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(2) MEDICAL SERVICES PREMIUMS

. BACKGROUND

Medicaid was enacted by Title XIX of the Social @&ty Act as an entitlement program to provide tieahre services to eligible
elders, the disabled, adults, and children. Thelitéed budget is constructed based on projectedbeusnof persons who will be
eligible (caseload) and projected average costp@eson/eligible (per capita cost). This Budgetrst is a projection of services
that entitled individuals will utilize during thesgr. The first section of the Medical Servicesnituens Budget Narrative describes
the Medicaid caseload projection. The second @ectescribes the development of the per capitg twestapplication of per capita
caseload and bottom-line adjustments. A seriexloibits in this Budget Request support the Nareati

Several key points should be made evident befordu discussion. These change-producing issuesecthis line item to be
complicated to project. They are summarized dsvist

1. Because of the recent financial crisis, the Depamtmhas submitted a large number of Supplementguésts and Budget
Amendments which, if approved, will cause reduditmthe Medical Services Premiums line item. Ehaxjuests with priority
numbers starting with “ES” are incorporated in, augerseded by, this request (S-1), with the exwepmf the request ES-7,
“Medicaid Payment Timing”. Other Supplemental Resfs and Budget Amendments are not consideredsinetipuest. In places
where the Department’s Request for Medical Servitreesniums supersedes other budget actions, ibwilhoted in the narrative
and/or the Exhibits.

2. Adjustments have been made to caseload and pea caysis for estimated impacts due to HB 05-12&2 Tobacco Tax Bill and
HB 09-1293, the Health Care Affordability Act of @@ The costs are calculated in various ways. eBajpure for the programs
included in these two bills are from cash fund searother than the General Fund. Adjustments sarenthat funding is
requested from the Health Care Expansion FundhfiTobacco Tax funded programs, and from the Halsprovider Fee Cash
Fund are incorporated into Exhibit A, pages EJ-d Bd-2. Pages EJ-3 through EJ-8 provide detaiherromponents of the fund
splits. Additional information is available in Eikft J.

3. The implementation of the Medicare Modernizatiort Ao January 1, 2006 impacts prescription druglddtathe FY 2005-06
and FY 2006-07 actuals. Cost savings estimategréscription drugs have been accounted for ip#recapita estimates.

4. The Department is currently contracting with sel/enanaged care plans as managed care organizatimhsvith other health
plans to provide services to clients as prepaidatiept health plans. A prepaid inpatient healtAnpteceives a monthly
administrative fee per client and is not at risk fliee cost of services. The Department did noeweits contract with one
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administrative services organization in May 200@j ane managed care plan did not renew its convidlstthe Department in
September 2006.

5. In February 2007, the Department re-titled the @edl Medicare Beneficiaries/Special Low-Income Mmale Beneficiaries aid
category to “Partial Dual Eligibles.” This morecacately reflects the benefit package affordecheseé clients, who receive only
coinsurance and the Supplemental Medicare InsurBecefit. The title change does not imply any d®amo the services
provided for these clients.

6. The Department implemented a policy of “Passiveoliment” in May 2006, which requires most clientssAdams, Arapahoe,
Denver, and Jefferson counties to choose betweefetifor-service program, primary care physiciemgpam, or managed-care
program. Clients who do not make a selection afaulted into the managed-care program.

7. Presumptive eligibility for Medicaid pregnant womenas eliminated on September 1, 2004, and wastatgutsby HB 05-1262,
effective July 1, 2005. During the initial phadelte program, services were billed through a grgintractor, which resulted in
a “Presumptive Eligibility” service category in thcute Care group. This arrangement ended JanuaB008; therefore,
expenditure in that service category has dropperto. Clients who are presumptively eligible reeeservices through fee-for-
service, and expenditure is recorded in serviceeggpate categories.

8. The Deficit Reduction Act of 2005 and HB 06S-1028uire individuals to provide documentary evidenéeitizenship and
identity prior to the receipt of public benefits.

The Department’s exhibits for Medical Services FAmmns remain largely the same as previous Budgetiéstg. Minor differences
are noted in the description of each exhibit irtisecV.

[I. MEDICAID CASELOAD

The Medicaid caseload analysis, including assumptand calculations, are included in a separat®seuf this Request.

[ll. BASIC APPROACH TO MEDICAL SERVICES PREMIUMS CA.CULATIONS

Once caseload is forecasted, the next step inrteesgs is to forecast per capita costs. Per cap#ts contain price, utilization, and
Special Bill impacts. Inherent in the per capibatds the differential “risk” of each eligibilitgategory. The concept of “risk” can be
roughly described as follows: due to the differemitehealth status (age, pre-existing conditioo,) egyenerally healthy clients are less
costly to serve (lower “risK than clients with severe acute or chronic mediegdds requiring medical intervention (higher “fjsk
For example, on average, a categorically eligible-income child is substantially less costly toveethan a disabled person each
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year. Because Medicaid caseload is growing anddieg at differing rates by individual eligibilityategories, it is essential to
determine the anticipated cost per capita foryges of eligibility categories that will be serveth very broad terms and for most
services, the rate of change that was experienceiss actual expenditure reference periods is egpgb the future in order to
estimate the premiums that will be needed for Fg7208 and FY 2008-09, the Base Request year. dobidse, adjustments are
made due to policy items or environmental changeas,(Change Requests and new legislation).

A detailed discussion of how the projection wagppred for this budget request follows.
Rationale for Grouping Services for Projection Puopes

The Medical Services Premiums calculations are ggdunto like kinds of services and similar caltiola considerations. Actual
collection of data for expenditures is very detilbut for purposes of preparing projections, ptamcalculations are clustered into
several groupings. This is done to improve thesaableness of the projections that result fronc#ieulations. The objective is to
cluster services that have like characteristiog. (€ommunity based long-term care services) oclwvdemonstrate a high degree of
relationship (e.g., the impact of health mainteeaoncganization service utilization on inpatient fite, outpatient, physician
services, etc.). Adversely, the approach of ptojgahe budget by individual service category ap@lying historic rates generates a
materially higher forecast.

Following are the service groupings used in conmguthe projections or summarizing individual seev@alculations in this Budget
Request.

Acute Care:

« Physician Services and the Early and Periodic $argeDiagnosis, and Treatment Program (EPSDT)
+ Emergency Transportation

+ Non-emergency Medical Transportation
« Dental Services

« Family Planning

+ Health Maintenance Organizations

« Inpatient Hospitals

« Outpatient Hospitals

+ Lab & X-Ray

+ Durable Medical Equipment

+ Prescription Drugs

+ Drug Rebate
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« Rural Health Centers

+ Federally Qualified Health Centers

« Co-Insurance (Title XVIlI-Medicare)

« Breast and Cervical Cancer Treatment Program
+ Prepaid Inpatient Health Plan Services

« Other Medical Services

+ Home Health

+ Presumptive Eligibility

Community Based Long Term Care:

+ Home and Community Based Services: Elderly, Bénd Disabled
+  Home and Community Based Services: Mental lliness

+ Home and Community Based Services: Disabled Gimldr

+  Home and Community Based Services: Persons Livitlg AIDS

+  Home and Community Based Services: Brain Injury

+  Home and Community Based Services: Children witikighn

+ Home and Community Based Services: Pediatric lespi

« Private Duty Nursing

+ Hospice

Long Term Care:

* Class | Nursing Facilities

+ Class Il Nursing Facilities

+ Program of All-inclusive Care for the Elderly

Insurance:
« Supplemental Medicare Insurance Benefit
+ Health Insurance Buy-In

Service Management:

* Single Entry Points

* Disease Management

* Prepaid Inpatient Health Plan Administration
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Note that for services in the Long Term Care, lasae, and Service Management categories, separatasts are performed. Only
Acute Care and Community Based Long Term Careaezést as a group.

V. PROJECTION METHODOLOGY AND DESCRIPTION OF EXHIBTS

EXHIBIT A - CALCULATION OF TOTAL REQUEST ANDFUND SPLITS

Summary of Request (Pages EA-1 through EA-3)

For the current year, the Department sums totaldipg authority by fund source, including the Ld8ij and any special bills which
have appropriations that affect the Departnieifihe total spending authority is compared to thalprojected estimated current year
expenditures from page EA-4. The difference betwtbe two figures is the Department’s request tieredical Services Premiums
line item for the current year, excluding the impat the American Recovery and Reinvestment Act RAR Both the total
spending authority and total projected estimatedect year expenditures are adjusted for the iImpa&RRA. The incremental
impact of ARRA on FY 2009-10 expenditures is fromgp EA-4. The difference between the two adjudtgdres is the
Department’s request for the Medical Services PunemiLong Bill Group total adjustment.

For the request year, the Department starts wighptior year’'s appropriation including special $jiland adds in any required
annualizations. This total is the Base Amount tfeg request year. The total Base Amount is condp&wethe total projected

estimated request year expenditure from page EAFBe difference between the two figures is the Depant’s request for the

Medical Services Premiums line item for the requestr, excluding the impact of ARRA. Both the tdBase Amount and total

projected estimated request year expenditure gustad for the impact of ARRA. The incremental aopof ARRA on FY 2010-11

expenditures is from page EA-7. The differencenveen the two adjusted figures is the Departmergtpiest for the Medical

Services Premiums Long Bill Group total adjustment.

Totals for the base request on this page corresptithdColumns 3, 5, and 8 on the Schedule 13, psogyoiate. Totals for the ARRA
adjustment are included in a separate budget reques

! For FY 2009-10, the Department’s totals on thigepdiffer from the actual spending authority du¢hiinclusion of the budget balancing items sutediand
implemented (labeled with priority numbers begimwith “ES”). Page EA-3 shows the actual totalrspieg authority. Annualizations of budget balamggcin
items are included in the FY 2010-11 base request.
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Calculation of Fund Splits (pages EA-4 through EA}7

These pages have been reformatted effective wghN\tbvember 1, 2007 Budget Request; some informdtamnbeen relocated to
page EA-1, as described above. These pages mket#hestimated expenditure by service groupcahcllate the required source of
funding for each. For each service category, dueirfal financial participation rate (FFP, also knoas the federal match rate) is
listed on the right-hand side of the table. Thé Ffalculations reflect the participation rate infiation provided from the federal
Centers for Medicare and Medicaid Services, asrtegahrough the Federal Register, or as spedcifidederal law and/or regulation.
The FFP rate for Medicaid is recomputed by the Fddeunds Information Service each year and isdasea statewide per capita
earnings formula that is set in federal law.

The FFP rate is impacted by the American RecovedyReinvestment Act of 2009 (ARRA). One provisaffARRA is an enhanced
federal medical assistance percentage (FMAP) feciBpd Medicaid programs; the effective periodla$ enhanced rate is October
1, 2008 through December 31, 2010. All states whieet general qualifying criteria receive a 6.2frease in the FFP for eligible
programs. Additional relief is available for sw@tghich experience increased unemployment; thereéhmee defined tiers of the rate
of increased unemployment percentage with respectreases to the enhanced FMAP. ARRA includésld harmless period’; if
the FFP for any calendar quarter from January 092ihd ending before July 1, 2010 would be less tha FFP for the preceding
quarter, the higher percent shall continue in effec each subsequent calendar year ending betdyel) 2010. Below is a table
detailing the Department’'s FFP, as reported byreddéenters for Medicare and Medicaid Services,Fgr2008-09 through FY
2010-11.

FFP Rate Effective Period Fiscal Year Quarters
50.00% Pre-ARRA Through September 2008 Throughdusirter of FY 2008-09
58.78% igl‘_j‘:ced ate PeT'| 5etober 2008 through March 2009 Second and thiedtgts of FY 2008-09
Enhanced rate per , FY 2009-10
0 )
61.59% ARRA April 2009 through December 2010First and second quarters of FY 2010-11
50.00% Post-ARRA January 2011 forward Third quanfdfY 2010-11 forward

The Department first calculates the appropriatel fsplits, excluding the impact of ARRA. The preRR fund splits for FY 2009-
10 are on page EA-3, and for FY 2010-11 are on pay®. In separate tables, the Department thesutzkes the incremental impact
of the enhanced federal matching rate, per ARRAthenfund splits. These incremental figures for Z009-10 are on page EA-4,
and for FY 2010-11 are on page EA-6.
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In order to calculate appropriate pre-ARRA funditsplthe Department selectively breaks out theelssgrvice groups (e.g. Acute
Care) by programs which are funded with eitherfieigint state source or a different federal finahparticipation rate. The majority
of programs in Medical Services Premiums are paiith W0% General Fund and 50% federal funds. Howethe following
programs are paid for using different funding mets$ias:

Family Planning: There is 90% federal financialtggration available for all documented family ptamg expenditures. This
includes those services that are rendered throeghhhmaintenance organizations. Please see Ehibr calculations.

Breast and Cervical Cancer Program: This prograceives a 65% federal financial participation rat€o determine state
funding, the population is separated into two gsoupraditional clients, and expansion clients.aditional clients, who gained
eligibility through SB 01S2-012, have funding sagspecified in statute, at 25.5-5-308 (9), C.iR809). For FY 2009-10 and
FY 2010-11, 100% of state funding comes from theaBt and Cervical Cancer Prevention and Treatmend.F Expansion
clients, who gained eligibility through additiorsdreenings funded in HB 05-1262, receive stateifignthrough the Prevention,
Early Detection, and Treatment fund. Please séwbif> for calculations.

Prenatal Costs: A portion of Acute Care expenditsifer prenatal care for Non-Citizens. Through ZFX08-09, prenatal services
were provided as a state-only option and therefeqeired to be funded through 100% General Funt we exception that
delivery costs qualify for the standard 50% feddi@dncial participation rate. However, as part&8-2, Medicaid Program
Reductions, the Department granted full eligibjlisubject to federal approval, to clients enrolladits prenatal state-only
program who meet all eligibility criteria exceptizénship status retroactive back to July 200% #ilows the Department to
receive federal financial participation for thedertts without enrolling any new populations. Thisange was made possible due
to new provisions in the Children's Health InsuRcogram Reauthorization Act of 2009 (CHIPRA)ed&k see Exhibit F for
calculations.

Health Care Expansion Fund Programs: Expenditoreslients granted eligibility through HB 05-1262e funded through the
Health Care Expansion Fund. Separate adjustmeatmade to Acute Care, Community Based Long Terme,(daong Term
Care and Insurance, and Service Management. liticagdn instances where the Department canndatisaertain expenditures,
the Department performs a bottom-line adjustmeraiorate expenditure to the Health Care ExpanBiomd. Please see Exhibit
J for calculation of the fund splits for prograrmasided through the Health Care Expansion Fund.

Nursing Facility Provider Fee and General Fund CHi2 08-1114 directs the Department to implemenew methodology for
calculating nursing facility reimbursement ratestraduced a cap on General Fund growth for corepom@nts of the
reimbursement rate and authorized the Departmetltect a provider fee from nursing facilitieststaide. SB 09-263 amends
the new methodology. Any growth in the portiontioé per diem reimbursement rate for core componegysnd the General
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Fund cap is paid from the Nursing Facility Providlere cash fund, as are all Supplemental Paymétiemase refer to Exhibit H
for calculations and additional details.

* Indian Health Services: The federal financial mgpation rate for this program is 100%. The tasah rough estimate based on
the Department’s most recent two years of paid ecipare.

* Tobacco Tax Funded Disease Management: The Depatramnually receives funding from the Departmédmiublic Health and
Environment for the operation of disease managermergrams that address cancer, heart disease,disegse and the risk
factors associated therewith. The funding for ¢heograms is a constant $2,000,000 allocatiomloddco tax cash funds from
the Prevention, Early Detection, and Treatment Fawerseen by the Department of Public Health andirBnment. The
Department receives the standard 50% federal nmatalisease management expenditures, however theicamdrecovery and
Reinvestment Act of 2009 has increased the feseatthing percentage.

* Physician Supplemental Payments: The Departmemtda federal financial match on uncompensatediedrexpenditures by
Denver Health Medical Center on physician and otlegr-physician practitioner professional servicébe state share of funding
is through certification of public expenditure. HY 2009-10, and FY 2010-11, SB 09-264 requires i@ Department retain any
ARRA enhanced federal contribution and transfet tbahe State’s General Fund, effectively movihg ARRA driven federal
dollars from the cash fund into General Fund.

* Hospital Provider Fee Programs: HB 09-1293, thaltHeCare Affordability Act of 2009, authorizes tBepartment to collect
hospital provider fees for the purpose of obtainfiederal financial participation for the state’sdimal assistance programs and
using the combined funds to: 1) increase reimbuesgrto hospitals for providing medical care under tnedical assistance
program and the Colorado Indigent Care Progranm@gase the number of persons covered by publdiahassistance; and 3)
pay the administrative costs to the Departmentiplementing and administering the program. The esjoa populations will be
funded through revenue generating from federal $uaratl two State cash funds: the Hospital ProviéerFund and the Medicaid
Buy-in Fund. Because these populations were rtigied benefits prior to the passage of ARRA, theynot eligible to receive
the enhanced federal match.

e Children with Autism Waiver Services: This programovides case management and behavioral therapige® to a limited
number of children living with Autism. The availalfunding is a fixed allocation of Tobacco Mas&attlement Funds equal to
$1,000,000 per year; the Department receives fgnidhrough the Colorado Autism Treatment Fund. @glby eligible for a FFP
rate of 50%, the program is eligible for enhancakfal financial participation during the ARRA [oeti
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* Supplemental Medicare Insurance Benefit: Medigaemiums are not federally matched for clients vetioeed 134% of the
federal poverty level. Premiums for clients betw&20% and 134% of the federal poverty level rez@\100% federal financial
participation rate. In aggregate, the Departmestimates that approximately 80% of the total wdteive federal financial
participation, while 20% will be provided as a stanly option.

» Single Entry Point: A portion of this line item fer clients who do not receive Medicaid coverag&)4nd does not receive
federal financial participation. Instead this mmmtmust be funded through 100% General Fund.

» Coordinated Care for People with Disabilities Pesgr The Joint Budget Committee recommended andap@ $500,000 in
additional appropriated total funds for the 200hg@ill to implement the coordinated care for peoplith disabilities pilot
program as directed by SB 06-128, which authorthesDepartment to pay per member per month admatish fees to the
Colorado Alliance for Health and Independence (CAHI

» Upper Payment Limit Financing: The Upper PaymeantiLfinancing offset to General Fund is a bottanmeladjustment to total
expenditures.

* Denver Health Outstationing: Federal funds arevdréo reimburse Denver Health federally qualifieglalth centers for the
federal share of their actual expenditures in exadsthe current reimbursement methodology. Thimbursement does not
require any increase in General Fund. The FY 2ZD@&nd FY 2010-11 totals are based on the totaluambenver Health
Medical Center was able to certify in FY 2008-09.

» Cash Funds Financing: This item includes the impé&fegislation, SB 09-261 and SB 09-271, and fivgatives from Executive
Order D 017 09, which reduce General Fund experatturough cash fund transfers. Please refer ¢tid®eV for more detailed
information. In addition, the item includes a $2rlllion transfer of reappropriated funds, for FY®-10 only, from the
Prevention, Early Detection and Treatment fund. esehfunds are transferred from the Department diflidiHealth and
Environment for the Disease Management prograrhpa@ih the Department has statutory flexibility &e uhe funding for the
treatment of the specified conditions. This progra detailed in the Exhibit | section.

The Department’s February request corrects a ssgunif error from its November request related eo"“tHealth Care Expansion Fund
Allocations Split Adjustment” on page EA-5 and EA*Talculation of Fund Splits Due to the Americaed@very and Reinvestment
Act”. As described above, in instances where thpddtment cannot isolate certain expendituresDepartment performs a bottom-
line adjustment to allocate expenditure to the the@hre Expansion Fund. Using the FY 2009-10 ¢atlimns as an example, on
page EA-4 of the February request, “CalculatiorFohd Splits”, this net-zero adjustment reallocaeseral Fund to Health Care
Expansion Fund. The federal funds associated thi¢se populations are accounted for in other aneapage EA-4 (at a 50%

Page 10 COLORADO DEPARTMENT OF HEALTH CARE POLICY AND FINARING



Line Item Description: Medical Services Premiumd dedicaid Mental Health Community Programs

FMAP), and the full amount of enhanced federal fuisdcalculated on EA-5; therefore, it was originalssumed that ARRA would
have no further affect on fund splits. Howevers th not the case.

For each population captured in the Health CareaBsjpon Fund Allocations Split Adjustment, the furglirequest is implicitly

captured in the Department’s base calculation asefaé Fund (in particular, in the lines “Base Acut®Base Community Based
Long Term Care,” etc.). As a result, on page EAvBen the calculation is adjusted on a line-by-liasis for the enhanced FMAP,
the total amount of General Fund and federal fuardsreduced to the appropriate level under ARRA.th&s point, the Department
must now reallocate the General Fund included enctiiculation for these populations to Health &tpansion Fund. On Page EA-
4, this is accomplished by the net-zero Health Gageansion Fund Allocations Split Adjustment. Thalculation is at the base
FMAP of 50%. In the November request, where theneo further adjustment, this created an incoest in the final aggregate
request: General Fund calculated at the enhanbt&PFate is replaced with Health Care Expansiondroalculated at the base
FMAP rate. In other words, General Fund was redingetoo much, while Health Care Expansion Fund waeased by too much.

To properly account for the state funds, on pageSEsnd EA-7, “Calculation of Fund Splits Due to tAmerican Recovery and
Reinvestment Act”, the Department’s February regaegusts the Health Care Expansion Fund Allocati@plit Adjustment by
increasing General Fund and reducing Health Capaiision Fund to ensure that both funds are requiagtgropriately. In total, the
FY 2009-10 adjustment on page EA-5 resulted imareased General Fund request of $14,709,432 hand¥ 2010-11 adjustment
on page EA-7 resulted in an increased General Feougkest of $8,149,586.

EXHIBIT B - MEDICAID CASELOAD PROJECTION

This exhibit is described in the Medicaid CaselBadiget Narrative section.

EXHIBIT C - HISTORY ANDPROJECTIONS OFPER CAPITA COSTS

Medical Services Premiums per capita costs hisfitimpugh FY 2008-09) and projections are includedHistorical reference and
comparison, and are calculated on a cash-accouoaisig.

EXHIBIT D - CASH FUNDS REPORT

Effective with the November 2009 Budget Requess, éixhibit displays spending authority, total resfju@nd incremental request for
each source of cash funds in the Medical Servicemiams line item. This information is a summafyhe information presented on
Exhibit A. In addition, total spending authoris/lbroken out between the Long Bill and other spdxils; this information is used to

calculate the revised letternote amount on the Bdbel 3.
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The information presented on the “Summary of Rege£ligibility Category” has been replaced wittiarmation shown in Exhibit
E, page E-1, in the rows for “Total Per Capita.”

EXHIBIT E - SUMMARY OF PREMIUM REQUESTBY SERVICE GROUP

Page EE-1 of this exhibit is a summary of the retgiby service group and by eligibility categorytioe current year and the request
year.

Starting with page EE-2 of this exhibit containsletailed summary of the Department’s Budget Regqumlsservice category. In
addition, this exhibit directly compares the Depant's Budget Request to the Department’s Long Bllis Special Bills
appropriation, as determined by the Department’scMal8, 2009 Figure Setting and subsequent actignshe Joint Budget
Committee and the General Assembly. This exhimtudes all bottom-line impacts and financing, daes not break the request
down by eligibility type or funding source. Totala this portion of the exhibit match the totalstthibit A, and the Schedule 13.

EXHIBIT F —ACUTE CARE

Calculation of Acute Care Expenditure (Page EF-1)

Acute Care services expenditure is calculated serges of steps. At the top of page EF-1, histbréxpenditures and the annual
percent changes are provided. Historical per aapitsts and the annual percent changes are alswlgado The first step of the
calculation is to select a historical per capitacpat change rate, if possible, to trend the lastisd per capita to the next year.
Finally, bottom-line adjustments are made for ligien and other impacts not included in historicehds. Total expenditure after
bottom-line adjustments is divided by the projeatedeload to obtain a final per capita cost fordheent year. To calculate the
request year expenditure, the same methodologypised to the projected request year per capiduding a per capita trend factor
and bottom-line impacts. The total estimated eslpare for Acute Care is added to total estimatepleediture in other service
groups and bottom-line impacts to generate thé tetpest for Medical Services Premiums. Themoiseparate budget request for
Acute Care.

In light of the Medicare Modernization Act of 20G8e Department has added a separate page of wamusge EF-2. On this page,
expenditures for pharmacy and drug rebate recavéase been removed from the historical expenditlieis page is particularly
relevant, as per capita costs for eligibility categs with significant amounts of dual-eligible® akewed by the new Part D benefit.
In Adults 65 and Older (OAP-A), Disabled Adults 8064 (OAP-B), and Disabled Individuals to 59 (AM{B), the per capita costs
experienced a significant downturn as Medicare imeceesponsible for most pharmacy claims. Seledtggds that incorporate FY
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2005-06 would incorporate the shift in expenditanel may not be appropriate. This portion of theildk enables the Department to
analyze and select trends without the net coshafrpaceuticals, which has historically been a &ant cost driver.

Calculation of Per Capita Percent Change

The per capita percent change for several diffeyeats is computed for each eligibility categoryaper capita cost basis. The
period of time that was selected for computingtiiead or annual rate of change was FY 2002-03 girdty 2008-09. Prior year
information is provided for historical referenc&his period was selected for two reasons: firsts ia recent period and second,
because Medicaid benefits over this period haveameed mostly the same. At the top of page EF-8,Dbpartment has provided a
list of historic trends. Included are 2-year, &yed-year, and 5-year trends, ending in FY 2006FY7 2007-08, and FY 2008-09.
Typically, the same percentage selected to modifyeait year per capita costs were used to modéyrelquest year per capita costs,
although the Department makes adjustments to teeted trend where necessary.

Percentages selected to modify per capita costsadcalated to assess the percentages in lighhyfpalicy changes or one-time
costs that may skew just one trend year. At tineesdime, per capita trend factors must not take awicount changes in caseload, or
changes that have been accounted for as bottonadijustments. Because the eligibility categoriferdin eligibility requirements,
demographics, and utilization, different trendswased for each eligibility category.

The table below describes the trend selection$¥£2009-10 and FY 2010-11. In some cases, thowglalh the Department has
held the trend constant between the two years. Ehmbit F, the selected trend factors have beendabifor clarification. By
convention, any trend factor selected based onrehfage without prescription drugs and drug rebstabeled “Without RX.”

For the supplemental request, particular weiglgfiven to the year-to-date expenditures and sefp@itrend that generates a likely
final fiscal year expenditure total based upon &wdence.

As described in the Department’s caseload narragppulations which are sensitive to economic domol are growing at
substantial rates. Historically, rapid caseloaalrgh leads to per capita declines, due to sevacabfs. First, clients may not receive
services immediately upon receiving eligibilitygtk is typically a lag between when eligibilitydstermined to when clients receive
services and when those services are billed. IHsmréason, under cash accounting, where servieeacgounted for in the period
where the claim is paid, expenditure growth wilpitally lag caseload growth, causing a per cap#elide. Additionally, new
caseload for economically sensitive populations megviously have had health insurance, and mayrgiyeoe healthier than
populations who have not had access to care. Tdlesgs may require fewer services, further lowgrihe overall per capita cost.

The selected trend factors for FY 2009-10 and FYO201 with the rationale for selection, are asofal:
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Aid FY 2009-10 Trend FY 2010-11 Trend e
) . Justification
Category Selection Selection
Year-to-date expenditures are below previouslyresed
expenditure levels. The various budget cuttingvaiets over
1,424 3.87% the course of the fiscal year appear to have sogmitly
Adults 65 E7o o0 impacted and driven total costs down even whilelcasl
Average of FY 2005-06 | Average of FY 2004-05 | . ) .
and Older increases. The Department increases the trein iaut year,
through FY 2007-08 through FY 2008-09 . L S
(OAP-A) . . consistent with historical growth rates; it is likeéhat the
(without Rx) (without Rx) o . : ,
decline in the current year per capita is a one-gwel shift,
and not reflective of a new underlying trend fasth
population.
Year-to-date expenditures are below previouslyresed
expenditure levels, however per capitas in someskeyice
Disabled areas are still growing. Additionally, second ralthe year
Adults 60 to 0.98% 3.17% expenditure traditionally is significantly greatban first half
64 Average of FY 2004-05 | Average of FY 2005-06 | year expenditure. The Department increases thd trethe
through FY 2008-09 through FY 2008-09 out year, consistent with historical growth ratess likely
(OAP-B) = ey T
that the decline in the current year per capitadse-time
level shift, and not reflective of a new underlyingnd for
this population.
Year-to-date expenditures are below previouslyresed
expenditure levels. The various budget cuttingvaiets over
the course of the fiscal year appear to have sogmitly
Disabled 2.93% 3.91% impacted and driven total costs down even whileloas|
Individuals to| Average of FY 2003-04 A.verao e of EY 2005-06 increases. However, caseload will continue to gaban
59 through FY 2007-08 throu gh EY 2008-09 accelerated rate and drive up total expenditure. Th
(AND/AB) (without Rx) 9 Department increases the trend in the out yeasist@mt with

historical growth rates; it is likely that the dieel in the
current year per capita is a one-time level shifg not
reflective of a new underlying trend for this pogidn.
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Aid FY 2009-10 Trend FY 2010-11 Trend e
) . Justification
Category Selection Selection
Categorically Dramatically increasing caseload will continue tvel per
Eligible -5.46% -2.73% capita costs downward, although the rate of cadaluaease,
Low-Income | One third of the percent | Half of estimated FY however, will continue to drive total expenditugaaards.
Adults increase in FY 2004-05 | 2009-10 growth rate The out-year caseload growth will continue, bua atower
(AFDC-A) rate than the current year.
Expansion 8.39% _ 4.20% _ The y_ear-to-date expenditure is_in line with th_ev;imu_sly
Adults Half the percent increase Half of estimated FY submitted forecast, and increasing caseload at#d to
in FY 2008-09 2009-10 growth rate pressure the out-year per capita trend downwards.
Breast & See the section in this Budget Narrative titledédat and
Cervical -3.88% -3.88% Cervical Cancer Program Per Capita Detail and Fplds"
Cancer See page EF-6. for a description of this trend factor.
Program
The rapid caseload growth has dampened the eff¢oéo
Eligible various budget reduction initiatives when lookitdaal
. -1.05% -1.05% expenditure. Year-to-date expenditure suggestfoteeast
Children : , : . :
(AFDC-C/ _Half the percent increase _Half the percent increase ne(_-:-ds to be _adju_sted upwards from the prequumaml
BCKC-C) in FY 2001-02 in FY 2001-02 This population, in particular, may have an inetasgturn to
rate reductions due to Department efforts relabedbt
example, medical home.
The FY 2009-10 trend reflects that in recent yeawsrall,
this aid category has seen steady per capita gnahila year-
6.62% 3.31% to-year per capita changes have been moderateiyileol The

Foster Care

Average of FY 2005-06
through FY 2008-09

Half of estimated FY
2009-10 growth rate

out-year takes a conservative view of this volgtiimoving
away from the stronger 2009-10 trend. These &sdme
trend selections as the previous estimate, andtgedate

expenditure is tracking in line with that estimate.
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Aid FY 2009-10 Trend FY 2010-11 Trend

Category Selection Selection Justification

The FY 2009-10 trend reflects that historical treade
limited in their predictive power for the futures policy
changes regarding presumptive eligibility have méweper
capita unstable. These policy changes have nowiinado
find equilibrium, and the Department has selected a
conservative long-term trend factor typical of Mesdd
programs when caseload populations are stabler-tgedate
expenditure is tracking with previous forecaststhase trend
selections remain constant from the previous fateckor the
out-year, that trend is carried forward.

Baby Care | 3.74%
Program - Average of FY 2004-0f
Adults through FY 2008-09
(BCKC-A)

| 3.74%
? Average of FY 2004-05
through FY 2008-09

Year-to-date expenditure is greater than previously
anticipated. This population has seen signifigantcapita
14.60% 7.30% increases before and therefore it seems possiblmt¢heased
Non-Citizens | Average of FY 2005-06 | Half of estimated FY per capita will continue through the fiscal yean; the out-
through FY 2008-09 2009-10 growth rate year, the Department has selected a conservatigeteorm
trend factor anticipating per capitas will decrease¢he
population stabilizes.

Year-to-date expenditure is significantly less thagviously

Partial Dual -7.10% 4.35% forecasted. However, last fiscal year saw a 16%&ease in
Eligibles Percent increase in FY | Average of FY 2004-05 | expenditure from the first half to the second ladithe year.
9 2004-05 through FY 2008-09 That trend was selected with allows for that gropakential.

The out-year anticipates continued long-term growth

Legislative Impacts and Bottom-line Adjustments

To account for programmatic changes which are modrporated in the prior per capita or trend fagttine Department adds total-
dollar bottom-line impacts to the projected expau@i. For complete information on legislative irofsa see section V, Additional
Calculation Considerations:

 HB 08-1409 reduced the Department’s appropriatamtifie estimated savings associated with enharesquairements of third
party insurers to accept the state’s right of recpwf Medicaid payments.
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* SB 08-090 reduced the Department’s appropriatiorttfe estimated savings associated with clients’eiased access to mail-
order pharmacies.

* BRI-1, Pharmacy Efficiencies, reduces expenditiseaaresult of implementing an automated prior aughtion system in
February 2010 and changing the reimbursement odtéigs using a state maximum allowable cost tairedn December 2009.
Automating prior authorizations increases efficieit managing current prior authorizations whilem@asing the administrative
burden on providers. The automated process makasier for providers to submit requests, in tmaking it easier and faster
for clients to obtain drugs with prior authorizaticestrictions.

* BRI-2, Medicaid Program Efficiencies: Fluoride Vem allows trained medical and dental professidoahdminister fluoride
varnish treatments to children up to age 6, begmm July 2009. Studies demonstrate that fluoviaish is the safest and most
effective form of topical fluoride for young chilein and helps reduce the need for more expensitaldmme in the future.

» S-8, Physician Supplemental Payment to Denver Healtovided the Department with spending authaitydraw a federal
financial match on uncompensated certified expenest by Denver Health Medical Center on physiciagh @ther non-physician
practitioner professional services. Every year \2erHealth Medical Center incurs uncompensatedscodtaited to directly
employing or contracting for physicians and nongitian practitioners who provide services to pasieim inpatient and
outpatient hospital settings. The costs for th@sgsicians and practitioners are not included patient or outpatient hospital
costs.

* BA-24, Adjust Outpatient Hospital Cost to Chargdi®aannualizes the Department’s received authdatypdate its “cost-to-
charge” ratios for outpatient hospitals, implemente January 2009. Outpatient hospitals are paigesicentage of costs;
however, actual costs are not known for severalsyemtil the hospital is audited. To ensure tiadpitals receive accurate and
timely payments, claims paid are adjusted using@st-to-charge ratio that adjusts billed chargespproximate costs using
historical data. BA-24 adjusts and updates thest-to-charge ratios to ensure that the Departnsendt overpaying hospitals
only to recoup those funds several years latermdst cases, the updated cost-to-charge ratioaftr bospital is lower than that
which was currently in place. By resetting theasathe Department reduces its current year expergjibut decreases the amount
of recoupments it makes when final costs are agdidiypically between 3 and 5 years after the figear ends.

* BA-33, Promote Use of VA for Veterans, increasderesf to coordinate with the Department of Veterafiairs (VA) to enroll
eligible veterans in the VA health care system ieigig in July 2009.

* BA-33, Prior Authorization of Anti-convulsant Drugadds anti-convulsant pharmaceuticals to prioh@i#ation requirements
and/or the preferred drug list for non-seizure udesnti-convulsants in coordination with the BRIPharmacy Efficiencies (see
above).

* BA-33, Correct Home Health Billing for Dual Eligéd, requires the Department, through more targatéxtcement beginning in
July 2009, to avoid costs by ensuring providersshappropriately billed Medicaid for dual eligibleenits only after receiving a
Medicare denial for home health claims.
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* BA-33, Restrict Inpatient Hospital Claims for Reasision with in 24 Hours, requires the Departmeagibning in July 2009, to
have its claims system to automatically deny a sepaill for clients readmitted to the same haddir the same condition less
than 24 hours after the initial discharge. Ungistem changes are complete, the Department, thrdsgkxisting utilization
review contracts, manually denies these claimsefbions are granted on an as-needed basis.

* BA-33, Reduce Selected Physician Codes to 100%aetfidhre, annualizes the reduction of physician loensement for selected
codes.

* BA-33, Rate Reductions, requires the Departmensbtigit ideas from provider groups on how to reduneecessary volume and
create efficiencies in order to generate a 2.0%atah in provider expenditure (excluding pharmaieylrY 2009-10, effective
July 1, 2009. The Department is required to regii@@macy expenditure by reducing pharmacy reindrests to the average
wholesale price (AWP) minus 14.0% for brand-namegdy and AWP minus 40% for generic medicationse Dapartment has
taken steps to generate the 2.0% reduction forgeoexpenditures; those steps are described imo8e¢ of this narrative.

* BA-37, HIBI Increase, is estimated to increase #ment in the Department’s Health Insurance BuytiBI) program by 100
clients. The Health Insurance Buy-In Program (HIBla service in which the Department pays thdthéasurance premiums,
deductibles, coinsurance, and/or co-pays for tivbesgicaid clients who have access to private haathrance or COBRA, when
it is found to be cost effective for the State o ©b. The estimated savings of this initiativenisluded in this section; the
administrative cost is included in the HIBI sectwirthis request.

* SB 09-259, Refinance Pediatric Specialty Hospghifting funding from Medical Services Premiumghe Pediatric Specialty
Hospital line item, which exists to fund the Chddis Hospital to offset the cost of providing camdarge numbers of Medicaid
and indigent care clients.

 ES-2, Provider Rate Reductions, included a perntabé&if reduction, effective September 1, 2009 ha teimbursement rate
paid for most Acute Care services for FY 2009-Tbe effective date for managed care provider paysnsrOctober 1, 2009, to
allow time to actuarially certify rates.

 ES-2, FQHC Payment Methodology, requires the Depant to reduce rates paid to federally qualifieditimecenters (FQHC) by
50% of the difference between each provider’s qurrate and the minimum rate required under theeBesnimprovement and
Protection Act of 2000 (BIPA), or an average of @pmately 106% of the BIPA rate, beginning Septen®009. Currently, the
Department pays FQHCs above the minimum rate requinder federal law, set in the BIPA. The Departihestimates that the
statewide average reimbursement for FQHCs was ajppately 113% of BIPA at the beginning of FY 2009-1

 ES-2, Prenatal State Only Benefits, grants fulyibiiity to clients enrolled in its prenatal staiely program who meet all
eligibility criteria except citizenship status beging July 2009; this allows the Department to nexefederal financial
participation for these clients without enrollingyanew populations.

 ES-2, Pharmacy Reimbursements, directs the Depattioereduce rates paid to pharmacies to averagdegdde price (AWP)
minus 14.5% for brand-name medications and AWP a9 for generic medication, beginning Septembég2
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 ES-2, Expand PDL, the Department is expandingriégéepred drug list (PDL) by subjecting approximgt$#0,000,000 of gross
pharmacy expenditure to new or additional restiiunder its PDL beginning March 2010, allowing Bepartment to receive
an additional supplemental rebates back from mahufers.

» ES-6, Provider Rate Reductions, included a perntah®fb reduction in the reimbursement rate paigrtiders for Acute Care
Services for the remainder of FY 2009-10, effecidexember 1, 2009.

* The Average Wholesale Pricing Reduction line act®tor a reduction in the average wholesale prAd&'lP) of certain drugs
due to a lawsuit involving First DataBank, whiclopider the Department with AWP information usedha pricing of Medicaid
pharmacy claims. See section V for more detail.

* The Reduction to Synagis Recommended Dosage lewuats for the impact of the change in recommembsdge protocol for
administering Synagis by the American Academy afifteics. Previously, recipients were to receivg@xadose course of
treatment; the new protocol recommends 3 to 4 doseslient.

* The Estimated Impact of PACE Enroliment line acdeuior the Department’s initiative to increase dinmment of new PACE
providers. The Department anticipates that thiseased enrollment will cause a shift in expenditinom the Acute Care and
Community Based Long Term Care service groupse¢d®CE service category. The Department’s calimrlatare contained in
Section V of this part of the narrative.

* The Colorado Access contract for the Colorado Reitntegrated Care Collaborative (CRICC) was alfeirom a risk-based,
capitated program to an Administrative Services ddizption (ASO), generating a one-time cash-flowluotion as the
Department ceased paying risk-based capitations.

 Remove Manual Pricing of Durable Medical Equipm@ME), Injectibles, and Medical Services sets rainsement rates to a
percentage of Medicare while ensuring that for goand services where no Medicare rate informatiosterates are set using
the Department’s average paid, other states' Mied&aerage paid, or the commercial average paél rat

» Benefits Limits on Echocardiograms limits the numloé echocardiograms available without prior auttetion as defined
through the Department’s community engaged Ben€fittaborative process.

» Hospital Cost Settlements identifies those recoupstom hospitals above the normal reconciliatioragle via the Department’s
cost-to-charge payment methodology. Hospitalsirareediately paid after services based on the halspitost-to-charge ratio
and later financial audits reclaim any expenditina resulted in payments made above the actuabfservices rendered. The
Department has dedicated resources addressingetiuaciliation process that have allowed for midtipears to be reconciled
above the standard practice.

 NEMT Supplemental Payments allows for additionaldsi to be expended on its fixed price contractrtwige Non-Emergency
Transportation Services in the 8 metro countiee dontractor had recently informed the Departrieait it would need to cease
to provide services, as the fixed price contragtndit accommodate the unprecedented caseload gfaewly the Department and
the provider. Through contract negotiations, tle&tment was able to adjust the fixed price onctiigract in order to ensure
vital services continued.
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» SB 09-265 requires the Department to delay thewaskly provider payment cycle in FY 2009-10 teeafluly 1, 2010. This is a
one-time shift which will be reversed with a copesding increase in expenditure in FY 2010-11.

» SB 09-265 also requires the Department to begiimpats managed care payments in the month follgvs@rvice deliver, rather
than during the month in which services are dedideas is current practice. This action creatpsrananent savings in the final
month of the fiscal year, as those payments that wermally to be made in June 2010 will now belpaiJuly 2011, or the start
of the next fiscal year.

Special bills which have caseload impacts are deduas part of the Department’s caseload projestiand no bottom-line
expenditure adjustment is made. A bottom-line egjiare adjustment would double-count the impactuah a bill.

Breast and Cervical Cancer Program Per Capita Détnd Fund Splits (Page EF-6)

In 2001, the General Assembly passed SB 01S2-Obh&hwestablished a breast and cervical cancerntesdt program in the
Department. In 2005, the General Assembly pasded$t1262, which provided additional funding to thepartment of Public
Health and Environment to increase the number okc@a screenings. HB 05-1262 also provided additidonding to the
Department to pay for increased caseload as at relsuricreased screenings. The Department cawmleottify which clients in the
Breast and Cervical Cancer Treatment Program cante the program solely because of the increasedesuorgs. In the
Department’s February 15, 2006 Budget RequestD#martment stated that the Department of PublicltHeand Environment is
funding approximately 30% of all screening with Amdenent 35 monies. The Department suggested tbataime allocation could
be used for the treatment program. During Figwetir®), the Joint Budget Committee approved thedbepent’s allocation plan
(Figure Setting, March 13, 2006, page 104). Tleeef30% of the total Breast and Cervical Canceaiiment patients are allocated
as Prevention, Early Detection and Treatment Fuatiepts and the other 70% of the total Breast aedvi€al Cancer Treatment
patients are considered “traditional” clients.

Per Capita Cost

In the Department’s November 1, 2006 Budget Requbst Department observed that the expenditurepanctapita costs in FY
2005-06 grew at an unexpected rate. The Departh@ntnvestigated the issues involved, and detednihat the total expenditure
in FY 2005-06 contained a large amount of retr@actransactions, which caused the expenditure 1r2B05-06 to appear
overstated. The residual effects of this expergetuntinue, as the effected caseload is very samalichanges to total expenditure,
therefore, have a large impact on per capita catiicuis. Per capita expenditure has grown from-t@gear by as much as 26.55%
and has been reduced by as much as -32.73%
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As such, the Department uses only the most recgetneliture history to forecast the per capita it program. The Department has
used monthly program costs from October 2008 thHnoDgcember 2009 to estimate the per capita costslifpble clients. All
monthly costs are as reported in the Departmend'stimy report to the Joint Budget Committee on Hwalth Care Policy and
Financing Medical Services Premiums Expenditures Medicaid Caseload. The Department used the ryoo#seload for the
program (presented in Exhibit B) to calculate a thynper capita, and calculated a trend factor fipngithe average percent change
between the rolling 3-month averages. Becausefdhtsr is the average increase for each 3-montioghethe Department adjusted
the factor to obtain a full-year trend factor. ThDepartment holds the per capita constant in theyear; new caseload, which
typically has higher costs within this eligibilityategory, should balance out any declines fromdotgrm caseload with lower
treatment costs. These trend factors are apiétetbase per capita on page EF-4.

Fund Splits

The second half of this exhibit calculates the iparbf Breast and Cervical Cancer Program experaituat will be allocated to the
Prevention, Early Detection, and Treatment Fund| #he amount allocated to the Breast and Cerviaic€r Prevention and
Treatment Program Fund.

Per 25.5-5-308 (9) (d) and (e), C.R.S. (2009), mthsn HB 08-1373, state funding for "traditiondffedicaid Breast and Cervical
Program clients comes, in part, from the Breast @advical Cancer Prevention and Treatment Fundcokting to the original
legislation, beginning in FY 2009-10 and into theufe, state funding would be split: 50% from Gahdéfund and 50% from the
Breast and Cervical Cancer Prevention and Treatfamd.

SB 09-262 revised the statute, requiring that inZ009-10 and FY 2010-11, 100% of state fundingtifi@se clients comes from the
Breast and Cervical Cancer Prevention and Treatimemt. Per 24-22-117 (2) (d) (I), C.R.S. (200@ate funding for clients who
have gained eligibility due to the Health Care Exgan Breast and Cervical Cancer Program comes fr@rPrevention, Early
Detection, and Treatment Fund. Using the allocatn@thodology described above, 70% of clients anedd through the Breast and
Cervical Cancer Prevention and Treatment Fund,emfie remaining 30% of clients are funded througgh Prevention, Early
Detection, and Treatment Fund.

All Breast and Cervical Cancer Program expendithea®e a 65% federal match rate.
Antipsychotic Drugs (Page EF-7)

Antipsychotic drugs were moved from the Departnmgepremiums line to the Department of Human ServioesY 2001-02. For
FY 2003-04, the General Assembly removed antipsyclaougs from the Department of Human Servicestipo of the budget and
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located those costs within the Medical Servicesritims line item of the Department. These expeneltare now included in the
Acute Care service group, within the Pharmaceuficag service category. Exhibit F, page EF-7 tiglo&F-8, shows annual costs
by aid category and per capita cost in two versiangh and without the estimated impact of drugateb The rebate calculation
excludes supplemental rebates, as antipsychotgsdate not including on the Department’s prefethed) list. The Department has
eliminated the projection of expenditure in thisadue to the elimination of the informational olie-item in Long Bill group (3),
effective with HB 08-1375.

State-Only Prenatal Care Costs for Non-Citizens (feaEF-9)

Pursuant to 25.5-5-103 (3), C.R.S. (2009), Colorapi®d to provide prenatal care at its sole expémseertain non-citizens (legal

immigrants not eligible for full Medicaid). SB Q36 eliminated this service for legal immigrantsyever due to legal challenges,
there was no interruption in services. HB 05-108Mially reinstated the services. The Departmeeives a 50% federal match for
any emergency services provided for these cligntparticular, labor and delivery. Effective withe November 1, 2006 Budget
Request, the Department has revised its reporfimxmenditure. In Budget Requests prior to FY 20@06the Department’s exhibit

incorrectly listed the state-only portion of expiéack as the total amount spent on the program.

Upon federal approval in FY 2009-10, as per theddpent's request ES-2, these clients began toveeftdl Medicaid benefits and
therefore will receive a federal match on all Meudlic provided services. The total expenditure estenremains part of the
Department's request; however, the General Fundealatal fund estimates are presented for compapsoposes, only. The fund
splits in Exhibit A of this request uses the estedatotal expenditure from this exhibit on page E&HMut accounts for receiving
federal funds for all the expenditure. In the éwbat federal approval is not received, the Depart’'s calculations on Exhibit A
would be replaced by the ones on this exhibit.

Prior to FY 2009-10, expenditure for clients in ttate-only prenatal care program was includedchéenNon-Citizens aid category.
Upon receipt of federal approval, expenditure Wdirecorded in the Baby Care Adults column.

An analysis of monthly expenditure reveals thatltexpenditure for this population has relativelsibde in recent months. The
selected trend factor is the one month rolling agerfrom the last three months of FY 2008-09, asdlts in a conservative estimate
of changes in expenditure when compared to annygareliture change in the last two fiscal yearsgflasn the average percent
change in expenditure over the most recent 6 monite estimated state-only and federally matchatigns are based on the FY
2008-09 experience but are not used, as descrifma ain Exhibit A.
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Family Planning - Calculation of Enhanced Federal Btch (Page EF-10)

Certain services that are family planning in natarme eligible for 90% federal financial particimati However, in order to claim the
enhanced match, the State must be able to unidgdexyify these services. The services are proviu#th through fee-for-service,
and beginning in late FY 2001-02 the Department al@s to identify those family planning services\pded by health maintenance
organizations. Therefore, the State receives titreced match on all family planning services medlito Medicaid clients. A
portion of the payments, $2,311,115, were disaltbwiee to family planning activities that did notadjy for enhanced federal
financial participation, resulting in a repaymehfederal funds to the federal government in FY £208. Totals listed on page EF-
10 are taken directly from the Department’s requdésim the Centers for Medicare and Medicaid Ses/itor enhanced federal
funds.

As of FY 2005-06, The Department no longer has @mtingency-fee based contracts to calculate theaged care portion of the
enhanced family planning match rate. This caleutats now done by the Department. Additionallystarically, calculations for
fee-for-service and health maintenance organizatiere done independently. However, due to chamgake Department’s
managed care program, the totals were combinecdhibiegiin FY 2008-09, and a single combined estingat®w produced.

The total estimate for FY 2009-10 and the out-yedrased on the average yearly percentage chamgeHY 2005-06 to FY 2006-

07, 2.00%. More recent family planning expendithes increased as a result of the Departments deyesi effort to educate
providers as to what services are billable as fapllhnning services. Research by the Departmeniridicated that only a fraction
of allowable services were being appropriatelyebill The Department believes that the recent dedigle percentage increases in
family planning expenditure are due to this edwsagffort, and anticipates growth to now returiigiorical levels.

Year-to-Date Expenditure (Page EF-11)

As an additional reasonableness check, this seates fiscal year-to-date actuals through Dece@be?009 to estimate a FY 2009-
10 per capita. To avoid double counting, yeardtedexpenditure is reduced by the estimated amwmiubbttom-line impacts that
have affected the year-to-date expenditure toYaar-to-date average caseload for this exhibitldees taken from Exhibit B of this
request. The calculated per capita is a rougmasgi the half-year per capita is calculated andbbiml. Expenditure for the full year
is estimated by taking the final projected caselbaoh Exhibit B and multiplying by the estimatedlfyear per capita. The per capita
figure calculated in this exhibit is compared te fAY 2008-09 per capita, to provide an estimatba® eligibility categories are
trending over the course of the year.

The Department urges extreme caution when usingeh&apita costs calculated in this exhibit. TiRia rough projection utilizing
year-to-date expenditure patterns as a guide tdigbirauture expenditures. The impact of one-timpenses, or considerations of
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seasonality are not included. It is not meanefdace the extensive forecasting used in the affBudget Request and is not always
a predictor of future expenditures.

EXHIBIT G- COMMUNITY BASED LONG TERM CARE

The increased emphasis on utilizing community basedices has served to keep the census in Clasgssing facilities relatively
flat. In FY 1981-82, with the implementation ofetlirst wave of Home and Community Based ServicEBB) waivers, Class |
nursing facility census was over 12,500 clientdmdst immediately, the census dropped to just d@000 clients. The census has
generally remained in this range despite a 15%eas® in Medicaid caseload for Adults 65 and OlderesFY 1997-98. In response
to budget balancing in FY 2002-03, rules were phssethe Medical Services Board to improve utiizatmanagement, which
resulted in a reduction of per capita spending. oAgithese changes, the Department clarified th&nesgents necessary to meet the
level of care required to qualify for nursing fagilcare or Home and Community Based Servicesaddition, a requirement was
added that in order to be eligible for long termmohealth, a client 18 years and over had to nieehéed for that level of care.
Although home health costs are in the Acute Caréiggoof the Premiums calculation, long term honealth costs do correlate to
community based long term care costs. High caosbtd in the community were reviewed by Single ##/toints and transitioned to
less expensive alternatives if their care plans sewvices did not assure that all services beirayiged were required. The
assessment, which was a functional assessmenteorilee whether a client meets the long term cavellof care, was redone with
the help of providers, Single Entry Points, andmiis. Responsibilities were shifted to ensure Snagle Entry Points are the primary
entities through which clients access long terne cakdditionally, responsibilities required Sindatry Points to have tools and the
authority to act as gatekeepers for long term barefits. Federal requirements were more completgorced, ensuring that clients
regularly receive Home and Community Based Serwiagsger services in order to retain eligibility fire waiver.

HB 05-1243 extends the option of receiving home aothmunity-based services (HCBS) through the Comestdirected care
service model to all Medicaid recipients who areodled in a home and community-based services wdorewhich the Department
has federal waiver authority. The bill specifibattan eligible person shall not be required temtisll from the person’s current
home and community-based services waiver in ordereteive services through the Consumer-Directa@ sarvice model.
Additionally, the bill specifies that certain prefonal licensing requirements do not apply to @gewho is directly employed by
an individual participating in the Consumer-Diretteare service model and who is acting within tbepe and course of such
employment. The restrictions that apply to thisfessional licensure exclusion and the circumstanoeer which the exclusion does
not apply are noted in the bill. A consumer oéattant support is allowed to have an authorizetesgmtative who has the judgment
and ability to assist the consumer in acquiring asidg services under the program.

In 2005, the Centers for Medicare and Medicaid Besscompletely revised the home and communitybassvices waiver
application forms, requiring additional componethigt needed to be researched and addressed by pagtDent prior to submission.
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This caused a substantial extension to the timeframguired for the implementation of this bill. pgkpval by the Centers for
Medicare and Medicaid Services for the implemeotatf Consumer Directed Care for the Elderly, Bliadd Disabled waiver and
the Mental lliness waiver was granted in mid-2003ervices became available to clients in JanuaB820The Department has
incorporated the estimated costs and savings ®ptioigram in the base trends for Community-BasatyLdeerm Care.

Calculation of Community Based Long Term Care Expliture (Pages EG-1 through EG-3)

The per capita percent change for several diffeyeats is computed for each eligibility categoryaper capita cost basis. The
period of time that was selected for computingtiiead or annual rate of change was FY 2001-02 tivdty 2008-09. Prior year
information is provided for historical referenc&his period was selected for two reasons: firsts ia recent period and second,
because Medicaid benefits over this period haveameed mostly the same. At the top of page EG-2 Dbpartment has provided a
list of historic trends. Included are 2-year, 3uyel-year, and 5-year trends, ending in FY 2006FY72007-08, and FY 2008-09.

Percentages selected to modify per capita costsadcalated to assess the percentages in lighhyfpalicy changes or one-time
costs that may skew just one trend year. At tihheesdime, per capita trend factors must not take awicount changes in caseload, or
changes that have been accounted for as bottonadijustments. Because the eligibility categoriferdin eligibility requirements,
demographics, and utilization, different trendswased for each eligibility category.

The table below describes the trend selection$¥%£2009-10 and FY 2010-11. On Exhibit G, the selddrend factors have been
bolded for clarification.

The selected per capita trend factors for FY 200%uid FY 2010-11, with the rationale for selectiarg as follows:
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Aid FY 2009-10 Trend FY 2010-11 Trend e
) . Justification
Category Selection Selection

The FY 2009-10 trend is based on the current expeardand
prior-year cash flow. The primary driver in thigéility
category is expenditure for Elderly, Blind and Dkl
waiver clients with over 70% of expenditure; thiegth rate

Adults 65 7.07% 3.54% g{)ggpggdlﬁjre f_or thesg waiver ser\ilcf:es has IdaEtmbm;FY

and Older | Average of FY 2007-08 | Half of FY 2009-10 oo MIOSPICe SEIvIces accotnt for nearly arqua

(OAP-A) through FY 2008-09 Trend Selection expenditure for this aid category, and expenditroavth
stabilized from the first half to second half of 2¥08-09.
The Department anticipates relatively stable exparas
overall through the end of the fiscal year, modegain the
next fiscal year. The FY 2010-11 trend factora#f bf the
FY 2009-10 selection.
Expenditure growth in this category in the firstflud FY

Aduls 60 to | 1192% 5.96% expenditire, primariy due t foderally mancateataases

Average of FY 2007-08 | Half of FY 2009-10 ’ . )
64 through FY 2008-09 Trend Selection and retroactive adjustments. The selected tretr:tdr_mln FY
(OAP-B) 2009-10 and FY 2010-11 account for the expendinoease

and one-time nature of the retroactive adjustments.
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Aid FY 2009-10 Trend FY 2010-11 Trend L
) . Justification
Category Selection Selection

The FY 2009-10 trend is based on the current experd
prior-year cash flow and historical growth rat&xpenditure
for Elderly, Blind and Disabled waiver clients igep half of
the expenditure for this aid category; the grovettie rfor
expenditure for these waiver services dampened idF08-
09, but expenditure growth for disabled clientstil higher

Disabled than for the Adults 65 and Older Category. Twaeoth

g 8.93% 4.47% L . )
Individuals to significant drivers of expenditure are the Mentialdss
59 Average of FY 2003-04 | Half of FY 2009-10 . I d Pri Dutv NUrsi ; -
through FY 2006-07 Trend Selection waiver client and Private Duty Nursing service gaiges;
(AND/AB) growth in FY 2008-09 was relatively stable for tental

lliness clients and decreased for clients who weckPrivate
Duty Nursing services. The Department anticipatase
overall moderating of recent trends. The FY 2009r&nd is
a long-term historical average which allows forwtio, yet
which dampens the recent trends. The Departmévedthe
trend factor in FY 2010-11.

Categorically
Eligible
Low-Income
Adults
(AFDC-A)

10.00%

5.00%
Half of FY 2009-10
Trend Selection

Clients in this eligibility category are not genéraligible for
community based long term care benefits exceptibegare,
although there tends to be some expenditure inevaiv
services. This is due to clients incurring cogtbe their aid
category changes to AND/AB. Because of the untcerta
nature of expenditure in this aid category, peiftaapends are
unreliable. The FY 2009-10 trend factor is basedhe year-
to-date actuals, and the FY 2010-11 trend at Hdlie@FY
2009-10 rate allows for a relatively slower raterafvement

A

out of this aid category as the expenditure leeeldases.
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Aid FY 2009-10 Trend FY 2010-11 Trend e
) . Justification
Category Selection Selection

Similar to the low-income adults category, clieint$his
eligibility category are not generally eligible foommunity
based long term care benefits except hospice atheugh
there tends to a relatively small level of expeumditin waiver

Expansion 5.00% services. This is due to clients incurring costole 'gheir aid

10.00% Half of FY 2009-10 category changes to AND/AB. Because of the uncerta

Adults : ) i .

Trend Selection nature of expenditure in this aid category, peiftaapends are
unreliable. The FY 2009-10 trend factor is basedhe year-
to-date actuals, and the FY 2010-11 trend at Hdli@FY
2009-10 rate allows for a relatively slower raterafvement
out of this aid category as the expenditure leeeleases

Breast &
Cervical 0.00% 0.00% Clients in this eligibility category are no'g eliggfor
Cancer community based long term care benefits.
Program
The FY 2009-10 trend is based on the current experd
prior-year cash flow and historical growth raté&sigible
Children only receive private duty nursing and hosgare.
(553
e, | 719 e e
Average of FY 2006-07 | Average of FY 2006-07 . . s .
(AFDC-C/ through FY 2008-09 through FY 2008-09 unreliable. Most of the expenditure is driven biyate duty
BCKC-C) nursing services. The FY 2009-10 selected treactgo-

year average growth rate which reflect prior pesiotl
increasing costs. The Department halves the selattion
constant in FY 2010-11 based on historical expeden
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Aid FY 2009-10 Trend FY 2010-11 Trend L
) . Justification
Category Selection Selection
The FY 2009-10 trend is based on the current experd
prior-year cash flow and historical growth rat&xpenditure
15.00% 7.50% for Foster Care children is limited to private datysing
Foster Care ' Half of FY 2009-10 services, which has dampened in FY 2008-09. ThEMO-
Trend Selection 11 selected growth rate is consistent with hisedtticends
which allows for growth yet which moderates the mmesent
trends.
Baby Care
Program - -100.00% 0.00% Clients in this eligibility category are no'g eliggfor
Adults community based long term care benefits.
(BCKC-A)
Non-Citizens | 0.00% 0.00% Clients in this eligibility category are no'g eliggfor
community based long term care benefits.
Clients in this eligibility category are not elidggbfor
community based long term care benefits. In sorses;a
10.57% _however, cIier_1ts Who_ are eligibl_e fo_r these sersyiaae _
_ Hélf of Average of FY 5.28% incorrectly being assigned to this aid categorpus'bggan in
Partial Dual 2007-08 throuah  EY Half of FY 2009-10 January 2007, and appears to be abating. Clieogsving
Eligibles 2008-09 9 Trend Selection these services are generally eligible for OAP-Aas&d on

expenditure to date, the Department anticipatetagively
slower increase of expenditure in this aid categoifyY
2009-10 as compared to FY 2008-09, slowing furtheérY
2010-11.

Legislative Impacts and Bottom-Line Adjustments

To account for programmatic changes which are modrporated in the prior per capita or trend fagttine Department adds total-
dollar bottom-line impacts to the projected expaum@i. For complete information on legislative irofsa see section V, Additional

Calculation Considerations. The following impaleéve been included in the Request for Communitye8da®ng Term Care:
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« BA-15 Community Transitions Services for Mentah#dks Waiver Clients, originally included a reductiof FY 2009-10
expenditure, and an annualized reduction in FY 2DIL@&xpenditure, due to clients utilizing the redally less costly waiver
services rather than residing in a facility. Dagtogram delays, the implementation of this itiv@ is expected to occur in FY
2010-11.

* BA-33 Provider Volume and Rate Reductions, includeceduction of FY 2009-10 expenditure due to ana@ent 2% rate
reduction in Community Based Long Term Care sesyieffective July 1, 2009. In addition, the pragdasstimates the FY 2009-
10 implementation of a reduction in expenditurermyreasing efforts to coordinate with the Departir@rVeterans Affairs (VA)
to enroll eligible veterans in the VA health canstem. The request also originally estimated aditahal reduction by
implementing cost-sharing requirements for Home @odnmunity Based Services programs for clientsfiamiwith incomes
over $250,000, however the Department is not implaing this initiative.

» ES-2, Medicaid Program Reductions, included a peemtl.5% reduction in the reimbursement rate faicCommunity Based
Long Term Care for FY 2009-10, effective Septenihe2009.

* ES-2, Medicaid Program Reductions, included, aarathe amount of non-medical transportation a tkegmolled in a home and
community based services waiver program can reqavenveek. Clients would be limited to 2 rounddriper week. Trips to
adult day programs will not be subject to the caghuided limitations on the HCBS waiver transpodiatbenefit.

* ES-2, Medicaid Program Reductions, included a aathe amount of personal care and homemaker seraicéent enrolled in a
home and community based services waiver programreaeive each day. The Department would limitspeal care
expenditure to $72.05 per day, which is 150% ofdaiy rate for a client living in an alternativare facility. The Department is
currently seeking alternative options to achievedbst savings from this initiative.

* Impact of Retroactive Increase of HB 08-1114 on EY08-09 Hospice Rates: Since hospice rates amnetidn of the
reimbursement rate for Class | Nursing Facilitiég reimbursement methodology changes directed®981114 have a fiscal
impact on hospice expenditure. This impact was amdicipated and is included as a retroactive aadhest in FY 2009-10,
annualized as a corresponding reduction in FY 201.0-

» ES-6, Provider Rate Reductions, included a perntah@fb reduction in the reimbursement rate paidCommunity Based Long
Term Care for FY 2009-10, effective December 1,200

» Estimated Impact of PACE Enrollment: The Departinkas reduced its projection under the assumpti@t increased
enroliment in new PACE providers will cause a shifexpenditure from the CBLTC group to the PACEvE® category. The
Department’s calculations are contained in Sectiai this part of the narrative.

» SB 09-265 required the Department to delay theviestkkly provider payment cycle in FY 2009-10 tceafluly 1, 2010. This is a
one-time shift which will reduce the total fundsperded for CBLTC services in FY 2009-10 and whidh e reversed with a
corresponding increase in expenditure in FY 2010-11
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Prior Year Expenditure (Page EG-4)

As an additional reasonableness check, the Depatthas split FY 2008-09 actual expenditure into tweadf-year increments to
analyze the changing rates of expenditure over.time

EXHIBIT H - LONG TERM CARE AND | NSURANCE SERVICES

This section is for a series of services that,dorariety of reasons, are individually computed #meh allocated to the eligibility
categories based on experience. Those services are

* Class | Nursing Facilities

* Class Il Nursing Facilities

* Program of All-Inclusive Care for the Elderly (PALE
* Supplemental Medicare Insurance Benefits

* Health Insurance Buy-In

Summary of Long Term Care and Insurance Request ge&EH-1)
This exhibit summarizes the total requests fromvtbeksheets within Exhibit H.
Class I Nursing Facilities (Pages EH-2 and EH-3)

Class | nursing facility costs are essentially acfion of the application and interpretation oferaeimbursement methodology
specified in detalil in State statutes, the utilaatof the services by Medicaid clients, and theawt of the effect of cost offsets such
as estate and income trust recoveries. The waditistrategy for estimating the cost of theseisesvis to predict 1) the costs driven
by the estimated Medicaid reimbursement methodo(tlgy weighted average per diem allowable Medicaté and the estimated
average patient payment), 2) the estimated utitindty clients (patient days without hospital bgeland out of state placement), and
3) the estimated cost offsets from refunds andveees and the expected adjustments due to legeslmpacts.

Overall, patient days have declined since FY 1999although caseload in the Department’s Adultaigéd Older, Disabled Adults 60
to 64, and Disabled Individuals to 59 eligibilitgtegories has increased by approximately 12.8%ttr the FY 2008-09 total) since
FY 1999-00. This is due to efforts by the Deparitrte place clients in Home and Community Based/ies (HCBS), and in the
Department’s Program for All-Inclusive Care for tailerly (PACE).
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Patient payment is primarily a function of clientome. As clients receive cost-of-living adjustisen their supplemental security
income, their patient payment has increased acuglsdi

HB 08-1114 directed the Department to change thstieg method of reimbursing Class | Nursing Féedi. In addition, the
legislation authorized a new quality assuranceddae collected by the Department from certain €lasursing Facilities, including
facilities which do not serve Medicaid clients. eTfee can be used for administrative costs relateabsessing the fee and to limit
growth of General Fund expenditures to 3% annuallile Department received federal approval of bo¢hnursing facility fee and
the new rate reimbursement method from the fed€miters for Medicare and Medicaid Services (CMS)March 26, 2009,
effective retroactive to July 1, 2008.

The new reimbursement methodology is further ametyeSB 09-263, which specified the method for elaitng the General Fund
share of payments during the federal American Regoand Reinvestment Act (ARRA) time period, adpdsthe cap on General
Fund growth, specified conditions for supplemep&giments, created an upper limit on the nursinditiaprovider fee, replaced the
8% cap on the direct and indirect health care sesvcomponent of the reimbursement rate, includiedica harmless provision for
administration and general services under certaicumstances, and made changes to the method dénmepting pay-for-
performance payments. The Department receiveddedpproval of the changes to the reimbursemenhaodelogy in December
2009, effective retroactive to July 1, 20009.

For complete information regarding specific caltiolas, the footnotes in pages EH-4 through EH-7cdes calculations of
individual components. The methodology for thesSlarequest in Exhibit H is as follofvs

* Based on calculations provided by Myers and Stautifiee Department’s rate contractor, the estimitgsswith the estimated per
diem allowable Medicaid rate for core componentslams that will be incurred in FY 2009-10.

e Using historic claims data from the MMIS, the Ddpsnt calculates the estimated patient paymentclmms that will be
incurred in FY 2009-10. The difference between ¢lsémated per diem rate for core components aadetimated patient
payment, is an estimate of the amount the Depattmah reimburse nursing facilities per day in FYO@-10 for core
components.

* Using the same data from above, the Departmentiledds the estimated number of patient days fo2639-10.

* The product of the estimated Medicaid reimbursenpemtday for core components and the estimated eumbpatient days
yields the estimated total reimbursement for cammmonents in claims incurred in FY 2009-10. Sinhlathe estimated total
reimbursement for add-on payments in FY 2009-1ihesproduct of the estimated Medicaid reimbursenpentday for add-on
payments and the estimated number of patient days.

2 For clarity, FY 2009-10 is used as an examplee @$timate for FY 2010-11 is based on the estifoateéY 2009-10, and follows the same methodology.

Page 32 COLORADO DEPARTMENT OF HEALTH CARE POLICY AND FINARING



Line Item Description: Medical Services Premiumd dedicaid Mental Health Community Programs

* Of the estimated total reimbursement for claimaired in FY 2009-10, only a portion of those clawii be paid in FY 2009-
10. The remainder is assumed to be paid in FY 2010The Department estimates that 92.27% of daimourred in FY 2009-
10 will also be paid during FY 2009-10. FootnotefdExhibit H, page EH-4, details the calculatidrtlte percentage of claims
that will be incurred and paid in FY 2009-10.

* During FY 2009-10, the Department will also pay $ome claims incurred during FY 2008-09 (“prior yelmims”). In Footnote
6 of Exhibit H, page EH-4, the Department applies percentages calculated in Footnote 5 to clamgtied during FY 2008-09
to calculate an estimate of outstanding claimsetpdad in FY 2009-10. The estimate is calculatguhgately for expenditures for
core components and add-on payments. Note thginreg in FY 2010-11, the calculation is only nesay for core
components since the “add-on” payments become ‘iBommtal Payments” which are paid once annually whath are not
subject to retroactive adjustments.

* The sum of the current year claims and the pri@r ygaims is the estimated expenditures in FY 200%rior to adjustments
(“gross budget estimate”).

e Other non-rate factors are then added or subtrdated the gross budget estimate. These includéntispital backup program
and out of state placements, estimated estatenaodne trust recoveries, recoveries from Departrogatpayment reviews, and
program reductions. Information and calculatioegarding these adjustments are contained in thndtes for the Class |
Nursing Facilities request, on pages EH-5 and EH-6.

* Legislative impacts are added as bottom-line adjasts. For FY 2009-10, this includes SB 09-265ictishifts the MMIS
payment from the last week in FY 2009-10 into tin&t fveek of FY 2010-11.

* Once the “non-rate” factors are estimated, the stithe gross budget estimate and the non-rate tadunds yields the total
estimated FY 2009-10 expenditure.

For FY 2010-11, the same methodology is appliedn¢ginto account the estimate for FY 2009-10.
Legislative Impacts and Bottom-Line Adjustments

To account for programmatic changes which are modrporated in the prior per capita or trend fagttine Department adds total-
dollar bottom-line impacts to the projected expam@i. For complete information on legislative irofsa see section V, Additional
Calculation Considerations. The following impabts/e been included in the FY 2009-10 and FY 201@sdldulations for Class |

Nursing Facilities:

» Expenditures for the Hospital Backup Program actugied as bottom line adjustments for FY 2009-1@ v 2010-11. Please
refer to footnote (7) on page EH-6 for more detail.
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* The Department reduces the request by the expaotednt to be received in estate and income trasivezies in FY 2009-10
and FY 2010-11. The following chart illustrateg thistory of estate and income trust recoveries fiY 1995-96 through FY
2008-09. As described in footnote (8) on page Elthé Department had an unusual number of highadodicoveries in FY
2005-06. The decline from FY 2005-06 representegt@n to a normal level of dollars recovered.e Tiwther decline from FY
2006-07 to FY 2007-08 was primarily due to a weakding market. The level of estate recoveries megdarelatively flat from
FY 2007-08 to FY 2008-09.

Estate and Income Trust Recoveries, FY 1995-96 tiugh FY 2008-09
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* The Budget Reduction Proposal, BA-36 Enhanced &siatl Income Trust Recoveries, estimated an addlticeduction of
expenditure due to estate and income trust reasani FY 2009-10 which would be the direct restilthe enhanced recovery
efforts. The Department intended to achieve thenga by amending one of its recovery contractsxXolicitly enhance estate and
income trust recovery efforts. However, this ammedt did not occur, as the entire contract is unéeegotiation. Any
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enhanced recovery efforts are captured in the giexgetrends for estate and income trust recoverigs.the interim, the
Department directed available resources to perfarnelated post-pay recoveries project. This ptogaptured savings by
recouping payments made for clients who have passeyy. The Department realized $1,292,410 in F¥9200 savings in
Medical Services Premiums, and additional savimgshe Medicaid Mental Health Community Programs d.dsill group.
Because the recoupment was made by adjusting ibatalaims and is reflected in the year-to-dateuals, and because the
recoupment was not specific to nursing facilityirtls, the Department makes no further adjustmetitisnsection of the request.

» To meet budget balancing goals, the Departmentgsexpa series of initiatives to reduce Medicaideaxiture through the ES-2:
Medicaid Program Reductions budget request. Theelwe Order included a 1.5% reduction in the keisement rate paid to
Class | Nursing Facilities for FY 2009-10. Thideraeduction has a delayed implementation date afcM 1, 2010, due to the
need for a statute change. In the event the stgtuéquirements are not changed, the Departmemtotamplement this rate
reduction, and the including savings would not blieved. The Department has included an increasthd supplemental
payment as an offset to the rate reduction. nibisknown at this time, however, if the nursingiliacfee will be raised to backfill
the rate cut.

* In addition to the estate and income trust recegerihe Department receives recovery dollars freihouse audits of nursing
facilities, and the estimated amount of recoveidaacluded as a bottom line impact for FY 2009a@ FY 2010-11. Footnote
(9) on page EH-7 contains additional detail abbesé recoveries.

» The Department has not implemented the expansidheoHospital Back Up Program, as directed by BRM2dicaid Program
Efficiencies, due to program uncertainty. The Dapant continues to work with stakeholders to detee an appropriate
methodology to implement this initiative.

» SB 09-265 allows the Department to delay the lastkly provider payment cycle in FY 2009-10 to aftely 1, 2010. This delay
will reduce the total funds expended for Class Irdihg Facilities in FY 2009-10, a one-time shift iahh will require a
corresponding increase in expenditure in FY 2010-Adotnote (11) on page EH-7 contains additioeshitiabout this shift.

Incurred But Not Reported Adjustments

As part of the estimates for the allowable per drate, patient payment, and patient days, the Deeat utilizes the most recent
four years of incurred claims to calculate estirmdte the current year and the request year. Hewdecause not all claims which
have been incurred have been reported, the Departmest adjust the incurred data for the expeatedience of claims which will
be paid in the future for prior dates of servia¥ithout such an adjustment, the claims data wopfaear to drop off at the end of the
year, erroneously introducing a negative trend itheoestimate.

The Department uses an extensive model which exapast claims by month of service and month ofreay to estimate the
amount of claims which will be paid in the futur€his is known as an “Incurred But Not ReportedNR) adjustment. The IBNR
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adjustments analyze the prior pattern of expengli{apecifically, the lag between the time pastnetawere incurred and when they
were paid), and applies that pattern to the datais enables the Department to use its most redziat, where there is a significant
volume of claims which have yet to be paid.

Separate IBNR adjustment factors are calculate@doh month, based upon the number of months bettheetime claims in that
month were incurred and the last month in the data These adjustments are applied to the colledé¢a, and the Department
calculates the estimate of nursing facility expaum@i using the methodology described above. Tdjissment is most apparent in the
Department’s estimate of claims paid in the curgear for current year dates of service, partidulerotnotes 5 and 6 of Exhibit H,
page EH-4. In these footnotes, the Department tgesalculated monthly IBNR adjustment factorestimate the percentage of
claims in FY 2008-09 which will be paid in FY 2009, and the percentage of claims incurred in FY9200 which will be paid in
FY 2010-11.

The Department uses the IBNR adjustment calculdtmm the February 16, 2009 Budget Request, usaid plaims data through
December 2008. For reference, the following tdides IBNR factors calculated over the previousrf@hange Requests and
compares them with the current IBNR factor. Thera slight increase in the factors over time, gstjgg that there is a decreasing
lag time between the date of service and the patyofentypical claim.

Date of Change Request: IBNR Factor:

November 2006 91.54%
February 2007 91.82%
November 2007 91.78%
February 2008 91.94%
November 2008 92.75%

February 2009, Novembe

0,
2009, February 2010 92.27%

Because of erratic changes to the claims paymetdrpaelated to large mass adjustment of claimsnathe nursing facility provider
fee payments were implemented, the Department dldstime IBNR factors constant through the Febr2&d0 request. When better
information is available, the Department will reiapdating the factors biannually.
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Patient Payment and Patient Days Forecasts Models

To forecast both patient days and patient paymatessy the Department selected a seasonal, autessagr model on time with a

linear trend. This model was selected because dmithof data exhibit monthly seasonality and feltrend over time. In addition,

the value in a given month is partially a functwmithe value in the previous month; this is repnésé by an auto-regressive term in
the forecasting model.

The Department presents two sets of statisticalliesupporting the selection of this forecastingded. First, the F-statistic from the
analysis of variance test of the model represdm@overall statistical significance of the mod8kcond, the stationarity of the model
needs to be tested to determine the validity offthecasts. The Department tested stationaritpdryorming a Dickey-Fuller unit
root test. In this test, the first difference bétvalues predicted by the forecast model are etibmof an auto-regressive term and a
linear trend term. The resulting regression cogfit of the lagged term is the calculated d-diaetisThis is compared again the
Durbin-Watson d-statistic upper and lower boundisthe absolute value of the calculated statissidower than the lower bound
value, there is evidence of serial autocorrelat&m the model cannot be assumed stationary.e labisolute value of the calculated
statistic is higher than the upper bound valuen ttiere is no evidence of serial autocorrelatiod the model can be assumed
stationary. If the value of the calculated statises between the upper and lower bounds, theretidence is inconclusive.

Testing the Overall Predictive Ability of the Model

The Department presents two sets of statisticalliesupporting the selection of this forecastimgded. First, the F-statistic from the
analysis of variance test of the model represdmsoterall statistical significance of the moddlhis test indicates how well the
components of the model together generate valielcasts. With a p-value of 0.0000, the model igssizally significant at the 99%
confidence level.

Testing the Stationarity of the Model

The second set of statistics test the stationafithe models. This is important, because if a @h@glnot stationary, it cannot be used
to predict values for time periods outside of trexigd represented by the actual data. The Depatttested stationarity by
performing a Dickey-Fuller unit root test. Theasatly, this test checks to see if the predictieenponents defined in the forecasting
model are actually generating random predictiomndtiough the overall model is statistically sigraiht. With any model, a portion
of the predicted value will be random. So, havangandom element in the model is not in itself @lygm; stationarity issues result
from a model in which the components assumed @eberating defined results are actually generaingom results.
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Technically, the test is performed by creating alelavhere the first difference (the current monthus the previous month’s value)

of each value predicted by the forecast modelfisiation of an auto-regressive term and a lineamdrterm. The resulting regression
coefficient of the auto-regressive term is the ghalted “d-statistic.” This is compared again therliin-Watson d-statistic upper and
lower bounds. If the absolute value of the cakmdastatistic is lower than the lower bound valtere is evidence of serial

autocorrelation (a unit root), and the model careassumed stationary. If the absolute valubetalculated statistic is higher than
the upper bound value, then there is no evidenserid! autocorrelation, and the model can be asdwstationary. If the value of the

calculated statistic lies between the upper aneétdwunds, then the evidence is inconclusive.

Ex Post/In-sample Forecasts

As an additional test of the reasonableness andstoéss of the forecasts, the Department calculstsample forecasts and
compared the results to actual data reported fgr2D08 through October 2009.

Forecasting Patient Payment Rates

The table below includes the forecasted averagearpatient payment rates for FY 2009-10 and FY0201 resulting from the
method defined in the previous section. The talde includes a base trend calculated as the esgb@atrease if the patient payment
rate was held at the June 2009 level.

The FY 2008-09 patient payment data was adjustedse in calculating projections; mass adjustmentdl claims caused a number
of claims which were originally 100% patient paahave a portion of the payment paid by the Depamtm Claims for which the
Department does not make a Medicaid payment arénolided in the calculation of the effective péerd rate. When the mass-
adjusted claims which were originally excluded frtme calculation became part of the data set, tleetese per diem rates were
skewed by claims for individuals who would have rbeesponsible for 100% of the claim before the nadjsstment. However,
these claims could not be retroactively billedhe tlient, so the Department paid a small shatbetlaim; this share was covered
by the nursing facility provider fee. In orderdbtain an appropriate patient payment per diemfoat€Y 2008-09, the Department
backed out any claims which were originally 100%eqvd paid.

The forecasted 4.44% growth rate from FY 2008-0BYa2009-10 is slightly higher than long term grbwates; the average annual
growth rate from FY 2005-06 to FY 2008-09 is 3.95d from FY 2000-01 to FY 2008-09 3.83%. The Da&pant projects a lower
growth rate, 2.76%, for FY 2010-11.
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Forecasted Annual
Average Patient
Payment Rate

Percent change
from prior FY

FY 2009-10 $31.55 4.44%
FY 2010-11 $32.42 2.76%
Base trend at flat June 2009 level

FY 2008-09 $30.21 --
June 2009 $32.16 6.46%

TESTING THE OVEEALL GOODIESS OF FIT OF THE MODEL

The predicted values are a function of seasonal mdicators,

one autoregressive AE(1) term, and a inear trend.

F-statistic: 204 p-walue: 0.0000 Confidence level: 9%
DICEEY-FULLEE TEST OF STATIONARITY OF THE MODEL
The first difference of the predicted values are a function of

one auteregressive A1) term and a linear trend.
Durban-Watson d-statistic, lower bound: 1.441 Confidence level: 99%4
Durbin-Watson d-statistic, upper bound: 1.241 Calculated d-statishe: -11.805

since the absolute value of the calculated d-statistic 1 greater than the upper bound,

there 15 no evidence of senal autocorrelation m the model; 15 assumed

that the model 13 stationary.
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Average monthly patient payme

Nusing Faciliies Patient Paynment Forecasts
FY 2009-10, and FY 2010-11
(Using IBNR-adusted data from July 2004 through Otmber 2009)
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The patient payment rate is a function of patianbme. The spikes in each January are due tothehSSI Cost of Living
Adjustment; Social Security Income is a major congra of patient income, so patient payment ratesrdiuenced by this
adjustment. As shown in the graph below, the ageeraonthly patient payment rate does not exactlyomthe changes in the annual
COLA rate. However, the flat patient payment rdtes FY 2006-07 to FY 2007-08 corresponded tolatirely low COLA

increase of 2.3%. The COLA calculations are base@onsumer Price Index for Urban Wage EarnerCedcal Workers (CPI-

W) figures. The 2008 COLA rate was significantighrer at 5.8% than the increases in previous y¢laesCOLA rate was not
increased in January 2089.

% Source for COLA data: Social Security Administat http://www.ssa.qov/OACT/COLA/colaseries.html

FY 2009-10 and FY 2010-11 patient payment rateestimated. Note that the annual COLA increasest&ifect with the January SSI payments, changing a
the mid-way point of the Department’s fiscal year.
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Average Patient Paynment and Annual Social Secuitycone Cost of Living
Adustrent (SSI COLA), FY 1999-00 through FY 2010-1L
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Ex Post Forecasts of Patient Payment Rates — Regmbds Annual Average Rates by Fiscal Year

An additional step to compare data smoothing meth®do calculate ex post forecasts for each mefmadcompare the results with
actual data. This step should not be considerembaalute test, as the data smoothing method wirmthuces the most accurate ex
post forecast will not necessarily produce the besicast using current data. However, this iseful test of reasonableness and
robustness. The data set used to forecast thenpatyment rates for FY 2009-10 and FY 2010-ldgan utilized, however in this
step, the forecasts are made for November 2008 ghr@ctober 2009 and compared to the actual dataifoperiod. The forecasted
average patient payment rate is 1.8% less thaadh&l average rate. Note that the actual dataatidhave the significant spike in
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January 2008 which is pronounced and recurringr@vipus fiscal years. This is likely due to a IG®LA increase in 2007 (see
discussion above).

Actual average (using : X
IBNR-adjusted data) Forecasted average Percentage Difference
$31.04 $30.48 -1.8%

TEZTIHG THE OWVERALL GOODNESS OF FIT OF THE MODEL
The predicted walues are a function of seasonal mdicators,

ohe auteregressive AF(1) term, and a linear trend.
F-statistic: 43 84 f-walue: 0.0000 Confidence level: 9%
DICEEY-FULLEE TEST OF STATIONARITY OF THE MODEL
The first difference of the predicted values are a function of
one auteregressive A1) term and a linear trend.
Durban-Watzon d-statistic, lower bound: 1.350 Confidence level: 99%0
Durbin-Watson d-statistic, upper bound: 1484  Calculated d-statistic: -10.665

since the absclute value of the calculated d-statistic 15 greater than the upper bound,

there 15 no ewidence of senal autocorrelation m the model; 15 assumed
that the model 1z stationary.
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Patient Payment Forecast Compared with Actual throgh October 200¢
(Using IBNR adjusted data from July 2004)
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Forecasting Patient Days

Similar to the table for patient payment rates,tdide below includes the estimated monthly pataéays and FTEs for FY 2009-10
and FY 2010-11 resulting from the method definedhia previous section. The table also includesaselirend calculated as the
expected increase if the number of patient daye \Wweld at the June 2009 level.

Forecasted Annual | Percent change

Patient Days from prior FY
FY 2009-10 3,378,386 -0.92%
FY 2010-11 3,367,575 -0.32%

Base trend if flat at June 2008 level
FY 2008-09 3,409,701 --
June 2009 3,324,508 -2.50%

Since the number of monthly patient days is infeezhby the number of days in each month, the dagdsto be normalized before
trending calculations are executed. The total remalb days in each month is divided by the numbetays in the month to create
the number of FTEs, full time equivalent days. ntieg is done using the FTEs, and then the totaéptadays are calculated by
multiplying the FTE figures by the number of dagseach month. A graph following the tables beltusirates forecasted trends of
FTEs.

The declining trend in patient days is consisteih \Wepartment program policies; clients are emlin home care or alternative
care facilities rather than nursing facilities,appropriate. From FY 2005-06 to FY 2008-09, therage annual patient days
decreased by 3.5%. From FY 2005-06 to FY 2008108e and community-based services average moraidygmrollment was up
approximately 22% (from 14,640). The number oémtis in Alternative Care Facilities increased 5#8m FY 2005-06 to FY 2007-
08 (from 3,800).

The Department believes that the pronounced negatwd observed in recent data will carry forwiatd FY 2009-10 and FY 2010-
11, but at a dampened rate. Therefore, the Depattatilizes the seasonal and autoregressive coamp®f the forecast model, but
dampens the trend component by 20%.
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Forecasted FTEs Percent_ change from
prior FY
FY 2009-10 9,251 -0.68%
FY 2010-11 9,225 -0.28%
Base trend if flat at June 2009 level
FY 2008-09 9,315 --
June 2009 9,108 -2.27%

TEZTIHG THE OWVERALL GOODNESS OF FIT OF THE MODEL
The predicted walues are a function of seasonal mdicators,

one auteregressive AR(1) term, and a linear trend dampened by 20%.
F-statistic: 4875 p-wahie: 0.0000 Confidence level 2994
DICEEY-FULLEE TEST OF STATIONARITY OF THE MODEL
The first difference of the predicted values are a finction of
one autoregressive AR(1) term and a inear trend.
Durbin-Watson d-statistic, lower bound: 1.441 Confidence level: 9994
Durbin-Watson d-statistic, upper bound: 1.541 Calculated d-statishc: -3.257

=ince the absolute value of the calculated d-statistic 15 greater than the upper bound,

there 12 no evidence of zenal autocorrelation m the model; it 12 asswmed

that the model 15 stationary.
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Nursing Facilities FTE, Forecasted Series
FY 2009-10 and FY 2010-11
(Using IBNR-adjusted data from July 2004 through Otober 2009)
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Ex Post (In-Sample) Forecasts of Patient Days

As described above for forecasting patient paymatess, the Department takes an additional steprigpare data smoothing methods
by calculating ex post (in-sample) forecasts fathemethod and comparing the results with actual.d&s previously noted, the data
smoothing method which produces the most accurapest forecast will not necessarily produce thet i@recast using current data.
The forecasted average FTEs for November 2008 giw@ctober 2009 are 0.5% higher than the actuabgeeFTEs. In FY 2007-
08, the patient days fell sharply for the firstfhafl the fiscal year and rose sharply in the secloald of the fiscal year, though not
reaching the July 2007 level. The Department ao¢expect the pronounced negative trend to coatrast FY 2008-09.

Actual FTEs (using IBNR-adjusted data) | Forecasted FTEs percentage
Difference
9,265 9,314 0.5%

TESTING THE OVERALL GOODMESS OF FIT OF THE MODEL
The predicted walues are a function of seasonal mdicators,
ohe auteregressive AF(1) term, and a linear trend.
F-statistic: £3.92 p-value: 0.0000 Confidence level: 29%
DICEEY-FULLEE TEST OF STATIONARITY OF THE MODEL
The first difference of the predicted values are a finction of
one auteregressive AE(1) term and a linear trend.
Durban-Watson d-statistic, lower bound: 1.350 Confidence level: 99%4
Durbin-Watson d-statistic, upper bound: 1484  Calculated d-statistic; -2.48%
=ince the absolute value of the calculated d-statistic 15 greater than the upper bound,
there 12 no evidence of zenal autocorrelation m the model; it 12 asswmed

that the model 15 stationary.
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Nursing Facilities FTE Forecast Compared with Actal, FY 2008-09
(Using IBNR-adjusted data from July 2004)
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Nursing Facility Rate Methodology Changes

The following is a timeline of changes to Classurding Facility policy:

FY 1997-98
FY 1998-99
FY 1999-00
FY 2000-01
FY 2001-02

FY 2002-03
FY 2004-05

FY 2005-06
FY 2006-07

FY 2007-08

FY 2008-09

FY 2009-10

8% Health Care Cap and 6% Administrafia@ Implemented

No change

8% Health Care Cap temporarily removettl @ase Mix Cap Implemented

No change

8% Health Care Cap permanently removedl Quality of Care Incentive Program / Resident t€ad Quality
Improvement Program discontinued

Administrative Incentive Allowance rensalfor three months then reinstated

8% Health Care Cap reinstated

No change

8% Health Care Cap removed for facditigth an average annual Medicaid resident censatseixceeds 64% of the
number of actual residents in that facility fortteame period. Established a rate floor of 85%mefstatewide average
rate, or 110% of the facility’s current year ratehichever is lower (SB 06-131). Provisions from 86-131 are
applicable for FY 2006-07 only.

Established the Nursing Facility GramtdrRProgram (HB 07-1183). Providers affected by ¢éhd of provisions
implemented in SB 06-131 are given additional fagdo mitigate the impact of the end of the rateffl

New methodology introduced for calculgtnursing facility reimbursement rates (HB 08-1)114e 8% Health Care
and 6% Administrative and General caps are remaaed,an Administrative and General price is seetham 105%
of the median cost for all facilities. Add-on rat@e implemented for performance and for facditagth residents who
have moderately to very severe mental health condit cognitive dementia, or acquired brain injufhe Department
is authorized to collect a provider fee from nugsiacilities statewide.

The new methodology established in HBLO84 was further amended by SB 09-263 which sjgecthe method for
calculating the General Fund share of paymentsiguhe federal American Recovery and Reinvestmeht{ARRA)
time period, adjusted the cap on General Fund drospecified conditions for supplemental paymeatsated an
upper limit on the nursing facility provider feeeplaced the 8% cap on the direct and indirect hezdte services
component of the reimbursement rate, included d haimless provision for administration and genseavices under
certain circumstances, and made changes to theothethmplementing pay-for-performance payments.

Page 50

COLORADO DEPARTMENT OF HEALTH CARE POLICY AND FINARING



Line Item Description: Medical Services Premiumd dedicaid Mental Health Community Programs

Class I Nursing Facilities — Calculation of Nursingracilities General Fund Cap (Page EH-9 and EH-10)

This exhibit calculates the cash funds needed ftwrNursing Facility Cash Fund as directed by HBLA&4 and SB 09-263 for 1)
General Fund growth over the allowable per diem eap 2) Add-on or Supplemental Payments. Per $Ba63, the state share of
all growth in the General Fund portion of the pema rate for core components is required to be ddnloly the cash fund. The state
share of growth over 5% in this rate from FY 20@t& FY 2010-11 is funded by the cash fund. Tla¢esshare of all Add-on or
Supplemental Payments are funded by the cash fulmte exhibit incorporates the impact of the Amamidaecovery and
Reinvestment Act (ARRA).

Class I Nursing Facilities — Cash-Based Actuals aRdojections by Aid Category (Page EH-11)

For comparison purposes to other service categadhissexhibit lists prior year expenditure alonghathe projected expenditure from
page EH-2. Estimated totals by aid category alie moportionally to the most recent year of adtegpenditure. Additionally, the
Department calculates per capita costs for each yea

Totals for each aid category are used to calculatied expenditure by aid category in Exhibit Eddatal per capita by aid category
in Exhibit C.

Class Il Nursing Facilities (Page EH-13)

This service category is for specialized privatesmg facility care for developmentally disabledats, which was the focus of the
Department of Human Services’ initiative to deingionalize these clients by placing them in appeip care settings. The
deinstitutionalization strategy was completed irriApf FY 1997-98. Beginning in FY 1998-99, thagee category was limited to
one facility, Good Shepherd Lutheran. There ar@laas to eliminate this facility as it essentidiiyctions more like a group home
than an institutional facility.

At the end of FY 2005-06, Good Shepherd Lutheraneimsed its enrollment from 16 clients to 20 cBenDuring FY 2006-07, the
census at this facility has remained constant, thede is no expectation that there will be a furttleange in enrollment at this
facility. Additionally, this facility received aannual cost-based rate adjustment, similar to Classsing facilities. As a result, this
service category has experienced expenditure grthvathdiffers sharply from any recent year. Thenested growth rates for FY
2009-10 and FY 2010-11 are the average of overaWth in expenditures from FY 2007-08 to FY 2008-®ecause all clients are
paid the same rate regardless of aid category #nticipated that change in expenditure per atdgoay will only change if

enrollment varies by aid category. However, tagpenditure would still remain the same; therefai#ferences between aid
categories are less relevant.
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Program of All-Inclusive Care for the Elderly (PACE(Page EH-14)

The Program of All-Inclusive Care for the ElderRACE) is a Medicare/Medicaid managed care systampifovides health care and
support services to persons 55 years of age amu. olthe goal of PACE is to assist frail individaiab live in their communities as
independently as possible by providing comprehenservices depending on their needs. PACE iswsdy by Adults 65 and Older
(OAP-B), Disabled Adults 50-59 (OAP-B), and Disablkdults to 59 (AND/AB). PACE rates are adjustegt® per year, generally
on January 1 of each year.

Effective with the November 1, 2007 Budget Requibst,Department has substantially revised the naetlbgy used to calculate the
projections for PACE expenditure. In prior yedats®e Department performed a per capita-based egtirambilar to the Acute Care
and Community Based Long Term Care projectionswéi@r, enroliment trends in PACE are different frma overall Medicaid
population. Therefore, the standard per capitasomeais unreliable, in that it does not reflect tiue cost of serving a client enrolled
in PACE.

HB 08-1374 removed the requirement that the Departmeimburse PACE providers at 95% of the equitafiee-for-service cost,
effective July 1, 2008. The Department now pays/idiers the lesser of the 100% rate or the fedgypér payment limit.

To better forecast expenditure, the Department b@gaviding two new metrics in FY 2008-09: averagenthly enrollment, and
average cost per enrollee. The average monthbllerant is based on the number of distinct clidatswhom capitations were paid
to PACE providers in each fiscal year, as deterthimeclaims information from the Medicaid Manageingformation System. The
average cost per enrollee is the total expenddivided by the average monthly enroliment for efstal year.

The FY 2009-10 projection for PACE is computed @veyal parts: First, the Department estimatesgtiosvth in the average
enrollment, and applies the selected trend faadothe FY 2008-09 average enrollment. EstimatedlEnent at new PACE
providers, which are not reflected in historicands, is added as a bottom-line adjustment. Sed¢badDepartment estimates the
growth in the average cost per enrollee, and apphe selected trend factor to the FY 2008-09 ae@st per enrollee. The
estimated cost per enrollee and estimated enroflarenmultiplied to calculate the estimated FY 2Q0%ase expenditure. Then, the
Department adjusts for any bottom-line impactsincorporated in the trend (described below). Tima sf the base expenditure and
the bottom-line adjustments is the estimated FY9200 total expenditure. FY 2010-11 is calculatethe same fashion.

To estimate the increase in enrollment in FY 2009tthe Department selected half of the FY 20064@ivth rate for Adults 65 and
Older and Disabled Adults 60 to 64 categories, & &hd 2.60%, respectively. The trend for the Ded\dults 60 to 64 category is
applied to the Disabled Individuals to age 59 ategory. To estimate the increase in enrollmerfE¥n2010-11, the Department
selected one half of these estimated FY 2009-Iise

Page 52 COLORADO DEPARTMENT OF HEALTH CARE POLICY AND FINARING



Line Item Description: Medical Services Premiumd dedicaid Mental Health Community Programs

To estimate the average increase in cost per eerollFY 2009-10, the Department selected the gegoarcent increase in cost per
enrollee between FY 2005-06 and FY 2007-08 for #=6b and Older. For the Disabled Adults 60 tafd Disabled Individuals to
age 59 aid categories, the Department selecteavirage percent increase in cost per enrollee ketw¥ 2004-05 and FY 2008-09.
For FY 2010-11, the Department held the FY 2009r&0d selections constant.

The Department has received applications for amlthii PACE providers. Senior CommUnity Care of Cadm (Volunteers of

America), a new provider, began serving clientsAoigust 1, 2008, in Montrose and Delta counties.e dhganization originally

planned to open a third facility in Grand JunctiorSpring 2010, however this plan is on hold. Roblountain Health Care began
serving clients on December 1, 2008, in El PasonBouThe Department anticipates that Total Longt€are, the Department’s
oldest PACE organization, will open a facility eté 2009 to serve clients in Pueblo as well aditiasiin Loveland and Englewood
in Spring 2011. The organization also plans tcaexigthe current facility in the Brighton area; tisiplanned for Spring 2011.

Legislative Impacts and Bottom-Line Adjustments

To account for programmatic changes which are modrporated in the prior per capita or trend fagttine Department adds total-
dollar bottom-line impacts to the projected expam@i. For complete information on legislative irofsa see section V, Additional
Calculation Considerations. The following impabtesve been included in the FY 2009-10 and FY 201@dltulations for the
Program of All-Inclusive Care for the Elderly (PALE

e HB 08-1114 directed the Department to change ththadeof reimbursement for Class | Nursing FactitieSince the PACE
reimbursement rate is a function of the nursinglitgcate, this change in methodology will impd@ACE expenditure. The fiscal
note for HB 08-1114 included $893,455 for increaB&LE expenditures in FY 2009-10. The FY 2010+hfpact is assumed to
be annualized into the base amount.

* To meet budget balancing goals, the ES-2: MediPa@jram Reductions budget request included a reduict fee-for-service
reimbursement rates. This indirectly reduced ghmbursement rate paid for PACE for FY 2009-10PAEE rates are based on
the Department’s fee-for-service rates. This rédnas a bottom line adjustment for FY 2009-10thnan implementation date of
October 1, 2009, and the annualized impact is tobwline adjustment for FY 2010-11.

* To meet budget balancing goals, the ES-6: MediPa@jram Reductions budget request included a reduict fee-for-service
reimbursement rates. This indirectly reduced ghmbursement rate paid for PACE for FY 2009-10PAEE rates are based on
the Department’s fee-for-service rates. This rédnas a bottom line adjustment for FY 2009-10thwan implementation date of
December 1, 2009, and the annualized impact idtarndine adjustment for FY 2010-11.

 SB 09-265 provides that managed care capitatiompats shall not be made before the first day ofrtieath following the
enroliment of the recipients. This impacts payrmentr Program of All-Inclusive Care for the EldeiRACE) by effectively
shifting the last monthly payment in FY 2009-10~06 2010-11. This is a permanent shift with oneetisavings in FY 2009-10.
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Supplemental Medicare Insurance Benefit (SMIB) (PadeH-18)

The Supplemental Medicare Insurance Benefit (SMi@)sists of two parts: Medicare Part A, the insaeapremium for hospital
care and Medicare Part B, the insurance premiunviedicare-covered physician and ambulatory carécEs. Only premiums are
paid in this service category; co-payments and dialas are paid under Acute Care. Medicaid cfiemho are dual-eligible (clients
have both Medicaid and Medicare coverage) or Rddieml Eligibles receive payment for Medicare PBrtand in some cases,
Medicare Part A. The Partial Dual Eligibles aideggry has two distinct groups: Qualified Medic&eneficiaries and Specified
Low-Income Medicare Beneficiaries. The Part A pem payments are made for a small subset of thelifi@gdaMedicare
Beneficiary eligibility group only. The Supplemental Medicare Insurance Benefit servategory includes the estimate of payments
for both Part B for all Medicare beneficiary cliggpes, and Part A payments for Qualified Medidaemeficiary clients. Premium
payments for Medicare clients who do not meet tingo&mental Security income limit do not receied@eral match.

The federal law that requires Medicaid to pay thedMare Part B premium for qualifying individualfi@se income is between 120%
and 135% of the federal poverty level was schedtde@xpire September 30, 2003. However, eligipilitas extended. This
population was referred to as “Medicare Qualifiediividual (1).” Legislation for the second grougferred to as “Medicare
Qualified Individual (2),” comprised of individualshose income was between 135% and 175% of thedkegdeverty level and
expired April 30, 2003. Formerly, Medicaid paicethortion of the increase in the Part B premium tuthe shift of home health
services from Medicare Part A to Part B insuranQealified Individuals are 100% federally fundedbgct to an annual cap.

Supplemental Medicare Insurance Benefit (SMIB) exjiteire is related to two primary factors: the m@mof dual-eligible clients,
and the increase in the Medicare premiums. F@reete, the historical increases in the Medicaeenjums are listed in the table
below?

* Most Medicare beneficiaries do not make a Paranpent, because they have contributed to MedicardQ or more quarters during their working lif€he
Department only subsidizes Part A payments for iediMedicare Beneficiaries who do not meet thegd@rter requirement.

® Premium information taken from the Centers for Matk and Medicaid Services,
http://www.medicare.gov/MedicareEligibility/Homep&lest=NAV|Home|GeneralEnroliment|PremiumCostIn&sAop
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Medicare Premiums
Calendar Year Part A % Change Part B % Change

2003 $316.00 $58.70

2004 $343.00 8.54% $66.60 13.46%
2005 $375.00 9.33% $78.20 17.42%
2006 $393.00 4.80% $88.50 13.17%
2007 $410.00 4.33% $93.50 5.65%
2008 $423.00 3.17% $96.40 3.10%
2009 $443.00 4.73% $96.40 0.00%
2010 $461.00 4.06% $110.50 14.63%

These premiums reflect the standard Medicare pmasiipaid by most Medicare recipients, or by the Depant on their behalf
Clients with between 30 and 39 work quarters of i@ Covered Employment require a higher Part énpum. Additionally,
some clients pay higher Part B premiums based ghehiadjusted gross income, but it is assumed diits meeting those
requirements do not qualify for Medicaid.

During FY 2007-08, the Department made its July72p@yment for Medicare premiums several days lae.a result, Medicare
automatically deducted the balance from the Depamti®m Medicaid grant. As a result, from the pecspe of Medicare, the
Department effectively double-paid July, and thH#edence became a credit against the Septembelr t@ta a result, the total
expenditure for this line does not reflect paymtamt one month, because the federal funds Medicaceived directly from the
Medicaid grant did not pass through the state’soawting system. Therefore, in order to accurafglyject expenditure, the
Department uses the actual Medicare invoice tdtal$Y 2007-08 instead of the actual expenditureR¥ 2007-08. This ensures
that the projection base is not understated, wiichld lead to a material under-projection in thee@ast.

To forecast FY 2009-10, the Department first irdtathe actual expenditure from the first half of E§09-10 by the estimated
caseload trend for the first to second half of PO2-10 from Exhibit B, page EB-1. Then, the Depamt inflates the estimated first
half expenditure by the estimated increase in tleglibvare premium, which is zero percent in 2009e fdtal estimated expenditure
for FY 2009-10 is the sum of the first half acteapenditures and the second half estimated expeadit

To forecast FY 2010-11, the Department first irdfkathe estimated expenditure from the first halFgf2010-11 by the estimated
caseload trend for FY 2010-11 from Exhibit B, p&d2 1. This figure represents the approximate edjpere for the first half of FY

Page 55 COLORADO DEPARTMENT OF HEALTH CARE POLICY AND FINARING



Line Item Description: Medical Services Premiumd dedicaid Mental Health Community Programs

2010-11. Then, the Department inflates the esadhditst half expenditure by the estimated increasthe Medicare premium to
estimate the second half expenditure. The totahated expenditure for FY 2010-11 is the sum @f tinst half and second half
estimates.

Health Insurance Buy-In (HIBI) (Page EH-20)

The Medicaid program purchases the premiums feafgihealth insurance for individuals eligible Medicaid if it is cost effective.
This is known as the Health Insurance Buy-In (HIBtbgram, permitted under 25.5-4-210, C.R.S. (2009)recent years, HIBI
expenditure has fluctuated significantly due to eumas policy and administrative changes. In paldrc during FY 2005-06, due to
the implementation of the Medicare Modernizationt,Amany of the health plans that were previouslgt ceffective became
ineffective, since the costs of those health plankided a drug benefit. This caused a significetrease in HIBI expenditure and
enrollment in FY 2005-06. Additionally, the Depagnt found that, with rare exceptions, it was nug&r cost effective to purchase
commercial insurance for clients in the Adults &8 ®lder (OAP-A) aid category. Instead, the mé&oof expenditure was shifted to
Disabled Individuals to 59 (AND/AB), for clients whdo not qualify for the Medicare Part D benefit.

In FY 2006-07, the Department experienced signiticgrowth in the program, although the cause appé¢arbe related to

administrative changes rather than other factéis: example, a single outside agency has refepppdoaimately 50 new clients to
the Department for enrollment in the program. Addally, during FY 2006-07, the Department exardia@d upgraded the existing
process to determine client eligibility for the gram. This change enabled the Department to psockents more efficiently,

resulting in an increase in caseload.

Because of the dramatic changes in the expendgatterns in recent years, the Department doesealieive that long term per capita
trends are a good indicator for FY 2009-10 expemeit Total growth in FY 2006-07 was 41.62%; growthFY 2007-08 was
21.90%, yet growth in FY 2008-09 was only 4.11%he Department selected the FY 2008-09 growth raexpenditures for all
categories to trend expenditure to FY 2009-10 an@@E10-11 for the Disabled Adults 60 to 64 (OAP&)d Disabled Individuals to
59 (AND/AB) aid categories. The Department selgéd¢tee FY 2008-09 growth rate for the Eligible Chald category, and this trend
was applied to Categorically Eligible Low-Income Wi (AFDC-A). The Department selected a 10% glovate for Baby Care
Program Adults. All FY 2009-10 trend selectiongevkeld constant for FY 2010-11.

Legislative Impacts and Bottom-Line Adjustments

To account for programmatic changes which are modrporated in the prior per capita or trend fagttine Department adds total-
dollar bottom-line impacts to the projected expaun@i. For complete information on legislative irofsa see section V, Additional
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Calculation Considerations. The following impaesibeen included in the FY 2009-10 and FY 2010&ldutations for the Health
Insurance Buy-In (HIBI) program:

e The Budget Reduction Proposal, BA-37 Increased lEnent in Health Insurance Buy-In Program, origipa¢stimated an
increase in enroliment of 100 new HIBI clients ¥ 2009-10 by repurposing existing resources tegss a current backlog of
HIBI applications. This estimate is reduced ton&W HIBI clients for the same period. The admnaiste cost of this initiative
is included in this section; the savings amouimdaduded in the Acute Care section of this request.

EXHIBIT | —SERVICE MANAGEMENT

This service group includes administrative-like ttaot services within the Medical Services Premiumasiget. The group is
comprised of Single Entry Point agencies, diseasmeagement, and administrative fees for prepaidimpahealth plans.

Summary of Service Management (Page EI-1)
This exhibit summarizes the total requests frommibeksheets within Exhibit I.
Single Entry Points (Page EI-2)

Single Entry Point (SEP) agencies were authorizeH® 91-1287. Statewide implementation was acldeldy 1, 1995. The single
entry point system was established for the cootminaf access to existing services and serviceelsl for all long-term care clients

in order to provide utilization of more appropriaervices by long-term care clients over time aetep information on the unmet
service needs of clients (25.5-6-105, C.R.S. (2009) single entry point agency is an agency im@l community through which

persons eighteen years or older, who are in ne&xhgfterm care services, can access needed lomgetee services (25.5-6-106 (3)
(a), C.R.S. (2009)).

The single entry point agency is required to sefents of publicly funded long-term care programsluding nursing facility care,
Home and Community Based Services (HCBS) for therél, blind and disabled, HCBS for persons livingh acquired immune
deficiency syndrome, HCBS for persons with brajpmp HCBS for persons with mental iliness, longatehome health care, home
care allowance, alternative care facilities, adofiter care, and certain in-home services availgblsuant to the federal Older
Americans Act of 1965 (section 25.5-6-106 (2) @M)R.S. (2009)).

The major functions of single entry point agendredude providing information, screening and redériassessing clients’ needs,
developing plans of care, determining payment ssum@vailable, authorizing provision of long-ternrecaervices, determining
eligibility for certain long-term care programsidering case management services, targeting ochireforts to those most at risk of
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institutionalization, identifying resource gaps,oodinating resource development, recovering overgay of benefits and
maintaining fiscal accountability (25.5-6-106 (2),(C.R.S. (2009)). Single entry point agencie® alerve as the utilization review
coordinator for all community based long term csgevices.

Single entry point agencies are paid a case maregere for each client admitted into a communégdd service program. Single
entry point agencies also receive payment for sesvprovided in connection with the development arahagement of long term
home health prior authorization requests, for waskociated with client appeals and for utilizatiemiew services related to home
and community based services and nursing facilities

On November 1, 2002, the Department submitted artdpr Footnote 52 of HB 02-1420, describing tla/ment methodology for
single entry point agencies. However, recentlyais come to light that the process described irdbiote report is not being used.
Instead, individual single entry point agency caotramounts are determined using data from eadlesentry point agency’s
previous year’s history of client and activity cesin At the end of the contract year the actuaintland activity counts are reconciled
against the projected client and activity countsisTprocess results in either funds owed to sieglkey point agencies for services
delivered in excess of funds received, or fundsdweethe Department for payments made in excessenfices delivered. The
Department then issues a reconciliation statenteobliect for overpayment or adjusts for underpaytmg to the amount allocated.
This payment methodology, combined with close Depant oversight, encourages single entry point @gsrto enroll only those
clients who are appropriate for community basetises.

Annual financial audits are conducted by the Depart to verify expenditures were made accordinthéocontract scope of work
and that to assure single entry point agency camgdi with general accounting principles and fed&ffite of Management and
Budget (OMB) circulars. If the audit identifiessused funds, the amount misused is collected thraugcovery order.

SB 04-206 directed the Department to implementdigbec hospice program; the impact of this ledisla is fully annualized in the
budget request. Entry into the program must beagal by single entry point agencies. The Depamntmeceived approval from the
Centers for Medicare and Medicaid Services to agddatric hospice effective January 1, 2008.

Also fully annualized in the budget request isithpact of HB 05-1243, which allowed the Departmi@nadd consumer directed care
to home and community based waiver services. Thesaces must be approved by single entry poieneigs. The Department
received approval from the Centers for Medicare Btadlicaid Services to add consumer directed careoElderly, Blind, and
Disabled waiver and the Mental Iliness waiver i®20the Department began to provide these sereifestive January 1, 2008.

Effective with the November 1, 2007 Budget Requikst,Department has revised the methodology usedltolate this portion of
the Request. Because of the administrative naifitbe service, single entry points are generadlidm fixed fee for each year,

Page 58 COLORADO DEPARTMENT OF HEALTH CARE POLICY AND FINARING



Line Item Description: Medical Services Premiumd dedicaid Mental Health Community Programs

although this amount may be adjusted based onlastparience. In recent years, the number of tdigmocessed by single entry
points has increased at a much faster rate tharalbWwedicaid caseload. Without an increase to ftked-price contracts, single
entry points would be required to serve an increapopulation with the same funding.

Therefore, the Department’s request includes arease to single entry point contracts. The re@aesicrease is based on the
expected increase in Home and Community Based &sr¢HCBS) utilization, as determined by averagethiyg paid enroliment in
the Department’s HCBS programs. These figuresataeflect the actual enroliment in HCBS programs;, do they reflect actual
single entry point caseload; rather, they are basethe number of clients for whom the Departmeat paid a related claim during
each fiscal year. This figure is therefore comsistvith the cash accounting basis of Medical $e/iPremiums. The Department
believes that growth in paid enrollment is a goaaky for growth in single entry point caseload.

For FY 2009-10, the Department’s projection usesttital base contracts amount, which is the curmemtunt allocated to single
entry points in the FY 2009-10 Long Bill appropioat (as determined by information provided by tbemtiBudget Committee during
Figure Setting), and adds two legislative impasee(below). For FY 2010-11, the Department esém#be increase in HCBS
utilization based on the average percent changeamage monthly paid enroliment from FY 2005-O&®tiyh FY 2009-10 to date for
the Adults 65 and Older, Disabled Adults 60 to &4 Disabled Individuals to 59 aid categories. ®Werall average percent change
in average monthly paid enroliment for all categsrirom FY 2005-06 through FY 2009-10 to date igliad to the remaining aid
categories. The estimated FY 2009-10 total experalis inflated by this percentage, and legistaiimpacts are added to estimate
the total FY 2010-11 expenditure.

Legislative Impacts and Bottom-Line Adjustments

To account for programmatic changes which are modrporated in the prior per capita or trend fagtoine Department adds total-
dollar bottom-line impacts to the projected expam@i. For complete information on legislative irofsa see section V, Additional
Calculation Considerations. The following impahbts/e been included in the FY 2009-10 and FY 201@sdlldulations for Single
Entry Points:

* The Budget Reduction Proposal, BA-33 Provider Vauamd Rate Reductions, decreases the amount p&idte Entry Point
providers by 2%, effective July 1, 2009.

» To meet budget balancing goals, the Departmentgsexpa series of initiatives to reduce Medicaideaxiture through the ES-2:
Medicaid Program Reductions budget request. Theelre Order included a 1.5% reduction in the keirsement rate paid for
Single Entry Points for FY 2009-10. This reductiera bottom line adjustment for FY 2009-10, withimmplementation date of
September 1, 2009, and the annualized impact adtarb line adjustment for FY 2010-11.
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» To meet budget balancing goals, the Departmentgsexpa series of initiatives to reduce Medicaideaxiture through the ES-2:
Medicaid Program Reductions budget request. Thelre Order included a 1.0% reduction in the keirsement rate paid for
Single Entry Points for FY 2009-10. This reductiera bottom line adjustment for FY 2009-10, withimmplementation date of
December 1, 2009, and the annualized impact idtarndine adjustment for FY 2010-11.

Disease Management (Page EI-4)

Beginning in July 2002 the Department implementexksal targeted disease management pilot prograsngermitted by HB 02-
1003. Specifically, the Department was authorizedaddress over- or under-utilization or the inaggiate use of services or
prescription drugs, and that may affect the totadt of health care utilization by a particular Msdd recipient with a particular
disease or combination of diseases” (25.5-5-31R.%.(2009)). Initially, pilot programs were funtdsolely by pharmaceutical
companies; the programs began and ended at diffensgs between July 2002 and December 2004.

During the pilot program, the Department initiaten disease management programs to identify tis¢ appropriate strategies to
contain rising health care costs, improve accesetoices and improve the quality of care for the-for-service Medicaid clients.
The targeted disease conditions included high-ing&nts, clients with asthma, clients with diabetekents with schizophrenia,

female clients with breast and cervical cancer, elehts with chronic obstructive pulmonary diseas@dditionally, the Care

Management Organization pilot was established twrdinate all of the disease management programsaedtablish a means for
additional fee-for-service clients to obtain inteescase management or health counseling.

The pilot programs revolved around three key mathaggre principles: appropriate and timely acces$dalth care services,
evaluation and support for adherence to appropnaeical regimens/treatments and provision of maflg recommended practice
guidelines for each chronic disease. The pilotgmams enabled the Department to obtain actual @dtorMedicaid disease
management data and experience to be utilizedifard program development.

As a result of the pilot programs, the Departmenéered into permanent contracts with two diseaseagwment companies for two
health conditions: clients with asthma, and cBemith diabetes. In order to provide appropriatmagement to achieve cost-savings,
reducing hospitalizations and emergency room visite Department contracted with Alere Medical hpoyated for clients with
asthma, and with McKesson Health Solutions forntewith diabetes. Over time, the Department liaed and changed contracts
as appropriate to ensure that Medicaid clientsicoatto receive quality care.

At the start of FY 2008-09, the Department had fiNeease management contracts covering specifidittmms. Those conditions
were: asthma; congestive heart failure (CHF); slorabstructive pulmonary disease (COPD); high mdistetrics; and weight
management. The Department also employed a ctmtrée do more general disease management via ¢elieme. The
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Department’s funding for these contracts was a @oation of General Fund, Prevention Early Detectimal Treatment Fund, and
federal funds. Certain restrictions, specifiedsection 24-22-117 (2) (d) (IV.5), C.R.S. (2009miti the use of Prevention Early
Detection and Treatment Fund. Therefore, the Deant separated the amount of base funding (cdsetfamanced with General
Fund) and the amount of expansion funding (corgréiobinced with Prevention Early Detection and Tremt Fund) in order to
ensure that its request reflects the correct amwont each funding source. For FY 2008-09 onlys geparation was reflected as a
bottom-line impact.

The Department’s disease management contractoratedeon a fixed budget (specified in the contraaty client enrollment could
not exceed a fixed number of clients that the Depant has determined shall be managed on that hudintractors accepted new
clients only up to the enrollee limit as specifiadhe contract.

Effective June 30, 2009, the Department discondnilne five specific Disease Management programise rEmaining funds were
used toward services related to the treatment efhéalth conditions specified in HB 02-1003. Thep&rtment’'s telemedicine
program has two months of expenditures encumbereeY 2009-10; the encumbered amount of $63,4&&isded in the FY 2009-

10 request. The Department does not plan to rehevtelemedicine contract when it expires on Sepee80, 2009. The amount
included in FY 2010-11 is the total amount of furfiden the Prevention Early Detection and Treatntamid which is reappropriated
from the Department of Public Health and Environtmen

Prepaid Inpatient Health Plan Administration (Paggl-5)

Prepaid inpatient health plans (formerly known abmiistrative Service Organizations) are an altéveato traditional health

maintenance organizations. They offer the caseagement and care coordination services of a heaihtenance organization for
a fixed fee. The organizations do this by notrigkon the risk traditionally assumed by health n@iance organizations. The
Department began using this type of organizationldétiver health care to Medicaid clients during E803-04. The Department
currently contracts with one prepaid inpatient tieglan, Rocky Mountain Health Plans. In FY 20@-the Department ended its
contract with Management Team Solutions. Prepajgatient health plans receive a fixed amount adstmative fee per client.

Exhibit EI-6 depicts only the administrative feeperditures for the Department’s current contractecjuding estimated cost
avoidance payments. The service costs for thegnations are included in Acute Care. Becausadministrative fee remains the
same in FY 2009-10 and FY 2010-11, the Departmastused actual enrollment in its current admirtisiaservice organization to
forecast expenditure in FY 2009-10 and FY 2010-11.

In addition to an estimate for the amount of adstimative fees, the Department has added bottomunpacts for the estimated
contracted cost avoidance payments to Rocky Mowiidaalth Plans for cost avoidance in FY 2005-06ugh FY 2008-09. During
FY 2007-08, the Department and Rocky Mountain HeRBlans were unable to come to an agreement ocotinect amount of cost
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avoidance for the contract year FY 2005-06, anghangment was paid. At that time, the Departmeniciatted that it may make a
combined payment for FY 2005-06 and FY 2006-07 Yn2B08-09, with existing funding. In addition, tBepartment anticipated
making a single contracted payment in FY 2009-XGsévices rendered in FY 2007-08. The FY 200%gure was estimated based
on the percentage enroliment increase of 1.37%i2F07-08. However, since that time, federal Cenfer Medicare and Medicaid
Services (CMS) directed the Department to ceasengainy cost avoidance payments until all histdraacounter data for prepaid
inpatient health plan claims is integrated intoMedicaid Management Information System (MMIS) eyst

Concurrent with the project to include all encountlata in the MMIS system, the Department has adb@ new payment
methodology effective FY 2009-10. This changeiisaled by HB 07-1346. Under the new methodoldlyg,annual cost avoidance
payments will no longer be made, and there wilelyjkbe an acceleration of payments due to cashuatiog. The impact is

indeterminate at the time of preparing this budgeuest, and the Department will adjust for angdiismpact through the normal
budget process.

The Department holds the estimated amount of castlance for the contract years FY 2005-06 and B¥6207 constant from the
February 16, 2009 Budget Request. This bottom didigistment of $943,802 is projected to impact POR10. The estimated
amount of cost avoidance for the contract year2B37-08 and FY 2008-09 is estimated as the amaugihally estimated for FY
2007-08 in the February Request. Since there mayay not be cost avoidance savings realized fesehyears, the Department
holds the FY 2007-08 figure constant at $956,606ugh now as an estimate of the cost avoidance m@inbmth years, and projects a
FY 2010-11 impact.

The final payments will differ from the budgetedamt, as the Department will calculate the actonabant of cost avoidance, which
may be higher or lower than the estimated levels.

Legislative Impacts and Bottom- Line Adjustments

To account for programmatic changes which are modrporated in the prior per capita or trend fagttine Department adds total-
dollar bottom-line impacts to the projected expaun@i. For complete information on legislative irofsa see section V, Additional
Calculation Considerations. The following impahktse been included in the FY 2009-10 and FY 201@dldulations for Prepaid

Inpatient Health Plan Administration:

* In addition to an estimate for the amount of adstmative fees, the Department has added bottompacts for the estimated
contracted cost avoidance payments to Rocky Momiidaalth Plans, as detailed above.

» The Joint Budget Committee recommended and appr$v6d,000 in additional appropriated total fundsstfee 2009 Long Bill
to implement the coordinated care for people wiglakilities pilot program as directed by SB 06-128.
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 SB 09-265 provides that managed care capitatiompats shall not be made before the first day ofrtieath following the
enroliment of the recipients. This impacts paymeat Prepaid Inpatient Health Plan Administratineffectively shifting the
last monthly payment in FY 2009-10 to FY 2010-This is a permanent shift with one-time saving¥h2009-10.

e The FY 2010-11 request includes funding for the &apent’s Medicaid Value-Based Care Coordinatiatidtive, and for the
administrative cost of a Colorado Regional IntegplaCare Collaborative study related to the inketi

» To meet budget balancing goals, the Departmentgsexpa series of initiatives to reduce Medicaideaxiture through the ES-2:
Medicaid Program Reductions budget request. ThelRre Order included a 1.5% reduction in the keirsement rate paid for
Prepaid Inpatient Health Plan Administration for EQU9-10. This reduction is a bottom line adjusttrfer FY 2009-10, with an
implementation date of September 1, 2009, andrithaaized impact is a bottom line adjustment forZod0-11.

EXHIBIT J- CASH FUNDED EXPANSION POPULATIONS

Summary of Cash Funded Expansion Populations (Pagek1 and EJ-2)

These exhibits summarize the source of fundingHealth Care Affordability Act of 2009 and TobacceaxTcash funded expansion
populations.

Health Care Expansion Fund Populations (Pages EX8ough EJ-6)

The caseload impacts of the Health Care Expansiod FFom HB 05-1262 are already included in the Mad caseload projections.

The Medical Services Premiums request is basedh@setcaseload projections and per capita costs. oVérall request for each
service category (Acute Care, Community Based Ldoagn Care, Long Term Care and Insurance, and SeM&nagement) is

divided out in the Federal Match Calculation, Exhy pages EA-3 through EA-6 splitting the requiegtGeneral Fund, Cash Funds,
and federal funds accordingly. To isolate certakpenditures, the Department performs bottom-lidpistments to allocate

expenditure to the Health Care Expansion Fund. skoplicity, pages EJ-3 through EJ-6 show the fgplit adjustments that need to
be made to the General Fund amounts shown in e&tiors of the Calculation of Federal Match exhilfiage EA-3 through EA-6).

The Health Care Expansion Fund is administerechbyDXepartment. Items funded include 1) the aduficCategorically Eligible
Low-Income Adults and Eligible Children estimatedbecome eligible for Medicaid due to the removighe Medicaid asset test, 2)
expansion of child enrollment under the ChildreHeme and Community Based Services Waiver and th&l@h's Extensive
Support Waiver programs, 3) Medicaid for legal igrants, 4) increased Eligible Children due to timpact from marketing the
Children’s Basic Health, 5) providing presumptivMaieility to pregnant women in Medicaid, 6) parsndf children enrolled in
Medicaid or the Children’s Basic Health Plan fro6%3to least 60% of the federal poverty level, apddditional foster care clients
between 18 and 21 years of age eligible for Medi@amediately prior to their 1Bbirthday. The request differs from the analysis i
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the fiscal note due to updating the per capitascastl caseload estimates to those in the reqiiésttotal for each program is listed
in the table below. Following the tables are skiedcriptions for each of the programs.

FY 2009-10 FY 2010-11
Health Care Expansion Fund Programs Total Funds E Health Care Total Funds Health Care
xpansion Fund Expansion Fund

Expansion Adults $43,016,134 $21,508,068 $52,499,637 $26,249,819
Expansion Foster Care $2,223,974 $1,111,987 $2,848,573 $1,424,287
Presumptive Eligibility $2,868,270 $1,434,135 $3,076,475 $1,538,238
Legal Immigrants $33,070,058 $16,535,029 $37,224,679 $18,612,340
Removal of Medicaid Asset Test $69,988,186 $34,994,093 $78,103,937 $39,051,969
Children's Home and Community Based Services $20,668,579 $10,334,290 $21,921,543 $10,960,772
Children's Extensive Support $3,187,964 $1,593,982 $3,381,224 $1,690,612
Total* $175,023,165 $87,511,584 $199,056,068 $99,528,037

* Figures presented are not adjusted for the imphttte American Recovery and Reinvestment Act (ARR

The Department’s projections for presumptive ell@ih legal immigrants, the removal of the Medidasset test (adult and children
expansion), Children’s Home and Community Basedi&es, and Children’s Extensive Support are typycdéscribed in detail in
the Tobacco Tax Update included with of this Budgegjuest. However, due to the impact of state ataadfurlough days, the
narrative for the Tobacco Tax Update has been edhitiom this budget request. Please refer to tigalment’s February 2009
Supplemental Request for Medical Services Premiants Tobacco Tax Update for a description of the @b@pent’s forecast
methodologies, where appropriate.

Expansion Adults

Eligibility for low-income adults was expanded B 05-1262. Clients who do not qualify as Categally Eligible Low Income

Adults (AFDC-A), have income less than 60% of tedefral poverty level, and have children who are ib&d eligible. Foster care
eligibility for some clients was extended to chddrup to age 21 via SB 07-002. These populatiecsive the full family-Medicaid
benefits package, and are forecast as part otdhdard per capita development in Exhibits F, Gardl I.
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Expansion Foster Care

Foster care eligibility for some clients was extethdo children up to age 21 via SB 07-002. Thedd@pent began forecasting costs
for these clients separately from the traditionaster Care population as of this Budget Requesti@lseibstantial differences in the
service utilization patterns between the two popars. In forecasting caseload and per capitasc@st this population using
historical expenditure data and enroliment levitle,Department assumes that this population Isrstihe ramp-up phase of program
implementation. Therefore, per capita cost aneloas growth rates are expected to exceed thogected for the traditional Foster
Care population until FY 2010-11. However, peritagost growth for this population has stabilizeeer the past year, and is
expected to grow by 3.14% in FY 2010-11.

Presumptive Eligibility

The Department discontinued Medicaid presumptivgikelity on September 1, 2004. Pursuant to HB12%2 the Department
reinstated the presumptive eligibility processgeetiive July 1, 2005. Similar to the Children’s Baklealth Plan, presumptive
eligibility for Medicaid was handled through the tham network through December 2007. To be eligiimgresumptive eligibility,
a woman shall have a verified pregnancy, declaae ltbr household's income shall not exceed 133%d&fral poverty level and
declare that she is a United States citizen orcaumented immigrant. Eligibility for Medicaid mubke determined by the county
within 45 days of application. Once eligibilitydetermined, the client will be taken off presumeteligibility and may go to fee-for-
service or another Medicaid health maintenancerizgdon. Previously, the Department made paymen#nthem based on the
estimated cost per client per month, and checksdégiicates to assure that payments are not alste rti@ough the Medicaid
Management Information System for these client$fedive January 2008, clients who receive presuivapeligibility are being
accounted for through the Medicaid Management in&iion System.

Using the normalized data, the Department has gegjecaseload for FY 2009-10 and FY 2010-11 usiisgphical enrollment
figures. Expenditure is projected using the cureererage monthly cost multiplied by the monthlgelaad. The Department has
forecasted expenditure based on historical mormtkhenditure and caseload.

Optional Legal Immigrants

SB 03-176 eliminated Medicaid coverage to legal igramts. However, implementation of the bill wasdayed. During the delay
Tobacco Tax funds funded the expenditures for tlodieaits resulting in continuous coverage for thagpulation. HB 05-1086
reinstated Medicaid coverage for legal immigramig a provision was added to HB 05-1262 to provideling from the Health Care
Expansion Fund on an ongoing basis.
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Citizenship status is collected to determine whagiplicants are categorized as legal immigrantsugeidegal immigrants in the

Colorado Benefits Management System. lllegal immemgs have no documentation and are eligible foergency services only.
Legal immigrants with 5 or more years of residemnyd 40 or more work quarters are categorized asamadatory Medicaid

population and receive full benefits, provided timeget the eligibility requirements other than @tighip status. Optional Medicaid
legal immigrants (those who have 5 years of resigdnut less than 40 work quarters) also receivienfigldical benefits. When SB
03-176 passed, it was intended to eliminate fultiaid benefits for optional legal immigrants andypde emergency services only.
However, SB 03-176 was never implemented and tblesats did not lose their full Medicaid benefitslB 05-1086 reinstated the
benefits for these optional legal immigrants. Thepartment identified system changes that can béemathin the Colorado

Benefits Management System that has enabled tharegnt to track this expansion population. EffectAugust 2007, the

Department implemented system changes enabling titack actual expenditures and monthly enrolimewnels for the Optional

Legal Immigrants population.

Due to the reinstatement of services to legal imnamts granted by HB 05-1086, $2,638,343 was furtiealigh the Health Care
Expansion Fund for FY 2004-05. In FY 2007-08, Bepartment was appropriated $11,596,517 for legatigrants; the amount
funded by the Health Care Expansion Fund was $6/826Figure Setting, March 8, 2007, Appendix Byg@al). The Department’s
projections have been revised to include the agmmécted expenditure for this population begignivith FY 2008-09.

Removal of the Medicaid Asset Test

Effective July 1, 2006, the asset test no long@li@p to children and adults. As a result, client® were previously ineligible for
Medicaid became Medicaid eligible. Additionallyieats who were eligible for only the Children’s8aHealth Plan now qualify for
Medicaid. During FY 2006-07, the Department betiameceive data on clients who are affected byrémoval of the asset test.
Currently, however, the Department’s reporting omdgntifies total expenditure and not expendituyeehgibility category. The
Department has forecasted expenditure based aribédtmonthly expenditure and known caseload.

Because the Department is no longer able to re@ssst test information for individuals who are applying for Medicaid and other
financial assistance programs, the asset test @npmpulation has been difficult to track. Changesthe Colorado Benefits
Management System allow for all individuals appdyifor Medicaid benefits to be marked with a flagttiheports the following:
whether the client would have been eligible for Mad regardless of the asset test removal; ifdient would not qualify for
Medicaid if the asset test was still in place; ibiif is unknown whether the client’'s assets arfaetor in determining eligibility.
Circumstances where this information may not bewkmanclude: existing clients who have not goneotizh a yearly re-
determination, or clients who are not required tovmle asset information as a result of not apgyior other public assistance
programs.
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For clients who have not provided asset test inédion, the Department transfers funds from the tHe@are Expansion Fund under
the assumption that a number of clients who hateaemorted asset information would not have quedifior Medicaid prior to the
rule change. In previous years the Departmentnasduhat of the clients who had not reported aséetmation, the proportion of
these clients who would not have qualified priorthe change was the same as the proportion oftgliho had reported asset
information and would not have qualified. Howeveased on analysis performed in FY 2007-08, theb=murof clients who have
reported asset information is well below the orilevels anticipated. Therefore, starting in FO02-08, the Department has revised
the methodology used to allocate expenditure femtd who have not reported asset information. Dbhpartment’s preliminary
research indicates that clients who gained elitybbecause of the removal of the asset test harefisantly higher income on
average than clients who would have qualified rélgas of the change. Further, clients who haveepmirted asset information have
significantly higher income than those clients wiave reported asset information. Based on thigrimdition, the Department
believes that there is a significant under-repgrbias in the eligibility data, in that clients whave higher income are less likely to
provide asset information.

Given the under-reporting bias, the Department dm¢delieve that it is appropriate to use thectstatio of clients who would not
have qualified to the total population who haveomtgd asset information. Rather, the Departmestusad that ratio as a base, and
inflated it by 100%. This figure is a rough estimabased on the average difference in incomesdagtwlients who have reported
asset information but would not have previouslylidied for Medicaid and those that have not proddesset information. Because
the results are preliminary, the Department hasemachumber of assumptions to ensure that the dstimaconservative and
reasonable, and has rounded the figure because ahlterent uncertainty of this projection. ThepBrement continues to research
this issue, and anticipates that a more compreveasid permanent framework will be available intaife Budget Request.

The methodology used to forecast costs for thasatslassumes that similar patterns of caseloadpandapita cost growth exist
within eligibility types. The Department uses #eecutive forecasts of caseload and per capitathroates amongst the eligibility
types potentially affected by the removal of theeastest, weighted by the relative size of thospufations, to project total
expenditures for the removal of the asset testfuttore budget years.

Children’s Home and Community Based Services aadcthildren’s Extensive Support Waiver Program Exgam

The Children’s Home and Community Based Servicd$GBS) and the Children’s Extensive Support (CESiveraprograms are
programs that use Medicaid funds to serve chilthahwould not qualify for Medicaid under standefigjibility criteria. The waiver
programs relax eligibility requirements for cert@aopulations and apply to receive federal matcliingls for the program. Upon
approval, the waiver programs are eligible to nesdederal matching funds at the Medicaid definatks for state expenditures.
Once a child is on the waiver, he/she must recatveast one state-paid waiver service per montenin on either of the Waiver
programs.
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In order to calculate the impact to the Health G&xpansion Fund, the Department calculates thenattd total cost per waiver slot
for each program, and multiplies that cost by titalthumber of slots. The CHCBS waiver has 678/araslots, and the CES waiver
has 79 slots which are funded via the Health Caq@aBsion Fund. For the CES waiver, waiver costsrat charged against the
Medical Services Premiums Long Bill group; rathtbgse costs are borne by the Department of Humancss.

In FY 2007-08, the Department changed the methggaio account for the CHCBS waiver slots. In poens years, the Department
considered each waiver slot as numbered sequgntiadit is, the “last” 678 slots were consideredansion slots. This had the result
of effectively reducing the total number of waiaots eligible for Tobacco Tax funding, as there delays in filling waiver slots
when those slots become available. In its Febr&2008 Budget Request, the Department requéstexbve to an “average slot”
methodology, where the average per capita cosslpemwas used to determine the total expendituree Joint Budget Committee
approved the Department’s methodology during Figbetting in March 2008. Effective with FY 2008-0%e Department is
requesting to apply this methodology to the CESveraprogram as well. This has the effect of insie@ the effective number of
slots from 59 to 79, the total amount of expansions added.

Hospital Provider Fee Funded Populations (Pages Exnd EJ-8)

HB 09-1293, the Health Care Affordability Act of@®) authorizes the Department to collect hospitavider fees for the purpose of
obtaining federal financial participation for thete’s medical assistance programs and using thwioed funds to: (I) increase
reimbursement to hospitals for providing medicakaander the medical assistance program and ther&a Indigent Care Program,;
(I increase the number of persons covered byipubédial assistance; and (lll) pay the administeatosts to the Department in
implementing and administering the program. ThlsHzis a FY 2010-11 impact on the Medical Servieesmiums budget request
and would similarly have an impact on FY 2009-1®wstd the program receive federal approval in tinoe €urrent year
implementation. The Department is presenting thaated figures for FY 2009-10 (page EJ-7) for infational purposes. Because
the Department’s appropriations are conditionalrufexeral approval, the estimated impact on FY 2009s removed from the
Department’s official request in Exhibit A.

The Department anticipates enrolling new clients ithe Medicaid system beginning in April 2010. eTpopulations, described,
below, will be funded through revenue generatirmgnfifederal funds and two State cash funds: the ikbddprovider Fee Fund and
the Medicaid Buy-in Fund.

Hospital Provider Fee Fund

HB 09-1293 establishes this fund provides for co$tadministering Medicaid programs to three of ftwer HB 09-1293 expansion
populations that impact the Medical Services Premsibudget (a fifth expansion population impactsG@Gr#P+ program):
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Expansion Adults to 100%

While the Health Care Expansion Fund provides fagdor parents of children enrolled in Medicaidtbe Children’s Basic Health

Plan from 36% to least 60% of the federal povesixel (see above), the Hospital Provider Fee Fundrscexpenditures for parents
from over 60% to 100% of the federal poverty lev8lubject to federal approval, this expansion pagmut would receive the same
benefits as parents currently eligible under MedicaThe Department estimated that rules and & gian amendment would be
approved by March 2010, with an effective date pfiAL, 2010.

The Department’s estimated caseload for this exparse based on data provided by The Lewin Grolipis data is described in
the Department’s February 16, 2008 Budget Req&e3t,“Children's Basic Health Plan Medical Premiamna Dental Benefit Costs.”
For this expansion, the Department has assumeeaphaates of 30% in FY 2009-10, 70% in FY 2010-44¢ 90% in FY 2011-12.
The Department will update these caseload estintateagh the normal budget process when more retaatbecome available.

The Department assumes that the medical and meguaidih per capita costs for this expansion groupbsithe same as those for the
Medicaid Expansion Adults population. The Deparitneill update these per capita estimates throbghrniormal budget process
when more recent data become available.

Continuously Eligible Children: Family Medical Praam and Foster Care

The Department anticipates providing 12 monthsuzrgnteed eligibility to children in Medicaid beging in February 2012. The
Department assumes that it would be necessaryvieerds State Medical Services Board rules as asgllsubmit a state plan
amendment.

The Department assumes that with 12-month guardrekgibility in Medicaid as described above, theermge length of stay in
Medicaid and the Children's Basic Health Plan waddalize at a lower level than experienced bydeéil currently in Children's
Basic Health Plan. This is due to children beibte do move between the programs within the samend@th guaranteed period,
which would result in a slightly lower average lémgf stay in both programs.

The Department assumes that fee-for-service costthése additional months of service would be lothan the current Medical

Services Premiums per capitas. The current patasago not assume 12-months of guaranteed eltgibiLow-income clients are

assumed to have a pent up demand for serviceshwlhices higher per capita costs. For the addaiomonths created by 12-month
guaranteed eligibility, these higher cost servaesassumed to be resolved, and the per capitédstieciine.

Adults Without Dependant Children to 100% FPL
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The Department assumes that it would be necessapyise its State Medical Services Board rulebjrsua state plan amendment,
as well as receive a federal waiver to establigh gfoposed Adults Without Dependant Children (AWDsEdpgram (previously
known as Childless Adults), effective January 2002e Department assumes that the new AWDC prograoidawrequire an 1115
demonstration waiver from CMS. Section 1115 of Soeial Security Act provides CMS broad authorayauthorize experimental,
pilot, or demonstration projects likely to assistpromoting the objectives of the Medicaid statudexibility under Section 1115 is
sufficiently broad to allow states to test substdiyt new ideas of policy merit. Some states expealgibility with 1115 waivers to
individuals not otherwise eligible under the Medilc@arogram, provide services that are not typicalhvered, or use innovative
service delivery systems.

The number of uninsured individuals assumed toigaate in the program is based on data providechbgme date and analysis
supplied by The Lewin Group.

The assumed medical per capita for the AWDC progiafmased on the actuarially developed rate forbidsic benefit package
outlined in the ‘Better Health Care For Coloradebposal from the Blue Ribbon Commission for Headtlec Reform, trended
forward by projected medical inflation. The Depaenht assumes that these individuals would alsoligéle for mental health
benefits and has assumed the per capita cost fdickld low-income adults.

Medicaid Buy-in Fund

This fund is administered by the Department to supgxpenditure for the Buy-in for Individuals withisabilities expansion
population, as authorized by HB 09-1293.

Buy-in for Individuals with Disabilities

Disabled individuals with income up to 450% of flederal poverty level would become eligible for Nt=dd benefits beginning in
July 2011. The Department assumes that it wouldeoessary to revise its State Medical ServicesBndes, and seek appropriate
federal approval in order to establish the propddedicaid Disabled Buy-in program.

The Department’s estimated caseload for this exparse based on data provided by The Lewin Grolipis data is described in
the Department’s February 16, 2009 Budget Req&e3t,“Children's Basic Health Plan Medical Premiamna Dental Benefit Costs,”
and will be updated with more recent data as ibbexs available.

The Department assumes that the Medical ServicasiBms and Medicaid Mental Health per capita cmtshe Disabled Buy-In
program will be comparable to those for the curidetlicaid Disabled Individuals to 59 (AND/AB). Tl¥epartment assumes that
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the Mental Health per capita for the Buy-In progrenould be equivalent to that for Medicaid Disabledividuals to 59, and the
Medical Services Premiums per capita is adjustsddban the following assumptions:

The Department assumes that there would be propaity fewer children in the Buy-In program thanthe current Medicaid
Disabled Individuals to 59 (AND/AB) population. reatal income is not included in the determinabdeligibility for children’s
waivers, so there should be few high income childhat would not already be eligible. On averadedren exhibit higher costs
than adults, so the per capita is decreased bas¢keocosts of adults in Disabled Individuals tode®@npared to the total per
capita.

The Department assumes that most clients in thelBpyogram will have little utilization of many Hee and Community Based
Services waivers and other Long Term Care servicBElse Department assumes that few individuals whth ability to work
would meet the level of care for either a waivenorsing facility, decreasing the per capita costs.

FY 2009-10 FY 2010-11

Hospital Provider Fee Programs Total Funds Cash Fuah Total Funds Cash Fund

Expansion Adults to 100% $1,912,910 $956,455 $32,938,535 $16,469,268
Continuously Eligible Children: Family Medical Pmagn $0 $0 $0 $0
Continuously Eligible Children: Foster Care $0 $0 $0 $0
Buy-in for Individuals with Disabilities $0 $0 $0 $0
Adults without Dependant Children to 100% FPL $0 $0 $0 $0
Total $1,912,910 $956,455 $32,938,535 $16,469,268

EXHIBIT K - UPPERPAYMENT LIMIT FINANCING

The Upper Payment Limit financing methodology acpbshes the following:

Increases the Medicaid payment up to the fedeaditbyvable percentage for all public government advoeoperated home health
agencies, outpatient hospitals, and nursing faslivithout an increase in General Fund.

Maximizes the use of federal funds available toSk&te under the Medicare upper payment limit tghothe use of certification
of public expenditures.
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* Reduces the necessary General Fund cost by usirfgdaral funds for a portion of the State’s sludrne expenditures.

The basic calculation for Upper Payment Limit fiogag incorporates the difference between Medicark Medicaid reimbursement
amounts, with slight adjustments made to accountifterent types of services and facilities. Besaactual Medicare and Medicaid
reimbursement amounts are not yet known for theeatirfiscal year, prior year’'s data for dischargelaims, and charges are
incorporated into the current year calculation.

Funds received through the Upper Payment Limibfapatient hospital services are used to offsee@ei-und expenditures. These
offsets started in FY 2001-02. Similar methodadsgare used for home health and nursing home presniuwhile outpatient
hospital services and nursing facilities accountaféarge portion of Upper Payment Limit fundingnie health has expenditures that
are relatively small by comparison, and will expagde little impact related to changes in reimbuesgmates.

In FY 2005-06, the Department only certified expaneé for a half year due to a federal audit reiggirthe Department to certify
expenditure on a calendar year basis. During Ei@etting in March 2006, the Department’s FY 20@06Base Reduction Item 2
(November 15, 2005) was approved; starting in F¥6207, the Department will record exactly the dedi amount as Cash Funds
Exempt.

During FY 2007-08, the Department was informedhmy €enters for Medicare and Medicaid Services (CtW&) it would no longer

be permitted to certify public expenditure for nogsfacilities. However, in FY 2008-09, CMS ancetBepartment came to an
agreement which allowed for a certification procasdong as it included a reconciliation procesprtwvider cost. Therefore, the
Department has included expenditure for certiferatof public nursing facility expenditure. Wherppécable, the Department’s
estimates will be adjusted for any reconciliati@nfprmed.

Projections for all provider types are providedExhibit K.

EXHIBIT L - APPROPRIATIONS ANDEXPENDITURES

This exhibit displays the FY 2008-09 final actualal expenditures for the Medical Services Premjuimduding fund splits, the
remaining balance of the FY 2008-09 appropriatenm] the per capita cost per client. The per caymtt in this exhibit includes
Upper Payment Limit and financing bills. This éxhwill not match Exhibit C due to these inclusson
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EXHIBIT M — CASH-BASED ACTUALS

Actual final expenditure data by service categanythe past eleven years are included for histbpogpose and comparison. This
history is built around cash-based accounting, &itt? month period for each fiscal year, basedad gate. This exhibit displays
the estimated distribution of final service catggexpenditures by aid category from the estimatedl fexpenditures by service
categories. This is a necessary step becausedtyes in the Colorado Financial Reporting Sys{@®FRS) are not allocated to
eligibility categories. The basis for this alloocatis the Medicaid Management Information Syst&fapnagement and Administrative
Reporting Subsystem report named the “REX01/COLARS) 464600.” This report provides detailed moyttéata by eligibility
category and by service category, as defined gna@rgl ledger code structure. From that steppéneent of the total represented by
service-specific eligibility categories was comgliend then applied to the final estimate of expemes for each service category
within each major service grouping: Acute Care, @umity Based Long Term Care, Long Term Care andrinxe (including
subtotals for long term care and insurance pieeparately), and Service Management.

For the February 2010 request, Exhibit M also idekithe year-to-date FY 2009-10 expenditure.

Effective with the November 1, 2007 Budget Requibst,Department has made several labeling changéstexhibit:

Service Group Old Title New Title

Administrative Service Organizations -

Acute Care .
Services

Prepaid Inpatient Health Plan Services

Home and Community Based Services -

Community Based Long Term Care Case Management

HCBS - Elderly, Blind, and Disabled

Home and Community Based Services -

Mentally Il HCBS - Mental lliness

Community Based Long Term Care

Home and Community Based Services-

Children HCBS - Disabled Children

Community Based Long Term Care

Home and Community Based Services -

Community Based Long Term Care People Living with AIDS

HCBS - Persons Living with AIDS

HCBS - Consumer Directed Attendant

Community Based Long Term Care Consumer Directédn@éiant Support Support

Community Based Long Term Care Brain Injury HCBBain Injury
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Service Group Old Title New Title

Administrative Service Organizations Prepaid Inpatient Health Plan
Administrative Fee Administration

Service Management

Effective with the February 15, 2008 Budget Requds Department has restated actuals for the Erréppatient Health Plan
Services service category for FY 2006-07. The Depent has adjusted the allocation to exclude categ) that did not utilize this
service category. The total amount in aggregataies the same.

Effective with the November 3, 2008 Budget Requts, Department has restated actuals for SingleyBtints from, by using
HCBS utilization rates as opposed to total expemnditn Community Based Long Term Care and Long T€are service categories.

While trying to recreate the past history of expends in a cash-based environment, some docunaentspreadsheets with the
history of adjustments were no longer availableher€ is a greater opportunity for manual adjustsi@mtthe Colorado Financial

Reporting System that do not get recorded in thelibded Management Information System (MMIS) durthg accounts payable
period. This can skew the reconciliation betwdss €Computer Output to Laser Disk (COLD) storagévViedicaid Management

Information System report and the Colorado FindriRéporting System (COFRS).

EXHIBIT N —EXPENDITURE HISTORY BYSERVICE CATEGORY

Annual rates of change in medical services by sergroup from FY 1995-96 through FY 2008-09 finelual expenditures are
included in this Budget Request for historical png@ and comparison. This exhibit has been revsést more recent years first.

EXHIBIT O —CoOMPARISON OF BUDGET REQUESTSAND APPROPRIATIONS

This exhibit compares the Department’s Budget Rsiguy broad service category to the DepartmerdiggLBill and special bills
appropriations, for FY 2007-08, FY 2008-09, and Z009-10 in the chronological order of the everiaded areas indicate that the
Request or appropriation has not yet taken place.

For FY 2007-08, this exhibit compares the Departradsiovember 1, 2006, February 15, 2007, Novembh@007, and February 15,
2008 Budget Requests to the final FY 2007-08 apmbt@n and actuals.

For FY 2008-09, this exhibit lists the Departmemsvember 1, 2007, February 15, 2008, Novembef382and February 16, 2009
Budget Requests to the FY 2008-09 appropriatiotudieg special bills, and the placeholder usedh®y Joint Budget Committee
during the Department’s Supplemental briefing.
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For FY 2009-10, this exhibit compares the DepartraeNovember 3, 2008, February 16, 2009, and Nowenél) 2009 Budget
Requests.

EXHIBIT P—GLOBAL REASONABLENESS

This exhibit displays several global reasonablenests as a comparison to the projection in thidg@tt Request. In addition, on
page EP-3, this exhibit displays the FY 2009-10yeadate expenditures through September 2009 tanddsh flow pattern of actual
expenditures for the first quarter of FY 2008-0&iermine a rough estimate of FY 2009-10 expergbtuwith certain exceptions.
This exhibit is a rough projection utilizing pastpenditure patterns as a guide to future experestuiThe Cash Flow Pattern is one
forecasting tool used to estimate final expendgure a monthly basis. It is not meant to replaeceixtensive forecasting used in the
official Budget Request and is not always a prediof future expenditures.

In places where the Department does not expegirtbeyear cash flow pattern to be relevant todtgent year, the Department has
made adjustments based on knowledge of currentgrogends. Exceptions to the cash flow patteennated in footnotes on page
EP-3.

EXHIBIT Q—CASELOAD GRAPHS

This exhibit is described in the Caseload Narrative

V. ADDITIONAL CALCULATION CONSIDERATIONS

Several bills passed during the 2008 and 2009l&ye sessions affect the Department’s RequesMiedical Services Premiums.
Additionally, the Department has added severaldootine impacts for factors which are not refleciadhistorical trends. This
section details the adjustments the Departmeninaae to the Request for Medical Services Premiums.

HB 08-1373 — Concerning the Breast and Cervical @an Prevention and Treatment Fund

HB 08-1373 altered the funding source for the Breasl Cervical Cancer Program for FY 2007-08 thlokY 2013-14. For FY
2007-08 and FY 2008-09, 100% of the state fundsngrovided from the Breast and Cervical Cancer éthrgan and Treatment Fund.
For FY 2009-10 through FY 2013-14, 50% of the sfatading is provided from the Breast and Cervicain€er Prevention and
Treatment Fund, and the remainder is provided fimenGeneral Fund. This bill did not impact theaxgion clients who are funded
through the Prevention, Early Detection, and Treatinfrund. This bill was amended by SB 09-262, twisadescribed below.
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HB 08-1409 - Concerning Recovery of Payments unifedicaid

HB 08-1409 authorizes the Department to take aboeable measures to determine the legal lialohitthird parties to pay for
services provided to Medicaid clients and to purdaens against liable parties. As a conditiordoing business in the state, third
parties such as health insurance carriers and rednzaye organizations are required to do the fatigwprovide monthly eligibility
records identifying everyone to whom they provigaéfits; accept the state's right of recovery otild@&d payments; and respond to
inquiries by the state regarding claims for paynteat are within 3 years of the date of servicénisbill also aligns Colorado law
with federal requirements established in the DefR@duction Act of 2005. The bill reduced the Dé&pe&nt’s appropriation in FY
2008-09 by $300,000, annualizing to $400,000 inZ0¥9-10.

SB 08-090 - Concerning Mail-Order Prescription Drggunder the State Medical Assistance Program

SB 08-090 makes the following two changes regardiag-order prescription drugs under Medicaid:llibvas Medicaid clients to use
a mail-order pharmacy if they have third-party mawce and require maintenance medications, andthioezes a mail-order
pharmacy to bill Medicaid for the difference betweabe Medicaid co-payment and a third-party inssren-payment or deductible.
Because Medicaid is the payer of last resort, WMedicaid clients also have third-party insurandenmacies are required to bill the
insurer prior to billing Medicaid. However, wheraeal pharmacy bills a third-party insurer thaguges the use of mail-order for
maintenance medications, the insurance claim igederBecause current law disallows mail-order ptaries from billing Medicaid
for the client's co-payment, either the client pngsco-payment required by the insurer, or Mediéabilled for the entire claim. SB
08-090 allows Medicaid to pay the difference betwte Medicaid co-payment (paid by the client) #r&linsurance co-payment.

The bill reduced the Department’s appropriatiofr¥12008-09 by $279,272 in FY 2008-09, annualize@478,752 in FY 2009-10.

SB 08-099 — Concerning Extending Medicaid Eligiliyi for Persons Who Are in the Foster Care Systemmediately Prior to
Emancipation

SB 08-099 expands Medicaid eligibility to young ksluunder age 21, for whom the state made sulesidgmloption or foster care
payments immediately prior to the client turningdd. These young adults were not eligible foleTIV/-E federal funds while in
foster care, but received state benefits. SB 7-&®(panded Medicaid eligibility to young adultseadl8 to 21, who qualified for
federal benefits through Title IV-E and aged-oufaster care or subsidized adoption programs. cpdted caseload was based on
the automatic enroliment of all young adults megtime eligibility requirements. However, implemaiin of SB 07-002 has not
progressed as anticipated.
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Enrollment of these young adults has not approathecstimates provided. Only a small fractionth&f estimated eligible clients
have enrolled. Low enroliment is due to severeldes, most notably the delay in computerized émeht. Low enrollment can also
be attributed to clients moving out of state, latknowledge about the expanded eligibility, ladkirderest in receiving Medicaid
benefits, and availability of employer-sponsorederage. With the expansion in SB 08-099, the Diepamt anticipates much
stronger growth in the caseload for this populatltan occurred in FY 2007-08.

As with SB 07-002, clients who gain eligibility uedthe provisions of SB 08-099 are funded via tlealth Care Expansion Fund.
For FY 2008-09, the Department received an appatpn of $692,121, annualizing to $1,086,735 in Z009-10. The Department
has updated the estimated cost of the progranu@img the effects of SB 07-002 and SB 08-099) ihikik A, starting on page EA-
4. The Department’s Request includes the mosentigstimates for caseload and per capita cosbhdse clients.

SB 09-259 — FY 2009-10 Long Bill

The FY 2009-10 Long Bill contained funding for anmioer of initiatives the Department proposed as Gadequests as well as Joint
Budget Committee actions during the 2009 LegistaBession which impact the Medical Services Premibutget request. Except
where noted, the Department uses the appropriatiee as the bottom-line impact. All figures lista@ total funds.

* Pharmacy Technical and Pricing Efficiencies (BRI-1Yhis Budget Reduction Item reduces FY 2009-10eegiure by an
estimated $1,022,887, with an additional $1,110,8%ction in FY 2010-11, as the result of an awti®h prior authorization
system for pharmacy claims as well as through dhgntpe reimbursement rates for drugs using a statamum allowable cost
structure.

* Medicaid Program Efficiencies (BRI-2):This Budget Reduction Item increases FY 2009-iPerditure by an estimated
$141,964, with an additional $464,864 increaseYn2B10-11. The Department will begin allowing @@l medical and dental
professional to administer fluoride varnish treattseo children up to age 6.

 Community Transitions Services for Mental Ilinesaiw&r Clients (BA-15): This Budget Reduction Proposal estimates a
reduction of $373,390 in FY 2009-10 expenditure tweslients utilizing the relatively less costly wer services rather than
residing in a facility. The savings annualize$888,324 in FY 2010-11.

» Additional Certification for Outpatient Charges (B4): This Budget Amendment annualizes the Departmerdating of its
“cost-to-charge” ratios for outpatient hospitakhe Department estimates a reduction of $4,897i’55¥% 2009-10.

* Provider Volume and Rate Reductions (BA-3Bjis Budget Reduction Proposal includes severshtnies to reduce Medicaid
expenditure. The proposal includes some direet reductions, however, where possible, the Depattpresented ideas on how
to reduce avoidable, inappropriate, duplicativeiomecessary volume and create efficiencies. Tegethe following initiatives
reduced the Medical Services Premiums budget redpyekb4,027,098 total funds:
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Enroll Eligible Veterans in VA Health Care Systefihe Department estimates a reduction of $10,&2618/ increasing
efforts to coordinate with the Department of Veter&ffairs (VA) to enroll eligible veterans in thN&A health care system.
Of the total fund savings, $9,129,991 is a reductbexpenditure for Acute Care services, and 8,831 is a reduction
to Community Based Long Term Care services experalit
Prior Authorization of Anti-convulsant DrugsThe Department estimates a reduction of $960j6808xpenditures for
Acute Care services by adding anti-convulsant phaemticals to prior authorization requirements antltie preferred
drug list for non-seizure uses of anti-convulsaexsjuding treatment for seizures.
Correct Home Health billing for Dual Eligibles The Department estimates a reduction of $500,j808cute Care
expenditure for home health services by implemgnéinhanced requirements to ensure that clientfulyeexhausting
their Medicare home health benefit or have Medicltermine the care is not a covered benefit befereiving the full
Medicaid benefit. The savings is achieved by raduthe total claims which are inappropriately dxllby providers and
paid by Medicaid.
Restrict Inpatient Hospital Claims for Readmissiath in 24 Hours The Department estimates a $1,400,000 redution
Acute Care expenditure by altering its claims syste automatically deny a separate bill for cliemts are readmitted to
the same hospital for the same condition less P4anours after the initial discharge. Until systelnanges are complete,
the Department, through its existing utilizatiomiesv contracts, manually denies these claims.
HCBS Cost Sharing for High Income Familiekhe Department estimates a reduction of $22,883dammunity Based
Long Term Care services by implementing cost-sgar@guirements for Home and Community Based Ses\pcegrams
for clients/families with incomes over $250,000.
Reduce Pharmacy Reimbursemeiithe Department estimates a reduction of $3,48j& FY 2009-10 by reducing the
reimbursement rates paid for pharmacies to theageewholesale price (AWP) minus 14.5% for brand-@aimugs, and
AWP minus 45% for generic medications.
Reduce Selected Physician Codes to 100% of MedicBhe Department estimates a $5,432,902 redutidkcute Care
expenditure by reducing selected physician codeswb®00% of the Medicare rate.
Rate and Volume Reductiang he Department estimates a reduction of $3033,in total Medical Services Premiums
expenditure, equivalent to approximately 2% of AcGare expenditure, is due to provider rate andmelreductions. An
estimated reduction of over $20,300,000 is duate reductions effective July 1, 2009; these inelies-for-service Acute
Care reductions as well as a reduction of $1,1®&/fd2 HMO payments, $4,660,232 in Community Baseemd Term
Care services, and $505,223 for payments to Siagtey Points. The balance of savings is produtedugh volume
reductions for programs, including:

= Dental services

= Durable Medical Equipment (DME)

= Practitioner Services including Imaging, Physickarvices (E&M), NEMT, and others
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= Home Health and HCBS Elderly Blind & Disabled Waiv®ersons with Mental Illness Waiver, and Persons
Living with AIDS Waiver
= Hospital Services

* Enhanced Estate and Income Trust Recoveries (BA-Bis Budget Reduction Proposal estimates that ditiadal $1,116,721
in estate and income trust recoveries in FY 2009v@Qld be the direct result of the enhanced regoeéiorts. The Department
is in process of amending the contract with HM$8oatractor, to explicitly enhance estate and inconust recovery efforts. The
Department estimates a reduction of $1,116,72%i2609-10.

* Increased Enroliment in Health Insurance Buy-In ¢haom (BA-37): This Budget Reduction Proposal estimates an inereas
enroliment of 100 new HIBI clients for FY 2009-1§ bepurposing existing resources to process a mubacklog of HIBI
applications. The administrative cost of thisiative is $336,538 in FY 2009-10, and the estimagadings in Acute Care
services in the same fiscal year is $961,538. Odgartment estimates that the initiative will résalan estimated overall savings
of $625,000 in FY 2009-10.

* Administrative costs for Colorado Alliance for Hdmland Independence (CAHI) Prepaid Inpatient HedMan: The Joint
Budget Committee recommended and approved $500r0G@lditional appropriated total funds for the 2008ng Bill to
implement the coordinated care for people with lilgges pilot program as directed by SB 06-128,isthauthorizes the
Department to pay a per member per month admiticstréee.

» Transfer of Funds to Pediatric Specialty HospitiakeLitem (Joint Budget Conference Committee AmenutineThe Joint Budget
Committee recommended and approved a transfer, 81 $294 from the Pediatric Specialty Hospital Fémduse for general
state expenditure.

SB 09-261 — Concerning the Use of Moneys in the Blemental Old Age Pension Health and Medical Careirtd to Pay for
Services Received by Certain Persons in the Stagelighid Program

This bill authorizes the use of the Supplementa &je Pension Health and Medical Care Fund forgrexrsge 65 or older who are
served through the state Medicaid program; the fanased to cover Medicaid costs associated widntd age 65 and older who
would have otherwise been eligible for the OAP Matlprogram. Moneys in the fund can be applied tdwaedicaid expenditures
for FY 2008-09 and FY 2009-10 only. General Furdemnditures for FY 2008-09 were reduced by a $3l0om offset from the
fund, and FY 2009-10 expenditures were reduced $f.@ million offset from the same fund.
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SB 09-262 — Concerning the Funding Source for StaBmosts of the Breast and Cervical Cancer Preventiand Treatment
Program

This bill amends HB 08-1373. The state cost fer Medicaid Breast and Cervical Cancer Preventi@hEnreatment Program was
fully funded through the Breast and Cervical Carieeavention and Treatment (BCCPT) Fund for FY 2008and the state funding
sources was due to change in FY 2009-10 to 50 pefaam the General Fund and 50 percent from th€ BT Fund. SB 09-262
specifies that 100 percent of the state fundingHterprogram is from the BCCPT Fund for FY 2009ti®@ugh 2011-12. Then, for
FY 2012-13 and FY 2013-14, the formula returns @gp&rcent General Fund and 50 percent BCCPT Fuficer FY 2013-14, the

state cost for the program is paid 100 percent fitmanGeneral Fund. This change impacted MedicaliGs Premiums expenditures
in FY 2009-10 by reducing the needed General Fxpémditure by $874,603, with a corresponding inseeigom the BCCPT Fund.

SB 09-263 — Concerning Payments to Medicaid Nursiragcility Providers

SB 09-263 makes changes in the calculation of Mediaursing facility reimbursement rates. The bplecifies the method to
calculate the General Fund share of payments taddieldnursing facilities during the federal AmerncRecovery and Reinvestment
Act (ARRA) time period; reduces the growth rate thoe General Fund share from 3 to 0 percent in 609210, allows for 5 percent
growth in FY 2010-11, and reinstates the currepgi@ent cap in future fiscal years; specifies fatments made to nursing facilities
as a result of provider fees and matching fedenadl$ are supplemental payments instead of an additper diem rate, and allows
payments to be reduced by the Department of H€atle Policy and Financing based on available fupidimits the nursing facility
provider fee to $7.50 per non-Medicare-residentidayY 2009-10, and allows the fee to increasenifhation in future years; limits
the increase in the reimbursement of direct andreotl health care services and raw food to 8 peérpen year, determined and
indexed from the health care portion of rates éffecon July 1, 2009; includes a hold-harmless gion for administration and
general services under certain circumstances; aiesncertain changes to the pay-for-performancenpats for nursing facilities.
The effect of SB 09-263 is discussed in detaihia $ection for Exhibit H in this narrative.

SB 09-265 — Concerning the Timing of Payments Mddeder Public Medical Assistance Programs

SB 09-265 provides that, 1) the Medicare Moderiomafct State Contribution Payment does not havieetpaid before the date it is
due, 2) managed care capitation payments shalbeotade before the first day of the month followiig enroliment of the

recipients, and 3) the Department of Health Caricy?and Financing has the authority to delay thet Wweekly provider payment
cycles in FY 2009-10 to after July 1, 2010. Thesevisions impact the Medical Services Premiumggetidequest as follows:

» The Department will delay the last weekly provigayment cycle in FY 2009-10 to after July 1, 20Ttis delay will reduce the
total funds expended for Medical Services Premiumg=Y 2009-10, including: a $29,127,184 reduction Acute Care
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expenditures, a $5,793,280 reduction in Communégdsl Long Term Care services, and the reimburseime@tass | Nursing
Facilities will be reduced by $10,129,504. Thisisne-time shift which will require correspondingreases in expenditure for
each respective service category in FY 2010-11

* The Department will not make managed care capitai@oyyments before the first day of the month foltaythe enroliment of the
recipients. This impacts the total funds expenfdededical Services Premiums in FY 2009-10 by etifeely shifting the last
monthly payment in FY 2009-10 to FY 2010-11 for tbdowing service categories: payments for AcQlare services will be
reduced by $11,850,594, Program of All-InclusiveeCiar the Elderly (PACE) will be reduced by $6,42/5, and payments for
Prepaid Inpatient Health Plans will be reduced B§05781.

The Department’s estimates in this request reflaeestimates from the original fiscal note for @B265.

SB 09-271 — Concerning the Use of Tobacco Revereserated Under Section 21 of Article X of the &&onstitution in a State
Fiscal Emergency

Pursuant to declaration of a state fiscal emergan8JR09-35, for FY 2009-10 only, the bill expamias purposes for use of tobacco
tax revenue (Amendment 35 moneys) in the Tobacac&wn Programs Fund and the Prevention, Earlgdenn, and Treatment
Fund. Specifically, moneys in these funds may beduer any health-related purpose and to serveopsrsnrolled in both the
Children's Basic Health Plan and Medicaid. Thisnge impacted Medical Services Premiums expenditurecY 2009-10 by
reducing the needed General Fund expenditure byA82,000, with corresponding offsets from the foilog funds: $8.0 million
from the Tobacco Education Programs Fund, $12.0omifrom the Prevention, Early Detection, and Treent Fund, and $ 7.4
million from the Primary Care Fund.

Executive Order D 017 09 — Declaring Insufficienteitenues Available for Expenditures and Ordering $esasion of Certain
State Programs and Services in order to Meet a RexeShortfall in Fiscal Year 2009-10

Executive Order D 017 09 included a series ofatiites presented by the Department to meet budgehding goals. The budget
request and/or spending authority for Medical SsE¥iPremiums was impacted by the following iniiedt

 ES-1, Enhanced Federal Funding Adjustments, it aate total funds request which reduces the Gémkenad by using the
incremental savings to the Hospital Provider Fegh@aind due to the enhanced federal funds per tineridan Recovery and
Reinvestment Act (ARRA) to offset General Fund exgpire. The savings is annualized in FY 2010-11.

 ES-2, Medicaid Program Reductions, reduces expaedithrough combination of rate reductions, serwviestrictions,
elimination of certain programs, increased costisgaand financial efficiencies. Included in tteguest are seven initiatives
which impact the Medical Services Premiums request:
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Provider Rate Reductions:A 1.5% reduction in the reimbursement rate pad groviders of Acute Care and
Community Based Long Term Care services as wglbgments to Single Entry Points for FY 2009-10.e Efffective
date is September 1, 2009. Rates paid to managedorganizations, including PACE, will have cop@sding
decreases totaling approximately 1.2%; effective dactober 1, 2009, with the extra month to allawdctuarial rate
certification. In addition, the reimbursement rideClass | nursing facilities is reduced by 1.5%e effective date is
March 1, 2010, since a statute changes is neces$agse reductions are bottom line adjustment&¥2009-10, and
the respective annualized impacts are bottom lipeséments for FY 2010-11.

FQHC Payment Methodologythe Department reduced rates paid to federaildfitied health centers (FQHC) by 50%
of the difference between each provider’s curratg eand the minimum rate required under the Bembkfiprovement
and Protection Act of 2000 (BIPA), or an averageapproximately 106% of BIPA, beginning Septembe®20
Currently, the Department pays FQHCs above the mum rate required under federal law, set in theefien
Improvement and Protection Act of 2000 (BIPA). Thepartment estimates that the statewide averagbuesement
for FQHCs is currently 113% of BIPA.

Prenatal State Only Benefitsthe Department granted full eligibility to clésnenrolled in its prenatal state-only
program who meet all eligibility criteria excepttipénship status retroactive back to July 2009s thilows the
Department to receive federal financial participatior these clients without enrolling any new plapans. This
change was made possible due to new provisionseirChildren's Health Insurance Program Reautharizatct of
2009 (CHIPRA).

Pharmacy Reimbursementghe Department reduced rates paid to pharmdoiesverage wholesale price (AWP)
minus 14.5% for brand-name medications and AWP a9 for generic medication, beginning Septembég2
Expand PDL the Department is expanding its preferred distg(PDL) by subjecting approximately $40,000,000 o
gross pharmacy expenditure to new or additionariotiens under its PDL beginning March 2010, aliogy the
Department to receive an additional supplementates back from manufacturers.

Non-Medical Transportation Caghe Department imposed a cap on the amount mimedical transportation a client
enrolled in a home and community based serviceservgirogram can receive per week. Clients wouldirbited to
two roundtrips per week. Trips to adult day progsaare not be subject to the cap included limitation the HCBS
waiver transportation benefit.

Personal Care Capthe Department intended to impose a cap onrfwuat of personal care and homemaker services
a client enrolled in a home and community basedices waiver program can receive each day, effecianuary 1,
2010. Under the proposal, the Department wouldt li@rsonal care expenditure to $72.05 per daychvis 150% of
the daily rate for a client living in an alternaicare facility. The Department is currently segkalternative options
to achieve the cost savings from this initiative.
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» ES-4, Safety Net Grant Reductions, eliminates sediapplemental payments made to providers paaticig in the Colorado
Indigent Care Program (CICP) and the associatednastnative expenses These reductions to suppleahpayments would
be cash fund reductions to CICP line items thatld/¢twe used to offset General Fund in the Medicali8es Premiums line
item.

 ES-6, Provider Rate Reductions, included a perntah&do reduction in the reimbursement rate paigrtwviders for Acute
Care Services and Community Based Long Term Carghéoremainder of FY 2009-10, effective DecemhezQDO.

* NP-ES#5, a Department of Human Services budgettieduinitiative, closes 59 beds at the ColoradanddeHealth Institute
at Fort Logan. This impacts Medicaid as formemd@&sts of the Fort Logan institute relocate to pprapriate nursing facility.

« NP-ES#8, a Department of Human Services budgefctieauinitiative, closes a 32-bed Nursing Facilitty Grand Junction
Regional Center. This impacts Medicaid as formemidents at the Regional Center relocate to andopppte nursing
facility.

* NP-ES#16 is a Department of Public Health and Bmvitent budget reduction initiative which utilizessh funds from the
Tobacco Education Program Fund 18M to offset Géranad expenditure.

* NP-ES#17 is a Department of Public Health and Bmvitent budget reduction initiative which utilizessb funds from the
Health Disparities Grant Program Fund 19F 18M feaifGeneral Fund expenditure.

* NP-ES#18 is a Department of Public Health and Bmvitent budget reduction initiative which utilizessh funds from the
Prevention, Detection and Treatment Fund 18N teedviGeneral Fund expenditure.

S-8 Physician Supplemental Payment to Denver Health

S-8, Physician Supplemental Payment to Denver Heafbvided the Department with spending authdatgraw a federal financial
match on uncompensated certified expenditures bw&eHealth Medical Center on physician and otlmr-physician practitioner

professional services. The Department estimatesxpenditure reduction of $14,569,507 in FY 2009\idh an annualized impact
of a $3,160,385 in FY 2010-11.

The Department has been working with Denver Hdalttalculate these supplemental payments. Thatileéion has been evolving
based upon changes in assumptions in which stata&l fyear the payments would be made (or issupayhent timing), changes in
the data used for the calculations, and changé®imethodology used to calculate the payments.

Regarding payment timing, the original calculatisabmitted via S-8 in February 2008, assumed CeiferMedicare and Medicaid
Services (CMS) approval for the necessary State Rlaendment would occur in state FY 2008-09 andweayts would be made in
that same fiscal year. At the time of the budgdinsission in November 2009, CMS approval had nacuoed and subsequently
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supplemental payment amounts for previous yeare waied into the request calculation for FY 20@®-1Additionally, a new
calculation for supplemental payments from calerygar 2010 was added for the FY 2010-11 request yea

Regarding changes in data, between the Novemb& i2@uest and the February 2010 request, data paged to include the most
recently available data and Medicaid Managemeiatrindtion System (MMIS) claims data was replace®byver Health cost data.

Finally, regarding changes in methodology, betwEebruary 2009 and November 2009 requests, “Othefegsional Services”
billing was removed from the calculations in orttecomply with CMS guidance.

The primary goals of the calculation process fgp@mental payments for hospital-based physiciavices are to: secure approval
of the methodology by CMS, ensure the data usechkmulate the payments is logical, verifiable andigable, and to ensure fair
treatment of the Department’s providers and cliefiteke methodology has been evolving as a resudt lmdtter understanding of the
data, especially regarding billed charges, whieghDepartment has received from Denver Health. Odgartment has requested and
received much more information from Denver Healtid asource data to support and verify the summara dged for the
calculations. The Department continues to worlkienver Health develop the best sustainable metbgyl possible for this State
Plan Amendment. It is possible additional charigebe calculation methodology may be requiredetmuse approval by CMS.

Average Wholesale Pricing Reduction

The Average Wholesale Pricing Reduction resultsiftbe impact of the settlement of providers wittsFDatabank, which
effectively reduces the average wholesale price PAWf certain drugs. First DataBank has agreeddettlement with plaintiffs in a
lawsuit that alleges the company colluded with gripsion drug wholesaler McKesson to raise the agerwholesale prices of
prescription drugs. Effective in late Septembed@(First DataBank agreed to reduce the AWPs fanynalugs by five percentage
points. Further, First DataBank will cease to mibthe AWPs two years after the settlement id.fifde estimated expenditure
reduction is $5,058,978 in FY 2009-10, annualizm@nd $6,812,036 in FY 2010-11.

Reduction to Synagis Recommended Dosage

The American Academy of Pediatrics altered its neo@ndation for the appropriate use of Synagis lientccare. Synagis is the
only Food and Drug Administration (FDA) approveddication to mitigate the risk of newborns and ing&contracting respiratory
syncytial virus (RSV). Previously, recommendedrses of treatment required 6 doses of the meditafldhe new recommendations
call for 3-4 doses given approximately a month apahe Department estimates a decrease in expeeadif $1,259,131 in FY 2009-
10.

Page 84 COLORADO DEPARTMENT OF HEALTH CARE POLICY AND FINARING



Line Item Description: Medical Services Premiumd dedicaid Mental Health Community Programs

Estimated Impact of Increasing PACE Enrollment

As described in the narrative for Exhibits F andti Department is currently in the process of agldeveral new Program of All-

Inclusive Care for the Elderly (PACE) providers ttee Medicaid program. Like other risk-based madagare organizations

(including the Department’s health maintenance woirgdions and behavioral health organizations), riienthly payment to the

provider covers all services provided by the previd the in instance of a PACE provider, the payneerers acute care and long
term care. While the Department does not adjgsteijuest for each additional client enrolled inCEA— enroliments in existing

providers are considered part of the base trerfie-atldition of new providers will cause an expanditshift from fee-for-service

categories to the PACE service category.

The impact to acute care and CBLTC is not “doltardollar.” The PACE program is designed to keépents who have high
community-based long term care needs out of nursiagjties. The clients who move into the PACEBgram typically are those
clients whose needs are no longer met by an HCB&@m. Thus, clients are moving from a lower-aggtion (HCBS) to a higher-
cost option (PACE). However, the Department atilicipates that the move is at least budget ndatthe long-term; clients who do
not move to a PACE program will typically requirersing facility coverage, which is more expensivent PACE coverage.

The impact to acute care and CBLTC is calculatethaspercentage of the PACE cost-per-enrolleebattible to those services
(based on the actuarially-certified capitation sat@djusted for the cash-flow issues related dasitioning a client from fee-for-
service to managed care under cash accounting. c$ieflow impact is calculated as 1718f the total enrollment impact, and
distributed proportionally to the acute care andB3Ceductions.

Estimated Savings due to PACE Enroliments
Disabled Adults 60 to| Disabled Individuals
FY 2009-10 Ad”'ts(gigg Older 64 to 59 Total
(OAP-B) (AND/AB)
Acute Care ($328,935) ($74,763) ($38,364) ($442,062)
CBLTC ($566,493) ($97,870) ($50,219) ($714,582)
Total ($895,428) ($172,633) ($88,583) ($1,156,644
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Estimated Savings due to PACE Enroliments
Disabled Adults 60 to| Disabled Individuals
FY 2010-11 Ad“'ts(gigg Older 64 0 59 Total
(OAP-B) (AND/AB)
Acute Care ($357,713) ($74,284) ($42,014) ($474,011)
CBLTC ($616,054) ($97,243) ($54,999) ($768,296)
Total ($973,767) ($171,527) ($97,013) ($1,242,307

Colorado Access Contract for CRICC

The Colorado Access Contract for the Colorado Regiontegrated Care Collaborative (CRICC) was atfefrom a risk-based,
capitated program to an Administrative ServicesaDization (ASO) after the provider informed the Bement that the risk-based
model would no longer be sustainable. The Departraed the provider negotiated an alternative wwatld allow for continuity of
services while altering the reimbursement structara more sustainable model. The reimbursemees far the ASO have been set
such that the ASO reimbursement for the expecfedoli the program (through June 2011) do not exdbedestimate cash flow
savings from shifting clients from risk-based masthgare to non-risk based care. The Departmenadmsunted for this change
with bottom line impacts in Acute Care and PIHP Awlstration.

Remove Manual Pricing of DME, Injectibles, and Mezhl Services

In an effort to continuously find efficiencies withthe Medicaid programs, the Department identieclimber of antiquated, manual
price setting methodologies around Durable Medizlipment (DME), injectibles, and medical servic8$he Department initiated
adjustments to these methodologies so that reiramest rates would automatically be set to a peagenbf Medicare while
ensuring that for goods and services where no Meglicate information exists, rates were set udiegliepartment’s average paid,
other states' Medicaid average paid, or the comalexrcerage paid rate.

This effort ensures that rates will be adjustednzalical goods and services are prices fluctuatenafownwards, over time.
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Benefits Limits on Echocardiograms

Through the Department’s community-involved Bersefiiollaborative, the Department and its stakehsldgentified appropriate
limits to set on the use of echocardiograms. Taedhts Limits on Echocardiograms limits the numbkechocardiograms taken and
the number of echocardiogram readings availablkeaowit prior authorization. The Department set thadeies in consultation with
physicians and clients, and adhered to best peactic diagnosis requirements. The limitations &hoeduce the number of
unnecessary echocardiograms received, and in grealeme, the number of unnecessary readings whkeadimgs by certified
professionals are already available and recordedtient records.

Hospital Cost Settlements

Hospital Cost Settlements identifies those recoupisnéom hospitals above the normal reconciliatiorede via the Department’s
cost-to-charge payment methodology. Hospitalsrareediately paid following the delivery of servickased on the hospital’'s cost-
to-charge ratio. Later, a financial audit processaims any expenditure that resulted in paymerdde above the actual cost of
services rendered.

Previous budget requests have provided new, dedigasources to address this reconciliation procésss effort has allowed for
multiple years to be reconciled within the curréstal year, and should generate similar additicg@adings in the next fiscal year
before the Department has caught up to the mosintigcavailable data. These reconciliations resulteclamations above the
standard practice and are therefore not represented base budget.

NEMT Supplemental Payments

The Department provided additional funds to be agpd on its fixed price contract to provide Non-Egescy Transportation
Services in the 8 metro counties. The contracadrrecently informed the Department that it wowdéchto cease to provide services,
as the fixed price contract did not accommodatautiprecedented caseload growth facing the Depattamehthe provider. Through
contract negotiations, the Department was ableljostithe fixed price on the contract in ordernswe vital services continued.

In the long-term, the Department is actively expigraltering the contract from a fixed-price to erfember-Per-Month (PMPM)
structure to avoid any similar problems in the fatwhile simultaneously ensuring the Departmensdua# pay an inflated rate when
caseload ceases to grow.
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Physician and Hospital Drug Rebates

In the Deficit Reduction Act of 2005, the federavgrnment required that all provider claims provigfermation sufficient for states
to obtain rebates by January 1, 2006 for singlercgoyhysician administered drugs. For multiplerseudrugs, the federal
government would publish the list of the top 20 $ibian administered drugs based on the highesardadlume no later than January
1, 2007. All physicians and hospitals must providermation sufficient to obtain rebates for omlhese drugs by January 1, 2008.
The top 20 list would be modified annually to reflehanges in highest dollar volume.

The Department already had a system in place teatakbates from single source physician admirast@&rugs prior to January 1,
2006. Beginning in September 2003 the Departmemntracted with Health Watch Technologies to idgrgihgle source drugs in the
physician claims data and invoice pharmaceuticahpamies. This contract ended in June 2007 and neasrenewed. The
Department began performing these services in-holike contract and in-house services only inclolagsician administered drugs
outside a hospital.

The Department did not collect rebates for singlerse hospital drug claims through Health Watchhhedogies or through the in-
house system. Hospitals use revenue codes ratneptocedure codes to bill claims. This billingthod does not provide the level
of detail necessary to meet rebate requirements.

Uncertainty existed as to whether hospitals wegeiired to meet the federal requirements identifrethe Deficit Reduction Act of
2005. The Centers for Medicare and Medicaid Sesvidarified that hospitals are required to beampgliance with this law. This
ruling required major systems changes to captutiena drug code (NDC) information. Colorado, aowith many other states,
requested an extension to implement the top 20ighysadministered drugs within hospitals. As sufe the Department was given
until July 1, 2008 to collect refunds for claimsked to the top 20 multiple source drugs withingitzds. Due to the required systems
changes and clarification of requirements, the Dement is now able to seek rebates on claims faglsi source hospital
administered drugs in addition to the claims fa thp 20 multiple source drugs. The Departmentatédes to begin submitting rebate
invoices for the claims for top 20 multiple soudregs administered by physicians on the Janua29@8 deadline.

Impacts of Physician and Hospital Drug Rebates

Changes in physician and hospital drug rebatesineeqo additional appropriations. All changes liaims processing and reporting
were absorbed within the Department using fundirgyvipusly paid for the contractor to collect singleurce drug rebates from
physician claims, Health Watch Technologies.
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Physician and Hospital Drug Rebate Estimates

As a result of the Deficit Reduction Act of 200BbetDepartment is now able to collect drug rebatedrags administered directly by
physicians and hospitals. Previously, the Depantmeas unable to invoice for these rebates dubedack of information provided
in the billing of these claims. The new regulasion place require physicians and hospitals to igeomational drug code information
for all single source drugs and the top 20 multgderce drugs.

The Department was able to make systems changessagy to be in compliance with federal requiresyeesulting from the Deficit
Reduction Act related to drug rebates in physi@ad hospital claims. As these changes were madl@sithe Department began
tracking rebate revenue, rebate impact has bednibia the Department’s base budget. Throughbetliudget process, as new
information becomes available, new estimates aeppead into the Departments standard budget requ&astently, the Department
estimates almost $2,092,551 in additional rebate fnospital administered drugs in FY 2009-10.
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(3) MEDICAID MENTAL HEALTH COMMUNITY PROGRAMS
The following is a description of the budget projee for the Medicaid Mental Health Community Praigps.

In 1993, under Section 1915 (b) and Section 19D®f(&itle XI1X of the Social Security Act, the Cems for Medicare and Medicaid
Services granted the State waivers that allowedStiate to implement a pilot managed care mentatth@aogram. The pilot
program operated until 1995. In 1995, SB 95-O78ated the Department and the Department of Hunegmic®s to implement a
statewide capitated mental health managed carganogin 1997, SB 97-005 authorized the Departnermirovide mental health
services through a managed care program.

The structure of managed care has changed over tm#995, implementation of the Medicaid Menta&dith Capitation Program in
fifty-one counties of the State was complete, wite remaining twelve counties added in 1998. Aysigurth county was added
when Broomfield became a county in November 200hrough a competitive bid process, eight mentaltheassessment and
service agencies were awarded contracts to beceeproviders in the program. Again through contppetiprocurement, the

Department reduced the number of regions from eighfive and awarded managed care contracts to beeavioral health

organizations effective January 1, 2005. The figbavioral health organizations were reprocurealutlin a competitive bid process
effective July 1, 2009. As a result of the reprecoent, the same five organizations won their retsge contract bids, leaving the
program unchanged.

Each behavioral health organization is respongdai@roviding or arranging medically necessary méhealth services to Medicaid-
eligible Adults 65 and Older, Disabled Adults 60-8dd Disabled Individuals to 59, Categorically illg Low-Income Adults,
Health Care Expansion Fund Low-Income Adults, ambyBCare Program - Adults, Eligible Children, FosBare children, and
Breast and Cervical Cancer Program Adults enrallgd a behavioral health organization. Servicesvjgled by those organizations
include, but are not limited to, inpatient hosp#ation, psychiatric care, rehabilitation and otigiat care; clinic services, case
management, medication management and physicia) aad non-hospital residential care as it pertensnental health. The
capitation program also includes alternatives stitutionalization. The Department is requiredrtake monthly capitation payments
to contracted behavioral health organizations évises for each eligible Medicaid recipient. Payns vary across each behavioral
health organization, as well as each eligibilityecgry.

Since the inception of the Medicaid Mental Healtbn@nunity Programs, the Department has been resgersir oversight and
contracting with the managed care organizationke Budget projections, day-to-day operations amdiradtration of the program
were the responsibility of the Department of Hunsamvices. In 2004, the administration and progratiorduties were transferred
from the Department of Human Services to the Depamt. These duties include budget projectionsamedunting for the program,
site reviews of the institutions, and contract negions. The transfer resulted in a new Long Bitbup for the Department in the FY
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2004-05 Long Bill (HB 04-1422). Subsequently, SB-X12 transferred: (1) the Mental Health Administna appropriation for
Personal Services, Operating Expenses, and Ext€@uality Review Organization Mental Health from Medd Mental Health
Community Programs — Program Administration to Eheecutive Director’s Office Long Bill group, (2) i&jle Entry Point case
management services from Medicaid Mental HealthfBe&ervice Payments to Medical Services Premiwand, (3) services for the
developmentally disabled from the Colorado Depantnad Human Services for People with Disabilitie€emmunity Services and
Regional Centers to Non-Emergency Medical Trangpiori, Medical Services Premiums, and Mental He&lde-for-Service
appropriations within the Department. As a resuily the Medicaid Mental Health Community Prograawpenditures are addressed
in this section.

The recent history of the Medicaid Mental Healtm@aunity Programs is summarized as follows:

e HB 02-1420 also provided funding for three alten@atprograms in the Medicaid Mental Health Commuritrograms:
Alternatives to Inpatient Hospitalization at the & Health Institute at Pueblo, Alternatives tpdtient Hospitalization at the
Mental Health Institute at Fort Logan, and Alteimas$ to the Fort Logan Aftercare Program. Eachhete programs was the
result of reductions in institutional care. Continag through mental health assessment and seageracies, community mental
health centers offered to provide services throoginaged care at a much lower cost. Initially pdrthe Mental Health
Capitation Payments line, separate appropriatiomse wnade in the FY 2004-05 Long Bill (HB 04-1422pa&he FY 2004-05
Long Bill Add-On (SB 05-209). Funding for Altermats to Inpatient Hospitalization at the Mental Hednstitute at Pueblo,
Alternatives to Inpatient Hospitalization at the e Health Institute at Fort Logan, and Alternasvto the Fort Logan Aftercare
Program was incorporated into the capitation baseg the request for proposal process for cordraffective January 1, 2005.
Due to this new contractual provision with beha&idrealth organizations, separate appropriationr® we longer needed as of
FY 2005-06.

* In FY 2002-03, budget reductions were implementadi @apitation payments were reduced significamtiylY 2002-03 through
FY 2003-04. This led to a reduction of servicesvited by the behavioral health organizations. rdasing caseload for
Medicaid Mental Health Community Programs and ipooating funding for alternative programs to inpati hospitalization
tempered the effect reductions had on the capitdtimget.

» Due to a temporary federal change, the Medicai@rtddfinancial participation match was enhancedtlfer last quarter of FY
2002-03 and the entire FY 2003-04 to 52.95% (upnf®0%), while the State’s share was reduced t054%.0 The federal
financial participation match rate returned to 5@¥oFY 2004-05.
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SB 03-196 mandated the Department to move fromuaétiased accounting to cash-based accountinghiéoMeedical Services

Premiums and the Medicaid-funded services in thealtenent of Human Services’ budget. This resulteal one-time savings of
approximately $70 million in Medical Services Prams and $7 million in the Department of Human Smyi Medicaid-funded

services during FY 2002-03. With cash-based adaaynall expenditures became based on the dapayrhent, regardless of
when the date of service occurred, thus eliminatimg six-month accounts payable period maintainedeu accrual-based
accounting. lIdeally, all prior expenditure histdoy mental health services would have been rebuile cash basis for historical
comparison purposes, using both the Colorado FiaaReporting System and the Medicaid Managemefarmmation System

data. However, the Department’s prospective ppita&dudget methodology did not require the uskistbrical data prior to FY

2002-03.

SB 03-282 gave the Department and the Departmedtiofan Services’ Medicaid-funded programs a one-tppropriation of
$1,000,000 in FY 2003-04, wherein $500,000 was ftbenTobacco Litigation Settlement Cash Fund purst@msection 24-75-
1104, C.R.S. (2005) and the remaining $500,000 freas federal funds for mental health capitation gedformance incentive
awards.

Within the appropriation for Medicaid Mental Heallommunity Programs, the FY 2004-05 Long Bill (HB-0422) provided
funding for the Mental Health Institute Rate Refina Adjustment. This funding was necessary becaus2001 it was
discovered that the capitation-based payment fodidééd clients did not cover bed costs at mentaltheinstitutes. Separate
appropriations for the Mental Health InstitutiorRédte Refinance Adjustment were made in the FY 2®4.ong Bill (HB 04-
1422) and the FY 2004-05 Long Bill Add-on (SB 0320 New contracts with behavioral health organmet effective January
1, 2005 began fully covering the negotiated bed abthe mental health institutes in new capitatiates via payments withheld
from behavioral health organizations and made tyéc the Mental Health Institute. Therefore,egparate appropriation for the
Mental Health Institute Rate Refinance Adjustmeaswio longer needed as of FY 2005-06.

HB 04-1422 reorganized the Medicaid Mental Healdm@unity Programs Long Bill group into the followisections:

1. Mental Health Capitation Payments, which includeabittion Base Payments, Mental Health ServicesBimast and
Cervical Cancer Patients, Mental Health InstitusgeRRefinance Adjustment, Alternatives to Inpatidospitalization at the
Mental Health Institute at Pueblo and the MentaalbHelnstitute at Fort Logan and Alternatives te #ort Logan Aftercare
Program. SB 05-209 consolidated these line itenassane Mental Health Capitation Payments line iteifaY 2005-06.

2. Other Medicaid Mental Health Payments, which ineldidedicaid Mental Health Fee-for-Service Payme@tsld Placement
Agency and Anti-Psychotic Pharmaceuticals. Chlatment Agency and Anti-Psychotic Pharmaceutivale listed under
Other Medicaid Mental Health Payments for informaél purposes only. Detailed explanations of thgldCPlacement
Agency and Anti-Psychotic Pharmaceuticals prograntsappropriations can be found in the Departméhtuonan Services
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Child Welfare section and the Department’'s MedBatvices Premiums section, respectively. SB 05-@09%Mot change
these line items. However, in November 2004, tepddtment received an order from the Centers fatiddee and Medicaid
Services to cease making Child Placement Agencynpats since they were considered supplemental patgnoeitside the
scope of the existing waiver. Payments were disooed in December and the line item has been rethdiom the
Department budget.

 HB 05-1262, known as the Tobacco Tax bill, establistwo funds that provide capitated mental hdadthefits to an increasing
population of Medicaid clients. Increased caselfwadled by the Health Care Expansion Fund, adneirest by the Department,
and the Prevention, Early Detection and TreatmemndFadministered by the Department of Public Heeaitd Environment, are
included in both the FY 2008-09 Estimate and the2B¥9-10 Budget Request and are elaborated below.

* The Joint Budget Committee approved the Departraegptember 20, 2006 1331 Supplemental Requeastnsfer funding from
the Department of Human Services to the Departm&hts transfer allowed for the inclusion of thegbel enhanced services in
the Medicaid Mental Health Capitation rates anthilated the need to classify and track them seglgrat
The Goebel Lawsuit Settlement line item was creatdey 2003-04 to fund specialized and enhancedtahdwalth services for
approximately 1,600 Medicaid and non-Medicaid ¢bewith mental illness in northwest Denver. Thee@G@ lawsuit claimed
that residents of northwest Denver with chronic takitiness were being denied services. The FY3200 Supplemental Bill
(HB 04-1320) established the Goebel Lawsuit Setleimas a separate line item in the Department’saRe@nt of Human
Services Medicaid-Funded Programs Long Bill groog paid it separately from Medicaid Mental Healtbn@nunity Programs
payments.

On March 31, 2006, the Goebel lawsuit was dismisgeter consultation with the Department’s contegtactuary and review of
the Goebel-specific encounter and eligibility datayas determined that an actuarially certifiegmpant would become part of
the Mental Health Capitation Payments line iterm aljustment was made for the inclusion and it bdgging included in the
FY 2006-07 capitations.

 SB 07-002 and SB 08-099 expanded Medicaid eligybidir foster care children up to age 21.

* HB 08-1320 designated Cash Funds Exempt as cads &nd Reappropriated Funds, in effect moving tbaltd Care Expansion
Fund from Cash Funds Exempt to cash funds, andlgléstinguishing transfers from the DepartmentHafman Services to the
Department as Reappropriated Funds.
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 HB 08-1373 continued and extended the Breast amdicaé Cancer Treatment Program to July 1, 2014e bill designates
funding sources for the program: a) for FY 2008-080% of the State costs for the Program shallppeagpriated from the Breast
and Cervical Cancer Prevention and Treatment Fontlyr FY 2009-10 through FY 2013-14, 50% of Statsts for the Program
shall be appropriated from the Breast and Cerv@aicer Prevention and Treatment Fund and 50% bkédilom the General
Fund.

* SB 09-262 shifted state funding for the Breast @advical Cancer Program from 50% General Fund &8d Breast and Cervical
Cancer Prevention and Treatment Fund to 100% BeewkCervical Cancer Prevention and Treatment Fund.

» SB 09-265 delayed various Medicaid payments. Tlyengats for the final week of FY 2009-10 for mertiahklth fee-for-service
was delayed until the beginning of FY 2010-11, theducing the FY 2009-10 expenditure and increasimeg FY 2010-11
expenditure by the same amount. The bill also edt¢he timing of payments for the capitated menéalith program. Beginning
in the final month of FY 2009-10, capitation payngeare paid in the month following rather than pexdively in the beginning
of the month. This will produce a one-time savirgsFY 2009-10 expenditure will only include elevannths of capitation
payments.

» Effective January 1, 2009, the Department issued tlae Behavioral Health Organizations (BHOs) autalls certified, a new set
of rates. Rates are set using a combination obtiistl rate experience and recent encounter datader direction from the
Centers for Medicare and Medicaid Services, thealtegent has gradually put more weight on the ensywhata PMPM. FY
2005-06 was the first year of rate setting thatdusecombination of historical rate experience agxent encounter data. These
capitation rates were calculated using 5% encou#tx and 95% of the historical rate experiencarifg the rate setting process
resulting in the January 2009 rates, the Departraéieted the weight to 35% encounter and 65% hestor However, the
Department found that the estimated service expamdi were generally valued at an amount less ¢lpacted, relative to the
BHO’s audited financial statements. The Departnietieves that there are two primary reasons far diecrepancy. First, the
non-traditional, federally waivered (b)(3) servitata was newly included in the FY 2006-07 encoudéta used for rate setting
and appeared to not be completely reported. Aduitlg, inconsistencies in coding and accountingcficas cause some
difficulties in the encounter pricing methodology.o offset the discrepancy the Department paidnéntal health rates at 3%
above the actuarial midpoint. See descriptionxdfiliit GG for additional information.

e The June 22, 2009 General Revenue forecast indithét additional General Fund cuts would be nergss FY 2009-10. On
August 24, 2009, the Department released a sefiearty supplemental requests (ES), which affe¢hedDepartment’s mental
health programs in the following ways:
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1. As a part of ES-2 “Medicaid Program Reductions” thepartment reduced the reimbursement rate fomteatal health
capitation program by 2.5%, effective SeptembeR@)9, and accounted for the recoupment of net ayenpnts on prior
years’ mental health capitation payments. This asisnated to result in a total fund reduction 8f520,268 and a General
Fund reduction of $4,259,696 to this line in FY 2. The Department’s FY 2010-11 base requesides an annualized
total fund increase of $1,660,475 and a GeneratlRknorease of $890,761 in FY 2010-11 (note, theeimental increase
estimated for FY 2010-11 is due to the nature efdhe time recoupment being built back into theyaatr base budget).

2. As a part of NP-ES-5 “Close Beds at the Mental thehldstitutes” the Department of Human Servicegpsed that specific
beds at the mental health institutes be closedfatamuary 1, 2010. These bed closures impacteddmartment by
immediately making those displaced from the mehéallth institutes clients of the capitated mentalth program. While
treated at the institutes, Department of Humani€esvunding preempted Medicaid payment, with Maitideing the “payer
of last resort.” Displacing these clients woultbal them to be eligible to receive Medicaid fundezhefits. This resulted in
an estimated total fund increase of $582,420 akmeral Fund reduction of $291,210 to this ling=¥ 2009-10. The
Department’s FY 2010-11 base request includes anaized total fund increase of $582,419 and a @émkeind increase of
$291,210 in FY 2010-11.

» Effective January 1, 2010, the Department calcdla@ew set of mental health rates. Two of thdrected Behavioral Health
Organizations (BHOs) were unable to actuariallytifyethat they could operate at the new paymenedale. In January 2010,
the Joint Budget Committee voted to appropriatel$uto continue paying these two BHOs at the preslyoset rates (the rates
from the last rate setting process, with the 2.5% foom September 2009). See description of ExHe for additional
information.

« HB 09-1293, the “Colorado Health Care Affordabilict” provided health care coverage for more th&3,Q00 uninsured
Coloradans. Implementation of the bill for FY 2009 is contingent upon Centers for Medicare and ib&d Services (CMS)
approval. For FY 2010-11, the law results in altind increase of $8,062,050 and a Hospital FlerviFee Cash Fund increase
of $4,031,025.

Potential Impact of Further Reductions to BHO Rates

The Department has proposed further reductionbadoehavioral health program beginning July 1, 20@Wen the difficulties of
two BHOs to actuarially certify rates prior to thpsoposed cut, the Department is working to angicdpand mitigate potential
difficulties the BHOs may have with certifying tleesate reductions. The Department and the BHOsl@veloping and modeling
ways to cut costs to the Medicaid mental healtlgram, in preparation for the proposed July 1, 2Git8 cut (see Base Reduction
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Item 6, “Medicaid Program Reductions”, November2R09). As described above, two of the five BHOsIldonot certify the
CY2010 rates as actuarially sound. With furthee iauts, it is unclear how much further the renrgrthree BHOs can move within
the actuarially sound rate range before they calomger certify the rates as well. While the Depwmt intends to pursue further rate
cuts to the BHOs that can continue to move withi tange, the Department cannot require serviceeleered beyond those that
are actuarially sound within the limits of availaldunding for each individual BHO. Therefore, thepartment has entered into
negotiations regarding service responsibilitiethefBHOs.

The Department and the BHOs have determined tlegt ¢an reduce costs in several ways. First, the 8@ministrative
responsibilities can be reduced. While the adnmaiiste responsibilities do not provide direct bengd the clients, they do
allow the Department and the BHOs to monitor the ad the clients. The potential limitations wikked careful consideration
in order to determine where the least amount ofarhpgo the clients’ care will occur. The BHOs ahé Department are
discussing the following limitations, and the BH®# provide the cost of reducing these respongibd at a later date.

* Limit the 23 total performance measures in theantrcontract to 18 measures.

* Reduce or eliminate the reporting requirementshefEvidence-Based and Promising Practices (EBP/HR8)BHOs
are required to implement at least four adult amagr fchild practices that are either proven to becassful through
research (EBPs), or are anecdotally sound and ecedotmation through research (PPs).

* Modify the service access standards. The Departar@hBHOSs are considering changing the time staisdiar access
to emergency services in person to 95% within ang land 100% within two hours for urban areas, tan@5% within
two hours and 100% within three hours for ruralftier areas. Additionally, the Department is coasitg a change in
access to routine appointments to 95% within selsts and 100% within ten days.

» Consider BHO proposals to close treatment sited wéry low client volume on a case-by-case basi#) the
requirement that an adequate plan to support ciecgss to services is in place.

Secondly, the Department and the BHOs determinadvdrious service reductions would also reducéscdhie Department
modeled the following service cuts and calculatecdrage of savings for each service. Listed belog tae minimum and
maximum cost savings. It is important to note ttha$ savings estimate is preliminary, and has regnbadjusted by the
Department’s actuaries, in accordance to the fédard state regulations of setting actuarially sbuates. This estimate
reflects what the Department would have savedior pears, but has not been trended forward ta@tineent year.
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* Reduce the annual adult inpatient hospital day< loemt.
Savings: Minimum savings of $24,629 to a maximurirggs of $465,075, depending on reduction in days.

* Reduce clubhouse allowable cost for each BHO bgriain percent.
Savings: Minimum savings of $340,048 to a maximuawirgys of $2,040,288, depending on the percent

reduction.

» Cap the allowable number of encounters per adelbicfor case management.
Savings: Minimum savings of $264,497 to a maximuawirsggs of $3,582,164, depending on reduction in
encounters.

* Reduce annual number of adult outpatient individbetapy sessions per client.
Savings: Minimum savings of $1,846 to a maximunirsgs/of $2,965, depending on reduction in sessions.

While a dramatic service reduction can achievedd®red savings, before the Department can progogeuts, the Department will
need input from stakeholders about which cuts pvdlvide the least amount of impact to the clientise. The stakeholders’ input will
inform the Department whether deep cuts or cutesscseveral services will be more beneficial to dlents. Additionally, the
Centers for Medicare and Medicaid Services (CMSkghaot been notified of the potential service aress reductions, and have not
provided final approval of the potential reductiof@MS may have an opinion on which of the serveasand cannot be reduced.

The BHOs believe that imposing caps on the amousgrwvice provided to clients, such as those maldieyethe Department would
limit the desired flexibility under a managed caredel. As a third alternative, the BHOs are red@ag whether efficiencies in
reducing the average cost per client served caiddtgute for service caps. The BHOs envisiondheficiencies being reflected in
reductions to the PMPM capitation calculation tlgioweform to the rate setting methodology.

While these discussions are preliminary, the Depant is very interested in continuing to collabenaith the BHOSs to find a
feasible mechanism to reduce mental health expgaeditwhile limiting the adverse impacts to therghbeserved by the BHOs and
will continue to work with stakeholders and CMSdevelop a proposal of cuts that will best servenigneds of the program.
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Program Administration

In FY 2005-06, SB 05-112 transferred all of Medicdental Health Community Programs - Program Adstmation expenditures
into the Executive Director’s Office Long Bill grpuand is reflected in the lines for Personal e Operating Expenses, and
Mental Health External Quality Review Organizatiofhe FY 2009-10 Estimate and the FY 2010-11 Budgsjuest for Program
Administration are included in the Executive Diats Office Long Bill group.

Medicaid Anti-Psychotic Pharmaceuticals

Prior to FY 2008-09, as part of the Long Bill, estited expenditures for anti-psychotic pharmacelstisere appropriated to this
Long Bill group as Cash Funds Exempt. This was&rmational-only line item: the costs for thed®igs were and are paid in the
Department’s Medical Services Premiums Long Bibbugr, and no actual transfer took place. Because tivas no corresponding
decrease to the Medical Services Premiums LonggBilip, this double counted the funding for thesaysl.

In its November 1, 2007 Budget Request, the Departnofficially requested the removal of the Medicanti-Psychotic
Pharmaceuticals line item and subsequently recappdoval. The Department continues to report edjpere for anti-psychotics in
its Budget Request (such as in Exhibit F of thalasfor Medical Services Premiums, and/or thateigic Plan).

(A) MENTAL HEALTH CAPITATION PAYMENTS

The Mental Health Capitation Payments line itemex§ the appropriation that funds Medicaid mehedlth services throughout
Colorado through managed care providers contrdayethe Department. As a result of competitive prement, five behavioral
health organizations were awarded contracts witthatgd capitation rates and services effective Jgnua2005. Payments for
Mental Health Institute Rate Refinance Adjustméiternatives to Inpatient Hospitalization at the i Health Institute at Pueblo,
Alternatives to Inpatient Hospitalization at the Mt Health Institute at Fort Logan, and Alternasvto the Fort Logan Aftercare
Program were separate payments prior to FY 200286 ,incorporated into the Mental Health Capitaft@yments line item in FY
2005-06. Effective July 1, 2009, the five behaaldrealth organizations were reprocured througbrapetitive bid process. As a
result of the reprocurement, the same five orgaioiaa won their respective contract bids, leavimg program unchanged.

The behavioral health organizations are responddyeproviding or arranging all medically necessangntal health services to
Medicaid-eligible clients within a specified geogh& location for a pre-determined capitation raiée Department pays actuarially
certified rates to each behavioral health orgaiinafor each Medicaid client in each Medicaid difiiy category. Amounts are
prorated for partial months of service and retnwactligibility is covered. Payments vary acroghdvioral health organizations, as
well as eligibility categories.
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The Medicaid populations that are eligible for nagfitealth services covered by capitation ratexanebined into six categories, as
indicated in the table below. Partial Dual Eligibland Non-citizens are ineligible for Medicaid ta¢health services.

Eligible Medicaid Mental Health Populations

Adults 65 and Older (OAP-A)

Disabled Adults 60 to 64 (OAP-B) and Disabled Indizals to 59 (AND/AB)

Categorically Eligible Low-Income Adults (AFDC-AExpansion Adults, and Baby Care Program — Adults

Eligible Children (AFDC-C/BC)

Foster Care

Breast and Cervical Cancer

Analysis of Historical Expenditure Allocations aces Eligibility Categories:

At the beginning of a contract cycle, behavioraéltie organization capitation rates were enteredhe Medicaid Management
Information System. Monthly payments were paideldasn eligibility categories. The Medicaid Manag&minformation System
provided detailed expenditures by behavioral heattanization and eligibility category but did notlude offline transactions and
accounting adjustments. The only source that deduall actual expenditure activity is the Colordelpancial Reporting System.
The drawback was the Colorado Financial Reportiggtedn provided total expenditures, but not by bllgy category. The
exception was the Breast and Cervical Cancer Teatirogram eligibility category, which was repdrseparately in the Colorado
Financial Reporting System. Since an allocatiosh taebe calculated to determine the amount of detx@enditures across the other
eligibility categories, a ratio was calculated &ach eligibility category by dividing the Medicaidanagement Information System
eligibility category expenditures (less the Breastl Cervical Cancer Treatment Program eligibiléyegory) by the total Medicaid
Management Information System expenditures (lessBiteast and Cervical Cancer Treatment Progranibitig category). The
ratio for each category was multiplied by the tagbenditures (less the Breast and Cervical Cahiatment Program eligibility
category) from the Colorado Financial Reportingt&ys This calculation estimated actual Coloradwafcial Reporting System
expenditures across each eligibility category. idfare between the two systems was less than 0.3%.
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Description of Transition to New Methodology:

Member month methodology was used prior to 2005nathe administration of Medicaid Mental Health Coumity Programs was
transferred from the Department of Human Servicethé Department. Historical expenditures wereded by the capitation rates
for the region served by each mental health assegsand service agency (now known as behaviordheeganizations) to estimate
the number of member months for which capitatioynpents were made. Mental health caseload growds maere applied to these
member months to calculate projected member monkhsmber months were multiplied by the capitatiates for the upcoming
year to determine the projected capitation basenpays. The problem with this system was that memimeths, which reflected the
impact of retroactive payments, were not equivatenthe Medicaid caseloads used in Medical Servitiesniums, which did not
include retroactivity. This methodology was usetiliFebruary 15, 2005.

From February 2005 until the present Request, tygallment had been transitioning towards a petaapethodology. Previous
year actual amounts were trended forward by eligibsategory, generating an estimated per capReor to this Request, the Joint
Budget Committee had asked the Department to expla possibility of projecting budgets by behaaidrealth organization as well
as by eligibility category. The Department hasd®ined that such a projection is not yet possible to the following: a) the recent
(FY 2005-06) consolidation of eight mental healfsessment and service agencies into five behawhedth organizations, b) the
disproportionate impact of Goebel driven expenésuinto one behavioral health organization’s céipmarate, and c) the volatile
nature of specific capitation rates as comparethecoverall trend of capitation rate increases witkspective eligibility categories.
However, the Department will continue to explors thethodology as new data becomes available.

As part of its ongoing efforts to continuously irape the projections, as well as to provide accessformation more specific than

overall per capita rates, the Department moved taptation trend forecast model for the FY 2008E3@imate and FY 2009-10

Request. In short, the methodology examines #&ltin capitation rates across each eligibilityegaty and applies that trend to the
average per-claim, incurred expense rate. By axagithe capitation rate trends directly, ratheantithrough a per capita

methodology, future expenditures are forecasteectyr through the primary cost drivers: the actalriagreed upon capitation rate
and caseload. By tying forecasts directly to edjoih rates, the methodology may provide more ateugstimates of expenditures by
eligibility category, rather than simply in aggrégiaas well as provide an additional window of s@arency into the forecasting

process by presenting a clear link between tota¢editure and the rates being paid to behavioratimerganizations.

Additionally, the Department has incorporated acumed but not reported methodology similar to otpertions of this Request
submitted by the Department (e.g. Nursing Facdjteee Section E, Exhibit H). The Department jastohg its request to capture the
reality that some mental health claims incurredmy one fiscal year may not be paid during thateséigtal year. Similarly, some
portion of expenditure in any fiscal year will baypnents on claims incurred in prior fiscal years.
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The following narrative describes in greater dettaél assumptions and calculations used in devedogi@ FY 2009-10 Estimate and
the FY 2010-11 Budget Request for Medicaid Mentaalkth Community Programs. It should be noted thatdata and values in
many of the exhibits are contained and/or calcdlaeone or more other exhibits which may come keefor after the exhibit being
described. When this occurs, the source exhildit bei noted. The exhibits being referenced carfooed in the Department’s
February 16, 2010 Budget Request, Section F.

EXHIBIT_AA - CALCULATION OF CURRENTTOTAL LONGBILL GROUPIMPACT

Effective with the November 2, 2009 Budget Requiesthis exhibit the Department sums the total sipemnauthority by fund source,
including the Long Bill and any special bills whitlave appropriations that affect the Departmenite tal spending authority is
compared to the total projected estimated curreat gxpenditures from Exhibit BB. The differenatvieen the two figures is the
Department’s Supplemental Request for the curiscalfyear®

Exhibit AA now presents a concise summary of spemdiuthority affecting the Medicaid Mental Healtro§ams. In previous
budget requests, the Department has presenteditastexpenditure and caseload figures in grapHmah. This information can be
found in table form in Exhibit DD (see below).

For the request year, the Department starts wighptior year’'s appropriation including special $jiland adds in any required
annualizations. This total is the Base Amount tfte Request year. The total Base Amount is cordptyethe total projected
estimated request year expenditure from page EXBRI The difference between the two figures s Bepartment’s Decision/Base
Reduction Item in the November Budget Request,thadDepartment’s Budget Amendment in the Februapp&mental Budget
Request.

Of particular note is that the Department’s ES-Admt action of July 2009, which requires the Dapartt to pay its Behavioral
Healthcare Organizations at a rate -2.5% from theaaially set rate midpoint (see above), is regdaby this Request. This request
accounts for the impact of ES-2 as that impact geamlue to changing caseload and actuarially pdttan rates.

For this budget cycle, the Department has alscepted in this exhibit the incremental impact crddig the American Recovery and
Reinvestment Act (ARRA). See the description of ®Rimpacts at the opening of “(2) Medical Servid@emiums,” in this
document.

® For FY 2009-10, the Department’s totals on thigepdiffer from the actual spending authority du¢hiinclusion of the budget balancing items sutediand
implemented (labeled with priority numbers begimwith “ES”). Page EA-3 shows the actual totalrspieg authority. Annualizations of budget balamggcin
items are included in the FY 2010-11 base request.
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EXHIBIT BB - CALCULATION OF FUND SPLITS

Exhibit BB details fund splits for all Mental HelalCommunity Programs budget lines for the currescia year Supplemental and the
out-year Budget Request. For all of the capitapagments except the Breast and Cervical Cancgr&rg the funding is 50% state
funds and 50% federal funds (prior to ARRA impases the description of Exhibit AA, above). Paytadar clients in the Breast
and Cervical Cancer Program receive a 65% fedeaathmrate and are described separately, below.itaflap expenditures have
been split between traditional clients and expansleénts funded from Tobacco Tax Funds or frompitas Provider Fee funds. For
FY 2009-10, implementation of the Hospital Providexe is contingent upon CMS approval. The numiaees presented for
informational purposes and then removed from th&llia the total estimated capitation expenditwsee( exhibit JJ for tax and fee
impacts on mental health expenditure). Finally tecoupments from prior years for mental healthitaon overpayments and
retractions for capitations paid for clients latbtermined to be deceased are also presented {deleitBI for recoupment
calculations).

In the capitation base for both years, most cliantspaid for with 50% General Fund and 50% federads. Health Care Expansion
Fund clients are paid for with 50% cash funds fittwan Health Care Expansion Fund and 50% federalstur@lients enrolled in the

Breast and Cervical Cancer Prevention and Treatfesgram (BCCP) are paid for with 35% state fundd 65% federal funds.

State funding for 70% of the BCCP program comesftbe Breast and Cervical Cancer Prevention andtifient fund, and the

remaining 30% of state funding comes from the RrBoa, Early Detection, and Treatment fund (as peapriated funds from the

Department of Public Health and Environment). BEgi@n clients funded through HB 09-1293 receivdesthare funding from

either the Hospital Provider Fee Cash Fund orytaré years) the Medicaid Buy-in Fund, and areutised in more detail, below.
These clients also receive a 50% federal match.

Medicaid Mental Health Fee-for-Service Payments edseive 50% General Fund and 50% federal fuilt® sum of the capitations
and the fee-for-service payments comprise the Dejeaut’'s Request.

An additional page has been added to Exhibit BBtlier purpose of presenting ARRA impacts to fundikgpr FY 2009-10, those
populations of clients not already receiving anaed federal match (e.g. Breast and Cervical Callents) received an increased
federal match of 61.59% (from the established 508tch). For FY 2010-11, the increase in match ssiaed to be the same, but is
in place for only the first six months of that idg/ear. Therefore, the effective increase in imagdalf of the incremental increase
of 11.59%, or 5.795%. ARRA has the effect of dasireg state-share responsibility for the entirdtyhe Medicaid Mental Health
Programs, shifting expenditure from General Fundasious cash funds to federal funds.
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Mental Health Services for Breast and Cervical CardProgram Adults:

SB 01S2-012 created the Breast and Cervical Cdfreaention and Treatment Program. SB 05-209 and8B8373 incorporated
funding for the Breast and Cervical Cancer Patients the appropriation for Medicaid Mental HealBommunity Programs
Capitation Payments, effective with the FY 2005bD6@get. Mental health care for clients in the Bteand Cervical Cancer Program
is managed through the capitation contracts wighlddhavioral health organizations. Therefore,hingget is based on the mental
health caseload that includes the Breast and Gdr@&ncer Program Adults eligibility category. Fbis reason, they are shown as a
separate eligibility category where appropriate.

Annual designations of General Fund contributiomgtogram costs are specified in Section 25.5-5{®&)8(9), and (10) C.R.S.
(2009). Exhibit BB details funds splits for Mentdealth Community Programs Capitations lines. ddigon to clients already
enrolled in the program, also called “traditioniiots”, the Department received funding from thebacco Tax Bill (HB 05-1262) to
enroll more clients in the Breast and Cervical @anerogram. These clients, called the “expansi@nts”, are funded by the
Prevention, Early Detection and Treatment Fund atht@red by the Department of Public Health andi®nwment and the Tobacco
Tax Bill (see the explanation below and Exhibitwhjch shows all Tobacco Tax impacts, for a fulpkexation). The funding for the
expansion clients is 35% cash funds and 65% federals. For traditional clients, the source fosltdunds is the Breast and
Cervical Cancer Prevention and Treatment Fundgkmpansion clients, the Department receives a tarisfm the Department of
Public Health and Environment from the Preventiarly Detection and Treatment Fund.

Mental Health Services for Hospital Provider Fee Ransion Clients:

HB 09-1293 established a funding mechanism forres®f expansion clients. The first set of expam<lients to be funded is
parents with income up to 100% of the Federal RgJyamit (FPL). Services for these clients will hended through the Hospital
Provider Fee Cash Fund. These clients are asstormsimilar to other adult expansion clients, eargenditure for these clients are
therefore calculated using the same per capita aatether adult clients (see exhibit JJ). In faityears, additional expansion
populations will receive funding through the HoapiProvider Fee Cash Fund as well as through thdidd&l Buy-in Fund.
Currently, the Medicaid Buy-in Fund line is prouvitlas a place-holder to ensure continuity of exhilmtfuture years.

EXHIBIT CC- MEDICAID MENTAL HEALTH COMMUNITY PROGRAMSSUMMARY

Exhibit CC presents a summary of mental healthlcadeand capitation expenditures itemized by elligybcategory as well as a
summary of the rest of the Mental Health CommuRitggrams. The net capitation payments includertipacts of actions with
perpetual effect, such as the decrease in payratge® by 2.5%, as well as caseload driven impacts as the various recoupments
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and retractions for clients determined to be inlelggy Exhibit EE illustrates the build to the flrexpenditure estimates presented in
this exhibit.

EXHIBIT DD - MENTAL HEALTH CASELOAD AND PER CAPITA HISTORY AND PROJECTIONS EXPENDITURE HISTORY, AND
CALCULATIONS FOR GOEBEL ADJUSTMENTS

Exhibit DD contains per capita history and projecs provide information on each of the nine eligipcategories. The same is true
for per capita projections and historical expen@isu The calculations include the Goebel lawsxteaditures as incorporated into
the expenditure history for FY 2003-04 through F002-06. Each of the tables that comprise Exhiliti®described below.

Medicaid Mental Health Community Programs Caseload

Medicaid Mental Health Community Programs casel@adisplayed in two tables. The first table shawtal caseload for the

combined disabled categories as well as the combiurilt categories. The second table displayslocadeby all Mental Health

eligibility categories. Figures for fiscal years to the present fiscal year are actual caseloslde the current fiscal year and the
request year caseloads are estimates. The mexatith ltaseload excludes the caseload for Partial Bligibles and Non-Citizens

and ties to the caseload presented in the Reqaedflddical Services Premiums, Section E, Exhibit Blease see the Medicaid
Caseload section of the Medical Services Premiuansative for further discussion of Medicaid Casel@aojections. The caseload
numbers and are used in numerous exhibits throughewedicaid Mental Health Community Programs iBikke and narrative.

Medicaid Mental Health Community Programs Per CapiHistorical Summary

As with caseload, Medicaid Mental Health Commuimiittpgrams per capita is displayed in two tablese fliist table sets forth total
per capita for the combined disabled categoriesedlsas the combined Adult categories. The sedahte displays per capita by all
Mental Health eligibility categories. However, @nthe actual per capita from the first table esf¢hme for both disabled categories,
and the three Adult categories have a single peitazehe true per capita is shown in those caieg@nd will not mathematically be
the same as dividing each individual category edpere by the caseload. Figures for fiscal yegrdaithe present fiscal year are
actual caseloads, while the current fiscal yearthadequest year caseloads are estimates.

Medicaid Mental Health Community Programs Expendies Historical Summary

The history of expenditures includes combined aategnd expanded category tables as well as teparelitures for both capitation
and fee-for-service expenditures. For fee-fordiserexpenditure, service categories are listedraéglg.
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Actual expenditures are only available from thedCadlo Financial Reporting System. Expenditure®lmyibility category, other

than the Breast and Cervical Cancer Treatment Bnogare not available from the Colorado Financiapdtting System. The
Medicaid Management Information System does progkjenditures by eligibility category, but does imaiude offline transactions
and accounting adjustments. The two systems tNpibave minor discrepancies in reported expenditaften due to accounting
adjustments made to the Colorado Financial Regp&ystem as fiscal periods close. Because thanaiis minor, data from the
Medicaid Management Information System can be tselistribute total expenditures from the Color&dloancial Reporting System
across eligibility categories.

A ratio is calculated for each eligibility categoby dividing the Medicaid Management Informationst&m eligibility category
expenditures by the total Medicaid Management Imfition System expenditures. The ratio is multgply the total expenditures
from the Colorado Financial Reporting System. Takulation estimates actual Colorado FinancigddReng System expenditures
across each eligibility category. The Breast amdvical Cancer Treatment Program expendituresamesd out of both totals before
the calculations are done, since this is the oalegory that does not need to be estimated. Cre@verall expenditures by
eligibility category are determined, they may bgidkd by the actual average monthly caseload feh edigibility category to
determine the actual per capita for each eligibdategory.

Adjustments to Medicaid Mental Health Community Ryjams Expenditures for Inclusion of Goebel Expendlies

For comparative purposes, expenditures for alls/@aust contain the same primary components. Hawexpenditures for Goebel
enhanced services were not included in the capitagtayments for the years shown prior to FY 2006-UTerefore, an adjustment
was made for those years. The table sets fortmbhetxpenditures including the Goebel expenditur@stual expenditures were

distributed by an average percentage from availpéées since actual percentages were not availablevery year. These are the
capitation expenditures used in the previous sestid this exhibit.

EXHIBIT EE - ESTIMATE AND REQUEST BYELIGIBILITY CATEGORY

Exhibit EE provides capitation expenditure calciolas for the current fiscal year and the requeat.ye

The Department has adopted a methodology basedregating a capitation rate, multiplying that rate monthly caseload,
multiplying again by the number of months that fineecasted rate will be in effect, and then adpgstor incurred claims that will be
paid in subsequent years as well as for claims fimmmer years that will be paid in the year of tbquest. The methodology is a
zero-based budget tool that allows the Departmeréxamine projected expenditures each year witbautling in inappropriate
assumptions, estimates, or calculations from pragegkars.
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The forecasted capitation rate is derived from leiihiFF through HH, and will be presented in moeéad, below. The caseload is
the same as presented in Medicaid Medical Senkeemiums, Section E, Exhibit B (excepting PartialaDEligibles and Non-
Citizens, as discussed, above).

The Department has broken down the current fiseat ynd the request year in a two ways: first aedrsd quarter estimate (Q1 and
Q2), and a third and fourth quarter estimate (Q8@4); The Department typically makes rate adjustsien a calendar year basis.
As such, the Q1 and Q2 capitation rate is knownigutlde actuarial midpoint of the rate from theviwas two quarters (the first two

quarters of the calendar year). For the Departsi@vvember requests, the current year's Q1 andd@s are known and the

remaining rates are estimated. In the Februargleogental, the rates for FY 2009-10 and the fiedt bf FY 2010-11 are known and

only the final two quarters of the out-year requas estimated. By the time February numbers exsepted, the Department has
completed its most recent rate setting processngdd the known set of data. As presented in BKIEHE, the estimated capitation
rate is multiplied by the monthly caseload and theiitiplied by the number of months the rate wélib effect.

In order to adjust the calculations to cash-acdagnthe Department makes two adjustments to tlwiledion: first, the Department
subtracts the incurred amount estimated to be paglbsequent periods; then, the Department adel€l#ims incurred in prior
periods expected to be paid in the forecast peribdese adjustments transform the estimated induarpenditure to a cash-based
figure. The basis for these adjustments is desdriib this narrative below and is shown startingpage EE-3.

Incurred but not Reported Estimates (Exhibit EE, gas EE-3 through EE-6)

In order to estimate the necessary adjustmentsrieect the projection to a cash basis, the Depantie&timates monthly incurred but
not reported (IBNR) adjustments based on histodesh. Monthly adjustments are required becaaseeample, claims incurred in
July of the current fiscal year have eleven moratin® of the fiscal year in which the claims carpb&l; however, claims incurred in
June of the fiscal year only have the remaindethaf month in which to be paid before the paymetolnes part of the next fiscal
year’s expenditure.

The Department examined historical data from tisé fize fiscal years, and determined that the pfiegal years would provide a
representative model for the likelihood of claimsing paid in the year in which they are incurreBage F.EE-3 presents the
percentage of claims paid in a six month period tiaane from that same period and those which coom pervious periods. The
previous four years of expenditure experience e@&emined and the average was applied to the fdrecas

Historically, for each eligibility category excepisabled Adults 60 to 64 and Disabled Individual$9, over 99% of incurred claims
are paid by the end of the fiscal year in which tkeams were incurred. For the Disabled Adults amdividuals, it has taken
approximately three years for 99% of claims to b&lp This is likely due to the relative difficuliy determining and documenting
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disability as opposed to criteria such as age cormre. Hence, a larger percentage of claims froewipus periods exists for this
category of clients.

It is of note that beginning November 1, 2009, Blegartment instituted a policy of denying retroaettapitation claims that are from
a period beyond 18 months prior to the payment mofRor those clients with retroactive claims bel/d8 months who are found to
have received services, the Department will reimbuhe BHOs through a fee-for-service payment.ceSaapitations are calculated
to pay for actual services delivered by spreadia tost to caseload regardless of whether seraieeseceived, the net effect of
eliminating cap payments and reimbursing for s@wimay be cost neutral. The Department will martinis policy change, and

should there be any expenditure fluctuations, tapddtment will seek to adjust through future budggqtiests.

SB 09-265 also impacts the IBNR calculations (de® History and Background Informatisgection of this narrative, above).
Beginning in June 2010 and carrying forward inte tisture of the program, no claims will be paidthe month in which expenses
were incurred. By switching managed care paymtots the month in which services are deliveredh® inonth following delivery
of services, the IBNR factor changes drasticallgiteing in the second half of FY 2009-10.

On pages F.EE-4 through F.EE-6, the Departmenuledés the estimated outstanding expenditure frearms remaining from
previous period by aid category. The sums are thened forward to the calculations on pages Edfvd EE-2.

Actuarially Certified Capitation Rates

Capitated rates for the behavioral health orgaioimatare required to be actuarially certified amgpraved by the Centers for
Medicare and Medicaid Services, thus actuariallyifeed rate increases could reasonably be expectd® good predictors of future
costs. As such, the Department used trends omisgterically certified capitation rates to deriieetcapitation rate presented in
Exhibit EE. The methodology for determining theeftasted capitation rate is the subject of Exhibighrough HH.

EXHIBIT FF - MEDICAID MENTAL HEALTH CLAIMS TO CASELOAD ADJUSTMENT AND CLAIMS -BASED ADJUSTMENT MULTIPLIER

Capitations are paid for clients from the date thint’s eligibility is effective, resulting in alms paid retroactively. As such, any
projection which derives expenditure by using nettaactive caseload must take into account thegeactive claims. Since
expenditures are calculated as the estimated tapitate multiplied by the non-retroactive casedloan adjustment for retroactivity
can be applied to either the forecasted capitatta or the caseload figure. In order to maintaeuniform presentation of caseload
across all Departmental Estimates and Request§édpartment chose to make its retroactivity adjestino the forecasted capitation
rate itself.
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Additionally, claims-based data (as it is derivednt literally the money spent on each claim) is #lcéual driver of expenditure.
Examining the capitation rate for forecasting akothhe Department and policy makers to see theior$tip of the capitation
payments paid to the behavioral health organizatiortotal expenditure. Forecasting based on srémthe capitation rate will only
be as accurate as the relationship between thaatap trend and any trends in the rates of pairtlexpenditure. These two rates
can (and indeed do) trend similarly, but any défeze in trends needs to be captured in order torenke accuracy of the forecast.
The different trends are usually related to thadacce of payments for partial months of eligigilitvhich fluctuate for reasons
unrelated to the Mental Health Capitation prograrhis difference is captured through a claims-basfjdstment multiplier.

Claims to Caseload Adjustment:

For the purpose of adjusting the forecasted capitaiate to capture the omission of retroactivitgni caseload, the Department
analyzed the last five years of claims and casellzéd. Page F.FF-1 presents the average mongitgchs compared to the average
monthly caseload for those years across eligibitiggegories. The relatively steady percentageegalacross each respective
eligibility category suggest that the ratio is irdesystemic (as created by retroactivity) rathanta unique circumstance. The most
recent data, however, does not fully account ferfdct that there are retroactive claims that haotebeen paid. It is the case, then,
that a period removed from the most recent wiltheemost predictive of future experience (beingrtitest recently available data that
does not suffer from this problem of retroactivity)'herefore, the average of the percentages aeads eligibility category is
weighted, pulling 70% of that weight from two prHperiods ago, 10% form the most recent period,20% from the average of the
remaining historical periods.

Claims-Based Adjustment Multiplier:

To derive the claims-based adjustment multipliar tfite purpose of capturing any difference in trebdsveen the capitation rate
trends and the trends on per-claim expenditurelatehree years of data were examined. Priétvt@006-07, capitation rates were
radically adjusted to capture systemic changesidict, but not limited to, shifting to the Departmhéhe bulk of Medicaid program
responsibility from the Department of Human Sersjcthe consolidation to five behavioral health orgations from eight, and
program and financing adjustments resulting froem@webel lawsuit. Due to these adjustments, tkaility of capitation rates prior
to FY 2006-07 would not be a quality indicator af/duture comparisons to claims paid.

As presented on page F.FF-2, for each eligibilategory, the weighted average claims-based ratgliteel by proportion of total
claims within an eligibility category covered by edividual behavioral health organization) was pamed to the weighted capitation
rate (similarly weighted). Then, the claims-basate as a percentage of the capitation rate wasileééd providing a simple
comparison of any trend in claims-based rates agpaced to capitation rates. As the percentagemidas across years, it is a good
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indicator the claims-based trends are matchingtatmn trends. In order to capture any potenta&iance between the trends, the
forecasted capitation rate was multiplied by tHéedence of the average relationship percentage; £00%.

Medicaid Mental Health Capitation Rate Trends andFecasts (Exhibit GG):

As presented, above, the expenditure forecast adged by examining the trend on the capitatior &td then applying that trend to
the monthly cost per client (i.e. the claims-basse). For the purpose of trend analysis, the ted capitation rate (weighted by
proportion of total claims within an eligibility tegory covered by an individual behavioral healtbamization) was examined.
Exhibit GG presents historical data as well asftihecasted weighted rates.

Beginning in January of 2009, the Department switichis rate setting cycle form a state fiscal ygane to a calendar year cycle.
Capitation rates are now effective from Januaryrbugh December 31. Therefore, the Departmentpr@sents it forecasted rates in
six month blocks to account for the rate changeiwoy in the middle of a state fiscal year.

The weighted rate is presented along with the peage change from the previous six months as \sefilcan the average rate of the
entire previous fiscal year. The multiple forecasind models and the criteria for selecting theedasted capitation rate point
estimate are presented in Exhibit HH.

Based on the Department’s calculations and ratmgeirocess, and input from the behavioral heaitjanizations, the Department’s
actuaries certify a capitation rate range for eBEIO and eligibility type; the Department is permdtto pay any rate within this
range and maintain an actuarially sound capitgtyment. To develop the range, the actuaries leddca single rate (the “midpoint
rate”), and add or subtract 5% from that rate teettyp the upper and lower bounds for actuarial doass.

It is important to note that the overall weightemlpoint rate presented in the exhibit is weighterbas two factors. First, the rate is
weighted within an eligibility category (that isgighted by the behavioral health organizationspprtion of claims processed within
that eligibility category). Second, that rate hen weighted across all eligibility categories fwihe weight derived from the total
number of claims processed within an eligibilitytezpory as a percentage of total claims processexsaall eligibility categories).
Because caseload can be increasing or decreasiageindently of any one capitation rate, the We@hental Health Total rate
may not be a clear indicator of the rate trendeszcall eligibility categories.

As stated, Exhibit GG presents the weighted midpwites, and the trend of those rates is usedfecésting. From January 1, 2009
to June 30, 2009, the Department paid rates 3%eattwvactuarial midpoint; subsequently, budgetrayttequirements reduced that
rates paid within that rate range (see below). élm@s, these rates are not presented in ExhibitiG@rder to allow for comparison
across years and so as to not artificially inflateleflate the rate trend and bias the estimatiedmduture years.
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Similarly, beginning September 1, 2009, in accocgawith budget action ES-2, beginning Septemb&009, the Department paid
rates that are 2.5% below the actuarial midpoB#ginning January 1, 2010, the Department paiddfuhe BHOs at the September
1, 2009 rates while three BHOs received new rags §t minus 2.5% of that new midpoint). The Rement’s rate setting process
and federal regulation require that the BHOs agilgrcertify that they will be able to operatethe proposed paid rates. With the
January 1, 2010 rates, two BHOs were unable tahcerfhe Joint Budget Committee voted to appragrinding to continue those

two BHOs at a continuation of their most recent/resly certified rates, the September 1, 2009%tate

The following table presents the estimated paidsdéas opposed to midpoint rates) across eligitahttegories beginning with the

January 1, 2009 rates with their plus 3% adjustment

Paid Capitation Rates by Eligibility Category

Fiscal Year

Adults 65 and

Older

Disabled Adults 60 to 64
(OAP-B) and Disabled

Categorically Eligible Low
Income Adults (AFDC-A),
Expansion Adults, and

Eligible Children

Foster Care

(OAP-A) Tndividuals to 59 Baby Care Progiam. (AFDC-C/BC)
(AND/AB) m
Adults

January 1, 2009 Midpont Rate $132.38 F12675 £18.56 £14.50 23661
% Change in the rate range 3.00% 3.00% 3.00% 3.00% 3.00%

Paid Rate, January 1, 2009 to June 30, 2009 $13.78 $130.55 $19.12 $14.94 $243.71
July 1, 2009 Midpoint Eate $13.38 F126.75 F18.56 £14.50 $236.61
% Change in the rate range 0.00% 0.00%; 0.00% 0.00% 0.00%

Paid Rate, July 1, 2009 to August 31, 2009 $13.38 $126.75 $18.56 $14.50 $236.61
September 1, 2009 Midpoint Rate 51238 12675 1856 £14.50 523661
% Change m the rate range -2.50% -2.50% -2.50% -2.50% -2.50%

Paid Rate, September 1, 2009 to December 31, 2009 $13.05 $123.58 $18.10 $14.14 $230.69
January 1, 2010 Midp ot Rate 1244 F136.31 £19.99 £14.89 20316
% Change in the rate range 0.07% -4.21% -3.50% -3.96% 3.38%

Paid Rate, January 1, 2010 to June 30, 2010 $13.45 $130.57 $19.29 $14.30 $220.19

Mate: Rates for each eligihilty category are weighted by the proportion of claims meurred by each BHO within that category. The Paid Rate from January 1, 2010 to June 30, 2010 iz the result of two of the
BEHOs having their previous rate carried forward; the blend of those rates with the new rates for three BHOs wields unique weighted average rates, as presented.

EXHIBIT HH - FORECASTMODEL COMPARISONS

Exhibit HH produces the final capitation rate estigs that are used as the source of the expenddloelations provided in Exhibit

EE. Page F.HH-2 presents the final rate estimatdbeir entirety. The final rate estimates ar@raduct of model selection

(discussed below) and the necessary adjustmeptesasnted in Exhibit FF.
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On page F.HH-2, a series of differing forecast nmdee presented for each eligibility categoryorfithe differing models or from
historical changes, a point estimate is selecteghasput into page F.HH-1. Based on the pointredes, the adjustments presented
in Exhibit FF are then applied and the final, atBdspoint estimate is then used in the expendtaleulations of Exhibit EE.

Final Forecasts:

Page F.HH-1 begins by presenting the known rat@® fthose already set through the actuarial proaadsthe remaining point
estimates of each eligibility category’s rate deded on page F.HH-2 (see below). For Decisiem#, the first rate applied to the
first six months of the current year is known daelte calendar year rate setting cycle (see therigden of Exhibit GG, above).
The rate applied to the next six months of theemniryear is then estimated from a series of treadais and historical changes (see
below). That same rate is then carried forward the first six months of the request year, duthéocalendar year rate setting cycle.
Finally, the rate for the last six months of thguest year is estimated by taking the percent ghangates from the last known rate
to the first forecasted rate and carrying that @etage change forward.

For Supplemental Requests, the rate for the eytiriethe current year and the first six monthstef tequest year are known due to
the calendar year rate setting cycle. The rateherfinal six months of the request year is esithaising the various trend models
and historical information described, below.

The projected rate is then adjusted by any pohayacts. In accordance with budget action ES-2inb@ty September 1, 2009, the
Department has paid rates that are 2.5% belowdhmigal midpoint. For the first six months foretehis equated to two-thirds of
that period being paid at a reduced rate. Thanigffective cut of two-thirds of -2.5%, or -1.67%or the first half of FY 2009-10,

the rates shown reflect actual experience.

Beginning with January 1, 2010, the JBC voted tprapriate funding to carry the rates forward footof the BHOs who were
unable to certify the new rates (see the Histoy Background Information section of this narrativdhe cumulative effect of this
action is presented in HH as the “Capitation Raade Adjustment” for this period.

For the remaining forecast periods, the full 2.%%uction is presented. (This request replaceE#i2 submission, with that action’s
provider rate decreases accounted for, here, andBM-2's recoupment of overexpenditure accourdechfExhibit 11.)

The forecasted rate is also adjusted by the claased adjustment multiplier, calculated on pagé&+F The multiplier is applied to
adjust for the fact that the full capitation ragenbt paid for every member month. The rate fad plims are impacted by payments
made for partial months of eligibility as well aaypnents made for clients determined to be eligitd&apactively; neither of these
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types of payments will be for a “whole” capitatippyment at the current fiscal period’s capitatiater Therefore, the multiplier is
applied to convert capitation rates to a figurealihs more likely to reflect actual expenditure.

Finally the adjusted claims-based rate is adjuatddrd time, this time by the claims-to-caselodfuistment. From Exhibit FF, page
F.FF-1, this second adjustment is made to capha&edtroactivity not captured by the caseload #gurAs described in the narrative
for Exhibit FF, since caseload does not capturmaetivity, and since projected total expenditulsesqual to caseload times the
projected rate, either the rate or the caseload beisdjusted to capture retroactivity. To keemtaehealth caseload matched to
other caseload figures presented by the Departritieatadjustment is made to the projected rate iyiglthe final forecasted rate,
which is the rate used to drive the expenditureudation presented in Exhibit EE. A similar metbtod)y is applied to the rates in
each eligibility category, and for each fiscal pdri

Capitation Trend Models:

The forecasted capitation rates are the result pdiat estimate selection from among several faet@nd models and historical
information. These models are presented on padjd-B.and historical midpoint rates are presentexhibit GG.

For each eligibility category, four different tremabdel forecasts were performed: an average growadtiel; a two-period moving

average model; an exponential growth model; arithear growth model. The average growth model eramthe rate of change in
the capitation rate and applies the average ratharige to the forecast period. The two-periodingpaverage model projects that
the forecast period will see a change in the capitaate that is the average of the last two chang the capitation rate. The
exponential growth model assumes that the capitatite is increasing faster as time moves forwarlest-fit exponential equation
is applied to the historical data and trended the future). The linear growth model is an autoesgion model on time, fitting a
linear equation line to the historical data ancefaisting that line into the future. Each modeth@ exhibit also shows what the
percent change would be from the prior period.

The Department’s decisions for trend factors afermed, in part, by preliminary calculations frohetactual rate setting process.
Because those calculations remain preliminaryD@partment does not explicitly use them in estintatrend factors.

Capitation rates are required to be actuariallyndoand are built from a blend of historical ratesl aecent year encounter data
(provider expenditure on services). The trendsetgds presented in this exhibit, are an attemptedict the final outcome of this
rate setting process. However, the use of histbrimal rates as data points for predicting fetuates is limited when future periods
are likely to be fundamentally different than hrtal periods. Beginning with FY 2008-09 the Ddap@nt has experienced unusual
trends for the mental health capitation progranhis program, in its present state, has never ekist@an economic climate like the
one currently being experienced. As such, theouarrate estimating models’ reliance on histonaformance for predicting future
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performance is limited. The Department has usedttdnd models to establish a range of reasonabdevalues and has selected
trends by considering the various factors that chpplae respective eligibility populations as wedl the impact that encounter data
will have on the rate setting process. As such,Dbpartment believes that the previous year’s pee is the most predictive of

the likely current year and future year experiences

For Q3 and Q4 of FY 2010-11:

* The rate of change from the last rate setting m®¢te change from Q1 and Q2 of FY 2009-10 to @B@4 of that year) was
applied forward for 1) Adults 65 and Older, 2) Gptacally Eligible Low Income Adults, and 3) EligéChildren;

* The linear growth model was selected for the DmsébAdults 60 to 64 (OAP-B) and Disabled Individutds59 (AND/AB)
populations; the rate for the disabled populatias $een a steady year-to-year increase, from 6t89% 9% annually, but for the
Goebel settlement year (see the “History and Bamkgul” section of this narrative). The Departmenticpates this linear
growth to continue.

* For Foster Care clients, the average of the FY 20D®1 and Q2 midpoint rate along with the Q3 addn@dpoint rate of that
year was selected; this population’s declining k&atributed significantly to the inability of twWBHOSs to certify the last rate
change; therefore, an average of the rate frontirtte prior to that non-certification and the tin@ldwing that non-certification
was selected.

The selected point estimates of the capitationsrare adjusted on page F.HH-1, as described alboveise in the expenditure
calculations presented in Exhibit EE.

EXHIBIT || - RECOUPMENT OF PAYMENTS MADE FOR CLIENTS FOUND TO BEINELIGIBLE FOR_MEDICAID

Capitation payments are made on a monthly basmugfimout the year in the Medicaid Management InfolonaSystem. When
clients are determined to be eligible for benefégoactively, retroactive capitation payments ar@de to the behavioral health
organizations through the Medicaid Management médron System. When clients are determined tonbégible for Medicaid
benefits retroactively, a recoupment of the cajiteapayments is completed separately. The DepattsMES-2 budget action of July
2009, presented these recoupments for budget sapuagoses. This portion of this Request repldbhas component of ES-2.
Exhibit Il summarizes the expected fiscal impacts.

The Department has worked to reduce the paymentketdehavioral health organizations for clienterladeemed ineligible for
Medicaid. Historically, monthly capitation paymentere made on a prospective basis. In Febru&,28e Department converted
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to concurrent capitation payments. FY 2004-05 thadfirst full year for monthly capitation paymeimts a concurrent basis. SB 09-
265 requires that, beginning with FY 2010-11, pagtador a monthly capitation will be made in thentioimmediately following
the incurred month. Because the Department wiMehan additional month to determine eligibility def processing payment,
eligibility determination may be more accuratelyuaicated prior to payments being made; this, nmtunay reduce the total amount
of recoupments required at the end of each fiseat.y

No recoupments were made during FY 2005-06 duectmguter programming change, and this has delkdngetecoupment process.
In FY 2006-07, recoupments from FY 2003-04 werecpssed. In FY 2007-08, no recoupments were predess the Department
sought to verify eligibility information providedylihe behavioral health organizations. This predess proven to be complicated by
the various reporting practices of the communityntakhealth centers that provide services to dienthe Department is currently
working with the Centers for Medicare and Medic&gfrvices (CMS) to develop a retrospective eligipiialidation process which
the Department anticipates implementing in FY 2Q09-Therefore, recoupment collection is anticigateresume during FY 2009-
10, and to be accelerated in its processing. Rwueuts from FY 2004-05 through FY 2006-07 shoulgtmeessed in the later half
of FY 2009-10. FY 2010-11 recoupment collectionsidd cover FYs 2007-08 and 2008-09. The recoupsmearnFY 2010-11 from
incurred expenses in FY 2008-09 will be alteredthmir federal fund split due to the impact of thenésican Recovery and
Reinvestment Act. Since those expenditures wereglemaith enhanced federal funds, any recoupment$ aldo see a
disproportionate share of federal funds retrieved.

EXHIBIT JJ - CASH FUNDED EXPANSION POPULATIONS

Exhibit JJ is a stand-alone exhibit designed tonstiee effect of the Tobacco Tax Bill (HB 05-1262)darelated bills as well as the
Colorado Health Care Affordability Act (HB 09-129®) the Medicaid Mental Health Community Prograniis exhibit presents
projected caseload and costs itemized by eligybdétegory for the current year and the request. ydlate that the caseloads shown
are the average monthly number over each year dhfilistuate throughout the year.

Tobacco Tax Bill:

HB 05-1262 established a number of funds, two attiprovide funding to the Medicaid Mental Healtbr@munity Programs line:
the Health Care Expansion Fund administered byDbpartment; and the Prevention, Early Detectiord d@neatment Fund
administered by the Department of Public Health Bngdironment. The Health Care Expansion Fund pies/icapitated mental
health funding for expansion adults, individualgible as a result of the removal of the Medicasded test, the expansions of the
Children’s Extensive Support and Children’s Home &ommunity Based Services waiver programs, Optibegal Immigrants
eligible for services as a result of HB 05-1086] &oster Care clients eligible for services uph@ dage of 21 as a result of beginning
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SB 07-002. The Prevention, Early Detection, andalment Fund provides funding for cancer treatniergugh its Breast and
Cervical Cancer Treatment program. 30% of the &raad Cervical Cancer Program caseload is paidubof this Fund.

With the passage of HB 05-1262, the Departmentiveddunding to provide services to the 478 indinats on the Children’s Home
and Community Based Services waiver program waiigig In addition, the Joint Budget Committee ided to add an additional
200 expansion slots during FY 2006-07 Figure Sgtfsee the March 13, 2006 Figure Setting Docunmeage 145). In total, there
are 678 expansion slots in the Children’s Home @admunity Based Services waiver program FY 200808 subsequent fiscal
years. Please see Exhibit JJ for the Departmenbdected Health Care Expansion Fund expenditweshe Children’s Home and
Community Based Services.

HB 05-1262 also provided additional funding to gay 148 individuals on the Children’s Extensive $ag wait list. However,
since 99 of these clients were already Medicagildé, expenditures associated with these clieatsiat be billed to the Health Care
Expansion Fund. Therefore, only 49 of the origitd8 expansion slots are funded with Health CagaBsgion Fund money. During
FY 2006-07 Figure Setting, the Joint Budget Comemitapproved an additional 30 expansion slots (Ma8;2006 Figure Setting
Document, page 145), of which 10 were paid for diglto the Health Care Expansion Fund due to the dfeclients not being
Medicaid eligible at the time these slots were appd. Based on the consistently increasing nurmbmdividuals on the waitlist for
the Children’s Extensive Support waiver, the Deparit requested that the remaining 20 slots appréoreBY 2006-07 be paid out
of the Health Care Expansion Fund as well. Inltokee Department expects to pay for 79 Childrdfxgensive Support expansion
slots. Exhibit JJ provides additional detail retjag the Department’s projections of expenditures the Children’s Extensive
Support expansion population.

The Health Care Expansion Fund also provides funén capitated mental health services to Expangidualts. This population
consists of individuals that meet the following uggments: 1) they are parents of children thatefiggble for either Medicaid or the
Children’s Basic Health Plan, 2) their income issl¢han 60% of the federal poverty level, and 8y tlwre not otherwise eligible for
Medicaid. The estimated caseloads were taken freDepartment’s caseload projections providedhis Budget Request (see
Exhibit B in Medical Services Premiums). Costs éaich expansion population are assumed to be the aa for the traditional
populations as the vast majority of mental headttvises payments are made via the capitation, andotl change based on client
utilization.

SB 07-002 and SB 08-099 provided for appropriatimnsupport Medicaid clients from the Foster Caigtesm who are between the
ages of 18 and 21. The Department’s caseload qiiajs are provided in this Budget Request (sealxB in Medical Services
Premiums). As with Expansion Adults, the rate eff papita growth for this expanded Foster Care ladipn is assumed to be the
same as for the traditional Foster Care populatibiewever, unlike the Expansion Adults, the indiadly identified costs of the

Page 115 COLORADO DEPARTMENT OF HEALTH CARE POLICY AND FINARING



Line Item Description: Medical Services Premiumd dedicaid Mental Health Community Programs

expansion foster care clients are used as theumsewhich the per capita cost growth rates inldhger Foster Care population are
applied.

The Health Care Expansion Fund also pays for iddads that are eligible for Medicaid as a resulthef removal of the asset test, as
required by HB 05-1262. Due to the fact that miteglicaid recipients are no longer required to stilmformation for the asset test,
the Department has found it difficult to track emgeures for this population. Based on a reviewthef asset test population in FY
2008-09, it was concluded that approximately 70df%he total asset test removal population hasssetaest flag that allows the
Department to discern whether or not they are ldkgas a result of the removal of the asset t@st.project expenditures in the
Medicaid Mental Health Community Programs line tbe asset test removal population, the Departmastuilt its estimated
caseload and per capita growth rates from thectasipleted fiscal year by applying the last knowarges to the current year as well
as the growth rates from the estimated current tgetive request year.

The Optional Legal Immigrants program is also fuhdeit of the Health Care Expansion Fund. The oasefor this program is
spread across all of the eligibility categories] &mds are matched by the federal government%t tothe State’s 50% contribution.
See the Tobacco Tax Report in this Budget Reqoeshé Department’s caseload projections for thasug.

Colorado Health Care Affordability Act:

HB 09-1293, the “Colorado Health Care Affordabilidct” provided health care coverage for more th&®,000 uninsured
Coloradans in FY 2009-10 and beyond. Implementatibthe bill for FY 2009-10 is contingent upon @as for Medicare and
Medicaid Services (CMS) approval

The first expansion population to be affected by 8881293 is the expansion adult population desdriabove, but now with income

limits up to 100% of the federal poverty level. eThepartment has presented caseload calculatichssiRequest (see Exhibit B in

Medical Services Premiums) for this population.e repartment also anticipates that the costs femptipulation will be the same as
for the traditional populations, as the vast mé&ooif mental health services payments are madéhei@apitation, and do not change
based on client utilization.

(B) OTHER MEDICAID MENTAL HEALTH PAYMENTS

All Medicaid Mental Health Community Programs payisewhich are not part of the capitation paymengsuander this Long Bill
group as Mental Health Fee-For-Service Payments.
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EXHIBIT KK - MEDICAID MENTAL HEALTH FEE-FOR-SERVICE PAYMENTS

Medicaid Mental Health Fee-for-Service Paymenta sgeparate budget line item in Medicaid Mental He&ommunity Programs.
Expenditures for this line are shown in Exhibit KKhe data from Exhibit KK also appears in Exhid&, BB, and CC as well as
the Schedule 13.

The Medicaid Mental Health Fee-for-Service Paymeappropriation allows Medicaid clients not enrolleda behavioral health
organization to receive mental health servicesropleed Medicaid clients to receive mental healgnv&es not covered by the
behavioral health organizations. The services rexe covered either because the client is not esdoih a behavioral health
organization or the services are outside the sadpbe behavioral health organization contract. didare crossover claims are
included in the fee-for-service category; theselsaigavioral health organization covered serviceslients enrolled in a behavioral
health organization who are eligible for both Mede&and Medicaid.

Fee-for-service providers include, but are nottiahito hospitals, psychiatrists, psychologistsmpry care physicians, and mental
health centers. The State also reimburses pravitheough fee-for-service if either the diagnosishe procedure is not included in
the behavioral health organization contract orpgdwgent is not enrolled in a behavioral health argation.

History and Background Information

The nature of Medicaid Mental Health Fee-for-Sexvitayments has changed in recent years. PrioY #20B2-03, Fee-for-Service
Payments were included in the Medicaid Mental He&tpitation base appropriation. During FY 2002-08se management
services provided by community mental health centezre included in the Mental Health Fee-for-Sen\Rayments appropriation.
During FY 2003-04, case management services wenedad by Single Entry Point agencies and werésit of the Mental Health
Fee-for-Service Payments appropriation, but thesevmeoved to the Medical Services Premiums apprognian FY 2004-05. Also
during FY 2004-05, fee-for-service mental healtredar developmentally disabled clients living iedtonal Centers was transferred
from the Department of Human Services to the Depamt’'s Mental Health Fee-for-Service Payments gmmton. The changes to
case management services and mental health cadevfelopmentally disabled clients are discusseovhel

Historically, community mental health centers pded case management services to the Children’s HonieCommunity Based
Services for the Mentally Il waiver clients on eeffor-service basis. Effective July 1, 2003, Bepartment began utilizing
contracted Single Entry Point agencies for theseicss instead of the community mental health asntd~unding for these case
management services remained in the fee-for-sepag@nents appropriation for FY 2003-04. Howevance Single Entry Point
contracts are customarily paid from the Medicav@®ers Premiums, the Department requested that Sese&es be transferred to the
Medical Services Premiums Long Bill group. The@amental appropriation to the Department (SB 08)Ihoved Single Entry
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Point case management from the Mental Health Fe&dovice Payments line item to the Medical Sewieeemiums line item in FY
2004-05 and was effective July 1, 2004.

The supplemental appropriation to the DepartmeBt{5-112) also authorized the transfer of the feestrvice mental health care
for developmentally disabled clients living in Regal Centers from the Department of Human Servioethe Department. This
followed a September 3, 2004 1331 Supplementaliwivies approved by the Joint Budget Committee oneBaper 21, 2004 for the
transfer of funds from the Department of Human Bews/for Developmental Disability State Plan sessic This action funded State
Plan services provided to clients in the DevelopianDisabled waiver for Children’s Home and Conmity Based Services as
required by the Centers for Medicare and Medic&d/iSes, effective October 1, 2004.

In FY 2005-06 there was a one-time recoupment 0B$®2 in the inpatient services area for disallbwayments going back to FY
2001-02. The recoupment was added back to get@anmate base for trending forward. The recoupmes then deducted to arrive
at a bottom-line expenditure which matches datanftiee Colorado Financial Reporting System. Theesadgures in Exhibit KK are
broken out into the three major categories whictkkemap Medicaid Mental Health Fee-for-Service: gyt services, outpatient
services, and physician services.

Current Calculations

The current fiscal year’s total estimated expemdita based on the first half of the year’s acexgdenditures, trended forward based
upon the expected change in caseload. Simildwyrequest year estimate is the result of a forwartt of the current year estimate
by the factor of the anticipated change in caseload

No rate or utilization increases are forecast,calffin the Department is currently investigating thasibility and necessity of
incorporating such adjustments. The first halffdf 2009-10 has seen significant increases in Fe&éovice expenditure. The
Department is currently performing data analysiagifee-for-service claims in an attempt to deteenif this increase in expenditure
reflects a permanent shift in expenditure pattefis the last six months are an anomaly. The D&pant will continue to monitor
the situation. In the interim and until data as&\ycan prove or disprove any theories, the Departtakes the conservative view for
forecasting purposes, assuming the increase fegefoice expenditure will continue into the foremae future.

Mental Health Anti-Psychotic Pharmaceuticals:

This line was included in the Other Medicaid Merttigalth Payments appropriation section within tlead. Bill for informational
purposes only. Original funding is in the Medi&arvices Premiums Long Bill group of the Departrigebhtidget. For calculations
of the requested amount, see Calculation of Angebstic Drugs under the Medical Services Premiuetsien, Exhibit F. Through
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implementation of the Medicare Modernization Atte tcosts to the State for providing prescriptiongdt including anti-psychotic
medications, were expected to decline. Howeverrdke of increase for anti-psychotic medicatioss lbeen approximately the same,
and is projected to continue.

For FY 2008-09, the Department requested and redeipproval on the removal of the Medicaid Anti-¢tetic Pharmaceuticals line
item. This change did not impact the Departmeabity to pay for these drugs, as they are salitpf the Medicaid physical health
benefit (as are all other pharmaceuticals relatedhe treatment of mental health conditions, sushaati-depressants). The
Department will continue to report expenditure doti-psychotics in its Budget Request in futurergdauch as in Exhibit F of the
exhibits for Medical Services Premiums), and sanfarmation will be lost from the Budget Request.

By removing the double-count, the Department’s Biidgore accurately reflects the total funds appabga to the Department, and
the actual expenditure for Medicaid services.

EXHIBIT LL - GLOBAL REASONABLENESSTEST FORMENTAL HEALTH CAPITATION PAYMENTS

The Global Reasonableness Test presented in Exhilibmpares the percent change between mentahhegpitation expenditures
as reported in Exhibit DD and forecasted in Exhibi. The FY 2009-10 appropriation is 4.83% lowsart FY 2008-09 actual
expenditures, primarily due to the various expemditcutting initiatives implemented in light of teeate budget shortfall. The FY
2009-10 estimate incorporates increased caselagdcpons along with various rate adjustments foddet cutting initiatives and
results in a 4.99% decrease from FY 2008-09 aetyanditures and a 0.17% decrease from the cuapgmbpriation. The FY 2010-
11 Budget Request is built on the FY 2009-10 eggmand presents a 20.10% expenditure increasms. indnease is primarily due to
1) increased caseload projections for traditionigints, 2) increased caseload due to the Coloradaltki Care Affordability Act
expansion populations, and 3) adjustments to tke badget to replace one-time savings measures FNor2009-10 (such as the
MMIS payment delay and the change in capitationnpay methodologies from concurrent payment to paynne the month
following services as required by SB 09-265). M&2010-11 Request represents a 19.90% increasetlm/eurrent FY 2009-10
appropriation.
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