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The Rate Setting Methodologies Work Group continues to gather data in preparation for developing their report. The data that is being developed is in three areas of focus.

1. Utilizing a data base available through the auspices of the UConn Center for Nonprofit Leadership and the Urban Institute, we have access to the IRS form 990 filings for the past ten years for the nonprofit organizations in CT that contract with the state to provide human services. We plan to explore trends in the financial health of these nonprofit organizations via the application of several formulas designed to measure financial fragility. These are the same formulas utilized in 2011 by the Commission on Nonprofit Health and Human Services. The  group of ratios we will test, though we may not use all tests in the final report,  are related to the liquidity of the organizations and are as follows:

A. The Defensive Interval (DI=cash + marketable securities + receivables/average monthly expenses) measures the monthly duration over which an organization could operate if no additional funds were received.
B. The Liquid Funds Indicator (LF=total net assets – restricted net assets – fixed assets / average monthly expenses) is a more conservative measure than the DI because it removes restricted assets from consideration. 

C. The Liquid Fund Amount (LFA = dollar value of unrestricted net assets – net fixed assets + mortgages and other notes payable.) is a common size value that quantifies the liquid unrestricted dollar amount that an organization has available to meet current obligations. This measure is highly individualized to each organization, however it is safe to assume that organizations with a negative balance are in serious financial condition.

D. The Operating Reserves Ratio (OR = operating reserves / annual operating expenses) is a measure of available unrestricted net assets available for use in an emergency to sustain operations. The question for the work group, as with all this data is what does trend look like?  For example, are operating reserves declining?
E. The Savings Indicator (SI = revenue – expenses / total expense) measures the increase or decrease in the ability of an organization to grow its net assets. 

F. The Debt Ratio (DR = average total debt / average total assets) measures the proportion of assets provided by debt thus focusing on liquidity and/or future borrowing problems.

G. The Current Ratio (CR = current assets / current liabilities) is a common indicator of an organization’s liquidity and thus its ability to meet its creditor’s demands. 

We are seeking to determine the degree to which private community based non-profit   agencies are trending to financial instability due to chronic underfunding and failure to address reasonable fixed cost increases during the interval under study where state contracts averaged less than one percent per year. 

2. The second field of information we are examining is the variations in state human service agencies rate setting methodologies and procedures to determine cost. We are attempting to create a grid demonstrating differences and similarities. This is proving to be a challenge due primarily to the unique approaches as they relate to the needs of the client populations served. Thus significant differences exist, for example, between the clients of the Dept. of Corrections, Dept. of Children and Families, Dept. of Developmental Disability Services, Dept. of Mental Health and Addiction Services, and the Judicial Dept. Court Support Services. Each Department has significant variations on a theme in how rates are set as well as how costs are determined. Our report will reveal the common areas as well as the unique challenges in efforts to standardize approaches. 

3. The work group has also circulated a questionnaire among the community not for profit trade associations (see attachment with sample of some responses) in an effort to identify suggestions and recommendations that could be considered by the work group and included in our report. A sub-group has been created to work on consolidating and refining the information gleaned from this inquiry. 

4. Another area of interest is the degree to which cost shifting has occurred as community nonprofit organizations reduced employee health benefits in an effort to keep budgets in balance while revenue remained inadequate to address routine fixed cost increases. In this case the focus is on the state HUSKY Health Plan and whether increasing numbers of nonprofit employees utilize HUSKY to insure themselves and/or their children. The Dept. of Social Services is researching this matter for the work group.  
5. Additional related data will also be included in our report as it relates to fixed cost trends and necessary steps to assure sustainability.    
 The frequency of our meetings has been increased to two per month in addition to sub-group meetings in an effort to meet our deadline.  Our next scheduled meetings are as follows; April 23, 2012 at 1:30 PM and May 10, 2012 AT 1:30 PM. All meetings are held at CT Valley Hospital, Haviland Hall Fiscal Services Conference Room. 
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