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Rate Setting Methodology

The following section describes key aspects of the Developmental Services (DS) Home
and Community Based Services (HCBS) rate reimbursement structure. Mercer calculated
provider reimbursement rates for all HCBS programs. Specifically, the cost items for
each rate component are listed, agency and independent contract status is defined, and the
rate structure for various services is described.

RATE COMPONENTS: The cost centers used in construction of each of the HCBS service
categories fall into four components: '

Direct Care Staff Wage

Employment Related Expenditures
Program Related Expenditures

General and Administrative Expenditures
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These cost categories are derived in the following fashion:

Direct Care Staff Wage: The Direct Care Staff wage is selected from national Mercer
compensation and wage studies and is determined according to the classification of direct
care staff duties. Direct care staff are defined to be those individuals whose primary
responsibility is the day to day support of people with disabilities, training and
instruction, and assistance with and management of activities of daily living. Direct care
workers can be either employees of an agency, or may be self-employed, so long as 85%
of their work activities include daily supports to people with disabilities. For the purposes
of this study, direct care staff job descriptions were benchmarked to four primary job
classifications:

* Homemakers: workers who primarily performed housekeeping, cooking, and
environmental cleaning duties for people with long term care needs.

* Personal care workers: workers who possessed high school degrees and were able to
perform such duties as physical support / lifting, assistance with personal hygiene and
activities of daily living, and transportation and mobility support.

* Habilitation workers: workers who possessed some advanced training beyond high
school and were skilled in teaching / training, behavior supports, administration of
select health-related treatments, and community inclusion.

* Vocational training workers: workers who were specially trained in supported
employment to include job development and job coaching; education requirements
varied from bachelor and masters levels.

Employment Related Expenditures. Employment related expenditures refer to the benefits
package that is offered to all employees who are involved in the care and services
provided to the person with disabilities. These costs can be categorized into two groups:




Discretionary Costs - Discretionary costs are those associated with benefits provided
at the discretion of the employer and are not mandated by local, state, or federal
governments. Such benefits may include (but are not limited to) health insurance,
profit sharing, and retirement benefits or stock options.

Non-Discretionary - Non-discretionary costs are those related to employment
expenditures that are mandated by local, State, and Federal governments and are not
optional to the employer. Such expenditures include (but are not limited to) FICA,
FUTA, SUTA and workers’ compensation insurance. Employee-related expenses
vary for people who are self-employed and agency employees. Employer agencies
bear the financial responsibility for workers’ compensation, while self—employed
workers are required to pay all federal income taxes.

Program Related Expenditures: Programs Related Expenditures are those that are part of
the operation of the setting in which residential habilitation occurs and related to the
programs which occur within the setting, but are not directly tied to the direct care staff.
They include the following:

Program support services such as staff trainers and clinical supervisors

Supervision of direct care staff

Qualified mental retardation professionals, registered records technicians

Program related supplies

Social services involving family counseling, estate and guardianship support
Evening activities including recreation and community-inclusion opportunities
Program associated transportation

Documentation requirements (Documentation requirements are not a separate billable
activity for any services)

General and Administrative Costs: General and Administrative costs are those associated

with operating the organization’s business and administration and are not directly related
to the clients or the programs that serve the clients. They include the following:

Administrative salaries to include agency director and secretarial support
Professional services to include management of payroll and accounts receivable
Insurance to include liability

Travel and entertainment not related to direct care activities

Office expenses such as supplies, equipment, and telephone

Program development and fund raising

Occupational and Health Safety costs

Depreciation and amortization on capital assets -

Interest on capital debt

Real estate taxes

Property insurance

Other interests, miscellaneous, equipment rental



‘General and Administrative expenses are calculated as a percentage of the total costs of
Direct Care, Employee/Related Expenses, and Program-related Expenses. The percentage
is not multiplied by the direct care staff hourly wage totals as is done for Employment
Related Expenditures and Program Related expenditures, but rather is considered a
percentage of the total costs. General and administrative costs are calculated by adding
the other components together (Direct Care Staff Costs, Employment Related
Expenditures and Program Related Expenditures) and then dividing that total by the
factor calculated as the number 1 minus the General and Administrative Expense
percentage. The product of this calculation represents the total of these four cost
categories (Direct Care Staff, Employment Related Expenses, Program Related Expenses,
and General and Administrative Expenses.)

Source Information of Each Component: Each of the four cost components has been
individually calculated for each HCBS service category. The four rate component dollar
amounts and percentages were taken from the following sources.

1. Direct Care Staff Wage — Direct Care Staff Wage was calculated using
compensation / wage data from four sources; e.g. Hayes Compensation studies,
Health and Hospital compensation studies, US Bureau of Labor Statistics, and Mercer
Human Services consulting wage and benefit surveys. These surveys specifically
focused on the State of Montana, states in the western United States, and states with .
similar size and program demographics. Data from these surveys were aged forward -
at a rate of 0.95% per quarter based upon SFY 03 experience of 3.8% per vear.

2. Employment Related Expenditures - Employment Related Expenditures were
calculated using current federal and state tax requirements, workers’ compensation
history, and health benefits data from the Seattle and Los Angeles Mercer offices.
Employment Related Expenditures are expressed as a percentage which is applied to
(added to) the direct care staff wage. Sources of data were the US Department of
Internal Revenue Service, US Bureau of Labor, Montana Department of Labor and
Industries, and Mercer Human Services health care and benefits surveys.

3. Program Related Expenditures - Program Related Expenditures were calculated
based upon a cost survey of 17 sample agencies conducted by Mercer for the purpose
of this study. Findings from the cost survey provided the basis for determining the
program-related factor. Program Related Expenditures are expressed as a percentage
which is applied to (added to) the total cost of care.

4. General and Administrative Expenditures - General and Administrative
Expenditure levels are set at a percentage rate that is considered acceptable to the
State of Montana, and Department of Public Health and Human Services (DPHHS).
General and Administrative Expenditures are expressed as a percentage which is
applied to (added to) the total cost of care.



GEQGRAPHICAL FACTORS: Mercer developed geographical factors based upon .
Mercer’s survey of a sample of provider costs, audited financial reports, and a market

analysis of the following Bureau of Labor statistics:

Wages and compensation practices

Housing rent and lease costs

Uninsured workers

Crime statistics

Cost of living indices

These geographical factors are applied to supported living, group home, family education
and support services, and transportation services.

Based upon this analysis, Mercer factored an adjustment for providers who delivered
services in Regions (to be determined). In addition, Mercer included an extra adjustment
for compensation and health care benefits for Regions (to be determined).

AGENCY OR GROUP PROVIDER: When referenced in the Developmental Services HCBS

rates, the terms “agency or provider” are defined in the Montana Developmental Services

Waiver Services — Appendix A dated March 31, 2003. Specifically, an agency or group

provider is a business, organization, or entity enrolled to provide a waiver service(s) that

has one or more staff employed to carry out the enrolled service(s). All employees of an

agency or group provider must meet the qualification and requirements specified for

enrolled service(s). The provider must maintain a personnel file documenting the : .
qualifications of all employees and their background screemng results, and maintain

payroll and enrollment documentation.




