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CHANGE REQUEST for FY 2010-11 BUDGET REQUEST CYCLE

Department:

Health Care Policy and Financing

Priority Number:

DI-5

Change Request Title:

Medicaid Management Infolmnallystem Cost Adjustments

SELECT ONE (click on box):
X]Decision Item FY 2010-11

[ |Base Reduction Item FY 2010-11
[ |Supplemental Request FY 2009-10

SELECT ONE (click on box):

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

[ |Budget Request Amendment FY 2010-11[ ]A technical error which has a substantial effecti@noperation of the program

Short Summary of Reqguest

Background and Appropriation History

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

This request is for $269,528 total funds for anual cost adjustment and increase for the
fixed price portion of the Medicaid Management nfiation System (MMIS) contract.

Section 1903(r)(1) of the Social Security Act stdfeat, to receive federal funding for use
of automated data systems in administration oMedicaid program, the State must have
a mechanized claims processing and informationexetr system. The Centers for
Medicare and Medicaid Services’ State Medicaid MénChapter 11, states that for
Medicaid purposes, the mechanized system is theicsiddManagement Information

System. The MMIS is a system of software and hardwised to process Medicaid
claims and manage information about Medicaid beiaeies and services. The system
may be operated by either a state agency or d &gemt, which is a private contractor
hired by the state.

Section 1903(a) of the Social Security Act authesia 90% federal reimbursement rate
for design, development, or installation of an MM#ad a 75% reimbursement for
operation of an MMIS. The Centers for Medicare Metlicaid Services’ State Medicaid
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Manual identifies the specific types of MMIS codfsat are allowable for federal
reimbursement. For such costs to be allowablbeeatehhanced rate of 75%, they must be
related to the operations of the MMIS for ongoingtcanated processing of claims,
payments, and reports.

In Colorado, the MMIS processes or adjudicatesndand capitations based on edits that
determine payment or payment denial and performs puthorization reviews for certain
medical services and pharmacy prescriptions. \Wesr®r payment are produced by the
State based on the information electronically tratied from the MMIS.

Beginning in March 1, 2004, a portion of the MMI8ntract was converted to a fixed
price contract. This move toward a fixed pricetcact was the result of three managed
care organizations leaving the Medicaid market ¥ Z002-03 and the subsequent
increase in claims processing for moving thesentdiento a fee-for-service environment.
By moving to a fixed price contract, the Departmesats able to contain costs related to
claims processing, prior authorization reviews, &otne administrative or operational
functions. Any remaining functions provided by tfigcal agent, such as development
costs and postage that were more difficult to mtedvere excluded from fixed price and
paid based on actual expenditures.

During the FY 2006-07 reprocurement process, thaest for proposals submitted to the
public specified that the Department wanted to iooet the fixed price arrangement but
include more administrative or operational funcsiamder the fixed price portion. As a
result of this procurement, on July 1, 2007, the IENixed price contract now covers:

» base operations, including administrative costs;

* regular Medicaid claims processing;

» Children’s Basic Health Plan capitation paymentscpssing;

» Breast and Cervical Cancer Prevention and Treatot@ms processing;
* Nurse Home Visitor claims processing;

» SB 04-177 Autism claims processing and prior autadion reviews;

Page DI-5.3



STATE OF COLORADO FY 2010-11 BUDGET REQUEST CY@MEPARTMENT OF HEALTH CARE POLICY AND FINANCING

» orthodontia prior authorization reviews;

* Old Age Pension State Medical Program claims psicgs

» school based health claims processing;

* health care expansion population claims processiagdisk maintenance;
» health care expansion population pharmacy pridiaigation reviews;

» drug rebate analysis and management system; and

* regular Medicaid pharmacy prior authorization resxge

The only two items that remain outside the fixetgportion are: 1) development costs
for systems or programming changes to implement legislation and 2) postage costs.
Postage costs were excluded from the fixed pricégrodue to the Department not being
able to determine when the United States Postéfiiculd increase postage rates.

After the incumbent fiscal agent was reselecteel,Qbpartment entered into negotiations
to finalize the contract. Part of these negotrimcluded an annual cost adjustment for
administrative and operational costs incurred gy ¢bntractor and a Memorandum of
Renegotiation.

Prior Fixed Price Contract Adjustments

Through negotiations, the Department and fiscahtaggreed to fixed price amounts for
the first three base years of the contract or F¥7208, FY 2008-09, and FY 2009-10.
For FY 2007-08 the Department was able to negosidvaver fixed price amount relative
to FY 2006-07 while including more functions undée fixed price portion of the
contract. As a result, the Department submitteth&tAlone Budget Amendment, BA-3,
“Adjustments to Fixed Price for Medicaid Managemérformation System Contract in
FY 07-080on January 24, 2007 requesting a reduction in theuat of $1,450,102 total
funds. However, during FY 2007-08 Figure Setting Feebruary 14, 2007, the Joint
Budget Committee (JBC) approved two additional otidns to the contract, which
included $290,000 for pharmacy prior authorizatiand $35,000 for postage costs. The
total reduction amounted to $1,775,102 total fursdsl was appropriated in the
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Department’s Long Bill, SB 07-239. To fund the tant increase for FY 2008-09, the
Department submitted DI-5MMIS Fixed Price Increase; on November 1, 2007
requesting $313,010 total funds. During FY 2008F@fure Setting on March 11, 2008,
the JBC approved the Department’s request and ppated the additional funding in the
Department’s Long Bill, HB 08-1375. Finally, foirR2009-10, the Department submitted
DI-10, “Annual Medicaid Management Information System Caésljustment; on
November 3, 2008 requesting $290,117 total fundstlie third base year contract
increase. The Department’s request was approvetheoy BC and appropriated in the
Department’s Long Bill, SB 09-259. While each g&se would allow the fiscal agent to
cover increases for their internal operating expares, the additional funding is not
directly associated with any increase in operatioesponsibility or claims volume. The
following table shows the annual contract adjustsgoreviously agreed to by the
Department and fiscal agent, as well as the estonfegure for FY 2010-11.

Table 1: MMIS Fixed Price Contract Cost For Base Yars, 1 — 3
Base Year Fiscal Year Fixed Price Amount Percent krease
1 FY 2007-08 $21,136,463 N/A
2 FY 2008-09 $21,446,002 1.46%
3 FY 2009-10 $21,736,119 1.35%
FY 2010-11 $22,005,647 1.24%
Italicized font in table denotes estimated figuiesFY 2010-11. See Table 4.

Memorandum of Renegotiation

Prior to July 1, 2007, the Department and fiscatrigdid not include any contract
stipulations to request renegotiation of the cantshould annual claims volume exceed a
specified threshold. Rather both parties had redstg verbal agreement to renegotiate in
the event of higher than expected annual claimemel However, under the existing
MMIS contract, which was executed on July 1, 200 Department and fiscal agent
drafted a Memorandum of Renegotiation to descigecbnditions upon which the fiscal
agent could request renegotiation of the fixedepciontract: should claims volume exceed
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34 million, it would prompt renegotiation for a higy claims volume threshold and

consequently a higher fixed price amount.

The portion of the Memorandum of Renegotiation thefers to renegotiation for
increased claims volume reads as follows:

“Reference Appendix H, Schedule C, pages H-4 thrbligh concerning
the anticipated annual claims volume increasing340 million claims
after the third (&) year of the base contract. The Department ara th
Contractor agree that the current claim volume ippeximately
20,000,000 fee-based claims, approximately 7,000 Edipitated claims,
and an anticipated 7,000,000 claims for encountdesms. The Parties
agree that should claim volume rise above 20% ftewels stated on fee-
based claims, capitated claims, or encounters ddimen the Contractor is
allowed to request renegotiation of the price fhwe toptional contract

years, after the three (3)- year base period exgdire

Upon finalizing claims volume for FY 2008-09, theefiartment learned that fee-based
claims volume exceeded a 20% increase over thedsbatse level of 20 million. Based on
this information and the fact the third base yeqnires on June 30, 2010, the fiscal agent

is permitted by contract to request renegotiatibthe fixed price contract beginning FY
2010-11. The following table depicts claims volufoefee-based claims for the first two
base years, FY 2007-08 and FY 2008-09.

Table 2: Growth in Fee-based Claims Over Base Lewel

Fiscal Year Contract Base Level for Fee-based Claisn| Actual Fee-based Claims Percent Difference froma8e
Level
FY 2007-08 20,000,000 21,073,218 5.37%
FY 2008-09 20,000,000 25,917,676 29.59%

During an informal meeting in July 2009, the fisegent informed the Department it
would request renegotiation of the fixed price cact and begin formal meetings in
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General Description of Reguest

Conseqguences if Not Funded:

October or November 2009. After the Departmerdliftes this negotiation, it will submit
a budget request through the normal budget prdoessd the increase in the fixed price
contract for processing a higher volume of claims.

This request is for $269,528 in additional fubdlgund a contract adjustment for the fixed
price portion of the MMIS contract.

Based on Chapter 2 of the State Medicaid Manuaiti®@e2080.4, the Department may
extend the MMIS contract up to eight years inclgdal optional contract renewal
periods. After FY 2009-10, the Department may edtéhe contract for an additional five
years before submitting the MMIS contract for repn@ment.

While the existing MMIS contract does not indicatey final fixed price amounts beyond
the third base year or FY 2009-10, the Departmetitipates the renegotiation talks with
the fiscal agent to produce final figures for teenaining five years under contract. Since
renegotiation talks are scheduled to begin in Qatals November 2009, the Department
needs to estimate the contract increase for FY -2Q10Therefore, it estimates the fixed
price amount would be $22,005,647 for continuattdnMMIS services by the fiscal
agent. This amount represents an increase of 1#4%$269,528 over the FY 2009-10
fixed price amount (see Table 4).

While the increase would allow the fiscal agentctwver increases for their internal
operating expenditures during FY 2010-11, the awdd funding is not directly
associated with any increase in operational resipittysor claims volume.

If the request for additional funding is not apgd, the Department may need to stop
claims processing with approval required from tleentJBudget Committee five days
before the end of the fiscal year based on curchim volume in order to manage
expenditures under the existing appropriations.nsitier the total requested fixed price
amount of $22,005,647 for FY 2010-11 divided by 8&%s. This yields an average daily
rate of claims processing costs of $60,289. Digdihe requested increase amount of
$269,528 by the average daily rate of $60,289 egutt approximately five days. The
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five days would be in addition to the one week ydla paying provider payments
legislated under SB 09-265.

Additionally, if the Department experiences anyagteh paying provider payments, it may
result in noncompliance of the prompt pay requireis@nder the American Recovery and
Reinvestment Act. The prompt pay provisions regjuirat the state pay 90% of clean
claims within 30 days of the date of receipt of tfeems and that 99% of claims are paid
within 90 days of the date of receipt.

Calculations for Request:

Summary of Request FY 2010-11 Total Funds Generalird Cash Funds Federal Funds

Total Request $269,528 $65,361 $2,830 $201,337

(1) Executive Director’s Office; (C) Information
Technology Contracts and Projects, Information

Technology Contracts $269,528 $65,361 $2,830 $201,337
Summary of Request FY 2011-12 Total Funds Generalird Cash Funds Federal Funds
Total Request $269,528 $65,361 $2,830 $201,337

(1) Executive Director’s Office; (C) Information
Technology Contracts and Projects, Information
Technology Contracts $269,528 $65,361 $2,830 $201,337
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Table 3: Funding Splits Between Medicaid and Childen's Basic Health Plan for Annual MMIS Contract Increase

Program Splits Total Percentage Total Costs | General Fund Cash Funds Federal Funds
Total Costs 100% $269,528 $65,361 $2,830 $201,337
Medicaid Percentage 97% 25% 0% 75%
Medicaid Costs $261,442 $65,361 $0 $196,081
Children's Basic Health Plan Percentage 3% 0% 35% 65%
Children's Basic Health Plan Costs $8,086 $0 $2,830 $5,256
Cash Funds Projections
FY 2009-10 | FY 2010-11 FY 2011-12
Cash FY 2008-09 FY 2008-09 End of Year | End of Year End of Year
Cash Fund Name Fund . End of Year
Expenditures Cash Balance| Cash Balance| Cash Balance
Number Cash Balance . . .
Estimate Estimate Estimate
Children's Basic Health Plan Trust 11G| $32,626,199 $6,608,063 $817,042)  $2,586,082  ($7,626,685

Assumptions for Calculations

The Department assumes that the requested iecfeadedicaid would be funded with
75% federal financial participation for regular ogt®ns of the MMIS. The 75% federal
financial participation is applied to the 97% Meadit portion of the total funding for the
request.

For this request, the Children’s Basic Health Rlantribution to the total cost is assumed

to be 3%. Historically, this percentage has beeterthined by the ratio of capitations

paid for the Children’s Basic Health Plan in the MVcompared to the total forecasts of

claims and capitations paid.

Children’s Basic Health Plan, is 65%.

Federal financialtippation for the Title XXI, the
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Fixed Price Contract Adjustment

The estimated fixed price percent increase for Y0211 was calculated by averaging
the percent increases from the prior five fiscalrge See the following table.

Table 4: Historical Percent Increases for MMIS Fixel Price Contract

Fiscal Year Fixed Price Percent Increase

FY 2004-05 N/A
FY 2005-06 3.7%
FY 2006-07 3.1%
FY 2007-08 -3.4%
FY 2008-09 1.46%
FY 2009-10 1.35%
FY 2010-11 1.24%

Data source: Percentage increases were calculatemh hegotiated contract amounts with fiscal ag&@S. Italicized font in table denotes estimatepiré
for FY 2010-11.

Cost Benefit Analysis

FY 2010-11 Cost Benefit Cost
Benefit Analysis
Request The fixed price agreement continues to place mu#k269,528 total funds in FY 2010-11 of which $65,361

of the risk onto the fiscal agent for any changesGeneral Fund.
caseload and utilization.

Consequences if | No additional General Fund expenditure for annudie Department risks non-payment of Medicaid clgims
not funded contract adjustment. during the last five days of the fiscal year in erdo
manaye expenditures within the existing appropriati
Moreover, any delay in paying provider payment® |th

Department risks loss of enhanced funding from |the
American Recovery and Reinvestment Act if it does|n
pay clean claims within 30 days of receipt.
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Statutory and Federal Authority

25.5-4-204 (3), C.R.S. (2009)he executive director of the state departmentlshal
develop and implement an automated system througthvnedical assistance claims
and payments and eligibility determinations or othelated transactions may be
processed. The system shall provide for the usautmimated electronic technologies.
The automated system may be implemented in phasgseimed necessary by the
executive director. The automated system shailnpéiemented only after the executive
director determines that: (b) Adequate financing available to facilitate the
implementation and maintenance of the system. ri€ing may include, but is not
limited to, federal funds, appropriations from theneral fund, provider transactions
fees, or any other financing mechanisms which thte gdlepartment may impose, and
grants or contributions from public or private drgs.

81903 (a) of the Social Security Act [42 U.S.C. @89(a) ...the Secretary...shall pay to
each State which has a plan approved under thés ti(3) an amount equal to — ...(B) 75
per centum of so much of the sums expended dwraigcgiarter as are attributable to
the operation of systems (whether such systemgpamated directly by the State or by
another person under a contract with the State).ckviare approved by the Secretary...

The American Recovery and Reinvestment Act (ARR®)dps funding to increase the
Federal Medical Assistance Percentage (FMAP) fordidaid services. To receive the
enhanced FMAP, this Act requires states to repashtmy to the U.S. Department of
Health and Human Services on the states' compliavitte the Medicaid prompt pay
requirements (42 U.S.C. 1396a(a)(37)(A)), whiclhcHpes that the state must pay 90% of
clean claims within 30 days of the date of receipthe claims and that 99% of claims
are paid within 90 days of the date of receiptt&anust also provide for procedures of
prepayment and postpayment claims review, includeview of appropriate data with
respect to the recipient and provider of a senaoe the nature of the service for which
payment is claimed, to ensure the proper and efiicipayment of claims and
management of the program. Existing prompt paymemntisions apply to practitioners,
in individual or group practice, and the ARRA ammedt extends its application to
nursing facilities and hospitals. States are préed from receiving the increased
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FMAP for claims received by the state for days nigiany period when the state is out of
compliance with the Medicaid prompt pay requirersent

Performance Measures: Increasing funds for the fixed price portion ottMedicaid Management Information
System contract will help the Department achies®lijective to monitor expenditures for
programs managed by the Department to ensure aedunancial reporting at all times.
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