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The mission of DHS is to provide quality, efficient, and effective
human services, which improve the lives of people

Mission Principles

= Services and care should be provided as close to home as possible to
— Maximize each person’s independence and autonomy

Quality — Preserve the dignity of all individuals

services — Respect constitutional and civil rights

= Services should be provided consistently across service areas to promote equity of
access and citizen-focus of delivery

= Services should be administered to optimize for a given cost the number served at a
service level aligned to need

Efficient » Investments and funding in DHS should maximize ROI for the most vulnerable through
services safety net services, not support economic development goals

» Cost-effectiveness should be considered holistically, acknowledging potential
unintended consequences and alignment between state and federal priorities

= Services should help vulnerable North Dakotans of all ages maintain or enhance quality
of life by

— Supporting access to the social determinants of health: economic stability,
housing, education, food, community, and health care

— Mitigating threats to quality of life such as lack of financial resources, emotional
crises, disabling conditions, or inability to protect oneself

Effective
services




To improve lives, DHS enables access to social determinants of
health when community resources are insufficient

Safety net Community resources
I Early intervention [l Social determinants
Bl Prevention of health

» Social determinants of
health are all necessary
and mutually reinforcing
in securing the well being of
an individual or family: they
are only as strong as the
weakest link

= Community resources
shape and enable access
to the social determinants
(e.g., schools provide
access to education,
employment provides
access to economic
stability)

Persons & their
well-being

Social Networks

* Investing in community
resources can in many
/Veighbomood & cases prevent individuals
Uilt Environme® from needing to access
DHS safety net services

to obtain the social
determinants of health
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The Department of Human Services (DHS) budget constitutes
28% of the Executive Recommendation at about $3.9 billion

Executive Budget Request by Function, $ millions / (% of total)

Ag & Econ Develop Regulatory
3% Public Safety

Department of

; Gen Gowvt
Human Services

Natural Resources

Total:

$14,294

Transportation
Other Health &

Human Services!?

Higher Ed Elem & Sec Ed

1 “Special Health & Human Services” functions include the Dept of Health, Dept of Environmental Quality, Veterans Home, Indian Affairs
Commission, Dept of Veterans Affairs, Protection and Advocacy, and Job Service North Dakota
Source: OMB Executive State Budget



DHS Exec budget recommendation of $3.9 billion is composed
of $1.5Bn general, $2.1Bn federal, and $0.4Bn Special funds

Sources & Uses of Funds
$ millions for Department of Human Services 2019-21 Exec Request

77777777 3,931”7”””
,,,,,,,, 339 B F e LI
296
560
1,522
”””” 2,545

””””” 182
General Federal Special Total Federal Systems Admin Capital Field Direct  Medical County
Medicare M&O  (includes Projects Services Client Assistance Social
Part D Field (HSC & Services Grants Services

Services Institutions)

Admin)
D+ED+D =@=+ D+ D+ @+ + @+ D+

Note 1: Percentages may not add due to rounding
Note 2: M&O = Maintenance & Operation; Admin = Administration
Source: OMB Executive State Budget; DHS Budget Analysis



From a division perspective, Medical, DD & long-term care
services compose majority of total and General fund budget

I General [ Federal I Special

Funding by Source Total $M / (%
Area Division % by revenue stream in 19-21 Executive Budget Request of total)
IT Services 63% 25 169/
Support «'.; Admin 34% 144 (4.3%)
. Economic Assistance 263
Social
Services — Children & Family Services 48% 173 674/
&I' ibil Child S County Social Services S50 100% 139 18230 (17.1%)
2 e—————————————————— ————————————— :
Eligibility — ! UpportVocational Rehab 20% i S 26 —
Medicaid Expansion 11% 457
Traditional Medicaid 759
le)llgdécal, i L 2,709/
Long-term (68.9%)
9 Long Term Care 745
care
Aging Services 23
DD Division 663
; 1
_ DD Council [STC 62 _
Behavioral HSCs 204 379/
Health  — BH.State Hospital |SEEEE 100 -
. [ -1 0
& Field Sex Offndr Treat & Eval — 100% 12 63 (9.6%)

3,931/ (100%)

Notes: LSTC = Life Skills and Transition Center; BH = Behavioral Health 8
Source: Department of Human Services * Summary by Divisions with Class Items and Major Funding Sources




Of the divisions, Medical (traditional & expansion), DD & long-
term care have driven growth in spending

Appropriations by Biennium Appropriations by Biennium
$M for biennium by division $M for biennium by funding source
I 1T Services I vocational Rehab [l DD Council I Special Funds [ General Fund
I Admin Medicaid Expansion [l LSTC I Federal Funds
I Economic Assistance Traditional Medicaid [l HSCs
I children & Family Services 77! Long Term Care I state Hospital
I County Social Services I Aging Services ™ BH
B child Support I DD Division [ sex Offndr Treat & Eval
3,973 3.973 3031

} Support

Social
Services &

3,116 Eligibility

Medical,
— DD, Long-
term care

= Behavioral
JL Health

& Field
2009- 2011- 2013- 2015- 2017- 2019-
2009-2011 2011-2013 2013-2015 2015-2017 2017-2019 2019-21 Exec 2011 2013 2015 2017 2019 2021
Request Exec

Request
Source: Peoplesoft 9



Detall Of grOWth by d|V|S|On by blennlum ° Cumulative increase/decrease from 2009-11, $m

@ % of cumulative increase/decrease, %

Medical, DD &
Long-term care

Increase/ Increase/ Increase/ Increase/ Increase/ Decrease
Decrease Decrease Decrease Decrease 2019-21 (Exec
2011-13,$m  2013-15, $m 2015-17, $m 2017-19, $m Request), $m

g IT Services W67 I 43 I 80 50 i 82

& |Admn | la ] 5 | 1 1

o3 Economic Assistance -14 el | 121 -6

§ | Children & Family Services |1 s | 12 .8~ 2!

$3 CountySocial Services |0 | o | o Wi

€% cnidsuppot (1 |a | 2 | o

® IVocationalRehab of al o o

Medicaid Expansion 297 -176

Behavioral Health

& Field

Sex Offndr Treat & Eval 1 1 1 -1

Cumulative increase from 2009-11, $m: 1,578 / (100%)
10




Comparison of budget walk in the Executive Request and S.B.

2012 as amended

Executive Budget

S.B. 2012 as amended

Total General Special Federal Total General Special Federal
Funds, Funds, Funds, Funds, Funds, Funds, Funds, Funds,
Budget Segment $m $m $m $m FTEs $m $m $m $m FTEs
2017-2019 Total Budget 3,973 1,351 350 2,272 2,162.2 3,973 1,351 350 2,272 2,162.2
Remove carryover from prior biennium (60) (12) (5) (44) - (60) (12) (5) (44) -
2017-2019 Appropriation 3,913 1,339 346 2,228 2,162.2 3,913 1,339 346 2,228 2,162.2
Baseline Adjustments (44) 31 (34) (42) - (44) 1 25 (28) (42) -
One-time investments: State Hospital 35 35 - - - 0.2 E 0.2 - - -
One-time investments: Field Capital Projects 6 - 6 - - 7 - E: 7 i - -
One-time investments: IT Investments 14 - 4 10 - 14 - 4 10 -
Operational & Strategic Increases/ Decreases 7 116 17 (126) (91.5) 258 0:174 17 67 145
2019-21 Appropriation Proposal 3,931 1,522 339 2,071 2070.7 4,149 1,539 345 2,264 2,307.2
$6m included in Section 10 from the tobacco prevention and control trust fund offsets replacement of special with general funds
Proposal for new state hospital replaced with plan development, the goals of which are outlined in Section 11
Additional capital funds ($1m) included in the Field budget for LSTC remodeling projects
Additional general funds included in S.B. 2012 above Executive Request primarily due to proposals to continue outsourcing
Medicaid Expansion at commercial rates ($22m general funds) and funding provider inflation at 2%/3% ($18m general funds)
Note: Numbers may not add due to rounding; more detail provided in division by division testimony 11
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OVERVIEW OF BUDGET CHANGES

(Decrease) Executive Budget
352,172,526 6,516,725 358,689,251
397,896,551 (63,813,315) 334,083,236
2,299,879 40,610,216 42,910,095
Grants 3,220,743,852 (25,460,493) 3,195,283,359
3,973,112,808 (42,146,867) 3,930,965,941
I
1,350,892,951 170,677,535 1,521,570,486
2,271,091,548 (200,237,149) 2,070,854,399
Other Funds 351,128,309 (12,587,253) 338,541,056
3,973,112,808 (42,146,867) 3,930,965,941
R
Full Time 2,162.23 (91.50) 2,070.73

Equivalent (FTE)
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OVERVIEW OF BUDGET CHANGES

Budget Analysis
» 4,000 2500
C
2 3,500
= 2000
= 3,000
2,500 1500
2,000
1500 1000
1,000 500
500
- 0
2015-17 Biennium 2017-19 Biennium 2019-21 Executive
Expenditures Appropriation Budget Request
B Grants 2,768,346,549 3,220,743,852 3,195,283,359
i Capital Expenses 3,717,145 2,299,879 42,910,095
I Operating Expenses 341,408,439 397,896,551 334,083,236
mm Salaries and Wages 333,614,211 352,172,526 358,689,251

—FTE 2211.08 2162.23 2070.73

14



MAJOR SALARY AND WAGES DIFFERENCES

Total
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In-sourcing the administration of Medicaid Expansion has
financial savings of about $20m annually, additional benefits
Detail

Subject

Total Financial
Impact

By in-sourcing Medicaid administration the state expects total federal and general fund
savings of about $20 million annually, of which $2m are general funds, which totals to
~$3m over 18 months in savings

Detail of
financial
impact

By in-sourcing Medicaid administration, the state will reduce payments to
contractors by ~$14m annually and save an expected ~$8m annually that would be
incurred in taxes due to outsourcing

— The $14m contractor payments include $11m for admin costs and $3m for built-
in profit margin annually

— Leveraging existing infrastructure of DHS reduces admin costs from $11m to
$2m and eliminates the $3m annual payments of profit to the contractor

— Moreover, the state avoids $8m annually in taxes on health insurers, which
would have been included in the cost-based premiums paid to continue outsourcing

Impact on cost )
& caseload

Beyond admin, in-sourcing is not expected to change the utilization of services by
enrollees, so grant costs for services would stay consistent with what they would be
through outsourcing

Additional
benefits

By in-sourcing Medicaid administration and going from managed care to fee for service,
the state will only pay for services utilized, and avoid today’s scenarios in which DHS
needs to collect premiums paid for people who had rolled off the Expansion program

Additionally, enrollees will gain access to covered services such as vision and
dental, which are not currently covered under the premium payments of the Expansion
managed care plan; the state also becomes nimbler to innovate in the coverage of
other services as well, such as peer support or those included in the 1915i state plan
amendment proposal

18



Overview of considerations for Expansion fee schedule changes

A. Costs to continue Expansion at commercial rates

B. Expansion Rates relative to benchmarks

C. Total financial impact of rate changes

D. Impact on providers and healthcare market

19



A. While Medicaid Expansion started as fully federally funded,
the FMAP shifts have required increasing state contributions

State Share of Medicaid Expansion Payments
Percent by Calendar Year

10
7
6
5
oooI

2014 2015 2016 2017 2018 2019 2020+

Appropriations for Expansion
Millions of Dollars

71

B Special [ General

46

0
0-0
2013-15 2015-17 2017-19 2019-21 w/
no change

With no changes to the program, the General
funds required to sustain the status quo would
more than double from 2017-19 to 2019-21

20




A. The moves from commercial to Medicaid rates, coupled with
In-sourcing & pharmacy changes, offset expected cost increases

Cost of the Medicaid Expansion population [General + Special Funds]
Millions of Dollars

B state funds

17-19 actual Costto Baseline FMAP shift 19-21  Commercial In-source 19-21 Exec
continue cost to baseline to Medicaid Pharmacy & Request
(old FMAP) continue rates Admin

21



B. Shifting from commercial to Medicaid rates takes rates from
2.2x the national average per enrollee to about 1.6x the average

Current Cost Executive Budget Future Cost
$ Thousands Per Enrollee Per Year $ Thousands Per Enrollee Per Year

United States North Dakota United States North Dakota
(Average) (Average)

Note 1: ND est. includes both truly newly eligible and some individuals who previously received traditional Medicaid coverage in the state plan
Note 2: Per enrollee costs shown here include both full and partial benefits

Note 3: Numbers may not tie out due to rounding

Source: 2016 Actuarial Report on the Financial Outlook for Medicaid; DHS Medicaid Expansion Spenddown and Enrollee file 22



C. This would result in about $150m less total payment for
providers over an 18 mo. period (or about $100m annually)

Cost of the Medicaid Expansion population
Millions of dollars for biennium; Note: impacts are captured over 18 mo of 24 mo period

B Federal funds [ State funds

46 50 71 49
17-19 Cost to Baseline FMAP shift FMAP shift 19-21 Commercial In-source 19-21 Exec
actual continue cost to baseline to Medicaid Pharmacy & Request

(old FMAP) continue rates Admin

23



D. While Medicaid overall represents ~12% of the healthcare

spending in ND, market share varies significantl

y by segment

Provider Type

% of Medicaid Pmts

Medicaid as % of Provider Rev., bar is est. range

Spending >1% of Medicaid AND

20% 40% 60% 80%
Hospital Inpatient jmm 16.7 [ : : :
Prescription Drugs =96 [ ]
Hospital Outpatient 3.7 [ : : :
Physician £3.6 N
Inpatient MH Facility k2.8 4 : : :
Community MH Center k1.7 : : : [ ]
Dental F1.1 I : : :
Other Practicioners F0.7 I : : :
FQHC H0.4 . I : :
Public Health Agencies t0.4 I : : : :
Transport Excluding Ambulance t0.4 : : I
Ambulance Services 0.3 I : : :
Therapists r0.2 [
Vision Supplies F0.2 B : : :
Rural Health Center 0.2 N : :
Ambulatory Surgical Center 0.1 B : : :
Other Care Services F1.9 I : : :
Acute care [ 44.0 [ :
Nursing Facility =162 I :
Personal Assistance E4.4 : il I
ICF E4.2 : : |
Adult Day Services £3.5 : [ :
Case Management F1.3 : H B
Residential Support k1.3 [ ] : :
Skilled Home Health F1.2 [ :
Durable Medical Equipment 1.1 [ :
Hospice 0.3 N :
Miscellaneous Waiver Services 0.1 [
Long-term Care 77.6 . I :
Comprehensive =133 f
Behavioral Health Carveouts F1.1 I :
Other Careveouts 0.2 I :
Managed Care |— :2.2 f |
Other payments 7.8 :
Total —— 100.0 I

Medicaid share of market >40%

= The areas of significant
Medicaid spending (>1%) on
providers, where also Medicaid
represents almost or more than
half of the market (>40%),
include primarily spend on
services across 3 continuums
of care:

— Behavioral healtht

— Long-term services and
supports (LTSS) for
developmentally
disabled (DD)

- Long-term services and
supports (LTSS) for
aging and disabled
(A&D)

= Of payments across LTSS,
payments to institutions (i.e.,
Nursing Facility and ICF), as
opposed to payments for home
and community based services,
constitute the largest share of
payments in these continuums
of care

= If payor share of payments
represents market influence,
then the 3 continuums of care
across behavioral health and
LTSS are where providers are
most reliant on Medicaid
funding

Note: data shown here is for whole US from ‘07 study using FFY2003 data; small shifts are expected but data is assumed to be directionally accurate
1 Share of government spending on behavioral health is even higher when payments from other agencies are included

Source: Quinn, K., ACS Government Healthcare Solutions and Kitchener, M., University of California, San Francisco
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D. In 2014, markets with goods, services reimbursed by
Expansion received ~6Bn; Medicaid is ~12% of total market

Expenditures by Type of Good, Services (2014)
In BOLD are goods & services reimbursable for Expansion enrollees Expenditures by Payor Type (2014)

Medicaid [Ji] Various/ Commercial

Other Health

Home Health Care " Medicare
Non-durables 8% 2 841
Dental 4747 é39
(0 (0)
4% 1% (12%)

Nursing Facilities

Total:

Other Professionals 197 $7,841m N
128 (3%) ,

Durables fpos “Expansion (49%)

245 Buckets”:

brugs CISD 6,161m

Hospital

5,675
(72%)

Physicians and Clinics

Source: Centers for Medicare & Medicaid Services (CMS), State Health Expenditures Accounts by State of Provider 25



D. For those goods & services Expansion reimburses, market
Size grew at 6.9% per year in the decade prior to Expansion

Growth in Healthcare Expenditures in the Pre-ACA decade (2003-2013)
Millions of dollars

B Expansion Reimbursable
" Non-Expansion Reimbursable

Compound
annual
growth
rates
(CAGRS):

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Source: Centers for Medicare & Medicaid Services (CMS), State Health Expenditures Accounts by State of Provider 26



D. The growth of 6.9% per year for Expansion reimbursable
goods & services is the highest in any state

Percent growth in Expansion reimbursable goods & services, Pre-ACA decade (2003-2013), % growth annually

North Dakota
Idaho

New Mexico
Alaska

New Hampshire
South Dakota
Utah
Montana
Arizona
Texas
Washington
Delaware
Wyoming
regon
Virginia
Nebraska
Indiana
California
North Carolina
Vermont
Hawaii
Oklahoma
Nevada
Georgia
Florida
Connecticut
Wisconsin
Massachusetts
Colorado
Maryland
South Carolina
Pennsylvania
~~ Ohio
Minnesota
Missouri
Illinois

_ Kansas
Mississippi
~Maline
Michigan
New York
Arkansas
Kentucky
West Virginia
New Jersey
Tennesseé

lowa

Rhode Island
Louisiana
Alabama

6.9
6.6
6.6
6.6
6.5
6.5
6.4
6.4
6.3
6.1
6.0
5.9
5.8
5.8
5.8
5.7
5.6
5.6
55
55
55
5.4
54
5.3
5.2

51

51

5.1

5.1

o Even when adjusting for potential correlators,
50" such as age or the rural character of the

4.9 states, North Dakota remains an outlier for
significant growth in healthcare expenditures

Source: Centers for Medicare & Medicaid Services (CMS), State Health Expenditures Accounts by State of Provider
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D. After the proposed rate changes, the reduction in overall
market revenue is just over 1% of total revenue (as a fraction of
total estimated 2019 revenue)

Estimated Market Size for Expansion Reimbursable Goods & Services
Millions of dollars, Note: assumes continued 6.9% year over year growth

~8,600
~8,000

~7,500

~7,000 Changes to
6,161 ~6.600 Expansion wil
1 result in ~100m
annual decrease
or ~1% decrease
in overall revenue/
reimbursement
(recognizing that
there is variation
by provider)

L

~100
2014 2015E 2016E 2017E 2018E 2019E

28



D. Impact of fee schedule reductions on the hospital segment

Payments to Hospitals
Hospital Type Millions of $

xC
¥
Number of 71
hospitals
% of
Medicaid 194%
(2017):
Payments Payments Total Potential Potential Est. Total
to Systems to Hospital Reductions Reductions Payments
(2017) Community Payments to Systems to Post-
Hospitals (2017) Community change

(2017) S — Hospitals

Community critical access hospitals (CAH) see lower reductions on a
percentage basis than hospital systems

Source: Actuarial analysis completed by Optimus using 2017 claims data across the 42 hospitals and health systems and includes inpatient,

outpatient (non-ER) and outpatient (ER) 29



Review of Expansion changes and financial, provider impacts

Subject Detail

» While Medicaid Expansion started at 100% FMAP — meaning all federally funded —

the required state share has continued to increase: in the absence of any changes,
A. Costs to the projected state contribution is expected to increase by 25 million, due to the
continue continued Change in FMAP.

» The proposed changes to the Medicaid Expansion rates in this executive request
offset the expected cost increases to continue the program in current form

= Today ND pays just under $12k per enrollee for expansion, 2.2x more than the

B. Rates national average of $5.4k

relative to = Moving payment for expansion services to traditional Medicaid rates is ~30%

benchmarks decrease in payment, bringing per enrollee costs down to ~8.4k or 1.6x the national
averages

C. Total = This reduction in payment amounts to approximately $100m annually, or about

Financial $150 million over the course of the 18 month period over which these changes would be

Chanaoe in effect

» The budget changes translate to a reduction of ~1% of in revenue across
Expansion reimbursable goods & services

D. Impact on = While payments are reduced, rates would still be around 100% of the Medicare rates,
providers and which is the rate for the healthcare of ~115k Medicare enrollees across the state; thus,
enrollees due to the reduction in payments there is no expected change in access to services

= Community critical access hospitals (CAH) see lower reductions on a percentage
basis than hospital systems

30
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S.B. 2012 contains over $20 million in additional general funds
for behavioral health supports and investments

Behavioral Health Investments in S.B. 2012

Medicaid Community-Based Supports $5.9 M
Behavioral Health Crisis Services $4.1 M
Free Through Recovery Expansion $4.5 M
Substance Use Disorder Voucher Expansion $3.1 M
SB 2026 Mental Health Voucher Program $1.1 M
Other Investments $2.3 M

ADDITIONAL GENERAL FUND (in DHS) $21 M
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ND is highest in rate of citizens in nursing facility per 1k >65,
suggesting need for home & community-based services (HCBS)

Rate of Citizens in Nursing Facilities
Number of people in nursing facilities divided by the number of people over 65! (shown as people per 1,000)

44 40
39
3838
1 632433 32 29
3131 295 28 v 6
24 24,522 g
1616 1515
111110
;
CCTCOCBETCTCNRNTNETNC2ICARYXVCECCNIET VOO VECCECOTCTOBEOSCCE TG
C2CCC0ECEEXS I8 a0 cSEl=EECENEBSEgASCECCECcS6ETCES 88 S8TOocX
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1 There are ~110-115k persons over 65 in North Dakota and about ~5.5k people in nursing facilities
Sources: Henry J Kaiser Foundation (# in certified nursing facilities by state, % over 65 by state), US Census (population by state) 34




When citizens are able to access HCBS services, these are
typically less expensive than more institutional services

Cost Per Recipient Per Year

Cost paid by state by service in $ in State Fiscal Year 20171

Program Descriptions / Detail

° = Number of recipients

87.5

ExXSPED? SPED? HCBS MSP-PC2  Basic Care Nursing

Waiver?2

1 Data is based on paid date; does not include recipient liability portion
Source: North Dakota Department of Human Services

Home

Expanded Service Payments for the
Elderly and Disabled (ExSPED): Pays for in-
home and community-based services for
people who would otherwise receive care in a
licensed basic care facility.

Service Payments for the Elderly and
Disabled (SPED): Provides services for
people who are older or physically disabled,
have limited assets, and who have difficulty
completing tasks that enable them to live
independently at home.

Home and community-based services
(HCBS) waiver: This waiver from the federal
government allows the state to use Medicaid
funds to provide services enabling eligible
individuals who would otherwise require
nursing home services to remain in their
homes or communities.

Medicaid State Plan personal care (MSP-
PC): Personal care services available under
the Medicaid state plan and enable persons
with disabilities or chronic conditions
accomplish tasks they would normally do for
themselves if they did not have a disability.

Basic Care: Room and board and personal
care services for persons eligible for
Medicaid.

2 Does not include room and board
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4 strategies for $7.5m in state funds will support access to
HCBS services for older adults, people with physical disabilities

Change
Strategy Requirements
1. Add Residential Habilitation and Community Residential Services to = $6.7m total
Medicaid HCBS waiver to improve its value proposition and mirror the success = $3.4m state
of I/DD waiver services to keep individuals at home = 1FTE
2. Expand access to home and community-based services (HCBS) through = $2.9m total
Service Payments for the Elderly and Disabled (SPED) by amending functional = $2.9m state
eligibility criteria to move upstream serve to people sooner in home = 1FTE
3. Expand access to home and community-based services (HCBS) through = $0.6m total
Service Payments for the Elderly and Disabled (SPED) by lowering client = $0.6m state
contribution levels, updating from 2009 levels and ensuring care affordability
4. Expand community grants to support older adults in communities, = $0.5m total
particularly rural areas, and expand upon a proven model of enhancing = $0.5m state
community supports




For NFs, aggregate payment supports highest staffing levels in
contiguous US, though payment varies and majority of NFs
operate at deficit

Staffing levels in ND facilities in aggregate exceed 5-star

quality standards set by CMS...

X-axis = RN hours per acuity adjusted bed day
Y-axis = RN + LPN + CNA hours per acuity adjusted bed day

Shaded region indicates CMS 5-star staffing levels?
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1 Alaska and Hawaii are excluded; 5-star cutoff of 0.884 for RNs and 4.238 for total staffing, including RNs, LPNs, and CNAs
Sources: CMS nursing home compare data, DHS SNF rates, Oct 3 SNF Payment Study minutes

...and while some facilities receive

rates nearly 2x as much as others...

195

...a majority of

facilities struggle.

Operating
with deficit

Not operating
with deficit

~66%

~33%
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These perplexing outcomes are driven by a vicious cycle —
created by the current payment system — which leaves NFs with

limited leverage to improve financial health

Nursing facility providers are stuck in a vicious cycle, worsening their

Cost increases put pressure
on financial health of

financial position.

facilities.

Current payment system provides limited

leverage for providers to improve their
e bottom-line:

= Lowering costs by innovating will lead to
Costs increase due lower rates the following year, thereby
to needed staff disincentivizing innovation or new
raises, tech operating models.
updates, facility = Rate equalization largely prohibits
maintenance, etc. increased rate on self-pay residents

(though this does not apply for the
~50% of beds in market that are private
rooms; for private rooms, rate increases
are under pressure from the market if
residents are self-pay).

Primary source of leverage to improve financial
position is to request increases in reimbursement
from the state.

This cycle could have imminent

affects on access, quality, and/or
sustainability of care.

= Access to care could decline if
worsening financial position
leads to facilities closing or
losing licenses.

= Safety or quality of care could
decline if facilities cannot staff
adequately or make required
investments given
reimbursement.

= Care could be unsustainable if
costs continue to rise
significantly year over year.
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Revising NF payment methods could improve health of facilities,
mitigating or resolving defects of the current system

The Vision for the Payment System

The Defects of the Current System

Providers are stable and healthy. Providers receive
stable and predictable revenue that ensures timely
recognition of changing costs, particularly those targeted
to improve care. There should also be compatibility with
other payment models and models should be
streamlined where possible to ensure holistic health.

Residents receive consistently safe and high-quality
care. Reimbursement is sufficient to promote safe and
high-quality care in an economically run facility.

There is choice for consumers in their setting of
care.

The care received by residents is sustainable today
and tomorrow. Growth in rates is reasonable and cost
Is managed as efficiently as possible.

The reimbursement for services across providers is
fair and equitable. Reimbursement rates are similar for
like services provided in similar facilities, with
recognition of the facility operating model or geography
(which does not mean that every facility is paid the
same).

As of 3/31/18, two-thirds of providers are operating
at a deficit. This suggests that most providers are in an
unstable and unhealthy position. Providers that are in a
healthy position this year may not be able to sustain that
position given the payment system methodology.

The current quality measures for SNFs are
incomplete, varied, imprecise, or lacking impact.
This suggests there is an opportunity to expand a
holistic understanding of the quality of care in SNFs
across the system.

ND has one of the highest rates of people >65 in
nursing facilities per capita. This suggests there is a
lack of awareness, supply, trust, or support for other
settings of care.

The rate increase per resident day has been ~5% per
year over the last decade. This rate of cost growth
could be characterized as unsustainable for residents
and taxpayers.

There is ~83% variation in payment to SNFs per
resident day. The variation in payment could be
characterized as an unfair difference given the similarity
in services provided.



S.B. 2012: DHS Testimony — Vision & Strategy
March 4, 2019

Department of Human Services Mission

Budget Overview and Trends

Quick Tutorial on Testimony Budget Summaries

Key strategic priorities driving budget changes

— Medicaid Administrative Simplification
— Behavioral Health

— Long-term Services & Supports

Social (Human) Services Redesign (SB 2124)
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Social services is an essential link to connect citizens with a
range of programs across social determinants of health

_________________ - Administrator! PAYOR (state?) Provider [_| Partner
H )
Social i Social Services/ |Medical, DD & Behavioral Health  Agency Partners (not
Determinant Components I Eligibility iLong-term care Policy & Services! exhaustive)
. Emol || TANF,LHEAP, || o
Econormic mployment ! Child Support, ! EXTENDED 3
- = |ncome 1 . I SERVICES for S
Stability = Expenses ! Vocational Rehab, I h b SMI B
=  Debt 1 Child care assist. ! osewl 2
1 1 Ol
= Early Childhood 1 . ! 2
Education = Literacy/language | Child care ! S
* Vocational 1 licensing I ]
» Higher Ed 1 ! 1|5
] 1 G || —
o
" Hunger i i RECOVERY 2| e
= Access to healthy : SNAP/ Food {| Nutrition Services SUPPORT 3|2
H 1 (including Free alle
Housi i | Through g Llrrmrr
- . ousing i
Neighborhood  [is Transportation 1| CPS, Foster care, i NURSING Recovery, PATH o
& Built 1. FOSTERCARE SIS
Environment =  Safety I v i FACILITIES, ICFs for those S||.S
=  Parks | (IV-e) 1 experiencing 2] sl 2 Q
1 H h | =llo S|l o =
S - veegration : i DDHOME& || PO er SIS BIE
, = Support 1 In-home supports |, COMMUNITY ollSII<I BT
Community ; 1 I programs) || S ollo
* Inclusion ! i1 BASED SERVICES ol| || =
Context ! I < sll S
H :CASE MANAGEMENT — 2[5 g
1 >
- Coverage I | TRADITIONAL, SBIRT, Parent’s —|2 i
Health & = Providers : NN WAIVERS LEAD, STATE
Medicaid Eligibilit ! !
SEEIOERN - Qualityofcare || B VOUCHERS, CHIP, | HOSPITAL, LSTC,
» Cultural competency I Expansion, LSTC HSCs?
* This is for illustrative purposes only to capture majority of programs/services/ entities and the connections they provide to

social determinants of health; it is not exhaustive of all programs and services or connections

» While other public entities and private stakeholders also have an important role, they are excluded from this picture
1 Administrative role also includes the function of licensing professionals 2 Those programs for which the state pays a large share
3 SBIRT = Screening Brief Intervention & Referral to Treatment, LSTC = Life skills & transition center, HSCs = Human Service Centers 41




Since the 1990s, social (human) services costs have been
absorbed by the state incrementally

Timeline

Early 1990’s: Social service delivery was one of largest single items in
many county budgets, and one that was growing much faster than
property values. So counties worked for legislation to shift that burden to
statewide collected taxes.

1997: Counties were relieved of the local share of Medicaid payments to
hospitals, doctors, and nursing homes, an area over which counties had
no authority to approve, set rates, or change.

2007: The costs and employees of regional child support enforcement
offices were shifted to the State.

2015: The county share of foster care maintenance payments was
shifted to the state.

-> As a result of these transitions, property tax payers were left with about
$80 million per year in staff costs with great variation, as some taxpayers
were paying 8 mills, others over 45 mills

Source: North Dakota Association of Counties, SB 2206 Report to Legislative Management
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In 2017-19, the state took over funding of social services in the
2017 S.B. 2206 pilot, keeping overall organizational structure

Intact

Subject

Details

Formulas

NDCC§53-34-04(4) Total Calendar Year Formula Payment =
[Social Services (SS) Rate per case x SS Most Recently Available Calendar Year Case Month Data]
+
[Economic Assistance (EA) Rate per case x EA Most Recently Available Calendar Year Case Month Data)]

NDCC§ 53-34-03(3-4) June 15" Payment =
(Totally Calendar Year Formula Payment x 50%) — 1st Payment +/- True Up or True Down — Amount

Exceeding Fund Balance

Variable
Definitions

NDCCS§ 53-34-04(1) 2015 Net Expenditures = 2015 Gross Expenditures + 25% of Three-Year Average Eligible
Federally Allowable Indirect Costs — 2015 Services Reimbursed by Medical Assistance

NDCC§ 53-34-03(3)(a) Recalculated Formula Payment =
Rate per case x Most Recently Available Calendar Year Case Month Data

NDCC§ 53-34-03(3)(b-d)) True Up/Down = If recalculated Formula is above or below 105% or 95% respectively of
the Total Formula payment the county will receive or be reduced by the difference that is more or less than 105%

or 95% respectively

Fund

Balances

NDCCS§ 53-34-06 Fund balance (Effective January 1, 2019):
NDCC§ 53-34-05 Counties with $2,000K expenditures may not exceed a fund balance of $500k

NDCC§ 53-34-05 Counties with less than $2,000k expenditures may not exceed a fund balance of $100k

+ Benefits of pilot formula: shifted funding to the state under a more consistent reimbursement methodology, with

some flexibility to adjust for workload changes as measured by caseload
» Downsides to pilot formula: caseload changes are only driver, locks in historical costs, locks in basket of services

paid for in EA or SS rates, locks in current service levels even if variation




Several principles for zone budgeting are reflected in S.B. 2124
and fiscal note, expanding on the benefits of the pilot formula

Zone Budgeting Principles (in BOLD are principles driving prior formula)

o g R WDDPE

7.

8.
| N

Ranked in order of priority

Reimburse historical costs of providing services across zone
Adjust for differences in pay between zones and cost of living

Adjust for process change (enabling consolidation, sharing capacity)
Adjust for changes to the basket of services (enabling specialization)
Adjust for caseload increases or decreases

Adjust for equalizing service levels across the state, recognizing
potential differences in delivery modes in different zones

Adjust for statewide changes in services or service levels
Adjust for contingencies or pressing situations




The fiscal note associated with S.B. 2124 of $182.3m will
support transition to new model of human service zones (1/2)

Estimated
Line Item Amount!, $ Rationale / Description of Calculation

Projection of CY18 and CY19 161,206,697 = [CY18 actuals]? + [CY19 projection]®= 80,213,303 + 80,993,394

program-related costs

Indirect Cost Obligation 5,550,522 Estimate for the indirect costs is 25% of the last available full 12 months of data
plus the costs for preparing indirect cost allocation plan

Sub-total: Historical Costs 166,757,219 Sum of historical program-related costs and share of indirect costs

Revenue (MMIS Revenue (5,306,627) 2 times the amount distributed from MMIS in CY18. Monies distributed to the

Estimate) counties from the Medicaid Management Information system (MMIS) support
costs for services like home & community-based services

Inflationary Increases 8,584,833 Inflationary increases are based on 2% / 3% inflators for salaries, benefits other
than health, and operating; est. health benefits are inflated at 7.5% each year

Sub-total: Total Costs minus 170,035,425

Revenues plus inflation

Compensation Equity 3,408,119 The same roles at various counties are paid very differently due to historical

Adjustments contingencies reinforced through the rate-per case formula; this amount would
allow for bringing up compensation of lower-paid counties

Family First Legislation 7,500,000 Funds to support preventative services and enhanced review of residential

Implementation Investments placements under Qualified Residential Treatment Provider (QRTP) provisions

Contingency & Pilot 1,356,456 Funds to support unforeseen county expenses (e.g., burials, overpayments),

Implementation program pilots, and scaling of best practices from pilots

Total 182,300,000

1 These estimates could adjust based on most recently available cost data from counties. 2 [CY18 actuals] are reported based on data for actual
Salaries, Benefits, and Operating cost payments from the counties for CY18. 3 [CY19 projection] is calculated as the [CY18 actuals] with any
inflator of 6.4% for only the estimated health benefits portion of county social services spending.
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The fiscal note associated with S.B. 2124 of $182.3m will
support transition to new model of human service zones (2/2)

Zone Budgeting Principles

Estimated Zone Budgeting Principles
Line ltem Amount!, $ Supported
Projection of CY18 and CY19 161,206,697 o m
program-related costs
Indirect Cost Obligation 5,550,522 o
Sub-total: Historical Costs 166,757,219
Revenue (MMIS Revenue (5,306,627) o
Estimate)
Inflatlonarylncreases8584833 ................................................................................
Sub-total: Total Costs minus 170,035,425
Revenues plus inflation
Compensation Equity 3,408,119 o
Adjustments
Fam|IyF|rstLeg|s|at|on7500000 .................................................................................
Implementation Investments m
Contingency & Pilot 1,356,456 m e
Implementation
Total 182,300,000

1 These estimates could adjust based on most recently available cost data from counties.

Salaries, Benefits, and Operating cost payments from the counties for CY18.
inflator of 6.4% for only the estimated health benefits portion of county social services spending.

Reimburse historical costs of
providing services across zone

Adjust for differences in pay
between zones and cost of living

Adjust for process change (enabling
consolidation, sharing capacity)

Adjust for changes to the basket of
services (enabling specialization)

Adjust for caseload increases or
decreases

Adjust for equalizing service levels
across the state, recognizing
potential differences in delivery
modes in different zones

Adjust for statewide changes in
services or service levels

Adjust for contingencies or pressing
situations

2 [CY18 actuals] are reported based on data for actual

3 [CY19 projection] is calculated as the [CY18 actuals] with any
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FTE transfer authority is included in 2124 for functions where
state can gain consistency/efficiency from specialization of work

Subject

Design Intent / Brief

Description

Bill Text Language (19.8057.02000)

Rationale

Bill Text
Reference(s)
(19.8057.02000)

FTEs
authorized
as transfers
from county

+ From: each county

operates same

basket of services
+ To: services are

distributed to

maximize efficiency
and client outcomes

Up to [223] full-time equivalent positions included
in Senate Bill No. 2012, as approved by the
sixty-sixth legislative assembly, may be adjusted
or increased only if one or more human service
zones transfers powers and duties...Any
positions added to the department of human
services under this section would be position
transfers from the human service zones

+ The contingent authorization for these
functions reflect 2206 study committee
recommendations, as some functions
were determined to be more efficiently
performed in consolidated manner
(which does not mean centralized)

+ Authorizations are contingent because
not all may happen this biennium, or
alternative strategies may be developed

SECTION 140
p.135:20-26

FTEs
transferred
for specific
functions

Broadly, those
functions
targeted for
potential
transition to the
state are those
where work
requires a
greater
specialization
and content
knowledge.
Through
specialization of
work, these
transitions would
ensure more
consistent and
efficient delivery.

[4 FTES] to serve as human service zone
operational directors

[16 FTEs] if [DHS] assumes...duties associated
with foster care training and the recruitment and
licensing of family foster care homes

[2 FTEs] if [DHS] assumes...duties associated
with adoption assistance eligibility determination

[14 FTEs] if [DHS] assumes...duties associated
with foster care assistance or IV-E eligibility
determination

[27 FTEs] if [DHS] assumes...duties associated
with child care licensing

[16 FTEs] if [DHS] assumes...duties associated
with [LIHEAP]

[104 FTEs] if [DHS] assumes...determination of
eligibility and other related activities [for various
programs]

[30 FTES] to relieve human service zones of
miscellaneous duties [e.g., fraud investigations,
estate collections, third party liability, etc.]

[10 FTESs] to serve as quality control to the
human service zones

DHS will need positions for operations
directors to oversee zone functions

CFS committee recommendations

included:

= Establish statewide foster care
recruitment strategy

= Regionalize foster care licensing

= Move sub-adopt negotiations to
region or state

IV-E determinations are complicated/
error-prone, and a specialized team
may perform better than generalists

Inconsistency or lack of critical mass in
regional delivery motivates

EA committee suggested to outsource;
consolidation to state may be preferred

Some eligibility functions, such as long-
term care eligibility, would be more
efficiently performed at state level

The state is better positioned to perform
duties that would make human service
zones less efficient by distraction

Quiality control positions will support and
ensure performance across zones

SECTION 140
p.136:16-18

SECTION 140
p.136:19-21
p.137:1-3

SECTION 140
p.136:22-24

SECTION 140
p.136:25-26

SECTION 140
p.136:27-29

SECTION 140
p.137:4-8

SECTION 140
p.137:9-11

SECTION 140
p.137:12-13



