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EXECUTIVE SUMMARY 

Executive Summary 
On behalf of the South Dakota Department of Human Services (DHS or State), Myers and Stauffer has 
prepared this analysis of the South Dakota Nursing Home Rate Methodology Review. The review was 
conducted as part of the Department’s obligation to complete a comprehensive analysis of nursing 
facility rates at least every five years. This review built upon the analysis that was completed in 2019-
2020. A primary objective of this review was to address the need to develop a plan to address case mix 
calculations as the Centers for Medicare and Medicaid Services (CMS) transitions away from supporting 
the Resource Utilization Groups (RUGs) system that South Dakota has relied on for several years. 

Our review was driven by analysis we prepared using an Excel-based rate model. This model enabled us 
to calculate reimbursement rates using various settings for the different rate setting parameters 
established by the current South Dakota reimbursement methodology. We were also able to layer 
additional parameters on top of the existing rules and produce analysis that compared the results of 
each scenario. The model utilized data from the 2021 nursing facility cost reports and the most current 
nursing facility resident assessments, i.e. the minimum data set (MDS) assessments. A provider wage 
survey was also conducted to gather updated wage and staffing ratio data from facilities. This 
information was used to evaluate labor cost trends. 

The review was conducted with the guidance of a stakeholder workgroup. The workgroup was 
comprised of industry representatives, Department staff, and others. The workgroup met several times 
between June and September to discuss the tools that we developed, and review the analysis we 
compiled. Their input on these things helped us improve these efforts and identified follow up questions 
for us to address. Their guidance also led us to investigate different aspects of reimbursement practices 
to ensure that we thoroughly vetted the issues that evolved from our discussions. 

Our analysis found that there is a need to implement some changes in the near future. CMS has 
indicated that it will end support for RUGs as of October 1, 2023. We determined that the most practical 
option for the State to address this change is to transition to case mix calculation using the Patient 
Driven Payment Model (PDPM). In order to do this the State will need to rebase nursing facility rates 
using current cost data that can be matched to PDPM case mix data. We also determined that cost 
coverage is very low and should be improved. In addition to rebasing and transitioning to PDPM, we’ve 
made some recommendations to address the cost coverage concerns. These include removing the 
occupancy rule from direct care, removing the overall rate limit increase, and moving to inflation 
calculations based on the nursing facility market basket index. In addition we’ve included some 
alternative options and potential additional recommendations to address the possibility that funding is 
not available to fully implement our base recommendations. 
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BACKGROUND AND GOALS 

Background and Goals 
Senate Bill 147 requires that a comprehensive rate modeling analysis be completed at least every five 
years for each category of community-based health and human services providers. Myers and Stauffer 
conducted a nursing facility reimbursement review study in 2019 - 2020. In May 2022, Myers and 
Stauffer was retained to complete a new rate review study to evaluate the current nursing facility (NF) 
reimbursement system to fulfill legislative mandates, assist with transition from a resource utilization 
group (RUG)-based case mix reimbursement system to a Patient Driven Payment Model (PDPM)-based 
case mix system or alternative methodology, and provide ongoing consulting and analysis as needed.  

Myers and Stauffer has a long relationship with the department providing various services. During the 
last three years, we have served as the NF reimbursement consultant to the State, helping DHS fulfill the 
initial legislative requirement to complete a review of the NF reimbursement system. Through this 
process, we helped DHS assess the circumstances of the PDPM transition and determine that the 
existing resident-specific case mix reimbursement system could be continued. In addition, we have 
compiled the annual NF upper payment limit (UPL) demonstration for South Dakota for the past several 
years. This work has given us additional firsthand experience and insight with the State’s NF program. 
We have also assisted DHS with projects in other capacities, including disproportionate share hospital 
consulting, pharmacy reimbursement analysis and other consulting services. 

Myers and Stauffer is a national leader in case mix reimbursement services and MDS review, with a 
history of development work and partnership with CMS and state Medicaid agencies that dates back to 
the 1980s. Our NF rate setting projects include design and redesign efforts ranging from specific rate 
setting components such as property reimbursement or value-based payment (VBP) systems, to initial 
program development or overhaul. We currently provide ongoing Medicaid NF reimbursement program 
services to 26 states. Many of these relationships first originated 10, 20, and even 30 years ago and 
involve quarterly projects producing MDS data and related analytics used in rate setting. Through these 
projects, we have continuously interacted with state administrators, NF industry trade association 
representatives and consultants, officials from CMS, and other long-term care (LTC) stakeholders. We 
are widely recognized by these groups as the nation’s foremost authority on NF rate setting and case 
mix reimbursement. 

The primary objectives of this continued work will be to perform and evaluation of the current nursing 
facility (NF) reimbursement system to fulfill legislative mandates, address the Departments’ need to 
develop an implementation plan for transitioning from RUGs-based case mix reimbursement system to a 
system that utilizes the Patient Driven Payment Model (PDPM), gather and address stakeholder 
concerns about the current system, and provide ongoing consulting and analysis as needed. 
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BACKGROUND AND GOALS 

Myers and Stauffer prepared a four-phase work plan for the rate review project. Phase I – Update of 
Model, included a project kickoff meeting, review and adjustment of the work plan, review of prior 
report, high level review of the current reimbursement methodology, gathering stakeholder and DHS 
concerns, gathering of cost report and case mix data, conduct wage survey, and update of the case-mix 
reimbursement model. Phase II – Rate Review and Methodology Recommendations, included presenting 
the reimbursement model to stakeholders, conducting meetings with the stakeholder workgroup to 
discuss and model different rate setting parameters, developing initial recommendations and fiscal 
impact and preparing the draft rate review report. Phase III – Methodology Implementation includes 
finalizing the rate review report, assisting with implementation of reimbursement changes including 
PDPM, and assisting with applicable state plan amendments and other policy modifications. Phase IV – 
Long Term Activities, includes providing ongoing support and evaluation of the reimbursement system. 
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STAKEHOLDER 
ENGAGEMENT 

Stakeholder Engagement 
Myers and Stauffer worked in coordination with the DHS Long-Term Services and Supports staff to lead 
a workgroup composed of industry representatives and other stakeholders to evaluate the current 
methodology, consider relevant variables, and develop recommendations for changes to the nursing 
facility reimbursement methodology. The workgroup consisted of 23 members including 13 industry 
representatives, six DHS staff, one staff from the Bureau of Financial Management, and three 
consultants from Myers and Stauffer. The industry representatives included a broad range of nursing 
facility leaders representing for-profit and not-for-profit providers, sole proprietors and chain 
operations, rural and urban facilities, facilities based in hospitals, facilities that are part of continuing 
care retirement communities, and facilities that only provide nursing home care. Representatives were 
included from all regions of South Dakota. For a complete listing of all workgroup members please see 
Appendix XXX. 

The stakeholder workgroup met for the first time on June 30, 2022. This group met again on July 14th 
and July 28th, August 18th, and September 12th. A summary of the scope of discussion for each of these 
meetings is included below. Complete minutes of each meeting are available on the DHS website. 

Thursday, June 30, 2022 

• Work Plan/Timeline – discussion of work plan and timeline. 
• Rate Model – review of the rate parameters and the model constructed to explore different rate 

setting options. 
• Wage Data Survey – a proposed wage survey form was presented and discussed. 

Thursday, July 14, 2022 

• Wage Data Survey – the final wage survey form was presented and discussed. 
• Rate Model – new data included in the model was presented and discussed.  

Thursday, July 28, 2022 

• Wage Data Survey – discussion of participation, initial summary findings of direct care wages 
and potential uses. 

• Rate Model – analysis of current rate statistics and discussion of rate parameters was presented 
and discussed. 

Thursday, August 18, 2022 

• Wage Data Survey –updated data from the wage survey for each cost center was presented. 
Analysis also included hourly wage by each job classification from the cost report data for cost 
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STAKEHOLDER 
ENGAGEMENT 

report periods ending in calendar year 2021 as well as cost report periods ending in calendar 
year 2019. 

• Initial Recommendations – draft recommendations, in priority order, were presented and 
discussed concerns from the stakeholder members. Estimated expenditures, average per patient 
day rate, and cost coverage statistics for each recommendation were also provided. 

• Additional Analyses – discussion of additional analyses that would be completed and included in 
the final report. Analyses included, staffing ratios from cost report data, capital review, VBP, 
hold harmless provisions, and peer grouping review. 

Monday, September 12, 2022 

• Will insert agenda and summary points in final report. 
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WAGE DATA 
ANALYSIS 

Wage Data Analysis 
Myers and Stauffer introduced a proposed wage data survey form to the stakeholder workgroup during 
the first workgroup meeting after learning of stakeholder concerns that the salaries and wages reported 
on the 2021 cost reports were not reflective of current hiring practices During the workgroup meeting it 
was discussed that the data could be used to develop a rate-build up methodology as well as evaluate if 
adjustments to the inflation factor would be necessary to accurately reflect the true increases in wages.   

The workgroup provided feedback on this form and as a result additional staff positions were added as 
well as columns to gather information about planned wage increases that might be implemented 
between July 1, 2022 and December 31, 2022. The wage survey was designed to collect total wages paid 
and total hours worked separately for regular pay, overtime pay, and incentive pay as well as total days 
to allow for computation of staffing ratio hours per day. After gathering feedback from the workgroup 
regarding the data collection period, Myers and Stauffer recommended using pay periods that ended 
between 04/01/22 – 06/30/22. The wage survey is included in Appendix A.  

The survey was distributed to all Medicaid nursing facilities on July 15, 2022. Providers were given one 
week until July 22, 2022 to complete the report. The survey included instructions on completing the 
survey along with an email and phone number to contact with questions. Myers and Stauffer offered to 
conduct a webinar training session however with the quick turn-around it was decided to forgo the 
training and provide one-on-one support as needed.  

A total of 68 facilities completed the survey. This represented 70.83% of 95 Medicaid nursing facilities 
that received the survey. 

Table 1: Survey Participation Summary 

  

South Dakota Hourly Wage Rate and Staffing Ratio Data 
Using the wage survey data submitted by providers, average hourly pay rates and staffing ratio hours 
per day were calculated for each job classification. In addition, the total costs for each staff position and 
the number of hours worked by each job classification was compiled from the cost report data for cost 
report periods ending in calendar year 2021 as well as cost report periods ending in calendar year 2019. 
This provided some historical context to the labor rates and a means to evaluate the rate of increase in 
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WAGE DATA 
ANALYSIS 

salaries to determine if the nursing facility market basket index is keeping pace with actual market 
pressures. For some positions, not enough data was available to provide meaningful results.  

Tables 2, 4, 6, and 8 on pages 10-12 provide a summary of the median and average hourly rates and 
staffing ratio hours per day for each staff position. Tables 3, 5, 7, and 9 include information about 
planned wage increases and projected effective wages due to those planned increases. 
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WAGE DATA 
ANALYSIS 

 

Table 2: Direct Care Hourly Wage and Staffing Ratio Data 

 

Table 3: Direct Care Planned Wage Increases 
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WAGE DATA 
ANALYSIS 

Table 4: Health and Subsistence Hourly Wage and Staffing Ratio Data 

 

Table 5: Health and Subsistence Planned Wage Increases 
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WAGE DATA 
ANALYSIS 

 

Table 6: Administrative Hourly Wage and Staffing Ratio Data 

 

Table 7: Administrative Planned Wage Increases 

 

Table 8: Plant/Operational Hourly Wage and Staffing Ratio Data 

 

Table 9: Plant/Operational Planned Wage Increases 
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WAGE DATA 
ANALYSIS 

Comparison of South Dakota Hourly Wage Rate to National Data 
Nursing facility hourly wage data was obtained from two national sources, the U.S. Bureau of Labor 
Statistics (BLS) and Nursing Home Salary and Benefits Report published by Hospital & Healthcare 
Compensation Service (HCS). The BLS data included is from the May 2021 Occupational Employment 
Statistics data released on March 31, 2022. Estimates are based on six panels of survey data collected 
over a 3-year cycle. The May 2021 data includes data collected in early 2021, 2020, 2019 and late 2018. 
Because the hourly wage estimates include wages prior to the COVID-19 pandemic, this would tend to 
understate wages slightly. 

The Hospital & Healthcare Compensation Service, in cooperation with Leading Age and American Health 
Care Association (AHCA) conducted a national study and published the “2022-2023 HCS Nursing Home 
Salary & Benefits Report”. Per the news release, 1,283 nursing homes participated in the study and 
provided compensation data on 119,100+ employees. Data in the study are effective as of March 2022. 
The national hourly rates included in the table represent the 50th percentile of data. For additional 
information on hourly rate percent increases from 2020 to 2022 and turnover rates, a copy of the news 
release can be found at https://www.hhcsinc.com/news-7-2022b.html.  

Table 10 provides a comparison of the hourly wage rates for South Dakota to the BLS and HCS data.  

Table 10: National Hourly Wage Rates 

  

https://www.hhcsinc.com/news-7-2022b.html
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CURRENT RATE 
METHODOLOGY REVIEW 

Current Rate Methodology Review 
Myers and Stauffer used the existing rate model that was developed for the 2019 rate review to create 
an updated rate model. Cost report data from each active Medicaid nursing facility’s fiscal year 2021 
cost report was added to the model so that rate calculations and cost coverage analysis could be 
determined using the most current cost data available. Case mix data was also updated to include 
facility average case mix indices (CMI) for each facility’s cost report period, and average Medicaid CMIs 
for the quarters ending March 31, 2022 and June 30, 2022. Each of the CMI values were calculated using 
both the State’s current case mix system, Resource Utilization Group (RUG) III 34-group model, and the 
Patient Driven Payment Model (PDPM) nursing component. The updated CMI data enabled analysis of 
the impact of moving to PDPM. Value base payment data was also updated to include the most current 
Care Compare ratings for each facility as well as the long-stay quality measures (QM) scoring that is used 
in determining the QM rating. This allowed for the analysis of different VBP options. 

The ability to adjust multiple parameters within each cost center was also reviewed and updated as 
needed. Several adjustment options apply to the Direct Care, Non-Direct, and Administrative & General 
cost centers including the ability to change the type of rate, the occupancy rule threshold, the ceiling(s) 
thresholds, and exclusions for determining the median cost.  The parameters for Direct Care also include 
the ability to change the case mix system used, and the source data used for the Medicaid CMI (i.e. 
03/31/22 or 06/30/22). An option to apply or not apply the overall rate increase limit, or to adjust the 
percentage used for the limit was also included. 

To provide a base for measuring and evaluating the fiscal impact of possible rate methodology changes, 
Myers and Stauffer calculated the estimated expenditures for maintaining the current FY 2023 rates 
through FY 2024, and also estimated the expenditures for rebased rates using the existing rate 
methodology and updated cost data from 2021. Table 11 includes summary statistics for each of these 
baselines.  

Table 11: Baseline Summary Statistics 

 

The difference between these two expenditure estimates is the estimated fiscal impact of rebasing the 
nursing facility rates. The fiscal impact of each additional potential change to the reimbursement 
methodology was measured by comparing the estimated expenditures before the change was added, to 
the expenditure estimate determined after the change was applied.  Since the fiscal impact of each 
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CURRENT RATE 
METHODOLOGY REVIEW 

potential methodology change can be effected by other changes, a priority was assigned to each change 
option.  It’s important to apply the potential changes in the specified order to replicate the estimated 
fiscal impact for each change. Failing to follow the prioritization order may alter the estimated fiscal 
impact of specific changes but the total fiscal impact of any combination of changes should not vary. 

General Rate Parameters  
There are several rate parameters that are applied to all components of the reimbursement rates. These 
include the basis for inflation, the type of rate, the process for identifying medians to establish the 
ceiling or limit, and the minimum occupancy rule. Options for adjusting these parameters to simplify or 
improve the rate calculations were explored.  

Inflation 
Inflation has traditionally been determined using the Consumer Price Index (CPI). While the CPI is an 
accepted standard resource for calculating inflation, it is not specific to the nursing facility industry. The 
Nursing Facility Market Basket index is a different resource that can be used to calculate inflation that is 
specific to the nursing facility industry. For this reason, the Nursing Facility Market Basket is the most 
widely used index for setting nursing facility rates. The value in using an index that is more specific to 
the nursing facility industry is that it is more sensitive to the factors that may change nursing facility 
costs. It can become critically important to use an industry-specific market basket when there are 
market factors specific to that industry that vary greatly from more mainstream resources such as the 
CPI. This is evident with the nursing facility industry where inflation calculated from the NF Market 
Basket often runs 1.5 times as high as inflation calculated from the CPI. 

To explore the impact of using the NF Market Basket rates were run using both the CPI and the NF 
Market Basket. While moving to the NF Market Basket will increase the inflation factors used in the rate 
calculations, the difference to the SFY 2024 rates will be minimal. Making such a shift now would be 
ideal as it would align the State’s rate setting methodology with an accepted standard with minimal 
immediate costs. It should be noted that this change will likely have an ongoing impact to the nursing 
facility rates as it is likely that the trend of higher inflation based on the NF Market Basket will likely 
continue. However, this should not be viewed as a negative, but as a positive since it should allow rates 
to stay more closely aligned to facility costs.  

Table 12 illustrates the potential impact of moving to the NF Market Basket. Please note that the fiscal 
impact increases significantly with the additional removal of the rate increase limit. 
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CURRENT RATE 
METHODOLOGY REVIEW 

 Table 12: CPI vs. NF Market Basket - RUG from 06/30/22 

 

Type of Rate 
There are two primary types of rates used in nursing facility reimbursement; cost-based per diem rates, 
and price-based per diem rates. South Dakota’s current nursing facility reimbursement methodology 
utilizes a variation of the cost-based per diem rate, using a dual ceiling approach as opposed to a single 
limit that is more commonly used. Options were included in the modeling for each cost center to allow 
rate calculations using a cost-based dual ceiling approach (Cost-Ceilings), a cost-based single limit 
approach (Cost-Limit), or a price-based approach (Price). Each of these options were explored through 
the analysis. 

The distinguishing characteristic of a price-based rate methodology is that every facility receives the 
same rate eliminating the rate discrepancies between different providers. This remedies one complaint 
that is commonly expressed about nursing facility reimbursement systems, in that facilities that operate 
in the same general market can sometimes have very different reimbursement rates. A downside to this 
methodology is that reimbursement will likely be less aligned to facility costs, with some providers 
receiving reimbursement that far exceeds their costs, and others receiving reimbursement that falls well 
below their costs. Because of this circumstance, states that use price-based reimbursement 
methodologies most often apply that methodology to cost centers that are less aligned with patient care 
and more related to operating or administrative costs. For South Dakota the most logical cost center to 
consider using a Price for would be General Administrative.  

In the General Administrative cost center the current Cost-Ceilings methodology with CPI produces a 
weighted average GA rate of $28.45 resulting in $26.1 million estimated expenditures and a cost 
coverage of 81.38%. Please note that the cost coverage is calculated based on the assumption that there 
is no overall rate increase limit being applied. Under this scenario the maximum GA rate would be 
$31.49 and the minimum GA rate would be $14.17. A GA price set at 97% of the median would result in 
a price of $28.02, $26.1 million estimated expenditures and a cost coverage of 85.58%. The price was set 
at an amount that would result in approximately the same level of expenditures. A price-based 
methodology could be implemented for General Administrative cost center to reduce the variability 
between rates but the result would be that at least one provider would be paid almost more than twice 
what their GA cost calculated to and at least one provider would receive over $3.00 per day less than 
they would under the Cost-Ceilings methodology.  
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CURRENT RATE 
METHODOLOGY REVIEW 

Table 13: General Administrative Cost-Ceiling vs. Cost-Limit vs. Price (with CPI) 

 

The impact of the Cost-Ceiling methodology was also reviewed for each of the other cost centers and 
compared it to a Cost-Limit approach. Since the two methodologies are very similar it was unsurprising 
that the result were also very similar. The Cost-Ceiling approach doesn’t seem to serve a significant 
purpose but it also doesn’t appear to negatively impact the rate calculations. It really only adds an 
additional level of complexity to the methodology. Tables 14 and 15 show the analysis of the two cost-
based rate approaches for each cost center. Again, please note that the cost coverage is calculated 
based on the assumption that there is no overall rate increase limit being applied. The access critical and 
638 nursing facilities have been excluded from the statistics. 

Table 14: Direct Care Cost-Ceiling vs. Cost-Limit using RUG 6/30/22 Data (with CPI) 

 

Table 15: Non-Direct Care Cost-Ceiling vs. Cost-Limit (with CPI) 
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CURRENT RATE 
METHODOLOGY REVIEW 

Median Determination 
One of the requirements of either a Cost-Limit or 
Cost-Ceilings rate methodology is the 
determination of the limits/ceilings. These can be 
established in various ways but the most common 
approach is to apply a percentage add-on to the 
median per diem. This is the method that South 
Dakota currently uses but there are some 
additional aspects to the median determination 
that differ from the way most states establish 
medians. First, South Dakota uses a total day 
weighting approach to identify the median. While 
a day weighting approach is a common practice it 
is usually focused on Medicaid day only. The 
second aspect of the South Dakota methodology 
that is unique is the exclusion of facilities from the 
limit arrays. Facilities that have an average case 
mix less than 1.0 are excluded from the arrays and 
facilities that are part of chain operations are 
excluded from the General Administrative arrays.  

We analyzed the impact of these unique 
characteristics of the South Dakota methodology 
and determined that only the exclusion of chain 
facilities from the GA array has a significant impact 
on the reimbursement rates. Tables 16-18 
illustrate this analysis. Please note that the cost 
coverage is calculated based on the assumption that there is no overall rate increase limit being applied. 
The access critical and 638 nursing facilities have been excluded from the statistics. 

Table 16: Direct Care - Excluding CMI < 1.0 (with CPI) 

 

 

 

  

CEILINGS AND LIMITS 
A common practice with cost-based reimbursement 
methodologies is to impose ceilings or limits on the 
rate calculations. For nursing facilities this is usually 
done by cost center. The idea is to allow individual 
provider’s costs to drive the rate calculation up to a 
point and then impose the ceiling/limit for those 
providers that exceed the threshold. For example if 
the limit for General Administrative costs is $30.00, 
and a provider’s individual costs are $31.00, the 
provider’s rate would include the limit instead of their 
costs. If the provider’s costs were $29.00 instead, then 
their rate would include their costs. This process is 
intended to identify and restrict cost outliers; those 
costs that far exceed the norms. Determining where to 
set the ceiling/limit is a critical step in the 
methodology. There are different ways this can be 
done but the most common practice is to determine 
the median cost and then apply a percentage to that 
to set the ceiling/limit. For nursing facility rate setting 
the percentage add-on often varies from cost center 
to cost center, and is generally higher for costs that 
are considered more directly related to resident care. 
Add-ons for direct care usually range from 20% to 
30%, while add-ons for administrative costs are often 
around 10%. 
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CURRENT RATE 
METHODOLOGY REVIEW 

Table 17: GA - Excluding CMI < 1.0 and Chain Facilities (with CPI) 

 

Table 18: Non-Direct Care - Excluding CMI 1.0 (with CPI) 

 

 
Occupancy Rule 
Occupancy rules are a fairly standard part of Medicaid nursing facility reimbursement systems. South 
Dakota’s occupancy rule is tied to the statewide average occupancy rate. This should tend to mitigate 
the impact of market conditions that drive occupancy rates lower such as the COVID-19 pandemic. 
Providers also have the ability to adjust the licensed bed capacity of the facility and to some degree can 
use that option to manage the occupancy rate. Occupancy rules are generally applied to fixed or 
overhead costs that increases the per diem when they are not spread across as many resident days. 
These rules are generally not applied to direct care costs that vary with census. However, South Dakota 
does apply the occupancy rule to all cost centers.  

The occupancy rule requires that the resident day total used to calculate per diem rates be increased if 
the provider’s occupancy rate is less than 3% below the statewide average occupancy. Based on the FY 
2021 cost data the statewide average occupancy rate is 75.70%, and the occupancy rule threshold is 
72.70%. For any facility with an occupancy rate below 72.70% the resident day total used to calculate 
per diem rates must be recalculated to equal 72.70% of the possible resident days for the provider. 
Increasing the days used as the divisor of course reduces the per diem cost and results in a lower 
Medicaid rate. Table 19 shows that at least 23 facilities are impacted by the occupancy rule.  

Table 19: 2021 Occupancy Analysis 
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CURRENT RATE 
METHODOLOGY REVIEW 

Table 20 shows the estimated impact of the occupancy rule to each cost center. Direct Care estimated 
expenditures are based on using the RUG 6/30/22 Medicaid CMIs. The total estimated impact of $1.9 
million is less than the sum of the impact on each cost center ($11.8 million) because the total estimated 
expenditures was calculated with the overall rate increase of 8% being applied. If the 8% limit was 
removed, then the impact of the occupancy rule would be $11.8 million. 

Table 20: Occupancy Rule Impact 

 

Direct Care  
The Direct Care rate component is generally considered the most critical part of the nursing facility 
reimbursement rate. It is intended to reimburse providers for the cost most directly related to caring for 
residents. There are some unique parameters included in the Direct Care rate calculation, most 
importantly the case mix adjustment calculation.  

Patient Driven Payment Model Transition 
For nearly three decades, the Resource Utilization Groups (RUGs) classification system was the state-of-
the-art nursing facility case mix system. The Centers for Medicaid and Medicare Services (CMS) replaced 
the RUGs system with the Patient Driven Payment Model (PDPM) in 2019. However, CMS did not start 
collecting PDPM data on non-Medicare assessments until October 1, 2020. CMS has indicated that they 
will no longer collect all of the data necessary to calculate RUGs classifications as of October 1, 2023. 
This will force Medicaid case mix states to transition to PDPM for case mix adjustments, or find an 
alternative way to continue RUGs calculations, or transition to some alternative case mix system.  

The PDPM system breaks out multiple aspects of the RUGs system groupings into individual 
components. Five of these components are case mix adjusted including physical therapy, occupational 
therapy, speech-language therapy, non-therapy ancillary, and nursing. For Medicare, each of these 
components are meaningful and CMS determines a reimbursement rate for each separately based on 
the assessment data for each individual.  

For Medicaid, the most applicable component of PDPM is the nursing component. This component 
includes 25 categories that residents can be classified into based on their care needs as recorded on the 
Minimum Data Set (MDS) assessment. Each of the PDPM nursing categories has a case mix index 
assigned to it just like each category within the RUGs classification system.   Therefore transitioning to 
case mix calculations based on PDPM nursing classifications is very similar to the case mix calculations 
that are done now in the South Dakota system using the RUG III 34-Group classification system.  Under 
PDPM, the 34 different RUG categories would simply be replaced by the 25 PDPM nursing categories.  
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Although the transition seems simple enough, there are a few things that complicate the process. First, 
some RUG classifications do not map directly and consistently to a PDPM nursing category. The RUG 
classifications that do map directly to a corresponding PDPM category can match to different PDPM 
nursing categories depending on other criteria taken from the MDS assessments. Our analysis also 
shows that it is also not possible to predict or calculate average PDPM nursing case mix values using 
average RUG case mix values. While our analysis has shown that overall case mix averages will be higher 
under PDPM, the relationship between average case mix values derived from each system is not 
consistent and some facilities may even see lower case mix averages under PDPM than under RUGs. 
These circumstances make it impossible to translate RUG case mix calculations to PDPM nursing 
categories. 

Since it’s impossible to convert RUG case mix calculations to PDPM case mix calculations, transitioning 
to PDPM will require a complete rebase of a case mix system. This includes establishing new base period 
case mix averages that correspond to the cost data used to set rates. Since PDPM case mix data is only 
available for non-Medicare assessments after October 1, 2020, the cost data period used for the rebase 
must come after that date. Therefore in order for South Dakota to transition to PDPM case mix 
calculations the state will need to rebase rates using at least fiscal year 2021 or later data.  

RUG vs. PDPM Analysis 
To better understand the impact of transitioning to PDPM, analyses were completed to compare rate 
calculations under RUGs to rate calculations under PDPM. Rebased rates were calculated using the fiscal 
year 2021 cost data and the existing rate parameters. Rate calculations were completed using RUGs and 
then repeated using PDPM. Adjusting for Medicaid case mix was evaluated using average Medicaid case 
mix values from two separate quarters; the quarters ending 03/31/22 and 06/30/22. The analysis 
showed that case mix values will be higher under PDPM than under RUGs. It also showed that the 
Medicaid case mix will likely be a higher percentage of the total case mix under PDPM than under RUGs. 
Under RUGs, the therapy received by Medicare residents caused the differential between the overall 
case mix and the Medicaid case mix to be greater. Since PDPM nursing component does not include 
therapy minutes in the weight calculations, the differential between the overall case mix and the 
Medicaid case mix is reduced. Finally, the analyses showed that the direct care rate component will 
likely be higher under PDPM than under RUGs and that cost coverage will also be greater. The table 
below summarizes these findings. Please note that the cost coverage is calculated based on the 
assumption that there is no overall rate increase limit being applied. The access critical and 638 nursing 
facilities have been excluded from the statistics. 
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Table 21: RUGS vs. PDPM Case Mix Calculations 

 

It should be noted that while the implementation of PDPM appears to be likely to produce an increase in 
the direct care component of the rate of around $3.00 to $5.00, that increase may be offset by other 
rate parameters such as the overall rate increase limit. If the overall rate increase limit is not removed, 
the fiscal impact of implementing PDPM was only $415,178 instead of the roughly $3 million to $5 
million impact you would get if you simply multiply the predicted change in the average direct care rate 
component ($3.00 to $5.00) by the expected number of Medicaid days (954,950). Further analysis of the 
fiscal impact calculations are included in the recommendations section of this report. 

Capital  
Designing a Medicaid system to pay nursing facility owners for their capital and property related 
expenses can be very complicated. The system should allow payments that are sufficient to encourage 
regular maintenance of existing beds and promote investment in new beds to meet consumer demands. 
Although capital costs represent a relatively small portion of the overall nursing facility costs, the 
property payment can have a substantial effect on bed supply, access to care, and the quality of life for 
nursing facility residents. 

Based on the current occupancy rates and declining census trends in South Dakota, there appears to be 
little need for investment to create additional nursing facility capacity. The average occupancy rate 
calculated from cost report data from 2021 was just 75.7%. This indicates that excess capacity exists in 
State, and a deeper review of the census data shows that existing nursing facilities could have provided 
as many as an additional 529,000 days of care in 2021. Census trends also indicate that demand for 
nursing facility services is declining. The total days of care reported on the 2021 cost reports was 
1,649,692 down from 1,795,199 days reported on the 2019 cost reports. Of course, a caveat to these 
statistics is the impact of the COVID-19 pandemic. The pandemic has driven census numbers down 
across the country. But even taking that into consideration, South Dakota still has enough nursing facility 
capacity to make it clear that expanding the availability of nursing facility beds is not necessary. 
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While the census statistics are evidence that there is no need for additional nursing facility beds in South 
Dakota, the aging nursing facility infrastructure is a different concern. This issue was noted by several of 
the stakeholders participating in the rate review workgroup and their concerns are supported by some 
statistical data. Based on information obtained from the Department of Health, the average age of a 
nursing facility in South Dakota is 49.5 years, and more than 70% of the facilities are 50 years old or 
older. Even when consideration is given to the renewal value of renovations that have been made to 
these facilities, the average age only declines to 44.7 years. Of course, just because the nursing facility 
infrastructure is older, that doesn’t necessarily mean that it is bad. Yes, older buildings are more prone 
to issues with electrical and plumbing/HVAC installations, and may be less energy efficient. Older 
facilities may also lack modern amenities or designs that facilitate quality of care and quality of life. 
However, regular maintenance and occasional renovations can keep older buildings safe, efficient, and 
homey. Including incentives to encourage maintenance and renovation of existing beds is critical to 
helping ensure that the existing nursing facility provider network remains in good condition.  

The Capital rate component reimburses providers for the ownership of the facility and consists of 
building insurance, building depreciation, furniture and equipment depreciation, amortization of 
organization and pre-operating costs, mortgage interest, building rent, equipment rent, and return on 
net equity for proprietary facilities. A nursing facility’s capital rate is calculated as the lower of their 
capital costs or the capital limit. The capital limit was established in 2006 and is inflated annually by 
one/half the annual percentage of cost change from the previous year to the current year, calculated by 
using the Means Building Index for South Dakota. The capital limit effective for SFY 2024 is $20.95. In 
addition to the capital limit, there are limits on the allowable capital costs for a leased facility and the 
allowable historical cost for facilities acquired through purchase or a capital lease on or after July 18, 
1984. Many states implemented similar limits on capital reimbursement in the late 1980s based on 
Medicare provisions in the Deficit Reduction Act of 1984 to overcome the inflationary incentives of cost-
based reimbursement. 

The capital rate calculated in the last rebase is part of the non-direct component of the rate and has 
received the same inflation as the other cost centers that make up the non-direct care component. 
However, capital costs typically don’t increase at the same rate as other costs and over-time if capital 
improvements are not made capital costs actually decrease over time. As shown in the table below the 
current capital rate provides for cost coverage at 95.20% which is significantly higher than the overall 
cost coverage of 69.33%. This demonstrates that the current method of inflating the capital rate during 
non-rebase years doesn’t align the capital payment rate to the actual capital cost. To rebase the capital 
rate, the SFY 2024 capital limit of $20.95 was utilized in order to calculate the rate based on the state’s 
current capital reimbursement methodology. The allowable capital cost included the return on net 
equity if applicable. This resulted in an average rate of $11.65 with an average cost coverage of 
116.86%. The return on net equity was not included as a capital cost when calculating the cost coverage 
statistics therefore including it in the rate but excluding from the cost coverage results in some facilities 
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receiving a very high cost coverage driving the overall average up. Including the return on net equity as 
an allowable cost in the cost coverage analysis results in a cost coverage percentage of 90.38%.  

Table 22: Capital Rate Analysis 

 

Over time states have moved away from cost-based reimbursement systems for capital reimbursement 
and implemented fair rental value methodologies. Based on research, approximately 28 states currently 
have a payment system that would be considered a fair rental value method. Under this methodology, 
the facility is reimbursed on the basis of the estimated current value of its capital assets in lieu of direct 
payment for depreciation, amortization, interest, and lease expenses.  

From the provider’s perspective, advantages of fair rental systems include: (1) reward for long term 
program participation, (2) opportunity for capital accumulation to fund improvements, and (3) recognition 
of owner’s equity. Administrative advantages of fair rental systems are they generally: (1) discourage 
manipulation of the payment system, (2) create incentives for investment, and (3) minimize payment 
inequities. Additionally, fair rental systems usually avoid the payment problems associated with cost 
based system such as related-party leases, sale-leasebacks, changes in ownership, and refinancing issues. 

Based on the average age of nursing facilities, and the average per diem capital cost it doesn’t appear that 
the current reimbursement system provides equitable payment across facilities nor does it incentivize 
providers to invest in maintenance (including renovations). In addition, without frequent rebasing of 
capital cost, providers are hesitant to invest in maintenance/renovations as it could be several years 
before the rate is adjusted to include the additional capital cost. We recommend that the state begin 
taking the necessary steps to move towards a fair rental value system. A fair rental value system would 
encourage ongoing investment in facilities and could be crafted in a way to encourage safety, efficiency, 
quality of care, and quality of life.  

Given the short timeframe to complete this rate review, an in-depth analysis and modeling of a fair rental 
value system was not feasible. We recommend continued modeling of a fair rental value system and 
discussions with the stakeholders to develop a more equitable and effective capital reimbursement 
system.   
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Overall Rate Increase Limit 
It is our understanding that the overall rate increase limit was implemented during a time when rates 
were rebased annually with new cost data. Therefore an annual overall rate increase limit was applied 
to contain unnecessary growth in rates. However, South Dakota no longer rebases on an annual basis 
and this limit creates an obstacle to rebasing when rates have not been reset for several years and 
inflationary adjustments have not kept pace with cost increases.  

Most states stop with the limits that are applied to individual cost centers. The overall rate increase limit 
is somewhat redundant in that it applies a second limit to costs that have already been subjected to cost 
center ceilings. Table 23 shows some analysis of adjusting the increase limit up from the current 
threshold of 8%, to 18%, then 28% and finally removing the limit completely. 

Table 23: Overall Rate Increase Limit Analysis Using RUG 06/30/22 CMI 
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Alternative Rate Methods and Rate Adequacy 
Review 
In addition to evaluating the current reimbursement system presented above, we evaluated a rate build-
up rate methodology, analyzed potential new add-ons, and researched other state rate’s to evaluate 
rate adequacy.  

Rate Build-Up Rate Methodology 
A potential use of the wage survey data is to use that data in a rate build-up methodology. The 
Department asked us to investigate this type of methodology as a potential way to establish a 
benchmark for what resources are required to provide nursing facility services.  

Rate build-up methodologies are frequently used to set Medicaid rates for providers that do not file 
regular cost reports. Since nursing facilities file annual cost reports, Medicaid nursing facility rates are 
generally established using that cost report data. Inflationary factors are typically applied to the cost 
report data in an attempt to project what future costs might be. Cost-based rate methodologies are 
dependent upon the inflation estimates used, and the staffing patterns and labor costs of the individual 
facilities. These methodologies can produce widely varying rates even between facilities within the same 
market area. In contrast, a rate build-up methodology is generally used to establish a single rate that 
applies to all providers. A rate build-up methodology could be applied to nursing facilities to establish a 
statewide base rate that could then be adjusted for the acuity of individual residents. This base rate 
calculation could also be used as a benchmark to evaluate other rate calculations, and/or establish 
floors or ceilings for those rate calculations. We conducted an analysis of a rate build-up approach as an 
exploratory effort without establishing how the resulting rate calculations would be used. 

A rate build-up methodology generally focuses on the wage costs associated with the direct care 
component of the service to be provided. For a nursing facility, that direct care wage cost includes the 
nursing services provided by registered nurses (RN), licensed practical nurses (LPN), and nurse aides 
(Aides). Using the staffing ratios and hourly pay rates from the wage survey data we can estimate the 
labor costs for providing the direct care services. Allowances also need to be added to account for the 
costs of employee benefits, nursing supplies, allowable therapy costs, and other direct care costs. 
Together, these things account for the direct care cost component of nursing facility services. 

To complete the rate build-up calculation we added amounts for General and Administrative, Non-Direct 
Care, and Capital. Two options were considered for the calculation of these components. One 
determined a percentage basis for each component relative to the direct care rate component. The 
second used the average rate calculated for each component through modeling of rebasing with 2021 
cost data under the existing rate methodology. The average rate used through modeling was selected as 
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a better option since the percentage basis appeared to overstate these rate components. Tables 24 and 
25 illustrate the rate build-up calculations.  
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Table 24:  Rate Build-Up Calculation – Using Base Hourly Rates 

 

  

Rate Build-Up Calculation

Direct Care
Staffing Postion Hrs/Day Hrly Rt Tot/Day
RN 0.58 $36.29 $21.05
Contracted RN 0.06 $114.89 $6.89
LPN 0.39 $27.63 $10.78
Contracted LPN 0.09 $86.27 $7.76
Aides 1.76 $18.87 $33.21
Contracted Aides 0.27 $63.03 $17.02
Direct Care Wages Subtotal 3.15 $30.70 $96.71
Potential Wage Adjustments Allowance 3.79% $3.66
Adjusted Direct Care Wages Subtotal $100.37
Direct Care Benefits Cost Allowance 20.82% $16.59
Direct Care Wages and Benefits Subtotal $113.30

Nursing Supplies 10.65% $10.30
Other Direct Care 19.59% $18.95
Therapy Allowance 5.51% $7.85
Direct Care Rate Component $150.40

General and Administrative
Allowance for General and Administrative Costs $28.45

Non-Direct Care
Allowance for Non-Direct Care Costs $83.20

Capital
Allowance for Capital $11.65

Total Rate
Total Rate (DC+G&A+NDC+Capital) $273.70
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Table 25:  Rate Build-Up Calculation – Using Effective Hourly Rates 

 

  

Rate Build-Up Calculation

Direct Care
Staffing Postion Hrs/Day Hrly Rt Tot/Day
RN 0.58 $40.56 $23.52
Contracted RN 0.06 $114.89 $6.89
LPN 0.39 $31.60 $12.32
Contracted LPN 0.09 $86.27 $7.76
Aides 1.76 $21.50 $37.84
Contracted Aides 0.27 $63.03 $17.02
Direct Care Wages Subtotal 3.15 $33.45 $105.36
Potential Wage Adjustments Allowance 3.79% $3.99
Adjusted Direct Care Wages Subtotal $109.36
Direct Care Benefits Cost Allowance 20.82% $18.39
Direct Care Wages and Benefits Subtotal $123.76

Nursing Supplies 10.65% $11.22
Other Direct Care 19.59% $20.64
Therapy Allowance 5.51% $8.57
Direct Care Rate Component $164.20

General and Administrative
Allowance for General and Administrative Costs $28.45

Non-Direct Care
Allowance for Non-Direct Care Costs $83.20

Capital
Allowance for Capital $11.65

Total Rate
Total Rate (DC+G&A+NDC+Capital) $287.50
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To account for the direct care staffing costs we took the staffing ratios (Hrs/Day) for each of the direct 
care positions and their contracted staffing equivalents times the average hourly rate (Hrly Rt) for each 
of those positions. For the hourly rates we considered two different values. One is the average hourly 
base rate reported (used in Table 24). The second is the calculated effective hourly rate that takes into 
consideration additional payments made through bonuses and other payments (used in Table 25). This 
process gave us a total cost per resident day (Tot/Day) for each position (RN, LPN, and Aides) and the 
contracted labor equivalent. A Direct Care Wages Subtotal was determined by summing the total per 
day amounts for each position. We added a factor for potential wage adjustments (Potential Wage 
Adjustments Allowance) to the Direct Care Wages Subtotal based on percentage increases that survey 
participants indicated were planned before December 31, 2022. This gave us an Adjusted Direct Care 
Wages Subtotal. We calculated an employee benefits percentage from the 2021 cost report data and 
applied this percentage to the Adjusted Direct Care Wages Subtotal to get a Direct Care Wages and 
Benefits Subtotal.  

To complete the calculation of the Direct Care Rate Component, amounts were added for nursing 
supplies, other direct care costs, and therapy. The amounts for nursing supplies and other direct care 
cost were based on percentages relative to the Direct Care Wages Subtotal based on an analysis of the 
relationship between these costs from the 2021 cost report data. The amount for therapy was 
determined from an analysis of this rate component related to the non-therapy direct care rate 
component from the modeled rebased rates. The Direct Care Rate Component is the sum of the Direct 
Care Wages and Benefits Subtotal and the add-on amounts for Nursing Supplies, Other Direct Care, and 
Therapy Allowance. 

To get to the Total Rate estimate amounts were added for General Administrative, Non-Direct Care, and 
Capital. These amounts were determined using the average modeled rate component for each from the 
modeling for rebasing using the existing rate methodology. 

One caveat that must be considered in this analysis is that the rate build-up calculation does not account 
for case mix. Since the rate build-up calculation uses data from all survey participants it could be 
considered equivalent to the average case mix. This assumption would make comparisons to rate 
calculations at the average case mix relevant.  

Assuming that the rate build-up calculations produce a rate that is relative to the statewide average case 
mix it would be appropriate to compare the rate build-up calculations to the average per diems 
determined from the rate modeling. All of these rates are close but the rate build-up methodology does 
produce a higher average per diem.  

Table 26: Modeled vs. Rate Build-Up Rates 

 

Modeled Base 
Recommendations

Rate Build-Up Using 
Avg Rates

Rate Build-Up Using 
Effective Wages

$262.08 $273.70 $287.50
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Value Based Purchasing 
Value Based Purchasing (VBP) programs for nursing facilities (NF) have been evolving for many years; 
however, program goals have always been to encourage improvement within all facilities, but also to 
reward high-performing facilities. As programs have evolved, so too have the performance areas 
targeted and the data available to evaluate performance. Early programs often focused on efficiency 
and quality as measured by cost report data analysis. Over time, additional metrics have been added to 
evaluate quality, including health safety code inspection results, nursing facility assessment quality 
measures (QM) data, and resident satisfaction.  

As experience with NF VBP programs has grown, strengths and weaknesses of the various pay for 
performance (P4P) strategies have emerged. Moreover, data available for evaluating NF performance 
has increased and continues to improve. Today’s NF VBP programs generally incorporate quality of care 
and sometimes quality of life measurements, while several have also incorporated patient population 
incentives. 

Nursing facility performance measures can generally be classified as quality of care or quality of life, 
although there are some metrics used that do not neatly fall into either of these categories. Quality of 
care measurements can incorporate nationally standardized QMs endorsed by the National Quality 
Forum or those reported in Centers for Medicare & Medicaid Services (CMS) Nursing Home Compare 
Five-Star Quality Rating System. The CMS Five-Star ratings are derived from minimum date set (MDS) 
resident assessments or information from facility inspections and staffing information drawn from the 
CASPER system. Other quality of care measurements could include staffing statistics and health safety 
code survey statistics. Quality of life measurements are less readily available; however, they often 
include resident/employee/family satisfaction surveys and culture change/person-centered care 
assessment efforts. In addition, some states leverage Medicaid occupancy rates and cost report data 
statistics.  

The decision process for selecting NF VBP program measures should consider the use of readily available 
data. Many of the measures typically used are subjected to data validation tests by CMS, allowing States 
to avoid that administrative burden. Additional monitoring may also be required to ensure valid results. 
For example, when using measures sourced from the MDS assessment, it is best to perform monitoring 
to ensure the MDS data is supported by clinical records. Other considerations in this decision-making 
process include, but are not limited to, the creation and collection of new data sources. 

There are different strategies for incorporating VBP incentives into a nursing facility reimbursement 
methodology. The most basic of these is to apply rate add-ons for achieving certain performance 
standards. An example of this would be a system that includes a $2.00 per patient day add-on for 
facilities that achieve a minimum QM score of 680 through Care Compare, and a $1.50 per patient day 
add-on for facilities that achieve a minimum QM score of 620. This would result in additional payments 
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to facilities that maintain achieve the highest QM scores. Those payments would be driven by Medicaid 
days. Table 27 illustrates this potential incentive based on statistics for South Dakota.  

Table 27: Example of a Rate Add-on VBP Incentive 

 

Another option is to adjust rate parameters for providers that achieve set performance standards. An 
example of this might be a system that adjusts the direct care ceiling threshold to a higher percentage of 
the median (e.g. 130%/128% vs 125%) for facilities that achieve a minimum QM score of 680 through 
Care Compare. This would reward homes that have achieved higher QM scores with a greater tolerance 
for direct care spending. If might not necessarily result in higher reimbursement to these facilities if their 
costs were less than the base ceiling (125% in this case). Table 28 shows how this incentive might play 
out for South Dakota nursing facilities based on current Care Compare data. Other considerations 

Table 28: Example of a Rate Parameter VBP Incentive 

 

While we see value based purchasing as an important component of the nursing facility reimbursement 
rate, there are higher priority changes that we would recommend. Once these higher priority changes 
have been implemented we would recommend the state add a value based purchasing component to 
reimbursement system to better align payments with quality performance and encourage providers to 
strive for better outcomes. A simple approach to a VBP program is to utilize data compiled through the 
CMS Nursing Home Compare system. A percentage of additional funding provided by the general 
assembly for annual inflation could be used to fund a VBP per diem add-on. Then each year thereafter a 
proportion of the annual inflation funding could be used to continue increasing the funding for the VBP 
program. 
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Medicaid Occupancy Analysis 
Some states use Medicaid occupancy statistics as part of their value based purchasing programs. The 
intent of these programs is to reward the facilities that provide a greater percentage of the program 
services. Table 29 summarizes some of the ways states use Medicaid occupancy data. 

Table 29: Other States' Use of Medicaid Occupancy Data in VBP Programs 

 

  

State
Colorado

Illinois

Iowa

Kansas

Wisconsin

Min Medicaid 
Percentage

Max Medicaid 
Percentage

Incentive
PPD

50% 59% $0.75
60% 69% $1.49
70% 79% $2.61
80% 89% $4.10
90% 100% $5.97

Description
Medicaid occupancy is part of the Colorado's VBP program. Under the 
program facilities can earn up to 100 points for different quality of care 
and quality of life measures. The facility's total score then determines 
whether they qualify for a per diem add-on and how much the add-on 
is. A facility will receive 3 points if their Medicaid occupancy is 5% to 
9.99% above the statewide average Medicaid occupancy, and 4 points if 
their Medicaid occupancy is 10% or more above the statewide average. 
The statewide average is recalculated every year. 

Illinois did a redesign that was effective July 1, 2023 which included a 
time limited Medicaid Access payment for facilities with Medicaid 
occupancy over 70%.

Although not funded the Iowa VBP program does include a Medicaid 
occupancy component. When the program is funded facilities can earn 
up to 100 points for various outcomes measures and then the point 
totals are used to determine a per diem add-on. A provider would 
receive 3 points if Medicaid utilization is more than the median plus 
10% or 4 points if Medicaid utilization is more than the median plus 
20%. This is out of 100 points total.

Medicaid occupancy is one of four measures of the state's VBP program. 
A NF will receive a $.75 add-on if their Medicaid occupancy is >= 65%.

Non-governmental nursing facilities can receive the Exceptional 
Medicaid Utilization Incentive. The incentive is calculated according to 
the Medicaid percentage, which is the facility's Medicaid FFS, Medicaid 
hospice, and managed care Medicaid days divided by the facility's total 
patient days.
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Rate Adequacy Review 
Another alternative for analyzing rates is to look at rates in comparable states. We reviewed per diem 
rates for several states we believe provide comparable market areas. The states we included are 
Arkansas, Idaho, Iowa, Kansas, Missouri, Montana, Nebraska, North Dakota, and Oklahoma. For each 
state we’ve calculated an average Medicaid rate as well as the high and low rate. For comparison 
purposes we’ve added inflation to the average rates in order to project an equivalent rate to compare to 
the modeled FY 2024 rates. Table 30 presents these findings. 

Table 30: Medicaid Nursing Facility Rates from Selected Comparison States 

 

This data shows that the modeled South Dakota nursing facility rates for the base recommendations 
would place the State’s Medicaid rates near the top of this list of comparison states. 
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Recommendations 
Based on our rate model analysis and our assessment of current circumstances we have identified 
several recommendations. We’ve divided these into three groups. The first group are our base 
recommendations. These are the changes that we believe the State should implement to position its 
reimbursement system to be as viable and relevant as it can be, yet still remain fiscally efficient for the 
next five years. The second set of options developed are contingency plans to address the possibility 
that funding will not be available to implement all of the base recommendations. We have titled these 
recommendations as Reduced Funding Options. The final set of recommendations are add-ons or 
additions that we think the State might want to consider after addressing the base recommendations or 
as resources become available. 

Base Recommendations 
Our base recommendations include the following five items. Some of these changes are necessary to 
address looming case mix data issues. Others are steps that we believe will improve the rate setting 
methodology.  

 Rebase rates using the 2021 cost data.  
 Implement PDPM-based case mix calculations.  
 Remove the occupancy rule from direct care rate component.  
 Remove the overall rate increase limit.  
 Updating the way inflation factors are calculated.  

 
Rebase and Implement PDPM 
First, we recommend that the Department rebase rates for FY 2024 using the FY 2021 cost report data, 
and implement PDPM-based case mix calculations. This will update the rate calculations using the most 
current audited cost data and enable the Department to establish base rates relative to PDPM case mix 
calculations. Updating the rates to reflect the most recent cost experience is important to ensuring the 
rates are adequate to the meet the costs providers incur. Establishing base rates relative to PDPM case 
mix calculations is critical since CMS has announced plans to end support for RUG-based case mix 
calculations as of October 1, 2023. Rebasing rates effective July 1, 2023 will enable the State to 
transition to PDPM-based case mix rate adjustments before CMS ends support for RUG calculations.  

The estimated fiscal impact of these two changes together is approximately $9.9 million. Rebasing 
makes up the majority of the estimated impact adding an estimated $9,526,658 to the project 
expenditures. Moving to PDPM case mix calculations would add another $415,178 to the estimated 
expenditures. Additional steps could be taken to implement PDPM case mix calculations on a budget 
neutral basis but since the estimated fiscal impact of this change is only approximately 0.2% of total 
anticipated expenditures, the additional steps required to achieve budget neutrality are deemed 
unnecessary.  
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Remove Occupancy Rule from Direct Care 
We recommend that the Department remove the minimum occupancy rule application from the Direct 
Care cost center. The minimum occupancy rule is a mechanism for ensuring cost efficiency by requiring 
that costs are divided by a minimum number of resident days in order to determine per diem rates. This 
rule is very applicable when applied to fixed costs that can be overstated by per diem calculations when 
occupancy is very low. However, the minimum occupancy rule is less applicable to variable costs and 
since the Direct Care cost center is comprised of mostly variable costs it makes less sense to apply an 
occupancy rule to this cost center. While it is a common practice for states to use a minimum occupancy 
rule, it is not common for it to be applied to direct care costs. 

Removing the minimum occupancy rule from the Direct Care cost center would result in an estimated 
increase in expenditures of $2,485,693. Removing this rule would help ensure that the costs most 
related to providing resident care are fully covered. 

Remove the Overall Rate Increase Limit 
The overall rate increase limit restricts rate increases to 8% of the current rate. If rates are rebased 
frequently this rule would likely have a minimal impact since ceilings are also imposed on each cost 
center restricting cost outliers. However, if rates are not rebased for extended periods the relationship 
between costs and rates can become very different, and therefore the overall rate increase limit could 
have a very significant impact to updated rate calculations. This is the current circumstance. If the 
current rates were continued through FY 
2024 we estimate that overall cost coverage 
would be 71.12%, and cost coverage for 
direct care would be 74.12%. We estimate 
that overall cost coverage would increase to 
75.83% if rates were rebased with the 2021 
costs and current methodology, plus PDPM 
case mix calculations were implemented and 
the occupancy rule was removed from direct 
care. This falls well below the standard 
benchmark of 90% to 93% (see cost coverage 
inset). To bring the cost coverage statistics 
into the benchmark range, we recommend 
that the overall rate increase limit be 
eliminated. Eliminating the overall rate 
increase limit would increase total estimated 
expenditures to $248,921,058 adding another 
$44,522,347. This recommendation is 
obviously tied to a very significant change in 
program expenditures. Since it may not be 

COST COVERAGE 
Cost coverage is a statistic that is frequently used in 
health care rate setting to evaluate the adequacy of 
rates. It compares the calculated rate to the projected 
cost for the period the rate will cover. It is usually 
expressed as a percentage. For example a $98 rate for 
a provider with projected per diem costs of $100 
would produce 98% cost coverage. Not all costs are 
allowable under Medicaid so 100% cost coverage is 
seldom expected. However, some providers rely more 
heavily than others on Medicaid revenue and in these 
cases a higher cost coverage statistic is considered 
necessary to ensure providers are fiscally viable. This is 
especially true for nursing facilities where Medicaid 
accounts for more than 50% of the services provided. 
Our experience has shown us that overall cost 
coverage for nursing facilities should range between 
90% and 93% in order to ensure that these providers 
remain financially healthy. 
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feasible for the State to absorb such a significant change in program expenditures we recommend that 
as an alternative the State consider raising the rate increase limit to a higher threshold. We have 
included some alternative options in the recommendations section titled Alternative Options Resulting 
in a Lower Percentage of Methodology. 

Move to Global Insight Nursing Facility Market Basket 
Our final base recommendation is to change the inflation source that state uses to calculate inflation 
factors for the rate setting process. Historically South Dakota has used the Consumer Price Index (CPI) as 
a basis for calculating inflation factors. The CPI is an accepted standard for measuring historical changes 
in consumer prices and predicting future inflation that will affect those prices. However, inflation for 
medical costs is generally quite different than standard consumer goods. An alternative to the CPI is the 
Global Insight Skilled Nursing Facility Market Basket Index (NF Market Basket) that CMS uses for 
Medicare nursing facility rate calculations. This index is considered the industry standard for calculating 
inflation factors. Most states also use the NF Market Basket to calculate inflation factors for Medicaid 
nursing facility rate setting.  

Switching to inflation calculated from the NF Market Basket would have a positive impact on rate 
calculations and help to ensure that nursing facility rates account for current costs. For example inflation 
to rebase rates for FY 2024 using the 2021 cost report data would be 9.88% using the NF Market Basket 
for providers with a cost report year end of 12/31/21. Inflation for the same period calculated using the 
CPI comes out to 7.48%. Similar differences are found for other inflation periods. Using the CPI to 
calculate inflation for nursing facility rates is generally going to result in an understated inflation 
calculation. This circumstances is compounded when rates are not rebased on a regular basis.  

Changing to the NF Market Basket for the FY 2024 would increase expenditures another $4,143,334 to a 
total estimated expenditures of $253,064,392. Making this change will better position the State to keep 
pace with nursing facility cost increases. 

The base recommendations that have been described to this point; rebasing with the 2021 costs, 
implementing PDPM, removing the occupancy rule from direct care, removing the overall rate increase 
limit, and adopting inflation calculation based on the NF Market Basket, are the recommended base 
methodology. These are summarized in Table 31. In this table we provide a description of each 
recommendation, cost coverage statistics, estimated expenditures, the projected per diem rate, and the 
anticipated change in expenditures and the rate. To establish a base to measure fiscal impact against 
we’ve included an estimate of the cost of simply maintaining the FY 2023 rates through FY 2024. This is 
used to determine the fiscal impact of rebasing by subtracting the estimated expenditures before 
rebasing from the estimated expenditures after rebasing. The fiscal impact for each subsequent 
recommendation is calculated by comparing the estimated expenditures from the previous 
recommendations.  
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A percentage of methodology statistic has also been included in the table. This is based on the idea that 
fully funding the cost of these recommendations would be considered 100% of methodology. You’ll 
notice in the table that our estimate for total expenditures, if all five of these recommendations were 
implemented, is approximately $245.2 million. If only the first recommendation, rebasing rates using 
2021 cost data, were implemented the estimated expenditure total is just $194.7 million. Dividing the 
expenditure estimate for the first recommendation by the total for all recommendations produces the 
percentage of methodology statistic. In this case that’s 79.41%. We’ve provided this percentage of 
methodology statistic for each of the base recommendations. Of course this statistic is dependent on 
the order in which each recommendation is considered. To that end we have presented the 
recommendations in priority order in both the table and the narrative explanation. 
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Table 31: Base Recommendations

 

Recommendation Description Statistics
Est. Total 

Expenditures Est. Fiscal Impact Avg. PPD Avg. PPD Δ
% of 

Methodology
Maintain Current Rates Continue current rates effective July 1, 2022 

into FY 2024 applying current case mix 
indices.

•70.47% Avg Cost Coverage
•73.65% Avg Direct Care Cost Coverage
•935,484 Medicaid Days

 $       182,703,238  $                           -    $      195.30  $               -   74.52%

Rebase NF Rates Using 
2021 Costs and 
Existing Rate 
Parameters

Calculate base nursing facility rates for FY 
2024 using fiscal year 2021 cost data and the 
existing nursing facility reimbursement 
methodology and rate setting parameters. 

•74.95% Avg Cost Coverage
•92.11% Avg Direct Care Cost Coverage
•935,484 Medicaid Days

 $       194,698,172  $         11,994,934  $      208.13  $        12.83 79.41%

Implement PDPM 
Case Mix Calculations

Change case mix calculations from RUGs to 
PDPM.

•75.22% Avg Cost Coverage
•94.97% Avg Direct Care Cost Coverage
•935,484 Medicaid Days

 $       195,206,226  $               508,054  $      208.67  $          0.54 79.62%

Remove Occupancy 
Rule from Direct Care

Do not apply occupancy rule to direct care 
rate calculations.

•75.69% Avg Cost Coverage
•98.99% Avg Direct Care Cost Coverage
•935,484 Medicaid Days

 $       196,470,362  $           1,264,136  $      210.02  $          1.35 80.13%

Adjust Overall Rate 
Increase Limit

Remove the 8% overall rate increase limit for 
all nursing facilities.

•92.69% Avg Cost Coverage
•98.96% Avg Direct Care Cost Coverage
•935,484 Medicaid Days

 $       241,158,756  $         44,688,394  $      257.79  $        47.77 98.36%

Use the GI NF Market 
Basket Rather Than 
CPI

The rate of medical inflation is typically 
higher than many consumer goods and 
services. The Global Insight Skilled Nursing 
Facility Market Basket Index (GI Index) is a 
widely accepted inflationary index utilized 
by CMS and many states to adjust nursing 
facility costs for rate setting purposes. The 
existing nursing facility parameters were 
held constant under a FY 2021 rate calculation 
scenario using 2018 costs, except that 
inflation calculations were maded using the 
GI Index rather than the CPI. 

•92.65% Avg Cost Coverage
•98.94% Avg Direct Care Cost Coverage
•935,484 Medicaid Days

 $       245,175,429  $           4,016,673  $      262.08  $          4.29 100.00%

Combined 
Recommendations 245,175,429$      62,472,191$         262.08$     66.78$        100.00%
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Reduced Funding Options 
We acknowledge that fully funding the base recommendations may not be feasible. It may also 
not be practical to choose only to implement part of the base recommendations as this may not 
fully utilize all available financial resources. Therefore we want to present some additional 
options for addressing circumstances where available funding is less than 100% of methodology 
(estimated expenditures for the base recommendations). 

Prorated Rate Calculations 
The most straight forward way to address a funding shortfall is to implement prorated rates. In 
this process, preliminary rates would be calculated using the base recommendations. Each 
preliminary rate would then be reduced by applying pro rata percentage determined by dividing 
the available funding by the estimate expenditures for the base recommendations. For example, 
if $210 million of funding was available, dividing that amount by the estimated expenditures for 
the base recommendations ($245,175,429) produces a pro rata percentage of 85.65%. Each of 
the preliminary rates would then be multiplied by 85.65% to determine the prorated rates. 

Methodology Adjustment Options 
While a prorated rate calculation provides a simple way to address funding shortfalls, it does not 
prioritize any part of the reimbursement methodology. Targeting a specific aspect of the 
reimbursement methodology may be a suitable option for addressing a funding shortfall. We 
believe this is the case with the base recommendations since removing the overall rate increase 
limit has such a significant impact to estimated total expenditures. To provide some alternatives 
for addressing potential funding shortfalls we have analyzed incremental adjustments to the 
overall rate increase limit. Although there are an unlimited number of adjustments that could be 
applied to this rate parameter, we have narrowed the options to a handful of different settings 
that result in incremental increases to the percentage of methodology statistic of approximately 
5%. These options are presented as reduced cost options in Table 32. The table contains the 
same statistics presented for the base recommendations including cost coverage, estimated 
expenditures, estimated fiscal impact, the average per diem rate, the average change in the per 
diem rate, and the percentage of methodology statistic. 
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Table 32: Reduced Cost Options 

Option Description Statistics
Est. Total 

Expenditures Est. Fiscal Impact Avg. PPD Avg. PPD Δ
% of 

Methodology
Base 
Recommendations
100% of Methodology

Rebase using 2021 costs, implement PDPM, 
remove occupancy rule from direct care, 
remove overal rate increase limit, and 
transition to NF Market Basket

•92.65% Avg Cost Coverage
•98.94% Avg Direct Care Cost Coverage
•935,484 Medicaid Days

 $       245,175,429  $         62,472,191  $      262.08  $        66.78 100%

Base with 34% Overall 
Rate Increase Limit
95% of Methodology

Rebase using 2021 costs, implement PDPM, 
remove occupancy rule from direct care, 
increase overall rate increase limit to 34%, 
and transition to NF Market Basket

•87.94% Avg Cost Coverage
•98.94% Avg Direct Care Cost Coverage
•935,484 Medicaid Days

 $       233,003,858  $         50,300,620  $      249.07  $        53.77 95.04%

Base with 24% Overall 
Rate Increase Limit
90% of Methodology

Rebase using 2021 costs, implement PDPM, 
remove occupancy rule from direct care, 
increase overall rate increase limit to 24%, 
and transition to NF Market Basket

•83.60% Avg Cost Coverage
•98.94% Avg Direct Care Cost Coverage
•935,484 Medicaid Days

 $       221,206,429  $         38,503,191  $      236.46  $        41.16 90.22%

Base with 15% Overall 
Rate Increase Limit
85% of Methodology

Rebase using 2021 costs, implement PDPM, 
remove occupancy rule from direct care, 
increase overall rate increase limit to 15%, 
and transition to NF Market Basket

•78.60% Avg Cost Coverage
•98.94% Avg Direct Care Cost Coverage
•935,484 Medicaid Days

 $       207,764,372  $         25,061,134  $      222.09  $        26.79 84.74%

Base with Current  
Rate Increase Limit
80% of Methodology

Rebase using 2021 costs, implement PDPM, 
remove occupancy rule from direct care, and 
transition to NF Market Basket

•74.50% Avg Cost Coverage
•98.94% Avg Direct Care Cost Coverage
•935,484 Medicaid Days

 $       196,756,437  $         14,053,199  $      210.33  $        15.03 80.25%

Maintain Current 
Rates
75% of Methodology

Continue current rates effective July 1, 2022 
into FY 2024 applying current case mix 
indices.

•70.47% Avg Cost Coverage
•73.65% Avg Direct Care Cost Coverage
•935,484 Medicaid Days

 $       182,703,238  $                           -    $      195.30  $               -   74.52%
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Additional Recommendations 
There are four other recommendations we believe should be considered if additional funding is 
available after the base recommendations have been addressed. These include reinvesting in 
infrastructure, eliminating the dual ceiling methodology, implementing value based purchasing, 
and automating extraordinary care payment calculations. Table 33 includes a description of each 
of these recommendations, projections about how each might impact cost coverage statistics, an 
estimated fiscal impact, the related per diem rate change, and the percentage of methodology 
calculation. This final statistic once again compares the estimated fiscal impact of each change to 
total estimated expenditures for the base recommendations.
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Table 33: Additional Recommendations 

 

Recommendation Description Statistics Est. Fiscal Impact Avg. PPD Δ
% of 

Methodology
Infrastructure 
Reinvestment

Aging nursing facility buildings is a concern that was voiced by many 
workgroup members. Yet others also shared concerns about 
investing capital in buildings they thought should be retired or 
consolidated. A plan could be devised to address both of these 
concerns identifying buildings that could be targeted for 
consolidation or repurposing, and providing funding to rehab 
buildings deemed essential to the program but in need of updating.

•1% Avg Cost Coverage Increase (est.)
•No change to Direct Care Cost Coverage
•935,484 Medicaid Days

 $           2,451,754  $          2.62 1%

Eliminate the Dual 
Ceiling Methodology

Analysis showed that the dual ceiling approach really has a minimal 
impact to the Medicaid rates. The intent of the dual ceiling 
approach is also unclear. This scenario calculates the impact of 
removing the minimum ceilings currently used in the rate 
methodology in favor of using a single ceiling for all cost centers set 
at the current maximum ceiling threshold. This would simplify the 
rate calculation process and eliminate a part of the methodology 
that has no clear purpose.

•<0.5% Avg Cost Coverage Increase (est.)
•,0.5% Direct Care Cost Coverage Inc.
•935,484 Medicaid Days

 $               745,060  $          0.80 0.30%

Implement a Value 
Based Purchasing Add-
on

Value based purchasing (VBP) or pay for performance (P4P) 
incentives are a very common component of today's 
reimbursement methodologies. VBP provisions ensure that there is 
some alignment between quality of care and reimbursement levels. 
This scenario represents one simple approach to a NF VBP program 
that utilizes data compiled through the CMS Nursing Home Compare 
system. Specifically, the modeled VBP parameters utilize health 
survey performance rating to establish minimum qualfiying criteria. 
Per diem add-ons are then determined for each qualifying provider 
using Five Star rating for staffing and quality measures.

•1% Avg Cost Coverage Increase (est.)
•No change to Direct Care Cost Coverage
•935,484 Medicaid Days

 $           2,451,754  $          2.62 1%

Automate 
Extraordinary Care 
Additional Pay 
Calculations

This scenario involves implementing methods to standardize the 
calculation of additional per diem payments for extraordinary care. 
This would be very practical for extraordinary care payments tied to 
wound vac treatments. It is also applicable to payments made for 
individuals with behavioral issues.

 $                           -    $               -   
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Hold Harmless and Phase-In Analysis 
Whenever there are significant changes to a reimbursement system there is the potential for 
creating unintentional outcomes. While it might be expected that all rates would increase as a 
result of rebasing rate calculations, that is not always the case. Some providers may actually 
experience rate decreases due to the rebasing. In some cases these decreases can be significant 
enough to jeopardize the provider’s fiscal operations. To mitigate this circumstance states often 
use hold harmless provisions, or phase-in approaches. 

Hold Harmless Analysis 
A hold harmless provision ensures that no provider receives a rate decrease as a result of the 
reimbursement system updates. Such a provision may be implemented as an ongoing part of the 
reimbursement methodology or as a time-limited tool to give providers a period to adjust their 
operations to the new reimbursement rates. Implementing a hold harmless provision is fairly 
straight forward as it simply requires a comparison of each provider’s recalculated rate to the 
current rate in effect before the reimbursement methodology updates. A hold harmless provision 
could hold the provider 100% harmless where the provider would receive the greater of their 
recalculated rate or their current rate prior to the update. Or a stop-loss hold harmless provision 
could be implemented which limits the amount of loss the provider would incur. Under this 
methodology, one provider could be held 100% harmless, where another provider could 
experience some loss based on the stop-loss percentage. 

To evaluate the potential need for a hold harmless provision we reviewed the number of 
providers that would receive a lower SFY 2024 rate under the modeled parameters as compared 
to their SFY 2023 rate. We also calculated the average projected per diem decrease and the total 
estimated decrease in Medicaid reimbursement. We evaluated these findings for all facilities 
together, and for different subsets of facilities (i.e. regular vs. access critical facilities, hospital-
based vs freestanding facilities, urban vs. rural facilities, and small vs. large facilities. We repeated 
this analysis for each step of our base recommendations. 

We found that seven (7) facilities would experience a rate decrease from the FY 2023 rate if rates 
were rebased using the 2021 cost report data and the existing rate parameters. Two (2) of the 
facilities that would experience rate decreases under the rebase are Access Critical facilities. Of 
the five (5) other facilities, all are freestanding, with four (4) of them being rural and one (1) 
urban, and four (4) being large and one (1) small. The average rate decrease for these providers 
would be $17.94, and the additional estimated expenditures to impose a hold harmless provision 
would be $1,318,263.  

Implementing PDPM with a rate rebase reduces the number of facilities that would experience a 
rate decrease to six (6) and shifts the impact to only freestanding regular nursing facilities (5 
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rural/1 urban, 4 large/2 small). The average rate decrease would drop to $16.76 and additional 
expenditures to implement a hold harmless provision would be $1,171,871. 

Removing the occupancy rule from direct care (in addition to rebasing and implementing PDPM) 
reduces the number of facilities that would receive a rate decrease further to just three (3) 
facilities, all of which are freestanding and rural (1 large/2 small). The average rate decrease 
would be $12.24 and the cost of imposing a hold harmless provision would be $336,622. 

Removing the overall rate increase limit does not change the number of facilities with rate 
decreases or the cost of imposing a hold harmless provision, but transitioning to the NF Market 
Basket would reduce the cost of the hold harmless. If the NF Market Basket were utilized for 
inflation calculations on top of all the other base recommendations the average rate decrease for 
the three (3) facilities would be $8.34 and the cost of imposing the hold harmless would be 
$229,329. Table 34 summarizes the findings from our hold harmless analysis. 

Table 34: Hold Harmless Analysis 

 

Phase-In Options 
Another strategy that could be used to address potential rate decreases is a phase-in approach. 
This could be implemented in a number of different ways. One of those would be to use the hold 
harmless approach discussed above but limit the period of time that provision is in place. During 
that time period facilities with a calculated SFY 2024 rate that comes out below their SFY 2023 
rate would receive the old rate. Then, after a set period of time, for example six months, all rates 
would transition to the new methodology. 

An alternative phase-in approach would create a blended rate using a percentage of the SFY 2023 
rate and a percentage of the calculated SFY 2024 rate under the updated methodology. For 
example if a provider’s SFY 2023 rate was $200.00 and their calculated SFY 2024 rate was 
$180.00, the rates could be blended together by applying a percentage mix. If that mix was 75% 
of the old rate and 25% of the new rate, then the rate for the facility in the example would be 
$195.00 (75% x $200 + 25% x $180). Phase-in options like this example are usually set up on a 
progressive plan so that the rate starts at 75%/25%, then moves to 50%/50%, then 25%/75%, and 
finally 100% of the new rate calculation. Table 35 illustrates this type of phase-in approach.  

# Impacted Avg. Impact Total Impact # Impacted Avg. Impact Total Impact # Impacted Avg. Impact Total Impact
Current Rates 0 -$            -$                 0 -$            -$                 0 -$            -$                 
Rebase Using 2021 Cost Data 7 17.94$        1,362,812$    2 1.95$          44,549$          5 24.83$        1,318,262$    
Implement PDPM 6 16.76$        1,171,871$    0 -$            -$                 6 16.76$        1,171,871$    
Remove Occ. Limit from DC 3 12.24$        336,622$        0 -$            -$                 3 12.24$        336,622$        
Remove Overall Increase Limit 3 12.24$        336,622$        0 -$            -$                 3 12.24$        336,622$        
Transition to NF Market Basket 3 8.34$          229,329$        0 -$            -$                 3 8.34$          229,329$        

Rate Scenario
All Nursing Facilities Access Critical Nursing Facilities Regular Nursing Facilities
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Table 35: Phase-In Approach Example 

 

Hold Harmless/Phase-In Recommendation 
Our analysis shows that there are a small number of facilities that might receive a rate decrease 
with an updated reimbursement methodology. The number of facilities with rate decreases 
drops with additional rate methodology changes. The magnitude of the rate decreases also 
depends on the degree to which our base rate recommendations are implemented. Therefore we 
recommend that a hold harmless/phase-in strategy be developed after the other rate 
parameters have been reviewed and settled.  
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Appendix A: Wage Data Survey 

The Wage Data Survey shown on pages 47-50 was developed with input from the stakeholder workgroup to capture more current 
information about staff wages and staffing ratios. It was distributed to providers on July 15, 2022. Facilities were given one week until 
July 22, 2022 to complete the survey.  
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Appendix B: Rate Model 

 


