shall submit completed cost reports to the IME Provider Cost Audit and Rate Setting
Unit, P.O. Box 36450, Des Moines, Iowa 50315.  A provider that is not hospital-based shall submit
Form 470-4419 on or before the last day of the third month after the end of the provider’s fiscal year.  A
hospital-based provider shall submit both Form 470-4419 and CMS Form 2552-96 on or before the last
day of the fifth month after the end of the provider’s fiscal year.
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(5) A provider may obtain a 30-day extension for submitting the cost report by submitting a letter
to the IME provider cost audit and rate setting unit before the cost report due date.  No extensions will
be granted beyond 30 days.

(6) If a provider fails to submit a cost report that meets the requirements of this paragraph, the Iowa
Medicaid enterprise shall reduce the provider’s interim payments to 76 percent of the current interim
rate.  The reduced interim rate shall be paid for not longer than three months, after which time no further
payments will be made.

This rule is intended to implement Iowa Code section 249A.4.

441—79.2(249A)  Sanctions against provider of care.  The department reserves the right to impose
sanctions against any practitioner or provider of care who has violated the requirements for participa-
tion in the medical assistance program.

79.2(1) Definitions.
“Affiliates” means persons having an overt or covert relationship such that any one of them directly

or indirectly controls or has the power to control another.
“Iowa Medicaid enterprise” means the entity comprised of department staff and contractors re-

sponsible for the management and reimbursement of Medicaid services.
“Person” means any natural person, company, firm, association, corporation, or other legal entity.
“Probation” means a specified period of conditional participation in the medical assistance program.
“Provider” means an individual, firm, corporation, association, or institution which is providing or

has been approved to provide medical assistance to a recipient pursuant to the state medical assistance
program.

“Suspension from participation” means an exclusion from participation for a specified period of
time.

“Suspension of payments” means the withholding of all payments due a provider until the resolu-
tion of the matter in dispute between the provider and the department.

“Termination from participation” means a permanent exclusion from participation in the medical
assistance program.

“Withholding of payments” means a reduction or adjustment of the amounts paid to a provider on
pending and subsequently submitted bills for purposes of offsetting overpayments previously made to
the provider.

79.2(2) Grounds for sanctioning providers.  Sanctions may be imposed by the department against a
provider for any one or more of the following reasons:

a. Presenting or causing to be presented for payment any false or fraudulent claim for services or
merchandise.

b. Submitting or causing to be submitted false information for the purpose of obtaining greater
compensation than that to which the provider is legally entitled, including charges in excess of usual
and customary charges.

c. Submitting or causing to be submitted false information for the purpose of meeting prior au-
thorization requirements.

d. Failure to disclose or make available to the department or its authorized agent, records of ser-
vices provided to medical assistance recipients and records of payments made for those services.

e. Failure to provide and maintain the quality of services to medical assistance recipients within
accepted medical community standards as adjudged by professional peers.

f. Engaging in a course of conduct or performing an act which is in violation of state or federal
regulations of the medical assistance program, or continuing that conduct following notification that it
should cease.

g. Failure to comply with the terms of the provider certification on each medical assistance check
endorsement.
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h. Overutilization of the medical assistance program by inducing, furnishing or otherwise caus-
ing the recipient to receive services or merchandise not required or requested by the recipient.

i. Rebating or accepting a fee or portion of a fee or a charge for medical assistance patient referral.
j. Violating any provision of Iowa Code chapter 249A, or any rule promulgated pursuant thereto.
k. Submission of a false or fraudulent application for provider status under the medical assistance

program.
l. Violations of any laws, regulations, or code of ethics governing the conduct of occupations or

professions or regulated industries.
m. Conviction of a criminal offense relating to performance of a provider agreement with the state

or for negligent practice resulting in death or injury to patients.
n. Failure to meet standards required by state or federal law for participation, for example, licensure.
o. Exclusion from Medicare because of fraudulent or abusive practices.
p. Documented practice of charging recipients for covered services over and above that paid for

by the department, except as authorized by law.
q. Failure to correct deficiencies in provider operations after receiving notice of these deficien-

cies from the department.
r. Formal reprimand or censure by an association of the provider’s peers for unethical practices.
s. Suspension or termination from participation in another governmental medical program such

as workers’ compensation, crippled children’s services, rehabilitation services or Medicare.
t. Indictment for fraudulent billing practices, or negligent practice resulting in death or injury to

the provider’s patients.
79.2(3) Sanctions.  The following sanctions may be imposed on providers based on the grounds

specified in 79.2(2).
a. A term of probation for participation in the medical assistance program.
b. Termination from participation in the medical assistance program.
c. Suspension from participation in the medical assistance program.  This includes when the depart-

ment is notified by the Centers for Medicare and Medicaid Services, Department of Health and Human
Services, that a practitioner has been suspended from participation under the Medicare program.  These
practitioners shall be suspended from participation in the medical assistance program effective on the date
established by the Centers for Medicare and Medicaid Services and at least for the period of time of the
Medicare suspension.

d. Suspension or withholding of payments to provider.
e. Referral to peer review.
f. Prior authorization of services.
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