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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing

DEPARTMENT OVERVIEW

Key Responsibilities

> Administers the State's Medicaid program which provides health care services to a
forecasted 381,390 low-income people in FY 2008-09 (based on current appropriation).

> Administers the Children's Basic Health Plan, a health insurance program for a forecasted
77,152 low-income children and approximately 1,697 adult pregnant womenin FY 2008-09.

> Operatesthe Colorado Indigent Care Program to offset clinic and hospital provider costsfor
servicesto low-income and uninsured clientswho are not Medicaid eligible. InFY 2006-07
(last year with data) this program served approximately 172,500 low-income individuals.

> Administers the Old Age Pension Health and Medical Fund which provides health care to
aforecasted 5,389 elderly personswho do not qualify for Medicaid or Medicarein FY 2008-
09.

> Administers the Primary Care Fund and the Comprehensive Primary and Preventive Care
Grant Program.

> Acts as the single-state agency to receive Title XIX (Medicaid) funds from the federal

government and therefore, passes these federal funds to other state agencies that have
qualifying programs (mainly the Department of Human Services).

Factors Driving the Budget

Funding for the Department in FY 2008-09 consists of 40.6 percent General Fund, 48.8 percent
federal funds, and 9.9 percent cash funds, and 0.7 percent reappropriated funds. Mgjor sourcesfor
the cash funds and reappropriated funds include (1) the certification of expenditures from other
government entities (mainly public hospitals, school districts, and regional centers) that qualify for
matching federal funds from the Medicaid program; (2) the Health Care Expansion Fund; (3) the
Primary Care Fund; (4) the Children'sBasic Health Plan Trust Fund; (5) the Old Age Pension Health
and Medica Care Fund and Supplemental Fund; (6) the Health Care Services Fund; (7) the
Comprehensive Primary and Preventive Care Grants Fund; and (7) variousother cashfunds. Federal
Fundsare appropriated as matching fundsto the Medicaid program (through Title X1X of the Social
Security Administration Act) and as matching funds to the Children's Basic Health Plan programs
(through Title X X1 of the Socia Security Administration Act). Some of the most important factors
driving the budget are reviewed below.

Medical Services Premiums

TheMedical Services Premiums section providesfunding for the health care servicesof individuals
gualifying for the Medicaid program. Health care servicesinclude both acute care services (such as
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physician visits, prescription drugs, and hospital visits) and long-term care services(provided within
nursing facilities and community settings). The Department contracts with health care providers
through fee-for-service and health maintenance organization (HMO) arrangements in order to
provide these servicesto eligible clients. Total costs for the program are driven by the number of
clients, the costs of providing health care services, and utilization of health care services.

Medicaid Caseload Growth

Thefollowing factors affect the number of clients participatinginthe Medicaid program: (1) generd
population growth; (2) policy changes at the state and federal level regarding who is eligible for
services, and (3) economic cycles. Since FY 2004-05, the Medicaid caseload has declined due to
improving economic conditions and federal policy changes contained in the Federal Deficit
Reduction Act of 2005. The current Medicaid casel oad forecast is 381,390 clientsin FY 2008-09.
Thefollowing table shows the Medicaid caseload history by aid category from FY 2004-05 through
the forecast period for FY 2008-009.

FY 2004-05 FY 2005-06 FY 2006-07 FY 2007-08 FY 2008-09
Medicaid Caseload Actual/l Actual/l Actual/1 Actual/l  Estimate/2
Supplemental Security Income (SSI) Ages 65+ 35,615 36,219 35,977 36,044 36,278
Supplemental. Security Income (SSI) Ages 60 -
64 6,103 6,048 6,042 6,116 6,216
Qualified Medicare Beneficiaries/Special Low-
income Medicare Beneficiaries 9,572 11,012 12,818 14,130 15,068
Disabled 47,626 47,565 48,567 49,662 50,123
Categorically Eligible Adults 56,453 57,747 51,361 44,234 41,667
Expansion Low-Income Adults 0 0 4,974 8,627 9,629
Baby Care Adults 6,110 5,050 5,123 6,108 6,028
Breast and Cervical Cancer Treatment 86 188 230 270 301
Low-Income Children 220,592 213,600 206,170 201,800 193,484
Foster Children 15,669 16,311 16,601 17,014 18,858
Non-Citizens 4,976 5,959 5214 4,044 3,738
Total Medicaid Caseload 402,802 399,699 393,077 388,049 381,390
Annual Percent Change 11.1% -0.8% -1.7% -1.3% -1.7%

/1 Beginning in FY 2008-09, the Department rebased casel oad to reflect data through the last day of a month. The table above
shows the actual caseload numbers before the rebase since this was the data that was used to develop the original FY 2008-09
estimate. In other tablesin this document, the rebased casel oad amount may be shown in past years. If thisdone, it will be noted
on thetable.

/2 This table includes the caseload estimates reflected in H.B. 08-1375 (General Appropriation Act) as well as caseload impact
estimates for S.B. 07-2 and S.B. 08-99.
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Medical Cost Increases

In addition to increased costs due to caseload growth, the Medicaid budget also grows as aresult
of higher medical costs and greater utilization of medical services. For FY 2008-09, the
appropriation assumes a 3.4 percent increase in the average cost per client. Theincreasein the per
capita costs results mainly from a caseload drop in the lower cost adult and children categories
(changesin case mix) and from provider rateincreasesfor long-term care and acute care providers.
Thefollowing table showsthe average medical costsper Medicaid client from FY 2004-05 through
the forecast period for FY 2008-009.

FY 2004-05 FY 2005-06 FY 2006-07 FY 2007-08 FY 2008-09

Actual Actual Actual Actual Appropriation
Medical Service Cost Per Capita $4,700.29 $4,959.65 $5,211.29 $5,739.06 $5,936.79
Annua Percent Change -7.5% 5.5% 5.1% 10.1% 3.4%

Medicaid Mental Health Capitation

M edicaid mental health community servicesthroughout Colorado aredelivered through amanaged
careor "capitated" program. Under capitation, the State paysaregional entity - aBehavioral Health
Organization (BHO) - a contracted amount (per member per month) for each Medicaid client
eligible for mental health services in the entity's geographic area. The BHO is then required to
provide appropriate mental health servicesto all Medicaid-eligible persons needing such services.

The rate paid to each BHO is based on each class of Medicaid client eligible for mental health
services (e.g., children in foster care, low-income children, elderly, disabled) in each geographic
region. Under the capitated mental health system, changes in rates paid, and changes in overall
Medicaid eligibility and case-mix (mix of types of clients within the population) are important
driversin overall state appropriationsfor mental health services. Capitation representsthe bulk of
the funding for Medicaid mental health community programs.

The following table provides information on the recent expenditures and caseload for Medicaid
mental health capitation. Please note, the Medicaid mental health caseload used was converted
effective FY 2005-06 to mirror how Medicaid caseload is reported in other areas of the
Department's budget. Specifically, the caseload beginning in FY 2005-06 does not include
retroactivity adjustments.

FY 2004-05 FY 2005-06 FY 2006-07 FY 2007-08 FY 2008-09
Actual Actual Actual Actual Appropriation
Medicaid Mental Health
Capitation Funding $164,540,442  $176,727,920 $184,640,568 $196,011,033 $207,799,886
Annual Dollar Change $13,211,714 $12,187,478 $7,912,648 $11,370,465 $11,788,853
Annual Percent Change 8.1% 7.4% 4.5% 6.2% 6.0%
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FY 2004-05 FY 2005-06 FY 2006-07 FY 2007-08 FY 2008-09
Actual Actual Actual Actual Appropriation
Individuals Eligible for
Medicaid Mental Health
Services (Caseload)/1 388,254 382,734 375,046 369,875 362,584
Annual Caseload Change 5,520 (5,520) (7,508) (5,171) (7,291)
Annua Percent Change 1.4% -1.4% -2.0% -1.4% -2.0%

/1 Not all Medicaid caseload aid categories are eligible for mental health services. The caseload reported in thistable
does not reflect the Qualified Low-Income Medicaid (QMB/SLMB) or non-citizen aid categories.

Indigent Care Program

The Safety Net Provider Payment, the Children's Hospital Clinic Based Indigent Care, and the
Pediatric Speciality Hospital line items provide direct or indirect funding to hospitals and clinics
that have uncompensated costs from treating approximately 172,500 under-insured or uninsured
Coloradans through the Indigent Care Program. The Indigent Care Program is not an insurance
program or an entitlement program. Because thisis not an entitlement program, funding for this
program is based on policy decisions at the state and federal level and is not directly dependent on
the number of individuals served or the cost of the services provided. The maority of the funding
for this program isfrom federal sources. State fundsfor the program come through General Fund
appropriations and through certifying qualifying expenditures at public hospitals.

In FY 2004-05, funding for private hospitals participating in the program was cut by $6.2 million
total funds. However, because the State received approval fromthe U.S. Centersfor Medicareand
Medicaid Services (CMS) to change the methodol ogy by which the Upper Payment Limit (UPL)
financing was calculated, the total fund appropriation for the program actually increased by $8.1
million associated with recouping prior year payments. In FY 2005-06, total funding for the
program increased by $28.7 million. Theincrease was dueto restoring the $6.2 million for private
hospitalsthat was cut in the prior year, increasing funding for pediatric speciality hospitals by $5.5
million, and accessing an additional $17 millioninavailableMedicare UPL funding. For FY 2006-
07, an additional $9.9 million was expended for these programs due mainly to $15.0 million in
available S.B. 06-44 funding offset by adecrease of $5.5 millionin UPL financing. For FY 2007-08
a provider rate increase was included for the pediatric speciality hospital line item and federal
matching funds were appropriated for the S.B. 06-44 funding for atotal funding increase of $33.2
million. In FY 2008-09, the $3.2 million increase is related mainly to additional funding for the
pediatric speciality hospital line item.

FY 2004-05 FY 2005-06 FY 2006-07 FY 2007-08 FY 2008-09
Actual Actual Actual Actual Appropriation
Safety Net Provider
Payments $264,013,206 $287,296,074 $279,933,040 $296,188,630 $296,188,630
Children's Hospital Clinic
Based Indigent Care 6,119,760 6,119,760 6,119,760 6,119,760 6,119,760
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FY 2004-05 FY 2005-06 FY 2006-07 FY 2007-08 FY 2008-09
Actual Actual Actual Actual Appropriation

Pediatric Speciality
Hospital 0 5,452,134 7,732,072 8,439,487 12,865,212
S.B. 06-44 Funding
Available for Service
Expenditure 0 0 14,962,408 31,225,421 30,000,000

Total $270,132,966 $298,867,968 $308,747,280 $341,973,298 $345,173,602
General Fund 12,492,364 18,362,593 19,500,662 19,701,662 21,701,662
Cash Fund Exempt/Cash
Funds/ Reappropriated
Funds 122,574,119 131,071,391 142,354,182 150,668,119 150,885,139
Federa Funds 135,066,483 149,433,984 146,892,436 171,603,517 172,586,801
Total funding percent
change 3.07% 10.64% 3.31% 10.76% 0.94%

Comprehensive Primary Care Program

In November 2004, the voters passed Amendment 35 to the Col orado Constitution which increased
the taxes on tobacco products in order to expand several health care programs. During the 2005
Legislative Session, the General Assembly passed H.B. 05-1262 to implement the provisions of
Amendment 35. Specifically, H.B. 05-1262 created the Comprehensive Primary Care program.
This program provides additional funding to qualifying providerswith patient casel oadsthat are at
least 50 percent uninsured, indigent, or enrolled in the Medicaid or Children's Basic Health Plan
programs. For FY 2005-06, the amount of funding available for this program was $44.1 million.
Funding in FY 2005-06 included tobacco tax revenuesthat were collected in both FY 2004-05 and
FY 2005-06. In FY 2006-07, funding for this program decreased to $32.0 million. The decrease
reflected solely the fact that the program had only twelve months of revenuein FY 2006-07 instead
of the 18 months of revenue collections that were available in FY 2005-06. For FY 2007-08,
funding for this program was $31.0 million and in FY 2008-09 funding is estimated at $31.3
million. There are no matching federal funds available for this program.

Children'sBasic Health Plan

The Children's Basic Health Plan (CBHP) was implemented in 1997 to provide health care
insurance to children from families with incomes at or below 185 percent of the federal poverty
level (FPL). A 65 percent federal match isavailable for the program. Sinceits passagein 1997, a
number of expansionsto the program have occurred. In FY 2002-03, the program was expanded
to include adult pregnant women up to 185 percent FPL. However, dueto budget constraintsin FY
2003-04, the adult prenatal program was suspended for the entire year and no new enrollment was
accepted into the children's program beginning in November 2003. In FY 2004-05, the cap was
lifted on the children's caseload and the adult prenatal program was reinstated.
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In November 2004 the voters approved Amendment 35 to the Colorado Constitution, which
increased the taxes on tobacco products in order to expand several health care programs. During
the 2005 legidative session, the General Assembly passed H.B. 05-1262 to implement the
provisions of Amendment 35. Among other changes, H.B. 05-1262 increased eligibility for the
CBHPfor both children and women up to 200 percent of thefederal poverty level. During the 2007
legidative session, S.B. 07-97 expanded the program's eligibility to 205 percent FPL for FY 2007-
08. During the 2008 |egidlative session, the program's eligibility was once again expanded to 225
percent FPL for children beginning in April 2009 and for pregnant women beginning in October
2009. The following table provides afive-year funding history for the CBHP medica and dental
costs.

FY 2004-05 FY 2005-06 FY 2006-07 FY 2007-08 FY 2008-09
Actual Actual Actual Actual Appropriation
Medical Services $52,000,289 $65,919,891 $89,657,433  $104,684,790  $154,739,207
Dental Services 5,084,701 5,368,921 6,834,843 8,715,754 12,450,809
Total Service Costs $57,084,990 $71,288,812 $96,492,276  $113,400,544  $167,190,016
Cash Fund Exempt/Cash
Funds 20,059,529 25,305,261 33,923,185 39,874,379 58,778,331
Federal Funds 37,025,461 45,983,551 62,569,091 73,526,165 108,411,685
Total funding percent
increase -0.17% 24.88% 35.35% 17.52% 47.43%

The following table provides a five-year history of the caseload served by the Children's Basic
Health Plan.

FY 2004-05 FY 2005-06 FY 2006-07 FY 2007-08  FY 2008-09
Actual Actual Actual/l Actual Approp.
Children Caseload 41,101 44177 47,047 57,795 77,152
Percent Change -11.98% 7.48% 6.50% 22.85% 33.49%
Adult Pregnant Women Average
Monthly Caseload 557 1,204 1,169 1,570 1,697
119 368.07% 116.14% -2.88% 34.27% 8.09%

/1 Beginning in FY 2006-07, the caseload has been adjusted to remove retroactive caseload pursuant to the requirements of
S.B. 07-131 which moved this program to a cash basis of accounting. The FY 2008-09 caseload includes the impact of S.B.
08-160.

Department of Human Services M edicaid-Funded Programs

Many programs administered by the Department of Human Services (DHS) qualify for
Medicaid funding. The federal government requires that one state agency receive al federa
Medicaid funding. Therefore, the state and federal funding for all DHS programs that qualify
for Medicaid funding is first appropriated in the Department of Heath Care Policy and
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Financing and then transferred to the Department of Human Services (asreappropriated funds).
A five-year funding history for the DHS Medicaid-funded programs is provided in the table
below.

FY 2004-05 FY 2005-06 FY 2006-07 FY 2007-08 FY 2008-09

Actual Actual Actual Actual Approp.
Expenditures $420,876,735  $446,257,606 $333,128,748 $351,308,449  $409,132,487
Annual percent change -25.9% 6.0% -25.4% 5.5% 16.5%

Figure 1 below summarizestheeligibility for theMedicaid, CBHP, and CICP programs
for the populations based on federal poverty guidelines.

Figure 1. Department of Health Care Policy and Financing
Medicaid, Children's Basic Health Plan (CBHP), and Colorado Indigent Care Program (CICP)
Eligibility
(Populations based on Federal Poverty Level)

Annual Federal
Income Povert
(Family of y
Level
Four)
$53,000 250%
$47,700 225%
Children's Basic
ST Health Plan
55
g > $42,400 200% Colorado
£ Medical and Indigent
S8 Mental Health Program
£ _ M edical
25
ET
B $28,196 133%
$21,200 100%
Medical &
60% Mental Health
$12,720 N | p e S
DE‘”’Z‘?J)S Medicaid &
Adults Cich
Pregnant Women 0-5Years 6-18 Years 18 + Adults
Eligible Ages

*|naddition, Medicaid coverageisavailableto children and adultswho qualify because of adisability up to 300% of the Socia
Security Income level -- which is approximately 240% of the federal poverty level and is not shown in the chart above.
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Department of Health Care Policy and Financing
(Executive Director's Office, Medical Services Premiums, Indigent Care Programs,
Other Medical Services, and Commission on Family M edicine)

DECISION ITEM PRIORITY LIST

Decision Item GF CF RF FF Total FTE
1 80,080,442 24,911,912 130,695 107,498,749 212,621,798 0.0

Request for FY 2009-10 M edical Services
Premiums (Base Caseload & Cost Forecast)

Medical ServicesPremiums. Estimated base increase to the medical services premiumslineitem based on
the anti cipated number of clientswho will be servedin FY 2009-10 and the cost of providing medical services
tothoseclients. The Department currently projectsan increase in caseload of 3.17 percent over their revised
FY 2008-09 estimate. The Department is also projecting an increase in overall per-capita spending of 2.17
percent over their revised FY 2008-09 estimate. The overall total increase projected for the base changesto
the medical service premiumsis 9.2 percent over the current appropriation. This decision itemis discussed
in greater detail in Issue #3. Satutory authority: Sections 25.5-4 et al, 25.5-5-et al, and 25.5-6 et al C.R.S.
(2008).

2 6,001,519 2,143,323 1,246 8,149,608 16,295,696 0.0

Request for FY 2009-10 M edicaid M ental Health
Community Programs (Base Caseload & Cost
For ecast)

Medicaid Mental Health Community Programs. Estimated base increase to the Medicaid Community
Mental Health lineitems. Therequest isbased on the anticipated growth in the Medicaid casel oad described
above aswell asanincreasein the overall weighted capitation rate change of 1.67 percent. Thisdecisionitem
isdiscussed in greater detail in the JBC Staff Briefing on Medicaid Mental Health presented on December 4,
2008. Satutory authority: Sections 25.5-308, 25.5-5-408, and 25.5-5-411, C.R.S. (2008).

3 4,270,540  (12,328,096) 4,595,230  (14,100,209)  (17,562,526) 0.0

Children's Basic Health Plan M edical Premium
and Dental Costs (Base Caseload & Cost Forecast)

Indigent Care Programs. Estimated decrease from current FY 2008-09 appropriation based on forecasted
caseload and cost-per-client estimates for the Children's Basic Health Plan. The current FY 2008-09
appropriation assumed atotal enrollment of 77,152 children. However, the Department'sFY 2009-10 casel oad
estimate is 71,598. This decision item is discussed in greater detail in Issue #3 of this briefing packet.
Satutory authority: Sections 25.5-8 et al, C.R.S. (2008).

4 5,310,019 0 0 0 5,310,019 0.0

M edicare M oder nization Act State Contribution
Payment (Base Caseload & Cost Forecast)

Other Medical Programs. Estimated increase for the Medicare Modernization Act (MMA) State
Contribution Payment based on projected caseload of dual eligibleindividualsand aprojected increaseinthe
per-client per-month rate paid by the State, per federal regulation. Satutory authority: Section 25-5-4-105
and Section 25.5-5-503, C.R.S. (2008) and 42 CFR 423.910 (g).

03-Dec-08 10 HCP-brf



Decision Item GF CF RF FF Total FTE
5 3,591,238 0 0 3,936,894 7,528,132 2.8

Improved Eligibility and Enrollment Processing

Executive Director's Office. The Department requests $7.5 million total fundsand 2.8 FTE in FY 2008-09
toimplement and administer an Eligibility Modernization Vendor model. Under the Eligibility Modernization
Vendor model, a contractor would manage all eligibility and enrollment activities for Medicaid and the
Children's Basic Health Plan and reduce the time to process and determine €ligibility. The Department
envisionsthat threecritical systemswould beimplemented aspart of the new businessmodel: (1) an Electronic
Document Management System; (2) Workflow Process Management System; and (3) Customer Contact
Center. This decision item is discussed in greater detail in Issue #9 of this briefing document. Satutory
authority: Sections25.5-1-104 (2) (4); Section 25.5-4-204 (1) (b); Section 25.5-4-206; and Section 25.5-5-101
(1), C.R.S. (2008).

6 899,050 8,954 0 1,489,705 2,397,709 18

M edicaid Value-Based Care Coordination
Initiative

Executive Director's Office and M edical Services Premiums. The Department requests $2.4 million total
funds and 1.8 FTE to begin a statewide competitive procurement process to provide a coordinated health
delivery systemfor Medicaid clients. Enrollment in the project will initially belimited to 60,000 clients until
the Department could program efficacy could be demonstrated. The Department intendsto regionally procure
services from Accountable Care Organizations that would operate as Administrative Service Organization
(ASOs) providing enhanced Primary Care Case Management services. The Department envisions that the
A SO would al so administer acomprehensive network of care coordination services. Care coordinatorswould
be based in the community and help reinforce treatment plans, coordinate care between different providers,
st in care transitions between hospitals and community care, and serve as a client advocate in navigating
between physical health, behavioral health, waiver services, and long-term care services as appropriate. This
decisionitemisdiscussed in greater detail in I ssue#8 of thisbriefing document. Statutory authority: Sections
25.5-4-104 and Section 25.5-5-105, C.R.S. 92008).

7 0 0 0 0 0 0.0
(Decision Item Pulled)

8 0 0 0 0 0 0.0
(Decision Item Pulled)

9 0 0 0 0 0 0.0
(Decision Item Pulled)

10 70,353 3,046 0 216,718 290,117 0.0

Annual Medicaid M anagement Infor mation
System Cost Adjustment
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Decision Item GF CF RF FF Total FTE

Executive Director's Office. The Department requests $290,117 total fundsin order to fund the fixed-price
portion of the Medicaid Management Information System (MMIS) contract. This amount represents the
negotiated increase for the administrative functions performed by the Department's fiscal agent, Affiliated
Computer Services, Inc. Beginning in March 2004, the MMIS contract was converted to a fixed-price
contract. The MMIS fixed price contract covers: (1) All claims processing for the Department's medical
programs including Medicaid, CBHP, and Old Age Pension Medical Program; (2) Most Pharmacy prior
authorization reviews; (3) Orthodontia prior authorization reviews; and (4) Drug Rebate Analysis and
Management System. Items not covered in thefixed price contract include postage costs and new legislation
programming costs. As part of the fixed price contract, the Department negotiated annual cost-of-living
adjustment (inflation) increases. The negotiated amount for FY 2009-10 is 1.35 percent and resultsin an
increase of $290,117 total fundsover thecurrent FY 2008-09 appropriation. Statutory authority: Section 25.5-
4-204 (3), C.R.S. (2008) and Section 1903 (A) of the Social Security Act [42 U.S.C. 1396b] .

11 110,667 0 0 110,667 221,334 0.0
Additional Leased Space for Standardization

Executive Director's Office. The Department requests $221,334 total fundsin FY 2009-10 for commercial
lease space to provide work space for the Department's employees. The additional lease space is needed due
to the remodeling of the Department 1570 Grant Street and for an anticipated increase of 12 employees
(including employees requested in other decision items and employees funded through grants). The remodel
of the offices at 1570 Grant Street will increase the size of work spaces from an average of 35 sgquare feet to
63 square feet and will result in a net reduction of 20 workstations at the Grant Street location. The request
will fund 3,600 square feet of office space plus the personal services and operating expenses associated with
build out of the acquired space with cubicles, chairs, telecommunications, and information technology
equipment.

12 114,828 0 0 280,201 395,029 0.9

Enhance M edicaid M anagement I nfor mation
System Effectiveness

ExecutiveDirector'sOffice. The Department isrequesting $395,029 total fundsin FY 2009-10 and 0.9 FTE
todesign, devel op, andimplement policy changesand enhancementsto the M edi caid M anagement | nformation
System and reduce the backlog of customer service requests (CSRs). Most CSRs are initiated as a result of
changesin federal or state law or to enhance system reporting requirements based on user requests. Because
of the high volume of work and the fixed price contract, many CSRs remain open and unaddressed due to
workload shortfalls. The Department's request would reduce the backlog of current CSRs by adding 2,625
in additional programming hours and 0.9 FTE to prioritize, oversee and test program changes. Statutory
authority: Section 25.5-4-204 (3), C.R.S. (2008) and Section 1903 (a) of the Social Security Act [42 U.S.C.
1396h] (a).

13 0 0 0 0 0 0.0
(Decision Item Pulled)
14 64,933 0 0 64,933 129,866 0.0

Nursing Facility Audit Reprocurement
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Decision Item GF CF RF FF Total

FTE

Executive Director's Office. The Department requests an additional $129,866 total fundsin FY 2009-10to
increase the funding for audits of Medicaid nursing facilities for rate setting purposes. The Department is
required to audit nursing facility costs for rate setting purposes. The current five-year audit contract expires
on July 1, 2009. The Department will be reprocuring the contract thisyear. The Department anticipates that
the new contract will require additional funding based on additional responsibilities required under the new
rate setting methodol ogy established under S.B. 08-1114. Theincreasein funding would increase the current
contract of $1,097,500 per year to $1,227,366 per year (an 11.83 percent increase). The contract has not been
increased since FY 2004-05. The contract will be afixed price contract throughout the duration of the 5-year
contract period. Satutory authority: Section 25.5-6-202 (9) (c) (1), and Section 25.5-6-201 (2), C.RS.
(2008).

15 87,629 0 262,885 350,514

Provider Web Portal Reprocurement

Executive Director's Office. The Department requests $350,514 in total funds in FY 2009-10 for the
reprocurement of the web portal contract. Currently, the Department contracts with CGI Technology and
Solutions (CGl), Inc. to operate and manage the Department's web portal. The web portal allows medical
providers to submit electronic transactions to and from the Medicaid Management Information System
(MMIS), Colorado Benefits Management System (CBMS), and Business Utilization System (BUS). Under
the contract with CGl, the contractor provides: (1) maintenance and support of web internet applications; (2)
web hosting costs and fees to support 500 concurrent users; and (3) manages change requests. The
Department's contract with CGI expires on June 30, 2009. The Department anticipates that the reprocured
contract will result in an additional $350,514 total funds asfollows: (1)$179,654 to bring the current contract
for web hosting service up to current market pricing; (2) $120,810 for additional application maintenance and
help desk support; and (3) $50,050 for additional change request management. Statutory authority: Section
25.5-4-105, C.R.S. (2008) and Section 1903 (a) of the Social Security Act [42 U.S.C. 1396b)].

0.0

16 11,410 3,722 0 17,586

School Based M edical Assistance Site Pilot
Expansion

Executive Director's Office. The Department requestsan additional $32,718 intotal fundingin FY 2009-10
for school districts participating in the school-based medical assistance sites pilot project. Theincreaseis
requested in order to provide sufficient funding to thethree participating school districtsin order to renew their
contractsbeginningin FY 2009-10. Therequest also includesatechnical correctionto the sourceof the State's
share of funding for children determined eligible for the Children's Basic Health Plan (funding changed from
the Health Care Expansion Fund to the Children's Basic Health Plan Trust Fund). Whenthe pilot beganin FY
2007-08, 187 schools (in three districts) participated in the program at an average cost per school of
approximately $1,215. In FY 2008-09, 27 additional schoolswith added and thus dropped the average cost
per school to $1,062. The Department'srequest would restorethe average cost per school to $1,215. Statutory
authority: Section 25.5-4-205.

32,718

0.0

0
School Health Services Program Auditor

17

Executive Director's Office and Other M edical Services. The Department's request transfers $433,700
federal funds from the administrative costs for the School Health Services Program to the Department's line
itemfor provider audits. The Department would use thisfunding to audit school districtsfor compliance with
federal mandates and accurate cost certification. Statutory authority: Section 25.5-5-318 (1) - (8) (a) C.R.S.
(2008).

0.0

Total

100,612,628 14,742,861 4,727,180 107,927,737 228,010,406

55
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing
(Executive Director's Office, Medical Services Premiums, Indigent Care Programs,
Other Medical Services, and Commission on Family M edicine)

BASE REDUCTION ITEM PRIORITY LIST

Base Reduction GF CF RF FF Total FTE

1

(207,348) 0 0 175,841 (31,507)
Phar macy Technical and Pricing Efficiencies

Executive Director's Office and Medical Service Premiums. The Department's request includes a net
reduction of $31,507 total funds ($207,348 General Fund) in FY 2009-10 as aresult of the implementation

of an automated prior authorization system and changes to the reimbursement rates of drugs using a state

maximum allowable cost structure. Currently, providers are required to submit paperwork on every prior

authorization requested either electronically, through the mail or through fax. Under the Department's
proposal, the Department would higher a contractor to provide automated prior authorization services. The

automated prior authorization systemwoul d screen pharmacy claimsagainst client information fromamedical
and pharmacy database to determine if the client meets the prior authorization approval criteria at the point

of sale. The Department's request assumes savings will result by removing a large mgority of the

administrative burden and will result in prescription drug savingsin the Medical Services Premiumslineitem
by alowing the Department to better monitor and control drug utilization. For more information on

prescription drugs and cost saving estimates implemented over the past several years, see Issue #11 of this

briefing packet. Statutory authority: Section 25.5-4-401, C.R.S. (2008) and 42 CFR 447.205.

0.0

(865,509) 0 0 (865509) (1,731,018)
Medicaid Program Efficiencies

Executive Director's Office and Medical Service Premiums. The Department's request includes a net
reduction of $1,731,018 ($865,509 General Fund) in FY 2009-10 based on efficiency saving estimates from
six Medicaid reforms. Thesesix reformsinclude: (1) A Review of the Medicaid Benefits; (2) Improve Health
Outcome Measurement I nitiative; (3) Floride V arnish Benefit; (4) Hospital Back-Up Program Enhancements;
(5) Oxygen Durable Medical Equipment Reform; and (6) Serious Reportable EventsInitiative. The Hospital
Back-Up Program Enhancements and Oxygen Durable Medical Equipment Reforminitiatives are anticipated
to result in cost savings. However, all measures are anticipated to result in better health outcomesfor clients.
For more information on this base reduction item, see I ssue #13 of thisbriefing packet. Statutory authority:
Sections 25.5-4-104 and 25.5-5-101, C.R.S. (2008).

0.9

Total (1,072,857) 0 0 (689,668) (1,762,525)

0.9
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing
(Executive Director's Office, Medical Services Premiums, Indigent Care Programs,
Other Medical Services, and Commission on Family M edicine)

NON-PRIORITIZED ITEM LIST

Non-Prioritized Item List GF CF RF FF Total FTE
1 100,000 0 0 100,000 200,000 0.0

Commission on Family M edicine -- Expanding Access
toPrimary Care

Other M edical Services. The Commission on Family Medicine requestsan increase of $200,000 total funds
in FY 2009-10 to provide approximately $22,200 in additional funding for each family medicine residency
programs. The Commission believes that the increase in funding will expand access to primary care by
augmenting the funding spent by hospitals for family medicine residency training programs. For more
information onthisdecisionitem, please seelssue#14 of thisbriefing packet. Satutory authority: Section 25-
1-901, C.R.S. (2008).

2 4,500 500 0 9,000 14,000 0.0
Department of Regulatory Agencies Sunset Reviews

Executive Director's Office. The Department requests an additional $14,000 total fundsin FY 2009-10in
order to fund three sunset reviews conducted by the Department of Regulatory Agencies: (1) $3,000 for a
review of the Telemedicine Pilot Program; (2) $6,000 for areview of the In-Home Support Services Program;
and (3) 5,000 for the sunset review of the Teen Pregnancy and Dropout Prevention Program. Because these
reviews are eligible to draw down federal Medicaid funding, these reviews must first be appropriated in the
Department of Health Care Policy and Financing and then transferred to the Department of Regulatory
Agencies. Statutory authority: Section 24-34-104, C.R.S. (2008).

3 2,646,442 0 0 2,646,441 5,292,883 0.0
DHS - Community Funding for Individuals with
Disahilities

4 182,572 0 0 182,572 365,144 0.0
DHS - Child Welfare Caseload

5 56,361 0 7,079 56,744 120,184 0.0

DHS - Postage Increase and Mail Equipment Upgrade

6 751,751 0 0 751,751 1,503,502 0.0
DHS - Regional Centers - High Needs Clients

7 43,936 0 0 43,936 87,872 0.0
DHS - Inflationary Increase for DHS Residential
Programs
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Non-Prioritized Item List GF CF RF FF Total FTE

8 82,125 0 0 82,125 164,250 0.0
DHS - Direct Care Capital Outlay for Regional Centers,
Mental Health Institutes, and Facilities Management and
Facilities Management Operating I ncrease

9 7,483 218 123 7,772 15,596 0.0
DPA - Mail Equipment Upgrade

10 25 0 0 24 49 0.0
DPA - Ombuds Program Increase less Annualization of
CSEAP Program Increase

11 9,076 0 0 9,076 18,152 0.0
DPA - Office of Administrative Courts Staffing
Adjustment

12 2,250 66 37 2,337 4,690 0.0
DPA - Postage Increase

13 513,124 0 0 513,123 1,026,247 0.0
DHS - High Risk Pregnant Women Program

14 3,176 0 0 6,750 9,926 0.0
DPHE - Fleet Common Policy for Facility Survey and
Certification

15 1,944 0 0 1,944 3,888 0.0
DHS - Annual Fleet Vehicle Replacements

16 30,031 0 0 30,031 60,062 0.0
DHS - Annual Fleet Vehicle Replacements

17 46,894 0 0 46,891 93,785 0.0
DHS - State Fleet Variable Costs

18 15,702 0 0 15,701 31,403 0.0
DHS - Budget Office Staffing

Total 4,497,392 784 7,239 4,506,218 9,011,633 0.0
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing
(Executive Director's Office, Medical Services Premiums, Indigent Care Programs,
Other Medical Services, and Commission on Family M edicine)

OVERVIEW OF NUMBERS PAGES

The following table summarizes the total change, in dollars and as a percentage, between the
Department's FY 2008-09 appropriation and its FY 2009-10 request.

Table1: Total Requested Change, FY 2008-09 to FY 2009-10 (millions of dollars)

Category GF CF RF FF Total FTE

FY 2008-09 Appropriation $1,528.9 $372.8 $25.5 $1,836.8 | $3,764.0 272.7
FY 2009-10 Request 1,641.9 406.3 28.3 1,982.3 4,058.8 2824
Increase / (Decrease) $113.0 $33.5 $2.8 $145.5 $294.8 9.7
Percentage Change 7.4% 9.0% 11.0% 7.9% 7.8% 3.6%

Asshown in Table 1 above, the Department's FY 2009-10 budget request includes atotal increase of
$113.0 million (7.4 percent) in additional General Fund spending. The General Fund increases are
mainly attributable to the following issues: (1) $86.1 million for caseload growth and cost increases
for medical and mental health services for the Medicaid program; (2) $12.7 million for Medicaid
funding related to decision and budget itemsin the programs administered by the Department of Human
Services; (3) $5.3 million for caseload growth and cost increases for the Medicare Modernization Act
(MMA) State Contribution Payment; (4) $4.3 million to back fill the Children's Basic Health Plan
(CBHP) Trust Fund due to caseload growth and cost increases in the CBHP; and (5) $3.9 million for
information technology contract projects mainly related to improving eligibility and enrollment
Processes.

Table 2 summarizes the changes requests contained in the Department's total FY 2009-10 budget
regquest, as compared with the FY 2008-09 appropriation.

Table2: Total Department Requested Changes, FY 2008-09 to FY 2009-10 (in millions)

Category GF CF RF FF Total FTE

Decision Items $100.6 $14.7 $4.7 $107.9 $227.9 55
Base Reduction Items (1.1 0.0 0.0 (0.7) (1.8) 0.9
Non-Prioritized Items 45 0.0 0.0 4.5 9.0 0.0
Technical/Base Changes 9.0 18.8 (1.9 33.8 59.7 33
Total Changes $113.0 $33.5 $2.8 $145.5 $294.8 9.7

Thetableson thefollowing pages summarizesthe Department'sFY 2009-10 budget request by division.
For abreakdown of change requests by line item see the Department's number pagesin Appendix A of
this briefing packet.
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Table 3: Requested Changes for Executive Director's Office, FY 2008-09 to FY 2009-10

Category GF CF RF FF Total FTE
Executive Director's Office
Current Appropriation $36,693,562 $8,783,862 $1,790,768 $61,107,488 | $108,375,680| 272.7
Annualize prior year budget
actions and special legidation (947,490) (74,388) (23,281) (2,044,501) [ (3,089,660) 33
Salary Survey 177,902 6,066 12,539 198,242 394,749 0.0
Employee Benefits Related
Adjustments 115,796 8,490 15,945 132,428 272,659 0.0
Executive Director Office
Base Request $36,039,770 $8,724,030 $1,795,971 $59,393,657 | $105,953,428| 276.0
Improved Eligibility and
Enrollment Process (DI #5) 3,591,238 0 0 3,936,894 7,528,132 2.8
Medicaid Value-Based Care
Coordination Initiative (DI #6) 639,908 0 0 1,221,608 1,861,516 1.8
Annual MMIS Cost
Adjustment (DI #10) 70,353 3,046 0 216,718 290,117 0.0
Additional Lease Space for
Standardization (DI #11) 110,667 0 0 110,667 221,334 0.0
Enhance MMI S Effectiveness
(DI #12) 114,828 0 0 280,201 395,029 0.9
Nursing Facility Audit
Reprocurement (DI #14) 64,933 0 0 64,933 129,866 0.0
Provider Web Porta
Reprocurement (DI #15) 87,629 0 0 262,885 350,514 0.0
School Based Medica
Assistance Site Pilot
Expansion (DI #16) 11,410 3,722 0 17,586 32,718 0.0
School Health Services
Program Auditor (DI #17) 0 0 0 233,700 233,700 0.0
Pharmacy Technical and
Pricing Efficiencies (BRI #1) 304,095 0 0 687,285 991,380 0.0
Medicaid Program Efficiencies
(BRI #2) 317,463 0 0 317,464 634,927 0.9
Non-Prioritized Items (NP #2,
#9 - #12, #14) 26,510 783 161 34,959 62,413 0.0
Executive Director's Office
Total Request $41,378,804 $8,731,581 $1,796,132 $66,778,557 | $118,685,074| 282.4
Total Change $4,685,242 ($52,281) $5,364 $5,671,069 | $10,309,394 9.7
Percent Change 12.8% -0.6% 0.3% 9.3% 9.5% | 3.6%
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Table 4: Requested Changesfor Medical Service Premiums, FY 2008-09 to FY 2009-10

Category GF/GFE CF RF FF Total
M edical Services Premiums
Current Appropriation $1,072,222,480 $85,281,324 $2,767,998 $1,161,825,797 | $2,322,097,599
Annualize prior year budget
cost saving actions (2,108,479) 0 0 (2,108,477) (4,216,956)
Annualize prior year budget
actions with casel oad/cost
impacts 4,122,371 0 0 4,122,371 8,244,742
Annualize prior year special
legidation (1,107,777) 9,936,145 0 8,828,369 17,656,737
M edical Services Premiums
Base Request $1,073,128,595 $95,217,469 $2,767,998 $1,172,668,060 | $2,343,782,122
Medicaid Caseload and Cost
Growth (DI #1) 80,080,442 24,911,912 130,695 107,498,749 212,621,798
M edical Services Premiums
Base with Caseload Growth
Request $1,153,209,037 $120,129,381 $2,898,693 $1,280,166,809 | $2,556,403,920
Medicaid Value-Based Care
Coordination Initiative (DI #6) 259,142 8,954 0 268,097 536,193
Pharmacy Technical and
Pricing Efficiencies (BRI #1) (511,443) 0 0 (511,444) (1,022,887)
Medicaid Program Efficiencies
(BRI #2) (1,182,972) 0 0 (1,182,973) (2,365,945)
Non-Prioritized Items #3 --
DHS Community Funding for
Individuals with
Developmental Disabilities 46,283 0 0 46,282 92,565
Medical ServicesPremiums
Total Request $1,151,820,047 $120,138,335 $2,898,693 $1,278,786,771 | $2,553,643,846
Total Change $79,597,567 $34,857,011 $130,695 $116,960,974 [ $231,546,247
Percent Change 7.4% 40.9% 4.7% 10.1% 10.0%

Of the FY 2009-10 request for cash funds, $85,709,086 is from the Health Care Expansion Fund,
$784,875 shall be from the Colorado Autism Treatment Fund; $1,046,828 is from the Breast and
Cervical Cancer Treatment Fund; $16,828,504 shall be from the Nursing Facility Cash Fund; and
$15,769,042 shall be certified public expenditures.

The FY 2009-10 request for reappropriated funds is atransfer from the Department of Public Health

and Environment Prevention, Early Detection, and Treatment Fund (PEDT Fund) with $898,693 for
the Breast and Cervical Cancer Treatment Program and $2,000,000 for disease management programs.

03-Dec-08 19 HCP-brf



Table5: Requested Changesfor Medicaid Mental Health Community Programs,
FY 2008-09 to FY 2009-10

Category

GF

CF

RF

FF

Total

Medicaid M ental Health
Community Programs
Current Appropriation

Annualize prior year budget
actions with casel oad/cost
impacts

Annualize prior year special
legidation

Medicaid M ental Health
Community Programs Base
Request

Medicaid Community Mental
Health Programs (DI #2)

Medicaid Mental Health
Community Programs Base
with Caseload Growth
Request

Non-Prioritized Items #3 --
DHS Community Funding for
Individuals with
Developmental Disabilities

M edicaid Mental Health
Community Programs Total
Request

$97,698,852

315,848

7,595

$6,976,195

530,974

$98,022,295

6,001,519

$104,023,814

5,412

$104,029,226

$7,507,169

2,143,323

$9,650,492

$9,650,492

$7,205

$7,205

1,246

$8,451

$8,451

$104,702,904

315,848

538,568

$209,385,156

631,696

1077137

$105,557,320

8,149,608

$113,706,928

5,412

$113,712,340

$211,093,989

16,295,696

$227,389,685

10,824

$227,400,509

Total Change

$6,330,374

$2,674,297

$1,246

$9,009,436

$18,015,353

Percent Change

6.5%

38.3%

17.3%

8.6%

8.6%

Of the FY 2009-10 request for cash funds, $9,579,111 isfrom the Health Care Expansion Fund,
$61,502 shall be from the Colorado Autism Treatment Fund; and $9,879 from the Breast and
Cervica Cancer Treatment Fund.

The FY 2009-10 request for reappropriated fundsis a transfer from the Department of Public
Health and Environment Prevention, Early Detection, and Treatment Fund (PEDT Fund) for the
Breast and Cervical Cancer Treatment Program.
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Table 5: Requested Changesfor Indigent Care Programs, FY 2008-09 to FY 2009-10

Category GF/GFE CF RF FF Total
Indigent Care Programs
Current Appropriation $37,196,662 $238,412,149 $15,525,328 $287,537,703  $578,671,842
Annualize prior year budget
actions with casel oad/cost
impacts 0 3,485,705 0 6,396,200 9,881,905
Annualize prior year special
legidation 0 4,929,077 62,093 9,038,614 14,029,784
Indigent Care Programs
Base Request $37,196,662 $246,826,931 $15,587,421 $302,972,517| $602,583,531
Children's Basic Health Plan
Premium and Dental Benefit
Costs (DI #3) 4,270,540 (12,328,096) 4,595,238  (14,100,209) (17,562,527)
Indigent Care Programs Base
with Caseload Growth
Request $41,467,202 $234,498,835 $20,182,659 $288,872,308| $585,021,004
No Other Policy Issues 0 0 0 0 0
Indigent Care Programs Total
Request $41,467,202 $234,498,835 $20,182,659 $288,872,308| $585,021,004
Total Change $4,270,540 ($3,913,314) $4,657,331 $1,334,605 $6,349,162
Percent Change 11.5% -1.6% 30.0% 0.5% 1.1%

Of the FY 2009-10 request for cash funds, $135,003,533 is from certified funds from public
hospitals, $23,599,826 9,579,111 isfromthe Health Care Expansion Fund, $30,883,339isfrom
the Children's Basic Health Plan Trust Fund, $2,875,007 is from the Supplemental Tobacco
Litigation Settlement Money Account in the Children's Basic Health Plan Trust Fund
Supplemental Account, $481,664 isfrom the Colorado Immunization Fund, $417,119 isfrom
enrollment feesfrom the Children's Basic Health Plan, $495,000 isfrom the Tobacco Tax Cash
Fund, $386,606 i sfrom the Supplemental Tobacco Litigation Settlement Money Account inthe
Pediatric Speciality Hospital Fund, $2,602,848 is from local government provider fees, and
$6,459,236 is from the Comprehensive Primary and Preventive Care Fund.

Of the FY 2009-10 request for reappropriated funds, $4,687,659 is from the Children's Basic
Health Plan Trust Fund, $495,000 istransfer from the Pediatric Speciality Hospital Fund, and
$15,000,000 is from the Health Care Services Fund.
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Table 6: Requested Changesfor Other Medical Services, FY 2008-09 to FY 2009-10

Category GF CF RF FF Total
Other Medical Services
Current Appropriation $83,443,350 $31,692,000 $3,980,000 $17,192,781( $136,308,131
Remove One-Time Funding
for Old Age Pension Medical
Program 0 0 (2,088,232 0 (2,088,232)
Annualize prior year special
legislation 2,902 0 0 2,901 5,803
Other Medical Services
Base Request $83,446,252 $31,692,000 $1,891,768 $17,195,682 $134,225,702
Medicare Modernization Act
State Contribution Payment
(DI #4) 5,310,019 0 0 0 5,310,019
Other Medical Services with
Caseload Growth Request $88,756,271 $31,692,000 $1,891,768 $17,195,682 $139,535,721
School Health Services
Program Auditor (DI #17) 0 0 0 (233,700) (233,700)
Commission on Family
Medicine - Expanding Access
to Primary Care 100,000 0 0 100,000 200,000
Other Medical Services Total
Request $88,856,271 $31,692,000 $1,891,768 $17,061,982( $139,502,021
Total Change $5,412,921 $0 ($2,088,232) ($230,799) $3,193,890
Percent Change 6.5% 0.0% -52.5% -0.8% 2.3%

Of the FY 2009-10 request for cash funds, $135,003,533 is from certified funds from public
hospitals, $23,599,826 9,579,111 isfrom the Health Care Expansion Fund, $30,883,339isfrom
the Children's Basic Health Plan Trust Fund, $2,875,007 is from the Supplemental Tobacco
Litigation Settlement Money Account in the Children's Basic Headth Plan Trust Fund
Supplemental Account, $481,664 isfrom the Colorado Immunization Fund, $417,119 isfrom
enrollment feesfrom the Children's Basic Health Plan, $495,000 isfrom the Tobacco Tax Cash
Fund, $386,606 isfrom the Supplemental Tobacco Litigation Settlement Money Accountinthe
Pediatric Speciality Hospital Fund, $2,602,848 is from local government provider fees, and
$6,459,236 is from the Comprehensive Primary and Preventive Care Fund.

Of the FY 2009-10 request for reappropriated funds, $4,687,659 is from the Children's Basic
Health Plan Trust Fund, $495,000 istransfer from the Pediatric Speciality Hospital Fund, and
$15,000,000 is from the Health Care Services Fund.
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Table 7: Requested Changes for Department of Human Services, M edicaid-Funded

Programs, FY 2008-09 to FY 2009-10

Category GF CF RF FF Total
DHS M edicaid-Funded
Programs
Current Appropriation $201,601,008  $1,609,689  $1,460,341  $204,465,449 | $409,136,487
Annualize prior year budget
actions 8,362,617 (4,374) 41,858 8,251,502 16,651,603
Annualize prior year special
legidation 21,920 (12,148) 0 12,396 22,168
DHS M edicaid-Funded
Programs
Base Request $209,985,545  $1,593,167  $1,502,199  $212,729,347 | $425,810,258
Non-Prioritized Items #3-8,
#13, and #15-18 4,319,187 0 7,079 4,319,565 8,645,831
DHS M edicaid-Funded
Programs Total Request $214,304,732  $1,593,167  $1,509,278  $217,048,912 | $434,456,089
Total Change $12,703,724 ($16,522) $48,937 $12,583,463 $25,319,602
Percent Change 6.3% -1.0% 3.4% 6.2% 6.2%

Of the FY 2009-10request for cash funds, $9,968isfrom the Children'sBasic Health Plan Trust
Fund, $1,000,000 is from certified funds from local governments, and $583,199 is from the
Health Care Expansion Fund.

Of the FY 2009-10 request for reappropriated funds, $1,019,627 isfrom Regional Center Fees,
$44,367 isfrom the Old Age Pension Fund, $435,861 isfrom the Children's Basic Health Plan
Trust Fund and $618 is from the Health Care Expansion Fund.
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing
(Executive Director's Office, Medical Services Premiums, Indigent Care Programs, Other
Medical Services, and Commission on Family Medicine)

BRIEFING ISSUE
| SSUE: Framework for Department of Health Care Policy and Financing Budget Request

The inverse relationship between Medicaid growth and the state's ability to pay for the program
during economic downturns may once again present a budget challenge to the State.

SUMMARY:

a Thereis an inverse relationship between Medicaid growth and the state's ability to pay for
the program during economic downturns. Medicaid casel oads grow at the same time State
revenues decline.

d During the last budget downturn, Colorado was able to use accounting changesand aid from
the federal government to balance the Medicaid budget growth within the State budget
requirements. These options will be limited this time around.

d Nationally, states appropriated spending growth of 5.8 percent for Medicaid in FY 2008-09.
Similarly, Colorado's Medical Services Premiumslineitem was appropriated at 5.6 percent
growth in FY 2008-09 over the FY 2007-08 appropriation. According to the Kaiser
Foundation's Annual Survey of States, approximately two third of all Medicaid directors
have indicated that Medicaid budget shortfalls are likely in FY 2008-09.

RECOMMENDATION:

Preserving funding for current Medicaid program requirements shoul d take precedent over any issue
that expands Medicaid caseload or benefits during this time of economic uncertainty.

DISCUSSION:

Medicaid Funding and the Economy

During most economic downturns, unemployment rises and puts upward pressure on Medicaid
enrollment and therefore Medicaid spending. At the same time, State revenues decline asincome

taxes and sales taxes reflect the contraction of the business cycle. This inverse relationship has
always been abudget challenge for all states to manage during economic downturns. In Colorado,
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the budget challenge of Medicaid
entitlement growth canbeespecialy
daunting due to the reduced budget
flexibility that Colorado has under
its expenditure and TABOR limits.

In FY 2000-01, the start of the last
economic downturn, the Department
of Health Care Policy and
Financing's(Department) percent of
the state's General Fund
appropriationswas 18.8 percent. By
the height of the economic
downturn in FY 2003-04, the
Department's General Fund
appropriations had risen to 22.0
percent of all Genera Fund
appropriations. This increase
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resulted from faster General Fund growth in the Medicaid program compared to rest of State
government. After peaking at anew historic highin FY 2004-05, M edi caid casel oad declined during
FY 2005-06 through FY 2007-08. During this recovery period, the Department's percentage of the
Genera Fund stabilized and declined to the current FY 2008-09 appropriated level of 19.9 percent
of total General Fund appropriations (including amounts exempt from the 6.0% limit).

Table 1: HCPF General Fund Appropriations Compared to Statewide General Fund Appropriations
HCPF GF HCPF GF Statewide GF Statewide GF % of GF % of GF
Appropriations Growth Appropriations  App. Growth Approp. Growth
FY 2000-01 1,015.0 n/a 5,401.0 n/a 18.8% n‘a
FY 2001-02 1,082.3 67.3 5,605.5 204.5 19.3% 32.9%
FY 2002-03 1,043.8 (38.5) 5,551.2 (54.3) 18.8% 70.9%
FY 2003-04 1,240.3 196.5 5,635.7 84.5 22.0% 232.5%
FY 2004-05 1,280.8 40.5 5,840.9 205.2 21.9% 19.7%
FY 2005-06 1,365.8 85.0 6,291.3 450.4 21.7% 18.9%
FY 2006-07 1,379.9 141 6,818.6 527.3 20.2% 2.7%
FY 2007-08
current app. 1,458.7 78.8 7,233.2 414.6 20.2% 19.0%
FY 2008-09
current app. 1,528.9 7,675.9 19.9% 15.9%

*Source: JBC Staff Ten Y ear History of Final and Current Appropriations -- Not Based on Actual Expenditures
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In FY 2007-08, the Department had a $25.7 million General Fund over-expenditure. For FY 2008-
09, the Department's current budget request indicates aGeneral Fund shortfall of $31.4 million. The
Department's FY 2009-10 Genera Fund request is $81.6 million (5.2 percent) higher than their
revised FY 2008-09 estimate and $113.0 million (7.4 percent) higher than the current FY 2008-09
appropriation. For the most part, the Department's FY 2009-10 requested increases are attributable
to casel oad growth and costs associated with current benefits. The Department has contained costs
by excluding discretionary spending issues such as non-mandatory provider increases or benefit
enhancements. However, if the economic situation continues to worsen and casel oads continue to
grow, these measures may not be enough to contain costs under Colorado's budget limits.

Budget Actions Taken During the Last Budget Downturn

Duringthelast economic downturn, FY 2000-01 through FY 2003-04, avariety of budgetary actions
were used to manage the growth in the Medicaid program. The most significant items were:

1) In FY 2002-03, the State moved to cash accounting for the Medicaid program. This
accounting change allowed the State to write-off aone-time savings of approximately $54.0
million General Fund to the M SP lineitem (the original fiscal note estimate was $70 million
for the M SP lineitem but thisamount did not materialize due to compounding impactsfrom
other budget cuts).

2) In FY 2002-03, the Department shut down the MMIS system and rolled over $23.0 million
in General Fund expenditures into FY 2003-04.

3) InMay 2003, the Congress passed the Federal Job and Growth Tax Relief Reconciliation Act
of 2003 which increased the Federal Medical Assistance Percentage (FMAP) for each state
by 2.95% from April 2003 to June 2004. This provided an additional $16.2 million federal
revenuesfor the Medicaid programin FY 2002-03 and $71.2 million federal revenuesin FY
2003-04.

4) Medicare Upper Payment Limit (UPL) refinancing was maximized where available.

5) Provider rate increases were suspended or provider rates were decreased.

If the State wereto find itself in asimilar situation asin FY 2002-03 and FY 2003-04, most of the
budget actions listed above would not be available this time around for the following reasons:

v The State can not move to cash accounting twice.

v Over the last severd years, the State has maximized its ability to refinance using the
Medicare UPL limits.

v A Congress economic package with an FMAP percentage increase is not guaranteed. In
September 2008, the House of Representativespassed abill that included an FM AP increase.
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However, this bill failed in the Senate. The National Governor's Association, National
Council of State Legidatures, and other Medicaid lobbying groups continue to support an
FMAP change. However, at the time this issue was written, Congress has not acted to
increase the FMAP. Staff will keep the Committee apprised if this situation changes.

Additionally, cutting the Medicaid program is also difficult for the following policy reasons:

v Ultimately, Medicaid provides direct aid to individuals that promotes their health and
welfare.

v Reductions to the Medicaid program results in a corresponding loss of federal funds.

v In most cases, Medicaid pays the lowest provider rates of any health insurance program.
Further cutstorateswill erodethe provider network willingto servethe Medicaid population
and may result in limited access to care.

v Theeligibility expansionsin recent yearshasused the Amendment 35 tobacco taxes. Cutting
these expansion populations do not trandate into immediate General Fund savings.

National Outlook for the Medicaid Program

For FY 2008-09, statelegidatures adopted Medicaid appropriationsthat averaged 5.8 percent above
total expenditures for FY 2007-08. Colorado's initial FY 2008-09 appropriation for the Medical
ServicesPremiums (M SP) lineitemwas5.6 percent abovethe FY 2007-08 appropriation. However,
in Colorado the current FY 2008-09 M SP appropriation isonly 4.4 percent higher thanthe FY 2007-
08 MSP actual expenditure. According to the Kaiser Commission on Medicaid and the Uninsured
Annual State Survey, Medicaid directors in several states have indicated that mid-year budget
adjustments may be necessary for FY 2008-09. Following are a few examples of budget actions
taken or projected in neighboring states.

Utah: Inaspecia session in September 2008, the Utah Legislature cut their Department of Health
(State Medicaid Agency) by $31.8 million total funds ($9.7 million GF and $22.1 FF). The
reductions enacted included:

$5.4 million GF in Medicaid provider rate reductions,

$3.0 million GF in reductions to Medicaid programs and benefits,

$0.6 million GF for department efficiencies and Medicaid reductions; and
$0.6 million GF for administrative reductions and efficiencies.

Arizona: As part of their FY 2009-10 budget request, AHCCCS (State Medicaid Agency) is

currently forecasting $209.8 million total fund budget shortfall for their Medicaid program in FY
2008-09. Of thisamount, $82.7 million is General Fund.
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Kansas: The state currently faces a $136 million budget deficit in FY 2008-09 statewide (not just
in Medicaid). Governor Sebelius asked most government agencies (excluding K-12) to prepare 2
percent budget cuts for FY 2008-09 and 5 percent cuts for FY 2009-10.

At thefederal level, Medicaid also presents budget issues. An October 2008 Centersfor Medicare
and Medicad Services (CMS) Actuary Report for the Medicad Program included these
observations:

2007 Medicaid Expenditures and Enrollment

v Total national Medicaid expenditures in 2007 were $333.2 hillion; $190.6 billion or 57
percent represented Federal spending and $142.6 billion or 43 represented State spending.

v Estimated average Medicaid enrollment was 49.1 million people in 2007. At some point
during the year 61.9 million people, or about one of every five persons in the U.S. were
enrolled in Medicaid.

10-Year Medicaid Projections

v National expenditures for Medicaid outlays are projected to increase 7.3 percent in 2008.
Over the next 10 years, expenditures are projected to increase at average annual rate of 7.9
percent.

Medicaid in Context of U.S. Health Spending

v Total Medicaid outlays represent 14.8 percent of al U.S. health care spending in 2006.

v Medicaidisthelargest source of general revenue spending on health carefor both the Federa
government and the States (please note Medicare is not general revenue spending).

v Medicaid accounted for 7.0 percent of the entire Federal spending in 2007 and is projected
to account for 8.4 percent by 2013.

v Total health care spending representsabout 16 percent for the GrossNational Product (GNP)
and Medicaid spending represents is approximately 3 percent of GNP.
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing

(Executive Director's Office, Medical Services Premiums, Indigent Care Programs, Other

Medical Services, and Commission on Family Medicine)

BRIEFING I SSUE

ISSUE: Accuracy of the FY 2007-08 Final (March 2008) M edicaid For ecast

Thefinal FY 2007-08 appropriation for the Medicaid Medical Services Premiums (MSP) lineitem
was under forecasted by $23.1 million General Fund, a 2.27 percent forecast error. The Medicaid
Mental Health Capitation Program (MH) line items was under forecasted by $2.3 million General
Fund, a 2.56 percent forecast error.

SUMMARY:

J

Because of the entitlement nature of the Medicaid program, the Medicaid line items are
provided with unlimited over-expenditure authority as long as the over-expenditure are
consistent with the statutory provisions of the Medicaid program. A Medicaid over-
expenditureisnot counted agai nst the six percent appropriation limit intheyear it occursand
builds the appropriation base for the following fiscal year by the amount of the over-
expenditure plus six percent.

InFY 2007-08, the Department had General Fund over-expenditures of $25.7 million. The
majority of these General Fund over-expenditures were for the Medical Services Premiums
(MSP) line item ($23.1 million). The remaining over-expenditures were in the Medical
Mental Health Capitation (MH) program ($2.3 million) and in the high-risk pregnant women
substance abuse program administered by the Department of Human Services ($0.3 million).

Theforecast error wasmainly attributed to higher than anticipated M edi caid casel oad growth
in the second half of FY 2007-08 and higher than anticipated expenditures for acute care
services.

A portion of the General Fund over-expenditure error was al so related to miscal culating the
cash fund splits for the MSP and MH programs as well as the Department not accounting
appropriately for the passage of H.B. 08-1373.

RECOMMENDATION:

1.

TheFY 2007-08 over-expenditurein the Medical Service Premiumslineitemismainly due
to forecast error and not because of mismanagement of the appropriation. Therefore, staff
recommends that the JBC approve a FY 2007-08 General Fund supplemental for thisline
item in order to lift the current restriction on the FY 2008-09 appropriation. The JBC can
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takeformal action on thisrecommendation during the January supplemental presentation for
the Department.

2. Staff recommends that the Joint Budget Committee also lift the FY 2008-09 appropriation
restriction on the Mental Health Capitation program line item due to the FY 2007-08 over-
expenditure. Again, this over-expenditure was due to forecast error. The JBC can take
formal action on thisrecommendation during the January supplemental presentation for the
Department.

DISCUSSION:
Medicaid Over-expenditure Authority

In order to close the state books each fiscal year, the State Controller may authorize departmentsto
over-expend their appropriations within certain limitsif approved by the Governor (Section 24-75-
109, C.R.S)). Because of the entitlement nature of the Medicaid program, the Medicaid line items
are provided with unlimited over-expenditure authority as long as the over-expenditure are
consistent with the statutory provisions of the Medicaid program. Therefore, most of HCPF's line
items are allowed unlimited over-expenditure authority.

Whenever an over-expenditure occurs, the State Controller is instructed to"restrict, in an amount
equal to said over-expenditure, the corresponding itemsor items of appropriation that are madein
the general appropriation act for the fiscal year following the fiscal year for which the
overexpenditure that is allowed occurs." Therestriction on the current year appropriationislifted
if the General Assembly approvesasupplemental for the prior year over-expenditure during the next
Legislative Session. Thisrestriction alowsthe JBCto review thereasonsfor over-expendituresand
to decide if the over-expenditure could have been avoided with better management of the
appropriation or if the over-expenditure occurred asa result of an unforeseen event or forecast error.

The statute also providesthat an appropriation for an over-expenditure in the Medicaid program not
be counted against the six percent appropriation limit for the General Fund (Section 24-75-109 (5),
C.R.S). Typicaly, when an over-expenditure in the Medicaid program occurs, the General
Assembly passes an "after the fiscal year end close supplemental” for the previous year in order to
lift the restriction against the current year appropriation. The "after the fiscal year end close
supplemental” is not counted against the previous year's six percent limit (since the appropriation
isprovided after the booksare closed). However, the current year'ssix percent limit (inthiscase FY
2008-09) is adjusted upward by the amount of the over-expenditure plus six percent.

Department FY 2007-08 General Fund Over-expenditure
For FY 2007-08, HCPF had line items where the General Fund was over-expended and other line

items where General Fund reverted. Table 1 on the following page shows the General Fund over-
expenditures and reversions summarized at the Department's division level.
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Table 1: Department Over-Expendituresand Reversions-- General Fund Only
Division % of Final

Over-expenditure Reversion Spending
(under-forecasted)  (over-forecasted) Net Total Authority

Executive Director's Office $0 $666,521 $666,521 2.03%

Medical Services

Premiums ($23,119,872) $0  ($23,119,872) -2.27%

Mental Health Programs ($2,347,326) $124,768 ($2,222,558) -2.40%

Indigent Care Programs* $0 $8,315 $8,315 0.02%

Other Medical Services $0 $30 $30 0.00%

DHS-Administered

Programs ($253,217) $5,661,363 $5,408,146 3.00%

Total HCPF ($25,720,415) $6,460,997  ($19,259,418) -1.33%

Rollforward Authority $271,968

Total Net Spending over Total Appropriations (Controller's Report) ($18,987,450)

Medical Services Premiums Over-expenditure

The final FY 2007-08 spending authority for the Medical Services Premiums line item (MSP) was
$2,199,430,739. Thefina FY 2007-08 expenditures for the MSP line item was $2,237,284,805.
The result was an over-expenditure of $37,854,066 (1.72 percent) total funds. Table 2 shows the
final FY 2007-08 spending authority and expenditures by fund source.

Table2: FY 2007-08 Final Expenditures
GF & GFE CFand CFE  Federal Funds  Total Funds
Original FY 2007-08 Appropriation $996,321,500  $76,039,624 $1,075,497,784  $2,147,858,908
2008 Session Adjustments (all bills) $22,863,127 $1,736,565 $26,501,640 $51,101,332
1331 June Emergency Supplemental $0 $466,523 $0 $466,523
Accounting Adjustment $1,988 $0 $1,988 $3,976
Total Spending Authority $1,019,186,615  $78,242,712  $1,102,001,412 $2,199,430,739
FY 2007-08 Final Expenditures $1,042,306,487  $72,252,413  $1,122,725,905  $2,237,284,805
Difference (- reversion/ + overexpenditure) $23,119,872  ($5,990,299) $20,724,493 $37,854,066
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Table2: FY 2007-08 Final Expenditures

GF & GFE CF and CFE Federal Funds Total Funds

% Difference from final appropriation 2.27% (7.66)% 1.88% 1.72%

% Difference from original appropriation (4.62)% 4.98% (4.39)% (4.16)%

As Table 2 above shows, the original FY 2007-08 General Fund appropriation was 4.62 percent
lower than the FY 2007-08 General Fund actual and the final General Fund appropriation was 2.27
percent lower than the actual FY 2007-08 expenditure. Staff would notethat theseforecast errors
resulted in the highest General Fund over-expenditure error since FY 2002-03 (the actual over-
expenditurein FY 2002-03 waslower but would have been higher if the Department had not rolled-
over expendituresinto FY 2003-04).

Intheir letter to the Controller explaining the over-expenditure, the Department estimated that $15.3
million of the over-expenditure wasrel ated to casel oad growth and the remaining $22.5 million was
related to higher than anticipated costs. Staff estimatesthat $17.1 million wasrelated to higher than
anticipated casel oad and approximately $22.2 million was related to higher than anticipated costs.
This amount was reduced by $3.5 million for slightly lower than anticipated UPL financing and for
rollforward authority for the disease management program. Table 3 breaks down the reason for the
forecast errors based on caseload and cost-per-client estimates.

Table3: Analysisof FY 2007-08 Over-expenditure Based on Caseload and Cost Growth
Net Cost Cost

Casdload Per Client Associated Cost

Difference  Difference  with Higher Associated Total

(Actual - (Final Est- Caseload with Higher Compounding Costs

Aid Category Final Est.) Actual) Estimate Cost Estimate Effect
SSI 65+ 273 ($388.03) $5,438,826 ($13,887,553) ($105,932) ($8,554,659)
SSI 60-64 18 $358.33 $288,828 $2,185,088 $6,450 $2,480,366
SSI Disabled 97 $370.96 $1,238,249 $18,386,478 $35,983 $19,660,710
Low-Income Adults 262 ($42.82) $1,135,679 ($1,883,137) ($11,220) ($758,678)
Expansion Low-Income
Adults 60 $61.56 $128,585 $527,412 $3,694 $659,691
Baby Care Adults 213 ($188.68) $1,911,070 ($1,112,246) ($40,188) $758,636
Children 3,300 $87.30 $5,657,261 $17,327,942 $288,072 $23,273,275
Foster Children 74 $102.00 $271,178 $1,727,919 $7,548 $2,006,645
Breast and Cervica
Cancer Treatment
Patients (1) $1,378.11 ($24,935) $373,467 ($1,378) $347,154
Partial Dual €eligibles 44 $17.61 $58,255 $248,072 $775 $307,102
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Table3: Analysisof FY 2007-08 Over-expenditure Based on Caseload and Cost Growth
Net Cost Cost

Caseload Per Client Associated Cost

Difference  Difference  with Higher Associated Total

(Actual - (Final Est- Caseload with Higher Compounding Costs

Aid Category Final Est.) Actual) Estimate Cost Estimate Effect

Non-citizens
(emergency care) 72 $49.19 $951,358 $195,385 $3,541 $1,150,284
Total 4,412 na $17,054,354 $24,088,827 $187,345 $41,330,526
Change to UPL Estimate (Denver Health Outstantioning costs included above--UPL only) (%1,664,860)
Deduct roll-forward authority for the disease management programs + accounting adjustment (%1,811,600)
Total Overexpenditure $37,854,066

As Table 3 shows, approximately 45.2 percent ($17.1 million / $37.8 million) of the final forecast
error related to higher than projected casel oad growth and 54.8 percent rel ate to higher than projected
service costs net of accounting adjustments.

Forecast Casdload Errors

At thetimethefinal caseload was projected, the original casel oad forecast appeared consistent with
the data through the first seven months of the fiscal year. However, caseload in the second half of
the fiscal year exceeded the caseload projection for each of the aid categories. Thisisthefirst time
in five years that the final caseload forecast under estimated all but one aid category (the one
exception wasthe breast and cervical cancer treatment program). Whileall but one aid category was
under estimated, most of the casel oad forecast error was in the low-income adults and children aid
categories. The charts below shows the monthly caseload growth for FY 2007-08.

Figure 1: FY 07-08 Monthly Medicaid Caseload Figure 2: FY 07-08 Monthly Medicaid Caseload Growth
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Table 4 below comparesthe FY 2007-08 casel oad forecast with the FY 2007-08 actual caseload by
aid category.

Table4: FY 2007-08 Caseload by Aid Category
Final Caseload Actual Difference %
Forecast Caseload Difference
SS| 65+ 35,790 36,063 273 0.76%
SS| 60-64 6,098 6,116 18 0.30%
SSI Disabled 49,565 49,662 97 0.20%
Low-Income Adults 43,972 44,234 262 0.60%
Expansion Low-Income
Adults 8,567 8,627 60 0.70%
Baby Care Adults 5,895 6,108 213 3.61%
Children 198,500 201,800 3,300 1.66%
Foster Children 16,940 17,014 74 0.44%
Breast and Cervical Cancer
Treatment Patients 271 270 (D] (0.37)%
Medicare QMB/SLMB/QI 14,086 14,130 44 0.31%
Non-citizens (emergency
care) 3.972 4,044 12 181%
Total 383,656 388,068 4,412 1.15%

Forecast Cost Errors

In FY 2007-08, acute care services (physician, inpatient hospital, pharmacy, durable medical
equipment, etc.) wereunderforecasted by $49.9 million and community long-term care serviceswere
underforecasted by $5.1 million. These forecast errors were offset by $17.1 million in over
forecasted costs for nursing facilities, insurance programs (mainly Medicare premium assistance),
administrative programs, and other adjustments. Table5 below comparesthe FY 2007-08 estimated
costs for the major service costs with the actual expendituresin those areas.

Table5: FY 2007-08 M SP Costs By Service Area

Final Cost Actual %
Estimate Cost Difference Difference
Acute Care Cost $1,286,139,754  $1,336,004,287 $49,864,533 3.88%
Community Long-Term Costs 236,641,585 241,742,015 5,100,430 2.16%
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Table5: FY 2007-08 M SP Costs By Service Area
Final Cost Actual %
Estimate Cost Difference Difference
Nursing Facilities & PACE 546,064,657 538,222,989 (7,841,668) (1.44)%
Insurance Programs 87,058,398 83,370,893 (3,687,505) (4.24)%
Administrative Services 29,802,563 27,697,298 (2,105,265) (7.06)%
Total Medical Costs $2,185,706,957  $2,227,037,482 $41,330,525 1.89%
Other Cost Adjustments 13,723,783 10,247,323 (3.476,460) (25.33)%
Total MSP Line Item $2,199,430,740 $2,237,284,805 $37,854,065 1.72%

Acute Care Services. The underforecast is related to both caseload increases and higher than

anticipated costs. It can be expected that whenever children and low-income adult caseloads are
under forecasted that there would be higher acute care services costs (the majority of the costs for
these populations are acute care services). However, the over-expenditure in this area cannot be
explained away by increased casel oad only. Theacute care costs, regardlessof casel oad, were higher
than anticipated. For example, the children's per capita cost was $87.30 (5.1 percent) higher than
anticipated resulting in approximately $17.5 million in higher expenditures. In recent years, the
Genera Assembly hasprovided targeted rateincreasestoimprove primary carephysicianrates. This
may have resulted in better accessto care and thus higher utilization that may not have been picked
up in past trend data (which iswhat is used to devel op acute care cost estimates).

Community Care Services: Againthe under forecast isreflective of both higher caseload and costs.
Themagjority of thethese costsarein the elderly and disabled aid categories. Inthe Governor's|etter
explainingthe over-expenditure, the Department i ndicated that increased usage of these servicesmay
coincide with rate increases that have been provided in recent years.

Nursing Facility and PACE: Most of the over forecast for this service forecast related to nursing
home expenses. Inthefinal supplemental recommendation, staff over estimated the nursing home
costs based on the first six months of expendituresin FY 2007-08. Because the elderly (SSI 65+)
use most of the nursing home services, over estimating the costs for nursing homes led to over
estimating the per capita expenditures for the SSI 65+ aid category as seen on Table 3.

Insurance Programs: Themajority of the service costsfor these category arefor Medicare premium
paymentsfor qualifying Medicaid clients. These costsimpact theelderly, disabled, and partial dual
eligibleaid categories. Theforecast error isrelated to the case mix of clients(clientsreceivedifferent
benefits based onincomelevel) aswell asthe number clients (the Medicare premiums are generally
known by March of each fiscal year).
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Administrative Services: This aid category includes the costs for the single-entry point agencies,

administrative servicesorgani zations (A SOs) administrativefeesand di sease management programs.
Each of these services were over estimated. For the most part, staff had recommended the
Department's estimates for this service category in the final supplemental.

Forecast Error Related to Fund Split Issues

The Medical Services Premiums has avariety of fund sources. Table 6 below shows the forecast
error for each of the fund sources in the Medical Services Premiums line item.

General Fund

General Fund
Exempt

Nursing Facility
Cash Fund

Autism Fund

Breast and
Cervical Cancer
Treatment Fund

Health Care
Expansion Fund

Donations
Certified Funds

Transfer from
DPHE

Federal Funds
Tota Funds

Accounting
Adjustment*

03-Dec-08

Gifts, Grants, and

Total w/ Acct Adj

Table6: FY 2007-08 M edical Services Premiums Expenditures by Fund Source

Enacted Difference

JBC Staff Expenditure (Actual -

Final Rec. Authority Actual Enacted)
$697,837,163 $691,686,615 $714,806,487 $23,119,872
$327,500,000 $327,500,000 $327,500,000 $0
$466,523 $466,523 $466,522 ($1)
$430,000 $430,000 $345,093 (%$84,907)
$1,638,694 $1,638,694 $620,236  ($1,018,458)
$55,525,077 $61,442,613 $56,072,285  ($5,370,328)
$126,870 $126,870 $65,000 ($61,870)
$13,412,247 $13,412,247 $13,412,247 $0
$725,764 $725,764 $725,764 $0
$1,102,234,424 $1,102,001412  $1,122,725,905 $20,724,493
$2,199,896,762 $2,199,430,738  $2,236,739,539 $37,308,801
$0 $0 $545,265 $545,265
$2,199,896,762  $2,199,430,738  $2,237,284,804 $37,854,066

36

(Actual - JBC

Difference

Staff Rec)
$16,969,324

$0

(31)

($84,907)

($1,018,458)

$547,208

($61,870)
$0

$0
$20,491,481

$36,842,777

$545,265
$37,388,042
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Staff would note two items related to the fund splits:

1. Last year the Committee approved the OSPB comeback related to funding splits between the
Health Care Expansion Funding and the General Fund. The issue related to a new
methodol ogy that the Department was using to cal cul ate theimpact of the asset test removal.
Staff had recommended a lower impact for removing the asset test and therefore, had
recommended alower appropriation from Heal th Care Expansion Fund and ahigher General
Fund appropriation. OSPB believed that more M SP costs could be assigned to the Health
Care Expansion Fund and recommended lowering the General Fund amount and increasing
the Health Care Expansion Fund. However, the Department ended up reverting $5.3 million
from the Health Care Expansion Fund due to lower costs being assigned from the removal
of the asset test than what the Department had cal cul ated (coincidentally thereverted amount
is very similar to the OSPB comeback amount) and overexpending the General Fund by
about $5.2 million more due to the fund split issue.

2. Last year the JBC sponsored H.B. 08-1373 to alow the Breast and Cervical Cancer
Treatment (BCCT) Fund to pay 100% of the state match. This bill effectively reduced the
General Fund by $1.2 million and increased the BCCT Fund by $1.2 million. However, due
to an accounting error, the Department paid the state match for the BCCT Program based on
the percentages in law prior to the passage of H.B. 08-1373 (25% BCCT Fund and 75%
Genera Fund). Therefore, the Department reverted $1.0 million from the BCCT Fund and
overexpended $1.0 million from the General Fund.

Because revenues were sufficient in FY 2007-08 to pay for the General Fund overexpenditure, the
issues above were not catastrophic. In fact, due to Colorado's unique budgeting laws, the higher
General Fund over-expenditure in FY 2007-08 may actually help the State adjust for the FY
2008-09 supplementals (the MSP FY 2008-09 supplemental need is discussed in Issue #4). As
discussed earlier, the General Fund over-expenditure buildsthe expenditure limit basefor FY 2008-
09.

Medicaid Mental Health Capitation Program Over-expenditure

Thefinal FY 2007-08 appropriation for the Medicaid Mental Health Capitation Program line item
(MH) was $194,231,112. The final FY 2007-08 expenditures for the MH line item were
$196,011,033. Thus, therewasatotal fund over-expenditure of $1,779,920 (0.92 percent) from the
MH line item appropriation at the end of the fiscal year. Table 7 shows the fina FY 2007-08
appropriations and expenditures by fund source for the MH program.

Table7: FY 2007-08 Final Expenditures-- Medicaid M ental Health Capitation
GF & GFE CFand CFE  Federal Funds Total Funds
Origina FY 2007-08 Appropriation $91,836,416 $6,829,511 $98,478,117 $197,144,044

2008 Session Adjustments (all bills) ($11,591)  ($1,304,070) ($1,597,270) ($2,912,931)
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Table7: FY 2007-08 Final Expenditures-- Medicaid M ental Health Capitation

% Difference from original appropriation

(2.54)%

36.87%

0.97%

GF & GFE CFand CFE  Federal Funds  Total Funds
FY 2007-08 Final Appropriation $91,824,825 $5,525,441 $96,880,847 $194,231,113
FY 2007-08 Final Expenditures $94,172,151 $4,311,729 $97,527,153 $196,011,033
Difference (- reversion/ + overexpenditure) $2,347,326  ($1,213,712) $646,306 $1,779,920
% Difference from final appropriation 2.56% (21.97)% 0.67% 0.92%

0.57%

Most of the over-expenditure in the MH program can be attributed to the increase in Medicaid
caseload above the final forecast. Table 8 below shows the over-expenditure caused by caseload

growth and cost increases.

Caseload
Difference
(Final Est -
Aid Category Actual)
SSI 65+ 273
Disabled 115
Adults 535
Children 3,300
Foster Children 74
Breast and
Cervical Cancer
Treatment Patients [@D)]
Total Medicaid
Caseload Eligible
for MH Services

Cost
Net Cost  Associated

Per Client with

Difference Higher

(Final Est- Caseload
Actual) Estimate
$0.35 $43,701
($1.99) $170,570
($2.43) $133,072
$0.35 $613,139
$44.15 $237,928
$2.41 ($220)

na $1,198,190

Cost
Associated
with Higher
Cost Estimate

$12,584
($110,522)
($141,962)
$70,075
$747,903

$654

$578,732

Table8 Analysisof FY 2007-08 Over -expenditure for MH Program Based on Caseload and Cost Growth*

Compounding
Effect

$96

($228)
($1,300)

$1,165

$3,267

($2)

$2,998

Total
Costs

$56,381
$59,820
($10,190)
$684,379
$989,008

$1,779,920

*Includes all cost adjustments (recoupment and the one-time funding for a federal disallowance) based on original
casel oads (not the rebased casel oad).

Asthetable shows, $1.2 million of the FY 2007-08 over-expenditure was related to the increase in
caseload. However, another $578,732 was related to per capita costs being higher than estimated.
The magjority of this cost was related to foster children blended per capita actual being higher than

the amount estimated.
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Similar to the Medical Services Premiumslineitem, the General Fund over-expenditure was higher
due to reversion of funds from the Health Care Expansion Fund program. Most of the reversion
from the Health Care Expansion Fund (the majority of the CF/CFE fund reversion) was due to a
lower amount of caseload being assigned due to the removal of the asset test than what was
appropriated.

High Risk Pregnant Women Program Over-expenditure

The High Risk Pregnant Women Program is a substance abuse program administered by the
Department of Human Services. However, thewomen who are served onthisprogramareMedicaid
eligible. Therefore, the program's funding is appropriated in the Department of Health Care Policy
and Financing and then is transferred to the Department of Human Services. The Committee has
aready voted to lift the FY 2008-09 restriction on this program due to the FY 2007-08 over-
expenditure as a 1331 Supplemental Action in September. This issue is discussed in JBC staff
briefing for the Department of Human Services.
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing
Executive Director's Office, Medical Services Premiums, Indigent Care Programs, Other
Medical Services, and Commission on Family Medicine

BRIEFING ISSUE
| SSUE: The Medicaid statutory over-expenditure authority expires on July 1, 2009.

Without over-expenditure authority in the Medicaid program, the General Assembly will haveless
budget flexibility or will run the risk of annual Special Sessionsin June to balance the budget.

SUMMARY:

4 Specific to this Department, the repeal of Section 24-75-109 would impact the over-
expenditureauthority intheMedicaid Programandinthe Children'sBasic Health Plan. [ This
issue will discuss only the impacts related to the Department of Health Care Policy and
Financing -- not the statewide impacts of the repeal of Section 24-75-109].

d Every 1.0 percent forecast error in the Medical Services Premiums line item swings $10.4
million in General Fund.

RECOMMENDATION:

At aminimum, staff recommends that the Committee sponsor legislation to extend the unlimited
over-expenditureauthority for the M edicaid program and to al so extend thelimited over-expenditure
authority for the Children's Basic Health Plan Program.

DISCUSSION:

Summary of major legislative history: Section 24-75-109 wasfirst enacted in 1987. Intheoriginal
bill, the M edicaid program was provided with unlimited expenditure authority. In 1989, Section 24-
75-109 was amended to provide that "the limitation on general fund appropriations and the
requirement for a general fund reserve contained in section 24-75-201.1 shall not apply to
overexpenditures from the general fund for medicaid programs...". In 2004, the JBC Committee
sponsored H.B. 04-1411 which extended the repeal date from July 1, 2004 to July 1, 2009. 1n 2008,
S.B. 08-022 amended Section 24-75-109 to provide over-expenditure authority of Children'sBasic
Heath Plan (CBHP) outside the over-expenditure limit provided for the rest of state government
[prior to S.B. 08-022, the CBHP's over-expenditure authority was within the $1.0 million
overexpenditure authority that applies to most of state government]. Senate Bill 08-022 caps the
General Fund over-expenditure authority for the CBHP program at $250,000.
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Impact on Medicaid program if Section 24-75-109 isrepealed: As an entitlement program, the
Medicaid program must provideservicestoal who qualify for theprogram. Therefore, expenditures
for the program can not be capped to stay within an appropriation limit if additional service costs or
caseload costsoccur. Therefore, whenthe General Assembly establishesthebudget for theMedicaid
program each year, the General Assembly relies on forecasts. All forecasts are wrong -- the
Medicaid program never spends exactly what is appropriated. In order to provide the most accurate
estimate possible, Medicaid expenditures for a fiscal year are forecasted several times before and
during afiscal year as shown in the time line below.

1st Forecast: 2nd Forecast: 3rd Forecast: 4th Forecast:
November Prior March Prior November during March during
to Start of FY to Start of FY FY FY
July June
Start of Fiscal Year (FY) End of FY

The forecast for the final estimated appropriation usually occurs in March of the fiscal year and
reflects approximately six to seven months of actual expenditure and caseload data. However,
even with this much information known, over-expenditures still occur. Table 1 below shows the
amount of over-expenditures or reversions for the Medical Services Premiums line item (the bulk
of the Medicaid program) for the last five years.

Table1: Accuracy of General Fund and Total Fund Expenditures
M edical Services Premiums

Total
M edicaid M edical
Expenditures FY 2003-04* FY 2004-05 FY 2005-06 FY 2006-07 FY 2007-08

Original Total Fund Estimate  $1,844,485,672  $1,934,644,559  $2,178,221,370  $2,111,287,559  $2,147,858,908

Origina General Fund
Estimate $864,399,617 $936,641,159  $1,042,362,634 $996,821,857 $996,321,500

Final Total Fund Estimate™ $1,854,919,776  $1,966,958,051  $1,999,646,558  $2,057,801,212  $2,199,430,739

Final General Fund Estimate” $846,564,816 $957,699,084 $976,750,574 $974,636,899  $1,019,186,615

Actual Total Fund $1,868,658,515  $1,920,474,771  $1,996,264,308  $2,061,396,808  $2,237,284,805

Actual General Fund $855,002,797 $935,078,890 $976,206,452 $976,477,714  $1,042,306,487

% Actual GF Different from

Origina Estimate

(Negative means reversion,

positive indicates over-

expenditure) (1.09)% (0.17)% (6.35)% (2.04)% 4.62%
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Table1: Accuracy of General Fund and Total Fund Expenditures
M edical Services Premiums

Total
M edicaid M edical
Expenditures FY 2003-04* FY 2004-05 FY 2005-06 FY 2006-07 FY 2007-08

% Actua GF
Different from Final Estimate
(negative means reversion,

positive over-expenditure)

(2.36)% (0.06)%

" Adjusts the final estimate to include the impact of the Federal Job and Growth Tax Relief Reconciliation Act of 2003 which
contained a provision to temporarily increase Colorado's Federal Match Rate (FMAP) from 50 percent to 52.95 percent from
April 2003 through June 2004. The 2003-04 appropriation was not adjusted to reflect the impact of the FMAP increase in order
not to impact the future 6.0 percent limit on appropriations. However, for the purposes of the analysis contained in the table
above, staff has adjusted the fina estimate by the FMAP increase in order to reflect the accuracy of the forecast. Alsoitis
important to note that in FY 2003-04, negative supplementals were enacted in order to curtail the growth in Medicaid spending
because of dropping state revenues. The changesin FY 2003-04 also reflect the move to cash accounting for thislineitem.
Therefore, the change from the original appropriation to the final appropriation reflected different circumstances within the total
state budget, not just the Medicaid forecast.

AsTable 1 shows, the final General Fund estimate for the Medical Services Premiums has ranged
from being overestimated by 2.36 percent in FY 2004-05 to being underestimated by 2.27% in FY
2007-08. Whilethefinal estimate has been fairly accurate over the years (97.64 to 99.94 percent),
aone percent error drives approximately a $10.4 million General Fund error.

If the unlimited over-expenditure authority for the M edicaid program expires, then the Joint Budget
Committeewould havethefollowing optionsto balancethe state'sbooks at the end of thefiscal year:

1) Build "wiggle room" into the final Medicaid forecast. Basically over-estimate the Medical
Services Premiums budget dlightly to ensure that over-expenditures do not occur. This
means that other state programs or priorities could not be appropriated this funding under
the 6.0 percent appropriation limit. If the funding reverted, it would go to the two third/one
third transfer on any year that the statutory reserve was fully funded.

2) Pass emergency 1331 supplementals in May/June. To avoid an over-expenditure the JBC
could pass emergency supplementals. However, if the Medicaid over-expenditure was very
high, therewould not be alot of room to cut from other programs at the end of thefiscal year
since most funding has been spent by thistime. Also, if major year cuts were necessary, the
entire General Assembly may want to be involved in the decisions and a Special Session
might be necessary.

Neither of these options are optimal. Therefore, staff recommends that the unlimited over-
expenditure authority for the Medicaid program be extended just asit has been during every repeal
review since Section 24-75-109 was enacted. Staff also recommends that the CBHP over-
expenditure be extended.
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing
(Executive Director's Office, Medical Services Premiums, Indigent Care Programs, Other
Medical Services, and Commission on Family Medicine)

BRIEFING | SSUE
ISSUE: Preliminary budget outlook for the Medicaid Medical Services Premiums line item.

The Department currently forecastsaFY 2008-09 total fund supplemental for the Medical Services
Premiums Line Item of $103.3 million ($30.3 million General Fund). The Department currently
forecastsaFY 2009-10 total fund increase of $231.5 million ($79.6 million General Fund) over the
current FY 2008-09 appropriation.

SUMMARY:

d The Department's budget request shows a preliminary FY 2008-09 Medical Services
Premiums line item supplemental need of $103.3 million total funds (4.5 percent). Of this
amount, $30.3 million is from the General Fund (a 2.8 percent increase to General Fund).

a The Department's FY 2009-10 budget request for Medical Services Premiumslineitemis
$231.5 million total funds higher than the current FY 2008-09 appropriation (10.0 percent
increase). Of this amount, $79.6 million is from the General Fund (a 7.4 percent increase).

RECOMMENDATION:

Staff recommends that the Committee discuss the Department's request for the Medical Service
Premiums line item at their hearing.

DISCUSSION:

‘ FY 2008-09 Medical Services Premiums -- Preliminary Supplemental Calculations I

In order to calculate their FY 2009-10 request for the Medical Services Premiums (MSP) lineitem,
the Department provides a new expenditure estimate for FY 2008-09 in their November budget
request. Whilethisestimate of current year expendituresisnot the Department'sfinal supplemental
request, it isan early indicator of what the Department's supplemental request may be in February
2009. For FY 2008-09, the Department is currently forecasting that $2.4 billion will be necessary
to meet the obligations for the MSP line item. The Department's forecast indicates that the current
appropriation of $2.3 billionisunder funded by approximately $103.3 million (4.5 percent increase).
Of this amount, $30.3 million is General Fund (a 2.8 percent increase).
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Because the Department anticipates that the current year appropriation is under funded, the
Department'sFY 2009-10 M SPlineitem request is$231.5 million total funds (10%) higher than the
current FY 2008-09 appropriation. However, the Department'srequestisonly $128.2 million (5.3%)
higher than the Department's revised estimate for FY 2008-09. Table 1 below summarizes the
Department's FY 2008-09 expenditure estimate and FY 2009-10 budget request.

Table1l: FY 2008-09 Estimate & FY 2009-10 Budget Request

FY 2009-10 FY 2009-10
Increase Increase
Department's Difference Department's Comparedto  Compared to
Current Estimated Possible FY 2009-10 Current Estimated
Funds FY 2008-09 FY 2008-09 Supplemental Budget FY 2008-09 FY 2008-09
Appropriation Expenditure Amount Request Appropriation  Expenditure
GF/GFE  $1,072,222,480 $1,102,486,011 $30,263,531  $1,151,820,047 $79,597,567  $49,334,036
CF 85,281,324 105,634,733 20,353,409 120,138,335 34,857,011 14,503,602
RF 2,767,998 2,809,192 41,194 2,898,693 130,695 89,501
EE 1,161,825,797 1,214,507,758 52,681,961 1,278,786,771 116,960,974 64,279,013
Total $2,322,097,599  $2,425,437,694  $103,340,095 $2,553,643,846  $231,546,247 $128,206,152

Percent (Decrease) / Increase

4.45% n/a

9.97% 5.29%

The supplemental adjustmentsindicated in Table 1 are the Department's base forecast for FY 2008-
09. The base supplemental request does not include any adjustments associated with policy
changes-- itisstrictly a caseload and cost trend forecast. Thus, Table 1 doesnot represent thetotal
supplemental request that the Department may submit in January 2009. For example, in July 2008
the Audit Committee was apprised that the Department had erroneously over drawn federal funds
by $4.7 million from FY 2004-05 through FY 2006-07 dueto an accounting error in the partial dual
eligible program. Thisamount will need to bereimbursed to the Centersfor Medicareand Medicaid
Services. However, this$4.7 million General Fund impact isnotincluded in Table 1 above (itisnot
related to caseload or cost projections). The Department will submit this issue as a stand aone
supplemental issue inJanuary 2009. Thus, the supplemental request submitted in January/February
2009 will most likely be higher than the amount shown in Table 1.

Updated FY 2008-09 Caseload and Cost-Per-Client Estimates

The $103.3 million supplemental request shown in Table 1 above represents the Department's
current FY 2008-09 estimate for medical servicescostsfor the Medicaid caseload. Thiscalculation
is based on the Department's current forecast that the average monthly Medicaid caseload will be
421,651 clientsduring FY 2008-09 (specific casel oad estimates by aid category are shownin Table
5latter inthisissue). Thisisanincrease of 40,261 clients (10.6 percent) from the current FY 2008-
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09 appropriated M edicaid casel oad of 381,390 clients. The Department's casel oad projection hasthe
following major components:

v Rebased the Medicaid monthly caseload reports. Beginning in July 2008, the Department
changed the monthly Medicaid caseload reports to include data through the last day of the
month. Previously, the Medicaid monthly caseload report was run on the Friday before the
last Tuesday of every month and did not include ligibility changes that occurred from that
date to the last day of any given month. The caseload "rebase" created a light increase to
reported caseload over the previous methodology. (When caseloads are growing, not
reporting data through the end of month slightly undercounts casel oad).

v Reflects current caseload trends. The new FY 2008-09 casel oad forecast reflectsthe higher
than anticipated caseload in FY 2007-08 and continuesto project strong caseload growthin
FY 2008-09 based mainly on the current economic conditions. Other factors that impact
caseload projections include population growth, in-state migration, length of stay on
Medicaid, and aging of the population.

The Department'sforecast a so reflects updated cost estimates. The cost estimates are afunction of
both casel oad increases and estimates of per-client costs based on recent trend data. Table 2 below
shows the projected costs increases for each service category.

Table2: FY 2008-09 Service Forecast
Current Dept.
FY 2008-09 FY 2008-09
Appropriation Estimate --Nov 08 Difference % Difference
Acute Care Cost $1,357,120,561 $1,453,999,248 $96,878,687 7.14%
Community Long-Term Costs 251,120,985 259,515,815 8,394,830 3.34%
Nursing Facilities & PACE 570,666,065 565,412,808 (5,253,257) (0.92)%
Insurance Programs 95,491,972 96,235,687 743,715 0.78%
Service Management 33,543,854 33,663,735 119,881 0.36%
Total Medical Costs $2,307,943,437 $2,408,827,293 $100,883,856 4.37%
Other Cost Adjustments 14,154,162 16,610,401 2,456,239 17.35%
Total MSP Line Item $2,322,097,599 $2,425,437,694 $103,340,095 4.45%

TheDepartment'sFY 2008-09 Supplemental request a so adjuststhefunding sourcesfor theMedical
Service Premiums line item. Table 3 shows the Department's revised estimates for fund splits.
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Table3: FY 2008-09 M edical Services Premiums Expenditures by Fund Source
Department's
Current Revised
FY 2008-09 FY 2008-08 Est. Difference

Approp. (Nov 1, 2008) (Est - Approp)
General Fund $703,222,480 $733,486,011 $30,263,531
General Fund Exempt $369,000,000 $369,000,000 $0
Autism Fund $233,043 $784,875 $551,832
Breast and Cervical Cancer
Treatment Fund $1,800,529 $1,903,980 $103,451
Health Care Expansion Fund $69,405,126 $77,887,758 $8,482,632
Nursing Facility Provider Fees* $0 $9,907,870 $9,907,870
Certified Funds $13,842,626 $15,150,250 $1,307,624
Transfer from DPHE $2,767,998 $2,809,192 $41,194
Federal Funds $1,161,825,797 $1,214,507,758 $52,681,961
Total Funds $2,322,097,599 $2,425,437,694 $103,340,095

*Becausethe appropriation for H.B. 08-1114 isconditional based onwaiver approval by CMSby April 1, 2009, thecurrent FY 2008-
09 appropriation doesnot includetheimpact of H.B. 08-1114 at thistime. The Department'srequest assumesthat CM Swill approve
the waiver and has included the appropriation.

Staff would note the following about the financing of the Department's FY 2008-09 supplemental
estimate:

1. The Department includes a $4.0 million decrease to the General Fund due to provisionsin
H.B. 08-1114 which limit the growth of the General Fund for nursing facilities (and an
increase of $4.0 million to the Nursing Facility Provider Fee Cash Fund). However, this
Genera Fund cap is contingent on the CMS approving the nursing facility provider fee
waiver. If CMS does not approve the waiver by April 1, 2009, this refinancing will not be
available. The Committee may not know if this a viable refinance until the Conference
Committee on the Long Bill in April 2009.

2. The Department refinances al of the State match costs of legal immigrants onto the Health
Care Expansion Fund. Thisincreasesthe costs assigned to the Health Care Expansion Fund
fromthe current $6.2 millionto $14.1 million. Thisallowsthe Department to cost shift $7.9
million from the General Fund to the Health Care Expansion Fund.

Without these two fund shifts, the Department's General Fund supplemental request would be
approximately $40.0 million compared to the $30.2 million requested.
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FY 2009-10 Department Budget Request

For FY 2009-10, the Department anticipates that Medical Service Premiums expenditures will
increase by $231.5 million total funds over the current FY 2008-09 appropriation. Thisis atotal
fundincrease of 9.97 percent over the current FY 2008-09 appropriation. Table4 below summarizes
the Department's FY 2009-10 request.

Table4: Medical Service PremiumsFY 2008-09 Budget Request

Item Total Funds GF & Cash Reappr op. Federal
GFE Funds Funds Funds

Current FY 2008-09
Appropriation $2,322,097,599 $1,072,222,480 $85,281,324 $2,767,998  $1,161,825,797

Department's Estimated Increases for FY 2009-10 (Nov 1, 2008 Request)

Annualize prior year budget
adjustments & legislation $21,684,523 $906,115 $9,936,145 $0 $10,842,263

Base caseload growth & cost-per-
client (DI #1) $212,621,798 $80,080,442 $24,911,912 $130,695 $107,498,749

Other Decision Items or Base
Reductions (DI #6, BRI #1 & #2,

and NPI #3) (2,760,074) (1,388,990) 8,954 0 (1,380,038)
Department's FY2009-10 Budget

Request $2,553,643,846 $1,151,820,047 $120,138,335  $2,898,693  $1,278,786,771
Increase above current

FY 2007-08 appropriation $231,546,247 $79,597,567  $34,857,011 $130,695 $116,960,974
Percent Increase 9.97% 7.42% 40.87% 4.72% 10.07%

*Greater detail on Decision Items and Base Reduction Items is shown on page 19 of this packet.
The mgjority of the Department's FY 2009-10 budget request relates to two issues:

1. H.B. 08-1114 -- Thisbhill increases nursing home rates conditional on federal approval of a
nursing home provider fee waiver. The estimated impact for thisbill in FY 2009-10 is $16.3
million total funds. Of this amount, $10.3 million is cash funds and $8.1 million is federal
funds. These fund increases are offset by a General Fund decrease of $2.1 million.

2. Base Forecast (Decision Item #1) -- The base forecast for FY 2009-10 assumes an increase of
$212.6 million over thecurrent FY 2008-09 appropriation. Again, the baseforecast represents
the Department'sestimatefor medical servicescostsfor theeligible M edicaid casel oad without
any policy changes.

Following is abrief description of the Department's FY 2009-10 base request (i.e. Decision Item #1
plus the prior year budget action annualization impacts).
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FY 2009-10 Caseload Projection

The Department is currently forecasting total Medicaid caseload of 435,038 clients for FY 2009-10.
This casel oad estimate represents 3.17% growth from the Department'srevised FY 2008-09 estimate.
Table 5 below shows the Department's current caseload projection by aid category.

Table5: Total Medicaid Caseload -- Department's November 2008 For ecast

% Change % Change
FY 2008-09 FY 2008-09
FY 2008-09 FY 2008-09 For ecast FY 2009-10 For ecast
Current November Compared to November Compared to
FY 2007-08 App. HCPF FY 2007-08 HCPF FY 2007-08
Actual* Estimate For ecast Actual For ecast For ecast
SSI 65+ 36,063 36,278 37,155 3.03% 37,478 0.87%
SSI 60-64 6,116 6,216 6,257 2.31% 6,330 1.17%
Partial Dual
Eligibles 14,130 15,068 15,202 7.59% 16,097 5.89%
SSI Disabled 49,662 50,123 50,582 1.85% 51,057 0.94%
Low-Income
Adults 44,234 41,667 45,161 2.10% 46,444 2.84%
Expansion Low-
Income Adults 8,627 9,629 11,950 38.52% 13,260 10.96%
Baby-Care
Adults 6,108 6,028 7,353 20.38% 7,566 2.90%
Breast &
Cervical Cancer
Program 270 301 285 5.56% 303 6.32%
Eligible Children 201,800 193,484 225,209 11.60% 233,082 3.50%
Foster Care
Children 17,014 18,858 17,968 5.61% 18,682 3.97%
Non-Citizens 4,044 3.738 4,529 11.99% 4,739 4.64%

Total 388,068 381,390 421,651 8.65% 435,038

*shows actual reported casel oad not adjusted for the rebase.

A few observations about the Department's casel oad forecast:
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v TheFY 2009-10 casel oad isfairly moderate when compared to the FY 2008-09 revised casel oad
growth rate (a 3.17% growth rate instead of 8.65%).

v During the last economic downturn, the low-income adults and children categories experienced
double digit growth rates for three years.

v Theaid category with the highest growth rateisthe low-income adults. Thisisto be anticipated
since this caseload is still in the "ramp-up" phase. Additionally, this aid category is directly
impacted by economic downturns.

v Partial Dual Eligibles continue to grow at a higher rate than most aid categories. This group
reflectslow-income M edicare beneficiarieswho qualify for M edicare premium assi stance under
the Medicaid program. After Medicare Part D was enacted, the Partial Dual Eligible caseload
experienced double digit growth rates for three years. It was anticipated that as seniors applied
for Medicare Part D they would realize that they were éligiblefor Medicare premium assistance.
While the growth rate for this aid category is still relatively high, the forecast is moderate
compared the most recent three years.

The Department's Specific Cost - Per -Client Projections for FY 2008-09 & FY 2009-10

After forecasting the Medicaid enrollment, the next step in developing the base cost estimates for the
MSP line item is forecasting the average cost-per-client for each of the caseload aid categories. The
average cost-per-client is estimated by looking at past trends in each aid categories expenditures for
acute care services, community long-term care services, ingtitutional long term care services,
supplemental insurance costs, and costsfor administrative services. The Department then adjuststhese
forecasted trends for any special circumstances that are not part of the historical data (i.e. new policy
Initiatives enacted during the prior year). Table 6 summarizes the Department's Medicaid medical
service cost estimates by service areafor FY 2008-09 and FY 2009-10.

Table 6: Department November Forecast by Service Category

% %
Change Change
FY 2007-08 FY 2008-09 FY 2008-09 to FY 2009-10 to
Actual Cur. App. Dept. Estimate  Cur. App. Estimate Dept. Est.
Acute Care
Services $1,336,004,287 $1,357,120,561  $1,453,999,248 7.14%  $1,527,556,326 5.06%
Community
Long-Term Care $241,742,015 $251,120,985 $259,515,815 3.34% $269,603,995 3.89%

!please note that the FY 2007-08 is the actual reported caseload. The Department's estimate of the FY
2007-08 casel oad under the rebase methodology is 391,962. Compared against an rebased FY 2007-08 caseload, the
Department's growth rate for FY 2008-09 is only 7.57% instead of 8.65%.
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Table 6: Department November Forecast by Service Category

% %
Change Change
FY 2007-08 FY 2008-09 FY 2008-09 to FY 2009-10 to
Actual Cur. App. Dept. Estimate  Cur. App. Estimate Dept. Est.
Institutional
Long-Term Care $538,222,989 $570,666,065 $565,412,808 (0.92)% $604,700,067 6.95%
Supplemental
Insurance $83,370,893 $95,491,972 $96,235,687 0.78% $102,155,514 6.15%
Administrative
Services $27,697,298 $33,543,854 $33,663,735 0.36% $35,158,825 4.44%
TOTAL $2,227,037,482  $2,307,943,437  $2,408,827,293 4.37% $2,539,174,727 5.41%
Increase from current FY 2008-09 App. $100,883,856 4.37% $231,231,290 4.63%
Bottom Line
Financing $10,247,323 $14,154,162 $16,610,401 17.35% $17,229,193 3.73%
TOTAL BASE
with Bottom
LineFinancing  $2,237,284,805 $2,322,097,599  $2,425,437,694 445%  $2,556,403,920 5.40%

For FY 2009-10, the Department isforecasting overall growth to the base M SP lineitem of 5.40 percent
when comparedto their revised FY 2008-09 estimate. Table 7 bel ow shows staff's estimate of how much
of the FY 2009-10 request is being driven by caseload increases and how much by health care cost
increases (due to health cost inflation and utilization).

Table7: Analysisof FY 2009-10 Cost Drivers When Compared to Revised FY 2008-09 Request

Cost
Associated Cost
with Associated
Net Cost Higher with Higher Total
Casdload  Per Client Caseload Cost Compounding Costs
Aid Category Difference  Difference Estimate Estimate Effect
SSI 65+ 323 $978.86  $6,504,261  $36,369,673 $316,173  $43,190,107
SS| 60-64 73 $550.26  $1,240,152 $3,442,952 $40,169 $4,723,273
SSl Disabled 475 $415.03  $6,464,867  $20,992,977 $197,139  $27,654,983
Low-Income Adults 1,283 $136.63  $5,700,737 $6,170,493 $175,300  $12,046,530
Expansion Low-
Income Adults 1,310 $180.39  $3,246,546 $2,155,669 $236,312 $5,638,527
Baby Care Adults 213 $331.89  $1,636,862 $2,440,402 $70,693 $4,147,957
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Table 7: Analysisof FY 2009-10 Cost Drivers When Compar ed to Revised FY 2008-09 Request
Cost
Associated Cost
with Associated
Net Cost Higher with Higher Total
Casdload  Per Client Caseload Cost Compounding Costs
Aid Category Difference  Difference Estimate Estimate Effect
Children 7,873 $24.03 $14,612,586 $5,410,904 $189,158  $20,212,648
Foster Children 714 $343.80  $2,969,684 $6,177,383 $245,473 $9,392,540
Breast and Cervical
Cancer Treatment
Patients 18  $1,010.95 $491,334 $288,122 $18,197 $797,653
Partial Dual
eligibles 895 $49.21  $1,273,519 $748,029 $44,039 $2,065,587
Non-citizens
(emergency care) 210 ($456.73)  $2,642,086  ($2,068,543) ($95,914) $477,629
Total 13,387 na $46,782,634  $82,128,061 $1,436,739 $130,347,434
Change in Bottom of the Line Financing $618,792
Total FY 2009-10 MSP Base Increase over Revised FY 2008-09 Estimate $130,966,226

A few observations;

v Inthelow-incomeadultsaid categories, theoverall costimpactsassociated with casel oad growth
and increased per-client cost increases are similar.

v In the low-income children'said category, the maority of the costs are associated with casel oad
growth. Because caseload growth in thiscategory is healthy, the cost-per-client impact benefits
fromalarger risk pool (i.e. the case mix of healthy clients compared to sick clientstendsto lower
the overall cost).

v In the disabled, elderly, and foster children categories, the costs associated with higher medical
costs are higher than the costs associated with caseload. These aid categories have caseload
growth that is based more on demographic growth and is not impacted as much by economic
downturns. Theclientsintheseaid categoriesusually have greater health needsdueto their age,
disabilities, or at-risk status. Because elderly usually qualify for Medicare for their acute care
needs, the majority of their cost increases reflect higher long-term care costs. The disability aid
categories aso reflect higher costs due to long-term care services as well as higher use of acute
careservices. Foster childrenreflect higher costsdueto greater utilization of acute care services
due to their health issues surrounding issues of neglect and abuse.
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Table 8 shows the fund splits for the Department’'s FY 2009-10 base M SP line item request.

Table8: FY 2009-10 M edical Services Premiums Expenditures by Fund Source
Department's
Revised Department's
FY 2008-08 Est. FY 2009-10 Est. Difference

(Nov 1, 2008) (Nov 1, 2008) (Est - Approp)
General Fund $733,486,011 $784,209,037 $50,723,026
General Fund Exempt $369,000,000 $369,000,000 $0
Autism Fund $784,875 $784,875 $0
Breast and Cervical Cancer
Treatment Fund $1,903,980 $1,046,828 ($857,152)
Health Care Expansion Fund $77,887,758 $85,700,132 $7,812,374
Nursing Facility Provider Fees* $9,907,870 $16,828,504 $6,920,634
Certified Funds $15,150,250 $15,769,042 $618,792
Transfer from DPHE $2,809,192 $2,898,693 $89,501
Federal Funds $1,214,507,758 $1,280,166,809 $65,659,051
Total Funds $2,425,437,694 $2,556,403,920 $130,966,226

Similar to staff's commentsregarding the FY 2008-09, staff is concerned about two fund split issuesfor
the FY 2009-10. In FY 2009-10, there is a $8.7 million decrease to the General Fund based on the
provisioninH.B. 08-1114 that limits the growth of General Fund expendituresto 3.0 percent annually.
This provision is effective only if CMS approves the Nursing Home Provider Fee Waiver. Staff
anticipatesthat discussion on the waiver will be continuing during the time that the Committeeisdoing
figure setting.

Inaddition, the Department'sFY 2009-10 request movesall of the state match costsfor the optional legal
immigrants to the Health Care Expansion Fund. Therefore, this action lowers the General Fund
appropriation by about $7.9 million and increasesthe Health Care Expansion Fund appropriation by $7.9
million.
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing
Executive Director's Office, Medical Services Premiums, Indigent Care Programs, Other
Medical Services, and Commission on Family Medicine

BRIEFING ISSUE
| SSUE: The Medicaid Modernization Act State Contribution Payment Forecast
The Department's FY 2009-10 budget requestsindicatesthe Medicare Modernization Act (MMA) State

Contribution will be $86.5 million. Thisisa$5.3 million General Fund increase over the current FY
2008-09 appropriation.

SUMMARY:

Q The Department forecasts an increase of 6.5 percent for the MMA State Contribution Payment
in FY 2009-10.

a Based on more current information from the Centers for Medicare and Medicaid Services

(CMYS), staff estimates that the MMA State Contribution Payment may need approximately a
$1.0 million General Fund supplemental in FY 2008-09. For FY 2009-10, staff estimates that
the payment could be as high as $88.9 million.

DISCUSSION:

Prior to the passage of the Medicare Part D benefit in the Medicare Modernization Act (MMA), the
states paid the prescription drug costs for dua eligible clients (i.e. those clients eligible for both
Medicareand Medicaid). Withthe passage of MedicarePart D, all Medicare clientshad to receivetheir
prescription drug benefits from the Medicare program (for drugs covered under Part D). However, the
MMA required that states continue to contribute to the costs of this program in what is known as the
MMA State Contribution Payment. The MMA State Contribution Payment is cal cul ated each year as
follows:

Base Amount: The MMA law requires that the net weighted average monthly per capita expenditure
for the dual eligible'sin the year 2003 is the state's base maintenance effort amount.

Yearly Obligation: The base amount is increased by a health expenditure factor (e.g. the per capita
expenditure will be adjusted annually for national prescription care cost growth). This per capita cost
will then be multiplied by the number of dual eligibles for the month (e.g. caseload x cost). The
maintenance of effort will then be multiplied by the state contribution percentage. Initially, stateswere
responsible for 90 percent of the costs. This percentage will phase-down to 75 percent of the costs by
2015. For FY 2009-10, the phase-down factor is 85.00 percent from July to December 2009 and 83.33
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percent from January to June 2010. Table 1 onthe next page showsthe calculationsfor the Department's

FY 2009-10 request.

Payments from July through December of Fiscal Year

Monthly Per Capita Cost multiplied by the Phase down

Average Monthly Enrollment (1% Seven Months of FY) for Dual Eligibles
Total paymentsfor the first seven months of Fiscal year

Payments from January through June of Fiscal Y ear

Per Capita Cost multiplied by the Phase down

Average Monthly Enrollment (Last Five Months of FY) for Dual Eligibles
Total paymentsfor thelast five months of Fiscal Year

TOTAL MMA State Contribution Payment Estimate

FY 2008-09
App.

$120.03
55,091

$46,588,158

$125.16
55,237
$34,567,037
$81,155,195

FY 2009-10
Dept. Req.

$124.98
56,347

$49,295,635

$130.77
56,847
$37,169,579
$86,465,214

Table 1: Department Calculation Assumptionsfor MM A State Contribution Payment for FY 2009-10

Difference

$4.95
1,256

$2,707,477

$5.61
1,610
$2,602,542

$5,310,019

In October, the Centersfor Medicareand Medicaid Services(CM S) forwarded information that the 2009
per capita estimate would be $128.62. Unfortunately, this information was forwarded too late to be
included in the Department's November 1, 2008 request. With this new 2009 per capita rate, staff
estimates that the MMA payment will increase by approximately $1.0 million for FY 2008-09 to $82.1
million. For FY 2009-10, staff estimates this rate will increase the MMA payment to $88.9 million,
rather than the $86.5 million included in the Department's request. These calculations are shown in

Table 2 below.

Table2: Calculation Assumptionsfor MMA State Contribution Payment for FY 2009-10 Based on New CM S I nfor mation

FY 2008-09 FY 2009-10 Difference
App. Staff Est.

Payments from July through December of Fiscal Year

Monthly Per Capita Cost multiplied by the Phase down $120.03 $8.59
Average Monthly Enrollment (1% Seven Months of FY) for Dual Eligibles 55,091 56,347 1,256
Total paymentsfor thefirst seven months of Fiscal year $46,588,158  $50,731,458 $4,143,300
Payments from January through June of Fiscal Y ear

Per Capita Cost multiplied by the Phase down $5.66
Average Monthly Enrollment (Last Five Months of FY) for Dual Eligibles 55,237 56,847 1,610
Total paymentsfor thelast five months of Fiscal Year $35,522,915  $38,166,871 $2,643,956
TOTAL MMA State Contribution Payment Estimate $82,111,073 $88,898,329 $6,787,256
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A Few Observations About the MM A Payment

v

The MMA Payment I s Not I ncluded in the Department's Over-expenditure Authority: Asa
Medicare payment, this appropriation is not included in the over-expenditure authority for the
Medicaid program (in Section 24-75-109). Thisisdespite thefact that thisprogramisbased on
aMedicaid caseload and mandated per capita costs from the federal government (i.e. the state
has no control over the costs for this program). Therefore, if an over-expenditure for this
program occurs, the over-expenditure is counted against the $1.0 million over-expenditure for
al of State government. If the Committee decides to carry legislation to extend the over-
expenditure authority in Section 24-75-109, the Committee may want to consider whether a
separate over-expenditure authority should be provided to the MMA Payment similar to what
the General Assembly passed last year for the Children's Basic Health Plan.

The Department's I nitiatives to Control Prescription Drug Costs Don't | mpact the MMA
Payment: The State has no control over the amount of the MMA payment. The inflationary
factors used for the payment are national figures and do not relate directly to the costs of the
Colorado dual eligibles (theoriginal base year of 2003 did but thereafter, the per capita cost has
been inflated by national coststhat are not necessary representative of the costsfor Colorado dual
eigibles).

The MMA Payment Should Be Considered in State Bail-Out Discussions: In the long-term
it would be more advantageous to the states if Congress eliminated the MMA payment rather
than provided atemporary FMAP change.
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing

Executive Director's Office, Medical Services Premiums, Indigent Care Programs, and Other

Medical Services, including the Commission on Family Medicine

BRIEFING I SSUE

ISSUE: Children's Basic Health Plan Budget Outlook

The Department is currently forecasting an increase of $6.3 million total fundsfor the Children’sBasic
Health Plan (CBHP) for base caseload and cost-per-client increases in FY 2009-10 above the current
FY 2008-08 appropriation. Of this amount, $4.3 million is from the General Fund.

SUMMARY:

a

In FY 2007-08, the CBHP premiumsline item reverted $4.2 million total funds (3.8 percent) of
thefinal appropriation. Thefinal children’'s caseload was 1,120 children (1.9 percent) lower than
thefinal casel oad forecast. Thefinal adult prenatal caseload was 10 women higher (0.6 percent)
than the final caseload forecast.

The Department's FY 2009-10 budget request for the CBHP program is $6.3 million total funds
higher than the current FY 2008-09 appropriation. The majority of thisincrease, $4.3 million,
isaGeneral Fund appropriation into the CBHP Trust Fund to ensure solvency in FY 2009-10.

RECOMMENDATION:

1

Staff recommendsthat the Committee amend Section 24-22-115, C.R.S. to allow $4,960,871in
the unused balance in the Health Care Supplemental Appropriations and Overexpenditures
Account in the Tobacco Litigation Settlement Cash Fund to be transferred to the CBHP Trust
Fund or to be used for supplemental appropriations for the Colorado Benefits Management
System for FY 2009-10.

Staff recommends that the Department present at their budget hearing how the $1.4 million in
additional outreach and marketing activitieshasbeen disbursed. Aspart of thispresentation, the
Department shoul d addressthe corrective action plansthey plan toimplement in order to address
the State's Auditor's recommendation regarding the effectiveness of their current marketing and
outreach activities. Specifically, the Department should addresshow the Department iscollecting
and analyzing data regarding how clients find out about the CBHP program and on how to
determine the effectiveness of any one marketing or outreach strategy.

Staff recommends the discontinuation of appropriating enrollment fees into the CBHP Trust
Funds. Current statute allowsfor thesefeesto be deposited into the CBHP Trust Funds (Section
25.5-8-105(7), C.R.S.). Asageneral rule, revenues should not be appropriated into funds-- they
aredeposited or transferred. Thisrecommendation will eliminate the need to reappropriatethese

03-Dec-08 56 HCP-brf



funds into the program lines. This recommendation should also reduce some confusion
regarding necessary appropriations for fiscal note purposes.

DISCUSSION

Backaground

The State Children’ sHealth Insurance Program (SCHIP) was enacted by Congressin 1997 as Title X X1
of the Social Security Act. In Colorado, SCHIP was enacted as the Children’s Basic Health Plan
(CBHP). The CBHP program receives a 65 percent federal match and currently covers children up to
205 percent of the federal poverty level (FPL) with a required expansion up to 225 percent FPL
beginningin April 2009. In addition to covering children, the CBHP also has an adult pregnant woman
program that provides prenatal carefor women up to 205 percent FPL with arequired expansion to 225
percent FPL beginning October 2009. Current law allows the General Assembly to fund children and
pregnant women up to 250 FPL if funding becomes available.

There are four program appropriation line items for the CBHP program.

v CBHP Trust Fund: Thislineitem isfor any appropriated contributions into the CBHP Trust
Fund.

v CBHP Plan Administration: This line item funds the private contracts for administrative
services associated with the operation of the CBHP programs. Most of these costs are for
eligibility determination and enrollment costs. The line item aso funds outreach and client
education. Thislineitem doesnot contain the Department'sinternal administrativecosts. These
costsarefoundin variouslineitemsin the Executive Director's Office, including but not limited
to personal services and operating expenses.

Ve CBHP Premium Costs: Thislineitem contains the medica benefit costsfor both the children
and adult pregnant women casel oads.

v CBHP Dental Benefit Costs: This item contains the dental benefit costs for the children's
caseload.

Funding for the CBHP Program

The State match for the program is provided from four sources. (1) the CBHP Trust Fund (Fund); (2)
the Supplemental Tobacco Litigation Settlement Moneys Account of the CBHP Trust Fund (Account);
(3) the Health Care Expansion Fund; and (4) the Col orado immuni zation program. Therevenue sources
for the CBHP Trust Fund include 24 percent of the funding received annually from the Master Tobacco
Settlement Agreement up to $30.0 million, any General Fund appropriationsinto the Fund, interest and
Investment earnings, and enrollment fees charged to program participants. The revenue sourcesfor the
CBHP Trust Fund Account include 5.0 percent of Tobacco Master Settlement Agreement that was not
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previoudly allocated before S.B. 07-097 to other programs and other transfers specified in statute from
thelnnovative Health Program Grant Fund. Any expended fundsand interest earningsfrom thisaccount
must be swept at theend of each fiscal year into the Short-Term Innovative Heal th Program Grant Fund.
The revenue sources for the Health Care Expansion Fund include 46 percent of the revenues collected
from the increase to the Tobacco taxes approved by the votersin November 2004 and any interest and
investment earnings to the fund. The State Constitution limits the use of thisfund to certain eligibility
casel oads within the Medicaid and CBHP programs.

| CBHP Population State Funding Source I

CBHP Trust Fund Health Care Expansion Fund
Children and Adult Pregnant Women Children
— Ineligible for Medicaid to 185% FPL up to — Ineligible for Medicaid to 185% FPL, any
a total caseload of 41,786 children and 101 caseload above 41,786
pregnant women. —186% to 200% FPL
--Beginning April 2009, children from 205-225% Adult Pregnant Women
FPL. Beginning October 2008, pregnant — Ineligible for Medicaid to 185% FPL, any
women from 205-225% FPL. caseload above 101
—186% to 200% FPL

CBHP Trust Fund Account Immunization Fund
HPYV Vaccinations for CBHP Children

Children

— 200% FPL to 205% FPL
Adult Pregnant Women
--200% FPL to 205% FPL

FY 2007-08 Reversion

Table 1 below summarizes the CBHP program line reversions for FY 2007-08.

Tablel: FY 2007-08 CBHP Program Line |tems Reversions*
Item Total Cash Cash Fund Federal
Funds Funds Exempt Funds
FY 2007-08 Appropriation CBHP Administration $5,541,590 $0 $2,474,735 $3,066,855
Actual Expenditures $5,514,804 $0 $2,466,584 $3,048,220
(Reversion)/Over-expenditure (%26,786) $0 ($8,151) ($18,635)
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Tablel: FY 2007-08 CBHP Program Line |tems Reversions*

Item Total Cash Cash Fund Federal

Funds Funds Exempt Funds
FY 2007-08 Appropriation CBHP Premiums $108,872,971 $1,479 $38,292,856 $70,578,636
Actual Expenditures $104,684,790 $0 $36,823,865 $67,860,925
(Reversion)/Over-expenditure ($4,188,181) ($1,479) ($1,468,991) ($2,717,711)
FY 2007-08 Appropriation CBHP Dental $8,976,385 $0 $3,141,735 $5,834,650
Actual Expenditures $8,715,754 $0 $3,050,514 $5,665,240

(Reversion)/Over-expenditure (%$260,631) $0 ($91,221) ($169,410)

Thereversionin the CBHP program line items can be explained by both lower than forecasted casel oad
for the children's population and lower per capitacoststhan forecasted. Table 2 below showsthereasons
for the forecast error.

Table2: CBHP FY 2007-08 Forecast Error -- Premiums Only
Net Cost Cost
Caseload Per Client Associated Cost
Difference  Difference with Associated Total
Aid Category (Actual - (Final Est- Caseload with L ower Compounding Costs

Final Est.) Actual) Estimate Cost Estimate Effect
Children (1,120) ($15.19)  ($1,715,903) ($894,651) $17,008 ($2,593,546)
Adult Pregnant Women 10 ($1,091.68) $119,307 ($1,703,024) ($10,917) ($1,594,634)
Total (1,110)  ($1,106.87)  (%$1,596,596) ($2,597,675) $6,091 (%4,188,180)

L
*figures are based are actuals and show the lower impact for cash accounting.

From July 2007 through January 2008, the CBHP children's caseload was averaging 1,060 client per
month increase in the traditional eligibility category (up to 185% FPL). However, in February 2008 this
trend reversed. From February to June 2008, the casel oad averaged a 93 decrease per month. Thishelps
explain why the children's casel oad was over-forecasted.

The lower CBHP per capita costs for the program result from: (1) asafairly new, small, and expanding
caseload, the prenatal program's costs are still difficult to predict; (2) the children’'s lower children
caseload may have changed the ratio between the HMO and the State's managed network; and (3)
adjustments due to special bills were not as high as anticipated.

Staff Comment: In January 2008, the Department issued final rulesrelated to the Deficit Reduction Act
of 2005. The new Department rules require citizenship and identification requirements for childrenin
the CBHP program. Thus, the children who were made €eligible for the CBHP program rather than
Medicaid dueto lack of DRA documentationwill now berequired to present suchidentification for either
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program. While the Department states they do not know the magnitude of the caseload declines
anticipated from this policy change, the Department stated that they anticipated casel oad to decline for
at least oneyear from the date of implementation asall children complete redeterminations. Thisdecline
Is anticipated to be mitigated somewhat by the CBHP marketing efforts.

FY 2009-10 CBHP Program Request

Table 3 showsthereasonsfor the anticipated increasesin the CBHP program lineitemsfor FY 2009-10.

Table3: CBHP Program LineltemsFY 2009-10 Request Detail*

Item Total GF/ Cash Funds Reappr op. Federal
Funds GFE Funds Funds
Current FY 2008-09 Appropriation $174,548,651 $0 $62,170,269 $30,328  $112,348,054

Department's Estimated Changes from FY 2008-09 Approp. (Nov 1, 2008 Request)

CBHP BASE Caseload and Per-Capita Cost
increases for medical and dental benefits 2,082,548 0 (3,919,138) 4,657,331 1,344,355

CBHP Externa Administration (15,000) (5,250) 0 (9,750)
CBHP Trust Fund Solvency 4,281,614 4,270,540 11,074 0 0

Department's FY 2009-10 request
(Nov 1, 2008) $180,897,813 $4,270,540  $58,256,955  $4,687,659 $113,682,659

(Decrease)/Increase from current
FY 2008-09 appropriation

$6,349,162 $4,270,540  ($3,913,314) $4,657,331 $1,334,605

* |ncludeschangesto CBHP Trust Fund, CBHP Administration, CBHP Premium Costs, and CBHP Dental Benefit Costs. Does
not include costs in the EDO Division.

CBHP BASE Caseload and Per-Capita Cost increasesfor medical and dental benefits: Thisissue
represents the Department's base costs for the CBHP medical and dental program including annualizing
prior year legislation, anticipated caseload growth and cost increases as follows:

v The current FY 2008-09 appropriation assumed a children's caseload of 77,152. The
Department now estimatesthat the children'scaseload will be 66,757 in FY 2008-09. The
FY 2009-10 children's caseload is forecasted at 71,598.

v The current FY 2008-09 appropriation assumed a prenatal caseload of 2,021. The
Department'srevised estimatesfor FY 2008-09 assumesaprenatal casel oad of 1,847. The
FY 2009-10 prenatal caseload isforecasted at 2,363.

v The per capita costs for the children's medical program was budgeted at $1,672.36 in FY
2008-09. The Department's new per capita estimate for FY 2008-09 is estimated at
$1,635.35. The Department's FY 2009-10 children's per capita estimate is forecasted at
$1,775.92 (an increase of 8.6 percent from the Department's revised estimate).
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v The per capita costs for the children's dental program was budgeted at $161.38 in FY
2008-09. The Department's new estimate is $160.09. For FY 2009-10, the Department
estimates a per capita dental cost of $169.79 per child.

v The per capitamedical cost for the adult pregnant women were budgeted at $12,723.22
in FY 2008-09. The Department now anticipates this cost to be $12,015.85. For FY
2009-10, the Department estimatesaper capitacost of $12,680.33 per woman (anincrease
of 5.5 percent from the Department's revised estimates.).

CBHPExternal Administration: TheDepartment'sFY 2008-09 request reflectsatechnical adjustment
tothe CBHP Externa Administrationlineitemin order toremoveone-timecostsfromimplementing S.B.
S.B. 08-160.

CBHP Trust Fund Solvency: As stated earlier, the mgority of the CBHP Trust Fund revenues come
from transferring 24 percent of the total amount of money that the State receives annually from the
Tobacco Master Settlement Agreement (Section 25.5-8-105, C.R.S.). The CBHP Trust Fund also
receivesrevenue from the enrollment fee charged to clientsand interest earnings. If necessary, the CBHP
Trust Fund may aso receive General Fund appropriations in order to maintain a positive fund balance.
TheCBHP Trust Fundisabletoretainit’ sfund balance and interest earningsand itsfunding is prohibited
from being transferred to the General Fund unlessotherwiseauthorized by the General Assembly through
legislation. Table4 showstheimpact of the Department's casel oad and cost estimatesonthe CBHP Trust
Fund.

Table4: CBHP Trust Fund Anticipated Revenues and Expenditure Needs

FY 2006-07 FY 2007-08 FY 2008-09 FY 2009-10
Actua Actuad Dept. Estimate Dept. Request

Beginning Balance $4,411,882 $7,776,123 $9,231,076 $5,463,581
General App. 11,243,215 5,564,404
Tobacco Settlement Transfer 19,214,822 22,851,718 26,128,545 26,686,343
Other Revenue 610,607 910,096 928,612 941,579
HCE Fund State Match Earnings 9,557,980 15,005,337 20,737,073 23,599,826
Supplementa Tobacco Tax Revenue 0 480,157 1,989,214 1,989,214
Colorado |mmunization fund 0 90,795 409,846 481,664
Federal Match Earnings 65,616,702 76,574,384 97,899,817 115,503,428
SUBTOTAL REVENUE $110,655,208 $129,253,014 $157,324,183 $174,665,635
State Match for Trust Caseload $27,704,403 $27,871,265 $30,824,652 $37,437,205
State Match for Expansion Casel oad 9,557,980 15,005,337 20,737,073 23,599,826
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Table4: CBHP Trust Fund Anticipated Revenues and Expenditure Needs

FY 2006-07 FY 2007-08 FY 2008-09 FY 2009-10
Actuad Actuad Dept. Estimate Dept. Request
Supplemental Tobacco Tax Account &
Immunization Fund 0 570,952 2,399,060 2,470,878
Federa Match 65,616,702 76,574,384 97,899,817 115,503,428
SUBTOTAL EXPENDITURES $102,879,085 $120,021,938 $151,860,602 $179,011,337

REMAINING BALANCE $7,776,123

$9,231,076

$5,463,581 ($4,345,702)

The difference between this deficit shown in this table and the Department's request is a deduction of
$75,161 due to interest earnings on the General Fund appropriation.

Health Care Supplemental Appropriations and Over-expenditure Account in the Tobacco
Litigation Settlement Cash Fund

House Bill 07-1359 established a Heath Care Supplemental Appropriations and Over-expenditure
Account in the Tobacco Litigation Settlement Cash Fund. Of the amount in this Account, $6.2 million
was set aside to fund any over-expenditures or supplemental appropriation in the CBHP program that
occurred in FY 2006-07 or FY 2007-08. Moneys in the Account can also be used for the Colorado
Benefits Management System in FY 2006-07, FY 2007-08, and FY 2008-09.

Of the $6.2 million in the Account, the Committee appropriated $1.2 million in FY 2006-07 for CBHP
program supplemental. The Committee approved using the remaining $5.0 million for the FY 2007-08
supplemental. However, due to astaff error, the FY 2007-08 supplemental referenced the CBHP Trust
Fund instead of the Account. Therefore, this $5.0 million remains in the account and can be used for
CBMS.

If the correction action for CBM S does not need thisfunding, staff recommendsalaw change that would
allow this$5.0 million or aportion thereof to betransferred from the Account into the CBHP Trust Fund.
If this funding is not used by FY 2008-09 for the CBMS project, then it will revert to all of the other
programs that receiving funding from the tobacco litigation settlement cash fund (the CBHP Trust Fund
would get 24% of the reversion or approximately $1.25 million).

A Few Observations From the State Audit Report

As part of their performance audit of the CBHP program in June 2008, the State Auditor had these
findings regarding CBHP program penetration, marketing and outreach, and eligibility determinations
(please note staff has not included all findings, just significant ones related to this issue):
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The Auditor noted that there were serious problems with the Department's methodology for
estimating the number of children eligible for CBHP and for estimating the penetration rate.
Because of these problems, the Department lacks meaningful data to demonstrate whether the
program has been successful in enrolling eligible children into CBHP. Based on the Auditor's
recommendations, the Department has agreed to contract the Colorado Health Institute (CHI) to
develop a methodology of estimating the number of uninsured eligible children for the CBHP
program by county. The Department began their corrective action onthisaudit finding in October
2008.

The Auditor's evaluation of the Department's oversight of the Maximus' marketing and outreach
contract found that the Department has not eval uated the extent to which Maximusis meeting its
contract requirementsto increase the number of individualsenrolled in the program. Asaresult,
itisdifficult for the Department to ensurethat the investment in marketing and outreach has been
cost-effective, as required by statute. The Auditor noted that while the Department believes
Maximus marketing and outreach efforts have been successful (i.e. the Department attributed the
increase of about 13,000 children in CBHP between 2006 to 2007 to "extensive marketing and
outreach"), the Department currently has no mechanism to prove these assertions.

InFY 2008-09, the General Assembly provided an additional $1.4 millionfor additional outreach
and marketing efforts. The Department estimated that 8,000 children would be enrolled duethis
marketing effort (although the JBC only approved an increase of 5,358 due to different
assumptions used by staff). Currently, the October 2008 casel oad is approximately 300 children
lower than the caseload report in January 2008 and July 2008 (although October's caseload is
higher than the amount reported in August and September 2008).

Staff recommends that as part of the Department's budget hearing presentation, the Department
addressthe corrective action plansthey areimplementing in order to addressthe State's Auditor's
recommendation regarding the effectivenessof their current marketing and outreach activitiesand
data collection.

The State Auditor also found that the Department provided inadequate oversight for proper
handling and recording of enrollment fees. Under CBHP rules, families whose incomes
exceed150 percent of the federal poverty level pay an annual fee of $25 for one child or $35 for
two or more children before their children can be enrolled in CBHP. Families can pay their
enrollment fees by: (1) mailing paymentsto adesignated bank lockbox; (2) mailing paymentsto
ACS (the Department administration contractor); or (3) being in paymentsin person to the ACS
office. The Auditor found that neither ACS nor the Department has adequate controls in place
to ensure that all enrollment fees are deposited and properly recorded in CBMS.

Staff brings this issue to the Committee's attention because as higher income populations are
added to the CBHP program, it may be prudent to discuss whether greater premium sharing
should be required from these families (for example, state employees at the same poverty levels
as CBHP parents pay approximately $154.12 amonth to add children to their insurance under the
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Kaiser HM O option compared to the annual $35 feefor afamily with two or more children onthe
CBHP program). If the Department is not adequately accounting for current enrollment fees it
could bedifficult to implement greater cost sharing optionsif the General Assembly wereto ook
into these options.

Staff aso recommends that the practice of "appropriating” enrollment fees be eliminated in this
year'sLongBill. Current statutealowstheseenrollment feesto be deposited into the CBHP Trust
Fund. Therefore, appropriating these fees is an "informational-only" appropriation that is
unnecessary. Because enrollment fees are not matched with federal dollars, the Department will
aways need to provide information in their budget request regarding on how much revenue is
anticipated to be collected from enrollment fees. In addition, appropriating the enrollment fees
into the CBHP Trust Fund resultsin a double counting true expenditure authority because when
these fees are expended in the program line items, they are appropriated as "re-appropriated
funds'.
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing
(Executive Director's Office, Medical Services Premiums, Indigent Care Programs, Other
Medical Services, and Commission on Family Medicine)

BRIEFING I SSUE
ISSUE: Federal Reauthorization of the State Children’'s Health Insurance Plan (SCHIP)
Congress must reauthorization the SCHIP by April 1, 2009 or the program expires.
SUMMARY::

a The Balanced Budget Act of 1997, which established SCHIP, required that the SCHIP program
bereauthorized after a10 year period -- September 2007. After several monthsof debate between
Congress and the President Bush, the only bill signed in 2007 was an extension of the SCHIP
program to March 31, 2009.

a According to Joy Wilson, the NCSL Health Care Lobbyist, it ispossiblefor Congressto meet the
March 31, 2009 deadline if they pass something similar to the Children's Health Insurance
Program Reauthorization Act of 2007.

a During the Presidential campaign, President-Elect Obama proposed mandatory health insurance
for al children. The reauthorization of the SCHIP program will provide the new administration
with its first opportunity to impact health care reform.

DISCUSSION:

Background: The Balanced Budget Act of 1997, which established SCHIP, required that the SCHIP
program be reauthorized after a 10-year period. The original expiration date for the program was
September 30, 2007. During 2007, Congress passed two versions of the Children's Health Insurance
Program Reauthorization Act of 2007 (HR 976 and HR 3963) to expand and extend SCHIP. Both bills
were vetoed by President Bush. In December 2007, Congress passed S 2499 which extended SCHIP
through March 31, 2009. This extension fell short of the SCHIP reauthorization efforts which would
have significantly increased SCHIP funding. Issues around the income eligibility limit for children,
crowd-out impacts, and treatment of immigrants, parents and childless adults as well as tobacco tax
financing werethekey stumbling blocks between Congressand President Bush. Thus, only theextension
of the program to March 31, 2009 was agreed upon in 2007. Without further action from Congress, the
SCHIP program will expire on April 1, 2009.

Current Debate Regarding Reauthorization: Staff assumes that the majority of the work on a new
SCHIP reauthorization bill will occur after the new Congress and President are seated. Dueto the short-
time frame between January 20th and March 31, 2009, alikely scenario is that Congress will introduce

03-Dec-08 65 HCP-brf



a bill with provisions similar to the last version of the 2007 SCHIP Reauthorization Bill (H.R. 3963).
Table 1 below summarizes the major provisions that were contained in H.R. 3963.

Table1: Provisionsin Children's Health Insurance Program Reauthorization Act of 2007 (H.R. 3963)

Current Law

Provisionsin H.R. 3963

Federal SCHIP Appropriations

Original law specified the amount of
federal appropriations available through
FFY 2007. The extension bill authorized
federal appropriations through FFY 2008.

Contained specific federal appropriations
for afive year period.

Allotment of federal SCHIP fundsto
states

Current alotments are based on the
number of children who are low income
and are uninsured. States have up to 3
years to spend their annual allotments.

Based primarily on actual and projected
spending plus inflation for population
growth and health care costs. Continency
fund for spending in excess of allotments.
States allowed 2 years to spend annual
allotment.

Financing

General Fund

61 cent increase in per pack cigarette tax.
$35 hillion increase over 5 years.

Optiona State Plan Amendment to cover
adult pregnant women

Current, states can cover pregnant women
ages 19 and older through awavier
provision.

Would allow states to cover adult
pregnant women as a state plan option
instead of asawaiver. Expands medical
coverage to beyond prenatal, delivery,
and post-partum care.

Staff Comment: Colorado covers
pregnant women through awaiver.

Non-pregnant adults

Section 1115 waivers allowed coverage
for some childless adults.

Prohibits new 1115 demonstration
waivers to cover childless adults. Allows
aone-year transition period for thesic
states with such waivers to move these
populationsto Medicaid.

Parents of Enrolled Children

Section 1115 waivers allowed coverage
of parents.

No new waivers. Move to cap funds for
parents on the program.

must have "reasonable procedures” to
prevent substitution of public SCHIP
coverage for private coverage.

Children Origina legislation assumed 200% of No SCHIP coverage > 300% FPL

FPL but income disregards have alowed (exception for NJ).

some states to cover children up to 350%

FPL. Staff Comment: Colorado has the option
to cover up to 250% FPL if funding is
provided.

Crowd-out 42 C.R.R. 457.805 provides that States All states must implement best practice

on crowd-out provisions.

Staff Comment: In Colorado, children
can not enroll in CBHP for 3 monthsiif
they had previous insurance coverage
except in cases of loss coverage or
unemployment.
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Table1: Provisionsin Children's Health Insurance Program Reauthorization Act of 2007 (H.R. 3963)

Current Law Provisionsin H.R. 3963

Dental Services Does not require dental benefits. Requires dental benefits.

Staff Comment: Colorado aready
provides adental benefit.

Mental Health Services Does not require mental health benefits. Mental health parity required if states
offer mental health services.

Staff Comment: In Colorado S.B. 08-
160 required the CBHP mental health
services be equivalent to the benefits
provided under Medicaid.

When asked about SCHIP Reauthorization, Joy Wilson, the NCSL health care lobbyist in Washington
D.C., had the following comments:

"I think the outcome of reauthorization will depend on whether Congress builds on what
was already agreed to in The Children's Health Insurance Program Reauthorization Act
of 2007 or whether they start over again. Congress had a consensus [on H.R. 3963] ...
so that seems like a reasonable place to start.

However, there are some people who would like to start over and do somemorethings|[to
the program], though that will certainly slow the process down. If you draft legislation
fromscratch, all of thethings peopledid and did not want inthe bill are back on thetable.
Thelikelihood of working all that out between January and April isvery unlikely. Onthe
other hand, given that there is a general consensus on the previously enacted piece of
legidlation, then a reauthorization by April 1, might be possible.

If reauthorization does not occur, then | assume Congress will extend the program for a
few monthsin order to [allow more time for negotiations] . But for the states, that's not
a good outcome. First, states will not know what the federal contribution towards their
programs will be. And, secondly, many states will be out of sesson when the
reauthorization occurs and, as a result, be unable to make needed budgetary changes.”

Dueto the timing of Colorado's legidation session and the time line for SCHIP Reauthorization, it will
be difficult to react to any major changes passed by Congress during this budget cycle. The Committee
will most likely be finalizing the Long Bill before or during the negotiations on the SCHIP
Reauthorization Bill. Staff will keep the Committee apprised of any detailsinthe SCHIP Reauthorization
debate as she is made aware of the proposed changes or bills.

Mandatory Health | nsurance Coverage for All Children: During the Presidential election, President-
Elect Obama devel oped a health care proposal that would require mandatory health insurance coverage
for all children. If this provision becomes part of the SCHIP Reauthorization Bill, there could be
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significant coststo Colorado. Last year, the Lewin Group's analysis of Colorado's uninsured population
estimated that approximately 70,125 of uninsured children are éligiblefor either Medicaid or the CBHP
program.? If health insurance becomes mandatory for children and penalties are imposed for non-
compliance (such aswithholding tax refunds or imposing fees, etc.) more of these children would enroll
in the public programs that they qualify for. At an average per-capita cost of $1,880.06 per Medicaid
child and $1,775.92 for CBHP children, the cost for insuring eligible but not enrolled children could be
as high as $124.5 million (of which the state match could range from $43.6 million to $62.3 million).

Because of the current economic conditions facing the federal government and states, staff does not
believethat amandatory insuranceprovisionfor children will beadded to the SCHIP Reauthorization bill
-- at least not initially. However, staff wanted to make surethat the Committee was aware of the potential
state impact if such aprovision is added.

A Quick Note About Crowd-Out: Last year the CBHP program's eligibility was expanded to 225% FPL
for children beginning March 2009 and for pregnant women beginning October 2009. At the time this
proposal was discussed the Department provided estimates regarding the number of clients that were
potentially eligible (based onthe 2007 Lewin Group estimates). Table 2 showsthe casel oad assumptions
for the potentially eligible clients (as presented in the Department's February 2008 Budget Amendment).

Table 2: Potential Estimated Caseload | mpact (Whole Univer se of Expected Casel oad)*

Children Pregnant Women
205% FPL t0225% FPL  205% FPL to 225% FPL

Estimated 2007 Uninsured Between 205% FPL to 225%

FPL 5,649 329
Estimated 2007 Crowd-Out (group who will drop private

insurance to join CBHP) 3,520 524
Total number of clients estimated eligible 9,169 853
% of potential eligibles uninsured 61.61% 38.57%

% of potential eligibles already insured
38.39% 61.43%

*Thistabledoesnot show the caseload impactsin S.B. 08-160. Those casel oad impactsare based on thegradual enrollment of the casel oad.
This table shows the estimated potentialy eligible clients (not necessary those that enrall).

Asthetable shows, asincome eligibility limitsincrease, the potential for additional clients opting out of
private coverage increases. Almost 38 percent of the potential eligible children clients and 61.4 percent
of adult pregnant women clients are anticipated to drop private insurance in favor of public insurance
under the Children's Basic Health Plan.

“Characteristics of the Uninsured in Colorado, Draft, Lewin Group, July 12, 2007, p. 10. Thisanalysis was
performed for the 208 Commission on Health Care Reform. In modeling the different proposals, the Lewin Group

used an uninsured number of 791,800. Of this amount, they estimated 10.82 were eligible for Medicaid or CBHP.
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing

(Executive Director's Office, Medical Services Premiums, Indigent Care Programs, Other

Medical Services, and Commission on Family Medicine)

BRIEFING I SSUE

ISSUE: Solvency of the Health Care Expansion Fund

Beginning in FY 2011-12 the Health Care Expansion (HCE) Fund will experience deficit spending.
Without an additional State match funding source, the Statewill need to either eliminate expansion health
care populations currently funded with the HCE Fund or absorb aportion of these population's costsinto
the General Fund. Absorbing these populationsinto the General Fund will be difficult due to the annual
six percent expenditure cap on Genera Fund appropriations.

SUMMARY:

a

In FY 2007-08, non-interest revenue earnings in the Health Care Expansion (HCE) Fund were
$75.0 million. Interest earning were $6.5 million. Expenditures from the HCE Fund were $76.4
million. The balance forward was $5.1 million.

According to the Department's budget request, atotal of $24.2 million in fund balance will be
spent to support HCE Fund programsin FY 2008-09. In FY 2009-10 the Department's budget
request indicates that an additional $37.8 million in HCE Fund balance will be spent down.

By FY 2011-12 all of the available HCE Fund balance will have been spent and the HCE Fund
programswill have abudget deficit of $37.1 million. Becausethe HCE Fundisused for expansion
Medicaid or CBHP caseloads, either caseload eligibility will need to be changed or the another
State funding source will be needed.

Despite the looming fund deficit, the Department has refinanced additional costs onto the HCE
Fund.

RECOMMENDATION:

1

During figure setting, staff will not recommend any additional refinancing from the HCE Fund
thanwhat isalready required under past cal culation methodol ogieswith the exception of the asset
test change adopted by the Committee during Figure Setting in March 2008.

TheGeneral Assembly must devel op apermanent funding solution for these HCE Fund expansion
populations. If anew revenue source is needed, then the revenue proposal must be available by
the November 2010 ballot in order to avoid the HCE Fund deficit in FY 2011-12.
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3. The Committee should discusswith the Department the long-term strategic plan for managing the
costs of the expansion Medicaid and CHBP within existing resources or within new resources.
If new resources are needed, what will be the source?

DISCUSSION:

The HCE Fund receives 46 percent of the total tobacco taxes collected pursuant Article X, Section 21 of
the Colorado Constitution (Amendment 35). The HCE Fund can be used for three purposes: (1) expand
enrollment in CBHP above FY 2003-04 enrollment; (2) add parents of enrolled children; and (3) expand
eigibility of low income adults and children in either CBHP or Medicaid. The General Assembly has
passed H.B. 05-1086, H.B. 05-1262, S.B. 07-2, and S.B. 08-99 to expand Medicaid and CBHP in order
to use these funds.

During the first three years after Amendment 35 passed, total revenues into the HCE Fund exceeded
expenditures. Thiswasmainly dueto thelag timefrom passing legislation to alocate thefundsand when
casel oads began to materialize from the legislative changes. In FY 2007-08 expenditures from the HCE
Fund exceeded non-interest revenuesfor thefirst time. However, dueto theinterest earningsinthe HCE
Fund, the fund balance grew by $5,068,485.

Based on the Department's proj ectionsfor FY 2008-09, the HCE Fund revenueswill be $83.4 millionand
expenditureswill be $107.6 million. Therefore, in order to pay the program costs the HCE Fund balance
will be spent down by $24.2 million. In FY 2009-10, the Department forecasts that the HCE Fund
revenues will be $82.2 million while expenditures from the HCE Fund will increase to $120.0 million.
Thus, another $37.8 million in HCE Fund balance will be needed.

By FY 2011-12 all of the HCE Fund balancereservewill be expended and thefunding shortfall for
the HCE Fund programswill be$37.1 million based on theDepartment'sforecasts. By FY 2012-13
the funding shortfall growsto $72.2 million. Absorbing these costs, as well as normal growth in the
traditional Medicaid and CBHP programs(remember nationally M edi caid spending isanti cipated to grow
by approximately 7.9 percent during these years), will be a budget challenge. It is unlikely that the
General Fund could easily absorb this cost without some relief.

Currently, the following populations or programs are eligible to be funded by the HCE Fund.

1. Optional Legal Immigrants. Thispopulationwasadded by H.B. 05-1083. Inthe past, the portion
of the HCE Fund used for this population was $6.2 million (based on S.B. 03-176 savings for
eliminating optional caseload). Thisamount hasbeen held constant since FY 2004-05. However,
the Department has managed to track costs for these clients through CBMS and the MMIS
systems. In FY 2008-09 the Department estimates that the state match for optional legal
immigrants will be $14.1 million. In FY 2009-10 the Department estimates the state match for
optional legal immigrants will be $15.0 million. As stated in earlier issues, the Department
requests FY 2008-09 and FY 2009-10 that all of the state match for optional legal immigrants be
funded with the HCE Fund.
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2. Expansion Low-Income Adults: Thesearelow-incomeadultswithincome between approximately
34% and 60% of the federal poverty level (FPL). The Department estimates that the state match
from the HCE Fund for this population is$14.8 million and $17.6 millionin FY 2008-09 and FY
2009-10, respectively.

3. Expansion Foster Care: Thisexpansion population wasadded last year in S.B. 07-2 and S.B. 08-
99 and includes young adults from the ages of 19 to 21 that were in the foster care system prior
to emancipation. The Department estimates that the state match from the HCE Fund for this
population is $3.0 million in FY 2008-09 and $5.0 million in FY 2009-10.

4, New Waiver sots for Children'sHCBSWaiver: This caseload expanded the waiver dotsfor the
Children'sHCBS Waiver. The Department estimatesthat the state match from the HCE Fund for
this population is $10.0 million in FY 2008-09 and $10.3 million in FY 2009-10.

5. New Waiver dotsfor Children's Extensive Support Waiver: This caseload expanded the waiver
slotsfor the Childrens Extensive Support Waiver. The Department estimatesthat the state match
from the HCE Fund for this population is $1.6 million in FY 2008-09 and $1.7 million in FY
2009-10.

6. Presumptive Eligibility for Pregnant Women: The additiona state match costs from the HCE
Fund for presumptively eligible pregnant women is$1.9 millionin FY 2008-09 and $2.0 million
in FY 2009-10.

7. Medicaid Asset Test - Adult and Children Expansion: The state match costs from the HCE Fund
for removing the Medicaid asset test is $32.4 million in FY 2008-09 and $34.1 million in FY
2009-10.

8. Children's Basic Health Plan: The HCE Fund €ligible populations in the CBHP are estimated to
have state match costs of $20.2 million in FY 2008-09 and $23.1 million in FY 2009-10.

If the Committee decides the policy should be to fund these popul ations from the General Fund once the
HCE Fund balance has been exhausted, it may be prudent to gradually begin the cost shift now so that
impact could be phased in over severa years. For example, some of the smaller population costs, such
as presumptive eligibility for pregnant women, expanded foster care, and legal immigrants could be
shifted over to the General Fund in FY 2009-10. Of course, this options assumes that the FY 2009-10
General Fund revenues and appropriation needswould alow thisrefinance (which probably isn't likely).

If the Committee decidesthe policy should beto expl ore other funding sourcesto augment the HCE Fund,
the Committee may want to consider amending the Constitution to eliminate the funding stream into the
Primary Care Fund and placing this revenue into the HCE Fund. The Primary Care Fund receives
approximately $31.3 million in Amendment 35 Tobacco Revenues annually. These revenues are
distributed to providers who provide health care to the uninsured. This funding is not matched federal
funds. If redistributed to the HCE Fund, this money would receive a 50 percent match for Medicaid
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clientsand a 65 percent match for CBHP clients. However, there are lot of issues that would need to be
considered before moving forward with this option: (1) it would only temporarily solve the HCE Fund
balance problem; and (2) it would eliminate funding that goesto help carefor clients who are uninsured

but not eligible for Medicaid and CBHP (such as non-disabled adults without children).

Table 1 below summarizes the Department's projections for the HCE Fund.

Table 1: Health Care Expansion Fund Outlook
FY 2008-09 FY 2009-10 FY 2010-11 FY 2011-12 FY 2012-13

HCE Reserve

Fund Balance $135,721,615 $111,499,130 $73,689,947 $24,037,438 $0
Tobacco Tax

Revenues $76,600,000 $76,200,000 $76,400,000 $75,400,000 $75,008,166
Interest Earnings $6,794,292 $6,006,372 $4,802,878 $3,181,998 $2,400,261
Total Revenues $83,394,292 $82,206,372 $81,202,878 $78,581,998 $77,408,427
Program

Expenditures $107,616,777 $120,015,555 $130,855,387 $139,721,678 $149,613,997
Rev-Expenditure ($24,222,485) ($37,809,183) ($49,652,509) ($61,139,680) ($72,205,570)
Remaining HCE

Reserve $111,499,130 $73,689,947 $24,037,438 ($37,102,242) ($72,205,570)

*Thisanalysisis based on the Department's Budget Request.
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing

Executive Director's Office, Medical Services Premiums, Indigent Care Programs, Other

Medical Services, and Commission on Family Medicine

BRIEFING I SSUE

ISSUE: Service Delivery and Outcomes

The Department requests $2.4 million total fundsand 1.8 FTE in FY 2009-10 to develop and procure a
medical delivery system that would coordinate the care and servicesfor al Medicaid clients, regardless
of age or health status. The Department anticipates that the coordinated care system will result in cost
savings in future years as primary care access improves the health status of Medicaid clients.

SUMMARY:

a

The Department proposes to regionally procure services from Accountable Care Organizations
that would operate as Administrative Services Organizations providing enhanced Primary Care
Case Management Services. This proposal builds on the concept of providing a"medical home"
for al Medicaid clients. Initialy, the procurement would be limited to 60,000 participants until
the efficacy of the program could be demonstrated.

The Department's proposal is a reversal of a long-standing managed care policy to advance
capitation contracting. The Department has suspended effortsto expand risk-based managed care
(although existing managed care contracts will remain in place). Under this model, the
Department assumes all risk as well as pays a monthly management fee on a per-member per-
month basis of $20.00 for care coordination.

In addition to the Department's ASO proposal, the Department has implemented medical home
initiativesfor children, disease management programs, and the Colorado Regional Integrated Care
Collaborative Initiative (CRICC) to improve health outcomes and control costs within the
Medicaid program.

RECOMMENDATION:

1.

Staff recommendsthat the Department present their Accountable Care Organi zations proposal to
the Committee at their budget hearing.

Staff recommends that the Department provide an update to the Committee on the three cost
containment initiatives that the Department has implemented during the last two years: (1)
Disease Management Programs; (2) Colorado Regional Integrated Care Collaborative Initiative;
and (3) Medical Homes.
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DISCUSSION:

Managed Care Background:

Currently, the Department has the following managed care arrangements in the Medical Services
Premiums line item:

a)

b)

d)

f)

Managed Care At-risk Capitation: Denver Health, as Denver Health Medicaid Choice,

has arisk-based capitation contract with the Department. Thisisa"traditional" managed
care type contract where the provider is paid a capitation fee and must managed the costs
of their caseload within their per member per month (PMPM) reimbursement.

Program for All-Inclusive Care of the Elderly At-risk Capitation: Currently, the
Department contracts with Total Long Term Care to provide managed long-term care
servicesfor qualified Medicaid beneficiaries. Thisprogram isan at-risk capitated model
that manages benefits for both the Medicaid and Medicare programs.

Targeted Managed Care: Last year, the Department entered into acontract with Colorado
Access to operate the "Colorado Regiona Integrated Care Collaborative Initiative
(CRICC). Thegoal of thisprogram is to better manage the care and costs of a subset of
thehighest-need, highest cost beneficiaries. Theprogramiscurrently targeting 500 clients
for enrollment and intervention.

Prepaid Inpatient Health Plan: Currently, the administrative service agreement (ASO)
that the State haswith Rocky Mountain HM O operates asaPIHP agreement under federal
rules. Rocky Mountain HM O manages Medicaid clients but they are not paid acapitation
rate. Rather the Department pays an administrative feeto Rocky Mountian HM O to open
their provider network to Medicaid clients under their fee schedules. The State assumes
therisk for these clients.

Primary Care Physician Program: Currently, the Department has a Primary Care
Physician Program. Thisis amanaged care choice where a client selects a primary care
physician and must make all of their medical appointments through their chosen doctor
(with some exceptions).

Targeted Disease Management Programs: The Department has six current disease
management programs to target client with specific diseases.

Currently, the at-risk capitation arrangements serve approximately 40,343 clients and the Primary Care
Physician Programs serves approximately 23,374 clients (9.6 percent and 5.6 percent of the Medicaid
caseload, respectively).
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Department's Proposal For Accountable Car e Or ganizations

Building on their experience with Rocky M ountain HM O and the Behaviour Health Organi zations (both
of thesearrangementsarerecognized asPIHP arrangementsunder federal rules), the Department proposes
to divide the state into five health care regions. The Department would then undertake a statewide
competitive bid process for physical health services that emphasizes the importance of increasing the
availability and services of medical homes for al clients. The contractors, called Accountable Care
Organizations(ACOs), would primarily beresponsiblefor establishing acoordinated careddivery system
for all clients. The Department aso envisions that the ACO would coordinate care between different
providers, assist in care transitions between hospitals and community care, and serve asaclient advocate
In navigating between physical health, behavioral health, wavier services, andlong-term care. Inaddition,
the Department anticipates that ACO contracts would also be performance based with guarantees
established around health outcomes.

Under the Department's proposal, the ACO would receive a $20.00 per member per month management
feefor carecoordination. Of thisamount, $16.00 would go directly to the ACO for administrative duties,
and $4.00 would be placed into an escrow account to fund pay-for-performance incentives. With the
increased coordination and emphasis on primary care, the Department anticipates that there would be
immediate savingsto the Medicaid program. Although not part of their current proposal, the Department
Is also considering a "shared outcomes’ model whereby a percentage of net savings would be paid to
providersto monetarily incent desired outcomes. The Department estimates that between 20 percent and
50 percent of the savings would be targeted for shared savings. Because no saving payments could be
made until FY 2010-11, the Department would submit new budget estimatesif and when they decidethat
incentive saving payments are feasible.

Initially, the Department plansto pilot this program to 60,000 clients. The Department would implement
passive enrollment to ensure clients are enrolled in the program. The Department anticipates that they
will eventually be ableto save at least 12 percent of current per capitacosts, athough savingswould start
lower and increase over time. Therefore, in the first year, the Department anticipates only 8 percent
savings. These savings would not be enough to cover the administrative feesthefirst year so thereisa
net cost increase during the first year of implementation.

The Department bases its costs estimates on experience from other states, most notably North Carolina.
North Carolina has operated a Community Care Program since the early 1990s. The most recent study
from Mercer indicatesthat their program has cost savings of approximately 17 percent from atraditional
fee-for-service program.

Funding Summary:

With aninitial investment of $2.4 million total fundsin FY 2009-10, the Department estimates that the
Medicaid program will have $4.4 million in savings by FY 2010-11 with possible greater savings asthe
program matures and more caseload is added. Table 1 on the following page summarizes the
Department's estimated costs and savings for the ACO proposal.
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Tablel: ACO Proposal FY 2009-10 and FY 2010-11

Cost by Function Area Total General Cash Federal FT
Funds Fund Funds Funds E

Personal Services $201,440 $100,720 $0 $100,720 1.8
Operating Expenses $17,584 $8,792 $0 $8,792 0.0
Actuaria Services $125,000 $62,500 $0 $62,500 0.0
Medicaid Management System $1,058,400 $264,600 $0 $793,800 0.0
Enrollment Broker $354,092 $177,046 $0 $177,046 0.0
External Quality Review $105,000 $26,250 $0 $78,750 0.0
Medical Services Premiums (provider reimbursements) $536,193 $259,142 $8,954 $268,097 0.0
Total FY 2009-10 COSTS $2,397,709 $899,050 $8,954 $1,489,705 1.8
Personal Services $327,409 $163,704 $0 $163,705 3.0
Operating Expenses $2,850 $1,425 $0 $1425 0.0
Actuaria Services $125,000 $62,500 $0 $62,500 0.0
Medicaid Management System $0 $0 $0 $0 00
Enrollment Broker $567,170 $283,585 $0 $283,585 0.0
External Quality Review $604,780 $151,195 $0 $453,585 0.0
Medical Services Premiums (provider reimbursements) ($5,989,463) ($2,929431) ($65,300) ($2,994,732) 0.0
Total FY 2010-11 Costs/Savings ($4,362,254) ($2,267,022)  ($65,300)  ($2,029,932) 3.0

v

Personal Services: As part of thisinitiative, the Department is requesting funding for 0.8 FTE
in FY 2009-10 to provide contract management for the ASOs. These FTE annualizeto 2.0 FTE
in FY 2010-11. The Department also requests 1.0 FTE in both FY 2009-10 and FY 2010-11 to
direct the Center for Improving Vaue in Health Care (CIVHC). Lastly, the personal services
costs reflect contract for ombudsman services to ensure that clients have fair access and
representation once they are enrolled in an ACO.

Operating Expenses. These are the expenses associated with the FTE request.

Medicaid Management System: These costs are associated with the system changes necessary
to implement the proposal including: (1) changes to allow passive enrollment in counties other
than Denver; (2) payment of the monthly administrative fees; and (3) data sharing with the ASOs.

Enrollment Broker/External Quality Review: Per federa rule, Medicaid clients enrolled in
managed care arrangements must beinformed of their choices. TheFY 2009-10 and FY 2010-11
costs for the enrollment broker reflect increase to the contract for producing and mailing this
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information to the Medicaid clientsinvolved inthe project. Inaddition, the Department will need
toincrease funding for their External Quality Review Contract in order to conduct HEDIS audits
and calculatons; perform site reviews, and perform encounter data audits.

Medical Services Premiums. The Department's estimates for the MSP line item include the
impacts of three administrative fees: (1) $20 administrative fee for Primary Care Case
Management (PCCM); (2) $28.00 administrativefeeto prepaidinpatient health plans (anincrease
of $3 from the current rate of $25.00); and (3) $20.00 administrative fee for Colorado Regional
Intregated Care Collaborative. These cost increases are offset by estimated savings to medical
costs based on eliminating improper emergency room use and unnecessary tests and therapies.
The Department assumes that they can save 8.0 percent on the per capita costs of the clients
enrolledinthe programin FY 2009-10 and 10.0 percent on per capitacostsin FY 2010-11. Table
2 below shows the Department's estimates for the Medical Services Premiums.

Table2: Medical Services Premiums Costs and Savings from ASO Proposal
FY 2009-10 FY 2010-11
PCCM Monthly Management Fee $1,729,080 $14,296,260
Increase to PIHP Administration $433,137 $433,137
CRICC Monthly Management Fees $360,000 $360,000
Savings ($1,986,024) ($21,078,860)
Total Medical Services Premiums $536,193 ($5,989,463)

Besides the ACO proposal, the Department has a number of current strategies and programs for
improving the health status of Medicaid clients while containing costs. Theseinitiatives are discussed

below.

The Center for Improving Valuein Health Care

In February 2008, Governor Ritter issued Executive Order D 005 08 Establishing the Center for
Improving Vaue in Health Care (CIVHC) "to develop a structured, well-coordinated approach to
improving quality, containing costs, and protecting consumers in health care” As part of the
Department's decision item on care delivery, the Department requests 1.0 FTE position to direct the
activites of CIVHC. These activitiesinclude:

v

v

creating a health care quality committee of relevant state departments, health care stakeholder
organizations and individuals;

establishing priorities, developing strategies, coordinating existing efforts and implementing
strategies to improve health ccare quality and manage the growth of health care costs;

researching quality forums or councils in other states, including best practices;
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v identifying strategies for tying qualtiy measurement to rate setting methodol ogies.

The Department has received a grant from the Caring for Colorado Foundation to hire a director for
CIVHC through the end of FY 2008-09. The Department anticipatesthat the director will continue with
the project for the foreseeable furture, and therefore, requests funding on a permanent basis.

Disease M anagement Programs

Currently, the Department has six specific disease management programs. Last year, the Committee
sponsored S.B. 08-118 to transfer $2.0 million annually from the Prevenition, Early Detection, and
Treatment Fund to thefor these disease management programs. Thismoney ismatched with $2.0 million
in federal funds. The six disease management programs that the Department is operating include:

Asthma (552 participants);

Congestive Heart Failure (117 participants);

Chronic Obstructive Pulmonary Disease (195 participants);
Telehealth Pilot Program for Chronic Disease (157 participants);
High Risk Obstetrics (1,469 participants); and

Weight Management (1,000 participants).

SSSNNANNS

With the exception of the Asthmaprogram, most of the programs are just completing their first year and
reports analyzing the initial results of the programs are not yet available. However, a2007 evaluation of
the Asthma program showed the following:

v 38.9% decrease in Emergency Room Utilization for clientsin enrolled in the program;
v 46.8% reduction in patients with >=1 inpatient admit
v 57.4% reduction in patients with >=2 inpatient admits

Medical Homes

During the 2007 Session, the General Assembly passed S.B. 07-130, which required that the Department
develop systems and standards to maximize the number of Medicaid children enrolled with a medical
home. Last year, provider rateswere increased for standard procedures up to 90 percent of the Medicare
rate. Inaddition, the Department received funding to begin apilot program with the goal of enrolling 124
providers and 10,000 children while providing pay for performanceto physicians. The Department has
exceeded this goal and currently has 160 providers (more than 70 percent of the pediatricians are part of
the program) and 25,000 children in the program.

Providers enrolled as medical homes are responsible for ensuring healht maintenance and preventative
care, health education, acute and chronic illness care and coordination of specialists, and therapies,
provider participation in hospital care; and, twenty-four hour telephone carefor all clientsenrolled. The
Department believes that the medical home concept will be fully integrated in their new ACO model.
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing
(Executive Director's Office, Medical Services Premiums, Indigent Care Programs, Other
Medical Services, and Commission on Family Medicine)

BRIEFING I SSUE
ISSUE: Eligibility and Enrollment Processing

The Department requests $7.5 million total fundsin FY 2009-10 in order to redesign and modernize the
eligibility and enrollment processfor the Department'smedical programs. Theamount of funding needed
in FY 2010-11 for this multi-year project is $14.8 million total funds.

SUMMARY:

a In March 2008, the Committee approved an appropriation of $614,400 total funds for the
Department to contract for a study to determine best practices for determining eligibility and to
prepare arequest for proposals (RFP) for an Eligibility Modernization Vendor (last Session this
project was called the Centralized Eligibility Vendor). The Department contracted with Public
Knowledge to conduct the study and the report is due to be released on November 28, 2008.

a Since June 5, 2008, the Department has been meeting with stakeholder groups to solicit input
regarding the Eligibility Modernization Project.

a The Eligibility Modernization Project is a multi-year IT and business systems review project.
Relatively speaking, it isamajor investment of resources at atime when economic resources may
not be available to fund the Department's growing casel oads.

RECOMMENDATION:

Staff recommends that the Department present the outcome of the "Best Practices Study” that was
performed by Public Knowledge to the Committee at their hearing.

Staff recommends that the Department discuss the results of the recent PERM (payment error rate
measurement project) aswell as recent state audit findings regarding erroneous payments for ineligible
clients and how the Eligibility Modernization Project may reduce these errors.

DISCUSSION:
Background: Currently, Medicaid and Children's Basic Health Plan eligibility determinations are
performed by counties, contracted medical assistancesites, and school districts(pilot project). Eligibility

Is performed by an €ligibility technician entering a client's application into the Colorado Benefit
Management System. The eligibility technicians al so verify the applicant's submitted information (such
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as wage data, child support, etc). In FY 2008-09, approximately $26.2 million is appropriated for
digibility determination functions in the Department's EDO Division and another $3.9 millionisin the
CBHP Administration lineitemin the Indigent Care Division. Of thisamount, $4.8 millionisfrom local
fundsthat the counties provide that draw afederal match. Thus, the $7.5 million total fund decision item
for FY 2009-10 represents approximately 25.0 percent of the current funding that is spent on Medicaid
and CBHP €ligibility determinations.

Best Practice Study: Aspart of the Governor's"Building Block to Health Care Reform™, the Department
submitted a budget amendment in February 2008 to centralize eligibility determinations. Last Session,
the Committee approved $614,400 total funds ($460,800 in FY 2007-08 and $153,600 in FY 2008-09)
for the Department to contract for a "best practice study" and to prepare an RFP for an Eligibility
Modernization Vendor. In May 2008, Public Knowledge was awarded the contract to conduct the "best
practice study”. The scope of work included in the contract with Public Knowledge included:

v Performing a"best practice study” for administering eligibility and enrollment functionsincluding
areview of existing delivery models, client enrollment access points, application intake, ongoing
case maintenance, fraud and abuse monitoring, and recoveries;

v Conducting a comprehensive business process analysis, with accompanying cost benefit and
return on investment analysis; and

v Assisting with developing the RFP for the Eligibility Modernization Vendor.

At the time the Department submitted their November budget request, the "best practice study” was not
yet complete. Therefore, most the Department's estimates for the Eligibility Modernization Vendor
contract are based on their February 2008 Budget Amendment assumptions. The Department anticipates
receiving the "best practice study” on November 28, 2008 and will adjust their budget request based on
the outcomes and recommendations from the study.

Stakeholder I nput: Beginning in June 2008, the Department has been conducting stakehol der meetings
to receive input regarding the Eligibility Modernization Project. The Department's budget request
indicates that the stakeholder meetings have been instrumenta for developing the following guiding
principles for the project:

v Clients should receive their eligibility status timely and accurately.

v Clients should receive their benefits timely and accurately.

v Clients deserve predictability and consistency of results throughout Colorado.

v

Government programs should be run efficiently and effectively.
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v Eligibility processes should be streamlined and simplified in order to increase enrollment and
retention. Technology should be used to further this objective.

v Clients should have avariety of self-service options available to learn about, apply for, enrall in,
and retain health insurance coverage including the option for face-to-face guidance.

v Document management should meet minimum standards across the state.
v Clients deserve to be treated with dignity and respect.

v Clients should have the option of applying for public health insurance programs when they are
applying for other human services programs.

Staff would note that some of the principles presented above change the origina view of the project
presented in the February 2008 Budget Amendment. Staff originally understood the project to eliminate
most county responsibilitiesfor eligibility determinations. The Department'sbudget request now indicates
that the Department anticipatesthat county social servicesdepartmentswill continueto havearoleinthe
eigibility and enrollment process. However, until the best practices for administering eligibility have
been identified, the exact level of participation intheeligibility and enrollment processisindeterminate.

Costsfor theEligibility Modernization Project: Currently, the General Assembly hasinvested $614,400
total funds ($460,800 in FY 2007-08 and $153,600 in FY 2008-09). The first phase of the project was
to develop a"best practice study" and to write an RFP. The next phase of the project, which will begin
InFY 2009-10, isto higher avendor to devel op the necessary systemsfor amodernized eligibility system.

Table 1 below shows the Department's estimated cost components for FY 2009-10 and FY 2010-11.

Table1: Eligibility Modernization Project Costsfor FY 2009-10 and FY 2010-11
Total Funds General Fund Cash Funds Federal Funds FTE

FY 2009-10
Personal Services $174,304 $83,070 $0 $91,234 2.8
Operating Expense $18,534 $8,830 $0 $9,704 0.0
Professional Services and
Special Contracts $100,000 $47,854 $0 $52,146 0.0
Centralized Eligibility
Vendor Contract Project $7,741,136 $3,704,405 $0 $4,036,731 0.0
County Administration ($505,842) ($252,921) $0 ($252,921) 0.0
Total FY 2009-10 $7,528,132 $3,591,238 $0 $3,936,89%4 2.8
FY 2010-11
Personal Services $190,150 $90,622 $0 $99,528 3.0
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Table1: Eligibility Modernization Project Costsfor FY 2009-10 and FY 2010-11
Total Funds General Fund Cash Funds Federal Funds FTE

Operating Expense $2,850 $1,359 $0 $1,491 0.0
Centralized Eligibility

Vendor Contract Project $22,572,998 $10,801,970 $0 $11,771,028 0.0
County Administration ($4,046,742) ($2,023,371) $0 ($2,023,371) 0.0
CBHP Administration ($3,919,590) $0 ($1,371,857) ($2,547,733) 0.0
Total FY 20010-11 $14,799,666 $8,870,580 (%$1,371,857) $7,300,943 3.0
Total 2-year $22,327,798 $12,461,818 (%$1,371,857) $11,237,837 3.0

Under the Department's proposed project time line, the Eligibility Modernization Vendor would begin
performing Medicaid eligibility (although thismay changeto CBHP dligibility) for one county beginning
inJanuary 1, 2010. The Department's proposal assumesthat the Eligibility M odernization Vendor would
be performing eligibility for al counties by July 1, 2012.

In FY 2009-10, the Eligibility Modernization Vendor costs include:

4
4
4
4

$1.0 million for start-up;

$0.7 million for electronic document management;

$1.75 million for customer contact center;

$3.59 million for Medicaid eligibility and enrollment personnel;
$0.7 million for administrative costs.

In FY 2009-10 the Department also requests $100,000 total funds for a contractor to access the impact
to other programs administered by the County Departments and Department of Human Services.

Systems and Responsibilities of the Eligibility Modernization Vendor: Under the Eligibility
Modernization Vendor contract the following systems would be devel oped:

v

Electronic Document Management System: Thisisacomputer system used to track and store
electronic documents and/or images of paper documents. The vendor would provide a centra
repository for all documents related to Medicaid and CBHP applications.

Workflow Process Management System: This is an electronic document system that routes
documents through the business process as each increment of work is completed within a Que.
Once applications are imaged, the applications and related documents would be routed to the
appropriate work gqueues for follow-up and completion.
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v Customer Contact Center: TheEligibility ModernizationVendor would also provideacustomer
contact center. The Department anticipates that the Customer Contact Center would utilize
software, which will belinked to the Electronic Document Management System. Pleasenotethat
calls not relating to eligibility and enrollment would be screened and forwarded to the
Department's current Customer Service Section.

v Virtual Application Gateway: Additionally, the Department anticipates that the Vendor would
develop a Virtual Application Gateway. This gateway would be similar to the presumptive
eligibility determination system developed in the Colorado Benefits Management System. The
Virtual Application Gateway would be primarily used by hospitals, community health centersand
other health care providers to assist clientsin electronically applying for Medicaid and CBHP
coverage.

A Quick Observation About Eligibility Determination ProcessNow: During the State Auditor'sreview
of the CBHP program, the Auditor found a 10 percent eligibility error rate for the CBHP program based
on asample they reviewed (21 out of 203 reviewed). The CBHP cost for these 21 clients was a total of
$48,300 due to the eligibility errors determined. Some of the clients had multiple eligibility errors.
Reasons for the digibility errors that the Auditor identified included:

Applicants enrolled erroneously in CBHP

one applicant's family income exceeded CBHP income limit (CBMS error);

one applicant was ineligible due to having private insurance (eligibility worker error);
three applicants were children of state employees (eligibility worker error);

eleven applicants had family incomes low enough to qualify for Medicaid instead of
CBHP (seven were eligibility worker error and four appeared to be CBMS error);

one applicant met the requirements of CHP+ Work program but was denied enrollment
(eligibility worker error);

nineapplicantshad missing documentation supporting their eligibility determination (four
had missing family income documentation and five applicants met the Medicad
requirements but the application had missing pages or required signatures).

SN SN NS

The State Auditor'sfindings are somewhat similar to the national findingsfor payment error ratesfor the
Medicaid and SCHIP programs. In November 2008, CM Sreleased their estimate of improper payments
for the Medicare, Medicaid and SCHIP. According to the CMS data, the M edicaid composite payment
error rateis 10.5 percent and the SCHIP rate is 14.7 percent rate. The majority of Medicaid and SCHIP
errors were due to providers not submitting adequate documents for the claims paid. However, other
errors are due to services provided under Medicaid or SCHIP to beneficiaries who were not eligible for
either program or who were not eligiblefor theservicesreceived. Atthetimethisissuewaswritten, staff
did not have the Colorado data from the PERM study. However, the Department should have the
Colorado data by the time of their hearing.

Staff uses the findings from the State Auditor report and nationa PERM study to emphasize that
problemswith the current eligibility system determinationsresultsin additiona coststo the State. There
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IS a possibility that modernizing and investing in the work processes surrounding eligibility could be
beneficial to the State budget if erroneous eligibility determinations are reduced.

Staff Concerns: Initially, the Eligibility Modernization Project will result in additional coststo the State.
Staff believes that it could be severa years, if ever, for this investment to result in efficiencies or
effectiveness savings. In addition, staff is not totally convinced that the customer service gainswill be
immediate (initially staff believes there would be alot of consumer confusion about whereto call or go
for assistance). Staff continues to have budgetary concerns about the project for the following reasons:

1)

2)

3)

4)

The Department'sproposal inunclear on how administrative cost will belessened inthelong run.
The countieswill still need to perform Medicaid eigibility for clientsthat apply for Food Stamps
and TANF. The Department's proposal now has a vision that there should be "no wrong door"
and that "face to face" help should be available to clients. Therefore, staff believes that the
counties and the Eligibility Modernization Vendor will both perform Medicad and CBHP
eigibility. Even if most of the eligibility is performed by the vendor, as long as the counties
process other welfare or health benefits, they will still field questions about M edicaid and CBHP.
The counties will continue to have administrative costs even with the best case scenario.
Therefore, staff anticipates that there will be some duplication of effort.

Processing applications faster may have an initial increase to the State budget. Currently, for
clientswho are not already using health care services, the current processes inefficiencies delay
some health care costs. Staff anticipates that once the Eligibility Modernization Vendor isfully
implemented there would be a one-time cost due to expenses being moved forward due to a
shortening of the application and approval process. (Thisisaone-timeconcern. Thestate budgets
on afiscal year basis not a forever basis -- if budgeted on a forever basis this would not be a
concern). Thisimpact will also belessened due to the Department's phased-in approach for the
project.

Improving eligibility determinations should help the State enroll and retain those children and
familieswho are eligible but not enrolled in Medicaid and CBHP. Asstated in an earlier issue,
if al children eligible for Medicaid and CBHP were enrolled the cost could be as high as $124.5
million. If theend goal of making eligibility processesfaster and easier for familiesisto eliminate
the barriers that exist to enrolling these children, then State must first find a sustainable and
growing revenue source to pay for this new initiative.

Health care benefitswill be fragmented away from other socia benefits. Clientswho go through
the Eligibility Modernization Vendor will not have their éigibility checked for other public
benefit programs. Thus, health care could be segmented out from nutrition, housing, child care,
welfare, and other needs for the most at-risk low-income clients (although most of these clients
would still go through the counties for socia services help).
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing
(Executive Director's Office, Medical Services Premiums, Indigent Care Programs, Other
Medical Services, and Commission on Family Medicine)

BRIEFING I SSUE
ISSUE: Medicaid Prescription Drug Initiatives

The Department seeks funding for two new prescription drug initiativesthat should result in cost savings
of $31,507 in FY 2009-10 and $1.1 millionin FY 2010-11. The Department also forecasts $3.8 million
in additional savings from prescription drug initiatives enacted last year.

SUMMARY:

a InFY 2009-10, the Department requests $750,000 total fundsto automate prior authorization for
prescription drugs. Thisadministrative costsisoffset by $737,764 total fundsin prescriptiondrug
savings. InFY 2010-11, prescription drug savingsare anticipated to increaseto $1.6 million total
funds.

a In FY 2009-10, the Department requests $225,000 for a State Maximum Allowable Cost
Contractor. This administrative costs is offset by $285,123 total funds in prescription drug
savings. In FY 2010-11, the administrative costs are anticipated to increase to $300,000 total
funds while prescription drug savings are anticipated to increase $510,806 total funds.

a The Department's FY 2009-10 request indicates atotal decrease of $3.8 million total fundsfrom
prescription drug savings related to the preferred drug list, pharmacy pricing, mail order
prescription drugs, and drug rebates for physician and hospital administered drugs.

RECOMMENDATION:

1 Staff recommends that the Department present the costs savings related to the different
prescription drug initiatives implemented over the last several years at their budget hearing.

2. Staff recommends rescinding last year's budget action to increase pharmacy dispensing fees for
retail pharmaciesto $5.60.

DISCUSSION:

Prescription drugs remain one of the top five expendituresin the Medical Services Premiums line item
despite the passage of the Medicare Modernization Act of 2003.
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v FY 1995-96: Prescription drug costs were $64.9 million or 10.5 percent of acute care spending.
v FY 2004-05: Prescription drug costs were $209.3 million or 17.6 percent of acute care spending.

v FY 2005-06: Prescription drug costswere $147.9 million or 13.0 percent of acute care spending
(/2 year impact of Medicare Modernization Act of 2003).

v FY 2006-07: Prescription drug costswere $131.2 million or 10.9 million of acute care spending
(full year impact of Medicare Modernization Act of 2003).

v FY 2007-08: Prescription drug costs were $161.4 million or 12.1 percent of acute care costs.

The graph below shows the costs of prescription drug costsin the Medical Services Premiumslineitem.

Prescription Drug Costs in Fee-For-Service
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Prescription Drugs w/ Rebate

The graph below shows the cost or prescriptions drugs in the MSP line item plus the amount of the
Medicare Modernization Act (MMA) State Contribution Payment.

Prescription Drug Costs in Fee-For-Service Plus MMA State Contribution Payment
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Both of the charts on the preceding page indicate that prescription drug costs are rising again for the
Medicaid program. Thisshould beexpected dueto increasing casel oad and drug costs. However, without
proper controls and oversight, the Medicaid prescription drug benefit will present even a greater budget
challenge. Toaddressthisconcern, the Department has proposed two new initiativesintheir FY 2009-10
budget request. Theseinitiatives attempt to control both the demand for higher cost drugs and the price
of drugs as discussed below.

Automated Prior Authorizations

Current Process. Currently, the Department has prior authorization requirementsfor certain drug classes.
The number of drugs anticipated to require a prior authorization will continue to grow as more drug
classes are added to the Department's preferred drug list. The current process for handling prior
authorizations is cumbersome for the providers and the Department's contractor. Every time a prior
authorization is requested, the provider must submit aform. While some formsfor certain drug classes
can be submitted electronically, other forms must be faxed to the contractor. Additionally, pharmacists
Inlong-term-care pharmacies and infusion pharmacies must obtain a signature from someone authorized
to prescribe before they submit prior authorization forms.

Once the forms are submitted to the contractor (Affiliated Computer Systems), each prior authorization
isindividually reviewed for approval. The Department anticipates as the preferred drug list adds more
classes, ACS will need to handle additional prior authorizations. Thiswill drive greater administrative
costs for the MMI'S contract and may slow down the approval process (which can take up to 24 hours).

Automated Process: In order to avoid future administrative costs and to improve customer service, the
Department proposesthat the prior authorization processbeautomated. Anautomated prior authorization
system screens pharmacy claims against client information from the medical and pharmacy database and
determinesif aclient meetsthe prior authorization approval criteria. This processtakes secondsand can
occur at the point of sale. Some drugs classes would retain the current process with a written form.
However, the Department that most drugs could be prior authorized through the automated system.

Estimated Costs. The Department estimates that in FY 2009-10, the automated prior authorization
processwould result in savingsof $737,764 total fundsto the Medical ServicesPremiumslineitem. The
Department anticipates that these savingswill result from putting 12 drug classes on prior authorization
lists. These savings are anticipated to grow to $1.6 million total funds. These savings are in addition to
the Department's savings estimatesfor the preferred drug list. These savingsare offset by the coststo the
automated prior authorization contract of $750,000 total funds in both fiscal years. The contractor is
anticipated to have $375,000 in devel opment costs in the first year and then monthly management costs
of $62,500 thereafter.
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State Maximum Allowable Costs

Current Process. The Department currently determines pharmacy reimbursement rates based on the
lowest rate as determined by four different pricing methodologies.

a The Federal Upper Payment Limit (UPL) for prescription drugsis cal cul ated as 150 percent of the
Average Wholesale Price (AWP) of the least costly therapeutic equivalent in a multiple-source
drug group. The Federal UPL is published every 6 months and is only used for drugs for which
three generic equivalents are available. Approximately 36 percent of all pharmacy claims are
subject to the Federal UPL.

b. Average Wholesale Price is calculated on a national basis as the average price at which
wholesalers of prescription drugs sell to pharmacies, and is adjusted downward before use by the
Department by 13.5 percent for brand name drugs and 35 percent for generic drugs to arrive at
the price (the exception is that rural pharmacies receive AWP - 12 percent for all drug classes).
approximately 33 percent of al pharmacy claims are subject to this methodol ogy.

C. Usua and Customary Charge is defined as the prevailing price charged by a pharmacy to final
consumers of adrug. Approximately 23 percent of all pharmacy claims were paid using this
pricing methodol ogy.

d. Direct Price is represents a manufacturer's published category or list price for a drug product to
non-wholesalers. Approximately 8 percent of pharmacy claims were paid using this pricing
methodol ogy.

Proposed Process: The Department proposes adding one more methodol ogy to thefour mentioned above
to determine pharmacy reimbursement. The Department proposes a State Maximum Allowable Cost
(MAC) reimbursement methodology. Under the MAC methodology, the reimbursement would be
determined asthe average acquisition cost plus 18 percent. The markup would serve to both ensure that
pharmacies are not reimbursed below acquisition costs and to create incentives for greater pharmacy
participation. The Department would use the lowest of thefive pricing methodol ogies. However, in the
casethat thelowest pricing methodol ogy would fall below acquisition costs, the Department would then
use the MAC rate to ensure that pharmacies are not underpaid for adrug.

Additional savings are anticipating from moving to aMAC program because: (1) more drug classes can
be covered under this methodology than are under the federal UPL, and (2) the reimbursement rates may
fall under the federal UPL for certain drugs.

Currently 45 states have MAC programs.

Estimated Costs: The Department estimates that in FY 2009-10, the MAC program would result in

savingsof $285,123 total fundsto theMedical ServicesPremiumslineitem. InFY 2010-11, thesesavings
are anticipated to grow to $510,806 total funds. These savings are offset by the costs to the implement
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the MAC of $225,000 in FY 2009-10 and $300,000 in FY 2010-11. The administrative costs reflect a
monthly contract amount of $25,000 (based on the state of Indiana'sexperience). Thefirst reflectsonly
9 months of operation whilein the 2nd year the costs are fully annualized.

Status of Deficit Reduction Act (DRA) Average M anufacture PricelAMP) Rule Change.

On July 15, 2008, Congress passed the Medicare Improvements for Patients and Providers Act of 2008
which placed a moratorium on implementing the DRA rule for AMP pharmacy pricing until October 1,
2009. Last year during figure setting the Committee approved staff's recommended savings of $1.0
million total fundsin the Medical Services Premiumslineitem based on assumed implementation of the
DRA AMP Rule by April 2009. The Committee also approved $1.0 million total funds to increase
pharmacy dispensing feesfrom $4.00 to $5.60 beginning in April 2009. Based on the moratorium on the
DRA AMP Rule, staff recommends that the there be no increase to the pharmacy dispensing fee. In
addition, the Department has indicated that the CM S would require a study justifying the increase in
dispensing fees before the state plan amendment would be approved. It isunlikely that the CMSwould
approvethedispensing feeincreaseby April 2009 anyway. Therefore, during figure setting thisyear, staff
will recommend that thisissue be eliminated from the calculations for the FY 2008-09 budget and from
the FY 2009-10 budget calculations.

Other Prescription Drug I ssues Contained in the Department's FY 2009-10 Budget Request

The Department's budget request reflects cost savings for these on-going pharmacy initiatives as
follows.

1 Preferred DrugList (PDL): The Department anticipatesthat there will be savings of $644,362
total funds resulting from the PDL. As of November 3, 2008, the Department has implemented
seven drug classes on the PDL including: proton pump inhibitors, sedative-hypnotics, statins,
anti histamines, antihypertensives, opiods, and attention deficit hyperactivity disorder drugs. The
Department iscurrently reviewing other drug classesand anticipatesthat 11 classeswill be added
by or during FY 2009-10.

Currently, the Department has decided that the following drug classeswill not beincluded on the
PDL prior to December 31, 2009: atypica and typica antipsychotics (excluding
Immunosuppressantsand anti convul sants); drugsused for thetreatment of HIV/AIDS; drugsused
for the treatment of hemophilia; and drugs used for the treatment of cancer.

2. 340 B Pharmacy Pilot Program: The Department anticipates savings of $858,583 total funds
resulting from the 340 B Pharmacy Pilot Program. A 340 B pharmacy isafederally administered
program that allows covered entities to provide low-priced outpatient prescription drugsto their
patients. The pilot program triesto encourage, when possible, clients to purchase drugs through
a 340 B pharmacy in order to receive the pricing discounts received by 340 B pharmacies.
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3. S.B. 08-090: The Department's budget request reflects the annualized cost savings of $199,480
total funds for implementing S.B. 08-090. Senate Bill 08-090 made the following two changes
regarding mail-order prescription drugs for the Medicaid program: it allows Medicaid clients to
use a mail-order pharmacy if they have third-party insurance and require maintenance
medications, and it authorizes amail-order pharmacy to bill Medicaid for the difference between
the Medicaid co-payment and a third-party insurer's co-payment or deductible.

4. Drug Rebates for Physician and Hospital-Administered Drugs: The Department's budget
request reflects a savings of $2.1 million total funds for additional drug rebates received from
physician and hospital administered drugs. Asaresult of the DRA 2005, the Department is now
able to collect drug rebates on drugs administered directly by physicians and hospitals.
Previously, the Department was unable to invoice these rebates due to the lack of information
provided in the billing of these claims. The new federal regulations in place require physicians
and hospitals to provide national drug code information.

Staff recommends that the Committee discuss with the Department at their hearing the past cost savings

calculated from prior drug initiativesincluding but not limited to the PDL, prior authorizations, and drug
utilization and review programs.
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing
(Executive Director's Office, Medical Services Premiums, Indigent Care Programs, Other
Medical Services, and Commission on Family Medicine)

BRIEFING ISSUE
ISSUE: Medicaid Long-Term Care

Expenditures for community and institutional long-term care services were approximately $780 million
in FY 2007-08. The Department estimates that cost will rise to $824.9 million (5.8 percent increase)
in FY 2008-09 and to $874.3 million (6.0 percent increase) in FY 2009-10.

SUMMARY:

a The State Plan Amendment and Provider Fee Demonstration Waiver for nursing home
reimbursement was sent to the Centers for Medicare and Medicaid Services on September 30,
2008. Currently, the Department believes that the waiver will be implemented in April 20009,
according to the original assumptions for H.B. 08-1114.

a The Department's budget request does not include any community provider rate increases for
FY 2009-10.

a Beginning in April 2008, the Department has convened a standing Long-Term Care Advisory
Committeeto provideinput on identifying strategies and policy directionsfor meeting the future
long-term care program needs.

DISCUSSION:
Background

Long-term care services (community long-term carewaivers, class| & Il nursing facilities, and the PACE
program) were 35.0 percent of total Medical Service Premium service costsin FY 2007-08. Whilelong-
term care services represent only about one third of all Medical Service Premium costs, they are one of
the fastest growing cost drivers. Since FY 2001-02, expenditures have climbed from $531.3 million to
$780.0 millionin FY 2007-08 (an increase of $248.7 million or 46.8 percent in seven years). To put this
in perspective, during the sametime period acute care servicesincreased from $952.2 millionin FY 2001-
02 to $1.3 billionin FY 2007-08 (an increase of $383.8 million or 40.0 percent).

In FY 2007-08, the costs for long-term care services were approximately 62.7 percent from nursing

facility care, 31.0 percent from home and community-based waiver services (HCBS), and 6.3 percent for
the Program for All-Inclusive Care for the Elderly (PACE) program. Conversely, in FY 2007-08 the
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number of clients served were approximately 67.2 percent (31,683 unduplicated clients) in HCBS
waivers, 29.5 percent in nursing facility settings (13,907) and 3.2 percent (1,501) in PACE.

Total Expenditures for Long-Term Care Service Unduplicated Client Count for Long-Term Care
800 50000
|| —
700 e — —
40000 — —_—T —
600 I [
#5007 1 [ 30000 — — —1 —
s | 1 B
S400] S -
<300 (I 20000 [ |
2009 [ [ 10000 - SO NB—
100 I
0 T T T 0 ‘ T ‘ T T
‘ FY 2002-03 ‘ FY 2004-05 FY 2006-07 FY 2002-03 FY 2004-05 FY 2006-07
FY 2001-02 FY 2003-04 FY 2005-06 FY 2007-08 FY 2001-02 FY 2003-04 FY 2005-06 FY 2007-08
B rACE B PACE
[ ] Nursing Home Clients [[] Nursing Home Clients
[ ] HCBS Waiver Programs [] HCBS Waiver Programs

Dueto people living longer and aging of the baby boomer population, caseload and costs for long-term
care services are anticipated to increase dramatically during the next few decades.

Department's FY 2008-09 and FY 2010-11 Request

Nursing Facility Care: Class 1 nursing facility costs result essentially from multiplying the rate
determined for each facility based onthe statutory formulaby theaverage daily censusin nursingfacilities
offset by any estate or income trust recoveries. Prior to the passage of H.B. 08-1114, the statutory
reimbursement methodol ogy wasfacility specific, based onthefacility’ sactual costsadjusted for resident
acuity. Because the system was cost-based, statutory caps on reimbursement were established in order
to contain costs and to narrow the range of rates paid. House Bill 08-1114 changed the methodology for
nursing home reimbursement as follows:

v

A N N

eliminated the 8% Health Care and 6% Administrative and General cap on cost increases,
genera services,

established an Administrative and General price set based on 105% of the medical cost for
all facilities;

established per diemratesfor direct and indirect care, capital assets, and performancequality;
provided an additional per diem payment for clientswith severe mental health conditions or
cognitive dementia; and

added reimbursement for speech therapy services.

In addition, under H.B. 08-1114 nursing homes will be charge aquality assurance fee. The feeswill be
used to increase the paymentsto nursing facilitiesfor Medicaid clients based on the new reimbursement
system. The fee can also be used for administrative costs associated with charging the fee and to limit
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the growth of General Fund appropriationsto nursing facilitiesto 3.0 percent annually. The new nursing
facility reimbursement methodology is conditional upon the federal approval of the fee.

The anticipated increase to nursing home reimbursements due to the passage of H.B. 08-1114, is$11.9
millionin FY 2008-09 and $15.4 millionin FY 2009-10. Additionally, the Department estimatesthat the
General Fund will be offset by nursing facility fees by approximately $4.0 million FY 2008-09 and by
$8.7 million in FY 2009-10 due to the 3.0 percent cap on General Fund Expenditures.

The original implementation plan for H.B. 08-1114 assumed waiver approval by April 2009. The
Department submitted the waiver on September 30, 2008 and currently anticipates that the origind
implementation plan will be met.

Table 1 below summarizes the Department's request for Class 1 Nursing Facilities.

Table1: Class1 Nursing Facility Estimatesfor FY 2008-09 and FY 2009-10
FY 2008-09 FY 2009-10
Estimated Per Diem Allowable Medicaid Rate (average rate) $179.18 $187.34
Deduct Estimated Patient Per Diem Payment ($30.82) ($31.98)
Estimated Medicaid reimbursement per day $148.36 $155.36
Estimated Patient Days 3,355,212 3,323,690
Estimated Costs (Patient Days multiplied by reimbursement rate) $497,779,252 $516,368,478
Deduct Expenditures Estimated to by payed after Fiscal Y ear ($36,088,996) ($37,436,715)
Add Expenditures Paid for Prior Fiscal Y ear $33,870,607 $36,088,996
Adjustments for Hospital Back-up, Estate Recovery & Audit ($2,252,340) ($2,835,590)
Current Methodology Reimbursement Estimate $493,308,524 $512,185,170
Adjustment for H.B. 08-1114 impact to reimbursement $11,854,320 $15,397,478
Estimated Payments for Class | Nursing Facilities $505,162,844 $527,582,648
Estimated Payments for Class || Nursing Facilities* $2,261,792 $2,288,255
TOTAL NURSING FACILITY COSTS $507,424,636 $529,870,903

*Good Shepherd L utheran operates asaclass |1 facility and serves between 16 to 20 clients. Thisfacility serves developmentally disabled

client and operates more like a group home than a nursing facility.

Community Care

The Department forecasts that Home-and Community-Based Services (HCBS) waivers will be $259.5
million in FY 2008-09, an increase of 7.35 percent over the FY 2007-08 actual. For FY 2009-10, the
Department is forecasting that HCBS waiver will be $269.6 million, a 3.89 percent increase. The
Department's forecast is based on a trend analysis with a few adjustments for recent policy changes
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(including pediatric hospice waiver, consumer directed care, and impact from moreclients enrolling in
PACE).

The Department's request for FY 2009-10 does not include any provider rate increases. While nursing
facilities rates are based on a statutory formula and increase each year, Home and Community-Based
Rates are only increased if the Committee and General Assembly appropriate additional funding for the
rate increases (i.e. usually as part of the adopted common policy for al community providers). For
example, in FY 2008-09 a 1.5 percent rate increase was provided.

PACE

The Department forecasts that the Program for All-Inclusive Care for the Elderly (PACE) program will
be $58.0 million in FY 2008-09, an increase of 17.34 percent over the FY 2007-08 actual. For FY 2009-
10, the Department is forecasting that the costs for the PACE program will be $74.8 million, a 29.04
percent increase. Reasons for the increase include:

v The PACE program includes nursing facility care and therefore, areimpacted by theincreasein
the nursing home rates;

v Ratesfor the PACE program wereincreased to 100 percent of thefee-for-serviceratesinH.B. 08-
1374 (a Committee sponsored hill);

v New PACE providers are being added to the program. A new provider began serving clientsin
Montrose and Delta counties in September 2008. In January 2009, the Department anticipates
adding another provider to El Paso county. For purposes of calculating the budget impact, the
Department assumed that an average monthly casel oad of 34 clientswould result from these new
providersin FY 2008-09. However, by FY 2009-10, an average monthly caseload of 241 clients
Is forecasted from these new sites.

Strategic Planning for the M eeting the Future Demand for Long-Term Care

Starting in April 2008, the Department convened a standing Long-Term Care Advisory Committee to
provide input on future policy direction for long-term care services. The Advisory Committee has
identified four topic areas for future focus:

v digibility reform;
v integrated & coordinated care; and
v/ building capacity and infrastructure.

Eligibility reform includes looking at issues related to expedited enrollment and are discussed in the

Department's Eligibility Modernization Project. The Department has also been discussing with the
stakeholder'sthe possibility of piloting of medical assistance sites within the Single Entry Point system.
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The integrated and coordinated care workgroup is discussing how long-term care services and supports
are integrates with physical health and behavioral health in order to improve health outcomes. Two
managed care models, PACE and the Colorado Regional Integrated Care Collaborative (CRICC) are
being looked at as possible managed care strategies.

The Building Capacity and Infrastructure workgroups are focusing on understanding where current
provider system gapsexistsand the strategi esneeded to ensure adequate serviceswill beavailableto meet
the increasing demands for the system.
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing

Executive Director's Office, Medical Services Premiums, Indigent Care Programs, Other

Medical Services, and Commission on Family Medicine

BRIEFING I SSUE

ISSUE: Medicaid Reform Initiatives

The Department's FY 2009-10 budget requests includes a total fund reduction of $1.7 million resulting
from six Medicaid reform initiatives: (1) Medicaid Benefit Package Reform; (2) Health Outcomes
Measurement Initiative; (3) Fluoride Varnish Benefit; (4) Hospital Back Up Program Enhancements; (5)
Oxygen Durable Medical Equipment Reform; and (6) Serious Reportable Events Initiative.

SUMMARY:

a

The Department's FY 2009-10 budget requestsreflectsanet total fund savingsof $1.7 milliondue
tosix Medicaid reforminitiatives. The Department anticipatesthat theseinitiativeswill resultin
savings of $2.5 million total fundsin FY 2010-11.

Four of the initiatives (Medicaid Benefit Package Reform; Health Outcomes M easurement
Initiative; FluorideV arnish and Serious Reportable Events), haveinitial benefit or administrative
costs before any savings are anticipated to occur. The FY 2009-10 costsfor thesefour initiatives
is $607,646 total funds.

The Department estimates that two of the initiatives (Hospital Back Up Program Enhancements
and Oxygen Related Durable Medical Equipment) haveimmediate cost savings. TheFY 2009-10
cost savings for these two initiativesis estimated at $2.3 million total funds.

RECOMMENDATION:

1

Staff recommendsthat the Department present their Medicaid reforminitiativesto the Committee
at their budget hearing.

The Committee should be cautious in accepting first year cost savings estimates for reformsthat
require building provider capacity or require state plan amendments regarding the scope and
duration of services and reimbursement rate changes.

Aspart of any reform package, the Department should implement aresearch verification tool to
measure cost savings netted against administrative costs.
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DISCUSSION:

As part of their FY 2009-10 budget request, the Department has identified savings of $1.7 million total
fundsfrom six Medicaid reforminitiatives. The Department anticipatesthat the costs savingsfrom these
initiatives will grow to $2.5 million in FY 2010-11. In addition, the Department believes that these
initiativeswill helpimprovethehealth outcomesfor M edicaid clientsby ensuring proper benefit packages
and services. Following isabrief discussion of each initiative.

M edicaid Benefit Package Reform

The Department requests an increase of $300,000 total funds in both FY 2009-10 and FY 2010-11 to
conduct acomprehensivereview of thecurrent fee-for-servicebenefit package offered under theMedicaid
plan. The goals of thisreview are as follows:

Establish a process for endorsing best medical practices and benefit determinations;

Establish a process for consideration and endorsement of new procedure and equipment;
Defining and/or refining theamount, duration, and scope of the mandatory and optional State Plan
services provided,

Defining asystematic processfor consideration of requeststo exceed amount, duration, scope, and
frequency limitations when medically necessary;

Establishing aprocessto use for outreach to stakehol ders seeking input on benefit definition and
limitations; and

Exploringthefeasibility of consolidating the prior authorization review processfor mandatory and
optional services into one reviewing agency.

DN N N Y NN

Health Outcomes M easur ement | nitiative

The Department is requesting $141,964 total fundsin FY 2009-10 to implement a process to survey the
health and functional outcomes of Medicaid clients. The Department currently administers surveysto
clientsthrough the Consumer Assessment of Health Plans Survey (CAHPS). Thissurvey measuresclient
satisfaction with their health plan and plan providers. However, this survey does not measure self-
reported functional health status.

In addition to the CAHPS, the Department also collects data from the Health Plan Employer Data
Information Set (HEDIS). Thisdatacollection allowsthe Department to measurecertain clinical datathat
Is taken from claim data and/or medical reviews. For example, this data allows the Department to
determine how many clients are receiving immunizations.

In addition to these two measures, the Department would like to implement a survey-based evaluation
model for clients to self-report their health status information. Through this survey, clients would be
asked toratedifferent aspectsof their daily functioning such as: physical functioning, bodily pain, general
health, vitality, social functioning, emotional functioning, and mental health. The Department believes
that this survey would assist them in determining if a clients' health is improving or declining while
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receivingMedicaid services. Thesurvey resultscould help the Department target futureinitiativesrel ated
to health and disease management programs.

Fluoride Varnish

The Department requests $146,182 total fundsin FY 2009-10in order toinitiate afluoridevarnish benefit
for Medicaid children up to the age of six. Fluoride varnish is a topical agency containing a high
concentration of fluoridein aresin or synthetic base and is painted directly onto teeth. The Department
cited studies that demonstrate that children receiving 3 to 4 fluoride varnish treatments over a 2 year
period showed a statistically significant decreasein cavities. In FY 2009-10, the Department anticipates
that 4,016 clients will receive the benefit at a cost of $36.40 per client. The Department anticipates that
both dentists and primary care providers will be able to provide the treatment.

Hospital Back Up Program Enhancements

As part of their Medicaid Reform initiative, the Department request an increase of $100,000 total funds
for administrative costs associated with increasing access to the Hospital Back-Up Program. These
administrative costs are offset by atotal estimated savings of $1,937,867 in FY 2009-10.

The Hospital Back-Up Program has existed since 1987 and admits patients whose conditions require
around-the-clock oversight and treatment for rehabilitation and chronic conditions. Giventhe complexity
of the care required by these patients, discharge to a nursing home or into the community is not
appropriate. However, without a hospital back-up program the patient would remain in higher cost
inpatient bed. Currently, thehospital back-up program hasabout 30 bed avail able and cost approximately
$5.2 million in FY 2007-08. The program is currently at capacity. When the Department surveyed
hospitals, the Department was able to identify that about 30 more clients could benefit from an adult
hospital back-up program. In addition, the Department believes that another 30 beds could befilled for
apediatric hospital back-up program.

Asaresult of theincreased demand for Hospital Back-Up Beds, the Department proposes achangein the
rate structuresto provide an incentive for more providersto enter the program. The Department proposes
offering reimbursement rates based on the federal guidelines set forth under the Prospective Payment
System (PPS) for skilled nursing facilities. The Department aso proposes supplementing the PPS rate
with aquality incentive Medicaid add-on based on the type of facility. Accredited beds associated with
ahospital would receive a 15 percent incentive payment and accredited beds associated with stand alone
facilities would receive an additional 10 percent incentive payment. The average of the new rates that
would be paid is $369.73 for the adult back-up program (compared to the average $1,216.09 per day
outlier reimbursement rate). For the Prediatric Hospital back-up program, the Deparment proposes a
fixed per day rate of $650.00 (compared to the average $1,439.72 per day outlier reimbursement rate).
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Oxygen Durable M edical Equipment Administrator

As part of their reform package, the Department requests in FY 2009-10 $73,463 and 1.0 FTE for an
Oxygen Durable Medical Equipment Administrator. These administrative costs are anticipated to be
offset by total fund savings of $574,260 in FY 2009-10.

While the Department has a contractor to perform prospective and retrospective reviews for durable
medical equipment, the current contract does not cover reviews for oxygen durable medical equipment
claims. Forthelast threefiscal years, oxygen related expenditureswerethe highest expenditure category
for the durable medical equipment benefit service category. The Department hasidentified four possible
ways to contain costs for oxygen supplies and equipment:

v Createan oxygen prior authorization request or oxygen certificate of medical necessity and require
the form for all oxygen patients;

v Establish gate-keeping provisions that require documentation of hypxemia levels along with
retesting after 90 days;

v Combine select oxygen procedure codes and reimburse providers for acomplete oxygen system
rather than a base oxygen unit and severa accessories; and

v Rent-to-own alternatives for high-cost oxygen equipment.

By implementing these aternatives, the Department anticipates that they would be able to save
approximately 2.0 percent of costs for oxygen durable equipment costs. On an estimated base of $28.7
million a 2.0 percent reduction equates to $574,260 in total fund savingsin FY 2009-10.

Serious Reportable Events | nitiative

Serious reportable events are identified as avoidable errors that occur during hospitalization. National
momentum is currently building around ending payment for these events as a way to improve patient
safety. The Department requests $19,500 for administrative costs associated with performing manual
review and adjustmentsto claims paid for serious reportable events. While the Department anticipates
that there will be eventual cost savings from this initiative, the amount is indeterminate. The
Department's Medicaid Management Information System currently lacks an indicator which identifies
claims processed for these events.

Staff Observations

Thetotal administrative costs associated with the Department'ssix initiativesin FY 2009-10is$781,109
total funds and 0.9 FTE. These costs are offset by estimated savings of $2,512,127 total fundsin FY
2009-10. Table 1 on the following page summarizes the costs and savings for these initiatives.
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Tablel: Medicaid Reform Initiatives Cost Savings
Total Funds  General Fund  Federal Funds FTE
Medicaid Benefit Reform -- administrative costs $300,000 $150,000 $150,000 0.0
Health Outcomes Survey -- administrative costs $141,964 $70,982 $70,982 0.0
Fluoride Varnish -- benefit cost $146,182 $73,091 $73,091 0.0
Hospital Back-up Program Enhancements -- administrative costs $100,000 $50,000 $50,000 0.0
Oxygen Durable Medical Equipment -- administrative costs $73,463 $36,731 $36,732 0.9
Serious Reportable Events -- administrative costs $19,500 $9,750 $9,750 0.0
Total Administrative Costs $781,109 $390,554 $390,555 0.9
Hospital Back-up Program -- Cost Savings (%1,937,867) ($968,933) ($968,934) 0.0
Oxygen Durable Medical Equipment -- Cost Savings ($574,260) ($287,130) ($287,130) 0.0
Total Cost Savings ($2,512,127)  ($1,256,063)  ($1,256,064) 0.0
Total Reform Savings (cost savings - administrative costs) (%$1,731,018) ($865,509) ($865,509) 0.9

The two initiatives above with cost savingsin FY 2009-10 require adding additional provider capacity,
implementing rates subject to state plan amendment, and researching and analyzing waysto restructure
the oxygen benefit. Staff has some concern on whether cost savings for these proposalswill be realized
inthefirst year.

For example, the Department has not fully justified the oxygen durable medical equipment savings
estimated in their request. Intheir request, the Department states, " this FTE (related to the Oxygen
initiative) will spend approximately two years analyzing and implementing alter native oxygen related
processes. This will include researching options, communicating with the [CMY regarding federal
guidelines, compiling cost savings estimates, conducting stakeholder meetingsto solicit feed back .....".
Also accordingto the Department'srequest, " System devel opment costs or modificationsmay berequired
for the[MMI] ....The Department may submit an additional budget action if system modifications are
determined to be necessary to implement portions of this Request.". However, the savings request is
based on a cost reduction of 2.0 percent to all oxygen related expenditures. While this may be a modest
savings estimate, the timing of any savings during a year when research, rules, and meeting with
stakeholder'sis occurring raises staff concerns. Staff does not have concerns about the appropriateness
of these Medicaid reform or about their long-term benefitsto the Medicaid program. Staff concernsare
solely regarding whether it isappropriate to reduce appropriations by the amount of assumed cost savings
before those cost savings can be demonstrated.

Lastly,inall requests(or legislation) that result in estimated reductionsto the Medical ServicesPremiums

lineitem, staff would recommend aprovision to require afollow-up analysison whether the cost savings
occurred and how to measure the impact.
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing
(Executive Director's Office, Medical Services Premiums, Indigent Care Programs, Other
Medical Services, and Commission on Family Medicine)

BRIEFING I SSUE
ISSUE: Adequacy of Family Medicine Medical Training Funding

The Commission on Family Medicine requests an increase of $200,000 total funds ($100,000 General
Fund) to help suport expanding access to primary care by increasing the capacity of Colorado's family
medicine residency training.

SUMMARY:

a In FY 2001-02, the Commission's total funds budget was $2,364,545 total funds. The
Commission's FY 2009-10total fund appropriation request is$2,373,558 total funds. Thisrequest
will restore funding back to the original levels before the budget cuts during the last economic
downturn.

DISCUSSION:

Background: The Commission on Family Medicine distributes funding for the support of nine family
medicine residency programs at hospital s throughout the State and assistsin the recruitment of residents
to these programs. Funding for the Commission is contained solely in the Department of Health Care
Policy and Financing intwo lineitems. (1) Other Medical Services, Commission on Family Medicine
Residency Training Programs; and (2) Other Medical Services; State University Teaching Hospitals,
University of Colorado Hospital Authority.

Budget Request: In FY 2001-02, the Commission had atotal funds budget of $2,364,545. During the
budget reduction years, the Commission’'sbudget wasreduced by approximately 33.3 percent to afunding
low in FY 2004-05 of $1,576,501. Beginning in FY 2006-07, the Committee has gradually been
approving increasesfor the Commission. The Commission's FY 2009-10 budget request for $2,373,558
total funds restores the Commission's funding to just above the FY 2001-02 level.

The Commission's request will increase funding to each residency program from $241,506 to $263,728
($22,222 per residency program). The increase in funding will offset some of the costs of training
residencies. Staff would notethat Commission'sfunding providesonly afraction of thefunding necessary
to maintain residency programs. The majority of funding for the residency programs come from the
Medical Edcuation program funded by the federal government. However, the state funding helps the
hospitals mitigate some of the operating losses that the residency programs have been experiencing.
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FY 2009-10 Joint Budget Committee Staff Budget Briefing
Department of Health Care Policy and Financing
(Executive Director's Office, Medical Services Premiums, Indigent Care Programs, Other
Medical Services, and Commission on Family Medicine)

BRIEFING ISSUE
ISSUE: Centennial Cares Choice Program

Asrequired by S.B. 08-217, the Department released arequest for information (RFI) on October 8, 2008
to health insurance carriers and other interested parties to gather information about what benefits could
be offered to currently uninsured populations. The responsesfor the RFI are due on December 2, 2008.

SUMMARY:

a Last Session, the General Assembly passed S.B. 08-217. This bill required the Department of
Health Care Policy and Financing, in coordination with the Division of Insurance and a panel of
experts, to prepare arequest for information from health insurance carriers and other interested
parties. Carriers were requested to provide information regarding the design of a new health
insurance product, known as a value benefit plan (VBP), to be offered in the individual market.

a The Department released the RFI on October 8, 2008. The responses from the RFI are due on
December 2, 2008. Based on the responses from the RFI, the bill requires the Department to
provide the House and Senate Health and Human Services Committee with apreliminary report
by December 15, 2008, and afinal report with legisative recommendations by March 1, 2009.

RECOMMENDATION:

Staff recommends that the Department present their preliminary findings to the Committee during their
budget hearing on December 17, 2008.

DISCUSSION:

Senate Bill 08-217, commonly called the Centennial Care Choice hill, established a process for the
Department, inconjunction with the Division of Insurance, to gather information from health insurance
carriers about what benefits could be offered in a"Value Benefit Plan" to cover more of the uninsured
population in Colorado.

At aminimum, proposals for VBPs must be based on the following:

v the lowest level of benefits allowed in the state's individual health insurance market, including
primary and preventive care and participation in wellness programs;
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v

the use of health information technology, telemedicine, and internet-based health care education
materials and tools;

encouragement of pay-for-performance systems for reimbursing health care providers and other
innovative or collaborative efforts within communities including community health centers,
hospice providers, and other safety net providers;

rate setting based on age and geographic location of the policyholder with optional coverage
choices for consumers;

premium payment through a state-paid premium subsidy if appropriate; and

protection of the existing small group and individual markets and the CoverColorado program.

In October 2008, the Department released a request for information (RFI) to solicit information from
insurance carriersregarding how aVBP could be designed and operated. Consistent with the provisions
in the S.B. 08-217, the interested parties were told to consider the following assumptions in their

responses:

v al Coloradans will be required to obtain health coverage;

v aVBP will be the minimum benefits package available in the individual market;

v a premium subsidy program to assist low-income individuals and families will be created;

v Medicaid will be expanded to include adults with income up to 100 percent of thefederal poverty
level; and

4 adedicated source of revenue will be available.

Responses from the RFI are due on December 2, 2008. Based on the responses from the RFI, the bill
requires the Department to provide the House and Senate Health and Human Services Committee with
apreliminary report by December 15, 2008, and afinal report with legislativerecommendationsby March
1, 2009. Staff recommends that the Department present their preliminary findings to the Joint Budget
Committee during their budget hearing on December 17, 2008.
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Appendix A: Number Pages Summary

Source: November 1st Submittal

FY 2008-09 FY 2008-09 Difference FY 2009-10 Difference % Difference %
Appropriation Estimate Est. - App Request rom FY 08-09 Ap| Difference rom FY 08-09 Esi  Difference
Executive Director's 108,375,680 108,379,680 4,000 118,685,074 10,309,394 9.5% 10,305,394 9.5%)
FTE 272.7 272.7| 0.0 282.40) 9.7 3.6% 9.7 3.6%)
General Fund 36,693,562 36,695,562 2,000 41,378,804 4,685,242 12.8% 4,683,242 12.8%)
Cash Funds 8,783,862 8,783,862 0 8,731,581 (52,281) -0.6% (52,281) -0.6%
Reappropriated Funds 1,790,768 1,790,768, 0 1,796,132 5,364 0.3% 5,364 0.3%)
Federal Funds 61,107,488 61,109,488 2,000 66,778,557 5,671,069 9.3% 5,669,069 9.3%
Medical Services Premiums 2,322,097,599 2,425,437,694 103,340,095 2,553,643,846 231,546,247 10.0% 128,206,152 5.3%
General Fund & GFE 1,072,222,480 1,102,486,011 30,263,531 1,151,820,047 79,597,567 7.4% 49,334,036 4.5%)
Cash Funds 85,281,324 105,634,733 20,353,409 120,138,335 34,857,011 40.9% 14,503,602 13.7%)
Reappropriated Funds 2,767,998 2,809,192 41,194 2,898,693 130,695 4.7% 89,501 3.2%)
Federal Funds 1,161,825,797 1,214,507,758 52,681,961 1,278,786,771 116,960,974 10.1% 64,279,013 5.3%
Medicaid Mental Health 209,385,156 213,499,512 4,114,356 227,400,509 18,015,353 8.6% 13,900,997 6.5%
General Fund 97,698,852 98,816,799 1,117,947 104,029,226 6,330,374 6.5% 5,212,427 5.3%)
Cash Funds 6,976,195 7,914,409 938,214 9,650,492 2,674,297 38.3% 1,736,083 21.9%)
Reappropriated Funds 7,205 7,648| 443 8,451 1,246 17.3% 803 10.5%)
Federal Funds 104,702,904 106,760,656 2,057,752 113,712,340 9,009,436 8.6% 6,951,684 6.5%)
Indigent Care Program 578,671,842 578,671,842 0 585,021,004 6,349,162 1.1% 6,349,162 1.1%
General Fund & GFE 37,196,662 37,196,662 0 41,467,202 4,270,540 11.5% 4,270,540 11.5%)
Cash Funds 238,412,149 238,412,149 0 234,498,835 (3,913,314) -1.6% (3,913,314) -1.6%
Reappropriated Funds 15,525,328 15,525,328 0 20,182,659 4,657,331 30.0% 4,657,331 30.0%)
Federal Funds 287,537,703 287,537,703 0 288,872,308 1,334,605 0.5% 1,334,605 0.5%
Other Medical Services 136,308,131 136,308,131 0 139,502,021 3,193,890 2.3% 3,193,890 2.3%
General Fund 83,443,350 83,443,350 0 88,856,271 5,412,921 6.5% 5,412,921 6.5%)
Cash Funds 31,692,000 31,692,000 0 31,692,000 0 0.0% 0 0.0%
Reappropriated Funds 3,980,000 3,980,000 0 1,891,768, (2,088,232) -52.5% (2,088,232) -52.5%)
Federal Funds 17,192,781 17,192,781 0 17,061,982 (130,799) -0.8% (130,799) -0.8%
DHS Programs 409,136,487 409,132,487 (4,000), 434,456,089 25,319,602 6.2% 25,323,602 6.2%
General Fund 201,601,008 201,599,008 (2,000) 214,304,732 12,703,724 6.3% 12,705,724 6.3%)
Cash Funds 1,609,689 1,609,689 0 1,593,167 (16,522) -1.0% (16,522) -1.0%
Reappropriated Funds 1,460,341 1,460,341 0 1,509,278, 48,937 3.4% 48,937 3.4%)
Federal Funds 204,465,449 204,463,449 (2,000) 217,048,912 12,583,463 6.2% 12,585,463 6.2%)
DEPARTMENT TOTAL 3,763,974,895 3,871,429,346 107,454,451 4,058,708,543 294,733,648 7.8% 187,279,197 4.8%
FTE 272.70 272.70] 0.0 282.4 9.7 3.6% 9.7 3.6%)
General Fund & GFE 1,528,855,914 1,560,237,392 31,381,478 1,641,856,282 113,000,368 7.4% 81,618,890 5.2%)
Cash Funds 372,755,219 394,046,842 21,291,623 406,304,410 33,549,191 9.0% 12,257,568 3.1%
Reappropriated Funds 25,531,640 25,573,277 41,637 28,286,981 2,755,341 10.8% 2,713,704 10.6%)
Federal Funds 1,836,832,122 1,891,571,835 54,739,713 1,982,260,870 145,428,748 7.9% 90,689,035 4.8%)
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FY 2006-07 FY 2007-08 FY 2008-09 FY 2009-10 Change % Change
Actual Actual Appropriation Request Req. # from App.
Department of Healt