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H-5665.1

SUBSTITUTE HOUSE BILL 3202

State of Washington 61lst Legislature 2010 Regular Session
By House Ways & Means (originally sponsored by Representative Cody)

READ FIRST TIME 03/09/10.

AN ACT Relating to revising the medicaid nursing facility payment
system by moving rebasing to even years, changing the case mix
adjustment cycle to six months, establishing pay for performance,
adjusting rates based upon rates of direct care staff turnover, and
modifying components related to variable return, operations, property,
and finance; amending RCW 74.46.431, 74.46.435, 74.46.437, 74.46.439,
74.46.496, 74.46.501, 74.46.506, and 74.46.521; adding a new section to
chapter 74.46 RCW; repealing RCW 74.46.433; and declaring an emergency.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF WASHINGTON:

Sec. 1. RCW 74.46.431 and 2009 c 570 s 1 are each amended to read
as follows:

(1) ((EHfeetive—duly—315-19995)) Nursing facility medicaid payment
rate allocations shall be facility-specific and shall have ((sever))
siX components: Direct care, therapy care, support services,
operations, property, and financing allowance((—anrd—variablereturn)).
The department shall establish and adjust each of these components, as
provided iIn this section and elsewhere in this chapter, for each
medicaid nursing facility in this state.
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(2) Component rate allocations iIn therapy care, support services,
((variable—return;)) operations, property, and financing allowance for
essential community providers as defined in this chapter shall be based
upon a minimum Ffacility occupancy of eighty-five percent of licensed
beds, regardless of how many beds are set up or 1iIn use. For all
facilities other than essential community providers, ((effectiveJuly
15—20045)) the component rate allocations in ((éireet—eare;)) therapy
care((s)) and support services((-—and—vartable—return)) shall be based
upon a minimum Ffacility occupancy of eighty-five percent of licensed
beds. For ((aH)) facilities other than essential community providers
that have set up or use sixty beds or fewer, ((efFFectiveJuly—1;
20025)) the component rate allocations in operations, property, and
financing allowance shall be based upon a minimum facility occupancy of
ninety percent of licensed beds((s—regardless—of-how—manybeds—are—set
up  or In use)). For facilities other than essential community
providers that have set up or use more than sixty beds, the component
rate allocations in operations, property, and financing allowance shall
be based upon a minimum facility occupancy of ninety-two percent of
licensed beds. For all facilities, ((effective—July—1,2006;)) the
component rate allocation in direct care shall be based upon actual
facility occupancy. The median cost limits used to set component rate
allocations shall be based on the applicable minimum occupancy
percentage. In determining each facility®s therapy care component rate
allocation under RCW 74.46.511, the department shall apply the
applicable minimum facility occupancy adjustment before creating the
array of facilities™ adjusted therapy costs per adjusted resident day.
In determining each TfTacility®s support services component rate
allocation under RCW 74.46.515(3), the department shall apply the
applicable minimum facility occupancy adjustment before creating the
array of fTacilities®™ adjusted support services costs per adjusted
resident day. In determining each facility"s operations component rate
allocation under RCW 74.46.521(3), the department shall apply the
minimum Tfacility occupancy adjustment before creating the array of
facilities™ adjusted general operations costs per adjusted resident
day .

(3) Information and data sources used iIn determining medicaid
payment rate allocations, including formulas, procedures, cost report
periods, resident assessment iInstrument formats, resident assessment
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methodologies, and resident classification and case mix weighting
methodologies, may be substituted or altered from time to time as
determined by the department.

(4)(a@) Direct care component rate allocations shall be established
using adjusted cost report data covering at least six months.

2005—wiHH—beused—For July—1, 20074 —through—June—30,—2009,—direct——ecare
component—rate—allocations-)) Effective July 1, 2009, the direct care
component rate allocation shall be rebased ((btenntalHbhys—andthereafter
Ffor—each—odd—numbered—year—beginning—July—1Ist)), using the adjusted

cost report data for the calendar year two years immediately preceding
the rate rebase period, so that adjusted cost report data for calendar
year 2007 is used for July 1, 2009, through June 30, ((2041i;—and—se
forth.
b n 1 n I I
I hall i r I 1 . n I I
Gt I . - eFined i I bi ial
. _ GEE n I I Gt
P . . I eFined i I bi ial
. . ocilits I r n

_ _
(e)—Birect—care—component —rate —allocations—based —oR—1999—cest
Feport —data—shatl—be—adjusted—annually —for—economic —trends —and
SeRcttions —by a_'aete' _or —factors —defined —in—the —biennial
Sppropriations —act——A—aifferent —economic—trends —and —coRaltions
acjustrent —tacter—or —factors —may —be —defined—in—the —biennial
- - i -
FAm46-508¢5 <) _
()—Birect —care—component —rate —allocations—based —on—2908—cest
Feport —data—shatl—be—adjusted—annually —for—economic —trends —and
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4465065~
€))) 2012. Beginning July 1, 2012, the direct care component rate

allocation shall be rebased biennially during every even-numbered year
thereafter using adjusted cost report data from two years prior to the
rebase period, so adjusted cost report data for calendar year 2010 1is
used for July 1, 2012, through June 30, 2014, and so forth.

(b) Direct care component vrate allocations established 1in
accordance with this chapter shall be adjusted annually for economic
trends and conditions by a factor or factors defined in the biennial
appropriations act. The economic trends and conditions factor or
factors defined in the biennial appropriations act shall not be
compounded with the economic trends and conditions factor or factors
defined in any other biennial appropriations acts before applying it to
the direct care component rate allocation established in accordance
with this chapter. When no economic trends and conditions factor or
factors for either fiscal year are defined In a biennial appropriations
act, no economic trends and conditions factor or factors defined iIn any
earlier Dbiennial appropriations act shall be applied solely or
compounded to the direct care component rate allocation established iIn
accordance with this chapter.

(5)(a) Therapy care component rate allocations shall be established
using adjusted cost report data covering at least six months.

allocations.)) Effective July 1, 2009, ((and—thereafFter—For—each
edd—numbered—yearbeginningJulhyr1st;)) the therapy care component rate

allocation shall be cost rebased biennially, using the adjusted cost
report data for the calendar year two years immediately preceding the
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rate rebase period, so that adjusted cost report data for calendar year
2007 1s used for July 1, 2009, through June 30, (((26431)) 2012.
Beginning July 1, 2012, the therapy care component rate allocation
shall be rebased biennially during every even-numbered year thereafter
using adjusted cost report data from two years prior to the rebase
period, so adjusted cost report data for calendar year 2010 is used for
July 1, 2012, through June 30, 2014, and so forth.

(b) Therapy care component rate allocations established 1in
accordance with this chapter shall be adjusted annually for economic
trends and conditions by a factor or factors defined in the biennial
appropriations act. The economic trends and conditions factor or
factors defined in the biennial appropriations act shall not be
compounded with the economic trends and conditions factor or factors
defined in any other biennial appropriations acts before applying it to
the therapy care component rate allocation established i1n accordance
with this chapter. When no economic trends and conditions factor or
factors for either fiscal year are defined in a biennial appropriations
act, no economic trends and conditions factor or factors defined iIn any
earlier Dbiennial appropriations act shall be applied solely or
compounded to the therapy care component rate allocation established in
accordance with this chapter.

(6)(a) Support services component rate allocations shall be
established using adjusted cost report data covering at least six

months. ((Adjusted cost report data from 1996 shall be used for

eempeneat—#ate—a##eeat+eﬁs—)) Effective July 1 2009 ((and thereafter

Ffor—each—odd—numbered—yearbeginningJuly—1st;)) the support services

component rate allocation shall be cost rebased biennially, using the
adjusted cost report data for the calendar year two years immediately
preceding the rate rebase period, so that adjusted cost report data for
calendar year 2007 is used for July 1, 2009, through June 30, ((206%11))
2012. Beginning July 1, 2012, the support services component rate
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allocation shall be rebased biennially during every even-numbered year
thereafter using adjusted cost report data from two years prior to the
rebase period, so adjusted cost report data for calendar year 2010 1is
used for July 1, 2012, through June 30, 2014, and so forth.

(b) Support services component rate allocations established in
accordance with this chapter shall be adjusted annually for economic
trends and conditions by a factor or factors defined in the biennial
appropriations act. The economic trends and conditions factor or
factors defined in the biennial appropriations act shall not be
compounded with the economic trends and conditions factor or factors
defined in any other biennial appropriations acts before applying it to
the support services component rate allocation established 1in
accordance with this chapter. When no economic trends and conditions
factor or factors for either TfTiscal year are defined iIn a biennial
appropriations act, no economic trends and conditions factor or factors
defined in any earlier biennial appropriations act shall be applied
solely or compounded to the support services component rate allocation
established in accordance with this chapter.

(7)(a) Operations component rate allocations shall be established
using adjusted cost report data covering at least six months.

((Adjusted cost report data from 1996 shall be used for October 1,

eﬁeFat+ens—eempeneat—rate—a##eeat+eﬁs—)) Effectlve July 1, 2009 ((and
thereafter fTor each odd-numbered vyear beginning July 1st,)) the

operations component rate allocation shall be cost rebased biennially,
using the adjusted cost report data for the calendar year two years
immediately preceding the rate rebase period, so that adjusted cost
report data for calendar year 2007 is used for July 1, 2009, through
June 30, ((2641)) 2012. Beginning July 1, 2012, the operations care
component rate allocation shall be rebased biennially during every
even-numbered year thereafter using adjusted cost report data from two
years prior to the rebase period, so adjusted cost report data for
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calendar year 2010 is used for July 1, 2012, through June 30, 2014, and
so forth.

(b) Operations component rate allocations established i1n accordance
with this chapter shall be adjusted annually for economic trends and
conditions by a factor or factors defined 1i1n the biennial
appropriations act. The economic trends and conditions factor or
factors defined in the biennial appropriations act shall not be
compounded with the economic trends and conditions factor or factors
defined in any other biennial appropriations acts before applying it to
the operations component rate allocation established In accordance with
this chapter. When no economic trends and conditions factor or factors
for either fiscal year are defined in a biennial appropriations act, no
economic trends and conditions factor or factors defined in any earlier
biennial appropriations act shall be applied solely or compounded to
the operations component rate allocation established In accordance with

this chapter. ((A different economic trends and conditions adjustment

€9))) (8) Total payment rates under the nursing facility medicaid
payment system shall not exceed facility rates charged to the general
public for comparable services.

&H)) (9 The department shall establish in rule procedures,
principles, and conditions for determining component rate allocations
for facilities iIn circumstances not directly addressed by this chapter,

including but not limited to: ((Fhe—need—to—prorate)) Inflation

adjustments for partial-period cost report data, newly constructed

facilities, existing facilities entering the medicaid program for the
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first time or after a period of absence from the program, existing
facilities with expanded new bed capacity, existing medicaid facilities
following a change of ownership of the nursing facility business,
((FacHHties—banking—beds—or—converting—beds—back—into—services))
facilities temporarily reducing the number of set-up beds during a
remodel, TfTacilities having less than six months of eilther resident
assessment, cost report data, or both, under the current contractor
prior to rate setting, and other circumstances.

((&»)) (10) The department shall establish in rule procedures,
principles, and conditions, including necessary threshold costs, for
adjusting rates to reflect capital iImprovements or new requirements
imposed by the department or the federal government. Any such rate
adjustments are subject to the provisions of RCW 74.46.421.

4))) (11) Facilities obtaining a certificate of need or a
certificate of need exemption under chapter 70.38 RCW after June 30,
2001, must have a certificate of capital authorization in order for (&)
the depreciation resulting from the capitalized addition to be included
in calculation of the fTacility"s property component rate allocation;
and (b) the net invested funds associated with the capitalized addition

SHB 3202 p. 8
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to be included in calculation of the facility"s financing allowance
rate allocation.

Sec. 2. RCW 74.46.435 and 2001 1st sp.s. ¢ 8 s 7 are each amended
to read as follows:

(1) ((Effective—3duly—1,—2001;)) The property component rate
allocation for each facility shall be determined by dividing the sum of
the reported allowable prior period actual depreciation, subject to
((REW—F4-46-310—through—74-46-380)) department rule, adjusted for any
capitalized additions or replacements approved by the department, and
the retained savings from such cost center, by the greater of a
facility"s total resident days for the facility in the prior period or
resident days as calculated on ((eitghty—F#ve)) ninety-two percent
facility occupancy for all providers except (a) essential community
providers and (b) nonessential community providers with sixty or fewer

beds. ((EffectiveJduly152002;,—theproperty—componentratealHocation
I _ I . NETTPNE ' i I . I

sod i I Leul I _
FfactHHty—oceupaney-)) IT a capitalized addition or retirement of an

asset will result In a different licensed bed capacity during the
ensuing period, the prior period total resident days used in computing
the property component rate shall be adjusted to anticipated resident
day level.

(2) A nursing facility™s property component rate allocation shall
be rebased annually, effective July 1st, iIn accordance with this
section and this chapter.

(3) When a certificate of need for a new facility iIs requested, the
department, in reaching its decision, shall take into consideration
per-bed land and building construction costs for the facility which
shall not exceed a maximum to be established by the secretary.

(4) ((EHeetrve—Juby—1,—2001, For—thepurpoese—eF——ecalevlating—a
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EffectiveJuly—15,2002;)) In no case, other than essential community

providers or nonessential community providers with sixty beds or fewer,
shall the department use less than ninety percent occupancy of the
facility™s licensed bed capacity ((aFter—coenversion)).

(5) The property component rate allocations calculated 1in
accordance with this section shall be adjusted to the extent necessary
to comply with RCW 74.46.421.

Sec. 3. RCW 74.46.437 and 2001 1st sp.s. ¢ 8 s 8 are each amended
to read as follows:

(1) ((Beginning—3Iuly—1,-13999;)) The department shall establish for
each medicaid nursing facility a financing allowance component rate
allocation. The financing allowance component rate shall be rebased
annually, effective July 1st, iIn accordance with the provisions of this
section and this chapter.

(2) ((EffectiveJuly—15—20015)) The financing allowance shall be
determined by multiplying the net invested funds of each facility by
.10, and dividing by the greater of a nursing facility"s total resident
days from the most recent cost report period or resident days
calculated on ((etghty—F#ve)) ninety-two percent facility occupancy for
all providers except (a) essential community providers and (b)
nonessential community providers with sixty or fewer beds. ((Effective

sod i I Leul I _
factHHty—oeeupaney-)) However, assets acquired on or after May 17,

1999, shall be grouped iIn a separate financing allowance calculation
that shall be multiplied by ((-685)) .075. The financing allowance
factor of ((=0885)) .075 shall not be applied to the net invested funds
pertaining to new construction or major renovations receiving
certificate of need approval or an exemption from certificate of need
requirements under chapter 70.38 RCW, or to working drawings that have
been submitted to the department of health for construction review
approval, prior to May 17, 1999. IT a capitalized addition,

SHB 3202 p. 10
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renovation, replacement, or retirement of an asset will result In a
different licensed bed capacity during the ensuing period, the prior
period total resident days used in computing the financing allowance
shall be adjusted to the greater of the anticipated resident day level
or ((erghty—Five)) ninety-two percent of the new licensed bed capacity
for all providers except (a) essential community providers and (b)
nonessential community providers with sixty or fewer beds. Effective
July 1, 2002, for all facilities, other than essential community
providers and nonessential community providers with sixty or fewer
beds, the total resident days used to compute the financing allowance
after a capitalized addition, renovation, replacement, or retirement of
an asset shall be set by using the greater of a facility"s total
resident days from the most recent cost report period or resident days
calculated at ninety-two percent facility occupancy.

(3) In computing the portion of net invested funds representing the
net book value of tangible fixed assets, the same assets, depreciation
bases, lives, and methods referred to in ((REW—#4-46-330,—74-46-350;
F4-46-3605,—F4-46-3705—and—+4-46-380)) rule, including owned and leased
assets, shall be utilized, except that the capitalized cost of land
upon which the facility is located and such other contiguous land which
IS reasonable and necessary for use in the regular course of providing
resident care shall also be included. Subject to provisions and
limitations contained in this chapter, for land purchased by owners or
lessors before July 18, 1984, capitalized cost of land shall be the
buyer®s capitalized cost. For all partial or whole rate periods after
July 17, 1984, 1i1f the Iland 1is purchased after July 17, 1984,
capitalized cost shall be that of the owner of record on July 17, 1984,
or buyer®s capitalized cost, whichever is lower. In the case of leased
facilities where the net invested funds are unknown or the contractor
is unable to provide necessary information to determine net invested
funds, the secretary shall have the authority to determine an amount
for net invested funds based on an appraisal conducted according to

((REW—74-46-360¢CH))) department rule.

(4) ((EHeetrve—Juby—1,—2001, For—thepurpese—eF——ecalevlating—a
) ocility s fi 3 i _if
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Effective—July—315,—2002;)) 1In no case, other than for essential

community providers and nonessential community providers with sixty or
fewer beds, shall the department use less than ninety-two percent
occupancy of the facility"s licensed bed capacity after conversion.

(5) The financing allowance rate allocation calculated 1in
accordance with this section shall be adjusted to the extent necessary
to comply with RCW 74.46.421.

Sec. 4. RCW 74.46.439 and 1999 c 353 s 12 are each amended to read
as follows:

(1) In the case of a facility that was leased by the contractor as
of January 1, 1980, in an arm"s-length agreement, which continues to be
leased under the same lease agreement, ((anrd—Fer—which—the—annualized

SHB 3202 p. 12
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€3))) the financing allowance rate will be the greater of the rate

existing on June 30, 2010, or the rate calculated under RCW 74.46.437.

(2) The alternate return on iInvestment component rate allocations
calculated in accordance with this section shall be adjusted to the
extent necessary to comply with RCW 74.46.421.

Sec. 5. RCW 74.46.496 and 2006 c 258 s 4 are each amended to read
as follows:

(1) Each case mix classification group shall be assigned a case mix
weight. The case mix weight for each resident of a nursing facility
for each calendar quarter or six-month period during a calendar year
shall be based on data from resident assessment instruments completed
for the resident and weighted by the number of days the resident was iIn
each case mix classification group. Days shall be counted as provided
in this section.

(2) The case mix weights shall be based on the average minutes per
registered nurse, licensed practical nurse, and certified nurse aide,
for each case mix group, and using the ((health—ecare—Finrancing
administration—of—the)) United States department of health and human
services 1995 nursing facility staff time measurement study stemming
from 1ts multistate nursing home case mix and quality demonstration
project. Those minutes shall be weighted by statewide ratios of

p. 13 SHB 3202
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registered nurse to certified nurse aide, and licensed practical nurse
to certified nurse aide, wages, including salaries and benefits, which
shall be based on 1995 cost report data for this state.

(3) The case mix weights shall be determined as follows:

(a) Set the certified nurse aide wage weight at 1.000 and calculate
wage weights for registered nurse and licensed practical nurse average
wages by dividing the certified nurse aide average wage 1iInto the
registered nurse average wage and licensed practical nurse average
wage;

(b) Calculate the total weighted minutes for each case mix group iIn
the resource utilization group 111 classification system by multiplying
the wage weight for each worker classification by the average number of
minutes that classification of worker spends caring for a resident in
that resource utilization group 111 classification group, and summing
the products;

(c) Assign a case mix weight of 1.000 to the resource utilization
group 111 classification group with the lowest total weighted minutes
and calculate case mix weights by dividing the lowest group®s total
weighted minutes into each group®s total weighted minutes and rounding
weight calculations to the third decimal place.

(4) The case mix weights iIn this state may be revised if the
((health—eare—Finrancing—administration)) United States department of
health and human services updates its nursing facility staff time
measurement studies. The case mix weights shall be revised, but only
when direct care component rates are cost-rebased as provided in
subsection (5) of this section, to be effective on the July 1st
effective date of each cost-rebased direct care component rate.
However, the department may revise case mix weights more frequently if,
and only 1f, significant variances In wage ratios occur among direct
care staff in the different caregiver classifications identified 1iIn
this section.

(5) Case mix weights shall be revised when direct care component
rates are cost-rebased as provided in RCW 74.46.431(4).

Sec. 6. RCW 74.46.501 and 2006 c 258 s 5 are each amended to read
as follows:

(1) From individual case mix weights for the applicable quarter,
the department shall determine two average case mix indexes for each

SHB 3202 p. 14
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medicaid nursing facility, one for all residents in the facility, known
as the facility average case mix index, and one for medicaid residents,
known as the medicaid average case mix index.

(2)(a) In calculating a facility™s two average case mix indexes for
each quarter, the department shall include all residents or medicaid
residents, as applicable, who were physically in the facility during
the quarter in question based on the resident assessment instrument
completed by the facility and the requirements and limitations for the
instrument®s completion and transmission (January 1st through March
31lst, April 1st through June 30th, July 1st through September 30th, or
October 1st through December 31st).

(b) The facility average case mix index shall exclude all default
cases as defined i1In this chapter. However, the medicaid average case
mix index shall include all default cases.

(3) Both the facility average and the medicaid average case mix
indexes shall be determined by multiplying the case mix weight of each
resident, or each medicaid resident, as applicable, by the number of
days, as defined in this section and as applicable, the resident was at
each particular case mix classification or group, and then averaging.

AH((&E)) In determining the number of days a resident 1is
classified into a particular case mix group, the department shall
determine a start date for calculating case mix grouping periods as
((FeHows=

p. 15 SHB 3202
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aursing—FaciHHty)) specified by rule.
(5) The cutoff date for the department to use resident assessment
data, for the purposes of calculating both the facility average and the
medicaid average case mix indexes, and for establishing and updating a
facility™s direct care component rate, shall be one month and one day
after the end of the quarter for which the resident assessment data
applies.
(6) ((A-thresheld-of-ninety-pereent;—as—described-and-—caleulated—in
hi I fon._shall | I , I S ind I
_ I I hold_shall " I I I . hicl
ocilitios® , n sneluded i I - I
iling. , I o r 1 n
established on and after July 1, 2006, the threshold of ninety percent

SHB 3202 p. 16



© 0N O Ol & WN P

W W W WWWWWMNDNDNDDNDNDNMNDNDNMNNN-,EPRPRPRPPEPRPEPERPPRPPREPLEPR
N o o0l WNPFP O OO NOOO P WDNPEPOOONOOOGG>MWNDNDLEO

€H))(a) Although the facility average and the medicaid average
case mix indexes shall both be calculated quarterly, the cost-rebasing

period facility average case mix index will be used throughout the
applicable cost-rebasing period in combination with cost report data as
specified by RCW 74.46.431 and 74.46.506, to establish a facility"s
allowable cost per case mix unit. A facility"s medicaid average case
mix index shall be used to update a nursing facility®s direct care
component rate ((guarterby)) semiannually.

(b) The facility average case mix Index used to establish each
nursing fTacility"s direct care component rate shall be based on an
average of calendar quarters of the facility"™s average case mix
indexes((=

_ I hall F focili
mib—indexes)) from the four calendar quarters occurring during the cost

report period used to rebase the direct care component rate allocations
as specified in RCW 74.46.431.

(c) The medicaid average case mix 1iIndex used to update or
recalibrate a nursing TfTacility"s direct care component rate
((guarterby)) semiannually shall be from the calendar ((guarter)) six-
month period commencing ((s#x)) nine months prior to the effective date
of the ((guarterbly)) semiannual rate. For example, ((Beteber15—1998))
Jully 1, 2010, through December 31, ((4998)) 2010, direct care component

p- 17 SHB 3202
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rates shall utilize case mix averages from the ((AprH—15,—31998))
October 1, 2009, through ((Jure—365—3998)) March 31, 2010, calendar
quarters, and so forth.

Sec. 7. RCW 74.46.506 and 2007 c 508 s 3 are each amended to read
as follows:

(1) The direct care component rate allocation corresponds to the
provision of nursing care for one resident of a nursing facility for
one day, including direct care supplies. Therapy services and
supplies, which correspond to the therapy care component rate, shall be
excluded. The direct care component rate includes elements of case mix
determined consistent with the principles of this section and other
applicable provisions of this chapter.

(2) ((BeginningHOeteber—1;—1998;)) The department shall determine
and update ((guarterby)) semiannually for each nursing facility serving
medicaid residents a TfTacility-specific per-resident day direct care
component rate allocation, to be effective on the first day of each
calendar ((guarter)) six-month period. In determining direct care
component rates the department shall utilize, as specified In this
section, minimum data set resident assessment data for each resident of
the facility, as transmitted to, and if necessary corrected by, the
department In the resident assessment iInstrument format approved by
federal authorities for use iIn this state.

(3) The department may question the accuracy of assessment data for
any resident and utilize corrected or substitute information, however
derived, iIn determining direct care component rates. The department 1is
authorized to impose civil fines and to take adverse rate actions
against a contractor, as specified by the department in rule, in order
to obtain compliance with resident assessment and data transmission
requirements and to ensure accuracy.

(4) Cost report data used iIn setting direct care component rate
allocations shall be for rate periods as specified 1In RCW
74.46.431(4) (a).

(5) ((BeginningOeteber15,-1998;)) The department shall rebase each
nursing facility"s direct care component rate allocation as described
in RCW 74.46.431, adjust its direct care component rate allocation for
economic trends and conditions as described in RCW 74.46.431, and

SHB 3202 p. 18
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update its medicald average case mix index, consistent with the
following:

(a) ((Reduee)) Adjust total direct care costs reported by each
nursing facility for the applicable cost report period specified in RCW
74.46.431(4)(a) to reflect any department adjustments, and to eliminate
reported resident therapy costs and adjustments, in order to derive the
facility™s total allowable direct care cost;

(b) Divide each facility"s total allowable direct care cost by its
adjusted resident days for the same report period, ((#rereased—iF

- " n I ol i .
Heensed—beds;)) to derive the facility"s allowable direct care cost
per resident day((—Hewevers—effFective July—1;, 20065—ecach—FactHHty s

1 ble_di T Gvided by F I i

€))) Divide each fTacility"s adjusted allowable direct care cost
per resident day by the fTacility average case mix index for the
applicable quarters specified by RCW 74.46.501((:H)) (6)(b) to derive
the facility™s allowable direct care cost per case mix unit;

((te)—Effective—For—July—1, 2001, rate—settings)) (d) Divide
nursing fTacilities into at least two and, if applicable, three peer
groups: Those located in nonurban counties; those located in high
labor-cost counties, if any; and those located in other urban counties;

(D)) (e) Array separately the allowable direct care cost per
case mix unit for all facilities iIn nonurban counties; for all
facilities in high labor-cost counties, if applicable; and for all
facilities In other urban counties, and determine the median allowable
direct care cost per case mix unit for each peer group;

((€e)—Execeptas—providedin(i)—of thissubsections—FromOctober15
care—componentrate—asFolows=
i il I 1 b1 _ St e 1
I ol i - I NETTPNE F
blished I £ - thi I _ T _ I
~ase_mi Litequal—tocighty—five percent—of the Facility s peer groug
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calevlated—under(j)—ofthissubsection;

20065—Forwards—and—For—aHFuture ratesettings)) (f) Determine each
facility"s ((gquarterly)) semiannual direct care component rate as

follows:

(i) Any facility whose allowable cost per case mix unit Is greater
than one hundred twelve percent of the peer group median established
under ((B)) (e) of this subsection shall be assigned a cost per case
mix unit equal to one hundred twelve percent of the peer group median,
and shall have a direct care component rate allocation equal to the
facility™s assigned cost per case mix unit multiplied by that
facility™s medicaid average case mix 1index from the applicable
((guarter)) six-month period specified in RCW 74.46.501((H)) (6)(C);

(i1) Any fTacility whose allowable cost per case mix unit is less
than or equal to one hundred twelve percent of the peer group median
established under ((€BH)) (e) of this subsection shall have a direct
care component rate allocation equal to the facility"s allowable cost
per case mix unit multiplied by that facility"s medicaid average case
mix index from the applicable ((guarter)) six-month period specified in
RCW 74.46.501((€D)) (6)(©).

(6) The direct care component rate allocations calculated 1in
accordance with this section shall be adjusted to the extent necessary
to comply with RCW 74.46.421.

(7) Costs related to payments resulting from increases in direct
care component rates, granted under authority of RCW 74.46.508((D))
for a facility™s exceptional care residents, shall be offset against
the facility®s examined, allowable direct care costs, for each report

SHB 3202 p. 22
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year or partial period such increases are paid. Such reductions in
allowable direct care costs shall be for rate setting, settlement, and
other purposes deemed appropriate by the department.

Sec. 8. RCW 74.46.521 and 2007 c 508 s 5 are each amended to read
as follows:

(1) The operations component rate allocation corresponds to the
general operation of a nursing facility for one resident for one day,
including but not limited to management, administration, utilities,
office supplies, accounting and bookkeeping, minor  building
maintenance, minor equipment repairs and replacements, and other
supplies and services, exclusive of direct care, therapy care, support
services, property, and financing allowance((G—anrd—variablereturn)).

(2) ((Exeept—as—provided—in——subsection—4)—oF —this—sections
beginning—0Oectober—15,—19985)) The department shall determine each
medicaid nursing facility®s operations component rate allocation using
cost report data specified by RCW 74.46.431(7)(a). ((EffectiveJuly—15
20025)) Operations component rates for all facilities except essential
community providers and nonessential community providers with sixty or
fewer beds shall be based upon a minimum occupancy of ninety-two

percent of licensed beds((——and—He—epeFat+eHs—eempeﬂeﬂt—Fate—shall—be

(3) ((Except as provided In subsection (4) of this section,)) To

determine each Tacility"s operations component rate the department
shall:

(a) Array facilities®™ adjusted general operations costs per
adjusted resident day, as determined by dividing each facility"s total
allowable operations cost by its adjusted resident days for the same
report period, increased if necessary to a minimum occupancy of ninety-
two percent; that is, the greater of actual or iImputed occupancy at
ninety-two percent of licensed beds, for each facility from facilities”
cost reports from the applicable report year, for facilities located
within urban counties and for those located within nonurban counties
and determine the median adjusted cost for each peer group;

(b) Set each facility"s operations component rate at the lower of:

(i) The facility™s per resident day adjusted operations costs from
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the applicable cost report period adjusted 1If necessary to a minimum

occupancy of ((eighty-five percent of licensed beds before July 1,
20025—and)) ninety-two percent ((efFFectiveJuly15-2002)); or

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

(c) Adjust each facility"s operations component rate for economic
trends and conditions as provided in RCW 74.46.431(7)(b).

(D (((a) Effective July 1, 2006, through June 30, 2007, for any

€5))) The operations component rate allocations calculated in
accordance with this section shall be adjusted to the extent necessary
to comply with RCW 74.46.421.

NEW SECTION. Sec. 9. A new section is added to chapter 74.46 RCW
to read as follows:

The department shall establish, by rule, the procedures,
principles, and conditions for a pay for performance supplemental
payment structure that provides payment add-ons for high performing
facilities. To the extent that funds are appropriated for this
purpose, the pay-for-performance structure will include a one percent
reduction in payments to facilities with exceptionally high direct care
staff turnover, and a method by which the funding that is not paid to
these fTacilities is then used to provide a supplemental payment to
facilities with lower direct care staff turnover.

NEW SECTION. Sec. 10. RCW 74.46.433 (Variable return component
rate allocation) and 2006 c¢ 258 s 3, 2001 1st sp.s. ¢ 8 s 6, & 1999 c
353 s 9 are each repealed.
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A WODN PR

NEW SECTION. Sec. 11. This act is necessary for the immediate
preservation of the public peace, health, or safety, or support of the
state government and its existing public institutions, and takes effect

immediately.

——— END ---
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