SENATE BILL REPORT
ESSB 6158

As Passed Senate, April 20, 2007
Title: An act relating to biennial rebasing of nursing facility medicaid payment rates.
Brief Description: Concerning the biennial rebasing of nursing facility medicaid payment rates.
Sponsors:. Senate Committee on Ways & Means (originally sponsored by Senator Prentice).

Brief History:
Committee Activity: Ways& Means. 4/18/07 [DPS].
Passed Senate: 4/20/07, 48-1.

SENATE COMMITTEE ON WAYS& MEANS

Majority Report: That Substitute Senate Bill No. 6158 be substituted therefor, and the
substitute bill do pass.

Signed by Senators Prentice, Chair; Fraser, Vice Chair, Capital Budget Chair; Zardlli,
Ranking Minority Member; Brandland, Carrell, Fairley, Hatfield, Hewitt, Hobbs, Honeyford,
Keiser, Kohl-Welles, Oemig, Parlette, Rasmussen, Regala, Roach, Rockefeller, Schoesler and
Tom.

Staff: Chelsea Buchanan (786-7446)

Background: There are 234 Medicaid-certified nursing home facilities in Washington
providing long-term care services to approximately 11,500 Medicaid clients. The payment
system for these nursing homes is established in statute and is administered by the
Department of Socia and Heath Services (DSHS) Aging and Disability Services
Administration. Therates paid to nursing facilities are based on seven different components.
The noncapital rate components include rates paid for direct care, therapy care, support
services, operations, and variable return. Capital rate components include property, and a
financing allowance. These rate components are further described below.

Noncapital Rate Components. The direct care rate component includes payments for the
wages and benefits of nursing staff, non-prescription medications, and medical supplies. This
rate component is most directly related to patient care and comprises roughly 55 percent of the
total nursing facility rate. The direct care rate component is based upon "case mix," or the
relative care needs of the residents that it serves. The higher the care needs of the clients, the
higher the direct carerate. Facilities whose direct care costs are above 112 percent of median
costs are paid at 112 percent of the median. Prior to legislation enacted in 2006 (EHB 2716),
facilities whose direct care costs were below 90 percent of median costs were paid at 90
percent of median costs, also called the "floor."

This analysis was prepared by non-partisan legislative staff for the use of legislative members
in their deliberations. This analysisis not a part of the legislation nor does it constitute a
statement of legidlative intent.
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Two other components relate to patient care. The therapy care rate component includes
payments for physical therapy, occupational therapy, and speech therapy. The support
services rate component includes payments for food, food preparation, laundry, and other
housekeeping needs. Support services component rates are lidded at 110 percent of the
industry median.

The operations rate component pays for administrative costs, office supplies, utilities,
accounting costs, minor building maintenance, and equipment repairs. Operations component
rates are lidded at 100 percent of the industry median.

The variable return rate component does not reimburse nursing facilities for a specific cost.
Rather, nursing facilities that serve residents at the lowest cost per resident day receive an
efficiency incentive of 1 to 4 percent of the total direct care, therapy care, support services,
and operations rate components based on the facilities relative efficiency when measured in
comparison with the same costs in other facilities throughout the state. Variable return
component rates are currently frozen at the June 30, 2006, level per legisation that passed
during the 2006 L egislative Session.

Capital Rate Components: The property and financing allowance rate components relate to
the capital cost of a nursing facility. The property rate is a payment made to reflect the
depreciation of a facility and other capital assets. Property depreciation periods vary, with
most new facilities depreciating over 40 years.

The financing allowance is paid and calculated by multiplying an interest rate by the value of
the assets. The applicable interest rate is 10 percent for construction proposed prior to May
17, 1999, and 8.5 percent for construction proposed after that date.

Rebasing of Rate Components. According to statute, the capital (property and financing
allowance) components of nursing facility rates are automatically rebased annually to reflect
actual costs.

All of the noncapital rate components are only rebased subject to legislation. Based on
legislation enacted during the 2006 L egislative Session, component rate allocations for direct
care and operations were rebased upon 2003 cost reports. Component rate allocations for
therapy care and support services rate allocations remain based upon 1999 cost reports. The
last full rebasing of nursing facility payment rates occurred on July 1, 2001, when all
component rates were recalculated to reflect calendar year 1999 costs. During the years
between rebasings, rates have been adjusted for economic trends and conditions (i.e., vendor
rate increases) as specified in the Biennial Appropriations Act.

2006 Changes to Nursing Home Payments. 2006 legislation (EHB 2716) made a number of
changes to the Medicaid nursing home payment system. First, asindicated above, direct care
and operations rates were rebased to reflect calendar year 2003 costs. Second, the minimum
occupancy standard for the direct care component of the rate was repealed. Third, the direct
care floor of 90 percent of median was eliminated, and the ceiling was increased to 112
percent of the industry median. Fourth, variable return rates were frozen at their June 30,
2006, level.

Lastly, the 2006 legidation included a "hold harmless’ provision to assure that certain
facilities, called "vital local providers' did not receive alower rate under the revised system
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than they were receiving as of June 30, 2006. Vital local providers were defined in statute as
those nursing facilities that have a home office in the state and have a sum of Medicaid days
for all Washington facilities that was greater than 215,000 in 2003.

Relation to the 2007-09 Operating Budget Proposals. Separate from Senate Bill 6158, the
Conference Report on the 2007-09 Biennial Appropriations Act, released April 21, 2007,
includes funding for an adjustment for economic trends and conditions (i.e., vendor rate
increase) of 3.2 percent to all noncapital rate components, effective July 1, 2007. This
adjustment would be in addition to any changes made under separate policy legisation.

Summary of Engrossed Substitute Bill:

Nursing facility component rate allocations for the noncapital rate components (direct care,
therapy care, support services, and operations) are rebased to calendar year 2005 cost report
data, excluding costs associated with the quality maintenance fee that was repealed in 2006.
Rate-setting for fiscal years 2008 and 2009 will use calendar year 2005 cost data for the
noncapital rates, except as indicated by certain hold harmless provisions discussed below.
[Any adjustment to the 2005 costs for economic trends and conditions (i.e., vendor rate
increase) would be addressed separately by the final 2007-09 Biennial Appropriations Act.]

Automatic biennial rebasing is established in statute for the noncapital rate components, so
that rate-setting for fiscal years 2010 and 2011 would be based on calendar year 2007 cost
data; rate-setting for fiscal years 2012 and 2013 would be based on calendar year 2009 cost
data; and so on. Only for the 2007-09 biennium, a hold harmless provision is available.
Providers who would be "harmed" because their total combined rebased rate less the quality
maintenance fee plus any vendor rate increase specified in the Biennial Appropriations Act is
less than their "current rate” (their June 30, 2007, rate less the quality maintenance fee) may
qualify. These providers will then be paid their "current rate" if they meet the following
condition: their actual adjusted costs must have exceeded their Medicaid reimbursement rate
for at least one of two years — calendar year 2004 or 2005. |If held harmless, their "current
rate" would also be adjusted for any economic trends and conditions (i.e., vendor rate)
specified by the 2007-09 Biennial Appropriations Act.

Appropriation: None.

Fiscal Note: Requested on April 19, 2007.

Committee/Commission/Task Force Created: No.

Effective Date: The bill contains an emergency clause and takes effect immediately.

Staff Summary of Public Testimony on Substitute Bill: PRO: Rebasing provides
consistency and predictability that nursing homes need to run their businesses. Consistent
rebasing should prevent the need for hold harmless provisions in the future. There are
legitimate reasons why some nursing facilities have 2005 costs lower than previous year's
costs, and they should be held harmless, i.e. change in ownership, Labor and Industry rebates,
remodeling, etc. The hold harmless could be further narrowed if needed.

CON: Because of the hold harmless, we oppose the bill. Biennial rebasing is a good idea but
the hold harmless is unnecessary and overly broad in the bill. These facilities have had a
chance to spend more on direct care and have not done so. Rebasing is about redistribution.
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Regular rebasing will always create some "losers,” so one shouldn't believe that it will
eliminate the future requests for hold harmless. Rather than a hold harmless, it would make
more sense to increase the amount of the vendor rate to something like the 6 percent
recommended by Washington Association of Housing and Services for the Aging (WAHSA)
in Senate Bill 5736.

Persons Testifying: PRO: Gary Weeks, Washington Health Care A ssociation.
CON: Deb Murphy, WAHSA.
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