AMENDATORY SECTION (Amending WSR 11-05-068, filed 2/14/11, effective
2/26/11)

WAC 388-96-010 Definitions. Unless the context indicates other-
wise, the following definitions apply in this chapter.

"Accounting™ means activities providing information, usually
quantitative and often expressed in monetary units, for:

(1) Decision making;

(2) Planning;

(3) Evaluating performance;

(4) Controlling resources and operations; and

(5) External financial reporting to investors, creditors, regula-
tory authorities, and the public.

"Accrual method of accounting™ is a method of accounting in which
revenues are reported in the period when they are earned, regardless
of when they are collected, and expenses are reported in the period in
which they are incurred, regardless of when they are paid.

"Administration and management™ means activities used to main-
tain, control, and evaluate the efforts and resources of an organiza-
tion for the accomplishment of the objectives and policies of that or-
ganization.

"Allowable costs™ are documented costs that are necessary, ordi-
nary, reasonable, and related to the care of medicaid recipients, and
are not expressly declared nonallowable by this chapter or chapter
74.46 RCW. Costs are ordinary if they are of the nature and magnitude
that prudent and cost conscious management would pay.

criteria specified in WAC 388-96-552.)) ’

"Assignment of contract” means:

(1) A new nursing facility licensee has elected to care for med-
icaid residents;

(2) The department finds no good cause to object to continuing
the medicaid contract at the facility; and

(3) The new licensee accepts assignment of the immediately pre-
ceding contractor®s contract at the facility.

"Bad debts'™ are amounts considered to be uncollectible from ac-
counts and notes receivable.

"Banked beds™ are beds removed from service under chapter 246-310
WAC.

"Beneficial owner'™ is any one or more of the following:

(1) Any person who, directly or indirectly, through any contract,
arrangement, understanding, relationship, or otherwise has or shares
one or more of the following:

(a) Voting power which includes the power to vote, or to direct
the voting of such ownership interest; ((andf))or

(b) Investment power which includes the power to dispose, or to
direct the disposition of such ownership iInterest.

(2) Any person who, directly or indirectly, creates or uses a
trust, proxy, power of attorney, pooling arrangement, or any other
contract, arrangement, or device with the ((purpese—o¥)) effect of di-
vesting himself or herself of beneficial ownership of an ownership in-
terest or preventing the vesting of such beneficial ownership as part
of a plan or scheme to evade the reporting requirements of this chap-
ter;
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(3) Any person who, subject to (b) of this subsection, has the
right to acquire beneficial ownership of such ownership interest with-
in sixty days, including but not limited to any right to acquire:

(a) Through the exercise of any option, warrant, or right;

(b) Through the conversation of an ownership interest;

(c) Pursuant to the power to revoke a trust, discretionary ac-
count, or similar arrangement; or

(d) Pursuant to the automatic termination of a trust, discretion-
ary account, or similar arrangement; except that, any person who ac-
quires an ownership interest or power specified in ((3)))@), (b), or
(c) of this subsection with the purpose or effect of changing or in-
fluencing the control of the contractor, or in connection with or as a
participant In any transaction having such purpose or effect, immedi-
ately upon such acquisition shall be deemed to be the beneficial owner
of the ownership iInterest which may be acquired through the exercise
or conversion of such ownership interest or power;

(4) Any person who in the ordinary course of business is a pledg-
ee of ownership interest under a written pledge agreement shall not be
deemed to be the beneficial owner of such pledged ownership interest
until the pledgee has taken all formal steps necessary which are re-
quired to declare a default and determines that the power to vote or
to direct the vote or to dispose or to direct the disposition of such
pledged ownership interest will be exercised; except that:

(a) The pledgee agreement is bona fide and was not entered into
with the purpose nor with the effect of changing or influencing the
control of the contractor, nor in connection with any transaction hav-
ing such purpose or effect, including persons meeting the conditions
set forth in (b) of this subsection; and

(b) The pledgee agreement, prior to default, does not grant to
the pledgee:

(i) The power to vote or to direct the vote of the pledged owner-
ship interest; or

(i1) The power to dispose or direct the disposition of the
pledged ownership interest, other than the grant of such power(s) pur-
suant to a pledge agreement under which credit iIs extended and in
which the pledgee is a broker or dealer.

((FCapitalizedlease " means—a—leaserequired—to-berecorded—as—an
accounting—principles:))

"Building" means the basic structure, shell, structures, or
shells of a facility and additions thereto. All allowable sections of
a building are enclosed on all sides with a roof and are permanent.

"Building improvements'" are betterments and additions made by a
building owner to the building.

"Capital™ means the component of the rate that uses a fair market
rental system to set a price per bed.

"Cash method of accounting” means a method of accounting in which
revenues are recorded when cash is received, and expenditures for ex-
pense and asset items are not recorded until cash is disbursed for
those expenditures and assets.

"Change of ownership™ means a substitution, elimination, or with-
drawal of the individual operator or operating entity contracting with
the department to deliver care services to medical care recipients in
a nursing facility and ultimately responsible for the daily operation-
al decisions of the nursing facility.

(1) Events which constitute a change of ownership include, but
are not limited to, the following:
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(a) Changing the form of legal organization of the contractor,
((e=g=)) such as a sole proprietor forms a partnership or corpora-
tion;

(b) Transferring ownership of the nursing facility business en-
terprise to another party, regardless of whether ownership of some or
all of the real property ((andfer)) or personal property assets of the
facility are also transferred;

(c) Dissolving of a partnership;

(d) Dissolving the corporation, merging the corporation with an-
other corporation, which is the survivor, or consolidating with one or
more other corporations to form a new corporation;

(e) Transferring, whether by a single transaction or multiple
transactions within any continuous twenty-four-month period, TFfifty
percent or more of the stock to one or more:

(i) New or former stockholders; or

(i1) Present stockholders each having held less than five percent
of the stock before the initial transaction;

() Substituting of the individual operator or the operating en-
tity by any other event or combination of events that results In a
substitution or substitution of control of the individual operator or
the operating entity contracting with the department to deliver care
services; or

(g9) A nursing facility ceases to operate.

(2) Ownership does not change when the following, without more,
occurs:

(a) A party contracts with the contractor to manage the nursing
facility enterprise as the contractor®s agent, i.e., subject to the
contractor®s general approval of daily operating and management deci-
sions; or

(b) The real property or personal property assets of the nursing
facility change ownership or are leased, or a lease of them is termi-
nated, without a substitution of individual operator or operating en-
tity and without a substitution of control of the operating entity
contracting with the department to deliver care services.

"Charity allowance™ means a reduction in charges made by the con-
tractor because of the indigence or medical indigence of a patient.

"Component rate allocation((€{s)))" means the initial component
rate allocation((€s))) of the rebased rate for a rebase period effec-
tive July ((3)) 1st. If a month and a day, other than July ((&)) 1st
with a year precedes "component rate allocation((€{s)))," it means the
initial component rate allocation((€s))) of the rebased rate of the
rebase period has been amended or updated effective the date that pre-
cedes it, e.g., October 1, 1999 direct care component rate allocation.

"Contract™ means an agreement between the department and a con-
tractor for the delivery of nursing facility services to medical care
recipients.

"Cost report” means all schedules of a nursing facility"s cost
report submitted according to the department®s instructions.

"Courtesy allowances™ are reductions iIn charges in the form of an
allowance to physicians, clergy, and others, for services received
from the contractor. Employee fringe benefits are not considered cour-
tesy allowances.

"Department™ means department of social and health services and
its employees.

"Direct care supplies((—€bES)—are—those—supplies)) or 'dcs”
means:

(1) Those supplies:
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(a) Used by staff providing direct care to residents;

((>)) (b) Consumed during a single accounting period; and

((3))) (c) Expensed in that accounting period.

(2) Supplies excluded from DCS include but are not limited to the
following:

((D)) (a) Medical equipment (such as 1V poles);

((>)) (b) Items covered by medicaid fee-for-service system; and

((3))) () Administrative supplies used by direct care staff
(such as pencils, pens, paper, and office supplies((s—ete))).

"Donated asset”™ means an asset the contractor acquired without
making any payment for the asset either in cash, property, or serv-
ices. An asset is not a donated asset if the contractor:

(1) Made even a nominal payment in acquiring the asset; or

(2) Used donated funds to purchase the asset.

((“Essential—communityprovider—means—a—faciHHtythat is—the—on-

E] '))

"Equity capital” means total tangible and other assets ((whieh))
that are necessary, ordinary, and related to patient care from the
most recent provider cost report minus related total long-term debt
from the most recent provider cost report plus working capital defined
as current assets minus current liabilities.

"Fiscal year™ means the operating or business year of a contrac-
tor. All contractors report on the basis of a twelve((-))month fiscal
year, but provision is made iIn this chapter for reports covering ab-
breviated fiscal periods. As determined by context or otherwise,
((“Fisecal—ear~)) fiscal year”™ may also refer to a state fiscal year
extending from July ((3)) 1st through June ((306)) 30th of the follow-
ing year and comprising the first or second half of a state fiscal bi-
ennium.

"Fixed equipment'” means attachments to buildings including, but
not limited to, wiring, electrical fixtures, plumbing, elevators,
heating system, and air conditioning system. Generally, fixed equip-
ment is affixed to the building and not subject to transfer.

((464%%9—%&95%&%%49{&4—&%%—%%—?&9@*—" =

=)
"Imprest fund” means a fund ((whiech)) that is regularly replen-
ished in exactly the amount expended from it.

((Hntangible—asset” —is—an—asset—that—lacks—physical—substance

“Interest” means the cost incurred for the use of borrowed funds,
generally paid at fixed intervals by the user.

"Joint facility costs™ are any costs that benefit more than one
facility, or one facility and any other entity.

((2EaFge—nenessent+al—eemman+ty—p¥e¥+de¥s——a¥e—net—esseﬁt+al—eem-
: L garchess—oeF
le—any—beds

banked—under—chapter—70-38-RCH-))
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"Leasehold improvements' are betterments and additions made by
the lessee to the leased property that become the property of the les-
sor after the expiration of the lease.

((—Mﬂm%m@—meﬁ%—ﬂ%ﬂ@—wh%h—ﬂw =

“Licensed beds" is the adjusted reported beds from “the cost re-
port associated with the cost year of the component being set.

"Nonadministrative wages and benefits” are wages, benefits, and
corresponding payroll taxes paid for nonadministrative personnel, not
((#0—#nelude)) 1ncluding the administrator, assistant admlnlstrator
or administrator-in-training.

"Nonallowable costs”™ are the same as ((“uhraHewable—costs-"))
“unallowable costs."

"Nonrestricted funds'™ are funds that are not restricted to a spe-
cific use by the donor, ((e-g-)) such as general operating funds.

"Nursing Tfacility occupancy percentage”™ 1is a percentage deter-
mined by multiplying the number of calendar days for the cost report
period by the number of licensed beds, regardless of how many beds are
set up, in use, or banked under ((ehapter—70-38-RCW)) chapter 246-310
WAC, for the same cost report period. Then, the product is divided in-
to the nursing facility"s actual resident days for the same cost re-
port period. Banked beds are not counted as licensed beds for nursing
facility occupancy percentage calculation.

"Operating lease”™ means a lease under which rental or lease ex-
penses are iIncluded in current expenses in accordance with generally
accepted accounting principles.

"Ownership interest” means all interests beneficially owned by a
person, calculated in the aggregate, regardless of the form ((which
sueh)) the beneficial ownership takes.

"Per diem (({per—patient—day—or—per—resident—day))) costs,” or
"per patient day costs,” or ''per patient days costs" mean((s)) total
allowable costs for a fiscal period divided by total patient or resi-
dent days for the same period.

"Prospective daily payment rate”™ means the rate assigned by the
department to a contractor for providing service to medical care re-
cipients prior to the application of settlement principles.

"Real property,"” whether leased or owned by the contractor, means
the building, allowable land, land improvements, and building improve-
ments associated with a nursing facility.

"Recipient” means a medicaid recipient.

"Related care'™ means only those services that are directly rela-
ted to providing direct care to nursing facility residents including
but not limited to:

(1) The director of nursing services;

(2) Nursing direction and supervision;

(3) Activities and social services programs;

(4) Medical and medical records specialists((~)): and
(5) Consultation provided by:

(a) Medical directors; and

(b) Pharmacists.

"Relative”™ includes:

(1) Spouse;

(2) Natural parent, child, or sibling

(3) ((Adopted)) Adoptive child ((e#—adept+ve))4 parent, or sib-

(4) Stepparent, stepchild, stepbrother, stepsister;

ling;
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(5) Father-in-law, mother-in-law, son-in-law, daughter-in-Ilaw,
brother-in-law, sister-in-law;

(6) Grandparent ((e¥)) and grandchild; and

(7) Uncle, aunt, nephew, niece, ((e¥)) and cousin.

"Related organization”™ means an entity ((hat—#s)) under common
ownership ((anrdfer)) or common control with, or has control of((s)) or
is controlled by((5)) the contractor.

((®)) (1) "Common ownership™ exists when an entity or person 1is
the beneficial owner of five percent or more ownership interest iIn the
contractor and any other entity.

((B))) (2) "Control'™ exists where an entity or person has the
power, directly or indirectly, significantly to influence or direct
the actions or policies of an organization or iInstitution, whether or
not it is legally enforceable and however it is exercisable and exer-
cised.

"Renovations' means the cost of the building, building improve-
ments, leasehold improvements, and fixed equipment used to calculate a
facility"s age. In order to be used to calculate a facility"s age, the
cost of renovations in a calendar year must be two thousand dollars or
greater per licensed bed.

"Restricted fund” means those funds iIn which either the principal
((andfer)) or income ((eF—whieh)), or both, is limited by agreement
with or direction of the donor to a specific purpose.

"Significant renovations'™ are renovations that exceed two thou-
sand dollars per licensed bed in a calendar year as reported on the
adjusted annual cost report.

(= i oV - i

: =)

"Start up costs” are the one-time preopening costs incurred from
the time preparation begins on a newly constructed or purchased build-
ing until the first patient is admitted. Start up costs include:

(1) Administrative and nursing salaries;

(2) Utility costs;

(3) Taxes;

(4) Insurance;

(5) Repairs and maintenance; and

(6) Training costs.

Start up costs do not include expenditures for capital assets.

"Total rate allocation”™ means the initial rebased rate for a re-
base period effective July ((3#)) 1st. If a month and a day, other than
July ((&)) 1st, with a year precedes "total rate allocation,”™ it means
the initial rebased rate of the rebase period has been amended or up-
dated effective the date that precedes i1t, ((e-g=s)) such as October
1, 1999 direct care component rate allocation.

"Unallowable costs"™ are costs that do not meet every test of an
allowable cost.

"Uniform chart of accounts™ are account titles i1dentified by code
numbers established by the department for contractors to use iIn re-
porting costs.

"Vendor number™ means a number assigned to each contractor deliv-
ering care services to medical care recipients.
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AMENDATORY SECTION (Amending WSR 11-05-068, filed 2/14/11, effective
2/26/11)

WAC 388-96-022 Due dates for cost reports. (1) The contractor
((shaH)) must submit annually a complete report of costs and finan-
cial conditions of the contractor that is prepared and presented in a
standardized manner and in accordance with this chapter and chapter
74.46 RCW.

(2) The department will review the contractor®s costs and finan-
cial conditions in accordance with the methodology effective at the
time the contractor incurred the costs as described in chapters 388-96
WAC and 74.46 RCW.

(3) Not later than March 31st of each year, each contractor
((shalH)) must submit to the department an annual cost report for the
period from January 1lst through December 31st of the preceding year.

(4) To properly complete the cost report, the contractor must
submit the entire cost report, including the certification page to the
document electronically. A cost report is not complete until the de-
partment receives both documents.

((3>)) (5) Not later than one hundred twenty days following the
termination or assignment of a contract, the terminating or assigning
contractor ((shalh)) must submit to the department a cost report for
the period from January 1lst through the date the contract was termina-
ted or assigned.

is—é#eaeFk¢—eémp#eted—and—%eeeived)) (6) If the contractor does not

properly complete the cost report or the department does not receive
it by the due date established in subsection (3) or (5) of this sec-
tion, the department may withhold all or part of any payments due un-
der the contract until the department receives the contractor®s prop-
erly completed cost report.

((5)) (7)) The department may impose civil fines((s)) or take
adverse rate action against contractors and former contractors who do
not submit properly completed cost reports by the applicable due date
established in subsection ((2))) (3) or ((3)) (5) of this section.

AMENDATORY SECTION (Amending WSR 89-01-095, filed 12/21/88)

WAC 388-96-107 Requests for extensions. (1) A contractor may
request in writing an extension for submitting cost reports. Contrac-
tor requests ((shaH)) must:

(a) Be addressed to the manager, ((residential)) nursing facility
rates program;

(b) State the circumstances prohibiting compliance with the re-
port due date; and

(c) Be received by the department at least ten days prior to the
due date of the report.

(2) The department may grant two extensions of up to thirty days
each, only if the circumstances, stated clearly, indicate the due date
cannot be met and the following conditions are present:
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(a) The circumstances were not foreseeable by the provider; and
(b) The circumstances were not avoidable by advance planning.

AMENDATORY SECTION (Amending WSR 98-20-023, filed 9/25/98, effective
10/1/98)

WAC 388-96-122 Amendments to reports. (1) For the purpose of
determining allowable costs, the department ((shall)) must consider an
amendment to an annual report only if filed by the provider before the
receipt by the provider of the notification scheduling the depart-
ment"s audit. The contractor may file an amendment subsequent to such
notification and pursuant to the provisions of RCW 74.46.531 to adjust
a payment rate allocation because of an error or omission. When the
provider files an amendment, the department ((shall)) must consider it
only i1f significant errors or omissions are discovered. The department
((shalHl)) must deem errors or omissions “significant” when the errors
or omissions would mean a net difference of two cents or more per pa-
tient day or one thousand dollars or more in reported costs, whichever
is higher, in any component rate allocation.

(2) To file an amendment, ((enrly—those—cost—report—pages—where

)) the provider must submit the amended cost
report and amended cost report certification page to the department
electronically. An amended cost report is not complete until the de-
partment receives both documents.

((®)) (3 If an amendment is filed, a contractor shall also
submit with the amendment an account of the circumstances relating to
and the reasons for the amendment, along with supporting documenta-
tion. The department ((shall)) must refuse to consider an amendment
resulting in a more favorable settlement or payment rate allocation to
a contractor if the amendment is not the result of circumstances be-
yond the control of the contractor or the result of good-faith error
under the system of cost allocation and accounting iIn effect during
the reporting period In question.

((3)) (4) Acceptance or use by the department of an amendment
to a cost report ((shalH—in—no—way beconstrued—as)) iIs not a release
of applicable civil or criminal liability.

AMENDATORY SECTION (Amending WSR 11-05-068, filed 2/14/11, effective
2/26/11)

WAC 388-96-205 Purposes of department audits—Examination—Incom-
plete or incorrect reports—Contractor®s duties—Access to facility—
Fines—Adverse rate actions. (1) The purposes of department audits
and examinations under this chapter and chapter 74.46 RCW are to as-
certain that:

(a) Allowable costs for each year for each medicaid nursing fa-
cility are accurately reported;
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(b) Cost reports accurately reflect the true financial condition,
revenues, expenditures, equity, beneficial ownership, related party
status, and records of the contractor;

(c) The contractor s revenues expendltures ((and—eests—ef—{he

and—f+xee—eqa+pment)) bU|Id|nq bU|Id|nq Square footaqe bU|Id|nq im-

provements, leasehold improvements, fixed equipment, and age are re-
corded in compliance with department requirements, instructions, and
generally accepted accounting principles;

(d) The contractor is in compliance with the direct care staffing
requirements found in this chapter and chapter 74.42 RCW;

(e) The responsibility of the contractor has been met in the
maintenance and disbursement of patient trust funds; and

((€&))) () The contractor has reported and maintained accounts
receivable In compliance with this chapter and chapter 74.46 RCW.

(2) The department ((shall)) must examine the submitted cost re-
port, or a portion thereof, of each contractor for each nursing fa-
cility for each report period to determine whether the information is
correct, complete, and reported in conformance with department 1in-
structions and generally accepted accounting principles, the require-
ments of this chapter, and chapter 74.46 RCW. The department ((shaH))
must determine the scope of the examination.

(3) When the department finds that the cost report iIs incorrect
or incomplete, the department may make adjustments to the reported iIn-
formation for purposes of establishing component rate allocations or
in determining amounts to be recovered in direct care((s—therapy—ecare;
and—suppert—services)) under WAC ((388-96-211—-(3)—and—(4))) 388-96-218
or iIn any component rate resulting from undocumented or misreported
costs. A schedule of the adjustments ((shaH)) must be provided to the
contractor, including dollar amount and explanations for the adjust-
ments. Adjustments ((shall—be)) are subject to review under WAC
388-96-901 and 388-96-904.

(4) Audits of resident trust funds and receivables ((shall)) must
be reported separately and in accordance with the provisions of this
chapter and chapter 74.46 RCW.

(5) The contractor ((shal)) must:

(a) Provide access to the nursing facility, all financial and
statistical records, and all working papers that are in support of the
cost report, receivables, and resident trust funds. To ensure accura-
cy, the department may require the contractor to submit for departmen-
tal review any underlying financial statements or other records, iIn-
cluding income tax returns, relating to the cost report directly or
indirectly;

(b) ((Prepare—a—reconciHation—of-thecostreport—with:
returns; and

r)—The records—For—the pertod—ecovered by the cost repoert-

€e))) Make available to the department staff an individual or iIn-
dividuals to respond to questions and requests for information from
department staff. The designated individual or individuals ((shaH))
must have sufficient knowledge of the issues, operations, or functions
to provide accurate and reliable information; and

(c) Prepare a reconciliation of the cost report with:

(i) Applicable federal income and federal and state payroll tax
returns; and

(ii) The records for the period covered by the cost report.

[ 9] SHS-4592. 4



(6) If an examination discloses material discrepancies, undocu-
mented costs, or mishandling of resident trust funds, the department
may open or reopen one or both of the two preceding cost reports or
resident trust fund periods, whether examined or unexamined, for Indi-
cation of similar discrepancies, undocumented costs, or mishandling of
resident trust funds.

(7) Any assets, liabilities, revenues, or expenses reported as
allowable that are not supported by adequate documentation in the con-
tractor®s records ((shall)) must be disallowed. Documentation must
show both that costs reported were incurred during the period covered
by the report and were related to resident care, and that assets re-
ported were used in the provision of resident care.

(8) When access is required at the facility or at another loca-
tion iIn the state, the department ((shall)) must notify ((a&)) the con-
tractor of its intent to examine all financial and statistical re-
cords, and all working papers that are in support of the cost report,
receivables, and resident trust funds.

(9) The department is authorized to assess civil fines and take
adverse rate action if a contractor, or any of its employees, ((dees))
do not allow access to the contractor®s nursing facility records.

AMENDATORY SECTION (Amending WSR 11-05-068, filed 2/14/11, effective
2/26/11)

WAC 388-96-208 Reconciliation of medicaid resident days to bil-
led days and medicaid payments—Payments due—Accrued interest—With-
holding funds. (1) The department ((shall)) must reconcile medicaid
resident days to billed days and medicaid payments for each medicaid
nursing facility for each calendar year, or for that portion of the
calendar year the provider®s contract was in effect.

(2) The contractor ((shall)) must make any payment owed the de-
partment as determined by either reconciliation ((andfer)) or settle-
ment, or both, at the Iower of cost or rate ((4

) within sixty
days after the department notifies the contractor of the amount owed.

(3) The department ((shall)) must pay the contractor within sixty
days after it notifies the contractor of an underpayment.

(4) Interest at the rate of one percent per month accrues against
the department or the contractor on an unpaid balance existing sixty
days after notification of the contractor. Accrued interest ((shal))
must be adjusted back to the date i1t began to accrue if the payment
obligation 1s subsequently revised after administrative or judicial
review.

(5) The department ((shalH)) may withhold funds from the contrac-
tor®s payment for services and ((shall)) may take all other actions
authorized by law to recover from the contractor amounts due and paya-
ble including any accrued interest. Neither a timely fTiled appeal un-
der WAC 388-96-901 and 388-96-904 nor the commencement of judicial re-
view as may be available to the contractor in law to contest a payment
obligation determination shall delay recovery from the contractor or
payment to the contractor.

(6) For all cost report periods ending on or before December 31,
2015, the contractor must make payment owed to the department for di-
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rect care, therapy, and support services at the lower of the cost or
rate.

(7) For all cost report periods beginning January 1, 2016 and
ending on or before December 1, 2016, cost in direct care, therapy,
and support services must be combined and compared to the combined
weighted rates for direct care, therapy, and support services. The
contractor must make payment owed to the department for combined di-
rect care, therapy., and support services at the lower of the cost or
rate.

(8) For all cost report periods beginning on or after January 1,
2017, the contractor must make payment owed to the department for di-
rect care at the lower of the cost or rate.

AMENDATORY SECTION (Amending WSR 11-05-068, filed 2/14/11, effective
2/26/11)

WAC 388-96-211 Proposed settlement report—Payment refunds—Over-
payments—Determination of unused rate funds—Total and component pay-
ment rates. (1) Contractors ((shalHl)) must submit with each annual
nursing facility cost report a proposed settlement report showing un-
derspending or overspending In each component rate during the cost re-
port year on a per-resident day basis. The department ((shall)) must
accept or reject the proposed settlement report, explain any adjust-
ments, and if needed, issue a revised settlement report.

(2) Contractors ((shall—net—be)) are not required to refund pay-
ments made ((4

)) to cost components not _identified in
WAC 388-96-208(7) or (8) in excess of the adjusted costs of providing
services corresponding to these components.

(3) The facility ((wiHH)) must return to the department any over-
payment amounts ((4

port—servicesrate—components)) identified in "WAC 388—96—208(7) or (8)
that the department identifies following the examination and settle-
ment procedures as described in this chapter, provided that the con-
tractor may retain any overpayment that does not exceed one percent of
the fTacility"s ((direct—care;—therapy—ecare;—and—suppert—services))
component rate identified in WAC 388-96-208(7) or (8). However, no
overpayments may be retained In a cost center to which savings have
been shifted to cover a deficit, as provided in subsection ((49)) (B5)
of this section. Facilities that are not in substantial compliance for
more than ninety days((s)) and Tfacilities that provide substandard
quality of care at any time during the period for which settlement is
((being)) calculated, will not be allowed to retain any amount of
overpayment in the faC|I|ty s ((e+ i i
services——eonpenent—rate cost components identified in WAC
388—96—208(7) or (8). The terms "not in substantial compliance™ and

"substandard quality of care"” ((shall)) must be defined by federal
survey regulations.
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€5))) Total and component payment rates assigned to a nursing fa-
cility, as calculated and revised, i1If needed, under the provisions of
this chapter and chapter 74.46 RCW ((shall)) represent the maximum
payment for nursing facility services rendered to medicaild recipients
for the period the rates are in effect. No increase in payment to a
contractor shall result from spending above the total payment rate or
in any rate component.

(5) For cost reports ending on or before December 31, 2016, de-
termination of unused rate funds, including the amounts of direct
care, therapy., and support services to be recovered, must be done sep-
arately for each rate component and, except as otherwise provided in
this subsection, neither costs nor rate payments may be shifted from
one component rate or corresponding services are to another in deter-
mining the degree of underspending or recover, if any. In calculating
a preliminary or final settlement, savings in the support services
cost center must be shifted to cover a deficit in the direct care or
therapy cost centers up to the amount of any savings but no more than
twenty percent of the support services component rate may be shifted.
In calculating a preliminary or final settlement, savings in direct
care _and therapy may be shifted to cover a deficit in these two cost
centers up to the amount of savings in each, regardless of the per-
centage of either component rate shifted. Contractor retained overpay-
ments up to one percent of direct care, therapy, and support services
rate components, as authorized in subsection (4) of this section, must
be calculated and applied after all shifting is completed.

(6) For the calendar year cost report, the following components
must be combined for settlement purposes in the following manner:

(a) The direct care, therapy, and support services costs for
services provided on or before June 30, 2016 must be combined with the
direct care costs for services provided on or after July 1, 2016 and
compared to the total combined weighted rate for direct care, therapy,
and support services.

(b) The operations rate for services provided on or before June
30, 2016 must be combined with the indirect care rate for services
provided on or after July 1, 2016.

(c) The property rate for services provided on or before June 30,
2016 must be combined with the fair market rental rate for services
provided on or after July 1, 2016.

(7) The facility must return to the department any overpayment
amounts based on the aggregated cost versus rate that the department
identifies following the examination and settlement procedures as de-
scribed iIn this chapter. The contractor may retain any overpayment
that does not exceed one percent of the fTacility"s combined direct
care component rate. However, fTacilities that are not in substantial
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compliance for more than ninety days and facilities that provide sub-
standard quality of care at any time during the period for which set-
tlement is calculated will not be allowed to retain any amount of
overpayment in the facility"s direct care component rate.

(8) Contractors are not required to refund payments made in_ the
indirect care, capital, and quality enhancement component rates in ex-
cess of the adjusted costs of providing services corresponding to
these components.

(9) For the 2017 calendar year cost report and later, the facili-
ty must return to the department any overpayment amounts in the direct
care _rate component that the department identifies following the ex-
amination and settlement procedures as described in this chapter. The
contractor may retain any overpayment that does not exceed one percent
of the facility"s direct care component rate. However, facilities that
are _not in substantial compliance for more than ninety days and fa-
cilities that provide substandard quality of care at any time during
the period for which settlement is calculated, will not be allowed to
retain _any amount of overpayment in the facility"s direct care compo-
nent rate. The terms ''not in substantial compliance' and ''substandard
quality of care" must be defined by federal survey regulations.

(10) Total and component payment rates assigned to a nursing fa-
cility, as calculated and revised, if needed, under the provisions of
this chapter and chapter 74.46 RCW represent the maximum payment for
nursing facility services rendered to medicaid recipients for the pe-
riod the rates are in effect. Spending above the total payment rate or
any rate component must not increase payment to a contractor.

(11) While the provisions of RCW 74.46.561(1)) are in_ effect,
any reductions and caps must be proportionally allocated to all compo-
nents before settlement is calculated.

AMENDATORY SECTION (Amending WSR 11-05-068, filed 2/14/11, effective
2/26/11)

WAC 388-96-218 Proposed, preliminary, and final settlements.
(1) For each component rate, the department ((shaHl)) must calculate a
proposed, preliminary, or final settlement at the lower of prospective
payment rate or audited allowable costs, except as otherwise provided
in this chapter ((and)) or chapter 74.46 RCW.

(2) As part of the cost report, the proposed settlement report is
due i1n accordance with WAC 388-96-022. In the proposed preliminary
settlement report, a contractor ((shall)) must compare the contrac-
tor"s payment rates during a cost report period, weighted by the num-
ber of resident days reported for the same cost report period to the
contractor®"s allowable costs for the cost report period. In accordance
with WAC 388-96-205, 388-96-208, and 388-96-211 the contractor
((shall)) must take iInto account all authorized shifting, retained
savings, and upper limits to rates on a cost center basis.

((®)) (3) The department will((=

))) review the proposed preliminary settlement report for accu-
racy((s)) _and

((c4)) accept or reject the ((prepesal—oeF—the)) contractor's

proposal. If accepted, the proposed preliminary settlement report
((shalt)) must become the preliminary settlement report. If rejected,
the department ((shaH)) must issue, by component payment rate alloca-
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tion, a preliminary settlement report fully substantiating disallowed
costs, refunds, or underpayments due and adjustments to the proposed
preliminary settlement.

b)) (4) When the department receives the proposed preliminary
settlement report((=

1)) by the cost report due date specified In WAC 388-96-022, it
will issue the preliminary settlement report within one hundred twenty
days of the cost report due date((s—ef¥

#)—A)) When the department receives the proposed preliminary
settlement report after the cost report due date specified in WAC
388-96-022, it will issue the preliminary settlement report within one
hundred twenty days of the date the cost report was received.

((€e))) In 1i1ts discretion, the department may desighate a date
later than the dates specified in this subsection (((D)H—and-CGH
of—this section)) to issue preliminary settlements.

(D)) () A contractor ((shall—-have)) has twenty-eight days af-
ter receipt of a preliminary settlement report to contest such report
under WAC 388-96-901 and 388-96-904. Upon expiration of the twenty-
eight day period, the department ((shall)) must not review or adjust a
preliminary settlement report. Any administrative review of a prelimi-
nary settlement ((shall)) must be limited to either calculation of the
settlement((-—te—the)) or application of settlement principles and
rules, or both, and ((shaHl)) must not encompass rate or audit issues.

(({3})) (_) The department ((shaH)) must issue a final settle-
ment report to the contractor after the completion of the department
audit process, including exhaustion or termination of any administra-
tive review and appeal of audit findings or determinations requested
by the contractor, but not including judicial review as may be availa-
ble to and commenced by the contractor.

((®)) (?) The department ((shall)) must prepare a final settle-
ment by component payment rate allocation and ((shall)) must fully
substantiate disallowed costs, refunds, underpayments, or adjustments
to the cost report and financial statements, reports, and schedules
submitted by the contractor. The department ((shall)) must take into
account all authorized shifting, savings, and upper limits to rates on
a component payment rate allocation basis. For the final settlement
report, the department ((shall)) must compare((=

1)) the payment rates i1t paid the contractor for the facility
in question during the report period, weighted by the number of allow-
able resident days reported for the period each rate was in effect to
the contractor®s((3)):

((c)) (A) Audited allowable costs for the reporting period; or

((c)) (b) Reported costs for the nonaudited reporting period.

((B))) (B8) A contractor ((shall-have)) has twenty-eight days af-
ter the receipt of a final settlement report to contest such report
pursuant to WAC 388-96-901 and 388-96-904. Upon expiration of the
twenty-eight day period, the department ((shall)) must not review a
final settlement report. Any administrative review of a final settle-
ment ((shaH)) must be limited to either calculation of the settle-
ment((>—the)) or application of settlement principles and rules, or
both, and ((shalH)) must not encompass rate or audit issues.

((€))) (9) The department ((shallb)) may reopen a final settle-
ment 1If It Is necessary to make adjustments based upon findings re-
sulting from a department audit performed pursuant to WAC 388-96-205.
The department may also reopen a final settlement to recover an indus-
trial insurance dividend or premium discount under RCW 51.16.035 1in
proportion to a contractor®s medicaid recipient days.
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((DHDE)) (10) In computing a preliminary or final settlement, a
contractor must comply with the requirements of WAC 388-96-211 for re-
taining or refunding to the department payments made In excess of the
adjusted costs of providing services corresponding to each component
rate allocation.

((B))) (1) The nursing facility contractor ((shalH)) must re-
fund all amounts due the department within sixty days after the de-
partment notifies the contractor of the overpayment and demands repay-
ment. When notification is by postal mail, the department ((shaH))
must deem the contractor to have received the department®s notice five
calendar days after the date of the notification letter, unless proof
of the date of receipt of the department®s notification letter exists,
in which case the actual date of receipt ((shall)) must be used to de-
termine the sixty day period for repayment. After the sixty day peri-
od, interest on any unpaid balance will accrue at one percent per
month.

((€e))) (12) Repayment will be without prejudice to obtain review
of the settlement determination pursuant to WAC 388-96-901 and
388-96-904. ((AFter—an—adrstratihrvre —heartng—and/for—pudreral—re—
views)) If the payment obligation is reduced((s—then)) after an admin-
istrative hearing or judicial review, the department will rescind the
difference between the accrued interest on the payment obligation and
the interest that would have accrued on the reduced payment obligation
from the date interest began to accrue on the original payment obliga-
tion.

((3))) (13) In determining whether a facility has forfeited un-
used rate funds In iIts direct care, therapy care, and support services
component rates under ((auther+ty—e£)) WAC 388-96-211, the following
rules ((shalh)) apply:

(a) Federal or state survey officials ((shalh)) must determine
when a Facility is not in substantial compliance or is providing sub-
standard care, according to federal and state nursing facility survey
regulations;

(b) Correspondence from state or federal survey officials notify-
ing a facility of its compliance status ((shall)) must be used to de-
termine the beginning and ending dates of any period((€{s))) of noncom-
pliance; and

(c) Forfeiture ((shaH)) must occur if the facility was out of
substantial compliance more than ninety days during the settlement pe-
riod. The ninety-day period need not be continuous iIf the number of
days of noncompliance exceed ninety days during the settlement period
regardless of the length of the settlement period. Also, forfeiture
((shalt)) must occur if the nursing facility was determined to have
provided substandard quality of care at any time during the settlement
period.

AMENDATORY SECTION (Amending WSR 98-20-023, filed 9/25/98, effective
10/1/98)

WAC 388-96-502 ((dnedreect)) Secondary and overhead costs. Sub-
ject to the provisions of this chapter and chapter 74.46 RCW, when a
contractor provides goods or services that are not reimbursable, any
((#ndireet)) secondary or overhead costs associated with their provi-
sion must be allocated to such goods or services on a reasonable basis
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approved by the department and must not be reported as allowable
costs.

AMENDATORY SECTION (Amending WSR 98-20-023, filed 9/25/98, effective
10/1/98)

WAC 388-96-505 Offset of miscellaneous revenues. (1) The meth-
odology in (@) through (d) of this subsection is effective for serv-
ices provided on or before June 30, 2016.

(a) The contractor ((shalb)) must reduce allowable costs whenever
the item, service, or activity covered by such costs generates revenue
or fTinancial benefits (((e-g==)) such as purchase discounts, refunds
of allowable costs or rebates) other than through the contractor-s
normal billing for care services((s—exeept)). However, the department
((shaHl)) must not deduct from the allowable costs of a nonprofit fa-
cility unrestricted grants, gifts, and endowments, and interest there-

from.

((®)) (b) The contractor ((shalHh)) must reduce allowable costs
for hold-bed revenue in the support services, operations, and property
rate components only. In the support services rate component, the
amount of reduction ((shaH)) must be determined by dividing a facili-
ty"s allowable housekeeping costs by total adjusted patient days and
multiplying the result by total hold-room days. In the operations rate
component, the amount of the reduction ((shall)) must be determined by
dividing a facility®"s allowable operation costs by total adjusted pa-
tient days and multiplying the result by total hold-room days. In the
property rate component, the amount of reduction ((shall)) must be de-
termined by dividing allowable property costs by the total adjusted
patient days and multiplying the result by total hold-room days.

((3))) () Where goods or services are sold, the amount of the
reduction ((shall—be)) is the actual cost relating to the item, serv-
ice, or activity. In the absence of adequate documentation of cost,
((#t—shall—be)) the amount of the reduction is the full amount of the
revenue received. Where financial benefits such as purchase discounts,
refunds of allowable costs, or rebates are received, the amount of the
reduction ((shall-be)) is the amount of the discount or rebate. Finan-
cial benefits such as purchase discounts, refunds of allowable costs
and rebates, including industrial insurance rebates, ((shall)) must be
offset against allowable costs iIn the year the contractor actually re-
ceives the benefits.

((49)) (d) Only allowable costs ((shald)) may be recovered under
this ((seet#on)) subsection. Costs allocable to activities or services
not included iIn nursing facility services((—e-g-s)) (such as costs of
vending machines and services specified In chapter 388-86 WAC not in-
cluded in nursing facility services((5))) are nonallowable costs.

(2) The methodology in (a) through (d) of this subsection is ef-
fective for services provided on or after July 1, 2016.

(a) The contractor must reduce allowable costs whenever the item,
service, or activity covered by such costs generates revenue or finan-
cial benefits (such as purchase discounts, refunds of allowable costs,
or rebates) other than through the contractor®s normal billing for
care services. However, the department must not deduct from the allow-
able costs of a nonprofit facility unrestricted grants, gifts, and en-
dowments, and interest therefrom.
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(b) The contractor must reduce allowable costs for hold-bed reve-
nue in the indirect care rate component only. The amount of reduction
must be determined by dividing a TfTacility"s allowable housekeeping
costs by total adjusted patient days and multiplying the result by to-
tal hold-room days.

(c) Where goods or services are sold, the amount of the reduction
is the actual cost relating to the item, service, or activity. In the
absence of adequate documentation of cost, the amount of the reduction
is the full amount of the revenue received. Where Tfinancial benefits
such as purchase discounts, refunds of allowable costs, or rebates are
received, the amount of the reduction is the amount of the discount or
rebate. Financial benefits such as purchase discounts, refunds of al-
lowable costs, and rebates, including industrial insurance rebates,
must be offset against allowable costs in the year the contractor ac-
tually receives the benefits.

(d) Only allowable costs may be recovered under this subsection.
Costs allocable to activities or services not included in nursing fa-
cility services (such as costs of vending machines and services speci-
fied in _chapter 388-86 WAC not included in nursing facility services)
are nonallowable costs.

AMENDATORY SECTION (Amending WSR 98-20-023, filed 9/25/98, effective
10/1/98)

WAC 388-96-525 Education and training. (1) Necessary and ordi-
nary expenses of on-the-job training and in-service training required
for employee orientation and certification training directly related
to the performance of duties assigned will be allowable costs. Cost of
training for which the nursing facility is reimbursed outside the pay-
ment rate is an unallowable cost.

(2) Necessary and ordinary expenses of recreational and social
activity training conducted by the contractor for volunteers will be
allowable costs. Expenses of training programs for other nonemployees
will not be allowable costs.

(3) Expenses for travel, lodging, and meals associated with edu-
cation and training ((4 , . i
i et 1a)) are allowable i1f the expenses
meet the requirements of this chapter.

(4 ((Bxcept—travels;—lodgings—and—meal—expenses;—education—and

€5))) Costs designated by this section as allowable ((shalH—be))
are subject to any applicable cost center limit established by this
chapter.

AMENDATORY SECTION (Amending WSR 11-05-068, filed 2/14/11, effective
2/26/11)

WAC 388-96-542 Home office or central office.

(1) ((When—ealeu-

[ 17 ] SHS-4592. 4



which—heme—and—central—office—costs—to—test againstthemedian—Hds))
The department will include all allowable((s)) reported home((£)) or

central office costs including all costs that are ((nendapl+eat+ve—))
documented, ordinary, necessary, and related to the provision of medi-
cal and personal care services to authorized patients.

(((2}(&}—Assets—+ﬁmwk—H+—the—p¥ev+sum+—eﬁ—se¥v+ees—¢ﬁk—eF—{e—a

)) Allocated costs ((eF(b)—of thissubsection)) may be

included in the cost of services In such cost centers where such serv-
ices and related costs are appropriately reported.
((3>)) (22 Home offlce or central offlce costs must be allocated

AMENDATORY SECTION (Amending WSR 97-17-040, filed 8/14/97, effective
9/14/97)

WAC 388—96—5?;5 ((Expensing)) Equipment. ((Fhe—FoHovng—ecosts

(1) The contractor must expense the following equipment costs to
indirect care:

(a) Expenditures for ((depreciable—assets)) equipment with a his-
torical cost of seven hundred fifty dollars or less per unit ((er—a

(b) Expenditures for and costs of repailrs necessary to maintain
the useful life of equipment including furniture and furnishings and
real property items, components, or improvements that cost less than
seven hundred fifty dollars.

(2) Subsection (1) of this section ((shal)) does not apply if:

(a) The ((deprecitable—asset)) equipment was acquired in a group
purchase where the total cost exceeded seven hundred fifty dollars; or

(b) The ((depreciable—asset)) equipment was part of the initial
equipment or stock of the nursing home.
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388-96-553.))

AMENDATORY SECTION (Amending WSR 11-05-068, filed 2/14/11, effective
2/26/11)

WAC 388-96-556 Initial cost of operation. (1) The necessary and
ordinary one-time expenses directly incident to the preparation of a
newly constructed or purchased building by a contractor for operation
as a licensed facility ((shall—be)) are allowable costs. These expen-
ses ((shall—be)) are limited to start-up and organizational costs iIn-
curred prior to the admission of the first patient.

(2) Start-up costs ((shaHl)) 1include, but ((ret—be)) are not
limited to, administrative and nursing salaries, utility costs, taxes,
insurance, repairs and maintenance, and tralnlng((
shall—exelade)) Start-up costs do not include expendltures for capi-
tal assets. ((Fhese)) Start-up costs ((wHH—be)) are allowable in the
((eperations)) Indirect care cost center if they are amortized over a
period of not less than sixty months beginning with the month in which
the first patient is admitted for care.

(3) Organizational costs are those necessary, ordinary, and di-
rectly incident to the creation of a corporation or other form of
business of the contractor including, but not limited to, legal fees
incurred in establishing the corporation or other organization and
fees paid to states for incorporation((—exeepts—that—they)). However,
organizational costs do not include costs relating to the issuance and
sale of shares of capital stock or other securities. Such organiza-
tional costs will be allowable in the ((eperations)) indirect care
cost center if they are amortized over a period of not less than sixty
months beginning with the month in which the first patient is admitted
for care.

((cD—nterest—expense—and—loan—origination—Feesrelatingto—con-

ofneed—tErre—pertod—pursuant—te-RCH-—70-38-125-))

AMENDATORY SECTION (Amending WSR 11-05-068, filed 2/14/11, effective
2/26/11)

WAC 388-96-560 Land((s—#mprovements—Depreciation)). Land—is

i - )) Land includes but is not limited to,

off-site sewer and water lines, public utility charges necessary to
service the land, governmental assessments for street paving and sew-

[ 19 ] SHS-4592. 4



ers, the cost of permanent roadways and grading((—ef—a—nondeprectable
pature)), and the cost of curbs and sidewalks, replacement of which is
not the responsibility of the contractor.

AMENDATORY SECTION (Amending WSR 98-20-023, filed 9/25/98, effective
10/1/98)

WAC 388-96-580 Operating leases of office equipment. (1) Rental
costs of office equipment under arm"s-length operating leases ((shalt
be)) are allowable to the extent such costs are necessary, ordinary,
and related to patient care.

(2) The department ((shalb)) must pay office equipment rental
costs in the ((eperations)) indirect component rate allocation. Office
equipment may include i1tems typically used in administrative or cleri-
cal functions such as telephones, copy machines, desks and chairs,
calculators and adding machines, file cabinets, typewriters, and com-
puters.

) (()—Fhe—department—shall-not-—payFor—depreciation—ofleased—of-
Frece—eqguiprent:))

AMENDATORY SECTION (Amending WSR 15-09-025, filed 4/7/15, effective
5/8/15)

WAC 388-96-585 Unallowable costs. (1) Unallowable costs listed
in subsection (2) of this section represent a partial summary of such
costs, in addition to those unallowable under chapter 74.46 RCW and
this chapter.

(2) Unallowable costs include but are not limited to the follow-
ing:

(a) Costs of items or services not covered by the medical care
program. Costs of such items or services ((wiH—be)) are unallowable
even iIf they are indirectly reimbursed by the department as the result
of an authorized reduction in patient contribution((3))-

(b) Costs of services and items provided to recipients ((which
are)) covered by the medical care program but not included in the med-
icaid per-resident day payment rate established under this chapter and
chapter 74.46 RCW((3))-

(c) Costs associated with a capital expenditure ((subject—to—sec-
tion—1122 approval—(part—2100—Title—42C-F-R-))) if the department
found it was not consistent with applicable standards, criteria, or
plans. If the department was not given timely notice of a proposed
capital expenditure, all associated costs will be unallowable up to
the date they are determined to be reimbursable under applicable fed-
eral regulations((3))-

(d) Costs associated with a construction or acquisition project
requiring certificate of need approval((s)) or exemption from the re-
quirements for certificate of need for the replacement of existing
nursing home beds, pursuant to chapter 70.38 RCW if such approval or
exemption was not obtained((3)).-

(e) Interest costs other than those provided by WAC 388-96-556(4)
on and after January 1, 1985((3))-
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() Salaries or other compensation of owners, officers, direc-
tors, stockholders, partners, principals, participants, and others as-
sociated with the contractor or its home office, including all board
of directors®™ fees for any purpose, except reasonable compensation
paid for service related to patient care((3))-

(g) Costs in excess of limits or in violation of principles set
forth in this chapter((3))-

(h) Costs resulting from transactions or the application of ac-
counting methods ((whi#eh)) that circumvent the principles of the pay-
ment system set forth in this chapter and chapter 74.46 RCW((3))-

(i) Costs applicable to services, facilities, and supplies fur-
nished by a related organization in excess of the lower of the cost to
the related organization or the price of comparable services, facili-
ties, or supplies purchased elsewhere((3))-

() Bad debts of non-Title XIX recipients((~—Bad—debts—ofTitle

)) are unallowable unless all

the following applies:

(i) The debt is related to covered services((3))-

(i1) ((41v)) The debt arises from the recipient®s required contri-
bution toward the cost of care((3))-

(ifi1) The provider can establish reasonable collection efforts
were made. Reasonable collection efforts ((shaHl)) consist of at least
three documented attempts by the contractor to obtain payment demon-
strating that the effort devoted to collecting the bad debts of Title
X1X recipients is the same devoted by the contractor to collect the
bad debts of non-Title XIX recipients((3))-

(iv) The debt was actually uncollectible when claimed as worth-
less((—and)).

(v) Sound business judgment established there was no likelihood
of recovery at any time in the future.

(k) Charity and courtesy allowances((3))-

(1) Cash, assessments, or other contributions((G—excluding
dues5)) to charitable organizations, professional organizations, trade
associations, or political parties, and costs incurred to improve com-
munity or public relations((3)).-

(m) Vending machine expenses((3))-

(n) Expenses for barber or beautician services not included in
routine care((3))-

(o) Funeral and burial expenses((3))-

(p) Costs of gift shop operations and inventory((3))-

(g) Personal items such as cosmetics, smoking materials, newspa-
pers and magazines, and clothing, except those used in patient activi-
ty programs((5)).-

(r) Fund-raising expenses, except those directly related to the
patient activity program((3)).-

(s) Penalties and fines((3))-

(o) Expenses related to telephones, radios, and similar applian-
ces iIn patients” private accommodations((3))-

() (C 5 :

©»))) Federal, state, and other income taxes((3))-

(&) (v) Costs of special care services except where author-
ized by the department;

((69)) (W) Expenses of an employee benefit not in fact made
available to all employees on an equal or fair basis((s)). For exam-
ple, key-man insurance and other insurance or retirement plans((3))-

((»)) (X) Expenses of profit-sharing plans((3)).-
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((®)) (¥) Expenses related to the purchase ((andfer)) or use of
private or commercial airplanes ((whieh)) that are in excess of what a
prudent contractor would expend for the ordinary and economic provi-
sion of such a transportation need related to patient care((3))-

((taa))) (2) Personal expenses and allowances of any nursing home
employees or owners or relatives of any nursing home employees or own-
ers(())-

((bb))) (aa) All expenses of maintaining professional licenses
or membership in professional organizations((3)).-

((€ee))) (bb) Costs related to agreements not to compete;

((ded))) (cc) ((Amortization—of—goodwiH;—lease—acquisitions—or

ston—ofF—Eransportation—needs—relatedtopatrent—cares))

((¢FH)) Legal and consultant fees in connection with a fair
hearing against the department when the department®s board of appeals
upholds the department®s actions in an administrative review decision.
When the administrative review decision is pending, reported legal and
consultant fees ((wiHH-—be)) are unallowable. To be allowable, the con-
tractor must report legal and consultant fees related to an adminis-
trative review decision issued iIn the contractor®s favor in the cost
report period in which the board of appeals issues its decision irre-
spective of when the legal and consultant fees related to the adminis-
trative review were incurred((3))-

((ge))) (dd) Legal and consultant fees of a contractor or con-
tractors In connection with a lawsuit against the department. Judicial
review is a lawsuit against the department((3)).-

(({hh}—&ease—agqa+s+t+en—giftsT—geedW+llT—the—eest—ef—bed—#+ght57

((c4)) (ee) All rental or lease costs other than those provided
for in WAC 388-96-580((3))-

(@) (f) Post-survey charges incurred by the facility ((as—=a

1s)) under ((REW—18-51-050—which—oceur
)) RCW 18.51. 060((—))

((kk))) (gg) Compensation paid for any purchased nursing care
services, including registered nurse, licensed practical nurse, and
nurse assistant services, obtained through a service contract arrange-
ment in excess of the amount of compensation paid for such hours of
nursing care service had ((they)) the purchased nursing care staff
been paid at the average hourly wage((—#reluding—related—taxes—and
benefits;)) for in-house nursing care staff of like classification at
the same nursing fTacility, including related taxes and benefits, as
reported in the most recent cost report period((3))-

((

)

((Gpm))) (hh) Costs reported by the contractor for a prior period
to the extent such costs, due to statutory exemption, will not be iIn-
curred by the contractor in the period to be covered by the rate((3))-

((pr))) (i) Costs of outside activities, for example, costs al-
located to the use of a vehicle for personal purposes or related to
the part of a facility leased out for office space((3))-
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((e9))) (A1) Travel expenses that are not necessary, ordinary,
and related to resident care((3))-

((Pp))) (kKk) Moving expenses of employees in the absence a of
demonstrated, good-faith effort to recruit within the states of ldaho,
Oregon, and Washington, and the province of British Columbia((3))-

(C

(FF})) (1) Costs for temporary health care personnel from a
nursing pool not registered with the secretary of the department of
health((3))-

((€ss))) (mm) Payroll taxes associated with compensation in ex-
cess of allowable compensation of owners, relatives, and administra-
tive personnel((3))-

€t))) (hn) Costs and fees associated with filing a petition
for bankruptcy((3))-

((c4))) (00) All advertising or promotional costs, except rea-
sonable costs of help wanted advertising((3))-

((e»nD)) (pp) Interest charges assessed by any department or
agency of this state for failure to make a timely refund of overpay-
ments and interest expenses incurred for loans obtained to make the
refunds((3))-

Cws)—AH—home—ofFFrece—or——central—ofFtececosts.—whether—oen—or—oFF

)) (gg) Tax expenses that a nursing facility has never incur-

red((s)).-
(C

5 )

((2)) (rr) Any portion of trade association dues attributable
to legal and consultant fees and costs iIn connection with lawsuits
against the department ((shall-be—unallowables—and)).

((gaa))) (ss) Increased costs resulting from a series of trans-
actions between the same parties and involving the same assets
(((e=g=5)) such as sale and lease back((s)) and successive sales or
leases of a single facility or piece of equipment).

(tt) Costs related to a nursing assistant certified training pro-
gram.

(uu) Effective July 1, 2012, payments made relating to the safety
net assessment.

(vv) Building renovations, building improvements, or leasehold
improvements that require preapproval from the department of health
and were not preapproved.

AMENDATORY SECTION (Amending WSR 01-12-037, filed 5/29/01, effective
6/29/01)

WAC 388-96-710 Prospective payment rate for new contractors.
(1) The department will establish an initial prospective medicaid pay-
ment rate for a new contractor as defined under WAC 388-96-026 within
sixty days following the new contractor"s application and approval for
a license to operate the facility under chapter 18.51 RCW. The rate
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will take effect as of the effective date of the contract, except as
provided in this section, and will comply with all the provisions of
rate setting contained iIn chapter 74.46 RCW and in this chapter, iIn-
cluding all lids and maximums set forth.

€3))) To set the initial prospective medicaid bayment rate for a
new contractor as defined In WAC 388-96-026 (1)(a) and (b), the de-
partment will:

(a) Determine ((whether—the—new—contractor—hursing—FaciHHty be-

/\ m m a¥a'
Frece—ofF management—and—budget—or—the—appropriate—Ffederal—ageney)) the
direct care rate by multiplying the current direct care industry me-
dian per RCW 74.46.561(8) by the aDDroprlate county wage index by the
appropriate industry medlcald average case mix index (MACMI)

tatned)) Assign the new provider the indirect price based rate per RCW
74.46.561(8);

(c) ((Based—on—the—information—Ffor—thehursing—FfaciHities—selee-
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€H)) Determine a capital rate once the facility has submi tted

square fTootage and facility age information per RCW 74.46.561(5) and
the department accepts it; and

(d) Use the facility"s available centers for medicare and medic-
aid date for at least the three quarter period currently being meas-
ured by the department to calculate a quality enhancement rate and if
no data is available, the department will not pay a quality enhance-
ment.

(3) A prospective payment rate set for all new contractors will
be subject to adjustments for economic trends and conditions as au-
thorized and provided in this chapter and in chapter 74.46 RCW.

_ ((8)—Fer—a—WAC388-96-026(1)(a)s—(b)—er—(e)new—contractors—the

AMENDATORY SECTION (Amending WSR 04-21-027, filed 10/13/04, effective
11/13704)

WAC 388-96-713 Rate determination. (1) Each nursing facility”s
medicaid payment rate for services provided to medical care recipients
will be determined, adjusted, and updated prospectively as provided iIn
this chapter and iIn chapter 74.46 RCW. The department will calculate
any limit, ((Hds—andfer)) median, or both only when it rebases each
nursing facility"s July 1st medicaid payment rate in accordance with
chapter 74.46 RCW and this chapter.

(2) If the contractor participated in the program for less than
six months of the prior calendar year, its rates will be determined by
procedures set forth in WAC 388-96-710.

(3) Contractors ((submitting)) that submit correct and complete
cost reports by March 31st, ((shall)) must be notified of their rates
by July 1st, unless circumstances beyond the control of the department
interfere.

(4) In setting rates, the department will use the greater of ac-
tual days from the cost report period on which the rate iIs based or
days calculated at minimum occupancy pursuant to chapter 74.46 RCW.

(( -
ices, andoperations componentrate ablocations-))

[ 27 ] SHS-4592. 4



AMENDATORY SECTION (Amending WSR 11-05-068, filed 2/14/11, effective
2/26/11)

1oA-)) A nursing home may use the low-wage worker add-
on only for in-house staff and not for allocated, home office, or pur-
chased service increases. A nursing home may use the add-on to:

(a) Increase wages, benefits, ((andfer)) or staffing levels for
certified nurse aides;

(b) Increase wages ((andfe¥)) or benefits but not staffing levels
for dietary aides, housekeepers, laundry aides, or any other category
of worker whose statewide average dollars-per-hour wage was less than
fifteen dollars in calendar year 2008, according to cost report da-

ta((=

R i )). including:
(i) Activities directors and assistants;
(i1) Patient choices coordinators;
(ii1) Central supply/ward clerks;
(iv) Expanded community service workers; and
(v) Social workers; and
(c) Address wage compression for related job classes immediately
affected by wage increases to low-wage workers.

(2) A nursing home that receives a low-wage add-on ((shall)) must
report to the department its expenditure of that add-on by:

(a) Completing cost report schedule L 1; and

(b) Returning it to the department by January 31st.

(3) By examining cost report schedule L 1, the department will
determine whether the nursing home complied with the statutory re-
quirements for distribution of the low wage add-on. When the depart-
ment is unable to determine or unsure that the statutory requirements
have been met, it will conduct an on-site audit.

(4) When the department determines that the statutory require-
ments have been met, the low wage add-on will be reconciled at the
same time as the regular settlement process but as a separate reconci-
liation. The reconciliation process will compare gross dollars re-
ceived in the add-on to gross dollars spent.

(5) When the department determines that the low wage add-on has
not been spent in compliance with the statutory requirements, then it
will recoup the noncomplying amount as an overpayment.

(6) The department also will require the completing of cost
report schedule L 1 for any calendar year in which the low wage add-on
is paid for six months or more. Subsections (1) through (5) of this
section will apply to all completions of cost report schedule L 1 ir-
respective of the calendar year in which it is paid.
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AMENDATORY SECTION (Amending WSR 11-05-068, filed 2/14/11, effective
2/26/11)

WAC 388-96-759 Standards for low-wage ((werkers)) worker add-on.
(1) In accordance with WAC 388-96-758, the low-wage worker add-on must
be used to provide increases iIn wages or benefits, or to address re-
sulting wage compression beginning on or after the date on which the
add-on i1s first included in the rate. The low-wage worker add-on may
be used to increase staffing levels for certified nurse aides only.
Nursing home contractors receiving the low-wage add-on may not use it
to pay for increases for time periods that they were not receiving the
low wage worker add-on.

(2) Any type of traditional employee benefit is allowable. Such
benefits typically fall in one of two categories: retirement((s)) and
life or health insurance. However, nontraditional benefits are also
allowable (for example, wellness benefits, subsidized meals, or assis-
tance with daycare).

(3) The employer®s share of payroll taxes associated with wages
and benefits may be covered with the add-on.

(4) For purposes of wage compression, an "immediately affected"
job class i1s one that is related to the low-wage worker category, ei-
ther in the organizational structure (for example, It supervises the
low-wage worker category) or by existing practice (for example, the
facility has a benchmark of paying that job class a certain percentage
more than the low-wage worker category). Facilities must be able to
explain the basis of the relationship if requested. Because the stat-
ute refers to "resulting wage compression,”™ a facility must use a por-
tion of the add-on to increase wages or benefits before it may use any
of the add-on to address any wage compression caused by such iIncrease.

(5 A facility may use the add-on in relation to any of the job
categories listed In WAC 388-96-758, regardless of whether the average
wage it pays to its own employees is above fifteen dollars per hour,
either before or after including the additional wages funded by the
add-on.

(6) Wages or benefits, including employee bonuses, otherwise
properly paid with the add on will not be considered as unallowable
costs ((per)) under RCW 74.46.410 (2)(X).-

(7) The low-wage worker add-on payments calculated in accordance
with WAC 388-96-758 and this section ((shall)) must be adjusted to the
extent necessary to comply with RCW 74.46.421.

AMENDATORY SECTION (Amending WSR 11-05-068, filed 2/14/11, effective
2/26/11)

WAC 388-96-781 Exceptional care rate add-on—Covered medicaid
residents. A nursing facility (NF) may receive an increase in its di-
rect care ((andfor—therapy—component)) rate allocations for providing
exceptional care to a medicaid resident who:

(1) Receives specialized services to meet chronic complex medical
conditions and neurodevelopment needs of medically fragile children
and resides in a NF where all residents are under age twenty-one with
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at least fifty percent of the residents entering the facility before
the age of fourteen;

(2) Receives expanded community services (ECS);

(3) Is admitted to ((#he)) a NF as an extraordinary medical
placement (EMP) and the department of corrections (DOC) has approved
the exceptional direct care ((

(4) Is ventilator or tracheotomy (VT) dependent and resides in a
NF that the department has designated as active ventilator-weaning
center;

(5) Has a traumatic brain injury (TBl) established by a compre-
hensive assessment reporting evaluation (CARE) assessment administered
by department staff and resides in a NF that the department has desig-
nated as capable for TBI patients;

(6) Has a TBI1I and currently resides in nursing facility special-
izing in the care of TBI residents where more than fifty percent of
residents are classified with TBls based on the federal minimum data
set assessment (MDS ((2)) 3.0 or its successor); or

(7) Is admitted to a NF from a hospital with an exceptional care
need and medicaid purchasing administration (MPA) or a successor ad-
ministration has approved the exceptional direct care ((andfor—thera-

PY)) payment.

AMENDATORY SECTION (Amending WSR 11-05-068, filed 2/14/11, effective
2/26/11)

WAC 388-96-782 Exceptional ((therapy—ecare—and—exceptional)) di-
rect care—Payment. (1) For WAC 388-96-781(1) residents, the depart-
ment will pay the Oregon medicaid rate.

(2) For WAC 388-96-781 (4), (5)((—and)), (6), and (7) residents,
the department may establish a rate add-on that when added to the
nursing facility"s per diem medicaid rate does not exceed the cost of
caring for the client 1In a hospital.

(3)(@) Costs related to payments resulting from iIncreases in di-
rect care component rates under subsection (2) of this section
((shall)) must be offset against the TfTacility"s examined, allowable
direct care costs, for each report year or partial period such increa-
ses are paid. Such reductions in allowable direct care ((shall)) must
be for rate setting, settlement, and other purposes deemed appropriate
by the department((s—o¥

Ffor—each—report-year—orpartialpertod—such—increases—are—paid)).

AMENDATORY SECTION (Amending WSR 11-05-068, filed 2/14/11, effective
2/26/11)

WAC 388-96-901 Disputes. (1) When a contractor wishes to con-
test the way in which the department applied a statute or department
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rule to the contractor®s circumstances,
pursue the administrative review process prescribed in WAC 388-96-904.

(a) Adverse actions taken under the authority of this chapter or
chapter 74.46 RCW subject to administrative review under WAC
388-96-904 include but are not limited to the following:

(i) Determining a nursing facility payment rate;

(i1) Calculating a nursing facility settlement;

(ii1) Imposing a civil fine on the nursing facility;

(iv) Suspending payment to a nursing facility; ((e¥)) and

(v) Conducting trust fund and accounts receivable audits.

(b) Adverse actions taken under the authority of this chapter or
chapter 74.46 RCW not subject to administrative review under WAC
388-96-904 include but are not limited to:

(i) Actions taken under the authority of RCW 74.46.421 and sec-
tions of this chapter implementing RCW 74.46.421;

(i1) Case mix accuracy review of minimum data set (MDS) nursing
facility resident assessments((—whieh—shall—be)) that are limited to

separate administrative review under ((the—provisions—oFf)) WAC
388-96-905;

(ini1) ((Quarterly—and)) Semiannual rate updates to reflect
changes In a facility™s resident case mix including contractor errors
made in the MDSs used to update the facility®s resident case mix;

(iv) Actions taken under the exceptional direct ((and—the#apy))
care program codified at WAC 388-96-781 and 388-96- 782 and

(v) Actions taken under WAC ((

)) 388-96-218(2)(C) -

(2) The administrative review process prescribed iIn WAC
388-96-904 ((shaH)) must not be used to contest or review unrelated
or ancillary department actions, whether review Is sought to obtain a
ruling on the merits((—efF—a—<claim—or—te)), make a record for subse-
quent judicial review, or other purpose. If an issue is raised that is
not subject to review under WAC 388-96-904, the presiding officer
((shalHl)) must dismiss such issue with prejudice to further review un-
der the provisions of WAC 388-96-904, but without prejudice to other
administrative or judicial review as may be provided by law. Unrelated
or ancillary actions not eligible for administrative review under WAC
388-96-904 include but are not limited to:

(a) Challenges to the adequacy or validity of the public process
followed by the department in proposing or making a change to the
nursing facility medicaid payment rate methodology, as required by Ti-
tle 42 U.S.C. Sec. 1396a (a)(13)(A) and WAC 388-96-718;

(b) Challenges to the nursing facility medicaid payment system
that are based in whole or in part on federal laws, regulations, or
policies;

(c) Challenges to a contractor®"s rate that are based in whole or
in part on federal laws, regulations, or policies;

(d) Challenges to the legal validity of a statute or regulation;

and

(e) Actions of the department affecting a medicaid beneficiary or
provider that were not commenced by the office of rates management,

aglng and ((é+sab+l+ty—se¥v+ees)) Ionq term suoport admlnlstratlon((—

eF—etheF—seFviees)).

(3) If a contractor wishes to challenge the legal validity of a
statute, rule, or contract provision relating to the nursing facility
medicaid payment system or ((wishes—te)) bring a challenge based in
whole or in part on federal law, it must bring such action de novo iIn
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a court of proper jurisdiction as may be provided by law. The contrac-
tor ((may)) must not use this section or WAC 388-96-904 for such pur-
poses. This prohibition ((shalHl—apply)) applies irrespective of wheth-
er the contractor wishes to obtain a decision or ruling on an issue of
validity or federal compliance or wishes only to make a record for the
purpose of subsequent judicial review.

NEW SECTION

WAC 388-96-915 Capital component—Square footage. (1) Allowable
nursing home square footage iIs the external dimensions of the building
utilized and licensed as a nursing home less all unallowable square
footage as outlined in subsection (2) of this section. Allowable nurs-
ing home square footage includes the following:

(a) All necessary, ordinary, and reasonable space on the campus
or adjacent to the campus utilized by the residents and staff of the
nursing home including In administrative and support capacities; and

(b) Basements to the extent they are utilized for administrative
or support functions including the storage of equipment and records.

(2) Unallowable nursing home square footage includes, but is not
limited to:

(a) Courtyards or other areas not surrounded by four walls and a
contiguous roof;

(b) Patios and decks; and

(c) Off-site storage space.

(3) Off-site administrative square footage i1s allowable to the
extent 1t is:

(a) Allocated in accordance with an approved joint cost alloca-
tion disclosure as outlined In WAC 388-96-534;

(b) Not otherwise unallowable under subsection (2) of this sec-
tion; and

(c) Used for administrative purposes.

(4) Off-site administrative square footage is allowable up to ten
percent of the combined total allowable square footage. Any square
footage over ten percent of the combined total allowable square foot-
age i1n unallowable.

(5) In order to be allowable, all space must be i1dentified on a
site plan, blueprint, or county assessment identifying the gross ex-
ternal square footage.

NEW SECTION

WAC 388-96-916 Capital component—Facility age. (1) The average
age of a facility is the actual facility age reduced for significant
renovations.

(2) For the rate beginning July 1, 2016, the department must use
renovations data back to 1994 as submitted on facility cost reports to
determine an initial age.

(3) Beginning July 1, 2016:
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(a) Facilities must all be re-aged to one year older on December
31lst of each year.

(b) Facility ages must be reduced during review of the cost re-
port i1f the value of the renovation completed in any calendar year ex-
ceeds two thousand dollars times the number of licensed beds. In order
to calculate the new age, the cost of the renovation must be divided
by the accumulated depreciation per bed in the year of the renovation
to determine the equivalent number of new replacement beds. The new
age for the facility is a weighted average with the replacement bed
equivalents reflecting an age of zero and the existing licensed beds,
minus the new bed equivalents, reflecting their age in the year of the
renovation.

(4) At no time may the depreciated age be less than zero or
greater than forty-four years.

NEW SECTION

WAC 388-96-917 Direct care—County wage information. (1) The
department must calculate a county wide wage index each rebase year by
utilizing the most recent average wage data available from the federal
bureau of labor statistics for registered nurses, licensed practical
nurses, and certified nursing assistants.

(2) For each county, the department must calculate an average
combined wage for all three disciplines based on the percentage of to-
tal wages by discipline from the prior year cost report. Each wage
must be multiplied by the relative utilization percentage for that
discipline. The total of all three disciplines Is the average wage 1In
that county.

(3) The department must calculate the statewide average combined
wage for all three disciplines based on the average percentage of to-
tal wages by discipline from the prior year cost report.

(4) The county iIndex is determined by dividing the county average
wage In a given county by the statewide average wage.

REPEALER

The following sections of the Washington Administrative Code are
repealed:

WAC 388-96-534 Joint cost allocation disclosure
(JCAD).

WAC 388-96-540 Will the department allow the cost of
an administrator-in-training?

WAC 388-96-552 Depreciable assets.

WAC 388-96-553 Capitalization.

WAC 388-96-554 Expensing.

WAC 388-96-558 Depreciation expense.

WAC 388-96-559 gost basis of land and depreciation
ase.
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WAC

WAC
WAC
WAC
WAC
WAC

WAC

WAC

WAC

WAC

WAC

WAC

WAC
WAC
WAC

WAC

WAC
WAC

388-96-561

388-96-562
388-96-564
388-96-565
388-96-572
388-96-574

388-96-708

388-96-709

388-96-744

388-96-746

388-96-747

388-96-748

388-96-762
388-96-767
388-96-776

388-96-783

388-96-784
388-96-786

Cost basis of land and depreciation
base—Donated or inherited assets.

Depreciable assets—Disposed—Retired.
Methods of depreciation.
Lives.

Handling of gains and losses upon
retirement of depreciable assets—Other
periods.

New or replacement construction—
Property tax increases.

Beds removed from service under chapter
70.38 RCW, new beds approved under
chapter 70.38 RCW, and beds permanently
relinquished—Effect on prospective
payment rate.

Prospective rate revisions—Reduction iIn
licensed beds by means other than
"banking" pursuant to chapter 70.38

RCW.

How will the department set the therapy
care rate and determine the median cost
limit per unit of therapy?

How much therapy consultant expense for
each therapy type will the department
allow to be added to the total
allowable one-on-one therapy expense?

Constructed, remodeled or expanded
facilities.

Financing allowance component rate
allocation.

Allowable land.
Appraisal values.

Add-ons to the property and financing
allowance payment rate—Capital
improvements.

Certificate of capital authorization
(CCA).

Expense for construction interest.
Pay for performance add-on.
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