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SUBSTI TUTE HOUSE BI LL 2398

St ate of WAshi ngt on 60t h Legi sl ature 2007 Regul ar Session

By House Committee on Appropriations (originally sponsored by
Represent ati ves Cody, Sonmers, Meller and Kenney)

READ FI RST TI ME 04/ 17/07.

AN ACT Relating to rebasing direct care, therapy care, support
servi ces, and operations conponent rate allocations under the nursing
facility nedicaid paynent system based upon cal endar year 2005 cost
report data, excluding costs related to the quality maintenance fee
repealed by chapter 241, Laws of 2006; anending RCW 74.46.410,
74.46. 431, 74.46.506, 74.46.511, and 74.46.521; providing an effective
date; and declaring an energency.

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

Sec. 1. RCW74.46.410 and 2001 1st sp.s. ¢ 8 s 3 are each anended
to read as foll ows:

(1) Costs wll be wunallowable if they are not docunented,
necessary, ordinary, and related to the provision of care services to
aut hori zed patients.

(2) Unallowable costs include, but are not Ilimted to, the
fol | ow ng:

(a) Costs of itens or services not covered by the nedical care
program Costs of such itens or services will be unallowable even if

they are indirectly reinbursed by the departnent as the result of an
aut hori zed reduction in patient contribution;
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(b) Costs of services and itens provided to recipients which are
covered by the departnent's nedical care program but not included in
the nedicaid per-resident day paynent rate established by the
departnment under this chapter;

(c) Costs associated with a capital expenditure subject to section
1122 approval (part 100, Title 42 CF.R) if the departnent found it

was not consistent with applicable standards, criteria, or plans. |If
the departnment was not given tinely notice of a proposed capital
expenditure, all associated costs wll be unallowable up to the date

they are determned to be reinbursable under applicable federal
regul ati ons;

(d) Costs associated with a construction or acquisition project
requiring certificate of need approval, or exenption from the
requirenents for certificate of need for the replacenent of existing
nursi ng hone beds, pursuant to chapter 70.38 RCW if such approval or
exenption was not obt ai ned;

(e) Interest costs other than those provided by RCW 74.46.290 on
and after January 1, 1985;

(f) Salaries or other conpensation of owners, officers, directors,
stockhol ders, partners, principals, participants, and others associ at ed
with the contractor or its hone office, including all board of
directors' fees for any purpose, except reasonable conpensation paid
for service related to patient care;

(g) Costs in excess of limts or in violation of principles set
forth in this chapter;

(h) Costs resulting from transactions or the application of
accounting nmethods which circunvent the principles of the paynent
systemset forth in this chapter

(1) Costs applicable to services, facilities, and supplies
furni shed by a rel ated organi zation in excess of the |ower of the cost
to the related organization or the price of conparable services,
facilities, or supplies purchased el sewhere;

(j) Bad debts of non-Title XIX recipients. Bad debts of Title XX
recipients are allowable if the debt is related to covered services, it
arises fromthe recipient's required contribution toward the cost of
care, the provider can establish that reasonable collection efforts
were nade, the debt was actually wuncollectible when clained as
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wort hl ess, and sound business judgnment established that there was no
i kelihood of recovery at any tinme in the future;

(k) Charity and courtesy all owances;

(I') Cash, assessnents, or other contributions, excluding dues, to
charitable or gani zati ons, pr of essi onal or gani zati ons, trade
associations, or political parties, and costs incurred to inprove
community or public relations;

(m Vendi ng machi ne expenses;

(n) Expenses for barber or beautician services not included in
routi ne care;

(o) Funeral and burial expenses;

(p) Costs of gift shop operations and inventory;

(gq) Personal itenms such as cosnetics, snoking materials, newspapers
and nmgazi nes, and clothing, except those used in patient activity
pr ogr amns;

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

(s) Penalties and fines;

(t) Expenses related to tel ephones, radios, and simlar appliances
in patients' private accomodati ons;

(u) Televisions acquired prior to July 1, 2001;

(v) Federal, state, and other incone taxes;

(w) Costs of special care services except where authorized by the
depart nent;

(x) Expenses of an enpl oyee benefit not in fact nmade available to
all enpl oyees on an equal or fair basis, for exanple, key-man insurance
and ot her insurance or retirenent plans;

(y) Expenses of profit-sharing plans;

(z) Expenses related to the purchase and/or use of private or
comrerci al airplanes which are in excess of what a prudent contractor
woul d expend for the ordinary and economic provision of such a
transportation need related to patient care;

(aa) Personal expenses and al |l owances of owners or relatives;

(bb) Al expenses of maintaining professional |icenses or
menbership in professional organizations;

(cc) Costs related to agreenents not to conpete;

(dd) Anortization of goodw ||, |ease acquisition, or any other
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i ntangi bl e asset, whether related to resident care or not, and whether
recogni zed under generally accepted accounting principles or not;

(ee) Expenses related to vehicles which are in excess of what a
prudent contractor would expend for the ordinary and econom c provision
of transportation needs related to patient care;

(ff) Legal and consultant fees in connection with a fair hearing
agai nst the departnent where a decision is rendered in favor of the
departnment or where otherwise the determnation of the departnent
st ands;

(gg) Legal and consultant fees of a contractor or contractors in
connection wth a | awsuit agai nst the departnent;

(hh) Lease acquisition costs, goodwi ||, the cost of bed rights, or
any other intangible assets;

(i) Al rental or |ease costs other than those provided in RCW
74. 46. 300 on and after January 1, 1985;

(jj) Postsurvey charges incurred by the facility as a result of
subsequent inspections under RCW 18. 51. 050 whi ch occur beyond the first
postsurvey visit during the certification survey cal endar year;

(kk) Conpensation paid for any purchased nursing care services,
including registered nurse, |licensed practical nurse, and nurse
assi stant services, obtained through service contract arrangenent in
excess of the anobunt of conpensation paid for such hours of nursing
care service had they been paid at the average hourly wage, including
rel ated taxes and benefits, for in-house nursing care staff of I|ike
classification at the same nursing facility, as reported in the nost
recent cost report period;

(I'l')y For all partial or whole rate periods after July 17, 1984,
costs of land and depreci able assets that cannot be reinbursed under
the Deficit Reduction Act of 1984 and inplenenting state statutory and
regul at ory provisions;

(mm Costs reported by the contractor for a prior period to the
extent such costs, due to statutory exenption, will not be incurred by
the contractor in the period to be covered by the rate;

(nn) Costs of outside activities, for exanple, costs allocated to
the use of a vehicle for personal purposes or related to the part of a
facility |l eased out for office space;

(oo) Travel expenses outside the states of I|daho, O-egon, and
Washi ngton and the province of British Colunbia. However, travel to or
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from the honme or central office of a chain organization operating a
nursing facility is allowed whether inside or outside these areas if
the travel is necessary, ordinary, and related to resident care;

(pp) Moving expenses of enployees in the absence of denonstrated,
good-faith effort to recruit wthin the states of |daho, Oegon, and
Washi ngton, and the province of British Col unbia;

(gq) Depreciation in excess of four thousand dollars per year for
each passenger car or other vehicle primarily used by the
adm nistrator, facility staff, or central office staff;

(rr) Costs for tenporary health care personnel froma nursing pool
not registered wwth the secretary of the departnent of health;

(ss) Payroll taxes associated with conpensation in excess of
al l owabl e conpensation of owners, relatives, and admnistrative
personnel ;

(tt) Costs and fees associated with filing a petition for
bankr upt cy;

(uu) Al advertising or pronotional costs, except reasonable costs
of hel p wanted adverti sing;

(vv) CQutside consultation expenses required to neet departnent-
requi red m ni num data set conpletion proficiency;

(w) Interest charges assessed by any departnment or agency of this
state for failure to make a tinely refund of overpaynents and interest
expenses incurred for | oans obtained to make the refunds;

(xx) Al hone office or central office costs, whether on or off the
nursing facility prem ses, and whether allocated or not to specific
services, in excess of the nedian of those adjusted costs for al
facilities reporting such costs for the nobst recent report period;
((and))

(yy) Tax expenses that a nursing facility has never incurred; and

(zz) Effective July 1, 2007, and for all future rate setting, any
costs associated with the quality mai ntenance fee repealed by chapter
241, Laws of 2006.

Sec. 2. RCW74.46.431 and 2006 ¢ 258 s 2 are each anended to read
as follows:

(1) Effective July 1, 1999, nursing facility nmedicaid paynent rate
al l ocations shall be facility-specific and shall have seven conponents:
Direct care, therapy care, support services, operations, property,
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financing allowance, and variable return. The departnment shal
establish and adjust each of these conponents, as provided in this
section and elsewhere in this chapter, for each nedicaid nursing
facility in this state.

(2) Conponent rate allocations in 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 mninmum facility occupancy of eighty-five percent of |icensed
beds, regardless of how many beds are set up or in use. For al
facilities other than essential community providers, effective July 1,
2001, conponent rate allocations in direct care, therapy care, support
services, variable return, operations, property, and financing
al l omance shall continue to be based upon a mninmumfacility occupancy
of eighty-five percent of |icensed beds. For all facilities other than
essential comunity providers, effective July 1, 2002, the conponent
rate allocations in operations, property, and financing allowance shall
be based upon a mnimum facility occupancy of ninety percent of
i censed beds, regardl ess of how many beds are set up or in use. For
all facilities, effective July 1, 2006, the conponent rate allocation
in direct care shall be based upon actual facility occupancy.

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

(4)(a) Direct care conmponent rate allocations shall be established
usi ng adj usted cost report data covering at |east six nonths. Adjusted
cost report data from 1996 wll be used for October 1, 1998, through
June 30, 2001, direct care conponent rate allocations; adjusted cost
report data from 1999 will be used for July 1, 2001, through June 30,
2006, direct care conponent rate allocations. Adj usted cost report
data from 2003 will be used for July 1, 2006, through June 30, 2007
direct care conponent rate allocations. Adjusted cost report data from
2005 will be used for July 1, 2007, and l|ater direct care conponent

rate all ocations.
(b) Direct care conponent rate allocations based on 1996 cost
report data shall be adjusted annually for economc trends and
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conditions by a factor or factors defined in the biennial
appropriations act. A different economic trends and conditions
adjustnment factor or factors may be defined in the biennia
appropriations act for facilities whose direct care conponent rate is
set equal to their adjusted June 30, 1998, rate, as provided in RCW
74.46.506(5) (i).

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

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

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

(d) Direct care conponent rate allocations based on ((2663)) 2005
cost report data shall be adjusted annually for economc trends and
conditions by a factor or factors defined 1in the biennial
appropriations act. A different economic trends and conditions
adjustnment factor or factors may be defined in the biennia
appropriations act for facilities whose direct care conponent rate is
set equal to their adjusted June 30, 2006, rate, as provided in RCW
74.46.506(5) (i).

(5)(a) Therapy care conponent rate allocations shall be established
usi ng adj usted cost report data covering at |east six nonths. Adjusted
cost report data from 1996 wll be used for October 1, 1998, through
June 30, 2001, therapy care conponent rate allocations; adjusted cost
report data from 1999 will be used for July 1, 2001, through June 30,
2005, therapy care conponent rate allocations. Adj usted cost report
data from 1999 will continue to be used for July 1, 2005, through June
30, 2007, therapy care conponent rate allocations. Adj usted cost
report data from 2005 will be used for July 1, 2007, and | ater therapy
care conponent rate all ocations.

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

(6)(a) Support services conponent rate allocations shall be
established using adjusted cost report data covering at |east six
nmont hs. Adjusted cost report data from 1996 shall be used for Cctober
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1, 1998, through June 30, 2001, support services conponent rate
al l ocations; adjusted cost report data from 1999 shall be used for July
1, 2001, through June 30, 2005, support services conponent rate
all ocations. Adjusted cost report data from 1999 wll continue to be
used for July 1, 2005, through June 30, 2007, support services
conponent rate allocations. Adjusted cost report data from 2005 will
be used for July 1, 2007, and |ater support services conponent rate
al | ocati ons.

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

(7)(a) Operations conponent rate allocations shall be established
usi ng adj usted cost report data covering at |east six nonths. Adjusted
cost report data from 1996 shall be used for October 1, 1998, through
June 30, 2001, operations conponent rate allocations; adjusted cost
report data from 1999 shall be used for July 1, 2001, through June 30,
2006, operations conponent rate allocations. Adjusted cost report data
from 2003 will be wused for July 1, 2006, through June 30, 2007,
operations conponent rate allocations. Adjusted cost report data from
2005 will be used for July 1, 2007, and | ater operations conponent rate
al | ocati ons.

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

trends and conditions adjustnent factor or factors may be defined in
the biennial appropriations act for facilities whose operations
conponent rate is set equal to their adjusted June 30, 2006, rate, as
provi ded in RCW 74. 46. 521(4).

(8) For July 1, 1998, through Septenber 30, 1998, a facility's
property and return on investnment conponent rates shall be the
facility's June 30, 1998, property and return on investnent conponent
rates, without increase. For October 1, 1998, through June 30, 1999,
a facility's property and return on investnment conponent rates shall be
rebased utilizing 1997 adjusted cost report data covering at |east six
nmont hs of dat a.

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

SHB 2398 p. 8
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(10) Medicaid contractors shall pay to all facility staff a m ni num
wage of the greater of the state m ninmum wage or the federal m ninmm
wage.

(11) The departnent shall establish in rule procedures, principles,
and conditions for determning conponent rate allocations for
facilities in circunstances not directly addressed by this chapter,
including but not limted to: The need to prorate inflation for
partial -period cost report data, newy constructed facilities, existing
facilities entering the nedicaid programfor the first tine or after a
peri od of absence fromthe program existing facilities with expanded
new bed capacity, existing nedicaid facilities following a change of
ownership of the nursing facility business, facilities banking beds or
converting beds back into service, facilities tenporarily reducing the
nunber of set-up beds during a renodel, facilities having | ess than six
mont hs of either resident assessnent, cost report data, or both, under
the current contractor prior to rate setting, and other circunstances.

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

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

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

(13) Effective July 1, 2001, nedicaid rates shall continue to be
revised downward in all conponents, in accordance wth departnent
rules, for facilities converting banked beds to active service under
chapter 70.38 RCW by wusing the facility's increased |licensed bed
capacity to recal culate m ni mum occupancy for rate setting. However
for facilities other than essential community providers which bank beds
under chapter 70.38 RCW after My 25, 2001, nedicaid rates shall be
revised upward, in accordance with departnent rules, in direct care,
t herapy care, support services, and variable return conponents only, by
using the facility's decreased |icensed bed capacity to recalculate
m ni mum occupancy for rate setting, but no upward revision shall be
made to operations, property, or financing allowance conponent rates.
The direct care conponent rate allocation shall be adjusted, wthout
using the mnimum occupancy assunption, for facilities that convert
banked beds to active service, under chapter 70.38 RCW beginning on
July 1, 2006.
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(14) Facilities obtaining a certificate of need or a certificate of
need exenption under chapter 70.38 RCWafter June 30, 2001, nust have
a certificate of capital authorization in order for (a) the
depreciation resulting fromthe capitalized addition to be included in
cal culation of the facility's property conponent rate allocation; and
(b) the net invested funds associated with the capitalized addition to
be included in calculation of the facility's financing allowance rate
al I ocati on.

Sec. 3. RCW74.46.506 and 2006 c 258 s 6 are each anended to read
as follows:

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

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

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

(4) Cost report data used in setting direct care conponent rate
allocations shall be 1996, 1999, ((anrd)) 2003, and 2005 for rate
periods as specified in RCW 74. 46.431(4)(a).

SHB 2398 p. 10
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(5) Beginning Cctober 1, 1998, the departnent shall rebase each
nursing facility's direct care conponent rate allocation as descri bed
in RCW 74.46. 431, adjust its direct care conponent rate allocation for
econom c trends and conditions as described in RCW 74.46.431, and
update its nedicaid average case mx index, consistent with the
fol | ow ng:

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

(b) Divide each facility's total allowable direct care cost by its
adjusted resident days for the sane report period, increased if
necessary to a m ni mum occupancy of eighty-five percent; that is, the
greater of actual or inputed occupancy at eighty-five percent of
licensed beds, to derive the facility's allowable direct care cost per
resi dent day. However, effective July 1, 2006, each facility's
al l owabl e direct care costs shall be divided by its adjusted resident
days wi thout application of a m ni mum occupancy assunpti on;

(c) Adjust the facility's per resident day direct care cost by the
applicable factor specified in RCW 74.46.431(4) (b), (c), and (d) to
derive its adjusted allowable direct care cost per resident day;

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

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

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

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

p. 11 SHB 2398
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(1) Any facility whose allowable cost per case mx unit is |ess
than eighty-five percent of the facility's peer group nedian
establ i shed under (f) of this subsection shall be assigned a cost per
case mx unit equal to eighty-five percent of the facility's peer group
medi an, and shall have a direct care conponent rate allocation equal to
the facility's assigned cost per case mx unit nmultiplied by that
facility's nedicaid average case m x index fromthe applicable quarter
specified in RCW 74.46.501(7)(c);

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

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

(h) Except as provided in (i) of this subsection, from July 1,
2000, through June 30, 2006, determ ne each facility's quarterly direct
care conponent rate as foll ows:

(1) Any facility whose allowable cost per case mx unit is |ess
than ninety percent of the facility's peer group nedian established
under (f) of this subsection shall be assigned a cost per case m x unit
equal to ninety percent of the facility's peer group nedi an, and shal
have a direct care conponent rate allocation equal to the facility's
assigned cost per case mix unit nultiplied by that facility's nmedicaid
average case mx index from the applicable quarter specified in RCW
74.46.501(7)(c);

(i1) Any facility whose all owabl e cost per case mx unit is greater
t han one hundred ten percent of the peer group nedi an established under
(f) of this subsection shall be assigned a cost per case mx unit equal
to one hundred ten percent of the peer group nedian, and shall have a
direct care conponent rate allocation equal to the facility's assigned

SHB 2398 p. 12
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cost per case mx unit nultiplied by that facility's medicaid average
case mx index from the applicable quarter specified in RCW
74.46.501(7)(c);

(tit) Any facility whose allowable cost per case mx unit is
between ninety and one hundred ten percent of the peer group nedi an
established under (f) of this subsection shall have a direct care
conponent rate allocation equal to the facility's allowable cost per
case mx unit multiplied by that facility's nedicaid average case m x
i ndex fromthe applicable quarter specified in RCW 74.46.501(7)(c);

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

(i1) Between July 1, 2000, and June 30, 2002, the departnent shal
conpare each facility's direct care conponent rate allocation
cal cul ated under (h) of this subsection with the facility's direct care
conponent rate in effect on June 30, 2000. A facility shall receive
the higher of the two rates. Between July 1, 2001, and June 30, 2002,
if during any quarter a facility whose rate paid under (h) of this
subsection is greater than either the direct care rate in effect on
June 30, 2000, or than that facility's allowable direct care cost per
case mx unit calculated in (d) of this subsection nultiplied by that
facility's nedicaid average case mx index fromthe applicable quarter
specified in RCW 74.46.501(7)(c), the facility shall be paid in that
and each subsequent quarter pursuant to (h) of this subsection and
shall not be entitled to the greater of the two rates.

(tii1) Between July 1, 2002, and June 30, 2006, all direct care
conponent rate allocations shall be as determ ned under (h) of this
subsecti on.

(iv) Effective July 1, 2006, for all providers, except vital |ocal
providers as defined in this chapter, all direct care conponent rate
all ocations shall be as determ ned under (j) of this subsection.

(v) Effective July 1, 2006, for vital l|ocal providers, as defined
in this chapter, direct care conponent rate allocations shall be
determ ned as foll ows:
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(A) The departnent shall cal cul ate:

(1) The sum of each facility's July 1((;—20606+)) direct care
conponent rate allocation cal culated under (j) of this subsection and
July 1((—20606+)) operations conponent rate calculated under RCW
74.46.521; and

(I'1) The sum of each facility's June 30, 2006, direct care and
operations conponent rates, excluding the quality naintenance fee
repeal ed by chapter 241, Laws of 2006.

(B) If the sumcalculated under (i)(v)(A)(l) of this subsection is
| ess than the sum cal culated under (i)(v)(A(ll) of this subsection
the facility shall have a direct care conponent rate allocation equa
to the facility's June 30, 2006, direct care conponent rate allocation.

(© If the sumcalculated under (i)(v)(A)(l) of this subsection is
greater than or equal to the sumcal culated under (i)(v)(A)(Il) of this
subsection, the facility's direct care conponent rate shall be
cal cul ated under (j) of this subsection;

(j) Except as provided in (i) of this subsection, from July 1,
2006, forward, and for all future rate setting, determne each
facility's quarterly direct care conponent rate as foll ows:

(1) Any facility whose all owabl e cost per case mx unit is greater
than one hundred twel ve percent of the peer group nedian established
under (f) of this subsection shall be assigned a cost per case mx unit
equal to one hundred twel ve percent of the peer group nedi an, and shal
have a direct care conponent rate allocation equal to the facility's
assigned cost per case mx unit nultiplied by that facility's nmedicaid
average case mx index from the applicable quarter specified in RCW
74.46.501(7)(c);

(1i) Any facility whose allowable cost per case mx unit is |ess
than or equal to one hundred twelve percent of the peer group nedian
established under (f) of this subsection shall have a direct care
conponent rate allocation equal to the facility's allowable cost per
case mx unit multiplied by that facility's nedicaid average case m x
i ndex fromthe applicable quarter specified in RCW 74. 46.501(7)(c).

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

(7) Costs related to paynents resulting from increases in direct
care conponent rates, granted under authority of RCW 74.46.508(1) for
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a facility's exceptional care residents, shall be offset against the
facility's exam ned, allowable direct care costs, for each report year
or partial period such increases are paid. Such reductions in
al l omabl e direct care costs shall be for rate setting, settlenent, and
ot her purposes deened appropriate by the departnent.

Sec. 4. RCW74.46.511 and 2001 1st sp.s. ¢ 8 s 11 are each anended
to read as foll ows:

(1) The therapy care conponent rate allocation corresponds to the
provision of nedicaid one-on-one therapy provided by a qualified
therapist as defined in this chapter, including therapy supplies and
therapy consultation, for one day for one nedicaid resident of a

nursing facility. ((The therapy care conponent rate allocation for

Begi nning Cctober 1, 1998, the departnent shall determ ne each nedicaid
nursing facility's therapy conponent rate allocation using cost report
data specified in ROW74.46.431(5)(a). The therapy care conponent rate
shall be adjusted for economc trends and conditions as specified in
RCW 74. 46. 431(5)(b), and shall be determned in accordance with this
section.

(2) In rebasing, as provided in RCW 74. 46.431(5)(a), the departnent
shall take fromthe cost reports of facilities the follow ng reported
i nformati on:

(a) Direct one-on-one therapy charges for all residents by payer
i ncl udi ng charges for supplies;

(b) The total units or nodul es of therapy care for all residents by
type of therapy provided, for exanple, speech or physical. A unit or
modul e of therapy care is considered to be fifteen m nutes of one-on-
one therapy provided by a qualified therapist or support personnel; and

(c) Therapy consulting expenses for all residents.

(3) The departnment shall determne for all residents the total cost
per unit of therapy for each type of therapy by dividing the tota
adj usted one-on-one therapy expense for each type by the total units
provi ded for that therapy type.
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(4) The departnment shall divide nedicaid nursing facilities in this
state into two peer groups:

(a) Those facilities |ocated within urban counties; and

(b) Those | ocated w thin nonurban counties.

The departnent shall array the facilities in each peer group from
hi ghest to |owest based on their total cost per unit of therapy for
each therapy type. The departnent shall determne the nedian tota
cost per unit of therapy for each therapy type and add ten percent of
medi an total cost per unit of therapy. The cost per unit of therapy
for each therapy type at a nursing facility shall be the |lesser of its
cost per unit of therapy for each therapy type or the nedian total cost
per unit plus ten percent for each therapy type for its peer group.

(5) The departnent shall cal culate each nursing facility's therapy
care conponent rate allocation as foll ows:

(a) To determne the allowable total therapy cost for each therapy
type, the allowable cost per unit of therapy for each type of therapy
shall be multiplied by the total therapy units for each type of
t her apy;

(b) The nedicaid allowable one-on-one therapy expense shall be
calcul ated taking the allowable total therapy cost for each therapy
type tinmes the nedicaid percent of total therapy charges for each
t herapy type;

(c) The nedicaid allowable one-on-one therapy expense for each
t herapy type shall be divided by total adjusted nedicaid days to arrive
at the nedicaid one-on-one therapy cost per patient day for each
t herapy type;

(d) The nedi caid one-on-one therapy cost per patient day for each
therapy type shall be multiplied by total adjusted patient days for all
residents to calculate the total allowabl e one-on-one therapy expense.
The |l esser of the total allowable therapy consultant expense for the
therapy type or a reasonabl e percentage of allowabl e therapy consultant
expense for each therapy type, as established in rule by the
departnment, shall be added to the total allowable one-on-one therapy
expense to determ ne the all owabl e therapy cost for each therapy type;

(e) The allowabl e therapy cost for each therapy type shall be added
toget her, the sum of which shall be the total allowable therapy expense
for the nursing facility;
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(f) The total allowable therapy expense will be divided by the
greater of adjusted total patient days from the cost report on which
the therapy expenses were reported, or patient days at eighty-five
percent occupancy of licensed beds. The outcone shall be the nursing
facility's therapy care conponent rate allocation.

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

(7) The therapy care conponent rate shall be suspended for nedicaid
residents in qualified nursing facilities designated by the departnent
who are receiving therapy paid by the departnent outside the facility
daily rate under RCW 74. 46. 508(2).

Sec. 5. RCW74.46.521 and 2006 ¢ 258 s 7 are each anended to read
as follows:

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

(2) Except as provided in subsection (4) of this section, beginning
Cctober 1, 1998, the departnent shall determ ne each nedicaid nursing
facility's operations conponent rate allocation using cost report data
specified by RCW 74.46.431(7)(a). Effective July 1, 2002, operations
conponent rates for all facilities except essential conmunity providers
shal |l be based upon a m ni nrum occupancy of ninety percent of |icensed
beds, and no operations conponent rate shall be revised in response to
beds banked on or after May 25, 2001, under chapter 70.38 RCW

(3) Except as provided in subsection (4) of this section, to
determne each facility's operations conponent rate the departnent
shal | :

(a) Array facilities' adjusted general operations costs per
adj usted resident day, as determ ned by dividing each facility's total
al l owabl e operations cost by its adjusted resident days for the sane
report period, increased if necessary to a m ni num occupancy of ninety
percent; that is, the greater of actual or inputed occupancy at ninety
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percent of licensed beds, for each facility from facilities' cost
reports fromthe applicable report year, for facilities located within
urban counties and for those located wi thin nonurban counties and
determ ne the nedi an adjusted cost for each peer group;

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

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

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

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

(4) (a) ((EHeet+ve—July—31—2006-)) For any facility whose direct
care conponent rate allocation is set equal to its June 30, 2006
di rect care conponent rate allocation, as provided in RCW
74.46.506(5)(i), the facility's operations conponent rate allocation
shall also be set equal to the facility's June 30, 2006, operations
conponent rate allocation, excluding the quality naintenance fee
repeal ed by chapter 241, Laws of 2006.

(b) The operations conponent rate allocation for facilities whose
operations conponent rate is set equal to their June 30, 2006,
operations conponent rate, shall be adjusted for economc trends and
conditions as provided in RCW 74.46.431(7)(b).

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

NEW SECTION. Sec. 6. This act is necessary for the immediate
preservation of the public peace, health, or safety, or support of the
state governnent and its existing public institutions, and takes effect
July 1, 2007.

~-- END ---
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