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Ms. Storant and Ms. Fleming:

Please accept this document as Milliman's request to identify the information described
herein (‘Proprietary Information™) as proprietary information and to protect such
Proprietary Information from disclosure pursuant to Nebraska's public records statute.
The Proprietary Information contained in Milliman’s response to RFP 5868 Z1 ("RFP”)
falls into three general categories: (1) description of Milliman's DRIVE™ tool; (2)
Miliman’s organizational structure and internat risk mitigation processes, and (3) the
roadmap pursuant to which Milliman will provide services if Milliman is awarded the RFP.
If released, the Proprietary Information would give Milliman's competitors an advantage
and such disclosure serves no public purpose.

This copy of our proposal has all proprietary information redacted with non-proprietary
information clearly visible. Our intent was to provide the State with a copy that can easily
be uploaded to the State’'s website or shared with a requestor.

The named competitors that would benefit from the proprietary information include:

Mercer Government Solutions
Aon Consulting

Deloitte

Optumas

Wakely Consuliting

+ Navigant Consulting
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(1) DRIVE™

Milliman has developed a proprietary application, the Dashboard for Research, Insight,
and Validation of Experience (DRIVE™), which is an internet based tool that summarizes
and compares health plan encounter data with health plan financial reports. DRIVE™ is
a value add to Milliman’s clients and Milliman’s use of DRIVE™ differentiates Milliman
from its competitors as Milliman’s competitors have not yet replicated an application that
provides the same information as DRIVE™. For this reason, it is crucial to Milliman to
prevent DRIVE™ from being generally known to its competitors. If DRIVE™ does become
generally known to Milliman’s competitors such knowledge could cause substantial harm
to Milliman’s business in that competitors could develop similar tools thus minimizing the
value that DRIVE™ provides. The references to DRIVE have been blacked out in the
redacted version of our proposal, and, as such, Milliman requests that you find such
material to qualify as proprietary information under Nebraska Revised Statute 84-
712.05(3), thus making such material exempt from disclosure under Nebraska's public
records statute.

{2) Organizational structure and internal risk mitigation processes

Miliman's ability to distinguish itseif from its competitors through its organizational
structure and internal risk mitigation processes are also Proprietary Information.
Milliman’s internal processes are designed to provide the highest quality of service to its
client, and its robust staffing of credentialed actuaries give Milliman a competitive
advantage. The discussion in the proposal of the signature authority process is
particularly sensitive as Milliman developed the process to attain signature authority to
create best in class quality control standards, which is instrumental to Milliman’s
reputation of a premier global consulting and actuarial firm. It is this reputation that allows
Milliman to attract and retain consultants with the highest credentials, allowing Milliman
to provide the highest quality of services to its clients. If the foregoing Proprietary
Information is known by Milliman’s competitors, Milliman could sustain substantial harm
to its business. For example, it is likely that competitors would use this information to
enhance their internal quality control processes, and/or target Milliman's actuaries to add
depth to their teams, which would negatively impact Milliman competitively. The
references to and descriptions of Milliman’s organizational structure and risk mitigation
processes have been blacked out in this redacted copy of our proposal, and, as such,
Miliman requests that you find such material to qualify as proprietary information under
Nebraska Revised Statute 84-712.05(3), thus making such material exempt from
disclosure under Nebraska's public records statute.
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(3) Specific Process Roadmap

Another way in which Milliman is able to distinguish itself from its competitors is through
the thorough processes and procedures which are essentially a roadmap of its delivery
of services if it is awarded the work outlined in the RFP. While all proposers must include
a service description in their proposals, Milliman's is unique in the level of detail and
comprehensiveness in addressing client requirements. It is clear that competitors have
identified the superior quality of Milliman’s proposals as competitors have incorporated
portions of Milliman's proposals into their own. Milliman suffers a severe competitive
disadvantage when its competitors are able to leverage its work for their gain. Milliman’s
detailed roadmap on service delivery has been blacked out in this redacted version of our
proposal, and, as such, Miliman requests that you find such material to qualify as
proprietary information under Nebraska Revised Statute 84-712.05(3), thus making such
material exempt from disclosure under Nebraska’s public records statute.

To Milliman’s knowledge, none of the Proprietary Information is customarily disciosed to
the public. Milliman goes to great lengths to protect the secrecy of such information from
public disclosure and generally restricts its clients from doing the same. The economic
value arising from the secrecy of this information is paramount to Milliman’s continued
ability to financial stability.

Furthermore, the disclosure of the Proprietary Information serves no public purpose, and
the public will not be disadvantaged by not have access to the Proprietary Information.

For the reasons set forth above, Milliman requests that the Proprietary Information not be
released under Nebraska’s public records statute.

LR A X J

If you have any questions regarding the attached materials or need additional clarification,
please contact me directly at (317) 524-3512.

Kobert M. bamler, FSA, MAAA
Principal and Consulting Actuary

RMD/sks
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We also acknowledge receipt and review of the followina RFP documents and Addenda as posted
on the DAS website at

1.3 - Revised zofEw
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Again, we appreciate your acceptance of this proposal. Please contact me at 317-524-3512, if
you have any questions or need any additional information.

MUUSIL IV, LADTHIST, T 28, IVIAEGE

Principal and Consulting Actuary

RMD/sks
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Request for Proposal Number 5868 Z1

Form A should be completed and submitted with each response to this RFP. This is intended to provide the State with
information cn the bidder's name and address, and the specific person(s) who are responsible for preparation of the

bidders response.

Preparation of Response Contact Information

Bidder Name:

Milliman. Inc

Bidder Address:

10 W. Market Street, Suite 1600
Indianapolis, IN 46204

Contact Person & Title:

Robert M. Damler, FSA, MAAA
Principal & Consulting Actuary

E-mail Address:

Telephone Nurnber {Office):

317-524-3512

Telephone Number (Cellular):

317-201-8300

Fax Number:

317-639-1001

Each bidder should alsc designate a specific contact person who will be responsible for responding to the State if any
clarifications of the bidder's response should become necessary. This will also be the person who the State contacts
to set up a presentation/demaonstration, if required.

Communication with the State Contact Information

Bidder Name: Milliman, Inc
10 W. Market Street, Suite 1600
Bidder Address: Indianapolis, IN 46204

Contact Person & Title:

Robert M. Damler, FSA, MAAA
Principal & Consulting Actuary

E-mail Address:

Telephone Number {Office):

317-524-3512

Telephone Numkber {Cellular):

317-201-8300

Fax Number:

317-639-1001

Medicaid Managed Care Actuariai and Cansulting Services
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A, PROJECT QVERVIEW
This is a Request for Proposal (RFP} to engage the services of an Actuarial and Consulting
Services firm to provide methods for and caiculation of capitation rates for Medicaid Managed Care
initiatives and ofher services that may be necessary to be provided by an acfuary. These methods
must be actuarially sound, acceptable fo the Cemnters for Medicare and Medicaid Services (CMS)
and readily replicated.

B. PROJECT ENVIRONMENT
The State of Nebraska, Department of Health and Human Services ("Department”) by virtue of
Nebraska Title 42 of the Code of Federal Regulation (CFR), Part 438 Managed Care; Title 471,
Nebraska Administrative Code (NAC) "Nebraska Medical Assistance Program Services”; and Title
482, Nebraska Administrative Code “Nebraska Medicaid Managed Care”, is authorized to provide
Medicaid Managed Care Services.

Nebraska is currenily using, or may use, the following systems to deliver managed care services:

1. MANAGED CARE ORGANIZATION (MCO)
Risk-comprehensive contracts are fully-capitated and require that the contractor be an
MCO or Health insuring Organization (HIO). Comprehensive means that the contractor is
at risk for services in the Basics Benefits package in compliance as set forth in the contract
terms.

2. PREPAID INPATIENT HEALTH PLAN (PIHP)
Provides services fo enmlflees on the basis of capitation payments and is responsible fo
provide, arrange for or otherwise provide inpatient hospital services to its enmliees

3. PROGRAM FOR ALL-INCLUSIVE CARE FOR THE ELDERLY
Provides comprehensive coordinated long term services and supports specifically to
Medicaid and Medicare enroflees.

4, LONG-TERM CARE MANAGED CARE (Optional)
The Department is developing the Long-Term Care Managed Care program that wifl
provide long term services and supporis in the home/community setting or nursing facility
to Nebraska Medicaid enroliees. The Long-Term Care managed care initiative is expected
to manage physical and Behavioral health services, as well as long-term cara services,
required by the client. Dental services may be excluded from the Managed Long-Term
Care capifated rate.

Managed popuilations will include persons who receive nursing facitity services, Aged &
Disabled Medicaid waiver services under 1915 (c) of the Social Security Act Traumatlic
Brain injury Medicaid waiver services under 1915 (c) of the Social Security Acl, and home
and community-based services under the Nebraska Medicaid State Plan. Populations
served under this program will not inciude persons who receive intermediate care facility
for developmental disabilities (ICF/DD) services and developmental disability services
refated to the 1915 {¢) Medicaid waiver services.

Current 1915 (¢} waivers expected to be included in Managed Long-Term Care (identified
as # 187 and # 46198} mav he found at:

Medicaid Managed Care Actuarial and Consulting Services July 11 20138
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Tho Mahracka Maedinairl Stato Plan mav ha fonnd at

Mehraska Merticairl mailafinns mav he found at:

it is expected that some long-term care managed care recipients will be dually eligible for

Medicare and Medicaid.

However, Nebraska is not proposing to CMS a sfate

demonstration to integrate care for dual eligible individuals at this fime. It is expected that
some long-term care managed care recipients will be covered by a third party health
insurance pian in addition to Medicaid. it is expected that long-ferm care managed care
recipients will represent all age categories.

The above expectations and populations for long-term care management are subject to

change prior to implementation. It is possible that other additional populiations or programs

may be added before the end of the contract ferm.
Nebraska Medicaid currently provides heaith care coverage for approximately 239,087 individuals
each month. Approximately 226,835 of these individuals are enrolfed in physical managed care.

SCOPE OF WORK (SOW)

Each SOW Project itemized in this Section is presented with the minimum requirements to be
performed. The bidder s to provide enough detail in narrative form in its response fto alfow the
Evaluation Commitlee to score the bidder's approach to each requirement.

Bidders are fo provide the following information on each service proposed if it applies:

a,
b.
c.

~ 7@~

Process, staffing, and timeframe

Methodology for performing the service;

Prior experience performing this service for other states or companies of similar
size and Medicaid Managed Care enrofiment numbers fo the State of Nebraska.
This includes:

Successes achieved, in regards to prior experiences listed above;

Description of challenges present with rate-setting and how bidder addresses
each challenge,

Number of years performing the service,

Any requirements to be provided by the Department;

An estimated fimeline for completion of services;

Ail costs proposed must be inclusive of alf out-of-pocket and any miscellangous
expenses, and

All analysis, findings and/or recommendations are to be in line with current
statutory/actuary as it applies to each SOW defined below.

Medicaid Managed Care Actuarial and Consulling Services
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This propasal is being presented by the Indianapolis office of Miliman where the majority of the services
will be completed. To the extent that the project requires the expertise or assistance of other offices,
Milliman will utilize consultants in one of our offices. The address for the Indianapolis office is as follows:

Miilliman, Inc.

Market Tower

10 W. Market Street
Suite 1600
Indianapolis, IN 45204

The following identifies the contractual relationships between Milliman and the State of Nebraska during
the past ten (10] years.

Milliman was retained by the Nebraska Department of Health and Human Services, Division of Medicaid
and Long-Term Care to pravide consulting services related to the financial review of the Patient
Protection and Affordable Care Act and amended by the Health Care and Education Reconciliation Act
{Affordable Care Act) as they relate to the provisions impacting the State of Nebraska's Medicaid
program and budget. Milliman also provided consulting service assistance to the Nebraska Department
of Health and Human Services to determine appropriate Modified Adjusted Gross Income (MAGI} levels
of income for the new eligibility criteria required under the Affordable Care Act.

Effective 1/1/2015 through 12/31/2015 (Contract #59436{04));
Effective 1/24/2014 through 12/31/2014 (Contract #59436(04)});
Effective 12/1/2012 through 12/31/2013 {Contract #54750(04)};
Effective 5/1/2012 through 7/1/2012 (Contract #54750(04}); and
Effective 7/1/2010 through 9/30/2010 (Contract #44730(04)).

Milliman provided the University of Nebraska's Finance Department with actuarial services regarding
their Property, General Liability, and Auto exposures.

Effective 1/1/2007 through 12/31/2018 (contract # not specified).

Milliman was retained by the Nebraska Department of Health and Human Services, Division of Medicaid
and Long-Term Care to develop state-wide full risk capitation rates for managed mentai health and
substance abuse healthcare services, including actuarial certification, data book development and
assistance with bidder questions and answers.

Medicaid Managed Care Actuarial and Consuiting Services
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Effective 12/1/2011 through 4/30/2013 (contract # not specified).

Milliman was retained by the Nebraska Department of Health and Human Services, Division of Medicaid
and Long-Term Care to develop capitation rates for its PACE program.

Effective 9/1/2012 through 12/31/2012 {contract # not specified); and
Effective 7/1/2010 through 12/31/2010 {contract # not specified).

Milliman was retained by the Nebraska Department of Health and Human Services, Division of Medicaid
and Long-Term Care to perform a fee schedule analysis of its program’s DME services.

Effective 7/14/2011 through 9/30/2011 (contract # not specifieqd).

None of the parties named in Milliman's proposal have been employed by the State of Nebraska within the
past twelve (12) months.

As of the date of this proposal submission, Milliman does not employ any employee of any agency of the
State of Nebraska.

The Indianapolis Miliiman Medicaid Consulting Group has not had any contract terminated for default,
convenience, non-performance, non-allocation of funds or any other reason within the past ten (10) years.

VG IGLUYILD UIGL WOpALaL ] IO Qb L LI 1 O FOILL T QI QAT Rdl L W G DT L D e

environment with managed care plans. We also realize that actuarial consulting services are not a
commaodity, both from the state choosing a vendor and the services a vendor provides to a state.

Wedicad Managed Care Actuarial and Consulting Services
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Furthermore, Milliman performs a significant amount of research for state Medicaid agencies in the form of
publicly available white papers, research reports and issue briefs, web-based seminars, and on-site
conference training. Our research is often the impetus for state Medicaid agencies 1o take action specific
to their own managed care programs. To our knowledge, no other actuarial consulting firm provides this
level of research and Internet- based conferences to their clients. The following examples were prepared
for Milliman's state Medicaid agency clients:

Medicaid Managed Care — Summary of Financial Results and Administrative Expenditures:
This report, which Milliman has published annually for the past 10 years, summarizes financial
and administrative expenditures on a state-by-state basis, regionally, and nationally and is
quoted regularly in national publications, and most recently in the Medicaid managed care
federal regulations as it relates to the medical loss ratio requirements.

How Changing Opigid Prascribing Pafterns Can impact Risk Scores: This research paper
focuses on how physician prescribing patterns can impact risk scores due to the opioid crisis,
using risk adjustment tools, such as the Chronic lliness and Disability Payment System and
Medicaid Rx (CDPS+Rx).

Medicaid Managed Care Regulstion Web-Based Conference Series; During the several
months following the release of the Medicaid managed care regulations in 2016, Milliman
actuarial consultants held a series of conferences via the internet. The conference series
coincided with a series of research papers focusing on various aspects of the managed care
regulation, including medical loss ratio, pass-through or supplemental payments, capitation
rate setting, and encounter data requirements.

Medicaid 101 Actuarial Rate Selting: At the request of one our state clients, we prepared an
afternoon session discussing actuarial capitation rate setting. The session was presented to
more than 30 individuals within the state Medicaid agency that have contact to the Medicaid
managed care program.

In summary, Milliman's actuarial expertise, data and information, research, IT solutions, and consulting
services will provide the State of Nebraska with the right solution required for the services outlined in this
RFP. The following provides information regarding three specific projects that are similar to projects
anticipated for the State of Nebraska.

Project Description: Calendar Year 2018 Managed Care Request for Proposal and Capitation
Rate Setting.

Contractual Relationship: Milliman was the direct or primary contractor to the State of lllinois.

Medicaid Managed Care Actuarial and Consulting Services July 11, 2018
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Project Time Period: February 2017 through December 2017

Scheduled Completion Date and Budget: There were two scheduled completion dates with
the RFP project. The first completion date was March 30, 2017 to have a published data book
for capitation rate bidding by the health plans. The second completion date was November 1,
2017 (extended to November 15, 2017). For the State of lllinois, we did not establish budgets
by project. We billed on an hourly basis for all work.

Actual Completion Date and Budget: The first actual completion date was March 29, 2017.
The second actual completion date was November 15, 2017. The second completion date was
extended by the State of lllinois due to additional data being submitted by the health plans.
The overall billed charges for both projects was $1,474,000.

Milliman’s Responsibilities: We have been working with the State of lllinois to establish
actuarially sound capitation rates and waiver support since 1998. In calendar year 2017, the
State of llincis issued an RFP for Medicaid managed care health plans. The State of lllincis
moved from limited geographic regions to state-wide Medicaid managed care. The RFP
required that the health plans provide a state-wide bid with some limited exceptions for health
plans o bid in the Chicago region only. The result of the competitive procurement was
contracting with seven health plans, which would provide managed care coverage for nearly 3
million Medicaid beneficiaries. Milliman was responsible for the development of the initial data
book, which provided capitation rate ranges for the health plans to submit a competitive
financial bid. The initial data book was published in early calendar year 2017 to facilitate the
competitive bidding and selection of awarded health plans. The initial data book relied upon
data from calendar year 2015 with limited emerging data into 2016.

Following the award of the contract to the selected health plans, Milliman was responsible for
updating the capitation rate ranges using the most current calendar year 2016 and emerging
2017 health plan experience. Milliman developed the capitation rate certifications which were
submitted to CMS for review and approval. We also presented the updated capitation rate
ranges to the health plans. We participated in one-on-one meetings with each individual health
plan to understand their emerging experience, which was utilized in the final capitation rates.

In addition to working with the State of lllinois, we provided subject matter expertise to a third
party contractor that was responsible for overseeing the managed care health plan RFP for the
state.

The Medicaid managed care RFP included all Medicaid eligible populations including:
Low Income Family or Non-disabled Children and Adults;
ACA Expansion Population;
Necn-dual Disabled Adults, including those institutionalized or on HCBS waiver;
Managed Long-term Services and Supports; and
Medicaid and Medicare Alignment Initiative.

Risk Adjusted Rate Setting Techniques: Risk adjustment was required in the capitation rate
setting process due to the following factors:

Enroliment System Changes: In calendar year 2017, immediately following completion
of the RFP process, the State of lllinois implemented a new enrollment system. The
enroliment system distributed members from certain eligibility categories (e.g., low-
income family) to other eligibility categories (e.g., disabled) that were not consistent

Medicaid Managed Care Actuarial and Consulting Services July 11, 2018
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MILLIMAN TECHNICAL PROPOSAL

with the historical data used to establish the capitation rates. We are using risk
adjustment to study the changes in the underlying morbidity of the populations pre-
and post-shift due to the enrolliment implementation.

« Enrollment Backlog: The State of Illincis identified a backlog for new enrollment
applications. We used risk adjustment technigues to understand how the backlog may
have impacted the underlying morbidity of the residually enrolled population.

= New Heaith Plans: Beginning with January 1, 2018, all Medicaid beneficiaries that
were eligible for the managed care program began an open enroliment process.
Several health plans were not awarded a contract that were previously provided
managed care services in the State of lllinois. Risk adjustment was historically a
standard part of the capitation rate process by population. With the open enroliment,
auto-assignments, and member cheoice within 90 days, we used risk adjustment to
modify the capitation rates to reflect the transition of members into and among the
health plans.

= Qverall Risk Adjustment. We used risk adjustment to reflect the morbidity variances
among the individual health plans since the implementation of mandatory managed
care began in 2012 in various parts of the state. We relied upon either CDPS, Medicaid
Rx or the combination of COPS + Medicaid Rx depending on the quality of the baseline
medical claims data. As part of the Risk Adjustment Module, we developed techniques
that study encounter data submissions by the health plans for the completeness of the
data. Further, we also studied the data for health plans that may be gaming the data
submission and verified that all of the health plans are submitting data with the same
quality.

Risk adjustment is an important part of the Medicaid managed care capitation rate process for
the State of Hlincis, As such, we utilized the CDPS+Medicaid Rx risk adjustment tool. We
have utilized the CDPS+Medicaid Rx risk adjustment taol in many of our projects, and we have
historically chosen COPS+Medicaid Rx model due to the following reasons:

+ Open source;: The CDPS+Medicaid Rx risk adjustment model was developed by the
University of California at San Diego. The source code for the risk adjustment tool is
an open source SAS program. This allows the users to develop modifications to meet
the needs of the individual situation. Other risk adjustment tools, e.g., CRG and HCC
models have not met the same level of transparency.

« Predictability: Independent research performed by the Society of Actuaries' indicates
the predictability of the various risk adjustment models. Each of the models performed
at relatively consistent levels based on various measures. However, the application
and use of the risk adjustment technique is the key to choosing various risk adjustment
tools. We have historically utilized a risk adjustment tool to compare the relative risk
scores among each individual health plan in relation to the overall composite to reflect
a budget neutral adjustment. The application of the tool by the contracting actuary and
the quality and validation of the underlying data from each individual health plan plays
a more important role in appropriate integration of a risk adjustment tool.

= Cost: The CDPS+Medicaid Rx tool is a very cost-effective solution for the use by the
state Medicaid agency, the contracted actuarial firm, and the health plans. Acquiring
the software license from UCSD for CDPS+Medicaid Rx involves little to no cost.

! https://www.soa.org/research-reports/2016/2016-accuracy-claims-based-risk-scoring-models/

Medicaid Managed Gara Actuarial and Consulting Services July 11, 2018
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Staff Experience: Robert M. Damler, FSA, MAAA, a principal and consulting actuary, has
been proposed for the State of Nebraska contract. Mr. Damler has been the primary consulting
actuary for the State of lllinois since 1998. Mr. Damler was one of the lead consultants
providing subject matter expertise, peer review of the documents, presentation and discussion
with the contracting health plans, and presentation and discussion to the state’s executive
leadership team, including Medicaid Director and Director of the State of lliinois Healthcare and
Family Services (Medicaid Agency). Many of the other individuals involved in the State of
llinois projects will provide additional support and review of the State of Nebraska projects. A
copy of Mr. Damler's resume has been provided in Appendix 6.

Mr. Damler has more than 20 years of experience with risk-based capitation rate development.
He is recognized within the industry as a leader in actuarial, financial and policy issues
associated with Medicaid programs. Mr. Damler provided leadership by serving as the
chairman for the drafting task force of the Actuarial Standard of Practice #49, Capitation Rate
Setting for Medicaid Managed Care Programs for the American Academy of Actuaries.

References:

State of lllinois Healthcare and Family Services

Dan Jenkins, Bureau Chief of Rate Develcpment and Analysis
201 South Grand Avenue East

Sorinafield. lllinois 62704

\£17) DLt #UU

Project Description: State Fiscal Year 2018 Medicaid Managed Care Capitation Rates and
Calendar Year 2018 PRIME Capitation Rates

Contractual Relationship: Milliman was a direct/primary contractor to the State of South
Carolina.

Project Time Period: July 2017 through June 2018.

Scheduled Completion Date and Budget: This project was split into two different
components with different completion dates. The scheduled completion date for the calendar
year 2018 PRIME capitation rates was December 31, 2017 with the effective date of the rates
as January 1, 2018. The scheduled completion date for the state fiscal year 2019 Medicaid
managed care capitation rates was June 22, 2018 with the effective date of the rates and
applicable risk adjustment factors as July 1, 2018. There was no specific budget since we bill
on an hourly basis for the State of South Carolina.

Actual Completion Date and Budget: The actual completion date was December 22, 2017
for the PRIME capitation rates and June 21, 2018 for the Medicaid managed care capitation
rates. The overall billed charges for both projects was $1,000,000.

Medicaid Managed Care Actuanal and Consulting Services
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Mr. Palmer is reccgnized within the industry as a leader in actuarial, financial and policy issues
associated with Medicaid programs.

Marlene T. Howard, FSA, MAAA, principal and consulting actuary, was one of the lead
consultants providing day-to-day support for the project, including delivering presentations and
leading discussion with key stakeholders. A copy of Ms. Howard’s resume has been provided
in Appendix 6. Ms. Howard has nearly 10 years of risk-based capitation rate development
experience. She is a key contributor to many aspects of actuarial consulting services that are
provided to state Medicaid agencies. She has extensive experience with budget forecasting
and associated fiscal impact analyses, risk scaring for managed care capitation rate-setting
projects, capitation rate development for the dual demonstration, and review of capitation rate
methodologies for various Medicaid populations. Her interaction with the different components
of state Medicaid programs provides key insight and ensures consistency of program policy
across various budget lines, particularly because many policy decisions impact the allocation
of eligibility and expenditures throughout the various Medicaid delivery systems.

References:

State of South Carolina, Department of Health and Human Services
Bryan Amick, Deputy Director for Health Programs

1801 Main Street

Columbia. SC - 29201

{BUI} BYO-UL 1L

Project Description: State Fiscal Year 2018 Capitation Rate Development and Risk
Adjustment

Contractual Relationship: Milliman was a direct or primary contractor to the State of Michigan.
Project Time Period: February 2017 through October 2017

Scheduled Completion Date and Budget: The scheduled completion date for this project
was September 30, 2017 with the effective date of the rates and appiicable risk adjustment
factors October 1, 2017. For the State of Michigan, we do not establish budgets by project.
We bill on an hourly basis for all work.

Actual Completion Date and Budget: The completion date of the rate certification reports
was August 25, 2017 and September 11, 2017. Applicable risk adjustment factors were shared
in a report dated September 9, 2017. The overall billed charges for both projects were
$227.000.

Milliman’s Responsibilities: We have been working with the State of Michigan since 1997 to
develop and certify to actuarially sound capitation rates for both the medical services and
behavioral health managed care programs. In calendar year 2015, the State of Michigan
issued a request for proposal for Medicaid managed care health plans for which we established
an actuarially sound rate range for use in the procurement process. The responsibilities and
work detailed below is specific to the state fiscal year 2018 (October 1, 2017 to September 30,
2018} time period which served as a re-basing year utilizing recently available data.

Medicaid Managed Care Actuarial and Consulting Services
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h)

We recently changed the methodology for the geographic factor development that was rolled
out cver an 18-month process to ease the transition for both the state and the PIHPs.

Consistent with prior discussions, we have utilized the CDPS and Medicaid Rx risk adjustment
tool for the State of Michigan as the preferred tool. We have not utilized HCC or CRG risk
adjustment tools in Michigan due to the issues previously cutlined.

Experience with Prepaid Inpatient Health Plan {PIHP): The State of Michigan has operated
a behavioral health managed care program separate from their traditional medical services
managed care program since 1998. We have helped MDHHS transition the behavioral health
delivery system from payments to each of the community mental health service providers and
coordinating agencies based on historical cost to paying managed care capitation rates to 10
PIHPs. Services covered under this program include mental health, substance abuse, and
home and community-based services (HCBS), including long-term supports and services
(LTSS} for beneficiaries living in a variety of residential living arrangements.

We have worked extensively with expanding the presence of Medicaid managed care within
the state through transition of previously fee-for-service populations and Medicaid expansion.
Milliman has been involved in all aspects of the capitation rate-setting process, including
actuarial certification of the capitation rates, discussions with the PIHPs regarding capitation
rate calculations, and reviewing methodologies with CMS.

QOver the past five years, we have worked with the State to more equitably distribute funding
based on the morbidity of the population, instead of historical cost. To inform key stakeholders
during this transition, we created an innovative methodology that split the historical cost for
each PIHP into four mutually exclusive components: morbidity; treatment prevalence; utilization
per recipient; and unit cost. Using this methodology as a foundation, we worked with the State
to fully transition to risk-adjusted capitation rates based solely on morbidity and treatment
prevalence differences existing between the PIHPs.

Due to the erosicn of no fee-for-service equivalent fee schedule for the behavioral health
services, we have recently been contracted to begin the development of a fee schedule based
on data to be collected from the PIHPs. The fee schedule will be developed to expand the
CPT-4 codes used in the behavioral health encounter data to be more service specific and to
reflect the costs incurred by the PIHPs.

Experience with All-Inclusive Care for the Elderly Program {PACE): Michigan develops the
PACE capitation rate with internal staff from their actuarial department. We have worked with
Michigan to ensure compliance with CMS PACE regulations in their PACE rate development,
respond to CMS questions on the PACE rate development, as welt as performed a technical
review of their calculations, While this arrangement is different than how we assist many other
states with their PACE capitation rate development, our flexibility allows us to meet the states
needs for their specific staffing situation and provide the highest value to our clients.

Experience with Long-Term Care Managed Care Program (LTMC): As discussed above,
we have worked with the State of Michigan to develop managed long-term care capitation rates
for beneficiaries with intellectual and/or developmental disabilities under the 1915(c) waiver
program. Additionally, we assisted the state of Michigan to transition the historically fee-for-
service MI Choice waiver program into managed care in 2013. The M| Choice waiver program
is a home and community-based waiver for elderly and disabled Medicaid beneficiaries. The
waiver provides Medicaid covered services similar to those provided in nursing homes, but in
a beneficiary's own home or another residential setting.






The professionals listed in this proposal have an exceptional depth of experience working with Medicaid
populations. The Indianapolis office of Milliman, which is the lead office for the proposed contract with the
State of Nebraska, has more than 50 actuaries and support staff that perform Medicaid consulting services
on a full-time basis. These individuals collaborate on establishing best practices that are shared, discussed,
and documented to provide the highest level of consulting services with efficiency. Additionally, these
individuals collaborate across practices with consulting actuaries in Milliman’s Milwaukee, Seattle, and San
Francisco offices that also provide state Medicaid agency consulting. By collaborating across these four
Milliman offices, we bring best practices for consulting to state Medicaid agencies from mare than 100
actuaries and support staff and a total of nearly 20 different states.

The team of individuals that will report to the State of Nebraska will have access to a team of leading
actuaries at Milliman to draw upon their expertise when needed. For example, one of state Medicaid
agencies was in need of information regarding the inclusion of hearing aids. We were able to contact
various lead consultants to identify the appropriate data and information to share with the inquiring state
Medicaid agency. We provide them an estimated fiscal impact, as well as a clear outline of the
considerations that would influence the final fiscal impact and other policy considerations.
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MILLIMAN TECHMICAL PROPOEAL

Mr. Robert Damler, FSA, MAAA, principal and censuiting actuary in the Indianapolis office, will serve as the
primary consulting actuary of this contract and will have the final responsibility for all deliverables. Mr.
Damler has more than 30 years of actuarial consulting experience and more than 25 years of state Medicaid
Agency consulting experience. Mr. Damler is a Fellow of the Society of Actuaries and a Member of the
American Academy of Actuaries. Mr. Damler received a Bachelor of Science Degree in Actuarial Science
from Ball State University in 1987. Mr. Damler has extensive experience working with State Medicaid
Agencies, Medicaid health plans, professional organizations, and the Centers for Medicare and Medicaid
Services.

Mr. Damler's experience includes volunteering as the chairman of the American Academy of Actuaries
workgroup that wrote Actuarial Standard of Practice #49, Medicaid Managed Care Capitation Rate Setting.
The Standard is required to be followed by all actuaries developing Medicaid capitation rates for State
Medicaid agencies. Mr. Damler has been a regular presenter at professional meetings that have discussed
the implementation of the actuarial Standard.

1. |Initiation Phase: Project manager clarifies project deliverable, scope, and timing with the State
before project is initiated.

2. Plan Phase: Project manager/actuary prepares a more detailed plan, including staffing and
interim deadlines.

3. Work Phase: The work is performed, reviewed, and finalized. The Project manager monitors
the budget and timing throughout the process to ensure that milestones are achieved and
updates are provided to the State. If it is found during this part of the process that more data
is needed or a change in project scope has occurred, Milliman will discuss with the State and
develop an alternative action plan.

4. Project Quality Review Phase: Consistent with Milliman's internal quality review practices, all
projects are independently reviewed priar to communication with a client. The review process
involves reviewing all computer programs, electronic workbooks, and written documentation or
communication to be shared with the client. The communication must be reviewed by someone
with signature authority, which is an internal level of expertise assigned by Milliman. All
Principals and Project Managers assigned to the State of Nebraska have signature authority
that is approved for Medicaid managed care assighments.

5. Project Completion Phase: Project manager discusses the project with the State to validate
that all deliverables have been met. Any required follow-up will be identified and provided to
the State according to time commitments required.

In addition to Mr. Damler, we will assign a project manager to each statement of wark. The project manager
will coordinate work with internal staff, Mr. Damler, and communicate with the State of Nebraska regarding
meeting cocrdination, data needs, and other issues related to project completion. The proposed leadership
staff, which includes Mr. Damler and the Project Managers/Lead Consultants, for the Milliman Nebraska
Medicaid team has more than 55 years of combined Medicaid consuiting experience.
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Project Managers / Lead Consultants:

Christopher T. Pettit, FSA, MAAA — Principal and Cansulting Actuary,
Marlene T. Howard, FSA, MAAA — Principal and Cansulting Actuary;
Jill A. Herbold, FSA, MAAA — Principal and Consulting Actuary; and
Jeremy A. Cunningham, FSA, MAAA — Consulting Actuary.

All Statements of Work required under the terms of this RFP will include oversight by Mr. Damler and
another project manager previously identified.

The principal contact for Milliman's State of Nepraska proposal will be Robert M. Damler, FSA, MAAA. Mr.
Damler is a Principal and Consulting Actuary with the Indianapolis office of Milliman. Mr. Damler graduated
in 1987 from Ball State University with a Bachelor of Science, Actuanal Science Degree. Mr. Damler has
provided consulting services to state Medicaid agencies for more than 25 years. Mr. Damler has worked
beth direcily as the primary contractor and supporting consulting in more than 15 states, including having
worked with the State of Nebraska as it related to a fiscal projection of health care costs far the ACA
Medicaid expansion discussions. Mr. Damler supported the ACA eligibility conversion and calculation of
the eligibility MAGI thresholds for the State of Nebraska.

The following table illustrates the primary project manager(s} for each key statement of work deliverable,
as well as the additional actuarial support that will be used for the State of Nebraska. Please note, Robert
Damler will be the Principal contact and lead project manager on each of the projects with lead support
from the project manager / lead consultant. Each project manager has at least 5 years’ experience in the
SOW project they are assigned.






Milliman does not plan to utilize a subcontractor for this contract.
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Technical Approach






SOW 1 — Capitation Rate
Setting









Milliman has a clear understanding of the
capitation rate setting process and all the
requirements entailed therein. The Milliman
Medicaid Consulting Group has been
developing capitation rates for over 20 years
on behalf of more than 20 state and territorial
Medicaid agencies. Milliman has performed all
of the capitation rate activities outlined in this
scope of work for each of the state and territorial
Medicaid agency clients where we are the
certifying actuary.

The Indianapolis office—the lead offeror for this
proposal—is currently the state’s actuary for five
Medicaid agencies (lllinois, Indiana, Michigan,
Ohio, and South Carolina). In addition to these five s
ad hoc services for Medicaid agencies in Louisiai
Rico. For each of these clients and projects, we hav
customized strategies through a full-service,
with unmatched attention to detail.

With the growing popularity of managed care as the
delivery for Medicaid beneficiaries, risk-based n
analysis and capitation rate development have bect
component of our Medicaid consufting engage
experience with Medicaid programs enables us tc
view of the managed care and fee-for-service delive
any relationships between these care delivery sourc
managed care capitation rate.

Specific to managed care capitation rate setting
experience with varicus state Medicaid programs
Nebraska's Department of Health and Human Serv
a high quality and efficient work product to reflect be:
care programs aligned with the triple aim of:

Reducing costs for delivering necessary he
Assuring access for enrollees to all Medicai
Maintaining quality of health care service d
on prevention.

Given Nebraska's recent transition from a limited
with a Prepaid Inpatient Health Plan (PIHP) primz
health services to a comprehensive managed care |
January 1, 2017, we are prepared to work along:
evaluating the first full year of Heritage Hea
managed care program’s performance to enhai
setting analyses.

We will review the impact of physical and behavicra
Heritage Health program, as well as any key impa
provided to the approximately 230,000 enrcllees th
population types (non-disabled, disabled, leng-tern
individuals), Further, recognizing that CMS will regL
specific rates for each rate cell rather than ic a rate
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beginning on cr after July 1, 2018 (with rates allowed to be revised by up to 1.9% without requiring
recertification), Milliman will provide informaticn on assumptions that would previously have varied in order
to create a rate range. We will also provide guidance on how CMS' elimination of rate ranges from the
certificaticn may affect the state's decision on whether to set fixed rates or use competitive bidding.

The fellowing sections showcase our ability to build upon basic capitation rate development techniques to
add value to the pracess and develop capitation rates for our state Medicaid clients that emphasize quality,
efficiency, and adequacy in the Medicaid risk-based managed care environment,

Milliman has helped a number of state Medicaid agencies achieve success through its capitation rate
setting consulting services. We highlight a few specific examples below, as well as provide detailed
work product samples in the appendices to demonstrate how our approach will contribute to the
success of the State of Nebraska's Medicaid program. At the same time, we recognize that capitation
rate development is a complex task, and we also provide some examples of chalienges that may arise
during the process. For each challenge, we also provide a description of how we work to avoid these
situations and mitigate the impact, should they occur.

wimman nas workea wiin more nan 20 state Medicaid
agencies to develop actuarially sound capitation rates for
managed care programs covering various qualified Medicaid
beneficiaries. These programs range from established
managed care populations to new managed care populations
such as foster children, special needs children, and the
Affordable Care Act expansion populations. Over the course
of our relationship with these states, our capitation rate
development analyses have supported the successful
transition of different papulations into a managed care
environment. We also assist states to maintain the stahility ot
these managed care programs by providing continuous review
and updates of the previously calculated rates, as appropriate.

Our capitation rate certification reports are comprehensive

and focus cn documentation transparency. CMS places an

emphasis on documenting the develecpment of key

assumptions, data adjustments, and other factors

incorporated into the rate development process. Merely

providing the value of an assumption no longer satisfies the

CMS/OACT review process. Based on our regular cominumcauon witn GO wilidls afu
participation in leading industry events, we are familiar with the documentation requirements for
key assumnptions in the rate setting process. Furthermore, we have been committed to a level of
transparency in our documentation reports that are structured according to the applicable Medicaid
Managed Care Rate Development Guide such that the implementation of the CMS/OACT review
process has resulted in a minimal number of questions pricr to approval.

Another component of our capitation rate documentation process is providing the CMS rate
certification report to the participating health plans. This gesture fosters a mutually beneficial
relationship between states and health plans and documents the full capitatian rate setting process
for these key stakeholders.

Therefore, not only does our transparent rate development process satisfy CMS requirements, but
it also allows the health plans to fully understand the methodologies and assumptions utilized in
the rate development process.
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An example of our success in developing capitation rates and the accompanying documentation
for the State of Ohio is included in Appendix 5. Although enrollment in Ohio’s managed care
program outnumbers the Nebraska managed care program, the underlying approach to capitation
rate development for Heritage Health will be consistent. Note that portions of the appendices in the
sample rate certification have been limited to a single region for illustrative purposes to reduce the
number of pages in our response to this RFP.

rask agjustment 1s an mportant mechanism utilized in the support of a sustainable Medicaid
managed care program for participating MCOs. The focus of the health plan risk assessment
process is to allow plans to compete on delivery of care and efficient management of patient needs
as opposed to limiting exposure from higher-risk individuals.

An example of our success in developing risk adjustment methodologies and the implementation
of risk adjustment is included in Appendix 5. Appendix 5 contains a report detaillng the methodology
and results of a budget neutral risk adjustment, as well - *'=='= == mom el m s sk s oo
provided to the contracted health plans and the state

that illustrate the number of members attributed to each

risk adjustment disease condition class.

Furthermore, our attention to detail throughout the risk
adjustment process is unrivaled. Our consultants
scrutinize every result for anomalies that may allow us
and our clients to better understand the current state of
their Medicaid programs or even the healthcare
environment as a whole. For example, due to an uptick
in multiple sclerosis diagnoses, Milliman consultants
preparing a risk adjustment analysis for the State of
indiana were able to identify how changing prescription
patterns impact risk scores under a previous version of
the popular Chronic lliness and Disability Payment
System risk adjustment model {v.6.2)°.

WIINMan WOorks amgenuy 1o conunuoosty improve all

facets of our operations with state Medicaid clients. In order tc continually make progress, it is
imperative that we collaborate effectively with all stakeholders involved. One way in which we
achieve this effective collaboration is through frequent updates and communication. Throughout
the entire rate setting process, as well as during the rest of the year, we work with our clients and
the contracted health plans to improve the data sources and methodologies used in the Medicaid
programs. For example, a few years ago, the managed care encounter data quality for one of cur
state Medicaid clients was

sufficiently inadequate such that

frequent requests for supplemental

data were necessary. This included

a specific detailed data request tc

supplement the encounier data

utilized in developing the base data

cost models for capitation rate

development. However, through

careful data validation, ongoing

monitoring, and collaboration with

the state and MCOs, we have helped incrementally improve the encounter data so that it is now
within 1% of plan-reported financial summaries.
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This tremendous improvement in data accuracy demonstrates the value added by our interim
reparting processes, as well as our dedication to the goals we share with state clients and related
stakeholders.

Cur LNE Dlaie O IVHCHIYATl D IVIGUILAIY EAREISIUNT PUPUIELIWL |1 ISaIL Iy v ||9a|'|), all IMD services
were previously excluded from the capitation rate development prior to release of the Medicaid
managed care Final Rule in the spring of 2016. The regulations clarified the ability for health plans
to cover short-term IMD stays (up to 15 days in a month) for adults within the managed care
program as an “in-lieu-of” service. In the development of the rates effective October 1, 2016,
adjustments were made to the underlying base experience to include short-term IMD stays of 15
days or less in a given month and to exclude all expenditures associated with IMD stays of greater
than 15 days.This adjustment to the rate methodology, in accordance with the newly published
regulations, allowed the State to receive federal funding for a portion of the Healthy Michigan IMD
services that were previously paid sclely with state-only dollars. The Healthy Michigan capitation
rates were submitted to CMS and approved for payment.

dlly, WIHILT SHOWD Ul pPiarirnry, SOnnnuinlalQil, ariu o uibduygi it 1ga3ponas. Qulidiigy o ucocpy
Medicaid expertise and experience across many states, our consultants work hard to appreciate
each state’s unique circumstances and to become a trusted advisor. We work with each state to
generate customized and innovative solutions that minimize disruption to key stakeholders.

une or ine cnanenges mnerent w e rate setting process is that nearly every state Medicaid
program has unique qualities. For example, in Indiana, the managed care program covering the
expansion adult population features many program designs that are not traditionally found in
Medicaid programs. For example, each enrollee in the program receives a personal health savings
account that functions as an annual deductible in the rate setting process; expenditures subject to
this deductible are the responsibility of the state rather than the health plans, and so these amounts
are projected and excluded frem the capitation rates. Since no data specific to this feature were
available when the savings account was first introduced, we created simulations to test and project
the impact of the deductible under varicus scenarios when developing the capitation rates.
Additionally, because this program design feature also increased uncertainty in the rates, we
warked with the state and the health plans to implement experience monitoring and risk mitigation
mechanisms that alleviated concerns for various stakeholders.
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Our wealth of knowledge, innovative approaches, and ability to quickly adapt to an evolving
Medicaid program landscape underscore the customized service we provide our state Medicaid
clients to help them pursue leading edge initiatives, and we will also apply this level of quality to
the services we provide to the Nebraska DHHS.

AS par or ine rate selung process, we esurmacwe e ynpact of any pelicy and/or program changes
between the experience period and rate peried. There are often many programmatic changes or
modifications to policies throughout the capitation rate development process. This is where the
communication loop between the Department and Milliman is crucial. To address this challenge,
we set up periodic meetings during the capitation rate development project at a pre-determined
frequency most beneficial to and reasonable for our clients (typically either weekly or bi-weekly)
and review key items for the capitation rate development analysis, as well as interim deliverables.
This periodic check-in supports our commitment to transparency in the analysis, and also provides
DHHS the opportunity to review our understanding of the program adjustment and ensure our
interpretation is consistent with the Department’s policy.

wur commirment W keeping open nnes of communication with our clients and our rigorous peer
review process contribute to positive relationships with our clients and minimizing unanticipated
issues. On occasion, however, an unexpected issue arises despite our best efforts to the contrary.
For example, in the State of lllinois, there are 13 different contracted MCOs, and it can prove difficult
to ensure all the different health plans have an effective understanding of every detail in the rate
setting process. In the situation where there exists a misunderstanding, we employ the following
action plan:

Set up a meeting with appropriate Department staff to discuss the issue and ensure mutual
understanding, identify next steps, and set up a timeline for resolving the issue;

Provide assistance to the Depariment, as appropriate, in communicating the issue to
affected parties;

Commit resources as needed to determine any fiscal impact related to the issue in a timely
manner;

Communicate fiscal impact to the Department and provide assistance in communicating
the fiscal impact to other affected parties, as appropriate; and

Follow up with the Department to ensure that the issue is resolved.

EITOrS CONAINET IN e work proouct rmay sameage the credibility of the Department’s actuary and
prolong the rate development process. To reduce the likelihood of errors being contained in our
work product, Milliman has developed a peer review process that is intended to ensure all client
deliverables are reviewed by a qualified individual. The process that we have outlined below will
be followed for all deliverables, including electronic communication. The peer review process has
several key components.
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From our experience certifying Medicaid capitation rates in a number of states, we have had
frequent interaction with CMS during client calls. Our ability tc respond to any of their guestions in
a timely manner allows far more efficient review and approval of the certified capitation rates.

Milliman will provide technical and professional advice to ensure
any proposed change during the capitation rate development
pracess fully complies with 42 CFR 438.4(a), the most recent
Medicaid Managed Care Rate Development Guide published by
CMS, and all professional actuarial standards of practice. Milliman
actuaries stay up ta date on the many regulations issued by
regulatory bodies, because a deep knowledge of the rules and
regulations allows us to best advise the state on how to maximize
value under those rules.

When developing capitation rates, we ensure that the certified
rates are “actuarially sound” for purposes of 42 CFR 438.4(a),
according to the following criteria:

The capitation rates will provide for all reasonable,

appropriate, and attainable costs that are required under

terms of the contract and for the operation of the

managed care plan for the time period and populationcov_. - _ ... o o0 Lo
and such capitation rates will be developed in accordance with the requirements under 42 CFR
438.4(b).

To ensure compliance with generally accepted actuarial practices and regulatory reguirements, we
refer to published guidance fram the American Academy of Actuaries (AAA), the Actuarial Standards
Board (ASB), the Centers for Medicare and Medicaid Services (CMS), and federal regulations.
Specifically, we reference the following materials during rate development activities:

Actuarial standards of practice applicable to Medicaid managed care rate setling, including:

ASOP 1 (Introductory Actuarial Standard of Practice);

ASOP 5 (Incurred Health and Disability Claims),

ASOP 23 (Data Quality);

ASOP 25 (Credibility Proceduresy},

ASOP 41 {Actuarial Communications);

ASQP 45 (The Use of Health Status Based Risk Adjustment Methodalogies); and

ASQP 49 {(Medicaid Managed Care Capitation Rate Development and Certification);
Actuarial soundness and rate development requirements in the Medicaid and CHIP Managed
Care Final Rule (CMS 2380-F) for the provisions effective during the rating period; and
The most recent Medicaid Managed Care Rate Development Guide published by CMS.

Consistent with the requirements under 42 CFR 438.4(a), we define the term “actuarially sound”
consistent with ASOP 49: “Medicaid capitation rates are "actuariafly sound” if, for business for which
the certtification is being prepared and for the period covered by the cerlification, projected capitation
rates and other revenue sources pravide for ail reasonable, appropriate, and attainable costs. For
purposes of this definition, other revenue sources include, but are not limited to, expected reinsurance
and governmental stop-loss cash fiows, govemmental risk-adjustment cash flows, and investment
income.
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For purposes of this definition, costs include, but are not limited to, expected health benefits; health
benefit settlernent expenses; administrative expenses; the cost of capital, and government-mandated
assessments, fees, and faxes.™

Based on our experience with multiple other state Medicaid agencies, the level of scrutiny being applied
to risk-based managed care rates by CMS officials has significantly increased from historical levels.
While the Medicaid Managed Care Rate Development Guide itself does not reflect a departure from
guidance outlined in 42 CFR 438.6(a) or the former CMS Managed Care Checklist, instructions in this
document request a much greater demonstration of the “why" and “how" in the rate setting process,
versus merely documenting the final values of the assumption or action.

Additionally, the request for more detailed information from CMS raises the expectations of current and
prospective MCOs that DHHS' actuary will provide a full and detailed explanation of the rate setting
methodology. To the extent this process was not being followed, MCOs would have justification in the
contracting or capitation rate review process that would indicate DHHS was not following federal
guidance.

Miliman has an in-depth understanding of the federal regulations and guidance covering the
development of Medicaid risk-based managed care capitation rates. We regularly participate in calls
with the CMS Office of the Actuary pertaining to the rate setting development process. Additicnaily,
several of the team's members are active participants in industry workgroups that address capitation
rate setting issues.

Milliman's Medicaid capitation rate setting methodology follows a standard underlying process but is
customized to each client and population based on local characteristics, MCO market, benefits, and
program maturity.

Our experience in Medicaid rate setting has included traditional TANF, ACA Medicaid expansion, disabled,
Medicare-Medicaid dual-eligible, behavioral health, home-and-community based waivers, and special
needs populations. This work has provided us the ability to benchmark MCO managed care &fficiency on a
population specific basis. Additionally, the proposed Milliman Nebraska Medicaid team has extensive
experience in creating capitation rates for new and innovative managed care programs, such as the ACA
Medicaid expansion adults, managed long-term care (MLTC), and Financial Alignment Demonstration
initiatives for dual-eligible populations.
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The RFP outlines three specific main tasks to be performed under SOW 1. Capitation Rate Setting:

Rate Data Analysis and Manipulation
Interim Reporting and Other Deliverables for Rate Setting Functions
Capitation Rate Finalization

This section outlines our proposed development approach for each of these tasks.

Qur process for developing capitation rates is thorough and in compliance with Actuarial Standards of
Practice.

The graphic above and corresponding narrative outlines the general process that we follow to develop
actuarially sound Medicaid managed care capitation rates across numerous programs and populations.
Beginning with the managed care program’s pase rates and culminating in the final capitation rate
through the application of material program adjustments.

As the graphic above indicates, we begin with the managed care program’s base rates and culminate
in the final capitation rate through the application of material program adjustments.

The starting point for the rate data analysis and manipulation will be either:

1. The existing data used for the current rates; or
2. Rebased data as described in SOW 2.

Under the first scenario, we will review all data and assumptions to confirm the historical data still
accurately represents the program such that it can be used for capitation rate development.

For further details on the second scenario, please see the response to SOW 2 — Capitation Rate
Rebasing.
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In both cases, we will ensure data sources are compliant with CMS regulations and all applicable
Actuarial Standards of Practice.

YVE Wil dpply dujusUTIENLS LU NE DAsE ad w nonmanze or policy or program changes that have
occurred or are expected to occur after the base experience period that will impact utilization and
costs during the rate period. Examples of material types of policy or program changes and relevant
considerations for each adjustment include the following.

Provider reimbursement policy changes: tn many states, MCO provider reimbursement
references the Medicaid fee-for-service fee schedule or is even contractually obligated to
reimburse at a minimum fee schedule. Even in the absence of such explicit ties, Medicaid
reimbursement policy tends to set provider expectations for reimbursement. As part of
capitation rate development, we analyze the impact of provider reimbursement changes
that oceur after the base period by completing a repricing analysis on all base data to the
updated fee schedule for the impacted category of service.

Reimbursement analysis can involve an intricate
process that requires evaluation at the claim detail
level. It is also imperative that the individuals
performing the analysis are well-versed in varying
types of provider reimbursement within a Medicaid
population. For one thing, the fiscal impact of a
reimbursement change may differ between
populations due to variation in service mix. For
example, an increase in reimbursement for
substance use disorder services will tend to be much
more costly in an adult population than in a child
population, due to higher substance abuse
prevalence among adults.

It can also be detrimental to estimate a future fiscal
impact by blindly using data from a historical period
without appreciating relevant externalities.



Using a similar example, one might use data from
2014 to estimate that a 20% increase to
reimbursement for substance abuse services
would have cost $1 million in 2014, but this could
be a peoor estimate for future time periods, as
higher demand for services might cause the fiscal
impact to be several times higher in 2018.

The impact of a reimbursement change that
involves grouping methodology, such as a
Diagnosis-Related Group (DRG) change for
inpatient services, requires analysis of multiple
interacting changes. Changes in the grouping
methodology will impact the mix of services. At
the same time, the state may wish to change the
relative weights assigned to each DRG, either to
update based on more recent historical
experience or to shift incentives between different
types of admissions (for example to improve
reimbursement for maternity or behavioral health
admissions), and finally, the base conversion
factor may be updated, including relativities
between facilities {for example increasing
reimbursement for children's hospitals).

Finally, a reimbursement analysis may consider ufilization adjustments, as the
reimbursement change may have an impact on member or provider behavior during the
contract period.

Program changes: Program changes cover a wide variety of services and benefits.
Examples of program changes include but are not limited to:

Removal of limits;

Expansion of services;

Carve-in of new services;

Legislative mandates;

Elimination or reduction of cost sharing; and

Utilization management changes.

Qur analysis is program-specific and may include a review of fee-for-service data or
benchmark data, among other analyses. The professionals servicing this contract maintain
Medicaid fee-for-service and encounter data representing approximately 11 million
covered lives. Maintaining the confidentiality of our clients’ data, we use this information to
provide informed analytics on state benchmark metrics related to specific benefit limit
changes, take-up rates for service expansions, and utilization benchmarks for varying
utilization management policies to provide DHHS with a high quality and efficient work
product to develop and estimate program change impacts.

Population changes: A comprehensive review and consideration of population changes is
a critical component of the capitation rate setting process. In collaberation with DHHS, we
will review past enrollment processing patterns during the base experience period and
compare with current and projected enrcliment patterns that may impact the contract
period. This includes, but is not limited to, changes in redetermination activity, changes in
managed care eligibility gualifications. Far example, we re  tly assisted a state client in
identifying material changes in the MMIS capitation payment population assignment logic.
We are working with the state to develop alternative solutions to maintain actuarially sound
capitation rates given this change.
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We also may need to adjust capitation rates to reflect populations transitioning into
managed care, transitioning out of managed care, or between managed care programs.
We will complete a tharough analysis to determine any potential morbidity impacts or risk
selection adjustments that may be necessary in the development of the final capitation
rates.

Fiscal impact analysis: Prior to implementation, we routinely assist states by providing
estimates of the impact of policy and program changes. We provide the impact to capitation
expenditures as well as to the Medicaid program as a whole. In addition, we typically
prepare total impact and state share impact estimates.

Upon review or niLU enCOunier uald ard riraticial report
data, we will identify opportunities for potential cost
savings due to MCO care coordination and other
activities. Such opportunities will be identified by
reviewing key service categories to quantify potential
managed care efficiencies to control costs and improve
health outcomes. We will also use our experience with
developing managed care capitation rates for other
Medicaid programs to benchmark experience in
Nebraska relative to other states.

The potential for managed care savings must be viewed
through the prism of the current delivery system’s
oppertunities and limitations in order to determine what is
achievable. Achievable savings should be assessed with
the following considerations in mind:

Maturity of the program:;

Delivery system infrastructure and capacity,

Policy constraints;

Current level of care management efficiency in the managed care program; and
Benchmarking against peers.

We will work collaboratively with DHHS to understand the goals of the managed care program as
it relates to controlling health care costs and managing quality of care. We will address these goals
through the evaluation and analysis of managed care efficiencies using a set of tools developed
specifically for use in Medicaid managed care programs.
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Readmissions: An inpatient admission resulting in a readmission for the same
diagnocsis-related group {ORG) within 30 days is identified as a readmission. We
summarize and review the readmissions included in the base data to develop
target readmission reductions for the contract year. DHHS readmissions policies
as well as MCOQ readmission policies collected through the annual MCQ survey
are taken into consideration when developing target efficiency levels.

Potentially avoidable admissions: Potentially avoidable inpatient admissions in the
base data are identified using the Agency for Healthcare Research and Quality
(AHRQ) prevention quality indicator (PQI) and pediatric quality indicator (PDI)
algeorithms. The potentially avoidable admissions are summarized by PQI, PDI and
population grouping to illustrate potential savings available in the managed care
program. We also summarize the base data to benchmark the MCQOs against their
peers to inform the managed care targets reasonably achievable for the managed
care program in the contract year.

Potentially avoidable emergency room
visits: Using algorithms developed by
Milliman clinicians, we identify potentially
avoidable diagnosis groups in hospital
outpatient emergency room services.
Emergency room visits are further
categorized by severity based on the
evaluation and management code included
on the emergency room claim to target
savings in the three lowest severity groups.
To recognize the need for appropriate care
in these diagnosis groups, replacement
costs at a primary care physician setting are
included in the managed care efficiency
targets.

Generic_dispensing rates: We summarize
prescription drug utilization in the base data

by drug group (generic, brand, and

specialty) and therapeutic class to identify opportunities where improved generic
dispensing rates by MCQOs could lower cost to deliver the same level of care. MCO
experience is summarized by therapeutic class to establish benchmarks used to
estimate achievable generic dispensing rates.

Polypharmacy: We review prescription drug utilization by member to identify
members using multiple medications in a given month to recognize potentiat
efficiencies for managing prescription drug usage.

Abuse: We complete a review and evaluation of prescription drugs indicated to
have likely potential for abuse in the base data.

Vaginal/cesarean delivery mix. To support initiatives to improve the health and
health care of pregnant women and infants, we summarize and review the mix of
vaginal and cesarean deliveries by facility over time to identify facilities with
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Qur comprehensive analysis underlying the capitation rate development process
incorporates financial statement information from all aspects of health plan cperations
including claims, finance, accounting, and administrative operations to assess the
adequacy of the capitation rate and to ensure that any applicable loss ratio targets are
achieved in accordance with contract requirements.

INON-penernt costs are one or the components of capitation rate setting that is most highly scrutinized
by stakeholders. From DHHS’ perspective, honh-benefit expenses reflect program dollars that are
not spent an the direct medical services for Medicaid beneficiaries. From the MCOs' perspective,
non-benefit expenses reflect the cost of administering a Medicaid managed care plan including
administrative staffing, basic operational needs, and innovative care management solutions. Non-
benefit costs must also allow for a reasonable return on invested capital and risk borne by MCOs.

Non-benefit expenses must be managed in a manner tha
illustrates prudent use of program dollars while providing
reasonable allowance for MCQOs to  provide
comprehensive care management to promote positive
outeomes for Medicaid beneficiaries in Nebraska. Tc
evaluate the reasonability of non-benefit expenses, we
will review the major administrative reguirements undei
each MCO contract and how those requirements have
changed from prior rate pericds. We will also reques!
detailed reporting on administrative costs from MCOs as
part of an MCO survey request.

MCQs that are for profit entities may be subject to

Health Insurance Providers Fee under Section 8010 o

the ACA. Under Actuarial Standard of Practice (ASOP;

No. 49, actuaries are required to reflect this fee in the

capitation rates, and since it is non-deductible fol

corpeorate tax purposes, the rates must also reflect the ta>

impact of the fee. This tax may be reflected eithe

retrospectively or prospectively, depending on the state’s

preference. Althcugh prospective implementation may be simpler administratively, we will often
recommend retrespective implementation in order te minimize the risk of overpayment.
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Additionally, dating back to calendar year 2008, we have maintained a database of financial
statements for Medicaid MCOs and have published annual reports analyzing and summarizing this
data®. The data, representing 186

companies and $166.6 hillion in Medicaid

revenue in 2017, provides benchmark

information on  administrative  costs,

underwriting margins, medical loss ratios,

and risk-based capital levels for Medicaid

MCOs, and will be used to ewvaluate the

adequacy and reasonableness of current

and projected capitation rates, along with

underlying assumptions concerning non-

benefit costs, We will also evaluate changes

in the administrative requirements for MCOs,

changes in MCO enroliment, and other

factors that should inform assumptions for

administrative costs.

In the process of establishing fair and appropriate rates for the managed care populations in
Nebraska, we aim to support DHHS in its efforts to increase the efficiency of the Medicaid delivery
system. Providing meaningful review and suggestions requires a blend of actuarial and clinical
expertise that Milliman is well-positioned to provide. The firm has a proud history of actuaries and
clinicians working toegether and has the expertise — and credibility with the health plans — to both
identify issues and to assist DHHS in developing strategies to address them in a responsible and
sustainable manner.

in keeping with our commitment to a customized appreach and transparent capitation rate development
analysis, we work with our state Medicaid agency clients to establish deliverables that demonstrate the
achievement of project milestones in the capitation rate development. The graphic above provides a
summary of these interim deliverables, which are aligned with the capitation rate development process,
and occur alongside the frequent status meetings we have with the Department:

AS INE TIFSL DeIIVErabie In tne capiianon rae seiing process, ine information request sets the stage
for the ongoing communication loop with us and the Department during the rate development
process. This repart can guide discussion and provides the opportunity for us to know of any big
program changes early on in the process. Because of our continuous monitoring of managed care
program and ongoing discussions with the state, this information request is generally limited to
anticipated changes (e.g., eligibility/benefit carve-ins), and allows for a smooth transition from
monitoring activities to capitation rate development activities.

* hitp:fAwwew milliman cem/uploadedFiles/insight/2018/Medicaid-managed-care-financial-resulis-2017 pdf
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Siar W oiequesunyg motmauon rom uie wate, we request information fram the health plans to
help provide additional insight into the data sources we use for the analysis, and to aid in the averall
capitation rate development process. Significant pieces of infarmation requested in this survey
include the health plan's estimate of claims completion, sub-capitated experience, missing claims,
non-state plan services, and administrative costs.

We treat this information with the utmost confidentiality, as we understand that the health plans are
providing proprietary information in many cases.

VVIININ INE Capiiauon rale mewngaoiogy repor, we QUUINe e Cdpiauorn de vevelopment process,
which is consistent with the proposed development approach documented above. For a rate update
analysis, the most recently certified capitation rates serve as the starting point for the analysis.
Therefore, the focus of this report is the description of the adjustment factors anticipated to be
applied during the process. To allow for ample review time, we generally provide this report first to
the state (at least a week before it is ready for distribution to the MCQOs) and schedule time to go
over the main companents.

If the Department is agreeable, we can deliver an in-person presentation to the heaith plans to
cover the major items outlined in the methedology report. This presentation and accompanying
report provide qualitative insight to the health plans on the techniques that will be utilized to develop
the adjustments and assumptions supperting the final capitation rate.

I ne aran capiiaunon rate reporn aocuments e wn capuation rate development process, from base
data ta final capitation rates. Within the narrative section of the report, we quantify and describe
the impact of every material adjustment at the capitation rate cell level. Additionally, quantitative
exhibits are provided, where the impact of each adjustment is identified and quantified for every
step of the rate development process.

The report structure follows the Medicaid Managed Care Consultation Guide. Finally, consistent
with the timing of the base data and methodology report, we generally provide this report first 1o
the state (at least a week before it is ready for distribution to the MCOs) and schedule time to review
the results of the capitation rate development process.

AULED LIS Uldil GEPILELOI TEE 1EPUIL 1D GIDUIVuLLEY W LIS o Js, we typically deliver an in-person
presentation to the health plans to walk thraugh the full development of the capitation rate. We
cover each major capitation rate adjustment and the material assumptions underlying the
development of these adjustment factors. This presentation provides a forum for the health plans
to ask questions during the discussion and also to provide any pertinent feedback on the rate
development process.
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The final deliverables represent the culmination of the rate setting process. These ultimate steps result ithe
final risk-adjusted rates and include all required documentation necessary for submissicn to CMS. If CM8
requests further information during their review, we will provide clarifications or supplemental anaiyses to
obtain approval as quickly as possible.

1 0 OOCUITIENT IAE DEVEIUPITIENL O e DAdSE CapIlauun rdues 101 eact raue cell, we follow the Medicaid
Managed Care Consultation Guide published annually by CMS. Our adherence to the guide
facilitates the CMS review and approval process, and our reperts have been referred to as the gold
standard within the industry. We will be actively engaged in the documentation and review process,
through participating in calls and meetings as needed and preparation of further analysis,
explanation, and recommendations, and we will respond to any questions in a timely manner.
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As a result of offering a wide breadth of qualified
consultants to serve the Department, personnel absences
(such as employee vacations) will not cause delays in
responding to the Department’s needs.

The final certification report of the capitation rates for all
managed care programs is the cuimination of the capitation
rate development process. It represents a documented
assurance to the Department, the federal government, and
MCO stakeholders that the capitation rate setting process
fully follows federal guidelines, including the following
assurances;

The rates have been developed in accordance with

generally accepted actuarial principles and practices.

The capitation rates provide for all reasonable, appropriate, and attainable costs that are
required under terms of the contract and for the operation of the MCQ for the time period
and population covered under the terms of the contract.

The rate development reflects compliance with all laws, regulation, and other guidance for
the Medicaid program, including but not limited to eligibility, benefits, financing, any
applicable waiver or demenstration requirements, and program integrity.

The final capitation rates must be reasonable, and the documentation must be sufficient to
demonstrate that the rates comply with applicable law.

From our experience in certifying Medicaid capitation rates in several other states, we are aware
of the increasing scrutiny CMS has placed in reviewing submitted actuarial rate certifications. CMS
produces an annual Medicaid Managed Care Rate Development Guide, which outlines the
infarmation it expects to receive in an actuarial certification report, The following tables summarize
the components of the rate setting process on which CMS has placed increased scrutiny in the rate
setting guide and other regulations, and the methodologies we will employ to ensure that our rate
setting process for DHHS’ managed care programs continue to be fully compliant with regulatory

standards.



CMS REQUIREMENT

Types of data used,

Document any concerns the
actuary had with the data;

Describe any changes in the
source base data from the
pricr rate setting pericd

CMS REQUIREMENT

Changes in covered benefits,
including impact to rates

Trend assumptions by service
category, with breakdowns by
utilization and unit price

Managed care adjustments

CMS REQUIREMENT

Cescription of administrative
and care management costs,
as well as provisions for cost of
capital, risk and contingency
margin, underwriting margin,
profit margin

Taxes, fees and assessments

MILLIMAN METHODOLOGIES

We have a pre-defined evaluation process to review capitation rate setting data for
incompleteness or omissions. This process, along with any data issues that are
encountered during the rate setting process, will be documented in our certification
letters, along with being verbally communicated to CMS, MCQs, and DHHS
personnel.

MILLIMAN METHODOLOGIES

To the extent a benefit change is made, we will develop estimates of the estimated
cost impact at the service category and rate cell level. Such adjustments will be
documented in our rate certification letter.

Trend rates for projected benefit costs will be developed by service category and
rate cell, and will be split between utilization and service cost trend. Our
documentation of trend rate development will disclose data sources, base time
periods, and actuarial projection techniques.

Managed care adjustments will be developed using our suite of managed care
efficiency tools. Qur methodology utilizes an objective approach to identify potential
areas for efficiency and our managed care adjustments reflect the expectation for
the MCOs to reasonably achieve the targets in alignment with the Department's
goals far the managed care program. These adjustments are documented in our
rate certification letters and associated data books.

MILLIMAN METHODOLOGIES

Dating back to calendar year 2008, we have maintained a database of financial
statements for Medicaid MCOs. This data, representing 186 companies and $166.6
billion in Medicaid revenue in 2017 provides benchmark information on
administrative costs, underwriting margins, medical loss ratios, and risk-based
capital levels for Medicaid MCOs, and will be used to evaluate the adequacy and
reaschableness of current and projected capitation rates, along with underiying
assumptions concerning non-benefit costs. We will also evaluate changes in the
administrative requirements for MCOs, changes in MCO enrcllment, and other
factors that should inform assumptions for administrative costs.

Any taxes, fees, or assessments included in the rates will be documented in a clear
and transparent manner. In particular, the ACA's health insurer fee will be
incorporated into the capitation rates as appropriate, as the aggregate national fee
amount and an insurer’s share of the aggregate fee will change on an annual basis.
Additionally, as Medicaid health plans have entered the commercial market through
the public insurance exchanges, they may become newly subject to the fee if their
commercial premium revenue represents more than 20% of their total premium
revenue.

Medicaid Managed Care Actuarial and Consulting Services

56



CMS REQUIREMENT

Risk adjustment processes

Risk mitigation programs

Incentive or withhold amounts

CMS REQUIREMENT

Adjustments for acuity, pent-up
demand, and adverse
selection;

Identify and changes in data
SOUrces;

Describe any risk mitigation
sirategies

MILLIMAN METHCDCLOGIES

The risk adjustment process will be fully exposed in rate setting certification letters,
including the process employed to ensure no data guality issues existed prior to
impiementing risk adjustment.

Risk mitigation programs including risk corridors, minimum medical loss ratios, or
reinsurance programs will be documented, along with a rationale for why these
programs are necessary to limit volatility in MCO expenditures or ensure DHHS
purchasing-value.

A description of any incentive or withhold amounts will be included in the
certification letter. In the course of the development of any incentive payments to
the MCOs, we will work with DHHS to ensure that such incentive payments do not
exceed 5% of total MCO revenue to ensure actuarial soundness as reguired by
federai regulations.

MILLIMAN METHCDOLOGIES

We have developed Medicaid expansicn rates in several states. The development
of these rates was particularly challenging initially, as there were many unknowns
concerning enrollment rates and morhidity levels of the eligible populaticn. It is also
likely that the utilization and cost patterns of the Medicaid expansion population will
be changing as the program matures. We will perform a detailed evaluation of
assumptions used in prior rate setting periods to determine if specific assumptions
should be modified or removed from the rate setting process. Financial results for
each participating MCO will also be evaluated to ensure underwriting and
administrative costs are reasonable in relation to industry noms.

Risk

10 COMBIELE HE CAIGUIAIEU Capiauun rawe wur cacn vurnracted MCO, a detailed risk adjustment
methodology is applied to the Department’s managed care program. Health risk adjustment is an
important mechanism utilized in the support of a sustainable Medicaid managed care program for
participating MCOs. The focus of the health plan risk assessment process is to allow plans to
compete on delivery of care and efficient management of patient needs as opposed to limiting
exposure to higher-risk individuals. This process allows for the measurement of relative morbidity
for individuals within a certain population.
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Final Rate Risk Responses to
Ceartitic n Adjustment CMS Queslions
Report

ATIET INE OOCUIMIENLAUG! DI CAPRAUUH Tdles dnd Dsk agjusunent are suomitted to the Department
for distribution to CMS and the MCOs, we continue to provide support to the Department in
preparing responses to any applicable questions that CMS may ask during their review of the
certified capitation rates and accompanying documentation. As a testament to our transparency
and thoughtful consideration of each assumption during the capitation rate development analysis,
the CMS review process contains only a handful of questions in many cases and rarely continues
into a second round of questions.

Throughout the process of developing actuarially sound capitation rates, there are several technical
considerations that need to be made. The following provides a list of items that Milliman will consider in
developing capitation rates for DHHS:

Payment rates should be sufficiently differentiated into actuarial cost models to reflect known
variation in per capita costs related to age, gender, Medicaid eligibility category, and health
status;

Appropriate levels of managed care plan administrative costs should be included in the rates,
with consideration of Nebraska state laws regarding limitations.

Consider constraints of local delivery system and MCO policies in establishing managed care
efficiency targets.

Methodology changes in the withhold arrangement should be evaluated to assess the amount
of the withhold that is reasonably achievable in the context of the capitation rate development.
Programmatic changes in the Medicaid program between the data and contract pericds should
be reflected in the rates.

Effective data visualizations through charts, exhibits, and tables should be utilized in presenting
capitation rate development methodologies and results.

It is often helpful to provide MCQOs with certain components early in the process, for example
base period data summaries {data book), proposed adjustments, assumptions, and planned
treatment of policy and program changes. This supports transparency, allows MCOs to voice
any concerns earlier in the process, and avoids last minute surprises and delays.

Providing fiscal impact estimates for proposed program and policy changes early in the process
can assist with acquiring the necessary approvals to finalize policy decisions.
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In internal discussions with the State, we will disclose assumptions that have materiai
opportunity for variation around a best estimate (most commanly trend assumptions or
managed care efficiency assumptions) and provide an estimate of the sensitivity of the rates
to these assumptions. This is information that previously would have been provided as a rate
range.

Frequent touchpoint meetings with DHHS should be established to discuss current rate
development analytics and anticipated program changes for the capitation rate contract year.

Documentation should follow the instructions and layout of the CMS Medicaid Managed Care
Rate Development Guide.

Discussion material should include a comparison to prior year rates to allow evaluation of the
adequacy of the rates in relation to the MCOs prior year financial performance.

To facilitate an understanding of the rate development process, we typically illustrate
reconciliation of the base period data to the final rates, including each material adjustment that
was made and the impact of that adjustment on the capitation rates.

Thorough and thoughtful data analysis should be completed to consider the most appropriate
version of risk adjustment to be used in developing the risk adjusted rates. Data validation
results at the service category level help determine the appropriateness of using medical
classifications only (CDPS), pharmacy models (Medicaid Rx), or a combination of both (CDPS
+Rx);

For programs with benefit carve-outs, such as behavioral health or pharmacy services, specific
CDPS weight options should be used to most appropriately reflect the risk associated with the
managed care program.

Presentation material for MCO meetings should provide detalled descriptions of all actuarial
assumptions and rate development methodologies to facilitate transparency in the rate
development process.

To the extent applicable, performance withholds should be structured in a manner that
incentivizes health plan performance in alignment with program goals. We typically assist our
state clients in developing achievable goals for the health plans based on historical program
data.
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We have found it is ideal to provide approximately 13 weeks for the annual capitation rate setting process.
Our typical timeline is outlined below. When finalizing the actual timeline with the Department, we will do
so in a manner such that the final rates are submitted 150 days or & months in advance of the effective
date. ltems highlighted in green shading represent deliverables to the Department. Alsc, we have found it
ideal to set up bi-weekly or weekly check-in and status calls with our state Medicaid agency clients to keep
them informed of every step of the process.

ACTIVITY WEEKS

Munman wil meet wiin e wveparniment w muate ine project and discuss the information request
that we will provide ahead of the meeting. We will discuss expectations for project outcomes and
establish guidelines for the workflow process and timeline. Milliman will provide the Department
with discussion items pertaining to current laws and regulations and how those may impact the
rates to be paid to managed care entities. We will also provide information regarding future
regulation changes and the applicability of those changes in relation to the programs covered by
the Department.

This meeting is also an opportunity for the Department and Milliman to take a step back from
operations to consider strategic medifications to the reimbursement structure. The discussion may
include adjustments to methodology, covered populations, integration or carve-out of services,
restructuring of populations or services, modification of incentives, risk adjustment, or any other
structural changes to enhance value.

After the discussion has led to agreement on the scope for the capitation rate setting project,
responsibilities will be clarified and the timeline may be adjusted. To the extent that no major
changes are envisioned, the timeline may be condensed.
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However, when major changes are contemplated, it may be appropriate to allow additional time to
inform the MCOs and allow for feedback.

Milliman anticipates that most elements of the project will be defined up-front when possible, with
interim deliverables and timeframes agreed upen in advance. However, sometimes a change is
needed midstream. In these instances, Milliman will work collabaratively with the Department to
adjust the processes or direction,

iImmediately following the kick-off meeting with Milliman, the Department may wish to have an
informational meeting with the MCOs to discuss any changes to the reimbursement structure or
methodology. Milliman will ke availakle to support, as desired by the Department.

AS Soon as ne capuaion raie seuing project nas been defined, we begin work on the rate
development and application of adjustments. These often trend, anticipated program changes,
MCO contracting adjustments, and adjustments to reflect anticipated levels of healthcare
management. We will develop a range of managed care adjustments (from high to low) for
purposes of the capitation rate calculations.

Program and policy changes are generally the focus of a capitation rate update exercise. Future
program changes may ke anticipated due to normal changes in the Medicaid environment as well
as external mandates, such as the Affordable Care Act. We will make appropriate adjustments to
reflect cost estimates for enacted changes. Examples of program changes that could potentially
impact the Department over the course of this contract include population expansion, fee schedule
changes, adgministrative cost changes, pharmacy rebates, and additional covered services.

We will also analyze historical utilization and cost per service trends in the base period data and
more current available data provided by the Department. This will be compared with cbserved trend
rates in other states’ Medicaid managed care programs. Other benchmarks may also be
referenced, such as general medical inflation and other economic trends, as appropriate.

The final capitation rates will be developed by adjusting per member per month costs to reflect
administration, profit, and contingency margins. To determine appropriate margins, we will examine
MCO financial statements and compare these to financial statements from other Medicaid
managed care organizations. To facilitate this process, Milliman’s Indianapolis office develops an
annual report that summarizes metrics from the annual statements of the nearly 200 MCOs who
report $10 million or more in annual Medicaid revenue for physical health. These metrics include
values such as the Medical Loss Ratio, Administrative Loss Ratio, and Underwriting Ratio. A copy
of the 2017 report is included in Appendix 7.

I MIS report QOCUMENLS INE Main SLeps O UIE CAPREuoN aie ueveoprent process. We deliver this
report to the Department at least a week before distribution 1o the health plans to allow ample time
for Department review ang for us to walk through the report with the Department. Upon receiving
the Department’s approval, we will prepare the capitation rate methodology presentation for in-
person delivery to the health plans anticipated during Week 6.

vv¥e anucipate gelvering an In-person presenaucn 0 me neann pians o waik through the full
development of the capitation rate. We will address and describe each major capitation rate
adjustment and the key assumpticns underlying the development of these adjustment factors. We
believe that this meeting continues to support transparency in the process and provides a forum
for the health plans to ask questions during the discussion. Finally, if the Department is agreeable,
the health plans may submit additional questions in writing related to the rate development, for the
Department’'s and Milliman's consideration.
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Wiinman will aeveiop a arart report 1o pe snared witn (ne vepariment 1IN aavance or ine nindl raie
certification letter for submission to CMS. The draft report will provide full documentation of the rate
development. This will include appendices illustrating actuarial cost models for each rate cell, and
trend and other adjustments applied to the base data for each rate cell. The body of the document
will discuss the data, assumptions, and methodology used to develop each adjustment to the rates.
Milliman will provide the draft report in a format consistent with the final certification documentation
that will be submitted to CMS. Following an appropriate timeframe for review by the Department,
Milliman will solicit feedback on the proposed rates. Milliman will edit the draft report and rate
calculations as appropriate.

NMIIIMan Wil prepare a preseniauon 10 present tne aran capnauon rates to the MCOs. The
Department will review the presentation and arrange for the meeting, while Milliman will take the
lead in delivering the draft capitation rate results and explaining the main underlying assumptions.

IVIHTITTIEAN Wil as515L 1ne uepanmem N respanaing \a wwy quesLans, nouaing any wnllen quesLons
that may be submitted after the meeting. Should the Department and Milliman wish to make any
additional adjustments to the rates based on MCO feedback, Milliman will reflect those revisions in
the final report.

Ine 1indl repon, Inciuging aciuarial Ceruncauon ror suDmissian wo Wivio, Wil De Jenverea 19 Lne
Department in Week 13. Prior to release of the final report, internal Milliman peer review will be
performed by an experienced managed care actuarial consultant who was not involved in the
capitation rate setting process. This provides one last check to ensure the documented actuarially
sound capitation rates fully meet all statutory and regulatory requirements, as well as all actuarial
standards of practice.

Milliman’s commitment to the project does not end with the final actuarial report. We are dedicated
to providing the Department with any assistance that may facilitate receiving approval from all
parties and implementing the rates. For example, Milliman is available to respond to questions or
assist in follow-up discussions with CMS or the MCQOs. Milliman often assists states with aspects
of contracting that are related to the rates, such as development of contract not to exceed values
or reviewing contract language to ensure it is consistent with the development of the rates. We are
also available to assist the Department staff or the fiscal agent with implementation of the rates, or
in any other capacity that the Department may request. For example, the fiscal agent needs to
know the new rates to enter into the payment system, but may not be interested in the actuarially
sound capitation rates. To minimize the chance of payment error, Milliman could provide the fiscal
agent with a special packet including exhibits illustrating the actual new rates payable to each entity,
less any performance withholds.

IVHIIMEN will geveiop INiLal FISK SCOres ana snare aran nsk agjusiment results with the Department.
The draft report will inciude MCO case mix and prevalence information as described in the
Proposed Development Approach section. Similar to the draft capitation rate certification letter, this
documentation will be fully transparent and in the farmat consistent with the final certification that
will be submitted to CMS.The final risk adjustment report will be delivered to the Department and
presented for final state approval before submission to CMS.
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As with the final actuarial certification described in Step 8, Milliman will continue to provide any
additional services necessary to obtain stakeholder approval of the risk adjustment results.

In recognition of the broad array of services requested in this RFP, we have a prepared a team of
consultants and analysts that have a broad array of experience across Medicaid managed care
programs and the healthcare industry. The organizational structure outlined helow shows the primary
staff that will be dedicated to providing actuarial and consulting services to the Department. The breadth
and depth of the expertise of these individuals underscores our eommitment to providing the highest
quality actuarial and consulting services to the State of Nebraska. While the services performed
under this RFP will be performed by the staff in the Indianapolis office, we have countless
resources available to access the intellectual capital generated by our global firm.

Primary Consulting Actuary
Robert M. Damler, FSA, MAAA — Principal and Consulting Actuary.
Project Managers

Marlene T. Howard, FSA, MAAA - Principal and Consulting Actuary; and
Jeremy A. Cunningham, FSA, MAAA — Consulting Actuary.

Actuarial Support

Colin R. Gray, FSA, MAAA — Actuary, and
Jaime M. Fedeler — Actuarial Healthcare Data Analyst.

Data & Technical Support Analysts

Matthew J. Brunsman — Healthcare Data Analyst; and
QOksana V. Owens — Healthcare Data Analyst.

Resumes for each of the proposed team members are included in Appendix B.

Milliman is committed to providing the highest quality actuarial consulting services in a timely and
professional manner. We will assist the Department in meeting all of its commitments and believe Milliman
is the best vendor to provide the Department with actuarial and consulting services related te the
development of Medicaid managed care capitation rates in the State of Nebraska.

We are committed to following the tentative timeline for Calendar Year 2020 capitation rate setting and
risk adjustment as cutlined in the project plan described above. In addition to completion of stated tasks,
Milliman believes in establishing timelines to permit the Department an opportunity to review major
deliverables and provide valuable feedback into the process. Sufficient time will be allotted to implement
requested revisions/changes based on the Department's review of the deliverables. With the
Department’'s expectation that final rates be submitted 150 days or 5 months in advance of the effective
date, we anticipate that the Calendar Year 2020 capitation rate development analysis will commence in
mid- to late-April 2019 and be complete with the delivery of the final rate certification report by the
beginning of August 2019,
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SOW 2 — Capitation Rate
Rebasing



The SOW is to secure Actuarial and Consuilting Services to rebase full risk capitation rates for the Medicaid
Managed Care program. The rebasing process includes analysis of updated data and adjustments to
trends. The rebasing activity will occur at least cnce annually.

Activities related to capitation rafe rebasing include but are not limited fo.

a.

b.

Analyze different types of rate methodologies and modeis used by governmental and commercial
entities upon request;

Analyze paid claims (both fee-for-service and managed care, managed care financial statement
data, and managed care encounter dafa with a specific focus on developing a rate range of
highftargetdow full risk capitation rates;

Analyze rate cell alternatives for identification of various groupings for the population (e.g. age,
gender, efigibility),

Assess compliance of rate methodologies and applications with Federal and State laws, rules, and
regulations regarding reimbursement and budget-related issues;

Provide documentation and training for Department staff on new capitation rate-setting
methodologies and procedures. Documentation and training shail be easily understood, alfowing
the Department to implement and manage the execution of new capitation rate-setting
methodologies,

Provide an actuarial certification as to the soundness of the rates the contractor develops; and
Prepare all presentation material, and attend and participate in with MCO meelings as requested
to promote approved recommendation.

1. Policy and Financial Management Consulting Services

a.

Work collaborafively with the Department in the exploration of various Value Based Payment (VBP)
modeis for the Department’s Medicaid program as an altemative to the current reimbursement
structure. Models include the use of Managed Care Ormganizations (MCOs), Accountable Care
Organizations (ACOs), and Independent Practice Associations (IPAs) fo incorporate shared
savings, bundied payment mechanisms based on an episode of care rather than an individual visit,
and other total cost of care models

As part of this transformation, the Deparntment anticipales major policy changes over the next
several years with the implementation of federal and state health care payment care reform. The
contractor will be required to establish and staff a VBF team fo analyze federal and stale policies
and provide technical support and analysis in the transformation of the Department's Medicaid
reimbursement system. The contractor will assist in quantifying the impact of proposed policy and
legisiative changes on existing capitation premiums; those changes that can affect the total number
of eligible consumers, the underlying risk of the capitated population, or the Medicaid benefits
package, which may increase or decrease the average capitation premium.

The VYBP team will also be tasked in assisting the Department with the development and confinued
maintenance of bundled payments and fotal cost of care benchmarks.

Provide technical assistance in evaluating management agreements, contracts between related
parties, and cost sharing and cost affocation methods as they impact Managed Care plans

Assist in refinement of existing financial monitoring fools, on-site monitoring, and plan engagement
techniques which include, but is not limited to plan encounter validation reports plan encounter data
comparison repors

Develop dashboard reporting with benchmark compansons by category of service for the Managed
Care programs

Analyze the accuracy of MCQO premiums based on overall MCO financial performance,
retrospectively

Provide on-site plan audit reviews as necessary including but not fimited to financial, chinical and
operational assessment

Track and analyze financial impacts of populafions transitioning from service based payments
programs fo Managed Care
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MILLIMAN TECHNICAL PROFDSAL

= Indiana Medicaid: 1.5 millicn lives, enrcliment and claims data from 1998 through current;

» Michigan Medicaid: 2.2 million lives, enrclliment and claims data from 1999 through current,

* Ohio Medicaid: 2.9 million lives, enrollment and claims data from 2015 through current;

« South Carclina Medicaid: 1.2 million lives, enrcllment and claims data from 2009 through
current; and

« Pharmaceutical Manufacturer: 400 GB of nationai drug code (NDC) detail prescription data.

Milliman has experience in assisting states with the development of an encounter data monitoring
report to reconcile submitted encounter data with actual experience of managed care plans.
Generally, Milliman designs an Encounter Quality Initiative (EQI) report customized to each state
Medicaid client that compares plan membership, utilization per thousand, and per member per
month metrics by service category for summarized encounters and plan reported financial
summaries. These data comparison reports can be tied 1o financial incentive measures for the
plans, with the goal of promoting complete and accurate encounter data which can be used for rate
setting and other purposes.

Success: Data Validation

For the State of Ohio, Department of Medicaid {ODM), we have been receiving monthly encounter
data extracts {containing more than two million lives) since our contract inception in 2015. We
facilitate several steps and processes to ensure that the data is complete and conforms to values
in the State’s data warehouse. For each file we receive that contains records for claims, recipients,
or other data, the file typically comes with one additional record that has control values for fields or
metrics within the file. These control values indicate record counts or sum-totals for all records for
each numeric field in the file at hand. For example, an institutional claims file we receive will come
with a control value indicating the total header paid dollar amounts on all claim lines within the file.
Our main validation step is to summarize the numeric fields for all records in the file to ensure that
we are arriving at the same answers as the values present on the “control values” record
accompanying the file. If we do not reconcile to the exact control values, we follow-up with ODM in
order to isolate differences.

Additionally, because we receive data extract files on a monthly basis, we compare newly received
files to the files we received in prior months. In the event a newly received file is significantly
different from previously received files in terms of total records, utilization counts, dollar fields, or
other numeric fields, we follow-up with ODM to discuss the issue. At this point, we also check to
make sure the data we receive from CDM does not exactly match the data we received in a prior
month to confirm we have not received duplicate data.

This data validation process is the first step in ensuring that MCO encounter data is adequate for
use in rate development. While there are many additional steps in evaluating the completeness of
encounter data, data validation assures ODM and MCO stakeholders that encounter data used in
the rate setting process accurately reflects historical MCO expenses.

Success: Transition from Fee-for-Service to Encounter Data Analysis

Milliman has worked with the State of Michigan, Depariment of Community Health since 1997 to
perform risk-based capitation rate setting for all of the managed care programs operating in the
state. These programs include both non-disabled and disabled populations. We have worked
extensively with expanding the presence of Medicaid managed care within the state through
transition of previously fee-for-service populations and Medicaid expansion. We have assisted the
state with analyzing managed care encounter data relative to historical fee-for-service experience,
along with quantifying the impact that differences in base data have on the rebasing component of
rate setting activities.

Success: Rebasing for Managed Long Term Care (MLTC) Programs

Milliman has worked with the State of Ohio, Department of Medicaid since 2015 to perform
capitation rate setting and associated analyses for all populations covered under a risk-based
Medicaid managed care program in the state. This includes Ohio's Medicaid Managed Care (MMC)
program and the MyCare Chio (MyCare) program.
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MyCare is Ohio's dual demonstration program that includes long-term care {LTC) services. We
have assisted QOhio in rebasing its capitation rates for both the MMC and MyCare programs, and
have extensive experience in working with the unique data challenges associated with both the
dual demonstration program and LTC services.

MIItMan nas periormena consung services since 1999 for the State of lllinois, Department of
Healthcare and Family services. Our actuarial team performs capitation rate setting for all managed
care programs in the state. We have supported lllinois through the expansion of its managed care
program to cover additional populations and move to mandatory enrollment on a statewide basis.
In the early years of managed care, capitation rate rebasing often has a material impact on rate
setting as the program matures. This period following transition may reflect observed year-over-
year fluctuations in experience as the population and health plans become accustomed to a
managed care delivery system. We work with the state throughout the year to monitor emerging
experience relative to capitation rate assumptions to keep the state informed of potential rebasing
impacts anticipated for the next capitation rate setting analysis.

By examining e consisiency or encourer repurting on a monthly basis between providers and
regions and across populations, we can identify encounter data issues in a systematic fashion. We
will use the following process to address encounter data issues.

Define data issue: We will draft communication to be shared first with the Department and
then the specific MCO identifying the observed encounter data issue. The communication
will document the services, populations, regions, and the time period impacted by the
issue.

Confirmation from MCO of data issue: We will seek confirmation of the data issue from the
respective MCOQ. To the extent the MCO does not observe the same data issue, this may
be an indication of encounter data transfer issue between the Department and the MCO.
Reguest revised or re-submitted encounter data: After the MCO has acknowledged the
identified encounter data issue, we will request the MCO to resubmit corrected encounter
data to the Department if possible.

Mitigation strategy. For many instances where there are known encounter data issues, it
may not be possible for the MCO to correct the issue by resubmitting data. Therefore, it
will be necessary to seek alternative data sources from the MCO to allow us to
appropriately adjust the encounter data for usage in the capitation rate development
process. Alternative data sources may include financial reports, provider invoices, and
other pieces of financial information.

Documentation in _rate certification: Consistent with standards in the CMS Medicaid
Managed Care Rate Development Guide, we will document all material adjustments made
to the MCO encounter data in our rate certification.

As an example, our encounter data quality review for Scuth Carolina Medicaid managed care
program uncovered a reporting issue in the monthly data files related to third party liability (TPL)
claims. A detailed claim review by category of service and comparisons across health plans helped
identify the issue. Through communication and collabcration with the state and the impacted health
plans, we created a process to adjust (and validate) the historical data and develop a soluticn for
future encounter data submissions.

As evident in the final Medicaid managed care rule, CMS has raised its standard for the reporting
of quality encounter data by states, including withholding federal Medicaid funding if a state fails
to correct data issues. As demaonstrated in our white paper on the encounter data standards®, we
are prepared to help the Department and MCOs improve encounter data quality.
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reasonable, appropriate, and attainable costs that are required under terms of the contract and
for the operation of the managed care plan for the time period and population covered under
the terms of the contract, and such capitation rates will be developed in accordance with the
requirements under 42 CFR 438.4(b).

Specifically related o data, we further reference Actuarial Standard of Practice (ASOP) 23 (Data
Quality), which outlines the responsibilities for an actuary to undertake when using data for any
analysis. While we are not required to audit the data provided, we are held to the responsibility of
reviewing the data for reasonableness. We spend a considerable amount of time during the data
validation step of the capitation rate rebasing, because the base data is the foundation for the entire
analysis.

Finally, CMS has focused on the age and sources of base data in the Medicaid managed care
regulation (42 CFR §438). In §438.5, section (¢} is entirely devoted to base data guidance. The main
directives are as follows™:

« The base data must be representative of the population to be served under the managed care
contract;

» The states must provide all such data for the “three most recent and complete years prior to
the rating period”; and,

» The base data must be sourced frem one of these three most recent and complete years.

To be compliant with the federal regulation and given our commitment to best in class service and
quality, we frequently interact with the state and, by association, the MCOs, to ensure that the data
rebasing activity produces the best available base data before we move on to the next phases of the
capitation rate development analysis.

Section 438 5 page 27855,
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I hitp://us. milliman.com/insight/2016/Encounter-data-standards-Implications-for-state-Medicaid-agencies-
and-managed-care-entities-from-final-Medicaid-managed-care-rule/
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While the services performed under this RFP will be performed by the staff in the Indianapolis
office, we have countless resources available to access the intellectual capital generated by our
global firm.

Primary Consulting Actuary
Robert M. Damler, FSA, MAAA — Principal and Consulting Actuary.

Project Managers

Marlene T. Howard, FSA, MAAA - Principal and Consulting Actuary; and
Jeremy A. Cunningham, FSA, MAAA - Consulting Actuary.

Actuarial Support

Colin R. Gray, FSA, MAAA — Actuary, and
Jaime M. Fedeler — Actuarial Healthcare Data Analyst.

Data & Technical Support Analysts

Matthew J. Brunsman — Healthcare Data Analyst; and
Oksana V. Owens — Healthcare Data Analyst.

Resumes for each of the proposed team members are included in Appendix 6.

Based on the project work plan outlined above, the intended deliverables for this project would include
interim results, data summaries, a draft report, and a finalized rate certification. These items would be
delivered over the course of the project timeline as identified above,

The final report will provide a detailed description of our methodology used for developing the capitation
rates and provide an actuarial certification as to the soundness of the rates we develop. Additionally, we
will prepare presentation material, attend and participate in meetings with managed care organizations as
requested to assist with promoting the approved recommendations.
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The key RFP activities outlined in this section include:

a. Work collaboratively with the Department in the exploration of various Value Based Payment (VBF)
models for the Department's Medicaid program as an altemative to the current reimbursement
structure. Models inciude the use of Managed Care Organizaftions (MCQs), Accountable Care
Organizations (ACOs), and Independent Practice Associations (IPAs) fo incorporate shared
savings, bundled payment mechanisms based on an episode of care rather than an individual visi,
and other total cost of care modeis.

b. As part of this transformation, the Department anticipates major policy changes over the next
several years with the implementation of federal and state health care payment care reform. The
contractor will be required to estabiish and staff a VBP team fo analyze federal and state policies
and provide technical support and analysis in the fransformation of the Department's Medicaid
reimbursement system. The contractor will assist in quantifying the impact of proposed policy and
legisiative changes on existing capitation premiums; those changes that can affect the lotal number
of eligible consumers, the underlying risk of the capitated population, or the Medicaid benefits
package, which may increase or decrease the average capitation premium.

c. The VBP feam will also be tasked in assisting the Department with the development and continued
maintenance of bundled payments and total cost of care benchmarks.

Rising healthcare costs have put a financial strain on state Medicaid programs across the country, and in
response, many states have explored alternatives to the traditional fee-for-service reimbursement model.
These alternative payment models are often referred to broadly as value-based purchasing (VBP). We
propose to staff a VBP team as follows:

Primary Consulting Actuary

Robert M. Damler, FSA, MAAA — Principal and Censulting Actuary
Project Manager

Jill Herbold, FSA, MAAA — Principal and Consulting Actuary
Actuarial Support

Anders Larson, FSA, MAAA — Consulting Actuary

This team of individuals has experience consulting with payers, providers, and state Medicaid agencies in
a wide range of VBP arrangements. Members of cur VBP Team have been working with Medicare ACQOs
since 2011, including those participating in the Pioneer ACO Pregram, Medicare Shared Savings Program
(MSSP), the Next Generation ACO program, and the Bundled Payments for Care Innovation (BPCI)
program. We have also consulted with IPAs, provider networks, and health systems as they look to
establish ACOs or negotiate shared savings agreements with commercial payers. Additionally, we have
worked with the National Association of ACOs to author white papers for their members and assist with
research of ACO operating expenses.

For each of the requirements in this scope of work, we have over 8 years of experience, which includes
providing assistance to commercial payers, Medicare ACOs, as well as the Medicaid programs for the
states of Ohio and lllinois.
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As we perform our analyses, we will follow all applicable actuarial standards of practice (ASOPs).
Several ASOPSs relevant to our work with VBP include:

Medicaid Managed Care Final Regulation (requirements for accuracy and timeliness of
encounter reporting);

ASOP & — Incurred Health and Disability Claims;

ASOP 23 — Data Quality;

ASOP 41 — Actuarial Communications;

ASOP 45 — The Use of Health Status Based Risk Adjustment Methodologies; and
ASOP 49 — Medicaid Managed Care Capitation Rate Development and Certification.

We will also work with the Department to ensure all proposed policy changes meet regulatory
requirements, and we will wark with the appropriate agencies {including CMS3) to gain the necessary
approvals.

Although Nebraska has already capitated most services to MCOs through Heritage Health, providers are
still fargely reimbursed from MCOs on a fee-for-service basis. There are a variety of VBP options that
Nebraska may wish to explore, including models that have been tested in other

states or innovative solutions applicable to Nebraska's unique challenges.

Below are some common VBP arrangements that could be explored in Nebraska,

Shared savings agreements: Participating providers are eligible to
share in a portion of the savings if they are able to reduce the total cost
of care for patients attributed to them. Shared savings are often
contingent on meeting certain quality measures. The participating
providers can be health systems, primary care physician groups,
independent practice associations (IPAs), or other groups of physicians,
depending on the agreement. The Medicare Shared Savings Program
(MSSP) Track 1 is an example of a shared savings agreement.

Shared risk agreements: These arrangements are similar 1o shared
savings agreements, except providers are required to reimburse the
payer if the total cost of care for attributed patients increases (shared
losses). The Next Generation ACO Program and the MSSP Tracks 1+,
2, and 3 are examples of shared risk agreements.

Pay for performance: Participating providers are eligible for per
member per month payments for meeting certain guality or utilization
measures. These payments are typically not related to the total cost of
care for patients. Pay for performance agreements can be established
on their own or integrated with shared savings agreements. The
Comprehensive Primary Care Plus {CPC+) model includes pay for
performance, also referred to as a Care Management Fee.

Bundled or episode-based payments: For certain types of medical
episodes, participating providers are reimbursed on a per episcde basis,
rather than a per-service basis. These episodes are typically triggered by
a major event, such as a joint replacement, but they include services
performed after the event.
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These arrangements incentivize providers to manage the cost of care throughout the entire
episode. The Bundled Payment for Care Improvement (BPCI) initiative is an example of episode-
based payments.

Global capitation or sub-capitation: In a capitation arrangement, providers are paid a per capita
amount that is intended to cover a set of services for a population of patients. These arrangements
can include a subset of services, such as behavioral health, or all services that would normally be
covered by the payer.

VBP arrangements can be run by the Department ar by the MCOs. For instance, Nebraska requires MCQOs
to have VBP contracts that caver a certain percentage of providers, but it did not specify the payment
mechanism that had tc be used in the contracts. in other states, such as Ohio, the state is responsible for
administering the program through a single set of rules, with MCOs required to pay a portion of the shared
savings 1o providers, This can pose a challenge in capitation rate setting to properly align the incentives
and financing for the MCOs, providers, and the state.

in certain VBP arrangements, providers are rewarded based on how actual expenditures compare to targets
or benchmarks. These benchmarks can be developed in different ways = for instance, a total cost of care
benchmarks could be set as a percentage of capitation revenue, but it could also be established based on
historical experience specific to each given provider. The methodology for establishing these benchmarks
is crucial to the success of VBP arrangements. There is a balance between setting an aggressive
benchmark that limits false positive results and setting an attainable benchmark so that providers will be
incentivized to participate. Actuarial adjustments can limit false positives by setting targets appropriate for
each participating provider, but random fluctuation in claims cost for small populations is inevitable and
must be recognized. As discussed in the sidebar earlier in this response, we have authored papers
concerning challenges with establishing benchmarks and measuring savings in VBP arrangements.

We have observed situations where inappropriate benchmarks resulted in systemic underpayment or
overpayment of participating praviders. Overpayment of providers resuits in a net fiscal cost to DHHS and/or
MCOs. Underpayment may result in a short-term gain for DHHS and/or MCQOs, but it will lead to reduced
participation by providers in the long-run.

We will wark collaboratively with DHHS to understand the goals of
each VBP initiative and identify the key factors that should be
incorporated into appropriate benchmarks. As needed, we can
assist in defining the methodology for establishing benchmarks.
Additionally, we will assist in performing the calculations for setting
the benchmarks and financial reconciliation at the end of each
performance period. Members of our VBP team have accumuiated
several years of experience setting and reviewing benchmarks in
Medicaid, Medicare, and commercial VBP arrangements. In our
work with ACQOs and other participating providers, we have
assisted our clients in identifying calculation errors or making other
substantive arguments to improve their reimbursement.
Conversely, we have worked with States and other payers to
ensure the payments made to providers are appropriate.

On an ongoeing basis, it is critical to monitor experience for VBP arrangements. Ongoing monitoring can
increase financial preparedness for all parties, particularly in shared savings and shared risk arrangements,
where lump sum payments are often made just once per year. Additionally, experience should be analyzed
to ensure the arrangement is achieving its goals, and if not, what changes may be needed.

An example of a tool we have developed to monitor ongoing experience is the CPC Dashboard we
developed for the Ohio Department of Medicaid.
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We anticipate that cur VBP team would work collaboratively with DHHS to analyze the fiscal and clinical
impacts of different VBP initiatives being considered. We believe that the design of a detailed project work
plan is contingent the types of VBP arrangements to be pursued by DHHS, and recognize the need to be
flexible as DHHS explcres various options. Ideal arrangements will improve quality and outcomes for
patients, align incentives to payers and providers, and ultimately reduce net expenses for the Medicaid
system in the long run. We understand that these contracts can be complex and can often result in
unintended consequences if not thoroughly evaluated. Depending on the structure of the arrangements that
DHHS pursues, changes to capitation rates or MCO contracts may be necessary. In some cases, CMS
approval may be necessary, and we can help DHHS navigate this process based on our experiences and
successes in other states.

Depending on the VBP initiatives that DHHS pursues, we will determine a reasonable approach to
developing necessary benchmarks or bundied payments. In certain cases, the benchmarks or targets need
to be established prospectively and communicated to participating providers before or during the
performance year. In other cases, the final benchmarks are not determined until after the completion of the
performance year. In either case, we will make the needed preparations 1o ensure the benchmarks can be
provided to DHHS and participating providers in a timely fashion.

The VBP team will be the primary points of contact for DHHS and will oversee all activities related to this
scope of work. They will be assisted by other Milliman staff as needed, including analysts, clinicians, and
other subject matter experts.

The timeline for completion of this scope of wark will vary depending on the VBP initiatives DHHS pursues,
the complexity of the benchmarks, and whether a methodology is already in place or needs to be developed.
e VBP team will work with DHHS to determine reasonable timelines as the project evolves.
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The key RFF activities outlined in this section include:

a. Provide technical assistance in evaluating management agreements, coniracts between related
parties, and cost sharing and cosf allocation methods as they impact Managed Care plans;

b. Assistin refinement of existing financial monitonng tools, on-site monitoring, and plan
engagement techniques which inciude, but is not iimited to plan encounter validation reports plan
encounter data companson reports;

¢. Develop dashboard reporting with benchmark comparisons by category of service for the
Managed Care programs;

d. Analyze the accuracy of MCO premiums based on averall MCO financial performance,
respectively;

e. Provide on-site plan audit reviews as necessary including but not limited fo financial, clinical and
operational assessment,

f  Track and analyze financial impacts of populations transitioning from service based payments
programs fo Managed Care;

g. Develop annual financial comparison report based on cost report dafa and financial performance
report data companng ali MCOs with each other and with a contractor developed average of all
MCOs. The contractor should at a minimum analyze financial and medical management
efficiency; MCO medical ioss ratio; profitabifity and financial solvency, net worlh per member.
Ultimately this analysis will be used to assist the Depariment with the implementation of a profit
cap requirement.
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Milliman has extensive practical experience conducting compliance audits for both its public and private
payer clients. This experience includes audits of operational data as well as on-site audits of major
service/functional areas to identify inefficiencies and potential opportunities for performance
improvement,

Milliman draws on a deep pool of resources within the organization to support this work. The teams
conducting the reviews are multidisciplinary and depending on the areas of review could consist of
health plan operations experts, nurses, physicians, pharmacists, statisticians, or information systems
consultants, Qther Milliman subject matter experts may be brought in to support engagements as
needed to provide advice and recommendations to successfully complete the project. Qur team has
broad and deep experience, with most individuals bringing 10 or more years relevant industry
experience to our client engagements.

Milliman consultants have performed audits to verify:

Prompt payment of claims;

Appropriate calculation of interest payments;

Accuracy of beneficiary eligibility files;

Accuracy of financial reporting;

Accuracy of claim payment;

Sufficiency of internal claims processing controls;

Sufficiency of internal encounter data submission and management processes,
Compliance with CMS data submission standards;

Compliance with customer service standards; and

Claim payment in accordance with provider contracts.

Milliman consultants work with health plans nationally and with many state Medicaid agencies. This
broad exposure to a variety of requirements and processes has enabled us to identify best practices,
to quickly and comprehensively assess a plan's operational processes and procedures, and to develop
recommendations for improvements targeted to achieve specific programmatic goals in a variety of
settings. This experience positions us well to serve the specific requirements outlined in this RFP.

Ine 1argest cnanenge we nave racea 1s e initial period of data collection. The MCOs can be
resistant to change and often the initial rollout of our data collection and reporting processes is
prolonged due to training calls and correspondence. Once the initial hurdle is out of the way,
however, we have heard nothing but favorable feedback. Given that we have implemented this
process for many of our state clients' managed care programs, we can gain efficiency for DHHS
where Heritage Health MCQOs have already gone through the initial phase, and can insert the
Nebraska market into their larger portfolio of data submission. Additicnally, we have adjusted the
roll-out in many instances to start with minimum necessary data submission and then add more in
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subsequent reporting periods. An example is South Carolina in 2017 — we initially rolled out only
the encounter data quality component and have incerporated the full suite of quarterly reporting to

their data collection process.

There are numerous regulations and actuarial standards of practice (ASOP) that relate to managed
care oversight. We are intimately familiar with these and have helped shape them on a nationwide
level. A few of the relevant items are included below:

Medicaid Managed Care Final Regulation — requirements for accuracy and timeliness of
encounter reporting;

ASOP 5 — Incurred Health and Disability Claims;

ASOP 23 — Data Quality;

ASOP 41 - Actuarial Communications; and

ASOP 49 — Medicaid Managed Care Capitation Rate Development.

—
|
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Although administrative costs will vary on a PMPM basis across different populations, the
administrative cost ratio can be consistent within each plan. We will further verify that
categories for items such as pay for performance and taxes are consistent with what has
been paid out or required under the contracts between DHHS and the MCOs. Milliman
conducts an annual review of Medicaid health plan financial information and this summary
can be utilized in the comparison of the administrative costs on a percentage of revenue
basis to assess reascnableness of the reported dollars and benchmark Nebraska Medicaid
administrative costs to other states.

Ancther key area within administrative costs is the reporting of related party transactions.
This is a situation where the MCO is paying fees to a parent company, a sister company,
or a subsidiary of the MCQO, These arrangements require special attention due to the
pctential for shifting profits among companies.

vve will evaluale Ine meaical costs notec on the quarterly data templates to assess the
reascnableness of the information. The reported medical costs represent the summation
of the separate category of service reported medical costs.

Each of these categories of service will be reviewed and evaluated separately. The review
of the medical claims costs will involve the steps previously described regarding
comparison to submitted encounter data. The reports will be compared to one ancther for
each MCO within a given time frame as well as historically against each plan’s respective
historical repeorts. To the extent that these comparisons can be done on a rate cell by rate
cell basis, we will monitor the changes over time and help 1o identify potential issues in the
reported claims.

wast managerne wsis are a non-benefit expense which represents the dollars spent
managing the care of the patients. Costs could include staff salaries, provider and patient
incentive payments, or infrastructure build-up costs to handle the patient load. Increasing
the amount of funds that are spent on care management should produce lower medical
claims costs. We will compare the care management costs reported by the MCCs to the
medical claims costs and test the appropriateness of the relationship.

wurmpanny wial revenues to claims and administrative expenses yields the profit margin
for the MCOs. We are locking at this ratio to ensure there is a reasonable balance between
a MCQO’s reasconable return on investment and the taxpayer's need for value in the
program.
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Pre-audit Aulomated Manual Audil At Repart
Conference and Auwdit
Data Collection

for MCOs

To initiate the audit, Milliman will conduct a pre-audit conterence with MCO management. This
conversation sets the stage for the audit and enables Milliman and MCO plans to clarify
expectations, confirm timing, and respond to specific data and information requirements. Milliman
will request a claim dataset from the MCOs. In additicn, Milliman request supplemental information
about the MCOs claim intake and payment procedures as well as some basic metrics regarding
claim handling such as denial rates and adjustment rates.

Based on the understanding of the MCO's processes gathered in Task 1, Milliman will use an
automated tool, to calculate the number of days elapsed between the date of claim receipt, and the
date of final claim disposition (payment or denial). This analysis will provide the percentage of
claims not paid within the prompt payment standard. We will also evaluate whether the supplied
metrics are in alignment with similar metrics calculated from the claims data.

To verify the validity of the claim data set and the results of the automated audit, Milliman will
perform an on-site manual audit of a statistically derived random sample of claims for each MCO.
Milliman will gather and document data from the source documentation. For example, Milliman will
pull the paper claims (or electronic images if the claims are scanned) and then validate that the
date stamp matches the receipt date shown on claim record. For electronically submitted claims,
Mifliman will check the transmission date on the 837 record against the receipt date shown on the
claim record. Milliman will validate that the date the check was mailed matches the date of payment
shown in the claim file. For denied claims, Milliman would compare the date of the Explanation of
Benefits (EOB) to the date shown in the claim record. The manual audit will validate the claims data
sets received from the selected MCCs and the results of the prompt payment measure.

During the on-site visit, Milliman will also perform a review of the claims handiing and payment
processes to identify any procedures that are impeding prompt pay or skewing the prompt pay
statistics. The previously gathered supplemental information is also reviewed against actual
practice in the MCO.

The resuns or cown the automated and manual sections of the audit will be evaluated and a Milliman
will provide DHHS with a report detailing the results of the audit for each MCO. The report will
include Milliman’s findings and any recommendations for improvement. Based on the audit results,
there may be a need for process or procedure modifications or other changes to the MCO's
management processes. Milliman will work with DHHS to improve MCO compliance with the
prompt payment reguirement.

Wedicaid Managed Care Aciuarial and Consulting Services July 11,2018
108



I}







Step 3: Develop detailed observations (Week 12)

After completing a review and evaluation of the health plan reported information relative to the
information in the state's data warehouse, Milliman will develop detailed observations identifying
any material discrepancies between the two data sources. This detailed observation log is crucial
to the continuous improvement of encounter data.

The following graphic illustrates the project work plan for performing financial, clinical, and operational
audits. While these are not regularly scheduled, to the extent they are necessary, this is the process and
timeframe that would be followed.



lan Duration

ACTIVITY WEEKS

4 2 1 A R [ 7T -]

Primary Consulting Actuary

Robert M. Damler, FSA, MAAA - Principal and Consuiting Actuary.
Project Manager

Jeremy A. Cunningham, FSA, MAAA — Consulting Actuary.
Actuarial Support

Colin R. Gray, FSA, MAAA — Actuary; and
Jaime M. Fedeler — Actuarial Healthcare Data Analyst.

Data & Technical Support Analysts

Matthew J. Brunsman — Healthcare Data Analyst; and
QOksana V. Owens — Heaithcare Data Analyst.

Resumes for each of the proposed team members are included in Appendix 6.
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Milliman has helped a number of state Medicaid agencies with successful 1915(b) waiver submissions.
We highlight a few specific examples below, to demonstrate our contributions to the success. At the
same time, we recognize that unusual challenges may arise. For each challenge, we also provide a
description of how we work to avoid these situations and mitigate the impact, should they occur.

I1IE PIUCESS U1 UeveIopIng dnu suotnuny a 13 1oy waiver application is intended to follow a
similar methodology based on prescribed instructions from CMS. However, each waiver application
brings with it different nuances that result in a variety of changes across programs. Qur ultimate
goal is to assist our state clients in creating a smooth and straightforward process that proves
successful with minimal questions and timely approval. The State of Michigan, which has operated
the managed care program under 1915(b) waiver authority for many years, provides a good
example of an effective and efficient process.

State of Michigan — Department of Health and Human Services

Milliman has worked with the State of Michigan since 1987 on various programs and projects. We
have assisted in the maintenance and submission of numerous waivers over the course of our
relationship. The specific 1915(b) waivers that we have worked on include the following:

Comprehensive health plan: A 5-year waiver covering the Low-income family, medically
cemplex children, Blind, Aged, and Disabled adults and children, and Medicaid-Medicare
dually eligible populations. This waiver includes both managed care payment and FFS
wrap-around expenditures covering approximately 1.3 million lives.

Ml Choice waiver program: The 1915(b) portion of this waiver reflects coverage of the
1815(c) waiver services under a managed care program for & years.

M| Health Link: We assisted the state in developing the 5-year waiver for the Medicaid-
Medicare dual demonstration population that was implemented in calendar year 2015.
Healthy Kids Oental. We routinely provide renewals and amendments for the waiver
covering the managed care kids dental program that is on a 2-year basis.

Ohio provides a second example of a state in which a number of 1915(b) renewals are managed
smoothly and efficiently.

State of Ohio — Department of Medicaid
Milliman has worked with the State of Ohio since 2015 to maintain and renew the following 1915(b)
waivers:

Ohio Special Needs Children: A 2-year waiver covering the 88| children, SSI CHIP, MAGI
children and MAGI CHIP population. This work has included an amendment and a renewal.
Ohio's Integrated Care Delivery Systern {ICDS) Demonstration: This werk encompasses
the 1915(b) portion of the 5-year waiver for the Medicaid-Medicare dual demonstration
population referred to as the MyCare Ohic program.

Recovery Management Services: This waiver provides coverage for recovery management
services, including coordinating all services received by an individual and assisting the
individual in gaining access to needed Medicaid State Plan and 1915(i} services, as well
as medical, social, educational, and other resources, regardless of funding source.
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Milliman has assisted the State of lllinois in the maintenance and submission of a few waivers over
the course cof cur relationship. We recently assisted the state with a 1915(b) waiver submission for
the Managed Long-Term Supports and Services program. This program began in July 2016 and
provides coverage cf nursing facility and HCBS waiver services on members which opt-out of the
Meadicare-Medicaid Financial Alignment Initiative (FAI) in particular areas of the state.

For the cost neutrality portion of the submission, we projected costs for members who opt out of
the FAl. Because the program was new, actual program experience was not available, and it was
unclear which members would choose to opt out and how that would affect their costs. We projected
costs in a manner that, when tested retrospectively, would be likely to meet cost effectiveness,
while making sure the methodology was fully transparent to all parties.

ardie Or Inoiana — ramily and Qouvidl DQErvices AUminisuarauon

Milliman has worked with the State of Indiana for cver 15 years and assisted in several 1915(b)
waiver applications. Although some of these waivers have been replaced with an 1115 waiver,
three remain under 1915(b) waiver authority. The oldest of the three, the Medicaid Rehabilitation
Option waiver, was used to convert a fully state funded mental health services program to a
Medicaid program, eligible for federal matching funding. Prior to the conversion to Medicaid,
funding raised by each county been allocated to a local Community Mental Health Center (CMHC).
To guarantee that funding raised by a county is retained locally, the program operates under a
selective contracting waiver which allows supportive funding to be allocated individually to several
dozen CMHCs.

Medicaid Rehabilitation Option (MRQO) waiver — This waiver is designed to assist in the
rehabilitation of a consumer's optimum functional ability through use of MRO services in
an individual or group setting in the community. Based on the covered members, this
waiver was approved for 5 years.

I Ne SIaE of INQIANa Tansiionea oM LuYid) 1O 1054 SIELUS IN LU 1D, AS par ul uie aansition, the
state was permitted to end the spend down program for higher income disabled members. To
mitigate the impact of the transition on spend down members, the state adjusted the full Medicaid
aged and disabled eligibility income threshold to 100% of federal paverty guidelines, and raised
Medicare Savings Program eligibility tc 180% of poverty guidelines. However, analysis showed that
these measures would not reach all of the disabled members with serious mental illness currently
using enhanced behavioral health services beyond those covered by Medicare To maintain access
to services, Milliman assisted the state with developing 1915(i) state plan HCBS programs to target
these members, combined with a 1915(b) selective contracting waiver to utilize existing MRO
funding.

Adult Mental Health Habilitation and Behavioral
Healthcare Coordination Services: These two
1915(i) programs also operate under 1915(b)
authority. It is designed to cover coordination of
healthcare services for individuals who meet the
needs defined in the waiver along with habilitation
of a mental disabilty and maintenance of an
individual's best possible functional level. Based on
the covered members, this waiver was approved for § years.
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1Ne 1ast Or tne S21ale o1 iNdiana s inree 1¢12(0) wWalvers allows To51er ana aaopuon assistance to
enroll in managed care. This supports a higher level of care coordination and oversight than is
currently present in the general fee-for-service program.

Hoosier Care Connect: The Hoosier Care Connect managed care program for disabled
members and foster children uses 1915(b) authority to enroll foster and adoption
assistance children.

JLALC U SUUL wdlvilig = DERaruniein vl rngans anu nuimnan Services

Milliman has worked with the State of South Carolina since 2008 and assisted in developing and
implementing the South Carolina Enhanced Prenatal and Postpartum Home Visitation Pilot Project.
This pregram is a 2-year waiver covering enhanced services for pregnant women with home visits.
We assisted in the development of the program structure and submitting the 1815(b) application to
CMS.

As with any submission to CMS, there come different aspects that may create challenges along
the way. Threugh our team-approached and streamlined process we are able to minimize guestions
from CMS and respond quickly to guarantee timely approval of the waivers.

Milliman understands the requirements necessary to maintain a 1915(b) waiver program. We follow
current CMS regulations and requirements, as outlined in technical assistance. We understand that
information submitted for new waivers differs from submission materials need for renewals and
amendments. We also are familiar with the process of transitioning 1515(b) waivers from a 2-year
period to a 5-year by adding a Medicaid and Medicare dual eligible population to the MEGs.

When developing projections for 1915(b) submissions, we are bound by applicable Actuarial Standards
of Practice (ASOP), including but net limited to: ASOP No. 12, Risk Classification, ASOP No. 23, Data
Quality, and ASOP No. 41, Actuarial Communications.

After the 1915(b) filing has been submitted, if necessary, we
assist our state clients in responding to questions from CMS.
We are committed to providing CMS and the state with
technically accurate, robust, and prompt responses to CMS
questions in order to expedite approval in an effective manner.

When state clients modify their programs, we are available to
advise on the authority options, and provide pros and cons on
whether 1915(b) authority, 1115 authority, or even 1932(a)
state plan authority may best meet a state's overall
programmatic needs under a managed care delivery system.

The general appreach in performing a renewal or initial development of a 1915(b) waiver application is to
gather base experience data and project future experience based on potential changes to the program te
report to CMS. The information that is required by CMS to perform these tasks is defined by the Cost
Effectiveness workbook and preprint narrative templates. Milliman has extensive experience working with
both of these items. We will work closely with DHHS to not only ensure compliance with the waiver filing,
but further determine the most appropriate mechanism to provide flexibility and ideal arrangement.

Medicaid Managad Care Actuarial and Consulting Services July 11,2008

119



Based on the populations covered under Nebraska's Medicaid Managed Care Program waiver, Milliman
will work with DHHS to access the appropriate base experience to be categorized as the retrospective
period information to test prior cost effectiveness. Based on information Milliman has gathered from working
on other projects for DHHS as welt as national data, Milliman will develop trends for both enrollment and
claims experience. The prejected claims experience will be input as the prospective period information for
purposes of the waiver filing. At the request of DHHS, Milliman will provide assistance in responding to the
written portion of the waiver filing.

C ct & Project Trend Cther Fest
Validate Base and! gram Assistance with Retrospective
Data Changes Filing Perivd Cosl

Effectiveness

Milliman’s approach to waiver assistance will be consistent with the approaches we have utilized across
other state Medicaid clients to produce successful approvals from CMS. The basic steps for cost
effectiveness development will be the historical (retrospective period) data, developing the trend and
program changes, and utilizing this information to develop the cost effectiveness materials.

Throughout the process of creating the 1915(b) waiver filing, there are several technical considerations that
need to be made. The following provides a list of items that Milliman will consider in developing a waiver
renewal, amendment, or initial filing:

Medicaid Eligibility Groups (MEGs) that are included in the waiver filing;

Identifying the proper retrospective period for purposes of the waiver filing;

Defining the prospective period(s) to be assigned to the waiver;

Policy or program changes that will impact the enrollment and claims experience of the affected
populations; and

Updates to the templates from previous submissions to CMS.

Additional information that will be utilized to elaborate on requested information included in the written
portion of the waiver filing.

The follawing provides our proposed project work plan for assisting the Department in the development of

1915(b) waiver applications.
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MIIMEN Wil WOTK WITN [Ne Uepariment o I0enury polenual prian or program changes that may affect
future experience. These adjustments will be incorporated into the waiver filings, whether for an
amendment or renewal.

IvIIman nas exiensive expenence working win e oevelopment of cost effectiveness filings under
1915(b), as well as 1915(c) and 1115 waivers. We are familiar with the structure of the required
appendix materials. The most recent version of the Department's waiver submission combined with
any revisions to the template made by CMS will be used as the format for any waiver renewals or
amendments. The provided base experience data will be used for the retrospective years and
prospectiive periods will be based on the projected future experience. Milliman will also work with
the Department on potentially expanding the range of the waiver renewal period allowed by the
passage of the Affordable Care Act.

mMiman wi work witn ine wepanment to complete the write-up portion of the 1915(b) waiver
submission. The write-up contains several appendices including the Appendix D (Cost
Effectiveness demonstration). Milliman anticipates that the Department will complete certain
portions of the write-up and Milliman will review along with the development of the Appendix D
materials.

winman win provioe a cover ieuer detailing the steps taken for each step of the waiver filing process
and development of the materials, along with the materials that the Department will be submitting
to CMS.

IMIIITIAN Wil WOrK, WItN [Ne Leparument 1o ensure me proper materials are provided for submission
and subsequent approval of the cost effectiveness waiver by CMS. Milliman understands the need
to provide these materials timely so they may be submitted to CMS four months in advance of the
renewal dates.

munman win work witn ine UJepartment to respond to potential CMS questions and requests
throughout the approval process as well as be available for phone calls and meetings as requested.

The team of consultants and analysts proposed under this scope of work have extensive experience
with 1915(b) waiver submissions, in addition to a broad array of experience across Medicaid managed
care programs and the healthcare industry. The organizational structure outlined below shows the
primary staff that will be dedicated to providing 1915(b) waiver actuarial and consulting services to the
Department.
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The breadth and depth of the expertise of these individuals underscores our commitment to providing
the highest quality actuarial and consulting services to the State of Nebraska. While the services
performed under this RFP will be performed by the staff in the Indianapolis office, we have
countless resources available to access the intellectual capital generated by our global firm.

Primary Consulting Actuary

Robert M. Damler, FSA, MAAA — Principal and Consulting Actuary.
Project Managers

Christopher T. Pettit, FSA, MAAA — Principal and Consulting Actuary
Actuarial Support

Jeremy A. Cunningham, FSA, MAAA — Consulting Actuary.
Jaime M. Fedeler — Actuarial Healthcare Data Analyst.

Resumes for each of the proposed team members are included in Appendix 6.

For purposes of a waiver renewal, Milliman will provide a data request summarizing the information needed
to report the base experience to be utilized in the renewal application along with the most recent submitted
and approved version of the 1315(b) waiver and any specific program changes that will affect the renewal
period. Based on the information available to Milliman to develop enrolliment and expenditure trends,
Milliman may request additional data. After all data is provided, Milliman will need approximately two to
three weeks to develop the appendix materials to be submitted with CMS.

Milliman will prepare a preliminary version to share with the Department for its review. During this time,
Milliman will work with the Department to complete the written portion of the waiver application. Following
review and comments from the Department, Miliman will finalize the appendix materials and ensure
completed information is ready for submission to CMS. Milliman anticipates that this step will require one
to two additional weeks to provide the initial draft to be submitted to CMS.

The timeline following submission to CMS will depend upon the response time from CMS and questions or
comments that will impact the waiver's approval.
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staff and we perform a technical review of the work. We are experienced in any PACE rate setling
arrangement DHHS prefers.

The following section showcases our ability to leverage our extensive experience to fully and efficiently
support capitation rate development for the PACE program, while providing DHHS with a full array of
options to address any challenge.

PACE programs are unique within the Medicaid managed care arena. These programs are comprised
of a number of small “brick and mortar” sites, and even taking into account multiple sites, often are cnly
available over a limited geographic area based on PACE provider availability. They are limited to
persons age 55 or older, and may be one of multiple long term services and supports {LTSS) Medicaid
managed care options in the state. We have assisted state clients with initiating, operationalizing, and
sustaining their PACE programs by developing actuarially sound PACE capitation rates and providing
financial consuiting on the program's performance relative to other state programs. The following list
highlights some of the key challenges we have worked with our state clients to resolve alongside with
successes achieving a successful PACE program.

Please also see the Technical Considerations section for a discussion of other challenges overcome,
viewed from a technical perspective.

Ine siale or noiana saneo s FrAue program in state fiscal year 2015. The first years of
implementation of any managed care program are often the most challenging for all stakeholders.
The PACE program requires provider investment to manage setup costs and initial regulatory filings
while nurturing pathways to build membership to a sustainable level. We assisted the State of
Indiana and its PACE providers to start a successful PACE program by developing actuarially
sound PACE capitation rates and working through operational issues in starting the program as
well. For example, the executive leadership of PACE organizations often has limited experience in
managing financial risk, especially with newer PACE programs, so working to educate stakeholders
on the capitation rate setting process was a critical element of the initiation of the PACE program.

Additionally, we helped the State decide how the populations should be stratified for capitation rate
payment purposes, determine appropriate savings targets relative to the amcunt that would
otherwise have been paid, HCBS / institutional membership blend targets, and how the patient
liability amounts should be collected and reftected in the PACE capitation rates. We worked through
these issues with key Indiana PACE stakeholders to ensure all parties were comfortable with the
PACE capitation rate development for the initiation of the program.

been established for over 25 years, and is a good example of a successful and well-maintained
pragram. We have developed capitation rates for the PACE program during our entire contract with
the state. Assumptions developed for PACE capitation rate setting are also used in other analyses
we perform for the state, such as the budget forecasting and dual demonstration program capitation
rate development, This ensures consistency and is also an efficient process that allows for reduced
administrative costs for this mature program.
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Ine Slaie o7 MICnIgan Uevelops FALE Capiauon rdies win inernal sian wom their actuarial
department. We have worked with Michigan to ensure compliance with CMS PACE regulations in
their PACE rate development, respond to CMS questions on the PACE rate development, as well
as performed a technical review of their calculations. While this arrangement is different from how
we assist many other states with their PACE capitation rate development, our flexibility allows us
to meet the state’s needs for their specific staffing situation and provide the highest value to our
clients.

Milliman understands the requirements necessary to develop the PACE capitation rates as defined in
this SOW. We routinely develop PACE UPL amounts and corresponding PACE capitation rates for our
state clients, and in doing so follow current CMS regulations and requirements. We follow the CMS
PACE Medicaid Capitation Rate Setting Guide, released December 2015. This guide outlines rate
setting considerations and requirements for documentation when developing PACE capitation rates.
Specific PACE capitation rate development considerations and technical details are outlined in the
Proposed Rate Development section of this response.

While an actuary is not required to certify the PACE capitation rates, CMS encourages an actuarial
certification within this guide. When issuing an actuarial certification for the PACE capitation rates, we
are alsc bound by the Actuarial Standards of Practice (ASOP) applicable to Medicaid capitation rate
setting, as well as alt other ASOPs. Please see SOW #1 for our experience and adherence to Medicaid
capitation rate setting ASOPs.

After the PACE rates are certified, if necessary, we assist our state clients in responding to questions
from CMS on the rate certification. We are committed to providing CMS and the state with technically
accurate, robust, and prompt responses to CMS questions so that the PACE rates may be approved
and implemented in a timely fashion.

Finally, Milliman is actively involved in PACE
industry thought-leadership and non-binding PACE
rate setting guidance. For example, Milliman
contributed to the workgroup that produced the
September 2016 PACE Medicaid Rate Setling
Guide produced by the National PACE Asscciation,

The PACE capitation rates shall be structured to identify and adequately provide for the special needs of
specific populations. The rates will provide adequate compensation for the services and risk, while limiting
DHHS' costs and risks. Federal regulations specify that each state must set a prospective monthly
capitation rate that meets the following requirements:

Must be less than the amount that would otherwise have been paid in the state plan if the
participants were not enrclled in the PACE program,

Must take into account the comparative frailty of the PACE participants; and

Must be a fixed amount regardless of changes in the participant’s health status during the contract
period.

The PACE capitation rates can be renegotiated on an annual basis but must be rebased after no more than
three years. We work with our state clients to determine an appropriate rate effective period for their PACE
program's specific needs.
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Determine Rate Ci  cland
Categorias FINal rate Validate Base
Data

Milliman will develop UPL amounts based on historical fee-for-service data for Medicaid enrollees ages
55 and over who are eligible for nursing facility placement. The overall eligible population is generally
stratified into rate categories, or rate cells, based on certain rating characteristics that may have an
influence on expected member costs. To reflect these inherent population differences, we will follow
guidelines outlined in ASOP #12, Risk Classification, and consider stratifying the PACE UPL amounts
by:

Medicare eligibility: Developing separate rate categories for those with Medicare eligibility is an
almost universal practice, Medicare pays a substantial portion of the costs for enrollees with
Medicare eligibility, greatly reducing the cost to Medicaid. We will compare the cost profiles of
Medicaid-only individuals compared with dual eligibles receiving full Medicare benefits. We
could also review costs for those receiving Medicare Part B only benefits.

Medicaid eligibility: Most dual eligible enrollees are eligible for full Medicaid benefits, but
Qualified Medicare Beneficiaries are eligible for Medicare premiums and cost sharing only {ang
are not eligible for Medicaid benefits). We will review whether stratification of the UPL amounts
by Medicaid eligibility is necessary.

Age/gender: We will evaluate the impact of age and gender and the PACE eligible population
to determine whether the PACE UPL amounts should be adjusted for a member’s age and/or
gender. We often find a stratification is warranted to separate the population ages 55 through
65 from the over age 65 population.

Geographic region: We will consider the cost impact for members living in urban versus rural
areas. We can alse estimate the relative cost for each existing PACE provider's geographic
location {typically defined by county).

Development of separate rate categories, each with a different fixed payment amount, allows for more
accurate projection of costs.
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After the appropriate risk classification characteristics are chosen, we will develop separate UPLs for
nursing home residents and HCBS waiver participants. We will project the base fee-for-service data to
the rate period for these populations. As Nebraska develops its long term care managed care program,
we will integrate the capitation rates from this program inte the UPL development,

The UPL development is generally consistent with the capitation rate development process outlined in
SOW #1, with the following notable exceptions:

Managed Care Adjustments; The UPL development represents the best estimate for the
amount that would otherwise been paid, and therefore no managed care adjustment will be
applied, at the context of a risk-based health plan managed care adjustment. To the extent the
state has implemented managed care policies within their fee-for-service program, these
policies will be reviewed and reflected within the UPL development.

Administrative Cost: Any administrative cost adjustment will be based on historical and
projected State of Nebraska administrative cost information. The administrative cost incurred
by the PACE organization cannot be considered in the PACE UPL development.

Please see SOW #1 for an in-depth discussion of our capitation rate development methodologies and
processes. SOW #1 outlines the following processes necessary for the UPL development, including
base data development, base data compietion, trend adjustments, and program or policy adjustments.

Once a UPL has been developed, we will blend the UPLs for nursing home residents and HCBS waiver
participants by the target institutional / HCBS mix to calculate an averall UPL for each risk classification
cohort. Blending of the UPL across institutional and HCBS members provides incentive for the PACE
organizations to serve their members in the most efficient setting of care.

The final PACE capitation rates will be developed by applying a savings adjustment to the UPL. This

adjustment ensures that the PACE capitation rates will meet the CMS requirement that the rates are
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less than the amount that would have otherwise been paid under the state plan. This savings amount
will be determined with the following considerations:

State policy and program objectives;

Types of populations covered by the PACE program (e.q., types of 1915(c) waivers);
PACE stakeholders’ input;

CMS guidance,

Historical PACE rate development norms; and

Considerations of interdependent UPL development assumptions.

The patient liability amounts will be appropriately reflected within or excluded from the final PACE
capitation rates depending on the State’s patient liability collection procedures for the PACE program.
The total amount received by the PACE provider will be inclusive of any patient liability amounts, which
will either be directly collected by the PACE provider or included within the PACE capitation rates.

Milliman will submit initial, revised, and final PACE UPL and capitation rate reports. Our report will
include a UPL and capitation rate exhibit supporting PACE UPL and rate calculation sheets; the final
UPL and PACE capitation rates; and a description of Miliman's PACE UPL and capitation rate
development methodology. The report will decument the precise adjustment factors utilized in adjusting
the base data to a UPL and PACE capitation rates, and will contain all material required by CMS8's
December 2015 PACE Medicaid Capitation Rate Setting Guide. Milliman takes pride in providing
technical reports that can be understood by a wide audience base.

Milliman will also provide DHHS with appropriate presentation material to be used to discuss the PACE
UPL and capitation rates with the PACE providers and other key PACE stakeholders. Milliman's
presentation material is designed to document the capitation rate development in a transparent manner.
Milliman's presentation material will consist of a Microsoft PowerPoint presentation and accompanying
material if necessary. The slides will document every aspect of the rate development process from the
data summarization and historical data review to assumption selection and final adjustments. The
presentation will document the step-by-step process used to develop the capitation rates in a manner
that promotes understanding from all parties involved.

While the PACE UPL development and capitation rate setting has many similarities to traditional Medicaid
capitation rate setting, the unique aspects of the PACE program require careful thought and consideration
when developing the PACE capitation rates.

We have outlined the following issues and considerations that we will analyze and work through with the
state during the PACE UPL and capitation rate development process.
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Target HCBS / institutional membership mix; PACE capitation rates
are highly sensitive to the blend of HCBS and institutionalized
membership utilized in the capitation rate development. The
membership mix may be based on a proxy population, the actual
PACE enrollee experience, or an adjusted mix based on pre-defined
targets. The membership mix utilized should reflect an achievable
target that holds PACE providers accountable to program goals of
serving members in home and community based seitings. We can
offer our extensive experience developing both PACE and other
managed Medicaid LTSS membership mix targets when assisting the
state of Nebraska in their PACE rate development.

PACE rate savings assumptions; An important consideration in the PACE capitation rate
development is the upper payment limit (UPL) savings adjustment. CMS requires that the PACE
capitation rates are less than the amount that would otherwise have been paid, or UPL. This is
generally achieved in PACE capitation rate development with an explicit savings adjustment.

We work closely with our state clients in developing a savings adjustment that is reasonable and
attainable for the PACE providers, especially with consideration of other capitation rate
development assumptions. For example, states may also choose to increase the UPL savings as
an alternative method to explicitly adjusting the target HCBS and institutional membership mix. We
work with our state clients to utilize the savings mechanisms that best meet their program goals.

Relationship to other managed LTSS programs: Over the last decade, the use of managed care
for Medicaid LTSS has increased exponentially, both through expansion of PACE programs and
other forms of managed care. Careful consideration is needed to coordinate PACE, dual
demonstration, and managed LTSS programs that serve overlapping membership. States are
currently working through challenges of how key program processes, ranging from member
enrollment to rate development, should be operationalized. We have extensive experience working
with states that only operate PACE programs and with states that cperate an extensive array of
managed LTSS program. Key considerations specific to the rate development process are outlined
in our proposed development approach.

Program data collection: As states increase their managed care efforls for LTSS programs,
increased analysis of the performance, both from financial and quality perspectives, is being
required of PACE programs. We have assisted states

in identifying additional oppertunities to enhance their

PACE data collection processes, including encounter

and cost reporting. Because PACE providers are often

focally focused and often do not have the resources that

a national organization would have, it is important to

strategically identify the critical data elements that will

need to be cellected to monitor and continuously

improve the PACE program.

Frequency of rate updates: In adherence to the CMS PACE rate setting guidance released in
December 2015, the PACE UPL amounts must be rebased at least every three years. We
frequently work with states to develop a plan for updating the PACE rates in accordance to the
program goals. For example, larger programs or programs in which the stakeholders are nat in
agreement on appropriate capitation rates may choose to rebase the PACE UPL and capitation
rates annually. Alternatively, certain programs with stakeholders that are satisfied with the current
capitation rates or are focusing on reducing administrative costs may choose less frequent updates
to the UPL and capitation rate amounts.
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ronowing e ceveopmen. o e UPL, Milliman will adjust the UPL to the final PACE rates as
discussed in the Proposed Development Approach, which will include blending of the institutional
and HCBS members and a savings adjustment.

WIHINITIE W PIOVILE @ WILLET TERUIL W ATE LSPErutIgni dial uosuiner s e process, assumptions,

and proposed UPL and PACE capitation rates.

FLIIUWIY UIC UENVEIY Ul LIE FALL UULUNIETRAUUI | TERUNL, wWe will work with the state of Nebraska
to make any adjustment to the methodology and report as necessary to finalize the PACE capitation
rates. We will also work with the state to develop presentation materials to communicate the
proposed PACE capitation rates with key stakeholders. We will continue to assist the state’s PACE
program throughout the year for questions on the PACE rate development methodology from CMS
and other interested parties.

The team of consultants and analysts proposed under this scope of work have extensive experience
with developing PACE capitation rates, in addition to a broad array of experience across Medicaid
managed care programs and the healthcare industry. The organizational struciure outlined below
shows the primary staff that will be dedicated to providing PACE actuarial and consulting services to
the Department. The breadth and depth of the expertise of these individuals underscores our
commitment to providing the highest quality actuarial and consulting services to the State of Nebraska.
While the services performed under this RFP will be performed by the staff in the Indianapolis
office, we have countless resources available to access the intellectual capital generated by our
global firm.

Primary Consulting Actuary

Rebert M. Damler, FSA, MAAA — Principal and Consulting Actuary.
Project Manager

Christopher T. Pettit, FSA, MAAA — Principal and Consulting Actuary.
Actuarial Support

Coelin R. Gray, FSA, MAAA — Actuary; and
Jaime M. Fedeler — Actuarial Healthcare Data Analyst.

Resumes for each of the proposed team members are included in Appendix 6.

As outlined above, we anticipate that major project deliverables will include the PACE Medicaid capitation
rate development report and presentation materials necessary for the state to present the PACE Medicaid
capitation rates to PACE stakeholders. The PACE capitation rates may be developed within eight weeks of
initiation, assuming appropriate flow of communications. Following the initial PACE rate development,
finalizing the PACE capitation rates and CMS approval will depend on the review process of the state of
Nebraska's key stakeholders and CMS.
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SOW 5 — 1115 Waiver
Develapment and Submission






Indiana
Kentucky
Michigan
Nebraska

Ohig

== w meprme e —

12 years of experience
2 years of experience
4 years of experience

1 year of experience

" 1 year of experience

Below are some highlights of our experience in this area.

Alaska: Milliman helped Alaska design an expansion strategy, combined with a comprehensive
package of reforms. The reforms build on a foundation of enhanced primary care, improved access
to behavioral health and substance use disorder (SUD) services, and an update to Alaska's health
information infrastructure. Payment reforms would shift the delivery system from paying for volume
to paying for value.

In addition to integrated care services, one of the key additions in the 1115 Waiver was an
enhanced SUD program. The SUD program was developed using ASAM criteria, and adds IMDs,
long-term residential treatment facilities other than IMDs, medication-assisted treatment, and other
enhanced services. Both the payment and delivery system reforms are proposed as part of a
Medicaid 1115 waiver, but have the potential to improve care across multiple markets.

tndiana: The Healthy Indiana Plan (HIP) may be the most innovative waiver approved to date. It
was the first approved 1115 waiver to support shared responsibility by incorporating member
contributions, a high deductible consumer-driven health plan paired with a POWER account (similar
to a health savings account), and a number of incentives designed to reward members for adopting
healthy behaviors and making value conscious decisions. These include no-cost preventive care,
$25 charges for non-emergency use of the emergency department, and the opportunity to reduce
the next year's premiums by avoiding unnecessary care.

HIP was designed to provide extra support for medically frail individuals with income up to 138% of
the federal poverty limit (FPL). These individuals are identified efficiently, often using claims data,
and are provided with any necessary help such as enhanced care coordination or mental health
and substance abuse services. Enrolling these members in HIP and managing their complex
conditions reduced pressure these high cost individuals would otherwise have placed on Indiana’s
federally facilitated marketplace {FFM.

State policy makers have been able to leverage HIP to stabilize premiums on Indiana’'s FFM;
average annual premiums in Indiana have been relatively stable: $5,300 in 2015, $5,000 in 20186,
and $5,200 in 2017. During 2015, many HIV positive individuals receiving care through the Ryan
White program were transitioned to HIP. Soon after, Indiana suffered an HIV outbreak, and affected
eligible individuals were also transitioned to HIP. HIP also enrolls recently incarcerated individuals
and supports many individuals with behavioral health or substance abuse disorders.

In Indiana, we helped design and implement the initial Healthy Indiana Plan (HIP), effective January
1, 2008. In the summer of 2014, we supported the drafting of Indiana’'s HIP 2.0 proposal to extend
the Healthy Indiana Plan to a broader low-income population under a Section 1115 demonstration.
This proposal was approved by CMS in January 2015,
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Milliman can suggest an implementation strategy, assist with drafting 1115 demonstration waiver
applications, and provide updated fiscal impact estimates at any stage of the process. We highlight a
few specific examples below, to demonstrate our contributions to success. At the same time, we
recognize that unusual challenges may arise. For each challenge, we also provide a description of how
we work to avoid these situations and mitigate the impact, should they occur.

IN Ne pasL Tew years, Liv> nas demunsuaeu new nexoility in granting states approval to
implement Section 1115 demonstrations, allowing features not previously permitted. We have
helped states use 1115 waivers to not only expand coverage, but to enact comprehensive Medicaid
reform. We have helped states design new programs that stretch the boundaries of federal
flexibility, incorporating private market principles to design benefits and cost-sharing which create
high quality, cost-effective, and efficient programs. These programs have introduced new policies
that create incentives to encourage positive behaviors amongst participants and consequences to
deter undesired behaviors all within the Medicaid framework.

We have become a trusted advisor to states by helping design an¢
implement multiple Section 1115 demonstration waiver applications
that have received CMS approval, including:

The State of Indiana's 1115 waiver filing for Healthy Indianz
Plan (HIP 2.0), which extended the Healthy Indiana Plan tc
the Medicaid expansion population {approved by CMS ir
January 2015, and approved for extension in January 2018)
The extension also provides for enhanced options fo
treatment of SUD across all populations;

The State of Kentucky's recently submitted Kentucky
HEALTH 1115 demonstration waiver {KY HEALTH) (approved by CMS in January 2018);
and

The State of Michigan's Healthy Michigan Plan, which provided coverage to the Medicaid
expansion population (appraved by CMS in December 2014). An enhanced SUD program
was added to the waiver under the most recent approval.

In all of these states, we provided guidance and subject matter expertise related to budgetary
impacts of proposed policy options and produced the required budget neutrality worksheet and
corresponding narrative to be included in the waiver,

In e upaareda Medaicala managen care reguianons, Lo pProviaea sidies wiin ine unprecedented
option to make limited use of Institutions of Mental Disease (IMDs) with federal matching funding.
In combinatian with the current high demand for substance use disorder treatment, many states
are seeking additional flexibility to design programs to address their specific needs, we have helped
stales add a range of new benefits for their Medicaid populations such as opioid treatment
programs and enhanced assessments and service

coordination. Most of the 1115 waiver submissions request

autherity to enhance services that are difficult to authorize

under the state plan, most commonly expanding SUD

treatment options in IMDs and other lower intensity

residential settings, or adding social services that help

members find housing and other supports.

Milliman understands CMS requirements related to budget neutrality for Section 1115 demonstration
programs. As part of our work with other states, we have had the opportunity to participate on CMS
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technical assistance (TA) calls, ask questions, raise issues that CMS might not have previously
considered, and receive templates and guidance from CMS. For example, we received prototype
SUDAMD budget neutrality templates from CMS in the context of multiple state submissions, providing
an excellent opportunity to understand CMS' underlying principles and objectives.

While an accredited actuary is not required to prepare budget neutrality documentation, the project is
an excellent fit for an actuarial skill set. Actuaries are trained in the delicate skills of projection and
assumption development, and in selecting the appropriate data to use for analyses. These tasks require
experience and actuarial judgement, in which we are guided and bound by Actuarial Standards of
Practice {ASOP), including on topics such as data quality, Medicaid managed care capitation rate
development, risk adjustment, risk classification, credibility procedures, and actuarial communications.

The following describes our detailed process for successfully completing each phase of the 1115 waiver
process.

guagel
Neutrality Fornn

Compiling the baseline data and validating that this experience is a complete and accurate
representation of the program is essential to the overall project success because this information will
serve as the foundation for all other analyses supporting the 1115 waiver application.

All actuarial analyses rely on complete and accurate healthcare claims, eligibility, and administrative
data. Upon completing our data collection and validation, we will review the data quality of all
information warehoused by Milliman on behalf of DHHS. We will acquire a full understanding of the
data available to us, working with the DHHS data team to evaluate each data component.

Following the initial task of data transfer and validation, we will use the experience data to develop
actuarial cost models for the claims experience. Actuarial models are the cornerstone of healthcare
data analytics. These summaries illustrate claims experience in a format that allows analysis by specific
category of service, normalized for the size of the population, in order to make the data comparable
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between sources. For example, Medicaid behavioral health pharmacy utilization {or any other service
category) could be compared with other states or between two different cohorts of the Nebraska
Medicaid population. Actuarial models are built to summarize the following information: member
months, utilization rates per 1,000 members, cost per unit of service, and per member per month
{PMPM) claim costs.

A set of actuarial models will be developed separately for each DHHS Medicaid eligibility group {(MEG).
Each of these populations is unique and will be treated separately, though we will compare information
among the various programs to validate relativities in verifying reascnability of the experience data.

The budget neutrality form of the Section 1115 demonstration waiver application generally requires five
full years of experience data. We will gather this information and review the data for changes over time
and verify reasonability of the data received. In addition to reviewing annual cost models as described
above, we would review monthly actuarial cost model metrics by population and major category of
service for consistency on a month-to-month basis. The populations and major categories of service
will be defined by the splits utilized in the proposed payment methodologies to be utilized in the 11135
waiver,

The development of actuarial cost models will be an angoing process throughout the project lifespan.
As changes to the pctential payment methodclogies are proposed, refinements to the actuarial cost
maodels may need to be made and re-presented to the development teams.

The development of an 1115 Waiver requires collaboration across many teams. We have extensive
experience in providing consulting support and analytics to ensure that key policy makers can make
informed decisions. Milliman will build a strong foundation of understanding of the current program, its
structure, benefits offered, and populations served. It is important that we understand the history of the
program, perceptions of the program held by various stakeholders, and components of the program
that DHHS would like to address or investigate.

We will work with the development teams to fully understand each of the proposed policy and program
changes, including but not limited to the following:

the populations or sub-populations that would be affected;

the exposure basis used to develop the projection (e.g., per member, per recipient, per unit,
per episode, etc.);

the new benefits or changes to payment structures; and

any other new palicy or program changes that need o be modeled.

As we prepare to perform the modeling, we will discuss with DHHS whether Nebraska requires
additional fiscal impact estimates beyond those required by CMS as part of budget neutrality. For
example, when implementing a comprehensive substance use disorder (SUD) treatment program,
many of the proposed policy and program changes may not require 1115 waiver authority, but could
be authorized under the current state plan or a state plan amendment. The 1115 waiver authority may
only be needed for the IMD or residential treatment portion of the proposed program. Cther components

Medicaid Managed Care Actuanal and Consulting Services July 11, 2018
138



of a proposed SUD program that do not require 1115 waiver authority could include enhanced case
management, methadone-based opioid treatment programs, or new assessments intended to
determine ASAM criteria or level of need. Because these program changes do not require 1115 waiver
approval, CMS will not wish to see the fiscal impact of non-IMD components in budget neutrality
exhibits, but the state may wish to understand the estimated cost. Other details that are not required
under budget neutrality, but are often of interest to the state may include an estimate of state share
portion of program cost and additional administrative cost estimates.

rallegl snd Mute| Rufine Mudeling
v lare Base Deavelopmeant & Estimate
Dala Burdqel Impacl

After gaining an understanding of proposed program details, we may need to refine the actuarial cost
medels initially developed. This may require refining population and/or service definitions. We may also
need to develop estimated utilization and costs for any new proposed services. If transition to a value-
based payment structure is contemplated as part of an effective program, estimates may be developed
to reflect these changes as well. We will work closely with the policy team to reconcile estimates to
state expectations.

If reguired under the proposed program, we will work with DHHS to develop incentive payments,
outcomes-based milestone payments, and administrative expense estimates. Outcome-based
payments must be appropriate relative to the value created, either in cost savings or quality.
Administrative payments should be appropriate relative to the value created by the overall program.

After we have modeled the proposed policy and program changes, we will provide the estimated
budgetary impact. This may include several scenarios to understand which combination of populations,
criteria, services, and reimbursement will be possible with the appropriated budget.

Throughout the development of 1115 waiver, we will support the development teams in the following
manner:

We will remain active in the process, participating in meetings for the development teams.
We will present the analysis and consult with the development teams so that they understand
the financial impacts of multiple scenarios.

We will provide further analysis, explanation, and reccmmendations as necessary.

We will respond to any questions in a timely manner and develop written analyses when
requested to advance the development teams’ understanding of the impact from each potential
payment methodology being discussed.
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Collecl anmd Muuel Heline Modeling Complete
Validate Base Development & Estimate Actuarlal
Data Budgar Impact Analysls

Complete the actuarial analysis required for the 1115 budget neutrality projections

We will utilize the following steps to complete the 1115 budget neutrality template:

SUnnnanziy anu unueisianuiny e mswnvar experience utilized in the 1115 demonstration is
essential. Qur process to summarize historical experience includes:

Validation of baseline data
Development of actuarial cost models
Providing a report of the baseline experience to the 1115 Waiver development teams

Populations and categories of service used in the actuarial cost models should be selected for
consistency with proposed policy and program changes.

SeleLuun Ul IEUILAIL UL LUBL AU ULZauLn uenus used N developing rates and projecting
expenditures relies heavily on actuarial judgment, supported by historical data analysis, state-
specific program and fee fluctuations, national Medicaid information, and information from similar
Medicaid managed care programs in other states. Certain populations and services reguire special
attention in developing trend rates. We have extensive experience developing trend rates for all
the population types and benefits covered by Nebraska's Medicaid program, as well as benefits
that may become covered under future initiatives.

WE nave cawisive capeneive ueveioping wie cost and utilization estimates from new populations
or services. In our experience, this has been a collabarative process between the state program
team, the actuarial team, and other key stakeholders. Often, this process involves multiple
iterations of the development cycle provided below.
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DuogeL
Neulality Form

As with all actuarial analyses, results must be clearly documented to support transparency and be
appropriate for the intended audience to understand. In addition to resuits, the report must disclose
data used, development of assumptions, and the methodology utilized to achieve the results, including
the steps, adjustments, and formulas utilized to summarize the baseline experience data. Our reports
will adhere to the actuarial standard of practice (ASOP) No. 41, Actuarial Communications, as adopted
by the Actuarial Standards Board. We are committed to providing the highest quality documentation of
the analyses performed so that all stakeholders can not only understand the work but also use that
information to make key business decisions.

We anticipate the Department will provide policy leadership and historical data to be used in analyses.As
part of policy leadership, we will request to understand the goals of the program, desired timeline, and a
proposed course of action, in sufficient detail for modeling. Milliman could assist the Department with
analyses that may help determine program details, and if desired, we could provide options for
implementation, Historical data is needed for the budget neutrality demonstration and other analyses. For
budget neutrality purposes, five years of recent Medicaid claims and enrollment data are required.

The following provides our proposed project work plan for assisting the state of Nebraska in the
development of 1115 waiver budget neutrality exhibits.
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Especially with regard to new services or program changes, it is not unusual to require a second
round of modeling. This may involve a few new scenarics, updates to assumptions, and/or changes
to program parameters.

ANET LIE LTl aLETdl U I seieuieu anu appruvey, 1 will be used to prepare budget neutrality
projections for the 1115 waiver submission. These projections are usually shared with CMS prior
to formal submissicn, in order ask questions and to be sure CMS has no concerns. CMS will require
changes to trends that may exceed the President’'s budget trend, and is generally forthcoming
about asking questions and providing informal guidance.

AS UUUYEL HSULIILY PIJJELLUUHSD alE ey uvevaivped, we will also develop projections for SUD IMD
utilization and cost. We will ensure these conform to CMS guidelines, for example are limited to
populations aged 21 through 64, and include all expenditures (not just IMD expenditures) during
the month the recipient uses an IMD. We will work with the Department to make sure projection
assumptions are appropriate for the State. This may include, for example, estimation of unmet
demand for services that may already be available through inpatient psychiatric facilities with limited
beds, ordemand and provider supply for new services that may beceme available under the waiver.

These projections may also be shared with CMS prior to formal submission.

WIHINE G W PIUVIUG o WIHLLET TEPWIL W ANE LEPart e what documents the process, assumptions,
and data used to develop budget neutrality projections and exhibits.

Following the delivery of the report, we will work with the Department tc make any requested
adjustments to the methodology and report through the life of the waiver, We are also available to
assist with quarterly monitoring of budget neutrality.

The team of consultants and analysts proposed under this scope of work have extensive experience
with developing 1115 demonstration submission, in addition to a broad array of experience across
Medicaid managed care programs and the healthcare industry. The crganizational structure outlined
below shows the primary staff that will be dedicated to providing 1115 waiver actuarial and consulting
services to the Department. The breadth and depth of the expertise of these individuals underscores
our commitment to previding the highest quality actuarial and consulting services to the State of
Nebraska. While the services performed under this RFP will be performed by the staff in the
Indianapolis office, we have countless resources available to access the intellectual capital
generated by our global firm.

Primary Consulting Actuary

Robert M. Damler, FSA, MAAA — Principal and Consulting Actuary.
Project Manager

Christopher T. Pettit, FSA, MAAA — Principal and Consulting Actuary.
Actuarial Support

Jeremy A. Cunningham, FSA, MAAA — Consulting Actuary; and
Jaime M. Fedeler — Actuarial Healthcare Data Analyst.

Resumes for each of the proposed team members are included in Appendix 6.
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As outlined above, we anticipate the primary project deliverable will be the 1115 waiver budget neutrality
exhibits and documentation required by CMS, along with related fiscal impact estimates for the state. These
may be developed within eight weeks of receipt of historical data, based on proposed program parameters.
We will also work with the state to update projections as needed in the course of internal state discussions
or negotiations with CMS.
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Capitation Rate Setting









to these Medicaid clients, the Milliman Indianapolis office provides actuarial consulting services to a wide
array of healthcare organizations including DBMs. Although there are many qualified actuarial firms, we
feel that no firm can match the combination of our experience and client service.

Although dental services are often a covered service, the coverage of dental services through a managed
care program is not often the same across states. Some of the differing characteristics of the managed
care programs for dental services revolves around the members eligible to receive those services (children
versus adults) and the types of services covered in the managec care benefit (all-inclusive versus
preventive/diagnostic). Our extensive experience with Medicaid programs as a whole enables us to take a
comprehensive view of the managed care and fee-for-service delivery systems and consider any
relationships between these care delivery sources when developing the managed care capitation rate.

Specific to dental managed care capitation rate setting, we will leverage our experience with various state
Medicaid programs to provide the State of Nebraska with a high gquality and efficient work product to reflect
the best practices of dental managed care programs across state Medicaid agencies related to the following
goals for managed care programs {the triple aim):

Reducing costs for delivering necessary dental care to enrollees;
Assuring access for enrollees to Medicaid covered dental services; and
Maintaining quality of dental care with an emphasis on prevention.

Each of the requirements for this scope of work are listed below along with our experience. We also provide
consulting services to dental managed care organizations who operate outside of the states where we are
the certifying actuary. This insight helps us to understand the financial considerations and operations of the
DBEMs that do participate in the managed care program for which we establish capitation rates.

Milliman has helped a number of state Medicaid agencies achieve success through its dental capitation
rate setting consulting services. We highlight a few specific examples below 1o demonstrate how our
approach will contribute to the success of the State of Nebraska's Medicaid program. At the same time,
we recognize that dental capitation rate development is a complex task, and we also provide some
examples of challenges that may arise during the process. For each challenge, we also provide a
description of how we work to avoid these situations and mitigate the impact, should they occur.

111 Ueiilal uyiains tidl Nniian nas assocu 1§ state clients with include established dental
managed care programs, programs converting fee-for-service dental benefits to managed care,
and programs introducing a new dental benefit under managed care. We have additionally
supported our states in providing strategic implementations of dental managed care, such as
covering the dental benefit for pregnant women as a part of a maternity kick payment. Because
dental is an optional Medicaid benefit for adults, our state clients have very different goals and
approaches to dental services coverage. Over the course of our relationship with these states, our
capitation rate development analyses have supported the state-specific goals and policies.

As discussed in our response to SOW 1 {Capitation Rate Setting) our capitaticn rate certification
reports are comprehensive and focus on documentation transparency. In the same way that it is
critical to document the development of key assumptions, data adjustments, and other factors in
the rate setting process for acute medical services, similar transparency must be attributed to the
dental capitation rate development process as well. Although dental benefits often require less
scrutiny due to the smaller variances in member cost and lower utilization and constitute a smaller
component of the overall managed care program, the importance placed upon the certification
process of these benefits is no less intensive than our process for the larger managed care
program. Based on our regular communication with CMS officials and participation in leading
industry events, we are familiar with the documentation requirements for key assumptions in the
rate setting process. Furthermore, we have been committed to a level of transparency in our
documentation reports that are structured according to the applicable Medicaid Managed Care
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Rate Development Guide such that the implementation of the CMS/CACT review process has
resulted in a minimal number of questions prior to dental capitation rate approval. The rate
cerification reports developed for managed care dental benefits mirrors that of the reports
discussed in response to SQW 1 (Capitation Rate Setting).

Another component of the capitation rate documentation process is that we also provide the rate
certification report that is delivered to CMS to the participating DBM(s). This gesture fosters a
mutually beneficial relationship between the Department and the participating DBM(s) and makes
the DBM(s) comfortable with the dental capitation rate setting process. Therefore, not only does
our transparent rate development process satisfy CMS requirements, it allows the DBM to fully
understand the methedologies and assumptions utilized in the rate development process.

Loverage or aenwal penens s mgmy aependent upon the
fee schedule that is established in the state. Changes in
the prescribed fees can have a material impact on the
adequacy of the network and ultimate utilization of the
benefit. Generally speaking, a lower established fee
schedule will result in fewer dental providers accepting
Medicaid patients and a low utilization of the dental benefit.
Increases to the fee schedule, in particular on preventive
and diagnostic services, can lead to a higher penetration
for Medicaid beneficiaries and greater access to additional
services.

We have worked with several of our state Medicaid clients to understand the dental fee schedule
and assistin making adjustments to either induce additional utilization or influence practice patterns
to alleviate excessive utilization of higher cost services. The fee schedule can be viewed as a lever
to allow for adjustments in the managed care dental program. In particular, we have assisted in
combining fee schedules for multiple dental programs operating in a state where separate fee
schedules had been developed for adult members covered under different eligibility programs.
Identifying an equilibrium between the two helped to create more consistent utilization across the
populations and assist in correcting problems that were occurring in both programs.

MAS PIEVIUUSIY UIDLUDBDIEU, Bdull DS 11ad UINYUS UlkjSuuved and approaches to dental benefit
managed care coverage. We have worked with states in their Medicaid waiver applications to
obtain approval to provide the dental benefit in a manner that meets program goals. We have
assisted states with completing 1915(b) cost effectiveness waivers to include their dental benefit in
managed care {along with other services) as well as the budget neutrality section of 1115
innovation waivers for states to implement new and innovative dental benefit designs. We have
assisted states with both the initial application and renewal for 1915(b) and 1115 waivers. Qur
significant experience in these waiver application and renewals allows us to assist state clients in
identifying potential stumbling blocks early in the waiver application process and therefore
efficiently obtain waiver approval from CMS.

HopaILuEn Cnaie iys will gerital mal"‘laged care programs is developing proper dental managed
care cohorts for purposes of capitation rate payments. In programs like Nebraska's where most
populations are covered under the dental managed care program, there may not be a similar
alignment of utilization and cost across coharts as there would be with acute care services. Often
times, the development of capitation rates for a dental benefit may consist of multiple populations
being combined as one's morbidity may not be a significant variable in establishing differences in
dental costs. While certain populations, such as long term care populations, may have materially
different cost profiles for medical services, their utilization of dental services may not differ
materially from a normal adult. Therefore, it is critical o establish appropriate and reasonable
cohorts on which to establish the capitation rates.
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wonsisient win acuwe care meaical services, there is potential for pent-up demand when new
members, or even new populations, are granted access tc the dental benefit. After an initial lag
period to allow members to find an accepted dental provider and schedule an appointment, there
may be a large upswing in services that can last 6-12 months as follow-up appointments are made
and restorative or extraction services are provided. Following this period of increased demand for
services, there is often a cocnvergence back to the ultimate utilization. It is critical to identify these
changes and be able tc anticipate when the turns in utilization will occur.

We have extensive experience working with Medicaid dental programs to help understand this
issue and to price for the ebbs and flows accordingly in the rate development process.

Drtlaust usiial veneie aie vpuvnar 1ol auuns, we often see dental benefits introduced and
terminated as a covered Medicaid benefit depending on our state client’s budgetary considerations.
Alternatively, states may introduce or remove an annual dental benefit maximum (as in the case of
Nebraska). Therefore, capitation rates for dentat benefits need be set without robust historical
dental claims data specific to the state Medicaid program. We routinely work with our state clients
to identify appropriate data sources for capitation rate development tc evaluate programmatic
changes including but not limited to:

Introduction/removal of certain dental procedures;

Introduction/removal of ceriain populations to the dental managed care program;
Introduction/removal of dental benefit maximums;

Evaluation of sensitivity of definitions of medically necessary,

Changes in access to primary or specialty dental providers;

Changes in dental fee schedules;

Evaluation of quality withhold metrics; and

Implementaticn or adjustment to dental minimum MLR or risk corridor programs.

To the extent available information from the Department is not appropriate for valuing programmatic
changes, we will leverage internal nationwide Medicaid and commercial data sets to develop
estimates of the any pregrammatic changes to the dental managed care pragram.

LULIBIBLETIL WILIL LI UVEIDIGIIL LT was uiscussed in our response to SOW 1 (Capitation Rate
Setting), we maintain the same level of review in our work across all components of our client's
programs. This includes the required levels of peer review and qualifications to send and
communicate results.

All CMS reguilations and Actuarial Standards of Practices that are applicable to medical benefit
capitation rate setting are likewise applicable to dental benefit capitation rate setting. Please see SOW
1 for our discussion of our adherence to and understanding of applicable regulations and Actuarial
Standards of Practice. As the approach to developing capitation rates for dental benefits is consistent
across these programs, the regulations we adhere to are critical in ensuring appropriate documentation.

In particular, the passage of the CMS regulations in April 2016 removed the certification of rate ranges
beginning with contract periods on or after July 1, 2017. Thus, while we will assist the State of Nebraska
in developing a range of rates for the dental program, the ultimate rates will be certified as a single set
of actuarially sound rates.
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Milliman's Medicaid capitation rate setting methodology for dental benefits follows a standard underlying
process, but is customized to each client and population based on local characteristics, DBM market,
benefits, and program maturity. OQur experience in dental benefit Medicaid rate setting includes coverage
of numerous populations for both children and adults. This work has provided us the ability to benchmark
DBM managed care efficiency on a population specific basis. Additicnally, the proposed Milliman Nebraska
Medicaid team has extensive experience in creating capitation rates for new and innevative dental managed
care programs.

The RFP outlines three specific main tasks to be performed under SOW 6: Dental Capitation Rate Setting:

Rate Data Analysis and Manipulation
Interim Reporting and Other Deliverables for Rate Setting Functions
Capitation Rate Finalization

This secticn outlines our proposed development approach for each of these tasks.

QOur process for developing capitation rates is thorough and in compliance with Actuarial Standards of
Practice.

The following graphic outlines the general process that we follow to develep actuarially sound Medicaid
dental managed care capitation rates across numerous programs and populations. The general
process for developing dental capitation rates is similar to the process outlined in SOW 1, beginning
with the dental program’s current or rebased base rates and culminating in the final dental capitation
rate through the application of material program adjustments. For details on the development of
rebased dental capitation rates, please see the response to SOW 7.

We carefully review and document each step of the anaiysis to allow for a transparent rate development
process that fosters the relationship between the State and the contracted DBM. At the cenclusion of
the feedback cycle with the DBM, we prepare the final rate certification report for submission to CMS
for review and approval.
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We win apply agjusuments 1o (ne nase aawa w nunmanze for policy or program changes that have
occurred or are expected to occur after the base experience period that will impact dental utilization
and costs during the rate pericd. Examples of key types of policy or program changes and relevant
considerations for each adjustment include the following.

Provider reimbursement policy changes: We estimate the impact of provider reimbursement
changes that occur after the base period by completing a repricing analysis on all base data to the
updated fee schedule for the impacted category of service. In addition, utilization adjustments are
considered if the reimbursement change is anticipated to have an impact on member or provider
behavior during the contract period.

Program changes: Program changes cover a wide variety of services and benefits. Examples of
program changes include but are not limited to:

Removal of benefit limits;

Expansion or reduction of services;
Legislative mandates;

Elimination or reduction of cost sharing; and
Litilization management changes.

Our analysis is program-specific and may include a review of fee-for-service data or benchmark
data, amang other analyses.

Population changes: A review of population changes can be a crucial aspect of the capitaticn rate
setting process, In coliaboration with the Department, we will review past enroliment processing
patterns during the base experience period and compare with current and projected enrollment
patterns that may impact the contract period. Given the immaturity of the dental managed care
program in Nebraska, it is important to review the population shifts over time and identify changes
that could have an impact on rate setting.

Fiscal impact analysis: Prior to implementation, we routinely assist states by providing estimates of
the impact of peolicy and program changes on the estimated dental expenditures. We provide the
impact to capitation expenditures as well as to the Medicaid program as a whole. In addition, we
typically prepare total impact and state share impact estimates.

Medicaid Managed Care Actuarial and Caonsulting Services July 11,2018
152



Upon review or Ubm encourier gaia anu nnancial report data, we will identify opportunities for
potential cost savings. These savings could be placing higher emphasis on utilization of preventive
and diagnostic services, or identifying methods to limit the use of higher cost or even emergency
services. Such opportunities will be identified by reviewing key service categories to quantify
potential managed care efficiencies to control costs and improve dental outcomes. We will also use
our experience with developing managed care capitation rates for other Medicaid programs to
benchmark experience in Nebraska relative to other states,

The potential for managed care savings must consider the current delivery system’'s opportunities
and limitations in order to determine what is achievable. Achievable savings should be assessed
with the following by considering the opportunities that DBMs have to actually enforce prescribed
changes and whether the program places any constraints on the activities of the DBMs.,

We will work collaboratively with the Department to understand the goals of the dental managed
care program as it relates to controlling dental care costs and managing quality of care.
Measurement of the progress of the DBM in managing dental care is generally performed through
detailed review of the change in dental service utilization over time.

Dental managed care programs generally have a heavy focus on improvement of access to
preventive dental services, and it is important to consider the expectations of the dental managed
care program when developing prospective dental capitation rates. For example, if the program is
expected to result in increased utilization of preventive care sefvices and corresponding reductions
in restorative dental services, then these managed care impacts should be considered in the
projection of the dental service costs in the rating period.

impact to Rate Development Process

In order for risk-based managed care to truly reflect a “pay-for-performance” arrangement with the
contracted DBM, capitation rates should be developed to reflect achievable levels of utilization and
cost efficiency while supporting a high quality of care delivery. A capitation rate development
methodoelogy that does not make adjustments to historical experience to reflect any performance
deficiencies amongst the contracted DBM would limit the Department's ability to incent future
improvement. Through careful review of the dental managed care experience, we will provide the
Department with a rate setting process that will:

Identify deficiencies and achievements in DBM performance during historical experience
periods using established data-driven methodologies;

Document support for managed care efficiency adjustments to the base experience used
in the capitation rate development by linking adjustments to specific performance
measures; and

Assist the Department with establishing incentives and contractual measures for DBM
performance during future rate periods based on performance benchmarks.
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Non-benefit costs are one of the compoenents of capitation rate setting that is most highly scrutinized
by stakeholders. From the Department’s perspective, non-benefit expenses reflect program dollars
that are not spent on the direct services for Medicaid beneficiaries. From the DBM's perspective,
non-benefit expenses reflect the cost of administering a Medicaid managed care dental plan
including administrative staffing, basic operational needs, and innovative care management
soluticns. Non-benefit costs must also allow for a reasonable return on invested capital and risk
borne by the DBM. Due to the smaller amount associated with the dental capitation rates, as
compared to acute care medical services, the non-benefit expense allowance represents a much
smaller dollar amount on a per member per manth basis. Thus, while the percentage adjustment
may be similar across the two different programs, the amount being paid to the DBMs for performing
similar tasks is a lot smaller.

Non-benefit expenses must be managed in a manner that illustrates prudent use of program dollars
while providing reasonable allowance for the DBM to provide comprehensive care management ta
pramote pasitive outcomes for Medicaid beneficiaries in Nebraska. To evaluate the reasonability
of non-benefit expenses, we will review the key administrative requiremets under the DBM contract
and how those requirements have changed from prior rate periods. We will also request detailed
reporting on administrative costs from the DBM as part of a DBM survey request.

DBMs that are for-profit entities are subject to a Health Insurance Providers Fee under Section
9010 of the ACA. Under Actuarial Standard of Practice (ASOP) No. 49, actuaries are required to
reflect this fee in the capitation rates, and since it is non-deductible for corporate tax purposes, the
rates must also reflect the tax impact of the fee. This tax maybe reflected either retrospectively or
prospectively, depending on the state’'s preference. Aithough prospective implementation may be
simpler administratively, we will often recommend retrospective implementation in order to
minimize the risk of overpayment.

In the process of establishing fair and appropriate rates for the managed care populations in
Nebraska, we aim to support the Department in its efforts to increase the efficiency of the Medicaid
delivery system. Providing meaningful review and suggestions requires a blend of actuarial and
clinical expertise that Milliman is well-positioned to provide. The firm has a proud history of actuaries
and clinicians working together and has the expertise — and credibility with the DBMs - to both
identify issues and to assist the Department in developing strategies to address them in a
responsible and sustainable manner.
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iation from the state, we request information from the
participating DBMs to help provide additional insight into the data sources we use for the
analysis, and to aid in the overall capitation rate development process
We treat this information with the utmost confidentiality, as we understand that the DBMs
are providing proprietary information in many cases.

his is where we spend a
considerable amount of time
Provides plans the opportunity to review the encounter data we have received and perform
their own validation activities
We document the main criteria used to stratify the base data cost models into capitation
rate cell, region, and service category groupings
Main components of the report: Documentation of base data development, capitation rate
cell assignment, and service class assignment

2d as the foundation
for the rate development process
We also outline the capitation rate development process in the methodology report, which
is consistent with the proposed development approach documented above.
We generally provide this report first to the state (at least a week before it is ready for
distribution to the DBMs) and schedule time to walk through the report with the state
Provides the state with ample time to review with us and internally
Gives the DBMs a summary of the combination of all plans’ data

welopment process, from base data to final
capitation rates. Both narrative and quantitative exhibits are provided
We quantify the impact of every material adjustment at the capitation rate cell level
Report structure follows the Medicaid Managed Care Consultation Guide
Consistent with timing of the base data and methodology report, we generally provide this
report first to the state (at least a week before it is ready for distribution to the DBMs) and
schedule time to walk through the report with the state

through the full development of the
capitation rate
We walk through each major capitation rate adjustment and the key assumptions
underlying the development of these adjustment factors
Provides a forum for the health plans to ask questions during the discussion

lly provided with an cpportunity after the
draft rate presentation to submit questions and/or comments in writing within a specified
timeframe. We typically respond to these health plan questions in writing.
During this time, we also finalize with the state any key programmatic changes anticipated
during the contract period
The completion of this deliverable leads to the preparation of the final capitation rate
certification report, which is discussed in the next section
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Following issuance of the interim deliverables described above, we will work with the Department to
finalize the rates and submit the certification report to CMS for review and approval. The final
deliverables represent the culmination of the rate setting process. As there is generally not a risk
adjustment process for dental capitation rates, this step in the process involves back and forth with
CMS. If CMS requests further information, we will provide clarifications or supplemental analyses to
obtain approval as quickly as possible,

WUF CEUNGALUN Pracess 1S CONSISLEnL Wit thal gewnea in our response to SOW 1. We document
the development of the capitation rates for each rate cell and index against the Medicaid Managed
Care Consultation Guide published annually by CMS. Cur adherence to the guide facilitates the
CMS review and approval process, and our reports have been referred to as the gold standard
within the industry. We will be actively engaged in the documentation and review process, through
participating in calls and meetings as needed ang preparation of further analysis, explanation, and
recommendations, and we will respond to any questions in a timely manner.,

The final certification report represents a documented assurance to the Department, the federal
government, and stakehclders that the capitation rate setting process fully follows federal
guidelines, including the following assurances:

The rates have been developed in accordance with generally accepted actuarial principles
and practices.

The capitation rates provide for all reasonable, appropriate, and attainable costs that are
required under terms of the contract and for the operation of the DBM for the time period
and population covered under the terms of the contract.

The rate development reflects compliance with all laws, regulations, and other gquidance
for the Medicaid program, including but not limited to eligibility, benefits, financing, any
applicable waiver or demonstration requirements, and program integrity.

The final capitation rates must be reasonable, and the documentation must be sufficient to
demanstrate that the rates comply with applicable law.
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From our experience in certifying Medicaid capitation rates in several other states, we are aware
of the increasing scrutiny CMS has placed in reviewing submitted actuarial rate certifications. CMS
produces an annual Medicaid Managed Care Rate Development Guide, which outlines the
information it expects to receive in an actuarial certification report. The following tables summarize
the areas of the rate setting process for which CMS has placed increased scrutiny in the rate setting
guide and other regulations, and the methedologies we will employ to ensure that our rate setting
process for the Department’s managed care programs continue to be fully compliant with regulatory

standards.

CMS REQUIREMENT

Types of data used,

Document any concerns the
actuary had with the data;
Describe any changes in the
source base data from the
prior rate setting period

CMS REQUIREMENT

Changes in covered benefits,
including impact to rates

Trend assumptions by service
category, with breakdowns by
utilization and unit price

Managed care adjustments

MILLIMAN METHODOLOGIES

We have a pre-defined evaluation process to review capitation rate setting data for
incompleteness or omissions. This process, along with any data issues that are
encountered during the rate setting process, will be documented in our certification
letters, along with being verbally communicated to CMS, DBMs, and DHHS
personnel.

MILLIMAN METHODOLOGIES

To the extent a benefit change is made, we will develop estimates of the estimated
cost impact at the service category and rate cell level. Such adjustments will be
documented in our rate certification letter.

Trend rates for projected benefit costs will be developed by service category and
rate cell, and will be split between utilization and service cost trend. Qur
documentation of trend rate development will disclose data sources, base time
periods, and actuanal projection techniques.

QOur managed care adjustment methodology utilizes an objective approach to
identify potential areas for efficiency and our assumptions reflect the expectation for
the DBMs to reasonably achieve the targets in alignment with the Department's
goals for the managed care program. These adjustments are documented in our
rate certification letters and associated data books.
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CMS REQUIREMENT

Description of administrative
and care management costs,
as well as provisions for cost of
capital, risk and contingency
margin, underwriting margin,
profit margin

Taxes, fees and assessments

CMS REQUIREMENT

Risk adjustment processes

Risk mitigation programs

Incentive or withhold amaounts

CMS REQUIREMENT

Adjustments for acuity, pent-up
demand, and adverse
selection;

Identify and changes in data
sources;

Describe any risk mitigation
strategies

MILLIMAN METHODOLOGIES

Dating back to calendar year 2008, we have maintained a database of financial
staterments for Medicaid MCOs and DBMs. This data provides benchmark
information on administrative costs, underwriting margins, medical loss ratios, and
risk-based capital levels for Medicaid OBMs, and will be used to evaluate the
adequacy and reasonableness of current and projected capitation rates, along with
underlying assumptions cancerning non-benefit costs. We will also evaluate
changes in the administrative requirements for DBMs, changes in DBM enroliment,
and other factars that should inform assumptions for administrative costs.

Any taxes, fees, or assessments included in the rates will be documented in a clear
and transparent manner. in particular, the ACA's health insurer fee will be
incorporated into the capitation rates as appropriate, as the aggregate national fee
amount and an insurer's share of the aggregate fee will change on an annual basis.
Additionally, as Medicaid health plans have entered the commercial market through
the public insurance exchanges, they may become newiy subject to the fee if their
commercial premium revenue represents more than 20% of their total premium
revenue.

MILLIMAN METHODOLOGIES

The risk adjustment process will be fully exposed in rate setting certification letters,
including the process employed to ensure no data quality issues existed prior to
implementing risk adjustment.

Risk mitigation programs including risk corridors, minimum medical loss ratios, or
reinsurance programs will be documented, along with a rationale for why these
programs are necessary to limit volatility in DBM expenditures or ensure DHHS
purchasing-value.

A description of any incentive or withhold amounts will be included in the
certification letter. In the course of the development of any incentive payments ta
the MCOs, we will work with DHHS ta ensure that such incentive payments do not
exceed 5% of total MCO revenue to ensure actuarial scundness as required by
federal regulaticns.

MILLIMAN METHODCLOGIES

We have developed Medicaid expansion rates in several states The development
of these rates was parlicularly challenging initially, as there were many unknowns
concerning enrollment rates and morbidity levels of the eligible poputation. It is also
likely that the utilization and cost patterns of the Medicaid expansion population wiil
be changing as the program matures. We will perform a detailed evaluation of
assumptions used in prior rate setting pericds to determine if specific assumptions
should be modified or removed from the rate setting process. Financial results for
each participating DBM will alsc be evaluated to ensure underwriting and
administrative costs are reascnable in relation to industry norms,
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AILET INE UCOIMENEUDH Ul CAP UL 1-ES 15 suumied w e weparunent for distribution to CMS
and the DBMs, we continue to provide support to the Department in preparing responses to any
applicable guestions that CMS may ask during their review of the certified capitation rates and
accompanying documentation. As a testament to our transparency and thoughtful consideration of
each assumption during the capitation rate development analysis, the CMS review process
contains only a handful of questions in many cases and rarely continues into a second round of
questions.

Throughout the process of developing actuarially sound capitation rates, there are several technical
considerations that need to be made. The following provides a list of items that Milliman will consider in
developing dental capitation rates for the Department:

Payment rates should be sufficiently differentiated into actuarial cost models to reflect known
variation in per capita costs related to age, gender, and Medicaid eligibility category;
Appropriate levels of managed care plan administrative costs should be included in the rates,
with consideration of Nebraska state laws regarding limitations.

Consider constraints of local delivery system and DBM policies in establishing dental managed
care efficiency targets.

Methodology changes in the withhold arrangement should be evaluated to assess the amount
of the withhold that is reasonably achievable in the context of the capitation rate development.
Programmatic changes in the Medicaid program between the data and contract periods should
be reflected in the rates.

Effective data visualizations through charts, exhibits, and tables should be utilized in presenting
dental capitation rate development methodologies and results.

It is often helpful to provide DBMs with certain components early in the process, for example
base period data summaries (data book), propased adjustments, assumptions, and planned
treatment of policy and program changes. This supports transparency, allows the DBM to voice
any concerns earlier in the process, and avoids last minute surprises and delays.

Providing fiscal impact estimates for proposed program and policy changes early in the process
can assist with acquiring the necessary approvals to finalize policy decisions.

In internal discussions with the State, we will disclose assumptions that have material
opportunity for variation around a best estimate (most commonly trend assumptions or
managed care efficiency assumptions) and provide an estimate of the sensitivity of the rates
to these assumpticns. This is information that previously would have been provided as a rate
range.

Frequent touchpoint meetings with the Department should be established to discuss current
rate development analytics and anticipated program changes for the capitation rate contract
year.
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Documentation should follow the instructions and layout of the CMS Medicaid Managed Care
Rate Development Guide.

Discussion material should include a comparison to prior year rates to allow evaluation of the
adequacy of the rates in relation to the DBM prior year financial performance.

Tc facilitate an understanding of the rate development process, we typically illustrate
reconciliation of the base period data to the final rates, including each material adjustment that
was made and the impact of that adjustment on the capitation rates.

Presentation material for the DBM meeting should provide detailed descriptions of all actuarial
assumptions and rate development methodologies to facilitate transparency in the rate
development process.

To the extent applicable, performance withholds should be structured in a manner that
incentivizes DBM performance in alignment with program goals. We typically assist our state
clients in developing achievable goals for the DBMs based on historical program data.

Risk corridors and minimum MLR thresholds must be carefully reviewed when implemented in
stand-alone managed dental programs, as the non-benefit expense requirements are generally
greater than a medical managed care program, as a percentage of revenue.

We have found it is ideal to provide approximately seven weeks for the annual dental capitation rate setting
process. Our typical timeline is outlined below. When finalizing the actual timeline with the Department we
will do so in a manner such that the final rates are submitted 150 days or 5 months in advance of the
effective date. ltems highlighted in green shading represent deliverabies to the Department. Also, we have
found it ideal to set up bi-weekly or weekly check-in and status calls with cur state Medicaid agency clients
to keep them informed of every step of the process.
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TS TEPUI L UULUTTIENLS LITE THEIT SLEpS U1 e aenh sapnauon rawe development process, We deliver
this report to the Department at least a week before distribution to the DBM(s) to allow ample time
for Department review and for us to walk through the report with the Department.

FoNowINg tne summarnzauon or gaa ine an actuarial model, we review utilization experience to
further confirm the completeness of the data. The data will be assessed for reliability, accuracy and
completeness, and compared with prior data and national norms expecied for a comparabte
population. The encounter data will be compared with financial reports provided by the DBM and
checked for consistency. This review will assist Milliman in identifying the experience that will be
included or excluded in the rate setting process.

The next step in setting capitation rates is the development and application of adjustments. These
often include completion adjustments (for incurred but not reported claims), data smoothing, DBM
contracting adjustments, and adjustments to reflect anticipated levels of care management. We will
develop a range of managed care adjustments (from high to low) for purposes of the capitation rate
calculations.

In addition, we will adjust the experience data for policy and program changes. Often program or
policy changes are implemented part way through the base data experience period. In such cases,
we will adjust the data to fully reflect the current program. Future program changes may also be
anticipated due to normal changes in the Medicaid environment as well as external mandates, such
as the Affordable Care Act. We will make appropriate adjustments to reflect cost estimates for
enacted changes. Examples of program changes that could potentially impact the Department over
the course of this contract include population expansion, fee schedule changes, administrative cost
changes, and additional covered services.

We will also analyze historical utilization and cost per service trends in the base period data and
more current available data provided by the Department. This wili be compared with observed trend
rates in other states’ Medicaid managed care programs. This will also be compared with general
medical inflation and other economic trends, as appropriate.

The final capitation rates will be developed by adjusting per member per menth costs to reflect
administration, profit, and contingency margins. To determine appropriate margins, we will examine
DBM financial statements and compare these to financial statements from cther Medicaid DBMs.
To facilitate this process, Milliman's Indianapolis office maintains a database that summarizes
financial metrics from the annual statements of Medicaid DBMs filing a NAIC annual statement.
These metrics include values such as the Medical Loss Ratio, Administrative Loss Ratio, and
Underwriting Ratio.

WHHNTIAN Wi UEVEIUP d UIdIL [EPUIL LU UE sHared win uie veparunen n auvance of the final rate
certification letter for submission to CMS. The draft report will provide full documentation of the rate
development. This will include appendices illustrating actuarial cost models for each rate cell, and
trend and other adjustments applied to the base data for each rate cell. The body of the document
will discuss the data, assumptions, and methodology used to develop each adjustment to the rates.
Milliman will provide the draft report in a format consistent with the final certification documentation
that will be submitted to CMS.

wimar Wil PIepals d pPressiiialdil W preselil dig viain uapuation rates to the DBMs. The
Department will review the presentation and arrange for the meeting, while Milliman will take the
lead in delivering the draft capitation rate resuits and explaining the main underlying assumptions.
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VI T 11T ¥ asBisL U ie Lepae et respunuiny w uom yuestions, including any written questions
that may be submitted after the meeting. Shauld the Department and Milliman wish to make any
additional adjustments to the rates based on DBM feedback, Milliman will reflect those revisions in
the final report.

HHE Q1 TSI, TUUUIIY aulualial Ll LHLGLu 101 SUUIT TSIV LY wnlS, will be delivered to the
Department. Prior to release of the final repor, internal Milliman peer review will be performed by
an experienced managed care actuarial consultant who was not involved in the capitation rate
seiting process. This provides one last check to ensure the documented actuarially sound
capitation rates fully meet all statutory and regulatory requirements, as well as all actuarial
standards of practice.

Milliman's commitment to the project does not end with the final actuarial report. We are dedicated
to providing the Department with any assistance that may facilitate receiving approval from all
parties and implementing the rates. For example, Miilliman is available to respond to questions or
assist in follow-up discussions with CMS or the DBM. Milliman often assists states with aspects of
contracting that are related to the rates, such as development of contract not to exceed values or
reviewing contract language to ensure it is consistent with the development of the rates. We are
also available to assist Department staff or the fiscal agent with implementation of the rates, or in
any other capacity that the Department may request. For example, the fiscal agent needs to know
the new rates to enter into the payment system, but may not be interested in the actuarially sound
capitation rates. To minimize the chance of payment error, Milliman could provide the fiscal agent
with a special packet including exhibits illustrating the actual new rates payable to each entity, less
any performance withholds.

In recognition of the broad array of services requested in this RFP, we have a prepared a team of
consultants and analysts that have a broad array of experience across Medicaid managed care
programs and the healthcare industry. The organizational structure outlined below shows the primary
staff that will be dedicated to providing actuarial and consulting services to the Department. The breadth
and depth of the expertise of these individuals underscores our commitment to providing the highest
quality actuarial and consulting services to the State of Nebraska. While the services performed
under this RFP will be performed by the staff in the Indianapolis office, we have countless
resources available to access the intellectual capital generated by our global firm.

Primary Consulting Actuary

Robert M. Damler, FSA, MAAA — Principal and Consulting Actuary.
Project Manager

Christopher T. Pettit, FSA, MAAA — Principal and Consulting Actuary;
Actuarial Support

Colin R. Gray, FSA, MAAA — Actuary; and
Jaime M. Fedeler — Actuarial Healthcare Data Analyst.

Data & Technical Support Analysts

Matthew J. Brunsman — Healthcare Data Analyst; and
Oksana V. Owens — Healthcare Data Analyst.

Resumes for each of the proposed team members are included in Appendix 6.
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Milliman is committed to providing the highest quality actuarial consulting services in a timely and
professional manner. We will assist the Department in meeting all of its commitments and believe Milliman
is the best vendor for the Department for providing actuarial and consulting services related to the
development of Medicaid dental capitation rates in the State of Nebraska.

We are committed to following the tentative timeline for Calendar Year 2020 capitation rate setting as
outlined in the grid and key milestones listed in the previous section. In addition to completion of stated
tasks, Miliman believes in establishing timelines to permit the Department an opportunity to review major
deliverables and provide valuable feedback into the process. Sufficient time will be allotted to implement
requested revisions/changes based on the Department’s review of the deliverables. The timeline has been
designed {o allow for the final rates to be submitted 150 days or 5 months in advance of the effective date.
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SOW 7 — Dental
Capitation Rate Rebasing






In addition to medical capitation rates, Milliman provides the same level of industry-leading services for
dental programs. This response is largely consistent with that of SOW 2 to illustrate the similar degree of
diligence applied to dental capitation rate rebasing.

As with the dental capitation rate setting, Milliman’s goal would be to act as the state's trusted advisor.
Milliman will work with the Department to gain an understanding of the program, its structure, and goals
that the state seeks to achieve through providing the dental benefit. it is important to understand the history
of the dental program and the reasoning behind its current format. Understanding the reasons behind the
program can assist us in helping guide and the program to meet its anticipated goals. Each state has a
unique method to approach Medicaid dental services and Milliman is committed to working with the
Department to enhance the value of the program and meet its specific goals.

The dental capitation rate rebasing would include a full update of the base period data used to develop the
actuarially sound rates and a review of the program’s history. In addition, the rebasing could address
changes to the rate structure, such as populations and services covered, the manner in which the rate cells
are defined, if there specific services excluded from the managed care contract, the dental network in the
state, the incentive structure, assumptions, data used to develop assumptions, methodelogy, or any
changes the Department or Milliman may bring up for consideration.

Milliman works with state Medicaid clients to reevaluate and discuss the existing dental capitation rate
structure at regular intervals, Rebasing is generally performed at the beginning of the contract period and
then updated annually to provide a full update of the base data used to set the rates.

We have performed all of the items noted above for our state clients over the past 20 years. Although many
stales do not operate similar managed care dental benefit programs, we apply the same concepts and
processes to rebasing dental capitation rates as we do for the larger medical services contracts. Our
services include:

Analyzing rate methodologies to determine the appropriate method to help establish the actuarially
sound rates for the dental benefit

Analyzing paid claims for dental services and ensuring appropriate experience is included
Analyzing rate cell alternatives to assess whether the current structure is appropriate

Assessing compliance of rate methodologies to ensure regulations and requirements are being met
Providing documentation and training to the Department to ensure understanding of the materials
Providing an actuarial certification to be provided to CMS for approval

Preparing presentation materials to share with key stakeholders

A key component to dental capitation rate rebasing is the ability to process large ameunts of data in an
effective and efficient manner. Milliman is well equipped to receive, load, and analyze all data provided
by the Department. The following section contains a summary of client work consistent with the
capitation rate rebasing activities outlined under SOW 7.

Miliman routinely receives anda accepts large data sets from client servers to cur Indianapolis office,
including Medicaid eligibility, Medicaid capitation payments, Medicaid fee-for-service claims, and
Medicaid managed care encounter data. Given the rapid transition of how dental benefits are often
covered by our state clients, it is important to be able 1o understand and utilize all forms of data in
dental capitation rate development and for general dental program data analysis. Milliman is
accustomed to receiving dental benefit information both as a part of the encounter extract from the
medical managed care program as well as a separate extract for stand-alone dental managed care
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programs. Milliman also maintains Commercial and Medicaid databases along with internal analytic
tools that allow our consultants to efficiently obtain information for a representative sample of the
national scope of dental benefits.

Miliman has experience in assisting states with development of an encounter data monitoring
report to reconcile submitted encounter data with actual experience of DEMs. Generally, Milliman
designs an Encounter Quality Initiative (EQI) report customized to each state Medicaid client that
compares plan membership, utilization per thousand, and per member per month metrics by
service category for summarized encounters and plan reported financial summaries. These data
comparison reports can be tied to financial incentive measures for the plans, with the goal of
promoting complete and accurate encounter data which can be used for rate setting and other

purposes.
IVIHIT QT 1A WUTRSW YWILHT LTS JL1Ale W IV Al ), WASRal UG W
Health and Human Services since 1997 to perform risk-based MORE TH,

capitation rate setting for all of the managed care programs
operating in the state. Dating back to state fiscal year 2009, we
have assisted the state in developing capitation rates for the
Healthy Kids Dental program covering over 1 million lives on a
statewide basis. Utilizing historically reported encounter data,

we have established age-specific rate cells to accommodate IN LIVES

the growing population under the managed care dental PQ¢ Y AFF D
program. Upon inception of the Healthy Michigan program in :

April 2014, we assisted in the implementation of an adult m
managed care dental benefit specific to expansion members.

During the course of this population’s ramp-up, we performed
durational analyses and multiple rebasing projects to maintain
adequate rates in the program.

WIHIEI ds WUIREU Wil Ui Slae ul winu, wepatment of Medicaid since 2015 to perform
capitation rate setting and associated analyses for all populations covered under a risk-based
Medicaid managed care program in the state. This includes Ohic's Medicaid Managed Care (MMC)
program and the MyCare Ohio (MyCare) program. MyCare is Ohio’s dual demonstration program
that includes dental coverage, excluding orthodontia. Dental services are included as state plan
services provided as part of the capitation rates. We have assisted Chio in rebasing its capitation
rates for both the MMC and MyCare programs to account for changes in dental benefits.

IWHINITIFDN [1dS WUIREU WIL LTS Dlals U1 ITidiang, rariigy diiu Qusid) O VIS Aul ninistration to perform
capitation rate setting for all populations covered under a risk-based Medicaid managed care
programs in the state. The managed care programs were expanded to include dental services
effective 2015. Our work with dental services included analysis to evaluate the program’s
preventive service utilization against other programs and recommended best practices. The
capitation rates were adjusted to reflect service limitations under the alternative benefit plan (ABP)
provided tc expansion members, and evaluated for the potential impact of implementing an
aggregate $1,000 annual expenditure cap. We also pefformed a reimbursement study, comparing
reimbursement under Indiana’s program with commercial reimbursement and with Medicaid
reimbursement in other states. We also gathered reimbursement recommendations from CMS and
other sources.

IVHINTTIED TIdS WOIRE WILET LTI QLW I HINNTURD, LEpal LHEHLL Y Medild iudl e aliu rallllly Services (HFS},
to perform capitation rate setting and associated analyses for all populations covered under a risk-
based Medicaid managed care program in the state. This includes the HealthChaoices program and
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the Medicare-Medicaid Alignment Initiative (MMAI) program. Dental services, with varying covered
services between populations, are covered under the capitation rates. We are currently developing
rate adjustments for the provision of a comprehensive dental benefit for the State's adult
populations.

une or ine most common ana signimcant challenges of the capitation rate rebasing process is the
availability of timely, accurate, and complete data. With he Depariment’s managed dental program
starting within the last 12 months, we anticipate there may still be significant data quality issues
with this program. We will work with the Department to outline and collect the required experience
data necessary for developing actuarially sound dental capitation rates.

We frequently work with our state clients to initiate ang
operationalize encounter data warehouses for new
managed care programs, including new dental managec
care programs. We often are key contributors to ow
states’ encounter improvement workgroups anc
initiatives. Qur contributions typically include ar
extensive review of DBM Medicaid data including but nof
limited to:

DBM statutory financial statements;
DBM reconciliation reports; and
Claim level encounter data.

We will review each of the reported sources of financia

information for reasonableness and to affirm the financial information is consistent across different
reported sources. Examples of components included in our systemnatic data review include but are
not limited to:

Unit cost outliers;

Utilization outliers;

Systematic or specific under- or over-reporting;

Duplication of claims or eligibility data;

Consistency in reported experience over time,

Consistency in unit definition among contracting providers;

Comparisan of reparted financial data across reports;

Review of incurred but not reported (IBNR) provisions for reasonableness;
Review of sub-capitated payment arrangements; and,

Comparison to external benchmarks.

in addition to currently available reported information, we will provide a survey to be completed by
the DBM to provide supplemental financial and contextual information. We will review DBM
responses to better understand DBM data structure and limitations. As we review the reported
information, we will collaborate closely with the Department to follow up with the DBM as we identify
pctential areas of concern.

We understand that the collection of accurate data is critical to the continued success of the
Nebraska Medicaid managed care program. If significant data issues arise during the data
collection and review process, we will identify and quantify adjustments necessary to account for
missing, underreported, duplicated, or otherwise inaccurate data elements. To address encounter
data issues, we use the following process:

Define data issue. We will draft communication to be shared first with the Department and
then the DBM identifying the observed encounter data issue. The communication will
document the services, populations, regions, and the time periad impacted by the issue.
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Confirmation from DBM of data issue. We will seek canfirmation of the data issue from
the DBM. To the extent the DBM does not abserve the same data issue, this may be an
indication of encounter data transfer issue between the Department and the DBM.
Request revised or re-submitted encounter data. After the DBM has acknowledged the
identified encounter data issue, we will request the DBM, if possible, resubmit corrected
encounter data to the Department.

Mitigation strategy. For many instances where there are known encounter data issues, it
may not be possible for the DBM to correct the issue by resubmitting data. Therefare, it will
be necessary to seek alternative data sources from the DBM to allow us to appropriately
adjust the encounter data for usage in the capitation rate development process. Alternative
data sources may include financial reports, provider invoices, and other pieces of financial
information.

Documentation in rate certification. Consistent with standards in the CMS Medicaid
Managed Care Rate Development Guide, we will document all material adjustments made
to the DBM encounter data in our rate certification.

As evident in the final Medicaid managed care rule, CMS has raised its standard for the reporting of
quality encounter data by states, including withholding federal Medicaid funding if a state fails to correct
data issues. As demonstrated in our white paper on the encounter data standards'®, we are prepared
to help the Department and their DBM improve encounter data quality.

All CMS regulations and Actuarial Standards of Practices that are applicable to medical benefit
capitation rate rebasing are likewise applicable to dental benefit capitation rate rebasing. Please see
SOW 2 for our discussion of our adherence to and understanding of applicable regulations and Actuarial
Standards of Practice. As the approach to rebasing capitation rates for dental benefits is consistent
across these programs, the regulations we adhere to are critical in ensuring appropriate documentation.

In parlicular, the passage of the CMS regulations in April 2016 removed the certification of rate ranges
beginning with contract periods on or after July 1, 2017. Thus, while we will assist the State of Nebraska
in developing a range of rates for the dental program, the ultimate rates will be certified as a single set
of actuarially sound rates.

Dental capitation rate rebasing contains three key compenents, which can be summarized under the
following process.
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Base Data
Summarizalion

Consistent with our approach described in SOW 1, the first step of identifying and summarizing the
base data affects all of the subsequent steps in the process. Successfully developing appropriate dental
capitation rates hinges on the quality of the data and ensuring that the appropriate information is
identified in our data gathering process. Given the importance of accurate base data, this is where we
spend a significant amount of time and effort. The comprehensive methodology that follows is indicative
of our in-depth approach and unrelenting attention to detail. Milliman consultants apply our industry-
leading best practices and cutting-edge software tools 1o maximize the utility of available data sources
so that the developed rates are as accurate as possible. In particular, we ensure that claims for dental
services are appropriately being coded to the correct program and reflect the services covered under
the state’s dental benefit.

It is critical to consider multiple sources of informatiocn when establishing dental managed care
capitation rates. Using Medicaid data sources required for the capitation rate development, including
DBM encounter data and applicable DBM financial data, we summarize historical experience by
population, rating region (if applicable), rate cell, class of service, and other appropriate groupings
within actuarial cost models. Historical experience will be adjusted for any known data quality issues
that we have discovered during the course of the rigorous data review process.

While the ultimate goal is to have DBM encounter data complete encugh to be fully used in rate setting,
it is anticipated that encounter data may need to be supplemented by DBM cost report data, to create
a blended base experience for the rate development process for established managed care programs.
Given the recent implementation of Nebraska's dental managed care program, FFS data may serve as
the base experience in the rate development process. Over the course of our rate setting processes in
multiple states, we have found significant value in requesting managed care organizations to provide
additional information outside of the encounter data process to ensure we are utilizing the all available
resources to establish actuarially sound capitation rates. Therefore, we will work with the Department
to conduct a survey of the DBMs to allow us to collect additional sources of data to confirm reascnability
and accuracy of the encounter data that we are using 1o establish capitation rates.

For established dental managed care programs, the weighting between cost report and encounter data
will be dependent on our review of data quality in each source. Additicnally, for certain service
categories, one data source may prove more credible than the cther. For example, if a service category
had poor encounter data reporting by the DBM, we would consider utilizing available and applicable
DBM financial data for that specific service category.

The base data summarization serves as the building block for establishing fair and appropriate rates.
The base data acknowledges historical experience for the DBM operating within each of Nebraska's
managed Medicaid proegrams.

Following the initial task of data collection and summarization, we will use the experience data to
develop actuarial cost models for the historica! claims experience. Actuarial models are the cornerstone
of healthcare data analytics. They illustrate claims experience in a format that allows analysis by
specific categories of service normalized for the size of the population in order to make the data
comparable to other sources, such as Medicaid utilization for particular categories in other states or for
comparison between two different cohorts of the Nebraska Medicaid population. Actuarial models are
built to summarize the following information; member months, utilization rates per 1,000, cost per unit
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Credibility Smoathing: During the course of rate setting, we must balance the need for analyzing the
data at high degrees of granularity with the need for maintaining an appropriate sample size for drawing
reasonabile conclusions. In cases where the data is categorized very finely, we will consider applying
credibility smocthing techniques as necessary. For example, it would be prudent to do so in the case
of rate cells or regions without adequate enrcliment, or new services or programs that do not yet
demonstrate sufficiently stable experience. This is often achieved by blending the known data with
appropriate similar supplemental scurces or prior assumptions,

Population Adjustments: Sometimes the historical membership records do not align with the anticipated
future enrollment. This could be due to shifting demographics, eligibility redeterminations, retroactive
eligibility considerations, or other potential reasons. In these cases, typical methodologies we will use
include member morbkidity analysis to project population dental acuity changes and analysis of
comparable precedents. For example, dental services are especially subject 1o pent-up demand in
situations where members may be without dental coverage for periods of time. Our wealth of Medicaid
experience, as well as our relationships with consultants working across the entire spectrum of the
healthcare industry, provides us with useful exampies of potentially related situations that have
oceurred in other programs and states.

Retrospective Policy and Program Adjustments: Additionally, utilization and cost during the base
experience period may need to be adjusted for policy and program changes that occurred during the
course of the experience period. Far example, a dental fee schedule change may have occurred
midway through the experience period. While this reimbursement change would be reflected in the
second half of the base experience period, it would not be reflected in the first half of the period. In this
example, we will develop an adjustment factor to normalize the base experience to be on a consistent
basis with the contract period which the data is underscoring.

Other adjustments may be necessary for information that cannct be reflected in the encounter data.
Such information includes third-party liability (TPL) recoveries, uncollected copayments, provider
bonuses and settlements paid outside the DBM MMIS, and fraud & abuse recoveries.

Selection of Medicaid unit cost and utilization trends used in developing dental capitation rates relies
heavily on actuarial judgment, supported by historical data analysis, state-specific program and
reimbursement fluctuations, national Medicaid information, and information from similar Medicaid
managed care programs in other states. Certain populations and services require special atiention in
developing dental trend rates.

We have extensive experience setting dental capitation rates and trend rates for all the population types
covered by the DBM in Nebraska. Examples of the special trend considerations are as follows:

Maturity of Managed Dental Program; With the managed dental program starting within the last
12 months, it is likely that not enough stable benefit cost experience has materialized for
purposes of trend development. The initial months of a new managed care program generally
result in volatile claims experience for the DBM as members learn the new program. We will
review the emerging managed dental experience in conjunction with nationwide Medicaid
dental trends to develop a robust trend estimate for the Department’s program.
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Provider Access; Dental provider access is especially important for understanding and
projecting dental trend rates. The addition or removal of key Medicaid dental providers can
have a material impact on dental trend rates. We will utilize our DBM data request to
understand any potential issues related to provider access for purposes of the dental capitation
rate development process.

In additicn to cur detailed data analysis, we will review the previousty applied dental program trend
rates, trend rates used in other states’ similar Medicaid programs, and industry reports on nationwide
dental trend rates.

VVE UCIEVE 1 d UAlNapaiSril 1dlE USYEIU T IL PIULCa D, and thus believe rate ESSUITIpﬁOFIS used in
managed care rate development should purely reflect dental inflation. Histerical cost experience
can be impacted by a number of factors outside of dental inflation, including:

Fee schedule changes,
Agefgender mix differences;
Legislative mandates;
Changes in covered services,
Population changes; and
Seasonality.

We adjust the base data to normalize for these changes that have occurred during the base
experience period and other factors that may occur on a prospective basis. These adjustments are
documented in our rate certification so that stakeholders can understand the incremental effect of
each adjustment to the final capitation rates. These adjustments to the data ensure comparisons
across time periods are normalized to the same base experience in terms of the above listed
factors.

Hawuunany uena uevespinent techniques may rely on performing a time series regression on
historical experience from a single rate cell / service category combination. The challenge with this
approach is that trend rates may be based on too granular of data and may be excessively
influenced by histcrical volatility. Conversely, trend rates may be established by rolling up several
rate cells or service category combinations to produce a more credible or stable trend calculation.
This second approach, while limiting the impact of historical volatility, may not fully capture unique
utilization or cost characteristics within a given rate cell/service category combination. Our
approach, defined in statistical terms as a hierarchal trend analysis, balances the two approaches
to produce trend calculations that are not overtly swayed by historical volatility, but are still
influenced by historical experience at the rate cell / service category level.

When rebasing the dental capitated rates, we will rely on data and other information tc be provided by the
Department. Milliman will assist the Department's data team with understanding its data needs for
completing dental capitation rate rebasing activities. Data needs will include managed care encounter data
and fee-for-service data for non-managed care populations and services.

The appropriate source of data for the population to be covered by the managed care program
should be used for the analysis. The data must be assessed for appropriateness based on a
comprehensive data validation process and supplemented by financial and contextual survey
information provided by each DBM.

Following receipt of the required data and information, we will perform a data validation and review
of the information provided 1o help with issues such as:

tnconsistencies in how data was formatted and entered;

Relational integrity problems between components of the data;
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The Department would also bring up other changes for discussion, such as changes related to
other policy or program changes under consideration, alternative models or methodologies,
administrative considerations, or issues raised by legislators, advocates, or other stakeholders.
When the state is considering truly significant changes, such as progressive dental benefits or
expansion of orthodontic coverage, the discussion would have started well in advance of the official
rebasing process in order ta allow for full analysis, discussion with legislators, and negotiation with
providers and CMS. With all of the preliminary work done, this meeting would focus more on how
to integrate the new program into the process. However, when the state would like to consider
simpler changes, such as a minor change in eligibility or benefits, this meeting would be an
appropriate forum to request Milliman estimate the fiscal impact of the change and number of
individuals affected, or any other information needed to allow the Department to make a final
decision on whether to implement the change.

Milliman and the Department would discuss all proposed changes and decide which ideas merit
implementation or further study. For each item to be included in the analysis, the Department and
Milliman would determine the scope and structure for the deliverable, clarify responsibilities, and
develop an approximate timeline.

WD WL TRYUSSL UEld HoeUcU WD LUNHIPISLE s analyses. In most cases this will include fee for
service claims, encounter claims, and eligibility data, often in the same format as the data that will
be used for the final rebasing, but from a slightly earlier time period. Milliman will check the data for
reasanableness and consistency with prior period data and adjust the data for unpaid claims. Data
from outside sources may also be needed, depending on the specific analysis being performed.
This may include census data, benchmarking data, data from internal Milliman sources, and other
sources.

LAUNITIY WD AITIG, WE REHUIT UG uSlaicu yad validation activities and build the initial data
summaries. Milliman will perform reasaonability checks on the data to ensure there is no missing
data or a material level of unpaid claims. We will also make sure we are able to identify
populations in order to allocate enrollment and claims to the appropriate rate cell and aiso in
order to exclude any populations that should be carved out. Similarly, we will reconcile to ensure
we are properly identifying category of service, both in order to appropriately allocate
expenditures by category cf service, and also to make sure we are excluding services that are not
covered or carved out.

IWIHHTTHET W a1l Y8 Sdld] PTURUDTE LY S W U IS UCTal S IWELIUTT TalS SU VAU W T .ethodology.
Summarized results will be prepared in the same format as the final analysis report. For most of
the issues analyzed, projections under the current program will be compared with projections after
the proposed change. In general, the compariscns will illustrate ccst and number of affected
individuals, but may include other relevant information, depending on the issue being considered.
For example, an analysis of implementing progressive benefits might include several scenarios,
and in addition to fiscal impact, would also address outcomes such as access to coverage or
variability within each rate cell.

In addition to exhibits illustrating the results of the analysis, Milliman will prepare documentation
including background nectes and clarify key assumptions, data scurces, methodology, and any cther
information that may be helpful to the Department and support informed decision making.

WA ¥ PIUV IS LIS TGN LHISHL WIL LGN TS2UIa 11 WIUGT receive feedback and
suggestions. As appropriate based on the complexity of the analysis, conference calls or meetings
may be scheduled to allow for guesticns and more in-depth discussion.
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Milliman is committed to making the analysis transparent to the Department to ensure a full
understanding cf the expected impact and potential risk associated with each proposed change to
the rate structure.

THE LEpAiLUnSie Wil 1esn Wil iviinnnan w Jdisbuad L dtidlyald dfiu 1ndne il uv.:usiorls on What
changes to implement in the rebased dental capitation rates. The other proposals may be rejected
or tabled for further consideration at a later date. Following the meeting, Milliman will finalize the
analysis report, and document decisions made on each proposal.

As a companion document, Milliman will prepare documentation addressing any changes that may
be needed to administrative procedures. Milliman will also prepare a presentation for affected
Department staff, to allow for guestions, training, and discussion.

VVS UCHYST L ndai dlldlyb]b MULUNTIGHL W wepdiLingiin drild 9ol Up o Ill!;'!;'llllg A IRTIN-LR W |~
implementation portion of the project. During this meeting, we will discuss timing and expectations
for the dental capitation rate development analysis incorporating any changes to the reimbursement
structure and methodology. Although the work to be done and changes to be made for a rebasing
are normally much more comprehensive, the preliminary analysis performed in Steps 1 though 6
will assist with defining the changes to be implemented.

Milliman anticipates that mest elements of the project will be defined during this meeting, with
interim deliverables and timeframes agreed upon in advance. However, sometimes a change is
needed midstream. In these instances, Milliman will work collaboratively with the Department to
adjust the processes or direction.

The Department may wish to set up an informational meeting with the DBMs to discuss any
changes tc the reimbursement structure or methedoelegy. Milliman will be available to support, as
desired by the Department.

1HIS PIVJELL PIdse SHUUTNIPRSSED LIC 1ale UeEveIupnt gL prusess using rebased capitation rate data.
Steps 9 through 16 below outline the various activities taking place during this time. The culmination
of this process is the delivery of the actuarial rate certification for the dental managed care program.

AL ULEU 1T UTE FTURUSEU LEVEIURTTICTL APPIUdL Deuuul, we request information from the DBMs
to help provide additional insight intc the data sources we use for the analysis, and to aid in the
overall capitation rate development process. Because the information requested from the DBMs is
less than that from the medical services health plans, we can expect a quicker turnaround in three
weeks for the completed surveys.

We treat this information with the utmost confidentiality, as we understand that the heaith plans
are providing proprietary information in many cases.

IVHINFTIAN Wi GUHELL UPUdLSU 180 UI-SE1¥IGE GIdNTn, SICUUnver Sigitnis, di enygidiny data from the
Department. The base time period used for the capitation rate development could include multiple
years. It also should be fairly recent, but not so recent as to be substantially incomplete. In addition,
Milliman normally tries to develop a base time period that corresponds to available financial data,
such as the most recent year reported on statutory insurance filings.

As noted in Step 3, Milliman will perform reasonability checks on the data to ensure there is no
missing data or a material level of unpaid claims. We will also make sure we are able to identify
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populations in order to allocate enrollment and claims to the appropriate rate cell and also in order
to exclude any populations that should be carved out. Similarly, we will reconcile to ensure we are
properly identifying category of service, both in order to appropriately allocate expenditures by
category of service, and also to make sure we are excluding services that are not covered or carved
out.

Milliman will also collect financial statement data, insurance filings, and cost reports from the
managed care entities. This information will be compared with plan-specific data summaries
created from the base data.

1S CUNTINIEWIIN U1 LIS DdSE Udld valnuduol provess 1o 10 piepdle dental plan-specific base data
summaries by capitation rate cell and region for distribution to the respective DBMs. This report
provides them the opportunity to review the encounter data we have received and perform their
own validation activities.

Within this report, we document the main criteria used to stratify the base data cost models into
capitation rate cell, regicn, and service category groupings.

A main advantage of providing the dental plan-specific summaries is that from the first majer step
of the process, we get buy-in from the DBMs, recognizing that they are essential stakeholders in
the capitation rate development analysis.

We plan to deliver the report to the Department for distribution to participating DBM(s) during
Week 11 to document the main criteria used to stratify the base data cost models into capitation
rate cell and class of service, with an expected turnaround time for the DBM(s) to respond with
any comments or concerns regarding their respective data the following week. We also anticipate
that the DBM(s) can use the information presented in the report to assist them with completing
their surveys which are also due during Week 12,

vy ﬂllllulpﬂ.lc uUllVUHI’Ig al) |||'pUIbUII HPIESCHLAlVIT WY UIg OHYID W wWallk LHTJuyn e e
development of the capitation rate. We will address and describe each major capitation rate
adjustment and the key assumptions underlying the development of these adjustment factors.
Additionally, the presentation will cover any approved changes to the reimbursement structure and
rate development methodology.

We helieve that this meeting continues to support transparency in the process and provides a forum
for the DBMs to ask questions during the discussion. Finally, if the Department is agreeable, the
DBMs may submit additional questions in writing related to the rate development, for the
Department’s and Milliman's consideration,

Milliman will draft the presentation to present the proposed rates to the DBMs. The Department will
review the presentation and arrange for the meeting, while Milliman will take the lead in explaining
and promoting all reimbursement structure or methodology changes to the DBMs.

W ¥k UU\"UIUP E-RYIR-118 lUpUll W LS Drial ol Wikl igs I.Jt:pdlllllvl IL 1 adval Ve W die nrial ucm.a|
rate certification lettar for submission to CMS. The draft report will provide full documentation of the
rate development  is will include appendices illustrating the data summaries and actuarial cost
models for each rate cell, and trend and other adjustments applied to the base data for each rate
cel. e body of the document will discuss the data, assumptions, and methodology used to
develop each adjustment to the rates. Milliman will provide the draft report in a format consistent
with the final certification documentation that will be submitted to CMS.
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Fcllowing an appropriate timeframe for review by the Department, Milliman will solicit feedback on
the proposed rates. Milliman will edit the draft report and rate calculations as appropriate.

WHINAT Wil PJISHAIS g PIS2TIHHalul W PIS3ICIL LIS JurdiL uapltation rates to the DBMs. The
Department will review the presentation and arrange for the meeting, while Milliman will take the
lead in delivering the draft capitation rate results and explaining the main underlying assumptions.

IVIHIHTTIED V¥ daaibl U1 LEpal LSV TESRUNAINTY W DIV QUEDLUTD, INTLILUINTY gy vwinlern yuesuuln iy
that may be submitted after the meeting. Should the Department and Milliman wish to make any
additional adjustments to the rates based on DBM feedback, Milliman will reflect these revisions in
the final report.

e urial lUpUll, II'IbIUUIIlH dilludl ldl LEILTLALETL 1Y DU S3IJNT LW WAYLD, W e UTHVETCU W LIS
Department in Week 17. Prior to release of the final report, internal Milliman peer review will be
performed by an experienced managed care actuarial consultant who was not invelved in the
capitation rate setting process. This provides one last check to ensure the documented actuarially
sound capitation rates fully meet all statutory and regulatory requirements, as well as all actuarial
standards of practice.

Milliman's commitment to the project does not end with the final actuarial report. We are dedicated
to providing the Department with any assistance that may facilitate receiving approval from all
parties and implementing the rates. For example, Milliman is available tc respond to questions or
assist in follow-up discussicns with CMS or the MCOs. Milliman often assists states with aspects
of contracting that are related to the rates, such as development of contract not tc exceed values
or reviewing contract language to ensure it is consistent with the development of the rates. We are
also available to assist the Department staff or the fiscal agent with implementation of the rates, or
in any other capacity that the Department may request. For example, the fiscal agent needs to
know the new rates to enter inta the payment system, but may not be interested in the actuarially
sound capitation rates. To minimize the chance of payment error, Milliman could provide the fiscal
agent with a special packet including exhibits illustrating the actual new rates payable to each entity,
less any performance withholds.

In recognition of the broad array of services requested in
this RFP, we have a prepared a team of consultants and
analysts that have a broad array of experience across
Medicaid managed care programs and the healthcare
industry. The organizational structure outlined below
shows the primary staff that will be dedicated to providing
actuarial and consulting services to the Department. The
breadth and depth of the expertise of these individuals
underscores our commitment to providing the highest
quality actuarial and consulting services to the State of
Nebraska. While the services performed under this RFP
will be performed by the staff in the Indianapolis office, we
have countless resources available to access the
intellectual capital generated by our global firm.
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SOW B - Special Projects







encompass many topics related to Medicaid managed care, including: risk adjustment technigues,
encounter data and financial information collection and reconciliation, and development of trends,
administrative expense assumptions, and managed care efficiencies. The best practice modules encourage
inter-office collaboration, discussion, development and evolving.

The Milliman Medicaid Consulting Group provides a network of more than 100 actuaries whe may be able
to connect the Department with other state Medicaid programs that have recent experience relevant to a
newly identified issue or project. While maintaining HIPAA security requirements, other Medicaid programs
are often willing to share information and data analytics. We collaborate on research reports, data analytics
and web-based presentations for our state Medicaid clients.

The RFP outlined several Special Project activities that may be considered during the term of the contract.
We have provided a summary of similar projects that we have performed with varicus state Medicaid
agencies.

As outlined in our Corporate Overview, we recently assisted the State of llinois in the procurement for
new health plans for the statewide expansion of the Medicaid managed care program. The RFFP was
managed by a third-party entity; however, Milliman provided subject matter expertise in establishing
the criteria for health plan participation. Milliman was the contracted actuary to perform the certification
of the capitation rates. We developed a capitation rate range to allow a competitive bid situation by the
health plans. The initial capitation rate range was established in March 2017. The RFP process allowed
for the capitation rate range to be updated in October 2017 with emerging experience. However, the
health plans were restricted to the point in the rate range that was bid. For example, if the health plan
bid the lowest end of the capitation rate range, the health plan would be placed at the lowest end of the
updated capitation rate range reflecting the emerging experience.

We provided a data book, full documentation, presentation of the bid rate range to prospective bidders,
and follow-up Q&A during the initial RFP bid process. Further, we developed the updated capitation
rate range, provided capitation rate certification, presented the updated capitation rates to the awarded
bidders, provided follow-up Q&A regarding the updated rate range, and performed individual cne-on-
one sessions with the health plan executive leadership, including actuaries, to answer questions and
provide guidance regarding the final capitation rates. We provided the capitaticn rate certification that
was submitted to CMS.

The lllinois procurement expanded the Medicaid managed care program to a state-wide basis. Seven
health plans were awarded new contracts. The total annual Medicaid managed care capitation rates
will be $12 billion, which began on January 1, 2018 with full state-wide expansion occurring on April 1,
2018.

We are currently working through the policy and program changes for calendar year 2018 and will be
providing updated capitation rates for July 1, 2018. Additionally, with the open enrcliment and auto-
assignment processes, we are developing the risk score adjustment factors that will be applied in
calendar year 2018. We needed to wait until after all of the open enrcliment pericds are ended to
identify the distribution of the members among the health plans.

In addition to the State of lllinois RFP assistance, the professionals identified for the State of Nebraska
consulting staff group have assisted the states of Indiana and Michigan in RFP procurements in the
last three 1o five years. Both of these states added or reduced Medicaid managed care health plans to
their program. Indiana recently added a program for disabled members (2015), made significant
changes to another program, the Healthy Indiana Plan expansion, and is in the process of carefully
reviewing options for serving remaining populations in managed care.

As outlined above, the professionals identified for the State of Nebraska consulting staff group have
extensive experience in assisting states with RFP procurements for Medicaid managed care plans. In
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addition, we have access to a much broader team of consultants that have assisted in other state
Medicaid programs, including most recently the State of Florida procurement.

While the State of Nebraska has identified this as a special project, we often consider much of this
consulting in cur standard day-to-day efforts in working with the state Medicaid agencies. However, to
illustrate similar consulting experience as outlined, we were recently hired by the State of Maryland to
perform an independent review of the Medicaid managed care program. Specifically, we were
requested to review the State statutes and Federal requirements related to capitation rate setting and
value based purchasing. We prepared an extensive report providing multiple recommendations related
to the various aspects of the Medicaid managed care capitation rate setting.

Again, similar to the prior item listed, we consider the review and understanding of the performance
evaluations of managed care plans an essential part of the Medicaid managed care rate setting
process. The Actuarial Standard of Practice No. 49 related to Medicaid managed care rate setting and
CMS managed care regulations requires the actuary to understand the withhold and bonus amounts
under the contract. Further, the actuary needs to be able to estimate the amount of the withhold that
the health plans are able to receive back under the terms of the contract.

The professionals in the Milliman Medicaid Consulting Group have experience in more than 20 states.
We are able to combine this experience and share information regarding withholds and performance
measures, which are an important aspect of Medicaid managed care programs. Value based
purchasing has become an important aspect of many Medicaid managed care contracts. Balancing the
number of incentives and performance measures is an important aspect of receiving participation of
the health plans in implementing these programs. The withhold on a per performance measure must
be a balance between the amount of funds related to the individual performance measure. Additionally,
if there are tooc many performance measures, the managed care plans may lack direction on how to
prioritize their efforts, or may not have a clear understanding the goals and visions of the state Medicaid

agency.
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REPORT OF INDEPENDENT AUDITORS

To the Shareholders of
Milliman, Inc.

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of Milliman, Inc.,, which comprise
the consolidated balance sheets as of Dccember 31, 2016 and 2015, and the related consolidated
statements of operations, comprehensive income (loss), shareholders’ equity, and cash Hows for the
years then ended, and the related notes to the consolidated financial statements.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with accounting principles generally accepted in the United States of America;
this includes the design, implementation, and maintenance of intcrnal control relevant to the
preparation and fair presentation of consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor's Responsibility

Qur responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the consolidated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence ahout the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditor's judgment,
including the assessment of the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the consolidated financial statements in
order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no
such opinion, An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the
overall prescntation of the consolidated financial statements.



We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion,

Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Milliman, Inc. as of December 31, 2016 and 2015, and the
results of its operations and its cash flows for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

PHpuat AAavinas it

Seattle, Washington
April 28,2017



MILLIMAN, INC.
CONSOLIDATED BALANCE SHEETS

ASSETS
December 31,
2016 2015
CUURRENT ASSETS
Cash and cash equivalents $ 30,291,947 $ 19,616,729
Receivabies, net 196,072,949 185,363,291
Prepaid expenses, deposits, and other current assets 18,866,480 13,950,733
Income tax receivable 6,789,000 3,165,000
Total currenl assets 252,020,376 222,095,753
PROPERTY AND EQUIPMENT, nct 28,267,468 32,670,086
INTANGIBLE ASSETS, net 1,972,636 2,657,915
GOODWILL, net 3,429,761 3,899,127
OTHER ASSETS
[nvestments 6,062,948 5,947,050
Long-term deposits 3,767,058 3,345,624
Total other assets 9,830,006 9,292,674
$ 295,520,247 $ 270,715,559
LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES
Accounts payable and accrued liabilities § d1,790.423 $ H3,948,293
Notes pavable under lines of credit and current portion of long-term debt 46,687,187 27,988,395
Current portion of post-termination obligatiuns 466,814 739,623
Deferred revenue 32,733,268 28,656,071
Total current liabilities 161,677,692 141,332,382
NOTES PAYABLE UNDER LINES OF CREDIT
AND LONG-TERM DEBT, net of current portion 11,050,120 18,450,752
DEFERRED INCOME TAX LIABILITIES 34,808,000 28,136,000
DEFERRED RENT 10,295,466 9,475,254
POST-TERMINATION OBLIGATIONS, net of current portion 67,656 536,057
Total liabilities 217,898,934 197,930,445
COMMITMENTS AND CONTINGENCIES (Notes 11, 14 and 15)
SHAREHOLDERS' EQUITY
Miltiman Inc, shareholders’ equity
Comman stock, $40 par value, 20,000 shares authorized,

10,210 and 9,950 shares issued and outstanding 408,400 398,000
Additional paid-in capital 1,633,600 1,592,000
Retained earnings 75,692,368 70,183,275
Accumulated other comprehensive loss {1,318,917) {616,079)]

Total Milliman, Tnc. shareholders’ equity 76,415,451 71,557,196
Noncontrolling interest 1,205,862 1,227,918
77,621,313 72,785,114

$ 295,520,247 $ 270,715,559

Sec accompanying notes.




MILLIMAN, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

Years Ended December 31,

2016 2015

OPERATING REVENUES, net of client expenses of

$£62,807,041 and $60,076,556, respectively $ 937,617,273 $ 891,666,183
OPERATING EXPENSES 937,627,228 503,103,043
OPERATING LOSS (9,955] (11,436,860)
OTHER LOSS, net {1,980,622) (5,811,741)
[INCOME FROM EQUITY METHOD INVESTEE 355,211 111,525
LOSS FROM CONTINUING OPERATIONS BEFORE

INCOME TAX BENEFIT (1,635,366) (17,137,076)
INCOME TAX BENEFIT 968,215 5,470,000
L.OSS FROM CONTINUING OPERATIONS (667,151) (11,667,076)
DISCONTINUED OPERATIQNS (Note 2)

Income (loss) from operations of discontinued component

(including gain on disposal of $92,268,902 for 2016) 15,282,068 (39,058)
Income tax (expense] benefit (9,047,720) 12,000
Income (loss) from discontinued operations 6,234,348 (27,058)

NET INCOME [LOSS) 5,567,197 (11,654,134)
LESS LOSS ATTRIBUTABLE TO

NONCONTROLLING INTEREST 22,056 102,630
INCOME (LOSS) ATTRIBUTABLE TO MILLIMAN, INC. $ 5,589,253 $ (11,591,504)

4 See accompanying notes.




MILLIMAN, INC.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME (LOSS)

NET INCOME (LOSS)

OTHER COMPREHENSIVE INCOME (LOS5)
Share of other comprehensive loss of
equity method investce
Foreign currency translation adjustment

COMPREHENSIVE INCOME (LOSS)

See accompanying notes.

Years Ended December 31,

2016 2015

5,567,197 $ (11,694,134)

(12.650) (11,958)
(690,188) 923,469

4,864,359 $ {10,782,623)




MILLIMAN, INC.

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

BALANCE, December 31, 2014
Net loss

Share of other comprehensive loss
of equity method investee

Foreign currency translation adjustment

Stock issued

Stock repurchased

Dividends paid ($8 per share}
BALANCE, December 31, 2015

Net income (lass)

Share of other comprehensive loss
of equity methad investee

Foreign currency translation adjustment
Stock issued

Stock repurchased

Dividends paid ($8 per share)

BALANCE, December 31, 2016

Accumulated

Additional Other
Number Common Paid-In Retained Comprehensive Noncontrolling
of Shares Stock Capital Earnings Income (Loss] Interest Total
9,640 $ 385,600 $ 1,542,400 $ 91,853,819 $ (1.527.590) $ 1,330,548 $ 83,584,777
. - - (11,551,504) . (102,630) (11,694,134)
. - - - (11,958) . (11,958)
. . - - 923,469 - 923,465
750 30,000 120,000 - - - 150,000
(440} (17.600) {70,400) - - - (88,000)
. ; . (79,040) - - (79.040)
9,950 398,000 1,592,000 70,183,275 (616,079) 1,227,918 72,785,114
. - . 5,589,253 - (22,056) 5,567,197
. - . - (12,650) - (12,650)
. - - - (650,188) . (650,188)
580 23,200 92,800 - - - 116,000
(320) (12,800) {(51,200) - - - (64,000)
- - - (80,160) - - (B0,160]
10,210 S 408,400 $ 1,633,600 $ 75,692.368 $  (1,318,917) $ 1,205,862 $ 77,621,313

See accompanying notes,




MILLIMAN, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss)
Adjustments to reconcile net income {loss) to net cash

provided by operating activities

Depreciation and amortization

Deferred income taxes

Change in allowance for doubtful accounts

Loss on disposals of property and equipment

Income (loss) from operations of discontinued component

Earnings from equity method investee

Cash provided by (used in) changes in operating assets

and liahilities
Receivables
Prepaid expenses, deposits and other current assets
Incnme taxes receivable/payable
Long-term deposits
Cash disbursements in excess of deposits
Accounts payable and accrued liabilities
Deferred revenue
Post-termination obligations
Deferred rent
Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment
Net proceeds received from prior year sale of operating unit
Proceeds from disposal of property and equipment
Return of capital from equity method investee
Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from notes payable and long-term debt
Payments on notes payable and long-term debt
Proceeds from issuance of common stock
Reputchase of common stock
Dividends paid

Net cash from financing activities

EFFECTS OF FOREIGN CURRENCY TRANSLATION ON CASH
NET CHANGE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS
Beginning of year

End of year

See accompanying notes.

Years Ended December 31,

2016 2015
$ 5,567,197 $ (11,694,134)
11,486,443 11,752,963
6,672,000 (7,381,000)
3,500,000 2,000,000
177,867 181,279
(15,282,068) 39,058
(355,211) (111,525)
(14,209,658) (11,583,440)
(4.815,747) (12,462)
(3,624,000) 3,895,000
(421,430) 9,094
- (22,149,070)
(2,484,640) 2,750,751
4,077,197 9,953,240
(741,210) (945,648)
820,212 1,105,841
(9,633,048) (22,190,053)
(5,746,174) (10,516,839)
15,282,068 -
65,898 190,111
226,663 -
9,828,455 (10,326,728)
134,879,921 99,940,672
(123,581,761) (75,132,960)
116,000 150,000
(64,000) (88,000)
(80,160) (79,040)
11,270,000 24,790,672
(790,189) 923,469
10,675,218 (6,802,640)
19,616,729 26,419,369
$ 30,291,947 $ 19,616,729
7




MILLIMAN, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Organization and Summary of Significant Accounting Policies

Organization - Milliman, Inc. (the Cormpany) is an international cormpany that provides consulting,
actuarial, and allied services, including calculation of insurance risks and premiums in the areas of life
insurance, property and casualty insurance, employce benefits, and hcalthcare. The Company was
incorporated in the state of Washington in 1957,

Principles of consolidation - The consolidated financial statements include the accounts of the
Company and its wholly owned subsidiaries. All material intercompany balances and transactions have
been climinated in consolidation,

Cash and cash equivalents - The Company considers all highly liquid investments purchased with an
original maturity of three months or less to be cash equivalents. The Company places its cash in high
quality credit institutions. At times, cash balances may exceed Federal Deposit Insurance Corporation
(FDIC) insurance limits.

Revenue recognition - Revenue is recorded as scrvices arc performed and is presented net of write-
offs, cstimated unbillable amounts, and expenses incurred on behalf of clients. Services rendered are
generally billed on a monthly basis using fee arrangements defined at the inception of the project.

Client receivables and unbilled revenue - Clicnt receivables consist of billed amounts due from
clients. Unbilled revenue represents accumulated charges that have not been billed as of year-end.
Management determines the allowance for douhtful accounts by identifying troubled accounts and by
using historical experience applied to an aging of accounts. Client receivables and unbilled revenue are
written off when determined to be uncollectible and recoveries of amounts previously written off are
reported as income when received.

Property and equipment - Property and equipment are stated at cost, net of accumulated depreciation
and amortization. Leasehold improvements arc amortized utilizing the straight-line method over the
shorter of the estimated useful life of the asset or respectivc lease term. The Company provides for
depreciation of property and equipment, using the double-declining balance method over the following
estimated useful lives:

Computers and electronic equipment 5 years
Telephone equipment 5 years
Office furniture 7 years

intangible assets - Intangible assets represent customer lists and are amortized over periods from 3 to
20 years from the date of acquisition. The Company evaluates intangible assets annually for potential
impairment; no impairment was noted during 2016 or 2015.

Goodwill - The Company adheres to the accounting alternative provided by FASB Accounting Standards
Update No. 2014-02, Intangibles-Goodwill and Other (Topic 350): Accounting for Goodwill {a consensus of
the Private Company Council}.




MILLIMAN, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Organization and Summary of Significant Accounting Policies (continued)

Goodwill represents the difference between the purchase price of an acquired business and the fair
value of the identifiable tangible and intangible net asscts acquired. Under the accounting alternative,
goodwill is amortized on a straight-linc basis over ten years and assessed for impairment if an event or
circumstances indicate that the fair value of the entity may be less than its carrying amount. A goodwill
impairment loss is recognized to the extent the carrying amount of the entity including goodwill exceeds
its fair value. There was no impairment of goodwill during 2016 or 2015.

Valuation of long-lived assets - The Company periodically evaluates the carrying value of its long-lived
assets, including, but not limited to, property and cquipment and other assets. The carrying value of a
long-lived asset is considercd impaired if its estimated fair value is less than its carrying value. There
was no impairment of long-lived assets during 2016 or 2015.

Investments - Investments consist of equity method investments where the Company is considered to
have significant influence (generally greater than 20% ownership of the investee's cquity), but not
control, and are carried at the cost of acquisition plus the Company’s equity in undistributed carnings or
losses since acquisition.

Claims loss reserve - The Company receives profcssional liability insurance coverage through policies
written directly and through reinsurance arrangements for amounts in excess of a self-insured retention
layer. Actual costs for outstanding claims may vary from estimates bascd on trends of losses for filed
claims and claims estimated to be incurred but not yet filed. Estimated losses and costs of these self-
insurance programs arc accrued, based on management’s best estimate of the Company’s exposure. The
recorded claims loss rescrve liability was $0 and $3,330,000 at December 31, 2016 and 2015,
respectively. This amount is included in accounts payable and accrued liabilities on the consolidated
balance shects (see Note 9).

Deferred revenue - Deferred revenue consists of prepayments of license fees and maintenance
contracts and amounts collected from customers in advance of services provided. The revenue is
recognized over the contract period, generally up to one year, on a straight-line basis.

Income taxes - The Company is a cash-basis taxpayer and accounts for income taxes using an asset and
liability approach that requires the recognition of deferred tax assets and liabilities for the expected
future tax consequences of temporary differences between the financial statement and tax basis of
assets and liahilities at the applicable enacted tax rates. A valuation allowance is provided when it is
more likely than not that some portion or all of the deferred tax assets will not be realized. The Company
evaluates the realizability of its deferred tax assets hy assessing its valuation allowance and by adjusting
the amount of such allowance, if necessary.

The Company recognizes the tax benefits from uncertain tax positions only if it is more likely than not
that the tax positions will be sustained on examination by the tax authorities, based on the technical
merits of the position. The tax benefit is measured based on the largest benefit that has a greater than
50% likelihood of being realized upon ultimate scttlement.




MILLIMAN, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Organization and Summary of Significant Accounting Policies (continued)

In November 2015, the FASB issued Accounting Standards Update (ASU) No. 2015-17, Income Taxes
(Topic 740): Balance Sheet Classification of Deferred Taxes, to simplify the presentation of deferred
incomc taxes. The amendments in this standard requirc that deferred tax liabilities and assets be
classified as noncurrent in consolidated balance sheet. The current requirement that deferred tax
liabilities and assets of a tax-paying component of an entity he offset and presented as a single amount is
not affected by the amendments in this standard. The Company has carly adopted the new guidance for
the year ended December 31, 2016. The Company also applied the guidance retrospectively, therefore,
2015 balances have heen reclassified to conform te current year presentation.

Translation of foreign currencies - Assets and liabilities of foreign subsidiaries are translated to U.S.
dollars at the year-cnd exchange rate; income and expenses are translated at the average exchange rates
for the year, The related translation adjustments are reflected in the foreign currency translation line of
the consolidated statements of shareholders’ equity and statements of comprehensive income (loss).

Retained earnings - Included in retained earnings is undistributed capital of active equity principals,
net of taxes. Future distributions of retained earnings are dependent upon board approval, future cash
collections and are restricted by current debt covenants {see Note 10).

Fair value of financial instruments - Fair value is the price that would be received to sell an assct or
paid to transfer a liability in an ordcrly transaction between market participants at the measurement
date. The carrying amounts of cash and cash equivalents, client receivables, accounts payahle, accrued
expenses, notes payable under lines of credit and long-term debt approximate their fair values due to
the short maturity or liquidity of those instruments or because the instruments are subject to variable
interest rates.

Concentration of credit risk - Financial instruments which potentially subject the Company to
concentrations of credit risk consist primarily of cash and cash equivalents, client reccivables and
unbilled revenuec. Cash and cash equivalents consist of dcposits and money market funds.
Concentrations of credit risk with respect to client receivables and unbilled revenue are limited as the
Company has a large number of clients that are dispersed across many industries and geographic areas.
The Company monitors concentrations of credit risk with respect to accounts receivable by performing
credit evaluations on customers and, at times, will requcst retainers.

Approximately 87% and 86% of the Company's revenues were generated by its United States based
operations from a diverse client base during 2016 and 2015, respcctively.

Sales and value-added taxes - The Company presents taxes collected from customers and remitted to
governmental authorities on a net basis within the consolidated statements of operations.

Use of estimates - The preparation of financial statements in conformity with accounting principles
gencrally accepted in the United States of America requires management to make estimates and
assumptions that affect the rcported amounts in the consolidated financial statements and the
accompanying notes. Actual results could differ from those estimates.

10




MILLIMAN, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 - Organization and Summary of Significant Accounting Policies (continued)

Recent accounting pronouncements - In February 2016, the Financial Accounting Standards Board
(FASB) issued Accounting Standards Update [ASU) No. 2016-02, Leases, which provides new guidelines
that change the accounting for leasing arrangements. ASU 2016-02 primarily changes the accounting for
lessees, requiring lessees to record assets and liabilities on the balance shect for most leases. This
standard is effective for nonpublic entities for annual reporting pericds beginning on or after
December 15, 2019, and interim reporting periods within annual reporting periods beginning after
December 15, 2020, The Company is currently evaluating the impact of the standard on the consolidated
financial statcments.

in August 2014, the FASB issued ASU 2014-15, Presentation of Financial Statements—Going concern,
which provides ncw guidance on when and how to disclosc going concern uncertainties. The new
standard requires management to perform interim and annual assessments of an entity’s ability to
continue as a going concern within one year and to provide certain footnote disclosures if conditions or
events raise substantial doubt about an cntity’s ability to continue as a going concern. The new standard
is effective for fiscal years and interim periods within those fiscal years ending after December 15, 2016,
with early adoption permitted. The adoption of this standard does not have a material impact on the
consolidated financial staternents.

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers, which is a
comprechensive new revenue recognition standard. The new standard allows for a full retrospective
approach to transition or a modified retrospective approach. This guidancc is effective for nonpuhlic
entities for annual reporting periods beginning on or after December 15, 2018, and interim reporting
periods within annual reporting periods beginning after December 15, 2019. The Company is currently
cvaluating the impact of the standard on the consolidated financial statements.

Subsequent events - Subsequent events are events or transactions that occur after the censolidated
balance sheet date but before the consolidated financial statements are issued. The Company recognizes
in the consolidated financial statements the cffects of all subsequent events that provide additional
evidence about conditions that existed at the date of the consolidated balance sheet, including the
estimates inherent in the process of preparing the consolidated financial statements. The Company’s
consolidated financial statements do not recognize subsequent events that provide evidence about
conditions that did not exist at the date of the consolidated balance sheet but arose after the
consolidated balance sheet date and before the consalidated financial statements are issued.

The Company has evaluated subsequent events through April 28, 2017, which is the datc the
consolidated financial statements were available to be issued.

11




MILLIMAN, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 2 - Discontinued Operations

Income (loss) from discontinued operations includes one operating unit reported as discontinued
operations due to the Company’s decision to sell the operating unit during 2012 and permanently exit
the markets and customers served by these aperations. The income (loss) from discontinued operations,
before income tax benefit, was $15,282,068 and ($39,058) in 2016 and 2015, respectively.

The contingent portion of consideration from the salc, totaling approximately $92 million, was relcased
from escrow during 2016 and was recognized in income from discontinued operations on the
consolidated statements of operations. Related expenses of approximately $77 million were incurred,
resulting in the $15 million of income from discontinued operations referenced above.

Note 3 - Receivables

Receivables consist of the following at December 31:

2016 2015
Client receivables $110,687,068 $ 97,902,489
Unbilled revenue and client advances 121,954,667 120,376,348
Related party advances 431,214 584,454
233,072,949 218,863,291
Allowancc for doubtful accounts (37,000,000} (33,500,000]

$ 196,072,949 $ 185,363,291

Note 4 - Prepaid Expenses, Deposits, and Other Current Assets

Prepaid expenses, deposits, and other current assets consist of the following at December 31:

2016 2015
Prepaid insurance $ 8,843,072 $ 8754,853
Deposits and other assets 10,023,408 5,195,880

$ 18,866,480 $ 13,950,733

12




MILLIMAN, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 5 - Property and Equipment

Property and equipment consist of the following at December 31:

2016 2015
Furniture and equipment $ 66,541,323 $ 67,564,097
Leasehold improvements 36,125,589 34,653,041
Construction in progress 882,302 829,732
103,549,214 103,046,870
Accumulated depreciation and amortization (75,281,746) (70,376,784)
Property and equipment, net $ 28,267,468 $ 32,670,086

Depreciation and amortization expense was $10,231,798 and $10,380,174 for 2016 and 2015,
respectively.
Note 6 - Intangible Assets

The following table reflects changes in the net carrying amount of the customer lists for the years ended
December 31:

2016 2015
Gross carrying amount $ 11,772,207 $ 11,772,207
Accumulated amortization (9,799,571) (9,114,292)
Customer lists, net $ 1,972,636 $ 2657915

Aggregate amortization expense for customer lists was $685,279 and $803,423 for the years ended
December 31, 2016 and 2015, respectively.

The estimated aggregate amortization expense is as follows:

2017 $ 567,137
2018 567,137
2019 529,948
2020 115,916
2021 82,500
Thereafter 109,998

$ 1,972,636

13




MILLIMAN, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 7 - Goodwill

Goodwill consists of the following at December 31:

2016 2015
Gross carrying amount $ 5,693,649 $ 5,693,649
Accumulated amortization {2,263,588) {1,694,522)
Goodwill, net $ 3,429,761 $§ 3,999,127

Apgregate amortization expense for goodwill was $569,366 for the years ended December 31, 2016 and
2015.

The Company expects goodwill amortization expense for each year to he as follows:

2017 $ 569,366
2018 569,366
2019 569,366
2020 569,366
2021 569,366
Thereafter 582,931

$ 3,429,761

Note 8 - Investments and Advances

Professional Consultants Insurance Company, Inc. - Professional Consultants Insurance Company,
Inc. (PCIC) was organized in 1987 as a captive insurancc company under the laws of the State of
Vermont. Through June 30, 2010, PCIC provided professional liability insurance on a claims-made basis
to a group of actuarial and management consulting firms, all of which participated in the program as
both policyholders and shareholders,

PCIC ceased issuing insurance policies effective July 1, 2010, based on an election by the shareholders to
liquidate PCIC. Therefore, during 2016 and 2015, the Company paid no insurance premiums to PCIC,
Accordingly, the Company began obtaining other insurance coverage at that time and has chosen to have
a larger sclf-insured retention than it had under the previous structurc. PCIC has been placed in run-off
mode, and once all remaining claims arc resolved any residual assets will be distributed to the
shareholders.

As December 31, 2015, the Company had designated PCIC as the beneficiary on letters of credit totaling
$1,129,937. During 2016 these letters of credit were canceled. The Company’s ownership interest in
PCIC was 27% as of December 31, 2016 and 2015. The investment balance at Dccember 31, 2016 and
2015 was $6,062,948 and $5,947,050, respectively, and is recorded in other assets on the consolidated
balance sheets.

14




MILLIMAN, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 8 - Investments and Advances (continued)

The Company accounts for its investment in PCIC as an equity-method investment, The Company’s
proportionate share of PCIC's net profit was $355,211 and $111,525 in 2016 and 2015, respectively, and
these amounts arc included in income from equity method investee in the accompanying consolidated
statemcnts of operations.

Note 9 - Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabilitics consist of the following at December 31:

2016 2015
Accounts payable $ 15,500,000 $ 14,500,000
Accrued profit sharing 26,764,645 24,581,377
Accrued vacation 13,433,346 11,754,822
Claims loss reserve - 3,330,000
Accrued honuses B,957,011 11,571,556
Sales and value added taxes 4,860,922 4,228,237
Tcnant improvement allowance 8,770,792 9,954,348
Other 3,503,707 4,027,953

§ 81,790,423 $ 83,948,293

Note 10 - Notes Payable under Lines of Credit and Long Term Debt

The Company has a line of credit that provides for maximum bhorrowings of $60,000,000 at LIBOR plus
1.15% (1.92% and 1.56% at December 31, 2016 and 2015, respectively} and expires in June 2018. This
linc is collateralized by the Company’s client receivables. This line has variable limitations on
borrowings. Outstanding borrowings on this line at Decemher 31, 2016 and 2015, were $34,487,187
and $16,333,394, respectively.

The Company has another revolving line of credit note with a bank to finance equipment purchases and
leasehold improvements. This note provides for maximum barrowings up to $26,000,000 and expircs in
June 2018. This line is collateralized by the Company's client receivables. The note bears interest at
LIBOR plus 1.15% (1.92% and 1.56% at December 31, 2016 and 2015, respectively) and requires
principal and interest payments monthly. The balance outstanding under this note was $18,650,122 and
$22,405,754, which includes the current portions of $10,000,000 and $10,500,009, at December 31,
2016 and 2015, respectively. The current portion of this revolving line of credit note is bhased on
management's expectations of the amount that will be paid in the following year.

The Company's credit agreements require that the Company maintain certain minimum financial ratios.
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MILLIMAN, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 10 - Notes Payable under Lines of Credit and Long Term Debt (continued)

Long-term debt - On December 4, 2015, the Company signed a promissory note for $7,700,000. The
note is collateralized by the Company's client receivables and bears a variable interest rate equal to
LIBOR plus 1.45%. At December 31, 2016, the interest rate equaled 2.22% and the unpaid principal
halance was $4,600,000. The agreement requires quarterly principal payments of $385,000, and
matures on Janvary 1, 2021, however the Company made payments in cxcess of thosc required during
2016, Future principal payments on the note payable for the years ending December 31 are as follows:

2017 $ 2,200,000
2018 2,200,000
2019 200,000

$§ 4,600,000

Note 11 - Leases

The Company leases office space and equipment under various non-cancelable operating leases, The
approximate aggregate future minitnum obligations under these leases are as follows:

2017 $ 23,798,838
2018 22,220,575
2019 21,744,448
2020 18,935,480
2021 16,628,033
Thereafter 55,201,598

$ 158,528,972

The Company has been granted tenant improvement allowances from various lessors. These amounts
are presented as a liability on the consolidated balance sheets and amortized against rent expense over
the remaining lease term. As of December 31, 2016 and 2015, the Company had $8,770,792 and
$9,954,348, respectively, of unamortized tenant improvement allowances. Rent expense, net of tenant
improvement allowances, was $31,297,837 and $30,208,353 in 2016 and 2015, respectively. The
Company had scveral lease agreements, which provided for rent holidays or escalating rental payments.
At December 31, 2016 and 2015, deferrcd rent of $10,295,466 and 9,475,254, respectively, was
recorded hy the Company to account for rent escalations and will be amortized over the term of the
rclevant leases.
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MILLIMAN, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 12 - Income Taxes

The significant temporary differences are associated with client receivables and unbilled revenue,
accounts payable, accrued liabilities, deferred revenue, deferred compensation and depreciation of
property and equipment. Deferred tax assets and liabilities consist of the following:

Total
December 31, 2016
Deferred tax assets $ 43,083,000
Deferred tax liabilities (77,891,000)
Net deferred income tax liability $(34,808,000)
December 31, 2015
Deferred tax assets $ 50,968,000
Deferred tax liabilities (79,104,000)
Net deferred income tax liability $(28,136,000)

For primarily all deferred tax assets, no valuation allowancc is decmed necessary, based upon the
estimated future taxable income from the reversal of cxisting temporary differenices. The Company does
have an insignificant valuation allowance related to certain foreign tax credits that expire through 2020.

The components of income tax expense (benefit) were as follows:

2016 2015
Current £ 1,407,505 $ 1,899,000
Deferred 6,672,000 {7.381,000)

$ 8,079,505 $ (5,482,000)

A reconciliation between the income tax provision at statutory rates and the recorded provision is as
follows for the years ended December 31:

2016 2015

Income tax provision at statutory rate $ 4,777,000 $ (6,010,000)
Permanent differences 1,435,000 (B23,000)
Other 2,026,000 1,695,000
Valuation allowance (154,000) 110,000
State tax expense, net of federal beoefit 493,505 (498,000}
Change in state cffective rate (498,000) 44,000

$ 8,079,505 $ (5,482,000)
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MILLIMAN, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 12 - Income Taxes (continued)

The Company had no liability for uncertain tax positions as of December 31, 2016 and 2015, The
Company recognizes interest acerued and penalties related to uncertain tax positions as a component of
tax expense, During the years ended December 31, 2016 and 2015, the Company recognized no interest
and pcnalties.

The Company files income tax returns in the U.S. fedcral jurisdiction and various state jurisdictions.
Generally, the Company is subject to examination by U.S. federal (or state and local) income tax
authorities for three years from the filing of a tax return.

Note 13 - Deferred Revenue

Deferred revenue consists of the following at December 31:

2016 2015
Prepayments of licensing fees and maintcnance contracts $ 17,013,212 $ 11,820,282
Amounts collected frnm customers in advance
of services provided 15,720,056 16,835,789

$ 32,733,268 $ 28,656,071

Note 14 - Commitments and Contingencies

Contingent payments - The Company periodically acquires business from external entities and
typically agrees to pay the seller a fixed percentage of revenues generated from future services for a
specific time period. The Company may also agree to pay retiring equity principals a percentage of
revenue earned from those cquity principal’s former client base after retirement, At December 31, 2016,
there were several agrcements in place to pay a percentage of future revenues earned to retired equity
principals with the last expiration date for payment being Junc 2026. During 2016 and 2015, the
Company made payments to the retired equity principals of $21,500,086 and $19,569,920, respectively.

Legal matters - The Company is involved from time to time in claims, proceedings and litigation arising
from its business and property ownership. The Company does not believe that any such claims,
proceedings or litigation, either alonc or in the aggregate, will have a material adverse effect on the
Company’s financial position or results of its operations.
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MILLIMAN, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 15 - Post-Termination Obligations

The Company has agreed to pay certain former equity principals various amounts subsequent to the
termination of their employment. These future payments are bascd on an allocated share of the
Company's retaincd carnings to the retiring equity principal’s former profit center. The allocations are
typically based on unbilled revenues, uncollected client receivables, expenses and commitments arising
through the date of termination. These amounts typically bear interest at variable rates consistent with
market terms of which the current rates range from 2.0% to 6.0%. Balances arc payable at termination
in cqual monthly payments over five years, or as a lump sum once all unbilled revenues and client
receivables have been realized. The aggregate amount of such commitments is recorded as a liability
upon authorization and quantification by the Company’s Board of Directors and totaled $534,470 and
$1,275,680 at December 31, 2016 and 2015, respectively. The carrying amount of these obligations
approximates their fair value.

Upon retirement, an equity principal can be paid from 7% to 10% of future revenues collected from his
or her former client base. These contingent payments generally extend for scven to ten years and are
expensed when the related revenue is recognized {see Note 14].

Note 16 - Profit Sharing Plan

The Company has a non-discriminatory, defined contribution profit sharing plan (the Plan) for U.S.
employees. Contributions to the Plan are discretionary and are determined annually by the Board of
Directors of the Company. Participants are also allowed to make voluntary contributions, to which the
Company matches 50% thereof, up to a certain percentage of an employee’s annual salary. During 2016
and 2015, the Company’s expense related to the Plan was approximately $33,500,000 and $32,250,000,
respectively.

Note 17 - Related Party Transactions

The Company has advances te employees and ather related parties of $431,214 and $584,454 as of
December 31, 2016 and 2015, respectively (see Note 3).

Note 18 - Supplemental Cash Flow Information

Cash paid and cxpenscd for interest during 2016 and 2015 was $1,193,985 and $1,554,968,

respectively. The Company made income tax payments of $3,699,378 and $1,820,000 during 2016 and
2015, respectively.
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MILLIMAN, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 19 - Supplemental Operating Expense Information

Operating expenses consist of the following at December 31:

Empioyee compensation
Employee benefits
Rent

Depreciation/amortization
Other

Total operating expenses

20

2016

2015

$ 605,359,123
69,074,128
31,297,837
11,486,443

220,409,697

$ 590,855,844
59,379,589
30,208,353
11,752,963

210,906,294

$ 937,627,228

$903,103.043







Table of Contents

PAGE
Report of Independent Auditors 1-2

Consolidated Financial Statements
Consolidated balance sheets 3
Consolidated statements of operations 4
Consolidated statements of comprehensive income (loss) 5
Consolidated statements of changes in shareholders’ equity 6
Consclidated statements of cash flows 7
Notes to consolidated financial statements 819



(.ﬁ(‘-) MOSSADAMS

Report of Independent Auditors

To the Shareholders of
Milliman, Inc.

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of Milliman, Inc., which
comprise the consolidated balance sheets as of December 31, 2017 and 2016, and the related
consolidated statements of operations, comprehensive income (loss), shareholders' equity, and cash
flows for the years then ended, and the related notes to the censolidated financial statements.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consalidated financial
statements in accordance with accounting principles generally accepted in the United States of
America, this includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of consclidated financial statements that are free from material
misstaterment, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audits 1o obtain
reasonable assurance about whether the consolidated financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor's judgment,
including the assessment of the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity's preparation and fair presentation of the consolidated financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity's internal control. Accordingly,
we express no such opinion. An audit also includes evaluating the appropriateness of accounting
pelicies used and the reasonableness of significant accounting estimates made by management, as
well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis
for our audit opinion.



Opinion

In our opinion, the consolidated financial statements referred to above present fairly, in alt material
respects, the consolidated financial position of Milliman, Inc. as of December 31, 2017 and 2016, and
the results of its operations and its cash flows for the years then ended in accordance with accounting
principles generally accepted in the United States of America.

IHNooss Ahuerie L1l

Seattle, Washington
April 25, 2018



Milliman, Inc.
Consolidated Balance Sheets

ASSETS
December M1,
2017 2018
CURRENT ASSETS
Cash and cash equivalents 3 43,342 570 $ 30,291,947
Receivables, net 167,531,004 196,072,849
Prepaid expenses, deposits, and other current assets 17,115,600 18,866,480
Income tax receivable 3,675,000 6,789,000
Total current assets 261,664,274 252,020,376
PROPERTY AND EQUIPMENT, net 34 548,384 28,267,468
INTANGIBLE ASSETS, net 1,405,499 1,972,636
GOODWILL, net 2 BB0,395 3,429,761
OTHER ASSETS
Investments 4,513,713 6,062 948
Long-term depaosits 4,047,356 3,767,058
Total other assets 8,561,069 9,830,008
$ 3090395621 $ 295,520,247
LIABILITIES AND SHAREHOLDERS®' EQUITY
CURRENT LIABILITIES
Accounts payabte and accrued liabilities $ 118,773,893 $ 82,324,893
Current portion of notes payable under lines of credit and long-term debt 38,722,295 46,687 187
Deferred revenue 38,388,436 32,733,268
Total current liabilities 185,884,624 161,745,348
NQOTES PAYABLE UNDER LINES OF CREDIT
AND LONG-TERM DEBT, net of current porlion 10,863,785 11,050,120
DEFERRED INCOME TAX LIABILITIES 18,676,000 34,808,000
DEFERRED RENT 11,741,350 10,295 466
Total liabilities 237,165,759 217,898,034
COMMITMENTS AND CONTINGENCIES {Notes 11 and 14)
SHAREHOLDERS' EQUITY
Milliman Inc. shareholders’ eguity
Common stock, $40 par value, 20,000 shares authorized,
10,550 and 10,210 shares issued and outstanding 422 000 408,400
Additional paid-in capital 1,688,000 1,633,600
Retained earnings 70,210,228 75,692 368
Accumulated other comprehensive loss {1,631,216) (1,318,917)
Total Milliman, Inc. shareholders’ equity 70689012 76,415 451
Noncontrolling interest 1,184 850 1,205,862
71,873,862 77,621,313
$ 309,039,621 $ 295,520,247

See accompanying notes. 3




Milliman, Inc.
Consolidated Statements of Operations

OPERATING REVENUES, net of client expenses of
362,241,555 and 362,807,041, respectively

OPERATING EXPENSES
OPERATING LOSS

OTHER INCOME (LOSS), net

INCOME FROM EQUITY METHOD INVESTEE

LOSS FROM CONTINUING OPERATIONS BEFORE
INCOME TAX BENEFIT

INCOME TAX BENEFIT
LOSS FROM CONTINUING OPERATIONS
DISCONTINUED QPERATIONS {Ncte 2)
Income from operations of discontinued component
{including gain on disposal of $92,268,902 for 2016)
Income tax expense
Income from discontinued operations

NET INCOME (LOSS)

LESS LOSS ATTRIBUTABLE TO
NONCONTROLLING INTEREST

INCOME {LOSS) ATTRIBUTABLE TO MILLIMAN, INC.

Years Ended December 31,

2017

2016

3 998,633,269

$ 937,617,273

1,017,147,867 937 627,228
(18,514,598) (9,955)
485,725 (1,980,622)

54,481 355,211
(17,964,392) (1,635,366)
12,545,000 968,215
(5,419,392) (667,151)

- 15,282,068
- (9,047 720)

- 6,234,348

(5,419,392) 5,567,197
21,012 22,056

$ (5398380) § 5589253

See accompanying notes.




Milliman, Inc.
Consolidated Statements of Comprehensive Income (Loss)

Years Ended December 31,

2017 2016
NET INCOME (LOSS) $ (5,419,392) $ 5,567,197
OTHER COMPREHENSIVE LOSS
Share of other comprehensive loss of
equity method investee (11,914) {12,650)
Foreign currency translation adjustment {300,385%) (690,188)
COMPREHENSIVE INCOME {LOSS) $ (5,731,691 $ 4,864,359

See accompanying notes. 5




Milliman, Inc.

Consolidated Statements of Changes in Shareholders’ Equity

BALANCE, December 31, 2015
Net income (loss)

Share of other comprehensive loss
of equity method investee

Foreign cumency translation adjustment

Stock issued

Stock repurchased

Dividends paid (S8 per share)
BALANCE, December 31, 2016

Net loss

Share of other comprehensive loss
of equity method investee

Foreign currency translation adjustment
Stock issued

Stock repurchased

Dividends paid (S8 per share)

BALANCE, December 31, 2017

Accumulated

Additional Other
Number Comman Paid-In Retained Comprehensive Noncontroliing
of Shares Stock Capital Earnings lncome (Loss) Interest Tetal
9,950 $ 398,000 $ 1,592,000 % 70,183.275 § (616,078 3% 1227918 $ 72,785114
- - - 5,589,253 - (22 ,056) 5,567,197
. - - . (12.650) - (12,850)
- - - - (6580,188) - {680,188)
580 23,200 92 800 - - - 116,000
(320) (12,800) (51,200} - - - {64,000
- - - {80,160} - - (80.160}
10,210 408,400 1,633,600 75,602,368 (1.318.917) 1,205,862 77.621,313
- - - {5,398,380) - (21,012) (5.419,392)
. - - - {11,914 - (11,914)
- - - - (300,385) - (300,385)
890 35,600 142,400 - - - 178,000
(550) {22,000) (88,000) - - - {110,000)
- - - (83.760) - - {83.760)
10,550 $ 422 000 $ 1,688 000 $ 70210228 % (1631296) _§ 1184850 $ 71873862

See accompanying notes.




Milliman, Inc.

Consolidated Statements of Cash Flows

CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss})
Adjustments {o reconcile net income (loss) to net cash
provided by operating activities
Depreciation and amortization
Deferred income taxes
Change in allowance for doubtful accounts
Loss on disposals of properly and equipment
Income from operations of discontinued component
Earnings from equity method investee
Cash provided by {used in) changes in operating assets
and liabilities
Receivables
Prepaid expenses, deposits and other current assets
Inceme taxes receivable/payable
Long-term deposits
Accounts payable and accrued liabilities
Deferred revenue
Deferred rent

Net cash from (used in) operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment
Net proceeds received from prior year sale of operating unit
Proceeds from disposal of property and equipment
Investments and advances
Return of capital from equity method investee

Net cash from (used in) investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from notes payable and long-term deht
Payments on notes payable and long-term debt
Proceeds from issuance of common stock
Repurchase of common stock
Dividends paid
Net cash from (used in) financing activities
EFFECTS OF FOREIGN CURRENCY TRANSLATION ON CASH
NET CHANGE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS
Beginning of year

Eng of year

See accompanying notes.

Years Ended December 31,

2017 2016
$ (5,419,392) § 5,567,197
10,643,646 11,486,443
(16,132,000 6,672,000
1,500,000 3,500,000
239,377 177,867
- {15,282,068)
{54,481) (355,211)
(2,958,055) {14,209,658)
1,750,880 (4,815,747
3,114,000 (3.624,000)
(280,298) (421,430)
30,305,877 (3,225,850)
5,655,168 4,077,197
1,445 884 820,212
29,810,606 (9,633,048)
(9,884,313) (5,746,174)
- 15,282,068
. 65,808
(36,109) -
1,627,911 226,663
(8,292,511) 9,828,455
146,017,394 134,879,921
(154,168,621) (123,581,751)
178,000 116,000
(110,000) {64,000)
(83,760) {80,160)
(8,166,987) 11,270,000
(300,385) (790,189)
13,050,723 10,675,218
30,291,947 19,616,729
$ 43,342,670 $ 30,291,947




Milliman, Inc.
Notes to Consolidated Financial Statements

Note 1 — Organization and Summary of Significant Accounting Policies

Organization - Milliman, Inc. (the Company) is an international company that provides consulting,
actuarial, and allied services, including calculation of insurance risks and premiums in the areas of life
insurance, property and casualty insurance, employee benefits, and healthcare. The Company was
incorporated in the state of Washington in 1857.

Principles of consolidation — The consolidated financial statements include the accounts of the
Company and its wholly owned subsidiaries. All material intercompany balances and transactions have
been eliminated in consolidation.

Cash and cash equivalents — The Company considers all highly liquid investments purchased with an
original maturity of three menths or less to be cash equivalents. The Company places its cash in high
quality credit institutions. At times, cash balances may exceed Federal Deposit Insurance Corporation
{FDIC) insurance limits.

Revenue recognition — Revenue is recorded as services are performed and is presented net of write-
offs, estimated unbillable amounts, and expenses incurred on behalf of clients. Services rendered are
generally billed on a monthly basis using fee arrangements defined at the inception of the project.

Client receivables and unbilled revenue — Client receivables consist of billed amounts due from clients.
Unbilled revenue represents accumulated charges that have not been billed as of year-end. Management
determines the allowance for doubtful accounts by identifying troubled accounts and by using historical
experience applied to an aging of accounts. Client receivables and unbilled revenue are written off when
determined to be uncollectible and recoveries of amounts previously written off are reported as income
when received.

Property and equipment — Property and equipment are stated at cost, net of accumulated depreciation
and amortization. Leasehold improvements are amortized utilizing the straight-line method over the
shorter of the estimated useful life of the asset or respective lease term. The Company provides for
depreciation of property and equipment, using the double-declining balance method over the following
estimated useful lives:

Computers and electronic equipment 5 years
Telephone eguipment 5 years
Office furniture 7 years

Intangible assets — Intangible assets represent customer lists and are amortized over periods from 3 to
20 years from the date of acquisition. The Company evaluates intangible assets annually for potential
impairment; no impairment was noted during 2017 or 2016.

Goodwill - The Company adheres to the accounting alternative provided by Financial Account Standards
Board (FASB) Accounting Standards Update No. 2014-02, Intangibles-Goodwilf and Other (Topic 350):
Accounting for Goodwill (a consensus of the Private Company Council).




Milliman, Inc.
Notes to Consolidated Financial Statements

Note 1 — Organization and Summary of Significant Accounting Policies (continued)

Goodwill represents the difference between the purchase price of an acquired business and the fair value
of the identifiable tangible and intangible net assets acquired. Under the accounting alternative, goodwill
is amortized on a straight-line basis over ten years and assessed for impairment if an event or
circumstances indicate that the fair value of the entity may be less than its carrying amount. A goodwill
impairment loss is recognized to the extent the carrying amount of the entity including goodwill exceeds
its fair value. There was no impairment of goodwill during 2017 or 2016.

Valuation of long-lived assets — The Company periodically evaluates the carrying value of its long-lived
assets, including, but not limited to, property and equipment, intangible assets and other assets. The
carrying vatlue of a long-lived asset is considered impaired if its estimated fair value is less than its
carrying value. There was no impairment of long-lived assets during 2017 or 2016.

Investments — Investments consist of equity method investments where the Company is considered to
have significant influence {generally greater than 20% ownership of the investee's equity), but not control,
and are carried at the cost of acquisition plus the Company’s equity in undistributed earnings or losses
since acquisition.

Claims loss reserve — The Company receives professional liability insurance coverage through policies
written direcily and through reinsurance arrangements for amounts in excess of a self-insured retention
layer. Actual costs for outstanding claims may vary from estimates based on trends of losses for filed
claims and claims estimated to be incurred but not yet filed. Estimated losses and costs of these self-
insurance programs are accrued, based on management's best estimate of the Company's exposure.
The recorded claims loss reserve liability was $13,000,000 and $0 at December 31, 2017 and 2016,
respectively. This amount is included in accounts payable and accrued liabilities on the consolidated
balance sheets (see Note 9).

Deferred revenue — Deferred revenue consists of prepayments of license fees and maintenance
contracts and amounts collected from customers in advance of services provided. The revenue is
recognized over the contract period, generally up to one year, on a straight-line basis.

Income taxes — The Company is a cash-basis taxpayer and accounts for income taxes using an asset
and liability approach that requires the recognition of deferred tax assets and liabilities for the expected
future tax consequences of temporary differences between the financial statement and tax basis of assets
and liabilities at the applicable enacted tax rates. A valuation allowance is provided when it is more likely
than not that some porticn or all of the deferred tax assets will not be realized. The Company evaluates
the realizability of its deferred tax assets by assessing its valuation allowance and by adjusting the
amount of such allowance, if necessary.

The Company recognizes the tax benefits frem uncertain tax positions only if it is more likely than not that
the tax positions will be sustained on examination by the tax authorities, based on the technical merits of
the position. The tax benefit is measured based on the largest benefit that has a greater than 50%
likelihood of being realized upcn ultimate settlement.




Milliman, Inc.
Notes to Consolidated Financial Statements

Note 1 — CQrganization and Summary of Significant Accounting Policies {continued)

In November 2015, the FASB issued Accounting Standards Update (ASU) No. 2015-17, fncome Taxes

{ Topic 740): Balance Sheet Classification of Deferred Taxes, to simplify the presentation of deferred
income taxes. The amendments in this standard require that deferred tax liabilities and assets be
classified as noncurrent in consolidated balance sheets. The current requirement that deferred tax
liabilities and assets of a tax-paying component of an entity be offset and presented as a single amcunt is
not affected by the amendments in this standard. The Company early adopted the new guidance for the
year ended December 31, 2016.

Translation of foreign currencies — Assets and liabilities of foreign subsidiaries are translated to U.S.
dollars at the year-end exchange rate; income and expenses are transiated at the average exchange
rates for the year. The related translation adjustments are reflected in the foreign currency translation line
of the consolidated statements of shareholders’ equity and statements of comprehensive income {loss).

Retained earnings — Included in retained earnings is undistributed capital of active equity principais, net
of taxes. Future distributions of retained earnings are dependent upon board approval, future cash
collections and are restricted by current debt covenants (see Note 10).

Fair value of financiat instruments — Fair value is the price that would be received to sell an asset or
paid to transfer a liability in an orderly transaction between market participants at the measurement date.
The carrying amounts of cash and cash equivalents, client receivables, accounts payable, accrued
expenses, notes payable under lines of credit and long-term debt approximate their fair values due to the
short maturity or liquidity of those instruments or because the instruments are subject to variable interest
rates.

Concentration of credit risk — Financial instruments which potentially subject the Company to
concentrations of credit risk consist primarily of cash and cash equivalents, client receivables and unkilled
revenue. Cash and cash equivalents consist of deposits and money market funds. Concentrations of
credit risk with respect to client receivables and unbilled revenue are limited as the Company has a large
number of clients that are dispersed across many industries and gecgraphic areas. The Company
monitors concentrations of credit risk with respect to accounts receivable by performing credit evaluations
on customers and, at times, will request retainers.

Approximately 88% and B7% of the Company's revenues were generated by its United States based
operations from a diverse client base during 2017 and 2016, respectively.

Sales and value-added taxes — The Company presents taxes collected from customers and remitted to
governmental authorities on a net basis within the censolidated statements of operations.

Use of estimates — The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts in the consolidated financial statements and the
accompanying notes. Actual results could differ from those estimates.

10




Milliman, Inc.
Notes to Consolidated Financial Statements

Note 1 — Organization and Summary of Significant Accounting Policies (continued)

Recent accounting pronouncements - In February 2016, the FASB issued Accounting Standards
Update (ASU) No. 2016-02, Leases, which provides new guidelines that change the accounting for
leasing arrangements. ASW 2016-02 primarily changes the accounting for lessees, requiring lessees to
record assets and liabilities on the balance sheet for most leases. This standard is effective for nonpublic
entities for annual reporting periods beginning on or after December 15, 2019, and interim reporting
periods within annual reporting periods beginning after December 15, 2020. The Company is currently
evaluating the impact of the standard on the consolidated financial statements.

In May 2014, the FASB issued ASU No. 2014-09, Revenue from Contracts with Customers, which is a
comprehensive new revenue recognition standard. This guidance is effective for nonpublic entities for

annual reporting periods beginning on or after December 15, 2018, and interim reporting periods within
annual reporting periods beginning after December 15, 2019. The Company is currently evaluating the
impact of the standard on the consolidated financial statements.

Subsequent events — Subsequent evenis are events or transactions that occur after the consolidated
balance sheet date but before the consolidated financial statements are available to be issued. The
Company recognizes in the consoclidated financial statements the effects of all subsequent events that
provide additional evidence about conditions that existed at the date of the consolidated balance sheet,
including the estimates irherent in the process of preparing the consolidated financial statements. The
Company's consolidated financial statements do not recognize subsequent events that provide evidence
about conditions that did not exist at the date of the consolidated balance sheet but arose after the
consolidated balance sheet date and before the consolidated financial statements are available to be
issued.

The Company has evaluated subsequent events through April 25, 2018, which is the date the
consolidated financial statements were available to be issued.

MNote 2 — Discontinued Operations

Income from discontinued operations includes one operating unit repcrted as discontinued operations due
to the Company's decision to sell the cperating unit during 2012 and permanently exit the markets and

customers served by these operations. The income from discontinued operations, before income tax
benefit, was $0 and $15,282,068 in 2017 and 2016, respectively.
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Milliman, Inc.
Notes to Consolidated Financial Statements

Note 3 — Receivables

Receivables consist of the following at December 31:

Client receivables
Unbilled revenue and client advances
Related party advances

Allowance for doubtful accounis

2017

2016

3 110,126,446

3 110,687,068

125,492,702 121,954,667

411,856 431,214
236,031,004 233,072,549
(38,500,000} (37,000,000)

$ 197,531,004

3 196,072,949

Note 4 — Prepaid Expenses, Deposits, and Other Current Assets

Prepaid expenses, deposits, and other current assets consist of the following at December 31.

Prepaid insurance
Deposits and other assets

Note 5 —- Property and Equipment

Property and equipment consist of the following at December 31:

Furniture and equipment
Leasehold improvements
Construction in progress

Accumulated depreciation and amortization

Property and equipment, net

2017 2016
$ 8,512,874 $ 8,843,072
8,602,626 10,023,408
$ 17,115,600 $ 18,866,480
2017 2016
$ 66,679,765 $ 66,541,323
41,384,593 36,125,589
3,619,524 882,302
111,683,882 103,549,214
(77,135,498) (75,281,746)
$ 34,548,384 $ 28,267,468

Depreciation and amortization expense was $9,507,143 and $10,231,798 for 2017 and 2016,

respectively.
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Milliman, Inc.
Notes to Consolidated Financial Statements

MNote 6 - Intangible Assets

The following table reflects changes in the net carrying amount of the customer lists for the years ended
December 31:

2017 20186
Gross carrying amount $ 11,772,207 5 11,772,207
Accumulated amortization (10,366, 708) (9,799,571}
Customer lists, net $ 1,405,488 $ 1,572636

Aggregate amortization expense for customer lists was $567,137 and $685,279 for the years ended
December 31, 2017 and 2018, respectively.

The Company expects amortization expense for each year to be as follows:

2018 $ 567,137
2019 529,948
2020 115,916
2021 82,500
2022 82,500
Thereafter 27,498

$ 1,405,499

Note 7 — Goodwill

Goodwill consists of the following at December 31:

2017 20186
Gross carrying amount $ 5693645 $ 5,693,649
Accumulated amaortization (2,833,254) (2,263,888)
Goodwill, net $ 2,860,395 3 3,429,761

Aggregate amortization expense for goodwill was $569,366 for the years ended December 31, 2017 and
20186.
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Milliman, Inc.
Notes to Consolidated Financial Statements

Note 7 — Goodwill (continued)

The Company expects goodwill amortization expense for each year to be as follows:

2018 $ 568,366
2018 568,366
2020 569,366
2021 5608 366
2022 5689, 366
Thereafter 13,565

$ 2,860,395

Note 8 — Investments and Advances

Professional Consultants Insurance Company, Inc. — Professional Consultants Insurance Company,
Inc. (PCIC) was organized in 1987 as a captive insurance company under the laws of the State of
Vermont. Through June 30, 2010, PCIC provided professional liability insurance on a claims-made basis
to a group of actuarial and management consulting firms, all of which participated in the program as both
policyhalders and shareholders.

PCIC ceased issuing insurance policies effective July 1, 2010, based on an election by the shareholders
to liquidate PCIC. Therefore, during 2017 and 2016, the Company paid no insurance premiums to PCIC.
Accordingly, the Company began obtaining other insurance coverage at that time and has chosen to have
a larger self-insured retention than it had under the previous structure. PCIC has been placed in run-off
mode, and once all remaining claims are resolved any residual assets will be distributed to the
shareholders.

The Company's ownership interest in PCIC was 27.13% as of December 31, 2017 and 2016. The
investment balance at December 31, 2017 and 2016 was $4,477,600 and $6,062,548, respectively, and
is recorded in other assets on the consolidated balance sheets.

The Company accounts for its investment in PCIC as an equity-method investment. The Company's
proportionate share of PCIC's net profit was $54,481 and $355,211 in 2017 and 2016, respectively, and
these amounts are included in income from equity method investee in the accompanying consolidated
statements of operaticns.
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Milliman, Inc.
Notes to Consolidated Financial Statements

Note 9 — Accounts Payable and Accrued Liabilities

Accounts payable and accrued liabiiities consist of the following at December 31:

2017 20186
Accounts payable $ 18,500,000 $ 15,500,000
Accrued profit sharing 27,166,191 26,764 645
Accrued vacation 15,182,558 13,433,346
Accrued bonuses 20,344,631 8,957 011
Sales and value added taxes 4,776,389 4,860,922
Tenant improvement allowance 13,225,753 8,770,792
Claims Loss Reserve 13,000,000 -
QOther 6,578,371 4,038,177

$ 118,773,893 $ 82,324,893

Note 10 — Notes Payable under Lines of Credit and Long Term Debt

The Company has a line of credit that provides for maximum borrowings of $85,000,000 at LIBOR plus
1.15% (2.52% and 1.92% at December 31, 2017 and 2016, respectively) and expires in June 2019. This
line is collateralized by the Company’s client receivables. This line has variable limitations on borrowings.
Outstanding borrowings on this line at December 31, 2017 and 2016, were $29,382,294 and
$34,487.187. respectively.

The Company has another revolving line of credit note with a bank to finance equipment purchases and
leasehold improvements. This note provides for maximum borrowings up to $26,000,000 and expires in
June 2019. This line is collateralized by the Company’s client receivakbles. The note bears interest at
LIBOR plus 1.15% (2.52% and 1.92% at December 31, 2017 and 2016, respectively) and requires
principal and interest payments monthly. The balance cutstanding under this note was $17,953,786 and
$18,650,122, which includes the current portions of $7,800,000 and $10,000,000, at December 31, 2017
and 2016, respectively. The current portion of this revolving line of credit note is based on management’s
expectations of the amount that will be paid in the following year.

The Company's credit agreements require that the Company maintain certain minimum financial ratios.

Long-term debt — On December 4, 2015, the Company signed a promissory note for $7,700,000. The
note is collateralized by the Company’s client receivables and bears a variable interest rate equal to
LIBOR plus 1.45%. At December 31, 2017, the interest rate equaled 2.82% and the unpaid principal
balance was $2,250,000. The agreement requires quarterly principal payments of $385,000, and matures
on January 1, 2021, however, the Company made payments in excess of those required during 2017,
Future principal payments on the note payable for the years ending December 31 include $1,540,000 for
2018 and $710,000 for 2019.
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Milliman, Inc.
Notes to Consolidated Financial Statements

Note 11 — Leases

The Company leases office space and equipment under various non-cancelable operating leases. The
aggregate future minimum obligations under these leases are as follows:

2018 $ 26,573,125
2019 26,405,464
2020 23,114,510
2021 20,688,801
2022 17,601,281
Thereafter 61,310,458

$ 175,693,639

The Company has been granted tenant improvement allowances from various lessors. These amounts
are presented as a liability on the consolidated balance sheets and amortized against rent expense over
the remaining lease term. As of December 31, 2017 and 2018, the Company had $13,225,753 and
$8,770,792, respectively, of unamortized tenant improvement allowances. Rent expense, net of tenant
improvement allowances, was $32,250,298 and $31,297,837 in 2017 and 2016, respectively. The
Company had several lease agreements, which provided for rent holidays or escalating rental payments.
At December 31, 2017 and 2016, deferred rent of $11,741,350 and $10,295,466, respectively, was
recorded by the Company to account for rent escalations and will be amortized over the term of the
relevant leases.

Note 12 — Income Taxes

The significant temporary differences are associated with client receivables and unbilled revenue,
accounts payable, accrued liabilities, deferred revenue, deferred compensation and depreciation of
property and equipment.

On December 22, 2017, the U.S. government enacted comprehensive tax legislation commonly referred
to as the Tax Cuts and Jobs Act (the “Tax Act"). The Tax Act incorporates broad and complex changes to
the U.S. tax code. The main provision of the Tax Act that is applicable to the Company is the reduction of
a maximum federal tax rate of 35% to a flat tax rate of 21%, effective January 1, 2018. The Company has
incorporated the change in federal tax rates in its annuai tax provision. Consequently, the Company has
recorded a decrease in net deferred tax liabilities of $16,132,000 with a corresponding net adjustment to
deferred income tax benefit of $11,749,000.
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Milliman, Inc.
Notes to Consolidated Financial Statements

Note 12 — Income Taxes (continued)

Deferred tax assets and liabilities consist of the following:

December 31, 2017
Deferred tax assets
Deferred tax liabilities

Net deferred income tax fiability

December 31, 2016
Deferred tax assets
Deferred tax liabilities

Net deferred income tax liability

Total

$ 31,607,000
(50,283,000}

$ (18,676,000)

$ 43,083,000
(77,891,000)

$ (34,808,000)

For primarily all deferred tax assets, no valuation allowance is deemed necessary, based upon the
estimated future taxable income from the reversal of existing temporary differences. The Company does
have an insignificant valuation allowance related to certain foreign tax credits that expire through 2020.

The components of income tax expense (benefit) were as follows:

Current
Deferred

2017 2016
$ 3,587,000 $ 1,407,505
(16,132,000) 6,672,000
$ (12,545,000) $ 8,078,505

A reconciliation between the income tax provision at statutory rates and the recorded provision is as

follows for the years ended December 31:

Income tax provision at statutory rate
Permanent differences

Change in federal rate

Other

Valuation allowance

State tax provision, net of federal provision
Change in state effective rate

2017 2016

$ (6,287,000) $ 4,777,000
1,586,000 1,435,000
(11,749,000) .
2,897,000 2,026,000
1,844,000 (154,000)
(632,000) 493,505
(204,000) (498,000)

$ (12,545000) $ 8,079,505
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Milliman, Inc.
Notes to Consolidated Financial Statements

Note 12 — Income Taxes (continued)

The Company had no liabkility for uncertain tax positions as of December 31, 2017 and 2016. The
Company recognizes interest accrued and penalties related to uncertain tax positions as a component of
tax expense. During the years ended December 31, 2017 and 2016, the Company recognized no interest
and penalties.

The Company files income tax returns in the U.S. federal jurisdiction and various state jurisdictions.

Note 13 — Deferred Revenue

Deferred revenue consists of the following at December 31:

2017 20186
Prepayments of licensing fees and maintenance contracts $ 22,7752392 $ 17,013,212
Amounts collected from customers in advance
of services provided 15,613,044 15,720,056

5 38,388,436 $ 32,733,268

Note 14 — Commitments and Contingencies

Contingent payments — The Company periodically acquires business from external entities and typically
agrees to pay the seller a fixed percentage of revenues generated from future services for a specific time
period. The Company may also agree to pay retiring equity principals a percentage of revenue earned
from those equity principal's former client base after retirement. At December 31, 2017, there were
several agreements in place to pay a percentage of future revenues earned to retired equity principals
with the last expiration date for payment being Dec 2027. During 2017 and 2016, the Company made
payments to the retired equity principals of $25,030,283 and $21,500,088, respectively.

Legal matters — The Company is involved from time to time in claims, proceedings and litigation arising
from its business and property ownership. The Company does not believe that any such claims,
proceedings or litigation, either alone or in the aggregate, will have a material adverse effect on the
Company's financial position or results of its operations.
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Note 15 - Profit Sharing Plan

The Company has a non-discriminatory, defined contribution profit sharing plan (the Plan) for U.S.
employees. Contributions to the Plan are discretionary and are determined annually by the Board of
Directors of the Company. Paricipants are also allowed to make voluntary contributions, to which the
Company matches 50% thereof, up to a certain percentage of an employee’s annual salary. During 2017
and 2016, the Company's expense related to the Plan was approximately $34,500,000 and $33,500,000,
respectively.

Note 16 — Related Party Transactions

The Company has advances to employees and other related parties of $411,856 and $431,214 as of
December 31, 2017 and 2016, respectively (see Note 3).

Note 17 — Supplemental Cash Flow Information

Cash paid for interest during 2017 and 2016 was $891,619 and $1,193,985, respectively. The Company
made income tax payments of $228,000 and $3,699,378 during 2017 and 2016, respectively.

Note 18 — Supplemental Operating Expense Information

Operating expenses consist of the following at December 31:

2017 2016
Employee compensation $ 640,479,022 % 605,359,123
Employee benefits 73,256,266 69,074,128
Rent 32,250,298 31,297,837
Depreciationfamortization 10,643,646 11,486,443
Other 260,517,835 220,409,697
Total operating expenses & 1017147867 $ 937,627 228
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Appendix 2 — Terms and
Conditions



{l. TERMS AND CONDITIONS

8ldders should complete Sections Il through V| as part of their proposal  Bidder is expected to resd the Terms and
Conditions and should inltial either accept, refect, or reject and provide alternative language for each clause The bidder
should also provide an explanation of why the bidder nejected the clause or rejected the clause and provided aternale
language By signing the RFP, bidder is agreeing to be legaily bound by all the accepted terms and conditions, and any
proposed altemnative terms and conditions submitted with the propogal  The State reserves the right to negotiate rejected or
proposed alternative language  If the State and bidder fail to agree on the final Terms and Conditions, the State reserves
the right to reject the propoeal The Stale of Nebraska is scliciting proposals in response to this RFP The State of
Nebraska reserves the right Lo reject proposals that attempt to substitule the bidder's commercial contracts andfor
documents for this RFP

The bidders should submit with their proposal any license, user agreement, service level agreement, or similar documents
that the bidder wants incorporated in the Contract  The State will not consider incorparation of any document not submitted
with the bidder's proposal as the document will not have been included in the evaluation pracess  These documents shall be
subject to negotiation and will be incorparated as addendums if agreed to by the Partiss

It a canflict or ambiguity arises afler the Addendum to Contract &ward have been negotiated and agreed to, the Addendum
to Contract Award shall be interpreted as follows:

1. If only one Parly has a particular clause then that clause shall contrai;
2, If bath Farlies have a similar clause, but the clauses do nol conflicl, the clauses shall be nead together,
3 if both Parties have a similar clause, but the clauses coanflict, the State's clause shall cantrol

A. GENERAL

Accept | Reject | Relect & Provide NOTESICOMMENTS:
{Initial} | (Initial] | Alternatlve within
RFF Responsa
{Initial}

kiiman believes that ts responsive proposal should preceded all RFP
amendments and the original RFP document.

The contract nesulting from this RFP shall incorparate the following documents:

Request for Proposal and Addenda;

Amendments to the RFP;

Questions and Answers,

Contractor's proposal (RFP and properly submitied documents),

The executed Cantract and Addendum One to Contract, if applicable ; and,
Amendmams/Addendums to the Contract

LN

These documents constitute the entirety of the contract

Unless otherwise specifically stated in a future contract amendment, in case of any conflict between the
incorparated documents, the documents shall govern in the following order of preference with number ong (1)
receiving preference over all other documents and with each lower numbered document having preference over
any higher numbered document: 1} Amendment o the exscuted Comract with the r
fomsims dhs Siqhagt priority, 2} executed Contract and any attact da, !

mendments to RFF and any Questions and Answers 18 ori

Any ambiguity ar corflict in the contract discovered after ils execution, not atherwise atdressed hecein. shall be
resclved in accordance with the rules of contracl interpretation as established in the State of Nebraska
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NOTIFICATION

Accapt
{Initial}

b.

Reject | Reject & Provide [ HOTESICOMMENTS:
{Initlal} | Alternative within
RFP Reaponsa

fInl+ialy
|

Contracior and State shall identify the contract manager who shall serve as the point of contact for the executed
contract

Communications regarding the executed contraci shall be in writing and shall be desmed 1o have been given if
delivered personally or mailed, by U S Mail, pustage prepaid, return receipt requested, to the parties at their
respeclive addresses set forth below, or at such olher addrasses as may be specified in writing by either of the
parties  All notices, requests, or communications shall be deemsd effective upon personal delivery or lhree (3)
calendar days following deposit in the mail

GOVERNING LAW (Statutory)

Notwithslanding any other provision of this contracl, or any amendment or addendumis) entered into
contemporaneously ar al a later time, the parligs undersiand and agree that, (1} the State of Nebraska is a
sovereign state and its aulhority to contract is therefore subject to limilalion by the State's Constitulion, statutes,
common law, and regulation; (2] this contracl will be interpreted and enfoced under Ihe |aws of the State of
Nebraska; {3} any action to erforce the provisions of this agreement must be brought in lhe State of Nebraska per
state law, (4) the person signing this contracl on behalf of the State of Nebraska does not have the authority to
waive the State's sovereign immunity, slatules, comman law, or regulatians; (5) the indemnity, limitation of liability,
remedy, and ather similar pravisions of Ihe final contract, if any, are entemad imo subject to the State's Constitulion,
statutes, common law, regulalions, and sovereign immunity, and, (6) all terms and conditions af the final contract,
including but not limited Lo the clausss conceming third party use, licenses, warranties, limitstions of liability,
govemning |law and venue, usage verificalion, indemnity, iability, remedy or alher similar provisions of the final
contract are entered into specifically subjsct to the State's Constitution, statutes, commaon law, regulations, and
soveraign immunity

The Parties must comply with all applicable lacal, state and federal laws, ordinances, rules, orders, and regulations

BEGHNNING OF WORK

Accept
{Initial}

E.

Reject Rejoct & Provide NOTES/COMMENTS:
(Inttian | Altarnative within
RFP Response
{Inltlal)

The bidder shail not commance any billable work untt! a valid contract has been fully executed by the State and the
successful Cantractor  The Contractor will be notified in writing when work may begin

CHANGE ORDERS

Accept
{inttial)

Rejoct | Rejaect & Provide NOTESICOMMENTS:
(Initialy | Alwrnative within
RFP Responsa
{initlat)

The State and the Contractor, upon the written agreement, may make changes to lhe contract within the ganeral
scope of the RFP Changes may involve specifications, the quantity of work, or such other items as the State may
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find necessary or desirable Corrections of any deliverable, servics, or work required pursuaml to the contract shall
nat be deemed a change The Contractor may nat claim forfeiture of the contract by reasons of such changes

The Contractor shall prepare a written description of the work required due to the change and an itemized cost
sheeal for the change Changes in work and lhe amouml gf compensation to be paid to the Contractor shail be
delermined in accordance with applicable unit prices if any, a pro-rated value, or through negotistions The Slate
shall nal incur @ price increase for changes that should have been included in the Contractor's proposal, were
foresesable, or result from difficulties with or failure of the Contractor's proposal or performance

Mo change shall be implermented by the Contracior until approved by the Stale, and the Contract is amended to
reflect the change and assaciated costs, if any  |f there is a dispule regarding the cost, but both parties agree that
immediate implementation is necessary, the change may be implemented, and cost negotiations may cantinue with
both Parties retaining all remediss under the contract and law

F HOTICE OF POTENTIAL CONTRACTOR BREACH
Accept | Reject Reject & Frovide NOTES/COMMENTS:
{Initial} | {Inltial} | Altermmative within
RFF Response
[Initial}
In many instances, immediate notification 15 functionally impossible;
however, Milliman will promptly notify the Stale of a breach or
anlicipated breach by Milliman
If Comractor breaches the contract or anlicipales breaching the contract, the Contractor she ve wiitten
nolice to the State The notice shall sxplain the breach or potential braach, & proposed ¢u. ., _.._ ..._, include a
request for a waiver of the breach if so desired The State may, in its discrelion, temporarily or permanantly waive
the breach By graming a waiver, the State does not forfeit any rights ¢ o which lhe Stats is ertitled by
law or equity, or pursuant to the provisions ol the contract Failure to gi tice, hawewver, may be grounds
far denial of any request for a waiver of & braach
G. BREACH
Accept | Raject Reject & Provide NOTES/ICOMMENTS:
(Initlat) | {Inltlal) | Alternative within

RFP Response
{Initial)

Edits in this section intend to clarify that Milliman is oniy is only responsible
for gxcess accost associated with a default caused by Milliman
Furthermare, Milliman believes that a party not {ulfilling any and all of its
obligations under Lhis agreement should be considered a breach

Either Party may temninate the contract, in whole orin pad, if the ather Party breaches its duty to parform its
obligations under the contract in a timely and proper manner Termination requires written notice of default
and a thirty (30) calendar day (or longer at the non-breaching Party's discretion considering the gravity and
nature of the defaulty cure period Said notice shall be delivered by Cerlified Mail, Return Receipt
Requesied, or in persen with proof of delivery Allowing time to cure a failure or breach of contract does not
waive the right to immediately terminate the contract for the same or different contract breach which may
occur at a different time  In case of default of the Gontractor, t=- 7~ —= —==*==*=- == ="~ from other
sources and hold the Contracior responsible for any excess cos
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H. NON-WAIVER OF BREACH
Accept | Reject Rejlect & Provide | NOTES/ICOMMENTS:
{Inltial) | (Inital) | Alternatlve within
RFP Response
Initlal}
I ne accaplance of late performance with or without objection or reservation by & Party shall not waive any rights of
the Party nor constible a waiver of the requirement of timely performance of any obligations remaining to be
performed
B SEVERABILITY
Accopt | Reject Reject & Provide NOTESICOMMENTS:
(imitlaly | (Imitial] | Alternative within
RFP Response
{Initial)
It any term or conditian of the contract is declared by a court of competent jurisdiction to be dlegal or in conflict with
any law, the validity of the remaining terms and cenditions shall not be affected, and the righls and obligations of
the parties shall be construed and enforced as if the contract did not contain the provision held to be invalid or
illegal
J. INDEMNIFICATIO!
Accept RQJBC‘ RGJBLL [ W TTF L] e earewmmenn TS:
{Inltial) | (nltial) | Alternative within

RFP Responsa
{Inltial}

Milliman's risk management reguirements require that Miliman limit its
indemnification of clients to Milliman's gross negligence As a professional
service firm, literally every claim that arises because of our services is
going to allege negligence If Milliman agrees to indemnify for simple
negligence, Milliman essemially will be agresing to indemnify for any claim
that arises out of our services This could completely undercut the
limitation of liability Therefors, Miliman's risk management requirements
limit indemnification of clients to Milliman's gross neghigence Furhermore
more, all indemnification clauses should be limited to third party claims If
\he State has a direct claim thal arises under this Agreement, lhe State is
free to file such claim in accordance with the dispuie resolution clause

In regards to the limitation of liakility, Milliman recommends that the State
give fair consideration to proposals, such as Miliman's, that contain an
explicit lImit of llability request since most acluarial firms have either have:
a}  Anexplicitly negotiated, contractual limit of liability, or

b} An implicit, non-negotiated non-contractual limit of liabilty that s
equal ta the assets of the acluarial firm plus any ermors & omissicns (E&Q)
insurance, less legal fees

Our understanding is that Slate would prefer proposals which do not
contain & limitation of the contractor's liability for services provided
However, no consulting fimn is able to provide unlimited liability coverage
The ability of the Stale to recover damages is alresdy limited In most
cases, the State is only able to recover assels of the acluarial firm. plus
any Errors and Omissions (E&0D) insurance, less legal ses

The liabifity limits of the majority of Milliman's remaining compelitors are
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sthical standards She fidentialily be breached by a Party, the Party shall natify the olher Par
of said breach and tak rective acion
It is incumbent upon the Parties to inform their officers and employees of the penalties for improper disclosure
imposed by the Privacy Act of 1974, 5 U S C 5523 Specifically, 5 U 5 C 352a (i3{1), which is madse applicable by
SUSC 552a {m)1}, provides that any officer ar employee, who by virtue of hisfher employment or aficial posilion
has possession of or stosss to agency records which conlain individually identiffable iMformation, the disclosure of
which 15 pronibited by the Frivacy Act or regulations established thereunder, and who knowing that disclosure of Lhe
specific material is prohibited, willfully discloses the material in any manner to any person or agency naot entitled to
receive it, shall be guilty of a misderneanor and fined not more than $5.000

P QFFICE OF PUBLIC COUNSEL (Statutory}
If it provides, under the lerms of this contract and an behalf af the State of Mebraska, health and human services to
individuals; service delivery; service coordination; or case managemenl, Comtractor shall submit to the junsdiction of
the Office of Public Counsel, pursuant to Neb Rev Slat §§ 81-8,240 et seq This seclion shall survive the
termination of this contracl
Q. LONG-TERM CARE OMBUDSMAN (Statutory)
Contractor must comply wilh the Long-Term Care Ombudsman 4cl, Meb Rev Stat  §§ B1-2237 et seq  This
gection shall survive the termination of this contract
R. BUSINESS ASSOCIATE AGREEMENT [BAA)
Accept | Reject Rejact & Provide NOTESICOMMENTS:
(Initial} | {Initial} | Alternative within
RFF Response
{inltlal}
Attached to Milliman's proposal are suggested edits to the referenced BAA
In the pravision of any service under this contract, the Conlractor must comply with all applicable law, including but
not limited to federal and state: statutes, rules and regulations, and guidance documents Compliance includes, but
is not limited lo:
1. The Health Imtormation Froteclion and Portability Acl {HIPAA), as set forth in Attachment B - BaA; and
2. The Medicaid-spacific, above-and-beyond-HIFAA privacy protections found at 42 CFR Part 431, Subpart F
5. EARLY TERMINATION
Accept | Reject Reject & Provide NOTESICOMMENTS:
{Inltial} | fInltial) | Altemative within

RFP Respanse
{Initialy

The contract may be terminated as follows:

1. The State and the Contractor, by mutual written agreement, may terminate the contract at any time

2, The State, in its sole discretion, may terminate the contract far any reason upon thirty {30) calendar day's
written natice to the Contractor  Such termination ghall not religve the Contractar of warranty of other
seryice abligations incurmed under the terms of the contract 0 the event of termination the Contractar
shall be entitled to payment, determined on a pro rata basis, for products or services satisfaciorily
performed or provided

3 The State may terminate the contract immedialely for the following reasons:
a. if directed to do so by stalule;
b. Contractor has made an assignment for the benefit of creditors, has admitted in writing its inability
to pay debts as they malure, or has ceased opereting in the narmal course of business;
c. atrustee or receiver of the Comtractor or of any substartial part of the Contractor's assets has

been appeinted by a court;
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fraud, misappropriation, embezzlemem, malfeasance, misfeasance, of illegal conduct pertaining
to performances under the contract by its Comractor, its emplayees, officers, direckors, or
shareholders;

a. an involunlary proceeding has been cammenced by any Party against the Contracior under any
ane of the chapters of Title 11 of the United States Code and (i) the proceeding has been pending
for at least sixty {60) calendar days; or {ii) the Comtractor has consented, either exprassly or by
operation of law, to the entry of an order for relief; or (i) the Contractor has baen decreed or
adjudged a debtor;

f. & voluntary petition has beén filed by Lhe Contractor under any of the chapters of Title 11 af the
United States Code,

g Contractor intentionally discloges confidential information;

h. Contracter has or announces it will discontinue support of the deliverable; and,

[ Inthe event funding is no longer available

T. CONTRACT CLOSEOUT
Acecept | Reject Reject & Provide NOTESCOMMENTS:
(Initial} | (initlal) | Alternative within

RFP Responsa
{Initial]

Unfinished work product represents a drastic expansion of liabilities faced
by Milliman Incomplete or partially compleled work product may not have
been reviewed, double-checked or finalized and cannot be relied upon hy
Slate Therefors, Milliman only provides compieted wark to its clients

Milliman wants to ensure that its obligation to cooperate is limited to
reasgnable requests from the State and the State's other contractors

Upeon contract closeout for anv reasan the Cnntractor shall within 30 days, unless stated otherwise herein:

1.
2.
3.

4.
5.

6.
7.

Transfer ail complet er

Transfer ownership . et verables to the State:

Return to the State all information and dat

raclor is permitted ta keep the infarmation ar

data by contract or rule of law Gontraclor may retain one copy of any information or data as required to
comply with applicable work product documentation slandards or as are automalicaily refained in the

aclor's routing back up procedures;

e —i—ee— .- -his contract;
Return or vacats any state owned real or personal property; and,
Return all dala in a mutually acceptable format and manner

HNothing in this Section should be construed to require the Contractor to surrender intellectugl praperty, real or
personal property, or information or data owned by the Contractor for which the State has no legal cdaim
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Appendix 3 — Contractor
Duties



fil. CONTRACTOR DUTIES

A, INDEPENDENT CONTRACTOR { OBLIGATIONS
Accept | Reject | Reject & Provide ROTESICOMMENTS:
[inkial) | (initial] | Altermative within

RFP Response
Initlal

Itis agreed thal the Contractor is an independent contractar and that nothing contained herein is intended or should
ba construed as creating or establishing a relationship of employment, agency, or a pafnership

The Contractar is solely responsgible for fulfilling the comract  The Contraglor ar the Comtractor's representative
shalt be the zcle point of contact regarding all contractual matters

The Contractor shall secure, at its own expense, all persarnel required to periom the services under the contract
The personnel the Contractor uses to fulfiil the contract shall have no contractual or other legal relationship with the
State; they shall nat be considered employses of the State and shall not be enlitied to any compensation, rights or
benefits from (ne State, including but nat limited to, tenure rights, medical and hospital care, sick and vacation
|wave, severance pay, or retirement banefits

By-name personnel commitments made in the Contracior's proposal shall not he changed without the prior written
approval of the State  Replacement of these personnel, if approved by the State, shall be with personnel of equal
or greater ability and qualifications

All persgnnel assigned by the Comlracior to the contracl shall be emplayeas of the Contractor or a subcontracior,
and shall be fully qualified to perform the work required herain Personnel employed by the Conbractor or &
subcontracior ko Fulfill the terms of the cantract shall remain under the sole direclion and comtrol of the Contractor or
ihe subcontractar respectively

With respect to its empioyees, the Contractor agrees to be solely responsible for the following:

Any and ali pay, beneflls, and employment taxes andfor other payroll withhalding;

Any and all vehicles used by the Contractor's employesas, including all insurance required by state law:
Damages incumed by Contractor's employees within the scope ot their duties under the contract;
Maintaining Workers' Compensation and health insurarcs that complies with state and federal law and
submitting ary reports on such insurance to the estent required by governing law; and

Determining the hours to be worksd and the duties to be performed by the Contractor's employess

Al slaims on behalf of any person arising out of employment or alleged employment {including without limit
claims af discrimination alleged against the Contractar, its officers, agents, or subcontraclors or
subcontractor's employees)

B

@ >

If the Contraciar intends to utilize any subcantrector, the subcontractor's level of effort, lasks, and time allocation
should be clearly defined in the bidder's proppsal  The Contracter shall agree that it will not utilize any
subcoriractors nat specifically included in ils proposal in the performance of the contract withaut the prior written
authorization of the State

The State reserves the right to require the Contractor b reassign or remove from the project any Contractor or
subcantractor employee

Cantractar shall insure that the terms and conditions contained in any contract with a subcontractor dogs not
conflict with the terms and conditions of this contract

The Contraclor shall include a similar provision, for the prolection of the Stale, in the contract with any
Subcontractor engaged to perform work on this contract
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B. EMPLOYEE WORK ELIGIEILITY STATUS
Accapt | Reject Reject & Provide NOTESICOMMENTS:
(Inltial] | (Initia!) | Altemative within
RFP Responsge
tinitial)
The Contractor is required and hereby agrees o use a federal immigralion verification system to determine the
work. eligibifity status of empioyeas physically performing services wilhin \he State of Mebraska A federal
immigration verification system means the electronic verification of the work authorization program authorized by
the lllegal Immigration Reform and Immigrant Respansibility Acl of 1896, 8 U5 C 1324a, known as the E-verfy
Program, or an equivalent fedaral program designated by the United States Department of Homeland Security o
other federal agency authorized to verify the work ellgibility status of an employee
IFthe Caontracter is an indlvidual or sole proprietorship, the following applies:
1. The Contracior must complete the United State B
Department of Administrative Services website
The completed United Slates Atlestation Form shauld be submitted with the RFP response
2. If the Contractor indicates on such attestation form that he or she is a qualified alien, the Contractar agrees
to provide the US Citizenship and Immigration Services documentation required ta verify the Contractor's
lawful presence in the United States using the Systematic Alien Verification for Entitiements (SAVE)
Program
3. The Coniractor underslands and agrees that lawful presence in the Linited States is required and the
Cantractor may be disqualified or the coniract terminated if such lawful presence cannot be verified as
required by Neb Rev Stal §4-108
c COMPLIANCE WITH CIVIL RIGHTS LAWS AND EQUAL OPPORTUNITY EMPLOYMENT /
NONDISCRIMINATICON {Statutory}
The Contrector shall comply with all applicable local, state, and federal statutes and regulations regarding civil
rights laws and equal opportunity employment The Mebraska Fair Employment Praclice Act prohibits Conlrectors
of the State of Nebraska, and their Subcontractors, from discriminating against any smployee or applicant for
amployment, with respect to hire, tenure, terms, conditions, compensalion, or privileges of employment because of
race, color, religion, sex, digability, marilal status, or national origin (Neb Rev Stat §48-1101 to 4B-1125) The
Contractor guarentees complisnce wilh the Nebraska Fair Employment Practice Act, and breach of this provision
shall be regarded as a material breach of comtract  The Contracter shall insert a similar provision in all
Subcontracts for services to be covered by any contract resulting from this RFP
D. COOPERATION WITH OTHER CONTRACTORS
Accept | Reject | Reject & Provide NOTESICOMMENTS:
(Initlal} | {Inltlaly | Altarnative within

RFP Response
(Initi-"

Milliman wants lo ensure that its obligation to cooperale is limited to
reasonable requests from the State and the Gtate's ather contractors

Contractor may be required to work with or in cloge proximity *= ~*~+ ~~~t~gtors or individuals that may be working
on same ar different projects The Cantractor shalt agree b yoperale with such other contractors or
individuals, and shall not cormmit or permit any act which m., ...« ... the performance of work by any other
contractor or individual Contractor is not required fo compromise Centracter's intelleciual property or proprietary
information unless exprassly required ta do so by this contract
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G. INSURANCE REQUIREMENTS
Accept | Rejact Reject & Provide NOTES/COMMENTS:
{Initial} | {Initlal} | Alternative within

RFP Response
{Inltial}

All edits to this section were made to be consistent with the insurance
carried by Milliman

The Contractor shall throughout the lerm of the contract mainlain insurance as specified herein and provide the
Siate a current Certificate of Insurancefdcord Form (SO} werifying the coverage  The Contractor shall not
cormence work on the contract until the insurance is in place  If Contractor subcontracts any partion of the
Contract the Cantractor must, throughout the: term of the contracl, sither:

1. Provide equivalent insurance for each subcontractor and provids a CQI verifying the coverags for the
subcontractor;

2. Require each subcontractar ko have equivaient insurance and provide wrilten notice to the State that the
Contractor has verified that each subcomractor has the required coverage; or.

3. Fravide the Staie with copies of each subcontractor's Certificate of Insurance evidencing the required
coverage

The Contraclor shall not allow any Subcontractor to commence work until the Subcontractor has eguivalerd
ingurance The failure of the State to require a COL, or ihe failure of the Coniractar to provide a COl or requirg
subcontractor insurance shall not limil, relieve, ar decrease the liability of the Contractor hereunder

In the event thal any policy wrtten on a ¢laims-made basis terminates or is canceled during the term of the contract
ar within One (1)year of termination ar expiration of the contract, the contractor shall obtain an exlendad discovery
ar reporting period, or @ new insurance policy, providing coverage required by this cantract for the term of the
contract and one (1 yyear following termination or expiration of the contract

if by the terms of any insurance a mandatory deductible is required, or if the Contraclor elects to increase the
mandatory deductlble amount, the Contractor shall be responsible for payment af the amount of the deductible in
the event of a paid claim

Notwithstanding any other clauss in this Comlract, the State may recover up to the liability limits of the insurance
policies reguired herein

1. WORKERS' COMPENSATION INSURANCE

The Contractor shall taks out and maintain durng the life of this comract the statutory Warkers'
Compensation and Employer's Liability Insurance for all of the contactors' employess to be engaged in
work on the project under this contract and, in case any such work is sublet, the Contractor shall require
the Subcontracior similary lo provide Worker's Compensation and Employer's Liability Insurance for all of
the Subcontractor's employses to be engaged in such work  This policy shall be written to meet the
statutory requirementa for the state in which the work is to be performed, including Decupational Disease
The policy shall include a waiver of subrogation In favor of the State. The CO! shall contain the
mandatery COI subrogation walver language found herginafter The amounts of such insurance shall
not be less than the limits stated hereinafter  For employess working in the State of Mabraska, the policy
must be written by an emtity authorized by the State of Mebraska Department of Insurance to wiits
Workers' Compensation and Employer's Liability Insurance for Nebraska employees

2. COMMERCIAL GENERAL LIABILITY INSURANCE ANDO COMMERCIAL AUTOMOBILE LIABILITY

iINSURANCE

The Comraciar shall take out and maintain during the life of this contract such Commersial General
Lighility Insurance and Commersial Audomobile Liability Insurance as shall protect Contractor and any
Subcontractar performing wark cowvered by this contract from claims for damages for bodily injury,
including death, as well as from claims for property damags, which may arise from operations under this
contract, whether such operation be by the Contractor or by any Subcontractor or by anyone direclly ar
indirectly emplayed by aither of them, and the amaunts of such insurance shall nol be less than limits
stated hersinaftsr

The Commercial General Liability Insurance shall be written on an occurrence basis, and prowvide
PremisesfOparations, Products/Completed Operations, Independeant Contractors, Personal Injury, and
Contractual Liability coverage The policy shall include the State, and others as required by the
contract documaents, ag Addltional Insured(s). This policy shalt be primary, and any Insurance ar

Page 19
RFF Bailerplale | 12/14/2017






a, EVIDENCE OF COVERAGE
The Corlractar shall furnish the Contract Manager, with 2 certificate of insurance coverage complying with
the above requirements prior to beginning work at:

Agency

Attn: Managed Care Finance Program Specialist

Address Medicaid and Long-Temn Care / Rates & Reimbeursement
Gity, Slate, Zip 301 Certennisl Mall South, Lincoin, NE 68509

These cerificates or the cover sheel shall reference lhe RFF number, and the cedificales shall include the
name of the company, policy numbers, effective dates, dates of expiration, and amounts and types of
coverage afforded If the Slate is damaged by the failure of the Contractor to maintain such insurance,
then the Contractar shall be responsible for all reasonable costs properly attribulable thereto

Reaspnabie notice of cancellation of any require” ===~~~ policy must be ¢ """~ '~ e contract
manager as lisled above when 1ssued and a nes wall be submjtte ensure no
break in coverage

4. DEVIATIONS
The insurance requirements are subject to limited negatiation Negoliation typically includes, but is not
necessanly Imited to, the correct type of coverage, necessity for Workers' Compensation, and the type of
automobile coverage carried by the Contractar

H. ANTITRUST
Accept | Reject Reject & Provide NOTES/COMMENTS:
{Initlal) | {inlilal) | Alternative within
RFP Regponse
{Initlaf)
The Contraclor hereby assigns to the State any and all claims for overcharges as to goods andfor services provided
in connection with this contract resulting from antitrust violations which arise under anlitrust laws of the United
States and the antitrust laws of the Stale
I CONFLICT OF INTEREST
Accept | Raject Reject & Provide MNOTESICOMMENTS:
[inftlal) | [witial) | Altemnative within
RFP Response
{Imitial)
Millim=n wante tn ansira that 4 can camnly with tha ennflict nhlinatinne
J. STATE PROPERTY
Accept | Reject Ra)sct & Frovide NOTESICOMMENTS:
{Intial} | {Inittal} | Altamative within

RFP Response
{Inltial}
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The Cantractar shail be responsible for the proper care and custody of any State-owned property which is furnished
for the Contractor's use during the performance of the contracl The Cantractor shall reimburse the State for any
loss or damage af such property; normal wear and tear is expected

K. SITE RULES AND REGULATIONS

Accept | Raeject Reject & Provide ROTESICOMMENTS:
{Initial} | {Initiaf] | Alternative within
RFP Response

{Inltial}
lilliman can only agree to comply with on-site rules and regulations that it
as had the chance to review prior to entry on ta the State's premises
The Contractar sh forts to ensu
with eite ryles an_ .o, _._. cm —.. Slate premisi

[ the Contractor must perform on-site work ol
«eme st @rrangements with the Stale to ensure access 1o the tacility and the equipment nas been arranged No
additional paymem will be made by the State on the basis of lack of access, uniess the State fails to provide access
as agreed to in writing between the State and the Contractor

L. ADVERTISING
Accept | Reject Rejact & Provide NOTESICOMMENTS:
{Initial] | {Initfal} | Alternative within
RFP Response
Inltial
Miliman must contret the use of ts name by third parties Hence, edits
were made far this pravision ta be applicable to hoth parlies
regs not to refer ta the contract award in ad ==~~~ = === 7 manner as to staie or imply that the
ita services are endorsed or prefered by th 1y pudlicity releases pertaining to the
rmimme e b DB iGSUEE Without prior written approval fron
M. MEBRASHKA TECHNOLOGY ACCESS STANDARDS (Statutory)

7ot ghall review the Nebraska Technology Access Slandards, found .
d ensure that products and/ar services provided underthe contra_. . _ . ..o Loy s
., ible standards to the greatesl degree possible  In the event such standards change during the
Cantractor's performance, the Stale may create an amendmemn o the contract to request the contract comply with
the changed standard at a cost mutually acceptable to the parties

N. DISASTER RECOVERY/BACK UP PLAN

Accept | Reject Reject & Provide NOTES/ICOMMENTS:
{initlal] | {Initlal} | Alternative within
RFP Response
{Initla

Milhman's secunty policies and procedures are confidential

The Contracter shall have a disaster recovery and back-up p thich includes, bul is not limited to equipmentl,

personnel, faciities, and ransportation. in order to continue £_. .._es as specified under the specifications in the
comract in the event of a disaster

c. DRUG POLICY
Accapt | Reject | Raject & Provide | NOTES/COMMENTS:
nitial] | gnitlal) | Altamauve within
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[ RFP Response
(Initial]

Contraclor certifies it mainlains a drug free work place environment Lo ensure worker safsty and workplace integrity
Contraclor agrees to provide a copy of its drug free workplace policy at any time upon request by the State
PAYMENT

P PROHIBITION AGAINST ADWVANCE FAYMENT {Statutory)
Payments shall not be made until contractual deliverable(s) are received and accepted by the State

B. TAXES (Statutory)
The State is not required to pay taxes and assumes no such liability as a result af this solicilation  Any property tax
payabla on the Contractor's equipment which may be installed in a state-owned facility is the responsibility of the
Caontractor

C. INVDICES

Accept | Reject | Reject & Provide MNOTESICOMMENTS:

(Inmitlal} | (Inital) | Altemratlve within

RFP Response
{Inltiaf)
Miliman needs to retain the right to suspend services non-paymem of
SOrvICes

lmyoices for payments must be submitted by the Contractor o the agency requesting the servicas with sufficient
detail to support payment  Managed Care Finance Program Specialist, Medicaid and Long-Term Care/Ratas &
Reimbursement, 301 Cemntennial Mall Sowth, Lincoln, NE 88502 The terms and conditions included in the
Conlractor's invuice shall be deemned to ba solely for the canvenience of the parlies  No lerms or conditions of any
such invoice shall be binding upan the State. and no action by the State, including without limitalian the payrrent of
any such invaice in whole or in part, shall be construed as binding or estopping the State with respect to any such
termm or condition, unless the invoice term or condition has been previously agreed to by the State as an
amendmeant to the contract

0. INSPECTION AND APPROVAL

Accept | Relect Reject & Provide NOTESICOMMENTS:

[Inltial} | (lnitial) | Alternatlve within

RFP Response
{Initial}

Miliman requires prior wnken notice in the event the State elects to
conduct an audit Moreover, Milliman has numerqus cligms, each with their
own important deadlines and Milliman needs 1o be abls to insure that
audits are scheauled at @ minimally disnuptive time

Final inspeclion and approval of all work required under the contract shall be performed by the designated State
cificials

The State and/or its suthorized represantalives shall have the right to enter any premises where the Contractor ar

= rerformed, and to inspect, momitar or athengisg ey-b e dee
) nspections and evaluations shail be & -asonabl
fi manner that will not unreasonably del, _.rk.
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Appendix 4 - Payment



E.

PAYMENT

Accept | Reject Reject & Provide NOTES/COMMENTS:
{Inltlal} | (Inittal) | Alternative within
RFP Reaponse
{Initlal} _
Milliman cannot agree o a ___,__.__, _.date....__ standard of
performance  Milliman will warrant that its work will materially meet the
slandards set forth in the Agreement
State will render payment to Contracta have been
npleted on the part of the Comract Neb. Rev.
it Sectian 73-506(1)) Payment will | "Nebraska ~

Frompt Payment Act (See Meb Rev Stat §81-2401 through B1-2408) The State may require the Contractor to
accep! payment by electronic means such as ACH deposit In no event shall the State be responsible or liable to
pay for any services provided by the Contractor prior to the EMective Date of \he contract, and the Contractar
hereby waives any claim or cause of action for any such services

F. LATE PAYMENT [Statutory)
The Contractor may charge the responsible agency interest for late payment in compliance with the State of
Nebraska Prompt Payment Act [See Neb Rey Stat §81-2401 through 81-2408)
G. SUBJECT TO FUNDING / FUMDING OUT CLAUSE FOR LOSS OF APPROPRIATIONS
Accept | Reject Raeject & Provide NOTES/COMMENTS:
{Initial} | {initial) | Alternative within
RFP Response
{Initial)
Ine State's obligation lo pay amounts due on the Contract for a fscal years following the current fiscal year is
contingent upon legislative appropriation of funds  Should said funds not be appropriated, the State may terminate
the contract with respect to those payments for the fiscal ysar(s) for which such funds are not appropriated The
Slate will give the Contractor written naotice thirty (30) calendar days prior ta the effective date of termination Al
cbligations of the Stats to make payments afler the termination date will cease  The Contractor shall be entitied to
receive just and equitable compensation for any authorized work which has been satizfactorily completed as of the
lermination date  In ne event shall the Contractor be paid for a loss of anticipated profit
H. RIGHT TO AUDIT (Firet Paragraph is Statutory)
Accept | Rejact Raelect & Provide NOTES/ICOMMENTS:
{Inltlaly | (initlal} | Alternative within

RFP Responsa
{initian

Milliman has numerous clients, each with their own importtant deadlines
and Milliman needs to be able o insure that audits are scheduled al a
minimaily disruptive time Furthermore, if the State chose to conducl an
audit, the Stats should be responsible for all fees associaled with such
audit

The State shall have the right to audit the Conlractar's perfarmance of this contract upon a 30 days' witten notice
Contractor shall utilize generall ~~~~=t~4 gocountir neinrinlae and chall malntain the seenontine reprds, 8nd
other records and nformatior devant ic e contract
{Information) to enable the Stal. .. .... .ie contrac aintain, the
Information during the term of the centract and for a period of five (5) years afler the completion of this cantract or
until all issuss or litigation are resolved, whichever is later The Contractar shall make the Information availab'™ -~

coptable to both Parties during normal business hou

If this is not praclical or Ihe Contractor so elects, ...

¢ Infarmation The State reserves the right to sxamine,
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make copies of, and take noles on any Irormatio levant to thig coriract, regardiess of the form or the
Information, how it is stored, or who possesses ... .._..._tion Under no circumstance wiil the Contractor be
required to create or maintain documents not kept in the ordinary course of contractor's business operations, nor
will contractor be required to disclose any irformation, inciuding but not limited to product cost data, which is
confidential or proprietary to contractor

T alp Ihe aucht untess the au "~~~ L ed averpaymant by lhe
3 TEVIC 3ad overpaymaent exce i sy of th &l contrac
Billlngs. or  fraud. matenal mizrepresenlations, of P ad on gart of the

Contractor, the Contraclor shall reimbures the State for the telal cosla of the audit Overpayments and audit
costa owed to the Stabe shail be paid within ninety days of written notice of the clalm The Cantractor agress
o wamect any material weaknesses or condition found as a result of the gudit
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Milliman Fasovns

Robert M. Damler, FSA, MAAA

EDUCATION

» Bachelor of Science, Actuarial Science Ball State University 15987

PROFESSIONAL QUALIFICATIONS

»  Member, American Academy of Actuaries {MAAA) 1990
=  Fellow, Society cf Actuaries (FSA) 1994

PROFESSIONAL CONTRIBUTIONS

VOLUNTEERISM

Chairman, Task Force on Medicaid Rate Setting and Certification, American Academy of
Actuaries, Actuarial Standards Board, Actuarial Standard of Practice #49, "Medicaid Managed
Care Capitation Rate Development and Certification” (2013 — 2015)

American Academy of Actuaries, Actuarial Standards Board (2018 — Present)

American Academy of Actuaries, Actuarial Standards Board, Health Committee, member (2015
-2017)

American Academy of Actuaries, Medicaid Workgroup (2001 — Present)

MACPAC Capitation Rate Setting Roundtable, Medicaid and CHIP Payment and Access
Commission, panelist {(March 2014)

Risk Adjustment for High Risk Children Populations, Child and Health Policy Roundtable,
panelist (September 2011)

Society of Actuaries, Education and Examination Committee, Group Health Examinations
(1998 — 2002)

Society of Actuaries, President’s Planning Committee (1896 — 1997)

Ball State University, School of Science and Humanities, Dean's Executive Advisory Council
(2010 - Present)

Ball State University, Actuarial Advisory Council (1996 — 20086)

RESEARCH AND PUBLICATIONS

Medicaid Work Requirements: Overview of Policy and Fiscal Consideraticns, Society of
Actuaries, In the Public Interest, Issue 16, co-author (January 2018)

Calendar Year 2016 Medicare Part B premium increase: Impact on state Medicaid programs,
Milliman white paper, co-author {October 2015)

Medicaid Expansion: A Comparison of Two States Under Section 1115 Demonstration
Waivers, Society of Actuaries, In the Public Interest, co-author (July 2015}

Medicaid and the ACA, an overview of 1915(i) State Plan Option, American Academy of
Actuaries, Contingencies, co-author (May / June 2015)

Medicaid Expansion under the Affordable Care Act, SoA Health Watch (July 2013}
Considerations for Medicaid expansicn through health insurance exchange coverage, Milllman
Healthcare Reform Briefing Paper, co-author (April 2013)

PPACA Risk Adjustment Implementation Issues, Milliman Health Care Reform |ssue Brief:
Indiana Exchange Policy Committee, co-author (February 2012)

Experience under the Healthy Indiana Plan: The short-term cost challenges of expanding
coverage to the uninsured, Milliman Health Reform Briefing Paper {August 2009)

Risk Adjustment in State Medicaid Programs, co-author, SoA Health Watch (January 2008)
Risk Adjustment in the Florida Medicaid Reform Program, Research Paper, Florida Association
of Health Plans (November 2006)

Risk Adjustment Systems, Research Paper, New York Coalition of Prepaid Health Services
Plans (September 2006)

Actuarial Certification of Rates for Medicaid Managed Care Programs, Health Practice Council,
Practice Note, American Academy of Actuaries, co-author (August 2005)

Medicare Modernization Act: Financial Issues for State Medicaid Programs, Federal
Assumption of Medicaid Prescription Drug Costs for Dual Eligible Individuals, American
Academy of Actuaries, 1ssue Brief, principal author (June 2004)



Milliman Honiege

INDUSTRY PRESENTATIONS

Risk Adjusters in Medicaid, Society of Actuaries, Session 88, Annual Meeting (October 2015)
Medicaid Expansion: What did we get Right?, Society of Actuaries, Session 147, Annual
Meeting (October 2015)

» Actuarial Standard of Practice #49, Medicaid Managed Care Capitation Rate Development and
Certification, Society of Actuaries, Session 52, Spring Health Meeting (June 2015)

»  \What is Up with Medicaid Expansion, Society of Actuaries, Session 83, Spring Health Meeting
{June 2014)

*» ACA and the Changing Face of Medicaid, Society of Actuaries, Foundations of Affordable Care
Act, Part 3, Spring Health Meeting (June 2013)

» Actuarial Perspectives on Medicaid Managed Care, Medicaid Actuarial Standard of Practice,
Society of Actuaries, Session 52, Spring Health Meeting (June 2013)

* |[ssues in Setting Medicaid Capitation Raters for Integratled Care Plans, MACPAC Report to
Congress, external peer reviewer, (March 2013}

RELEVANT WORK EXPERIENCE

Mr. Damler has developed an expertise in the analysis of the risks associated with the financing and delivery
of health care services in the Medicaid program. He has provided health care consulting for more than 29
years, including more than 20 years with state Medicaid programs. He has provided consulting services on
a wide array of topics, including: managed care capitation rates, population and budget forecasts,
1915(b)/1915(c)/1115 waiver budget neutrality and cost effectiveness calculations, policy guidance, fiscal
analysis of proposed leqgislative changes, and expert testimony to legislative committees regarding
Medicaid budgets and proposed legislation.

Mr. Damler provides leadership regarding Medicaid consulting issues both within Milliman and within the
Medicaid industry. Examples include the following.

»  Established the Medicaid consulting practice in the Indianapolis office in 1994

» integrated Medicaid consulting services with other Milliman offices to assist in the development
of best practices across Milliman offices

» Participated in professional meetings directly related to Medicaid policy, program, and financing

» |dentified, hired, trained, and mentored actuarial students, associate actuaries, and consulting
actuaries to allow for the expansion of the Medicaid consulting practice in the Indianapolis office
which now has more than 40 individuals, including: 12 FSAs, 4 ASAs, and more than 20 data
analysts and other support staff

* Provide mentoring advice and peer review to consultants in other Mifliman offices, which has
led to more than 100 actuaries and other consultants providing Medicaid consulting services
to more than 25 state Medicaid agencies in the past 5 years

* Provide consulting services through direct contracts, peer review, or ad hoc projects to the
following state Medicaid agencies during professional career: Alabama, Florida, Idaho, Ninois,
indiana, lowa, Maryland, Michigan, Minnesota, Mississippi, Nebraska, Nevada, Ohio, Puerto
Rico, South Carolina, and Washington, as well as led presentations regarding various actuarial
issues to CMS and multiple professional meetings and organizations

=  Volunteered as the chairman of the American Academy of Actuaries, Actuarial Standards
Board, workgroup to draft, edit and provide expert leadership to the establishment of an
Actuarial Standard of Practice for Actuarial Sound Capitation Rate Development

= Established a peer relationship with actuaries and other executives within CMS to facilitate
open discussion regarding financing and managed care issues

» Established a leadership role in the industry discussion related to Medicaid issues under the
ACA

Mr. Damler is a key component of our proposal to perform executive leadership, consulting, peer review,
and subject matter expertise. With respect to the actuarial services requested by the Nebraska Human
Services Department, the following list provides a background of Mr. Damler's actuarial consulting
experience with state Medicaid programs. Mr. Damler’'s experience with every scope of work outlined in the
Department’'s RFP far exceeds the five-year minimum requirement. This list provides services that are
applicable to the scope of services in this RFP and can contribute to some of Nebraska's other strategic
initiatives:



Capitation Rate-Setting and Risk Adjustment
» Actuarial Standard of Practice: Chairman of the American Academy of Actuaries, Actuarial

Standard of Practice Commitiee tasked to develop an actuarial standard of practice related to

Medicaid managed care capitation rates, ASOP #48

Actuarial Certification of Capitation Rates: Development and certification of actuarially

sound capitation rates in the following states: Indiana, lllinois, Michigan, lowa, Ohio, and South

Carolina. Mr. Damier has performed certification of capitation rates for more than 20 years

» Risk Adjustment: Development and implementation of risk adjuster payment methodologies
for risk-pased Medicaid managed care programs based on demographic and diagnostic,
disease burden characteristics. Risk adjustment has been performed for the following state
Medicaid programs: Indiana, lllinois, Michigan, lowa, Ghio and South Carolina

» Expansion Population Analytics: Consulting services with regard to the design, actuarial
cost estimates, and implementation of the creation of managed care programs for uninsured
populations in multipte states

» PACE Capitation Rate Development: Provided development and rate certification of PACE
capitation rates for the State of Arkansas, State of Indiana, and State of lowa

Y

Risk Corridors and Medical Loss Ratio Support
» State of Michigan, Department of Health and Human Services: Assist in the design and
implementation of risk corridor for ACA adult expansion program and subsequent calculation
of the payments based on resulting experience
» State of lllinois, Department of Healthcare and Family Services: Review medical loss
calculations performed by contracted managed care organizations for voluntary managed care
population for potential rebates to state and federal government

Program Review and Audit
» State of South Carolina, Department of Health & Human Services: Assistance with
quarterly encounter data quality reporting
» State of Indiana, Family and Social Services Administration: Review of pay-for-
performance calculation pursuant to contracts

CMS Waiver Assistance Budget and Forecasting
» State of Michigan, Department of Health and Human Services: Medicaid expansion design
and implementation

» State of Indiana, Family and Social Services Administration: Prepare and assist in
discussions with CMS for 1115 waiver filing for a pre-ACA Medicaid expansion program and
post-ACA Medicaid aliernative benefit plan

» State of Alaska, Department of Health and Social Services: Preparation and review of an
1115 waiver for behavioral health waiver, including an 1115 waiver for coverage of Institution
for Mental Disease (IMD) for adult populations for substance abuse services

PERSONAL REFERENCES

Mr. Paul Bewling

Mr. Steve Fitton

Mr. Dan Jenkins

Chief Financial Officer

Medicaid Director (former)

Bureau Chief, Rate
Development and Analysis

Indiana, Family and Social
Services Administration

State of Michigan

Itinois, Department of
Healthcare and Family Services

402 W. Washington Strest

520 Elmshaven Drive

201 South Grand Avenue East
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Marlene T. Howard, FSA, MAAA

EDUCATION
= Bachelor of Mathematics, Honors Actuarial Science University of Waterloo 2004

PROFESSIONAL QUALIFICATIONS

» Member, American Academy of Actuaries (MAAA) 2008
=  Fellow, Society of Actuaries (FSA) 2012

PROFESSIONAL CONTRIBUTIONS
VOLUNTEERISM

= Society of Actuaries Education & Examinaticns Committee (2012 — Present)
=  Society of Actuaries Sections - Health, Sacial Insurance/Public Finance
= American Academy of Actuaries Medicaid Workgroup

RESEARCH AND PUBLICATIONS

»  Qverview of guidance related to actuaral soundness in final Medicaid managed care
regulations, Milliman White Paper (September 2016)

=  Co-Author, “Medicaid and the ACA”, May/lune 2015 issue of Contingencies, (bimonthiy
magazine published by the American Academy of Actuaries}

INDUSTRY PRESENTATIONS

»  Society of Actuaries Health Meeting, Miami, FL. Medicaid Risk Adjustment: Role of Encounter
Data and Understanding Model-Specific Nuances {June 2017)

=  New York Health Plan Asscciation Annual Conference (pre-meeting), Albany, NY. Current
Medicaid Topics (November 2016)

s+ Miliman-hosted industry webinar, Actuarial Soundness in Final Medicaid Managed Care
Regqulations (November 20186)

= Healthcare Education Associates’ LTSS and Dual Eligible Beneficiaries Summit, Los Angeles,
CA. LTSS Rebalancing, Rate Setting and Blended Rates (August 2016)

= Society of Actuaries Health Meeting, Philadelphia, PA. Medicaid Managed Care: A Case Study
in Making the Big Switch {Moderator for panel discussion) (June 2016)

= Society of Actuaries Health Meeting, Philadelphia, PA. Managed Care Programs for Duals:
How do claims work? (June 2016)

= Society of Actuaries Health Meeting, Atlanta, GA. Care Management in Medicaid {June 2015)

RELEVANT WORK EXPERIENCE

Marlene Howard is a principal and consulting actuary with Milliman’s Indianapolis office. She joined the firm
in 2008, and has over 9 years of experience providing actuarial consulting services to state Medicaid
agencies and health plans. Prior to joining Milliman, she gained four years of experience in the employee
benefits segment of the healthcare consulting industry, where she assisted large employers with self-
insured and fully-insured benefit design and strategy, and was also heavily involved in preparing statutory
financial statements.

Ms. Howard is a key contributor to strategic analysis for state Medicaid agencies. She currently provides
oversight of all actuarial analyses that are provided for the State of South Carolina’'s Medicaid program.
She has extensive experience with budget forecasting and associated fiscal impact analyses, provider
reimbursement analysis, risk scoring for managed care capitation rate-setting projects, capitation rate
development and review of capitation rate methodologies for various Medicaid populations. Her experience
provides Ms. Howard with the background and experience to quickly adapt to new projects and to effectively
serve state Medicaid departments as needed.

The following list provides a background of Ms. Howard's actuarial consulting experience with state
Medicaid programs. This list provides services that are applicable to the scope of services in this RFP and
can contribute to some of the Department’s other strategic initiatives:
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Capitation Rate-Setting and Risk Adjustment

State of South Carolina, Department of Health & Human Services: Development of capitaticn
rates, acuity factors, and risk adjustment for TANF and disabled populations {2010 — Present)
State of South Carolina, Department of Health & Human Services: Demographic analysis and
development of capitation rates for community and long-term care dual eligible population (2013 -
Present)

State of South Carolina, Department of Health & Human Services: Development of AWOP and
capitation rates for Program of All-Inclusive Care (PACE) (2014 — Present)

State of Ohio, Department of Medicaid: Development and certification of the Medicaid capitation
rates and risk adjustment for the MyCare managed care program for dual eligible population (2017
- Present)

State of Hllinois, Department of Medicaid: Development of the Medicaid capitation rates for the
Medicare-Medicaid Alignment Initiative program for dual eligible population (2017)

State of South Carolina, Department of Health and Human Services: Development of non-
emergency medical transporiation rate setting and program development {2017 — Present)

= Risk Corridors and Medical Loss Ratio Support

»

»

>

State of South Carolina, Department of Health and Human Services: Oversight and review of
medical loss ratio calculation and financial template design (2017 — Present)

State of South Carolina, Department of Health and Human Services: Oversight and review of
MCO risk pool for federally qualified health center expenditures (2017 - Present)

State of South Carolina, Department of Health and Human Services: Oversight and review of
shared savings analyses for Medical Home Network programs in the state (2012 —- 2015)

*  Program Review and Audit

#

>

ol

>

State of South Carolina, Department of Health & Human Services: Oversight of provider
reimbursement analysis (2017 — Present)

State of South Carolina, Department of Health & Human Services: Assistance with & oversight
of monthly data validation processes (2009 - Present)

State of South Carolina, Department of Health & Human Services: Assistance with & oversight
of quarterly encounter data quality reporting {2012 — Present)

State of South Carolina, Department of Health & Human Services: Annual preparation of
analysis comparing Medicaid provider reimbursement to Medicare and state employee health plan
provider reimbursement (2012 — 2014)

= CMS Waiver Assistance Budget and Forecasting

>

¥

State of South Carolina, Department of Health & Human Services: Assistance with completion
of Appendix J for 1915{c) waiver renewal (2016)

State of South Carolina, Department of Heaith & Human Services: Preparation and
management of semi-annual forecasting analyses for Medicaild Assistance budget (2009 —
Present)

State of South Carolina, Department of Health & Human Services: Preparation of fiscal impact
analyses on capitation rates and fee-for-service expenditures related to various policy decisions
on an ad hoc basis (2009 — Prasent)

State of Indiana, Family and Social Services Administration: Preparation and review of
quarterly budget tracking reports as required for Healthy Indiana Plan 1115 waiver demonstration
(2008 — 2012)

» Additional Financial Analysis

>

b

State of South Carolina, Department of Heafth & Human Services: Preparation and
management of Medicaid expansion fiscal impact analyses (2011 — 2016)

State of South Carolina, Department of Health & Human Services: Preparation of fiscal impact
analysis related to modified extension of enhanced primary care physician reimbursement for
evaluation & management services beyond calendar year (2014)

State of Alaska Department of Health and Social Services: Provided technical review of and
guidance on analysis of various cost management strategies for the state’'s ACA expansion
population (2016)
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PERSONAL REFERENCES

Ms. Erin Boyce, CPA
Deputy Director for Finance and CFO
Scouth Carolina Department of Health and Human Services
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Mr. Bryan Amick

Deputy Director for Health Programs

South Caralina Department of Health and Human Services
1801 Main Street

Calumbia SC — 28201

Ms. Adriana Day

Chief Financial Officer

Miami Children's Health Plan
5301 Blue Lagoon Dr., Suite 900
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Christopher T. Pettit, FSA, MAAA

EDUCATION

= Bachelor of Business Administration University of Notre Dame 2002

PROFESSIONAL QUALIFICATIONS

=  Member, American Academy of Actuaries (MAAA) 2005
= Fellow, Society of Actuaries (FSA) 2008

PROFESSIONAL CONTRIBUTIONS
VOLUNTEERISM

» Society of Actuaries Sections - Health, Social Insurance/Public Finance, Entrepreneurial
Actuaries American Academy of Actuaries Medicaid Workgroup

RESEARCH AND PUBLICATIONS

»  Medicaid risk-based managed care: Analysis of financial results for 2016 (June 2017)

= Medicaid risk-based managed care: Analysis of administrative costs for 2016 (June 2017)

»  Qverview of guidance related fo actuanal soundness in final Medicaid managed care
regufations, Milliman White Paper {September 2016)

«  Medicaid expansion: A comparison of two slates under Section 1115 demonsiration waivers
(May 2015)

INDUSTRY PRESENTATIONS

= Society of Actuaries Webcast — Managing Costs While Improving Care for Children with
Medical Complexities (May 2014)
»  World Congress Leadership Summit on Medicaid Managed Care (February 2015)

RELEVANT WORK EXPERIENCE

Mr, Pettit is a principal and consulting actuary with Milliman’s Indianapolis office. He joined the firm in 2004,
and has over 10 years of experience providing actuarial support and consulting to state Medicaid agencies
and health plans.

In consulting to state Medicaid agencies, Mr. Pettit works with many of the office's state clients on all
aspects of their managed care and fee-for-service programs. He has been heavily involved in capitation
rate-setting for muitiple managed care populations and benefit programs. He performs other analyses
including risk scoring for managed care capitation rate-setting projects, CMS waiver filing applications,
program review and audits of the participating health ptans and review of capitation rate methodologies for
various Medicaid populations. His work amongst the many components of state Medicaid programs assists
his clients in maintaining consistency across the entire beneficiary enrollment.

With respect to the actuarial services requested by the State of Nebraska Health and Human Services
Department, the following list provides a background of Mr. Pettit's actuarial consuiting experience with
state Medicaid programs. This list provides services that are applicable to the scope of services in this RFP
and can centribute to some of Nebraska's other strategic initiatives:

= (Capitation Rate-Setting and Risk Adjustment

» State of Michigan, Department of Health and Human Services: Development of Medicaid
capitation rates for dual demonstration program (2013 — Present)

» State of Michigan, Department of Health and Human Services: Development of Medicaid
expansion capitation rates for newly eligible population (2013 — Present)

¥ State of Michigan, Department of Health and Human Services: Development of TANF and
Disabled capitation rates for traditional Medicaid population (2007 — Present)

» State of Michigan, Department of Health and Human Services: Development of capitation
rates for medically complex children (2011 — Present)
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State of Michigan, Department of Health and Human Services: Development of capitation
rates for behavioral health program covering mental health, substance abuse and intellectually
and developmentally disabled individuals {2015 — Present)

State of Michigan, Department of Health and Human Services: Development of capitation
rates for managed care dental program for children (2008 — Present)

State of Michigan, Department of Health and Human Services: Review and development
of capitation rates for Program of All-inclusive Care for the Elderly (PACE) (2011 — Present)
State of Michigan, Department of Health and Human Services: Preparation and
management of semi-annual risk adjustment analysis for managed care plans {2008 — Present)

» Risk Corridors and Medical Loss Ratio Support

»

State of Michigan, Department of Health and Human Services: Assist in the design and
implementation of risk corridor for ACA adult expansion program and subsequent calcuiation
of the payments based on resulting experience (2014 — Present)

State of lllinois, Department of Healthcare and Family Services: Review medical loss
calculations performed by contracted managed care organizations for voluntary managed care
population for potential rebates to state and federal government {2011 - Present)

State of South Carolina, Department of Health and Human Services: Prepare and calculate
shared savings analyses for Medical Home Network programs in the state (2012 — Present)
State of llinois, Healthcare and Family Services: Review of health plan medical loss ratio
calculations (2008 — Present)

*  Program Review and Audit

>

>

>

>

State of Michigan, Department of Health and Human Services: Assistance with quarterly
encounter data quality reporting (2009 — Present)

State of South Carolina, Department of Health & Human Services: Assistance with
quarterly encounter data quality reporting {2013 — Present)

State of Indiana, Family and Social Services Administration: Review of pay-for-
performance calculation pursuant to contracts (2010 — Present)

State of Michigan, Department of Health and Human Services: Oversight of data validation
processes (2008 — Present)

s CMS Waiver Assistance Budget and Forecasting

¥

>

A

State of Michigan, Department of Health and Human Services: Medicaid expansion design
and implementation (2012 — Present)

State of Michigan, Department of Health and Human Services: Preparation and
management of annual budget forecasting analyses for Medicaid Assistance budget {2008 -
Present)

State of South Carolina, Department of Health & Human Services: Assistance in
preparation and management of quarterly budget forecasting analyses (2012 — 2014)

State of Michigan, Department of Health and Human Services: Preparation and
management of 1915(b}, 1915(c) and Section 1115 waiver filings for managed care programs
(2008 — Present)

State of Ohio, Department of Medicaid: Preparation and management of 1915(b) and
1915(c) waiver filings for various managed care programs (2015 — Present)

State of Indiana, Family and Social Services Administration: Preparation and review of
waiver monitoring and development for 1915(b) waiver demonstration (2009 — 2012)

= Additional Financial Analysis

g

State of Michigan, Department of Health and Human Services: Assess the financial impact
of program and policy changes prior to implementation with subsequent evaluation and
monitoring of those changes in the managed care programs (2008 — Present)

Indiana Comprehensive Health Insurance Association: Developed rates and performed
financial analysis of the state operated high-risk pool (2007 — 2014)

State of South Carolina, Department of Health & Human Services: Assessment of various
state initiatives and evaluating outcomes {2012 — 2015)
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» State of Ohio, Department of Medicaid. Preparation and presentation of quarterly dashboard
reports for financial performance of managed care plans participating in each program (2015 —
Present)

» State of Indiana, Family and Social Services Administration: Preparation and review of
waiver monitoring and development for 1915(b) waiver demonstration (2009 — 2012)

» State of Michigan, Department of Health and Human Services: Fiscal impact analyses on
ad hoc basis (2007 — Present)

» State of Oklahoma, Department of Health: Provided financial analysis to accompany state
innovation madel application Medicaid, Medicare, and cammercial population {2015 — 2018}

Personal References

Mr. Brian Keisling

Director, Bureau of Medicaid Operations and Actuarial Services
State of Michigan, Department of Health and Human Services
400 5. Pine Street

Lansing, Ml 48933

{517) 284-1183

Mr. Al Dickerson

Deputy Director of Rate Setting

State of Ohio, Department of Medicaid
50 W Town Street #400

Columbus, OH 43215

(614} 752-3050

Ms. Elizabeth Leanin

SVP, Underwriting and Business Analytics
DentaQuest, Inc.

465 Medford Street

Charlestown, MA 02129

{617) 886-1264
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Jill S. Herbold, FSA, MAAA

EDUCATION

= Bachelor of Science, Actuarial Science University of lllinois, Urbana-Champaign 1993

PROFESSIONAL QUALIFICATIONS

=  Member, American Academy of Actuaries (MAAA) 1997
» Fellow, Society of Actuaries (FSA) 1996

PROFESSIONAL CONTRIBUTIONS

RESEARCH AND PUBLICATICNS

Differences between Medicare ACG Tracks that may impact ACQO financial results, Milliman
White Paper commissioned by the National Association of ACOs (October 2017)

What predictive analytics can tell us about key drivers of MSSP resulfs, Milliman Research
Report {September 2017)

2015 Commercial health insurance: Gverview of financial results, Milliman Research Report
{(March 2017)

Performance of skifted nursing facilities for the Medicare population, Milliman Research Report
(December 2016)

2014 Commercial health insurance: Overview of financial resuits, Milliman Research Report
{March 2016)

Evaluating healthcare provider performance, Milliman White Paper (Cctober 2015)
Challenges with measuring savings in shared savings amangements, Milliman White Paper
(March 2015}

Adminisfrative expenses: 2010 Commercial health insurance, Miliman Research Report
(February 2012)

Medical loss ratios and illustrative rebafes: 2010 Commercial health insurance, Milliman
Research Report (February 2012)

Insured Financing for Health Pians, Self-Financing of Health and Welfare Flans, Health Care
Cost Management, Consumer-Directed Heaith Plans and Savings Accounts, Trustee
Handbook (2011)

INDUSTRY PRESENTATIONS

Understanding Benchmarks, Boot Camp of the National Association of ACOs (February 2018)
Financial Modeling for ACO Tracks and Value-Based Coniracts, Fall Conference of the
National Association of ACOs (2017)

Innovative Uses of Risk Adjustment, Society of Actuaries Health Meeting (June 2017)
Measuring and Benchmarking SNF Performance Metncs for ACOs and MA Plans, Webinar
(March 2017)

Actuarial Perspeclives on Accounfable Care Crganizations, Society of Actuaries Webinar
(January 2013)

Operational & Financial Issues: Lessons Learned from a Pioneer ACO, ACQO Congress
(October 2012}

2011 Commercial Health Insurance Financial Results — Markel Trends and PPACA Impact,
Tri-State Actuarial Club Annual Conference {September 2012)

Projections of Financial Expenditures for Pioneer ACOs, CMM| Pioneer ACO Data Analysis
Webinar (August 2012)

Empioyer Considerations for 2012, Indiana Employers Quality Health Alliance (January 2012)
Reserve Research Project, Tri-State Actuarial Club Annual Conference (September 2011}
Guidance for the New Appcinted Actuary, Society of Actuaries Valuation Actuary Symposium
(September 2011)
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RELEVANT WORK EXPERIENCE

Ms. Herbold is a consulting actuary with Milliman’s Indianapolis office. Since joining the firm in 2009, she
has provided actuarial consulting services to commercial and Medicaid health plans, self-funded groups,
Medicaid state agencies, and provider organizations. Pricr to joining Milliman, Ms. Herbold worked for
CIGNA for 16 years, where she gained experience with commercial pricing, financial projections,
acquisitions, and provider reimbursement analysis and strategy.

Ms. Herbold leverages her broad range of health care financiai experience to be a strategic business
partner with clients. Her experience includes developing premium rates, benefit plan design, provider
contract evaluations, reserving, financial reporting, traditional and innovative uses of risk scores, and multi-
year financial projections. Since 2011, she has been involved with a variety of opportunities supporting
provider payment reform and alternative payment models, such as reimbursement benchmarking, provider
performance analysis, assessing health care expenditure savings opportunities, financial projections and
evaluations, and program design. Ms. Herbold has leveraged her diverse experience base in support of
state Medicaic agencies over the last two years.

With respect to the actuarial services requested by the Nebraska Human Services Department, the
following list provides a background of Ms. Herbold's actuarial consulting experience with state Medicaid
programs. This list provides services that are applicable to the scope of services in this RFP and can
contribute to some of Nebraska's cther strategic initiatives:

= Capitation Rate-Setting and Risk Adjustment
> State of lllinois, Department of Healthcare and Family Services: Development of Medicaid
capitation rates for disabled adults, TANF, newly eligible, MLTSS, and dual demonstraticn
populations (2017 — Present)
» Commercial Market: Development of fully insured premium rates for the individual, small
group, and large group markets for multiple health plans (2007 — Present)

« Risk Corridors and Medical Loss Ratio Support
» State of lllinois, Department of Healthcare and Family Services: Review medical lcss
calculations performed by contracted managed care organizations for voluntary managed care
population for potential rebates to state and federal government (2017 — Present}
» Commercial Market: Development of risk corridor and medical loss ratio rebate estimates for
the individuai, small group, and large group markets for multiple health plans {2014 — Present)

» Program Review and Audit
» Accountable Care Organizations: Review of shared risk calculations pursuant to contracts
(2011 — Present)

= Additional Financial Analysis

» State of lllinois, Department of Healthcare and Family Services: Assess the financial
impact of program and policy changes prior to implementation in the managed care programs
(2017 — Present)
Accountable Care Organizations: Assess methodologies and opportunities to produce
savings under shared savings/loss contracts (2011 — Present)
State of Ohio, Department of Medicaid. Financial feasibility study for gain share agreement
with primary care practices (2016 — 2017)

‘7
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Personal References

Mr. Dan Jenkins

Bureau Chief of Rate Development and Analysis

State of lllinois, Department of Healthcare and Family Services
201 South Grand Avenue East

Springfield, IL 62704

(217) 785-0710

Mr. Rick Kramer

Chief Financial Officer

Southeastern Indiana Health Organization
417 Washington Street

P.O. Box 1787

Columbus, IN 47202

{812) 378-7045

Ms. Melissa Steever

Director of Finance, Healthplans Division
Indiana University Health

950 North Meridian Street

Indianapolis, IN 46204

(317) 962-4357
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Jeremy Cunningham, FSA, MAAA

EDUCATION

» Bachelor of Science, Actuarial Science and Statistics, Purdue University 2011
Summa cum laude and honors; minor in management

PROFESSIONAL QUALIFICATIONS

= Member, American Academy of Actuaries (MAAA) 2013
*  Fellow, Society of Actuaries (FSA) 2014

PROFESSIONAL CONTRIBUTIONS

RESEARCH AND PUBLICATIONS

Encounter data standards: impiications for state Medicaid agencies and managed care entities
from final Medicaid managed care rule, Milliman White Paper {(May 2018)
Expansion of ASD treatment to a Medicaid EPSDT benefit, Miliman White Paper (May 2015)

INDUSTRY PRESENTATIONS

Encounter Data: Managed Care Rule and the Encounter Quality Dashboard (EQD)
Medicaid Enterprise Systems Conference (20186)
Encounter data standards: implications for state Medicaid agencies and managed care
entities from final Medicaid managed care nufe Medicaid Innovations Conference (2017)
Data Analylics Required to Be Successiul in Managed Care

State Healthcare IT Connect Surmmit (2017)

RELEVANT WORK EXPERIENCE

Mr. Cunningham is an actuary with Milliman's Indianapolis Health Practice. He joined the firm in 2011 and
has over 7 years of experience providing actuarial support to state Medicaid agencies including capitation
rate-settings, risk adjustment, financial impacts of policy and program changes, and other Medicaid
functions. He has gained a great deal of technical expertise including raw data processing and
manipulation, cleaning, and quality review. He also has led the development of a DRIVE, which is a web-
based application that allows users to visualize and quickly manipulate their historical experience data
relative to benchmark data, including evaluating the quality of the underlying encounter data supporting the
capitation rate development. Lastly, he has experience using GitHub, which is a version control software
that enhances Milliman's comprehensive peer review process.

= Managed Care Services

>

State of Michigan, Department of Health and Human Services: Development of capitation
rates for specialty services managed care program, including evaluation of encounter and
financial cost data, monitoring of eligibility changes, evaluation of risk adjustment variables
(2011 — Present)

State of Michigan, Department of Health and Human Services: Development of capitation
rates for medical services managed care program, including TANF, Disabled, and ACA Adult
populations, including risk adjustment calculations, encounter data validation, and analysis of
policy changes {2017 — Present)

State of Ohio, Department of Medicaid: Development of capitation rates for acute care
managed care program, including TANF, Disabled, and ACA Adult populations, including risk
adjustment calculations, encounter data validation, and analysis of policy changes (2015)
State of lllinois, Department of Healthcare and Family Services: Development of capitation
rates for acute care and long-term supports and services (LTSS) for TANF, Disabled, and ACA
Adult populations, including risk adjustment, encounter data validation, and analysis of policy
changes (2016)

State of Indiana, Family and Social Services Administration (FSSA): Development of
NEMT capitation rates for populations not already covered in managed care, including
encounter data wvalidation, evaluating of program changes, managed care efficiency
adjustments, and development of non-benefit expense assumptions (2016)
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With its publication of the final Medicaid managed care rule
(final rule} in the Federal Register on May 6, 2016, the Centers

tor Medicare and Medicaid Services (CMS) has underscored

the importance of actuarial soundness in the capitation ratc
development process. Even in the introductory preamble to the
rule, it is noted that the final rule “strengthens actuarial soundness
payment provisions to promote the accountability of Medicaid
managed care program rates.” CMS has devoted significant
sections of the rule to the process for developing capitation

rates as well as considerations for developing the individual
components that comprise the capitation rate. Many of the new
requirements aim to hold the Medicaid rate certification process
to a level of standards and detail that is similar to what is required
in commercial rate filings and Medicare Advantage bids.

In §438.4(a) of the final rule, actuarially sound rates are defined as
rates that “are projected to provide for all reasonable, appropriate,
and attainable costs that are required under the terms of the
contract and for the operation of the MCO, PIHP, or PAHP for

the time period and the population covered under the terms

of the contract.” This definition is largely consistent with the
prior iteration of the managed care regulations published June

14, 20027 However, the final rule takes a much deeper dive into
the capitation rate development and certification process, Some
of the primary outcomes of the regulation are increases in
transparency and accountability in the capitation rates, and the
codification of many aspeets of the process that have historically
been accepted as standard practice. Additionally, several new
requircments may complicate or lengthen the rate development
and certification process for both the states and the health plans
willing to participate in a Medicaid managed care program. 1his
paper provides a summary of the final rule’s significant iinpacts on
the development of actuarially scund capitation rates and required
supporting documentation; it also discusses action itecms for states
and their actuaries, along with some gray areas where the new
rule may present challenges in the certification of the rates.

Historically, states and their actuaries have developed Medicaid
managed care capitation rates using generally accepted actuarial
principles and industry guidelines outlined in resources such

as Actuarial Standard of Practice (ASOI") 49, and subregulatory
guidance such as the Medicaid Managed Care Rate Development
Czuide. Through the final rule, CMS5 has defined standards for
certain aspects of capitation rate development, where flexibility
had previously existed. The following section presents a
summary of these key items.

REMOVAL OF RATE RANGES

A rate range typically represents a range of capitation rates that
are certified by the actuary and allow for variations within the
underlying components of the rate development. While rate
ranges have been employed for a variety of reasons, the most
COmmon uses were to provide strategic flexibility to the state

in varying rates for managed care organizations (MCOs) or to
allow for minor adjustments to paid rates without the need to
recertily the capitation rates. 'I'he ability to use rate ranges in the
managed carg capitation rate development provides a fair amount
of latitude to states in procurement and annual bid scenarios, and
cnables the state to implement minor policy and program changes
within the certified rate range.

Under the terms set forth in the final rule, states will no
longer be allowed to utilize certified rate ranges, and instead
cach paid rate must be certified as actuarially souud, with
sufficient detail documented in the rate certification to
understand the specific data, assumptions, and methodologies
behind the rate development.

To support the removal of rate ranges, CMS has indicated that
the potential for significant and unknown variation in the rate
ranges posed a challenge in assessing the actuarial soundness

of the capitation rates. There were instances where rate
certifications included a range of 69 to 109 from the low end

to the high end (3% to §% on both sides of the paid rate). CMS
does not believe that rates at cither end of such ranges counld
both reasonably be considered as actuarially sound; however,
they defined a permissible range that would continue to provide
flexibility to states, but within specific parameters. The final rule



permits a 1.5% movement in cither direction from the actuarially
certilied rate, without notification to CMS, inherently creating
an overall 3% rate range. In the Q&A section of the regulation,
the selection of a 1.5 range was supported by a CMS statement
that this percentage is generally not more than the risk margin
that is included in a typical rate-setting process.} Note that this
variance {s permitted at the capitation rate cell level and should
not be evaluated in composite (paid rates within individual rate
cclls may not vary by more than 159 from the rate certification).

Historically, managed care plans have not been subject to a
national medical loss ratio (MLR) standard for their Medicaid
ling of bnsiness. Unlike commercial and Medicare plans, where

a minimum MLR has been a federal requirement for several
years, Medicaid MCQOs were only required to adhere to loss ratio
standards if they were imposed at the state level, subject to each
state’s discretion. The final rule has instituted a requirement that
certified rates must target an MLR of at least 8596. "This MLR
standard can be used to measure the cost-eflectiveness of the
managed care delivery system, but also to provide an appropriate
level of quality care to enrollees, Because CMS recognizes that
Moedicaid managed care programs and associated policy fall under
the state’s purview, states are permitted to target MLURs that arc
higher than 85%. The federal henchmark is considered by CMS in
its review of actnarial soundness of capitation rates and the state
actmary is required to explain why expericnce for the rate-setting
year will be expected to achieve at least an Bge MLR.

Many states already have minimum MLR requirements in their
managed care contracts, which require a refund of the premium that
causes the MLR to fall below definec  reshelds.Ifa  te chooses
to employ an MLR-based refund stipulation in the contract, that
threshold must alse be at least 850, While such minimum MLR
thresholds are encouraged, the final rule does not require states to
adopt them. Further detail of MLR standards contained in the final
rule can be found in another recently released Milliman issuc brief
titled “Medical loss ratio (MLR) in the ‘Mega Reg™

PPass-through payments are amounts paid to Medicaid MCQOs

as supplemcntal payments or “add-ons” to the basc capitation
rate. There is no risk to the MCOs for these reimbursement
mechanisms, and they are required to pass through the

add-on payment to designated providers, according to specific
agreements between the state and the providers receiving the
supplemental payments. Prior to the Medicaid managed care final
rule, the inclusion of pass-through payments in the capitation

rate-setting process was not specifically regulated. Several state
programs incorporated one or more of these reimbursement
adjustments into the capitation rates paid to contracted Medicaid
MCOs. Although this practice occurs in both the fee-for-

service (FFS) and managed care environments, the ability to
track the course of the pass-through payments froin the statc

to the providers is less transparent on the managed care side.
Additionally, CMS requires that states should not direct provider
reimbursement under managed care cxcept under very specific
scenarios. The final rule mandates the elimination of pass-through
payments in the capitation rates via a 10-year phasc-out period

on hospitals, a five-year phase-out period on physicians and
nursing homes, and removal of other non-qualifying pass-throngh
payments for contracts beginning on or after July 1, zo17.

Further discussion of pass-through payment guidance contained
in the final rule can be found in another recently released
Milliman issue brief titled “Overview of pass-through payment
guidance in final Medicaid managed care regulations.”

CMS-2290-F hroadly outlines the steps that the actuary must

take in developing capitation rates. While they do not have to
be completed in any specific order, they are all required to be
addressed and doconmented by the actuary if a certain step is

not followed.

At a high level, the rate development steps are:

1. The state must provide the certifying actuary with validated
encounter {or appropriate FF5) data and audited financial
reports for at least the three most recent and complete data
vears, The actuary must select the most appropriate data
(no older than three years) to use as the basis for rates and
cxplain why it was chosen in the certification.

2. The actuary should develop and apply trend factors to the
basc data. The facters shonld he developed from actnal
experience of the Medicald population or from cxperience
of a similar population.

3. The actuary must develop a non-benefit component of
the rate that accounts for reasonable expenses related to
the MC()s administration, taxes, licensing and regnlatory
fees, contribution to reserves, risk margin, cost of capital,
and other operational costs associated with providing the
services covered in the program.

4. If needed, the actuary should make appropriate adjustments
to the base data to account for programmatic changes,
changes to the base data, non-benefit components, or any
other adjustment necessary to develop actuarially sound
capitation rates.



5. The actuary should review the MCOs’ past MLRs when
developing the capitation rates and projecting an MLR for
the contract vear.

6. TIf risk adjustment is applied, the actuary should choose a
risk adjustment methodology that is generally accepted and
apply it in a budget-neutral fashion across all participating
MCOs in the program.

Additional information rclated to the rate development process

and associated capitation rate certification requirements can be

found in the appendix.

While the new requirements highlight the transparency
required in the rate-setting process, there may be instances
where a significant amount of subjective decision making

is still required. {n the following sections, we explore some
scenarios in which the new requirements may posc challenges
during the rate-setting process.

NEGOTIATED RATE SITUATIONS

Currently, some states base their year-to-year capitation rates
according to where cach health plan bid within a range when
the managed carc contract was initially awarded. For instance,
if Plan A bid at the very low end of the range in the bid rates,
Plan A would be contracted at the low end of the rate ranges
developed in subsequent rate settings; if Plan B bid at the 7sth
percentile between the low and high end of the range, Plan B
would be contracted at that same point in future rate ranges.

With the release of the new rule, states will need to consider
how to approach developing aud certifying plan-by-plan rates
in a bid scenario. First, although exact rates must be certified
under the new rule (rather than rate ranges), the state may
nced to {nitially develop a rate range for cach rate-setting
analysis so that plans can be contracted at different points
within the range. Sccond, the new rule requires that if rates
differ by plan, thosc rates must be developed independently
and in accordance with the new development and certification
requirements. As a result, the actuary will need to consider
how to develop and justify different rates to different plans and
how to provide detail of the build-up of these rates in order to
demonstrate that the rates are actuarially sound.

More discussion regarding managed care contracting
alternatives and strategies were discussed in a Milliman issuc
brief titled “Fixed offer or competitive bid? Choosing the right
Medicaid managed care contracting methodology for your
state's needs,” which was released in z015.°

As part of the tinal rule, the actuary will be required to review
past MLR experience [or the contracted plans and make an
adjustment to futnre capitation rates if the plans are reporting
aggregate MLRs below the Bses target. This may require the
actuary to reevaluate underlying assumptions that have been
used in past rate settings; if the assumptions uscd in past

rates were intended to target an MLR of at least 85% but the
experience turned out to be lower, the actuary must determine
whether these assumptions should be adjusted in order to
ensure that the target MLR is actually achicved.

‘While managed care programs have been implemented in a
number of states for many years, the structure of the program
within cach state is rarely constant for an extended period of
time. For example, the reeent transition of complex populations
to managed long-term care populations has introduced a
population that has traditionally been served on an FFS

basis. As a result, capitation rate-setting may become more
challenging, based on the final rule’s requirement that the past
three years of data need to be assessed when this time period
could involve a transition from FFS to managed care. The
actuary will ultimately need to decide which portion of the
historical data to utilize in ¢stablishing capitation rates.

The final rule requires that payments for a particular rate cell
must not cross-subsidize any other rate cell. Additional guidance
from CMS may provide clarification on how this requirement
applies to certain components of the rate development that might
not be specific to a rate cell level. For example, if a reimbursement
adjustment is developed in aggregate for all children rate cells, the
actuary will need to consider if the magnitude of the adjustment
is appropriate for the mix of services associated with the entire
spectrum of ages, such as newborns versus adolescents.

The final rule requires that trend factors used in the rate
setting be “developed primarily from actual experience of the
Medicaid population or from a similar population.” ITowever, in
many instanccs, the historical trend for services can fluctuate
significantly and may not be a good indicator of [uture trend
rates. In the commentary section of the new regulation, CMS
did acknowledge that prospective trends can differ materially
from past trends and that the trends used in the rate should be
a projection of future costs, but maintained actual experience
should be a primary and important consideration. While
the new rule does not prohibit the certifying actuary from
lting e re  whendeve ing the trend factc
(such as national trend projections), that actuary will have to
think about how to justify the trends used in situations that
differ significantly from past experience.



Additionally, the new rule states that trend factors should
reflect changes in the utilization and price of services. In the
commentary section of the rule, CMS clarified that the actuary
does not necessarily have to set separate trend factors for
utilization and price trends, but both components need to he
considered beflore arriving at the final factors used in the rates.
Because the new documentation requirements dircet that the
trend development be described in enough detail so that the
trends can be evaluated for reasonability, the actuary will need
to consider how to demonstrate that both of these components
were taken into account in the trend factor development.

Although the implementation timing of many of the new
requirements for rate development and certification uses a
phased-in approach that generally corresponds with future
rate-sctting analyscs, there are several points of the regulation
that the states and their actuaries should consider now to
decide whether preemptive solutions need to be devcloped.

The new rule states that in order to ensure approvat of rates
by the effective date of the contract period, the proposed final
contract and rate certification must be suhmitted to CMS at
lcast oo days prior to the beginning of the contract period.
For states that require approval from CMS before rates can be
paid, an appropriatc rate-setting timeline should be developed
50 that this target submission date can be met. [t should also
be noted that many of the new requirements in the rule could
potentially require additional resources to complete the
rate-setting process, which will need to be considered when
planning the rate development timeline.

1ne state must provide the certifying actuary with validated
encounter (or appropriate FFS) data and audited financial
reports for at least the threc most recent and complete data
years. If this requirement cannot be met, a corrective action
plan must be submitted to CMS and the state must come into
compliance within two ycars. States should begin thinkiug uow
about whether this data is available for all of their managed
care programs and, if not, bow this data can be obtained in

a timely manner. Further detail of encounter data standards
contained in the final rule can be found in another recently
relcased Milliman issuc brief titled “Encounter data standards:
Implications for state Medicaid agencies and managed care
entities from the final Medicaid managed care rule™

MLR CONSIDERATIONS

As mentioned previously, states that impose a recoupable

MLR requirement must set the threshold at 859 or higher
according to the new rule. Additionally, the new rule provides
guidance on how the MLR formula should be caleculated, with
what components should be included in the numerator and the
denominator. States or their actuaries should review the MLR
formula outlined in the rule and compare it with how the MLR is
currently calculated in their managed care programs. Dilferences
in the calculation could have an cffect on how any current
minimum MLR threshold imposed by the statc translates to the
implied threshold under the new MIR calculation.

PASS-THROUGH PAYMENTS

With the mandate in the new rule that pass-through payments
will eventually no longer be allowed in managed care contracts,
states should discuss internally and with various stakeholders how
existing pass-through payments should be phased out. Although
the rule provides a timeline for when certain pass-through
payments must be phased out, the state may wish to switch to an
alternative approach sooner and in a different manner.

DISSOLUTION OF RATE RANGES

For states that currently use rate ranges as an integral part of
their rate devclopment and contracting process (for example,

if health plans initially made a bid at a point between a low and
high rate rauge at the heginning of the contract and are paid
accordingly in subscquent years), they should strategize how the
new requirement of certifying a specific rate for each plan will
be achicved in the current contract. One possible solution would
be for the actuary to still develop a rate range behind the scenes,
place cach plan at a rate according to the initial bid, and then
certify each rate separately. However, in doing so, the actuary
will need to make sure that these certified rates are actuarially
sound for each plan and that they mect the other development
and documentation requirements of the new rule. Challenges
may occur for the certifying actuary if an MCO makes a business
decision to bid at the low ¢nd of a vate range, which may result
in an expected negative undcrwriting gain for the contract year.
Because state actuaries do not typically develop capitation rates
that yicld a negative margin, the certifying actuary may have

to consider if higher efficiencies can be achieved by the MCO

in other arcas of the capitation rate to ensure that the actuarial
soundness of the capitation rate bid by an MCO can be certified.
Additional guidance from CMS may provide clarification on how
these types of seenarios should be addressed.



The final rule has many implications that may affect the
development of managed care rates as well as the certilication and
docutnentation ol those rates. Both state Medicaid agencies and
contracting MCOs will need to assess how the new requircments
might affect their current certification processes and begin to
identify necessary changes or new tasks to ensure compliance for
future rate development within the required time frames.”

The new managed care rule details 4 series of steps that

a state’s actuary must follow when establishing Medicaid
capitation rates. Additionally, it also provides guidance that
states wishing to have rates approved prior to specific dates
must submit proposcd final contracts and rate certilications to
CMS at least go days prior to eliective dates of the contracts.

In §438.5 of the final regulation, the process and requirements
for developing capitation rates are outlined, while §438.7
describes the necessary documentation that must be submitted
to CMS for review and approval of the rate certification.
Although many aspects of the rate-sctting and certification
requireme  were already widely used in ctice and included
in subregulatory guidance, such as the Medicaid Managed Care
Rate Development Guide, the new regulations codify the process
and sct minimum requircments.

Figure t on page 6 summarizes the requirements for rate
development and certification by rate-setting component;
however, the certifying actuary should still refer to these scctions
of the regulation itself for clarification on specific points.

Milliman is among the world's largest providers of actuarial and related products and
services. The firm has consulting practices in life insurance and financial services,
property & casualty insurance, healthcare, and employee benefits. Founded in 1947,
Milliman is an independent firm with offices in major cities around the globe.
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FIGURE 1: SUMMARY OF RATE DEVELOFMENT AND CERTIFICATION REQUHREMENTS
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State must provide certifying actuary with validated encounter (or appropriate FFS) data and audited financial reports for at
teast the three most recent and complete data years.

Actuary must select the most appropriate data (no older than three years) to use as the basis for rates and explain why
it was chosen in the certification.

If the data described above is not available or usable for rate setting, the state may request an exception from CMS3, but
must submit a corrective action plan and come into compliance within bwo years.

Trends should be developed primarily from actual experience of the Medicaid ar similar population, although other
sources may be considered.

In the certification, the actuary should include each trend factor along with enough detail that the caiculation and
reasonableness of each factor can be evaluated as well as an explanation of why trends differ among rate cells, service
categories, and eligibility categories.

The non-benefit costs assumed in the rates must include reasonable, appropriate, and attainable expenses related to
the following:

- Administration

- Taxes, licensing, and regulatory fees
- Contribution to reserves

- Risk margin

- Cost of capital

- Other operational costs associated with the provision of services identified in Section 438.3(c)1)(ii) to the
populations covered under the contract

The certification must include enough detail so that the reasonableness of each expense can be determined.

Any adjustments included in the rate setting should be developed in accordance with generally accepted actuarial
principles and reasonably support one of the following:

- Development of an accurate base data set

- Impact of appropriate programmatic changes

- Refiection of the health status of the enrolled population
- Reflection of non-benefit costs

The documentation of the rates should include enough detail for each adjustment so that CMS or a reviewing actuary
can understand and evaluate the following:

- The process of developing each material adjustment and the reasonableness of that adjustment for the covered population
- The cost impact of each material adjustment and the aggregate impact of nonmaterial adjustments

- Where in the rate process the adjustiment was applied

- Alist of all nonmaterial adjustments

Risk adjustment mechanisms must be developed in a budget-neutral manner, using generally accepted actuarial
prineiples and practices.

The certification must describe the methodology in enough detail so that CMS or a reviewing actuary can understand
and evaluate the following:

~ The party calculating the risk adjustment

- The data used to calculate the risk adjustment and any adjustments to the data

- The model used to calculate the adjustment and any adjustments to the model

- The methed for calculating the relative risk factors and the reasonableness and appropriateness of the method
- For prospective risk adjustment, the magnitude of the adjustment on each capitation rate per plan

- For prospective risk adjustment, an assessment of the predictive value of the methodology compared with prior
rating periods

- For retrospective risk adjustment, the timing and frequency of the application of the adjustment
- Any concerns that the certifying actuary has with the risk adjustment process
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» State innovation in encounter data quality improvement.
While CMS5 will require data encounter data submitted in
a standardized format, it does not define how states will
validate if encounter data is complete and accurate prior
to submission. In the coinment section of the final rule, it
states: “Many states have been developing procedures and
protocols to ensure that their data is complefe and accurate,
including evaluating the value of submitted claims against
the managed care plan’s general ledger, random sampling of
claims within managed care plans’ systems, and other types of
reconciliation, States have found that performing validation
activity on a monthly or quarterly basis has improved the data
collection efforts. We support and encourage states’ efforts to
improve encounter data. CMS anticipates continuing to work
with states and to publish gaidence and best practices based
on states’ experiences.” We believe the final rule provides
states with the [lexibility to develop customized solutions
that {it the unigue characteristics of their managed care
programs for monitoring encounter data quality.

= Standardized data elements. The completeness or inclusion
of data fields contained historically in Medicaid encounter
data may vary by state, managed care program, MCE, and
scervice type. For cxample, the completion of the paid
amount ficld within an ¢cncounter data set may be limited
for sub-capitated scrvices. By mandating specified data
fields for cach encounter data submission, CMS will further
[acilitate data analytics between MCEs within a managed
care program, as well as the evaluation of overall delivery
system performance across states and populations.

With encounter data submission requirements becoming
effective July 1, 2017, states, MCEs, and their business partners
will need to increase focus and rigor in managing encounter
data processes to avoid penalties or sanctions in the

near future.

With CMS’s increased focus on encounter data accuracy and
completeness, adopting sound administrative management
practices will undoubtedly assume greater prominence for
both states and MCTs. States in particular are becoming both
receivers and submitters of cncounter data and will need to

cnsure that “downstream” entities are prepared to support
this highly visible CMS requirement and that their internal
processes result in compliant encounter data submissions to
CMS. In our consulting work with states and MCEs nationally,
we have identified a set of administrative “best practices”

for encounter data management and submission. They are
outlined below.

STATE MEDICAID AGENCIES

Best practice state Medicaid agencies work to develop clear
and consistent guidelines for encounter data reporting and
monitoring, including the following:

+ Documentation, Provide detailed, up-to-date encounter
submission guides and companion documents as the
foundation of a successful submission process.

» Contract. Incorporate clear reconciliation processes,
remediation timelines, penalties, and remedies in MCE
contracts. As the final rule establishes a mechanism to
withhold FF* {rom states with encounter data quality
issues, making sure MCEs have a vested financial interest
in complying with encounter data submission requirements
becomes even maore imperative.

« Communication. Establish clear routine and nonroutine
communication protocols, including meetings of both a
technical and business owner nature,

= Time frames. Develop clear parameters and timelines for
processing encounter data submissions, reporting crrors or
[ailures, and processes for correction.

= Validation. Although CM5 and state validation methods
are not yet clearly defined, states can begin to develop
practices that will enable them to conduct file validation on
multiple dimensions and adapt their practices as guidance
evolves. For example, technical validation can ensure that
headers and trailers are accurate, and logical validation may
include checking that the claim does not include improper
data, such as a paid date before the service date, and a
procedural validation processes check for issues such as
non-covered procedures.

» Reconciliation with audited financial reports. The final
rule requires that andited financial reports be submitted by
managed care entities specific to the Medicaid contract on
an annual basis. Expenditures reported in the encounter data
should be reconciled with each MCE's financial report to
identify potential gaps in encounter data reporting.

= Testing. Develop and implement testing and quality
acceptance protocols for all new plan data submissions and
for all plans when the state or CM5 changes a submission
rule or when technical submission requirements
are modified.

~ Data integrity. Maintain original data elements and a
comprehensive data architecture and dictionary throughout
cach stage of the validation process to allow the state and



MCEs to reconcile all interim data sets, if needed; and
routinely provide the finalized encounter data to MCEs
for agreement on a “source of truth” for contractual
Me4sUrcment purposes.

s Monitoring. Produce internal dasbboard reports for state
management, and potentially external dashboards for MCE
review. Dashboards may track encounter volumes and error
volumes, and trend data clements month-to-month and
year-to-year.

» Web-based reporting tools. With the availability of web-based
reporting tools with drill-down capabilities, state Medicaid
agencies and their MCE vendors can drill down into specilic
issues that are identified through dashboard reporting.

Best practice MCEs strive to create quality encounter data as
early in the data collection process as possible. Factors that may
drive improvements in the data collection process include;

» Ownership. Fstablish ownership and accountability in a
formal manner. Best practice organizations establish strong
cross-functional teams to support the cocounter data process.

= Financial reconciliation. Conduct routine financial
reconciliation of encounter data submissions to the plan's
general ledger because of the impact of encounter data
on risk adjustment and premium revenue. If submitted
encounter data does not include dollar amounts (e.g.,
in capitated arrangements), establish protocols to
assign prices based on Medicaid fee schedules or other
standardized pricing.

» Collaboration. Work collaboratively with state officials to
influence encounter submission specifications. Partner with
other MCEs to ensure that specifications make sense.

» Provider and vendor data. Ensure that provider and vendor
contracts require timely and high-guality submission of
claims and encounters. Provide problem resolution and
feedback on encounter submission issues to providers
and vendors. As CMS has increased focus on data quality
concurrent with an expansion of new provider types
who must submit data (e.g., MLT'SS providers), managing
vendors and delegates has taken on new importance
for MCEs.

= Information systems architecture. Incorporate encounter
data collection, management, and submission regquirements
into overarching system architecture and design. Invest
in technology enhancements to support new and
cmerging requircments.

a

Technical processes. Create a technical infrastru e

to support encounter submission processing and quality
review. Audit encounter submissions before submission, to
identify issucs up front.

+ Quality improvement. Put a data quality improvement
process in place to continually improve all data within the
organization. Ensure that encounter submission errors are
tracked and aggregated and that patterns are reviewed as
sources for potential data quality improvements.

= Documentation. Ensurc that processes are well
documented and teams fully staffed, and that cross-training
has occurred so processes are not reliant on a small
number of staff.

» Monitoring. Ensure that encounter submission processes
are tracked and metrics are available throughout the
organization, that comnpleteness {s reviewed by comparing
encounters with {inancial reports, that timeliness and
error rates are tracked, and that risk adjustment results
are constantly monitored to ensure that encounters reflect
accurate health risk (as applicable).

Whilc many state agencies and MCEs have adopted some,

or even many, of these practices, in our experience cven
large sophisticated organizations are still evolving and
refining their operations to optimally support encounter data
processing requirements.

The final rule addresses a number of topics, including:
transparency in the MCE rate development process, quality
measurcment and improvement, and delivery system reform. At
the center of these issues is the ability for stakcholders to have
a clear picture of the services, costs, and quality associated with
providing healtheare to Medicaid beneficiaries. This can only
be done with complete and accurate encounter data. We believe
the encounter data requirements in the final rule will lead to a
niore data-driven environment in Medicaid managed care, with
the following key outcomes:

+ Rate development process. Encounter data will serve
as the base experience in the rate development process
for established managed care programs. State Medicaid
agrencies will have greater insight into MCE performance
through evaluating encounter data with managed care
efficiency and quality measures. Improvements to encounter
data reporting for services associated with sub-capitated
and alternative payment arrangements will facilitate greater
visibility into ¢linical and financial outcomes associated
with such arrangements.
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Ever since the Medicaid program was signed into law in 1965, managed care was utilized as a tool in Medqicaid
agencies' designs of their state-specific Medicaid programs.! Today, nearly every state utilizes some form of
managed care to aid in the operation of its Medicaid program. Examples of different forms include comprehensive
risk-based managed care, primary care case management, and limited-benefit plans. The form that accounts for the
majority of Medicaid enrollment coverage is risk-Dased managed care, with approximately 85% of Medicaid-covered
lives. Risk-based managed care is the platform from which Medicaid recipients receive healthcare benefits, at least in
part, in 38 or more states in the United States, the District of Columbia, and Puerto Rico. Managed care crganizations
{MCOs) of all varieties contract with state Medicaid agencies to deliver and manage the healthcare benefits under the
Medicaid program in exchange for predetermined capitation revenue

Since the inceptian of the Patient Protection and Affordable Care Act (ACA) in 2010, and subsequent Medicaid
expansion efforts in several states, the number of Medicaid beneficiaries as well as the number of MCOs operating in
the Medicaid line of business has increased substantially. We have observed enrollment trends beginning to level out
in comparison to recent years, but continue to identify year-over-year increases

Most states require that a contracted MCO also be a licensed health maintenance organization (HMQO?}, which
includes the requirement to file a statutory annual statement with the state insurance regulator. The statutery HMO
annual statement is a standard reporling structure developed and maintained by the National Association of
Insurance Commissioners {NAIC), with prescribed definiticns allowing compariscns amaong various reporting entities.

This report summarizes the calendar year (CY) 2017 experience for selected financial metrics of organizations
reporting Medicaid experience under the Title XIX Medicaid line of business on the NAIC annual statement. The
information was compiled from the reported annual statements.? Companies may be excluded from this reporl for the
following reasons:

= Did not submit an annual statement

+ Reported less than $10 million in annual Medicaid (Title XIX) revenue

« Specialized behavioral health ptan or long-temmn services and supperts plan

= Premium revenues indicate a limited set of covered services

- Reported values appear to be influenced by unusual circumstances

« Omitted from the NAIC database of annual statements utilized for this repert.

This report includes information for eight MCOs operating in the Arizena Medicaid program that were outside of the
NAIC annual statement information. We have noted limitations of this information where applicable in the report.

The primary purpose of this report is to provide reference and benchmarking information for cerain key financial
metrics used in the day-to-day analysis of Medicaid MCO financial performance. The financial results are
summarized on a composite basis for all reparling MCOs Additianally, this report provides differences among various
types of MCOs using available segmentation attributes defined from the reported financial statements

The target audiences of this reporl include state Medicaid agency and MCO personnel responsible for reviewing and
monitoring the financial results of a risk-based managed care program.

This is the 10th annual iteration of the reporl, reflecting financial information for CY 2017, This repart and the companion
administrative cost report have been integrated into a single document to create a comprehensive resource of our
analyses Previous versions of these reporis can be obtained from the Milliman website {millman.com). The
methodology used to generate this reporl is substantially consistent with the previous years' reporis.
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Appendix 1 provides additional detail and stratifications of the financial metrics presented in this report.
Appendix 2 provides the methodology and assumptions utilized in developing the metrics presented in this report.
Appendix 3 illustrates the mapping of Centers for Medicare and Medicaid Services (CMS) regions.

Appendix 4 provides the listing of each MCO as well as the company attributes assumed for purposes of the MCO
groupings inciuded in this report.



Analysis of the calendar year 2017 financial results for Medicaid MCOs marks the 10" edition of this report. Qver the
course of those 10 years, there has been significant growth and change in the Medicaid managed care market.
Although companias have entered and left the Medicaid managed care market in those 10 years, the stery has been
relatively consistent: onward and upward. The centinued growth of Medicaid managed care has resulted in increasing
revenues to the participating MCOs along with progressively more assigned members, as illustrated in Figure 1.
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The cbserved growth cannot be attributed to just one item, however. From 2008 to 2017 there have been several
faclors contributing to the impressive increases in revenue and enrollment, maost notably legisiative changes and
states' desires to transition away from historical fee-for-service (FFS) arrangements. The legisiative changes include
passage of the ACA in 2010, which paved the way for Medicaid expansion. With estimates of Medicaid expansion
enrollment over 15 million nationwide, this alone has produced an almost 25% increase in total Medicaid enrollment.
With several states opting to have the expansion members enrell in managed care, the membership base included in
our study has grown exponentially. At the beginning of these expansion programs, actuaries contended with how to
set capitation rates for a population that had not previously presented itself in a healthcare market. Capitation raies in
these earlier rating periods were based on cerlain assumptions for pent-up demand and ultimate morbidity, but little
to no historical experience for this population. During this period, the parlicipating MCOs observed higher
underwriting gains for 2014 and 2015. The gains observed for 2016 and 2017 have reverted to percantages observed
in 2012 and 2013.

Furthermore, the increase in revenue has outpaced the increase in member maonths in recent years. Similar to the
overall growth in Medicaid managed care, the resulting increase in average Medicaid MCO premium per member per
month (PMPM) values has numerous contributing factors. These factors include general inflation trends, increases in
provider fees and prescription drug costs, enrollment of Medicaid expansion lives at higher premiums, and the
addition of high-cost services or populations to an already established managed care program. An example of the



additional services is the transition of long-term supports and services which are generally higher-cost than acute
care services and would result in an increase to the average premium being paid to the MCOs managing the care of
these newly covered services.

Another aspect of the narrative has been the relatively consistent performance of the MCOs identified in our
analyses We have observed variances from year to year and certainly across individual MCOs, but the underwriting
performance has continued to reflect gains on a national basis. Figure 2 illustrates the variance in the underwriting
ratio percentage on an annual basis, but highlights the growth in aggregate gains over these past 10 years While the
percentage underwriting gains have generally stayed between 0.5% and 2.5% over the past 10 years, a percentage
peint in underwriting gains represents a significantly larger amount of dellars in 2017 than 10 years ago
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Onre offshoot of this expansion has been the reduction in risk-based capital (RBC) ratios across the Medicaid MCQs.
The formula behind the RBC ratic is a comparison of the amount of capital held by a particular organizaticn to the
required amount of capital based cn their at-risk business, known as authorized control level The intreduction of
Medicaid expansion enrollees significantly increased the enrollment and size of the MCOs' business. Therefore, the
authorized control level increased, but was not routinely met with an increase in actual capital consistent with
historical RBC ratios Although we have observed decreases in the average RBC ratio, the MCOs, in aggregate,
continue to maintain capital levels about twice as high as the 200% company action level.

The observed changes over 10 year have been unprecedented, and we anticipate the next 10 years will continue to
bring unexpected and new dynamics to the Medicaid managed care market We have documented the year-by-year
changes in this report and our prior research reporls listed on the Milliman website,® and we will continue to monitor
the Medicaid managed care market going forward The focus in the remainder of this report are the results we
analyzed specific to calendar year 2017.















While the Medicaid managed care financial results are relatively stable at a nationwide level, the financial resuits may
vary significantly from state to state. Figure 7 provides the average MLR, ALR, and UW ratio for each state or territory
with at least one MCQ included in this analysis. Please note that MCOs were assigned to their states of domicile, and
results for MCOs that report operations from multiple states within one entity would therefore be included within a
single state. For a limited number of MCOs, the state of domicile was manually adjusted to represent the state where
the Medicaid business is currently operated. Additionally, the state of domicile, in certain cases, may contain only a
limited number of MCOs aperating in the state Medicaid managed care market to the extent certain MCOs operating
in the state are excluded for reasons cited earlier in this report.

STATE OF DOMICILE N MLR ALR LW RATIO RBC RATIO
ARIZONA 8 88 6% 102% 13% Mia
COLORADO 1 857% 7% 4 8% 387 %
DISTRICT QF COLUMBIA 3 ¥9.1% 15 1% 5 8% 359%
FLORIDA 9 a7 5% 10 2% 2 2% 336%
GEORGIA 4 83 5% 12 6% 3 8% 416%
HAWAI 4 a8 8% 9.7% 1.6% 458%
1OWWA 2 1091 7% 7 0% (8 F¥) 244%
ILLINCHS 7 96.7% 8.8% {5 5%} 322%
INDIAMA 3 80 6% 8 1% 0 3% 429%
KANSAS 2 88 7% 11.0% 0.3% 438%
KENTUCKY 5 BE 1% B8.9% I1% 474%
LOUISIANA 5 85 0% 13.3% 1.7% 351%
MARYLAND 4 B6.1% a.7% 4 2% 305%
MASSACHUSETTS g 92 6% 7.58% {0 1%} 389%
MICHIGAN 1a 88 8% 8 8% 1 6% 333%
MINNESOTA S 92 1% 7.8% 0.0% 570%
MHSSISSIPP 2 91.4% 12.8% (4 2%} 328%
MISSOURI k| 92 5% B a% {14%) 559%
NEBRAGSKA 3 927% 10 2% (2 9%) 285%
NEVADA 3 84 9% 10.3% 4 7% 382%
NEW HAMPSHIRE 1 a7.0% 1235% {9 4%) 318%
NEW JERSEY 4 B6.3% 11.4% 2.3% 354%
NEW MEXICO 4 85.9% 16 0% {1 9%} 358%
NEW YORK 7 31.3% 10 6% {1 9%} 483%
OHIO 5 83.3% 14 2% 25% A55%
OREGON 2 92 1% B.4% 1 5% 768%
PENNSYLVANIA 8 B3 5% 12.9% 6% 413%
PUERTO RICO 3 81 0% 8.2% 07% 411%
RHODE ISLAND 2 90 7% 9 3% {0 0%} 283%
SOUTH CARCLINA 5 88.0% 9.8% 2.2% 538%
TENMESSEE 3 84 9% 14.7% 0 5% 471%

TEXAS 21 89 3% 11.3% (0 69%) 311%
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FIGURE 7: STATE OF DOMICILE {CONTINUED)

STATE OF DOMICILE
UTAH
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WASHINGTON
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The resulis in Figure 8 illustrate the importance of analyzing the administrative costs net of taxes and fees, as the
taxes and fees represent a significant but generally uncontrollable portion of the administrative costs incurred by an
MCO. The taxes and fees levied on the MCOs vary greatly from state to state, making it difficult to analyze the
reported administrative expenses without this adjustment.

In composite, MCOs grouped in the fourth quartile have higher administrative costs across all expense types than
MCOs grouped in the first quartite. Human capital, costs related to salaries, wages, and other iterms specific to in-
house staffing resources, accounts for the majority of the increase in administrative costs between MCOs in the first
ang second quarlile versus the third and fourth quartiles. Differences between the first and secend quartile are
primarily attributable to operating and other expenses.

Figures 9 and 10 summarize the composite revenue and administrative expenses for the most recent five-year period for
all companies matching the inclusion criteria indicated in this report. Unlike other figures in this reporl illusirating multiple
years of financial results across alt MCCs, the financial information included in Figures 9 and 10 has been limited to a
consistent set of 54 MCOs that were in operation between CY 2013 and CY 2017. This limitation facilitates a more
consistent review of the year-over-year administrative cost changes experienced by a closed group of MCOs.
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Figure 9 illustrates a consistent increase in the reported administrative cost PMPM from CY 2013 to CY 2017,
however, the ALR net of taxes and fees observed in Figure 10 has been slightly decreasing over the same pericd.
The PMPM increase from CY 2013 to CY 2017 is likely attributable to general inflationary trends as well as changes
in the membership covered by the MCOs in this study, such as the introduction of Medicaid expansion members
{which is likely a major contributor to the significant increase from CY 2013 to CY 2014), disabled members, and
members requiring lang-term services and supports, all of which have a higher claim and administrative cost.
Transitioning more costly populations to managed care is anticipafed to exert upward pressure on the administrative
cost PMPM in the coming years, although the administrative costs may be partially offset by increased administrative
efficiencies of the MCOs providing Medicaid coverage to a broader membership base.






Risk-based managed care represents a large portion of total Medicaid expenditures for CY 2017 and the amount of
expenditures will continue to grow as Medicaid programs are anticipated to continue shifling membership to managed
care organizations. Additional transition of members is also occurring for other populations that have traditionally
been operated under fee-for-service arrangements. MCOs are an integral part of this delivery system and their
financial resulis will help us understand the continued sustainability of risk-based managed care.

The results provide reference and benchmarking infermation for certain key financial metrics used in the day-to-day
analysis of Medicaid MCO financial performance. It will be important to continue monitering the results over time as
the world of healthcare finance continues to evolve and pose new challenges.

The results contained in this report were compiled using data and information cbtained from the statutory annual
statements for Medicaid MCOs filed with the respective state insurance regulators. The annual statements were
retrieved as of May 7, 2018, from an cnline database In addition te the limiting criteria used to select companies in
this report, certain MCOs may be omitted from this report because of the timing of annual statement submissions or
their exclusions from the online database. For example, California is known to operate managed care programs, but
they are not included in this report because there were no annual slatements found in the online database for them.

The information was relied upon as reported and without audit. We performed a limited review of the data for
reasonableness and consistency To the extent that the dala reported contained material errors or omissions, the
values contained within this report would likewise contain similar reporting errors.

This report is intended for informaticnal purposes only. Milliman makes no representations or warranties regarding
the contents of this report to third parties. Likewise, third parties are instructed that they are to place no reliance upon
this report that would result in the creation of any duty or liability under any theory of law by Milliman or its employees
to third parties.

The views expressed in this research paper are made by the authors and do not represent the opinions of Milliman,
Inc. Other Milliman consultants may hold alternative views and reach different conclusions from those shown.

Guidelines issued by the American Academy of Actuaries require actuaries to include their professional qualifications
in all actuarial communications. The authors are members of the American Academy of Actuaries, and meet the
qualification standards for performing the analyses in this report
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Appendix 1. Financial metrics and MCO characteristics

in addition to the figures illustrated in the body of this report, we have analyzed the financial metrics stratified by
certain MCO characteristics to understand the potential impact these characteristics have on the reported financial
results. The figures in Appendix 1 illustrates the following financial metrics and MCC characteristics:

Financial metrics

= Medical loss ratio

= Underwriting ratio

» Risk-based capital ratio

= Administrative loss ratio

+ Administrative loss ratio net of taxes and fees {Medicaid focused MCCs only)

= Administrative cost per member per month (PMPM} net of taxes and fees (Medicaid focused MCOs only)

MCO characteristics

CMS region {see chart in Appendix 3)
Annual Medicaid revenue
- Annual Medicaid revenue PMPM
MCGC type (Medicaid focused versus all other MCOs)
MCOs operating in five or more states
MCO financial structure
State Medicaid expansion status
Underwriting gain/loss
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FIGURE 11: MEDICAL LOSS RATIO: CY 2017 RESULTS

MCO GROUPING
COMPOSITE

CMS REGION

ANMUAL REVENUE

REVENUE PMPM

MCO TYPE

MULTISTATE
OPERATIONS

MCO FINANCIAL
STRUCTURE

EXPANSION 5TATUS

GAIN/{LOSS)
POSITION

CATEGORY
COMPOSITE

REGION 1

REGION 2

REGION 3

REGION 4

REGION 5

REGION 6

REGION 7

REGION 8

REGION 9

REGION 10

$10 TQ $250 MILLION
4250 TO 5600 MILLION

$600 MILLION TO 51.2
BILLION

MORE THAN $1.2 BILLION
LESS THAN 5290

$290 TO $425

MORE THAN 5425
MEDICAID FQCUSED
MEDICAID OTHER

FIVE OR MORE

LESS THAN FIVE

FOR-PROFIT

NONPROFIT
EXPANSION STATE
NON-EXPANSION STATE

REPORTED A GAIN

REPORTED A LOSS

186

14

22

28

47

30

10

13

43

45

54

54

69

63

94

92

G4

92

130

56

106

80

114

72

REVENUE

{(IN%
BILLIONS)

166.6
73
13.3
17.4
364
39.6
28.3
7.8
08
8.7
6.0
5.2
17.2

40.2

103.9

857
80.9

101.2

65.4

119.8

46.7
105.1
61.5

107.6

PERCENTILE
MEAN 10TH
BR.2% 80.5%
92.3% 88.2%
#9.6% 86.2%
85.1% 79.0%
87.0% £0.3%
88.7% 78.7%
87.9% 79.8%
95.0% 87.1%
86.3% B1.5%
87.9% 83.9%
£6.9% 83.0%
86.8% 75.7%
890.0% 80.3%
87.2% 80.7%
BB.4% 82.8%
88.00% 78.8%
87.8% £0.6%
88.6% 80.6%
88.0% 80.6%
88.4% £0.2%
87.7% 80.5%
89.0% 80.3%
87.8% 80.2%
89.3% 83.8%
BR.3% 80.6%
88.0% 80.3%
85.7% 79.0%
92.8% 87.7%

25TH
B4.1%

90.53%
B6.9%
80.6%
84.0%
84.1%
83.5%
88.4%
82.4%
84.8%
84.1%
83.6%
85.2%

B3.8%

85.9%
83.8%
84.4%
85.7%
83.8%
84.5%

83.8%

B5.6%

83.8%

86.4%
B4.7%
84.1%

B3.0%

90.4%

50TH
BB.4%

91.1%
90.8%
86.4%
87.5%
87.8%
87.3%
90.7%
84.5%
88.3%
89.5%
87.0%
90.0%

87.1%

89.0%
87.6%
88.8%
89.4%
88.0%
88.6%

87.4%

89.5%

87.5%

90.6%
BB.8%
87.9%

85.6%

92.1%

75TH
91.6%

94.2%
91.9%
90.8%
0.3%
92.2%
92.2%
98.0%
83.0%
91.9%
91.4%
80.7%
92.2%

91.4%

9l.6%
91.2%
91.6%
91.9%
91.4%
91.8%

891.2%

92.2%

91.2%

92.4%
92.2%
90.7%

83.6%

95.7%

90TH
95.6%

97.0%
92.5%
92.2%
91.6%
95.8%
94.8%
101.3%
50.4%
111.3%
92.5%
95.0%
93.0%

92.9%

94.7%
96.0%
85.8%
94.7%
85.8%
94.7%

95.6%

95.0%

95.1%

98.6%
97.0%
92.7%

90.5%

100.1%
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FIGURE 12: UNDERWRITING RATIO: CY 2017 RESULTS
REVENUE PERCENTILE

MCO GROUPING CATEGORY N ngljoNs] MEAN 10TH  25TH  50TH 75TH  90TH
COMPOSITE COMPOSITE 186  166.6 0.9% (6.8%) (1.9%) 1.3%  2.7% 6.6%
CMS REGION REGIGN 1 9 7.3 {0.4%)  (9.4%)  (04%)  (03%)  2.1% 3.2%
REGION 2 14 13.3 (0.1%)  (3.0%)  (2.0%)  0.1%  2.5% 3.3%
REGION 3 22 17.4 3.6% f0.6%)  1.0% 2.3%  6.6% 8.3%
REGION 4 28 36.4 1.8% (4.9%) (06%) 17%  5.0% 6.8%
REGION 5 47 29.6 0.6% {5.3%)  (L1%)  13%  3.2% 7.3%
REGION 6 0 203 0.3%) (87%) (3.0%) 03%  3.9% 4.7%
REGION 7 10 78 (4.0%)  (9.8%)  (7.0%)  {04%) 1.7% 3.0%
REGION 8 4 0.8 5.1% 3.0% 2.8% 62%  7.9% 7.9%
REGION 9 15 8.7 2.0% {(17.0%) (69%) 1.6%  3.4% 6.2%
REGION 10 7 6.0 15% (4.0%)  0.8% 1.4%  4.9% 5.7%
ANNUAL REVENUE $10 TO $250 MILLION 44 5.2 1.9% [15.4%) {1.7%} 2.0%  4.7% 8.5%
$250 TO $600 MILLION 43 17.2 (07%)  (9.4%)  (2.9%) 0.0%  3.2% 5.7%
$600 MILLIONTO $1.2 45 10.2 1.4% (5.3%) (L1%) 1.8%  3.9% 7.8%
BILLION
MORE THAN $1.2 54 103.9 0.8% (4.3%)  (19%) 10%  2.4% 4.9%
BILLION
REVENUE PMPM LESS THAN $290 54 23.0 1.0% {9.8%) (11%) 1.6%  4.1% 7.8%
5290 TO $425 69 62.0 1.2% (69%]  (20%) 15%  38% 7.3%
MORE THAN $425 63 81.6 0.5% {53%)  (20%) 1.0%  33% 5.0%
MCO TYPE MEDICAID FOCUSED 94 85.7 1.0% (6.9%)  (L4%] 1.68%  4.1% 6.6%
MEDICAID OTHER 92 80.9 0.7% {(6.6%)  (1.9%) 10%  3.4% 6.4%
MULTISTATE FIVE OR MORE 94 101.2 1.1% (6.1%)  (14%) 1.6%  4.6% 7.5%
OPERATIONS
LESS THAN FIVE a2 €5.4 0.4% (6.9%)  (1.9%) 1.1%  2.9% 4.9%
MCO FINANCIAL FOR-PROFIT 130 119.8 1.0% (6.7%)  (1.7%) 16%  4.6% 7.8%
STRUCTURE
NONFROFIT 56 467 0.5% {8.8%)  (19%) 10%  2.8% 3.9%
EXPANSION STATUS EXPANSION STATE 106 1051 0.9% {(9.4%) (2.0%) 13%  2.6% 6.2%
NON-EXPANSION STATE 80 615 0.8% (55%)  (1.3%]  1.4%  4.0% 7.7%
GAIN/{LOSS) REPORTED A GAIN 114 1076 3.2% 0.9% 1.6% 3.2%  50% 7.9%
POSITION

REPORTED A LOSS 72 58.5 {3.5%) {14.1%) (6.8%) {2.9%) {0.9%]) {0.2%)
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FIGURE 13: RISK-BASED CAPITAL RATIO: CY 2017 RESULTS

REVENUE PERCENTILE
(IN$
MCO GROUPING CATEGORY N BILLIONS} MEAN  10TH 25TH 50TH  75TH 90TH
COMPOSITE COMPOSITE 178 161.1 404% 255.5%  314% 381%  477% 631%
CMS REGION REGION 1 9 7.3 366% 210% 319%  379%  410%  595%
REGION 2 14 13.3 4565% 294% 345%  413% S568%  743%
REGION 3 22 17.4 411% 232% 315%  409% 499%  574%
REGION 4 28 36.4 405% 255% 314% 379% 585% 702k
REGION 5 47 39.6 417% 274% 315% 389%  470% 575%
REGION & 30 29.3 330% 217% 289% 344%  448% 608%
REGION 7 10 7.8 343% 240% 300% 315%  477%  968%
REGICON 8 4 0.8 453% 387% 388%  429% 533%  598%
REGION 9 7 3.3 430% 303% 312%  400% 539%  594%
REGION 10 7 6.0 473% 340% 36l%  428% 737% 971%
ANNUAL REVENLUE $10 TO $250 MILLION 42 5.0 509% 293% 348% 416% 575k 745%
$250 TO $600 MILLION 40 16.0 454% 259% 308% 406%  565% 716%
$600 MILLION TO 51.2 44 9.4 433% 313% 329%  400%  475%  649%
BILLION
MORE THAN 51.2 52 100.8 360% 233% 289% 335% 402%  473%
BILLION
REVENUE PMFM LESS THAN 5290 45 15.4 433% 245% 323% 389%  S30% 718%
$290TO %425 a7 60.5 371% 263% 305% 372%  456% 595%
MORE THAN 5425 62 81.3 415% 255% 326% 399%  496% 649%
MCQ TYPE MEDICAID FOCUSED 85 80.2 386% 274% 315% 377% 496%  677%
MEDICAID OTHER 92 80.9 413% 255% 313%  389% 473%  575%
MULTISTATE OPERATIONS FIVE OR MORE 91 98.7 369% 289% 315% 362% 445%  595%
LES5 THAN FIVE 87 6.4 441% 231% 313% 433% 539% 631%
MCO FINANCIAL FOR-PROFIT 125 116.3 385% 274% 310% 368%  4b66% 620%
STRULTURE
NOMPROFIT 53 44.9 A41% 210% 318% 451% 538k 631%
EXPANSION STATUS EXPANSION STATE 98 998 417% 255% 318%  380% 467%  631%
NON-EXPANSION STATE 80 615 384% 261% 301%  384%  491%  657%
GAIN/{LOSS) POSITION REPORTED A GAIN 111 104.6 418% 303% 333%  413% 537% 695%
REPORTED A LOS5S 67 56.5 386% 210% 271% 345% 419%  548%
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FIGURE 14: ADMINISTRATIVE LOSS RATIO: CY 2017 RESULTS

REVENUE PERCENTILE
(N3
WMCO GROUPING CATEGORY N BILLIONS) MEAN 10TH 25TH SOTH  75TH 90TH
COMPOSITE COMPOSITE 186 166.6 11.0% 71% 9.0% 10.7% 13.0% 15.5%
CMS5 REGION REGION 1 9 73 8.2 6.0% 6.9% 9.2% 9.5% 12.5%
REGION 2 14 13.3 10.5% 6.4% 8.7% 102% 11.8% 14.0%
REGION 3 22 17.4 11.3% 7.4% 9.2% 101%  12.8% 16.2%
REGION 4 28 36.4 11.2% 8.0% 9.3% 11.0% 13.5% 14.8%
REGION 5 437 396 10.8% 6.7% B.5% 10.5%  14.4% 16.6%
REGION & 30 293 12.4% 9.8% 11.4% 12.5% 15.0% 17.6%
REGION 7 10 7.8 8.9% 7.0% 8.1% 9.7% 10.0% 11.5%
REGION 8 4 0.8 A7k 6.6% 1.7% 8.2% 10.2% 10.7%
REGION 9 15 8.7 10.1% 7.8% 8.3% 10.3%  13.1% 14.8%
REGION 10 7 G0 10.6% 6.3% 6.6% 11.0%  12.1% 12.6%
ANNUAL REVENUE $10 TO $250 MILLION 44 5.2 11.3% 6.9% 7% 119% 14.3% 20.1%
$250 TQ $600 MILLION 43 17.2 10.7% 6.5% 5.2% 10.4% 12.5% 14.3%
$600MILLION TO $1.2 45 40.2 11.4% 7.6% 9.1% 11.6% 13.1% 15.7%
BILLION
MORE THAN %1.2 BILLION 54 103.9 10.8% 7.3% 8.8% 9.8% 12.1% 14.5%
REVENUE PMPM LESS THAN $290 54 23.0 11.0% 8.2% 9.3% 11.2% 13.8% 17.0%
$290 TO $425 69 a2.0 11.0% 6.6% 8.8% 10.5% 12.7% 15.0%
MORE THAN 5425 63 81.6 10.9% 6.5% B.6% 10.0% 12.8% 15.1%
MCO TYPE MEDICAID FOCUSED 54 85.7 11.0% B.0% 9.3% 10.5% 12.8% 14.8%
MEDICAID OTHER 92 809 10.9% 5.7% 8.6% 107% 13.3% 16.6%
MULTISTATE FIVE OR MORE 94 101.2 11.2% 8.3% 5.5% 11.0%  13.0% 15.1%
OPERATIONS
LESS THAN FIVE 92 65.4 10.6% 65.6% 8.3% 10.3%  12.0% 16.56%
MCO FINAMNCIAL FQOR-PROFIT 130 115.8 11.2% 8.2% %.3% 11.1%  13.5% 15.9%
STRUCTURE
NOMNPROFIT 56 46.7 10.2% 6.3% 7.5% 9.4% 11.8% 15.7%
EXPANSION STATUS EXPANSION STATE 106 105.1 10.8% 6.6% 8.3% 9.9% 12.8% 15.7%
NON-EXPANSION STATE 80 61.5 11.2% 8.3% 9.7% 11.3%  13.2% 15.9%
GAIN/(LO5S) POSITION REFORTED A GAIN 114 107.6 11.1% 6.9% B.9% 10.5% 12.8% 15.1%
REPORTED A LOSS 72 5849 10.7% 7.2% 9.2% 10.9% 13.8% 16.4%
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FIGURE 15: ADMINISTRATIVE LOSS RATIO NET QF TAXES (MEDICAID FOCUSED MCQOS): CY 2017 RESULTS

REVENLIE PERCENTILE
(IN%
MCO GROUPING CATEGORY N BiLLIONS) MEAN  10TH 25TH 50TH  75TH 90TH
COMPOSITE COMPOSITE 86 80.2 8.7% 6.9%  7.9% 9.3% 10.6%  12.7%
CMS REGION REGION 1 3 1.8 B.4% 7.7% 77% 9.6% 10.9% 10.9%
REGION 2 5 4.6 9.2% 8.4% 9.2% 9.3% 9.8% 12.7%
REGION 3 11 6.3 10,1% 9.0% 9.0% 10.9% 11.4% 12.4%
REGION 4 17 193 95% 7.8% 8.8% 10.0% 11.2% 13.2%
REGION 5 19 234 7.5% 5.0% 6.6% B.5% 9.6% 12.7%
REGION & 14 13.7 9.0% 5.9% 7.9% 8.9% 10.0% 11.9%
REGION 7 9 7.4 8.0% 6.9% 7.3% 8.9% 9.5% 11.1%
REGION 8 1 0.1 8.7% 8.7% 8. 7% B.7% B.7% 8.7%
REGION 9 3 1.0 9.4% 8.0% 8.0% 10.0% 11.9% 11.9%
REGION 10 4 2.7 8.4% 6.3%  £9% B.3% 9.9% 10.6%
AMNNUAL REVENUE $10 TO 5250 MILLION 12 1.7 10.7% 8.7% 9.4% 10.4% 12.2% 16.0%
4250 TO 5600 3 9.4 9.7% 6.9% 8.0%% 9.8% 11.1% 12.7%
MILLION
5600 MILLION TO 51.2 28 4.7 9.2% B.9% 7.8% B.9% 10.3% 13.2%
BILLION
MORE THAN 51.2 23 44.4 B1% 6.6% 7.2% B.4% 9.3% 10.4%
BILLION
REVENUE PMPM LESS THAN 5290 19 9.7 9.7% 7.4% 8.9% 9.8% 10.5% 13.3%
5290 TO $425 42 35.8 9.0% 7.6% 8.0% 9.3% 10.9% 11.9%
MORE THAN 5425 25 4.7 B.1% 6.6% 7.1% B8.5% 10.5% 12.7%
MULTISTATE FIVE OR MORE 56 51.8 9.0% 7.1% 7.9% 9.3% 10.9% 12.4%
QPERATIONS
LESS THAN FIVE 30 28.5 B.1% 5.8% 7.5% 9.3% 10.3% 13.0%
MCO FINANCIAL FOR-PROFIT 66 1) 9.0% 7.2% 8.1% 9.3% 10.5% 12.7%
STRUCTURE
NONPROFIT 20 214 7.7% 5.0%% 7.0% 9.1% 10.0% 10.9%
EXPANSION STATUS EXPANSION STATE 49 531 8.1% 6.4% 7.6% 8.8% 10.0% 12.4%
NON-EXPANSION 37 27.2 9.8% 7.9% 8.5% 2.8% 10.9% 12.9%
STATE
GAIN/{LOSS) REPORTED A GAIN 57 55.3 8.7% 6.9% 7.9% 9.3% 10.2% 11.9%
POSITION
REPORTED & LOSS 29 24.9 8.7% 8.9% 2.1% 9.3% 11.1% 12.7%

Mote This taole s lanled o Medicad ooysed WG Aorona RISOS wene addilionamy axcitood hom this akle as detaled sdimmisirative coslmformanion was not
avalliatale:



MILLIMAN RESEARCH REFCRT

FIGURE 16: ADMINISTRATIVE COSTS PMPM NET OF TAXES (MEDICAID FOCUSED MCOS): CY 2017 RESULTS

REVENUE PERCENTILE
MCO GRDUPING (INS MEAN 10T TH
CATEGORY N BILLIONS] H 25TH  50TH  75TH 90
COMPOSITE COMPOSITE 86 80.2 $32.69 52075 $2768 $3265 54053 $48.94
CMS REGION REGION 1 3 1.8 54267 $3460 $3460 $40.86 54500  545.00
REGION 2 5 46 $29.85 $1663 $1732 53643 54365 $88.93
REGION 3 11 6.3 $38.96 5272682 $31.01 53985 54767 556.45
REGION 4 17 19.3 53375 $2414 $2984 $34320 $3803 % 46.73
REGION 5 19 23.4 $30.81 $1576 $2757 $30.18 $39.28 $47.62
REGION 6 14 13.7 $3144 52079 52598 $2278%  $3310 $59.83
REGION 7 a 7.4 $37.16 51797 52600 $3881  $4B33 $64.92
REGION 8 1 0.1 2122 $21.22  §21.22  §21.22  $21.22 $21.22
REGION 9 3 1.0 $29.59 $27.6B $2768 53352  S$38.98 $ 38,98
REGION 10 4 27 $25.85 52075 $2355 $2798 $30.01 $30.40
ANNUAL REVENUE 510 TO $250 MILLION 12 1.7 $3161 $2079 52535 533.04 54566 $63.65
$250 7O 5600 23 94 $3126 51746 %2635 $3210 44086 54573
MILLION
5600 MILLION TO 8 247 $31.92 $17.89 $2679 $3001 $3845  $64.92
$1.2 BILLION
MORE THAN 51.2 23 444 $3266 $727.04 $2831 $36.43 $4053 54762
BILLION
REVENUE PMPM LESS THAN $290 19 9.7 $23.16 $1669 $17.89 $2398 $20.61 $31.48
$290 TO $425 42 35.8 $3076 $2635 $2831 53138 $38.98 541.87
MORE THAN $425 25 34,7 $41.49 $3420 53745 54573 55645 $ 8893
MULTISTATE
56 51.8 34.14 24.47 28.78 34.93 4136 48.33
OPERATIONS FIVE OR MORE s 5 5 5 S $
LESS THAN FIVE 30 28.5 $30.11 51685 52079 53035 53928 % 60.05
MCO FINANCLAL
. 66 58.8 33.76 2414 2831 34.36 40.86 48.94
STRUCTURE FOR-PROFIT 5 $ 5 5 s $
NONPROEIT 20 21.4 52964 $1638 51932 $2886 53893 $51.59
EXPANSION STATUS  EXPANSION STATE 49 53.1 $3366 $2635 $2831 $3561 54086 54854
NON-EXPANSION 37 272 $31.23 $17.89 $24.14 $3101 $3803  $56.45
STATE
GAIN/{LOSS} 57 553 3285 $2079 $2768 43109 $3928 59.83
POSITION REPORTED A GAIN . 532, 520 $27. 431 539 559,
REPORTED A LOSS 24 249 $3233 $1739 §28.31 $38.03 54234 548,33
Sele ThHisw@ole s amited 1o Bedicaid e ised B0y A zonda W0 cera add tonally 2xcoded bom s table as dotaded adoniuslenies soshnfanmdl o wsEs ne

avai ake
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Appendix 2: Definition of financial metrics

The financial metrics calculated for purposes of this reporl include the medical loss ratio {MLR), underwriting ratio
{UW ratio), risk-based capital ratio (RBC ratio), administrative loss ratio (ALR), and administrative cost PMPM. These
selected metrics focus primarily on the income statement values of the financial statement, with the exception of the
RBC ratio, which is a capital {(or solvency} measure

The financial metrics selected encompass five of the primary ratios used by MCOs, state Medicaid agencies, and other
stakeholders to evaluate the financial performance of an MCO. The metrics are defined in greater detail below.

MEDICAL LOSS RATIC (MLR)

MLR is a commaon financial metric used to reporl and benchmark the financial performance of an MCO. The MLR
represents the proportion of revenue that was used by the MCO to fund claim expenses. The MLR is stated as a
percentage, with claim expense in the numerator and revenue in the denominator

In terms of the statutory annual statement, the MLR was defined as follows:

MLR= TOTAL HOSPITAL AND MEDICAL EXPENSES + INCREASE IN RESERVES FOR A&H CONTRACTS

TOTAL REVENUE

WHERE: TOTAL HOSPITAL AND MEDICAL EXPENSES: TITLE XIX-MEDICAID (P 7, L.17, C.8)
INCREASE IN RESERVES FOR ACCIDENT AND HEALTH (A&H) CONTRACTS:
TITLE XIX-MEDICAID (P 7, L.21, C.B)
TOTAL REVENUE: TITLE XIX-MEDICAID (P.7, L 7, C 8)

Certain states inciude pass-through type programs such as franchise fees or provider taxes. This would also include
amounis related to the health insurer assessment fee and applicable income tax gross-ups. These items may or may
not be included in the total revenue reporled by the MCO because the reporling practices vary among plans. If
reported in the total revenue, there shouid be a corresponding offset amount included in the administrative costs for
this as well

Actuaries and financial analysts use the MLR as 2 measure of premium adequacy and often compare the resulting
MLR with a “target" level. The MLR alone is not sufficient to compare MCO financial results among various states and
programs. The target loss ratics (the claim cost included in the premium or capitation rate) vary by state and
populations enrolled. Additionally, there may be reporting differences among MCOs as to what is classified as
medical expense versus administrative expense

As previously noted, the definition of MLR for purpeses of this report may not be consistent with other definitions, in
particular the Medicaid and CHIP managed care final rule {CM5-2390-F). The Medicaid and CHIP managed care
final rule atlows for the reduction of taxes, ticensing, and regulatory fees from the revenue, a credibility adjustment, as
well as the addition of quality improvement expenditures to the hospital and medical expenses in the numerator. The
estimated CMS MLR in Figure 5 above includes a 2% adjustment for quality improvement expenditures and removal
of estimated Medicaid taxes, licensing, and regulatory fees from the revenue, which gererally results in an additional
2% to 3% increase in the CMS MLR. However, other provisions, such as the exclusion of pass-through payments
from the numerator and denominator of the MLR formula, could decrease the MLR percentage.

UNDERWRITING RATIO

The UW ratio is the sum of the MLR and the ALR (defined below) subtracted from 100%. A positive UW ratio
indicates a financial gain, while a negative UW ratio indicates a loss. This financial metric is used to reporl and
benchmark the financial performance of an MCO in censideration of both medical and administrative expenses. The
UW ratio represents the proportion of revenue that was “left over” to fund the MCO's contribution to surplus and profit
afler funding medical and administrative expenses. The UW ratio is stated as a percentage, with total underwriting
gain or loss in the numerator and revenue in the denominator.
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In terms of the statutory annual statement, the UW ratic was defined as follows:

UW RATIO= NET UNDERWRITING GAIN OR {LOSS)

TOTAL REVENLE
WHERE: NET UNDERWRITING GAIN OR (LOSS). TITLE XIX-MEDICAID {F 7, L .24, C B)
TOTAL REVENUE: TITLE X|X-MEDICAID (P 7, L.7. C 8}

The UW ratio is focused on the income from operations and excludes consideration of investment income and
income taxes. The UW ratio requires interpretation and considerations similar in nature to the MLR and ALR metrics
outlined above.

RISK-BASED CAPITAL RATIO (RBC RATICH

The RBC ratio is a financial metric used by many insurance regulatars to monitor the sclvency of the MCOs. The
RBC ratic represents the proportion of the required minimum capital that is held by the MCO as of a specific date {the
end of the financial reporting peried). The RBC ratio is stated as a percentage or a ratio, with total adjusted capital
(TAC} in the numerator and authorized control level {ACL} in the dencminator.

The NAIC prescribes a specific formula to develop both the TAC and the ACL. Further, the MCO is subjecied ta
various action levels based an the resulting RBC ratio, as follows:

= Company action leve! (TAC is between 150% and 200% of the ACL RBC}

- Regulatery action level (TAC is between 100% and 150% of the ACL RBC)

= Authorized control level {TAC is between 70% and 100% of the ACL RBC)

~ Mandatory control level (TAC is less than 70% of the ACL RBC})

Further details and discussion of the RBC requirements may be found at the NAIC website (www.naic.org).

In terms of the statutory annual statement, the RBC ratio was defined as follows:

RBC RATIO= TOTAL ADJUSTED CAPITAL

AUTHORIZED CONTROL LEVEL
WHERE: TOTAL ADJUSTED CAPITAL: TOTAL ADJUSTED CAPITAL-CURRENT YEAR (P.28, L 14, C.1)
AUTHORIZED CONTROL LEVEL: AUTHORIZED CONTROL LEVEL-CURRENT YEAR (P.28,L.15, C.1)
e

Tra RO ann g tab oannas o e Semcae] bl £00 wee of s 95 1.3 JA Al connary el T aeretos connanies e ang nan ezl

susiiess allceflect comvpesne B30 rahos ior allanes of ousiross watun he eeeer e fEga iy

ADMIMISTRATIVE LLOSS RATIO {ALR)

ALR is also a common financial metric used to report and benchmark the financial performance of an MCO. The ALR
represents the proportion of revenue that was used by the MCO to fund administrative expenses. The ALR is slated
as a percentage, with administrative expense in the numerater and revenue in the denominator.

In terms of the statutory annual statement, the ALR was defined as follows:

ALR= CLAIM ADJUSTMENT EXPENSES + GENERAL ADMINISTRATIVE EXPENSES

TOTAL REVENUE

WHERE: CLAIM ADJUSTMENT EXPENSES: TITLE XIX~MEDICAID (P 7, L.18, C.8)
GEMERAL ADMINISTRATIVE EXPENSES: TITLE XIX-MEDICAID (P.7, L.20, G 8)
TOTAL REVENUE: TITLE XIX-MEDICAID (P 7. L7, C.8)

The ALR requires interpretation and considerations similar in nature to the MLR metric outlined above, most notably
impacted by the state and federai taxes levied on MCOs across the different states. The ALR net of taxes and fees
was estimated for Medicaid focused MCOs by distributing the tolal Medicaid CAE and GAE expenses by the expense
allocation reported on the Underwriting and investment Exhibil Part 3 — Analysis of Expenses page, and then
subtracting out the estimated taxes. The ALR values net of taxes and fees illustrated in this reporl were calculated by
excluding taxes and fees from both the numerator and denominater of the ALR formula.
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ADMIMISTRATWE COST PFMPM
The administrative cost PMPM is the second metric for analyzing administrative expenses because of the fixed cost
nature of certain components of the administrative expense The administrative cost PMPM was defined as follows:

ADMIN PMFM = CLAIM ADJUSTMENT EXPENSES + GENERAL ADMINISTRATIVE EXPENSES

CURRENT YEAR MEMBER MONTHS
WHERE. CLAIM ADJUSTMENT EXPENSES: TITLE XIX-MEDICAID (P.7, L.18, C.8)

GENERAL ADMINISTRATIVE EXPENSES: TITLE XIXI-MEDICAID (P 7, L 20, C 8)
CURRENT YEAR MEMBER MONTHS: TITLE XIX-MEDICAID (F.30 GT, L 8, C.8)

The administrative cost PMPM net of taxes and fees illustrated in this report estimated the taxes and fees
consistently with the methodology utilized for the ALR net of taxes and fees.

ADMINISTRATIVE EXPENSE CATEGORIES

The administrative expenses reported on the Underwriting and investment Exhibit Part 3 — Analysis of Expenses
page are broken out into 25 specific line items. These line items were grouped into five administrative expense
categories to better illustrate the componenls of administrative cost incurred by the MCOs. The subcategories were
selected to be intuitive groupings as well as meaningfu! with respect to their relative magnitudes. The following
descriptions outline each administrafive expense category’

» Human capital: Administrative costs assaciated with the employment of MCQ staff.
+ Qutsourcing: Administrative costs associated with functions outsourced to a third party.
« Operating expenses. Administrative costs associated with the day-to-day costs of running the MCQO.

- Taxes and fees. Administrative costs associated with taxes and fees incurred by the MCO. Payroll taxes were
assigned to the human capital category. Real estale taxes were assigned to the operating expenses category.
Federal and state income taxes are not included on the Underwnting and {nvestment Exhibit Parl 3 — Analysis
of Expenses page, and are not included in this administrative expense category.

« Other expenses: Administrative costs for aggregate write-ins.

The Underwriting and Investment Exhibit Part 3 — Analysfs of Expenses page illustrates administrative expenses
across all lines of business. Throughout the figures illustrated in this report, the administrative costs in each
administrative expense category were proportionally adjusted so the total Medicaid administrative expenses would
match the amounts reporied on the Analysis of Operations by Line of Busingss page.

Additionally, Line 19 and Line 20 of the Underwriting and investment Exhibit Part 3 — Analysis of Expenses page,
"Reimbursements by uninsured plans” and "Reimbursements from fiscal intermediaries,” were excluded from the
administrative cost grouping, because these lines would likely be attributable to non-Medicaid business
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Appendix 4: MCO groupings

STATE

ARIZONA

ARIZONA

ARIZONA

ARIZONA

ARIZONA

ARIZONA

ARIZONA

ARIZONA

COLORADD

DISTRICT QF
COLUMBIA

DISTRICT DF
COLUMBIA

CHSTRICT QF
COLUMBIA

FLORIDA

FLORIDA

FLORIDA

FLORIDA

FLORIDA

FLORIDA

FLORIDA

FLORIDA

FLORIDA

GEORGIA

GEQRGIA

GEQRGIA

GEORGIA

HAWAI

HAWA|

MCO

CARE1ST

HEALTH CHOICE

HEALTH NET ACCESS

MERCY CARE PLAN

UNIVERSITY FAMILY
CARE

UNITED HEALTH CARE
COMMUNITY

UNITED-CR5

CMDP

ROCKY MTH HLTH
MAINTENANCE ORG

AMERIGROUP
DISTRICT

AMERIHEALTH
CARITAS DISTRICT
TRUSTED HEALTH
PLAN

COVENTRY HEALTH
CARE OF FLINC

FLORICtA MH5 INC.

FLORIDA TRLUE
HEALTHINC

HUMANA MEDICAL
PLAN INC.

RMOLINA HEALTHCARE
QF FLINC,

SIMPLY HEALTHCARE
PLANS INC.

SUNSHIME STATE
HEALTH PLAN INC

UNITEDHEALTHCARE
QF FL INC.

WELLCARE OF
FLORIDA INC.

AMGP GEDRGIA
MANAGED CARE CO.

CARESQURCE
GEORGIACT.

PEACH STATE HEALTH
PLAM INC.

WELLCARE OF
GEORGIA INC.

ALOHACARE

Hawali MEDICAL
SERVICE AS5H

CM5
REGION

REGIONS

REGIONS

REGION 8

REGION 8

REGIOHN 9

REGION %

REGION 3

REGION D

REGION 8

REGION 3

REGION 3

REGION 3

REGION 4

REGION 4

REGION 4

REGION 4

REGION 4

REGION 4

REGION 4

REGION 4

REGION 4

REGION 4

REGION 4

REGION 4

REGION 4

REGION9

REGION G

ANNLAL
REVENUE

$250M TO
5600M

$E0DM TO
5128

$10M TO
5250M

$1.2 B+

$250M TO
$600M

51.2 B+

$250M TO
S600M

$10M TO
$250M

$10M TO
$250M

S1OM TO
5250M

5250M TO
5600M

5100 TO
$250M

5250M TO
S600M

$600M TO
$1.2B

512 B+

51.2B+

5128+

s1.2e+

$1.2 B+

$1.2 B+

$1.2 B+

$600M TO
$1.2B

$250M TQ
SGOOM

SE00M TO
$1.2B

5128+

5250M TO
$600M

S600M TO
5128

REVENUE
PMPM

$0TO $280

5070 5220

$200TO
$425

4290 TD
3425

$0TQ $290

S0TO 5290

54254+

SO TO §290

5425+

$200TO
5425

$290TO
5425

5290 TO
5425

5425+

5425+

5290 TO
5425

5425+

$280TO
5425

$290TO
5425

$290TO
5425

$425+

529070
5425

$0TO $290

$0TO 5280

$0TO 5290

$0TO $290

$200TO
5425

$290TO
5425

MCO TYPE

MEDRICAID
ONLY

MEDICAID
ONLY

MEDICAID
OMLY

MEDICAID
QNLY

MEDICAID
QNLY

MEDICAID
ONLY

MEDICAID
QLY

MEDICAID
ONLY

MEBICAID
OTHER

MEDICAID
OmNLY

MEDICAID
QONLY
MEDICAID
OMLY

MEDICAID
OTHER

MEDICAID
ONLY

MEDICAID
ONLY

MEDRICAIC
OTHER

MEDICAID
QTHER

MEDICAID
QOTHER

MEDICAID
QOTHER

MEDICAID
OTHER

MEMCAID
QTHER

MEDICAID
ONLY

MEDICAID
ONLY

MEDICAID
QNLY

MEDICAID
QOTHER

MEDICAID
ONLY

MEDICAID
OTHER

MULTISTATE
OPERATIONS

FIVE OR MORE

LESS THAN
FIVE

LESS THAN
FIVE

LESS THAN
FIVE

LESS THAN

FIVE

FIVE OR MORE

FIVE OR MORE

LESS THAN

FIVE

FIVE OR MORE

FIVE OR MORE

FIVE OR MORE

LE55 THAN
FIVE

FIVE OR MORE

LES5 THAN

FIVE

FI¥E OR MORE

LESS THAN

FIVE

FIVE OR MORE

FIVE OR MORE

FIVE OR MORE

FIVE OR MORE

FIVE OR MORE

FIVE OR MORE

LESS THAN

FIVE

FIVE OR MORE

FIVE OR MORE

LES5 THAN
FIVE

LES5 THAN
FIVE

FINANCIAL
STRUCTURE

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

NONPROFIT

NONPROFIT

FOR-PROFIT

FOR-PROFIT

NONPROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

NONPROFIT

FOR-PROFIT

FOR-PROFIT

NONPROFIT

NONPROFIT

GAIN
OR LOS5

GAIN

GAIN

LOS5

LOS5

LSS

GAIN

LOSS

LOSS

GAIN

LOSS

GAIN

GAIN

LOSS

GAIN

GAlN

GAIN

LOSS

GAIN

LO55

GAIN

GAIN

GAIN

GAIN

GAIN

GAIN

GAIN

GAIN

EXPANSION 5TATUS

EXPANSION S5TATE

EXPANSION STATE

EXPANSION STATE

EXPAMSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

NOMN-EXPANSION
STATE

MNON-EXPANSION
STATE

NON-EXPANSION
STATE

MON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

MNON-EXPANSION
STATE

MON-EXPANSION
STATE

NON-EXPANSION
STATE

EXFAMSION STATE

EXPANSION 5TATE
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STATE

HaWAII

HAWAI

ILLINOIS

ILLINGIS

ILLINOIS

ILLINOIS

ILLINOIS

ILLINGIS

ILLINOIS

INDHANA

INDIANA

{MDIANA

1DWA

10WA

KANSAS

KANSAS

KENTLWCKY

KENTUCKY

KENTUCKY

KEMTUCKY

KENTUCKY

LOUISIANA

LOUISIANA

LOUISIANA

LOUISIANA

LOUISIANA

MARYLAND

MARYLAND

MCO

KAISER FNOTHN HLTH
FLAN INC. HI

WELLCARE HEALTH
15 OF AZ INC.

AETNA BETTER
HEALTH IMC. [IL}

FAMILY HEALTH
NETWORK INC,

HARMONY HEALTH
ALAN NC.

HEALTHSPRING OF
TENNESSEE INC.

ILLINIKCARE HEALTH
PLAN INC.

MERIDIAN HEALTH
PLAN OF IL INC

MOLINA HEALTHCARE

OF IL INC

ANTHEM INSURANCE

COMPANIES INC

CARESOURCE INCHANA

INC.

COORDINATED CARE
CORP.

AMERIGROUP 10WA
INC,

AMERIHEALTH
CARITAS IOWA INC.

AMERIGROUP KANSAS

INC.

SUMFLOWER STATE
HLTH PLAN INC.

AETHNA BETTER HLTH
OF KY INS CO

ANTHEM KY MNGD
CARE PLAN INC.

HUMANA HEALTH
FLAN INC.

UNIVERSITY HEALTH
CARE INC

WELLCARE HLTH INS
CO. OF KY

AETHA BETTER
HEALTH INC. {LA}

AMERIHEALTH
CARITAS LA INC,

CMINTY CARE HLTH
PLAN OF LA INC

LA HEALTHCARE
COMNMNECTIONS INC.

UNITECHEALTHCARE
OF LAINC,

AMERIGROUP
MARYLAND INC.

KAISER FOUNDATION

HEALTH PLAN

CM5
REGION

REGION &

REGION S

REGION 5

REGICN 5

REGION 5

REGION 5

REGION &

REGION 5

REGION 5

REGION 5

REGICN 5

REGION 5

REGION 7

REGION 7

REGIQMN 7

REGION 7

REGION 4

REGION 4

REGION 4

REGION 4

REGION 4

REGION &

REGION &

REGION &

REGION &

REGION 6

REGION 3

REGION3

ANNUAL
AEVENUE

$10M TO
$250M

$250M TO
SE00M

51.2 B+

$250M TQ
SE00M

$250M TO
5600M

$10M TO
5250M

41.2 B+

$1.2 B+

SB00M TO
$1.28

51.2 B+

$10M TO
$250M

5128+

51.2 B+

$1.2 B+

SE00M TO
5128

$600M TO
$1.2B

S600M TO
5128

$600M TO
51.28

52500 TO
SE00M

$1.2 B+

$1.2 B+

$250M TO
SEQOM

S$600M TO
$12B

SE00M TO
5128

41.2 B+

51.2 B+

S600M TO
S12B

$250M TQ
SE00M

REVENUE
PMPM

5280TO
5425

$425+4
5425+
$0TO 5290
$0TO 5290
$425+
5425+

$0 TO 5290
$290 TD
5425
$425+
$0TO 5290
$290 TO
5425
$a25+
5425+
5425+
5425+
5290 TO
4425
$425+

50 TO 5290
§4254
§425+
$425+

429070
S425

$290TQ
5425

$290TQ
5425

5290 TO
5425

$290T0
5425

$290TO
5425

MCOTYPE

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
ONLY

MEDICAID
ONLY

M EDICAID
QOTHER

MEDICAID
QOTHER

MEDICAID
ONLY

MEDICAID
OTHER

MEDICAID
QMLY

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
QNLY

MEDICAID
ONLY

MECICAID
ONLY

MEDICAID
ONLY

MEDICALD
QNLY

MEDICAID
QNLY

MEDICAID
ONLY

MEDICAID
QTHER

MEDICAID
QMLY

MEDICAID
OnLY

MEDICAID
OmLY

METHCAID
QNLY

MEDICAID
ONLY

MEDICAID
ONLY

MEDICAID
QNLY

MEDICAID
QNLY

MEDICAID
QTHER

MULTISTATE
QPERATIONS

LE5SS THAN

FIVE

FIVE OR MORE

FIVE OR MORE

LESS THAN

FIVE

FIVE OR MORE

LESS THAN

FIVE

FIVE OR MORE

LE5S5 THAN

FIVE

FIVE QR MORE

FIVE QR MORE

LES5 THAN

FIVE

FIVE OR MORE

FIVE OR MORE

FIYE OR MORE

FIVE OR MORE

FIVE OR MORE

FIVE OR MORE

FIVE OR MORE

LESS THAN
FIVE

LESS THAN

FIVE

FIVE OR MORE

FIVE QR MORE

FIVE OR MORE

FIVE OR MORE

FIVE OR MORE

FIVE OR MORE

FIVE OR MORE

LES5 THAN
FIVE

FINANCIAL
STRUCTURE

NONPROFIT

FOR-PROFIT

FOR-PROFIT

NONPROFIT

FOR-PROFIT

FOR-PROFIT

FOR-FROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

NONPROFT

FOR-PROFIT

FOR-FROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROMT

FOR-FROFIT

HONPROFIT

FOR-PROFIT

FOR-FROFIT

FOR-FROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

NONPROFIT

GAIN
OR LOSS

LOsS

GAIN

LOS5

LOSS

LOSS

GAIN

LO55

LOS3

LOS5

LOS5

GAIN

GAIN

[Re

LOSS

LO5S

GAIN

GAIN

GAIN

LOsS

GAIN

GAIN

GAIN

GAIN

GAIN

LOSS

GAIN

GAIN

LOS5

EXPANSION STATUS

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSION S5TATE

EXPANSION STATE

EXPANSION 5TATE

EXPAMNSION STATE

EXPAMSION STATE

EXPAMNSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSION 5TATE

EXPANSION 5TATE

NOMN-EXPANSION
STATE

NOM-EXPANSION

STATE

EXPANSIOM STATE

EXPANSIOM STATE

EXPANSION 5TATE

EXPANSION 5TATE

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSION S5TATE

EXPANSION 5TATE

EXPANSION STATE

EXPANSION STATE
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STATE

MARYLAND

MARYLAND

MASSACHUSETTS

MASSACHUSETTS

MASSACHUSETTS

MASSACHUSETTS

MASSACHUSETTS

MASSACHUSETTS

MICHIGAN

MICHIGAN

MICHIGAN

MICHIGAN

MICHIGAN

MICHIGAN

MICHIGAN

MICHIGAN

MICHIGAN

MICHIGAN

MINNESOTA

MINNESOTA

MINNESOTA

MINNESOTA

MINNESOTA

MISSISSIPPI

M ISSISSIPRE

MISSOURI

MIS50URI

MISS0URI

MCO

MEDSTAR FAMILY
CHOICE INC.

UNITEDHEALTHCARE

BOSTON MED CENTER
HEALTH PLAN

CELTICARE HLTH PL&N
OF MAINC.

FALLON COMMUNITY
HLTH PL&N INC

HEALTH NEW
ENGLAND INC.

NEIGHBORHOOD
HEALTH PLAN INC.

TUFTS HEALTH FUBLIC
PLANS INC.

AETNA BETTER
HEALTH OF MI INC.

BLUE CRO55
COMPLETE OF M1 LLC

HARBOR HEALTH
PLAN INC

MCLAREN HEALTH
PLAN INC.

MERIDIAM HLTH PLAN
OF MIINC.

MOLINA HEALTHCARE
OF Mt INC.

PRICRITY HEALTH
CHOICE INC.

TOTAL HEALTH CARE
INC.

UNITEDHEALTHCARE
CMNTY (M1}

UPPER PENINSULA
HLTH FL&N LLC

HEALTHPARTNERS
INC.

HENMEPIN HEALTH

HMO MINNESOTA

MEDICA HEALTH
PLANS

UCARE MINNESOTA

MAGNOLIA HEALTH
PL&M INC.

UNITECHEALTHCARE
QF M5 INC.

AETNA BETTER
HEALTH OF MO LLC

HOME STATE HEALTH
PLAN INC

MISSOUR| CARE INC.

fal )
REGION

REGION 3

REGION 3

REGION 1

REGIQMN 1

REGIOMN 1

REGION1

REGION 1

REGION 1

REGION 5

REGION 5

REGIQM 5

REGION 5

REGIQN 5

REGION 5

REGION 5

REGION 5

REGION &

REGION 5

REGION 5

REGION &

REGION 5

REGIQM 5

REGION S

REGION 4

REGION 4

REGION 7

REGION 7

REGION 7

ANNUAL
REVENUE

$600M TO
s12@

$600M TO
5128

$1.2 B+

$10M TO
5250M

$10M TQ
$250M

$250M TO
$EO0M

1.2 B+

5128+

$10M TO
52500

S600M TO
51.2B

$10M TO
$250M

SE00M TO
$12B

5128+

1.2 B+

5250M TO
SE00M

$250M TO
$G00M

$600M TO
5128

S10M TO
$250M

$600M TQ
5128

$10M TO
5250M

$1.2 B+

51.2 B+

51.2 B+

S1.2B+

$600M TO
§128

$250M TO
S600M

$600M TO
$1.2B

SE00M TO
$1.28B

REVENUE
PrAPM

$290TO
3425

529070
$425

425+

5290 TO
5425

5425+

5425+

425+

S425+

$290 TO
$425

$290 TO
5425

5290 70
8425

$290 TD
5425

$290TQ
$425

529070
5425

4290 TO
%425

5280 TO
5425

5290 TO
5425

$29070
5425
$475+
5425+
5425+
$425+
§425+

529070
4425

420070
4425
$0TO $290

S0 TO 5290

S0TO 5290

MCO TYPE

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
QNLY

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
OTHER

WEDICAID
OTHER

MEDICAID
ONLY

MEDICAID
QOTHER

MEDICAID
ONLY

MEDICAID
DMLY

MEDICAID
OTHER

MEDICAID
OnLY

MEDICAID
ONLY

MEDICAID
ONLY

MEDICAID
QOTHER

MEDICAID
OTHER

MEDICAID
DMLY

MEDICAID
QOTHER

MEDICAID
ONLY

MEDICAID
(OTHER

MEDICAID
ONLY

MEDICAID
ONLY

MEDICAID
QNLY

MEDICAID
QNLY

MEDICAID
ONLY

MULTISTATE
OPERATIONS

LESS THAN
FIVE

FI¥E OR MORE

LESS THAN
FIVE

FIVE OR MORE

LES5 THAN
FIVE

LESS THAN
FIVE

LESS THAN
FIVE

LESS THAN
FIVE

FIYE OR MORE

LESS THAN
FIVE

LESS THAN
FIVE

LESS THAN
FIVE

LESS THAN
FIVE

FIVE OR MORE

LESS THAM
FIVE

LESS THAN
FIVE

FIVE OR MUORE

LESS THAN
FIVE

LESS THAN
FIVE

LESS THAN
FIVE

LESS THAM
FIVE

LESS THAN
FIVE

LES5 THAN

FIVE

FIVE OR MUORE

FIVE OR MORE

FIVE OR MORE

FIYE OR MORE

FIVE OR MORE

FINANCIAL
STRUCYLIRE

FOR-PROFIT

FOR-PROFIT

NOMNPROFIT

FOR-PROFIT

NONPROFIT

NONPROFIT

NOMPROFIT

FOR-FROFIT

FOR-FROFIT

FOR-FROFIT

FOR-PROFIT

NONPROFIT

FOR-PROFIT

FOR-PROFIT

MONPROFIT

HONPROFT

FOR-PROFIT

FOR-PROFIT

NONPROFIT

NONPROFIT

NONPROFIT

NONPROFIT

NONPROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-FROFIT

FOR-FROFIT

GAIN
ORLOAS

GAIN

GAIN

LOSS

GAIN

GAIN

LOS5

GAIN

LOSS

LOsS

GAIN

GAIN

GAIN

LOS5

GAIN

GaiN

LO55

GAIN

GAIN

LOSS

GAIN

LOSS

GaAIN

GAIN

LOS5

LOS5

GAIN

LOSS

GAIN

EXPANSIDN STATUS

EXPANSION 3TATE

EXPANSION 5TATE

EXPANSION 5TATE

EXPANSION STATE

EXPANSIOM STATE

EXPANSION 3TATE

EXPANSION 5TATE

EXPANSION 5TATE

EXPANSION 5TATE

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSIOM STATE

EXPAMSION STATE

EXPANSION 5TATE

EXPANSION STATE

EXPANSION S5TATE

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSION 5TATE

EXPANSION STATE

EXPANSIOM STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

MON-EXPANSION
STATE

WON-EXPANSION
STATE

NON-EXPANSION
STATE
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STATE

MEBRASKA

MNEBRASKA

MNEBRASKA

MEVADA

MEVADA

MEVADA,

NEW HAMPSHIRE

NEW JERSEY

NEW JERSEY

MEW JERSEY

MEW JERSEY

NEW MEXICO

NEW MEXICO

NEW MEXICO

MNEW MEXICO

NEW YORK

NEW YORK

NEW YORK

NEW YORK

NEW YORK

MNEW YORK

NEW YORK

OHIO

OHIO

OHIO

OHIO

OHIO

QREGON

MCO

NEBRASKA TOTAL
CARE INC.

UNITEDHEALTHCARE
{MIDLANDS)

WELLCARE OF
NEBRASKA INC

AMERIGROUP
HEVADA |NC.

HEALTH PLAN QF
NEVADA INC.

SILVERSUMMIT
HEALTHPLAMN INC.

GRANITE STATE
HEALTH PLANM INC

AETH& BETTER
HEALTH INC. {NJ}

AMERICHOICE OF
MEW JERSEY INC.

AMERIGROUP NEW
JERSEY INC.

WELLCARE HLTH
PLANS OF NJ INC.

HCSC INSURANCE
SERVICES CO.

MOLINA HEALTHCARE
DF NM INC,

PRESBYTERIAN
HEALTH PLAN INC.

UNITEDHEALTHCARE
OF NEW MEXICO

CAP DISTRICT
PHYSICIANS' HLTH

EXCELLUS HEALTH
PLAMN INC.

HEALTH INS PLAN OF
GREATER NY

HEALTHNOW NE'W
YORK INC,

INDEPENDENT
HEALTH ASSN.

MVYP HEALTH PLAN
INC,

UNITEDHEALTHCARE
OF NY INC.

BUCKEYE CMNTY
HEALTH PLAN INC.

CARESOURCE

MOLINA HEALTHCARE
QOF OHIO INC.

PARAMOUNT
ADVANTAGE

UNITEDHEALTHCARE
CMNTY {OH)

PROVIDENCE HEALTH
AS5URANCE

CM5
REGION

REGIOMN 7

REGION 7

REGION 7

REGION 9

REGION 9

REGION 8

REGION 1

REGIQMN 2

REGION 2

REGION 2

REGION 2

REGION &

REGION &

REGION &

REGION 6

REGION 2

REGION 2

REGION 2

REGION 2

REGION 2

REGION 2

REGION 2

REGION 5

REGION 5

REGION 5

REGION 5

REGION 5

REGION 10

ANNUAL
AEVEMNLUE

S250M TO
S600M

S250M TO
S600M

5250M TO
$E00M

5600M TO
$1.2B

$600M TO
5128

S10M TO
5250M

$250M TO
S6O0M

$10M TO
42500

51.2 B+

SEU0M TO
51.2B

5250M TO
$S600M

$SEOOM TO
5128

$1.2 B+

$600M TO
$1.28

$BO0M TO
$1.28

$250M TG
SEOOM

$600M TQ
$1.28

$600M TO
5128

510M TO
5250M

S250M TO
S600M

S600M TO
s12p
$1.2 B+
1.2 B+
51.2 B+
51.2B+
S600M TO
51.2P
$12 B+

510M TO
$250M

REVENUE
PMPM

$425+
$425+
5290 TO
5425

40 TO $290

5290 TO
$425

$290 TO
§425

$290TO

$425

5425+

$425+

5425+

5425+

5425+

S425+

5425+

$425+

S425+

5425+

5425+

5425+

5425+

5425+

5425+

5425+

5425+

5425+

$290TO

5425

5425+

%290 TO
8425

MO TYPE

MEDICAID
QNLY

MEDICAID
OTHER

MEDICAID
QMLY

MEDICAID
anNLY

MEDRICAID
OTHER

MEDICAID
ONLY

MEDICAID
QNLY

MEDICAID
ONLY

MEDICAID
ONLY

MEDICAID
OTHER

MEDICAID
OMLY

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
OnLY

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
QOTHER

MEDICAID
QOTHER

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
COTHER

MEDICAID
OTHER

MEDICAID
ONLY

MEDICAID
OTHER

MEDICAIL
QNLY

MEDICAID
ONLY

MEDICAID
OTHER

MULTISTATE
OPERATIONS

FIYE OR MORE

FIVE OR MORE

FIYE OR MORE

FIVE OR MORE

FIVE OR MQORE

FIVE OR MORE

FIVE OR MORE

FIVE OR MORE

FIYE OR MORE

FIVE OR MORE

FIVE OR MORE

LESS THAN
FIVE

FIYE OR MORE

LESS THAN
FIVE

FIYE OR MORE

LESS THAN
FIVE

LESS THAN
FIVE

LE5S THAN
FIVE

LESS THAN
FIVE

LESS THAN
FIVE

LES5 THAN
FIVE

FIVE OR MORE

FIYE OR MORE

LESS THAN
FIVE

FIVE OR MORE

LE55 THAN
FIVE

FIVE OR MORE

LES5 THAN
FIVE

FINANCIAL
STRUCTURE

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-FROFIT

FOR-FROFIT

FOR-PROFIT

NONPROFIT

NONPROFIT

NONPROFIT

NONPROFIT

HNONPROFIT

NONPROFIT

FOR-FROFIT

FOR-FROFIT

NONPROHT

FOR-PROFIT

NONFROFIT

FOR-PROFIT

NOMNPROFIT

GAIN
OR LOS5

LOS55

GAIN

GaN

GAIN

GAIM

LO5%

LOS55

GAIN

GAIN

GAIN

LOSS

LOS5

LOSS

GAIN

GAIN

LOSS

LO55

LO55

GAIN

LOS5

GAIN

LOSS

GAIN

GAIN

GAIN

GAIN

GAIN

GAIN

EXPANSION STATUS

NON-EXPANSION
STATE

NON-EXFANSION
STATE

NON-EXPANSION

STATE

EXPANSION 5TATE

EXPANSION 5TATE

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

EXPAMSION STATE

EXPANSION 5TATE

EXPAMSION STATE

EXPANSION 5TATE

EXPANSION 5TATE

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

EXPAMSION STATE

EXPAMSION STATE

EXPANSION 5TATE

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

EXPAMSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSION 5TATE

EXPANSION 5TATE
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STATE

QREGON

PENNSYLYANIA

PENNSYLYANIA

PENNSYLYVANIA

PENNSYLVANIA

PEMNSYLVAMIA

PENMNSYLVANIA

PUERTQ RICO

PUERTQ RICO

PUERTC RICO

RHODE ISLAND

RHODE ISLAND

SQUTH CAROLINA

SOUTH CAROLINA

SOUTH CARQLINA

SOUTH CARQLINA

SOUTH CAROLINA

TEMMESSEE

TENMESSEE

TEMNESSEE

TEXAS

TEKAS

TEXAS

TEXAS

TEXAS

TEXAS

TEXAS

TEXAS

MCD

TRILLIUM CMNTY
HEALTH PLAN INC

AETNA BETTER
HEALTH INC. {PA)

GATEWAY HEALTH
PLAN INC.

GEISINGER HEALTH
PLAN

HEALTH PARTMERS
PLANS INC,

UNITEGHEALTHCARE
OF P& INC.

UPMC FOR ¥OU INC.

MMM MULT| HEALTH
LLC

MOLINA HEALTHCARE
OF PR INC.

TRIPLE-5 SALUD INC.

NEIGHBORHOOD
HEALTH PLAN OF RI

UNITEDHEALTHCARE
{MEW ENGLAND}

ABSOLUTE TOTAL
CARE INC.

BLUECHGICE
HEALTHPLAN OF SC

MOLINA HEALTHCARE
OF 5C g

SELECT HEALTH DF SC
INC.

WELLCARE OF SOUTH
CAROLINA INC

AMERIGROUP
TENMESSEE INC.

UNITEDHEALTHCARE
PLAN

YOLUNTEER STATE
HLTH PLAN INC

AETHA BETTER
HEALTH OF TX INC.

AMERIGROUP
INSURANCE CO.

AMERIGROUP TEXAS
INC.

BANKERS RESERVE
LIFE IN5 €O,

CHRISTUS HEALTH
PLAM

COMMUNITY FIRST
HLTH PLANS INC

COMMUNITY HEALTH
CHOICE INC

COMMUNITY HEALTH
CHOICE T INC

M5
REGION

REGION 10

REGION 3

REGION 3

REGION 3

REGICN 3

REGION 3

REGION 3

REGION 2

REGION 2

REGION 2

REGICON 1

REGION 1

REGION 4

REGION 4

REGION 4

REGIQN 4

REGION 4

REGION 4

REGION 4

REGION 4

REGION &

REGION &

REGION &

REGION &

REGIONG

REGION &

REGION &

REGION &

ANNUAL
REVENUE

$250M TO
SE0OM

5600M TO
51.2B

51.2 B+

$600M TO
$1.2B

512+

S600M TO
$1.28

51.2 B+

S250MTO
S600M

$600M TO
$1.28

$600M TO
5128

$1.2 B+

$250M TO
S600M

$250M TO
5600M

S$10M TO
5250M

5250M TO
$600M

£12 B+

5250M TO
$E00M

51.2 B+

51.2 B+

S1.2B+

$250M TQ
56001

$600M TO
51.28

412 B+

S1.2B+

S10MTO
$250M

$250M TO
SHO0M

510M TO
§250M

$600M TO
51.2B

REVENUE
PMPM

3290 TO
$425

5290 TO
%425

5425+

$290TO
5425

5425+

$425+

5425+

S0TO $290

50 TO $290

$0TO $290

$425+

5425+

$250TO
5425

S0 TO 52490

$250TO
5425

5290 TO
$425

5290TQ
5425

$290TO
5425

5290 TO
5425

$290TO
5425

S0TO $290

S425+

$290 TO
5425

$290 TO
5425

S0TC $290
$290TO
5425

S0 TO $290

S0 TO $290

MCO TYPE

MEDICAID
QMLY

MEDICAID
QLY

MEDICAID
QOTHER

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
ONLY

MEMCAID
OTHER

MEDICAID
ONLY

MEDICAID
ONLY

MEDICAID
OTHER

MEDICAID
OnLY

MEDICAID
QOTHER

MEDICAID
ONLY

MEDICAID
OTHER

MEDICAID
ONLY

MEDICAID
QONLY

MEDICAID
QONLY

MEDICAID
ONLY

MEDICAID
QTHER

MEDICAID
QRLY

MEDICAID
ONLY

MEDICAID
ONLY

MEDICAID
OTHER

MEDRICAD
ONLY

MEDICAID
OTHER

METHCAID
OTHER

MEDICAID
OTHER

MEDICAID
ONLY

MULTISTATE
OPERATIONS

FIVE OR MORE

FIVE OR MORE

LES5 THAN
FIVE

LES5 THAN
FIVE

LE5S THAN
FIVE

FIVE OR MORE

LESS THAN
FIVE

LESS5 THAMN
FIVE

FIVE OR MORE

LES5 THAN
FIvVE

LESS THAN
FIVE

FIVE OR MORE

FIVE OR MORE

LES5 THAN
FIVE

FIVE OR MORE

FIVE OR MORE

FIVE OR MORE

FIVE OR MORE

FIVE OR MORE

LESS THAN
FIVE

FIVE OR MORE

FIVE OR MORE

FIVE OR MORE

FIVE OR MORE

LESS THAN
FIVE

LES5 THAN
FIVE

LESS THAN
FIVE

LE55 THAN
FIVE

FINANCIAL
STRUCTURE

FOR-PROFIT

FOR-PROFIT

NONPROFIT

MNOMPROFIT

NOMNPROFIT

FOR-PROFIT

WONPROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PRGFIT

NOMNPROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROGFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-FROFIT

NONPROFIT

NONPROFIT

NONPRORT

GAIN
OR LOSS

GAIN

GAIN

GAIN

GAIN

GAIN

GAIN

GAIN

GAIN

LO55

GAIM

LOS5

GAIN

LOSs5

GAIN

LOSS

GAIN

GAIN

GAIN

LOSS

GAIN

GAIN

GAIN

GAIMN

LOSS

LOSS

LOSS

LO55

LOSS

EXPANSION STATUS

EXPANSION 5TATE

EXPANSIOM STATE

EXPAMSION 5TATE

EXPANSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSION 5TATE

MNOM-EXPANSION
STATE

MNON-EXPANSION
STATE

NON-EXPANSION
STATE

EXPAMNSION STATE

EXPANSION 5TATE

MNON-EXPANSION
STATE

NON-EXPANSION
STATE

WON-EXPANSION
STATE

NON-EXPANSION
STATE

NOM-EXPANSION
STATE

NON-EXPANSION
STATE

MNON-EXPANSION
STATE

MON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

MNOMN-EXPANSION
STATE

MON-EXPANSION
STATE

HON-EXPANSION
STATE

NON-EXPANSION
STATE
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STATE

TEXAS

TEXAS

TEXAS

TEXAS

TEXAS

TEXAS

TEXAS

TEXAS

TEXAS

TEXAS

TEKAS

TEXAS

TEXAS

UTAH

UTAH

UTAH

VIRGINIA

VIRGINIA

VIRGIMIA

YIRGINIA

YIRGINIA

WASHINGTON

WASHINGTON

WASHINGTON

WASHINGTON

WASHINGTON

WEST VIRGINIA

WEST VIRGINIA

MCO

COOK CHILDREN'S
HEALTH PLAN

DRISCOLL CHILDREN'S
HLTH PLAN

EL PASQ HEALTH

HEALTHSPRING L&H
INSURANCE CO.

MOUINA HLTHCR QOF
TEXAS INC.

SCOTT & WHITE
HE&LTH PLAN

SENDERC HEALTH
PLANS INC

SETON HEALTH PLAN
INC.

SHALL.C.

SUPERIOR
HEALTHPLAN INC.

TEXAS CHILDREN'S
HLTH PLAN INC

UNITECHEALTHCARE
CMINTY (TX}

PARKLANDG CMNTY
HEALTH PLAN INC

HEALTH CHOICE UTAH
INC

MOLINA HEALTHCARE
OF UTAH INC.

SELECTHEALTH INC.

COVENTRY HLTHCARE
OF WA INC

HEALTHKEEPERS INC.

INOWA HEALTH PLAN
LLC

OPTIMA HEALTH PLAN

YIRGINIA PREMIER
HLTH PLAN INC

AMERIGROUP
WASHINGTON tNC.

COMMUNITY HEALTH
PLAN OF WA

COORDINATED CARE
OF W INC.

MOUMNA HEALTHCARE
OF WA INC.

UNITEDHEALTHCARE
QF Wi INC.

COVENTRY HEALTH
CARE OF W¥ INC

HEALTH PLAN DF Wy
INC.

s
REGION

REGION &

REGIOM &

REGION &

REGION 6

REGION &

REGION &

REGION &

REGION &

REGION &

REGICN &

REGION &

REGION &

REGION 6

REGION 8

REGION B

REGION 8

REGION 3

REGION 3

REGICN 3

REGION 3

REGION 3

REGION 10

REGION 10

REGICN 10

REGION 10

REGION 10

REGION 3

REGICON 3

ANNUAL
REVENUE

S250M TO
$600M

SE00M TD
$1.2@

510M TO
$250M

5600M TO
$1.28

51.2 B+

$10M TQ
5250M

$10M TO
$250M

$10M TO
5250M

$250M TO
S600M

51.2B+

128+

51.2 B+

5250M TO
SEO0M

$10M TO
5250M

$10MTO
$250M

$250M TO
S600M

$250M TO
$600M

$1.2 B+

S1OIMTO
$250M

S600M TO
$1.28

51.2 B+

5250M TO
SE00M

$600M TO
$1.28

$600M TO
$1.2B

512 B+

S600M TO
s1.2m

5250M TO
$600M

S250M TO
S600M

REVENUE
PMPM

5290 TO
5425

$290 TO
5425

5D TO $290
$4254
$426+
5070 5290
S0TO 5250
$0TO 5290
50 TO $290
5425+
4290 TO
5425
5425+
S0TO 5290
S0TO 5290
S0TO 5290
SOTO 5290
$425+
$290 TO
4425

30 TO %290
4290 TO
5425
5425+
$290TO
5425
$0TO $290
S0 TO 5290
50 TO 290

4290 TO
5425

$290TO
4425

$290TO
4425

MCO TYPE

MEDICAID
QmLY

MEDICAID
QMNLY

MEDRICAID
ONLY

MEDICAID
OTHER

MEDICAID
QOTHER

MEDICAID
OTHER

MEDICAID
OTHER

FAEDICAID
QTHER

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
OmLY

MEDICAID
OTHER

MEDICAID
OTHER

MEDICA|D
ONLY

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
QNLY

MEDICAID
QOTHER

MEDICAID
QHNLY

MEDICAID
QOTHER

MEDICAID
ONLY

MEDHCAID
OnLY

MEDICAID
ONLY

MEDICAID
ONLY

MEDICAID
OTHER

MEDICAID
QOTHER

MEDICAID
OTHER

MEDICAID
QOTHER

MULTISTATE
OPERATIONS

LESS THAN
FIVE

LESS THAN
FIVE

LESS THAN
FIVE

LES5 THAN
FIVE

FIVE OR MORE

LESS THAN
FIVE

LES5 THAN
FIVE

LES5 THAM
FIVE

LES5 THAM
FIVE

FIVE OR MORE

LE5S THAN
FIVE

FIVE OR MORE

LESS THAN
FIVE

LESS THAN
FIVE

FIVE QR MORE

LESS THAN
FIVE

FIVE QR MORE

FIVE OR MORE

LESS THAN
FIVE

LESS THAN
FIVE

LESS THAN

FIVE

FIVE OR MORE

LESS THAN

FIVE

FIVE OR MORE

FIYE OR MORE

FIVE OR MORE

FIVE OR MORE

LESS THAN
FIVE

FINANCIAL
STRUCTURE

MONPROFIT

NONFPROFIT

HONPROFIT

FOR-PROFIT

FOR-PROFIT

NONPROFIT

NONPROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

NONPROFIT

FOR-PROFIT

NONPROFIT

FOR-PROFIT

FOR-PROFIT

NONPROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

NONFROFIT

HONPROFIT

FOR-FROFIT

NONPROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOA-PROFIT

MONPROFIT

GAIN
OR LOS5

LOS5

GAIN

GAIN

LOSS

LOSS

GAIN

LO5S

GAIN

LOSS

GAIN

LOSS

LOSS

GAIN

GAIN

GAIN

GAIN

GAN

GAIN

GAIN

GAIN

GAIN

GAIN

GAIN

LOSS

GAIN

GAIN

GAIN

LOsS

EXPANSION STATUS

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

MNON-EXPANSION
STATE

NON-EXPANSION
STATE

HON-EXPANSION
STATE

HON-EXPANSION
STATE

HON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

HON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION

STATE

EXPANSION STATE

EXPANSIQM STATE

EXPAMNSION STATE

EXPANSION STATE

EXPANSION STATE

EXPANSION 5TATE

EXPANSION 5TATE



MILLIMAN RESEARCH REPCORT

STATE

WEST VIRGINIA

WEST VIRGINIA

WISCONSIN

WISCONSIN

WISCONSIN

WISCONSIN

WISCONSIN

WISCONSIN

WISCONSIN

WISCONSIN

WISCONSIN

WISCONSIN

WISCONSIN

WISCONSIN

WISCONSIN

WISCONSIN

WISCONSIN

WISCONSIN

WISCONSIN

MCOo

UNICARE HEALTH
PLAN OF WY INC.

W FAMILY HEALTH
PLAN INC.

CHILDREN'S CMNTY
HLTH PLAN INC

COMPCARE HEALTH
5%C5 INS CORP.

DE&N HEALTH PLAN
INC.

GROUF HLTH COOP
OF EAVU CLAIRE

GRP HLTH COOP OF
SOUTH CENTRAL

GUNDERSEN HEALTH
PLAN INC,

HEALTH TRACITION
HEALTH PLAN

INDEPEMDENT CARE
HEALTH PLAN

MANAGED HEALTH
SVCS INS CORP.

MERCYCARE HMO
INC.

MOLINA HEALTHCARE
OF Wl INC,

NETWORK HEALTH
PLAN

FHYSICIANS PLUS
INSURANCE CORP

SECURITY HEALTH
PLAN OF W1 INC

TRILOGY HEALTH
INSURANCE INC,

UNITEDHEALTHCARE
OF Wi INC.

UNITY HEALTH PLANS
IN5 CORP.

CMS
REGION

REGION 3

REGION 3

REGION 5

REGIQN 5

REGIOM 5

REGION 5

REGION 5

REGION 5

REGION 5

REGION 5

REGION 5

REGION &

REGION 5

REGION S

REGION 5

REGION 3

REGION &

REGION &

REGION 5

ANNUAL
REVENUE

$250M TO
5600M

$250M TO
S600M

S10M TO
$250M

S10M TO
$250M

$10M TO
$250M

410M TO
$250M
$10M TO
$250M

$10M TO
S250M

$10M TO
$250M
$10M TO
$250M

S10M TO
5250M

S10M TO
$250M

510M TO
$250M

$10M TO
5250M

510M TO
$250M

510M TO
$250M

$10M TO
$250M

$250M TO
S600M

$10M TO
$250M

REVENUE
PMPM

3290 TO
5425

$290 TO
5425
50TO 5290
$0TO $290
$0TO 5290
50TO $290
S0 TO $290
$0TO $290
$0TO 5290

5290 TO
425

$290TO
$425
$0TO 5290
$0TO $290
$0T0 $290
S0TO 5290
50TO 5290
50TO $290

$0TO 5290

50 TO 5250

MCO TYPE

MEDICAID
ONLY

MEDICAID
ONLY

MEDICAID
ONLY

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
OomLY

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
QOTHER

MEDICAID
OTHER

MEDICAID
OTHER

MEDICAID
ONLY

MEDICAID
OTHER

MEDICAID
QTHER

MULTISTATE
QPERATIONS

FIVE OR MORE

LESS THAN
FIVE

LES5 THAN
FIVE

FIVE OR MORE

LE5S THAN
FIVE

LESS THAN
FIVE

LE55 THAN
FIVE

LESS THAN
FIVE

LESS THAN
FIVE

LESS THAN
FIVE

FI¥E OR MORE

LESS THAN
FIVE

FIVE OR MORE

LESS THAM
FIVE

LESS THAN
FIVE

LESS THAN
FIVE

LESS THAN
FIVE

FIVE OR MORE

LESS THAN
FIVE

FINANCIAL
STRUCTURE

FOR-PROFIT

FOR-PROFIT

NONPROFIT

FOR-FROFIT

FOR-PROFIT

NONPROFIT

NONPRORT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

FOR-FROFIT

FOR-PROFIT

NONPROFIT

FOR-PROFIT

FOR-PROFIT

FOR-PROFIT

GAIN
OR LOS5

GAIN

GAIN

LOSS

GAIN

GAIN

GAIN

LOSS

GAIN

GAIN

LOSS

GAIN

LOSS

GAIN

LOSS

LO5S

GAIN

LO55

LOS5

GAIN

EXPANSION STATUS

EXPANSION 5TATE

EXPANSION STATE

HON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

RON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPAMSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE

NON-EXPANSION
STATE












There is no fixed limit to Medicaid spending as long as states
meet regulatory requirements for approved populations and
services, so federal and state spending will increase
proportionally when enrollment grows or medical costs trend
upward. This open-ended financing system is difficult to forecast,
and is a key reason that alternative funding proposals have been
introduced from time to time. With the current transition to
Republican control of the White House and Congress, Medicaid
reform has again become a key topic of discussion.

Two alternative federal funding methods have been proposed by
current Republican leadership: block grants and per capita caps.
This paper discusses these methods at a high level, offering
important considerations in setting up alternate funding.

BLOCK GRANTS

Block grants are a funding mechanism that has been proposed at
various times for Medicaid, and it serves as the current funding
methodology for some nonmedical assistance social programs,
e.g., Temporary Assistance for Needy Families (TANF)."° Under
this proposal, each state would receive a predetermined amount
of funds each year to provide Medicaid coverage Unlike the
current funding system, states would be responsible for funding
all costs in excess of the federally established block grant budget
amount rather than receive a proportional federal match for all
cost. From a federal perspective, this makes budget planning
more predictable, as the amount of funding provided to the states
is formulaic and known in advance each year.

To establish block grant funding, historical medical cost would be
the most likely place to starl in establishing a baseline for first-
year funding Updates would be made annually for subsequent
years based on formulaic trend factors intended to account for
growth in both enrollment and cost of care as weil as potential

adjustments related to FMAP changes. In an effort to constrain
federal spending on the Medicaid program, annual trend rates
may be set lower than historical Medicaid trends.

Although a trend methodology has not been defined at this point,
it is likely that the funding growth would not tie directly 1o the
many complex factors that drive the growth of Medicaid
expenditures. The gross domestic product (GDP) has been
discussed as a potential growth rate, but may not reflect trends in
aggregate future medical costs. For example, in times of
recession, Medicaid enrcllment often increases as
unemployment increases and more people meet the income-
based eligibility criteria. Additionally, the growth of block grant
funding may not reflect ever-changing factors that drive per
enrollee costs of healthcare, such as the emergence of new,
expensive {but innovative) therapies and the aging demographics
of the U.S. population.

It is 2 common expectation that if federal funding changes to
block grants, states are likely to be given maore flexibility to design
more cost-effective programs, such as establishing state-
determined eligibility requirement minimums and covered
services "' Each state is currently responsible for the
administration of its Medicaid program. States have some latitude
in designing their programs However, in order to receive federal
funding they must comply with mandated eligibility and benefit
coverage requirements. If a block grant methodology is
employed, based on previously proposed models and without
modifying current Medicaid State Plan benefits, federal costs will
increase at a defined rate, while state cost increases may be
leveraged disproportionately to subsidize remaining cost as total
program cost increases. To the extent that program cost reguires
additional state funding, the removal of certain CMS
requirements could mitigate budget concerns. Some examples of
added flexibility inctude:

s Eligibility:
—  Establish wait lists instead of immediately enrolling
qualified individuals.

— Eliminate retroactive coverage for periods prior to
enrollment.

—  Eliminate coverage entirely for certain populations.
«  Benefit reductions:

—  Reduce benefits below clrrent federally-mandated
levels.

—  Allow alternative benefit plans with limited services for
certain cohorts.









experience by Medicaid population. This mitigates the risk of
varying growth rates in populations that have significantly
different per capita costs. This process is analogous to how a per
capita funding mechanism could work, although it is not clear
whether states would be responsible for providing the initial
assumptions or if the federal government would determine these
assumptions.

We have outiined several technical and general considerations
for stakehoiders involved in converting the federal funding to an
alternative proposal. If overloocked, these factors could cause
inequities among states or a divergence in medical expenditure
and funding growth rates over time.

INITIAL BENCHMARK RATES

Initial benchmarks must be set under either a block grant or per
capita cap federal funding scheme. in developing benchmarks,
there are many assumptions that must be addressed

+  Category of aid: Medicaid enrcllees qualify for coverage
based on age, income, and disability requirements, and each
category has a different utilization and cost profile {(e.g., low-
income adult, aged, disabled, child). There are currently
federal minimum requirements for mandatory coverage, and
many states alsc extend coverage to optional groups. As a
result of state demographics and varying eligibility
standards, each state has a different mix of parlicipants by
category of aid. Average costs across category differ
because of differences in health status, dual status {poth
Medicare and Medicaid coverage), disability status, or
covered services. For example, the average cost of a low-
income adult was appreximately $340 per member per
month (PMPM) whereas the average cost of a disabled adult
was approximately 51,540 PMPM, based on national FFY
2011 data.?' Current FMAPs also vary by category of aid,
which creates additional differences in funding by state.

Age/gender: The demographic makeup of individual state
populations varies, causing differences in each state’s
Medicaid enrollment demegraphics. Even within a particular
category of aid, costs can differ substantially by age andfor
gender. For example, the average cost for children under the
age of 2 can be four times as much as for ¢hildren between
2 and 18.22
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Geographic differences in cost: The average cost of
Medicaid services tends to be higher in urban areas relative
to rural areas. Additionally, there are definite regional
differences in healthcare markets across states because of
provider or service availability, provider practice patterns,
local healthcare purchasing nuances, and differences in
covered populations or benefits. Medicaid reimbursement
levels vary significantly by state as well, ranging from 38% of
Medicare to 141% of Medicare rates for physician services.?
For example, the average annual Medicaid cost for a child in
FFY 2011 was greater than §3,950 in five states, three of
which are in the Northeast {one is Alaska), while the average
annual cost for a child was less than $2,000 in six states, all
but one of which are in the Midwest or Mountain West
regions. 4

Base data period: In developing benchmark rates, the time
pericd of historical base data will be critical. There are
regular disruptions in state Medicaid programs, such as
economic recessions, eligibility changes, benefit coverage
changes, delivery system changes, and reimbursement
manual changes that may happen at any time. It is difficult to
establish a clean historical data period, and adjustments for
disruption will vary by state and time frame.

Benefit design: Each state currently defines the covered
benefits for each aid category, subject to federal minimums.
States may offer cptional services to enrolled members, and
this coverage may vary from year to year (e.g , adult dental
or ¥ision services). It is unclear whether historical data will
be adjusted to establish a benefit minimum across all states
to establish coverage consistency for developing benchmark
rates, or if all states will be considered at their currently
defined benefit levels.

State or national data: A central ideological consideration
to the development benchmarks is whether national or state-
specific historical experience will be used. ¥We have outiined
demographic and economic reasons for variance in current
Medicaid spending by state. However, even after adjusting
for these known differences, spending by state may still
differ significantly because of current program administration
and local heaithcare market considerations. In a recent letter
to MACPAC commissioners, Republican leaders have
requested that MACPAC "immediately initiate work to report
on optional eligibility groups covered and optional benefits in



























CREDIBILITY ADJUSTMENT

The incurred claims experience for MCOs with lower enroliment will generally exhibit higher variability
from expected levels. As a result, these MCOs may run a greater risk of falling below the minimum MLR

in any particular year, which would be due to random fluctuations alone. Recognizing that elevated
volatility could increase MLR refunds over time for smaller MCOs, CMS intends to develop and release
credibility adjustments with priuciples similar to thosc used in the commercial market. The MLR credibility
adjustment is an additive adjustment that effcetively inereases the MLR based on cach MCO’s member
months, with larger credibility adjustments applicd to MCOs with lower member months. The adjustment
will be added to the MLR bhefore comparing it with the minimum (e.g., 85e4), and will not exceed 10% for
any MCO. The smallest MCOs, with implicd credibility adjustments over 10%, will be deemed non-credible
and will not be required to pay refunds due to minimum MLR requirements.

Appendix i illustrates the eredibility tables utilized in the commercial and Medicare Advantage markets.

The Medicaid MLR formula is similar to the commercial and Medicare Advantage formulas, with a few
key differences, as summarized in Figure 1.

MEDICAID

At least B5%, enforcement at
state's option, level of granularity at
state’s discretion.

MEDICARE ADVANTAGE
855, for each contract

COMMERCIAL

B0% individual
80% small group
B5% large proup

Minimum MLR threshold and
granularity of measuremeant

MLR Refunds Paid to individuals and

group policyholders.

|f enforced by the state, to ba
paid proporticnally to state and
federal based on federal medical
assistance percentape.

Remittances paid to CMS.

Treatment of risk adjustment
in MLR calculation

MLR measurement period

New MCOs reporting of MLR

Accounted for in denorminatur/
cap rate.

One year.

State decision; considered a new
MCO for only one yvear (even ifa

partial year).

Accounted for in denominator/
CMS risk-adjusted revenue.

One year.

Subject to MLR

Transfer payment included
in numeratar,

Three years.

MC s with at least 50%
new members may defer
experience.

In general, states have greater flexibility to establish Medicaid MLR reporting guidelines and the
granularity of the calculation itself than is allowed in the commercial and Medicare Advantage markets.
States must develop the MLR calculation method, under the prescribed guidelines, and submit it to CMS
for review and approval. Statcs may require a minimum MLR higher than 849. The optional enforcement
of MLR refunds is in sharp contrast to the mandatory enforcement in the Medicare Advautage programs
and the commercial market.

States also have the option to select the population groupings (“granularity of measurement”) at which
the MI.R calculation will be reported, with the default set as ail populations covered under the MCO
contract reported together. The level at which the MLR is calculated may impact any state minimum
MLR rebates. States may work with their MCO partuers to determiue the appropriate level of detail that
balances rebate impact, usefulness of the reported MURs, and administrative difficultics.

State Medicaid agencies may determine whether MCOs need to complete MLR reporting in their first
year operating in a state. The regulation clarifies that a MCO is only considered “ncw” for one reporting
year, even il the [irst year was a partial year. It also clarifics that a MCO {s not considered “new” when it
adds an eligibility category or expands its service arca. These exemptions do not occur in the Medicare
Advantage program; in the commercial market, MCOs with at least 509 new members may defer their
experience and include it in a subsequent MLR reporting year.












Historical MLR results, based on the 12-month reporting deadline, may be three years older than the
rating period when they are considered in the rate-setting process. Figure 2 shows an illustration of the
MLR versus rate-setting timeline for calendar year (CY) contracts.

CY 2018 MLR Deadline

1 FD IO

C¥ 2019 Rates Sct C¥ 2020 Rates Set CY 2021 Rates Set

Contracts on a CY hasis nced to report CY 2018 MLR experience by December 2019, By the time CY 2018
MI.R reporting occurs, CY 2020 rates will probably already be developed and may have alveady been
reviewed by CMS. As a result, CY 2018 historical MLRs will likely first be considered when developing
CY 2021 rates, which is a three-year lag from the experience period. In order to incorporate three-year-old
MLRs in the rate-setting process, adjustments will be needed to account for changes that have already
occurred or are projected to change between the experience and rating periods, such as program and
reimbursement changes. Additionally, it is likely that audited financial statements and other information
provided by MCQs will provide a preliminary estimate of the final calculated CMS-defined MLR
aggregated across all Medicaid-eligible populations. For example, the development of CY 2018 capitation
rates should have such information available for the CY 2016 rate period.

Historical MLRs are a standardized measurcment that may be used to identify potential rating issues iu
a given year or to identify repeated patterns over time. It is important to emphasize that MLR results
arc not the same as profit results, especially for MCOs with high or low expenscs as o percentage of
premium and for those with high amounts of quality improvement activities. If MLRs are below 83 or
arc excessively high (e.g., above 1004 or a state-defined maximum MLR), questions will likely be asked
during the CMS rate review process concerning how the rate development vear is estimated to have
different MLR results than the historical period.

If states choose to require MCOs to report MLIts at the aggregate level across all rate cells and managed
care programs, it will be harder to identify where rates could be excessive at the rate cell level and to
make appropriate adjustments to the rating period. This type of aggregate reporting could be especially
challenging when there are many MCOs participating in the program.

RATING PERIOD MLR PROJECTIONS

Because CMS encourages but does not require states to adopt Mcedicaid MIR refunds, CMS may
scrutinize projected MLRs in the capitation rate development more than commercial and Medicare
Advantage products. In states without a MLR refund requiremeut, the capitation rate development may
be the best way to prospectively control the percentage of premium used for patient care, administrative
costs, and quality improvement activities.

Madical losz rabio (LR motne Meps Ree’ 10















Many states have laws and agreements in place that are predicated
on current funding mechanisms. Renegotiating agreements and
modifying laws may require considerable time and effort.

Currently, supplemental payments made for Medicaid members
under a [ee-for-service arrangement with the state are not
subject to the new regulations. Therefore, the new regulations
do not represent a level playing ficld and may dis-incentivize
the use of managed care.

CMS RESPONMSES TO STATE CONCERNS
In the final regulations, CMS did not respond directly to states’

concerns. Instead, it listed concerns with pass-through payments.

« CMS’s interpretation of statutory authority requires managed
care paymaents to providers to be directly related to delivery of
services under the contract (in order to be actuarially sound)

» DPass-through payments limit the managed care plans’ ability
to effectively manage care delivery and implement value-
based purchasing strategies and quality initiatives

in response to the concern that final regulations may dis-
incentivize the use of managed care, CMS noted that statutory
requirements [or payments under managed care are not the
same as under fee-for-service,

Potential state alternatives

Under CMS’s conceptual framework, payments to providers
should be directly related to services provided to beneficiaries
under the contract or value-based payment structures for such
services. Further, CMS maintains that managed care plans
should maintain the ability and responsibility to utilize the full
value of the capitation payment for delivery of services and
associated administrative costs.

Within this framework, we discuss allowable payment
structures that maintain or partially maintain funding strcams
to critical providers.

SET MINIMUM REIMBURSEMENT

Under $438.6(c)(1)(1ii), states are permitted to reguire
managed care plans to adopt 2 minimum fee schedule or
provide a uniform dollar or percentage increase to providers.
For example, the state could mandate minimum physician
reimbursement at a certain percentage of a benchmark rate,
such as Medicare or the Medicaid fee-for-service fee schedule.
Minimum hospital reimbursement could similarly be set at

a percentage of Medicare or at a fixed percentage or dollar
increase from the Medicaid fee-for-service reimbursement level.

Although in general CMS expects mandated reimbursement to
be applied to a broad sct of providers who provide a particular
scrvice, the regulations allow some flexibility:

ERIE

T regulationg

= Class of providers: In responsc to comments, CMS states
that it would be allowable to differentiate a “class of
providers” from other providers offering the same services,
potentially mandating higher reimbursement to this class
or restricting participation in delivery system or payment
reform. (8438.6(c)(2)(i}B).) As examples of what may be
considered a “class of providers,” CMS snggested primary
carc physicians, public hospitals, and teaching hospitals as
part of the final rule. If “class of providers” may be delined
as any defined group that may need higher reimbursement
to assure access or quality, this methodology likely could
be applied to many provider groups that commonly receive
supplemental payments.

» Network providers: §438.6(c)(1)(iii) specifically refers to
network providers. This may imply that out-of-network
providers may be paid at a lower rate. Qut-ol-state providers
are often out-of-network, so this may facilitate using provider
assessments to fund mandated reimbursement as discussed
in the next section of this paper.

The state’s ability to mandate different minimum

reimbursement for classes of providers who provide the same

scrvice should be exercised with caution to avoid unintended

consequences. For example, if mandated reimbursement for a

protected class is too high relative to perceived value, managed

care plans may reduce referrals to these providers or even
decline to include them in networks.

Where states set higher minimum reimbursement, managed
care plans will have the ability to fully utilize a larger capitation
payment. This increases both the risk and opportunity
associated with managing care and focusing on quality.

FUNDING HIGHER MINIMUM MANDATED REIMBURSEMENT
Although higher mandated reimbursement may mitigate the
loss of supplemental payments for healthcare providers, a
source of funding must also be found. For states that already
have provider assessments in place, funding may alrcady be
adequate to support mandated miuimum reimbursement. But
in many states, supplemental payment funding relies heavily on
provider intergoverninental transfers (TGTs). Because the new
regulations specifically prohibit states from conditioning state-
directed payments on IGTs (§438.6(c}(2)(1)(E)), states relying
on [GT's must find alternative funding sources.

Provider taxcs may form a reasonable alternative funding
source for hospitals. One potential advantage of provider

taxes is that they arc generally applied to both public and
private providers. This may be preferable if both public and
private hospitals arc expected to benefit from higher minimum
reimburscment in the capitation rates. A potential disadvantage
is that provider taxes cannot be adjusted to be proportional to
the benefit cach individual provider realizes from enhanced














