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AUDITOR’S REPORT
We have completed an audit of Rocky Mountain Human Services, also known as Denver Options,
Inc. The purpose of the audit was to determine whether Rocky Mountain Human Services (RMHS)
is in compliance with the provisions of its contract with Denver Department of Human Services
(DDHS) to provide services for Denver children and adults with intellectual and developmental
disabilities.
As described in the attached report, our audit revealed that DDHS needs to more closely monitor
its contract with RMHS. RMHS has not been in compliance with several key contract provisions.
Vague contract language has exacerbated the issue. Lack of contract compliance has resulted
in mismanagement of mill levy funds, including the use of Denver mill levy funds for individuals
residing outside the City and County of Denver. Administrative costs for January 2014 through June
2015 exceeded the 15% ceiling set out in the RMHS contract, even though some administrative
expenses had not been included because they were misclassified as program expenses. The
financial issues faced by the organization culminated in the replacement of its leadership, and
the poor financial condition of RMHS has the potential to impede future service delivery to its
clients.
The impending implementation of §25.5-6-409.3 in Colorado Revised Statutes will significantly
change the landscape of support services for individuals with intellectual and developmental
disabilities. As a result of this legislation, individuals will soon be able to seek services where they
choose, rather than relying on their area’s designated community-centered board such as RMHS.
As such, we recommend that City and County leadership revisit the original intent of Initiative 100
to ensure that these funds continue to support only Denver residents with intellectual and
developmental disabilities, rather than clients from other jurisdictions.
Through stronger contract monitoring, DDHS will be able to ensure that RMHS is meeting the needs
of Denver’s intellectual and developmental disability community. Our report lists several related
recommendations.
This performance audit is authorized pursuant to the City and County of Denver Charter, Article V,
Part 2, Section 1, General Powers and Duties of Auditor, and was conducted in accordance with
generally accepted government auditing standards. Those standards require that we plan and
perform the audit to obtain sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that the evidence obtained
provides a reasonable basis for our findings and conclusions based on our audit objectives.

We extend appreciation to Donald Mares, Executive Director of DDHS, for requesting that the Auditor’s
Office conduct this audit. We also thank the executive management and personnel from the
Department of Human Services and Rocky Mountain Human Services who assisted and cooperated
with us during the audit.
Denver Auditor’s Office

Timothy M. O’Brien, CPA
Auditor

City and County of Denver – Office of the Auditor
Audit Services Division

REPORT HIGHLIGHTS
Audit of Rocky Mountain Human Services
December 2015
The audit examined the contract between the Denver Department of Human Services and Rocky Mountain
Human Services for provision of services to individuals with intellectual and developmental disabilities.

Background
In 2003, Denver voters approved a
dedicated mill levy to be set aside for
children and adults with intellectual
and developmental disabilities. Mill
levy funding, approximately $11.5
million in 2015 and $14.5 million in
2016, is appropriated to the Denver
Department of Human Services
(DDHS) through a contract with
Rocky Mountain Human Services
(RMHS). RMHS is the City and County
of Denver’s designated community
centered board (CCB). CCBs are
regulated through state and federal
rules to serve individuals with
intellectual and developmental
disabilities.

Purpose
The objective of the audit was to
determine whether DDHS and RMHS
are in compliance with contract
terms including mill levy spending
requirements and reporting and
oversight provisions. Additionally, we
sought to determine whether
RMHS’s financial condition could
impede its ability to ensure
continued service delivery to clients
with intellectual and developmental
disabilities.

Highlights
Due to recent financial troubles at Rocky Mountain Human
Services (RMHS), the Denver Department of Human Services
(DDHS) requested that the Auditor’s Office conduct an audit of its
contract with the nonprofit organization. We found that DDHS has
not adequately monitored its contract with RMHS. This has led to
several undetected instances wherein RMHS was non‐compliant
with contract terms, including unreasonable spending and poor
accounting practices. Further, RMHS has inappropriately utilized
mill levy funds for individuals residing outside of the City and
County of Denver.
The lack of contract monitoring by DDHS is further exacerbated by
vague and outdated contract language, hindering DDHS’s ability to
ensure that mill levy funds are being properly spent. The lack of
monitoring could negatively impact service delivery for individuals
with intellectual and developmental disabilities as well as taxpayer
confidence regarding the City’s ability to effectively monitor and
safeguard public funds.
RMHS’s expansion of its mission beyond its role as CCB for the City
has led to many financial issues culminating in the replacement of
its leadership. While the organization is currently addressing these
issues, its financial situation may be further impacted by the
implementation of new federal rules. These rules would
significantly change the current State CCB structure, requiring the
City to assess whether future funding dedicated to RMHS is
actually serving Denver residents with intellectual and
developmental disabilities.
For a complete copy of this report, visit www.denvergov.org/auditor
Or Contact the Auditor’s Office at 720.913.5000
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INTRODUCTION
& BACKGROUND
Government Provision of Services for Individuals with Intellectual
and Developmental Disabilities
During the first part of the 20th century, individuals with intellectual and developmental
disabilities were excluded from many aspects of public life, including most schools and
community spaces. The large state-run institutions, where many of these individuals spent
their entire lives, were often grossly underfunded, and reports of neglect and abuse were
not uncommon. During his administration, President John F. Kennedy brought intellectual
and developmental disabilities into the public light and used his administration to advance
legislation to support this community.1 It is within this context that what is now known as the
Developmental Disabilities Assistance and Bill of Rights Act (DD Act) was signed into law.2
The purpose of this federal legislation is to
assure that individuals with developmental disabilities and their families
participate in the design of and have access to needed community
services, individualized supports, and other forms of assistance that
promote self-determination, independence, productivity, and integration
and inclusion in all facets of community life.3
Compelled by Kennedy’s initiatives, legislation in Colorado allowed counties to establish
community centers to provide services for people with intellectual and developmental
disabilities in 1963. Initially, these community programs were set up to be an alternative to
institutionalization but have evolved over the decades into providing services and supports
to individuals with intellectual and developmental disabilities.

What Constitutes an Intellectual and Developmental Disability?
According to the DD Act, the term “developmental disability” means a severe, chronic
disability of an individual that:


Is attributable to a mental or physical impairment or combination of mental and
physical impairments;



Manifested before the individual attains age twenty-two and is likely to continue
indefinitely;

1

“JFK and People with Intellectual Disabilities,” John F. Kennedy Presidential Library and Museum, accessed November 16,
2015, http://www.jfklibrary.org/JFK/JFK‐in‐History/JFK‐and‐People‐with‐Intellectual‐Disabilities.aspx.
2 “Administration on Intellectual and Developmental Disabilities (AIDD),” Administration for Community Living, accessed
November 16, 2015, http://www.acl.gov/Programs/AIDD/DD_Act/Index.aspx.
3 See 42 U.S.C. 15001 (b) (2006).
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Results in substantial functional limitation in three or more of the following areas of
major life activity: self-care, receptive and expressive language, learning, mobility,
self-direction, capacity for independent living, and economic self-sufficiency; and



Reflects the individual’s need for a combination and sequence of special,
interdisciplinary, or generic services, individualized supports, or other forms of
assistance that are lifelong or extended duration and are individually planned and
coordinated.4

Language in legislation like the DD Act takes time to evolve, and today the American
Association on Intellectual and Developmental Disabilities prefers the term “intellectual
and developmental disability,” as it encompasses both cognitive and physical aspects of
disability.5 Examples of intellectual and developmental disabilities include autism, behavior
disorders, cerebral palsy, and Down syndrome. People with intellectual and
developmental disabilities benefit from comprehensive long-term services and, with such
services at their disposal, are often able to be more active, productive, and independent.6

The State of Colorado’s Role in Providing Care for Individuals with
Intellectual and Developmental Disabilities
The State of Colorado oversees and operates health care programs for persons with
intellectual and developmental disabilities in Colorado. Title 25.5 of the Colorado Revised
Statutes (C.R.S.) designates the Department of Health Care Policy and Financing (HCPF)
as the agency responsible for intellectual and developmental services and supports. Title
25.5, C.R.S., also provides rules for the care and treatment of persons with intellectual and
developmental disabilities, funding requirements for services and supports, and the
designation and evaluation of Community Centered Boards (CCBs).
Community Centered Boards Provide Services and Supports—Title 25.5, C.R.S., defines a
CCB as a private entity, either for-profit or nonprofit, that performs the following:


Determines eligibility of individuals with intellectual and developmental disabilities
within a specified geographical area



Provides case management services to eligible persons



Serves as single point of entry for persons to receive services and supports



Provides authorized services and supports to those persons either directly or by
purchasing services and supports from service agencies.

CCBs support access to long-term services and supports primarily through Medicaid
waivers, which require CCBs to coordinate services to clients in the least restrictive setting
possible with the goal of keeping individuals in their home and communities as an

4

See 42 U.S.C. 15001 (2000).
The American Association on Intellectual and Developmental Disabilities is the oldest organization in the United States that
supports individuals with intellectual and developmental disabilities through research and advocacy.
6 “About Developmental Disabilities,” University of Minnesota, accessed November 12, 2015,
http://www.ici.umn.edu/welcome/definition.html.
5
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alternative to institutional care.7 Colorado has twenty CCBs to serve the entirety of the
state. Each CCB serves a distinct, non-overlapping geographic region consisting of
between one and ten Colorado counties. See Table 1 for a list of Colorado’s CCBs and
their corresponding county-based geographic regions.
Table 1: Colorado Community Centered Boards and Corresponding Counties
CCB

Counties Served

CCB

Counties Served

Blue Peaks
Developmental
Services
Colorado Bluesky
Enterprises

Alamosa, Conejos,
Costilla, Mineral, Rio
Grande, Saguache

Imagine!

Boulder, Broomfield

Pueblo

Inspiration Field

Crowley, Otero,
Bent

Mountain Valley
Developmental
Services

Eagle, Garfield,
Lake, Pitkin

North Metro
Community Services

Adams

Community
Connections

Community Options

Archuleta, Dolores,
La Plata,
Montezuma, San
Juan
Delta, Gunnison,
Hinsdale, Montrose,
Ouray, San Miguel

Developmental
Disabilities Resource
Center

Clear Creek, Gilpin,
Jefferson, Summit

Rocky Mountain
Human Services

Denver

Developmental
Pathways

Arapahoe, Douglas

Southern Colorado
Developmental
Services

Huerfano, Las
Animas

Eastern Colorado
Services

Cheyenne, Elbert, Kit
Carson, Lincoln,
Logan, Morgan,
Phillips, Sedgwick,
Washington, Yuma

Southeastern
Developmental
Services

Baca, Bent, Kiowa,
Prowers

Envision

Weld

Starpoint

Foothills Gateway

Larimer
Grand, Jackson,
Moffat, Rio Blanco,
Routt

Strive

Horizons Specialized
Services

The Resource
Exchange

Chaffee, Custer,
Fremont
Mesa
El Paso, Park, Teller

Source: Colorado Department of Health Care Policy and Financing.

To receive services through a CCB, an individual with an intellectual and developmental
disability first works with his or her designated CCB to determine whether he or she is eligible
for services. Once eligibility is determined, the client works with a case manager to
determine the appropriate level of services and supports that would best facilitate the
individual’s growth and independence. Services could include residential services, day
habilitation programs, job training, or physical therapy. In some instances, individuals need
to wait until funding for services becomes available due to the limited supply of Medicaid
waivers.8 During this waiting period, the CCB provides case management services. Once
7

“Fact Sheet: Community Centered Boards,” CO Department of Health Care Policy and Financing, accessed November 16, 2015,
https://www.colorado.gov/pacific/sites/default/files/No%20Wrong%20Door%20Community%20Centered%20Boards%20Fact%
20Sheet.pdf.
8 Medicaid waivers are the mechanism for the federal government to provide funding to states for health care services and
supports.
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funding becomes available, the case manager works with the client to coordinate
services, whether it be through the designated CCB’s employees or through other service
agencies. As shown in Table 1, Rocky Mountain Human Services (RMHS) is the designated
CCB for Denver County and serves over 3,000 clients.

Care for Individuals with Intellectual and Developmental Disabilities in the
City and County of Denver
In 2003, RMHS, then known as Denver Options, Inc., led a ballot initiative, called Initiative
100, to increase property taxes to provide additional financial support for persons with
intellectual and developmental disabilities residing in Denver County.9,10 On May 6, 2003,
Denver voters approved this measure by a vote of 68 percent. Initiative 100 dedicated
1.000 mill to the Developmentally Disabled Fund and specified that revenues put into this
fund would be appropriated to RMHS.11 Refer to Appendix A for Initiative 100 ballot
language.
Today, RMHS employs nearly 250 individuals, with positions ranging from case manager to
behavioral health therapist to registered nurse. In 2015, the organization’s founder and
Chief Executive Officer (CEO) was placed on paid leave and subsequently terminated,
along with the organization’s Chief Financial Officer (CFO). As of October 2015, RMHS’s
leadership includes an Interim CEO and a newly hired CFO. Seven program directors report
directly to the Interim CEO, as illustrated in Figure 1.
Figure 1: Rocky Mountain Human Services Organizational Chart

Source: Rocky Mountain Human Services.

9

According to § 25.5‐10‐206 (6), C.R.S., local jurisdictions may establish a local funding source to support their designated CCB.
The organization changed its name from Denver Options to Rocky Mountain Human Services in 2012 to reflect the expanded
mission of the nonprofit to serve not only within the Denver area but also the Western Slope and to more accurately represent
the broader populations it serves.
11A mill levy is a property tax assessed by a local government, based on the value of the owned property, the assessment rate,
and the millage rate. In this case, 1.000 mill is equal to $0.001, or 1/10th of a penny, for every one dollar of assessed property
value. Once approved by the voters, portions of property taxes are assigned to fund specific functions.
10
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Rocky Mountain Human Services Board of Directors—RMHS is presided over by its Board of
Directors (Board), which is responsible for the fiduciary duties and management and
control of the nonprofit organization’s undertakings and the selection of an Executive
Director to run the organization’s daily operations. The Board comprises ten members
including a chair, vice chair, treasurer, and secretary and is governed by a set of bylaws.
The bylaws establish the following responsibilities of the Board, including:


All powers, duties, responsibilities and other rights relative to the management and
control of the corporation’s property and affairs



Ensuring that the funds and property received by the corporation are distributed
only for the purposes for which they were given



Establishing roles and responsibilities of the board including terms, eligibility, and
addressing conflict of interest



Requiring regular accounting of the funds disbursed by the corporation



Selecting and employing an Executive Director as its CEO and delegating authority
and responsibility for the management of the daily affairs of the corporation in
accordance with the policies of the Board.12

Rocky Mountain Human Services Funding Sources—According to RMHS’s fiscal year 2014
audited financial statements, the
nonprofit organization receives the
majority of its funding from the
federal government, the State of
Colorado, and the City and
County of Denver. It also receives
a small portion of funding from
other sources.13 Figure 2 illustrates
the distribution of RMHS’s funding
from federal, state, local, and
other sources.
Federal Funds—Medicaid waivers
make up the majority of RMHS’s
funding and provide the means for
the State of Colorado to deliver
and pay for health care services
provided to its clients.14 RMHS also
receives federal grants from the
Departments of Health and

12

“Denver Options, Inc. Amended and Restated Bylaws”, Rocky Mountain Human Services, accessed November 6, 2015,
https://www.rmhumanservices.org/sites/default/files/documents/rmhs_bylaws_0.pdf.
13 Other funding sources include donations, private grants, and revenue from Medicaid billing services for independent
subcontractors and Developmental Pathways.
14 “Waivers”, Medicaid.gov, accessed November 6, 2015, http://www.medicaid.gov/Medicaid‐CHIP‐Program‐Information/By‐
Topics/Waivers/Waivers.html.
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Human Services, Veterans Affairs, Labor, Education, and Housing and Urban
Development. Federal funding makes up 50 percent of RMHS’s budget.
State Funds—RMHS receives funds from the State of Colorado’s General Fund, the
Colorado Department of Education, and the Colorado Department of Human Services.
State funding makes up 15 percent of RMHS’s budget.
Local Funds—RMHS receives funding from the City through a dedicated mill levy. In 2015,
RMHS received approximately $11.5 million, and is projected to receive approximately
$14.5 million in 2016. Mill levy funding makes up 27 percent of RMHS’s budget. Table 2
below captures the actual amounts that have been provided to RMHS by the mill levy.
From 2004 through 2015, RMHS has received nearly $121 million and is forecasted to
receive approximately $14.5 million in 2016.
Table 2: Annual Mill Levy Amounts for the
Developmental Disabilities Fund
Year

Mill Levy Amount

2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015*
2016**

$7,555,000
$7,721,200
$8,022,300
$8,383,300
$8,718,600
$11,081,819
$11,358,000
$10,965,000
$10,328,500
$12,981,241
$11,492,988
$11,466,000
$14,551,414

Source: City Budget Books 2006-2016
* Indicates Appropriated Funds
**Indicates Recommended Funds

City Oversight of Rocky Mountain Human Services
According to Denver City Charter, City Council is responsible for approving and
appropriating funds, including those raised by the mill levy to be given to RMHS annually
through the Developmental Disabilities Fund.15 City Council also provides limited oversight
of mill levy spending by RMHS. Pursuant to a contract between RMHS and the Denver
Department of Human Services (DDHS), RMHS is to present and prepare a report annually
for City Council. The contract also specifies that DDHS is responsible for allocating and
ensuring proper usage of mill levy funds by RMHS. DDHS’s Business Management Division is
responsible for contract monitoring and DDHS’s Financial Services Division is responsible for
invoice processing and payment. The most recent contract between DDHS and RMHS was

15

See D.R.M.C. § 7.2.1.
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signed in 2013 and includes the option for the City to renew the agreement for four
additional one-year periods, ending in 2017.
The primary provisions of the contract between DDHS and RMHS include the following:


The Intent of Initiative 100—Taxes shall be increased to provide services and support
for Denver residents with intellectual and developmental disabilities.



Monthly Invoices—RMHS is required to prepare and submit to DDHS monthly
invoices, which itemize expenses for each category listed within the scope of work,
including administrative costs. Each expenditure report must be supported with
official source documentation such as timesheets, payroll, and receipts. These
documents are to be submitted upon request by DDHS.



Quarterly and Annual Progress Reports—RMHS is required to submit to DDHS
quarterly progress reports and one annual report detailing program efforts for
Denver residents with intellectual and developmental disabilities.



Scope of Work—Referred to as Exhibit A in the contract, this scope of work is
updated annually to reflect new spending thresholds for four program areas—
State Match Requirements, Children and Family Services and Supports, Adult
Services and Supports, and Quality Assurances. Some examples of spending in
these areas can include, but are not limited to early intervention programs for
individuals up to three years old, family support, social and life skill development,
case management, and communications and outreach. For more detail, refer to
Appendix B.
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SCOPE
The audit assessed the contract administration practices of the Denver Department of
Human Services (DDHS) with regard to its contract with Rocky Mountain Human Services
(RMHS). Additionally, the audit examined RMHS’s compliance with contract terms,
including its accounting and reporting practices.

OBJECTIVE
The objective of the audit was to determine whether DDHS and RMHS are in compliance
with contract terms, specifically:


Mill levy spending requirements



Reporting and oversight provisions

Additionally, we sought to determine whether RMHS’s financial condition could impede its
ability to ensure continued service delivery to clients with intellectual and developmental
disabilities.

METHODOLOGY
We applied various audit methodologies during the audit process to gather and analyze
information pertinent to the audit scope and to assist with developing and testing the audit
objectives. The methodologies included the following:


Interviewing personnel from DDHS’s Business Management Division and Financial
Services Division to understand contract administration and invoice payment
policies and procedures



Reviewing the Business Management Division’s contract manual to determine
whether the proper amount of oversight was deployed for its contract with RMHS



Interviewing City Council members and personnel from the City Attorney’s Office
to learn about the history of the mill levy, current contract provisions, and contract
oversight mechanisms



Analyzing financial statements using financial ratios to understand RMHS’s financial
condition over the past five years



Interviewing RMHS leadership to understand the organization’s current financial
state and its efforts to correct weak organizational and financial practices



Interviewing RMHS accounting staff to understand the organization’s policies and
procedures regarding invoicing, reconciliation, and payroll

City and County of Denver
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Interviewing RMHS accounting staff to understand the organization’s internal
controls, fraud indicators, and safeguards



Reviewing RMHS’s Internal Revenue Service Form 990 for fiscal years 2013 and 2014
to understand the organization’s tax and compensation structures



Interviewing RMHS performance management
organization’s quality and use of performance data



Conducting contract testing to determine whether RMHS was in compliance with
reporting and oversight provisions



Conducting invoice testing to determine whether RMHS was in compliance with
administrative and programmatic spending thresholds



Conducting transaction testing to determine the reasonableness of expenditures
and whether source documentation was sufficient



Reviewing bank reconciliations to determine whether past bank activity was
reflective of RMHS’s general ledger



Comparing RMHS’s financial condition and organizational structure to similar
Community Centered Boards (CCBs) in the Denver Metro area



Interviewing RMHS’s Board of Directors to understand decision-making
responsibilities for strategic planning and daily operations of the organization



Interviewing personnel from the Colorado Department of Health Care Policy and
Financing to understand their contracting procedures with RMHS and upcoming
changes to the CCB system through the enactment of §25.5-6-409.3, Colorado
Revised Statutes

Page 9
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FINDING
Denver Department of Human Services’ Failure To Adequately Monitor
its Contract with Rocky Mountain Human Services Has Contributed to
Misuse of Taxpayer Funds
In 2003, the citizens of the City and County of Denver (City) voted in favor of increasing
property taxes to support the intellectually and developmentally disabled community.
These funds are provided to Rocky Mountain Human Services (RMHS) through a contract
with the Denver Department of Human Services (DDHS). We found that DDHS has not
monitored the RMHS contract and has not held RMHS accountable for its spending of the
mill levy funding it has received.
Without adequate monitoring in place, DDHS cannot ensure that RMHS is in compliance
with contract terms. In our review, we found that invoices related to this contract have
been paid with little scrutiny by DDHS. As a result, RMHS has been permitted to make
questionable purchases using taxpayer funds. In addition, we found that RMHS’s
accounting practices do not follow standards when categorizing expenses. We also
reviewed contract terms and requirements. Although the RMHS contract has been
renewed annually, we found a number of terms to be vague and outdated. Vague and
outdated contract language decreases DDHS’s ability to enforce contract terms,
hindering accountability and transparency.
A lack of contract compliance further exacerbated by vague and outdated contract
language, hinders DDHS’s ability to ensure that mill levy funds are going towards providing
services and support for children and adults with intellectual and developmental
disabilities who reside in the City.

Denver Department of Human Services Has Not Ensured Contract
Compliance
We found that DDHS does not apply the appropriate level of scrutiny to monthly invoices
submitted by RMHS for payment using mill levy funds. Further, DDHS has not required
supporting documentation to be submitted with these invoices and therefore lacks key
documentation to ensure that RMHS is seeking reimbursement for activities that are in
compliance with contract terms.
During the course of our audit, we found five instances in which RMHS has been out of
compliance with the terms of the contract with DDHS. First, RMHS has charged the City for
expenses that are questionable in nature. Second, RMHS has overcharged the City for
certain administrative expenses. Third, RMHS is not transparent about sources of funding
for executive salaries and fundraising activities. Fourth, some RMHS payroll expenditures
are outside of contract terms. Finally, RMHS has been providing services with mill levy
funding to individuals who live outside of the City.

City and County of Denver
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RMHS Has Charged the City for Questionable Expenditures
As part of our audit work, we reviewed a sample of transactions from monthly invoices
submitted to DDHS in June 2014, April 2015, and May 2015. In addition, we reviewed RMHS’s
unaudited cash disbursement transaction data from January 2014 to July 2015 that
detailed expenditures paid for with mill levy funds. We found some of the transactions to
be questionable in nature based on their lack of direct benefit to program recipients
residing in Denver. Some of the questionable expenditures include the following:


Meeting Expenses—In 2014 alone, RMHS meeting expenses exceeded $48,000. The
majority of these transactions were food-related expenses billed directly to
program areas or considered an administrative expense. RMHS routinely provided
lunch for employees during meetings, often multiple times per week. According to
RMHS, providing lunch was used as a
method of increasing employee morale.16

In 2014 alone, Denver’s mill

While some meeting expenses may be
levy funds paid for $48,000
considered a true cost of a program, the
in food‐related meeting
reasonableness of such a cost may be
questionable. The Federal Office of
expenses at RMHS.
Management and Budget (OMB) advises
that when determining the reasonableness
of a cost, consideration should be given to whether the cost is ordinary and
necessary for the operation of the organization, whether the cost is a requirement
of generally accepted business practice or laws and regulations, whether the
individuals acted with prudence given the circumstances, and whether there are
significant deviations from practices already established by the organization which
may unjustifiably increase costs.


Employee Benefits—RMHS provided all of its employees annual memberships to the
wholesale club Costco for personal use, totaling approximately $18,900 per year.
In addition, RMHS reimbursed all employees for their home internet service,
regardless of their business need, through a stipend of $35 each month, totaling
more than $144,000 per year.17 We also found that RMHS reimbursed staff for
mileage associated with travel outside of Denver County. Finally, mill levy funds
were used to pay for an employee going-away party at a bar and restaurant in
Lone Tree, Colorado.

As of June 2015, RMHS management has reduced these expenses. Lunch meeting
expenses have been cut back and Costco memberships and home internet
reimbursements have been discontinued. To restrict this type of questionable spending in
the future, DDHS should amend the contract exhibit to specify what constitutes an
allowable cost.
16

RMHS also allowed employees to order lunch from neighboring restaurants and have the expense deducted from their
payroll. These expenses were not included in the meeting expense line item. However, this practice causes additional
administrative duties for facilities and accounting staff.
17 Costco memberships and home internet reimbursement were calculated using a staff count of 344. This number reflects the
staff count prior to layoffs which occurred in June 2015.
P a g e 11
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Additionally, we found that some of the RMHS transactions in our sample fell outside of the
contract’s scope of work and thus should not have been paid by the City. These expenses
included fundraising costs for veteran’s programs serving the Western Slope of Colorado,
training sponsorships for clinicians living in the Pacific Northwest, and rent for RMHS’s office
space in Colorado Springs.
DDHS never requested source documentation to support invoices submitted by RMHS and,
therefore, was not able to verify whether RMHS expenditures such as these were in
compliance with contract provisions. As such, DDHS should request supporting
documentation to make such determination on all future invoices from RMHS.

RMHS Administrative Expenses Exceeded Contract Terms
In addition to revealing questionable expenditures on RMHS invoices, our audit work found
that RMHS overcharged the City in administrative expenses by $679,330 from January 2014
to June 2015. According to the contract:
Administrative costs are inclusive of the amounts identified as target
expenditures within this exhibit. Up to 15% of those targeted expenditures
may include reasonable administrative cost actually incurred for the
provision of services under this Agreement.
This means that RMHS cannot seek reimbursement
for more than 15 percent of its expenses as
Between January 2014 and
administrative costs in each of the three program
June 2015, RMHS
areas—Children and Family Services and Supports,
Adult Services and Supports, and Quality
overcharged the City in
Assurance. During our invoice review, we found
administrative expenses by
that RMHS sought reimbursement for more than 15
$679,330.
percent in administrative costs on every invoice in
at least one of the three program areas; RMHS
overcharged for administrative costs in at least two
program areas on ten of seventeen invoices we reviewed. As of July 2015, RMHS
accounting staff have modified their allocation calculation to ensure that administrative
expenses do not exceed 15 percent for any program area.
Administrative expenses—often called indirect costs, overhead, or allocated operating
expenses—are defined as costs incurred by an organization for a common objective that
cannot be easily attributed to a single program or cost area. The OMB and the Financial
Accounting Standards Board (FASB) provide guidance for nonprofit organizations on
whether to categorize expenses as administrative. Specifically, FASB Standard 117 provides
a list of examples of common administrative expenses, which can include general
recordkeeping, budgeting, financing, management, and oversight. Nonprofits can then
combine costs incurred from these categories and allocate the total across different
program areas as an administrative expense. As such, DDHS should request source
documentation to validate that administrative expenses do not exceed 15 percent on all
future invoices from RMHS.
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RMHS Is Not Transparent about Sources of Funding for Executive Salaries
and Fundraising Activities
During our review of RMHS’s financials, we determined that RMHS does not properly classify
executive salaries or account for expenses related to fundraising. In 2014, RMHS did not
classify the former RMHS Chief Executive Officer’s (CEO’s) salary as an administrative
expense. OMB guidance specifies that executive salary and benefits should be classified
as an administrative expense and subsequently allocated across program areas.18 Thus,
RMHS should have included this expense within the 15 percent administrative expense
allowed under its contract with DDHS.
RMHS personnel could not explain why executive salary was not properly classified. In fiscal
year 2014, the former CEO’s earnings totaled $478,974 in payroll and benefits. As shown in
Figure 3, this was considerably higher than other CCBs in the Denver metro area—$263,376
more than the next-highest-paid executive. RMHS reported that the former CEO’s salary
was justified using market studies prepared by Mountain States Employers Council and
their own comparisons of executive salaries with similar organizations.
Figure 3: 2014 CCB Executive Pay

Foothills Gateway
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Developmental Pathways
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Imagine
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DDRC

$215,598
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Source: IRS Form 990s of each CCB for fiscal year 2014.

When auditors sought to determine the source of the former CEO’s salary and benefits,
RMHS’s IRS Form 990 reported that no government funds were set aside for the CEO’s
compensation package. We then asked new management at RMHS about the source of
funding for the former CEO’s salary and benefits. These individuals stated that they cannot
determine the source of funds for the former CEO’s compensation. Even if RMHS
determined that the former CEO’s high salary was justified, it should have proper
accounting practices in place to demonstrate the funding source for this expense. As

18

This requirement was previously established by OMB Circular A‐122. However, as of December 2013, the OMB has
incorporated OMB Circulars A‐21, A‐87, A‐110, A‐122, A‐89, A‐102, and A‐133 and the guidance in Circular A‐50 on Single Audit
Act follow‐up into a single source of guidance known as the Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards. See 2 CFR Chapter I, Chapter II, Part 200, et al.
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such, DDHS should request source documentation to validate that executive salaries are
properly classified as administrative expense.
Similar to executive salary and benefits, RMHS has not been transparent with regard to
how fundraising expenses are funded.19 Not only does current management not know how
former management paid for activities related to fundraising, but RMHS has also not
included this expense within its audited financial statements, which are required by OMB.20
All other Denver Metro area CCBs have reported fundraising expenses in the past except
for the smallest organization in the peer group, Foothills Gateway. Additionally, FASB
Standard 117 specifies that annual financial statements should provide information about
supporting activities, including fundraising, to help donors, creditors, and other
stakeholders in assessing the organization's service efforts.
When accounting for these expenses, OMB guidance specifies that fundraising should be
treated as a separate program area that incurs its own allocation of the organization’s
administrative expenses.21 Federal awards will not pay for fundraising expenses, therefore
RMHS should also have a revenue stream to fund these efforts. As such, DDHS should
request source documentation to validate that administrative expenses do not include
fundraising expenses.

Personnel Expenses Outside of Contract Terms
The mill levy is currently funding all personnel costs
for RMHS’s Communications and Development
Mill levy funds are supposed
Department, which comprises seven positions
to pay for outreach to
responsible for the organization’s internal and
external communications, media relations, events,
Denver residents only but
and individual and corporate giving throughout
instead support the entire
Colorado. Although this department is responsible
RMHS Communications
for work that directly relates to the scope of the
contract with DDHS, some of its work does not.
department.
According to the contract, mill levy funds should
support
community
outreach
and
communications for programs serving intellectually and developmentally disabled
individuals in Denver. Specifically:

19

FASB 117 defines fundraising as, activities include publicizing and conducting fund‐raising campaigns; maintaining donor
mailing lists; conducting special fund‐raising events; preparing and distributing fund‐raising manuals, instructions, and other
materials; and conducting other activities involved with soliciting contributions from individuals, foundations, government
agencies, and others.
20 This requirement was previously established by OMB Circular A‐133. However, as of December 2013, the OMB has
incorporated OMB Circulars A‐21, A‐87, A‐110, A‐122, A‐89, A‐102, and A‐133 and the guidance in Circular A‐50 on Single Audit
Act follow‐up into a single source of guidance known as the Uniform Administrative Requirements, Cost Principles, and Audit
Requirements for Federal Awards. According to this guidance, non‐federal entities that expend $750,000 or more in a year in
federal awards shall have a single audit conducted for that year. See 2 CFR Chapter I, Chapter II, Part 200, et al.
21 This requirement was previously established by OMB Circular A‐122, the provisions of which are now included in the Uniform
Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards. See 2 CFR Chapter I, Chapter II, Part
200, et al.
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Community Outreach and Communications: Mill levy funds will support the
development and distribution of informational materials, holding forums
and other communication efforts designed to reach the Denver
community for the purposes of informing and/or educating the public
about the conditions of developmental disabilities, how to apply for service,
and the types of services and supports that are offered through Denver
Options, Inc. and its provider network.
Since this department is responsible for all of RMHS’s communications and development
in Colorado, and not those directly supporting RMHS’s intellectual and developmental
disability programs, RMHS is not in compliance with contract terms. In 2014, total personnel
costs for this department were $528,920. Personnel costs were $224,625, as of August 2015.
DDHS should require source documentation to support that mill levy funds are only funding
communications and outreach expenses for intellectual and developmental disability
programs for Denver residents.

Taxpayer Money May Be Improperly Funding RMHS Clients Residing
Outside of Denver
RMHS serves 3,025 clients within its four programs for intellectually and developmentally
disabled children and adults and their families. 461 clients (15 percent) live outside of
Denver County. Of those 461 clients, 329 clients (71 percent) utilize the federally funded
Home and Community Based Services–Developmental Disabilities (HCBS-DD) Waiver. The
HCBS-DD Waiver serves adults over the age of eighteen who require twenty-four-hour
services and support, including residential and day habilitation support.
According to RMHS staff, HCBS-DD Waiver
recipients often reside where the most suitable
Mill levy funding supports a
housing situation is located. For example, a client
portion of RMHS’s clients
originally residing within Denver County may
move out of the county in order to receive the
who reside outside of
most fitting services and supports for his or her
Denver County.
disability. When an RMHS client resides outside of
Denver for more than ninety days, RMHS is
supposed to transfer the client to the designated CCB for the new geographic area.
However, RMHS has retained many of these individuals for case management, service
coordination, and direct services.22 Staff explained that this is to ensure continuity of service
for clients.
The financial impact of RMHS retaining clients who have moved outside of Denver County
cannot be quantified because RMHS’s financial system cannot track mill levy spending on
a per-client basis. According to the intent of Initiative 100, mill levy funding is supposed to
serve Denver residents only. DDHS should work with the City Attorney’s Office and RMHS to
determine how to best address residency requirements of Initiative 100. Currently, Denver
Revised Municipal Code is silent regarding the intent of Initiative 100. DDHS should work
with the City Attorney’s Office and City Council to determine whether the intent of Initiative
22

See 10 CCR 2505‐10, 8.607.F.
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100 should be codified in City Ordinance and filed with the Office of the Clerk and
Recorder.

RMHS Contract Language Is Vague and Outdated
In addition to reviewing DDHS’s contract monitoring efforts, we also assessed the provisions
of the RMHS contract itself. In doing so, we found some of the contract terms to be
outdated and that certain terms of the contract were vague and left open to
interpretation. Specifically, local match requirements in the exhibit have not been
enforced by the State since 2007, yet is still included in the current contract; language
requiring RMHS to report to City Council annually lacks specificity; and conflicting or
outdated language still exists in the annually-updated exhibit.
According to contract monitoring best practices, prescriptive language is essential to
effective monitoring. Outdated and vague contract language can increase difficulty in
enforcing and monitoring contracts. In addition, diligent contract monitoring can only
occur if contracts clearly define expectations through a detailed statement of work,
including establishing roles and responsibilities for monitoring.

Local Match Requirement Is Outdated
RMHS includes on its monthly invoice to DDHS a line item called “State Match
Requirements – 5% Local Match Required” and bills DDHS for $111,667 accordingly. This
contract provision amounts to $1.34 million annually. The contract specifies that “five
percent of State funding for the care and treatment of the developmentally disabled shall
be derived from local funding which may include funds obtained from a mill levy.”
When originally specified in the contract, the purpose of the State Match Requirement
was for the state to supplement Medicaid reimbursement with local funds. The state would
then retain the Medicaid funds not reimbursed to the CCBs for the provision of additional
services. Each CCB would be reimbursed by the state at 95 percent for its monthly services.
It was then incumbent upon the CCB to secure the additional 5 percent from local funding
sources, including government entities, political subdivisions of the state, cash donations
or contributions, and donor restricted donations.
This provision exists in state statute, but the Colorado Department of Health Care Policy
and Financing (HCPF) staff reported that they have not enforced the statute since 2007.23
However, when the current contract between RMHS and DDHS went into effect in 2013,
the local match language was retained in the exhibit, which continues to be updated
annually.
When asked about this line item, RMHS staff stated that the funds the organization receives
for the local match contract provision go into RMHS’s operating account and cannot be
traced to specific expenses. This in effect means that the City is paying RMHS
approximately $1.34 million annually based on a provision that the state does not enforce
and there is a lack of transparency related to the use of these funds.

23

See §25.5‐10‐206, C.R.S., and 10 CCR 2505‐10 8.600.
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RMHS Is Not Meeting Regularly with City Council
One of the provisions of the RMHS contract implies that RMHS should be meeting with City
Council to update members on its activities in the role of CCB for Denver. However, due
to ambiguity in the contract language, RMHS has not met with City Council since February
2013. Interviews conducted with City employees and RMHS management affirmed our
assessment that the specifics of this requirement are not clear. One example of vagueness
that occurs in the contract follows:
B. Additional Reports. During the Initial Term of this Agreement or any
Renewal Term, the Contractor shall also prepare and deliver on dates
mutually agreed upon by the parties written reports and presentations to
the City Council describing all of its programs and operations as the CCB
for the City and County of Denver, program costs and expenditures, and
community outreach efforts.
The contract language does not define which party is responsible for initiating the meeting
nor does it specify when during the year or how frequently the presentations should occur.
Although the contract has been renewed each year since the current contract term
began in 2013, there have been no presentations given to City Council since February 19,
2013, thereby diminishing this additional oversight mechanism. City Council should act as
a compensating control to DDHS’s monitoring efforts.
As illustrated in Appendix B, other issues worth noting regarding vague and outdated
contract language within the exhibit include the following:


Item IV-E: Center for Training and Technical Assistance (CTAT)—A department at
RMHS responsible for training and technical assistance was abolished in June 2015.



Item VI: Written Reports—This item requires written reports, but neither party knows
to what this requirement refers. The contract fails to specify what is to be included
in the written report and whether this reporting requirement is the same as the
quarterly and annual progress reports already required in the contract terms.

DDHS should update contract language to address deficiencies by clarifying reporting
requirements and eliminating any outdated items such as local match and CTAT areas in
the contract.

Denver Human Services Does Not Adequately Monitor Its Contract with
RMHS
In light of the inappropriate expenditures, accounting practices, and failure to update
contract language that we noted during audit work, we asked DDHS about its contract
monitoring practices. Although DDHS has contract monitoring procedures in place, DDHS
has stated that it does not monitor the RMHS contract because it considers itself the “passthrough” organization for the associated mill levy funds. Despite DDHS management’s
perception of their limited role in overseeing RMHS’s services, proper monitoring would
have caught the issues identified by this audit.
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Why Is Contract Monitoring Important?
Contract monitoring is important because it ensures that responsible parties perform all
duties as specified in the provisions of a contract, and it minimizes the possibility for
contractual disputes in the future. As stated in DDHS’s operations manual, quality
contracting services, which include monitoring, ensure that customer expectations are
met, risks are mitigated to the City and its citizens, and value is added to all transactions.
Most importantly, the City’s contracting policy, Executive Order 8, requires that agencies
monitor their contracts with outside entities. The initiating authority must monitor
performance under the contract throughout the life of the contract, which includes not
only ensuring that terms of the contract are met, but also documenting contract
monitoring deliverables.
According to a review of contract monitoring best practices conducted by the State of
Minnesota’s Office of the State Auditor, not all contracts should be monitored to the same
level.24 When determining the appropriate level of monitoring, several factors should be
taken into account, including dollar amount, complexity, political or social importance,
media or community interest, vendor experience, and history of problems. The level of
monitoring should be consistent with the complexity of the contract without impeding the
contractor’s ability to complete the work.
DDHS already has monitoring policies and procedures in place that should be utilized to
ensure that RMHS complies with contract terms. A significant portion of the DDHS Financial
Services Division’s duties relate to ensuring that submitted invoices accurately reflect the
services allowable under the contract. In addition, the DDHS Business Management
Division’s operations manual specifies that billing should be reviewed “for compliance with
the requirements of the contract.” Furthermore, the operations manual outlines policies
and procedures for monitoring contracts, including reporting requirements, records
retention, and monitoring responsibilities. The operations manual also lists four types of
monitoring that could be implemented for a contract:


Program or Managerial Monitoring—Review of the quality of the services being
provided and the effectiveness of those services addressing the needs of the
program



Performance Monitoring—Review and analysis of current program information to
determine the extent to which contractors are achieving established contractual
goals



Compliance Monitoring—Monitoring to ensure that the requirements of the
contract document and DDHS policies are being met



Financial Monitoring—Review of financial systems and billings to ensure that
contract funds are allocated and expended in accordance with the terms of the
contract

Through proper monitoring over time, DDHS could ensure the establishment of effective
internal controls at RMHS. Internal control is a process guided by oversight personnel that
24

Tony Sutton, “Best Practices Review: Contracting and Procurement in the Public Sector,” Office of the State Auditor (2005).
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provides reasonable assurance that the objectives of an entity will be achieved.
Guidance established by the U.S. Government Accountability Office (GAO) emphasizes
the importance of monitoring as a component of internal control, and emphasizes that it
should be built into the entity’s operations, be performed continually, and be responsive
to change. In addition, GAO guidance advises that data should be relevant and obtained
from reliable sources. Data should be processed into quality information that supports the
internal control system as a whole, and allows management to make informed decisions
and evaluate the entity’s performance in achieving key objectives and addressing risks.25
In the context of the contract, RMHS’s system of internal controls would be strengthened
by regular collection and verification of timesheets, invoices, payrolls, and other source
documentation for submission to DDHS. This would provide DDHS with reasonable
assurance that RMHS is appropriately spending mill levy funds.

Poor Monitoring of the RMHS Contract Has Multiple Negative Effects
DDHS’s lack of monitoring of the RMHS contract, exacerbated by vague and outdated
contract terms, negatively impacts the City, individuals with intellectual and
developmental disabilities, and the taxpayers of Denver. The unreasonable spending
practices of RMHS have led to financial mismanagement of mill levy funds. This includes
not only day-to-day transactions such as meeting expenses, but also administrative
expenses that far exceed the allowable amount stipulated within the contract.
RMHS’s mishandling of mill levy funds may have led to a decrease in services for RMHS
clients. Funds that were dedicated to inappropriate organizational expenses could have
been spent directly on program services and supports. Further, lack of monitoring could
result in a loss of confidence in the City’s ability to serve one of its most vulnerable
populations and manage taxpayer funds. RMHS clients could grow skeptical of the
organization’s capacity to provide sufficient services and supports for their benefit.
Taxpayers could also question whether other City programs and services that are
administered by nonprofit organizations are monitored properly. Although these effects
are not quantifiable, their impact can reverberate as distrust in RMHS and the City and
County of Denver’s ability to fulfill its obligations to its residents. Accordingly, DDHS should
monitor its contract with RMHS by reviewing, at a minimum, the monthly financial
statements, cash disbursements, and administrative expenses and conduct quarterly
cycle audits to understand how mill levy funding is utilized. In addition, DDHS should ensure
that RMHS’s Board of Directors is executing its fiduciary duty to ensure mill levy funds are
spent according to the contract.

25

Quality information is appropriate, current, complete, accurate, accessible, and provided on a timely basis.
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RECOMMENDATIONS
We make the following recommendations to improve the Denver Department of Human Services’
(DDHS) oversight of Rocky Mountain Human Services’ (RMHS) use of mill levy funds to serve
Denver’s intellectually and developmentally disabled community.
1.1 Allowable Costs—DDHS should amend the contract exhibit to specify what constitutes an
allowable cost to restrict questionable spending of mill levy funds in the future.
1.2 Source Documentation—DDHS should request source documentation from RMHS to verify
that expenditures were in compliance with contract terms. At a minimum, DDHS should
verify that administrative costs do not exceed 15 percent on all future invoices, that
executive salaries are properly classified as administrative expenses, that administrative
expenses do not include fundraising expenses, and that mill levy funds are only funding
communications and outreach expenses for intellectual and developmental disability
programs.
1.3 Residency Requirements—DDHS should work with the City Attorney’s Office and RMHS to
determine how to best address the residency requirements of Initiative 100.
1.4 Initiative 100—DDHS should work with the City Attorney’s Office and City Council to
determine whether the intent of Initiative 100 should be codified in City Ordinance and
filed with the Office of the Clerk and Recorder.
1.5 Update Contract—DDHS should address deficiencies in the RMHS contract by clarifying
reporting requirements, such as annual reporting to City Council, and eliminating any
outdated items, such as local match and the Center for Training and Technical Assistance
areas in the contract exhibit.
1.6 Monitoring—DDHS should monitor its contract with RMHS by reviewing, at a minimum,
monthly financial statements and cash disbursements, and conduct quarterly cycle audits
to understand how mill levy funds are utilized. In addition, DDHS should ensure that RMHS’s
Board of Directors is executing its fiduciary duty to ensure mill levy funds are spent
according to the contract.
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OTHER PERTINENT INFORMATION
Rocky Mountain Human Services’ Financial Condition Has Been
Deteriorating and Could Be Further Exacerbated by Changes to
Medicaid in Colorado
An Other Pertinent Information section is intended to provide the reader with additional
content on a subject that is related to but not the primary focus of the audit. This section
does not require any official response from the auditee; however, it adheres to the
Auditor’s Office’s citizen-centric philosophy of using audit reports to inform the citizenry of
relevant public policy issues and potential risks affecting their community.
Over the past ten years, Rocky Mountain Human Services (RMHS) has been expanding its
services beyond those necessary to carry out the organization’s role as a state-designated
Community Centered Board (CCB). RMHS has expanded service delivery without sufficient
funding to support its additional activities, which has contributed to the poor financial
condition of RMHS today. In addition, recent changes to the federal Medicaid rules will
impact RMHS’s role as Denver’s CCB and the current manner in which they receive mill
levy funding from the City and County of Denver (City). Specifically, federal rule changes
could affect RMHS’s ability to adhere to the residency requirements of the mill levy funding
agreement, which may require a change to the provisions of Initiative 100. This Other
Pertinent Information section provides greater detail on RMHS’s financial condition and
how the federal rule changes will affect the funding agreement between the Denver
Department of Human Services (DDHS) and RMHS.

Rocky Mountain Human Services’ Program Expansion Has Weakened the
Organization’s Financial Condition
RMHS recently underwent a series of program expansions aimed at enlarging the
organization’s mission to areas beyond the confines of intellectually and developmentally
disabled services and support as the CCB for the City. In April of 2008, with financial support
from a number of foundations, RMHS launched Operation TBI Freedom to serve Colorado
military personnel and veterans returning from the Middle East who have suffered a
traumatic brain injury. In 2011, RMHS also began serving homeless veterans through the
Homes for all Veterans program, which added ten additional staff to their Colorado
Springs, Denver, and Grand Junction locations. Finally, in 2012, RMHS’s Board approved an
expanded mission statement and changed the name of the organization from Denver
Options, Inc. to Rocky Mountain Human Services to reflect its plans for expansion
throughout the Rocky Mountain West over the next decade. However, without strong
management and a sound financial strategy to guide this strategic growth, RMHS’s
financial condition has been steadily declining over the past several years. The following
sections detail the degree to which RMHS’s financial health has suffered.

P a g e 21

Office of the Auditor

Recent Financial Struggles and Changes in Executive Management at
RMHS
In May 2015, RMHS informed the Colorado Department of Health Care Policy and
Financing (HCPF) that the organization was facing significant budgetary challenges. This
led to negative media coverage questioning some of RMHS’s financial decisions, including
the salaries of its leaders. As mentioned in the Introduction and Background, the
organization’s founder and Chief Executive Officer (CEO) was placed on paid leave and
subsequently terminated in July 2015, along with
the organization’s Chief Financial Officer (CFO). In
New RMHS management is
order to begin addressing financial challenges,
new RMHS leadership implemented a 10-percent
leading the organization
budget cut across the organization and laid off
through significant
over seventy employees. In addition, according to
organizational change to
RMHS management, the organization plans to
correct past financial issues.
increase administrative fees for independent
contractors providing services to individuals with
intellectual and developmental disabilities from 3
percent to 17 percent. New management at RMHS, including an Interim CEO and a CFO,
are leading the organization through significant organizational change to correct past
financial issues.

Rocky Mountain Human Services’ Current Financial Condition
To assess the current financial condition of RMHS as a steward of Denver’s mill levy funding,
the audit team analyzed the organization’s financial statements and calculated five
different financial ratios. Based on our analysis, it appears that RMHS’s financial condition
has been steadily declining in recent years. RMHS has inadequate cash reserves and
liquidity, which appear to have affected its borrowing and spending behavior. RMHS does
not appear to have adjusted spending in response to diminishing cash flows.
Financial Statements—Our review of RMHS’s financial condition indicates that the
nonprofit organization has been deteriorating over time. We analyzed RMHS’s financial
statements from fiscal years 2009 through 2014, which include the Statement of Financial
Position, the Statement of Activities, and the Statement of Cash Flows.26


The Statement of Financial Position, also known in the private sector as the balance
sheet, reports on the nonprofit organization's assets and liabilities.



The Statement of Activities, also known in the private sector as the income
statement, reports on the nonprofit organization’s revenues and expenses.



The Statement of Cash Flows shows how changes in the Statement of Financial
Position and the Statement of Activities affect cash and cash equivalents in the
operating, investing, and financing activities of the organization.27

26

RMHS’s financial statements represent the twelve‐month period from July 1 to June 30 of the next year and are audited
annually by an independent audit firm.
27 Cash equivalents include items such as marketable securities, stocks, bonds, and bank certificates of deposit.
City and County of Denver

P a g e 22

Key trends apparent within these financial statements indicate that RMHS has been
borrowing more, revenues have not kept pace with growth in expenses, and cash flows
have been steadily declining to negative values in 2014, all of which collectively illustrate
a deteriorating financial condition.
Financial Ratios—In addition to reviewing financial statements, we calculated various
financial ratios over a five-year period to assess RMHS’s performance. 28 Ratios included
the defensive interval, cash flow liquidity, debt, net temporarily restricted asset, and
management expense.
Benchmarking is another way an organization can measure its performance. We
calculated the defensive interval, cash flow liquidity, and management expense ratios for
the following CCBs for fiscal year 2014:


Developmental Disabilities Resource Center (DDRC) serving Jefferson, Clear, Gilpin,
and Summit Counties



Developmental Pathways serving Arapahoe and Douglas Counties



Imagine! serving Boulder and Broomfield Counties



Foothills Gateway serving Larimer County

28

Ratios alone do not provide a full assessment regarding how well an organization is or is not performing. By trending ratios
over time, executive management and oversight boards can identify troubled areas in an organization.
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Defensive Interval Ratio—The defensive interval ratio measures how many months a
nonprofit would be able to operate in the event that all of its funding sources ceased. This
ratio considers the organization’s current assets and total expenses.29 We calculated
RMHS’s defensive interval ratio using the following formula:
Cash + Receivables
Average Monthly Expenses
According to the results displayed in Figure 4, RMHS’s defensive interval ratio has been
declining since 2012. For example, in 2014, RMHS could not remain solvent for more than
two and one-half months without additional revenue. The standard for the nonprofit
industry suggests that an organization should have between three and six months of cash
reserves.
Figure 4: Defensive Interval Ratio
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We found that RMHS’s defensive interval ratio is lower than other CCBs. As Figure 5
illustrates, every other CCB we benchmarked against could operate for three months or
more, whereas RMHS could operate just beyond two months. Accordingly, RMHS’s clients
may be at risk of not receiving services with inadequate cash reserves available to operate
the organization.

29

Current assets represent the value of all assets that can be converted into cash within one year.
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Figure 5: Defensive Interval Ratio
CCB Comparison
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Cash Flow Liquidity Ratio—The cash flow liquidity ratio measures the ability of an
organization to cover its current liabilities.30 It captures the relationship between the
organization’s current liquid assets—those that can be quickly converted to cash—and
current liabilities. We calculated RMHS’s cash flow liquidity ratio using the following formula:
Cash + Marketable Securities + Operating Cash Flows
Total Current Liabilities
Figure 6 illustrates the rapid decline of RMHS’s cash flow liquidity beginning in 2010. In 2014,
the ratio was -0.09:1, which means that RMHS was facing severe losses and could not cover
its obligations. A ratio of 1:1 indicates that an organization is operating with no working
capital and is only breaking even when covering its obligations. A higher ratio
demonstrates financial stability because there are more current liquid assets than liabilities.
Figure 6: Cash Flow Liquidity Ratio
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Figure 7 shows the large disparity between RMHS and other CCBs. All other benchmark
CCBs have a cash flow liquidity ratio greater than 1:1. Therefore, these CCBs are operating
with some working capital and are able to cover their obligations.

30

Current liabilities represent the value of all obligations of the organization that are to be fulfilled within one year.
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Figure 7: Cash Flow Liquidity Ratio
CCB Comparison
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Debt Ratio—Due to RMHS’s unstable cash flow issues, we looked at its total liabilities, net
assets, and total expenditures to determine how the organization’s deficiencies in cash
flows impacted borrowing and spending behavior. The debt ratio illustrates an
organization's borrowing patterns. We used the following formula to calculate RMHS’s debt
ratio:
Average Total Debt
Average Total Unrestricted Net Assets
As shown in Figure 8, RMHS’s debt ratio was relatively steady until it drastically increased in
2014 to over 7.5:1. In general, a nonprofit organization should have a low debt ratio; less
than 1:1 is ideal. A high debt ratio is suggestive of liquidity problems and may be perceived
as a risk by creditors.
Figure 8: Debt Ratio
8
7
6
5
4
3
2
1
0
2009

2010

2011

2012

2013

2014

Net Temporarily Restricted Asset Ratio—The net temporarily restricted asset ratio indicates
whether a nonprofit organization is borrowing against future assets, which are reserves set
aside for specific purposes.31 We used the following formula to calculate this ratio:

31

An example of a temporarily restricted asset could be a donation that can only be drawn during a period in the future
prescribed by the donor.
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Temporarily Restricted Net Assets + Deferred Revenues
Cash + Cash Equivalents (End of Year)
As depicted in Figure 9, RMHS’s net temporarily restricted asset ratio remained constant
until 2012 and soared to over 2.5:1 in 2014. A ratio of more than 1:1 indicates that an
organization is borrowing from the future, which is undesirable. The ideal ratio is less than
1:1. RMHS’s ratio indicates that the nonprofit may be spending cash for purposes other
than those intended by the donor, or using monies designated for future purposes to satisfy
current expenses.
Figure 9: Net Temporarily Restricted Asset
Ratio
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Management Expense Ratio—The management expense ratio shows the percentage of
an organization’s total expenses that are allocated to its administrative costs. To calculate
this ratio we used the following formula:
General and Administrative Expenses
Total Expenses
According to Figure 10, RMHS’s management expense ratio has been increasing from 2009
to 2014. RMHS considers general and administrative expenses to be those activities
necessary for planning, coordination, and overall direction of the organization.
Figure 10: Management Expense Ratio
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To better capture RMHS’s spending practices, we also compared general and
administrative expenses found on the Statement of Activities to cash and cash equivalents
(end of year) found on the Statement of Cash Flows. Figure 11 shows that as cash and
cash equivalents, such as bonds and certificates of deposit, decreased, general and
administrative expenses continued to rise steadily. This indicates that RMHS did not curtail
spending in response to diminishing cash flows.
Figure 11: Comparison of General and Administrative Expenses To
Cash And Cash Equivalents (End of Year)
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Current RMHS management is in the process of correcting the organization’s poor financial
condition. While these efforts may improve RMHS’s financial situation, impending changes
to federal Medicaid waiver rules may reduce its future mill levy allocations.

New State and Federal Rules Could Impact RMHS’s Ability To Receive Mill
Levy Funding
On March 17, 2014, the federal Centers for Medicare and Medicaid Services (CMS)
implemented two new rules—CMS 2249-F and CMS 2296-F (rules)—to ensure that all
intellectually and developmentally disabled individuals who receive support from the
Medicaid Home and Community Based Services (HCBS) waivers have free choice in all
aspects of their care. Once these rules are put into effect in Colorado, the current CCB
structure will change dramatically and the City will not be able to steward mill levy funds
to Denver residents only, jeopardizing the original intent of Initiative 100.
Current CCB Structure No Longer Meets Federal Requirements—Services for individuals
utilizing the HCBS waivers are currently structured around two components: case
management and service delivery. Case management is provided to clients by their
designated CCB in their county or region. Case managers work with clients to develop an
individualized plan of support. This plan must be reviewed annually to ensure that it is still
meeting the needs of the individual. The execution of the individual plan occurs through
the provision of services. Services are designed to promote the physical, personal, mental,
and social development of an individual. Services can range from day habilitation
programs to home accessibility adaptations. CCBs can either provide the service directly
or coordinate services through licensed service agencies.
City and County of Denver
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Colorado’s CCB structure is no longer in compliance with new rules released by CMS for
two reasons. First, CCBs can no longer be responsible for both case management and
direct services for the same client. According to CMS, this change addresses the inherent
conflict of interest that arises when the same entity provides these two primary
components of service. For example, a case manager may be motivated by external
factors to provide too much or too little of a service, rather than only taking into account
what is best for the client. Second, individuals receiving services will be able to seek out a
case manager of their choice, rather than utilizing the required case manager at their
designated CCB. This reflects CMS’s intent to ensure person-centered planning devoid of
geographic restrictions, giving individuals with intellectual and developmental disabilities
the opportunity to access services purely based on their individual goals.
State Considering New Case Management and Service Delivery Structures—In order to
implement the required system changes, HCPF formed a task group. Individuals from a
variety of backgrounds, including individuals with intellectual and developmental
disabilities, CCBs, and advocacy organizations, held six meetings in 2014 prior to publishing
a report on October 31, 2014. The report proposed two structures that would be in
compliance with the new CMS rules.
As illustrated in Figure 12, the first structure proposed by the task group calls for a complete
separation of case management and direct services. In this illustration, a CCB is considered
an agency and must make a clear decision to provide either case management or direct
services. The CCB would then theoretically split in half, becoming two completely
autonomous agencies.
Figure 12: First Proposed Structure

Source: Task Group on Conflict Free Case Management
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The second option proposed by the task group would allow a CCB to provide both case
management and direct services, but not both components to the same individual. The
CCB would theoretically lose half of its client base to another CCB or agency providing
the other primary component, either case management or direct services.
The two options proposed in the task group’s report are not the final proposals for the statewide structural change to intellectual and developmental disability services, and HCPF will
continue to work with impacted individuals and entities, such as CCBs, to determine the
best structure to bring Colorado into compliance with CMS rules. Through the passage of
Colorado House Bill 15-1318, which was signed into law on June 6, 2015, Colorado must
finalize an implementation plan by July 1, 2016.32 HCPF will hold public meetings during the
spring of 2016 to gather public input.
New Federal Rules Will Prevent RMHS from Serving Denver Residents Only—Due to these
impending structural changes, the City should study the impact of the new CMS rules on
the original intent of Denver voters in 2003. Initiative 100 named RMHS—then Denver
Options, Inc.—to provide services and supports for Denver residents with intellectual and
developmental disabilities as Denver County’s designated CCB. Once the new changes
take effect, RMHS will likely be unable to simultaneously meet the City’s requirement to
utilize funds for Denver residents only while being in compliance with the CMS rules to
bifurcate case management and service delivery.
The following two scenarios illustrate the need for the City to study and likely change the
way it funds services for intellectually and developmentally disabled individuals in Denver:


First, the original intent of Denver’s CCB was to provide both case management
and direct services for Denver residents. RMHS will now have to choose to focus on
only one service component. Therefore, funding should not go in its entirety to
RMHS, as the organization will be providing only half of the services it currently
provides.



Second, Denver residents will no longer be required to receive case management
from RMHS. They can receive case management wherever they choose, as the
geographic boundaries of the CCB structure will no longer be in compliance with
CMS rules. Further, if RMHS chooses to focus solely on case management, it can
provide that service to any eligible individual in Colorado. Therefore, mill levy
funding for case management for Denver residents should not be given to one
specific entity; doing so would almost certainly ensure that mill levy funds would be
linked to non-Denver residents.

Upon the release of the implementation plan on July 1, 2016, RMHS will have to make important
organizational decisions for itself and the clients it currently serves. The City will then have to
weigh the intent of the voters in 2003 against RMHS’s future organizational structure to determine
how to best spend taxpayer funds, anticipated to be $14,551,414 for 2016.

32

See §25.5‐6‐409.3, C.R.S.
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APPENDICES
Appendix A: Initiative 100
The initiative was put on the ballot for the May 6, 2003 election. It passed by 68.57 percent
and effectively increased the then 0.140 mill levy in place at the time to 1.000 mill. Following
is the language that appeared on the ballot:
Shall Denver’s taxes be increased by approximately $6,497,300 annually, to
provide services and support for children and adults of Denver with mental
retardation or related developmental disabilities, by increasing the existing
property taxes dedicated to such assistance through Denver Options, Inc.,
the current Community-Centered Board for the City and County of Denver
by an additional 0.860 mill upon all taxable property, real, personal, and
mixed, within the City and County of Denver, Denver, to be spent as a
voter-approved revenue change and an exception to the limits which
would otherwise apply, and shall the revenues from such additional mill levy
be collected and spent by the district without regard to any expenditure,
revenue-raising, or other limitation contained within Article X, Section 20 of
the Colorado Constitution or any other law?
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Appendix B: Rocky Mountain Human Services Contract
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