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Centers for Mkdicare & Medicaid Services

Region 10
2201 Sixth Avenue, MS/RX-43

DEPARTMENT OF HEALTH & HUMAN SERVICES
Seattle, Washington 98121

February 21, 2007

Robin Arnold-Williams, Secretary
Department of Social and Health Services

PO Box 45010
Olympia, Washington 98504-5010
RE: Washington State Plan Amendment 06-015
Dear Ms. Arnold-Williams:
The Centers for Medicare & Medicaid Services (CMS) National Institutional Reimbursement
Team (NIRT) recently approved Washington State Plan Amendment (SPA) 06-015.

Although the NIRT has already sent the state a copy of the approval for this SPA, the Seattle
Regional office is following up with an additional copy for the reason that we were in receipt of

the original, signed amendment request.

copy of the approval letter from the NIRT for your records. -
If you have any questions c.oncerning the Seattle Regionai office role in the processing of this
state plan amendment, please contact Jan Mertel at (206) 615-2317 or jan.mertel@ems.hhs.gov.
| Sincerely,

Karen S. O’Connor
Associate Regional Administrator
Division of Medicaid and Children’s Health

‘Therefore, enclosed you will find a copy of the official CMS form 179, amended page(s), and

Enclosure
Douglas Porter, Assistant Secretary

Cc:
Amn Myers, State Plan Coordinator



. DEPARTMENT OF HEALTH & HUMAN SERVICES
Ceniters for Medicare & Medicaid Services

7500 Security Boulevard, Mail Stop 52-26-12
Baltimore, Maryland 21244-1850

CENTERS for MEDICARE & MEDICAID SERVICES

Centerfor Médicaid an_d otate Operations

Robin Arnold-Williams, Secretary
Department of Social and Health Services
PO Box 45010

Olympia, Washington 98504-5010

FER 2 1 2007

RE: State Plan Amendment 06-015

Dear Secretary Arnold-Williams:

We have reviewed the proposed amendment to Attachment 4.19-D of your Medicaid
State Plan submitted under transmittal number (IN) 06-015. This amendment makes
technical changes to nursing facility rates and increases the uniform statewide daily rate
ceiling for State Fiscal Year 2007 from $153.50 to $156.41, It is approved effective July
1, 2006. _

Under regulations at 42 CFR 430, 12(c)(1), States are required to amend State plans
whenever necessary to implement changes in Federal law, regulations, policy
interpretations, or court decisions. On J anuary 18, 2007, CMS published a notice of
proposed rule making that would modify Medicaid reimbursement and clarify State
financing of their Medicaid programs. Should this proposed rule be adopted in final
regulations, some or all of the payments under this plan amendment may no longer be
allowable expenditures for federal Medicaid matching funds. States will be expected to
review their payment methodologies and, if necessary, submit conforming amendments
to reflect the new regulations. Approval of the subject State plan amendment does not
relieve the State of its responsibility to comply with changes in federal laws and
regulations, and {o ensure that claims for federal funding are consistent with all
applicable requirements,

To carry out Federal oversight responsibilities, please be advised that the Seattle regional
office will conduct a financial management review of the payments authorized under
Attachment 4.19-D, Part I of the State Medicaid plan and funded through certified public

“expenditures. The purpose of this review will be to ensure that claimed 'expendi@ 61‘6
accurate and that claims for Federal funding are matched by adequate non-Federal




funding. If you have any questions, please call Joe Fico of the National Institutional
Reimbursement Team at (206) 615-2380.

Sincerely,

Pl ook

Dennis G. Smith
Director
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ATTACHMENT 4.19-D, Part 1
Page 1

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS
Effective July 1, 2008

Section 1. introduction:

This State Plan Amendment (SPA) to Attachment 4.19-D, Part |, describes the overall payment
methodology for nursing facility services provided to Medicaid recipients: (1) by privately-
operated nursing facilities, both non-profit and for-profit; (2) by nursing facilities serving veterans
of military service operated by the State of Washington Department of Veterans Affairs; and (3)
by nursing facilities operated by public hospital districts in the state. Both privately-operated and
veterans' nursing facilities share the same methodology. Facilities operated by public hospital
districts share the methodology described below also, except for proportionate share payments
described in Section XVII below, which apply only to them.

This SPA is submitted by the single state agency for Medicaid, the State of Washington
Department of Social and Healith Services ("department" below).

Excluded here is the payment rate methodology for nursing facilities operated by the
department's Division of Developmental Disabilities, which is described in Attachment 4.19-D,
Part Ii.

Chapter 388-96 of the Washington Administrative Code (WAC), chapter 74.46 of the Revised
Code of Washington (RCW), as they existed on July 1, 2006, and any other state or federal laws
or regulations, codified or uncodified, as may be applicable, are incorporated by reference in
Attachment 4.19-D, Part|, as if fully set forth.

The methods and standards used to set payment rates are specified in Part | in a comprehensive
manner only. For a more detailed account of the methodology for seiting nursing facility payment
rates for the three indicated classes of facilities, consuit chapter 388-96 WAC and 74.46 RCW, as
amended for July 1, 2001, and July 1, 2002, rate setting.

The methods and standards employed by the department to set rates comply with 42 CFR 447,
Subpart C, as superseded by federal legislative changes in the Balanced Budget Act of 1997.

TN# 08-015 Approval Date  ppp 21 2007 Effective Date 7/1/06
Supersedes
TN# 05-008




ATTACHMENT 4.16-D, Part |
Page 2

STATE PLAN UNDER TITLE XiIX OF THE SOCIAL SECURITY ACT

Stats WASHINGTON

Segtion 1. General Provisinns:

sdedicaid rates for nursing Facility care in Washinglen continue to de facility-agesific, Prior 1o rale setling,
nursing facilitics' costs and other reported data. such as resident days, are examined, to ensure accuracy
and o determine cosls aflowable for rale selling.  Washington conlinues to be a state uiilizing fagility-
specific cosl data, subject lo applicable Imils, combined with facilily-specific and regularly-updated
rasident gase mix dala, to sel rates,

A iacility's Medicald rate comtinues o represert a lotal of zeven component rates: (1) direct care, {2)
therapy care, {3) support services, (4} operations, (G} variable return, {8) property, and (7) financing
allowance,

Medicaid rutes are subject to a "budget dial”, under which the depariment Is required fo reduce rates for
all participating nursing faciflies statewide by a uniform percentage, sfter nofice and on a prospective
hasls only, if the slatewide average facility lotal rate, welghted by Medicald rasident days, approaches an
overall limit for a particular state fiscal year,  For SFY 2006 (July 1. 2005, lo Juna 30, 2008) the budgat
dinl is $149.14 por resident day, and for SFY 2007 (July 1, 2006, 10 June 30, 2007) it is $156.41 por
resident day.  The budget dial supersedes all rate setling principles in chaplers 74.46 RCW and 388.90
WAG,

Direct care and operations componeni rales for July 1, 2006 and laler are based on gxamined, adjusted
costs and residant days from 2003 cost reports. Therapy care and support services component rales for
July 1, 2006 and later are based on examined, adjusted costs and resident days from 1999 cost reports.

in contrast, properly and Bnancing allowance componenis continue 1o be rebased annually, ulilizing each
{aciiity’s cost report data for the calendar year anding six months priar to the commencement of the July 1
component rates,

Effective July 1, 2006, each Tacility's variable return component rate alivcation is seito its June 30, 2006
variable return component rate allocation,

TNK 06015 T Approval Date; | Effective Date: 71106
Supersetles FEB 2 1 2007
Th# 05-006




ATTACHMENT 4.19-D, Part !
Page 4

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

Siale WASHINGTON

NURSING EACILITIES AND SWING BED HOSPITALS {cont)

Seclion {il, Kinimum Ocoupancy Tor Rale Setting and Fluctuations in Liconsed Beds {cont.}

Rates in all components for alf faciliies on and after July 1, 2001, continue to be subject to a downward
ravision, if indicated, 1o reflect a recalculation of minimum occupuncy when a facilily's licensed beds are
increased {or "unbanked"} by converted previously dedivensed beds back o licensed status under
chapter 70.38 RCW.

However, effective July 1, 2001, for all facilities except essuntial communlty providers, component rates in
direct care, therapy care, support services, and variable return only continue to be subject o an upward
revision, 1f indicted, when a facility's licensed bads are reduced {or "banked”) under chapter 70.38 RCW.

Effective July 1, 2001, for all faciities excepi essential community providers, operations, properly, and
financing allowance component rates are not subject 1o ingrease when ficensed beds are reduced under
chapter 70.38 RCW, on or after May 26, 2001,

Effective July 1, 2007, for essenilal community providers, rales in all components will continue to be
subject to an increase, if indicated, In response to a reduclion inlicensed beds under chapter 70.38 RCW,
regardiess of when the reduction occurs.

if a faciily's affected componeni rates are revised downward or upward, in response o an Iicrease of
reduction, respectively, in its licensed bods under chapter 70.38 RCW, any revision is accompfished by a
recaloutation of minimum oceupancy. The departiment lests the facility's 1999 resident days or prior year
residant days, as applicable, against the facility's new licensed bed capacity.

A per resident day cost adjustment is made, revarsed or medifled, as may be indicated, and any rate
revision is matea prospectively, effective 25 of tha date ficensed bed capacily is increased or reduced.

Eifective July 1, 2008, the minimum occupancy assumplion is eliminated from the caleulation of the diract
care component rate for all facilities, This includes the calculation of the direct care component rate for
facilities returming previously banked beds fo aclive stalus.

TN# 06-018 ) Approval Date 8 [" I 91 007 Effactiva Date: 7/1/06
Supersedas 1S -
Thi# 05-008
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ATTACHMENT 4.19-0, Part !
Page 8

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (cont}

Section V1. Direct Care Component Rate:

This component rate, which averages approximately 55.0% of each parlicipating facllily's tolal Medicaid
rale, corresponds (o one resident day of care for in nursing servives, including supplies, excluding therapy
care services and supplies.

Effective July 1, 2001, direct care component rates are costrebased using adjusted direct care costs
taken from 1006 cosl reporls, and applying case mix principles;  howaver, the oplion o receive a "hold
farmiass” direct care component rate for qualifying nursing facllities will continue for the Juiy 1, 2001,
through June 30, 2002, prospective rate period.  The direcl care component rates of some facililies will
be subject to upward adjusiments for economic trends, as specifled above, effective July 1, 2007, and
July 1, 2002, {See Section V, Adjustmants lo Rales for Economic Trends and Conditions, above.)

Direct care components rales, as all component rates, are subject o polential prospective raduction
under the budget dial described above.

The “hold harmiess” direcl care provision dates back to October 1, 10998, under which a facilily's dircel
care component rate cannot 1all below the fucility’s "nursing services" component rate in cffcct on
September 30, 1998, subjecl to adjustment to climinate therapy sewvices and supplies.

The hold harmless option in direct care will be discontinued for all facilities effective July 1, 2002, Also.
effective July 1, 2001, any factity having ils direct care component rate cstablished on case mix principles
promuigated in law and regulation, shall be ineligible to return to a held harmiess diract care component
rate.

Effective July 1, 2006, direct care component rates are based on 2003 cost reports,

For state fiscal year {SFY} 2002 {July 1, 2001, to June 30, 2002), 45 cenis per resident day is added to
ihe diract care component rates of all participating facilities, afler cost-rabasing, updales for changes in
case mix, and adjusiments for economic trends and conditions, if any. The added money is intended for
use by facilitivs to increase compensation for fow wage earners in each nursing facility, subject 1o use
monitoring by the department. For SFY 2003 (July 1, 2002, to June 30, 2003}, to help preserve thesa
funds sarmarked for low wage workars, the department shall increase by .8 percent the median cost per
case mix unit for oYl three ditect care pesr groups, and direct care component rates for all Taciities will
reflect this increase for SFY 2003,

Effective July 1, 2002, there will bt a one-lime increase in ihe median cost per case mix unil for rate
selling of 2.64 percent for all peer groups, in urder o ease tha transition to case mix only direct care rales
as of this date.

In setting July 1, 2001, diract care component tales, adjusted, allowable direet care costs are taken from
each facilily's 1998 cosi report and, subject to all limitations, are divided by adjusled, total resident days
for cach faclity from the same report, increased, i necessary to the imputed misimum oceupancy
specifled above, {0 derive an allowable cost per resident day far each facility.

fn applying case mix principles for dircel care rate selting, data is taken from facility-complated,
mandatory assessments of individual residents, and using a software program that groups residents by
care needs, tha dapartment determines for each facilily both a facility average case mix ncex {for ot the
facility's resldents) and a Wedicaid average ¢ase mix index {for Medicald residents only). A case mix

TN 06.015 T hpproval Date . FEB 2 1 200/ Effective Gate: 711708
Supersedes
TN# 05-008




ATTACHMENT 4,18-D, Part |
Page 6a

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (conl.)
Section V. Direct Care Component Rale {cont)

index is a number Indicating intensity of nead for services by a rasidenl poputation. or group vithin a
population.

Effective July 1, 2008, the facility average case mix index will be used throughout the applicable cost-
rehasing perod. Also, when eslablishing direct care component rates, the depariment vill use an average
of facilily case mix Indexes from the four calendar quariers occurring during the cost report period used to
rebase he direct care component rate alfocations.

TNZ 06-015 " Approval Date a0y Effective Date: 77106
Supersedes FLB 2 1 2007
TNE -eseems




ATTACHMENT 4.19-D, Part
Page 7

STATE PLAN UNDER TITLE XiX OF THE SOCIAL SECURITY ACT
Slate WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS {cont.)

Seclion V6. Direct Care Component Rate {cont.)

Each facility'’s aliowable direct care cosl per resident day is divided by the faciity's average casc mix
mdex o derve the facility's allowable direct care cost per case mix unil,

For July 1, 2001, rate sctiing, the department will continue 1o arvay facililies' 1999 direct care costs per
case mix unit to determing ntedian cosls per case mix unit for selling rales in direct care,

Effective Jufy 1, 2001, in satting direct care component ralas, the deparimant iz required {o aray-direct
care costs per case mix unit separately for three groups of nursing facilities, also known as peer groups:
{1} those located in high fabor-cost countics; {2) those lacatad In urban counties, which arg nol high labor
cost counties; and (3} those located In nonurban counties,

A “high labor cost county' is "an urban county in which the median allowable fachity cost par case mix unit
is more han ten percent higher than the median allowable facilty cost per case mix unit ameng all other
urban counties, excluding that county.” An “urban county™ is "a county which is located in @ melropolitun
statistical area a3 determined and defined by the United States office of management and budget or other
appropriate agency or office of the federal government.” A "nonlirban county” is “a county which is not
focated in a melropolitan statistical area as determinad and defined by the United Sudes office of
managemen! and budget or other appropriate agency or office of the federal governman(,”

Currently, the only high labor cost county in the stale Is King County, which means for July 1, 2001,
through June 30, 2004 direct care component rates, direct care cost per case mix unit medians are
calculated for: (1) Medicaid nursing facilities in King County; (2) Medicaid nursing facilities in all urban
counties, excluding king Counly; and {3) Medicald aursing facitities in alt nonurban counties.

Continuing for July 1, 2001, rate setting, and all fulure rete selting. a faciily's direct care cost per case
mix unil is adjusted, ¥ necessary, 1o bring it up to a floor of ninely percent, or down to a ceiling of one
hundred ten percent, of the facility's peer croup median cost per case mix unil (high labor cost, urban
excluding high labor cost, or non-urban).

Effective July 1, 2006, the 90% floor in the cost per case mix und is climinated and the ceiling is
increased lo 112%.

Effective July 1, 2001, subject lo applicable adjusiments for aconomic frends and conditions, possible
application of the budgel dial, and the direci care hold harmless provision through June 30, 2002, &
facility's direct care component rate is equal to its allowable direct cora cost per case mix unil from s
1999 cost reporl, multiplied by lts Medicaid average case mix index from the applicable quarter.

Direct care component rates are updated effective the first day of each calendar year quarter {January 1,
Aprit 1, July 1, and Octeber 1) to reflect changes in a {acllity's case mix. The resident assessment data
used for each updale is taken from the calendar quarder commencing six monlns and erding three
months priof to the effective date of each quarterly updale.

Effective July 1, 2006, a new calegory of nuraing {acilitics is ostablished. A “vital tocal provider,” or VLP, is
dofined as a nursing facilily reporting a home office address located in Washinglon State, where the sum
of Madicald days for all Washington facilities reporiing that address as their home office was greater than
215,000 in 2003,

TNi 06-015 " Approvat Date: FEB 2 ] 2007  Effeclive Date: 77106
Supersedes
TN (15-008
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ATTAGHMENT 4.18-13, Part |
Page 7s

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State WASHINGTON

A “hold harmiess” provision s granted 1o ViPs. For a VP, the swm of the facililty's direct care and
operalions component rates calculated as of July 1, 2006 vwill be compared to the sum of those same two
companent rates as of June 30, 2006. If ihe sum as of July 1, 2008 is lower than the sum as of June 30,
2006, then lhe VLP will canlinue fo recelve the dirgol care and oparations component rate allocalions
calculated as of June 30, 2006. In scliing economic frands and conditions adjusiment factors for the
direct care snd operations componsnls rate sllocations, the Legislafure may define different adjusiment
faciors for vital local providers whose rales are sel equat to their June 30, 20006 rates.

TN# 06-015

Approval Dale: o1 0 Effective Dete: 7/1/06
Supersedes FEB 2 1 2007




ATTACHMENT 4.19-D, Pan |
Page 11

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT
State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (cont.}

Section 1X. Operations Componen| Rale:

This componenl corresponds to one resident day of oparations, |{ Includes administrative sorvices.
management, tfilities, accounting, minor building malntenance, olc.

Effective July 1, 2001, lo set the component rate, the dapartment takes data from o facility's 1893 cost
report allowable operations cost, and divides by the greater of adjusted resident days from the same cost
report, or days Impuled at the applicable minimum occupancy, whichever Iz greater.

The dapartiment arrays allowable operations cosls separately for wban and ronurban, and determines
the median cost for each group. The limit is set at the median for each peer group without any percenlage
increass. Cosls used to set gach facllity's operations component rate are the lower of actual allovable
1990 operations cosi at the facility or the median imit for its peer group.

Effective July 1, 2008, tha operations compenent rate Is based on examined, adjusted costs and rasident
days from 2003 cost reporls,

Effective July 1, 2008, a new categary of nursing facilities is established. A “vital local provider,” or VLP, is
defined as a nursing facliity reporting a home office address located in Washinglon State, where the sum
of Medicaid days for all Washinglon facilities reporting that address as their home office was greater than
215,000 in 2003,

A *hold harmless™ provision is granted to VLPs. For a YLP, the sum of the facility's direct care and
operations component rates calculated as of July 1. 2006 will be compared to the sum of those same wo
component rates as of June 30, 2008, If the sum as of July 1, 2006 s fower than the sum s of June 30,
2006, then the VLP will continue to receive the direct care and opcrations component rate allogations
calculated as of June 30, 2006, In sefting economic ltends and condiflons adjustmenl factors for he
direct care and operations components rale allocations, the Legislalure may define different adjustment
factors for vital locat providers whose rales wre set equal to their June 30, 2006 rates,

TNA 06-D15
Supersedes
TN# 05-008

!SppmvaiDaie: FFB 21 2007 Effective Dzte: 77/1/06




ATTACHMENT 4.18-D, Part |
Page 12

STATE PLAN UNDER TITLE XIX OF THE SOCIAL SECURITY ACT

State WASHINGTON

NURSING FACILITIES AND SWING BED HOSPITALS (cont.)

Section X, Varlable Return Component Rate:
The variable return component rate is an incentive to reduce overall cosis,

Effective July 1, 2001, to compule the variable return for cach parlicipating facllity, the departmant ranks
ali Medicaid faciliies according to each faclity's 1999 tofal combined and adjusted direct care, therapy
care, supporl sarvices and operations costs, One ranking exercise is done, without regard to urban or
nonurban peer groups, and tha ranked costs are not reduced by the peer group limils based on peer
group median costs, The array Is then divided inlo Tour quartites, each containing, as nezrly as possible,
the same number of facilitles.

The department thon assigns a percentage {o each facilily, depending on what quarlile it belongs o, as
follows: | percent to those In {he highest quartile, 2 percent fo those in the nex! highest quariile, 3 percent
to those in the next lowesi quarife, and 4 percent 1o those in e lowest quartile.

The percentages calculated from 1999 costs shall remain in effect from July |, 2001, unlit Jung 30, 2004,
Facilities will not be ranked again and no new percentages will be delermined after being done initially for
July 1, 2001; rale setting. If a facilily migrates from one quartile to another resulting from in increase or
decreasa in s 1989 sllowable coste after the percentages are inflially calculated and assigned, iis
percentage will be changed to reflect its new quarlile, and its variable return component rale will be
revised, effective July 1, 2001,

Onee assignad, the spplicable variable refurn percentage is muttiplied by each Taciity's combined per
resident day component ratas in direct care, therapy care; suppost sarvices, and operations to deriva its
variable reluen componant rate; howaver, allowable direct care spending per resident day during lhe
preceding calendar report year will be subslituted for a facility's direct care component rate in ¢aloulating
its variable retlura, if spending was lower Whan its current direct care composent rata. The variable relurmn
componen! rate Is adjusted each time one or more of these component rates Is changed. whethor (6
reflect an adjusiment for economic rends and conditions. @ quarterdy update to reflect a change in case
mix, or for any other rgason,

Effective July 1. 2006, each faciity's variable retum component rate altocation is set lo s June 30, 2006
varlable return component rate allocalion.

TN# 06-016 Approval Date FEB— 2t 2007 Effactive Date 711706
Suparsedes
TN#05-008




