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COLORADO DEPARTMENT OF HEALTH CARE POLICY AND FINANCING; FY 08-09 BUDGET REQUEST CYCLE

CHANGE REQUEST for FY 08-09 BUDGET REQUEST CYCLE

Department:

Health Care Policy and Financing

Priority Number:

S-4; BA-A4

Change Request Title:

Adjust State Contributionrfaiyt

SELECT ONE (click on box):
[ ]Decision Item FY 08-09

[ ]Base Reduction Item FY 08-09
X]Supplemental Request FY 07-08

SELECT ONE (click on box):

Supplemental or Budget Request Amendment Criterion:
[_INot a Supplemental or Budget Request Amendment
[_]An emergency

X|Budget Request Amendment FY 08-09 [ ]A technical error which has a substantial effectr@noperation of the program

Short Summary of Request

Background and Appropriation History

XINew data resulting in substantial changes in fupdieeds
[ ]Unforeseen contingency such as a significant warkichange

This Request seeks an additional $2,548,557 @eRand in FY 07-08 and an additional
$1,580,738 in FY 08-09 beyond the amount in the dbepent’s FY 08-09 Budget
Request, November 1, 2007 for the (5) Other Medi&alices, Medicare Modernization
Act of 2003 State Contribution Payment line itefithe additional funds are needed due
to a projected increase in the caseload of dugibddi individuals.

On January 1, 2006, the federal Centers for Meeieard Medicaid Services (CMS)
assumed responsibility for the Part D prescriptiong benefit replacing the Medicaid
prescription drug coverage for dual eligible clgentln lieu of the states’ obligation to
cover prescription drugs for this population, thexldral Centers for Medicare and
Medicaid Services began requiring states to pagrdom of what their anticipated dual
eligible drug cost would have been had this cogt sbt occurred. In January 2006,
states began to pay the Centers for Medicare ardicsid Services these “clawback”
payments. The payments were calculated by takd8g 6f the federal portion of each
state’s average per capita dual eligible drug befrein calendar year 2003, inflated to
2006 using the average growth rate from the Natiblealth Expenditure per capita drug
expenditures. This inflated per capita amountudtiplied by the number of dual eligible
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General Description of Request

clients including retroactive clients back to Jagu2006. As each calendar year passes,
the 90% factor is lowered by 1.67% each year, whichknown as the phasedown
percentage, until it reaches 75%, where it will agmstarting in 2015. In addition, the
Centers for Medicare and Medicaid Services inféeh state’s per capita rates based on
either the National Health Expenditures’ growthaotual growth in Part D expenditures.
In FY 05-06, the Department expended $31,461,62® fmonths of payments. In FY
06-07 the Department expended $72,494,301 for gdal of payments.

The Department is appropriated $69,546,453 for F¥-08, which consists of
$76,719,821 from the Long Bill (SB 07-239) and dusion of $7,173,368 from the
Department of Health Care Policy and Financing'sifCAccounting Bill (SB 07-133).
SB 07-133 changed the accounting for the paymemh faccrual to cash resulting in a
one-time savings by shifting the June 2008 paymehich is billed in July 2008, to FY
08-09. Decision Item 4, Increase Funding for St@mntribution Payment, in the
Department’s FY 08-09 Budget request, NovemberOD,/2tab 4, page G-1) requested
an increase of $2,854,636 for a total requestedogpiption of $79,574,457 for this line
item.

The Department currently estimates that the ®©Y¥aD7-08 clawback payment will equal
$72,095,010, which is $2,548,557 greater than theaftment’s FY 07-08 appropriation.
This information is based on revised projectionsh& dual eligible caseload and the
level of anticipated retroactivity. The Departmentrently estimates that the total FY
08-09 clawback payment will equal $81,155,195, Wwhiik $1,580,738 greater than the
Department’s FY 08-09 Budget Request, includingsiea items.

The dual eligible caseload is comprised of a subk#te Medicaid eligibility categories

Adults 65 and Older (OAP-A), Disabled Adults 60 & (OAP-B), and Disabled

Individuals to 59 (AND/AB). In September 2007 aange was made in the Beneficiary
Data Exchange (BENDEX) interface which provides @worado Benefits Management
System (CBMS) with a list of clients that have Mszdle Part A or Part B. The source of
this data is the Social Security Administration A3S In order to match the CBMS data
with the data provided by the Social Security Adistiation, CBMS performs a complex
match based on a client’'s social security numbet aame. The Social Security
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Administration has an undocumented systems reqgeineémmat matches be performed in
all upper case letters for the client name. Howesleent names in CBMS are in mixed
case. The CBMS interface team made a change ite®bpr to perform an all upper
case match in compliance with the requirementshef3ocial Security Administration.
As a result of this change additional clients matcithe CBMS client records. This
means that the Department learned that a signtficamber of additional clients were
eligible for Medicare Part A or B than were prewsbureported to the Centers for
Medicare and Medicaid Services. When the Mediddia@ernization Act (MMA)
Extract (the extract that transmits the Departnsehist of dual eligible clients to the
Centers for Medicare and Medicaid Services) ranOictober 2007 it picked up
significantly more clients for which the State mustke a Medicare Modernization Act
“clawback” payment than what the Department hadiptesly forecast.

The CBMS change increased both the count of refk@adual eligible clients and the
count of dual eligible clients in the currentlyled month. The most significant impact
from the CBMS change is reflected in the dual blgjicaseload data for October 2007.
Because of the change to CBMS, the total numbetuaf eligible clients for which the
Department was billed by the Centers for Medicare ®ledicaid Services was 14,735
greater than the Department’s most recent forepast to October 2007. Of this
increase, there were 1,409 more dual eligible tdigmthe month of October, and 13,326
more retroactive dual eligible client months thaa Department’s most recent forecast
prior to October 2007. As a result of these insesan the dual eligible client caseload,
the October 2007 payment was $1,743,731 greatartti®mmost recent forecast by the
Department. Of this amount, $169,556 was due &itireased dual eligible client
caseload in the month of October, and $1,574,176 due to the increased retroactive
dual eligible client caseload.

As a result of the change to CBMS, and after rev@wthe November 2007 and
December 2007 data, the Department expects thatctoh of the increase in the dual
eligible client caseload will persist at least tngb the end of FY 07-08. The Department
does not expect the persistent effect to be ofnthgnitude seen in the October 2007
invoice. The dual eligible caseload data for Nolkemand December 2007 bear this out.
The expected increase in dual eligible client aesmklis the result of CBMS now
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capturing clients who would have otherwise not beemectly identified as being dual
eligible. The October 2007 dual eligible clienselad represented, in part, a one-time
spike as the caseload captured not only the inereadual eligible clients in the month
of October, but all dual eligible clients that hamt been correctly identified as being dual
eligible in the past.

Of the $2,548,557 supplemental request for FY 07$18743,731 is to cover the one-
time spike in the dual eligible client caseloaddiatober 2007. The remaining $804,826
is necessary to cover the anticipated increaseeirdtal eligible client caseload expected
to last at least through the end of FY 07-08. @&hire $1,580,738 in this request for FY
08-09 is to cover the expected increase in the dligible client caseload through June
2009 resulting from the change to CBMS.

The Department was provided by the Centers for badi and Medicaid Service a per
capita rate for January through September 200812083. The Department assumes
that the per capita rate will remain unchanged ughothe remainder of 2008. The
Centers for Medicare and Medicaid Services usebat) factor of 1.69%, which was
offset by a change in the phasedown percentage &&88% to 86.67%, resulting in a
net reduction of 0.23%. In order to estimate talemdar year 2009 per capita rate, the
Department used the growth factor from the Natidtedlth Expenditure report for drug
expenditures. The Department notes that the giojeof per capita rates is based on the
growth in the National Health Expenditures drug endlitures; however, federal law
states the growth factor for 2007 and succeedirgsy®ill equal the annual percentage
increase in average per capita aggregate expeeslifar covered Part D drugs in the
United States for Part D eligible individuals ftwet12-month period ending in July of the
previous year. Since actual expenditure data tsawailable to the Department, the
actual per capita rate growth may differ from thepBrtment’s projection.

The Department’s February 15, 2008 Budget RequsiMidical Services Premiums
forecasts the Medicaid caseload to decrease in &09%0by 0.48%. However, the
eligibility categories related to dual eligible egits are projected to increase between
0.87% and 1.45%. The Department assumes thatgd&vn08-09 and FY 09-10 the
number of dual eligible clients will continue tocnease due to the ageing of the “baby
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boomers.” The State Demography Office of the Gador Department of Local Affairs

projects that the average annual rate of growtthefColorado population 65 years or

older from 2007 through 2009 will be 3.79% per year
Consequences if Not Funded: If the Department does not receive an additiopak@priation and subsequently cannot
make the required payment, the Department is ltofihaving the amount due for the
“clawback” payment plus interest deducted from thaderal funds received for the
Medicaid program. Such a deduction could causdgartment to be under funded to
provide medical services and would necessitatereef@éFund appropriation to make up
the difference.

Calculations for Request:

Summary of Request FY 07-08 Total Funds General Fuh
Total Request (Matches column 3, Schedule 13) $2,548,557 $2,548,557
(5) Other Medical Services, Medicare Modernizatimt of 2003 State Contribution
Payment (Matches column 3, Schedule 13) $2,548,557 $2,548,557
Summary of Request FY 08-09 Total Funds General Fuh
Total Request (Matches column 8, Schedule 13) $1,580,738 $1,580,738
(5) Other Medical Services, Medicare Modernizatiat of 2003 State Contribution
Payment (Matches column 8, Schedule 13) $1,580,738 $1,580,738
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Table 1: National Health Expenditures Projections R03-2010

Prescription Drug Expenditures

Calendar Year: Per Capita (in dollars) Percent Change

2003 $600

2004 $645 7.50%
2005 $676 4.81%
2006 $714 5.62%
2007 $761 6.58%
2008 $814 6.96%
2009 $875 7.49%
2010 $943 7.77%

Table 2: Phasedown Percentage from the Medicare Mednization Act of 2003

Phasedown Percent Per Calendar Year: Percentage
2006 90.00%
2007 88.33%
2008 86.67%
2009 85.00%
2010 83.33%
2011 81.67%
2012 80.00%
2013 78.33%
2014 76.67%
2015 and all future years 75.00%
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Table 3: Estimates of Calendar Year 2008 and Calerad Year 2009 Per Capita Rate

Actual Calendar Year 2008 Per Capita Rate $120.03
Calendar Year 2008 Phasedown Percent (from Table 2) 86.67%
Calendar Year 2008 Per Capita Rate before PhaseBerzent ($120.03 / 86.67%) $138.50
Prescription Drug Expenditure Growth Rate for CYO2@from Table 1) 7.49%
Projected 2009 Rate before Phasedown Percent 1381 + 7.49%)) $148.87
Calendar Year 2009 Phasedown Percent (from Table 2) 85.00%
Projected Calendar Year 2009 Per Capita ($148.8785.00%) $126.54

Table 4: Estimated Decay Factors Related to Caselddetroactivity

Months Prior to the Current Caseload Decay Rate
1 Month 1.68%
2" Month 66.95%
39 Month 69.42%
4" Month 77.78%
5" Month 83.27%
6™ Month 89.79%
7" - 12" Month 91.04%
Greater than 1 year 79.71%
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Table 5: Invoices to be Paid in FY 07-08
Dual Eligible
Attributed to Jul-07 Aug-07 Sep-07 Oct-07 Nov-07 Dec-07 Jan-08 Feb-08 Mar-08 Apr-08 May-08
Each Month Actual Actual Actual Actual Actual Actual Estimate Estimate Estimate Estimate Estimate
Jan — Dec 2006
duals 279 631 470 6,074 268 235 543 433 345 P75 219
Jan 2007 duals 59 102 79 84( 63 51 130 118 D4 75 60
Feb 2007 duals 80 124 96 904 78 60 143 130 118 94 75
Mar 2007 duals 112 171 124 961 89 66 157 143 180 118 94
Apr 2007 duals 203 224 159 1,014 107 92 172 167 143 130 118
May 2007 duals 378 341 227 1,120 128 125 189 172 157 143 130
Jun 2007 duals 716 540 320 1,234 159 144 208 189 172 157 143
Jul 2007 duals 48,270 934 529 1,39P 219 168 2P9 208 189 73 157
Aug 2007 duals 48,466 932 1,64% 32 217 255 2pP9 208 190 173
Sept 2007 duals 48,676 2,108 528 296 306 255 2P9 209 190
Oct 2007 duals 50,177 914 447 393 306 255 2B0 209
Nov 2007 duals 50,377 733 566 394 306 256 2B0
Dec 2007 duals 50,240 844 567 394 3Q7 256
Jan 2008 duals 50,340 847 568 396 308
Feb 2008 duals 50,440 844 569 396
Mar 2008 duals 50,540 85( 570
Apr 2008 duals 50,640 852
May 2008 duals 50,741
Total Duals
from Invoice 50,097 51,533 51,61 67,470 53,252 52,874 54|476  ,58%4 54,696 54,811 54,920
CY 2006 Rate $114.71 $114.71 $114.71 $114.7711 $114.71 $114.71  4.%11 $114.71 $114.71 $114.71 $114{71
CY 2007 Rate $120.30 $120.3( $120.30 $120.30 $120.30 $120.30 0.302 $120.30 $120.3D $120.30 $120{30
CY 2008 Rate $120.03 $120.03 $120.03 $120.03 $120.03 $120.03  0.632 $120.03 $120.08 $120.03 $120{03
Monthly
Payment $6,025,109] $6,195,898 $6,206,296 $8,082,687 $6/404, $6,359,429 $6,536,793 $6,550,383 $6,563)988 5784)85 $6,591,430
Total Payment $72,095,010

Note: To calculate the Monthly Payment you musetakch calendar year’s rate and multiply it by réepective caseload that is
shown for that calendar year. Numbers may nottgxadd due to rounding.
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Table 6: Invoices to be Paid in FY 08-09

Dual Eligible
Attributed to Jun-08 Jul-08 Aug-08 Dec-08 Jan-09 Feb-09 Mar-09 Apr-09 May-09
Each Month Estimate Estimate Estimate Estimate Estimate Estimate Estimate Estimate Estimate Estimate
Jan — Dec 2006

duals 174 138 114 4B 40 34 BO 7 25
Jan — Dec 2007

duals 1,627 1,435 1,264 6|75 854 145 355 283 226

Jan — May 2008

duals 2,383 1,761 1,404 q77 198 731 652 70 |5 486
Jun 2008 duals 50,784 853 572 281 210 192 | 75 159 145
Jul 2008 duals 50,827 854 287 281 211 192 175 159
Aug 2008 duals 50,870 309 257 282 211 92 175
Sep 2008 duals 39Y 3009 2%8 2B2 J11 192
Oct 2008 duals 574 39y 310 2%8 2B2 411
Nov 2008 duals 855 573 398 310 258 2B2
Dec 2008 duals 50,936 855 571 398 310 258
Jan 2009 duals 50,926 855 578 398 310
Feb 2009 duals 50,970 856 574 398
Mar 2009 duals 51,013 857 574
Apr 2009 duals 51,056 85§
May 2009 duals 51,100
Total Duals from

invoice 54,968 55,014 55,08P | 66 55)157 ,1485 55,209 55,25% 55,302 55,318
CY 2006 Rate $114.71 $114.71 $114.71 $114.71 $114.71 $114.71 $114.71 $114.71 $114.71
CY 2007 Rate $120.30 $120.30 $120.30 $120.30 $120.30 $120.30 $120.30 $120.30 $120.30
CY 2008 Rate $120.03 $120.03 $120.03 $120.03 $120.03 $120.03 $120.03 $120.03 $120.03
CY 2009 Rate $126.54 $126.54 $126.54 $126.54 $126.54 $126.54 $126.54 $126.54 $126.54
Monthly

Payment $6,597,357| $6,603,00p $6,611,241 $6,620,494 $6,951,000 $6,964)057 978/m98| $6,982,132  $6,989,9¢9
Total Payment $81,155,195

shown for that calendar year. Numbers may nottgxadd due to rounding.
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Assumptions for Calculations

The Department assumes the changes in the p#a cafe paid by the Department will
be based on the growth in the National Health Edperes’ prescription drug
expenditures per capita, as shown in Table 1, #fisdtdoy the phasedown percent shown
in Table 2. Per 42 CFR 423.902 (4), the annuaWgrarate for calendar year 2004
through 2006 is equal to the average annual petenge of the per capita amount of
prescription drug expenditures (as determined @y rtiost recent national total drug
National Health Expenditure projections for the rgeimvolved). The growth factor for
2007 and succeeding years will equal the annualepésige increase in average per
capita aggregate expenditures for covered Partugsdin the United States for Part D
eligible individuals for the 12-month period endimgJuly of the previous year. Since
the Department does not have the data to projectPdat D drug expenditures, the
Department is using the National Health Expendgudoe years after calendar year 2008
as a proxy for the annual growth in the per cayaita.

Tables 1 through 3 provide the relevant informatmncalculating the per capita rates for
calendar years 2008 and 2009. For calendar ye@8, 26e Department uses the per
capita rate provided by the Centers for Medicare lsliedicaid Services of $120.03 for

January 2008 through September 2008. The Depatrtmssumes that the per capita rate
will remain unchanged through the remainder of 200Be Department estimates the per
capita rate to be $126.54 in calendar year 200%haw/n in Table 3. This estimate is

based on the latest available projected inflatibthe National Health Expenditures per

capita drug expenditures published in January Z0@ivn in Table 1. In addition, the

projection is also based on the phasedown percemtatpiled in 42 CFR 423.908 and
shown in Table 2.

The Department assumes that the expected grovehrréite current-month dual eligible
caseload, as calculated from the average montblytgrrate from August 2006 through
September 2007 will remain unchanged through FY)®7-The months after September
2007 have not been included in the calculatiorhefrhonthly growth rate to prevent the
expected growth rate from being artificially infhat due to the one-time spike in the dual
eligible caseload in the October 2007 invoice. Diepartment assumes that the increase
in the dual eligible caseload due to the changeSBMS represents an increase in the
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base caseload numbers and not a change in thenturomth growth rate. The
Department assumes that the current-month FY 0du@8eligible caseload will grow at
an annual rate of 2.41%, and thus a monthly raGz26i%.

For the months of June through October 2008 andu@ep through May 2009, the
Department assumes that the current-month duablkeigaseload will grow at an annual
rate of approximately 1.03%, and thus a monthlye rat 0.09%. This growth rate
estimate is based on the weighted average of tieedsted FY 08-09 annual growth rate
for the OAP-A, OAP-B, and AND/AB Medicaid eligidiyi from the Department’s
February 15, 2008 Budget Request for Medical Sesvieremiums. For the months of
November 2008 through January 2009, the Depart@esumes that the current-month
dual eligible population will decrease by 0.02% psonth, which is equivalent to an
annual rate of decline of 0.24%. This assumpt®mbased on the observation that in
November 2006 through January 2007, the total cadetleclined by an average of
0.02% per month. The data for November and Dece@®@/ also show a decline in the
total caseload. However, due to the unexpectechgghao CBMS it would be
inappropriate to include these months in the catowr.

In addition, for all months, the Department assuthas the level of retroactivity in the
previous month of the invoice will be 1.68% of tieéal number of clients in the current
month. All months prior to the previous month gmojected to have a level of
retroactivity at a decay rate ranging from 67% 164as shown in Table 4.

Table 5 shows the revised projected caseload, @vedtroactivity, and expenditures by
month for FY 07-08. Using the assumptions detagbdve, Table 5 displays the impact
of those assumptions. Note that for FY 07-08 theme only 11 payments, July 2007
through May 2008, as a result of SB 07-133 whiciinged this line item from accrual to
cash accounting. Table 6 shows the revised cakelleael of retroactivity and
expenditure estimates for FY 08-09 based on thengsisons detailed above.

Impact on Other Government Agencies: None
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Cost Benefit Analysis

FY 08-09 Cost Benefit Costs Benefits
Analysis
Request The cost of this request includes $2,548,557 This request would allow the Department to mee

General Fund in FY 07-08 and $1,580,738 in FY

O8bligations to the federal government and ensuge

09 to pay for the projected increase in the caskldzepartment would not have the amount of payn

of dual eligible individuals.

plus interest deducted from the federal fu
received for the Medicaid program.

L its
 th
ent
nds

Consequences if not
Funded

The cost of not funding the request would be
potential deduction in federal funds received by
Medicaid program equal to the amount owed for

thdere is no benefit to the Department because
tbavings of General Fund would be offset by gre
tlwss of federal funds that would need to be balekfi

payment plus interest. This would equal an amouwvith General Fund for the Medicaid program.
greater than $4,129,295 ($2,548,557 + $1,580,738).

the
ater
I

Statutory and Federal Authority

42 CFR 423.908: Phased-down Sate contribution to drug benefit costs assumed by
Medicare. This subpart sets forth the requirements for Sate contributions for Part D
drug benefits based on full-benefit dual eligible individual drug expenditures.

42 CFR 423.910 (a) General rul&ach of the 50 States and the District of Columbia is
required to provide for payment to CMS a phased-down contribution to defray a portion
of the Medicare drug expenditures for individuals whose projected Medicaid drug
coverage is assumed by Medicare Part D.

42 CFR 423.910 (b) (2) Method of paymenPayments for the phased down Sate
contribution begins in January 2006, and are made on a monthly basis for each
subsequent month. State payment must be made in a manner specified by CMS that is
similar to the manner in which State payments are made under the State Buy-in Program
except that all payments must be deposited into the Medicare Prescription Drug Account
in the Federal Supplementary Medical Insurance Trust Fund. The policy on collection of
the Phased-down Sate contribution payment is the same as the policy that governs
collection of Part A and Part B Medicare premiums for State Buy-in.
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42 CFR 423.910 (g) Annual per capita drug expenesttCMS notifies each State no
later than October 15 before each calendar year, beginning October 15, 2005, of their
annual per capita drug payment expenditure amount for the next year.

25.5-4-105, C.R.S. (200&othing in this article or articles 5 and 6 of this title 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.

25.5-5-503, C.R.S. (2008)1) 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. (2)
Prescribed drugs shall not be a covered benefit under the medical assistance program for
a recipient who is eligible for 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, Improvement, and Modernization Act of 2003", Pub.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.

Performance Measures: This request affects the following Department goal

A. The Department will improve health outcomes fordiknts and ensure that the
health care the Department purchases are medicadgssary, appropriate to the
population, and cost-effective.

If the Department does not receive an additiongk@griation, and subsequently cannot
make the required payment, the Department is ltofihaving the amount due for the
“clawback” payment plus interest deducted from thaderal funds received for the

Medicaid program. This deduction would hinder Bepartment’s ability to achieve all

performance measures that require State and mgttdderal funding.
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