Department of Agmg COMMISSIONER
and Disability Services Adelaide Horn

July 1, 2008

John O’Brien, Director
Legislative Budget Board
- P.O. Box 12666

Austin, TX 78711-2666

Dear Mr. O’Brien:
Enclosed is the agency’s FY 2008 Monthly Financial Report as of May 31, 2008.

The following is a narrative summary of budget adjustments processed during the month; budget
variances; explanations for significant changes from the previous report; capital budget issues,
and other key budget issues at this time.

BUDGET ADJUSTMENTS

In total, the FY 2008 operating budget has increased by $134.4 million from the original FY
2008 appropriation for the agency. Of this increase, $82.0 million was for Nursing Home,
ICF/MR, and Community Care rate increases included in Article IX of HB 1 and HB 15, while
$15.6 million was added for payroll-related items (two-percent pay raise and Benefit
Replacement Pay). Furthermore, an additional $39.8 million in bond funding for the purpose of
Capital Repairs and Renovations received approval from the Legislative Budget Board, the
Texas Public Finance Authority, and the Texas Bond Review Board. Please see Attachment A

for a detailed accounting of these adjustments.

BUDGET VARIANCES

As May 31, 2008, the Agency is projecting a total FY 2008 surplus of $62.6 million. Of this
surplus, $38.8 million can be attributed to the additional bond funding for Repairs and
Renovations of State Schools which was recently approved by the Legislative Budget Board,
Texas Public Finance Authority, and the Texas Bond Review Board. The remaining positive
variances of $23.8 million, of which $12.3 million is state general revenue, is a result of client
service strategies in which caseloads or costs are projected to be lower than what was

appropriated/budgeted.

The Agency’s operating budget reflects the appropriated budget plus Rider adjustments. In
addition, the waiver strategies consist of transfers related to Goal D Waiting List and transfers
between waiver strategies to compensate for projected caseload realignments and cost

adjustments.
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Projected expenditures for Medicaid entitlement client services are based upon caseload
forecasts prepared by HHSC in June 2008, based upon payment data through April 2008.

The following is an explanation of notable variances (greater than $1.0 million) by strategy:

A.ll Intake, Access, & Eligibility — this strategy is projected to have a $4.1 million
positive variance of which $2.3 million is state funds. This variance is due to cost associated

with the hiring of new employees being lower than initially anticipated.

A.2.1 Primary Home Care — this strategy is projected to have a $19.8 million positive
variance of which $7.9 million is state funds. This variance is due to a projected decrease in
the number of persons served and a decrease in the costs associated with this program as

compared to the current appropriated budget.

A.2.2 Community Attendant Services (Formerly Frail Elderly) — this strategy is
projected to have a $6.6 million positive variance of which $2.7 million is state funds. This
variance is due to a projected decrease in the number of persons served and a decrease in the
costs associated with this program as compared to the current appropriated budget.

A.2.3 Day Activity and Health Services — this strategy is projected to have a $4.2
million negative variance of which $1.6 million is state funds. This variance is due to a
projected increase in the number of persons and an increase in the costs associated with this

program as compared to the current appropriated budget.

A3.1 Community Based Alternatives - this strategy is projected to have a $4.4 million
positive variance of which $1.8 million is state funds. This variance is due to a projected
decrease in the number of persons served in this program, which is partially offset by an
increase in the cost associated with this program as compared to the current operating budget.

A.3.2 Home and Community-based Services — this strategy is projected to have a $14.5
million negative variance of which $5.9 million is state funds. This variance is due to a
projected increase in the number of persons served and a projected increase in the cost
associated with this program as compared to the current operating budget.

A.3.3 Community Living Assistance and Support Services — this strategy is projected
to have a $6.9 million negative variance of which $2.7 million is state funds. This variance is
due to a projected increase in the number of persons and an increase in the costs associated
with this program as compared to the current appropriated budget.

A.3.4 Deaf-Blind Multiple Disabilities — this strategy is projected to have a $1.2 million
positive variance of which $.5 million is state funds. This variance is due to a projected
decrease in the number of persons served and a decrease in the costs associated with this

program as compared to the current operating budget.

A3.5 Medically Dependent Children Program — this strategy is projected to have a
$4.1 million positive variance of which $1.6 million is state funds. This variance is due to a
projected decrease in the cost associated with this program, which is partially offset by a



projected increase in the number of persons served as compared to the current operating
budget.

o A4l Non-Medicaid Services — this strategy is projected to have a $3.8 million positive
variance of which $3.8 million is state funds. This variance is due to a projected decrease in
the number of persons served and a decrease in the costs associated with this program as

compared to the current operating budget.

o AS.I PACE - this strategy is projected to have a $4.4 million negative variance of
which $1.7 million is state funds. This variance is due to a projected increase in the costs
associated with this program, which is partially offset by a projected decrease in the number
of persons served as compared to the current operating budget.

o A.6.1 Nursing Facility Payments — the Strategy is projected to have a $3.0 million
negative variance of which $0.9 million is state funds. The Appropriation was not fully
funded for services such as, Ventilator add-ons; rehab services; specialized services; Nurses
aide training; and PNA. In addition, the Appropriation did not include adequate funding for
these services, or any funding for TILES to RUGS development.

o A.6.2 Medicare Skilled Nursing Facility — this strategy is projected to have a $1.4
million negative variance of which $0.5 million is state funds. This variance is due to a
projected increase in the number of persons served and a projected increase in the costs
associated with this program as compared to the current operating budget.

o A.6.3 Hospice — this strategy is projected to have a $3.5 million positive variance of
which $1.4 million is state funds. This variance is due to a projected decrease in the number
of persons served and a decrease in the costs associated with this program as compared to the

current operating budget.

o A7.1 Intermediate Care Facilities - Mental Retardation — this strategy is projected to
have a $6.6 million positive variance of which $2.8 million is state funds. This variance is
due to a projected decrease in the number of persons served and a decrease in the costs
associated with this program as compared to the current operating budget.

o A9.1 Capital Repairs & Renovations — this strategy is projected to have a $38.8
million positive variance as a result the approval of additional $39.8 million in bond funding
for Repairs and Renovation of State Schools. These projects have received approval from
the Legislative Budget Board and the Texas Public Finance Authority. The Texas Bond
Review Board approved the issuance of these bonds in March 2008.

SIGNIFICANT CHANGES FROM PREVIOUS REPORT

For Primary Home Care, Community Attendant Services, Day Activity and Health Services,
Community-Based Alternative, CLASS, Consolidated Waiver Program, Deaf-Blind, MDCP,
non-Medicaid services (Title XX) and Promoting Independence Services, the changes are the
result of preliminary estimates of minimum wage-related rate increases, totaling $5.6 all funds,

which will go into effect August 1, 2008.



In regards to Nursing Facilities and Hospice, the annual projections are slightly lower than the
previous month’s report as a result of updated payment data/completion factors. For Nursing
Facilities the actual average census through May 2008 is slightly less than previously estimated.
As for Hospice, the average cost per client is running slightly lower than previously estimated.

OTHER KEY BUDGET ISSUES

The FY 2008 State School ICF/MR interim rate is currently being calculated. The FY 2008 rate
will be higher than the FY 2007 rate due to increased staffing levels (1,690 state school staff by
the end of FY 2008). Until this rate is calculated, the FY 2007 rate will continue to be used.

The Agency was authorized about 2,000 additional staff for State Schools; Long-Term Care
Services support workers and related staff; and Long-Term Care Regulatory functions.
Therefore, the number of filled positions will increase from approximately 14,000 during the

fiscal year.

CAPITAL BUDGET ISSUES

The Agency was appropriated $7.4 million in lapsing FY 2006-07 bond funding for continuing
the projects approved by the Texas Public Finance Authority and the Texas Bond Review Board
for financing related to the Bond projects shown in our FY 2006-07 Capital Budget Rider. The
Agency started these state school repair and/or renovation projects during the month of
December 2005 and the procurement of these items is proceeding. On November 6", 2007, in
conjunction with the passage of a constitutional amendment, the Agency received an additional
$39.8 million in bond funding for Repairs and Renovation of State Schools. These projects have
received approval from the Legislative Budget Board and the Texas Public Finance Authority.
The Texas Bond Review Board approved the issuance of these bonds in March 2008.

Please feel free to contact me at 438-3355 if you have any questions or require additional
information.

Sincerely, /
é?do Taylor
Chief Financial Officer

cc: Adelaide Horn, Commissioner
Albert Hawkins, Executive Commissioner HHSC
Tom Suehs, Deputy Executive Commissioner HHSC
Kristi Jordan, Governor’s Office of Budget, Planning and Policy
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