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TITLE 405 OFFICE OF THE SECRETARY OF
FAMILY AND SOCIAL SERVICES

Proposed Rule
LSA Document #03-61

DIGEST

Amends 405 IAC 1-17-1 to modify the reimbursement methodology for state-owned intermediate care facilities for the mentally
retarded (ICFs/MR) to apply retrospective rate-setting principles with an annual cost-settlement. Amends 405 IAC 1-17-2 to delete
the reference to market area limitation. Amends 405 IAC 1-17-3 to remove the central office financial reporting requirements.
Amends 405 IAC 1-17-4 to remove the 10 percent reduction in current rate if there is a delay in filing of the annual financial report.
Amends 405 TAC 1-17-5 to remove the nine month base rate reporting requirement. Amends 405 IAC 1-17-6 to change the rate
effective date from the first day of the fourth month following the provider’s reporting year end to the first day of the month
following the providers reporting year end. Amends 405 IAC 1-17-7 to remove the requirement to base forecasted data on a
minimum eighty percent occupancy. Amends 405 IAC 1-17-9 to apply a retrospective payment system with annual settlement and
to remove the market area limitation, private pay rate limitation and requested rate limitation. Effective 30 days after filing with the
secretary of state.

405IAC 1-17-1 405 IAC 1-17-5
405 TAC 1-17-2 405 IAC 1-17-6
405 IAC 1-17-3 405 IAC 1-17-7
405 TAC 1-174 405 TAC 1-17-9

SECTION 1. 405 TAC 1-17-1 IS AMENDED TO READ AS FOLLOWS:

405 TAC 1-17-1 Policy; scope
Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-1-15; IC 12-15-21-2
Affected: 1C 12-13-7-3; IC 12-15-13-3; IC 24-4.6-1-101

Sec. 1. (a) This rule sets forth procedures for payment for services rendered to Medicaid recipients by duly certified, state-owned
intermediate care facilities for the mentally retarded (ICF/MR). All payments referred to within this rule for the provider groups and
levels of care are contingent upon the following:

(1) Proper and current certification.
(2) Compliance with applicable state and federal statutes and regulations.

(b) The procedures described in this rule set forth methods of reimbursement that promote quality of care, efficiency, economy,
and consistency. These procedures recognize level and quality of care, establish effective accountability over Medicaid expenditures,
provide for aregular review mechanism for rate changes, compensate providers for reasonable, allowable costs incurred by a prudent
businessperson, and allow incentives to encourage efficient and economic operations. The system of payment outlined in this rule
is a prospective retrospective system using interim rates predicated on a reasonable, cost-related basis, in conjunction with a
final settlement process. Cost limitations are contained in this rule which establish parameters regarding the allowability of costs
and define reasonable allowable costs.

(c) Retroactive repayment will be required by providers when an audit verifies overpayment due to discounting, intentional
misrepresentation, billing or payment errors, or misstatement of historical financial or historical statistical data which caused a rate
higher than would have been allowed had the data been true and accurate. Upon discovery that a provider has received overpayment
of a Medicaid claim from the office, the provider must complete the appropriate Medicaid billing adjustment form and reimburse
the office for the amount of the overpayment.



(d) The office may implement Medicaid rates prospectively without awaiting the outcome of the administrative appeal process.
However, any action by the office to recover an overpayment from previous rate reimbursements, either through deductions of future
payments or otherwise, shall await the completion of the provider’s administrative appeal within the office, providing the provider
avails itself of the opportunity to make such an appeal. Interest shall be assessed in accordance with IC 12-15-13-3. (Office of the
Secretary of Family and Social Services; 405 IAC 1-17-1; filed Sep 1, 1998, 3:25 p.m.: 22 IR 83, readopted filed Jun 27, 2001, 9:40
am.: 24 IR 3822)

SECTION 2. 405 IAC 1-17-2 IS AMENDED TO READ AS FOLLOWS:
405 TAC 1-17-2 Definitions

Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-1-15; IC 12-15-21-2

Affected: IC 12-13-7-3; IC 12-15

Sec. 2. (a) As used in this rule, “all-inclusive rate” means a per diem rate which, at a minimum, reimburses for all nursing care,
room and board, supplies, and ancillary therapy services within a single, comprehensive amount.

(b) As used in this rule, “annual, historical, or budget financial report” refers to a presentation of financial data, including
accompanying notes, derived from accounting records and intended to communicate the provider’s economic resources or
obligations at a point in time, or the changes therein for a period of time in compliance with the reporting requirements of this rule
which shall constitute a comprehensive basis of accounting.

(c) As used in this rule, “budgeted/forecasted data” means financial and statistical information that presents, to the best of the
provider’s knowledge and belief, the expected results of operation during the rate period.

(d) As used in this rule, “cost center” means a cost category delineated by cost reporting forms prescribed by the office.
(e) As used in this rule, “office” means the office of Medicaid policy and planning.

(f) As used in this rule, “desk audit” means a review of a written audit report and its supporting documents by a qualified auditor,
together with the auditor’s written findings and recommendations.

(g) As used in this rule, “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 by auditors.

(h) As used in this rule, “forms prescribed by the office” means forms provided by the office or substitute forms which have
received prior written approval by the office.

(1) As used in this rule, “general line personnel” means management personnel above the department head level who perform a
policy making or supervisory function impacting directly on the operation of the facility.

(j) As used in this rule, “generally accepted accounting principles” means those accounting principles as established by the
American Institute of Certified Public Accountants.

(k) As used in this rule, “ICF/MR” means intermediate care facilities for the mentally retarded.
(1) As used in this rule, “like levels of care” means care provided in a state-operated state-owned ICF/MR.

) As used i this ride; “market area mitation (MAL)? means a rate eething for all Medteatd rates established by the office that

) (m) As used in this rule, “ordinary patient related costs” means costs of services and supplies that are necessary in delivery
of patient care by similar providers within the state.

fo) (n) As used in this rule, “patient/recipient care” means those Medicaid program services delivered to a Medicaid enrolled



recipient by a certified Medicaid provider.

) (0) As used in this rule, “reasonable allowable costs” means the price a prudent, cost conscious buyer would pay a willing
seller for goods or services in an arm’s-length transaction, not to exceed the limitations set out in this rule.

@ (p) As used in this rule, “unit of service” means all patient care at the appropriate skill level included in the established per
diem rate required for the care of an inpatient for one (1) day (twenty-four (24) hours). (Office of the Secretary of Family and Social
Services; 405 IAC 1-17-2; filed Sep 1, 1998, 3:25 p.m.: 22 IR 83, readopted filed Jun 27, 2001, 9:40 a.m.: 24 IR 3822)

SECTION 3. 405 IAC 1-17-3 IS AMENDED TO READ AS FOLLOWS:

405TAC 1-17-3 Accounting records; retention schedule; audit trail; cash basis; segregation of accounts by nature of business
and by location

Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-1-15; IC 12-15-21-2

Affected: IC 12-13-7-3; IC 12-15

Sec. 3. (a) The basis of accounting used under this rule is a comprehensive basis of accounting other than generally accepted
accounting principles. However, generally accepted accounting principles shall be followed in the preparation and presentation of
all financial reports and all reports detailing proposed change of provider transactions unless otherwise prescribed by this rule.

(b) Each provider must maintain financial records for a period of three (3) years after the date of submission of financial reports
to the office. The cash basis of accounting shall be used in all data submitted to the office. The provider’s accounting records must
establish an audit trail from those records to the financial reports submitted to the office.

(c) In the event that a field audit visit indicates that the provider’s records are inadequate to support data submitted to the office,
and the auditor is unable to complete the audit and issue an opinion, the provider shall be given, in writing, a list of the deficiencies
and allowed sixty (60) days from the date of receipt of this notice to correct the deficiencies. In the event the deficiencies are not
corrected within the sixty (60) day period, the office shall not grant any rate increase to the provider until the cited deficiencies are
corrected and certified to the office by the provider. However, the office may:

(1) make appropriate adjustments to the applicable cost reports of the provider resulting from inadequate records;

(2) document such adjustments in a finalized exception report; and

(3) incorporate such adjustments in prospective rate calculations under section 1(d) of this rule.

(d) If a provider has business enterprises other than those reimbursed by Medicaid under this rule, the revenues, expenses, and
statistical and financial records for such enterprises shall be clearly identifiable from the records of the operations reimbursed by
Medicaid. If a field audit establishes that records are not maintained so as to clearly identify Medicaid information, none of the
commingled costs shall be recognized as Medicaid allowable costs and the provider’s rate shall be adjusted to reflect the
disallowance effective as of the date of the most recent rate change.

ey When muttipte factlittes or operations are owned by a single entity with a central offiee; the central office records shall be
maintained as a separate sct of records with costs and revenues separately tdentifted and appropriately altocated to individuat
factlittes: Each centrat offtee entity shall file an anntral fimanetal report and budget financtal report cotnetdentat with the time pertod
shatt be reasonable; conform to generally aceepted accounting principtes; and be conststent between years: Any change of centrat
offtee altocation bases must be approved by the offiee prior to the changes being implemented: Proposed changes in altocation
methods mtist be stibmitted to the offtee at teast ninety (96) days prior to the reporting pertod to which the echange appltes: Such costs
are altowabte onty to the extent that the eentrat offiee ts providing services refated to patient care and the provider ean demonstrate
that the centrat office costs improved efficteney; economy; ot quatity of reciptent eare: Fhe burden of demonstrating that costs are
pattent retated Hes with the provider: (Office of the Secretary of Family and Social Services; 405 IAC 1-17-3; filed Sep 1, 1998, 3:25
p.m.: 22 IR 84, readopted filed Jun 27, 2001, 9:40 a.m.: 24 IR 3822)

SECTION 4. 405 IAC 1-17-4 IS AMENDED TO READ AS FOLLOWS:

405 TAC 1-17-4 Financial report to office; annual schedule; prescribed form; extensions



Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-1-15; IC 12-15-21-2
Affected: IC 12-13-7-3; IC 12-15

Sec. 4. (a) Each provider shall submit an annual financial report to the office not later than ninety (90) days after the close of the
provider’s reporting year. The annual financial report shall coincide with the fiscal year used by the provider to report federal income
taxes for the operation unless the provider requests in writing that a different reporting period be used. Such a request shall be
submitted within sixty (60) days after the initial certification of a provider. This option may be exercised only one (1) time by a
provider. If a reporting period other than the tax year is established, audit trails between the periods are required, including
reconciliation statements between the provider’s records and the annual financial report.

(b) The provider’s annual financial report shall be submitted using forms prescribed by the office. All data elements and required
attachments shall be completed so as to provide full financial disclosure and 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.

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

(6) Schedule of Medicaid and private pay charges; private pay charges shall be lowest usual and ordinary charge on the last day

of the reporting period.

(7) Certification by the provider that the data are true, accurate, related to patient care, and that expenses not related to patient care

have been clearly identified.

(8) 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’s knowledge.

(c) Extension of the ninety (90) day filing period shall not be granted unless the provider substantiates to the office circumstances
that preclude a timely filing. Requests for extensions shall be submitted to the office, prior to the date due, with full and complete
explanation of the reasons an extension is necessary. The office shall review the request for extension and notify the provider of
approval or disapproval within ten (10) days of receipt. If the request for extension is disapproved, the report shall be due twenty
(20) days from the date of receipt of the disapproval from the office.

td) Fatture to submit an annuatl finanetal report i the time himit required shalt result in the foltowing actions:
) No rate review requests shall be aceepted or acted upon by the offtee untit the delinquent report ts reeetved:
being patd to the provider shatt be reduced by ten pereent (1654); effective on the first day of the month foltowing the thirtieth
day the annuat financtat report ts past due; and shatt so remain untit the first day of the month after the detinquent annual financtat
report 18 recetved by the office: Remmbursement tost becatse of the penalty cannot be recovered by the provider:
(Office of the Secretary of Family and Social Services; 405 IAC 1-17-4; filed Sep 1, 1998, 3:25 p.m.: 22 IR 85, readopted filed Jun
27,2001, 9:40 a.m.: 24 IR 3822)

SECTION 5. 405 IAC 1-17-5 IS AMENDED TO READ AS FOLLOWS:

405 TAC 1-17-5 New provider; initial financial report to office; criteria for establishing initial rates; supplemental report
Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-1-15; IC 12-15-21-2
Affected: IC 12-13-7-3; IC 12-15

Sec. 5. (a) Rate requests to establish initial mtertm rates for a new operation or a new type of certified service shall be filed by
completing the budget financial report form and submitting it to the office on or before thirty (30) days after notification of the
certification date or establishment of a new service or new operation. The budget financial report shall reflect the forecasted data
of operating for the first twelve (12) months and shall be subject to appropriate reasonableness tests. Initial interim rates shall be
effective upon certification, or the date that a service is established, whichever is later.

(b) The methodology, set out in this rule, used to compute rates for active providers shall be followed to compute initial mterim
rates for new providers, except that historical data are not available.



fe) Stnee an inttiat interim rate s established based upon forecasted financtal data onty; the provider shatt fite a nine (9 month
finanetal report within stxty (66) days following the end of the first ninte (9) months of eperation; together with forecasted data for
twelve (12) months of operation: This twelve (12) month period of forecasted data shall start on the first day of the tenth month of
certifted operation of the facttity: The nine (9) months of historical financtal data and the twelve (12) months of foreeasted data shatlt
be used to determine the provider’s base rate: The base rate shatt be effective from the first day of the tenth month of certifted
first fiscal year end that occurs after the rate effective date of a base rate: In determining the base rate; iimitations and restrictions
otherwise ottlined m this ritde; except the annuat rate imitation; shalt apply: For purposes of this subseetton; m determining the nine
9 months of the historteat financtat report; if the first day of certifteation fatts on or before the fifteenth day of a catendar month;
then that ealendar month shalt be considered the provider’s first month of operation: Hf the first day of eertification fals after the
fifteenth day of a calendar month; then the immedtately suceeeding eatendar month shalt be constdered the provider’s first month
of certifted operatton:

) The base rate may be mn effeet for tonger or shorter than twelve (12) months of foreeasted data: In such cases; the vartous
appticable himitations shalt be proportionately increased or deereased to cover the actual time frame; using a twetve (2) month
pertod as the basts for the comptitation:

te) Extenston of the sixty (60} day filing period shalt not be granted untess the provider substanttates to the offiee circumstances
that prectude a timety fiting: Requests for extenstons shatt be submitted to the offtee; prior to the date due; with futt and comptete
explanation of the reasons an extenston 1s neecessary: The offiee shalt review the request and notify the provider of approvat or
of receipt of the disapproval from the offtee:

) In the event the provider fails to submit ninre (9) months of historical financial data and the twetve (12) months of forecasted
data as required in subsection te); the fottowing actton shatt be taken: When submisston of the ninre {9y months of historteat fimanctat
data and the twelve (12) months of foreeasted data 1s thirty (30) days past due; and an extenston has not been granted; the inittal rate
shalt be reduced by ten pereent (10%%6); effective on the first day of the tenth month after eertifteation and shall so remain untit the
first day of the month after receipt of the report by the offtee: (Office of the Secretary of Family and Social Services; 405 IAC 1-17-
5, filed Sep 1, 1998, 3:25 p.m.: 22 IR 85; readopted filed Jun 27, 2001, 9:40 a.m.: 24 IR 3822)

SECTION 6. 405 TAC 1-17-6 IS AMENDED TO READ AS FOLLOWS:

405 TAC 1-17-6 Active providers; rate review; annual request; additional requests; requests due to change in law
Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-1-15; IC 12-15-21-2
Affected: 1C 12-13-7-3; IC 12-15

Sec. 6. (a) As anormal practice, rates shall be reviewed once each year using the annual financial report as the basis of the review.
The rate effective date shall be the first day of the fetirth month following the provider’s reporting year end, provided the annual
financial report is submitted within ninety (90) days of the end of the provider’s reporting period. If the provider requests that the
interim rate be reviewed, a budget financial report covering the twelve (12) month period immediately following the expected rate
effective date shall be prepared by the provider and submitted with the annual financial report.

(b) A provider shall not be granted an additional interim rate review until the review indicated in subsection (a) has been
completed. A provider may request no more than one (1) additional interim rate review during its budget reporting year when the
provider can reasonably demonstrate the need for a change in rate based on more recent historical and forecasted data. This
additional interim rate review shall be completed in the same manner as the annual interim rate review, using all other limitations
in effect at the time the annual interim review took place.

(c) To request the additional interim review, the provider shall submit, on forms prescribed by the office, a minimum of six (6)
months of historical data of which at least four (4) months must be subsequent to the fiscal year end of the annual financial report.
In addition, a budget financial report covering the twelve (12) month period immediately following the expected rate effective date
shall be submitted. Any new rate resulting from this additional interim review shall be effective on the first day of the month
following the submission of data to the office.



(d) The office may consider changes in federal or state law or regulation during a calendar year to determine whether a significant
rate increase is mandated. This review will be considered separately by the office and will not be considered as an additional interim
rate review. (Office of the Secretary of Family and Social Services; 405 IAC 1-17-6; filed Sep 1, 1998, 3:25 p.m.: 22 IR 86;
readopted filed Jun 27, 2001, 9:40 a.m.: 24 IR 3822)

SECTION 7. 405 IAC 1-17-7 IS AMENDED TO READ AS FOLLOWS:

405 IAC 1-17-7 Request for rate review; budget component; occupancy level assumptions; effect of inflation assumptions
Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-1-15; IC 12-15-21-2
Affected: IC 12-13-7-3; IC 12-15

Sec. 7. Under this rate setting system, emphasis is placed on proper planning, budgeting, and cost control by the provider. To
establish consistency in the submission and review of forecasted costs, the following apply:
(1) Each interim rate review request shall include a budget financial report. If a budget financial report is not submitted, the
interim rate review will not result in an increase in Medicaid rates but may result in a rate decrease based on historical or annual
financial reports submitted.
(2) All budget financial reports shall be submitted using forms prescribed by the office. All forecasted data and required
attachments shall be completed to provide full financial disclosure and will include as a minimum the following:
(A) Patient census data.
(B) Statistical data.
(C) Ownership and related party information.
(D) Statement of all expenses and all income.
(E) Detail of fixed assets and patient related interest bearing debt.
(F) Schedule of Medicaid and private pay charges; charges shall be the lowest usual and ordinary charge on the rate effective
date of the rate review.
(G) Certification by the provider that forecasted data has been prepared in good faith, with appropriate care by qualified
personnel, using appropriate accounting principles and assumptions, and that the process to develop the forecasted data uses
the best information that is reasonably available and is consistent with the plans of the provider. The certification shall state that
all expenses not related to patient care have been clearly identified or removed.
(H) Certification by the preparer, if the preparer is different from the provider, that the forecasted data were compiled from all
information provided to the preparer and that the preparer has read the forecasted data with its summaries of significant
assumptions and accounting policies and has considered them to be not obviously inappropriate.
(3) Forecasted data shatt be based on a census figure of not fess than etghty pereent (86%)- The provider shall adjust patient census
data based on the highest of the following:
A) Eighty pereent (86%) of bed days avaitable: Budget finanetal reports submitted to the office at tess than eighty pereent
B) (A) Historical patient days for the most recent historical period unless the provider can justify the use of a lower figure for
the patient days.
£€) (B) Forecasted patient days for the twelve (12) month budget period.
(4) The provider and the office shall recognize and adjust forecasted data accordingly for the inflationary or deflationary effect
on historical data for the period between the midpoint of the historical or annual financial report time period and the midpoint of
the budget financial report. Forecasted data may be adjusted based upon reasonably anticipated rates of inflation.
(Office of the Secretary of Family and Social Services; 405 IAC 1-17-7; filed Sep 1, 1998, 3:25 p.m.: 22 IR 86, readopted filed Jun
27,2001, 9:40 a.m.: 24 IR 3822)

SECTION 8. 405 IAC 1-17-9 IS AMENDED TO READ AS FOLLOWS:

405 TAC 1-17-9 Criteria limiting rate adjustment granted by office
Authority: IC 12-8-6-5; IC 12-15-1-10; IC 12-15-1-15; IC 12-15-21-2
Affected: IC 12-13-7-3; IC 12-15

Sec. 9. The Medicaid reimbursement system is based on recognition of the provider’s allowable costs. Fhe payment rate ts stbjeet
to scverat himitations: Rates will be establtshed at the towest of the four (4) Iimitattons histed as folows:
D A market area mitation (MAL) appltes to all providers covered by this rute: Fhe Himitatton shall be comptited on a statewide



hundred thirty pereent (136%) of the average allowable cost; weighted by beds that are designated for like tevels of eare: The

average altowable cost for ke tevels of eare shalt be maintained by the offiee; and a reviston shall be made to this rate limitation

four (4) times per year effective on Mareh 15 Fune +; September +; and Becember +

type of services:

&) Should the rate ealeulations produce a rate higher than the reimbursement rate requested by the provider; the approved rate

shatt be the rate requested by the provider:
All state-owned intermediate care facilities for the mentally retarded (ICFs/MR) will be reimbursed with a retrospective
payment system. The annual financial reports filed by the state-owned ICFs/MR will be used to determine the actual cost
per day for services. A retroactive settlement will be determined for the time period covered by the annual financial report.
The total allowable costs will be divided by the actual client days to determine the actual per diem rate. The variance
between the actual per diem rate and the interim per diem rates based on the projected budget and paid during the report
period will be multiplied by the paid client days to arrive at the annual settlement. (Office of the Secretary of Family and Social
Services; 405 IAC 1-17-9; filed Sep 1, 1998, 3:25 p.m.: 22 IR 87; readopted filed Jun 27, 2001, 9:40 a.m.: 24 IR 3822)

Notice of Public Hearing

Under IC 4-22-2-24, notice is hereby given that on June 27, 2003 at 10:00 a.m., at the Indiana Government Center-South, 402
West Washington Street, Conference Center Room C, Indianapolis, Indiana the Office of the Secretary of Family and Social Services
will hold a public hearing on proposed amendments to rules concerning rate-setting criteria for state-owned intermediate care

facilities for the mentally retarded. Copies of these rules are now on file at the Indiana Government Center-South, 402 West
Washington Street, Room W451 and Legislative Services Agency, One North Capitol, Suite 325, Indianapolis, Indiana and are open
for public inspection.

John Hamilton
Secretary
Office of the Secretary of Family and Social Services



