April 15, 2009

Mr. David Reese

Chief Financial Officer

Arizona Department of Health Services
Division of Behavioral Health Services
160 N. 18th Avenue, Suite 200
Phoenix, AZ 856007

Final and Confidential

Subject: Behavioral Health Services State Fiscal Year 2010 Capitation Rates for the Titie
XX! 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), a
part of Mercer Health & Benefits LLC, to develop actuarially sound capitation rates for each
of its Regional Behavioral Health Authorities (RBHAs) for State Fiscal Year 2010 (SFY10).
Rates were developed for the Title XX| and HIFA Il 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 TX1X Medicaid members.

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 CPSAB) Cochise Counties

Cenpatico Behavioral Health of Arizona Yuma, LaPaz, Pinal and Gila Counties

{Cenpatico 2 and Cenpatico 4)

Consuiting. Qutsourcing. Investments.
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RBHA Areas Served

Northern Arizona Regional Behavioral Health Mohave, Coconino, Apache, Navajo and
Authority (NARBHA) Yavapai Counties

Magelian Health Services (MHS) Maricopa County

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

Title XXI

Population CPSA3 CPSAS5 Cenpatico2 NARBHA  Cenpatico 4 MHS Statewide
Children § 2248 $ 32.34 $ 2800 §$ 2013 $ 3379 § 17.37 $ 21.22
SMi $ 1441 § 19.25 $ 17.41  $ 11.86 $ 1439 $ 33.07 $ 24.13
HIFA Il

Population CPSA3 CPSAS5 Cenpatico2 NARBHA  Cenpatico4 MHS Statewide
SMI 1.40 7.02 0.95 433 1.40 7.58 5.80
GMH/SA 1041 20.92 9.21 10.87 20.71 11.28 13.12

The rate development schedules are shown in Attachment A.

Base Costs

Mercer has developed capitation rates for the Title XXI and HIFA |l populations for SFY 10.
Because the membership in these populations is quite low, encounter data from their claims
is not sufficient. Based upon review of historical financial statements, Title XX individuals’
claim costs generally represent about 30 — 36 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 XX 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 0.38 for
Children and 0.33 for the SMI population. The individual RBHA acuity factors varied. They
were adjusted based on symmetrical bands of medical loss ratio (MLR) experience for each
RBHA. A final adjustment was applied to make the entire process budget neutral.
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Similar to the Title XXI rates, Mercer used the Title XIX claim cost PMPMs as the base
PMPM for the HIFA | capitation rates. From there, an overall acuity adjustment factor of
0.08 was applied to the SMi population, and 0.32 was applied to the GMH/SA population As
with the Title XX! 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 professianal experience in working with numerous state Medicaid behavioral
health and substance abuse programs in determining appropriate loads for administration
and underwriting profitrisk/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 9 percent load was added across all
populations, which is 1 percent less than the load applied for SFYQ9 rates.

Risk Corridors and Performance Incentive

BHS has in place a risk corridor 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 aiso provides for the return of any excessive profit to
the State.

The proposed SFY10 BHS risk corridar approach provides for gainfioss risk sharing
symmetry around the service revenue porlion 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 SFY08 through SFY0S.
This data was reviewed, projected, and trended forward. BHS also provided additional
information related to FFS rate decreases that would affect tribal claims. Based on this
information, Mercer and BHS projected that Title XXI tribal claim costs for SFY10 will be
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approximately $735,875 and the HIFA 1l tribal claim costs for SFY10 wiil be approximately
$429,038.

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 SFY10.
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 3.50 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 SFY10 capitation rates for each
RBHA using projected SFY 10 member months, the estimated amount of SFY 10 tribal claims
and the administrative percentage add-on compuanent for BHS.

The statewide capitation rates are shown in Attachment B.

Certification of Final Rates

In preparing the rates shown above and aitached, Mercer has used and relied upon
enroliment, eligibility, claim, reimbursement level, benefit design, and financial data and
information supplied by BHS and the RBHAs. BHS and the RBHAs are responsible for the
validity and completeness of this supplied data and information. We have reviewed the data
and informatian for intermal consistency and reasonableness but we did not audit it. In our
opinion it is appropriate for the intended purposes. If the data and information are incomplete
or inaccurate, the values shown in this report may need to be revised accordingly.

Mercer certifies that the above and attached rates, including risk-sharing mechanisms,
incentive arrangements, or other payments, were developed in accordance with generally
accepted actuarial practices and principles and are appropriate for the Medicaid covered
populations and services under the managed care contract. The undersigned actuary is a
member of the American Academy of Actuaries and meets its qualification standards 1o
certify to the actuarial soundness of Medicald managed care capitation rates.
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Rates developed by Mercer are actuariai 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 and Medicaid Services
(CMS) reguirements under 42 CFR 438.6(c) and accordance with applicable law and
regulations. Use of these rates for any purpose beyond that stated may not be appropriate.

RBHAs are advised that the use of these rates may not be appropriate for their particular
circumstance and Mercer disclaims any responsibility for the use of these rates by the
RBHAs for any purpose. Mercer recommends that any RBHA considering contracting with
BHS should analyze its own projected medical expense, administrative expense, and any

other premium needs for comparison to these rates before deciding whether to contract with
BHS.

This certification letter assumes the reader is familiar with the BHS program, Medicaid
eligibility rules, and actuarial rating techniques. It is intended for BHS and CMS, and should
not be relied upon by third parties. Other readers should seek the advice of actuaries or
other qualified professionals competent in the area of actuarial rate projections to
understand the technical nature of these resuils.

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

Sincerely,

MWy PE D lndi T TSI

Michael E. Nordstrom, ASA, MAAA

Copy:

Cynthia Layne, ADHS
Sundee Easter, Mercer
Bryan Wang, Mercer
Rob O'Brien, Mercer
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State of Arizona Attachment B8 Final & Confldential
SFY10 Statew!de Rates
Title XXUHIFA 1

Statewide TXX1 Rate for Al Childror

Best Estimate Low End of Rate Range 1Hgh End of Rote Rapge
Coli1 Cel. 2 Col. 12Col.2 Cel 2 Col. ¥ x Col. 2 CoL 2 Col.1xCal 2
Projected SFY10 Proposed Total Propased Totas) Proposed Tolat

RBIA Member Months Rates Dollars Rates Dotlars Rates Daolian
CPSAD 19,516 § 248 5 438 658 $§ 22 % 134,272 s 270 % 443,045
CPBAS 72,868 § 32M S 2.356,398 § 320t s 3332834 $§ 3266 3 1379562
Cenpatico 2 8327 $ 2800 S 793,074 s un s 185.193 $§ 2828 § 804,004
MARBHA 63.124 § 013 8 1.310,765 § 1993 § 1.297,657 5§ 2033 S 1323873
Cenpatico 4 26459 $ 3370 § 804,055 § 3345 S E85.114 L & 902,095
Mugellan 368.077 s 1737 S 6391733 5 1719 § 6322,816 S 154 § 6.455.650
Trilxs s 12401 s 2400 5 2408
Subtotat 580,37t 1 121897.084 s 12715207 $ 13018930
BHS Administration/R/C of 3 50%% 5 467,408 < 461.985 -1 371816
Tatnl with BYS Administrotion/R/iC s 13354985 S 11.238.222 ] 13.490.746
Sintewide Copitation Rate s ez} 5 2281 -1 8325

Statewide TXXT Rate for SMI

Bost Estlmate Low End of Rate Range High Ead of Rate Ronpe

Col 1 Col.2 Col.1xCol. 2 Col.2 Col.1xCul.2 Cal.2 Col. L xCol. 2
Projetted SFY10 Projrosed Totad Fraposcd Total Proposed Totat

RBHA Member Months Rates Dallnrs Rotes Dallars Rotes Pollara
CPSA3 457 $ W4 s 6,584 S 1426 § 6,518 § 1455 § 6,650
CPSAS 1.893 5 193 8 36436 $ 906 § 3607 S 194 S 36,800
Cenpatico 2 652 s T4 S 11352 S 11 8 L0 § 175 § I1,67
NARBHA 2312 § 118 S 27426 5 MW § 114352 § il9s § I1LHR
Cenpatico a3 $ MW S 6,087 S HNB S 6,026 S 453 8§ 6,148
Magellan 9,938 S 3307 S 228662 $ m s 325275 § 3490 % 131949
Tribes 5 2341 s 2347 1 23474
Sulxtotal 15.675 b 440,022 s 435,856 s 444,189
BHE Adminisimtion/R/C of 3 30% 5 15947 s 15396 b3 16.098
Total with BiS Adminisirtion/UC s 455.969 s 451,652 s 460287
Sisvewide Capilntion Rate 5 2909 1 1B 5 2936

GAWORK\DHSPHX\ProjeciBHSWFY 2010 Rates\Analysis\Rate Models\SFY $0_Rates_041509 s
Page3of § [Stalewide Rates TXXI} 4/15/2000 3:36 PM



State of Arizona Attachment B Final & Confidential
SFY10 Statewlde Rates
Title XXUHIFA it

Statewide ILFA £ Rate for SMI

Bost Eslimate Low Eud of Rate Range 3igh End of Rate Range
Col) Cal.2 Col §xCol. 2 Col, 2 Cal. 1 xCal.2 Cal.2 Cob. 1 x Cak2
Projecied SFY10 Preposed Tatal Praposed Total Propased Total

REBELA Member Montha Rates Deltars Rates Dallans Rotes Dollars

CPSA D 4913 S 140 § 6,616 $ 139 s 6.550 s 141 s 6,682
CPSAS (X2} s 702 5 101277 S 695 % 100,264 S 109 S 102290
Cenpatico 2 5119 S 095 S 4885 S 095 S 4,836 5§ 0% S 1934
NARBHA 15,004 § 433 08 65.373 S 42 S 64,719 s 137 3 65,027
Cenpatico 4 3,008 S 140 § 7.007 £ 139 § 6.937 s 141 § 7077
Mogeltan 18978 11 158 § 371.229 s 750 5 162,517 s 766 S FH942
Tribes s 252848 $ 192848 s 292848
Subtotal 93.383 ] 19235 $ R43.67} s £51.800
AHS Adminisiration/RAC of 3 5054 s 0.777 $ 30576 £ 30979
Tota) with BHS AdministrationR/C $ §30.012 4 813247 s 885719
Statewide Copitstion Rals s 942 $ 935 5 9249

Siatewide HIFA 1} Nate for GMISA
Bast Estimate Low End of Rate Range High End of Rate Ronge
Cols 1 Col 2 Cal-1xCal. 2 Col.2 Col 1xCol.2 Col. 2 Cal. 13 Col.2
Projected SFY10 Proposed Total Proposcd Total Proposed Total

RBUA Member Moath Rates Dolinrs Rales Dollers Rates Dollars

CPSA D 4723 £ 0N s 49,156 $ 1030 S 48,664 $ 1051 § 49647
CPSAS 19431 S W07 % 300,884 $§ 207 8 298,865 $ 1S 304,903
Cenpatico 2 5,129 € 931 % 47,259 £ 912 8 16,787 £ 93 § 17,132
NARBHA I15,k04 s 1087 § 164343 $ 10% § 162,659 F 109 S 165,985
Cenpsiico 4 5,008 $§ 2N % 103.738 $ WSl s 102,201 £ M9 § 104.776
Magellan 8978 5 1w s 352425 s 117 s 346,901 £ $132 S 55799
Tribes 4 136,190 s 136,190 S 136,190
Subtotal 93.383 1 1.354.593% s 1.342807 s 1,367,183
BHS Adminisiration/R/C of 3 5004 < 49.106 s 48,664 s 49,548
Tatal with BUS Administration/R/C s 1.404.10 s 139047 s 1.4§6,731
Sintenvide Capitation Rate s 504 s 1490 5 1517

GYWORIQDHSPHX \ProjactBHSWY 2010 Rates\Analysis\Rate Models\SFY 10_Rates_041506 xis
Paged of 5 [Statewide Rates TX04) 4/15/200% 3:36 PM



Stite of Arizona Attachment C
SFY10 PBHS Capltation Rates

Projection of Expenditures

Finai & Confidentiat

Title XXUHIFA 1T

Nota: ThHis Section uses SFY10 Projectad Membor I Ppiiog (o both SFY05 and SFY10 Ratos.
Statowldo Rates SFY10 Tatal Projested Exponditures Percont  Poreant  Parcent
SFYQ3 SFYt0 Projacted MMs S5FYes SFY10 Change <Change Chango
Best Estimate Low High Host Estimatoe Low High Best Low High
TX
Chifdren s 2082 § 23.03 5 2281 5 1025 580371 § 12,083,217 § 13,364,456 § 13.238.222 § 13.490746 10.6% 8.6% 11.56%
SMI 32704 S 2909 5 2887 § 2938 18675 5 423777 8 4558688 § 461,652 8 480,287 1.8% 8.6% H.5%!
Tetal $ 12,506,994 § 13,820,454 § 13,689,874 3 13,951,033 10.6% 29.5% 11.5%
Stafowids Rates SFYtn Total Projocted Expondliures Percent Porcent Poscent
8FYQS SFY10 Projactat MMs SFYDS SFY10 Change (Change Change
Best Estimate Low High Bost Estimato Low High Bost Low High
HIFA I
SME 51033 $ 2942 § 9385 5 949 93383 § 564480 5 880.0%2 5 874,247 5 aas,tie -8.8% 9.4% -8.2%|
GMHISA $ 1328 § 1504 § 1490 § 1517 83,383 § 1,240,427 5 1404101 § 1394471 § 1,416,731 13.2% 12.2% 14.2%|
Total $ 2204618 § 2284413 § 2285713 $ 2,302,510 3.6% 2.8% 4.4%]
{Grand Tatal 3 14711612 § 16,104,567 5 15,955,692 $ 16,253,543 9.5% 8.5% 10.6%)]
Noto: This soction uses SFY09 Actual/Projacted Member Months appllad to SFYCD Rates, and SFY40
Profecied Mombsor Months applled to SFY10 Rates.
Statowida Rates ActualiProfectod Total Projectod Expenditures Porcant  Pareent Percent
SFY09 SFY10 SFYD9 MMs SFyns SFY10 Changa Changa Change
Bost Estimata Low High Best Estimato Low Hlgh Best Low High
TXX]
Children $ 2082 § 23.03 5 2281 § 2325 T17.571 § 14938698 § 13,364,485 S 13,238,222 § 13,489,746 «105%  -11.4% 8.7%
SMt 52704 % 2909 5 2881 5 2835 20722 § S60224 § 455,969 § 451852 S 460,287 “1B6% -10.4%  -17.8%
Tatal $ 154989919 § 13,820,454 5 13,689,874 § 12,951,033 10.8% A1T%  10.0%)
SFY10
Projected Mis
580,31
15875
Statowide Rates ActualfProjocted Total Projocted Expanditures Porcont  Parcent  Parcent
SFY09 SFY10 SFY0D MMs SFY09 SEY10 Chanpge Changa Change
Bost Estimata Low High itost Estimate Low High Bast Low High
HIFA N
SMI $£1033 § 842 $ 536 5 9.49 113680 § 1176283 § 880012 § 874,247 § BBS,779 -25.7%  -25.7%  -24.7%
GMH/SA $ 1328 s 1504 § 1450 5 1517 M3BEH 5 1512480 S 1,404,101 § 1391471 5 1418791 =1.2% -0.0% -B,3%|
Total $ 25888754 § 2,284,113 § 2265718 $ 2302510 -16.0% 15T% -14.4%
SFY10
Projoctod MMs
93,382
93,383
Grand Totai $ 18188673 % 16,304,667 § 159565.582 $ 16233543  -11.8%  123%  .10.8%

Page 50f 5
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