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TITLE 405 OFFICE OF THE SECRETARY OF
FAMILY AND SOCIAL SERVICES

LSA Document #02-279(E)
DIGEST

Temporarily amends 405 |AC 1-14.6-2, 405 1AC 1-14.6-4, 405 |AC 1-14.6-6, 405 | AC 1-14.6-7, 405 |1AC 1-14.6-9,
4051AC1-14.6-12,4051AC 1-14.6-16, and 405 1 A C 1-14.6-22 to revise the case mix reimbursement methodol ogy that
the Medicaid program utilizes to reimburse nursing facilities asfollows. removes from consideration as allowabl e cost
indirect costs associated with ancillary services provided to non-Medicaid residents; establishes a children’s nursing
facility designation for Medicaid reimbursement purposes and removes the profit add-on portion of the direct care
component for nursing facilities not designated as children’s nursing facilities; establishes a minimum occupancy
parameter for the direct care, indirect care and administrative rate components; provides for rebasing of Medicaid
payment ratesevery other year, rather than annualy; and updatesmortgageinterest rate parameter usedto establishMedicaid
reimbursement for capital costsof nursingfacilities. Authority: |C4-22-2-37.1; 1C 12-8-1-12; PublicLaw 291-2001, SECTION
48. Effective September 26, 2002.

SECTION 1. (a) Asused in thisdocument and 4051 AC 1-14.6, “ administr ativecomponent” meanstheportion
of theMedicaid ratethat shall reimburseprovider sfor allowableadministrative servicesand supplies, including
prorated employee benefits based on salaries and wages. Administrative services and supplies include the
following:

(1) Administrator and co-administrators, owners compensation (including dir ector sfees) for patient-related

Services.

(2) Services and supplies of a home office that are allowable and patient related and are appropriately

allocated to the nursing facility.

(3) Officeand clerical staff.

(4) Legal and accounting fees.

(5) Advertising.

(6) Travel.

(7) Telephone.

(8) License dues and subscriptions.

(9) Office supplies.

(10) Working capital interest.

(11) State grossreceipts taxes.

(12) Utilization review costs.

(13) Liability insurance.

(14) Management and other consultant fees.

(15) Qualified mental retardation professional (QMRP).

(b) Asused in this document and 405 IAC 1-14.6, “ allowable per patient day cost” means a ratio between
allowable cost and patient days.

(c) Asused inthisdocument and 4051 AC 1-14.6, “ annual financial report” referstoapresentation of financial
data, including appropriate supplemental data, and accompanying notes, derived from accounting recordsand
intended to communicatetheprovider’seconomicresour cesor obligationsat apoint in time, or changestherein
for aperiod of timein compliance with the reporting requirements of this document and 405 I1AC 1-14.6.

(d) As used in this document and 405 IAC 1-14.6, “allowable cost determination” means a computation



performed by the officeor itscontractor to determineanursingfacility’ sper patient day cost based on areview
of an annual financial report and supporting information by applying this document and 405 IAC 1-14.6.

(e) Asused inthisdocument and 4051 AC 1-14.6, “ aver age allowable cost of themedian patient day applicable
to provider swith an actual occupancy rateof at least sixty-fivepercent (65%)” meanstheallowableper patient
day cost (including any applicable inflation adjustment) of the median patient day from all providers when
ranked in numerical order based on aver ageallowablecost. Theaver ageallowablecost (includingany applicable
inflation adjustment) shall be computed on a statewide basis using each provider’sactual occupancy from the
most recently completed annual financial report, and shall bemaintained by the officewith revisionsmadefour
(4) times per year effective January 1, April 1, July 1, and October 1.

(f) Asused in thisdocument and 4051 AC 1-14.6, “ aver age allowable cost of themedian patient day applicable
toproviderswith an actual occupancy rateof lessthan sixty-fivepercent (65%)” meanstheallowableper patient
day cost (including any applicable inflation adjustment) of the median patient day from all providers when
ranked innumerical order based on aver ageallowablecost. Theaver ageallowablecost (includingany applicable
inflation adjustment) shall be computed on a statewide basis using an occupancy rate equal to the greater of
sixty-five percent (65%), or each provider’s actual occupancy rate from the most recently completed annual
financial report, and shall be maintained by the office with revisions made four (4) times per year effective
January 1, April 1, July 1, and October 1.

(g) Asused in this document and 405 |AC 1-14.6, “average historical cost of property of the median bed”
meansthe allowable patient-related property per bed for facilitiesthat are not acquired through an operating
lease arrangement, when ranked in numerical order based on theallowable patient-related historical property
cost per bed that shall be updated each calendar quarter. Property shall be considered allowableif it satisfies
the conditions of 405 |AC 1-14.6-14(a).

(h) As used in this document and 405 IAC 1-14.6, “calendar quarter” means a three (3) month period
beginning January 1, April 1, July 1, or October 1.

(i) Asused in thisdocument and 405 I AC 1-14.6, “ capital component” meanstheportion of theMedicaid rate
that shall reimburse providersfor the use of allowable capital-related items. Such capital-related itemsinclude
the following:

(1) Thefair rental value allowance.

(2) Property taxes.

(3) Property insurance.

(i) Asused in thisdocument and 405 1AC 1-14.6, “ casemix index” (CM 1) meansanumerical value scorethat
describesthe relative resour ce use for each resident within the groups under the Resour ce Utilization Group
(RUG-I111) classification system prescribed by the office based on an assessment of each resident. The facility
CMI1 shall bebased on theresident CMI, calculated on afacility-aver age, time-weighted basisfor thefollowing:

(1) Medicaid residents.

(2) All residents.

(k) Asused in this document and 405 IAC 1-14.6, “cost center” means a cost category delineated by cost
reporting forms prescribed by the office.

() Asused in thisdocument and 405 |AC 1-14.6, “ children’s nursing facility” means a nursing facility that
has twenty-five per cent (25%) or more of itsresidentswho are under the chronological age of twenty-one (21)
years, and hasreceived written approval from the officeto be designated as a children’s nursing facility.

(m) As used in this document and 405 IAC 1-14.6, “ddinquent MDS resident assessment” means an
assessment that isgreater than one hundred thirteen (113) daysold, as measured by the R2b datefield on the
MDS. This determination is made on the fifteenth day of the second month following the end of a calendar
quarter.



(n) As used in this document and 405 IAC 1-14.6, “desk review” means a review and application of these
regulationsto a provider submitted annual financial report including accompanying notes and supplemental
infor mation.

(0) Asused in thisdocument and 4051 AC 1-14.6, “ dir ect car ecomponent” meanstheportion of the M edicaid
ratethat shall reimburse providersfor allowable direct patient care services and supplies, including prorated
employee benefits based on salaries and wages. Direct care services and suppliesinclude all:

(1) nursing and nursing aide services;

(2) nurse consulting services;

(3) pharmacy consultants;

(4) medical director services,

(5) nurseaidetraining;

(6) medical supplies;

(7) oxygen; and

(8) medical records costs.

(p) Asused in this document and 405 |AC 1-14.6, “fair rental value allowance” means a methodology for
reimbursing nursing facilities for the use of allowable facilities and equipment, based on establishing a rental
valuation on a per bed basis of such facilities and equipment, and arental rate.

(q) As used in this document and 405 IAC 1-14.6, “field audit” means a formal official verification and
methodical examination and review, including the final written report of the examination of original books of
accounts and resident assessment data and its supporting documentation by auditors.

(r) Asused inthisdocument and 4051 AC 1-14.6, “formsprescribed by theoffice’” meanscost-reportingforms
provided by the office or substitute formsthat have received prior written approval by the office.

(s) Asused inthisdocument and 4051 AC 1-14.6, “ gener al lineper sonnel” meansmanagement per sonnel above
the department head level who perform a policymaking or supervisory function impacting directly on the
operation of thefacility.

(t) Asused in this document and 405 |AC 1-14.6, “generally accepted accounting principles’ or “GAAP”
means those accounting principles as established by the American I nstitute of Certified Public Accountants.

(u) Asused inthisdocument and 4051 AC 1-14.6, “ incompleteM DSr esident assessment” meansan assessment
that isnot printed by the nursing facility provider upon request by the office or its contractor.

(v) As used in this document and 405 IAC 1-14.6, “indirect care component” means the portion of the
Medicaid ratethat shall reimburseprovidersfor allowableindirect patient car eservicesand supplies, including
prorated employee benefits based on salaries and wages. Indirect care services and supplies include the
following:

(1) Allowable dietary services and supplies.

(2) Raw food.

(3) Patient laundry services and supplies.

(4) Patient housekeeping services and supplies.

(5) Plant operations services and supplies.

(6) Utilities.

(7) Social services.

(8) Activities supplies and services.

(9) Recreational suppliesand services.

(10) Repairs and maintenance.

(w) Asused in thisdocument and 405 |AC 1-14.6, “minimum data set (MDS)” meansa core set of screening
and assessment elements, including common definitionsand coding categories, that form the foundation of the



comprehensive assessment for all residents of long term car e facilities certified to participate in the M edicaid
program. TheitemsintheM DSstandar dizecommunication about resident problems, strengths, and conditions
within facilities, between facilities, and between facilitiesand outside agencies. Version 2.0 (1/30/98) isthe most
current form to theminimum data set (MDS 2.0). The Indiana system will employ the MDS 2.0 or subsequent
revisions as approved by the Centers for Medicare & Medicaid Services (CMS), formerly the Health Care
Financing Administration.

(x) Asused in thisdocument and 405 | AC 1-14.6, “ medical and nonmedical suppliesand equipment” include
those items generally required to assure adequate medical care and personal hygiene of patients.

(y) Asused in thisdocument and 405 AC 1-14.6, “ nonr ebasing year” meanstheyear duringwhich anursing
facility’sannual Medicaid rateisnot established based on areview of itsannual financial report covering its
most recently completed historical period. Theannual M edicaid rate effective during a nonrebasing year shall
be determined by adjusting the M edicaid rate componentsfrom the previousyear by an inflation adjustment.
Thefollowing year shall beanonrebasing year July 1, 2003, through June 30, 2004.

(2) Asused in this document and 405 IAC 1-14.6, “normalized allowable cost” meanstotal allowable direct
patient care costsfor each facility divided by that facility’s average case mix index (CMI) for all residents.

(aa) Asused in thisdocument and 405 | AC 1-14.6, “ office” meansthe office of M edicaid policy and planning.

(bb) Asused in thisdocument and 405 | AC 1-14.6, “ ordinary patient-related costs” means costs of allowable
services and suppliesthat are necessary in delivery of patient care by similar providerswithin the state.

(cc) Asused in thisdocument and 405 |AC 1-14.6, “ patient/recipient care’ means those M edicaid program
services delivered to a Medicaid enrolled recipient by a certified Medicaid provider.

(dd) Asused in thisdocument and 405 I AC 1-14.6, “ reasonable allowable costs’ meansthe pricea prudent,
cost conscioushbuyer would pay awilling seller for goodsor servicesin an arm’ s-length transaction, not to exceed
the limitations set out in thisdocument and 405 IAC 1-14.6.

(ee) Asused in thisdocument and 405 IAC 1-14.6, “rebasing year” meansthe year during which a nursing
facility’sMedicaid rateisbased on areview of itsannual financial report covering itsmost recently completed
historical period. Thefollowing years shall berebasing years:

(1) July 1, 2002, through June 30, 2003.

(2) July 1, 2004, through June 30, 2005.

(3) And every year thereafter.

(ff) Asused in thisdocument and 405 IAC 1-14.6, “related party/organization” meansthat the provider is
associated or affiliated with, or hasthe ability to control, or be controlled by, the organization furnishing the
service, facilities, or supplies, whether or not such control isactually exercised.

(g9) As usad in this document and 405 IAC 1-14.6, “RUG-III resident classification system” means the
resour ce utilization group used to classify residents. When aresident classifiesinto morethan one (1) RUG 111
group, the RUG 111l group with the greatest CM|I will be utilized to calculate the facility-average CM1 and
facility-average CM1 for Medicaid residents.

(hh) Asused in thisdocument and 4051 AC 1-14.6, “ therapy component” meansthe portion of each facility’s
direct cogtsfor therapy services, including any employeebenefitsprorated based on total salariesand wages, rendered
toMedicaid residentsthat arenot reimbur sed by other payors, asdeter mined by thisdocument and 4051AC 1-14.6.

(ii) Asused in this document and 405 IAC 1-14.6, “unit of service” means all patient care included in the
established per diem raterequired for the care of an inpatient for one (1) day (twenty-four (24) hours).



(ij) As used in this document and 405 IAC 1-14.6, “unsupported MDS resident assessment” means an
assessment where one (1) or more data itemsthat arerequired to classify aresident pursuant to the RUG-I 11
resident classification system arenot supported according totheM DS supporting documentation guidelinesas
set forth in 4051 AC 1-15, and such dataitemsresult in the assessment being classified into a different RUG-I11
category.

(kk) Asused in thisdocument and 405 IAC 1-14.6, “ untimely M DSresident assessment” meansasignificant
change M DS assessment, as defined by CMS Resident Assessment Instrument (RAIl) Manual, that is not
completed within fourteen (14) days of determining that a nursing facility resident’s condition has changed
significantly; or a full or quarterly MDS assessment that is not completed as required by 405 IAC 1-15-6(a)
following the conclusion of all physical therapy, speech therapy, and occupational therapy.

SECTION 2. (a) Each provider shall submit an annual financial report tothe officenot later than thelast day
of thefifth calendar month after the close of the provider’sreporting year. The annual financial report shall
coincide with the fiscal year used by the provider to report federal income taxes for the operation unlessthe
provider requestsin writing that adifferent reporting period beused. Such arequest shall be submitted within
sixty (60) days after theinitial certification of a provider. This option may be exercised only one (1) timeby a
provider, and must coincidewith thefiscal year end for M edicar ecost reporting purposes. I f areporting period
other than thetax year is established, audit trails between the periods are required, including reconciliation
statementsbetween the provider’srecordsand the annual financial report. Nursing facilitiesthat are certified
toprovideM edicar e-covered skilled nur sing facility servicesarerequired tosubmit awritten and electr onic cost
report (ECR) file copy of their Medicare cost report that covers their most recently completed historical
reporting period. Nursing facilitiesthat have been granted an exemption to the M edicar efiling requirement to
submit the ECR file by the Medicare fiscal intermediary shall not be required to submit the ECR fileto the
office.

(b) Thefirst annual Financial Report for Nursing Facilities for a provider that has undergone a change of
provider owner ship or control through an arm’ s-length transaction between unreated partiesshall coincidewith
that provider’sfirst fiscal year end in which theprovider hasaminimum of six (6) full calendar monthsof actual
historical financial data. The provider shall submit their first annual financial report totheofficenot later than
the last day of the fifth calendar month after the close of the provider’s reporting year or thirty (30) days
following notification that the change of provider owner ship has been reviewed by the office or its contractor.
Nursingfacilitiesthat are certified to provide M edicar e-cover ed skilled nursing facility servicesarerequired to
submit a written and electronic ECR file copy of their Medicare cost report that covers their most recently
completed historical reporting period.

(c) The provider’sannual financial report shall be submitted using forms prescribed by the office. All data
elementsand required attachmentsshall becompleted soasto providefull financial disclosureand shall include
the following as a minimum:

(1) Patient census data.

(2) Statistical data.

(3) Ownership and related party information.

(4) Statement of all expenses and all income, excluding non-M edicaid routine income.

(5) Detail of fixed assets and patient-related interest bearing debt.

(6) Complete balance sheet data.

(7) Scheduleof M edicaid and private pay chargesin effect on thelast day of thereporting period. Private pay

charges shall bethelowest usual and ordinary charge.

(8) Certification by the provider that:

(A) thedata aretrue, accurate, and related to patient care; and
(B) expenses not related to patient care have been clearly identified.

(9) Certification by the preparer, if different from the provider, that the data were compiled from all

information provided to the preparer by the provider, and as such are true and accurate to the best of the

preparer’sknowledge.

(10) Copy of the working trial balance that was used in the preparation of their submitted M edicare cost



report.
(d) Extension of thefive (5) month filing period shall not be granted.

(e) Failuretosubmit an annual financial report, or M edicar e cost report by nursingfacilitiesthat arecertified
to provide M edicare-covered skilled nursing facility services within the time limit required shall result in the
following actions:

(1) Noratereview shall be accepted or acted upon by the office until the delinquent reportsare received.
(2) When an annual financial report, or M edicarecost report by nursingfacilitiesthat arecertified toprovide
M edicar e-covered skilled nursing facility servicesismorethan one (1) calendar month past due, theratethen
currently being paid to the provider shall bereduced by ten percent (10%), effective on thefirst day of the
seventh month following the provider’sfiscal year end, and shall so remain until thefirst day of the month
after thedelinquent annual financial report or Medicarecost report (if required) isreceived by the office. No
rateadjustmentswill beallowed until thefirst day of thecalendar quarter following receipt of thedelinquent
annual financial report. Reimbur sement lost because of the penalty cannot be recovered by the provider. I f
the Medicare filing deadline for submitting the Medicare cost report is delayed by the Medicare fiscal
intermediary, and theprovider failstosubmit their M edicarecost report totheofficeon or beforetheduedate
asextended by theM edicar efiscal intermediary, then theten per cent (10%) ratereduction for untimely filing
to the office asreferenced herein shall become effective on thefirst day of the month following the due date
as extended by the M edicarefiscal intermediary.

(f) Nursing facilities are required to electronically transmit MDS resident assessment information in a
complete, accurate, and timely manner. MDSresident assessment information for a calendar quarter must be
transmitted by the fifteenth day of the second month following the end of that calendar quarter. Extension of
the electronic MDS assessment transmission due date may be granted by the office to a new operation
attempting to submit MDS assessments for the first time if the new operation is not currently enrolled or
submitting MDS assessments under the Medicare program and the provider can substantiate to the office
circumstancesthat precludetimely electronic transmission.

(g9) Residents discharged prior to completing an initial assessment that is not preceded by a Medicare
assessment, or a regularly scheduled assessment will be classified in one (1) of the following RUG-III
classifications:

(1) SSB classification for residents dischar ged before completing an initial assessment where the reason for

discharge was death or transfer to hospital.

(2) CC1 classification for residents dischar ged before completing an initial assessment wher e thereason for

discharge was other than death or transfer to hospital.

(3) Theclassification fromtheir immediately pr eceding assessment for residentsdischar ged beforecompleting

aregularly scheduled assessment.

(h) If theofficeor itscontractor determinesthat anursing facility hasincomplete M DS resident assessments,
then, for purposes of determining the facility’s CM1, such assessment(s) shall be assigned the case mix index
associated with the RUG-I11 group “BC1-Unclassifiable”.

(i) If theofficeor itscontractor determinesthat a nursing facility hasdelinquent M DS resident assessments,
then, for purposes of determining the facility’s CM|, such assessment(s) shall be assigned the case mix index
associated with the RUG-I11 group “BC2-Delinquent”.

() If theofficeor itscontractor determinesduetoan M DSfield audit that anursingfacility hasuntimely MDS
resident assessments, then such assessment(s) shall be counted as an unsupported assessment for pur poses of
determining whether a corrective remedy shall be applied under subsection (k).

(k) If theofficeor itscontractor deter minesduetoan M DSfield audit that anursing facility hasunsupported
M DS resident assessments, then thefollowing procedur es shall befollowed in applying any correctiveremedy:
(1) The office or its contractor shall audit a sample of MDS resident assessments and will determine the



per cent of assessmentsin the samplethat are unsupported.
(2) If the percent of assessmentsin the samplethat are unsupported isgreater than thethreshold percent as
shown in column (B) of thetable below [in subdivision 6], the office or its contractor shall expand the scope
of the MDS audit to all residents. If the percent of assessmentsin the sample that are unsupported is equal
toor lessthan thethreshold percent as shown in column (B) of thetable below [in subdivision 6], the office or
its contractor shall concludethefield portion of the M DS audit and no corrective remedy shall be applied.
(3) For nursingfacilitieswith M DSauditsperformed on all residents, theofficeor itscontractor will deter mine
the per cent of assessments audited that are unsupported.
(4) If the percent of assessmentsof all residentsthat areunsupported isgreater than thethreshold per cent as
shown in column (B) of the table below [in subdivision 6], a corrective remedy shall apply, which shall be
calculated as follows. The administrative component portion of the Medicaid ratein effect for the calendar
quarter following completion of the M DS audit shall be reduced by the per centage as shown in column (C)
of thetablebelow [in subdivision 6] . I n theevent a correctiveremedy isimposed, for purposes of determining
the average allowable cost of the median patient day for the administrative component, there shall be no
adjustment made by the office or its contractor to the provider's allowable administrative costs.
Reimbursement lost asaresult of any corrective remedies shall not be recoverable by the provider.
(5) If the percent of assessments of all residentsthat are unsupported isequal to or lessthan the threshold
per cent asshown in column (B) of thetablebelow [in subdivision 6] , the office or itscontractor shall conclude
the MDS audit and no corrective remedy shall apply.
(6) Thethreshold percent and the administrative component corrective remedy percent in columns (B) and
(C) of thetablein thissubdivision, respectively, shall beapplied to auditsbegun by theofficeor itscontractor
on or after the effective date as stated in column (A) asfollows:

Threshold Administrative Component
Effective Date Percent Corrective Remedy Percent

(A) (B) (©)
October 1,2002  40% 5%
January 1,2004  30% 10%
April 1, 2005 20% 15%

(I) Based on findings from the M DS audit, beginning on the effective date of this document, the office or its
contractor shall make adjustmentsor revisionsto all MDS data itemsthat are required to classify aresident
pursuant totheRUG-I11 resident classification system that arenot supported accordingtotheM DS supporting
documentation guidelinesas set forth in 4051 AC 1-15. Such adjustmentsor revisionsto M DS datatransmitted
by the nursing facility will bemadein order toreflect theresident’shighest functioning level that is supported
according to the MDS supporting documentation guidelines as set forth in 405 IAC 1-15. The resident
assessment will then be used toreclassify theresident pursuant tothe RUG-I 11 resident classification system by
incor porating any adjustmentsor revisions made by the office or its contractor.

(m) Beginning on the effective date of this document, upon conclusion of an MDS audit, the office or its
contractor shall recalculate the facility’s CMI. If the recalculated CM1 resultsin a changeto the established
Medicaid rate, the rate shall berecalculated and any payment adjustment shall be made.

SECTION 3. (a) The normalized average allowable cost of the median patient day for the direct care
component, and theaver ageallowablecost of themedian patient day for theindir ect,administrative, and capital
components, which are applicable to the facility based on their actual occupancy rate from the most recently
completed historical period, shall only bedetermined duringarebasing year for each provider for the purpose
of performing the provider’sannual ratereview.

(b) The annual rate review that shall become effective during a rebasing year shall be established by
determiningthenormalized allowable per patient day cost for thedirect care component, and theallowable per
patient day costsfor thetherapy, indirect care, administrative, and capital componentsfor each provider based
on the annual financial report.



(c) The annual rate review that shall become effective during a nonrebasing year shall be established by
applying an inflation adjustment to the previous year’s indirect care, administrative, capital and therapy
M edicaid ratecomponents. Thedir ect car ecomponent of theannual rater eview duringanonrebasing year shall
be established by applying an inflation adjustment to the previous year’s normalized allowable cost, and
applying the M edicaid case mix adjustment as prescribed by this document and 405 IAC 1-14.6. Theinflation
adjustment prescribed by this subsection shall be applied by using the CM S Nursing Home without Capital
Market Basket index as published by DRI/WEFA. Theinflation adjustment shall apply from the midpoint of
thepreviousyear’sannual M edicaid rateperiod tothemidpoint of thecurrent year annual Medicaid rateperiod
prescribed asfollows:

Rate Effective Date Midpoint Quarter
January 1, Year 1 July 1, Year 1
April 1, Year 1 October 1, Year 1
July 1, Year 1 January 1, Year 2
October 1, Year 1 April 1, Year 2

(d) Therateeffectivedate of theannual ratereview duringrebasing year sand nonrebasing year sshall bethe
first day of the second calendar quarter following the provider’sreporting year end.

(e) Subsequent totheannual ratereview established during rebasing year sand nonrebasing year s, thedirect
care component of the Medicaid rate will be adjusted quarterly to reflect changesin the provider’s case mix
index for M edicaid residents. | f the facility hasno Medicaid residents during a quarter, the facility’s average
casemix index for all residentswill beused in lieu of thecase mix index for M edicaid residents. Thisadjustment
will be effectiveon thefirst day of each of thefollowingthree(3) calendar quartersbeginning after the effective
date of the annual ratereview.

(f) Thecasemixindex for M edicaid residentsin each facility shall beupdated each calendar quarter and shall
be used to adjust thedirect carecomponent that becomes effective on the second calendar quarter followingthe
updated case mix index for Medicaid residents.

(g) All rate-setting parameters and components used to calculatethe annual ratereview, except for the case
mix index for Medicaid residentsin that facility, shall apply to the calculation of any changein Medicaid rate
that isauthorized under subsection (d).

SECTION 4. (a) For purposes of determining the average allowable cost of the median patient day and a
provider’sannual ratereview duringarebasingyear, each provider’scost from themost recent completed year
will be adjusted for inflation by the office using the methodology in this subsection. All allowable costs of the
provider, except for mortgageinterest on facilitiesand equipment, depr eciation on facilitiesand equipment, rent
or lease costsfor facilitiesand equipment, and wor king capital inter est shall beadjusted for inflation usingthe
CMS Nursing Home without Capital Market Basket index as published by DRI/WEFA. The inflation
adjustment shall apply from the midpoint of the annual financial report period to the midpoint prescribed as
follows:

Effective Date Midpoint Quarter
January 1, Year 1 July 1, Year 1

April 1, Year 1 October 1, Year 1

July 1, Year 1 January 1, Year 2
Octaber 1, Year 1 April 1, Year 2

(b) Notwithstanding subsection (a), beginning on the effective date of this document through September 30,
2003, the inflation adjustment determined as prescribed in subsection (a) shall be reduced by an inflation
reduction factor equal tothreeand three-tenthspercent (3.3%). Theresulting inflation adjustment shall not be
lessthan zero (0). Prior to September 30, 2003, the officemay reduceor eliminatetheinflation reduction factor
to increase aggr egate expenditures up to levels appropriated by the Indiana general assembly. Any reduction
or elimination of theinflation reduction factor shall bemadeeffectivenoearlier than permitted under 1 C 12-15-



13-6(a).

(c) In determining prospective allowable costs for a new provider that has undergone a change of provider
owner ship or control through an arm’s-length transaction between unr elated parties, when thefir st fiscal year
end following the change of provider ownership or control islessthan six (6) full calendar monthsfor usein
establishing the annual rebasing year rate review, the previous provider’s most recently completed annual
financial report shall be utilized to calculate the new provider’s first annual rebasing year rate review. The
inflation adjustment for the new provider’sfirst annual rebasing year rate review shall be applied from the
midpoint of the previous provider’s most recently completed annual financial report period to the midpoint
prescribed under subsection (a).

(d) Allowable costs per patient day for direct care, indirect care, and administrative costs shall be computed
based on an occupancy rateequal tothegreater of sixty-five percent (65%), or the provider’sactual occupancy
rate from the most recently completed historical period.

(e) Notwithstanding subsection (d), the office or its contractor shall reestablish a provider’s Medicaid rate
effectiveon thefirst day of themonth following the datethat the conditions specified in thissubsection are met,
by applyingall provisionsof thisdocument and 4051 AC 1-14.6, except for thesixty-fiveper cent (65% ) minimum
occupancy requirement, if the following conditions can be established to the satisfaction of the office:

(1) Theprovider demonstratesthat its current resident census has increased to sixty-five percent (65%) or

greater sincethefacility’ sfiscal year end of the cost report used to establish itsM edicaid rateduring the most

recent rebasing year, and has remained at such level for no lessthan ninety (90) days.

(2) Theprovider demonstratesthat itsresident census hasincreased by a minimum of fifteen percent (15%)

sincethefacility’ sfiscal year end of the cost report used to establish its M edicaid rate during the most recent

rebasing year.

(f) Allowable costs per patient day for capital-related costs shall be computed based on an occupancy rate
equal tothegreater of ninety-fiveper cent (95%), or theprovider’sactual occupancy ratefromthemost recently
completed historical period.

(9) Thecase mix indices (CMIs) contained in this subsection shall be used for purposes of deter mining each
resident’s CM1 used to calculate the facility-average CMI for all residents, and the facility-average CMI for
Medicaid residents.

RUG-III
RUG-III Group Code CMI Table
Rehabilitation RAD 2.02
Rehabilitation RAC 1.69
Rehabilitation RAB 1.50
Rehabilitation RAA 1.24
Extensive Services SE3 2.69
Extensive Services SE2 2.23
Extensive Services SE1 1.85
Special Care SSC 175
Special Care SSB 1.60
Special Care SSA 151
Clinically Complex cc2 1.33
Clinically Complex CC1 127
Clinically Complex CB2 114
Clinically Complex CB1 1.07
Clinically Complex CA2 0.95
Clinically Complex CAl 0.87

Impaired Cognition IB2 0.93



Impaired Cognition IB1 0.82
Impaired Cognition A2 0.68
Impaired Cognition ALl 0.62
Behavior Problems BB2 0.89
Behavior Problems BB1 0.77
Behavior Problems BA2 0.67
Behavior Problems BA1 0.54
Reduced Physical Functions PE2 1.06
Reduced Physical Functions PE1 0.96
Reduced Physical Functions PD2 0.97
Reduced Physical Functions PD1 0.87
Reduced Physical Functions PC2 0.83
Reduced Physical Functions PC1 0.76
Reduced Physical Functions PB2 0.73
Reduced Physical Functions PB1 0.66
Reduced Physical Functions PA2 0.56
Reduced Physical Functions PA1 0.50
Unclassifiable BC1 0.48
Delinquent BC2 0.48

(h) The office or its contractor shall provide each nursing facility with the following:

(2) Two (2) preliminary CMI reports. These preliminary CMI reports serve as confirmation of the MDS
assessmentstransmitted by thenursing facility, and providean opportunity for thenursingfacility to correct
and transmit any missing or incorrect M DS assessments. Thefirst preliminary report will beprovided by the
seventh day of thefirst month following theend of a calendar quarter. The second preliminary report will be
provided by the seventh day of the second month following the end of a calendar quarter.

(2) Final CMI reportsutilizing M DS assessmentsr eceived by thefifteenth day of the second month following
theend of acalendar quarter. These assessmentsreceived by thefifteenth day of the second month following
theend of a calendar quarter will be utilized to establish the facility-average CM I and facility-average CM |
for Medicaid residents utilized in establishing the nursing facility’s Medicaid rate.

(i) The office may increase Medicaid reimbursement to nursing facilities that provide inpatient servicesto
mor e than eight (8) ventilator-dependent residents. Additional reimbursement shall be madeto such facilities
at a rate of eight dollars and seventy-nine cents ($8.79) per Medicaid resident day. Such additional
reimbursement shall be effective on the day the nursing facility providesinpatient servicesto morethan eight
(8) ventilator -dependent residents, and shall remain in effect until thefirst day of thecalendar quarter following
the datethe nursing facility providesinpatient servicesto eight (8) or fewer ventilator-dependent residents.

SECTION 5. (a) TheM edicaid reimbur sement system isbased on recognition of the provider’ sallowablecosts
for thedirect care, therapy, indirect care, administrativeand capital components, plusa potential profit add-on
payment. Thedirect care, therapy, indirect care, administrative, and capital rate componentsarecalculated as

follows:

(1) Theindirect care, administrative, and capital components, areequal totheprovider’ sallowableper patient
day costsfor each component, plusthe allowed profit add-on payment as deter mined by the methodology in
subsection (b).

(2) Thetherapy component isequal to the provider’sallowable per patient day direct therapy costs.

(3) Thedirect carecomponent isequal totheprovider’snor malized allowableper patient day direct carecosts
times the facility-aver age case mix index for M edicaid residents, plusthe allowed profit add-on payment as
determined by the methodology in subsection (b).

(b) The profit add-on payment will be calculated as follows:
(1) For nursing facilities designated by the office as children’s nursing facilities, the direct care component



profit add-on isequal to fifty-two percent (52%) of the difference (if greater than zero (0)) of:
(A) the normalized aver age allowable cost of the median patient day for direct care costs applicableto the
facility based on its actual occupancy rate from the most recently completed historical period, timesthe
facility average case mix index for M edicaid residentstimes one hundred five per cent (105%); minus
(B) the provider’ snormalized allowable per patient day coststimesthefacility average case mix index for
Medicaid residents.
(2) Beginning on the effective date of this document, and continuing for eight (8) full calendar quarters
thereafter, for nursingfacilitiesthat arenot designated by the officeaschildren’snursing facilities, thedirect
carecomponent profit add-on isequal to zero (0). Beginning on thefirst day of theninth full calendar quarter
after the effective date of thisdocument, thedir ect car e component profit add-on isequal tofifty-two per cent
(52%) of the difference (if greater than zero (0)) of:
(A) the normalized average allowable cost of the median patient day for direct care costs applicableto the
facility based on its actual occupancy rate from the most recently completed historical period, timesthe
facility average case mix index for M edicaid residentstimes one hundred five per cent (105%); minus
(B) the provider’snormalized allowable per patient day coststimesthefacility average case mix index for
Medicaid residents.
(3) Theindirect care component profit add-on isequal to fifty-two percent (52%) of the difference (if greater
than zero (0)) of:
(A) the average allowable cost of the median patient day applicable to the facility based on its actual
occupancy rate from the most recently completed historical period, times one hundred percent (100%);
minus
(B) aprovider’sallowable per patient day cost.
(4) Theadministrative component profit add-on is equal to sixty percent (60%) of the difference (if greater
than zero (0)) of:
(A) the average allowable cost of the median patient day applicable to the facility based on its actual
occupancy rate from the most recently completed historical period, times one hundred percent (100%);
minus
(B) aprovider’sallowable per patient day cost.
(5) Thecapital component profit add-on isequal tosixty percent (60%) of thedifference(if greater than zero(0))
of:
(A) the average allowable cost of the median patient day times eighty percent (80%); minus
(B) aprovider’sallowable per patient day cost.
(6) Thetherapy component profit add-on isequal to zero (0).

(c) Notwithstanding subsections (a) and (b), in no instance shall a rate component exceed the overall rate
component limit defined as follows:

(1) The normalized average allowable cost of the median patient day for direct care costs applicable to the

facility based on its actual occupancy rate from the most recently completed historical period, times the

facility-aver age case mix index for M edicaid residentstimes one hundred ten percent (110%).

(2) Theaverageallowablecost of themedian patient day for indirect carecostsapplicabletothefacility based

on itsactual occupancy rate from the most recently completed historical period, times one hundred per cent

(100%).

(3) The average allowable cost of the median patient day for administrative costs applicable to the facility

based on its actual occupancy rate from the most recently completed historical period, times one hundred

percent (100%).

(4) Theaverage allowable cost of themedian patient day for capital-related coststimeseighty percent (80%).

(5) For thetherapy component, no overall rate component limit shall apply.

(d) In order to determinethe normalized allowabledirect care costsfrom each facility’s Financial Report for
Nursing Facilities the office or its contractor shall determine each facility’s CMI for all residents on a time-
weighted basis.

(e) The office shall publish guidelinesfor usein determining thetime-weighted CM|. These guidelines shall
bepublished asaprovider bulletin and may beupdated by the officeasneeded. Any such updatesshall bemade



effective no earlier than permitted under |C 12-15-13-6(a).

SECTION 6. Providersshall bereimbursed for the use of allowable patient-related facilities and equipment,
regardless of whether they areowned or leased, by meansof afair rental valueallowance. Thefair rental value
allowanceshall bein lieu of the costsof all depreciation, interest, lease, rent, or other consideration paid for the
useof property. Thisincludesall central officefacilitiesand equipment whose patient car e-r elated depr eciation,
interest, or lease expenseis appropriately allocated to the facility.

(1) Thefair rental value allowance is calculated by determining, on a per bed basis, the historical cost of

allowablepatient-related property for facilitiesthat arenot acquired through an oper atingleasearrangement,

including:
(A) land, building, improvements, vehicles, and equipment; and
(B) costs;

required to be capitalized in accor dancewith generally accepted accounting principles. Land, buildings, and

improvements shall be adjusted for changesin valuation by inflating the reported allowable patient-related

historical cost of property from thelater of July 1, 1976, or thedate of facility acquisition tothe present based
on the changein theR. S. Means Construction Index.

(2) Theinflation-adjusted historical cost of property per bed asdetermined aboveisarrayed toarriveat the

average historical cost of property of the median bed.

(3) The average historical cost of property of the median bed as determined above is extended times the

number of bedsfor each facility that are used to provide nursing facility services, to arrive at thefair rental

value amount.

(4) Thefair rental valueamount isextended by arental rateto arriveat thefair rental allowance. Therental

rate shall be a smple average of the United States Treasury bond, ten (10) year amortization, constant

maturity rate plusthree percent (3%), in effect on thefirst day of the month that theindex is published for
each of thetwelve (12) monthsimmediately preceding therate effective date as determined in section 6(a) of

thisdocument. Therental rate shall be updated quarterly on January 1, April 1, July 1, and October 1.

SECTION 7. (a) Charity, courtesy allowances, discounts, refunds, rebates, and other similar itemsgranted by
aprovider shall not beincluded in allowable costs. Bad debtsincurred by a provider shall not bean allowable
Ccost.

(b) Paymentsthat must bereported on the annual financial report form that arereceived by a provider, an
owner, or other official of aprovider in any form from avendor shall beconsider ed areduction of theprovider’s
costsfor the goods or servicesfrom that vendor.

(c) The cost of goods or services sold to nonpatients shall be offset against the total cost of such service to
determinetheallowable patient-r elated expenses. | f the provider hasnot determined the cost of such items, the
revenue gener ated from such sales shall be used to offset thetotal cost of such services.

(d) For nursing facilitiesthat are certified to provide M edicar e-cover ed skilled nursing facility services and
are required by the Medicare fiscal intermediary to submit a full Medicare cost report, the office or its
contractor shall removefrom allowableindirect careand administrative coststheportion of thosecoststhat are
allocableto therapy servicesreimbursed by other payersand nonallowable ancillary services. | n determining
theamount of indirect car e costsand administrative coststhat shall beremoved from allowable costs, the office
or its contractor shall apply cost allocation principles established by the federal Medicare cost report
methodology based on each facility’s M edicar e cost report.

(e) For nursing facilitiesthat are certified to provide M edicar e-cover ed skilled nursing facility servicesthat
are not required by the Medicare fiscal intermediary to submit a full Medicare cost report, the office or its
contractor shall removefrom allowableindirect careand administr ative coststheportion of thosecoststhat are
allocable to therapy servicesreimbursed by other payersand nonallowable ancillary services. I n determining
theamount of indirect car e costsand administrative coststhat shall beremoved from allowable costs, the office
or its contractor shall apply cost allocation principles established by the federal Medicare cost report
methodology based on a statewide averageratio of indirect coststo direct costsfor such therapy and ancillary



services, as determined from full Medicare cost reports.

SECTION 8. (a) The Medicaid rate-setting contractor shall notify each provider of the provider’'srate and
allowablecost deter minationsafter they havebeen computed. I f theprovider disagreeswith therateor allowable
cost determinations, the provider must request an administrativereconsideration by the M edicaid rate-setting
contractor. Such reconsider ation request shall bein writing and shall contain specificissuesto bereconsidered
and therationale for the provider’s position. The request shall be signed by the provider or the authorized
representative of the provider and must bereceived by the contractor within forty-five (45) days after release
of therateor allowable cost deter minationsas computed by the M edicaid rate-setting contractor. Upon receipt
of therequest for reconsider ation, theM edicaid r ate-setting contractor shall evaluatethedata. After review,the
Medicaid rate-setting contractor may amend the rate, amend the challenged procedure or allowable cost
determination, or affirm theoriginal decision. The Medicaid rate-setting contractor shall thereafter notify the
provider of its final decision in writing, within forty-five (45) days of the M edicaid rate-setting contractor’s
receipt of the request for reconsideration. In the event that a timely response is not made by the rate-setting
contractor to the provider’sreconsideration request, the request shall be deemed denied and the provider may
pursueitsadministrative remedies as set out in subsection (d).

(b) If the provider disagreeswith arate or allowable cost redetermination resulting from a financial audit
adjustment or reportablecondition affectingarateor allowablecost redeter mination, the provider must request
an administrativereconsider ation from the M edicaid financial audit contractor. Such reconsideration request
shall bein writingand shall contain specificissuestobeconsidered and therationalefor theprovider’sposition.
Therequest shall besigned by the provider or authorized representative of the provider and must bereceived
by the Medicaid audit contractor within forty-five (45) days after release of the rate or allowable cost
redeterminations computed by the Medicaid rate-setting contractor. Upon receipt of the request for
reconsideration, the Medicaid audit contractor shall evaluate the data. After review, the Medicaid audit
contractor may amend the audit adjustment or reportable condition or affirm the original adjustment. The
Medicaid audit contractor shall ther eafter notify the provider of itsfinal decision in writing within forty-five
(45) daysof theMedicaid audit contractor’sreceipt of therequest for reconsideration. Intheevent that atimely
response is not made by the audit contractor to the provider’'s reconsideration request, the request shall be
deemed denied and the provider may pursueitsadministrative remedies under subsection (d).

(c) If theprovider disagreeswith arateredetermination resulting from arecalculation of its CMI dueto an
M DSaudit affectingtheestablished M edicaid r ate, theprovider must request an administrativereconsider ation
from theM DSaudit contractor . Such reconsideration request shall bein writingand shall contain specificissues
to be considered and the rationale for the provider’s position. The request shall be signed by the provider or
authorized representative of the provider and must bereceived by the M DS audit contractor within forty-five
(45) daysafter releaseof therate computed by the M edicaid rate-setting contractor. Upon receipt of therequest
for reconsideration, theM DS audit contractor shall evaluatethe data. After review, the M DS audit contractor
may amend the audit adjustment or affirm theoriginal adjustment. TheM DS audit contractor shall ther eafter
notify the provider of its final decision in writing within forty-five (45) days of the MDS audit contractor’s
receipt of therequest for reconsideration. Intheevent that atimely responseisnot madeby theaudit contractor
tothe provider’sreconsideration request, therequest shall be deemed denied and the provider may pursueits
administrative remedies under subsection (d).

(d) After completion of the reconsideration procedure under subsection (a), (b), or (c), the provider may
initiate an appeal under 1C 4-21.5-3.

SECTION 9. If the provisions of this document are not already in effect under a previous emergency
rulemaking action, then the following subdivisions shall apply. If the provisions of this document are already
in effect under a previous emergency rulemaking action, then the following shall be null and void:

(1) Reimbursement ratesfor all M edicaid certified nursing facilities shall be calculated effective on thefirst

day of the calendar quarter following the effective date of this document. The office or its designee shall

calculate a new rate for each nursing facility under this document based on the most recent submitted and
completed cost report filed under 405 IAC 1-14.6. Subsequent quarterly changesto a nursing facility’srate



will be made as prescribed by this document and 405 |AC 1-14.6.

(2) The average inflated allowable cost of the median patient day and the historical cost of property of the
median bed used to calculatereimbur sement ratesshall beestablished on thefir st day of the calendar quarter
following the effective date of thisdocument using themost recent cost report datafor which aMedicaid rate
isestablished asof theeffectivedateof thisdocument. Subsequent revisionstothese parameter sshall bemade
as prescribed by this document.

(3) The case mix indices (CMIs) shall be recalculated using the 5.12, 34-grouper version of the Resource
Utilization Group, version |11 (RUG-I11) based on the same M DS data that was previously used to establish
the CMIsusing the 5.01, 44-grouper version of the RUG-III.

(4) For purposesof implementing SECTION 7 of thisdocument, the office or itscontractor shall usethemost
recent M edicarecost report that hasbeen submitted totheM edicar efiscal intermediary. For nursingfacilities
that arecertified to provide M edicar e-covered skilled nursing facility servicesthat fail to timely submit their
Medicar e cost report upon request, the office or its contractor shall determinethe portion of such facility’s
coststhat are allocableto therapy servicesreimbursed by other payersand nonallowable ancillary services
based on a statewide averageratio of indirect coststo direct costsfor such therapy and ancillary services, as
determined from Medicar e cost reports of nursing facilitiesthat timely submit their M edicar e cost report.

SECTION 10. SECTIONS 1 through 9 of this document expire December 25, 2002.
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