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H. FS/NF-B subacute care facilities provide medically necessary services of varying 
degrees of higher intensity care, as provided in the California Code of 
Regulations, title 22, section 5 1 124.5. 

111. Cost Reporting 

A. All long-term care FS/NF-Bs participating in the Medi-Cal Program will 
maintain, according to generally accepted accounting principles, the uniform 
accounting systems as described in California Code of Regulations, title 22, 
section 5 15 1 1.2 and will submit cost reports in the manner approved by the state. 

B. Cost reports are due to the state no later than 120 days after the close of each 
facility's fiscal year, in accordance with Medi-Cal cost reporting requirements. 

C. Each FS/NF-B will retain its supporting financial and statistical records for a 
period of not less than three years following the date of submission of its cost 
report and will make such records available upon request to authorized state or 
federal representatives, as described in Welfare and Institutions Code section 
14124.1. 

D. All cost reports will be prepared according to the Office of Statewide Health 
Planning and Development's (OSHPD) Reporting Requirements and Instructions. 
These cost reports will be maintained by the state for a period of not less than five 
years following the date of electronic submission of reports, in accordance with 
Title 42, Code of Federal Regulations, section 433.32. 

E. The reimbursement rate methodology for FSMF-Bs may include more or less 
than twelve months andlor more than one cost report, as long as the fiscal periods 
all end within the t i m e h e  specified for rate-setting. Only cost reports accepted 
by the OSHPD will be included in the calculation of the facilirnspecific 
reimbursement rates, except as specified in Section VIII of this Supplement. 

F. For FS/NF-Bs providing subacute care services, only cost reports with twelve or 
more months of subacute costs which have been formally accepted by the state 
will be used in the rate study to determine the facility-specific reimbursement 
rate. 

G. Supplemental schedules may be used to augment andlor update cost reports and 
other source data used to develop facility-specific rates. Supplemental schedules 
will be subject to audit or review prior to use in the facility-specific rate-setting 
process. 
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H. The Department reserves the right to exclude any cost report or supplemental 
schedule or portion thereof that it deems inaccurate, incomplete or 
unrepresentative. 

I. FSMF-Bs that no longer participate in the Medi-Cal program will be excluded 
from the rate-setting process. 

J. For purposes of calculating reasonable compensation of facility administrators, 
the Department will adhere to the standards established under Chapter 9 of the 
Centers for Medicare & Medicaid Services Provider Reimbursement Manual 
(HIM 15), reproduced in full in Volume 2 at Paragraph 5577 of the Commerce 
Clearing House Medicare and Medicaid Guide. The Department will conduct its 
own compensation survey for calculating reasonable compensation for facility 
administrators. Based on the data collected from such surveys, the state will 
develop compensation range tables for the purpose of evaluating facility 
administrator compensation during audits of those FS/NF-Bs, and adjust the costs 
accordingly. 

IV. Audits and Audit Adjustments 

A. The Department will conduct financial audits of FSM-Bs participating in the 
Medi-Cal program a minimum of once every three years. These audits may be 
full-scope field audits, limited scope reviews, or desk reviews. Limited scope or 
desk reviews will be conducted at intervening periods, as necessary. All subacute 
care units of FSMF-Bs will be subject to audit or review on an annual basis. 

B. The Department will adjust or reclassify reported cost and statistical information 
submitted by the FSMF-Bs for the purposes of calculating facility-specific Medi- 
cal rates consistent with applicable requirements of this Supplement and as 
required by Title 42, Code of Federal Regulations, Part 4 13. 

C. Audited or reviewed cost data and/or prospective audit adjustments i l l  be used 
andlor applied to develop facility-specific reimbursement rates. 

1. On an annual basis, the Department will use FSMF-B cost reports, 
including supplemental reports as required by the Department, and the 
results of any state or federal audits to determine if there is any difference 
between the reported costs used to calculate a FSLNF-B's reimbursement 
rate and the FS/NF-B's audited expenditures in the rate year. 

2.  If the Department determines that there is a difference between reported 
costs used to calculate a FS/NF-B's reimbursement rate and the audited 
facility expenditures, the Department will adjust the FS/NF-B's 

TN 05-005 
Supersedes 
TNN/A 

SEP 0 9 200" 
Approval Date Effective Date August 1, 2005 



Supplement 4 to Attachment 4.1 9-D 
Page 5 

reimbursement rate prospectively over the intervening year(s) between 
audits. The amount a cost category is adjusted will be determined by an 
error factor that reflects a ratio of the difference between the reported cost 
and the audited expenditures for each cost category, consistent with the 
methodology specified in this Supplement. 

D. In the event that the FSMF-B's labor costs are incorrectly reported on facility cost 
reports or supplemental schedules, the Department will prospectively adjust the 
facility's reimbursement rate, in the same manner as described in Section IV.C.2. 
of this Supplement. Those adjustments received after computation of the annual 
labor study will be excluded from that study. 

E. Compliance by each FSMF-B with state laws and regulations regarding staffing 
levels will be documented annually, either through supplemental reports or 
through the annual licensing inspection process specified in Health and Safety 
Code section 1422. 

F. Overpayments to any FSMF-B will be recovered in a manner consistent with 
applicable recovery procedures and requirements of state and federal laws and 
regulations. Overpayment recovery regulations are described in the California 
Code of Regulations, title 22, section 5 1047. Overpayments referred to in this 
Section do not include those situations described above in Paragraphs IV.C.2. or 
1V.D. 

G. Providers have the right to appeal audit or examination findings that result in an 
adjustment to Medi-Cal reimbursement rates. Specific appeal procedures are 
contained in Welfare and Institutions Code, section 14171, and in Division 3, 
Subdivision 1, Chapter 3, Article 1.5 (Provider Audit Appeals) of the California 
Code of Regulations, title 22, sections 5 10 16 through 5 1048. 

H. For FS/NF-Bs that obtain an audit appeal decision that results in revision of the 
facility's allowable costs used to calculate a facility's reimbursement rate, the 
Department will make a retroactive adjustment in the facility-spkcific 
reimbursement rate. 

V. Methods and Standards for Establishing FSNF-B Reimbursement Rates 

A. Effective August 1,2005, a FSMF-B's actual reimbursement rate (per diem 
payment) is the amount the Department will reimburse to a FS/NF-B for services 
rendered to an eligible resident for one resident day. The per diem payment is 
calculated prospectively on a facility-specific basis using facility-specific data 
from the FSMF-B's most recent cost report period (audited or adjusted), 
supplemental schedules, and other data determined necessary by the Department. 
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resident care labor cost per diems. FS/NF-B's will be 
reimbursed the lower of their actual cost per diem or the 
ceiling per diem amount. 

ii. An inflation index, based on the Department's labor study, 
developed from the most recently available industry- 
specific historical wage data as reported to OSHPD by 
providers will be applied to the FSINF-B's allowable direct 
resident care labor per diem costs. Each facility's direct 
resident care labor costs will be inflated from the mid-point 
of the cost reporting period or supplemental schedule 
reporting period to the mid-point of the rate year. 

b. Indirect care labor cost. include all labor costs related to staff 
s u p p o ~ g  the delivery of resident care including housekeeping, 
laundry and linen, dietary, medical records, in-service education, 
and plant operations and maintenance costs. These costs are 
limited to the 90" percentile of each facility's respective peer- 
group, as described in Section VII of this Supplement. 

1. In-service education activities are defined as education 
conducted within the FS/NF-B for facility nursing 
personnel. Salaries, wages and payroll-related benefits of 
time spent in such classes by those instructing and 
administering the programs will be included as in-service 
education labor costs. If instructors do not work M1-time 
in the in-service education program, only the cost of the 
portion of time they spend working in the in-service 
education program is allowable. In-service education does 
not include the cost of time spent by nursing personnel as 
students in such classes or costs of orientation for new 
employees. The costs of nursing in-service education 
supplies and outside lecturers will be reflkcted in the in- 
service education non-labor costs of the indirect care non- 
labor cost category. 

ii. For the rate year beginning August 1,2005, and for 
subsequent rate years, the indirect resident care labor per 
diem payment will be calculated from the FS/NF-B's actual 
allowable Medi-Cal cost as reported on the facility's most 
recently available cost report, as adjusted for audit findings. 
Each facility's per diem payment will be limited to a 
ceiling amount, identified as the 90'~ percentile of each 
facility's peer-grouped allowable Medi-Cal indirect 
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Example of FRVS Per Diem Calculation 

Exam~le  Assumptions 

Building License Date = 2/1/1976 
Actual Age on 2/1/2006 (mid-point of 2005106 rate year) = 30 years 
Effective Age for FRVS = 25 years (subtract 5 years for improvements) 
Rental Factor = 7 percent 
Construction Cost = $1 23 per square foot 
Occupancy = 90% = 30,7 15 resident days 
Licensed Beds = 99 
Facility Location = San Diego = 1.061 location index 

Estimated Building Value (99 beds x 400 square feet x $123 x 1.061) 

Add: Equipment Value at $4,000 per bed 

Gross Value 

Depreciation (1.8% x 25 years) 

Net Value (undepreciated current facility value) 

Add: Land Value at 10% of Undepreciated Building Value 

Total Base Value 

-g 

Fair Rental Value (rental factor x total base value) 

FRVS per diem (Fair Rental Value +occupancy adjusted resident days) A$L=-&B 
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Example of FRVS Per Diem Calculation With Improvement Modification 

Example Assumptions 

Original Building Assumptions Remain Static 
Cost of Remodel % 500,000 
Remodel Cost Per Bed ($500,000 + 99 beds) $ 5,051 
Base Value Per New Bed Prior to Improvement Modification (gross value i 99 beds) $ 56,201 

Modified Facilitv Ape Calculation 

Equivalent Number New Beds (cost of remodel i base valuebed before improvement) 8.9 

Weighted Average Aee 

Prior to Improvement - 99 Beds x 25 years 2,475 

Resulting from Improvement - 8.9 Beds x 0 years 

Total = 107.9 Beds 

Weighted Average Age = 2,4751107.9 

0 

2,475 

22.9 Years 

Modified Base Value Computation 

Gross Value (Building and Equipment) $ 5,563,919 

Adjusted Depreciation = 1.8% x 22.9 years x gross value $2,293,447 

Modified Net Value $3,270,472 

Add: Land Value $ 516.792 

Modified Total Base Value !Lim&2@ 

Modified FRVS Per Diem Calculation 

FRVS Per Diem 
(rental factor x modified base value)/(total resident days) 
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V. Determination of FS/NF-B Rates for State-Owned Facilities, Newly Certified 

Providers or Changes of Ownership 

 

A. State-owned and operated FS/NF-Bs will receive a prospective payment rate 

based on the peer-group weighted average Medi-Cal reimbursement rate. 

 

B. New FS/NF-Bs with no cost history in a newly constructed facility, in a location 

not previously licensed as a FS/NF-B, or an existing facility newly certified to 

participate in the Medi-Cal program will receive a reimbursement rate based on 

the peer-group weighted average Medi-Cal reimbursement rate.  The Department 

will calculate the facility-specific rate when a minimum of six months (12 months 

for subacute care units) of Medi-Cal cost data has been audited.  The Department 

will calculate the rate prospectively and it will be effective on August 1 of each 

rate year. 

 

C. FS/NF-Bs that have a change of ownership or changes of the licensed operator 

where the previous provider participated in the Medi-Cal program, the new owner 

or operator will continue to receive the reimbursement rate of the previous 

provider.  The Department will calculate the facility-specific rate when a 

minimum of six months (12 months for subacute care units) of Medi-Cal cost data 

has been audited.  The Department will calculate the rate prospectively and it will 

be effective on August 1 of each rate year. 

 

D. 1. FS/NF-Bs decertified for less than six months and upon recertification will 

continue to receive the reimbursement rate in effect prior to decertification.  The 

Department will calculate the facility-specific rate when a minimum of six 

months (12 months for subacute care units) of Medi-Cal cost data has been 

audited.  The Department will calculate the rate prospectively and it will be 

effective on August 1 of each rate year. 

 

2. FS/NF-Bs decertified for six months or longer and upon recertification will 

receive a reimbursement rate based on the peer-group weighted average Medi-Cal 

reimbursement rate.  The Department will calculate the facility-specific rate when 

a minimum of six months (12 months for subacute care units) of Medi-Cal cost 

data has been audited.  The Department will calculate the rate prospectively and it 

will be effective on August 1 of each rate year. 
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