COLORADO DEPARTMENT OF HEALTH CARE POLICY AND FIBMIG - FY 06-07 BUDGET REQUEST

Change Request for FY 06-07

Schedule 6

Department: Health Care Folicy and Financing Dept. Approval by: John Bartholomew Date: Movermber 15, 2005
Priority Number: BRI -1 OSPB Approval: Date:
Program: Information Technalogy Contract Monitoring Statutory Citation: 26-4-104 (1), TR .S (2008); 26-4-106 (1) (a), TR .5.(2005)
Request Title: FReduce Funding for Medical ldentification Cards
1 2 3 4 5 6 T 8 9 10
Total Decision/ Total Change
Prior-Year Supplemental Revised Base Base November 15 Budget Revised from Base
Actual Appropriation Request Request Request Reduction Request Amendment Request in Out Year
Funid FY 04-05 Fy 05-06 Fy 05-06 Fy 05-06 Fy 06-07 FY 06-07 FY 06-07 Fy 06-07 Fy 06-07 FY 07-08
Total of All Line Items Total a4 483 353716 0 383,716 363,123 192 2313 180,852 0 190 892 (192 231)
FTE 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
GF 26 902 180 534 0 180,534 180 534 96 116) 84 418 0 84 418 96 116)
GFE 0 0 0 0 0 0 0 0 0 0
CF E79 1517 0 1517 1517 0 1517 0 1517 0
CFE 0 10,549 0 10,549 10,247 0 10,247 0 10,247 0
FF 26 802 191 116 0 191,116 190 525 195 ,115) 94 710 0 a4 710 95 ,115)
(1} Executive Director's
Office, Medical Total a4 483 383716 0 383,716 383,123 (192 231 190,852 0 190 892 (192 231)
ldentification Cards FTE 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
GF 26 802 180 534 0 180,534 180 554 96,116) g4 418 0 84 418 96,116)
GFE 0 0 0 0 0 0 0 0 0 0
CF G759 1517 0 1517 14517 0 1517 0 1517 0
CFE 0 10549 0 10,549 10,247 0 10247 0 10,247 0
FF 26 902 191,116 0 191,116 190,825 95,114) 34 710 0 94 710 95,114)

Letter Notation:

IT Request:

Yes

Cash Fund name/number, Federal Fund Grant name:

FF: Title ¥I¥, CF: Old Age Pension State Medical Fund, CFE: Health Care Expansion Fund and Department of Public
Health and Ervironment

X Mo |(If yes and request includes more than 500 programming hours, attach IT Project Flan)
Department of Persannel and Administration

Request Affects Other Departments: X

Yes

No
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COLORADO DEPARTMENT OF HEALTH CARE POLICY AND FIBMIG - FY 06-07 BUDGET REQUEST

CHANGE REQUEST for FY 06-07

EFFICIENCY AND EFFECTIVENESS ANALYSIS

SELECT ONE (click on box):
O Decision Item
M Base Reduction Item

[0 Supplemental Request Criterion:
[ Budget Request Amendment Criterion:
Priority Number BRI- 1

Change Request Title:

Reduce Funding for Medical Identification Cards

Long Bill Line Item(s)

(1) Executive Director’s Offe, Medical Identification Cards

State and Federal Statutory Authority:

26-4-104 (1), C.R.S. (2005); 26-4-106 (1) (a), S.R2005)

Summary of Request (Alternative :A)

This Base Reduction Request asks for a reduatidnniding of $192,231 for the Medical
Identification Cards due to projected volume in tth@rent Long Bill line item of

Medicaid Authorization Cards. The request is atschiange the Long Bill line item
name to Medical Identification Cards.

Alternative A {Recommended alter native}:

Problem or Opportunity Description

Prior to September 2003, Medicaid clients were jol@d a monthly paper card to show to
medical providers as evidence that the clientsifig@lto receive medical services. The
cards were printed and mailed by the General Govent Computer Center.

Services of the General Government Computer Cest@sed to be used for preparation
and mailing of the cards after a new private candradistributed plastic identification
cards to all Medicaid clients occurred in Septen2@d3. This action was a result of
Change Request #BRI-2 in the November 1, 2002 BuBgguest, page H.11-1. This
action converted the monthly paper card systente@@@fiedicaid Authorization Cards) to
permanent plastic cards for Medicaid and the Ol@ Rgnsion State Medical Program
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COLORADO DEPARTMENT OF HEALTH CARE POLICY AND FIBMIG - FY 06-07 BUDGET REQUEST

called Medical Identification Cards. In accordamaéh this change, the line item was
changed to “Medicaid Authorization Cards and Meldlidantification Cards” in SB 03-

258 (FY 03-04 Long Bill). This name continued iy 04-05, even though Medicaid
Authorization Cards were gone at that time. In @8209, the line item became
“Medicaid Authorization Cards.”

The private contractor, Integrated Printing Solusiotook over the responsibility for
printing and mailing the plastic cards to new Madlicclients and for replacement cards
to any clients who lose their cards.

General Description of Alternative This Request accomplishes three needs: 1) to redimithe General Government
Computer Center payment, 2) to reproject the volaeerl based on experience, and 3) to
rename the line item. The request reduces the ppated funding for medical
identification cards, to true up the appropriatieith amounts that recent projections
indicate as actually needed for the preparation mading of the cards. This Base
Reduction Item requests $79,154 less for the contvdh Integrated Printing Solutions,
and removes $113,077 which is no longer neededato the General Government
Computer Center for printing and mailing serviaesulting in a reduction of $192,231
total funds.

1. Prior to the plastic cards, the charges to the Deymnt of Health Care Policy and
Financing for the services of the General Goverrin@mputer Center lagged two
fiscal years behind. $113,077 for the General @owent Computer Center was
included in the FY 03-04 appropriation for the calsbcause old expenses were still
being paid off.  Since the plastic cards impletagon, the General Government
Computer Center electronically transmits a file whmes and other related
information to the private contractor. The coststri@nsmit electronic files are
minimal. Consequently, costs to the General Gawent Computer Center have
dwindled for the cards. However, the funding atl®077 for the General
Government Computer Center continues to be includdéake appropriation.
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2. In addition to decreased preparation costs fromGhaeral Government Computer
Center, card printing and postage costs are atsotfe@n was expected because clients
are not requiring replacement cards as often &allpianticipated. Total production
costs by the private contractor has been far bé@amount in the appropriation for
the private contractor. For this reason the Depamt has excess funding for the
private contractor as well.

3. This request also is to change the Long Bill limenthame to “Medical Identification
Cards.” The primary reason is because the cardasae in other programs besides
Medicaid. The other reason is because the carddreethe providers to check
eligibility so the cards are not actually “authatibn” cards. They are more like a
health plan identification card.

Calculations for Alternative’s Funding

Summary of Request FY 06-07 and FY 07-08 Total Funds General Fund Federal Funds
Matches Schedule 6 and Recommended Request
Total Request for Medical Identification Card ($12821) ($96,116) ($96,115)
Integrated Printing Solutions Reduction ($79,1564) ($39,577) ($39,577)
General Government Computer Center Reduction (PTT3 ($56,539) ($56,538)
Table A: Reduce Funding for Medical | dentification Cards
Total General | Cash | Cash Fundg Federal
Funds Fund Funds Exempt Funds
FY 06-07 Base Funding
Total Appropriation $383,123 $180,534] $1,517 $10,247| $190,825
Card Production Printing and Mailing by Vendor $2A%B | $123,995 $1,517 $10,247| $134,287
General Government Computer Center $113,/07$56,539 $0 $0 $56,538
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Table A: Reduce Funding for Medical Identification Cards

Total General | Cash | Cash Fundg Federal
Funds Fund Funds Exempt Funds
Needed Funding FY 06-07
Total Need $190,892] $84,418 $1,517 $10,247 $94,710
Card Production Printing and Mailing by Vendor $BEE2| $84,418] $1,517 $10,247 $94,710
Base Reduction in FY 06-07
Total Reduction ($192,231)| ($96,116) $0 $0| ($96,115)
Card Production Printing and Mailing by Vendor (A1) | ($39,577) $0 $0| ($39,577)
General Government Computer Center ($113,07%p6,539) $0 $0| ($56,538)

TableB: FY 04-05 Number of Medical Identification Cards Produced

Month Total Number of Cards Produced
July-04 22,598
Aug-04 26,040
Sep-04 5,477
Oct-04 10,309
Nov-04 11,708
Dec-04 15,307
Jan-05 16,080
Feb-05 15,679
Mar-05 21,013
Apr-05 16,701
May-05 19,462
Jun-05 20,031
Total 200,405
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TableC: Projectionsfor Expendituresand Number of Cards|ssued Per Fiscal Year

Estimated
Fiscal Year Expenditures Number of Cards|ssued Cost per Card Issued
FY 05-06 $191,47% 225,265 $0.85
FY 06-07 $190,892 234,567 $0.85

Impact on Other Areas of Government

Assumptions for Calculations

The Department of Personnel and Administration ldidoave less funding for the
General Government Computer Center in the amouftLt8,077 total funds as well as
the same amount in Cash Funds Exempt.

Table A shows the funding reduction for the meldidantification cards as estimated by
the Department. An allowance for growth has bemtuded since reported caseload is
still high.

Table B reports the total number of medical idecaifion cards produced and mailed by
the outside contractor in FY 04-05. The total nunddecards reported as produced each
month is listed on the contractor’s billing invoiceceived and paid by the Department.
FY 04-05 is the only fiscal year for which the nuerdcan be considered relevant. The
plastic medical identification cards were implengehturing FY 03-04 (September), but
due to the mass mailing to every Medicaid clierd dne to re-mailings necessitated by
initial transition problems, the number of cardsilethin FY 03-04 is not reliable as a

base for any future estimates.

Table C shows expenditures related to the projeute@tber of cards per fiscal year. The
estimate for FY 05-06 assumes that churn in thentdi enrolled in Medicaid will
continue, with clients moving onto Medicaid beisgued new cards while other clients
who no longer qualify drop off, so the total caselavill not increase as much as the total
number of cards issued. At the same time, theeptegl increase in new clients due to the
removal of the asset test for categorically eligilbw income children and families as
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funded by the Health Care Expansion Fund (HB 05-1268s a need for new cards also.
The Department assumes the churn in clients widl atur in FY 06-07. The projected
number of cards to be issued assumes that attteasame number of cards issued in FY
04-05 will be issued again as part of the usualrghplus additional cards will be issued
as a result of increased clients from the HB 0521f2@®visions. Therefore, the projection
is 225,265 cards issued in FY 05-06 (200,405 thahé same as FY 04-05 plus 24,860
for new clients under HB 05-1262). The projection FY 06-07 is 224,567 cards to be
issued (200,405 that is the same as FY 04-05 @lis2 cards for new clients under HB
05-1262).

The Department used $0.85 ($0.48 for productionashecard plus $0.37 for postage),
the amount currently in the contract with Integdatrinting Solutions, as the cost per
card when only one card is mailed in each envelspé¢he $0.85 cost applies to each card
that is mailed individually to one person. Althbugards mailed to family members at
the same address are sent in the same envelopssibfe and less postage is needed than
if every family member received a card in a segagatvelope, it is difficult to predict
when the multiple card envelopes will go out.

The funding for the Old Age Pension State MedicalgPam clients has proved adequate
in the amount of $1,517 Cash Funds, and this fupndam continue at its current level.

Cash Funds Exempt in the amount of $10,247, ap@i=grithrough HB 05-1262 with
$10,195 from the Health Care Expansion Fund andf&s82 the Department of Public
Health and Environment (funded by the Tobacco Tax3, @t been revised from the
fiscal note estimate since no history has accuredlget for this fund source.

! The number of cards for new clients under HB 062112 based on total funds of $21,131 for FY 0508 $20,537 for FY 06-07 found in Table 1 and Table
respectively in the Department’s 1331 SupplemeR®@tjuest (Technical correction to adjust appromnetifor HB 05-1262) heard by the Joint Budget
Committee on June 21, 2005. The total funds arielell by $0.85 per card to arrive at the numberasfls. For FY 05-06, $21,131/$0.85 = 24,860. Fafr

06-07, $20,537/$0.85 = 24,162.
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Concerns or Uncertainties of Alternative If caseload and, thus, the need for identificatmards, changed significantly either
upward or downward, the Department would need ¢onsider how much total funding
would be required to produce and mail the cardisiew special legislation were passed
in the future that resulted in a need for more fidieation cards, total funding for the
cards would have to be reconsidered.

Alternative B {Status quo; no changein funding; not recommended}:

General Description of Alternative Continue with the current level of appropriatioom FY 05-06.

Calculations for Alternative’s Funding  No change in funding with this alternative.

Concerns or Uncertainties of Alternative Not all funding will be necessary, and a largeoant of funding would revert at fiscal
year end.

Supporting Documentation

Analytical Technique The analytical technique used to evaluate thisigsgis a Cost Effectiveness Analysis.
The results are shown in the chart below. Afterese\of the expenditures for each of the
fiscal years, it becomes obvious that reducing @ppropriated amounts is the most
effective use of funding for medical identificati@ards by freeing up extra unneeded
funding for other State projects. The financial ateages of reducing the total funding
can be clearly seen.
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Cost Effectiveness of Appropriation Request

Fiscal Year Total Appropriation/Base Request Annual Expenditures* Potentially Revertible Funding*

FY 03-04 $846,041 $511,165 $334,876
FY 04-05 $355,601 $102,618 $252,983
FY 05-06 $383,716 Estimated $191,475 $192,241
FY 06-07 $383,123 Estimated $190,892 $192,231

*Actual reversions for prior years may be slightifferent in the Colorado Financial Reporting Syst@COFRS) than shown in this
chart because spending history has been adjustethén expenditures occurred rather than when tegan COFRS.

Quantitative Evaluation of Performance -

Compare all Alternatives The Annual Expenditures column in the above cleptasents Alternative A. The Total
Appropriation column represents Alternative B. idt easy to see that following
Alternative B would result in the situation enuntethin the Potentially Revertible
Funding column. In FY 06-07, Alternative A wouldtruse $192,231 in total funding
with $96,116 of that unused funding being Genemathd= Therefore, Alternative A,
based on the Annual Expenditure amounts, is cleaeferred.

Statutory and Federal Authority 26-4-104 (1), C.R.S. (2005)he state department, by rules and regulations,ll sha
establish a program, of medical assistance to mtewimecessary medical care for the
categorically needy. The state department is hedasignated as the single state agency
to administer such program in accordance with TXIX and this article...

26-4-106 (1) (a) C.R.S. (2005) Application — vexdfiion of eligibility
() (@) ...Any person who is determined to be eligibiessuant to the requirements of this
article shall be eligible for benefits until suchrpon is determined to be ineligible.

Department Objectives Met if Approved 1.2 To support timely and accurate client eligjpdetermination.

1.4 To assure delivery of appropriate, high qualdaye. To design programs that result
in improved health status for clients served andrprove health outcomes. To ensure
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that the Department’s programs are responsiveetaéhvice needs of enrolled clients in a
cost-effective manner.
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Change Request for FY 0607

Schedule 6

Department: Health Care Policy and Financing Dept. Approval by: John Barthaolomews Date: Mowvember 15, 2005
Priority Number: BRI- 2 OSPB Approval: Date:
Program: Medical Assistance Office Statutory Citation: 26-4-104, C RS (20048)
Request Title: Adjust Cash Funds Exemnpt in Medical Services Premiums Upper Payment Limit
1 2 3 4 5 [ 7 ] 9 10
Total Decision/ Total Change
Prior-Year Supplemental Revised Base Base November 15 Budget Revised from Base
Actual Appropriation Request Request Request Reduction Request Amendment Request in Out Year
Funil Fy 04-05 Fy 05-06 FY 05-06 Fy 05-06 Fy 06-07 Fy 06-07 Fy 06-07 FY 06-07 FY 06-07 Fy 07-08
Total of All Line ltems Total 1,920 474 771 | 2,178,221 370 0| 2178221 370 |2 177 202 145 | {13,299,304)| 2,163 902 544 0 (2,163,902 544 {13,299 304)
FTE 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
GF| 9350783890 §1,042 362 534 0| 1042 362 634 |1,035,134 760 0 (1,038,134 760 01,033,134 760 0
GFE 0 0 0 0 0 0 0 0 0 0
CF 0 764812 0 76812 76 512 0 764812 0 764812 0
CFE[ 30,6599 080 B6 0B5 B03 0 B5 065 BO3 85,146 310 | (13,299 304) 71,847 006 0 71,847 006 (13299 304)
FF| 954 636,801 1,063,716 621 0| 1063716 621 |1,053 344 566 0| 1,053 344 566 0| 1,053 344 566 0
(2) Medical Services
Premiums Total 1,920 474 771 | 2,178,221 370 02178221 370 2177 202,145 | (13,299,304 2,163 902 544 02,163 902 5344 (13299 304}
FTE 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
GF| 935078390 §1,042 362 K34 0| 1042 362 534 |1,035,134 760 0 (1,038,134 760 01,035,134 760 0
GFE 0 0 0 0 0 0 0 0 0 0
CF 0 7B 5812 0 7B 512 76512 0 7B 812 0 7B 812 0
CFE[ 30,693,080 BE 065 603 0 BE 0BS5S 603 85,146 310 | (13,293,304) 71,847 006 0 71,847 006 (13299 304}
FF| 954 696,801 1,069,716 B21 01063716 621 |1,053 844 566 0 | 1,053 844 566 0| 1,053 344 566 0

Letter Notation:

IT Request:  []ves

ND
Request Affects Other Departments: [Jves [w]Mo

Cash Fund name/number, Federal Fund Grant name:

FF: Title XX, CFE: Breast and Cervical Cancer Prevention Fund, Autism Treatment Fund, Health Care Expansion Fund,
Transfer from Department of Public Health and Environment, and Certification of Public Expenditures

(If yes and request includes mare than 500 programming hours, attach IT Project Plan)
(If ¥es, List Other Departments Here: )
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COLORADO DEPARTMENT OF HEALTH CARE POLICY AND FIBMIG — FY 06-07 BUDGET REQUEST

CHANGE REQUEST for FY 06-07
EFFICIENCY AND EFFECTIVENESS ANALYSIS

SELECT ONE (click on box):
O Decision Item
M Base Reduction Item

[0 Supplemental Request Criterion:

[ Budget Request Amendment Criterion:

Priority Number: BRI - 2

Change Request Title: Adjust Cash Funds Exempt in Medical Services PremiUlpper Payment Limit
Long Bill Line Item(s) (2) Medical Services Premism

State and Federal Statutory Authority: 26-4-104, C.R.S. (2005), 42 CFR 447.272, 42 CFR3R2I] 42 CFR 433.51.

Summary of Request (Alternative :A) The Request seeks to achieve consistency in tbeuating for the “Medicare Upper
Payment Limit"” and certification of public expendis in the two Long Bill
appropriations that contain this financing mechani¥he Request is for a reduction of
$13,299,304 in total funds, all of which is Casmés Exempt funding for the Medical
Services Premiums Long Bill group.

Alternative A {Recommended alter native}:

Problem or Opportunity Description The purposes of Base Reduction Item #1 and #3 pedposthe Department’s FY 02-03
Budget Request submitted November 1, 2001, werg)toeduce the amount of General
Fund required to be appropriated for the Stateesbémexpenditures for client services
provided in the Medical Services Premiums line it@mal, 2) increase federal revenue to
the State. These goals were achieved through thécaiugm of Medicaid federal
regulations regarding the maximum reimbursemefiteadth care facilities and the use of
public funds as the State’s share in claiming faldé&snds participation for Medicaid
expenditures for public owned nursing facilitiesl drospitals
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General Description of Alternative

Under Medicaid federal regulations, payments byeStéedicaid agencies to health care
facilities cannot exceed the amount that would Iaéd punder Medicare payment
principles. This Medicare Upper Payment Limit i thaximum amount Medicaid can
reimburse providers and still receive the maximeatefal match (also known as federal
financial participation) for the payments. As Qaldo’'s Medicaid reimbursement rates
for these providers were below these limits, theas an opportunity to earn additional
federal revenue by recording and claiming expenestwp to the maximum allowable
under federal regulations.

However, the additional expenditures require treeSto share in the costs. In order to
avoid using General Fund as the State share, thgogals utilized another Medicaid
federal regulation that allows public funds ceetfiby public agencies as representing
expenditures eligible for federal financial pamaiion as the State share. This
“certification of public funds” is appropriated angcorded as Cash Funds Exempt funds
and offsets the need for General Fund. As thetiaddi federal revenue earned is
retained by the State, the General Fund appropmiatequired to support Medical
Services Premiums expenditures to provide sentiwedigible clients could be reduced.
These base reduction items implemented in FY 02-8fped avoid the need for
additional Medicaid budget cuts during a periodl@tlining State revenues.

The Medicare Upper Payment Limit financing mechanismtilized in two departmental
appropriations: Medical Services Premiums, and t$adet Provider Payments.
However, unlike the Safety-Net Provider Paymentpragriation, the intent of this
financing in the Medical Services Premiums app@dipn is to lessen the amount of
General Fund requested. However, in order to aysihle full impact this financing, the
Department requested that twice the amount of Caslds Exempt be appropriated; and
thus, offset the General Fund reduction, leavirggrgmaining Cash Funds Exempt and
federal funds equal the total fund impact.

This alternative requests a reduction in the tdtalds and Cash Funds Exempt
appropriated to the Medical Services Premiums itie® to reflect the actual amount of
State match required to draw the current levekdéfal funds. This change will result in
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Calculations for Alternative’s Funding

a consistent recording of Cash Funds Exempt revearuthe two line items that utilize
the Medicare Upper Payment Limit reimbursement dabertification of Public
Expenditures State matching financing mechanisms thange will have no impact on
the amount of additional federal funds earned amdnpact on the resulting reduction in
General Fund required.

When the original financing using the certified peobexpenditures was initially
implemented, the Cash Funds Exempt amount equakedothl amount of certified
expenditures rather than only the State match. &uhils was an appropriate procedure
under accounting rules, it created confusion anek#ggerated total funds in the State
budget. To provide clarity in the Medical ServiceserRiums line item, to provide
consistency with the financing methodology in thefeBy Net Provider Payments line
item, and to more accurately reflect total fundshi@ statewide budget, this alternative is
requested.

Under the new methodology, the Cash Funds Exemptefliéct the state match (50% of
the total expenditure), and the federal funds seillect 50% of the expenditure. This will
match to the typical Medicaid federal financial tmapation of 50%. This Cash Funds
Exempt then “replaces” the General Fund as the 3mateh, causing a General Fund
savings. The General Fund savings is not changeither methodology but the new
methodology is more transparent. See Table 1.

Summary of Request FY 06-07
Medical Services Premiums (Matches
Schedule 6)

Total General Cash Cash Funds Federal
Funds Fund Funds Exempt Funds

FY 06-07 Total Request (column 7)

$2,177,202,1148,038,134,760 $76,512| $85,146,31(0 $1,053,844,566

A4

FY 06-07 Change Request (column 6)

($13,299,304) $0 $0| ($13,299,304 $0

FY 06-07 Base Request (column 5)

$2,163,902,844 0381134,760  $76,512] $71,847,004 $1,053,844,56¢

A4

FY 07-08 Change From Base (column 10) ($13,299,804) $0 $0| ($13,299,304 $0
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Tablel
Impact of Change Request on Medical Services Premiums By Service Area
FY 05-06 FY 06-07 Base FY 06-07 Change FY 06-07 Total
Appropriation Request* Request Request
Outpatient Hospital
Total Funds $24,601,363 $23,331,453 ($11,665,726 $11,665,727
General Fund ($12,300,68R) ($11,665,727 $0 ($11,665,727
Cash Funds Exempt $24,601,363 $23,331,453 ($11,665,726 $11,665,727
Federal Funds $12,300,682 $11,665,727 $0 $11,665,727
Nursing Facilities
Total Funds $2,949,26[1 $2,949,261 ($1,474,630 $1,474,631
General Fund ($1,474,631) ($1,474,631 $0 ($1,474,631
Cash Funds Exempt $2,949,261 $2,949,261 ($1,474,630 $1,474,631
Federal Funds $1,474,631 $1,474,631 $0 $1,474,631
Home Health
Total Funds $317,896 $317,896 ($158,948) $158,948
General Fund ($158,948) ($158,948) $0 ($158,948)
Cash Funds Exempt $317,896 $317,896 ($158,948) $158,948
Federal Funds $158,948 $158,948 $0 $158,948
Total Upper Payment Limit
Total Funds $27,868,260 $26,598,610 ($13,299,304 $13,299,306
General Fund ($13,934,260) ($13,299,306 $0 ($13,299,306
Cash Funds Exempt $27,868,260 $26,598,610 ($13,299,304 $13,299,306
Federal Funds $13,934,260 $13,299,306 $0 $13,299,306

Impact on Other Areas of Government

There are no impacts on other areas of government.

Assumptions for Calculations Table 1 illustrates the impact that AlternativewAll have on the Medical Services

Premiums line item.
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The FY 05-06 Appropriation matches Exhibit Q from thepartment's February 15,
2005 Budget Request. The FY 06-07 Base Requeshewiexhibit K in the November
15, 2005 Budget Request. The requested reductiGash Funds Exempt is equal to half
of the Cash Funds Exempt in the Base Request.

Concerns or Uncertainties of Alternative This new method will result in a difference betweélee total expenditures claimed on the
CMS-64 federal report “Quarterly Statement of MedtcExpenditures” and the total
expenditures recorded in the Colorado Financialorey System (COFRS.) In the
event that future auditors would attempt to recenche two reporting systems,
documentation of the reasons for the differencesulshbe included in each federal
report. However, no problems with this reconadiiatare expected.

Alternative B {Status quo; no changein funding; not recommended}:

General Description of Alternative The calculations of amounts requested for the béedi Upper Payment Limit financing
within the Medical Services Premiums will continimereflect the Cash Funds Exempt as
the total expenditures certified as public expamds rather the amount required as the
State match for drawing the Medicaid federal funds.

Calculations for Alternative’s Funding  No change in funding with this alternative.

Concerns or Uncertainties of Alternative The status quo methodology is confusing and inster® with how Cash Funds Exempt
is reported in the Safety Net Provider Payments item. If the current appropriation
remains unchanged, the Department essentially docblints the amount of funding
within Medical Services Premiums for this purposéhis causes an inflation to total
funds in the State budget that is misleading.

Supporting Documentation

Analytical Technique Benefit-Cost Analysis
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Statutory and Federal Authority

The benefit of choosing alternative A is that Casinds Exempt will be recorded in a
consistent manner in both the Safety-Net Providgmignts and the Medical Services
Premiums line. There are no additional costs omgavassociated with implementing
this change.

26-4-104, C.R.S. (2005), et seq. Program of nadissistance — single state agentiye
state department, by rules and regulations, shallalelish a program of medical
assistance to provide necessary medical care fer dategorically needy. The state
department is hereby designated as the single atgacy to administer such program in
accordance with Title XIX and this article.

42 CFR 447.272. Inpatient Services (Hospitals, Mgr&acilities and Intermediate Care
Facility Services for the Mentally Retarded): Aggaliion of Upper Payment Limits

(b) General rules. (1) Upper payment limit refepnsat reasonable estimate of the amount
that would be paid for the services furnished by ginoup of facilities under Medicare
payment principles in subchapter B of this chap{2y.Except as provided in paragraph
(c) of this section, aggregate Medicaid paymenta gwoup of facilities within one of the
categories described in paragraph (a) of this sattnay not exceed the upper payment
limit described in paragraph (b)(1) of this section

42 CFR 447.321. Outpatient Hospital and Clinic 8®s. Application of Upper Payment

Limits (a) Scope. This section applies to rates set byatency to pay for outpatient

services furnished by hospitals and clinics witbive of the following categories: (1)
State government-owned or operated facilities (tbaall facilities that are either owned

or operated by the State). (2) Non-State govermoemied or operated facilities (that is,

all government facilities that are neither owned nperated by the State). (3) Privately-
owned and operated facilities. (b) General rulek) Upper payment limit refers to a
reasonable estimate of the amount that would bd f&i the services furnished by the
group of facilities under Medicare payment prinepin subchapter B of this chapter.

42 CFR 433.51. Public funds as the State shdiiaanfcial participation.
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Department Objectives Met if Approved

(a) Public funds may be considered as the Stat@resh claiming FFP if they meet the
conditions specified in paragraphs (b) and (c) lmktsection. (b) The public funds are
appropriated directly to the State or local Medidaagency, or transferred from other
public agencies (including Indian tribes) to theat8t or local agency and under its
administrative control, or certified by the contuiiing public agency as representing
expenditures eligible for FFP under this section.

1.5 To accurately project, report, and manage étaatg requirements to effect executive
and legislative intent with program and budget tgwment and operations. To
accurately record and monitor expenditures for g managed by the Department so
there may be accurate financial reporting at ales.

Page G.13-8



COLORADO DEPARTMENT OF HEALTH CARE POLICY AND FINANCING - FY 06-07 BUDGET REQUEST

Schedule 6
Change Request for FY 06-07

Department: Health Care Policy and Financing Dept. Approval by: John Bartholomewy Date: MNovernber 15, 2005
Priority Number: BRI- 3 OSPB Approval: Date:
Program: Office of Medical Assistance, Office of Operations | Statutory Citation: 26-4-406.5, CR.S. (2005)
and Finance
Request Title: Revision to the Medicare Modernization Act Implermentation
1 2 3 4 5 6 T 8 9 10
Total Decision/ Total Change
Prior-Year Supplemental Revised Base Base November 15 Budget Revised from Base
Actual Appropriation Request Request Request Reduction Request Request in Out Year
Fund FY 04-05 FY 0506 FY 0506 FY 05-06 FY 06-07 FY 06-07 FY 06-07 FY 06-07 FY 0607 FY 07-08
Total of All Line Items Total|1 521,084 414 | 2,178 596 301 196,300 | 2 179,092 6071 2,177 719,356 | &,012 066)|2 171,706,390 02,171,706 390 7,700,339
FTE 0.00 0.00 0.00 0.00 0.0o 0.0o 0.00 0.00 o0.00 0.00
GF| 935,383,712 |1,042,700,100 93,150 | 1,042 798 260 1,038,393 364 | 3,802,704 | 1,042,195 068 0| 1,042 195 068 5 570,495
GFE 0 0 0 0 0 0 i] i] i] 0
CF o 78512 o 76,512 7B,A512 o 76,512 1] 76512 0
CFE| 30,699,080 66,065 603 o b6 ,065 603 85,146,310 o 85,146,310 1] @5,146 310 0
FF| 955,001,622 |1,070,054 086 98,150 [ 1.070,1592,236 |1,054,103,170 (9,815 6700( 1,044 287 500 011,044 257 500 (13,571 .434)
(1) Executive Director's
Office Total B09,643 74 931 u] B74 931 517,208 43,448 560,657 1] 560 557 43,443
Administrative Law FTE 0.00 0.00 0.00 0.00 0.0o 0.0o 0.00 0.00 o0.00 0.00
Judge Services GF 304,822 337 466 o 337 465 258 504 21728 280,329 1] 280,329 21725
GFE o 0 o o o o 1] 1] 1] 0
CF 0 0 0 0 0 0 i] i] i] 0
CFE o 0 o o o o 1] 1] 1] 0
FF 304,821 337 465 u] 337 465 258,604 21,724 280,328 1] 280,328 21,724
2) Medical Services
Premiums Total|1 920,474 771 | 2,178 221 370 0| 2,176,221,370 2,177 202,145 | (31,841,050 2 095 361,095 0| 2095361093 (89,352 581)
FTE 0.00 0.00 0.00 0.00 0.0 0.0 0.00 0.00 0.00 0.00
GF| 935,078,890 | 1,042 362 534 0|1042 362,634 1,038,134 760 | (71,305 508)| 596G ,220,254 0| oeezzo254 | FaEE1Z7T)
GFE o 0 o o o o 1] 1] 1] 0
CF o 7B 512 o 76512 76 A12 o 76512 1] 76512 0
CFE| 30,599,080 66,065 603 0 65,065,603 | 85,146,310 0 85,146,310 i] 85,146,310 0
FF| 954 596,801 [1,069.716 621 0| 1,069,716,621 1,053,844 566 19,935,544)[ 1,043 509,022 011,043 5909 022 (136591 308)
(3) Other Medical
Services Total o 0 o o 0| 75588335 75,588,335 1] 75,5080 335 81,411,893
Medicare FTE 0.00 0.00 0.00 0.00 0.0 0.0 0.00 0.00 0.00 0.00
Modernization Act of GF u] n] u] u] 0| 75588335 75.500,335 1] 75,5086 335 1,411,893
2003 Maintenance of GFE u] n] u] u] u] u] 1] 1] 1] n]
Effort Payment (new) CF o 0 o o o o 1] 1] 1] 0
CFE o 0 o o o o 1] 1] 1] 0
FF u] 0 u] u] u] u] 1] 1] 1] 0
(6) Department of
Human Services -
Medicaid-Funded Total u] n] 196,300 196,300 u] 196,300 196,300 1] 196 300 186,300
Programs, (D) Medicare FTE 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
Modernization Act GF o 0 93,150 98,150 o 93,150 98,150 1] 98,150 95,150
County Administration GFE u] 0 ul ul ul ul 1] 1] 1] 0
CF 0 0 0 0 0 0 i] i] i] 0
CFE u] n] u] u] u] u] 1] 1] 1] n]
FF u] 0 95,150 95,150 u] 95,180 95,150 1] 95,180 9,150

Letter Notation:

Cash Fund name/number, Federal Fund Grant name:

IT Request: © Yes

Request Affects Other Departments: ¥ Yes No

CF: Provider Fees and Serice Fees. CFE: Cerified Public Expenditures, Children's Basic Health Plan Trust Fund, Breast
and Cervical Cancer Prevention and Treatment Fund, Autism Treatment Fund, Health Care Expansion Fund. FF: Title Xl and
Title ¥

“  MNo (if yes and request includes more than 500 programming hours, attach IT Project Plan)

[ (If ¥es, List Other Departrments Here: Departrment of Human Senices, Department of Personnel and Administration)
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CHANGE REQUEST for FY 06-07

EFFICIENCY AND EFFECTIVENESS ANALYSIS

SELECT ONE (click on box):
O Decision Item
M Base Reduction Item

[0 Supplemental Request Criterion:
[ Budget Request Amendment Criterion:
Priority Number: BRI-3

Change Request Title:

Revision to the Medicare Modernization Act Implertation

Long Bill Line Item(s)

(1) Executive Director's Qfe, Administrative Law Judge Services; (2) Medical
Services Premiums; (5) Other Medical Services, e@ Modernization Act of 2003
Maintenance of Effort Payment (new line); (6) DHSdwaid-Funded Programs,
County Administration — Medicaid Funding

State and Federal Statutory Authority:

26-4-406.5, C.R.S (2005), 42 CFR Parts 400, 403, ddd 423

Summary of Request (Alternative :A)

On January 1, 2006, the federal Centers for Maedi@and Medicaid Services (CMS)
implemented the Medicare Part D prescription dr@ndbit that replaced Medicaid
prescription drug coverage for dual eligibles. TRsquest is to cover the cost of
additional administrative responsibilities the 8tatill now assume, and to update the
cost of the implementation of the Medicare Modeatian Act of 2003 (“the Act”). The
net impact of these changes is a reduction in fotals of $6,012,966. Final rules for the
Act were published on January 28, 2005.

Alternative A {Recommended alter native}:

Problem or Opportunity Description

The Medicare Prescription Drug, Improvement and Moidation Act (“the Act”),

signed into law in December 2003, created a nevg drenefit known as Part D of
Medicare. All Medicare beneficiaries are eligibbe this benefit which began January 1,
2006, including all dual eligible Medicaid beneéides (those individuals that are both
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Medicare and Medicaid eligible). For the dual ilig population, this is the only
coverage for all Part D covered drugs, as statesharlonger able to receive a federal
match for these prescription drugs for dual eliggbl In addition, with the passage of SB
05-162 on April 5, 2005, Colorado amended its MaldA&ssistance Act to prohibit dual
eligibles from these federally covered drugs; haevethis legislation still allows the
State to cover non-Part D drugs for dual eligibkes,long as these drugs will receive
federal financial participation. The Departmentraitted a letter to the Joint Budget
Committee on September 6, 2005 requesting direcdgarding the coverage of non-Part
D drugs. The Joint Budget Committee has not yepaeded to this letter, and is
expected to do so in November. Therefore, thesis eos not included in this request. If
the Committee decided to cover these non-Part @sdrthe Department will submit a
Supplemental and Budget Request Amendment to agddctst. If the Committee
decides to not cover these drugs, then the Depattwauld have to terminate coverage
of non-Part D drugs for all Medicaid clients, asemtly required by the federal
government. The Department would submit a corredipgnSupplemental and Budget
Request Amendment reflecting the savings.

Enrollment

The Part D drug benefit will be administered by atésrhealth plans, called prescription
drug plans. Eligible individuals can obtain drugvexage through a stand-alone
prescription drug plan, or can enroll in a Medic&®vantage-prescription drug plan.
During the first half of calendar year 2005, CMSrkes with states to identify all current
dual eligible beneficiaries for enrollment in thev Income Subsidy. As of October
2005, Medicare has notified current dual eligiblefs the upcoming transition and
informed them of the specific prescription drugrpia which they were automatically
enrolled, as well as their ability to opt-out oétlplan and enroll in another. Costs for the
auto-enrollment process will be borne by CMS.
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Low Income Subsidies

Low-income Medicare beneficiaries are eligible ttgipate in the new drug benefit's

low-income subsidy program. Although subsidies arailable based on certain federal
poverty level incomes, the Medicaid dual eligiblesjch as the following, were

automatically deemed eligible for low-income subesd

= Full benefit dual eligibles (on both Medicare antd Medicaid);

= Qualified Medicare Beneficiaries, those entitledMedicaid coverage of the Part B
premium and all Medicare cost-sharing;

= Specified Low-income Medicare Beneficiaries, thesétled to Medicaid payment of
their Part B premium (but not Medicare cost-sh3griagd

= “Qualifying individuals,” for whom states receivel@0% federally matched grant to
pay the Part B premium.

Eligibility for low-income subsidies are determinieg Medicaid eligibility sites or by the
Social Security Administration (SSA). States aguired to process subsidy applications
for clients that request a "state determinatiomitl @80 make determinations and
redeterminations on those cases and process appeals

The Clawback

States are required to provide a “phased-down iboiton” payment to the federal
government to defray a portion of Medicare drugesditures for clients whose projected
Medicaid drug coverage is assumed by MedicarePafiThis payment is also known as
the Clawback. The specific amount each state syl ip based on a formula set forth in
federal rules. The calculation uses calendar y6@B 2lata, and requires that each state
pay 90% of the calculation in the first year (Jagu2006 - December 2006), with this
percentage decreasing from 90% to 75% over a tanpaxiod. After the tenth year, the
states will continue to pay 75% as long as Parkiste For FY 06-07, the 90% factor
changes to 88.33%, on January 1, 2007, and costiiou¢he next twelve months.
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General Description of Alternative

The Clawback estimates the per capita drug costshraverage dual eligible during
calendar year 2003. This per capita is a weightedage of managed care clients and
fee-for-service clients. The per capita is thentipligd by current monthly dual eligible
counts to estimate the monthly cost of Part D pipson drugs for this population. The
amount is inflated for national medical cost grovitbtween 2003 and 2006 and is
adjusted by the state’s Federal Medical Assist®®reentage (50% for Colorado).

On October 1, 2004 and on July 1, 2005, the Departraubmitted its concerns to the
Centers for Medicare and Medicaid Services aboet @awback calculation. The

primary concern is that one of four quarters ofatebwere not reflected in calendar year
2003 for Colorado. This inflates the average experes used to calculate the
Clawback. On October 14, 2005, the Centers for ibégd and Medicaid Services

provided its calculation of Colorado’s Clawbackiie Department.

During the Department's FY 05-06 Figure Settiadthough the Department did not
submit a Change Request, the Joint Budget Comnatipeoved a number of adjustments
to the Department’s Budget to account for thesetiaddl administrative responsibilities
required of the State. However, a few additionahrges are necessary that were
overlooked at that time.

This Request is for:

* Funding the additional cost for counties and eligybsites to process subsidy
applications.

* Funding the additional costs anticipated to affAdministrative Law Judge
Services due to increased appeals.

* Requesting that the appropriation for the Clawbbekrelocated to the Other
Medical Services Long Bill group, and also updaties projected Clawback
amount for FY 06-07.

» Updating the Medical Services Premiums line itempi@scription drug savings.
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Costs for Counties and Eligibility Sites to ProcBsbsidy Applications

One ongoing cost overlooked during the DepartmeR¥s05-06 Figure Setting was
funding for the counties and their increased watlo States are required to check
eligibility for any client applying for the low-irmame subsidy for applicable Medicaid and
other State assistance programs. This will increasts at Medicaid eligibility sites.
Funding of $1,356,340 for FY 05-06 was requeste@d &upplemental Request to the
Joint Budget Committee on September 19, 2005. @uptethber 20, 2005, the Joint
Budget Committee approved $196,300. This requedtYo06-07 is for the continuation
amount approved for FY 05-06. Since this fundmdor county relief, it is requested at
50% General Fund and 50% federal funds, and iparate line item.

The Department recommends that as counties gairriexpe in this program, that the
funding methodology be re-evaluated.

Appeals - Costs for Administrative Law Judges

The Department assumed that 1,000 individuals wslist that the State must process
their low income subsidy applications and that 16f4hose will appeal the eligibility
determination to the Administrative Law Judge. Hwoer, these numbers are unknown.
The Department based the time needed for the avemggal to be equal to the total FY
03-04 hours of utilization divided by number of apfs, or 3.81 hours per case (5,579
hours divided by 1,465 cases).

The FY 05-06 Legislative Council Common Policy cpst Administrative Law Judge
hour is $114.04. Therefore, the FY 06-07 estimat jOOO * 0.10) * 3.81 * $114.04 =
$43,449.

Clawback Payment

The first actual Clawback payment was not to be madé January 2006. The Joint
Budget Committee recommended an appropriation mitthe Medical Services
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Premiums line item of $30,984,982 in FY 05-06 (Dépant's March 15, 2005 Figure
Setting document, page 118). Using the methodobaghned by federal regulations 42
CFR Part 423, the Department estimates the FY O&wback will cost the State
$75,588,335, or $38,147,393 for the six months riégg July 2006, and $37,440,942
for the six months beginning January 2007. Thigrede incorporates the inflated per
capita drug expenditures for full benefit dual #ligs in calendar year 2003 provided by
the Centers for Medicare and Medicaid Servicebeddepartment on October 14, 2005.

In addition, the Department has incorporated itstmecent estimate for the number of
full benefit dual eligibles anticipated in Decemi2805 (as December’s full-benefit dual
eligible caseload will be used in calculation oé thanuary 2006 Clawback payment).
Since Colorado’s dual eligible population is corspd predominately of three stable
eligibility types (Supplemental Security Incomeddlis Age 65 and Older, Supplemental
Security Income Clients Age 60 to 64, and Suppleaie®ecurity Income for Disabled

Individuals), the Department has not grown thiséeler 2005 caseload going forward.

These figures are further detailed in the Assumptitor Calculations section of this
Request.

While these Clawback payments are directly tiegbriscription drug expenditures for
Medicare clients, the Department would request thet funding be relocated to the
Other Medical Services Long Bill group, with thénet State-only funded programs, as
this is a General Fund only payment. The Clawbackat a Medicaid payment, or a
Medicaid service, and is not subject to the ovesexiiture authority that the remainder of
the Medical Services Premiums line has.

Medical Services Premiums Prescription Drug Savings

The Department would like to update the estimatesawfngs for the Medical Services
Premiums. Using estimates according to the fedeealters for Medicare and Medicaid
Services’ Clawback methodology does not resulhendame estimate of savings that the
Department concludes using traditional budget nathorhe Department has completed

Page G.14-7



COLORADO DEPARTMENT OF HEALTH CARE POLICY AND FINANCING - FY 06-07 BUDGET REQUEST

a very detailed estimate of the savings using ythiedal method and this can be found at
attachment 2.

Joint Budget Committee staff estimated the Medicaidscription drug savings as

$62,394,408 in FY 05-06 (FY 05-06 Figure Settingrih 15, 2005, page 118), which is
only 81% of the estimated dual eligible prescriptidrug costs of $77,233,957 at

attachment 1 ($34,755,276 x 2 / 0.9). Howevergtlweuld be increases in medical costs
that could reduce savings if clients cannot eamsslyess their effective medications under
Part D. Recent attempts by the Centers for Medieard Medicaid Services, such as
requiring coverage of all drugs in 6 sensitive gatis, indicate that transition issues

may be minimized.

The Department also estimates that additional ahststo increased caseload caused by
the mandatory screening of low-income subsidy tdienay be higher than estimated by
JBC staff, using information provided by the Cestdor Medicare and Medicaid
Services. This impact is not reflected here, btiterain the Medical Services Premiums
as a caseload adjustment.

! Antipsychotics, antidepressants, anticonvulsatitg/AIDS drugs, immunosuppressants, anti-cancegsiru
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Calculations for Alternative’s Funding

Summary Request for FY 06-07 Cash Funds

Matches Schedule 6, Column 6 Total Funds | General Fund Exempt Federal Funds

(1) Executive Director’s Office, Administrative Laludge $43,449 $21,725 $0 $21,724
Services

(2) Medical Service Premiums (move Clawback) ($69,964)| ($61,969,964 $0 $0
(2) Medical Service Premiums (Adjust Prescriptiamdp ($19,871,086) ($9,935,542 $0 ($9,935,544
Savings)
(5) Other Medical Services, Medicare Moderniza#an of $75,588,335  $75,588,335 $0 $0
2003 Maintenance of Effort Payment (new line)
(6) Department of Human Services Medicaid Fundedjams, $196,300 $98,150 $0 $98,150
MMA County Administration (new line item)
Total FY 06-07 Request ($6,012,966) $3,802,704 $0 ($9,815,670)

*This total does not include an increase to the Madservices Premiums due to the “woodwork effe€tscreening clients for low
income subsidy. This cost is represented in DI-thefNovember 15, 2005 Budget Request for MediealiSes Premiums. This

cost offsets the savings.

Summary Request for FY 07-08 Cash Funds

Matches Schedule 6, Column 10 Total Funds | General Fund Exempt Federal Funds
(1) Executive Director’s Office, Administrative Laludge $43,449 $21,725 $0 $21,724

Services

(2) Medical Service Premiums (move Clawback) ($69,964)| ($61,969,964 $0 $0
(2) Medical Service Premiums (Adjust Prescriptianid ($27,382,617) ($13,691,309 $0| ($13,691,308
Savings)
(5) Other Medical Services, Medicare Modernizatan of $81,411,893 $81,411,893 $0 $0
2003 Maintenance of Effort Payment (new line)
(6) Department of Human Services Medicaid Fundedjams, $196,300 $98,150 $0 $98,150
MMA County Administration (new line item)
Total FY 07-08 Request ($7,700,939) $5,870,495 $0 | ($13,571,434)
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Administrative Law Judge Services

A. FY 03-04 Administrative Law Judge Services Hours 5,579
B. FY 03-04 Number of Administrative Law Judge Gase 1,465
C. Average Number of Hours per ALJ Case (= A/ B) 3.81
D. Average Cost per Hour for ALJ Services $114.04
E. Total Number of Low-Income Subsidy Applicationstiipated to be Processed by the State 1
F. Percent of Applications Anticipated to be Appeehl 10%
G. FY 06-07 and FY 07-08 Request (= C*D *E * F) $43,449

Total General Federal

M edical Services Premiums - Update Prescription Drug Estimate Funds Fund Funds
A. FY 05-06 Estimated Savings, Figure Setting MdschB005, p. 118 ($62,394,40B)$31,197,204 ($31,197,204
B. FY 06-07 Base Request (row A times 2 to annadhz a full year)* ($124,788,816) ($62,394,408 ($62,394,408
C. FY 06-07 Estimated Savings, Attachment 2 ($1BBB)| ($72,329,950] ($72,329,952
D. Difference (matches "Summary of Request for BYO@" table) ($19,871,086] ($9,935,542 ($9,935,544
E. FY 07-08 Estimated Savings, Attachment 2 ($152,171,433) ($76,085,717 ($76,085,716

F. Difference from row B (matches "Summary of Resjufor FY 07-08" table)

($27,382,617

($13,691,309

($13,691,308

* |n total, bottom-line adjustments in Medical Sieas Premiums exhibits EF-2 and EF-3 for “Drug 8gsiper Medicare Modernization Act” (Volume | oéth

November 15, 2005 Budget Request) incorporatehigear impact.

Impact on Other Areas of Government

Cash Funds
Summary of Impact to the Department of Human Services | Total Funds | General Fund Exempt Federal Funds
(4) County Administration, Medicare ModernizatiogtACounty $196.,300 $0 $196,300 $0

Administration (new line)
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Assumptions for Calculations

Administrative Law Judge Services

The Department estimated the amount of increasetdhgefaes for Part D using FY 03-
04 information. Dividing actual number of case tsohy the actual number of cases, the
Department estimated an average length of timecage in FY 03-04 to be 3.81 hours.
Using Common Policy for the average hourly rate Amtministrative Law Judge
Services, the Department estimated that each casklwost $434.49. Assuming 1,000
clients would request a state determination, aatl 10% would appeal, the Department
estimated $43,449 would be needed.

MMA County Administration

The number from the Joint Budget Committee’s Sep&eraD, 2005 decision was used.
Updated Prescription Drug Savings Calculation

All the assumptions are located on attachment 2.

Clawback Calculation

FY 06-07 is the first full year for this federaltgquired contribution. The Department
has estimated this cost in Attachment 1 using thaahformula mandated by the Centers
for Medicare and Medicaid Services. On October 2805, the Department received
notification from the Centers of Medicare and MaiticServices that the dual eligible per
capita for drug expenditures in calendar year 2088 $2,498.02 (or $208.17 times 12
months). This is the weighted per capita cost effte-service and managed care full-
benefit dual eligibles. Once required adjustmearts made for inflation, the federal
financial participation rate for Colorado, and thkeasedown percentage, the net dual
eligible per capita for drug expenditures usedha State’s Clawback calculation is
$1,523.64 and $1,495.35 for the first and secorfidiagFY 06-07, respectively. The
above mentioned adjustments include the following:
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Concerns or Uncertainties of Alternative

* The National Health Expenditure prescription drudaitidnary increase experienced
from 2003 to 2006 is 35.54%;

» The federal financial participation for Colorad®%; and

* The phasedown contribution rate for July — Decen20&6 is 90%, and for January —
June 2007 is 88.33%.

These adjusted per capitas for dual eligible drygeesditures are then multiplied by the
most recent month’s number of full-benefit dualgdlies to determine the monthly
Clawback amount.

Due to adjustments being made to the Colorado Bsn&fanagement System in
December 2004, a programming fix inadvertently geah historical eligibility spans
within the system, and removed the third partyiligbcode within a number of client
records. This third party liability code is the eagsed to determine clients that are dually
eligible. While this would not normally cause cents with the eligibility data because
the Department usually has an interface with theigboSecurity Administration’s
BENDEX system, this interface was not yet operaticatathe time the data for this
request was pulled. This interface is expectecetoperational by the end of November
2005. When this happens, the Department estiniaa¢spproximately 2,800 clients that
are currently not appearing as dually eligible aiitomatically be determined to be both
Medicaid and Medicare eligible. Therefore, the Depant has estimated that in
addition to the most current dual eligible caselofd2,823 (as of October 21, 2005), an
additional 2,800 dual eligibles, for a total of @53 dual eligibles. This caseload is in
line with historical dual eligible counts.

There has never been a new Medicare benefit imgoleed in this way, and many of the
assumptions are based on a lack of experiences likely that almost all the estimates
will need to be updated in the future.
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Alternative B {Status quo; no changein funding; not recommended}:

General Description of Alternative This alternative would maintain existing levels fohding to the Department. There
would be no additional funding in the Departmetiglget to fund anticipated increases
in administrative costs for legal services and tpuadministration would not be
budgeted.

Calculations for Alternative’s Funding  No change in funding with this alternative.

Concerns or Uncertainties of Alternative The true implications of not implementing the FedleVledicare Prescription Drug,
Improvement, and Modernization Act are not knownt the failure to implement it
would put the State in noncompliance with fedesal.| It is possible that the Department
could lose its federal match for the Medicaid pewgrif it does not comply with this law.
If administrative funding is not appropriated, #evill not be enough funding to support
the Department’s compliance of the Act.

Supporting Documentation

Analytical Technigue A cost/benefit analysis is used to demonstragegtiofitable alternative for the State.
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Quantitative Evaluation of Performance -

Compare all Alternatives

Alternative A (recommendation)

Alternative B (status quo)

Admin | $43,449 for Administrative Law Judges and $196,800 $0
Costs | County Administration
Benefit | Aligns Common Policy appropriation with iippated No benefits. Puts the State’s federal matchingl$uat risk if
increase in appeals due to State performing elityibi State is not able to comply with federal regulagiofror FY 05-
determinations for federal assistance program. 06, this is $1,621,580,650.
Benefit | Provides funding for increased administrattosts as a | No benefits. County eligibility sites would hawestop
result of higher application volume due to impletayn | processing applications once funding ran out, dindtare
a federal program. applicants would have to be directed to other looat
Benefit | Aligns all State-only funded programs iQither Contains less consistency in consolidating appatipns with

Medical Services Long Bill group, having like fundi

together.

similar aspects together, diminishing the reasofondg.ong Bill

groups.

Statutory and Federal Authority

26-4-406.5, C.R.S (2005) Prescription drug besefi authorization - dual-eligible

participation.The state department is authorized to ensure the participation of Colorado
medical assistance recipients, who are also €ligible for medicare, in any federal
prescription drug benefit enacted for medicare recipients.

SB 05-162 - Concerning Prescription Drug Benefitsdel the Medical Assistance
Program for a Person who is Enrolled in a Presonp®rug Benefit Program Under
Medicare Notwithstanding the provisions of subparagraph (i) of this paragraph (a),
pursuant to the provisions of section 26-4-406.5, prescribed drugs shall not be a covered
benefit under the medical Assistance program for a recipient who is enrolled in a
prescription drug benefit program under medicare; except that, if a prescribed drug is
not a covered Part D drug as defined in the "Medicare Prescription Drug, |mprovement,
and Modernization Act of 2003", p.l. 108-173, the prescribed drug may be a covered
benefit if it is otherwise covered under the Medical Assistance Program and federal
financial participation is available.
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Department Objectives Met if Approved 1.2 To support timely and accurate client eligfipidleterminations.

1.5 To accurately project, report, and manage badgetquirements to effect Executive
and Legislative intent with program and budget tw@ent and operations. To
accurately record and monitor expenditures for g managed by the Department so
there may be accurate financial reporting at ales.
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Attachment 1

CALCULATION OF STATE PHASED-DOWN MONTHLY CONTRIBUTION

Uses federal methodology as close as possible

Item Colorado Colorado Source
Value
(i) Gross per capita Medicaid expenditures for $3,031.25|Per Centers of Medicare and Medicaid Services letter received October 14, 2005;
prescription drugs for 2003 for full benefit dual eligibles Colorado's calendar year 2003 per capita drug expenditures for full-benefit, fee-for-
1 |notreceiving drug coverage through a Medicaid service dual eligibles was $3,031.25 ($127,380,741 in expenditures / 504,270 dual
managed care plan, excluding drugs not covered by eligible clients).
Part D.
(ii) Aggregate State rebate receipts in calendar year 34,131,984 |Per 11-29-04 actual CMS 64. This value is considerably lower than a typical 12
5 2003 month period. In an average fiscal year, drug rebates typically account for roughly
20% of total drug costs. For this 12-month period, they only account for 14.4%.
(iii) Gross State Medicaid expenditures for prescription | 236,549,670 |Per 11-29-04 actual CMS 64. While the 3rd quarter of CY 03 was 20% lower than
drugs in calendar year 2003 the average amount reported in the other three quarters, the average rebate in
3 quarter 3 was 96% smaller than the average rebate for other quarters.
4 |(iv) Rebate adjustment factor 0.1443|Calculation: (2) + (3)
(v) Adjusted 2003 gross per capita Medicaid $2,593.85|Calculation: (1) * [1—(4)]
5 |expenditures for prescription drugs for full-benefit dual
eligibles not in managed care plans
(vi) Estimated actuarial value of prescription drug $1,852.04|Estimated CY 03 pharmacy payments for Part D covered drugs for MCO clients.
6 |benefits under capitated managed care plans for full- Does NOT include pharmacy payments for Rocky Mountain ASO claims, which are
benefit dual eligibles for 2003 considered fee-for-service in this analysis.
(vii) Average number of full-benefit dual eligibles in 42,023|Provided in a letter to the Department by the Centers for Medicare and Medicaid
7 12003 who did not receive covered outpatient drugs Services on October 14, 2005 (504,270 member months divided by 12).
through Medicaid managed care plans
(viii) Average number of full-benefit dual eligibles in 6,234|Provided in a letter to the Department by the Centers for Medicare and Medicaid
8 [2003 who received covered outpatient drugs through Services on October 14, 2005 (74,806 member months divided by 12).
Medicaid managed care plans
(ix) Base year State Medicaid per capita expenditures $2,498.02|Calculation: [(7) * (5) + (8) * (6)] + [(7) + (8)]
for covered Part D drugs for full-benefit dual eligible
9 individuals (weighted average of (5) and (6))
(x) 100 minus Federal Medical Assistance Percentage 0.5|Colorado's FMAP percentage is 50%
10 |(FMAP) applicable to month of state contribution (as a
proportion)
(xi) Applicable growth factor (cumulative increase from 35.54%| This is the National Health Expenditure inflator described in federal law. NHE in
11 |2003 through 2006) 2003 = $605; NHE in 2006 = $820, Growth = 820 / 605 - 1 = 35.54% (Prescription
Drugs only)
(xii) Number of full-benefit dual eligibles for the month 45,623|BOA query (run 10/22/2005) for any client with a TPL code of 01 - 06 or 21 - 26 with
at least one day of eligibility in September 2005, plus 2,800 additional clients
12 assumed to immediately be reported as full-benefit dual eligibles due to the
interface with the Social Security Administration's BENDEX system being restored
13 (xiii) Phased-down State reduction factor for the month 0.9(90% as specified in federal statute
14 (xiv) Phased-down State contribution for the month $5,792,546|Calculation: 1/12 * (9) * (10) * [1+(11)] * (12) * (13)
15 |FY 05-06 Estimated Clawback Payment $34,755,276|Assume 50% for FY 05-06 due to first payment in January 2006.
16 Growth factor (Increase from CY 2006 to 2007) 9.76%|Inflate the FY 05-06 by NHE again for FY 06-07. NHE in 2006 = $820; NHE in 2007
= $900, Growth =900/ 820 - 1 = 9.76% (Prescription Drugs only)
17 Phased-down State contribution for the month $6,357,899|Calculation: (14) * [1+(16)]
(calendar year 2006)
18 Phase-down State reduction factor for the second 88.33%|In 2007, the Phased-down State reduction factor is reduced to 88%3%, so this
twelve months percent was used for the second half of the fiscal year.
19 Phased-down State contribution for the month $6,240,157|Calculation: (17) / (13) * (18)
(calendar year 2007)
20 |[Total FY 06-07 Estimated Clawback Payment $75,588,335|Calculation: (17) * 6 months + (19) * 6 months
o1 Growth factor (Increase from CY 2007 to 2008) 9.76%|Inflate the FY 05-06 by NHE again for FY 06-07. NHE in 2006 = $820; NHE in 2007
= $900, Growth = 900/ 820 - 1 = 9.76% (Prescription Drugs only)
22 Phased-down State contribution for the month $6,849,197|Calculation: (19) * [1+(21)]
(calendar year 2007)
g [Phase-down State reduction factor for the second 86.66%]In 2008, the Phased-down State reduction factor is reduced to 862°%, so this
twelve months percent was used for the second half of the fiscal year.
24 Phased-down State contribution for the month $6,719,452|Calculation: (22) / (18) * (23)
(calendar year 2008)
25 |[Total FY 07-08 Estimated Clawback Payment $81,411,893|Calculation: (22) * 6 months + (24) * 6 months

Clawback Payment

This is a rough preliminary estimate of the clawback calculation for Colorado, using the federal methodology. However, the Department does not have several pieces of the data
yet and has tried to use similar information from other sources to approximate the calculation that will be done by the federal government. This is used to calculate the clawback
payment only. It has been updated since the Department's Hearing, and is now based on specific fiscal years. The previous estimates were assuming a full first year.
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Attachment 2

Estimated Actual Savingsin the Medical Services Premiumsfor January - June 2006, FY 06-07 and FY 07-08

FY 06-07 FY 07-08
Item Request Estimate Colorado Source

Estimated Part D Drug $126,790,399 $133,374,048 Actual expenditures framidiy 2003 through

Expenditures December 2004, trended forward using a linedr
trend model to estimate drug expenditures for
January 1, 2006 forward. A specific drug-rebdte
percentage of 25.4328% is applied to get post|
rebate projected drug costs. Includes Rocky ASO
estimated expenditures, after rebate, adjusted|for
COFRS reconciliation.

Average Fee-for-Service 39,724 39,7P9 Totadleligibles were estimated from a BOA

Monthly Part D Eligibles query (run 10/22/2005) for any client with a TRL
code of 01 - 06 or 21 - 26 with at least one day of
eligibility in September 2005, plus 2,800
additional clients assumed to immediately be
reported as full-benefit dual eligibles due to thg
interface with the Social Security Administratign's
BENDEX system being restored. Fee-for-Ser
dual eligibles were assumed to be 87.1% of al
dual eligibles (the CY 2003 actual experience
percentage from MSIS data).

Per Capita Expenditures fpr $3,191.38 $3,357.10 [@) = (2)]

Fee-for-Service

Adjustment for MCO Per 95% 95% The managed care per capita cost as a pefceht

Capita Expenditures fee-for-service per capita costs changes from €Y
2003 (used for federal Clawback analysis) to Y
06-07 due to rebasing which will correct the
following things: a) $12 million was missing in

MCO Per Capita $3,031.81 $3,189.24

Expenditures

Average MCO Monthly 5,894 5,8P4 Tatahl eligibles were estimated from a BOA

Part D Eligibles query (run 10/22/2005) for any client with a TRL
code of 01 - 06 or 21 - 26 with at least one day of
eligibility in September 2005, plus 2,800
additional clients assumed to immediately be
reported as full-benefit dual eligibles due to thg
interface with the Social Security Administratign's
BENDEX system being restored. Managed Cre
dual eligibles were assumed to be 12.9% of al
dual eligibles (the CY 2003 actual experience
percentage from MSIS data).

State Medicaid Per Capitg $3,170.77 $3,335.41 [(2) *(3) + (5) * (6)] = [(2)(6)]

Expenditures for Covered Weighted average of (5) and (3)

Part D drugs for Full-

Benefit Dual Eligible

Individuals

Average Number of Full- 45,628 45,623 Sumwerage monthly fee-for-service Part D

Benefit Dual Eligibles per eligibles and average monthly MCO Part D

Month eligibles.

Estimated Total Funds $144,659,902| $152,171,433 [(7) * (8) * .5in FY 05-06]

Savings in Medical Servic FY 05-06 is 6 months (Jan - Jun 2006)

Premiums

Estimated General Fund $72,329,p51 $76,08%,717
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COLORADO DEPARTMENT OF HEALTH CARE POLICY AND FINANCING - FY 06-07 BUDGET REQUEST

Schedule &
Change Request for FY 06-07
Department: Health Care Paolicy and Financing Dept. Approval by: John Bartholormews Date: MNovember 15, 2005
Priority Number: BRI -4 OSPB Approval: Date:
Program: Information Technology Cantract Monitoring Statutory Citation: 26-4-105, CR S (2005)
Request Title: Address Audit Recommendation Related to Prescription Drugs within Medicaid Management Information Systemn
1 2 3 4 5 6 7 8 9 10
Total Decision/ Total Change
Prior-Year Supplemental Revised Base Base November 15 Budget Revised from Base
Actual Appropriation Request Request Request Reduction Request Amendment Request in Ot Year
Fund FY 04-05 FY 05-06 FY 05-06 FY 05-06 FY 06-07 FY 06-07 Fy 06-07 Fy 06-07 FY 06-07 Fy 07-08
Total of All Line ltems Total|1,955 150 Bad |2 217 438 504 02217 438 584 |2 216,125 B56 (1,350,774)|2 214 775,082 02214 775082 (3874744
FTE 0.0o 21340 0.00 21340 21260 200 21460 0.oo 21460 2.00
GF| 545,011,390 11 054 545 855 0 | 1,054 945 555 |1,060 547 552 (7B5,136)| 1,049 775 416 01049778 416 (2012371
GFE 05 454 n} 0 0 0 0 1] 0 0 0
CF 0 76512 0 76512 VB 512 0 vE512 0 76512 0
CFE| 31,181,005 57 118,052 0 57,118 052 85,171 552 0 85,171 B2 0 86,171 B52 0
FF| 577 870335 | 1095 293 155 0| 1,095 205 155 |1 079,330,130 (581 538 1,078 748,452 01073 748 492 (1,862,373
{1} Executive Director's Total| 21075545 23,261 268 0 23261 268 23,047 032 375,000 23 422 0582 0 23 42 082 300,000
Office, Medicaid FTE 0.0o0 0.00 0.00 0.00 0.00 0.0o 0.00 0.oo 0.0o0 0.00
Management GF 5,187 882 5 FBZ 805 0 5 B2 BOR 5572 025 93,750 5 BRS 775 0 5 BBS 775 75,000
Information System GFE 0 I} 0 0 0 0 1] 0 0 0
Contract CF 0 i} 0 0 0 0 1] 0 0 0
CFE 370212 SR8 453 0 A58 453 511,540 0 511,540 0 E11 540 0
FF| 15518751 17 030,003 0 17,030,009 16,863 517 281 250 17 144 767 0 17 144 767 225,000
(1) Executive Director's Total| 12 795 241 14 550 499 0 14 850 430 14 ,B57 OFR 112,171 14 S5 237 0 14 OF8 237 112,171
Office, Personal FTE 0.0o 21340 0.00 21340 21260 200 214.60 0.oo 21460 2.00
Services GF 5,341 465 5,391,700 0 5,351,700 5,340 2597 56,086 5,395,353 0 5,395 353 56,056
GFE 95 454 n} 0 0 0 0 1] 0 0 0
CF 0 a 0 0 0 0 1] 0 0 0
CFE 110 554 466,156 0 466,156 409,453 0 409,453 0 409 453 0
FF 72 328 ¥ 00l B3 0 709l B4 8,107 315 55 085 8,163 401 0 8,163 401 55 085
(1) Executive Director’s Total 812 837 1,106 457 [i] 1,105 457 1,018 550 ] 1027 309 [i] 1027 309 1,738
Office, Operating FTE 0.0o 0.00 0.00 0.00 0.00 o.oo 0.00 0.oo 0.0o0 0.00
Expenses GF 403,143 528,72A 0 28,725 500,470 3575 a04 344 0 a04 345 370
GFE 0 n} 0 0 0 0 1] 0 0 0
CF 0 i} 0 0 0 0 1] 0 0 0
CFE ] 17 850 0 17 BA0 4,359 0 4,359 0 4,359 0
FF 408 D55 555 852 0 553 854 514,731 3574 518 FO05 0 518 FOA 859
2) Medical Services Total 1,920 474 771 |2,173 221 570 0 [217821 370 |2 177 202 143 (1,345 B94)| 2 175 356,454 02,175,356 454 (4 268 554)
Premiums FTE 0.0o 0.00 0.00 0.00 0.00 0.0o 0.00 0.oo 0.0o0 0.00
GF| o35 078890 |1 042 352 534 01,042 352 534 |1,038,134 750 (922 347 1,037 211 213 01037211913 (2,144,327)
GFE 0 i} 0 0 0 0 1] 0 0 0
CF 0 76512 0 76512 VEA1Z 0 VE512 0 76512 0
CFE| 30599030 55 0BS5S FO3 0 Bk 055 BO03 85,145 310 0 85,145,310 0 85,145 310 0
FF| 5954 B35 301 |1.069 716,621 01,069,716 521 |1 053 844 566 (922 847 1,052 921 719 0110525321719 2 144 327
Letter Notation:
Cash Fund name/number, Federal Fund Grant name: FF: Title ¥x, Title X+, CFE: Children's Basic Health Plan Trust Fund 11, Old Age Pension Fund fram the Department of
Hurman Services, Colorado Autismm Treatment Fund 184, Murse Home Visitor Fund from the Department of Public Health and
Ervironment, Breast and Cendical Cancer Prevention and Treatrnent Fund 150, and Health Care Expansion Fund 13K
IT Request: X Yes No (I yes and request includes rmore than 500 prograrmrming hours, attach [T Project Plan)
Request Affects Other Departments: Yes X Neo {If ¥esg, List Other Depatments Here: ]
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CHANGE REQUEST for FY 06-07
EFFICIENCY AND EFFECTIVENESS ANALYSIS

SELECT ONE (click on box):
M Decision Item
O Base Reduction Item

[0 Supplemental Request Criterion:

[ Budget Request Amendment Criterion:

Priority Number: BRI - 4

Change Request Title: Address Audit Recommendation Related to Prescrifiinugs within Medicaid
Management Information System

Long Bill Line Item(s) (1) Executive Director’s Offe, Medicaid Management Information System Contract

(1) Executive Director’s Office, Personal Servigdg;Executive Director’s Office,
Operating Expenses; (2) Medical Services Premiums

State and Federal Statutory Authority: 26-4-105, C.R.S. (2005); United States Code, %ifle§1396r-8 (6) (b) (1) (A)

Summary of Request (Alternative :A) This request is for additional funding for the Nemdd Management Information System
Contract line item to implement a Drug Rebate Asiglyand Management System in FY
06-07 to be offset by a savings in the drug rebatedited against prescription drug costs
in the Medical Services Premiums line item.

Alternative A {Recommended alter native}:

Problem or Opportunity Description Rising drug costs are a concern in general forAtmerican public, not just for the state
Medicaid programs. To avoid letting drug costsa@ase beyond the State’s resources for
paying, Colorado needs to find a way to reduceffsebthe rising drug costs.

Since 1991, state Medicaid programs in all states lbeen able to recover a portion of
prescription drug payments by requesting rebatesn fdrug manufacturers. State
Medicaid programs reimburse pharmacies for dispgngrescription drugs to Medicaid
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recipients and recover a portion of these experefitby submitting invoices to the drug
manufacturers for rebates. The State is responfsibdeveloping an accounting system,
subsidiary to the Colorado Financial Reporting &ystcapable of properly recording and
tracking rebate monies paid or owed. Currentlyo@ao uses a manual system based on
receiving a paper report from the drug rebate syste the Medicaid Management
Information System. Based on the voluminous papport, Health Care Policy and
Financing manually checks drug payments for corpecing and prepares a billing for
rebates to send to the drug manufacturers on aeglydrasis.

Drug manufacturers can and do dispute rebate amalaims by states. Disputes delay
payment of the rebate until the issue is resolMebmpt resolution of disputes is critical
because the longer the dispute remains outstantiaegnore difficult it is to collect the

rebate. The Department has had unresolved disgateg back for as long as nine years.

The rebates are not always received in a timely ean®rug manufacturers calculate
and remit interest on aged account receivables.thdf rebate is not paid by the
manufacturer within 38 days, interest starts aograwn day 39. The Department has no
automated or electronic method to assess or talesdcinterest. Consequently, all
interest is calculated manually. This is problemétcause interest rates change daily,
necessitating timely updates to existing accouiatmation. Due to inefficiencies in the
manual process, the Department has no system ffidying the accuracy of the amounts
of interest paid by the manufacturers.

In 2004, the State Auditor’s Office contracted witle Caley Gordon Group to conduct a
performance audit on the Department’s Medicaid é?ijgison Drug Program. The audit

work was performed between March 2004 and July 2004September 2004, a report
was presented to the State Auditor's Office. Thé&gZ&ordon Group contacted other
states and found that most states have reassigratidcated additional staffing resources
to improve the rebate process. Unlike many revetingt automatically flow to recipient

entities, prescription drug rebates require actionthe part of the Department for
payment to occur.
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The Caley Gordon Group Medicaid Prescription DruggPam Performance Audit of
September 2004, page 23 recommends: “The Departaigdealth Care Policy and
Financing should maximize drug rebate collectidmeugh the Drug Rebate Program by:

a) Improving the drug rebate accounting systemnioreiase the collection rate and
expedite recovery of rebate program revenue...

b) Tracking rebate amounts invoiced, disputed, atldated to establish benchmarks and
evaluate trends.

c) Evaluating staffing/workload and assigning staf$ources to compute interest on
unpaid balances, properly track pricing and relpste unit changes, research disputed
rebates, and resolve all outstanding disputes mahufacturers in a timely manner.

d) Investigating and implementing system edits Wwhigll prevent payment claims that
could lead to rebates disputes...

e) Using the dispute resolution services of the t&enfor Medicare and Medicaid
Services when appropriate.

The Department agreed to evaluate staffing levetktanexamine system processes to
determine the most cost-effective means to imprthes drug rebate program. The
examination was to include exploration of automgiestesses used in other states. The
Department has complied with the audit recommeandaby creating new metrics.
Furthermore, the Department believes that the itmgcgrocess will continue to evolve,
change, and improve, especially upon implementadioa fully automated drug rebate
system. The Department is tracking rebate disputetetermine patterns of problems
that could be eliminated via a system edit. Thedd@pent has also implemented a
process to resolve disputes with manufacturersudicy contacting drug manufacturers
via a special mailing with phone follow up, andaoalsy attending a dispute resolution
meeting moderated by the Centers for Medicare aedidaid Services.
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General Description of Alternative

This request is for $491,988 (offset by $1,845,684ings for higher drug rebates) to add

an automated prescription drug rebate analysisrapdrting system to the Medicaid

Management Information System currently operatedhieyfiscal agent. The Medicaid

Management Information System currently includesirag rebate subsystem. The

functionality of the current subsystem does noluide the automated accounting that the

auditors recommended. A new rebate subsystemedc@drug Rebate Analysis and

Management System (DRAMS), would streamline thegdebate process by reducing

labor and expediting rebate collection. In additib would also:

* produce accurate invoices to send to the drug raatwrers

» reduce the likelihood of disputes for rebated an®un

» facilitate rapid reconciliation of payments for baturrent and prior quarter invoices

* increase cash flow to the Department by expeditneppate billings to the
manufacturers

» calculate interest due from drug manufacturersbfites are late

* improve reporting capacities including drill dowm andividual invoices and drug
manufacturers

» produce Accounts Receivable reports and detailatinsl reports for each specified
rebate quarter

* provide a mechanized audit trail

* be implemented in five months or less and becorieealoy November 30, 2006

The DRAMS subsystem would improve the drug rebatewatting system, track rebate
amounts invoiced, disputed, and collected to estalidlenchmarks, compute interest on
unpaid balances, and properly track pricing andteslper unit charges. These functions
address three of the five audit recommendations tiored above.  Another
recommendation for staffing resources is also add@ in this request. The fifth
recommendation of using the dispute resolutionisesvof the Centers for Medicare and
Medicaid Services (that the Department plans towden appropriate) is a policy issue
that is outside the scope of system mechanization.
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In order to improve the upfront accuracy of drugimls processing so DRAMS will not
have to deal with pricing errors and other drugnataprocessing errors, the Department
would add two FTEs to monitor production results loé tclaims processing in the
Medicaid Management Information System. Curreaffswithin the Department, and
within the Medicaid Management Information Systerarsight work group in particular,
already have heavy workloads and cannot assumeddtsional job functions without
jeopardizing the job functions already performd&lie to insufficient resources, minimal
time and effort are currently devoted to monitoritie outcomes of drug claims
processing, and the Department is aware that lackufficient monitoring may often
result in overpayment of drug claims and limitefbefto collect drug rebates.

The first position would monitor and research imgnoents to the Prescription Drug
Card System. The position would be a business sind{yeneral Professional IV
classification) with an expertise in pharmacy claipnocessing and would be responsible
for assuring the correct processing of pharmacymsla Monitoring of the system
accuracy would be done through a variety of meimas)ding developing and using key
management reports as well as analysis through#ie decision support system for the
Medicaid Management Information System.  Oversigiit the installation and
enhancement of the Drug Rebate Analysis and Manage®ystem would also be the
responsibility of this position. Because this posit would work closely with the
Department’s policy makers and would enforce theddenent’s policies with the fiscal
agent, this position needs to reside in the Departiw internal staff.

A second position (General Professional IV clasation) to monitor and research
improvements to the Claims Processing Assessmeste@y(CPAS) is also needed.
CPAS currently exists within the Medicaid Managetraformation System, but due to a
shortage of personnel resources, it has seldom bsed to analyze drug claims and
potential drug rebates for the past three fiscargie When used properly, the CPAS
reviews are comprehensive studies of claims theapaid or denied within the Medicaid
Management Information System. The studies inclasguring that client, provider,
reference, pricing, and other policy edits are iggptorrectly. This position would also
review the operational processes for pharmacy primhorization reviews. By working
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closely with Departmental policy staff, this positiwould assure that the fiscal agent
staff perform their functions as required. This ipos needs to reside within the

Department’s internal staff because enforcemereagartmental policy produces better
results performed by a position reporting diretblyhe Department.

The monitoring and reviews are time intensive aylire dedicated FTEs to assure that
the reviews are timely and thorough. The FTEs musbbstant in the positions in order
to attain the level of expertise that will achidlie most beneficial results. The General
Professional IV classification is appropriate bessathese two positions must accept the
responsibility of oversight and interface with tiecal agent to guarantee that DRAMS
operates constantly and effectively to produce blest results for the Department.
Without these two positions, DRAMS would not bdyfultilized. DRAMS can produce
large volumes of data, but the extra data wouldubeless if there were no one to
supervise the policies leading to the data inpudt @m one to supervise and interpret the
data output and to follow up to ensure that driggares actually occur.

A full year of Personal Services and Operating Egpsrhas been calculated for both
fiscal years. The two FTEs would go through trairongheir job duties and learn to use
the Medicaid Management Information System, thes@ngtion Drug Card System, and
the Claims Processing Assessment System. They vatgddreview and test data for the
Drug Rebate Analysis and Management System to eshiat implementation goes
smoothly.

These two positions address the audit recommendatidrthe Department’s agreement
to evaluate staff resources for efficiently andeefively completing drug rebate
processes.

Drug rebates are netted against the cost of ppdsori drugs within the Medicaid
program. Increased drug rebates would producegarl@ffset to prescription drug costs
than currently occurs. Therefore, there would bditemhal savings in prescription drug
costs that are larger than the costs of implemgrdimd operating DRAMS. Please see
the assumptions section for an explanation of stienated drug cost savings.
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Calculations for Alternative’s Funding

Summary of Request FY 06-07 Total Funds | General Fund | Federal Funds
Matches Schedule 6 and Recommended Request
Total Request [Items below total to this] ($1,350,774 ($769,136) ($581,638)
(1)Executive Director’s Office, Medicaid Managemérformation System $375,000 $93,750 $281,250
Contract
(1)Executive Director’s Office, Personal Services 13171 $56,086 $56,085
(1)Executive Director’s Office, Operating Expenses , 789 $3,875 $3,874
(2) Medical Services Premiums ($1,845,694 ($922,847) ($922,847)
Summary of Request FY 07-08 Total Funds | General Fund | Federal Funds
Matches Schedule 6 and Recommended Request
Total Request [Items below total to this] ($3,874,744 ($2,012,371 ($1,862,373
(1) Executive Director’'s Office, Medicaid Managemérformation System $300,000 $75,000 $225,000
Contract
(1)Executive Director’s Office, Personal Services 13171 $56,086 $56,085
(1)Executive Director’'s Office, Operating Expenses , 789 $870 $869
(2) Medical Services Premiums (%$4,288,654 ($2,144,327 ($2,144,327
Table A: Costs Added to Medicaid Management | nfor mation System Contract

Fiscal Year System Added Total Cost General Fund | Federal Funds
FY 06-07 DRAMS Software Purchase $75,000 $18,750 $56,250
DRAMS Installation $300,000 $75,000 $225,000

Fiscal Year Total $375,000 $93,750 $281,250
FY 07-08 DRAMS Ongoing Maintenance $300,000 $75,000 $225,000
Fiscal Year Total $300,000 $75,000 $225,000
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TableB: FTE and Operating Expenses

Fiscal Year(s) of Request

FY 06-07

FY 07-08

PERSONAL SERVICES

Title:

General Professional 1V

Number of PERSONS / class title 2 2

Calculated FTE per classification 2.00 2.00

Annual base salary (monthly * 12) $50,256 $50,256

Number months workingh FY 06-07 and FY 12 12

07-08

Salary $100,512 $100,512
PERA 10.15% $10,202 $10,202
FICA 1.45% $1,457 $1,457
Subtotal Personal Services $112,171] $112,171
OPERATING

Supplies @ $500/$500 $500 $1,000 $1,000
Computer @ $690/$0 $690 $1,380 $0
Office Suite Software @ $294/$0 $294 $588 $0
Office Equipment @ $2,021 /$0 $2,021 $4,042 $0
Telephone Base (Annual) $369.60 $739 $739
Subtotal Operating $7,749 $1,739
GRAND TOTAL ALL COSTS $119,920 $113,910
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Table C: Drug Rebate Savings

Current Estimate

FY 05-06

FY 06-07

FY 07-08

Prescription Drugs (pre-rebafa)

$306,323,673

$355,886,843

$253,466,558

Medicare Prescription Drug Benefit Imp&tt

($65,864,527

($137,719,725

$0

Revised Prescription Drugs

$240,459,14¢6

$218,167,118

$253,466,558

Drug Rebaté

($45,921,591

($43,895,224

($50,997,471

Drug Rebate, due to DRAMS, based on 2%

($47,996,766

($55,762,643

Differ ence/l ncr eased savings® ($4,101,542) ($4,765,171)
Adjustment (reduce by 10%)®© $410,154 $476,517
Annual Savings ($3,691,388) ($4,288,654)
Six Months of Savings N/A ($1,845,694) N/A

Notes for above table:

1) The Department does not project prescription drosis separately as part of the Medical Servicemmidms Budget Request,
however for purposes of estimating savings, armesé of the pre-rebate drug cost for FY 05-06 ve&en from page 118 of the
March 15, 2005 Figure Setting Document. The Figuas inflated annual by 16.18% (average increassdsgt FY 01-02 through
FY 04-05). The impact of the Medicare prescriptiongdbenefit is included in this line for FY 07-08.

2) These estimates were taken from attachment RotB"Revision to the Medicaid Modernization Aatplementation” submitted
November 15, 2005.

3) FY 06-07 and FY 07-08 Drug Rebate is estimatateaFY 03-04 actual rate of 20.12% (per Figurtisg page 118).

4) Utilize the assumed drug rebate percentage %f, 22 increase of 1.88% above current rate.

5) Difference between Drug Rebate based on actuaP% and Drug Rebate based on 22%.

6) The Department reduced the savings by a factb0%f to adjust for possible variances in the ptajec

Impact on Other Areas of Government No other state agencies are affected by thisestqu

Assumptions for Calculations The federal financial participation rate for aduhal software added to the Medicaid

Management Information System is assumed to be atdavill be confirmed later by an
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Advance Planning Document submitted to the fedeeadters for Medicare and Medicaid
Services.

The federal financial participation rate for PerdoBervices and Operating Expenses is
50%.

The cost to purchase the Drug Rebate Analysis andalyiament System (DRAMS)

software subsystem was provided by the Medicaid ddament Information System

fiscal agent, Affiliated Computer Services. $THO0is the standard price for this
particular software. The software is already degvetband has been installed in the
Medicaid Management Information Systems in othatest

The installation time frame was also provided byilrsfted Computer Services and based

on the fiscal agent's experience in installing th@me software in the Medicaid

Management Information Systems in other states.éBtienated installation and annual

maintenance cost for DRAMS is $300,000 per fisadry The installation covers the

information initially supplied for DRAMS to operate This information changes

constantly, so every year there is continual maertee. Examples of information

necessary to be supplied to DRAMS would include:

* Prices paid for particular drugs and every changbe price

* Amount of rebate per unit paid by the manufactamed every change in amount of
rebate

» Dalily interest rate changes to charge the manufacthat pays rebates late

* Whether a drug qualifies for a rebate based ongaeement with the manufacturer
(agreement is negotiated by the federal Centersléalicare and Medicaid Services)

» Retroactive effective dates, if applicable, forglrabates

» Identification of claims that are likely to be digpd by the manufacturer (based on

incorrect billing by a pharmacy or other reason)

Identification and tracking of payments from thenufacturers for drug rebates
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» Crosswalks to medical claim procedure codes totifyerebates due on injectible
drugs that would not otherwise receive drug rebbs=sause they are hidden in the
procedure codes

» Identification of drugs used in State Only prograisisch as Prenatal State Only) for
which the full amount of the rebate should be @ddsss General Fund

From fiscal years 95-96 through 02-03, the perggntaf drug rebates collected, as
compared to the total prescription drug expendsuranged from a high of 20.88% in FY
95-96 to a low of 8.11% in FY 02-03 when Medicah&&es Premiums converted from

accrual accounting to cash accounting and only qwarters of rebates were recorded.
During FY 03-04, the rebate percentage returned togher amount of 20.12%. The

historical rebate percentages mentioned abovectmaladata from the Final Request for
Medical Services Premium submitted February 15,5200he Caley Gordon Group,

when performing their audit, contacted four staMssouri, Oklahoma, Tennessee, and
Washington, and determined that the Colorado diodlecrates for drug rebates are
similar to the collection rates of these four otsiates.

An average of the percent of rebates collectedigoal years in the late 1990s probably is
not the best consideration for rebates going fadwdress emphasis was placed on drug
rebates during those times. For example, the ptage of rebates in FY 96-97 was
13.58%, in FY 97-98 was 14.31%, and in FY 98-99 W&s/1%. The Department
believes that the more recent drug rebate collectite of 20.12% for FY 03-04 is more
indicative of drug rebates for the future. Sinebates for the future are unknown, the
Department reduced the calculated savings by 108agare that necessary funding is not
removed from the budget.

Per estimates provided by Affiliated Computer Seesifor drug rebate percentages in
other states (District of Columbia, Hawaii, IndianMassachusetts, Minnesota,
Mississippi, Montana, North Carolina, and Wyomirtgat currently use DRAMS, the
average drug rebate percentage is 22%. The Depdrtras assumed that drug rebates
would increase up to 22% compared to the FY 03-€dah drug rebate of 20.12% in
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Concerns or Uncertainties of Alternative

Colorado. Due to the uncertainty of this assunmptiee Department reduced the savings
estimate by 10% to allow for variances in the prtga.

Although the savings for a full fiscal year in F¥%-07 are estimated to be $3,691,388,
DRAMS will take five months to implement and thesfimonth after implementation
may be needed to become accustomed to its usehlgosix months of savings,
$1,845,694, have been used for FY 06-07. Rebatestdl be claimed for the first six
months of FY 06-07, but there will be some delaglsmming rebates for those months
since DRAMS would not yet be operational when th& §ix months occur. A full year
of savings would be expected in FY 07-08.

Personal Services and Operating Expenses are basébmmon Policies for these
items. Personal Services are calculated for tlheClass Title of General Professional
IV. A full year of Personal Services and Operatibgpenses has been calculated for both
fiscal years.

Children’s Basic Health Plan contributes to codstdhe fixed price related to claims

processing and capitation payments in the Mediddéthagement Information System.

However, other costs are considered outside tleel fprice. Drug rebates are not part of
the fixed price at this time, so no contributioonr the Children’s Basic Health Plan

would be applicable to this Request.

The Medicaid Management Information System is culyemn the process of
reprocurement. It is assumed that the Drug Rebdasdysis and Management System, or
a similar system, would continue to be a compor@nthe Medicaid Management
Information System after reprocurement is compledad transitional phases occur to
continue the operations of the Medicaid Manageniefarmation System into future
years.

The above mentioned savings for drug expenditisesnly an estimate. The exact
savings can not be known until after the softwasage has been in effect for a full fiscal
year.
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Alternative B {Status quo; no changein funding; not recommended}:

General Description of Alternative This alternative would not fund the Drug PresaoiptAnalysis and Management System
and two additional FTEs. Instead, the status quddvmantinue.

Calculations for Alternative’s Funding  No change in funding with this alternative.

Concerns or Uncertainties of Alternative The Department would receive no additional retiafthe continually rising drug costs
and would not be able to increase the monitorindg accuracy of the internal rebate
calculations without the necessary additional resesi Therefore, full compliance with
the audit recommendations concerning drug rebiely Wwould be impossible.

Supporting Documentation

Analytical Technique Analysis by considering return on investment eareal the profitable alternative for the
State. The results of the investment can be exgnlaagerms of what the State saves, or
avoids spending, by completing the investment.

Alternative | Investment During FY 06-07 Cost Avoidance (Return on I nvestment)
$1,845,694 saved by increased drug rebates negédasadrug expenditures for 6
A $494,920| months. $1,350,774 saved above investment.
B $0 | $0 saved - no increase in drug rebates
Alternative | Investment During FY 07-08 Cost Avoidance (Return on I nvestment)
$4,288,654 saved by increased drug rebates nejédasadrug expenditures for full
A $413,910| year. $3,874,744 saved above investment.
B $0 | $0 saved - no increase in drug rebates

Quantitative Evaluation of Performance -
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Compare all Alternatives

Statutory and Federal Authority

Department Objectives Met if Approved

Based on the above analysis, in FY 06-07, a gaviri $1,845,694 is generated through
Alternative A, with an investment of $494,920 intalofunds for a net savings of

$1,350,774 in FY 06-07. This is a 270% return oregtment (($1,350,774 / $494,920) =
2.7). Alternative B has no extra investment, bigoaho extra savings. Therefore,
Alternative A is the preferred alternative.

26-4-105, C.R.S. (2005) Federal requirements widk XIX. Nothing in this article
shall prevent the state department from complying with federal requirements for a
program of medical assistance in order for the state of Colorado to qualify for federal
funds under Title XIX of the social security act and to maintain a program within the
limits of available appropriations.

United States Code, Title 42, 81396r-8 (6) (b) (A) A rebate agreement under this
subsection shall require the manufacturer to provide, to each state plan approved under
this subchapter, a rate for a rebate period in an amount specified in subsection (c) of this
section for covered outpatient drugs of the manufacturer dispensed after December 1,
1990, for which payment was made un the Sate plan for such period. Such rebate shall
be paid by the manufacturer not later than 30 days after the date of receipt of the
information described in paragraph (2) for the period involved.

1.3 To assure payments in support of the progemaccurate and timely.

1.5To accurately project, report, and manage budge¢apyirements to effect Executive
and Legislative intent with program and budget ttgw@ment and operations. To
accurately record and monitor expenditures for g managed by the Department
so there may be accurate financial reporting dirabs.

2.2 To improve management of the Department’s inédion systems technology.
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