DESCRIPTION OF JULY 2010 NURSING FACILITY 
MEDICAID PAYMENT RATE SETTING
INTRODUCTION
Disclaimer: The information contained in this document is provided for informational purposes only as a service to nursing facilities participating in the Washington Medicaid program.  It is not intended as a substitute for the information contained in the rate computation, or in state laws and regulations.  It is the duty and obligation of each nursing facility to review its rate computation, and to understand the applicable laws and regulations.  Every effort has been made to ensure the accuracy of the information in this document, but it may not be relied upon to question or contest a facility’s Medicaid rate or any action of the Department of Social and Health Services.
For a complete description of the rate setting process and methodology, please refer to the Nursing Facility Medicaid Payment System, found in Ch. 74.46 of the Revised Code of Washington (RCW); Ch. 388-96 of the Washington Administrative Code (WAC); Ch. 82.71 RCW; c. 34, 2010 Laws 1st sp. sess.; and the state supplemental operating budget, c. 37, 2010 Laws 1st sp. sess. Also see the emergency rules adopted as part of Ch. 388-96 WAC, effective July 1, 2010.  The rules can be found at the web page of the Rules and Policies Assistance Unit (RPAU) of DSHS; a link to the rules will be posted on the website of the Office of Rates Management.
Note: These materials can be found through the Legislature’s website at www.leg.wa.gov.

The 2010 Legislature made many significant changes in Ch. 74.46 RCW; see c. 34, 2010 Laws 1st sp. sess.  Among them are the following:

1. Bed Banking:  Beginning with the July 1, 2010 rates, there is no rate adjustment for facilities with banked beds.  For purposes of calculating minimum occupancy, licensed beds shall include any beds banked under Ch. 70.38 RCW.  Beds that are permanently relinquished are not included in the number of licensed beds.
2. Rebasing:  The automatic biennial rebasing of the Direct Care, Therapy, Support Services, and Operations Components continues, but now it will be done in even-numbered years, beginning July 1, 2012.  Adjusted cost report data for calendar year 2010 will be used for July 1, 2012 through June 30, 2014.  Adjusted cost report data for calendar year 2007 will continue to be used for July 1, 2010 through June 30, 2012.
3. Case Mix Adjustments:  Case mix adjustments will be done semiannually, not quarterly.  The case mix index used to adjust the direct care component will be taken from the calendar six-month period beginning nine months prior to the effective date of the semiannual rate. July 1, 2010 through December 31, 2010 Direct Care component rates shall use case mix averages from the October 1, 2009 through March 31, 2010 calendar quarters.
4. Minimum Occupancy Levels:  Minimum (that is, imputed) occupancy levels for “essential community providers” will remain at 85% for the Operations, Property, and Finance components.  Other facilities will be divided into “small” (60 or fewer licensed beds) and “large” (more than 60 licensed beds) non-essential community providers.  “Small non-ECPs” will have a minimum occupancy level of 90% for these three components; “large non-ECPs” will have an occupancy level of 92% for these three components.  For all facilities, the Direct Care component will continue to be based on actual facility occupancy.
5. Variable Return:  For SFY 2011, the Variable Return rate component will be 30% of its level as of June 30, 2010.  The Variable Return rate component will be completely eliminated as of July 1, 2011.
6. Pay-for-Performance:  There will be a new pay-for-performance supplemental payment structure that provides payment add-ons for high-performing facilities.  There will be a 1% reduction to the rates of facilities that have a direct care staff turnover rate above 75%, and a payment add-on to the rates of facilities that have a direct care staff turnover rate of 75% or below.
7. “Grandfathered Facilities”:  Previously, certain facilities – referred to as “grandfathered facilities” – were entitled to a special recomputation of their Financing Allowance under RCW 74.46.439.  Beginning with July 1, 2010 rates, such “grandfathered facilities” will receive a Financing Allowance rate of the greater of their rate existing as of June 30, 2010, or the rate calculated under RCW 74.46.437.
8. Simplification:   The Legislature repealed much of Ch. 74.46 RCW, providing instead that the Department adopt regulations in place of the repealed materials.  The portion of the statute that sets out the basics of the rate methodology, “Part E – Rate Setting,” was not repealed, and remains in the statute.  The Department has adopted emergency rules, effective July 1, 2010, and is in the process of adopting permanent rules. As noted above, the emergency rules can be found at the website of the RPAU of DSHS; there is a link to the rules on the website of the Office of Rates Management. 
The Legislature also included some measures affecting Medicaid nursing facility rates in the supplemental state operating budget; see Sec. 206 of c. 37, 2010 Laws 1st sp. sess.  Among them are the following:
1. Economic Trends and Conditions: There is no adjustment for economic trends and conditions (also known as a “vendor rate increase”) for SFY 2011.
2. Low-wage Worker Add-on: The low-wage worker add-on of $1.57 per resident day for  those facilities electing to accept it continues for SFY 2011.  The other low-wage add-on to Direct Care which was previously given to all facilities was ended effective July 1, 2010. That add-on was .6% of the Direct Care component rate, and was first included in the state budget for the 2001-03 biennium.
3. Certificates of Capital Authorization: The Legislature provided that there will be no certificates of capital authorization issued for SFY 2011.
4. Current Funding: The Legislature provided that there will be no current funding for capital improvements in SFY 2011.
5. Bed license increase:  The annual renewal license fee for nursing facilities is increased to $327 per bed beginning in SFY 2011.  This amount has been included in the rate calculation for July 1, 2010 rates.
6. Split settlements:  It does not affect July 1, 2010 rates, but the Legislature provided for split settlements for 2009, with the possibility of a waiver of the settlement for the second half of the year.  Please see the “2009 Settlements” notice on the Office of Rates Management website.
Data used for rate setting was obtained from various sources, including:

A. Nursing Facility Cost Reports submitted by providers.

B. 
Resident Minimum Data Set Assessments completed by nursing facility staff.

C. ORM's computerized rate history files.

D. Appraisals acquired by the Department of General Administration of facilities purchased since January 1, 1980 and leased facilities.

E. Department records on the acquisition date and value of lessor-owned assets and assets owned by previous contractors.

F. County records of acquisition dates of lessor-owned assets.

· PATIENT DAY STATISTICS AND INFLATION FACTOR (Section I of the Rate Computation

        Worksheet)

This section shows any examination adjustments made to the facility’s licensed beds and patient days.  Effective July 1, 2006, there is no minimum occupancy assumption in the calculation of the Direct Care component rate.  Per RCW 74.46.431 (2), the higher of actual patient days or patient days calculated at 85% occupancy is used to calculate the Therapy and Support Services component rates for all facilities.  For “essential community providers,” the Operations, Property, and Financing Allowance component rates are also calculated at the higher of actual patient days or 85% occupancy.  For “small non-essential community providers” (60 or fewer licensed beds), the higher of actual patient days or patient days calculated at 90% occupancy is used to calculate the Operations, Property, and Financing Allowance component rates.  For “large non-essential community providers” (more than 60 licensed beds), the higher of actual patient days or patient days calculated at 92% occupancy is used to calculate the Operations, Property, and Financing Allowance component rates. Beginning July 1, 2010, there is no rate adjustment for facilities with banked beds.  For purposes of calculating minimum occupancy, licensed beds include any beds banked under Ch. 70.38 RCW.  This section lists whether the facility is in a “high labor-cost county”, “urban county”, or “nonurban county” according to the definitions contained in RCW 74.46.020.  Note:  these definitions are different depending on the rebase year.  The July Medicaid average case mix index (CMI) is shown here; for July 1, 2010 rates, it is taken from the six month period from October 1, 2009 through March 31, 2010 calendar quarters.
July 1, 2010 rates for the Direct Care, Therapy Care, Support Services, and Operations component rates are based on the 2007 cost report.
· DIRECT CARE RATE COMPONENT (Section II of the Rate Computation Worksheet)

The Direct Care rate component covers salaries, wages, payroll taxes, and benefits for nursing, social services, activities, consulting, and other direct patient care staff; direct care supplies; medical records specialists; and consulting for medical directors and pharmacists.  The Direct Care rate component includes elements of case mix in which payments are matched to residents' care needs.  The July 1, 2010 Medicaid rate uses case mix numbers from the Resource Utilization Group RUG reports from all four quarters of 2007, and the fourth quarter of 2009 and first quarter of 2010. 
Each provider's allowable costs in this cost area were limited by two factors, as required by Ch. 74.46 RCW.  The first, the pool limit, is a limit on the recognized cost of contract labor.  Medicaid allowable costs of contract labor are the hours of contract labor multiplied by the average in‑house wage paid to like caregiver classifications, including payroll taxes and benefits for each of RN, LPN, and Nursing Assistant classes. The second, the case mix unit corridor, is a limit on the amount of the case mix payment.  The ceiling, or upper limit, is calculated at 112% of the median.  

Part A of Section II on the Rate Computation Worksheet is the calculation of the cost per case mix unit.  Part B compares the cost per case mix unit calculated in Part A to the High Labor Cost, Urban, or Non-Urban peer group ceiling. Part C contains the Vendor Rate Increase (VRI) effect if the Legislature issued one.  There is no VRI for SFY 2011. 

· THERAPY CARE RATE COMPONENT (Section III of the Rate Computation Worksheet)

The Therapy Care rate component covers the cost of physical, occupational, speech, and respiratory therapy plus costs of mental health.  Therapy costs are adjusted per regulation and further subjected to two lids.  The first, a one-on-one therapy lid, is set at 110% of the median cost per unit for one-on-one therapy.  The second, a consulting lid, is set at 110% of the median cost per patient day for therapy consulting.  There is no VRI for SFY 2011.
· SUPPORT SERVICES RATE COMPONENT (Section IV of the Rate Computation Worksheet)

The Support Services rate component includes all laundry, dietary, housekeeping, bulk and raw food, beverages, and non-sole source supplements purchased for the dietary needs of the resi​dents.  Support Services costs are allowable costs as adjusted per regulation and further subjected to a median cost limit of 110% of the median Support Services costs for the Urban or Non-Urban county peer groups.  There is no VRI for SFY 2011. 

· OPERATIONS RATE COMPONENT (Section V of the Rate Computation Worksheet)

The Operations rate component includes costs of administration, oversight, management, maintenance, and other property.  Operations costs are allowable costs as adjusted per regulation and further subjected to a median cost limit of the median Operations costs for the Urban or Non-Urban county peer groups. There is no VRI for SFY 2011.
Another lid within the Operations rate component is the Home Office median required by RCW 74.46.410 (2) (ww) and further defined by Ch. 8, Laws of 2001, 1st sp. s.  The Home Office median for the 2007 Cost Report is $4.73.
· PROPERTY RATE COMPONENT (Section VI of the Rate Computation Worksheet)

The 2009 allowable costs of depreciation plus current funding for any capital improvements are included in the Property rate component, net of any revenue offsets related to the Property component.  Depreciation on assets used in or at a facility by the contractor is included for assets in which a contractor has an interest through ownership or lease.  No cost limit is applied to this rate component.

· FINANCING ALLOWANCE (Section VII of the Rate Computation Worksheet)

The Financing Allowance is determined by multiplying the net book value of the allowable tangible fixed assets employed in providing patient care by 10% for those assets acquired before May 17, 1999 and by 8.5% for those assets acquired on or after May 17, 1999; then dividing this product by either the product of the contractor's 2009 annualized total resident days divided by total patient days or the minimum occupancy day level, whichever is greater. If the 2009 Cost Report was less than a full year but more than six months, the patient days were annualized by multiplying the reported resident days by 365, divided by the number of days in the Cost Report.  
WAC 388-96-747 sets maximums for new construction costs including land cost and building

construction cost.

· VARIABLE RETURN (Section VIII of the Rate Computation Worksheet)

For SFY 2011, the Variable Return component rate allocation for each facility is 30% of the facility’s Variable Return component rate allocation as of June 30, 2006.  The Variable Return component rate allocation will be completely eliminated as of July 1, 2011.
The Variable Return allocations in effect June 30, 2006 were determined by first ranking all facilities with at least six months of cost report data from lowest to highest, according to the sum of the per diem non-lidded allowable costs for Therapy Care, Support Services, and Operations rate components for the 2005 cost report period.  Included in the ranking was the Direct Care cost per case mix unit, which was the per diem non-lidded allowable Direct Care costs for the 2005 cost report adjusted by its facility average case mix index.  The facilities are divided into four groups based on this ranking with each group being assigned a variable return percentage from 1% to 4%.  This percentage is then multiplied by the July 1, 2005 prospective rates for the Direct Care, Therapy Care, Support Services, and Operations components. 
· GRANDFATHERED LEASED FACILITIES (Section VII of the Rate Computation Worksheet)

Previously, facilities that were leased by the contractor as of January 1, 1980, and continued to be leased under the same agreement, were eligible for an Alternative Financing Allowance if the sum of the 2004 cost year lease payment and the interest and depreciation of contractor-owned assets, less the Property rate, was greater than the Financing Allowance calculated as described above.  Facilities that renewed such a lease prior to April 1, 1985 or purchased such a facility if the purchase met the requirements of RCW 74.46.360 (6) (c) were also eligible for an Alternative Financing Allowance.  The new Financing Allowance was computed by first substituting the fair market value of the assets as of January 1, 1982, as determined by a DGA appraisal, less accumulated depreciation on the lessor's assets since January 1, 1982, for the net invested funds. The new Financing Allowance was then compared to the facility's lease costs plus depreciation and interest on contractor-owned assets.  The Alternative Financing Allowance was set at the lower of the new Financing Allowance or the allowable property costs in excess of the Property rate.  Facilities that renew a grandfathered lease subsequent to April 1, 1985, were eligible for an Alternate Return on Investment Allowance, except the allowable costs were limited to the annualized lease payments for the last year prior to the renewal or extension of the lease that was in effect on January 1, 1980.

This has changed for SFY 2011.  Beginning July 1, 2010, such “grandfathered facilities” will receive a Financing Allowance rate of the greater of their rate existing as of June 30, 2010, or the rate calculated under RCW 74.46.437.
· RATE ADD-ONS FOR CURRENT FUNDING (Section IX of the Rate Computation 

        Worksheet)

Current funding for Administrators-in-training already approved and funded per WAC 388-96-540 and current funding of property taxes approved and funded per RCW 74.46.445 are added here. These current funding add-ons cannot bring the Operations component rate above the median   cost limit.

· LOW-WAGE WORKER ADD-ON (Section X of the Rate Computation Worksheet)
The low-wage worker add-on of .6% of the Direct Care rate, per Section 206 (13) of the state operating budget for the 2001-03 biennium, was eliminated by the Legislature for SFY 2011.
A separate low-wage worker add-on of $1.57 per resident day is included in the July 1, 2010 rates of facilities that elected to accept it.
· RATES FOR NEW CONTRACTORS
WAC 388-96-710 establishes rules for setting initial rates for newly constructed nursing facilities and nursing facilities that change ownership.

· ADDITIONAL DOCUMENTS ON WEBSITE
The following documents are available on the Office of Rates Management page of the Aging and Disability Services Administration website:

· The 2007 Median Lid Summary Page and Detail by Component

· The 2007 Facility Average Case Mix Index (FACMI) without Defaults and per Industry  Average

· The new Case Mix Weights with 2007 Cost Report Wage Data (effective for RUG reports for the period from October 1, 2009 through March 31, 2010 used to set the July 1, 2010 rates).

· An addendum providing pertinent July 2010 rate-setting data.





