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Engrossed Substitute Senate Bill (ESSB) 6052 (Chapter 4, 2015 Laws, 3rd Special Session) was 
enacted by the 2015 Legislature to make 2015 fiscal year and 2015-2017 fiscal biennium 
operating appropriations. Section 204(1)(q)  of that law states the following: 
 

The appropriations in this section include a reduction of $16,462,000 in general fund—
state and $16,468,000 of general fund—federal expenditure authority. This reduction 
must be achieved by reducing regional support network medicaid rates for disabled 
adults, nondisabled adults, disabled children, and nondisabled children. No regional 
support network rate may be lowered below the low end of the rate range that is certified 
as actuarially sound. The department must work to develop updated minimum and 
maximum reserve levels that reflect the changes in the number of medicaid eligible 
individuals since reserve levels were originally set as well as the integration of substance 
use disorder services into managed care contracts funded within the amounts 
appropriated in this section. The department must submit a report to the office of 
financial management and the appropriate fiscal committees of the legislature by 
December 1, 2015, that includes the revised minimum and maximum reserve levels for 
medicaid and nonmedicaid behavioral health organization contracts. 

 
The Department contracted with an actuarial firm, Mercer Health & Benefits LLC (“Mercer”), to 
conduct an analysis of the Medicaid and non-Medicaid reserve methodologies for the BHOs. 
Mercer completed an in-depth analysis of the type of reserves needed for Medicaid as described 
in 42 CFR 438.116.  Currently, the Inpatient Reserve is mandatory and the operating reserve is 
optional only up to the amount to maintain adequate cash flow for the provision of Mental Health 
services. Mercer is recommending that operating reserves be mandatory in the future which will 
be incorporated into the BHO contracts.  
 
In addition to the Medicaid reserves, Mercer completed an analysis of the non-Medicaid reserves 
which are required for Crisis, Inpatient, Involuntary Treatment Act service costs as the BHOs are 
required to pay for these services even if costs exceed funding levels in a particular year. For 
information and methodology for the Medicaid and Non-Medicaid Reserves, please refer to 
Appendix A (BHO Reserve Requirements). 
 
The Department also requested that Mercer review the definitions currently in place for 
encumbrance and reserve funds. Mercer more clearly defined the use of encumbrances which 
will be included in the April 1, 2016, BHO, Fiscal Program Requirements & Revenue and 
Expenditure report instructions which is an appendix to the BHO contract. Appendix B 
(Encumbrance Guidance) explains the approach and provides clearer definitions of 
encumbrances. 
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