
 

 

 

Senior Living Program 

ISSUE 

This Issue Review provides an overview of Iowa’s Senior Living Program and acuity-based 
nursing facility reimbursement. 

AFFECTED AGENCIES 

Department of Elder Affairs 
Department of Human Services 

CODE AUTHORITY 

Section 249A and Section 249H, Code of Iowa 
42 Code of Federal Regulations 447-271 and 447-272 

BACKGROUND 

In April 2000, Iowa received federal approval to amend its Medicaid State Plan to implement a 
nursing facility reimbursement methodology that maximizes federal matching funds for 
nursing facility reimbursements effective October 1, 1999.  The reimbursement methodology 
utilizes the Medicare rate for Medicaid reimbursed nursing services.  The Medicare rate is 
known as the “upper payment limit.”   

Federal funds are maximized through the upper payment limit in the following manner: 

1. The state calculates its expenditure as if all nursing homes in the state are reimbursed at 
the higher Medicare level and claims federal funds based upon this theoretical 
expenditure.  This step maximizes federal matching funds. 

2. The state pays private nursing facilities their Medicaid rates. 

3. The state then pays the remaining funds to government-owned facilities and, through an 
Intergovernmental Transfer Agreement, these facilities return to the state all but the usual 
Medicaid rate. 

4. The state is able to use the money returned from the nursing facilities to fund other 
Medicaid long-term care expenses. 
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Attachment A provides an example of how the funding mechanism, known as an 
“intergovernmental transfer,” operates. 

Concerned with states’ perceived abuse of upper payment limit reimbursement, the federal Health 
Care Financing Administration (HCFA) released a notice of proposed rulemaking on October 10, 
2000, that phases out intergovernmental transfers.  The phase-out is accomplished by establishing 
a separate upper payment limit for government-owned nursing facilities.  States will be unable to 
group together private and government-owned nursing facilities when calculating the expenditures 
incurred and federal match drawn if all nursing facilities in the state are theoretically reimbursed at 
the Medicare rate. 

The notice of proposed rulemaking provides a phase-in period of up to five years to allow states 
time to bring their Medicaid programs into compliance with the rule.  States with Medicaid State 
Plan amendments approved before October 1, 1999, will be given a five-year transition period.  
States with Medicaid State Plan amendments approved after October 1, 1999, will be given a two-
year transition period.  Because Iowa received approval of its State Plan amendment in October 
1999, it will be given two years (until September 30, 2002) to comply with the revised rule. 

CURRENT SITUATION 

In SF 2193 (2000 Senior Living Program Act) Iowa established a Senior Living Trust Fund to 
receive nursing facility payments returned to the State under the intergovernmental transfer 
mechanism.  Deposits into the Trust Fund for FY 2001 are estimated to total $95.6 million.  The 
2000 General Assembly appropriated Senior Living funding to the following programs: 

1. $4.2 million for home and community-based services within the Department of Elder Affairs 
(DEA). 

2. $22.2 million for nursing facility conversion and long-term care alternatives within the 
Department of Human Services (DHS).   

3. $5.0 million for transitional acuity-based reimbursements. 

4. $12.8 million for nursing facility reimbursement increases to maintain the 70th percentile during 
FY 2001. 

Any additional funds received through intergovernmental transfers will be deposited in the Senior 
Living Trust Fund to finance the Senior Living Program in future years. 

1. Department of Elder Affairs Home and Community-Based Grants 

The Department of Elder Affairs has awarded Senior Living funding to 11 Area Agencies on Aging 
and conditional funding to the remaining two Area Agencies on Aging to design, maintain, or 
expand home and community-based services for seniors.  The two remaining Area Agencies on 
Aging have also received allocations conditioned upon clarification of items within their grant 
applications.  Grant dollars awarded total $3.6 million.  Services funded and dollar amounts 
awarded by Area Agency on Aging are provided in Attachment B.   

2. Department of Human Services Nursing Facility Conversion and Long-Term Care 
Alternatives 

In July 2000, the DHS solicited applications to convert nursing facilities to affordable assisted living 
and to develop other long-term care alternatives to nursing facility care.  Sixty-seven applicants 
submitted applications by the September 1, 2000, deadline.  The names of the applicants and 
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locations are shown in Attachment C.  An evaluation panel will evaluate the applications and make 
recommendations to the Senior Living Coordinating Unit and the State Medicaid Director in 
November 2000.  The State Medicaid Director will make a final determination and notify applicants 
by November 30. 

3. Nursing Facility Acuity-Based Reimbursement 

A nursing facility reimbursement task force has been formed and a consultant hired to study and 
implement Iowa’s nursing facility acuity-based reimbursement methodology.  Currently, Iowa utilizes 
a 70th percentile reimbursement system wherein nursing facility costs are rank ordered from lowest 
to highest, and the maximum State reimbursement is limited to the cost at the 70th percentile cost 
ranking.  Pursuant to legislative direction, the DHS is converting to case-mix reimbursement.  Under 
the case-mix system, each nursing facility is reimbursed based upon the resources needed to care 
for its residents given the residents’ average acuities.  Residents’ acuities indicate their levels of 
physical and cognitive functioning, as assessed through standardized federal health indicators. 

Transitional Case-Mix Reimbursement:  Iowa implemented a transitional case-mix system effective 
July 1, 2000, to begin phasing in the case-mix reimbursement methodology.  The transition system 
reimburses facilities at the 70th percentile, plus a bonus based upon average patient acuity and 
patient care service expenditures.  To determine acuity, the DHS utilized a federal assessment 
form, completed by the nursing facility, for each patient in the facility.  To determine patient care 
service expenditures, each facility submitted cost reports.  Each facility’s average aggregate 
resident care needs (i.e., the amount of nursing services needed to care for residents) and patient 
care costs then will be compared to statewide averages.  Facilities with higher than average patient 
care costs and higher than average aggregate resident care needs will receive a bonus of $5.20 per 
patient per day in FY 2001.  Facilities with lower than average patient care costs and higher than 
average aggregate resident care needs will receive a bonus of $2.60 per patient per day in FY 
2001.   Table 1 illustrates the bonus structure. 

Table 1 
FY 2001 Nursing Facility Case-Mix Transition Bonuses 

 High Patient Care Costs Low Patient Care 
Costs 

High Aggregate Resident Care 
Needs 

$5.20 $2.60 

Low Aggregate Resident Care 
Needs 

$0.00 $0.00 

 

Full Case-Mix Reimbursement:  The DHS anticipates discontinuing the transitional phase and 
implementing full case-mix reimbursement on July 1, 2001.  Under the full case-mix reimbursement 
system, Medicaid resident acuity levels will be determined through quarterly assessments of each 
nursing facility resident.  The assessments then will be used to classify each resident into one of 34 
Resource Utilization Groups (RUGs).  Each Group is pre-assigned a case-mix index to indicate how 
resource intensive the resident is expected to be in comparison to residents with other Resource 
Utilization Group classifications.  The Groups and case-mix indices are provided in Attachment D.  

A facility’s reimbursement under the case-mix methodology is based upon the facility’s average 
case-mix index.  Through a process called normalization, a facility’s direct care costs are adjusted 
for case-mix and added to the average administrative, overhead, and support care costs to 
determine the facility’s normalized cost.  The normalized costs for all facilities in the State are rank 
ordered to determine a statewide base cost.  Facilities’ Medicaid case-mix indices are then used to 
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adjust the statewide base cost to provide individualized Medicaid reimbursement based upon each 
facility’s Medicaid resident acuity. 

Case-Mix Index Accuracy:  Two mechanisms will operate to maintain the accuracy of acuity 
assessments: 

1. An onsite validation process will be conducted of each facility at least annually.  A nurse 
reviewer will study a minimum of 25.0% of a facility’s Medicaid population, comparing the 
facility’s assessment of a resident with information obtained through the patient’s medical 
records, interviews with the resident, and observation of the resident.  The nurse reviewer will 
document findings and inform the facility of patterns of errors, areas needing improvement, and 
staff education and training needs.  The nurse reviewer will also document the Resource 
Utilization Group classification changes needed, and the Group changes may be utilized by 
Iowa’s fiscal agent to determine if a retroactive reimbursement adjustment is needed. 

2. The Department of Inspections and Appeals will continue to use patient assessments as quality 
indicators when reviewing each facility’s performance.  Significant changes in patient acuity 
could be considered indicators of changes in care quality, and would be investigated by the 
Department of Inspections and Appeals.  This review process is believed to discourage the 
unjustified inflation of acuity levels because of the inverse relationship between acuity levels and 
quality of care levels.  The relationship is inverse because a high quality of care is believed to 
enhance residents’ physical and emotional functioning, thereby lowering acuity levels. 

BUDGET IMPACT 

Iowa anticipates receiving the following federal funds before the intergovernmental transfer program 
is phased-out in State FY 2003: 

 Fiscal Year  Federal Funding 
 2001  $ 95,621,331 
 2002   112,972,000  
 2003   106,067,000  
 2004 (1st quarter)   24,580,000  
 Total  $ 339,240,331 

Attachment E provides the DHS estimate of how the funds will be expended.  The 2000 General 
Assembly appropriated funds for FY 2001 as shown in Attachment E.  In addition, the General 
Assembly allocated funding as needed to continue the Senior Living Program for an unspecified 
period of time, and allocated a maximum of $80.0 million for FY 2001 – FY 2005 to convert nursing 
facilities and develop long-term care alternatives.    

The Department of Human Services has proposed administrative rules that will provide for 
inflationary increases under the acuity-based reimbursement system.  Reimbursements will be 
indexed by the Health Care Financing Administration Skilled Nursing Facility Index, an inflation 
index developed specifically for health care services.  Currently the DHS applies the Consumer 
Price Index (CPI) to nursing facility reimbursements.  For FY 2000 reimbursements, the Skilled 
Nursing Facility Index was 3.5% while the CPI was 2.6%.  For FY 2001 reimbursements, the Skilled 
Nursing Facility Index will be 3.2% while the CPI will be 3.0%. 

 
STAFF CONTACT:  Deb Anderson (Ext. 16764) 
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