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I. INTRODUCTION 

The Med ica id p r o g r a m f inances a wide r ange of h e a l t h a n d r e h a b i l i t a t i v e services 

for p e o p l e w i t h m e n t a l r e t a r d a t i o n a n d r e l a t e d d i s o r d e r s ; b u t t h e l a r g e s t s h a r e o f 

p r o g r a m b e n e f i t s goes for r e s i d e n t i a l s e rv ices i n i n t e r m e d i a t e c a r e f a c i l i t i e s for t he 

m e n t a l l y r e t a r d e d ( I C F - M R s ) . T h e ICF-MR p r o g r a m i s u n i q u e in t h a t i t i s t he on ly 

Medica id bene f i t spec i f ica l ly des igned for men ta l ly r e t a r d e d persons , a n d un l i ke o ther 

M e d i c a i d se rv i ces t h a t a r e e s sen t i a l l y m e d i c a l in n a t u r e (a t l eas t in t he sense t h a t a 

phys ic i an must prescr ibe a p lan of care and supervise its progress) , the ICF-MR program 

has a s t rong h a b i l i t a t i v e or social componen t . A l t h o u g h al l m e n t a l l y r e t a r d e d persons 

may technical ly be considered for placement in ICF-MRs, not all r equ i re the level of care 

and services (above the level of room and board) provided by them. 

T w o k e y t h e m e s c h a r a c t e r i z e t h e e v o l u t i o n o f t h e I C F - M R p r o g r a m s ince i ts 

e n a c t m e n t in 1971. F i r s t , ICF-MR expend i t u r e s h a v e g rown enormous ly . Between 1972 

and 1982, total Medicaid expendi tures grew from $6.3 bil l ion to $29.4 bil l ion, an increase 

of $23.1 b i l l i on or 367 p e r c e n t . 1 D u r i n g the same pe r iod , ICF-MR e x p e n d i t u r e s grew 

from zero (not covered) to $3.5 billion. By 1983, ICF-MR expendi tu res had grown to $3.6 

bi l l ion accoun t ing for near ly 12 percent of the overal l g rowth in Medica id expend i tu res 

since 1973. 

Second, t he re has been a d r a m a t i c change in the phi losophy and locus of res ident ia l 

ca re for m e n t a l l y r e t a r d e d people t o w a r d smal le r , more soc ia l ly i n t e g r a t e d f ac i l i t i e s . ^ 

This development , in tu rn , has s ignif icant ly affected the ICF-MR program. For example, 

in 1977, l a r g e s t a t e i n s t i t u t i o n s r e p r e s e n t e d n e a r l y ha l f o f t he 574 c e r t i f i e d I C F - M R 



f ac i l i t i e s a n d 88 pe rcen t of all ICF-MR beds n a t i o n w i d e . As a resu l t , the ave rage bed 

s ize in t h e i n d u s t r y w a s 186. By 1982, t h e r e w a s a n e a r l y f o u r f o l d i n c r e a s e in t h e 

n u m b e r of p r i v a t e l y owned ICF-MRs w i t h 15 or fewer beds . P r i v a t e ICF-MR fac i l i t i es 

accounted for near ly 23 percent of all ICF-MR beds and , by 1982, the average bed size in 

the indus t ry decl ined to 76. 

Moreover , the ab i l i t y of s tates to con t inue to e f f i c i en t ly p rov ide ICF-MR services in 

la rge , social ly isolated publ ic in s t i tu t ions became increas ing ly cha l lenged by the cour ts , 

c o n s u m e r a d v o c a c y g roups , a n d the a c a d e m i c a n d p o p u l a r press . T h e c o n v e r g e n c e o f 

these forces has led I l l inois , Mich igan , Minnesota , Pennsy lvan i a , a n d Ca l i fo rn ia to close 

one o r m o r e i n s t i t u t i o n s s ince 1980, a n d a d d i t i o n a l c l o s u r e s a r e now i n p r o g r e s s i n 

F l o r i d a a n d M a r y l a n d . T h e s e c l o s u r e s a r e p u t t i n g i n c r e a s i n g p r e s s u r e s o n s t a t e s t o 

e x p a n d M e d i c a i d c o v e r a g e o f r e s i d e n t i a l c a r e s e r v i c e s i n s m a l l e r , c o m m u n i t y - b a s e d 

set t ings. 

T h e a b i l i t y of m a n y s ta tes to p r o v i d e r e s iden t i a l ca re in smal le r , c o m m u n i t y - b a s e d 

f a c i l i t i e s d e p e n d s i n p a r t o n t h e i r a b i l i t y t o use f e d e r a l e n t i t l e m e n t s ( M e d i c a i d , 

Supp lemen ta l Secur i ty Income, Food Stamps, etc.) to supp lemen t the cost of ca re , as well 

as t h e i r a b i l i t y to c o n t a i n the to ta l cost of ca re . S ta te r a t e - se t t i ng a n d r e i m b u r s e m e n t 

policies represen t one of the most power fu l policy tools ava i l ab le to assure t ha t menta l ly 

r e t a rded people have access to appropr i a t e res ident ia l services, bu t wi th in cost l imits tha t 

states can a f ford . 

T h i s p a p e r e x a m i n e s s t a t e m e t h o d o l o g i e s for s e t t i n g p a y m e n t r a t e s ( r e i m b u r s i n g ) 

p r i v a t e ICF-MR res iden t i a l c a r e 3 . P r iva t e fac i l i t ies a re the focus of th is paper for two 

r e a s o n s . F i r s t , p r i v a t e l y o p e r a t e d f a c i l i t i e s a r e t h e mos t r a p i d l y g r o w i n g t y p e o f 

r e s iden t i a l care in the ICF-MR program and now account for over 70 percen t of l icensed 

f ac i l i t i e s . Second, pub l i c ly ope ra t ed ICF-MRs use s t a t e w i d e u n i f o r m b u d g e t i n g and do 



not usua l ly f i le cost repor ts . As a resul t , the i r costs a re more a f fec ted by the legis la t ive 

appropr ia t ions process than formal re imbursement methodologies per se.^ 

T h e p a p e r beg ins w i t h a b r i e f h i s t o r y of M e d i c a i d ICF-MR r e i m b u r s e m e n t pol icy , 

f o l l o w e d by an o v e r v i e w of t he m e t h o d o l o g y e m p l o y e d in t he p r e s e n t s t u d y of s t a t e 

paymen t systems. Next , an overv iew of s tate r e imbursement systems as of J a n u a r y , 1984 

i s p resen ted , h i g h l i g h t i n g changes a n d innova t ions s ince t h a t pe r iod a n d desc r ib ing in 

some deta i l the re imbursement of res ident ia l services in f ive case s tudy states. The f inal 

sec t ion of t he p a p e r exp lores how s t a t e r a t e se t t ing po l icy can p o t e n t i a l l y be used to 

c o n t r o l cos ts , e n c o u r a g e e f f i c i e n c y , a n d e n h a n c e q u a l i t y o f c a r e i n p r i v a t e I C F - M R 

facil i t ies. Recommenda t ions are provided to assist states in achieving these objectives. 



I I . BACKGROUND ON ICF-MR REIMBURSEMENT 

Prior to the enac tment of the ICF-MR program in 1971, states and count ies developed 

the i r own methods of r e imburs ing s ta te ins t i tu t ions ; most pa id on a negot ia ted f la t ra te 

basis t h r o u g h i n d i v i d u a l app rop r i a t i ons by s ta te legis la tures . These ra tes were genera l ly 

d e t e r m i n e d by s ta te budge t c o n s t r a i n t s a n d were not necessar i ly l i n k e d to the expec ted 

costs of serving a pa r t i cu la r cl ient popula t ion or deve lopmenta l program. 

In t he Socia l S e c u r i t y A m e n d m e n t s o f 1972 ( P u b l i c L a w 92-603) , a m o n g w h i c h the 

ICF-MR p r o g r a m was or ig ina l ly con ta ined un t i l a t t a ched to ano the r Social Secur i ty bill 

( au tho r i z ing l u m p sum dea th benef i t s ) to exped i te passage, t he re was l anguage governing 

t h e r e i m b u r s e m e n t o f a l l l ong t e r m c a r e f a c i l i t i e s u n d e r M e d i c a i d . S e c t i o n 249 

e s t a b l i s h e d the p r i n c i p l e o f " reasonable cos t - re la ted r e imbursemen t . " T h e law r e q u i r e d 

t h a t (1) by J u l y 1 , 1976, a l l s t a t e s r e i m b u r s e M e d i c a i d s k i l l e d n u r s i n g c a r e a n d 

i n t e rmed ia t e level care on a reasonable cost basis, and (2) tha t methods of re imbursement 

be a p p r o v e d by the t hen Secre tary of the D e p a r t m e n t of Hea l th , Educa t i on , and Welfare. 

Reasonab le cost re la ted r e imbursemen t was i n t ended to cover costs i n c u r r e d by faci l i t ies 

t h a t w e r e e c o n o m i c a l l y a n d e f f i c i e n t l y o p e r a t e d . S t a t e s w e r e r e q u i r e d t o d e f i n e 

a l lowable costs for re imbursement purposes, and faci l i t ies were requ i red to submit annua l 

cost repor ts to the states. 5 

Never theless , the in t r icacies of s tate re imbursement as a policy tool to shape provider 

behavior took a subord ina te role to the need to obta in federa l f inanc ia l pa r t i c ipa t ion for 

the cost of ca re t ha t was previous ly f inanced largely by s ta te a n d local f u n d i n g sources. 

D u r i n g the f i rs t f ive years of p rog ram implemen ta t ion , 1974 th rough 1978, s ta te ICF-MR 

pol icy was almost exclus ively o r i en ted toward b r ing ing pub l i c fac i l i t ies in to compl iance 

w i t h F e d e r a l ICF-MR s t a n d a r d s . Subs t an t i a l i n v e s t m e n t s were m a d e to meet d i r ec t ca re 

s ta f f ing requ i rement s and l i fe / sa fe ty and env i ronmenta l s t andards . 



In t he absence of h i s to r i ca l cost da t a on ICF-MR ope ra t i ons in pub l i c i n s t i t u t i ons , 

some s ta tes a d o p t e d Medica re ' s system of r e i m b u r s e m e n t of a l lowab le costs (de f ined by 

the Sec re t a ry of DHHS) i n c u r r e d for SNF care . O the r s ta tes used Med ica re ' s a l lowable 

costs for S N F ca re to d e f i n e the i r ICF-MR cost cen te rs , b u t e s tab l i shed the i r own ICF-

M R cos t l i m i t s . T o a i d s t a t e s i n e s t a b l i s h i n g r a t e s , t h e H e a l t h C a r e F i n a n c i n g 

A d m i n i s t r a t i o n ( H C F A ) , r e c o g n i z i n g t h e d i f f e r e n c e s i n s t a n d a r d s a n d r e g u l a t i o n s 

b e t w e e n ICF-MRs a n d gene ra l SNFs and ICFs, 6 r e leased a D e c e m b e r 1977 t r a n s m i t t a l 

t h a t e n a b l e d s t a t e s t o e m p l o y d i f f e r e n t cost r e l a t e d p a y m e n t m e t h o d o l o g i e s for t he 

re imbursement of ICF-MR services. 

In s u m m a r y , t h e p e r i o d of 1974 t h r o u g h 1978 w i t n e s s e d a ma jo r e m p h a s i s on 

u p g r a d i n g fac i l i t ies to meet federa l s t andards . The accompany ing g rowth in per capi ta 

I C F - M R e x p e n d i t u r e s r e c e i v e d less a t t e n t i o n b e c a u s e , for t h e most p a r t , s t a t es were 

ob ta in ing Medica id match ing funds for care tha t was prev ious ly f inanced solely th rough 

s t a t e a n d loca l f u n d s . S ta tes g e n e r a l l y a d a p t e d M e d i c a r e cos t -based r e i m b u r s e m e n t 

p r i n c i p l e s fo r I C F - M R c a r e to a s su re a d e q u a t e p a y m e n t fo r t he a c c e l e r a t i n g costs o f 

improving s taf f ing and programming in state ins t i tu t ions . 

B e t w e e n 1979 a n d 1982, h o w e v e r , t h e I C F - M R p r o g r a m e n t e r e d a n e w p h a s e o f 

d e v e l o p m e n t . With t h e c o n v e r s i o n o f beds i n e x i s t i n g p u b l i c i n s t i t u t i o n s n e a r l y 

comple ted , both the states a n d the federa l government began to t ake note of the rap id ly 

e sca l a t i ng costs of ICF-MR care . At the same t ime , s ta tes began to e x p a n d the types of 

fac i l i t i e s ce r t i f i ab le as ICF-MR providers . Three fac tors s ign i f i can t ly a f fec ted the ICF-

MR program dur ing this period. 

1. Need to r educe the r a t e of increase in i n s t i t u t i ona l capac i ty . The convergence 
of the pr inc ip les of "normal iza t ion" and "least res t r ic t ive env i ronments , " lawsui ts , 
a n d c o n s u m e r a d v o c a c y p r e s s u r e , f o r c e d r a p i d c h a n g e i n s t a t e p o l i c y t o w a r d 
r e s i d e n t i a l ca re for men ta l ly r e t a r d e d people . As a resu l t , re leases f rom pub l i c 
ins t i tu t ions accelerated great ly, admissions to publ ic ins t i tu t ions also decl ined, and 
t h e n e e d for a n d d e v e l o p m e n t o f a l t e r n a t i v e r e s i d e n t i a l p l a c e m e n t s i n c r e a s e d 
commensura te ly . 



2. Need to increase the ra te of growth of res ident ia l care in communi ty-based , social 
i n t e g r a t e d s e t t i n g s . A s t h e d e m a n d fo r r e s i d e n t i a l c a r e i n sma l l f a c i l i t i e s 
i n c r e a s e d , t h e p r i v a t e s ec to r b e g a n to d e v e l o p a v a r i e t y o f a l t e r n a t i v e s to 
i n s t i t u t i ona l care in smaller , more socially in t eg ra ted fac i l i t ies . When faced wi th 
the po ten t ia l loss of Medica id ma tch ing funds in ca r ry ing out the social policy of 
d e i n s t i t u t i o n a l i z a t i o n , s ta tes began to look to M e d i c a i d as source of f u n d i n g of 
small communi ty-based residences and new program in i t ia t ives . 

3. Need to e l imina te or reduce the r a t e of increase in Medica id expend i tu r e s . Fiscal 
cr ises b r o u g h t abou t by a recess ion, cuts in f e d e r a l f u n d s , a n d res i s t ance to new 
taxes forced s ta tes to ins t i tu te var ious cost cont ro l i n i t i a t i ve s in o rder to control 
r a p i d l y i n c r e a s i n g Medica id e x p e n d i t u r e s . T h u s , s ta tes were fo rced to ca re fu l ly 
assess t h e cos t i m p l i c a t i o n s o f a l l c h a n g e s i n M e d i c a i d p o l i c y , i n c l u d i n g t h e 
coverage of res ident ia l care in communi ty-based ICF-MR faci l i t ies . 

T h e resu l t of these changes in m a n y s ta tes has been t h e e m e r g e n c e of a smal l bu t 

g r o w i n g p r i v a t e sec tor ICF-MR i n d u s t r y . Be tween 1977 a n d 1982, t h e n u m b e r o f new 

faci l i t ies cer t i f ied as ICF-MR providers grew dramat ica l ly . More tha t 90 percent of these 

new fac i l i t i e s were p r iva t e ly owned a n d opera ted . Moreover , most of th is g rowth was in 

f a c i l i t i e s w i t h f ewer t h a n 15 beds. As a resul t , by 1982 s ta tes were f aced w i t h an ICF-

MR p r o g r a m t h a t was cons ide r ab ly more d ive r se in t e rms of the n u m b e r , size, and type 

of ownersh ip of pa r t i c ipa t ing faci l i t ies in the program. 

T h e O m n i b u s Reconc i l i a t ion Act of 1980 (Publ ic Law 96-499) changed the Medica id 

law to p rov ide states wi th greater f lexibi l i ty in es tabl ishing rates and methods . fo r paying 

p r o v i d e r s of long t e r m ca re services . Sect ion 962 of t he Act p r o v i d e d t h a t s ta tes could 

p a y f a c i l i t i e s r a t e s " w h i c h a r e r e a s o n a b l e a n d a d e q u a t e t o mee t cos ts w h i c h mus t b e 

i n c u r r e d by ef f ic ient ly and economical ly opera ted facilities." 7 States are still r equ i red to 

p r o v i d e H C F A wi th p lans descr ib ing the i r methodologies a n d s t a n d a r d s for ra te-se t t ing . 

Howeve r , the s ta tes only h a v e to p r o v i d e assurances to H C F A t h a t t he r a t e s a re i ndeed 

adequa te ; the s ta tes ' methods and s t andards for ra te-set t ing do not have to be reviewed 



and app roved pr ior to imp lemen ta t ion as was the case unde r section 249. F u r t h e r , states 

were given grea te r f lex ib i l i ty to adjust thei r ra tes because the regu la t ions implement ing 

sect ion 962 specify t ha t new assurances need to be submi t t ed to H C F A only when states 

w a n t to " s ign i f i can t ly" revise t he i r me thods for d e t e r m i n i n g r a t e s . T h e d e f i n i t i o n o f 

wha t cons t i tu tes a s ign i f ican t change is largely up to the states though the in t e rp re t a t ion 

may we l l v a r y ac ross H C F A r e g i o n a l o f f ices . F i n a l l y , t he r e g u l a t i o n s i m p l e m e n t i n g 

Sec t ion 962 p u b l i s h e d on December 19, 1983 spec i fy t h a t s t a t e s do not h a v e to s u b m i t 

r e i m b u r s e m e n t po l icy changes a n n u a l l y as was the case u n d e r Sec t ion 249, bu t mere ly 

h a v e t o k e e p t h e m on f i l e i f r e q u e s t e d by H C F A . T h e s e c h a n g e s h a v e g iven s t a t e s 

f lexibi l i ty in establ ishing methods and s tandards that meet thei r specific needs. 

In response to the need for increased access to communi ty -based res iden t i a l care at a 

r e a s o n a b l e cost , s t a t e r e i m b u r s e m e n t me thodo log ies for I C F - M R serv ices a r e evo lv ing 

r a p i d l y . S ince 1980, 60 p e r c e n t of s ta tes w i th a sys tem of p r i v a t e l y o p e r a t e d ICF-MR 

f a c i l i t i e s h a v e m a d e o r a r e m a k i n g s i g n i f i c a n t c h a n g e s i n t h e i r r e i m b u r s e m e n t 

m e t h o d o l o g i e s . F i f t e e n s ta tes h a v e m a d e changes s ince Ju ly 1983. Six of these s ta tes 

(Alabama , F lo r ida , Georgia , Minnesota , New York , and Ohio) repor ted changes effect ive 

in 1984. 

Not su rp r i s ing ly , s tates have t aken diverse approaches in des igning paymen t systems 

tha t la rge ly ref lect the i r d i f f e ren t pr ior i t ies and c i rcumstances . Many states have very 

y o u n g a n d / o r sma l l c o m m u n i t y - b a s e d ICF-MR sys tems (e.g., A l a b a m a , M a s s a c h u s e t t s , 

I d a h o , M o n t a n a , New H a m p s h i r e , New Jersey) a n d have i n i t i a t e d pol ic ies t o p romote 

growth. In contrast , other states have made changes in an a t t empt to slow system growth 

and con ta in p rog ram costs (i.e., New York, Minnesota , Ca l i fo rn ia ) . A few states (notably 

L o u i s i a n a ) r e c e n t l y c h a n g e d t h e i r sys tems so t h a t t hey r e i m b u r s e n o n - M e d i c a i d and 

M e d i c a i d f a c i l i t i e s a c c o r d i n g t o t he same s t a n d a r d s a n d m e t h o d o l o g y . U n i f i e d r a t e 

s e t t i n g s t r u c t u r e s such as these cou ld r e i n f o r c e t he p o s i t i o n of I C F - M R s as a r a t h e r 

i n t e n s i v e l eve l o f r e s i d e n t i a l c a r e w i t h i n a c o n t i n u u m of c o m m u n i t y r e s i d e n t i a l 

a l t e r n a t i v e s . In gene ra l , as s ta tes ga in more expe r i ence w i t h c o m m u n i t y - b a s e d ICF-MR 



programs, collect more faci l i ty cost da ta , and come to a bet ter unde r s t and ing of the types 

of c l i en t s a n d k i n d s of se rv ice for w h i c h the p r i v a t e ICF-MR model i s cos t - e f f ec t i ve , 

they a r e m o d i f y i n g r e i m b u r s e m e n t policies to re f lec t e q u i t a b l e l imi t s a n d incen t ives on 

r e i m b u r s e m e n t s y s t e m s fo r p r i v a t e I C F - M R r e s i d e n t i a l s e r v i c e s w i t h i n t h e b r o a d e r 

c o n t i n u u m of care avai lable to developmental ly disabled persons. 

S t a t e r e i m b u r s e m e n t p o l i c i e s fo r I C F - M R c a r e a f f e c t b o t h bed s u p p l y a n d t o t a l 

e x p e n d i t u r e s . The i r ra te se t t ing methodologies must resul t in a paymen t tha t encourages 

p rov iders to develop and ma in t a in an adequa te bed supply, bu t must also control program 

e x p e n d i t u r e s by e n c o u r a g i n g e f f i c i e n c y and cost consc iousness a m o n g p r o v i d e r s . The 

f o l l o w i n g sec t ion c a t e g o r i z e s s e l f - r e p o r t e d s t a t e r e i m b u r s e m e n t m e t h o d o l o g i e s ac ross 

severa l b road d imens ions t ha t re f lec t these t r a d e o f f s . A l t h o u g h a t t e m p t s were m a d e to 

ana lyze several f ea tu res of each s ta te 's system, missing i n f o r m a t i o n a n d va r i a t i on among 

s t a t e sys t ems p r e c l u d e a c o m p l e t e e x a m i n a t i o n of e v e r y f e a t u r e . What fo l lows i s an 

a t t empt to i l lus t ra te the d ivers i ty and complexi ty of ICF-MR re imbursement policy across 

the na t ion , d r awing upon specific s tate examples where appropr ia te . 



I I I . STUDY METHODOLOGY 

A. Survey Ins t rument 

The ques t i onna i r e used in the s ta te survey (see Append ix A) was pa t t e rned a f te r one 

d e v e l o p e d fo r use in a s t u d y of t he r e i m b u r s e m e n t p r a c t i c e s of n u r s i n g homes a n d 

hosp i ta l s , pub l i shed in March of 1983 by the N a t i o n a l G o v e r n o r s ' Assoc ia t ion (Spitz & 

A t k i n s o n , 1983). T h i s was done because of the p e r c e i v e d s i m i l a r i t y of r e i m b u r s e m e n t 

pract ices among long-term care services re imbursed by the Medicaid program. General ly , 

the areas addressed by Spitz and Atkinson corresponded to areas tha t are known to cause 

v a r i a b i l i t y in t he r e i m b u r s e m e n t me thodo log ies o f ICF-MR fac i l i t i e s . H o w e v e r , a f t e r 

consul ta t ion wi th Spitz, several state Medicaid di rectors , accountants , and ICF-MR policy 

analysts , cer ta in of the or iginal questions were deleted, changed or rea r ranged to increase 

spec i f i c i t y , c o m p a r a b i l i t y , a n d r e l i ab i l i t y of responses w i t h i n a n d across s ta tes , and to 

reflect the un ique character is t ics of s tate ICF-MR re imbursement systems. 

Q u e s t i o n s on the f i n a l ICF-MR r e i m b u r s e m e n t su rvey cove red the fo l lowing seven 

areas: 

1) Genera l re imbursement design 

2) Peer groupings 

3) Indexing 

4) Cost l imits not based on indexing 

5) Prof i ts and re tu rn on equi ty 

6) Capi ta l re imbursements 

7) Except ions processes 

A r e a 1 was a d o p t e d in i t s e n t i r e t y f rom the Spi tz a n d A t k i n s o n q u e s t i o n n a i r e to 

i n i t i a l l y c l a s s i fy e a c h s t a t e ' s g e n e r a l sys tem des ign a long the t h r e e ba s i c d i m e n s i o n s 

commonly found in the nurs ing home l i te ra ture (degree of cost-relatedness, prospect ive or 

re t rospect ive , and the type of anci l lary services inc luded in the per d iem rate) . In area 2, 

the survey was modif ied to reflect the types of peer groupings l ikely to be found in ICF-



MRs (e.g., c l i e n t age , leve l o f r e t a r d a t i o n ) a n d an a d d i t i o n a l q u e s t i o n w a s a d d e d to 

d e t e r m i n e w h e t h e r fac i l i ty ra tes were adjusted to ref lect special needs of c l ients ha rd to 

place due to behav io ra l problems. Areas 3, 6, and 7 were largely adop ted f rom the Spitz 

a n d A t k i n s o n s u r v e y . In a r e a 4 , a q u e s t i o n was a d d e d to d e t e r m i n e w h e t h e r spec ia l 

l i m i t s w e r e p l a c e d o n top m a n a g e m e n t c o m p e n s a t i o n fo r c h a i n o r m u l t i p l e homes . 

F ina l ly , a rea 5 inc luded a new quest ion to de te rmine whe ther ef f ic iency al lowances were 

p e r m i s s i b l e fo r f a c i l i t i e s t h a t spend less t h a n t h e i r t a r g e t e d o r a l l o w e d expenses i n 

cer ta in or all cost centers . 

C e n t e r s t a f f spoke w i t h key c o n t a c t s in e a c h s t a t e to d e v e l o p a l is t o f s u r v e y 

r e sponden t s f ami l i a r w i th the specifics of Medica id r e i m b u r s e m e n t of ICF-MR faci l i t ies . 

These c o n t a c t s i n c l u d e d r e i m b u r s e m e n t e x p e r t s i n s t a te M e d i c a i d agenc ie s a n d , w h e r e 

a p p r o p r i a t e , s t a t e o f f i c i a l s i n d e p a r t m e n t s o f m e n t a l r e t a r d a t i o n . R e s p o n d e n t s w e r e 

contac ted by phone and asked to pa r t i c ipa te in the survey. 

Survey forms were mailed to respondents in December, 1983, accompanied by a cover 

le t te r s t a t ing the object ives of the s tudy and c la r i fy ing the role of responden ts . Act ive 

p h o n e f o l l o w - u p c o n t i n u e d t h r o u g h J u n e 1984 u n t i l a s a t i s f a c t o r y r e s p o n s e r a t e was 

a c h i e v e d . Cen te r s ta f f a lso ques t ioned s ta te r e s p o n d e n t s a b o u t a m b i g u o u s responses to 

t h e q u e s t i o n n a i r e s . R e s p o n d e n t s w e r e r e q u e s t e d t o s end w r i t t e n d o c u m e n t a t i o n o n 

re imbursement rules and s t andards , when avai lable . 

B. Response Ra t e 

Q u e s t i o n n a i r e s w e r e c o m p l e t e d a n d r e t u r n e d b y 4 0 s t a t e s a n d t h e D i s t r i c t o f 

C o l u m b i a . Of t h e r e m a i n i n g 10 s t a t e s , 2 h a d p r i v a t e I C F - M R p r o g r a m s b u t d i d not 

r e t u r n the i r ques t ionna i r e s (Wisconsin, wi th app rox ima te ly 700 res idents in p r iva t e ICF-

MR fac i l i t i e s , a n d West V i r g i n i a , w i t h 20 res iden t s in 1982), two d id not use Medica id 

f u n d i n g for ICF-MR serv ices ( A r i z o n a and Wyoming) , a n d six h a d no p r i v a t e ICF-MR 

program in place (Alabama, Delaware , Hawai i , Mary land , New Jersey, and Oklahoma) . 

The fol lowing sections present the results of the survey, summar ized in Table 1. 





IV. FINDINGS 

A. Genera l System Design 

T w o g e n e r a l c lass i f i ca t ions of p a y m e n t systems b road ly re f lec t s t a t e app roaches to 

ICF-MR r e i m b u r s e m e n t pol icy: p rospec t ive and r e t rospec t ive . In p rospec t ive systems a 

r a t e is d e t e r m i n e d before it becomes ef fec t ive , on the basis of the h is tor ica l costs of an 

i nd iv idua l faci l i ty or group of faci l i t ies . When the same ra te applies to all faci l i t ies in a 

s i m i l a r c l a s s , i t i s c a l l e d a u n i f o r m or f l a t r a t e sys tem. In r e t r o s p e c t i v e sys t ems , an 

i n t e r i m r a t e i s e s t a b l i s h e d a n d p a i d t o f a c i l i t i e s d u r i n g t h e y e a r ; a n a n n u a l cost 

se t t lement at the end of the year reconciles the d i f fe rence between ac tua l a l lowable costs 

a n d the i n t e r i m ra t e . C o n c e p t u a l l y , the two p a y m e n t systems a r e cons ide red poles of a 

c o n t i n u u m of re imbursement systems; in pract ice , many state systems represent a blend of 

cost based approaches . 

Based on the survey resul ts , 19 states repor ted tha t ra tes were set p rospec t ive ly or in 

a d v a n c e o f cos t s i n c u r r e d . An a d d i t i o n a l 15 s t a t e s r e p o r t e d t h a t r a t e s w e r e set i n 

a d v a n c e of costs i n c u r r e d bu t t h a t ad jus tmen t s were made r e t ro spec t i ve ly a t the end of 

the year . Typica l ly the adjus tments reflected a ra te tha t was the lesser of ac tua l faci l i ty 

cos t s o r t h e p r o s p e c t i v e r a t e . Seven s t a t e s d e s c r i b e d t h e i r p a y m e n t s y s t e m s a s 

r e t r o s p e c t i v e , s i nce r a t e s w e r e e s t a b l i s h e d a f t e r costs w e r e i n c u r r e d b y the f a c i l i t y . 

These s t a t e s r e q u i r e d b u d g e t s o r used cost r epo r t s f rom the p r e v i o u s y e a r to ass ign an 

i n t e r i m r a t e . A f ina l r a t e was de t e rmined at the end of the r epo r t i ng year on the basis 

of ac tua l fac i l i ty costs. 

F o u r s ta tes ( C a l i f o r n i a , Texas , U t a h , and Ohio ) r e p o r t e d t ha t they h a d adop ted f la t 

r a t e sys tems based on h i s t o r i c a l cost d a t a i n f l a t e d a n n u a l l y . E a c h s t a t e r e q u i r e s t h a t 

f ac i l i t i e s r epo r t cost da t a a n n u a l l y so tha t a r a t e can be d e t e r m i n e d prospec t ive ly based 

on the i ndus t ry ' s average costs. Both Ca l i fo rn ia and Texas r e imburse ICF-MR faci l i t ies 

a t t h e 50 th p e r c e n t i l e r a t e o f a l l l i k e f a c i l i t i e s w h e n o r d e r e d f r o m leas t t o most 

e x p e n s i v e . U t a h r e p o r t e d us ing a cos t -based m o d i f i e d f l a t r a t e r e i m b u r s e m e n t sys tem 

wi th the modi f i ed por t ion of the ra te subject to a fac i l i ty specif ic d i f f e r e n t i a l which is 



p r i m a r i l y based on Fiscal Year 1980 proper ty costs. All o ther costs, i nc lud ing a por t ion 

of t h e p r o p e r t y costs , a r e a v e r a g e d i n to a s t a t e w i d e p a y m e n t r a t e based on the mean 

ave rage cost r epor ted in Fiscal Year 1980 for all p r iva te ly owned ICF-MRs in the s ta te . 

O h i o r e c e n t l y b e g a n a f l a t r a t e r e i m b u r s e m e n t sys tem to p r i v a t e l y o p e r a t e d I C F - M R 

faci l i t ies of eight beds or less. 

R e s e a r c h on the a d v a n t a g e s a n d d i s a d v a n t a g e s o f p r o s p e c t i v e ve r sus r e t r o s p e c t i v e 

r e i m b u r s e m e n t has r e c e i v e d c o n s i d e r a b l e a t t e n t i o n i n t h e n u r s i n g h o m e l i t e r a t u r e 

(Bi rnbaum, 1983; Holahan , 1983; Tynan , Holub, Schlenker, 1981; Pollak, 1977). General ly , 

t he r e have been no cons is ten t d i f f e rences found in e i the r levels or ra tes of increase in 

costs be tween the two methods . What appear to be more impor t an t to cost increases are 

i n f l a t i on projec t ion methods and the percent i le ceil ings on ra tes . While prospec t ive ra te 

se t t ing systems are cons idered to con ta in s t rong cost c o n t a i n m e n t incent ives , the manner 

in w h i c h the ra te is es tabl ished and adjusted can resul t in very d i f f e r e n t r e imbursement 

l eve l s ac ros s s t a t e sy s t ems . O b v i o u s l y , p r o s p e c t i v e s y s t e m s w i t h g e n e r o u s i n f l a t i o n 

ad jus tmen t s and h igh pe rcen t i l e ce i l ings have weake r cost c o n t a i n m e n t i ncen t ives t han 

p r o s p e c t i v e sys tems w i t h s t r i n g e n t i n f l a t i o n a l l owances and low l imi t s . S imi l a r ly , the 

inheren t ly weak cost con ta inment incent ives in retrospect ive systems can be offset by low 

percent i le ceilings, admin i s t ra t ive controls , and eff ic iency bonuses. 

B. Services Included in Per Diem Ra te 

A l t h o u g h r e a s o n a b l e cos t - r e l a t ed r e i m b u r s e m e n t i s d e f i n e d in f e d e r a l r e g u l a t i o n s , 

s t a t e p l a n s d i f f e r g r e a t l y i n t h e i r d e f i n i t i o n s o f r o u t i n e a n d a n c i l l a r y cos ts , a n d 

t h e r e f o r e in the services inc luded in the ca lcu la t ion of f ac i l i ty per d i em ra tes . Among 

the more s ignif icant d i f ferences repor ted by states are the following: 

* T h i r t y n ine percen t (16 states) may inc lude a res ident ' s day p rog ramming outs ide 
the faci l i ty in thei r per diem rate ; 

* Eighty three percent (34 states) may include some combinat ion of physical , speech, 
a n d / o r occupat ional therapy services; 

* S e v e n t y n i n e p e r c e n t (33 s t a t e s ) may i n c l u d e d u r a b l e m e d i c a l e q u i p m e n t a n d 
supplies; and 



* E igh t een percen t (8 states) may inc lude prescr ip t ion drugs as anc i l l a ry services in 
the per diem rate . 

These f i n d i n g s suggest tha t in compar ing per d iem ra tes across s tates i t is im por t an t 

to u n d e r s t a n d the ful l r ange of services i nc luded in the r a t e . C o m p a r a t i v e l y h igh per 

diems may not be specifically a t t r ibu tab le to the re la t ive inef f ic iency of ICF-MRs in any 

given state; r a ther , they may reflect a broader service mix. 

C. Reimbursement Based on Peer Groupings 

Some s ta tes g roup fac i l i t ies by specif ic cha rac te r i s t i c s , assuming tha t such groupings 

p r o d u c e s i m i l a r costs a n d t h e r e f o r e lead to more e f f i c i e n c y a n d e q u i t y in r a t e s e t t i ng 

me thods . I t i s also assumed t h a t t he typ ica l b e h a v i o r of g rouped fac i l i t i e s is des i r ab le ; 

t h a t is , i f the t yp i ca l per d i e m cost for fac i l i t i e s w i t h i n a class or g r o u p is $55.00, then 

$55.00 d e f i n e s a n a c c e p t a b l e s t a n d a r d fo r e f f i c i e n c y o f o p e r a t i o n w i t h i n t h a t 

c l a s s i f i c a t i o n a n d t h u s r e p r e s e n t s t h e m a x i m u m a m o u n t t h a t f a c i l i t i e s w i t h i n t h a t 

g roup ing will be re imbursed. However , a problem can ar ise when groupings are based on 

e r r o n e o u s a s s u m p t i o n s r e g a r d i n g the n a t u r e o f v a r i a t i o n i n cos t s a m o n g f a c i l i t i e s 

i n c l u d e d in those g roup ings , a n d incen t ives may be i n t r o d u c e d w h i c h resu l t in f ac i l i t y 

o p e r a t o r s o v e r p r o d u c i n g a l o n g t h e g r o u p i n g d i m e n s i o n s a n d u n d e r p r o d u c i n g a l o n g 

unrecognized dimensions . 

T w e l v e s t a t e s (29 p e r c e n t o f r e s p o n d e n t s ) r e p o r t e d t h a t p r i v a t e I C F - M R fac i l i t i e s 

were g rouped for r e imbur semen t purposes based on e i ther fac i l i ty , geograph ic , or cl ient 

c h a r a c t e r i s t i c s . E leven s ta tes g rouped fac i l i t i es on two or more d imens ions . The most 

common groupings repor ted by states are as follows: 

* level of care (Colorado, F lor ida , Georgia, Louis iana , Texas , U t a h , and Ohio) 

* fac i l i ty size (Kansas , Cal i forn ia , I l l inois, New York, Louis iana , and Ohio) 

* geographic locat ion (Cal i fornia , Il l inois, New York, and Nebraska) 

* type of ownersh ip (i.e., p ro f i t / nonpro f i t , Nebraska) 

Leve l of c a r e i s t he most f r e q u e n t l y used c l a s s i f i c a t i o n for g r o u p i n g I C F - M R s for 

pu rposes of d i f f e r e n t i a t i n g the i r r e i m b u r s e m e n t ra tes . T h e i m p o r t a n c e of level of ca re 



g r o u p i n g s fo r r a t e d i f f e r e n c e s v a r i e s , h o w e v e r , because o f d i f f e r e n c e s b o t h i n s t a t e 

def in i t ions and in the number of faci l i ty categories. Most states use some combina t ion of 

c l ient c h a r a c t e r i s t i c s and s t a f f i ng r e q u i r e m e n t s to de f ine d i f f e r ences among ICF-MRs ' 

level of care. States tha t explici t ly group facil i t ies by level of care for payment purposes 

gene ra l ly recognize th ree levels of care . Lou i s i ana groups fac i l i t i e s by seven levels of 

care. 

F o u r e x a m p l e s of s t a t e s ' a p p r o a c h e s to d e f i n i n g levels of ca re for r e i m b u r s e m e n t 

purposes in p r iva te ICF-MRs are described briefly below. 

L o u i s i a n a . L o u i s i a n a ' s r a t e se t t ing m a n u a l desc r ibes seven levels o f ca re , t hough 

p r i v a t e l y ope ra t ed ICF-MRs are not f ound at all levels . Level of ca re c r i t e r i a for ICF-

MRs are based on cl ient age; cl ient behavior; requi red supervis ion, medical a t ten t ion and 

t rea tment ; and professional qual i f ica t ions . Level-of-care adjustments affect the "program 

t i e r " of a f a c i l i t y ' s r a t e a n d r e s u l t in seven d i f f e r e n t b u d g e t s c r e e n s ( c e i l i n g s ) . A 

f a c i l i t y ' s f i n a l r a t e i s t h e l o w e r o f t h e b u d g e t s c r e e n , t h e i n f l a t i o n s c r e e n , o r t he 

budgeted faci l i ty ra te . 

F l o r i d a . F l o r i d a assigns one of four levels of ca re to p r i v a t e l y o p e r a t e d ICF-MR 

fac i l i t i e s : m e d i c a l , n o n a m b u l a t o r y , r e s i d e n t i a l , a n d i n s t i t u t i o n a l . E a c h level o f care 

var ies accord ing to l ife safety and f i re code regula t ions a n d the level of dependency of 

res idents . Placement decisions wi th in each level are based on IQ, adap t ive behavior , and 

phys ica l , med ica l , b e h a v i o r a l , or sensory h a n d i c a p s of the c l ient . A l t h o u g h four levels 

a r e u sed fo r I C F - M R p l a c e m e n t d e t e r m i n a t i o n s , o n l y t w o leve l s a r e r e c o g n i z e d for 

r e i m b u r s e m e n t pu rposes due to i n s u f f i c i e n t v a r i a t i o n s a m o n g costs w i t h i n a n d across 

each peer grouping. 

T e x a s . T e x a s i s a u n i f o r m r a t e s t a t e w h e r e p r i v a t e l y o p e r a t e d I C F - M R r a t e s a r e 

de te rmined by the fac i l i ty size and level of care (mild to modera te , modera t e to severe, 

or severe to profound) . ICF-MR facil i t ies are assigned clients based on their IQ, adapt ive 

b e h a v i o r (age spec i f i c ) , need for supe rv i s ion a n d t r e a t m e n t , s e c o n d a r y h a n d i c a p s , and 

r e q u i r e d med ica l a t t e n t i o n a p p r o p r i a t e for the fac i l i ty ' s level of ca re des igna t ion . All 



f a c i l i t i e s w i t h i n each level of ca re c l a s s i f i ca t i on a r e ass igned a r a t e equa l to the 50th 

percent i le faci l i ty ra te in their respective class. 

Ohio . In Augus t 1984, Ohio began grouping p r iva te ly opera ted ICF-MR faci l i t ies of 

eight beds or less on the basis of level-of-care cr i ter ia . Three levels exist, wi th each level 

v a r y i n g by the d e p e n d e n c y of f ac i l i t y res idents . One level i s for f ac i l i t i e s wi th fewer 

t h a n two- th i rds m u l t i p l y - h a n d i c a p p e d res idents (mu l t i - hand icapped re fe rs to c l ients wi th 

p h y s i c a l a n d / o r b e h a v i o r a l d i s a b i l i t i e s i n a d d i t i o n t o r e t a r d a t i o n ) . T h e second level 

r e fe r s to f ac i l i t i e s w i th t w o - t h i r d s o r more m u l t i p l y - h a n d i c a p p e d res iden t s . The t h i r d 

level is assigned to faci l i t ies wi th two- th i rds or more mul t ip ly -hand icapped residents who 

requ i re 24-hour supervision. Ra te d i f fe ren t ia l s apply for each of the three levels. 

Cos t v a r i a t i o n ba sed on f a c i l i t y c h a r a c t e r i s t i c s i s o n e o f t h e f ew a r e a s w h e r e 

empir ica l research exists on res ident ia l care for the menta l ly re ta rded . Bed size has been 

an extensively invest igated faci l i ty character is t ic . Genera l ly , i t has shown a surpr is ingly 

d i r ec t l inea r r e l a t i onsh ip wi th fac i l i ty costs, bu t size ef fec ts d imin i sh cons ide rab ly when 

c l i e n t c h a r a c t e r i s t i c s , se rv ices p r o v i d e d , c e r t i f i c a t i o n s t a t u s , a n d level o f s t a f f i n g a re 

con t ro l l ed (see L a k i n , Hi l l , & B r u i n i n k s (eds.), An Ana lys i s of M e d i c a i d ' s I n t e r m e d i a t e 

Care Fac i l i ty for the Mental ly Re t a rded Program. Center for Res iden t ia l and Communi ty 

Se rv i ces , 1985.) Cost f u n c t i o n ana ly se s of pe r d i em costs of ICF-MR f a c i l i t i e s in the 

CRCS 1982 f ac i l i t y su rvey suggest a U-shaped cost cu rve wi th some economies of scale 

noted w i t h i n re la t ive ly large p r iva t e faci l i t ies . The s ign i f i cance of this f i nd ing for the 

r e imbursement of p r iva te ICF-MR faci l i t ies is not clear, since most states group facil i t ies 

wi th in r a the r n a r r o w size groupings (e.g., 4-15 beds, 15-35 beds). 

T h e r e is very l i t t le p rev ious research ana lyz ing fac i l i ty costs by d i f f e rences in cl ient 

c h a r a c t e r i s t i c s , a l t h o u g h i t i s gene ra l ly well d e m o n s t r a t e d and la rge ly se l f - ev iden t t ha t 

f ac i l i ty p rog ram costs increase along wi th the level of d i sab i l i ty of p rog ram pa r t i c i pan t s 

(e.g., Jones , Conroy , F e i n s t e i n , & Lemanowicz , 1982; Mayeda & Wai, 1975; O 'Connor & 

Mor r i s , 1978; Wieck & B r u i n i n k s , 1980). As expec ted , level of d i s ab i l i t y a n d associa ted 

s t a f f i n g r e q u i r e m e n t s (e.g., a s in t he ICF-MR r e g u l a t i o n s ) a r e r e l a t e d to v a r i a t i o n in 



faci l i ty costs, a l though the specific measures and stat is t ical impor tance of these var iables 

va ry widely among s tudies . Geograph ic locat ion has also been examined , but locat ional 

f a c t o r s h a v e not g e n e r a l l y been s i g n i f i c a n t or c o n s i s t e n t (Wieck & B r u i n i n k s , 1980). 

A l t h o u g h r e sea r ch on g e o g r a p h i c loca t ion has had too few o b s e r v a t i o n s to a d e q u a t e l y 

control for level of ca re and faci l i ty size, states tha t employ a rea d i f f e r en t i a l s recognize 

greater costs of del iver ing res ident ia l services in high cost areas , especially u rban areas. 

The a l r e a d y l imi ted body of research for s ta te r a t e se t t ing pol icy is f u r t h e r l imi ted 

because i t has not genera l ly been focused on the cost s t ruc tures of ICF-MRs. There fo re , 

l i t t l e i s k n o w n c o n c e r n i n g the i n f l u e n c e o f f a c i l i t y , g e o g r a p h i c , a n d l eve l o f c a r e 

v a r i a b l e s on cost d i f f e r e n c e s w i t h i n a n d across s t a t e I C F - M R sys tems . N e v e r t h e l e s s , 

s t a t e s a r e u s ing g r o u p i n g s as a basis for d i f f e r e n t i a l p a y m e n t leve ls a m o n g ICF-MR 

fac i l i t ies . States obviously have reasons for inc lud ing or omi t t ing ce r t a in fac tors from a 

grouping schema, but they may opera te wi th re la t ive ly l i t t le concre te knowledge of how 

these f a c t o r s m i g h t bes t be w e i g h t e d i n g r o u p i n g . F u r t h e r m o r e , c r e a t i n g g r o u p s o f 

f a c i l i t i e s fo r r e i m b u r s e m e n t does not a s sure t h a t the f a c i l i t i e s a r e p r o v i d i n g s i m i l a r 

amoun t s or qua l i t i es of services, bu t merely tha t they are p rov id ing the i r services wi th in 

re la t ive ly s imi la r c i rcumstances . I t is possible tha t high and low cost p rov iders ( re la t ive 

to the i r peer grouping) are provid ing a d i f fe ren t type of service or a d i f fe ren t qual i ty of 

care not addressed by the grouping mechanism. 

D. Case-Mix Adjustments 

Whether s tates g roup faci l i t ies or not, they have o ther r e imbursemen t policy tools at 

their disposal to control incent ives to under or over produce services. One approach that 

i s o f g r o w i n g i n t e r e s t a m o n g f e d e r a l a n d s t a t e p o l i c y m a k e r s i s t h e use o f c a se -mix 

indices tha t expl ici t ly recognize di f ferences in ind iv idua l resident care costs. States that 

use such i n d i c e s a s s u m e t h a t c a s e - m i x a d j u s t m e n t s a c c u r a t e l y m e a s u r e r e s o u r c e 

c o n s u m p t i o n by i n d i v i d u a l r e s i d e n t s a n d t h a t t he leve l o f r e s o u r c e c o n s u m p t i o n i s 

d i r e c t l y r e l a t e d to t he cost of c a r i n g for these r e s iden t s . I t i s a lso a s sumed t h a t these 

measu re s p r o m o t e a p p r o p r i a t e ca re because f ac i l i t i e s a re not p e n a l i z e d for p r o v i d i n g 



i n t e n s i v e ca re to res iden ts wi th in tens ive service needs a n d a l t e r n a t i v e l y t ha t they are 

not overpaid for the care of residents wi th less intensive needs. 

F ive s ta tes r epo r t ed t ha t case-mix indices were used for r a t e ad ju s tmen t s ( I l l inois , 

N e b r a s k a , N e w Y o r k , O r e g o n , a n d O h i o ) . P a y m e n t m e t h o d s b a s e d o n t h e s e sys t ems 

typ ica l ly conver t c l ient d i sab i l i ty , care r equ i remen t s , or service in tens i ty in to mone ta ry 

t e r m s t h r o u g h p o i n t c o u n t s o r o t h e r c o n v e r s i o n m e t h o d s . V a r i a t i o n i n t h i s a p p r o a c h 

general ly occurs along the fol lowing dimensions: 

* Comprehens iveness of the assessment tool. States repor t use of 3 to 20 d imensions , 
i n c l u d i n g a d a p t i v e / m a l a d a p t i v e behav io r scores, I.Q. scores, no t a t i on of secondary 
hand icaps a n d / o r physical disabi l i t ies , funct ional disabi l i t ies , and age. 

* Re l i ab i l i t y of assessment tool. Cl ient scores may be based on the j u d g m e n t of one 
or more assessors, and may or may not be s u p p l e m e n t e d w i t h e m p i r i c a l l y de r ived 
measurement ins t ruments . 

* Breadth of assessment. All or a subsample of faci l i ty res idents may be assessed. 

* F r e q u e n c y o f a s s e s s m e n t . F a c i l i t y r e s i d e n t s m a y be assessed q u a r t e r l y , s emi ­
annua l ly , or annua l ly . 

* Cos t a l l o c a t i o n m e t h o d . Some s t a t e s e s t i m a t e on ly n u r s i n g cos t s , w h i l e o t h e r s 
inc lude all d i rec t care staff and therapy costs. 

F o u r of the f ive states also submi t t ed de ta i led descr ip t ions of the i r res iden t - re la ted 

re imbursement methodologies. A discussion of these states follows. 

O r e g o n . O r e g o n a n n u a l l y assesses a l l f a c i l i t y r e s i d e n t s w i t h t h e R e s i d e n t 

C lass i f i ca t ion I n s t r u m e n t to d e t e r m i n e f ac i l i t y r a t e ce i l ings for t h r ee costs: d i r ec t ca re 

s u p e r v i s o r y s taff , d i r e c t c a r e s taff , a n d t h e r a p y . R e s i d e n t s a re c l ass i f i ed by level o f 

r e t a r d a t i o n , phys i ca l l y h a n d i c a p p i n g c o n d i t i o n s ( those t h a t r e s t r i c t a c t i v i t i e s o f da i ly 

l i v i n g ) , b e h a v i o r s r e q u i r i n g h a b i l i t a t i v e i n t e r v e n t i o n , t r a i n i n g n e e d s i n t he a r e a s o f 

f u n c t i o n a l l i v ing sk i l l s , a n d w h e t h e r a r e s i d e n t is in a v o c a t i o n a l t r a i n i n g p r o g r a m or 

employed . Upon comple t ion of a form with the above i n f o r m a t i o n no ted , the res ident ' s 

q u a l i f i e d m e n t a l r e t a r d a t i o n p rofess iona l (QMRP) d e t e r m i n e s t he r e s iden t ' s class us ing 

the fol lowing cr i te r ia (borrowed from the ICF-MR s tandards for m in imum staff ing): 



Class A = c h i l d r e n u n d e r six y e a r s of age ; s e v e r e l y a n d p r o f o u n d l y r e t a r d e d 
r e s i d e n t s ; severe ly phys i ca l l y h a n d i c a p p e d r e s iden t s ; r e s i d e n t s who a r e aggress ive , 
assaul t ive , or securi ty risks; residents who manifest severely hyperac t ive or psychotic-
like behavior . 

Class B = modera te ly re ta rded residents requi r ing t r a in ing in func t iona l l iving skills. 

Class C = m i l d , b o r d e r l i n e / n o r m a l r e s i d e n t s in v o c a t i o n a l t r a i n i n g p r o g r a m s a n d 
adul ts in employment s i tuat ion. 

Each class is associa ted wi th a s taff r es iden t r a t i o or s t a f f i n g model . Fac i l i t i e s are 

assigned rates based on their requi red s taff ing model. 

N e b r a s k a . N e b r a s k a ' s ICF-MR ra tes for ope ra t ing costs a re , in pa r t , based on each 

fac i l i ty ' s r e s iden t mix. The res iden t mix g roup ing is d e t e r m i n e d by ave rage n u m b e r of 

res iden ts in the fac i l i ty at the end of each month d u r i n g the repor t ing per iod classified 

accord ing to three levels of client need. Need level is based on a s t andard ized assessment 

p r o c e s s i n v o l v i n g r a t i n g s i n 10 a r e a s o f c l i e n t a d a p t i v e a n d m a l a d a p t i v e b e h a v i o r 

( to i l e t ing , h y g i e n e , t h r e a t e n i n g o r v io l en t b e h a v i o r , d i s r u p t i v e b e h a v i o r , h y p e r a c t i v e 

behav io r , speech, feed ing , dress ing, uncoopera t ive behav io r , and s te reotypica l behavior ) . 

Each c l i en t i s assessed a n n u a l l y by t h r e e i n d i v i d u a l s . T h e a v e r a g e score of the th ree 

assessments is used by the Depa r tmen t of Social Services in a ma thema t i ca l fo rmula t ion 

w h i c h r e su l t s in the i d e n t i f i c a t i o n of c l ien t s as h igh , m o d e r a t e , or low need . Cl ien t s 

unde r six years of age and cl ients wi th severe or p ro found men ta l r e t a r d a t i o n diagnoses 

are inc luded in the high need classif ication. 

In a d d i t i o n to the th ree genera l ca tegor ies , a specia l needs a l lowance is i nc luded to 

weight fac i l i t i es h a v i n g cl ients r equ i r i ng the highest level or in tens i ty of care . S ta f f ing 

s t a n d a r d s , i n c o m b i n a t i o n w i t h t he s t a n d a r d wage r a t e s , a r e used t o d e t e r m i n e each 

faci l i ty 's appropr i a t e personnel costs in each of 19 staff categories. Respect ive s tandards 

are used to de t e rmine to ta l personnel costs and are not in t ended to be r equ i red s ta f f ing 

levels for each staff category. 

New Y o r k . Spec i f i c d i r ec t ca re and c l in ica l s t a f f i n g sc reens a r e d e r i v e d us ing an 

a l g o r i t h m which provides weighted values to c l ient -speci f ic needs. The weighted values 

a s s i g n e d to e a c h c l i e n t - s p e c i f i c n e e d r e f l e c t a c o r r e l a t i o n b e t w e e n t h e a s s i g n e d 



v a l u e / s c o r e a n d a c o m b i n a t i o n of the in tens i ty of need and the type a n d f r equency of 

ac t iv i ty behavior a n d / o r in te rvent ion required . The weighted values are then aggregated 

in to four ca tegor ies of d isabi l i ty (i.e., "none, mild , modera t e , and severe") w i th in several 

"need" domains . Cl in ica l a n d d i rec t care fu l l - t ime s taff e q u i v a l e n t s (FTE) are de r ived 

for each of these d i s a b i l i t y levels . V a r i a b l e s t a k e n i n to a c c o u n t to d e t e r m i n e f ac i l i t y 

F T E s i n c l u d e f ac i l i t y size (several g roupings) , s t a f f i ng model (shif t , mod i f i ed shif t , or 

l ive - in ) , c l ien t level of r e t a r d a t i o n , and c l ient i n f o r m a t i o n in t h r ee d o m a i n s of hea l th , 

life development , and personal /socia l behavior . 

I l l inois . The I l l inois case-mix system for p r iva t e ICF-MRs is p a r t i c u l a r l y in te res t ing 

because it is an adap ta t ion of a "point system" which was or iginal ly developed for and is 

s t i l l used by genera l SNFs a n d ICFs . The r e i m b u r s e m e n t of f ixed and v a r i a b l e nu r s ing 

costs in l a rge I C F - M R fac i l i t i e s (i.e., f ac i l i t i e s e x c e e d i n g a bed size of 15) is based on 

each r e s i d e n t ' s need for c a r e a n d the t ime a n d type o f s t a f f r e q u i r e d to p r o v i d e t h a t 

c a r e . R e s i d e n t s a r e assessed i n seven f u n c t i o n a l l i v i n g a r e a s (e.g., b a t h i n g , d r e s s i n g , 

ea t ing , mobi l i ty , con t inence , behav ior , menta l s ta tus) . They are also eva lua t ed in terms 

of the f r equency and in tens i ty of 22 service needs. Services i nc lude medical p rocedures 

and devices , specia l ized nurs ing , the rap ies , r ehab i l i t a t i on , and medica t ion . In tens i ty of 

service is opera t iona l ized in terms of the appropr ia te staff skill level requ i red to provide 

t h e s e s e r v i c e s . F r e q u e n c y of s e r v i c e i s a l so c o d e d . A r e s i d e n t ' s o v e r a l l l eve l of 

f u n c t i o n i n g i s d e s c r i b e d as one to f o u r p o i n t s a c c u m u l a t e d in e a c h a r e a o f c o n c e r n . 

Levels of need are de t e rmined and assigned a n u m b e r of minu te s of r equ i r ed s taff t ime. 

A p u b l i c h e a l t h n u r s e r e v i e w s a 50% s a m p l e of e a c h f a c i l i t y ' s r e s i d e n t s a t 6 - m o n t h 

in tervals . 

R e s i d e n t assessments a r e t hen used to c a l c u l a t e the a v e r a g e n u r s i n g cost for each 

fac i l i ty . Costs a re de r ived by mul t ip ly ing the amoun t of t ime r e q u i r e d for each level of 

se rv ice by the f r equency of serv ice , ad jus ted by the wage r a t e of the a p p r o p r i a t e ski l l 

level requ i red to provide the service. Other costs associated wi th the de l ivery of nurs ing 

care t h a t a r e assumed to be f ixed across r e s iden t s (e.g., c o m m u n i c a t i n g wi th res iden t s , 



t ranscr ib ing physic ian orders) are also added to each resident ' s nurs ing costs. 

S e v e r a l r e s e a r c h e r s h a v e n o t e d the p rob l ems t h a t h a v e p l a g u e d the I l l i no i s p o i n t 

sys t em d u r i n g i ts f i f t e e n y e a r e v o l u t i o n . T h e p o i n t sys t em has gone t h r o u g h seve ra l 

r e f i n e m e n t s to coun te r charges t h a t i t was too expens ive , incons i s t en t , i ncomple t e , and 

p r o v i d e d d i s i n c e n t i v e s to i m p r o v e r e s i d e n t h e a l t h in n u r s i n g homes . Its e f f e c t i v e use 

wi th menta l ly r e t a rded people has also been ques t ioned because of its p r imary focus on 

medical condi t ions and services more appropr ia te for elderly pa t ients in SNFs and ICFs. 

Ohio. The Ohio pa t i en t / r e s iden t assessment system was in t roduced in 1980. Like the 

I l l ino i s case -mix sys tem, i t was o r i g i n a l l y i n t r o d u c e d in SNFs a n d ICFs a n d has been 

a d a p t e d fo r use in O h i o ' s I C F - M R f a c i l i t i e s o f s ize n i n e o r m o r e b e d s . E a c h of 

a p p r o x i m a t e l y t w e n t y s t a n d a r d s or need areas i s subd iv ided in to t h r ee or four service 

i n d i c a t o r s represen t ing a f requency or usage (in hours) of services de l ivered . S tandards 

o r need a r e a s a r e d e f i n e d for b e h a v i o r , m o b i l i t y , m e d i c a t i o n , self c a r e , h a b i l i t a t i o n , 

the rap ies , nurs ing services, and o ther needs. While some service ind ica to r s are descr ibed 

in t e r m s of o b j e c t i v e a n d u n a m b i g u o u s t e rms (e.g., "needs 50 h o u r s of t h e r a p y " ) , the 

chosen i n d i c a t o r is based on the j u d g m e n t of rev iewers . Each service i n d i c a t o r is then 

assigned a dol lar value based on the following factors: 

1) Time requi red to del iver the service 

2) A weight ing factor which includes indirect costs 

3) Wages for skill level requi red to provide the service. 

Dol lar values for each service ind ica to r r equ i r ed by each res ident a re computed and 

s u m m e d for al l p a t i e n t / r e s i d e n t s in each f ac i l i t y . T h i s a m o u n t becomes the f ac i l i t y ' s 

r e i m b u r s e m e n t ce i l i ng . T h e s t a t e pays a c t u a l f a c i l i t y costs t o t he ce i l i ng . T h e costs 

involved in ob t a in ing accu ra t e , re l iab le , and t imely res ident assessment i n fo rma t ion are 

repor ted to have caused some problems with this system's effectiveness. 

E. Cost Limits 

Cost l imi t s a r e a n o t h e r set of r a t e se t t ing pol icies t h a t s ta tes may use to r e imburse 

app rop r i a t e , cost-effect ive care. The problem here, as wi th the use of case-mix indices, is 



the d i f f i c u l t y in d e f i n i n g the q u a l i t y or ou tcome of ca re . T h i s p rob l em is espec ia l ly 

d i f f i c u l t for t he r e i m b u r s e m e n t of o p e r a t i n g expenses . I f a s t a t e p a y s too m u c h for 

o p e r a t i n g cos ts i t m a y be p a y i n g fo r i n e f f i c i e n c y , a h i g h e r i n t e n s i t y o f c a r e t h a n 

a p p r o p r i a t e , or for more prof i t or non-care re la ted costs t han a re cons idered reasonable . 

Similar ly , if the state pays too l i t t le , it may force a reduct ion in the qua l i ty of care or in 

the amoun t of care ava i lab le to residents in those faci l i t ies . 

T h i r t y - t w o s ta tes r e p o r t e d us ing some fo rm of cost l imi t s to c o n t r o l cost inc reases 

and to d e f i n e accep tab le levels of e f f ic iency in the de l ivery of ICF-MR care . Eighteen 

s ta tes (44 pe r cen t of r e sponden t s ) set l imi ts on the f ac i l i ty ' s to ta l r a te . Seven of these 

s ta tes set a d d i t i o n a l cost l imits for every cost center inc luded in the fac i l i ty ra te . Tota l 

fac i l i ty ra te l imits range f rom Vi rg in ia ' s , de f ined so as not to exceed the most expensive 

p u b l i c I C F - M R f a c i l i t y r a t e , t o M i s s i s s i p p i ' s a p p l i c a t i o n o f t h e 60 th p e r c e n t i l e o f 

opera t ing costs for all p r iva te ICF-MR facil i t ies. 

Among s ta tes t h a t l imi t ICF-MR costs se lect ively , the spec i f ic cost cen te r s a f f ec t ed 

v a r y w ide ly . T h e ease wi th w h i c h spec i f i c cost l i m i t a t i o n s can be a d m i n i s t e r e d i s an 

open q u e s t i o n . T h e d i f f i c u l t y l ies no t i n a p p l y i n g the l i m i t s t h e m s e l v e s , b u t i n t h e 

p r e l i m i n a r y s t ep o f a s s i g n i n g a n d a l l o c a t i n g cos ts t o cost c a t e g o r i e s . T h e a l l o c a t i o n 

problem is usual ly most d i f f icu l t in small faci l i t ies (fewer t han 16 beds) where an owner-

o p e r a t o r t yp ica l ly has severa l d i f f e r e n t du t i e s i n c l u d i n g a d m i n i s t r a t i o n , housekeep ing , 

and deve lopmen ta l p rog ramming . Of ten many s taff members have several sets of dut ies . 

I n a p p l y i n g d i f f e r e n t i a l l i m i t s t o d i f f e r e n t cost c a t e g o r i e s , s t a t e s a r e c r e a t i n g c l ea r 

incent ives for providers to al locate costs to the categories wi th the broadest l imits. Since 

cost a l l o c a t i o n in these smal l e r f a c i l i t i e s i s more p r o b l e m a t i c , t h e r e exis ts m u c h more 

r o o m f o r g a m i n g t h e l i m i t s . Most c o m m o n l y m e n t i o n e d l i m i t s w e r e t hose fo r the 

a d m i n i s t r a t i v e cost c e n t e r o r a d m i n i s t r a t o r ' s s a l a r y . F o u r t e e n s t a t e s m e n t i o n e d t h a t 

s p e c i f i c l i m i t s were p l aced on m a n a g e m e n t c o m p e n s a t i o n for c h a i n o r m u l t i p l e home 

ope ra t i ons . Few s ta tes se lec t ive ly t a r ge t ed cost ce i l ings spec i f i ca l ly r e l a t ed to r e s iden t 

well being (e.g., food, nurs ing , therapies) . I t appears tha t most states have not considered 



it necessary to selectively set higher l imits or ceilings as incent ives to encourage homes to 

del iver m in imum amounts of direct care and habi l i ta t ion . 

Most s ta tes i n d i c a t e d t ha t the use of cost l imi ts has encou raged cost c o n t a i n m e n t in 

the i n d u s t r y . Howeve r , in the absence of cos t - func t ion ana lys i s a n d l imi t ed knowledge 

c o n c e r n i n g t h e r e l a t i o n s h i p b e t w e e n s p e c i f i c p r o g r a m cos ts a n d q u a l i t y o f c a r e o r 

outcomes, many states have been forced to use less ref ined methods of establ ishing limits 

and ceilings. 

T h e mos t c o m m o n a p p r o a c h to s e t t i n g l imi t s i s to base l i m i t s on t he h i s t o r i c cost 

exper ience of the indus t ry , a l though the use of the indus t ry ' s average cost exper ience as 

a m e a s u r e of e f f i c i e n c y has a n u m b e r of p rob lems . More expens ive homes may have 

res iden ts who a re more impa i red and who have need of a g rea te r a r r ay of services, more 

e labora te equ ipment , or a more highly professional s ta f f ing component . Converse ly , the 

m o r e e x p e n s i v e f a c i l i t y cou ld a lso h a v e i n e f f i c i e n t a d m i n i s t r a t i v e a n d / o r p r o g r a m 

pract ices, be overs taffed, or have excessive profits. 

I f h i s t o r i c a l l y d e r i v e d cost l imi t s pers is t over t ime , t h e r e i s n o t h i n g to e n c o u r a g e 

i n e f f i c i e n t f a c i l i t i e s ( w h i c h a r e b e n e f i t i n g ) t o m o d i f y t h e i r m e t h o d o f o p e r a t i o n . 

F u r t h e r m o r e , h i s to r i c cost l imi ts w i t h o u t ad jus tmen t for c l ien t needs make i t d i f f i cu l t 

for f ac i l i t i e s to assume r e spons ib i l i t y for the i n c r e a s i n g l y h a n d i c a p p e d r e s iden t s who 

remain in publ ic ins t i tu t ions and are now re tu rn ing to the communi ty . 

Many of the s ta tes t ha t cap to ta l ope ra t ing costs have i n d i c a t e d t ha t they recognize 

these problems and, as a result , are considering moving away from all- inclusive total ra te 

limits. Some states are opt ing for l imit ing ind iv idua l cost centers or specific cost centers 

to specific dol lar amounts or to percentages of the costs of faci l i ty groups (based on size, 

l oca t ion , level of ca re , etc.). A few s ta tes , in the absence of any ICF-MR speci f ic cost 

l imi ts , d r a w upon federa l Medicare nurs ing home guide l ines in Hea l th In su rance Manual 

15. The t rend in more ma tu re ICF-MR state systems has been to set more s t r ingent limits 

on all cost centers , par t i cu la r ly the admin is t ra t ive and proper ty cost centers . 



F. Inflation Adjustments 

Inflation adjustments are used to project costs from a base year to some future rate 

period. With states' increased use of historic cost data and concomitant lengthening of 

time for establishing a revised base for rate determinat ion, the choice of indices to 

periodically adjust rates forward can promote greater or lessor cost containment. The 

selection of inf la t ion indices has very important cost implicat ions for the ICF-MR 

program. Costs in private ICF-MRs maintaining operation between 1977-1982 increased 

at a compounded annual rate of 12%, a rate slightly higher than the comparable rate of 

increase in acute care hospital rooms (U.S. Bureau of Labor Statistics, 1978, 1982). 

Based on our survey results, nine states (22 percent of respondents) reported using 

inf lat ion adjustments to adjust overall facil i ty rates. Fourteen states (34 percent of 

respondents) used indices to inflate facility operating costs. Most of these states used 

general indices that are largely independent of the ICF-MR sector and, consequently, 

unlikely to be significantly influenced by its behavior. The most commonly used indices 

are elements of the Consumer Price Index (CPI) in combination with area specific wage 

indices. Several states modify this approach by weighting one or more cost centers or by 

applying different indices to specific cost centers (Texas, for example, reported the use 

of twelve different indices). Among the other general indices most commonly reported to 

inflate all or portions of facility expenses are the Producer Price Index, Implicit Price 

Deflator for Residential Consumption Index, HCFA Nursing Home Price Index, and the 

Gross National Product (GNP) Deflator. Fourteen states reported that no general indices 

are used to inflate facility costs over time. 

Very little is known concerning the relationship between various indices and the 

actual rates of change in the costs of private ICF-MRs. Nevertheless, the choice of index 

implies very different assumptions about inflationary trends within the industry. For 

example, CPI rates of change between 1979 and 1982 were one to four percentage points 

higher than the GNP deflator and as much as 3.6 percentage points higher than the 

HCFA Nursing Home Price Index (Spitz & Atkinson, 1982, p. 18). As a result, the CPI, 



the G N P de f l a to r , and the HCFA Nurs ing Home Price Index may be increas ing fas ter or 

s l o w e r t h a n t h e a c t u a l r a t e o f i n c r e a s e i n p r i c e s t h a t I C F - M R s f a c e , a n d l ead t o 

inappropr ia te payments in e i ther case. 

S e v e r a l s t a t e s h a v e r e s p o n d e d t o t he se p r o b l e m s by d e v e l o p i n g i n d i c e s based on 

his tor ical cost t rends in state ICF-MR facil i t ies. ICF-MR specific indices are par t i cu la r ly 

evident for cer ta in opera t ing expenses such as admin i s t ra t ive cost centers . This approach 

a l so has p r o b l e m s b e c a u s e i t c r e a t e s an i n d e x t h a t i s d i r e c t l y a f f e c t e d by i n d u s t r y 

b e h a v i o r w h i c h m a y , p a r t i c u l a r l y i n s t a t e s w i t h s m a l l p r i v a t e I C F - M R i n d u s t r i e s , 

represent inheren t incent ives to overproduce or raise prices along these indicators . 

G. Return on Investment 

T h e i n c r e a s i n g p r e s e n c e o f p r i v a t e c a p i t a l i n t h e I C F - M R p r o g r a m p r e s e n t s a n 

a d d i t i o n a l d e s i g n i s sue for s t a t e r e i m b u r s e m e n t p o l i c y m a k i n g - - w h e t h e r o r not t o 

r ecogn ize a r a t e of r e t u r n on p r i v a t e i n v e s t m e n t . F e d e r a l r e g u l a t i o n s do not r e q u i r e 

s t a t e s to pay a r e t u r n on i n v e s t m e n t to p r i v a t e l y o p e r a t e d I C F - M R s . N e v e r t h e l e s s , a 

p r o f i t - m o t i v a t e d e n t r e p r e n e u r wi l l i nves t i n an I C F - M R f a c i l i t y on ly i f r e t u r n on 

i n v e s t m e n t exceeds t he r e t u r n i n a l t e r n a t i v e i n v e s t m e n t s ; i f no t , t h e i n d i v i d u a l wil l 

invest cap i ta l e lsewhere . It is less l ikely that non-prof i t agencies are as sensi t ive to cash 

r e tu rn on investment . 

Nine teen states (46 percent of respondents) repor ted tha t a re tu rn on equi ty was paid 

to ICF-MR providers . Ill inois and Connect icut paid a re tu rn on equi ty to both for-profi t 

and n o n p r o f i t faci l i t ies . Eleven other states ind ica ted t ha t the r e tu rn on equi ty appl ied 

only to f o r - p r o f i t p r o v i d e r s ; howeve r , in a t least t h r ee of these s t a tes (Massachuse t t s , 

South D a k o t a , N o r t h D a k o t a ) , for p rof i t fac i l i t ies were nonex i s t en t a t the t ime of the 

survey. Ra tes of r e tu rn were var iously descr ibed as a pe rcen tage of average equi ty (10-

12 percent) or specific dollar amounts , tha t is, between $1 and $2 per resident per day. 

T h e decis ion to pay a r e t u r n , a n d the level of r e t u r n es tab l i shed , d e p e n d s upon the 

s ta te ' s assessment of the a d e q u a c y of the ICF-MR bed supply and the a t t r a c t i venes s of 

the o v e r a l l I C F - M R r a t e o f p a y m e n t t o p r i v a t e i n v e s t o r s . E l e v e n s t a t e s r e c o g n i z e d 



p r o p r i e t a r y o w n e r s h i p of ICF-MRs but d id not recognize a r e t u r n on inves tmen t . They 

genera l ly noted tha t the overa l l ra te was cons idered suf f i c ien t to encourage an adequa t e 

s u p p l y o f p r i v a t e l y o w n e d a n d o p e r a t e d I C F - M R b e d s . Most s t a t e s t h a t d i s c o u r a g e 

p r o p r i e t a r y owner sh ip of ICF-MRs do so th rough s ta te l icensure laws a n d ce r t i f i ca te of 

need laws. 

H. Efficiency Incentives 

Ano the r app roach s ta tes have t aken to encourage cost c o n t a i n m e n t is t h rough the use 

of e f f i c i ency incen t ives which al low providers to keep all or a por t ion of the d i f f e rence 

b e t w e e n the i r a c t u a l costs and the i r t a rge t ed o r r e t ro spec t ive ly ad jus ted r a t e . T w e n t y -

f o u r s t a t e s (59 p e r c e n t o f r e s p o n d e n t s ) r e p o r t e d t h e use o f e f f i c i e n c y i n c e n t i v e s . 

G e n e r a l l y , to r e c e i v e an e f f i c i e n c y b o n u s , a f a c i l i t y ' s cost mus t be be low some s t a t e 

es tab l i shed m a x i m u m . If fac i l i t i e s a r e not a l lowed to keep the e n t i r e d i f f e r e n c e , or a 

f i x e d p o r t i o n o f t h e d i f f e r e n c e , t h e a m o u n t t h e y r e c e i v e i n c r e a s e s a s t h e i r s a v i n g s 

increase up to some s ta te es tabl ished max imum. Kansas , for example , has a s l id ing scale 

e f f i c i e n c y i n c e n t i v e w h i c h a m o u n t s to 10 cents per r e s iden t per day for f ac i l i t i e s at 95 

pe rcen t of the t a rge t r a t e , and increases up to 50 cents per res ident per day for faci l i t ies 

below 55 percent of the target ra te . 

Some states modify this approach by vary ing eff ic iency incent ives by ind iv idua l cost 

cen te r s , based on a conce rn t h a t cost r educ t ions may a f fec t the overa l l q u a l i t y of ca re 

r a t h e r t han the cost -effect iveness wi th which a des i red q u a l i t y of care is p rov ided . For 

example , a s ta te may not wan t to c rea te an incen t ive to p rov ide less d i rec t res ident care , 

b u t m a y be v e r y c o n s c i o u s o f t h e need t o b u i l d i n c e n t i v e s t o c o n t a i n e n e r g y cos ts . 

C o l o r a d o i s an e x a m p l e o f a s t a t e t h a t a p p l i e s e f f i c i e n c y r e w a r d s on ly to t he 

a d m i n i s t r a t i v e cost center . Georgia , in contras t , has va r i ab le incen t ive bonuses for each 

o p e r a t i n g cost cen te r up to a to ta l m a x i m u m pro f i t a l l owance of $1.49 per r e s iden t per 

day. 

D u e t o s t a t e f i s ca l c o n s t r a i n t s a n d t h e r e c e n t cost i n c r e a s e s i n s t a t e s ' I C F - M R 

p r o g r a m s , e f f i c i ency incen t ives a re becoming inc reas ing ly popu l a r in s t a te r a t e se t t ing 



m e t h o d o l o g i e s . T h e l o n g - r u n e f f e c t i v e n e s s o f t he se m e t h o d s i n c o n t r o l l i n g costs i n 

p rospec t ive r a t e - se t t i ng s ta tes may be d imin i shed , however , because of the widesp read 

p rac t i ce of rebas ing the fac i l i ty ' s fo l lowing year ra te on the fac i l i ty ' s cost exper ience in 

the pr ior year. The faci l i ty that receives an eff iciency bonus can be, in effect , penalized 

for cost con ta inment efforts in the cur ren t year because fu tu re year rates will be lower. 

I. Capi ta l Reimbursement 

Because s t a t e r e i m b u r s e m e n t po l i cy l a rge ly d e t e r m i n e s the r e t u r n o n i n v e s t m e n t 

a v a i l a b l e to o w n e r s a n d o p e r a t o r s o f I C F - M R s , p r i v a t e sec tor i n v e s t m e n t i s h e a v i l y 

i n f l u e n c e d b y a p p r o a c h e s t o c a p i t a l cost r e i m b u r s e m e n t . T h e o b j e c t i v e for s t a t e 

po l icymakers is to design a system tha t avoids r e imburs ing ICF-MR owners more than is 

n e c e s s a r y fo r c a p i t a l e x p e n s e s w h i l e , a t the s ame t i m e , a s s u r i n g a d e q u a t e access by 

persons needing services. In a cost related re imbursement system establ ishing a fair price 

for c a p i t a l i n v o l v e s such d e c i s i o n s a s d e t e r m i n i n g t h e v a l u e o f t h e f a c i l i t y for 

d e p r e c i a t i o n p u r p o s e s , s p e c i f y i n g a c c e p t a b l e i n t e r e s t r a t e s a n d e x p e n s e s , a n d the 

recognit ion and t rea tment of faci l i ty sales. 

V i r t u a l l y a l l s t a t e s r e i m b u r s e d e p r e c i a t i o n ( C o n n e c t i c u t a n d M i c h i g a n d o n o t ) , 

in te res t for f ixed asset acquis i t ion (Connect icut , Michigan , and New Hampsh i r e do not) , 

w o r k i n g c a p i t a l i n t e r e s t e x p e n s e ( G e o r g i a , M i c h i g a n , M i s s i s s i p p i , N e v a d a , N e w 

Hampsh i r e , and South Caro l ina do not) , and the purchase pr ice of the fac i l i ty when i t is 

sold ( C o n n e c t i c u t , M i c h i g a n , New H a m p s h i r e , I n d i a n a , Massachuse t t s , Minneso ta , and 

Utah do not). 

As a result of the f inancia l scandals in the nurs ing home indus t ry in the early 1970s, 

m a n y s t a t e s h a v e e s t a b l i s h e d p o l i c i e s t o r e s t r i c t p r o v i d e r c o n t r o l ove r c a p i t a l cost 

man ipu la t ions . 8 Ind i rec t l imi ts exist in the few flat ra te systems tha t inc lude the value 

of p roper ty in de te rmin ing the uni form rate (e.g., Texas). States di rect ly control provider 

man ipu l a t i on by l imi t ing the value of the fac i l i ty , by es tabl i sh ing cei l ings on a l lowable 

i n t e r e s t r a t e s or expenses , by l i m i t i n g ga ins on f ac i l i t y sa les , or by p l ac ing a per -bed 

dol lar l imit on capi ta l re imbursement . 



All ju r i sd ic t ions except the Dis t r ic t of Columbia value a new fac i l i ty at its h is tor ic 

cost, e i ther from the da te of const ruct ion or from the da te of last sale. States may freeze 

th is v a l u e over t he l i fe o f t he f a c i l i t y o r u p d a t e i t p e r i o d i c a l l y . C o n s t r u c t i o n ind ices 

(e.g., t h e D o d g e C o n s t r u c t i o n I n d e x ) a r e used in some s t a t e s a s t h e m e c h a n i s m for 

upda t ing a faci l i ty 's value. 

S t a t e s t h a t r e c o g n i z e f a c i l i t y sales a n d use o f t he p u r c h a s e p r i c e o f f a c i l i t y for 

purposes of re imbursement most commonly limit a faci l i ty 's value by the marke t value (9 

s t a t e s ) , t h e d e p r e c i a t i o n - r e p l a c e m e n t cost v a l u e (4 s t a t e s ) , o r t h e l ower of some 

c o m b i n a t i o n of the marke t va lue , dep rec i a t ion - rep lacemen t cost va lue , a n d / o r appra i sed 

va lue (13 s ta tes) . U t a h does not r e i m b u r s e the p u r c h a s e p r ice bu t ins tead r e imburses a 

w e i g h t e d a m o u n t w h i c h i n c o r p o r a t e s a h i s t o r i c v a l u e e q u a l t o t h e p r o p e r t y 

re imbursement of l ike faci l i t ies on March 27, 1981 plus the faci l i ty ' s va lue in the year of 

acquis i t ion. Colorado, in contras t , uses a his toric cap. 

Seven s t a t e s r e p o r t e d t h a t do l l a r l imi t s were p laced on pe r -bed i n v e s t m e n t . As of 

July 1983, most states l imited inves tments to approx imate ly $25,000. Dollar l imits ranged 

from a low of $20,100 in Ind iana to a high of $29,100 in Minnesota . These states usually 

adjust the per-bed l imit to reflect changes in marke t condi t ions or cons t ruc t ion costs. 



S t a t e s a l so t a k e a v a r i e t y o f a p p r o a c h e s to e s t a b l i s h i n g a n d l i m i t i n g a l l o w a b l e 

in t e res t charges . Most s ta tes recognize in te res t expenses for f ixed asset acqu i s i t i on and 

w o r k i n g c a p i t a l . N i n e t e e n s t a tes also recogn ize f a c i l i t y i n t e r e s t expense a t t r i b u t e d to 

negat ive equi ty . About half of the respondents to the survey (19 states) re imburse actual 

i n t e r e s t e x p e n s e a t t h e p r e v a i l i n g m a r k e t r a t e . O f t h e s e , t h r e e s t a t e s e s t a b l i s h t he 

a g g r e g a t e a m o u n t o f i n t e r e s t expense t h a t i s a l l o w a b l e a n d the o t h e r f o u r t e e n s t a tes 

r e i m b u r s e in te res t expenses up to a l imi t . L imi ts a re most of ten es tab l i shed as specif ic 

percen tages ( ranging f rom 11 percent to 13 percent) or as percen t i l e cei l ing represen t ing 

the average or median interest ra te of all like facil i t ies in a previous year. 

Several states have also ins t i tu ted policies to discourage sales a n d / o r to l imit a seller's 

g a i n f r o m t h e sa le of h i s / h e r f a c i l i t y . T h e most p o p u l a r a p p r o a c h i s t he use of a 

dep rec i a t i on - r ecap tu re provis ion, a method by which states r equ i r e compensa t ion for all 

or a por t ion of r e imbursed deprec ia t ion . Genera l ly , this is an amoun t to be paid to the 

s ta te by t he new owner . Fou r t een s ta tes use dep rec i a t i on r e c a p t u r e p rov i s ions wi th the 

major i ty of these states decreas ing the amount of deprec ia t ion rep lacement over t ime to 

encourage longer periods of ownership . Ind iana and Nebraska are examples of states that 

d iscourage proper ty t ransact ions by l imit ing a change in faci l i ty value for sales purposes 

(every e ight a n d f ive years respect ively) . This is done i ndependen t ly of whe the r or not 

p r o p e r t y t r a n s a c t i o n s occur over th i s pe r iod . F i n a l l y , as was m e n t i o n e d ea r l i e r , seven 

states do not recognize the sale of a home for capi ta l investment purposes. 

J. S t a t e Case Studies 

S t a t e r e i m b u r s e m e n t m e t h o d o l o g i e s a r e best v i e w e d i n t e r m s o f s t a t e p r i o r i t i e s , 

pol icies , and goals of the en t i re res ident ia l system for menta l ly r e t a rded people. Center 

s t a f f c o n t a c t e d s u r v e y r e s p o n d e n t s a n d o the r p r e v i o u s l y e s t a b l i s h e d key c o n t a c t s i n 

s e v e r a l s t a t e s t o a n s w e r s p e c i f i c q u e s t i o n s r e g a r d i n g i n c o m p l e t e r e s p o n s e s t o 

ques t ionna i re i tems as well as to supply addi t ional in format ion on each state 's resident ial 

ca re sys tem. Long and of ten f r e q u e n t conversa t ions were i n i t i a t e d by s taf f to reques t 

and discuss i n f o r m a t i o n abou t the past a n d f u t u r e deve lopmen t of r e s iden t i a l services , 



reasons for most r ecen t changes in the r e i m b u r s e m e n t me thodo logy , the deve lopmen t of 

non-Medica id a l t e r n a t i v e res ident ia l care , and c u r r e n t s ta te pol icy in i t i a t ives , l i t iga t ion , 

a n d m o r a t o r i u m s on bed c o n s t r u c t i o n . As a r e s u l t o f t h e s e d i s c u s s i o n s , s ix s t a t e s -

Ca l i fo rn ia , I l l inois , Minnesota , New York , Pennsy lvan ia , a n d Texas—were selected for a 

more indep th review of ra te set t ing practices. 

T a b l e 2 p resen t s the to ta l n u m b e r of menta l ly r e t a r d e d persons r e s id ing in ICF-MR 

f a c i l i t i e s , t he p e r c e n t a g e o f ICF-MR re s iden t s w ho l ive in p r i v a t e l y o p e r a t e d ICF-MR 

faci l i t ies , and the cumula t ive number /pe rcen tage of the na t ion ' s total number of ICF-MR 

res iden t s represen ted by these states. The percentage of ICF-MR rec ip ien ts in p r iva te ly 

ope ra t ed fac i l i t ies ranges from a low of 17 percent in New York and Pennsy lvan ia to a 

h i g h of 65 p e r c e n t in M i n n e s o t a . As a g r o u p , t h e s e s t a t e s s e r v e n e a r l y h a l f o f t h e 

n a t i o n ' s I C F - M R c l ien ts a n d accoun t for more t h a n 65 pe r cen t o f ICF-MR e x p e n d i t u r e s 

na t ionwide . As a result , thei r re imbursement policies and ra te-set t ing methodologies have 

a s igni f icant impact on federa l spending for ICF-MR care. 

T a b l e 3 p resen t s d a t a on each s ta te ' s use of p r i v a t e l y o p e r a t e d ICF-MRs of va r ious 

bed sizes. Seventy pe rcen t of New York ' s res iden ts of p r i v a t e l y o p e r a t e d ICF-MRs and 

54% of Minnesota 's res idents of such facil i t ies live in faci l i t ies wi th 15 or fewer beds. In 



c o n t r a s t , n o n e o f C a l i f o r n i a ' s r e s i d e n t s a n d on ly 2% of I l l i n o i s ' c l i e n t s in p r i v a t e l y 

o p e r a t e d I C F - M R s l ive i n sma l l r e s i d e n c e s . A l m o s t t h r e e q u a r t e r s o f r e s i d e n t s i n 

p r i v a t e l y ope ra t ed ICF-MRs in Ca l i fo rn i a and I l l inois and t w o - t h i r d s of Pennsy lvan ia ' s 

res iden ts l ive in fac i l i t ies wi th bed sizes between 76 to 300. F ina l ly , 16 percen t of New 

York ' s p r iva te ly opera ted ICF-MR res idents and 13 percent of I l l inois ' res idents still live 

i n p r i v a t e l y o w n e d I C F - M R s w i t h m o r e t h a n 300 b e d s . T h u s , these s t a t e s v a r y 

cons ide rab ly in the compos i t ion of p r iva te ly owned fac i l i t i e s t ha t a re p a r t i c i p a t i n g as 

ICF-MR providers . 

T a b l e 4 i l l u s t r a t e s the p e r c e n t a g e of m e n t a l l y r e t a r d e d r e s i d e n t s in long- t e rm care 

who r e s ide in I C F - M R s a n d the n u m b e r o f f a c i l i t i e s l i c ensed to p r o v i d e r e s i d e n t i a l 

services to menta l ly r e t a rded people in each of six fac i l i ty types (most ICF-MR faci l i t ies 

would be r ep resen ted unde r g roup home types) . Immed ia t e ly i t can be seen tha t Texas 

a n d Minneso t a a p p e a r to o f fe r few, i f a n y , r e s i d e n t i a l a l t e r n a t i v e s to the ICF-MR for 

m e n t a l l y r e t a r d e d persons . A l t e r n a t i v e l y , New York a n d C a l i f o r n i a p r o v i d e a g rea t e r 

d i v e r s i t y of r e s i d e n t i a l op t ions , p a r t i c u l a r l y t h r o u g h the use of f a m i l y or fos ter ca re 

sett ings. Similar ly, Pennsylvania has developed a broad range of semi- independent living 

a l t e r n a t i v e s a n d I l l ino i s also u t i l i zes a sys tem of pe r sona l c a r e homes a n d fos te r ca re 

homes. The ava i l ab i l i t y of a b roader con t inuum of res iden t ia l set t ings for the menta l ly 

r e t a r d e d peop l e i s i m p o r t a n t for s t a t e r a t e - s e t t i n g po l i cy because i t o f f e r s s u b s t i t u t e 

p lacement opt ions to ICF-MR care and provides an in t r i ca t e set of f i nanc ing choices due 



to the m u l t i t u d e of non-Medica id fund ing sources involved—SSI paymen t s , H U D grants , 

family cont r ibu t ions , and other state and local funds. 

F i n a l l y , the r e i m b u r s e m e n t of ICF-MR care also re f lec t s the m a t u r i t y of the s ta te ' s 

ICF-MR p r o g r a m w i t h i n the to ta l c o n t i n u u m of r e s iden t i a l ca re for men ta l l y r e t a r d e d 

persons . M a t u r e ICF-MR systems have ful ly deve loped the ICF-MR componen t of the i r 

r e s i d e n t i a l ca re sys tem and , as a resu l t , a re expec ted to have d i f f e r e n t pol icy emphases 

than s ta tes in the ear ly phases of expand ing bed capaci ty of pr iva te ly opera ted facil i t ies. 

M a t u r e s t a t e s a r e less c o n c e r n e d w i t h g r o w t h i n c e n t i v e s a n d m o r e c o n c e r n e d w i t h 

s t a b i l i z i n g the level and q u a l i t y of the bed supply in the s ta te . T h e y a re also l ike ly to 

become m o r e c o n c e r n e d w i t h cost c o n t a i n m e n t a n d the e f f i c i e n c y w i t h w h i c h care i s 

de l ive red . As we shall see, many of the case s tudy s ta tes ref lect these changes in policy 

emphasis as thei r communi ty-based ICF-MR programs have grown. 

1. New York 

Be tween 1977 a n d 1982, New York s ta te expe r i enced a f ive pe rcen t decrease in its 

r e s i d e n t i a l p o p u l a t i o n . In 1982, 62 percen t , or 15,577 persons res ided in ICF-MRs. Of 

these , 83 percent—12,892 p e r s o n s - l i v e d in g o v e r n m e n t f ac i l i t i e s . In 1977, 70 pe r cen t 

(18,601 beds) of all beds were ICF-MR cer t i f ied . However , ICF-MRs represen ted only 14 

percent of all long-term care faci l i t ies for mental ly re ta rded people in 1977. 



Table 5 

Change in Proportion of Beds ICF-MR Certified 

New York: 1977-1982 

As a resu l t of d e i n s t i t u t i o n a l i z a t i o n e f fo r t s a n d the c los ing of Wi l lowbrook s ta te 

hosp i ta l , the number of publ ic ICF-MR beds decreased by 5,500 over the past f ive years. 

The n u m b e r of p r i v a t e nonpro f i t c o m m u n i t y ICF-MR beds inc reased d r a m a t i c a l l y over 

this period, going from approximate ly 200 in 1977 to near ly 2,700 in 1982. 

In 1979 New York had no ICF-MR faci l i t ies wi th fewer than 30 beds. An ambi t ious 

p r o g r a m began in 1980 to c r e a t e smal l ICF-MR f a c i l i t i e s . C u r r e n t l y , most I C F - M R s 

coming in to the system are small faci l i t ies , comprised of 15 beds or fewer. However , by 

1982, small ICF-MRs still represented less than ten percent of all beds in the state. 

R e i m b u r s e m e n t fo r I C F - M R c a r e was i n i t i a l l y a b u d g e t - b a s e d sys t em; t he s t a t e 

a g e n c y w o u l d t a k e a r e q u e s t t o t h e s t a t e l e g i s l a t u r e w h o w o u l d t h e n d e t e r m i n e t he 

a p p r o p r i a t e budget for the agency to run the system. This budget was then al located to 

each fac i l i ty as the agency saw fit . In 1982, a new ra te-se t t ing system for ICF-MR care 

was developed. New York now assigns faci l i ty ra tes prospect ively based on h is tor ic cost 

da ta which a re adjus ted annua l ly for inf la t ion . Screens and cost l imits a re used to l imit 

cos t s i n f o u r cost c a t e g o r i e s : a d m i n i s t r a t i o n , s u p p o r t , c l i n i c a l , a n d d i r e c t c a r e . 

C u r r e n t l y , the screens a r e set a t the med ian f ac i l i t y cost p lus f ive pe rcen t in each cost 

category. Groupings are used for ra te ceiling de te rmina t ion based on location (New York 

Ci ty , su r round ing count ies , the rest of the state) and faci l i ty bed size (3-5, 6-9, 10-14, 15-

19, 20-24, and 25-30). Strong ef f ic iency incent ives are ava i lab le to fac i l i ty opera tors in 



tha t if they do not spend up to the cur ren t ra te , they keep the ent i re d i f fe rence . 

New York fac i l i t ies are both leased and owned. No r e t u r n on equ i ty exists. Unless 

o t h e r w i s e a p p r o v e d by the Commiss ione r , any inc rease in costs c r e a t e d by the sale or 

p u r c h a s e of a f a c i l i t y i s no t a l l o w e d for p u r p o s e s of r e i m b u r s e m e n t . Al l p r o p e r t y 

t r a n s a c t i o n s a n d leases a r e r e v i e w e d by O M R D D , the D i v i s i o n o f B u d g e t , a n d s t a t e 

agency rea l p r o p e r t y pe r sonne l . No p r o p r i e t a r y I C F - M R s exis t in N e w York , b u t not 

b e c a u s e o f s t a t u t o r y p r o h i b i t i o n . O n e r a t e s e t t i n g e x p e r t d e s c r i b e d t h e l ack o f 

an t ic ipa ted prof i tab i l i ty to be a possible cause. 

S t ra igh t l ine deprec ia t ion is a l lowed over 25 years , based on the value of the fac i l i ty 

a t t h e d a t e o f c o n s t r u c t i o n o r d a t e o f las t s a l e . T h e s t a t e e s t a b l i s h e s a f u n d e d 

d e p r e c i a t i o n a c c o u n t and pays i n to i t for the f a c i l i t y . I n t e r e s t expense a t t r i b u t e d to 

nega t ive equ i ty and work ing capi ta l is re imbursed up to a cei l ing tha t var ies by bed size. 

T h e a c t u a l i n t e r e s t e x p e n s e i n c u r r e d for f i x e d asse t a c q u i s i t i o n i s r e i m b u r s e d a t the 

preva i l ing rate . 

In 1984, the s ta te took several in i t i a t ives to t igh ten r e imbur semen t for ICF-MR care . 

F i r s t , t he s t a t e d e c i d e d t o i n d e x r a t e s f o r w a r d b i a n n u a l l y r a t h e r t h a n a n n u a l l y . I n 

add i t ion , l imits based on cer ta in support and cl inical costs (notably f r inge benefi ts) were 

set a t one pe rcen t h igher t han each fac i l i ty ' s p rev ious year costs r a t h e r t han the median 

i n d u s t r y cost p lus f ive percent . New York fu r the r re f ined its system by inco rpora t ing a 

case-mix ad jus tment to the ra te system (see earl ier discussion). 

Severa l r e s p o n d e n t s fe l t t h a t the new r e i m b u r s e m e n t r e fo rms i n s t i t u t e d s ince 1982 

h a v e e n h a n c e d bo th cost c o n t a i n m e n t and p r o g r a m goals . R a t e i nc reases f rom Augus t 

1982 to M a r c h 1985 fo r f a c i l i t i e s w h i c h h a v e not u n d e r g o n e a n y c h a n g e in p r o g r a m 

s t ruc tu re totaled 8.8% (less than 3 percent annual ly) . In contras t , du r ing the same period, 

the of f ic ia l New York State Depar tmen t of Heal th t r end ing factors totaled 21.8% or 7.3% 

annua l ly . 

Severa l r e s p o n d e n t s no ted the f iscal and p r o g r a m m a t i c a d v a n t a g e s t h a t c o m m u n i t y -

b a s e d I C F - M R s h a v e o v e r n o n - M e d i c a i d r e s i d e n t i a l a l t e r n a t i v e s . T h e s e a d v a n t a g e s 



inc lude the cons tancy of the fund ing source, the favorab le federa l Medica id match , s ta te 

ass i s tance g iven to ICF-MR opera to r s d u r i n g the s t a r t up phase , a n d the a v a i l a b i l i t y of 

lease funding by the state. These advantages are pa r t i cu la r ly evident in New York City 

where low re imbursement rates are making i t d i f f icu l t to recrui t p roviders for resident ial 

a l t e rna t ives such as fami ly care homes. New York ' s O M R D D is cu r r en t ly examin ing the 

f e a s i b i l i t y o f i n c r e a s i n g r a t e s to e n c o u r a g e a b r o a d e r c o n t i n u u m of r e s i d e n t i a l 

a l te rna t ives for mental ly re ta rded people who live in the city. 

2. Texas 

Texas served nea r ly 15,000 menta l ly r e t a r d e d people in i ts long- te rm care system in 

1982. Almost 14,000 of these res idents--94 percent of all p lacements—were in ICF-MRs. 

State i n s t i t u t i ons / s choo l s and o ther gove rnmen t ope ra ted fac i l i t i es made up 10,376 (74 

p e r c e n t ) o f t h e s t a t e s I C F - M R b e d s , w h i l e p r i v a t e f o r - p r o f i t a n d p r i v a t e n o n p r o f i t 

f ac i l i t i e s a c c o u n t e d for a n o t h e r 2,523 a n d 1,060 beds, respec t ive ly . The largest number 

of c o m m u n i t y faci l i t ies serve between seven and 15 cl ients ; however , in 1982, the Texas 

Board of H u m a n Resources passed a six bed or less rule which no longer al lowed ICF-MR 

ope ra to r s to e x p a n d bed size past six nor a l lowed po ten t i a l p rov ide r s to bu i ld fac i l i t ies 

wi th more than six beds. 

T h e t a b l e be low p r o v i d e s d a t a o n t h e g r o w t h o f M e d i c a i d p a r t i c i p a t i o n a m o n g 

menta l ly re ta rded people in Texas ' res ident ia l care system. Between 1977 and 1982, while 

the t o t a l n u m b e r o f r e s i d e n t i a l p l a c e m e n t s d e c l i n e d s l i g h t l y , t he n u m b e r o f I C F - M R 

p l a c e m e n t s grew by 27 pe rcen t . Almost t w o - t h i r d s of t h i s g r o w t h was in p r i v a t e for-

profi t faci l i t ies . 



Texas or ig ina l ly pa id for ICF-MR care on a fac i l i ty -spec i f ic re t rospec t ive cost basis; 

each home was pa id for the costs of the ca re they p r o v i d e d the i r r e s iden t s . As a resul t 

of the r a p i d g rowth of the ICF-MR program Texas changed its r e imbur semen t system in 

1981 a n d adop ted a u n i f o r m ra te s t ruc tu re tha t was adjus ted a n n u a l l y by the sum of the 

m e d i a n cos t s i n f o u r I C F - M R cos t c e n t e r s — p a t i e n t c a r e , d i e t a r y , s u p p o r t , a n d 

a d m i n i s t r a t i v e . Twe lve ind ices , i n c l u d i n g the nonpro fes s iona l wage i ndex , the impl ic i t 

pr ice de f la to r for personal consumption expendi tures , and por t ions of the Consumer Price 

Index a re appl ied to opera t ing costs to develop an annua l ra te of increase or decrease for 

all f a c i l i t i e s in the system. D u r i n g the most recen t r a t e yea r , for example , a 7 pe rcen t 

i n f l a t i o n f a c t o r was a p p l i e d to the m e d i a n costs in each cost c en t e r . P r o v i d e r s whose 

costs fel l below the m e d i a n could keep the d i f f e r e n c e . P r o v i d e r s w i t h costs above the 

median would only be re imbursed up to the median cost l imit . 

Texas also considers cl ient charac te r i s t i cs in set t ing ra tes for ICF-MRs. P r iva te ICF-

MR f a c i l i t i e s a r e g r o u p e d for r a t e d e t e r m i n a t i o n based on f a c i l i t y Class I , IV , or VI. 

T h e s e c lasses r e f l e c t t he s e v e r i t y o f r e t a r d a t i o n , a d a p t i v e b e h a v i o r l i m i t a t i o n s , a n d 

seconda ry phys ica l or behav io ra l problems of c l ients served. Texas has publ i shed Level 

of C a r e C r i t e r i a to be used as g u i d e l i n e s for c l i en t p l a c e m e n t in I C F - M R f a c i l i t i e s of 

each class. No fu r the r a l lowances are made for hard- to-place cl ients. 

S t r a i g h t l i n e deprec ia t ion of p roper ty costs is a l lowed based on a useful fac i l i ty life 

of 40 y e a r s . When sold, a f a c i l i t y ' s p u r c h a s e p r i c e i s r e c o g n i z e d w i t h no l i m i t a t i o n s 



except t ha t imposed by the f lat ra te system. No dep rec i a t i on - r ecap tu re provis ion exists. 

All in te res t expense for f ixed asset acquis i t ion and work ing capi ta l is r e imbursed wi th in 

the conf ines of the f la t ra te system, as well. Lease expenses are al lowed for purposes of 

re imbursement ; however , no l imits or requi rements for minimal dura t ion exist. 

Texas i s not u n d e r any cou r t o rde r to d e i n s t i t u t i o n a l i z e ; h o w e v e r , t h e r e c u r r e n t l y 

ex i s t s a p l an to i m p l e m e n t w a i v e r e d s e rv i ce s a n d p l a c e i n s t i t u t i o n a l i z e d p e r s o n s in 

c o m m u n i t y f a c i l i t i e s . T e x a s i s u s i n g a c o m p r e h e n s i v e s e r v i c e s m o d e l based on the 

N e b r a s k a E N C O R Model . Few n o n - M e d i c a i d f u n d s a r e spen t t o d e v e l o p r e s i d e n t i a l 

p r o g r a m s , nor a r e the re p lans to do so. Those non-Medica id fac i l i t i es tha t do exist a re 

gene ra l l y l a rge g r o u p homes f u n d e d t h r o u g h m u l t i p l e sources a n d o p e r a t e d t h r o u g h a 

regional menta l hea l t h /men ta l r e ta rda t ion center or state school out reach program. 

3. Pennsylvania 

In 1982, 55% of Pennsy lvan ia ' s a p p r o x i m a t e l y 15,500 men ta l ly r e t a r d e d res iden ts of 

long-term care faci l i t ies resided in ICF-MR facil i t ies (represents 6% of facil i t ies). Eighty-

t h r e e p e r c e n t of al l I C F - M R r e s i d e n t s l ived in one of P e n n s y l v a n i a ' s s t a t e - o p e r a t e d 

faci l i t ies . The r ema in ing 17% resided in small , for the most pa r t nonpro f i t , communi ty 

f ac i l i t i e s . While t he n u m b e r o f l ong- t e rm r e s i d e n t i a l c a r e beds for m e n t a l l y r e t a r d e d 

people decl ined by approx ima te ly 7% from 1977 to 1982, the number of res idents l iving 

in I C F - M R f a c i l i t i e s o f al l sizes i n c r e a s e d by 34% d u r i n g t h a t p e r i o d . T h e s h a r p e s t 

increase , nea r ly 5-fold, occur red in the number of small (size 1-6 and 7-15) c o m m u n i t y 

ICF-MR beds. 



The cu r r en t r e imbursemen t methodology for p r iva t e ( communi ty ) ICF-MRs has been 

in e f fec t s ince 1980. P rev ious to changes occu r r ing a t t h a t t ime , c o m m u n i t y ICF-MRs 

were r e imbursed in the same manne r as state ICF-MR faci l i t ies . R e i m b u r s e m e n t now is 

based on ac tua l faci l i ty costs l imited by an approved budget submi t ted by providers prior 

to the cu r ren t ra te year. Faci l i t ies are not grouped for ra te or cost ceil ing de te rmina t ion . 

No index ing of costs occurs. Limits are used to control the admin i s t r a t i ve cost center 

(13% of net to ta l budge t ) and sa la r ies a n d benef i t s of s t a f f (wage is l imi t ed to t h a t of 

w o r k e r s i n s i m i l a r pos i t i ons ) . C u r r e n t l y , o p e r a t o r s a r e a l l o w e d n o p r o f i t a l l o w a n c e , 

r e t u r n on equ i ty or e f f ic iency incen t ive (prof i ts a re made only as p a r t of a d m i n i s t r a t i v e 

cost center) . 

T h e s t a t e r e i m b u r s e s all a c t u a l i n t e r e s t expense a t t r i b u t e d t o n e g a t i v e e q u i t y and 

w o r k i n g c a p i t a l i n t e r e s t . I t a lso a l lows s t r a i g h t l i n e d e p r e c i a t i o n a n d r e c o g n i z e s t he 

p u r c h a s e p r i ce of a f a c i l i t y for pu rposes of r e i m b u r s e m e n t w h e n a f a c i l i t y is sold. A 

proposed system will l imit the purchase price by the fair marke t value. No deprec ia t ion-

r e c a p t u r e provis ion exists . The s ta te ended cons t ruc t ion of new fac i l i t ies in 1980 due to 

the h i g h cost of c o n s t r u c t i o n , so all fac i l i t ies coming in to t he system a re r e h a b i l i t a t e d . 

Lease expenses a re also a l lowed for purposes of r e imbursemen t but a re subject to a fa i r -

renta l appra isa l . A ra te except ion process exists for special cl ient or service needs. 

In a d d i t i o n to ICF-MR fac i l i t i e s , P e n n s y l v a n i a has e n c o u r a g e d the g rowth of small 

c o m m u n i t y l iv ing a l t e r n a t i v e s . Almost 45 pe rcen t o f P e n n s y l v a n i a ' s men ta l l y r e t a r d e d 



p o p u l a t i o n r e s i d e i n n o n - M e d i c a i d r e s i d e n t i a l l i v i n g a l t e r n a t i v e s . N o n - M e d i c a i d 

c o m m u n i t y l iv ing a l t e r n a t i v e s (CLAs) a re r e imbursed in one of two ways based on the 

dec i s ion o f c o u n t y m e n t a l h e a l t h / m e n t a l r e t a r d a t i o n a d m i n i s t r a t o r s . U n i t o f se rv ice 

r e i m b u r s e m e n t is a p a y m e n t m a d e per un i t of serv ice de l ive ry ( res iden t day ) regard less 

of cost or qua l i t y . Within this system, the re exists an i ncen t i ve to c o n t a i n costs only if 

t h e fee fo r s e r v i c e i s r e a s o n a b l e , based on c o m p e t i t i v e c o n s t r a i n t s , a n d q u a l i t y i s 

r e g u l a t e d . P e n n s y l v a n i a i s i n t r o d u c i n g p rov i s ions i n to t he sys tem to dea l w i t h cost 

c o n t a i n m e n t a n d q u a l i t y , m a k i n g the sys tem m o r e v i a b l e . P r o g r a m f u n d i n g 

r e i m b u r s e m e n t of n o n - M e d i c a i d f ac i l i t i e s also exis ts . P r o v i d e r s n e g o t i a t e a budge t in 

a d v a n c e based on a c t u a l costs. A se t t l e -up occurs for u n d e r or o v e r p a y m e n t . N e i t h e r 

"unit of service" nor "program funding" results in payment to providers for therapies , day 

p r o g r a m s , o r d o c t o r / h o s p i t a l e x p e n s e , t h o u g h some f a c i l i t i e s a r e a l l o w e d to i n c l u d e 

t r a n s p o r t a t i o n costs to a n d f rom a day p r o g r a m and 24-hour n u r s i n g se rv ices in the i r 

res ident ia l ra te . Nei ther system places l imits on costs, indexes costs, allows explici t profi t 

or r e tu rn on equi ty . The "unit of service" methodology does al low prov ide r s to keep any 

money not spent . In teres t expense and lease expense are re imbursed . Deprec ia t ion of a 

f ac i l i t y is no t recognized for purposes of r e imbur semen t , nor a re f ac i l i t y sales. States 

r e imburse work ing cap i ta l in teres t expense when state g ran t paymen t s are not made in a 

t imely manner . No exceptions process exists to deal wi th special cl ient or service needs. 

The g rowth of communi ty res ident ia l services for menta l ly r e t a rded people has been 

a r e s u l t o f m u c h l i t i g a t i o n b e g i n n i n g w i t h H a l d e r m a n vs . P e n n h u r s t (1974) a n d 

c u l m i n a t i n g wi th a series of consent decrees m a n d a t i n g the improvemen t of ins t i tu t iona l 

env i ronmen t s and care , as well as the development of qua l i ty t r e a t m e n t env i ronmen t s in 

the commun i ty . As par t of its ef for ts to de ins t i tu t iona l i ze , Pennsy lvan ia has appl ied for 

six wa ivers unde r Section 2176 of P.L. 97-35 of the Omnibus Budget Reconc i l i a t ion Act 

of 1981 to p r o v i d e n o n i n s t i t u t i o n a l long- term ca re services in the c o m m u n i t y . T w o of 

the waivers are cur ren t ly in effect and affect near ly 600 persons. 



Over the past decade , men ta l r e t a r d a t i o n e x p e n d i t u r e s in P e n n s y l v a n i a have a lmost 

quadrup led , r ising from $126.7 million in fiscal year 1971-1972 to $486.6 mill ion in fiscal 

year 1981-1982. Out lays for the opera t ion of s ta te res iden t ia l centers have increased by 

191 pe rcen t over this same per iod (from $100 mil l ion to $291 mil l ion, respect ively) . The 

cost-related budget review system for re imburs ing ICF-MRs has been a t t r i bu ted by some 

as c o n t r i b u t i n g to th i s cost s p i r a l i n g by a l l owing r e l a t i v e l y g e n e r o u s i n c r e m e n t a l r a t e 

increases to the "most persuasive" p rov iders . The state is now cons ider ing changes in its 

r e imbursement rule for ICF-MR care to modera te these in f l a t ionary aspects of the budget 

rev iew system. Essent ia l ly , the proposed system will apply an a n n u a l in f la t ion factor to 

faci l i ty-specif ic costs but provide prof i t incent ives for ef f ic ient providers . 

4. I l l inois 

E i g h t e e n pe rcen t of I l l ino is ' 321 r e s iden t i a l fac i l i t i e s for m e n t a l l y r e t a r d e d people 

( 6 1 % of res iden t s ) were ce r t i f i ed ICF-MR in 1982 (57 fac i l i t i es ) . F o u r t e e n of the ICF-

MRs were pub l i c ins t i tu t ions housing 4,190 ind iv idua l s ; the r e m a i n i n g 43 were pr iva te ly 

o p e r a t e d a n d h o u s e d 3,644 p e o p l e . O n l y 16 s m a l l (s ize 15 or less) I C F - M R s w e r e 

o p e r a t i o n a l in 1982, though 20 more were unde r cons t ruc t ion . Most ICF-MR faci l i t ies in 

I l l i no i s r a n g e d in bed size f rom 100-150. T h e 264 n o n - M e d i c a i d r e s i d e n t i a l f ac i l i t i e s 

i n c l u d e d fos te r c a r e , r e s i d e n t i a l schools , c o m m u n i t y l i v i n g f a c i l i t i e s , a n d s u p e r v i s e d 

apar tments . 

Between 1977 and 1982, the percentage of menta l ly r e t a rded people res iding in group 

homes, size 1-15, increased from 0.5% to 3.3%, and those in large ins t i tu t ions , size 16 and 

o v e r , d e c r e a s e d f r o m 8 1 % t o 75% o f t o t a l r e s i d e n t s . A l t h o u g h t h e t o t a l n u m b e r o f 

men ta l l y r e t a r d e d persons in r e s iden t i a l fac i l i t i e s in I l l inois dec reased s l ight ly be tween 

1977 a n d 1982, t h e n u m b e r o f I C F - M R b e d s i n c r e a s e d by 2 ,993 (2 ,012 in p u b l i c l y -

opera ted faci l i t ies , 981 in pr iva te ly opera ted facil i t ies) . 



T h e c u r r e n t I C F - M R r e i m b u r s e m e n t sys tem i s a p r o s p e c t i v e p a y m e n t sys tem t h a t 

groups faci l i t ies in to 11 geographica l Hea l th and Service Areas. All ICF-MRs wi th 15 or 

fewer res idents are grouped separa te ly from larger ICF-MR faci l i t ies for the purposes of 

r a t e d e t e r m i n a t i o n ; however , the th rus t of ICF-MR services has been, un t i l r ecen t ly , to 

p r o v i d e care in large fac i l i t i es . Costs a re in f l a t ed a n n u a l l y by the Dodge Cons t ruc t ion 

I n d e x fo r c a p i t a l cos t s ; CPI c o m p o n e n t s for a r e used t o i n d e x w a g e s , u t i l i t i e s , a n d 

supp l ies , a n d the p roduce r pr ice index is used for food. A f ie ld a u d i t is conduc ted on 

20% of the fac i l i t i e s each year , a desk aud i t on the r e m a i n d e r . Es t imates of how many 

adjustments occurred due to the aud i t were unavai lable . 

Cost c en t e r pe r cen t i l e s for each g e o g r a p h i c a l g r o u p a re c a l c u l a t e d each year f rom 

cost r e p o r t s s u b m i t t e d by i n d i v i d u a l f ac i l i t i e s . R e i m b u r s e m e n t i s l im i t ed to the 50th 

pe rcen t i l e for all cost cen te rs except suppor t costs which a re r e i m b u r s e d up to the 60th 

p e r c e n t i l e a n d p r o p e r t y costs w h i c h a re based on h i s t o r i c cost u p d a t e d by the Dodge 

Cons t ruc t i on Index . If a f ac i l i ty ' s suppor t costs a re at or above the 50th pe rcen t i l e but 

below the 60th, the fac i l i ty will be re imbursed at ac tua l costs plus 50% of the d i f fe rence 

between its costs and the 60th percenti le . 

Providers are also al lowed add i t iona l amounts i f annua l l icensure surveys show their 

fac i l i t ies meet ce r t a in s t anda rds . This bonus is re la ted to a fac i l i ty ' s qua l i ty of care as 

m e a s u r e d by an a b s e n c e of s u r v e y v i o l a t i o n s a n d a t op score in t he " q u a l i t y of ca re 

incen t ive survey". L imi ts on top manage r s ' sa lary costs a re set at the 90th percent i le of 



u p d a t e d sa l a r i e s pa id to n o n o w n e r a d m i n i s t r a t o r s for homes of t h a t size a n d loca t ion 

group. 

P r o v i d e r s a r e a l l o w e d t o i n c l u d e p h y s i c a l t h e r a p y , speech t h e r a p y , o c c u p a t i o n a l 

t h e r a p y , t r a n s p o r t a t i o n , and nurs ing services in the res iden t ia l r a te . Phys i c i an /hosp i t a l 

a n d d a y p r o g r a m s o u t s i d e t he l iv ing u n i t a re b i l l ed s e p a r a t e l y . P r o g r a m a n d n u r s i n g 

costs a re grouped separate ly for ICF-MRs serving fewer than 16 clients. 

A po in t assessment of needs is employed in I l l inois to d e t e r m i n e r e imbursemen t ra tes 

for c l i e n t s w i t h spec ia l p r o g r a m or n u r s i n g needs . T h e assessment was deve loped for 

g e r i a t r i c f ac i l i t i e s w h i c h are g rouped w i t h ICF-MRs for r a t e se t t ing purposes . Because 

the a s s e s s m e n t dea l s p r i m a r i l y w i t h m e d i c a l n e e d s a n d i s not f e l t to be success fu l a t 

measu r ing nonmed ica l needs such as behav ior problems, i t is not genera l ly app l icab le to 

the menta l ly r e t a rded popula t ion unless they are medical ly involved. 

S t r a i g h t l i n e d e p r e c i a t i o n on f ixed assets is a l lowed for purposes of r e i m b u r s e m e n t 

based on h i s t o r i c cost ( l a t e s t sa le or c o n s t r u c t i o n p r i o r to J u l y 1 , 1977). T h i s cost i s 

u p d a t e d a n n u a l l y u s i n g t h e D o d g e C o n s t r u c t i o n I n d e x . I f a sa le o c c u r s , t he 

u n d e p r e c i a t e d basis of the seller mul t ip l i ed by the cons t ruc t ion cost index is cons idered 

the va lue of the home. There fore , the new owner would receive essential ly the same rate 

as the old owner . Interest for f ixed asset acquis i t ion is re imbursed at the prevai l ing rate 

to a cei l ing of 125% of the prevai l ing mortgage ra te at the t ime of the loan. Two months 

of work ing capi ta l is also re imbursed. 

T h e I l l ino is D e p a r t m e n t o f Menta l H e a l t h / M e n t a l R e t a r d a t i o n has r ecen t ly l icensed 

non-Med ica id g roup homes wi th e ight beds or less. These g roup homes will be par t i a l ly 

f u n d e d b y t h e M e d i c a i d 2176 w a i v e r fo r c o m m u n i t y s e r v i c e s . E i g h t e e n c o m m u n i t y 

r e s iden t i a l a l t e r n a t i v e s (CRAs) p resen t ly exist ; they serve 110 res iden t s . Most fac i l i t i es 

o f t h i s t y p e a r e n o n p r o f i t o p e r a t i o n s t h a t s e r v e a p o p u l a t i o n q u i t e s i m i l a r t o t h e 

p o p u l a t i o n o f sma l l I C F - M R s . Waiver f u n d s a r e a l so b e i n g used fo r t h e H o m e 

I n d i v i d u a l i z e d P r o g r a m , a r e s i d e n t i a l p r o g r a m w h i c h houses two c h i l d r e n or a d u l t s in 

homes. 



The r e i m b u r s e m e n t system descr ibed in response to our q u e s t i o n n a i r e was e f f ec t ive 

as of J a n u a r y 1, 1982. At the end of 1982, I l l inois froze ICF-MR rates to conta in costs; 

th is f reeze was e f fec t ive un t i l Ju ly of 1984. Sta te o f f ic ia l s fel t t ha t this ac t ion would 

not cause major b u d g e t a r y p rob lems for p r o v i d e r s because o f an i nc r ea sed e f f i c i ency 

i n c e n t i v e a n d "slack in the system". The r a t e f reeze d id not ac t as a d e t e r r e n t to bed 

const ruct ion ei ther , as several ICF-MRs, size 15 or less, were s tar ted du r ing tha t period. 

5. Cal i fornia 

In 1982, Cal i fornia ' s res ident ia l system for mental ly re ta rded people was composed of 

27,000 people . A p p r o x i m a t e l y 10,000 of these i n d i v i d u a l s occup ied ICF-MR c e r t i f i e d 

beds ( 1 % of facil i t ies) . Seventy-five percent of ICF-MR beds were located in large state-

o p e r a t e d f a c i l i t i e s . T h e r e m a i n i n g 2,500 beds were f o u n d in the c o m m u n i t y as large 

pr iva te for-prof i t or large pr iva te nonprof i t ICF-MR facil i t ies. 

Table 9 

Change in Proportion of Beds ICF-MR Certified 

California: 1977-1982 

Tot. Res. Tot. ICF-MR Res. % ICF-MR 

1977 26,179 0 0% 

1982 27,066 9,726 36% 

Net change +887 +9,726 +36% 

T h e t o t a l sy s t em g rew by t h r e e p e r c e n t f r o m 1977 to 1982. In a d d i t i o n to s t a t e 

i n s t i t u t i o n s b e c o m i n g ICF-MR c e r t i f i e d , all g r o w t h i n t he p r i v a t e I C F - M R i n d u s t r y 

o c c u r r e d s ince 1977. P r i v a t e ICF-MR fac i l i t i e s were gene ra l l y l a rge r t h a n 32 persons , 

and most were in the "76-150 res idents" size range . In o the r words , Ca l i fo rn i a has not 

used t h e M e d i c a i d sys t em to s u p p l y sma l l , h o m e - l i k e e n v i r o n m e n t s t o i ts m e n t a l l y 

r e t a r d e d p o p u l a t i o n . N e a r l y 65% of al l men ta l ly r e t a r d e d people l i v ing in r e s iden t i a l 

fac i l i t ies res ided in non-Medica id fami ly homes or small g roup residences. A sca t te r ing 

o f p e r s o n a l c a r e homes , b o a r d a n d ca r e homes , a n d n o n - M e d i c a i d n u r s i n g homes a r e 

T h e t o t a l sy s t em g rew by t h r e e p e r c e n t f r o m 1977 to 1982. In a d d i t i o n to s t a t e 

i n s t i t u t i o n s b e c o m i n g ICF-MR c e r t i f i e d , all g r o w t h i n t he p r i v a t e I C F - M R i n d u s t r y 

o c c u r r e d s ince 1977. P r i v a t e ICF-MR fac i l i t i e s were gene ra l l y l a rge r t h a n 32 persons , 

and most were in the "76-150 res idents" size range . In o the r words , Ca l i fo rn i a has not 

used t h e M e d i c a i d sys t em to s u p p l y sma l l , h o m e - l i k e e n v i r o n m e n t s t o i ts m e n t a l l y 

r e t a r d e d p o p u l a t i o n . N e a r l y 65% of al l men ta l ly r e t a r d e d people l i v ing in r e s iden t i a l 

fac i l i t ies res ided in non-Medica id fami ly homes or small g roup residences. A sca t te r ing 

o f p e r s o n a l c a r e homes , b o a r d a n d ca r e homes , a n d n o n - M e d i c a i d n u r s i n g homes a r e 



avai lab le to this popula t ion , as well. 

The non-Medicaid re imbursement system is loosely control led. It is a f lat ra te system 

based on cost repor ts (supposed to be annua l , but is not) of faci l i t ies of cer ta in types and 

sizes a n d geograph ic locat ions. One aud i to r thought tha t the in- the-f ie ld aud i t i ng , when 

i t o c c u r r e d , was d o n e on a one p e r c e n t s a m p l e bas i s . I n f l a t i o n a r y i n c r e a s e s w e r e 

sometimes applied—not regularly—and depended on the legislature—not an index. 

I C F - M R f a c i l i t i e s a r e also r e i m b u r s e d us ing a f l a t r a t e sys tem. R a t e s a r e dec ided 

prospec t ive ly based on a n n u a l cost repor t da ta . ICF-MR fac i l i ty cost repor ts a re a r r ayed 

wi th in several groupings of size and geographic location. The median cost in each group 

is chosen as the r a t e a f t e r the a d j u s t m e n t for i n f l a t i o n is m a d e on each cost ca t ego ry . 

The med ian ra te is an overal l ra te . Classif icat ion of expenses among cost centers is done 

a c c o r d i n g to Ca l i fo rn i a r epor t ing s t anda rds . Index ing i s done f r equen t ly (month ly ) and 

based on the Cal i forn ia CPI and U.S. Producers Price Index. 

A p p r o x i m a t e l y 15% o f f a c i l i t i e s a r e a u d i t e d a n n u a l l y i n t h e f i e l d . A u d i t i n g i s 

impor t an t in f lat ra te cost-based systems because of the incent ive to increase "book" costs 

t h r o u g h disguis ing prof i t s as costs w i t h o u t increas ing real costs. A u d i t i n g in Ca l i fo rn ia 

u s u a l l y r e s u l t s i n a n a d d i t i o n a l r a t e a d j u s t m e n t ( d o w n w a r d ) o f t h r e e p e r c e n t . T h e 

nurs ing home accoun t ing guide l ines (HIM15) a re used to l imit ce r t a in costs, pa r t i cu l a r ly 

admin i s t r a to r salaries and leaseback a r rangements . 

Several s ta te responden ts i nd ica t ed t ha t the c u r r e n t system prov ides the po ten t ia l for 

p roper ty man ipu la t ions by providers . New homes are va lued at his tor ic cost (date of last 

sa le) , a n d the p u r c h a s e p r i ce of a fac i l i ty is recognized ( l imi ted by the assessed va lue) 

when sales occur. The ac tua l interest expense to acqui re f ixed assets is re imbursed at the 

p reva i l i ng ra te . The weakness in this system is t ha t no dep rec i a t ion r e c a p t u r e provis ion 

exis ts . T h i s p r o v i d e s i n c e n t i v e s to o w n e r s to l eve rage t h e i r i n v e s t m e n t , r e n o v a t e the 

f ac i l i t y (even i f r e n o v a t i o n is u n n e c e s s a r y ) a n d sell a t a h i g h e r p r i ce . S t i l l , w i t h the 

s c r u t i n y of in - f i e ld a u d i t i n g and the f la t r a t e system, many of f i c ia l s fe l t t h a t , overa l l , 

c ap i t a l costs a r e con t ro l l ed . A n n u a l r a t e increases s ince the 1980-1981 rev is ions of the 



re imbursement methodology have been a round two percent per year. 

L e a s i n g m a y b e t he p r e f e r r e d m e t h o d o f o p e r a t i o n fo r I C F - M R s i n C a l i f o r n i a . 

Excep t for r e a sonab l enes s , t h e r e a r e no l imi t s on lease p a y m e n t s a n d no r e q u i r e m e n t s 

t h a t leases be of a m i n i m u m d u r a t i o n . S ta te o f f i c i a l s w e r e u n a b l e to p r o v i d e more 

deta i led in format ion on the extent and costs of leasing ICF-MRs in the communi ty . 

Some pe r sons a t t he s t a t e level feel t h a t n o n - M e d i c a i d f a c i l i t i e s a r e f a r eas i e r to 

opera te because they requ i re l i t t le in terms of p rov ider accoun tab i l i t y or cost repor t ing . 

On the o t h e r h a n d , the r a t e may not a l w a y s be a d e q u a t e , p a r t i c u l a r l y for t h e smal l 

p r o v i d e r . C a l i f o r n i a i s see ing the b u y i n g up o f i n d e p e n d e n t l y - o p e r a t e d M e d i c a i d 

fac i l i t i es , c r ea t i ng large cha in opera t ions . Ca l i fo rn i a ' s ICF-MR fac i l i t i e s can rea l ly be 

cha rac t e r i zed , however , as nurs ing homes. Many of the pa r t i cu l a r s on r e imbursemen t of 

I C F - M R s come f rom the f e d e r a l n u r s i n g home gu ide l ine s . T r a f f i c k i n g was cyn ica l ly 

m e n t i o n e d as a possible p rob lem; however , i t was fel t t ha t the c u r r e n t f l a t - r a t e system 

c u r b s these p rob lems . T h o u g h t he r e a re u n d o u b t e d l y some p r o v i d e r s who make large 

profi ts , overal l , system-wide costs have been contained. 

6. Minnesota 

In M i n n e s o t a , t h e m e n t a l l y r e t a r d e d p o p u l a t i o n o f s t a t e h o s p i t a l s d e c l i n e d t o 

a p p r o x i m a t e l y 2,400 at the end of 1982 f rom a h igh of 6,100 in 1963 (Of f i ce of t he 

Legis la t ive Aud i to r , 1983). P rompted by the Welsch Consent Decree (1980), the state has 

c o m m i t t e d i tse l f to r e d u c e f u r t h e r the n u m b e r of s t a te hosp i t a l r e s i d e n t s to 1,850 by 

1987. 

While t h e p o p u l a t i o n of s t a t e h o s p i t a l s c o n t i n u e s to d e c l i n e , the t o t a l n u m b e r o f 

m e n t a l l y r e t a r d e d peop le in smal l ( p r i m a r i l y size 1-6 a n d 7-15) c o m m u n i t y ICF-MR 

fac i l i t i e s i nc r ea sed s t ead i ly caus ing the to ta l n u m b e r of persons in all l ong - t e rm care 

f a c i l i t i e s (bo th M e d i c a i d and non -Med ica id ) to have i nc rea sed , as wel l , f rom 6,182 in 

1977 to 7,069 in 1982. 



The 6,899 persons living in over 300 ICF-MR facilities (97% of all long-term care 

facilities for mentally retarded people) represent a far greater state percentage than the 

na t iona l average of 59% of residents and 12% of faci l i t ies . Approximate ly 55% of 

Minnesota's ICF-MR residents of privately operated facilities live in for-profit facilities. 

About 20 providers out of a total of 150 own facilities with a capacity of nearly one-half 

of statewide capacity. The largest provider operates 27 facilities with a capacity of 520. 

The current reimbursement methodology does not limit (or limits are easily bypassed) the 

number of homes (and/or beds) one provider can own and/or operate. 

Though it is estimated that 10% to 20% of current ICF-MR residents could live in 

Minnesota's semi-independent living facilities, these and other alternatives to ICF-MR 

facilities are not widely available. Alternatives, though far less expensive overall, are 

more expensive to local governments. The home and community-based waiver authority 

enacted in 1981, however, may allow the states to e l iminate some of the fiscal and 

administrative disincentives that have discouraged the development of less restrictive and 

less expensive services at county and state levels. Minnesota is currently operating with a 

waiver to develop non-ICF-MR residences for its institutionalized population. 

In Minnesota, the federal government pays approximately 52% of Medicaid-funded 

services, while the state government pays 45% and local government pays 4.8% (State 

Health Planning & Development Agency, 1982). Private ICF-MR services have become a 

growing part of the state Medicaid budget - in 1982 they accounted for nearly the same 

percentage of Medicaid expendi tures as s ta te-operated faci l i t ies (9% and 11%, 



r e s p e c t i v e l y ) . I n 1984, a s m a n y s t a t e s a r e u n d e n i a b l y p u r s u i n g m a j o r p r i o r i t i e s i n 

c o m m u n i t y services deve lopment , only Minnesota , Nebraska , and Colorado have achieved 

s p e n d i n g p a r i t y (al l se rv ices) be tween the pub l i c and p r i v a t e se rv ice sec tors . Severa l 

o the r s ta tes , no tab ly F lo r ida , R h o d e Is land , M o n t a n a , New H a m p s h i r e , Ve rmon t , Ohio , 

a n d M i c h i g a n , wi l l a c h i e v e spend ing p a r i t y i n t he nea r f u t u r e ( E x p e n d i t u r e Ana lys i s 

Project, 1985). 

Recent reports have recommended that the Minnesota Depar tmen t of H u m a n Services 

i nc rease t he a v a i l a b i l i t y o f r e s i d e n t i a l a l t e r n a t i v e s to c o m m u n i t y ICF-MRs , e n c o u r a g e 

fac i l i t i e s to serve more d e p e n d e n t c l ien ts , and l imi t deve lopmen t of new group homes. 

The re is c u r r e n t l y a mora to r ium on the development of new ICF-MR beds. Revis ions in 

M i n n e s o t a ' s r e i m b u r s e m e n t ru l e for ICF-MR fac i l i t i e s were des igned to deal w i th the 

o t h e r p r i o r i t i e s . T h e old r e i m b u r s e m e n t me thodo logy was based on a p rospec t ive per 

d i e m es t ab l i shed by the D e p a r t m e n t o f Pub l ic Welfare a f t e r e x a m i n i n g each f ac i l i t y ' s 

r e p o r t e d h i s t o r i c costs a n d p r e d i c t a b l e cost changes r e p o r t e d each yea r by p r o v i d e r s . 

Higher u n i f o r m ra tes were rou t ine ly requested and g ran ted . Al though the rule requ i red 

cons idera t ion of l icensing and program requi rements in set t ing rates , i t did not l ink rates 

to res iden t ia l charac te r i s t i c s or p rogram qua l i ty and d iscouraged p rov iders f rom making 

the changes needed to serve more dependen t cl ients . Recen t caps imposed on a n n u a l per 

d i em r a t e inc reases h a v e not a l lowed p r o v i d e r s to cover costs o f a d d e d s t a f f - e n r i c h e d 

p r o g r a m s o r i m p r o v e d p h y s i c a l f a c i l i t i e s n e e d e d for l a rge n u m b e r s o f s t a t e h o s p i t a l 

admiss ions wi th b e h a v i o r a l d i sorders . Ins tead , r e i m b u r s e m e n t ra tes were set on a cost 

plus prof i t basis. 

C e r t a i n p rov i s ions of the old ru le m a d e i t r e l a t i v e l y easy for p r o v i d e r s to deve lop 

new f a c i l i t i e s . T h e ru l e d id not r e q u i r e a m i n i m u m c a p i t a l i n v e s t m e n t , d id not l imi t 

r e imbur sab l e in te res t ra tes on debt , and d id not l imit the in i t i a l per d iem ra te . In fact , 

a f te r a f i rs t ra te year , a p rov ider typical ly sought and received a re t rospec t ive set t le-up 

r a t e t h a t r e su l t ed in a revised per d iem tha t was 38% h ighe r t h a n the r a t e seen d u r i n g 

the r e v i e w p r o c e s s a n d 22% h i g h e r t h a n the i n t e r i m r a t e . I t a l so p a i d a n e a r n i n g s 



a l lowance based on p resumed equ i ty or on m i n i m u m cost of cap i t a l w i th a l lowance for 

each r e s i d e n t day and all d i sa l lowed in te res t expense , bea r ing no r e l a t i o n s h i p to a fa i r 

r e tu rn on ac tua l capi ta l invested. I t discouraged provider inves tment and drove up costs. 

(When f a c i l i t i e s a r e h e a v i l y d e b t f i n a n c e d , a s m a n y a r e in M i n n e s o t a , p r o p e r t y costs 

i nc rease , a n d the f l ex ib i l i ty to deal w i t h possible r e d u c t i o n s in o c c u p a n c y or Medica id 

re imbursement is l imited.) 

M i n n e s o t a ' s p r e v i o u s sys tem p r o v i d e d bo th a c a p (10% u n t i l J u n e 30, 1983) a n d , 

r e c e n t l y , a t e m p o r a r y r e d u c t i o n in r e i m b u r s e m e n t to M e d i c a i d p r o v i d e r s . Both were 

e f f e c t i v e w a y s o f l i m i t i n g t h e s t a t e M e d i c a i d b u d g e t , b u t b e c a u s e r a t e caps a f f e c t e d 

fac i l i ty revenue across the board , they may have hur t an ef f ic ient provider more than an 

inef f ic ient one and cause heavi ly- indebted faci l i t ies to face negat ive cash flows. 

M i n n e s o t a m a d e major changes in i ts r e i m b u r s e m e n t ru le e f f e c t i v e in J a n u a r y of 

1984. A t e m p o r a r y in junc t ion aga ins t it b rough t by a judge at the reques t of the s tate 's 

ICF-MR opera tors was denied. 

T h e n e w r u l e p r o v i d e s c o s t - c o n t a i n m e n t i n c e n t i v e s w h i l e p r o m o t i n g s o u n d 

managemen t prac t ices . For ins tance , in the area of ope ra t ing costs, the new rule indexes 

costs us ing i n d e p e n d e n t i n d i c a t o r s of cost changes (CPI) r a t h e r t h a n a f a c i l i t y ' s own 

p r o j e c t i o n s . T h e n e w r u l e e s t a b l i s h e s a s e r i e s o f l i m i t s on top m a n a g e m e n t 

c o m p e n s a t i o n s . I t a lso p r o v i d e s an e f f i c i e n c y i n c e n t i v e (100% of s av ings ) to r e w a r d 

e f f i c i e n t p r o v i d e r s r a t h e r t h a n a s k i n g p r o v i d e r s t o r e t u r n al l u n u s e d o p e r a t i n g f u n d s ; 

however , the base for next year is adjus ted down by 50% of the e f f ic iency savings. The 

new r u l e f u r t h e r l i m i t s i n t e r e s t r a t e s , e x p e n s e , a n d i n d e b t e d n e s s t o e n c o u r a g e s o u n d 

m a n a g e m e n t b y d i s c o u r a g i n g r e f i n a n c i n g a t h i g h i n t e r e s t r a t e s w h i l e r e w a r d i n g 

r e f i n a n c i n g a t low in teres t ra tes . The new rule requ i res p rov ide r s to fund deprec ia t ion 

and gives an a l lowance for capi ta l loan reduct ions , thereby improving the s tabi l i ty of the 

i n d u s t r y . R e i m b u r s e m e n t for work ing cap i ta l in teres t expense is being phased out unde r 

the r a t i o n a l e t h a t a m a t u r e f ac i l i t y should have a c c u m u l a t e d s u f f i c i e n t cash reserve to 

obvia te the need for short term borrowing. Leasing expense has been l imited to the costs 



of o w n e r s h i p ; aga in p r o v i d i n g i n c e n t i v e s for sound m a n a g e m e n t p r a c t i c e s . The s ta te 

legis la ture has imposed an overal l ra te l imit of f ive percent increase over the last year 's 

i n c u r r e d cos t s . T h e new r u l e a lso c o n t r o l s t h e cost o f s e r v i c e s p r o v i d e d by r e l a t e d 

o r g a n i z a t i o n s in o rder to p r even t i n f l a t i o n of costs which may resul t f rom t r ansac t ions 

which are not conducted at arms length. 



V. Conclusions and Recommendations 

A. Policy Impl icat ions 

S t a t e a p p r o a c h e s t o t he p a y m e n t fo r ICF-MR c a r e i n p r i v a t e f a c i l i t i e s r e f l e c t an 

exp l i c i t or imp l i c i t set of ob jec t ives a n d consequences for t he cost , access ib i l i t y , and 

q u a l i t y of r e s iden t i a l ca re for menta l ly r e t a r d e d persons. R e i m b u r s e m e n t mechan i sms 

t h a t fa i l to e n c o u r a g e e f f i c i e n c y of ten can lead to excess ive p r o f i t s a n d / o r a g r ea t e r 

level of e x p e n d i t u r e than is necessary for the qua l i t y of care des i red . While the impact 

of ICF-MR re imbur semen t policy on the qua l i ty of ca re is more ind i r ec t , r e imbursemen t 

levels must be su f f i c i en t to enab le r easonab ly e f f i c i en t f ac i l i t i e s to meet the necessary 

costs of care or the resul t will of ten be a lower level of qua l i ty t h a n is accep tab le to the 

state or the communi ty . Inadequa te re imbursement levels also affect accessibi l i ty to care 

because o p e r a t o r s may re fuse to a d m i t heavy ca re c l i en t s o r may not e x p a n d the bed 

supply to meet increased needs for ICF-MR placements. 

A l t h o u g h r e i m b u r s e m e n t p o l i c y a l o n e c a n n o t a c h i e v e a l l t h e s e o b j e c t i v e s , t he 

incent ives i nhe ren t in i n d i v i d u a l s ta te payment systems will l ikely represen t a powerfu l 

in f luence on s ta tes ' abi l i ty to achieve their aims. This section examines some of the more 

s ign i f ican t incen t ives i nhe ren t in s ta te systems and summar izes the impl ica t ions of these 

i n c e n t i v e s for c o n t a i n i n g costs a n d m o d i f y i n g sys tem g r o w t h wh i l e , a t t he same t ime , 

enhanc ing the qua l i ty of care in state pr iva te ICF-MR programs. 

At t h e o u t s e t of t h i s a n a l y s i s , i t i s i m p o r t a n t to r e c o g n i z e t h a t t he goals of cost , 

access, and qua l i ty often confl ict , and tha t the aspects of a pa r t i cu la r system that appear 

t o b e d e f i c i e n c i e s u n d e r one set o f o b j e c t i v e s m a y c o n t a i n m a n y a d v a n t a g e s u n d e r 

ano the r . Also, a complete analys is of the ef f icacy of s ta te policy in each of these areas 

must examine p a r t i c u l a r s ta te r e imbursemen t systems in the con tex t of the s t reng ths and 

w e a k n e s s e s o f o t h e r p o l i c y i n s t r u m e n t s , such a s c e r t i f i c a t e o f n e e d p r o g r a m s a n d 

s t andards for qua l i ty assurance and enforcement . 



1. Cost Control and Efficiency. 

Table 11 provides a summary of the general system design of state ICF-MR payment 

mechanisms, as well as the types of peer groupings and reimbursement ceilings employed 

by states. As is evident from this char t , a major f inding of the survey was the 

considerable number of states that have adopted prospective payment schemes for 

reimbursing ICF-MR care. It appears that most state programs have accepted the premise 

that prospective payment should generally result in lower costs than retrospect ive 

payment. Incentives are most strongly in the direction of cost containment in the four 

states with prospectively determined uniform or flat rate systems. These states pay 

facilities a set rate regardless of their cost experience or client mix. Flat rate payment 

systems also have strong incentives toward efficiency since the facili t ies above the 

ceiling will have to lower costs or go out of business, and facilities below the ceiling will 

earn profits on the difference between the rate and their own costs. 

The ability of variable rate prospective systems to control costs is largely influenced 

by state policy toward establishing the reimbursement rate. One feature that has been 

argued to influence the effect of established rates on individual providers is whether the 

prospective payment system groups facilities for the purpose of determining the rate 

(Pollak, 1977). Peer groupings, because they take the control over payment levels away 

from individual providers, are generally considered to provide clear incentives for cost 

control among high cost operators, who must either reduce their costs or operate at a loss. 

High cost faci l i t ies in states with retrospective adjustments to the prospective 

payment system probably face weaker incentives to control costs, because they do not 

know where the final ceiling will be relative to their peers. Similarly, facilities below 

the ceil ing know they will be paid their costs and, thus, these faci l i t ies also lack 

incentives for eff iciency and cost control in the cost centers subject to year-end 

adjustment. Again, peer groupings serve to mitigate against cost increasing incentives 

because uncertainty about the final adjusted rate may make facilities more cautious. 





G r o u p i n g f a c i l i t i e s t o set r e i m b u r s e m e n t r a t e s does no t a l w a y s e n c o u r a g e cost 

c o n t a i n m e n t , however . Group ing faci l i t ies pr ior to es tabl i sh ing ra tes wil l typical ly work 

to the a d v a n t a g e of h igher cost faci l i t ies since the faci l i t ies in the h igher cost groupings 

wil l have some costs recognized tha t would not have been recognized w i t h o u t g rouping . 

Group ings based on size, for example , are typical ly cons idered to work to the advan t age 

of sma l l e r f ac i l i t i e s t ha t wil l have a g rea te r p e r c e n t a g e of costs r ecogn ized . In fac t , 

several of the states surveyed tha t grouped faci l i t ies by size selected to implement such 

g roup ings not as a cos t -saving device , bu t to s t imula te and suppor t the deve lopmen t of 

small communi ty-based ICF-MRs. 

For the major i ty of states wi th prospect ive payment systems, as well as for all of the 

seven states wi th re t rospec t ive payment systems, the ac tua l ra tes faced by faci l i t ies were 

r e p o r t e d to be t i ed to each f a c i l i t y ' s own cost e x p e r i e n c e . F a c i l i t y s p e c i f i c 

r e i m b u r s e m e n t sys tems , i r r e s p e c t i v e o f des ign , a r e g e n e r a l l y e x p e c t e d to h a v e f ewer 

incen t ives for cost control and ef f ic iency because faci l i t ies can more d i rec t ly inf luence 

fu ture rates. As Holahan has observed for such systems in the nurs ing home industry: 

...a home can let its costs rise above the target , lose money in the cur ren t year, 
but es tabl ish a higher base for the next year 's ra te . Losses in the cur ren t year 
a re a t ype of i n v e s t m e n t y i e ld ing h ighe r r e v e n u e s t r eams in f u r t h e r years . 
(Holahan, 1983, p. 24) 

The cost gene ra t i ng incen t ives are even more p r o n o u n c e d in r e t rospec t ive fac i l i ty -

specific payment systems because if costs exceed the in te r im rate , the faci l i ty can receive 

all or pa r t of the d i f f e rence , in add i t ion to es tabl ishing a h igher base for the next year 's 

base. All of the seven s ta tes t ha t r epor t ed using re t rospec t ive p a y m e n t mechan i sms for 

ICF-MRs employ faci l i ty-specif ic payment schemes. 

2. Adjustments to Opera t ing Costs. 

Table 11 also i l lustrates that a number of states have established specific cost ceilings 

to a u g m e n t t h e cost c o n t a i n m e n t f e a t u r e s o f t h e i r ba s i c p a y m e n t sys t em. As was 

descr ibed ear l ie r , the cost con ta inmen t incent ives in state systems of ten depend as much 

on the adjus tments to the system as on the general system design itself. 



Only n i n e s ta tes recognize no percen t i l e cei l ings on fac i l i ty costs. He re the genera l 

i n c e n t i v e s i n h e r e n t i n b a s i c s y s t e m d e s i g n b e c o m e less r e l e v a n t s i nce u n d e r b o t h 

prospect ive and re t rospect ive a r rangements states wi th no percent i le ceilings use faci l i ty-

specific payment methods and l imit each faci l i ty by its own past cost exper ience. 

The s ta tes also vary in terms of whe ther percent i le cei l ings app ly to all costs or just 

spec i f i c cost cen te r s . Only two s ta tes (Missouri a n d Oregon) employ a u n i f o r m ce i l ing 

for all cost centers . These systems have the advan tage , s imilar to f lat ra te systems, that a 

h igh cost f a c i l i t y can spend , as i t chooses , w i t h i n the ove ra l l r a t e to b r i n g its ove ra l l 

costs w i th in the target ceilings. Most states that use un i fo rm percent i le ceil ings, however , 

employ a d d i t i o n a l cei l ings or screens for var ious i n d i v i d u a l cost centers to enable them 

to exercise greater control over spending wi th in the faci l i ty , especially, as a l ready noted, 

for m a n a g e m e n t fees and sa lar ies . Th i s a p p r o a c h of fe rs less d i sc re t ion to the high cost 

fac i l i ty for cost rea l loca t ion , bu t assures grea te r compl iance wi th s ta te policy object ives 

concern ing the resources al located for direct care and admin i s t r a t ion . 

For states tha t repor ted specific percent i le ceil ings, ceilings on ind iv idua l cost centers 

r a n g e d f rom the 50th p e r c e n t i l e (e.g., I l l ino is ) to the 100th p e r c e n t i l e (e.g., Co lo rado) . 

Obvious ly , the lower the percent i le ceil ing, the fewer costs tha t will be recognized by the 

s ta te , and the greater cost con ta inment incent ives in the system. However , if the ceilings 

a re set too low, they can o v e r w h e l m o the r incen t ives in the p a y m e n t sys tem a n d a f fec t 

the q u a l i t y of ca re in the fac i l i ty . Th i s i s p a r t i c u l a r l y l ike ly for v a r i a b l e p rospec t ive 

p a y m e n t sys tems w i t h u n i f o r m ce i l ings on to ta l costs; i f the ce i l ing is set so low tha t 

most or all of the fac i l i t ies in the s ta te a re at or above the l imi t , the system becomes, in 

effect , a s ta tewide flat ra te system. 

T w e n t y - s e v e n s t a t e s a l so e m p l o y e d i n f l a t i o n a d j u s t m e n t s t o m o d i f y t h e cost -

c o n t a i n m e n t f ea tu re s of p r i v a t e ICF-MRs over t ime . As was desc r ibed ea r l i e r , the cost 

incen t ives sys temwide will depend largely on the choice of index or indices . Moreover , 

the b e h a v i o r of h igh cost fac i l i t i e s wil l also d e p e n d on the m e t h o d of r ebas ing ; t ha t is, 

w h e t h e r costs a re i n f l a t ed based on the ta rge t r a t e or on a c t u a l costs. I f the fac i l i ty ' s 



costs ad jus ted for i n f l a t i o n is i ts r a te , the cost c o n t a i n m e n t i ncen t ives a re d imin i shed ; 

fac i l i t ies tha t have ac tua l costs below the target ra te are penal ized for being e f f ic ien t in 

the c u r r e n t y e a r b e c a u s e f u t u r e r a t e s p ro j ec t ed on c u r r e n t y e a r p e r f o r m a n c e wi l l be 

lower . A l t e r n a t i v e l y , i f a fac i l i ty ' s costs exceed the r a t e , the f ac i l i t y wil l be r e w a r d e d 

for ine f f i c i ency in the fu tu re because subsequent ad jus tments to the ra te will be higher . 

Most s ta tes repor ted tha t ICF-MR paymen t systems in f l a te fac i l i ty rates based on ac tual 

costs. 

If the es tabl ished ra te becomes the base for ad jus t ing next year ' s costs, however , the 

i ncen t ive s change . A h igh cost f ac i l i ty t ha t reduces i ts cost s t r u c t u r e to come in below 

the e s t a b l i s h e d r a t e wi l l be r e w a r d e d in the c u r r e n t yea r a n d in f u t u r e yea r s as well . 

S imi l a r ly a f a c i l i t y t h a t c o n t i n u e s to o p e r a t e i n e f f i c i e n t l y wi l l c o n t i n u e to be u n d e r 

p ressure to r educe costs in f u t u r e years , because subsequen t ra tes wi l l be based on the 

cur ren t ra te , not the faci l i t ies ' actual costs. 

3. Qual i ty and Access Implicat ions. 

T h e p r eced ing sect ion s u m m a r i z e d the genera l incen t ives i n h e r e n t in s ta te ICF-MR 

systems to modi fy g rowth and foster cost con ta inment . Po ten t ia l savings accru ing from 

such incen t ives can resul t in (1) increased e f f i c iency , (2) changes in res iden t or service 

mix, or (3) r educed qua l i ty of care . P rov id ing a ce r t a in level of r e imbursemen t does not 

necessar i ly gua ran t ee the provis ion of the level of qua l i ty deemed des i rable by the state. 

T h i s sec t ion e x a m i n e s the gene ra l i ncen t ive s p r o v i d e d for in s t a te p a y m e n t systems to 

enhance access to and qual i ty of ICF-MR services. 

U n d e r u n i f o r m or f la t r a t e sys tems, the f ac i l i t y r e t a i n s p a y m e n t s in excess of its 

costs . Because eve ry f a c i l i t y w i t h i n t he system rece ives the same p a y m e n t for every 

r e s i d e n t , f a c i l i t y r e v e n u e s a r e u n a f f e c t e d i f t h e f a c i l i t y p r o v i d e s l o w e r q u a l i t y t o 

a c h i e v e s a v i n g s . T e x a s a n d O h i o h a v e a t t e m p t e d t o a m e l i o r a t e t he se i n c e n t i v e s b y 

e s t a b l i s h i n g peer g r o u p i n g s based on c l i en t c h a r a c t e r i s t i c s and c o r r e s p o n d i n g s t a f f i n g 

r e q u i r e m e n t s . Such g r o u p i n g s e n a b l e these two s t a t e s t o b e t t e r t a r g e t c l i e n t s by 

c a t e g o r i z i n g h o m e s i n t o more h o m o g e n e o u s g r o u p i n g s p r o v i d i n g s i m i l a r s e r v i c e s t o 



comparable clients. 

In genera l , however , re imbursement schemes tha t are independen t of faci l i ty costs are 

g e n e r a l l y c o n s i d e r e d to have less f l ex ib i l i t y to m a i n t a i n q u a l i t y w i t h cost r e d u c t i o n s , 

espec ia l ly w h e r e fac i l i t i e s a re a l lowed to keep the d i f f e r e n c e be tween a c t u a l costs and 

the es tab l i shed rates . Most s tudies in the general nurs ing home l i t e r a t u r e suggest tha t in 

such systems, pressures to enhance qual i ty will have to come outside the payment systems 

if m in imum qual i ty s t andards are to be main ta ined under faci l i ty i ndependen t systems. 

Most e x p e r t s ag ree t h a t f a c i l i t y - spec i f i c r e i m b u r s e m e n t sys tems p r o v i d e the most 

f l e x i b i l i t y t o m a i n t a i n q u a l i t y , e spec ia l ly w h e n the f a c i l i t y ' s a c t u a l costs become the 

basis for nex t yea r ' s r a t e . These sys tems p e r m i t homes w h i c h seek to p r o v i d e more or 

b e t t e r se rv ices to do so w i t h o u t f i n a n c i a l pena l t y . M a n y of t he p r o s p e c t i v e f a c i l i t y -

s p e c i f i c p a y m e n t sys tems for I C F - M R s p ro tec t a g a i n s t c u t b a c k s in q u a l i t y f rom cost-

r e d u c t i o n s by (1) p r o v i d i n g a r e t r o s p e c t i v e a d j u s t m e n t to the e s t a b l i s h e d r a t e , a n d (2) 

in f la t ing next year 's ra te by ac tual faci l i ty costs instead of the pr ior year 's ra te . 

States can still enhance the incent ives to provide qua l i ty care in payment mechanisms 

w i t h s t r o n g cost c o n t a i n m e n t i n c e n t i v e s by e s t a b l i s h i n g m u l t i p l e p a y m e n t sc reens o r 

ce i l ings on va r ious cost cen ters , and then set t ing h igher pe rcen t i l e cei l ings in a reas tha t 

they believe to be more closely re la ted to qual i ty care (e.g., d i rec t care staff) . 

Most s ta tes a d d r e s s q u a l i t y of ca re issues p r i m a r i l y t h r o u g h m e c h a n i s m s ou t s ide of 

r a t e - s e t t i n g p o l i c y . T h e f i v e s t a t e s t h a t r e p o r t e d u s i n g c a s e - m i x a d j u s t m e n t s t o 

c o m p e n s a t e f a c i l i t i e s fo r t h e cos ts o f c a r i n g fo r r e s i d e n t s w i t h d i f f e r e n t l eve l s o f 

i m p a i r m e n t a r e excep t ions . Fac i l i t i e s in each of these systems a re p r o v i d e d m a x i m u m 

p a y m e n t a m o u n t s fo r p a t i e n t c a r e costs based on c l i e n t a s ses smen t s . In g e n e r a l , t he 

higher the level of impa i rment , the higher the payment amount . Thus , there are no clear 

i n c e n t i v e s in these sys tems to lower t he q u a l i t y of c a r e in the face of cost r e d u c t i o n s 

s ince the f ac i l i t y wi l l s t i l l be compensa ted for v a r y i n g care r e q u i r e m e n t s of res iden ts . 

M o r e o v e r , case -mix sys tems also m i t i g a t e aga in s t f a c i l i t i e s d e n y i n g access to severe ly 

impai red cl ients on pure ly economic grounds. 



The e f f i cacy of case-mix adjus tments in enhanc ing qua l i t y of care depends , in par t , 

o n t h e q u a l i t y o f t he a s s e s s m e n t i n s t r u m e n t . N e e d s a s s e s s m e n t s t h a t e m p h a s i z e t he 

med ica l -nurs ing d imens ions of care p lann ing and service de l ivery may misrepresent the 

d e v e l o p m e n t a l ca re r e q u i r e m e n t s of most r e s iden t s and p r o v i d e i n c e n t i v e s to a l loca te 

resources in a m a n n e r q u i t e i n d e p e n d e n t f rom h a b i l i t a t i v e needs . Med ica l l y o r i en t ed 

needs assessment may in fac t p rov ide perverse incen t ives i f f ac i l i t i e s are i n a d v e r t e n t l y 

r e w a r d e d for grea te r f requency of medica t ion admin i s t r a t i on , for example . Thus , states 

such as I l l i no i s and Ohio t h a t have a d a p t e d p re - ex i s t i ng case -mix sys tems for genera l 

nu r s ing homes should exercise cons iderable effor t to assure t ha t assessment ins t ruments 

a re i n d e e d a p p r o p r i a t e for the qu i t e d i f f e r e n t ca re r e q u i r e m e n t s o f d e v e l o p m e n t a l l y 

disabled persons in ICF-MRs. 

Pa t i en t - r e l a t ed r e imbursement systems that emphas ize phys ic ian , nurs ing , medica t ion 

admin i s t r a t ion , and other high cost inputs may also be in f la t ionary if faci l i t ies have few 

incen t ive s to be e f f i c i en t . Ohio , for example , has few incen t ives to be e f f i c i en t in the 

de l ivery of care because the i r f ina l ra te is adjusted re t rospect ive ly to equal ac tua l costs, 

if thei r cost exper ience in the cur ren t year was less than the established rate . Il l inois, in 

con t ras t , a l lows fac i l i t i es to keep the d i f f e r ence be tween the i r a c t u a l p a t i e n t care costs 

and the max imum al lowable case-mix adjusted rate as profi t . 

F i n a l l y , on ly one s t a t e ( I l l ino i s ) r e p o r t e d u t i l i z i n g more d i r e c t l i n k a g e s b e t w e e n 

qua l i ty and r e imbursemen t policy, such as making ef f ic iency incent ives con t ingen t upon 

the lack of compl i ance def ic ienc ies . Also, no s ta te i n d i c a t e d t ha t the i r r e s iden t - r e l a t ed 

paymen t system was outcome or ien ted or rewarded faci l i t ies f inanc ia l ly accord ing to the 

presence of cl ient growth or t ransi t ion to less res t r ic t ive sett ings. 

B. Recommendat ions 

States demons t r a t e broad d ivers i ty in p r iva te ICF-MR re imbursemen t policies. States 

d i f f e r i n t h e i r a p p r o a c h t o w a r d I C F - M R r e i m b u r s e m e n t b e c a u s e t h e i r goals a n d 

object ives d i f f e r wi th respect to such fac tors as the des i red d i s t r i b u t i o n a n d a m o u n t of 



ICF-MR beds in p r i v a t e fac i l i t i e s ; the ta rge t ra te of g rowth in beds; cha r ac t e r i s t i c s of 

r e s i d e n t s ; t y p e o f f a c i l i t y c o n s i d e r e d a p p r o p r i a t e for p a r t i c i p a t i o n i n t h e i r I C F - M R 

program; the expec ted g rowth in s ta te e x p e n d i t u r e s for ICF-MR ca re ; a n d the projec ted 

g r o w t h a n d a v a i l a b i l i t y o f s u b s t i t u t e s a n d c o m p l e m e n t a r y s e rv i ce s w i t h i n the s t a t e ' s 

c o n t i n u u m of c a r e fo r m e n t a l l y r e t a r d e d p e o p l e . N e v e r t h e l e s s , a r e v i e w of s t a t e 

methodologies reveals several policy opt ions tha t states should cons ider to enhance the i r 

re imbursement system for ICF-MR care in pr iva te res ident ia l sett ings: 

1 . G r o u p i n g f a c i l i t i e s for p a y m e n t p u r p o s e s s h o u l d i n c l u d e I C F - M R c l i e n t 

c h a r a c t e r i s t i c s i n t h e g r o u p i n g m e c h a n i s m t o a s s u r e t h a t d i f f e r e n t l eve l s o f c l i e n t 

i m p a i r m e n t will be recognized in the ra te-se t t ing mechanism. Th i s app roach will ensure 

t h a t f a c i l i t i e s w i l l no t be e n c o u r a g e d to cu t b a c k on q u a l i t y i f cost r e d u c t i o n s a r e 

neces sa ry . I t shou ld also f a c i l i t a t e the p l a c e m e n t of p r o f o u n d l y r e t a r d e d r e s i d e n t s in 

communi ty sett ings. If employing client character is t ics in the grouping mechanism is not 

d e s i r a b l e t o s t a t e s , those w i t h g r o u p i n g schemes shou ld m i n i m a l l y cons ide r a d d i t i o n a l 

a d j u s t m e n t s t h a t r ecogn ize the costs of t r e a t i ng c l ien ts w i t h v a r y i n g i m p a i r m e n t levels 

(e.g., case-mix adjustments) . 

2 . S ta tes shou ld a t t e m p t / b e encouraged to move a w a y f rom u n i f o r m cost l imi t s to 

mul t ip le screens on cost centers wi th in an overal l cap on total costs. This approach will 

enable states to exert greater inf luence over resource al locat ion wi th in the faci l i ty while , 

at the same t ime, p rovid ing f lexibi l i ty to raise or lower screens on specific cost centers to 

r e f l e c t c h a n g i n g p o l i c y o b j e c t i v e s r e g a r d i n g I C F - M R cos t c o n t a i n m e n t a n d q u a l i t y 

c o n t r o l . Sc reens c o u l d be e s t a b l i s h e d to set m i n i m u m s as wel l a s m a x i m u m s w i t h i n 

d i f f e ren t cost centers . 

3 . S t a t e s s h o u l d a t t e m p t m o d e s t r e w a r d s fo r e f f i c i e n c y o f o p e r a t i o n t h r o u g h 

a d j u s t m e n t s t o p r o s p e c t i v e l y d e t e r m i n e d p a y m e n t s y s t e m s based o n the c u r r e n t 

e s t a b l i s h e d r a t e , no t a c t u a l costs . T h i s po l icy wi l l p r o v i d e b o t h long a n d s h o r t r u n 

incent ives for eff ic iency in high cost facil i t ies. 



4. C o n c e r n s a b o u t the e f f e c t of e f f i c i e n c y i n c e n t i v e s on q u a l i t y of c a r e can be 

a v o i d e d t h r o u g h i n c e n t i v e s o n n o n s e r v i c e a r e a s such a s a d m i n i s t r a t i o n . T h i s o p t i o n 

r e q u i r e s , of cour se , r ig id cost a l l oca t ion rules to m i n i m i z e the poss ib i l i t y of f ac i l i t i e s 

m a n i p u l a t i n g t h e i r books . A n o t h e r o p t i o n w o u l d b e t o m a k e e f f i c i e n c y i n c e n t i v e 

p a y m e n t s c o n d i t i o n a l u p o n the l ack o f c o m p l i a n c e d e f i c i e n c i e s i n s t a t e o r f e d e r a l 

cer t i f ica t ion surveys. 

5. In f l a t ion ad jus tments should be ref lect ive of costs incur red by p r iva te ly opera ted 

ICF-MRs and vet not subject to manipula t ion by facil i t ies. States should careful ly assess 

the cost imp l i ca t ions of the va r i e ty of composi te ind ices now in use for ad jus t ing ICF-

MR costs. In pa r t i cu la r , e lements of the Consumer Pr ice Index may unde r s t a t e inf la t ion 

in the ICF-MR service sector unless adjus tments are made to account for the special ized 

n e e d s o f s e v e r e l y a n d p r o f o u n d l y r e t a r d e d I C F - M R r e s i d e n t s . I f s t a t e s use c l i e n t 

cha rac t e r i s t i c s in grouping faci l i t ies for re imbursement purposes , d i f f e r en t indices may 

be a p p r o p r i a t e to d i f fe ren t i a t e cost t rends among peer groupings. At the same t ime, these 

a d j u s t m e n t s should not be so service-speci f ic t h a t they are easi ly m a n i p u l a b l e by a few 

facil i t ies. 

6 . States e x p a n d i n g SNF and ICF case-mix ad jus tmen t s to ICF-MR p a y m e n t policy 

s h o u l d c a r e f u l l y e x a m i n e the a p p r o p r i a t e n e s s o f t h e s e m e t h o d o l o g i e s . T h e t y p e o f 

h a b i l i t a t i v e c a r e a n d t r e a t m e n t p r o v i d e d fo r m e n t a l l y r e t a r d e d p e r s o n s i n p r i v a t e 

r e s iden t i a l f ac i l i t i e s i s subs t an t i a l l y d i f f e r e n t t han nu r s ing home ca re , a n d i n s t rumen t s 

used for case-mix ad jus tments must obta in and proper ly weigh those cl ient da ta tha t are 

d i r e c t l y r e l a t e d t o v a r i a t i o n s i n t h e cost o f p r o v i d i n g a p p r o p r i a t e h a b i l i t a t i o n . I n 

p a r t i c u l a r , t he med ica l o r i e n t a t i o n o f the n u r s i n g home assessment i n s t r u m e n t s of ten 

ref lec ts a d i f f e ren t t r e a tmen t phi losophy and desired a l locat ion of d i rec t care resources 

than is needed to meet the hab i l i t a t ion needs and care r equ i r emen t s p rov ided to ICF-MR 

residents. 

7. States wi th capi ta l re imbursement problems may want to consider a fee-for-service 

c a p i t a l sys tem. Sta tes have t a k e n a r e l a t i ve ly soph i s t i c a t ed a p p r o a c h in r e i m b u r s i n g 



c a p i t a l - r e l a t e d e x p e n s e s . H o w e v e r , those s t a t e s t h a t d o e x p e r i e n c e p r o b l e m s i n 

establ ishing the purchase or listing price of faci l i t ies should consider moving to a fee-for-

c a p i t a l a r r a n g e m e n t . E s t a b l i s h i n g c a p i t a l r e i m b u r s e m e n t based on one fee or severa l 

m o d i f i e d fees based on such c r i t e r i a as f a c i l i t y age a n d f a c i l i t y size wi l l r e d u c e the 

o p p o r t u n i t y for t r a f f i c k i n g a n d lessen the need to m o n i t o r p r i v a t e t r a n s a c t i o n s in the 

marke t . States can also select ively control capi ta l costs t h rough select ive cost screening. 

Among the cost centers to be cons idered for select ive cost sc reening a re (1) the va lue of 

the home, (2) a l lowable interest expense, (3) deprecia t ion al lowances , and (4) sa le /pr ice of 

the faci l i ty . 

8 . S ta tes shou ld e v a l u a t e ICF-MR r e i m b u r s e m e n t i n c e n t i v e s in the c o n t e x t of the 

b roader c o n t i n u u m of res ident ia l care services ava i lab le or desired for mental ly re ta rded 

persons. ICF-MR is only one level in a range of res iden t ia l care models a p p r o p r i a t e for 

f a c i l i t a t i n g d e v e l o p m e n t a n d c a p a c i t y fo r i n d e p e n d e n t l i v i n g o f m e n t a l l y r e t a r d e d 

p e r s o n s i n c o m m u n i t y s e t t i n g s . M e d i c a i d r e i m b u r s e m e n t po l i cy s h o u l d r e f l e c t t he 

d e s i r a b i l i t y o f f u n c t i o n s fo r I C F - M R f a c i l i t i e s w i t h i n t he r e s i d e n t i a l c a r e sys tem to 

assure t h a t I C F - M R p a y m e n t i n c e n t i v e s e n h a n c e r a t h e r t h a n i n h i b i t c l i en t m o v e m e n t 

toward grea ter levels of independence , self-care, and in tegra t ion in communi ty sett ings. 
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Q u e s t i o n s o n t h i s form ask f o r I n f o r m a t i o n a b o u t t h e f o l l o w i n g a r e a s o f r e i m b u r s e m e n t : 

I . G e n e r a l Re imbursement P r a c t i c e s 

I I . Re imbursemen t Based o n F a c i l i t y / C l i e n t C h a r a c t e r i s t i c s 

I I I . I n d e x i n g I n f l a t i o n / C o s t s 

IV. Cos t L i m i t s Not Based on I n d e x e s 

V. P r o f i t s and R e t u r n on E q u i t y 

VI . C a p i t a l Re imbursemen t 

V I I . E x c e p t i o n s P r o c e s s 

* P l e a s e r e s p o n d t o q u e s t i o n s o n l y a s t h e y a p p l y t o r e s i d e n t i a l f a c i l i t i e s fo r m e n t a l l y r e t a r d e d 

p e o p l e . Mark any q u e s t i o n t h a t d o e s no t a p p l y w i t h "NA". 

I . G e n e r a l Re imbursemen t P r a c t i c e s 

A . R e s p o n s e s on t h i s s u r v e y form a p p l y to a r e i m b u r s e m e n t m e t h o d o l o g y e f f e c t i v e a s o f ._________________ 

D a t e 

B . I s f a c i l i t y r e i m b u r s e m e n t b e s t d e s c r i b e d a s ( c h e c k o n e ) : 

Cos t r e l a t e d , b a s e d o n a c t u a l c o s t s o f t h e s p e c i f i c 

f a c i l i t y (Answer C , s k i p D) 

Cos t r e l a t e d , b a s e d o n a v e r a g e c o s t s o f s o m e / a l l 

f a c i l i t i e s (Answer C , s k i p 0 ) 

L e g i s l a t e d f l a t r a t e b a s e d o n f a c t o r s such a s 

s t a t e / c o u n t y b u d g e t and number o f c l i e n t s ( S k i p t o D) 

N e g o t i a t e d f l a t r a t e d e c i d e d a t c o u n t y o r r e g i o n a l 

l e v e l ( S k i p to D) 

O t h e r > D e s c r i b e : ( S k i p to D) 

C . Which o f t h e f o l l o w i n g b e s t d e s c r i b e s t h e method o f r a t e s e t t i n g used f o r c o s t r e l a t e d r e i m b u r s e m e n t ( c h e c k 

o n e ) ? : 

P r o s p e c t i v e ; r a t e s s e t i n a d v a n c e o f c o s t s i n c u r r e d 

R e t r o s p e c t i v e ; r a t e s s e t a f t e r c o s t s i n c u r r e d 

P r o s p e c t i v e w i t h r e t r o s p e c t i v e a d j u s t m e n t s 

O t h e r > D e s c r i b e : 



D. Are any of the following considered when determining a l e g i s l a t e d or negot ia ted f l a t r a t e (check a l l that app ly) : 

Cost of cap i t a l ( e . g . , d e p r e c i a t i o n . i n t e r e s t on c a p i t a l asse t loans) 

Operating expenses ( e . g . , s a l a r i e s for d i r ec t care workers) 

Cl ient c h a r a c t e r i s t i c s ( e . g . , hard to place c l i e n t s , age of c l i e n t s ) 

F a c i l i t y c h a r a c t e r i s t i c s ( e . g . , l oca t i on , p ro f i t o r nonprofi t ) 

Other > Describe: 

E. Are f a c i l i t i e s permitted to include any of the following serv ices in t h e i r r e s i d e n t i a l r a t e ? Check a l l tha t apply 

All r e s iden t s Some r e s iden t s Bil led 
Some fac . All fac. Some fac . All fac . separa te ly 

Physical therapy 
Speech therapy 
Occupational therapy 
Day program outs ide l iv ing uni t 
Transport to/from day program 
24 hour nursing 
Doctor /hospi ta l expenses 
Other -—> Describe. 

I I . Reimbursement Based on Fac i1 i ty /C l l en t C h a r a c t e r i s t i c s 

A. Are f a c i l i t i e s grouped (for r a t e or cost c e l l i n g determinat ion) based on any f a c i l i t y or c l i e n t c h a r a c t e r i s t i c s ? 
No. Yes.---> What are groupings based on (check a l l tha t apply)? : 

F a c i l i t y locat ion ( e . g . , urban vs . r u r a l ) 

F a c i l i t y s ize ( e . g . , 15 or l e s s , 15+) 

Client age ( e . g . , chi ldren vs . adul ts ) 

Cl ient level of d i s a b i l i t y ( e . g . , severe/profound v s . moderate/mild) 

F a c i l i t y level of care ( e . g . , s t a t e d e s i g n a t i o n / c e r t i f i c a t i o n within type) 

P ro f i t / nonpro f i t 

Ownership ( e . g . , corporate vs . s ing le family) 

Other, D e s c r i b e : 



B. Is the reimbursement system adjusted using a case-mix index ( i . e . , an aggregate score/measure charac te r i z ing a 
f a c i l i t y based on a c l u s t e r of res iden t c h a r a c t e r i s t i c s or res iden t service needs)? No. Yes. -—> Please a t tach 
the regu la t ions or a desc r ip t ion of that process to th i s survey form. 

C. Does the r a t e s e t t i n g s t r u c t u r e make special allowances for f a c i l i t i e s serving one or more hard to place c l i e n t s 
( i . e . , as defined by case manager)? No. Yes. -—> Describe. 

I I I . Indexing In f la t ion /Cos t s 
( indices include but are not l imited to the Consumer Pr ice Index, GNP-Deflator, s t a t e designed composite index) 

A. In e s t ab l i sh ing the reimbursement r a t e , is an index used to adjust the overal l f a c i l i t y r a t e for in f l a t ion ( i . e . , 
includes d e p r e d a t i o n , i n t e r e s t , and p ro f i t if these costs are allowed for purposes of reimbursement)? No, 
(if No, skip to 8 ) . Yes. -—> Name the Index. 

1. Are increases in ce r t a in costs unres t ra ined by the index (pass- throughs) and incorporated 1n t h e i r e n t i r e t y into 
r a t e s? No. Yes. Which c o s t s : 

B. Is an Index used to adjust t o t a l operat ing costs for in f la t ion (excluding d e p r e d a t i o n , i n t e r e s t , and p r o f i t -

allowances)? No. (If no, skip to C) Yes. —> Name the Index: 

1. Are increases in ce r t a in operat ing costs unrest ra ined by the Index (pass- throughs) and incorporated in the i r 
e n t i r e t y into r a t e s ? No. Yes. —> Which c o s t s : 

C. Are indices only used to i n f l a t e spec i f ic cost ca tegor ies ( e . g . , const ruct ion c o s t s , food cos t s )? 
No. Yes. —> Lis t each cost category and Index used: 



IV. Cost Limits Not Based on Indexes (Cost l i m i t s , c e i l i n g s , or caps r e f l e c t a maximum increase of allowable reimbursement 
based on f a c i l i t y / i n d u s t r y cos t s ) 

A. Do you place l imi t s on a f a c i l i t y ' s t o t a l r a t e ? No. Yes. —> Describe: 

B. Do you place l imi t s on allowable reimbursement for any costs other than deprec ia t ion and i n t e r e s t ? No. ( i f No, skip 
to Section V). Yes. ---> 

1. Are l imi t s placed on cost c e n t e r s / c a t e g o r i e s ( e . g . , admin i s t ra t ive c o s t s , kitchen c o s t s , anc i l l a ry se rv ices )? 
No. Yes. —> Which cost c e n t e r s : -----> Is the l imi t (Check one) : 

a p e r c e n t i l e a mean a mean & percentage Other 
(descr ibe) average of mean (descr ibe) (descr ibe) 

a. If f a c i l i t i e s are grouped based on res ident or f a c i l i t y c h a r a c t e r i s t i c s (see Section I I ) , are the l imi t s 

described above d i f f e r en t for f a c i l i t i e s 1n d i f fe ren t groups? No. Yes. — — > Desc r ibe : 

2. Are l imi t s placed on spec i f ic costs ( e . g . , top manager's s a l a r y , food c o s t s , speech therapy)? No. Yes. 
> Which spec i f ic cos ts? > Is the l i m i t : 

a p e r c e n t i l e a mean a mean & percentage Other 
(descr ibe) average of mean (descr ibe) (descr ibe) 

a. If f a c i l i t i e s are grouped based on re s iden t or f a c i l i t y c h a r a c t e r i s t i c s (see Section I I ) , are the l imi t s 
described above d i f f e r en t for f a c i l i t i e s 1n d i f fe ren t groups? No. Yes. — — > Describe: 

3. Are l imi t s placed on management fees , home off ice fees , top management compensation in the case of "chain" or 
mul t ip le home opera t ions? N/A. No. Yes. —> Describe: 

V. P ro f i t s and Return on Equity 

A. Is there an e x p l i c i t p ro f i t component in the reimbursement system? No. Yes. —> Which of the following best 
descr ibes how p r o f i t s are determined (check one)?: 

Fixed p ro f i t allowance per res iden t day ( d e s c r i b e ) : 

Variable p r o f i t allowance per res iden t day up to a maximum 
( d e s c r i b e ) : 



B. Is a re turn on equity paid that is d i f f e ren t from the p ro f i t component above: No. ( if No, skip to C) Yes. —> 

1. To which f a c i l i t i e s is the re turn on equity applied (check a l l t ha t apply)? : 

Not- for -prof i t f a c i l i t i e s For-prof i t f a c i l i t i e s 

2. What is the r a t e of re turn and cap i t a l base used for equity computations?: 

C. If a f a c i l i t y is e f f i c i e n t and does not spend up to i t s e s t ab l i shed r a t e , does it keep the d i f ference between i t s 
actual expenditure and es tab l i shed r a t e ? No. Yes. 

VI. Capital Reimbursement 

A. Is deprec ia t ion allowed for purposes of reimbursement? No. ( i f No, skip to B) Yes. ---> 

1. Is deprec ia t ion s t r a i g h t l i n e ? No. Yes. 

2. Is acce le ra ted deprec ia t ion permitted? No. Yes. —> What is the maximum deprec ia t ion allowed? 

3. Is the f a c i l i t y required to e s t a b l i s h a funded d e p r e d a t i o n account to help meet pr inc ipa l payments when such 
payments exceed deprec ia t ion? No. Yes. —> Describe: 

a. If No, as par t of the f a c i l i t y ' s property reimbursement does the s t a t e e s t a b l i s h a funded deprecia t ion 
account and pay into it for the f a c i l i t y ? No. Yes, 

4. How 1s the value of the f a c i l i t y recognized by the s t a t e (check one): 

His to r ic c o s t s . - - - > From which date are cos ts se t (check one) : 

_____ Date of const ruct ion 

Date of l a s t sa le 

Other. —> Describe: 

Replacement costs 



Market value 

a. Must the buyer and s e l l e r be "unrela ted"? No. Yes. Define "unre la ted" : 

b. Are there do l l a r l imi t s placed on market t r ansac t i ons? No. Yes. —> 
What are the l i m i t s : 

Other. — > Describe: 

5. Does the s t a t e place a do l l a r maximum on the investment in a bed which it is wi l l ing to pay for? No. Yes. —> 
What was the maximum on July 1, 1983: 

6. What is the useful l i f e of a new f a c i l i t y (check a l l tha t apply)? : 

15 years 40 years 

30 years Other. —> Describe: 

35 years 

B. Is i n t e r e s t incurred for fixed asse t acqu i s i t i on allowed for purposes of reimbursement? No. (1f No, skip to C) 
Yes. > Does the s t a t e (check one): 

Establ ish the i n t e r e s t r a t e i t wi l l recognize for reimbursement 
( e . g . , impute a f l a t r a t e to a l l f a c i l i t i e s ) 

Reimburse the actual i n t e r e s t expenses incurred by a f a c i l i t y -—> 

Are r a t e s set according to (check one): 

p reva i l i ng r a t e s Other —> Describe: 

Preva i l ing r a t e to 

c e i l i n g (descr ibe 
cei1ing) 

1, If the f a c i l i t y has debts in excess of the book value of the cap i t a l a s se t s (negat ive e q u i t y ) , does the s t a t e 
reimburse the f a c i l i t y i n t e r e s t expenses a t t r i b u t e d to the negat ive equi ty? No. Yes. —-> (Check one) 

All i n t e r e s t expenses are reimbursed 

I n t e r e s t expenses to a c e l l i n g are reimbursed (what 1s the c e l l i n g ) : 

C. Does the s t a t e reimburse working cap i t a l i n t e r e s t expenses? No. Yes. —-> Describe any l i m i t s : 



D. If property cos ts are reimbursed using deprec ia t ion and i n t e r e s t , 1s the purchase p r ice of a f a c i l i t y recognized for 
e s t ab l i sh ing the bas i s of reimbursement? No. If No, skip to E) Yes. > 

1. How is the value of the home l imited (check one) : 

Income value Depreciated replacement cos ts? —> Describe: 

Assessed value 

Market value Other —> Describe: 

2. If a sa le occurs, is the re a deprec ia t ion recapture provis ion? No. Yes. —> Describe: 

3. Are there reimbursement incent ives for an owner not to s e l l h is f a c i l i t y ? No. Yes. ---> Describe: 

E. Are lease expenses recognized as allowable costs for reimbursement purposes? No. (1f No, skip to E3) Yes. —> 

1. Does the s t a t e se t a c e l l i ng on lease payments? No. Yes. —> What is the c e i l i n g ; how 1s 1t determined?: 

2. Does the s t a t e requ i re that the lease be of a minimum durat ion? No. Yes. —> What is tha t minimum?: 

3. If lease expenses are not allowed for reimbursement purposes, how are opera tors of leased f a c i l i t i e s reimbursed? 
> Describe: 

F. If deprecia t ion and i n t e r e s t or lease expenses are not allowed for purposes of reimbursement, how is cap i t a l financed 
— — > Describe: 

VII . Exceptions Process 

A. Can a f a c i l i t y apply for an exception ( increase) to an es tab l i shed reimbursement r a t e if such an exception 1s based 
on ext raordinary c l i e n t c h a r a c t e r i s t i c s / s e r v i c e s needs? Yes. No. 

B. Which s t a t e agency/off ice hears appeals for exceptions to a reimbursement r a t e? 

C. How many f a c i l i t i e s applied for an exception in the most recent r a t e year? 

D. How many were granted an exception in the most recent r a t e year? 

VII I . Has the reimbursement method described above successful ly con t ro l l ed cos ts while promoting program goals? Please 
comment: 


