June 6, 2007

Mr. David Reese

Chief Financial Officer

Arizona Department of Health Services
Division of Behavioral Health Services
150 N. 18th Avenue, Suite 200
Phoenix, AZ 85007

FINAL AND CONFIDENTIAL

Subject:
Behavioral Health Services State Fiscal Year 2008 Capitation Rates
for the Title XXI and HIFA Il Programs

Dear Mr. Reese:

introduction/Background

The State of Arizona Department of Health Services (ADHS), Division of Behavioral Health

Services (BHS) contracted with Mercer Government Human Services Consulting (Mercer) to

develop actuarially sound capitation rates for each of its Regional Behavioral Health Authorities

(RBHAsS) for State Fiscal Year 2008 (SFY08). Rates were developed for the Title XXI and
'HIFA 1I programs. '

The State Children's Health Insurance Program (SCHIP), titled "KidsCare" and also known as
Title XXI, provides health insurance to uninsured children under 19 years of age whose family’s
gross income is at or below 200 percent of the federal poverty level. The KidsCare benefit
package is identical to what is offered to TXIX Medicaid Members.
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There are four RBHAs for which actuarially sound capitation rates were developed, covering six
geographic service areas. They include:

RBHA Areas Served

Community Partnership of Southem Arizona  Pima, Graham, Greenlee, Santa Cruz, and
(CPSA3 and CPSAS) Cochise Counties

Cenpatico Behaviora! Health of Arizona Yuma, LaPaz, Pinal and Gila Counties

{Cenpatico 2 and Cenpatico 4)

Northern Arizona Regional Behavioral Health Mohave, Coconino, Apache, Navajo, and

Authority (NARBHA)

Yavapai Counties

Maricopa County RBHA (RFP currently out to Maricopa County

bid)

Actuarially sound capitation rates were developed for each of the following population and
RBHA combinations, shown in the tables below.

Title XX|

Maricopa
Population CPSA3 CPSA S5 Cenpatico2 NARBHA Cenpatico4 County Statewide
Children $ 1952 3 3069 $ 1553 % 16.19 $ 3036 $ 1657 $ 1893
SMi $ 1703 § 2143 $ 1121 8 1283 $ 2128 $ 3010 § 2383
HIFA |

Maricopa
Population CPSA 3 CBSAS Cenpatice 2 NARBHA Cenpatico 4 County Statewide
SMi 5 888 §$ 11.18 $§ 767 § &35 $ 1093 3§ 2051 $ 1566
GMH/SA $ 817 $ 12.89 $ 1174 & 796 $ 1685 § 1234 0§ 1172

The rate development schedules are shown in Attachment A.
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Base Costs

Mercer has developed capitation rates for the Title XXI and HIFA Il populations for SFY08.
Because the membership in these populations is quite low, encounter data from their claims is
not sufficient. Based upon review of historical financial statemnents, Title XXI individuals® ¢laim
costs generally represent about 30-35 percent of Title XIX claim costs. Based on this
observation, BHS and Mercer agreed to use the Title XIX claim cost per-member-per-month
(PMPM) values as the base data for the Title XXI rates.

From these base PMPMs, Mercer applied an acuity adjustment factor to the PMPMs to derive the
Title XX capitation rates. The overall acuity adjustment factors were 0.35 for Children and 0.31
for the SMI population, The individual RBHA acuity factors varied. They were adjusted based
on symmetrical bands of medical loss ratic (MLR) experience for each RBHA. A fina]
adjustment was applied to make the entire process budget neutral.

Similar to the Title XXI rates, Mercer used the Title XTX claim cost PMPMs as the base PMPM
for the HIFA TI capitation rates. From there, an overall acuity adjustment factor of 0.20 was
applied to the SMI population, and 0.31 was applied to the GMH/SA population. As with the
Title XXI rate development, individual RBHA factors were adjusted based on symmetrical bands
of MLR experience. A final adjustment was applied to make the entire process budget neutral.

Administration and Underwriting Profit/Risk/Contingency

The actuarially sound capitation rates developed include provisions for RBHA administration.
Mercer used its professional experience in working with numerous state Medicaid behavioral
health and substance abuse programs in determining appropriate loads for administration and
underwriting profit/risk/contingency. Mercer also reviewed current RBHA financial reports, The
component for administration and underwriting profit/risk/contingency is calculated as a
percentage of the final capitation rate. A 10 percent load was added across all populations. This
is the same percentage as SFY07.

Risk Corridors and Performance Incentive

BHS has in place a risk corrider arrangement with the RBHAs that provides motivation for the
RBHAS to appropriately manage expenses, yet provides financial protection against
unmanageable losses. The risk corridor provides impetus for the RBHAS to operate efficiently
and generate net income, but also provides for the return of any excessive profit to the State.
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The proposed SFY08 BHS risk corridor approach provides for gain/loss risk sharing symmetry
around the service revenue portion of the capitation rates. This risk corridor model is designed to
be cost neutral, with no net aggregate assumed impact across all payments. The RBHA contract
also provides for a potential one percent performance incentive. In Mercer’s professional
opinion, the risk corridor and performance incentive methodologies utilized by BHS are
actuarially sound,

Tribal Fee-For-Service Claims Estimate

Mercer received tribal claims and membership data from BHS for SFY04 through SFY06. This
data was reviewed, projected, and trended forward. BHS also provided additional information
related to FFS rate increases that would affect tribal claims, Based on this information, Mercer
and BHS projected that Title XXI tribal claim costs for SFY08 will be approximately $530,000
and the HIFA II tribal claim costs for SFY08 will be approximately $535,000.

BHS Administration/Risk/Contingency

The Arizona Health Care Cost Containment System (AHCCCS) has placed BHS Administration
at financial risk for the provision of BHS covered services for SFY0S. Accordingly, the
capitation rates were developed to include compensation to BHS for the cost of ensuring the
delivery of all BHS covered services. The capitation rates paid to BHS include a 4.40 percent
load, which was negotiated between AHCCCS and BHS Administration. The load represents the
BHS costs of ensuring the efficient delivery of services in a managed care environment.

Development of Statewide Capitation Rates

Statewide capitation rates were developed by blending the SFY 08 capitation rates for each
RBHA using projected SFY08 member months, the estimated amount of SFY0S tribal claims,
and the administrative percentage add-on component for BHS.

The statewide capitation rates are shown in Attachment B.

Certification of Final Rates

Mercer certifies that the above and attached rates were developed in accordance with generally
accepted actuarial practices and principles by actuaries meeting the qualification standards of the
American Academy of Actuaries for the populations and services covered under the managed
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care contract. Rates developed by Mercer are actuarial projections of future contingent events.
Actual RBHA costs will differ from these projections, Mercer has developed these rates on
behalf of BHS to demonstrate compliance with the Centers for Medicare & Medicaid Services
(CMS) requirements under 42 CFR 438.6(c) and are in accordance with applicable law and
regulations,

If you have any questions concerning our rate-setting methodology, please feel free to contact
me at 602 522 6510.

Sincerely,

Y A I B
idyodD Finds T FH PHE

o

Michael E. Nordstrom, ASA MAAA
MEN/hI

Copy:

Eddy Broadway, BHS

Sundee Easter, Mercer

Amanda Mueller, Mercer

Enclosures
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State of Arfzona Attachment 8 Final & Confidentiat
SFYOB Statewide Ratas
Title JOUHIFA If

Statewide TXXI Rate for All Children

Best Estimata Low Fod of Rate Range High End of Rute Range
Col. 1 Col. 2 Col. 1xCal 2 Col. 2 Col. 1xCol. 2 Cal. 2 Col. 1xCal.2
Projected SFYB8 Propased Toatzl Proposed Totat Proposed Total

RBHA Member Moaihs Rates Dollars Rates Dotlars Rates Dollars
CPSA3 23,490 £ 1982 § 438,615 $ 182 5 451.735 5 1982 % 465494
CPSA s 89,655 5 W& § 2,751,756 LIk I 1 2,110479 P O35 s L1902
Cenpaticn 2 30,093 S 155 % §67.381 $ 1530 480,370 5 157 s 474,392
NARBHA 71859 5 615§ £.262,683 $ i555 % 1.243,13) £ 1643 8 1.281,014
Cenpanico 4 24,626 3303 3 747,71 5 PNt s 736495 5 3082 % 758,926
Marnicopa County RBHA 492,530 § 1857 § 8,160,859 $ 1632 ¢ 8,038,446 3 1682 3 £.283,272
Tribes 3 507,249 5 507.249 H 507,249
Subtota] 738,362 s 14355,654 $ 14,147,928 s 14,563,319
BHS Administration/R/C of 4.40% s 660,413 5 630,857 3 669,949
Tatal with BHS Administration/RiC M 15,016,067 H 14,798,782 5 15,233,348
Statewide Capitation Rare -1 20.34 5 20.04 3 20.63

Stabewide TXXE Rade for SM1

Bast Estimate Low End of Rate Ruuge High End of Rate Raage

Cal. 1 Col. 2 Col. 1 xCol. 2 Col. 2 Col. 1xCol. 2 Col. 2 Col. 1x Col. 2
Projecied SFY08 Proposed Total Propoted Total Proposed Totut

RBHA Member Months Rates Doliars Rates Daollars Ratey Deliars
CPSA 3 X 2,167 5 1703 3 36,905 5§ 1677 § 35,351 $ 112 s 37458
CPSA S 2,407 5 2143 § 51,590 $ 20141 % 30816 P27 08 52,364
Cenpatico 2 1.263 $ s 14,152 $ 114§ 13,940 S 3T s 14,365
NARBHA 2,033 P 128§ 26,092 $ 1264 s 25,700 § (302 3 26,483
Cenpatico 4 425 5 11w s 9,042 § 209 ¢ 3,907 3 259 s 9,178
Maricops Councy REBHA 10,14% $ 3010 § 305,967 S 2965 % 300,885 $ 3055 % 310,049
Tribes 3 22596 s 22,59 5 22,596
Sobtotaf 18,434 % 465,844 $ 459,195 3 472,493
BHS Administration/R/C of 4.40% 3 21.431 3 21,125 s 21,7137
Total with BHS Administration/R/C H 487,275 |4 480,320 H 94.230
Susewide Capitation Rate 3 26,42 5 26,04 3 26.80

GIWORKICHSPHXIPmjeciBHSIFY 2008 Rates\DeliverablesiFINAL SFY08_Rates_TXXIHIFA_Q60607.xis
Paga 3of5 [Statewide Rates TXC0] 6442007 1:54 PM




State of Arizona Altachment B Final & Confidential
SFYDS Statewide Rutes
Title JOQHIFA It
Statewide HIFA I Rate for SM1
Best Extimate Low End of Raie Range High End of Rate Range
Col. § Col. 2 Col. 1 xCol. 2 Col. 2 Col.1xCol. 2 Col. 2 Col. fxCok 2
Projecied SFY 03 Proposed Totai Propused Toml Proposed Total
RBHA Member Months Rates Doliars Rates Dollary Rates Dollars
CPSA S 8.359 H 228 § 76,039 $ 875 3% TA.899 s 902 § 71,180
CFSA S 21,200 $ L s Bron § 110§ § 233,482 5 13 s 240,593
Ceapatico 2 9.370 13 167§ 71,888 $ 756 S 0,809 s .79 3 72,966
NARBHA 23015 s 835 § 192,008 H B22 § 189217 s 847 § 164,979
Cenpatico 4 5,135 5 we § 36,102 $ w06 s 55,261 $ Hoe s F5.944
Maricopa County RBEHA 87,569 § 2060 § 1,804,606 S 030 § 1,777,537 S W9 s 1.831.675
Tribes 3 212,200 5 212200 H 212,200
Subtotal 154,848 £ 2,649.97F 5 2,613,408 5 2,686,337
BHS AdministrationW/C of 4.40% $ 121,908 s 120,227 s 123,591
Tolal with BHS Admmistration/R/C 3 2.771,380 5 2,733,632 $ 2810128
Sasrewide Capitation Rate s 17.90 H 17.65 s £8.15
Statewide HIFA II Rase for GMIESA
Best Estimaty Low End of Rate Range High End of Rate Range
Col. t Lok 2 Col. 1xCol. 2 Col. 2 Col.1xCol 2 Col.2 Cobl. 1xCol. 2
Projected SFY08 Proposed Totxl Proposed Totxl Froposed Total

RBHA Member Months Rates Dollars Rates Dollars Rates Dollars
CPSA 3 8.559 H 817 s 49,918 1 505 § 68,870 3 329 3 70,957
CPSA S 21,200 s 8 3 273,331 S 120 5 269231 § 13 s 271431
Crnpatico 2 9370 $ LM S 109,996 $ 1156 § 108,346 § 1Lsr 3 111,643
NARBHA 23,015 s 79 5§ 183,284 b3 184 % 180,535 5 808 $ 136034
Cenpatico 4 5,138 5 1665 % 85479 5 1640 § 84,197 5 1690 % 86,76
Maricopa County RBHA 87,569 $ M s 1,080,389 S ORHE S 1.064,183 § 1252 8 1,096,595
Tribes H a2 3 322832 3 3223312
Subtotal 154 848 5 2,125.229 -4 2,098,194 H 2,152,265
BHS Adminisration/R/C of 4.40% s 97,768 - 96,524 $ 99,012
Total with BHS Adininistration/R/C s 2,222.997 $ 2,104,718 s 2251011
Statewide Capitation Rate |13 1436 s 1517 $ 14.58
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