Office of State Procurement
PROACT Contract Certification of Approval

This certificate serves as confirmation that the Office of State Procurement
has reviewed and approved the contract referenced below.

Reference Number: 2000107367 ( 17)

Vendor: Aetna Better Health, Inc.
Description: Amd 17: Single PDL, rate cert; no change to time or money.
Approved By: Pamela Rice

Approval Date: 8/06/2019

Your amendment that was submitted to OSP has been approved.



Rev 2017-01

AMENDMENT TO Amendment #:
AGREEMENT BETWEEN STATE OF LOUISIANA LAGOV#:
LOUISIANA DEPARTMENT OF HEALTH LDH #:
Medical Vendor Administration
(Regional/ Program/ L.
Facility Bureau of Health Services Financing Original Contract Amount

AND Original Contract Begin Date
Aetna Better Health, Inc. Original Contract End Date
Contractor Name RFP Number:

AMENDMENT PROVISIONS

Change Contract From: g, Maximum Amount: $3,306,823,303.00

17

2000107367

060466

1,964,731,789
02-01-2015
01-31-2018

305PUR-DHHRFP-BH

Current Contract Term: 2111512131119

See Attachment A17 and Attachment D.

Change Contract To:  To Maximum Amount:

Changed Contract Term:

See Attachment A17, Attachment D1, Attachment D2.

Justifications for amendment:

set forth in the RFP.

These revisions are required for implementation of the single Preferred Drug List (PDL), update provider directory accuracy initiatives,
and compliance with state law. Revisions contained in this amendment are within scope and comply with the terms and conditions as

This Amendment Becomes Effective: 04-01-2019

This amendment contains or has attached hereto all revised terms and conditions agreed upon by contracting parties.

IN WITNESS THEREOF, this amendment is signed and entered into on the date indicated below.

CONTRACTOR STATE OF LOUISIANA
LOUISIANA DEPARTMENT OF HEALTH
Actna Better Health, Inc. Secretary, Louisiana Department of Health or Designee

C [] — ‘1 {
CONTRACTOR SIGNATURE ; } DATEaI 'Q] SIGNATURE d i /}L()G.L‘ ﬂuﬂ/\,—— 1[\0*( DATE
\ 1 vy

PRINT ; NAME

N David Delaney Jen Steele

CONTRACTOR

TITLE Chief Financial Officer TITLE Medicaid Director
OFFICE Bureau of Health Services Financing
PROGRAM SIGNATURE DATE

NAME




Contract Amendment #17
Attachment A-17

Certification

Exhibit/
Item Number | Attachment/ Change From: Change To: Justification
Document
1 Attachment Mercer rate certifications; Attachments D1, D2 in amendment | Replaced with updated rate certifications; Attachments D1 | Updated expansion and non-expansion rate
D 16 and D2. certifications, effective 4/1/19 through
12/31/19, reflect changes due to:
Rate

Single Preferred Drug List (PDL)
Local Pharmacy adjustments

Rx Copay Limit adjustment

FMP updates

St. Elizabeth/Our Lady of the Lake
merger

IMD Short Stays adjustment

Wage Verification Disenrollment
adjustment

High Needs rate development

2 Exhibit 3

305PUR-
DHHRFP-BH-
MCO-2014-
MVA

6.3 Covered Services

6.3.1.1 According to 42 CFR §438.3, the MCO must cover all
outpatient drugs where the manufacturer has entered into the
Federal rebate agreement and meet the standards in Section
1927 of the Social Security Act. The MCO may manage
coverage and utilization of drugs through the formation of a
Preferred Drug List (PDL), excluding the Common PDL.
Procedures used to manage utilization may include, but are
not limited to, prior authorization, utilization edits and clinical
edits. Self-administered drugs dispensed by a pharmacy,
including specialty pharmacies, shall be covered as a pharmacy
benefit unless otherwise approved by LDH Pharmacy staff.

6.3 Covered Services

This

revision is required for the

implementation of the single PDL.

Effective Date 04/01/2019
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Item Number

Exhibit/
Attachment/
Document

Contract Amendment #17
Attachment A-17

Change From:

Change To:

Justification

Physician administered drugs that are not listed on the FFS fee
schedule but the manufacturer has signed the federal rebate
agreement, should be covered as a pharmacy benefit. Prior
authorization and/or other safety edits are allowed on
physician administered drugs.

6.3.1.2 The MCO shall provide coverage for all drugs deemed
medically necessary for members under the age of twenty-one
(22).

6.3.1.3 The MCO is not required to follow the LDH monthly
prescription limits. However, it may not enact prescription
guantity limits more stringent than the Medicaid State Plan. If
prescription limits are adopted, the MCO monthly prescription
limits must have Point of Sale (POS) override capabilities when
a greater number of prescriptions per month are determined
to be medically necessary by the prescriber. MCO monthly
prescription limits must have Point of Sale (POS) override
capabilities when a greater quantity is determined to be
medically necessary by the prescriber and MCO.

6.3.1.4 The “Covered Drug List” is all drugs included in the
federal rebate agreement. A subset of the Covered Drug List
shall be the “Preferred Drug List (PDL)” listing all preferred
agents. The “Common PDL” (list of drugs common to all MCOs

medicatlynecessaryformembersundertheage of twenty-one
21

6.3.1.31 The MCO may follow the FFS limit of four

prescriptions per calendar month is-retreguired-to-follow-the

LDH-monthly—preseriptiontimits. However, it may not enact
prescription guantity limits more stringent than the Medicaid

State Plan. If prescription limits are adepted-enacted, the MCO
shall menthiy-preseriptiontimitsmust-have Point of Sale (POS)

override capabilities when a greater number of prescriptions

per calendar month are determined to be medically necessary
by the prescriber.

6.3.1.2 Except for the use of approved generic drug

substitution of brand drugs, under no circumstances shall the

MCO permit the therapeutic substitution of a prescribed drug

without a prescriber's authorization.

5314 The “C | Lict” i alld included.i
federal-rebate-agreement-—A-subset-of the Covered-Drug List

" H ” H

Effective Date 04/01/2019
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Contract Amendment #17
Attachment A-17

Security Act.

6.3.2.1 The MCO shall expand its Covered Drug List, as needed,
to include newly FDA-approved drugs subject to Section
1927(d) of the Social Security Act, which are deemed to be
appropriate, safe, and efficacious in the medical management
of members.

6.3.2.2 The Covered Drug List may only exclude coverage of
drugs or drug categories permitted under Section 1927(d) of
the Social Security Act. In addition, the MCO may include in its
Covered Drug List any FDA approved drugs that may allow for
clinical improvement or are clinically advantageous for the
management of a disease or condition.

6.3.2.3 Except for the use of approved generic drug
substitution of brand drugs, under no circumstances shall the
MCO permit the therapeutic substitution of a prescribed drug
without a prescriber's authorization.

Exhibit/
Item Number | Attachment/ Change From: Change To: Justification
Document
without prior authorization) shall be maintained and updated “ 2
upon LDH request, as well as posted.
3 Exhibit 3 6.3.2 Covered Drug List 6.3.2 Covered Drug List This revision is required for the
implementation of the single PDL.

305PUR- The Covered Drug List shall include all outpatient drugs where | Fhe-Covered-BrugListshallinclude-al-outpatientdrugs-where

DHHRFP-BH- | the manufacturer has entered into the Federal rebate | the—manufacturer—has—entered into—the Federal rebate

m\c/g-zom- agreement and met the standards in Section 1927 of the Social | agreementandmetthestandardsin-Section1927-oftheSecial

Effective Date 04/01/2019
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Item Number

Exhibit/
Attachment/
Document

Contract Amendment #17
Attachment A-17

Change From:

Change To:

Justification

The MCO Covered Drug list should be updated at least weekly
from a national drug database.

6.3.2.1 In accordance with 42 CFR §438.3, the MCO shall

maintain a Covered Drug List (CDL) which includes all

outpatient drugs for which the manufacturer has entered into

a Federal rebate agreement and met the standards in Section
1927 of the Social Security Act. The CDL will be provided by
LDH to the MCOs as a weekly drug file.

6.3.2.2 The CDL shall include all drugs deemed medically
necessary for members under the age of twenty-one (21).

6.3.2.3 The CDL shall exclude only those drugs or drug

categories permitted for exclusion under Section 1927(d) of

the Social Security Act, with exceptions listed in the Louisiana

State Plan. MCOs are allowed to cover vaccines, compounded

drugs, diabetic supplies, and rebate eligible OTCs as a regular

pharmacy benefit (not value added). MCOs are allowed to

cover additional drugs as a value added benefit.

6.3.2.4 The CDL shall be updated at least weekly using a
national drug database.

6.3.2.5 When drugs (OTC or legend) are being covered as a

pharmacy benefit and offered as a value added benefit,

pharmacy encounters shall indicate such in the Character 1:

Effective Date 04/01/2019
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Item Number

Exhibit/
Attachment/
Document

Contract Amendment #17
Attachment A-17

Change From:

Change To:

Justification

Submission type (Q, F, or V) of the 4-character prefix on the
ICN of the Rx encounter.

6.3.2.6 The MCO may apply Point of Sale safety and utilization
edits that align with FDA indications for any covered drug.

6.3.2.7 Self-administered drugs dispensed by a pharmacy,

including specialty pharmacies, shall be covered as a pharmacy
benefit unless otherwise approved by LDH.

6.3.2.8 Physician-administered drugs that are not listed on the

FFS fee schedule but for which the manufacturer has signed a
federal rebate agreement shall be covered as either a
pharmacy benefit or a medical benefit. If the physician
administered drug is not on the FFS fee schedule, but the MCO
covers as a medical benefit, then reimbursement shall be set

as a minimum by the current FFS reimbursement methodology

in the state plan.

Exhibit 3

305PUR-
DHHRFP-BH-
MCO-2014-
MVA

6.3.3 Preferred Drug List

6.3.3.1 The PDL is a subset of drug products on the Covered
Drug List, and an up-to-date version shall be available to all
providers and members through the MCO web site and
electronic prescribing tools. The PDL must be available in
electronic format and easily searchable by brand or generic
name. The PDL should also be available in a searchable PDF
file document listed by therapeutic classes. Any edits on

6.3.3 Preferred Drug List

This
implementation of the single PDL.

revision is required

for

the

Effective Date 04/01/2019
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Contract Amendment #17
Attachment A-17

prior authorization should be noted on the PDF file document.

6.3.3.2 Drugs that are on the Covered Drug List, but not on the
PDL must be available to members through a prior
authorization process. Pharmacy prior authorizations must be
resolved (approved or denied) within 24 hours of the request,
seven (7) days a week. The MCO must have an automated
process that allows the pharmacy to dispense up to a 72-hour
emergency supply of a product or full unbreakable packages
without having to obtain a prior authorization. At a minimum
two emergency supply fills shall be allowed per prescription.
The pharmacy shall be reimbursed for both the ingredient and
the dispensing fee for both fills. Emergency fills may be
included in a post adjudication audit to identify misuse of the
override. The Department may require allowing the
emergency override for certain DUR initiatives. The pharmacist
shall place an “03” in NCPDP field 418-DI (Level of Service) as
noted in NCPDP guidelines.

6.3.3.3 The PDL shall be reviewed by the MCO in its entirety
and updated at least annually and upon LDH request but no
more frequently than quarterly with 60 days’ notice.

6.3.3.4 The MCO shall limit negative changes to the PDL (e.g.,
remove a drug, impose step therapy, etc.) to four times a year,
unless urgent circumstances require more timely action, such

Exhibit/
Item Number | Attachment/ Change From: Change To: Justification
Document
preferred products such as quantity limits, step therapy, or

Effective Date 04/01/2019
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Item Number

Exhibit/
Attachment/
Document

Contract Amendment #17
Attachment A-17

Change From:

Change To:

Justification

as drug manufacturer’s removal of a drug from the market due
to patient safety concerns. The addition of a newly approved
generic and removal of the brand equivalent does not
constitute a negative PDL change.

6.3.3.5 The PDL and any revision thereto, shall be reviewed
and approved by LDH prior to implementation. Any changes
to the PDL, including but not limited to any/all prior
authorization, fail first, step therapy requirements or
prescription quantity limits, shall be submitted to LDH at least
30 days prior to implementation. The MCO shall not replace an
approved preferred drug on the PDL without prior approval of
LDH.

6.3.3.6 The selection of drugs included on the PDL shall be
sufficient to ensure enough provider choice and include FDA
approved drugs to serve the medical needs of all enrollees,
including those with special needs.

The MCO shall have at least two oral “preferred” drugs in each
behavioral health therapeutic class and at least one injectable
drug in each class that has an injectable product available
without prior authorization.

6.3.3.1 A subset of the CDL shall be the Preferred Drug List

PDL).

Effective Date 04/01/2019
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Item Number

Exhibit/
Attachment/
Document

Change From:

Contract Amendment #17
Attachment A-17

Change To:

Justification

6.3.3.2 The PDL shall be established by LDH and indicate the
preferred and non-preferred status of covered drugs.

6.3.3.3 The PDL shall be maintained by LDH and made available
on the LDH website. The MCO shall make the PDL available to
its providers and members through electronic prescribing tools

and a static link on the MCO website to the PDL maintained on
the LDH website.

6.3.3.4 LDH shall provide the MCO with a list of drugs included
on the PDL by NDC number after each FFS P&T meeting and
upon the Secretary’s approval of P&T committee

recommendations. Changes shall be implemented January 1
and July 1 after FFS P&T, unless otherwise directed by LDH.
LDH shall provide the MCOs at least 30 days written notice
prior to the implementation date of any changes to the list of
drugs included on the PDL.

6.3.3.5 LDH shall monitor the rate of MCO compliance with the
PDL. Compliance rate shall be defined as the number of

preferred prescriptions paid divided by total prescriptions paid

for drugs in therapeutic classes listed on the PDL. The MCO

shall seek to achieve a 90 percent compliance rate.

6.3.3.6 The MCO shall not enter into agreements with
manufacturers to acquire discounts or rebates on drugs.

Effective Date 04/01/2019
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Exhibit/
Item Number | Attachment/
Document

Change From:

Contract Amendment #17
Attachment A-17

Change To:

Justification

Current  MCO manufacturer drug discount or rebate

agreements shall be discontinued by 4/30/19.

6.3.3.7 New drugs entering the marketplace in the PDL

therapeutic classes shall be added as non-preferred until FFS

P&T reviews the drug, unless otherwise directed by LDH.

6.3.3.8 If a branded product is preferred on the PDL, the MCO
shall not require the prescriber to indicate in writing that the

branded product is medically necessary. The MCO shall

reimburse for a brand nhame drug at a brand reimbursement

when the brand drug is preferred. POS denial messaging for

the generic_entity shall indicate that the brand name s
preferred.

6.3.3.9 DXC (formerly Molina) will post weekly drug file data
for the MCOs. MCOs shall have 3 business days after receipt of
file to download and implement drug PA status.

There shall be a mandatory generic substitution for all drugs,

when a generic is available, unless the brand is justified with

applicable DAW codes or the brand is preferred.

5 Exhibit 3

305PUR-
DHHRFP-BH-

6.3.3.8 Common PDL

This revision is required
implementation of the single PDL.

for

the

Effective Date 04/01/2019
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Contract Amendment #17
Attachment A-17

6.3.4.1.1 When prescribed drugs included in the federal rebate
program have clinical criteria;

6.3.4.1.2 To determine when prescribed drugs are medically
necessary;

6.3.4.1.3 When prescribed drugs are inconsistent with FDA-
approved labeling, including behavioral health drugs or when
prescribed drugs are inconsistent with nationally accepted
guidelines;

6.3.4.1.4 When a prescribed brand name medication has an A-
rated generic equivalents. The MCO can encourage a

Exhibit/
Item Number | Attachment/ Change From: Change To: Justification
Document

MCO0-2014- The “Common PDL” (list of drugs common to all MCOs without “ -

MVA prior authorization) shall be maintained and updated upon
LDH request.
A separate “Common PDL” document should be posted with
the other PDL documents.
The Common PDL should be reviewed at least annually and
upon LDH request.

6 Exhibit 3 6.3.4 Prior Authorization for Pharmacy Benefits 6.3.4 Prior Authorization for Pharmacy Benefits This revision is required for the
implementation of the single PDL.

305PUR- 6.3.4.1 Prior authorization must comply with 42 CFR §

DHHRFP-BH- 438.3(s)(6) and may be used for drug products only under the

MCO-2014- . .
following conditions:

MVA

Effective Date 04/01/2019
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Item Number

Exhibit/
Attachment/
Document

Contract Amendment #17
Attachment A-17

Change From:

Change To:

Justification

prescriber to complete the FDA Medwatch form, but this
should not be required or considered in the PA approval/denial
determination process of a brand drug. If a PA is requested for
a narrow therapeutic index (NTI) drug, every effort should be
made to verify if the recipient is currently on a specific
brand/generic, then the PA shall be approved. NTI drugs:
Cyclosporine,
Disopyramide, Ethosuximide, Flecainide, L-Thyroxine, Lithium,

Aminophylline, Carbamazepine, Digoxin,
Phenytoin, Theophylline, Thyroid, Valproic Acid, and Warfarin.
(All drugs listed in the Common PDL are exempt from PA

requirements);
6.3.4.1.5 To minimize potential drug over-utilization;

6.3.4.1.6 To accommodate exceptions to Medicaid drug
utilization review standards related to proper maintenance
drug therapy; and/or

6.3.4.1.7 Under other conditions with LDH Pharmacy approval.

6.3.4.1.8 Prior authorization shall not require more than two
failures of preferred products.

6.3.4.2 The MCO shall override prior authorization for selected
drug products or devices at LDH’s discretion.

6.3.4.3 The MCO shall not require prior authorization for a
dosage change for any medications (including long-acting

Effective Date 04/01/2019
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Item Number

Exhibit/
Attachment/
Document

Contract Amendment #17
Attachment A-17

Change From:

Change To:

Justification

injectable antipsychotics) and other medication assisted
treatment (including dosages of buprenorphine or
buprenorphine/naloxone) that have been previously
authorized and/or approved by the MCO, as long as the newly
prescribed dose is within established FDA guidelines for that

medication.

6.3.4.4 The MCO must notify the requesting practitioner of the
approval or disapproval of the request within 24 hours once
relevant medically necessary information is obtained from the
prescriber.

6.3.4.5 The MCO must provide access to a toll-free call center
for prescribers to call to request prior authorization for non-
preferred drugs or drugs that are subject to clinical edits. The
MCO must allow prescribers and pharmacies to submit prior
authorization requests by phone, fax or automated process. If
the MCO or its pharmacy benefit manager operates a separate
call center for prior authorization requests, it will be subject to
the provider call center standards set forth in Section 12 of this
Contract and monetary penalties set forth in Section 20 of this
Contract.

6.3.4.6 The MCO shall not penalize the prescriber or member,
financially or otherwise, for prior authorization requests or
other inquiries regarding prescribed medications.

Effective Date 04/01/2019
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Item Number

Exhibit/
Attachment/
Document

Contract Amendment #17
Attachment A-17

Change From:

Change To:

Justification

6.3.4.7 Denials of prior authorization requests or offering of an
alternative medication shall be provided to the prescriber and
member in writing.

6.3.4.8 Amember receiving a prescription drug that was on the
MCOQO’s PDL and subsequently removed or changed, shall be
permitted to continue to receive that prescription drug if
determined to be medically necessary for at least sixty (60)
days. Medical necessity must be determined in consultation
with the prescriber.

6.3.4.9 The MCO must have an automated process that allows
the pharmacy to dispense up to a 72-hour supply of a product
or full unbreakable packages without having to obtain a prior
authorization At a minimum two emergency supply fills shall
be allowed per prescription. The pharmacy shall be
reimbursed for both the ingredient and the dispensing fee for
both fills. Emergency fills may be included in a post
adjudication audit to identify misuse of the override. The
Department may require allowing the emergency override for
certain DUR initiatives. The pharmacist shall place an “03” in
NCPDP field 418-DI (Level of Service) as noted in NCPDP
guidelines.

Pharmacy prior authorization denials may be appealed in
accordance with Section 13 of this Contract.

Effective Date 04/01/2019
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Exhibit/
Item Number | Attachment/
Document

Change From:

Contract Amendment #17
Attachment A-17

Change To:

Justification

6.3.4.1 LDH intends to align FFS and MCO prior authorization
(PA) criteria for drugs on the single PDL over time through the
Drug Utilization Review (DUR) board. The MCOs shall have
input on PA criteria development and representation on the
DUR board. Prior to alignment, the MCOs shall maintain PA
criteria that is not more restrictive than FFS. The MCO shall

have a Prior Authorization (PA) process that complies with 42
CFR § 438.3(s)(6) and the following requirements.

6.3.4.1.1 The MCO shall allow prescribers and pharmacies to

submit PA requests by phone, fax or automated process;

6.3.4.1.2 The MCO shall provide access to a toll-free call center

for prescribers to call to request PA for non-preferred drugs or

drugs that are subject to clinical edits. If the MCO or its

pharmacy benefit manager operates a separate call center for

PA requests, it will be subject to the provider call center

standards set forth in Section 12 of this Contract and monetary

penalties set forth in Section 20 of this Contract;

6.3.4.1.3 PA requests shall be approved or denied within 24

hours of receipt, seven (7) days a week. The MCO shall notify

the requesting practitioner of the approval or disapproval of

the request within 24 hours. Denials of prior authorization

requests or offering of an alternative medication shall be

provided to the prescriber and member in writing. PA denials

Effective Date 04/01/2019
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Exhibit/
Item Number | Attachment/
Document

Change From:

Contract Amendment #17
Attachment A-17

Change To:

Justification

may be appealed in accordance with Section 13 of this
Contract;

Consistent with the requirements of Section 1927 of the Social
Security Act, LDH will hold MCOs to a 99.5% compliance rate
with the 24-hour resolution requirement. If a MCO is reporting
less than 99.5% compliance on the RX055 report, an
explanation shall be included with the report in the notes

section;

6.3.4.1.4 The MCO shall have an automated process that
allows the pharmacy to dispense without PA up to a 72-hour

emergency supply of a product or full unbreakable package. At

a minimum, the MCO shall allow two consecutive emergency
supply fills per prescription. The MCO shall reimburse the
pharmacy for both the ingredient and the dispensing fee for

both fills. Emergency fills may be included in a post payment

review to identify misuse;

6.3.4.1.5 The MCO shall prior authorize drugs with a non-
preferred status on the PDL;

6.3.4.1.6 The MCO shall not prior authorize drugs with a
preferred status on the PDL, except to align with FFS clinical

edits;

Effective Date 04/01/2019
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Item Number

Exhibit/
Attachment/
Document

Change From:

Contract Amendment #17
Attachment A-17

Change To:

Justification

6.3.4.1.7 For self-administered drugs, the MCO shall not prior
authorize drugs not on the PDL, except to align with FFS clinical

edits or otherwise directed by LDH;

6.3.4.1.8 The MCO may prior authorize drugs when safety and

utilization edits are exceeded when approved by LDH, except

for drugs used for the treatment and prevention of HIV/AIDS.

Drug utilization edits alighed through DUR initiatives shall be

adhered to, however, safety and utilization edits outside of

DUR initiatives may be aligned with FDA indications;

6.3.4.1.9 MCO prior authorization (PA) criteria and/or step
therapy related to the preference of one agent over another

agent within a therapeutic class listed on the PDL shall not be

more restrictive than FFS. Application of PA and/or step

therapy criteria more restrictive than FFS may result in daily

monetary penalties of $10,000 starting the day LDH is made

aware of the violation and ending when the criteria change is
implemented;

6.3.4.1.10 PA and/or step therapy shall not be applied to
preferred agents listed on the PDL in a manner that would

disadvantage the selection of the preferred agents over other

agents within the therapeutic class;

6.3.4.1.11 PA and/or other safety edits are allowed on
physician-administered drugs;

Effective Date 04/01/2019
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Exhibit/
Item Number | Attachment/
Document

Change From:

Contract Amendment #17
Attachment A-17

Change To:

Justification

6.3.4.1.12 If a PA is requested for a harrow therapeutic index

(NTI) drug, every effort should be made to verify if the

recipient is currently on a specific brand/generic, then the PA

shall be approved for the corresponding product. NTI drugs

include:  Aminophylline, Carbamazepine, Cyclosporine,

Digoxin, Disopyramide, Ethosuximide, Flecainide, L-Thyroxine,

Lithium, Phenytoin, Theophylline, Thyroid, Valproic Acid, and

Warfarin;

6.3.4.1.13 PA shall not require more than two failures of

preferred products;

6.3.4.1. 14 The MCO shall override PA for selected drug
products or devices at LDH’s discretion, including but not

limited to certain DUR initiatives;

6.3.4.1.15 The MCO shall not require PA for a dosage change
for any medications (including long-acting injectable

antipsychotics) and other medication assisted treatment

(including dosages of buprenorphine or

buprenorphine/naloxone) that have been previously

authorized and/or approved by the MCO, as long as the newly

prescribed dose is within established FDA guidelines for that

medication;

Effective Date 04/01/2019
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Item Number

Exhibit/
Attachment/
Document

Contract Amendment #17
Attachment A-17

Change From:

Change To:

Justification

6.3.4.1.16 The MCO shall not penalize the prescriber or
member, financially or otherwise, for PA requests or other

inquiries regarding prescribed medications;

6.3.4.1.17 A member receiving a prescription drug that was on
the PDL and was removed from the PDL or changed from
preferred to non-preferred status shall be allowed to continue

to receive that prescription drug for at least sixty (60) days
after notification of such change by MCO. The MCO shall have
30 days after receipt of the NDC list to send out notifications

of negative changes to prescribers and members.

Brand/generic preference changes of the same drug entity do

not constitute a negative PDL change;

6.3.4.1.18 When a prescriber is requesting brand name

medication that has a generic equivalent, the MCO can

encourage a prescriber to complete the FDA Medwatch form.

A Medwatch form shall not be required or considered in the

PA approval/denial determination of a brand drug; and

6.3.4.1.19 PA shall not be utilized to prefer a B-rated generic
drug over an A-rated generic.

Exhibit 3

305PUR-
DHHRFP-BH-

6.3.4.10 Step Therapy and/or Fail First Protocols

6.3.4.10.1 The MCO may implement step therapy or fail first
protocols to drive utilization toward the most efficacious, cost-
effective and safest drug therapy. These protocols may be

This
implementation of the single PDL.

revision is required

for

the

Effective Date 04/01/2019
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Item Number

Exhibit/
Attachment/
Document

Contract Amendment #17
Attachment A-17

Change From:

Change To:

Justification

MCO-2014-
MVA

applied to either individual drugs or classes of drugs. However,
the MCO must provide a clear process for a provider to request
an override of such restrictions. An override shall meet the
requirements of R.S. 46:460.34.

6.3.4.10.2 Step therapy and/or fail first protocols shall not
require more than two failures of preferred products.

6.3.4.11 Submission and Publication of the PDL and Common
PDL

6.3.4.11.1 The MCO shall publish and make available to
members and providers upon request a hard copy of the most
current PDLand Common PDL. The documents shall be posted
together on the MCO web page. Updates to the PDL shall be
made available to the provider and LDH thirty (30) days before
the effective date of the change.

6.3.4.11.2 The MCO shall submit an electronic version of its
PDL to LDH at least quarterly within 30 days of the P&T
meeting and 30 days prior to implementation of any changes.
The PDL must be provided in a format approved by LDH.

Exhibit 3

305PUR-
DHHRFP-BH-

6.3.5 Pharmaceutical and Therapeutics (P&T) Committee

6.3.5.1 The MCO shall
Therapeutics (P&T) Committee, or similar entity, for the

establish a Pharmaceutical and

development of the PDL. The Committee shall represent the

6.3.5 Pharmaceutical and Therapeutics (P&T) Committee

6.3.5.1 The MCO shal—establish may maintain a
Pharmaceutical and Therapeutics (P&T) Committee, or similar

entity, solely for the development of PA criteria not aligned

This
implementation of the single PDL.

revision is required

for

the

Effective Date 04/01/2019
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needs. Louisiana network physicians, pharmacists, and
specialists, including but not limited to a behavioral health
specialist, shall have the opportunity to participate in the
development of prior authorization criteria and clinical drug
policies. The P&T Committee shall consist of at least six
members including 3 non-employee Louisiana providers
(either Physicians or Pharmacists) that are not employees of
the MCO or PBM. The MCO Medical Director and MCO
Behavioral Health Medical Director should participate in all
P&T meetings. Changes to prior authorization criteria, clinical
drug policies, or PDL, must be submitted to LDH for approval
at least 30 days prior to implementation. LDH will consider and
comment on proposed changes.

6.3.5.2 The P&T committee shall meet at least quarterly in
Baton Rouge, Louisiana to consider products in categories
recommended for consideration for inclusion/exclusion on the
MCO’s PDL. The P&T Committee shall consider, for each
product included in a category of products, the clinical efficacy,
safety, cost-effectiveness and any program benefit associated
with the product.

6.3.5.3 The MCO shall develop policies governing the conduct
of P&T committee meetings, including procedures by which it
makes its PDL recommendations. P&T Committee meetings
shall be open to the public and shall allow for public comment

all its members including enrollees with special needs.
Louisiana network physicians, pharmacists, and specialists,
including but not limited to a behavioral health specialist, shall
have the opportunity to participate in the approval
development of prior authorization criteria and clinical drug
policies. The P&T Committee shall consist of at least six
members including 3 nen-employee Louisiana providers
(either Physicians or Pharmacists) that are not employees of
the MCO or PBM. The MCO Medical Director and MCO
Behavioral Health Medical Director sheuld shall participate in
all P&T meetings. Changes to prior authorization criteria; or
clinical drug policies;e+PBL; must shall be submitted to LDH
for approval at least 30 days prior to implementation. LDH will
consider and comment on proposed changes.

6.3.5.2 The MCO P&T committee shall meet at least semi-
annually guarterly in Baton Rouge, Louisiana. te—censider
. . o ” on_f

6.3.5.3 The MCO shall develop policies governing the conduct
of P&T committee meetings, including procedures by which it
develops its PA criteria makesitsPBLrecommendations. MCO

Exhibit/
Item Number | Attachment/ Change From: Change To: Justification
Document
MCO-2014- needs of all its members including enrollees with special | with FFS the-PBL. The Committee shall represent the needs of
MVA

Effective Date 04/01/2019
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50% in conjunction with a two percentage point improvement
from the prior audit period.

Exhibit/
Item Number | Attachment/ Change From: Change To: Justification
Document
prior to voting by the committee on any change in the | P&T Committee meetings shall be open to the public and shall
preferred drug list. The MCO must keep written minutes of the | allow for public comment prior to voting by the committee on
P&T committee meetings. The MCO shall not prohibit any | any change in PA criteria the-preferred-druglist. The MCO must
member of the public from attending the P&T committee | shall keep written minutes of its the P&T committee meetings.
meetings. The MCO shall not prohibit any member of the public from
attending the MCO P&T committee meetings.
6.3.5.4 The MCO shall notify the Department when the P&T
committee meeting has been scheduled. Official public | 6.3.5.4 The MCO shall notify the Department when the its P&T
notification of the P&T meeting shall be made on the MCO | committee meeting has been scheduled. Official public
provider website and through other applicable avenues such | Notification of the MCO P&T meeting shall be made on the
as provider training and/or newsletters. The committee shall MCO provide:r websi.te. and through other applicable avepues
. . . ) ] such as provider training and/or newsletters. The committee
include a nonvoting representative from LDH that is provided shall include a nonvoting representative from LDH that is
all documents received by committee members. provided all documents received by committee members.
9 Exhibit 3 7.17.1.7 The MCO must educate network providers about how | 7.17.1.7 The MCO must educate network providers about how | This revision is required for the
305PUR. to access their formulary and PDL on their websites. The MCO | to access t-he+r—fe+=ma43¢y—and th_efDL on thE‘i_l’ websites. The implementation of the single PDL.
DHHREP-BH. | Must also provide provider education on claims processing and MCO must also provide .prowder education on claims
MCO-2014 payment policies and procedures. processing and payment policies and procedures.
MVA
10 Exhibit 3 7.19.1 The MCO shall maintain accurate provider directory | 7.19.1 The MCO shall maintain accurate provider directory | This revision is necessary to reflect the
data. LDH shall conduct periodic audits to verify the accuracy | data. LDH shall conduct periodic audits to verify the accuracy | department’s  revised approach  to
305PUR- of the MCQ'’s provider directory data. The MCO shall maintain | of the MCO's provider directory data. The MCO shall maintain determining provider directory adequacy.
DHHRFP-BH- | 3y accuracy rate of at least 90%. an accuracy rate of at least 98% 75%. The MCO will not be
m\c/g-zom- penalized if it can demonstrate a minimum accuracy rate of

Effective Date 04/01/2019
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o Provision of Emergency Inpatient Hospital Psychiatric
Screen: A concurrent utilization review screening for inpatient
services following the sudden onset of severe psychiatric
symptoms, which could reasonably be expected to make the
individual harmful to self or others if not immediately under
psychiatric treatment. The individual is in crisis and not
currently in a place of safety. If the individual presents in a
hospital, where they will not be hospitalized due to not having
a psychiatric unit or trained psychiatric personnel, then the
utilization screen would be emergent, as the person needs to
be seen right away to determine appropriate treatment. The
referral from the MCO for an Emergency Inpatient Psychiatric
Hospital Screen shall be made immediately. The screen to
determine appropriate treatment shall be completed within
one hour after request is received by an emergency room for
post-stabilization treatment or three hours after receipt of the
request in other circumstances. If psychiatric residential
treatment is recommended, in lieu of inpatient psychiatric

Exhibit/
Item Number | Attachment/ Change From: Change To: Justification
Document

11 8.1.5.1. The MCO shall take steps to require adoption of the | 8453 —Fhe-MCO-shal-takesteps—toreguireadoption-of-the | This provision is being removed because
clinical practice guidelines by subcontracted specialized | elnical—practice—guidelines—by—subeontracted—speeialized | the use of clinical practice guidelines is
behavioral healthcare providers, and to measure compliance | BeRavieral-healtheareproviders, and-to-measure-compliance | o nitored via other means.
with the guidelines, until such point that ninety percent (90%)
or more of the providers consistently achieve eighty percent
(80%) compliance, based on MCO measurement findings. The
MCO should employ substantive provider motivational
incentive strategies, such as financial and non-financial
incentives, to improve compliance.

12 8.4.5.3. Concurrent utilization review includes: 8453 Concurrentutitizotionreview-neludes: This provision is being removed because it is

not an accurate reflection of the process

used to move a member from an

emergency situation to an inpatient bed.

Effective Date 04/01/2019

Page 22 of 28




Item Number

Exhibit/
Attachment/
Document

Contract Amendment #17
Attachment A-17

Change From:

Change To:

Justification

hospitalization, the procedures specified below should be
utilized.

. Provision of an Urgent Inpatient Hospital Psychiatric
Screen: A concurrent utilization review screening is initiated if
the individual meets one criterion specified on the state
approved screening form and is currently in a place of safety.
If the member presents in a hospital, where they will not be
hospitalized due to not having a psychiatric unit or trained
psychiatric personnel, then the utilization screen would be
emergent and follow the protocols and timeframes specified
above. If the member presents at a hospital with a psychiatric
unit or trained psychiatric personnel, and is admitted by the
treating physician, then it will be classified as an urgent screen.
The referral from the MCO for an Urgent Inpatient Psychiatric
Hospital Screen shall be made within 24 hours after the
referral and full medical information is received by MCO. The
screen to determine appropriate treatment shall be completed
within 24 hours of the MCQO's referral after the referral and full
medical information is received by MCO. If psychiatric
residential treatment is recommended, in lieu of inpatient
psychiatric hospitalization, due to concerns regarding the
safety of a child/youth, the procedures specified above should
be utilized.

. Upon completion of the Inpatient Psychiatric Hospital
Concurrent Utilization Review, if the inpatient admission is
approved, the MCO shall notify the provider and individual
requesting the screen of the results in writing within 48 hours

Effective Date 04/01/2019
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Change To:

Justification

of receipt of the request by the MCO. If denied, the MCO shall
notify the individual requesting the screen immediately, and
within 48 hours of receipt of the request by the MCO provide
written notification of the results to the provider and
individual requesting the screen. The notification shall include
whether or not an alternative community services plan is
appropriate, the right of the member to appeal and the
process to do so.

13

Exhibit 3

305PUR-
DHHRFP-BH-
MCO-2014-
MVA

17.10.5 Use of a Pharmacy Benefits Manager (PBM)

17.10.5.1 The MCO must identify the proposed PBM and the
ownership of the proposed PBM. Before entering into a
subcontract with a PBM, the MCO shall obtain LDH approval.
If the PBM is owned wholly or in part by a retail pharmacy
provider, chain drug store or pharmaceutical manufacturer,
the MCO will submit a written description of the assurances
and procedures that must be put in place under the proposed
PBM subcontract, such as an independent audit, to prevent
patient steering, to ensure no conflicts of interest exist and
ensure the confidentiality of proprietary information. The
MCO must provide a plan documenting how it will monitor
such Subcontractors. These assurances and procedures must
be transmitted to LDH for review and approval prior to the
date pharmacy services begin.

17.10.5 Use of a Pharmacy Benefits Manager (PBM)

If the MCO utilizes a PBM for pharmacy claims payment, then

the following requirements shall apply:

17.10.5.1 The MCO must identify the proposed PBM and the
ownership of the proposed PBM. Before entering into a
subcontract with a PBM, the MCO shall obtain LDH approval.
£The MCO will submit a written description of the assurances
and procedures that must be put in place under the proposed
PBM subcontract, such as an independent audit, to prevent
patient steering, to ensure no conflicts of interest exist and
ensure the confidentiality of proprietary information. The
MCO must provide a plan documenting how it will monitor
such Subcontractors. These assurances and procedures must

This revision is required to comply with

state law.

Effective Date 04/01/2019
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Change To:

Justification

17.10.5.2 The MCO must submit a plan for oversight of the
PBM'’s performance prior to the implementation of the MCO’s
PBM. The plan must be approved by LDH and comply with this
contract and all LDH requirements.

be transmitted to LDH for review and approval prior to the
date pharmacy services begin.

17.10.5.2 The MCO must submit a plan for oversight of the
PBM'’s performance prior to the implementation of the MCQO’s
PBM. The plan must be approved by LDH and comply with this
contract and all LDH requirements.

17.10.5.3 Any contract for pharmacy benefit manager services
shall:

17.10.5.3.1 Be limited to a transaction fee, not to exceed $1.25
per processed claim. The transaction fee covers non-claims

costs, exclusive of amounts paid to a pharmacy for a

prescription, including the ingredient cost, dispensing fee and
provider fee;

17.10.5.3.2 Exclude any rebates or discounts, direct or indirect,

from any pharmaceutical manufacturer; and,

17.10.5.3.3 Exclude "spread pricing," defined as any amount
charged or claimed by a pharmacy benefit manager to a

managed care organization that is in excess of the amount paid

to the pharmacy for a prescription, including the ingredient

cost, provider fee and dispensing fee.

Effective Date 04/01/2019
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14

Section 20.3 Table of Monetary Penalties

Section 20.3 Table of Monetary Penalties

Fifty thousand dollars
($50,000.00) per audit
conducted by LDH
wherein the MCO is
found to have not
maintained an
accuracy rate of at
least 90%.

Provider Directory

One thousand dollars
(51,000) per calendar
day for failure to
correct inaccurate
provider directory data
within 14 days of
notification by LDH.

This provision is being revised to align with
the revision in 7.19.1.

Effective Date 04/01/2019
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Provider Directory

Fifty thousand dollars
($50,000.00) per audit
conducted by LDH
wherein the MCO is
found to have not
maintained an
accuracy rate of at
least 90% 75% per
audit period and does

not demonstrate a

minimum accuracy rate

of 50% in conjunction

with a two percentage

point improvement

from the prior audit
period.

One thousand dollars
(51,000) per calendar
day for failure to
correct inaccurate
provider directory data
within 14 days of
notification by LDH.

Effective Date 04/01/2019
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determines, in its sole discretion, are related to the services
performed by the Contractor under this contract that are
responsive to the request, pursuant to the timeline and in the
requested format established by LDH.

provide all records to LDH that the Department determines, in
its sole discretion, are related to the services performed by the
Contractor under this contract that are responsive to the
request, pursuant to the timeline and in the requested format
established by LDH.

Exhibit/
Item Number | Attachment/ Change From: Change To: Justification
Document
15 Exhibit 3 25.66.3 If the Contractor receives the public records’ request | 25.66.3 If the Contractor receives the public records’ request | The change is necessary to ensure efficient
305PUR- directly, the Contractor shall forward the request via email to | directly, the Contractor shall forward the request via email to | processing of public records request.
DHHREP-BH- the LDH Section Chief of Program Operations and Compliance | the tBH-Section-Chief-efProgram-Operationsand-Compliance
MCO-2014- within one business day of receipt. Thereafter, the Contractor | Medicaid Public Records Request Coordinator within one
MVA shall provide all records to LDH that the Department | business day of receipt. Thereafter, the Contractor shall

Effective Date 04/01/2019
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F. Ronald Ogb lll, FSA, CERA, MAAA
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MAKE TOMORROW, TODAY
Erik Axelsen, ASA, MAAA
Senior Associate

3560 Lenox Road NE, Suite 2400
Atlanta, GA 30326

+1 404 442 3100
www.mercer-government.mercer.com

Ms. Pam Diez

Deputy Medicaid Director/Chief Financial Officer
Louisiana Department of Health

Bureau of Health Services Financing

628 North 4th Street

Baton Rouge, LA 70821

May 22, 2019

Subject: Healthy Louisiana Program — Full Risk-Bearing Managed Care Organization (MCO) Rate
Development and Actuarial Certification for the Period Effective April 1, 2019 through December 31, 2019

Dear Ms. Diez:

The Louisiana Department of Health (LDH) has contracted with Mercer Government Human Services
Consulting (Mercer) to develop actuarially sound’ capitation rate ranges for the State of Louisiana’s (State)
Healthy Louisiana program for the period of January 1, 2019 through December 31, 2019. This certification
amends the previous certification issued February 6, 2019 and applies to the period of April 1, 2019
through December 31, 2019. The amendments include updates for new programmatic changes
implemented by LDH after the prior certification was issued.

This letter presents an overview of the analyses and methodology used to support the programmatic
changes, and the resulting capitation rate ranges effective April 1, 2019 through December 31, 2019 for
the purpose of satisfying the requirements of the Centers for Medicare & Medicaid Services (CMS). This
rate development process used Medicaid fee-for-service (FFS) medical and pharmacy claims, Healthy
Louisiana Shared Savings claims experience, Healthy Louisiana Prepaid encounter data, and Louisiana
Behavioral Health Partnership claims experience. It resulted in the development of a range of actuarially
sound rates for each rate cell. The final capitation rates and rate ranges are summarized in Appendix A
and represent payment in full for the covered services.

' Actuarially Sound/Actuarial Soundness — Medicaid capitation rates are “actuarially sound” if, for business for which
the certification is being prepared and for the period covered by the certification, projected capitation rates and other
revenue sources provide for all 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 flows,
governmental risk adjustment cash flows, and investment income. For purposes of this definition, costs include, but are
not limited to, expected health benefits, health benefit settlement expenses, administrative expenses, the cost of
capital, and government-mandated assessments, fees, and taxes.

Reference: http://www.actuarialstandardsboard.org/wp-content/uploads/2015/03/asop049 179.pdf
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BASE PROGRAM CHANGE ADJUSTMENTS

Program change adjustments recognize the impact of benefit or eligibility changes occurring during and
after the base data period. CMS requires the rate setting methodology used to determine actuarially sound
rates incorporate the results of any program changes that have taken place, or are anticipated to take
place, between the start of the base data and the conclusion of the contract period.

Program changes that occurred during the base data are referred to as Base Program Change
Adjustments.

Pharmacy Copays Limit Adjustment

Per 42 CFR 447.56(f), LDH must have in place measures to limit the amount of cost-sharing that members
of a Medicaid household may incur each month to five percent of the family income. Per the State Plan,
LDH only charges cost sharing on prescription drugs. Thus, only pharmacy service costs need to be
adjusted in order to comply with this requirement.

Effective April 1, 2019, LDH implemented a policy whereby individuals with a family income less than or
equal to $800 per month will have a zero-dollar copay for all pharmacy claims. In order to estimate the
impact of this program change, Mercer utilized information provided by LDH summarizing the total amount
of copayments that they expected to shift from the Medicaid recipient’s responsibility to the responsibility of
the MCOs. The underlying analysis was performed on encounters with dates of service between

July 1, 2017 and June 30, 2018 at the family, i.e. household, level. Mercer used the relevant household IDs
provided by LDH and the copayments associated with them in our data for the corresponding time period
to estimate the impact of this policy change. The table below summarizes the impact of the Pharmacy
Copay Limit Adjustment on projected pharmacy costs on each rate cell.

RATE CELL RX COPAY LIMIT ADJUSTMENT

SN 0.80%
Family & Children 0.33%
Foster Care Children 0.02%
BCC 0.19%
LAP 0.00%
HCBS 0.06%
CCM 0.00%

Non-Expansion Subtotal 0.55%
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PROSPECTIVE RATING ADJUSTMENTS
Program change adjustments that occurred after the base data period, but before the conclusion of the
rating period are referred to as Prospective Rating Adjustments.

St. Elizabeth and Our Lady of the Lake (OLOL) Hospital Merger

Effective March 1, 2019, St. Elizabeth became an offsite campus of the main OLOL campus.

St. Elizabeth’s inpatient and outpatient claims are expected to be reimbursed at the OLOL rates shown in
the exhibits below.

Inpatient Per Diem

IP Claim Type Post-Merger Percent Change

Acute $1,102.06 $1,978.58 79.53%
Psychiatric $610.07 $1,113.55 82.53%

Outpatient Cost-to-Charge ratios (CCR)

OP Claim Type Post-Merger Percent Change
NA

Therapy 0.368

Operating Room NA 0.261
Clinic NA 0.619
Cost-based Services 0.154 0.228 47.66%

To estimate the impact of the St. Elizabeth and OLOL merger on projected inpatient and outpatient costs,
Mercer repriced the historical St. Elizabeth encounters at the post-merger reimbursement levels. The
revised fee schedule adjustments to the projected medical expenses are summarized in the table below.
Please refer to Appendix D for the incremental impact of this program change.

COA RATE CELL FEE ADJUSTMENT
EFFECTIVE 4/1/2019

SSI 0 - 2 Months 3.73%
SSI 3 - 11 Months 3.18%
SSI Child 1 - 20 Years 3.41%

SSI Adult 21+ Years 4.57%
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EFFECTIVE 4/1/2019
Family & Children 0 - 2 Months 3.40%
Family & Children 3 - 11 Months 4.14%
Family & Children Child 1 - 20 Years 4.35%
Family & Children Adult 21+ Years 5.32%
Foster Care Children All Ages Male & Female 4.62%
BCC BCC, All Ages 2.17%
LAP LAP, All Ages 4.80%
HCBS Child 1 - 20 Years 3.98%
HCBS Adult 21+ Years 3.84%
CCM CCM, All Ages 5.01%
SBH - CCM SBH - CCM, All Ages 3.51%
SBH — Duals & LaHIPP SBH - Dual Eligible & LaHIPP, 1.44%
All Ages
SBH - HCBS Child 1 - 20 Years 3.62%
SBH - HCBS Adult 21+ Years 6.03%
SBH - Other SBH - All Ages 12.46%
Maternity Kick Payment Maternity Kick Payment 8.32%
EED Kick Payment EED Kick Payment 0.00%

Non-Expansion Subtotal

4.57%

Single Preferred Drug List (PDL)

Effective May 1, 2019, LDH implemented a Single PDL for selected therapeutic classes. LDH selected the
therapeutic classes and drugs included, and LDH and the MCO pharmacy directors established the prior
authorization criteria applicable to the drugs included in the Single PDL. MCOs are required to follow the
Single PDL and only list as preferred those products preferred by LDH. For branded products listed as
preferred over available generics, the MCOs are to consider the generic form non-preferred and not
require the prescriber to indicate in writing the branded product is medically necessary.
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To estimate the impact of the Single PDL on pharmacy costs, Mercer’s actuaries and pharmacists
reviewed the historical utilization of drugs in the affected classes and developed assumptions regarding the
expected changes in utilization from non-preferred to preferred agents, which were reviewed by LDH
pharmacists. The estimated impact of the Single PDL program change on projected pharmacy costs on
each rate cell are summarized in the table below.

RATE CELL UNIT COST ADJUSTMENT

SSi -0.19%
Family & Children 0.34%
Foster Care Children 0.81%
BCC 0.27%
LAP 0.53%
HCBS -0.18%
CCM 0.08%
Non-Expansion Subtotal 0.07%

Additionally, the MCOs are prohibited from entering into rebate agreements with manufacturers of drugs.
Any existing drug rebate agreements were discontinued by May 1, 2019. The MCOs are still allowed to
collect rebates on non-drug items such as diabetic testing supplies once the Single PDL is implemented.
To account for the changes to the pharmacy rebate adjustment as a result of the Single PDL
implementation, Mercer blended the pharmacy rebate adjustment developed the pre- and post-Single PDL
rebate expectations to arrive an updated pharmacy rebate adjustment. The table below summarizes the
updated impacted of pharmacy rebates on projected pharmacy costs on each rate cell.

RX REBATE ADJUSTMENT

SSI -3.90% -0.50% -0.88%
Family & Children -3.10% -0.40% -0.70%
Foster Care Children -1.90% -0.20% -0.39%

BCC -1.80% -0.30% -0.47%
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RX REBATE ADJUSTMENT

LAP -3.80% -0.30% -0.69%
HCBS -2.80% -0.50% -0.76%
CCM -1.80% -0.20% -0.38%
Non-Expansion Subtotal -3.47% -0.45% -0.78%

Local Pharmacy Adjustment

Effective May 1, 2019, LDH changed its reimbursement for pharmacies for FFS prescriptions. The
ingredient cost portion of the reimbursement shifts from local Average Acquisition Cost (AAC) to National
Average Drug Acquisition Cost (NADAC). The dispensing fee portion of the reimbursement also increases;
from $10.41 per prescription to $10.99 per prescription.

These changes in FFS pharmacy reimbursement affect the Healthy Louisiana program because the
MCQO’s are required to reimburse local pharmacies, at minimum, at the FFS level. Per §460.36 of
Louisiana’s register, local pharmacies are defined as satisfying the two following conditions:

1. Contracts with the MCO or the MCQ’s contractor in its own name or through a pharmacy services
administration organization and not under the authority of a group purchasing organization

2. Has fewer than ten retail outlets under its corporate umbrella

Mercer reviewed an analysis by Myers and Stauffer in which they estimated the difference between local
AAC and NADAC ingredient costs. Myers and Stauffer performed the pricing analysis on local pharmacy
encounter experience incurred on days of service May 11, 2017 through May 10, 2018. The results of this
analysis, in conjunction with the historical utilization of local pharmacies in the Healthy Louisiana program,
were used to estimate the impact of the local pharmacy pricing changes on projected pharmacy costs. The
table below summarizes the updated impact of local pharmacy pricing changes on projected pharmacy
costs on each rate cell.
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RATE CELL LOCAL PHARMACY ADJUSTMENT

SH 0.42%
Family & Children 0.42%
Foster Care Children 0.57%
BCC 0.21%
LAP 0.34%
HCBS 0.46%
CCM 0.41%
Non-Expansion Subtotal 0.42%

CERTIFICATION OF FINAL RATE RANGES
This certification assumes items in the Medicaid State Plan or Waiver, as well as the Healthy Louisiana
MCO contract, have been approved by CMS.

In preparing the rate ranges shown in Appendix A, Mercer has used and relied upon enroliment, FFS
claims, encounter data, reimbursement level, benefit design and other information supplied by LDH and its
fiscal agent. LDH, its fiscal agent and the Healthy Louisiana MCOs are responsible for the validity and
completeness of the data supplied. We have reviewed the data and information for internal consistency
and reasonableness, but we did not audit them. In our opinion they are appropriate for the intended
purposes. However, if the data and information are incomplete/inaccurate, the values shown in this report
may differ significantly from values that would be obtained with accurate and complete information; this
may require a later revision to this report.

Because modeling all aspects of a situation or scenario is not possible or practical, Mercer may use
summary information, estimates, or simplifications of calculations to facilitate the modeling of future events
in an efficient and cost-effective manner. Mercer may also exclude factors or data that are immaterial in
our judgment. Use of such simplifying techniques does not, in our judgment, affect the reasonableness,
appropriateness, or attainability of the results for the Medicaid program. Actuarial assumptions may also be
changed from one certification period to the next because of changes in mandated requirements, program
experience, changes in expectations about the future, and other factors. A change in assumptions is not an
indication that prior assumptions were unreasonable, inappropriate, or unattainable when they were made.

Mercer certifies the rate ranges in Appendix A, including any risk-sharing mechanisms, were developed in
accordance with generally accepted actuarial practices and principles and are appropriate for the Medicaid
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covered populations and services under the Healthy Louisiana MCO contract. The undersigned actuaries
are members of the American Academy of Actuaries and meet its qualification standards to certify to the
actuarial soundness of Medicaid managed care capitation rates.

Rates and ranges developed by Mercer are actuarial projections of future contingent events. All estimates
are based upon the information and data available at a point in time, and are subject to unforeseen and
random events. Therefore, any projection must be interpreted as having a likely, and potentially wide,
range of variability from the estimate. Any estimate or projection may not be used or relied upon by any
other party or for any other purpose than for which it was issued by Mercer. Mercer is not responsible for
the consequences of any unauthorized use. Actual Healthy Louisiana MCO costs will differ from these
projections. Mercer has developed these rates on behalf of LDH to demonstrate compliance with the CMS
requirements under 42 CFR 438.4 and accordance with applicable law and regulations. Use of these rate
ranges for any purpose beyond that stated may not be appropriate.

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

LDH understands that Mercer is not engaged in the practice of law, or in providing advice on taxation
matters. This report, which may include commenting on legal or taxation issues or regulations, does not
constitute and is not a substitute for legal or taxation advice. Accordingly, Mercer recommends that LDH
secure the advice of competent legal and taxation counsel with respect to any legal or taxation matters
related to this report or otherwise.

This certification letter assumes the reader is familiar with the Healthy Louisiana Program, Medicaid
eligibility rules, and actuarial rate-setting techniques. It has been prepared exclusively for LDH and CMS,
and should not be relied upon by third parties. Other readers should seek the advice of actuaries or other
qualified professionals competent in the area of actuarial rate projections to understand the technical
nature of these results. Mercer is not responsible for, and expressly disclaims liability for, any reliance on
this report by third parties.
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May 22, 2019

Ms. Pam Diez

Louisiana Department of Health

LDH agrees to notify Mercer within 30 days of receipt of this report if it disagrees with anything contained in
this report or is aware of any information or data that would affect the results of this report that has not
been communicated or provided to Mercer or incorporated herein. The report will be deemed final and
acceptable to LDH if nothing is received by Mercer within such 30 day period.

If you have any questions on any of the above, please feel free to contact Ron Ogborne at
+1 602 522 6595 or Erik Axelsen at +1 404 442 3517 at your convenience.

Sincerely,
Uﬂﬂ A Cuik Ol
F. Ronald Ogbori‘\e I, FSA, MAAA, CERA Erik Axelsen, ASA, MAAA
Partner Senior Associate
Copy:

Amanda Joyner, Deputy Assistant Secretary — OBH/LDH
Marisa Naquin, Managed Care Finance — LDH

Jen Steele, Medicaid Director — LDH

Karen Stubbs, Deputy Assistant Secretary — OBH/LDH

Robert Butler, Principal — Mercer
Christina Coleman, Associate — Mercer
Kodzo Dekpe, ASA, MAAA, Associate — Mercer
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" M E RC E R F. Ronald Ogborne lll, FSA, CERA, MAAA

Partner
MAKE TOMORROW, TODAY

Erik Axelsen, ASA, MAAA
Senior Associate

3560 Lenox Road, Suite 2400
Atlanta, GA 30326

. www.mercer-government.mercer.com
Ms. Pam Diez

Deputy Medicaid Director/Chief Financial Officer
Louisiana Department of Health

Bureau of Health Services Financing

628 North 4th Street

Baton Rouge, LA 70821

May 24, 2019

Subject: Healthy Louisiana Expansion Program — Full Risk Bearing Managed Care Organization (MCO)
Rate Development and Actuarial Certification for the Period April 1, 2019 through December 31, 2019

Dear Ms. Diez:

The Louisiana Department of Health (LDH) has contracted with Mercer Government Human Services
Consulting (Mercer) to develop actuarially sound’ capitation rates for the State of Louisiana’s (State)
Healthy Louisiana Expansion program for the period of April 1, 2019 through December 31, 2019. This
certification addresses the development of the Expansion Age 19—-64 and Expansion High Needs
capitation rates. The Expansion Special Behavioral Health (SBH) Dual Eligible, Expansion SBH Chisolm,
Expansion SBH Other and the Expansion Maternity Kick Payment rate development is addressed in a
separate certification.

This letter presents an overview of the methodology used in Mercer's managed care rate development for
the purpose of satisfying the requirements of the Centers for Medicare & Medicaid Services (CMS). This
rate development process relied on Healthy Louisiana Encounter data. It resulted in the development of a
range of actuarially sound rates for each rate cell. The final capitation rates and rate ranges are
summarized in Appendix A and represent payment in full for the covered services.

1 Actuarially Sound/Actuarial Soundness — Medicaid capitation rates are “actuarially sound” if, for business for which
the certification is being prepared and for the period covered by the certification, projected capitation rates and other
revenue sources provide for all 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 flows,
governmental risk adjustment cash flows, and investment income. For purposes of this definition, costs include, but are
not limited to, expected health benefits, health benefit settlement expenses, administrative expenses, the cost of
capital, and government-mandated assessments, fees, and taxes.

Reference: http://www.actuarialstandardsboard.org/wp-content/uploads/2015/03/asop049 179.pdf.
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The remainder of this letter is structured as follows:

Section 1: New Adult Group Capitation Rates
* Part A: General Information

* Part B: Base Data Development

» Part C: Expansion Capitation Rate Development
— Subpart C.1: Projected Benefit Costs
— Subpart C.2: Special Contract Provisions
— Subpart C.3: Projected Non-Benefits Costs
— Subpart C.4: Risk Mitigation

Section 2: Certification of Final Rates

SECTION 1: NEW ADULT GROUP CAPITATION RATES

Part A: General Information

Capitation rates for the Healthy Louisiana Expansion program were developed in accordance with
rate-setting guidelines established by CMS. For rate development for the Healthy Louisiana Expansion
program, Mercer used data from April 1, 2017 through March 31, 2018. Healthy Louisiana Encounter data
was used to develop the rates. All data was reported on an incurred basis and included payment dates
through September 30, 2018. Restrictions were applied to the enroliment and claims data so that it was
appropriate for the populations and benefit package defined in the Healthy Louisiana managed care
organization (MCQO) contract.

Mercer reviewed the data provided by LDH and the Healthy Louisiana MCOs for consistency and
reasonableness and determined the data was appropriate for the purpose of setting actuarially sound new
adult group capitation rates. The data reliance attestation shown in Appendix B has been provided by LDH,
and its purpose is to certify the accuracy, completeness and consistency of the base data.
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Adjustments were made to the selected base data to align with the covered populations and Healthy
Louisiana benefit packages for the April 1, 2019 through December 31, 2019 rating period. Additional
adjustments were then applied to the base data to incorporate:

*  Provision for incurred but not reported (IBNR) claims.

* Adjustments to encounter data for under-reporting.

* Prospective and retrospective program changes not fully reflected in the base data.

» Trend factors to forecast the expenditures and utilization to the contract period.

» Changes in benefits covered by managed care.

* Changes in LDH’s Medicaid eligibility policies.

* Administration and underwriting profit/risk/contingency loading.

In addition to these adjustments, LDH takes an additional step in the matching of payment to risk:
*  Application of risk-adjusted regional rate.

The final rates for all rate cells were developed net of Graduate Medical Education (GME) payments to
teaching hospitals provided in the Louisiana Medicaid State Plan. Appendix M details the development of
rates for the Expansion Age 19-64 and Expansion High Needs populations.

Healthy Louisiana Expansion Rate Cell Structure

Historical claim costs vary by age, gender and eligibility category, and separate rate cells were developed
in order to reflect differences in risk. Five distinct rate cells were established within this rating category
based on Mercer’s review of experience in working with Medicaid Expansion populations in other states. In
addition, a Maternity Kick Payment will be paid to the MCOs for each qualifying delivery event that takes
place.

TABLE 1:
Medicaid Expansion
Age 19-64, Male & Female
Medicaid Expansion — High Needs
Age 19-64, Male & Female
Medicaid Expansion — Dual Eligible
Age 19-64, Male & Female

MARSH & MCLENNAN
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MEDICAID EXPANSION RATE CELL STRUCTURE

Medicaid Expansion — SBH-CCM

Age 19-64, Male & Female

Medicaid Expansion — SBH-Other

Age 19-64, Male & Female

Maternity Kick Payment

Maternity Kick Payment

Early Elective Delivery (EED) Kick Payment

As previously discussed, this certification covers two of LDH’s seven Medicaid Expansion rate cells:
Expansion Age 19-64 and Expansion High Needs. For a description of the rate development of the
Expansion SBH Dual Eligible, Expansion SBH Chisolm, Expansion SBH Other and the Expansion
Maternity Kick Payment, please refer to the Healthy Louisiana rate certification dated February 7, 2019 for
rates effective January 1, 2019 through December 31, 2019.

HEALTHY LOUISIANA BENEFIT PACKAGE

Covered Services

Appendix C lists the services the Healthy Louisiana MCOs must provide to the members in the Healthy
Louisiana Expansion program. The MCOs also have the ability to develop creative and innovative solutions
to care for their members (i.e., provide other cost-effective alternative services), as long as the
contractually-required Medicaid services are covered. Costs of alternative services are expected to be
funded through savings on the contractually-required services for which these services are a cost-effective
substitute.

New Services
Effective January 1, 2019, Healthy Louisiana MCOs will be responsible for the coverage of Continuous
Glucose Monitors (CGM) for all eligible recipients that meet the following criteria:

« Diagnosis of type 1 diabetes with recurrent, unexplained, severe hypoglycemia (glucose levels <50
mg/dl).

* Impaired hypoglycemia awareness that puts the recipient at risk or Pregnant recipient with poorly
controlled type 1 diabetes evident by recurrent, unexplained hypoglycemic episodes, hypoglycemic
unawareness, postprandial hyperglycemia or recurrent diabetic ketoacidosis.
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Excluded Services
Healthy Louisiana MCOs are not responsible for providing physical health (PH) services and other
Medicaid services not identified in Appendix C, including the following services:

» Dental services, with the exception of Early and Periodic Screening and Diagnosis Treatment
varnishes provided in a Primary Care setting.

* Intermediate care facilities for the developmentally disabled services.
* Personal Care services 21 and older.

* Institutional Long-Term Care (LTC) Facility/Nursing Home services.
*  School-based Individualized services.

*  Education Plan services provided by a school district and billed through the intermediate school
district, or School-based services funded with certified public expenditures, including school nurses.

*  Home- Community-Based Services (HCBS) waiver services.
* Targeted Case Management services.
»  Services provided through LDH’s Early-Steps program.

» Coordinated System of Care (CSoC) services previously covered under 1915(c) or 1915(b)(3) waiver
authority.

¢« Medicare Crossover services.
» Services covered under a non-CSoC 1915(c) waiver.

For more specific information on covered services, please refer to the Healthy Louisiana Behavioral Health
Integration Amendment issued by LDH.

HEALTHY LOUISIANA SERVICES ELIGIBLE FOR DIFFERENT FEDERAL
MEDICAL ASSISTANCE PERCENTAGE (FMAP)
There are two groups of services for which LDH receives a different FMAP than the regular state FMAP:

* Family Planning services.
» Alist of specified preventive services and adult vaccines established under ACA section 4106.

Mercer has analyzed the component of the rates associated with each group of services so that LDH may
claim the enhanced FMAP on these services. Since Family Planning services are reimbursed at the level
of 90% FMAP and Expansion is reimbursed at the 93% level for CY 2019, there was no need for Mercer to
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calculate the Family Planning component of the Expansion rates. Specific details on codes used to identify
the preventive services can be found in Appendix D, which contains the per member per months (PMPMs)
that are eligible for the enhanced match rate.

REGION GROUPINGS
For rating purposes, Louisiana has been split into four different regions. Table 2 lists the associated
parishes for each of the four regions.

TABLE 2:

REGION GROUPINGS

Region Description Associated Parishes (Counties)

Gulf Assumption, Jefferson (East Bank), Jefferson (West Bank), Lafourche,
New Orleans (Algiers), New Orleans (Downtown), New Orleans
(Gentilly), New Orleans (Uptown), Orleans, Plaquemines, St. Bernard,
St. Charles, St. James, St. John, St. Mary and Terrebonne

Capital Ascension, East Baton Rouge, East Feliciana, Iberville, Livingston,
Pointe Coupee, St. Helena, St. Tammany, Tangipahoa, Washington,
West Baton Rouge and West Feliciana

South Central Acadia, Alexandria, Allen, Avoyelles, Beauregard, Calcasieu,
Cameron, Catahoula, Concordia, Evangeline, Grant, Iberia, Jefferson
Davis, Lafayette, Lasalle, Rapides, St. Landry, St. Martin, Vermilion,
Vernon and Winn

North Bienville, Bossier, Caddo, Caldwell, Claiborne, DeSoto, East Carroll,

Franklin, Jackson, Lincoln, Madison, Monroe, Morehouse,
Natchitoches, Ouachita, Red River, Richland, Sabine, Shreveport,
Tensas, Union, Webster and West Carroll

PART B: BASE DATA DEVELOPMENT
For rate development for the Healthy Louisiana program, Mercer used data that spans the period of
April 1, 2017 through March 31, 2018 from the following sources:

* Louisiana Medicaid eligibility and enrollment data.
* Encounter data reported from the State’s Healthy Louisiana Prepaid program.

All data was reported on an incurred basis and included payment dates through September 30, 2018.
Restrictions were applied to the enrollment and claims data so that it was appropriate for the populations
and benefit package defined in the contract.

Mercer reviewed the data provided by LDH and the Healthy Louisiana MCOs for consistency and
reasonableness and determined the data was appropriate for the purpose of setting capitation rates for the
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MCO program. The data reliance attestation shown in Appendix B has been provided by LDH, and its
purpose is to certify the accuracy, completeness and consistency of the base data.

Effective February 1, 2015, members were granted retroactive eligibility, based on their eligibility for
Healthy Louisiana, for up to 12 months prior to enrollment in an MCO. The MCO selected by these
members will then receive one capitation payment per month of retroactive enroliment, and will be liable for
all claims incurred during this retroactive eligibility period. Retroactive eligibility and claims are excluded
from the base data and handled as a separate adjustment. This adjustment will be discussed later in this
letter.

Incurred but Not Reported

Capitation rate ranges were developed using claims data for services incurred in the base period of

April 1, 2017 through March 31, 2018 and reflects payments processed through September 30, 2018.
Mercer developed IBNR factors for the base period encounter data in order to reflect considerations for
any unpaid claims liability. IBNR category mappings are provided in Appendix C. Table 3 summarizes the
IBNR factors that were applied to the April 2017 through March 2018 encounter data.

TABLE 3:
] ]
19-64
Inpatient 1.0241 1.0210
Outpatient 1.0373 1.0474
Physician and Other 1.0173 1.0216
Transportation and SBH 1.0250 1.0287
Prescribed Drugs 1.0000 1.0000
Total 1.0195 1.0215

Under-Reporting Adjustments

Under-reporting adjustments were developed by comparing encounter data from the Medicaid
Management Information System (MMIS) to financial information provided by the MCOs. This adjustment
was computed and applied on an MCO basis. Table 4 summarizes the overall aggregate increases applied
to the base period expenses.

TABLE 4:
R ol
19-64
Prescribed Drugs 1.0979 1.1091
Non-Rx 1.0740 1.0791
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Third-Party Liabilities
All claims are reported net of third-party liability, therefore no adjustment is required.

Copayments
Copayments are only applicable to prescription drugs. Pharmacy claims are reported net of any
copayments so no additional adjustment is necessary.

Disproportionate Share Hospital Payments
Disproportionate Share Hospital (DSH) payments are made outside of the MMIS and have not been
included in the capitation rates.

BASE PROGRAM CHANGE ADJUSTMENTS

Program change adjustments recognize the impact of benefit or eligibility changes occurring during and
after the base data period. CMS requires that the rate setting methodology used to determine actuarially
sound rates incorporate the results of any program changes that have taken place, or are anticipated to
take place, between the start of the base data period and the conclusion of the contract period.

Program changes that occurred during the base data period are referred to as Base Program Change
Adjustments.

Pharmacy Copays Limit Adjustment

Per 42 CFR 447.56(f), LDH must have in place measures to limit the amount of cost-sharing that members
of a Medicaid household may incur each month to 5% of the family income. Per the State Plan, LDH only
charges cost sharing on prescription drugs. Thus, only pharmacy service costs need to be adjusted in
order to comply with this requirement.

Effective April 1, 2019, LDH implemented a policy whereby individuals with a family income less than or
equal to $800 per month will have a zero-dollar copay for all pharmacy claims. In order to estimate the
impact of this program change, Mercer utilized information provided by LDH that summarized the total
amount of copayments that they expected to shift from the Medicaid recipient’s responsibility to the
responsibility of the MCOs. The underlying analysis was performed on encounters with dates of service
between July 1, 2017 and June 30, 2018 at the family, i.e., household, level. Mercer used the relevant
household IDs provided by LDH and the copayments associated with them in our data for the
corresponding time period to estimate the impact of this policy change. The estimated impact of the
Pharmacy Copay Limit Adjustment was an increase of 0.5% to projected pharmacy costs for the
Expansion Age 19-64 rate cell and an increase of 0.5% to projected pharmacy costs for the Expansion
High Needs rate cell

DATA SMOOTHING

In reviewing the base data for the Expansion High Needs rate, Mercer determined that it was not
sufficiently credible at the regional level. In order to ensure sufficient credibility to develop actuarially sound
capitation rates Mercer combined the regional data and calculated a single statewide capitation rate.

MARSH & MCLENNAN
COMPANIES



Attachment D2

Page 9

May 24, 2019

Ms. Pam Diez

Louisiana Department of Health

PROSPECTIVE RATING ADJUSTMENTS
Program change adjustments that occurred after the base data period, but before the conclusion of the
rating period are referred to as Prospective Rating Adjustments.

Fee Schedule Changes
The capitation rates reflect changes in covered services’ fee schedules and unit costs, between the base
period and the contract period.

Beginning in April 2014, LDH implemented a series of program changes to ensure consistent pricing in the
Medicaid program for hospital services, including inpatient hospital, outpatient hospital, hospital-based
physician and ambulance services. This change required the use of Full Medicaid Pricing (FMP) in the
calculation of PMPM payments to MCOs. LDH expects this rate increase will lead to increased payments
to those providers contracting with the MCOs to maintain and increase access to inpatient hospital,
outpatient hospital, hospital-based physician and ambulance services to the enrolled Medicaid
populations. Mercer and LDH reviewed the aggregate funding levels for these services between the base
period and the contract period and determined that an addition to the historical data was necessary in
order to ensure the capitation rate ranges reflect adequate statewide pricing levels. Separate adjustments
were made to each of the four services to capture the full impact of statewide funding. FMP adjustments
were implemented for inpatient and outpatient services effective April 2014. Physician and ambulance
FMP adjustments were implemented effective July 2015.

For the non-FMP fee schedule changes discussed in this section, the fee schedule changes are expected
to impact MCO costs as MCOs usually contract with providers at rates that are proportional to the Medicaid
fee schedule for these services.

Inpatient Services
Inpatient claims were adjusted to reflect changes in the inpatient per diem rates between the base period
and the contract period, using the fee schedules published on LDH’s website.2

The April 1, 2019 rates reflect the estimated impact of the Fee Schedule changes that have been in effect
since July 1, 2018.The non-GME part of the per diems were used in this fee adjustment process to be
consistent with LDH’s intention to continue paying GME amounts directly to the teaching hospitals.

Mercer relied upon an analysis of Medicare Diagnosis Related Group (DRG) equivalent pricing of Medicaid
services provided by LDH for the FMP adjustment. Encounter data from January 2017 through

December 2017 was analyzed and compared the adjusted Medicare payments to the Medicaid payment
on a per discharge basis at each hospital. The Medicare payments were adjusted to reflect the treatment
of Medicaid patients and reflected the reimbursement level applicable to the rate period. The Medicaid
payments were also trended to the rate period and the ratio between the projected Medicare and Medicaid

2 https://www.lamedicaid.com/provweb1/fee schedules/feescheduleindex.htm
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payments was calculated. Mercer applied the ratio between the two payments to the base data at a
hospital specific level.

Also, effective March 1, 2019, St. Elizabeth became an offsite campus of the main Our Lady of the Lake
(OLOL) campus. St. Elizabeth’s inpatient claims were adjusted to reflect the change in reimbursement
rates resulting from the merger. The total impact of the inpatient fee changes is summarized below in
Table 5 below:

TABLE 5:
RATE CELL |HISTORICAL |FEE CHANGE |ADJUSTED |FMP IMPACT AS
IMPACT IMPACT % OF

ADJUSTED
COST

Expansion $264,707,245 $22,074,762 $286,782,007 $179,652,112 62.6%

Age 19-64

Expansion High  $264,051 $29,315 $293,366 $98,233 33.5%

Needs

Outpatient Services

Outpatient claims were adjusted to reflect the most recent cost-to—charge ratios (CCRs) available. The
CCRs were reported on hospital fiscal year bases, which varied by hospital from June 30, 2015 to
December 31, 2017. The adjustment also included estimation of cost settlements and reflected the most
up-to-date cost settlement percentages for each facility.

Effective January 1, 2019 House Concurrent Resolution (HCR) six adjusted reimbursement rates for
outpatient services for all hospitals except rural hospitals, state-owned hospitals, and OLOL. The rates for
the effected facilities increased by 11.56% except for Children’s Hospital where reimbursement for
outpatient services increased by 5.26%. Additionally, cost settlement percentages for most non-rural,
non-state facilities were increased to 83.18% effective January 1, 2019. Rural facilities are cost settled at
110%.

The outpatient FMP was developed according to the State Plan using the CCRs and the billed charges
from the base data. The calculation was completed at a hospital level.
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Also, effective March 1, 2019, St. Elizabeth became an offsite campus of the main OLOL campus. St.
Elizabeth’s outpatient claims were adjusted to reflect the change in reimbursement rates resulting from the
merger. The total impact of the outpatient fee changes is summarized in Table 6 below:

TABLE 6:

RATE HISTORICAL |FEE CHANGE |ADJUSTED |FMP IMPACT

CELL IMPACT cosT IMPACT |AS % OF
ADJUSTED
COST

Expansion $365,894,928 $55,742,174 $421,637,101  $94,899.116  22.5%

Age 19-64

Expansion High $192,682 $23,473 $216,155 $52,587 24.3%

Needs

Physician-Administered Drugs Fee Schedule Change

Effective July 1, 2018, LDH made changes to the physician-administered drugs (PAD) reimbursement
rates.® Mercer identified the affected services and estimated the impact of the fee schedule changes to
develop adjustments to the capitation rates. The total impact of the PAD fee changes is summarized in
Table 7 below:

TABLE 7:
RATE CELL HISTORICAL FEE CHANGE IMPACT AS %
COST IMPACT OF
HISTORICAL
COST
Expansion Age 19-64 $2,207,924 $214,749 9.7%
Expansion High Needs $812 $48 5.9%

Hospital-Based Physician Services

Mercer calculated the FMP payments for hospital-based physician services provided at participating
facilities by participating physicians according to the State Plan methodology. This methodology is
designed to bring the payments for the physician services up to the community rate level. The community
rate is defined as the rates paid by commercial payers for the same service. For state-owned or operated
entities, Mercer calculated the FMP payments according to the State plan using the billed charges from the
base data and the commercial charges-to-paid conversion factors provided by LDH. For non-state owned
or operated entities, Mercer calculated the FMP payments according to the State plan using the units of
service from the base data, the most currently available Medicare fees and the Medicare-to-commercial
conversion factors provided by LDH. The conversion factors are maintained by LDH and updated

3 https://Idh.la.gov/index.cfm/page/3297
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periodically. For state-owned or operated entities, the conversion factors are updated annually. For
non-state owned or operated entities, the factors are updated every three years.

LDH provided the latest available factors, which were last updated as of October 2018. Table 8 below
shows the impact of FMP on the adjusted base cost of hospital-based physician services meeting the State
Plan’s criteria for FMP.

TABLE 8:
RATE CELL HISTORICAL ADJUSTED |FMP IMPACT AS
COST COST IMPACT % OF
ADJUSTED
COST
Expansion Age 19-64 $81,932,860 $81,932,860 $128,630,001  157.0%
Expansion High Needs $40,977 $40,977 $54,006 131.8%

Ambulance Services

Mercer calculated the ambulance FMP payments according to the State Plan using Medicare fee
schedules and average commercial rates as a percentage of Medicare. Ambulance providers were
classified as either Large Urban Governmental (LUG) or non-LUGs. LUGs have historically received
100.0% of the gap between average commercial rate and the Medicaid fee schedule while non-LUGs have
historically received 17.35% of the gap. Mercer developed increases using these assumed funding levels.
Average commercial rates as a percentage of Medicare were provided by LDH for rate year 2019.
According to the State Plan, average commercial rates are updated every three years. Table 9 below
shows the impact of FMP on the adjusted base cost of ambulance services meeting the State Plan’s
criteria for FMP.

TABLE 9:
RATE CELL HISTORICAL ADJUSTED FMP IMPACT AS
COST COST IMPACT % OF
ADJUSTED
COST
Expansion Age 19-64 $19,430,163 $19,430,163 $13,610,048 70.0%
Expansion High Needs $14,378 $14,378 $13,805 96.0%

Aggregate Fee Schedule Adjustments

Overall, as shown in Table 10, the combined effect of all the prospective fee adjustments to the Expansion
Age 19-64 and Expansion High Needs rate cells was a 51.3% and 38.6% increase in the base data,
respectively.
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TABLE 10:
RATE CELL |HISTORICAL |FEE CHANGE |ADJUSTED |[FMP IMPACT
IMPACT COST IMPACT AS % OF

ADJUSTED
COST

Expansion $734,173,120 $78,031,685 $812,204,806 $416,791,277 51.3%

Age 19-64

Expansion High  $512,900 $52,836 $565,735 $218,632 38.6%

Needs

Positron Emission Tomography Scans
Effective February 1, 2018, Healthy Louisiana will cover Positron Emission Tomography (PET) scans for
cancer-related purposes. This is a new State Plan service and is considered a PH service.

Mercer developed a projection of the Healthy Louisiana PET scan costs using fee schedule information
provided by LDH and an estimate of expected PET scan utilization. As PET scans are a new State Plan
service and encounter data is limited, the projected utilization was developed based on experience in
Louisiana for a Commercial population (Blue Cross Blue Shield of Louisiana — Individual line of business),
emerging utilization experience in the data and PET scan utilization in other Medicaid managed care
programs covering similar populations and services in other states. The overall impact on the Expansion
rates due to the addition of the PET scan benefit was $0.37 PMPM and $2.92 PMPM for the Expansion
Age 19-64 and Expansion High Needs rate cells, respectively. Please see Appendix E for more details.

Managed Care Linkage for Long-Term Care Users

Effective August 1, 2018, the State implemented changes that impact the managed care enroliment date
for Healthy Louisiana enrollees who become eligible for LTC services. Specifically, the effective date of
B-linkage (i.e., Behavioral Health Only coverage) enroliment status when a member enrolled in managed
care with a P-linkage (i.e., Acute and Behavioral Health coverage), is certified as eligible for LTC services,
will be the first day of the month following the member’s LTC certification. Prior to August 1, 2018, the
member was enrolled with a B-linkage effective the first day of the month that member was admitted to
LTC. Disenroliment from the P-linkage will continue to happen on the last day of the month the member is
admitted to LTC.

During the transitional month where a member is both enrolled with a P-linkage and certified for LTC, the
MCO will have additional responsibility for services covered under the managed care contract that are not
the responsibility of the nursing facility.

Mercer identified individuals within the base data whose eligibility would be impacted by this change, as
well as the cost of the additional services that will become the responsibility of the MCO. This data was
utilized to develop adjustments for each region and rate cell. The overall impact of this program change is
a 0.14% increase and 0.03% decrease to the Expansion Age 19-64 and Expansion High Needs rate cells,
respectively. The table below shows the impact on the base PMPM for the Expansion rates.

MARSH & MCLENNAN
COMPANIES



Attachment D2

Page 14

May 24, 2019

Ms. Pam Diez

Louisiana Department of Health

TABLE 11:

RATE HISTORICAL [HISTORICAL |ADJUSTED |ADJUSTMENT |HISTORICAL

CELL HLA MMS HLA MMS DOLLAR HLA
ENCOUNTERS IMPACT ENCOUNTERS

Expansion 5,196,640 $1,572,114,075 381 $2,416,686 0.2%

Age 19-64

Expansion 1,091 $1,027,495 2 $2,030 0.0%

High Needs

Continuous Glucose Monitoring Adjustment
Effective January 1, 2019, Healthy Louisiana MCOs will be responsible for the coverage of continuous
glucose monitors for all eligible recipients that meet the following criteria:

« Diagnosis of type 1 diabetes with recurrent, unexplained, severe hypoglycemia (glucose levels <50
mg/dl).

* Impaired hypoglycemia awareness that puts the recipient at risk or Pregnant recipient with poorly
controlled type 1 diabetes evident by recurrent, unexplained hypoglycemic episodes, hypoglycemic
unawareness or postprandial hyperglycemia, or recurrent diabetic ketoacidosis.

Mercer developed a projection of the Healthy Louisiana CGM costs using fee schedule information
provided by LDH and an estimate of expected CGM utilization based on clinical expertise. As CGMs are a
new State Plan service, the projected utilization was developed based on the SFY17 Expansion

Age 19-64 prevalence of recipients with Type | diabetes and insulin dependence. The overall impact on
the Expansion rates due to the addition of the CGM benefit was an increase of $0.48 PMPM and $0.49
PMPM for the Expansion Age 19—64 and Expansion High Needs rate cells, respectively. Please see
Appendix F for more details.

Federally Qualified Health Center/Rural Health Clinic

Long-acting reversible contraceptive

Effective January 1, 2019, and with the date of service forward, Louisiana Department of Health will
reimburse for long-acting reversible contraceptive (LARC) devices and diagnosis separate from the
prospective payment system (PPS) rate to Federally Qualified Health Center (FQHC) and Rural Health
Clinic (RHC) providers. The Actual Acquisition Cost (AAC) to the FQHC will determine the reimbursement
for LARC devices.

Same Day Billing

Effective for dates of service on or after April 1, 2019, the Medicaid program shall establish an alternative
payment methodology for behavioral health services provided in FQHCs and RHCs by one of the following
practitioners:

*  Physicians with a psychiatric specialty.
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* Nurse practitioners or clinical nurse specialist with a psychiatric specialty.

* Licensed clinical social workers.

*  Clinical psychologist.

The reimbursement for behavioral health services will equal the all-inclusive encounter PPS rate on file for
fee for service on the date of service. This reimbursement will be in addition to any all-inclusive PPS rate
on the same date for a medical visit.

Mercer developed the projection of these two changes by using updated fee schedules and supplemental
information provided by LDH in conjunction with historical Healthy Louisiana data. Table 12 below

summarizes the projected impact to the rates related to these FQHC/RHC reimbursement methodology
changes.

TABLE 12:

RATE LARC SAME DAY |[TOTAL

CELL PROJECTED |[PMPM BILLING FQHC/RHC
PMPM PMPM

Expansion Age 6,687,382 $0.00 $0.23 $0.23

19-64

Expansion High 1,218 $0.00 $0.51 $0.51

Needs

Single Preferred Drug List

Effective May 1, 2019, LDH implemented a Single preferred drug list (PDL) for selected therapeutic
classes. LDH selected the therapeutic classes and drugs included, and LDH and the MCO pharmacy
directors established the prior authorization criteria applicable to the drugs included in the Single PDL.
MCOs are required to follow the Single PDL and only list as preferred those products preferred by LDH.
For branded products listed as preferred over available generics, the MCOs are to consider the generic
form non-preferred and not require the prescriber to indicate in writing the branded product is medically
necessary.

To estimate the impact of the Single PDL on pharmacy costs, Mercer’s actuaries and pharmacists
reviewed the historical utilization of drugs in the affected classes and developed assumptions regarding
the expected changes in utilization from non-preferred to preferred agents, which were reviewed by LDH
pharmacists. The estimated impact of the Single PDL program change on projected pharmacy costs on
each rate cell are summarized in the table below.
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TABLE 13:

RATE CELL UNIT COST
ADJUSTMENT
Expansion Age 19-64 0.6%

Expansion High Needs 0.6%

Additionally, the MCOs are prohibited from entering into rebate agreements with manufacturers of drugs.
Any existing drug rebate agreements were discontinued by May 1, 2019. The MCOs are still allowed to
collect rebates on non-drug items such as diabetic testing supplies once the Single PDL is implemented.
To account for the changes to the pharmacy rebate adjustment as a result of the Single PDL
implementation, Mercer blended the pharmacy rebate adjustment developed the pre- and post-Single PDL
rebate expectations to arrive an updated pharmacy rebate adjustment. The table below summarizes the
updated impacted of pharmacy rebates on projected pharmacy costs on each rate cell.

TABLE 14:
RATE CELL RX REBATE ADJUSTMENT

PRE-PDL POST-PDL NET
Expansion Age 19—  -4.6% -0.5% -1.0%
64
Expansion High -4.6% -0.5% -1.0%
Needs

Local Pharmacy Adjustment

Effective May 1, 2019, LDH will reimburse pharmacies for fee-for-service (FFS) prescriptions at a different
level. The ingredient cost portion of the reimbursement shifts from local AAC to National Average Drug
Acquisition Cost (NADAC). The dispensing fee portion of the reimbursement also increases; from $10.41
per prescription to $10.99 per prescription.

These changes in FFS pharmacy reimbursement affect Healthy Louisiana because the MCO’s are
required to reimburse local pharmacies at the FFS level. Per §460.36 of Louisiana’s register, local
pharmacies are defined as satisfying the two following conditions:

1. Contracts with MCO or the manager care organization’s contractor in its own name or through a
pharmacy services administration organization and not under the authority of a group purchasing
organization.

2. Has fewer than ten retail outlets under its corporate umbrella.
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Mercer reviewed an analysis by Myers and Stauffer in which they estimated difference between local AAC
and NADAC ingredient costs. Myers and Stauffer performed the pricing analysis on local pharmacy
encounter experience incurred on dates of service between May 11, 2017 through May 10, 2018. The
results of this analysis, in conjunction with the historical utilization of local pharmacies in the Healthy
Louisiana program, were used to estimate the impact of the local pharmacy pricing changes on projected
pharmacy costs. The expected impact of this program change on projected pharmacy costs was an
increase of 0.1% for the Expansion Age 19-64 rate cell and an increase of 0.4% for the Expansion High
Needs rate cell.

Wage Verification Disenroliment Adjustment

Effective April 1, 2019, LDH implemented a new process whereby Medicaid enrollees’ income data is
reviewed periodically and the Medicaid eligibility of certain individuals is reevaluated. Once each quarter,
LDH will cross reference income data collected by other State agencies with Medicaid eligibility guidelines
to identify individuals who may no longer be eligible for Medicaid. Individuals who are identified through
this process are sent verification-of-wage requests. Any individuals who are unable to demonstrate that
their household income level is within Medicaid eligibility limits or who do not respond are disenrolled from
the program at the end of the quarter. Individuals who do not respond to the wage-verification request can
reapply for Medicaid at any point after they are deemed ineligible. Their application will be handled
according to LDH’s standard process.

In order to estimate the impact of this policy change on the overall acuity of the Expansion Age 19-64 rate
cell, LDH provided Mercer with a list of individuals who were identified as ineligible in the 2019 Q1 wage
verification run and were subsequently disenrolled. Mercer estimated the relative cost of the disenrolled
individuals versus the residual Expansion Age 19—64 population based on historical Healthy Louisiana
encounter data. These cost relativities, in conjunction with January 1, 2019 through March 31, 2019
Expansion Age 19—-64 enroliment data, were used to develop a baseline acuity adjustment.

Additionally, LDH has observed a material number of individuals who were initially disenrolled due to the
2019 Q1 wage-verification review re-enrolling during 2019 Q2. LDH provided Mercer with six weeks of
re-enrollment data which was used to adjust the enrollment projections used in this analysis. Based on this
information, Mercer and LDH assumed that approximately 1.7% of the individuals who were disenrolled
due to the 2019 Q1 wage-verification reviews would be re-enrolled in Medicaid. The table below
summarizes the estimated net impact of the 2019 Q1 wage-verification disenroliments on the overall acuity
of the Expansion Age 19-64 rate cell by region.
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TABLE 15:
M
ADJUSTMENT
Gulf 2.0%
Capital 1.3%
South Central 1.9%
North 1.6%
Statewide 1.7%

Finally, since LDH will be performing these wage-verification reviews quarterly, Mercer and LDH will
continue to monitor the impact of future wage-verification review cycles on the overall acuity of the
Expansion Age 19-64 rate cell to determine if further modification of this rating adjustment is necessary.

PART C: EXPANSION CAPITATION RATE DEVELOPMENT

Mercer followed rate development standards related to base data and described in Part B of this letter to
develop an adjusted base data. To obtain the final projected benefit costs, the base data was further
adjusted to account for trends and other contract provisions.

SUBPART C.1: PROJECTED BENEFIT COSTS

Trend

Trend is an estimate of the change in the overall cost of providing health care benefits over a finite period
of time. A trend factor is necessary to estimate the cost of providing health care services in a future period.
Mercer studied historical cost and utilization data for each of the two data sources incorporated in the
capitation rates: Healthy Louisiana encounters and Healthy Louisiana MCO financial reports. Trends were
selected based on Louisiana experience, as well as national trend information.

Prospective trends were applied to the base data. The trend factors by category of service (COS) are
shown in the table below and are applicable for both the Expansion Age 19-64 and Expansion High Needs
rate cells.

TABLE 16:
TREND CLASS 4.1.19

ANNUALIZED
LOW TREND

Inpatient Class 1.5%
Outpatient Class 1.2%
Physician Class 8.0%
Other Class 6.2%
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TREND CLASS 4.1.19

ANNUALIZED
LOW TREND

Transportation Class -0.4%
Rx Class 6.7%
SBH Inpatient Class 4.4%
SBH Other Class 9.0%
Total 4.7%

IN-LIEU OF SERVICES

The costs in the base data reflect costs for State Plan services delivered in a managed care environment.
In some cases, for the adult population, the MCOs provided an approved service in lieu of a State plan
service. The utilization and unit costs of the in-lieu-of services were taken into account in developing the
projected benefit costs of the covered services (as opposed to utilization and unit costs of the State plan
services or settings) with the exception of the Inpatient Psychiatric Institutions for Mental Diseases (IMD)
stays for which utilization was repriced at the cost of the same services through providers included under
the state plan. Additional detail regarding the repricing of the Inpatient Psychiatric IMD stays is described in
more detail in the section below. Please refer to Appendix J for a summary of these costs and the
percentage of cost that the in-lieu-of services represent in each COS.

INSTITUTIONS FOR MENTAL DISEASES

On May 6, 2016, CMS published the Medicaid and CHIP Programs Final Rule. Provision §438.6(e) states
the following, “...the State may make a monthly capitation payment to an MCO or PIHP for adults receiving
inpatient treatment in an IMD, so long as the facility is a hospital providing psychiatric or substance use
disorder inpatient care or a sub-acute facility providing psychiatric or substance use disorder (SUD) crisis
residential services, and length of stay in the IMD is for a short-term stay of no more than 15 days during
the period of the monthly capitation payment.” This requirement was effective as of July 6, 2016.

No adjustments were made in rate development to IMD SUD services as they were approved as covered
services via Louisiana’s 1115 Waiver effective February 1, 2018.

For Inpatient Psychiatric IMD stays, Mercer received a list of IMD facilities that existed during the base
data period (April 2017 through March 2018). Using this list of IMD facilities, Mercer identified all
individuals within the base data who had an overnight stay in an IMD and sorted them into short stays (15
cumulative days or less in a given month) versus long stays (16 or more cumulative days in a given
month). Table 17 below shows user-month counts and costs within the base associated with IMD users for
the Expansion Age 19-64 and Expansion High Needs rate cells.

Please note that to the extent there were IMDs in the base period that were not included on the IMD
facilities list utilized by Mercer for this analysis and/or that there were overnight IMD stays paid for an entity
other than Medicaid, the methodology described in this section would not have been able to identify them.
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If new or better data becomes available, it may be necessary to refine the IMD adjustments described
below accordingly.

For Inpatient Psychiatric IMD long stays, adjustment factors were developed by region, rate cell and year
to remove all costs and user months incurred during the IMD long-stay. This includes the member months
and costs for the IMD itself as well as non-IMD services incurred during the days in which the individual
was in the IMD during the month of the IMD long stay. In aggregate, the impact of these adjustments on
the base were a 0.1% reduction to the April 2017 through March 2018 Expansion Age 19-64 and
Expansion High Needs PMPM.

Another component of §438.6(e) requires that States “must price utilization at the cost of the same
services through providers included under the State Plan.” Mercer evaluated the average cost per diem of
IMD stays and compared this to the average cost per diem of Inpatient Psychiatric stays in non-IMD
hospitals. Repricing the short stay Inpatient Psychiatric IMD utilization at the non-IMD per diem resulted in
an increase to SBH inpatient services of 6.4% for both the Expansion Age 19-64 and Expansion High
Needs rate cells.

TABLE 17:
IP PSYCH NON-IP PSYCH ALL SERVICES
OVERNIGHT STAY SERVICES
Stay  User Cost Cost Per User Cost Cost Per Cost Cost Per
Type Months Month User Month User Month
Long 166 $1,475,301 $8,887.35 $242,585 $1,461.35  $1,717,886 $10,348.71
Stay
Short 9,403  $26,909,007 $2,861.75 $5,877,773 $625.10 $32,786,779 $3,486.84
Stay

The applicable rate development guide (RDG) (July 2018—June 2019) requests certain metrics regarding
IMD usage. As stated above, SUD services are considered covered due to the approved 1115 waiver.
Therefore, we only reviewed mental health overnight services in IMDs. Further, these mental health (MH)
overnight stays were reviewed on a monthly basis, per the Final Rule. Therefore, the maximum stay that
occurs in our summarized data (in a month) is 31 days. The two tables below display the metrics requested
by the RDG for both the Expansion Age 19-64 and Expansion High Needs rate cells.

TABLE 18:

MONTH STATISTICS FOR ENROLLEES WHO RECEIVED MH OVERNIGHT
SERVICES IN AN IMD

Time Period Unique Enrollees Minimum Maximum  Mean Median

4/1/201-3/31/2018 6,400 1 11 1 1
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TABLE 19:

LENGTH OF STAY STATISTICS BY MONTH FOR MH OVERNIGHT
SERVICES IN AN IMD

Time Period Unique Enrollees Minimum Maximum  Mean Median

4/1/2017-3/31/2018 6,400 1 31 6 6

RETROACTIVE ELIGIBILITY ADJUSTMENT

MCOs are liable for all claims incurred during a retroactive eligibility period. Eligible members are granted
retroactive eligibility, based on their eligibility for Healthy Louisiana, for up to 12 months prior to enroliment
in an MCO. The MCO selected by these members receive one capitation payment per month of retroactive
enrollment.

Mercer reviewed the retroactive eligibility and claims experience data and developed adjustment factors
that were applied to the projected benefit costs. Expansion Age 19-64 rates were increased by 2.67% in
consideration of the observed cost relativities. Additional detail related to this adjustment is presented in
Appendix K.

Subpart C.2: Special Contract Provisions

Incentive Arrangement

The CMS RDG defines incentive arrangements as “any payment mechanism under which a health plan
may receive additional funds over and above the capitation rate it was paid for meeting targets specified in
the contract.”

Effective February 1, 2018, MCOs may earn incentive payments up to 5%, in total, above the approved
capitation payment attributable to the enrollees or services covered by the incentive arrangements
implemented by LDH. These incentive payments will support the activities, targets, performance measures,
or quality-based outcomes specified in LDH’s quality strategy. Mercer will work with LDH to ensure the
incentive arrangement is consistently administered such that it complies with the regulations at

42 CFR 438.6(b)(2).

Withhold Arrangement

Effective February 1, 2018, a withhold of the monthly capitated payment shall be applied to incentivize
quality, health outcomes and value-based payments. The withhold amount will be equal to 2% of the
monthly capitated payment for physical and basic behavioral health for all MCO members, exclusive of
maternity kick payments and the FMP component of the monthly capitated payment. Quality and health
outcomes, along with value-based payments will each account for 1% (half of the withhold) and are
intended to incentivize the MCOs to meet all requirements.

Based on recent Healthy Louisiana MCO performance, Mercer determined that two of the 16 quality or

health outcome measures were deemed not reasonably attainable. These two measures are ED visits per
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1,000 and Controlling High Blood Pressure. All other measures for quality and health outcomes were
deemed reasonably attainable. All value-based payments were deemed reasonably attainable.

Due to two quality and health outcomes being deemed not reasonably attainable, there will be an
adjustment to the actuarially sound lower bound. For those rate cells impacted by the withhold, a factor of
1.00125 (1% * 2/16 = 0.125%) will be applied to all impacted rate cells prior to the application of the FMP
adjustment in order to comply with the relevant actuarial standards of practice.

SUBPART C.3: PROJECTED NON-BENEFIT COSTS

Non-Medical Expense Load

Administrative Expense Load

The actuarially sound capitation rates developed include a provision for MCO administration and other
non-medical expenses. Mercer reviewed line item detail of each MCO’s administrative expenses, which
tied back to the MCO financial reports as well as relied on its professional experience in working with
numerous State Medicaid programs to develop the administrative load. This process included
consideration for increases in expenses including items such as additional case management due to
claims volume, increases in staff compensation over time, and consideration for enroliment growth.
Administrative Expense Load assumptions are summarized by program in Table 20.

TABLE 20:
Program Lower Bound Upper Bound
Expansion $34.17 $37.01

The load for each rate cell was determined using a fixed and variable cost model. Under this model, a fixed
administrative expense is attributed to each rate cell, which reflects program requirements, such as
state-mandated staffing, and other indirect operational expenses. Added to this is a variable administrative
amount, based on claims volume. This methodology results in administrative expense loads that vary as a
percentage by rate cell. The resulting variance in administrative expense determined using this
methodology results in a higher allocation of administrative expenses on the rate cells with higher
utilization, which Mercer believes is more accurate in reflecting the drivers of plan administration
requirements.

Underwriting Gain Load

A provision was made in the final rates for underwriting gain. The lower bound reflects an assumption of
1.50% and the upper bound reflects an assumption of 2.50%; the underwriting gain load is calculated prior
to the application of FMP adjustments.

Premium-based Taxes
Final rates also include a provision for Louisiana’s 5.50% premium tax.

MARSH & MCLENNAN
COMPANIES



Attachment D2

Page 23

May 24, 2019

Ms. Pam Diez

Louisiana Department of Health

Federal Health Insurance Provider Fee

Section 9010 of the Affordable Care Act established a Health Insurance Provider Fee (HIPF), which
applies to certain for-profit/tax-paying health insurers. For-profit Medicaid health plans are not exempt from
the HIPF, which will become a cost of doing business that is appropriate to recognize in actuarially sound
capitation rates.

At the time of this certification, many aspects of the calculation and application of this fee remain uncertain.
The HIPF fees associated with calendar year 2019 experience will be calculated and become payable
sometime during the third quarter of 2020. As these fees are not yet defined by insurer and by
marketplace, no adjustment has been made in the rate range development for the Healthy Louisiana
program. An adjustment and revised certification will be considered when the fee amount and impacted
entities applicable to this rate period are announced.

SUBPART C.4: RISK MITIGATION

Risk Adjustment

Risk adjustment will be applied to the rates in Appendix A to reflect differences in health status of the
members served in each MCO using the Adjusted Clinical Groups (ACG) model. The ACG model uses
diagnostic information along with member demographics (age and sex categories) to classify members into
mutually exclusive ACG categories, which are indicative of health care resource usage in terms of cost
consumption. The State typically updates risk scores semi-annually, but the update timing and frequency
may change to account for key program changes and data availability.

The application of the ACG model was tailored to the Healthy Louisiana program by using Louisiana cost
experience to determine the relative costs associated with each ACG category. This step produces
Louisiana-specific cost weights which assign a risk score to each member with sufficient experience (six or
more months of enroliment with a MCO). An age/gender risk assumption is made for members without an
ACG assignment. These member-level risk scores will be aggregated by MCO, producing MCO risk
scores, which are adjusted for budget neutrality. The risk adjustment process does not increase nor
decrease the overall cost of the program, but can change the distribution across the various Healthy
Louisiana MCOs according to the relative risk of their enrolled members. This is consistent with the budget
neutrality requirements outlined in 42 CFR 438.5(g). The FMP component of the rates will not be risk
adjusted. The FMP component is added to the risk adjusted rate to produce the final rate.

The risk scores applied to the Expansion Age 19-64 rate cell vary by region.

For more detail regarding the risk adjustment process, please reference the separate risk-adjustment
methodology letter that corresponds with each risk adjustment update.

SECTION 2: CERTIFICATION OF FINAL RATES
This certification assumes items in the Medicaid State Plan or Waiver, as well as the Healthy Louisiana
MCO contract, have been approved by CMS.

In preparing the rates shown in Appendix A, Mercer has used and relied upon enroliment, encounter data,
reimbursement level, benefit design, and other information supplied by LDH and its fiscal agent. LDH, its
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fiscal agent, and the Healthy Louisiana MCOs are responsible for the validity and completeness of the data
supplied. We have reviewed the data and information for internal consistency and reasonableness, but we
did not audit them. In our opinion they are appropriate for the intended purposes. However, if the data and
information are incomplete/inaccurate, the values shown in this report may differ significantly from values
that would be obtained with accurate and complete information; this may require a later revision to this
report.

Because modeling all aspects of a situation or scenario is not possible or practical, Mercer may use
summary information, estimates, or simplifications of calculations to facilitate the modeling of future events
in an efficient and cost-effective manner. Mercer may also exclude factors or data that are immaterial in
our judgment. Use of such simplifying techniques does not, in our judgment, affect the reasonableness,
appropriateness, or attainability of the results for the Medicaid program. Actuarial assumptions may also be
changed from one certification period to the next because of changes in mandated requirements, program
experience, changes in expectations about the future, and other factors. A change in assumptions is not
an indication that prior assumptions were unreasonable, inappropriate, or unattainable when they were
made.

Mercer certifies the rates in Appendix A, including any risk-sharing mechanisms, were developed in
accordance with generally accepted actuarial practices and principles and are appropriate for the Medicaid
covered populations and services under the Healthy Louisiana MCO contract. The undersigned actuaries
are members of the American Academy of Actuaries and meet its qualification standards to certify to the
actuarial soundness of Medicaid managed care capitation rates.

Rates and ranges developed by Mercer are actuarial projections of future contingent events. All estimates
are based upon the information and data available at a point in time, and are subject to unforeseen and
random events. Therefore, any projection must be interpreted as having a likely, and potentially wide,
range of variability from the estimate. Any estimate or projection may not be used or relied upon by any
other party or for any other purpose than for which it was issued by Mercer. Mercer is not responsible for
the consequences of any unauthorized use. Actual Healthy Louisiana MCO costs will differ from these
projections. Mercer has developed these rates on behalf of LDH to demonstrate compliance with the CMS
requirements under 42 CFR 438.4 and accordance with applicable law and regulations. Use of these rate
ranges for any purpose beyond that stated may not be appropriate.

Healthy Louisiana MCOs 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 Healthy Louisiana
MCOs for any purpose. Mercer recommends that any MCO considering contracting with LDH should
analyze its own projected medical expense, administrative expense, and any other premium needs for
comparison to these rate ranges before deciding whether to contract with LDH.

LDH understands that Mercer is not engaged in the practice of law, or in providing advice on taxation
matters. This report, which may include commenting on legal or taxation issues or regulations, does not
constitute and is not a substitute for legal or taxation advice. Accordingly, Mercer recommends that LDH
secure the advice of competent legal and taxation counsel with respect to any legal or taxation matters
related to this report or otherwise.
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This certification letter assumes the reader is familiar with the Healthy Louisiana Program, Medicaid
eligibility rules, and actuarial rate-setting techniques. It has been prepared exclusively for LDH and CMS,
and should not be relied upon by third parties. Other readers should seek the advice of actuaries or other
qualified professionals competent in the area of actuarial rate projections to understand the technical
nature of these results. Mercer is not responsible for, and expressly disclaims liability for, any reliance on
this report by third parties.

LDH agrees to notify Mercer within 30 days of receipt of this report if it disagrees with anything contained in
this report or is aware of any information or data that would affect the results of this report that has not
been communicated or provided to Mercer or incorporated herein. The report will be deemed final and
acceptable to LDH if nothing is received by Mercer within such 30-day period.

If you have any questions on any of the above, please feel free to contact Ron Ogborne at
+1 602 522 6595 or Erik Axelsen at +1 404 442 3517 at your convenience.

F. Ronald Ogbodfne Erik Axelsen, ASA, MAAA
Partner Senior Associate

Sincer

Copy:

Amanda Joyner, Deputy Assistant Secretary — OBH/LDH
Marisa Naquin, Managed Care Finance — LDH

Jen Steele, Medicaid Director — LDH

Karen Stubbs, Deputy Assistant Secretary — OBH/LDH
Robert Butler, Principal — Mercer

Christina Coleman, Associate — Mercer

Kodzo Dekpe, ASA, MAAA, Associate — Mercer
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APPENDIX A: HEALTHY LOUISIANA CAPITATION RATE RANGES
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State of Louisiana
Department of Health

Bureau of Health Services Financing

Mr. Ron Ogbome, FSA, CERA, MAAA
Partner

Mercer Government Human Services
2325 East Camelback Road, Suite 600
Phoenix, AZ 85016

April 25,2019

Subject: Capitation Rate Certification for the Healthy Louisiana Expansion Program - Implementation
Year (April 1, 2019 through December 31, 2019)

Dear Ron:

I, Pam Diez, Medicaid Deputy Director, for the Louisiana Department of Health (LDH), hereby affirm
that the data prepared and submitted to Mercer Government Human Services Consulting (Mercer) for the
purpose of certifying the April 1, 2019 through December 31, 2019 Healthy Louisiana Expansion Rates
were prepared under my direction, and to the best of my knowledge and belief, are accurate, complete,
and consistent with the data used to develop the capitation rates. This data includes managed care
organization submitted encounter data and supplemental information on payments made outside of
Louisiana’s Medicaid Management Information Systems for the period of April 1, 2017 through March
31, 2018.

Mercer relied on LDH and its fiscal agent for the collection and processing of the encounter data, and
other information used in setting these capitation rates. Mercer did not audit the data, but did assess the
data for reasonableness as documented in the rate certification letter.

A‘m_g.% Alza\\q
Signature Date ' L

Copy:

Erik Axelsen, ASA, MAAA, Senior Associate
Robert Butler, Principal

Christina Coleman, Associate

Kodzo Dekpe, ASA, MAAA, Associate

Bienville Building * 628 N, Fourth St. = P.O.Box 91030 = Baton Rouge, Louisiana 70821-9030
Phone: (888) 342-6207 = Fax: (225) 342-9508 » www.ldh.]a.gov

An Equal Opportunity Employer
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APPENDIX D: PREVENTIVE SERVICES
ADDENDUM

The Louisiana Department of Health (LDH) has contracted with Mercer Government Human Services
Consulting (Mercer), a part of Mercer Health & Benefits LLC, to develop actuarially sound capitation rate
ranges for the State of Louisiana’s Healthy Louisiana Expansion program for the period of April 1, 2019
through December 31, 2019. As part of this work, Mercer was asked to develop the preventive services
component of the capitation rates using the same data that was used to develop the capitation rates.
Authorized by Section 4106 of the Patient Protection and Affordable Care Act of 2010 (Pub. L. 111-152),
clinical preventive services recommended with a grade of A or B by the United States Preventive Services
Task Force (USPSTF) and adult immunizations recommended by the Advisory Committee on
Immunization Practices will receive a one percentage point increase in their Federal Medical Assistance
Percentage (FMAP) for those services. This Appendix presents an overview of the analyses and
methodology used in Mercer’s preventive services rate development for the purpose of satisfying the
requirements of the Centers for Medicare & Medicaid Services (CMS), in order for LDH to receive the
+1.0% Federal match for eligible preventive services. This addendum should be read in conjunction with
the rate certification letter.

BASE DATA

The capitation rates were developed using the medical expenses incurred during April 1, 2017 through
March 31, 2018 with runout through September 2018, as reported through the Medicaid Management
Information Systems (MMIS). All preventive services were assigned to the appropriate rate cells. Please
see the rate certification letter for more details.

METHODOLOGY FOR IDENTIFYING PREVENTIVE SERVICES
Using data from the State’s MMIS, a multi-step process was followed to measure the amount of preventive
services for the calendar year, region and rate tier. Each of these steps is described below.

1. Grades A and B Preventive Services ldentification

Preventive services can be identified through the list of recommended services by the USPSTF.
Mercer and LDH cooperated in identifying corresponding criteria for each service listed by the
USPSTF. Attachment A contains the list of these services and agreed upon criteria that were used to
identify preventive services based on a procedure code, diagnosis code, age, and gender criteria
match basis.

2. Adult Immunization Preventive Services ldentification

According to the USPSTF, immunizations for adults (aged 19 and above) and the administration of
those immunizations are eligible for the additional 1.0% Federal match. In identifying eligible

MARSH & MCLENNAN
COMPANIES
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preventive services claims from the data, Mercer identified procedure codes related to immunizations
listed by the USPSTF. Table 1 shows the procedure codes determined by Mercer’s clinical team to
identify those immunizations eligible for the enhanced federal match rate.

The administration costs of the immunizations are not directly linked to the procedure codes in Table 1.
Therefore, the administration costs were estimated using the units administered, Louisiana’s Medicaid
Fee schedule, and the weighted average of the administration procedure codes utilized for people
aged 19 and above. Administration procedure codes used include the following: 90471, 90472, 90473
and 90474.

TABLE 1: PROCEDURE CODES IDENTIFYING ELIGIBLE IMMUNIZATIONS

CPT/HCPCS CODES FOR ELIGIBLE
IMMUNIZATIONS

90645 90748 90661 90688 90718

90646 90649 90662 90707 90716
90647 90650 90663 90620 90736
90648 90651 90664 90621
90632 90630 90666 90733
90739 90653 90667 90734
90740 90654 90668 90670
90746 90656 90672 90732
90747 90658 90673 90714
90636 90660 90686 90715

Process of Developing Preventive Services Portion of Rate
At a high level, the methodology used to develop the percentage of the capitation rates attributable to
preventive services consisted of the following steps:

« Pull encounter data for each preventive service separately by region, category of aid (COA), rate cell
(RC), and category of service (COS) based on logic detailed in the above section.

* Using these dollars, summarize the per member per month (PMPM) values for all preventive services
in aggregate at the region, COA, RC and COS level.

» Develop projected preventive services PMPMs by applying appropriate program change adjustments
and trend factors to the preventive services base data PMPMs.



Attachment D2

Page 3
APPENDIX D: PREVENTIVE SERVICES ADDENDUM

« Develop projected preventive services Full Medicaid Pricing (FMP) PMPM add-on by calculating a
base FMP PMPM add-on and applying appropriate program change adjustments and trend factors.

*  Summarize total projected preventive services PMPMs by adding together the claims cost and FMP
add-on PMPMs at the region, COA and RC level.

» Calculate the percentage of the capitation rates attributable to preventive services by dividing the
preventive services projected PMPM by the capitation rate PMPMs at the region, COA and RC level.

Base Data

As stated earlier, Mercer used expense data incurred from April 1, 2017 through March 31, 2018
processed through September 2018. The data selected for the preventive service PMPM calculations
satisfied the criteria detailed in the above section.

Since the additional 1.0% FMAP does not apply to Title XXI enrollees, Mercer removed preventive services
expenses associated with these members from our preventive services base data.

Consistent with April 1, 2019 Healthy Louisiana Expansion rate development, the following adjustments
are reflected in the base data:

*  Provision for incurred but not reported claims
* Financial adjustments to encounter data for under-reporting

Program Changes

Program change adjustments recognize the impact of benefit or eligibility changes occurring during and
after the base data period. Centers for Medicare & Medicaid Services (CMS) requires the rate
development methodology used to determine actuarially sound rates incorporates the results of any
programmatic changes that have taken place, or are anticipated to take place, between the start of the
base period and the conclusion of the contract period. Mercer reviewed the program change adjustments
applied in April 1, 2019 Healthy Louisiana Expansion rate development and determined the following
adjustments applied to the preventive services base:

* Inpatient Hospital fee schedule changes
*  Outpatient Hospital fee schedule changes

These adjustments were applied to be consistent with the adjustments applied in April 1, 2019 Healthy
Louisiana Expansion rate development. For a complete discussion of these program change adjustments,
please refer to the Healthy Louisiana April 1, 2019 Expansion rate certification letter.

Trend
Trend is an estimate of the change in the overall cost of providing health care benefits over a finite period
of time. A trend factor is necessary to estimate the expenses of providing services in a future period. Using
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historical plan experience, industry trends, and consideration for commercial health care trends, Mercer
developed trend ranges to project the base data to the April 1, 2019 through December 31, 2019 time
period. The trends applied in the development of preventive services PMPMs are consistent with those that
were applied to the populations in April 1, 2019 Healthy Louisiana Expansion rate development.

The annual PMPM trend for the preventive services was 4.3%.

Mercer reviewed the population and benefit packages and determined that no adjustments outside of those
mentioned above were required for preventive services.

FMP

Mercer calculated FMP add-on for eligible Inpatient hospital, Outpatient hospital and Physician services
that satisfy the preventive service logic. We then applied provisions for incurred but not reported (IBNR)
claims and financial adjustments to encounter data for under-reporting. We trended these dollars to the
April 1, 2019 through December 31, 2019 time period using the trends applied in the April 1, 2019 Healthy
Louisiana Expansion rate development. For full detail on the FMP calculation, please refer to the

April 1, 2019 Healthy Louisiana Expansion rate certification.

Development of the Percentage of the Capitation Rates Attributable to Preventive Services

The projected preventive services claims cost and FMP add-on PMPMs were added together to generate
the total preventive services PMPM LDH could claim at the enhanced rate. This total projected preventive
services PMPM was divided by the April 1, 2019 capitation rate to determine the percentage of the
capitation rate attributable to preventive services. The calculation was performed at the region, COA and
RC level.

Attachment B within this addendum displays the percentage of the capitation rates that are attributable to
preventive services. These percentages should be applied directly to capitation rates to determine the
preventive services amount. The resulting amount does not include load for premium tax, administration or
underwriting gain.

Limitations and Considerations

In preparing these calculations, Mercer has used and relied upon enrollment, encounter data and other
information supplied by LDH and its fiscal intermediary. LDH and its fiscal intermediary are responsible for
the validity and completeness of the data supplied. We have reviewed the data and information for internal
consistency and reasonableness, but we did not audit it. In our opinion, it is appropriate for the intended
purposes. If the data and information are incomplete or inaccurate, the values shown in the attached
exhibits may need to be revised accordingly. Use of this information for any purposes beyond that stated
may not be appropriate.
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May 24, 2019

Ms. Pam Diez

Louisiana Department of Health

APPENDIX E: PETSCANS ADJUSTMENT

MARSH & MCLENNAN
COMPANIES
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