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Introduction
Section 105 of Public Act 04-2, May Special Session, requires the Secretary of the Office of Policy and Management to consult with the heads of certain budgeted agencies and to prepare a report comparing wage increases provided to state employees during the FY 2003-05 biennium to the cost of living adjustments given to private providers during the same period (see attachment for the legislation).  The information contained in this document is intended to comply with the reporting requirement outlined in the legislation.

Scope
In order to prepare this report in accordance with the legislative language as well as in the time available between the end of the 2004 legislative session and the required due date, it was necessary to make certain operational decisions about the report’s scope.  There were three general areas in which operational decisions were required:  the state agencies to be included in the report, the state employees to whom private providers were to be compared, and the time period (biennium) to be used for the comparison.  We explain our interpretations of the legislation for each of these areas below.

1.)  Agencies.  While the legislation specifies that the Secretary of OPM consult with “each budgeted agency responsible for services related to health and hospitals, human services, education, and correction” in preparing this report, it also limits the services subject to the report to those “pursuant to contracts with private providers.”  We therefore interpreted this as requiring that we include in the report only those agencies that engage in human service contracting through the Purchase of Service (POS) initiative, specifically those POS agencies with grant-type contracts that have received cost of living adjustment (COLA) funds distributed from the Office of Policy and Management’s Private Providers account.  This interpretation resulted in OPM’s solicitation of information from the following agencies:
· Department of Mental Retardation

· Department of Mental Health and Addiction Services

· Department of Correction

· Department of Children and Families

· Council to Administer the Children’s Trust Fund

· Judicial Department

While the Private Provider section of this report focuses on information gathered from these six agencies, it should be noted that there are private providers who contract with other POS agencies, such as the Department of Public Health and the Department of Social Services, as well as providers under contract to other non-POS state agencies, such as the State Department of Education, that are not addressed in this report.  Nevertheless, we believe that the type of information captured in this report is representative of the universe of private providers under contract to the state.
It should also be noted that we have not attempted to address the variety of non-grant funded private providers who receive rate increases or cost of living adjustments through other mechanisms than those supported by the OPM Private Providers account.  Examples of these include:

· Residential treatment centers (RTCs) under contract to the Department of Children and Families and the State Department of Education.  Section 17a-17 of the Connecticut General Statutes authorizes the single cost rate system, which is detailed in Sections 17a-17-1 through 17a-17-16 of the Regulations of Connecticut State Agencies.  Providers subject to the single cost system receive rate increases based on these regulations.
· Intermediate Care Facilities for the Mentally Retarded (ICF/MRs) under contract to the Department of Mental Retardation and the Department of Social Services.  These rates are governed by Section 17b-340(g), CGS.

· Chronic disease hospitals reimbursed by the Department of Social Services.  These rates are governed by Section 17b-239, CGS.

· Nursing homes reimbursed by the Department of Social Services. These rates are governed by Section 17b-340, CGS.

· Acute care hospitals reimbursed by the Department of Social Services.  These rates are governed by Section 17b-239, CGS, as amended by Section 3 of Public Act 04-258.

· Managed care organizations under the HUSKY program reimbursed by the Department of Social Services.  These rates are subject to federal limitations and are negotiated between the MCOs and DSS.
While the providers noted above have received increases during the FY 2003-05 biennium, we made no attempt to address such providers in this report, given that statutory and regulatory mechanisms exist to address their rate increases.
2.)  State Employees.  The legislation requires that “the compensation increases due to cost of living allowances or performance-based increases by the state to state employees” be the basis of comparison to private provider COLAs.  The legislation further specifies that the state employees subject to comparison be those “providing the same or similar services” as private providers.  Our interpretation of these requirements led us to consider increases to two state employee bargaining units as the basis for the comparison required for this report:

· Professional Health Care (P-1).  This bargaining unit includes physicians, psychiatrists, registered nurses, psychologists, social workers, and therapists (e.g., occupational and physical therapists).  As of October, 2003, there were 2,204 full time employees in this bargaining unit.

· Non-Professional Health Care (NP-6).  This bargaining unit includes licensed practical nurses, mental health workers, mental retardation workers, therapy assistants, and nurses’ aides. As of October, 2003, there were 4,135 full time employees in this bargaining unit.

We believe that these bargaining units provide services roughly comparable to the services private providers perform for the state, and provide a reasonable basis for the comparison required by the legislation.  We did not include the Social and Human Services (P-2) bargaining unit in this comparison because we do not believe that private providers render services that are comparable to those performed by state employees who are members of this bargaining unit.  The P-2 bargaining unit includes protective services social workers, eligibility technicians, and employment security staff.

3.)  Time Period (Biennium).  The legislation specifies that the report compare, “for the previous biennium,” the increases for state employees to cost of living adjustments for private providers.  Because Sec. 105 of PA 04-2, MSS, has an effective date of July 1, 2004, several interpretations of “the previous biennium” are plausible.  One interpretation is that the legislation refers to the two-year period preceding its effective date, i.e., the FY 2002-04 biennium.  This period, however, does not align with a budget biennium.  Another interpretation is that the legislation refers to the budget biennium preceding the effective date, i.e., FY 2001-03.  We believe, however, that given the references in the legislation to including this report as part of the Governor’s recommended budget for the FY 2005-07 biennium, the intent of the legislature was for us to look at the two-year period that precedes FY 2005-07.  We have therefore used the FY 2003-05 biennium as the time period in which state employee increases and private provider COLAs are compared.
State Employee Wage Increases
As noted above, for this report we show the increases paid to two state employee bargaining units that we determined provide services that are the most comparable to the services rendered by private providers.  These two bargaining units are the Professional Health Care (P-1) and Non-Professional Health Care (NP-6) units.  We also used the FY 2003-05 budget biennium as the time period for our analysis.

For FY 2003-05, the annualized value of the increases paid to these bargaining units and the weighted average cost for each year was estimated as follows:

	FY 2003-04
	General Wage Increases (annualized value)
	Annual Increments plus extra steps (annualized value)
	Total (annualized value)

	Professional Health Care (P-1)
	2.45%
	1.12%
	3.57%

	Non-Professional Health Care (NP-6)
	2.50%
	0.83%
	3.33%

	Weighted Average
	2.48%
	0.93%
	3.41%


Note:  GWI and AI information from cost estimates of arbitration awards.  Average weighted by number of employees in each bargaining unit as of October, 2003.
	FY 2004-05
	General Wage Increases (annualized value)
	Annual Increments  plus extra steps (annualized value)
	Total (annualized value)

	Professional Health Care (P-1)
	2.97%
	2.71%
	5.68%

	Non-Professional Health Care (NP-6)
	2.99%
	2.67%
	5.66%

	Weighted Average
	2.98%
	2.68%
	5.67%


Note:  GWI and AI information from cost estimates of arbitration awards.  Average weighted by number of employees in each bargaining unit as of October, 2003.

Note that these tables show the annualized increases awarded to these bargaining units.  The percentage associated with the actual cash increase for the first year may be less than depicted above—for example, when an increase is implemented mid-year.
It should also be noted that the Annual Increments columns of the tables above reflect extra steps for employees at the top end of the pay plan which were added as the result of arbitration in 2003 and 2005.  While we include the impact of these extra steps (about 0.14% in FY 2003-04 and 2.05% in FY 2004-05) in the interest of being as comprehensive as possible about increases during the FY 2003-05 biennium, their inclusion arguably over-estimates the differences between state employee and private provider increases.  This is because these steps allow for additional increases in the biennium beyond what the normal general wage increases and annual increment movement through the pay range provide.  However, given that employees cannot advance to these additional steps without receiving satisfactory service ratings, we felt that including them for purposes of this report was consistent with legislative intent to compare provider COLAs to “cost of living allowances or performance-based increases paid by the state to state employees.”
Finally, because the legislation requires that we look at “the mean average increase” paid to state employees for the FY 2003-2005 biennium, we have calculated the simple average of the increases for the two years, as shown in the tables above, as follows:

	FY 2003-05 Biennium
	General Wage Increases
	Annual Increments
	Total

	Average
	2.73%
	1.81%
	4.54%


Private Provider COLA Increases
The legislation requires that increases paid to state employees, as noted above, be compared to the COLAs paid by the state pursuant to contracts with private providers.  In FY 2003-04, due to the state’s financial position, no private provider COLA was appropriated.  In FY 2004-05, $12,831,532 was appropriated to OPM’s Private Providers account to implement a 1.5% COLA effective October 1, 2004.  The FY 2004-05 COLA has an estimated annualized (FY 2005-06) value of approximately $17.1 million.

State agency contracts with private providers are significant and provide a variety of important services, primarily direct client services.  While Sec. 105 of PA 04-2, MSS, does not require that we provide information on private providers beyond that presented in the preceding paragraph, we believe that the amount of funding and the proportion that is wage-based is useful context.  As noted in the Scope section, we surveyed state agencies about their private provider contracts.  Our six agency survey yielded the following information:
Department of Mental Retardation.  DMR estimates its General Fund contract base for FY 2004-05 at approximately $429.2 million.  Private provider salaries and fringe benefits for about 10,300 full-time equivalent staff (nearly 8,000 of whom provide direct care) represent about 70% of this amount.  These funds support a wide variety of services, including community residential services, employment opportunity and day services, cooperative placements, and emergency placements.  While about $22.37 million for the Early Intervention (Birth-to-Three) program is included in the funding total, the fee-for-service and capitated rate structure of the program does not allow DMR to capture the number of staff supported by this funding.
Department of Mental Health and Addiction Services.  DMHAS estimates that its General Fund appropriations support about $191.6 million in contracts for FY 2004-05.  These contracts include mental health and substance abuse grants, housing supports, employment opportunities, young adult services and jail diversion programs.  Contract funds support over 3,800 full-time equivalent private provider staff, with over 3,500 providing direct client care.  Private provider salaries and fringe benefits represent about 69% of total private provider funding.  It is important to note, however, that these staffing numbers are based on FY 2002-03 data; DMHAS has modified its contracting process to emphasize outcomes and as a result no longer captures staffing detail.  Note also that funds for fee-for-service programs (e.g., the General Assistance Behavioral Health Program) are not included above.
Department of Correction.  DOC estimates that its FY 2004-05 private provider contract base is about $23.7 million, with about 60% of that total devoted to salaries and benefits for about 331 full-time equivalent private provider staff, 245 of whom provide direct care services.  These funds provide community support services as well as support services for the Board of Pardons and Paroles.
Department of Children and Families.  DCF estimates that its FY 2004-05 private provider contract base is nearly $93.8 million, supporting a wide variety of contracts including certain residential services, child guidance clinics, and community behavioral health services.  Of this amount, about 65% supports private provider salaries and benefits for about 2,400 full-time equivalent staff, more than 1,600 of whom provide direct client care.
Council to Administer the Children’s Trust Fund.  CTF estimates that its FY 2004-05 private provider contract base is nearly $4.9 million, with about 84% devoted to wages and fringe benefits for about 106 full-time equivalent staff, 93 of whom provide direct services.  These funds primarily support education and intensive home visitation for new, at-risk parents.
Judicial Department.  The Judicial Department estimates that its FY 2004-05 contract base is $51.9 million, with about 66% of that amount supporting wages and benefits for more than 870 full-time equivalent staff, about 824 of whom provide direct services.  These contracts are mainly for alternative incarceration programs and juvenile justice centers under the Court Support Services Division.  Note, however, that fee-for-service programs and consultant based services are not represented in these figures.
Private provider total and direct care staffing supported through grants from the six surveyed agencies is summarized in the table below:
	Agency
	Estimated Total FTEs
	Estimated Direct Care FTEs

	Department of Mental Retardation
	10,294
	7,962

	Department of Mental Health and Addiction Services
	3,862
	3,565

	Department of Correction
	331
	245

	Department of Children and Families
	2,411
	1,637

	Council to Administer the Children’s Trust Fund
	106
	93

	Judicial Department
	871
	824

	Total
	17,875
	14,326


FY 2004-05 private provider grants subject to COLA distributions from OPM’s Private Providers account as well as the portion of those grants that the six surveyed agencies estimate are salary and fringe benefit-related are summarized below:
	Agency
	Estimated Contract Base, FY05

(in millions)
	Estimated Salary and Fringe Benefit Portion

(in millions)

	Department of Mental Retardation
	$429.2
	$285.9

	Department of Mental Health and Addiction Services
	191.6
	132.7

	Department of Correction
	23.7
	14.3

	Department of Children and Families
	93.8
	60.8

	Council to Administer the Children’s Trust Fund
	4.9
	4.1

	Judicial Department
	51.9
	34.1

	Total
	$795.1
	$531.9


Concluding Comments
The increases awarded to state employees providing services comparable to private providers, as noted above, averaged an annualized 3.41% in FY 2003-04.  During the same period, no funds were appropriated to OPM’s Private Providers account for a private provider cost of living increase.  In FY 2004-05, state employees received an average annualized 5.67% increase, as compared to an annualized 1.5% appropriated to OPM’s Private Providers account.  The average of the increases to state employees for the FY 2003-05 biennium was 4.54%.
The services rendered by private providers are an important and valuable component of the state’s human services infrastructure.  While the state’s financial position over the past few years has not permitted a more comprehensive response to the needs of private providers, we are committed to looking at ways the state can continue to address those needs within the limitations of available appropriations.
One concrete step that is already underway to address the needs of private providers is reinvigoration of the Purchase of Services Council.  Composed of private providers, provider trade groups, and state agencies, the POS Council will facilitate provider-state communication about key issues.  As a result of a series of meetings held this year, a number of issues have been identified, including multi-year contracting, surplus retention, uniform contracting, timely contracts and payments, reporting requirements, and cost accounting standards.  While balancing the needs of providers and the state regarding this list of complex issues will require time and continued dialogue, it is our hope that we can begin to address some of these concerns in the near term and build on those successes in future years.

Attachment
Public Act 04-2, May Special Session

Sec. 105. (NEW) (Effective July 1, 2004) (a) On or before September 1, 2004, the Secretary of the Office of Policy and Management, in consultation with the head of each budgeted state agency responsible for services related to health and hospitals, human services, education and correction, shall prepare a report which compares, for the previous biennium, the increases paid by the state pursuant to contracts with private providers of such services to the compensation increases due to cost of living allowances or performance-based increases paid by the state to state employees providing the same or similar services. Such report shall be included in the budget document for the biennium ending June 30, 2007, transmitted by the Governor to the General Assembly pursuant to section 4-71 of the general statutes and any funding necessary to provide an increase to such private providers that equals the mean average increase paid to such state employees for the previous biennium shall be included in the recommended current service appropriations for each affected agency for the ensuing biennium. 
(b) Nothing in subsection (a) this section shall limit the Governor's ability to recommend reductions to current service appropriations in such budget document. 
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