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Bureau Committee Bureau Committee

Room 118 South, State Capitol Room 315 North, State Capitol

P. O. Box 7882 P. O. Box 8952

Madison, W1 53707-7882 Madison, WI 53708-8952

Dear Senator Cowles and Representative Kerkman:

This letter and the attached report are in response to the Legislative Audit Bureau’s (LAB) comprehensive
evaluation of the Family Care program dated April 2011, and its recommendations that the Department of
Health Services provide certain information to the Joint Legislative Audit Committee by September 1, 2011.

As stated in the response to the evaluation, the Department of Health Services is committed to ensuring that
the Family Care program demonstrates excellence in ensuring access to quality, cost-effective long term care
services for the elderly and persons with disabilities, that participants are provided choice and the ability to
self-direct their care, and that the managed care organizations which administer services have sound program
and financial management practices.

The LAB highlighted the need for additional oversight and monitoring of certain aspects of the Family Care
program management and financial solvency. The Department concurred with these recommendations and
with the request to provide the Joint Legislative Audit Committee with additional information, status updates,
and potential options to streamline and improve the efficiency and operation of the Family Care program.

Accordingly, the Department has carefully reviewed each of the ten recommendations highlighted in the LAB
report for which a response was requested by September 1, 2011. The Department’s response highlights both
the work completed since the evaluation and the status of each of the items referenced in the
recommendations. Where possible, updated information, analysis and options for future consideration are
provided; however, further efforts remain in process in some areas.

In closing, I would like to express the Department’s gratitude to the Legislative Audit Bureau management
and staff for their diligence and efforts and for their recommendations to improve the management and
oversight of the Family Care program.

Sincerely,

W P At

Dennis G. Smith

Secretary
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Department of Health Services Report to the Joint Legislative Audit Committee
On the Status of Family Care Oversight and Management

September 1, 2011

Introduction

In its evaluation of the Family Care program, which was released in April 2011, the Legislative
Audit Bureau (LAB) highlighted the need for additional oversight and monitoring of certain
aspects of Family Care program management and financial solvency. The Department of Health
Services (DHS) concurred with the recommendations in the evaluation and agreed to provide
information to the Joint Legislative Audit Committee by September 1, 2011, as recommended in
the evaluation.

This report, from the Department of Health Services, provides the additional information, status
updates and potential options to streamline and improve the efficiency and operation of the
Family Care program. In 2010, Family Care supported 31,256 individuals at a cost of $975.8
million. In addition to the direct cost of Family Care, the state spent $94.8 million to provide
other Medicaid services to these individuals. Moreover, a vast majority of these individuals are
also covered by Medicare (“‘dual eligibles”). Improving coordination between Medicare and
Medicaid, which will lower costs, will be a high priority of the Department.

Each section of this report is organized to include the Legislative Audit Bureau’s
recommendation, noted in italics, followed immediately by the Department’s update on the status
of each recommendation. On occasion, additional supporting materials are included as
attachments.

Recommendation #1: Residential Rate-Setting Methodology

The Department of Health Services should report to the Joint Legislative Audit Committee by
September 1, 2011, on the status of its proposed changes to the provider residential rate-setting
methodology.

As noted in the LAB report, DHS had been working with managed care organizations (MCOs)
and stakeholders to develop a statewide residential rate-setting method that would incorporate
member acuity and facility cost in determining the reimbursement rate for community substitute
care settings. The project was in the analytical stage during the audit.

Since that time, several MCOs have developed and implemented rate-setting methodologies that
reflect regional and geographic differences in local provider networks, encourage capacity and
innovation through market competition, and support care delivery in the most integrated and
cost-effective settings. Consequently, DHS is committed to building on this growing expertise
and is not currently pursuing plans to implement a residential rate-setting methodology for
statewide use by the Family Care MCOs.
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It is the Department’s position that a statewide rate-setting methodology would hamper
innovative, and creative contracting methods at the MCO level, and would not resolve all of the
underlying challenges to move beyond the past practices, culture and expectations for residential
care. The Department’s efforts will focus on developing the capacity to provide care in the most
integrated, cost-effective and consumer-directed manner. Policy initiatives that support members
in their own home will be emphasized so that out-of-home placement, funded by public funds,
should only be pursued when other more integrated, home-like settings are not feasible to
support the member’s health and safety. Approaches which incentivize the provision of care in a
member’s own home are critical to the program’s continued cost effectiveness and long-run
fiscal sustainability.

The Department will work with MCOs that have advanced purchasing and contracting practices
in this area to expand those practices to all MCOs on a regional basis. As Family Care
implementation and MCO maturity varies across the State, the Department will continue to
ensure enhanced technical assistance and administrative oversight on residential purchasing
initiatives and will foster the dissemination of best practices among MCOs. This work will focus
on the underlying principles associated with these best practices, as opposed to specific technical
or methodological approaches.

The residential services initiative has been a longstanding project within the Division of Long
Term Care and has made steady progress over the years in improving equity, consistency, and
clarity in the purchase of quality substitute care services at a fair price. The most recent
resurgence of this project has been successful in furthering that objective with a number of
improvements, including: (i) clarification of instructions for defining a member’s obligation for
contribution to room and board and cost share; (ii) standardization of instructions for room and
board; and (iii) targeted remediation with at-risk MCOs to further align their residential service
purchasing practices with individual members’ needs.

The Department will continue to work with MCOs and residential services providers to improve
service purchasing practices, communication, inter-organization collaboration, and informed
decision-making. A forum for assisted living industry representatives, MCOs, and DHS staff to
work on these important issues has already been established. Some of the primary objectives of
the residential rate-setting project were to improve transparency, equity, objectivity, and
alignment with both cost and acuity in the service purchasing practices that are used across the
State. Those objectives remain a focus of Family Care’s program administration efforts and will
be pursued with MCOs through targeted initiatives within each region, rather than through a
specific statewide payment formula.

Recommendation #2: Care Management Caseload Staffing
The Department of Health Services should review caseloads of managed care organization staff

and report to the Joint Legislative Audit Committee by September 1, 2011, on its efforts to ensure
that caseloads are appropriate.
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The Department of Health Services reviewed the processes used by MCOs to set caseload sizes
for their members in order to assure that they are appropriate, The following is a summary of
those findings in response to the Legislative Audit Bureau (LAB) study of the Family Care
program.

Under Family Care, MCOs receive a monthly capitated rate for each member. Capitation rates
are grounded in the experience of the five pilot counties, in particular their experience with
managing service costs in a manner that enables Family Care enrollees to receive the services
that meet the long term care outcomes they have identified. The adoption of a managed care is
distinctly different from the method used in the prior long term care programs, which relied on
fee-for-service payments for each service provided. Care management is critical to ensure access
to quality supports and services that are effective and cost-efficient.

The MCOs manage the cost and effectiveness of all services and supports by using the Resource
Allocation Decision (RAD) method. The RAD method helps to define the goals or outcomes
that each member wants to achieve and how this relates to his or her long term care needs. The
care management team from the MCO works with the member to determine the possible ways to
address those needs, including the use of paid long term supports and services. The RAD
method defines an approach for the team to determine the most cost-efficient and effective
choice available to meet the member’s goals or outcomes. The most economical option might be
a purchased service, but it might also be an informal support, a volunteer service or a service
provided by another, non-Medicaid program.

The transition process from the legacy waivers to Family Care resulted in some of the variances
noted in the LAB report. MCOs were at various stages within the transition process when LAB
reviewed care management staffing ratios during June 2010. Staffing ratios fluctuated fairly
significantly at that time because MCOs hired and trained care managers in advance of expected
enrollment as Family Care started in new areas. Care managers have subsequently transitioned to
the new managed care model, and variable staffing ratios experienced during the expansion
period have stabilized.

Additionally, staffing ratios vary among MCOs, even during stable enrollment, for a variety of

factors. These factors include:

e Staff in MCOs serving rural areas require significant driving time because care managers
meet with members face-to-face.

e Automation and technology has helped some MCOs to create efficiencies; this includes the
use of distance communication tools.

e Certain MCOs may employ specialized staff who do not have a caseload. Rather, these staff
perform related tasks such as: assessments for the purchase of durable medical equipment;
assistance to set up self-directed services; assistance with mental health and behavioral
support needs; and coordination of benefits related to Medicare.

Other factors that are important to consider include:

¢  Most MCOs now directly employ care management staff as this has been determined to be
more efficient than subcontracting.

¢ Some MCOs have developed caseload specifications, but travel time may prevent the use of
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these ratios in rural areas.

¢ Some MCOs have identified care management responsibilities that can be handled by staff
who are not human service or nursing professionals.

* There is no apparent correlation between caseload sizes and MCO fiscal performance.

DHS collaborates with MCOs to: develop and share best practices for care management; monitor
care management processes and results through annual on-site quality reviews; and determine the
efficiency of care management by oversight of MCO utilization and fiscal performance. The
Department is developing performance measures related to care management results, and has
conducted management studies to monitor and improve the results for Family Care members.

Further details of this evaluation are included in Attachment 1: Care Management Caseload
Staffing in Family Care.

Recommendation #3: Family Care Capitation Rates

The Department of Health Services should report to the Joint Legislative Audit Committee by
September 1, 2011, on the status of its efforts to analyze whether additional adjustments to the
Family Care capitation rates are needed.

Each year, DHS seeks to strengthen the rate-setting model for Family Care capitation payments.
As MCOs gain experience offering the Family Care benefit in new counties, the Department
analyzes the effectiveness of their efforts to determine whether the service model has stabilized
to the point where their baseline data may be used to set capitation rates. In the 2010 rate-setting
process, DHS combined the cost and service delivery experience of Racine and Kenosha with the
data from the five pilot counties. The determination of whether to include a county in the
baseline data involves an analysis of a variety of factors, including a comparison of the actual
performance of an MCO as compared to what may be expected under the model, given actual
enrollments.

This approach underlies the development of rates for the program’s benefit package that serves
as the basis for the capitation rate paid to the MCOs. The rate is grounded in the experience of
the five pilot counties and their experience with managing service costs in a manner that enables
Family Care enrollees to receive the services that meet the outcomes they have identified. The
adoption of a managed care model departs from the method used in the prior long-term care
programs, which relied on fee-for-service payments for each service provided. As a result,
service providers and MCOs with experience in fee-for-service programs require time to
transition to this new policy environment.

Collectively, MCOs ended calendar year 2010 in a surplus position. However, four MCOs
closed the year with a deficit. At the end of the first quarter of 2011, six of the nine MCOs
reported a surplus, while two more MCOs will also have a surplus once capitation payments are
adjusted to reflect the actual experience of serving a population with greater care needs than
assumed in their initial rate. The financial situation of the MCOs is becoming stronger and more
stable with increased experience.
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Over the past several years, the Family Care program has examined a number of strategies to
modify the payment model in a manner that would better predict the costs associated with
enrollees with the greatest acuity. The Department worked collaboratively with the Family Care
MCOs and the Department’s contracted actuarial firm in 2011 to assess whether or not the
capitation rate methodology requires additional adjustment. Balancing costs across high-cost and
low-cost enrollment populations to operate within a single capitated rate is a fundamental
expectation of an MCO. It is the Department’s responsibility to ensure that the formula used to
set the capitation rate is sensitive to a number of different cost drivers that might lead to
legitimate cost variations across MCOs.

Most recently, a project was initiated to determine whether or not there are cost drivers
associated with complex program enrollees that are not currently reflected in the payment
formula. For example, actual service costs were higher than those that were expected, as
measured by the funding formula. The Department provided a list of program enrollees for
whom the capitation appeared to be most out-of-line with service costs to further explore this
potential issue. Recognizing that there may be other reasons for this lack of alignment than
simply the payment formula, this list was shared with MCOs along with a request to review case
files and generate data elements to supplement the analysis. The Department’s actuarial firm
was then tasked with analyzing whether introducing these data elements into the payment
formula improved its overall accuracy of the capitated rate.

This project represented a substantial investment of Department and MCO resources. Over 2,600
members (roughly 8% of 2010 program enrollment) were identified by the Department for
inclusion in this study. MCO staff, or their contractors, reviewed member files, or other records,
for each of these members, representing between 5% - 12% of a given MCO’s enrollment to
provide information to the Department on a very rapid-cycle response basis.

The results from this project are just now being reported to the Department and still require
further analysis and review. Along with the data, the Department has sought feedback from
MCOs and other stakeholders on additional opportunities to enhance community stabilization
and crisis response for complex, high cost enrollees. The Department’s work in this area will
continue into early September to discern whether the 2012 capitation rate formula or other
provisions of the Family Care program should be modified as a result of this analysis, or whether
2013 is a more practical time frame for potential change.

The Department remains committed to investing in the programmatic review, data systems,
internal analytic capacity, contracted actuarial services, transparent funding principles, and
collaborative approach to refine and improve payment formulas and to ensure quality, access and
cost-effective long term care supports and services for Family Care enrollees.
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Recommendation #4: MCO Financial Solvency

The Department of Health Services should report to the Joint Legislative Audit Committee by
September 1, 2011, on:
»  The solvency status of each Family Care managed care organization and the actions it
has taken to address insolvency risks;
= The criteria established for identifying a managed care organization as insolvent; and
*  The sanctions the Department of Health Services and the Office of the Commissioner of
Insurance have developed for managed care organizations that do not comply with
corrective action plans.

Solvency Status

Each Family Care MCO is currently solvent based on the Family Care program’s financial
oversight standard. This assessment is based on the most current financial information about
each organization, which is the financial reporting period that ended June 30, 2011. However,
some MCOs remain at higher risk for insolvency.

The following table illustrates the amounts owed by the MCOs to the Solvency and Reserve
Funds at the time of the Family Care Evaluation Report in December, 2010 as compared to the
most recent data as of June 30, 2011. As the table shows, several of the MCOs significantly
reduced the outstanding amounts owed in the last six months. Two additional MCOs, Southwest
Family Care Alliance and Western Wisconsin Cares, are now in compliance with reserve
requirements. Over this time period, the total outstanding amounts owed to solvency and reserve

funds have been reduced by approximately 50%, from $6.6 million to $3.3 million.

Amounts Owed by MCOs to the Solvency and Reserve Funds

December 2010 June 30, 2011
Amounts Outstanding Amounts Outstanding
L Solvency Restricted Solvency | Restricted
Managed Care Organization Fund Reserve Total Fund Reserve Total

Community Health Partnership, Inc. $750,000 | $1,131,400 | $1,881,400 | $600,000 | $1,277,300 | $1,877,300
Care Wisconsin First, Inc. 500,000 563,400 1,063,400 250,000 577,700 827,700
NorthernBridges 250,000 1,198,400 | 1,448,400 0 620,500 620,500
Southwest Family Care Alliance 500,000 1,174,000 | 1,674,000 0 0 0
Western Wisconsin Cares 489,300 489,300 0 0 0
Community Care of Central 0 0 0 0 0 0
Wisconsin

Community Care, Inc. 0 0 0 0 0 0
Lakeland Care District 0 0 0 0 0 0
Milwaukee County Dept of Family 0 0 0 0 0 0
Care

Total $2,000,000 | $4,556,500 | $6,556,500 | $850,000 | $2,475,500 | $3,325,500
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With respect to each of the program’s capital requirements, which are additional metrics of MCO
financial health, the following data emerge from the MCOs’ financial reporting:
* Three of the nine organizations are in compliance with the working capital requirement
and another is close to compliance.
* Six of the nine organizations are in compliance with the restricted reserve requirement
and two more are close to compliance.
* Seven of the nine organizations are in compliance with the solvency fund requirement
and another is close to compliance.
e In the aggregate, MCOs meet 91% of the restricted reserve and 87% of the solvency fund
requirement.

Additional work is needed to further stabilize the MCOs, particularly in the area of MCOs’
working capital. However, the metrics shown above compare favorably with December 2010,
demonstrating that the program has begun to stabilize after the initial and rapid expansion period
which caused widespread challenges. At that point in time in December 2010, the comparable
figures indicated that:
* Two of the nine organizations were in compliance with the working capital requirement.
* Five of the nine organizations were in compliance with the restricted reserve requirement.
» Three of the nine organizations were in compliance with the solvency fund requirement.

One important lesson that has emerged over the course of the past year is that experienced MCOs
tend to outperform those organizations that are new to the Family Care program. This learning
highlights the importance of sharing best practices across the state. The Department is now
working with MCOs in a number of targeted areas to facilitate that sharing, and this will
continue to be a program management tool that will be used to stabilize distressed MCOs.

Criteria for Insolvency

The program’s standard for insolvency is an organization’s inability to meet its day-to-day
financial obligations, when operating from a negative equity position and lacking a source of
new, additional capital.

Sanctions/Corrective Action Plans

The Department has worked closely with the Office of the Commissioner of Insurance (OCI) to
establish a more formal and transparent financial oversight trajectory for the Family Care MCOs.
This trajectory recognizes that financial distress does occur within a risk-based managed care
environment and that, ultimately, the State also bears responsibility in ensuring continuity and
access to quality care for enrollees with long-term care needs. A robust financial oversight
process, given this unique structure, must be able to detect that distress as early as possible and
promote rapid actions at the MCO level that will mitigate the risk(s). The State has an
increasingly important role in this trajectory, as the overall level of risk increases.

This joint state agency work has resulted in the creation of a procedure, detailed in Attachment

2: Family Care Financial Oversight and Sanctions Procedure, which describes how an MCO
may enter, and exit, various levels of Department-imposed sanctions. Attachment 3: Family
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Care Financial Monitoring and Corrective Action Tiers, shows the series of stages in which a
distressed MCO may be placed and a description of the specific sanctions. This structure, in
conjunction with other important programmatic changes, should lead to the long-run financial
viability of a well-run MCO.

Recommendation #5: Payment Processing and Program Integrity

The Department of Health Services should report to the Joint Legislative Audit Committee by
September 1, 2011, on potentially fraudulent payments identified by managed care organizations
in 2010.

The Department addresses any report of fraud or abuse within the Medicaid program in a serious
and prompt manner, regardless of the dollar amount that is involved. In general terms, this
function is delegated to MCOs, within the managed care environment. The Department,
however, maintains an important oversight role.

Historically, the activities in this area have included the following Department activities:

e Completing an annual review of the MCO’s Program Integrity Plan.

e Investigation and monitoring of potential fraud and abuse.

e Communication to, and from, the MCOs regarding reported provider fraud and abuse.
Review of MCO operational policies and procedures.

Attachment 4: Family Care Summary of Improper Payments in 2010, provides a summary of
improper payments under Family Care in 2010, including a detailed description of potentially
fraudulent payments in that year. In total, four reports of potentially fraudulent activities were
reported, two with full recoveries, one with a minor report (under $20.00), and one report where
the dollar amount could not be determined. Family care capitation payments in 2010 were
approximately $990 million.

The Division of Long Term Care is involving the MCOs in a wide-ranging program integrity
initiative as detailed in Attachment 5: Enhancement of MCO Program Integrity Plans. The
goals of the initiative are to improve awareness, ensure compliance with the provisions of the
Deficit Reduction Act, which originally implemented fraud and abuse protections, as well as the
Patient Protection and Affordable Care Act, which enacted additional requirements. Activities
are anticipated to include additional training and resources to MCOs, sharing of best practices
across MCOs, and potential language to strengthen the Department’s contract with MCOs.

Recommendation #6: Functional Screen Assessment Skills Testing
The Department of Health Services should develop policies to administer assessment skills tests
to all certified screeners at aging and disability resource centers and managed care

organizations on a regular basis and report to the Joint Legislative Audit Committee by
September 1, 2011, on these efforts.
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DHS policy is to conduct skills testing for all certified screeners every two years. The
Department had delayed, by six months, the testing during the timeframe evaluated by the LAB,
in order to create a more robust and valid Continuing Skills Testing process related to the Long
Term Care Functional Screen tool. The Department subsequently implemented Continuing
Skills Testing. All screeners with test results of less than 80% were required to complete an
individual Plan of Correction. This Plan of Correction needed to be successfully completed in
order to retain access to the Long Term Care Functional Screen (LTC FS) web-based application
and to continue as a certified screener. Agencies that have systemic issues related to quality are
required to complete an agency-level Plan of Correction in addition to the individual plans.

The description of the Continuing Skills Testing and Plan of Correction Policy and
accompanying procedure are included as Attachment 6: Continuing Skills Testing for
Functional Long Term Care Screeners and Attachment 7: Long Term Care Functional
Screener Plan of Correction. These are regularly reviewed and revised as necessary by the
Division’s LTC Functional Screen Governance Committee. The next skills testing will be
conducted during February 2012, and planning for this process is underway. DHS has recently
created a unit dedicated to oversight and management of the LTC Functional Screen to ensure
adequate staffing and oversight of this essential tool.

Recommendation #7: Appeals Process

The Department of Health Services should report to the Joint Legislative Audit Committee by
September 1, 2011, on options for streamlining the appeals process without adversely affecting
participants’ rights to a fair hearing.

The Department identified three streamlining alternatives within the constraints of the Federal
Social Security Act and implementing regulations. These options, as well as the current process,
are detailed in Attachment 8: Options for Streamlining Appeals in Managed Long-Term Care.

The Department asked the Member Rights Workgroup which consists of representatives from the
MCOs, the external quality review organization (EQRO) and the ombudsman programs to
consider the advantages and disadvantages to the alternatives. The Department also solicited
feedback from its Council on Long Term Care in July and issued a survey in August to gather
further input from various stakeholders. This includes soliciting feedback from the Aging and
Disability Resource Centers (ADRCs) and posting information on the web to seek public input
about the various options as well as the current appeal and grievance processes. The choices are
described as follows:

1. Continue to use the current system with no change.

2. Eliminate direct DHS review. The member may choose MCO appeal or fair hearing at
any time, including pursuing both processes at the same time.

3. Eliminate direct DHS review. The member may choose MCO appeal or fair hearing at
any time, but not at the same time.

4. Eliminate direct DHS review. The member must use the MCO appeal process before
accessing the fair hearing process.
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The Department will review the comments that are received through this process to determine if
the DHS review could be eliminated to create a more efficient appeal process, without
compromising member rights. The benefits, as well as potential issues with the MCO appeal and
fair hearing process, will also be analyzed.

Recommendation #8: Plans to Use Personal Outcome Data

The Department of Health Services should report to the Joint Legislative Audit Committee by
September 1, 2011, on its plans to use personal outcome data to help it identify ways to improve
the quality of services provided by managed care organizations.

The Personal Experience Outcomes Integrated Interview and Evaluation System (PEONIES) has
been validated, as noted in the LAB report. The Family Care/Partnership External Quality
Review Organization (MetaStar) conducted 25 interviews in each MCO service area during
2010-11. Interviews were conducted by trained and reliability-tested interviewers. The training
and reliability testing was conducted by the University of Wisconsin Center for Health Systems
Research and Analysis (CHSRA) which had developed the PEONIES tool and process.
Attachment 9: Personal Experience Outcomes for Long Term Care, provides more in-depth
information on personal experience outcomes.

DHS and MCO managers need reliable information about the achievement of member outcomes
to understand Family Care quality and to provide care managers with constructive feedback
about successful efforts to identify and support each member’s outcomes; and to plan and
coordinate cost-effective care. Services that do not support a member’s outcomes are wasteful
and ineffective. DHS considered how to implement the use of the PEONIES tool in Family Care.
Four options were identified, with variations on whether the EQRO or MCO staff would
administer the reliable interviews. After seeking input from external stakeholders and MCOs,
DHS determined that for 2011-12 DHS will contract with the EQRO to administer the
interviews. Non-MCO stakeholders were, in general, more confident in the results of interviews
administered by an agency external to the MCO and MCOs were concerned about investing the
staff and fiscal resources necessary to have reliable interviewers. The MCOs are most interested
in developing staff expertise related to using the PEO<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>