DEPARTMENT OF HEALTH & HUMAN SERVICES

Centers for Medicare & Medicaid Services CMI
1600 Broadway, Suite 700

Denver, CO 80202-4967

CENTERS for MEDICARE & MEDICAID SERVICES
Region VIII

December 31, 2013

Julie Schwab, Director

North Dakota Department of Human Services
600 East Boulevard Avenue Department 325
Bismarck, ND 58505-0250

Dear Ms. Schwab:

This letter is to inform you that the Centers for Medicare and Medicaid Services (CMS) approves
Federal Financial Participation (FFP) for the managed care organization (MCO) contract
between the North Dakota Department of Human Services and Sanford Health Plan, State
contract # 415-09524. This new MCO contract and rates are effective on January 1, 2014
through December 31, 2014. CMS approves this managed care contract with the understanding
that additional contract amendments may be warranted based on the final approval of relevant
benefit State Plan Amendments (SPAs).

This new MCO contract operates under North Dakota’s new 1915(b) Waiver for Managed Care
Enrollment of Medicaid Expansion of the New Adult Group, Waiver number ND-04.

CMS found that the submitted contract met the requirements in federal regulations at 42 CFR
438, and that the rates met the requirements at 42 CFR 438.6(c). This approval for the
contracted rates is limited to the period for which the rates were actuarially certified, beginning
January 1, 2014 and ending December 31, 2014. CMS received an actuarial certification
establishing that the rate ranges were developed in accordance with accepted actuarial principles
and practices, and were appropriate for the Medicaid populations covered, and Medicaid services
included in the contract.

As you know, CMS has been providing technical assistance and consultation to the State since
October, 2013. We identified a number of concerns about the State’s rate-setting approach,
including:

e Original assumptions that an MCO delivery system would cost more than unmanaged
fee-for-service — even though national studies show that managed care delivery systems
result in cost savings;

e Assumptions of provider payments rates that reflect commercial rates rather than
Medicaid fee-for-service rates; and

e Unusually large adjustments for adverse health status of the newly eligible population —
one of the largest in the country



Ms. Schwab, Page 2

Taken together, these assumptions and adjustments are estimated to lead to managed care rates
for the newly eligible adults that are roughly twice as large as the fee-for-service costs of current
adult enrollees. In response to these concerns, you and your staff have worked with us to
address them to the maximum extent possible. Specifically, your actuaries have modified the
‘managed care savings’ assumptions to reflect a slight savings off current costs, and used Current
Population Survey (CPS) data and appropriate benefit costs to modify the acuity assumptions in
the capitation rates.

While the rates continue to reflect what you expect your MCO to pay their providers, we have
required you to gather actual paid claims, utilization and financial data from your MCO in 2014
so that those assumptions can be tested and revised, as necessary, in the 2015 rates. We have
also required you to implement a risk corridor with narrow risk bands to provide protection for
all parties involved.

We expect to engage in additional consultations when you are beginning the rate-setting process
for 2015. We would like to thank you and your staff for the cooperation we received during the
review process. If you have any questions regarding this approval please contract Sophia
Hinojosa at Sophia.Hinojosa@cms.hhs.gov or (303) 844-7129.

Sincerely,

Cxkee C e

Richard C. Allen
Associate Regional Administrator
Division of Medicaid and Children’s Health Operations

Cc:  Scott Manning, CMS
Robin Preston, CMS
Camille Dobson, CMS
Rebecca Burch Mack, CMS
Maggie Anderson, North Dakota
Cynthia Sheldon, North Dakota
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Report to Congress on Medicaid and CHIP
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