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CHARTERED
HEATTH-PLAN

February 21, 2013

Ms. O’Linda Fuller

Contracting Officer

Office of Contracting and Procurement
Government of the District of Columbia
441 4™ Street, NW

Washington, D.C. 20001

Re: Claim Under Contract DCHC-2008-D-5052
Dear Ms. Fuller:

[ am the Special Deputy appointed by the District of Columbia Commissioner of the
Department of Insurance, Securities and Banking (“DISB”), who was appointed by the District
of Columbia Superior Court as Rehabilitator for D.C. Chartered Health Plan, [nc. (“Chartered”),
pursuant to the Court’s October 19, 2012 Order in District of Columbia v. D.C. Chartered Health
Plan, 2012 CA 008227 2 (D.C. Super.). The Order is included as Attachment A. Part of our
statutory and Court-ordered duty is to “take such action as deemed necessary or appropriate to
reform and revitalize Chartered.” Attachment A at 2. Pursuant to these obligations, [ am
charged to “pursue all appropriate claims and legal remedies on behalf of Chartered.” Jd. On
behalf of Chartered, 1 respectfuily submit the following claim for payment in the amount of
$51,287,369 in connection with Contract DCHC-2008-D-5052 (hereinafter the “Contract™). The
contract period at issue is August 1, 2010 through April 30, 2012.

This claim is related to and based on the same operative facts and request for an equitable
adjustment set forth in the claim Chartered presented to former Contracting Officer Jacqueline
Alpert by letter dated November 30, 2011. That claim, which is included as Attachment B,
sought relief in the amount of $25,771,117 to compensate Chartered for the increased pharmacy
benefit costs it incurred following the District of Columbia’s (the “District’s”) transfer of certain
members of the D.C. Health Care Alliance Program (the “Alliance Program”) to the District of
Columbia Healthy Families Program (the “Medicaid Program™). Chartered has now determined
that it is entitled to compensation and recovery from the District for all of its increased costs
under the Contract during the contract period at issue after the change in services mandated by
the District, and not just the increased pharmacy costs as requested in the initial claim.

Accordingly, this claim letter represents the loss experience of Chartered during the
period commencing with the District’s transfer of the former Alliance members to the Medicaid
Program on August 1, 2010 through April 30, 2012. Chartered incurred this loss due to the
District’s failure to properly review and/or adjust the capitation rates paid to Chartered for
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services rendered subsequent to the transfer of the former Alliance population members to the
Medicaid Program. This claim effectively amends and supersedes the claim submitted by
Chartered on November 30, 2011. A different claim for retrospective premium is being filed
with you today concerning premium due to Chartered because of unsound rates set by the
District under the Alliance portion of the Contract, for Contract year 3. Both claim matters
require the District’s consideration as soon as possible.

I. Background

Starting in July 2010, pursuant to a new State Plan Amendment, the District unilaterally
transferred certain members of the Alliance Program into the Medicaid Program. The transferred
population included primarily childless adults living at or below 133% of the federal poverty
level (the “774 population™) and childless adults living between 133% and 200% of the federal
poverty level (the “775 population™).

Afler the transfer, Chartered’s Medicaid Program costs increased precipitously. One of
the most immediately apparent increases was in pharmacy costs associated with the transferred
populations. Chartered proceeded to make a series of formal requests to the District for a review
and increase in the capitation rates under the Contract because of the greatly increased costs of
the pharmacy benefits primarily driven by the expanded coverage now required for the 774 and
775 populations. The District did not take appropriate action on these requests until it
significantly raised capitation rates prospectively, starting on May 1, 2012. On November 30,
2011, Chartered filed a formal claim for payment for the additional pharmacy costs it incurred
due to the District’s contract change requiring Medicaid coverage and benefits for the 774 and
775 populations.

The District took no action in response to Chartered’s November 30, 2011 claim.
Accordingly, on April 9, 2012, Chartered filed a Notice of Appeal and Complaint with the
District of Columbia Contract Appeals Board. That Appeal is currently pending.

In the course of its regulatory oversight of Chartered, DISB engaged an independent
statutory accounting expert, Rector and Associates, Inc. (“Rector”), to review Chartered’s
outside statutory accounting consultant’s interpretation of the Contract as a retrospectively rated
contract and determine whether it was appropriate for Chartered to establish a premium
receivable as an asset in its financial statements. Chartered’s independent actuarial and auditing
firms also reviewed this matter in the recently completed 2011 audit of the company.
Specifically, OPTUM Insight (an actuary) and Brown Smith Wallace, LLC (“BSW™) (an anditor)
reviewed the Rector report and the report prepared by Millennium Consulting Services, LLC,
Chartered’s outside statutory accounting firm, regarding this retrospective premium. A
significant conclusion by all of these parties is that the relevant contract language supports
Chartered’s position that the Contract is a retrospectively rated contract.

As noted by Rector, “{the Statement of Statutory Accounting Principles No. 66
(“SSAP66”)]) makes clear that a retrospectively rated contract’s final policy premium is
calculated based on the entire loss experience . . . during the term of the policy, not just the loss
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experience resulting from a contract change or a particular set of benefits.” Attachment C,
“Report on Limited Scope Examination of DC Chartered Health Plan, Inc.” submitted in
November 2012 by Rector & Associates, Inc., at 4. Accordingly, Chartered is entitled to an
equitable adjustment that takes into account its entire loss experience, not just the loss experience
resulting from the transfer of the 774 and 775 populations. See id. at 9. Chartered and the
independent actuanal and auditing firms have also reviewed the calculation of Chartered’s loss
experience under the Contract. Of course, these losses were primarily driven by HIV pharmacy
costs of the 774 and 775 populations which the District did not consider in developing or basing
its capitation rate. The District’s unilateral change in the Contract required Chartered to provide
Medicaid benefits to the 774 and 775 populations. Under the Contract, the District is required to
review the effect of the change and equitably adjust the capitation rate, not only prospectively,
but also retrospectively.

Therefore, Chartered is filing this revised claim, which seeks an equitable adjustment of
$51,287,369 for the retrospective premium due to Chartered under the contract during the period
from August 1, 2010 through April 30, 2012.

1I. Facts

A. The District Must Make an Equitable Adjustment Under the Contract to
Reflect Changes in Service

Chartered entered into the incentive, indefinite-delivery/indefinite-quantity Contract with
the District to provide coverage for specified health care services to the Medicaid-eligible
population enrolled in the Medicaid Program, and coverage for different services to the Alliance-
eligible population enrolled in the Alliance Program. See Contract at B.l. The Contract provides
for payments to Chartered based on fixed capitation rates, as well as a performance-based
incentive system with a fee-for-service component. See id. at B.2.1.

The District was required to apply the following elements to set the rates under the
Contract, including, but not limited to:

. base utilization and cost data from the Medicaid population;
- adjustments to smooth data and account for factors such as medical trend inflation and
utilization;
rate cells specific to the enrolled population based on eligibility, age, gender, locality; and
o risk adjustments based on diagnosis or health status.

See 42 C.F.R. § 438.6(c)(3).

The requirement for an equitable adjustment is also present in the Contract’s
incorporation of the clause at Section 15 of the District’s 2007 Standard Contract Provisions.
That “Changes” clause requires that when the Contracting Officer makes a change to the
Contract or to the general scope of the Contract which “causes an increase or decrease in the cost
of performance of [the] contract, or in the time required for performance, an equitable adjustment
shall be made.” 2007 Standard Contract Provisions § 15 (emphasis added).
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The Contract provides a mechanism to facilitate the District’s duty to make equitable
adjustments when changes in services are mandated by the District. Specifically:

[i)n the event that the District, pursuant to the Changes Clause of the Standard
Contract Provisions, adds, deletes, or changes any services to be covered by the
Contractor under [the Medicaid Program] or the Alliance Program, the District
will review the effect of the change and equitably adjust the capitation rate (either
upwards or downwards) if appropriate.

Contract at B.3.1. Thus, changes to the services covered under the Contract that increase or
decrease performance costs require an equitable adjustment to the capitation rate. Such
adjustments are not discretionary.

Under the Contract, if the contractor believes the rate adjustment (or lack thereof) is not
equitable, the contractor may request that the District review the adjustment. See id. The
Contract also provides that any review requested by the Contractor will not be unreasonably
withheld by the District. See id.

In addition to providing for change-based equitable adjustments, the Contract requires the
yearly review of the capitation rates. Section B.3.2 provides specific mandatory guidance for the
reevaluation of capitation rates:

No later than twelve (12) months after the date of Contract Award and annually
thereafter, the District will conduct an actuarial review of the capitation rates in
effect to determine the actuarial soundness of the rates paid to the Contractors.
The actuarial review will be based upon the rates offered by Contractor and will
take into account factors such as inflation, significant changes in the
demographic characteristics of the member population, or the
disproportionate enrollment selection of Contractor by members in certain rate
cohorts.

1d. at B.3.2 (emphasis added). The capitation rate letters generated by the District’s actuary,
Mercer Government Human Services Consulting (“Mercer”), state that the rates in 2010, 2011,
and early 2012 do not account for the significant demographic changes resulting from the
transfers of the 774 and 775 populations. In other words, base data on these groups was
excluded from Mercer’s calculations of capitation rates for those contract years.

Because the Contract is a retrospectively rated contract “the final policy premium [is)
calculated based on the loss experience of the insured during the term of the policy (including
loss development after the term of the policy) and the stipulated formula set forth in the policy or
a formula required by law.” SSAP66 § 10; see, e.g., Attachment C at 4-5. The Contract thus
requires the District to pay an additional premium to Chartered based on the loss experienced
due to the significant change in the Contract, and requires that that payment achieve a complete
equitable adjustment.
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B. The 774 and 775 Populations Were Transferred Without Any Adjustment to
the Capitation Rates Under the Contract

The District has acknowledged that it unilaterally transferred the 774 and 775
populations, and before the transfer, these particular populations were not entitled to most
pharmacy benefits which are provided under the Medicaid Program. After the transfer of the 774
population, Chartered was required to extend benefits under the Medicaid Program to certain
individuals with incomes up to 133% of the federal poverty level, primarily childless adults.
After the transfer of the 775 population, Chartered was required to extend benefits under the
Medicaid Program to those with incomes between 134% and 200% of the federal poverty level.
In short, as a result of the transfer, two new groups of individuals with unique demographic
characteristics, needs, and circumstances became eligible for Medicaid benefits.

The transfer of the 774 and 775 populations resulted in increased work and costs to
Chartered because the Contract, when originally executed, did not contemplate or require the
coverage of the 774 or 775 populations under the Medicaid Program’s benefits. As detailed in
1its November 30, 201 [ claim letter, Chartered made several requests for capitation rate
adjustments to alleviate the significant additional costs associated with the 774 and 775
populatious, primarily driven by high and rapidly escalating HIV pharmacy costs. These
requests were only belatedly addressed by the District through a capitation rate increase effective
May 1, 2012, which had only a prospective effect. (And effective Januvary 1, 2013, the District
“carved out” HIV pharmacy costs from the Medicaid portion of the Contract.)

C. The Rates Under the Contract Did Not Account for the Costs Necessary to
Pay Medicaid Benefits for the 774 and 775 Populations

The capitation rates in effect at the time the 774 and 775 populations were transferred did
not properly account for the provision of Medicaid Program services to Alliance Program
members. For example, these rates did not account for the provision of pharmacy services at the
increased utilization rates, the increased number of prescriptions per utilizing member, or the
increased costs of brand name drugs per member that are utilized by the 774 and 775
populations. In transferring the 774 and 775 populations, which have significant demographic
and utilization differences from the “legacy” Medicaid population, the District was required to
make an equitable adjustment to Chartered’s capitation rates to account for the resulting change
1N Services.

III. Discussion

The District contracts with Mercer to develop actuarially sound capitation rates covering
specified periods of the Contract (usually annual pertods). Mercer bases its rate development
process primarily on managed care organization (“MCO”) encounter and financial data, and
characterizes the periodic rate development process as a “complete rebase of the capitation
rates.” See, e.g., Attachment D at |.
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July 1,2010 to April 30, 2011 Rates

In June 2010, the District set MCO contract rates within a rauge Mercer determined to be
actuarially sound. Mercer’s June 22, 2010 certification letter stated that the rates were for the
10-month period covering July 1, 2010 to April 30, 2011, the remaining time period of the third
Contract year. See id. Mercer specifically noted that the rate projections were “based on the
member months for the current DCHFP (Healthy Families Program) population and do net
consider the additional enrollment related to the coverage expansion up to 133% of the
federal poverty level (FPL).” Id. (emphasis added). In fact, not only was the coverage
expansion of the 774 population not considered (nor the December 2010 coverage expansion of
the 775 population), the base data Mercer utilized was encounter and financial data for only the
legacy Medicaid population for the periods from August 1, 2007 through July 31, 2009. Mercer
specifically noted that the “[Medicaid Program] covers individuals classified as temporary aid to
needy families (TANF). Therefore, the base data is specific to the TANF population and
excludes all other populations.” Id. at 6. “All other populations” in this case included the
transferred 774 and 775 populations. Thus, no consideration was given to encounter or financial
data on the populations that would be covered following the District’s State Plan Amendment.

There is no discussion or consideration by Mercer in its June 2010 certification letter of
the expanded Medicaid coverage Chartered would be required to provide to the 774 or 775
populations during the Contract period, nor inclusion of any encounter or financial data on the
Alliance populations in the base data used as a “key” consideration in developing the rate range.
Mercer acknowledged that it “analyzed the rate cells to determine how to handle the population
over age 50” due to the fact that “the District’s 1115 waiver, covering the 50-64 year old
expansion population, will end” and that “many individuals currently covered through the
District’s Alliance program will become Medicaid eligible.” Id. at 7. Based on that analysis,
Mercer merely created “separate rate cell for the 37-49 year old population and the 50+
population split by gender.” Id at 8.

In developing the rates for July I, 2010 to April 30, 2011 Mercer did not consider the
historic costs or utilization data of, or even trends related to the 774 and 775 populations, as base
data on populations other than the TANF populations was specifically excluded.

Chartered’s Notice to the District

In February 2011, Chartered provided the District with information comparing pharmacy
utilization by the historic Medicaid population with that of the 774 and 775 populations
transferred to the Medicaid Program, cost trends, and the extraordinary difference in HIV drug
use by 774 and 775 transferees. See generally Attachment B, Exhibit 2. Chartered showed that
in January 2011, 19,079 members of the 774 and 775 populations used $515,326 in HIV
medications, while the 76,865 members of the legacy Medicaid population utilized only
$419,107 in HIV medications. See id. at 2. The 774 and 775 populations were utilizing very
expensive HIV medications at five times the rate of the legacy Medicaid population. See id.
Chartered requested authorization to provide HIV medications for the 774 and 775 populations
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“on an ASO (administrative services organization) basis only until sufficient expetience is
available to quantify and price the risk.” 1d.

At least internally, the District acknowledged this issue. A memorandum dated April 4,
2011 from Wayne Turnage, the Director of the District’s Department of Health Care Finance
(“DHCF”), to Mayor Vincent Gray states that “Medicaid expansion brought former Alliance
members with higher health care costs into the Medicaid program and the expected margins on
the Medicaid side have not materialized.” Aftachment E at 2 (emphasis added). Additionally, a
June 24, 2011 presentation by DHCF to the District of Columbia Council noted that “[g]ains
from higher Medicaid margins were predicted to offset expected losses from lower Alliance
rates. The strategy failed because it coincided with a policy that moved many Alliance members
to the Medicaid program. Medicaid margins did not materialize and Alliance losses were
significant.” Attachment F at 7.

DHCEF Director Turnage has noted that he received Chartered’s first letter on the 774 and
775 population costs one week after his tenure at DHCF began. In his April 4, 2011 memo to
Mayor Gray, Director Turnage stated that he would “meet with Mercer to discuss the goals for
FY 12 rate setting. Data on MCO losses will be examined. ... Inthe Mayor’s budget,
significant savings were assumed on the premise that all MCO rates will be held flat . . . {but]
this assumption may no longer be realistic thus creating a budget pressure for FY 12.”
Attachment E at 2.

Despite the assurance that MCO losses would be examined by Mercer and that it may not
be realistic to hold rates flat, Mercer’s July 8, 2011 certification letter set out the following:

. 0.9% overall rate increase;

e Use of base data from MCOs for the period August 1, 2008 through July 31,
2010 (a two year period prior to 774/775 population enrollment in Medicaid);

o Base data specific to the TANF population and excluding all other
populations;

o Undefined analysis which showed “that the newly eligible Medicaid adults [up to
200% of FPL] have incurred lower costs than the current Medicaid adults in those
rate cells.”

See generally Attachment G (emphasis added). While Mercer indicated that it considered data
related to issues raised by MCOs, among other sources, to develop trend assumptions, the
essentially flat rate (less than 1% overall increase) did not reflect the dramatically increased
pharmacy costs of the 774 and 775 populations that Chartered was actually experiencing, and
had communicated to the District. Director Turnage has stated his position that the MCOs
accepted the rates and signed the agency letter of agreement, apparently meaning that they
accepted the risk of underpayment and have no recourse.

In fact, Mercer excluded the 774 and 775 populations from its base data, and the District
failed to negotiate the new rate set by the District or explain how the new rate was appropriate to
meet the additional increased costs resulting from the mandated transfer of the 774 and 775
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populations to the Medicaid Program. Moreover, the rates were imposed by the District, not
negotiated. As explained above, the key base data utilized by Mercer covered a period prior to
the transfer of and therefore excluded the 774 and 775 populations. Indeed, the June 24, 2011
DHCEF presentation to the Council explains the “timing problems” experienced because DHCF
budgets were required to be established before Mercer provided the District with its range of
contract rates. See Attachment F at 2, 6, 9.

Chartered’s Appeal to DHCF

On September 30, 2011, Chartered again appealed to DHCF regarding the cost of
providing Medicaid pharmacy benefits to the 774 and 775 populations. See Attachment B,
Exhibit 3. Chartered’s letter noted that when the rates were set in July 2011, “[DHCF] promised
that if this trend proved to be a problem, [Chartered] could bring the matter back to [DHCF] for
further consideration.” Id at 1.

The capitation rates certified by Mercer starting in August [, 2011 anticipated a
pharmacy expenditure of $23.16 per member per month (“PMPM”). See id. Chartered’s
pharmacy expense PMPM between March and August 2011 averaged $41.44 PMPM, primarily
due to the increased and expensive HIV medications utilized by the 774 and 775 populations.
See id. Chartered told DHCF that underfunding pharmacy costs by over $18 PMPM resulted in
$1.8 million per month loss, an annualized loss of over $21 million. See id at 1-2.

The trend was not abating, and it was not properly accounted for in the August 2011 rate
adjustment by DHCF. Chartered requested a capitation increase of $18.00 PMPM effective
October 1, 2011 and remediation for the losses already sustained from the 774 and 775 pharmacy
utilization in the amount of $17,836,349. See id. at 2. No action was taken by DHCF regarding
this request for retrospective and/or prospective equitable adjustment.

Formal Request for Review and CAB Appeal

On November 30, 2011, Chartered made a formal claim to DHCF for equitable
adjustment to the capitated rate and payment for losses experienced by Chartered. See
Attachment B. DHCF declined to make any determination on this claim within the statutory
120 day period, so Chartered filed an action with the Contract Appeals Board on April 9, 2012.

Mav 1. 2012 Mercer Certification Letter

On May [, 2012 Mercer certified rates for May 1, 2012 through April 30, 2013, reflecting
a 7.2% increase overall to current rates plus a new rate cell for adults in the 775 population
which reflect a 48.8% increase overall to the current rates. See Attachment H at 1-2. The 775
population rate cells are now paid at the highest rate possible under federal rules, $657 PMPM.
It should be noted that the 7.2% increase overall is at the bottom of the rate range Mercer found
to be actuarially sound. See id. at 13. The increase could have been, and arguably should have
been, 12-17%.
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The May 2012 adjustment finally recognized costs and utilization history for the 774 and
775 populations, at least in encounter and financial reports through July 2011 and in trend
considerations. The rate increases may not yet account for Chartered’s actual costs of providing
benefits under the Contract because they are at the lowest end of Mercer’s range, as they have
been historically, and because Chartered continues to experience losses.

The creation of separate cells for the 775 population in May 2012 with a 48.8% increase
in rate clearly demonstrates that the past rates for this group did not account for its costs in the
prior Contract years.

The District has never actually responded to Chartered’s requests for an equitable
adjustment for the periods between July 1, 2010 and May 1, 2012. But DHCEF did raise rates
significantly beginning May 1, 2012 and has now “carved out” the HIV pharmacy costs from the
Contract, effective January 1, 2013, another acknowledgement that these costs present unigue
challenges and have not been adequately addressed in the prior Contract years.

Despite Chartered’s numerous requests for appropriate rate adjustments, the District did
not acknowledge or appropriately account for the 774 and 775 transfers except prospectively
from May 1, 2012. (And now HIV/AIDS/Hepatitis pharmacy benefits/costs are carved out of the
Medicaid contract effective Jannary 1, 2013). Instead, the District unilaterally transferred the
1isk of Medicaid Program utilization by the 774 and 775 populations to Chartered without
equitably adjusting the rates to account for that risk.

A. The Final Policy Preminm Owed to Chartered Must Be Based on the Total
Costs Chartered Experienced

The District’s transfer of the 774 and 775 populations changed the circumstances under
which Chartered performed the Contract: two new groups of individuals in populations with
unique demographic characteristics, needs, and circumstances suddenly became eligible for
Medicaid Program benefits. By requiring the fransfer, the District caused Chartered to pay for
additional benefits for which it was not being adequately compensated by the District.

As noted previously, the Contract is a retrospectively rated contract which obligates the
District to provide an equitable adjustment when there is a change to the Contract. The term
“equitable adjustment” is defined under District law. An equitable adjustment is a formula that
accounts for the “difference between what it would have reasonably cost to perform the work as
originally required and what it reasonably cost to perform the work as changed.” See District of
Columbia v. Organization for Envi'l. Growth, 700 A.2d 185, 203 (D.C. 1997) (citing Modern
Foods, Inc., ASBCA 2090, 57-1 BCA § 1229, 1957 WL 4960; Jack Picoult, VABCA 1221, 78-1
BCA 913,024, 1978 WL 2469). There are two key factors in determining whether incurred
costs may be included in an equitable adjustment: first, whether the costs represent additional
work necessary to perform the changed work above the effort necessary to perform the contract
as originally written; and second, whether the costs claimed for the additional effort are
reasonable. See, e.g., Prince Constr. Co., Inc., DCCAB No. D-1127, 2003 WL 2123568 (May
12, 2003).
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The transfer of the 774 and 775 populations constituted a change in the Contract and
resulted in a substantial increase in the total cost of Chartered’s performance. Under the pldin
language of the Contract, because the District changed the terms of performance, the District 1s
required to make an equitable adjustment. Chartered is therefore entitled to the reasonable
additional costs of performing the Contract following the transfer of the 774 and 775
populations. These costs are not limited to those associated with pharmacy benefits, but include
all costs associated with providing Medicaid Program benefits to the Medicaid population under
the Contract.

B. The Total Additional Costs Chartered Experienced Exceed $50,000,000

After Chartered counsented to be placed in rehabilitation and 1 was appointed as the
Special Deputy to the Rehabilitator, a review of Chartered’s records under SSAP66 guidelines
was undertaken to determine the financial impact of the rates paid to Chartered between August
1, 2010 and April 30, 2012, the date of the Contract change up to the time the District
implemented a new rate schedule prospectively. Using information from Chartered’s claim data
warehouse, the review contemplated revenues and costs from three time periods: between
August 1,2010 and July 31, 2011 (“Period 17); between August 1, 2011 and December 31, 2011
(“Period 2”); and between January 1, 2012 and April 30, 2012 (“Period 3”). Period 1 represents
the rate schedule before the District minimally revised it on August 1, 2011. Periods 2 and 3
represent that same rate schedule, but are divided because of Chartered’s financial reporting
calendar. The analysis ends with Period 3 on May 1, 2012, because the District implemented a
new rate schedule going forward to April 30, 2013. Although the new rate schedule is higher,
Chartered continues to doubt that the new rate adequately compensates it for the benefits
required to be provided under the Contract.

Attachment I is a spreadsheet calculating Chartered’s total increased costs resulting
from the District’s contract change during the period claimed. The spreadshect uses data from a
variety of sources, but primarily Chartered’s claim data warehouse with cost data also set out in
Chartered’s reports to the District. The data is arrayed by age and sex cohorts. Each rate cohort
1s used to accumulate revenues and expenses for the three contract periods noted above.

The primary cost data utilized at the rate cohort Jevel (rate schedule categories) in the
spreadsheet are identified as being fee-for-service (“FFS”) medical costs and pharmacy costs.
This cost data is categorized by rate cohort and then further divided into subgroups 774, 775, and
Legacy (i.e., all Medicaid program members other than 774 and 775 populations). Data from the
rate cohort worksheets is aggregated. Certain subcontracted expenses (capitated PCP’s, other
capitated expenses, dental, and mental health) were added to this cost data after being reduced by
reinsurance recovery amounts.' Capitation revenue has been calculated in the spreadsheet at the

! The subcapitated PCP costs, other subcapitated costs and reinsurance recoveries were added o the analysis at the
cover worksheet level. Other subcapitated costs excluded the admimistrative fee paid on an ASO basis to the dental
and mental health providers because the District has indicated to Chartered that such costs should be categorized as
G&A expense. The deotal and menta) health claim costs for Penods 2 and 3 were derived by multiplying the
member months for the respective periods by the respective average PMPM costs calculated as part of the above-
described annual cost reports to the District for the period 8/1/11 to 7/31/12.
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rate cohort level and summed on the cover worksheet. Birth payment (“kick™) receipts were also
added to the capitation revenue on the cover worksheet. The total revenue was then adjusted
downward by 13.4% to reduce revenue amounts to account for the G&A (9.4%), premium tax
(2.0%) and profit factor (2.0%) incorporated in the rates paid by the District. This figure is
established by reference to the May 1, 2012 rate-seiting document written by Mercer and
distributed to participating health plans.

A review of Periods 1 through 3 determined that Chartered suffered a $44,414,862 loss in terms
of its Medicaid population cost experience compared to healthcare costs found in the District’s
rates. When that shortfall is then grossed up to account for G&A, premium tax, aod profit
factors, Chartered’s total loss increases to $51,287,369. The proper measure for an equitable
adjustment is the difference between the cost of the work required by the original Contract terms
and the reasonable cost of performing the work as changed. Prince Constr. Co., Inc., DCCAB
No. D-1127, 2003 WL 2123568 (May 12, 2003); J.R. Pope, Inc., DOT CAB No. 78-55, 80-2
BCA ¥ 14,562 (1980). This total loss measures the difference in Chartered’s costs to perform the
Contract based on the District’s Contract change resulting from the transfer of the 774 and 775
populations. Chartered’s increased costs are reasonable because they are the increased costs that
Chartered was actually required to incur to perform the Contract after the District’s change.
Moreover, this loss reflects just how inadequate the rates were after the District moved the 774
and 775 populations on August 1, 2010 until April 30, 2012 (the “Combined Period”) when
DHCEF finally considered Chartered’s increased costs after the transfer and adjusted the rates
prospectively.

Thus, the District should follow the requirements of the Contract and make a retroactive
equitable adjustment to the Medicaid Program capitation rate in the amount of $51,287,369 for
the Combined Period.

IV. Summary and Conclusion

Director Tumage has claimed that actuarial soundness is not a retrospective
determination (even though rates are determined in large part on historical costs and utilization).
1t is beyond dispute that the rates ranges developed by Mercer and set by DHCF between August
1, 2010 and April 30, 2012 excluded key base data on utilization and cost regarding the 774 and
775 populations. Accordingly, the actuarial opinion and certification of the rate ranges
determined by Mercer during that period simply pertain to the legacy Medicaid population, not
the whole population for which Chartered was required to provide Medicaid benefits. Whether
the rates certified and set were actuarially sound for the Medicaid population, which included the
774 and 775 populations affer the District made a change in the Contract regarding populations
covered, 1s certainly doubtful and debatable. But, that is not the issue in this claim. The
Contract requires that when a change is made which “causes an increase or decrease in the cost
of performance of [the] contract . . . an equitable adjustment shall be made.” The District’s
obligation to make an equitabie adjustment is not discretionary. See Stass v. Kaiser Found,
Health Plan, 744 A.2d 1000, 1013 (D.C. 2000) (distinguishing provisions covered by the
mandatory term “shall” from those covered by the permissive “may.”)
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The need for an equitable adjustment is not a surprise to the District. Chartered has
repeatedly put DHCF on notice through letters, meetings, and formal appeals that the change to
Medicaid coverage for the 774 and 775 populations was not being adequately compensated
under the rates set by DHCF. Until May 1, 2012, the District did not act to adjust the capitation
rates to reflect Chartered’s increased costs associated with the transfer of these populations.
When DHCF did act, it only made a prospective adjustment. The prospective adjustment
confirms that the past rates were not adequate to cover the benefits provided by Chartered. The
“carve out” of the HIV pharmacy benefits effective January 1, 2013 further confirms Chartered’s
right to retrospective premium after the August 1, 2010 Contract change.

The District never adequately considered the costs or utilization of the 774 and 775
populations in setting rates unti] May 1, 2012 as confirmed in Mercer’s 2010, 201[1, and 2012
certification letters. Therefore, an equitable adjustment for the period between August 1, 2012
and May 1, 2012 is required under the Contract, regardless of the actuarial soundness or
unsoundness of the rate ranges Mercer previously developed and the District set (not negotiated),
which in any event utilized historic data of the legacy Medicaid populations only and excluded
the 774 and 775 populations.

V. Relief Requested

As set out above, Chartered requests that the District make a retroactive equitable
adjustment for $51,287,369, together with all available interest. Chartered further requests that
you or a Contracting Officer’s Representative meet with us within the next ten days to endeavor
to resolve this matter. If we cannot reach an expeditious resolution, given Chartered’s
rehabilitation status, we request that you issue an expedited final decision on this claim within
twenty days of receipt.

[ believe a negotiated resolution of this claim for equitable adjustment would be in

everyone’s interest and look forward to discussing this claim with you soon.

Respﬁctﬁ)lly,

anie!l Watkins

Special Deputy to the Rehabilitator for D.C.
Chartered Health Plan, Inc.

Enclosures

ce: Wayne Tumage, Director, District of Columbia Department of Health Care Finance
Maynard McAlpin, President and CEO, D.C. Chartered Health Plan, Inc.
A. Scott Bolden, Esg., Counsel to D.C. Chartered Health Plan, Inc.






® D

SUPERIOR COURT FOR THE DISTRICT OF COLUMBIA
Civil Division

DISTRICT OF COLUMBIA,
Department of Insurance, Securities
and Banking,
810 First Street, NE, Suite 701
Washington, DC 20002 Civil Action No.: !
" Judge: 70/~ 52%2’1#
Calendar No.: Q 2
Petitioner, A %
V.

DC CHARTERED HEALTH PLAN, INC,,
1205 15" Street, NW
Washington, D. C. 20003,

Respondent.

EMERGENCY CONSENT ORDER OF REHABILITATION

Upon consideration of the Emergency Consent Petition for an Expedited Order of
Rehabilitation pursuant to D.C. Official Code $&§31-1303, 1310- 1312 and 3420 and the
entire record herein, it is, by the Court, this___ day of October 2012,

ORDERED: That the Emergency Consent Petition for an Expedited Order of
Rehabilitation be, and is hereby, GRANTED; and it i3

FURTHER ORDERED: That the Commissioner, and his succéssors in office,
are appointed Rehabilitator of Chartered pursuant to D.C. Official Code § 31-1311 (2001
ed.); and it is

FURTHER ORDERED: That the Commissioner, and his successors in office,
shall be vested with all appropriate and necessary powers provided under chapter 13 of

Title 31 of the D.C. Official Code, including:




? ?

(1) All powers of the directors, officers and managers of Chartered,
whose authority is suspended except as may be re-delegated by the
Rehabilitator.

(i) Authority to take possession and control of Chartered’s assets and
administer them under the general supervision of the Court.

(iii)  Authority to take such action as deemed necessary or appropriate
to reform and revitalize Chartered.

(iv)  Authority to pay claims.

) Authority to petition courts for stay of litigation pending against
Chartered.

(vi)  Authority to accept new or renewal business or extension of
Chartered's contracts.

(vii)  Authority to accept, direct, manage and pay employees and pay all
other expenses necessary to the rehabilitation.

© (viii) Authority to appoint and compensate from Chartered’s assets one
or more special deputies (who shall have all the powers and
responsibilities of the Rehabilitator granted under the statute) and
to engage and compensate counsel, consultants, financial advisors,
clerks, and assistants deemed necessary to the rehabilitation.

(ix)  Authority to pursue all appropriate claims and legal remedies on
behalf of Chartered.

x) Authority to avoid fraudulent transfers under D.C. Official Code
§§ 31-1324 & 1325.

(xi)  Authority to enjoin any person from interfering with the
Rehabilitator in possession and control of the property, books,
records and all other assets of Chartered.

FURTHER ORDERED: That title of all assets of Chartered is vested in the
Rehabilitator by operation of law.

FURTHER ORDERED: That the Rehabilitator shall seek Court approval of any
compromise or seftlement of Chartered’s claim pending before the District of Columbia’s

Contract Appeals Board and the contemplated claim regarding capitation rates for the

Alliance Program.
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FURTHER ORDERED: That officers, directors, employees, agents and others
are directed to cooperate with the Rehabilitator as provided by D.C. Official Code § 31-
1305.

FURTHER ORDERED: That the Rehabilitator may seck to enjoin the initiation
of lawsuits, dissipation of bank accounts, obtaining of preferences, or any other

interference with the Rehabilitator.

FURTHER ORDERED: That the Rehabilitator file periodic accountings with
the Court, no less frequently than semi-annually.

FURTHER ORDERED: That the Rehabilitator submit a plén of rehabilitation
of Chartered for Court approval, if one is feasible. If the Rehabilitator determines that a
rehabilitation plan is not feasible, the Rehabilitator shall submit a report to the Court
which states the basis for such determination,

FURTHER ORDERED: That entry of this Order of Rehabilitation shall not
constitute an anticipatory breach of any coutracts of Chartered nor shall it be grounds for
retroactive revocation or retroactive cancellation of any contracts of Chartered, unless the
revocation or cancellation is done by the Rehabilitator pursuant to D.C. Official Code
§ 31-1312,

FURTHER ORDERED: That this Court retains jurisdiction in this matter
during Chartered’s rehabilitation, and for purposes of granting such other and further
relief as this cause and the interest of the policyholders, creditors, or the public may

require.

R

Jtﬁig [ Superior Court




Coples to:

E. Louise R. Phijllips

Assistant Attorney General

Office of the Attorney General

441 Fourth Street, N.W,, Ste. 650N
Washington, D.C. 20001

Mr. Maynard G. McAlpin
President and CEQO

DC Chartered Health Plan, Inc.
1025 15" Street, NW
Washington, DC 20005

?

William P. White, Commissioner
¢/o Adam H. Levi

DISB, Office of the General Counse!
810 First St., NE, Suite 701
Washington, D. C. 20002

A. Scott Bolden, Esquire
Reed Smith, LLP

1301 K Street, NW
Suite 1100, East Tower
Washington, DC 20005






EFPSTEIN BECKER & GREEN, F.C.

ATTORNEYS AT LAW

V227 257K STREET, NwW, SUITE 70D
WASHINGTDN, DC 2Z0037-1175
202.86)1).Q900
FAX: 202.296.2882
EBGLAW.COM

CLIFFORD E. BARNEF
TEL: 2D2.961.1856
FAX: 202.896.28R3
DBARNESOEBGLAW.COM

November 30, 201!

VIiA E-MAIL

Ms. Jacquelyn Alpert, JD

Contracting Officer

Department of Health Care Finance
Government of the District of Columbia
896 North Capito! Street, N.W., Suite 6037
Washington, D.C. 20002

Re: DC Chartered Heaith Plan Contract No. DCHC — 2008 — D — 5052 (the “Contract™)

Dear Ms. Alperu:

The undersigned is counsel to D.C. Chartered Health Plan, Inc., (“Chartered”). Pursuant to the
D.C. procuremcat regulations, the Contract disputes clause, and other applicable clauses in the
Contract, Chartered respectfully submits this claim seeking: (1) a review of the capitation rate
decision along with the applicable assumptions as the rate chosen by the Djstrict is not equitable;
(2) a review of the annual adjustment to the rates along with the applicable assumptions as the
adjustment 1s not equitable; (3) an adjustment to capitated rate to make such rates actuarially
sound; or, in the alternative, (4) an equitable adjustment to the capitated rate due to significant
increases in actual pharmacy benefit costs; (5) payment in the amount of $13,665,419 dollars for
the loses experienced by Chartered for the period of Avgust 1, 2010 to October 31, 2011, for the
District’s failure to set actuarially sound rates; and (6) payments in the amount of $12,105,699,
for the loses projected for the period between November 1, 2011 thru April 30, 2012,

1. Background

Chartered has requested on several occasions that the District review the rates regarding certain
pharmacy benefits under the Contract. The First request for rate review occurred was on
February 9, 201), when Chartered sent a letter to the District as part of the contractual rate
setting process. (See February 9, 2011 letter, attached as Exhibit 1 - The “February Letter™). In
that leticr, Chartered notified the Department of Health Care Finance (“DHCE”) about the
ATLANTA » QOBTON = OHICAGOD = HOUBTUN « LO3 ANGELES
NEWARK v NEW YDRK » BDAN FRANCISED v GTAMFORD » WABMINGTON. OC
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adverse impact starting in July 2010, of the transfer of the former Alliance members to the
Medicaid managed care program (the “774/775” populations) and sought 2 review of the
capitated rates.' As explained in the February Lefter, Chartered stated: 1) that the 774/775
populations were transferred to Chartered based upon the DHCF’s erroneous assumption that
such population will have the same actuarial experience as the existing Medicaid population
(herein after reference to as the “legacy Medicaid population™); 2) that even though DHCF did
not have access to data regarding the purchasing, dispensing and accounting of drugs for the
774/775 populations while in the Afliance Program, which precluded the ability to calculate an
accurate pharmacy cost, DHCF should not transfer the entire unfunded risk of the pharmacy cost
to Chartered; 3) that Chartered’s pharmacy expericnce with the 774/775 populations pre and post

transition reveals that:

s the rate of utilizing members per month is 50% greater than the legacy
Mecdicaid population,

 the number of prescriptions per utilizing member is also 50% higher than the
legacy Medicaid population;

e the cost of brand pame drugs per member is 77% higher than the Jegacy
Medicaid population; and

« together the three factors significantly increased the monthly pharmacy cost as
compared to the existing legacy Medicaid population.

and 4) the increased costs for brand name drugs is driven in large part by an increase in the
volume of HIV drugs provided to the 774/77S population. At the end of the February Letter
Chartered requested a meeting to discuss the concerns raised in the February Letter. No such

meeting was scheduled by DHCF.

Chartered’s second request for a rate review occurred on June 2, 2011 when Chartered and
officials from DHCF met to discuss the 774/775 populatiop transfer issue. At that meeting
Chartered swmumarized the history of the 774/775 population transfer issue including its February
Letter. Chartered sought a follow up to develop a plan of action. No follow up was scheduled

by DHCF.

The third requesi for a rate review occwred on September 12, 2011 when Chartered raised the
774/775 population transfer issue at its monthly meeting with DHCF. In that meeting, Chartered
made a presentation explaining: 1) that the 774/775 population required an extraordinary number
of HIV/AIDS drugs, among other medications; 2) that the 774/775 population more than doubled
the past and present utilization of HIV/AIDS drugs by Chartered members; and 3) that during the

' The 774/775 population is the combination of the Group 774 individuals who are childless adults whose income is
133% of the Federal Poverty Level or less and the Group 775 individuals who are childless adults whose income is

greater than 133% of the Federal Poverty Level, but less than 200%. Significantly The 774/775 populations would

not qualify for Medicaid without a change in policy by the District of Columbia government.

FIRM: 16884370v3
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period of January — July 2011 Chartered’s cost for the top three drugs utilized for the 774/775
population was more than 600% higher per member per month than that of the legacy Medicaid
population; and 4) based upon the extraordinary increasing utilization, with no end in sight, that
the District carve-out the HIV drugs for the 774/775 from the managed care capitation. Sec

Exhibit 2 for a copy of the presentation,

The fourth request for a rate review occurred when Chartered sent & second letter to DHCF on
September 30, 2011. (See Septernber 30, 2011 Letter attached as Exhibit 3 (the “September
Letter”), In that letter, Chartered ‘again brought to the attention of DHCF, the losses that
resulted from the transfer of the 774/775 population to Chartered based wpon inaccurate
pharmacy cost assumptions. The September Lefter, among other things, reported on a meeting
held with DHCF, on September 12, 2011, where Chartered made a presentation regarding the
adverse financial consequences of the pharmacy utilization of the 774/775 population. The
September Letter also explained: 1) that the cost of providing the increasing utifization of the
HIV drugs was not previously within Chartered’s financial experience; 2) that the pharmacy cost
anticipated by Mercer was $23.16 per member per month while Chartered’s experience was
$41.44 per member per month; and 3) Chartered’s adverse experience occured despite the
substantial efforts of Chartered and Caremark (Chartered’s pharmacy benefit manager) to control

the pharmacy expenses.

1. Facts
A. The District Must Set Actuarially Sound Rates Pursuant To The Contract

Chartered entered into an incentive indefinite - delivery/indefinite - quantity (“IDIQ”) Contract
with the District to provide health care services to the Medicaid eligible population enrolled in
the District of Columbia Healthy Families Prograrus and for Alliance eligible population enrolled
in the DC Health Care Alliance Program. (See Contract at Section B.1.) The Contract provides
for payments based on fixed capitated rates, as well as a performance-based incentive system
with a fee-for-service component. (See Contract at B.2.1.) The Contract requires that the rate
payments made to the contractor be “actuarially sound” in accordance with 42 CF.R. §

438.6(c)(2)().

The Contract also provides 2 specific mechanism to facilitate the Distnict’s duty to set actuarially
sound rates when changes in services are mandated. In the event that changes are made to any
services covered by the Contractor under DCHFP, the District is obligated to conduct a review to
determine whetber the change requires a rate adjustment. (See Contract at Section B.3.1.) If the
Contractor believes the rate adjustment, or lack thercof, is not equitable, it may request the
District to review the adjustment. (Sec Contract at Section B.3.1.) The Contract also provides
that the review requested by the Contractor will not be unrcasonably withheld by the District, Id.

In addition, the Contract provides for a yearly review of the capitation rates in cffect. This
clause provides specific mandatory guidance for reevaluating the capitation rates:
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B.3.2. No later than twelve (12) months after the date of the
Contract Award and annually thereafler, the District will conduct
an actuarial review of the capitation raies in effect to determine the
actuarial soundness of the rates paid to the Contractors. The
actuarial review will be based upon the rates offered by the
Contractor and wil) take into account factors such as inflation,
significant changes in this demographic characteristics of the
member population, or the disproportionate enroliment selection of
Contractor by members in certain rate coborts.

Section B.3.3. of the Contract also provides that:

The District and the Coniractor shall negotiate the actual amount of
the adjustment; in determining the adjustment, the District shall
apply the elements required under 42 C.F.R. § 438.6(¢c) for
actuarially sound rates or explain why they are not applicable.

B. The Effects of the 774/775 Population Transfer

To determine the finamcial impact of the deficit in the pharmacy component of Chartered’s
capitation rates, Chartered reviewed its pharmacy experience from August 1, 2010 through July
31, 201}. During that initial time period (“Initial Period™), Chartered spent $38,353,291 or
$33.60 per member per month (“PMPM™) on pharmacy costs. Based upon the DHCF Databook
issued in 2010 and the rates that Chartered ultimately received for the 2010-2011 Contract Year,
Chartered estimates that DHCF included $22.45 PMPM for phannacy for the Initial Period.
Further, based on an enroliment of 1,141,467 member months, Chartered estimnates that it
received $25,625,938 for pharmacy over the Initial Period. The difference between the estimated
amount received and the amount spent is the total underfunding for Chartered’s pharmacy costs
which amounts to $12,727,353 or $11.14 PMPM. See Exhibit 4. However, the total
underfunding number does not isolate the underfunding in the 774/775 population as it also
includes the underfunding for the legacy Medicaid population. To better focus and isolate the
underfunding in the 774/775 populations, the legacy Medicaid population can be used as the
baseline. As such, the pharmacy spend on the legacy Medicaid population averaged $25.66
PMPM for the period of August 1, 2010, through July 31, 2011 while the pharmacy spend for the
774/775 population for the same period averaged $69.06 PMPM. Under this more focused
approach, $9,063,247.98 or $7.94 PMPM ($33.60 - 25.66 = 7.94 x 1,141,467 = $9,063,248)
represents the cost differential between providing the pharmacy benefit to Charstered’s legacy
Medicaid population and to the 774/775 populations for the period August 1, 2010 trough July
31, 2011. See Exhibit 4.

For the period after the Initial Period, that is, the three month period between Auvgust 1, 2011 and
October 31, 2011, the losses become even more acute (“Subscquent Period™). Using the 2011
DHCF Databook and the new rates that Chartered received during the Subsequent Period as a
guide, Chartercd estimates that it is now receiving $25.62 for Pharmacy. Buased upon the
Chartered legacy Medicaid membership of 292,730 member months, Chartered received
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$7,499,743 for the pharnacy component. Chartered’s expense for pharmacy for the 774/775
" population during the Subsequent Period was $12,101,914 or $41.04 PMPM. As a result,
Chartered has spent $4,602,171 more for pharmacy for the 774/775 population than was paid to
it since the new rates were effective on August 1, 2011, until the end of October 2011.
Consequently, Chartered is currently underfunded in the pharmacy component by $15.52

PMPM. See Exhibit 4.

Similarly, for the period after the Subsequent Period, Chartered has projected losses for the
period between November 1, 2011 and April 30, 2012 (*Projection Period”). Using the same
metrics as deseribed in the Subsequent Period, Chartered had projecied the pharmacy cost for the
774/775 population at $27,198,285.95 and the projected per member per month pharmacy
capitation at $15,092,587.02 which results in a projected loss of $12,105,698.93. See Exhibit 5.

To make matters worse, pharmacy cost are growing at an overall rate of 1.7% per mopth.
Chantered repeatedly put DHCF on notice through meetings and letters that the pharmacy trend
was significantly higher because of the 774/775 population and that the capitated rates needed to
be reviewed and adjusted, but to Chartered’s knowledge the increased expense was not
considered by the District government in setting the new rates. As a result, Chartered should be
made whole for this entice loss during this Initial Period, the Subsequent Period and the Projected
Period in the total amount of $25,771,117. In addition, Charicred needs a rate increase to
prevent both the growth of this underfunding and the continued reliance of inaccurate data to set

Tates.

Chartered ¢an track the increase in pharmacy expense to the 774/775 population. An analysis of
the pharmacy cost per member per month from August 2010 to October 2011, reveals that
774/775 populations’ expense was grester on a per member per month basis starting after the
first fill month of the transfer in August of 2010. That analysis also reveals that the costs per
month increased over the previous month nearly every month of the targeted period. The
difference in PMPM capitated rates i3 dramatic. For example, in August 2010, after the first full
month of the transfer, the 774/775 population experienced expenses on 4 per member per month
basis of approximately 23% over the legacy Medicaid population (22.45 for legacy, 27.71 for
774/775), by the December, the fourth full month after the transfer, the 774/775 population
experienced expenses approximately 50% over the legacy Medicaid population ($22.45 for
legacy and $33.72 for 774/775 population); by July of 2011, the 12th full month after the
transfer, the 774/775 population experienced expenses approximately 60% over the legacy
Medicaid population ($22.45 for legacy, $35.98 for 774/775 population) and by October of 2011,
the 15th month after the trapsfer, the 774/775 population experienced expenses on & per member
per month basis of approximately 65% over the legacy Medicaid population (325.62 for legacy,
$42.34 for 774/775 population). The Chart in Exhibit 5 graphically ilfustrates the increasing

nature of the 774/775 pharmacy expense.

Chartered can also track the specific drugs that account, in large part, for the increase in
pbarmacy expense in the 774/775 population. An analysis of the pharmacy cost for the period of
January to July 2011 revcals that the top 3 HIV drugs account for a large amount of the total
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increase in pharmacy cost. According to that analyses, the per member per month expense of the
top 3 utilized drugs for the 774/775 population is $21.06, whereas the PMPM expense for the
same drugs for the legacy Medicaid population is $3.44, amounting to a 612% increase. See
Exhibit 6. Assessing the average expense per month for the top 3 drugs reveals that the 19,839
Chartered enrollees that are in the 774/775 population experienced an average expense of
$417,783 ang that the 77,131 Chartered enrollees that are legacy Medicaid population memmbers
experienced an average spend of $263,234. The increasing nature of the phammacy expense of
the 774/775 population shows that the additional expense is not an isolated event and is
dramatically different from the fegacy Medicaid population.

TIT, Discussion

Pursuant to the Contract, Chartered is entitled o request that the District review the underlying
pharmacy rates applicable during both the Initial Period and the Subsequent Period. Morcover,
Chartered is entitled to a rate adjustment pursvant 10 Section B.3 of the Contract for the Initial
Period, Subsequent Period, as well as, for the Projection Period. Since the transfer of the
774/775 popuiation has significantly changed the demographic characteristics of the member
population and thereby altered the underlying assumptions that form the current rate, the cwrrent
rate is not actuarially sound for the 774/775 population. Accordingly, Chartered is also entitied to
receive payments for the Initial Period, the Subsequent Period and the Projection Period pursuant
to an actuarially sound capitation rete. Alternatively, Chartered is entitled to an equitable
adjustment pursuant to the Standard Contract Clause. In particular, implementation of the
transfer of the 774/775 population has resulted in an unanticipated increase in the amount of
prescription drug services needed by the 774/775 population. Chartered is entitled 10 an equitable

adjustment for this unanticipated increase in costs.

A, The Districts’ Rates Arc Not Actuarially Sound and Must be-Changed Pursuant to
the Rates Clause of the Contract

Sections B.3.3 and G.1.6 of the Contract require that all rates and payments to Chartered be
“actuarially sound” in accordance with 42 C.F.R.§438.6(c). Section B.3.2 requires the District to

consider the following when setting actuznally sound rates:

The actvarial review will be based upon the rates offered by the
Contractor and will take into account factors such as inflation,
significant changes in the demographic characteristics of the

member population, or the disproportionate enrollment selection of
Contractor by members In certain rate cohons.

Similarly, 42 C.F.R. § 438.6(c) provides the following guidance regarding what is “actuanally
sound’:

In setting acwarially sound capitation rates, the State must apply the following elements, or
explain why they are not applicable:
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(1) -Base utilization and cost data that are derived from the Medicaid population,
or if not, are adjusted to make them comparable to the Medicaid population,

(ii) Adjustments made to smooth data and adjustments 10 account for factors such
as medical trend inflation, incomplete data, MCO, PIHP, or PARP
administration (subject to the limits in paragraph (¢)(4)(if) of this section), and
utilization;

(iit) Rate cells specific to the enrolied population, by--
a. Eligibility category;
b. Age;
¢. Gender;
d. Locality/region; and

¢. Rusk adjustments based on diagnosis or health status (if used).

(iv)Other payment mechanisms and utilization and cost assumptions that are
appropriate for individuals with chronic illness, disability, ongoing health care
needs, or catastrophic claims, using risk adjustment, risk sharing, or other
appropriate cost-ncutral methods.

As explained by the American Academy of Actvaries (“AAA”), Medicaid Managed Care rates
are actuarially sound if the following applies: '

Medicaid benefit plan premiurn rates are "actuarially sound” if, for
business in the state for which the certification is being prepared
and for the perind covered by the certification, projected
premiums, inchiding expected reinsurance and govermmental stop-
loss cash flows, governmental risk adjustment cash flows, and
investment income, provide for all reasonable, appropriate and
attainable costs, including health benefits, health benefit settlement
expenses, marketing and administrative expenses, any state-
mandatcd assessments and taxes and the cost of capital.

(See Health Practice Council Practicc Note, August 2005, aitached as Exhibit 7.) Significantly,
the AAA has stated that any certification of actuarial soundness must apply to each individual
rate cell. Thus, if one individual rate cell (e.g., pharmacy benefit for adults) is not actuarially

sound, the entire rate 1§ not actnarially sound.
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The District’s capitation rate for the 774/775 population, which includes. payment for pharmacy
services, does not meet the above-referenced standards. In particular, the rates set by the District
do not appropriately account for the actuarial experience of 774/775 population. The original
Contract raies did not include phammacy services at either the increased utilization rates, the
increased number of prescriptions per utilizing member, or the increased costs of brand name
drugs per member that are ufilized by the 774/775 population.

As the attached data analysis indicates, the transfer of 774/775 population effected a significant
change in the “fblase utilization and cost data”. of the Medicaid managed care population See
e.g., 42 CFR. §438.9(c). These higher utilization rates and increased cost have resulted in

significantly higher costs to Chartered.

As the data indicates the District’s capitation payment for pharmacy, when compared 1o the
actual and projected pharmacy costs are not actuarially sound. The pharmacy capitation ratss fail
to account for the changes in population and utilization rates ip the transfer of the 774/775
population. These actuarially unsound rates violate Section B.3 of the Contract and the
applicable federal regulation. The District musi reassess its rates and set rates that are actuarially

sound.

B. Charted is Entitled to an Equitable Adjustment for the Unanticipated Changes
Caused by the Transfer of the 774/775 Populatons. }

Chartered is requesting an equiiable adjustment in the amount of $25,771,117 to cover the
shortfall engendered by implementation of the transfer of the 774/775 pepulations. This reguest

15 appropriate and reasonable.

The proper measure for an equitable adjustment is the difference between the cost of the work
required by the original Contract terms and the reasonable cost of performing the work as
changed. In re Precision Dynamics, Inc., 05-2 BCA § 33071 (Sep. 14, 2005) (citing Celesco
Indus., Inc., 79-1 BCA 1 13604, at 66,683); Sauer, Inc. v. Danzig, 224 F.3d 1340, 1348 (Fed.
Cir. 2000). There are two key factors in determining the inclusion of costs in an equitable
adjustment. First, the additional effort necessary to perform the changed work above the sffort
necessary to perform the Contract as originally written and second, whether the costs claimed for
the additional effort are reasonable, Prince Constr. Co., Inc. DCCAB No. D-1127, 2003 WL

21235618 (May 12, 2003).

Chartered’s request meets both of those requirements. As detailed above, Chartered has been
required, by the District of Columbia Department of Human Services notification dated August
26, 2010, (“Policy Change™), to perform work above that contemnplated by the Contract as
originally written. See Exhibit 8. The Contract, when executed, did not require the provision of
pharmacy services for the 774/775 population at Medicaid rates as is now required by the Policy
Change. Moreover, the Contract, when executed did not contemplate the increase in utilization
rates of drugs otherwise seldom used by the legacy Medicaid population.
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In short, the transfer of 774/775 populations required an increase in benefits unaccounted for in
the original Contract or its subsequent renewals. As such, such costs are above the efforts

required to perform the Contract as originally written or renewed.

In addition, Chartered’s costs are eminately reasonable given the requirements of the 774/7753
population transfer. Chartered is now required to meet the Policy Change which includes
significantly higher utilization of HIV/AIDS drugs. Nevertheless, and despite the District’s
unwillingness to establish an actuarially sound rate, Chartered has provided services while it
comtained costs to the best of its ability. An exampile of the one cosl containment initiative is
Chartered’s work with Caremark, its pharmacy benefits manager, to increase the use of generic
substitutes for the 774/775 population. However, in spite of such actions, as well as other
efforts, additional cost efficiencies will not compensate for the ever increasing prescription drug

requirexnents of the 774/775 population.

In summary, Chartered has suffered additional costs that were not covered by the original
Contract or any renewals. Moreover, these costs are reagonable. As such, Chartered is entitled to
an equitable adjustment for the 2010-2011 Contract year in the amount of §25,771,117 for the
loss incurred through October 31, 2011 and projected loss through April 30, 2012.

IV.REQUESTED RELIEF

As indicated above, Chartered requests that the District (1) set actuamally sound rates that
account for the 774/775 population with respect to pharmacy benefits; (2) pay to Chartered
$25,771,117 for the District’s failure 1o set an actuarially sound rate for the period of January
2011 through April, 2012; and (3) as an alternative to #2 above, Chartered requests an equitable
adjustment in the amount of $25,771,117 for the changed circumstances occasioned by the

implementation of the 774/775 population transfer.

V. CONCLUSION

For the foregoing reasons, Chartered requests that the Contracting Officer meet with Chartered to
resolve this matter and if not resolved to issue a final decision on this claim within ninety (90)
days of reccipt of this clair granting all relief requested tn this claim. To the extent that it will
not delay the issuance of, or waive Chartered’s right to, a Contracting Officer’s final decision,
Chartered remains willing to discuss this claim and reach a negotiated resolution if possible.
Please do not hesitate 10 contact the undersigned if you have any questions or would like to

discuss the claim.

FIRM:1688437Dv3



Jacqueline Alpert, JD
November 30, 2011
Page 10
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EXHIRIT 1
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CHARTERED
February 8, 2011 HEALTH'PLAN

Ms Lisa. Truitt

Interim Associate Direclor/Project Manager
Department of Health Care Finance

Office of Managed Care

893 North Capitol St., NE Suite 6037
Washington, DC 20002 -

Dear Lisa,

The Depaitment of Healih Care Financing (DHCF) has announced thal it interds
to transfer-the administration of the DC Health Care Alliance program pharmacy
pbenefit from the current Unity clinic based dispensaries to the MCOs’ pharmacy
Benefit Management (PBM) programs as of May 1, 2011. Recent experience
with former Alliance members-transferred to the Medicaig, program (the "774" and
“775* populations) raises serious questions about how such a fransition must be
handled in erder to avoid adverse impact to the MCOs.

The Alliance pharmacy has bhistorically been "carved-out” of the MCO contracts,
with the exception of “formulary overides" where needed presciiptions ‘were
outside the list of drugs available through the District's- purchasing arrangement
with Department, of Defense, or for prescriptions. requiring filling after hours and
on weekends when the Unity sites were not open (resulting in the MCO PBNMs
providing up to a'72 hour supply). This resulted in an Allianice pharmacy tategory
of care cost to Chartered of $1- 2 per member'per month (PMPM)

DHCF has consistently maintained that the process of direet purchasing,
inventorying, distributing to clinics and, ultimatély, dispensing these medications,.
coupled with the dse of the functionally limitéd former D.C. General pharmacy
aceounting system, precludes the ability to calculate an accurgte pharmacy
PMPM cost for the Alliance transfer population. Chantered’s -gxperience since
July, 2010, gained from providing full pharmaey coverage: to the Allance
papulation that transferred to Medicaid rolls, however, has aliowed Ghartered to
monitor and accurately classify and quantify these pharmaceulical costs. The
results of this analysis demonstrate a dermand that is at considerable variance
with the utitization pattern of Chartered's “legacy” Medicaid population.

As can be readily seen in the attached chaits depicting Chartered’s pharmacy
experience pre-and-post transition of Alliance members, the rate of uiilizing
members per month is elevated by more than 50% in the 774/5 population (33%
vs. 21% in December 2010). The average scripfs per utilizing member is
similarly elevated by more than 50% in this 774/5 populdtion (3.8 vs. 2.5). These
factors compound te create a utilization rate more than 140% above the legacy
Medicaid volume of scripts (125 scripts per 100 members vs. only 52 scripls per
100 historic Medicaid beneficiaries.

D.C. CHARTERED HEALTH PLAN, INC.
1025 15th Qreel, NW o Washington, PC 20005-260) « Te): 202.408.4720 « Eax: 20240684730

L)
We Keoxeke



This substantial increase in volume of scripts is further aggravated by an
escalation in the average -cost of ingredignts for brand name prescriptions used
by the 774/5 populations. As documented in the attachments, Chartered’s
average Meadicaid branded prescription ingredient cost has had a stable (even
decreasing) trend, in the range of $170.00. The 774/5 branded prescription cost
started in that range but has sleadily increased to a level in excess of $220.00.
All of these factors ultimately create a monthly pharmacy.- cast for this population
of $65.93 in comparison te $27.10 for the Jegacy Medicaid population.

The escalation in total cost and brandad ingredient cost is driven in part by an
extraordinary increase in the volume of HIV spectrum drugs A comparison of
the populatiens reveals that in January 2011, the 19,079 members of the 774/5
group used $515,326 in HIV medications, whlle the 76,868 members of the
legacy Medicaid grotip tiflized only $418,107 of these drugs, for a $21.56. PMPM
cosi difference for this. category. of drugs. The. $27.01 expense for these
medications for the 774/5 groups is almost equal to the enfire pharmacy cost of
$27.10 for the legacy population, which includes HIV drugs. The population of
unique utilizers of this spectrum of medications within the 774/5 groups is 257,
compared to 215 in the far larger historic population; 2 penetration rate of 1.3%
compared to an histonc rate of onty 0.3%, with an average cost for these drugs
alone, of $2,000.00 per month for such utifizers.

Chartered is willing to' work with DHCF to transfer the Alliance pharmacy benefit
from the current Unity-based arrangemént to a distribution model using our PBM
and pharmacy network, but in light of the above cited experience Chartered must
require that any such arrangement be done on an ‘administrative services
organization (ASO) only- basis until sufficient experlence is available fo guantify
and price this risk. Please let me know when we can get together to plan how to

move forward with this transition.

Singerely, W V%
Visond

Interirn President and CEQ

Attachments: Pharmacy Utilization graphs/tables
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EXHIBIT 3

: $4 6T
CHARTERED
HEALTH-PLAN

September 30, 2011

Mr. Wayne Turriage
-Director
District of Columbia
Department of Heaith Care Fipance
899 North Capitaf Street, NE, 6 Floor
Washington, DC 20002

RE: Pharmacy Cost for 774 and 775 Populations

Dear Mr. Turnage:

DC Chartered Redlth Plan, Inc. IChartered) and appreciates your efforts to reestablish the
positive partnership between Chartered and the Department of Health Care Fipance. As you
will recall, Chartered during the 2011-2012 Contract Year capitstion rate negotlations, raised
the Issue regarding. the escalating cost of pravfdmg pharmacy benofits to the 774 and 775
popu!anons Atthat tﬁme, we advised you that these groups were newly transferred from the
Alliance Program to the Medicaid Managed Care Rrogram and that initial indications were that
the drug utliization greatly exceeded oyr-expeérienéé with:-ur legacy population. At that time,
you promised that if thjs wredd praved to be a prohiem ‘we could bring the matter back to you
for further cansideratlon. Chartered’s experlence with the 774 and 775 populations has
continued to show-that their pharmsay utilization will greatly exceed anything experienced by
Chartered in the past and presents a-serious, adverse financjal exposure, and Chartered needs
your assistance to help-resclve this matter,

Dunng Chartered’s. September 12'", regular monkhly meeting with” Lisa Truitt, we made a
presentation- that outlined the financial chalienges presentéd by the pharmacy utliization of the
774 apng 775 members. A copy of that presenfation Is énclosed. The 774 and 775 population
has.a high number of iembers who reqgire HIV/AIDS drugs among other medications. In fact,
Chartered’s RIV/AIBS papulation more thar daubled when these members were transferred
from the Allianpe Pno_grfam. In the past,_Hl-\!yfA!DS medications were proviged through the Ryan
White Program;. however, once these Individuals were transfer to Medicaid, the responsibility
for providing-thése drugs was trarisfzrred:to Charéred. The costof providing these drugs has
not been jn Charteréd’s prior fifancial experience, and the result has been: an unprecedented
increase fn pharaigcy utllization and expense. As indjcated in the enclosed presentation, it is
our undérstanding that the capifation ratgs, 'as certlfied by Mercer, anticipated 2 pharmagy
expendjtiré of $23.16 per member per mostlr (pmpm). .However, Chartered’s exXpense
between March and August has averaged $41.44 pmpm because of the cost of supplying these
very expensive medlgatfons Therefore, Charteved is underfunded by $18,23 pmpm. If let
unagdressed, Chartered potertially will face an annual loss 0f-$21,355,572. This trend does not
D.6. CHARTERED HEAUTH PLAR, INC.
1025 15th Street, NW = Washingion, DC20003-260) » Tel:.202.408,4720 » Fax: 202,408.4750
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appear to be abating. In the month of August alone, Charlered experianced .a $1,779,630
excess pharmady cost.

Chartered, in canjupction with Caremark, our pharmacy benefit manager has taken every
. Toeasure that it .can, withaut ¢empromising member care, to eontrol our pharmacy spend.

Nevertheless, this' sdverse pharmaey trend continues. In order to address this untenable
situation, Chartered requires.a capitation Increase .of $18,00-pmpm effective October 1, 2011
and to remediate the losses already sustalned from the 774 and 775 pharmacy utllization, a

lump sum paynient of $17,835,349,

We urgently request & meeting with you to seek an expeditious resolution of (his matter. t will
FORTact yalr assistont to arrange this meeting. {f, inthe Jntgrim, you have any questidns, please

foul trée t6.0bmadt ma,

ard McAlpin
Presigent-and GEOQ

Englpsure

¢grMr. Ganayswaran Nathan
Ceputy Director
Medicaid Finance

B Ysa Trultt
Assediate Bizor
Medicaid Managed Cire
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EXHIBIT 4

PHARMACY DEFICIT

To calculate the deficit in the Pharmacy component of Chartered’s capitation rates, | reviewed
Chartered’s pharmacy experience from August 1, 2010 through July 31, 2011. During that time,
Chartered spent $38,353,291 or $33.60 per member per month (PMPiV) on pharmacy costs. Based upon
the DCHF Databaok issued in 2010 and the rates that Chartered ultmately received for the 2010-2011
Contract Year, we estimate that DHCF Included $22.45 PMPM for pharmacy for the contract period
August 1, 2010 through July 31, 2011. Therefore, | estimate that Chartered received $25,625,934 for
pharmacy over that time period. Chartered, then, was underfunded for its pharmacy costs by
$12,727,357 or $11.14 PMPM. The pharmacy spend on our legacy Medicaid members averaged $25.66
PMPM through July 31, 2011 while the average for the 774 and 775 group averaged $69.06 PMPM. It
follows that $9,063,247.98 or $7.94 PMPM (533.60 - 25.66 = 7.94 x 1,141,467 = $9,063,247.98)
represents the cost differential between providing the pharmacy benefit to Chartered’s legacy Medicald
member and the 774 and 775 populations for the period August 1, 2010 through Juty 31, 2021.

for the period August 1, 2011-October 31, 2011, the problem is getting even more acute. Using the
2011 Oatabook and the rates that we received for the 2011-2012 Contract as a guide, Chartered
estimates thal it is now receiving $25.62 for Pharmacy. Therefore based upon our Medicaid
membership, we received $7,499,743 for the pharmacy component. Chartered spend for pharmacy for
those two months was $12,101,914 or 41.34 PMPM. This means that Chartered has spent $4,602,171
more for pharmacy than it was paid since the new rates were put into effect on August 1 and that we
are currently underfunded in the pharmacy component by §15.72 PMPM. To make matters worse
pharmacy cost are growing at an overall rate of almost 2% per month. Chartered had placed DHCF on
notice that the pharmacy trend was significantly higher because of the 774 and 775 members, but to our
knowledge this was not considered In setting the new rates. As 2 result, Chartered should be made

whole for this entire loss.

In addition, going forward, Chartered needs a rate increase to prevent the growth of this deficit.






-

b

diysisquialy

ys0) Adeluielyqd 10}
“ | 10y yuo 40lig | YIUOLA 104
031 33ury] % 0} 33ueyl %

$ m\..mom\ma_N.,mv m

woiy uawhAeg
uoneyde)
ul ASeuLIeljd
104§ UDI}RIO| Y
WdlAld pai1aafold

asuadxy (en3oy
Aseuiieyd anp 5507

%P0 E0T
SYIUCW

6 1514 pSesBny

89'ECT

uer o} paledwos
1dag yuawisnlay

TV SCRQEY'S/

usuodilo)
Adeuneyg
ualAed
uolyepde)
PIsIa

150) Aseulseyq WdJIAId

%1 00T

syjuowt

6 1311 afE _AY
%£Q°TOT
ue[ o} pasedwod
1des 1upunsnlpy

S3UNCY Jaquialy] Nojdad

J TTTHXA






5 ——

" mm qmm ) _@E Lwa laguiaw \_ma 1800 .

= R A e @:vnm 1e1oy s8niq € doj
40T dwsquapy

| juw u,wﬁm:q POMBd .

Eg

*%*?**%R*** *k* *%4*%****%***5%**

w@ Hwn si_b.: 12 _wnEwE _wa umou R
mwh B“#n 51_- E Jad vcwam wmg>< .
Ry vmm wn :ca _m {2103 s8nuq ¢ dog .

o . Ax drystaquialy sdetony .
% T ronrojAlenuef ipopad .

puads 3niqg AJH € doj (

j.4c]






LXH1BIT 7

HrarreH Practice CounciL
PrAcCTICE NOTE

August 2005
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AMERICAN ACADEMY of ACTUARIES

The American Academy of Actuaries is the public policy organization for actuaries practicing in all specialties
within the United States, A major purpose of the Academy is to act as the public information organization

for the actuaria) profession. The Academy is non-partisan and assists the public policy process throngh the
presentation of clear and objective actuarial analysis. The Academy regularly prepares testimony for Congress,
provides information to federal ¢lected officials, comments on proposed federal reguiations, and works closety
with state officials on issues related 1o insurance. The Academy also supports the development and enforcement
of‘geruarial standerds of conduct, qualification and practice and the Code of Professional Conduct for all

actuaries practicing in the United States.

Members of the Medicaid Rate Certification Wark Group include:

P. Anthony Hammond, Chairperson M. Scott Lockwood
F. Kevin Russell, Vice Chajrperson Gary J. McCollum
Ben S. Brandon Mary J. Murley
Thomas P. Carlson David F. Ogden
Aprit 8. Choi Herbert B. Olson
Rebert M. Damler Richard D. Pattinson
Timothy F. Harris Robert Ruderman
Joann M. Hess Martin E. Stachlin
Grace C. Kiang Jill A. Stockard
Juiia S. Lambert Gordon R. Trapnell
Arlene E. Livingston Todd W. Whitney

This group inctudes actuaries who have experience performing certifications o the Centers for Medicare and
Medicaid Services (CMS) as either consuhtants to state Medicaid agencies or as state employees, and actuaries
who have experiecnce with Medicaid rates, as either employeces of, or consultants to, HIMOs that contract with
states to provide managed health care to Medicaid populations. The work group acknowledges CMS actuary
John D. Klemm for coordinating the efforts of the work group with CMS. The group would also like to thank
staff at CMS who met with the work group including: Dianne Heffron, Ed Hutton, Brenda Jackson, Bruce

Johnson, and Carrie Smith.




HEALTH PRACTICE NOTE 2005-1
August 2005
Actyarial Certification of Rates for Medicaid Managed Care Programs

Developed by the
Medicaid Rate Certification Work Group of the
American Academy of Actuaries

This practice note was prepared by a work group organized by the Health Practice Council of the American
Academy of Actvaries. The work group was asked to:

Review the Centers for Medicare & Medicaid Services (CMS) regulations that require
certification of the “acriarial soundness™ of Medicaid managed care premium rates;!

Determine the extent to which the Academy has addressed the term “actuaria) soundness” in any
public statements (the Health Committee of the Actuarial Standards Board is reviewing the need

for an Actvartal Standard of Practice on this topic); and

Make a recommendation 1o the Flealth Practice Council about the best way to proceed on this
issue. The wark group’s recommendation was to publish a practice note. The Health Practice
Councit approved this recommendation and directed the work 10 proceed with the drafting of the

practice note.

The purpose of this practice note is 1o provide nonbinding guidance to the actoary when certifying rates or

rate ranges as meeting the requirements of 42 CFR 438.6(¢) for capitated Medicaid managed care programs.
Examples of responscs to certain sitnations and issues are provided. However, no representation of
completeness is made; other approaches may also be reasonable and may currently be i common use. Fuorther,
appropriate alternatives to these methods may dsvelop over time and come into common use. Events occurring
svbsequent to the date of publication of this practice note may make the practices described herein irvelevant or

inappropriate.

Since the purpose of this practice note is {e provide nonbinding guidance, this practice note has not been
promulgated by the Actuarial Standards Board nor by any other authoritative body of the American Academy of
Actuaries. The information in this practice note is not binding on any actuary and is not a definitive statement
as to what constitutes generally accepted practice in this area. Moreover, this practice note is based upon 42
CFR 438.6(c) and current CMS reqairements. To the extent that the legal requirements of a particular state
impose additional or conflicting requirements, practices described in this practice note may not be appropriate

for actuarial practice in that state.?

Comments are welcome as to the appropriateness of the practice note, desirability of updates, substantive
disagreements, etc. Comments should be scnt to Holly Kwiatkowski, the Academy’s senior health policy
analyst (federsl), al kwiatkowski@actuary.org or American Academy ol Actuaries, 1100 17th St. NW, 7th floor,
Washington, DC 20036,

1. In 3his selling, the lerm “premiom rates” refers (o all payments undey risk conracts and all risk-sharing mechanisms (ref, 42
CFR 438.6(c)(2)). Lump sum payments in risk contracts (and al) other payments) outside of premioms are also subjeet 1o actuariaf

soondness certification,
2. Since these situations may exis(, iLis important for the actuary o bring the specific sitluation{s) to the atention of the appropriale

state officials so a dialogue can be cstablished to find an equitable solution.
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I. Introduction

Medicaid is a program that provides health care to indigent people in the United States under Title XIX of the
Social Security Act of 1965. Created at the same time as Medicare (Title X V1), both programs are regulated
by the Centers for Medicare and Medicaid Services (CMS), an agency of the federal Department of Health
and Human Services. Medicaid is financed jointly by the states and the federal government from general tax
revenue, with the federal share between 50 and 80 percent of costs. The Title XXJ State Children’s Health
Insurance Program (SCHIP) has a federul share of up to 85 percent. Primary administrative responsibility for
Medicaid belongs to the state, with federal oversight. Federal rules require certain populations to be covered
and a core set of services to be covered. States are permitted to expand coverage o additional populaticns and
additional scrvices. Medicare, in contrast, is financed and administered federally, with funds from taxes on
wages, premiums paid by (or on behalf of) beneficiaries, and general tax revenuc. In Federal Fiscal Year 2002,
Medicaid outlays (8259 billion federal and state combined) exceeded Medicare outlays (3257 billion) for the

first time.*

Except for some small-scale voluntary HMO enrollment in a few areas, Medicaid operated almast exclusively
on a fee-for-servicc (FFS) basis from its inception in the 1960s unti) 1982. Arizona, which vntil that time had
remained outside the Mediczid program, requested a waiver from the requirement Lo operate Medicaid as an
FFS program. The Health Care Financing Administration (HCFA), as CMS was then called, granted Arizona’s
request and permitted that state to operate its Medicaid program using managed care organizations (MCOs).
Other states expressed inerest in using MCOs to provide Medicaid berefits, and mandatory MCO enrollment
was approved in certain metropolitan areas of Minnesota, Missouri, and Wisconsin. HCFA developed a waiver
process by which states could do this, with the provision that the ¢cost of the program under managed carc could
not exceed the cost, known as the Upper Payment Limit (UPL), of providing the same services on a FFS basis
to an acmarially equivalent non-enrolled population group. (Sce 42 CFR 447361, now repealed.)

Interest in waivers for Medicaid managed care plans.increased throughout the 1990s. By the late 1990s,

the UPL requirement was seen as problematic. For some states, Medicaid for certain populations had

been delivered exclusively through MCOs for several years, rendering FFS claim expetience data on those
populations out-of-datc. In addition, financial requirements bascd on a FFS delivery system that had law

levels of medical screening, vaccination, and access to health care were scen as increasingly problematic for a
managed care delivery system with increased access to necessary health care services and requirements for high

levels of medical screening and vaccination.

In recognition of the problem: with the UPL requirement, the new 42 CFR § 438.6(c) was enactcd in June 2002
1o be effective Tor rates covering periods of August 2003 and later (see Federal Register, Yol. 67, No. 115), and
§ 447.361 was repealed. In summary, the requirements as stated in § 438.6 (c) arc as follows:

(2) Basic requirements.
Q) All payments under risk contracts and ali risk sharing mechanisms in contracts must be

actuarially sound.
(ii) The contract must specify the payment rates and any risk sharing mechanisms, and the
acluariat basis for computation of those rates and mechanisms.
(3) Requiraments for actuarially sound rates. In sctting actuarially sound capitation rates, the state
mus{ apply the following elements, or explain why they are sot applicable:

(i) Basc utilization and cost data that are derived from the Medicaid population, or if not, are
adjusted to make them comparable 1o the Medicaid population.

3 Testimony of ‘Thomas Scully, Adminisirator, CMS on Oclober 8, 2003, before the House Energy and Commerce Commitice

Subcommitiee on Health.
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@iy Adjustments are made to smooth data and adjustments to account for such factors 25
medical trend inflation, mcomplete data, MCO, PIHP [prepaid inpatient heaith plan], or
PAHP [prepaid ambulatory health plan] administration, and utilization;

(iii)  Rate cells are specific to the ¢cnrolled population, by—
(A) Eligibility category;

(B) Age;
(C) Gender;
(D) Locality/region; and
(E) Risk adjustments based on diagnosis or healtls status (if used),
(iv)  Other payment mechanisms and utilization and cost assumptions that are appropriate for

individuals with chronic illness, disability, ongoing health care needs, or catastrophic
claims, using risk adjustment, risk sharing, or other appropriate cost-ncutra) methods.

(4) Documentation. The state must provide the following documentation:
(i) The actuanial certification of the capitation rates.

(ii) An assurance that all payment rates are—

. (A)Based only upon scrvices covered under the state plan (or costs directly related Lo
ptoviding these services, for example, MCO, PIHP, or PAHP administration).

(B) Provided under the contract to Medicaid-eligible individuals.

(iii)  The state’s projection of expenditures under its previous year’s contract (or under its FES
program if it did not have a contract in the previeus ycar) compared to those projected
under the proposed contracl.

(iv)  Anexplanation of any incentive arrangements, or stop-loss limits or other risk-sharing
methodologies under the contract. .

Section 438.6(c) defines “actuarially sound capitation ratcs™ as capitation rates that:
* have been developed in accordance with generally uccepred actuarial principles and practices;
» are appropriate for the populations to be covered and the services to be furnished under the
contract; and
= have been certified as meeting the requirements of the regulation by actuaries who meet the
qualification standards cstablished by the American Academy of Actuarics and follow the

practice standards established by the Actuarial Standards Bogrd.

Section 438.6(c) also specifies what is not “actuarially sound™ under special contract provisions. (The
practitioner may wish to refer to Sections [1] and 1V of this practicc note for additionzl information.) For
example, the following conditions would result in payments that would not be considered “actuarially sound:”

i. 1frisk corridor arrangerments result in payments that exceed the sum of:
a. the amount Medicaid would have paid, on a FFS basts, for the stale plan services, plus

b. administrative costs directly related to the provisions of these services.
ii. If contracts with incentive arrangements provide for payment in excess of 105 percent of the

approved capitation paymenis.

Section 438.6(c) requirements for “sctuarial soundness™ are thus a combination of two types of requivements,
The first is the general requirement of being developed in accordance with generally accepted actuarial



principles and practices, The second is the potentially more restrictive requirement that CMS may impose on
fiscal arrangements. This practice note concentrates on issues conceming the former. For issues conceming
the lafter, it is acknowledged that CMS or the states may impose additional restrictions, and this practice note,
therefore, addresses only the potential areas of conflict between these requirements and generally accepted

actusrial principles and practices.

In a regulation as published in the Federal Register, the section on “Comments and Responses” often is
a valuable resource. This preliminary section includes such topics as CMS views on rate adequacy, the
establishment of standards for risk and profit levels, and data integrity. Interpretations of these views are further

detailed in Section IT! of this practice note.*

The checklist is a step-by-step tool that is expected to be used by the CMS Regional Offices to assess whether
the capitation rates submitted by stales are “actuarially sound” per the regnlatory guidefines. For purposes

of this practice note, the July 22, 2003 version of the checklist has been used. It is usually prudent to obtain
the most current available version of the checklist when certifying Medicaid rates. Issues concerning risk
adjustment techniques (section AA. 5.3 of the checklist) are not addressed at this time, pending the release by

CMS of guidance on risk adjustment.

4. The work group thal developed Lhis practice note 53 fully aware of e sensilive issues surrounding the interaction of “actuaria)
soundness™ and rate adequacy. The reader may chodse to refer Lo Section J11 for a discussion of the issues thal are likely (o arisc as

onc pecforms the lask of certifying 1o “actuarinl soundaess™ of ralcs.



I1. Overview of Generally Accepted Actuarial Principles and Practices, and the Term “Actuarial
Soundness”

In determining what constitutes generally accepted actuarial principles and practices, the Code of
Professional Conduct and, by reference, the Actuarial Standards of Practice (ASOP) have the highest
standing. Other items — such as practice notes, textbooks, examination study notes, and articles in
professional journals — do not have the samc standing. Currently, no ASOP applies specifically to

actuarial work performed to comply with CMS requirements for rate certification. Such an ASOP would

be unique among health ASOPs, in that it would address actuarial work performed for a purchaser of

health plan benefit coverage. Other health-related ASOPs have scopes that apply specifically 10 actuarial
wark performed on behalf of health plans (the entities that bear the risks).> Some health~-related ASOPs are
general, so that they apply both to health actuarial work performed for health plans or to health actuarial
work performed for purchasers of health plan services.? Certain other ASOPs are general and not specific

to health work, so they could be applicable.” Note that ASOP 32 on Social Insurance does not apply to
Medicaid. ASOP 32 applies to social insurance programs (such as Medicare, listed in the scope paragraph),
which have broad-based eligibility requirements, Medicaid, which is conspicuously not included in the scope
paragraph, is a public assistance program with strict income and asset cligibility requirements. The reader
may wish to refer to Social Insurance and Economic Security by George E. Rejda, chapter 2, for more on the
distinction between social insurance and public assistance.

In the ASOPs, there is only one place in which “actuarial sovndness” is defined. ASOP 26, Compliance with
Statutory and Regulatory Requivemenss for the Actuarial Ceriification of Small Employer Benefit Plans. That

standard states:

Acwarial Soundness — Small employer health benefit plan premium ratcs are acwarially

sound if, for business in the state for which the centification is being prepared and for the period
covered by the certification, projected premiums in the aggregate, including expected reinsurance
cash flows, governmental risk adjustment cash flows, and investment income, ar¢ adequate 10
provide for al] cxpected costs, including health benefits, health benefit settlement expenses,

marketing and administrutive expenses, and the cost of capital.

The published comments on the exposure drafl of ASOP 26 show thart the issve of whether and how ta describe
“actuarial soundness™ of smalt group premium rates was a significant portion of the work performed by the
committee that drafted ASOP 26. That committee noted that “many applicable laws ... require the actuary to
address actuarial soundness, © so the commttee found it appropriate to address the issuc. Please note, however,
that the definition of “actuarial soundness” in ASQOP 26, Jike all of the definitions in all of the standards, 15
specific to that standard, and does not puiport to provide a definition of “actuarial soundness” for all areas and

types of actuarial practice.

The above discussion of “actuarial soundness” involves knowledge concerning the health benefit plan’s
expeeled costs. An acluary working on behalf of a state Medicaid agency to form an opinion concerning the
“acwarial soundness™ of rates offered to MCOs would not nosmally have MCO-specific knowledge Jike that of
the actuary working on behalf of the MCO. A workable assessment of “actuarial soundness™ for certifications
performed on behalf of state Medicaid agencies would usually ke into account the following:

[. The data availablc to develop rates for populations with corrent coverage:
< FFS data for the overall program (before introduction of MCO coverage)

3.ASOPs3.6,7.8,10, 11,16,18019, 22,25, 26, 28, 31. 33. and 37, as well as Actuirial Compliance Guideline (ACG) 4.
6. £.8.,ASOPs 5, 12,23, and 42.
7.E.5..ASOPs 17 and 41,



FFS data for all but those voluntarily enrolled in an MCO (choice of one or more MCOs and a
Primary Care Casc Managemcnt (PCCM) or other FFS program)

FFS data for the months befere all recipients are mandated to be enrofled in an MCO

MCQO financial data and/or encounter data (utilization and cost per unit service) from a voluntary

MCO enrollment pcriod
MCO financial data and/or encounter data from a mmandatory MCO enrollment period.

2. The types of rate negotiation methods that may be in use by states, such as:

The state develops a range for ¢ach rate category and negotiates with each potential MCO contractor
to seftle on a rate within the range. This may involve MCOs submitting bids to the state for each
rate cell. This likely results in rates that vary among MCOs for the same rate cel). The state may
offer inducements for ah MCO to bid lower than the others, such as a larger market share of those
recipients who decline to select a particular MCO and must therefore be assigned to one.

The state negotiates separately with each MCO contractor.

The state develops a set of rates and contracts with MCOs that accept these rates as long as these
MCOs also satisfy other requirements. Rates do not vary among MCOs, except for risk-adjusted
payment methods, such as the chronic illness and disability payment system (CDPS).

3. The financial condition and operations of participating MCOs:

Some MCOs may be Medicaid-only and one-state-only, with no other lines of business or states
over which 1o allocate certain administrative costs. Tn contrast, some MCQOs may have other lines
of business (Medicare Advantage, commercial group, and commercial individual) or other states’

Mcdicaid business.

Some MCOs may not have gained sufficient cnrollment to realize efficiencies of administration,

but participation of these MCOs may shll be desirable for the appropriate functioning of the state’s
Medicaid managed care program.

Some MCOs may be completely independent financiul entities, while others could be wholly owned
by other corporations that could control a significant portion of the administrative and reinsurance
expenses being allocated to their Medicaid-padticipating subsidiarics.

Some MCOs may be for-profit entities that seek to generate a return while others could be not-for-

profit MCOs.
Some MCOs may have arms-length negotiations with providers, while other MCOs may be owned

by facility and/or professional providers.
Some PI1IPs are government owned and may not participate in competitive procurement.*

The work group developed, for purposes of this practice note, the following proposed definition of “actuarial
soundness” to apply 10 Medicaid managed care rates developed on behalf of a state for submission to CMS

(based on the description in ASOP 26 shown earlier):

Actuaria) Soundness—Medicaid benefit plan premivm rates are “actuarially sound” if, for
business in the state for which Lhe certification is being prepared and for the period covered by
the certification, projected premiums, including expected reinsurance and govermmental stop-
loss cash Mows, governmental risk adjustment cash flows, and investment income, provide Tor all
reasonable, appropriate and atiainable costs, including health benefits, health benefit settlement

8. In (hese instances, while there would normally be an appropriate cisk allowance, CMS also belicves thut it is ysually appropriate
(0 05E an "eXCEss revenuts - - expenses” approach on prior-upproved Medicaid waiver services to Medicaid eligibles or returned to
the federal government rather than ofisetling olther taxpayer expenses that, by siaiute, should not be charged (o the Medicaid program
(¢.g., roads, bridgcs, stadiums, care o non-Medicaid cligibles, non-Medicaid services under J903(i)(17) of the SSA).



expenses, marketing and administrative expenses, any state-mandated assessments and taxes, and
the cost of capital.®

This definition is only for purposes of this practice note. It is not applicable to any actuarial practice other than
actuarial certification of rates for Medicaid inanaged care programs and does not have the binding authority of a

definition in an ASOP.

Some differences between the proposed definition above and the langnage in ASOP 26 are addressed in the
following paragraphs.

“Governmental stop-Joss” is included in the practice note description of “actuarial soundness” in recognition
of non-insured stop-loss programs funded by states to cover certain costs in excess of specified amounts, or for
certain types of services, or for treatment of certain medical conditions.

The words “reasonable, appropriate, and attainable” clarify that the costs of the Medicaid benefit plan do

not normally encompass the level of all possible costs that any MCO might incur, but only such costs as are
reasonable, appropriate, and attainable for the Medicaid program. In addition, all expected costs directly related
to the Medicaid benefil plan would normally be included.

An actuary may be asked to assist a MCO by providing an opinion as to whether the rates bid by the MCO or
offeied by a state are “actuarially sound™ for that particalar MCO.'® The analysis forming the basis of such an
opinfon wanld usually include expected costs specific to that MCO. This is 2 separate and distinct analysis
compared to the analysis performed by the actuary who, on behalf of a state, is forming an opinion concerning
the “actuarial soundness” of rates to be offered to MCOs and for submission 1o CMS.

The paragraph above vses the words *“‘actuarially sound’ for that particular MCO.”" There is no federal regulatory
requirement that rates are to be “actuarially sound” for a particular MCO, However, some states may require
MCOs that make rate bids or that accept offered rates to provide the state with an opinion as to the “actuarial
soundness” {or an opnion addressing acceptability but not using the term “actuarial soundness™) of the rates for
that particular MCO. An MCO may rcasonably decide to accept rates for a particular year while knowing that il
expects an underwriting loss in that year. Such a decision may be a reasonable business decision, given that the
MCO is.entering a new market or expects underwriling gains to emerge in future periods.

Regard)css of the method used to arrive at a contract between a state and an MCO, an actvary advising the
MCO is usually prudent te make a reasonable effort to confirm that the MCO’s management understangs the
risks inherent in such a contract, Some states require that MCOs produce an actuarial certification that the
contracted rates are sufficient but not excessive. Some states have minimum loss ratio requirements that would
apply to Medicaid MCO rates. Actuaria) certifications for NAIC annual statements (and quarterly statements,
in some states for some MCOs) would typicalty require the development of deficiency reserves if the Medicaid
line of business is expected to operate at a {oss unti] the next premium rate change. Numerous ASOPs apply to
the actuarial work performed on behalf of MCQOs that accept risk on Medicaid and other recipients,

The remainder of this praclice note describes items an actuary may wish to consider when cedtifying (that Medicaid rates
meet CMS requirements. These include items from the regnlation (including the section on “Comments and Responses™)
s published in the Federal Register and from the vale-sctting checklist. Sample certification language is also included.

9. Yhe work group is sensilive (o the issue of, on the ane hand, providg a road map to undersiand rate development, while on the
other hand, preserving praciilioners’ (reedom to use actuarial judgment in the setting of individual assumptions. For example, Section
TV, ltem AA 3.2 provides g more comprehensive list of the usual considerations for expense allowanee and pro(ivrisk levels.

10. There is no prohibition on a siate relying upon an MCO acluary’s opinion. In some competilive bidoing instances. there may be
times when the s@te chooses 10 aceept and submii lo CMS the plan’s centification.



Y. The Medicaid Managed Carc Regulation (including the “Commients and Responses” scction)

Overview
In developing rates for capitated Medicaid managed care programs, actuaries follow the regulatory requirements

stated in 42 CFR § 438.6 (c) and are normally familiar with the guidelines stated in the CMS checklist, In
particular, CMS recommends that the “Comments and Responses” section preceding the main body of the
regulation be reviewed, since it represents CMS’s interpretation of the statutory requirements.

This section provides additional clarification of the regulatory requircments, and identifies areas where they
appear to conflict with actuarial practices and principles.

Regulatory Requirements and Issues:

1. Section 438.6(c)(4)(ii) requires that all payment rates be bascd only upon services covered under
the state plan (or costs directly related to providing these services).

What are some of the issues related to this requirement? What wovld CMS allow, and what wouold

actuaries usuvally do?

We can classify the non-state plan services into the following categories:
a. Substituted services that cannot be built into the rate caleulations,
L. Substituted services that require demonstiation that their equivalent value in state plar services can be

inchuded in the rate calculations;

Additional services that cannot be included in the rate calculations; and

d. Additional Medicaid waiver services that can be built into the rate for individuals specifically covered in
the waiver (i.e., 1115 or 1315(c) waiver) or into a separatg rate for individuals under a 1915(h)(3) waiver.

In the “Comments and Responses™ section, it is reported that there were concerns expressed regarding the rule
that the stale must exclude from the rate calcnlations any costs related (o services that are not in the state plan,
The “Comments and Responses” section includes a number of comments that favored the inclusion of these
amounts. Tn general, these comments can be summarized by the staternent, “MCOs must maintain the flexibility
to be able to arrange for and provide whatever services most efficiently meet the necds of their members,

and these alternative services may not be in the state pian.”” The position of CMS is that it will prevent states
from obtaining federal financial participation (FFP) for things such as new b(3) services (a reference to the
authorizing clause in Section 1915 of the Social Security Act) or other state-funded scrvices, for which FFP
would not ordinarily be available, by including them in an MCO, PHHP, or PAHP contract.

When discussing rates which arc based on FT'S data, the “Comments and Responses™ section says that managed
care contractors have the ability to provide services that are in the place of, or in addition 10, services covered
under the state plan and that these additional or alternstive services do not affect the capitation rate paid to the

MCO by the state.
n response to a comment about the use of encounter data for setting rates, CMS says, “actuaries must adjust the

data to rellect FFS state plan services only. States cannot use ... services not part of the s1ate plun 10 calculate
“acruarially sound” rates. We are open to suggestions from states and their actuaries, but we will not modify the

basic principle that rates be based only on services covered under the stale pian.”

) 1. Aciuarics are noymally prudent to verify both that the data sre according \o wacver/eontract services and that they arc appropristely

interpreting policy and reflecting the impact in calculated rotes.

10



CMS indicates that it wil! accept a demonstration of cost efficiency for services that are delivered at the health
plan’s option. For example, in the substitution of sub-acute days for inpaticnt days, the rate development would
usually convert the non-plan services to plan services on a substitution basis. This process is based on detailed
encounter data permitiing a comparison of the unit cost of the substituted service with the unit cost of the state
plan service. This requirement to demonstrate savings may be more difficult (and perhaps impossible) to comply
with if services are offered by a health plan to replace other services but are expected to decrease fufuwre costs,
rather than current costs. Prenatal classes might be an example of this type of service, CMS acknowledges that
it is imporiant to allow heaith plans and states the opportunity to justify offering services that are cost efficient.
However, there may be services that are offered to provide a better product to members that cannot be easily
justified on a cost efficiency basis. These services may be treated as an administrative expensc, classified as

. member services, or viewed as marketing.'?

The reader may also wish to refer to:
(a) Discussion in Federal Register, p. 4}003

(b) Checklist section 2.4
(¢) Practice note, section TV— checklist discussior on AA. 2 4

2. Section 438.6(c)(3)(ii1) specifies that confracts with incentive arrangements may not provide for
payment in excess of 103 percent of the approved capitation payments attributable to the enrollees
or services covered by the incentive arrangement, since such total payments will not be considered

“actvarially sound.”

What are the issnes and what will actuaries normally do to comply?

The requirement that the incentive arrangements may not provide for payment in excess of 105 percent of
the approved cap paymeats is a compliance issue and, if violated, would likely result in the payments being

considered by CMS as non-compliant.

3. In the “Comments and Responses” section, there were discussions that highlight actuaries’
concerns regarding “actusrial soundness” — speclfically, rate adeguacy vs. methodology and

process.

How is rate adequacy normally addressed?

Rate adequacy is & component of “actoarial soundness.”

State rate filings have frequently required an actuarial opinion stating that “the rates are not inadequate,
excessive, or unfairly discriminatory.” However, the actuary stating the opinion is normally hired by
the company filing the rates, either as an employee or as a consultant, and vsuvally has access to the data,

assumptions, business plans, etc. that support those rates.

Rate adcquacy for Medicaid would normally mean that rates calculated and paid by a state Medicaid agency
are bkely to cover the costs of the program. The actuary working for the state may only have access to pubhcly
available &inancial information about the health plans that contract with the state,

12. These non-state plan services moy also be covered under a b(3) waiver if the state had previously received one. These watvers
were o provide FFP for aon-stale plan services that were paid for using savings realized in moving (v managed Medicuid. However,
CMS hes taken the position that there will be no new b(3) waivers approved. Existing b(3) waivers lave been grandfathered effective
August 2003; however, CMS hos stated that 1o new non-statc plan services can be added, and that the zverage increuse in costs for Use

b(3) services cannol exceed the average increases in €osts for the state plan services.



It is generally difficult to set any specific administrative targets, either in percentage of capitation or amount
per member per month (PMPM), without knowledge of the specific environment in each state — including such
items as populations covered, services covered, medical costs, access to health care, and other factors.

The same concept applies to profivrisk levels. It is generally difficult to specify a precise value, and this
practice note makes no attempt to do so. However, there would usually be appropriate profivrisk margins

included in the capitation rates.

Provider reimbursement and medicul management are also usually difficult for an outside observer to predict.
Thus, the actuary may choose to make estimates based on what is publicly known about the level of Medicaid
managed care in a specific state. The actuary may be able to reasonably ¢stimate the level of management of

heallh care from the encounter data.

The discussions on pp. 40998 and 41001 of the Federal Register contain information relevant to this issue,

4, In the “Comments and Responses™ section, the question is raised whether states will have the
flexibility to take into account their FES budgets, and managed carc budget authority, when

developing “actuarially sound” rates.

How would the acluary usually address this?

“Actuarially sound” ratcs or ranges of rates depend on the benefits provided and the population covered. These
rates arc normally independent of budget issues vnless benefits or populations change.

In times of cconomic downiur, state budgets may exert pressure on rates that must be certified as “actuarially
sound.” This pressure can build as program expenditures arc capped, yet “actuarially sound™ rates arc usually
independently determined, In rate-setting, there is normally a range of rcasonable assumptions. Budgetary
constraints may influence the selection of certain assumptions toward the low end of the range. However, the
actuary would ussally be prudent to select assumptions that are individually reasonable and appropriate when

deriving thc final premium rates.
5. Does the regulation require each rate cell to be “actnarially sound?”

Section 438.6(c)(2) requires “all payments” to be “actuarially sound.” Pages 40998—40999 of the “Comments
and Response™ section specifically state that “all payments™ refers to individual rate cells. CMS appears to be
looking for the certification of “actnarial soundness™ to apply to each individual rate cell.

CMS also specifies requirements concerning the establishment of rate cells. Section 438.6(¢)(3)(iii) requires
states to establish rate ceils by ¢ligibility category, age, gender, region and risk adjustment (or explain why
any of these factors is not applicable). Section AA.4.0 of the checklist indicates that the Key principle is that
rate cells should be developed “whenever the avernge [which we interpret as “expected”] costs of a growp of
beneficiaries greatly differ from another group and that group can be easily identified

CMS expects that rates will wsually be developed for appropriate rate cells, 1aking-into account the credibility of
the data for each rate celi. Where suflicient data are unavailable to establish a rate for 4 particular cel), the rate
would normally be developed based on blended data from that cell and an adjacent cell. Further, separate rate
¢cells waould usually be established only where therc is a meaningfu) difference in expected per capits costs.



6. Section 438.6(c)(5)(ii) specifies that, if risk corridor arrangements result in payments that exceed
the approved capitation rates, these excess payments will not be considered "actuarially sound”
if they result in total payments that exceed the amonnt Medicaid would have paid, on 2 fee-for-
service basis, for the state plar services actually furnished to enrolled individuals,

What are the issues related to this requirement, and what would actuaries normally do?

This requirement is a compliance issue and, if violated, would likely result in the payments being umable to be
determined as “actuarially sound.”

State payments under risk corridor arrangements in excess of thosc permitied by CMS do not meet regulatory
requirements. Since the contracts involved put the MCO at risk, CMS has determined that a limit on total
payments should be established. Therefore, in developing both base rates and risk corridors, the actaary would
usually consider the potential range of variation in experience that may emerge, so that in the aggregate the
contractual arrengement meeis the regulatory requircment under likely scenarios.*

13. In silvations where there is liltke or no data on which 10 bagse rates, and risk corridors mre being uscd, discussions with CMS may be

appropriate lo support complisnce,



IV. CMS Rate-setfing Checklist

CMS provides materials for regional offices to utilize in reviewing and approving contracts and capitation rales
associatcd with Medicaid managed care programs. One of these tools is a checklist to be used by the regional
offices in reviewing and approving the rates under 42 CFR 438.6(c) for ail Medicaid managed care programs,
excluding the PACE capiiated programs. An actuary preparing capitation rates {or nse in Medicaid managed
care programs would usually review and become familtar with the most recent version of the checklist. This
section of the practice note provides a general overview of the checklist, as well as an outline of areas of the
checklist that may have a potential for misinterpretation or may be counter to generally sceepted actuarial
practice. The comments prepared in this section relate to the checklist entitled “Appendix A. PAHP, PIHP,

and MCOQO Contracts, Financial Review Documentation for At-risk Capitated Contracts Ratesetting, Edit Date:

722/03.7

Overview

The checklist was developed by a CMS work grovp that had previously been involved in the development and/
or revicw of capitation rates for managed care programs. Based on its own experience, as well as the regulatory
requirements of 42 CFR 438.6(c), the work group prepared the checklist document to assist the regional offices
in reviewing the materials prepared and subrnitted by the states and their consulting actuaries in support of their

proposed Medicaid managed care capitation ratcs.

The checklist has been scparated into seven primacy sections. The rate-setting actuary would usually review

the checklist document 10 become broadty familiar with each of these items. [n reviewing the checklist, the
rate-setting actuary may find it belpful to recognize that some of the items outlined may not be found in the rate-
setting methodolagy that was used. Several of the items that are identified in the checklist relate to contractual
or state regulation. The actuary may want to discuss these jtems with state Medicaid personnel to identity aay
iikely impact on the rate-setting methodology. The following provides a brief deseription and overview of each

scction.

AA.1.0 — Overview of Rate-serting Methodology. This sectian requires documentation regarding the

gencral rate-setting methodofogy and contract procurcment and the actuariaf certification. Under the

contract procurement section, two methodologies are outlined: open coopcrative contracling and competitive
procurement. Under the open cooperative contracting methodology, the actvary may establish a single rate

for each rate ceil the state would use in contacting with the MCOs. Under the competitive procurement
methodology, the actuary may establish a range of rates for cach rate celt.”¥ The actuary’s range of rates would
normally be used as a guide for either contract negotiations by the state or for submission of bids by the MCOs.

A sample of an actuarial certification has been provided in Scetion VI of this practice note.

AA.2.0 — Base Year Utilization and Cost Data. This section outlines the types of data end informatjon that
may be uscd in the establishrnent of the capitation rate. The checklist indicates that the base year utilization and
cost data should be consistent with the Medicaid services and population that will be covered by the contract.
With respect to the Medicaid population selection, the actuary would normally become familiar with the
different populations thart are included or excluded from the MCO contract, including dual-cligibles and spend-
down recipients. The checklist allows for the use of Medicaid FFS data, Medicaid managed care data, or non-
Medicaid data. The checkfist describes the types of services that may be used in the analysis. The checklist
providcs a description of the requirement for inclusion of statc plan services only and possible ailowances for
additional scrvices.

14, CMS hax received some rate dinges based vpon *Degree of 3eallh Care Management”™ whereby the actuary assumed a higher or
lower level of “care management™ 1o develop the raes. CMS usually expects to sec justification s (0 \why the State of actuary expects

o range of rates to be appropriate (e.g., inflation. trend, atilizanon variances).
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AA3.0 — Adjustments to the Base-Year Data. The section outlines the types of adjustments that would be
allowed on the base-year data to develop the capitation rates. The checklist provides a listing of many items
concerning which the actuary would usnally exercise professiona) judgrent to determine the appropriatencss
of the adjustment based on the underlying base-year data chosen. This section of the checklist illustrates the
desirability of a movement from the prior upper payment limit rate-setting calculation methodology to the
developiment of a capiiation rate that would be “actvarially sound.” For example, the factors reflect adjustments
to reimbursement per unit of service,'® utilization rates, and contractual obligation or benefit differentials so that
the rates are “actuarially sound” for the covered Mediceid population. The rate-setting actuary is challenged to
develop a rate that would be “actuarially sound” for a third-party entity. Usuvally, each of the adjustments would
be carefully reviewed for applicability. The outlined adjustments typically include one for the review of the
financial experience of the health plans. The rate-setting actuary would normally be familiar with the process of
reviewing financial statements and interpreting the results.

AA.4.0 — Establish Rate Category Groupings. This section of the checklist outlines different rate-setting
categories that would normally be considered in the establishment of the capitation rates. The rate-sefling
categories include age, gender, locality/region, and cligibility categories. The checklist indicates that cach of
these components would normally be used in establishing rate-setting categories, unless omitting a component
or combining a rate category with an adjacent category ¢an be ustified.

AA.5.0 — Data Smoothing, Special Populations, and Catastrophic Claims. This section of the checklist outlines
methodologies that may be used in the examination and modification of the data to reflect any data distortions or
special populations. The checklist indicates thart it is usvally preferable for the data smoothing techniques to be
cost-neutral. The checklist provides a brief definition of cost-neutrality for the actuary to review. This section
also briefly discusses the use of health status-based (or dingnosis-based) risk adjustment.

AA.6.0.-— Stop Loss, Reinsurance, or Risk sharing Arrangements. This section of the checklist includes an
outlinc of the use of reinsurance, either commercia) or state-sponsored, in the determination of the capitation
ratc. The regulations call for inclusion of these provisions to be determined on an “actuarially sound” basis.
The risk corridor limit compares total payments to MCO state plan services provided, priced at the Medicaid
FFS fee schedule, plos an amount for MCO administrative costs. A risk corridor or risk sharing mechanism
may involve the actuary comparing the cost of the managed care program to a FFS program before receiving
approval from CMS for the inclusion of a risk corridor program. The checklist discusses the inclusion of a risk

corridor program angd provides an example,

AA.7.0 — Incentive Arrangements. This section of the checklist outlines the use ol incentive arrangements in
the contract becween the state and the MCO. An incentive arrangement provides additional funds in excess of
the capitation rates for meeting specified targets. The check!list states that the incentive arrangement payment
may not increase total payments above 105 percent of the approved capitation rates. Additionally, all incentives
are expected to be determined through the use of an "actuarially sound” methodology.

Considerations in Complying with the Checklist

T'his section of the practice note discusscs iterns that may be considered by the rate-setting actvary when developing the
capitation rates and complying with the checklist. The checklist is a general document and probably does not cover
every circumstance the actuary may encounter. Should the actuary think it appropriat¢ to deviate fiom the guidance
provided in the checklist, he or she wouid usually be prudent to describe and explain the deviation.

15 One commenter noted that “adjustments to rexmbursement per nit of serviee™ for the impact of intergovernmentaf transfers have
been particularly problematic in the development of mtes.
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Section AA.2.0 — Base-Year Utilization and Cost Data. This section states, ‘*States without recent FES history
and no validated encounter data will need to develop other data sources for this purpose. States and their
actuaries will have to decide which source of data to use for this purpose, based on which source is determined
to have the highest degree of reliability, subject to RO approval.”

Comment: The actuary should consider ASOP #23 (Data Quality) in the development of the base-year data.
Generally, the actuary would consider all availabte data, including the Medicaid FFS data, Medicaid managed
care encounter data, Medicaid managed care financial reports and Medicaid MCO financial statements. The
actvary typicilly would compare data sources for reasonablencss and check for material differences when

determining the preferred source(s) for the base-period data.

The checklist refers to several data sources CMS would consider appropriate. The actvary typically would
consider these data sources as well as the most recent available data that, in the actuary’s professional judgment,
appear to be reliable and well-sujted to the assignment. The checklist acknowledgces that there are instances

where the commonly used data sources are unavailable.

Section AA.2.4 — State Plan Services Only. This section states, “The state must document that the actuariaily
sound capitation rates are appropriate for the services to be furnished under the contract and based only upon

services covered under the state plan.” Additionally, “Scrvices provided by the managed care plan that exceed
the services covered in the Medicaid state plan may not be used to set caprated Medjcaid managed care rates.”

Comment: The acluary may want to remove the value of non-state plan services and add in the value of any
significant stale-plan services that are not reflected in the data. Additionalty, as FFS data erodes, data and
information for developing the amount of the adjustment for substituted services may not be available. 't

AA.3.0. — Adjustments 10 Base-Year Dara. This section states, “The statc made adjustments to the base period
to construct rates 1o reflect populations and services covered during the contract period. These adjustments
cnsure that the rates are predictable for the covered Medicaid population.”

This section inclades adjustments that are more specific to the Medicaid rate-setting process than Lhe rate-setting
actuary will normally have encountered in the commercial or Medicare managed care environments. The rate-
setting actuary is usually prudent to understand cach of these adjustments and discuss these {tems with state
Medicaid personnel as necessary. Additional comments related to the other adjustments are as follows."”

Phacmacy rebates — State Medicaid programs, which participate in the federal drug rebate program, receive
additional sebates for prescribed medications. The rebates are generalty greater than rebates received by

managed case organizations through their prescription drug contracts.

Managed care adjustment — This adjustment may have a significant impact on the development of the
capilation rate or rate ranges, The adjustment may he developed based on the reported exporience of
managed care organizations, be it publicly available or commercially available information. The managed

carc adjustments will usualfy affect both utilization rates and unit costs

16. Capitation rates may be bascd only on Medicaid state plan services to Medicaid covered elipibles, so an actusry would inilially
remove the value of non-state plan services, The actary is usually careful 10 not reincorporle the value of Lhese excluded sevvices.
17. Dne commenter mentioned thal managed care adjustment (initial or update) assumptions may also result from encounter data
analysis benclumarking, or on-site operalional reviews measuring the medical utilizalion and cost inznagement effeclivencss of lhe
MCO(s). Assumpuons could also be derived from siate and/or MCO cxpectation of comtinuous improvement in the MCO’s mediesi

ntilization 4nd cost manugement.
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Financial experience adjustment —This adjustment is most often used for a rate update approach, rather. than
a rate re-basing approach. These adjustments would usnally arise only when caiculating future rates based

on prior rates,

AA3.2. — Administrative Cost Allowance Calevlation. This section says that the state must document that the
rate was adjusted to account for MCO, PIHP, or PAHP administration.

In determining an appropriate level of an administrative cost allowance, the rate-setting actuary may want to
consider the following items:

*  Overall size across all lines of business

* Lines of business covered by the capitation
» Age of the health plan or years of participation tn Medicaid
¢ QOrganizational structure

* Demographic mix of enrollees

» Marketing expenditures

» Claims processing expenditures

»  Medical management expenditures

»  Staff overhead expenses

¢ Member services

= Interpreter services

The section further notes, “CMS does not have established standards for risk and profit levels but does allow
reasonable amounts for risk and profit to be included in capitated rates.”

Comment: In the determination of an appropriale level of a profit and risk allowance, the rate-setling actuary
may warit to consider the following items:'®

»  Contingency margin

e Contribution to surplus
= Investment rate of return
»  Profit margin

AA 3.7 — Copayments, Coinsurance, and Deductibles in Capitated Rales. This section says, “If the state
uses FFS data as the base data 1o sef rates and the state Medicaid agency chooses 1o not impase the FFS cost-
sharing in its pre-paid capitation contracts with entities, the state must calculate the capitated payments to the

organization as if those cost-sharing charges were collected.™

Comment: When determining the appropriate adjustment for copayment amounts, an actuary considers an
appropriate adjustment for a collection percentage associated with the capayment amounts.

AA.3.10 — Medical Cost/Trend Inflation. This section states, “Medical cost and utilization trend inflation
factors arc based on historical medical state-specific costs or a national/regional medical market basket
applicable 1o the statc and population. All trend factors and assumptions are explained and documented.”

18, It may be approprintc for (he actuary Lo constder the pphhe panre ol the ventore (c.g., government owned PINPs). Goveramental
entitics withou( competitive procurement may not be pennitied to have conlribution to surplus, investmaent rate of return, or profit
margin becavse this contribules o the federa) Medicaid budget subsidary programs not under Title XIX. Refer 1o OMB-AS7 und
1903(i)(17) of the SSA, The acluary s usually prudent fo have considered all selevant actors in sclecting an appropriate level of

profil and risk allowance,



Comment: The actuary may choose to consider a number of elements in establishing both utjlization and

unit cost trend rates. Utilization trend rates typically will be affected by changes in demographics, medical
technology, benefit levels, and the degree and emphasis of medical management. Unit cost irends may be
affceted by changes in state-mandated fee schedules (if applicable), FFS cost levels, and provider contracting
performed by the health plans. The contracted rates between the MCO and providers are potentially the most
variable, by plan and by local market, and least likely to be known by the state’s actuary. Therefore, a range of
estiates may be more appropriate in accordance with the actvary’s professional judgment. However, the rate-
setting actuary may be requested to establish a single-point estimate for a cost trend.

Projection of future results through the projection of trend rates typically requires the most flexibility and
judpment of any part of the rate analysis. Historical results from FFS or other data sources would normally
be considered but not fully relied upon, because the mix of providers and services and the market landscape
may have changed. In particular, FFS data may have deteriorated or may not apply in heavily managed
care environments. Depending on the timing and impact of managed care implementation— and on market
penetration and growth — increasing, fiat, or decreasing trends may occur. Local market conditions are
generally more umportant, but harder to determine, than statewide or nationwide trends.

Section AA3.12 — Utilization and Cost Assumptions — This scction states, "The State must docurnent that the
utitization and cost data assumptions for voluntary programs were rnalyzed and adjusted to cnsure they are
appropriate for popuiations 10 be cavered if a healthicr or sicker population voluntarily choases 1o enroll.”

Comment: The rate-setting actuary would normally consider the data used (o develop the adjustment. 1f

encounter dava from the MCOs werc uscd, the population may have shifted from the time of the base period to
the time of the rate period. If some other basc was used, the rate-setting actuary would usually verify that the
adjustment appears to be appropriate. Examples of such adjustments would be those for a program chiange or

expansian in the covered papulation.'®

AA.5.2 ~ Cost-neutral data smocthing adjustment — This section states, “If the Stale determines that a smal
number of catastrophic claims are distorting the per capita costs Lhen at least one of the following cost-neutral

data smoothing technigues must be made.”

Comment: The cost-ncutral data smoothing techniques outlined call for the rate-setting actuacy to balance the
potential for adverse selection with the actual risk assumed by the managed care organizations. The checklist

defines “cost ncutral™ as a process that resvlts in no aggregate gain or loss across all payments categories. The
rate-sctiing actuary may wish to sclect an appropriale methodology for pooling large claims ar the inclusion of

reinsurance.

AA.5.3 - Risk Adjustment — This section discusses the optional use of risk adjustment based upoa envollees’
health status or diagnosis and requires that the risk adjustment be cost neutral.

Comment: The rate-sctting actuary is usually prodent to be broadly familiar with the theory and statistical
success as well as the inherent strengths and weaknesses of the risk adjustment model the state employs.
Background materials on such models arve frequently available through the Society of Actuaries and the
American Academy of Actuaries, including several reports that outline the statistical characteristics of the

models.

19. 1t s normally appropriale o include an analysis of whether or not the population covered under the contract has a different acuity

than the data being used 10 set the rates.
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The diagnosis-based risk adjustment methodologics generally utilize statistical models based on historicat FFS
or managed care base data. The reliance on diagnosis-specific data may be hindered by the capitation contracts
that are often encountered in managed care programs. The capitation contracts may result in underreporting of
encounter data to the managed care organization, and subsequently to the state Medicaid encounter system. The
underreporting wil) usually result in a lower marbidity score than what might result from a review ofall claims.

The rate-setting actuary would typically consider the adjustment technique that will be utilized in the rate-
setting process. The diagnosis-based risk adjustment methods may be implemented using either concurrent

or prospective adjustments. The actuary would usually consider the criteria for evaluating a risk adjustment
mechanism that are identified by the Society of Actuaries and the American Academy of Actuaries in the reports

mentionped above.

- AA.7.0 — Incentive Arrangements — This section states, “CMS will not consider payment rates 1o be actuarially
sound if incentive arrangements provide for payment in excess of 105 percent of the approved capitation rate
payments attributable to the enrollees or services covered by the incentive arrangements...”

Comment: The requirement that the incentive arrangements may not provide for payment in excess of 105
percent of the approved capitation payments is a compliance issue, and if violated, would normally result 5o the
payments being unable to be determined as “actuarially sound.”

In determining an “actuarially sound” incentive, the actuary would normally consider the specific criteria
associated with utilization targets established within the terms of the contract. The amount of the incentive
would usually reflect the cost of providing the services specified in the incentive clause. For exaraple, if there is
an incentive payment associated with increasing the number of members receiving physical examinations, then
the incentive payment typically would be based in part on the cost of providing the additional physicals.

The checklist is not ¢)ear if the 5 percent limitation is by rate cell or in totai. As an illusmration, in the example
of providing physical examinations to adults, it is unclear if this particular incentive payment is limited lo 5
pereent of the adult eapitation payments, or if it is only the sum of all incentive payments that is [imited 10 5
percent of the total capitation payment made 10 the health plan.



V. Documentation

This section provides an overview of documentation for Medicaid managed care rate development

The actuary usually develops documentation in support of the actuarial work product. The extent of the
documentation is normally appropriate to the circomstances tor which the rates are developed. These items are
indicated on the checklist. The documentation typically describes the relevant data, sources of data, material
assumptions, methods and process by which the rates were developed with sufficient clarity that another
qualified actuary practicing in the same field could make an objective evaluation of the reasonableness of the
work product. Note that, for an actuary working on behalf of z state Medicaid agency, the regulation does

»ot require that the documentation be shared with any party — such as a participating MCO — other than the

actuary’s client (i.e., the state).

The actuary normally explains the reason(s) for and describes the effect of any material changes in sources of
data, assumptions or methods from the last analysis.*’

Generally speaking, there are four key areas (o be docomented:

A. Data integrity
B. Experience period data
1. ltems rclated to claims data

2. ltems related to adminiswalive cost allowance
C. Trend factors

D. Risk

The extent of the documentation woutd nsually be, at a minimum, the level required in the checklist, The
required documemation ideniificd in the checklist includes the source(s) of data, material assumptions, the
methods vsed, and the process by which the rates were developed. The actuary would usually explain the
reason(s) for and deseribe the effect of any material changes in the source(s) of data, assumptions, or methods

from the last rate-setting.

20. The documentation would usvally include, at & minimum, the {ollowing five elemems: 1) The state submiis the acluans!
certification for the final rates to be pajd W the conwractors; 2) Rates may be based only on Medicaid sevvices; 3) Rates may only pay
for scrvices Lo Medicaid beneficiarics; 4) The state submits an expendiwre projection companng previons and propoced rates; and 3)
The State explains any incentives or risk-sharing. Additional guidance on documentation may also be obwined from ASOP No. 51
Acluaries con approprialely prepace by examining approved Medicaid State Plans, waivers and contracts in order 10 understand the

Medicaid scrvicer and Mcdicaid beneficiaries that are (o be covered in (he rates.
21. The documeantation would usually be available to the aclary. The shariag of documentation is generalty under the control o the

actuary’s client.
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A. Documentation of Data Integrity.?? The actuary normally documents how the following issues are addressed
in the ratemaking process, to the extent that they are relevant and material:

¢ Choice of experience period
= Choice of expericnce data
< Credibility/validation of data

*  Adjustments and use of external data

t. Fxperience Period: For documentation purposes, an explanation of the basis by which the experience
period was selecled would usually be provided. For Medicaid ratemaking projects, the fiscal calendar
may dictate the basic paramcters of the project. The experience period will usually be selecied 10 be the
most recent, with sufficient time for rcasonable runout to allow the rates to be determineg in the fiseal
process. If a different experience period then is normaltly used in the fiscal process is used, its use would

typically be disclosed and explained.
2. Experience Dala. Documentation would wsually be provided so that only State Plan approved services
thal are the responsibility of the managed care organization are included in the base data (AA.2.4). A

data book accompanics many managed Medicaid ratemaking projects. The data book typically provides
a suminary ol'the base data, often in sufficient detail to calenlate experience period PMPM rates by raie

cell.

3. Credibility/Validity: The methods and procedures used to validate the data would normaliy be
documented.

4, Adjustments Made/Use of External Data: The source and relevance of any adjustments made or external
data used in “completing” or enhancing the base data would usually be provided.

B. Dacumentation of the Development of Experience Period Costs. The actuary would usually document how the
following issues are addressed in the ratemaking process, to the extent that they are velevan( and material:

« Calculation of exposure units

*  Adjustments to experience data

* TPalicy and provider contract provisions
»  Mix of Business »

I. Jtems related lo claims data

The majority of the discussion in the previous seetion was on claims experience, its analysis, use, and modification
(or adjustment). The current section begins to rmake refinements to the claims data, to begin to put i n a
framework of developing rates. The claims experience will generally be divided by exposure units. This step
presumes an appropriate mechanism has been developed to establish rate category groupings.

22. CMS reauires base ulilization and cost data (rom 2 Medicaid population or similar popufation adjusted to reflect only Medicaid
scrvices and eligibles. CMS further reguires actuaries o vse actual dalabases instcad of samplcs (o creste the base data

23. As the acluary examines splits of eligibles by demographic category, it imght be dewermined tist a mix of business adjustroent
would be beneiiciaf between twvo rate cells due to shifis in exposure and cost.
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*  Exposwe Units: This step is intended to encompass several items, The rate category groupings
used would pormally be documented, especially if there is a change from the prior structure. 1f
specific population sub-groupings are expected lo undergo special changes (due to program changes,
redefinitions, or anticipated economic shifts), the actuary may choose to disclose how these factors
adjusted the expected results. Documentation would usually include a description of the impact of
retroactivity and plans’ contractual responsibilittes, when appropriate. Adjustments made to ensure
that exposures are consistent with accepted base experience data (e.g., if a plan’s encounter data
were removed because they were considered invalid, also remove exposures) would also usually be

docomented (AA.3.4).

= Adjustments to Echricnéc Data: To the extent adjustments differ between rate cells, decumentation
would normally refiect the differences.

*+  Operational/Benefit Changes: If an operational change is expected 10 impact the ratemaking, it
would usually be described. Examples might include carving out a formerly covered service, or
bringing a formerly carved out service back into the at-risk rates. A new type of service might be
added or removed from covered services since the base year, An explanation of the change and its

impact would usually be provided (AA.3.1).
» Investment Income: To the extent new benefits or new population groupings are added to the
managed care program, or carved-out services are added back, therc might be a lag in claims versus

funding and an adjustment for investment income might be appeopriate. An investment income
adjustment can also be used when using FFS data. 1f used, disclosure and documnentation are

normally provided.

» Special populations adjustments: The checlclist states that ihis adjustment can only be made if the
population has changed since the base period experience data. If this occurs, an explanation of the
adjustment would vsually be provided (AA.3.3).

*  The actuary usually discloses whether any DSH payments are included in the rates (AA.3.5);
typically they are not. )

»  With respect to third-party liability, the actuary normally explains the TPL arrangement and
documents any significant adjustments (AA3.6).

* Policy and Provider Contract Provisions: To the cxtent that deductible, coinsurance, copays,
coverage limitations and coordination of benefits impact the Medicaid managed care population
or expanded populations, it may be appropriate 1o model policy and coniract provisions against
available data and their documented impact (AA.3.7). The Medicaid checklist discusses incentive
arrangements, and requires the parameters of the program and its impact to be documented (AA.7.0).

»  With respecl to graduate medical education (GML), the actvary usvally documents any materjal
adjustments (AA 3.8).%
»  With respect to FQHC/RHC, the actuary usually document any matcrial adjustments (AA.3.9).2
*  Smoothing/Large Claims (Shock Loss Claims): The effect of Jarge claims, including the effect
24, Stales may puy GME outside of capitabion rales oaly il these payments are excluded from the captation rale aid are not more thio
they would have been under FTS,
25. CMS has specific requirements thal the actvary uxoaily considess in the documentation of the approprisle treatmeat ol services

rendered by FQHCMRNUCs.
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of large claims on the expericnce period data and on the projection of hiistorical data to the rating
period, and how the cost of large claims is incorporated in the ratemaking process would nomnally
be documented. The effect of retnsurance arrangements is ofien related to the discussion on large

claims.

Smoothing can be used to reduce distartions in the dats cavsed by a few large claims. The checklist
rcquires smaoothing to be cost-ncutral. Documentation on the technique used would usually be
provided.

* Any additional material adjustments would normally be explained.

2. ltems related o expense allowance

» Administrative Expenses: Expenses are usually an important part of the development of rates. In
general lerms, expenses are somcetimes referred 1o as retention. Retention includes expenses, as well
as risk charges (possibly for pooling or other contingencies), the cost of capital and the ability to
suppon reserves (and capital) needs with a contribution to surpius. Assumptions used to adjust for
each of these faclors would normally be documented. (AA.3.2)

v+ The documentation may address the treatment of other items of retention, including all provision for
risk charges and the cost of capital and the ability to support reserves with a contribution to surplus.®

C. Documentation of Trending Factors. The actuary would typically document how the following issues are

addressed in the ratemaking process, to the extent that they arc relevant and material:

e Trend Mcasurement
= Clatm Cost Trend Factors

»  Other Trend Factors

The documentation of trend and its measurement and application can be a critical area 10 understand. The report
would ususlly inchide a comparison of last year’s irended rates to this year’s estimates.

> Trend Mceasurement and Trend Selection: The method of developing cost and utilization trend factors
wotld usually be documented in appropriate detail.

Claim Cost Trend Factors: The factors affeeting the change i claim costs over time would typically be

discussed. Unless otherwise accounted for, these factors usuaily include, but are not limited to: general
price infiation, Icveraging, changes in provider comtract, medical cost inflation, changes in medical

practice, demographics, changes in policy provisions, and otilization,

Other Trend Factors: The fuclors affecting the change of other ratemaking parameters over time would
normalily be disclosed.

D. lssues Related to Documentation of Risk. The actuary would narmally decument how the following issues
are addressed in (he ratemaking process, o the extent that they are relevant and material:

» Risk Provision: In an al-risk ratemaking process, there is typically an expectation that a participant
should have a reasonable probability of achieving target-operating margins. The target-operating

26. Risk charges are nlso sddressed in Section D, Jssues Related to Docomemation of Risk.
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margin would usually be disclosed. If the target-operating margin is 0 percent for the cotire system,
onc scenario is that 50 percent of the participants will exceed the target and 50 percent will not. In this
simple example, for plans to achieve target-operating margins, the operation of the plans &s n whole
would usually be expected to achieve a more efficient delivery of care than the assumptions suggest.
Many actuarics prefer the target-operating margin to be positive (i.c., rather than be 0 percent), They
believe that this fevel of target margin would normally be achievable by a health plan operating in an
efficient manner within the program guidelines.

Siop Loss, Reinsurance, or other Risk Sharing: Rates would normally be adjusted io reflect the risk the
State is willing to assume. Documentation on the effect to the rates would usually be provided. This risk

factor is covered in Subsection 6.0 of the checklist.

External Influences: This factor appears to describe the pressures that might be affecting state budgets.
Refer to Section 111, Item 4 of this draft, for guidance on this issue. Other external influences may
come to the actuary’s attention. Since these circumstances will most likely not have an existing body
of knowledge or data available, discussion with CMS early in the process is recommended in most

instances.

Risk Classification Plan: The issue of risk classification is directly covered in the checkliist at Subsection
AA.5.3 The documeatation would usvally include:

* An explanation of the risk assessment methodology chosen
» Documentation on how payments will be adjusted
»  Demonstration of cost neatraiity

* Procedures for monitoring and re-basing

Conclusion

Normally, the actuary’s documentation would address the reasonahlencess or appropriateness of the assumptions
and methodology uscd in the ratemaking process. The chosen data, assumptions used, and adjustments made

would usually be provided. The size and cffect of any significant adjustiments would usually be included, as well
as a statement to the effcct that the adjusunents are mutually exclusive and are not being applied more than once

tf such a statement is accurate,
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V1. Certification Language??

Sample Certification Language
State of XXXXX
Actuarial Certification

1, {yovr name}, am an employee of the Division of Medical Services of the State of XXXXX. {If a consulting actoary,
the actuary would nsually indicate the company affiliation.} | arm a Member of the American Academy of Actiaries
{mandatory} and an Associate / Fellow of the Saciety of Actuaries {if applicable). 1 meel the qualification standards
cstablished by the American Academy of Actuaries and have followed the practice standards estabhshed from time-to-
time by the Actuarial Standards Board. 1 have been employed {either as an employee or a3 3 consuliant} by lhe State of
XXXXKX for the past VY years and am generally familiar with the state-specific Mediceid program, eligibility rules, and

benefit provisions,

The capitation rates provided with this certification are considered “actuanally sound™ for purposes of 42 CFR 438.6(c),
according o the following criterias

* the capitation rates have been developed in accordance with generally accepted acluarial principles and practices;
» the capitation ralcs are appeopriate for the Mcdicaid populations to be covered, und Medicaid services 10 be

fumished under the contract; and,
= the capitation rates meel the requirements of 42 CFR 438 .6(c).

The assumyptions used in lhe development of the “actuarially sound™ capitation rales have been documented in my
correspondence with {either the state or the MCO}. The “actuarially sound” capitation rates / rate ranges that are
associaled with this certification are effective for the YY month period beginning Inly 1, 200X,

The “actoarially sound” capitatien rates arc based on g projection of future events. It may be expeeied that actoal
experience will vary from the experience assumed in the rates.

In developing the “actuarially sound™ capitation rates, 1 have relied upon data ond information provided by the State. |
have relied upon the State for audit of the data. However, 1 did review the data for reasonableness and consistency (if

applicable).
The capitation rates developed may nol be appropriate for any specific health plan, An individual health pian will need
0 review the rates in relrtion 1o the benefts that it will be obligated to provide. The health plan should evaluste the rates

in the context of its own expericnce, sxpenses, capital and surplus, and profit requirements prior to agreeing 10 contract
with the State. The health plan may require rates abave, equal to, or below the “actuarially sound™ capitation rates that are

associated with this centification.

Iohn Q. Smith Date
Member, American Academy of Actoarics

27. This sample certification Janguage is oflered sotely for educations) purposes and 1s not intended o imitin any way the contem of
individual actuarics’ certifications The acluary is ecocovraged to develop appropriate Janguage for each certifieation, and is under no

obligation 10 make use of lhe sainpic langoage oliered here.
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EXHIBIT 8

Performance_)[onl'corsns

Joconic Malntznance Adminlstration

GOVERNMENT OF THE DISTRICT OF COLUMBIA
¢ DEPARTMENT OF HUM AN SERVICES

Ik

MEMORANDUM
TO: AUIMA Stff o/

FROM:  Debotah A. Canxo
Adminsstoator

DATE:  August 26,2010
SUBJECT: Correction for Childless Adult Medicatd

This ynemorandurn corrects previous instructions regerding income eligibilfty for the new
Childiess Adult program. Effcetive immedjately, persons who ars over-incomo for
Ciitdiess Adult {CA) Medieaid may NOT becoms eligible through the spend-dowu
proeess. ADl otber provisions of the previous instrucfiops remain in effect.

Background

WMA lmplemented Childless Adult Medicaid in July, Instructions were given that persons
with incomes above 133% of the Rederal Poverty Level (FPL) were over-income for CA
Medisaid. Staff were tirther instrueted $o send such applicants a netice telling them they
oould become oligible for CA Medicaid ﬂ:xough the speud-dawn pIoCess.

The federal Centers for Medicaid end Medicare Sorvices (CMS) has recently advised the
Distriot that persons who are aver 133% of FPL can NOT apend«-down to became
cligible, Thelr apphcaucns must be donded.

Folicy Changes

« Persons can only become eligible for CA Medicaid if they have incoms vader
133% of FPL.
" & There is a0 spead-down for the Alliance or for CA Medicaid
s Disabled persons who arc over-income for SR Medicaid and who are over-income
i‘on CA Medienld may spend-down, vader the SR spend-down Hability amoont,

-As.at:sted in previous instructions, persons who are otherwiss elgg;bla but over-income for
CA Medicald can be sligible for the DC RealthCare Alliance if they meet Alliance
criteria asd have income under 200% of FPL,

Reox

645 H Streer. N.E.. 5t Flgor. Washington, O.C. 20002 ¢202) 698-3900
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Procedures

This correction changes the actions that staff Should take besed on the messages showing
on the MCED screen in ACEDS. Bffective August 27, 2010, the codas found In thé MED
ELIGIBILITY FIELD will be ohanged.and memn the folloWing .

“P774" mens the same a3 Id previous instructions. The pmson bas passed
cligibility and Is eligible for CA Medicaid. -

. “ALLD maeans that ths person is eligible fox the Albance bal not eligible for CA, -
Medicaid. Make the person efigible for the Alliance agd send an approval nokice.

Unlbke previous imstructions, if the persen is over-tnaome for C4. Medicald,
do udt send an over-income notico for CA Medicald, ¥ the applicant hos bem

found to be disabled and weets non-finaneial criterla for SR, resregister the
SR program and sénd an over-inzome notice for SR ay well as ¢he Alliance
approval notice, Y the person is not disabled, do wot sond any addiionat
notice.
“Che “SPEN™ code Bas been stirminated.
"FAIL” means the 3ame as in previous instructions. The person has income above
200 FPL and doss not meet the eligibility criteria for CA Medicaid not the
ealthCarc Alliance.

“FMBD” means fhe same as i previous instractions. The persen hias Medicare A
andfor B and is not sligible for either the Alliance or CA Medicaid. QM
uIiglbﬂ.{ty shonld be twsted. :

“FINS* means the person is uot alighle for the ALLIANCE because they have
hed)th insurance and pot eligible fer CA Medicaid because thay have incomé
Detween 133 and 200 FPL, Unlike fu previous instructinas, do not send 2

" spend-down motice tothe custoraer, If the persan bas beon found to be

digabled, re-register the SR program and send am over-income notice for SR
1 the parson iy not disabled, send 2 denisl notice such as C785 “Denlat” for
Dheing aver-incowe, Do not send fin A709 “Deninl/Bxcess Income” ox AT19 ]

“Cona.Den/Bxcess Ineome (Tuterim Change”).

© The “EXCESS*® field on the MRCB soreca w;l] always dxsplay “D 00" and shonld NOT
. beused as an indicator of eligibility. i
DPO should 1dwhﬁ aqy ¢ages tha.t have almady regeived over-income notices for CA

Medicaid. Language for 2 corrécted notice to affected customers wili be pravided in a
Separate memorandurm. A policy update will be forthepming.

If there ace questions rogarding this policy, pleast contact Richard Wﬂlkerby e-majl a

Righard walker@de. gov or by phone at (202) 698-3938.
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Government of the District of Columbia
Department of Insurance, Securities and Banking

Y Sk K
Bt
RN
Wil!iam P. Wl)ite_
Acting Commissioner BEFORE THE

INSURANCE COMMISSIONER OF
THE DISTRICT OF COLUMBIA

Re:  Report on Limited Scope Financial Examination of
DC Chartered Health Plan Inc. - NAIC #95748

ORDER

A Limited Scope Financial Examination of the above referenced company (“the Company”) has
been conducled by the District of Columbia Department of Insurance, Securities and Banking
(“Department™).

It is hereby ordered on this 27" of November 2012, that the attached limited scope financial
examination report be adopted and filed as an official record of this Department.

Pursuant o Section 31-1404(d)(1) of the D.C. Official Code, this Order is considered a final
administrative decision and may be appealed pursuant to Section 31-4332 of the D.C. Official

Code.

Pursuant to Section 31-1404(d)(1) of the D.C. Official Code, within 30 days of the issuance of
the adopled report, the Company shall file affidavits executed by each of its directors stating
under oath that they have received a copy of the adopted report and related order.

Pursuant to Section 31-1404(e)(1) of the D.C. Official Code, the Department will continue to
hold the content of the report as private and confidential information for a period of 10 days from
the date of this Order,

oAy

William P. White
Commissioner

810 First Street, NE, Suite 701 « Washington, DC » 20002 » Tel: (202) 727-8000 « www.disb.dc.qov



Government of the District of Columbia
Department of insurance, Securities and Banking
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William P, White
Acting Commissioner

November 27, 2012

Maynard G. McAlpin

DC Chartered Health Plan, Inc.
1025 15" Street NW
Washington, DC 20005-2601

Dear Mr. McAlpin:
We are in receipt of your response to the Draft Report on Limited Scope Examination.

The adopted Report and the Order evidencing such adoption are enclosed. Pursuant to
Section 31-1404(e)(1) of the D.C. Official Code, the adopted Report will be held private and
confidential for a period of 10 days from the date of the Order evidencing such adoption. After
this 10 day period has passed, the Report will be publicly available.

Pursuant to Section 31-1404(d)(1) of the D.C. Official Code, within 30 days of the date of
the above-mentioned Order, affidavits executed by each director of the Company stating under
oath that he or she has received a copy of the adopted examination Report and related Order shall
be filed with this Department. Please send these affidavits to my attention here at the

Department.

Please contact me at 202-442-7785 if you have any questions.

Sincerely,

A A

Nathanie] Kevin Brown, CFE, CPA
Chief Financial Examiner

Enclosures

B10 First Street, NE, Suite 701 » Washington, DC = 20002 ¢ Tel: (202) 727-8000 ¢ www,disb.dc.gov
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SALUTATION,

Washington, D.C.
November 8, 2012

Honorable William P. White

Comunissioner

Department of Insurance, Securitics and Banking
Govemment of the District of Columbia

810 First Street, NE, Suite 701

Washington, D.C. 20002

Dear Commissioner White:

In accordance with the provisions of the District of Columbia Official Code Title 31, Chapter
14 (Law on Examinalions), we have conducted a limited scope examination of certain activities
of

DC CHARTERED HEALTH PLAN, INC. — NAIC #95748

hereinaftey referred o as the “Company”, or “DC Chartered”, and the following Report on
Examination is submitted. The Company is a licensed Districl of Columbia Medicaid Managed
Care Organization (“MCQO”) thal opcrates exclusively in the District of Columbia. The
Company was organized and commenced business in 1986.



BACKGROUND

On February 25, 2008, DC Chartered entered into Contract DCHC-2008-D-5052 (the
“Contract™) with the District of Columbia Office of Contracting and Procurement (“DCOCP™) to
provide healthcare services to the Medicaid eligible population enrolled in the District of
Columbia Healthy Families Program (“DCHFP") and to the Alliance ¢ligible population enrolled
in the DC Health Care Alliance Program (*‘Alliance Program™). The Contract is administered by
the District of Columbia Department of Healthcare Finance (“DHCF”) (formerly known as the
Medical Assistance Administration).

In July 2010, the DHCF required the transfer of a population of fornier members of the
Alliance Program to the DCHFP. That population, referred to as the “774 population™, consisted
of childless adults who had incomes at or below 133% of the federal poverty level.

In December 2010, the DHCF required the transfer of an additional population of former
members of the Alliance Program to the DCHFP. That population, referred to as the “775
population”, consisted of childless adults who had incomes at or below 200% of the federal

poverty level.

The effect of the transfers was to provide increased benefit coverage, particularly pharmacy
benefit coverage, to the 774/775 populations than was made available under the Alliance

Program.

Pursuant to the Contract, the DHCF conducts an annual actuarial review of the Contract’s
capitation rates and establishes capitation rates for the 12-month period commencing each
August 1. After the July and December, 2010 transfers of the 774 and 775 populations from the
Alliance Program to the DCHFP, the DHCF conducted its actuarial review and established
capitation rates for the August 1, 2011 —July 31, 2012 time period.

On November 30, 2011, the Company filed a claim with the Contracting Officer of the
DCOCP for payment of $25,771,117. The Company contended that rate adjustments made by
the DHCF afier the 774/775 populations were added to the DCHFP were not actuarially sound,
as required by the Contract, and resulted in losses to the Company.! The Contracting Officer
failed to issue a decision within 120 days of receipt of the claim; thus, the claim was deemed
denied as of March 29, 2012.

On April 9, 2012, the Company filed an appeal of the Contracting Officer’s denial of its
November 30, 2011 claim with the District of Columbia Contract Appeals Board (“Appeals
Board™). Under the appeal, the Company is secking:

(1) a review of the capitation rate decision and the applicable assumptions as the ratc
chosen by the District is not actuarially sound or equitable, (2) a review of the annual

' The claim consisted of payments of approximately $13,665,419 for losses experienced by DC Chastered from
August 1, 2010 o October 31, 20 1and $12,105,699 for the losses DC Chartered projected it would experience for
the period belween November 1, 2011 and April 30, 2012.



adjustment to the rates and the applicable assumptions as the adjustment is not actuarially
sound or equitable, (3) an adjustment to the capitated rate to make such rates actuarially
sound; and in the altemative, (4) an equitable adjustment to the capitated rate due to
significant increases in actual pharmacy benefit costs. >

In the specific counts of the appeal, the Company alleges breach of contract and an equitable
adjustment due to the DHCE’s failure to compensate the Company for its increased cost of
performance due to changed circumstances. The Company seeks, among other things, payment
of $25,771,117, plus accrued interest and reasonable attorneys’ fees and costs. It is our
understanding that a date has not been set for a ruling by the Appeals Board.

In the Company’s Annual Statement as of December 31, 20(1 (due March 1, 2012), the
Company did not record a receivable for the $25,771,117 claim. However, in the Company’s
Quarterly Statement as of June 30, 2012 (due August 15, 2012), the Company established an
accrued retrospective premium receivable (“premium receivable”™) of $24,060,016.°

In meetings and communications with the District of Columbia Department of Insurance,
Securities and Banking (“DISB"), the Company and its consultants have contended that the
Contract is a retrospectively rated contract, as defined in Statement of Statutory Accounting
Principles No, 66 — Refrospectively Rated Contracts (“SSAP 66") of the NAIC Accounting
Practices and Procedures Manual. As a result, the Company believes the amount it claims is
due under the Contract represents an admitted asset under stattory accounting principles.

SCOPE OF EXAMINATION

Pursuant to the Memorandum of Understanding between Rector & Associates, Inc. and the
DISB with respect to this limited scope examination, the scope of the examination is to review
the information surrounding the inclusion of amounts in the financial statement related to DC
Chartered’s interpretation of the Medicaid contract as a retrospectively rated contact and the
establishiment of an asset in the financial statement as a result of the currently pending action
with the Appeals Board. Should the conclusion be that the establishment of an asset is
appropriate, the DISB does not need a determination as to whether the amount established by DC
Chartered is appropriate given the circumstances.

The following materials were reviewed in the performance of the limited scope examination:

o Contract No. DCHC-2008-D-5052 (Medicaid Services contract between DCOCP and DC
Chartered), and related attachments
o April 9, 2012 DC Chartered Appeal to the Appeals Board

? Based on the remedies sought by DC Chartered in the appesl, it is not clear whether the Appeals Board might
award DC Chartered only a portion of 11s $25,771,117 claim if the Appeals Board finds in favor of DC Chartered on

only certain of its requested remedies.

¥ Please note that we have been unable to determine why the Company recorded a receivable of $24,060,016, vs. the
$25,771,117 claim that it filed with the Contracting Officer of the DCOCP and thal it js claiming on appeal.



¢ Annual Statement as of December 31, 2011 and Quarterly Statement as of June 30, 2012
for DC Chartered

s District of Columbia Statutes and Regulations

o NAIC Accounting Practices and Procedures Manual (as of March 2012)

» Position papers titled “Accounting and Reporting for Pharmacy Retrospective Equitable
Capitation Rate Adjustment (Retrospective Equitable Adjustment) for Costs Incurred”
prepared on behalf of the Company by Millennium Consulting Services, LLC dated June
2012 (“June Position Paper”) and July 2012 (*July Position Paper™)

e Various electronic communications between the DISB and the Company related to
discussion of the statutory accounting treatment of the premium receivable

In addition to the listed documents, several telephone conferences were held with members
of the DISB to discuss matters relevant to the assessment of the Company’s statutory accounting
treatment of the receivable,

SUMMARY FINDINGS

Based on our analysis, we believe the relevant language Contract language supports DC
Chartered’s position that the Contract is a retrospectively rated contract and that DC Chartered’s
claim for additional premium payments is an asset in accordance with SSAP No. 66. In other
words, we believe that it is reasonable to interpret the Contract to expect that DC Chartered
could receive premium adjustments based on DC Chartered’s loss experience relating to the
Contract, including loss experience resulting from changes to the terms of the Contract.

It is important to point out that when DC Chartered takes the position that the Contract is a
retrospectively rated contract, it should take into account its entire loss experience to determine
its final policy premium, not just the loss experience resulting from the transfer of the 774 and
775 populations from the Alliance Program to the DCHFP. SSAP No. 66 makes clear that a
retrospectively rated contract’s final policy premium is calculated based on the loss experience
of the insured during the term of the policy, not just the loss experience resulting from a contract
change or a particular set of benefits,

Finally, as previously indicated, we were not asked as part of this limited scope examination
to determine whether the amount of the premium receivable established by DC Chartered in its
Quarterly Statement as of June 30, 2012 is appropriate. However, it is important to note that
even if a reporting entity correctly admits an asset for statutory accounting purposes, the entity
stil must determine whether the asset is “impaired.” Pursuant to statutory accounting principles,
if it is probable that an impairment has occurred and the impairment can be measured, the asset
must be reduced to its impaired value.

ANALYSIS

Relevant Statements of Statutory Accounting Principles

SSAP No. 66 defines a retrospectivel y-rated contract as follows:



A retrospectively rated contract is one which has the final policy premium calculated
based on the loss experience of the insured during the term of the policy (including loss
development afier the term of the policy) and the stipulated formula set forth in the policy
or a formula required by law.

[n addition, SSAP No. 66 provides that:

Amounts due from insureds and amounts due to insureds under retrospectively rated
contracts meet the definitions of assets and liabilities as set forth in SSAP No. 4—Assets
and Nonadmitted Assets and SSAP No. SR—Liabilities, Contingencies and Impairment of
Assets (SSAP No. 5R), respectively.

DC Chartered’s Position on Premium Receivable

DC Chartered’s analysis of the methodology behind its establishment of the premium
receivable is described in the Position Papers and claim. DC Chartered’s argument is two-fold:

s Cupitation Rate Retrospective Adjusunent Due To Contract Change - First, DC
Chartered appears to assert that when the DHCEF transferred the 774 and 775 populations
from the Alliance Program to the DCHFP in July 2010 and December 2010, respectively,
the DHCF changed the services to be covered under the Contract. According to DC
Chartered, this change should have triggered a retrospective upward adjustment to the
Contract’s capitation rate for the time period commencing on the dates of the transfers of

the 774 and 775 populations.

s Annual Capitation Rate Adjustment -- Second, DC Chartered asserts that when the DHCF
conducted its actuarial review and established capitation rates for the August 1, 2011 —
July 31, 2012 time period, the DHCF should have taken into account the July 2010 and
Decemnber 2010 transfers of the 774 and 775 populations from the Alliance Program to
the DCHFP. Accordingly, DC Chartered believes that the capitation rates commencing
on August 1, 2011 should have been adjusted upward to take into account the transfers of

the 774 and 775 populations.

Capitation Rate Retrospective Adjustment Due To Contract Change

Contract Provisions. Section B.3.1 of the Contract states, in part:

In the event that the District, pursuant to the Changes Clause of the Standard Contract
Provisions, adds, deletes, or changes any services to be covered by the Contractor under
DCHFP or the Alliance Program the District will review the effect of the change and
equitably adjust the capitation rate (either upward or downwards) if appropriate.. ..

The “Changes Clause” referenced in Section B.3.1 of the Contract states, in part:

The Contracting Officer may, at any time, by written order, and without notice to the
surety, if any, make changes in the contract within the general scope hereof. [f such



change causes an increase or decrease in the cost of performance of this contract, or in
the time required for performance, an equitable adjustment shall be made....

When read in conjunction with each other, these two sections of the Contract seem to require that
if the Contract is changed to add, delete or change services covered by DC Chartered, the DHCF
must review the effect of the change and equitably adjust the capitation rate.

As previously indicated, the Contract requires DC Chartered to provide healthcare services to
the Medicaid eligibie population enrolled in DCHFP and to Alliance Program members. In July
2010 and December 2010, the DHCF required the transfer of the 774 population and 775
population, respectively, of Alliance Program members to the DCHFP. It is our understanding
that DC Chartered’s position is that pursuant to Section B.3.1, these transfers resulted in a
change to the Contract because the transfers added or changed the services to be covered by the

Contract.

It could be argued that the DHCF did not add or change services to be covered by the
Contract. Instead, the DHCF only transferred individuals who were already covered under the
Contract from one category (Alliance Program members) to another category (DCHEP
enrollees). Transferring individuals between categories of covered enrollees may not add or
change services that were covered by the Contract since the same individuals were covered by
the Contract both before and afier the transfer,

However, DC Chartered claims in its appeal that the 774 and 775 populations previously
were not eligible for pharmacy benefits that DCHFP enrollees are eligible to receive through the
Medicaid managed care program. As a result, these populations received pharmacy benefits
through the Alliance Program which were significantly more restrictive than the benefits DC
Chartered was required to provide these populations after they were transferred to the DCHFP.

Based on our understanding of the effect of the 774 and 775 population transfers on the
benefits DC Chartered was required to provide, it appears that DC Chartered was required to
provide additional services in the form of increased phanmacy benefits. DC Chartered then
argues that this change should have triggered a retrospective upward adjustment to the Contract’s
capitation rate for the time period commencing on the dates of the transfers of the 774 and 775
populations (July 1, 2010 and December 10, 2010, respectively).

Analysis of SSAP and Contract Provisions. As previocusly indicated, SSAP No. 66 defines a
retrospectively-rated contract as a contract that has:

« A final policy premium calculated based on the loss experience of the insured during
the term of the policy; and

e A stipulated formula set forth in the policy or a formula required by law.

First, the DHCF’s review of the effect of the Contract changes can be viewed as determining
the “final policy premium calculated based on the loss expenence of the insured during the term



of the policy.” In addition, the DHCF’s equitable adjustment of the capitation rate can be viewed
as “‘the stipulated formula set forth in the policy™.

We recognize that simply requiring the DHCF to equitably adjust the capitation rate, if
appropriate, is not the type of “stipulated formula™ that normally is found in a retrospectively
rated contract. However, 1t seems appropriate that in this type of contract, the “stipulated
formula” is limited to determining the approprate equitable adjustment to the capitation rate,
rather than including a specific formula for changes in the capitated rate.

In addition, DC Chartered’s July Position Paper points out that:

The District’s courts define an equitable adjustment as ‘the difference between what it
would have reasonably cost to perform the work as onginally required and what it
reasonably cost to perform the work as changed.” (Page 3, July Position Paper.)

Although rudimentary, the courts have essentially defined an equiteble adjustment as the
following “formula”:

Equitable Adjustment = Cost to perform work as changed +/- Cost of work as originally
required

The DHCF’s decision to redefine the 774/775 populations by transferring them from the
Alliance Program to the DCHFP arguably triggered the Changes Clause and, accordingly,
required the DHCF to assess the impact of the change and equitably adjust DC Chartered’s
capitation rate. In effect, the change created a liability for DHCF and an asset (premium

receivable) for DC Chartered.

Annual Capitation Ratc Ad|ustment

Contract Provisions. Sections B.3.2 and B.3.3 of the Contract provide:

B.3.2 No later than twelve (12) months after the date of the Contract Award and annually
thereafter, the District will conduct an actuarial review of the capitation rates in effect to
determine the actuarial soundness of the rates paid to the Contractors. The actuarial
review will be based upon the rates offered by Contractor and will take into account
factors such as inflation, significant changes in the demographic charactenstics of the
member population, or the disproportionate enroliment selection of Contractor by
members in certain rate cohorts.

B.3.3 This actuarial review of the capitation rates may result in an annual adjustment,
either increase or decrease, to the capitation rates. The District and Contractor shall
negotiate the actual amount of the adjustment; however, the negotiated adjustment shall
be actuarially sound in accordance with 42 C.F.R, 438.6(c).



Pursuant to these sections, the DHCF is required to review DC Chartered’s capitation rates
on an annual basis to determine if the rates are actuarially sound by taking into account, among
other things, DC Chartered’s loss experience.

DC Chartered argues that when the DHCF conducted its actuarial review and established
capitation rates for the August 1, 2011 — July 31, 2012 time period, the DHCF should have taken
into account the July 2010 and December 2010 transfers of the 774 and 775 populations from the
Alliance Program to the DCHFP. Accordingly, DC Chartered argues that the capitation rates
commencing on August 1, 2011 should have been adjusted upward to take into account the
transfers of the 774 and 775 populations.

Analysis of SSAP and Contract Provisions. As previously indicated, SSAP No. 66 defines a
retrospectively-rated contract as a contract that has:

e A final policy premium calculated based on the loss experience of the insured during
the term of the policy; and

e A stipulated formula set forth in the policy or a formula required by law.

First, the DHCF's review of DC Chartered’s capitation rates can be viewed as determining
the “final policy premium calculated based on the loss experience of the insured during the term

of the policy.”

In addition, Sections B.3.2 and B.3.3 require that any changes to the capitation rate be
actuarially sound, which is defined to be actuarial soundness in accordance with 42 C.F.R.
438.6{(c). 42 C.F.R. 438.6(c) defines actuarially sound capitation rates to be rates that are:

» Developed in accordance with generally accepted actuarial principles and practices;

e Appropriate for the populations to be covered and the services to be furnished; and

e Certified by an actuary who meets the standards of the American Academy of
Actuaries and uses practice standards established by the Actuarial Standards Board.

We recognize that simply requiring the DHCF to take into account actuarial soundness in
determining capitation rates is not the type of “stipulated formula® that normally is found in a
retrospectively rated contract. However, it is generally understood that actuarial principles and
practices include the use of formulas to determine appropriate capitation rates.

Based on this analysis, we believe it is appropriate to consider the Contract to be a
retrospectively rated contract due to the DHCEF's required annual review of capitation rates in
accordance with Sections B.3.2 and B.3.3. We note that if the DHCF failed to perform the
required annual review or, alternatively, performed the review and failed to establish actuarially
sound rates, the amount of the deficiency in the capitated rates would be a liability for the DHCF
and an asset (premium receivable) for DC Chartered.



Determination of Retrospective Rate for Entire Contract

As previously indicated, the scope of our examination was limited to reviewing DC
Chartered's interpretation of the Medicaid contract as a retrospectively rated contact and
determining whether it was appropriate for DC Chartered to establish the premium receivable as
an asset in its financial statements. Based on our analysis, we have found that relevant Contract
language supports DC Chartered’s position that the Contract is a retrospectively rated contract
and that the premium receivable can be considered an asset in accordance with SSAP No. 66.

At the same time, it is important to point out that when DC Chartered takes the position that
the Contract is a retrospectively rated contract, it should take into account its entire loss
experience to determine its final policy premium, not just the loss experience resulting from the
transfer of the 774 and 775 populations from the Alliance Program to the DCHFP. SSAP No. 66
makes clear that a retrospectively rated contract's final policy premium is calculated based on the
loss experience of the insured during the term of the policy, not just the loss experience resulting
from a contract change or a particular set of benefits.

In addition, we noted that the Contract states that the retrospective capitation rate adjustment
could result in a downward adjustment, as described in Section B.3.1, and that the annual rate
review could result in a decrease in the capitation rate, as described in Section B.3.3. In other
words, the Contract language envisions that it might be necessary for DC Chartered to record a
liability due to, as an example, a required premium refund to the DHCF.

Additional Considerations

We were not asked as part of this limited scope examination to determine whether the
amount established by DC Chartered in its Quarterly Statement as of June 30, 2012 is
appropriate, However, we believe the DISB should be aware of other statutory accounting
guidance that might impact the amount of the accrued retrospective premium that could be

considered to be impaired.

SSAP No. SR requires reporting entities to perform an on-going assessnient as to the possible
impairment to assets. In other words, even if a reporting entity correctly admits an asset for
statutory accounting purposes, the entity still must determine whether the asset is “impaired.”

SSAP No. SR defines an impairment of an asset as an existing condition, situation, or set of
circumstances involving uncertainty as to a possible loss that ultimately will be resolved when
one or more future events occur or fax to occur. [n addition, three definitions are used to assess

whether an asset is impaired:

a. Probable — The future event or events are likely to occur;

b. Reasonably Possible — The chance of the future event or events occurring is miore than
remote but less than probable;

c. Remote — The charce of the future event or events occurring is slight.



If it is probable that an impairment has occurred and the impairment can be measured, the asset
must be reduced to its impaired value.

RECOMMENDATION

As previously noted in this Report, the Contract language does not set out a stipulated
formula that is to be used to determine retrospective and annual premium adjustments or directly
define what types of changes to DCHFP or the Alliance Program result in the addition, deletion
or change in services to be covered by a contractor such as DC Chartered.

Accordingly, we recommend that to the extent possible, DC Chartered with the DCOCP and
the DHCF develop language in their contracts to define and clarify a formula for calculating
premium and capitation rate adjustments and the circumstances under which services are added,
deleted, or changed. Clarifying the contract language will provide accurate calculation of any
receivable/payable incurred under the contracts due to retrospective and annual premium

adjustments.

SIGNATURES

In addition to the undersigned, the following examiners representing the District of Columbia
Department of Insurance, Securities and Banking perticipated in certain phases of this
examination:

Sarah W. Schroeder
Neil K. Rector

Respectfully submitted,

Edward A. Dinkel
Rector & Asscciates, Inc.

Under the Supervision of,

Nathaniet Kevin Brown, CFE, CPA

Chief Financial Examiner

District of Columbia Department of Insurance,
Securities and Banking
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Jonathan C. Marsden, FSA, MAAA
Principal

M E R C E R 333 South 7lh Street, Sulte 1600
Minneapolis, MN 55402-2427
+7 612 642 8940
MARSH MERCER KROLL jonathan.marsden@mercer.com

GUY CARPENTER OLIVER WYMAN www.mercer.com

Ms. Tanya Ehrmann

District of Columbia Depariment of Health Care Finance
Office of Managed Care

4th Floor

825 North Capital Street, NE

Washington, D.C. 20002

June 22, 2010

FINAL & CONFIDENTIAL — NOT FOR PUBLIC DISCLOSURE

Subject: District of Columbia Healthy Famifies Program (DCHFP) Rate Development and
Actuarial Certification for the Contract Period July 1, 2010 through April 30, 2011

Dear Tanya:

The District of Columbia (District) contracted with Mercer Government Human Services
Consulting (Mercer) to develop actuarially sound capitation rate ranges covering the

July 1, 2010 to April 30, 2011 DCHFP contract period. This is the 10-month period covering
the remaining time period of the third contract year. This letter presents an overview of the
methodology used in Mercer's managed care rate development for the purpose of satisfying
the requirements of the Centers for Medicare and Medicaid Services (CMS). This rate
development process was based primarily on the managed care organization (MCO)
encounter data supplemented by plan-reponted financial data; therefore, this rate
development process is characterized as a complete rebase of the capitation rates.

The District has chosen contract rates within the actuarially sound rate range and is
finalizing agreements with each MCO. If any changes are made to the rates documented in
this letter, the letter will be updated to certify the final rates ace all within the actuarally
sound rate range. The rates offered to each MCO are outlined in Attachment A and are
within the actuarially sound rate range. These rates represent a 5.8% overall rate increase
assuming full payment of the incentive amangement. The rate ranges and associated
budget projections are provided in Attachments A and B. Note the budget projections reflect
an annual projection to allow for comparisons to past certifications. The projections are also
based on the member months for the current DCHFP population and do not consider the
additional enrofment related to the coverage expansion up to 133% of the federal poverty

level (FPL).

Consulting. Outsourcing. Investments.
DC000587
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MARSH MERCER KROLL
GUY CARPENTER OLIVER WYMAN

Page 2

June 22, 2010

Ms. Tanya Ehamann

District of Columbia Department of Health Care Finance

Rate Methodology

Overview

Capitation rate ranges for DCHFP were developed in accordance with rate-setting guidelines
established by CMS. One of the key considerations in the rate range development was the
base data. Mercec and the District discussed available data sources for rate range
development. These include Medicaid encounter data and MCO reported DCHFP financial
data. The encounter and financial data was equally weighted duning this rate-setting
exerclse, as it has been determined that the encounter data Is reasonably complete. Each
data source was reviewed to ensure it matched the populations and benefit package defined
in the State Plan ang contract.

To develop ¢apitation rates, adjustments were applied to the base data consistent with the
CMS Rate-Setling Checklist:

* Completion factors to account for unpaid claims at the time of the data submission
(AA.3.14)

v Adjustment to reflect the underreparting of encounter dala (AA.3.14)

= Trend factors to forecast the expenditures and utilization to the appropriate contract
period (AA.3.10)

= Prospective and historic program changes not reflected in the base data (AA.3.1)

= Data smoothing (AA.5.0)

*  Administration loading (AA.3.2)

In the end, Mercer developed a rate range for each individual rate cell for the District to use
in contracting with the MCOs for the DCHFP,

Base Data Development

The financial data received from the DCHFP MCOs was incorporaled as one of the data
sources for rate range setting. This data was certified as accurate by financial
representatives of each current MCO. Financial data provides per member per month
(PMPM) medical expenses by major categoiy of service (COS) for each of the District's
current rate cells. Mercer reviewed the MCO-reported data for accuracy and consistency of
reporting. This review Is discussed in more detall in the Financial Data section below.
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The District has been working with the MCOs on encounter data submission over the past
few years. Mercer reviewed the current encounter data submissions to determine the
potential use for rate range development. The encounter data provides valuable information
on the average utitization and unit cost of services covered under the contract. Encounter
data is also recommended by CMS as a source of utilization data for rate development. The
DCHFP encounter data has vastly improved over the last couple years and is now deemed
reasonable to use as a companion data source to the financial data, receiving 50% of the

weight for the medical services.

Financial Data

Mercer validated and incomorated the fiscal year (FY) August 1, 2007 through July 31, 2008
(FY 2008) and the FY August 1, 2008 through July 31, 2008 (FY09) financial data as a data
source in this rate range setting process. The financial data reflects the actual medical
expenses to the MCOs including the subcapitation payments to providers for each of the
rate cells. The expenses are net of pharmaceutical rebates and third party liability. Mercer
reviewed the financial data to ensure it was appropriate to incorporate into the rate
development. Specifically, Mercer reviewed the following issues:

»  Completeness and accuracy of the submitted financial reports

= Consistency between submifted financial data and annual Department of Insurance
filings for calendar year (CY) 2009

*  Assurance that pharmacy rebates were reasonabfe and removed from the dala

* Assurance that reinsurance premiums and recoveries were accurately reflected in the

financial data
» Assurance that submitted financial data was specific to State Plan services only

= Consistency of data among MCOs' submissions on a rate cell basis

Adjustments were made to the financial data to reflect the complete cost of an actuarially
equivalent population for the DCHFP contract.

Incurred-but-not-Reported (IBNR) Claims Ad]ustments — Mercer reviewed the
remaining liability associated with IBNR claims for FY 2008 and FY 2009 individually for
each of the MCOs. The overall adjustments for FY 2008 and FY 2009, using paid claims
data through September 2009, were 0.98% and 4.78%, respectively.

Redistribution of Subcapltation Payments — Since the MCOs reimburse providers using
different payment arrangements, Mercer adjusted each MCO’s reported financial data, as
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necessary, to reflect a uniform payment methodology. Some MCO data needed to be
adjusted for subcapitation arrangements to better allocate costs across the various rate
cells. Since many of the subcapitation arrangements do not vary the rates by age/sex, the
subcapitation expenditures were redistributed to each rate cell in a budget neutral fashion
according to the cost distribution in the encounter data. This was a budget neutral
adjustment. .

The aggregate FY 2009 financial data submitted by the MCGs are included as
Attachment C-1, )

Encounter Data

To support the rate range development, Mercer summarized the District's encounter data
from August 1, 2007 through July 31, 2008 (FY 2008) and August 1, 2008 through

July 31, 2009 (FY 2009) by rate cell and COS. These data periods were selected because
they are recent and the MCOs have made significant strides in Improving the quality of their
encounter data in recent years. In order to ensure the encounter data reflected all covered
seivices, Mercer performead high-level validation checks on the data.

Mercer compared the encounter data to the historical financial data for the same time
periods to ensure all costs were reflected. In fotal, the paid amounts (as reflected in the
MCO_Paid amount field) in the encounter data are lower than the reported financial data for
the corresponding time period. The final comparison, after the adjustments described in this
section were applied, indicated approximately 93% of the financial expenses are reflected in
the encounter data. The major difference is related to the subcapitation payments made
versus the shadow-encounters reported. Pharmacy data was not included in the comparison
because pharmacy encounter data is not currently being captured.

Certain covered expenses were not captused in the encounter data due to reporting or data
collection issues. Mercer reviewed the additional data and made adjustments to include all
services covered under the contract.

Reclplent Claims Reported Outside of Encounter Data — A small subset of claims were
submitted in an Excel workbook due to provider difficulties with the HIPAA 837 format of the
encounter records. These claims included expenses for services such as dental,
transportation and vision. The supplemental file identified the recipient associated with the
encounter, so Mercer added these claims to the appropriate COS and rate cell.
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Subcapltated Provider Data — Encounters for subcapitated providers are submitted with
an MCO paid amount equal fo zero. In order to assign a vaiue to these valid encounters for
rate-setting purposes, Mercer shadow-priced the subcapitated encounters. For each MCO
and procedure code, Mercer calculated a ratio of the MCO paid amount to the Medicaid
proxy amount (ACS_Paid_Amount) for the paid encounters with positive MCO paid
amounts. For the subcapitated encounters, this ratio is multiplied by the Medicaid proxy
amount (ACS_Paid_Amount) to assign a value to the subcapitated encountes.

Pharmacy Data — Currently, pharmacy data is not submitted through the encounter data
colection system. Pharmacy data ls, however, collected in the financial reports submitted by
the MCOs. For this rate range development process, Mercer relied solely on the financial
data for the pharmacy rate. Therefore, there are no expenses included for pharmacy in the
encounter data exhibits.

Completlon Factors — Since the encounter data has limited runout (two months), Mercer
calculated completion factors to account for incurred claims not reflected in the encounter
data. Due to dating conventions within the encounter data, Mercer relied on the financial
{ags as the source of the completion factors, Mercer estimated the incurred claims for

FY 2008 and FY 2009 in the financial data and compared it to the total paid claims for
services incurred during the same period in the financial data with simitar runout. The ratio of
paid claims to incurred claims in the financial data resulted in the completion factor for the
encounter data. This ratio was calculated by major COS separately for each MCO's data.
Mercer applied these completion factors to the encounter data by COS and MCO. In total,
the IBNR adjustment for FY 2008 and FY 2009 resulted in an increase of 1.44% and 5.86%,

respectively.

Adjustment for Missing Amerigroup Dental Data — Mercer noticed the dental encounters
for Amerigroup had decreased substantially in 2008. Upon follow-up with Amerigroup,
Mercer determined there was an issue with Amerigroup’s dental vendor. Mercer applied an
adjustment to the dental service costs to account for the missing dental data. This
adjustment was calculated based off the historical portion of dentat encounters attributable
to Amerigroup. This adjustment was applied by month for November 2007 through

June 2008. The overall adjustment to the FY 2008 dental data was 18%.

Net Reinsurance Costs — The MCOs have been purchasing reinsurance coverage for high
cost inpatient claims. Mercer reviewed the historical experience from FY 2008 and FY 2009
to determine the average net reinsurance PMPM (premiums minus recoveries), Based on
this review, Mercer applied reinsurance adjustment factors to the Inpatient — Physical
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Health COS. The adjustments resutted in an increase of 0.5% and 1.11% in FY 2008 and
FY 2008, respectively.

Encounter Data Underreporting Adjustment — The initial comparison of encounter data
to financial data showed that 83% and 93% of the financial data was reflected in the
encounter data in FY 2008 and FY 2009, respectively. The primary area of difference is
related to services where MCOs have subcontracted providers such as physician services.
in addition, the exiting of one of the MCOs from DCHFP led to the underreporting of
encounter data, to some extent, in FY 2008. As a result, Mercer applied an encounter
underreporting adjustment to the encounter data for this MCO to reflect what the expected
seivice cost would have been had the MCO been reporting their encounters under normal
conditions. After the underreporting adjustment was applied to FY 2008 data, the encounter
data now reflects 88% of the financial data, which is more consistent with FY 2007 findings.
Pharmacy data was not included in the comparison because pharmacy encounter data is not

currently being captured.

The agaregate FY 2009 encounter data submitted by the MCOs is included as
Attachment C-2. -

Based on our review of the covered populations and covered services of DCHFP, the
following issues do not impact the plan reported financial or encounter data. Therefore, no
adjustments were made to the financial or encounter data for these issues.

Prior Periods of Coverage, Retroactive Eligibllity and Enrollment Lag Periods (AA.3.4)
— The base data was summarized to reflect the coverage period for the MCOs. These other
eligibility periods were not reflecied in the financial data and were excluded from the

encounter data.

Non-covered Populations (AA.2.1, AA.2.2) — DCHFP covers individuals classified as
temporary aid to needy families (TANF). Therefore, the base data is specific to the TANF
population and excludes all other populations.

Non-covered Services (AA.2.4) — The DCHFP rates are based on State Pian-approved
seivices covered under the DCHFP contract. All other services have been excluded from the
base data. For example, the MCOs are not responsible for services delivered within the
schools, thus these costs have been excluded from the rate base.
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Client Participation Amounts (AA.2.3, AA.3.13) — Costs associated with “spenddown’
and post-eligibility treatment of income are not included in the base data.

TPL (AA.3.6) — The base data does not include costs associated with TPL.

Excluding District Payments Made Outside of the Managed Care Program (AA.3.5,
AA3.8, AA.3.9) — The District makes payments for Graduate Medical Education (GME),
Disproportionate Share Hospital (DSH) and Federally Qualified Health Center (FQHC) cost
setlements outside of managed care. Thase expenses are not reflected in the financial or
encounter data.

Copayments {(AA.3.7) — The MCOs are not allowed to collect copayments from the
DCHFP eligibles. Since the MCOs cannot collect copayments, the financial and encounter
data reflects the total cost of providing the covered services.

The District does not cover any 1315(b)(3) services in this managed care program.

Rate Category Groupings

The base data sets are split into cohorts that represent different age/gender bands, which
Inherently represent different levels of risk. The following is a list of the historical 11 rate cells

for DCHFP.

= Male & Female <1 = Female 37+

= Male & Female 1-12 = Male 37+

* Female 13-18 = Male & Female 50-64 Year-old Expansion
« Male 13-18 population

*« Female 18-36 * Infant's Month of Birth

»  Male 19-36 =  Mother's Month of Delivery

These cells were selected based on a review of the historical cost structures within these
age/gender bands. The separate matemity payments reflect the increased cost and financial
risk of these events, Effective July 1, 2010, the District will be expanding Medicaid eligibility
to the population up to 133% of the FPL. As part of this State Plan Amendment under health
care reform, the District's 1115 waiver, covering the 50-84 year-oid expansion population,
will end. In addition, many of the individuals cumrently covered through the District's Alllance
program will become Medicaid eligible. As part of this rate-sefting exercise, Mercer analyzed
the rate cells to determine how to handle the population over age 50.

DC000593



MERCER

MARSH MERCER KROLL
GUY CARPENTER OLIVER WYMAN

Page 8

June 22, 2010

Ms. Tanya Ehmann

District of Columbia Depariment of Health Care Finance

As can be seen in the table below, the population over age 50 has costs significantly higher
than the 37-48 year old population. In addition, the females’ PMPM cost exceeds the males’.

FY 2008/2009
Age Group Gender PNPM
3749 Years F $258.34
3749 Years M $163.05
50+ F $363.28
50+ M $281.07

Based on this analysis, Mercer and the District concluded a rate cell structure with separate
rate cells for the 3749 year old population and the 50+ population split by gender was the
most appropriate. Therefore, the FY 2011 rates will now have 12 rate cells. The addition of
the rate cells required adjustments to the current rate cells. These percentage adjustments
were applied in a budget neutral fashion.

Trend Development

Trend is an estimate of the change in the overall cost of providing health care benefits over a
finite period of time. A trend factor is necessary to estimate the expenses of providing health
care services in a future period. Mercer reviewed a variety of sources to develop the trend
assumptions. These sources included, but were not limited fo:

« Health care econommic indices such as Consumer Price Index for the South-Atlantic

region
= Mercer's regression analysis
* Trends exhibited in the financial data submitted by the MCOs
* Data related to issues raised by the DCHFP MCOs
= Trends in other State Medicaid programs for similar TANF populations

Mercer devetoped individual trends for each COS. Mercer's target trend can be found in the
following table.
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Trend
Major COS Assumption
Inpatient Hospital Services 4.5%
Physician Services -2.0%
Outpatient Hospital Seevices 11.5%
Pharmacy Services 8.5%
Oental 10.5%
Mental Health Services 1.5%
Other Sesvices 1.5%

Weighted Average Trend Facltor  5.57%

The overall annual trend assumption for DCHFP was 5.57%. This reflects approximately
2.5% cost trend and 3% utilization trend.

Programmatic Changes/Rate Issues

Programmatic change adjustments recognize the impact of benefit or eligibility changes that
took place during or after the base year. Mercer will apply programmatic change
adjustments to incorporate factors not fully reflected in the base data. These adjustiments
were mutually exclusive and made only once in the rate-setting process. Since the changes
were effective after August 1, 2008, the impact was not fully reflected in the base data thus
warranting consideration in the rate development.

Changes to the District's Medicald Physliclan Fee Schedule — The District increased the
Medicaid fee schedule for primary care and specialist physicians to the Medicare schedule
in effect Aprit 2009. In October 2010, the fee scheduie will be set at 80% of Medicare.
Mercer analyzed the encounter data to determine the impact of the Medicaid fee schedule
changes on the MCOs. Mercer re-priced the encounters for primary care and specialist
physicians based on the 2009 Medicare fee schedule for the District of Columbia. For
procedure codes not on the Medicare fee schedule, the rates were left at the MCO rates.
This results in an increase of 7.3% to physician costs in the base data.

Addition of Adult Dental to the Program — Effective May 1, 2009, the District modified
the DCHFP contract to move the coverage of adult dental benefits from fee-for-service (FFS)
to managed care, for DCHFP adults. Mercer summarized the FFS expenses incurred by
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DCHFP adults from May 2007 through September 2008. The data suggested an increase in
dentaf expenses in the more recent months, as individuals became more aware of the
benefit. Mercer developed the base costs using the April 2008 through June 2008 expenses.
Mercer and the District also incorporated an expansion adjustment to these costs of 30% fo
account for anticipated utilization increase upon the introduction of this benefit to the
managed care networks. The base period data reflects three months of aduft dental costs;
therefore, the adjustment applied equates to $2.2M.

Ambulance Fee Schedule Change — The District increased the ambulance rates for DC
Fire and Emergency Medical Services in FFS effective Oclober 1, 2008. Mercer analyzed
the encounter data to determine the impact of the increase to the Medicaid ambulance fee
schedule change on the MCOs. Mercer applied the percentage increase in the ambulance
rates to the encounters for ambulance services by procedure code. For procedure codes not
Impacted {(non-emergent transportation), the rates were left at the MCO rates. The impact of
this change increases the transportation cost in the base data by 16%.

Resldentlal Treatment Center (RTC) Fee [ncrease — RTC fees are being increased from
$250 to $343 per day. Based on 2008 data submitted by the MCOs, Mercer analyzed the
impact of this rate change on the DCHFP rates. These costs are captured in either the
Inpatient Hospital — Mental Health or the Residential Treatment Center category of the data
book. The overall impact of this rate change on these expenses is a 6.2% adjustment to
Inpatient Hospital — Mental Health and Residential Treatment Center costs.

The overali impact of programmatic changes on the base data is an upward adjustment of
approximately 2.2%.

Data Smoothing

As part of the rate development process, Mercer reviewed data from multiple years

(FY 2008 and FY 2009) of the program to arrive at the overall financial data source for rate
sefting. The goal of the blending process is to oblain a set of base data that has sufficient
credibility and reasonableness to develop actuarially-sound capitation rates. Mercer has
applied credibility weighting, as appropriate, to blend data from the two FYs focusing on the
most recent year of data.

For the financial data, Mercer put the majority of the weight (70%) on the FY 2009 data and
incorporated the FY 2008 data (30%) to smooth out fluctuation in inpatient hospital costs
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from year to year. This enhanced the credibility of the data set and increased the stability of
the rates. This process was cost neutral per step AA.5.2 of the CMS Rate-Sefting Checkist,
Similarly, Mercer blended the two years of encounter data by assigning 70% credibility to the
FY 2009 data and 30% to the FY 2008 data.

Finally, Mercer blended the rates based on the financial and encounter data. As mentioned
earller, the encounter data has improved over the last couple of years. This warrants
greater reliance on the encounter data. Thus, Mercer has blended the financial and
encounter data by assigning 50% credibility to the financial data and 50% to the encounter
data. The phammacy rate component is entirely weighted on the financial data, since
encounters are not currently collected for pharmacy setvices.

Managed Care Assumptions

(n the development of the rate ranges, Mercer and the District discussed areas for
improvements in managed care efficiency. The major consideration in the rate development
was the exiting of one of the MCOs effective April 30, 2010. Mercer performed detaifed
analyses of the encounter data to identify efficiencies that are likely to be gained by
transferring the exiting MCOs members to the remaining MCOs.

Mercer identified higher emergency room and outpatient costs for the exiting MCOs, Based
on a review of the encounter data, Mercer determined the higher costs were due to higher
cost per client served versus more clients served. In prior analysis, Mercer had performed a
risk assessment analysis of the MCOs and concluded the exiting MCO had the lowest risk
score, but the highest cost PMPM. As a result of these analyses, Mercer applied a
downward efficiency adjustment of 7% to the outpatient and emergency room costs.

Mercer also made minor adjustments to categories with outliers for a particular MCO to
further smooth the rates.

The overall impact of managed care assumptions was a reduction of 3.6% to the Target
rates.

Commercial Reinsurance

To provide protection against the risk of catastrophic claims, the DCHFP MCOs may
pusrchase reinsurance for inpatient hospital claims on the commercial market. The District
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recognizes this reinsurance arrangement and considers the net costs associated with
reinsurance in the rates. One of the MCOs received a waiver of the reinsurance
requirement, and Mercer made an adjustment to account for this arrangement. For more
information on the reinsurance costs, please refer to the adjustments discussed on Page 5
of this letter. This arrangement is allowable per subsection AA.6.0 of the CMS Rate-Setting

Checklist.

Incentive Arrangements

DHCF has implemented a pay-for-performance program in the OCHFP contract. The MCOs
have the opportunity to earn incentive payments by meeting various performance targets as
defined in the contract. This incentive arangement is funded through a 1% withhold from the
capilation rates. Since DHCF chose to contract for certain rate cells at the bottom of the rate
range, the withhold causes the interim rates for certain rate cells ta fall below the range. In
Mercer's actvarial opinion, this arrangement is actuarially sound as the overall weighted
average rate after consideration of the withhold is within the actuarially sound rate range.
The rates with and without the withhold are outlined In Attachment A. The total expenditures
in Attachment B have been calculated assuming the entire withhold is paid out to the MCOst
through the pay-for-performance program This arrangement is allowable per subsection
AA.7.0 of the CMS Rate-Setting Checklist.

Administration and Profit and MCO Assessment

Mercer and the Distnct reviewed the components of the administrative allowance to evaluate
the administrative rates paid to the MCOs. The review focused on the reporting and
organizational requirements detailed in the OCHFP contract. Mercer modeled the cost
structure for these requirernents {o determine the administrative load necessary for an
average plan in this program. Since this contract also inciudes the 50,000 members
cusrently covered under the District’'s Health Care Alliance program, Mercer considered this
enrolment along with the 90,000 current DCHFP members in assessing the administrative
load. The exiting of one of the MCOs increases the enrolment of the other MCOs. Mercer's
analysis concluded this should provide opportunities for economies of scale for the
remaining MCOs. Based on the analysis and comparisons with other state Medicaid
programs’ administrative allowances, Mercer assumed an overall administration load of
approximately 9.5% for the final premium rates. This percentage varied between the
non-matemity (10%) and the matemnity (6%) rate cells to account for the different premium

levels.
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In addition, Mercer included profit and margin considerations in the rate development
explicitly through a load of 2% of premium. This is an acceptable rate consideration per
AA.3.2 of the CMS Rate-Setting Checklist. '

For many years, the Department of Insurance, Securities and 8anking (D(SB) in the District
has imposed an assessment on Health Management Organizations (HMOs) and Preferred
Provider Organizations (PPOs) for the privilage of operating in the District to cover insurance
department costs. This HMO/PPO assessment has traditionally been waived for
Medicaid-contracting insurers. In May 2010, the commissioner of insurance extended the
application of this assessment to the Medicaid MCOs operating in the District and licensed
by the DISB as HMOs. This is a uniform, broad-based fee imposed on all HMOs and PPOs
and all fines of business. The assessment amounts to 2.0% of premiums.

This assessment is a legitimate cost of doing business in the District for Medicaid MCOs and
reasonable to include in the consideration of actuarially sound capitation rate ranges. Since
this is a cost of doing business in the District, Mercer included consideration for this
assessment in the rate range development. The assessment is expressed as a percentage
of the gross capitation rate (e.g., premium). Mercer applied a 2.0% adjustment consistent
with the assessment that will apply to the MCOs.

In total, the overall load applied to the rates for administration, profit/contingencies and
assessments was approximately 13.5%.

Rate Ranges

Mercer developed actuarially sound rate ranges for the District to use in rate negotiations
with the MCOs. Mercer specifically priced the upper and lower bound of the rate ranges by
varying the assumptions outlined above. Mercer varied the trend assumptions and the
financial data adjustments to account for different levels of managed care efficiency and
potential risk selection. The resulting rate range was approximately +/- 5% around the
Target rate. As a result, the lower bound of the rate range represents a rate for a very
efficient MCO and the upper bound represents the least amount of efficiency the District is
willing to purchase. The final contract rates will be selected by the District in contracting with
the MCOs. The rate ranges are included as Attachment A to this letier.
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Rate Development Overview

To provide additicnal detall on the rate development, Mercer has provided an overview of
the adjustments applied to each rate cell in Attachment D. This exhibit presents the
breakdown of the assumptions used to calculate the Target rate within the actuarially sound
rate range. The actual contract rates differ from the Target rates based on the District's
contracting decisions, but all rates are within the actuarially sound range.

Family Planning Partion of the Rates

At the request of the District, Mercer has analyzed the component of the rates associated
with family ptanning services so that the District may claim the enhanced federal match of
90% on these services. CMS issued a guide in June 2009 to assist Stales in determining
which services are allowed to be claimed at the enhanced federal match rate. Specific
details on codes used to identify family planning services can be found in the document
accompanying this letter.

Attachment E contains the PMPMs associated with family planning that will be claimed at
the enhanced match rate. Please note that these family pianning PMPMs do not include
load for administration, profit or the MCO assessment.

Certification of Final Rate Ranges

In preparing the rate ranges shown in Attachment A, Mercer has used and relied upon
enroliment, encounter claims, reimbursement level, benefit design and financial data and
information supplied by District of Columbia Department of Health Care Finance and its
vendors, The District of Columbia Department of Health Care Finance and its vendors are
responsible for the validity and completeness of this supplied data and information. We have
reviewed the data and information for internal consistency and reasonableness, but we did
not audit it In our opinion, it is appropriate for the intended purposes. (f the data and
information are incomplete or inaccurate, the values shown in this report may need to be

revised accordingly.

Mercer certifies that the July 2010 to April 2011 rate ranges in Attachment A were developed
in accordance with generally accepted actuarial practices and principles, and are
appropriate for the Medicaid covered populalions and services under the managed care
contract. The undersigned actuaries are members of the American Academy of Actuaries
and meet its qualification standards (o certify to the actuarial soundness of Medicaid
managed care capitation rates.
0C000600
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Rate ranges developed by Mercer are actuarial projections of future contingent events.
Actual MCO costs will differ from these projections. Mercer has developed these rate ranges
on behalf of the District to demonstrate compliance with CMS requirements under 42 CFR
438.6(c) and accordance with applicable law and regulations. Use of these rate ranges for
any purpose beyond that stated may not be appropriate.

MCOs are advised that the use of these rate ranges may not be appropriate for their
particular circumstance and Mercer disclaims any responsibility for the use of these rate
ranges by MCOs for any purpose. Mercer recomimends that any MCO considering
contracting with the District should analyze its own projected medical expense,
administrative expense and any other premium needs for comparison to these rate ranges
before deciding whether to contract with the District.

This certification letter assumes the reader is famillar with DCHFP, Medicaid eligibility rules
and actuarial rating techniques. it is intended for the District and CMS, and should not be
relied upon by third parties. Other readers should seek the advice of actuaries or other

qualified professionals competent In the area of actuarial rate projections to understand the
technical nature of these results.

If you have any questions on any of the information provided, please feel free to call me at
612 642 8940.

QW  Maat—

Jonathan C. Marsden, FSA, MAAA

_ 42>u//

An P. Danh, ASA, MAAA
Copy:

John McCarthy — DCHFP
Tom Steiner, Charles "Chip" Carbone — Mercer
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GOVERNMENT OF THE DISTRICT OF COLUMBIA
Department of Health Care Finance

%

*

%

Office of the Director

April 4, 2011
To: Mayor Vincent Gray
From: Wayne Turnage

Through: Paul Quander, [nterim Chief of Staff
Beatriz ‘BB’ Otero, Deputy Mayor

Subject: Issues at Department of Health Care Finance (DHCF)

The purpose of this memo is to provide a summary of the major issues at DHCF which
have surfaced during the assessment of agency operations initiated shortly following
my appointment on February 1, 2011. This assessment was conducted to identify a
baseline of problems inherited from the previous Administration and to build a solutions
oriented approach for addressing these issues as expeditiously as possible.

Issues of Concern at DHCF

For purposes of this memo the issues identified through this assessment have been
grouped into three categories: (1) Reimbursement Problems; (2) Program Integrity
Problems; and (3) Operations Problems. For each issue, this memo provides a
description of the problem, the planned solution, and discusses potential budget
implications.

Reimbursement. As shown in the Table on page 2, there are three significant
reimbursement-related problems and each of these pose potential budget issues
depending upon the manner in which they are resolved. The issues of most concern
are the improper DRG payments [Note: This is now resolved], unstable rates for
Managed Care Organizations (MCOs), and problems with Disproportionate Share
funding at Children’s National Medical Center (CNMC). With the substantial benefit of
hindsight, it can be said that the decisions (or inaction) that led to most of these
problems were at-best ill-advised as the potential budget problems for the District under
the described worst case scenarios would be serious.

DHCEF is working to resolve these problems without major conseguence to the District
but frankly in the case of the improper DRG payments we must wait and hope for
approval of the new rates from CMS. Staff inform me that approval is imminent but
CMS has been sitting on this State Plan Amendment for nearly one year. In the case of
DSH payments to CNMC, if the audit results stand, there is no apparent painless
resolution at this time. With respect to MCOs, DHCF enters rate negotiations next

899 North Capitol Street, N.E., Washington, D.C. 20002 (202) 442-5988 Fax (202) 442-4790



[issues of Concern |

Worst Case Qufcome

1

] Improper DRG™

| Payments. Inthe 3"

| quarter of FY10 DHCF

. developed a new DRG

« payment methodology for
hospitals. Rather than
wait for CMS approval, a
decision was made {o start
paying the new rates in
October 2090, That is
illegal.and CMS has yet to
approve the new rates.

Unstable MCO Rates,
Previous agency
feadership directed Mercer
to set the MCO rates for
the Alllance below the
lowesl level considered
+ actuariaily sound. The
goal was to use higher
rates on the Medicaid side
to offset predicted Alliance ;
losses. However,
Medicald expansion
brought former Alliance
members with higher
health care costs into the
Medicaid program and the
expected margins on the
Medicaid side have not
materigitized. Further,
both MCOs have
experlenced substantial
losses on their Afliance
business. Additionally,
DHCF is in negotiation
with one MCO 1o seflle a
lawsLit filed alleging that
rates paid in 2009 were
actuarially unsound,
costing the MCO nearly
$20 mitfion. While our
actuary disagrees with the
sum, they have informed
us thai the case has merit. :

s ——— —— - m———

L
i CMS could approve the
! rates and there would be

i aciuarially sound rates

e e e o}
v

no problem. However, If
CMS decides to either

" reject the State Plan

Amendment or
aigniflcantly madify it, the
rates DHCF .are currently
paying haspitels would be

; invalidated.

are not established for
FY12, orie MCO Is
threatening to leave the
rogram. This means
DHCF will not hava the
required number of MCOs

. lo retain the progrem and

beneficiaries would have
the freedom 1o receive
health services through a
fee-for-gervice
arrangement and without
the cost celling MCOs
sometimes successfully
impose on providers.
This would undoubtedty
increass cost bayond
budgeted levels for the
program in FY12.
Further, should DHCF be
advised to sattte the
lawsuit this will add to the
unbudgeted pressures for
FYy12

Note: Rand conducted the i

one seminal study of the
impact of MCQs and
concluded that they lowar
costs by up to 25 percent.
That a $125 million figure
in OC

1" The Director is meeting

[ Solutions Underway

Budget implications

; TCMS ‘has.not approved

i the new rates by June 1,
2011 the Directar will

i resqmd the new rates and

! order that'payments

-cease-untll GMS makes a

final decision.

i
L
i

RESOLVED as of May 1

—-——

with several companies
that have expressed a
desire 10 enter the District
as an MCO. This is far
from certain however and
not a timely solution. In
the Interim, the Director
will meet with Mercer to
| discuss the goals far
! FY12 rate sefling. Data
on MCO (osses will be
l examined and we will
' saek to establish
actuarially sound rates at
the lowest possibie level.
Regarding the lawsuit, the
agency is negotiating a
settlement

]
!
l

IFDHCF's rate plan isnol
approved or is significantly
modified, the agency
faces potential

eim tana wdd

! disallowances because of
{he decision to pay the

new rates before they
were aclually approved.
This weuld add
signfficantly to the $23,3
million In existing budget
pressures for FY11
(ISSUE HAS BEEN
_RESOLVED). _
In the Mayor's budget,
significant savings were
assumed on the premise
that all MCO rates will be
held flat. tn light of this
revelation and the lawsuit
this assumption may no
{ongar be realistic thus
creating a budget
prassure for FY12,

———— i ——————

Disproportionate Share
{DSH} Problems.
Children’s Natjanal
Medical Center currantly
receives $12.5 milfion in
DSH payments that are
used to fund Department
of Health nurses in the
schoo! system. Early
Indications from DSH

: audits are that the hogpitat ;
does not provide the
required (evel of
uncompensated care to
support this leve! of DSH
payment.

p—— o ——

CMS cules will require
that these payments be
terminated. Children’s
faces a possible

, disallowance for

payments in.FY11 that
they will expect the

. District to cover. In

addition, once these

. payments are terminated,

the Department of Health
will have up ib a $12.5
miiion buglges hole {hat
will require gither layofts
or additional funding for
FY12.

. If the preliminary audit
results stand, there is no
solution that.would stave
off termination of the DSH
paymenﬁs for Children's.
: However: rather than !
i have the Depariment of
. Hestth absorb a $12.5
i million cut, it might prove
usefol 1o bring DCPS infp
this discusslon since the
schigol system directly
ba]peﬁb from'this | .
rogrdm. Cultingthe
o%mm whouid be -
dev stating: -

e 3 s ceeas e mhe s Ee o Aem et amwer—— e men atatoena .o ameb i et e o
Note: In the case of DSH funding, audits are underway to ven’fy whether the reported high levels of uncompensated care
used to suppoert DSH allocations for two hospitals s matched by the actuat experience at those facilties.

Depending on how this is
resolved, DSH payments

to Children’s in FY11—
about $4 miliion at this
point — will likely have to

be retumed and payments ,
for FY12 of up to $12.5 .
million will not be mede.
This leaves a substantial
budget problem for the .
Department of Health or
paténtially DCPS. We are
trying saveral strategies to
Increase: the repgrtable |
uncompensaied care at
Childrens .

899 North Capitot Street, NI,
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week and will attempt to resolve this problem in the District’s favor but we face
significant hurdles.

Not listed on the table is the reimbursement problem with ICF/MRs. When the rate
structure for ICF/MRs was established in FY10, it covered only a portion of the 5.5%
Stevie Sellow's tax. There is language in Statute that renders this tax uncollectible
unless it is structured in a way that allows the District to collect FFP. This is not
possible with current rate structure. The Mayor's budget for FY12 reflects the fact that
the revenue from the Stevie Sellow's tax appears, at this point, to be uncoliectible
absent a change to the rate methodology. DHCF is pursuing the required change.

Program Integrity. There are significant program integrity issues at DHCF and some
exist as a threat to the agency's budget. As the Table on page 4 indicates, these
problems are the resuilt of the agency’s historical practice of paying for services in
amount, duration, or scope that are beyond the levels allowed for in the existing State

plan.

In terms of fiscal impact, the most problematic of these services is the optional
Personal Care benefit. Over a rolling 12 month period, DHCF has paid $112.8 miilion
for personal care services to 6,450 beneficiaries. [Note this figure does not include
$57.8 million paid through the waiver program for persons who are elderly or disabled
and the $9 million for persons in the DD waiver.] Although the Sfate Plan limits this
service to 1040 hours per recipient, the agency did not establish effective and
permanent edits in the MMIS to deny payments beyond this limit. In addition, the
process through which these services are authorized is lenient, and the agency has
virtually no system in place to monitor whether the benefits being paid for are actually
needed at the reimbursed levels.

Based on newspaper requests for information on this program, we expect a series of
articles on the District's personal care program alleging substantial waste. | have
ordered some short term solutions to slow spending in this area which we will
implement immediately and a longer-term approach to bring this program in fine with
the actual level of need.

Individually, the other problems identified in the Table do not have the fiscal impact
observed for personal care but, in the aggregate, pose significant risks to the District.
DHCEF staff have presently identified 15 services for which there is reason to believe
that appropriate controls have never been established to guard the benefit. For the
dental program, the absence of controls has resulted in more than $6 million in
overpayments since FY10. This amount has been added to our FY11 spending
pressure. | have directed staff to research each of these 15 issues immediately and
establish the necessary protection in the Agency's claims payment system to prevent
any future overpayments.

The last issue reported in the Table is a problem for DHCF that is created externally.
The courts routinely order children into residential treatment programs with Medicaid as
the payer. Unfortunately, federal audits have determined that many of the children who
receive these placements do not meet the medical necessity requirements to support
Medicaid reimbursement. As this problem is addressed across the District, agencies
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Fs;ues of Concern

-‘F

Per:.onal Care. Arde
Medlcald benefit
uncontrolied. The cost of
the Medicaid Personal Cace
benefit Is grawing by 25

. percent each year. There
' are strong Indicatlons that

fraud is a key component of
the growth. This benefit Is
offered as a State Plan
Option servica and is
capped al 1040 hours.
Howsyer, staff repont that
\his lirit has never been
enforced and patient
assessmeiits are not used
to determine the need for
the sarvice. A SPA was
submitted to (imit benefit to
§20 hours byt CMS has
placed this request on hold
pending discussion with
DHCF pf severa| concems.

T \Worst Case Outcome

Solutiens Underway

‘Current growih rate Is not

: hkely be major news stories
_in the future about fraud in

this program. News outlets

|
l
sustaifable and thare will , :
have already begun FOIA

. requests for records on this

" program.

Benefits Patd Outside of
State Plan. The Medicaid
program has been paylng
for numerous benefits
beyond tha legal limits
esiablished in the State
Plan. Most notably, among
these are dental services.
However, staff have
identified more than 15
problem areas thal are
belleved to have
longstanding ovaerpayment
problams,

Paymants for ail services |

. ali cases with request for

that ace not covered by the
State Ptan could be
disallowed by CMS,

Budget implications

‘Rathef than awall CMS .
dpproval-of the' 520°timit- the |
Dirsctor has instriscled that
the following actions be

i taken in the next 30 days:
{13 Change-the way in
which the sewvices gre
ordered by having
physicians prescribe using
a standard form that
tequires the doctor to give
the diagnosis and patient
funcflopal fimitations; (2) -
Adopt .2 new assessment
tool to batter determmine
axactly how many hours. of
PCA services a beaeficiary
requires; and (3) Raquire &
stronger clinica) review of

more than1040 hours. In
the loag-term, the Director
will require prior ’
aythofization before any:- |
PCA service is approved
and plans to contract with
an ASQO to, rnanage the .,
-ermre prmogsa

PCA savings ore reﬂected
in the budget for FY12. To
ensure that these savings
are.realized the short lerm
actions must be
imptemented immediately
and the loag-tem plans
must be-initiated so that a
program is in place by the
last guarter of FY12,

The Director has requested
that & team be established
to cegularly identify
probiems of lhis nature 2nd
implement immediate fixes
to DHCF policy and its
payment system that will
stop ang prevent future
overpayments. This group
meets weekly and is
required lo prapare a status
repori on the prograss
being made in addressing
probiems.

The agency exposwis for
the dental problem is $3.7
million for FY10 and $2.8
million (thus far) in FY11.
As a result, over $8 million
was added to DRCF's FY11
spending pressure.

Payments made for
Psychiatric Residentlal "
Treatment Facllitles .
(PRTF) at risk. Payments
have been made for PRTF
servicas not established as
medically necessary, most

- frequently because the

service was courterdered.
System controls were not”
previously in place to

prevent paymeant.

T Pdyments;identified by

fedsrat avdits as havirg
been made without
established medical
necessity will result in
disaliowances.

e i —h - - e

Al current placements ~ - |
through a pacnership with 7
OMH and'paid forby -
Medicaid are under medncar
necassity roview.

Beginnlng April 2011, all
ngw placementswill be
revlewed and, prior
guthorization numbers wﬂ}
“be: required bEfore. payme&t
is made. Tha target.start
date forthls change Is-Jung
1. 7 .

Due (o-this new policy, _
other child-serving agencles
that have rellad on Medicaid
payment for residential
services will have to pay for
placement with Jocal doflars
if the case does not mat

.| medical hecessity.” This will
_creale a spandlng pressuse

WFYiz’ Moreqver fhe -
District [s at risk for
disaligwances if PRTF
serv;cesffom prior years
ara audjted.

that have relied on Medicaid to pay for these placements will no longer be able to

defray the cost of these services with federal dollars. This will obviously increase local

spending pressures at a time when revenues are stressed.

Operations. As shown in the Table on pages 5 and 6, there are several outstanding
operations issues that the agency must resolve to avoid negative budget consequences

for the District. Of the six problems identified four -- MMIS certification, federally
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, Issues of Concern

Work to cnsure
certlification of MMIS
cerﬂﬂcaﬁon is Ln catch-up,
mode, DHGF's MMIS
system must be. ceftified in
the fall of 201 1. ‘Whenthe
gystem went live in 2010 i
was under resourced, had

. more than 350 knewn

| defects, and had processed
over $17 million in

. payments to providers who

did not have a ficense on

file. Leadership did not

address any of these

issues.

Potential ioss of DepL of

Defense discount pricing

for HIV drugs for Medicald

beneficiaries. On

December 31, 2010, the

1115 Walver allowlng the

natwark of pharmacles to
dispense RIV anliretroviral
. medications to Medicaid
» FFS beneficlaries ended.
Efforts by the previcus
feadership to resolve this
problem priorto the end of
the Waiver were not
successful The,
pharmacles in this netwark
agread 1o ceceive p(oducl
replenishment by the DC
Depasiment of Health .
' (DOH) Pharmdceutieal  ~
Warehouse for the amount
| of HIV medicalions they
« dispansed In lleu of the
! normal pharmacy payment
: relmbursement.

i Natlonally required MMIS

i update substantially
behing schedule. The
Oislict’s lederally

I mandated updates (o aif

i Medicaid MMIS systems
were never coniractually
initiated and the work has
yet to start. The deadline for
comgpletion of this work is 1~
2012. Many States put
conlracts in place in 2010
and are now In the tasting
phase for the new systems

mandated changes to MMIS, potential less of DoD pricing for antiretroviral drugs, failure
to collect MCO drug rebates -- have budget consequences if not successfully resolved.

" Wois,

(o] me

. ifthe system is nol certified -
" by CMS according to

¢

schadute, DHCE's 75

. peccent match.for all

. sysgtems:- related tost will be

reduced to 50 pa;wm

. _z:;eatmg & slgnificant

budget pressurs.

F we do not receive CMS

- approval to continus this

process, either one of bwo

. possible worst case
;. outcornes will oceur

District ta establish a closed

1) If any beneficlaries
learngd that DHCF

- contlnues to require that

lhey receive drugs through

" a closed pharmacy netwark

without official approval
{frorn CMS, the agency
could ba sued for free

, tholce of provider,

2) It DHCF allowed or wag
: forped to allow beneficiaries’

o receive lhe_se drugs from

_ any pharmmagy

, thecost tq,

{ the DC Medicaid program
- would be-extremely high as

!

(

i “1f this work is not

the currént discount is
estimated at 60%.

' completed on 1-2012

DHCF wil) not be able to
send or recelve over 80%
of our claims to and from
any Medicaid provider.
(80% of all claims are
submitted electronically to
DHCF)

.
!

§- olutions Underway

i The Dmactor metw yvilh ACS
: natnanalsgag in February

1

3

12011 and secuced
‘increased gesoyrees for thé.
pr%d Kweekly
.manitoring pracass was-pyil
in.plage: to-a)ep the Dicector
" of conlinving problems
While much-work remains,
the defacts have been

- graatly reduced and

documanits from providers

. have bgen obtained to

! reducs a.potential $17.5

{
1

f

!

: contractin

million problem to less than
_$300,000.

"DHCF and ool meel
wegkly lo discuss the new

, &lso DHCF is
in discuaslons-with C\MS on
altesnative;ways to oblain
CMS approval for selective

. eontracling with

I phanmacles (o aliow the
continuation of DOD
pricing.

"OHCF s curtently v}élrﬁfn'g__u

with the Office of Contracts
and Procurement to modify
the ACS contract. The
package requires Council
approval. In the interim,
the Director has requested
that ACS use hours in its
existing contract to bring in
prograrnmers and begin the
work. These hours will be
replanished once the
contract is approvad.

I "No estimate at prasent but

' Budget Implicaticns

| The most significant-budgel ‘
fraplicalion associated with

! afailure to cerntify would be

| 3 loss of the 75% percant

i mateh rale for systems
development which is baing

| carried on'the Agency's

books.

i
i
1
i
{ ;
! {
i N
! lose of the network discount
i would ba substantal.

i
|
)
i

No budget impact but
massive program failure as
80% of claims — roughly
$1.8 billion - will either have
to be paid manually or
providers will nol be
reimbursed.

Based on recent staff efforts to address these problems, | am encouraged about the
prospects for success. Moving forward, we have established a process to monitor

progress on these projects with steps to alert senior management at DHCF if problems

resurface.
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. Worst Case Outcome

— . m———

MCO Drug Rebates not
belng collected. Effective
March 23, 2010 new
legislation required
manufactucers that
participate in Medicaig Drug
Rabate Program to pay
rebates for drugs dispensed
to MCO enrollees. Previous
leadership never authorized
the technical work on the
MMIS to capture thése
rebates. As aresult,
monies owed {o the District
ara now being held by the
phammacles relroactive to
10-2010. The deadline for
implementation was
Oclober 1, 2010.

"Elsctronic Health Records

Incentive Program not
pursupd. CMS issued
guldance op he
establishment of an
incentiva pepgram to
p(ovlda payment to certain _
sligible proliders who adopt
and becoma meahingful
users:of efectronic health
records. In'August 2610
DHCF was awarded
approximately-$990K to

" develop the plan. OHCF

was required submit the

. plan fo CMS in tate 2010 to

o —

‘cantract for.Alllance.

facilitate a 2011 slart date.
The plan was never
submitted

f-‘(esior(ng Cancetled Umty
Pharrraty. The RX

Beneficlariés wes cancellad |
last year, to be effective 4-

30-2011 and no alternative -
was established.

DHCF hss to re\macilvely
ask pharmacies to provide
information on drug
utilization back to Oct 1,
- 2010. However, if we do
not complete the reqyired
. technical work the rebates
will continue (o sit with the
pharmacies.

f——e e e

- Without this program
providets will nol receive
thelr incentive payment for
adopting, Implementing or
upgrading electronic haath
racord systems.: Could

' refations problem: |

\[Jﬁ-f\all.l‘t ‘réﬁsolu-liorx',' ééloo'b"
1 Allkance beneflciarics would,
ha\(e no agcess (o drugs on

I May 1..2014

Conclusion

Qver the next months, DHCF staff will work diligently to address these problems. At the
same time | have instructed staff to surface any additional problems that are uncovered

result in aannmczqt publie

i
A
|

Solu;ions YUnderway -

We are in the pro pmcass of
modifying tha ACS contract
and ACS will modlly the
MMIS system to receive

- phanmmacy encouniers.

MCO contracts needs o be
modified to require them to
give the District pharmacy
encovaters from their
P8M's. This process is
now underway. Once
completed, we will go back
to 10/1/2010 (o get monies
from drug companies.

"DHCF has asked for and

. teceived an extension to
" use the-funds through May

I

A}
L
)

34, 2011, The agency has
submttted to. CMS a plan to
! carry ot the staps o
_phases-through AugusL

‘Director considered having

MEQO's manage this.benefit

,unde{ an ASO-arrapgement”

but'concem about’
unbudgeteﬁ cosks in FY12
led to a.last hour
agreement with Unity,

Budget Implications

impact once we
successfully complele the
work required to draw the
rebates. Until such time (he
ravenue is temporarily lost
to the District.

1

Adverse budget impact has
been temporarily averted.

Advarsamutcome averied.
No’agdltlenal budgat impadl
for. FY 12 anticipated.

P
A
|

as we handle the daily press of work. Shouid other issues arise that warrant the
attention of the Mayor's office we will provide timely notice.

v

{

1
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Jonathan C. Marsden, FSA, MAAA
Prncipal

M E R C E R Govemment Human Senvices Cansulting
333 South 7th Street, Suite 1600
Minneapolis, MN 55402-2427
+1 612 642 8500

jonathan.marsden@mercer.com
wWww. mercer.com

Ms. Lisa Truitt

Office of Managed Care

District of Columbia Department of Health Care Finance
859 North Capital Street, NE

5th Floor

Washington, DC 20002

July 8, 2011

FINAL & CONFIDENTIAL — NOT FOR PUBLIC DI1SCLOSURE

Subject: District of Columbia Healthy Families Program (DCHFP) Rate Development and
Actuarial Certification for the Contract Period August 1, 2011 through April 30, 2012

Oear Lisa:

The District of Columbia (District) contracted with Mercer Government Human Services
Consulting (Mercer), as part of Mercer Health & Benefits LLC, to develop actuarially sound
capitation rate ranges covering the August 1, 2011 to April 30, 2012 DCHFP contract period.
This is the 8-month period covering the remaining time period of the fourth contract year.
This lefter presents an overview of the methodology used in Mercer’s managed care rate
development for the purpose of satisfying the requirements of the Centers for Medicare and
Medicaid Services (CMS). This rate development process was based primarily on the
managed care organization (MCO) financial data supplemented by detailed encounter data;
therefore, this rate development process is characterized as a complete rebase of the
capitation rates.

The District has chosen contract rates within the actuarially sound rate range and is
finalizing agreements with each MCO.-If any changes are made to the rates documented in
this letter, the letter will be updated to certify the final rates are all within the actuarially
sound rate range. The rates offered to each MCO are outlined in Attachment A and are
within the actuarially sound rate range. These rates represent a 0.9% overall rate increase
before consideration of the incentive airangement. The rate ranges angd associated budget
projections are provided in Attachments A and B. Note the budget projections reflect an
annual projection to allow for comparisons to past certifications.

Sendces provided by Morcer Hoath & Benefiis LLC Consulting. Outsourcing. Investments.
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Rate Methodology

Overview

Capitation rate ranges for DCHFP were developed in accordance with rate-setting guidelines
established by CMS. One of the key considerations in the rate range development was the
base data. Mercer and the District discussed available data sources for rate range
development. These include Medicaid encounter data and MCO reported DCHFP financial
data. The encounter and financial data were weighted 25% on the encounters and 75% on
the detailed financial data during this rate-setiing exercise, due to completeness issues with
recent encounter data due to the District’s implementation of the OMNICAID Medicaid
Management Information System (MMIS) and the exiting of an MCO. Each data source was
reviewed to ensure it matched the populations and benefit package defined in the State Plan
and contract.

To develop capitation rates, adjustments were applied to the base data consistent with the
CMS Rate-setting Checklist:

= Completion factors to account for unpaid clzims at the time of the data submission
(AA.3.14)

» Adjustment to reflect the underreporting of encounter data (AA.3.14)

= Trend factors to forecast the expenditures and utilization to the appropriate contract
period (AA.3.10)

» Prospective and historic program changes not reflecied in the base data (AA.3.1)

» Data smoothing (AA.5.0)

»  Administration loading (AA.3.2)

In the end, Mercer developed a rate range for each individual rate cell for the District to use
in contracting with the MCOs for the DCHFP.

Base Data Development

The financial data received from the DCHFP MCOs was incorporated as one of the data
sources for rate range setting. This data was certified as accurate by financial
representatives of each current MCO. Financial data provides per member per month
(PMPM) medical expenses by major category of service (COS) for each of the District's
current rate cells. Mercer reviewed the MCO-reported data for accuracy and consistency of
reporting. This review is discussed in more detail in the Financial Data section below.
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The District has been working with the MCOs on encounter data submission over the past
few years. Mercer reviewed the current encounter data submissions to determine the
potential use for rate range development. The encounter data provides valuable information
on the average utilization and unit cost of services covered under the contract. Encounter
data is also recommended by CMS as a source of utilization data for rate development. The
DCHFP encounter data had complefeness issues during fiscal year (FY) 2010, due to the
OMNICAID implementation and the exiting of an MCO from the program. Therefore, the
weighting on the encounters has been reduced to 25% for this rate-setling exercise.

Financial Data

Mercer validated and incomporated the FY August 1, 2008 through July 31, 2009 (FY 2009)
and the FY August 1, 2008 through July 31, 2010 (FY 2010) financial data as a data source
in this rate range setting process. The financial data reflects the actual medical expenses to
the MCOs, including the subcapitation payments to providers for each of the rate cells. The
expenses are net of pharmaceutical rebates and third party liability (TPL). Mercer reviewed
the financial data to ensure it was appropriate to incorporate into the rate development.
Specifically, Mercer reviewed the following issues:

=  Completeness and accuracy of the submitted financial reports

» Consistency between submitted financial data and annual Department of Insurance
filings for calendar year (CY) 2010

= Assurance that pharmacy rebates were reasonable and removed from the data

= Assurance that reinsurance premiums and recoveries were accurgiely reflected in the
financial data

» Assurance that submitted financial data was specific to State Plan services only

= Consistency of data among MCOs' submissions on a rate cell basis

Adjustments were made to the financial data to reflect the complete cost of an actuarially
equivalent population for the DCHFP contract.

Incurred-but-not-Reported (IBNR) Claims Adjustments

Mercer reviewed the remaining liability associated with IBNR claims for FY 2009 and
FY 2010 individually for each of the MCOs. The overall adjustmenis for FY 2009 and
FY 2010, using paid claims data through September 2010, were -0.14% and 3.69%,
respectively.



MERCER

Page 4

July 8, 2011

Ms. Lisa Truitt

Office of Managed Care

Redistribution of Subcapitation Payments

Since the MCOs reimburse providers using different payment arrangements, Mercer
adjusted each MCO's repoited financial data, as necessary, to reflect a uniform payment
methodology. Some MCO data needed to be adjusted for subcapitation arrangements to
beftter allocate costs across the various rate cells. Since many of the subcapitation
arrangements do not vary the rates by age/sex, the subcapitation expenditures were
redistributed to each rate cell in a budget-neutral fashion according to the cost distribution in
the encounter data. This was a budget-neutral adjustment.

Adjustment for Missing Health Right Financial Data

Health Right's contract with DHCF ended April 30, 2010. As such, Health Right was not in
operation when the financial data request was distributed in October 2010. Therefore, the
FY 2008 and FY 2010 data from Health Right was not available for the development of this
Data Book. To account for the missing Health Right data, Mercer analyzed the PMPM
relationships in the encounter data by service category with and without the Health Right
data. Based on these comparisons, the following adjustments were applied to the financial
data for FY 2009 and FY 2010, 4.1% and 2.5%, respectively. The lesser adjustment for
FY 2010 reflects the transition of the former Health Right members to the other MCOs for
the last three months of the study period.

The aggregate FY 2010 financial data submitied by the MCOs are included as
Attachment C-1.

Encounter Data

To support the rate range development, Mercer summarized the District's encounter data
from August 1, 2008 through July 31, 2009 (FY 2009) and August 1, 2009 through July 31,
2010 (FY 2010) by rate cell and COS. In order to ensure the encounter data reflected all
covered services, Mercer performed high-level validation checks on the data.

Mercer compared the encounter data to the historical financial data for the same time

periods to ensure the majority costs were reflected. In fotal, the paid amounts (as reflected in
the MCO_Paid amount field) in the encounter data are lower than the reported financial data
for the corresponding time period. The final comparison, after the adjustments described in
this section were applied, indicated approximately 33% of the financial expenses are
reflected in the encounter data. The major difference is related to the subcapitation
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payments made versus the shadow encounters reported. Pharmacy data was not included
in the comparison because pharmacy encounter data is nof currently being captured.

Certain covered expenses were not captured in the encounter data due fo reporting or data
collection issues. Mercer reviewed the additional data and made adjustments to include all
services covered under the confract.

Recipient Claims Reported Qutside of Encounter Data

A small subset of claims were submitted in an Excel workbook due to provider difficulties
with the HIPAA 837 format of the encounter records. These claims included expenses for
services such as dental, transportation and vision. The supplemental file identified the
recipient associated with the encounter so Mercer added these claims to the appropriate
COS and rate cell.

Subcapitated Provider Data

Encounters for subcapitated providers are submitted with an MCO paid amount equal to
zeto. In order to assign a value to these valid encounters for rate-setting purposes, Mercer
shadow-priced the subcapitated encounters. For each-MCO and procedure code, Mercer
calculated a ratio of the MCO paid amount to the Medicaid proxy amount
(ACS_Paid_Amount) for the paid encounters with positive MCO paid amounts. For the
subcapitated encounters, this ratio is multiplied by the Medicaid proxy amount
(ACS_Paid_Amount) to assign a value to the subcapitated encounter.

Pharmacy Data

Cumrently, pharmacy data is not submitted through the encounter data collection system.
Pharmacy data is, however, collected in the financial reports submitted by the MCOs. For
this rate range development process, Mercer relied solely on the financial data for the
pharmacy rate. Therefore, there are no expenses included for pharmacy in the encounter
data exhibits.

Completion Factors

Since the encounter data has limited runout (two months), Mercer calculated completion
factors to account for incuired claims not reflected in the encounter data. Due to dating
conventions within the encounter data, Mercer relied on the financial lags as the source of
the completion factors. Mercer estimated the incurred claims for FY 2009 and FY 2010 in the



MERCER

Page 8

July 8, 2014

Ms. Lisa Truitt

Office of Managed Care

financial data and compared it to the total paid claims for services incurred during the same
period in the financial data with simitar runout. The ratio of paid claims to incurred claims in
the financial data resulted in the completion factor for the encounter data. This ratio was
calculated by major COS separately for each MCO's data. Mercer applied these completion
factors to the encounter data by COS and MCO. In total, the IBNR adjustment for FY 2009
and FY 2010 resulfed in an increase of 0.01% and 4.37%, respectively.

Net Reinsurance Costs

The MCOs have been puichasing reinsurance coverage for high-cost Inpatient claims.
Mercer reviewed the historical experience from FY 2009 and FY 2010 to determine the
average net reinsurance PMPM (premiums minus recoveries). Based on this review, Mercer
applied reinsurance adjustment factors to the Inpatient Hospital — Physical Health COS.
The adjustment for FY 2009 was 1.02% to Inpatient Hospital — Physical Health and the
adjustment for FY 2010 was 1.19%.

Encounter Data Underreporting Adjustment

After applying completion factors and the adjustments outlined above, Mercer rewewed the
monthly incurred amounts capiured in the encounter data to determine whether there were
gaps in the encounter reporting due to the exiting of Health Right as an MCO or to the switch
in the District's MMIS to OMNICAID. Mercer noticed significant differences between FY 2009
and FY 2010. The Health Right encounter data for FY 2010 was significantly fower than
previous years. There were other minor gaps in the encounter data for other MCOs, which
were assumed 1o be related to the OMNICAID implementation. To address this issue,
Mercer and the District decided to apply an encounter underreporting adjustment to the
encounter data to bring the monthly FY 2010, especially the months from December 2009 to
April 2010, costs up to levels consistent with prior months. Minor discrepancies were also
noticed for Health Right in FY 2009 and adjusted for. Specific adjustments were applied by
MCO and claim type for institutional and professional encounters.

For dental encounters, Mercer noticed the encounters for Health Right had decreased
substantially in FY 2009 and FY 2010. Mercer applied an adjustment to the dental service
costs to account for the missing data. For the last portion of the Health Right contract, dental
encounters were not captured in the data. Since the monthly incurred amounts were zero, a
Health Right-specific adjustment was not feasible. Altemnatively, this adjustment was applied
by month for August 2009 through April 2010 and applied {0 all dental encounters.
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In total, the underreporting adjustment for FY 2009 and FY 2010 resuited in an base data
increase of 0.39% and 7.24%, respectively.

The aggregate FY 2010 encounter data submitted by the MCOs is included as
Aftachment C-2.

Based on our review of the covered populations and covered services of DCHFP, the
following issues do not impact the plan reported financial or encounter data. Therefore, no
adjustments were made 1o the financial or encounter data for these issues.

Prior Periods of Coverage, Retroactive Eligibility and Enrollment Lag Periods
(AA.3.4)

The base data was summarized to reflect the coverage period for the MCOs. These other
eligibility periods were not reflected in the financial data and were excluded from the
encounter data.

Non-covered Populations (AA.2.1, AA.2.2)

DCHFP covers individuals classified as temporary aid to needy families (TANF). Therefore,
the base data is specific to the TANF population and excludes all other populations.

Non-covered Services (AA.2.4)

The DCHFP rates are based on State Plan-approved services covered under the DCHFP
contract. All other services have been excluded from the base data. For example, the MCOs
are not responsible for services delivered within the schools; therefore, these costs have
been excluded from the rate base.

Client Participation Amounts (AA.2.3, AA.3.13)

Costs associated with "spenddown” and post-eligibility_ treatment of income are not included
in the base data.

TPL (AA.3.6)
The base data does not include costs associated with TPL.
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Excluding District Payments Made Outside of the Managed Care Program (AA.3.5,
AA. 3.8 AA.3.9) ‘

The District makes payments for Graduate Medical Education (GME), Disproportionate
Share Hospifal (DSH) and Federally Qualified Health Center (FQHC) cost settlements
outside of managed care. These expenses are not reflected in the financial or encounter
data.

Copayments (AA.3.7)

The MCOs are not allowed to collect copayments from the OCHFP eligibles. Since the
MCOs cannot collect copayments, the financial and encounter data reflects the otal cost of
providing the covered services.

The District does not cover any 1915(b)(3) services in this managed care program.

Rate Category Groupings

The base data sets are split into cohoits that represent different age/gender bands, which
inherently represent different levels of risk. The following is a list of the historical 12 rate celis
for DCHFP:

* Male & Female <1 = Female 3749

» Male & Female 1-12 = Male 37-49

* Female 13-18 =  Female 50+

= Male 13-18 = Male 50+

* Female 19-36 * Infant’s Month of Birth
= Male 19-36 = Mother's Month of Birth

These cells were selected based on a review of the historical cost structures within these
age/gender bands. The separate matemity payments reflect the increased cost and financial
risk of these events. The 50+ categories were established during the last rate-setting
process to better account for the cost differentials of the population enrolling in Medicaid as
a result of the State Plan Amendment fo extend Medicaid eligibility up to 200% of the
Federal Poverty Level (FPL). Further analysis has shown that the newly eligible Medicaid
adults have incurred lower costs than the current Medicaid adults in those rate cells. This
has necessitated an adjustment to the PMPMs, which is described further below.
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Trend Development

Trend is an estimate of the change in the overall cost of providing health care benefits over a
finite period of time. A trend factor is necessary to estimate the expenses of providing health
care services in a future period. Mercer reviewed a variety of sources to develop the trend
assumpftions. These sources included, but were not limited to;

»  Health care economic indices such as Consumer Price Index for the South-Atlantic
region

Mercer's regression analysis

Trends exhibited in the financial data submitted by the MCOs

Data related to issues raised by the DCHFP MCOs

Trends in other state Medicaid programs for similar TANF poputations

Mercer developed individual trends for each COS. Mercer's target trend can be found in the
following table.

Ma]or COS Trend Assumpftlion
inpatient Hospital Services 4.0%
Physician Services 4.5%
Outpatient Hospital Services 5.0%
Pharmacy Services 6.5%
Dental 8.5%
Mental Health Services 4.5%
Other Services 4.5%
Weighted Average Trend Factor 4.9%

The overall annual trend assumption for DCHFP was 4.9%. This reflects approximately 2.5%
cost trend and 2.4% utilization trend.

Programmatic Changes/Rate Issues

Programmatic change adjustments recognize the impact of benefit or eligibility changes that
took place during or after the base year. Mercer will apply programmatic change
adjustments to incorporate factors not fully reflected in the base data. These adjustments
were mutually exclusive and made only once in the rate-sefting process. Since the changes
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were effective after August 1, 2009, the impact was not fully reflected in the base data thus
warranted consideration in the rate development.

Changes to the District’'s Medicaid Physician Fee Schedule

The District increased the Medicaid fee schedule for primary care and specialist physicians
to the Medicare schedule in effect April 2008. Based on the State Plan Amendment
submitted in February 2011, the fee schedule will be set at 80% of Medicare. Mercer
analyzed the encounter data to determine the impact of the Medicaid fee schedule changes
on the MCOs. Mercer re-priced the encounters for primary care and specialist physicians
based on the 2009 Medicare fee schedule for the District. For procedure codes not on the
Medicare fee schedule, the rates were left at the MCO rates. Since FY 2010 data reflects
payments at the 100% of Medicare level, Mercer calculated a downward adjustment of 15%
fo account for the reduction to the fee schedule.

Children’s Dental Fee Schedule Decrease

DHCF granted the MCOs flexibility to implement an alternative Dental fee schedule for
children in late 2010. As of February 2011, both MCOs had implemented an alternative fee
schedule based on regional average Dental fees. This schedule will remain in place through
September 2011 and is understood to continue assuming no significant drop in Dental
utiization. Mercer analyzed the impact of this change on the MCOs and calculated a -22%
adjustment to the Dental costs in the rates for the children’s rafe cells compared to the base
data.

Adult Dental Fee Schedule Decrease

OHCF will implement a reduction to the Medicaid fee-for-service (FFS) fee schedule for
Adult Dental services effective July 2011. Mercer analyzed the impact of this change on the
MCOs and calculated a -15% adjustment to the Dental costs in the rates for the adult rate
cells compared to the base data.

Hospital Diagnosis-related Group (DRG) Reimbursement Change

Effective April 1, 2010, the District re-based the DRG weights and rates for the hospitals in
the District. For FFS, this change was implemented in a cost-neutral manner. The MCQOs
presented information indicating this change increased the costs of their hospital contracts
based on higher utilization of Children’s National Medical Center. Based on the submitted
data and the proportion of the Inpatient claims impacted, Mercer calculated an adjustment
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for the missing DRG impact. The estimated adjustment for this change, which will be applied
in the rates, is 2.9% to Inpatient Hospital expenses in the rates.

MH Cost Increases

The MCOs have been experiencing increasing utilization for the Behavioral Health services,
especially since May 2010. Mercer calculated an adjustment to reflect the higher PMPM
expense levels from the May 2010 through December 2010 period. This resulted in an
eslimated financial impact of 25% adjustment to the Mental Health services.

Pharmacy Rebate Changes

Under PPACA, DHCF has the ability fo seek Medicaid FFS level rebates for the drugs
administered under managed care. The MCOs presented information on the impact of their
Pharmacy contracts related to the reduction in rebates available to the MCOs as a result of
this change. Based on information received from the MCOs and Mercer's experience in
other states, it is estimated that 60% of the historical rebates will no longer be available fo
the MCOs. As a result, Mercer calculated an adjustment of 2.4% to the Pharmacy expenses
in the rates.

Alliance Member Transition to DCHFP

Effective July 1, 2010, DHCF implemented a State Plan Amendment which resulted in
approximately 30,000 former Alliance members attaining Medicaid eligibility for the DCHFP
program. Based on data submitted by the MCOs, Mercer analyzed the costs for the Alliance
transfer population compared to the ‘legacy’ Medicaid population by rate cell for July 2010
through December 2010. Across the adult rate cells, the overall impact of this transfer was a
slight reduction on a PMPM basis. However, within the rate cells, especially for the adult
males, the Medicaid PMPMs generally increased. Based on the rate cell specific analysis,
the specific adjustments were applied by rate cell. This has approximately a -1% downward
impact on the rates.

The overall impact of programmatic changes on the base data is a downward adjustment of
approximately -3.2%.

Data Smootﬁing

As part of the rate development process, Mercer reviewed data from multiple years
(FY 2009 and FY 2010) of the program to arrive at the overall financial data source for rate
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setting. The goal of the blending process is to obtain a set of base data that has sufficient
credibility and reasonableness to develop actuarially sound capitation rates. Mercer has
applied credibility weighting, as appropriate, to blend data from the two FYs, focusing on the
most recent year of data.

For the financial data, Mercer put the majority of the weight (70%) on the FY 2010 data and
incorporated the FY 2009 data (30%) to smooth out fluctuation in Inpatient Hospital costs
from year to year. This enhanced the credibility of the data set and increased the stability of
the rates. This process was cost neutral per step AA.5.2 of the CMS Rate-setting Checklist.
Similarly, Mercer blended the two years of encounter data by assigning 70% credibility to the
FY 2010 data and 30% to the FY 2009 data except for the Infant’s Month of Birth rate cell,
which was entirely based on FY 2009 data due to reporting issues in FY 2010.

Finally, Mercer blended the rates based on the financial and encounter data. As mentioned
earlier, the encounter data required significant adjustments due to certain completeness
issues related to the OMNICAID implementation and the exiting of an MCO. This wairants
greater reliance on the financial data for this exercise with the expectation that future
rate-setting analyses will be based more heavily on the encounter data. Thus, Mercer has
blended the financial and encounter data by assigning 75% credibility to the financial data
and 25% to the encounter data. The Pharmacy rate component is entirely weighted on the
financial data, since encounters are not currently collected for Pharmacy services.

Managed Care Assumptions

In the development of the rate ranges, Mercer ang the District discussed areas for
improvements in managed care efficiency. As part of the rate development, Mercer
performed specific analyses related to the efficiency of Pharmacy benefit contracting and
management, the MCO management of potentially preventable admissions, and the MCO
management of low-acuity, non-emergent emergency room visits. No adjustments were
incorporated into the rate ranges for these issues although the findings will be used to inform
measures for the performance incentfive program.

Commerclal Reinsurance

To provide protection against the risk of catastrophic claims, the DCHFP MCOs may
purchase reinsurance for Inpatient Hospital claims on the commercial market. The District
recognizes this reinsurance arrangement and considers the net costs associated with
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reinsurance in the rates. One of the MCOs received a waiver of the reinsurance requirement
and Mercer made an adjustment to account for this arrangement. For more information on
the reinsurance costs, please refer to the adjustments discussed on Page 5 of this lefter.
This arrangement is allowable per subsection AA.6.0 of the CMS Rate-setting Checklist.

Incentive Arrangements

DHCF has implemented a pay-for-performance program in the DCHFP contract. The MCOs
have the opportunity to eam incentive payments by meeting various performance targets as
defined in the contract. This incentive arrangement is funded through a 2% bonus above the
contracted capitation rates. This 2% bonus payment is within the 105% limit established by
CMS related to incentive arrangements. In Mercer's actuarial opinion, this arrangement is
actuarially sound. The total expenditures in Aitachment B have been calculated without
consideration for the 2% bonus payment. This arrangement is allowable per subsection
AA.7.0 of the CMS Rate-setting Checklist.

Administration and Profit and MCO Assessment

Mercer and the District reviewed the components of the administrative allowance to evaluate
the administrative rates paid to the MCOs. The review focused on the reporting and
organizational requirements detailed in the DCHFP contract and the historical PMPM
administrative costs incurred by the MCOs. Mercer also modeled the cost structure for these
requirements to determine the administrative load necessary for an average plan in this
program. Since this contract also includes the 25,000 members currently covered under the
District's Health Care Alliance program, Mercer considered this enroliment, along with the
130,000 current DCHFP members, in assessing the administrative load. The exiting of one
of the MCOs increases the enroliment of the other MCOs. Mercer’s analysis concluded this
should provide opportunities for economies of scale for the remaining MCOs. Based on the
analysis and comparisons with other state Medicaid programs’ administrative allowances,
Mercer assumed an overall administration load of approximately 8.6% for the final premium
rates. This percentage varied between the non-maternity (10%) and the maternity (6%) rate
cells to account for the different premium levels.

In addition, Mercer included profit and margin considerations in the rate development
explicitly through a load of 2% of premium. This is an acceptable rate consideration per
AA.3.2 of the CMS Rate-setting Checklist.
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For many years, the Deparment of Insurance, Securities and Banking (DISB) in the District
has imposed an assessment on Health Management Organizations (HMOs) and Preferred
Provider Organizations (PPOs) for the privilege of operating in the District to cover insurance
department costs. This HMO/PPO assessment had traditionally been waived for Medicaid
confracting insurers. In May 2010, the commissioner of insurance extended the application
of this assessment to the Medicaid MCOs operating in the District and licensed by the DISB
as HMOs. This is a uniform, broad-based fee imposed on ail HMOs and PPOs and all lines
of business. The assessment amounts to 2.0% of premiums.

This assessment is a legitimate cost of doing business in the District for Medicaid MCOs and
reasonable to include in the consideration of actuarially sound capitation rate ranges. Since
this is a cost of doing business in the District, Mercer included consideration for this
assessment in the rate range development. The assessment is expressed as a percentage
of the gross capitation rate (e.g., premium). Mercer applied a 2.0% adjustment consistent
with the assessment that will apply to the MCOs.

In total, the overall load applied to the rates for administration, profit/contingencies and
assessments was approximately 13.5%.

Rate Ranges

Mercer developed actuarially sound rate ranges for the District to use in rate negotiations
with the MCOs. Mercer specifically priced the upper and lower bound of the rate ranges by
varying the assumptions outlined above. Mercer varied the trend assumptions and the
financial data adjustments to account for different levels of managed care efficiency and
potential risk selection. The resulting rate range was approximately +/- 6% around the
Target rate. As a result, the lower bound of the rate range represents a rate for a very
efficient MCO and the upper bound represents the least amount of efficiency the District is
willing to purchase. The final contract rates will be selected by the District in contracting with
the MCOs. The rate ranges are included as Attachment A to this letier.

Rate Development Overview

To provide additional detail on the rate development, Mercer has provided an overview of
the adjustments applied to each rate cell in Attachment D. This exhibit presents the
breakdown of the assumptions used to calculate the Target rate within the actuarially sound
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rate range. The Actual contract rates differ from the Target rates based on the District's
contracting decisions, but all rates are within the actuarially sound range.

Family Planning Portion of the Rates

At the request of the District, Mercer has analyzed the component of the rates associated
with Family Planning services so that the District may claim the enhanced federal match of
90% on these services. CMS issued a guide in June 2009 to assist States in determining
which services are allowed to be claimed at the enhanced federal match rate. Specific
details on codes used to identify Family Planning services can be found in the document
accompanying this letter.

Attachment E contains the PMPMs associated with Family Planning that will be claimed at
the enhanced match rate. Please note that these Family Planning PMPMs do not include
load for administration, profit or the MCO assessment.

Certification of Final Rate Ranges

In preparing the rate ranges shown in Attachment A, Mercer used and relied upon
enrollment, encounter claims, reimbursement level, benefit design and financial data and
information supplied by District of Columbia Department of Health Care Finance and its
vendors. The District of Columbia Department of Health Care Finance and its vendors are
responsible for the validity and completeness of this supplied data and information. We have
reviewed the data and information for internal consistency and reasonableness, but we did
not audit it. In our opinion, it is appropriate for the infended purposes. If the data and
information are incomplete or inaccurate, the values shown in this report may need to be
revised accordingly.

Mercer certifies that the August 2011 to April 2012 rate ranges in Atachment A were
developed in accordance with generally accepted actuarial practices and principles, and are
appropriate for the Medicaid covered populations and services under the managed care
contract. The undersigned actuaries are members of the American Academy of Actuaries
and meet its qualification standards to ceitify to the actuarial soundness of Medicaid
managed care capitation rates.

Rate ranges developed by Mercer are actuarial projections of future contingent events.
Actual MCO costs will differ from these projections. Mercer has developed these rate ranges
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on behalf of the District to demonstrate compliance with CMS requirements under 42 CFR
438.6(c) and accordance with applicable law and regulations. Use of these rate ranges for
any purpose beyond that stated may not be appropriate.

MCOs are advised that the use of these rate ranges may not be appropriate for their
patticular circumstance, and Mercer disclaims any responsibility for the use of these rate
ranges by MCOs for any pumpose. Mercer recommends that any MCO considering
contracting with the District should analyze its own projected medical expense,
administrative expense and any other premium needs for comparison 1o these rate ranges
before deciding whether to contract with the District.

This certification letter assumes the reader is familiar with DCHFP, Medicaid eligibility rules
and actuarial rating technigues. It is intended for the District and CMS, and should not be
relied upon by third parties. Other readers should seek the advice of actuaries or other
qualified professionals competent in the area of actuarial rate projections to understand the
technical nature of these results.

If you have any questions on any of the information provided, please feel free to call me at
812 642 8940.

Sincerely,
Q‘Mﬁ“ ¢. Wanal—

Jonathan C. Marsden, FSA, MAAA
Principal

Copy:
Wayne Turnage; Gnayswaran Nathan — DHCF
Tom Steiner; Sudha Shenoy — Mercer
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Jdonathan C. Marsden, FSA, MAAA
Principal

Govemment Human Resources Consulting
333 South 7th Stree, Suile 1600
Minneapolis, MN 55402-2427

+1612 642 8600
jonathan.marsgen@mercer.com
www.mercer.com

Ms, Lisa Truitt

Office of Managed Care

District of Columbia Department of Health Care Finance
899 North Capital Street, NE

5th Floor

Washington, DC 20002

May 1, 2012

Subject: District of Columbia Heaithy Families Program Rate Development and Actuarial
Certification for the Contract Period May 1, 2012 through April 30, 2013

Dear Lisa:

The District of Columbia (District) contracted with Mercer Government Human Services Consulting
(Mercer), as part of Mercer Health & Benefits LLC, to develop actuarially sound capitation rate
ranges covering the May 1, 2012 to April 30, 2013 District of Columbia Healthy Families Program
(OCHFP) contract period. This letter presents an overview of the methodology used in Mercer's
managed care rate development for the purpose of satisfying the requirements of the Center for
Medicare and Medicaid Services (CMS). This rate development process was based primarily on
the managed care organization (MCO) financial data supplemented by detailed encounter data;
therefore, this rate development process is characterized as a complete rebase of the capitation
rates.

The DCHFP program covers individuals who meet the eligibility requirements for the District's
Temporary Assistance for Needy Families (TANF) program, including the individuals who
transitioned into the Medicaid program from the Alliance program. The childless aduits were
added to the DCHFP program effective July 2010, for individuals up to 133% of the federal
poverty level (FPL). These adults are identified by program code 774. Collectively, this group is
referred to as the Legacy Medicaid population. Program code 775 is associated with childless
adults with incomes between 134% and 200% FPL who were enrolled in the MCOs, effective
December 2010. These adulits are funded out of the District’s Dispropartionate Share Hospital
(DSH) funding through a waiver program. Based on a review of the service utilization and cost for
this population during this rate-setting cycle, Mercer has determined that separate rate cells are
appropiiate for the adults in program code 775. These rate category groupings are described
further below.

The District has chosen contract rates within the actuanally sound rate range and reached
contract agreements with each MCQ. The DCHFP Legacy Medicaid population rates reflect a-
7.2% increase overall to the current rates. The 775 population group rates reflect a 48.8%
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increase overall to the current rates. The rate ranges and associated budget projections are
provided in Attachments A and B. Note the budget projections reflect an annual projection to allow
for comparisons to past certifications.

Rate Methodology

Overview

Capitation rate ranges for DCHFP were developed in accordance with rate-setting guidelines
established by CMS. One of the key considerations in the rate range development was the base
data. Mercer and the District discussed available data sources for rate range development. These
include Medicaid encounter data and MCOQ reported DCHFP financial data. The encounter and
financial data were weighted 25% on the encounters and 75% on the detailed financial data during
this rate-setting exercise, due to completeness issues with recent encounter data due to the
District's implementation of the OMNICAID Medicaid Management Information System (MMIS)
and the exiting of an MCO. Each data source was reviewed to ensure it matched the populations
and benefit package defined in the State Plan and contract.

To develop capitation rates, adjustments were applied o the base data consistent with the CMS
Rate-setting Checklist:

» Completion factors to account for unpaid claims at the time of the data submission (AA.3.14)

» Adjustment to reflect the underreporting of encounter data (AA.3.14)

» Trend factors to forecast the expenditures and utilization to the appropriate contract period
(AA.3.10)

» Prospective and historic program changes not reflected in the base data (AA.3.1)

» Data smoothing (AA.5.0)

+ Administration loading (AA.3.2)

In the end, Mercer developed a rate range for each individual rate cell for the District 1o use in
contracting with the MCOs for the DCHFP.

Base Data Development

The financial data received from the DCHFP MCOs was incorporated as one of the data sources
for rate range setting. This data was certified as accurate by financial representatives of each
current MCO. Financial data provides per member per month (PMPM) medical expenses by major
category of service (COS) for each of the District's current rate cells. Mercer reviewed the

. MARSH & Mcl
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MCO-reported data for accuracy and consistency of reporting. This review is discussed in more
detail in the Financial Data section below.

The District has been working with the MCOs on encounter data submission over the past few
years. Mercer reviewed the current encounter data submissions to determine the potential use for
rate range development. The encounter data provides valuable information on the average
utilization and unit cost of services covered under the contract. Encounter data is also
recommended by CMS as a source of utilization data for rate development. The DCHFP
encounter data had completeness issues during fiscal year (FY) 2010 (August 1, 2008 through
July 1, 2010), due to the OMNICAID implementation and the exiting of an MCO from the program.,
Therefore, the weighting on the encounters has been set at 25% for this rate-setting exercise.

Financial Data

Mercer validated and incorporated the FY 2010 and the FY 2011 (August 1, 2010 through

July 31, 2011) financial data as a data source in this rate range setting process. The financial data
reflects the actual medical expenses to the MCOs, including the subcapitation payments to
providers for each of the rate cells. The expenses are net of phammaceutical rebates and third
parly liability (TPL). Mercer reviewed the financial data to ensure it was appropriate to incorporate
into the rate development. Specifically, Mercer reviewed the following issues:

. Completeness and accuracy of the submitted financial reports

. Consistency between submitted financial data and annual Department of Insurance filings as
of September 30, 2011

» Assurance that pharmacy rebates were reasonable and removed from the data

+ Assurance that reinsurance premiums and recoveries were accurately reflected in the financial
data

« Assurance that submitted financial data was specific to State Plan services only

» Consistency of data among MCOs’ submissions on a rate cell basis

Adjustments were made to the financial data to reflect the complete cost of an actuarially
equivalent population for the DCHFP contract.

Incurred-but-not-Reported (IBNR) Claims Adjustments
Mercer reviewed the remaining liability associated with IBNR claims for FY 2010 and FY 2011
individually for each of the MCOs. The overall adjustments for the Legacy Medicaid population for

. MARSH & Mcl
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FY 2010 and FY 2011, using paid claims data through September 2011, were 0.32% and 3.26%,
respectively. The overall adjustment for the 775 population for December 2010 to July 2011, using
paid claims data through September 2011, was 4.07%

Redistribution of Subcapitation Payments

Since the MCOs reimburse providers using different payment amrangements, Mercer adjusted
each MCO's reported financial data, as necessary, {o reflect a uniform payment methodology.
Some MCO data needed to be adjusted for subcapitation arrangements to better allocate costs
across the various rate cells. Since many of the subcapitation arrangements do not vary the rates
by age/sex, the subcapitation expenditures were redistributed to each rate cell in a budget-neutral
fashion according to the cost distribution in the encounter data. This was a budget-neutral
adjustment.

Adjustment for Missing Health Right Financial Data

Health Right's contract with DHCF ended April 30, 2010. As such, Health Right was not in
operation when the financial data request was distributed in October 201 1. Therefore, the
FY 2010 data from Health Right was not available for the development of this Data Book. To
account for the missing Health Right data, Mercer analyzed the PMPM relationships in the
encounter data by service category with and without the Health Right data. Based on these
comparisons, an upward adjustment of 0.9% was applied to the financial data for FY 2010 to
account for the missing data. -

The aggregate FY 2011 financial data submitted by the MCOs are included as Attachment C-1.

Encounter Data

To support the rate range development, Mercer summarized the District’s encounter data from
FY 2010 and FY 2011 by rate cell and COS. In order to ensure the encounter data reflected all
covered services, Mercer performed high-level validation checks on the data.

Mercer compared the encounter data to the historical financial data for the same time periods to
ensure the majority costs were reflected. In total, the paid amounts (as reflected in the MCO_Paid
amount field) in the encounter data are iower than the reported financial data for the
corresponding time period. The final comparison, after the adjustments described in this section
were applied, indicated approximately 89% of the financial expenses are reflected in the
encounter data. The District continues to work with the MCOs to identify the reasons for the

MARSH & Mcl
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difference and work to improve encounter data reporting and collection for fufure rate-setting
analyses.

Certain covered expenses were not captured in the encounter data due to reporting or data
collection issues. Mercer reviewed the additional data and made adjustments to include all
services covered under the contract.

Recipient Claims Reported Outside of Encounter Data

A small subset of claims was submitted in an Excel workbook due to provider difficulties with the
HIPAA 837 format of the encounter records. These claims included expenses for services such as
transporitation and vision. Please note that Chartered started submitting vision claims as
encounter data starting in FY 2011. The supplemental file identified the recipient associated with
the encounter, so Mercer added these claims to the appropriate COS and rate cell.

Subcapitated Provider Data

Encounters for subcapitated providers are submitted with an MCO paid amount equal to zero. In
order to assign a value to these valid encounters for rate-sefting purposes, Mercer shadow-priced
the subcapitated encounters. For each MCO and procedure code, Mercer cailculated a ratio of the
MCO paid amount to the Medicaid proxy amount (ACS_Paid_Amount) for the paid encounters
with positive MCO paid amounts. For the subcapitated encounters, this ratio is multiplied by the
Medicaid proxy amount (ACS _Paid_Amount) to assign a value to the subcapitated encounter.

Pharmacy Data

Currently, pharmacy data is not submitted through the encounter data collection system.
Pharmacy data was, however, collected by Mercer from the MCOs to support other District
analyses. For this rate range development process, Mercer incorporated the pharmacy claims
received from the MCOs and surmmarized the data by rate cell. As this data was claims data,
Mercer incorporated an adjustment to account for historical pharmacy rebates collected outside
the claims systems based on information captured in the financial data. The agdjustment for

FY 2010 was -3.96% and the adjustment for FY 2011 was -2.03%.

Completion Factors

Since the encounter data has limited runout (two months), Mercer calculated completion factors to
account for incuired claims not reflected in the encounter data. Due to dating conventions within
the encounter data, Mercer relied on the financial lags as the source of the completion factors.
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Mercer estimated the incurred claims for FY 2010 and FY 2011 in the financial data and compared
it to the total paid claims for services incurred during the same period in the financial data with
similar runout. The ratio of paid claims to incurred claims in the financial data resulted in the
completion factor for the encounter data. This ratio was calculated by major COS separately for
each MCO's data. Mercer applied these completion factors to the encounter data by COS and
MCO. In total, the IBNR adjustment for the Legacy Medicaid population for FY 2010 and FY 2011
resulted in an increase of 0.23% and 4.60%, respectively. The overall adjustment for the 775
population for December 2010 fo July 2011 was an increase of 6.94%

Net Reinsurance Costs

The MCOs have been purchasing reinsurance coverage for high-cost Inpatient claims. Mercer
reviewed the historical experience from FY 2010 and FY 2011 to detenmine the average net
reinsurance PMPM (premiums minus recoveries). Based on this review, Mercer applied
reinsurance adjustment factors to the Inpatient Hospital — Physical Health COS. The adjustment
for FY 2010 was 0.87% to Inpatient Hospital — Physical Health and the adjustment for FY 2011
was 0.78%.

Encounter Data Underreporting Adjustment

After applying completion factors and the adjustments outlined above, Mercer reviewed the
monthly incurred amounts captured in the encounter data to determine whether there were gaps
in the encounter reporting due to the exiting of Health Right as an MCO-or to the switch in the
Oistrict's MMIS to OMNICAID. Mercer noticed significant differences between FY 2009 and

FY 2010. The Health Right encounter data for FY 2010 was significantly lower than previous
years. There were other minor gaps in the encounter data for other MCOs, which were assumed
to be related to the OMNICAID implementation. To address this issue, Mercer and the District
decided to apply an encounter underreporting adjustment to the encounter data {0 bring the
monthly FY 2010, especially the months from December 2008 to April 2010, costs up to levels
consistent with prior months. Specific adjustments were applied by MCO and claim type for
institutional, professional, and dental encounters. In total, the underreporting adjustment for

FY 2010 resulted in a base data increase of 2.78%.

The aggregate FY 2011 encounter data submitted by the MCOs is included as
Attachment C-2.
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Based on our review of the covered populations and covered seivices of DCHFP, the following
issues do not impact the plan reported financial or encounter dafa. Therefore, no adjustments
were made to the financial or encounter data for these issues.

Prior Periods of Coverage, Retroactive Eligibility and Enroflment Lag Periods (AA.3.4)
The base data was summarized to reflect the coverage period for the MCOs. These other
eligibility periods were not reflected in the financial data and were excluded from the encounter
data.

Non-covered Populations (AA.2.1, AA.2.2)
DCHFP covers individuals classified as TANF. Therefore, the base data is specific to the TANF
population and excludes all other populations.

Non-covered Services (AA.2.4)

The DCHFP rates are based on State Plan-approved services covered under the DCHFP
contract. All other services have been excluded from the base data. For example, the MCOs are
not responsible for services delivered within the schools; therefore, these costs have been
excluded from the rate base.

Client Participation Amounts (AA.2.3, AA.3.13)
Costs associated with “spenddown” and post-eligibility treatment of income are not included in the
base data.

TPL (AA.3.6)
The base data does not include costs associated with TPL,

Excluding District Payments Made Outside of the Managed Care Program (AA.3.5,
AA.3.8, AA.3.9)

The District makes payments for Graduate Medical Education (GME), DSH and Federally
Qualified Health Center (FQHC) cost seftlements outside of managed care. These expenses are
not reflected in the financial or encounter data.

MARSH & Mcl
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Copayments (AA.3.7)

The MCOs are not allowed to collect copayments from the DCHFP eligibles. Since the MCOs
cannot collect copayments, the financial and encounter data reflects the total cost of providing the
covered services.

The District does not cover any 1915(b)(3) services in this managed care program.

Rate Category Groupings

The base data sets are split into cohorts that represent different age/gender bands, which
inherently represent different levels of risk. The following is a list of the 12 rate cells for the
DCHEFP program reflecting the changes that went into effect July 1, 2010. The Medicaid adults
with program code 774 are included in the respective age/gender cells outlined below.

- Male and Female < 1 - Male and Female 1-12
« Female 13-18 « Male 1318
« Female 19-36 « Male 19-36
» Female 3748 »  Male 3749
+ Female 50+ + Male 50+
Mother's Month of Delivery « Infant's Month of Birth

These cells were selected based on a review of the historical cost structures within these
age/gender bands. The separate matemity payments reflect the increased cost and financial risk
of these events. Based on a review of the service utilization and cost for this population during this
rate-setting cycle, Mercer has determined that separate rate cells are appropriate for the adults in
program code 775 with incomes between 134% and 200% FPL. Therefore, the following six rate
cells were added specific to program code 775.

. Female 19-36 (775) - Male 19-36 (775)
« Female 37-49 (775) + Male 3749 (775)
. Female 50+ (775) - Male 50+ (775)

Trend Development

Trend is an estimate of the change in the overall cost of providing health care benefits over a finite
period of time. A trend factor is necessary to estimate the expenses of providing heaith care
services in a future period. Mercer reviewed a variety of sources to develop the trend
assumptions. These sources included, but were not limited to:
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« CMS Medicare Economic Index

« Mercer's regression analysis

« Trends exhibited in the financial data submitted by the MCOs

» Data related to issues raised by the DCHFP MCOs

- Trends in other state Medicaid programs for similar TANF populations

Mercer developed individual trends for each COS, separately for child and adult rate cells.
Mercer's target trend can be found in the following table.

Legacy Children Legacy Adult 775 Adult
Major COS Trend Assumption Trend Assumption Trend Assumption
inpatient Hospital Services 5.0% 7.0% 5.5%
Physician Services 2.0% 2.0% 2.0%
Outpatient Hospital Services 8.0% 5.0% 5.0%
Pharmacy Services 3.0% 10.0% 7.0%
Dental 6.0% 6.0% 6.0%
Mental Health Services 2.0% 9.0% 3.0%
Other Services 3.0% 3.0% 3.0%

The overall annual trend assumption at the target rate was 5.4% and 5.2% for the DCHFP Legacy
Medicaid population and the 775 population, respectively.

Programmatic Changes/Rate Issues

Programmatic change adjustments recognize the impact of benefit or eligibility changes that took
place during or after the base year. Mercer will apply programmatic change adjustments to
incorporate factors not fully reflected in the base data. These adjustments were mutually exclusive
and made only once in the rate-sefting process. Since the changes were effective after

August 1, 2009, the impact was not fully reflected in the base data thus warranted consideration in
the rate development.

Note these rate ranges do not account for the fee schedule change for primary care physicians
effective January 1, 2013 as promulgated in Section 1202 of the health reform legislation. A

. MARSH & Mcl
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separate analysis of this issue is being undertaken and a revised rate range will be submitted later
in 2012 to document the adjustment and certify o the revised rate ranges effective January 2013.

Changes to the District’'s Medicaid Physician Fee Schedule

The District has received approval of a State Plan Amendiment (SPA), effective retroactive to
February 2011, to decrease the Medicaid fee schedule for primary care and specialist physicians
to 80% (from 100% of 2009 Medicare) of the Medicare schedule indexed to the Medicare fee
schedule in effect, currently 2012. Mercer analyzed the impact of this change on the MCOs and
calculated a -2.6% adjustment to the physician costs in the rates compared to the base data.

Children’s Dental Fee Schedule Decrease

OHCF granted the MCOs flexibility to implement an alternative Dental fee schedule for children in
late 2010. As of February 2011, both MCOs had implemented an altemative fee schedule based
on regional average Dental fees. This schedule will remain in place through September 2011 and
is understood to continue assuming no significant drop in Dental utilization. Mercer analyzed the
impact of this change on the MCOs and calculated a -5% adjustment to the Dental costs in the
rates for the children’s rate cells compared to the base data.

Adult Dental Fee Schedule Decrease

DHCF will implement a reduction to the Medicaid fee-for-service (FFS) fee schedule for Adult
Dental services effective July 2011. Mercer analyzed the impact of this change on the MCOs and
calculated a -14% adjustment to the Dental costs in the rates for the adulit rate cells compared to
the base data.

Hospital Diagnosis-related Group (DRG) Reimbursement Change

Based on a recently approved SPA, retroactive to April 1, 2010, the District re-based the DRG
weights and rates for the hospitals. For FFS, this change was implemented in a cost neutral
manner. The MCOs presented information indicating this change increased the costs of their
hospital contracts based on higher utilization of Children’s National Medical Center. Mercer
analyzed the impact of this change on the MCOs and calculated a 3% adjustment to the Inpatient
Hospital — Physical Health costs in the rates compared fo the base data.

Pharmacy Rebate Changes ‘
Under the Patient Protection and Affordable Care Act, DHCF has the ability to seek Medicaid FFS
level rebates for the drugs administered under managed care. The MCOs presented information
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on the impact of their pharmacy contracts related to the reduction in rebates available to the
MCOs as a result of this change. Based on information received from the MCOs and Mercer's
experience in other states, it is estimated that 0% of the historical rebates will no longer be
available to the MCOs. As a result, Mercer calculated an adjustment of 1.2% {o the pharmacy
expenses in the rates.

The overall impact of programmatic changes on the base data at the target rate was 0.0% and
0.3% for the DCHFP Legacy Medicaid population and the 775 population, respectively.

Data Smoothing

As part of the rate development process, Mercer reviewed data from multiple years (FY 2010 and
FY 2011) of the program to arrive at the overall financial data source for rate setting. The goal of
the blending process is to obtain a set of base data that has sufficient credibility and
reasonableness to develop actuarially sound capitation rates. Mercer has applied credibility
weighting, as appropriate, to blend data from the two FY's, focusing on the most recent year of
data.

For the financial data, Mercer put the majority of the weight (70%-85%, depending on rate cell) on
the FY 2011 data and incomporated the FY 2010 data (15%-30%) to smooth out fluctuation in
Inpatient Hospital costs from year to year. This enhanced the credibility of the data set and
increased the stability of the rates. This process was cost neutral per step AA.5.2 of the CMS
Rate-setting Checklist. Similarly, Mercer blended the two years of encounter data using the same
credibllity weightings.

Finally, Mercer blended the rates based on the financial and encounter data. As mentioned earlier,
the encounter data required significant adjustments due to certain completeness issues related to
the OMNICAID implementation and the exiting of an MCO. This warrants greater refiance on the
financial data for this exercise with the expectation that future rate-setting analyses will be based
more heavily on the encounter data. Thus, Mercer has blended the financial and encounter data
by assigning 75% credibility to the financial data and 25% to the encounter data, with the
exception of the Infant's Month of Birth rate cell, which was entirely based on financial data.
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Managed Care Assumptions

In the development of the rate ranges, Mercer and the District discussed areas for improvements
in managed care efficiency. No adjustments were incorporated into the rate ranges for additional
managed care efficiencies in the development of the target rates.

Commercial Reinsurance

To provide protection against the risk of catastrophic claims, the DCHFP MCOs may purchase
reinsurance for Inpatient Hospital claims on the commercial market. The District recognizes this
reinsurance arrangement and considers the net costs associated with reinsurance in the rates.
One of the MCOs received a waiver of the reinsurance requirement, and Mercer made an
adjustment to account for this arrangement. For more information on the reinsurance costs,
please refer to the adjustments discussed on Page 6 of this letter. This arangement is allowable
per subsection AA.6.0 of the CMS Rate-setting Checklist.

Administration and Profit and MCO Assessment

Mercer and the District reviewed the components of the administrative allowance to evaluate the
administrative rates paid to the MCOs. The review focused on the reporting and organizational
requirements detailed in the DCHFP contract and the historical PMPM administrative costs
incurred by the MCOs. Mercer also modeled the cost structure for these requirements to
determine the administrative load necessary for an average plan in this program. Mercer
considered total program enrolment consisting of the 140,000 current DCHFP members as well as
the 25,000 Alliance members, in assessing the administrative load. Based on the analysis and
comparisons with other state Medicaid programs’ administrative allowances, Mercer assumed an
overall administration load of approximately 9.7% for the final premium rates. This percentage
varied between the Non-maternity (10%) and the Maternity (6%) rate cells to account for the
different premium levels.

In addition, Mercer included profit and margin considerations in the rate development explicitly
through a load of 2% of premium. This is an acceptable rate consideration per AA.3.2 of the CMS
Rate-setting Checklist.

For many years, the Department of Insurance, Securities and Banking (DISB) in the District has

imposed an assessment on Health Management Organizations (HMOs) and Preferred Provider

Organizations (PPOs) for the privilege of operating in the District, to cover insurance department
costs. This HMO/PPO assessment had traditionally been waived for Medicaid contracting
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insurers. In May 2010, the commissioner of insurance extended the application of this assessment
to the Medicaid MCOs operating in the District and licensed by the DISB as HMOs. This is a
uniform, broad-based fee imposed on all HMOs and PPOs and all fines of business. The
assessment amounts to 2.0% of premiums.

This assessment is a legitimate cost of doing business in the District for Medicaid MCOs and
reasonable to include in the consideration of actuarially sound capitation rate ranges. Since this is
a cost of doing business in the District, Mercer included consideration for this assessment in the
rate range development. The assessment is €xpressed as a percentage of the gross capitation
rate (e.g., premium). Mercer applied a 2.0% adjustment consistent with the assessment that will
apply to the MCOs.

In total, the overall load applied to the rates for administration, profit/contingencies and
assessments was approximately 13.4%.

Rate Ranges

Mercer developed actuarially sound rate ranges for the District to use in rate negotiations with the
MCOs. Mercer specifically priced the upper and lower bound of the rate ranges by varying the
assumptions outlined above. Mercer varied the trend assumptions and the financial data
adjustments to account for different levels of managed care efficiency and potential risk selection.
As a result, the lower bound of the rate range represents a rate for a very efficient MCO and the
upper bound represents the least amount of efficiency the District is willing to purchase.

The overall rate range for the Legacy rates ranged from $305.26 at the lower bound to $334.38 at
the upper bound, or approximately 10% wide. Compared to the current rates, the lower bound
reflects a 7.0% rate increase, whereas the upper bound reflects a 17.2% rate increase. The
overall rate range for the 775 rales ranged from $609.05 at the lower bound to $657.13 at the
upper bound, or approximately 8% wide. Compared to the current Legacy rates, the lower bound
reflects a 37.6% increase, whereas the upper bound reflects a 48.5% increase. The final contract
rates selected by the District are within these rate ranges. The rate ranges are included as
Attachment A to this letter.

Rate Development Overview
To provide additional detail on the rate development, Mercer has provided an overview of the
adjustments applied to each rate cell in Attachments D-1 and D-2. These exhibits presents the
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breakdown of the assumptions used to calculate the Target rates within the actuarially sound rate
ranges. The actual contract rates differ from the target rates based on the District's contracting
decisions, but all rates are within the actuarially sound range.

Family Planning Portion of the Rates

At the request of the District, Mercer has analyzed the component of the rates associated with
Family Planning services so that the District may claim the enhanced federal match of 90% on
these services. CMS issued a guide in June 2008 to assist States in determining which services
are allowed to be claimed at the enhanced federal match rate. Specific details on codes used to
identify Family Planning services can be found in the document accompanying this letter.

Attachment E contains the PMPMs associated with Family Planning that will be claimed at the
enhanced match rate. Please note that these Family Planning PMPMs do not include load for
administration, profit or the MCO assessment.

Certification of Final Rate Ranges

In preparing the rate ranges shown in Attachment A, Mercer used and relied upon enrollment,
encounter claims, reimbursement level, benefit design and financial data and information supplied
by the District's Department of Health Care Finance (DHCF) and its vendors. DHCF and its
vendors are responsible for the validity and completeness of this supplied data and information.
Mercer has reviewed the data and information for intemal consistency and reasonableness, but
did not audit it. In our opinion, it is appropriate for the intended purposes. If the data and
information are incomplete or inaccurate, the values shown in this report may need to be revised
accordingly.

Mercer cedifies that the May 2012 to April 2013 rate ranges in Attachment A were developed in
accordance with generally accepted actuarial practices and principles, and are appropriate for the
Medicaid covered populations and services under the managed care contract. The undersigned
actuary is a member of the American Academy of Actuaries and meets its qualification standards
to certify to the actuarial soundness of Medicaid managed care capitation rates.

Rate ranges developed by Mercer are actuarial projections of future contingent events. Actual
MCO costs will differ irom these projections. Mercer has developed these rate ranges on behalf of
the District to demonstrate compliance with CMS reqguirements under 42 CFR 438.6(c) and
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accordance with applicable law and regulations. Use of these rate ranges for any purpose beyond
that stated may not be appropriate.

MCOs are advised that the use of these rate ranges may not be appropriate for their particular
circumstance and Mercer disclaims any responsibility for the use of these rate ranges by MCOs
for any purpose. Mercer recommends that any MCO considering contracting with the District
should analyze its own projected medical expense, administrative expense and any other
premium needs for comparison to these rate ranges before deciding whether to contract with the
District.

This certification letter assumes the reader is familiar with DCRFP, Medicaid eligibility rules and
actuarial rating technigues. It is intended for the District and CMS, and should not be relied upon
by third parties. Other readers should seek the advice of actuaries or other qualified professionals
competent in the area of actuarial rate projections to understand the technical nature of these
resuits.

if you have any questions on any of the information provided, please feel free to call me at 612
842 8940.

Sincerely,

gwﬁm ¢ Hanak—

Jonathan C. Marsden, FSA, MAAA
Principal

Copy:
Wayne Turnage; Gnayswaran Nathan — DHCF
Tom Steiner; Chris Vaughn-Uding, Amy Bui — Mercer
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Attachment A — DCHFP Rate Summary

Capitation Rates

Effective May 1, 2012 to April 30, 2013

Legacy Medicaid Population

$366.07

< 1 Year_Male and Female §327 88 $327.89

1-12 Years, Male and Female $162.87 $162.87 $180 17
13 - 18 Years. Female $212.87 $212 87 $234.27
13 - 18 Years, Male $179.81 $179 91 $108.14
19 - 36 Years, Female $282 34 $282.34 $308.14
19 - 36 Years, Male $194.02 $194.02 $213.87
37 - 48 Years, Female $500.30 $500.30 $544.84
37 - 48 Years, Male $374.98 $374.98 $412.58

50+ Years, Female $667.31 $667.31 $728.78

50+ Years, Male $539.18 $539.18 $592.61

Infant Month of Birth $3,821.79 $3,821.79 $4,083.18
Mother's Month of Delivery $8.788.28 $8,788.28 $9,416.53
Total Legacy Medicaid $306.04 $306.04 $335.21

Overall Rate Increase 7.2%

775 Population

18 - 36 Years, Female (775) S288.77 $313 17 $313 17
19 - 36 Years, Male (775) $254.20 $317.06 3317 06

37 - 49 Years, Female (775) $4581 16 $528.94 $528 94

37 - 49 Years, Male (775) $615.82 $663.88 $663.88

50+ Years, Female (775) $855.47 $923.00 $923.00

50+ Years. Male (775) $804.17 $867 86 $867 86

Total 775 Population $610.52 $658.68 $658.68

Overall Rate Increase 48.8%
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DC Chartered Health Plan
Retrospectlve Premium Clalm
"Pharmacy Claim for Medicaid Subgroups 774 & 775"

Upgated: Rate Cohort: - .
LA All Medicaid Rate Cohorts Combined
Period 1 Period 2 Period 3
Data Sources:
8/1/10 - 7/31/11 8/1/11 - 12/31/11 1/1/12 -4/30/12
Legacy Subgroup Mzmter Months: 919,051 384,610 311,014 Sumniaton of 10 altach s warksharts
{all bue 774 & 775): POAPM S Gross $ PMPM § Gross § PMPM § Grogs $
#FS Costs' N/A N/A $170.87 $65,719,540 | $170.81 $53,123,544 | suar=ation of W0 acschad v, .
Pharmacy Costs, N/A N/A $27.81 $10,695,019 $3052 59,490,992 | sumaateon of 10 atiached workshets
Subotal Cosls: N/A N/A $198.68 $76,414,559 | $201.32 562,614,536
Gross C20 Revenue: | $6217.15 $199,573,324 | $221.95 885,364,186 | $222.13 $69,085,612 | summanon of 10 sttached wosksheets
Sub o Member Months: 212,576 97,109 80,349 < mnnation of 10 artacned weikshiety
usBroup 774: PMPM $ Gross$ PROM Gross $ PMPM $ Gross
FFSCosts:|  N/A N/A $294.85 $28,632,783 | $314.76 §25,290,844 | summation of 10 e\tazned worksheely
Pharmacy Cosis; N/A N/A 585.06 68,260,574 $93.33 $7,408,836 | summation of 10 a1l2chad workshests
Subotal Costs' N/A N/A $379.92 $36,893,357 | $408.69 $32,789,680
Gross Cap Revenue 538890 582.671.699 537947 536,349,692 537998 $30/530,727 Summatian of 10 aitzched workshevis
Mumtcr Months, 12,923 8,529 2,473 tion of 10 altached
Subproup 775:
PMPM S Gross 5 PMPM § Gress $ PMPM $ Grows §
fFsCoss, | N/A N/A $354.67 $3,025,017 | $431.22 63,222,521 | summation of 10 attachod wockshzets
Pharmacy Codts* N/A N/A $185.28 $1,580,259 | $167.00 $1,247,999 | summation of 10 attached wockshee s
Subotal Costs: N/A N/A $539.95 $4,605,276 | $598.22 $4,470,520
Grogs Cap Ravenun: $4 63.83 $5,994,084 54 63.61 53,9 54, 135 | $467.36 $3,49 2, 590 | summadion of 10 zttsizhed worksheuts
Medlcald Sum Member Months: 1,144,550 490,248 398,836 summathon from data abovs
(Grand Totat Of All PMPM § Gross $ PMPM $ Gross $ OMPM § Gross &
3 sUbngUPS): FFS Costs: N/A N/A S198 63 $97,377,340 5204.6% 581,635.909 Summatzon from data above
Pharmacy Costs: N/A N/A $41.85 520,535,852 S45.73 513,237,827 Summaticn from data sbova
Subotal Costs; N/A N/A $240.52 $117,913,182 | $250.42 $99,874,736
Capltavad PCP Costs: N/A N/A $56.87 $3,268,698 56.70 62,672,342 | “Cap Pmts PCP 11.1¢,12 CA# WITH PHYSICIAN .. "
Other Czohated Casty: | NJA N/A §5.93 $2,906,153 $5.77 $2,302,165 | "Caoltation Rates 11.15. 12 Ldgal NON PCP PMPM"
Less: Relnsurance Recoverles: N/A N/A ($0.83) ($2408,335)] ($1.07) (5425,193)| “geinsurance premiums and recoveries .. . "
Ocnwal Costs: | N/A N/A $16.27 §7,576,335 | $16.27 S A8, 062 e ey | Pt
Mental Health Costs: | N/A N/A $6.97 $3,417,029 [ $6.97 $2,779,887 [ PAmI e AR R NI Fioel Acacn
1ut period taken (roa 2nnual "CCHFP Final Reporls
Totzl Costs: | $256.33 $293,382,780 | $275.52 $135,073,072 | $285.06 $113,682,999 |Yemptate® reports filed 12,05.12; 264 & 3vd perlogs are
wommlgna ot data above
Gross Cap Revenue: | $251.84 $288,239,107 | $257.36 $126,168,013 | $258.52 $103,108,930 | ssmmavion from data above
Birth {Xick) Revenue $27.53 $31,507,188 $29.85 514,632,520 $27.82 $11,094,806 | “sirth Recelpes 7,110 - 13,31.11 Eogel 11,15.12"
Youal Reveaue: | $279.36 $319,746,295 | $287.20 5140,800,533 | $286.34 $114,203,736
¢ Net Adjusted Reverus: PENPFIFNS Aol AAR AAA fnae 94 C441 N3D 2cC4 eIAT AT <00 oNnn AL
Mcedical Component Gain (Loss) 1>14.5U) 1910,402,480)] 1920.0U] |913,153,04y) I (514,792,563
Grossed Up Gain {Loss) (516.63) {$19,032,896)| ($30.95) {$15,172,391)) {$42.83) {$17,081,482) {$51,287,369)

* = Per Mercer, revenue s assumed to include a Ioad factor of 13.4% to cover G&A, premium taxes & profit

Printed; 1/18/2012 1'15 PM Page 1 of 11 (Summatlon} Fllg: Phzy Claim Through 04 30 12 Updated 12 11 12,xlsx



DC Chartered Health Plan
Retrospective Premium Clalm
"Pharmacy Claim for Medicaid Subgroups 774 & 775"

l;;ff;/efz Rate Cohort: Male B Female < 1 Year of Age
Period 1 Period 2 Period 3
8/1/10-7/31/11 8/1/11-12/31/11 1/1/12 - 4/30/12 Data Sources:
Lagacy Subgroup Member Monihs: 41,353 17,767 14,050 "Phoy Cfakm 111612 Boug OCMC MEO-Swg . .~
(al but 774 & 775): PMPM $ Gross S PMPM 5 Geoss S BMPM S Gross s
#FS Costs! N/A N/A 5587.03 $10,430,824 | $429.14 $6,046,593 |“Pery Ol 1 25 *2 Doug DOME M¥D-5ueg . -,
Pharmaey Costs.|  NJA N/A S17.61 5312,884 | $26.87 5378,612 |*hcy Clalm 11,12 12 Doug NIMC R eost . .
Subota) Casts: N/A N/A $604.70 510,743,708 | $456.01 $6,425,205
Gross Cap Revenue:| $305.43 $12,630,447 | $298.32 85,300,251 | $298.32 64,203,329 [“promluin Cay 2tior 3ates 101042, .. °
Subgroup 774: Member Moaths 0 4 3
PMPM § Gross § PMPM S Gross § PMPM § Gross §
FFS Costs N/A N/A $0.C0 S0 $0.00 SO [Phey C aim 215,22 Dovy, 1DMZ MED-Sury
Pharmacy Costs, N/A N/A $0.00 s0| 518.67 SS6 |“chrv Clavm 111232 Do..g BIMC X eost .. "
Subotal Costs: N/A N/A $0.00 S0 §18.67 556
Gross Cap Revonur: | $305.43 S0 | $298.32 §1,193 | $288.32 $89S | “Prermium Capieation Races 20 2012 .., "
Subgroup 775: Member Months: 0 0 0
PMPM § Geoss § Pap4 § Gross § PMOM S Grass $
FFS Costs N/A N/A $0.00 SO 50.00 SO |“Fhey ¢ an 11 16 12 Dow; BEMC MED-5Lrk
Pharmacy Conts' N/A N/A $0.00 30 $0.00 SO |"Fney Clavm 11 12 12 Daug LEMC M cos . ©
Subotal Costs:|  NJA N/A $0.00 50 $0.00 SO
Gross Cep Ruvenue: | $305.43 50| $298.32 S0 | $298.32 SO | P aenluin Capitation Rate
. |
Rate Cohort Member Months: 41,353 17,771 14,093
Grand Totals: PMPM $ Gross $ PIMOM S Grow $ PMPM Gross §
FFS Costs: N/A N/A $586.96 $10,430,824 | $429.05 $6,046,593
Pnarmzcy Costs: N/A N/A $17.61 $312,884 $26.87 $378,668
subctal Costs: | N/A N/A $604.56 $10,743,708 | $455.92 $6,425,261
Gross Cap Reveave | $305.43 $12,630,447 | S298.32 $5,301,445 | $298.32 $4,204,224

Printed: 1/18/2013 1:15 PM Page 201 11 (M&F <1) Flie: Phcy Qaim Theguph 04 30 12 Ugdzted 12 11 12.x05%



DC Chartered Health Plan
Retrospective Premlum Claim

"Pharmacy Claim for Medicaid Subgroups 774 & 775"

Updated: Rate Cohort:
12/11/12
Legacy Subgroup Mermeor Montns:

(all but 774 B 775):

FFS Costs:
Pharmacy Costs’
Subotal Costs:
Gross Cep Revenuer

Member Months:
Subgrovp 774:

FFS Costs:
Phzrmacy Casts:
Sobatal Costs:

Gross Cap Revenue:

Membet Months:
Subgroup 775:

FFS Costs:
Phaemacy Cona:
Subotal Costs:

Gross Cap flevenus:

Rate Cohort
Grand Totals:

Memder Months:

FFS Costs:
Pharmacy Costs:

Subatal Costs:

391,671 165,507 133,865
PMPM § Gross S PMPM § Gross$ PIMPM & Grgss §
N/A N/A $94.66 515,666,157 596.44 $12,910,251
N/A N/A 515.14 $2,505,985 | 518.17 $2,432,070
N/A N/A $109.80 $18,172,142 | 5114.61 $15,342,321
5135.43 $53,044,004 | $145.17 $24,026,651 | $145.17 519,433,182
0 0 0
PMPM § Gross § PMPIM $ Gross § PMPM S Gross $
N/A N/A $0.00 $0 $0.00 S0
N/A N/A $0.00 S0 50.00 50
N/A N/A $0.00 50 $0.00 S0
$135.43 50| S145.17 50| 5145.i7 50
0 0 0
PMPM § Gross 5 PMPM § Gross ¢ PMPM § Gross $
N/A N/A $0.C0 50 50.00 $0
N/A N/A $0.00 S0 50.0 $0
N/A N/A $0.00 S0 $0.C0 S0
$135.43 S0 | $145.17 50 | $145.17 S0
|
391,671 165,507 133,865
PMPM S Gross $ PMPM $ Gross S PMPM S Gross 5
N/A N/A $94.66 $15,666,157 | $96.44 $12,910,251
N/A N/A $15.14 $2,505,985 $18.07 $2,432,070
N/A N/A $109.80 $18,172,142 | $114.61 615,342,321
$135.43 $53,044,004 | $145.17 $24,026,651 | $145.17 $19,433,182

Gross Cap Revanue:

Prnnted: 1/18/2012 1'15 PM

Male & Female 1-12

Period 1

Period 2

Period 3

8/1/10 - 7/31/11

8/1/11-12/31/11

1/1/12 - 4/30/12

Data Sources:

“Phey C(um 11.16.12 Doug CCMC MEDN = 11

“Phey Claim 11,1612 Coug OCMC M:D Sure ..
“(hey Claim 11.12,12 Couz DCMC RX ¢pst .. *

“Promluen Capilahioe Axtes 101012 .. .7

"Iy Clim ££16.12 Ooup NTMIE ML sLrg - L
“Phiy Czim 11,12,32 Doug CIME RX cost .. "

"Pramlum Capialion fates 1030.92..,~

“Phey Claim 11 16,12 Coux OCMC MED-Surg ., ™
“Phey Tlam 11.12.12 Coug OCMC RX cost. ..~

“Prcalym Capation Rztes (000 12 .7

Pagu 3 of 11 (M&F 1 - 12)

Fll2; Phcy Tleimn Theough 04 20 12 Updated 12 11 42.x1sx



DC Chartered Health Pizn
Retrospective Premium Claim

"Pharmacy Clalm for Medlcaid Subgroups 774 & 775"

Updated: Rate Cohort:
12/11/12
Legacy Subgroup Mumber Morths:
{a)l but 774 & 775):
£FS Costs?

Pharmacy Costs:
Subotal Costs:

Gross Cap Revenue:

Member Months.
Subgraup 774:

FFS Costs:
FPharmacy Costs:
Subota| Costs

Gross Cap Revenue:

Member Months:
Subgroup 775:

FFS Costs:
Pharmacy Costs:
Suhatal Costs.

Gross Cap Revenue:

flate Cohort
Grand Totals:

MemEer Months:

F£S Costs.
vhaemacy Costs:

SLoo Costs:

Female 13- 18

Period 1

Period 2

Period 3

B/1/10-7/31/11

8/1/11 12/31/11

1/1/12 - 4/30/12

Data Sources:

l

83,328 34,148 27,562 “Phey Claum 11.16.12 Doug LEME MED-Swrg ...~
PMPM S Gross S PRAPM S Gross § PMPM § Gross 3
N/A N/A 5137.84 54,365,342 | $137.78 §3,727,451 |*Phey Clrio 11,46 12 Suug DCMC M D ey "
N/A N/A $14.39 $491,543 | $13.62 $375,372 [Phey Caaim 11 12 22 Doug DOME RX cost. .-
N/A N/A 514223 54,856,885 | 515L.40 $4,172,823
§165.58 $13,797,450 | $180.21 56,153,801 | $180.21 54,966,948 |"trersiun Capiaron faies 101012 ., "
20 10 6
PMPM $ Gross$ PMPM S Gross PMPM § Gross S
N/A N/A §47.80 5478 | S541.83 $251 |'en Ooug DO VIC MED-Swrz. "
N/A N/A 5186.30 61,863 $0.00 SO |Whey € w1142.02 0oug DEME RX cust. ™
N/A N/A $234.10 $2,3a1| $4183 §251
$165.58 $3,312 | s180.21 51,802 | $180.21 $3,0B1 |"Premium €1 v tise Rates 103042 .., 7
[4 0 0
PMPM S Gross § PMPM S Gros< $ PMPM § Gross §
N/A N/A 50.00 $0 $0.00 SO |'rhey Zla m 14 16.12 Doug 077 VIED-Surg ..~
N/A N/A 50.00 E) 50.00 SO |“Phey Clams 11 12.12 Do 22MC RX coxt . .
N/A N/A $0.00 30 $0.00 S0
$165.58 S0 | 5180.21 S0 | $180.21 S0 [*Premivm Capitation Rares 103042, "
. |
83,348 34,158 27,568
PMPM § Gross § PMPM § Gross $ PMPM § Gross S
N/A N/A $3127.81 $4,365,820 | $137.76 $3,797,702
N/A N/A $14.44 $493,406 $13.62 $375,372
N/A N/A $142.26 $4,859,226 | $151.37 54,173,074
$165.58 $13,800,762 | $180.21 $6,155,613 | $180.21 $4,968,029

Gross Cap Reveauo:

Printed- 1/18/2043 1:45 PM

Page 4 of 11 {F 13- 18)

File Phzy Claim Yhrough 04 30 12 Updated 12 £1 12.xdsx



DC Chartered Health Plan

Retrospective Premium Claim
"Pharmacy Claim for Medicaid Subgroups 774 & 775"

Updated:
12/11/12

Legacy Subgroup
(il but 774 & 775):

Subgroup 774:

Subgroup 775;

Rate Cohort
Grang Totals:

Rate Cohort:

Member Months:

FFS Costs:
Pharmagy Costs:
Subetal Costs:
@ross Cap Revenue:

Member Months:

FFS Costs:
Pharmacy Costs:
Subotal Costs:

Gross Cap Revenue:

Member Months.

FFs Costs:
Pharmacy Costs:
Subotal Casts:
Gross Cap Revenue:

Member Montis:

F&S Costs.
Pharmacy Costs
Subotal Costs:

Male 13 - 18
Period 1 Perlod ? | Period 3
8/1/10-7/31/11 | 8/1/11-12/31, 1 1/1/12-4/30/12 Data Sources: |
73,232 29,391 23,935 “Phey Claim 11L.16.12 Oong DCMC MED-Sueg ... *
PMPM $ Gross § PMPM § Grass$ PMPM § Gross ¢
N/A N/A $92.18 $2,755432| 581.57 61,952,406 |*Phey Clalm 11.16.12 Doug BCME MEO-Sufs .., ™
N/A N/A $14.13 $422,228 | S34.75 $353,027 |~Phoy Claim 11 12 17 Doug DCME RX cox
N/A N/A $106.31 $3,177,660| $596.32 $2,305,433
$146.87 610,755,584 | $154.78 54,626,529 $154.78 $3,704,659 [*rremium Cagitation Rates 10 10 12. .. "
22 14 12
PMPM $ Geoss & PIMPM $ G055 S PMPM § Gross $§
N/A N/A $785.71 511,000 | $367.42 $4,409 [*Phey Claim 1115 12 Doug DEME MEO-Surs ...~
N/A N/A $29.93 5419 | $56.58 §679 |"Phey Olzim 11 12,12 Doug DEMC X cas (..~
N/A N/A $815.66 $11,019 | $424.00 $5,088
$146.87 $3,231 | $154.78 $2,167 | $154.78 51,857 |"Premium capitstion Rates 10.40.12. .
0 0 0
PMPM S Gross S PMPM S Gross § PMPM S Gross S
N/A N/A $0.00 50 $0.00 $0 |"Phey Claim 12.16,12 Poug DIMC MED- v
N/A N/A $0.00 $O $0.00 $0 [|"Phey Claim 11.12.12 Dovg BCME RX cost .
N/A N/A $0.00 S0|  $0.00 $0
$146.87 S0 | $154.78 S0 | 6154.78 50 [*premlium Caitztion Rates 10.10.42.. ~
... |
73,254 29,908 23,947
PMPM S Gross $ PMEM $ Gross $ PMPM S Gross $
NJA N/A $92.51 42,766,432 | $81.71 $1,956,815
N/A N/A $14.13 $422,647 | S14.77 $353,706
N/A N/A $106.64 53,189,079 | $96.48 $2.310,521
5146.87 $10,758,815 | $154.78 $4.628,696 | 5154.78 43,706,517

Gross Cap Revenue:!

Printed; 1/58/2013 1:15 PM

dage 5of 11{M 13- 18)

File: Pncy Claim Through 04 30 12 Updated 12 1112 xlsx



DC Chartered Health Plan
Retrospective Premium Claim
"Pharmacy Claim for Medicaid Subgroups 774 & 775"

Py Rate Cohort: Female 19 - 36
Period 1 Period 2 Period 3
8/1/10 - 7/31/11 8/1/11-12/31/11 1/1/12-4/30/12 Data Sources:
Legacy Subgroup Memter Manths: 182,389 76,872 62,233 “Phey Clawm 11,186,112 Baug DEMC MED-Surg. .~
(2!l but 774 & 775): PMPM § Gross & PMPM $ €ross § PMPM § Gross 5
FrSCosts:|  N/A N/A $252.92 $19,442,620 | $261.57 $16,278,447 |[Phey Claim 111612 Soup DEME MiD-turg- *
Pharmacy Costs: | N/A N/A $31.33 §2,408,493 | $32.07 51,996,114 [“Phey € ann 12,12,12 Soug OCMC RX cost. -
Subotal Costs. N/A N/A $284.25 $21,851,113 | $293.65 518,274,561
Gross Cap Revenus: | 5281.04 $51,258,605 | $266.27 $20,468.707 | $266.27 $16,570,784 |*Pramium Cagnatica Ravs 1115 15
Momber Months. 28,641 13,419 11,387
Subgroup 774:
PMPM § Gross $ PMPM S Gross § PMPM S Gross §
FFscosts.|  NJA N/A $203.74 $2,734,009 | $165.36 §1,883,005 |"eheyC 01116 32 Doug DIMC MEDSUIR.. ™
Pharmacy Costs: N/A N/A $41.42 $555,772 $44.44 $506,023 ["Pheye  n11.32 12 Ooug DIMT itk ces?
Subotal Costs: N/A N/A $245.16 $3,289,781 | $209.80 $2,389,028
Gross Cap Revenue: | $281.04 68,049,267 | $266.27 $3,573,077 | $266.27 $3,032,016 [*Promium Captialion Rates 101012, .. "
Subgroup 775: tember Months: 1,614 1,015 291
PMPM S Geoss § PiIPM § Gross ¢ PMPM & Gross S
FFS Casts: | N/A N/A 6126.31 §128,205 | $207.22 $184,633 [“Plicy Chrlan 113612 Doug GEMC M3D 51i, ..~
Pharmacy Costs: NJA N/A $25.35 $25,729| $29.71 $26,469 |*#hey Oaim 11 32,12 Doup OCMC X vt
SubstalCosts: | N/A N/A 5151.66 $153,934 | $236.93 $211,102
Gross Cac Revenue: | $281.04 $453,599 | 5266.27 $270.264 | $266.27 $237,247 |"Bven win Casltabir Rates© 31672, "
|
Rate Cohort Member Months: 212,644 91,306 74,511
Grand Totals: PMPM $ Grass § PMPM § Ceoss 3 PMPM § Grass §
FFS Costs: N/A N/A $244.29 $22,304,834 | $246.22 $18,346,085
Phacmzcy Costs: N/A N/A $32.75 $2,989,994 | $33.94 $2,528,606
subotal Costs: | N/A N/A $277.03 $25,294,828 | $280.16 520,874,691
Geoss Cap Revenue: | $281.04 $59,761,470 | $266.27 524,312,049 | $266.27 519,840,044

Printed: 1/18/2013 1:15 PM Page 6 of 11 {F 13- 35) Rile. Phey Claim Through 04 30 12 Ucdaess 12 11 12 xlsx



DC Chartered Health Plan

Retrospective Premium Clalm
"Pharmacy Claim for Medicaid Subgroups 774 & 775"

Updatea:
12/11/12

Legacy Subgroup
(all but 774 & 775):

Svubgroup 774:

Subgroup 775:

Rate Cohort
Grand Totals:

39,419 16,477 13,536
PMPM S Gross PMPM § Gross $ PMPM § Gross$
N/A N/A 567.36 $1,109,873 | $140.68 $1,804,221
N/A N/A $17.35 $285,834| $21.35 $288,949
nN/a N/A $84.71 $1,395,707 | $162.03 $2,183,240
§161.38 $6,361,438 | $170.47 $2,808,834 | 5170.47 $2,307,482
51,546 23,618 19,300
PMPM S Gress $ PMPM S Gross $ PMPM $ Gross S
N/A N/A $147.47 53,482,940 | $133.92 62,575,032
N/A N/A 543,18 51,019,794 | 547.81 5922,763
N/A N/A $190.65 $4,502,734 | 5181.23 $3,487,795
$§161.38 $8,318,493 | 5170.47 $4,026,160 | $170.47 $3,290,071
1,545 857 878
PMPM 3 Grou s PRPM S Gros 5 PMPM § Gross$
N/A N/A $624.39 $597,540 | $53.88 $47,311
N/A N/A 5171,98 $164,581 | 5183.65 5161,243
N/A N/A $796.36 $762,121 | §237.53 $208,554
$161.38 $249,332 | $170.47 $163,140 | $170.47 $149,673
- |
92,510 41,052 33,714
PMPM S Gross § PMPM § Grois § BMPM $ Geoss
N/A N/A $126.43 $5,190,353 | $134.27 $4,526,634
N/A N/A $35.81 $1,470,209 | $40.72 51,372,955
N/A N/A $162.25 $6,660,562 | $174.99 $5,899,589
$161.38 $14,929,264 | $170.47 $6,998,134 | $170.47 $5,747,226

Rate Cohort:

Membzr Months.

£7S Costst
Phearmacy Costs:
Subotal Costs:
Grass Capg Revener:

Mumber Morths

FF5 Costs!
Pharmacy Costs:
Subolel Costs:

Gross Cap Revenve

Member Morths:

€5 Costs:
Pharmacy Zcsts:
Su=otal Coxts

Gross Cap Revenue:

Member Months:

FE3 Cosuy:
Pharmacy Cosls
Subotal Costs:
Gross Cap Revenus:

Printed: 1/18/2013 1.15 PM

Male 19- 356

Period 1

Period 2

Period 3

8/1/10-7/31/11

8/1/11-12/31/11

1/1/12 - 4/30/12

Data Sources:

]

Pape 7 of 11 (M 19 - 36)

“phey Claon 11 16.1.2 Coug OCMC MED-Surg ..~

“Phicy Chalm 11 16 12 Doug DEMC MED-Surg .,
“Phuy Clalm 11.12.12 Doug DIME RX cost.. . ©

“Premlum Capitation Rates 101042,

“Phey Clarm 11,16 12 Doug DEME MEQ-Surg . ..
“Phey Claim 11.12.12 Ooug DCMC RX cost ... "

“Premium Capitatbon Ratles 101012 ., .7

“Phoy Clatm 11,16.32 Couz OCME MED-Surg ...
“Phew Claim 11,412,012 Doug OCMC RX vost -, - ©

“Premium Capitation Rate< 10.10.12..,."

File Phey Claim Through 04 30 £2 Updated 12 1€ 12 xsx



DC Chartered Heslth Plan
Retrospectlve Premium Claim
“Pharmacy Claim for MedIcaid Subgroups 774 & 775"

oy Rate Cohort: Female 37 - 49
Period 1 Period 2 Period 3
8/1/10-7/31/11 8/1/11-12/31/11 1/1/12 - 4/30/12 Data Sources:
Legacy Subgroup Member Months, 67,630 27,478 22,141 “Plity Clabm 12 16.12 Doug CZMC MED .ry
(all but 774 & 715): PMPM S Gross § PP S Gross § PMPM § Gross §
£FS Costs: N/A N/A 5§269.27 67,399,010 | 6275.74 $6,305,107 |"Phey Chim 13 16.12 Boug CCME MED-Sur
Pharmzey Costs: N/A N/A $91.76 $2,521,316 | $%0.77 $2,009,701 |"#hzy Claim 11,12.12 Doug OCMC Rx cost -
Suboal Costs: | N/A N/A $361.03 $9,920,326 | 5366.51 $8,114,808
Gross Cap Revenue: | $436.77 §25,538,755 | $477.94 533,132,835 | 5477.94 §10,582,070 |"ereamium Cagitatlon Reres 10 1012, °
Membee Morths. 20,649 9,495 7,697
Subgcoup 774:
PMPM S Gross § PMPM S Gross § PMPM & Gross $
FFS Conts: N/A N/A $424.96 $4,035,007 | $394.11 $3,033,454 |"Phey Claim 11 16 12 Doug DEME MED Surg .-,
Pharrmacy Costs: N/A N/A $118.75 $1,127,563 | $121.81 $837,600 [~licy Claam 11 12 12 Doug BEMC RX cost . *
Subgotal Costs: N/A N/A $543.71 $5,162,570 | 5515.52 $3,971,054
Gross Cap Revenue:| $436.77 $9,018,864 | $477.94 $4,538,040 | $477.94 53,678,704 |“rresium Capnation Rates 10.1052 .. *
Member Monhs 3,934 1,114 942
Subgroup 775:
PMPM ¢ Gross $ PMPM Gross § PMPM § Gross §
FFS Casts: N/A N/A $301.40 $335,763 | 5302.62 $285,072 |"Phoy Chalu 11.16.12 Doug OCME MED-30rz .
Phacmacy Costs, N/A N/A $152.91 5170,338 | $142.91 $134,625 |*Phey Claln 31.12.12 Doug DCMC RX cost. ., *
Subotal Costs: | NJA N/A $454.31 5506,101 | 5445.54 $419,697
Gross Cap Revenue: | $436.77 $844,713 | 5477.94 $532,425 | $477.94 $450,219 |*Prmilon Capltaticn Rates 101012 .. "
|
Rate Cohort Member Months: 90,213 38,087 30,780
Grang Totals: PRMPM Gross $ PMPM S Gross § PMPMG § Gross §
FFSCosts. |  N/A N/A $305.02 $11,769,780 | $3C6.16 69,423,633
Pharmacy Costs: N/A N/A $100.28 $3,819,217 | $100.13 $3,081,926
SuboralCosis: | N/A N/A $409.30 $15,588,997 | $406.29 512,505,559
Grow Cap Revenve: | $436.77 539,402,332 | $477.94 518,203,301 | $477.94 $14,710,993

Prinled: 1/18/2013 1:15 PM Page 8 of 11 (F 37 . 49) File: Phey Qaim Through 04 30 12 Uadated 12 11 12 vlsx



DC Chartered Health Plan
Retrospective Premium Claim
"Pharmacy Claim for Medicaid Subgroups 774 & 775"

Updated: Rate Cohort:
R Male 37 - 49
Period 1 Period 2 Period 3
8/1/10-7/31/11 8/1/11-12/31/11 1/1/12 - 4/30/12 Data Sources:
Legacy Subgroup Member Months: 12,373 5.214 4,359 “fil:zy & A'm 1< 16 12 Doug BCMC MEO-Srg . .. *
(all but 774 & 775): PMPM $ Gross $ PPN S Gress $ PMPM § Gross $
FFS Costs: N/A N/A $153.26 $799,121 | S167.64 §729,383 |“phay Clavn 1116 12 Doug OCMCE MEO-Surg. .. "
Pharmacy Costs: | N/A N/A $62.95 $328,217 | $68.81 $299,402 [*Phey Clam 1112.12 Douy DCME RX cost ..~
Subatal Costs. N/A N/A §216.2) $1,127,338 | $236.45 $1,028,78S
Gross Cap Revence | $281.44 $3,482,257 | $295.31 $1,539,746 | 5295831 $1,284,894 |remium Capitatton Rates 10.10.12 ...~
Member Months: 40,433 17,232 14,189
Subgroup 774:
PMPM § Gross $ PMPM § Grou $ PMPM § Gross $
£FS Costs: N/A N/A $277.97 $A,789,961 | 5273.89 53,386,178 [*Phey Claim 1L.16.12 Boug DCPAC MED-Swig. ..~
Pharmacy Costs: | NJA N/A $87.6% 61,511,006 | $103.09 61,462,724 | "My Clatm 11 12.12 Coug DOMC RX vost ., . "
Subotal Couts: | N/A N/A $365.66 $6,300,967 | 5376.98 $5.348,902,
Gross Cap Revenue: | $281.44 611,379,464 | $295.31 $5,088,782 | $295.3% 4,190,154 ["Peamiom Capitancn Raes 10,1012 ..
Member Momhs: 1,919 1,178 935
Subgroup 775:
FMPM S Gross $ PMPM § Gross $ PMPM S Gross $
FPsCosts.|  N/A N/A $254.90 6300.272 | $561.18 $524,707 |*Phoy Clam 1116.12 Doy OCME MED-Surg ...
Pnarmacy Costs N/A N/A 5211.05 $248,615 | $212.76 $198,933 |*Phoy Clalar 31,4212 Caug DOMC RX vost. ..~
SubotalCosts. |  N/A N/A $465.95 5548,887 | 5773.95 $723,640
Gross Czo Revenue: | $281.44 $540,083 | $295.31 $347,875 | 5295.31 $276,115 |*pramium Capitaticn Rztes 101012 ... "
|
Rate Cohort Member Months: 54,725 23,624 19,475
Grand Totails: PMPM S Gross $ PMPM $ Gross ¢ PMPM § Gross 3
FRsCosts: | NJA N/A $249.30 $5,889,354 | $263.94 $5,140,268
Pnarmacy Costs: N/A N/A $88.38 $2,087,338 | 5100.70 51,961,059
Subota)Costs: | NJA N/A $337.67 $7.977,192 | $364.64 $7,101,327
Grogs Cap Revonue: | $281.44 $15,401,804 | $295.31 $6,976,403 | $235.3) $5,751,362

Pamed: 1/18/2013 1,15 PM Page 9 of 11 (M 37 - 49) File' Phey Clale Yhrough 04 30 12 Ugdated 12 11 12.xlsx



DC Chartered Health Plan
Retrospective Premium Claim
"Pharmacy Claim for Medicaid Subgroups 774 & 775"

ll);)/dflliig Rate Cohort: Female 50+
Period 1 Period 2 Period 3
8/1/10-7/31/11 | 8/1/11-12/31/11 | 1/1/12-4/30/12 Data Sources:
Legacy Subgrovp tMembe( Months: 19,992 8,043 6,623 “they CLin) 11,16,12 Coug DCMC MED-Suip ...~
(a3l but 774 & 775} PMPM S Gross § PMPM $ Gross § PMPAM § Gross §
FFS Costs: N/A N/A $354.68 52,852,657 | $375.39 $2,486,188 |Phey Claim 11,1612 Doug DEMC MED-Surg .., *
Pharmacy Costs: N/A N/A $134.25 $1,079,782 | S161.36 51,068,678 | "Phov Caim 11.12,12 Duug DCMC BX cost... "
Subotal Costs: N/A N/A $483.93 $3,932,439 | $536.75 $3,554,866
Gross Cap Revenuc: | $709.09 $14,176,127 | 5716.84 45,765,544 | $716.84 $4,747,631 |"Promium Capication Rates 102012 .. *
Subgroup 774: Mcrmber Months: 32,055 15,334 12,743
PMPM S Geots s PMPM S Gross$ PMPM S Gross S
£FS Cosrg: N/A N/A 5432.86 $6,637,545 | §531.37 $6,771,219 |"#hey Claim 11 16,42 Boug OCMC MEO-Surg . ~
Pharmacy Costs N/A N/A $125.10 $1,979,641 | $131.17 51,671,563 |*Phey Qtm 1512 12 Doug OCMC RY cosr- .~
Subotal Costs: N/A N/A $561.97 $8,617,186 | $662.54 $8,442,782
Gross Cap Revenus- | 5709.09 522,729,880 | $716.34 $10,992,025 | $716.84 $9,134,632 |“Premivm Capitation Rates 10.10.12 ..~
Memker Months 3,499 2,507 2,292
Subgroup 775:
PPN S Groas $ PNPM S Gross $ PMPt4 $ Gross $
FFS Costs: N/A N/A $387.94 $972,556 | $510.24 51,169,480 |Phep Clzim 11,1642 Qoug DEME MED-Surg .
Pharmacy Costa: N/A N/A §222.52 $557,846 | 5202.81 $464,842 [ Phoy Clawm 11.32.12 Doug L2ME RX cost.. ™
Subotal Costs: N/A N/A $610.45 $1,530,402 | $713.05 $1,634,322
Gross Cap Revenue: | $703.08 62,481,106 | $716.84 51,797,118 | $716.84 $1,642,997 |“Presnlum Capitation Ratzs 10,5012,
- |
Rate Cohort Member Months: 55,546 25,384 21,658
Grand Totals: PMPM § Geoss $ PPN § Gross § PMPM § Gross §
FFS Costy N/A N/A $404.22 510,462,758 | 5481.43 $10,426,887
Pnarmacy Costs' N/A N/A $138.75 83,617,269 | $147.99 $3,205,033
Suibotal Costs: N/A N/A $543.97 514,080,027 | $629.42 $13,631,970
Gross Cap Revenuz.| $709.08 $39,387,113 | $716.84 $18,554,687 | $716.84 315,525,321

Printed: 1/18/2013 1,13 °M Pagr 10 of 1) {F 50+) File Phzcy Clalm Through 04 30 12 Updated 12 i) 12.x1sx



DC Chartered Health Plan
Retrospective Premium Claim

"Pharmacy Claim for Medicald Subgroups 774 & 775"

Updated: Rate Cohort!
12/11/12
Legacy Subpgrovp Member Months:

(all but 774 & 775):

FFS Costs:
Pharmacy Costs:
Suboual Costs:

Gross Cap Reveaue:

Member Months:
Subgroup 774:

FFS Costs:
Phzraacy Costs:
Suboral Costs:

Gross Cap Revenue:

Member Months:
Subgrgup 775:

£FS Costs:
Pharmacy Costs:
Subatal Costs:
Gross Cap Revenue:

Rate Cohort
Grand Totals:

Member Months.

FFS Costs:
Pharmacy Costs:
Subotal Costs:

7,664 3,213 2,678
PMPM § Gross § PMPM S Gross $ PMPM $ Gross $
N/A N/A $273.65 $898,504 | $341.09 $913,427
N/A N/A $105.43 5338,737 | $107.94 $289,067
N/A N/A $385.07 $1,237,241 | S449.03 $1,202,494
$590.90 $4,528,658 | $479.70 $1,541,276 | $479.70 $1,284,637
39,210 17,583 15,012
PPN § Gross § PNMPM § Gross § PMPM S Grass §
N/A N/A $386.02 56,941,843 | $475.44 $7,137,296
N/A N/A $114.80 $2,064,516 | 5133.06 $1,997,428
N/A N/A $500.83 59,006,359 | $608.49 $9,134,724
$590.90 $23,169,189 | $479.70 58,626,445 | $479.70 §7,201,256
2,412 1,758 1,535
PMPM§ Gross 4 PMPM S Gross $ PMPM § Gross$
N/A N/A 5392.88 $690,681 | $658.84 $1,001,318
N/A N/A $235.01 $413,150 | $170.61 $261,887
N/A N/A 5627.89 $1,103,831 | $829.45 $1,273,205
$590.90 $1,425,251 | $479.70 $843,313 | $479.70 $736,340
. |
49,286 22,954 19,225
PMPM S Gross S PMPM 3 Gross S PMPM S Gross S
N/A N/A $371.66 $8,531,028 | S471.37 $9,062,041
N/A N/A $122.70 52,816,103 | $132.56 62,548,382
N/A N/A 5494.36 $11,347,431 | $603.92 $311,610,923
5550.90 $29,123,097 | $479.70 $11,011,034 | $479.70 $9,222,233

Gross Cap Revenue:

Printed: 1/18/2013 1:15 PM

Male 50+

Period 1

Period 2

Period 3

8/1/10-7/31/11

8/1/11 - 12/31/11

1/1/12 - 4/30/12

Data Sources:

Page 11 of 11 (M 5+

*Phey Claim 33-16 12 Oovg DEMC MED-Surg ... *

“Phey Qlaim £1 16,12 Doug CSMC MED-Surg ..~

“fhey Clabm 11.12 12 Douj, COMCRX cost.. ™

S

“Premium Capltation Rates 10.40 12 .

“Phty Claim 11 18 12 Daug DUMC MED-Surg ...~

"Phey Claim 31 12 12 Dowp DCMT KX cost . . =

“Premlum Cap:ation Rates 10 1012, "

"Phey Claim 111612 Doug OCMC MED-Surg
“Phey Clalm 11 12,12 Dowg DCMC RX cost ,, *

“Premium Capiation Rates 10.10.12.. .

File: Phey Claien Through C4 30 12 Updated 12 11 12.xdsx



