Family Care Financial Summary
Nine Months Ending September 30, 2012
(Report Date: January 4, 2013)

Background

¢ As of the end of the September 30, 2012, financial reporting period, the Family Care program is
projected to be a $1.2 billion program, when annualized for the full 2012 calendar year.

e The program has experienced a 4.0% growth in total capitation payments and a 4.6% growth in
member months during the first nine months of 2012, compared to the same period in 2011.

¢ Five of the MCOs reported a surplus through September 30", and four MCOs reported a loss, two of
which were below 0.25%. -

e This continued improvement in overall financial results remains consistent with the Department’s
expectation of increased financial stabilization after the program’s initial expansion into a given
service region has completed and business operations have normalized.

e Of the two MCOs that reported a largez deficit position, one is no longer operating the program, as
of the report date. The second MCO is under significantly increased oversight by DHS & OCIL.
Corrective measures are in place. Agency staff are actively monitoring performance to ensure that
operational and financial goals are met.

e The composite, year-to-date Family Care program surplus of $19.8 million (2.2%) compares to a
gain of $23.5 million (2.7%) through the first nine months of 2011.

e While the overall Family Care program is in a modestly positive position with respect to operations,
MCOs that are not yet compliant with the program’s capital requirements are receiving additional
oversight until their stability is achieved.

¢ The Department continues to evaluate differences in financial results that have been experienced by
the pilot county-based MCOs and the MCOs that are newer to the Family Care program,

Key Metrics

o Capitation: The average capitation revenue decreased by 0.6%, on a per member per month
(PMPM) basis, relative to the first nine months of 2011. The decrease reflects a slowdown in
enrollment growth; an overall stabilization in membership, after a four- or five-year period of
very rapid expansion; and a relative increase in new, lower acuity, lower cost members, The
decline also reflects a series of policy actions taken by the Department to temper capitation
growth.

o  Member services: There was a 1.8% decrease in overall member services costs, expressed on
a PMPM basis, relative to the same time period in 2011. The decrease generally results from
the care coordination and contracting strategics adopted by the MCOs, particularly for
members who transitioned from the waiver programs to the Family Care program, as well as
the influx of lower need/lower cost enrollees, Service costs generally decline over time,
reflecting the Family Care program model of cost effective, member-centered, care planning,
so this result is consistent with expectations.

e Care Management: Year-to-date results reflect a 2.0% decrease in care management costs, on a
PMPM basis, since the quarter ending September 30,.2011. The reported decrease reflects MCOs’
continued efforts to streamline care management practices. The average monthly cost for this
service, $340 on a per member per month basis, represents an average of 4 — 5 hours of care
management per person per month, This is consistent with historical norms for the program.
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Administration: The program continues to achieve administrative savings, with just over 94% of
funding used to support the full spectrum of member services. The cost to administer the program
decreased an additional 3.3%, on a PMPM basis, relative to the same period in 2011. MCOs
continue to focus on generating savings by contracting for claims processing under the
Department’s master contract, which represents a pooled approach to buying administrative
services, and through other MCO-specific initiatives to achieve administrative efficiencies.
Net Income: Net income for the Family Care program was $19.8 million for the quarter
ending September 30, 2012. As noted above, this compares to a gain of $23.5 million for the
first nine months of the same reporting period in the prior year. This represents the 1 i*
consecutive quarter in which revenue has exceeded expenses, on a program-wide basis.
Solvency: MCO Working Capital improved by $38.3 million since the quarter ending
September 30, 2011, As of September 30, 2012, total Working Capital across the whole
program is $55.9 million. The Department is closely monitoring the Working Capital of the
one MCO (down from six in September, 2011) which had a negative position, to ensure
continued progress on this important liquidity measure. As of September 30, 2012, Restricted
Reserves are fully funded by eight of nine MCOs, up from five in September, 2011, with
total funding at 96.1% of requirements (up from 92.7% in September, 2011). The MCO
Solvency fund, a pooled and segregated fund held by the Department of Administration
(DOA), was within $225,000 of full funding, with eight MCOs meeting the requirements; the
remaining MCO had been meeting its funding plan approved by the OCI. Overall, the MCOs
had funded 96.7% of their Solvency Fund requirements (up from 92.2% in September, 2011).
MCOs that do not meet the capital requirements are under fiscal corrective action that
requires monthly financial reporting.

More Recent Developments

CHP has ended its Family Care program, effective December 3 1%, The Department continues
to work intensively with the former and new MCOs, enrolled members, service providers,
and other stakeholders, to ensure continuity of care. .

The program’s solvency fund was liquidated in order to assist with the continued purchase
and provision of care for all of CHP’s Family Care enrollees during the end of 2012.

DHS procurement activities were brought to a conclusion in the last quarter of 2012. MCO
services were procured in the five-county region formerly served by CHP. SFCA began
Family Care operations in that service region on January 1%,

Also as a result of that procurement, several MCOs will expand their operations into other
service regions across the state, where the program already exists. Those expansions will
happen gradually, throughout 2013 and into 2014. None will occur on January 1, 2013.
MCOs’ 3-year Business Plan submissions were submitted to the Department in October. The
plans suggest an increasingly stable program in 2013, from a financial perspective.

The Department and MCOs continue to invest significant staff resources into the ongoing
development, refinement, and implementation of the LTC Sustainability initiatives, Several
of these initiatives now have contract provisions associated with them.

OCI permitted all but one MCO for the full CY 2013. Relative to efforts that are in place, the
Department anticipates a level of increased scrutiny and oversight will oceur with respect to
the other MCO that remains financially distressed, which received a six month permit.
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PACE and Family Care Partnership Financial Summary
Nine Months ending September 30, 2012
(Report Date: January 4, 2013)

Background

Based on the CY 2012 financial reporting through September 30, PACE and Partnership are
projected to be $299 million programs on an annualized basis.
The program has experienced a 4.2% growth in total capitation payments and a 2.4% growth in

‘member months during the first nine months of 2012, compared to the same period in 2011,

Medicare is the source of 35.9% of the programs’ overall capitation funding. The general
proportions of Medicaid and Medicare funding have been stable for some time.

The Department continues to monitor Medicare policy changes affecting payment rates for
Medicare Advantage plans, as well as results from studies of the appropriateness of the
payment formula for plans that serve a more complex membership such as the
PACE/Partnership organizations. These studies are required by the national health care ‘reform
legislation.

Primary financial regulatory responsibility for the PACE and Family Care Partnership
programs is carried out by the Office of the Commissioner of Insurance (OCI) as the regulator
of all HMOs within the State. OCI monitors solvency of all HMOs and requires financial
reporting on a statutory basis. The Department monitors the fiscal operations and financial
results that are reported using generally accepted accounting principles (GAAP).

Key Metrics

Note: The inclusion of the Medicare funding stream creates additional complexities in
assembling, interpreting, and drawing conclusions from these meirics. Expenses are not
separated by major funding stream on a systematic, program-wide basis.
Capitation: The average Medicaid capitation for PACE/Partnership, on a per member per
month (PMPM) basis, was $3,324, while the Medicare capitation was $1,864 PMPM. This
compares to the first nine months of 2011, when the comparable numbers were $3,223 for
Medicaid and $1,917 for Medicare. Medicaid capitation rates increased by 3.1% and Medicare
capitation rates decreased by 2.8%, respectively, relative to the first nine months of 2011. The
Department continues to have concerns with the Medicare capitation methodology for this '
population and the potential it has for cost shifting to the Medicaid program. Developmental
work on the Virtual PACE initiative continues to offer opportunities for the Department to
analyze this issue and discuss these concerns with CMS.
Member Service expenses: On a PMPM basis, net member services expenses were $4,231
PMPM for the first nine months of 2012, compared to $4,287 for the first nine months of 2011,
This represents a decrease of 1,3%.
Care Management expenses: The PMPM of $630 for 2012 represents a 10.0% decrease,
compared to the $699 PMPM reported for the same time period in 2011, Several of the
Partnership MCOs have initiatives in place to examine, and improve, the way care
management is structured and delivered within their organization.
Administrative expenses: Expenses, on a PMPM basis, were $249, This represents a 12.8%
increase, compared to the same time period in 2011, when expenses were $221 PMPM. The
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Department intends to explore whether any of this increase is related to the decrease in the
average care the management expense.

Net Income: The PACE/Partnership programs reported a $5.5 million surplus for the nine
months of 2012, compared to a $2.7 million deficit for the same period in 2011. The program
as a whole shows a 2.5% positive margin; however, there is variation in performance by MCO.

More Recent Developments

PHP has ended its Family Care Partnership program, effective December 31*, The
Department continues to work intensively with the former and new MCOs, enrolled
members, service providers, and other stakeholders, to ensure continuity of care.

DHS procurement activities were brought to a conclusion in the last quarter of 2012.

MCO services were procured in the five-county region currently formerly by CHP. SFCA
began Family Care operations in the Chippewa, Dunn, Eau Claire, Pierce, and St. Croix
counties on January I*, There is no longer a Partnership program in that service region.

The vast majority of all Family Care Partnership enrollees transitioned into Family Care.

A small proportion of program enrollees opted for either IRIS or the fee-for-service
Medicaid delivery systems.

Also as a result of that procurement, several MCOs will expand their Partnership

operations into other service regions across the state, where the program already exists.
These expansions will happen gradually, throughout 2013 and into 2014,

MCOs’ 3-year Business Plan submissions were submitted to the Department in October.
From a financial perspective, no significant issues emerged through that process.

The Department and MCOs continue to invest significant staff resowrces into the ongoing
development, refinement, and implementation of the LTC Sustainability initiatives.

Several of these initiatives now have contract provisions associated with them.

The Department continues to monitor anticipated shifts in Medicare funding levels, as the
Affordable Care Act is fully implemented.

Given the increased interest in integrating services and funding for dual eligibles, the
Department has been investing increased analytical resources into better understanding MCO
performance relative to each funding source.

The Department has worked with JEN Associates to assist with analyzing the Partnership
encounter-reported cost data, and re-pricing it where appropriate. (JEN is a nationally
recognized medical management research organization with expertise in analyzing Medicare
data.)

This analysis is now becoming more routine, and it allows for a set of more standardized cost
information. It is anticipated that this work will continue to be a priority throughout 2013 and
that it will be sufficiently well-developed to be publicly reported.
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