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SUBSTI TUTE HOUSE BI LL 2935

State of WAshi ngt on 55th Legislature 1998 Regul ar Sessi on

By House Conmmttee on Health Care (originally sponsored by
Representati ves Dyer, Cody, Huff and Backl und)

Read first tine 01/27/98. Referred to Commttee on

AN ACT Relating to nursing honme paynent rates; anmending RCW
74.46.010, 74.46.020, 74.46.060, 74.46.090, 74.46.100, 74.46.190,
74.46.210, 74.46.220, 74.46.230, 74.46.360, 74.46.475, 74.46.610,
74.46.620, 74.46.630, 74.46.640, 74.46.660, 74.46.680, 74.46.690,
74.46.770, 74.46.780, 74.46.800, 74.46.820, and 72.36.030; addi ng new
sections to chapter 74.46 RCW creating a new section; repealing RCW
74.46.105, 74.46.115, 74.46.130, 74.46.150, 74.46.160, 74.46.170,
74. 46. 180, 74.46.670, and 74.46.595; and providing effective dates.

BE | T ENACTED BY THE LEG SLATURE OF THE STATE OF WASHI NGTON:

Sec. 1. RCW74.46.010 and 1980 ¢ 177 s 1 are each anended to read
as follows:

This chapter may be known and cited as the "nursing ((Heres
Avdi-thgand--Cost—Retburserent—Act—o+—1980) ) facility nedi cai d paynent
system "

Sec. 2. RCW 74.46.020 and 1995 1st sp.s. ¢ 18 s 90 are each
anmended to read as foll ows:

Unl ess the context clearly requires otherwi se, the definitions in
this section apply throughout this chapter.
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(1) "Accrual nethod of accounting” nmeans a nethod of accounting in
which revenues are reported in the period when they are earned,
regardl ess of when they are coll ected, and expenses are reported in the
period in which they are incurred, regardl ess of when they are paid.

(2) ((“AnettHary—ecare"—neans—those—services—required—by—the

3y)) "Appraisal" neans the process of estimating the fair market
val ue or reconstructing the historical cost of an asset acquired in a
past period as perfornmed by a professionally designated real estate
appraiser with no pecuniary interest in the property to be appraised.
It includes a systematic, analytic determ nation and the recordi ng and
anal yzing of property facts, rights, investnents, and val ues based on
a personal inspection and inventory of the property.

((4)) (3) "Arnmis-length transaction”™ neans a transaction
resul ting fromgood-faith bargai ni ng between a buyer and seller who are
not related organi zations and have adverse positions in the market
pl ace. Sal es or exchanges of nursing hone facilities anong two or nore
parties in which all parties subsequently continue to own one or nore
of the facilities involved in the transactions shall not be consi dered
as arm s-length transactions for purposes of this chapter. Sale of a
nursing home facility which is subsequently | eased back to the seller
within five years of the date of sale shall not be considered as an
arm s-length transaction for purposes of this chapter.

((65))) (4) "Assets" nmeans econom c resources of the contractor,
recognized and neasured in conformty wth generally accepted
accounting principles.

((66))) (5) "Audit" or "departnent audit" neans an exam nation of
the records of a nursing facility participating in the nedi caid paynent
system including but not limted to: The contractor’s financial and
statistical records, cost reports and supporting docunentation and
schedul es, receivables, and resident trust funds, to be perforned as
deened necessary by the departnent and according to departnent rule.

(6) "Bad debts" neans anounts considered to be uncollectible from
accounts and notes receivable.

(7) ((*Beds—reans—thenunber—of——set—up—beds—+nthefactHty—not
to—exceedthenurber—oftcensed beds—-

8))) "Base price" neans the per day anount that the departnent
shall determ ne by arraying fromhigh to |l ow, using two peer groups as
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described in this chapter, each facility’s all owable cost per case m x
unit, finding the nedian cost per case m x unit and adding ten percent.

(8) "Beneficial owner" neans:

(a) Any person who, directly or indirectly, through any contract,
arrangenment, understanding, relationship, or otherw se has or shares:

(1) Voting power which includes the power to vote, or to direct the
voting of such ownership interest; and/or

(1i) Investnent power which includes the power to dispose, or to
direct the disposition of such ownership interest;

(b) Any person who, directly or indirectly, creates or uses a
trust, proxy, power of attorney, pooling arrangenent, or any other
contract, arrangenent, or device with the purpose or effect of
divesting hinmself or herself of beneficial ownership of an ownership
interest or preventing the vesting of such beneficial ownership as part
of a plan or schene to evade the reporting requirenments of this
chapter;

(c) Any person who, subject to ((subparagraph)) (b) of this
subsection, has the right to acquire beneficial ownership of such
ownership interest wthin sixty days, including but not limted to any
right to acquire:

(1) Through the exercise of any option, warrant, or right;

(i1) Through the conversion of an ownership interest;

(iii1) Pursuant to the power to revoke a trust, discretionary
account, or simlar arrangenent; or

(iv) Pursuant to the automatic termnation of a trust,
di scretionary account, or simlar arrangenent;
except that, any person who acquires an ownership interest or power
specified in ((subparagraphs)) (c)(i), (ii), or (iii) of this
( (subparagraph—{€))) subsection with the purpose or effect of changing
or influencing the control of the contractor, or in connection wth or
as a participant in any transaction having such purpose or effect,
i mredi at el y upon such acquisition shall be deened to be the benefici al
owner of the ownership interest which may be acquired through the
exerci se or conversion of such ownership interest or power;

(d) Any person who in the ordinary course of business is a pl edgee
of ownership interest under a witten pledge agreenent shall not be
deened to be the beneficial owner of such pledged ownership interest
until the pledgee has taken all formal steps necessary which are
required to declare a default and determ nes that the power to vote or
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to direct the vote or to dispose or to direct the disposition of such
pl edged ownership interest will be exercised; except that:

(1) The pledgee agreenent is bona fide and was not entered into
with the purpose nor with the effect of changing or influencing the
control of the contractor, nor in connection with any transaction
havi ng such purpose or effect, including persons neeting the conditions
set forth in ((subparagraph)) (b) of this subsection; and

(1i1) The pl edgee agreenent, prior to default, does not grant to the
pl edgee:

(A) The power to vote or to direct the vote of the pledged
ownership interest; or

(B) The power to dispose or direct the disposition of the pledged
ownership interest, other than the grant of such power(s) pursuant to
a pledge agreenent under which credit is extended and in which the
pl edgee is a broker or dealer.

(9) "Capitalization" nmeans the recording of an expenditure as an
asset .

(10) "Case mix" neans a neasure of the intensity of care and
services needed by the residents of a nursing facility or a group of
residents in the facility.

(11) "Case m x weight" neans a nunerical val ue score that describes
the relative resource used for each resident within the groups under
the resource utilization group classification system

(12) "Contractor" neans ((amn)) a person or entity ((whieh
eont+raets)) licensed under chapter 18.51 RCWto operate a nedi care and
nedicaid certified nursing facility, responsible for operational
deci sions, and contracting with the departnment to provide services to
((redical—ecare)) nedicaid recipients residing in ((a)) the facility
( ( and—whi-eh—entity—is—responstblefor—operational—deetsions)).

((2H)) (13) "Default case" neans no initial assessnent has been
conpleted for a resident and transmitted to the departnent by the
cut-off date, or an assessnent is past due for the resident under state
and federal requirenents.

(14) "Departnment” neans the departnent of social and health
services (DSHS) and its enpl oyees.

((x2))) (15) "Depreciation" neans the systematic distribution of
the cost or other basis of tangible assets, |ess salvage, over the
estimated useful life of the assets.

SHB 2935 p. 4



© 00 N O Ol WDN P

W W W W W W WwWwWWwWMNNDNDNDNDNMDNDNMNDNDNMNMNMNDNNMNMNMNMNMNNNREPRPRPPRPPRPEPRPPERPPRPRPERPR
© 00 N O Ol WNPEFEP O O 0w NO OGP WONPEFEPE O O WwWNO O M wWwDNPE- O

((€£3))) (16) "Direct care" neans nursing care and related rate
provided to each nursing facility nedicaid recipient. Therapy care
shall not be considered part of direct care. The direct care rate
conponent shall be resident specific and not an averaging of the
nursing care and related care provided to all nedicaid recipients.

(17) "Direct care supplies" neans nedical, pharnmaceutical, and
ot her supplies required for the direct ((nursing—and—ancrtary)) care

of ((wediecal—care—rectprents)) a nursing facility's residents.
((x4))) (18) "Entity" means an i ndividual, part ner shi p,

corporation, limted liability conpany, or any other association of
i ndi vi dual s capabl e of entering enforceable contracts.

((£25))) (19) "Equity" means the net book val ue of all tangible and
intangi ble assets less the recorded value of all Iliabilities, as
recognized and neasured in conformty wth generally accepted
accounting principles.

((£26))) (20) "Facility" or "nursing facility" means a nursing hone
licensed in accordance with chapter 18.51 RCW excepting nursing hones
certified as institutions for nental diseases, or that portion of a
multiservice facility licensed as a nursing hone, or that portion of a
hospital |icensed in accordance with chapter 70.41 RCWwhi ch operates
as a nursing hone.

((+19)) (21) "Facility case mx weight" nmeans the case ni x wei ght
for each resident calculated on a facility average and tine weighted
for all resident days.

(22) "Fair market value" neans the replacenent cost of an asset
| ess observed physical depreciation on the date for which the market
val ue i s being determ ned.

((£x8))) (23) "Financial statenments"” nmeans statenents prepared and
presented in conformty with generally accepted accounting principles
including, but not limted to, bal ance sheet, statenent of operations,
statenment of changes in financial position, and rel ated notes.

((£29)Y)) (24) "Cenerally accepted accounting principles" neans
accounting principles approved by the financial accounting standards
board ( FASB)

(((20)— " I ot o ds ot

ard o I . . . : £ ed N

account-ants—{-AHCPA)—
£285)) (25) "CGoodwi I 1" nmeans the excess of the price paid for a

nursing facility business over the fair market value of all ((ether))
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net identifiable((s)) tangible((+)) and intangi bl e assets acquired, as
neasured in accordance with generally accepted accounting principles.

((£221)) (26) "Gouper" nmeans a conputer software product that
gr oups i ndi vi dual nursing facility residents into case-mx
classification groups based on specific resident assessnent data and
conputer 1 ogic.

(27) "Historical cost" nmeans the actual cost incurred in acquiring
and preparing an asset for wuse, including feasibility studies,
architect’s fees, and engi neering studi es.

((£23)— : o : whicho L | enished
H—exaethy—the—armount—expended+romit—

24))) (28) "Joint facility costs" neans any costs which represent
resources which benefit nore than one nursing facility, or one nursing
facility and any other business or entity.

((25))) (29) "lLease agreenent” mneans a contract between two
parties for the possession and use of real or personal property or
assets for a specified period of time in exchange for specified
periodic paynents. Elimnation (due to any cause other than death or
divorce) or addition of any party to the contract, expiration, or
nodi fication of any lease term in effect on January 1, 1980, or
termnation of the | ease by either party by any neans shall constitute
a termnation of the | ease agreenent. An extension or renewal of a
| ease agreenent, whether or not pursuant to a renewal provision in the
| ease agreenent, shall be considered a new | ease agreenent. A strictly
formal change in the |ease agreenent which nodifies the nethod,
frequency, or manner in which the | ease paynents are made, but does not
increase the total | ease paynent obligation of the | essee, shall not be
consi dered nodification of a | ease term

((€£26))) (30) "Medicaid day" or "recipient day" nmeans a cal endar
day of care provided to a nedicaid recipient determined eligible by the
departnment for services provided under chapter 74.09 RCW subject to
the sane conditions regarding adm ssion and discharge applicable to a
patient day or resident day of care.

(31) "Medical care progrant or "nedicaid programi neans nedica
assi stance, including nursing care, provided under RCW 74.09.500 or
aut hori zed state nedical care services.

((62H)) (32) "Medical care recipient,” "nmedicaid recipient," or
"reci pient” neans an individual determ ned eligible by the departnent
for the services provided ((+#)) under chapter 74.09 RCW
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((€28))) (33) "M ninumdata set" neans the overall data conponent
of the resident assessnent instrunment, indicating the strengths, needs,
and preferences of an individual nursing facility resident. The itens
in the mninum data set standardize communi cation about the resident
problens, strengths, and conditions wthin facilities, between
facilities and between facilities and outside agencies.

(34) "Net book value" neans the historical cost of an asset |ess
accunul at ed depreci ati on.

((629)9)) (35) "Net invested funds" neans the net book val ue of
tangi ble fixed assets enployed by a contractor to provide services
under the mnmedical care program including land, buildings, and
equi pnent as recognized and neasured in conformty wth generally
accepted accounting principles, plus an all owance for working capital
whi ch shall be five percent of the product of the per patient day rate
mul tiplied by the prior calendar year reported total patient days of
each contractor

((36))) (36) "Operating | ease"” neans a | ease under which rental or
| ease expenses are included in current expenses in accordance wth
general |y accepted accounting principles.

((3H)) (37) "Owner" neans a sole proprietor, general or limted
partners, nenbers of a limted liability conpany, and beneficial
i nterest hol ders of five percent or nore of a corporation’ s outstanding
st ock.

((32))) (38) "Omershipinterest” neans all interests beneficially
owned by a person, calculated in the aggregate, regardl ess of the form
whi ch such beneficial ownership takes.

((33))) (39) "Patient day" or "resident day" neans a cal endar day
of care provided to a nursing facility resident, regardl ess of paynent
source, which will include the day of adm ssion and exclude the day of
di scharge; except that, when adm ssion and di scharge occur on the sane

day, one day of care shall be deened to exist. ((A—eHent—day—eor

care—

34))) (40) "Professionally designated real estate apprai ser" neans
an individual who is regularly engaged in the business of providing
real estate valuation services for a fee, and who is deened qualified
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by a nationally recognized real estate appraisal educationa
organi zati on on the basis of extensive practical appraisal experience,
including the witing of real estate valuation reports as well as the
passing of witten exam nations on val uation practice and theory, and
who by virtue of nenbership in such organization is required to
subscri be and adhere to certain standards of professional practice as
such organi zati on prescri bes.

((635))) (41) "Qalified therapist" neans:

(a) (( o ol I I ol I I on.

ning. . £ edt I I ;

£€))) Anental health professional as defined by chapter 71. 05 RCW

((£y)) (b) A mental retardation professional who is ((erther—a
guat+ed-theraptst—or—atheraptst)) approved by the departnment who has
((had)) specialized training or one year’'s experience in treating or
working with the nentally retarded or devel opnental |y di sabl ed;

( (e)-A-seci-al—werker—who—i-s—a—graduate—of—a-school—of—social—work;-

))) (c) A speech pathologist who is eligible for a certificate of
clinical conpetence in speech pathology or who has the equivalent
educati on and clinical experience;

((¢)y)) (d) A physical therapist as defined by chapter 18.74 RCW

((1)y)) (e) An occupational therapist who is a graduate of a
program in occupational therapy, or who has the equivalent of such
education or training; ((and

))) (f) Arespiratory care practitioner certified under chapter
18.89 RCOW (+—

36y . I " I hich i I

departrent)); and
(g) A nusic therapist who has graduated from an accredited nusic
therapy program is board certified, and possesses credentials as a
registered nusic therapist or certified nusic therapist.
((3H—Rebased—rate—or—cost—+ebased—+ate—neans—aFtaetty—
oy . I . il : eul
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38))) (42) "Records" neans those data supporting all financia
statenents and cost reports including, but not limted to, all general
and subsidiary |edgers, books of original entry, and transaction
docunent ati on, however such data are maintai ned.

((39))) (43) "Rel ated organi zati on" neans an entity which i s under
comon ownership and/or control wth, or has control of, or is
controlled by, the contractor.

(a) "Common ownership" exists when an entity is the beneficial
owner of five percent or nore ownership interest in the contractor and
any other entity.

(b) "Control" exists where an entity has the power, directly or
indirectly, significantly to influence or direct the actions or
policies of an organization or institution, whether or not it is
| egal |y enforceable and however it is exercisable or exercised.

((£46))) (44) "Related care" nmeans only those services that are
directly related to providing direct care to nursing facility
residents. These services include, but are not limted to, nursing
di rection and supervision, nedical direction, nedical records, pharmacy
servi ces, activities, audi ol ogi st servi ces, rehabilitative,
restorative, or maintenance therapy services provided by Ilicensed
nurses or nursing assistants-certified, and social services.

(45) "Resident assessnent instrunment” neans a federally mandat ed,
conprehensive nursing facility resident care planning and assessnent
tool, consisting of the mninum data set and resident assessnent
protocols, including federally approved nodifications, revisions, or
addi ti ons.

(46) "Resident assessnent protocols" neans those conponents of the
resident assessnment instrunent that use the mninmum data set to
identify a resident’s potential problens and risk areas.

(47) "Resource utilization groups" neans a case mx classification
system that identifies relative resources needed to care for an
i ndividual nursing facility resident.

(48) "Restricted fund" neans those funds the principal and/or
income of whichis limted by agreenent with or direction of the donor
to a specific purpose.

(((4H)) (49) "Secretary" neans the secretary of the departnent of
soci al and heal th servi ces.
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((£42))) (50) "Support services" nmeans food, food preparation,
dietary, housekeeping, and laundry services provided to nursing
facility residents.

(51) "Therapy care" neans nental health, nental retardation
therapy, physical therapy, respiratory therapy, speech therapy,
occupational therapy, or nusic therapy services required by a nursing
facility resident’s conprehensi ve assessnent and plan of care, that are
provi ded by qualified therapists or by qualifiedtherapists’ assistants
who are under their supervision.

(52) "Title XIX" or "nedicaid' neans the 1965 anendnents to the
social security act, P.L. 89-07, as anended and the nedicaid program
adm ni stered by the departnent.

((43y)) (53) "Physical plant capital inprovenent” neans a
capitalized inprovenent that is limted to an inprovenent to the
buil ding or the rel ated physical plant.

Sec. 3. RCW74.46.060 and 1985 ¢ 361 s 6 are each anended to read
as follows:
(1) Cost reports shall be prepared in a standard manner and form

as determ ned by the depart nent ((—whieh—shal—providefor—an+temzed
H-st—eft—allowable—costs—andaprelHmnarysettleprent—report)). Costs

reported shall be determned in accordance with generally accepted
accounting principles, the provisions of this chapter, and such

additional rules ((and—regulations—as—are)) established by the

((seeretary)) departnent.
(2) The records shall be maintained on the accrual nethod of

accounting and agree with or be reconcilable to the cost report.

Sec. 4. RCW74.46.090 and 1985 ¢ 361 s 8 are each anended to read
as follows:

(1) The process of reconciliation and settlenent shall be applied
for the foll ow ng purposes:

(a) Toidentify and recover overpaynents or rei nburse underpaynents
frominaccurate billing of nedicaid patient days;

(b) To identify and adjust for overpaynents or underpaynents based
on falsified or inaccurate cost report data;

(c) To identify and adjust for overpaynents or underpaynents based
on inaccurate resident assessnent data; and

SHB 2935 p. 10
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(d) To identify and recover overpaynents in direct care and support
services as allowed under this chapter.

(2) The departnment will retain the required cost reports for a
period of one year after final settlenent or reconciliation, or the
period required under chapter 40.14 RCW whi chever is |longer. Resident
assessnent _information and clinical records shall be retained as
provi ded el sewhere in statute or by departnent rule.

Sec. 5. RCW74.46.100 and 1985 ¢ 361 s 9 are each anended to read
as follows:

( (Fhe—prineiples—inherent—within ROV 74-46-105—and74-46-130-are))
(1) The purposes of departnment audits under this chapter are to
ascertain, through departnent audit of the financial and statistical
records of the contractor’s nursing facility operation, that:

((H—TFe—ascertatn—through—departrent—audtt—that—the)) (a)
Al | owabl e costs for each year for each nedicaid nursing facility are
accur at el y report ed( (;—therebyprovi-ding—a—va-d-basisfoerfuturerate
determnatioen)) ;

((2—TFeo—-aseertatn—throughdepartrent—audits—of theecostreports—
that)) (b) Cost reports ((proeperty)) accurately reflect the true
financial condition, revenues, expenditures, equity, beneficial

ownership, related party status, and records of the contractor((+

revenues, expenditures, and costs of assets are recorded in conpliance
with departnment requirenents, instructions, and generally accepted
accounting principles; and

((4—TFo—aseertatn—through—departrent—audits—that)) (d) The
responsibility of the contractor has been net in the maintenance and
di sbursenent of patient trust funds.

(2) The departnent shall examne the submtted cost report, or a
portion thereof, of each contractor for each nursing facility for each
report period to determne if the infornmation is correct, conplete,
reported in conformance with departnent instructions and generally

p. 11 SHB 2935
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accepted accounting principles, the requirenents of this chapter, and

rules as the departnment nmay adopt. The departnent shall determ ne the

scope of the exani nation.

(3) If the examnation finds that the cost report is incorrect or
inconplete, the departnent nmay mnmake adjustments to the reported

i nformati on for purposes of establishing paynent rates. A schedul e of

proposed adjustnents, including dollar anbunts and expl anati ons, shall

be provided to the contractor prior to the departnent making any

adjustnents to the reported i nformation. After receipt of the schedul e

of proposed adjustnents, the contractor shall have a reasonabl e peri od

of tinme, but no less than thirty days, to provide to the department

either any additional information to or an explanation of, or both, the

reported information. A final schedule of the adjustnents shall then

be provided to the contractor, including dollar anbunt and expl anati ons

for the adjustnments. Final adjustnents shall be subject to further

review if desired by the contractor under the appeals or exception

procedure established by the departnent.

(4) Exanmi nations of resident trust funds and receivabl es shall be
reported separately and in accordance with the provisions of this

chapter and rul es adopted by the departnment.

(5) The contractor shall:
(a) Provide access to the nursing facility, all financial and
statistical records, and worki ng papers that are in support of the cost

report, receivables, and resident trust funds. To ensure accuracy, the

departnent may require the contractor to subnmt for departnmental review

any underlvying financial statenents or other records, including incone

tax returns, relating to the cost report directly or indirectly; and

(b) Make available to the departnent’s auditor an individual or
i ndividuals to respond to questions and requests for information from

the auditor. The designated individual or individuals shall have

sufficient know edge of the i ssues, operations, or functions to provide

accurate and reliable informtion.

(6) 1If an exanmnation of the nost recent cost reporting,
receivable, or trust fund period discloses material discrepancies

undocunented costs, or mshandling of resident trust funds, the

departnent may open or reopen one or both of the two preceding cost

report or resident trust fund periods, whether exani ned or unexani ned,

for indication of simlar material discrepancies, undocunented costs,

or m shandling of resident trust funds.
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(7) Any assets, liabilities, revenues, or expenses reported as
allowable that are not supported by adequate docunentation in the

contractor’s records shall be disall owed. Docunentation nust show both

that costs reported were incurred during the period covered by the

report and were related to resident care, and that assets reported were

used in the provision of resident care.

(8) When access is required at the facility or at another | ocation
in the state, the departnment shall notify a contractor at |east ten

days prior of its intent to examne all financial and statistica

records and all working papers that are in support of the cost report,

recei vabl es, and resident trust funds.

(9) The departnent is authorized to take adverse rate action if a
contractor, or any of its enployees, does not allow access to the

contractor’s nursing facility records.

(10) RCW 74.46.100 through 74.46.130, and rules adopted by the
depart nent pursuant thereto prior to January 1, 1998, shall continue to

govern the medicaid nursing facility audit process for periods prior to

January 1, 1997, as if these statutes and rules remained in full force

and effect.

NEW SECTION. Sec. 6. (1) The departnent shall reconcile nedicaid
resident days to billed days and nedicaid paynents for each nedicaid
nursing facility for the preceding cal endar year, or for that portion
of the cal endar year the provider’'s contract was in effect.

(2) The contractor shall make any paynent owed the departnent,
determ ned by the process of reconciliation or settlenment, within sixty
days after notification and demand for paynent is sent to the
contractor.

(3) The departnent shall nmake any paynent due the contractor within
si xty days after it determ nes the under paynent exi sts and notification
is sent to the contractor.

(4) Interest at the rate of one percent per nonth accrues agai nst
the departnent or the contractor on an unpaid bal ance existing sixty
days after notification is sent to the contractor. Accrued interest
shal |l be adjusted back to the date it began to accrue if the paynent
obligation is subsequently revised after admnistrative or judicial
revi ew.

(5 The departnment is authorized to wthhold funds from
contractor’s paynent for services, and to take all other actions

p. 13 SHB 2935
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authorized by law, to recover anmpbunts due and payable from the
contractor, including any accrued interest. Neither a tinmely filed
request to pursue the departnment’s adm ni strative appeal s or exception
procedure established in rule, nor coomencenent of judicial review as
may be available to the contractor in law, to contest a paynent
obligation determ nation shall delay recovery fromthe contractor or
paynment to the contractor.

NEW SECTI O\ Sec. 7. (1) Contractors shall not receive any
addi tional paynent for any overexpenditure anmounts in the direct care,
operations, property, support services, or return on investnent
conponents, except as provided in this chapter. The paynent rate, as
cal cul ated under this chapter, shall represent full conpensation for
care and services covered by this chapter.

(2) RCW 74.46.150 through 74.46.180, and rules adopted by the
departnment pursuant thereto prior to January 1, 1998, shall continue to
govern the nedicaid settlement process for nursing facilities,
including refunds, interest obligations, and other rights of the
parties, for periods prior to July 1, 1998, as if these statutes and
rules remained in full force and effect.

Sec. 8. RCW 74.46. 190 and 1995 1st sp.s. ¢ 18 s 96 are each
anmended to read as foll ows:

(1) The substance of a transaction will prevail over its form

(2) Al docunented costs which are ordinary, necessary, related to
care of nedical care recipients, and not expressly unall owabl e under

this chapter, are to be all owable. ((CGosts—ofprovidingancitary—care

purehased—elsenhere—

, —)) The paynent for property usage is
to be independent of ownership structure and financing arrangenents.

SHB 2935 p. 14
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((5)—PBeginantng—3uly—3,—2995)) (4) Al lowable costs shall not
i nclude costs reported by a ((nursihg—eareprovider)) contractor for a

prior periodto the extent such costs, due to statutory exenption, wll
not be incurred by the nursing facility in the period to be covered by
the rate.

Sec. 9. RCW74.46.210 and 1991 sp.s. ¢ 8 s 14 are each anended to
read as foll ows:

Al l docunented costs that are ordinary, necessary, and related to
the care of nedical care recipients and are not expressly unall owabl e
wi Il be allowable costs. These expenses incl ude:

(1) Meeting licensing and certification standards;

(2) Meeting standards of providing regular room ((AursihRg
anetHary—and-dietary—serviees)) direct care, operations, and support
services, as established by departnent rul e ((anrdregulation—pursuant
to—echapter—21t—taws—oef—1979—ex—sess—)); and

(3) Fulfilling accounting and reporting requirenents inposed by
this chapter.

Sec. 10. RCW 74.46.220 and 1980 c 177 s 22 are each anended to
read as foll ows:

(1) Costs applicable to services, facilities, and supplies
furnished by a related organization to the contractor shall be
allowable only to the extent they do not exceed the | ower of the cost
to the related organization or the price of conparable services,
facilities, or supplies purchased el sewhere.

(2) Docunentation of costs to the related organization shall be

made available to the ((auvditer—at—the—time—and—place—the—records
relating—to—the—entity—are—audi-ted)) departnent. Paynents to or for

the benefit of the related organization wll be disallowed where the
cost to the rel ated organi zati on cannot be docunent ed.

Sec. 11. RCW74.46.230 and 1993 sp.s. ¢ 13 s 3 are each anended to
read as foll ows:

(1) The necessary and ordinary one-tine expenses directly incident
to the preparation of a newy constructed or purchased building by a
contractor for operation as a licensed facility shall be allowable
costs. These expenses shall be limted to start-up and organi zati onal
costs incurred prior to the adm ssion of the first patient.

p. 15 SHB 2935
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(2) Start-up costs shall include, but not be Ilimted to,
adm ni strative and nursing salaries, utility costs, taxes, insurance,
repai rs and mai ntenance, and training; except, that they shall exclude
expenditures for capital assets. These costs will be allowable in the
( (aemnist+rative)) operations cost center if they are anortized over a
period of not |ess than sixty nonths beginning wwth the nonth in which
the first patient is admtted for care.

(3) Organizational costs are those necessary, ordinary, and
directly incident to the creation of a corporation or other form of
busi ness of the contractor including, but not |limted to, |egal fees
incurred in establishing the corporation or other organi zation and fees
paid to states for incorporation; except, that they do not include
costs relating to the issuance and sale of shares of capital stock or
ot her securities. Such organizational costs will be allowable in the
( (agmnist+ati+ve)) operations cost center if they are anortized over a
period of not |ess than sixty nonths beginning wwth the nonth in which
the first patient is admtted for care.

Sec. 12. RCW74.46.360 and 1997 ¢ 277 s 1 are each anended to read
as follows:

(1) For all partial or whole rate periods after Decenber 31, 1984,
the cost basis of |land and depreciation base of depreciable assets
shall be the historical cost of the contractor or |essor, when the
assets are leased by the contractor, in acquiring the asset in an
arm s-length transaction and preparing it for use, less goodw ||, and
| ess accumul ated depreciation, if applicable, which has been incurred
during periods that the assets have been used in or as a facility by
any contractor, such accunmulated depreciation to be neasured in
accordance with subsections (4), (5), and (6) of this section and RCW
74.46. 350 and 74.46.370. |If the departnent chall enges the historical
cost of an asset, or if the contractor cannot or will not provide the
hi storical costs, the departnent will have the departnment of genera
adm nistration, through an appraisal procedure, determne the fair
mar ket val ue of the assets at the tine of purchase. The cost basis of
| and and depreci ation base of depreciable assets will not exceed such
fair market val ue.

(2) For new or replacenment buil ding construction or for substanti al
building additions requiring the acquisition of Iland and which
commenced to operate on or after July 1, 1997, the departnent shal

SHB 2935 p. 16
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determ ne all owabl e | and costs of the additional |and acquired for the
repl acenent construction or building additions to be the | esser of:

(a) The contractor’s or |lessor’s actual cost per square foot; or

(b) The square foot |and val ue as established by an apprai sal that
nmeets the | atest publication of the Uniform Standards of Professional
Appraisal Practice (USPAP) and the financial institutions reform
recovery, and enhancenent act (FlRREA).

(3) Subject to the provisions of subsection (2) of this section,
if, in the course of financing a project, an arm s-length | ender has
ordered a Uniform Standards of Professional Appraisal Practice
appraisal on the land that neets financial institutions reform
recovery, and enhancenent act standards and the armi s-1ength | ender has
accepted the ordered appraisal, the departnent shall accept the
apprai sal value as allowable | and costs for cal culation of paynent.

| f the contractor or lessor is unable or unwilling to provide or
cause to be provided to the departnent, or the departnment is unable to
obtain fromthe arm s-length | ender, a |ender-approved appraisal that
nmeets the standards of the Uniform Standards of Professional Appraisal
Practice and financial institutions reform recovery, and enhancenent
act, the departnent shall order such an appraisal and accept the
appraisal as the allowable |land costs. |If the departnent orders the
Uni form Standards of Professional Appraisal Practice and financial
institutions reform recovery, and enhancenent act appraisal, the
contractor shall imediately reinburse the departnment for the costs
i ncurred.

(4) The historical cost of depreciable and nondepreci abl e donat ed
assets, or of depreciable and nondepreci abl e assets received through
testate or intestate distribution, shall be the | esser of:

(a) Fair market value at the date of donation or death; or

(b) The historical cost base of the owner |ast contracting with the
departnent, if any.

(5) Estinmated salvage value of acquired, donated, or inherited
assets shall be deducted from historical cost where the straight-1ine
or sumof-the-years’ digits nethod of depreciation is used.

(6)(a) For facilities, other than those described under subsection
(2) of this section, operating prior to July 1, 1997, where |and or
depreci abl e assets are acquired that were used in the nedical care
program subsequent to January 1, 1980, the cost basis or depreciation
base of the assets will not exceed the net book value which did exist

p. 17 SHB 2935
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or would have existed had the assets continued in use under the
previ ous contract with the departnent; except that depreciation shal
not be assunmed to accunul ate during peri ods when the assets were not in
use in or as a facility.

(b) The provisions of (a) of this subsection shall not apply to the
nmost recent armis-length acquisition if it occurs at |east ten years
after the ownership of the assets has been previously transferred in an
arm s-length transaction nor to the first arm s-1ength acquisition that
occurs after January 1, 1980, for facilities participating in the
medi cal care programprior to January 1, 1980. The new cost basis or
depreci ation base for such acquisitions shall not exceed the fair
mar ket val ue of the assets as determ ned by the departnent of general
adm ni stration through an apprai sal procedure. A determ nation by the
departnent of general admnistration of fair market value shall be
final unless the procedure used to make such determ nation is shown to
be arbitrary and capri ci ous. For all partial or whole rate periods
after July 17, 1984, this subsection is inoperative for any transfer of
owner ship of any asset, depreciable or nondepreciable, occurring on or
after July 18, 1984, leaving (a) of this subsection to apply alone to
such transfers: PROVIDED, HOAEVER, That this subsection shall apply to
transfers of ownership of assets occurring prior to January 1, 1985, if
t he costs of such assets have never been rei nbursed under nedi cai d cost
rei nbursenent on an owner-operated basis or as a rel ated-party | ease:
PROVI DED FURTHER, That for any contractor that can docunment in witing
an enforceabl e agreenent for the purchase of a nursing hone dated prior
to July 18, 1984, and submtted to the departnment prior to January 1,
1988, the cost basis of allowable | and and the depreci ation base of the
nursing honme, for rates established after July 18, 1984, shall not
exceed the fair market value of the assets at the date of purchase as
determned by the departnment of general adm nistration through an
apprai sal procedure. For nedicaid cost reinbursenment purposes, an
agreenent to purchase a nursing hone dated prior to July 18, 1984, is
enf orceabl e, even though such agreenent contains no | egal description
of the real property involved, notw thstandi ng the statute of frauds or
any ot her provision of |aw

(c) In the case of |land or depreciable assets |eased by the sane
contractor since January 1, 1980, in an arnis-length |ease, and
purchased by the |essee/contractor, the |essee/contractor shall have
t he option:

SHB 2935 p. 18
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(i) To have the provisions of subsection (b) of this section apply
to the purchase; or

(i) To have the reinbursement for property and return on
i nvestnment continue to be calculated pursuant to the provisions

contained in ((REW7446-5306(H)—(e)—-and{+))) section 23 of this act

based upon the provisions of the | ease in existence on the date of the
purchase, but only if the purchase date neets one of the follow ng
criteria:

(A) The purchase date is after the | essor has decl ared bankruptcy
or has defaulted in any loan or nortgage held against the |eased
property;

(B) The purchase date is within one year of the | ease expiration or
renewal date contained in the |ease;

(C The purchase date is after a rate setting for the facility in
whi ch the rei nbursenent rate set pursuant to this chapter no longer is
equal to or greater than the actual cost of the |ease; or

(D) The purchase date is within one year of any purchase option in
exi stence on January 1, 1988.

(d) For all rate periods past or future where | and or depreciable
assets are acquired froma rel ated organi zati on, the contractor’s cost
basis and depreciation base shall not exceed the base the related
organi zation had or wuld have had under a contract wth the
depart nent.

(e) Wwere the land or depreciable asset is a donation or
distribution between related organizations, the cost basis or
depreci ati on base shall be the lesser of (i) fair market value, |ess
sal vage value, or (ii) the cost basis or depreciation base the rel ated
organi zati on had or woul d have had for the asset under a contract with
t he departnent.

NEW SECTI ON. Sec. 13. (1) Effective July 1, 1998, nursing
facility medicaid paynent rates shall have five conponents: Direct
care, operations, support services, property, and return on i nvestnent.
The departnment shall establish and adj ust each of these conponents, as
provided in this section and elsewhere in this chapter, for each
medi caid nursing facility in this state.

(2) The operations, property, and return on i nvestnent rates shal
be based upon a mninmum facility occupancy of eighty percent of
i censed beds, regardl ess of how many beds are set up or in use. The

p. 19 SHB 2935
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departnment shall not apply the mninmumfacility occupancy requirenent
in the reconciliation or settlenent processes.

(3) Adjustnents to direct care, operations, and support services
conponent rates for economc trends and conditions shall wutilize
changes in the nursing home input price index wthout capital costs
publ i shed by the health care financing adm nistration of the United
States departnent of health and human services (HCFA index), to be
applied as specified in this section. The departnent is authorized to
use appropriate alternate i ndexes as sel ected by the departnent if any
index specified in this section ceases to be published or is
determ ned, after consultation with industry representatives, to
i nadequately predict change in nursing facility costs. The depart nment
shall, by rule, adopt an appropriate alternate index as necessary.

(4) Information and data sources used in determ ning nedicaid
paynment rates, including formulas, procedures, cost report periods,
resi dent assessnent i nstrument formats, resi dent assessnent
nmet hodol ogi es, and resident classification and case mx weighting
nmet hodol ogi es, may by rule be substituted or altered as appropriate.

(5 (a) Direct care, operations, and support services conponent
rates shall be established annually using adjusted cost report data
covering at least six nonths, using an annual cycle beginning wth
January 1, 1996, through Decenber 31, 1996, adjusted cost report data
to establish the July 1, 1998, conponent rates and thereafter using the
i mredi ately precedi ng January 1st through Decenber 31st adj usted cost
report data to establish each subsequent July 1st direct care,
operations, and support services conponent rates.

(b) The July 1, 1998, direct care, operations, and support services
rates, based on the January 1, 1996, through Decenber 31, 1996,
adj usted cost report data, shall be adjusted for econom c trends and
condi tions using the change in the HCFA i ndex between July 1, 1996, and
July 1, 1997, and nmultiplying by a factor of one and one-half.

(c) The July 1, 1999, and all subsequent July 1st direct care,
operations, and support services conponent rates, based on the
preceding year’'s adjusted cost report data, shall be adjusted for
econom ¢ trends and conditions using the mdpoint of the base period
cost report to the mdpoint of the rate period and determ ning the
actual change in the HCFA index and projected inflation as of the end
of the first cal endar quarter preceding the rate period, and so forth.
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(d) Direct care conponent rates shall be updated quarterly in
accordance wth section 19 of this act.

(6) Medicaid contractors shall pay to all facility staff at |east
a mnimum wage of the greater of five dollars and fifteen cents per
hour or the federal m ni num wage.

(7) For new contractors, as defined by the departnent in rule, the
departnent shall assign the facility to an appropri ate peer group using
the netropolitan statistical area and nonnetropolitan statistical area
criteria described in section 18 of this act. The peer group prices
and rates of paynent for the direct care, operations, and support
services conponents shall be the sanme as those prices and rates of
paynment determ ned in accordance with sections 18, 19, 21, and 22 of
this act. Paynent for therapy care shall be made in accordance with
section 20 of this act. The property and return on investnent rate
conponents shall be determ ned in accordance with sections 23 and 24 of
this act.

(8) Using the principles of paynent established in this chapter,
the departnent shall establish in rule procedures, principles, and
conditions for determining rates for facilities in circunstances not
directly addressed by this chapter, including but not limted to: The
need to prorate inflation for partial -period cost report data, existing
facilities with expanded new bed capacity, and other circunstances.

NEWSECTION. Sec. 14. (1) In addition to neeting the rul e-making
requi renents of chapter 34.05 RCW the departnent shall provide to
contractors, beneficiaries, their representatives, and ot her concerned
menbers of the public a reasonabl e opportunity to revi ew and conment on
its nursing facility nedicaid paynent system including its rate
setting nethodol ogies and justifications.

(2) The departnment shall periodically, and at |east quarterly,
convene stakehol der neetings particularly during the initial years
follow ng inplenentation of the new paynent system

Sec. 15. RCW 74. 46. 475 and 1985 c¢ 361 s 13 are each anmended to
read as foll ows:

(1) The departnent shall analyze the submtted cost report or a
portion thereof of each contractor for each report period to determ ne
if the information is correct, conplete, ((and)) reported in

conformance wth departnent instructions and generally accepted
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accounting principles, the requirenments of this chapter, and such rul es
((and—+egulatioens)) as the ((seeretary)) departnent nay adopt. |If the
analysis finds that the cost report is incorrect or inconplete, the
departnment nmay nmake adjustnents to the reported infornmation for
pur poses of establishing ((rerrbursenent)) paynent rates. A schedul e

of such adjustnents shall be provided to contractors and shall include
an explanation for the adjustnent and the dollar amunt of the
adj ust nent . Adjustnents shall be subject to review and appeal as

provided in this chapter.

(2) The departnent shall accunulate data from properly conpleted
cost reports, in addition to assessnent data on each facility’s
resident popul ation characteristics, for use in:

(a) Exception profiling; and

(b) Establishing rates.

(3) The departnent may further utilize such accumul ated data for
anal ytical, statistical, or informational purposes as necessary.

NEW_ SECTI ON. Sec. 16. (1) The departnent shall enploy the

resource utilization group Ill case mx classification nethodol ogy.
The departnment shall use the forty-four group index maxi m zi ng nodel
for the resource utilization group Il grouper version 5.10, but the
departnment nay revise or update the classification nethodology to
refl ect advances or refinements in resident assessnent or
cl assification.

(2)(a) Until and wunless the departnment is able to specify

additional case mx groups and assign appropriate case mx weights
reflecting the care and resource utilization needs of residents in
accordance with the study described in section 38 of this act, for
qualifying facilities the departnent shall:

(i) Place residents with AIDS, residents with traumatic brain
injury, residents requiring ventilator care, or residents who are
behaviorally chal l enged i nto a category desi gnated as an outlier group;
and

(1i) Adjust a qualifying nursing facility’'s July 1, 1998, direct
care paynent, and all subsequent direct care paynents, for each outlier
resident, in an anount that is equal to the difference between the
anmount the facility would have received under the nursing facility
rei mbursenment system existing prior to July 1, 1998, and the anount,
as calculated wunder section 19 of this act. To determne the
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rei nbursenment anount that the facility would have received under the
nursing facility reinbursenent systemin effect prior to July 1, |998,
the departnent shall use the qualifying facility s nursing conponent
rate as it existed on June 30, 1998, including any exceptional care
rate add-ons, and adjust the total by an appropriate inflation factor.

(b) For the purposes of this section a "qualifying facility" is a
nursing facility that has an atypical concentration of residents in the
outlier group.

(3) A default case m x group shall be established for ungroupable
cases. The case m x weight assigned to this group shall be set at
1. 000, equivalent to the | owest case m x group weight. Cases in which
there is an untinely assessnent for the resident shall be grouped into
this default case m x group.

(4)(a) Paynment for direct care at the pilot nursing facility in
Ki ng county designed to neet the service needs of residents living with
Al DS, as defined in RCW70.24.017, and as specifically authorized for
this purpose under chapter 9, Laws of 1989 1st ex. sess., shall be
exenpt fromthe direct care netropolitan statistical area peer group
cost limtation set forth in this chapter.

(b) Direct care conponent rates at the AIDS pilot facility shall be
based on direct care reported costs at the pilot facility, utilizing
the sane three year rate setting cycle prescribed for other nursing
facilities, and as supported by a staffing benchmark based upon a
departnent approved acuity neasurenent system

(c) Al other rate setting principles, cost lids, and limts,
including settlement at the lower of cost or rate in direct care
therapy care, and support services, shall apply to the AIDS pilot
facility.

(d) This subsection shall apply only to the AIDS pilot nursing
facility.

NEW_ SECTI ON. Sec. 17. (1) Each case mx classification group
shal | be assigned a case m x weight. The case m x weight for each
resident of a nursing facility shall be based on data from resident
assessnment instrunments conpleted for the resident and wei ghted by the
nunber of days the resident was in each case m x classification group.
Days shall be counted as provided in this section.

(2) The case m x weights shall be based on the average m nutes per
regi stered nurse, |licensed practical nurse, and certified nurse aide,
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for each case mx group, and wusing the health care financing
admnistration of the United States departnment of health and human
services 1995 nursing facility staff tinme measurenment study stenm ng
fromits nultistate nursing home case mx and quality denonstration
proj ect . Those mnutes shall be weighted by state-wide ratios of
regi stered nurse to certified nurse aide, and |licensed practical nurse
to certified nurse aide, wages, including salaries and benefits, which
shal | be based on 1995 cost report data for this state.

(3) The case m x weights shall be determ ned as foll ows:

(a) Set the certified nurse ai de wage wei ght at 1. 000 and cal cul ate
wage wei ghts for registered nurse and |icensed practical nurse average
wages by dividing the certified nurse average aide wage into the
regi stered nurse average wage or |icensed practical nurse average wage;

(b) Calculate the total weighted m nutes for each case mx group in
the resource utilization group I'll classification systemby nmultiplying
t he wage wei ght for each worker classification by the average nunber of
m nutes that classification of worker spends caring for a resident in
that resource utilization group Ill classification group, and sunm ng
t he products;

(c) Assign a case mx weight of 1.000 to the resource utilization
group Il classification group with the | owest total weighted m nutes
and cal culate case mx weights by dividing the | owest group’s total
wei ghted m nutes into each group’s total weighted m nutes and roundi ng
wei ght cal culations to the third deci mal place.

(4) The case mx weights in this state nay be revised if the health
care financing adm nistration updates its nursing facility staff tine
measur enent studies. In such a case, the departnent shall use the nost
recent adjusted cost report year for the wages, salaries, and benefits
dat a.

The case m x weights shall be revised annually when direct care
conponent rates are established using the adjusted cost report data as
described in section 13(5)(a) of this act.

NEW SECTION. Sec. 18. (1) Fromindividual case m x weights, the
departnent shall determne the facility average case m x i ndex for each
medi caid nursing facility.

(2)(a) Incalculating the average case m x i ndex for each facility,
the departnent shall include all residents who were physically in the
facility at any tinme during the tinme period corresponding to the period
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covered by cost reports included in the rate base under section
13(5)(a) of this act, except that for purposes of establishing the July
1, 1998, direct care conponent rate, the departnent shall include only
those residents who were physically in the facility, at any tine,
during the July 1, 1997, through Decenber 31, 1997, tine period.

(b) The facility average case m x index shall exclude all default
cases.

(3) The facility average case mx index shall be determ ned by
mul ti plying the case m x wei ght of each resident by the nunber of days,
as defined in this section and as applicable, the resident was at each
particul ar case m x classification, and then averagi ng.

(4)(a) In determ ning the nunber of days a resident is classified
into a particular case mx group, the departnent shall determne a
start date for calculating case m x grouping periods as foll ows:

(1) If aresident’s initial assessnment for a first stay or areturn
stay in the nursing facility is conpleted and transmtted to the
departnment by the cutoff date as described in subsection (5) of this
section, the start date shall be the later of either the first day of
the quarter or the resident’s facility adm ssion or readm ssion date;

(i) If a resident’s significant change, quarterly, or annual
assessnment is conpleted and transmtted to the departnent by the cutoff
date as described in subsection (5) of this section, the start date
shal |l be the date the assessnent is conpleted,;

(rit) If a resident’s significant change, quarterly, or annua
assessnment is not conpleted and transmtted to the departnment by the
cutoff date as described in subsection (5) of this section, the start
date shall be the due date for the assessnent.

(b) If state or federal rules require nore frequent assessnent, the
sane principles for determning the start date of a resident’s
classification in a particular case mx group set forth in subsection
(4)(a) of this section shall apply.

(c) I'ncalculating the nunber of days aresident is classifiedinto
a particular case m x group, the departnent shall determ ne an end date
for calculating case m x grouping periods as foll ows:

(1) I'f a resident is discharged before the end of the applicable
quarter, the end date shall be the day before discharge;

(i) If a resident is not discharged before the end of the
applicabl e quarter, the end date shall be the | ast day of the quarter;
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(ti1) I'f a newassessnent is due for a resident or a new assessnent
is conmpleted and transmtted to the departnent, the end date of the
previ ous assessnent shall be the earlier of either the day before the
assessnent is due or the day before the assessnment is conpleted by the
nursing facility.

(5) The cutoff date for the departnent to use resident assessnent
data, for the purposes of calculating the facility average case m x
i ndex, shall be one nonth and one day after the end of the quarter for
whi ch the resident assessnent data is transmtted.

(6) The facility average case m x index shall be cal cul ated once
per year in conbination with cost report data as specified and as
adjusted in section 13(5) of this act to establish a facility's
al | owabl e cost per case mx unit.

(7) Each facility’'s allowable cost per case mx unit shall be
arrayed from high to [ ow using two peer groups: (a) A netropolitan
statistical area determ ned and defined by the United States bureau of
| abor statistics or other appropriate agency or office of the federal
governnent; and (b) those facilities not located in a netropolitan
statistical area. The departnent shall identify the nedian facility
allowable cost per case mx wunit, plus ten percent, for the
metropolitan statistical area and nonnetropolitan statistical area,
whi ch shall represent the base price.

(8) For July 1, 1998, and July 1, 1999, direct care conponent rate
setting only, the departnment shall establish ceilings and fl oors above
and bel ow each of the base prices.

(a) Beginning on July 1, 1998, the ceiling shall be set at one
hundred ten percent of the base price netropolitan statistical area and
base price nonnetropolitan statistical area and the fl oor shall be set
at eighty-five percent of the base price netropolitan statistical area
and nonnmetropolitan statistical area.

(b) Beginning on July 1, 1999, the ceiling shall be set at one
hundred five percent of the base price netropolitan statistical area
and nonnetropolitan statistical area and the floor shall be set at
ninety two and one-half percent of the base price netropolitan
statistical area and nonnetropolitan statistical area.

(c) The ceilings and floors established under this subsection
represent the ceiling prices and floor prices by which each resident’s
rate of paynment shall be established in accordance with subsection (9),
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(10), or (11) of this section and in accordance with section 19 of this
act .

(9) Facilities having all owabl e costs per case m x unit above the
ceiling, as established in subsection (8) of this section, shall have
each of their resident’s rate of paynent determ ned using the ceiling
price.

(10) Facilities having all owabl e costs per case m x unit below the
floor, as established in subsection (8) of this section, shall have
each of their resident’s rate of paynent determ ned using the floor
price.

(11) Facilities having allowable costs per case mx unit between
the floor and ceiling as established in subsection (8) of this section,
shall have each of their resident’s rate of paynent determ ned using
that facility’ s allowable cost per case mx unit as the price.

NEW SECTI ON.  Sec. 19. (1) The direct care conponent rate rel ates
to the provision of nursing care and related care for one resident of
a nursing facility for one day, including direct care supplies.
Therapy services and supplies, which are paid under section 20 of this
act, shall be excluded fromthe direct care conponent rate. The direct
care conponent rate i ncludes el enents of case m x det erm ned consi st ent
with the principles of this section and other applicabl e provisions of
this chapter.

(2) Beginning July 1, 1998, the departnent shall determ ne and
update the direct care conponent rate on a quarterly basis. If a
required resident assessnent becones due and has not been tinely
submtted to the departnment as required under federal or state
requi renents, the resident shall be assigned to the default case m x
group until the facility transmts the necessary resident assessnent
data. Once the resident assessnent data is transmtted, the departnent
shall retroactively adjust the facility' s direct care conponent rate.
In determining direct care conponent rates the departnment shal
utilize, as specified in this section, mninum data set resident
assessnment data for each resident of the facility, as transmtted to,
and if necessary corrected by, the departnment in the resident
assessnent instrunment fornmat approved by federal authorities for use in
this state. The effective date of the change to the direct care
conponent rate shall be the date on which the resident assessnent was
conpl et ed.
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(3) The nedicaid resident assessnent data shall be classified into
a resource utilization group and shall be assigned correspondi ng case
m x weights. Each nedicaid resident’s assigned case m x wei ght val ue
shall be multiplied by either the ceiling price, the floor price, the
facilities all owabl e cost per case m x unit price, or the base price as
determined in section 18 of this act, to derive the paynent rate for
each nedi caid resident.

(a) For July 1, 1998, and July 1, 1999, direct care conponent
rates, the departnment shall use the followng prices to derive the
paynent rate for each resident: (i) The ceiling price shall be used
for those facilities having allowable costs per case mx unit at or
above the ceiling; (ii) the floor price shall be used for those
facilities having allowable costs per case mx unit at or below the
floor; and (iii) each facility s allowabl e cost per case m x unit shal
be used for those facilities having all owabl e costs per case mx unit
between the ceiling and the floor.

(b) For July 1, 2000, and all subsequent July 1st direct care
conponent rates, the departnent shall use the base price as established
under section 18 of this act, to derive the paynent rate for each
resi dent.

(4) The paynent rate derived for each nedicaid resident shall be in
effect until the resident’s next required assessnent or until the
resident is discharged.

(5 The facility shall return to the departnment one-half of the
anmount, if any, which has not been expended on direct care during the

rate year. The departnent shall identify the anount, if any, which has
not been expended on direct care followng the audit and settlenent
procedures as described in chapter . . ., Laws of 1998 (this act).

(6) The departnent may question the accuracy of assessnent data for
any resident and utilize corrected information in determ ning direct
care conponent rates. The contractor shall, under the provisions of
this chapter, be provided an opportunity to contest any determ nation
made by the departnent as to the accuracy of the assessnent data
submtted for any resident under section 26 of this act or RCW
74. 46. 780.

(7) A contractor may request the departnment to adjust its direct
care conponent rate under section 16, 25, or 26 of this act, or RCW
74. 46. 780.
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NEWSECTI ON. Sec. 20. (1)(a) Therapy care paynent shall relate to
t he provision of one-on-one therapy provided to nedicaid residents by
a qualified therapist, as defined in this chapter, or by a qualified
therapists’ assistant, and shall include copaynent or deductible
anount s under the nedicare program

(b) Costs associated with the provisions of therapy care that are
paid privately, by comercial insurance, or the federal nedicare
program except for copaynent or deductible anmounts, shall be excl uded
from paynent under this chapter.

(c) Consultation services shall be included in the direct care
conponent rate.

(2) Beginning July 1, 1998, the departnent shall pay for therapy
care based on clainms submtted. Only clainms submtted by an eligible
nursing facility therapy services provider, using the UB-92 claimform
for physical, speech, or occupational therapy services, shall be paid.
An eligible nursing facility therapy provider shall be the individual
or entity licensed to provide therapy services or certified to
participate in the nmedicare program Paynment shall be limted to
medi cal | y necessary servi ces.

(a) Paynment for physical, speech, or occupational therapy, by
t herapy type, shall be based on units of therapy provided and shall be
pai d using the sane fee amobunts established by the departnent’s nedi cal
assi stance adm nistration for outpatient hospital services. Each unit
of therapy shall be based on fifteen mnute increments of one-on-one
t herapy tine.

(b) Paynent for nmental health, nental retardation, and respiratory
t herapy, by therapy type, shall be based on a fee schedule. The fee
schedul e shall be developed by the departnent in consultation wth
provi der representatives. The fee schedule shall be in an anount or
anpunts sufficient to encourage the appropriate use of such therapy
care.

(3)(a) The departnment nmay, by rule, establish a utilization
threshol d, expressed either as dates of service per resident or in
dol | ars per resident, or both, which if exceeded will result in a case
managenent review of the nedical necessity for the therapy care. In
establishing the case nmanagenent utilization threshold or thresholds,
t he departnent shall consult with provider representatives.

(b) The departnment shall conplete its case managenent utilization
review, if required, pronptly and shall notify the contractor of its
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decision no later than ten days following the date on which the
necessary docunent ati on denonstrati ng nmedi cal necessity or therapeutic
appropriateness for the therapy was submtted.

(4) The departnment shall by rule establish procedures for billing
for therapy care, including the copaynent or deducti bl e anmounts under
the nedi care program Clains for paynent shall be submtted to the
departnent’ s nedi cal assistance adm nistration at |east quarterly.

(5) The departnment shall reinburse a contractor for all allowable
therapy care within twenty days foll ow ng the subm ssion of clains.

NEW SECTI ON. Sec. 21. (1)(a) The operations conponent rate
relates to the general operation of a nursing facility for one resident
for one day, including but not limted to managenent, adm nistration,
utilities, office supplies, accounti ng and bookkeepi ng, m nor buil ding
mai nt enance, mnor equipnment repairs and replacenents, and other
activities and services, exclusive of taxes paid under (b) of this
subsection as a pass through, direct care, therapy care, property,
support services, and return on investnent.

(b) Real estate, personal property, and any busi ness and occupati on
t axes shall be paid by the departnent, as they becone due, in an anount
that is proportionate to the nursing facility’ s nedicaid resident days
to total days during the imedi ately preceding cost report year.

(2) Beginning July 1, 1998, the departnent shall determ ne each
nursing facility s operations conponent rate using cost report data
specified by section 13(5)(a) of this act and adjusted by the greater
of a facility’s total resident days for the facility in the prior
period or resident days as calculated on eighty percent facility
occupancy.

(3) To determne each facility’'s operations conponent rate the
departnment shall

(a) Array facilities’ adjusted general operations costs per
adj usted resident day for each facility fromfacilities’ cost reports
from the applicable report year, for facilities located wthin a
metropolitan statistical area and for those not Ilocated in a
metropolitan statistical area and determ ne the nedi an adj usted cost
for each peer group;

(b) Set each facility's operations conponent rate at the adjusted
medi an per resident day general operations cost for that facility’s
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peer  group, metropolitan statistical area or nonnetropolitan
statistical area;

(c) Use the facility’'s anticipated resident occupancy | evel
subsequent to the decrease or increase in licensed bed capacity if a
contractor elects to bank |icensed beds or to convert banked beds to
active service under chapter 70.38 RCW however, in no case shall the
departnent use less than eighty percent occupancy of the facility’s
i censed bed capacity after banking or conversion; and

(d) Adjust each facility's operations conponent rate for econom c
trends and conditions as provided in section 13(5)(b) or (c) of this
act .

NEW SECTI ON. Sec. 22. (1) The support services conponent rate
relates to the provision of food, food preparation, dietary,
housekeepi ng, and | aundry services for one resident day.

(2) Beginning July 1, 1998, the departnent shall determ ne each
nursing facility’ s support services conponent rate using cost report
data specified by section 13(5)(a) of this act.

(3) To determ ne each facility’ s support services conponent rate
t he departnent shall

(a) Array facilities’ adjusted support services costs per resident
day for weach facility from facilities’ <costs reports from the
applicable report year, for facilities located within a netropolitan
statistical area and for those | ocated in a nonnetropolitan statistical
area and determ ne the nedi an adjusted cost for each peer group;

(b) Set each facility’s support services conponent rate at the
adj usted nedian per resident day support services cost for that
facility's peer group, met ropol itan statistical ar ea, and
nonnetropolitan statistical area; and

(c) Adjust each facility' s support services conponent rate for
econom ¢ trends and conditions as provided in section 13(5)(b) or (c)
of this act.

(4) The facility will return to the departnent any overpaynent
anount that the departnent identifies following the audit and
settl ement procedures as described in this act.

NEW SECTION. Sec. 23. (1) The property conponent rate shall be
determined in accordance with this section, RCW 74.46.310 through
74. 46. 380, and in accordance with the property rate conponent rules in
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effect as of Decenber 1, 1997; except that the mninmm occupancy
requi renent shall be eighty percent as specified in this section.

(2) The property conponent rate for each facility shall be
determ ned by dividing the sumof the reported all owable prior period
actual depreciation, subject to RCW 74.46.310 through 74.46. 380,
adjusted for any capitalized additions or replacenents approved by the
departnent, and the retained savings, if any, fromsuch conponent rate,
by the greater of a facility’'s total resident days for the facility in
the prior period or resident days as calculated on eighty percent
facility occupancy. If a capitalized addition or retirenment of an
asset will result in a different |icensed bed capacity during the
ensui ng period, the prior period total resident days used in conputing
the property conponent rate shall be adjusted to anticipated resident
day | evel.

(3) Anursing facility’ s property conponent rate shall be rebased
annual ly, effective July 1st, in accordance with this section and this

chapter.
(4) Wien a certificate of need for a newfacility is requested, the
departnment, in reaching its decision, shall take into consideration

per-bed |and and building construction costs for the facility which
shall not exceed a maxinmumto be established by the departnent.

(5) For the purpose of calculating a nursing facility s property
conponent rate, if a contractor elects to bank |icensed beds or to
convert banked beds to active service, under chapter 70.38 RCW the
departnment shall wuse the facility' s anticipated resident occupancy
| evel subsequent to the decrease or increase in |icensed bed capacity;
however, in no case shall the departnent use |ess than eighty percent
occupancy of the facility's licensed bed capacity after banking or
conver si on.

NEWSECTI ON. Sec. 24. (1) The return on investnent conponent rate
shall be determined in accordance with this section and in accordance
with the return on investnent conponent rate rules in effect as of
Decenber 1, 1997; except that the m ni mum occupancy requirenent shal
be eighty percent as specified in this section.

(2) The departnent shall establish for each nedicaid nursing
facility a return on investnment (RO ) conponent rate that shall be
conposed of two parts: A financing allowance and a variable return
al | owance. The financing allowance part of a facility’s return on
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i nvest ment subconponent shall be rebased annually, effective July 1st,
in accordance with the provisions of this section and this chapter.

(a) The financing all owance shall be determ ned by multiplying the
net invested funds of each facility by .10, and dividing by the greater
of a nursing facility' s total resident days fromthe nost recent cost
report period or resident days calculated on eighty percent facility
occupancy. |If a capitalized addition or retirenent of an asset wll
result in adifferent |icensed bed capacity during the ensuing period,
the prior period total resident days used in conputing the financing
and variable return allowances shall be adjusted to the anticipated
resi dent day | evel.

(b) I'n conmputing the portion of net invested funds representing the
net book val ue of tangible fixed assets, the sane assets, depreciation
bases, lives, and nethods referred to in RCW 74.46.330, 74.46. 350,
74. 46. 360, 74.46. 370, and 74. 46. 380, incl udi ng owned and | eased asset s,
shall be utilized, except that the capitalized cost of |and upon which
the facility is located and other contiguous |land that is reasonable
and necessary for use in the regul ar course of providing resident care
shall also be included. Subject to provisions and limtations
contained in this chapter, for |and purchased by owners or |essors
before July 18, 1984, capitalized cost of |land shall be the buyer’s
capitalized cost. For all partial or whole rate periods after July 17,
1984, if the land is purchased after July 17, 1984, capitalized cost
shall be that of the owner of record on July 17, 1984, or buyer’s
capitalized cost, whichever is lower. Inthe case of |eased facilities
where the net invested funds are unknown or the contractor is unable to
provi de necessary information to determ ne net invested funds, the
departnent has the authority to determ ne an anount for net invested
funds based on an apprai sal conducted according to RCW 74. 46. 360(1).

(c) In determning the variable return all owance:

(1) For July 1, 1998, rate setting and for all subsequent July 1st
rate setting periods, the departnent, w thout utilizing peer groups,
shall first rank all facilities in nunerical order from highest to
| owest according to their per resident day adjusted al | owabl e costs for
direct care, operations, and support services conbi ned for 1996, 1998,
and thereafter for each subsequent cal endar year cost report period.

(1i) The departnent shall then conpute the variable return
al lowance by nmultiplying the appropriate percentage anounts, which
shall not be |l ess than one percent and not greater than four percent,
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by the sum of the facility’'s direct care, operations, and support
services rate conponents. The percentage amounts will be based on
groupings of facilities according to the rankings prescribed in (i) of
this subsection (2)(c). Those groups of facilities wth | ower per diem
costs shall receive higher percentage anmounts than those w th higher
per di em costs.

(d) The sum of the financing allowance and the variable return
al l omance shall be the return on investnment conponent rate for each
facility and shall be added to the conponent rates of each contractor
as determned in sections 19, 21, 22, and 23 of this act.

(e) In the case of a facility that was | eased by the contractor as
of January 1, 1980, in an arm s-1ength agreenent, which continues to be
| eased under the sane |ease agreenent, and for which the annualized
| ease paynent, plus any interest and depreciation expenses associ ated
W th contractor-owned assets, for the period covered by the prospective
rates, divided by the contractor’s total resident days, mnus the
property conponent rate determ ned according to section 23 of this act,
is nmore than the return on investnent conponent rate determ ned
according to (d) of this subsection, the follow ng shall apply:

(1) The financing allowance shall be reconputed substituting the
fair market val ue of the assets as of January 1, 1982, as determ ned by
the departnent of general admnistration through an appraisal
procedure, |ess accunul ated depreciation on the | essor’s assets since
January 1, 1982, for the net book value of the assets in determ ning
net invested funds for the facility. A determ nation by the depart nment
of general admnistration of fair market value shall be final unless
the procedure used to make such a determnation is shown to be
arbitrary and capri ci ous.

(i1) The sum of the financing allowance conputed under (e)(i) of
this subsection and the variable allowance shall be conpared to the
annual i zed | ease paynent, plus any i nterest and depreci ation associ at ed
W th contractor-owned assets, for the period covered by the prospective
rates, divided by the contractor’'s total resident days, mnus the
property conponent rate determ ned according to section 23 of this
act . The |esser of the two anobunts shall be called the alternate
return on investnent conponent rate.

(ti1) The return on investnent conponent rate determ ned accordi ng
to (d) of this subsection or the alternate return on investnent
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conponent rate, whichever is greater, shall be the return on i nvest nent
conponent rate for the facility.

(f) Inthe case of a facility that was | eased by the contractor as
of January 1, 1980, in an arms-length agreenent, if the lease is
renewed or extended under a provision of the |ease, the treatnent
provided in (e) of this subsection shall be applied except that in the
case of renewals or extensions made subsequent to April 1, 1985,
rei nbursenent for the annualized | ease paynent shall be no greater than
the rei nbursenment for the annualized | ease paynent for the |last year
prior to the renewal or extension of the |ease.

(3) For the purpose of calculating a nursing facility’ s return on
i nvestment conponent rate, if a contractor elects to bank beds or to
convert banked beds to active service, under chapter 70.38 RCW the
departnment shall use the facility’ s anticipated resident occupancy
| evel subsequent to the decrease or increase in |icensed bed capacity;
however, in no case shall the departnent use |ess than eighty percent
occupancy of the facility's licensed bed capacity after banking or
conver si on.

(4) Each biennium beginning in 1999, the departnent shall review
t he adequacy of return on investnment conponent rates in relation to
anticipated requirements for nmaintaining, reducing, or expanding
nursing care capacity. The departnent shall report the results of such
areviewto the | egi slature and nmake recomendati ons for adjustnents in
the return on investnent conponent rates utilized in this section, if
appropri ate.

NEW SECTION.  Sec. 25. (1) The departnent, in consultation with
interested parties, shall adopt rules to establish criteria the
departnment will use in reviewng any request by a contractor for a
prospective rate adjustnment for a physical plant capital inprovenent.
The rul es shall al so specify the tine periods for subm ssion and revi ew

of proposed physical plant capital inprovenents. |In establishing the
criteria, the departnment may consider, but is not limted to, the
fol | ow ng:

(a) The remaining functional life of the facility and the | ength of

time since the facility's last significant inprovenent;

(b) The ampunt and scope of renovation or renodel to the facility
and whether the facility will be able to serve better the needs of its
resi dents;
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(c) Whether the proposed inprovenent inproves the quality of the
living conditions of the residents;

(d) Whet her the proposed inprovenent mght elimnate life safety,
bui | ding code, or construction standard wai vers;

(e) The percentage of public-pay residents in the facility.

(2) The department shall prospectively adjust a contractor’s
rel evant conponent rate or rates to address programchanges, changes in
staffing, or changes in mnimm wage l|levels as required by the
depart nent.

(3) Rate adjustnents under this section may be provided only if
funds are appropriated for this purpose.

NEW SECTI O\ Sec. 26. (1) The departnent nay adjust conponent
rates for errors or om ssions nmade in establishing conponent rates and
determ ne anounts either overpaid to the contractor or under paid by
t he departnent.

(2) Acontractor may request the departnent to adjust its conponent
rates because of:

(a) An error or omssion the contractor nmade in conpleting a cost
report;

(b) An alleged error or omssion made by the departnent in
determ ning one or nore of the contractor’s conponent rates; or

(c) An error nmade by the contractor in conpleting a resident
assessnment or an alleged error made by the departnent in determ ning
that the contractor erred under section 19 of this act.

(3) A request for a rate adjustnent nade on incorrect cost
reporting nust be acconpani ed by the anended cost report pages prepared
in accordance wth the departnent’s witten instructions and by a
witten explanation of the error or om ssion and the necessity for the
anended cost report pages and the rate adjustnent.

(4) The departnment shall review a contractor’s request for a rate
adj ust nent because of an alleged error or omssion, even if the tine
period has expired in which the contractor nust appeal the rate when
initially issued, pursuant to rul es adopted by the departnment under RCW
74.46. 780. If the request is received after this tine period, the
departnent has the authority to correct the rate if it agrees an error
or om ssion was comm tted. However, if the request is denied, the
contractor shall not be entitled to any appeals or exception review
procedure that the departnent nmay adopt under RCW 74. 46. 780.
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(5) The departnent shall notify the contractor of the anount of the
overpaynment to be recovered or additional paynent to be made to the
contractor reflecting a rate adjustnent to correct an error or
om ssion. The recovery fromthe contractor of the overpaynent or the
additional paynent to the contractor shall be governed by the
reconciliation, settlenment, security, and recovery processes set forth
in this chapter and by rul es adopted by the departnent in accordance
with this chapter and RCW 74. 46. 800.

Sec. 27. RCW 74. 46. 610 and 1983 1st ex.s. ¢ 67 s 33 are each
anmended to read as foll ows:

(1) Acontractor shall bill the departnent each nonth by conpl eting
and returning a facility billing statement as provided by the
depart nent ((wh-eh—shalH—+tnelude—but—noet—hbet++mtedto-

o) B I ;

b)—TFetal—patient—daysi—and

. . o ).

The statenent shall be conpleted and filed in accordance with rul es
((and—+egulations)) established by the ((seeretary)) departnent.

(2) Afacility shall not bill the departnent for service provided
to a ((reeiptent)) client for nedicaid until an award letter of
eligibility of such ((reetptent)) client, under rul es established under
chapter 74.09 RCW. has been received by the facility. However a
facility may bill and shall be reinbursed for all ((redical—care
reetptents)) nedicaid clients referred to the facility by the
departnment prior to the receipt of the award letter of eligibility or
the denial of such eligibility. If an award letter is not received
within forty-five days of the date on which a request for eligibility
determ nation was submtted, the nedicaidclient’s eligibility shall be
pr esuned. |f the departnent subsequently denies eligibility, the
departnment shall recover the anpbunts paid against the resident pursuant
to its authority under chapter 43.20B RCW

(3) Billing shall cover the ((patient)) nedicaid days of care.

Sec. 28. RCW 74. 46. 620 and 1980 ¢ 177 s 62 are each anended to
read as foll ows:

(1) The departnment will ((+etwburse)) pay a contractor for service
rendered under the facility contract and billed in accordance with RCW
74. 46. 610.
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(2) The amount paid will be conputed using the appropriate rates
assigned to the contractor.

(3) For each recipient, the departnent will pay an anount equal to
the appropriate rates, nmultiplied by the nunber of ((pat+ent)) nedicaid
resi dent days each rate was in effect, |l ess the anount the recipient is
required to pay for his or her care as set forth by RCW 74. 46. 630.

Sec. 29. RCW 74.46.630 and 1980 c 177 s 63 are each anended to
read as foll ows:

(1) The departnment wll notify a contractor of the anobunt each
medi cal care recipient is required to pay for care provided under the
contract and the effective date of such required contribution. It is
the contractor’s responsibility to collect that portion of the cost of
care fromthe patient, and to account for any authorized reduction from
his or her contribution in accordance with rul es ((and—+egulatioens))
establi shed by the ((seeretary)) departnent.

(2) If a contractor receives docunentation show ng a change in the
i ncome or resources of a recipient which wll mean a change in his or
her contribution toward the cost of care, this shall be reported in
witing to the departnment within seventy-two hours and in a manner

speci fied by rul es ((andregutat+ons)) established by the ((seeretary))

departnent. |f necessary, appropriate corrections will be nmade in the
next facility statenment, and a copy of docunentation supporting the
change will be attached. If increased funds for a recipient are

received by a contractor, an anmount determ ned by the departnent shal
be allowed for clothing and personal and incidental expense, and the
bal ance applied to the cost of care.

(3) The contractor shall accept the ((+etrwburserent)) paynent rates
established by the departnment as full conpensation for all services
provi ded under the contract, certification as specified by Title Xl X
and |icensure under chapter 18.51 RCW The contractor shall not seek
or accept additional conpensation fromor on behalf of a recipient for
any or all such services.

Sec. 30. RCW 74. 46. 640 and 1995 1st sp.s. ¢ 18 s 112 are each
anmended to read as foll ows:

(1) Paynents to a contractor may be withheld by the departnent in
each of the follow ng circunstances:
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(a) Arequired report is not properly conpleted and filed by the
contractor within the appropriate tinme period, including any approved
extension. Paynents will be released as soon as a properly conpl eted
report is received; and

(b) State auditors, departnent auditors, or authorized personnel in
the course of their duties are refused access to a nursing facility or
are not provided with existing appropriate records. Paynents wll be
rel eased as soon as such access or records are provided( (s

(2) No paynent will be withheld until witten notification of the
suspension is provided to the contractor, stating the reason for the
wi t hhol di ng, except that neither a request to pursue the adm nistrative
appeal s or exception procedure established by the departnent in rule
nor commencenent of judicial review, as may be available to the
contractor in |aw, shall delay suspension of paynent.

Sec. 31. RCW74.46.660 and 1992 ¢ 215 s 1 are each anended to read
as foll ows:

In order to participate in the ((prospeetive—ecost—related
retrbursenent)) nursing facility nmedi caid paynent systemestabl i shed by
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this chapter, the person or |egal ((ergantzatien)) entity responsible
for operation of a facility shall:

(1) Oontain a state certificate of need and/or federal capita
expenditure review (section 1122) approval pursuant to chapter 70.38
RCWand Part 100, Title 42 CFR where required;

(2) Hold the appropriate current |icense;

(3) Hold current Title XIX certification;

(4) Hold a current contract to provide services under this chapter;

(5) Comply wth all provisions of the <contract and al
((apptHeat+eon)) applicable regulations, including but not limted to
the provisions of this chapter; and

(6) Obtain and maintain nedicare certification, under Title XVII
of the social security act, 42 U S. C Sec. 1395, as anended, for a
portion of the facility's |licensed beds. ( (YatH—3unre—1—31993—the

Sec. 32. RCW74.46.680 and 1985 ¢ 361 s 2 are each anended to read
as follows:

(1) Onthe effective date of a change of ownership the departnment’s
contract with the old owner shall be term nated. The old owner shal
give the departnment sixty days’ witten notice of such term nation
When certificate of need and/or section 1122 approval is required
pursuant to chapter 70.38 RCWand Part 100, Title 42 CFR, for the new
owner to acquire the facility, and the new owner wi shes to continue to
provi de service to recipients without interruption, certificate of need
and/ or section 1122 approval shall be obtained before the old owner
submits a notice of term nation

(2) If the new owner desires to participate in the ((eest—+elated
retrbursenent)) nursing facility nedi caid paynent system it shall neet
the conditions specified in RCW 74.46.660 ((and—shall—submt—a

days—before—the—date—of—the—change—of—ownership)). The facility
contract with the new owner shall be effective as of the date of the
change of ownership.

Sec. 33. RCW 74. 46. 690 and 1995 1st sp.s. ¢ 18 s 113 are each
anmended to read as foll ows:
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(1) Wen a facility contract is termnated for any reason, ((the
el-d—econtractor—shall—submt)) final reports shall be submtted as
requi red by RCW 74. 46. 040.

(2) Upon notification of a contract term nation, the departnent
shal |l determ ne by ((preHmnary—or+—FHnal——settlerent—ecaleulations))
settlenent or reconciliation the anount of any overpaynents made to t he
contractor, including overpaynents disputed by the contractor. | f
(( preHmnary—eor+—+inal)) settlenents are unavail able for any period up
to the date of contract termnation, the departnent shall mnake a
reasonable estimate of any overpaynent or underpaynments for such
peri ods. The reasonable estimate shall be based upon prior period
settlenents, available audit findings, the projected inpact of
prospective rates, and other information available to the departnent.
The departnent shall also determne and add in the total of all other
debts and potential debts owed to the departnent regardl ess of source,
including, but not limted to, interest owed to the departnent as
aut horized by this chapter, civil fines inposed by the departnent, or
third-party liabilities.

(3) For all cost reports after Decenber 31, 1997, the old
contractor shall provide security, in a form deened adequate by the
departnent, equal to the total anmount of determ ned and estinated
overpaynents and all ((ether)) debts and potential debts from any
source, whether or not the overpaynents are the subject of good faith
di spute including but not limted to, interest owed to the departnent,
civil fines inposed by the departnent, and third-party liabilities.
Security shall consist of one or nore of the follow ng:

(a) Wthheld paynents due the old contractor under the contract
bei ng terminated; ((e+))

(b) ((A-suretybond
departrent—eor

£€))) An assignment of funds to the departnent; ((e+

eh—Colateral—aceeptabletothedepartrent—eor

te)—A—purehaser~s)) (c) The new contractor’s assunption of
liability for the prior contractor’s ((everpayrent)) debt or potenti al
debt ;

(d) An authorization to withhold paynents fromone or nore nedicaid
nursing facilities that continue to be operated by the old contractor;

((6H)) (e) A promssory note secured by a deed of trust; or

p. 41 SHB 2935



© 00 N O Ol WDN P

W W W W W W W WwWWwWwWwWMNDNDNDNDNDNMDNDNMNDNDNMNMNMDNNMNNMNMNNNREPRPRPPRPPRPEPRPPERPPRPRPERPR
©O© 00 N O Ol WNPEFEP O O 0WwWNO UG WODNPEFEP O O W NO O P DN PEF-, O

( ( | | 1 ) ) ) )
subseetion)) (f) Oher collateral or security acceptable to the

depart nent.

(4) ((A—surety—bend—er)) An assignnent of funds shall:

(a) Be at least equal ((in)) to the anount ((te)) of deternined or

estimated ((everpayrents—whether—oer—not—the—subjeet—of—goed—tfatth
eispute)) debt or potential debt mnus wthheld paynents or other

security provided; and

{e)y)) Provide that an anount equal to any recovery the departnment
determines is due from the contractor from settlenent or from any
((ether)) source of debt to the departnment, but not exceeding the
anount of the ((bend—-and)) assignnent, shall be paid to the depart nment
if the contractor does not pay the ((+efund—and)) debt within sixty
days following receipt of witten demand for paynent from the
departnent to the contractor.

(5) The departnent shall rel ease any paynent withheld as security
if alternate security is provided under subsection (3) of this section
in an anount equi val ent to the determined and estinmated
((everpayrents)) debt.

(6) If the total of withheld paynents((;—bendss-)) and assignnents
is less than the total of determ ned and estinmated overpaynents and
debts, the unsecured amount of ((sueh)) the overpayments and the debt
shal|l be a debt due the state and shall becone a |lien against the real
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and personal property of the contractor fromthe tine of filing by the
departnment with the county auditor of the county where the contractor
resides or owns property, and the lien claimhas preference over the
clainms of all unsecured creditors.

(7) ((Fhre—contractor—shal—+i+le)) A properly conpleted final cost
report shall be filed in accordance with the requirenents of ((t+his
ehapter)) RCW 74.46.040, which shall be ((audited)) exanm ned by the
departnment in accordance with the requirenents of RCW 74.46.100. ((A

(8) ((FeHowng—determnatieon—of——settdenrent—Ftor—all—pertodsy))
Security held pursuant to this section shall be released to the
contractor after all ((everpayrents,—erroneous—payrents—and)) debts
((d i o . ik final I | I i se)) .
i ncl udi ng accunul ated i nterest owed the departnent, have been paid by
the old contractor.

(9) If, after calculation of settlenents for any periods, it is
determ ned that overpaynents exist in excess of the value of security
hel d by the state, the departnent may seek recovery of these additional
overpaynents as provided by | aw.

(10) Regardl ess of whether a contractor intends to termnate its
medi caid contracts, if a contractor’s net nedicaid overpaynents and
erroneous paynents for one or nore settlenent periods, and for one or
nmore nursing facilities, conbined with debts due the departnent,
reaches or exceeds a total of fifty thousand dollars, as determ ned by
( ( preHmnary——setttenent—Fnal)) settlenent, civil fines inposed by
the departnent, third-party liabilities or by any ot her source, whet her
such amounts are subject to good faith dispute or not, the departnent
shall demand and obtain security equivalent to the total of such
over paynents, erroneous paynents, and debts and shall obtain security
for each subsequent increase inliability reaching or exceedi ng twenty-

five thousand doll ars. Such security shall neet the criteria in
subsections (3) and (4) of this section, except that the departnent
shall not accept an assunption of liability. The departnent shall

withhold all or portions of a contractor’s current contract paynents or
i npose liens, or both, if security acceptable to the departnment is not
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forthcom ng. The departnent shall release a contractor’s wthheld
paynents or lift liens, or both, if the contractor subsequently
provi des security acceptable to the departnent. ( (Fhts—subseett+on

Sec. 34. RCW 74.46. 770 and 1995 1st sp.s. ¢ 18 s 114 are each
anmended to read as foll ows:

(1) (( " . it i caid o .
er—aftter—3July—1—1995—and for—al——settlenents—andaudit s+ssued—on—-or
after July 1, 1995 regardless of what periods the settlenents or

f —)) Lf a contractor wi shes to contest the way in which
arulerelating to the nedicaid paynent rate systemwas applied to the
contractor by the departnent, it shall pursue the appeals or exception
procedure established by the departnent in rule authorized by RCW
74. 46. 780.

(2) If a contractor wishes to challenge the legal validity of a
statute, rule, or contract provision or wishes to bring a challenge

based in whole or in part on federal |aw ((nreludingbut—not—timted

. : I I I . L R o I

i caid . ard I it
servi€esy)) the appeals or exception procedure established by the
departnment in rule my not be used for these purposes. Thi s
prohi bition shall apply regardl ess of whether the contractor wi shes to
obtain a decision or ruling on an issue of wvalidity or federal
conpliance or wshes only to nmake a record for the purpose of
subsequent judicial review

(3) If a contractor wishes to challenge the legal validity of a

statute, rule, or contract provision relating to the nmedi caid paynent
rate system or wishes to bring a challenge based in whole or in part
on federal law, it nust bring such action de novo in a court of proper
jurisdiction as may be provided by |aw

Sec. 35. RCW 74.46. 780 and 1995 1st sp.s. ¢ 18 s 115 are each
anmended to read as foll ows:
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(( " . it i caid ” .
after—3uly—31,—1995,—and for—allauditsconpletedand settlenentsissued
en—or—aftter—July1—1995—~+regardless—of whatperiodsthepayrent—ratess-
addt-ts—eor—setttenents—my——cover)) The departnent shall establish in
rule, consistent with federal requirenents for nursing facilities
participating in the nedicaid program an appeals or exception
procedure that allows individual nursing care providers an opportunity
to submit additional evidence and receive pronpt adm nistrative review
of paynment rates with respect to resident assessnent accuracy and ot her
such issues as the departnent deens appropriate.

Sec. 36. RCW 74. 46. 800 and 1980 c 177 s 80 are each anmended to
read as foll ows:

The departnment shall adopt, ((premutlgater)) anend, and resci nd such
admnistrative rules and definitions as are necessary to carry out the
pol i cies and purposes of this chapter and to resol ve i ssues and devel op
procedures needed to inplenent, update, and inprove the case mx

elenents of the nursing facility nedicaid paynent system ((+n

Sec. 37. RCW 74. 46. 820 and 1985 c¢ 361 s 14 are each anmended to
read as foll ows:

(1) ((cost—+eports—andtheir—+nal—audit)) Financial reports filed
by the contractor shall be subject to public disclosure pursuant to the
requi renents of chapter 42.17 RCW Notw t hstandi ng any ot her provi sion
of law, ((eest)) reports ((sehedules)) show ng i nformati on on rental or
| ease of assets, the facility or corporate bal ance sheet, schedul e of
changes in financial position, statenent of changes in equity-fund
bal ances, notes to financial statenents, and any ((acecenpanying))
schedul es summari zing ((+he)) adjustnents to a contractor’s financi al
records, reports on review of internal control and accounting
procedures, and letters of coments or recomendations relating to
suggested inprovenents in internal control or accounting procedures
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whi ch are prepared pursuant to the requirenents of this chapter shal
be exenpt from public disclosure.

((Fhts)) (2) Subsection (1) of this section does not prevent a
contractor fromhaving access toits own records or fromauthorizing an
agent or designee to have access to the contractor’s records.

((21)) (3) Regardl ess of whether any docunent or report submtted
to the secretary pursuant to this chapter is subject to public
di scl osure, copies of such docunents or reports shall be provided by
the secretary, upon witten request, to the legislature and to state
agencies or state or local |aw enforcenent officials who have an
official interest in the contents thereof.

NEW SECTI ON\. Sec. 38. (1) The departnent of social and health
servi ces shall study and provi de recomendati ons, by Decenber 12, 1998,
to the chairs of the house of representatives health care commttee and
the senate health and |l ong-termcare commttee on the appropriateness
of extending the case m x principles, described in chapter . . ., Laws
of 1998 (this act), to hone and community service providers, as defined
in chapter 74.39A RCW The departnment shall invite stakeholders to
participate in this study.

(2) The departnment of social and health services shall contract
wi th an i ndependent and recogni zed organi zation to study and eval uate
the i npacts of chapter . . ., Laws of 1998 (this act) inplenentation on
access, quality of <care, quality of I|ife for nursing facility
residents, and the wage and benefit levels of all long-term care
enpl oyees. The departnment shall require, and the contractor shall
submt, a report wth the results of this study and evaluation
including their findings, to the governor and | egislature by Decenber
1, 2000.

(3) The departnment of social and health services shall study and,
as needed, specify additional case m x groups and appropriate case m x
wei ghts to reflect the resource utilization of residents whose care
needs are not adequately identified or reflected in the resource
utilization group I1I1 grouper version 5.10. At a mninmum the
departnent shall study the adequacy of the resource utilization group
1l grouper version 5.10, including the mninumdata set, for capturing
the care and resource utilization needs of residents wth AlIDS,
residents with traumatic brain injury, residents requiring ventilator
care, and residents who are behaviorally challenged. The departnent

SHB 2935 p. 46



w N

©O© 00 N o 0o b

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38

shall report its findings to the chairs of the house of representatives
health care commttee and the senate health and l|ong-term care
commttee by Decenber 12, 2000.

Sec. 39. RCW72.36.030 and 1993 sp.s. ¢ 3 s 5 are each anended to
read as foll ows:

All of the followng persons who have been actual bona fide
residents of this state at the tinme of their application, and who are
i ndi gent and unable to support thenselves and their famlies may be
admtted to a state veterans’ honme under rul es as may be adopted by the
director of the departnent, unless sufficient facilities and resources
are not available to accommobdate these peopl e:

(1)(a) Al honorably discharged veterans of a branch of the arned
forces of the United States or nerchant marines; (b) nenbers of the

state mlitia disabled while in the Iine of duty; ((and)) (c) Filipino
Wrld War || veterans who swore an oath to Anerican authority and who

participated in mlitary engagenents with American soldiers; and (d)
the spouses of these veterans, nerchant marines, and nenbers of the
state mlitia. However, it is required that the spouse was married to
and living with the veteran three years prior to the date of
application for admttance, or, if married to him or her since that
date, was also a resident of a state veterans’ hone in this state or
entitled to adm ssion thereto;

(2)(a) The spouses of: (i) Al honorably discharged veterans of
the United States arned forces; (ii) nmerchant marines; and (iii)
menbers of the state mlitia who were disabled while in the |ine of
duty and who were residents of a state veterans’ hone in this state or
were entitled to adm ssion to one of this state’'s state veteran hones
at the tinme of death; (b) the spouses of: (i) Al honorably discharged
veterans of a branch of the United States arned forces; (ii) merchant
marines; and (iii) nmenbers of the state mlitia who woul d have been
entitled to adm ssion to one of this state’'s state veterans’ hones at
the tinme of death, but for the fact that the spouse was not i ndigent,
but has since becone indigent and unable to support hinself or herself
and his or her famly. However, the included spouse shall be at |east
fifty years old and have been married to and living wth their husband
or wife for three years prior to the date of their application. The
i ncl uded spouse shall not have been married since the death of his or
her husband or wife to a person who is not a resident of one of this
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state’'s state veterans’ hones or entitled to adm ssion to one of this
state’'s state veterans’ hones; and

(3) Al applicants for adm ssion to a state veterans’ honme shal
apply for all federal and state benefits for which they my be
eligible, including nmedical assistance under chapter 74.09 RCW

NEW SECTION. Sec. 40. The followng acts or parts of acts are
each repeal ed:

(1) RCW74.46.105 and 1995 1st sp.s. ¢ 18 s 91, 1985 ¢ 361 s 10, &
1983 1st ex.s. c 67 s 5

(2) RCW 74.46.115 and 1995 1st sp.s. ¢ 18 s 92 & 1983 1st ex.s. c
67 s 6;

(3) RCW 74.46.130 and 1985 ¢ 361 s 11, 1983 1st ex.s. ¢ 67 s 7, &
1980 ¢ 177 s 13;

(4) RCW 74.46.150 and 1983 1st ex.s. ¢ 67 s 8 & 1980 c 177 s 15;

(5) RCW 74.46.160 and 1995 1st sp.s. ¢ 18 s 93, 1985 c 361 s 12,
1983 1st ex.s. ¢ 67 s 9, & 1980 c 177 s 16;

(6) RCW74.46.170 and 1995 1st sp.s. ¢ 18 s 94, 1983 1st ex.s. c 67
s 10, & 1980 c 177 s 17;

(7) RCW74.46.180 and 1995 1st sp.s. ¢ 18 s 95 & 1993 sp.s. ¢ 13 s
2; and

(8) RCW74.46.670 and 1983 1st ex.s. ¢ 67 s 35 & 1980 ¢ 177 s 67.

NEW SECTION. Sec. 41. RCW74.46.595 and 1995 1st sp.s. ¢ 18 s 98
are each repealed effective July 2, 1998.

NEW SECTI ON.  Sec. 42. Sections 6, 7, 13, 14, and 16 t hrough 26 of
this act are each added to chapter 74.46 RCW

NEW SECTI ON. Sec. 43. Sections 23 through 26 of this act take
effect July 1, 1998.

~-- END ---
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