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• Creating Rates

Locate 
Regulations 

Gather Data 
Sources

Apply 
Calculations

Rates

https://law.lis.virginia.gov/admincode/title12/agency30/chapter90/section44/

https://law.lis.virginia.gov/admincode/title12/agency30/chapter90/section44/


Five key tenets
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Prospective methodology

Control costs

Framework for managed care payment

Provider specific

Case member index (CMI) 
• Providers paid less for members that require less resources 

• Providers paid more for members requiring more resources



Peer Groups

• A group of facilities that share similar 
characteristics,

• Facilities within a peer group are 
typically located close to each other, 
provide a similar services, and can be 
similar in size,

• Peer groups help providers get paid 
more accurately, and

• Providers in more expensive areas are 
paid more while providers in less 
expensive areas are paid less.



Data Sources

Provider 
Cost Report 

Data

Patient 
Acuity

Inflation



Cost Categories and Payment Equation

Direct Costs

50%

Indirect Costs

40%

Capital Costs 
(building and 

fixed 
equipment)

9%

Nurse Aid 
Training 

(NATCEP)

~1%

Criminal 
Records 

Checks (CRC)

<1%

Direct Operating 
Costs

(Nursing & 
Ancillaries) 

X RUG Case Mix

Indirect 
Operating, 

Capital, 
NATCEP & 
CRC Costs 

Per Diem Rate



Operating Rates:  direct and indirect cost

Direct Cost Examples

• Direct patient care

• Nursing (RN, LPN, CNA, etc.)

• Medicaid ancillary costs 

• Adjusted during claims 
adjudication

Indirect Cost Examples

• Facility costs that do not 
relate to “hands on care”

• Administration

• Management

• Dietary 

• Cleaning/laundry

• Subscriptions

• Not adjusted during claims 
adjudication
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Resource Utilization Groups (RUG) 

• RUG codes:
 Clinical categories

 Measure resources for different 
levels of acuity

 Weight between 0.45 and 3.00

 CMI is calculated from RUG 
weights to obtain the average 
patient acuity by facility

 Higher numbers indicate a 
higher use of resources and 
expenses

• CMS Minimum Data Set 
(MDS) survey instrument is a 
standard questionnaire

• MDS assessments are 
required for reimbursement
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DMAS Nursing Facility Web Resources

https://www.dmas.virginia.gov/for-providers/general-information/rate-
setting/nursing-facilities/
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https://www.dmas.virginia.gov/for-providers/general-information/rate-setting/nursing-facilities/


Summary

• NF payment rates are set using retrospective 
data based on direct and indirect costs

• Direct cost represents direct patient care that 
are adjusted during claim adjudication

• Indirect cost represents administration and 
management, these are not adjusted during 
claims adjudication
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