Company Name	

State of Arizona	 Person-Centered, Community-Focused, Evidence-Based
Arizona Health Care Cost Containment System 	
Solicitation #YH19-0001, AHCCCS Complete Care Contract for Contractors

MAGELLAN COMPLETE CARE OF ARIZONA, INC. (f/k/a Magellan of Arizona, Inc.)

Actuarial Certification of non-benefit expenses for ARIZONA HEALTH CARE COST CONTAINMENT SYSTEM ADMINISTRATION (AHCCCS) SOLICITATION # YH19-0001

Date: January 25, 2018


Background
As part of the ARIZONA HEALTH CARE COST CONTAINMENT SYSTEM ADMINISTRATION (AHCCCS) SOLICITATION # YH19-0001, the State requested an actuarial certification of non-benefit expenses. The memo below is intended to support the development of the administrative expenses and underwriting gain by regional and combined cohorts. This certification is intended to cover all GSA and GSA combination bids.

Support for Magellan Complete Care of AZ (MCCAZ) Non-Benefit Cost Proposal.
Summary of Administrative Costs by GSA Award Regional Cohorts
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Below is detail for each category in the administrative cost build.


Compensation
The compensation figure is derived from the direct labor cost in the modeled organizational chart. That direct labor cost includes salaries, benefits, payroll taxes, bonuses, recruiting and individual dues and subscriptions. The modeled organizational chart is made up of the positions named in the RFP as well as other discretionary positions that have been added in order for the company to operate a plan of this size and complexity. Corporate services that provide support to the contract are also covered here, including claims, network, after hours call centers, finance, legal, clinical management, etc. 
[image: ]
Occupancy
Occupancy expense is comprised of rent, utilities, telephone and LAN/WAN expense. This expense is variable based on the number of employees. A major component of cost is the rent for the proposed Arizona office space. Rent is based on approximately $28.50 per square foot at 200 square feet per person. It is estimated that 40% of the workforce would work out of the proposed offices and the remainder of the employees would primarily work from home. Occupancy cost also includes a variable amount based on the number of employees for telephone and network costs at approximately $320 per employee per month and is charged to all employees as a fixed cost.
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Care Management/Care Coordination
The care management expense line is an all-inclusive expense figure for the care management team. Because this was separated from the other costs, we have shown the full cost of the care management department. That includes salaries, benefits, bonuses, rent, utilities, telephone, network, etc. The cost in this line is variable depending on the number of staff needed and is based on the same cost assumptions for occupancy, supplies, etc. described in the other sections. We have determined the number of staff by looking at the population and the cohorts of the population and assigning each cohort a risk score. That risk score is used to determine the appropriate ratio of members to care managers, care workers, health guides and wellness specialists. Subcontractors and Consultants are variable costs.
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Professional and Outside Services
Professional and outside services represents a large number of subcontractor services that will be directly used to operate the plan. Some are fixed expenses that will not vary based on the award, including interpretation services, auditors and transportation services. Others are variable, including PBM services, Vision and Dental subcontracting, radiology management, and disease management.
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Office Supplies and Equipment
Office supplies and equipment includes fees for supplies as well as postage and printing expense. Most of those expenses have been determined to be variable and have been estimated on a per employee basis. Approximately $154 per employee per month has been included for the direct staffing. An additional amount has been included to represent the cost of printing and mailing services for member materials. 
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Travel
Travel costs includes expenses for travel, hotels, and meals for internal meetings, trade shows and conferences. Those expenses have been determined to be variable and have been estimated on a per employee basis. Approximately $140 per employee per month has been included for the direct staffing. 
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Repair and Maintenance
Repairs and Maintenance expenses have been determined to be variable and have been estimated on a per employee basis. Approximately $120 per employee per month has been included for the direct staffing. 
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Marketing
Marketing Costs are projected as part of this program. Those costs are expected to include transit and radio advertising, print ads, events and sponsorships as well as promotional items. The cost has been determined to be variable.
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Other Administrative
Other admin was used for items that didn't fit the classification of any of the other given expense types. 
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UW Gain:
Per ASOP 49, “Underwriting Gain—The actuary should include a provision for underwriting gain, which is typically expressed as a percentage of the premium rate, to provide for the cost of capital and a margin for risk or contingency. The underwriting gain provision provides compensation for the risks assumed by the MCO. These risks may include insurance, investment, inflation, and regulatory risks, as well as risks associated with social, economic, and legal environments.”
While typically Underwriting Gain is expressed as a % of premium, the State of Arizona has requested that the gain be expressed as a % of gross medical cost. 


Cost of Capital:
Our expected return on capital is included in our underwriting gain calculations and includes both the cost of capital and the risk margin, as our expected return on capital stems from the internal return on many risk contracts. As we are entering a new market with a new population (to Magellan), we have increased our normal expected return on capital in year 1 to 15%, lowering to our ultimate level of 10% in year 3. 
Our effective tax rate in 2018 is expected to be 24.9%, so our pretax return on capital estimates are 20% year 1, 16.0% year 2 and 13.3% year 3. 
Required equity per member is $150 in year 1, $200 in year 2 and $250 in year 3 for non dual members, and a constant $350 per member for duals. Magellan has assumed dual membership percents of awarded membership at the following by region: Central 5%, North 7%, South 6%.
Our resulting cost of capital for each region and combination by year is as follows:
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Withhold Not Achievable
Magellan’s clinical team has reviewed the requirements necessary to achieve the minimum standards for return of the withhold, and do not expect to fall below the required levels. We understand that part of the withhold measurement is competitive. As Magellan is new in the AZ MCO marketplace, we have no reason to believe that we will not be competitive when measured against our peers. We are currently assuming that we will achieve our full withhold return.
Community Reinvestment
The RFP states: “The Contractor shall demonstrate a commitment to the local communities in which it operates through community reinvestment activities including contributing 6% of its annual profits to community reinvestment”. We have therefore included a provision for Community Reinvestment in our Underwriting Gain calculation.
In total, Magellan’s underwriting gain varies by regional award and by year as seen in the chart below.
[bookmark: _GoBack][image: ]

ARIZONA HEALTH CARE COST CONTAINMENT SYSTEM ADMINISTRATION (AHCCCS) SOLICITATION # YH19-0001 Non-Benefit Expense Proposal
MAGELLAN COMPLETE CARE OF ARIZONA, INC. (f/k/a Magellan of Arizona, Inc.)
Actuarial Certification

I, Laura M. Kelly, FSA, MAAA, am Vice President of Strategic Finance of Magellan Healthcare, Inc. I am a member of the American Academy of Actuaries and a Fellow in the Society of Actuaries. I meet the qualification standards established by the American Academy of Actuaries and have followed the standards of practice established by the Actuarial Standards Board.

I have examined the actuarial assumptions and actuarial methods used in developing the submitted non-benefit expenses in reference to the AHCCS SOLICITATION # YH19-0001. To the best of my knowledge and belief, the proposed non-benefit expenses are in compliance with the provisions of 42 CFR 438.5(e). 
In my opinion, the proposed non-benefit expenses are actuarially sound, have been developed in accordance with generally accepted actuarial principles and practices, provide for all reasonable, appropriate, and attainable costs during the October 2018 – September 2021 time period for which they were intended, and are appropriate for the populations to be covered and the services to be provided.
In making my opinion, I have relied upon the accuracy of the data supplement and related narrative provided by AHCCS as part of their bid solicitation. I did not audit the information contained in the data provided, however I reviewed the material for reasonableness and found there to be no material defects. In other respects, my examination included such review of the underlying assumptions and methods used and such tests of the calculations as I considered necessary.
Apart from the provisions of Actuarial Standard of Practice No. 49, actuarial methods, considerations, and analyses used in forming my opinion conform to the appropriate additional Standards of Practice as promulgated from time-to-time by the Actuarial Standards Board, whose standards form the basis of this Certification.
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________________________________
Laura M. Kelly, FSA, MAAA
January 25, 2017
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GSA:

North Central  South North-South North Central Central-South

Member Months 990,000    3,170,000    1,630,000    2,620,000        4,160,000          4,800,000          

Total Admin PMPM (All Admin Expenses) $31.95 $22.24 $25.40 $22.83 $21.18 $20.00

     % of Admin PMPM that is Fixed 38.92% 17.46% 29.73% 23.93% 16.25% 14.92%

     % of Admin PMPM that is Variable 61.08% 82.54% 70.27% 76.07% 83.75% 85.08%

Detail Admin Break Out

Compensation $15.53 $9.28 $11.25 $9.35 $8.21 $7.55

Occupancy $0.82 $0.44 $0.58 $0.48 $0.40 $0.37

Depreciation $0.00 $0.00 $0.00 $0.00 $0.00 $0.00

Care Management/Care Coordination $9.12 $7.50 $8.13 $7.92 $7.78 $7.47

Professional and Outside Services $4.73 $3.97 $4.17 $3.86 $3.76 $3.67

Office Supplies and Equipment $0.61 $0.48 $0.49 $0.44 $0.43 $0.41

Travel $0.36 $0.25 $0.27 $0.23 $0.21 $0.20

Repair and Maintenance $0.21 $0.13 $0.16 $0.14 $0.12 $0.11

Bank Service Charge $0.00 $0.00 $0.00 $0.00 $0.00 $0.00

Insurance $0.00 $0.00 $0.00 $0.00 $0.00 $0.00

Marketing $0.51 $0.17 $0.31 $0.39 $0.25 $0.21

Interest $0.00 $0.00 $0.00 $0.00 $0.00 $0.00

Other Administrative $0.06 $0.02 $0.04 $0.02 $0.02 $0.01

Total Admin PMPM $31.95 $22.24 $25.40 $22.83 $21.18 $20.00
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Annual Cost PMPM Annual Cost PMPM

GSA: North 8,637,407         $8.72 6,737,189         $6.81

GSA: Central 8,637,407         $2.72 20,768,731      $6.55

GSA: South 8,637,407         $5.30 9,708,161         $5.96

GSA: North-South 9,934,541         $3.79 14,560,678      $5.56

GSA: North-Central 9,934,541         $2.39 24,222,300      $5.82

GSA: Central-South 9,934,541         $2.07 26,287,768      $5.48

Compensation Exhibit

Fixed Staffing Variable Staffing
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Annual Cost PMPM Annual Cost PMPM

GSA: North 526,320             $0.53 284,382             $0.29

GSA: Central 526,320             $0.17 883,519             $0.28

GSA: South 526,320             $0.32 413,306             $0.25

GSA: North-South 642,600             $0.25 621,741             $0.24

GSA: North-Central 642,600             $0.15 1,033,969          $0.25

GSA: Central-South 642,600             $0.13 1,118,253          $0.23

Occupancy exhibit

Fixed Costs Variable Costs
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Care Management Exhibit

GSA: North FTE's Annual Cost PMPM

Fixed Staffing 10 1,122,021               $1.13

Variable Staffing 69 6,817,700               $6.89

Subcontractors/Consulting N/A 1,086,821               $1.10

GSA: Central FTE's Annual Cost PMPM

Fixed Staffing 10 1,122,021               $0.35

Variable Staffing 195 19,239,486             $6.07

Subcontractors/Consulting N/A 3,421,729               $1.08

GSA: South FTE's Annual Cost PMPM

Fixed Staffing 10 1,122,021               $0.69

Variable Staffing 105 10,359,233             $6.36

Subcontractors/Consulting N/A 1,771,175               $1.09

GSA: North-South FTE's Annual Cost PMPM

Fixed Staffing 10 1,122,021               $0.43

Variable Staffing 170 16,795,582             $6.41

Subcontractors/Consulting N/A 2,831,044               $1.08

GSA: North-Central FTE's Annual Cost PMPM

Fixed Staffing 10 1,122,021               $0.27

Variable Staffing 271 26,743,697             $6.43

Subcontractors/Consulting N/A 4,481,760               $1.08

GSA: Central-South FTE's Annual Cost PMPM

Fixed Staffing 10 1,122,021               $0.23

Variable Staffing 299 29,565,250             $6.16

Subcontractors/Consulting N/A 5,164,261               $1.08
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Annual Cost PMPM Annual Cost PMPM

GSA: North 1,023,500         $1.03 3,660,967         $3.70

GSA: Central 1,023,500         $0.32 11,555,050       $3.65

GSA: South 1,023,500         $0.63 5,778,813         $3.55

GSA: North-South 1,023,500         $0.39 9,082,132         $3.47

GSA: North-Central 1,023,500         $0.25 14,598,909       $3.51

GSA: Central-South 1,023,500         $0.21 16,574,437       $3.45

Professional and Outside Services

Fixed Costs Variable Costs
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Annual Cost PMPM Annual Cost PMPM

GSA: North 158,333               $0.16 440,746               $0.45

GSA: Central 158,333               $0.05 1,359,914           $0.43

GSA: South 158,333               $0.10 640,043               $0.39

GSA: North-South 193,313               $0.07 965,122               $0.37

GSA: North-Central 193,313               $0.05 1,599,721           $0.38

GSA: Central-South 193,313               $0.04 1,745,568           $0.36

Office Supplies and Equipment Exhibit

Fixed Costs Variable Costs
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Annual Cost PMPM Annual Cost PMPM

GSA: North 143,018            $0.14 210,864            $0.21

GSA: Central 143,018            $0.05 640,977            $0.20

GSA: South 143,018            $0.09 295,013            $0.18

GSA: North-South 174,615            $0.07 428,152            $0.16

GSA: North-Central 174,615            $0.04 717,212            $0.17

GSA: Central-South 174,615            $0.04 768,202            $0.16

Travel Exhibit

Fixed Costs Variable Costs
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Annual Cost PMPM Annual Cost PMPM

GSA: North 123,421           $0.12 86,960             $0.09

GSA: Central 123,421           $0.04 273,798           $0.09

GSA: South 123,421           $0.08 130,328           $0.08

GSA: North-South 150,689           $0.06 202,849           $0.08

GSA: North-Central 150,689           $0.04 334,916           $0.08

GSA: Central-South 150,689           $0.03 367,579           $0.08

Repair and Maintenance Exhibit

Fixed Costs Variable Costs
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Annual Cost PMPM Annual Cost PMPM

GSA: North 500,000             $0.51 7,994                  $0.01

GSA: Central 500,000             $0.16 23,912               $0.01

GSA: South 500,000             $0.31 10,857               $0.01

GSA: North-South 1,000,000          $0.38 15,276               $0.01

GSA: North-Central 1,000,000          $0.24 25,756               $0.01

GSA: Central-South 1,000,000          $0.21 27,323               $0.01

Marketing Exhibit

Fixed Costs Variable Costs
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Annual Cost PMPM Annual Cost PMPM

GSA: North 50,000               $0.05 5,775                 $0.01

GSA: Central 50,000               $0.02 17,269               $0.01

GSA: South 50,000               $0.03 7,838                 $0.00

GSA: North-South 50,000               $0.02 11,020               $0.00

GSA: North-Central 50,000               $0.01 18,584               $0.00

GSA: Central-South 50,000               $0.01 19,708               $0.00

Other Administrative Exhibit

Fixed Costs Variable Costs
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Cost of Capital

Year 1 Year 2 Year 3

GSA Central 0.84% 0.87% 0.88%

GSA North 0.86% 0.88% 0.89%

GSA South 0.88% 0.91% 0.92%

GSA's Central + North 0.83% 0.86% 0.87%

GSA's Central + South 0.85% 0.88% 0.89%

GSA's North + South 0.86% 0.88% 0.89%
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UW Gain

Year 1 Year 2 Year 3

GSA Central 0.90% 0.93% 0.94%

GSA North 0.92% 0.94% 0.95%

GSA South 0.94% 0.97% 0.98%

GSA's Central + North 0.89% 0.92% 0.93%

GSA's Central + South 0.91% 0.94% 0.95%

GSA's North + South 0.92% 0.94% 0.95%
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