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June 3, 2011 

 

Ms. Barb Langner 

Medicaid Director 

Kansas Health Policy Authority 

Landon State Office Building 

900 SW Jackson, Suite 900 

Topeka, KS 66612 

 

 

Subject:  State of Kansas HealthWave XXI Actuarial Certification for 

July 1, 2011 – June 30, 2012 Capitation Rate Ranges 

 

Dear Ms. Langner: 

 

In this letter, Optumas provides the certification of the actuarially sound capitation rate ranges 

for the State of Kansas’ (State’s) HealthWave XXI managed care program for the July 1, 2011 

through June 30, 2012 (SFY12) contract period. 

 

This letter is organized as follows: 

� Background, 

� Medical Base Data, 

� Program Change Adjustments, 

� Inclusion of Non-Medical Load, 

� Relational Modeling, 

� Regional Factors, 

� Development of Rate Range, 

� Risk Mitigation,  

� Incentives, and 

� Actuarial Certification. 

Background 

For this certification, Optumas follows guidance provided by the CMS in accordance with 42 

CFR 438.6(c).   CMS defines actuarially sound rates as meeting the following criteria: 
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1. They have been developed in accordance with generally accepted actuarial 

principles and practices, 

2. They are appropriate for the populations to be covered and the services to be 

furnished under the contract, and 

3. They have been certified by an actuary who meets the qualification standards 

established by the American Academy of Actuaries and follows practice standards 

established by the Actuarial Standards Board. 

 

Optumas applied these criteria in our certification of the HealthWave XXI Managed Care 

Organization (MCO) capitation rate ranges for the SFY12 contract period.   

Medical Base Data 

Optumas utilized calendar year 2009 (CY09) financial data as the primary data source in the rate 

setting process. The financial data reflects actual medical expenses for the managed care 

organizations (MCOs) for each of the following rate cells. 

 

Children’s Health Insurance Program (CHIP) – includes:  

– < 1 M & F 

– 1-5 M & F 

– 6-14 M & F 

– 15-19 M 

– 15-19 F 

 

In addition to the financial data, encounter data from July 1, 2007 to December 31, 2010 was 

also used as a supplement to the financial data.  Both of these data sources did not net out any 

pharmacy rebates received by the MCOs from manufacturers.  It is assumed that the MCOs will 

not receive any rebates in SFY121, so the CY09 experience was not reduced for any rebates the 

MCOs received during this base time period. 

Program Change Adjustments 

The following adjustments were then made to the medical base data in the development of the 

capitation rate ranges.  Estimates provided below correspond to a reference point in the 

Optumas rate range.  As in prior rate development processes, we followed the State’s policy of 

applying all fee-for-service (FFS) program changes directly to the managed care program while 

customizing for the HealthWave XXI populations and benefits.  

 

 

                                                 
1
 H.R. 3590, the "Patient Protection and Affordable Care Act" ("PPACA"), could eliminate all pharmacy rebates 

received by the MCOs. 
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Rate Change for Codes 90460 and 90461 

Effective January 11, 2011, certain procedure codes for pediatric vaccines were changed from 

paying $14.80 per shot to paying $7.40 per antigen. The impact was calculated by converting 

the existing utilization on the vaccine administration codes in question from a per shot to a per 

antigen basis, then comparing the costs of administering the utilization under the new payment 

structure. The impact of the program change on the CY09 base data is -0.004%. 

 

Palivizumab (Synagis®) Pricing Adjustment 

Effective October 5, 2010, the fees for Synagis increased. The impact of this program change 

was estimated by comparing the cost of administering Synagis under the current and proposed 

fee schedule. The impact of the program change on the CY09 base data is 0.004%. 

 

Diagnosis Restriction for Leuprolide Acetate (Lupron®, Eligard®) 

Effective July 12, 2010, the administration of leuprolide acetate was limited to certain diagnosis 

codes. The impact of this change was estimated by assuming the previous utilization billed 

under the restricted diagnosis codes would not be paid in the contract period. The impact of 

the program change on the CY09 base data is -0.008%. 

 

Non-coverage of Consultation Codes 

Effective March 1, 2010, KHPA stopped paying for consultation codes in conjunction with the 

decision by CMS to do the same. The estimate of this change was calculated assuming the 

utilization would move to other appropriate codes for the office visits. The impact of the 

program change on the CY09 base data is -0.32%. 

 

Professional Rate Leveling 

When billed by certain provider specialties, the fees for certain procedure codes were changed 

effective December 18, 2009. The impact of this change during the contract period was 

estimated by re-pricing the utilization of these procedure codes at the effective and proposed 

rates to calculate the difference. The impact of the program change on the CY09 base data is  

-0.07%. 

 

Kansas University Hospital Inpatient Rate Change 2010 

Because KU is reimbursed according to a percentage of their billed charges, we analyzed the 

difference between the percentages in place in CY09 and the expected percentage assumed for 

the SFY12 contract period. During CY09 (depending on the date of service), KU was reimbursed 

using 35%, 42%, or 44% of billed charges. The assumption for SFY12 is that KU will be 

reimbursed at 48% of billed charges. The impact of the program change on the CY09 base data 

is 0.33%. 

 

DRG Weights & Rates for 10/1/2009 (applies to non-KU hospitals) 

The DRG program change was used to calculate the impact during the contract period of the 

inpatient DRG schedule changes, including both the rate and outlier fees. The DRG program 
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change was estimated by comparing the utilization at the old contracted DRG/Outlier schedules 

during the base period to the new schedule effective 10/1/10. The impact of the program 

change on the CY09 base data is -0.17%. 

 

HealthWave XXI Expansion 

Effective January 1, 2010, HealthWave XXI eligibility was increased from 200% of the Federal 

Poverty Level (FPL) to 250% of the 2008 FPL. Optumas used Medicaid Rx2 to measure the acuity 

difference between the expansion population compared to the population under 200% FPL. 

Based on that analysis in conjunction with the projected enrollment for the expansion 

population, the impact on the CY09 base data is -0.7%. 

 

Trend 

Trend is an estimate of the change in utilization rate (frequency of services) and unit cost (pure 

price change, technology, acuity/intensity, and mix of services) of services over time and is used 

to project the costs from the base period to the future contract period.  When these are 

applied, in combination with other program changes noted above so as to not double count, 

they estimate the approximate claims costs a MCO could expect during the SFY12 contract 

period.  Optumas applied trend by major category of service (COS) (e.g., inpatient, outpatient, 

etc.); refer to the table below for specific average annual PMPM COS trend rates. 

 

Optumas analyzed historical trend rates and projections from many different sources, including 

HealthWave-specific financial and encounter data, national/local publications, commercial data, 

and data from other state programs.  The assumed trends shown below are average annual 

figures. They were applied for 30 months to trend the midpoint of the CY09 base to the 

midpoint of the SFY12 contract period. 

 
 

COS 

PMPM Average 

Annual Trend Rates 

Inpatient Hospital -10.7% 

Outpatient Hospital 0.7% 

Physician -3.4% 

Lab/Radiology -1.6% 

Transportation -2.9%  

Pharmacy 3.9% 

Other -3.8% 

Overall -1.7% 

 

When developing the average annual trends listed above, trend assumptions were developed 

for three distinct time periods: CY09/10, CY10/11, and CY11/SFY12. Steep negative trends were 

observed in both the financial and encounter data from CY09 to CY10. We believe that the 

                                                 
2
 Medicaid Rx is a pharmacy based risk assessment model developed by the University of California, San Diego. 
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negative trends may reflect the healthier populations enrolling in HealthWave in CY10 due to 

the economic recession.  As a reasonableness check against the observed financial and 

encounter data, we used Medicaid Rx to determine any change in the acuity of the underlying 

risk of the population from CY09 to CY10.  The results from Medicaid Rx showed a similar 

decrease in risk relative to the financial and encounter data, and we therefore reflected the 

data-driven impact within our CY09/10 trends.  The trends assumed for CY10/11 and 

CY11/SFY12 were flat or positive, which reflect the conservative assumption that the impact of 

the recession will lessen from what was observed in CY10.   

Inclusion of Non-Medical Load 

The non-medical load measures the dollars associated with components such as administration, 

profit, risk, and contingencies and are expressed as a percentage of the capitation rate.  

Optumas reviewed the MCOs’ responsibilities under their managed care contracts and 

reviewed their past non-medical expenses as reported in their financial submissions.  We also 

reviewed non-medical expenses in other states, on both a PMPM and percentage basis. 

 

At the reference point in the rate range, we included a 12.0% non-medical load factor and a 

2.0% profit on each rate cell. The non-medical loading varied across the rate ranges, with a 

higher non-medical load assumed at the lower bound and a lower non-medical load assumed at 

the upper bound to account for the management necessary to result in corresponding medical 

costs.   

 

Additionally, the capitation rates were increased to reflect a privilege fee assessed on the MCOs 

of 1.0% of their capitation revenue. 

Relational Modeling 

Relational modeling adjustments were applied to the rate ranges to control for any data issues 

or anomalous results. These were applied in a budget neutral manner; individual rate cells may 

have been adjusted, but the total composite rate for the HealthWave program remained the 

same. These adjustments primarily impacted the more volatile rate cells with lower enrollment 

levels. 

Regional Factors 

The HealthWave capitation rate ranges were first developed by rate cell at the statewide level. 

Optumas conducted an analysis of the cost differential, normalized for demographic mix 

differences, in each of the four regions of the State.  

 

The regional factors were developed using program-specific financial data for CY09. In addition, 

encounter data was reviewed for CY08–CY10. 
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Development of Rate Range 

Optumas provided the State with actuarially sound rate ranges for negotiations with the MCOs.  

Optumas calculated the variability in rates within the rate range by modifying the assumptions 

used, including trend and non-medical load.  The CY09 databook by region is shown in Appendix 

A.  The development of the statewide rate ranges and member months used are shown in 

Appendix B.  Optumas has provided a summary of the rate ranges for each of the four regions 

in Appendix C.  All contracted rates are within the actuarially sound rate range.  Appendix D 

provides a brief summary of the CMS ratesetting checklist with compliance to each section 

noted. 

 

Risk Mitigation 
 

Reinsurance 

The MCOs purchase commercial reinsurance on the open market.  We have assumed that a 

portion of reinsurance premium expense is part of our non-medical loading assumption noted 

above.  

 

Risk Corridors 

There are no risk corridors in the HealthWave XXI contract. 

 

Incentives 
There are no incentives included within the HealthWave XXI contract. 

Actuarial Certification 

I, Tim Doyle, Senior Actuary at Optumas and Member of the American Academy of Actuaries 

(MAAA) and a Fellow of the Society of Actuaries (FSA), am certifying the calculation of the rate 

ranges shown in Appendix B and Appendix C. I meet the qualification standards established by 

the American Academy of Actuaries and have followed the practice standards established from 

time to time by the Actuarial Standards Board. 

 

The capitation rates provided with this certification are considered actuarially sound for 

purposes of the 42 CFR 438.6(c), according to the following criteria: 

� The capitation rate ranges have been developed in accordance with generally accepted 

actuarial principles and practices; 

� The capitation rate ranges are appropriate for the populations to be covered, and the 

services to be furnished under the contract; and 

� The capitation rate ranges meet the requirements of 42 CFR 438.6(c). 

 

The actuarially sound rate range that is associated with this certification is effective July 1, 2011 

through June 30, 2012 for the HealthWave XXI program. 
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The actuarially sound capitation rate range is based on a projection of future events.  Actual 

experience will vary from the experience assumed in the rate range.  The capitation rate range 

developed may not be appropriate for any specific MCO.  An individual MCO should review the 

rates in relation to the benefits that it is obligated to provide to the covered population.  The 

MCO should evaluate the rates in the context of its own experience, expenses, capital, surplus, 

and profit requirements prior to agreeing to contract with the State.  The MCO may require 

rates above, within, or below the actuarially sound rate range associated with this certification. 

 

Please feel free to contact me at 480.588.2494 for any additional information. 

 

 

Sincerely, 

 

 

 

 

Tim Doyle, FSA, MAAA 

Senior Actuary
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Appendix A – CY09 HealthWave Data Book  
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Appendix A – CY09 HealthWave Data Book (Cont.)  
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Appendix B – SFY12 Title XXI Statewide Rate Range Development Summary (RRDS)  

 
Statewide

Rate Cell

 SFY10 

Member 

Months 

CY09

Base Data

Program 

Changes
1

Annual 

Trend
Admin Profit

Privilege 

Tax

Lower 

Bound 

Rate

Upper 

Bound 

Rate

< 1 3,230            299.25$       0.74% -6.91% 11.99% 2.00% 1.00% 281.68$     311.33$     

1-5 100,873       83.95$         -0.67% -2.28% 11.99% 2.00% 1.00% 87.97$       97.23$       

6-14 286,932       75.29$         -0.83% -1.01% 11.99% 2.00% 1.00% 81.35$       89.91$       

15-19 F 44,701         145.97$       -1.98% -2.38% 11.99% 2.00% 1.00% 150.57$     166.42$     

15-19 M 45,308         100.71$       -1.03% -1.85% 11.99% 2.00% 1.00% 106.31$     117.50$     

Total 481,044       87.57$         -0.96% -1.70% 11.99% 2.00% 1.00% 92.86$       102.64$     

1
 Reflects policy and program changes for: vaccinations, Palivizumab, Leuprolide Acetate, non-coverage for consultation codes, professional rate leveling,

   KU rate change, DRG weights/rates, and 200% - 250% FPL expansion population
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Appendix C – SFY12 Title XXI Rate Ranges by Region 

 

Statewide
Johnson, Leavenworth & 

Wyandotte Counties

Northeast & Western 

Counties
Southeast Kansas Sedgwick County

Rate Cell Lower Bound Upper Bound Lower Bound Upper Bound Lower Bound Upper Bound Lower Bound Upper Bound Lower Bound Upper Bound

< 1 281.68$          311.33$          280.06$          309.54$          275.52$          304.52$          312.62$          345.53$          262.67$          290.32$          

1-5 87.97$            97.23$             87.51$            96.72$             86.09$            95.15$             97.68$            107.97$          82.08$            90.72$             

6-14 81.35$            89.91$             80.71$            89.20$             79.40$            87.76$             90.09$            99.57$             75.70$            83.66$             

15-19 F 150.57$          166.42$          148.67$          164.32$          146.26$          161.66$          165.96$          183.43$          139.44$          154.12$          

15-19 M 106.31$          117.50$          105.09$          116.15$          103.38$          114.27$          117.31$          129.65$          98.56$            108.94$          

Total
1

92.86$            102.64$          91.61$            101.25$          90.66$            100.21$          103.73$          114.65$          85.79$            94.82$             

1
 Rates are composited using the SFY10 membership distribution by region and rate cell  
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Appendix D – CMS Checklist 

 
CMS 

Item# 
Subject Compliance SFY12 HealthWave Rate Comments 

AA.1.0 Overview of ratesetting methodology � Rate Certification Letter Pages 1-2. 

AA.1.1 Actuarial Certification � Rate Certification Letter Pages 6-7. 

AA.1.2 Projection of expenditures �  

AA.1.3 Procurement, prior approval, and ratesetting � State set rates are developed.  

AA.1.4 N/A � There is no item AA.1.4 in the CMS Checklist. 

AA.1.5 Risk contracts �  

AA.1.6 Limit on payment to other providers �  

AA.1.7 Rate modifications � 

N/A  

The rates certified in this letter are effective July 1, 2011 – 

June 30, 2012 and will not be modified unless new 

information that materially impacts the rates becomes 

available. 

AA.2.0 Base year utilization and cost data � Rate Certification Letter Page 2. 

AA.2.1 Medicaid eligibles under the contract � 
Only HealthWave program eligibles and cost data have 

been included in the rate base. 

AA.2.2 Dual eligibles � 
The HealthWave program does not include any members 

dually-eligible for Medicare and Medicaid. 

AA.2.3 Spend down � 
Spend down eligibles are not part of the HealthWave 

program. 

AA.2.4 State Plan services only � Non-State Plan services were removed from the base data. 

AA.2.5 
Services that may be covered by a capitated entity out 

of contract savings 
� 

 

AA.3.0 Adjustments to base year data � Rate Certification Letter Pages 2-4. 

AA.3.1 Benefit differences � Rate Certification Letter Pages 2-4. 

AA.3.2 Administrative cost allowance calculations � Rate Certification Letter Page 5. 
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CMS 

Item# 
Subject Compliance SFY12 HealthWave Rate Comments 

AA.3.3 Special population adjustments � 

As discussed in the Rate Certification Letter on Page 4, the 

rates were adjusted to reflect new HealthWave 21 

populations due to the expansion.  

AA.3.4 Eligibility adjustments � 
Enrollment levels for SFY10 and CY10 were reviewed while 

developing the SFY12 HealthWave rates. 

AA.3.5 DSH payments � The HealthWave rates do not include DSH payments. 

AA.3.6 Third party liability (TPL) � 

The MCOs are responsible for collection of any TPL 

recoveries; the base rates are accordingly net of these 

amounts. 

AA.3.7 
Copayments, coinsurance, and deductibles in 

capitated rates 
� 

HealthWave enrollees do not have copayments, 

coinsurance, and deductibles. 

AA.3.8 Graduate medical education (GME) � N/A 

  AA.3.9 FQHC and RHC reimbursement � 

 An adjustment was not made for FQHC/RHC 

reimbursement as the State is responsible for the cost 

settlement outside of the capitation rate. 

AA.3.10 Medical cost trend inflation � Rate Certification Letter Pages 4-5. 

AA.3.11 Utilization adjustments � 

A utilization adjustment was applied to reflect the eligibility 

expansion and can be found on page 4 of the new 

certification letter. 

AA.3.12 Utilization and cost assumptions � 

As discussed in the Rate Certification Letter on Page 4, the 

rates were adjusted to reflect new HealthWave 21 

populations due to the expansion. 

AA.3.13 Post-eligibility treatment of income (PETI) �  N/A 

AA.3.14 Incomplete data adjustment � 

The rate development methodology does not include an 

IBNR adjustment since the CY09 base data has 12-23 

months of runout, depending on the date of service. 

AA.4.0 Establish rate category groupings � Rate Certification Letter Page 2. 

AA.4.1 Age � Rate Certification Letter Page 2. 
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CMS 

Item# 
Subject Compliance SFY12 HealthWave Rate Comments 

AA.4.2 Gender � Rate Certification Letter Page 2. 

AA.4.3 Locality / Region � Rate Certification Letter Page 5. 

AA.4.4 Eligibility categories � Rate Certification Letter Page 2. 

AA.5.0 Data Smoothing � Rate Certification Letter Page 5. 

AA.5.1 
Special populations and assessment of the data for 

distortions 
� 

Outlier experience was reviewed and population-level 

distortion was addressed where necessary. 

AA.5.2 Cost-neutral data smoothing adjustment � Rate Certification Letter Page 5. 

AA.5.3 Risk Adjustment � N/A  

AA.6.0 Stop loss, reinsurance, or risk sharing arrangements � 
HealthWave MCOs have reinsurance coverage and there is 

no risk sharing arrangement with the State. 

AA.6.1 Commercial reinsurance � 
The State requires HealthWave MCOs to purchase 

reinsurance coverage. 

AA.6.2 Simple stop loss program � N/A 

AA.6.3 Risk corridor program � N/A 

AA.7.0 Incentive arrangements � N/A 

 

 


