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Introduction
This report provides an analysis of the projected costs associated with the closing of the Arizona Training Program at Coolidge and the placement of current residents into community settings. The cost analysis is being performed by the National Association of State Directors of Developmental Disabilities Services, Inc. (NASDDDS) by contract with the Arizona Department of Economic Security. The report additionally includes a review of the clinical needs of the current residents at Coolidge to determine if those needs can be met in community settings.

The debate over whether community or institutional programs offer the best training and support to individuals with developmental disabilities continues in several states. The intent of this report is not to argue the virtues of one approach over another, but rather to identify the financial implications of institutional closure. Arizona is unique among the 50 states in its use of managed care principles to structure and fund the operation of developmental disability services under a Medicaid 1115 waiver. Over the past several years the majority of states (including Arizona) have taken steps to close or significantly reduce the populations of their state run facilities. Ten states, for example, already operate without a state institution and several have done so for over a decade. In fact, over the past twenty years (1980-2000) the number of people living in state institutions with 15 or more residents decreased by almost 64% from approximately 131,000 to 47,592 individuals. During this period, seventy-five percent (75%) of the 50 states decreased their institutional resident counts by fifty percent (50%) (Smith, et al., 2001). If the decision is made to support all Coolidge residents in community programs, Arizona will be the eleventh state in the nation to make this decision.

Purpose

The Arizona Division of Developmental Disabilities supports approximately 155 individuals diagnosed with developmental disabilities at the Arizona Training Program at Coolidge (ATPC). In response to legislative inquiries of the Department of Economic Security, NASDDDS was requested by the Department to perform an analysis of the costs and benefits of institutional placement as compared with Arizona’s current system of community support. The scope of work includes an evaluation of the costs the state can expect to incur in the relocation of the residents of ATPC to appropriate community settings, and a determination of financial savings associated with such a move. The evaluation is based upon a cost effective plan that identifies both the short (1 year) and long term (2-3 years) consequences of such an action.

The study is being conducted in two phases. The first phase reviews a similar assessment recently completed by the Division of Developmental Disabilities. A preliminary estimate is provided of the costs of relocating 155 ATPC residents into community settings and an analysis of the potential savings that can be expected to be achieved over both the short and long terms. The second phase of the project is designed to: (a) place the Arizona experience within the broader context of developmental disability system change initiatives by reviewing the experiences of other states with institutional closures and be describing the benefits that are received through community placement; (b) identify the point at which the state loses any cost savings related to the economy of scale gained through institutional placement, and; (c) identify the current minimum sizes of state-operated institutions around the country and the per resident cost differentials.

Assumptions

An analysis of the costs and comparative benefits of an institutional closure initiative is influenced by the assumptions that form the basis of the various calculations and action scenarios that are used. The current analysis is based on the following assumptions:

Administrative and Financial

· Arizona’s current Medicaid FFP rate of approximately 65% will remain constant throughout the downsizing and closure process and will be applied to both institutional and community based services.

· Funds will be transferred from the institution as residents are placed in the community consistent with the need to maintain the quality of care and services to remaining Coolidge residents.

· The current rate structure accommodates costs incurred by community agencies related to the set up and initiation of services to persons placed out of ATPC.

· Financial projections reflect the expectation that bids from community agencies to provide services to ATPC residents will tend to be drawn from the higher end of the provider contracts during the period of institutional downsizing.

· Service budgets will be individualized to reflect the needs of each person and will “follow” the individual if he or she moves from one program to another.

· Ten percent (10%) of Coolidge residents will be placed into community developmental homes.

· Placement cost projections reflect the high end of the range of payment rates based on service assumptions developed by the Department (see Appendix I).

· Budget projections will be based on an average first year time in the community of six months duration.

· A number of institutional residents currently being supported solely by state general funding will become Medicaid eligible (Note that legislative action might be necessary).

Programmatic

· With appropriate, individualized supports, all residents of ATPC will be supported in community settings (see Table 4 on page 12).

· Community service providers have the capacity to support all individuals currently residing in Coolidge in community settings.

· Institutional staff will be involved in the placement process.

· Ten percent of the placements will occur in developmental homes.

· A number of institutional staff positions may be transferred to the Division’s central office to support the Coolidge downsizing process providing, for example, oversight, and review of community placements, quality assurance, standards compliance, and staff training.

· Statewide capacity to respond to crises and support people at risk will be strengthened as necessary.

· Existing adaptive equipment, medical equipment and support devices purchased for specific individuals will transfer with the resident to the community.

· Personalized bedroom furnishings will transfer with the individual to the community.

· The placement process will reflect the involvement of the individual receiving support, and his/her family, and be responsive to the person’s expressed needs and desires.

Financial Analysis

The tasks to be completed during the first phase of the study are; first, to provide a preliminary estimate of the costs of relocating 155 ATPC residents in community settings and second, to identify the potential short and long term savings that can be expected as a result of the closure of the program. The starting point for this analysis includes the review of a prior document developed by the Arizona Division of Developmental Disabilities that established a range of costs for an array of services to verify financial and programmatic coherence. The current analysis is structured around an examination of three components of institutional closure and community placement that function as variable cost centers in the process of deinstitutionalization. These core areas include: (a) costs associated with the operation of the institution; (b) costs associated with the transition of institutional residents to community settings; and (c) costs incurred to place people with disabilities in community settings.

The following section assesses the financial aspects of institutional closure and community placement.

Institutional Costs

Deinstitutionalization is frequently accomplished without the significant infusion of new or additional state funds. Although some states (e.g., Vermont) have found it necessary to provide “bridge” funding to support the initial group of placements in the community until billing cycles are established, or to develop the necessary community infrastructure, the majority of the funds used to support community placements are transferred from the institution. Because the amount of federal support (Federal Financial Participation or FFP) is, in most instances, the same for both ICF/MR and Home and Community Based (HCB) waiver programs, the process of moving funds from one Medicaid service to another can be accomplished without difficulty. Arizona’s reliance on the 1115 Medicaid demonstration waiver, however, presents challenges not found in states that utilize Medicaid 1915(c) Home and Community Based Services waivers. Paying for services on a per member per month basis under the 1115 Medicaid waiver does appear to simplify the billing and accounting processes. The inability of the state to adjust provider payments to reflect the particular service needs of each individual, however, may make it difficult for the state to take advantage of savings that can occur when individual service budgets are tied to the specific needs of the individual. Some states, for example, utilize funding methodologies that reimburse provider costs at different levels depending on the needs of the person served in the belief that this approach provides a more effective format for both allocating and tracking individual support dollars.

The process of downsizing a facility has a direct impact on the ability to free up state General Fund dollars needed to support community placements. Although overall resident expenses decrease as people move out, fixed costs related to the upkeep and maintenance of the facility, the need to remain in compliance with (for example) Medicaid regulations, court mandated program requirements, or personnel related expenses may not change significantly until the final months of the placement process. Additionally, savings in personnel related costs would be reduced due to annual salary increases, higher insurance premiums, or changes in employee compensation and benefits. Costs also may rise to meet the need of the residents for increased training and supervision and additional support during the actual placement process. In other words, as the census declines, fixed costs become an increasingly large proportion of the institution’s budget, leading to increases in the daily rates of care provided to the remaining residents. Such increases are offset to some extent by the decrease in the overall facility budget as people move out. Since under the 1115 waiver, any increase in funding institutional residents must come out of the basic rate applied to all individuals receiving support, the budget must be carefully managed to ensure future needs for funding or shifts in funding are anticipated.

The Institute on Community Integration at the University of Minnesota conducted an assessment of the costs related to institutional closures in twelve states over a twelve year period, 1988 – 2000, examining the relationship between changes in the number of residents and decreases in the per diem rates. Calculating the differences across all institutions during the twelve year period indicates that, on average, per diem rates in institutions increased by 1% for every 2.6% decrease in the number of individuals served (Prouty, Smith, & Lakin, 2001). While the data are related to institutional costs under the Medicaid ICF/MR program within the context of community placement supported through Home and Community Based 1915(c) waivers, it can be expected that the model can be used to predict individual per diem cost increases at ATPC during the downsizing process.

Expectations for per-diem growth during the community placement process are shown in Table 1 on page 8 (from Prouty, Smith, & Lakin, 2001).

According to Prouty, Smith, and Lakin, the per-diem rate for each resident of the institution can be expected to double during the 24-month period of deinstitutionalization. This would result in an increase in the annual per resident rate from the current level of approximately $100,000, to over $200,000 per resident per year for the 39 individuals remaining at the facility during the final six-month placement period. Since all Medicaid eligible recipients receiving services from DDD are funded at a level reflecting an annual 

	Estimated Per-Diem Increases with Census Reduction


	Time Frame 
	Census
	# Placed
	% Placed
	Cost/res/yr

	Base
	155
	
	
	$100,000

	 6 months
	117
	38
	25%
	$109,429

	12 months
	   78
	39
	33%
	$123,459

	18 months
	   39
	39
	50%
	$147,201

	24 months
	    -
	39
	100%
	$203,816


capitation rate of approximately $2500/person/month, individual costs must be allowed to rise as the overall budget declines. Although it appears that savings resulting from outplacements will compensate for individual cost increases, it would be prudent to maintain an amount of general fund dollars to cover any unanticipated institutional cost increases. For the purpose of this study, the institutional budget represents the totality of funding available to support the transition to community services. Achieving the three objectives of (a) funding the downsizing process; (b) supporting the community placement of former ATPC residents; and (c) achieving significant cost savings requires a careful examination of the current ATPC budget and expenditure plan to locate all possible sources of funding that can be tapped to finance the process.

In most states, the rate and costs of community placements during the institutional closure process are dependant upon the amount of funds that can be made available from the institution to “follow” the individual to his or her new community living situation. The allocated budget of ATPC is approximately $16,925,400 for FY02, distributed as is shown in Table 2 below.


Maintenance is an important item in all facility budgets. It also is an area that can be reduced as the program census declines. Discussions with ATPC administrative staff indicate that for the past few years a number of long term maintenance projects have been funded through under expenditures in other areas deed, maintenance expenditures at Coolidge appear to have increased an average of 26% each year during the past five-year period, from $180,237 in 1997, to $674,611 in 2001. While such projects may be important to long-term viability of the physical plant, if a decision is made to close the program, the need for such expenditures will cease. Although some building maintenance will continue to be required throughout the period of census reduction, funding in this area can be reduced and savings maximized if the placement process is designed to close one building at a time as people move out.

An additional, although more difficult to predict, area of potential savings is in accumulated “excess receipts.” The term, Excess Receipts essentially refers to the fund balance that may exist at the end of the year in an institution as a result of under-expenditures in program or personnel areas, vacancy savings due to unfilled staff positions, fluctuations in the use of consultants and any of a number of other areas of the budget.

As can be seen from a comparison of the total allocated budget in Table 2 on the previous page ($16,925,400) with the Expense Budget in Table 3 ($15,619,634), expenses appear to be under the Allocated budget of $16,925,400. It should be noted, however, that the Arizona Department of Economic Security is not projecting any excess receipts at this time.

Community Costs

Transition
Over the past several years, institutional closures in states throughout the country have demonstrated the variety of functions and costs that must be transferred along with former institutional residents to the community. As is clearly demonstrated by the ten states which have closed all of their institutional programs and established totally community-based systems of services, success is highly dependant on the provision of sufficient personal, professional and infrastructure resources to local agencies. Expenses related to the transfer of individuals to community programs include increases in case management responsibilities and caseloads, increased expenditures related to staff development, training for new jobs, payment of reduction-in-force (RIF) benefits, early retirement buy-outs, etc., as well as temporary needs for increased staffing levels either at the institution or in the community. Separate start-up funding to cover such costs generally is not included in states’ funding structures. The structure of Arizona’s 1115 Medicaid waiver program does, however, include costs related to transition and start-up into the contracted capitated rate. To ensure the successful transition of residents to the community, the Division and the Department may want to consider developing the capacity to support certain extraordinary costs through the establishment of a dedicated risk pool, temporary rate subsidy, stop-loss insurance or other mechanism that is consistent with existing regulation, policy and procedure. A determination of the amount of funding dedicated to cover legitimate, unanticipated costs and the process by which such expenses are reimbursed must be developed through a detailed analysis of the methodology currently being used to develop provider rates, the strengths and weaknesses of the current practice for covering such costs and the long term implications of any change. The experience of other states, depending on the structure of their service delivery system, may provide helpful information as well.

Placement

To achieve a quality lifestyle in the community, people with developmental disabilities need: (a) direct support to compensate for the person’s disability or conditions that limit activity; (b) education, training and skill development to strengthen their ability to access community activities on their own without external support; (c) health or specialized services, such as medical, dental, physical, speech and occupational therapies to strengthen the person’s capacity to remain an active participant in society, and; (d) ancillary services, such as transportation, assistive technology, equipment repair and administrative assistance.

Developmental Homes. Costs associated with community placements include not only those necessary to support the individual, but also those expenses related to the development and maintenance of a competent, responsive, and cost-effective system of care. The process of transitioning services to community settings should strengthen existing capacities as well as develop new mechanisms to support people with intensive needs. Arizona, like most states, maintains a variety of community settings to support individuals at all levels of care.

This report projects the placement of ten percent (10%) of Coolidge residents, approximately fifteen individuals, into developmental homes. This type of community living alternative is suggested because of: (a) flexibility, developmental homes offer a highly individualized placement format that can be adjusted to increase or decrease the level of supervision, training or care as is necessary; (b) supervision, oversight and support of the individuals operating develop-mental homes can be tailored to meet their background, experience and level of skill; (c) training, since the number of individuals supported in develop-mental homes typically ranges from 1 to 2, training can be tailored to meet the specific needs of the individual receiving support, and; (d) cost effectiveness, developmental homes are usually operated through contracts between home operators and the state or provider agency. This approach limits administrative and staffing expenses and, because of provisions of the federal income tax code, the pay received by the home provider under contract can be treated as a “difficulty of care payment” rather than employment income, thus increasing the attractiveness of the position. Parenthetically, on March 9, 2002, President Bush signed a measure into law that clarifies the treatment of income received for this service by the home provider for tax purposes. The President’s action extends the provision that allows foster care providers of children to treat the income they receive as “difficulty of care payments,” rather than taxable wages and salaries to adults with disabilities. This action resolves barriers that have prevented many states from using the developmental homes, and makes the alternative much more attractive from a provider perspective.

Based upon an assessment of the needs of the people living at Coolidge conducted through face to face interviews, facility inspection and records review (see below); and upon significant experience with the administration and operation of developmental homes by both of the report’s authors, it is concluded that this placement alternative remains a clinically appropriate, comparatively inexpensive approach to the provision of 24-hour support. During the preparation of this report, the forgoing conclusion was supported by interviews with Division staff, including a county Regional Director of services. Several of the individuals interviewed indicated that it was generally believed throughout the system that developmental homes are currently inadequately funded. The authors did not perform a cost analysis of developmental home reimbursement practices.

Level of Care. The focus of this report is on the financial aspects of an institutional closure. Any monetary gains are rendered meaningless, however, if people do not continue to receive appropriate, effective, and responsive supports in the community. The authors met with a number of people receiving services in the institution and compared the intensity of their service need, disability status, and level of functioning with that of several individuals being supported in community programs. Two visits were made to the ATPC during which the authors toured all the cottages and four group homes. Short interviews and discussions were conducted with the staff and residents in each location. Additional interviews took place with the facility superintendent and his assistant, who graciously introduced the authors to the facility and its residents. The superintendent provided a considerable amount of information about the history, structure and functioning of ATPC, as well as materials describing in general terms the needs of the residents and supports that were offered. This information is included in this analysis. Also visited were the chief psychologist, director of nursing, the dentist, and several cottage managers.

To evaluate the capacity of the community to meet the needs of ATPC residents, the authors also conducted visits, meetings and interviews with community agencies and persons knowledgeable about the capacity of Arizona’s developmental disability community service delivery system, including:

· A visit and tour of the Tempe Habilitation Center.

· A visit with a group home operated by the Community Psychology and Educational


Services Program.

· A visit and tour the ICF/MR operated by Hacienda de Los Angeles.

· A phone interview with the Tungland Corporation Program Director in Tucson.

· Phone discussions with DD Regional Director for Pima County.

· Interviews and meetings with Deputy Director of DDD.

Based on this limited sample, the personal characteristics, need for support and disability status of Coolidge residents were compared with people receiving support in community programs (see Table 4 below). As shown in Table 4, there is very little difference between the needs of people supported in the community and those living in the institution. An examination of two key areas of support provision reveals the commonalities between the two groups of individuals.


	ATPC Resident Characteristics
	Characteristics of People in Community

	Residents at Coolidge are an aging group, with 66 

of 155 residents over the age of 50.
	While the ATPC has a larger percentage of elderly residents as part of its total population, phone interviews conducted with a private provider and regional director confirm that many aging consumers are served in Arizona’s community programs

	Special mealtime programs designed to reduce the 

risk of aspiration are in place for 72 residents.


	Persons with mealtime programs were observed at the program operated by the Tempe Habilitation Center and at Hacienda de Los Angeles.

	16 residents have “G” or “J” feeding tubes.
	Consumers with “J” and “G” tubes were observed at the two previously mentioned programs. At one, the consultants observed direct care staff properly feeding one consumer.

	70 residents use wheelchairs, some for distances 

no greater than 50 feet.
	There is ample evidence of the community’s ability to serve persons who use wheelchairs. Sophisticated electric wheelchairs with specialized positioning systems were evident at the Tempe program.

	A few residents require occasional suctioning.


	Consumers who require suctioning were observed in two community programs.

	Other medical issues experienced at ATPC 

include residents with cancer, diabetes, and 

ostomy care needs.
	The consultant learned of care provided a consumer suffering from terminal cancer in Tucson. Both the institution and community program accessed hospice services for terminally ill persons. Consumers with ostomies were observed at two community programs

	No residents have tracheotomies or require 

ventilators
	Hacienda de la Angeles serves persons with tracheotomies and who require ventilators. Agency has waiver-funded group homes with 24 hr. LPN support. Persons served have greater medical needs than ATPC residents.

	Seating and positioning issues are important 

to a significant minority of residents
	Persons with similar seating and mobility requirements were evident in two community programs visited.

	Over 40 residents use psychotropic medications 

and have behavior support plans
	Similar medications are used in community settings.

	Use of manual restraint as a behavioral intervention 

is rare.


	The community has the same experiences regarding the need for manual restraints

	Examples of challenging behaviors include 

self-abuse, acting out, and rare assaults.
	One program that was visited served persons with more complex and challenging behaviors.

	The aging of the resident population has had 

the effect of lessening the behavioral challenges.
	The relatively young age of community residents suggests that more challenging behaviors occur in the community settings, requiring more support



Behavioral Challenges. The level of challenging behaviors evidenced by people in the institution does not appear to be significantly different than those of people receiving community supports. Based on the information received, people with challenging behaviors are being effectively supported by existing community providers. There have been a few individuals whose behavior in the community has resulted in placement or replacement in the institution. Coolidge has done an admirable job of supporting these persons, but it is important to note that none of the individuals reviewed at the facility have challenging behaviors of such intensity that they could not be appropriately managed by community agencies such as those visited.

The experience of other states suggests that costs to support individuals with challenging behaviors are volatile and difficult to predict because not all providers are interested in serving this group, nor do all providers have the expertise to address the needs of such individuals. The possible need for a temporary emergency placement capability to respond to people who are in emotional or psychological crisis should be examined. Two to four individuals currently residing at ATPC demonstrate challenging behaviors.

In order for these individuals to be successfully supported in the community, it may be necessary to increase the clinical and behavioral expertise of providers. This need could be approached in a variety of ways, for example: (a) adding crisis support as a covered service under the state’s waiver program (if the service is not already included) and adjusting rates accordingly; (b) developing a crisis response capacity within the state Division of DD to provide emergency assistance, training and technical guidance to increase the ability of local agencies to manage people with intensive behavioral needs; (c) develop a coordinated “crisis intervention network” comprised of professional staff from state, provider and local community agencies that enables the system to respond to crises in an organized, shared manner
, or; (d) offering the opportunity for providers to bid on a separate contract to provide regional crisis response and support for people within the developmental disability system in designated service areas. The costs involved in the development of a coordinated statewide crisis capacity depend on the structure of the approach used. For the purposes of this analysis, the authors have earmarked $200,000 from the general fund savings resulting from the closure of the facility to cover the initial development costs of a broad based crisis response capability (See Table 7 on page 20).

Aging and Medically Fragile. Aging persons and those who are medically fragile constitute a large percentage of individuals residing at ATPC. As a group, these residents appear to be receiving very good care at the facility. There is, for example, virtually no skin break down and people appear clean and well cared for, which is a tribute to the nursing and direct care staff. The part-time physician, nursing staff, therapists and a dental clinic, have assured high quality healthcare. This is consistent with other institutions in the country. It is important to acknowledge, however, that community programs in Arizona also have served persons with similar or even greater medical needs in as effective and humane manner and clearly have the capacity to meet the needs of individuals at similar levels of disability. Given the total numbers of placements (155 over 2 years) and the extent of the Arizona DD community provider network, such an initiative should not necessitate the development of additional out-of-state providers.

	Service Need

Groupings
	No. of Coolidge Residents
	High End

Rate
	Total Est. Placement Cost

	Users of wheelchairs
	39
	$77,821
	$3,035,019

	Intensive medical or age involved (group home)
	16
	$144,084
	$2,305,344

	Moderate medically or age involved (group home)
	51
	$75,281
	$3,839,331

	Behavior Disorders
	24
	$99,208
	$2,380,992

	Developmental Home 
	15
	$47,794
	$716,910

	Other
	10
	$74,125
	$741,250

	TOTAL
	155
	
	$13,018,846

Ave.= $83,993

	Table 5. Estimate of Annual Community Placement Costs
By Service Need Groupings

Notes: Data in Table 5 are drawn from cost projections developed by Arizona DDS. The table is organized according to service need groupings established by the Department (see appendix) with the addition of the category of Developmental Homes.

	· Service Need Groupings. Categories for service cost analysis based on the needs of ATPC residents.

· Numbers of Coolidge Residents. The number of ATPC residents by service need category as determined by the Department.

· High End of the Rate. Figures provided by the Department identifying the most costly service rate scenario that might come out of the competitive bid process.

· Total Estimated Placement Cost. The total estimated costs of placement for individuals in each service category 
(# ATPC residents X Rate). 


	

	


 In the opinion of the authors of this report, all of the current medically fragile or aging institutional residents could live in waiver-funded homes, provided nursing care is available. Although developmental home options tend to be among the most cost-effective approaches of supporting most individuals, because of the advanced ages of a number of facility residents, it is recommended that the Division consider the development of a limited number of additional community residences offering the support necessary to prevent future nursing home placements. The establishment, for example, of four small homes for three-to-four residents each, capable of providing 24-hour nursing supports would not only meet the needs of some of the Coolidge residents in the short term, but would also expand the capacity of the state system to respond to the growing number of people from the “baby boom” generation that are expected to need such services in the years ahead.

The availability of primary care nursing and/or nurse case management is critical to the ability to assure timely assessment of a consumer’s medical condition, appropriate follow-through on medical regimens and the provision of adequate monitoring and review. The provision of nursing supports should be viewed as necessary to the development of an infrastructure in community programs that is adequate to meet the continuing evolving needs of the people served.

The costs of such support are included in two of the Waiver rates used in the state of Arizona (See Table 5 – differential costs related to the support of people with medical services needs at the intensive and moderate levels, at $144,084 and $75,281 per year, respectively) and have been factored into these recommendations. The average cost per ATPC placement is determined by dividing the total estimated annual placement costs ($741,250) by the total number of residents, 155, and equals $83,993.

The decision to base calculations on highest rates may overestimate expenses and reduce the amount of savings projected. This approach does, however, take into account the possibility that community provider agencies will submit service bids to support previous Coolidge residents at the highest rates available.

Although based on data provided by the Department, the authors’ analysis of ATPC resident placement needs and costs, as described in Table 5 on the previous page, diverge on several dimensions and project different estimates of possible cost savings. For example, the numbers of individuals listed in three of the five Service Need Groupings differ, the addition of the developmental home model reduced the number of individuals in the Other category from 25 to 10 and, the numbers of individuals expected to need a level of support provided an intermediate care facility for the mentally retarded (ICF/MR) were reduced from 51 to 16. This latter estimate is based upon face-to-face reviews the authors conducted of individuals at similar levels of need living at ATPC and in the community.

Infrastructure and Ancillary Services

Costs associated with the development of new community services for persons leaving institutions extend beyond the provision of individual support. To ensure the stability and capacity of the community system, states typically fund a number of activities during the placement process. These activities include: (a) expanding administrative capability to provide service monitoring and quality assurance; (b) strengthening the system’s clinical infrastructure to support people with even the most intensive needs; (c) establishing or transferring from the institution necessary specialized services, such as dental, nursing, speech and physical therapy; (d) providing financial support to community providers to hire and train staff prior to the arrival of new consumers, and; (e) funding building modifications, furnishing homes and purchasing specialized equipment.

In Arizona, all service costs are covered in the single all-inclusive capitated rate set by the Arizona Long-Term Care System (ALTCS). Because payment rates have not been significantly increased for the past five years, however, many community DD provider agencies believe they lack the capital or cash reserves to cover significant upfront expenditures. Many of the staff interviewed for this report noted that the state’s managed system of competitive, sealed bid contracting is vulnerable to the tendency of providers to bid the highest rate available in their contracts to maximize revenues. The authors have followed the approach used by the Department to account for this “rate drift” by basing the cost analysis on the Department’s highest rate of reimbursement within each range.

Medical and adaptive equipment, as well as personal items modified to meet the needs of each resident, represent a significant area of potential cost, particularly when all institutional residents are placed in the community within a relatively short period of time. The equipment needs of Coolidge residents are great. For example, over 70 of the 155 residents of the Coolidge facility use wheelchairs on a full time or intermittent basis. Many others rely upon equipment and furnishings that have been modified to meet their particular needs or to compensate for their disabilities. In addition, the rooms of most of the residents are furnished according to the preferences of the individuals and their families with great attention to detail, design, and the overall satisfaction of the resident. Many use shower chairs, specialized bath tubs, trolleys, lifts, standing tables, balance boards, vibration tables and an extensive array of other adaptive aids. Since these materials were purchased for the benefit of the resident, and in many cases modified to meet the particular needs or preferences of the individual, many states have taken steps to transfer essential institutional assets along with the person to his or her new home. To respond to state procurement and asset controls that limit the ability to donate such items to non-governmental entities, some states have worked with their administrative and general services departments to approve the long term loan of such items to non-governmental provider agencies. In order to comply with applicable laws, states may require that the organization take responsibility for the equipment, agree to employ appropriate maintenance and inventory control, report at regular intervals on the equipment’s status and ensure the materials are used for the individuals for whom they were originally intended. The Division may need to propose statutory changes to address this issue.

An additional means of up-front support can be accessed through the state Medicaid Durable Medical Equipment Program. Some specialized knowledge and training for therapists and case managers may be required to accurately prepare applications allowing Medicaid to fund these needed items. Considerable lead-time in the application process also may be required to coordinate the approval process with the expected community placement date.

Placement Costs and Savings

Arizona has responded to the needs of people with disabilities and their families by investing in the development of a statewide system of in-home supports. In FY00 for example, 15,412 people, representing 81% of the total number receiving of residential services of any kind (19,106), were provided with assistance within their family home (Prouty, Smith, & Lakin, 2001). Although there are people in Arizona with disabilities receiving support in the community whose needs are as intensive as those of ATPC, it is appears that the residents of the Coolidge program do, as a group, have greater needs than the majority of people currently receiving community services. The needs of these individuals, combined with the dynamics of the sealed bidding process (see above), make it doubtful that current ATPC residents could be supported adequately in the community at the average placement cost. Based on current community service costs, it can be anticipated that the service costs would be less than the annual rate at Coolidge of $109,196 per resident per year (See Table 5 on page 12, average estimated cost of community services per person per year of $83,993). Stated another way, at the present time, four percent (4%) of the total state budget for developmental disability services is supporting one percent (1%) of the total number of people in service (Total division budget of $367,652,635 v. institution budget of $15,619,635).

The rate of community placement over the past several years demonstrates that Arizona is able to offer an effective array of flexible community and family based supports. This investment in community services, combined with a freeze on additional institutional placements, has enabled the service delivery system to develop the capability to support individuals with even the most intensive needs in local communities throughout the state. This is an important accomplishment, not shared by all states. The existing level of expertise among community provider agencies and the history of a solid system of community supports in Arizona suggests that: (a) Coolidge residents can be effectively served by community provider agencies, and; (b) the substitution of lower cost community service alternatives for more costly institutional care can offer budgetary savings without compromising the quality of supports individual’s receive.

Potential of Enhanced Revenues Through Medicaid Conversion

Cost savings from institutional closures typically result from decreases in personnel costs, since staff pay rates are on average higher in the institution than they are in the community, from reductions in the rate of cost increase in ICF/MR programs due to inflation and federally mandated changes in services, and by freeing up state general fund dollars formerly allocated to the institution. Because Arizona’s 1115 Medicaid waiver applies a single all encompassing rate to cover the support costs of eligible individuals, the state fully funds individuals who do not qualify for Medicaid due to the presence of personal resources or because they do not meet the state’s level of care criteria in both Coolidge and community settings.

	Coolidge Budget FY02

	Current Funding

	Source of Funds
	Revenue
	No. Res
	Cost/Res/Yr

	Medicaid FFP
	$7,362,680
	113
	$100,241

	Gen Fund Match (54%)
	3,964,520
	
	

	Gen Fund Non-Eligibles
	5,598,200
	42
	133,290

	Total
	16,925,400
	155
	$109,196

	
	
	
	

	Budget with Medicaid Conversion

	Source of Funds
	Revenue
	No. Res
	Cost/Res/Yr

	Medicaid FFP
	7,785,684
	155
	$109,196

	Gen Fund Match (54%)
	9,139,716
	
	

	Gen Fund Non-Eligibles
	0
	
	

	Total
	$16,925,400
	155
	$109,196

	
	
	
	

	General Fund Savings
	$423,004
	
	


Currently, 42 residents of the institution are being totally supported by state funding (Table 6) at an overall General Fund cost of almost $5,600,000. Since a determination has been made that these individuals have needs best met in an institutional setting, a presumption can be made that they could become Medicaid eligible. The savings realized by converting current residents from 100% state funding to combined state and federal support under Medicaid is significant, based on the costs of services and number of individuals involved. Although 42 residents of ATPC are currently not eligible for Medicaid funding, a review of their support needs reveals that they do not present conditions that differ significantly from their peers at Coolidge. What differentiates many of these individuals from the other residents is that they hold financial assets that make them ineligible for Medicaid funding.

In FY02, the ATPC budget includes a $5,598,200 General Fund Appropriation in addition to the General Fund Medicaid match of $3,964,520. The greater part of this amount ($5,598,200) is used to fully fund the costs for the 42 Medicaid ineligible residents. If these individuals were to be placed in the community at an average cost equivalent to that of other institutional residents ($83,993), significant savings could be achieved.

Current General Fund Expense. 42 people receiving support at $83,993 (average community placement cost) equals $3,527,706.

Expense with Medicaid Conversion. 42 people at $83,993 each equals $3,527,706. With Medicaid Federal Financial Participation (FFP) of 65%, the new General Fund expense is $1,234,697 ($3,527,706 X 35% FFP), representing a savings of $2,293,009.

Overall Savings. Assuming that the 42 residents currently ineligible for Medicaid funding can: (a) be determined to be Medicaid eligible; (b) be supported in the community at an average cost of $83,993, and; (c) that the FFP continues at the current rate of 65%, then it can be expected that the FY02 budgeted general funds currently unmatched by federal revenues ($5,598,200) could be reduced by 65% resulting in a savings of $3,638,830.

Community Placement Cost Estimate

For purposes of this cost assessment it is assumed that no ATPC resident who is not currently being funded by Medicaid will be made eligible for Medicaid funding prior to closure. Projections for General Fund savings are discounted accordingly (see Table 9 on page 20). A complete analysis of community placement costs needs to include specific data regarding the process the state will use to reduce staff, close buildings, and develop necessary community infrastructure. Table 5 on page 12 provides an estimate of the annual community placement costs for Coolidge residents broken out by need category, and establishes an average cost per community placement of $83,993. Table 7 on the following page provides a summary of annualized placement costs during the downsizing process. Table 8 on page 19 offers a detailed description of the expenses for the two years of active placement activity. Finally, Table 9 on page 19 provides an analysis of the impact on General Fund dollars during deinstitutionalization.

	No.
	Item
	FY03 Expense
	FY04 Expense
	FY05

Expense

	
	Placement Period
	1st Six Months
	2nd Six Months
	1st Six Months
	2nd Six Months
	

	1.
	Number of Placements
	38
	39
	39
	39
	

	2.
	Part Year Placement Costs

(Rows 7, 15, 16 of Table 3)
	$3,212,733
	$9,743,189
	$13,018,915

	3.
	Institution Budget
	$12,569,667
	$6,382,211
	0

	4.
	Coolidge Budget
	$16,925,400
	$16,925,400
	$16,925,400

	5.
	Savings Available After Placement Costs
	$1,143,000
	$800,000
	N/A

	6.
	General Fund Savings
	$400,000
	$800,000
	$2,713,091

	7.
	Less Allocation for Crisis Response
	0
	0
	$200,000

	8.
	Net General Fund Savings
	$400,000
	$800,000
	$2,513,091


Placement process for the period 7/1/02 – 7/1/04: 


	
	
	7/1/02
	1/1/03
	7/1/03
	1/1/04
	7/1/04
	

	1
	Groups, Period,

Numbers and dates
	Group I/

Period 1

38

7/1/02- 12/31/02
	Group II/

Period 2

39

1/1/03- 6/30/03
	Total

FY03

Costs
	Group III / Period 3

39

7/1/03- 12/31/03
	Group IV/ Period 4

39

1/1/04- 6/30/04
	Total

FY04

Costs

	
	
	
	
	
	
	
	

	2
	Group I, Period 1 placement cost

25% of annual cost of $3,191,734
	$797,934
	
	
	
	
	

	3
	Group I

Total Period 1 cost
	$797,934
	
	
	
	
	

	4
	Group II, Period 2, placement cost

25% of annual cost of $3,275,727
	
	$818,932
	
	
	
	

	5
	Group I, Period 2, placement cost

50% of annual cost of $3,191,743
	
	$1,595,867
	
	
	
	

	6
	Total Period 2 costs

Groups I & II
	
	$2,414,799
	
	
	
	

	7
	Total FY03 cost

Period 1& Period 2

$797,934 + $2,414,799
	
	
	$3,212,733
	
	
	

	8
	Group III, Period 3,

Placement cost

25% of annual cost of $3,275,727
	
	
	
	$818,932
	
	

	9
	Total Group III,

Period 3 cost
	
	
	
	$818,932
	
	

	10
	Group IV, Period 4,

Placement cost

25% of annual cost at $3,275,727
	
	
	
	
	$818,932
	

	11
	Group III, Period 4,

Placement cost

50% of annual cost of $3,275,727
	
	
	
	
	$1,637,864
	

	12
	Total Period 4 cost

Groups III & IV
	
	
	
	
	$2,456,796
	

	13
	Sub total FY04

Groups I & II annual cost

$3,191,734 + $3,275,727
	
	
	
	
	
	$6,467,461

	14
	Sub total FY04

Groups III & IV
	
	
	
	
	
	$3,275,728

	15
	Total FY04 cost

Groups I, II, III & IV
	
	
	
	
	
	$9,743,189

	16
	FY05 Community costs

After ATPC closure

Average- $83,993

X 155 consumers
	
	
	
	
	
	$13,018,915


ATPC Placement Cost Analysis

An in-depth analysis of the costs involved throughout the period of institutional downsizing is shown in Table 8. Using data from Table 7 on the previous page, Table 8 offers a more detailed description of the costs related to each stage of the placement process.

An explanation of the derivation of the values in each of the rows of Table 8 is provided in Appendix II. An analysis of General Fund dollars required to support initial community placements is provided in Table 9 below.

	Placement Costs
	Amount
	Medicaid FFP (65%)
	Matching GF (35%)

	Placement cost for 56 Medicaid eligible residents (72% of total)
	$2,313,168
	$1,503,559
	$809,609

	Placement cost for 21 non-Medicaid eligible residents (28%)
	$899,565
	0
	$899,565

	Total
	$3,212,733
	$1,503,559
	$1,709,174

	GF Required from Institution Year 1
	
	
	$1,709,174

	Placement cost for 57 Medicaid eligible residents (72% of total)
	$7,015,096
	$4,559,812
	$2,455,284

	Placement cost for 21 non-Medicaid eligible residents (28%)
	$2,728,093
	0
	$2,728,093

	Total
	$9,743,189
	$4,559,812
	$5,183,377

	GF Required from Institution Year 2
	
	
	$5,183,377

	Placement cost for 113 Medicaid eligible residents
	$9,491,209
	$6,169,286
	$3,321,923

	Placement costs for 42 non-Medicaid eligible residents
	$3,527,706
	0
	$3,527,706

	Total
	$13,018,915
	$6,169,286
	$6,849,629

	GF Required from Institution Year 3
	
	
	$6,849,629




Cost projections contained in this analysis are based on the assumption that operational and “other than personal service expenses” at the institution are tightly controlled during downsizing to maximize the General Fund available to be transferred to support community placements.

Summary of Financial Issues

This project provides an estimate of the cost of relocating 155 ATPC residents into community settings and offers a general analysis of the potential short term and long term savings that will be achieved with the closure of ATPC, as described in the DDD Scope of Work-Service Objectives.

The assessment process began with an on-site review of the institution and community programs, an assessment of individual records and lengthy discussions with staff from state and community services. Calculations were based on data provided by the Division of Developmental Disabilities on the range of costs for each of several community placement models, adjusted to incorporate the developmental home model. An average community placement cost of $83,993 was calculated by dividing the ATPC population according to service need into six possible program groups, each with its own related cost (Table 5 on page 12).

Costs involved in the deinstitutionalization process were based on a community placement model that divided the process into four stages over a two-year period. This model assumes that 38 or 39 residents are placed per six-month period. Table 7 on page 18 also provides a comparison of the FY02 institutional costs to those required to fully fund the 155 residents of the facility in the community for a full year.

The average community placement cost of $83,993/person/year was used to project an estimate of expenditures for each fiscal year. This analysis accounts for the part-year placement cost of persons who enter the community in the beginning, middle, or end of the year. Assuming a constant rate of community placement throughout the year, the first year cost to place 77 ATPC residents in the community is calculated to be $3,212,733. The second year cost following the placement of all individuals is $9,743,189. In year three, the annual cost of 155 persons in the community for a full twelve months is $13,018,915 (Table 8), a savings of $3,906,485 over the current costs of maintaining the institution at Coolidge of $16,925,400 (In FY02).

An analysis of the state General Fund dollars required to support individuals placed in year one (FY02), $1,709.174, in year two, $3,183,377 and in year three, $6,849,629 is provided in Table 9. Calculation of General Fund savings must take into account the number of Coolidge residents who are supported only by state funding. The budget for the ATPC consists of two separate allocations, $3,964,520 used to match the FFP for Medicaid eligible residents and $5,598,200 to support those individuals who are not Medicaid eligible. Together, the two General Fund appropriations total $9,562,720. Assuming that no residents who are not currently supported by Medicaid funding are made eligible through mandated spend downs or establishments of trusts, the savings available to the state after closure will be:


Total FY02 GF Allocation:
$9,562,720


GF Required to fund


155 placements:
(6,849,629)


Savings =
$ 2,713,091
There are several caveats that must be made regarding the amount of potential savings identified above. First, it must be understood that these savings are not fully realized until after closure. Second, during the downsizing period savings will be more modest. Third, an accurate prediction of expenses and savings cannot be computed until a downsizing and Reduction in Force (RIF) plan in designed for the institution. Fourth, and finally, it must be understood that all plans are subject to unanticipated changes in the rates of placement, the ability to secure staff with the necessary expertise and a number of other variables.

Costs and Benefits

One purpose of this study was to identify the point at which the costs of maintaining the program at Coolidge outweighed the benefits of keeping the facility open. As has been demonstrated by the foregoing analysis, the nature of the needs of the residents of Coolidge are not substantively different than those currently receiving state funded services in the community. Medical, dental, psychological, and therapeutic services of the intensity needed by the institutional residents are reported to be available and accessible to those in community programs. No data were found that would lead one to conclude that the current service delivery system is incapable of meeting the needs of an additional 155 people.

Arizona is well positioned to complete the transition to a community system of support for people with developmental disabilities. Although the data suggest that the initiative can be accomplished with current resources with funding transferred from the institution as facility residents move into community settings, it does appear that the Department could achieve savings by increasing the number of institutional residents eligible for Medicaid funding. Arizona would be well advised to follow the lead of most other states by decreasing the number of state supported residents in the institution from the current percentage of approximately 28% to a number approaching 0%-5%. It is the opinion of the authors of this report that the costs of the Training Program at Coolidge currently outweigh the benefits provided.

Conclusion

This report offers a preliminary analysis of the potential cost savings related to the closure of the Arizona Training Program at Coolidge. A review of the medical, habilitative, and personal needs of the residents of the facility reveals no significant difference from those currently receiving support in community settings. The comparative cost of support for individuals at ATPC is, however, substantially higher than providing services to similarly situated individuals in community programs.

The final report will include any additional data and information inadvertently omitted in the current Preliminary Report and will additional place the experience of the Coolidge program in a national context.
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Appendix I

Organizational Background and Qualifications

The Association is a nonprofit organization composed of the developmental disabilities program authorities of the 50 states and the District of Columbia. Established to provide policy guidance, technical support, and the dissemination of information regarding best practices, NASDDDS works to strengthen states’ capacities to serve citizens with developmental disabilities for more than three decades.

NASDDDS furnishes extensive on and off-site consultation and technical assistance to approximately twenty states each year on a variety of subjects related to policy and practice including, federal and state regulatory compliance, program organization and operation, Medicaid procedures, and a variety of topics related to the development of effective alternatives for service provision. The Association additionally provides technical analyses of new and emerging methods of support provision and disseminates critical policy information to states through its website and four separate regular electronic and print publications. The assessment was completed by two professionals with background and direct experience administering both community and institutional programs, and specifically in the process of institutional closure.

Appendix II

Description of the methodology used to determine

the values of each cell depicted in Table 8

· Row 1, Groups, Periods, Numbers, and Dates: This row includes the anticipated number of residents to be placed in the six-month period defined by the dates also in the box. There are four six-month periods required to place all 155 ATPC residents into community programs.

· Row 2, Placement Cost, Group I, Period 1: The annual cost of placing 38 residents (38 X $83,993) is $3,191,734. $83,993 is the average cost per placement determined in Table 1. It is assumed that the initial six- month cost would be 25% of the annual cost. This is based on the assumption that half the 38 residents would be placed in the first three months period and the other half in the next three months.

· Row 3, Total Group I, Period 1 Cost: This is the initial six-month placement cost for 38 persons.

· Row 4, Placement Cost, Group II, Period 2: This is the same rational used in Row 2 except 39, not 38 residents are placed.

· Row 5, Placement Cost, Group I, Period 2: Group I consumers are now all in the community for a full six months. These costs are 50% of the annual costs.

· Row 6, Total Period 2 Cost: This includes Group II initial community placement cost and the six- month cost of Group I consumers.

· Row 7, Total FY03 Cost: This fully funds the cost of community placement for 77 consumers in the first year of institutional downsizing. (Row 3 + Row 6= Row 7).

· Row 8, Placement Cost, Group III, Period 3: This is the same number used in Row 4 based on 39 residents placed.

· Row 9, Total Group III, Period 3 Cost: This includes only the cost of placing the Group III residents in Period 3.

· Row 10, Placement Cost, Group IV, Period 4: This is the same number used in Rows 4 & 8.

· Row 11, Placement Cost, Group III, Period 4: Group III consumers are now in the community for a full six-months. These costs are 50% of the annual costs.

· Row 12, Total Period 4 Cost, Groups III and IV: This includes Group IV initial community placement costs and the six-month cost of Group III consumers.

· Row 13, Sub-Total FY04 Cost, Groups I and II: This includes the annual costs of Groups II and II.

· Row 14, Sub-Total FY04 Cost, Groups III and IV: This includes the sum of Rows 9 and 12, the amount expended for placement for Groups III and IV in FY04.

· Row 15, Total FY04 Costs, All Groups: These amounts include the annualized costs for FY03 plus the partial costs of FY04.

· Row 16, FY05 Community Costs: This amount reflects the costs after all the ATPC residents are placed in the community for a full year (FY05). There are no part year community placement costs included.

Table 1. Predictive Model Applied to ATPC Costs: �Per-diem rates increase by 1% for every 2.6% reduction in the institutional census





Table 2. Allocated Table





Coolidge Budget 2001-02


�
�
 LTCSF �
 Fed �
$  7,362,680�
�
�
 GF Match �
3,964,520�
�
 DDD �
 GF Other �
5,598,200�
�
 Total �
�
$16,925,400�
�
Less Maintenance �
�
 (674,611)�
�






Table 4. Comparison of Characteristics of Individuals Living at ATPC


with Individuals Living in the Community








Coolidge Expense Budget


2001-2002�
�
 Item �
Expenditure�
�
�
�
�
Pers Serv (60)�
$9,991,213�
�
Fringe-@26% (61)�
2,607,907�
�
�
�
�
Consultant-P&O (62)�
389,439�
�
In-State Travel (65)�
30,005�
�
Food (67)�
424,948�
�
Clint Services (69)�
447,851�
�
Suppl,Other Op (70)�
1,246,624�
�
Capital Equip (84)�
284,405�
�
Noncap Equip (85)�
       197,242�
�
Total �
$15,619,634�
�



Coolidge  �
�
 Item �
 Expenditure �
�
�
�
�
 Pers Serv (60) �
       9,991,213 �
�
 Fringe-@26% (61) �
       2,607,907 �
�
�
�
�
 Consultant-P&O (62) �
          389,439 �
�
 In-State Travel (65) �
           30,005 �
�
 Food (67) �
          424,948 �
�
 Clint Services (69) �
          447,851 �
�
 Suppl,Other Op (70) �
       1,246,624 �
�
 Capital Equip (84) �
          284,405 �
�
 Noncap Equip (85) �
          197,242 �
�
 Total �
     15,619,634 �
�






Table 3. Coolidge Expenses Budget








Table 7. Institutional Operating Budget, Placement Costs� and Savings During Downsizing�





Notes:


Row 1, Number of Placements: Persons placed in each 6 months of the 2-year placement process (from Table 9).


Row 2, Placement Costs: Total placement costs from Table 8.


Row 3, Institutional Budget: Full year costs of operating the institution during census reduction reflecting fund transfers to support ATPC residents in community settings.


Row 4, Budget: FY02-FY05 ATPC budget reported in constant FY02 dollars, not adjusted for inflation.


Row 5, Savings: Savings resulting from the substitution of lower cost community support alternatives. FY03 savings exceed those of FY04 because of the increased numbers of Coolidge residents being supported in the community, and the need to continue to fund fixed costs at the institution.


Row 6, General Fund Savings: General Fund portion of the savings adjusted to reflect residents supported by state dollars only. No change in the state-federal revenue mixture is assumed.


Row 7, Crisis Response: General Fund savings set aside to meet the crisis needs of consumers who formally used the institution as a temporary residential placement.


Row 8, Net General Fund Savings: FY05 GF savings adjusted to account for costs associated with the development of a statewide crisis response capacity.











Table 6. Revenue Implications of Converting All Coolidge Residents to Medicaid Funding�





Table 8. ATPC Community Placement Cost Analysis








Table 9. Anticipated Community Placement Costs 


in General Funds for Years 1, 2, and 3.





Notes:


Calculations in Table 9 assume a 65% Federal Financial Participation Rate (FFP) for services.


Dollar amounts are stated in FY02 funds, not adjusted for inflation.


A total of $6,849,629 is required during the year following closure (Year 3, FY05) to fully fund 12 months of community services for all 155 ATPC residents. Funds are expected to come from savings realized from the downsizing and eventual closure of the ATPC.


More than half of the general fund dollars allocated to the institution is used to support 42 persons who are not Medicaid eligible. This analysis assumes that no current residents are made eligible in the future and therefore represents a conservative estimate of GF savings.








� FY02 dollars, not adjusted for inflation.


� Additional information on the set up and operation of statewide crisis intervention networks is available upon request.
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