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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State:  NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 

 
HOSPITAL INPATIENT REIMBURSEMENT PLAN 

 
  
REIMBURSEMENT PRINCIPLES 
 
With respect to hospitals licensed by the State of North Carolina that are qualified to certify public 
expenditures in accordance with 42 CFR 433.51(b), other than hospitals owned or controlled by the 
University of North Carolina Health Care System, as defined in N.C. Gen. Stat. 116-37, State hospitals described 
in Paragraph (b) and hospitals described in Paragraph (a) of the Exceptions to DRG reimbursement and 
Critical Access Hospitals pursuant to 42 USC 1395i-4, the expenditures claimable for Federal Financial 
Participation (FFP) will be the hospitals’ reasonable costs incurred in serving Medicaid inpatients, as 
determined in accordance with Medicare principles. Payments to these hospitals will be made in stages 
(the first stage payment will be based on the DRG methodology applicable to private hospitals; the second 
stage payment will be for the difference between the hospital’s reasonable costs and the first stage 
payment). Each hospital’s allowable inpatient costs will be determined on an interim basis by multiplying 
the hospital’s Medicaid inpatient ratio of cost-to-charges (RCCs), as derived from the hospital’s most 
recent available as-filed CMS 2552 cost report by the hospital’s allowable Medicaid inpatient charges for 
services provided during the same fiscal year as the filed cost report and paid not less than six months 
after the end of that same fiscal year.  This cost data will be brought forward to the mid-point of the 
period for which FFP is being claimed by applying the applicable CMS PPS Hospital Input Price Indices.   
Hospitals’ final allowable costs for serving Medicaid inpatients will be determined using audited CMS 
2552 cost reports for the year for which final FFP is being determined. The difference between the final 
and interim allowable Medicaid costs will be an adjustment(s) to the applicable period for which the cost 
was incurred and initial claim was made. 
 
All hospitals that are state-owned and operated by the Department of Health and Human Services, all 
primary affiliated teaching hospitals for the University of North Carolina Medical Schools, freestanding 
rehabilitation hospitals that are qualified to certify public expenditures, and Critical Access Hospitals 
pursuant to 42 USC 1395i-4 will be reimbursed their allowable costs in accordance with the 
EXCEPTIONS TO DRG REIMBURSEMENT section of this plan.    
 
All other hospitals will be paid for acute care general hospital inpatient services using the DIAGNOSIS 
RELATED GROUPS (DRG) RATE-SETTING METHODOLOGY described below, except as noted in 
the EXCEPTIONS TO DRG REIMBURSEMENT.  Hospitals that are not qualified to certify public 
expenditures will also be paid using the enhanced payments for inpatient services methodologies 
described below. 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State:  NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 
 
DRG RATE SETTING METHODOLOGY 
 
(a)           Diagnosis Related Groups is a system of classification for hospital inpatient services. For each hospital 
admission, a single DRG category shall be assigned based on the patient’s diagnosis, age, procedures performed, 
length of stay, and discharge status.  For claims with dates of services prior to January 1, 1995 payments shall be 
based on the reimbursement per diem in effect prior to January 1, 1995.  However, for claims related to services 
where the admission was prior to January 1, 1995 and the discharge was after December 31, 1994, then the greater 
of the total per diem for services rendered prior to January 1, 1995, or the appropriate DRG payment shall be made. 
 
(b) The Division of Medical Assistance (Division) shall use the DRG assignment logic of the Medicare 
Grouper to assign individual claims to a DRG category.  Medicare revises the Grouper each year in October.  The 
Division shall install the most recent version of the Medicare Grouper implemented by Medicare to be effective 
October 1 of each following rate year.  Effective October 1, 2012, the Division shall install the most recent version 
of the Medicare Grouper implemented by Medicare to be effective October 1 of each rate year.  The initial DRG in 
Version 12 of the Medicare Grouper, related to the care of premature neonates and other newborns numbered 385 
through 391, shall be replaced with the following classifications: 
 
385 Neonate, died or transferred, length of stay less than 3 days 
801 Birth weight less than 1,000 grams 
802 Birthweight 1,000 – 1,499 grams 
803 Birthweight 1,500 – 1,999 grams 
804 Birthweight >=2,000 grams, with Respiratory Distress Syndrome 
805 Birthweight >=2,000 grams premature with major problems 
810 Neonate with low birthweight diagnosis, age greater than 28 days at admission 
389 Birthweight >= 2,000 grams, full term with major problems 
390 Birthweight >= 2,000 grams, full term with other problems or premature without major problems 
391 Birthweight >= 2,000 grams, full term without complicating diagnoses 
 
Effective October 1, 2008, the premature neonates and other newborn DRGs listed above are replaced by the 
premature neonates and other newborn DRGs in Version 25 of the Medicare Grouper (i.e. DRGs 789-795).  
 
DRG 789 Neonate, died or transferred, length of stay less than 3 days. 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State:  NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 

 
(c) DRG relative weights are a measure of the relative resources required in the treatment of the average case 
falling within a particular DRG category. The average DRG weight for all discharges from a particular hospital is 
known as the Case Mix Index (CMI). The statewide average CMI for all hospitals is utilized for out-of-state 
providers. 
 

(1) The Division shall establish relative weights for each utilized DRG based on a recent data set of 
historical claims submitted for Medicaid recipients. Charges on each historical claim shall be 
converted to estimated costs by applying the hospital specific cost to charge ratio from each 
hospital’s submitted Medicaid cost report. Cost estimates are standardized by removing direct and 
indirect medical education costs at the appropriate rates for each hospital. 

 
(2) Relative weights shall be calculated as the ratio of the average cost in each DRG to the 

overall average cost for all DRGs combined. Prior to calculating these averages, low statistical 
outlier claims shall be removed from the data set, and the costs of claims identified as high 
statistical outlier shall be capped at the statistical outlier threshold. The Division of Medical 
Assistance shall employ criteria for the identification of statistical outliers which are expected to 
result in the highest number of DRGs with statistically stable weights. 
 

(3) The Division of Medical Assistance shall employ a statistically valid methodology to determine 
whether there are a sufficient number of recent claims to establish a stable weight for each DRG.  
For DRGs lacking sufficient volume, the Division shall set relative weights using DRG weights 
generated from the North Carolina Medical Data Base Commission’s discharge abstract file 
covering all inpatient services delivered in North Carolina hospitals. For DRGs in which there are 
an insufficient number of discharges in the Medical Data Base Commission data set, the Division 
sets relative weights based upon the published DRG weights for the Medicare program. 
 

(4) Relative weights shall be recalculated when the new version of the DRG Grouper is installed by 
the Division of Medical Assistance to be effective October 1 of the rate year. When relative 
weights are recalculated, the overall average CMI will be kept constant.  Then a two and one-tenth 
percent (2.1%) reduction factor shall be applied uniformly to the case weighting factor assigned to 
each DRG. 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State:  NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 
(d) The Division of Medical Assistance shall establish a unit value for each hospital which represents the DRG 
payment rate for a DRG with a relative weight of one. This rate is established as follows: 
 
(1) Using the methodology described in Paragraph (c) of this plan, the Division shall estimate the cost less direct and 

indirect medical education expense on claims for discharges occurring during calendar year 1993, using cost 
reports for hospital fiscal years ending during that period or the most recent cost report available.  All cost 
estimates are adjusted to a common 1994 fiscal year and inflated to the 1995 rate year.   

 
The average cost per discharge for each provider is calculated. (See Exhibit page 25 of the plan).  The state 
reserves the right to rebase based upon a year selected by the state.  

 
(2) Using the DRG weights to be effective on January 1, 1995, a CMI is calculated for each hospital for the same 

population of claims used to develop the cost per discharge amount in Subparagraph (d)(1) of this plan.  Each 
hospital’s average cost per discharge is divided by its CMI to get the cost per discharge for a service with a DRG 
weight of one. 

 
(3) The amount calculated in Subparagraph (d)(2) of this plan is reduced by 7.2% to account for outlier payments. 
 
(4) For State Fiscal Year ending June 30, 2015, effective January 1, 2015, the individualized base DRG rates 

for hospital inpatient services are equal to the statewide median rate as of June 30, 2014. All primary 
affiliated teaching hospitals for the University of North Carolina Medical Schools’ base rates shall not be 
included in the calculation of the statewide median rate and shall have their base rate equal to their 
respective base rate in effect June 30, 2014. New hospitals inpatient rates will be established based on the 
statewide median rate. Existing hospitals that enter into a Change of Ownerships (CHOW) shall have the 
hospital’s rates established based on the previous hospital’s rates.  Critical Access Hospitals’ (CAH) rates will be 
established based on the same hospital’s Acute Care Hospital rates.  The actual reimbursement amount for a 
DRG billing is the product of the hospital specific rate times the relative weight and unit value for that DRG 
exclusive of add-ons (i.e. DSH and outliers). 

(5) The hospital unit values calculated in Subparagraph (d)(4) of this plan shall be updated annually by the National 
Hospital Market Basket Index as published by Medicare and applied to the most recent actual and projected cost 
data available from the North Carolina Office of State Budget, Planning, and Management.  This annual update 
shall not exceed the update amount approved by the North Carolina General Assembly.  Effective October 1, 
1997, for fiscal year ended September 30, 1998 only the hospital unit values calculated in Subparagraph (d)(4) of 
this plan shall be updated by the lower of the National Hospital Market Basket Index as published by Medicare 
and applied to the most recent actual and projected cost data available from the North Carolina Office of State 
Budget, Planning, and Management or the Medicare approved Inpatient Prospective Payment update factor.  
Notwithstanding any other provision, if specified, these rates will be adjusted as shown on Attachment 4.19-A, 
Supplement 1, Page 3 of the Sate Plan.   

 
(5) Allowable and reasonable costs will be reimbursed in accordance with the provisions of the Medicare Provider 

Reimbursement Manual referred to as CMS Publication 15-1. 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State:  NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services: Inpatient Hospital 
 
(e) Reimbursement for capital expense is included in the DRG hospital rate described in Paragraph (d) of this 
plan. 
 
(f) Hospitals operating Medicare approved graduate medical education programs shall receive a DRG payment 
rate adjustment which reflects the reasonable direct and indirect costs of operating those programs. 
 

(1) The Division defines reasonable direct medical education costs consistent with the base year cost 
per resident methodology described in 42 CFR Part 413 Subpart F. The ratio of the aggregate 
approved amount for graduate medical education costs as determined in accordance with 42 CFR 
Part 413 Subpart F to total reimbursable costs (per Medicare principles) is the North Carolina 
Medicaid direct medical education factor. The direct medical education factor is based on 
information supplied in the 1993 cost reports and the factor will be updated annually as soon as 
practicable after July 1 based on the latest cost reports filed prior to July 1.  

 
(2) Effective October 1, 2001, and for each subsequent year, the North Carolina Medicaid indirect 

medical education factor is equal to the Medicare indirect medical education factor in effect on 
October 1 each year. 

 
(3) Hospitals operating an approved graduate medical education program shall have their DRG unit 

values increased by the sum of the direct and indirect medical education factors. 
 

(g) Cost outlier payments are an additional payment made at the time a claim is processed for exceptionally 
costly services. These payments shall be subject to retrospective review by the Division of Medical Assistance, on a 
case-by-case basis. Cost Outlier payments will be reduced if and to the extent that the preponderance of evidence on 
review supports a determination that the associated cost either exceeded the costs for services that were not 
medically necessary or was for services not covered by the North Carolina Medical Assistance program. 
 

(1) A cost outlier threshold shall be established for each DRG at the time DRG relative weights are  
calculated, using the same information used to establish those relative weights. The cost threshold  
is the greater of twenty-five thousand dollars ($25000) or mean cost for the DRG plus 1.96  
standard deviations. 

 
(2) Charges for non-covered services and services not reimbursed under the inpatient DRG 

methodology (such as professional fees) shall be deducted from total billed charges. The 
remaining billed charges are converted to cost using a hospital specific total cost to total charge 
ratio not from the cost report but developed. The cost to charge ratio excludes medical education 
costs. 

 
(3) If the net cost for the claim exceeds the cost outlier threshold, a cost outlier payment is made at  

75% of the costs above the threshold. 
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Medical Assistance Program 
State:  NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 
 
(h) Day outlier payments are an additional payment made for exceptionally long lengths of stay on services 
provided to children under six at disproportionate share hospitals and children under age one at non-disproportionate 
share hospitals. These payments shall be subject to retrospective review by the Division of Medical Assistance, on a 
case-by-case basis. Day outlier payments will be reduced if and to the extent that the preponderance of evidence on 
review supports a determination that the associated cost either exceeded the costs or was for services that were not 
medically necessary or for services not covered by the North Carolina Medical Assistance program. 

(1) A day outlier threshold shall be established for each DRG at the time DRG relative weights are 
calculated, using the same information used to establish the relative weights. The day outlier 
threshold is the greater of 30 days or the arithmetical average length of stay for the DRG plus 1.50 
standard deviations. 

 
(2) A day outlier per diem payment may be made for covered days in excess of the day outlier 

threshold at 75% of the hospital’s payment rate for the DRG rate divided by the DRG average 
length stay. 

 
(i) Services which qualify for both cost outlier and day outlier payments under this plan shall receive the 
greater of the cost outlier or day outlier payment. 
 
(j) Rates established under this Paragraph shall be prospectively determined and shall not be subject to 
retrospective settlement. 
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State Plan Under Title XIX of the Social Security Act 
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EXCEPTIONS TO DRG REIMBURSEMENT 

 
(a) Covered psychiatric and rehabilitation inpatient services provided in either specialty hospitals, Medicare 

recognized Long Term Acute Care Hospitals (LTCH), Medicare recognized distinct part units (DPU), or 
other beds in general acute care hospitals shall be reimbursed on a per diem methodology. 

 
(1) Prior to October 1, 2008, psychiatric inpatient services are defined as admissions where the 

primary reason for admission would result in the assignment of a psychiatric DRG code in the 
range 424 through 437 and 521 through 523.  Effective October 1, 2008, the assignment of a 
psychiatric DRG code is in the range 880 through 887 or 894 through 897 or 876.  All services 
provided by specialty psychiatric hospitals are presumed to come under this definition. 

 
Prior to October 1, 2008, rehabilitation inpatient services are defined as admissions where the primary reason for 
admissions would result in the assignment of DRG 462.  Effective October 1, 2008, the assignment of a 
rehabilitation DRG code is 945 or 946.  All services provided by specialty rehabilitation hospitals and Medicare 
recognized Long Term Acute Care Hospitals (LTCH) are presumed to come under this definition. 
 

(2) When a patient has a medically appropriate transfer from a medical or surgical bed to psychiatric 
or rehabilitative distinct part unit within the same hospital or to a specialty hospital the admission 
to the distinct part unit or the specialty hospital shall be recognized as a separate service which is 
eligible for reimbursement under the per diem methodology. 

 
Transfers occurring within general hospitals from acute care services to non-DPU psychiatric or 
rehabilitation services are not eligible for reimbursement under this Section.  The entire hospital 
stay in these instances shall be reimbursed under the DRG methodology. 
 

(3) The per diem base rate for psychiatric services is established at the lesser of the actual cost or the 
calculated median rate of all hospitals providing psychiatric services, as derived from the 2003 
Medicaid cost report or the most recent as filed cost report, trended forward to the rate year.  
Providers that routinely provide psychiatric services and whose base rate trended forward to State 
Fiscal Year 2005 is less than their rate as of October 1, 2004, shall have their base rate established 
at the October 1, 2004 amount and trended forward in subsequent years. 

 
(4) Hospitals that do not routinely provide psychiatric services shall have their rate set at the median rate 

for all other psychiatric hospitals in paragraph (3) above. 
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State:  NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 
 

(5) The per diem rate for rehabilitation services is established at the lesser of the actual cost trended 
to the rate year or the calculated median rate of all hospitals providing rehabilitation services as  
derived from the most recent filed cost reports. 

 
(6) Rates established under this Paragraph are adjusted for inflation consistent with the methodology  

under Subparagraph (d)(5) of the DRG RATE SETTING METHODOLOGY. 
 
(7) Rates established under this Paragraph shall be prospectively determined and shall not be subject 

to retrospective settlement. 
 

(b) Hospitals operated by the Department of Health and Human Services, all the primary affiliated teaching 
hospitals for the University of North Carolina Medical Schools will be reimbursed their reasonable costs in 
accordance with the provisions of the Medicare Provider Reimbursement Manual.  Critical Access Hospital pursuant 
to 42 USC 1395i-4 will be reimbursed their reasonable costs for acute care services in accordance with the provision 
of the Medicare Provider Reimbursement Manual.  This Manual referred to as (CMS Publication #15-1) is hereby 
incorporated by reference including any subsequent amendments and editions.  Interim payment rates will be 
estimated by the hospital and provided to the Division of Medical Assistance (DMA) subject to DMA review. These 
rates will be set at a unit value that can best be expected to approximate 100% of reasonable cost.  Interim payments 
made under the DRG methodology to these providers shall be retrospectively settled to reasonable cost. 
 
(c) Hospitals operating Medicare approved graduate medical education programs shall receive a per diem rate 
adjustment which reflects the reasonable direct and indirect costs of operating these programs.  The per diem rate 
adjustment will be calculated in accordance with the provisions of DRG Rate Setting Methodology. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
TN. No.  12-020 
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State Plan Under Title XIX of the Social Security Act  
Medical Assistance Program 
 
State:  NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services: Inpatient Hospital 
 
Payment for Hospital Acquired Conditions: 

  
Effective January 1, 2011 and in accordance with Title XIX of the Social Security Act – Sections 1902, 1903  and 
42 CFRs 434, 438, and 447, Medicaid will make no payment to providers for services related to Provider 
Preventable Conditions (PPC) which includes Healthcare Acquired Condition (HCAC) and Never Events (NE).  
 
In accordance with N.C. State Plan, Attachment 3.1-A, Page 1, Hospital Services payments are allowed except for 
the following conditions outlined below. 
 
The above effective date and after, for all Medicaid patients, requests for Diagnosis Related Groups (DRGs) 
attributable to Present on Admission (POA) conditions will be reimbursed for allowable charges.  Peer Review 
Organization (PRO) review for Present on Admission (POA) is not required.   
 
Provider Preventable Conditions (PPC), which includes Healthcare Acquired Condition (HCAC), with diagnose 
codes with Y or W, or as defined by CMS, will be considered in the DRG calculation.  Conversely, any diagnoses 
codes with N or U, or as defined by CMS, will not be considered in the DRG calculation.  Provider Preventable 
Conditions (PPC) will not be approved by the Peer Review Organization (PRO).  Providers must identify and report 
PPC occurrences. 

Never Events (NE) are defined by the National Coverage Determination (NCD) manual for Inpatient Hospitals and 
practitioners, and these providers will be required to report NEs.  Never Events (NE) for Inpatient Hospital claims 
will bill separate claims using by Bill Type 110 or as designated by the National Uniform Bill Committee for a non-
payment/zero claim.  The non-covered Bill Type 110 must have one of the ICD-9 diagnosis codes.   
 

• E876.5 – Performance of wrong operation (procedure) on correct patient 
• E876.6 – Performance of operation (procedure) on patient not scheduled for surgery 
• E876.7 – Performance of correct operation (procedure) on wrong side/body part 

 
The provider may file a separate claim for the same Medicaid recipient with the same dates of service to include the 
allowable charges for reimbursement.  Providers must identify and report NE occurrences. 
 
Prohibition on payments for PPCs, HCACs and NEs shall not result in a loss of access to care or services for 
Medicaid beneficiaries.  This policy applies to all Medicaid reimbursement provisions, contained in 4.19A, 
including Medicaid supplemental or enhanced payments and Medicaid disproportionate share hospital payments. 
 
 
 
 
 
 
 
TN No. 11-001   Approval Date  Jan. 17, 2012  Eff. Date 01/01/2011 
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State:  NORTH CAROLINA 
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_____________________________________________________________________________________________ 
 
ENHANCED PAYMENTS FOR INPATIENT HOSPITAL SERVICES 
 
(e)     Hospitals that are licensed by the State of North Carolina, are not qualified to certify expenditures and that 
received payment for more than 50 percent of their Medicaid inpatient discharges under the DRG methodology for 
the most recent 12-month period ending September 30, shall be entitled to the following enhanced payments, for 
inpatient services for the 12-month period ending September 30 of each year, paid annually in up to four 
installments. 
 
       (e.1) Base Enhanced Payment 

(1)    The base enhanced payment to hospitals shall equal a percent, not to exceed the State’s federal financial 
participation rate in effect for the period for which the payment is being calculated, of the hospital’s 
inpatient “Medicaid deficit.” At least 10 calendar days in advance of the first payment of the payment 
plan year, the Division will determine, and notify eligible hospitals of, the percent of the inpatient 
“Medicaid deficit” to be paid as the base enhanced payment for inpatient services. 

 
        (2)     The “Medicaid deficit” is calculated by subtracting Medicaid payments from reasonable Medicaid 
                     costs as follows: 
 
                    (A)    Reasonable costs of inpatient hospital Medicaid services including the reasonable direct 
                              and indirect costs attributable to inpatient Medicaid services of operating Medicare 
                              approved graduate medical education programs shall be determined annually by: 
 

i. Calculating a hospital’s inpatient charge to cost conversion factor, based on the Medicaid per 
diems and the ancillary cost-to-charge ratios, using the Medicaid cost from the Title XIX D-1, 
Part II worksheet using the most recent available CMS 2552 cost report, 
 

ii. Multiplying the Medicaid inpatient charge to cost conversion factor calculated above by the 
hospital’s Medicaid allowable charges for inpatient services provided during the same fiscal 
year as the filed cost report and paid not less than six months after the end of the fiscal year, 
 

iii. Applying the applicable CMS PPS Hospital Input Price Indices to bring the cost data forward 
to the mid-point of the payment period. 
 

                   (B)    Subtracting from the reasonable Medicaid costs for inpatient services, Medicaid 
                             payments received (excluding all Medicaid disproportionate share hospital payments 
                             received) for the same fiscal year covered by the cost report and the Medicaid allowable 
                             charges for inpatient services referred to in 2. A. ii above. The payments shall be brought 
                             forward to the end of the payment period using the same percentage by which the 
                             Division increased Medicaid DRG and per diem payment rates between the year to which 
                             the DRG and per diem payments apply and the payment year for which the enhanced 
                             payments are being calculated. 
TN. No. 14-013 
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          (e.2) Equity Enhanced Payments 
 
          (1)     The Equity enhanced payment shall, when added to the Base enhanced payment described above 
                    in this Section equal one hundred percent of the hospital’s inpatient “Medicaid deficit”. 
           
          (2)     Assessments collected under this section are considered an allowable cost and are not subject to cost 
                    settlement. 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State:  NORTH CAROLINA 
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ENHANCED PAYMENTS TO TEACHING HOSPITALS FOR INPATIENT HOSPITAL SERVICES  
 

(f) Hospitals that are not qualified to certify public expenditures, are licensed by the State of North Carolina, 
qualify for disproportionate share hospital status under Paragraph (c) of this Section, and, for the fiscal year 
immediately preceding the period for which payments under this Paragraph are being calculated: 
 

i. Qualify to receive inpatient hospital rate adjustment payments described in Paragraph (g) of the 
section of this plan entitled “INPATIENT HOSPITAL RATE ADJUSTMENT PAYMENT TO 
HOSPITALS SERVING HIGH PORTIONS OF LOW INCOME PATIENTS;” and 

 
ii. Operate at least two Medicare approved graduate medical education programs and report on cost 

reports filed with the Division, Medicaid costs attributable to such programs shall be entitled to 
additional enhanced payments for inpatient services paid annually in up to four installments. 

 
(1) The additional enhanced payment for Medicaid inpatient services shall satisfy the portion of the 

inpatient “Medicaid deficit” equal to 7.22 percent of the hospital’s estimated uncompensated care 
cost of providing inpatient and outpatient services to uninsured.  

 
 

(2) The “Medicaid deficit” shall be calculated by subtracting Medicaid payments from reasonable 
Medicaid costs as follows: 
 
 
(A) Reasonable costs of inpatient hospital Medicaid services including the reasonable direct 

and indirect costs attributable to inpatient Medicaid services of operating Medicare 
approved graduate medical education programs shall be determined annually by: 

 
i. Calculating a hospital’s Medicaid inpatient cost-to-charge ratio using the most 

recent available as-filed CMS 2552 cost report, 
 

ii. Multiplying the Medicaid inpatient cost-to-charge ratio by the hospital’s 
Medicaid allowable inpatient charges for inpatient services provided during the 
same fiscal year as the filed cost report, and paid not less than six months after 
the end of the fiscal year, 

 
iii. Applying the applicable CMS PPS Hospital Input Price Indices to bring the cost 

data forward to the mid-point of the payment period.  
 
 
 
 
 

TN. No.  14-013 
Supersedes   Approval Date  JUN 19 2014  Eff. Date  01/1/2014 
TN. No.  05-015 
 

 



 

 

Attachment 4.19-A 
Page 12 

 
State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State:  NORTH CAROLINA 
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(B) Subtracting from the reasonable Medicaid costs for inpatient services, Medicaid 
payments received (excluding all Medicaid disproportionate share hospital payments 
received) for the same fiscal year covered by the cost report and the Medicaid allowable 
charges for inpatient services referred to in 2.A.i and ii above.  The payments shall be 
brought forward to the mid-point of the payment period using the same percentage by 
which the State increased Medicaid DRG and per diem payment rates between the year to 
which the DRG and per diem payments apply and the payment year for which the 
enhanced payments are being calculated. 

 
(3) Uncompensated care costs are calculated using hospitals’ gross charges for services provided to 

uninsured patients as filed with and certified to the Division for the same fiscal year as the CMS 
cost report used in determining reasonable costs in 2. A. i and ii above.  The Division shall convert 
hospitals’ gross charges for uninsured patients to costs by multiplying them by the facility cost-to-
charge ratio determined using hospitals’ CMS 2552 cost reports for the same fiscal year used in 
determining reasonable cost in 2.A. i through ii above and then subtracting payments hospitals 
received from uninsured patients. 

 
(4) Payments calculated under Paragraph (f) (when added to Medicaid payments received or to be 

received for these services) shall not cause aggregate payments to any category of hospitals as 
specified in 42 CFR 447.272(a)  to exceed the maximum allowed aggregate upper limits for that 
category established by applicable federal law and regulation. 

  
(5) The payments authorized under Paragraph (f) shall be effective in accordance with GS 108A-

55(c). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

TN. No.  14-013 
Supersedes   Approval Date  JUN 19 2014  Eff. Date  1/1/2014 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State:  NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 
 

Inpatient Hospital Rate Adjustment Payment to Hospitals Serving High Portions of Low Income Patients 
 
(g) Hospitals that are not qualified to certify public expenditures, that are not Critical Access Hospitals 
pursuant to 42 USC 1395i-4, and that, based on the most recent fiscal year data available at the time of data 
collection, qualify for disproportionate share status under Paragraph (c) of  the “Disproportionate Share Hospital 
Payment” section of this plan and meet at least one of the criteria outlined in Subparagraphs (d)(1) through (4) of the 
disproportionate share hospital payment section of this plan shall receive an inpatient rate adjustment payment for 
the 12-month period ending September 30 each year.  This inpatient rate adjustment payment shall be calculated 
annually and paid monthly.  The rate adjustment is equal to 2.5 percent plus one fourth of one percent for each 
percentage point that the hospital’s Medicaid inpatient utilization rate exceeds one standard deviation of the mean 
Medicaid inpatient utilization rate in the state.  The rate adjustment payment shall be calculated as follows:   

 
i. For Medicaid inpatients cases paid on a per case basis under the DRG methodology, the Division 

will multiply the Medicaid inpatient unit or hospital-specific payment rate in effect for the period 
for which the rate adjustment applies, by each eligible hospital’s DRG case-mix index for 
Medicaid inpatients served during the most recent 12-month period available before the rate 
adjustment payment is calculated.  The Division will then multiply each hospital’s case-mix 
adjusted per case payment amount by its rate adjustment, and then multiply this product by the 
hospital’s total number of Medicaid inpatient cases for the most recent 12-month period available 
before the rate adjustment payment is calculated. 

 
ii. For Medicaid inpatient cases paid on a per diem basis, the Division will multiply the Medicaid 

inpatient per diem payment in effect for the period for which the rate adjustment applies by each 
hospital’s rate adjustment.  The Division will then multiply each hospital’s adjusted per diem 
payment amount by the hospital’s Medicaid inpatient days for the most recent 12-month period 
available before the rate adjustment payment is calculated. 

 
Payments calculated under Paragraph (g) (when added to Medicaid payments received or to be received for these 
services) shall not cause aggregate payments to any category of hospitals as specified in 42 CFR 447.272(a)  to 
exceed the maximum allowed aggregate upper limits for that category established by applicable federal law and 
regulation.  

 
 
 
 
 
 
 
 
 
 
 
 

TN. No.  05-015 
Supersedes   Approval Date:  December 15, 2005  Eff. Date  10/01/2005 
TN. No.  04-002 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State:  NORTH CAROLINA 

Payments for Medical and Remedial Care and Services: Inpatient Hospital 
University of North Carolina Hospital Adjustment 

(h) In addition to the payments made elsewhere in this plan, hospitals owned or controlled by the University of North 
Carolina Health Care System, as defined in N.C. Gen. Stat. § 116-37, are eligible for a supplemental payment for inpatient 
hospital services.  For a hospital eligible under this Paragraph, the payment in this Paragraph supersedes the requirement, in the 
REIMBURSEMENT PRINCIPLES and in Paragraph (b) of this Section, that such a hospital be paid allowable costs. 
 
The total payment available for hospitals eligible under this Paragraph will be determined by aggregating the difference between 
what Medicare would pay for each eligible hospital’s Medicaid fee-for-service reimbursement as otherwise calculated under this 
State Plan.  For purposes of calculating this difference, each unit in a hospital with a different Medicare payment system (e.g. 
acute, psychiatric, rehabilitation) will be treated separately.  The difference between what Medicare would pay and inpatient 
Medicaid payments will be calculated as follows (for exact calculations and cost report references, refer to Exhibit 1, 4.19 –A, 
page 19): 
 

(1) Using the most current available Medicare cost report data, Medicare payments to each hospital shall be divided 
into Medicare Payments Subject to the Case Mix Index (including base rate, IME, DSH, high percentage of ESRD beneficiary 
discharges, capital payments, and SCH or MDH payments), Medicare Payments Not Subject to the Case Mix Index (including 
GME, organ acquisition, costs associated with teaching physicians, and routine service and other ancillary pass-through 
payments) and outlier payments.   

(2) Medicare Payments Subject to the Case Mix Index shall be divided by the transfer-adjusted Medicare case mix 
index for the hospital, obtained from the Medicare PS&R for the appropriate time period, to obtain Case Mix Adjusted Medicare 
Payments Subject to the Case Mix Index. 

(3) An Outlier Adjustment will be computed by applying the percentage of Medicaid payments from the Medicaid 
PS&R that are attributable to outlier payments to the total Medicare Payments Not Subject to the Case Mix Index. 

(4) The Outlier Adjustment and Case Mix Adjusted Medicare Payments Subject to the Case Mix Index shall be added 
to Medicare Payments Not Subject to the Case Mix Index to obtain Case Mix Adjusted Medicare Payments. 

(5) Case Mix Adjusted Medicare Payments shall be divided by the number of Medicare discharges (from the Medicare 
cost report) to obtain the Adjusted Medicare Payments Per Discharge. The Adjusted Medicare Payment Per Discharge shall be 
inflated into the current year using the CMS PPS hospital market basket index. 

(6) The Medicaid Payment Per Discharge shall be calculated using data from a Medicaid PS&R for the same year as 
the Medicare cost report and run no less than nine (9) months after the close of the cost report year.  Total Medicaid Inpatient 
Fee-For-Service Payments from the Medicaid PS&R shall be divided by Total Medicaid Discharges from the Medicaid PS&R to 
obtain the Unadjusted Medicaid Payment Per Discharge. 

(7) The Unadjusted Medicaid Payment Per Discharge shall be divided by the Case Mix Index for the Medicaid 
population calculated using MMIS data to obtain the Adjusted Medicaid Payment Per Discharge.  The Adjusted Medicaid 
Payment Per Discharge shall be inflated into the current year using the CMS PPS hospital market basket index. 

(8) The inflated Adjusted Medicaid Payment Per Discharge shall be subtracted from the inflated Adjusted Medicare 
Payment Per Discharge to obtain the Per Discharge Differential.   

(9) The Per Discharge Differential shall be multiplied by the Case Mix Index for the Medicaid population and Total 
Medicaid Discharges to calculate the Available Room Under the UPL.   

(10) The Available Room Under the UPL for each eligible hospital will be aggregated to create the Supplemental 
Payment Amount.  The total calculated Supplemental Payment Amount will be paid to eligible hospitals in payments made no 
more frequently than each quarter. 
 
If payments in this section would result in payments to any category of hospitals in excess of the upper payment limit calculation 
required by 42 C.F.R. 447.272, payments for each eligible hospital receiving payments under this section will be reduced 
proportionately to ensure compliance with the upper payment limit. 

 

TN. No. 14-046   Approval Date: 05-26-15    Eff. Date 01/01/2015 
Supersedes 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State: NORTH CAROLINA 

Payments for Medical and Remedial Care and Services: Inpatient Hospital 

Upper Payment Limit Payment for Inpatient Services (Private Hospitals) 
 
(i) In addition to the payments made elsewhere in this plan, except for hospitals owned or controlled by the 
University of North Carolina Health Care System, as defined in N.C. Gen. Stat. §116-37, hospitals that are not qualified to 
certify public expenditures and are licensed by the State of North Carolina that received payment for more than 50 percent 
of their Medicaid inpatient discharges under per discharge DRG methodology for the most recent 12-month period ending 
September 30, are eligible for a supplemental payment for inpatient hospital services (the “UPL Payment”) that is 
calculated annually and paid in up to four (4) installments.  The UPL Payment for each hospital shall equal that hospital’s 
Medicaid Inpatient costs times a fraction, the numerator of which is the aggregate UPL Payment for all hospitals qualified 
to receive payments under this section and the denominator of which is the aggregate Medicaid Inpatient costs for all such 
hospitals.  Medicaid inpatient costs are the reasonable costs of inpatient hospital services as defined in Section (e.1)(2)(A) 
of this Attachment 4.19-A. The aggregate UPL Payment for all hospitals qualified to receive payments under this section 
will be determined by adding for each hospital the difference between what Medicare would pay for the hospital´s 
Medicaid fee-for-service inpatient services and the hospital´s Medicaid inpatient costs.   The amount that Medicare would 
pay shall be calculated as follows (for exact calculations and cost report references, refer to Exhibit 1, 4.19 –A, page 19): 
 

(1) Using the most current available Medicare cost report data, Medicare payments to each hospital shall be 
divided into Medicare Payments Subject to the Case Mix Index (including base rate, IME, DSH, high percentage of ESRD 
beneficiary discharges, capital payments, and SCH or MDH payments), Medicare Payments Not Subject to the Case Mix 
Index (including GME, organ acquisition, costs associated with teaching physicians and routine service and other ancillary 
pass-through’ s) and outlier payments.   

(2) Medicare Payments Subject to the Case Mix Index shall be divided by the transfer-adjusted Medicare case 
mix index for the group, obtained from the Medicare Case Mix Index published by CMS for the appropriate time period, 
to obtain Medicare Payments without the Case Mix Index adjustment. 

(3) An Outlier Adjustment will be computed by applying the percentage of Medicaid payments from the 
Medicaid PS&R that are attributable to outlier payments to the total Medicare Payments Not Subject to the Case Mix 
Index. 

(4) The Outlier Adjustment and Medicare Payments without the Case Mix Index adjustment shall be added to 
Medicare Payments Not Subject to the Case Mix Index for the group to obtain Base Medicare Payments. 

(5) Base Medicare Payments for the group shall be divided by the number of Medicare discharges (from the 
Medicare cost report) to obtain the Base Medicare Payments Per Discharge. The Base Medicare Payment Per Discharge 
shall be inflated into the current year using the CMS PPS hospital market basket index. 

(6)  The inflated Base Medicare Payment Per Discharge shall be multiplied by the Case Mix Index for the 
hospital’s Medicaid population times the hospital’s current year Medicaid Discharges to calculate what Medicare would 
pay.  
 
 If payments in this section would result in payments to all hospitals qualified to receive payments under this 
section  in excess of the upper payment limit calculation required by 42 C.F.R. 447.272, payments for each eligible 
hospital receiving payments under this section will be reduced proportionately to ensure compliance with the upper 
payment limit. 
 
 Assessments collected under this section are considered an allowable cost and are not subject to cost settlement. 
 
 
 
 
TN. No.  14-046 
Supersedes Approval Date: 05-26-15  Eff. Date 1/1/2015 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State: NORTH CAROLINA 

Payments for Medical and Remedial Care and Services: Inpatient Hospital 

Upper Payment Limit Payment for Inpatient Services (Non-State Governmental Hospitals) 
 
(j) In addition to the payments made elsewhere in this plan, except for hospitals owned or controlled by the 
University of North Carolina Health Care System, as defined in N.C. Gen. Stat. §116-37, hospitals that are qualified to 
certify public expenditures and are licensed by the State of North Carolina that received a first-stage interim payment for 
more than 50 percent of their Medicaid inpatient discharges under per discharge DRG methodology for the most recent 12-
month period ending September 30, are eligible for a supplemental payment for inpatient hospital services (the “UPL 
Payment”) that is calculated annually and paid in up to four (4) installments.  The UPL Payment for each hospital shall 
equal that hospital’s Medicaid Inpatient costs times a fraction, the numerator of which is the aggregate UPL Payment for 
all hospitals qualified to receive payments under this section and the denominator of which is the aggregate Medicaid 
Inpatient costs for all such hospitals.  Medicaid inpatient costs are the reasonable costs of inpatient hospital services as 
defined in Section (e)(2)(A) of this Attachment 4.19-A. The aggregate UPL Payment for all hospitals qualified to receive 
payments under this section will be determined by adding for each hospital the difference between what Medicare would 
pay for the hospital´s Medicaid fee-for-service inpatient services and the hospital´s Medicaid inpatient costs.   The amount 
that Medicare would pay shall be calculated as follows (for exact calculations and cost report references, refer to Exhibit 1, 
4.19 –A, page 19): 
 

(1) Using the most current available Medicare cost report data, Medicare payments to each hospital shall be 
divided into Medicare Payments Subject to the Case Mix Index (including base rate, IME, DSH, high percentage of ESRD 
beneficiary discharges, capital payments, and SCH or MDH payments), Medicare Payments Not Subject to the Case Mix 
Index (including GME, organ acquisition, costs associated with teaching physicians and routine service and other ancillary 
pass-through’s) and outlier payments.   

(2) Medicare Payments Subject to the Case Mix Index shall be divided by the transfer-adjusted Medicare case 
mix index for the group, obtained from the Medicare Case Mix Index published by CMS for the appropriate time period, 
to obtain Medicare Payments without the Case Mix Index adjustment. 

(3) An Outlier Adjustment will be computed by applying the percentage of Medicaid payments from the 
Medicaid PS&R that are attributable to outlier payments to the total Medicare Payments Not Subject to the Case Mix 
Index. 

(4) The Outlier Adjustment and Medicare Payments without the Case Mix Index adjustment shall be added to 
Medicare Payments Not Subject to the Case Mix Index for the group to obtain Base Medicare Payments. 

(5) Base Medicare Payments for the group shall be divided by the number of Medicare discharges (from the 
Medicare cost report) to obtain the Base Medicare Payments Per Discharge. The Base Medicare Payment Per Discharge 
shall be inflated into the current year using the CMS PPS hospital market basket index. 

(6)  The inflated Base Medicare Payment Per Discharge shall be multiplied by the Case Mix Index for the 
hospital’s Medicaid population times the hospital’s current year Medicaid Discharges to calculate what Medicare would 
pay.  
 
 If payments in this section would result in payments to all hospitals qualified to receive payments under this 
section  in excess of the upper payment limit calculation required by 42 C.F.R. 447.272, payments for each eligible 
hospital receiving payments under this section will be reduced proportionately to ensure compliance with the upper 
payment limit. 
 
 Assessments collected under this section are considered an allowable cost and are not subject to cost settlements. 
 
 

TN. No.  14-046 
Supersedes Approval Date: 05-26-15 Eff. Date 01/01/2015 
TN. No.  11-003 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 

State: NORTH CAROLINA 

Payments for Medical and Remedial Care and Services: Inpatient Hospital 

DISPROPORTIONATE	SHARE	HOSPITAL	(DSH)	PAYMENT	

With respect to hospitals that are licensed by the State of North Carolina, that are qualified to certify public 
expenditures (CPEs) and do certify in accordance with 42 CFR 433.51(b), that qualify for disproportionate share 
hospital status under Paragraph (c) of the "Disproportionate Share Hospital Payment" Section and that do not meet 
the criteria described in Subparagraph (d)(5) of the "Disproportionate Share Hospital Payment" Section , the 
expenditures claimable for Federal Financial Participation (FFP) for the 12-month period ending September 30 
each year will be (i) the hospitals' uncompensated care expenditures for serving uninsured patients up to the 
State's available DSH allotment after allowing for DSH payments for the State-owned Institutes for Mental 
Diseases, Division of Vocational Rehabilitation Services DSH, Basic DSH, HMO DSH, and Teaching Hospital 
DSH; plus (ii) the State's expenditures for Medicaid Health Maintenance Organization (HMO) DSH payments as 
described below; plus (iii) Division of Vocational Rehabilitation Services' DSH expenditures as described below. 
Each hospital's allowable uncompensated care costs for the rate year will be determined on an interim basis by 
calculating the hospital's inpatient and outpatient cost-to-charge ratios determined from the hospitals' most recent 
available as-filed CMS 2552 cost report and multiplying the ratios by the hospital's inpatient and outpatient 
charges, respectively, for uninsured patients as filed with and certified to the Division for the fiscal year. The 
Division will then subtract payments hospitals received from uninsured patients for services rendered during the 
fiscal period to which the gross charges referred to in the preceding sentence relate. The Division will bring 
the uncompensated care cost data forward to the end of the payment period by applying the applicable CMS PPS 
Hospital Input Price Indices. Hospitals' final allowable costs for services provided to uninsured patients will be 
determined in accordance with Medicare cost principles by using the hospitals’ routine per diems and ancillary 
cost-to-charge ratios for inpatient cost and outpatient cost-to-charge ratios for outpatient costs from audited CMS 
2552 cost reports for the year for which final FFP is being determined by hospitals' inpatient and outpatient 
charges, respectively, for uninsured patients as filed with and certified to the Division for the same fiscal year and 
then subtracting payments hospitals received from uninsured patients for services rendered during the fiscal year. 
The difference between the final and interim allowable Medicaid costs will be an adjustment(s) to the applicable 
period for which the cost was incurred and initial claim was made.  Final cost is determined in accordance with 
Attachment A beginning on page 19c of this section. 

(a) In accordance with the Social Security Act, Title XIX, Section 1923(g)(1) total disproportionate share 
payments to a hospital shall not exceed the percentage specified by the Social Security Act, Title XIX, Section 
1923(g) of the total costs of providing inpatient and outpatient services to Medicaid and uninsured patients for the 
fiscal year in which such payments are made, less all payments received for services to Medicaid and uninsured 
patients. The total of all disproportionate share hospital payments shall not exceed the limits on disproportionate 
share hospital funding as established for this State by CMS in accordance with the provisions of the Social Security 
Act, Title XIX, Section 1923(f). 

(b) The payments authorized by this section shall be effective in accordance with GS 108A-55(c). 

 

TN. No. 10-029    Approval Date 03/26/2012   Eff. Date 10/1/2010 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State: NORTH CAROLINA 

Payments for Medical and Remedial Care and Services: Inpatient Hospital 

(c) No hospital may receive disproportionate share hospital payments unless it: 

(1) Has a Medicaid inpatient utilization rate of not less than one percent, defined as the percentage 
resulting from dividing Medicaid patient days by total patient days, based on the most current 
available information; and 

(2) Has at least two obstetricians with staff privileges at the hospital who have agreed to provide 
obstetric services to individuals eligible for Medicaid. In the case of a hospital located in a rural 
area, the term obstetrician includes any physician with staff privileges at the hospital to perform 
non-emergency obstetric services procedures. This requirement does not apply to a hospital which 
did not offer non-emergency obstetric services as of December 21, 1987 or to a hospital that 
predominantly serves individuals under 18 years of age. 

(d)  The following Subparagraphs describe additional criteria, at least one of which a hospital must meet 
to be eligible for disproportionate share hospital payments under certain paragraphs of this Section, as specified in 
those paragraphs. 

(1) The hospital's Medicaid inpatient utilization rate is at least one standard deviation above the mean 
Medicaid inpatient utilization rate for all hospitals that receive Medicaid payments in the state; or 

(2) The hospital's low income utilization rate exceeds 25 percent. The low-income utilization rate is 
the sum of: 

(A) The ratio of the sum of Medicaid net revenues for patient services plus cash subsidies 
received from the State and local governments divided by the hospital's net patient 
revenues; and 

(B) The ratio of the hospital's gross inpatient charges for charity care less the cash subsidies 
for inpatient care received from the State and local governments, divided by the 
hospital's total inpatient charges; or 

(3) The sum of the hospital's total Medicaid gross revenues, bad debts allowance net of recoveries, 
and charity care exceeds 20 percent of total gross patient revenues; or 

(4) The hospital, in ranking of hospitals in the state from most to least in number of Medicaid patient 
days provided, is among the top group that accounts for 50 percent of the total Medicaid patient 
days provided by all hospitals in the state; or 

(5) The hospital is a Psychiatric Hospital operated by the North Carolina Department of Health and 
Human Services, Division of Mental Health, Developmental Disabilities, Substance Abuse 
Services (DMH/DD/SAS) or a hospital owned or controlled by the University of North Carolina 
Health Care System (UNCHCS), as defined in N.C. Gen. Stat. § 116-37. 

TN. No.  10-029   Approval Date 03/26/2012   Eff. Date 10/01/2010  
Supersedes 
TN. No. 05-015 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State: NORTH CAROLINA 

Payments for Medical and Remedial Care and Services: Inpatient Hospital 

BASIC DISPROPORTIONATE SHARE HOSPITAL (DSH) PAYMENT 

(e) Each hospital that qualifies for disproportionate share status under Paragraph (c) of the "Disproportionate 
Share Hospital Payment" section of this plan and (i) is described in subparagraph (d)(5) of the 
DISPROPORTIONATE SHARE HOSPITAL section of this plan, except for hospitals owned or controlled 
by the University of North Carolina Health Care System (UNCHCS), as defined in N.C. Gen. Stat. § 116-37; 
(ii) is a Critical Access Hospital pursuant to 42 USC 1395i-4 that is not qualified to certify public 
expenditures or a hospital owned or controlled by UNCHCS that meets at least one of the criteria outlined in 
subparagraphs (d)(1)-(4) of the DISPROPORTIONATE SHARE HOSPITAL section of this plan; (iii) prior 
to October 1, 2006, meets at least one of the criteria outlined in subparagraphs (d) (1)-(4) of the 
DISPROPORTIONATE SHARE HOSPITAL section of this plan and is qualified to certify public 
expenditures but does not certify,; or (iv) Effective October 1, 2006, meets at least one of the criteria outlined 
in subparagraphs (d)(1)-(4) of the DISPROPORTIONATE SHARE HOSPITAL section of this plan and is 
qualified to certify public expenditures, shall receive a payment for the 12-month period ending September 30 
each year, that is calculated annually and paid monthly. The basic DSH rate adjustment is equal to 2.5 
percent plus one fourth of one percent for each percentage point that the hospital's Medicaid inpatient 
utilization rate exceeds one standard deviation of the mean Medicaid inpatient utilization rate in the state. The 
basic DSH payment shall be calculated as follows: 

(1) For Medicaid inpatients cases paid on a per case basis under the DRG system, the Division will 
multiply the Medicaid inpatient unit or hospital-specific payment rate in effect for the period for 
which the basic DSH payment applies, by each eligible hospital's DRG case-mix index for 
Medicaid inpatients served during the most recent 12-month period available before the rate 
adjustment payment is calculated. The Division will then multiply each hospital's case-mix 
adjusted per case payment amount by its basic DSH rate adjustment, and then multiply this 
product by the hospital's total number of Medicaid inpatient cases for the most recent 12-month 
period available before the basic DSH payment is calculated. 

(2) For Medicaid inpatient cases paid on a per diem basis, the Division will multiply the Medicaid 
inpatient per diem payment in effect for the period for which the basic DSH payment applies, 
by each hospital's basic DSH rate adjustment. The Division will then multiply each hospital's 
adjusted per diem payment amount by the hospital's Medicaid inpatient days for the most recent 
12-month period available before the basic DSH payment is calculated. 

 
If a payment to a hospital under this section would cause a hospital to exceed the hospital-specific limits on 
disproportionate share hospital payments at 42 U.S.C. § 1396r-4(g)(1)(A), payments under this section will be 
reduced to ensure compliance with the hospital-specific limit. 

 

TN. No.  10-029   Approval Date 03/26/2012   Eff. Date 10/1/2010          
Supersedes  
TN. No.  05-015  
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State Plan Under Title XIX of the Social Security Act  
Medical Assistance Program  
State:  NORTH CAROLINA  
 
Payments for Medical and Remedial Care and Services: Inpatient Hospital  
STATE-OWNED INSTITUTIONS FOR MENTAL DISEASES DSH PAYMENT  
 
(f)  Hospitals operated by the Department of Mental Health that qualify for disproportionate share 
hospital status under Subparagraph (d)(5) will be eligible for disproportionate share payments, in addition 
to other payments made under the North Carolina Medicaid Hospital reimbursement methodology, based 
on bed days of service to low income persons.  
 

(1)  Payment shall equal the facility-specific average per diem cost from its most recent cost 
report available at the time of data collection multiplied by bed days of service to low 
income persons.  

 
(2)  “Bed days of service to low income persons” is defined as the number of bed days 

provided to individuals that have been determined by the hospital as:  
 

i. Patients who do not possess the financial resources to pay portions or all 
charges associated with care provided; and  

 
ii. Who do not possess health insurance which would apply to the service for 

which the individual sought treatment; or 
 

iii. Who have insurance but are not covered for the particular service rendered or 
for the procedure or treatment. 

 
(3)  Payments to Institutes for Mental Diseases under Paragraph (f) shall not exceed the 

State’s DSH limit for Institutes for Mental Disease.  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
TN. No: 10-001 
Supersedes     Approval Date: 04-08-10  Eff. Date 01/08/10 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State:  NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 
 
Audit of Disproportionate Share Payments: 
 
As required by Section 1923(j) of the Social Security Act related to auditing and reporting of 
disproportionate share hospital payments, the Division of Medical Assistance will implement procedures 
to comply with the Disproportionate Share Hospital Payments final rule issued in the December 19, 2008, 
Federal Register, with effective date of January 19, 2009, to ensure that the hospital specific DSH limits 
have not been exceeded. 
 
Any funds recouped as a result of audits or other corrections shall be redistributed to other eligible 
hospitals within the state, provided each hospital remains below their hospital specific DSH limit.  Funds 
shall be redistributed to the state hospital with the highest Medicaid Inpatient Utilization Rate (MIUR).  
Any remaining funds available for redistribution shall be redistributed first to other state hospitals in the 
order of MIUR from highest to lowest, then to government non-state hospitals in the order of MIUR from 
highest to lowest, then to private hospitals in the order of MIUR from highest to lowest. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
TN. No.  10-028  
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State:  NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 

Exhibit 1 
This exhibit contains a table which defines the calculation and source documents for the adjustments based on the 
difference between what Medicare would pay and inpatient Medicaid payments as otherwise calculated under this 
state.  All cost report line references are based upon the Medicare Cost Report (MCR) CMS 2552 - 10 and should be 
adjusted for any CMS approved successor Medicare Cost Report (MCR).  Table 1 identifies the calculation for acute 
care hospitals, excluding any psychiatric and rehabilitation distinct part units.   
 
Table 1 
Hospital – Specific UPL Calculation – per 
case method; inpatient only 

Data Source: MCR – 2552 – 10 or its 
successor; if a calculation, defines 
the line(s) and operation; other 
documents. 

 

Step 1:  Find the Medicare per case rate with 
case mix removed. 

Include all Medicare payments from 
the most recent as filed cost report. 

 

1.  Portions of Medicare payments for most 
recent year subject to Case Mix Index. 

  

a.  Other than Outlier payments 
(base rate) 

Wksht  E; Part A; Line 1 (may be 
total of a number of lines) 

$ 

b.  IME Adjustment Wksht E; Part A; Line 29 $ 
c.  DSH Adjustment (include 

Medicare DSH) 
Wksht E; Part A; Line 34 $ 

d. Total Uncompensated Care Wksht E; Part A; Line 36 $ 
e. Additional payment for high 

percentage of ESRD 
Beneficiary Discharges 

Wksht E, Part A; Line 46 $ 

f.  Capital Adjustment Wksht E; Part A; Line 50 $ 
g. SCH or MDH Hospital 

Payment 
Wksht E; Part A; Line 48 $ 

h.  Total Medicare payments 
subject to case mix index 

Total lines 1a through 1g $ 

2.  Adjustment for Case Mix Index.   
a.  Medicare Case Mix Index From the CMS website for the MCR 

period 
0.0000 

b.  Case mix adjusted total 
payments 

Line 1h ÷ 2a $ 

3. Medicare Payments not subject to case 
mix index. 

  

a. GME adjustment Wksht E; Part A; Line 52 $ 
b. Organ Acquisition cost Wksht E; Part A; Line 55 $ 
c. Cost of Teaching Physicians Wksht E; Part A; Line 56 $ 
d. Routine service pass-through Wksht E; Part A; Line 57 $ 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State:  NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 
Exhibit 1 Continued           Table 1 Continued 

e. Other ancillary other pass-
through 

Wksht E; Part A; Line 58 $ 

f. Exception Payment for IP 
Program Capital 

Wksht E; Part A; Line 51 $ 

g. Special Add-On for New 
Technologies 

Wksht E, Part A, Line 54 $ 

h. Nursing and Allied Health 
Managed Care Payment 

Wksht E; Part A; Line 53 $ 

i. Manufacturer Credit on 
Replacement Devices 

Wksht E; Part A; Line 68 $ 

j. Total Medicare payments not 
subject to case mix index 

Total lines 3a through 3i $ 

4.  Total Medicare payment with case mix     
     removed and outliers omitted 

Line 2b + Line 3j $ 

5.  Medicaid Outlier Payment Adjustment   
a. Total Medicaid Outlier Pymts Medicaid PS&R and Fiscal Agent $ 
b. Total inpatient Medicaid 

payments included on the 
Medicaid PS&R 

Medicaid PS&R $ 

c. Percentage of Medicaid Outlier 
Payments to Total Medicaid 
Payments exclusive of outliers 

Line 5a ÷ (Line 5b – Line 5a) 0.00% 

6.  Calculation of Medicare payment  
     including Medicaid Outlier Payment   
    Adjustment 

Line 4 x (1+Line 5c) $ 

7.  Calculate per case payment   
a. Medicare Discharges From MCR 0000 
b. Per case Medicare rate with case 

mix removed. 
Line 6 ÷ Line 7a $ 

c. CMS supplied inflation factor 
2009 

CMS website; Market Basket Data 0.00% 

d. CMS supplied inflation factor 
2010 

CMS website; Market Basket Data 0.00% 

e. Inflation adjusted per case 
Medicare rate with case mix 
removed. 

Line 7b x Line 7c x Line 7d $ 

Step 2.  Find the Medicaid per case rate with 
case mix removed. 

Include all Medicaid payments made 
directly by the Medicaid agency (i.e. 
exclude Medicaid managed care) 

 

8.  Medicaid Rate per case   
a. Total Medicaid inpatient FFS 

payments (exclude DSH) 
Medicaid PS&R and Fiscal Agent $ 

b.  Number of Medicaid Cases Medicaid PS&R 0000 
c.  Rate per case Line 8a ÷ Line 8b $ 
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Exhibit 1 Continued 
Table 1 Continued 
9.  Adjusted for Case Mix   

a.  Medicaid case mix Annual Medicaid Calculation for 
Recalibration of DRG Weights  

0.000 

b.  Medicaid rate per case with 
case mix removed 

Line 8c ÷ Line 9a $ 

c.  CMS supplied inflation factor 
2009 

CMS website; Market Basket Data 
 

0.00% 

d.  CMS supplied inflation factor 
2010 

CMS website; Market Basket Data 
 

0.00% 

e.  Inflation adjusted per case 
Medicaid rate with case mix 
removed 

Line 9b x Line 9c x Line 9d $ 

Step 3: Calculate UPL Gap   
10.  Per Case Differential from Medicare 
Payments 

Line 7e – Line 9e $ 

11.  Per Case differential adjusted for 
Medicaid case Mix 

Line 10 x Line 9a $ 

12.  Available Room under UPL for UPL 
payment 

Line 11 x Line 8b $ 

 
Exhibit 1 – Notes 

 
General Notes for Tables 1 

• The payments must also be in compliance with 42 CFR 447.271 – charge limits. 
• The table uses two years of inflation to trend 2009 cost report data to 2011.  The inflation calculation would 

be adjusted based upon the year of the MCR used and the year of the payments being calculated.  
• The cost report data used to calculate the Upper Payment Limit will be the latest available as filed or desk 

reviewed version. 
• The table uses Medicaid payments and cases from the latest available Medicaid PS&R produced by the 

DMA Fiscal Agent for the cost report year. 
• Cost of Teaching Physicians, Line 3c, shall include only the cost of the teaching component and exclude 

the professional component. 
 

UPL calculation for Psychiatric and Rehabilitation Distinct Part Units 
• The Upper Payment Limit for psychiatric and rehabilitation distinct part units will be calculated by taking 

each distinct part unit’s Medicaid cost per discharge multiplied by the Medicaid distinct part unit 
discharges. 

 
UPL calculation for Critical Access Hospitals (CAH) 

• The Upper Payment Limit for CAH facilities will be 101% of the Medicare allowed cost per discharge 
multiplied by the Medicaid discharges for the cost report period. 
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Attachment A 
 
Certified Public Expenditures incurred in Providing services to Medicaid and Uninsured Patients 
With respect to hospitals that the State of  North Carolina determines eligible to certify public expenditures, and do certify, in 
accordance with 42 CFR 433.51(b), the expenditures claimable for Federal Financial Participation (FFP) will be the hospital’s 
allowable costs incurred in serving Medicaid inpatients, as determined in accordance with Medicare cost principles.  This 
computation of establishing interim Medicaid hospital payments must be performed on an annual basis. 
 
Medicaid Hospital Costs: 
(Effective January 1, 2011, this methodology will no longer apply for public hospitals with the approval of SPA 11.003.) 
Inpatient Hospital Services—CPE Protocol 
Rate Computation for Governmental Facilities – First and Final Reconciliation 
 
For the payment year, the routine per diems and ancillary cost-to-charge ratios for the cost centers are determined using the 
hospital’s most recently filed Medicare cost report (CMS 2552), as filed with the Medicare fiscal intermediary.  The per diems 
and cost-to-charge ratios are calculated as follows: 
 
Step 1: 
Total hospital costs are identified from Worksheet B Part I Column 25.  These are the costs that have already been reclassified, 
adjusted, and stepped down through the A and B worksheet series.   
 
Step 2: 
The hospital’s total inpatient days by routine cost center are identified from Worksheet S-3 Part 1 Column 6. The hospital’s total 
charges by ancillary cost center are identified from Worksheet C Part I Column 8.   
 
Step 3: 
For each inpatient routine cost center, a per diem is calculated by dividing total costs from Step 1 by total days from Step 2.  For 
each ancillary cost center, a cost to charge ratio is calculated by dividing the total costs from Step 1 by the total charges from 
Step 2.  The Adult and Pediatric (A&P)routine per diem, in accordance with CMS-2552 worksheet D-1, should be computed by 
including observation bed days in the total A&P patient day count and excluding swing bed nursing facility costs and non 
medically necessary private room differential costs from the A&P costs.  
The inpatient per diems and cost to charge ratios determined through the above process (steps 1-3) for the filed cost report year 
are used to determine the hospital’s costs for the payment year.  The hospital costs for Medicaid for the payment year are 
determined as follows: 
 
Step 4: 
To determine the inpatient routine cost center costs for the payment year, the hospital’s inpatient Medicaid days by cost center, as 
obtained from MMIS and other applicable sources for the period covered by the as-filed cost report will be used. The days are 
multiplied by the inpatient per diems from Step 3 for each routine respective cost center to determine the Medicaid allowable 
inpatient costs for each routine cost center.  Only hospital routine cost centers and their associated costs and days are used.  Other 
routine cost centers such as nursing facility, skilled nursing facility, and long term care services are excluded. 
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Step 5: 
To determine ancillary cost center costs for the payment year, the hospital’s inpatient Medicaid allowable charges, as obtained 
from MMIS for the period covered by the as-filed cost report will be used. Medicaid allowable charges for observation beds must 
be included in line 62.  These Medicaid allowable charges are multiplied by the cost to charge ratios from Step 3 for each 
respective ancillary cost center to determine the Medicaid allowable costs for each cost center.  The Medicaid allowable charges 
used should only pertain to inpatient hospital services, and should exclude charges pertaining to outpatient hospital services, any 
professional services, or non-hospital component services such as hospital-based providers.   
 
Step 6: 
The Medicaid allowable share of organ acquisition costs is determined by first finding the ratio of Medicaid usable organs to total 
usable organs as identified from provider records by the hospital’s total usable organs from Worksheet D-6 Part III under the Part 
B cost column line 54.  This ratio is then multiplied by total organ acquisition costs from Worksheet D-6 Part III under the Part A 
cost column line 53.  For this calculation, a usable organ is defined as the number of organs transplanted into a recipient, plus the 
number of organs excised and furnished to an organ procurement organization.  “Medicaid usable organs” are counted as the 
number of Medicaid patients (recipients) who received an organ transplant.  “Uninsured usable organs” are counted as the 
number of patients who received an organ transplant and had no insurance and no payment (self pay or free care).  A donor’s 
routine days and ancillary charges shall not be duplicative of any Medicaid or uninsured days and charges in Steps 4 and 5 above 
or from Steps 4 and 5 of the Uninsured portion of this protocol. 
 
Step 7: 
The Medicaid allowable costs eligible as certified public expenditures are determined by adding the Medicaid routine costs from 
Step 4, the Medicaid ancillary costs from Step 5 and the Medicaid organ acquisition costs from Step 6.  Medicaid payments that 
are made independent of the Medicaid inpatient hospital per diem for Medicaid inpatient hospital services of which the costs are 
already included in the Medicaid inpatient hospital cost computation described above, must be offset against the computed 
Medicaid inpatient hospital cost before a per diem is calculated. 
 
Step 8:  
Net Cost is trended forward to payment year based on the Global Insight. 
 
Step 9: 
The projected annual cost will be claimed not more than four times during a federal fiscal year. 
 
Step 10: 
Medicaid provider assessments, as defined by 42 CFR 433.55, paid by the hospital shall be considered an allowable cost when 
determining the total allowable cost. 
 
First Interim Payment Reconciliation: 
The CMS 2552 costs determined through the method described for the payment year will be reconciled to the as-filed CMS 2552 
cost report for the payment year once the cost report has been filed with the Medicare fiscal intermediary (FI).  If, at the end of 
the interim reconciliation process, it is determined that a hospital received an overpayment, the overpayment will be properly 
credited to the federal government and if an underpayment is determined, the state will make the applicable claim from the 
federal government. For purposes of this reconciliation the same steps as outlined for the payment year method are carried out 
except for the changes noted below: 
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Steps 1 – 3: 
Days, costs, and charges from the as-filed CMS 2552 cost report for the payment year are used. 
 
Steps 4, 5: 
Actual Medicaid paid days and charges from the MMIS Provider Statistical an Reimbursement (PS&R) report for services 
furnished during the payment year are used. 
 
Step 6: 
Organ acquisition costs and total usable organs from the as-filed CMS 2552 cost report for the payment year are used. 
 
Step 7: 
Medicaid payments that are made independent of the Medicaid inpatient hospital per diem for Medicaid inpatient services of 
which the costs are already included in the Medicaid inpatient hospital cost computation described above, must be included in the 
total Medicaid payments (along with the interim Medicaid payments based on the Medicaid inpatient hospital per diem) under 
this interim reconciliation process.  Adjustments made to the MMIS data mentioned above may address outstanding Medicaid 
claims for which the hospital has not received payment.  The State will take steps to ensure that payments associated with the 
pending claims, when paid, for Medicaid costs included in the current spending year cost report are properly accounted. 
 
Final Cost Report Reconciliation: 
Once the CMS 2552 cost report for the payment year has been finalized by the Medicare FI with the issuance of a Notice of 
Program Reimbursement, a reconciliation of the finalized amounts will be carried out.  Subsequent reconciliations and 
adjustments to the CPE claims are also performed for any cost report appeal resolution (including PRRB appeals and 
intermediary hearings) or cost report reopening that impacts the CPE computation as prescribed in this protocol. As well, any 
Supplement Enhancements related to payment year are offset. The same method as described for the interim reconciliation will 
be used except that the updated Medicaid program and payment data and finalized CMS 2552 amounts will be substituted as 
appropriate.  
In the final reconciliation, Medicaid cost is computed using the methodology as prescribed by the CMS-2552 Worksheet D 
series.  Worksheet D series include: 

1) computing a per diem for each routine cost center and applying the applicable Medicaid inpatient days from MMIS 
data to the per diem amount;  

2) using the appropriate Worksheet D-1 lines to compute the per diem for the routine cost centers, particularly the Adults 
& Pediatrics cost center; and  

3) applying Worksheet C cost center-specific cost-to-charge ratios to the applicable Medicaid hospital charges for each 
ancillary cost center.    

Use of Worksheet D series also includes the application of all Medicare cost report adjustments (including swing bed and private 
room differential adjustments) unless expressly exempt for Medicaid.   
If, at the end of the final reconciliation process, it is determined that a hospital received an overpayment, the overpayment will be 
properly credited to the federal government and if is determined that a hospital received an underpayment, the underpayment will 
be properly claimed from the federal government. 
The Medicaid allowable costs eligible as certified public expenditures are determined by adding the Medicaid routine costs from 
Step 4, the Medicaid ancillary costs from Step 5 and the Medicaid organ acquisition costs from Step 6.  Medicaid payments that 
are made independent of the Medicaid inpatient hospital per diem for Medicaid inpatient hospital services of which the costs are 
already included in the Medicaid inpatient hospital cost computation described above must be offset against the computed 
Medicaid inpatient hospital cost. 
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For hospitals whose cost report year is different from the State’s fiscal year, the State will proportionally allocate to 
the State plan rate year the costs of two cost report periods encompassing the State Plan payment year.  To do so, the 
State will obtain the actual Medicaid FFS days and charges for the hospital’s cost reporting periods, and compute the 
aggregate Medicaid FFS cost for the reporting periods; this Medicaid FFS cost will then be proportionally allocated 
to the State plan rate year.  All allocations will be made based upon number of months.  (For example, for a hospital 
reporting period ending 12/31/07, the Medicaid FFS cost and days/charges from that period encompass three-fourths 
of the State plan rate year ending 9/30/2007, and one-fourth of the State plan rate year ending 9/30/2008.  To fulfill 
reconciliation requirements for State plan rate year 2007, the hospital would match three-fourths of the Medicaid 
FFS costs from its reporting period ending 12/31/2007, and one-fourth of the Medicaid FFS costs from its reporting 
period ending 12/31/2006, to the State plan rate year.)  The State will ensure that the total costs claimed in a State 
plan rate year will not exceed the costs justified in the underlying hospital cost reports for the applicable years.   
 
Outpatient Hospital Services—CPE Protocol 
Rate Computation for Governmental Facilities – First and Final Reconciliation 
 
For the payment year, ancillary cost-to-charge ratios for the cost centers are determined using the hospital’s most 
recently filed Medicare cost report (CMS 2552), as filed with the Medicare fiscal intermediary.  The cost-to-charge 
ratios are calculated as follows: 
 
Step 1: 
Total hospital costs are identified from Worksheet B Part I Column 25.  These are the costs that have already been 
reclassified, adjusted, and stepped down through the A and B worksheet series.   
 
Step 2: 
The hospital’s total charges by ancillary cost center are identified from Worksheet C Part I Column 8.  
 
Step 3: 
For each ancillary cost center, a cost to charge ratio is calculated by dividing the total costs from Step 1 by the total 
charges from Step 2.   
 
The cost to charge ratios determined through the above process (steps 1-3) for the filed cost report year are used to 
determine the hospital’s costs for the payment year. The hospital costs for Medicaid for the payment year are 
determined as follows: 
  
Step 4: 
To determine ancillary cost center costs for the payment year, the hospital’s outpatient Medicaid FFS allowable 
charges, as obtained from MMIS for the period covered by the as-filed cost report will be used. These Medicaid 
allowable charges are multiplied by the cost to charge ratios from Step 3 for each respective ancillary cost center to 
determine the Medicaid allowable costs for each cost center.  (Note that for the computation of the cost-to-charge 
ratio for cost center #62/Observation Beds, the cost amount is reported on worksheet C, Part I, column 1, instead of 
worksheet B.   
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Medicaid allowable hospital outpatient charges for observation beds are then applied to this cost-to-charge ratio to 
compute the Medicaid outpatient observation bed costs.) The Medicaid allowable FFS charges used should only 
pertain to outpatient hospital services, and should exclude charges pertaining to inpatient hospital services, any 
professional services, or non-hospital component services.   
 
Step 5: 
The Medicaid allowable costs eligible as certified public expenditures are determined by adding the Medicaid 
ancillary costs from Step 4.  All payments for Medicaid FFS outpatient services that are made independent of the 
process described in this cost computation section must be offset against the computed Medicaid FFS outpatient 
hospital cost. 
 
Step 6: 
Net Cost is trended forward to payment year based on the Global Insight factor. 
 
Step 7:  
The projected annual cost will be claimed not more than four times during a federal fiscal year. 
 
Step 8: 
Medicaid provider assessments, as defined by 42 CFR 433.55, paid by the hospital shall be considered an allowable 
cost when determining the total allowable cost. 
 

 First Interim Payment Reconciliation: 
 
The CMS 2552 costs determined through the method described for the payment year will be reconciled to the as-
filed CMS 2552 cost report for the payment year once the cost report has been filed with the Medicare fiscal 
intermediary (FI).  If, at the end of the interim reconciliation process, it is determined that a hospital received an 
overpayment, the overpayment will be properly credited to the federal government and if an underpayment is 
determined, the state will make the applicable claim from the federal government. For purposes of this reconciliation 
the same steps as outlined for the payment year method are carried out except for the changes noted below: 
 
Steps 1 – 3: 
Costs and charges from the as-filed CMS 2552 cost report for the payment year are used. 
 
Steps 4: 
Actual Medicaid charges from the MMIS Provider Statistical and Reimbursement (PS&R) report for services 
furnished during the payment year are used.   
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Step 5: 
All payments for Medicaid FFS outpatient hospital services that are made independent of the process described in 
this cost computation section must be offset against the computed Medicaid FFS outpatient hospital cost (along with 
the interim Medicaid payments) under this interim reconciliation process.  Adjustments made to the MMIS data 
mentioned above may address outstanding Medicaid claims for which the hospital has not received payment.  The 
State will take steps to ensure that payments associated with the pending claims, when paid, for Medicaid costs 
included in the current spending year cost report are properly accounted. 
 
Final Cost Report Reconciliation: 
Once the CMS 2552 cost report for the payment year has been finalized by the Medicare FI with the issuance of a 
Notice of Program Reimbursement, a reconciliation of the finalized amounts will be carried out.  Subsequent 
reconciliations and adjustments to the CPE claims are also performed for any cost report appeal resolution 
(including PRRB appeals and intermediary hearings) or cost report reopening that impacts the CPE computation as 
prescribed in this protocol. As well, any Supplement Enhancements related to payment year are offset. The same 
method as described for the interim reconciliation will be used except that the updated Medicaid program and 
payment data and finalized CMS 2552 amounts will be substituted as appropriate.  
 
In the final reconciliation, Medicaid cost is computed using the methodology as prescribed by the CMS-2552 
Worksheet D series.  Worksheet D series include applying Worksheet C cost center-specific cost-to-charge ratios to 
the applicable Medicaid outpatient hospital charges for each ancillary cost center.    
 
Use of Worksheet D series also includes the application of all Medicare cost report adjustments unless expressly 
exempt for Medicaid.   
 
If, at the end of the final reconciliation process, it is determined that a hospital received an overpayment, the 
overpayment will be properly credited to the federal government and if is determined that a hospital received an 
underpayment, the underpayment will be properly claimed from the federal government. 
 
The Medicaid allowable costs eligible as certified public expenditures are determined by adding the Medicaid 
ancillary costs from Step 4. All payments for Medicaid FFS outpatient hospital services that are made independent 
of the process described in this cost computation section must be offset against the computed Medicaid FFS 
outpatient hospital cost. 
 
For hospitals whose cost report year is different from the State’s fiscal year, the State will proportionally allocate to 
the State plan rate year the costs of two cost report periods encompassing the State Plan payment year.  To do so, the 
State will obtain the actual Medicaid FFS outpatient hospital charges for the hospital’s cost reporting periods, and 
compute the aggregate Medicaid FFS outpatient hospital cost for the reporting periods; this Medicaid FFS outpatient 
hospital cost will then be proportionally allocated to the State plan rate year.  All allocations will be made based 
upon number of months.  (For example, for a hospital reporting period ending 12/31/07, the Medicaid FFS 
outpatient hospital cost and charges from that period encompass three-fourths of the State plan rate year ending 
9/30/2007, and one-fourth of the State plan rate year ending 9/30/2008.  To fulfill reconciliation requirements for 
State plan rate year 2007, the hospital would match three-fourths of the Medicaid FFS costs from its reporting period 
ending 12/31/2007, and one-fourth of the Medicaid FFS costs from its reporting period ending 12/31/2006, to the 
State plan rate year.  The State will ensure that the total costs claimed in a State plan rate year will not exceed the 
costs justified in the underlying hospital cost reports for the applicable years.   
 
TN. No.  10-029 
Supersedes   Approval Date  03/26/2012        Eff. Date  10/01/2010 
TN. No.  NEW 



 

 

Attachment 4.19-A 
Page 19i 

 
State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State: NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 
 
CPEs Incurred in Providing Services to Uninsured patients (Uncompensated Care): 
 
The North Carolina Division of Medical Assistance collects information on hospitals’ charges for services 
they provide to uninsured patients and any payments hospitals receive by or on behalf of those patients.  
The Division collects this information on a supplemental Schedule A for uncompensated care that the 
hospitals’ CEO, CFO or their designee must sign and certify to the accuracy of the reported information.   
 
The Division will determine the inpatient uncompensated care costs on an interim basis by multiplying 
the inpatient charges by a charge-to-cost conversion factor as calculated using Medicare cost principles 
and detailed in the protocol above for Medicaid inpatient cost.   
 
The Division will determine the outpatient uncompensated care cost on an interim basis by multiplying 
the outpatient uncompensated charges by the outpatient cost-to-charge ratio as calculated in the above 
protocol for Medicaid outpatient cost.  
 
Final Cost Report Reconciliation 
 
The Division will use the protocol as outlined above for the final cost report reconciliation between the 
estimated CPEs and the actual CPEs incurred by the hospital for uncompensated care. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
TN. No.  10-029 
Supersedes   Approval Date  03/26/2012        Eff. Date  10/01/2010 
TN. No.  NEW



 

 

 
Attachment 4.19-A 

                    Page 20 
 
State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State:  NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 
 
DIVISION OF VOCATIONAL REHABILITATION SERVICES DSH PAYMENTS 
 
(i) Effective with dates of payment beginning October 31, 1996, each hospital that provides services to clients 
of State Agencies are considered to be a Disproportionate Share Hospital (DSH) when the following conditions are 
met: 
 

(1) The hospital qualifies for disproportionate share hospital status under Paragraph (c) of this 
Section; 
 

(2) The State Agency has entered into a Memorandum of Understanding (MOU) with the Division of 
Medical Assistance (Division) for services provided after October 31, 1996; and 
 

(3) The inpatient and/or outpatient services are authorized by the State Agency for which the 
uninsured patient meets the program requirements 

 
For purposes of this Paragraph uninsured patients are those clients of the State Agency who have no third parties 
responsible for any hospital services authorized by the State Agency. 
 

(4) DSH payments are paid for services to qualified uninsured patients on the following basis: 
 

(A) For inpatient services the amount of the DSH payment is determined by the State Agency 
in accordance with the applicable Medicaid inpatient payment methodology as stated in 
Section 4.19-A of the State Plan. 
 

(B) For outpatient services the amount of the DSH payment is determined by the State 
Agency in accordance with the applicable Medicaid outpatient payment methodology as 
stated in Section 4.19-B of this State Plan. 
 

(C) No federal funds are utilized as the non-federal share of authorized payments unless the 
federal funding is specifically authorized by the federal funding agency as eligible for use 
as the non-federal share of payments. 

 
(5) Based upon this Subsection DSH payments as submitted by the State Agency are to be paid 

monthly in an amount to be reviewed and approved by the Division of Medical Assistance.  The 
total of all payments may not exceed applicable limits on Disproportionate Share Hospital 
funding. 
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MEDICAID HMO DSH PAYMENTS 

 
(j) Additional disproportionate share hospital payments for the 12-month periods ending September 30 of each 
year shall be paid to  hospitals licensed by the State of North Carolina that qualify for disproportionate share hospital 
status under Paragraph (c) of the “Disproportionate Share Hospital Payment” section of this Plan and provide 
inpatient or outpatient hospital services to Medicaid Health Maintenance Organizations (“HMO”) enrollees during 
the period for which payments under this Paragraph are being ascertained.  For purposes of this Paragraph, a 
Medicaid HMO enrollee is a Medicaid beneficiary who receives Medicaid services through a Medicaid HMO; a 
Medicaid HMO is a Medicaid managed care organization, as defined in Section 1903(m)(1)(A), that is licensed as 
an HMO or operates under 42 CFR 438 as a Prepaid Inpatient Health Plan (PIHP), and provides or arranges for 
services for enrollees under a contract pursuant to Section 1903 (m)(2)(A)(i) through (xi).  To qualify for a DSH 
payment under this Paragraph, a hospital must also file with and certify to the Division for the most recent fiscal 
year available at the time of data collection, its charges for inpatient and outpatient services provided to Medicaid 
HMO enrollees on a form prescribed by the Division.    

 
(1) The payments to qualified hospitals pursuant to this Paragraph shall be based on costs for inpatient 

and outpatient services provided to Medicaid HMO enrollees for the most recent available hospital 
fiscal year.  Medicaid inpatient HMO costs will be calculated by multiplying the Medicaid charge-
to- cost conversion factor calculated using the CMS 2552 cost report for the same fiscal year as 
used in determining hospitals’ Base Enhanced Payments for Inpatient Hospital Service in 
(e.1)(2)(A) of this plan, by inpatient charges for Medicaid HMO patients for the same fiscal year.  
Medicaid outpatient HMO cost will be determined by multiplying the Medicaid cost-to-charge 
ratio calculated using the CMS 2552 cost report for the same fiscal year as used in determining the 
hospitals’ Base Enhanced Payments for Outpatient Hospital Service in 4.19-B, 2.a.1(2)A. Each 
hospital’s payment shall then be determined as follows: 
 
(A) The ratio of the sum of Base Enhanced Payment for Inpatient Hospital Services as 

calculated in accordance with (e.1) 1 and (e.1) 2 of this plan and Base Enhanced Payment 
for Outpatient Hospital Services as calculated in accordance with 2.a.1 of this plan to the 
sum of inpatient Medicaid costs as determined in (e.1) (2)(A) i through iii of the Base 
Enhanced Payment for Inpatient Hospital Services section of this plan and outpatient 
Medicaid costs as determined in 2.a.1(2).A. through B. of the Base Enhanced Payment 
for Outpatient Hospital Services section of this plan.   
 

(B) Multiply the above ratio by the calculated Medicaid HMO costs as described in 
subparagraph (j) (1) of this Section. 
 

(2) Payments authorized by this Paragraph shall be made paid annually, in up to four installments. 
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UNIVERSITY OF NORTH CAROLINA DSH PAYMENT 

(k) Hospitals owned or controlled by the University of North Carolina Health Care System, as defined in N.C. Gen. 
Stat. § 116-37, and that qualify under Paragraph (c) of this Section shall be eligible to receive disproportionate share 
hospital payments that, when combined with other disproportionate share hospital payments described in this Section, 
will equal 100 percent of their unreimbursed uninsured except as otherwise provided for in (2) and (3) below, and as 
limited by Paragraph (a).  These DSH payments shall be calculated after accounting for all other Medicaid 
payments, including payments under Paragraph (h) of the EXCEPTIONS TO DRG REIMBURSEMENT, and after 
accounting for all other DSH payments to hospitals in North Carolina, including the hospitals eligible for payments 
under this Paragraph.  The aggregate payment to eligible hospitals under this Paragraph shall not exceed the total 
cost incurred by the University of North Carolina Hospitals at Chapel Hill dba UNC Hospitals for providing care to 
patients who have no insurance for the services provided. 

(1) Unreimbursed uninsured costs shall be calculated based on the hospitals' gross charges and payments for 
uninsured inpatient and outpatient hospital services as filed with and certified to the Division for the 
most recent fiscal year available at the time of data collection. The Division will convert hospitals' gross 
charges to costs by multiplying them by a cost-to-charge ratio determined from the hospitals' most recent 
cost reports available at the time of data collection and subtracting payments the hospitals received from 
uninsured patients. The Division will bring the unreimbursed uninsured cost data forward to the end of the 
payment period by applying an inflation factor calculated based on the most current information available at 
the time on the CMS website for the CMS PPS Hospital Input Price Index. 

(2) Effective January 1, 2004, for State fiscal years 2004 and 2005, these hospitals shall receive 
disproportionate share hospital payments that, when combined with other disproportionate share payments 
described in this Section, shall equal 150 percent of their unreimbursed uninsured costs. 

(3) To the extent the limits on disproportionate share hospital funding for this State established by CMS in 
accordance with 42 U.S.C. § 1396r-4(f) do not allow payments to all eligible hospitals up to 100 percent 
of each hospital’s unreimbursed costs, this percentage shall be reduced to comply with such limits. 
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OUT-OF-STATE-HOSPITALS 
 
(a) Except as noted in Paragraph (c) below, the Division of Medical Assistance shall reimburse out-of-state 
hospitals using the DRG methodology.  Effective January 1, 2015, the DRG hospital unit value for all out-of state 
hospitals shall be equal to the unit value of the North Carolina hospitals’ statewide median rate as of June 30, 2014.  
Out-of-state providers are eligible to receive cost and day outlier payments, but not direct medical education 
payment adjustments. 
(b) Hospitals that are certified for indirect medical education by Medicare may apply for an indirect medical 
education adjustment to its North Carolina rate. 
 
(c) Hospitals certified as disproportionate share hospitals by the Medicaid agency in their home state may 
apply for a disproportionate share adjustment to their North Carolina Medicaid rate. The North Carolina 
disproportionate share hospital rate adjustment shall be the hospital’s home state DSH adjustment, not to exceed 2.5 
percent of the DRG or per diem payment.  The Division will apply the disproportionate share hospital rate 
adjustment to Medicaid inpatient claims submitted by qualified out-of-state hospitals.  
 

 
(d) The Division of Medical Assistance may enter into contractual relationships with certain hospitals 
providing highly specialized inpatient services, i.e. transplants in which case reimbursement for inpatient services 
shall be based upon a negotiated rate. 
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SPECIAL SITUATIONS 
 
(a) In order to be eligible for inpatient hospital reimbursement under this hospital inpatient reimbursement 
plan, a patient must be admitted as an inpatient and stay past midnight in an inpatient bed. The only exceptions to 
this requirement are those admitted inpatients who die or are transferred to another acute care hospital on the day of 
admission. Hospital admissions prior to 72 hours after a previous inpatient hospital discharge are subject to review 
by the Division of Medical Assistance. 
 
Services for patients admitted and discharged on the same day and who are discharged to home or to a non-acute 
care facility must be billed as outpatient services. In addition patients who are admitted to observations status do not 
qualify as inpatients, even when they stay past midnight. Patients in observation status for more than 30 hours must 
either be discharged or converted to inpatient status. 
 
(b) Outpatient services provided by a hospital to patients within the 24 hour period prior to an inpatient 
admission in the same hospital that are related to the inpatient admission shall be bundled with the inpatient billing. 
 
(c) When a patient is transferred between hospitals, the transferring hospital shall receive a pro-rated payment 
equal to the normal DRG payment multiplied by the patient’s actual length of stay divided by the geometric mean 
length of stay for the DRG. When the patient’s actual length of stay equals or exceeds the geometric mean length of 
stay for the DRG, the transferring hospital receives full DRG payment. Transfers are eligible for cost outlier 
payments. The final discharging hospital shall receive the full DRG payment. 
 
(d) For discharges occurring on October 1, 2001 through September 30, 2008, a discharge of a hospital 
inpatient is considered to be a transfer under paragraph (c) above when the patient’s discharge is assigned to one of 
the following qualifying diagnosis-related groups, DRGs 14, 113, 209, 210, 211, 236, 263, 264, 429, and 483 and 
the discharge is made under any of the following circumstances in (d)(1), (d)(2) or (d)(3) listed below.  For 
discharges occurring on or after October 1, 2008, a discharge of a hospital inpatient is considered to be a transfer 
under paragraph (c) above when the patient’s discharge is assigned to one of the following qualifying diagnosis-
related groups, DRGs 28, 29, 30, 40, 41, 42, 219, 220, 221, 477, 478, 479, 480, 481, 482, 492, 493, 494, 500, 501, 
502, 515, 516, 517, and 956 and the discharge is made under any of the following circumstances in (d)(1), (d)(2) or 
(d)(3) listed below:  

 
(1) To a hospital or distinct part hospital unit excluded from the DRG reimbursement system; 
 
(2) To a skilled nursing facility; or 

 
(3) To home under a written plan of care for the provision of home health services from a home health 

agency and those services begin within 3 days after the date of discharge. 
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(e) Days for authorized nursing facility level of care rendered in an acute care hospital shall be reimbursed at a 
rate equal to the average rate for all such Medicaid days based on the rates in effect for the long term care plan year 
beginning each October 1.  Notwithstanding any other provision, if specified, these rates will be adjusted as shown 
on Attachment 4.19-A, Supplement 1, Page 1 of the Sate Plan.   
 

Days for lower than acute level of care for ventilator dependent patients in swing-bed 
hospitals or that have been down-graded through the utilization review process may be 
paid for up to 180 days at a lower level ventilator-dependent rate if the hospital is 
unable to place the patient in a lower level facility. An extension may be granted if in 
the opinion of the Division of Medical Assistance the condition of the patient prevents 
acceptance of the patient.  A single all inclusive prospective per diem rate is paid, equal 
to the average rate paid to nursing facilities for ventilator-dependent services. The 
hospital must actively seek placement of the patient in an appropriate facility. 

 
(f) The Division of Medical Assistance may make a retrospective review of any transfers to a lower level of 
care prior to the expiration of the average length of stay for the applicable DRG. The Division of Medical Assistance 
may adjust the DRG payment if the transfer is deemed to be inappropriate, based on the preponderance of evidence 
of a case by case review. 
 
(g) In state-operated hospitals, the appropriate lower level of care rates equal to the average rate paid to state 
operated nursing facilities, are paid for nursing facility level of care patients awaiting placement in a nursing facility 
bed.  
 
(h) For an inpatient hospital stay where the patient is Medicaid eligible for only part of the stay, the Medicaid 
program shall pay the DRG payment less the patient’s liability or deductible, if any, as provided by 10 NCAC 50B 
.0406 and .0407. (see page 28-28(c) of this plan) 
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COST REPORTING AND AUDITS 
 
(a) Annual cost reports shall be filed as directed by the Division of Medical Assistance in accordance with 42 
CFR 447.253 (f) and (g). 
 
(b) The Medicaid Cost Report is due five (5) months after the provider’s fiscal year end or 37 days from the 
date of the PS&R letter, which ever is later.  Hospitals that fail to fully and accurately complete Medicaid cost 
reports within the time period specified by the Division of Medical Assistance or that fail to furnish required 
documentation and disclosures for Medicaid cost reports required under this Plan within the time period specified by 
the Division, may be subject to penalties for non-compliance.  A penalty of 20% withhold of Medicaid payments 
will be imposed upon the delinquent hospital 30 days after the Medicaid cost report filing deadline unless the 
hospital has made a written request for an extension of the Medicaid cost report filing due date to the Division of 
Medical Assistance and has received a written approval from the Division of Medical Assistance.  The withholding 
of monies will continue until the Medicaid cost report filing requirements have been satisfied.  Any monies withheld 
as penalty will not accrue interest to the benefit of the hospital. 
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ADMINISTRATIVE RECONSIDERATION REVIEWS 
 
Reconsideration reviews of rate determinations shall be processed in accordance with the provisions of 10 NCAC 
26K (See page 29 – 29(a) of this plan). Requests for reconsideration reviews shall be submitted to the Division of 
Medical Assistance within 60 days after rate notification, unless unexpected conditions causing intense financial 
hardship arise, in which case a reconsideration review may be considered at any time. 
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BILLING STANDARDS 
 
(a) Providers shall use codes from the International Classification of Diseases, 9th Revision, Clinical 
Modification (ICD-9-CM) to report diagnoses and procedures. This material is hereby incorporated by reference 
including any subsequent amendments and editions and is available for inspection at the Division of Medical 
Assistance, 1985 Umstead Drive, Raleigh, NC. Copies may be obtained from the American Medical Association, 
515 North State Street, Chicago, IL 60610 at a cost of fifty nine dollars and ninety five cents ($59.95). Tel: 800-621-
8335.  Providers shall use the codes which are in effect at the time of discharge. The reporting of ICD-9-CM 
diagnosis and procedure codes shall follow national coding guidelines promulgated by the Centers for Medicare and 
Medicaid Services. 
 
(b) Providers shall generally bill only after discharge. However, interim billings may be submitted on or after 
60 days after an admission and on or after every 60 days thereafter. 
 
(c) The discharge claim is required for Medicaid payment. The purpose of this Rule is to assure a discharge 
status claim is filed for each Medicaid stay.  
 

(1) An interim billing must be followed by a successive interim billing or discharge (final) billing 
within 180 days of the date of services on the most recent claim. When an interim claim is not 
followed by an additional interim or discharge (final) claim within 180 days of the “to date of 
services” on the most recent paid claim, all payments made for all claims for the stay will be 
recouped. 

 
(2) After a recoupment is made according to this plan, a subsequent “admit through discharge” or 

interim claim for payment will be considered for normal processing and payment unless the timely 
filing requirements of 10 NCAC 26D .0012 are exceeded (See page 30 of this plan). 
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PAYMENT OF MEDICARE PART A DEDUCTIBLES 
 
For payment of Medicare Part A claims, the Division of Medical Assistance shall pay the Medicaid DRG payment 
less the amount paid by Medicare not to exceed the sum of the Medicare Coinsurance and Deductible.  For payment 
of Medicare Part A claims for psychiatric and rehabilitation services, the Division of Medical Assistance shall pay 
the Medicaid per diem less the amount paid by Medicare not to exceed the sum of Medicare Coinsurance and 
Deductible. 
 
PAYMENT ASSURANCES 
 
The state shall pay each hospital the amount determined for inpatient services provided by the hospital according to 
the standards and methods set forth in this plan. In all circumstances involving third party payment, Medicaid shall 
be the payor of last resort. 
 
PROVIDER PARTICIPATION 
 
Payments made according to the standards and methods described in this plan are designed to enlist the participation 
of a majority of hospitals in the program so that eligible persons can receive medical care services covered by the 
North Carolina Medicaid program at least to the extent these services are available to the general public. 
 
PAYMENT IN FULL 
 
Participation in the North Carolina Medicaid program shall be limited to hospitals who accept the amount paid in 
accordance with this plan as payment in full for services rendered to Medicaid recipients. 
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These changes to the payment for general hospital inpatient services reimbursement plan will become effective 
when: 
 
The Centers for Medicare and Medicaid Services, U.S. Department of Health and Human Services, approves 
amendment submitted to CMS by the Director of the Division of Medical Assistance on or about January 1, 1995 as 
#MA 94-33, wherein the Director proposes amendments of the State Plan to amend payment for general hospital 
inpatient services. 
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During the process of estimating costs on a claim by claim basis, all costs were inflated to State Fiscal Year 1994 
using the North Carolina hospital market basket rates of 5.1% for SFY 1993 and 4.7% for SFY 1994. For routine 
services, this was done by inflating the per diem rate from the cost report fiscal year to SFY 1994. For example: 
 

Assume a routine per diem of $600 with a hospital cost report fiscal year end of 12/31/93 and an inflation 
rate of 4.4% per annum. 
 
June 31, 1994 – December 31, 1993 – 181 days 
 
$600*(1+(181/365*0.047)) = $613.98 

 
For ancillary services, the starting point for any inflation adjustment is the date of service on the claim. This practice 
assumes that hospitals regularly increase their ancillary charges in response to increased costs, such that the use of 
the cost to charge ratio from last year’s cost report applied to this year’s charge should result in a close 
approximation of costs. 
 
The costs for all ancillary service line items on all claims were adjusted to the midpoint of SFY 1994 (January 1, 
1994) using the NC Hospital market basket rates2. For example: 
 

(1) Assume that the discharge date on a claim is 12/15/93,with charges of $600: 
 

January 1, 1994-July 15, 1993 = 199 days 
 

$600*(1+(199/365)*.047) =$615.37 
 
(2) Assume that the discharge date on a claim is 3/15/94 with charges of $600: 
 

January 1, 1994 – March 15, 1994 = 73 days 
 

$600*(1+(-73/365)*.047) = $594.36 
 
 
 
  
 

2Cost estimates for claims with dates of services after the fiscal year midpoint were deflated back 
to January 1, 1994. However, to avoid biases due to completion rates, we ultimately decided not to 
use these claims in rate setting. 

 
 
 
 
 
TN. No.  05-015 
Supersedes   Approval Date  December 15, 2005  Eff. Date  10/01/2005 
TN. No.  97-10 
 



 

 

Attachment 4.19-A 
Page 32 

 
State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program  
State:  NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 
 

 
 
 
 
 
 
 
 
 
 
 
TN No.  05-015 
Supersedes   Approval Date  December 15, 2005  Eff. Date  10/01/2005 
TN No.  00-23 

 



 

 

Attachment 4.19-A 
Page 33 

 
State Plan under Title XIX of the Social Security Act  
Medical Assistance Program 
State: NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 
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108A-55. Payments.  
 
  (a) The Department may authorize, within 
appropriations made for this purpose, payments of all 
or part of the cost of medical and other remedial care 
for any eligible person when it is essential to the 
health and welfare of such person that such care be 
provided, and when the total resources of such person 
are not sufficient to provide the necessary care. When 
determining whether a person has sufficient resources 
to provide necessary medical care, there shall be 
excluded from consideration the person’s primary 
place of residence and the land n which it is situated, 
and in addition there shall be excluded real property 
contiguous with the person’s primary place of 
residence in which the property tax value is less than 
twelve thousand dollars ($12,000). 
  (b) Payments shall be made only to intermediate 
care facilities, hospitals and nursing homes licensed 
and approved under the laws of the State of North 
Carolina or under the laws of another state, or to 
pharmacies, physicians, dentists, optometrists or 
other providers of health-related services authorized 
by the Department. Payments may also be made to 
such fiscal intermediaries and to the capitation or 
prepaid health service contractors as may be 
authorized by the Department. Arrangements under 
which payments are made to capitation or prepaid 
health services contracts are not subject to the 
provisions of Chapter 58 of the General Statutes or of 
Article 3 of Chapter 143 of the General Statues. 
  (c) The Department shall reimburse providers of 
services, equipment, or supplies under the Medical 
Assistance Program in the following amounts: 
 

 
(1) The amount approved by the Centers for 

Medicare and Medicaid Services of the United 
States Department of Health and Human 
Services, if that Administration approves an 
exact reimbursement amount; 

(2) The amount determined by application of a 
method approved by the Centers for Medicare 
and Medicaid Services of the United States 
Department of Health and Human Services, if 
that Administration approves the method by 
which a reimbursement amount is determined, 
and not the exact amount. 

  The Department shall establish the methods by 
which reimbursement amounts are determined in 
accordance with Chapter 150B of the General 
Statutes. A change in a reimbursement amount 
becomes effective as of the date for which the change 
is approved by the Centers for Medicare and 
Medicaid Services of the United States Department 
of Health and Human Services.  
  (d) No payments shall be made for the care of any 
person in a nursing home or intermediate care home 
which is owned or operated in whole or in part by a 
member of the Social Services Commission, of any 
county board of social services, or of any board of 
county commissioners, or by an official or employee 
of the Department or of any county department of 
social services or by a spouse of any such persons. 
(1965, c.    1173, s. 1;1969, c. 546, s. 1;1971, c.  435; 
1973, c.476, s. 138, c. 644;1975, c. 123;ss. 1, 2;1977, 
2ND Sess., c. 1219, c. 25;1979, c. 702, s. 7;1981, c. 
275, s. 1;c. 849, s. 2;1991, c. 388, s. 1;1993, c. 529, s. 
7.3)
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10A NCAC 21B .0406 DEDUCTIBLE 
(a)  Deductible shall apply to a client in the following arrangements: 

(1) In the community, in private living quarters; or 
(2) In a residential group facility; or 
(3) In a long term care living arrangement when the client: 

(A) Has enough income monthly to pay the Medicaid reimbursement rate for 31 days, but 
does not have enough income to pay the private rate plus all other anticipated medical 
costs; or 

(B) Is under a sanction due to a transfer of resources as specified in Rule .0311 of this 
Subchapter; or 

(C) Does not yet have documented prior approval for Medicaid payment of nursing home 
care; or 

(D) Resided in a newly certified facility in the facility's month of certification; or 
(E) Chooses to remain in a decertified facility beyond the last date of Medicaid payment; or 
(F) Is under a Veterans Administration (VA) contract for payment of cost of care in the 

nursing home. 
(b)  The client or his representative shall be responsible for providing bills, receipts, insurance benefit statements or 
Medicare EOB to establish incurred medical expenses and his responsibility for payment.  If the client has no 
representative and he is physically or mentally incapable of accepting this responsibility, the county shall assist him. 
(c)  Expenses shall be applied to the deductible when they meet the following criteria: 

(1) The expenses are for medical care or service recognized under state or federal tax law; 
(2) The are incurred by a budget unit member; 
(3) They are incurred: 

(A) During the certification period for which eligibility is being determined and the 
requirements of Paragraph (d) of this Rule are met; or 

(B) Prior to the certification period and the requirements of Paragraph (e) of this Rule are 
met. 

(d)  Medical expenses incurred during the certification period shall be applied to the deductible if the requirements 
in Paragraph (c) of this Rule are met and: 

(1) The expenses are not subject to payment by any third party including insurance, government 
agency or program except when such program is entirely funded by state or local government 
funds, or private source; or 

(2) The private insurance has not paid such expenses by the end of the application time standard; or 
(3) For certified cases, the insurance has not paid by the time that incurred expenses equal the 

deductible amount; or 
(4) The third party has paid and the client is responsible for a portion of the charges. 
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10A NCAC 21B .0406 DEDUCTIBLE  (continued) 
(e)  The unpaid balance of a Medical expense incurred prior to the certification period shall be applied to the 
deductible if the requirements in Paragraph (c) of this Rule are met and: 

(1) The medical expense was: 
(A) Incurred within 24 months immediately prior to: 

(i) The month of application for prospective or retroactive certification period or 
both; or 

(ii) The first month of any subsequent certification period; or 
(B) Incurred prior to the period described in Subparagraph (e)(1)(A) of this Rule; and a 

payment was made on the bill during that period; and 
(2) The medical expense: 

(A) Is a current liability; 
(B) Has not been applied to a previously met deductible; and 
(C) Insurance has paid any amount of the expense covered by the insurance. 

(f)  Incurred medical expenses shall be applied to the deductible in chronological order of charges except that: 
(1) If medical expenses for Medicaid covered services and non-covered services occur on the same 

date, apply charges for non-covered services first; and 
(2) If both hospital and other covered medical services are incurred on the same date, apply hospital 

charges first; and 
(3) If a portion of charges is still owed after insurance payment has been made for lump sum charges, 

compute incurred daily expense to be applied to the deductible as follows: 
(A) Determine average daily charge excluding discharge date from hospitals; and 
(B) Determine average daily insurance payment for the same number of days; and 
(C) Subtract average daily insurance payment from the average daily charge to establish 

client's daily responsibility. 
(g)  Eligibility shall begin on the day that incurred medical expenses reduce the deductible to $0, except that the 
client is financially liable for the portion of medical expenses incurred on the first day of eligibility that were applied 
to reduce the deductible to $0.  If hospital charges were incurred on the first day of eligibility, notice of the amount 
of those charges applied to meet the deductible shall be sent to the hospital for deduction on the hospital's bill to 
Medicaid. 
(h)  The receipt of proof of medical expenses and other verification shall be documented in the case record. 
 
History Note: Authority G.S. 108A-54; 42 C.F.R. 435.732; 42 C.F.R. 435.831; Alexander v. Flaherty, U.S.D.C., 

W.D.N.C., File Number C-C-74-483; Alexander v. Flaherty Consent Order filed February 14, 
1992; 
Eff. September 1, 1984; 
Amended Eff. June 1, 1994; September 1, 1993; April 1, 1993; August 1, 1990. 
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10A NCAC 21B .0407 PATIENT LIABILITY 
(a)  Patient liability shall apply to clients who live in facilities for skilled nursing, intermediate nursing, intermediate 
nursing for mental retardation or other medical institutions. 
(b)  The client's patient liability for cost of care shall be computed as a monthly amount after deducting the 
following from his total income: 

(1) An amount for his personal needs as established under Rule .0313 of this Subchapter; 
(2) Income given to the community spouse to provide him a total monthly income from all sources, 

equal to the "minimum monthly maintenance needs allowance" as defined in 42 U.S.C. 
1396r-5(d)(3)(A)(i); 

(3) Income given to family members described in 42 U.S.C. 1396r-5(d)(1), to provide each, from all 
sources of income, a total monthly income equal to: 
(A) One-third of the amount established under 42 U.S.C. 1396r-5(d)(3)(A)(i); or 
(B) Where there is no community spouse, an amount for the number of dependents, based on 

the income level for the corresponding budget unit number, as approved by the NC 
General Assembly and stated in the Appropriations Act for categorically and medically 
needy classifications; 

(4) The income maintenance level provided by statute for a single individual in a private living 
arrangement with no spouse or dependents at home, for whom the physician of record has 
provided a written statement that the required treatment is such that the patient is expected to 
return home within six months, shall be allowed; 

(5) An amount for unmet medical needs as determined under Paragraph (f) of this Rule. 
(c)  Patient liability shall apply to institutional charges incurred from the date of admission or the first day of the 
month as appropriate and shall not be prorated by days if the client lives in more than one institution during the 
month. 
(d)  The county department of social services shall notify the client, the institution and the state of the amount of the 
monthly liability and any changes or adjustments. 
(e)  When the patient liability as calculated in Paragraph (b) of this Rule exceeds the Medicaid reimbursement rate 
for the institution for a 31 day month: 

(1) The patient liability shall be the institution's Medicaid reimbursement rate for a 31 day month; 
(2) The client shall be placed on a deductible determined in accordance with Federal regulations and 

Rules .0404, .0405 and .0406 of this Subchapter. 
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State Plan under Title XIX of the Social Security Act  
Medical Assistance Program 
State: NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 
 
10A NCAC 21B .0407 PATIENT LIABILITY  (continued) 
(f)  The amount deducted from income for unmet medical needs shall be determined as follows: 

(1) Unmet medical needs shall be the costs of: 
(A) Medical care covered by the program but that exceeds limits on coverage of that care and 

that is not subject to payment by a third party; 
(B) Medical care recognized under State and Federal tax law that is not covered by the 

program and that is not subject to payment by a third party; and 
(C) Medicare and other health insurance premiums, deductibles, or coinsurance charges that 

are not subject to payment by a third party. 
(2) The amount of unmet medical needs deducted from the patient's monthly income shall be limited 

to monthly charges for Medicare and other health insurance premiums. 
(3) The actual amount of incurred costs which are the patient's responsibility shall be deducted when 

reported from the patient's liability for one or more months. 
(4) Incurred costs shall be reported by the end of the six month Medicaid certification period 

following the certification period in which they were incurred. 
 
History Note: Authority G.S. 108A-54; 42 C.F.R. 435.732; 42 C.F.R. 435.733; 42 C.F.R. 435.831; 

42 C.F.R. 435.832; 42 U.S.C. 1396r-5; 
Eff. September 1, 1984; 
Amended Eff. September 1, 1994; March 1, 1991; August 1, 1990; March 1, 1990. 
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State Plan under Title XIX of the Social Security Act  
Medical Assistance Program 
State: NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 

 
10A NCAC 22J .0101 PURPOSE AND SCOPE 
The purpose of these regulations is to specify the rights of providers to appeal reimbursement rates, payment denials, 
disallowances, payment adjustments and cost settlement disallowances and adjustments.  Provider appeals for 
program integrity action are specified in 10A NCAC 22F. 
 
History Note: Authority G.S. 108A-25(b); 108A-54; 150B-11; 42 U.S.C. 1396(b); 

Eff. January 1, 1988. 
 
 
 
10A NCAC 22J .0102 PETITION FOR RECONSIDERATION REVIEW 
(a)  A provider may request a reconsideration review within 30 calendar days from receipt of final notification of 
payment, payment denial, disallowances, payment adjustment, notice of program reimbursement and adjustments 
and within 60 calendar days from receipt of notice of an institutional reimbursement rate.  Final notification of 
payment, payment denial, disallowances and payment adjustment means that all administrative actions necessary to 
have a claim paid correctly have been taken by the provider and DMA or the fiscal agent has issued a final 
adjudication.  If no request is received within the respective 30 or 60 day periods, the state agency's action shall 
become final. 
(b)  A request for reconsideration review must be in writing and signed by the provider and contain the provider's 
name, address and telephone number.  It must state the specific dissatisfaction with DMA's action and should be 
mailed to:  Appeals, Division of Medical Assistance at the Division's current address. 
(c)  The provider may appoint another individual to represent him.  A written statement setting forth the name, 
address and telephone number of the representative so designated shall be sent to the above address.  The 
representative may exercise any and all rights given the provider in the review process.  Notice of meeting dates, 
requests for information, hearing decisions, etc. will be sent to the authorized representative.  Copies of such 
documents will be sent to the petitioner only if a written request is made. 
 
History Note: Authority G.S. 108A-25(b); 108A-54; 150B-11; 42 U.S.C. 1396(b); 

Eff. January 1, 1988. 
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State Plan under Title XIX of the Social Security Act  
Medical Assistance Program 
State: NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 
 
10A NCAC 22J .0103 RECONSIDERATION REVIEW PROCESS 
(a)  Upon receipt of a timely request for a reconsideration review, the Deputy Director shall appoint a reviewer or 
panel to conduct the review.  DMA will arrange with the provider a time and date of the hearing.  The provider must 
reduce his arguments to writing and submit them to DMA no later than 14 calendar days prior to the review.  Failure 
to submit written arguments within this time frame shall be grounds for dismissal of the reconsideration, unless the 
Division within the 14 calendar day period agrees to a delay. 
(b)  The provider will be entitled to a personal review meeting unless the provider agrees to a review of documents 
only or a discussion by telephone. 
(c)  Following the review, DMA shall, within 30 calendar days or such additional time thereafter as specified in 
writing during the 30 day period, render a decision in writing and send it by certified mail to the provider or his 
representative. 
 
History Note: Authority G.S. 108A-25(b); 108A-54; 150B-11; 42 U.S.C. 1396(b); 

Eff. January 1, 1988. 
 
 
 
10A NCAC 22J .0104 PETITION FOR A CONTESTED CASE HEARING 
If the provider disagrees with the reconsideration review decision he may request a contested case hearing in 
accordance with 10A NCAC 01. 
 
History Note: Authority G.S. 108A-25(b); 108A-54; 150B-11; 42 U.S.C. 1396(b); 

Eff. January 1, 1988. 
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State Plan under Title XIX of the Social Security Act  
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State: NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 

 
10A NCAC 22B .0104 TIME LIMITATION 
(a)  To receive payment, claims must be filed either: 

(1) Within 365 days of the date of service for services other than inpatient hospital, home health or 
nursing home services; or 

(2) Within 365 days of the date of discharge for inpatient hospital services and the last date of service 
in the month for home health and nursing home services not to exceed the limitations as specified 
in 42 C.F.R. 447.45; or 

(3) Within 180 days of the Medicare or other third party payment, or within 180 days of final denial, 
when the date of the third party payment or denial exceeds the filing limits in Subparagraphs (1) or 
(2) of this Rule, if it can be shown that: 
(A) A claim was filed with a prospective third-party payor within the filing limits in 

Subparagraph (1) or (2) of this Rule; and 
(B) There was a possibility of receiving payment from the third party payor with whom the 

claim was filed; and 
(C) Bona fide and timely efforts were pursued to achieve either payment or final denial of the 

third-party claim. 
(b)  Providers must file requests for payment adjustments or requests for reconsideration of a denied claim no later 
than 18 months after the date of payment or denial of a claim. 
(c)  The time limitation specified in Paragraph (a) of this Rule may be waived by the Division of Medical Assistance 
when a correction of an administrative error in determining eligibility, application of court order or hearing decision 
grants eligibility with less than 60 days for providers to submit claims for eligible dates of service, provided the 
claim is received for processing within 180 days after the date the county department of social services approves the 
eligibility. 
(d)  In cases where claims or adjustments were not filed within the time limitations specified in Paragraphs (a) and 
(b) of this Rule, and the provider shows failure to do so was beyond his control, he may request a reconsideration 
review by the Director of the Division of Medical Assistance.  The Director of Medical Assistance is the final 
authority for reconsideration reviews.  If the provider wishes to contest this decision, he may do so by filing a 
petition for a contested case hearing in conformance with G.S. 150B-23. 
 
History Note: Authority G.S. 108A-25(b); 42 C.F.R. 447.45; 

Eff. February 1, 1976; 
Amended Eff. October 1, 1977; 
Readopted Eff. October 31, 1977; 
Amended Eff. June 1, 1993; June 1, 1988; November 1, 1986; July 1, 1985. 
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State Plan under Title XIX of the Social Security Act  
Medical Assistance Program 
State: NORTH CAROLINA 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 

 
The State has in place a public process which complies with the requirements of Section 1902(a)(13)(A) of the 
Social Security Act. 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State: North Carolina 
 
Payments for Medical and Remedial Care and Services:  Inpatient Hospital 
 
INPATIENT PSYCHIATRIC FACILITY SERVICES FOR INDIVIDUALS UNDER 21 YEARS OF AGE 
 
The Division of Medical Assistance will negotiate prospective facility rates with private and public providers of 
psychiatric residential treatment facility services.  Said negotiated prospective rates shall be based on reasonable 
cost.  Reasonable costs are determined by the Division of Medical Assistance based upon the standards set in the 
HCFA-15 Provider Reimbursement Manual. 
 
The per diem rates shall be adjusted annually for inflation.  Rates shall be updated annually by the National Hospital 
Market Basket Index as published by Medicare and applied to the most recent actual and projected cost data 
available from the North Carolina Office of State Budget, Planning and Management. 
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State Plan Under Title XIX of the Social Security Act  
Medical Assistance Program 
 
State:  North Carolina 
 
 
Citation  
42 CFR 447, 434, 438, and 1902(a)(4), 1902(a)(6), and 1903 
Payment Adjustment for Provider Preventable Conditions 

The Medicaid agency meets the requirements of 42 CFR Part 447, Subpart A, and sections 
1902(a)(4),1902(a)(6), and 1903 with respect to non-payment for provider-preventable 
conditions.   
 

Health Care-Acquired Conditions 
The State identifies the following Health Care-Acquired Conditions for non-payment under 
Section 4.19 (A) 

 
__X__ Hospital-Acquired Conditions as identified by Medicare other than Deep Vein Thrombosis 
(DVT)/Pulmonary Embolism (PE) following total knee replacement or hip replacement surgery in pediatric 
and obstetric patients.  

 
Effective January 1, 2011, Medicaid will make zero payment to providers for services related to Provider 
Preventable Conditions (PPC) which includes Healthcare Acquired Conditions (HCAC).  Reimbursement for 
conditions described above is defined in Attachment 4.19A, Page 8a of this State Plan.  
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State Plan Under Title XIX of the Social Security Act  
Medical Assistance Program 
 
State:  North Carolina 
 
Other Provider-Preventable Conditions  

The State identifies the following Other Provider-Preventable Conditions for non-payment under 
Section(s) 4.19b 
 
__X__ Wrong surgical or other invasive procedure performed on a patient; surgical or other invasive 
procedure performed on the wrong body part; surgical or other invasive procedure performed on the wrong 
patient. 
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State Plan Under Title XIX of the Social Security Act  
Medical Assistance Program 
 
State:  North Carolina 
 

 
 
___X__ Additional Other Provider-Preventable Conditions identified below (please indicate the section(s) 
of the plan and specific service type and provider type to which the provisions will be applied.   
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State: North Carolina 
 
Payment for Medical and Remedial Care and Services: Inpatient Hospital 
 
Payment for Swing Beds and Lower Level Beds: 
 
FY 2005 and 2006 – No rate increase from the June 30, 2005 rate for all Medicaid private and public 
providers with the following exceptions: federally qualified health clinics, rural health centers, state 
institutions, outpatient hospital, pharmacy and the non-inflationary components of the case-mix 
reimbursement system for nursing facilities. 
 
NC General Assembly legislation mandates that effective July 1, 2005, reimbursement rates for these 
programs (Head Injury and Ventilator Nursing Beds) for the state fiscal years 2005-2006 and 2006-2007 
will remain at the rate in effect as of June 30, 2005, except rates may be adjusted downward. 
 
FY 2008-2009 – No Adjustment for Head and Vent Beds 
 
FY 2009-2010 – The rates for SFY2010 are frozen as of the rates in effect July 1, 2009. Effective October 
1, 2009, an overall rate reduction adjustment of 5.65% (annualized over 9 months) for Swing and Lower 
Level beds. 
 
FY 2010-2011 – As of July 1, 2010, rates will be frozen as in effect June 30, 2010. 
 
SFY 2012 – Rates will be frozen at the rate in effect on June 30, 2011. Effective October 1, 2011, existing 
rates are adjusted by a negative 2.67% to yield a twelve (12) month two percent (2%) budget reduction in 
the nine (9) remaining months of this State Fiscal Year. 
 
SFY 2013 – Effective July 1, 2012, the rates will be adjusted such that they will equal 98% of the rate in 
effect July 1, 2011.  There will be no further annual adjustments this state fiscal year 
  
SFY 2014 – Effective August 1, 2013, rates will be frozen at the rates in effect June 30, 2013. There will 
be no further annual adjustment. 
 
SFY 2015 – Effective July 1, 2014, rates will be frozen at the rate in effect June 30, 2014. There will be 
no further annual adjustments this state fiscal year. 
 
 

Reference: Attachment 4.19-A, Page 25 
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State Plan Under Title XIX of the Social Security Act  
Medical Assistance Program  
State: North Carolina  
 
Payments for Medical and Remedial Care and Services: Inpatient Hospital  
 
Payment for Inpatient Psychiatric Facility Services for Individuals Under 21 Years of Age:  
 
SFY 2010 – The rates for SFY 2010 are frozen as of the rates in effect at July 1, 2009.  
Effective October 1, 2009, an overall program reduction of 4.29% was applied.  There will be no further 
annual adjustment.  
 
SFY 2011 – The rates for SFY 2011 are frozen as of the rates in effect at July 1, 2010.  There will be no 
further annual adjustment.  
 
SFY 2012 – Effective July 1, 2011, rates will be frozen at the rate in effect on June 30, 2011.  Effective 
November 1, 2011, existing rates are adjusted by a negative 2.67% to yield a twelve (12) month two 
percent (2%) reduction in the nine (9) remaining months of this State Fiscal Year.  
 
SFY 2013 – Effective July 1, 2012, the rates will be adjusted such that they will equal 98% of the rate in 
effect July 1, 2011.  There will be no further annual adjustments this state fiscal year. 
 
SFY 2014 – Effective August 1, 2013, the rates will be frozen at the rates in effect on June 30, 2013.  
There will be no further annual adjustment. 
 
SFY 2015 – Effective July 1, 2014, rates will be frozen at the rate in effect on June 30, 2014.  There will 
be no further annual adjustments this state fiscal year. 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
 
State:  NORTH CAROLINA 
 
 
Inpatient Hospital: 
 

SFY 2012 – Rates will be frozen at the rate in effect on June 30, 2011.  Effective October 1, 2011, existing 
hospital rates are adjusted by a negative 9.80%, and non-state-owned freestanding psychiatric and 
rehabilitation hospitals existing rates are adjusted by a negative 2.67%.   

 
SFY 2013 – Effective July 1, 2012, the hospital rates will be adjusted such that they will equal 92.68% of 
the rate in effect on June 30, 2011, and non-state-owned freestanding psychiatric and rehabilitation 
hospitals rates will be adjusted such that they will equal 98% of the rate in effect on June 30, 2011. There 
will be no further annual adjustments this state fiscal year. 
 
SFY 2014 – Base DRG rates, Base Psychiatric per diem rates, and Base Rehabilitative per diem rates will 
be frozen at the rate in effect on June 30, 2013.  Effective January 1, 2014, the hospital base rates will be 
adjusted such that they will equal 97% of the rate in effect on June 30, 2013. There will be no further 
annual adjustments this state fiscal year. 
 
SFY 2016 – Effective July 1, 2015, the rates are frozen at the rate in effect as of June 30, 2015.  There will 
be no further annual adjustments this state fiscal year. 
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State Plan Under Title XIX of the Social Security Act 
Medical Assistance Program 
State:  NORTH CAROLINA 
 

  
  

Hospital Acquired Condition (HAC) Never Events (NE) / Present on Admission (POA)  
 
For dates of service January 1, 2011 and after, for all Medicaid patients, requests for Diagnosis Related Groups 
(DRGs) attributable to Medicare identified hospital acquired conditions and never events will not be approved by 
the Peer Review Organization (PRO) and are not reimbursable.  PRO review for present on admission is not 
required.  This policy applies to all Medicaid reimbursement provisions, contained in Attachment 4.19-A, including 
Medicaid supplemental or enhanced payments and Medicaid disproportionate share hospital payments and complies 
with Medicare Billing Guidelines for Hospital Acquired Conditions, Never Events and Present on Admission.  
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