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Minnesota Rules, parts 95~3 . ~010 to 9553.0080 (Rule 53) establish 

procedures for determining rates for all interniediate care facilities for 

persons w1 th mental retardation (ICFs/MR) participating in the Medical 

Assistance program, except intermediate care facilities in state owned 

hospitals as defined in Minnesota Statutes, section 246.50, subdivision 5. 

These I"Ules were developed to implement Minnesot,a Statutes, section 

256B.501 , subdivisions 1 to 3, and were effective on December 16, 1985. 

The rule parts were pranulgated in accordance with section 

1902(a )( l 3) (A) of the Social Security Act, codified as United States Code, 

title 42, section 1396(a) (l3)(A) arxi the Code of Federal Regulations, title 

42, part 447. 

'!his Statement of Need and Reasonableness is prepared in canpliance 

with the Aclninistrative Procedure Act, M1Mesota Statutes, sections 14.131 

and 14.23. 
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Legislative J.Ust< I( 

Minnesota Statutes, section 256B.501, subd1vision8 1 to 3 require the 

Ccmnissioner of H\Jnan Services to establish, by rule, procedures for 

determining rates for care of residents of ICFs/MR. SUbdivision 3 provides 

that the rates should cover only " ••• costs that must be incurred for the 

care of residents in efficiently and econanically operated facilities", 

and: 

"In developing the procedures, the coom1ss1oner 

shall include: 

(a) cost containment measures that assure 

efficient and prudent management of capital 

assets and operating cost increases which do 

not exceed increases in other sections of 

the econcmy; 

(b) limits on the amounts of reimbursement for 

property , general and aaninistration, and 

new facilities; 

(c) requirements to ensure that the accounting 

practices of the facilities confonn to 

generally accepted accounting principles; 

(d) incentives to reward accunulation of equity; 

and 
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(e ) E...-.--als procedures that satisfy t~-­

requirements of section 256B.50 for appeals 

of decisions arising frcm the application of 

standards or methods pursuant to Minnesota. 

Rules, part 9510.0500 to 9510.0890, 

9553. 0010 to 9553.0080, and 12 MCAR 2. 05301 

to 2.05315 (temporary) ." 

'!his legislation reflects the continuing concern of the citizens of 

Minnesota that quality care for the mentally retarded be prcvided 1n a 

cost-efficient manner. The legislation further requires th .t, in 

developing the rule, " ••• the coomiss1oner shall consider the 

recamiendations contained in the February 11, 1983, Report of the 

Legislative Auditor on Corrmunity Residential Programs for the Mentally 

Retarded and the recoomendations contained 1n the 1982 :1eport of the 

~partment of Public Welfare Rule 52 Task Force." Inf;,miation fran these 

reports as wel l as other sources canprise the background for the permanent 

rule, which sets out procedures for determining the total payment rates for 

ICFs/MR participat ing in the Medical Assistance Program. 

A public hearing on the permanent rule was held on August 21, 22, and 

23, 1985 and the rule was approved by the Office of Administrative 

Hearings. Rule 53 was published 1n its final fonn in the State Register on 

December 9, 1985, and was effective on December 16, 1985, for payment rates 

established on or after January 1, 1986. Permanent Rule 53 has since been 

amended and the amendments were published 1n their final form 1n the State 

Register on June 29, 1987, and were effective on July 6, 1987. 
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Amendment Proces~ 

'!be Department published a "Notice of Solicitation of Q.ltside 

Inforniation or Opinions" 1n the State Register on November 2, 1987 02 S.R. 

961) . Advisory Caimittee meetings were held November 3, November 12, 

November 19, and December 15, 1987. '1'1e Department's and the industry' s 

experience with Minnesota Rules, parts 9553.0010 to 9553 . 0080 led to the 

identification of several issues that needed to be addressed to improve the 

providers' ability to manage their facilities . 'lhe proposed amendments 

address those issues to ensure that quality care be provided 1n a 

cost-effective manner. Several modifications were made to the proposed 

amendments based on the input received fran the advisory coomittee 

members. 'lhe changes considered by the advisory coomittee are: 

-a . Review the appropriateness of the Consumer Price Index for 

use as an inflation factor. 

b . consider adjusting the program operating cost base to 

provide additional resources to meet increased Federal and state 

requirements. 

c. consider modifications to the maintenance cost limitation. 

d. Consider changes 1n the rne~hod used to calculate the 

efficiency incentive. 

e . consider modifying the canputation of capacity days for 

f acilities which reduce their n\J'llber of licensed beds after the 

end of the reporting year. 

r. Review the requirement that all facilities report costs on a 

calendar year basis . 
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• 
A list of the __ visory cormnittee members 1s c~ .. vained in Exhibit A • 

The Need and Reasonableness of Specific Rule Provisions 

Following are discussions of the need for and reasonableness of each 

rule part to be amended. 

1. Part 9553 . 0041 GENERAL REPORTI~ REQUIR™EITTS. 

Subpart 1. Required cost reports . 

':he change proposed 1n this subpart relates to the annual cost reports 

that must be filed under Rule 53 . Currently, all ICF/MR providers annually 

must file a cost report on a calendar year basis. In addition to being 

certified under the Medical Assistance Program as ICFs/MR, two facilities 

are also certified as nursing homes. Under Minnesota Rules, parts 

9549 . 0010 to 9549.0080, these nursing hanes are required to file annual 

cost reports, with the reporting year ending September 30. 'Ille result is a 

duplication of administrative and accounting costs 1n each year for these 

dual certified facilities to comply with both reimbursement rules. 

Additional costs are incurred to separatel y account for, allocate, and 

report costs twice each year. It is necessary to relieve this unnecessary 

administrative burden to pranote aan1n1strat1ve efficiency. 

'Ille proposed ameronent permits ICF/MR facilities that are attached to a 

nursing hone to substitute the costs identified as ICF/MR costs for the 

fiscal /ear eming September 30 for those costs otherwise required to be 

reported under this part. It is reasonable to use the 1nfonnat1on on 

ICF/MR costs detennined at the t1me the nursing hane' s costs are identified 
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so that duplicatL .. of effort is el1minat,ed anj tnE: possibility of some 

costs being paid both through the nursing hcxne reimbursement rule and 

through Rule 53 1s avoided. 

'lhe ICP/MR costs identified on September 30 are merely being 

substituted for those costs which otherwise would have been provided. 'Ille 

other provisions of Rule 53 are applied to those costs without change. 

2. Part 9553 . 0050 DETERMINATION OF rorAL OFF.RATING COST PAYMENT RATE. 

Subpart 1. Establiement of allowable historical operating cost per 

diem. 

Item A, subitem (1), unit (f ) . 

'llle purpose of unit ( f) is to provide for the annual inflation indexing 

of the group administrative cost per licensed bed limits established in 

unit (e ) for the rate year beginning October 1, 1987 . 'lhe group 

administrative cost per licensed bed l imit was established for the entire 

rate year beginning October l , 1987. Por all subsequent rate years 

beginning on or after October 1, 1988, this limit is to be indexed. 'Ille 

.::urrent index required by the rule is the consumer price index (CPI-U) for 

Mirmeapol1s/St. Paul for the reporting year. After review by the 

advisorycam:ittee an:1 the l'!partment, it was determined that, under a 

prospective reimbursement system, the use of a historical index on variabl e 

costs (operating costs) could result 1n an inflation factor that ae.y not 

always adequately reflect the costs that will be incurred during t he ra~ 

year. Since the rate year lags the reporting year by nine months, a 

forecasted index is believed to be more appropriate, fair and reasonable. 
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A forecasted 1nde • ~ovides an adjustment for ant'. ,ated econanic 

conditions for the period in which the costs will be incurred. In 

addition, since the !CF/MR industry's payroll-related costs account for 

more than 60 percent of its operating costs, a wage-driven index is more 

appropriate. Of the various indices reviewed by the advisory coornittee, it 

was determined the average hourly eamings in nursing and personal care 

facilities index (SIC 805) most closely represents cost changes in ICFs/MR. 

It is reasonable to use the percentage moving average index for the 

fourth quarter of the rate year because that represents the forecasted 

percentage change in the rate year over the previous fiscal year. It is 

necessary and reasonable to state that the forecasted index is to be 

determined from the second quarter of the calendar year following the 

reporting year to fix a point 1n time 1· which the index 1s to be 

established and to provide adequate time for the Department to obtain the 

index before the date (September 1) that the payment rate.s must be 

determined . 

'!he Department intends to use the SIC 805 index forecast by Dita 

ResOl:rces, Inc. (au). au is a nationally recognized econcmetr1c firm 

which forecasts a variety of indices for many users such as Federal, state, 

and local goverrments , and private industry. It is necessary for the 

Department to rely upon ORI for the forecasting of SIC 805, since the 

reputation, expertise, and knowledge of DRI can not be duplicated by 

Department staff. It 1s reasonable to use ORI since the Department 

currently purchases the forecasting ser-vice P.rovided by 00 for many other 

purposes such as budgeting and the updating of projected costs of its 
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various programs I services. It is also necess and reas ·)nable to 

state where the historical portion of the forecasted index ca'l be found so 

that the accuracy of the forecasted index can be indepeooently verified. 

'Ihe initial base period for the forecasted index was the second quarter 

of 1987. For purposes of forecasting this index, Dita Resources, Inc. will 

fran time t o time rees~ablish the base period in conjunction with their 

quarterly updates of the forecasted index ( SIC 805) . 

3. Part 9553 .0050 DETERMINATION OF 'IUI'AL OPERATING cosr PAYMENT RATE. 

Subpart 1. Establiehnent of allowable historical operating cost per 

diem. 

Item A, subitem (2). 

'Ihese provisions establish l:1mits for the maintenance operating cost 

category . The current l imit is specific to each facility and is based on 

the facility's revenues paid in the maintenance cost category during the 

reporting year. 'Ihe Department and the advisory coornittee have concluded 

that the current limit is too restrictive given the significant potential 

variability of several cost items included in this cost category . '!hose 

line item costs subject to the greatest variability include repairs and 

maintenance, utility expenses, and food costs. To acccmnodate this 

variability, it is necessary t o establish a corridor which will pennit 

costs in the maintenance cost category to exc~ the current limit by up to 

25 percent for the portion of the rate year beginning January 1, 1988, and 

ending September 30, 1988. '!be new maintenance 11mit provides the needed 

flexibility for racilities to cope with much of the expenditure 
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variations. It : •easonable to establish the ne ..... a1ntenance l imit at ?.5 

percent above the current limit because the variahility in these costs can 

be managed by an efficient and econanical provider within the proposed 

limit . It is necessary and reasonable to continue sane limitation on 

maintenance costs to-remain 1n canpliance with the enabling legislation, 

Minnesota Statutes, section 25~8.501, subd. 3(a) . 

To avoid the potential for exponential growth 1n the maintenance 

operating cost category, it is nec~Jsary to index the new maintenance limit 

for future rate years by the same inflation index used in subitem (1) U.'1.it 

(f) . It is reasonable to use the same index to avoid confusion and to be 

consistent with the index applied to the administrative cost 11.mit (see the 

discussion of the amendment to pa.rt 9553.0050, subpart 1, item A, subitem 

(1 ) , unit ( f) ) • 

It 1s necessary to make the change effective January 1, 198R, so that 

facilities may obtain the maximum benefits of this change within the 

constraints of the State's Medical Assistance budget for ICFs/MR, and so 

that the amendments to the state plan can be made on a t1mely basis for the 

state to receive full Federal f inancial participation. To receive Federal 

financial participation, the amendments must be effective 1n the same 

quarter that the state plan changes are filed with the Health Care 

Financing Administration of the United States Department of Health and 

Human Services. 

4. Part 9553.0050 IE:l'EffttINATION OF TOTAL OPERATINJ COST PAYMEm RATE. 

Subpart 1. E9tablisl'ment or allowable historical operating cost per 

diem. 

Item A, subitem (4) . 

'Ihe purpose of this addition to subitem (4) is to fill a void in item A 
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w1 th respect to . __ .. the program payments made dut -.J the reporting year are 

to be used 1n the ccmputation of the efficiency incentive for rate years 

beg1.Ming on or after October 1, 1988. S1nce the current provisions of 

item A do not address this issue, it is necessary for the Deparbnent to 

clarify the rule. 'lhe proposed ccmputation represents the method used ror 

rate years beginning October 1, 1986, and October 1, 1987. nie ccmputation 

establishes the program revenues paid by the Department during the 

facility's report year. In subpart 2, item E, this amount is compared to 

program expenditures during the year. The rule does not place maximum 

l imits on program costs. However, subpart 2, item E does require that 

program costs not be decreased, thus establishing a m1nimurn limttat1on. It 

is :-easonable to ccrapute the m1niml.lT1 program cost limit 1n the same way as 

was done previously, since the sole purpose remains the determination of a 

facility's eligibility for the efficiency incentive. 

5. Part 9553.0050 D~INATION OF 'IUI'AL OPERATING COOT PAYMmr RATE. 

SUbpart 2. F.stabl1al'IDent or total operating coat payment rate. 

Item A. 

Subpart 2 provides for the establisl'Jnent of the total operating cost 

payment rate. 'Ibe subpart establishes the necessary intermediate steps for 

the transition frcm a facility's allowable historical operating costs per 

diem in ea.ch or the three categories (program, rna1ntenance, administrative) 

to a prospective operating cost payment rate. 

Item A specifies that a facility's allowable historical operating cost 

per diem be indexed. It is necessary to specify that the CPI-U 1ndex \Ifill 

continue to be used for operating cost payment rates established for t1me 
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periods prior to .uary 1, 1988, t o make 1t clea '.'lat the amenjrnent 

refers only to time periods after January 1, 198A. 'lhl.s is reasonable for 

the reuons coocem1ng the MA budget and Federal financial participation 

given 1n the discussion of the amendment to pa.rt 9553 .0050, subrart 1, item 

A, sub1tem (2) . 

'!he index to be used after January 1, 1988, is the same index required 

by subpart 1, item A, subitem (1) , ,mit (f), except that that index must be 

annualized to account for the time lag between the report:1ng year and the 

rate year. For the rational e for the particular index used, see the 

discussion of the ameoonent to part 9553.0050, subpart 1, item A, subitem 

(1) , unit ( f ) . 

In addition to the application of the annual ized inflation factor, the 

program allowaole historical operating cost per diem is to be further 

adjusted by a factor of 2. 46 f or the period : anuary 1, 1988, through 

September 30, 1988. It is necessary to increase the annualized inflation 

factor by 2.46 to compensate providers for additional program costs 

assoc~ated with recent increased starf1ng requirements caused by new 

Federal and state regulatory and starr1ng standards, as well as the for the 

additional starr that may be required to serve newly aanitted residents 

fran state regional trea t:ment centers . While part 9553. 0050, subpart 3 

(one-time adjustme:1t to program operating costs) and Minnesota Rules, parts 

9510.1020 to 9510.1140 (Frule 186) provide the necessary financial resources 

for substantial changes 1n a facility's program or for significant 

individual needs or sane resident 's, other less significant required 

changes that may not be included under the provisions 1n these rules may 

11 



~..-•• 12 --:,:;;.r a .:f?. +v •--+,,...£ ~- 3f- ,WJA #WJ#i~:".li<.:.>~'Tii.;_~ -=-=~~'41'>::,_,: - ?:- -•.:... ".YS;-~ ~ ~· - -·1 - . .. -.:... ... ·- - 4 - .. ~ ~ .. _..ii':~ - ,...., - ... -.,,,..,- . . .::..- ~- - . -- --~~-... ..· 
. -

• 
not be adequat:ely or timely reimbursed. '!his adjwsunent _is a reasonable 

way t o account for such increased costs 1n lieu of the client-based 

reimbursement system, now being developerl. 

6. Part 9553 • .0050 DE'l'EBIINATION OF 'rol'AL OPERATim CO.ST PAYMENr RATE. 

SUbpart 2. F.atabl1al1Dent or total operat1Jlg cost payment rate. 

Item E. 

Item E provides an efficiency incentive on total aper-a.ting costs 

excluding those costs included in the special operating cost category. The 

amendment provides that the canputation of the current efficiency incentive 

be based on "allowable" operat1ng costs for rate periods beginning on or 

after January 1, 1988. This change, 1n conjunction with the change 1n part 

9553.0050, subpart l, item A, subitem (2), will perniit a greater nt111ber of 

facilities to be eligible for an efficiency incentive. The requirements 

that the facility's total operating cost excluding special operating costs 

be below the S\.ID or its historical operating cost limits, and that the 

facility's program allowable historical operating costs not be below the 

respective limit on those costs, is not affected by the amendment. Without 

the latter constraint, a facility could generate efficiency dollars by 

eliminating program employees. 

'll'lis amendment is consistent w1 th a similar methodology used 1n the 

nursing hane reimbursement rule (rule 50). The proposed change 1s both 

necessary and reasonable to reward econanically efficient providers who 

operate below the canputed historical operating cost limits. '!he maximum 

amount of the efficiency incentive of $2 per resident per day remains the 

same and must be limited for cost conta1rment purposes. 
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In addition, -- 1a re&sonable to place a 111111., vn th~ efficiency 

incentive eo u not to encourage providers to reduce necessary costs 1n 

areas that support the ~o1ng programs of the facility . 

7. ~ 9553 . 0060 rem:trrNATION OF PROPERI'Y RELATED PAYMENr RATE. 

SUbpa.rt 4. Calp.ttation or property related payment rate. 

Iten A. 

Item A 1n subpart 4 provides the method of canput1ng the facility's 

capacity days that are used 1n determining the property-related payment 

rate. currently, the facility's m.mber of licensed beds dur1ng the 

reporting year were multiplied by the nt.rnber ·or days in the reporting 

year. With the state's emphasis on providing services 1n alternate, l'!SS 

restrictive service settings, a ntmber of facilities are reducing the 

m.mber of licensed arrl certified ICF/MR beds. '!he proposed amendment is 

necessary to make it possible for a facility to use its reduced licensed 

bed capacity at a time (August 1) closer to the beginning of the rate year 

( October 1) • '!be use of a later date is reasonable because it allows the 

facility's actual capacity to be more closely related to that of the rate 

year while retaining the integrity of a prospective reimbursement system. 

'!he use of licensure reductions that have occurred before August 1 and that 

are reported to the Department by August 4 1s necessary and reasonable to 
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allow t'or the timely audit of the information am ccmputat1on of payment 

rates before the deadline of September 1 provided by the rule. If a 

hearing is held, the Department does not expect to present the testimony or 

any expert witnesses. 

eot,\;UJSION 

The foregoing discussion establishes the need for and the 

reasonableness of the proposed amerrlments to parts 9553.0041 , 9553.0050, 

and 9553.0060. To a great extent, the need for the amendments is 

prescribed expressly by state statute, Federal requ1renents, an:i the 

lllherent responsibility of the Minnesota Department of Ht.man Services to 

exercise prudent management of public funds. 

DATE 
Conrnissioner 
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