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SECOND SUBSTI TUTE HOUSE BI LL 1484

State of WAshi ngt on 56th Legislature 1999 Regul ar Sessi on

By House Committee on Appropriations (originally sponsored by
Representatives Parlette, Cody, Al exander, Conway and Edwards)

Read first tinme 03/08/1999.

AN ACT Relating to the nedicaid related paynent of property costs
inlicensed nursing facilities; amendi ng RCW74. 46. 330, 74.46.350, and
74. 46. 370; anmendi ng 1998 ¢ 322 s 30 (uncodified); adding new sections
to chapter 70.38 RCW adding a new section to chapter 74.46 RCW
repealing 1998 ¢ 322 s 54 (uncodified); providing an expiration date;
and decl aring an energency.

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

Sec. 1. 1998 ¢ 322 s 30 (uncodified) is amended to read as fol |l ows:

(1) The departnent shall establish for each nedicaid nursing
facility a return on investnment conponent rate allocation conposed of
two parts: A financing all owance and a variable return all owance. The
financing all owance part of a facility' s return on i nvestnent conponent
rate 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 nultiplying 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-five percent
facility occupancy. However, assets acquired on or after the effective
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date of this section, shall be grouped in a separate net invested funds
calculation that shall be multiplied by .085. The financing allowance
factor of .085 shall not be applied to the net invested funds
pertaining to new construction or major renovations receiving
certificate of need approval or an exenption fromcertificate of need
requi renents under chapter 70.38 RCW or to working drawi ngs that have
been submtted to the departnent of health for construction review
approval prior to the effective date of this section. |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. 1In the case of |eased
facilities where the net invested funds are unknown or the contractor
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 conducted accordi ng to RCW
74.46.360(1).

(c) In determning the variable return all owance:

(i) The variable return array and percentage assigned at the
OCctober 1, 1998, rate setting shall remain in effect until June 30,
2001.

(ii) For the ((©Getober—3,—1998)) July 1, 2001, rate setting, the
departnment, wthout wutilizing peer groups, shall first rank al
facilities in nunerical order fromhighest to | owest according to their
per resident day adjusted or audited, or both, allowable costs for
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( ( Aur-sing—serviees—Ffood—admnistration,—and—oeperational—eosts))

direct care, therapy care, support services, and operations conbined
for the ((4996)) 1999 cal endar year cost report period.

((+))) (ii) The departnment shall then conmpute the variable
return allowance by nmultiplying the appropriate percentage anounts,
whi ch shall not be |less than one percent and not greater than four

percent, by the sum of the facility' s ((pnursihrg—services,—Food-
admntstrative—and—operational)) direct care, therapy care, support

services, and operations rate conponents. The percentage anounts wl |
be based on groupings of facilities according to the rankings
prescribed in (c)(i) or (ii) of this subsection, as applicable. Those
groups of facilities with lower per diem costs shall receive higher
per cent age anmounts than those with higher per diem costs.

(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
determned+n——seetions—319through—29ofthis—aet)).

(e) Inthe 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 all ocation ((determnedaccordingtoseetion29
ef—this—aet)), is nore than the return on investnent 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 value 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 adm nistration 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.

(ii1) 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 ati on associ at ed
W th contractor-owned assets, for the period covered by the prospective
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rates, divided by the contractor’s total resident days, mnus the
property conponent rate ((determned—accordingto—seetion—29—-of—this
act)). The lesser of the two anmounts shall be called the alternate
return on investnent rate.

(ii1) The return on investnent rate determ ned according to (d) of
this subsection or the alternate return on investnent 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+n—seections—19through—29of this—aet)).

(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.

(2) 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
departnent 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 |less than eighty-five
percent occupancy of the facility's |licensed bed capacity after banki ng
or conversion.

(3) Each bienniumthe secretary shall reviewthe adequacy of return
on investnment rates in relation to anticipated requirenments for
mai nt ai ni ng, reducing, or expanding nursing care capacity. The
secretary shall report the results of a such reviewto the | egislature
and make recommendations for adjustnments in the return on investnment
rates utilized in this section, if appropriate.

(4) The return or investnent conponent rate allocations cal cul ated
in accordance with this section shall be adjusted to the extent
necessary to conply with ((seet+en318—-ofthis—aet)) ROW74.46.421. |If
the departnent determ nes that the weighted average rate allocations
for all rate components for all facilities is likely to exceed the
wei ghted average total rate specified in the state biennia
appropriations act, the departnent shall adjust the rate allocations
calculated in this section proportional to the anmount by which the

2SHB 1484 p. 4



w N

©O© 00 N o o 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

total weighted average rate allocations would otherw se exceed the
budgeted | evel . Such adjustments shall only be nade prospectively, not
retrospectively.

Sec. 2. RCW74.46.330 and 1980 ¢ 177 s 33 are each anended to read
as follows:

Tangi bl e assets of the follow ng types in which a contractor has an
i nterest through ownership or |easing are subject to depreciation:

(1) Building - the basic structure or shell and additions thereto;

(2) Building fixed equi pnent - attachnments to buil di ngs, including,
but not limted to, wiring, electrical fixtures, plunbing, elevators,
heating system and air conditioning system The genera
characteristics of this equipnent are:

(a) Affixed to the building and not subject to transfer; and

(b) Afairly long life, but shorter than the Iife of the building
to which affixed;

(3) For new or replacenent building construction or for mmjor
renovations, receiving certificate of need approval or certificate of
need exenption under chapter 70.38 RCWon or after the effective date
of this section, the nunber of years used to depreciate fixed equi pnent
shall be the sanme nunber of years as the life of the building to which
it is affixed;

(4) Major novabl e equipnment including, but not limted to, beds,
wheel chairs, desks, and x-ray machi nes. The general characteristics of
thi s equi pnent are:

(a) Arelatively fixed location in the buil ding;

(b) Capable of being noved as distinguished from building
equi pnent ;

(c) Aunit cost sufficient to justify |edger control;

(d) Sufficient size and identity to make control feasible by neans
of identification tags; and

(e) Amnimumlife greater than one year;

((4»)) (5. Mnor equipnent including, but not limted to, waste
baskets, bed pans, syringes, catheters, silverware, nops, and buckets
which are properly capitalized. No depreciation shall be taken on
itenms which are not properly capitalized as directed in RCW74. 46. 310.
The general characteristics of mnor equipnent are:

(a) In general, no fixed |ocation and subject to use by various
depart nents;
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(b) Small in size and unit cost;

(c) Subject to inventory control;

(d) Large nunber in use; and

(e) Generally, a useful life of one to three years;

((65))) (6) Land inprovenents including, but not limted to,
pavi ng, tunnels, underpasses, on-site sewer and water |ines, parking
lots, shrubbery, fences, and walls where replacenent is the
responsibility of the contractor; and

((6))) (7) Leasehold inprovenents - betternents and addi ti ons nade
by the | essee to the | eased property, which becone the property of the
| essor after the expiration of the |ease.

Sec. 3. RCW74.46.350 and 1980 ¢ 177 s 35 are each anended to read
as follows:

(1) Buildings, land inprovenents, and fixed equipnment shall be
depreci ated using the straight-line nethod of depreciation. For newor
replacenent building construction or for major renovations, receivVving
certificate of need approval or certificate of need exenption under
chapter 70.38 RCWon or after the effective date of this section, the
nunber of years used to depreciate fixed equipnent shall be the sane
nunber of years as the life of the building to which it is affixed.
Maj or - mi nor equi pnent shall be depreciated using either the straight-
line method, the sumof-the-years’ digits nethod, or declining bal ance
met hod not to exceed one hundred fifty percent of the straight |ine
rate. Contractors who have elected to take either the sumof-the-
years’ digits nmethod or the declining balance net hod of depreciation on
maj or - m nor equi pnment may change to the straight-line nethod w thout
perm ssion of the departnent.

(2) The annual provision for depreciation shall be reduced by the
portion allocable to use of the asset for purposes which are neither
necessary nor related to patient care.

(3) No further depreciation shall be clainmed after an asset has
been fully depreciated unless a new depreciation base is established
pursuant to RCW 74. 46. 360.

Sec. 4. RCW74.46.370 and 1997 ¢ 277 s 2 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. Lives shall be neasured fromthe date on which the
assets were first used in the nedical care programor fromthe date of
the nost recent armis-length acquisition of the asset, whichever is
nore recent. In cases where RCW 74.46.360(6)(a) does apply, the
shortest life that may be used for buildings is the remaining useful
life under the prior contract. 1In all cases, lives shall be extended
to reflect periods, if any, when assets were not used in or as a
facility.

(2) Effective July 1, 1997, for asset acquisitions and new
facilities, major renodels, and nmajor repair projects that begin
operations on or after 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 Anmerican Hospita
Publishing, 1Inc., an Anmerican hospital association conpany, for
determ ning the useful |ife of new buil di ngs, major renodels, and naj or
repair projects, however, the shortest life that nmay be used for new
buildings is thirty years. New buildings, major renodels, and ngjor
repair projects include those projects that neet or exceed the
expendi ture m ni nrumestabl i shed by the departnent of health pursuant to
chapter 70.38 RCW

(3) Building inprovenents, other than najor renbdels and mgjor
repairs, shall be depreciated over the remaining useful life of the
bui Il ding, as nodified by the inprovenent.

(4) I'nprovenents to | eased property which are the responsibility of
the contractor under the terns of the | ease shall be depreciated over
the useful life of the inprovenent.

(5) A contractor may change the estimte of an asset’s useful life
to a longer life for purposes of depreciation.

(6) For new or replacenent building construction or for major
renovations, receiving certificate of need approval or certificate of
need exenption under chapter 70.38 RCWon or after the effective date
of this section, the nunber of years used to depreciate fixed equi pnent
shall be the sanme nunber of years as the life of the building to which
it is affixed.

NEWSECTION. Sec. 5. (1) In determ ning the need for nursing hone
beds on a state-wide basis and a planning area specific basis, the
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departnent shall cal culate the need for nursing home beds based on the
bed-to-population ratio of forty beds per one thousand persons age
sixty-five and ol der. The departnent shall find no need for additional
nursi ng hone beds if the state is at or above the state-w de estimated
bed need, unless the departnent finds that additional beds are needed
in order to be | ocated reasonably close to the people they serve, and
t he departnent explains such approval in witing.

(2) The departnment may put under revi ew and subsequent|y approve or
deny an application that proposes to redistribute nursing hone bed
capacity to a planning area that has a bed-to-population ratio that is
under the established ratio.

(3) The departnent may put under review and subsequentl|ly approve
or deny an application that proposes to add beds in a planning area
that has a bed-to-population ratio that is under the established ratio
usi ng beds banked under the provisions of RCW 70.38.115(13).

(4) The departnment nmay not consider applications that would
redi stribute existing nursing home capacity within a planning area that
is above the established bed-to-population ratio.

(5) This section expires June 30, 2004.

NEW SECTI ON. Sec. 6. (1) The need for projects identified in
section 5 of this act shall be determ ned using the individual planning
area’s estimated nursing hone bed need ratio and includes but is not
limted to the followng criteria:

(a) The current capacity of nursing homes and other |ong-termcare
servi ces;

(b) The occupancy rates of nursing hones and other |ong-termcare
services over the previous two-year period; and

(c) The ability of the other long-termcare services to serve al
peopl e regardl ess of payor source.

(2) For the purposes of this section, nursing hone beds include
| ong-termcare units or distinct part long-termcare units located in
a hospital that is |licensed under chapter 70.41 RCW

NEWSECTION. Sec. 7. Sections 5 and 6 of this act are each added
to chapter 70.38 RCW

NEW SECTION. Sec. 8. Section 1 of this act shall be codified as
a section in chapter 74.46 RCW

2SHB 1484 p. 8
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NEW SECTION. Sec. 9. 1998 c 322 s 54 (uncodified) is repealed,
ef fective June 29, 1999.

NEW SECTI ON. Sec. 10. This act is necessary for the imedi ate
preservation of the public peace, health, or safety, or support of the
state governnment and its existing public institutions, and takes effect
i mredi atel y.

~-- END ---
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