
Acute Care Updated Actuarial Memorandum for CYE 20-11 

I. Purpose 

This memorandum presents a discussion of the revision to the acute capitation rates 
for the period of April 1, 201 1 to September 30, 201 1.  This update to the rates is 
required as a result of changes to provider reimbursement via rate reductions effective 
April 1, 2011. In addition, AHCCCS analyzed recent data to determine the 
appropriateness of all CYEI 1 capitation rates. Upon review of the data, it appears that 
the Acute PPC rates and the prospective non-MED rates continue to remain higher 
than the resulting encounters (including trend and completion factors). Given these 
two populations are reconciled, AHCCCS feels it acceptable and appropriate to make 
a mid year adjustment to these rates to reflect the differential between the capitation 
rate and the actual experience. 

The purpose of this actuarial memorandum is to demonstrate that the updated 
capitation rates were developed in compliance with 42 CFR 438.6(c). It is not 
intended for any other purpose. 

11. Overview of Chanpes 

In response to significant fiscal challenges facing the State of Arizona, AHCCCS is 
reducing inpatient and outpatient hospital reimbursement and other provider type fee 
schedules effective April 1, 201 1. The provider rates impacted, and their reductions, 
include: 

Reduced 5%: 
Inpatient hospital rates 
Cost to Charge ratios used to qualify and pay inpatient outliers 
Outpatient hospital rates 
Dental rates 

0 Physician fee schedule rates 
o excluding the Physician Drug Schedule 

o Dialysis center composite rates 
ADHS Transportation rates 
Non-ADHS Transportation rates 
Behavioral Health rates (including AHCCCS inpatient psychiatric tiered per diem 
rates and bed holds) with the exception of: 

o 1) All other Acute Care HospitalILevel 1 Hospitalization 
o 2) All Level 1 Sub Acute Facilities 
o 3) All Level 1 Residential Treatment Centers 

Reduced 2.5%: 
In-Home service rates, including Adult Day Health 

The overall impact to the Acute program of these changes is approximately $87.5 
million. 



Additionally, AHCCCS is reducing PPC and prospective non-MED rates based on six 
more months of encounter and financial data going through 09/30/2010. The overall 
impact of this change is approximately $35.8 million. 

111. Prooosed Revised Capitation Rates and Their Impact 

Table I below sumniarizes the changes from the current approved CYEI I capitation 
rates and the estimated budget impact, effective for the period April 1, 201 1 through 
September 30, 201 1 on a statewide basis. Table I and Appendix I also includes the 
impact of administration, risk contingency and premium tax. The impact to 
contractors ranges from -4.4% to -5.9%. Individual health plan capitation rates will 
be impacted as shown in Section B of the contracts. 

Appendix I shows a more detailed budget impact by risk group on a statewide basis. 

Table I: Proposed Statewide Capita tion Rates and Budget Impact 



APPENDIX I: Detail Budget 

N Q M  
1) DBF projected MMs fmm 4-1-1 1 to 9-30-11 
2) Risk Adjusted Rates using CYE10 Risk Adjustment factors at 100% effective fmm 10-1-10 to 3-31-1 1 
3) Risk Adjusted Rates using CYElO Risk Adjustment factors at 100% effedwe fmm 4-1-1 1 to 9-30-1 1 



IV. Actuarial Certification of the Capitation Rates: 
I, Windy J. Marks, am an employee of Arizona Health Care Cost Containment 
System (AHCCCS). I am a Member of the American Academy of Actuaries and a 
Fellow of the Society of Actuaries. 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 rates were developed using generally accepted actuarial principles and practices 
and are considered to be actuarially sound. The rates were developed to demonstrate 
compliance with the CMS requirements under 42 CFR 438.6(c) and are in 
accordance with applicable laws and regulations. The rates are appropriate for the 
Medicaid populations covered and Medicaid services to be furnished under the 
contract. The rates may not be appropriate for any other purpose. The documentation 
has been included with this certification. The actuarially sound capitation rates that 
are associated with this certification are effective for the six month period beginning 
April 1, 201 1. 

The actuarially sound capitation rates are a projection of future events. It may be 
expected that actual experience will vary from the values in the rates. 

In developing the actuarially sound current capitation rates, I have relied upon data 
and information provided by the health plans and the AHCCCS internal databases. I 
have accepted the data without audit and have relied upon the health plan auditors 
and other AHCCCS employees for the accuracy of the data. 

This actuarial certification has been based on the actuarial methods, considerations 
and analyses promulgated from time-to-time through the Actuarial Standards of 
Practice by the Actuarial Standards Board. 

Fellow of the Society of Actuaries 
Member, American Academy of Actuaries 


