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INTRODUCTION TO XYZ CYCLE: A BRIEF HISTORY

During the early 1980 s the Rate Setting Commssion developed a regulatory mechanism

which allowed private special education schools to negotiate program changes with the

Department of Education The costs associated with the negotiated changes were factored into

the private school's rate. Though in the first year few schools participated in the negotiation

process, in subsequent years most schools sought to negotiate some changes The result of this

rush to negotiate proved disasterous to the system. No rates were established on or before

July 1st, most rates were established long after that date, too many rates were established after

the close of a fiscal year Confusion between the role of the Department of Education and the

Pate Setting Commission arose Increases in rates were unpredictable and there was no rate

stability. In short, the system was collapsing under its own weight.

In 1985, the Rate Setting Commission imposed a moratorium on the negotiation process.

Hence, in FY85 and FY86 rates were rolled forward with inflation This moratorium allowed the

Pate Setting Commission and the Department of Education time to design a new program

monitoring and reimbursement system.

In 1987 the new system, called XYZ, was unveiled. The system develops rates cyclically.

All private chapter 766 schools are divided into three groups: X,Y and Z . When a school is

"on-cycle", it will have a new rate developed from a new cost base. When "off-cycle", rates

increase by inflation.

The Role of the Department of Education.

The "on-cycle" school undergoes a comprehensive program audit led by the Department of

Education. This program audit team is made up of a regional private school specialist from the

Department of Education, a private school member and a public school member. The program

audit team examines the school's current program to determine if that school is in compliance

with all of the Department of Education's regulations as well as determining whether that school

is in compliance with all of the student's Individualized Education Plans. An "on-cycle" school

may propose to make discretionary program changes to its program. These proposed program
design modificatons, such as additional staff, new program components, etc., must now be

accompanied by a statement of justification and a projected cost estimate of the design

modifications The program audit team reviews each of the proposed program design

modifications and then either recommends approval or denial to the Department of Education's

Regional Office. If the Regional Office approves the proposed discretionary changes, the costs

associated with those program changes will be factored into the school's new rate.
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The Role of the Rate Setting Commission.

An "on-cycle" school also undergoes a reimbursement audit by the Rate Setting

Commission. This audit is entirely different from an audit conducted by a certified public

accountant The purpose of the Rate Setting Commission's audit is to verify that:

1 The expenses a school attributes to its chapter 766 program are allowable

under the Rate Setting Commission's regulations.

2. The expenses are appropriately charged to the school s chapter 766 program.

3 The expenses were actually expenses which were incurred to benefit the

program

if any expenses fall outside of the above mentioned categories, these expenses are

eliminated from the school's cost base These audit findings are sent to the school and the

school has sixteen (16) days to object to any of these audit findings After the time to object

has elapsed or after any objections are resolved, the audit findings are forwarded to the staff

person who will be responsible for calculating the school's new rate.

In order for the staff person to begin the complex task of calculating a new rate, the

private school must send to the Rate Setting Commission a discretionary change package. The

package must contain a copy of the Department of Education's letter listing all of the

discretionary program changes which have been approved The private school must include its

projected costs to implement each of the approved discretionary changes and evidence showing

the Commission how the projected cost was determined by the school. In addition to the

approved programmatic discretionary changes, the school may propose specific

non-programmatic discretionary changes. Examples of non-programmatic discretionary changes

are the purchase of vehicles that had been leased, increases in repair costs, etc. These

proposed non-programmatic changes must also be included in the school's discretionary change

package which the school submits directly to the Commission. Like program changes, these

non-program changes must have a cost attributed to them and evidence supporting the projected

cost The private school must also notify all of its purchasers of the proposed program
and non-program changes, the costs of each of these changes and an estimate of the

school's new rate. The private school must submit evidence to the Commission that it

has notified its purchasers. If the Commission does not receive evidence that the

private school notified all purchasers it will not accept the private school's

discretionary change package.
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Cost Base + Costs of Ali Program Chanqes= New Rate

Enrollment

While this may seem simple, oftentimes many conversations occur between Commission

staff and the private school clarifying misunderstandings and mistakes or requesting more

specific information When a new rate is calculated the calculation is sent to the private school;

the private school has ten (10) days to review the rate calculation. Any errors in the rate

calculation or objections to the rate must be stated in writing and returned to the Commission

within ten (10) days from the date of mailing After the review time has elapsed or after

objections are resolved, the staff member recommends to the Commissioners, at their bi-weekly

business meetings, that the rate be approved If the Commisioners approve the rate, it is deemed
certified A copy of the rate is sent to the Secretary of State and to the school. Any party

aggrieved by the rate may file an appeal with the Division of Administrative Law Appeals within

thirty (30) days after the rate has been filed with the Secretary of State

For the next two years the school's rate is increased only by inflation and, most recently, a

compensation package factor, an additional amount added to address the issue of direct care

workers salaries in private special needs schools.

Rote of The Private Special Education School.

The private school is responsible for preparing its discretionary change package. It is

responsible for responding to requests for additional informtion. It is responsible for

understanding the process. It is responsible for communicating with all of its purchasers.
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hough mere are criticisms of the present X
f
i X Cycle, there are many positive aspects

of this system Some of these positive aspects include:

Two-thirds of all rates are calculated prior to July 1st. This fact

represents a significant improvement over the prior system where no rates were calculated prior

: July 1st. Starting in FY90, the Legislature has mandated that all rates he calculated by the

first Wednesday in February.

There is more rate stability in the system Though on-cyc!e rates have

increased in varying amounts (the average increases during X cycle were 20% for residential

programs and 35% for day programs), the fact that two thirds of the entire system receive only

inflation and the compensation package factor each year, does mean more stability in rates than

the prior system claimed.

An Administrative Allowance exists. The Commission includes in its

regulations an administrative allowance. The allowance replaces a school's actual administrative

costs with an amount deemed to be in accordance with industry standards. An efficent school is

rewarded, an inefficient school is not.

Private School programs must plan. Because a private school cannot obtain

rate adjustments year after year, the school must develop long term planning for its school and

its students. Such long term planning in turn should benefit the entire system.

The system promotes program flexibility and responsibility. By allowing

schools to make program design modifications, the changing needs of the clients within the

chapter 766 system are better served.
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A TYPICAL DISCRETIONARY CHANGE PACKAGE

Though each school is unique, what follows is an example of a simple discretionary

change package along with projected costs and the basis for the costs.

School is on X cycle. !t will have a new rate calculated for FY91, beginning July 1,

1990 Both the program audit and the reimbursement audit have been completed. The

Department of Education has approved the following discretionary program changes:

1. The addition of four child care workers.

2. An additional van.

3 The addition of a vocational classroom.

4. Vocational materials.

me letter from the Department of Education will identify these 4 approved items and the

projected enrollment of the new classroom. Additionally, School wants to replace its oil

lyavn&r.

in order for the Commission to calculate a new rate for School, it will need to know what

School is planning to do and how much School thinks it will cost. If the particular change does

not have a corresponding cost in School's cost base, School must offer to the Commission an

estimated cost and the basis of the estimation

School's discretionary change package looks like this:

1. The four additional child care workers will cost, in total, $60,000 including

taxes and fringe benefits. This is based on entry level compensation offered to current

employees. Each new staff person will be hired as of July 1, 1990.

2. The van will cost $12,412. Attached are three prices School received from

three automobile dealerships. The costs reflects the lowest bid.
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3 The cost of the additional classroom is estimated to he $16,200, the depreciation

expense will be $8 10($ 16,200 / 20 years). This estimate is arrived at as follows:

a. Cost of paint. $500. invoice attached.

b. Cost of refitting plumbing. $9,000. Three bids are attached

c. Cost of electrical wiring $4,000. Three bids are attached.

d. Cost of carpeting $500 invoice attached.

e Cost of carpentry $2,000 Three bids attached,

f. Cost of blackboard. $200 Invoice attached.

4. Cost of educational supplies is $5,262. List of DOE approved materials is attached.

Non-Program Changes:

I. Cost of replacing oil burner is $15,000, depreciation expense is $750 plus interest on

loan to purchase the oil burner is $1,200 (loan agreement attached). Three bids are attached.

The reason for the replacement is that the present oil burner is 25 years old. School has had

Massachusetts Electric conduct an energy audit, findings attached. One finding is that a new oil

burner will be more efficient and more economical School has incurred $2,100 in expenses

fixing the present oil burner over the past year (invoice and cancelled check attached).

Notice:

Enclosed is a list of all of School's purchasers with a sample letter that has been sent to

all purchasers notifying them of each of the proposed changes, the estimated costs of each and

the estimated final rate for School.



SUGGESTIONS AND INFORMATION

Basis for cost estimations

This list is not intended to be inclusive but is intended to offer some suggestions and

information for justifying estimated costs.

1. Salaries for additional positions will be the school s historical

costs. If additional staff positions are new, meaning no staff person held the same title, held

the same level of responsibility as the new position nor performed the same duties as the new
position requires, you must state in your letter that the position is new and submit evidence

that the level of responsibility, job duties, and job qualifications differ.

2. Additional staff or increases in costs included in the definition of

"Administrative Costs' cannot be requested. The definition of Administrative Costs is the

cost of the Executive Director, Assistant Executive Director, Business Manager, secretarial and

clerical staff
,
bookkeeping services, legal fees, accounting fees and other costs that are

related to the administration of the program. Any additions a school chooses to make must

come through that school's administrative allowance.

3. Items involving major expenditures must have three bids attached

4 Items to be leased must have copy of lease enclosed.

5. Educational supplies must be listed with cost of each item.

6 Captial items must be depreciated, not expensed.

Is it program or non-program?

There is no absolute rule to determine whether an item is programmatic or

non-programmatic. If the item is programmatic, it must be approved by the Department of

Education. In the event an item contained in a school's discretionary change package is

determined to require comment by the Department of Education, the Commission will contact

the appropriate persons at the Department of Education. It is important to understand,

however, that time will be critical since the Commission must have all rates certified by the

first Wednesday in February.
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Further, the Department of Education must have received a cost estimate for each

change before it finalizes its audit report and approves any program changes. Therefore, it may
become '-ore important to identify program vs non-program. When in doubt, call the

Commission.

Planning for Changes.

Your on-cycle rate will be based on your three year old reported costs. The starting point

for calculating your on-cycle rate will be your base year. The base years for all of the cycles will

D6:

Cycle Base Year Rate Year

X FYSS FY9

1

Y FY89 FY92

Z FY90 FY93

If your school engaged in changes between your base year and your rate year, you should

make sure that these changes are brought to the Department of Education's attention for approval

or denial. For example, if your school hired additional child care workers after your base year,

you should bring this to the attention of the Department of Education's audit team. Similarly, if

after your base year you incurred a new cost you must include this item's cost in your

discretionary change package if you want your new rate to include this amount. The
Commission uses your base year costs onl y, you must bring any post base year changes
to the Commission s attention.

Once your rate is calculated it remains in effect for three years. Any
management decisions made during your off-cycle years will not result in a rate

adjustment.

Audit Advice.

Submit your cost report on time.

Have your accountant's work papers available.

Have your accountant at the field audit. If your accountant cannot be available for the

entire three days, availability on the third day is the most effective.
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A Better Package

Carefully read the letter from the Department of Education to ensure its accurracy and its

completeness. If there are any errors call your private school specialist immediately

If your school has more than one chapter 766 program, please tell the Commission

to which of these programs the change will apply.

if you are hiring staff, tell the Commission when you hired the staff or when you plan to

hire the staff.

Staff positons approved by the Department of Education may not always be referred to

with the same title contained in the cost report. Please refer to the title contained in your cost

report

Please indicate to which change a particular document refers

Some Final Advice.

Know the regulations The regulations contain the rules regarding your rate and

contain your rights. If you have questions please call the Commision.

Know the process. You should know what is expected of you during the formation

of your on-cycle rate If you have any guestions please call.
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RATE ADJUSTMENTS

Once a school's on-cycle rate is calculated that rate will he increased annually only by

inflation and, if the Commission continues the practice, by a compensation package factor There

are three circumstances when an annual rate may be adjusted. A description of the procedures

follows, though a close examination of the particular provisions of the regulation is encouraged

Corridor Adjustments (Downward). Each school has a corridor band surrounding its

program divisor. If the schools average enrollment falls below the bottom corridor, it may apply

to the Commission for a rate adjustment. The school must experience the lower enrollment for

one-quarter of its entire program year. The rate is adjusted to reflect the fact that the school's

fixed costs must be covered by a smaller revenue base. A school may receive two rate

adjustments a year.

Corridor Adjustments (Upwards). If the school's average enrollment goes above its

upper corridor, it must report tins fact to the Commission. Failure to report will result in

administrative review Once notified, the Commission may monitor the enrollment for a period of

up to ninety (90) days If the higher enrollment pattern continues, the school's rate is adjusted
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There is no stated limit on the number of times a school's rate can be adjusted under this

provision.

Administrative Review. If the Commission knows or has reason to believe that a

school's rate is excessive, the Commission may commence an administrative review If the

Commission finds the rate is excessive, it will adjust the rate downward. The circumstances

under which the Commission will commence an administrative review are: the school fails to

notify the Commission that it has exceeded its upper corridor, discretionary changes have not

been implemented, or services have not been delivered. The fact that a school generates a

surplus does not necessarily mean the rate is excessive.

Extraordinary Relief. When certain unforeseen circumstances occur during the year,

a school may apply for extraordinary relief. For example, if a school is cited to be in
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Commission for extraordinary relief. If the Commission determines that the school qualifies under

one of the cited categories (114.5 CMR 9.10), the Commission must then determine whether the

school has sufficient funds to cover the costs requested or, if not, whether the school acted

prudently in making cost decisions.



LuNLLuoiuiN

This booklet is offered only as an informational guide. It is not intended to state

evey possible situation that may arise while you are preparing your discretionary change

package if there are any questions please contact the Bureau of Educational. Social and

Mental Health Services at (617)451-5343.
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