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METHODS AND STANDARDS FOR ESTABLISHING FACILITY-SPECIFIC
REIMBURSEMENT RATES FOR FREESTANDING SKILLED NURSING FACILITIES
LEVEL-B AND SUBACUTE CARE UNITS OF FREESTANDING SKILLED NURSING

FACILITIES

I. Introduction

A. This document, labeled Supplement 4 to Attachment 4.19-D, describes the overall
reimbursement rate methodology for skilled nursing facility services provided to
Medi-Cal recipients by: (1) freestanding skilled nursing facilities level-B (FS/NF-
B), both publicly and privately operated, and (2) subacute care units of FS/NF-Bs
as defined in California Code of Regulations, title 22, section 51124.5.

B. This Supplement is submitted by the single State Medicaid (Medi-Cal) Agency,
the State of California Department of Health Services (hereinafter “Department”).
This Supplement is necessary to describe changes to the FS/NF-B reimbursement
rate methodology adopted by the 2004 State Legislature in Assembly Bill (AB)
1629, signed into law on September 29, 2004, as Chapter 875 of the Statutes of
2004.

C. AB 1629 establishes the Medi-Cal Long-Term Care Reimbursement Act, which
mandates a facility-specific rate-setting methodology effective on August 1, 2005,
and which will cease to be operative on and after July 31,2008. This statute
requires the Department to develop and implement a Medi-Cal cost-based facility­
specific reimbursement rate methodology for Medi-Cal participating FS/NF-Bs,
including FS/NF-Bs with subacute care beds. AB 203, signed into law on August
24, 2007, as Chapter 188 of the Statutes of 2007, extends the operative date to
July 31,2009. AB 1183, signed into law on September 30,2008, as Chapter 758
of the Statutes of 2008, extends the operative date to July 31, 2011.

D. The cost-based reimbursement rate methodology is intended to reflect the costs
and staffing levels associated with the quality of care for residents in FS/NF-Bs.
This methodology will be effective August 1,2005, and will be implemented the
first day of the month following federal approval. A retroactive increase in
reimbursement rates to August 1, 2005, to FS/NF-Bs will be provided in the event
that federal approval occurs after the effective date of the methodology.

E. The reimbursement rates established will be based on methods and standards
described in Section V of this Supplement.

F. Provisions of this legislation require that the facility-specific reimbursement rates
for rate years 2005/06 and 2006/07 will not be less than the rates developed based
upon the methodology in effect as of July 31, 2005, as described in Attachment
4.19-D, Pages 1 through 22 of the State Plan, plus projected proportional costs for
new state or federal mandates for the applicable rate years.
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years subtracted from their facility age to compensate for any
improvements, renovations or modifications that have occurred in
the past. The age of each facility will be adjusted every rate year
to make the facility one year older, up to a maximum age of 34
years.

For the 2006/07, 2007/08, 2008/09, 2009/10 and 2010/11 rate
years, costs incurred for major capital improvements,
modifications or renovations equal to or greater than $500 per bed
on a total licensed-bed basis will be converted into an equivalent
number of new beds, effectively lowering the age of the facility on
a proportional basis. If a facility adds or replaces beds, these new
beds will be averaged in with the age of the original beds, and the
weighted average age of all beds will represent the facility’s age.
If a facility performs a major renovation or replacement project
(defined as a project with capitalized cost equal to or greater than
$500 per bed, on a total bed basis), the cost of the renovation
project will be converted to an equivalent number ofnew beds.
The equivalent number ofnew beds would then be used to
determine the weighted average age of all beds for the facility.

The FRVS per diem calculation, subject to the limitations
identified in Section V.C.4.e. of this Supplement, is calculated as 
follows:

b.

c.

i. An estimated building value will be determined based on a
standard facility size of400 square feet per bed, each
facility’s licensed beds, and the R.S. Means Building
Construction Cost Data, adjusted by the location index for
each locale in the State of California. The estimated
building value will be trended forward annually to the mid­
point of the rate year using the percentage change in the
R.S. Means Construction Cost index.

ii. An estimate of equipment value will be added to the
estimated building value in the amount of $4,000 per bed.

The greater of the estimated building and equipment valueiii.
or the fully depreciated building and equipment value will
be determined for each facility (hereinafter, the “current
facility value”). The fully depreciated building and
equipment value is based on a 1.8 percent annual
depreciation rate for a full 34 years.
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e. The capital costs based on FRVS will be limited as follows:

i. For the 2005/06 rate year, the capital cost category for all
FS/NF-Bs in the aggregate will not exceed the
Department's estimate of FS/NF-B’s capital reimbursement
for the 2004/05 rate year, based on the methodology in
effect as ofJuly 31, 2005.

ii. For the 2006/07, 2007/08, 2008/09, 2009/10 and 20010/11
rate years, the maximum annual increase for the capital cost
category for all FS/NF-Bs in the aggregate will not exceed
eight percent of the prior rate year's FRVS aggregate
payment.

iii. If the total capital cost category for all FS/NF-Bs in the
aggregate for the 2005/06 rate year exceeds the value of the
capital cost category for all FS/NF-Bs in the aggregate for
the 2004/05 rate year, the Department will reduce the
capital cost category for each and every FS/NF-B in equal
proportion.

iv. If the capital cost category for all FS/NF-Bs in the
aggregate for the 2006/07, 2007/08, 2008/09, 2009/10 and
20010/11 rate years exceeds eight percent of the prior rate
year's cost category, the Department will reduce the capital
FRVS cost category for each and every FS/NF-B in equal
proportion.

Direct pass-through costs are comprised ofproportional Medi-Cal costs
for property taxes, facility license fees, caregiver training costs, liability
insurance costs, the Medi-Cal portion of the skilled nursing facility quality
assurance fee, and new state and federal mandates for the applicable rate
year.

5.

a. For the rate year beginning August 1, 2005, and for subsequent
rate years, the Medi-Cal proportional share of the pass-through per
diem costs will be calculated as the FS/NF-B’s actual allowable
Medi-Cal cost as reported on the FS/NF-B’s most recently
available cost report and/or supplemental schedule(s), as adjusted
for audit findings.

b. Caregiver training costs are defined as a formal program of
education that is organized to train students to enter a caregiver
occupational specialty. Until the Medi-Cal cost report is revised to
specifically identify these costs, FS/NF-Bs will be required to
complete an annual supplemental report detailing these
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G. The percentiles in labor costs, indirect care non-labor costs, and administrative
costs will be based on annualized costs divided by total resident days and
computed on a geographic peer-group basis.

VI. Limitations on the Medi-Cal Facility-Specific Reimbursement Rate Calculation

In addition to limitations described in Section V.C.4.e. of this Supplement (FRVS
reimbursement limitations), the aggregate facility-specific Medi-Cal payments calculated
in accordance with the methodology set forth in Section V of this Supplement will be
limited by the following:

A. For the 2005/06 rate year, the maximum annual increase in the weighted average
Medi-Cal reimbursement rate will not exceed eight percent of the weighted
average reimbursement rate for the 2004/05 rate year, as adjusted for the change
in the cost to the FS/NF-B to comply with the skilled nursing facility quality
assurance fee for the 2005/06 rate year, plus the total projected FS/NF-B Medi­
Cal cost of complying with new state or federal mandates.

B. For the 2006/07 rate year, the maximum annual increase in the weighted average
Medi-Cal reimbursement rate will not exceed five percent of the weighted
average Medi-Cal rate for the 2005/06 rate year, as adjusted for the projected
FS/NF-B Medi-Cal cost of complying with new state or federal mandates.

C. For the 2007/08 and 2008/09 rate years, the maximum annual increase in the
weighted average Medi-Cal reimbursement rate will not exceed 5.5 percent of the
weighted average Medi-Cal rate for the 2006/07 rate year, as adjusted for the
projected FS/NF-B Medi-Cal cost of complying with new state or federal
mandates.

D. For the 2009/10 and 2010/11 rate years, the maximum annual increase in the
weighted average Medi-Cal reimbursement rate will not exceed 5 percent of the
weighted average Medi-Cal rate for the prior fiscal year, as adjusted for the
projected FS/NF-B Medi-Cal cost of complying with new state or federal
mandates.

E. To the extent that the prospective facility-specific reimbursement rates are
projected to exceed the adjusted limits calculated pursuant to VI.A,. VLB., VI.C.,
and VI. D of this Supplement, the Department will adjust the increase to each
FS/NF-B’s projected reimbursement rate for the applicable rate year by an equal
percentage.

VII. Peer-Grouping

The percentile caps for FS/NF-B facility labor, indirect care non-labor, and
administrative costs will be computed on a geographic peer-grouped basis.
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The median per diem direct resident care labor cost for each individual county will be
subjected to a statistical clustering algorithm, based on commercially available statistical
software. The statistical analysis of county costs will result in a defined and finite
number ofpeer groups. A list of counties and their respective peer groups, along with a
more detailed explanation of the peer-grouping methodology is available on-line at:
http://www.dhcs.ca.gov/services/medi-cal/Pages/LTCAB1629.aspx, or by contacting the
Department at:

California Department of Health Services
Medi-Cal Policy Division/Long-Care System Development Unit
MS 4612
P.O. Box 997417
Sacramento, CA 95899-7417

Phone: (916)552-9600

VIII. Determination of FS/NF-B Rates for State-Owned Facilities, Newly Certified
Providers or Changes of Ownership

A. State-owned and operated skilled nursing facilities 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 or an existing
facility newly certified to participate in the Medi-Cal program will receive an
interim reimbursement rate based on the peer-grouped weighted average Medi­
Cal reimbursement rate. Once the FS/NF-B has submitted six months of cost
and/or supplemental data, its facility-specific rate will be calculated according to
the methodology set forth in this Supplement. The difference between the FS/NF-
B’s interim per diem payment rate and the facility-specific per diem payment rate
calculated based on Section V of this Supplement will be determined upon audit
or review of the cost report and/or supplemental report. The Department will
adjust the difference in reimbursement rate on a prospective basis, consistent with
the methodology described in Section IV.C.2 of this Supplement.

C. Changes ofownership or changes of the licensed operator do not qualify for
increases in reimbursement rates associated with the change ofownership or of
licensed operator. In instances where the previous provider participated in the
Medi-Cal program, the Department will reimburse the new owner or operator the
per diem payment rate of the previous provider until the new owner or operator
has submitted six or more months of cost and/or supplemental data. If, upon audit
or review, the per diem payment rate calculated for the new owner or operator is
less than the per diem payment rate of the previous owner or operator, the
Department will prospectively adjust the new owner’s or operator’s per diem
payment rate as calculated in this Supplement.
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