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Introduction

Rudd and Wisdom, Inc. has been retained by the Texas Health and Human Services
Commission (HHSC) to develop the state fiscal year 2007 (FY2007, September 1, 2006
through August 31, 2007) premium rates for HMOs participating in the Texas Medicaid
STAR+PLUS program. This report presents the rating methodology and assumptions used
in developing the premium rates.

Rudd and Wisdom has provided actuarial services to the Texas Medicaid program for over
20 years. We have participated in the state’s managed care rating process since its inception
in 1993. This year, as in previous years, we have worked closely with HHSC in developing
the FY2007 HMO premium rates.

Rudd and Wisdom has relied on the following data sources as provided by HHSC, the
participating HMOs and the agency’s External Quality Review Organization (EQRO):

* Monthly enrollment by risk group for each health plan. This includes historical
enrollment since September 2003 and a projection of future enrollment through August
2007. These projections were prepared by HHSC Systern Forecasting staff.

» Claim lag reports by risk group for each health plan for the period September 2003
through March 2006. These reports include monthly paid claims by month of service.

* Financial Statistical Reports (FSR) for each participating HMO for FY2004, FY2005
and the first six months of FY2006. The FSR contains detailed information regarding

monthly enrollment, revenue, incurred claims and administrative expenses, as reported
by the HMO.

= Reports from the EQRO summarizing their analysis of the HMO’s encounter data.

* Information regarding recent changes in covered services and provider reimbursement
under the Medicaid plans.

* Information from the HMOs regarding current and projected payment rates for certain
capitated services, such as vision services.

* Information from each of the health plans regarding out-of-network claims experience
and provider reimbursement.

= FY2005 acuity risk adjustment analysis provided by the EQRO for each participating
health plan.

*» Information from the HMOs regarding current and projected reinsurance premium rates.

* Historical enrollment and claims experience data on Aged and Disabled and Blind client
under the Medicaid Fee-for-Service (FFS) plan and Primary Care Case Management
(PCCM) plan.

Although the above data was reviewed for reasonableness, Rudd and Wisdom did not audit
the data.
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Overview of the Rate Setting Methodology

The actuarial model used to derive the FY2007 STAR+PLUS premium rates relies
primarily on health plan financial experience. The historical claims experience for each
HMO was analyzed and estimates for the base period (FY2005) were developed. These
estimates were then projected forward to FY2007 using assumed trend rates. Other plan
expenditures such as capitated amounts, reinsurance costs and administrative expenses were
added to the claims component in order to project the total FY2007 cost under the health
plan. These projected total cost rates were determined separately for each risk group for
each health plan. The results of this analysis were then combined for all HMOs in the
service area in order to develop a set of community rates.

The STAR+PLUS program currently serves only Harris County. There is planned
expansion for STAR+PLUS to other service areas during FY2007. At the time of
expansion, there will also be significant changes to the STAR+PLUS program in Harris
County. At that time the rates presented in this report will no longer be applicable and a
new set of rates will apply. The post-expansion Harris County rates and the rates for the
expansion areas are not included in this report.

The risk groups (or rating populations) used in this analysis are as follows:

» Medicaid-only, Other Community Care (OCC)

* Medicaid-only, Community-based Alternatives (CBA)
Dual Eligible, OCC

Dual Eligible, CBA

*

Dual eligible clients are those enrolled in both Medicare and Medicaid. CBA clients are
those that qualify for nursing facility care. OCC clients are those that do not qualify for
nursing facility care.

The acute care services used in the analysis include the following:

* Inpatient Hospital

* Outpatient Hospital

* Physician Services

* Other Professional Services

* Lab, X-ray and Radiology Services

* Medical Supplies

* Behavioral Health Services

EPSDT Medical Services

Family Planning and Genetics Services
Comprehensive Care Program Services
Vision Services

Hearing Services

Home Health Services

Emergency Room Services

* Ambulance Services

- - - - [ 2 L]

The long-term care (LTC) services used in the analysis include the following:



* Adult Foster Care Services

* Assisted Living Services

* Residential Care Services

* Respite Care Services

* Minor Home Modification Services
* Emergency Response Services

* Personal Attendant Care Services

* Adult Day Care Services

* Nursing Services

* Physical Therapy Services

* Occupational Therapy Services

* Speech Therapy Services

* Home Delivered Meal Services

* Non-Emergency Transportation Services

Services specifically excluded from the analysis include:

* Prescription Drugs
* Dental and Orthodontia Services

After accumulating all of the information to be used in the rate setting process, a
comparison of the various sources of claims data was performed to check for consistency.
We compared (i) the claim lag reports provided by the HMOs, (ii) the claim amounts
included in the FSRs and (iii) the claim amounts in the encounter data files as provided by
the EQRO. There was satisfactory consistency between the three claims data sources for
each of the health plans,

We projected the FY2007 cost for each HMO by estimating their base period (FY2005)
average claims cost and then applying trend and other adjustment factors. (These
adjustment factors are described in Section HI). We added capitation expenses for services
capitated by the HMO (such as care coordination and vision services), a net cost of
reinsurance, a reasonable provision for administrative expenses and risk margin.

Care coordination is an integral STAR+PLUS service. HMOs must coordinate the client’s
acute and long-term care, including dual eligible client’s Medicare services. All clients
receiving long-term care services or who request it receive care coordination services from
the HMO. Care coordination services include development of an individual plan of care
with the client, family members and provider, and authorization of long-term care services
for the client.

Attachment 2 presents a description and an example of the experience analysis for a sample

HMO. This type of analysis was conducted on the experience of each participating
STAR+PLUS HMO.

The analysis of base period claims experience for each health plan attempted to identify and
adjust for any distortions in the data. Significant variations in experience, including the
impact from unusually large individual claims, were mvestigated and adjustments were
made if deemed appropriate.




HHSC utilizes a community rating methodology in setting the STAR+PLUS base premium
rates. The base rates vary by risk group but are the same for each HMO. The community
rates are developed by a weighted average of the projected FY2007 cost for each health
plan. The weights used in this formula are the projected FY2007 number of members
enrolled in each health plan by risk group. Attachment 3 presents the summary community
rating exhibit along with a description of the analysis.

The base community rate for each risk group was adjusted to reflect the health status, or
acuity, of the population enrolled in each health plan. The purpose of acuity risk adjustment
is to recognize the anticipated cost differential between multiple health plans in a service
area by analyzing the health status of their respective memberships. Additional information

regarding risk adjustment is included in Section III below under Risk Adjustment and in
Attachment 10.
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Adjustment Factors

This section contains a description of the adjustment factors used in the FY2007
STAR+PILUS rate setting process.

Trend Factors

The rating methodology uses assumed trend factors to adjust the base period claims cost to
the projection period. The cost trend factors used in this analysis are a combination of
utilization and inflation components. The projected trend rate assumptions were
developed by the actuary based on an analysis of recent experience under the HMO plans.
The trend assumptions vary by type of service (acute care and LTC) and projection year
(FY2006 and FY2007) but are the same for each risk group and health plan.

The trend analysis included a review of HMO claims experience data through March 31,
2006. Based on this information, estimates of monthly incurred claims were made through
January 2006. The claims cost and trend experience was reviewed separately by risk
group and type of service.

The FY2006 trend assumptions by risk group were developed using the weighted average
HMO trend for the period September 1, 2005 through January 31, 2006 (the first five
months of FY2006). The FY2007 trend assumptions were developed based on an average
of the HMO experience trends for the most recent three years (FY2004 through FY2006).

Attachment 4 is a summary of the cost trend analysis. The chart below presents the
assumed annual trend rates for FY2006 and FY2007. Note that these trend assumptions
apply to all risk groups.

FY2006 FY2007
Acute Care 5.6% 8.0%
Long Term Care 3.0% 3.0%

Provider Reimbursement Adjustment

There are several provider reimbursement changes that impact the cost of acute care
services in the STAR+PLUS program. Effective September 1, 2006 ESRD clients who are
recetving 1915(c) services will be included in STAR+PLUS. This change is estimated to
increase the program’s average claims cost by 0.3%. Effective March 1, 2006, a Medicaid
provider reimbursement increase was implemented for Nurse Practitioners, Clinical Nurse
Specialists, Certified Nurse Midwifes, and Certified Registered Nurse Anesthetists. This
change is estimated to increase the average cost by 0.06%. There was also an increase in
the amount paid to nursing facilities. Attachment 5 presents the estimated cost impact
from these revisions.

For LTC services, there was a 13.5% increase in the amount paid nursing facilities and a
1.1% increase in the amount paid on all other services. Exhibit C of Attachment § presents
the estimated cost impact of these changes.




Benefit Change Factors

Effective September 1, 2006, the State restored several services and covered providers that
were reduced or eliminated in FY2004. These revisions impact adult clients only. The
rate setting process includes adjustments for the estimated cost impact of these revisions.
Attachment 6 presents the estimated cost impact from these revisions,

Out-of-Network Adjustment

Effective September 1, 2006, the state will implement a change in the rules regarding
STAR+PLUS HMO reimbursement to out-of-network providers, Currently, HMOs are
allowed to pay out-of-network providers a discounted Medicaid fee-for-service (FFS) rate
using a discount of up to 12%. Beginning September 1, 2006, the maximum discount will
be 3%. Attachment 7 presents the estimated cost impact from this revision.

Nursing Facility Adjustment

Effective September 1, 2006 the state will no longer pay a premium to the HMO on behalf
of STAR+PLUS clients in a nursing home even though the health plan will continue to be
financially responsible for those clients. As a result, an adjustment to the premium is
required in order to properly compensate the HMO for these services. Attachment 8
presents the estimated cost impact from this adjustment.

Investment Income Adjustment

An nvestment income credit was included in the rating process to account for the income
expected to be generated between the time the health plan receives the premium from
HHSC and the time they pay claims. This revision is new for FY2007. We have assumed
that the value of this timing (or cash flow) difference is 0.25% of premium. Attachment 9
presents our analysis and estimate of the value of this revision.

Risk Adjustment

Several risk adjustment techniques are employed in the rate setting methodology.
Premium rates are established separately by risk group in order to recognize the inherent
demographic variation in the cost of delivering care. In addition, the rating methodology
includes a health status adjustment.

The base community rate in each service area was adjusted to reflect the health status, or
acuity, of the population enrolled in each health plan. The purpose of acuity risk
adjustment is to recognize the anticipated cost differential between muitiple health plans in
a service area by analyzing the health status of their respective memberships. The risk
analysis was performed by the University of Florida’s Institute for Child Health Policy
(ICHP). The methodology used to incorporate the acuity risk adjustment is the Chronic
Hiness and Disability Payment Systemm (CDPS). This adjustment applies to acute care
services only. Additional information regarding acuity risk adjustment is included in
Attachment 10.




Although the results of the risk adjustment analysis were reviewed for reasonableness,
Rudd and Wisdom did not audit the risk adjustment data or the results of ICHP’s analysis.
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Administrative Fees and Risk Margin

The rating methodology includes an explicit provision for administrative services. The
amount allocated for administrative expenses is $12.6275 per member per month plus

7.5% of gross premium. This amount is intended to provide for all administrative-related
services performed by the HMO.

The administrative fee amounts were determined based on a review of (i) the
administrative fee provision included in Medicaid HMO premium rates in other states,
(ii) the reported administrative expenses of the STAR+PLUS HMOs and (iii) the fees
paid for similar services for other large Texas health plans.

The premium rates also include a risk margin equal to 2.0% of gross premium.,




Summary

The chart below presents the results of the FY2007 STAR+PLUS rating analysis.

Medicaid Medicaid Dual Dual
Only Only Eligible Eligible
Health Plan QCC CBA OCC CBA
Monthly Premium Rates
Americaid - Harris 824.76 3.812.97 144.74 1,303.83
Evercare — Harris 2846.38 3.57844 144.74 1,303.83

The above premium rates include provision for 1915(b}3) waiver services. The
STAR+PLUS HMOs cover annual adult well-checks and adult inpatient hospital days in
excess of thirty. The chart below presents the amount included in the FY2007

STAR+PLUS HMO premium rates for 1915(b)(3) waiver services.

Medicaid Medicaid
Only Only
Health Plan 0OCC CBA

Monthly Premium Rates for 1915(b3(3) Services

Americaid - Harris 797 40,82
Evercare — Harris 8.17 38.31

Attachment 1 presents additional information regarding the FY2007 rates including a

comparison to current (FY2006) rates.




VI. Actuarial Certification of FY2007 STAR+PLUS HMO Premium Rates

I, David G. Wilkes, am a principal with the firm of Rudd and Wisdom, Inc., Consulting
Actuaries (Rudd and Wisdom). I am a Fellow of the Society of Actuaries and a member of
the American Academy of Actuaries. I meet the Academy’s qualification standards for
rendering this opinion.

Rudd and Wisdom has been retained by the Texas Health and Human Services Commission
(HHSC) to assist in the development of their state fiscal year 2007 (FY2007) managed care
rate-setting methodology, assumptions and resulting premium rates and to provide the
actuarial certification required under Centers for Medicare and Medicaid Services (CMS)
requirements 42 CFR 438.6(c).

I certify that the FY2007 HMO premium rates developed by HHSC and Rudd and Wisdom
satisfy the following:

(a) The premium rates have been developed in accordance with generally accepted
actuarial principals and practices;

(b) The premium rates are appropriate for the populations and services covered under the
managed care contract; and

(¢) The premium rates are actuarially sound as defined in the regulations.

We have relied on historical experience data and program information provided to us by
HHSC. We have reviewed the data for reasonableness but have not audited the data.

Please note that actual health plan contractor experience will differ from these projections.
Rudd and Wisdom has developed these rates on behalf of the State to demonstrate
compliance with the CMS requirements under 42 CFR 438.6(c). Any health plan
contracting with the State should analyze its own projected premium needs before deciding
whether to contract with the State.

David G. Wilkes, FS.A.,, MLALAA,
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Attachment 1
Summary of FY2007 STAR+PLUS Rating Analysis

~'The attached exhibit presents summary information regarding the FY2007 rates. Included on the

exhibit are current (FY2006) premium rates, projected FY2007 enrollment, FY2007 premium
rates and a comparison of FY2006 and FY2007 rates.
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Agtachment |

FY2007 STAR+Plus Rating
Surnmary
Medicaid Only Medicaid Only Dual Eligible Dual Eligible
ocC CBA QCC CBA Total

Projected FY 2007 Recipient Months

Americaid 141,332 8,399 130,034 16,755 296,521
Evercare 142,132 5,293 213.730 18,321 379,475
Total 283.464 13,692 343,764 35,076 675,996
FY2006 Premium Rate

Americaid 820.17 3,151.61 168.36 £,291.10 626.98
Evercare T78.80 3,037.76 168.36 },291.10 491.22
Total 799.43 3,107.60 168.36 1,291.10 550.77
Projected FY2007 Premium Based on FY2006 Premium Rates

Americaid 115,916,525 26,471,499 21,892,471 21,632,967 185,913,462
Evercare 110,692,156 16,077,778 35,983,637 23,653,656 186,407,227
Total 226,608,681 42,549,277 57,876,107 45,286,624 372,320,689
FY2007 Rates Based on Individual Plan Experience

Americaid 752.95 3,829.42 174.31 1,358.39 620.56
Evercare 917.79 3,552.31 126.75 1.253.93 525.23
Total 835.60 3,722.30 144.74 1,303.83 567.04
Percentage Increase

Americaid -8.2 % 215 % 35% 32% -10%
Evercare 178 % 169 % 247 % -29% 6.9 %
Total 45 % [9.8 % -14.0 % 1.0 % 3.0%
FY2007 Premium - Individual Plan Experience

Americaid 106,416,156 32,164,636 22,666,398 22,760,506 184,007,697
Evercare 130,446,388 18,801,106 27.090,615 22,972,616 199,310,723
Total 236,862,544 50,965,741 49,757,013 45,733,122 383,318,420
FY2007 Community Rate

Acute Care 745.07 2,571.67 0.00 (.00

LTC 50.53 1,150.64 144,74 1,303.83

Total 835.60 3,722.31 144.74 1,303.83
FY2007 Risk Adjusted Factors
Americaid 0.985 1.033
Evercare 1014 0.942
FY2007 Preliminary Risk Adjusted Rate
Americaid 824.42 3.807.31 14474 1,303.83
Evercare 846.03 3,573.13 144.74 1,303.83
Total 835.26 3,716.78 144.74 1,303.83

i3



Attachment 1
FY2007 STAR+Plus Rating
Sumumary

Medicaid Only Medicaid Only Dual Eligible Dual Eligible

OCC CBA QCC CBA Total
FY2007 Risk Adjusted Rate
Americaid 824.76 3,812.97 144.74 1,303.83 638.27
Evercare 846.38 3,578.44 144.74 1,303.83 511.39
Total 835.60 3,722.31 144.74 1,303.83 567.04
Percentage Increase
Americaid 0.6 % 21.0% -14.0 % 1.0 % 1.8 %
Evercare 87 % 178 % -14.0 % 1.0% 41 %
Total 4.5 % 19.8 % -14.0 % 1.0 % 30%
FY2007 Premium - Risk Adjusted Rate
Americaid 116,565,241 32,026,498 18,821,075 21,846,264 189,259,078
Evercare 120,297,415 18,939,404 30,935,326 23,886,877 194,059,022
Total 236,862,656 50,965.902 49,756,401 45,733,141 383,318,100
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Attachment 2
Individual HMO Experience Analysis

The following exhibits present a summary of the experience analysis performed for each
participating HMO. These exhibits use hypothetical experience data from a sample HMO. The
actual analysis is based on experience data provided by each HMO. This data was checked for
reasonableness by comparing to other data sources provided by HHSC, the EQRO and the HMO.
Below is a brief description of each of the exhibits contained in this attachment.

Exhibit A. This exhibit shows monthly enrollment and earned premium by risk group for the
period September 2003 through March 2006. All of this information was provided by HHSC.

Exhibit B. This exhibit shows a sample of a claim lag report for one risk group. This report
includes claim amounts by payment month and month of service. We analyzed claims
experience for the period September 2003 through January 2006 separately by risk group and
type of service (acute care and LTC).

Exhibit C. This exhibit shows the calculation of estimated monthly incurred claims for one risk
group. The report includes the following information: (i) monthly enrollment, (ii) claim amounts
incurred in that month and paid through March 31, 2006, (iii) estimated proportion of that
month’s incurred claims paid through March 31, 2006 (completion factor), (iv) estimated
incurred claims, (v) estimated incurred claims per member per month (pmpm) and (vi) the ratio
of this month’s incurred claims pmpm to the same statistic from one year ago (trend factor). The
assumed completion factors and estimated incurred claims were derived based on the actual
historical claims payment pattern of the HMO. This analysis was performed separately by risk
group and type of service (acute care and LTC).

Exhibit D. This exhibit is a summary of the sample HMO’s projected FY2007 cost based on the
HMO’s actual experience for two risk groups. The top of the exhibit shows summary base
period (FY2005) enrollment, premium and claims experience. Next are projected FY2007
enroliment and premium based on current (FY2006) rates. Trend assumptions (separate for
acute care and LTC) for FY2006 and FY2007 are used to project the average base period claims
cost to FY2007. Following that are several adjustment factors. Combining these factors results
in projected FY2007 incurred claims.

In addition to incurred claims, provision is also made for services that are capitated by the HMO,
such as vision services. The cost of reinsurance is also considered. In developing the cost of
reinsurance, an assumption is made regarding how much the HMO is expected to receive in
reinsurance recoveries (reimbursements from the reinsurance company for large claims), We
have assumed that the net cost of reinsurance (reinsurance premium less reinsurance recoveries)
is the minimum of (a) the actual reinsurance premium rate and (b) $1.50 pmpm.

A provision for administrative expenses is included in the amount of $12.6275 pmpm and 7.5%
of gross premium. A risk margin is also included at 2.0% of gross premium.

At the bottom of Exhibit D is a summary of the projected FY2007 cost based on the above
assumptions along with the resuiting rate change.
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Attachment 2 - Exhibit A

Sample HMO
Enrollment and Premium Experience

Members
Medicaid  Medicaid Dual Dual
Only Cnly Eligible Eligible Total
Month OCC CBA occC CBA Members
Sep-03 10,485 238 13,118 786 24,627
Oct-03 10,493 249 13,278 81l 24,831
Nov-03 10,666 252 13,409 816 25,143
Dec-03 10,722 254 13,345 820 25,141
Jan-04 10,714 256 13,416 827 25,213
Feb-04 10,823 265 13,646 831 25,565
Mar-04 10,816 271 13,454 859 25,400
Apr-04 10,862 269 13,503 876 25,510
May-04 10.870 274 13,485 897 25,526
Jun-04 11,067 301 13,368 911 25,647
Jul-04 11,041 293 13471 931 25,736
Aug-04 11,008 306 13,449 1,000 25,763
Sep-04 10,941 314 13,447 1,024 25,726
Oct-04 10,936 325 13,401 1,048 25,710
Nov-04 11,k44 331 13,472 1.068 26,015
Dec-04 10,990 35] 3,253 1,075 25,669
Jan-05 11,035 362 13,364 1,092 25,853
Feb-05 11,193 372 13,448 1,103 26,116
Mar-05 11,212 378 13,457 1.104 26,151
Apr-05 11,257 405 13,480 1,117 26,259
May-05 11,268 408 13,518 117 26,301
Jun-03 11,330 426 13,554 1,116 26,426
Jul-05 11,312 433 13,532 1,118 26,395
Aug-05 11,358 438 13,558 £,127 26,481
Sep-03 11,365 439 13,710 £,155 26,669
Oct-05 11,400 436 13,737 1,167 26,740
Nov-03 11,503 431 13,752 1,180 26,866
Dec-05 11,473 432 13,489 1,183 26,577
Jan-06 11,614 432 13,741 1,199 26,986
Feb-06 11,699 427 13,757 1,195 27,078
Mar-06 11,664 431 13,708 1,188 26,991
FY2004 129,567 3,228 160,942 10,365 304,102
FY2005 133.976 4,543 161,484 13,089 313,102
FY2006 80,718 3,028 95,894 8,267 187,907
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Sample HMO
Enrollment and Premium Experience

Month

Sep-03
Qct-03
Nov-03
Dec-03
Jan-04
Feb-04
Mar-04
Apr-04
May-04
Jun-04
Jul-04
Aug-04
Sep-04
Oct-04
Nov-04
Pec-04
Jan-05
Feb-05
Mar-05
Apr-05
May-05
Jun-05
Jul-05
Aug-05
Sep-05
Oct-05
Nov-05
Dec-03
Jan-06
Feb-06
Mar-(6

FY2004
FY2005
FY2006

Premium
Medicaid

Only

occC

7,221,229
7,226,739
7,345.888
7,384,456
7,378,946
7.454,017
7,449,196
7.480,877
7,486,386
7.622,064
7,604,158
7,581,430
8,057,390
8,053,708
8,206,887
8,093,476
8.126,615
8,242,973
8,256,965
8,250,105
8,298,206
8,343,865
8,330,609
8,364,486
9,086,090
9,114,072
9,196,418
9,172,434
9,285,161
9,353,117
9,325,135

89,235,384
98,665,285
64,532,427

Medicaid
Only
CBA

849,819

889,097

899,809

906,950

914,092

946,228

967,652

960,510

978,364
1,074,772
1,046,206
1,092,625
1,062,994
1,100,232
1,120,544
1,188,251
1,225,489
1,259,343
1,279,655
1,371,059
1,381,215
1.442,151
1,465,848
1,482,775
1,358,569
1,349,285
1,333,811
1,336,506
1,336,906
1,321,433
1,333,811

11,526,123
13,379,554
9,370,721

Dual
Eligible
OCC

2,001,151
2,025,559
2,045,543
2,035,780
2,046,611
2,081,697
2,052,408
2,059,883
2,057,137
2,039,288
2,055,001
2,051,645
2,087,378
2,080,237
2,081,259
2,057,263
2,074,494
2,087,533
2,088.930
2,092,500
2,098,399
2,103,987
2,100,572
2,104,608
2,308,216
2,312,761
2,315,287
2,271,008
2,313,435
2,316,129
2,307,879

24,551,702
25,067,161

1
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6,144,714

Dual
Eligible
CBA

1,181,625
1,219,209
1,226,725
1,232,739
1,243,262
1,249.276
1,291,309
1,316,926
1,348,496
1,369,543
1,399.610
1,503,340
1,348,936
1,380,551
1,406,858
1,416,119
1,438,513
1,453,004
1,454,321
1,471,446
1,458,273
1,470,129
1,472,764
1,484,620
1,491,221
1,506,714
1,523,498
1,527,371
1,548,029
1,342,865
1,533,827

15,582,119
17.253,575
10,673,524

Attachment 2 - Exhibit A

Total

11,253,825
11,360,603
11,517,965
11,559,925
11,582,911
11,734,217
11,760,624
11,818,195
11,870,383
12,105,667
12,104,974
12,229,040
12,556,697
12,614,729
12,825,588
12,755,109
12.865.112
13,042,853
13,079,871
13,225,111
13,236,093
13,360,132
13,369,793
13,436,488
14,244,095
14,282,832
14,369,015
14307719
14,483,530
14,533,542
14,500,652

140,895,328
156,367,576
100,721,386



Sample HMO
Enrollment and Premium Experience

Month

Sep-03
Oct-03
Nov-03
Dec-03
Jan-04
Feb-04
Mar-04
Apr-04
May-04
Jun-04
Jul-04
Aug-04
Sep-04
Qct-04
Nov-04
Dec-04
Jan-05
Feb-05
Mar-05
Apr-05
May-05
Jun-03
Jul-05
Aug-05
Sep-05
Oct-05
Nov-03
Dec-05
Jan-06
Feb-06
Mar-06

FY2004
FY2005
FY2006

Adjusted Premium (using current rates)

Medicaid
Only
oCC

8,382,548
8,388,944
8,527,254
8,572,025
8,565,629
8,652,772
8,647,176
8,683,952
8,690,348
8,847,845
8,827,059
8,800,676
8,747,111
8,743,113
8,909,403
8,786,285
8,822,262
8,948,580
8,963,770
8,999,746
9,008,541
9,058,108
9,043,718
9,080,494
9,086,090
9,114,077
9,196,418
9,172,434
9,285,161
9,353,117
9,325,135

103,586,225
107,111,132
64,532,427

Medicaid
Only
CBA

736,536
710,578
779,862
786,051
792,241
820,093
838,661
832,472
847,945
431,502
906,744
946,975
971,733
1,005,774
1,024,342
1,086,236
1,120,278
1,151,225
1,169,793
1,253,349
1,262,634
1,318,338
1,340,001
1,355,474
1,358,569
1,349,285
1,333,811
1,336,906
1,336,906
1.321.433
1,333,811

9,989,639
14,059,177
9,370,721

Pual

Eligible

2
2
1
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2,208,546
2235484
2,257.539
2,246,764
2,258,718
2,297,441
2,265,115
2,273,365
2,270,335
2,250,636
2,267,978
2,264,274
2,263,937
2,256,192
2,268,146
2,231,275
2,249.963
2,264,105
2,265,621
2.269,493
2,275,890
2,281,951
2,278,248
2,282,625
2,308,216
2,312,761
2,315,287
2,271,008
2,313,435
2,316,129
2,307,879

7,096,195
7,187,446
6,144,714

Dual
Eligible
CBA

1.014.805
1,047,082
1,053,538
1,058,702
1.067.,740
1,072,904
1,109,055
1,131,004
1,158,117
1,176,192
1,202,014
1,291,100
1,322,086
1,353,073
1,378,895
1,387,933
1,409,881
1,424,083
1,425,374
1,442,159
1,428,248
1,440,868
1,443,450
1,455.070
1,491,221
1,506,714
1,523,498
1,527.371
1,548,029
1,542,865
1,533,827

13,382,252
16,912,119
10,673,524

Attachment 2 - Exhibit A

Total

12,342,435
12,442,088
12,618,192
12,663,542
12,684,327
12,843,210
12,860,007
12,920,792
12,566,744
13,206,175
13,203,795
13,303,025
13,304,867
13,358,153
13,580,788
13,491,729
13,602,384
13,787,993
13,824,558
13,964,747
13,976,312
14,099,265
14,105,416
14,173,663
14,244,095
14,282,832
14,369,015
14,307,719
14,483,530
14,533,542
14,500,652

154,054,331
163,269,874
100,721,386




61

[ROCSTE  091PS8Y  £TBEY99 SPRIESE 9PS60T9 €RSOIOP LLOCSGE SLELITS O£8FSSS 616SITh SLO9YEL BLEPELE QISLIVE POCELIT 969791 R0,

SO~
90334
SO-uey
SO0
SO-AON
SO-120
Go-dog
SOo-8ny
Co-iny
c-uny
So-Aepy
GO-ady
SO-TBN
SO-qGad
LO-uep
FO-09C1
(A xen! P-AON
YCBLYET TILSOT YO0
8LO06ST 88E9TIT 019997 p-dag
ECI6TL  11TLSST 9V9IOST LTl pO-Sny
OL6YST  ¥6ILOF  OE00EIT ITIHOIZ €EHL6T PO-If
LYTER LYCIST  CL9L6L  TLTOSIL €697SST 8896 po-unp
£89IC 108 ELOGEL  9PR9RY  €TOROST TTIG9OT SEINIT PO-ABN
LOTOF ££86C POIFLI T€896T  1L00TL  TIS9LTT 999SPTT  CPIRLE FO-1dy
619 C6TE LO98E FOl66 TCESTy  TE008E  6L90981 FISRLET  LLR9%9C PO~
6yl 6EL8E 9¢F9C 6¥ o9t EIAASN [AAASA] [06SSF  T8LTBTI £TL860T +EST6! FO-G3:]
Frl 1ZT1¢ 0SS09t  L9sTT 85HE6 1ZS8IT  OOSTOT  899ETC  9679RLT  SSC6VRI 960PHT -t
SLA0T 8990T (4% T RETPE 01ees SEL9S BIPED]  PESEOT  9S0TLY  QLLETIL QISFSH!  SLOPZE CO-09¢T
FEOLT LOTTE  LES 686£¢C £EF0E 6559 8090C1  BEITOT  €6E96L  9S99FS  vHPI96  SEY0861 SHSLIE CO-AON
09961-  SEIPC 8166 69LLT-  9{91F COLCCl  LI60TT  8LE90€ 060161  L9CROE  FIISIS  ZOIISOL  LRLLFOT COSOIY £0-100

6561 CLVE SLOBTE  E£CALS TO9L1 OTLB0T  €9TZE0T  66l1TF Soted 9CTEOT  SOEY9L  €0S8LT  9BITSOI 60LTITT 969791 ¢0-dog

SIe]) a0y ‘1)) AnuWiUoD) 10 Afu0 presipay

FOAON b0-90  po-dog po8ny porinr porung porkeN po-ady POTEIN. v0-02d #OUBL €0-09 €OPAONL £0P1P0 gordes  paamoug
Died QIO uop

woday et suney

§f QI ~ 7 Uy OWH adweg



Atta t 2 - Exhibit
Sample HMO chmen xhibit C

Estimated Claims Experience

Medicaid Only, Other Community Care, Acute Care

Inc & Pd Completion  Est Incurred Incurred Trend
Month Members Claims Factor Claims pmpm Factor
Sep-03 10,485 4,730,410 1.000 4,730,410 451.16
Oct-03 10,493 5,172,167 1.000 5,172,167 492.92
Nov-03 10,666 4,605,594 1.000 4,605,594 431.80
Dec-03 10,722 4,399,253 1.0G0 4,399,253 410.30
Jan-(4 10,714 5,212,957 1.000 5,212,957 486.56
Feb-04 10,823 4,408,592 1.000 4,408,592 407.34
Mar-04 f0,816 3,285,874 1.000 5,285,874 488.71
Apr-04 10,862 5313912 1.000 5,313,912 489.22
May-04 ' 10,870 5,642,978 1.000 5,642,978 519.13
Jun-04 11,067 5,223,920 1.060 5,223,920 472.03
Jut-04 11,041 5,770,652 1.000 5,770,652 522.66
Aug-04 11,008 5,871,349 1.000 5,871,349 533.37
Sep-04 10,941 5,625,157 0.999 5,630,788 514.65 1.141
Oct-04 10,936 3,817,714 0.998 5,829,373 533.04 1.081
Nov-04 £1,144 5.598,167 0.997 5,615,012 503.86 1.167
Dec-04 13,590 5.421,686 0.996 5,443,460 49531 1.207
Jan-05 11,035 6,030,450 0.995 6,060,754 549.23 1.129
Feb-05 11,193 5,485,245 0.992 5,529,481 494 .01 £213
Mar-05 11,212 6,757,209 0.990 6,825,464 608.76 1.246
Apr-05 11,257 6,444,250 0.989 6,515,925 578.83 1.183
May-05 11,268 6.069.264 0.985 6.161.689 546.83 1.053
Jun-03 11,330 6,093,828 (2.980 6,218,192 348.83 1.163
Jui-05 11,312 6,135,431 0.974 6,299,210 556.86 1.065
Aug-05 11,358 6,351,839 0.967 6,568,603 578.32 1.084
Sep-05 11,365 6,395,296 0.961 6,654,835 585.56 1.138
Oct-05 11,400 6,011,081 (.948 6,340,803 556.21 1.043
Nov-03 11,503 5,634,745 0.921 6,118,073 531.87 1.056
Dec-05 11,473 5,319475 0.873 6,093,328 33110 1072
Jan-06 11,614 5,437,741 0.830 6,551,493 564.10 1.027
Feb-06 11.699
Mar-06 11,664
9/03-11/03 31,644 14,508,171 458.48
12/03-2/04 32,259 14,020,802 434.63
3/04-5/04 32,548 16,242,764 499.04
6/04-8/04 33,116 16,865,921 509.30
9/04-11/04 33,021 17,075,173 317.10 £.128
12/04-2/05 33,218 17,033,694 512,79 1.180
3/05-5/05 33,737 19,503,078 578.09 1.158
6/03-8/05 34.000 19,086,005 561.35 1102
9/05-11/03 34,268 19,113,710 357.77 1079
FY2004 129,567 61,637,638 475.72
FY2005 133,976 72,697,950 542.62 [.141
FY2006 57,355 31,758,533 353.72 1.067

20




Sample HMO

STAR+PLUS Experienced-based Renewal Rating

FY2005 Experience Period
Member Months

Premium Revenue
Adjusted Premium

Estimated FY2005 Incurred Claims
Acute Care
Long Term Care

Projected FY 2007 Member Months

Projected FY2007 Premium
at Current Rates

Amnuat Cost Trend Assurnptions
Acute Care
FY2006
FY2007
Long Term Care
FY2006
FY2007

Provider Reimbursement Change
Acute Care
Long Term Care
Benefit Change Factor (pmpm)
Out-of-Network Adjustrment
4 Month Nursing Facility Adjustment
Projected FY 2007 Incurred Claims
Acute Care
LTC
Total
Capitation Expenses
Net Reinsurance Cost
Administrative Expenses
Fixed Amount
Percentage of Premium
Total
Risk Margin
Investment Income Adjustment

Projected Total Cost

Experience Rate Increase

Medicaid Only, OCC

Attachment 2 - Exhibit D

Medicaid Only, CBA

per Member per Member
Armount per Month Amount per Month
133,976 4,543
98,665,285 736.44 15,379,554 3,385.33
107,111,132 793.48 14,059,177 3,094.69
72.697,950 542.62 8,688,668 1.912.54
7,876,449 58.79 4,743,464 1,044.13
140,000 6,000
111,927,200 799.48 18,568,140 3,094.69
5.6 % 56%
8.0 % 8.0 %
30% 3.0%
3.0% 30%
1.0038 1.0038
1.0113 1L.O113
273 6.51
1.003 1.003
1.0007 1.00600
87,732,400 626.66 13,222,080 2,203.68
8,836,800 63.12 6,721,380 1,120.23
96,569,200 689.78 19,943,460 3,323.91
5,000,000 35.71 200,000 33.33
250,000 1.79 10,000 1.67
1,767,850 12.6275 75,765 12.6275
0 73 % 0 75 %
1,767,850 75,765
0 20% 0 2.0%
0.9975 0.9975
114,174,677 81553 22.296.853 3,716.14
2.0% 20.1 %
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Attachment 3
Community Experience Analysis

The following exhibit presents a summary of the STAR+PLUS experience analysis performed
for the Harris County area. HHSC utilizes an adjusted community rating methodology in setting
the STAR+PLUS premium rates. The base community rates vary by risk group but are the same
for each HMO. The community rates are developed by a weighted average of the projected
FY2007 cost for each HMO. The weights used in this formula are the projected number of
FY2007 members enrolled in each health plan.

These attached exhibit shows projected FY2007 experience for the Harris County service area.
These amounts were derived by summing amounts from each individual STAR+PLUS HMO in
the service area. The experience analysis for individual HMOs is described in Attachment 2.
The top portion of the exhibit shows summary base period (FY2005) experience. Following that
is projected FY2007 enrollment, premium and incurred claims experience.

In addition to incurred claims, provision is also made for services that are capitated by the
HMOs, such as vision services. The cost of reinsurance is also considered. In developing the
cost of reinsurance we make an assumption regarding how much the HMO is expected to receive
in reinsurance recoveries (reimbursements from the reinsurance company for large claims). We
have assumed that the net cost of reinsurance (reinsurance premium less reinsurance recoveries)
i the minimum of (a) the actual reinsurance premium rate and (b) $1.50 pmpm.

A provision for administrative expenses is included in the amount of $12.6275 pmipm and 7.5%
of gross premium. A risk margin is also included at 2.0% of gross premium.

Near the bottom of the exhibit is a summary of the projected FY2007 cost based on these
assumptions.
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Attachment 4
Trend Analysis

The rating methodology uses assumed trend factors to adjust the base period claims cost to the
projection period. The cost trend factors used in this analysis are a combination of utilization
and inflation components. The projected trend rate assumptions were developed by the actuary
based on an analysis of recent experience under the HMO plans. A trend assumptions vary by
type of service (acute care and LTC) and projection year (FY2006 and FY2007) but are the same
for each risk group and health plan.

The trend analysis included a review of HMO claims experience data through March 31, 2006.
Based on this information, estimates of monthly incurred claims were made through January
2006. The claims cost and trend experience was reviewed separately by risk group and type of
service.

The FY2006 trend assumptions by risk group were developed using the weighted average HMO
trend for the period September 1, 2005 through January 31, 2006 (the first five months of
FY2006). The FY2007 trend assumptions were developed based on an average of the HMO
experience trends for the most recent three years (FY2004 through FY2006). The attached
exhibit presents a summary of the cost trend analysis.
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Attachment 4

FY2007 STAR+Plus Rating Analysis
Analysis of HMO Cost Trends

Acute Care Long Term Care
Americaid Evercare Total Americaid Evercare Total
FY2004
Medicaid-only, OCC 1.075 [.189 1.136 0.867 0.735 0.788
Medicaid-only, CBA 0.873 1.400 0.968 0.863 0.749 0.817
Dual Eligible, OCC na n/a n/a 0.943 1120 1.029
Dual Eligible, CBA nfa nfa n/a 0.883 0.923 0.903
Total 1.090 1.222 1.157 0.966 1.023 0.996
FY2005
Medicaid-ealy, QOCC 1.020 1.065 1.042 0.917 1.183 1.056
Medicaid-only, CBA 1.015 1.112 1.061 0.870 0.979 0.908
Dual Eligible, OCC n/a n/a nfa 1.009 0.959 0.983
Dual Eligible, CBA n/a n/a n/a 0.988 1018 1.009
Total 1.059 1.064 1.064 1018 1017 1.019
FY2006
Medicaid-only, OCC 0.972 1.151 1.064 1.256 1.068 1.140
Medicaid-only, CBA 0.904 0.868 0.888 0.951 0.958 0.960
Dual Eligible, OCC n/a na n/a 1.022 1.096 1.062
Dual Eligible, CBA n/a n/a n/a 0.849 0.982 0.913
Total 0.973 1.133 1.056 0.969 1.045 1.010
Weighted Average
Medicaid-only, OCC 1.014 1.120 1.069 1.026 1.053 1.032
Medicaid-only, CBA 0.948 1.084 0.982 0.897 0.926 0.908
Dual Eligible, OCC nfa wa n/a - 1000 1.039 1.020
Dual Eligible, CBA n/a n/a n/a 0919 0.986 0.955
Total 1.035 1.120 1.080 0.990 1.028 1.011




Attachment 5
Provider Reimbursement Adjustment

There are several provider reimbursement changes that impact the cost of acute care services in
the STAR+PLUS program. Effective September 1, 2006 ESRD clients who are receiving
1915(c) services will be included in STAR+PLUS. This change is estimated to increase the

program’s average claims cost by 0.3%. The aitached Exhibit A presents the estimated cost
impact from this revision.

Effective March 1, 2006, a Medicaid provider reimbursement increase was mplemented for
Nurse Practitioners, Clinical Nurse Specialists, Certified Nurse Midwifes, and Certified
Registered Nurse Anesthetists. This change is estimated to increase the average cost by 0.06%.
The attached Exhibit B presents the estimated cost impact from this revision. There was also an
increase in the amount paid to nursing facilities. The attached Exhibit C presents the estimated
cost impact from this revision.

For LTC services, there was a 13.5% increase in the amount paid nursing facilities and a 1.1%

increase in the amount paid on all other services. Attached Exhibit C presents the estimated cost
impact of these changes.
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Attachment 5 - Exhibit A

FY2007 STAR+PLUS Rating
Adjustment for Change in Treatment of End Stage Renal Disease ( ESRD} Chents (1)

Number of ESRD clients receiving 1915(c) 20
Nursing Facility Waiver services (2)

Estimated monthly cost for these clients 3 $ 3,000
Estimated additional annual cost $ 720,000

Projected FY2007 STAR+PLUS Experience

Member Months 681,040
Incurred Claims {Acute Care) $ 220,260,000
Incurred Claims pmpm $32342

Adjusted FY2007 STAR+PLUS Experience with ESRD

Member Months 681,060

Incurred Claims (Acute Care) $ 220,980,000

Incurred Claims pmpm 332446
Adjustment Factor 1.0G3
Footnotes:

(1) Effective 9/1/2006, ESRD clients who are receiving 1915(¢) services will be included in STAR+PLUS.




Attachment 5 - Exhibit B

FY2007 STAR+PLUS Rating
Estimated Impact of Increase in Reimbursement for NPs, CNSs CNMs and CRNAs H

FY2004 FY2004
Incurred Impacted Adjustment Adjustment
Risk Group Claims (2) Providers (3)  Amount (4) Factor {(5)
TANF Chiidren Age 1+ 57.695.863
TANF Children Age <1 13,396,981
TANF Adults 56,013,394
Pregnant Women 250,777,125
Newborns 263,140,215
Expansion Children Age t+ 152,385,626
Expansion Children Age <1 50,696,870
Federal Mandate Children 117,541,308
Total 961,647 382 7,388,080 608,430 1.0006

Notes:

(1) Effective 9/1/2006, the reimbursement factor for these providers is being increased from .85 to .92,

(2} FY2004 incutred FFS claims for all STAR HMOs for all services.

(3) FY 2004 incurred FES claims for all STAR HMOs for all services provided by NPs, CNSs CNMs and CRNAs.
(4) Equals FY2004 claims for all services provided by NPs, CNSs CNMs and CRNAs times .07/.85.

(5) Equals Adjustment Amount divided by FY2004 total incurred claims.
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FY2007 STAR+PLUS Rating

Nursing Facility Comparison

Total - All Plans

Acute Care

FY2005

Exgerience

Nursing Facility 332,276
Non-Nursing Facility 175,335,341
Total 175,667,617
% Nursing Facility 0.19 %
Long Term Care
Nursing Facility 1,244,458
Non-Nursing Facility 85,061,853
Total 86,306,310
%0 Nursing Facility 1.44 %
Total
Nursing Facility 1,576,734
Non-Nursing Facility 260,397,194
Total 261,973,928
% Nursing Facility 0.60 %

Nursing Facility

Acute Care

Increase 13.50%

% of LTC 0.19%
Adjustment Factor 1.0003

Attachment 5 - Exhibit C

LTC % Increase
13.50% NF 11.75%
1.44% LTIC-NF 1.75%
1.0019 LTC - all other 1.H0%

Total Adjustment Factor | 1.0003

10128 |
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Attachment 6

Benefit Change Factors

Effective September 1, 2006, the State restored several services and covered providers that were
reduced or eliminated in FY2004. These revisions impact adult clients only. The rate setting

process includes adjustments for the estimated cost impact of these revisions. The attached
exhibit presents the estimated cost impact from these revisions.
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Attachment 7
Out-of-Network Adjustment

Effective September 1, 2006, the state will implement a change in the rules regarding
STAR+PLUS HMO reimbursement to out-of-network providers. Currently, HMOs are allowed
to pay out-of-network providers a discounted Medicaid fee-for-service (FFS) rate using a
discount of up to 12%. Beginning September 1, 2006, the maximum discount will be 3%.

The attached exhibit presents the estimated cost impact from this revision. The exhibit shows
FY2005 in-network and out-of-network claims experience as reported by the HMOs. Based on
this information, the FY2005 cost impact of the program change was estimated. The resulting
percentage impact for each individual health plan was then used in the FY2007 rating analysis.
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Attachment 8
Four-Month Nursing Facility Adjustment

Effective September 1, 2006 the state will no longer pay a premium to the HMO on behalf of
STAR+PLUS clients in a nursing home even though the health plan will continue to be
financially responsible for those clients. As a result, an adjustment to the premium is required in

order to properly compensate the HMO for these services. The attached exhibit presents the
estimated cost impact from this adjustment.
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FY2007 STAR+PLUS Rating Analysis
Four Month Nursing Facility Reimbursemnet Adjustment

Americaid
Total
NF

Adjustment

Evercare
Total

NF
Adjustment

Total

Total

NF
Adjustment

Attachment 8§

Medicaid Only ~ Medicaid Only ~ Dual-eligibles  Dual-eligibles

OCC CBA QCC CBA Total
137.593 6,521 124,351 13,269 281,734
94 0 324 0 418
| 10007 1.0000 1.0026 1.0000 ] 1.6015
142,123 3,899 205,431 15,103 366,556
214 0 739 0 953
| 1.0015 1.0000 1.0036 1.0000 | 1.0026
279,716 10,420 329,782 28,372 648,290
308 0 1,063 0 1,371
1.001% 1.0000 1.0032 1.0000 1.0021

*Effective 9/1/06, HHSC will no longer pay a premium for the STAR+PLUS clients in a nursing home,
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Attachment 9

Investment Income Adjustment

An investment income credit was included in the rating process to account for the income
expected to be generated by the HMO between the time they receive the premium from HHSC
and the time they pay claims. This revision is new for FY2007. We have assumed that the value

of this timing (or cash flow) difference is 0.25% of premium. The attached exhibit presents our
analysis and estimate of the value of this revision.
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Attachment 9

FY2007 Rating
Investment Income Assumption

Average FFS Investment

Claims Claims/ Interest Income
Program Lag (D) Total (2) Rate (3) Factor (4)
STAR 1.54 0.820 35% 0.37 %
STAR+PLUS 1.52 0.852 35% 038 %
CHIP 1.20 0.714 35% 025 %

Footnotes:

{1) The average time (in months) between the beginning of the month of claim incurral and
payment date for all plans combined.

(23 Equals the ratio of projected FY2007 FFS claims to FY2007 premium for ali plans combined.
(3) Assumed annual interest rate earned by the plan.

(4) Equals Average Claims Lag divided by 12 times FFS Claims/Total times Interest Rate.
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Attachment 10

Acuity Risk Adjustment

The rate setting methodology incorporates a risk adjustment technique that is designed to adjust
the base community rate in each service area to reflect the health status, or acuity, of the
population enrolled in each health plan. The purpose of acuity risk adjustment is to recognize
the anticipated cost differential between multiple health plans in a service area by analyzing the
health status of their respective memberships. The risk analysis was performed by the University
of Florida’s Institute for Child Health Policy (ICHP). The methodology used to incorporate the
risk adjustment is the Chronic Illness and Disability Payment System (CDPS). The attached
exhibits (provided by ICHP) present a summary of the risk adjustment analysis. There is a
separate exhibit for each risk group.

The column titled Case Mix on the chart is the risk adjustment factor. It is the ratio of the
predicted average cost of the individual health plan’s membership divided by the predicted
average cost of the entire service area’s membership. The risk adjustment factor is applied to the
acute care portion of the community rate for each health plan and risk group.
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