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HOUSE BI LL 1041

St ate of WAshi ngt on 590th Legislature 2005 Regul ar Sessi on
By Representative Sommers; by request of Ofice of Financial Managenent

Read first time 01/11/2005. Referred to Commttee on Appropriations.

AN ACT Relating to the nursing facility nedicaid paynent system
anmendi ng RCW 74. 46. 431, 74.46.435, 74.46.437, 74.46.506, and 74.46.521;
repealing RCW 74. 46. 433 and 74.46.439; providing an effective date; and
decl ari ng an energency.

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

Sec. 1. RCW 74.46.431 and 2004 c 276 s 913 are each anended to
read as foll ows:

(1) Effective July 1, 1999, nursing facility nmedicaid paynent rate
all ocations shall be facility-specific and shall have ((sewver)) six
conponents: Direct care, therapy care, support services, operations,
property, and financing allowance((—anrd—variable—return)). The
departnent shall establish and adjust each of these conponents, as
provided in this section and elsewhere in this chapter, for each
medi caid nursing facility in this state.

(2) Al conponent rate allocations for essential community
providers as defined in this chapter shall be based upon a m ni num
facility occupancy of eighty-five percent of |icensed beds, regardless
of how many beds are set up or in use. For all facilities other than
essential comunity providers, effective July 1, 2001, conponent rate
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allocations in direct care, therapy care, support services, ((vartable
rettrhA-)) operations, property, and financing all owance shall continue
to be based upon a mninumfacility occupancy of eighty-five percent of
i censed beds. For all facilities other than essential community
providers, effective July 1, 2002, the conponent rate allocations in
operations, property, and financing allowance shall be based upon a
mnimum facility occupancy of ninety percent of |I|icensed beds,
regardl ess of how many beds are set up or in use.

(3) Information and data sources used in determning nedicaid
paynment rate allocations, including fornulas, procedures, cost report
periods, resident assessnent instrunment formats, resident assessnent
nmet hodol ogi es, and resident classification and case mx weighting
met hodol ogi es, may be substituted or altered from tine to tinme as
determ ned by the departnent.

(4)(a) Direct care conmponent rate allocations shall be established
usi ng adj usted cost report data covering at |east six nonths. Adjusted
cost report data from 1996 wll be used for October 1, 1998, through
June 30, 2001, direct care conponent rate allocations; adjusted cost
report data from 1999 wll be used for July 1, 2001, through June 30,
2005, direct care conponent rate allocations.

(b) Direct care conponent rate allocations based on 1996 cost

report data shall be adjusted annually for economc trends and
conditions by a factor or factors defined 1in the biennial
appropriations act. A different economic trends and conditions

adjustnment factor or factors may be defined in the biennia
appropriations act for facilities whose direct care conponent rate is
set equal to their adjusted June 30, 1998, rate, as provided in RCW
74.46.506(5) (i).

(c) Direct care conponent rate allocations based on 1999 cost

report data shall be adjusted annually for economc trends and
conditions by a factor or factors defined 1in the biennial
appropriations act. A different economic trends and conditions

adjustnment factor or factors may be defined in the biennia
appropriations act for facilities whose direct care conponent rate is
set equal to their adjusted June 30, 1998, rate, as provided in RCW
74.46.506(5) (i).

(5)(a) Therapy care conponent rate allocations shall be established
usi ng adj usted cost report data covering at |east six nonths. Adjusted
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cost report data from 1996 wll be used for October 1, 1998, through
June 30, 2001, therapy care conponent rate allocations; adjusted cost
report data from 1999 will be used for July 1, 2001, through June 30,
2005, therapy care conponent rate allocations.

(b) Therapy care conponent rate allocations shall be adjusted
annually for economc trends and conditions by a factor or factors
defined in the biennial appropriations act.

(6)(a) Support services conponent rate allocations shall be
established using adjusted cost report data covering at |east six
nmont hs. Adjusted cost report data from 1996 shall be used for Cctober
1, 1998, through June 30, 2001, support services conponent rate
al l ocations; adjusted cost report data from 1999 shall be used for July
1, 2001, through June 30, 2005, support services conponent rate
al | ocati ons.

(b) Support services conponent rate allocations shall be adjusted
annually for economc trends and conditions by a factor or factors
defined in the biennial appropriations act.

(7)(a) Operations conmponent rate allocations shall be established
usi ng adj usted cost report data covering at |east six nonths. Adjusted
cost report data from 1996 shall be used for October 1, 1998, through
June 30, 2001, operations conponent rate allocations; adjusted cost
report data from 1999 shall be used for July 1, 2001, through June 30,
2005, operations conponent rate allocations.

(b) Operations conponent rate allocations shall be adjusted
annually for economc trends and conditions by a factor or factors
defined in the biennial appropriations act.

(8) For July 1, 1998, through Septenber 30, 1998, a facility's
property and return on investnent conponent rates shall be the
facility's June 30, 1998, property and return on investnent conponent
rates, wthout increase. For October 1, 1998, through June 30, 1999,
a facility's property and return on investnment conponent rates shall be
rebased utilizing 1997 adjusted cost report data covering at |east siXx
nont hs of dat a.

(9) Total paynent rates under the nursing facility nedi caid paynent
system shall not exceed facility rates charged to the general public
for conparabl e services.

(10) Medicaid contractors shall pay to all facility staff a m ni num
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wage of the greater of the state m ninmum wage or the federal m ninmm
wage.

(11) The departnent shall establish in rule procedures, principles,
and conditions for determning conponent rate allocations 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, newy constructed facilities, existing
facilities entering the nedicaid programfor the first tine or after a
peri od of absence fromthe program existing facilities with expanded
new bed capacity, existing nedicaid facilities following a change of
ownership of the nursing facility business, facilities banking beds or
converting beds back into service, facilities tenporarily reducing the
nunber of set-up beds during a renodel, facilities having | ess than six
mont hs of either resident assessnent, cost report data, or both, under
the current contractor prior to rate setting, and other circunstances.

(12) The departnent shall establish in rule procedures, principles,

and conditions, including necessary threshold costs, for adjusting
rates to reflect capital inprovenments or new requirenents inposed by
the departnent or the federal governnent. Any such rate adjustnments

are subject to the provisions of RCW 74. 46. 421.

(13) Effective July 1, 2001, nedicaid rates shall continue to be
revised downward in all conponents, in accordance wth departnent
rules, for facilities converting banked beds to active service under
chapter 70.38 RCW by using the facility's increased |licensed bed
capacity to recal culate m ni mum occupancy for rate setting. However
for facilities other than essential community providers which bank beds
under chapter 70.38 RCW after May 25, 2001, nedicaid rates shall be
revised upward, in accordance with departnent rules, in direct care,
t herapy care, and support services((—anrd—vartable—+eturn)) conponents
only, by wusing the facility's decreased licensed bed capacity to
recal cul ate m ni num occupancy for rate setting, but no upward revision
shall be made to operations, property, or financing all owance conponent
rates.

(14) Facilities obtaining a certificate of need or a certificate of
need exenption under chapter 70.38 RCWafter June 30, 2001, nust have
a certificate of capital authorization in order for (a) the
depreciation resulting fromthe capitalized addition to be included in
calculation of the facility's property conponent rate allocation; and
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(b) the net invested funds associated with the capitalized addition to
be included in calculation of the facility's financing allowance rate
al I ocati on.

Sec. 2. RCW74.46.435 and 2001 1st sp.s. ¢ 8 s 7 are each anended
to read as foll ows:

(1) Effective July 1, 2001, the property conponent rate allocation
for each facility shall be determined by dividing the sum of the
reported allowable prior period actual depreciation, subject to RCW
74.46. 310 through 74.46. 380, adjusted for any capitalized additions or
repl acenents approved by the departnent, and the retained savings from
such cost center, 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
eighty-five percent facility occupancy. Effective July 1, 2002, the
property conponent rate allocation for all facilities, except essential
community providers, shall be set by using the greater of a facility's
total resident days fromthe nost recent cost report period or resident
days cal cul ated at ninety percent facility occupancy. |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 property conponent rate shall be adjusted to
antici pated resident day |evel.

(2) Anursing facility's property conponent rate allocation shal
be rebased annually, effective July 1st, in accordance with this
section and this chapter.

(3) Wen a certificate of need for a new facility is requested, the
departnent, in reaching its decision, shall take into consideration
per-bed |land and building construction costs for the facility which
shal |l not exceed a maxinmumto be established by the secretary.

(4) Effective July 1, 2001, for the purpose of calculating a
nursing facility's property conponent rate, if a contractor has el ected
to bank licensed beds prior to April 1, 2001, or elects to convert
banked beds to active service at any tine, under chapter 70.38 RCW the
departnment shall wuse the facility's new licensed bed capacity to
recal cul ate m ni num occupancy for rate setting and revise the property
conponent rate, as needed, effective as of the date the beds are banked
or converted to active service. However, in no case shall the
departnment use less than eighty-five percent occupancy of the

p. 5 HB 1041



© 00 N O Ol WDN P

[
o

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

facility's |licensed bed capacity after banking or conversion
Effective July 1, 2002, in no case, other than essential comunity
providers, shall the departnment use | ess than ninety percent occupancy
of the facility's licensed bed capacity after conversion.

(5 Effective July 1, 2005, each nursing facility's property
conponent rate allocation as otherwi se determned by this section shal
be reduced by eight and one-half percent.

(6) The property conponent rate allocations calculated in
accordance with this section shall be adjusted to the extent necessary
to conply with RCW 74. 46. 421.

Sec. 3. RCW74.46.437 and 2001 1st sp.s. ¢ 8 s 8 are each anended
to read as foll ows:

(1) Beginning July 1, 1999, the departnent shall establish for each
medicaid nursing facility a financing allowance conponent rate
al I ocati on. The financing all owance conponent rate shall be rebased
annual |y, effective July 1st, in accordance wth the provisions of this
section and this chapter.

(2) Effective July 1, 2001, the financing allowance shall be
determined by nmultiplying the net invested funds of each facility by
.10, and dividing by the greater of a nursing facility's total resident
days from the nobst recent cost report period or resident days
cal cul ated on eighty-five percent facility occupancy. FEffective July
1, 2002, the financing allowance conponent rate allocation for all
facilities, other than essential community providers, shall be set by
using the greater of a facility's total resident days from the nost
recent cost report period or resident days cal cul ated at ninety percent
facility occupancy. However, assets acquired on or after My 17, 1999,
shall be grouped in a separate financing allowance 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 mjor renovations receiving certificate of need
approval or an exenption from certificate of need requirenents under
chapter 70.38 RCW or to working draw ngs that have been submtted to
the departnent of health for construction review approval, prior to My
17, 1999. If a capitalized addition, renovation, replacenent, 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
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conputing the financing all owance shall be adjusted to the greater of
the anticipated resident day level or eighty-five percent of the new
Iicensed bed capacity. Effective July 1, 2002, for all facilities,
ot her than essential community providers, the total resident days used
to conpute the financing allowance after a capitalized addition,
renovation, replacenment, or retirenent of an asset shall be set by
using the greater of a facility's total resident days from the nost
recent cost report period or resident days cal cul ated at ninety percent
facility occupancy.

(3) In computing the portion of net invested funds representing the
net book value 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, including owed and | eased assets,
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
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 according to RCW
74.46.360(1).

(4) Effective July 1, 2001, for the purpose of calculating a
nursing facility's financing all owance conponent rate, if a contractor
has el ected to bank licensed beds prior to May 25, 2001, or elects to
convert banked beds to active service at any tine, under chapter 70.38
RCW the departnment shall use the facility's new |licensed bed capacity
to recalculate mnimm occupancy for rate setting and revise the
financi ng all owance conponent rate, as needed, effective as of the date
the beds are banked or converted to active service. However, in no
case shall the departnent use |ess than eighty-five percent occupancy
of the facility's licensed bed capacity after banking or conversion
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Effective July 1, 2002, in no case, other than for essential comunity
providers, shall the departnment use | ess than ninety percent occupancy
of the facility's licensed bed capacity after conversion.

(5 Effective July 1, 2005, each nursing facility's financing
all owance rate allocation as otherwi se determned by this section shal
be reduced by eight and one-half percent.

(6) The financing allowance rate allocation <calculated in
accordance with this section shall be adjusted to the extent necessary
to conply with RCW 74. 46. 421.

Sec. 4. RCW74.46.506 and 2001 1st sp.s. ¢ 8 s 10 are each anmended
to read as foll ows:

(1) The direct care conponent rate allocation corresponds to the
provision of nursing care for one resident of a nursing facility for
one day, including direct care supplies. Therapy services and
suppl i es, which correspond to the therapy care conponent rate, shall be
excluded. The direct care conponent rate includes el enents of case m x
determ ned consistent with the principles of this section and other
applicabl e provisions of this chapter.

(2) Beginning October 1, 1998, the departnent shall determ ne and
update quarterly for each nursing facility serving nmedicaid residents
a facility-specific per-resident day direct care conponent rate
allocation, to be effective on the first day of each cal endar quarter.
In determning direct care conponent rates the departnent shal
utilize, as specified in this section, mninmum data set resident
assessnment data for each resident of the facility, as transmtted to,
and if necessary corrected by, the departnent in the resident
assessnent instrunment format approved by federal authorities for use in
this state.

(3) The departnment may question the accuracy of assessnent data for
any resident and utilize corrected or substitute information, however
derived, in determning direct care conponent rates. The departnment is
authorized to inpose civil fines and to take adverse rate actions
agai nst a contractor, as specified by the departnent in rule, in order
to obtain conpliance with resident assessnent and data transm ssion
requi renents and to ensure accuracy.

(4) Cost report data used in setting direct care conponent rate

HB 1041 p. 8
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al l ocations shall be 1996 and 1999, for rate periods as specified in
RCW 74. 46. 431(4) (a).

(5) Beginning Cctober 1, 1998, the departnent shall rebase each
nursing facility's direct care conponent rate allocation as descri bed
in RCW 74.46. 431, adjust its direct care conponent rate allocation for
econom c trends and conditions as described in RCW 74.46.431, and
update its nedicaid average case mx index, consistent with the
fol | ow ng:

(a) Reduce total direct care costs reported by each nursing
facility for the applicable cost report period specified in RCW
74.46.431(4)(a) to reflect any departnent adjustnents, and to elimnate
reported resident therapy costs and adjustnents, in order to derive the
facility's total allowable direct care cost;

(b) Divide each facility's total allowable direct care cost by its
adjusted resident days for the sane report period, increased if
necessary to a m ni mum occupancy of eighty-five percent; that is, the
greater of actual or inputed occupancy at eighty-five percent of
licensed beds, to derive the facility's allowable direct care cost per
resi dent day;

(c) Adjust the facility's per resident day direct care cost by the
applicable factor specified in RCW 74. 46.431(4) (b) and (c) to derive
its adjusted all owable direct care cost per resident day;

(d) Divide each facility's adjusted all owable direct care cost per
resident day by the facility average case m x index for the applicable
guarters specified by RCW 74.46.501(7)(b) to derive the facility's
al l owabl e direct care cost per case mx unit;

(e) Effective for July 1, 2001, rate setting, divide nursing
facilities into at least two and, if applicable, three peer groups
Those | ocated in nonurban counties; those located in high |abor-cost
counties, if any; and those |ocated in other urban counties;

(f) Array separately the allowable direct care cost per case m X
unit for all facilities in nonurban counties; for all facilities in
hi gh | abor-cost counties, if applicable; and for all facilities in
ot her urban counties, and determ ne the nedian allowable direct care
cost per case mx unit for each peer group;

(g) Except as provided in (i) of this subsection, from Cctober 1,
1998, through June 30, 2000, determne each facility's quarterly direct
care conponent rate as foll ows:

p. 9 HB 1041
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(1) Any facility whose allowable cost per case mx unit is |ess
than eighty-five percent of the facility's peer group nedian
establ i shed under (f) of this subsection shall be assigned a cost per
case mx unit equal to eighty-five percent of the facility's peer group
medi an, and shall have a direct care conponent rate allocation equal to
the facility's assigned cost per case mx unit nmultiplied by that
facility's nedicaid average case m x index fromthe applicable quarter
specified in RCW 74.46.501(7)(c);

(i1) Any facility whose all owabl e cost per case mx unit is greater
t han one hundred fifteen percent of the peer group nedi an established
under (f) of this subsection shall be assigned a cost per case m x unit
equal to one hundred fifteen percent of the peer group nedian, and
shall have a direct care conponent rate allocation equal to the
facility's assigned cost per case mx wunit nultiplied by that
facility's nedicaid average case m x index fromthe applicable quarter
specified in RCW 74.46.501(7)(c);

(tit) Any facility whose allowable cost per case mx unit is
bet ween ei ghty-five and one hundred fifteen percent of the peer group
medi an established under (f) of this subsection shall have a direct
care conponent rate allocation equal to the facility's all owabl e cost
per case mx unit nultiplied by that facility's nedicaid average case
m x index fromthe applicable quarter specified in RCW 74.46.501(7)(c);

(h) Except as provided in (i) of this subsection, from July 1,
2000, forward, and for all future rate setting, determne each
facility's quarterly direct care conponent rate as follows:

(i) ((Any facility whose allowable cost per case mix unit is less

I . . o il it " blished

H+)r)) Any facility whose allowable cost per case mx unit is
greater than one hundred ten percent of the peer group nedian
established under (f) of this subsection shall be assigned a cost per
case mx unit equal to one hundred ten percent of the peer group
medi an, and shall have a direct care conponent rate allocation equal to

HB 1041 p. 10
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the facility's assigned cost per case mx unit nmultiplied by that
facility's nedicaid average case m x index fromthe applicable quarter
specified in RCW 74.46.501(7)(c);

((++Hy)) (i1) Any facility whose all owabl e cost per case m x unit
i s ((betweenninety—and)) equal to or bel ow one hundred ten percent of
the peer group nedian established under (f) of this subsection shal
have a direct care conponent rate allocation equal to the facility's
al | owabl e cost per case mx unit multiplied by that facility's nedicaid
average case mx index from the applicable quarter specified in RCW
74.46.501(7)(c);

(i)(i) Between Cctober 1, 1998, and June 30, 2000, the departnent
shall conpare each facility's direct care conponent rate allocation
cal cul ated under (g) of this subsection with the facility's nursing
servi ces conponent rate in effect on Septenber 30, 1998, |ess therapy
costs, plus any exceptional care offsets as reported on the cost
report, adjusted for economc trends and conditions as provided in RCW
74.46.431. A facility shall receive the higher of the tw rates.

(1i) Between July 1, 2000, and June 30, 2002, the departnent shal
conpare each facility's direct care conponent rate allocation
cal cul ated under (h) of this subsection with the facility's direct care
conponent rate in effect on June 30, 2000. A facility shall receive
t he higher of the two rates. Between July 1, 2001, and June 30, 2002,
if during any quarter a facility whose rate paid under (h) of this
subsection is greater than either the direct care rate in effect on
June 30, 2000, or than that facility's all owable direct care cost per
case mx unit calculated in (d) of this subsection nultiplied by that
facility's nedicaid average case m x index fromthe applicable quarter
specified in RCW 74.46.501(7)(c), the facility shall be paid in that
and each subsequent quarter pursuant to (h) of this subsection and
shall not be entitled to the greater of the two rates.

(i) Effective July 1, 2002, all direct care conponent rate
all ocations shall be as determ ned under (h) of this subsection.

(6) The direct care conponent rate allocations calculated in
accordance with this section shall be adjusted to the extent necessary
to conply with RCW 74. 46. 421.

(7) Payments resulting from increases in direct care conponent
rates, granted under authority of RCW 74.46.508(1) for a facility's
exceptional care residents, shall be offset against the facility's

p. 11 HB 1041
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exam ned, allowable direct care costs, for each report year or parti al
period such increases are paid. Such reductions in allowable direct
care costs shall be for rate setting, settlenent, and other purposes
deened appropriate by the departnent.

Sec. 5. RCW74.46.521 and 2001 1st sp.s. ¢ 8 s 13 are each anended
to read as foll ows:

(1) The operations conponent rate allocation corresponds to the
general operation of a nursing facility for one resident for one day,
including but not limted to nmanagenent, admnistration, utilities,
office supplies, accounting and bookkeepi ng, m nor bui | di ng
mai nt enance, mnor equipnment repairs and replacenents, and other
supplies and services, exclusive of direct care, therapy care, support
services, property, financing allowance, and variable return.

(2) Beginning Cctober 1, 1998, the departnent shall determ ne each
medi caid nursing facility's operations conponent rate allocation using
cost report data specified by RCW 74. 46.431(7)(a). FEffective July 1
2002, operations conponent rates for all facilities except essential
communi ty providers shall be based upon a m ni num occupancy of ninety
percent of licensed beds, and no operations conponent rate shall be
revised in response to beds banked on or after My 25, 2001, under
chapter 70.38 RCW

(3) To determne each facility's operations conponent rate the
departnent 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 |ocated w thin urban
counties and for those | ocated within nonurban counties and determ ne
the medi an adjusted cost for each peer group;

(b) Set each facility's operations conponent rate at the | ower of:

(1) The facility's per resident day adjusted operations costs from
the applicable cost report period adjusted if necessary to a m ninmum
occupancy of eighty-five percent of l|icensed beds before July 1, 2002,
and ninety percent effective July 1, 2002; or

(i1) The adjusted nedi an per resident day general operations cost
for that facility's peer group, urban counties or nonurban counties;
and

HB 1041 p. 12
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(c) Adjust each facility's operations conponent rate for economc
trends and conditions as provided in RCW 74.46.431(7)(b).

(4) Effective July 1, 2005, each nursing facility's operations
conponent rate allocation as otherwi se determ ned by this section shal

be reduced by eight and one-half percent.

(5) The operations conponent rate allocations calculated in
accordance with this section shall be adjusted to the extent necessary
to conply with RCW 74. 46. 421.

NEW SECTION. Sec. 6. The following acts or parts of acts are each
r epeal ed:

(1) RCW 74.46.433 (Variable return conponent rate allocation) and
2001 1st sp.s. ¢ 8 s 6 & 1999 ¢ 353 s 9; and

(2) RCW 74.46.439 (Facilities leased in arm s-length agreenents--
Recomputation of financing allowance--Reinbursenent for annualized
| ease paynents--Rate adjustnent) and 1999 c¢ 353 s 12.

NEW SECTION. Sec. 7. This act is necessary for the immediate
preservation of the public peace, health, or safety, or support of the
state governnent and its existing public institutions, and takes effect
July 1, 2005.

~-- END ---
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