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STATE PLAN FOR MEDICAID PROVIDER REIMBURSEMENT  

Long Term Care including Intermediate Care Facilities for the Mentally Retarded 

Long-term care services and intermediate care services for the mentally retarded are paid for 
Medicaid recipients by means of rates determined in accordance with the following principles, 
methods and standards which comply 1902(a)(13)(A), and 1902(a)(30) of the Social Security 
Act and Federal regulations at 42 CFR 447.250 through .252, .256, .257, .272, and.280. 

I Introduction: 

Rate setting principles and methods are contained in Alaska Statutes 47.07.070 - 
47.07.900 and administrative regulations in Alaska Administrative Code 7 AAC 43. 

Data sources used by the Department of Health and Social Services (the Department) are 
the following: 

1. When rebasing occurs, the Medicare Cost Report for the facility’s fiscal year 
ending 12 months before the beginning of the year that is rebased (base year). 

2. Budgeted capital costs, submitted by the facility and reviewed and adjusted by the 
Department as appropriate in accordance with Section II, for the rate year on 
capital projects or acquisitions which are placed in service after the base year and 
for which an approved Certificate of Need has been obtained. 

3. Year end reports which contain historical financial and statistical information 
submitted by facility's for past rate setting years. 

4. Utilization and payment history report (commonly known as the MR-0-14) 
provided by the Division of Health Care Services. 

II Allowable Costs: 

Allowable costs are documented costs that are ordinary and necessary in the delivery of a 
cost effective service.  Allowable costs are those which directly relate to Title XIX 

TN No. 04-03 Approved Date _October 19, 2004  Effective Date: January 1, 2004
Supersedes TN No. 99-010 
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program recipients.  Costs would include those necessary to conform with the state and federal 
laws, regulations, and quality and safety standards. 

Most of the elements of Medicaid allowable costs are defined in Medicare and reported, subject 
to audit, on the Medicare Cost Report. The following items are possible adjustments from 
financial statement classifications to Medicaid classifications, and may be reflected either 
within the Medicare Cost Report or elsewhere in the Medicaid cost finding process: 

Return on investment is not an allowable cost for any facility. 

Advertising cost is allowable only to the extent that the advertising is directly related to 
patient care. The reasonable cost of only the following types of advertising and marketing 
is allowable: 

o announcing the opening of or change of name of a facility. 
o recruiting for personnel. 
o advertising for the procurement or sale of items. 
o obtaining bids for construction or renovation. 
o advertising for a bond issue. 
o informational listing of the provider in a telephone directory. 
o listing a facility’s hours of operation. 
o advertising specifically required as a part of a facility’s accreditation  process. 

Advocacy and lobbying expenses, along with any costs related to these activities, are not 
allowable. 
Costs for facility-initiated court or administrative proceedings are non-allowable except 
when the facility prevails on the issue and the judgment doesn’t include an award of fees 
and costs. Any allowable costs are limited to expenses incurred in the base year.  

Physician compensation costs and related charges associated with providing care to patients 
are not allowable for purposes of calculating a prospective payment rate. 

Medical services which a facility or unit of a facility is not licensed to provide are not 
included as an allowable cost. 

Costs not authorized by a certificate of need when a certificate of need is required are not 
included as an allowable cost. 

Pharmaceutical supplies and materials paid under other programs are not included as an 
allowable cost. 

Management fees or home office costs which are not reasonably attributable to the 
management of the facility.  Home office costs may not exceed those reported in the most 
recently Medicare audited Home Office Cost Report. 

TN No. 04-09                  Approved Date 05/25/05
 Effective Date: July 1, 2004 Supersedes TN No. 04-03 
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Allowable patient related costs include wages, salaries, and employee benefits, purchased services; 

supplies; utilit¡es, depreciat¡on, rentals, leases; taxes, excluding local, state, and federal ¡ncome taxes; 

and ¡nterest expense. Fac¡lities may claim â maximum of 75% of dues, meet¡ngs, conference fees, and 

memberships in trade organizations and associations. A facility must reduce operating costs by the cost 

of all activities not directly related to health care. Other spec¡fic non-allowed costs are bad debts, 

char¡ty, contrâctualadjustments, and d¡scounts taken by payers. Base year costs and rate calculat¡ons 

may be adjusted for regulatory changes in allowable costs that become effective after the last 

adjustment for inflation. 

lf a cert¡ficate of need is required on assets purchased after the base year, the amount of cap¡tal costs 

included in the rate calculation w¡ll be limited to the âmounts described within the certificate of need 

appl¡cat¡on and other information the facility provided as a basis for approval ofthe certificate of need. 

ln determining whether capital costs exceed those amounts approved under a cert¡ficâte of need, the 

department will consider: 

1. the terms of ¡ssuance describing the nature and extent of the act¡vities authorized by 

the certificate; and 

2. the facts and assertions presented by the fac¡lity within the application and certificate 

of need review record, including purchase or contract pr¡ces, the rate of interest 

identified or assumed for any borrowed cap¡tal, lease costs, donations, developmental 

costs, staffing and administration costs, and other ¡nformation the fac¡l¡ty provided as a 

basis for approval of the certif¡cate of need. 

lll lnflation Adiustments: 

Allowable base year costs are adjusted for inflation. lnflation adjustments may be reduced if a facility 
fails to t¡mely f¡le their year-end reports with the Department. The department will utilize the most 

recent quarterly publication of Global lnsight's "Health Care Cost Review" available 60 days before the 

beginning of a fac¡l¡ty's f¡scal year. For the inf{ation adjustment relating to allowable non-capital costs, 

the department w¡ll ut¡lize the CMS Nurs¡ng Home without Capital Market Basket. Allowable capital and 

allowable home office cap¡tal will be adjusted using the Skilled Nurs¡ng Fac¡lity Total Market Basket 

Capitâl Cost Component. 

For state f¡scal year 2020, inflationary adjustments to the non-câpitâl ând capital payment rates for 
fac¡lities not being rebased with a new four-year rate cycle beginning in state fiscalyear 2020 will not be 

applied. Facil¡ties l¡censed as aTribal Skilled Nursing Facil¡tywill be exempt from this provis¡on. 

IV Determination of Prospective Pavment Rates: 

The prospective payment rate for long-term care services rendered to Medicaid recipients is a per-day 

rate reflect¡ng costs related to pat¡ent care and attributable to the Medicaid program. 

rN No.:191q005 Approval Date 02124120 Effective Date: Jgly-L]qlg 
Supersedes TN No.: q1!:lq9 
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Prospective payment rates will be determined u nder one of three methodologies - Basic, Opt¡onal, and 

New Fac¡l¡ties. 

Bas¡c Prospective Pavment Rate Methodoloqv 

The prospective payment rate consist of four components - costs excluding capital for rout¡ne 

cost centers, cap¡tal costs for routine cost centers, capital costs for ancillary cost centers, and 

costs excluding cap¡tal for ancillary cost centers. The prospective payment rates w¡ll be annual 

rates based on a facility's fiscal year. Except for facilities electing to be reimbursed under the 
optional payment rate methodology detailed ¡n Subsection lV-b, rebasing will occur for all 

facil¡t¡es no less than every four years. For state fiscal year 2018, rebasing of prospect¡ve 

payment rates using more current cost data will not occur. For facil¡t¡es that will be getting their 
first cost-based rate, the freeze on rebasing ¡n state fiscal year 2018 will not occur. Facil¡ties that 
currently are rece¡v¡ng exceptional relief and are scheduled to be rebased in state fiscal year 

2018 w¡ll not be affected by the rebasing freeze in state fiscal year 2018. 

The prospective per-day rates for long-term care facilities are computed as follows: 

t. Total allowable routine base year costs exclud¡ng routine cap¡tal costs for rout¡ne costs 

are divided by the total long-term care days. This gives the non-capital rout¡ne 

com ponent ofthe rate. 

Total allowable rout¡ne base year costs excluding routine non-capital costs are d¡vided 

by the total long-term care days. This gives the routine capital component of the rate. 

Long-term câre dâys are the greater of total actual long-term care patient days or 85% 

of licensed capacity days. Licensed capacity days are the product ofthe licensed long-

term care beds in the base year multiplied by 365. 

The anc¡llary capital component of the per-day payment rate is calculated by 

determining the percentage of cap¡tal cost for each ancillary cost center and multiplying 

the percentage by the related Medica¡d long-term care anc¡llary costs from the bâse 

year. These amounts are totaled and divided by the sum of the Medicaid long-term care 

patient days from the base year 

4. The non-capital ancillary Medicaid component of the rate is determined by subtracting 

Med¡caid cap¡tal ancillary costs from fac¡lity Medicaid ancillary costs. Th¡s amount ¡s 

then divided by facility Medicaid long-term care days from the base year. This becomes 

the non-cap¡tal ancillary component of the rate. 

TN No. 17-0008 Approvalo"t", MAY 22 20|8 Effective Date: Julv 1.2017 

Supersedes TN No. 04-03 
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Each base year component rate is then adjusted for inflation in accordance with 
Section III and summed to arrive at the facility’s prospective payment rate. 

The capital components of the prospective payment rate will be adjusted 
for Certficate of Need assets placed into service, if their total value is at 
least $5 million.  This adjustment will reflect appropriate capital costs for 
the prospective year based on certificate of need documentation, assets 
retired in conjunction with the certificate of need, and Medicare cost 
reporting requirements. 

For purposes of determining prospective payment rates, the Medicaid 
long-term care days are the covered days from payment history reports 
generated by the Division of Health Care Services (Subsection I4). 

Prospective payment rates for facilities that are calculated and paid on a 
per-day basis as discussed in this Section will be no greater than the per-
day rates proposed in the certificate of need application and other 
information provided as a basis for approval of the certificate of need for 
the first year during which the following are available for use and for two 
years immediately following the first year: 

(1) opening of a new or modified health care facility; 
(2) alteration of bed capacity; or 
(3) the implementation date of a change in offered categories 

of health service or bed capacity. 

If a facility is granted a certificate of need with a value of at least $5 
million for additional beds, the additional capital payment add-on to the 
per-day rate will include the base year’s long-term care days plus 
additional days associated with the additional beds.  The additional 

TN No. 04-09                                      Approved Date 05/25/05_ 
Effective Date: July 1,2004 Supersedes TN No. 04-03 
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days are calculated as the base year's occupancy percentage multipl¡ed by 80 percent and then 

multiplied by the add¡tional beds approved ¡n the cert¡ficate of need. The resulting figure is further 

mult¡pl¡ed by 365. 

Costs are cons¡dered the lower of costs or charges in the âggregate to the general public. 

For state fiscal yea r 2020,ihe payment rate will be 97% of the facility's rate that would have been 

effective July 1, 2019. Fac¡lities licensed as a Tribal Skilled Nursing Facil¡ty will be exempt from this 
provision. 

A. Optional Prospective Pavment Rate Methodoloqv 

A facil¡ty that had 4,000 or fewer total inpatient hospital days as a combined hosp¡tal-nurs¡ng 

facility or 15,000 or fewer Medicaid nursing days as a non- combined nurs¡ng facility during the 
facility's fiscal year that ended 12 months before the beg¡nn¡ng of ¡ts prospective payment rate 

year may elect to be reimbursed for inpatient acute ca re services under provisions of this 

Subsection at the t¡me of rebas¡ng. All fac¡l¡t¡es qualifying for the Optional Payment Rate 

Methodology for Small Hosp¡tals may elecl to participate ¡n the program described in th¡s 

Subsect¡on. 

lf a facility meets these criter¡a and does not elect to part¡cipâte during its first fiscal year after 
rebasing, the facility may not reverse its decis¡on and elect to part¡cipate under this Subsect¡on 

until after a subsequent rebasing occurs under the provisions of Subsection lVa. Fac¡l¡ties currently 

partic¡pat¡ng in the program may not elect the opt¡on under th¡s Subsection until after their current 

agreement exp¡res. lf a facility st¡ll qualifies to part¡cipate after their agreement expires, they may 

elect to do so under this Subsection. 

A facility electing reimbursement by this optional methodology must have an agreement with the 

department that will not expire, lapse, or be revoked before four facility fiscal years have elapsed. 

The department willalso cons¡der if the agreement confficts w¡th the public concern that needy 

persons in the state receive uniform and h¡gh quality med¡cal care; distr¡bution of adequate 

medical services; and ¡f appropriate appropriations are available to fund rates establ¡shed ùnder 

th¡s Subsect¡on. The agreement may be renewed after ¡t expires if the fac¡lity st¡ll qualif¡es for 
reimbursement under this Subsect¡on. A rebasing of the prospective payment rate for the renewed 

agreement w¡ll occur in accordance with Subsection lva. 

The prospective payment rate w¡ll be determ¡ned as follows: 

L. The prospective payment rate is expressed as a per-day rate, composed ofseparate 
cap¡tal and non-capital components. 

rN No.:191q005 Approval Ðate 02/24/20 Effect¡ve Date: Julv 1..2019 
Supersedes TN No.: 17-0008 
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2. For the first year of the agreement, the cap¡tal component ¡s calculated as descr¡bed in 

subsection lva. The result¡ng amount ls adjusted for inflation at 1.1 percent per year for 
each fiscal year after the f¡rst year of elect¡on until the agreement expires.

3. For the first year of the agreement, the non-capital component is calculated as 

described in Subsect¡on lVâ. The resulting amount is adjusted for ¡nflat¡on at three 
percent per year for each fiscal year after the first year of election until the agreement 
expires. 

For state fiscal yea rs 2076,2017,2018, and 2020 the non-capital and capital components of the 
payment rate will not be adjusted for ¡nflation by 3 percent or 1.1 percent. 

For state f¡scal year 2020, the payment rate w¡ll be 97%of the facility's rate thât would have been 

effective July 1, 2019. Facilities licensed as a Tribal Sk¡lled Nursing Facility will be exempt from this 

prov¡s¡on. 

lncreases in the capital component of the prospective payment rate for new assets placed in serv¡ce 

dur¡ng the period covered by the agreement will be allowed, based on the provisions in Subsection 

lVa, if the follow¡ng condit¡ons are met: 

1. The assets placed ¡nto serv¡ce have a value ofat least 55,000,000;
2. The facility obtains one or more Cert¡f¡cates of Need for the assets placed into service; 

and 
3. The facility provides a deta¡led budget that reflects the allowance for the new assets 

before the prospective payment rate ¡s ¡ncreâsed. 

ln most câses, a facility must use the "exceptional relief" process for appealing department decisions 

pursuant to Subsection Xll. The adm¡n¡strative appeals process outl¡ned ¡n Subsect¡on Vlll will be 

used only when an appeal relates to one of the following subjects: 

1. The facility's eligibility to elect rate setting under this Subsection; 
2. The violat¡on of a term of the rate agreement between the fac¡l¡ty and the department; 
3. The denial of an increase in the cap¡tal component of the prospective payment rate for 

new assets related to an approved Certif¡cate of Need. 

A small fac¡lity acute care hosp¡tal may elect a new four-year rate agreement as described in this 

Subsect¡on of the fac¡l¡ty becomes a combined acute care hospital-nursing facility. The facil¡ty may 

choose this option with¡n 30 days âfter the combination of the two facilit¡es. The nursing facil¡ty 

payment rate is calculated as follows: 

TN No.:19!9985 Approval Date 02D4/20 Effective Date: Jgly-L]glg 
Supersedes TN No.: 17-0008 
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• the nursing facility per-day rate is the statewide weighted average 
of the payment rates in effect for small facility nursing homes 
qualifying under this Subsection on the date the facilities combine; 

A rate agreement made under this Subsection may be renewed if the small facility 
still qualifies under this Subsection. The department will perform a rebasing in 
accordance with Subsection IVa at the time rate agreements are renewed. 

TN No. 04-03 Approved Date _October 19, 2004  Effective Date: January 1, 2004
Supersedes TN No. 99-010 
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c. New Facility Prospective Payment Rate Methodology 

If a new long-term care facility is licensed, the will be the sum of: 

1. The swing-bed rate in effect at the start of the facility’s rate year, less the 
average capital cost contained in the swing-bed rate. 

2. Capital costs as identified by the facility subject to the limitations as described 
in Section II, using the greater of occupancy rates approved in the certificate 
of need or 80% of licensed beds. 

Rates for a new facility will be established under Subsection IVa after two full 
fiscal years of cost data is reported. 

V. Sale of Facilities: 

For facilities acquired on or after October 1, 1985, the increase in the depreciable base is 
limited to one-half of the percentage increase since the date of the sellers acquisition, in 
the Dodge Construction Systems Costs Index for Nursing Homes, or, one-half of the 
percentage increase in the consumer price index for all urban consumers, whichever is 
less. All related operating costs including interest are limited to the allowable changes in 
asset base. No facilities were sold or acquired between 1982 and October 1, 1985. 
In addition, the recapture of depreciation expense on disposition of assets that 
accommodate gains under the Medicaid program will be limited by the provisions of 42 
CFR 447.253(d) of the Code. Payment for acquisition costs associated with buying and 
selling of the facility will be limited by the provisions of 42 CFR 447.253 (d) of the 
Code. 

TN No. 04-03 Approved Date _October 19, 2004  Effective Date: January 1, 2004
Supersedes TN No. 99-010 
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Example of Purchase Limitations

  Historical Costs

   Book Value 
   Accumulated Depreciation 
    Net Book Value 

$5,000,000 
2,500,000

 $2,500,000 

   Annual Depreciation $ 200,000 

   Long Term Debt 
   Interest on Debt 

$1,000,000 
$ 100,000 

   Allowable Costs $ 300,000

   Purchase Price 
Depreciation 

$8,000,000 
$ 400,000 

   Long Term Debt 
   Interest on Debt 

$6,000,000 
$ 600,000 

   Operating Costs $1,000,000 

Change in CPI (Since original acquisition) 
   Dodge Index 

25% 
35% 

Allowable change 25% divided by 2 = 12.5% 

  New Depreciable Base $5,600,000 
Accumulated Depreciation 2,800,000

    Net Value $2,800,000 

Depreciation $ 224,000 

   Allowable Interest Based 
on 40% debt prior to purchase 
on net value at historical 

   10% rate 
($2,800,000 X 40% X 10%) $ 112,000

    Allowable Costs $ 336,000 

TN No. 04-03 Approved Date _October 19, 2004  Effective Date: January 1, 2004
Supersedes TN No. 99-010 
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Note: The example is simplified for presentation.  Original investment was assumed to 
be made at one time.  There are no loan costs or start up costs factored in the 
original purchase or subsequent purchase. 

VI. (Reserved) 

VII. Adjustment to Rates: 

Rates for facilities are set by the Department.  Facilities have the opportunity to provide 
additional information on significant changes that would impact the rates.   

The Department, on its own or at the request of an applicant, in its discretion, will 
reconsider its actions within 30 days. There is nothing to preclude a facility from 
petitioning the department at any time during its fiscal year for additional consideration. 

Reconsiderations are warranted only in those cases where the proper application of the 
methods and standards described in Attachment 4.19-D is in question or is being 
challenged. 

VIII. Provider Appeals: 

If a party feels aggrieved as a result of the department's rate setting decisions, the party 
may appeal and request reconsideration or an administrative hearing. 

Administrative hearings are conducted by Governor appointed Hearing Officers.  An 
administrative appeal must be filed within 30 days of the mailing of the decision of the 
Department.   

TN No. 04-03 Approved Date _October 19, 2004  Effective Date: January 1, 2004
Supersedes TN No. 99-010 
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The Hearing Officer would hear a case in accordance with administrative law in the state
of Alaska. The Hearing Officer would prepare draft findings, conclusions and order for
the Commissioner of the Department's review. The Commissioner of the Department
would review the findings of the Hearing Officer and may accept, reject, or modify the
Hearing Officer's recommendations. If the party still feels aggrieved at this point, judicial
review is available to contest actions of the Department and the rate set.

IX. Audit Function:

The Department has statutory authority to audit data relating to Medicaid prospective
payment rates. Audit findings that would affect prospective payment rates are adopted by
the department and incorporated into future prospective rate calculations.

x. Exce~tional Relief to Rate Setting:

If the rate setting methodology results in a pennanent rate which does not allow
reasonable access to quality patient care provided by an efficiently and economically
managed facility, the facility may apply to the Deputy Commissioner of the Department
for exceptional relief from the rate setting methodology.

This provision applies to situations where a facility is forced to close or dramatically
reduce quality of care to its residents due to the inadequacy of its payment rate. To apply
for exceptional relief, the facility's application should include:

}. the amount by which the facility estimates that the rate should be increased to
..allow reasonable access to quality patient care provided by an efficiently managed

facility;

2. the reasons why and the need for exceptional relief requested, including any
resolution by the facility's governing body to support the reasons offered, and why
such a rate increase cannot be obtained through the existing rate setting process;

~.. the description of management actions taken by the facility to respond to the
situation on which the exceptional relief request is based;

4. the audited financial statement for the facility for the most recently completed
facility fiscal year and financial data, including a statement of income and
expenses and a statement of assets, liabilities, and equities and a monthly facility
cash flow analysis for the fiscal year for which the exception is requested;

TN No. 01-004 Approved Date I Effective Date;0 - -
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expenses and a statement of assets, liabilities, and equities and a monthly facility 
cash flow analysis for the fiscal year for which the exception is requested; 

5. a detailed description of recent efforts by the facility to offset the deficiency by 
securing revenue sharing, charity or foundation contributions, or local community 
support; 

6. an analysis of community needs for the service on which the exception request is 
based; 

7. a detailed analysis of the options of the facility if the exception is denied; 

8. an analysis of how Medicaid patients will lose access to Medicaid services 
available to the general public in the same geographic area if exceptional relief is 
not granted. 

9. a plan or future action to respond to the problem; and 

10. any other information requested by the deputy commissioner to evaluate the 
request. 

The Deputy Commissioner may increase the rate, by all or part of the facility's request if 
the Deputy Commissioner finds by clear and convincing evidence that the rate 
established under Section IV. and Section VI. of Attachment 4.19-D does not allow for 
reasonable access to quality patient care provided by an efficiently and economically 
managed facility and that the granting of an exception is in the public interest.  In 
determining whether the exception is in the public interest, the Deputy Commissioner 
may consider at least: 

1. the necessity of the rate increase to allow reasonable access to quality patient care 
provided by an efficiently and economically managed facility, including any 
findings of the governing body of the facility to support the need; 

2. the assessment of continued need for this facility's services in the community; 

3. whether the facility has taken effective steps to respond to the crisis and has 
adopted effective management strategies to alleviate or avoid the future need for 
exceptional relief; 

4. (Reserved) 

5. the availability of other resources available to the facility to respond to the crisis; 

TN No. 04-09                Approved Date _05/25/05 
Effective Date: July 1, 2004 Supersedes TN No. 04-03 
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The Deputy Commissioner may impose conditions on the receipt of exceptional relief
including, but not limited to the following:

the facility sharing the cost of the rate exception granted;1

the facility taking effective steps in the future to alleviate the need for future
requests for exceptional relief;

2

the facility providing documentation as specified of the continued need for the
exception; or

3

a maximum amount of exceptional relief to be granted to the facility under this
section.

4.

If the Deputy Commissioner finds by clear and convincing evidence that the rate
established under the methodology does not allow for reasonable access to quality patient
care provided by an efficiently and economically managed facility and that the granting of
an exception is in the public interest, the Deputy Commissioner may, in his or her sole
discretion increase the rate.

Amounts granted as exceptional relief shall not be included as part of the base on which
future prospective rates are deteImined. Exceptional relief shall be effective
prospecti vely from the date of the exceptional relief decision and for a period of time not
to extend beyond the facility's rate setting year. A facility may apply for and be granted
exceptional relief in the following year. A party aggrieved by a decision of th~ Deputy
Commissioner concerning exceptional relief may request an administrative hearing to the
Commissioner of the Department.

XI. Public Process

The State has in place a public process which complies with the requirements of Section
1902(a)( 13)(A) of the Social Security Act.

TN No. 01-004 ___A~p~ved Date=~i2taL~:=. 'T - ~Q t) / /) -
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