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L. INTRODUCTION

This case is a judicial review under the Washington
Administrative Procedure Act of a final agency order in an adjudicative
proceeding. Appellants, nursing facilities that provide care to both
Medicaid residents and non-Medicaid residents, ask this Court to
determine that the Department of Social and Health Services
(Department) made an error of law in interpreting the Washington State
nursing facility Medicaid payment system statutes. The Department
followed the plain meaning of the relevant statutes, and it correctly
applied the statutes as a unified whole that maintained the integrity of
each statute. The Appellants cannot meet their burden in this judicial
review to show an error of law.

This case involves an input in the formula used to calculate each
Appellant facility’s Medicaid payment rate. This input is called FACMI,
which stands for “facility average case mix index.” The Department
requests that this Court adopt the same legal analysis as Thurston
County Superior Court and conclude that “the inference urged by

[Appellants] is impermissible” because “the language in [RCW 74.46']

! During the 2010 legislative session, there were substantial changes made to the
nursing facility Medicaid payment system laws, Chapter 74.46 RCW. Laws of 2010,
Chapter 34 (61st Leg., 1st Sp. Sess.). All citations in this brief are to the statutes in effect
prior to the 2010 legislative session. If a statute cited in this brief was repealed in entirety
by the 2010 legislation, it is referred to as “former.” For the Court’s convenience, copies




§.431(4)(a) and §.501(7)(b)(iii) is specific and directly on point
regarding the use of 1999 adjusted cost report data in the FACMI
formula for the rate calculation at issue here.” Clerk’s Papers (CP) 74.
The Appellants’ argument that RCW 74.46.496(4) and (5) require
otherwise, “is not a reasonable inference in light of the specific intent of
the legislature expressed in the other two statutes.” Id.

The Department respectfully requests that this Court AFFIRM
both the Superior Court’s Order and the Department’s Decision and
Final Order. CP 76-82 (Superior Court’s Order and Opinion); Agency
Record (AR) 1-19 (Department’s Decision and Final Order).

IL. COUNTER-STATEMENT OF ISSUES

1. Under RCW 74.46.501(7)(b)(iii), calculation of the 2007
Medicaid payment rate for direct care “shall use an average of facility case
mix indexes [FACMI] from the four calendar quarters occurring during
the cost report period used” to calculate the rate allocations as specified in
RCW 74.46.431(4)(a). RCW 74.46.431(4)(a) required the July 1, 2007,
Medicaid payment rate for direct care to use cost report data from 2005.
Did the Department act correctly in using the facility average case mix
indexes (FACMI) occurring during the four calendar quarters of 2005 to

set the July 1, 2007, Medicaid payment rate for direct care?

of the pre-2010 versions of the most cited statutes are attached to this brief as Appendices
C-E.



2. Under RCW 74.46.431(4)(a), “data from 1999 will be used
for July 1, 2001, through June 30, 2006.” In 2005, when the 2005 FACMI
scores were calculated each quarter for each facility, did the Department
correctly use wage ratio data from 1999 in calculating the FACMI scores?

III. COUNTER-STATEMENT OF THE CASE

A. General Overview: The Medicaid Rate For Nursing Facilities
The Department administers the cooperative federal-state
Medicaid program in Washington State. As a part of this program, the
Department compensates nursing facilities for services provided to
Medicaid-eligible residents. The Legislature has set forth in law an
intricate methodology by which legislative appropriations for Medicaid
residents are to be allocated among nursing facilities. RCW 74.46.010.
Under this methodology, the Department annually determines a
Medicaid daily rate for each nursing facility for the upcoming fiscal year
(July 1 through June 30). Chapter (Ch.) 74.46 RCW,; see also Ch. 388-
96 WAC. Each nursing facility has its own, facility-specific rate for the
fiscal year. E.g., RCW 74.46.431(1). For example, one nursing facility
could receive $156 per Medicaid resident per day, whereas a different
nursing facility could receive $161 per Medicaid resident per day. The

rate for each fiscal year is named for the first day of that fiscal year—in



other words, the July 1, 2007, rate is the daily rate for each Medicaid
resident in the facility from July 1, 2007, until June 30, 2008.

A facility’s Medicaid daily rate is a combination of seven
component rates, each of which corresponds to a category of costs that
nursing facilities incur. RCW 74.46.431(1). Only one of these
component rates—direct care—is at issue in this case.” Direct care
refers to nursing services and supplies provided to nursing facility
residents. RCW 74.46.020(17), (18).> The direct care component of the
Medicaid rate, like the overall rate, is also facility-specific; one nursing

 facility could receive $77 per Medicaid resident per day for direct care,
whereas another facility could receive $82 per Medicaid resident per day
for direct care. The direct care component of the Medicaid rate is
referred to in this brief as either “Medicaid payment rate for direct care”
or “direct care component rate.” These terms refer to the exact same
thing: the portion of each facility’s overall Medicaid rate that is for the

direct care component of the rate.

? Other components include therapy, support services, operations, property,
financing allowance, and variable return.

3 As mentioned in footnote 1, all citations in this brief are to the statutes in effect
prior to the 2010 legislative session. The current definitions for direct care are at
subsections (14) and (15).



B. The Medicaid Payment Rate For Direct Care

The Medicaid payment rate for direct care (calculated individually
for each facility) considers the facility’s costs and the complexity of care
required by the facility’s residents. To quantify the complexity of care
required by the residents, the Department uses two numerical values:
the FACMI (facility average case mix index) and the MACMI (Medicaid
average case mix index). RCW 74.46.501(1)-(3); AR 8 (Conclusion of
Law 5). The FACMI score is a numerical value associated with the
intensity of care and services needed by all the residents at a facility for
a particular calendar quarter—i.e., the residents’ acuity level. Id. The
MACMI score is a numerical value associated with the intensity of care
and services needed by only the Medicaid residents at a facility for a
particular calendar quarter—i.e., the Medicaid residents’ acuity level.
See id.

Generally, and as will be discussed in more detail below, the
Medicaid payment rate for direct care is calculated for each facility with
a formula that has three input factors: (1) the facility’s costs; (2) the
complexity of care required by all the facility’s residents—the FACMI
score; and (3) the complexity of care required by only the facility’s
Medicaid residents—the MACMI score. AR 3 (Finding of Fact 3). The

only issue in this case is what FACMI score should have been inserted



into the formula for the Medicaid payment rate for the fiscal year
starting July 1, 2007, and ending June 30, 2008. AR 19 (Decision).

1. Costs (And How Costs Relate To The Medicaid
Payment Rate For Direct Care)

Every year, each Medicaid nursing facility submits a “cost report”
to the Department that includes detailed data about the facility’s costs.”
See generally former RCW 74.46.030-.060. In establishing the
Medicaid payment rate for each facility, the Department uses each
facility’s prior costs to establish that facility’s current Medicaid rate.
The Legislature establishes explicitly which prior year’s cost report
should be used in each year’s rate. RCW 74.46.431(4)~(8). A cost
report from a specific year often is used for more than one year’s rate.
Id. Periodically, the Legislature requires the Department to use a more-
updated year’s cost report in calculating the current year’s rate; this
process is known as “rebasing” the rate. When a cost report is used for
the first time in calculating a rate, that year’s rate is referred to as a
“rebase year.” For example, if the 2003 cost reports were used for the
first time in calculating the 2006 rate, then 2006 would be a “rebase

year” and it would be said that rates were “rebased in 2006.”

* The Department audits each facility’s annual cost report to ensure compliance
with applicable rules to determine whether reported costs are “allowable” under the law.
Former RCW 74.46.100. There is no dispute in this case about “actual” costs versus
“allowable” costs and therefore, in an attempt to simplify, this brief does not distinguish
between the two.



As relevant to this case, the Legislature required the Medicaid
payment rate for direct care to be rebased in 2001, using 1999 cost report
data; rebased in 2006, using 2003 cost report data; and then again
rebased in 2007, using 2005 cost report data. RCW 74.46.431(4)(a). In
other words, the statute required the use of the 1999 cost report data in
setting the Medicaid payment rate for direct care for the July 1, 2001,
2002, 2003, 2004, and 2005 rates (July 1, 2001, through June 30, 2006).
Id. For the July 1, 2006, Medicaid payment rate (July 1, 2006, through
June 30, 2007), the statute required the use of the 2003 cost report data.
Id.  And for the July 1, 2007, Medicaid payment rate (July 1, 2007,
through June 30, 2008), the statute required the use of the 2005 cost
report data. Id As a result of the long time period between rebasing
from 2001 to 2006, the statute explicitly required that the cost report
data from 1999 be used for a period of five years—from July 1, 2001,
through June 30, 2006—even though newer cost reports were available.
Id

2. Complexity of Care: FACMI and MACMI (And How

Complexity of Care Relates to the Medicaid Payment
Rate For Direct Care)
In addition to costs, the complexity of the care required by each

facility’s residents is also relevant to the calculation of that facility’s

Medicaid payment rate for direct care. RCW 74.46.501(7); AR 3



(Finding of Fact 3); AR 7-8 (Conclusions of Law 4 & 5). To determine
this, each resident is assessed and then assigned to one of 44 groups,
based on the level and complexity of nursing care that the individual
resident requires. RCW 74.46.485(1)(a); AR 7-8 (Conclusion of Law 4).
The Department uses a “case mix” methodology, where a “case mix
weight” is assigned to each of the 44 groups based on the average
number of nursing minutes required by that group from Registered
Nurses, Licensed Practical Nurses, and Certified Nurse Aides.
RCW 74.46.496(2); AR 8 (Conclusion of Law 6). The Department is
required to revise the case mix weights each time that rates are rebased.
RCW 74.46.496(4), (5). Thus, as discussed above, because the
Legislature required rates to be rebased in 2001, 2006, and 2007, the
Department was required to revise the case mix weights in 2001, 2006,
and 2007.

With each resident in the nursing facility assigned to a specific
group (and therefore a specific case mix weight), the Department is able
calculate a numeric value associated with the care needs of the residents
in each nursing facility. RCW 74.46.501; AR 8 (Conclusion of Law 5).
The Department calculates two average case mix indexes every quarter

for each nursing facility: the FACMI (facility average case mix index)



and the MACMI (Medicaid average case mix index).
RCW. 74.46.501(1)-(3).

The FACMI score is a numerical value associated with the
intensity of care and services needed by all the residents at a facility for
a particular calendar quarter—i.e., the residents’ acuity level.
RCW 74.46.501(1)-(3); AR 8 (Conclusion of Law 5). The FACMI score
is determined by multiplying the case mix weight of each resident by the
number of days the resident was at each particular case mix group, and
then averaging. RCW 74.46.501(3). The Department calculates a
FACMI score for each nursing facility every calendar quarter—i.e., each
facility will have a first-quarter 2005 FACMI score, a second-quarter
2005 FACMI score, a third-quarter 2005 FACMI score, a fourth-quarter
2005 FACMI score, etc. RCW 74.46.501(1). Thus, each quarterly
FACMI score reflects the care needs of all the residents in the facility
during that specific calendar quarter.

The MACMI score is a numerical value associated with the
intensity of care and services needed by only the Medicaid residents at a
facility for a particular calendar quarter—i.e., the Medicaid residents’
acuity level. RCW 74.46.501(1)-(3); see also AR 8 (Conclusion of Law
5). The MACMI score is determined by multiplying the case mix

weight of each Medicaid resident by the number of days that resident



was at each particular case mix group, and then averaging.
RCW 74.46.501(3). The Department calculates a MACMI score for
each nursing facility every calendar quarter. RCW 74.46.501(1). Each
quarterly MACMI score reflects the care needs of only the Medicaid
residents in the facility during that specific calendar quarter.

As mentioned above, the only issue in this case is what FACMI
score should have been inserted into the formula for the Medicaid
payment rate for the fiscal year starting July 1, 2007 and ending June 30,
2008. The crux of this issue lies in whether the Department was
required to retroactively apply the updated 2007 case mix weights to the

FACMI scores that had previously been calculated in 2005.

C. The Formula For Calculating the Medicaid Payment Rate For
Direct Care

Generally, a nursing facility’s Medicaid payment rate for direct
care is calculated by taking the facility’s costs (per patient per day),
dividing that number by the care needs of all the residents at the facility
(FACMI), and then multiplying that number by the care needs of only
the Medicaid residents (MACMI). It is undisputed in this case that, in
calculating the Medicaid payment rate for direct care for each Appellant

facility’s July 1, 2007 rate, the Department took each nursing facility’s

10



costs’ from the 2005 cost reports, divided that number by an average of
FACMI values calculated during the four quarters of 2005, and then
multiplied that number by the first-quarter 2007 MACMI. AR 3-4
(Findings of Fact 3 & 4). In other words, the formula the Department
used for setting each of the Appellant’s July 1, 2007 Medicaid payment

rates for direct care is as follows:

2007 Medicaid Payment Rate For Direct Care =
(2005 Costs + 2005 FACMI) x st quarter 2007 MACMI

To tangibly observe how this formula works, one can review a
few lines in the Rate Computation Worksheet for Alderwood Manor,
provided as Appendix F. AR 562-568. Items 41 through 51 on the
Worksheet—Section II “Direct Care Component”—show the calculation
of the Medicaid payment rate for direct care for Alderwood Manor’s
July 1, 2007 rate. AR 563; Appendix F, p. 2. As seen in Item 44°
Alderwood Manor’s costs per patient per day from the 2005 cost report
were $82.64. In other words, Alderwood Manor spent $82.64 for direct
care for each resident in the facility each day during 2005. In Item 45,

Alderwood Manor’s costs were divided by the 2005 FACMI (the

> This is each facility’s allowable costs per patient per day.

S Items 41 through 43 convert total 2005 direct care costs into allowable direct
care costs per patient per day. This part of the calculation is not an issue in this case and,
therefore, is not addressed for simplicity.

11



average of the care needs of all the residents in the facility during all
four quarters of 2005). This is shown as the costs divided by the
FACMI (Item 45 + Item 38). In this case, Alderwood Manor’s costs
divided by FACMI equaled $40.39, as shown in Item 45, 46, and 48,7
That number was then multiplied by the first-quarter 2007 MACMI
(average of the care needs of the Medicaid residents in the facility during
the first quarter of 2007) in Item 49, resulting in the Medicaid payment
rate of $79.81 per patient per day (Item 48 x Item 39). The basic
formula (in the box above) uses this information to calculate the 2007
Medicaid payment rate for direct care as follows, with each line

reflecting the same information:

1. 2007 Rate = (2005 Costs + 2005 FACMI) x 1st quarter 2007 MACMI
2. Item 49 = (Item 44 + Item 38) x [tem 39
3. $79.81 = ($82.64 + 2.046) x 1.976

Then some rate add-ons, not relevant to this case, inflated the ultimate

direct care component rate to $82.85 pef patient per day.® AR 568.

7 The mention on the Worksheet of the High Labor Cost Corridor is not relevant
to this case.

¥ In Item 51, the rate was multiplied by an inflation factor set by the Legislature
to reach the inflated Medicaid payment rate for direct care of $82.36 per Medicaid patient
per day. AR 563; Appendix F, p. 2. Then in Item 118, a low-wage worker add-on
increased the rate by $0.49 to an ultimate direct care rate of $82.85. AR 566, 568;
Appendix F, pp. 5, 7.

12




IV.  ARGUMENT IN RESPONSE

The Department’s determination of the Appellants’ July 1, 2007,
Medicaid payment rate was entirely consistent with the clear intent of
the Legislature as expressed in the plain language of the relevant
statutes. As discussed in detail below, the Department correctly
included case mix weights derived from 1999 data in the July 1, 2007,
Medicaid payment rate for direct care because the rate was calculated
using an average of the four quarterly FACMI scores from 2005. The
2005 FACMI scores, calculated in 2005, used case mix weights from the
then-most-recent rebase: July 1, 2001. The 2001 rebase, in turn,
correctly used cost report and wage ratio data from 1999. This Court
should reject the Appellants’ claims and affirm the Department’s final
decision on the determination of the Appellants’ Medicaid payment
rates, as reflected in the Department’s Decision and Final Order and the
Superior Court’s Order.
A. Standard Of Review

Review of administrative agency action is governed by the
Washington Administrative Procedure Act (APA), Chapter 34.05 RCW.
When the Court of Appeals reviews an administrative agency's action, it
sits in the same position as the Superior Court and applies the standards

of the APA directly to the record before the agency. Tapper v.

13



Employment Sec. Dep't, 122 Wn.2d 397, 402, 858 P.2d 494, 498 (1993)
(citations omitted).

In an APA judicial review of an agency action, the party asserting
the invalidity of the agency’s action bears the burden of establishing the
invalidity thereof. RCW 34.05.570(1)(a). When the agency action
being challenged is an agency order issued in an adjudicative
proceeding, a reviewing court may invalidate the agency’s order only for
specific, enumerated reasons. RCW 34.05.570(3); Ames v. Dep’t of
Health, 166 Wn.2d 255, 260, 208 P.3d 549, 551 (2009) (citations
omitted). In this case, the Appellants allege that the Department’s order
was invalid for the reason set forth only in RCW 34.05.570(3)(d)—that
the Department “erroneously interpreted or applied the law.” Thus, the
Appellants bear the burden of establishing that the Department
erroneously interpreted or applied the law. RCW 34.05.570(1)(a).

The Appellants did not challenge any of the Department’s factual
findings. Appellant’s Opening Brief, p. 2. “Uncontested findings of fact
are deemed verities on appeal.” Haley v. Medical Disciplinary Bd.,
117 Wn.2d 720, 728, 818 P.2d 1062, 1067 (1991). The Appellants
challenged only Conclusions of Law 7 and 9 in the Department’s

Decision and Final Order. Appellant’s Opening Brief, p. 2.

14



While “it is ultimately for the court to determine the purpose and
meaning of statutes,” Overfon v. Wash. State Econ. Assistance Auth., 96
Wn.2d 552, 555, 637 P.2d 652 (1981), the Court accords “substantial
weight to the agency's interpretation of the law it administers—
especially when the issue falls within the agency's expertise,” Ames, 166
Wn.2d at 261, 208 P.3d at 551 (citations omitted). In this case, the
Department’s application of the laws warrants respectful consideration
due to the complexity of the Medicaid statutes and the expertise of the
agency.

B. The Statutes Required The Department To Use Case Mix
Weights Derived From 1999 Cost Report Data When
Calculating The FACMI Score Used In The July 1, 2007,
Medicaid Payment Rate for Direct Care
Explicit statutory directives required the Department to use an

average of the FACMI scores from the four calendar quarters occurring
during 2005 when setting the July 1, 2007, Medicaid payment for direct
care (also known as the direct care component rate). The statutes also
required that the FACMI scores from 2005 use case mix weights from
1999 data. Taking the four below-outlined steps together, it is clear that
the Department correctly used case mix weights derived from 1999 cost

report data when calculating the FACMI score used in the July 1, 2007,

direct care component rate formula.
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The Appellants argue that the Department, in calculating the
July 1, 2007, Medicaid payment rate for direct care, should have used a
FACMI score based on case mix weights updated in 2007. As explained
in detail below, the Appellants’ argument is contrary to the plain
language of the relevant statutes.
1. In Calculating The July 1, 2007, Medicaid Payment
Rate For Direct Care, RCW 74.46.431(4)(a) Required
The Department To Use Cost Report Data From 2005
The Legislature required the Department to use cost report data
from 2005 when calculating facilities’ July 1, 2007, Medicaid payment
rate for direct care: “Adjusted cost report data from 2005 will be used
for July 1, 2007, through June 30, 2009, direct care component rate
allocations.” RCW 74.46.431(4)(a). The Department did just that; in
calculating each nursing facility’s direct care component of the July 1,
2007, Medicaid rate, the Department used the direct care costs from the
2005 cost reports. AR 3 (Finding of Fact 3).
2, In Calculating The July 1, 2007, Medicaid Payment
Rate, RCW 74.46.501(7)(b)(iii) Required The
Department To Use An Average Of The FACMI Scores
From The Four Calendar Quarters “Occurring
During” 2005
The Legislature also mandated that the Department, when

establishing the Medicaid payment rate for direct care, use an average

FACMI score from the four calendar quarters occurring during the cost

16



report period used to rebase the direct care component rate. Specifically,

RCW 74.46.501(7)(b)(iii) stated:

Beginning on July 1, 2006, when establishing the direct
care component rates, the department shall use an average
of facility case mix indexes from the four calendar
quarters occurring during the cost report period used to
rebase the direct care component rate allocations as
specified in RCW 74.46.431.

Thus, the statute required the Department to use the average of the
FACMI scores from the same year as the cost report period used in the
rebasing. When read together, RCW 74.46.431(4)(a) and
RCW 74.46.501(7)(b)(iii) required the Department to use the 2005 cost
report data and the 2005 FACMI (an average FACMI from the four
quarters of 2005) from each facility when calculating that facility’s
July 1, 2007, Medicaid payment rate for direct care. This is exactly what
the Department did. AR 3-4 (Findings of Fact 3 and 4). The “FACMI
computation used in the rate calculation was derived from averaging the
FACMI values existing during the four quarters of 2005.” AR 3
(Finding of Fact 4).
3. The 2005 FACMI Was Calculated In 2005 Using
Case Mix Weights From The Then-Most-Recent
Rebase: July 1,2001.

As discussed above, the applicable statutes required that the

July 1, 2007, direct care component rate use the 2005 cost report data

17



and, therefore, the 2005 FACMI score (an average FACMI from the four
quarters of 2005). RCW 74.46.431(4)(a); RCW 74.46.501(7)(b)(iii).
The 2005 quarterly FACMI scores were calculated in 2005 by
multiplying the case mix weight of each resident by the number of days
that resident was at each particular case mix classification or group, and
then averaging. RCW 74.46.501(1)-(3); AR 8 (Conclusion of Law 5).

In 2005, when the FACMI was calculated each quarter, the direct
care component had not been rebased since 2001 because the Legislature
required 1999 data to be used for five years: from July 1, 2001, through
June 30, 2006. RCW 74.46.431(4)(a). In other words, in 2005 the then-
most-recent rebase had been in 2001. Because, under
RCW 74.46.496(5), case mix weights are revised only when direct care
component rates are cost-rebased, the 2001 case mix revision was
current when the FACMI scores were calculated each quarter in 2005.

4. The 2001 Rebase Used Cost Report Data From 1999

In 2005, when the Department was calculating the 2005 FACMI
scores, the Department was required to use case mix weights updated in
2001. The Legislature required that “adjusted cost report data from 1999
will be used for July 1, 2001, through June 30, 2006, direct care
component rate allocatiqns.” RCW 74.46.431(4)(a). In other words, the

2001 rebase was based on 1999 cost report data. Likewise, the “case
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mix weight” revisions done in 2001 were based on 1999 Registered
Nurse, Licensed Practical Nurse, and Certified Nursing Aide wage
ratios. AR 3-4 (Finding of Fact 4).

In summary, the Department was required to use the 2005 cost
report data and the 2005 FACMI when calculating the July 1, 2007,
direct care component rate. RCW 74.46.431(4)(a);
RCW 74.46.501(7)(b)(iii); AR 9 (Conclusion of Law 7). The 2005
FACMI was calculated by averaging the four FACMI scores calculated
during the four quarters of 2005—a year during which case mix weights
were based on 1999 wage ratio data. AR 3-4 (Finding of Fact 4). The
Department correctly used wage ratios from 1999 in calculating the
FACMI score used in establishing the Appellants’ July 1, 2007,
Medicaid payment rate.

C. The Department Did Revise The Case Mix Weights In 2007, As
Required By RCW 74.46.496(4) And (5)

The bulk of the Appellants’ opening brief is focused on their
erroneous conclusion that the Department failed to revise the case mix
weights when the direct care component rates were rebased in 2007.
E.g., Appellants’ Brief, p. 9-10. Yet the Appellants simultaneously
concede in their brief that the Department did revise the case mix

weights in 2007, as required by RCW 74.46.496(4) and (5). Appellants’
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Brief, p. 5 (“The Department revised the case mix weights in the July 1,
2007 rate setting ...”). The Appellants argue that the Department failed
to “incorporate the revised case mix weights in the FACMI portion of
the calculation.” Id.

The Appellants’ assertion is misleading and incorrect. The
Department incorporated the 2007 revised case mix weights into the
FACMI scores calculated in 2007. AR 10-11 (Conclusion of Law 9).
But the 2005 FACMI scores—not the 2007 FACMI scores—were the
input used in calculating the July 1, 2007, direct care component rate.
AR 3-4 (F.inding of Fact 4). The case mix weights updated in 2001
(based on 1999 wage ratio data) were incorporated into the 2001, 2002,
2003, 2004, and 2005 FACMI scores. See id The Department’s 2007
revision to the case mix weights (based on 2005 data) affected the
FACMI scores calculated in 2007; the 2007 revisions to the case mix
weights had no impact on the FACMI scores calculated previously in
2005. The 2005 FACMI score must be used in calculating the July 1,
2007 rates. RCW 74.46.501(7)(b)(iii); RCW 74.46.431(4)(a). Likewise,
the 2007 FACMI score must be used in_ calculating the July 1, 2009
rates. Id. Due to the statutory scheme, there is a lag in time before the

updated case mix weights are reflected in any facility’s Medicaid rate.
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D. The Department Followed the Plain Statutory Requirements
And Construed RCW 74.46.501(7)(b)(iii) As Being In Concert
With, Not Conflict With, The Other Applicable Statutes
In the Appellants’ Opening Brief, they argue that the

Department’s conclusions improperly construed the statutes as being in
conflict with each other. Appellants’ Brief, p. 13. But the Department’s
Decision and Final Order found that acceptance of the Department’s
interpretation and application of the relevant statutory provisions was the
only conclusion that reconciled and implemented both
RCW 74.46.501(7)(b)(iii) and RCW 74.46.496(4) and (5). AR 11
(Conclusion of Law 9). The Department noted that the Appellants’
position was “in conflict with RCW 74.46.501(7)(b)(iii).” d
Furthermore, the superior court judge, in affirming the Department, also
found “no ambiguity in the sections of chapter 74.46 RCW at issue
here.” CP 81.

Where statutes relate to the same subject matter, the reviewing
court should “read them as a unified whole to the end that a harmonious
statutory scheme evolves which maintains the integrity of the respective
statutes.” Anderson v. Dep’t of Corrections, 159 Wn.2d 849, 861, 154
P.3d 220, 226 (2007) (citations omitted). The Appellants’ position is

wholly inconsistent with the plain meaning of RCW 74.46.501(7)(b)(iii):

that the Department shall use an average of FACMI scores from the four
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calendar quarters occurring during the cost report period used to rebase,
i.e, the FACMI scores calculated during 2005. The Department’s
interpretation, on the other hand, gives meaning to all of the statutory
provisions.

E. RCW 74.46.501(7)(a) and (c) Required The Department To

Use The First-Quarter 2007 MACMI Score In Calculating The

July 1, 2007, Medicaid Payment Rates

The Appellants devote a significant portion of their opening brief
to the misleading argument that “it is critical that both the MACMI and
the FACMI be determined using the same case mix weights.” E.g,
Appellants’ Brief, p. 11. The Appellants go on to claim that the
Department “seeks to add a condition to the statute [that] would allow it
to revise the case mix weights for only the MACMI and not the
FACMIL.” Id at 12. The Appellants’ argument both disguises the facts
and misinterprets the statutory requirements.

The Legislature mandated that the Department use FACMI and
MACMI differently in the calculation of the July 1, 2007, direct care
component rate. The FACMI is used “throughout the applicable cost-
rebasing period,” whereas the MACMI “shall be used to update a
nursing facility’s  direct care component rate quarterly.”
RCW 74.46.501(7)(a). Furthermore, when establishing the direct care

component rates, the Department is mandated to “use an average of
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facility case mix indexes [FACMI] from the four calendar quarters
occurring during the cost report period used to rebase the direct care
component rate allocations as specified in RCW 74.46.431”—i.e, the
four quarters of 2005. RCW 74.46.501(7)(b)(iii) (emphasis added). But
a different subsection of the statute, RCW 74.46.501(7)(c), instructs the
Department to use the MACMI “from the calendar quarter commencing
six months prior to the effective date of the quarterly rate.”
RCW 74.46.501(7)c). The Department has always maintained that
when the Department updated the case mix weights in 2007, those
updated case mix weights were applied to the FACMI and MACMI
scores for all four quarters of 2007. E.g., Verbatim Report of
Proceedings 51-52; CP 61, n. 2. In other words, the first-quarter 2007
MACMI and the first-quarter 2007 FACMI were both updated with the
new case mix weights in 2007.

In calculating the July 1, 2007, direct care component rate, the
Department used the first-quarter 2007 MACMI: the quarterly MACMI
score from January — March, 2007. AR 3 (Finding of Fact 3). The
Legislature required the Department, in calculating the direct care
component rate for July 1, 2007, to use the 2005 FACMI (the average of
all four quarters in 2005) and the first-quarter 2007 MACMI.

RCW 74.46.501(7)(b)(iii), (c). In other words, the law required the
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Department to look to two different periods in time in determining
which FACMI and which MACMI to use in calculating the July 1, 2007,
rates. Due to the lag built into the statute, the first-quarter 2007 MACMI
affected the July 1, 2007 Medicaid rates, whereas the first-quarter 2007
FACMI did not affect Medicaid rates until July 1, 2009.
V. CONCLUSION
In setting each Appellant’s July 1, 2007, Medicaid payment rate
for direct care, the Department properly used an average of the FACMI
scores from the four calendar quarters occurring during 2005, which
were properly based on case mix weights derived from 1999 data. The
Appellants’ claims on this issue should be rejected.
The Department requests that this Court AFFIRM the Superior
Court’s Order and AFFIRM the Department’s Decision and Final Order.
RESPECTFULLY SUBMITTED this _\D;%y of September,
2010.

ROBERT M. MCKENNA
Attorney General

Katy Anne King, WSBA No:39906
Assistant Attorney General
Attorneys for Respondent

P. O. Box 40124

Olympia, WA 98504-0124

(360) 586-6561
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CERTIFICATE OF SERVICE
I certify that I mailed a copy of the foregoing Brief of Respondent

to John F. Sullivan, Attorney for Appellant, at Inslee, Best, Doezie &

Ryder, P.S., PO Box 90016, Bellevue, WA 98009-9016, postage prepaid,

on September 10, 2010.
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BN AND FOR THURSTON COUNTY
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LIFE CARE CENTERS OF AMERICA ‘ -
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DEPARTMENT OF SOCIAL AND HEALTH

Respondent,

The issue decided by Review Judge Conant and now before me for judicial review is purely
& matter of law-a matter of statutory enforcement, Because the matter for Judmml review is an

issue of law, not a question of faot, my review i§ de novo, Because the review judgs resalved the

. ’
issue by interpreting the plain language of the statutes that formed the foundation of the atguments
propounded by each side, and not-by epplying any special knowledge or expertise assoclated with '

the subject matter of this dispute, his decision is not entitled to substantial deferenoce; and none is

. given, , l
When I completed my review, I reached the same conclusion as the review judge. .

Acoordmg!,y I affirm his decision. n reaohing my conclusion, I found that my analysls was exaotly
or nearly the satne as the analysis explained by the review judge. :

THURSTON COUNTY SUPERIOR COURT
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. . Pex: (360) 7544060
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‘ repeating

The goal of this undertaking is to enforos the statutes enacted by the legislature; in other
words to ascertain the infent of the legxslatme and to give sﬂ"eot 10 that 1ntantion The review
Judge’s recltaﬁon of the principles of statutory Interpretation from the Tarver v, Smith deoision,
quoted in his Conolualon of Law No, 9, arq applied in my decision as well, and do not require ‘

I find no ambiguity in the sections of chapter 74.46 RCW at issus here, Aocordingly,
concluds that con_structlon of the statutes to change from their plain meaning 15 not warranted.

In arging their appesl, petitioners give primaty to tho langriage of §.496 over the lingusge
of §.431(4)(=) and §. 501(7)(b)(1ﬂ) As concluded by the review judgs, subscctions (4) and (5) of
§.496 do not speciﬁcally state that the cage mix weights shall be rev:lsed $0'as to affeot the July 1
Medlcaid rate within the year of the revxsion. Petitioners’ position depends on an Inference of that -
intention drawn from the language-of those two subsections. Standing alone, such an inferenoce -
drawn from the language of thoss two subseouons, (4) and (5) of §.496, 1s not unreasonable, Buf it )
is well established fhat the intent of the legislature is to be gleangd from reading the legislation -
(sections, chepters, or Acts) as a whole! Chapter 74.46 RCW is divided into parts, including the
part titled Rate Setting, whéx_-e_in is found ;;ections .43 1, 496,.and .501, Thess three sections should
be fead as a whole to Eietermihe the intent of the legislature; and when they are, I conclude that the
inference urged by patitioners is impermissible. ‘

I conoluds, as did the review judge, that the language in § 431(4)(a) and §.501(7)(b)(ill) is

) spcoxﬁo and directly on point regarding the use of 1999 adjustad cost report data in the FACMI
formula for the rate calculatlon at {ssue here Itis olear that 1he legxslature has dn:eoted that the

. FACMI formula be changed to teplace the 1999 adjusted cost report data thh mdre ourrent data

moving forward. But an inference drawn from the language of §.496(4) and (5) that the updated
FACMI must be used in the rate caloulaﬁon for 2007 is not-a reasonable inference in hght of the.
specific intent of the legislature expressed in the othnr two statutes, Such'an Inference cannot create
an embiguity that requires construction beyond the inte:pretat:on of the thras statutes given them by

the Review Judge.

. THURSTON COUNTY-SUPERIOR COURT
, . i - - 2000 LakeridgeDr, SW, °
* Olympis, WA 98502

Court's Opinian — Page 2 of 3 . ‘ ’ (360) 705-5560
_ . . Pex! (360) 7544060
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" One mey argue that the legxslaﬁve sohems to separate the data used in the FACMI formula

from its application to rates set eight years later i5 unwise (or even an unintended yesult), but this is
s polioy (or political) argmnent to be made to the 1egxslatg:e, it is not the provines of 2 court to
substitute its judgment for that expressed by the legislature in a plainly worded stamte.
The final adminish'ative deciston is affirmed. Respondent is the prevailing party; counsel
should present an- appropriate order. .
Date: March 2,2010 QTW ( ; :
' o ' L, ‘ ~ Thomas McPhee, Judge co
5
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. 2000 Lakerkdga Dr. S.W.
. | Court’s Opinicn — Page 3 of 3 ) . Dlyén;é;. 1%‘/92&559:050:
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DEPARTMENT OF SOCIAL AND HEALTH SERVICES
BOARD OF APPEALS

In Re:

LIFE CARE CENTER OF BOTHELL

HALLMARK MANOR

ALDERWOOD MANOR

COTTESMORE OF LIFE CARE

LIFE CARE CENTER OF PORT ORCHARD

LIFE CARE CENTER OF KENNEWICK

- LIFE CARE CENTER OF MARYSVILLE

LIFE CARE CENTER OF MOUNT VERNON

LIFE CARE CENTER OF PUYALLUP

LIFE CARE CENTER OF RITZVILLE

LIFE CARE CENTER OF SKAGIT VALLEY

LANDMARK CARE CENTER ' ’

LIFE CARE CENTER OF BURIEN

CASCADE PARK CARE CENTER

LIFE CARE CENTER OF FEDERAL WAY

1SLANDS CONVALESCENT CENTER

KAH TAlI CARE CENTER

LAKE VUE GARDENS CONVALESCENT

CENTER

LIFE CARE CENTER OF WEST SEATTLE

LIFE CARE CENTER OF RICHLAND

OCEAN VIEW CONVALESCENT CENTER;

and

PROVIDENCE MT. ST. VINCENT

PROVIDENCE MARIANWOOD

RIDGEMONT TERRACE;

and -

FAIRFIELD GOOD SAMARITAN CENTER -

STAFHOLT GOOD SAMARITAN CENTER

FORT VANCOUVER CONVALESCENT
CENTER

JUDSON PARK HEALTH CENTER

. SPOKANE VALLEY GOOD SAMARITAN

VILLAGE

Appellants.
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01-2008-N-0966
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03-2008-N-1362

DECISION AND FINAL ORDER
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July 1, 2007, Medicaid Payment Rate
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I. NATURE OF ACTION

The Appellant nursing care facilities timely requestedadministrati've hearings to
challenge the Department of Social and H‘éalth Services’ (Department) adjustments to the
facilities’ cost reports affectiné their respective July 1, 2007 Medicaid payment rates. The
Depa.rtment and the fécilities resolved all but two-of the'is_sues by either written stipulation or
m‘utﬁal agreement. N

The Department’s proposed exhibits, designated as “D-1* through “D-6”, and the -
Appellants’ proposed exhibits, designated as ';A” through “M;’, were admitted into the hearing
record. The Administrative Review Co_nferenge (ARC) letters issued by the- Departrhent to each
of the facilities along with.the individual requests for hearing were entered as Exhibits “J-1"

through “J-29.”

An in-person hearing was held on October 7, 2008, fo address the remaining two
issues. Kenneth Callaghar'1 and Donna Pierson attended and gave testimony for the |
Departmeht. Raymond Whitlow attended and gave testimony for the Appellants. The parties
submitted written post-hearing closing argﬁments.

Il ISSUES

1. Was ;the Department correct in using Registered Nurse (RN), License Practical
Nurse (I.PN), and Certified Nursing Assistant (CNA) average .hourly wage ratios from 1999 in
caiculating the Facility Average Case Mix Index (FACMI) used in establishing each of the
fad'lities’ July 1, 2007 Medicaid rate?

| 2. Was the Department correct in not excluding costs from reported ‘home or
central office” costs that would have beén incurred by a facility'operating withoui a home or.
central office when such cosfs are non-duplicative, documented, ordinary, necessary, and

related to the provision of care services. for authorized residents and, thus, subjecting a portiorﬂ ﬂ U []0 2 :

of those costs to disallowance by application of thé “home office” cost median lid?

Decision and Final Order
‘Docket No. 12-2007-N-1245, et. al. 2
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Hl. FINDINGS OF FACT

1. The Department of Social and Health Services (“DSHS,” or “Department”)

administers the cooperative federal-state Medicaid program in Washington pursuant to Title XI1X
of the Social Security Act (42 u.S.C. §1396-1396v). As part of this program, the Department

Compensates nursing care facilities for services to their Medicaid-eligible residents by means of

the “nursing facility Medicaid payment system.”’ The Office of Rates Management, within the

Department's Aging and Disabilities Services Administration, administers the nursing facility

Medicaid payment system.

2. The Appellant facilities are licensed nursing homes.in Washington State and are '

contractors with the Department in the Medicaid program under Title XIX of the federal Social

| Security Act.

3. In calculating Alderwood Manor nursing facility’s Direct Care Component of the
July 1, 2007 Medicaid per patient per-day rate, the Department divided the adjusted direct care
costs from tﬁe 2005 cost reports by the 2005 adjusted patient days for Direct Care. This .
number was then divided by a value identified as thé Facilify Average Case Mix Index (FACMI).
After application of any “ceilings” (corridors), the resulting “cost per case mix"” was multiplied
times a value identified as the Medicaid Average Case Mix Index (MACMI) derived from the first
quarter of 2007. The resulting “case mix Direct Care rate” was adjusted fof vendor rate
incréases and a low wage worker adjustment resulting in a Direct Care Component of $82.85:
for July 1, 2007.% |

4. The FACMI computation used in the rate caiculation was derived from averaging

the FACMI values existing-during the four quarters of 2005 and was based on “case mix weight”

' See RCW 74.46.010 et seq.

% Both remaining issues deal with interpretation and. application of relevant statutes and/or regulations and [] B 0 0 3

resolution of these issues does not rely particularly on facts specific to any individual appellant facility nor
are the material facts in dispute. For these reasons, and to avoid unnecessary submission of documents,
the parties agreed that documents relating to Alderwood Manor were representative of the “FACMI” issue
as it affected the other appellant facilities. The parties also agreed that documents relating to Providence
Marianwood are representative of the “Home Office Lid" issue as it affected the other appellant facilities.

Decision and Final Order
Docket No. 12-2007-N-1245, et. al. 3
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calculations done in 2001. These “case mix weight” calculations .were' based on 1999 RN, VL'PN, .
and CNA average hoUrIy wagé and benefit rates.
5. At Ieasf three of the apbellant Facilities. use a "Home” or “Central’; office for the
| purpose of centfalizing services in support of the individual nursing home facility. T‘hese
.fééilities report allowable costs associated with and paid through the home or centrali offices. -
8. Each facili'ty using a home office submits an arinual home bfﬁce cost report “
showing the expenées paid through and any revenue associated with the home office.
Accompanyirig .this report is an allocation sheet showing how the home office costs are -
allocated from the home office cost report to the individual nursing home cost reports. These
allocated costs are then repor‘cea on a form identified as “G-2, HO.” The costs are then
allocated to the appropriate cost center on “Schedule G,” which is used in calculating fhe
individual facility’s Medicaid rate. |
7. The Departmént rate analyst reviews the home office cost reports, the allocation
sheets, the G-2 férms, and the schedule'G forms for each of the facilities. Any costs that do
not meet the statutory definition of allowable cbst_s are disallowed and not considered in setting

each facility’s Medicaid rate.

8. The Department creates a list of éll nursing facilities in the state that use a home
office and arrays the facilities based.on the élldwable costs identified as home or central office \
costs. From this list, the Departrhent determines a median home office cost, reduced to a per-
patient-day amount, and usés this calculation as a median cap or lid. The per—.patie;-nt-day' lid is
mLHtiplied times each facility’s audited patient daysbin arriving at that facilify’s “Maximum
Allowable Home/Central Ofﬁce Cost." Otherwise allocated allowable home office costs éausing

the facility to exceed this median lid are not allowed in computing each individual nursing

facility’s Medicaid rate. Allocated home office costs that cause ‘th‘e facility to exceed the me‘d'ﬁrﬂ U 0 0 u :

Decision and Final Order
Docket No. 12-2007-N-1245, et. al. 4
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lid are adjusted out of the individual hUrsing facilities rate computation as Reason Code (R.C.)
96 on the facilities’ Examination Adjustments. |

9. In reviewing cost reports prior to 2006, the 'Department endeavored to identify
those ‘allowable costs paid fhrough the home office that would have been.incurred by an
individual facility without a home ofﬁce. Using._the discretionary authority afforded by statute,
the Departmenf woulid equude such g:osts from the definition of home office costs and, thus,
avoid the possibility of such costs being disallowed by ap’vplication of fh'e home office cost
median lid. Because such allowable costs Were not disalloWed by application of the home
office median lid, they were consideréd in determining the facilities’ per patient per day
Medicaid rate, subject to other component rate limits or “lids.” -

10. I’n reviewing the Appellant facilities’ 2006 cost reports for the July 1, 2007
Medicaid rate setting cycle, the Department d'etermined that all allowable costs reported paid.
through the hdme or éentral office would be included in the statutory definition of “home and
central office costs.” This action subjecfed these costs to possible diéallowance thfough

application of the home office me'd.ian lid and the statutbry disallowance of costs exceeding the

median lid. 'The affected cpsts are part of the non-property cost components of the Medicaid .

| rate (direct care, support services, and oberations) which are based on the 2005 cost reports
rather than the 2006 cost reports in establis'hi.ng the July 1, 2007 Medicaid rate. ”
IV. CONCLUSIONS OF LAW
Authority andA Scope 6f Review
1. The Apbellants madeAtime'Iy requests for administrative hearings to contest the
Depértmenf‘s calculations of fhe facilities” July 1, 2007 Medicaid rates. The Department argues

that the Home Office LiAd.issue is not ripe for adjudication because no justiciable issue exists as

the adjusted 2006 cost reports were not used to set component rates affected by the 0 G 0 0 D 5 ‘

challenged Home Office cost allocations. WAC 388-86-901(1) does allow a contractor (nursing

Decision and Final Order
Docket No. 12-2007-N-1245, et. al. 5
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facility) to contest the way in whiéh the Departmeht appliedla statute or regulation by seekihg
relief through the administratNe rex)iew process set forth in WAC 388-96-904. WAC 388-96-
904 allows for an administrative review conference and a 'subsequenf adminiétrative he;aring if
the contractor disagrées ‘with a Departmént action or determination “relating té the contractor’s.

payment rate, audit or settiement, or otherwise affecting the level of payment to the contractor,

or seeking to appeal or take exception to any other adverse action” taken under WAC 388-96 or

RCW 74.46, Historically; the undersigned has interpreted this regulatory provision tb reqUire
the existence of a contrdversy direétly affecting an appeliant facility’s monetary position
(Médicaid rate or repv‘ayment after final settlement or audit). This forum was ndt instituted to
provide declaratory or advisory 6pinions through issuance of final administrative decisions
haVing'no affect on Medicaid rates or other monetary concerns of the petitioning facilities.
However, to dismiss the Home Office issue at this time for lack of a justiciable issue would
leave the facilities in an uncertain position regarding current and fufuré structuring of cost
disbursements through a home or cgntrél office. Along with this “adverse action,” there is no
dispute that this is an ihdustry—wide issue with the potential of causing both final settiement
disputes as wéli as disputes over Medicaid payments in future rate setting cycles that are now -
predictable at least under the current cost re-basing statutory schedule. For these reasons, the.

undersigned cbnc!udes that it would fail to serve administrative efficiency to dismiss the

facilities’ challenge at this time and enough of an “adverse action” exists under the specific facts

of this case to create jurisdiction. There is jurisdiction to hear and decide this matter under WAC
388-96-904(5). _
2. When deciding cases for the Washington State Department of Social and Health

Services (“Department"),‘Administrative Law Judges, and Review Judges acting as presiding or

reviewing officers, are to hear and decide the issue anew (de novo).? 0 1] 0 g 1] b :

* WAC 388-02-215(1) and (6).
Decision and Final Order <
Docket No. 12-2007-N-1245, et. al. 6
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3. It is helpful if all parties in the administrative hearing process understand the

unique characteristics and speciﬁc limitations of this hearing process. An a'dministrative hearing is

" held under. the auspices of.the executlve branch of govemment and a preszdlng admlntstratlve

officer does not enjoy the broad equitable authority held by a superior court judge w1th|n the
judICIa/ branch of govemment. It'is well settled in law and practice that administrative agencies,

such as the Office of Administrative Hearings and the Board of Appeals, are creatures of

' statute, and, as such, are limited in their powers to those expressly granted in enabling statutes,

or nepessariiy implied therein. Taylor v. Morris, 88 Wn.2d 586, 588 P.2d 795 (1977). Itis also
well settled that an ALJ's or a review judge’s jurisdictional authority of to render a decision inan
administrative hearing is limited to that which is specifically provided for in the authorizing
statute.or Department rule found in the Washington Administrative Code (WAC).V An ALJ or
review judge acting as a presiding or reviewing officer, is required to epply the Departrnent's rules
aoopted in the WAC as the first source of law to resolve an issue. If there is no Depa’riment n.lie |
governing the issue, the presiding officer is to resolve the'issue on the basis of the best Iegai |

authority and reasoning available, including that found in federal and Washington constitutions,

- statutes and regulations, and court decisions.* The presiding officer may not declare any rule

invalid and contractor challenges to the legal validity of a rule relating to the nursing facility
Medicaid payment system must be brought de novo in a court of proper jurisdiction.5 The

Depariment has incorporated into its nursing faoility Medicaid payment system rules the provisions

-of chapter 74.46 RCW as if fully set out in the Department's rules.®

Facility Average Case Mix Index

4. In determining the resources necessary to meet the direct care requirements of ’

. residentsin a skiiled nursing facility, the Department employs the resource utilizatior group Il

- case mix classification methodology Residents in licensed skilled nursing facilities are assig@eg [] 0 0 ']

“ WAC 388-02-0220.

" WAC 388-02-0225 (1) and 388-96-901 (3), respectlvely

® WAC 388-96-020.
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| to one of 44 ﬁeseurce Utilization Groups (RL_JG) based on the level of care the resident
_ requires.”

5. The Facility Average Case Mix Index or FACMI is a numerical value associated
with the resident care acuity of a nursing facili_ty. This velue is determined by multiplying the
“case mix weight” of each resident by:the anber of d,ay_s»the resident Was at eac:h perticular
caee mix -dassiﬂc,ation or group and then averagi_ng.B Quarterly “ease mix weights” of each'
resident of a facility are determined from individual resident assesemente and weighted by 'fhe

number of days the resident was in each case mix classification group.®
6. in making the calculations set forth in Conclusion of Law 5, above, it is-

necessary to assign a “case mix weight” to each of the case mix classifications or groups.

Each RUG is assigned a “case mix weight” which is based on the average RN, LPN, and CNA

minutes used by each RUG as determined by national time study surveys done in 1995 and
1997."° The necessary case mix weights are calculated and assigned to each RUG as follows:

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

(b) Calculate the total weighted minutes for each case mix group in the resource
utilization group il classification system by muitiplying the wage weight for each
worker classification by the average number of minutes that classification of
worker spends caring for a resident in that resource utilization group 11
classification group, and summing the products;

. (c) Assign a case mix weight of 1.000 to the resource utilization group Il
classification group with the lowest total weighted minutes and calculate case
mix weights by dividing the lowest group's total weighted minutes into-each
group's total wetghted minutes and rounding welght caiculations to the third
decimal place .

®RCW 74.46.501(3).
® RCW 74.46.496 (1).
" RCW 74.46.496(2).

" RCW 74.46.496(3).

"RCW 74.46.485 (1). | - o | . 000008
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Bécause thé_ computation set forth in subparagraph (a), above, is a ratio, changes in the
difference between RN and CNA wages and changes in the difference between LPN and CNA
wages affect the calculated ‘casé ndix weights‘énd, thus, the final FACMI used in calculating the
fécilities’ Direct Care Component of their _respectivé July 1, 2007 Medicaid rates. The wage
rate ratios between CNAs and RNS and between CNAs and LPNs is an intricate part of
e_Stabiishihg the applicable FACMI. Statutorily mandated revisions of the FACMI intend re-
computation of these wage rate ratios.'? | 4 |

- 7. The Department relies on RCW 74.46.501 k?)(b)(iii) in suppdrt of its.positio'n‘.

Thai statutory section provides:
Beginning on Juiy 1, 2006, when establishing the direct care component rates,
the department shall use an average of facility case-mix indexes from the four
calendar quarters occurring during the cost report period used to rebase the
direct care component rate allocations as specified in RCW 74.46.431.
In rebasing the Direct Care component rate allocation for thé July 1, 2007 Medicaid rate,

the Department is directed by YRCW 74.46.431(4) to use..:—idjdsted cost report data from 2005.

: Basedon RCW 74.46.501(7)(b)(iii), it follows thét the Department must use an average of the
facility case mix indexes for the four calendar quarters occw;ring in~2005. | This the Department
has done._ 'By statute, the Direct Care component rates were cost-rebased in 2001 based on
the 1999 cost reports. Because the Direct Care component rates had not been cost-rebased

as of 2005 since 2001, the 2005 FACMI values were based on the 2001 adjusted cost reports
which included the case mix.weights derived from the 1999 RN, LPN, and CNA avérage hourly
rate ratios determined under RCW 74.46.496(3)."® The Department, in computing the quarterly

FACMIs in 2005, correctly used the 1999 average hourly rates for RNs, LPN-s, and CNAs.

2 Seg. the ast sentence of RCW 74.46.496(d). 600008

® The most recent adaptation of the relevant statute requiring a cost—rebasmg of the Direct Care )

component rate allocation for July 1, 2006, based on 2003 adjusted cost report data, was not effective
untit July 1, 2007, after the computation of the quarterly FACMIs in 2005. . See Notes following RCW

74.46.431: Effective date—2007 c 508 referencing the effective date notes following RCW 74.46.410.
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- 8. The Appellan'ts-assert that the Department’s position ignores the statutory
provisions in RCW 74.46.496 subparagraph (4) prdviding, “The case mix weights shall be
revised, but only when direct care component rates are cost-rebased as-provided in subsection

(5) of this section, to be effective on the July 1st effective date of each cost-rebased direct care

component rate” and subparagraph (5) providing, “Case mix wéights shall be revised when

direct care component rates are cost-rebased as provided in RCW 74.46.431(4).” The dispute’

revolves around the term “effective” as used in RCW 74.46.49_6(4) and the directive in RCW

74.46.501(7)(b)(iii) requiring use of the FACMI (and, thus, the case mix weights) existing during

the four quarters of the cost report period used to rebase the Direct Care component rate

allocations. .
S. . The Washington Supreme Court has ruled that:

“The main purpose of statutory interpretation is first to ascertain and then to give
effect to the legislative intention. Krystad v. Lau, 65 Wn.2d 827, 844, 400 P.2d
72 (1965). In discharging this duty, the court first looks at the language of the
statute. Schneider v. Forcier, 67 Wn.2d 161, 406 P.2d 935 (1965). If the
language is clear and the meaning plain, the statute needs no construction and -
the courts will neither read into it things which are not there nor amend it by
construction. King County v. Seatftle, 70 Wn.2d 988, 425 P.2d 887 (1967). A
statute should be read as a whole and legislative intent derived from it as a
whoie. Krystad v. Lau, supra; Finley v. Finley, 43 Wn.2d 755, 264 .P.2d 246
(1953). Legislative intent cannot be ascertained from a single sentence or even a
solitary isolated paragraph ( Markhiam Adv. Co. v. State, 73 Wn.2d 405, 439
P.2d 248 (1968)), for the meaning of a particular part or section of a statute is to
be taken in context with the parts or sections in which it is found. Nationwide
Papers, Inc. v. Northwest Egg Sales, Inc., 689 Wn.2d 72, 416 P.2d 687 (1966);
Mercer Island v. Kaltenbach, 60 Wn.2d 105, 371 P.2d 1009 (1962).

Tarver.v. Smith, 78 Wn.2d_15‘2, 155, 470 P.2d 172 (1970).

| Contrary to the Appellants’ position, RCW 74.46.496'(.4)-and (5) do not specifically state
that the case mix weights ,shall be revised so as to affect the July 1 Medicaid rate within the
year of the revision. RCW 74.46.496 subpéragra'phs (4) and (5) simply require a revision of the
case mix weighté When the Direct Care component rates are cost-rebased effective witH July d 0 U 0 | g’
of 'the rebase year. This is what the Department has done and the revision will be ;‘effective" in : ?

recalculating the FACMIs for the last two quarters of 2007 which; pursuant to RCW
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74.46.501(7)(5)(iii), doés not affect the July 1, 2007 ‘Medicai‘d rates, but will be-used in
~ determination of the July 1, 2009'Medi§éid rates. RCW 74.46.496(4) and.(5) are general
directives to revisé the case mix weights when Direct'Care component rates are cost-rébased
effective July 1% of tﬁe rebase year. RCW 74.46.501 (7)(b)iii) is a specific directive as to what
FACMI values are to be used when cost-rebasing in a particular rate setting cycle. | The
language in RCW 74.46.501.(7)(b)(iii)' is clear and the meaning plain, the statute needs no
_lconst_ruction and the undersigned can neither'read into it things which are not there nor amend
it by cbnstrug:tion. The revised case miwieight's brought about by the most recent cost-
rebasing are “effective’f as of July 1, 2007, and will rjow'be used, absent future relevant
Iégislative changes, in éalculation of the July 1, 2009 Medicaid rates pursuant to the last
sentence of RCW ,74.46.431 (4)(@) and RCW 74.46.501(7)(b)(iii). The Department’s a'c‘tions
regarding this issue give meaning and effect to both RCW 74.46:501(7)(b)(ii|’) and 74.46.496(4)
and (5). The Appellants’ position, although appearing to comply with RCW 74.46.496(4) and
(5), standing alone, is in conflict with RCW 74.46.501 (7)(b)(iii)."* Acceptance of the |
Department’s interpretation and application of the two resévant statutory provisions is the only

conclusion that reconciles and implements both provisions.

" The Appellants argue that the Department’s treatment of the FACMI and Medicaid Average Case Mix

- Index (MACMI) is inconsistent. However, the relevant statute requires looking to two different periods in
determining what FACMI and what MACM! is to be used. The statute directs that the FACMI from the four
quarters (averaged) of the cost report period used in the re-basing of the Direct Care cost component
(2005 in this case) is to be used. The statute also directs that the MACMI be taken from the calendar .
quarter commencing six months prior to the updated rate (which would be January — March, 2007). Thus,
the applicable MACM! is based on more recent average hourly nursing rate ratios due to the cost-rebasing
of the Direct Care cost component in 2006 pursuant to RCW 74.46.431(4).. The undersigned recognizes
that this legal conclusion results in use of wage data approximately 8 years old as one element in setting
the July 1, 2007 Medicaid rate. However, this was caused by the considerabie length of time the ‘
legislature allowed the Medicaid rate to go without cost re-basing and-cannot change the application of the

relevant statutes. '
Decision and Final Order
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‘Inclusion' of Allowable Costs in Home and Central Office Costs'

10. Statutory deflnltlons relevant to the “Home Office Median Lid” issue are found at

RCW 74.46.020(30) and 74.46.410(2)(xx ) and provrde respectlvely

"Home and central office costs" means costs that are lncurred in the support and
operation of a home and central office. Home and central office costs include
centralized services that are performed in support of a nursing facility. The
department may exclude from this definition costs that are nonduplicative
documented, ordinary, necessary, and related to the provrsron of care services to

authorized patients. (Emphasis added.)
"UnaHowable costs include, but aré not limited, to the following:
All home office or central office costs, whether on or off the nursing facility

premises, and whether allocated or not to specific services, in excess of the
median of those adjusted costs for all facilities reporting such costs for the most

recent report period. .

fhe Washington State Suoreme Court has ruled, “Under Washington law, it is
well-established the use of the term "may" in a statute is regarded as permissive or |
discretionary, while the use of the term ‘shall’ is regarded as mandatory. See, e.g., Erection Co.
v. Dep't-of Labor & Ihdus., 121 Wn.2d 513, 518, 852 P.2d 288 (1993) (‘The word “shall” in a
statute . . . imposes a mahdatory requirement unless a contrary legislative intent is apparent’);
Strenge. V. Clarke, 89 Wn.2d 23, 28, 569 P.2d 60 (1977) (noting that words in a statute must be
given their ordinary meaning uniess a contrary intent appears and that ‘tjhe orctinary meaoing

of the word “may” cOnveys the idea of choice or discretion’).” Crann v. Carver, 2006 U.S. Dist.

LEXIS 78188."

¥ The Department’s decision not fo exciude certain otherwise allowable costs from the definition of home
and central office costs raises an issue of interpretation and application of relevant statutes and/or
regulations. Resolution of this issue does not rely particularly on facts specific to any individual appellant
facility nor are the material facts in dispute. The same issue was presented recently in a separate hearing
involving several other skilled nursing homes. Because the issue presents a dispute over the
interpretation and application of law rather than of fact, the two decisions. addressing the issue are similar
and are being issued simultaneously. This is to provide, hopefully, some issue uniformity and consistency
to the industry as a whole.

*® Those decisions holding the use of the term "may" as mandatory are distinguishable from the case at
bar as they involved what a party must do to protect procedural appeal rights. -See Northwest Ecosyst U 0 l 2 ¢
Alliance v. Wash. Forest Practices Bd., 149 Wn.2d 67, 66 P.3d 614, 2003, citing Mujje v. Department of
Social & Heafth Services, 97 Wn.2d 451, 453, 645 P.2d 1086 (1982), “where [the court] held that a statute
providing that a person "may appeal [a decision of the Board] to the superior court of Thurston county™ :
was not merely permissive, but instead provided the 'sole and exclusive place of venue.”
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1.~ The use of the tet"m “may” in RCW 74.46.020(305 denotes a granting to the'
Department of ‘discretionary authqrity to exclude from the definition of “home and central office’
costs” those costs that are nonduplicative, documented, ordinary, necessary, and related to tbe
provisio_n of care services to authorized residents of the nursing facility. The initial question that
must be addressed is, ‘fDoes the undersigned have jurisdictional authority to reverse or ‘second
guess’ the Department’s discretionary decisian not to exclude certain cests that it clearly has
authority to exclude under the statute if it so chooses to do so?”

12.  In addressing the issue of one tribunal’s review of arother tribunal's discretionary -
decisions, the Washington Court of Appeals DiviSien Il has ruled, “[T]he legislature's use of the .
term “may” in a statute generally confers discretion. We will not disturb such an exercise of

| dlscretlon on appeal absent a shownng of abuse. Stafe ex rel. Carroll v. Junker, 79 Wn.2d 12,
26,482 P.2d 775 (1971). Abuse of discretion occurs where the trial court's action is
“manifestly unreasonabte or exercised on untenable grounds, or for untenable reasons.’ /d.”
In re Freeman, 146 Wn. App. 250 192 P.3d 369 (2008) Use of the Appellant Court's
guidelines for reviewing the Department’s discretionary decision to include certain costs in tbe
definition of home or central efﬁce costs in this case is somewhat troubiesome because the
relevant statute does not lay out any basis or reasons as to when the Department should
exclude allowable costs from the definition.. It is d|ff|cult at best to determine from the statutory
definition what would constitute reasonable or untenable grounds in exercising the granted
discretionary authority. Furthermore, review of a Department's discretionary actions' based on
assertions that such actions are arbit'rary' and capricious is normally reserved for judicial review.
| See RCW 34.05.570(3)(). |
13, ~ Notwithstanding the forgoing legal conclusions, the review judge, acting asa
presiding officer in a Nursing Home Rate case, sits in a positien somewhat different than a - {} () {} 0 | 3
Superior Court judge reviewing a final administrative order or even an Appeltant Court judge
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reviewing a lower court's decision. Although not involved in thé Aging and Disabilitieé Service
Adminis‘trationi of the Deparfment,-a reviéw judge is an employee of the Departhjent and is
designated by the agency head to enter ﬁnalhorders.17 The undersigned recognizes that the
termé “the departmenf shall” and “the department may” are both used throughout RCW 74.46
and WAC 388-96 in defining Departmgnt duties in 'setﬁng nursing héme Medicaid rates. For
this reason, the undersign'ed must carefuily consider the cited case law concluding the. Qse of
the term “may” as permissive rathér than mandatory. Where the legislature has gi\‘/en clear
permissive discretion to the bepartment in making decisions affecting Medicaid rates, the
undersigned should be extremely reluctant tq.geco,nd guess such decisions méde by the
Departmenf’s rate analysts. However, it must éléo be recognized.that some of the statutory and

regulatory provisions using the term “may,” such as those that state “the departmeht may make

adjustments to cost reports” ar “the department may assess civil fines” clearly have Hearin'g
rights attached and are subject to administrative review.'® When the legislature provides the
Department with the "pérmissive" 'au'thority to adjust qost réports, it expects the Department to
exercise that discretionary authority fo accurately establish a.nursing facility's Medicaid rate,
reading and applying the relevant chapter of the RCW as a whole whenever possible. Based
on the circumstances surrounding the discretibnary decision made in this case and the role of
the review judge as discussed above, the undersigned would be remiss in simply deférring to |
the Department's decision not to exercise its discretic;nary authority to exclude certain allowable
costs from the home and central office definition.

14.  Asset forth in Conclusjon of Law 9, above, the starting place for any exercise in
statutory interpretation is to ascertain and give effect to legislaﬁve intent. The uhders.igned'
accepts that the Iegislatufe does not enact .a law or create language in a statute without : |
| 000014
"7 See WAGC 388-02-0010 “Review judge,” RCW 34.05.425(1 )(b) RCW 74.46.780, and WAC 388-96- - |

' 904(5)
'® See for examples RCW 74.46.100(3) and RCW 74.46. 050(2)
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purpose. or grant discretionary authority without tﬁe .intent of that authority 'being exercised when
abpropriate, : |

| 15. Reading RCW 74.46.020(30) and 74.46.410(2)(xx) in context with the rest of
RCW %4.46, the undersigned is convinced that the legis;,latljre’s purpose in creating median lids
on home or central office costs was to reign in those excessive costs uniquely associated with
establishing and maintaining a centralized office based on a state-wide review and cbmparison
of such central.ized operations. As an example, a corporation could choose thé most posh
headquarters for its nursing home central office and hire the highest paid employees to étaff the
headquarters, but could not expect full. compensation through the Medicaid rate process when -
ofh_er suéh situated facilities were exercising restraint and prudence in inéurl;i'ng expenses
associated with the establishment and maintenance of a nursing home central operatioh. The
fact that the legislature gave the Department discretionary authority to exclude otherwise
allowable coéts from the deﬁnition is evidence that the legislature did not intend to fimit by
application of a home office lid allowable costé paid through a home b'r céntral office that would
have been incurred by the facilities as “stand-alone” operations. The undersigned finds this to
be the only discernible purpose for the granting of the discretionary authority. Nothi,ng’ in the
evidentiafy hearing record, or the statute itself, allows for or even infers any other purpose. The
Department recognized this statutory purpose in its handling of fhe issue in rate settiné cycles
prior to July 1, 2007. The Department provided no other reason for the‘relevant léhguage in the

statute. Notwithstanding this prior recognition, the Department inferred by its position and

i

argumevnt at hearing that it would not, in the fufure, exercise its authority to exclude such costs
' | |

even though the statute spebiﬁca"y provides for this action.
16.  The Department's reliance on speific language in RCW 74.46.410(2)(xx) is not I

persuasi\'/é as the identifying term, “whether on or off the nursing facility bremises, and Whether‘g U 0 U | E '

~ allocated or not o specific services” refers to those costs ulfimateiy included in' the ‘definition of
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home or central office costs. The third sentence of RCW 7'4.46'.020(30) givés the Department
- authority ‘to.initiélly exclude certaiﬁ costs from the definition of home and central costs rendering
,' the identifying term inapplicable to sﬁch costs .once excluded from the definition.

17.  The Department also argu'es that the second sentencg of RCW 74.46.020.(30),
“Home and central of—ﬁce coéts include centralized ‘services that a‘fe performed in supbor’c ofa
nursing facility,” is evidence thatAthe legislature intended for all allowable costs paid through the
home or central office to be included in the definition and considereq in determination of the
home office cost rﬁedian lid. Again, this interpretation renders meaningless the thir.d sentence
of the definition. In drafting and adopting the definition, the legislature must have recoghized
thaf there will exist certain “centralized services that are performed in. suppoﬁ of é nursing
facility” that are 'unique to the existence of the home or central office and wouid not have been
incurred bu‘t for the existen_ce of the centralized office, but still are “performed in supporf ofé
nufsing facility,’f as the home office exists for the benefit of and provides services for the -
individual nursing homes within in its domain. To the extent possible, one senténce ofa
statutbry definiﬁon should not be construed so as vto render another sentence _meaning!ess or
ineffectiQe;

18. The Departmerﬁ argues that exefcise of the diécretionary authority granted in the
third sentenée of RCW 74.46..020(30) would leave no home office costs to create a median lid
as all allowéble costs, by definition, musf be nonduplicative, documented, oArdinary, necessary,
and related to the provision of care services to authorized patients. However, this afgufnent
ignores the difference between costs incurred unique to thAe establishment and maintenance of
a home office that are nonduplicative, documented, ordinary, nece_ssary, and related to the
, provisioh of care services to authorized patients and those costs paid through the home office

that are “facility specific” and would have been necessarily incurred whether a home office D 0 0 U ] b i
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exiéted or not.' T.he Department has reéognized this ciifference in past rate setting cycles as
evidenced be the création of home or central office cost median Ii@s. prior to 2007. o
19, Within_this argument, the Departmént asserts that reqUiring exclusion of fcosts
from calculation of the median fid that would otherwise be allowable and compensated costs'in
a “stand-alone” facility, would basically render the home cost median lid us,eiess. Again, if
these pérticuiar allowable costs would exist and be compensated for in the :absence of a home

ofﬁce, the fact the payments are made through the home office shouid not be the sole basis for

" disallowance of such costs. Aéceptance of the Appellants’ position may minimize the effect the

home office cost median lid will have, but this does not mean the median lid cannot be an -
effective tool in reigning in those corporations choosing-to expend sums on home office
operations disproportionate with the costs incurred by simila'r!y.situated entities in the state.

20. Under..ideal circumstances, the third sentence of RCW 74.46.020(30) woulid -
perhaps read, “The department shall exclude from this definition coéfs that woAuId otherwise
havé been incurred by a sole contractor without a home or centfal office when such
cbsts are nonduplicative, documented, ordinary, necessary, and related to the. provision of care
services to authorized patients.” However, the .authority to exclude such costs is in the current
statutory definition and, under tHe analysis set forth above, such authority exists for the purpose
of allowing such costs to be recompensed under Medicaid rate setting procéss. ‘

21. When a statute grants authority to the Department' to bring about a more
accurate and even-handed establishment of Medicaid reimbursement for the care of the elderly,
failure to exercise that discretion towards that end cén lead to inaccdrate, inconsistenvt,A
arbifréry, and capricious resuits from year-to-year rate. settings and between ﬁursing facilities

with similar costs paid thfough different disbursement methods. As a Department employee

assigned‘ﬁnal agency decision making authority within the administrative hearing forum, fhe[] [] U [] j '] }

undersigned has a responsibility to interpret and apply the law, to the extent possible, so as to
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'evoid arbitrary and capricious results that weuld render such Department decisions vulnerabie
to challenge on judicial review. The evidence in the hearing recerd and the Department's
actions in past rate setting cycles support the Appellanfs’_ position that certain allowable costs
can be 'ident'iﬁed as Heme office coste subject- to the home office median lid, while other costs
can be identified as pass-through costs that shouid be excluded from the definition.-

22. The undersigned recognizes that requfring the assigned rate analyst to evalua.te
costs paid through a home or central office to determine if they should be excluded can be time
consuming and require considerably more effort than simply choosing to not eker.cise the
exclusionary authority at all. And all this occurring at a time in the rate setting cycle when
Department rate analysts are alreedy under.extreme time pressures. However, this alone is not
a proper basis for refusing to exercise that granted statutory authority. The Department cannot
simp|y~ignere tHe t‘hird senfence of RCW 74.46.020(30). The Legislature creeted the
discretionary autherity for a reason and, as discussed above, choosing to sirhply ignore that
authorify undermines the aecuraCy and fairness of the Medicaid bcompensatory system.

(Remainder of this page intentionally left blank.)
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V. DECISION

Based on the conclusions entered a‘b_ove:.

The Department’s rﬁethodc_ology in determining the Facilify Average Case Mix (FACMI)
used in célculatihg the Appellants’ July 1, ZOQ7 Medicaid rates is affirmed.

The Department'’s decision to not exclude from the deﬂnition‘ of “home or central office
costs” any allowable costs paid through a facility home or central office is -feversed. The mattéf
is 'remandAed tb the Department to exclude from the definition those costs fhét would be incurred
by a “stand-aione” n.ursin'g facility which are non-duplicative, documented, »ordi.nary, necessary,

and related to the provision of .care services for authorized residents.

DATED this  day of January, 2009. @ @

JAMES CONANT
Review Judge/Presiding Officer

Attached: Reconsideration/Judicial Review Information

Copies: Life Care Center of Bothell, et. al., Appellants
John F. Sullivan, Appeliants’ Representative
Michael Young, AAG, Department’s Representative, MS: 40124
Edward Southon, Program Administrator, MS: 45600
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RCW 74.46.431: Nursing facility medicaid payment rate allocations — Components — ... Page 1 of 3

RCW 74.46.431
Nursing facility medicaid payment rate allocations — Components — Minimum wage — Rules.

*** CHANGE IN 2010 *** (SEE 6872-S.SL) ***

(1) Effective July 1, 1999, nursing facility medicaid payment rate allocations shall be facility-specific and shall have seven
components: Direct care, therapy care, support services, operations, property, financing allowance, and variable retum. The
department shall establish and adjust each.of these components, as provided in this section and elsewhere in this chapter, for

each medicaid nursing facility in this state.

(2) Component 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 minimum facility occupancy of
eighty-five percent of licensed beds, regardless of how many beds are set up or in use. For all facilities other than essential
commiunity providers, effective July 1, 2001, component rate allocations in direct care, therapy care, support services, and
variable return shall be based upon a minimum facility occupancy of eighty-five percent of licensed beds. For all facifities other
than essential community providers, effective July 1, 2002, the component rate allocations in operations, property, and
financing allowance shall be based upon a minimum facility occupancy of ninety percent of licensed beds, regardless of how
many beds are set up or in use. For all facilities, effective July 1, 2006, the component rate allocation in direct care shall be
based upon actual facility occupancy. The median cost limits used to set component rate aliocations shall be based on the
applicable minimum occupancy percentage. In determining each facility's therapy care component rate allocation under RCW
74.46.511, the department shall apply the applicable minimum facility occupancy adjustment before creating the array of
facilities' adjusted therapy costs per adjusted resident day. In determining each facility's support services component rate
allocation under RCW 74.46.515(3), the department shall apply the applicabie minimum facility occupancy adjustment before
creating the array of facllities’ adjusted support services costs per adjusted resident day. in determining each facility's
operations component rate allocation under RCW 74.46.521(3), the department shall apply the minimum facility occupancy
adjustment before creating the array of facilities' adjusted general operations costs per adjusted resident day.

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

(4)(a) Direct care component rate allocations shall be established using adjusted cost report data covering at least six
months. Adjusted cost report data from 1996 will be used for October 1, 1998, through June 30, 2001, direct care component
rate aliocations; adjusted cost report data from 1999 will be used for July 1, 2001, through June 30, 2008, direct care
component rate allocations. Adjusted cost report data from 2003 will be used for July 1, 2008, through June 30, 2007, direct
care component rate allocations. Adjusted cost report data from 2005 will be used for July 1, 2007, through June 30, 2009,
direct care component rate allocations. Effective July 1, 2009, the direct care component rate allocation shall be rebased
biennially, and thereafter for each odd-numbered year beginning July 1st, using the adjusted cost report data for the calendar
year two years immediately preceding the rate rebase period, so that adjusted cost report data for calendar year 2007 is used

for July 1, 2009, through June 30, 2011, and so forth.

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

(¢) Direct care component rate allocations based on 1999 cost report data shall be adjusted annually for economic trends
and conditions by a factor or factors defined in the biennial appropriations act. A different economic trends and conditions
adjustment factor or factors may be defined in the biennial appropriations act for facilities whose direct care component rate is
set equal to their adjusted June 30, 1998, rate, as provided in RCW 74.46.506(8)(ij).

(d) Direct care component rate allocations based on 2003 cost report data shall be adjusted annually for economic trends
and conditions by a factor or factors defined in the biennial appropriations act. A different economic trends and conditions
adjustment factor or factors may be defined in the biennial appropriations act for facilities whose direct care component rate is
set equal to their adjusted June 30, 2006, rate, as provided in RCW 74.46.506(5)()).

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

established in accordance with this chapter.

(5)(a) Therapy care component rate allocations shall be established using adjusted cost report data covering at least six
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months. Adjusted cost report data from 1996 will be used for October 1, 1998, through June 30, 2001, therapy care
component rate allocations; adjusted cost report data from 1999 will be used for July 1, 2001, through June 30, 2005, therapy
care component rate allocations. Adjusted cost report data from 1999 will continue to be used for July 1, 2005, through June
30, 2007, therapy care component rate allocations. Adjusted cost report data from 2005 will be used for July 1, 2007, through
June 30, 2009, therapy care component rate allocations. Effective July 1, 2009, and thereafter for each odd-numbered year
beginning July 1st, the therapy care component rate allocation shall be cost rebased bienniaily, using the adjusted cost report
data for the calendar year two years immediately preceding the rate rebase peniod, so that adjusted cost report data for
calendar year 2007 is used for July 1, 2009, through June 30, 2011, and so forth.

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

(6)(a) Support services component rate allocations shall be established using adjusted cost report data covering at least six
months. Adjusted cost report data from 1996 shall be used for October 1, 1998, through June 30, 2001, support services
component rate allocations; adjusted cost report data from 1999 shall be used for July 1, 2001, through June 30, 2005,
support services component rate allocations. Adjusted cost report data from 1999 will continue to be used for July 1, 2005,
through June 30, 2007, support services component rate allocations. Adjusted cost report data from 2005 will be used for July
1, 2007, through June 30, 2009, support services component rate allocations. Effective July 1, 2009, and thereafter for each
odd-numbered year beginning July 1st, the support services component rate allocation shall be cost rebased biennially, using
the adjusted cost report data for the calendar year two years immediately preceding the rate rebase period, so that adjusted
cost report data for calendar year 2007 is used for July 1, 2009, through June 30, 2011, and so forth.

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

(7)(a) Operations component rate allocations shall be established using adjusted cost report data covering at least six
months. Adjusted cost report data from 1996 shall be used for October 1, 1998, through June 30, 2001, operations component
rate allocations; adjusted cost report data from 1999 shall be used for July 1, 2001, through June 30, 2006, operations
component rate allocations. Adjusted cost report data from 2003 will be used for July 1, 20086, through June 30, 2007,
operations component rate allocations. Adjusted cost report data from 2005 will be used for July 1, 2007, through June 30,
2009, operations component rate allocations. Effective July 1, 2009, and thereafter for each odd-numbered year beginning
July 1st, the operations component rate ailocation shall be cost rebased biennially, using the adjusted cost report data for the
calendar year two years immediately preceding the rate rebase period, so that adjusted cost report data for calendar year
2007 is used for July 1, 2009, through June 30, 2011, and so forth.

(b) Operations component rate allocations established in accordance with this chapter shall be adjusted annually for
economic trends and conditions by a factor or factors defined in the biennial appropriations act. The economic trends and
conditions factor or factors defined in the biennial appropriations act shall not be compounded with the economic trends and
conditions factor or factors defined in any other biennial appropriations acts before applying it to the operations component
rate allocation established in accordance with this chapter. When no economic trends and conditions factor or factors for either
fiscal year are defined in a biennial appropriations act, no economic trends and conditions factor or factors defined in any
earlier biennial appropriations act shall be applied solely or compounded to the operations component rate ailocation
established in accordance with this chapter. A different economic trends and conditions adjustment factor or factors may be
defined in the biennial appropriations act for facilities whose operations component rate is set equal to their adjusted June 30,
2006, rate, as provided in RCW 74.46.521(4).

(8) For July 1, 1988, through September 30, 1998, a facility's property and return on investment component rates shall be
the facility's June 30, 1998, property and retum on investment component rates, without increase. For October 1, 1998,
through June 30, 1998, a facility's property and return on investment component rates shail be rebased utilizing 1997 adjusted

cost report data covering at least six months of data.

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

(10) Medicaid contractors shall pay to all facility staff a minimum wage of the greater of the state minimum wage or the
federal minimum wage.
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(11) The department shall establish in rule procedures, principles, and conditions for determining component rate
allocations for facilities in circumstances not directly addressed by this chapter, including but not limited to: The need to
prorate inflation for partial-period cost report data, newly constructed facilities, existing facilities entering the medicaid program
for the first time or after a period of absence from the program, existing facllities with expanded new bed capacity, existing
medicaid facilities following a change of ownership of the nursing facility business, facilities banking beds or converting beds
back into service, faciliies temporarily reducing the number of set-up beds during a remodel, facilities having less than six
months of either resident assessment, cost report data, or both, under the current contractor prior to rate setting, and other

circumstances.

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

(13) Effective July 1, 2001, medicaid rates shall continue to be revised downward in all components, in accordance with
department rules, for facilities converting banked beds to active service under chapter 70.38 RCW, by using the facility's
increased licensed bed capacity to recalculate minimum occupancy for rate setting. However, for facilities other than essential
community providers which bank beds under chapter 70.38 RCW, after May 25, 2001, medicaid rates shall be revised upward,
in accordance with department rules, in direct care, therapy care, support services, and variable return components only, by
using the facility's decreased licensed bed capacity to recalculate minimum occupancy for rate setting, but no upward revision
shall be made to operations, property, or financing allowance component rates. The direct care component rate aliocation shall
be adjusted, without using the minimum occupancy assumption, for facilities that convert banked beds to active service, under
chapter 70.38 RCW, beginning on July 1, 2008. Effective July 1, 2007, component rate allocations for direct care shall be
based on actual patient days regardless of whether a facility has converted banked beds to active service.

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

{2009 ¢ 570 § 1; 2008 ¢ 263 § 2; 2007 ¢ 508 § 2; 2006 ¢ 258 § 2; 2005 ¢ 518 § 944; 2004 ¢ 276 § 913; 2001 1st sp.s. c 8 § 5; 1999 ¢ 353 § 4; 1998 ¢
322 §19]

Notes:
Effective date — 2009 ¢ 570: "This act is necessary for the immediate preservation of the public peace,

health, or safety, or support of the state government and its existing public institutions, and takes effect
immediately [May 19, 2009]." [2009 ¢ 570 § 3]

Effective date - 2007 ¢ 508: See note following RCW 74.46.410.

Effective date -- 2006 ¢ 258: See note following RCW 74.46.020.

Severability -- Effective date -- 2005 ¢ §18: See notes following RCW 28A.500.030.
Severability -- Effective date - 2004 ¢ 276: See notes following RCW 43.330.167.
Severability - Effective dates -- 2001 1st sp.s. ¢ 8: See notes following RCW 74.46.020.

Effective dates — 1999 c 353: See note following RCW 74.46.020.

Appendix C
Page 3 of 3

http://apps.leg.wa.gov/RCW/default.aspx?cite=74.46.431 7/12/2010




RCW 74.46.496: Case mix weights — Determination — Revisions. Page 1 of 1

RCW 74.46.496
Case mix weights — Determination — Revisions.

*** CHANGE IN 2010 *** (SEE 6872-S.SL) ***

(1) Each case mix classification group shall be assigned a case mix weight. The case mix weight for each resident of a nursing
facility for each calendar quanter shail be based on data from resident assessment instruments completed for the resident and
weighted by the number of days the resident was in each case mix classification group. Days shall be counted as provided in
this section.

(2) The case mix weights shall be based on the average minutes per registered nurse, licensed practical nurse, and
certified nurse aide, for each case mix group, and using the health care financing administration of the United States
department of health and human services 1995 nursing faciiity staff time measurement study stemming from its multistate
nursing home case mix and quality demonstration project. Those minutes shall be weighted by statewide ratios of registered
nurse to certified nurse aide, and licensed practical nurse to certified nurse aide, wages, including salaries and benefits, which
shall be based on 1995 cost report data for this state.

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

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

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

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

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

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

).
[2006 258 § 4; 1998 ¢ 322 § 23]

Notes:
Effective date ~- 2006 ¢ 258: See note following RCW 74.46.020.
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RCW 74.46.501
Average case mix indexes determined quarterly — Facnllty average case mix index — Medicaid average case mix index.

** CHANGE IN 2010 *** (SEE 6872-S.5L) **

(1) From individual case mix weights for the applicable quarter, the department shail determine two average case mix indexes
for each medicaid nursing facility, one for all residents in the facility, known as the facility average case mix index, and one for
medicaid residents, known as the medicaid average case mix index.

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

through December 31st).

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

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

(4)(a) In determining the number of days a resident is classified into a particular case mix group, the department shall
determine a start date for calculating case mix grouping periods as follows:

() If a resident's initial assessment for a first stay or a return stay in the nursing facility is timely completed and transmitted
to the department by the cutoff date under state and federal requirements and as described in subsection (5) of this section,
the start date shall be the later of either the first day of the quarter or the resident's facility admission or readmission date;

(ii) If a resident's significant change, quarterly, or annual assessment is timely completed and transmitted to the department
by the cutoff date under state and federal requirements and as described in subsection (5) of this section, the start date shall

be the date the assessment is completed;

(iii) If a resident's significant change, quarterly, or annuai assessment is not timely completed and transmitted to the
department by the cutoff date under state and federal requirements and as described in subsection (5) of this section, the start

date shall be the due date for the assessment.

(b) If state or federal rules require more frequent assessment, the same principles for determining the start date of a
resident's classification in a particular case mix group set forth in subsection (4)(a) of this section shall apply.

(©n calculatlng the number of days a resident is classified into a particular case mix group, the department shalil
determine an end date for calculating case mix grouping periods as follows:

(i) if a resident is discharged before the end of the applicable quarter, the end date shall be the day before discharge; ‘
(i) If a resident is not discharged before the end of the applicable quarter, the end date shall be the last day of the quarter;

(iii) If a new assessment is due for a resident or a new assessment is completed and transmitted to the department, the end
date of the previous assessment shall be the earlier of either the day before the assessment is due or the day before the
assessment is completed by the nursing facility.

(5) The cutoff date for the depariment to use resident assessment data, for the purposes of calculating both the facility
average and the medicaid average case mix indexes, and for establishing and updating a facility's direct care component rate,
shall be one month and one day after the end of the quarter for which the resident assessment data applies.

(6) A threshold of ninety percent, as described and calculated in this subsection, shall be used to determine the case mix
index each quarter. The threshold shall also be used to determine which facilities' costs per case mix unit are included in
determining the ceiling, floor, and price. For direct care component rate allocations established on and after July 1, 2008, the
threshold of ninety percent shall be used to determine the case mix index each quarter and to determirie which facilities' costs
per case mix unit are included in determining the ceiling and price. If the facility does not meet the ninety percent threshold,
the department may use an alternate case mix index to determine the facility average and medicaid average case mix indexes
for the quarter. The threshold is a count of unique minimum data set assessments, and it shall include resident assessment
instrument tracking forms for residents discharged prior to completing an initial assessment. The threshold is caiculated by
dividing a facility's count of residents being assessed by the average census for the facility. A daily census shall be reported by
each nursing facility as it transmits assessment data to the department. The department shall compute a quarterly average
census based on the daily census. If no census has been reported by a faciiity during a specified quarter, ther the department
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shall use the facility's licensed beds as the denominator in computing the threshold.

(7)(a) Although the facility average and the medicaid average case mix indexes shall both be calculated quarterly, the
facility average case mix index will be used throughout the applicabie cost-rebasing period in combination with cost report data
as specified by RCW 74.46.431 and 74.46.506, to establish a facility's allowable cost per case mix unit. A facility's medicaid
average case mix index shall be used to update a nursing facility's direct care component rate quarterly.

(b) The facility average case mix index used to establish each nursing facility's direct care component rate shall be based
on an average of calendar quarters of the facility's average case mix indexes.

(i) For October 1, 1998, direct care component rates, the department shall use an average of facility average case mix
indexes from the four calendar quarters of 1997.

(ii) For July 1, 2001, direct care component rates, the department shall use an average of facility average case mix indexes
from the four calendar quarters of 1999.

(i) Beginning on July 1, 2006, when estabiishing the direct care component rates, the department shall use an average of
facility case mix indexes from the four calendar quarters occurring during the cost report period used to rebase the direct care
component rate allocations as specified in RCW 74.46.431.

(c) The medicaid average case mix index used to update or recalibrate a nursing facility's direct care component rate
quarterly shall be from the calendar quarter commencing six months prior to the effective date of the quarterly rate. For

exampie, October 1, 1998, through December 31, 1998, direct care component rates shall utilize case 'mix averages from the
April 1, 1998, through June 30, 1998, calendar quarter, and so forth.

[2006 ¢ 258 § 5; 2001 1stsp.s.c 8 § 9; 1998 ¢ 322 § 24.]

Notes:
Effective date -- 2006 ¢ 258: See note following RCW 74.46.020.

Severability - Effective dates -- 2001 1st sp.s. ¢ 8; See notes following RCW 74.46.020.
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RUN DATE:" 9/23/2008

STATE OF WASHINGTON NONESSENTIAL
DSHS/AGING AND DISABILITY SERVICES ADMINISTRATION . COMMUNITY
RATE COMPUTATION WORKSHEET * PROVIDER
JULY 2007 RATE SETTING ’
FACILITY
NAME:  ALDERWOOD MANOR
'NDOR

JMBER: 4111027
i : TH & SS Costs from:

REPORT PERIOD BEGINNING: ", 11/2005

. REPORT PERIOD ENDING:, 12/31/2005
DC & OP Costs from: °
REPORT PERIOD BEGINNING:* 1112005
REPORT PERIOD ENDING: 12131/2005
PR & FA Costs From:
REPORT PERIOD BEGINNING: 11112006
. : . ) REPORT PERIOD ENDING: 12/31/2006
' SECTION | - PATIENT DAY STATISTICS-AND INFLATION FACTOR ‘
ITEM 1 - 2005 TOTAL ADJUSTED PATIENT DAYS FROM SCHEDULEN . 29730
ITEM2 2005 TOTAL'ADJUSTED MEDICAID PATIENT DAYS FROM SCHEDULE N . 15697
ITEM3 2005 REPORTED LICENSED BEDS , C . 85
ITEM4 2005 REASON CODE 22 ADJUSTMENTS TO REPORTED LICENSED BEDS : .0
ITEM5 2005 ADJUSTED LICENSED BED SIZE (ITEM 3 + ITEM 4) . "85
ITEM6 2006 TOTAL ADJUSTED PATIENT DAYS FROM SCHEDULE N ' : . 29730
ITEM7 2005 TOTAL ADJUSTED MEDICAID PATIENT DAYS FROM SCHEDULE N 15697
ITEM8 2005 REPORTED LICENSED BEDS’ o ' 85
ITEMS 2005 REASON CODE 22 ADJUSTMENTS TO REPORTED LICENSED BEDS ) ~ . 0
. -85

ITEM 10 2005 ADJUSTED LICENSED BED SIZE (ITEM 8 + ITEM 9)
ITEM 11 ~ NEW BED SIZE FOR AlLL FACILITIES IN THERAPY CARE and SUPPORT SERVICES
ITEM 12 NEW BED SIZE FOR NONESSENTIAL COMMUNITY PROVIDERS (Based on licensed beds as of May 25, 2001 or bed
- unbanking afier May 25, 2001) PR and FA Only : )

ITEM 13 2005 DAYS IN REPORT PERIOD FOR THERAPY AND SUPPORT SERVICES ) ' ) ’ 365
ITEM 14 2005 PATIENT DAYS AT 85% OCCUPANCY (ITEM § * ITEM 13 * 0.85) : - 26371
ITEM 16 2005 PATIENT DAYS USED FOR RATE SETTING IN THERAPY and SUPPORT SERVICES (Greater of item 1 or item 14) . 29730
“TEM 16

‘M 16a .NEW BED SIZE FOR FACILITIES IN OPERATIONS | ’ : 0

0
0

L.EM 17 2005 DAYS IN REPORT PERIOD for DIRECT CARE and OPERATIONS . '365
ITEM 18 2005 COST REPORT OCCUPANCY PERCENTAGE FOR CALCULATION OF DAYS FOR NEW BED SIZE'IN DIRECT CARE 96%
ITEM 19 :
ITEM 20 2005 PATIENT DAYS AT 85% OR 90% OCCUPANCY FOR OPERATIONS (ESSENTIAL COMMUNITY PROVIDERS AT 85%

. (IFITEM 16a>0, ITEM 16a * ITEM 17 * 0.85, ELSEITEM 10 * ITEM 17 * 0.85) : 27923
NONESSENTIAL COMMUNITY PROVIDERS AT 80%, (IF ITEM 16>0,ITEM 16 * ITEM 17 *0.90, ELSEITEM 10 * [TEM 17 *
0.90) .
ITEM21 2006 TOTAL ADJUSTED PATIENT DAYS FROM SCHEDULE N . - 28656
ITEM 22 2006 TOTAL ADJUSTED MEDICAID PATIENT DAYS FROM SCHEDULE N 15770
ITEM 23 2006 REPORTED LICENSED BEDS 85
ITEM 24 2006 REASON CODE 22 ADJUSTMENTS TO REPORTED LICENSED BEDS 0
ITEM25 2006 ADJUSTED LICENSED BED SIZE For Essential Community Providers (ITEM 23 +ITEM 24) 85
For Nonessential Community Providers (BED SIZE as of May 25, 2001) ) '
ITEM 26 NEW BED SIZE (if Licensed Bed Size has changed on or after May 25, 2001) 0
(ONLY Essential Community Providers and All Facilities Unbanking Beds)
365

ITEM27 2006 DAYS IN REPORT PERIOD . ) .

ITEM 28 2006 PATIENT DAYS AT 85% OCCUPANCY (ITEM 25.* ITEM 27 * 0.85) Essential Community Providers . 0

ITEM 29 2006 PATIENT DAYS AT 90% OCCUPANCY ((ITEM 25 as of May 25, 2001) * ITEM 27 * 0.90) Based on Licensed Beds as of 27923
May 25, 2001 for Nonessential Community Providers )

ITEM 30 2006 PATIENT DAYS USED FOR PROPERTY & FINANCING ALLOWANCE Essentlal Community Provider (GREATER OF
ITEM 21 OR ITEM 28) for Nonessential Community Provider (GREATER OF ITEM 21 OR ITEM 28) (IF BED CHANGE FOR
ESSENTIAL COMMUNITY PROVIDERS OR BED UNBANKING FOR NONESSENTIAL COMMUNITY PROVIDERS SEE ITEM )
34)

ITEM 31 2005 PATIENT DAYS FOR THERAPY CARE AND SUPPORT SERVICES FOR CHANGES IN LICENSED BEDS 0

' (IF ITEM 11 > 0, THEN Greater of ITEM 1 or (ITEM 11 * ITEM 13 * 0.85), ELSE Greater of ITEM 1 or (ITEM 5 * ITEM 13 * 0.85)

ITEM 32 2005 PATIENT DAYS FOR DIRECT CARE (ITEM 6) 0 U U 5 b 2 29730
ITEM 33 2005 PATIENT DAYS FOR. OPERATIONS (Greater of ITEM 6 or {TEM 20) 29730
ITEM 34 2006 PATIENT DAYS FOR PROPERTY & FINANCING ALLOWANCE FOR CHANGES IN BEDS (Aner May 25, 2001 for 0
Essential Community Providers and All Facliities Unbanking Beds)
({For Essential Community Providers (If ITEM 26 > ITEM 25, then Greater of ITEM 21 or (ITEM 26 * ITEM 27 * 0.85) (If ITEM 26 .
<ITEM 25, and ITEM 30 = ITEM 21, then ITEM 30) (If ITEM 26 <ITEM 25 and [TEM 30 = ITEM 25 and ITEM 21>= (ITEM 26 * Appendix F

28656

ITEM 27 *0.85), then ITEM 21)) -
If TEM 26 < ITEM 25 and ITEM 30 = ITEM 29 and ITEM 21 < (ITEM 26 * ITEM 27 * 0.85), then (ITEM 26 * ITEM 27 *.085)) P age 1of7
For Nonessential CommunIIy Providers that Unbank Beds (If ITEM 26 > ITEM 25, Ihen Greater of ITEM 21 or (ITEM 26 * {TEM l

27 * 0.90) (If ITEM 26 < ITEM 25, then ITEM 30) . ] ) EXHIBIT
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ITEM 36

ITEM 36
‘TEM 37
EM 38

- «TEM 39
-ITEM 40
ITEM 40a

ITEM 41
ITEM 42
ITEM 43
ITEM 44

ITEM 45

ITEM-46
ITEM 47
ITEM 48

ITEM 49

ITEM 50
ITEM 51

" 4111027

ALDERWOOD MANOR

SECTION | - PATIENT DAY STATISTICS AND INFLATION FACTOR {(Continued)
2005 ANNUALIZED PATIENT DAYS for FINANCING ALLOWANCE and LICENSE FEE ADD-ON ((365 / ITEM 27) * ITEM 30 or ., 28656

(ITEM 34 for Essentlal Community Providers and All Facilities Unbanking Beds)) .
1.0320

VENDOR RATE INCREASE FOR FISCAL YEAR 08 -

VENDOR RATE INCREASE, ANNUALIZED (item 36 Annualized) 1.0320
FACILITY AVERAGE CASE MIX INDEX (All Four Quarters.in 2005) 2.046
MEDICAID AVERAGE CASE MIX INDEX (First Quarter 2007) : ©+1.976
1S THIS FACILITY IN A "Urban" or *"Non-Urban® COUNTY? (1, 2 = Urban OR 3 = Non-Urban) for TH arid-SS 2
IS THIS FACILITY IN A "High Labor-Cost", "Urban” or "Non-Urban® COUNTY? (1, 2 OR 3) for DC and OP 2
SECTION |l - DIRECT CARE COMPONENT

PART A: COST PER CASE MIX UNIT .

2005 REPORTED DIRECT CARE COSTS (SCHEDULE G, COL. 5, LINE 112} 2,459,830
.DIRECT CARE EXAMINATION ADJUSTMENTS ' (2,916) .
ADJUSTED DIRECT CARE COSTS (ITEM 41 - ITEM 42) 2,458,914
ADJUSTED DIRECT CARE COST PPD 82.64
(ITEM 43/ ITEM 32) :

COST PER CASE MIX UNlT (ITEM 44/ ITEM 38) 40.39
PART B: COST PER CASE MIX UNIT (112% CEILING 'RCW 74.46. SOGIESSB 61 58)

40.39

COST PER CASE MIX UNIT (ITEM 45)° :
"High Labor-Cost ", "Urban”, or "Non-Urban" PEER GROUP CEIUNG (112% OF MEDIAN) . v - 48.16
COST PER CASE M!X UNIT AFTER CORRIDOR . : o 40,39

(IF ITEM 46 > ITEM 47, then ITEM.47, else [TEM 46) .
79:81

CASE MIX DIRECT CARE RATE PPD (ITEM 48 * ITEM 39)
PART C: DIRECT CARE RATE COMPONENT
-.CASE MIX DIRECT CARE RATE PPD ADJUSTED FOR VENDOR RATE INCREASES (ITEM 49" 1 032 annuailzed for FY 08) 82.36
. 82.36

INFLATED DIRECT CARE RATE PPD (ITEM 50).
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4111027.

9/23/2008 ALDERWOOD MANOR .

SECTION lit - THERAPY CARE COMPONENT

{TEM 52 2005 REPORTED THERAPY COSTS (SCHEDULE G, COL. 5, LINE 113) 60,997
(1,016)

'TEM 63  EXAMINATION ADJUSTMENTS (INCLUDES APPLICATION OF LIMITS BY THERAPY TYPE)

EM 54 ADJUSTED THERAPY COSTS (ITEM 52 + ITEM 53) - 69,981
[EM 565 ADJUSTED THERAPY COSTS PPD . . - 202
’ © (fITEM 11 =0, then ITEM 54 / ITEM 15) .

. (IfITEM 11 > 0, then ITEM 54 /ITEM 31) ’ '
ITEM 56 - THERAPY CARE RATE PPD ADJUSTED FOR VENDOR' RATE INCREASES (ITEM 55 * 1.032 annualized for FY 08) . L 208

SECTlON IV - SUPPORT SERVICES .COMPONENT

ITEM'57 2005 REPORTED SUPPORT SERVICE COST (SCHEDULE G, COL..5, LINE 145) . " 61 9,247

ITEM 58 EXAMINATION ADJUSTMENTS TO SUPPORT SERVICES COMPONENT ’ . (261)

ITEM 69 ADJUSTED SUPPORT SERVICES COST (ITEM 57 + ITEM 58) - - . . 618,986
. . . ' 20.82

ITEMB60 ADJUSTED SUPPORT SERVICES COST PPD

. (f ITEM 11 = 0, then ITEM 58/ ITEM 15) - )
(i I'TEM 11 > 0, then ITEM 59 / ITEM 31) . C

ITEM 61 "Urban" OR "Non-Urban" PEER GROUP ADJUSTED SUPPORT SERVICES COST LID PPD ’ . © 23,55

ITEM62 ADJUSTED SUPPORT SERVICES COST PPD. (LESSER OF ITEM 60 OR ITEM 61) 20.82
ITEM 63 SUPPORT SERVICES RATE PPD ADJUSTED FOR VENDOR RATE INCREASES (ITEM 62 * 1.032 annualized for FY 08) 21.49
. SECTION V - OPERATIONS COMPONENT ‘ i :
ITEM 64 2005 REPORTED OPERATIONS COST (SCH G, COL. 5, LINE 218) o : 1,228,461
ITEM 65 EXAMINATION ADJUSTMENTS TO OPERATIONS COMPONENT : : 3,999
ITEM65 REMOVE 2005 QUALITY MAINTENANCE FEES PAID (SCHEDULE G, COL 5, LINE 192, ACCOUNT 5430) (120,873)
ITEM 67 ADJUSTED OPERATIONS COST (ITEM 84 + ITEM 65 + ITEM 66) . 1,111,587
ITEM68  ADJUSTED OPERATIONS COST PPD (ITEM 67/ITEM 33) ‘ : 37.39 .
ITEM69 “Urban" OR "Non-Urban" PEER GROUP-ADJUSTED OPERATIONS COST LID PPD ' . 32.71
ITEM70 ADJUSTED OPERATIONS COST PPD (LESSER OF ITEM 68 OR ITEM 69) , 32.71
ITEM 71 . OPERATIONS RATE PPD ADJUSTED FOR VENDOR RATE INCREASES (ITEM 70 * 1,032 annualized for FY 08) ©.33.76
0005bY
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4114027 - -

9/23/2008 .ALI'JERWOOD MANOR

SECTION VI - PROPERTY COMPONENT

. ITEM72 2006 REPORTED PROPERTY (SCHEDULE G, COL. 5, LINE 237) . 222,194
TITEM73 2006 EXAMINATION ADJUSTMENTS ’ (10,083)
ITEM 74" 2006 ADJUSTED DEPRECIATION (ITEM 72 + {TEM 73) 212,101
2006 ADJUSTED DEPRECIATION PPD 740 -
(IF ITEM 26 = 0, THEN ITEM 74 / ITEM 30) (IFITEM26>0 & ESSENTIAL COMMUNITY PROVIDER OR UNBANKING BEDS,
ITEM75 THENITEM 74/ITEM 34) .
ITEM76 PROPERTY RATE PPD (ITEM 75) : . 7.40
ITEM 77 CURRENT FUNDING FOR CAPITAL IMPROVEMENTS NOT INCLUDED IN REASON CODE 27 0
" CURRENT FUNDING FOR CAPITAL IMPROVEMENTS PPD 0.00
' (IF ITEM 26 = 0, THEN ITEM 77 / ITEM 30) (IF ITEM 26>0 & ESSENTIAL COMMUNITY PROVIDER OR UNBANKING BEDS, .
ITEM78 THEN ITEM 77 / ITEM 34 (ANNUALIZED))
ITEM78 PROPERTY RATE PPD PLUS CURRENT FUNDING PPD (ITEM 76 + !TEM 78) 740
SECTION Vil - FINANCING ALLOWANCE COMPONENT
2006 REPORTED NET BOOK VALUE OF ALLOWABLE ASSETS 2,516,373
ITEM80 (SCHEDULE B, COL. 6, LINE 35)
JTEM 81 2008 EXAMINATION ADJUSTMENTS TO NET BOOK VALUE 10,561
ITEM 82 ADJUSTED 2006 NET BOOK VALUE OF ALLOWABLE ASSETS (ITEM 80 + ITEM 81) . 2,526,934
259,065

ADJUSTED 2006 NET-BOOK VALUE OF ALL OWABLE ASSETS FOR ASSETS PURCHASED ON OR AFTER MAY 17, 1999
ITEM B3 (REASON CODE 17 EXAMINATION ADJUSTMENT) ENGROSSED 2ND SUBSTITUTE HOUSE BILL 1484 .
ITEM 84 ADJUSTED 2006 NBV OF ALLOWABLE ASSETS PURCHASED BEFORE MAY 17, 1998 (ITEM 82 - ITEM 83) 2,267,869
FINANCING ALLOWANCE PPD FOR ASSETS PURCHASED-BEFORE MAY 17, 1999 : 7.91
(IF ITEM 26 = 0, THEN ((ITEM 84) * 0:10) / [TEM 35) (IF ITEM 26 > 0 & ESSENTIAL COMMUNITY PROVIDER OR

ITEM 85 UNBANKlNG BEDS, THEN ((iTEM 84)* 0.10) / ITEM 34 (ANNUALIZED))
FINANCING ALLOWANCE PPD FOR ASSETS PURCHASED ON OR AFTER MAY 17, 1999 0.77
. (IF ITEM 26 = 0, THEN (ITEM 83 * 0.085)./ ITEM 35) (IF ITEM 26 > 0, & ESSENTIAL COMMUNITY PROVIDER OR N
_ITEM 86 UNBANKING BEDS THEN (ITEM 83 * 0.085) / ITEM 34 (ANNUALIZED)). . ‘
ITEM 87 CURRENT FUNDING - NET BOOK VALUE ASSOCIATED WITH PURCHASES ON OR AFTER MAY 17, 1999 0
0.00

FINANCING ALLOWANCE FOR CURRENT FUNDED.NBV PURCHASED ON OR AFTER MAY 17, 1999
(IF ITEM 26=0, THEN (ITEM 87 * 0.085) / ITEM 35) (IF ITEM 26>0 & ESSENTIAL COMMUNITY PROVIDER OR UNBANKlNG

" [TEM 88" BEDS, THEN {ITEM 87 * 0.085) / |TEM 34 (ANNUALIZED)) ,
FINANCING ALLOWANCE PLUS CURRENT FUNDED FINANGING ALLOWANCE ' ‘ 8.68

ITEM B89 (ITEM 85-+ ITEM 86 + ITEM .88)

SECTION ViiI - VARIABLE RETURN COMPONENT : .
2.54

ITEM80 JUNE 30, 2006 VARIABLE RETURN RATE (EHB 2716) : :
ITEM 91 NEWLY MEDICAID IN 2006 or After (SUM OF DC, TH, SS AND OP RATES PPD (ITEM 51 + ITEM 56 + ITEM 63 + ITEM 71)) 0.00
0%

ITEM92 NEWLY MEDICAID IN 2006 or after (VARIABLE RETURN RATIO (1% TO 4%) (JULY 1, 2001 REBASE))
ITEM83 VARIABLE RETURN RATE PPD (ITEM 90, OR IF NEWLY MEDICAID (ITEM 91 * ITEM 92)) 2,54
ITEM 94 FINANCING ALLOWANCE.PLUS VARIABLE RETURN PPD (ITEM 89 + ITEM 93) 11.22
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9/23/2008

ITEM 95

ITEM 96 °

TEM 97
M 88

ITEM 99
ITEM 100

ITEM 101

ITEM 102
ITEM 103
ITEM 104

ITEM 105
ITEM 106,

iTEM 107 .

ITEM 108

{TEM 108
ITEM 110
" ITEM 114

ITEM 112

=M 113

ITEM 114
ITEM 115
ITEM 116
ITEM 117

ITEM 118

" 05_RATECOMP_06 : Page §

+ GRANDFATHERED LEASE FLAG (IF GRANDFATHERED, THEN "1", OTHERWISE "0")

EXAMINED COST PPD MINUS PROPERTY RATE (ITEM 89 - ITEM 79) ‘

' 2005 EXAMINED ASSETS FOR ALTERNATIVE FINANCING ALLOWANCE (ITEM 101 + ITEM 102)

ALDERWOOD MANOR 4411027

SECTION IX - ALTERNATIVE FINANCING ALLOWANCE
(FOR GRANDFATHERED LEASES ONLY)

2005 REPORTED DEPRECIATION, INTEREST AND LEASE FAYMENT (SUPPLEMENTAL SCHEDULE 14, COL 5, LINE 18)
2005 EXAMINATION ADJUSTMENTS TO SCHEDULE 14

2005 EXAMINED DEPRECIATION, lNTEREST AND LEASE PAYMENT (ITEM 96 + ITEM an

EXAMINED COST PPD

(IF ITEM 26 = 0, THEN ITEM 98 / ITEM 35)

(IF [TEM'26 > 0, THEN ITEM 98 /iTEM 34 (ANNUALIZED))

IF ITEM 100 IS LESS THAN OR EQUAL TO ITEM 94, THEN ITEM 94 APPLIES
IF ITEM 100 IS GREATER THAN ITEM 94, THE ALTERNATIVE FINANCING ALLOWANCE APPUES AS
COMPUTED BELOW (ITEM 101 THROUGH ITEM 143) .

2005 REPORTED TOTAL ASSETS FOR ALTERNATIVE FINANCING ALLOWANCE
(SUPPLEMENTAL SCHEDULE 1-3, COL 7, LINE 18) "
2005 EXAMINATION ADJUSTMENTS TO SCHEDULE -3 .

[=NeNa)

2005 REPORTED ACCUMULATED DEPRECIATION ON ASSETS FOR ALTERNATIVE FINANCING ALLOWANCE
(SUPPLEMENTAL SCHEDULE I-5, COL 14, LINE 11) .
EXAMINATION ADJUSTMENTS TO 15 -

2005 EXAMINED ACCUMULATED DEPRECIATION

2005 BOOK VALUE OF ASSETS FOR ALTERNATIVE FINANCING ALLOWANCE (ITEM 103 - ITEM 106)
ALTERNATIVE NET INVESTED FUNDS (ITEM 108 - ITEM 110) FOR ALTERNATIVE FINANCING ALLOWANCE FOR .
ASSETS PURCHASED BEFORE MAY 17, 1989, ENGROSSED SECOND SUBSTITUTE HOUSE BILL 1484
ALTERNATIVE NET INVESTED FUNDS FOR ALTERNATIVE FINANCING ALLOWANCE FOR ASSETS PURCHASED
AFTER'MAY 17, 1999, ENGROSSED SECOND SUBSTITUTE HOUSE BILL 1484

(REASON CODE 17 EXAMINATION ADJUSTMENT) .
ALTERNATIVE FINANCING ALLOWANCE PPD FOR ASSETS PURCHASED BEFORE MAY 17, 1 999 ) 0.00
(IF ITEM 28 = 0, THEN (ITEM 108 * 0.10) / ITEM 35)

(IF ITEM 26 > 0, THEN (ITEM 108 * 0.10)/ ITEM 34 (ANNUALIZED))

ALTERNATIVE FINANCING ALLOWANCE PPD FOR ASSETS PURCHASED ON OR AFTER MAY 17, 1998 0.00
(IF ITEM 26 = 0, THEN (ITEM 109 * 0,085) / ITEM 35) )

[=NeNeNe]

o

- (IFITEM 26 > 0, THEN (ITEM 109 * 0.085)/ ITEM 34 (ANNUALlZED)) o
: © 0.00

ALTERNATIVE FINANCING ALLOWANCE PLUS VAR)ABLE RETURN
(ITEM 93 + ITEM 110 + ITEM 111)

ALTERNATIVE FINANCING ALLOWANCE PLUS VARIABLE RETURN FPD (LESSER OF ITEM 100 OR ITEM 112) 0.00
SECTION X - RATE ADD-ON FOR CURRENT FUNDING
CURRENT FUNDING FOR ADMINISTRATOR-IN-TRAINING PPD 0.00
CURRENT FUNDING FOR PROPERTY TAX INCREASE PPD (TAX INCREASE GRANTED AFTER 7/1/06) * 1.032 forFYoa) 0.00
CURRENT FUNDING FOR PROPERTY TAX INCREASE PPD (TAX INCREASE GRANTED AFTER 7/1/07) . 0.00
TOTAL RATE ADD-ON FOR CURRENT FUNDED OPERATION COMPONENT (ITEM 114 + ITEM 115 + ITEM 116) 0.00
SECTION XI - NURSING HOME LOW-WAGE WORKER/LLICENSE FEE ADD-ON .

' 0.49

DIRECT CARE LOW WAGE WORKER - (.6% OF DIRECT CARE RATE COMPONENT)

000566

Appendix F

-EXHIBIT, } Page 5 of 7
PAGE_D =2 OF %




9/23/2008

ITEM 119
ITEM 120
ITEM 121
TEM 122

Ma23
EM 124
ITEM 125
ITEM 126

ITEM 127
" JTEM 128
ITEM 129
ITEM 130
ITEM 131
ITEM 132

ITEM 133 .

. ITEM 134

ALDERWOOD MANOR

SECTION Xl - CALCULATED REBASED RATE BEFORE BUDGET DIAL

DIRECT CARE COMPONENT (ITEM 51 + ITEM 118)
THERAPY CARE COMPONENT (ITEM 56)
SUPPORT SERVICES COMPONENT (ITEM 63)
OPERATIONS COMPONENT (ITEM 71 + ITEM 117)

'PROPERTY COMPONENT (ITEM 79)

FINANCING ALLOWANCE COMPONENT (ITEM 89 OR (ITEM 113 less ITEM 93 (If Gmndfathered)))

VARIABLE RETURN COMPONENT (ITEM 93)
SUBTOTAL MEDICAID PROSPECTIVE RATE BEFORE BUDGET DIAL

SECTION X -HOLD HARMLESS PROVISION/COMPARISON (ESSB 6158)
PRIOR FISCAL YEAR (FY 07) QUALITY MAINTENANCE FEE ADD-ON (YES,NO)

6/30/07 DIRECT CARE RATE

6/30/07 THERAPY RATE

6/30/07 SUPPORT SERVICE RATE

6/30/07 OPERATION RATE

6/30/07 NON-CAPITAL RATE (ITEM ‘128 + [TEM 129 + [TEM 130 + ITEM 131 - $5.25 IF ITEM 127 = "YES")
REBASED NON-CAPITAL RATE (ITEM 119 + ITEM 120 + ITEM 121 + [TEM 122)

HELD HARMLESS (IF ITEM 132 IS GREATER THAN ITEM 133, THEN "YES?, ELSE "NO"

. SECTION XIV - CALCULATED RATE AFTER HOLD HARMLESS PROVISION AND BEFORE

ITEM 135
iTEM 136
ITEM 137
ITEM 138
ITEM 139
ITEM 140
ITEM 141
ITEM 142

ITEM 143
{TEM 144

ITEM 145
ITEM 146
ITEM 147
ITEM 148
ITEM 149
_ITEM 150
. ITEM 151
ITEM 152

BUDGET DIAL

.DIRECT CARE COMPONENT (IF ITEM 134 = "YES", ITEM 128 *1. 032, ELSE ITEM 119)
" THERAPY CARE COMPONENT (IF ITEM 134 = "YES", ITEM 126 "1 .032, ELSE ITEM 120)

SUPPORT SERVICES COMPONENT (IF ITEM 134 = "YES", ITEM 130 *1.032, ELSE ITEM 121)
OPERATIONS COMPONENT (IF ITEM 134 = "YES", [TEM 131 *1, 032, ELSE ITEM 122)
PROPERTY COMPONENT (ITEM 123) - .

FINANCING ALLOWANCE COMPONENT (ITEM 124)

VARIABLE RETURN COMPONENT (ITEM 125)
SUBTOTAL MEDlCAlD PROSPECTIVE RATE BEFORE BUDGET DIAL

‘SECTION XV - BUDGET DIAL

CALCULATED RATE BEFORE BUDGET DIAL (lTEM 142)
BUDGET DIAL ADJUSTMENT

SECTION XV - FINAL CALCULATED RATE AFTER BUDGET DIAL
DIRECT CARE COMPONENT (ITEM 135 MINUS (ITEM 144 ALLOCATED)) -
THERAPY CARE COMPONENT (ITEM 136 MINUS (ITEM 144 ALLOCATED))
SUPPORT SERVICES COMPONENT (ITEM 137 MINUS (ITEM 144 ALLOCATED))
OPERATIONS COMPONENT (ITEM 138 MINUS (ITEM 144 ALLOCATED)) -
PROPERTY COMPONENT (ITEM 139 MINUS (ITEM 144 ALLOCATED))

"FINANCING ALLOWANCE COMPONENT (ITEM 140 MINUS (ITEM 144 ALLOCATED))

VARIABLE RETURN COMPONENT (ITEM 141 MINUS (ITEM 144 ALLOCATED))
TOTAL MEDICAID PROSPECTIVE RATE AFTER BUDGET DIAL

4111027

82.85
2.08
12149
33.76
7.40
8.68
254 -
158.80

YES
81.79
0.48
21.30
36.96
135.28
140.18

NO

82.85
2,08

- 21,49
33.78
7.40
8.68

158 80

158.80
0.00

82.85
2,08

21.49

33.76
7.40
8.68

158, BD
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STATE OF WASHINGTON
DSHS/AGING AND DISABILITY SERVICES ADMINISTRATION
NURSING FACILITY RATE NOTIFICATION

..1IS RATE IS IN EFFECT UNTIL NOTIFICATION OF RATE CHANGE

RATE
EFFECTIVE
L JULY 1, 2007
DC - BIRECT CARE COMPONENT 82.85
TC - THERAPY CARE COMPONENT 2.08
" 8S - SUPPORT SERVICES-COMPONENT 21.49°
OP - OPERATIONS COMPONENT ' 33.76
PR - PROPERTY COMPONENT - 7.40°
FA - FINANCING ALLOWANCE COMPONENT 8.68
- VR - VARIABLE RETURN COMPONENT 2.54
" TL-TOTAL L 158.80 -
CONTACT THE OFFICE OF PROViDER SERVICES AT 1-8005éz-6188 FOR QUESTIONS REGARDING'-P}‘\YMENTS OR RECOUPMENfé
. FAGILITY NUMBER: 4111027
NATIONAL PROVIDER IDENTIFIER . 1245284835
LOCATION NUMBER 33200 .
) " PROCESS DATE: 9/23/2008
ALDERWOOD MANOR '
3600 EAST HARTSON AVENUE -
SPOKANE, WA. 992020000
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