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DEPARTMENT OF HEALTH AND HUMAN SERVICES 
Centers for Medicare & Medicaid Services 
7500 Security Boulevard, Mail Stop S2-26-12 
Baltimore, MD 21244-1850 

Financial Management Group 

Elizabeth Roberts, Secretary 
Executive Office of Health and Human Services 
State of Rhode Island 
Louis Pasteur Building 
57 Howard Avenue 
Cranston, RI 02920 

RE: Rhode Island 13-006 

Dear Ms. Roberts: 

JUN 2 5 Z019 

C£1'11£1$ FOR M!OIO.Itf & MfDIO.ID SfliVICES 
CENTER FOR MEDICAID & CHIP SERVICES 

We have reviewed the proposed amendment to Attachment 4.19-D of your Medicaid state plan 
submitted under transmittal number (TN) 13-006. Effective May 4, 2013, this amendment 
authorizes implementation of a transitional price-based per diem payment methodology for nursing 
facility services. It also authorizes full implementation of the patient specific RUG-based process 
effective June 1, 2013. 

We conducted our review of your submittal according to the statutory requirements at sections 
1902(a)(2), 1902(a)(13), 1902(a)(30), and 1903(a) of the Social Security Act and the 
implementing Federal regulations at 42 CFR 447. We are pleased to inform you that Medicaid 
State plan amendment 13-006 is approved effective May 4, 2013. We are enclosing the CMS-
179 and the amended plan pages. 

If you have any questions, please call Novena James-Hailey at (617) 565-1291. 

Sincerely, 

Timothy Hill r 
Director V 
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APPLICABLE FEDERAL AND STATE LAWS 

Legal Basis for Program 

The Rhode Island Medical Assistance Program was established on July 1, 1966. It was formed under 
the provision of Title XIX of the Social Security Act, as amended by Public Law 89-97, which was 
enacted by the Congress on July 30, 1965. The enabling state legislation is Rhode Island General Law 
(RIGL) 40-8, as amended. 

The Powers of the Director 

Rhode Island General Laws 42-7.2-2(b) provides that the Secretary of the Executive Office ofHealth 
and Human Services shall make and promulgate rules, regulations, and fee schedules for the proper 
administration of the Medical Assistance Program, and to make the Office's State Plan for Medical 
Assistance conform to the provisions of the Social Security Act. 

Penalties for Misrepresentation or Fraudulent Acts 

Penalties for misrepresentation or fraudulent acts involving this program are covered by both Section 
1909 (a) of the Social Security Act; RIGL Sections 11-41-3, 11-41-4,40-8.2-3, 40-8.2-4, and 40-8.2-7; 
and any other applicable statutes. These criminal penalties are in addition to civil actions for damages, 
recoveries of overpayments, injunctions to prevent continuation of conduct in violation of RIGL 40-
8.2, as well as suspension or debarment from participation in the program by state or federal 
authorities. 

TN#B-006 
Supersedes 
TN: 09-004 

JUN 2 5 2015 Approved: ________________ __ Effective: May 4, 2013 
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On May 4, 2013, the Rhode Island Medical Assistance Program began to make payment to 
participating nursing facilities based on a price-based, acuity-adjusted reimbursement 
methodology. 

These per diem reimbursement rates, as subsequently described, will constitute full and total payment 
for services provided. 

TN#13-006 
Supersedes 
TN: 09-004 

JUN 2 5 201! 
Approved:-------- Effective: May 4, 2013 
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AS PROVIDED FOR BY THE RI STATUTE OF LIMITATIONS 
(RIGL 12-12-17) 

Each provider of long-term care services participating in the Title XIX Medical Assistance Program, in 
accordance with the provisions of these Principles of Reimbursement, will maintain within the State of 
Rhode Island all original records or hard copies of records and data necessary to support the accuracy 
of the entries on the annual BM -64 Cost Report. Original invoices, canceled checks, contracts, minutes 
ofboard of directors meetings, and any other material used in the preparation of the annual cost report 
must be retained in Rhode Island for at least ten (1 0) years following the month in which the cost report 
to which the materials apply is filed with the State Agency as required by the RI Statute of Limitations. 
Each provider will make available upon request such records and all other pertinent records to 
representatives of the State Agency, representatives of the Federal Department of Health and Human 
Services, and the state's Medicaid Fraud Unit. 

The State Agency will maintain all cost reports submitted by providers and all audit reports prepared by 
the Agency for at least ten (10) years after the month in which the cost report was filed by the provider 
or at least ten (10) years after the month in which the audit was conducted. 

These Principles of Reimbursement are implemented in accordance with the appropriate provisions of 
the state's Administrative Procedures Act. 

The state will pay services by participating providers oflong-term care facility services in accordance 
with these Principles of Reimbursement. 

I fan overpayment to a participating provider of long-term care services is identified, repayment will 
either be made by direct reimbursement or by offsetting future payments to the provider. Such 
repayment may include interest charges on the overpayment amount as provided for by RIG L 40-8.2-
22. 

TN#13-006 
Supersedes 
TN: 09-004 

Approved: _J_U_N_2_5_2_0_1S __ Effective: May 4, 2013 



Reasonable Costs 

GENERAL PROVISIONS 

REPORTING 
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The provision of Nursing Facility Care Services to Medicaid recipients is provided only to those 
individuals who meet resource and income eligibility criteria. Consequently, the cost of 
services for those individuals with limited income and resources must be reasonable. The Executive 
Office of Health and Human Services shall have the discretion to determine through its review of 
submitted costs, and in accordance with these principles, what constitutes reasonable and allowable 
cost. 

Not all reasonable and allowable costs must be reimbursed. These Principles of Reimbursement~ 
through the establishment and application of base rates for Direct Nursing Care, Other Direct Care, and 
Indirect Care-provide for payment ofNursing Facility Care services under the Medicaid Program on a 
prospective basis. Those provisions are made through rates that are reasonable and adequate to meet 
costs of efficiently and economically operated nursing facilities that provide services in conformance 
with state and federal laws, regulations, and quality and safety standards. 

Reasonable costs shall mean those costs of an individual facility for goods and services which, when 
compared, will not exceed the costs of like goods and services of comparable facilities in license and 
size. Reasonable costs include the ordinary, necessary, and proper costs of providing acceptable health 
care subject to the regulations and limits contained herein. 

Participants in the Medicaid program are expected to establish operating practices which assure that 
costs do not exceed what a prudent and cost-conscious buyer pays for a given item or service. 

In the absence of specific defmitions and/or elements of allowable and disallowable costs that may not 
be contained herein, the Rules and Regulations of Federal Medicare -Title XVIII will prevail. 

The state reserves the right to make determinations of allowable costs in areas not specifically covered 
in these Principles or in the Rules and Regulations of Federal Medicare -Title XVIII. 

Annual Cost Report BM-64 

All facilities must file an annual cost report BM-64 on a calendar year basis. The report format is · 
determined by the 'RI Medicaid Rate Setting Unit and must be filed on or before March 31 following 
the close of the year. 

The report must be completed in accordance with generally accepted accounting principles and 
prepared on the accrual basis of accounting wherein both revenues and expenditures are recognized in 
the period when earned or incurred regardless of when actual cash payments are made and received. 

Providers who do not submit the BM-64 on time without an authorized extension from the Rate Setting 
Unit will have their rates frozen until an acceptable cost report has been filed. 

A final BM-64 must be filed within ninety (90) days after an ownership change, facility closing, or 

TN#13-006 
Supersedes 
TN: 09-004 

Approved: --.,jJ~UNPI----62-ii5'--1!Z:u-01a9- Effective: May 4, 2013 



provider's departure from the Medicaid program. 

Admission Policy 
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Participating Nursing Facilities must admit Title XIX patients to all parts of the facility without 
discrimination, in accordance with the provisions ofRIGL 23-17.5-19 and 23-27.5-21, based solely 
upon specialized medical and related needs of the patient. In addition, as provided in RIGL 23-17.5-
24, patients have the right to remain in a facility after the depletion of private funds. 

Participation 

Facilities and at least twenty-five (25) percent of all their nursing facility beds must be dually certified 
for participation in both Medicare (Title XVIII) and the Rhode Island Medical Assistance (Title XIX) 
Program on and after October 1, 1990. Ideally all nursing facility beds should be dually certified. 

The Secretary of the Executive Office of Health and Human Services may waive the requirement for 
Medicare certification upon his or her determination, upon consultation with the director of the state 
surveying agency, that: (1) there is an imminent peril to public health, safety, or welfare; and/or (2) it is 
in the best interest ofthe state and the residents of the facility. 

The Medicaid Director must approve an increase in the licensed bed capacity, new beds, or beds out of 
service brought back into service, for participation and payment in Title XIX Medicaid. 

Method for Determining Nursing Facility Payment Rates 

A. Per Diem Base Rate 

Each nursing home will have a base per diem rate that applies to all residents. The base per diem rate 
is comprised of the following components. 

[] Direct Nursing Care 
Direct Nursing is comprised of nursing salaries, (RNs, LPNs, and CNAs) and fringe benefits. The base 
per diem rate for Direct Nursing Care is $100.44. 

0 Other Direct Care 
This component includes other direct care expenses such as recreational activity expenses, medical 
supplies, and food. The base per diem rate for Other Direct Care services is $23.74. 

IJ Indirect Care 
This component includes all other nursing facility operating expenses, e.g. administration, 
housekeeping, maintenance, utilities, etc. A base rate for this component is $53.53. 

[] Fair Rental Value (FRV) 
The FRV component is facility specific. The base FRV for each nursing home is the 7/1/2012 rate 
calculated under the previous principles of reimbursement. A full description of the methodology used 
to calculate the Fair Rental Value for each nursing facility as of7/1/2012 is described below. 

U Property Taxes 

TN#13-006 
Supersedes 
TN: 09-004 

Approved: _ __:J~U=N'-'!2L!5~ZO!..U15!:,_' _ Effective: May 4, 2013 
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The property tax component is facility specific, i.e. based on actual property taxes assessed and paid. 

0 Provider Assessment 
The provider assessment is an amount equal to 5.82% of the sum of the above components to recognize 
the state's Provider Assessment Tax. Should the state's 5.5% Provider Assessment Tax rate change, 
this add-on will be adjusted accordingly. Below is an example of the adjustment to the add-on in the 
provider tax were to be changed to 4.0%. 

1. Per diem base rate (excl. provider tax): $200.00 

2. Calculate per diem rate with 4.0% tax: $200.00 divided by .96 = $208.33 

3. Calculate provider tax amount: $208.33 minus $200.00 = $8.33 

4. Calculate add-on percent: $8.33 divided by $200.00 = 4.165% 

5. Calculate provider tax add-on: $200.00 times 4.165% = $8.33 

6. Calculate per diem rate incl. tax: $200.00 plus $8.33 = $208.33 

B. Adjustments to Base Rate 

Cl Patient Acuity 
Recognition of patient acuity in the payment methodology is being incorporated through the use of a 
RUG-IV case-mix classification system. The case-mix classification system uses clinical data from the 
MDS assessment to assign a case-mix group to each patient that is then used to adjust a portion of the 
per diem payment based on patient resource use. (This is similar to how Medicare reimburses for care 
in a skilled nursing facility.) Each patient will be assigned one offorty-eight (48) RUG categories by 
the grouper based on his/her MDS record. A patient's MDS record is to be updated every ninety (90) 
days or in the event of a significant change in condition. Acuity will be based on the patient specific 
RUG category, i.e. full RUG-based system. The acuity factor (RUG weight) will be applied only to the 
Direct Nursing Care component. 

To allow for necessary modifications to the state's MMIS claims processing system, full 
implementation of the RUG-based process will be implemented on June 1, 2013. In the interim, a 
facility specific case mix index was being used. 

U Price Increases 
.. The components of the base per diem rate will be increased annually, effective Octoberl of each year, 
as follows: 

1. Direct Nursing, Otqer Direct Care, and Indirect Care: 
• Global Insight/CMS Skilled Nursing Facility Market Basket 

2. Fair Rental Value: 
• Global Insight Nursing Home Capital Cost Index 

3. Property Taxes: 

TN#l3-006 
Supersedes 
TN: 09-004 
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The Fair Rental Value rate for each nursing home was most recently increased effective 7/1/2012. The 
Property Tax rates are based on allowable tax payments and total patient days reported in each facility's 
most recently filed cost report. 

C. Transition Adjustments 

In recognition of the impact this change will have on nursing homes, the state has implemented a 
transition plan of at least four years in length. This change will be completed after October 1, 2016. The 
features of this transition are described below. · 

0 Adjustment to Direct Care (Direct Nursing Care and Other Direct Care components) 
For those nursing homes whose Direct Dare per diem costs are greater than the Direct Care base rates, 
i.e the sum of the Direct Nursing Care and Other Direct Care base rate components, which would result 
in a loss in reimbursement, the state has added a policy adjustment to fully compensate for that loss. 
This will ensure that patient care is not adversely impacted. This policy adjustment will remain 
constant throughout the transition period and will be eliminated effective October 1, 2016. See 
example below: 

Actual Direct Care cost: 
Minus Direct Nursing Care rate: 
Minus Other Direct Care rate: 
Policy adjustment equals: 

0 Adjustment to Overall Care 

$130.00 
($100.44) 

($23.74) 
$5.82 

In addition to the above policy adjustment, the state has also implemented a gain/loss policy adjustment 
ensuring that, exclusive of the direct care policy adjustment, no nursing home will experience a gain or 
loss in year one of the transition of greater than $5.00 per day. See example below: 

Direct and Indirect Care base rate: 
Actual Direct and Indirect Care costs: 
Rate variance: 
Maximum gain/loss 
Gain/loss policy adjustment 

$177.71 
$160.00 

$17.71 
$5.00 

($12.71) 

This policy adjustor will be phased out over the transition period as follows: 
• 10/1/12 100% ($12.71) 
• 10/1/13 75% ($9.53) 
• 10/1/14 50% ($6.36) 
• 10/1115 25% ($3.18) 
• 10/1/16 0% $0.00 

D. Periodic Rate Review 

The state will conduct a rate review in State Fiscal Year 2016 to determine if the original cost 
components used to establish the base rates are still appropriate. The details of this review process will 

TN#l3-006 
Supersedes 
TN: 09-004 
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be developed with the nursing homes. However, nursing homes will still be required to submit cost 
reports annually. A similar review will be conducted every three years. 

Rates for Newly Constructed Facilities 

Newly constructed facilities will be paid a rate determined in the manner described for all facilities 
under these Principles. The initial Fair Rental Value component shall be calculated using the 
methodology described on pages 15-18. The Tax component will use an occupancy rate equal 
to 98% of the statewide average. 

Appeals Process 

Any provider who is not in agreement with the reimbursement rate assigned for the applicable rate 
period, may within fifteen (15) days from the date of notification of rate assignment file a written 
request for a review conference to be conducted by the Medicaid Director, or other designee assigned 
by the Secretary of the Executive Office of Health and Human Services. This written request must 
identify the rate assignment issue(s). The Medicaid Director or designee shall schedule a review 
conference within fifteen (15) days of receipt of the request. As a result of the review conference, the 
Medicaid Director or designee may modify the rate of reimbursement. The Medicaid Director or 
designee shall provide the provider with a written decision within thirty (30) days from the date of the 
review conference. 

Appeals beyond the Medicaid Director or the designee appointed by the Secretary of the Executive 
Office of Health and Human Services will be in accordance with the Administrative Procedures Act. 
The provider must file a written request for an Administrative Procedures Act hearing no later than 
fifteen (15) days of the decision noted in the paragraph above. 

Appeal Requests For Prospective Rate Increments 

The Executive Office of Health and Human Services may consider the granting of a prospective rate 
that reflects demonstrated cost increases in excess of the rate that has been established by the 
application of the percentage increase, that are the result of: 

1. Demonstrated errors made during the rate determination process. 

2. Significant increases in operating costs resulting from the implementation of new or 
additional programs, services, or staff specifically mandated by the Rhode Island Department 
of Health. 

3. Significant increases in operating costs resulting from capital renovations, expansion, or 
replacement required for compliance with fire safety codes and/or certification requirements 
of the Rhode Island Department ofHealth. 

4. Extraordinary circumstances including, but not limited to, acts of God, provided that such 
increases will be rescinded immediately upon cessation of the extraordinary circumstance. 

TN#13-006 
Supersedes 
TN: 09-004 
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Any facility that has been directed by the Department of Health to appoint an independent quality 
monitor, engage an independent quality consultant or temporary manager, and/or develop and 
implement a plan of correction to address concerns regarding resident care and coincident financial 
solvency may file for a Special Rate Appeal. The Special Rate Appeal components are as follows: 

1. The provider must submit a written request (including a copy of the plan of correction) to the 
EOHHS Rate Setting Unit. 

2. The request must be based on the approved spending plan set forth in the plan of correction and 
remediation. 

3. The provider must submit evidence that the approved spending plan cannot be accommodated 
by the existing per diem rate. 

4. The rate appeal will not be for a period of less than six ( 6) months. 

5. E 0 H H S , at its discretion, may provide for subsequent extensions for six ( 6) month periods 
for a maximum total period of twenty-four (24) months. 

6. The provider must submit a BM-64 Cost Report for each six (6) month appeal period. 

7. EOHHS will recoup any funds not expended during the six (6) month appeal period. 

8. In calculating the Special Prospective Rate Appeal, the Office may establish a per diem 
amount to be added to the facility's existing per diem rate. 

9. Upon conclusion of the six (6) month period (or subsequent extension periods), the per diem 
rate will revert to the provider's normal per diem rate. 

Payment 

Rhode Island reimburses a provider monthly for Medicaid patient days times the assigned prospective 
per diem rate. This also applies to state-only days. 

The state reserves the right to investigate and adjust reimbursement rates for facilities which do not 
substantially comply with all standards of licensure. 

In determining the number of days for which payment may be made the date of admission is counted, 
however the date of death or discharge is not counted. 

The per diem rate for eligible Title XIX recipients is a full payment rate and, therefore, under RIG L 
40-8.2-3 and federal regulations, subsidy for patient care by the patient, relatives, or friends to the 
facility in any manner is prohibited. 

TN#13-006 
Supersedes 
TN: 09-004 
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Long-term care providers under the state Medicaid Program are required to maintain detailed records 
supporting the expenses incurred for services provided to Medicaid patients. The underlying records 
must be auditable and capable to substantiating the reasonableness of specific reported costs. Records 
include all ledgers, books, and source documents (invoices, purchase orders, time cards, or other 
employee attendance data, etc.). All records must be physically maintained within Rhode Island and/or 
be made readily available to the state upon request. 

Census Data 

StatistiCal records supporting both Medicaid and total patient days must be maintained in a clear and 
consistent manner for all reporting periods. The detailed record of all patient days must be in 
agreement with monthly attendance reports. In calculating patient days the date of admission is 
counted as one day, however, the date of death or discharge is not counted as a day. 

Audit ofProvider Costs 

The state will conduct audits of the fmancial and statistical records of each participating provider in 
operation. 

Audits will be conducted under generally accepted auditing standards and will insure that providers are 
reporting under generally accepted accounting principles. 

Audits include any tests of the provider's records deemed necessary to ascertain that costs are proper 
and in accordance with Medicaid principles of reimbursement and that personal needs accountability is 
in compliance with existing regulations. The knowing and willful inclusion on non-business related 
expenses, non-patient related expenses, or costs incurred in violation of the prudent buyer concept may 
be subject to criminal and/or civil sanctions. Failure of auditors ofEOHHS to identify the above items 
or their adjustment of same shall not constitute a waiver of any civil or criminal penalty. 

TN#13-006 
Supersedes 
TN: 09-004 
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Property Payment: Fair Rental Value System 
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The property payment effective September 1, 2004 will be a Fair Rental Value (FRV) system which 
will provide a payment in lieu of the Other Property Related Cost Center. This will eliminate 
reimbursement for depreciation, interest, rent, and/or lease payments on property, plant and equipment, 
working capital interest, all other interest, and vehicle depreciation and/or lease payments. The FRV 
establishes a facility's value based on its age: the older the facility, the lower its value. Additions and 
renovations (subject to a minimum per bed limit) and bed replacements will be recognized by lowering 
the age of the facility and, thus, increasing the facility's value. The facility's established value is not 
affected by sale or transfer and new facilities will be assigned a rate based upon a completed survey. 
All FRV Surveys are subject to field audit. 

The FRV payment rate received by a facility as of September 1, 2004 shall be no lower than the Other 
Property Related Cost Center payment rate received as of June 30, 2004. This rate will remain in effect 
until such time as the FRV rate exceeds the facility rate received as ofJune 30, 2004. 

The parameters of the FRV and the start up of the system are as follows: 

1. The initial age of each nursing facility participating in the Medicaid Program and used in the 
FRV calculation shall be determined as of September 1, 2004, utilizing a statewide survey to 
determine each facility's construction year and entry date into the Medicaid program. In 
addition, this age will be reduced for replacements, renovations, and/or additions that have 
occurred since the facility's construction. 

2. A bed value, based on a standard facility size of 450 square feet per bed, will be determined 
using the R.S. Means Building Construction Data Publication or a comparable valuation system 
adjusted by the location index for Providence, Rhode Island. The bed value for September 1, 
2004, is $66,000 per bed. This value per bed includes an amount of $4,000 per bed for 
equipment. 

3. The value will be increased by a factor often (10) percent to approximate the cost ofland and 
other "soft" costs. 

4. For each facility, the trended value will be depreciated, except for the value portion assigned as 
land, at a rate of 1.5% per year based upon the weighted age of the facility. Bed replacements, 
additions, and renovations shall lower the weighted average age of the facility. The maximum 
age of a nursing home shall not exceed thirty-five (35) years. 

5. The value assigned shall be trended forward annually to the mid-point of the rate year (starting 
July 1,2005) based on the percentage change in the R. S. Means Construction Cost Index, or 
comparable index, for the previous calendar year end up to a ceiling of four ( 4.0) percent. 

6. A nursing facility's FRV is calculated by multiplying the facility's current value per bed times 
the number oflicensed (including beds approved as out of service) times a rental factor. The 
rental factor will be the twenty (20) year Treasury bond rate as published in the Federal 
Reserve Bulletin using the average for the calendar year preceding the rate year plus a risk 

TN#13-006 
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factor of 3.0 percent with an imposed floor of9.0 percent and a ceiling of 12.0 percent. The 
rental factor to be utilized for September 1 , 2004, will be 9. 0 percent. 

7. The calculated FRY shall be divided by patient days for the cost reporting period. For FRY 
start up, this is considered to be calendar year 2002 for FRY rate assignment effective 
September 1,2004. For rate calculations July 1, 2005 and later, the census will be predicated 
on the previous calendar year patieht days. 

8. The age of each facility will be further adjusted each July 1, to make the facility one year older, 
up to the maximum age, and to reduce the age for those facilities that have completed and 
placed into service major renovations, bed additions, or replacements. 

9. The age adjustments for major renovations, bed additions, and replacements will be averaged 
into the age of the facility the July 1st following the year the major renovations or beds were 
placed in service. Major renovations are defined as a project, or series of projects, with 
capitalized cost equal to or greater than $1 000 per bed. To qualify as a bed replacement, the 
cost of the renovation/improvement must be equal to or greater than the cost of constructing 
one nursing facility bed in the year in which the renovation takes place. This is calculated on a 
calendar year basis. 

10. Continued explanation and examples ofthe FRY are as follows: 

Facility of 120 beds, constructed in 1994, with no major renovations or bed additions 
and occupancy of 95.0%: 

Bed addition: 

Value per bed 

Number ofbeds 

Value (value per beds x beds) 

Accumulated Depreciation (1.5% x lOyrs. = 15.0%) 

Net Value (value less accumulated depreciation) 

Land Value (10% x value per bed x #of beds) 

Total Value 

Fair Rental Value Return (total value x 9.0%) 

$66,000. 

120 

$7,920,000 

$1,188,000 

$6,732,000 

$792,000 

$7,524,000 

$677,160 

Fair Rental Value Per Diem Rate (41,610 patient days) $16.27 

The addition ofbeds will require a computation on the weighted average of the facility based 
on the construction dates of the original facility and the additional beds placed into services. 
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A facility of 120 beds, constructed in 1994, which added 40 beds in 1999: 

Beds Age Weighted 

120 5 600 

40 0 0 

160 3.75 

The new base year is 1995 (1999- 3.75) as compared to 1999. 

Renovation or major improvement: 
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The cost of major renovations and improvements is factored into a facility's age provided 
that the renovations and improvements meet the definition that it is a project with capitalized 
cost equal to or greater than $1,000. per bed. This is based on a calendar year basis. 
Renovation/improvement cost must be documented through cost reports, depreciation schedules, etc. 
and are subject to audit. Costs must be capitalized in order to be considered a renovation or 
improvement. Individual assets with a cost of $500.00 or more and a useful life of at least three (3) 
years must be capitalized. Useful lives for assets acquired after September 1, 2004, are deterniined 
by utilizing the American Hospital Association (AHA) guidelines of Depreciable Hospital Assets, 
1998 edition or subsequent. Assets acquired in quantity at a total cost of $1,000 or more and multiple 
purchases of similar individual assets during a reporting period must be capitalized if the useful life is 
three (3) years or more. In establishing the age of a facility, renovations/improvements are 
converted into an equivalent number of new beds. The equivalent number of new beds would then be 
used to determine the weighted average age of all beds for the facility. The equivalent number of 
new beds will be determined by dividing the project cost by the construction cost of a new bed in the 
year of the renovation/improvement project. Refer to Appendix 'D' for historical cost data indexes. 

Example: Facility of 120 beds constructed in 1994 and had a major renovation project totaling 
$1,000,000 in 2000 

Cost of renovation $1,000,000 

Divided by replacement cost index in 2000 of $60,443 

Equals 16.54beds 
(figure cannot exceed total number ofbeds) 

Beds 

6.54 

103.46 

120.00 
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New base year is 1995 as compared to 2000. 

Bed replacement: 
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The replacement of existing beds will result in an adjustment to the age of the facility. A 
weighted average age will be calculated according to the year of initial construction and the 
year of bed replacement. This differs from the addition of beds in that a certain number of beds 
have replaced those that were initially constructed. 

If a facility has a series of additions or replacements, it is assumed that the oldest beds are ones 
being replaced. 

Example: Facility of 120 beds, constructed in 1984, replaced 40 beds in 1999. 

Beds Age Weighted Average 

40 0 0 

8 15 1200 

120 1200 

10.00 

New base year is 1989, instead of 1999. 
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REAL ESTATE AND PERSONAL PROPERTY TAXES 
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For Medicaid purposes, the allowable real estate and personal property taxes will be the four quarterly 
amounts due and payable during the reporting year or the tax based upon the assessed valuations of 
the prior December 31. For example, the amount allowable for calendar year 2012 will be the four 
(4) quarterly installments due and payable during calendar year 2012 or the total tax based on the 
December 31,2011 valuations. The basis for reporting will be determined by the provider but must 
remain consistent from year to year. 

PERSONNEL COSTS 

Owner Compensation 

Compensation to an owner or related individual must be reasonable and associated with patient care in 
order to be reimbursable. 

Criteria for Determining Reasonable Compensation to Owners and/or Related Individuals 

To judge reasonableness, the Rate Setting Unit may use but is not limited to: 

1. Comparison with payments to individuals, other than owners, in comparable facilities or 
industries. 

2. Equating responsibilities and functions performed with a satisfactory salary range. 

The allowance for fringe benefits must be consistent with the compensation above. 

Administrator Compensation 

An administrator must be a duly licensed person in the State of Rhode Island and be responsible for the 
overall management and supervision of a facility. Administrators must work on a full-time basis and 
be substantiated by appropriate time records. Assistant Administrators working full-time or part-time 
must also be substantiated by time records. Compensation of an administrator is an allowable cost to 
the extent it does not exceed established maximums governed by bed capacity as shown on the 
attached schedule. 

Administrator Compensation is detailed in the Appendix. The Appendix will be adjusted annually by 
the amount of percentage change reflected by the Wage and Salary Component of the National 
Nursing Home Input Price Index as projected by the Centers for Medicare and Medicaid Services. 

Facilities Operated by Members of a Religious Order 

The recognized salary allowance for members of a religious order providing patient care services will 
be limited to the lower of actual stipend paid on their behalf or the salary equivalent that would be 
recognized by these Principles of Reimbursement for similar services. 
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PROFESSIONAL SERVICES 
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The fees must meet the test of reasonable costs, and must be fully documented by billing which 
clearly describes the nature ofthe services rendered. 

An example of admissible cost is the fee for legal services in connection with a directive to 
comply with fire codes regulations. A legal or accounting charge resulting from a buy/sell 
agreement between related parties is inadmissible. Professional fees associated with future 
construction must be deferred and included with the project construction costs. 

Fringe Benefits 

Fringe benefits such as prepaid health insurance, group life insurance, employees' child daycare, 
dental plans, and retirement plans, are allowable costs, providing they are offered to all full-time 
employees. Similar benefits or partial benefits offered to all permanent part-time employees 
working at least twenty (20) hours per week will also be recognized. Fringe benefits which 
advantage officers, owners, or other related individuals in a disproportionate manner will be 
adjusted to reflect equity of application. Fringe benefits by employee classification must be 
addressed in the facility's personnel and policy manual in order to be recognized. Benefits other 
than those stated above must be reasonable and necessary for the efficient, effective, and 
economical operation of similar facilities participating in the Rhode Island Medicaid Program. 

Vacation time and sick leave time are not recognized for reimbursement under the accrual method of 
accounting. Vacation time and sick leave time will be recognized as an expense when actually paid to 
the employee by the facility. 

Other Operating Costs 

All operating costs, including nursing, medicine chest, and over-the-counter drug supplies which have 
been determined as reasonable and acceptable will be allowed after reduction for items not related to 
patient care. 

Accounting and Auditing Fees 

Accounting and auditing services are generally a necessary and proper function in the fiscal operation 
oflong-term care facilities. The employed firm must clearly identify recognized fees associated 
with these services for responsibility, function of activity, hourly billing rate, and time element for 
each function. The Rate Setting Unit shall determine an appropriate amount for such services to be 
recognized for reimbursement purposes taking into consideration such factors as facility employed 
accountant(s), controller(s), comptroller(s), bookkeeper(s), condition ofbooks and records maintained 
by the facility, and the necessary direct involvement ofthe Accounting/Auditing firm. 

Routine Services 

Expenses pertaining to utilization review of all patients, physical therapy, and other remedial 
therapeutic services will be accepted and considered as routine services for rate calculation. 
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Expenses pertaining to the services of a Behavior Health Specialist, licensed by the State of Rhode 
Island and not eligible for direct reimbursement under the Rhode Island Medical Assistance program, 
will be considered routine services and accepted for rate calculation. 

Educational Activities 

The reasonable cost of full-time employee educational activities will be included as an allowable 
cost provided that such activities are directly related to improving adequate patient care or the 
administration of the facility. In addition, the activity must be formally organized by a recognized 
school or organization approved by the state. Educational activities do not cover nurse's aide training 
and competency evaluation expenditures, as these expenditures are not reimbursable through the 
Medicaid Program. 

Physicians' Fees 

Reasonable fees which pertain to utilization review, medical director, employees' physical 
examinations and services required by OBRA-87 are considered allowable costs. 

Conference Expenses 

Reasonable expenses related to attendance at meetings and conferences are considered allowable costs. 

Medicine Chest Supplies, Transportation, and Laundry Expenses 

The established per diem base rates include the expenses of nursing and medicine chest supplies; 
transportation of patients who can be transported by auto to and from physician's office, dental 
services, medical laboratories, and hospitals for outpatient treatment; as well as laundry expenses 
including personal laundry with the exception of dry cleaning costs; therefore, facilities must not 
charge Title XIX patients or their relatives for these services. 

Insurance 

Generally acceptable insurance coverage for business enterprises, including the types listed below, 
is reimbursable: 

1. Liability Insurance 

2. Malpractice Insurance 

3. Worker's Compensation 

4. Property Insurance 

Payment of health and life insurance premiums which provide benefits to an employee or his/her 
beneficiary are considered fringe benefits and should be claimed as such by the provider. Premiums 
related to insurance on the lives of officers and key employees which name the provider as 
beneficiary are not allowable costs. Ifthe individual or his estate are beneficiary, the premiums can 
be considered compensation to the individual and the cost would be allowable to the extent his/her 
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total compensation is reasonable. 

Insurance costs applicable to transportation vehicles will be allowable. 
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Mortgage insurance premiums are generally not an allowable cost. However, where the principal 
mortgagee specifically requires that the insurance be obtained as a prerequisite to completing financing 
arrangements and the insurance agreement stipulates that total proceeds must apply to the mortgage 
balance, then the premiums shall be reimbursable. 
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COST NOT RELATED TO PATffiNT CARE 

Attachment 4.19-D 
Page 22 

The following are examples of, but not limited to, items which are not recognized for cost 
reimbursement purposes: 

1. Personal expenses, 

2. Items and services for which there is no legal obligation to pay, 

3. Business expenses not related to patient care, 

4. Physician fees, prescription drugs and medications, as they are covered by means of a separate 
program, 

5. Reimbursed expenses, 

6. Costs of meals sold to visitors and employees, 

7. Costs of drugs, items, and supplies sold to other patients, 

8. Cost of operation of a gift shop intended to produce a profit. Where expenses cannot be 
specifically identified the revenue derived will be used to reduce the total operating expenses 
of the facilities 

9. Expenses which exceed amounts under the prudent buyer concept, 

10. Accrued expenses not paid within ninety (90) calendar days after close of the reporting 
period, except for bankruptcy proceedings, or at time of the audit, examples include, but are 
not limited to: 

a. Professional services including attorney and accounting fees, 
b. Unpaid compensation of employees, officers, and directors owning stock in a closely-

held corporation, 
c. Fringe benefits, 
d. Consultant fees, 
e. Suppliers and vendors, and 
f. Trade association dues. 

Any accrued expenses so disallowed will, however, be recognized when eventually paid by adjusting 
the costs of the year in which the expense was incurred. 

11. State and federal income taxes, 

12. Directory and display advertising or other means of advertising, 

13. Bad debts, 

14. Management fees, 
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15. Expenses attributed to anti-union activities as specified inH.I.M.-15, 
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16. Excessive purchases of supplies when compared to previous years and years subsequent to base 
years, 

17. Employment agency fees/agency contract for purpose of recruitment, 

18. Costs ofbeepers, 

19. Costs of telephone in motor vehicles, and, 

20. Costs of nurse aide training and competency evaluations. 

The inclusion of costs, such as those set forth in 1-20 above, which are not related to patient care may 
constitute a violation of RIGL 40-8.2-4, as well as other provisions of state and federal law and may 
result in criminal and civil sanctions and possible exclusion from participation in the Medicaid 
Program. 

The state reserves the right to make determinations of admissible and/or inadmissible costs in areas not 
specifically covered in the principles. 

SERVICE AND AFFILIATED ORGANIZATIONS 

General 

Any company or business entity which provides products and/or services to an affiliated nursing home 
or group of homes, where common ownership exists, must be reported to the Rate Setting Unit in order 
to meet reimbursement requirements. 

Reporting Requirements 

The report form required to be filed will include but not be limited to: 

1. Explanation of the need for such an organization, 

2. Ownership interest and legal form of organization, 

3. Type of product or services to be rendered, and 

4. Names of all affiliated facilities to be serviced. 

Submission of this information will allow for a determination of whether or not charges from the 
related service company to the nursing facility are reasonable. 

The state requires in addition to the BM-64, the following: 

1. Financial statements of the related service company, 
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2. Tax returns if above statements are not available. 
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If centralized services such as accounting, purchasing, administration, etc., are involved, complete 
details regarding the allocation of charges must be provided. 

Cost applicable to services, facilities, and supplies furnished to a provider by organizations related to 
the provider by common ownership or control shall not exceed the lower of the cost to the related 
organization or the price of comparable services, facilities, or supplies purchased elsewhere. Costs 
include those actually incurred to which may be added reasonable handling and administrative charges. 
Profit add-on in the form of markups or by other means is neither permitted nor acceptable for 
reimbursement under the Rhode Island Medical Assistance Program. 

Home Office Charges 

Long-term care facilities sometimes operate through a central home office resulting in home office 
charges. Cost-related expenses may be reimbursable providing that the central home office is 
physically located within the state of Rhode Island and if they can satisfy the reasonable cost-related 
concept previously described and if they can demonstrate and document that central management, 
purchasing, and accounting services were uniformly performed for all facilities. 

Home office cost-related expenses, if the above is satisfied, will be pro-rated to each facility and 
enterprise for which services are being provided. The central home office must prepare and file with 
the Rate Setting Unit a cost report annually, in an approved format showing line-cost and allocation to 
each facility or enterprise. Additionally each enterprise for which services are provided must be fully 
disclosed. 

In-State Central/Home Office 

Cost will be allocated and reimbursed through the Indirect Care Base Rate. An in-state central 
office requires maintaining a minimum of three (3) Nursing Care Facilities. 

Out-of-State Central/Home Office 

Charges will be recognized to the extent of the lesser of reported reasonable costs of central home 
office plus costs in Account Numbers: 

• No. 7421-0ther Administrative Salaries, 
• No. 7435-Computerized Payroll and Data Processing Charge, 
• No. 7436-Accounting and Auditing Fees, or the average allowable amount for facilities of like 

size and licensure for Account Numbers 
• No. 7421-0ther Administrative Salaries, 
• No. 7435-Computerized Payroll and Data Processing Charge, and 
• No. 7436- Accounting and Auditing Fees. 

Transactions which Reduce Reported Cost of Patient Care 

Operations may result in the receipt of revenue from sources other than the direct care of patients. 
Where it is determined that these amounts are in fact, reductibns of previously incurred costs or are 
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added revenue associated with the business purposes of the facility, such amounts must be offset 
against operating costs. For example, sale of meals, interest income, sale of supplies, etc., should be 
used to reduce costs. 

Refunds, Discounts, and Allowances 

Refunds, discounts, and allowances received on purchased goods or services must be netted against the 
purchase price. 

Energy Conservation Retention Credit 

In accordance with RIGL 40-8-20.2, every licensed nursing facility participating in the Medicaid 
medical assistance program that: 

1. Expends funds for energy conservation measures and the use of renewable fuels, energy 
sources, and so called "green" sources of energy that result in a reduction of energy 
consumption; and 

2. Which methods the facility can demonstrate, to the satisfaction of EOHHS, result in the 
facility's "pass through" per diem cost in the next base year in comparison to the immediately 
preceding base year, shall be permitted to retain the difference in the previous per diem and 
the new per diem for a period of twenty-four (24) months. 

Provided that such retained funds shall be utilized by the nursing facility solely for either (1) costs 
directly associated with employing labor at the facility or (2) to pay down any debt of said nursing 
facility incurred directly through the purchase of energy saving, conservation and renewable energy, 
or so-called "green" devices. 

Energy conservation measures would include but not be limited to; insulation, lighting projects and 
retrofits, furnace replacements, HV AC upgrades, weatherproofmg, window and door replacements, 
energy managements systems, etc. Renewable fuels energy sources and green sources of energy 
would include but not be limited to; wind power, solar power, geothermal, water related power, etc. 

Providers must document savings from one calendar year to the next calendar year in similar energy 
cost categories such as, electricity, fuel, gas, etc. The first documented savings year would be calendar 
year 2008, as compared to calendar year 2007, which would assign a credit effective October I, 2009. 
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APPENDIX: 
ADMINISTRATORS' COMPENSATION 

May 4,2013 

NO.OFBEDS Maximum Salary 
Allowance 

1-75 $75,652 

76 $77,253 
77 $77,642 
78 $78,028 
79 $78,417 
80 $78,801 
81 $79,193 
82 $79,568 
83 $79,960 
84 $80,342 
85 $81,149 
86 $81,948 
87 $82,752 
88 $83,556 
89 $84,364 
90 $85,168 
91 $85,964 
92 $86,772 
93 $87,574 
94 $88,379 
95 $89,175 
96 $89,982 
97 $90,792 
98 $91,597 
99 $92,394 
100 $93,204 
Each Additional Bed $ 361 
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Assistant Administrators will be limited to the lower of actual salary paid or 7 5% of the 
Administrator's salary allowance. 
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