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EXECUTIVE  
SUMMARY 

Executive Summary 
Myers and Stauffer has been engaged by the Department for Aging and Disability Services 
(KDADS) to study the rates for services provided to individuals with intellectual and 
developmental disabilities and to make recommendations for potential changes to the rate 
methodology. 

KDADS intends that this study and analysis fulfill the requirements contained in the 
Developmental Disabilities (DD) Reform Act of 1995. These provisions contained in K.S.A. 39-
1801 through 39-1810 require an independent, professional review of the rate structures on a 
biennial basis, which results in recommendation to the legislature regarding proposed rate 
adjustments. 

Issues Concerning the Current Rate Structure  
 The current rate structure is a pricing system based on a 1991 study, which evaluated ten 

providers and 245 unduplicated consumers.  

 Prices (rates) were developed using a hypothetical model of assumed needs for each tier 
level. The main determinants of the input prices were the wage rates for a DD trainee 
with three years experience, the wage rate for a DD specialist and an estimate of the 
average hours of direct service per tier level. 

 The differential among the various tier levels has not been re-evaluated since the rate 
structure was originally put in place. 

The 2015 Rate Study  
This current rate study is intended to collect data that will be utilized to build rates that in some 
aspects will mimic the price based system from the 1991 study.  

Using basically the same data tool as used in the previous studies, Myers and Stauffer collected 
cost and unit information for residential, day services, financial management services, supportive 
home care, respite overnight, supported employment, sleep cycle support, specialized medical 
care (RN and LPN), medical alert rental, targeted case management and wellness monitoring. An 
allocation methodology was used to distribute and determine per diem costs, which were then 
used to evaluate cost coverage and assist in preparing our recommendations. 

There were 59 providers that met the criteria which would require completion of the data 
collection tool. In order for the rate study to yield the most complete and accurate information, 
Community Developmental Disabilities Organizations (CDDO) and Community Service Providers 
(CSP) completing the tool were encouraged to provide as much detailed information as possible.  

Areas of particular interest were the tier levels, hours, and salary information including benefits, 
wages and overtime. Direct costing methods were requested to be used to divide costs among 
service types or service settings whenever possible. 
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Recommendations 
The development of a new reimbursement methodology should be based on knowledge of the 
factors that affect reimbursement, a detailed analysis of current conditions, and a clear 
understanding of the state’s goals and objectives. The results of the current study suggest that 
the costs associated with day and residential services are no longer aligned with the ratios that 
have historically been used to differentiate the rates for these services. In fact it appears that the 
differences between those tiers has been reduced to a point such that the state might consider 
eliminating the tiers altogether. However, this observation is based on a very limited survey of 
provider staffing information.  

In order to fully evaluate the tiered reimbursement system additional staffing data should be 
gathered to ensure that the state has a strong knowledge of the factors and current conditions 
that would impact reimbursement. Further efforts should continue to be guided by the state’s 
policy goals and objectives. 

Concern over the diminished relationship between the costs associated with day and residential 
services and the tier rates is further exasperated for the super tier rates. For these high cost rates 
even less data was available to review the appropriateness of existing staffing ratios and using 
the current staffing ratios produced an inverse relationship between the tiers and the rates. Due 
to their high cost and concerns about staffing ratios we recommend that an audit to cost be 
performed on super tier payments. 
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INTRODUCTION 

Introduction  
Current Rate Study 
Myers and Stauffer was engaged by the Kansas Department on Aging and Disability Services 
(KDADS) to evaluate the rates for services provided to individuals with developmental disabilities 
and to make recommendations for potential changes to the rate methodology. Myers and 
Stauffer, a certified public accounting firm established in 1977, has provided cost report 
verification, rate setting and consulting services to state and federal agencies for over 35 years. 
Our staff have extensive knowledge and hands-on experience performing audits, desk reviews 
and a wide array of rate setting, data management, analyses and consulting services.  

This study and analysis fulfills the requirements contained in the Developmental Disabilities (DD) 
Reform Act of 1995. These provisions contained in K.S.A. 39-1801 through 39-1810 require an 
independent, professional review of the rate structures on a biennial basis, which results in 
recommendation to the legislature regarding proposed rate adjustments. Myers and Stauffer 
performed the last four rate study projects for KDADS. Using the insight gained from the prior 
rates studies and input from a provider committee, Myers and Stauffer developed a modified 
approach for the current rate study engagement. The current rate study used cost data collected 
from providers and market data along with other factors to build rates similar to the original 
Deloitte and Touche model.   

The current rate study used a hybrid approach that blended market data research for certain 
components of the rate and inflated cost data for other components of the rate structure. 

Prior Analyses and Findings  
Per-diem costs per tier level  
Our prior report used a quartile analysis of provider-specific covered costs and showed that 
providers with high concentrations of Tier 1 and Tier 2 clients had better rate to cost coverage 
than those with higher concentrations of individuals in Tiers 4 and 5.  

A potential shortcoming of the allocation method is that absent an acuity index (other than the 
hours in the rate formula) service setting costs must be allocated equally across any days at that 
setting. For settings that include individuals at multiple tier levels, evenly dividing the cost flattens 
the recognition of cost differences across tiers. The current rate study attempts to address this 
shortcoming. 

Another concern with this type of study is the burden to providers associated with the cost 
reporting process. Providers were expected to report costs by setting rather than in total. This 
presented enough challenges to many of the providers and some providers expressed the desire 
to not report costs in this manner for future studies. 
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Rate Study Methods  
Stakeholder Group 
In the preliminary stages of the rate study, a committee composed of six representatives from the 
provider community met with Myers and Stauffer and KDADS on multiple occasions. This 
committee provided insight and recommendations for the methods used to collect data and 
provided suggestions on how to structure this rate study. A listing of Stakeholder Group members 
is included in Appendix A. 

The following recommendations from the Stakeholder Group were incorporated into the current 
study. 

 The data period for the study should be each agencies’ fiscal year which ended in 2014. 
This approach meant that the study would utilize the most current data available. 

 The cost tool should include lines to capture data for the following areas: direct care staff 
salaries, benefits, leave time, training time, direct care staff supervision (including span of 
control), non-personnel program expenses, day service facility costs, other consumer 
related costs, residential room and board expenses, and non-allowable costs. Lines titled, 
“Other Costs” should also be included so that all provider expenses can be accounted 
for. 

 Remove unnecessary expense and revenue lines from the cost report for simplification. 

 Include two options for reporting staff turnover to allow providers to report their 
information in a way most convenient based on how information is tracked. 

 While the data gathered with the cost report tool will comprise part of the rate study, it 
should be paired with market research and analysis of other factors. 

 The rate study data should be used to build rates based on similar parameters as the 
1991 model. 

Data Collection Tool and Instructions 
Incorporating recommendations from the Stakeholder Group, Myers and Stauffer developed a 
financial, staffing and service delivery data collection instrument for Community Service Providers 
(CSP), Financial Management Service Providers and Targeted Case Management Providers. 
The tool collected information concerning the following: 

 The provider’s ownership structure, fiscal year cycle and demographic information. 

 Detail of expenses incurred during the fiscal year, separated into applicable cost 
categories. 

 Statistical information necessary to perform applicable cost allocations and other cost 
finding algorithms. 

 A declaration by the owner and/or preparer that all information reported is accurate and 
complete. 
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 Other information that may be relevant to develop rates based on the calculations of the 
cost of providing services. 

The cost reporting tool was developed as an EXCEL workbook with separate tabs or worksheets 
designed to collect general provider data, units of service, and revenues and expenses by service 
category. Formulas used to simplify the completion and cost allocation process were embedded 
in the EXCEL tool. Copies of the tool and instructions are included in Appendices B and C. 

The tool covered the twelve consecutive months of the provider’s fiscal year ending in 2014.  

On-line Training 
Training for this study was conducted using Webinar Live Meeting, which allows individuals to join 
a meeting on-line and see the computer of the meeting leader. This allowed for real time 
demonstration and review of the data collection tool and eliminated the need for providers to 
travel to obtain training. The Live Meeting was augmented with a telephone conference call. 
Sessions were held on three days during the month of June. The sessions were held at varying 
times of the day to make them accessible to more provider staff. 

Data Submission, Review and Inclusion in the Database for 
Analyses 
In order for the rate study to yield the most complete and accurate information, providers 
completing the tool were encouraged to submit as much detailed information as possible.  

Areas of particular interest were the units of service by tier level, hours, and salary information 
including benefits, wages and overtime. In dividing costs among service types, actual direct 
costing was requested whenever available. 

Completed forms were sent electronically to Myers and Stauffer. In an attempt to maintain the 
integrity of the rate study, the submitted forms were reviewed for internal consistency and 
comparability to supporting documentation, such as audited financial statements, working trial 
balances, or tax returns.  

After reviewing the surveys, 59 providers were determined to have useable data for the analyses. 
A provider’s data was excluded if it was either incomplete, or if our review indicated that the 
submitted data appeared unreasonable or incorrect. One example of inconsistent data would be 
reporting units of service but no corresponding cost for that service. 

Current Rate Formula 
In 1991 Deloitte & Touche performed a rate study that was used to develop the rate formula for 
residential and day services. This rate formula continues to be the basis for rates. Prior to the 
Deloitte & Touche study, waiver services were reimbursed with rates established based on 
estimated average costs of services.  

The Deloitte & Touche study sample included 245 unduplicated individuals which constituted 
approximately 50% of the 485 Home and Community Based Services (HCBS) waiver recipients 
at the time. The study evaluated the program costs at that time, staffing patterns, service delivery 
characteristics, state and federal licensing standards and other applicable data. The service 
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categories evaluated were Day Habilitation, Residential Habilitation, Supported Employment and 
Supported Family Living.  

The Deloitte & Touch study served as the basis for an acuity-adjusted, or case mix, rate structure. 
The main components needed to develop a case mix rate structure include a methodology to 
assess consumer needs, a system that groups consumers with similar resource needs, and a 
method to link reimbursement to the predicted resource usage. At the time of the study, the 
decision was made to use the Developmental Disabilities Profile (DDP)as a tier level grouping 
methodology and rate models developed through cost study. 

The DDP instrument yields a score in each of three indexes: adaptive functioning, maladaptive 
behavior and health needs. Because the indexes are not equivalent numerically (due to an 
unequal number of questions to determine each index) the index scores are converted. The 
maximum possible converted score is 300. The higher the score, the greater (more severe) is the 
disability of the individual.  

In the Deloitte & Touche study, individual scores were converted to percentiles and ranked 
against the identified population set. These percentiles were divided into levels, which 
corresponded to consumers’ service level needs. The highest percentile ranking corresponded to 
the highest level of need. 

The rate system resulting from the Deloitte & Touche study was a provider independent, 
prospective pricing model. Prices were established through the creation of a rate model which 
represented a hypothetical provider and the determination of anticipated inputs and market 
prices.  

All settings of Day Habilitation were treated as one service and all settings of Residential 
Habilitation were treated as one setting. Rate models were then developed for each service 
category. The models assumed inputs for direct personnel costs, direct administration costs, non-
personnel operating costs, transportation costs, facility related costs and indirect administration 
costs based on data and observations from ten providers. The models included staffing ratios and 
hours of direct service delivered per day per consumer in the various service programs. 

The models used wage rates for a DD trainee with three years experience for direct service staff 
with a benefits estimate of 20% of gross wages; a 15% relief factor to account for vacation, sick 
leave, holidays, training and meetings; a holiday coverage or client sick/snow day coverage 
factor; the wage rate for a DD specialist for the direct personnel supervision with a benefits 
estimate of of 20% of gross wages; non-personnel operating, transportation and indirect 
administration based on a percentage of total unit cost; a vacancy factor; and an amount for 
overnight awake staff. 

The day service rates did not include the holiday coverage factor or the overnight awake staff 
amounts. The rates did include a facilities related cost, based on a fixed dollar amount per 
consumer per year.  
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The basic rate structure has changed little since the original recommendation from Deloitte & 
Touche, although a few changes have been made. When transportation was removed from the 
rate structure, the costs were left in and renamed “other reimbursement.” Costs were added for 
staff training and medical and therapeutic consultation. The benefit factor was increased to 25% 
of gross wages. Wage rates and hours per tier level have also been increased and the vacancy 
factor has been reduced.   

Residential Rates 
Residential services are provided in the residence of persons who are not living in the family 
home and are designed to assist individuals to live successfully in a community setting they have 
chosen and can afford. They help with daily living needs, which vary depending on the individual 
receiving services.  

Table 1: Current Residential Rates 

Current Residential Rates 

 Regular Super Tier 

Tier 1 160.21 192.05 

Tier 2 131.22 171.36 

Tier 3 94.86 152.56 

Tier 4 61.26 133.74 

Tier 5 44.27 114.55 
 

Day Service Rate Calculation Methodology 
Day services are provided away from the person’s home, typically during working hours to 
increase the person’s independence, integration, inclusion and personal accomplishment. These 
day time services are structured activities, which may include workplace training, socialization, 
recreation and community inclusion.  

Table 2: Current Day Service Rates 

Current Day Rates 

 Regular Super Tier 

Tier 1 4.98 6.04 

Tier 2 3.69 5.56 

Tier 3 2.96 5.12 

Tier 4 2.18 4.67 

Tier 5 1.87 4.27 
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Analysis and Findings 
As noted above, the current rate study was set up to mimic certain aspects of the original Deloitte 
& Touche model. Myers and Stauffer collected cost and data regarding units of service provided. 
Other staffing factors were also collected on the survey to acquire the information necessary to 
build rates for both Residential and Day services. Additionally, we gathered market data 
information to use for the salary and benefits portion of the rates. All cost data was inflated from 
the midpoint of the provider’s fiscal year ending in 2014 to the midpoint of the rate study year, 
July 1, 2015.  

Unlike wage rates, there was not a good proxy for many of the costs that should be included in 
the reimbursement rates. Therefore, Myers and Stauffer relied on reported costs for these rate 
components. Cost based components of the rate include direct administration costs, non-
personnel operating costs, indirect administration cost and other consumer related costs. Each of 
these component costs were grouped together for all providers and divided by total units to 
determine an inflated cost per unit. The cost per unit is included in the rate structure. 

In addition, Myers and Stauffer collected information that would allow us to include “other” factors 
in the rate such as turnover, training and client absent days.   

Costs for other DD services were built using the base salary assumptions from the Residential 
and Day services and other factors were included as applicable. It should be noted that some of 
the DD services did not have a sufficient number of providers reporting on the cost and therefore 
a rate analysis could not be developed from the current study. Services for which rates were not 
analyzed include Supported Employment, Specialized Medical Care (RN and LPN), and Medical 
Alert Rental. For each of these services, there were less than four providers that reported cost 
and charges. 
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Building the Rates 
This study includes analysis of rates for all DD waiver services for which we received sufficient 
cost data. However, since day and residential services are the services which predominantly 
drive the cost of the waiver program, the report focuses heavily on these two areas. There are 
also many similarities between the methodology of calculating rates for these services. For the 
sake of brevity, we have avoided repeating some descriptions of common components of the 
methodology. 

General Description of Day and Residential Service Rate 
Calculations 
Several components were included in the calculations of both the day and residential service 
rates. These included wages, benefits, other coverage costs, direct administration, turnover 
costs, non-personnel operating costs, indirect administration costs, other consumer related staff 
costs, training costs, and day services facility costs. Market data and provider cost data were 
analyzed to develop amounts for each of these components.  

There are some variations between the calculations for day and residential services due to the 
differences in the unit of service associated with the services (per quarter hour for day services 
vs. per day for residential services) and the “span of care” between tiers. “Span of care” is a term 
we will use to account for the number of clients a direct care staff person can work with during a 
given time period. For day services, the span of care is applied as a ratio and divides the direct 
care staff costs out between the typical number of individuals the direct staff work with each hour. 
For residential services, the span of control is applied using the average number of hours of care 
each resident requires. 

Day Services Rate Calculations 
In this report, we have presented the calculation of the day services rate first. It includes details 
about how each rate component is calculated. Since many of these components were calculated 
in the same way for the residential services rate we have omitted some of the details in that rate 
calculation and referred back to the day services rate calculations. 

Direct Staff Wage and Benefits 
To begin building rates, Myers and Stauffer started with the direct staff hourly pay rate. It was 
considered important for the study to address concerns from the provider community that using 
cost based information for salaries only proves the providers are good at spending within the rate 
budget. Providers had expressed concerns that this approach doesn’t reflect wages that should 
be paid to remain competitive with the labor market. To determine a competitive wage we 
referenced Personal Care Aides estimates (occupation 39-9021) from the U.S. Bureau of Labor 
Statistics (BLS).  

This occupation appears to be the best fit from BLS data for the direct service employees 
providing HCBS waiver services. The description of the occupation is “Assist the elderly, 
convalescents, or persons with disabilities with daily living activities at the person’s home or in a 
care facility. Duties performed at a place of residence may include keeping house (making beds, 
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laundry, washing dishes) and preparing meals. May provide assistance at non-residential care 
facilities. May advise families, the elderly, convalescents and person with disabilities regarding 
such things as nutrition, cleanliness and household activities.” 

The percentile wage estimates for this occupation are a median (50th percentile) of $9.83, 75th 
percentile of $11.27 and the 90th percentile of $13.42. The 75th percentile wage was selected for 
the rate construction since by definition this would represent that wage that 75% of the 
employees in this occupation would be expected to earn. For the benefits component we also 
obtained data from the BLS for private industry workers indicating a benefits ratio of 30.50%. The 
following table shows the resultant direct wage and benefits portion of the rate model. 

Table 3: Wage and Benefits 

Hourly Pay Rate $11.27 

Benefits 30.50% 

Wage and Benefits $14.71 
 

Other Coverage Factors 
The rate includes a factor that takes into consideration the times when a client is absent but 
service costs are still incurred such as holiday coverage and snow days. The original Deloitte & 
Touche model only applied the other coverage factor to the residential services, however we 
have applied the factor to both residential and day services because we believe there are 
circumstances when a client might not be present for a day service. Even when a client is not 
present, the fixed cost of providing that service would still apply. 

The other coverage factor was determined by taking the average days reported for Holiday, sick 
and snow days reported by providers on the survey and dividing by 365 days per year.  The 
percentages were aggregated for all providers. The coverage factor was calculated as the 
average percentage times the base wage and benefit amount. This calculation was added to the 
base direct care per unit amount. 

Table 4: Other Coverage Factor Calculation 

 Days   

Holiday 7.13 365 0.0195 

Sick/Snow 15.41 365 0.0422 

Total 22.54 365 0.0618 

Direct Care Wage and Benefits   $14.71 

Other Coverage Add-On   $0.91 

Base Plus Other Coverage   $15.62 
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Direct Administration  
Direct administration is the time and cost involved with supervising the direct care staff. Myers 
and Stauffer collected data on the span of control and wages for direct care supervisors. This was 
used to develop an estimate of the cost of direct administration. The average span of control 
based on reporting providers was a ratio of one supervisor to every 9.66 direct care staff. To 
determine a wage estimate for direct supervisors, Myers and Stauffer considered the State of 
Kansas Civil Service Wage and Salary Schedule for a DD specialist. The market wage from that 
table was $12.98 per hour. Since this rate was below the direct staff rate already being used for 
the rate construction, we considered other sources. A close fit was identified from BLS data for 
Social and Human Services Assistants (occupation 21-1093). The BLS reports a median hourly 
wage of $14.32 and we used this amount to estimate reasonable wages for a direct supervisor. A 
benefits factor of 30.50% was applied which yielded $18.69 for wages and benefits. 

Myers and Stauffer applied the wage and benefits amount for a direct supervisor to the span of 
control ratio to derive an estimate of direct supervision cost per hour of direct staff care. This was 
converted into a percentage of the direct staff cost by comparing it to the direct staff wage and 
benefits hourly cost, $14.71, as described above. The percentage was then applied to the total 
direct staff cost per unit (Base Plus Other Coverage) to calculate direct administration costs.   

Table 5: Direct Administration Allowance Calculation 

Direct Supervisor Wages $14.32 

Benefits Percent 30.50% 

Benefits Add-On $4.37 

Wage Plus Benefits $18.69 

Span of Control Ratio (1:9.66) 0.10352 

Span of Control Wage (Direct Supervisor Wage x Span 
of Control Ratio) 

$1.93 

Direct Staff Wage and Benefits (hourly cost) $14.71 

Span of Control Factor (span of control wage as a 
percent of direct staff wage plus benefits) 

13% 

Base Plus Other Coverage $15.62 

Direct Administration Cost $2.05 
 

Turnover Cost Factor 
Staff turnover increases costs for organizations. Additional costs can be incurred in the form of 
overtime paid to other staff to cover for lost employees. It can be incurred in training costs for new 
staff. Additional costs may also result from errors made by less experienced staff. Calculating the 
cost of staff turnover can be challenging. However, there are established methods using formulas 
that can be used to estimate the cost of staff turnover. 

One such formula, published by the American Society of Employers (ASE), starts with the annual 
salary for the positions experiencing turnover and incorporates adjustments for lost productivity. 



 
Rate Structure Review 

  April 22, 2016 

www.mslc.com     page 13  

BUILDING THE 
RATES 

For this study Myers and Stauffer used the 75th percentile wage estimate, $11.27, for personal 
care aides reported by the U.S. Bureau of Labor Statistics. The hourly wage was multiplied by 
2,080 hours to convert it to an annual salary of $23,442. To account for the additional costs of 
vacant positions, training time, errors, etc. we increased the annual labor cost by a productivity 
multiplier of two (2.0) to derive a total annual vacancy salary of $46,884. 

Because this study is concerned with estimating service rates that are determined by hours of 
staff time we made further adjustments to calculate an hourly rate using the ASC methodology. 
First we divided the annual vacancy salary by the total working days, 232, in a year to get a daily 
rate of $203.84.This was multiplied by 52, an estimate of the average number of days it would 
take to fill a position. This resulted in a cost of vacancy of $10,600. To reflect the turnover rate the 
cost of vacancy was multiplied by the average turnover percentage of 49.97%, which was 
calculated from the cost survey data. This produced an average vacancy cost of $5,297. This 
amount was divided by 2,080 hours to distribute the cost across each hour of staff time for the 
year. This resulted in a per hour turnover cost of $2.55. The turnover cost was then combined 
with the direct administration costs and the Base Plus Other Coverage total to derive the Total 
Direct Staff Cost Per Hour. 

Table 6: Day Services Total Direct Staff Cost Per Hour 

Base Plus Other Coverage $15.62 

Direct Administration Cost $2.05 

Turnover Cost $2.55 

Total Direct Staff Cost Per Hour $20.22 
 

Span of Care Adjustments 
Up to this point all the calculations to produce a rate for day services were applicable to all tier 
levels. However, since the tier levels are designed to reflect the varying needs of the DD waiver 
participants, a span of care adjustment was necessary to calculate rates for each tier. This 
adjustment was applied to the Total Direct Staff Cost Per Hour. 

The span of care adjustment has historically been based on the ratio of staff to residents 
determined to be appropriate for each tier. These ratios were used to determine the amount of 
time a staff person would be anticipated to spend with a resident at each tier level. Multiplying this 
amount of time by the Total Direct Staff Cost Per Hour determines the hourly cost of providing 
direct services to a waiver participant at each tier level. Since a unit of service for day services is 
based on 15 minute units, the hourly cost must be divided by four to convert it to a cost per unit of 
service. The table below presents the calculations to determine the direct staff care rate per unit. 
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Table 7: Day Services Per Unit Direct Staff Rate Calculation – Historical Ratios 

Tier 1 2 3 4 5 

Direct Service Staffing Ratio 1:2.5 1:3.5 1:4.5 1:6.5 1:8.0 

Direct Service Hours Per Participant 0.40 0.29 0.22 0.15 0.13 

Total Direct Staff Cost Per Hour $20.22 $20.22 $20.22 $20.22 $20.22 

Span of Care Adjusted Cost Per Hour $8.09 $5.79 $4.50 $3.11 $2.53 

Service Units Per Hour 4 4 4 4 4 

Per Unit Direct Staff Rate $2.02 $1.45 $1.13 $0.78 $0.63 
 

Reviewing the above table, one can easily see that the staffing ratios play a critical role in 
determining the rates for each tier. The greater that ratio, the less direct staff time that is allocated 
for each resident per hour. Thus, a greater ratio results in a lower unit rate. The per unit rate for 
direct care staffing for Tier 1 is more than three times the rate for Tier 5. This difference results 
since one staff person is anticipated to work with 2.5 Tier 1 participants per hour. In contrast, the 
same staff person would be expected to work with 8.0 Tier 5 participants.  

Because of the critical nature of the staffing ratios, this study included an effort to update the data 
upon which these ratios are based. All providers that completed a cost survey for this study were 
also asked to complete a staffing survey. Staffing surveys were collected for 31 different day 
services settings. This provided staffing information on 512 waiver participants. A detailed 
explanation of the staffing survey process is included as Appendix D. Based on this data, Myers 
and Stauffer calculated staffing ratios and repeated the same steps that were previously applied 
using the historical ratios to calculate Per Unit Direct Staff Rates for each tier. The table below 
presents the Per Unit Direct Staff Rate calculations for each tier using the updated staffing ratios. 

Table 8: Day Services Per Unit Direct Staff Rate Calculation – Revised Ratios 

Tier 1 2 3 4 5 

Direct Service Staffing Ratio 1:3.4 1:4.0 1:4.5 1:5.0 1:4.6 

Direct Service Hours Per Participant 0.29 0.25 0.22 0.20 0.22 

Total Direct Staff Cost Per Hour $20.22 $20.22 $20.22 $20.22 $20.22 

Span of Care Adjusted Cost Per Hour $5.95 $5.05 $4.49 $4.04 $4.40 

Service Units Per Hour 4 4 4 4 4 

Per Unit Direct Staff Rate $1.49 $1.26 $1.12 $1.01 $1.10 
 

The updated staffing data produced ratios that were very different than the historical ratios. The 
resulting rates were also very different. The updated ratios still showed a correlation to the tier 
levels but that relationship was much flatter than for the historical ratios. The same was true for 
the rates produced using the updated ratios. The highest rates were still associated with Tier 1 
and Tier 2 but they were much less than the Tier 1 and Tier 2 rates produced using the historical 
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ratios. The lowest rates were calculated for Tier 4 and Tier 5 but those rates were higher than the 
ones calculated using the historical ratios.  

The conclusion could be drawn that the updated staffing data indicates there is less difference in 
staffing costs between a Tier 1 participant and a Tier 5 participant now than there was when the 
historical ratios were determined. However, it must be noted that the sample size for the staffing 
survey was not large enough to be statistically significant so any conclusions inferred from this 
analysis must be taken with that caveat. This updated data does show that there appears to be 
good cause to consider reviewing the current tiered rate structure and that some collapsing of 
tiers or even the elimination of tiers might be appropriate. Before such action is taken, additional 
in-depth study of the staffing for each tier level should be conducted.  

For the remainder of the rate calculations presented in this report, Myers and Stauffer has used 
both the historical and the updated staffing ratios. However, the caveat remains that the updated 
staffing ratios are not statistically significant. Therefore, observations and conclusions drawn from 
this data should be taken with caution. 

Other Overhead Costs Included in the Rate Calculation 
There are a number of other costs that were included in the day services rate calculation that 
could generally be classified as overhead expenses. These included non-personnel operating 
costs, indirect administration costs, other consumer related staff costs, facility costs, and staff 
training costs. Myers and Stauffer relied on reported costs to estimate rate components for each 
of these amounts. In most cases this involved dividing the reported cost by the units of service 
provided to calculate a cost per unit. We also applied inflation to these costs to adjust them from 
the midpoint of the cost survey period to the midpoint of the rate study period.  

Staff Training Factor 
Overhead cost associated with staff training was treated differently. Since staff training involves 
direct care staff time, the cost can be estimated using the direct care staffing cost per hour. Below 
is a detailed explanation of how we estimated a rate component for staff training. 

Staff training is an important part of providing quality services to the clients.  In order to include a 
training component in the evaluation of rates, Myers and Stauffer collected total hours for each of 
the consumer-related personnel and the hours they spent in training.  For all providers that 
reported both total hours and staff training hours, we divided the training hours by total hours to 
determine the staff training percentage.  We then calculated the average of all of the providers’ 
staff training percentages.  The average percentage was multiplied by the Direct Wage & Benefits 
amount and divided by four to determine the training cost per unit of service.  The average of the 
staff training percentages was 3% and when this was multiplied by the Direct Wage & Benefits 
estimate of $14.71, the result was a per hour cost of $0.46. Dividing this by four produced a per 
unit rate component for training of $0.11. 

The table below summarizes the rate components included for other overhead costs. 
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Table 9: Other Overhead Costs Rate Components (per unit) 

Non-Personnel Operating Cost $0.48 

Indirect Administration Costs $0.59 

Other Consumer Related Staff Costs $0.18 

Training Time Costs $0.11 

Facility Costs $0.35 

Total Other Overhead Costs $1.71 
 

Total Calculated Regular Tier Rates 
To determine the total rates for each tier, the Per Unit Direct Staff Rate and the Total Other 
Overhead Costs were combined. This was done using both the Per Unit Direct Staff Rate 
calculated with historical staffing ratios and the amount calculated with updated ratios. 
Regardless of which set of ratios were used the calculated rates produced lower rates for Tier 1 
and Tier 2 compared to the current rates, and higher rates for Tier 4 and Tier 5 compared to the 
current rates. The calculated rates for Tier 3 are close to the current rate for that tier. The tables 
below show the total calculated rates using both sets of ratios and compares the calculated rates 
to the current rates. 

Table 10: Total Calculated Regular Tier Rates – Day Services (Historical Staffing Ratios) 

Tier 1 2 3 4 5 

Per Unit Direct Staff Rate $2.02 $1.45 $1.13 $0.78 $0.63 

Total Other Overhead Costs $1.71 $1.71 $1.71 $1.71 $1.71 

Total Calculated Regular Tier Rate  $3.73 $3.16 $2.84 $2.49 $2.34 

Current Rates Effective 1/1/14 $4.98 $3.68 $2.96 $2.18 $1.87 

Difference (Calculated-Current) -$1.25 -$0.52 -$0.12 $0.31 $0.47 

Percentage Difference -25% -14% -4% 14% 25% 
 

Table 11: Total Calculated Regular Tier Rates – Day Services (Updated Staffing Ratios) 

Tier 1 2 3 4 5 

Per Unit Direct Staff Rate $1.49 $1.26 $1.12 $1.01 $1.10 

Total Other Overhead Costs $1.71 $1.71 $1.71 $1.71 $1.71 

Total Calculated Regular Tier Rate  $3.20 $2.97 $2.83 $2.72 $2.81 

Current Rates Effective 1/1/14 $4.98 $3.68 $2.96 $2.18 $1.87 

Difference (Calculated-Current) -$1.78 -$0.71 -$0.13 $0.54 $0.94 

Percentage Difference -36% -19% -4% 25% 50% 
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The calculated rates based on the current study suggests justification for the rates of Tier 1 and 
Tier 2 to be reduced. Furthermore, the data suggests that the rates for Tier 4 and Tier 5 rates 
could be increased. The calculated rates for Tier 3 was very close to the current rate but also 
suggest the possibility for a slight adjustment downwards. This holds true whether the current 
staffing ratios are used or if updated ratios were used in the calculations. However, the rates 
calculated using the updated staffing ratios widen the disparity between the current rates for the 
Tier 1, Tier 2, Tier 4 and Tier 5 . 

Clearly, implementing the changes to rates suggested by the current study would have a 
significant impact on each of the individual tier rates except for Tier 3. Measuring the overall 
impact of these changes is complex. Although, it appears that the decreases to Tier 1 and Tier 2 
would nearly offset the changes to Tier 4 and Tier 5, a more precise estimate of the fiscal impact 
would need to incorporate the number of waiver participants in each Tier. The majority of the 
waiver participants fall into Tiers 1, 2 and 3. To gain a better understanding of the overall impact 
of the calculated rates Myers and Stauffer calculated weighted average rates for each scenario. 
We based the weighted averages on the distribution of beneficiaries across the tiers using the 
data we collected through our staffing survey. The tables below present that distribution and show 
the weighted average rate calculations using both sets of staffing ratio data (historical and 
survey). The weighted average calculated rates were then compared to the weighted average of 
the current rates. 

Table 12: Participant Distribution between Day Services Tiers 

Tier Participants % 

1 103 20.8% 

2 134 27.0% 

3 141 28.4% 

4 73 14.7% 

5 45 9.1% 
 

Table 13: Weighted Average Rate Comparison (Historical Staffing Ratios) 

Weighted Average of Calculated Rates $3.01 

Weighted Average of Current Rates Effective 1/1/14 $3.36 

Difference (Calculated-Current) -$0.35 

Percentage Difference -10.3% 
 

Table 14: Weighted Average Rate Comparison (Updated Staffing Ratios) 
Weighted Average of Calculated Rates $2.93 

Weighted Average of Current Rates Effective 1/1/14 $3.36 

Difference (Calculated-Current) -$0.43 

Percentage Difference -12.9% 
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The weighted average comparison indicates that the calculated rates would result in an overall 
rate decrease compared to the current rates. The decrease was more significant for the 
calculated rates based on updated ratios than it was for the calculated rates based on the 
historical staffing ratios. The decrease using the historical ratios was 10.3% and with the updated 
ratios the decrease was 12.9%. Based on this analysis, it appears that the decreases to Tier 1 
and Tier 2 rates would more than offset the increases to Tier 4 and Tier 5 rates regardless of 
which staffing ratio data is used.  

Super Tier Rate Calculations 
Over time the state recognized a need to allow for exceptions to the regular day services tier 
rates for cases where these reimbursement rates appear to be inadequate to meet the needs of a 
specific waiver participant. To address this issue the state created super tier rates for each tier 
that allow for higher reimbursement for individuals approved on a case by case basis. This study 
also reviewed day services super tier rates. However, the staffing survey only collected data on 
12 day services participants that were reported at super tier rates. This did not provide enough 
information to calculate rates based on the reported staffing ratios for this group. In fact, no data 
was received for super tier rates for Tier 5 and data was only received for one person at the super 
tier level for Tier 3. Therefore, to determine super tier rates, Myers and Stauffer relied on the 
historical relationship between the regular tier rates and the super tier rates. We calculated this 
relationship as a percentage by dividing the current super tier rates by the current regular tier 
rates. We applied this percentage to the calculated regular tier rates.  

The tables below present the calculated super tier rates based on the historical relationship 
explained above. Table 15 includes rates based on the historical staffing ratios. Table 16 includes 
rates based on the updated ratios. We have also included a comparison of the calculated rates to 
the current rates. However, since we are basing the calculated super tier rates on the calculated 
regular tier rates and the current relationship between the two sets of rates, the percentage rate 
differentials are the same as those found for the regular tier rates.  

Table 15: Total Calculated Super Tier Rates – Day Services (Historical Staffing Ratios) 

Tier 1 2 3 4 5 

Super Tier % of Regular Rates 121% 151% 173% 214% 228% 

Calculated Regular Tier Rates $3.73 $3.16 $2.84 $2.49 $2.34 

Calculated Super Tier Rates $4.52 $4.77 $4.91 $5.33 $5.34 

Current Rates Effective 1/1/14 $6.04 $5.56 $5.12 $4.67 $4.27 

Difference (Calculated-Current) -$1.52 -$0.79 -$0.21 $0.66 $1.07 

Percentage Difference -25% -14% -4% 14% 25% 
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Table 16: Total Calculated Super Tier Rates – Day Services (Updated Staffing Ratios) 
Tier 1 2 3 4 5 

Super Tier % of Regular Rates 121% 151% 173% 214% 228% 

Calculated Regular Tier Rates $3.73 $3.16 $2.84 $2.49 $2.34 

Calculated Super Tier Rates $3.88 $4.49 $4.90 $5.83 $6.41 

Current Rates Effective 1/1/14 $6.04 $5.56 $5.12 $4.67 $4.27 

Difference (Calculated-Current) -$2.16 -$1.07 -$0.22 $1.16 $2.14 

Percentage Difference -36% -19% -4% 25% 50% 
 

Under this methodology the super tier rate calculations produce an inverted relationship to the tier 
levels. In other words, the calculated Tier 5 rate is higher than the calculated Tier 1 rate. This 
holds true regardless of whether the historical or updated staffing ratios are used. This is due to 
the fact that the regular tier rate calculations indicated a flattened relationship between the Tier 1 
and Tier 5 regular rates. This change in the relationship between the tier rates distorts the 
relationship between the regular tier rates and super tier rates. To compensate for this change we 
performed an alternative calculation which applied the average relationship between regular tier 
rates and super tier rates. Tables 17 and 18 show these adjusted super tier rates. 

Table 17: Total Calculated Super Tier Rates – Day Services (Historical Staffing Ratios) 

Tier 1 2 3 4 5 

Super Tier % of Regular Rates 178% 178% 178% 178% 178% 

Calculated Regular Tier Rates $3.73 $3.16 $2.84 $2.49 $2.34 

Calculated Super Tier Rates $6.62 $5.61 $5.04 $4.42 $4.16 

Current Rates Effective 1/1/14 $6.04 $5.56 $5.12 $4.67 $4.27 

Difference (Calculated-Current) $0.58 $0.05 -$0.08 -$0.25 -$0.11 

Percentage Difference 10% 1% -1% -5% -3% 
 

Table 18: Total Calculated Super Tier Rates – Day Services (Updated Staffing Ratios) 

Tier 1 2 3 4 5 

Super Tier % of Regular Rates 178% 178% 178% 178% 178% 

Calculated Regular Tier Rates $3.73 $3.16 $2.84 $2.49 $2.34 

Calculated Regular Rates $5.68 $5.28 $5.03 $4.83 $4.99 

Current Rates Effective 1/1/14 $6.04 $5.56 $5.12 $4.67 $4.27 

Difference (Calculated-Current) -$0.32 -$0.28 -$0.09 $0.16 $0.72 

Percentage Difference -6% -5% -2% 3% 17% 
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Using the average relationship between the regular and super tier rates creates a more logical 
relationship between the rates and the tier levels. This methodology also has a less drastic 
impact on the change in rates compared to the current rates. Without this approach the weighted 
average rate would decrease by at least 14%. Using this methodology would still produce a 
decrease in the weighted average rate but the change would be under 4%.  

Residential Rate Calculations 
Rates for residential services were calculated using the same components as the rates for day 
services. However, the tier level adjustments were different because of the difference between 
the lengths of time each unit of service covers. While day services units cover a 15 minute period, 
residential service units cover an entire day.  

Because rate calculations for residential and day service both rely on a calculated hourly cost for 
direct care staffing, the same calculations could be utilized for both sets of rates. These 
calculations of the Total Direct Staff Cost per Hour were previously illustrated in Tables 3, 4, 5 
and 6. These same calculations were used as the basis for residential rate calculations.  

Using the Total Direct Staff Cost per Hour, the Total Direct Staff Cost per Unit could be calculated 
for each tier for the residential services rates. This was done by multiplying the Total Direct Staff 
Cost per Hour by the average Direct Staff Hours for each tier. This calculation was made using 
both historical staffing data and updated staffing data acquired through the staffing survey 
completed with this study. The tables below illustrate the tier level specific calculations of the 
Total Direct Staff Cost per Unit for each tier using both historical and updated staffing data. 

Table 19: Residential Services Per Unit Direct Staff Rate Calculation – Historical Ratios 

Tier 1 2 3 4 5 

Direct Service Hours Per Participant 5.14 4.11 2.94 1.87 1.29 

Total Direct Staff Cost Per Hour $20.22 $20.22 $20.22 $20.22 $20.22 

Total Direct Staff Cost Per Unit $103.94 $83.11 $59.45 $37.81 $26.09 
 

Table 20: Residential Services Per Unit Direct Staff Rate Calculation – Updated Ratios 

Tier 1 2 3 4 5 

Direct Service Hours Per Participant 6.32 4.73 3.83 3.54 2.83 

Total Direct Staff Cost Per Hour $20.22 $20.22 $20.22 $20.22 $20.22 

Total Direct Staff Cost Per Unit $127.80 $95.65 $77.45 $71.58 $57.23 
 

Other Overhead Costs Included in the Rate Calculation 
As with day services, there are a number of other costs that were included in the residential 
services rate calculation that could generally be classified as overhead expenses. These included 
non-personnel operating costs, indirect administration costs, other consumer related staff costs, 
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and staff training costs. Unlike day services, facility costs were excluded from the residential rate 
calculations since those costs are non-reimbursable for residential services.  

We relied on reported costs to estimate rate components for each of these overhead 
components. In most cases this involved dividing the reported cost by the units of service 
provided to calculate a cost per unit. We also applied inflation to these costs to adjust them from 
the midpoint of the cost survey period to the midpoint of the rate study period.  

Staff Training Factor 
Overhead costs associated with staff training were treated differently. Since staff training involves 
direct care staff time, the cost can be estimated using the direct care staffing cost per hour. Below 
is a detailed explanation of how we estimated a rate component for staff training. 

Staff training is an important part of providing quality services to the clients. In order to include a 
training component in the evaluation of rates, Myers and Stauffer collected total hours for each of 
the consumer related personnel and the hours they spent in training. For all provider’s that 
reported both total hours and staff training hours, we divided the training hours by total hours to 
determine the staff training percentage. We then calculated the average of all of the provider’s 
staff training percentages. The average percentage was then multiplied by the Direct Wage & 
Benefits amount to get the training cost per hour. The training cost per hour was then multiplied 
by the Direct Staff Hours for each residential tier to calculate a per unit Training Time Factor for 
each tier. The average of the staff training percentages was 3% and when this was multiplied by 
the Direct Wage & Benefits estimate of $14.71, the result was a per hour cost of $0.46. 
Multiplying this by the Direct Staff Hours for each tier produces a per unit rate component for 
training.  

The table below lists the rate components included for other overhead cost and gives the total of 
those costs for each tier. 

Table 21: Other Overhead Costs Rate Components (per unit) 

Tier 1 2 3 4 5 

Non-Personnel Operating Costs $7.90 $7.90 $7.90 $7.90 $7.90 

Indirect Administration Costs $20.01 $20.01 $20.01 $20.01 $20.01 

Other Consumer Related Staff Costs $5.11 $5.11 $5.11 $5.11 $5.11 

Training Time Costs $2.36 $1.89 $1.35 $0.86 $0.59 

Total Other Overhead Costs $35.93 $35.20 $34.78 $34.65 $34.32 
 

Total Calculated Residential Service Rates 
To obtain total calculated rates for residential services Myers and Stauffer combined the Total 
Direct Staff Cost per Unit with the Total Other Overhead Costs for each tier. This was done using 
both sets of staffing ratios. The tables below present the Total Calculated Residential Service 
Rates for each set of staffing data. The tables also compare the current residential services rates 
with the calculated rates. 
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Table 22: Residential Services Per Unit Direct Staff Rate Calculation – Historical Ratios 

Tier 1 2 3 4 5 

Total Direct Staff Cost Per Unit $103.94 $83.11 $59.45 $37.81 $26.09 

Total Other Overhead Costs $35.93 $35.20 $34.78 $34.65 $34.32 

Total Residential Services Rates $139.32 $118.02 $93.82 $71.69 $59.70 

Current Rates Effective 1/1/14 $160.21 $131.22 $94.86 $61.26 $44.27 

Difference (Calculated-Current) -$20.89 -$13.20 -$1.04 $10.43 $15.43 

Percentage Difference -13% -10% -1% 17% 35% 
 

Table 23: Residential Services Per Unit Direct Staff Rate Calculation – Updated Ratios 
Tier 1 2 3 4 5 

Total Direct Staff Cost Per Unit $127.80 $95.65 $77.45 $71.58 $57.23 

Total Other Overhead Costs $35.93 $35.20 $34.78 $34.65 $34.32 

Total Residential Services Rates $163.73 $130.85 $112.23 $106.23 $91.55 

Current Rates Effective 1/1/14 $160.21 $131.22 $94.86 $61.26 $44.27 

Difference (Calculated-Current) $3.52 -$0.37 $17.37 $44.97 $47.28 

Percentage Difference 2% 0% 18% 73% 107% 
 

The calculated residential service rates produce results that are similar to those that were 
observed for day services. Regardless of whether historical or updated staffing data is used, the 
calculated rates for Tier 4 and Tier 5 were higher than the current rates. However, that increase is 
greater using the updated staffing data. The updated staffing data also produces higher rates for 
Tiers 1, 2 and 3. However, compared to the current rates, the calculated rates result in only a 
small increase for Tier 1, virtually no change for Tier 2, and an 18% increase for Tier 3. Using 
historical staffing data the calculated rates for Tier 1, 2, and 3 were lower than the existing rates. 
Accordingly, calculated rates suggest a flattening of the range between Tier 1 rates and Tier 5 
rates with varying levels of change among the respective tiers. Again this is similar to the results 
for day services rates. 

To better evaluate the impact of the calculated rates under each scenario, Myers and Stauffer 
determined weighted average rates for both the current rates and calculated rates. This allowed 
for a measurement in the aggregate change in the rates. The distribution used to determine the 
weighting was based on the data collected from the staffing survey conducted for this study. The 
tables below present this distribution and show the weighted average rate calculations for both 
the rates produced by historical staffing data and updated staffing data. 
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Table 24: Participant Distribution between Residential Services Tiers 

Tier Participants % 

1 139 34.15% 

2 97 23.83% 

3 98 24.08% 

4 53 13.02% 

5 20 4.91% 
 

Table 25: Weighted Average Rate Comparison (Historical Staffing Ratios) 
Weighted Average of Calculated Rates $110.57 

Weighted Average of Current Rates Effective 1/1/14 $118.98 

Difference (Calculated-Current) -$8.41 

Percentage Difference -7.07% 
 

Table 26: Weighted Average Rate Comparison (Updated Staffing Ratios) 
Weighted Average of Calculated Rates $132.46 

Weighted Average of Current Rates Effective 1/1/14 $118.98 

Difference (Calculated-Current) $13.48 

Percentage Difference 11.33% 
 

The weighted average rate analysis indicates that the choice of staffing ratio data would have a 
significant impact on the rates overall. Using historical staffing data would reduce rates overall by 
about 7%, while using updated staffing data would result in an overall increase of about 11%. 

Residential Services Super Tier Rate Calculations 
Super tier rates are also used for residential services just as they are for day services. As with 
day services, the staffing survey only collected data on a small number of individuals that were 
identified as qualifying for super tier rates. Therefore Myers and Stauffer relied on the historical 
relationship between the regular rates and the super tier rates to calculate super tier rates. We 
calculated this relationship as a percentage by dividing the current super tier rates by the current 
regular tier rates. We averaged the percentage for each tier to determine an aggregate 
percentage to apply to all tiers. We applied this percentage to the calculated regular tier rates in 
order to determine the super tier rates.  

The tables below present the calculated super tier rates based on the historical relationship 
explained above. Table 27 includes rates based on the historical staffing ratios. Table 28 includes 
rates based on the updated ratios. We have also included a comparison of the calculated rates to 
the current rates.  
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Table 27: Total Calculated Super Tier Rates – Residential Services (Historical Staffing Ratios) 

Tier 1 2 3 4 5 

Super Tier % of Regular Rates 178% 178% 178% 178% 178% 

Calculated Regular Tier Rates $139.32 $118.02 $93.82 $71.69 $59.70 

Calculated Super Tier Rates $247.53 $209.69 $166.69 $127.37 $106.07 

Current Rates Effective 1/1/14 $192.05 $171.36 $152.56 $133.74 $114.55 

Difference (Calculated-Current) $55.48 $38.33 $14.13 -$6.37 -$8.48 

Percentage Difference 29% 22% 9% -5% -7% 
 

Table 28: Total Calculated Super Tier Rates – Residential Services (Updated Staffing Ratios) 
Tier 1 2 3 4 5 

Super Tier % of Regular Rates 178% 178% 178% 178% 178% 

Calculated Regular Tier Rates $163.73 $130.85 $112.23 $106.23 $91.55 

Calculated Super Tier Rates $290.90 $232.48 $199.40 $188.74 $162.66 

Current Rates Effective 1/1/14 $192.05 $171.36 $152.56 $133.74 $114.55 

Difference (Calculated-Current) $98.85 $61.12 $46.84 $55.00 $48.11 

Percentage Difference 51% 36% 31% 41% 42% 
 

The super tier rate calculations generally produced significant increases compared to the existing 
rates. The exceptions were for Tier 4 and Tier 5 when historical staffing ratios were used. To gain 
a better understanding of the overall impact of the calculated rates we again determined weighted 
average rates using the rates for all tiers. The weighted average calculated rate was higher than 
the weighted average of the current rates for both rates based on historical staffing data and 
those based on updated staffing data. For rates based on the historical staffing data the weighted 
average rate would increase approximately 24%, and for rates based the updated staffing data 
the weighted average would increase approximately 48%.  
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Other Intellectual and Developmentally 
Disabled Services 
In addition to the day and residential services, there are a number of other services available to 
HCBS consumers including supportive home care, personal assistant services, targeted case 
management, respite overnight, financial management services, wellness monitoring, specialized 
medical care, supported employment, sleep cycle and medical alert. Where applicable we utilized 
the same rate components as day and residential services. However, services such as financial 
management services and wellness monitoring did not fit that rate construction model. For these 
services we relied on the cost data collected to calculate a per unit rate. 

It should be noted that with the exception of targeted case management, these services were not 
well represented in terms of the number of providers reporting unit and cost data. It was not clear 
if the sample of providers submitting surveys did not have consumers that use the services or 
whether these services are just not widely provided to the HCBS community. 
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Supportive Home Care 
There were nine providers that participated in the rate study that reported units and cost for 
supportive home care services. While this number is less than anticipated, Myers and Stauffer 
constructed a rate using a method similar to the approach used for day and residential service 
rates. These calculations started with the same wage and benefit hourly amount of $14.71 and 
added the non-personnel operating, indirect administration, other consumer related staff, training 
and turnover components of the rate. We did not include the direct supervisor component of the 
rate calculation or other coverage factors because they are not applicable to supportive home 
care service.   

Table 29: Supportive Home Care Rate Calculation 

Hourly Pay Rates 11.27 

Benefits 30.50% 

Wage & Benefits 14.71 

  

Non-Personnel Operating Cost 0.21 

Indirect Administration Cost 0.49 

Other Consumer Related Staff Cost 0.18 

Training Time Factor 0.46 

Turnover Cost 2.55 

  

Total Calculated Rate 18.59 

Convert to 15 Minute Unit 4 

15 Minute Unit Rate 4.65 

  

Rate Effective 1/1/14 3.06 

Difference in Rates 1.59 
 

The total calculated rate per hour is $18.59, which was converted to a 15 minute unit to arrive at 
$4.65 per unit.   
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Personal Assistant Services 
Personal assistant service was calculated using the same methodology as Supportive Home 
Care. The only difference between the rates was the add-on amounts for non-personnel 
operating, indirect administration and other consumer related costs.  

Table 30: Personal Assistant Services Rate Calculation 
Hourly Pay Rates 11.27 

Benefits 30.50% 

Wage & Benefits 14.71 

  

Non-Personnel Operating Cost 0.30 

Indirect Administration Cost 0.36 

Other Consumer Related Staff Cost 0.11 

Training Time Factor 0.46 

Turnover Cost 2.55 

  

Total Calculated Rate 18.49 

Convert to 15 Minute Unit 4 

15 Minute Unit Rate 4.62 

  

Rate Effective 1/1/14 2.64 

Difference in Rates 1.98 
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Targeted Case Management 
To build a rate for targeted case management (TCM), we used the market data from the Bureau 
of Labor Statistics for Social and Human Service Assistants (occupation 21-1093). The 
occupation description is “Assist in providing client services in a wide variety of fields, such as 
psychology, rehabilitation, or social work, including support for families. May assist clients in 
identifying and obtaining available benefits and social and community services. May assist social 
workers with developing, organizing, and conduction programs to prevent and resolve problems 
relevant to substance abuse, human relationships, rehabilitation, or dependent care.” 

Again, the wage estimate was based on the 75th percentile which is $18.10 per hour. The rate 
model calculation includes add-ons for training, turnover and other personnel, administration and 
other consumer costs. Since the TCM service uses a 15 minute unit, the hourly calculated rate 
was converted to a 15 minute unit. 

Table 31: Targeted Case Management Rate Calculation 

Hourly Pay Rates 18.10 

Benefits 30.50% 

Wage & Benefits 23.62 

  

Non-Personnel Operating Cost 0.83 

Indirect Administration Cost 1.99 

Other Consumer Related Staff Cost 0.43 

Training Time Factor 0.73 

Turnover Cost 2.55 

  

Total Calculated Rate 30.16 

Convert to 15 Minute Unit 4 

15 Minute Unit Rate 7.54 

  

Rate Effective 1/1/14 10.83 

Difference in Rates (3.29) 
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Respite Overnight 
Although there were only four providers that reported units and cost for respite overnight services, 
Myers and Stauffer calculated a rate in a similar manner as the supportive home care service. 
Respite overnight is a daily rate, therefore the calculations used the same hourly wage and 
benefit rate of $14.71. This was multiplied by the number of hours that can be billed (minimum of 
8 and maximum 12). Because the individual providing this service is allowed to sleep, we 
adjusted the eight hour rate by a “sleep factor.” The sleep factor was determined by utilizing a 
differential between the Personal Assistant service rate and the current respite overnight rate. 
The calculated differential was then divided by the personal assistant rate per shift to determine 
the percentage difference. 

Table 32: Respite Sleep Factor 

Billable Hour 8 9 10 11 12 

Current Personal Assistant 
Services Rate 

2.64 2.64 2.64 2.64 2.64 

Units Per Hour (15 minute unit) 32 36 40 44 48 

Personal Assistant Rate Times 
Units Per Hour 

84.48 95.04 105.60 116.16 126.72 

Current Respite Overnight Rates 58.34 58.34 58.34 58.34 58.34 

Differential 26.14 36.70 47.26 57.82 68.38 

      

Percentage of Difference (Sleep 
Factor) 

31% 39% 45% 50% 54% 

 

The remaining rate calculation includes the add-ons for non-personnel operating, indirect 
administration, other consumer related, training and turnover. The table below shows the rate 
calculation for each potential billable hour. 

We presented the rate calculation based on possible billing hours because we did not have the 
information necessary to determine the average number of hours billed for this service. Some 
other possible considerations are:  

 Should a base wage be closer to the minimum wage since the consumer is typically 
sleeping? 

 Is there a different way to calculate the sleep factor? Should the sleep factor be a 
constant percentage?  

Because this service allows for a range of billed hours, Myers and Stauffer recommends that 
future studies should include the collection of information that would allow the average hours to 
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be determined so that rates can be based on the average hours. Future studies could also look at 
what other States are doing to calculate a rate for this service. 

Table 33: Respite Overnight Rate Calculation 

Hour 8 9 10 11 12 

Hourly Pay Rate 11.27 11.27 11.27 11.27 11.27 

Benefits 30.50% 30.50% 30.50% 30.50% 30.50% 

Wage & Benefits 14.71 14.71 14.71 14.71 14.71 

      

 117.66 132.37 147.07 161.78 176.49 

Staff Sleep Factor 31% 39% 45% 50% 54% 

 36.41 51.11 65.82 80.53 95.24 

      

Non-Personnel Operating Cost 1.14 1.14 1.14 1.14 1.14 

Indirect Administration Cost 2.79 2.79 2.79 2.79 2.79 

Other Consumer Related Staff Cost 0.97 0.97 0.97 0.97 0.97 

Training Time Factor 0.46 0.46 0.46 0.46 0.46 

Turnover Cost 2.55 2.55 2.55 2.55 2.55 

      

Total Calculated Rate 44.31 59.02 73.72 88.43 103.14 

      

Rate Effective 1/1/14 58.34 58.34 58.34 58.34 58.34 

Difference in Rates (14.03) 0.68 15.38 30.09 44.80 
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Financial Management Services 
Financial management services (FMS) are a monthly unit. This service does not fit the rate 
construction model used for the other services within the rate study, therefore Myers and Stauffer 
could only rely on a cost based approach to calculate a rate. First the costs allocated to FMS 
were totaled and inflation was added. We then calculated a cost per unit for each provider and 
the average cost per unit for all providers.   

Table 34: Financial Management Services 

Inflated Cost FMS Units   

8,462 59 143.42  

435,678 6,728 64.76  

61,926 1,856 32.58  

20,697 598 33.77  

541,118 4,138 130.77  

174,951 780 224.30  

303,399 2,884 105.20  

1,546,501 17,043 104.97 Average Cost Per Unit 

    

  115.00 Current Rate 

  (10.03) Difference 

  -9% Percent Change 
 

Of the 59 providers that submitted cost reports there were 8 providers that reported cost and units 
for FMS. One of the providers was excluded from the above calculation because the cost per unit 
was very low compared to other providers and was considered an outlier.      
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Wellness Monitoring 
Wellness monitoring is paid at 1 unit per 60 days and therefore does not lend itself to the hourly 
rate model used for other services in the rate study. As with FMS, Myers and Stauffer used the 
cost from the submitted surveys to calculate a rate. There were 11 providers that reported both 
unit and cost information for wellness monitoring. For each of these providers we totaled the cost 
allocated to wellness monitoring and inflated that cost from the mid-point of the survey period to 
the mid-point of the rate study period.   

We then divided that cost by the reported units to determine the cost per unit. We excluded one 
provider from the average cost per unit calculation because the unit cost was over 200% higher 
than the next highest cost per unit.   

Table 35: Wellness Monitoring 

Inflated Cost Units   

7 64 0.11  

5,973 321 18.61  

2,804 255 11.00  

239 383 0.63  

13,860 82 169.02  

6,688 166 40.29  

23,522 3,169 7.42  

35,062 384 91.31  

9 14 0.67  

228 78 2.93  

88,393 4,916 34.20 Average Cost Per Unit 

    

  35.00 Current Rate 

  (0.80) Difference 

  -2% Percent Change 
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Specialized Medical Care (RN and LPN), 
Supported Employment and Sleep Cycle 
Specialized medical care, supported employment and sleep cycle each had 3 or fewer providers 
reporting units and cost for the service. A rate for each of these services is presented below 
based on our calculations.  

Table 36: Specialized Medical Care, Supported Employment and Sleep Cycle 

Rate Model Calculation Specialized Medical 
Care RN 

Specialized Medical 
Care LPN 

Hourly Pay Rates 30.02 21.39 

Benefits 30.50% 30.50% 

Wage & Benefits 39.18 26.66 

   

Convert to 15 Minute Unit 4 4 

   

Calculated Rate 9.79 6.67 

   

Current Rate 7.50 7.00 

Difference 2.29 (0.33) 

Percentage Difference 31% -5% 
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Table 36.1: Supported Employment and Sleep Cycle 

Rate Model Calculation Supported 
Employment 

Sleep Cycle 

Hourly Pay Rates 11.27 11.27 

Benefits 30.50% 30.50% 

Wage & Benefits 14.71 14.71 

Convert to Day Unit  8 

Convert to 15 Minute Unit 4 117.66 

Sleep Factor  0.31 

Calculated Rate 3.68 36.47 

   

Current Rate 3.06 30.65 

Difference 0.62 5.82 

Percentage Difference 20% 19% 
 

The calculation for specialized medical care could be modified to remove the benefits if most of 
the RN’s and LPN’s providing this service are contract employees. Since information regarding 
the status of the nursing staff was not known for this study, the calculations are presented with a 
full benefits add-on to the labor cost. Additionally, the calculations for sleep cycle might also be 
modified to change the sleep factor percentage. As with respite overnight, Myers and Stauffer 
believes some additional data collection in future rate studies could provide data that would allow 
a more precise calculated rate for this service. 
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Recommendations  
There are several conclusions and recommendations that can be drawn from this study. 
Significantly, although multiple alternatives have been presented, the study did not produce 
conclusive findings on which to base rate adjustments. However, it does appear that the existing 
rates for most DD waiver services do not reflect the current cost and market based data that were 
incorporated in the comparison rates calculated as part of this study. The study also suggests 
that the tiered rate system is not effectively reimbursing day and residential service providers for 
the case mix of the participants they serve. Much of existing tiered rate methodology is driven by 
staffing ratios calculated over 20 years ago. Although this study collected some new data on 
staffing trends, the amount of data collected was limited. A more in-depth study of current staffing 
trends would be useful. Finally, the study has highlighted that there are several additional factors 
that should be considered for future rates studies and before new rates are implemented.  

Myers and Stauffer is not recommending that existing rates be adjusted based on the results of 
this study alone. In many of the rate calculations we observed that there would be significant 
increases or decreases from the current rates. For example, the rates calculated for Supportive 
Home Care and Personal Assistant Services are more than 50% above the current rates. At the 
other end of the spectrum, the rate determined for Targeted Case Management was more than 
30% less than the current rate. Implementing such significant rate changes, especially significant 
decreases, could have a harmful impact on the provider network and might jeopardize access to 
services. 

Nonetheless, the rates that were calculated based on market and cost analysis are markedly 
different than the current rates. Myers and Stauffer observed significant disparities of greater than 
10% (up or down) for most rates including day services, residential services, supportive home 
care, personal assistant services, targeted case management, and respite overnight. We 
recommend that further analysis be conducted before changes are made to these rates. 

Perhaps the most significant conclusion from this study is that the tiered rate system for day and 
residential services does not appear to be effectively reimbursing providers for the case mix of 
their participants. The staffing survey that was incorporated into the study showed that the 
staffing levels between the tiers are less than what is reflected by the current rates. The existing 
rates for Tier 4 and Tier 5 consistently fall far below the rates calculated from current market and 
staffing data. This was also true when historical staffing data is applied. The existing rates for the 
other tiers are closer to the calculated market rates but in many cases still vary considerably. This 
situation creates an incentive for providers to serve more Tier 1, 2 and 3 participants as opposed 
to Tier 4 and 5 beneficiaries. This notion is consistent with the distribution of clients across the 
tiers, with less than 25% of day and residential clients falling into Tiers 4 and 5 combined.  

Myers and Stauffer recommends that the current tier system be re-evaluated and perhaps 
eliminated. Staffing ratios are a key component to the calculation of the day and residential 
services rates. However, the current rates do not reflect either the historical staffing ratios that 
were used to establish initial day and residential rates, or the staffing ratios determined from data 
collected for this study. This is a major reason that we concluded that the current tiered system 
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rates fail to accurately reflect case mix. However, we do not recommend that these rates be 
updated to reflect the staffing ratios we obtained through the current survey. The amount of 
staffing data collected was limited since providers were not required to participate in this study 
and only participated voluntarily. Furthermore, since providers made their own determinations 
whether they would participate in the staffing survey, the staffing data was not collected in a 
random manner and cannot be used to determine statistically significant findings. We recommend 
that a more thorough collection of staffing data be conducted in order to more accurately 
determine staffing ratios to fully evaluate the rates for a tiered reimbursement system. 

Concerns about the tiered rate system are amplified for the super tier rates. Historical staffing 
ratios produce super tier rates that have an inverse relationship to the tier levels and we were 
able to collect very little new data related to the super tiers. Therefore we recommend that in-
depth reviews or audits of expenses for all individuals approved for both individualized and super 
tier rates be conducted annually. 

There are other factors that this rate study did not address which Myers and Stauffer 
recommends be considered for future analysis and/or before new rates are implemented. This 
would include consideration of inflationary factors that may impact providers. Our 
recommendation to accommodate increasing costs would be to develop and apply an appropriate 
annual adjustment to the rates that estimates the inflation the provider community will experience 
during the rate period. The projection requires the recognition that the inflation rate varies over 
time. Many states use projections of inflation from a published historical economic index. The 
more widely used indices include: 

 The Consumer Price Index – Urban (CPI-U) This index is generally viewed as measuring 
the cost of living. The Bureau of Labor Statistics (BLS) calculates the index on a monthly 
basis. The CPI-U attempts to measure changes in prices paid by urban consumers for a 
constant or fixed bundle of goods and services (market basket) from a base period to the 
present.  

 The Data Resources, Inc. (DRI)/ Health Care Costs: National Forecast Tables. This index 
is intended to measure changes in input prices of certain defined costs. The index is 
published for both historical and forecasted values and is rebased every quarter. 

Another factor that should be considered for future rate studies is the impact of managed care on 
the DD waiver program. This change in the way that the waiver program is managed may alter 
service utilization and impact the distribution of certain fixed costs. There may also be other 
unforeseeable effects of managed care that could impact the waiver program. We recommend 
that future rate studies include an analysis of the impact of managed care. 
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Appendix A: Advisory Committee Members 
Karen Edwards  
Developmental Services of Northwest Kansas, Inc. 
P.O. Box 310 
Hays, KS 67601 

Gail Herndon 
OCCK, Inc. 
P.O. Box 1160 
Salina, KS 67402 

Shawn Kelsey 
Lakemary Center, Inc. 
100 Lakemary Drive 
Paola, KS 66071 

Tim Arnold 
Johnson County Developmental Supports 
10501 Lackman Rd. 
Lenexa, KS 66219 

Becky Marinelli 
Starkey, Inc. 
4500 W Maple St 
Wichita, KS 67209 

Doug Wisby 
Multi Community Diversified Services 
2107 Industrial Drive 
McPherson, Ks 67460 
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Appendix D: Staffing Hours Survey 
Background 
Staffing ratios determined by the number of direct care staff hours provided to HCBS-I/DD waiver 
participants were a central component of the original study that established rates for the waiver. 
This data was used to establish varying rates for different levels of need referred to as tiers within 
the waiver program. Five tiers were established with tier 1 representing the highest level of need 
and tier 5 the lowest. A survey was completed to gather data on the average number of direct 
care staff hours provided to participants and rates were established to proportionally reflect the 
increasing needs of residents along the continuum of care between tier 5 and tier 1.  

The tables below show the ratios that were established based on this initial work. The table for 
Day Services lists the portion of an hour that a direct staff person would be expected to spend 
assisting a participant during any given hour of the day. The table for residential services 
presents the number of hours a staff person would be expected to spend assisting a participant 
during any given day. Thus the day services ratio are staff time per hour and the residential 
services ratios are staff time per day. 

 

 

 

 

 

Subsequent rate studies also relied on the initial staffing survey findings to determine rates for 
each waiver tier. Each study gathered cost data and the staffing ratios from the original survey 
were then applied to the average hourly cost to produce tier-specific rates. Concern emerged 
over time about the ongoing validity of the original staffing ratios. Therefore, Myers and Stauffer 
proposed conducting an updated staffing survey with the 2015 rate study. 

2015 Staffing Hours Survey Tool and Methodology 
With the guidance of KDADS staff Myers and Stauffer organized an advisory panel of provider 
representatives to help develop a reporting form and process to gather updated staffing data as 
part of the 2015 rate study. Individuals participating in the advisory panel are listed in Appendix A. 
The panel members met via conference calls to discuss the staffing survey objectives and options 
for collecting data. With the guidance of the panel Myers and Stauffer developed two different 
reports intended to gather staffing data; one was designed for residential service providers and 
one was intended for day service providers.  

The forms were designed to gather staffing information for each hour of the day for a one-week 
period. Providers were asked to complete the form by service setting and to report all staff time 

Tier Level 1 Tier Level 2 Tier Level 3 Tier Level 4 Tier Level 5
0.40 0.29 0.22 0.15 0.13

Day Service Historical Staffing Ratios

Tier Level 1 Tier Level 2 Tier Level 3 Tier Level 4 Tier Level 5
5.14 4.11 2.94 1.87 1.29

Residential Services Historical Staffing Ratios
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provided in that setting during a one-week period in late September or early October. Providers 
were allowed to choose the date they would start their report but were asked to report for the next 
seven consecutive days after the start date. Providers were not expected to report for all locations 
and service settings in which they operate but were asked to report for all staff and participants at 
the settings they selected.  

The reports captured the number of direct care staff on duty each hour of the day. Providers were 
directed to use decimal values to report staff that only worked part of an hour. For example, if 
during the 8:00 AM to 9:00 AM hour there were two staff on duty at a particular location but one of 
the staff members only worked from 8:00 AM to 8:30 AM while the other worked the full hour, the 
report preparer included 1.5 for the number of staff on duty. By capturing the number of staff on 
duty in this manner, the report recorded the number of direct staff hours that were provided each 
hour of the day.  

Report preparers were asked to divide the number of direct staff hours provided each hour 
between the participants served during that hour. Preparers were directed to divide the hours 
equally between participants when there was no clear indication that staff time was not focused 
more heavily on a specific client or clients. For example, if one staff was on duty for the full hour 
between 8:00 AM and 9:00 AM and another was on duty for one half hour, there would be 1.50 
hours of direct care staff time to divide between participants. If there were three participants that 
received equal attention from the staff, the time would be split evenly between the residents and 
each client would receive 0.50 hours (1.50 hours/3 participants).  

When it was clear that more time was spent with a specific participant or participants the 
preparers were directed to report that time specifically and divide the remaining time available for 
each hour equally between the other participants. In the previous example if staff could determine 
that a full hour of staff time was directed to one individual there would have been 0.50 hours 
remaining to divide between the other two participants and each would have received 0.25 hours. 

By gathering participant-specific information for each hour of the day Myers and Staffer was able 
to determine the direct care staffing hours that were provided to each participant each day during 
the reporting period. Accumulating these daily totals allowed for the determination of total direct 
care hours and average daily hours provided to each participant. Preparers were also asked to 
record the tier level for each participant so that averages of the daily hours of care could also be 
calculated for each tier. 

Data Gathered from the 2015 Survey 
The tables below present the direct staffing data reported through the staffing survey.  
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Updated Staffing Ratios 
The tables below present the updated staffing ratios that were derived from the staffing hours 
survey. The table for Day Services lists the portion of an hour that a direct staff person would be 
expected to spend assisting a participant during any given hour of the day. These ratios were 
determined by dividing the average hours per day shown on the staffing data tables by eight 
hours. The table for residential services presents the number of hours a staff person would be 
expected to spend assisting a participant during any given day. This was taken directly from the 
staffing data tables. As with the historical ratios presented above the day services ratios are staff 
time per hour and the residential services ratios are staff time per day. 

Day Services Regular Tiers
Tier Participants Mon Tue Wed Thu Fri Sat Sun Total Hrs/Day
Tier 0 16 0.82 1.03 1.05 1.35 1.01 0.00 0.00 4.56 1.05
Tier 1 103 2.44 2.36 2.37 2.32 2.31 0.00 0.00 11.62 2.36
Tier 2 134 2.04 2.03 1.98 1.97 2.04 0.00 0.00 9.29 2.01
Tier 3 141 1.73 1.73 1.79 1.73 1.81 0.00 0.00 8.22 1.76
Tier 4 73 1.56 1.52 1.60 1.60 1.71 0.00 0.00 7.36 1.60
Tier 5 45 1.77 1.90 1.69 1.68 1.65 0.00 0.00 8.41 1.74
Average Reg 512 1.90

Day Services Extraordinary Funding
Tier Participants Mon Tue Wed Thu Fri Sat Sun Total Hrs/Day
Tier 1 EF 5 5.25 5.07 5.07 5.07 5.07 0.00 0.00 25.53 5.11
Tier 2 EF 4 5.58 5.56 5.56 5.56 5.58 0.00 0.00 27.84 5.57
Tier 3 EF 1 2.00 2.00 2.00 2.00 2.07 0.00 0.00 10.07 2.01
Tier 4 EF 2 8.75 8.75 8.75 8.75 7.00 0.00 0.00 42.00 8.40
Average EF 12 5.55

Residential Services Regular Tiers
Tier Participants Mon Tue Wed Thu Fri Sat Sun Total Hrs/Day
Tier 0 5 2.26 3.17 3.17 3.17 2.36 4.03 4.00 22.17 3.17
Tier 1 139 5.92 5.75 5.99 5.60 5.67 7.66 7.73 44.24 6.32
Tier 2 97 4.40 4.36 4.45 4.30 4.32 5.49 5.87 33.13 4.73
Tier 3 98 3.53 3.61 3.51 3.63 3.42 4.35 4.74 26.79 3.83
Tier 4 53 3.09 3.18 3.36 3.14 2.94 3.46 3.92 24.77 3.54
Tier 5 20 2.50 2.84 3.07 2.77 2.46 3.05 3.12 19.82 2.83
Average Reg 412 4.79

Residential Services Extraordinary Funding
Tier Participants Mon Tue Wed Thu Fri Sat Sun Total Hrs/Day
Tier 1 EF 12 8.44 7.04 6.84 7.14 6.84 9.30 9.23 45.70 6.53
Tier 2 EF 2 7.31 7.31 7.31 8.34 7.31 9.57 10.08 57.23 8.18
Tier 3 EF 1 5.20 5.60 5.20 5.60 5.20 6.90 6.50 40.20 5.74
Tier 4 EF 1 13.25 8.50 8.50 8.50 8.75 13.50 16.00 77.00 11.00
Tier 5 EF 1 0.00 3.00 5.00 2.00 4.00 3.00 0.00 17.00 2.43
Average EF 17 6.70
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Future Recommendations 
Although the staffing survey did provide valuable data, the survey was not conducted in a manner 
that would allow statistically significant conclusions. The providers were not required to participate 
in the survey and therefore those that did participate did so voluntarily. Only a portion of the 
providers (59) chose to submit cost data and of those, even fewer (31) submitted staffing surveys. 
To improve the accuracy of a future staffing survey it is recommended that the staffing survey be 
required for either all providers or that providers be selected randomly using a sample size large 
enough for statistically significant results. 

 

 

Tier Level 1 Tier Level 2 Tier Level 3 Tier Level 4 Tier Level 5
0.29 0.25 0.22 0.20 0.22

Day Service Updated Staffing Ratios

Tier Level 1 Tier Level 2 Tier Level 3 Tier Level 4 Tier Level 5
6.32 4.73 3.83 3.54 2.83

Residential Services Updated Staffing Ratios
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Appendix F: Rate Setting Parameters 
Provider-Independent Rates 
Rates that are not based on a particular provider’s costs are provider-independent rates. Both flat 
rate and pricing systems are provider-independent rates. In these systems, providers are 
reimbursed according to a set flat rate or an established price regardless of their individual cost 
experience. 

Flat rate systems were fairly common in the early years of the Medicaid program. In this type of 
system, reimbursement rates are established by determining available dollars within the state 
budget for a particular service and dividing by a projection of case load or anticipated units of 
service.  

Prices may be established in a variety of ways. Prices may be developed through the creation of 
a hypothetical provider and determining necessary inputs and market prices for those inputs. 
Prices can also be developed based on benchmarks, such as means, medians or percentiles of 
the cost experience of the provider group. 

Provider-Dependent Rates 
A common feature of a provider-dependent rate system is that the reimbursement to each 
provider is linked in some way to its particular costs, whether projected or historical. There is 
considerable variability in the design of provider-dependent rates. Provider-dependent rates can 
either be retrospective or prospective in nature.  

Retrospective systems establish an interim rate, using cost estimates, which will be used to 
make payments during the rate period. After the rate period ends and actual cost experience is 
determined, there is an adjustment made from interim rates to actual cost experience. Given the 
need to settle to actual cost, it is important to closely estimate the actual cost experience in order 
to minimize the settlement amount. Interim rates can be established using either budget 
projections or historical costs of a prior period. In recent years, there has been a trend by both 
state and federal governments to move away from retrospective reimbursement systems.  

Prospective systems typically use past costs trended forward to establish reimbursement rates. 
Budget projections or some combination of budgeted and historical costs can also be used. 
Whatever the basis for establishing rates, they are not settled to actual costs at the end of the 
rate period.  

The rates for most of these systems are based on cost reports submitted by the providers. The 
rate calculation uses allowable costs, as defined by the state, frequently divided into cost centers 
or cost components. Examples of typical cost centers include direct service costs, indirect costs 
and general and administrative costs. 

Inflation and Rebasing 
Once set, rates are normally in place for a specified period of time. Following this pre-determined 
payment period, rates should be evaluated and potentially adjusted for inflation. Without rate 
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increases to account for the impact of inflation, providers would need to reduce costs by the 
amount of inflation in order to maintain an even status. Some of the more widely used indices to 
determine the inflation adjustment include the Consumer Price Index or various “market basket” 
indices designed to measure changes in prices paid for a fixed bundle of goods and services that 
are cost inputs to a given segment of the health care industry.  

Not only are there inflationary increases that impact the cost of providing services, but also 
methods of service delivery may change. It is important to periodically evaluate the 
reasonableness of rates and rebase rates as indicated. Several states have established a set 
rebasing schedule for specific services, such as annually or every three years. Other states have 
set the maximum amount of time that can pass before rates are rebased, such as no less often 
than once every five years. 

 

 

 


