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In determining allowable operating costs for any base year there is applied a limitation, which
is derived from the fiscal year one year prior to the base year, increased by the Medicare inflation
factor for hospitals and units excluded from the prospective payment system. Both the base year and
the limitation are subject to an administration cost screen. The administration cost screen is derived
from the costs in the fiscal year one year prior to the base year (i.e. the same cost year the limitation
is derived from), and is the group average cost plus ten percent. Separate administration cost screens
are calculated for hospitals greater than 100 beds (group one), and hospitals less than 100 beds
(group two). The allowable costs are the lesser of the base year operating costs or the limitation. The
allowable operating costs are then increased for inflation to the rate year by the Medicare inflation
factor described above, except that the 1996 Medicaid rates will not include an inflation factor for
1996 effective July 1, 1996, and the 2010 Medicaid rates will not include an inflation factor for 2010
effective January 1, 2010. Such inflation factor shall be as determined by the Federal Government
each year prior to the effective date of the payment rates calculated herein.

Rates of payment in effect on December 31, 2011, will continue in effect for the period
January 1, 2012 through December 31, 2012.

Appeals from rate determinations are heard by the Commissioner. The Commissioner may
hear requests for rate revisions which are based on errors in the calculation of the rate or in the data
submitted by the facility or based on significant changes in operating costs resulting from changes in
services, programs or capital projects approved by the Commissioner in connection with OMH’s
certificate of need procedures. Revised rates must be certified by the Commissioner and approved by
the Director of the Budget.

1. CAPITAL COSTS

To allowable operating costs are added allowable capital costs. Allowable capital costs are determined
by the application of the principles developed for determining reasonable cost payments under the
Medicare program. Allowable capital costs include an allowance for depreciation and interest. To be
allowable, capital expenditures subject to the Office of Mental Health’s certificate of need procedures
must be reviewed and approved by the Office of Mental Health.

The allowed capital cost component of the budget based rate will be based upon approved annual
budgeted costs and approved budgeted patient days retroactively adjusted to actual certified costs
divided by the higher of the actual patient days or the approved budgeted patient days.

Transfer of Ownership

In establishing an appropriate allowance for depreciation and for interest on capital indebtedness with
respect to an asset of a hospital which has undergone a change of ownership, that the valuation of
the asset after such change of ownership shall be the lesser of the allowable acquisition cost of such
asset to the owner of record as of July 18, 1984 (or, in the case of an asset not in existence as of

such date, the first owner of record of the asset after such date), or the acquisition cost of such asset
to the new owner.
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