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Introduction
Navigant Consulting, Inc. was engaged by the Washington State Department of Social and Health Services (DSHS), also referred to as “the Department”, to conduct an analysis of the current Medicaid payment methodology and rates paid for nursing facility services relative to the efficiency, accessibility and the quality of care standards established under Federal requirements.  
The Federal requirements that apply to the methods states employ to pay for Medicaid services, which are described in U.S.C. § 1396a (a)(30)(A), specify that: 
A state plan for Medical Assistance (referred to herein as Medicaid) provide such methods and procedures relating to the utilization of, and the payment for, care and services available under the plan as may be necessary to safeguard against unnecessary utilization of such care and services and to assure that payments are consistent with efficiency, economy, and quality of care and are sufficient to enlist enough providers so that care and services are available under the plan at least to the extent that such care and services are available to the general population in the geographic area.  

As such, our analysis focused on an evaluation of the current Washington Medicaid payment methodology and related rates for nursing facilities relative to consistency with efficiency and economy, and access to care and quality of care in Washington State.  The rates analyzed in this report are for State Fiscal Years (SFYs) 2020 and 2021. 
[bookmark: _Toc443652680]Section I:  Overview of Current Medicaid Payment Methodology
This section describes the current Medicaid payment methodology for nursing facilities in Washington.  This description is intended to provide a high level overview of how payment rates are set for Medicaid residents in nursing facilities.  

Medicaid rates are facility-specific in Washington.  The rates are comprised of several components and are related to the Medicaid costs of providing services, occupancy levels and the resource needs of individual residents.  Washington’s reimbursement rates also incorporate a quality incentive payment.  The current reimbursement method represents a price-based system.  Under the current methodology, payment rates are established prospectively.  The current reimbursement methodology is described in more detail below.  


Current Methodology

This reimbursement methodology is a price and measured payment structure with four main components: direct care, indirect care, capital, and quality-enhancement measures.  

· Direct Care Component: 
· Reflects costs associated with direct nursing care, therapy care, food, laundry, and dietary services
· Set at the statewide median costs based on calendar year 2016 cost report data for SFY 2020 and 2018 cost report data for SFY 2021
· Adjusted every six months to reflect case-mix, and will subsequently be rebased every two years
· Adjusted regionally based on county wage index data published by the Bureau of Labor Statistics (BLS)
· Subject to a settlement process[footnoteRef:1] [1:  The Legislature will review the value of the settlement under the new payment methodology and may discontinue this process after the 2019 to 2021 fiscal biennium
] 


· Indirect Component
· Reflects costs associated with administrative, maintenance, and housekeeping services
· Set at 90 percent of the statewide median costs based on calendar year 2016 cost report data for SFY 2020 and 2018 cost report data for SFY 2021
· A minimum occupancy assumption of 90 percent is applied
· Rebased every two years

· Capital Component
· Based on a fair market rental system
· A fair market price per bed is established that is adjusted for the age of the facility, and providers are then paid an amount that represents the rental value of the property
· The rental rate is 7.5 percent
· Adjusted for occupancy and assumes a minimum occupancy of 90 percent

· Quality Component
· Quality incentive payment for facilities that meet or exceed performance standards
· A quality standard is tied to performance based on the Federal 5-Star Quality Rating System
· Facilities qualify for a rate enhancement based on how the facility scores on a set of specific quality measures.  Facilities are then assigned to tiers based on how many points they score in the identified quality measures.  
· The quality incentive payment is determined based on the tier the facility is assigned to. It must be no less than one percent and no larger than five percent of the statewide average daily rate reimbursed to facilities that meet or exceed the standard for receiving a quality incentive.  
· This quality incentive will be adjusted semiannually on July 1 and January 1 of each year.  

It should be noted that the current daily reimbursement rates include a minimum wage add on of $0.76.  This is a temporary rate add on to address the increases in the minimum wage and it is not part of the rate reimbursement structure.  
For more information on how the estimated SFY 2020 and SFY 2021 rates were calculated by DSHS for the purposes of this report, please refer to Appendix A and Appendix B. 

Budget Dial

Over and above all the rate setting methodologies provided in both the statutes and regulations, there is the budget dial imposed by RCW 74.46.421.  In the biennial appropriations act, the Legislature sets a statewide weighted average maximum nursing facility payment rate for each state fiscal year.  By statute, DSHS is required to adjust rates for all Medicaid participating nursing facilities statewide by a uniform percentage, after notice and on a prospective basis only, if the statewide average facility total rate approaches these limits.  The budget dial ensures that total Medicaid nursing facility spending does not exceed the amount appropriated by the Legislature.  The state’s operating budget set the budget dial rate for SFY 2020 at $217.88 and at $246.81 for SFY 2021.
[bookmark: _Toc443652681]Section II:  Access to Care
In this section, we analyze the availability of nursing facility beds in Washington as a way to determine if barriers to access exist for Medicaid eligibles requiring nursing facility care.  We analyze access to care primarily using two measures: nursing facility occupancy rates and the number of per capita nursing facility beds for the aged population.  We analyze these metrics looking at trends over time, and in comparison to other states.  

The analysis will suggest whether the current Medicaid payment methodology has resulted in access concerns for Medicaid beneficiaries and for Washington residents in general.  The analysis will also suggest whether there are sufficient numbers of nursing facilities willing to provide services at the rates Washington pays to assure that Medicaid beneficiaries have access to care. 


Washington Nursing Facility Capacity and Occupancy from 2008 to 2017

Nursing facility capacity can be measured by the number of bed days available.[footnoteRef:2]  Table 2.1 shows the number of nursing facilities in the state, the total number of nursing facility beds and total available bed days for the ten years from 2008 to 2017.  This table shows that the number of beds and available bed days have decreased some over the past ten years, but have remained fairly constant in the most recent five year period.  Over the last five years, the largest decline in available beds occurred between 2016 and 2017. Based on feedback from the Department, two of the facilities converted from a nursing home to an assisted living facility.  The Department can authorize an enhanced rate for facilities that choose to convert from a nursing home to provide enhanced adult residential care services.  This serves as an incentive to expand enhanced adult residential care services.  The Department may authorize this if they determine the conversion to be cost effective.  The remaining five facilities closed.  The Department believes these providers have closed for various reasons. Some of the reasons include: business decision to close, facility age, and number of regulations.   [2:  Nursing facilities calculate their bed days available each year by multiplying the number of licensed beds in operation by the number of days the beds were operational.  Facilities report available bed days on their annual cost reports. 
] 


The analysis in Table 2.1 excludes closed facilities and facilities that did not serve any Medicaid residents during 2017.



Table 2.1:  Nursing Facility Capacity in Washington 2008 – 2017

	Calendar Year
	Number of Facilities
	Number of Beds at Year End
	Number of Bed Days Available

	2008
	227
	21,574
	7,896,084

	2009
	221
	21,134
	7,611,452

	2010
	210
	20,776
	7,583,240

	2011
	211
	20,869
	7,617,185

	2012
	213
	20,762
	7,578,130

	2013
	209
	20,600
	7,519,000

	2014
	207
	20,297
	7,408,405

	2015
	207
	20,061
	7,018,794

	2016
	207
	20,099
	7,324,228

	2017
	201
	19,569
	7,130,209


Source:  
Number of Facilities, Number of Beds at Year End and Number of Bed Days Available were determined from data provided by the Department.

It is important to note that the number of beds available in Washington is affected by State law, as codified in the Washington Administrative Code (WAC).  The WAC describes the State’s Certificate of Need (CON) policy that requires demonstration of a need for new beds before a nursing facility license can be approved.  For new licensed beds to be approved, a provider must demonstrate a need for new beds, with the criterion for comparison being 40 nursing facility beds per 1,000 population aged 70 and older.  This criterion, which was established effective October 6, 2008 (the previous criterion was 40 beds per 1,000 population aged 65 and older), was modified at the urging of the State’s nursing home industry.  The State, working jointly with the industry, determined that this standard would be sufficient to assure access to services in Washington. 

Table 2.2 shows nursing facilities’ total resident days, total Medicaid resident days and the average Medicaid utilization rate, that is, Medicaid’s share of total resident days for 2008 through 2017.  Total resident days decreased 14.3 percent over this period.  The Medicaid utilization rate increased slightly between 2008 and 2017 (from 60.7 percent to 62.0 percent), but has for the most part remained fairly constant over the years analyzed.  Washington’s continued effort to expand community long-term care options is an important reason for the decrease in nursing facility utilization.  
Table 2.2:  Nursing Facility Medicaid Utilization in Washington 2008 – 2017

	Calendar Year
	Number of Total Resident Days
	Number of Medicaid Resident Days 
	Average Medicaid Utilization Rate

	2008
	6,632,100
	4,028,671
	60.7%

	2009
	6,369,275
	3,886,492
	61.0%

	2010
	6,122,754
	3,592,405
	58.7%

	2011
	6,120,296
	3,685,180
	60.2%

	2012
	6,085,563
	3,656,784
	60.1%

	2013
	5,956,826
	3,549,713
	59.6%

	2014
	 5,986,227 
	 3,515,615 
	58.7%

	2015
	5,676,946
	3,418,496
	60.2%

	2016
	5,785,649
	3,549,200
	61.3%

	2017
	5,569,551
	3,451,211
	62.0%


Source:  
Number of Total Resident Days, Number of Medicaid Resident Days and Average Medicaid Utilization Rate were determined from data provided by the Department.

Nursing facility occupancy rates measure the extent to which existing beds are filled with patients.  Thus, occupancy rates are one of the metrics that can be used to measure the industry’s efficiency – how well physical plants are utilized.  Occupancy rates can also be indicators of whether there is sufficient nursing facility capacity to meet the population’s demand for services.  High occupancy rates may suggest potential access problems as people seeking nursing facility services may face difficulty in finding a bed.

Table 2.3 shows the average occupancy rates in Washington nursing facilities in 2008 through 2017, and the number of unfilled nursing facility beds on an annual and daily basis.





Table 2.3:  Nursing Facility Occupancy Rates and Unfilled Beds in Washington 2008 - 2017

	Calendar Year
	Average Occupancy Rate
	Number of Unfilled Bed Days
	Average Number of Unfilled Beds per Day[footnoteRef:3] [3:  Assumes 365 days in the calendar year for 2009, 2010, 2011, 2013, 2014, 2015, 2017 and 366 days in the calendar year for 2008, 2012, and 2016.] 


	2008
	84.0%
	1,263,984
	3,454

	2009
	83.7%
	1,242,177
	3,403

	2010
	80.7%
	1,460,486
	4,001

	2011
	80.3%
	1,496,889
	4,101

	2012
	80.3%
	1,492,567
	4,089

	2013
	79.2%
	1,562,174
	4,280

	2014
	80.8%
	 1,422,178 
	 3,896 

	2015
	80.9%
	1,341,848
	3,676

	2016
	79.0%
	1,538,579
	4,215

	2017
	78.1%
	1,560,658
	4,276



Source:  
Average Occupancy Rate, Number of Unfilled Bed Days and Average Number of Unfilled Beds per Day were calculated using data provided by the Department.

The average occupancy rate for nursing facilities in Washington has fluctuated and declined over the period of 2008 to 2017.  The 2017 average occupancy rate of 78.1 percent means that on average there were 4,276 empty nursing facility beds per day across the state.

Washington Nursing Facility Capacity and Occupancy by County, For 2017

To assess whether Medicaid beneficiaries in all areas of the state have sufficient access to nursing facility services, we analyzed the distribution of nursing facility beds and utilization at the county level.

In 2017, the number of nursing facilities per county ranged from 1 in Adams, Asotin, Columbia, Franklin, Island, Jefferson, Kittitas, Pacific and Pend Oreille counties to 49 in King County.  Exhibit 2.1 shows that the number of beds per county, for counties with at least one nursing facility, ranged from 23 to 5,485 beds.  As expected, the most urban and populous counties of King, Pierce and Snohomish have the most nursing facility beds.  Of the nine counties with only one facility, the bed count ranges from 23 in Columbia to 112 in Island County. 

Currently, Ferry, Lincoln, Klickitat, Douglas, Skamania and San Juan counties do not have nursing facilities; however, each county supports Medicaid eligible residents by other means through adult family homes and assisted living.  There are eight adult family homes in Klickitat with a total of 40 beds, Lincoln has two homes with 12 beds, Douglas has eight homes with 45 beds, Ferry has one home with 6 beds, and San Juan has three homes with 13 beds.  There are four assisted living facilities in Douglas County with 265 beds, one in Ferry County with 16 beds, two in Lincoln with 28 beds, one in San Juan with 36 beds and one in Skamania with 36 beds.
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Garfield and Wahkiakum counties have no nursing facilities, adult family homes or assisted living facilities.  These two counties are not very populous counties and between the two have approximately 6,000 people.  It should also be noted that a lack of residential facilities in a county does not necessarily mean that there are no services available to individuals requiring care.  Personal care services are available in every county in Washington and individuals can arrange for services to be provided to them.  
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Exhibit 2.2 shows the average nursing facility occupancy rates in each county in 2017.  At the county level, average occupancy rates ranged from a low of 54.6 percent to a high of 88.0 percent.  The exhibit also groups the average occupancy rates of counties by various percentage ranges.  Eleven of the state’s 39 counties have an average occupancy rate greater than 80 percent. 
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There were three counties with average occupancy rates of 85 percent or greater in 2017 (Kitsap, Okanogan and Pend Oreille) with the highest being 88.0 percent (Okanogan).    
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Klickitat
Clark
(77.0%)
Wahkiakum
Cowlitz
(75.2%)
Skamania
Asotin
(76.8%)
Walla Walla
(68.7%)
Columbia
(84.9%)
Garfield
Benton
(61.7%)
Franklin
(71.7%)
Lewis
(81.4%)
Pacific
(54.6%)
Yakima
(84.8%)
Thurston
(82.2%)
Whitman
(67.7%)
Adams
(56.6%)
Pierce
(77.3%)
Grays Harbor
(66.5%)
Kittitas
(79.7%)
Mason
(71.6%)
King
(77.7%)
 Kitsap
 (86.1%)
Lincoln
Grant
(78.7%)
Spokane
(82.2%)
Jefferson
(62.2%)
Douglas
Snohomish
(78.7%)
Clallam
(76.4%)
Chelan
(81.3%)
Skagit
(64.8%)
Ferry
Pend Oreille
(87.6%)
Stevens
(84.0%)
Okanogan
(88.0%)
Whatcom
(83.5%)
San Juan
Island
(61.7%)
Greater than 85% (3)
75% to 79.9% (9)
70% to 74.9% (2)
80% to 84.9% (8)
Nursing Facility Occupancy Rates
(Number of Counties)
Under 70% (9)
No Nursing Facilities (7)
Exhibit 2.2: Nursing Facility Occupancy Rates - 2017
Statewide Occupancy Rate: 78.1%
Source: 2017 Cost Report Data provided by the Department

Exhibit 2.3 shows the average Medicaid utilization rates by county for 2017, which ranged from 39 percent to 80 percent.  Medicaid utilization for 13 of the counties was within the 60 percent to 70 percent range.  Six of the counties had utilization exceeding 70 percent in 2017.  
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Nursing Facility Capacity in Washington Compared with Other States

Another way to analyze the adequacy of Washington’s nursing facility capacity is to compare it with the capacity in similar states.

Table 2.4 shows the nursing facility occupancy rates for states in the Centers for Medicare and Medicaid Services (CMS) Region X for the ten years 2007 through 2016.  In 2015 and 2016, Washington’s occupancy rates were greater than those in Idaho and Oregon, but less than Alaska, as was the case in 2008 through 2012.

Table 2.4: Nursing Facility Occupancy Rates for States in CMS Region X:  2007 – 2016

	State
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014
	2015
	2016

	Alaska
	85%
	85%
	87%
	87%
	94%
	88%
	78%
	86%
	90%
	84%

	Washington[footnoteRef:4] [4:  These occupancy rates vary from those presented in Table 2.3 because they are from different data sources.  Occupancy rates shown in Table 2.3 are calculated using bed days available as reported by nursing facilities each year in their annual cost reports submitted to the Department.  The source for the all states’ data is the Online Survey, Certification and Reporting (OSCAR) which is a data network that CMS maintains in cooperation with the state long-term care surveying agencies.  OSCAR is a compilation of all the data elements collected by surveyors during the inspection survey conducted at nursing facilities for the purpose of certification for participation in the Medicare and Medicaid programs.  AARP’s 2018 Across the States: Profiles of Long-Term Services and Supports was used for 2016 data.] 

	86%
	83%
	83%
	83.0%
	83%
	80%
	80%
	81%
	81%
	79%

	Idaho
	77%
	75%
	73%
	72%
	71%
	69%
	68%
	65%
	66%
	67%

	Oregon
	66%
	68%
	64%
	62%
	62%
	61%
	61%
	61%
	60%
	65%



Sources:  
· States in CMS Region X:  CMS website at http://www.cms.hhs.gov/RegionalOffices/downloads/SeattleRegionalOffice.pdf
· Utilization rates for 2006 through 2008: “Nursing Home Data Compendium” by CMS, 2009 Edition. 
· Occupancy rates for 2009, 2010, 2011, 2012, 2013, and 2014 are as of June of each year: “OSCAR Data Report:  Nursing Facility Operational Characteristics Report” by American Health Care Association Research Department, June 2009, 2010, 2011, 2012, 2013, 2014 and March 2015 Updates.
· Occupancy rates for 2016: “Across the States: Profiles of Long-Term Services and Supports” by AARP Public Policy Institute, 2018.


Table 2.5 compares Washington’s nursing facility occupancy rates over the same ten-year period with states that have the largest senior populations in the country.  Six of the eight states had nursing facility occupancy rates greater than Washington’s in the most recent eight years.  The table summarizes the states by occupancy level. 

Table 2.5:  Nursing Facility Occupancy Rates for States with Largest Senior Populations:  2007 – 2016

	State
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014
	2015
	2016

	New York
	93%
	93%
	93%
	92%
	92%
	92%
	92%
	91%
	90%
	90%

	Pennsylvania
	89%
	89%
	91%
	91%
	91%
	90%
	91%
	90%
	90%
	88%

	Florida
	88%
	88%
	88%
	88%
	88%
	88%
	88%
	88%
	89%
	88%

	California
	85%
	85%
	85%
	85%
	85%
	85%
	85%
	85%
	86%
	86%

	Michigan
	87%
	86%
	86%
	85%
	85%
	85%
	85%
	84%
	85%
	83%

	Ohio
	87%
	87%
	87%
	86%
	85%
	85%
	85%
	84%
	84%
	83%

	Washington
	86%
	83%
	83%
	83%
	83%
	80%
	80%
	80%
	80%
	79%

	Illinois
	78%
	78%
	79%
	79%
	78%
	78%
	78%
	78%
	77%
	75%

	Texas
	72%
	72%
	73%
	73%
	71%
	71%
	72%
	72%
	71%
	70%



Sources:  
· Population estimates for July 1, 2017 released December 2018 by the U.S. Census Bureau, Population Division.
· Utilization rates for 2006 through 2008: “Nursing Home Data Compendium” by CMS, 2009 Edition.
· Occupancy rates for 2009, 2010, 2011, 2012, 2013, and 2014 are as of June of each year and as of March for 2015: “OSCAR Data Report:  Nursing Facility Operational Characteristics Report” by American Health Care Association Research Department, June 2009, 2010, 2011, 2012, 2013, 2014 and March 2015 Updates.
· Occupancy rates for 2016: “Across the States: Profiles of Long-Term Services and Supports” by AARP Public Policy Institute, 2018.


We also analyzed Washington’s nursing facility capacity on a per capita basis compared with states in CMS Region X.  Table 2.6 shows the number of nursing facility beds per 1000 population age 65 and older and age 85 and older in 2017 for states in CMS Region X.[footnoteRef:5]  Of the four states in Region X, Washington had more beds per capita than all but Idaho.         [5:  Note that while the State currently uses the statistic “nursing facility beds per 1000 population aged 70 and older” for purposes of measuring bed need in Washington, similar statistics for other states were not available in the data relied upon to prepare this report.] 


Table 2.6:  Nursing Facility Beds per Capita for Senior Population for States in
CMS Region X – 2017

	State
	Beds per 1000 Population Age 65 and Older
	Beds per 1000 Population Age 85 and Older

	Idaho
	 22.1 
	204.8 

	Washington
	18.9 
	160.5 

	Oregon
	16.0 
	136.0 

	Alaska
	8.4  
	105.7

	Average for Four States
	16.4  
	151.8 

	Average for States excluding Washington
	15.5
	148.9 



Sources:  
· States in CMS Region X:  CMS website at http://www.cms.hhs.gov/RegionalOffices/downloads/SeattleRegionalOffice.pdf
Beds per 1000 Population Age 65 and Older and Beds per 1000 Population Age 85 and Older:  Calculated by Navigant using total beds reported in “Across the States: Profiles of Long-Term Services and Supports” by AARP Public Policy Institute, 2018.”, and population estimates for July 2017 released July 2018 by the U.S. Census Bureau, Population Division.




Table 2.7 shows Washington’s nursing facilities beds per 1000 population aged 65 and older, and aged 85 and older, to the same metrics for all other Western states for 2017 (excluding Hawaii).  This comparison shows that Washington’s metrics generally fall in the middle of the ranking of all Western states.

Table 2.7:  Nursing Facility Beds per Capita for Senior Population for Western States – 2017 

	State
	Beds per 1000 Population Age 65 and Older
	Beds per 1000 Population Age 85 and Older

	Montana
	34.5 
	293.5

	Wyoming
	32.3 
	281.4 

	Colorado
	27.0  
	241.4 

	Utah
	24.9 
	224.4 

	Idaho
	22.1 
	204.8 

	California
	 21.6 
	162.0 

	New Mexico
	20.3 
	178.6 

	Washington
	18.9 
	160.5 

	Oregon
	16.0 
	136.0 

	Arizona
	13.6 
	119.1 

	Nevada
	14.5 
	 160.1 

	Alaska
	8.4 
	105.7 

	Average for Twelve States
	21.2 
	189.0 

	Average for States excluding Washington
	21.4 
	 191.5 



Sources:  
· The Western states listed above were identified and selected by Navigant.
· Beds per 1000 Population Age 65 and Older and Beds per 1000 Population Age 85 and Older:  Calculated by Navigant using total beds reported in “Across the States: Profiles of Long-Term Services and Supports” by AARP Public Policy Institute, 2018.”, and population estimates for July 1, 2017 released July 2018 by the U.S. Census Bureau, Population Division.



Table 2.7 also shows that there is a significant range of values, which may be affected by the level to which each state has invested in alternative non-institutional home and community-based options.  In other words, if more options are available to persons in states with alternative residential settings, it would be reasonable to assume that fewer nursing facility beds would be needed.

Based on data published in a 2017 report by Truven Health Analytics, Washington is fourth in the nation in Medicaid home and community-based services spending for older people and adults with physical disabilities as a percentage of total long-term care spending in fiscal year (FY) 2015.  Figure 2.1 illustrates how Washington has used its 2015 Medicaid long-term care dollars for home and community-based services compared to nursing facility services.

Figure 2.1: Medicaid Long-Term Spending for Seniors and Adults with Physical Disabilities in Washington


Source: 
“Medicaid Expenditures for Long-Term Services and Supports (LTSS) in FY 2015.” Truven Health Analytics. Web. October 2017.


Figure 2.2 makes the same comparison nationally for 2015, which, when compared to Washington, illustrates that Washington has committed a significantly higher percentage of its Medicaid long-term care resources to alternative settings. 

Figure 2.2: Medicaid Long-Term Spending for Seniors and Adults with Physical Disabilities in the United States
 

Source:
“Medicaid Expenditures for Long-Term Services and Supports (LTSS) in FY 2015.” Truven Health Analytics. Web. October 2017.

Understanding that comparisons of nursing facility beds per 1,000 aged population might be affected by the extent to which alternative residential settings are available, we analyzed Washington’s nursing facility capacity on a per capita basis compared with states that have made a similar commitment to these alternatives.  To make this comparison, we identified seven other states that spent a similar percentage of their Medicaid long-term care funds on home and community-based services.  

Table 2.8 compares the number of beds in Washington per 1,000 population age 65 and age 85 and older to other states in the country that have spent a similar percentage of their Medicaid long-term care funds on home and community-based services. All of these states identified, spent more than 50 percent of their Medicaid long term care dollars on home and community-based services. This table shows that, when sorted by beds per 1,000 population age 65 and older and aged 85 and older, Washington is the second lowest state in the ranking.  This could reflect Washington’s investment in HCBS services.   








Table 2.8:  Nursing Facility Beds per Capita for Senior Population in 2017 for States that spent more than 50 Percent of Medicaid long-term funds on HCBS 

	State
	Percentage of Medicaid Funds Spent on HCBS
	Beds per 1,000 Population Age 65 and Older
	Beds per 1,000 Population Age 85 and Older

	Massachusetts
	58%
	42.3 
	291.9 

	Texas
	57%
	 38.3
	336.5 

	Minnesota
	72%
	34.0 
	242.4 

	Colorado
	56%
	 27.0 
	241.4 

	California
	64%
	21.6 
	162.0  

	New Mexico
	74%
	20.3 
	178.6 

	Washington
	67%
	18.9 
	160.5 

	Oregon
	81%
	16.0 
	136.0 

	Average for Eight States
	66%
	27.3 
	218.7

	Average for States excluding Washington
	66%
	28.5 
	227.0 



Sources:  
· The states listed above were identified by Navigant based on data published by Truven Health Analytics in the “Medicaid Expenditures for Long-Term Services and Supports (LTSS) in FY 2015” report. Navigant calculated the percent of Medicaid long-term care dollars spent on home and community-based alternatives by state and then identified seven states with a similar spend to Washington. 
· Beds per 1000 Population Age 65 and Older and Beds per 1,000 Population Age 85 and Older:  Calculated by Navigant using total beds reported in “Across the States: Profiles of Long-Term Services and Supports” by AARP Public Policy Institute, 2018.”  March 2015 Update, and population estimates for July 1, 2017 released July 2018 by the U.S. Census Bureau, Population Division.

We also analyzed Washington’s nursing facility capacity on a per capita basis with comparable states in close proximity to Washington that spent more than 60 percent of Medicaid long-term care funds on home and community-based services.  Table 2.9 shows that Washington has a comparable number of beds per 1,000 population age 65 and older and age 85 and older to those ratios in California and Oregon.       





Table 2.9:  Nursing Facility Beds per Capita for Senior Population in 2017 for California, Washington and Oregon

	State
	Percentage of Medicaid Funds Spent on HCBS
	 Beds per 1,000 Population Age 65 and Older
	 Beds per 1,000 Population Age 85 and Older

	California
	64%
	21.6 
	162.0 

	Washington
	67%
	18.9 
	160.5 

	Oregon
	81%
	16.0 
	136.0 

	Average for Three States
	71%
	18.8 
	 152.8 

	Average for States excluding Washington
	72%
	18.8 
	149.0 



Sources:  
· The states listed above were identified by Navigant Consulting, Inc. due to their proximity to Washington and having spent more than 60 percent of Medicaid funds on HCBS waivers.
· “Medicaid Expenditures for Long-Term Services and Supports (LTSS) in FY 2015.” Truven Health Analytics. Web. October 2017.
· Beds per 1,000 Population Age 65 and Older and Beds per 1,000 Population Age 85 and Older:  Calculated by Navigant using total beds reported in “Across the States: Profiles of Long-Term Services and Supports” by AARP Public Policy Institute, 2018.”, and population estimates for July 1, 2017 released June 2018 by the U.S. Census Bureau, Population Division.


Conclusion

Based on the analyses described in this section, it appears that there is sufficient access to nursing facility beds in Washington State.  Between 2008 and 2017, while the total number of beds decreased by 9.3 percent, nursing facility occupancy rates decreased and the total number of unfilled beds increased each year, except in 2009, 2012, 2014, and 2015, when unfilled beds decreased slightly.  There appears to be some capacity in virtually every county across the State.  

Further, we reviewed caseload forecasts prepared by the Washington State Caseload Forecast Council in November of 2018 for nursing home Medicaid eligible clients. We reviewed this information to determine if significant increases are expected in the number of Medicaid eligible clients, and if there may be potential issues given the projections and current capacity. Based on the November 2018 forecast, the average caseload for SFYs 2019, 2020 and 2021 is summarized below.







Table 2.10: Medicaid Eligible Clients for Nursing Home Services – November 2018 Forecast 

	SFY
	Average Caseload
	Percentage Change
	Medicaid Resident Days

	2019
	9,695
	N/A
	3,538,553

	2020
	9,840
	1.5%
	3,601,593

	2021
	9,965
	1.3%
	3,637,286




If current capacity in the state remains constant, based on this forecast, there does not seem to be a potential issue with statewide capacity in the next few years.  The forecast indicates that the number of Medicaid resident days in SFY 2021 will be 3,637,286.  The number of Medicaid resident days for each year is calculated as the caseload forecast multiplied by the total number of days in each year.  The number of resident days in SFY 2021 is higher by 186,075 than the total Medicaid resident days reported in CY 2017.  In CY 2017 there were approximately 1.56 million unfilled days.  If this current capacity remains constant, it does not appear that the projected increase in Medicaid clients will be a potential issue.  

Washington’s total bed capacity per 1,000 aged population, which is purposefully restricted based on the WAC (which is supported by the State’s nursing home industry), is very comparable to other states that have made similar commitments to home and community-based services options as an alternative to institutional care.

[bookmark: _Toc443652682]Section III:  Quality
In the previous section we analyzed whether Washington’s Medicaid payment methodology for nursing facilities supports sufficient access to care for Washington’s Medicaid beneficiaries.  In this section, we analyze whether Washington’s Medicaid payment methodology supports provision of care at an acceptable level of quality.  


Comparative Analysis of Quality in Washington and Other States

Our analysis was intended to determine if the level of quality provided in Washington’s nursing facilities is acceptable when compared with other states.  To make this comparison, we analyzed data on deficiencies cited in nursing facility surveys for the Medicare and Medicaid programs and compiled by the CMS and reported in its annual Nursing Home Data Compendium.[footnoteRef:6]    [6:  Data in the Nursing Home Data Compendium are from the Online Survey, Certification and Reporting (OSCAR) which is a data network that the CMS maintains in cooperation with the state long-term care surveying agencies.  OSCAR is a compilation of all the data elements collected by surveyors during the inspection survey conducted at nursing facilities for the purpose of certification for participation in the Medicare and Medicaid programs.  ] 


To add context to this analysis, we first compared the basic care needs of residents in Washington’s nursing facilities to those in nursing facilities in other states that have made significant commitments to home and community-based service options.  To measure care needs, we examined the percentage of residents in each state that required assistance with one of the five Activities of Daily Living (ADL), otherwise referred to as ADL impairments, which were published in the CMS’ 2015 Nursing Home Data Compendium.[footnoteRef:7]  The five ADLs analyzed in that publication were: [7:  The 2015 edition of the Nursing Home Data Compendium was the most recent version available at the time this report was completed. ] 


· Mobility
· Dressing
· Eating
· Transferring
· Toileting

ADL impairments were identified for each of these activities if a resident required extensive assistance with that activity.   

As shown in Table 3.1, among states identified as having spent more than 50 percent of their Medicaid long-term care funds on home and community-based services, Washington has the highest percentage of residents with 4 or more ADL impairments in nursing facilities.  This generally indicates that Washington has been effective in transitioning residents into appropriate non-institutional environments, and that those cared for in nursing facility settings generally have higher ADL impairments.









Table 3.1:  Distribution of Activity of Daily Living (ADL) Impairment in Nursing Home Residents – 2014

	
	Number of ADL Impairment
Percent of Residents

	State
	0
	1-3
	4 and 5

	Washington
	12.0%
	14.0%
	74.1%

	Oregon
	14.9%
	16.7%
	68.4%

	California
	17.6%
	16.1%
	66.3%

	Massachusetts
	14.2%
	20.9%
	65.0%

	Minnesota
	18.0%
	17.3%
	64.6%

	Colorado
	23.1%
	16.0%
	61.0%

	Texas
	23.9%
	17.1%
	58.9%

	New Mexico
	27.2%
	18.9%
	53.9%

	Average for Eight States
	18.9%
	17.1%
	64.0%

	Average for States Excluding Washington
	19.8%
	17.6%
	62.6%



Sources:
· The states listed above were identified by Navigant based on data published by Truven Health Analytics in the “Medicaid Expenditures for Long-Term Services and Supports (LTSS) in FY 2015” report. Navigant calculated the percent of Medicaid long-term care dollars spent on home and community-based alternatives by state and then identified seven states with a similar spend to Washington. 
· Distribution Scope: “Nursing Home Data Compendium” by CMS, 2015 Edition.

Understanding that those in nursing facilities in Washington have high needs, we then examined the number and percentage of survey deficiencies in Washington’s nursing facilities.  Surveys are conducted to ensure that nursing facilities are meeting state and federal standards which spell out how care must be provided to nursing home residents. Surveys are performed by teams of State employees (usually three or four people) who are specialists in nursing home care.  The surveyors have backgrounds in nursing, social work, dietetics, sanitation, health care administration and counseling.  These individuals must pass a test administered by the federal government to qualify as nursing home surveyors.  

A deficiency is a determination by DSHS that a nursing home has violated one or more specific licensure or certification regulations.  Deficiencies range in scope and severity from isolated violations with no actual harm to residents, to widespread violations that cause injuries or put residents in immediate jeopardy of harm.  Deficiencies are cited as a result of an on-site inspection.  It is important to note that the severity of survey deficiencies can vary significantly, and that the national average of surveys that resulted in no deficiency in 2014 was only 10.2 percent (5.4 percent in Washington).  This means that on average nationally, 89.8 percent of all surveys had some deficiency noted (94.6 percent in Washington).  However, some deficiencies are more serious than others.

Exhibit 3.1 shows the scope and severity matrix which identifies the scope and severity ratings that can be applied to survey deficiencies for nursing facilities.  A score is assigned to each deficiency based on the level of severity and scope of the deficiency.  The scores range from “A”, being the least serious ranking and “L”, being the most serious ranking.

Exhibit 3.1 Scope and Severity Grid for Rating Nursing Home Deficiencies

[image: ]


Source: 
Scope and Severity Grid for Rating Nursing Home Deficiencies: “Nursing Home Data Compendium” by CMS, 2015 Edition.

To measure the significance of survey deficiencies in Washington nursing facilities, we initially analyzed those that fell into categories H, I, K or L, which we believe to measure the most severe of deficiencies that are not isolated instances.  Table 3.2 shows the percentage of nursing facility survey deficiency citations resulting in the most serious deficiencies that constitute substandard quality of care for Washington and other states identified as spending a similar percentage of their Medicaid long-term care funds on home and community-based services.    
This table shows that the percentage of Washington’s nursing facility survey deficiency citations in these categories were comparable, and often times lower than the percentages of the other states analyzed.  In fact, the averages for each deficiency category excluding Washington are the same as the average of all eight states.  

Table 3.2:  Percentage Distribution of Scope and Severity of Health Deficiency Citations in Nursing Homes – 2014

	
	Distribution by Scope/Severity

	State
	H
	I
	K
	L

	Washington 
	0.1
	0.0
	0.1
	0.0

	Oregon
	0.0
	0.0
	0.6
	0.0

	California
	0.1
	0.0
	0.1
	0.1

	Massachusetts
	0.4
	0.0
	0.0
	0.0

	Minnesota
	0.1
	0.0
	0.1
	0.0

	Colorado
	0.0
	0.0
	0.1
	0.0

	Texas
	1.1
	0.0
	1.8
	0.4

	New Mexico
	1.3
	0.0
	0.9
	1.1

	United States Average
	0.2
	0.0
	0.4
	0.2

	Average for Eight States
	0.4
	0.0
	0.5
	0.2

	Average for States excluding Washington
	0.4
	0.0
	0.5
	0.2


Sources:  
· The states listed above were identified by Navigant based on data published by Truven Health Analytics in the “Medicaid Expenditures for Long-Term Services and Supports (LTSS) in FY 2015” report. Navigant calculated the percent of Medicaid long-term care dollars spent on home and community-based alternatives by state and then identified seven states with a similar spend to Washington. 
· Distribution by Scope/Severity: “Nursing Home Data Compendium” by CMS, 2015 Edition.


Table 3.3 shows the trend in the percentage of nursing facility surveys that indicated health deficiencies in Washington nursing facilities from 2007 to 2014.  This table shows that beginning in 2009, the number of deficiency citations increased slightly through 2012 and subsequently decreased through 2014 for several of the deficiency scopes shown below.  Note that for the most part, citations were lower in 2014 than in 2013.

Table 3.3:  Percentage Nursing Home Survey Resulting in Deficiency Citations in Washington – 2007 to 2014

	Deficiency Scope
	2007
	2008
	2009
	2010
	2011
	2012
	2013
	2014

	Surveys Resulting in a Health Deficiency of Actual Harm or Immediate Jeopardy to Residents
	24.8
	20.1
	15.5
	17.7
	20.1
	17.0
	17.2
	9.0

	Surveys Resulting in a Health Deficiency of Immediate Jeopardy to Residents 
	2.1
	1.6
	1.7
	3.0
	5.7
	1.4
	1.6
	0.9

	Surveys Resulting in a Citation for Substandard Quality of Care 
	3.3
	2.9
	1.7
	3.4
	5.7
	0.9
	2.6
	1.4

	Surveys Resulting in a Citation for Use of Restraints
	4.5
	2.9
	1.7
	1.7
	1.7
	2.4
	0.5
	0.9

	Surveys Resulting in a Deficiency for Failure to Treat or Prevent Pressure Ulcers
	23.6
	21.3
	21.1
	20.3
	14.4
	12.3
	12.5
	12.2


Source:
Distribution Scope: “Nursing Home Data Compendium” by CMS, 2015 Edition.

As an additional indicator of quality, we also reviewed nursing facility Five-Star overall quality ratings across states identified in prior sections as having spent more than 50 percent of their Medicaid long-term care funds on home and community-based services.  The overall quality ratings are based on each facility’s performance in three different measures which each receive a rating from one to five.  The first quality measure included in the overall quality rating is health inspections.  In this quality measure, nursing facilities are rated based on the number, scope, and severity of deficiencies identified in each nursing facility during the three most recent annual inspection surveys.  

The second quality measure included as part of overall quality measure is staffing.  The performance ratings are based on a measure of the number of registered nurse hours to total staffing hours per day.  The CMS Staffing Study found association between nurse staffing ratios and the quality of care in a nursing facility.  Further, CMS identified specific staffing ratios which, if not met, expose residents to a higher risk of quality problems.  Information about the staffing in each facility is based on the CMS Certification and Survey Provider Enhanced Reports (CASPER) system.  

The last component of the overall quality measure is a measure of various quality metrics.  The quality measures cover a broad range of health status as well as function indicators for both long-term nursing facility residents and short-term nursing facility residents.  A total of sixteen different quality measures are included in measuring this component.  Most are based on data reported in the Minimum Data Set (MDS) and a few are based on MDS and Medicare claims measures that are all published on the Nursing Home Compare website.  

Table 3.4 below summarizes the average nursing facility overall quality rating across states identified as having spent a similar percentage of their Medicaid long-term care funds on home and community-based services.  The average nursing facility quality ratings for each state were calculated by Navigant by determining the average statewide overall quality rating across all nursing facilities within each state based on data published in August of 2018.  

Table 3.4: Nursing Facility Overall Quality Ratings


	State
	Average Nursing Facility Overall Quality Rating

	Washington 
	3.67 

	Oregon
	3.46 

	California
	3.63

	Massachusetts
	3.50

	Minnesota
	3.72

	Colorado
	3.74

	Texas
	2.68

	New Mexico
	3.07

	U.S. Average
	3.33 


Source:
Nursing Facility Overall Quality Ratings: Star Ratings published on the Nursing Home Data Compare website.

Based on the average statewide quality ratings, Washington has the third highest ranking from the states reviewed.  There are two states with higher average overall quality ratings and five states with lower average ratings.  Therefore, it appears that nursing facility quality, as measured by the Five-Star overall quality ratings, in Washington is in line with quality across other states identified and is higher than the average nursing facility quality nationwide.  

It should also be noted that Washington established minimum staffing standards for nursing facilities.  Beginning July 1, 2016, nursing facilities must provide a minimum 3.4 hours of direct care per resident day.  Nursing facilities that fail to meet these standards will incur a monetary penalty.  The State intends to increase this minimum standard to 4.1 hours per resident day in the future.  
Conclusion

Based on the analyses shown in this section, it appears that quality of care, as measured by the metrics described, compares favorably to other states analyzed.  It appears that the percentage of citations leading to actual harm or immediate jeopardy to residents across several severities in Washington is lower than the national average.  These citations are also lower than the average percentage across the states identified earlier in this section.  In addition, it appears that nursing facility quality is in line with nursing facility quality across the states identified in the report and is higher than the nationwide average quality as measured by the Five-Star overall quality ratings for nursing facilities.  

Understanding that there is a lag in the timing of the reporting of these deficiency criteria (the most current from 2014), it is difficult to correlate such changes to changes in the Medicaid rates paid for services.  While we believe that the quality of care provided in Washington’s nursing facilities is generally adequate, we would recommend that the Department continue to monitor subsequent survey results to determine if the same trends continue.  

[bookmark: _Toc443652683]Section IV: Payment Rate Analysis
In this section, we describe our analysis of payments under the current Medicaid payment methodology in relation to the allowable costs incurred by nursing facilities for serving Medicaid-eligible residents.  First, we estimated what Medicaid allowable costs will be for SFYs 2020 and 2021 using historical cost data from CY 2017 reported by the State’s nursing facilities, adjusted to reflect trends in inflation to SFYs 2020 and 2021.  We then compared the estimated SFYs 2020 and 2021 costs to an estimate of Medicaid payments for the same period, based on the weighted average of payment rates for all of SFYs 2020, and 2021.

In addition, we examine Medicare and commercial reimbursement rate levels for nursing facility services in Washington.  We then compare these rates to Washington’s Medicaid reimbursement rates for SFYs 2020 and 2021.  


Estimation of Costs for State Fiscal Years Ended 2020 and 2021

Base Costs

We estimated Medicaid costs using calendar year 2017 adjusted costs and resident days data provided by the Department.  The data provided by the Department included the 200 nursing facilities that participate in the Medicaid program, and included two cost categories:  Direct Care (DC) costs and Indirect Care (ID) costs.  Direct care costs include nursing, therapy, food, laundry and dietary costs.  Indirect care costs include administrative, housekeeping, maintenance and property costs.  These amounts were “adjusted” amounts that according to the Department included only “Medicaid allowable” costs.  The total ID costs per facility were also increased to reflect provider assessment costs for SFYs 2020, and 2021.  We divided each cost category by adjusted total days to calculate an average cost per day for each of the two cost categories. 

Adjustment for Case-Mix Index (CMI)

We adjusted the Direct Care cost component to take into account each nursing facility’s average case-mix index[footnoteRef:8].  We divided each nursing facility’s average Direct Care cost per day by the average annual facility-wide case-mix index (CMI) from 2017[footnoteRef:9].  The resulting amount was the average Direct Care cost per day adjusted to a facility CMI of 1.0.  [8:  A case-mix index is a measure, expressed as a factor, which is indicative of the expected “relative” resources that will be required to care for individuals in a nursing facility.  Using data extracted from a nationally standardized resident assessment instrument, a case-mix score is determined for each nursing facility resident, which indicates the resources required for that resident compared to the average of all residents.  A facility’s case-mix index is the average of the case-mix scores for all residents in the facility at a given point in time.  ]  [9:  This case-mix index was calculated “without defaults”.  As we understand, a CMI calculated “without defaults” excludes any individuals with a missing case-mix score.  A CMI “with defaults” would include those individuals in the counts and add a 1.0 case-mix score for the individual.] 


[bookmark: _GoBack]We then adjusted the Direct Care cost category to reflect the resource needs of Medicaid residents during the same period.  To do this, we multiplied each nursing facility’s average Direct Care cost per day (which had been previously adjusted to reflect a facility CMI of 1.0) times the average facility-specific Medicaid CMI from the period of April 2017 through September 2017[footnoteRef:10].  These indexes were the most recent Medicaid CMI data available.  The resulting amount was the average Direct Care cost per day adjusted for the facility’s Medicaid CMI. [10:  This CMI was calculated “with defaults” as described in the previous footnote.] 



Adjustment for Provider Assessment Costs

For this analysis it is also necessary to account for the provider assessment costs facilities may incur in SFYs 2020 and 2021.  To estimate the provider assessment costs for SFYs 2020 and 2021, we first determined the total Medicaid and private pay days in CY 2017 for each facility.  We then multiplied the total days by the assessment fees that will be in effect in SFYs 2020 and 2021. Finally, we added the total estimated assessment costs to the providers’ overall ID costs for SFYs 2020 and 2021. 

Adjustment for Cost Growth

To bring the 2017 costs forward to SFYs 2020 and 2021, we applied a cost growth factor.  The cost growth factor was calculated using the change in the CMS Prospective Payment System Skilled Nursing Facility Input Price Index.  We identified the index at the midpoint of each analysis year (SFY 2020 and SFY 2021) and divided by the index at the midpoint of the 2017 cost year.  The resulting cost growth factor for SFY 2020 was 1.069, or a 6.9 percent increase between CY 2017 and SFY 2020.  The cost growth factor for SFY 2021 was 1.100, or a 10.0 percent increase between CY 2017 and SFY 2021.  Using the cost growth factor, we updated each of the average cost per day amounts for the cost components described previously to estimate the SFYs 2020 and 2021 amounts.  

After applying the cost growth factor to each component, we added together all the cost components, including the Direct Care cost component adjusted for the most current Medicaid CMI described above, to calculate the total estimated average cost per day for SFYs 2020 and 2021.


Estimation of Rates for State Fiscal Years Ended 2020 and 2021

The rates utilized in this analysis for SFY 2020 were calculated and provided to us by the Department.  It is our understanding that the rate estimates are based on the methodology described in Section I of this report and in Appendix A and Appendix B. 

Other Considerations

It should be noted that in estimating the costs for SFYs 2020 and 2021, we did not make any adjustment for potential “case-mix creep”, or inherent increase in CMI over time.  We also did not adjust for potential “settlements” that are part of the new rate setting process.  Lastly, we did not make any adjustments for the BLS regional wage index that is applied by the Department to the direct care component of the rates.


Analysis of Payment-to-Cost Coverage

We compared the rates for SFYs 2020 and 2021, calculated by and provided to us by the Department, to the average cost per day adjusted for the facility’s Medicaid CMI and for the cost growth percentages described in the cost section above.  For each nursing facility, we analyzed the rates for SFYs 2020 and 2021 separately, to calculate payment-to-cost ratios.  

For each nursing facility, we multiplied estimated rates described above for each year by the nursing facility’s 2017 adjusted Medicaid days to estimate total payments.  Similarly, we multiplied each nursing facility’s average cost per day adjusted for the facility’s Medicaid CMI, and adjusted for cost growth, by the nursing facility’s 2017 adjusted Medicaid days to estimate total costs.  We used the total payments and total costs to calculate weighted average payment-to-cost ratios for various groups of facilities.
Cost and payment information was available for 200 nursing facilities; however, Navigant excluded one facility from the payment-to-cost analysis. This facility was excluded because it underwent renovations in CY 2017 but remained opened to serve very few residents. In CY 2017, this facility reported a total of only 48 patient days and nearly $800 thousand in costs. Due to the nature of the circumstances and the fact that the data for this facility affects the result of our calculations, we excluded the provider from this year’s analysis.

As such, 199 facilities are included in the payment-to-cost calculation. The overall results for all nursing facilities in each year are shown in the table below.  

Table 4.1:  Medicaid Payment-to-Cost Ratio, By Facility Type Group, By Year

	Type of Facility
	Payment-to-Cost Ratio (Weighted Average) 
Based on Rates Provided by the Department

	
	SFY 2020
	SFY 2021

	Standard Nursing Facilities
	87.4%
	96.0%

	Hospital-Based Nursing Facilities
	77.5%
	81.8%

	Veterans & Tribal Nursing Facilities
	50.6%
	56.3%

	All Nursing Facilities
	86.0%
	94.3%




Based on our analysis, the payment-to-cost ratio for nursing facilities on average is increasing between SFY 2020 and SFY 2021 because the reimbursement rates on average are increasing at a greater percentage rate than the inflation rate that we applied when estimating costs for SFY 2021.  The increase in SFY 2021 rates appears to be driven by the increase in the direct care and indirect care components of the rate.  Between SFY 2020 and SFY 2021, the direct care component in aggregate increases by approximately $21.37 on average and the indirect care component of the rate in aggregate increases by approximately $7.26 on average. There is an increase in average costs between SFY 2020 and SFY 2021, an increase of 2.9 percent; however, that is much smaller than the change in average rate, which increased 12.5 percent between SFY 2020 and 2021. 

Our estimated payment-to-cost calculations for SFY 2020 indicate that 19 facilities have a payment-to-cost ratio of 100 percent or more.  Our analysis for SFY 2021 indicates that 83 facilities have a payment-to-cost ratio of 100 percent or more. See Appendices C and D for additional detail on the analysis of the rates and costs for SFYs 2020 and 2021. 


Comparison to Other Payer Rates

In this section we compare Washington’s reimbursement rates to those of other payers.  Specifically, we reviewed Washington Medicaid’s reimbursement rates for the five most frequent RUG classifications of Medicaid recipients to Medicare reimbursement rates for the same RUG classifications.  In addition, we discuss Washington Medicaid’s average reimbursement rate to the reimbursement rates of other states.  

Comparison to Medicare Rates

It should be noted that drawing conclusions from a comparison of Medicaid reimbursement rates to Medicare reimbursement rates in general can be challenging, and there are a few factors that should be taken into consideration when making such a comparison.  One of the key factors to consider is that the relative acuity of the Medicaid and Medicare populations are typically significantly different.  The average acuity of Medicare patients is typically higher than those of Medicaid patients because Medicare patients are typically admitted to a facility to receive more intense therapy services following an acute hospitalization or other episode.  Medicaid residents are typically in a nursing facility for a much longer period of time, for ongoing nursing care as they age or approach end of life.  And while we have made our comparisons of these rates using similar acuity levels, it is not reasonable to assume that even within the same acuity levels, Medicaid and Medicare resident resource needs are the same.  Medicare may also cover drugs required by the recipient during their stay at a Nursing facility, although it is not certain if the costs of drugs are reflected in the Medicare rates presented in this report.  

In addition, it should be noted that Medicaid rates in Washington are generally determined based on the Medicaid costs of services provided by nursing facilities in the State of Washington.  Medicare rates are established on a standardized national basis (with some adjustments for regional differences in wages), which have been consistently higher than Medicaid rates across the country.
 
We compared Washington’s Medicaid daily reimbursement rate across the five most frequent RUG classifications of Medicaid recipients to the Medicare reimbursement rates for these same services.  The rates compared were the most recently available Medicare rates for King County to the SFY 2020 Medicaid reimbursement rates.  These rates are reflected in Table 4.2.  

Table 4.2: Comparison of Medicaid and Medicare Rates by RUG Classification

	RUG Classification
	SFY 2020 Medicaid Rate
	FY 2019 Medicare Rate

	PC1
	$202.01
	$332.54

	PD1
	$224.97
	$385.60

	RVC
	$329.86
	$609.04

	RMB
	$295.62
	$437.66

	PA1
	$138.54
	$234.59




Based on the information reflected in Table 4.2, it appears that the Medicare reimbursement rates for these RUG classifications are higher than the Medicaid reimbursement rates, but as discussed previously, we don’t believe such a comparison to be particularly meaningful when evaluating the adequacy of the Medicaid rates in Washington.  

Comparisons to Other Payers

To determine the average reimbursement rates paid in Washington from other payers, we relied on the 2017 cost report data submitted by providers.  Nursing facilities are required to report revenues received from Medicaid, Medicare, self-pay, Veterans Administration (VA), and commercial insurance as well as the recipient days associated with these revenues.  Using the reported revenue and recipient days data by nursing facilities, we calculated the average case-mix adjusted daily reimbursement rate for each nursing facility for Medicaid, and for all non-Medicaid services combined.  We also adjusted the Medicaid and the combined non-Medicaid amounts for differences in acuity by dividing the amounts by the Medicaid case-mix index and the combined non-Medicaid case-mix index respectively using the case-mix data provided to us by the Department. 

Based on the data reported by nursing facilities in the 2017 cost reports, the average case-mix adjusted Medicaid daily reimbursement was $94.86.  The average daily reimbursement from all other payers combined was $139.37.  It should be noted that the difference in payment per day appears reasonable understanding that the amount for all other payers includes both Medicare payment amounts, which we have demonstrated to be significantly higher than the Medicaid rates.  The all other payer amount also includes amounts that are paid by individuals with either commercial long-term care insurance, and amounts received from self-pay residents, both of which we would expect to exceed amounts paid by Medicaid.

Comparisons to Medicaid Rates in Other States 

In January of 2017, Navigant completed a report for the Department comparing Washington’s average Medicaid reimbursement rate for nursing facility services to the average Medicaid reimbursement rates for these services in several other states.  In that report, we compared Washington’s rates to the reimbursement rates of Arizona, Florida, Illinois, Minnesota, Montana, Oregon, and Utah.  Oregon, Minnesota, and Utah were evaluated at the request of the Department.  Florida and Illinois were identified as states with some of the largest senior populations that had available published data that could be used for the purposes of this comparison.  Montana and Arizona were identified as states in the Western region with available published data that could be used for this comparison.

Overall, it is important to note that due to the differences between the rate setting methodologies of these states and the amount of information made available, it is difficult to do a simple comparison of the average rates reimbursed by states to nursing facilities.  In addition, although it is preferable to conduct comparisons of weighted average reimbursement rates rather than average reimbursement rates, most states do not make this type of information publicly available.  Recognizing these limitations, we reviewed the available average reimbursement rates across these states.  

Our findings regarding how Washington’s reimbursement rate compares to the reimbursement rates of other states have been similar in rate comparison reports completed for the Department in recent years.  In the report completed in January of 2017, Washington’s SFY 2018 reimbursement rate ranked third among the states identified.  The reimbursement rates effective at the time this report was completed are summarized in Table 4.3 below.  Similarly, in the rate comparison report completed in 2016, Washington’s SFY 2017 reimbursement rate also ranked third when compared to the same seven states identified in the 2017 report.  

Table 4.3 below reflects the average Medicaid reimbursement rates across the states reviewed in the report completed in January of 2017.  It should be noted that Washington’s SFY 2020 average rate is $217.88, which is approximately 2.8 percent higher than the SFY 2018 average rate included in the most recently completed rate comparison report. 















Table 4.3: Average Medicaid Reimbursement Rate Across States

	State
	Reimbursement Rate[footnoteRef:11] [11:  Washington’s reimbursement rate includes the Safety Net Assessment (SNA) program rates.  It is not known if the published reimbursement rates for the remaining states reflect an impact from any provider assessment programs.  ] 


	Oregon
	$281.08

	Florida
	$228.79

	Washington
	$211.85

	Utah
	$183.30

	Minnesota
	$177.82

	Montana
	$175.65

	Illinois
	$148.52

	Arizona
	$147.83




Based on this information, it appears Washington’s reimbursement rate for nursing facility services is comparable to the reimbursement rates of other states for similar services.  Unless there are significant changes in the reimbursement rates of other states, we also expect that Washington’s SFY 2020 reimbursement rates will be comparable to the current reimbursement rates for the states identified in this report.  


Washington’s New Payment Methodology

As discussed earlier in this report, Washington implemented a new simplified rate methodology beginning with reimbursement rates effective in SFY 2017.  This new rate methodology simplified the number of components included in the reimbursement rates.  Under Washington’s prior rate methodology, the reimbursement rates were calculated annually based on as many as thirteen different rate components.  These components included reimbursement for direct and indirect services, administrative expenses and certain property costs, however, they also included many adjustments for rate reductions or rate add-ons.  In addition, various components of the reimbursement rates were subject to occupancy levels and the Department conducted an annual settlement process for the direct care, therapy care, and support service components.  

In contrast, through the new simplified rate methodology, the rates are based on only four components.  As described in Section I of the report, the components included in the new rate methodology are direct care, indirect care, capital, and a quality-enhancement measures component.  The capital component follows a fair market value approach, which is more reflective of price-based methodologies.  Under this system, a market price per bed is established that represents the rental value of the property.  A number of states use similar fair rental value approaches in reimbursing providers for property costs.  
Through the simplified rate methodology, Washington also implemented a new reimbursement component.  This new component is the quality rate enhancement.  Although the prior rate methodology included an adjustment for high-performing facilities based on a measure of turnover, the new methodology ties a rate enhancement to patient quality measures.  The quality measures are published by CMS and beginning with the SFY 2018 reimbursement rates, the following six quality measures are reviewed as part of the quality enhancement consideration: 
· The percentage of long-stay residents who self-report moderate to severe pain
· The percentage of high-risk long-stay residents with pressure ulcers
· The percentage of long-stay residents experiencing one or more falls with major injury
· The percentage of long-stay residents with a urinary tract infection 
· The percentage of short-stay residents who newly received antipsychotic medication
· The percentage of direct care staff turnover 

All facilities are considered for a rate enhancement, however, whether a facility qualifies for the rate enhancement depends on how the facility scores in the quality metrics.  As described in Section I of the report, facilities will then be assigned to tiers based on how many points they score in the identified quality measures.  Facilities with the highest scores are assigned to Tier V while facilities with scores lower than fifty percent of the total available points are assigned to Tier I.  Facilities in Tier V will qualify for the highest rate enhancements while facilities in Tier I receive no rate enhancement.  A number of states have also implemented a quality component to their nursing facility reimbursement rates.  

Since the implementation of the new reimbursement methodology, Washington’s weighted average reimbursement rates, or budget dial rates, have increased.  The weighted average rates for SFY 2015 and 2016, prior to the implementation, were $171.58 and $187.90 respectively.  By comparison, the SFY 2017 and SFY 2018 rates were $195.59 and $200.47 respectively.  The weighted average reimbursement rates since SFY 2018 have continued to increase each year.[footnoteRef:12]  Based on this information, it appears that under the new rate methodology, rates have been increasing in each year.   [12:  The rates referenced exclude the safety net assessment component.] 


The weighted average rates since SFY 2015 are displayed in Table 4.4 below.  

Table 4.4: Weighted Average Reimbursement Rates

	SFY
	Rate

	2015
	$171.58

	2016
	$187.90

	2017
	$195.59

	2018
	$200.47

	2019
	$216.64

	2020
	$217.23

	2021
	$246.10



In addition, it appears that the payment-to-cost ratios for all nursing facilities have remained relatively stable since the implementation of the new rate methodology.  Table 4.5 below summarizes some of the payment-to-cost findings in prior analyses completed by Navigant.  The table also reflects the estimated payment-to-cost ratios for SFYs 2020 and 2021 based on our analyses.  

Table 4.5: Payment-to-Cost Percentages for All Nursing Facilities

	SFY
	Payment-to-Cost
Percentage

	2015
	84.3%

	2016
	89.4%

	2017
	91.3%

	2018
	89.0%

	2019
	92.0%

	2020
	86.0%

	2021
	94.3%



It should be noted that the data presented in Tables 4.4 and 4.5 is based on reported rates and payment-to-cost ratios published in prior Navigant reports.  The rates and payment-to-cost ratios were determined based on the available information at the time each report was completed.  Navigant has not reevaluated the historic data as part of this report.  This information may vary from other published information.  


Conclusion

Our analysis shows that Washington’s current Medicaid payment methodology will pay, in SFY 2020, approximately 87.4 percent of Medicaid allowable costs incurred by nursing facilities that are not hospital-based, veterans or tribal facilities, and 86.0 percent when including those facilities.  We estimate that 19 nursing facilities would receive 100 percent or more of their Medicaid allowable cost, with an additional 47 facilities receiving more than 95 percent of cost, and another 45 receiving 90 percent or more.  Our analyses of access to and quality of care, described in Sections II and III of this report, respectively, indicate that the current methodology provides rates for services that have been sufficient to maintain adequate access to care of reasonable quality.  

The current system appears to have been designed to effectively pay a higher proportion of costs to the providers who are the most efficient, as measured by lower average Medicaid cost per day, adjusted for differences in case-mix, and as measured by total occupancy rates and Medicaid utilization.  In other words, nursing facilities with lower case-mix adjusted cost per day, higher occupancy and higher Medicaid utilization tend to fare better under the current system when compared to the costs of providing services.  

In addition, we compared Washington’s rates to those paid by Medicare and other payers, and to the rates paid in several other states.  We found that Washington’s rates were reasonable when compared to other states and aggregated results from other payers.  We did not necessarily believe a comparison to Medicare rates to be reasonable or conclusive.

We recommend that, with the anticipated rates for SFYs 2020 and 2021, the State continue to carefully and closely monitor any changes in access and quality so that appropriate responses can be made in a timely manner.  We also recommend that the State carefully monitor the survey process, and the resulting occurrences of survey deficiencies, to make certain that such deficiencies do not change over time. 

Washington


Nursing Facilities	HCBS	0.3345943084612239	0.66540569153877616	

United States

Nursing Facilities	HCBS	0.56237083799199539	0.43762916200800467	44% HCBS	Nursing Facilities	HCBS	0.43762916200800467	0	
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Exhibit 2.3: Nursing Facility Medicaid Utilization Rates - 2017
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