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Section 1902(a) of the Social Security Act (the Act) requires that states have a state plan for medical assistance that meets certain federal requirements that set out a framework for the State program.  Implementing regulations at 42 CFR 430.10 require that the state plan be a comprehensive written statement containing “all information necessary for CMS to determine whether the plan can be approved as a basis for Federal Financial Participation (FFP) in the State program.” 

To be comprehensive, payment methodologies should be understandable, clear and unambiguous.  In addition, because the plan is the basis for FFP, it is important that the plan language provide an auditable basis for determining whether payment is appropriate.  The options below generally are used by states to meet the comprehensiveness requirements of 430.10.  

State Plan Options

1. States may include the actual rates paid to providers in the state plan.   

2. States may include the precise formula in the state plan that explains how rates are set, allowing providers to reasonably estimate their Medicaid payment.  The rate-setting formula must refer to a recognized standard for rate-setting.  For example, the formula could:

a) provide for payment at a percentage of specified, published Medicare rates,
b) identify the components of a formula, e.g. Medicare relative value units multiplied by an identified conversion factor (set by the state) multiplied by a geographic adjustor (set by the state), or
c) identify a base rate (i.e. $20 per 15 minute unit as of July 1, 2016) and an inflation factor (the exact percentage, or a nationally recognized factor) used to update rates on a regular basis (i.e. annually, on January 1).

3. A state may identify in the plan the “effective date” (see below) of a fee schedule.  The language requires states to include in the plan the last date on which the schedule was updated and the published location of the fee schedule.  It also indicates that the same rate is paid to governmental and private providers of the same service.  If this is not the case, the state should explain the need for differing rates.  

Effective Date Fee Schedule Language

“Except as otherwise noted in the plan, state-developed fee schedule rates are the same for both governmental and private providers of (ex. case management for persons with chronic mental illness). The agency’s fee schedule rate was set as of (insert date here) and is effective for services provided on or after that date.  All rates are published (ex. on the agency’s website).”  

When adjustments to the fee schedule rates occur, the state must submit a state plan amendment (SPA) to change the “effective” date for the fee schedules.  There are several ways in which the state plan may be updated:  

a) The state can include the “effective date” language in each of the affected state plan payment sections (e.g., personal care services, home health, case management, etc.)

b) If a state must make multiple updates to any fee schedule referenced in the state plan, all of the updates made in a single quarter may be addressed through the submission of one SPA.  When the state submits that SPA, it could use the following language:

The agency’s fee schedule rate was revised with new fees for (insert service) effective:

For services on or after (Month/Day/Year).  The fee schedule was posted on (insert date of posting).

For services on or after (Month/Day/Year).  The fee schedule was posted on (insert date of posting).

For services on or after (Month/Day/Year).  The fee schedule was posted (insert posting location) on (insert date of posting).

For services on or after (Month/Day/Year).  The fee schedule was posted (insert posting location) on (insert date of posting).

Each fee schedule revision is effective for services provided on or after that date.  Providers are notified of the rate changes through (______________________________).  All fee schedules are available through the agency’s website at (insert URL).

c) The state could use a “frontispiece” which lists all of the state plan services paid on a fee schedule, with the date upon which the rates related to each was updated.  A sample is attached.  This places all of the fee schedule updates in one place in the plan and limits the number of pages that must be updated when multiple rates are updated at the same time.

Requirements Applicable to Rates for Services Provided in Residential Settings 

FFP for costs related to facility overhead and room and board is only available under Medicaid for services provided in recognized institutions, i.e., hospitals, nursing facilities, ICFIIDs, IMDs (for limited populations) and PRTFs.  Many states pay for non-institutional Medicaid services, such as personal care and mental health rehabilitative services, in settings such as personal care homes or residential treatment facilities which are not recognized as institutions under Medicaid.  In reviewing rates for non-institutional services provided in these settings, CMS requires an explanation of how the rate was developed to verify that the rate does not include considerations for room and board and overhead related to operation of the residential facility.  The state will also be asked to provide an assurance to that effect in the State plan. 

Requirements Related to Bundled Rates

Some states pay “bundled” or global rates for services.  These rates can be for: a single service, such as a daily rate for personal care services; multiple services within a single service category, such as a daily rate for assertive community treatment rehabilitative services or; a rate for different types of services across coverage categories, such as a daily rate for personal care, case management and therapies.  

When states institute or amend rates of these types, the state must explain/demonstrate how the rate was developed based on the expected utilization and costs of the component services to determine that the rate meets requirements for economy and efficiency and that it is sufficient to ensure that beneficiaries receive the level of services they require. 

Requirements Related to Supplemental Payments
                                          
Many states make supplemental payments for Medicaid services that are in addition to the base payment rates providers receive.  Typically supplemental payments are made to institutional Medicaid providers (i.e. hospitals and nursing facilities) within applicable upper payment limits.  State plan methodologies for supplemental payments must clearly specify the providers that are eligible to receive the payments, the methodology used to calculate the payment amount and the payment distribution methodology.  States often make supplemental payments in lump sum amounts on a quarterly or annual basis.  Since the supplemental payments are based on the provision of Medicaid services, states are limited to making payments within the upper payment limit for a payment period.  This means, for instance, a state’s quarterly supplemental payments could not exceed one quarter of the available UPL room for the payment year. 
	
Examples of Methodologies that are Not Comprehensive

CMS has determined that the following examples of methodology descriptions do not meet the comprehensive requirements:

a) language that indicates that rates are adjusted based on a legislative appropriation;
b) language that provides for unspecified periodic, interim, or annual updates;
c) payments based on a percentage of charges, since charges are set by the provider and can vary.  
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