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S-1335.1

SUBSTI TUTE SENATE BI LL 5179

State of WAshi ngt on 55th Legislature 1997 Regul ar Sessi on

By Senate Committee on Health & Long-TermCare (originally sponsored by
Senat ors Deccio, Prentice and Wod)

Read first tine 02/19/97.

AN ACT Rel ating to nursing facility rei nbursenent; and anendi ng RCW
74. 46. 360, 74.46.370, 74.46.465, 74.46.510, and 74.46. 530.

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

Sec. 1. RCW74.46.360 and 1991 sp.s. ¢ 8 s 18 are each anended to
read as foll ows:

(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 accumulated depreciation to be neasured in
accordance with subsections ((2——3)—and)) (4), (5), and (6) of this
section and RCW74. 46. 350 and 74.46.370. |f the departnent chall enges
the historical cost of an asset, or if the contractor cannot or wll
not provide the historical costs, the departnent wll have the
departnment of general adm nistration, through an appraisal procedure,
determ ne the fair market value of the assets at the tinme of purchase.
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The cost basis of |and and depreci ati on base of depreci able assets w |
not exceed such fair market val ue.
(2) For new or replacenent building 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

determine allowable | and costs 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 appraisal that

neets the |l atest publication of the Uniform Standards of Professional

Appraisal Practice (USPAP) and the financial institutions reform

recovery, and enhancenent act (Fl RREA).
(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 arm s-1 ength | ender has

accepted the ordered appraisal, the departnent shall accept the

apprai sal value as allowable | and costs for calcul ation of paynent.
If the contractor or lessor is unable or unwilling to provide or

cause to be provided to the departnent, or the departnent is unable to

obtain fromthe arnms-length | ender, a | ender-approved appraisal that

neets 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

apprai sal as the allowable | and costs. |f 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.

((3))) (5) Estimated salvage value of acquired, donated, or
inherited assets shall be deducted from historical cost where the
straight-line or sumof-the-years’ digits nmethod of depreciation is
used.
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((£4))) (6)(a) For facilities, other than those described under

subsection (2) of this section, operating prior to July 1, 1997, where
| and or depreciable assets are acquired that were used in the nedical
care program subsequent to January 1, 1980, the cost basis or
depreci ation base of the assets will not exceed the net book val ue
whi ch did exist or would have existed had the assets continued in use
under the previous contract wth the departnent; except that
depreci ati on shall not be assunmed to accunul ate duri ng peri ods when t he
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
the 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 t he depreci ation base of the
nursing home, 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

p. 3 SSB 5179



© 00 N O Ol WDN P

W WWWWNNNNMNNNMNNMNNNRRRRERERERERLERPR PR
D WONRPOOOOMNOUODNWNEROOOOWNOOOUNAWNIERO

35
36
37
38

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 arnmis-length |ease, and
purchased by the | essee/contractor, the |essee/contractor shall have
t he option:

(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 RCW74.46.530(1) (e) and (f) based upon the provisions of
the lease in existence on the date of the purchase, but only if the
purchase date neets one of the following 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 |l onger 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) Were 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.

Sec. 2. RCW74.46.370 and 1980 ¢ 177 s 37 are each anended to read
as follows:

(1) Except for new buildings, major renodels, and major repair
projects, as defined in subsection (2) of this section, the contractor
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shall use lives which reflect the estimted actual useful life of the
asset and whi ch shall be no shorter than guideline lives as established

by the departnent. ( (Fhe—shortest—Hfe—whiech—rmy—be—used—For—new
bui-dings—+s—thi+rty—years—)) Lives shall be nmeasured fromthe date on

whi ch the assets were first used in the nedical care program or from
the date of the nobst recent arms-length acquisition of the asset,
whi chever is nore recent. |In cases where RCW 74. 46. 360(({4))) (6)(a)
does apply, the shortest life that may be used for buildings is the
remai ni ng useful life under the prior contract. |In all cases, lives
shal | be extended to reflect periods, if any, when assets were not used
inor as a facility.

(2) Effective July 1, 1997, the departnent shall use the nost
current edition of Estimated Useful Lives of Depreciable Hospital
Assets, or as it may be renaned, published by the Anerican Hospita
Publishing, Inc., an Anerican hospital association conpany, for
determ ning the useful life of new buildings, major renodels, and ngjor
repair projects, however, the shortest |life that nay be used for new
buildings is thirty years. New buildings, major renodels, and nmajor
repair projects include those projects that neet or exceed the
expenditure m ni rumestabli shed by the departnent of health pursuant to
chapter 70.38 RCW

(3) Building inprovenents, other than major renodels and major
repairs, shall be depreciated over the remaining useful life of the
bui |l di ng, as nodified by the inprovenent.

((3¥)) (4) Inprovenents to |eased property which are the
responsibility of the contractor under the ternms of the | ease shall be

depreci ated over the useful life of the inprovenent.
((4))) (5) A contractor nmay change the estimte of an asset’s
useful life to a longer life for purposes of depreciation.

Sec. 3. RCW74.46.465 and 1987 c 476 s 8 are each anended to read
as follows:

(1) The departnent, in consultation with interested parties, shal
adopt rules to establish criteria the departnment will use in review ng
any request by a contractor for a prospective rate adjustnent for a
physi cal plant capital inprovenent. The rules shall also specify the
time periods for subm ssion and review of proposed physical plant
capital inprovenents. |In establishingthe criteria, the departnent may
consider, but is not limted to, the foll ow ng:
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(a) The remaining functional life of the facility and the | ength of
time since the facility's last significant inprovenent;

(b) The ampbunt 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;

(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 | di ng code, or construction standard wai vers;

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

(2) The departnent may adjust rates to cover state and county
increases in real estate taxes, effective the first day on which the

increased tax paynent is due, related to construction qualifying for

rei nbursenent under RCW 74. 46. 360(2).

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

Sec. 4. RCW 74.46. 510 and 1995 1st sp.s. c¢c 18 s 108 are each
anmended to read as foll ows:

(1) The property cost center 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 retai ned savings fromsuch cost center, as provi ded
in RCW 74.46.180, by the greater of a facility's total resident days
for the facility in the prior period or resident days as cal cul ated on
ninety or eighty-five percent facility occupancy as applicable. If a
capitalized addition or retirement of an asset wll result in a
different licensed bed capacity during the ensuing period, the prior
period total resident days used in conmputing the property cost center
rate shall be adjusted to anticipated resident day |evel.

(2) Anursing facility’ s property rate shall be rebased annually,
effective July 1, in accordance with this section and this chapter.

(3) 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 maximumto be established by the secretary.

(4) For the purpose of calculating a nursing facility's property
conponent rate, if a contractor elects to bank licensed beds or to
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convert banked beds to active service, pursuant to chapter 70.38 RCW
t he departnent shall use the facility's anticipated resident occupancy
| evel subsequent to the decrease or increase in |licensed bed capacity;
however, in no case shall the departnent use |l ess than ninety percent
occupancy of the facility's licensed bed capacity after banking or
conversi on.

Sec. 5. RCW 74. 46. 530 and 1995 1st sp.s. ¢ 18 s 109 are each
anmended to read as foll ows:

(1) The departnent shall establish for each nedicaid nursing
facility a return on investnent (RO) rate conposed of two parts: A
financing allowance and a variable return all owance. The financing
al l owance part of a facility’s return on investnent conponent rate
shall be rebased annually, effective July 1, in accordance with the
provi sions 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 cal cul ated on ninety percent or eighty-
five percent facility occupancy as applicable. If a capitalized
addition or retirenent of an asset will result in a different |icensed
bed capacity during the ensuing period, the prior period total resident
days used in conputing the financing and variable return all owances
shal |l be adjusted to the anticipated resident 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 such other contiguous land which is
reasonabl e and necessary for use in the regular course of providing
resident care shall also be included. Subj ect 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. In the case of |eased
facilities where the net invested funds are unknown or the contractor
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is unable to provide necessary information to determ ne net invested
funds, the secretary shall have the authority to determ ne an anount

for net invested funds based on an apprai sal conduct ed accordi ng to RCW
74.46.360(1).

(c) In determning the variable return all owance:

(1) For July 1, 1995, rate setting only, the departnent, wthout
utilizing peer groups, shall first rank all facilities in nunerica
order from highest to lowest according to their per resident day
adjusted or audited, or both, allowable costs for nursing services,
food, admnistrative, and operational costs conbined for the 1994
cal endar year cost report period.

(ii) The departnent shall then conpute the variable return
al lowance by multiplying the appropriate percentage anounts, which
shall not be |l ess than one percent and not greater than four percent,
by the sum of the facility’'s nursing services, food, adm nistrative,
and operational rate conponents. The percentage anounts will be based
on groupings of facilities according to the rankings prescribed in (i)

of this subsection (1)(c). The percentages cal cul ated and assi gned
W ll remain the same for the variable return all owance paid in all July
1, 1996, and July 1, 1997, rates as well. Those groups of facilities

with | ower per diemcosts shall receive higher percentage anounts than
those with higher per diemcosts.

(d) The sum of the financing allowance and the variable return
al l omance shall be the return on investnent rate for each facility, and
shall be added to the prospective rates of each contractor as
determ ned in RCW 74. 46. 450 t hrough 74. 46. 510.

(e) Inthe case of a facility which was | eased by the contractor as
of January 1, 1980, in an arni 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 cost center determ ned according to RCW 74.46.510, is nore
than the return on investnent rate determ ned according to subsection
(1)(d) of this section, 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
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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 adm nistration of fair market value shall be final unless
t he procedure used to make such determination is shown to be arbitrary
and capri ci ous.

(1i) The sumof the financing allowance conputed under subsection
(1)(e)(i) of this section and the variable all owance shall be conpared
to the annualized | ease paynent, plus any interest and depreciation
associ ated with contractor-owned assets, for the period covered by the
prospective rates, divided by the contractor’s total resident days,
m nus the property cost center rate determned according to RCW
74.46.510. The |l esser of the two amounts shall be called the alternate
return on investnent rate.

(tit) The return on investnent rate determned according to
subsection (1)(d) of this section or the alternate return on i nvest nent
rate, whichever is greater, shall be the return on investnent rate for
the facility and shall be added to the prospective rates of the
contractor as determned in RCW 74.46. 450 t hrough 74.46.510.

(f) I'nthe case of a facility which was | eased by the contractor as
of January 1, 1980, in an arms-length agreenent, if the lease is
renewed or extended pursuant to a provision of the | ease, the treat nment
provided in subsection (1)(e) of this section shall be applied except
that in the case of renewal s or extensions nade subsequent to April 1,
1985, reinbursenent for the annualized |ease paynent shall be no
greater than the rei nbursenent for the annualized | ease paynent for the
| ast year prior to the renewal or extension of the |ease.

(2) For the purpose of calculating a nursing facility’s return on
i nvest nent conponent rate, if a contractor elects to bank beds or to

convert banked beds to active service, pursuant to chapter 70.38 RCW

the departnent shall use the facility's anticipated resident occupancy

| evel subsequent to the decrease or increase in |licensed bed capacity;

however, in no case shall the departnent use |l ess than ni nety percent

occupancy of the facility's licensed bed capacity after banking or

conver si on.

(3) Each biennium beginning in 1985, the secretary shall review
t he adequacy of return on investnent rates in relation to anticipated
requi renents for maintaining, reducing, or expanding nursing care
capacity. The secretary shall report the results of such reviewto the
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1 legislature and make recommendations for adjustnments in the return on
2 investnment rates utilized in this section, if appropriate.

~-- END ---
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