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Executive Summary 
The Department of Social and Health Services would like to thank all of the individuals who dedicated 
their time and commitment to this process of proposing modifications to the state’s nursing facility 
payment methodology.  The Department would also like to specifically acknowledge the participation of 
Representative Joe Schmick who attended numerous stakeholder meetings and gave valuable input into 
this process. 

Nursing facilities care for some of the highest need seniors and individuals with disabilities in 
Washington State. There are currently approximately 10,000 Medicaid-funded nursing facility residents 
in Washington. The number of Medicaid residents in nursing facilities has remained relatively stable in 
recent years despite a growing population in Washington in general. This is because Washington has a 
very robust home and community-based long-term services and supports system of options and many 
individuals receive care in their own homes and community-based settings. With many lower-needs 
individuals not entering nursing facilities, the acuity of nursing facility residents has increased in recent 
years.  

c. 2, 2015 Laws, 2d sp. s section 6 states:

The department of social and health services shall facilitate a work group process to propose 
modifications to the price-based nursing facility payment methodology outlined in section 4 of 
this act and the minimum staffing standards outlined in RCW 74.42.360.  

Therefore, the Department of Social and Health Services, along with the workgroup participants, makes 
the following recommendations for both implementation and improvement to the methodology system 
outlined in Substitute House Bill (SHB) 1274. Some of the workgroup recommendations can be 
executed under SHB 1274 as it is currently written. However some of the recommendations require 
legislative action including:  

• Granting the Department broader authority to pay direct care and indirect care rates at the
median or greater; 

• Using a regional wage index for direct care;
• Using one median statewide for indirect care;
• Removing the certificate of capital authorization;
• Gathering staff hours for the 3.4 hours per resident day (PRD) requirement from the CMS 5-Star

Payroll Based Journal to ease the administrative burden. This requires small changes in the
position titles that count for direct care, as outlined in this report;

• Allowing facilities to count Geriatric Behavioral Health Workers, as defined in this report, as
part of their 3.4 hours PRD, if needed; and

• A narrowly drafted exceptions process for 24-hour Registered Nurse coverage, as defined in this
report.
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Substitute House Bill 1274 and What It Requires 
There are three main components outlined in SHB 1274: direct care, indirect care, and capital. 
Additionally, there is a quality incentive add-on that can be up to 5% of the rate. Reducing the number 
of components moved certain cost centers into components they had not been in previously, e.g. therapy 
costs were moved into the direct care component.  

SHB 1274 addressed staffing in two ways: First, there is a new direct care staffing minimum. 
“Beginning July 1, 2016, facilities must provide a minimum of 3.4 hours per resident day of direct care.” 
Second, for large non-essential providers, the minimum time a registered nurse (RN) must be on staff is 
increased to twenty-four hours per day, seven days per week. Small non-essential providers and essential 
community providers will continue to be required to provide a minimum of sixteen hours per day, seven 
days per week.  

The Office of Financial Management (OFM) has interpreted the FY17 daily weighted rate maintenance 
level as $210.85 per SHB 1274 Section 4(8). This figure includes the Safety Net Assessment at current 
levels. Without the Safety Net Assessment, the daily rate is $195.59.  

For reference, the current process for establishing Medicaid rates for nursing facilities can be found in 
Attachment A and SHB 1274 can be found in Attachment D. 

Workgroup Participants 
Twelve workgroup meetings were held between July 1, 2015 and October 30, 2015. The workgroup 
consisted of two groups. The first group was the broad stakeholder group. Broad stakeholder meetings 
were open to anyone who wished to participate and included provider associations, nursing facility 
providers, nurses, consumer groups, an employee union, and independent consultants as well as a variety 
of state organizations. Two of the broad stakeholder meetings, which were approximately six hours 
each, were largely dedicated to looking at the price-based methodologies in other states and discussing 
what could work in Washington. Two outside consultants, Jim Pettersson of Navigant Consulting and 
Joe Lubarsky of Eljay LLC, were brought in to present on the systems of other states.  

The second subgroup was the executive stakeholder group. This group consisted of one representative 
from each of the following organizations: Washington Health Care Association (WHCA); LeadingAge 
Washington; Providence Health and Services; Office of Financial Management (OFM); SEIU 775; and 
the State Long-Term Care (LTC) Ombuds. Each organization could bring a technical advisor, if desired. 
Depending on the subject of the meeting various representatives and subject matter experts from DSHS 
attended each meeting.  As was mentioned in the executive summary, above, Representative Joe 
Schmick, of the 9th Legislative District, attended numerous meetings and gave valuable input. 

In addition, a technical subgroup was created to look in detail at the cost report and rate modeling. The 
subgroup included industry specialists as well as Department experts and the LTC Ombuds in order to 
address technically complex details outside of the main group. The recommendations of this subgroup 
were brought to the larger workgroup meetings so the data and conclusions of the subgroup could be 
discussed.  
Processes 
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The broad stakeholder group and the executive group met on an alternating schedule. This format 
enabled topics to be discussed at broad stakeholder groups where everyone was allowed to give their 
input regarding the model. The executive stakeholder group considered the feedback from the broad 
stakeholder group in making final decisions regarding the recommendations outlined in this document. 

The group agreed on a guiding principle that the direct care component would make up at least the 
current percentage or greater of the overall rate moving forward. Other guiding principles included 
minimizing rate swings to the extent possible and statute changes necessary to offer the best metrics to 
improve the model regardless of funding limitations. Finally, the group agreed on direction for DSHS 
should additional funds not be secured to improve the capital and quality component of the rates to fully 
implement this improved price-based payment model. 

The first meeting set the precedence for how future meetings would be structured and set rules agreed to 
by the workgroup.  These included defining “consensus” among the group, as well as who had the final 
authority to speak for an organization. The group also agreed that if a topic reached consensus then all 
members of the executive workgroup promised to uphold that agreement. This means that the 
recommendations in this report are the recommendations of DSHS, WHCA, LeadingAge, SEIU 775, 
and the Long-term Care Ombudsman and that all of those organizations will continue to support those 
recommendations as this new system is developed and implemented.  

Workgroup Recommendations 
It is important to note that the following are recommendations provided by the executive stakeholder 
workgroup convened by the Department at the direction of the Legislature through SHB 1274: 

Direct Care 
The direct care component includes the costs of direct resident care, therapy care, food, laundry, and dietary 
services.  
While the statute is silent on the issue of therapy lids, the workgroup recommends eliminating the lid.  

Direct Care Requiring Legislative Action 
There was consensus that the current direct care language did not give the Department enough discretion 
in setting the direct care rates. The legislation sets the direct care rate at one hundred percent of the 
median. A facility-specific direct care rate will be set by multiplying the statewide direct care rate (set at 
100% of the median) by the geographic wage index and then by the facility-specific Medicaid case mix 
index. The suggestion of the group is to change the language of Sec. 4(3) to read: “Direct care must be 
paid at a fixed rate, based on one hundred percent or greater of the facility-wide case mix neutral median 
costs.” Current rates paid in direct care are 110 percent of the median and laundry and dietary are paid at 
108 percent of the median. 

Consensus was reached that the use of metropolitan statistical area (MSA) and non-metropolitan 
statistical area (non-MSA) did not adequately reflect the varying costs across Washington. Therefore the 
workgroup recommends that a wage index, to be calculated by the Department, be used in place of 
MSA/non-MSA designations. The direct care rate should be regionally adjusted using a statewide wage 
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index created using the relative wage rates for RNs, LPNs and NACs by county. Wage data for RNs, 
LPNs and NACs is available in the Bureau of Labor and Statistics wage data.  
An overall average wage by county shall be determined using the statewide average percentage of RN, 
LPN and NAC hours. Using a regional wage adjustment negates the need to set separate urban and rural 
medians. 

Indirect Care 
The indirect component includes administrative expenses, maintenance costs, and housekeeping services.  
While the statute is silent on the issue of the home office lid, the workgroup recommends eliminating the 
lid.  

Indirect Care Requiring Legislative Action 
There was a consensus that the current indirect care language did not give the Department enough 
discretion in setting the indirect care rates. Currently the legislation sets the indirect care rate at ninety 
percent of the median. The suggestion of the group is to change the language of Sec. 4(4) to read: 
“Indirect care must be paid at a fixed rate, based on ninety percent or greater of the statewide median 
costs.” Additionally, the group recommends using one statewide median without adjusting for 
metropolitan and nonmetropolitan statistical areas. Using a statewide median helps support rural 
providers by setting their rate several dollars higher with only a minor decrease in the rural rate. The rate 
will be set at 90 percent of the median. Current rates paid in operations are 100 percent of the median 
and housekeeping expenses are paid at 108 percent of the median. 

The Indirect rate will be set using the greater of actual occupancy or occupancy imputed at 90 percent of 
licensed beds. For the purpose of the occupancy adjustment licensed beds will include those beds 
banked under alternate use. 

Capital – Fair Market Rental 
The capital component is a real property per bed rental rate.  
There are different methods of calculating fair market rental; the workgroup agreed to use the gross fair 
market rental calculations for the capital component.  

The Fair Rental Value rate will be set using a depreciated price per square foot times the facility age as 
adjusted for significant renovations over the past 20 years times a rental rate of 7.5% adjusted to a 
minimum occupancy threshold of 90%.  The calculation includes the following metrics: 

• The FRV will use the actual facility age as adjusted for significant renovations defined as those
renovations that exceed $2,000 per bed in any given calendar year.  The Department had
renovation data available back to 1994.  Facility age shall be reduced in future years if the value
of the renovation completed in any year exceeds $2,000 times the number of licensed
beds.  Year-to-year adjustments will be made according to the formula found in Attachment B.
At no time will the maximum age of a facility exceed 44 years for the purpose of the FRV
calculation.

• In setting the base value, the workgroup debated at length using a flat amount per bed versus a
dollar amount per square foot up to a maximum number of square feet per bed.  It was
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determined that a square foot per bed method better met the goals of encouraging a comfortable 
living environment.  It was determined the maximum square feet per bed will be 450.   

• While the group agreed to use per bed square footage as a factor in the capital portion of the rate.
The Department currently has some square footage information, but facilities each calculate it
differently. Therefore it was decided to use a standard square footage of 400 per bed effective
July 1, 2016.  In the meantime, the Department would provide clarity on how to accurately and
properly calculate nursing home square footage for the next cost report. That information would
be used to set the FRV rate effective July 1, 2017.

• The base value per bed will be regionally adjusted using the RS Means construction index.

• The base amount per square foot will be adjusted annually utilizing the national percent change
in the RS Means construction index.

• The workgroup determined that a “fair” Fair Rental Value system using the metrics identified
herein should generate a capital component at approximately $13.50 per patient day.  Should this
rate exceed the maintenance level appropriation for capital, the Department shall reduce the
weighted average rate by reducing the dollar amount per square foot from $167.78 down to
whatever dollar value is necessary to meet the projected maintenance level budget.

Recommendations Based on Maintenance Level Funding 
Note: Maximum Square feet per bed is 450 except for the first year, all facilities are 
inputted at 400 square feet per bed 

Workgroup 
Recommendations 
Without Revenue Box 

DSHS Adjustment to Fit 
in Revenue Box 

Base Age Data Cost Report Cost Report 
Allowable Renovation 
Threshold 

$2,000 $2,000 

Maximum Facility Age 44 44 
Amount per Square Foot $167.78 $136.25 
Maximum Square fee per bed 450 450 
Equipment Valuation 10% 10% 
Land 10% 10% 
Location Adjusted Yes Yes 
Depreciation 1.50% 1.50% 
Rental Rate 7.50% 7.50% 
Occupancy 90% 90% 
Floor None None 
Ceiling None None 
Weighted Average Rate $13.51 $10.86 
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Capital – Fair Market Rental Requiring Legislative Action 
The workgroup recommends that the certificate of capital authorization be removed. This will require 
RCW 74.46.803 Certificate of capital authorization – rules – emergency situations and RCW 74.46.807 
Capital authorization – determination be repealed. Additionally, RCW 74.46.020 Definitions and RCW 
74.46.431 Nursing facility medicaid payment rate allocations-Components-Minimum wage-Rules would 
need to be amended to reflect the removal of the certificate of capital authorization.  Furthermore, the 
group recommends any reference to the certificate of capital authorization be removed from the 
biennium operating appropriations section 206. The new system for determining the capital component 
using fair market rental means that a certificate of capital authorization program is no longer necessary.   

Quality Enhancement Add-On 
The quality enhancement add-on is for facilities that meet or exceed a standard established for the quality 
incentive. It may be no larger than 5% of the rate. 
For the launch of the program, the workgroup recommends the use of the Minimum Data Set (MDS) 
measures for the quality enhancement add-on. This data is already collected by CMS and readily 
available.  

To launch the program the Department will measure percent of long-stay residents who self-report 
moderate to severe pain, percent of high-risk, long-stay residents with pressure ulcers, percent of long 
stay residents with a urinary tract infection, and percent of long-stay residents experiencing one or more 
falls with major injury. All providers will have the opportunity to receive some level of a quality 
enhancement payment. After a period of a year or two, measurements for staffing turnover and percent 
of low-risk, long-stay residents who lose control of their bowel or bladder will be added.  

The executive workgroup recommends that quality measures be reviewed yearly by a quality 
stakeholder workgroup so that measures can be added or changed if necessary. For example, if a 
measure is significantly improved over time, the Department, with input from the workgroup, may 
choose to replace that incentive with another area that still needs improvement.  

3.4 Hours Per Resident Day Requirement  
Beginning July 1, 2016, facilities must provide a minimum of 3.4 hours per resident day of direct care.  
The financial incentive for compliance will be rolled out in stages. During the first quarter of the new 
staffing requirements (July 1, 2016 – September 30, 2016) the Department will review the numbers. If a 
facility is below the average they will be sent a letter and required to submit a plan for increasing their 
staffing to meet the statutory minimum. There are no fines issued this quarter.  

In the second quarter of the new staffing requirements (October 1, 2016 – December 31, 2016), the 
Department will start issuing fines for facilities out of compliance. Beginning October 1, 2016, there 
will be two levels of fines. If a facility is out of compliance, the Department will calculate what it would 
cost that facility to hire the missing staff. That cost will include wages, benefits, etc. If a facility is 
staffing to the required RN level, then the missing staff calculation will use CNA costs only. That cost 
will be multiplied by 1.5 for the total fine amount for the first quarter out of compliance. If a facility is 
out of compliance a second quarter, the cost of missing staff for the second quarter will be multiplied by 
2. For each quarter missed after that, that quarter’s costs for missing staff will be multiplied by 2. There
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will be a facility-based lookback of three years since the last violation. Thus a repeat violation that is 
more than three years since the most recent violation will start over at 1.5.   

A concern raised by the workgroup was that these new staffing requirements, when combined with a 
change to nursing facility rate methodology, is a lot for facilities to learn in a short period of time. It was 
recommended that there needs to be education for the facilities on the new staffing requirements so they 
understand how they work, what is counted, etc.  

3.4 Hours Per Resident Day Requirement Requiring Legislative Action 
The workgroup is concerned with the additional administrative burden to providers and the Department 
to implement a direct care staffing minimum.  
As a result, the workgroup recommends using the current Centers for Medicare and Medicaid (CMS) “5-
Star Domains” as a proxy for measuring direct care hours. The 5 Star Domains look at the staffing 
around federal tags F39-F45 on the CMS-671 form, which are:  

• F39 - RN Director of Nursing
• F40 - Nurses with Administrative Duties
• F41 - Registered Nurses
• F42 - Licensed Practical/Licensed Vocational Nurses
• F43 - Certified Nurse Aides
• F44 - Certified Nurse Aides in Training
• F45 - Medication Aides/Technicians

Currently, the reporting for the 5-Star Domains is voluntary, but CMS has scheduled the reporting to 
become mandatory on July 1, 2016 as part of the Payroll Based Journal. Using payroll and census data 
for the CMS Payroll Based Journal, the Department would extract data and conduct a quarterly review. 
This compliance analysis would be done on a quarterly basis and would look at a staffing per day 
average for that quarter. The Department will be checking the numbers reported to ensure that they are 
averaging out to actual daily staffing and that the staffing is not varying wildly throughout the quarter.  

By using the CMS 5-Star Domains, the staffing measured would be hours worked by employees in job 
categories and not a detailed measure of the actual hours of direct care work performed by employees. 
This means that some direct care hours provided by staff not reported to CMS are not captured, while 
some hours that are not direct care but worked by reported staff are captured. The group agreed that the 
benefits of using an accessible, existing system that minimizes the administrative burden on both 
facilities and the Department outweighed the potential minimal inaccuracies.  

Though there was not consensus among work group members that RN Director of Nursing (F39) and 
Nurses with Administrative Duties (F40) spend the majority of their hours providing direct care, for 
administrative efficiency there was a recommendation among the workgroup members to allow for 
inclusion of all of their hours providing hands-on care related to activities of daily living and nursing-
related tasks, as well as care planning.  

The workgroup recommended another category of staff, currently not part of the CMS 5-Start Domains, 
which can be looked at if needed for a facility to meet the 3.4 hours staffing minimum. This additional 
category is a Geriatric Behavioral Health Worker. A Geriatric Behavioral Health Worker must have a 
Bachelor’s or Master’s degree in social work and have received specialized training devoted to the 
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mental health problems and treatment of older adults. A worker with only a Bachelor’s degree must be 
directly supervised by an employee who has a Master’s in social work or is a registered nurse. They 
must also have at least three years’ direct care experience in a long-term care or behavioral health care 
setting that cares for individuals with chronic mental health issues, dementia, and/or intellectual and 
developmental disabilities. They must have advanced practice knowledge in aging, disability, mental 
illness, Alzheimer’s disease, and developmental disabilities. Currently, the legislation states “direct care 
includes registered nurses, licensed practical nurses, and certified nursing assistants.”  In the event that a 
facility does not meet the 3.4 hours of minimum staffing, they could submit documentation in the form 
of timesheets for Geriatric Behavior Health Workers for the Department to review.  
The Department will need to include the definition of Geriatric Behavioral Health Worker as well as the 
criteria for counting the hours worked as direct care within the Washington Administrative Code.  

24-Hour RN Coverage for Large, Non-Essential Community Providers Requiring 
Legislative Action 
Beginning July 1, 2015, large non-essential community providers must have a registered nurse on duty directly 
supervising resident care twenty-four hours per day, seven days per week.  
The workgroup recognizes that there is a workforce shortage of Registered Nurses (RNs) in Washington 
State. In addition, it can be difficult to locate RNs in certain communities. This is largely mitigated by 
the fact that the new 24-hour RN coverage mandate only applies to large, non-essential community 
providers. However, there were concerns raised within the workgroup regarding some providers’ ability 
to locate and hire enough RNs to meet the new requirements. Therefore, the workgroup recommends a 
limited exceptions process for this new requirement. It would be a one-year exception that is renewable 
for up to three years. The group recommended re-examination of this process after three years. The 
facility would need to be offering comparable salary and benefits for the area. In addition, a majority of 
the facilities in the area would also need to be legitimately struggling with staffing. If the exception is 
granted, the facility may only admit residents when an RN is present. The definition of admissions used 
by Residential Care Services was recommended. If a facility receives an exemption, that information, 
along with the exemptions requirements will be put on the Department’s online Nursing Home Locator.  

The Department would contract with a third party to conduct a salary and benefits surveys to determine 
if a facility is paying competitive wages and benefits for their area.  

Joint Stakeholder Statement Regarding Funding 
It is important to note that the following statements are not the Department of Social and Health 
Services’ recommendations; they are statements provided by the executive stakeholder workgroup 
convened by the Department at the direction of the Legislature through SHB 1274: 

“The stakeholder workgroup has spent countless hours discussing our collective concerns on 
recommending justifiable and sound payment metrics for the new payment system given the current 
revenue situation. We collectively reviewed data, modeled many options, and discussed what was 
needed to fully implement this new price-based payment system. One approach was to come up with 
sound metrics we could all agree to, whatever the cost might be, so that it could be clearly understood 
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what is necessary to fully fund the new system. Another approach was to come up with payment metrics 
simply to fit in a revenue box. When modeled, the stakeholders did not consider the metrics in this latter 
approach reasonable in part, because they created additional rate swings and harmful levels of revenue 
losses to many Medicaid providers. As a compromise, the stakeholders came up with payment metrics 
for the first year of implementation that were as close to the revenue box as possible, but not at the level 
necessary for fully supporting the price-based system and certainly not at the level for enhancing 
resident quality in the system the way that SHB 1274 guides us in terms of policy. The Department of 
Social and Health Services agreed to allow us to include a collective statement on this topic.  

Using this approach, the stakeholder workgroup recommends a first year model which produces a 
statewide weighted average rate for fiscal year 2017 of $198.89 excluding the Safety Net Assessment 
payback. This is approximately $3.52 per resident day above the maintenance level rate of $195.59 and 
therefore would require an additional general fund state investment of about $6.5 million in policy level 
for FY 2017. The additional funding, as recommended by the stakeholder workgroup, for fiscal year 
2017 moves us closer to achieving the goals of SHB 1274, but it should be recognized as only a starting 
point. 

Unlike most other Medicaid programs in Washington that have begun to see renewed investment by the 
State in publicly-funded services, the skilled nursing facility program  has been paying for more 
complex care needs out if its own pocket for the last 7 years. Skilled nursing facility providers in 
Washington have not seen any general fund-state dollars allocated to this program since 2008. In fact, 
reductions over this time period to the base payment rates have decreased the public funding obligation 
by $60 million in state general funds that would have otherwise been needed in this program area. Costs 
for publicly-funded beds that were once covered using tax revenue paid by the citizens for the common 
public good, are now paid for through the establishment of a $21 per day fee assessed on nursing 
facilities for most of the clients they serve, including those paying privately for their own care. 

As for efficiencies, Washington has done a good job of redirecting clients who utilize Long-Term 
Services and Supports (LTSS) to lower-cost settings. Out of approximately 60,000 LTSS Medicaid 
clients, only 16 percent are served in a skilled nursing facility which makes Washington one of the 
lowest in the nation (see Table 1). According to the Department of Social and Health Services Research 
and Data Analysis (RDA) division, these rebalancing efforts have created a cost avoidance of $2.7 
billion in public funds over the last fifteen years.  

While our state has done a good job of reducing surplus nursing home beds in the system, those that 
remain are an important component needed to meet the demand of the age wave. In reality, there is still 
a need for partnerships with skilled nursing facilities to provide publicly-funded care. According to the 
U.S. Department of Health and Human Services, people aged 65 and over face a 40 percent chance of 
entering a nursing facility, with a 20 percent chance of staying long-term. AARP ranks Washington 2nd 
in the nation for services to older adults, but 34th in the nation in terms of long-term care spending. The 
ability to do more with less is finite and we believe we are at a critical juncture. The nursing home of 
today is not the nursing home of yesterday, and we believe it is more important than ever to focus on 
improving quality, supporting a robust staffing model, and providing a respectable living environment 
for the small percentage of this state’s vulnerable and poor senior citizens who will need care in skilled 
nursing facilities. The additional funding, as recommended by the stakeholder workgroup, of $3.52 for 
fiscal year 2017 moves us closer to achieving these goals, but it should be recognized as a starting point.  
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Further, the need for skilled nursing care has taken on heightened importance as we collectively focus 
on shortening and reducing costly hospital stays and rehabilitating our residents so they may remain in 
the least restrictive setting or safely return to their homes or another community setting, when possible. 
The increasing complexity of client care as well as the need to provide a safe, healthy, and comfortable 
environment for residents has required nursing facilities to take on new financial obligations. This 
includes increased professional staffing and competencies, technological improvements to capture and 
communicate complex health care needs with other care providers, and the provision of medical 
equipment and treatment modalities often seen in hospitals. In addition, almost one-half of our skilled 
nursing facility buildings are over 40 years old and renovations are needed in many of them.   

The 2015 Legislature decided it wanted to reform the way payments are calculated to pay for publicly 
funded skilled nursing facility services. Therefore, in good faith, a broad coalition of stakeholders, 
including the LTC Ombuds Program, SEIU 775NW, LeadingAge Washington, Providence Health & 
Services, and the Washington Health Care Association have spent countless hours hammering out the 
details of this new payment system. However, additional funds are needed to implement this new system 
while also establishing quality incentives that actually improve care, implementing minimum staffing 
standards, and providing reasonable payments that incentivize safe and clean living conditions in our 
nursing homes.  The nursing facility providers have been good partners to the state and it is time to 
renew the investment of public funds in this program. The two highest ranked items in terms of 
importance in client surveys are first- staffing and staff responsiveness, and second- a respectable 
physical environment. We owe it to the small percentage of vulnerable and poor senior citizens who will 
inevitably enter skilled nursing facility services in Washington State and who rely on us for good care.   
Please appropriate an additional $6.5 million in State general-funds in fiscal year 2017 ($5 million for 
the capital component and $1.5 million for the direct care component) to ensure a good foundation for 
this new payment system and to drive quality and improvements in care for all nursing home residents.” 

Stakeholder Exhibit: Table 1: The number of residents in certified nursing facilities as compared 
to the state population age 65 and older. 

Location 2014 
Population 

65+ 

Number of residents in 
Certified Nursing 

facilities 

Percent 

Alaska 72,400 622 0.90% 
Hawaii 213,300 2,221 1.00% 
Oregon 644,700 7,079 1.10% 
Arizona 986,700 11,118 1.10% 
Nevada 386,900 4,788 1.20% 
New Mexico 359,000 5,453 1.50% 
Washington 1,011,800 17,063 1.70% 
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Utah 321,200 5,522 1.70% 
South Carolina 794,400 14,697 1.90% 
Idaho 205,600 3,901 1.90% 
California 4,747,900 97,970 2.10% 
Georgia 1,288,200 27,517 2.10% 
Florida 3,268,400 73,275 2.20% 
Vermont 113,500 2,690 2.40% 
Colorado 653,800 16,347 2.50% 
Virginia 1,133,400 28,457 2.50% 
North Carolina 1,417,500 35,969 2.50% 
Delaware 157,000 4,281 2.70% 
Michigan 1,446,400 39,447 2.70% 
West Virginia 318,300 8,852 2.80% 
Maine 218,200 6,175 2.80% 
Maryland 862,200 24,513 2.80% 
Tennessee 946,700 27,504 2.90% 
Montana 153,500 4,564 3.00% 
United States 44,507,600 1,347,983 3.00% 
Wisconsin 889,400 27,171 3.10% 
Wyoming 75,500 2,340 3.10% 
Texas 3,000,900 93,086 3.10% 
District of 
Columbia 

80,100 2,523 3.10% 

Alabama 712,900 22,743 3.20% 
New Hampshire 200,900 6,775 3.40% 
Arkansas 501,100 17,596 3.50% 
Oklahoma 528,000 18,938 3.60% 
New York 2,888,800 105,131 3.60% 
New Jersey 1,210,100 45,242 3.70% 
Minnesota 707,400 26,616 3.80% 
Pennsylvania 2,077,100 79,442 3.80% 
Missouri 1,003,800 38,409 3.80% 
Kentucky 598,700 23,386 3.90% 
Ohio 1,882,300 74,828 4.00% 
Louisiana 638,800 25,873 4.10% 
Mississippi 388,700 16,139 4.20% 
Indiana 931,400 39,028 4.20% 
Nebraska 271,600 12,011 4.40% 
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Illinois 1,611,400 72,542 4.50% 
Massachusetts 890,500 41,044 4.60% 
Kansas 387,100 18,046 4.70% 
Rhode Island 169,200 8,020 4.70% 
Connecticut 500,800 24,203 4.80% 
South Dakota 127,100 6,374 5.00% 
Iowa 429,400 24,849 5.80% 
North Dakota 83,800 5,603 6.70% 

Data extrapolated from Kaiser Family Foundation’s interactive online data reports. See sources below. 

Kaiser Data Sources 

Population:  
Kaiser Family Foundation estimates based on the Census Bureau’s March 2014 Current Population Survey (CPS: 
Annual Social and Economic Supplement). 

Numbers of Residents in Certified Nursing Facilities:  
FC. Harrington, H. Carrillo, and R. Garfield. Department of Social and Behavioral Sciences, University of 
California, San Francisco, and Kaiser Family Foundation. “Nursing Facilities, Staffing, Resident and Facility 
Deficiencies 2009 through 2014 

Dissent 
Dissent pieces were authored by their respective organizations. 

Tax Pass Through 
Washington Health Care Association 
“The original version of HB 1274 addressed a “tax pass through” in the following sentence: “The 
indirect care component must be adjusted to reflect the payment of real estate, personal property, and 
business and occupational taxes in establishing the rate.” In addition, the issue was raised in stakeholder 
meetings that were conducted during the legislative session. Despite the fact that the issue of a “tax pass 
through” directly impacts the indirect care component, and was squarely addressed during the legislative 
session, some members of the SNF Reimbursement Reform Stakeholder Group determined that the issue 
of a “tax pass through” is outside scope the stakeholder workgroup’s authority. WHCA disagrees.”  

LeadingAge Washington 
“The law as reflected by Substitute House Bill 1274 does not include a tax pass through component. The 
tax pass through language was amended out of the bill by the legislature before it was enacted into law. 
Section 4 (2) of SHB 1274 requires a price be set using “industry-wide costs.” Those industry-wide 
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costs are then to be housed in one of three components, Direct Care, Indirect Care or Fair Market Value. 
A tax pass through is contrary to the price-based payment principles and framework set by the 
legislature because it attempts to recognize a single cost outside of the established price. We agree with 
other stakeholders on the DSHS ruling that the tax pass through is outside the scope of the stakeholder 
workgroup’s authority.” 

3.4 Hours Per Resident Day Exceptions 
Washington Health Care Association 
“The 3.4 "hours per resident day" (HPRD) figure is one that was arrived at without any detailed analysis. 
The figure is a "best guess" based on cost report data that has never been questioned or audited. 
WHCA believes that there are approximately 30 facilities that currently find themselves under the 3.4 
HPRD requirements. But, unfortunately, we will not really know how many facilities will be impacted 
until the recording and reporting of the data begins. We need to be careful as we move forward. 

Washington is moving from a system that had no minimal "hours per resident day" (HPRD) staffing 
requirements to a new system that has the fifth highest requirement in the nation.  
Other states that have implemented such high HPRD standards have allowed sufficient time for 
providers to meet these new standards. For example, Florida allowed a multi-year phase-in, and even 
then, it had to back off from its overly-optimistic staffing minimums due to a shortage of qualified 
workers. 

In Washington, there are providers who will be required to increase staffing while being paid a Medicaid 
rate that will not cover the cost of the staffing increases because the benefits of the new system will not 
be fully phased in until July 1, 2019. In addition, for some providers, finding adequate staffing will be a 
challenge given their facility's location and a tight job market. Granting a limited exception that allows a 
small number of facilities the time to let their staffing ratios catch up to their rates will help mitigate the 
funding issue—it will not address that labor market issue.  

WHCA is not asking for a multi-year phase in of the 3.4 HPRD standard. Rather, WHCA supports a 
limited exception that allows those few facilities currently below 3.4 HPRD the time to allow their 
Medicaid rates to catch up to the new staffing requirements. Some communities will be able to do this 
quickly; others will need a little more time.” 

Conclusion 
The nursing facility methodology change found in SHB 1274 is a modification that affects many parties. 
The proposed alterations and implementation ideas brought forth in this report reflect months of 
planning and compromise among the stakeholders and state agency staff. It is with that in mind that the 
executive workgroup asks that the report and its recommendations be carefully considered.  
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Attachment B: A formula that the Department will use to calculate the ages of facilities 

Attachment C: 5-Star Quality Rating System Technical Users’ Guide – published by the federal 

Centers for Medicare and Medicaid Services 

Attachment D: SHB 1274 
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Attachment A 
Methodology that SHB 1274 replaces 

Medicaid rates for long term care nursing facilities are set individually for each specific facility.  Rates 
are based generally on a facility’s costs, its occupancy level, and the individual care needs of its 
residents.   

Component Details Date 
implemented 

Direct care Nursing and related care 10/1/1998 
Therapy care Speech, physical, occupational and other therapy, 

set at  
10/1/1998 

Support services Food and dietary services, housekeeping, laundry,  10/1/1998 
Operations Administration, utilities, accounting, maintenance, 10/1/1998 
Property Depreciation allowance for real property 

improvements, equipment and personal property 
used for resident care 

10/1/1998 

Financing allowance Return on the facility’s net invested funds 5/17/1999 
Low wage worker add-on Optional. Intended to increase wages and benefits 

and/or staffing levels in lower paid job categories. 
7/1/2008 

Second low wage worker 
add-on 

Optional. Similar to the previous low wage worker 
add-on, but some eligible job categories are different 

7/1/2014 

Pay-for-performance add-
on 

To be eligible a facility must have a direct care staff 
turnover rate of 75% or below. 

7/1/2010 

1% reduction of rates to 
facilities that have a direct 
care staff turnover higher 
than 75%  

The money reduced in rates for facilities with high 
turnover is used to cover the cost of the pay-for-
performance add-on 

7/1/2010 

Direct care rate add-on One-time, temporary extended for one year 7/1/2014 
Support services rate add-
on 

One-time, temporary extended for one year 7/1/2014 

Therapy care add-on One-time, temporary extended for one year 7/1/2014 
Comparative add-on Rates calculated 7/1/15 were compared to rates on 

6/30/10. If the rate was lower the difference was 
paid in this add-on.  

7/1/2011 

Acuity add-on If a facility’s direct care rate on 7/1/15 was higher 
than on 6/30/10 their direct care rate was increased 
10% to account for taking higher acuity residents.  

7/1/2011 

Safety Net Assessment 
add-on 

A payment component that covers the cost of the 
Safety Net Assessment fee charged to the facilities 
for Medicaid resident days in nursing facilities. 

7/1/2011 
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Attachment B 

Slide presentation of: Impact on Age Due to Renovation  
Source above: Joseph M. Lubarsky 7/30/2015 Presentation of "Fair Market Rental Approach" 

Explanation of how a revision of age is calculated for a facility per year: 
Per the Slide in columns A to G  presented by Joseph Lubarsky on 7/30/2015: 

1 Price Per Bed set at $90,0000 
2 Accum Depr.   for new renovation is calculated $90,000 * 25 yrs. * 1.5% = 33,750 
3 500,000 renovation / 33,750 accum depr = 14.82 new bed equivalent 
4 100 beds - 14.82 = 85.18 Existing Beds.   
5 85.18 * 25 yrs. = 2,130 
6 Divide by 100 Total beds = 21.30 new age which reduced the original 25 yr. age 

Adjusted Age for Each Facility is summarized in the "Summary" sheet. 
Using the above steps: 

1 Renovations were determined using the difference between each year for reported 
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Attachment B 

 adjusted Costs (RC14) for #1402 Building, #1403 Building Improvements, 
#1404 Fixed Equipment, and #1408 Leasehold Improvements. 

2 Each increase per year in step 1 was divided by 2015 DOH Licensed beds to determine 
 if renovation Price Per Bed was  equal or greater than $2,000. 

3 The base year and age was 2014 year and 2014 reported age. 
4 The calculation done above using the below Medians reduced the 2014 reported age 

starting with 1994 and trickling the new revised age to each year until 2014. 
The worksheets for 1994 to 2014 used an estimated Price Per Bed RS Means Median 
 using actual RS Mean 2015 as an estimator using National Historical Cost Indexes for 
 a Square Footage Price Per Bed Median. 

5 After steps 1 to 4 the final age is then reduced to 44 years if the revised age 
is more than 44 years old. 

RS Means 

 Year 3/4 Column Median 

National 
Historical Cost 
Indexes Percentage Change 

1994 44,000 34,000 50.00% 
1995 44,958 34,740 105.6 51.09% 
1996 46,363 35,826 108.9 52.69% 
1997 47,470 36,681 111.5 53.94% 
1998 48,364 37,372 113.6 54.96% 
1999 49,641 38,359 116.6 56.41% 
2000 50,620 39,116 118.9 57.52% 
2001 52,025 40,201 122.2 59.12% 
2002 53,941 41,682 126.7 61.30% 
2003 55,218 42,669 129.7 62.75% 
2004 58,500 43,688 132.8 64.25% 
2005 63,500 48,261 146.7 70.97% 
2006 66,000 51,387 156.2 75.57% 
2007 70,500 54,282 165.0 79.83% 
2008 73,500 56,255 171.0 82.73% 
2009 79,000 60,039 182.5 88.29% 
2010 78,000 59,743 181.6 87.86% 
2011 78,500 61,091 185.7 89.84% 
2012 82,000 63,822 194.0 93.86% 
2013 84,000 64,776 196.9 95.26% 
2014 86,000 66,783 203.0 98.21% 
2015 88,000 68,000 206.7 

The result of the overall revised age is summarized in the Summary sheet in Green.  
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Attachment B 

The original 2014 age is in Blue. 
The levers are in the Summary sheet at the top: 

Minimum 
Price Per Bed 

Cap on Price Per 
Bed AccumDepr Age Limit 

$2,000 $1,000,000 1.50% 44 
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