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II.
DEMONSTRATING STABILITY AND PREDICTABILITY

This section evaluates the stability and predictability of HealthChoice on three dimensions: MCO participation, provider networks, and capitation rate setting.  An environment of stability and predictability is important to attract and maintain provider and MCO participation.  This in turn promotes continuity of care, enabling enrollees to fully benefit from the intended model of a medical home and prevention-oriented care.  The participation of providers and MCOs depends on adequate reimbursement and policies which are not administratively burdensome.  

HealthChoice is ten years old.  The implementation of HealthChoice in 1997 represented a major change in Maryland’s Medicaid service delivery.  In its early years, HealthChoice had to cope with historically low physician fees, manage the transition of 98,000 enrollees when a major MCO exited the market, and absorb a major population expansion with the implementation and explosive growth of MCHP.  In 2002 the Department produced a comprehensive evaluation of HealthChoice to respond to concern that efforts to control cost growth would compromise access to high quality health care.  

In recent years, HealthChoice has experienced much less turbulence.  Although HealthChoice continues to evolve to deal with challenges such as access to dental care and inappropriate use emergency department use, the program has benefited from stability and predictability across many dimensions.

MCO PARTICIPATION

MCOs contract with the State to provide the program’s benefit package to their assigned enrollees, in a manner consistent with program policies.  MCOs assemble provider networks with adequate capacity to offer the full range of covered health care services required by the MCO’s enrollees.  MCOs supplement their in-network provider capacity when necessary by reimbursing out-of-network specialists.  Since the inception of the HealthChoice program in 1997, the Department has maintained contracts with MCOs in sufficient number and with sufficient capacity to sustain the program’s statewide service.

MCO participation has stabilized after some departures during the early years of HealthChoice.  In 1997, the program contracted with nine MCOs. Four of the original MCOs have withdrawn from the program, but there have been no departures since April 2001. Two new MCOs have joined the program, one in 1999 and the second in 2003. The seven MCOs currently participating in the HealthChoice program are: 

· Amerigroup Maryland, Inc.;

· Diamond Plan;

· Helix Family Choice, Inc.;

· Jai Medical Systems;

· Maryland Physicians Care;

· Priority Partners; and

· United Health Care.

Five of the seven MCOs listed above have participated in the HealthChoice program since its beginning. 
PROVIDER NETWORK ADEQUACY

The Department evaluates provider network adequacy by assessing the capacity and coverage of primary care provider (PCP) and specialty physician networks within the HealthChoice program. As a further measure of stability, this evaluation measures PCP retention.

Primary Care Providers

HealthChoice requires every enrollee to have a PCP, which provides the medical home.  Each MCO must have enough PCPs to serve its enrollee population.  For PCPs, HealthChoice requires a ratio of one primary care physician to every 200 enrollees as a general standard for assessing an individual MCO’s capacity within each of 40 local access areas (LAAs).  The one to 200 standard is inappropriate for primary care physicians who traditionally serve a high Medicaid population (e.g., FQHC physicians). To account for these high volume physicians, the regulations permit the Department to approve a ratio no higher than one provider per 2,000 enrollees.  

MCOs are required to regularly submit information on their provider networks to the Department. Submission elements include provider name, license number, specialty, location, phone number, and whether the provider is open to new patients. These submissions are used both for creating provider directories and for monitoring the total number of providers program-wide, by the LAAs, and by MCO.

Review of PCP to enrollee ratios allows the Department to assess potential network deficiencies and work with the MCOs to correct any capacity deficiencies as they arise.  

Figure II-1 shows PCP network adequacy for files submitted through January 1, 2007.  Two capacity estimates are presented: 200 enrollees per unduplicated PCP and 500 enrollees per unduplicated PCP.  While regulatory requirements apply to a single MCO, the analysis presented looks at an unduplicated count of all HealthChoice PCPs.  The analysis in Figure II-1 does not allow a single provider who contracts with several MCOs to be counted multiple times; this applies a higher standard than that in regulation. 

Figure II-1: PCP Capacity Analysis by Local Access Area, as of January 2007
	Local Access Area
	Total PCPs
	Capacity at 200:1 Ratio 
	Capacity at 500:1 Ratio
	Enrollment
	Excess Capacity at 200:1 Ratio 
	Excess Capacity at 500:1 Ratio

	Allegany
	58
	11,600
	29,000
	8,322
	3,278
	20,678

	Anne Arundel  North
	164
	32,800
	82,000
	15,871
	16,929
	66,129

	Anne Arundel South
	168
	33,600
	84,000
	9,126
	24,474
	74,874

	Balto City SE/Dundalk
	438
	87,600
	219,000
	26,441
	61,159
	192,559

	Balto City East
	105
	21,000
	52,500
	12,640
	8,360
	39,860

	Balto City N. Central
	90
	18,000
	45,000
	19,072
	-1,072
	25,928

	Balto City N. East
	211
	42,200
	105,500
	17,498
	24,702
	88,002

	Balto City N. West
	87
	17,400
	43,500
	13,886
	3,514
	29,614

	Balto City South
	242
	48,400
	121,000
	17,138
	31,262
	103,862

	Balto City West
	337
	67,400
	168,500
	33,922
	33,478
	134,578

	Balto Cnty East
	195
	39,000
	97,500
	15,030
	23,970
	82,470

	Balto Cnty North
	246
	49,200
	123,000
	8,359
	40,841
	114,641

	Balto Cnty N. West
	103
	20,600
	51,500
	19,369
	1,231
	32,131

	Balto Cnty S. West
	169
	33,800
	84,500
	15,002
	18,798
	69,498

	Calvert
	51
	10,200
	25,500
	5,280
	4,920
	20,220

	Caroline
	19
	3,800
	9,500
	4,667
	-867
	4,833

	Carroll
	74
	14,800
	37,000
	7,527
	7,273
	29,473

	Cecil
	54
	10,800
	27,000
	8,894
	1,906
	18,106

	Charles
	67
	13,400
	33,500
	9,727
	3,673
	23,773

	Dorchester
	31
	6,200
	15,500
	4,625
	1,575
	10,875

	Frederick
	70
	14,000
	35,000
	11,043
	2,957
	23,957

	Garrett
	15
	3,000
	7,500
	3,739
	-739
	3,761

	Harford East
	34
	6,800
	17,000
	5,019
	1,781
	11,981

	Harford West
	81
	16,200
	40,500
	10,175
	6,025
	30,325

	Howard
	139
	27,800
	69,500
	11,070
	16,730
	58,430

	Kent
	21
	4,200
	10,500
	2,047
	2,153
	8,453

	Montgomery-Sil Spr
	158
	31,600
	79,000
	25,629
	5,971
	53,371

	Montgomery-Mid Cnty
	164
	32,800
	82,000
	9,002
	23,798
	72,998

	Montgomery-North
	95
	19,000
	47,500
	18,000
	1,000
	29,500

	Prince Geo N East
	102
	20,400
	51,000
	9,784
	10,616
	41,216

	Prince Geo N West
	176
	35,200
	88,000
	41,183
	-5,983
	46,817

	Prince Geo S East
	38
	7,600
	19,000
	6,893
	707
	12,107

	Prince Geo S West
	68
	13,600
	34,000
	19,138
	-5,538
	14,862

	Queen Anne's
	19
	3,800
	9,500
	2,772
	1,028
	6,728

	Somerset
	21
	4,200
	10,500
	3,198
	1,002
	7,302

	St. Mary's
	53
	10,600
	26,500
	7,338
	3,262
	19,162

	Talbot
	53
	10,600
	26,500
	2,830
	7,770
	23,670

	Washington
	111
	22,200
	55,500
	13,276
	8,924
	42,224

	Wicomico
	59
	11,800
	29,500
	12,106
	-306
	17,394

	Worchester
	37
	7,400
	18,500
	4,228
	3,172
	14,272

	Total
	4,423
	884,600
	2,211,500
	490,866
	393,734
	1,720,634


Based on a capacity standard of 500 enrollees to one PCP, provider networks in each LAA are more than adequate.  However, when the conservative requirement of 200 enrollees per PCP is applied to the network adequacy calculation, there are three areas where capacity is of concern: the Washington Suburban region, the Eastern Shore, and Garrett County.  Capacity on the Eastern Shore has improved since the 2002 evaluation; previously seven LAAs did not meet the conservative standard, and now only two do not meet it. However, Queen Anne’s and Somerset LAAs can only absorb 1,000 more enrollees apiece.  When combined with the capacity deficits of the Caroline and Wicomico LAAs, depletion in the PCP numbers or increases in enrollment could overburden providers in the region.  Capacity has also improved in Garrett County since the 2002 evaluation.  While the number of PCPs remains the same, enrollment has dropped.  
The Washington Suburban region contains eight LAAs.  The capacity problems are found primarily in Prince George’s county, where two LAAs have capacity deficits of more than 5,000 enrollees at the conservative 200 enrollees per PCP level. As well, the net capacity for Prince George’s county is only 198 enrollees. However, each of the counties surrounding Prince George’s has excess capacity at the conservative 200 enrollees per PCP level.

Figure II-2: Local Access Areas with Excess Capacity
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Figure II-3: Local Access Areas with Excess Capacity
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Networks have improved over the life of HealthChoice. From June 2001 to January 2007, the total number of HealthChoice enrollees increased by 17 percent.  However, the total number of primary care providers increased by 56 percent over the same time period.  In 2002, in response to the initial HealthChoice evaluation, the Governor and the Legislature appropriated $50 million in additional funds ($25 million in State funds) to increase physician fees.  In order to strengthen access to PCPs and office-based specialty providers, the funds were used to improve evaluation and management procedure codes.   

The physician fee increase and resulting growth rate of PCPs resulted in improved network adequacy.  As measured by the conservative 200 enrollee to PCP standard, only six LAAs had capacity deficits in January 2007, while in 2002 sixteen LAAs had capacity deficits. 

Figure II-4: Total PCP and Enrollment Comparison, 2001:2007
	 
	Total PCPs
	Enrollment
	PCP to Enrollee Ratio

	June 2001
	         2,840 
	          418,413 
	147:1

	January 2007
	         4,423 
	          490,866 
	111:1

	2001 to 2007 Change
	         1,583 
	           72,453 
	 

	2001 to 2007 % Change
	56%
	17%
	 


Primary Care Provider Retention

PCP retention allows enrollees to establish relationships with their providers and facilitates continuity of care and the provision of a medical home.  The retention rate is calculated by matching the license numbers of PCPs who provided services in year one with those who provided services in year two. 
  The retention rate is presented as the percent of PCPs who provided services in year two who also provided services in year one.

Figure II-5: Primary Care Provider Retention Rate
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Figure II-5 displays the data for the PCP retention rate, by year, from CY02 to CY06. The retention rate returned to its starting point of 89 percent in CY06, after decreasing in the two previous years. These decreases may have been due to actions taken by the Department in CY04 to correct inaccuracies in the PCP files.  The CY06 retention rate incorporates the improved record keeping practices and therefore provides a more accurate representation of the PCP retention rate.

Specialty Care Providers

MCOs are required to provide all medically necessary specialty care.  If an MCO does not have a specialist in network the MCO must pay an out-of-network provider.  Following the 2002 HealthChoice evaluation, the Department worked with a stakeholder group to develop standards for specialty care access.  These standards were implemented in regulation in February 2004.  The HealthChoice regulations mandate that each MCO have an in-network contract with at least one provider statewide in the following specialties: Allergy, Dermatology, Endocrinology, Infectious Disease, Nephrology, and Pulmonology.  For eight specialties, each MCO must include at least one in-network specialist in each of ten regions throughout the State.  These eight core specialties are: Cardiology, Otolaryngology (ENT), Gastroenterology, Neurology, Ophthalmology, Orthopedics, Surgery, and Urology. 

As of October 2007, all MCOs met the statewide standard for Allergy, Dermatology, Endocrinology, Infectious Disease, Nephrology, and Pulmonology specialists.   All but one MCO met the regional in-network requirement for the eight core specialties.  The Department is requiring this MCO to submit a corrective action plan for the three in-network specialtists it lacks.  Meanwhile, the MCO is making out-of-network specialists and specialists in neighboring regions available to its enrollees.  
In 2005, the Legislature passed SB 836, the “Maryland Health Care Provider Rate Stabilization Fund.”  The bill requires the Department to increase fee-for-service physician fees and capitation payments to MCOs so that they reimburse physicians at least the fee-for-service rates.  In FY 2006, this fund allowed Medicaid to increase fees to 100 percent of Medicare fees for the 1,600 procedure codes most commonly used by OB/GYNs, neurosurgeons, orthopedic surgeons, and emergency medicine physicians.  In FY 2007, the Department increased fees for anesthesiology and procedures performed by ENTs, general surgeons, dermatologists, allergists/immunologists, and digestive system surgeons.  The Department targeted these fees for increases based on stakeholder recommendations.  In FY 2008, again based on stakeholder recommendations, the Department increased evaluation and management codes to a minimum of 80 percent of Medicare fees and raised all other procedure codes to a minimum of 50 percent of Medicare fees.  Based on stakeholder concerns, the Department also specifically targeted fee increases for the following services:  evaluation and management procedures performed in hospital outpatient departments, three neonatology procedures (99294, 99296, and 99299), psychiatry, radiology, vaccine administration, and obstetric anesthesia procedures.  These efforts should help strengthen Medicaid and HealthChoice specialty networks throughout the State. 
The Department assesses the PCP and specialty networks on a quarterly basis and produces reports for each MCO.  The Department addresses any network inadequacies with the MCOs.  Specialty access on the Eastern Shore continues to be a challenge for the HealthChoice program, as it is for commercial insurers as well.

Dental Networks

As mentioned throughout this evaluation, in an effort to increase oral health access and utilization, the Secretary of DHMH convened the Dental Action Committee (DAC) in June 2007.  The DAC was comprised of a broad-based group of stakeholders concerned about children’s access to oral health services.  One of the topic areas focused on by the DAC was provider participation, capacity, and scope of practice,
MCOs are required to develop and maintain an adequate network of dentists who can deliver the full scope of oral health services.  HealthChoice regulations (COMAR 10.09.66.05 and 10.09.66.06) specify the capacity and geographic standards for dentists.  They require that the dentist to enrollee ratio be no higher than 1:2,000 for each MCO.  In addition, each MCO must ensure that enrollees have access to a dentist within a 30-minute or 10-mile radius for urban areas and a 30-minute or 30-mile radius for rural areas.  Through the toll-free HealthChoice Enrollee Action Line, DHMH monitors access issues via enrollee complaints.  

As of July 2007, there were approximately 964 dentists enrolled as providers in the HealthChoice program (listed in the HealthChoice provider directories).  This represents an approximately 5% increase in the number of participating dentists listed in the directory as compared to last year (Table 1).  The overall statewide ratio of dentists (listed in HealthChoice provider directories) to HealthChoice enrollees under age 21 was 1:410 in June 2007, compared to 1:439 in June 2006.  Recently, concerns have been raised about the accuracy of MCOs’ dental provider directories.  The Department required the MCOs to contact and confirm the accuracy of the directory information and submit the corrected information to the Department.  The Department continues to increase its monitoring efforts on MCOs’ dental networks.
Figure 7: Dentists Participating in HealthChoice
	Region1
	Dentists Listed in HealthChoice Provider Directories2
	Percent Change (06-07)

	
	July 2006
	July 2007
	

	Baltimore Metro
	453
	497
	+8%

	Montgomery/ PG Counties
	360
	356
	           -1%

	S. Maryland
	39
	40
	  + <1%

	W. Maryland
	55
	57
	   + <1%

	E. Shore
	45
	50
	           +1%

	Unduplicated Total3
	918
	964
	+5%


1 Baltimore Metro includes Baltimore City and Anne Arundel, Baltimore, Carroll, Harford, and Howard Counties.  Southern Maryland includes Calvert, Charles, and St. Mary’s Counties.  Western Maryland includes Allegany, Garrett, Washington, and Frederick Counties.  The Eastern Shore includes Caroline, Cecil, Dorchester, Kent, Queen Anne’s, Somerset, Talbot, Wicomico, and Worcester Counties.

2 Some dentists may not be accepting new referrals and many dentists limit the number of new referrals that they accept.  These numbers only reflect the availability of general practitioners.
3 The unduplicated total is different than the total in each geographic region because it is possible for a dentist to have multiple sites.  

According to the Maryland State Board of Dental Examiners, there are a total of 4,033 dentists licensed and actively practicing in Maryland.  The table below shows how many pediatric and general dentists are practicing in the State, and indicates how many dentists participate with HealthChoice, as of July 2006.  In the two far right columns in Table 2 below, the number of dentists billing includes two default provider numbers that can be used by MCOs when submitting copies of their claims data to the Department if dentists do not have a Medicaid provider number.  These two provider numbers rendered a significant number of dental services, as multiple dental providers used these two default numbers.  Further, clinics with multiple dentists are only counted once.  The total of these two columns therefore significantly undercounts the total number of providers.  

Figure 8:  Active Dentists and Dentists Participating in HealthChoice, July 2006

	REGION1
	Total Active Dentists
	Active General Dentists
	Active Pediatric Dentists
	Dentists Listed in HealthChoice Directory2  (% of Total Active Dentists)
	Dentists Billing One or More Services to HealthChoice (% of Total Active Dentists)
	Dentists Billing $10,000+ to HealthChoice (% of Total Active Dentists)

	Baltimore Metro
	1,780
	1,403
	56
	453   (25.4%)
	308   (17.3%)
	161   (9.0%)

	Montgomery/ Prince George's
	1,619
	1,294
	47
	360   (22.2%)
	216   (13.3%)
	117   (7.2%)

	S. Maryland
	158
	129
	5
	39   (24.7%)
	28   (17.7%)
	14   (8.9%)

	W. Maryland
	262
	207
	6
	55   (21.0%)
	41   (15.6%)
	28   (10.7%)

	E. Shore
	214
	173
	4
	45   (21.0%)
	43   (20.1%)
	25   (11.7%)

	Other
	
	
	
	
	25   (N/A)
	5   (N/A)

	TOTAL
	4,033
	3,206
	118
	918   (22.8%)
	661   (16.4%)
	350   (8.7%)


1 Baltimore Metro includes Baltimore City and Anne Arundel, Baltimore, Carroll, Harford, and Howard Counties.  Southern Maryland includes Calvert, Charles, and St. Mary’s Counties.  Western Maryland includes Allegany, Garrett, Washington, and Frederick Counties.  The Eastern Shore includes Caroline, Cecil, Dorchester, Kent, Queen Anne’s, Somerset, Talbot, Wicomico, and Worcester Counties.

2 Includes Dentists listed in the HealthChoice directory as of July 2006.  The total is different than the total in each geographic region because it is possible for a dentist to have multiple sites.

More than 661 dentists billed one or more service to HealthChoice and more than 350 dentists billed $10,000 or more to the HealthChoice program in 2006.  This represents 16.4% and 8.7% respectively, of the total active, licensed dentists in the State.  Within Maryland, several areas have been designated as a Dental Health Professional Shortage Areas (HSPA).  Regions designated as HPSAs are portions of the Eastern Shore, Western Maryland, Southern Maryland and all of Baltimore City.  Pediatric dentists are rare in the State and account for only 3% of the total number of active dentists in Maryland (Table 2).  

In certain regions, dental services are also provided through community clinics, which are known as Federally Qualified Health Centers (FQHC), and/or the local health departments.   Table 3 provides a count of available FQHC providers as of July 2006 and July 2007.  It is important to note that not all of these community clinic providers have contracts with MCOs, and they offer varying levels of oral health services.  The capacity of these community clinics, including the number of dental staff and dental chairs, can be found in Attachment 6 and Attachment 7.  The counts of FQHC sites represent sites approved for the provision of dental services by the Federal Health Resources and Services Administration (HRSA), however not all HRSA-approved FQHC sites currently provide full services.  

Figure 9:  Community Clinic Dental Providers1 

	Region2
	FQHC Provider Sites

(HRSA-Approved)
	Local Health Department Provider Sites

	
	July 06
	July 07
	July 06
	July 07

	Baltimore Metro
	5
	6
	5
	63

	Montgomery/ PG Counties
	2
	2
	2
	2

	S. Maryland
	0
	0
	0
	0

	W. Maryland
	1
	1
	4
	4

	E. Shore
	5
	6
	1
	1

	Total
	13
	15
	12
	13


1 Community clinic providers may also be counted in HealthChoice provider directories (in Table 1 above) if they contract with MCOs.

2 Baltimore Metro includes Baltimore City and Anne Arundel, Baltimore, Carroll, Harford, and Howard Counties.  Southern Maryland includes Calvert, Charles, and St. Mary’s Counties.  Western Maryland includes Allegany, Garrett, Washington, and Frederick Counties.  The Eastern Shore includes Caroline, Cecil, Dorchester, Kent, Queen Anne’s, Somerset, Talbot, Wicomico, and Worcester Counties.

3 Harford County dental clinic is currently undergoing renovations and does not yet provide oral health services to the public.  The clinic will begin providing services once renovations are complete.  

The Department is committed to fully and carefully reviewing the DAC’s recommendations and working with the DAC on recommended strategies to improve access to dental care for children, including strengthening dental provider networks.
ESTABLISHING CAPITATION RATES

Background 

The Department’s capitation rate-setting goals are to establish capitation rates that 1) maximize value for public expenditures, and 2) allow MCOs to generate a reasonable return on investment while providing all required services to enrollees.  HealthChoice has a sophisticated rate-setting system that incorporates historic MCO expenditures, enrollee health status and prior service utilization, and geographic and demographic data.  HealthChoice was one of the first Medicaid managed care programs in the country to incorporate diagnostic-based risk adjustment into its rate-setting structure.  Maryland’s system has served as a model for successfully implementing risk-based capitation payment structures in other states.
The HealthChoice rate-setting process is collaborative, and encourages MCO participation and sharing of data and analysis.  The Department holds monthly rate-setting meetings with MCOs between February and August each year.  As the HealthChoice rate-setting process has matured, the openness of the process in addition to the willingness of the Department to make necessary adjustments to the methodology has contributed to the creation of actuarially sound rates, which is necessary for a stable managed care program. 

Rates are developed annually and are effective January 1.  Mid-year adjustments to the HealthChoice rates, triggered by regulatory changes (e.g. significant changes to regulated hospital charges, Medicaid provider fee increases, etc.) have been developed and implemented on a timely basis as needed.  
Most HealthChoice recipients who have adequate previous Medicaid experience are assigned to a rate cell based on this experience as well as their eligibility category.  Those who have little or no previous Medicaid experience are assigned to an MCO-specific risk-adjusted rate cell that incorporates age, sex, and geography (with the exception of pregnant mothers in the SOBRA program, individuals diagnosed with HIV or AIDS, and newborns).  HealthChoice recipients are assigned to new risk-adjusted cells on an annual basis.  

Rate Setting Improvements Over Time
2001 Rate Setting
During the first four years of the program, HealthChoice recipients were assigned a risk score based on their fee-for-service (FFS) claims experience.  In CY 2001, the Department began to use MCO encounter data to calculate enrollees’ risk scores. The requirement of determining risk scores based on encounter data had the result of significantly reducing the use of sub-capitated arrangements by MCOs and improving the quantity and quality of the encounter data submitted to the Department.  As a result of this payment incentive, Maryland has a reliable source of data about the services provided to HealthChoice enrollees.  These data are used for a variety of quality monitoring and evaluation activities.
In 2001, the Department established a new incentive payment to promote statewide MCO participation.  This helped stabilize the HealthChoice program after one major MCO exited the market and helped ensure that enrollees would continue to have a choice of providers.  The incentive provides a bonus payment for MCOs operating in 20 of the 24 jurisdictions in Maryland.  One MCO expanded its network statewide immediately following the implementation of this incentive.  In recent years, portions of the incentive payment have been redirected to MCOs with more members in rural areas and to provide greater payment incentives for MCO quality improvement.
2002 Rate Setting

The rate-setting process in CY 2002 was very consistent with 2001.  Although the encounter data used to create risk assignments continued to improve, it was still necessary to apply a completion factor to risk-adjusted rate cells.  An additional incentive payment was created in 2002 to assist MCOs with the costs associated with Hepatitis C that were not incorporated in the base period.

2003 Rate Setting

CY 2003 was an important year in the establishment of HealthChoice rates.  Prior to 2003, the base used to establish HealthChoice rates was developed using FFS experience.  The last year of FFS experience available to develop rates was FY 1997.  When 2002 HealthChoice rates were developed, the difference between the mid-point of the base period and the payment period was sixty-six months. The longer the span between base period and payment period, the less credible the process becomes due to having to apply longer periods of estimated trend as well as changes in the program that are difficult, if not impossible, to adjust for in the base (e.g. MCHP expansion).

Given the on-going issues involving encounter data, the decision was made to develop a new HealthChoice base using a financial reporting instrument known as the HealthChoice Financial Monitoring Report (HFMR). A rudimentary version of this report had been created early in the HealthChoice program. The initial version of the report reflected the MCOs’ cost and utilization experience by rate cell and category of service at the statewide level. The overall results reflect the MCOs’ HealthChoice member months, revenues, and medical expenses as reported in the quarterly and annual filings to the Maryland Insurance Administration (MIA).  

To use the HFMR for rate-setting purposes, several enhancements needed to be made to the report, including:

1. The report needed to reflect MCO experience on a “Date of Service” or “Incurred” basis.  Insurance filings reflect the current incurred period as well as any changes/adjustments to prior reporting periods. 
2. More detailed description of administrative expenses.  During the annual independent review of the final HFMR, administrative expenses are reviewed and inappropriate expenses are disallowed as eligible HealthChoice expenses.  The Department also established guidelines for capturing the medical case management component.  

3. Financial projections to assist the State in evaluating current and future MCO specific and overall HealthChoice financial performance.  

To monitor regional changes in costs over time, the MCOs provide their experience in eight separate regions of the state. The HFMR report is submitted twice a year by the MCOs. The preliminary report reflects CY experience on an incurred basis reported as of March 31 of the following year. The final annual HFMR report reflects the CY experience on an incurred basis reported as of September 30 of the following year.  

The final HFMR submissions of each MCO are independently reviewed by an auditing agency.  The importance of this annual review cannot be understated. Besides the added credibility this review brings to the rate-setting process, there is also the benefit to the Department of having an unbiased financial evaluation of each MCO. In addition to independent reviews of each final HFMR report, the unpaid reserves of each MCO are independently evaluated by an actuarial firm.  

The consolidated and independently reviewed CY 2000 HFMR (reported as of September 30, 2001) was the base used for 2003 HealthChoice rates. This change reduced the time from the mid-point of the base period to the mid-point of the payment period from sixty-six months in 2002 to thirty-six months in 2003. No adjustment was made to the MCOs’ risk-adjusted rate cells for encounter data shortfalls. In addition to the statewide incentives, the State added an additional $2 million to support the administrative burden regarding HIPAA implementation. 

Changes in Recent Years

Additional refinements have been made to the HealthChoice rate setting methodology since 2003. In 2004, MCO specific rates were developed for the age/gender rate cells based on an analysis which demonstrated that some MCOs consistently attracted either sicker or healthier new members. In 2005, additional analysis indicated that within the HIV/AIDS populations, certain MCOs had a higher mix of enrollees with Hepatitis C. To fairly compensate plans (on a budget neutral basis), HIV and AIDS rate cells were risk adjusted based on the relative mix of the Hepatitis C population in each MCO within each of these rate cells. Also in 2005, the delivery rate cell and the less than age one capitation rate cell were further sub-divided into very-low and normal birth-weight rate cells.  

Rate Setting Results

From a rate setting perspective, the period from 2002 through 2005 has been one of stability and predictability.  The overall underwriting, or profit, results for this period are shown in Figure II-7.  CY 2005 is the most recent available year of audited data. 

Figure II-7 HealthChoice Underwriting Results: 2002 – 2005
	Calendar Year
	U/W Gain/(Loss) in Millions
	% of Net Revenues

	2002
	$1.1
	0.1%

	2003
	$29.4
	2.2%

	2004
	$25.6
	1.8%

	2005
	$58.4
	3.7%


When each year is observed at the MCO level, it clearly indicates improved financial stability across MCOs from 2002 to 2005.  The following table illustrates by calendar year the number of plans reporting underwriting gains, losses, or a breakeven (B/E) position.  Breakeven is defined in the table as plus or minus 0.5 percent underwriting margin.

Figure II-8 HealthChoice Underwriting Results by MCO:  2002 – 2006
	Calendar Year
	MCOs Reporting Gains
	MCOs Reporting B/E
	MCOs Reporting Losses

	2002
	3
	1
	2

	2003
	5
	0
	2*

	2004
	6
	0
	1

	2005
	7
	0
	0


*One of two plans reporting underwriting losses due to start up as new MCO

Given that the base period reflects the aggregate MCO financially reviewed results, one objective of the current rate-setting methodology is that inefficiencies of individual MCOs should not be included in the base.  One benchmark that is currently targeted each year is that MCOs in aggregate achieve reasonable third party liability savings.  Failure to do so results in a downward adjustment to the base.

The strength of the financial stability of the HealthChoice program was clearly indicated by a recent analysis presented to the MCOs during the 2008 rate-setting process.  A new efficiency test looking at MCO outliers was conducted using the 2005 base period.  The 2005 average combined ratio (medical expense ratio plus administration expense ratio) for all MCOs was 96.3%. The highest combined ratio of any individual MCO was 97.6%. A combined ratio difference of 1.3 points between the mean combined ratio and the highest MCO combined ratio is further evidence of the stability of the program.  

Trends Over Time
The financial stability of the HealthChoice program for this evaluation period (2002 – 2006) is significantly better than the prior evaluation period.  Early indications are positive for the next period.  The overall (and individual) improved financial performance has had a positive effect in the development of future rates.  The table below illustrates the annualized trends used by the actuary for the last three rate-setting periods:

Figure II-9 Annualized 36 Month Medical Expense Trends:

HealthChoice Rates 2006 - 2008

	Rate Setting Year / Base Year
	Overall Annualized 36 Month Trends

	CY 2006 / 2003
	+ 7.9%

	CY 2007 / 2004
	+ 6.6%

	CY 2008 / 2005
	+ 5.9%


Although trends are not the only component in developing future rates, lower trends are a direct influence in lowering future rates. This is important to maintain the cost of the HealthChoice program within budget caps as determined by CMS. The more MCO capitation costs are controlled (as well as wraparound costs associated with HealthChoice individuals), the more flexibility the State has to increase provider fees and possibly expand coverage for the uninsured under the waiver.

� An alternative would have been to measure retention for any PCP in the network, regardless of whether or not that PCP actually provided services to any HealthChoice enrollees during the year. The Department chose to apply a more stringent and more meaningful standard by measuring retention among those PCPs who have provided care to at least one enrollee in the program.
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