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Session Law 2018-5, Section 11F.10.(c), requires the Department of Health and Human Services
(“Department”) to submit a quarterly report detailing the solvency ranges and comparisons required under
subsection (b) of this section for each LME/MCO. The Department shall include in its report a copy of any
new corrective action plans developed as a result of those comparisons, as well as any status updates on
previously reported corrective action plans. Pursuant to the provisions of law, the Department is pleased to
submit the attached report.

Should you have any questions, please contact Kody Kinsley, Deputy Secretary for Behavioral Health and
Intellectual/Developmental Disabilities at (919) 733-7011.
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subsection (b) of this section for each LME/MCO. The Department shall include in its report a copy of any
new corrective action plans developed as a result of those comparisons, as well as any status updates on
previously reported corrective action plans. Pursuant to the provisions of law, the Department is pleased to
submit the attached report.
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Dear Director Trogdon:

Session Law 2018-5, Section 11F.10.(c), requires the Department of Health and Human Services
(“Department”) to submit a quarterly report detailing the solvency ranges and comparisons required under
subsection (b) of this section for each LME/MCO. The Department shall include in its report a copy of any
new corrective action plans developed as a result of those comparisons, as well as any status updates on
previously reported corrective action plans. Pursuant to the provisions of law, the Department is pleased to
submit the attached report.

Should you have any questions, please contact Kody Kinsley, Deputy Secretary for Behavioral Health and
Intellectual/Developmental Disabilities at (919) 733-7011.

Sincerely,

Mandy Cohen, MD, MPH
Secretary
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Deputy Secretary for Behavioral Health & IDD
North Carolina Department of Health and Human Services

cc: Matt Gross Hattie Gawande Rob Kindsvatter Dave Richard Kody Kinsley
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Reporting Requirements:

Session Law 2018-5; Senate Bill 99, SECTION 11F.10.(b) Part 2 of Article 4 of Chapter 122C of the General Statutes is
amended by adding a new section to read:
"§122C-125.2. LME/MCO solvency ranges; formula; corrective action plan.
(a) Beginning on September 1, 2018, the Department shall calculate on a quarterly basis a solvency range for each
LME/MCO as a sum of the following figures to produce upper and lower range values:

(1) Incurred but not reported claims figure. — The incurred but not reported claims figure shall be calculated by

multiplying an LME/MCQO's service spending for the preceding 12 months by six and eight-tenths percent (6.8%).
If an LME/MCO experiences extenuating circumstances supported by actuarial documentation, then the Department
may utilize a percentage other than six and eight-tenths (6.8%) for that LME/MCO.

(2) Net operating liabilities figure. — The net operating liabilities figure shall be calculated by subtracting noncash

current accounts receivable from the nonclaims current liabilities, as reported on the LME/MCQ's most recent
balance sheet. If the noncash accounts receivable is greater than the nonclaim liabilities, then the value for the net
operating liabilities figure is zero.

(3) Catastrophic or extraordinary events range. — The catastrophic or extraordinary events range shall be calculated

as the range between a lower figure and an upper figure. The lower figure shall be calculated by multiplying an
LME/MCO's service expenditures from the preceding 12 months by four and fifteen-hundredths percent (4.15%).
The upper figure shall be calculated by multiplying an LME/MCQO's service expenditures from the preceding 12
months by eight and three-tenths percent (8.3%).

(4) Required intergovernmental transfers figure. — The required intergovernmental transfers figure is the amount of

funds needed by an LME/MCO to make any intergovernmental transfers required by law over the subsequent 24
months.

(5) Projected operating loss figure. — The projected operating loss figure is the projected net loss for an LME/MCO

over the subsequent 24 months. In projecting the net loss for an LME/MCO, the Department shall use the net loss
of the LME/MCO in the preceding 12 months adjusted for any changes in single-stream funding, intergovernmental
transfers, or other factors known to the Department that will impact the LME/MCO's net loss over the subsequent
24 months. If a net profit is projected for an LME/MCO, then this figure is zero.

(6) Reinvestment plan figure. — The reinvestment plan figure is the amount required for all qualifying expenditures

contained in an LME/MCO's reinvestment plans over the subsequent 36 months. To qualify as an expenditure under
this subdivision, the expenditure must be related to one of the following:
a. An initiative that supports specific goals or health status outcomes of the State in relation to the State's
behavioral health needs.
b. An initiative that meets a State behavioral health need, as defined in law or by the Department.
c. Funding for infrastructure that supports the effective and efficient operation of the LME/MCO.
d. Funding for a facility within the LME/MCO catchment area that is necessary to meet to the needs of the
population served by the LME/MCO.

e. New or expanded initiatives and programmatic improvements to the State behavioral health system.
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f. Working capital to be utilized to fund changes in rates, operations, or programs.
(b) Upon calculation of the solvency range for each LME/MCO required by subsection (a) of this section, the Department
shall compare the cash balance of each LME/MCO to its solvency range. For purposes of this subsection, the cash balance
shall consist of the total of the LME/MCQO's cash and investment balances, including its Medicaid Risk Reserve, as reported
on the LME/MCO's most recent balance sheet. Upon comparison of an LME/MCO's cash balance to its solvency range, the
Department shall take one of the following actions:
(1) If an LME/MCO's cash balance is five percent (5%) or more below the lower solvency range figure or five
percent (5%) or more above the upper solvency range figure, then the Department shall notify the LME/MCO and
the Fiscal Research Division of the General Assembly of the comparison results. Within 30 days from providing
notice to the LME/MCO, the Department shall develop, in collaboration with the LME/MCO, a corrective action
plan for the LME/MCO. The corrective action plan must include specific actions, which may include changes to
the LME/MCO's reinvestment plan, utilization management, and capitation or provider rates, to bring the
LME/MCO's cash balance within the solvency range, as well as a time line for implementation of these actions.
(2) If an LME/MCO's cash balance is neither five percent (5%) or more below the lower solvency range figure nor
five percent (5%) or more above the upper solvency range figure, then the Department shall notify the LME/MCO
and the Fiscal Research Division of the General Assembly of the LME/MCQO's solvency range for the quarter and
the Department's comparison of the LME/MCQO's cash balance to this solvency range. No further action shall be

required.



Background:

The General Assembly has asserted that a viable State-funded behavioral health system is critical to accomplishing the
State's goals for behavioral health, meeting the needs of covered populations, and achieving the desired outcomes detailed
in the Department of Health and Human Services' Strategic Plan for Improvement of Behavioral Health Services. To better
assess the viability of the State's behavioral health system, the General Assembly developed a method, outlined in G.S.
122C-125.2, to determine the financial viability of local management entities/managed care organizations (LME/MCOs).
This method utilizes standard calculations to create a uniform analysis of each LME/MCO's financial position that can be
used to evaluate each LME/MCQO's viability, inform the State's funding decisions, and promote short- and longer-term
planning by the LME/MCOs.

Executive Summary:

The results of the most recent solvency calculations indicate that the following four LME/MCQOs are outside the allowable
range and are therefore required to submit Corrective Action Plans (CAP) using a standard Department-supplied template
(see attached Appendix A):

o Below the lower solvency range figure
o Alliance Health
o Sandhills Center
e Above the upper solvency range figure
o Eastpointe
o Partners Behavioral Health Management

The CAP provides an opportunity for the LME/MCO to document how it will address being over or under the solvency
range. This CAP may include changes to the LME/MCO reinvestment plan, utilization management, and/or capitation or
provider rates, to bring the LME/MCQO’s cash balance within solvency range. Each CAP will include a time line for

implementation of the identified actions. The CAP Process is as follows:
1. The Department notifies LME/MCO of non-compliance with solvency standard.
2. The LME/MCO submits the CAP to the Department within 30 days of notice.

3. Either the Department accepts the CAP and the LME/MCO is placed on a quarterly routine review cycle or the
Department provides feedback to help the LME/MCO produce an acceptable CAP.

4. Once the CAP is approved, the Department reviews on a quarterly basis the LME/MCQO’s progress toward
implementing the CAP.

5. The Department sends a letter closing the review or the LME/MCO is placed on monthly monitoring until the

CAP has been resolved.



Reporting Results (Observations/Recommendations):

1) Incurred but not reported claims figure. (Table 1) — The incurred but not reported claims figure shall be calculated by
multiplying an LME/MCO's service spending for the preceding 12 months by six and eight-tenths percent (6.8%). If an
LME/MCO experiences extenuating circumstances supported by actuarial documentation, then the Department may utilize
a percentage other than six and eight-tenths (6.8%) for that LME/MCO.

(2) Net operating liabilities figure. (Table 3) — The net operating liabilities figure shall be calculated by subtracting
noncash current accounts receivable from the nonclaims current liabilities, as reported on the LME/MCQO's most recent
balance sheet. If the noncash accounts receivables are greater than the nonclaim liabilities, then the value for the net
operating liabilities figure is zero.

(3) Catastrophic or extraordinary events range. (Table 5) — The catastrophic or extraordinary events range shall be
calculated as the range between a lower figure and an upper figure. The lower figure shall be calculated by multiplying an
LME/MCO's service expenditures from the preceding 12 months by four and fifteen-hundredths percent (4.15%). The upper
figure shall be calculated by multiplying an LME/MCO's service expenditures from the preceding 12 months by eight and
three-tenths percent (8.3%).

Observation: An LME/MCO would need to have the equivalent of 15 — 30 days of cash on hand to remain within the range,
as specified.

Recommendation: Consider using 8.3% for the lower figure and 16.6% for the upper figure. This range would align with

the current contractual requirements which require that LME/MCQO’s maintain at a minimum 30 days of cash on hand

(Defensive Interval).

(4) Required intergovernmental transfers figure. (Table 7) — The required intergovernmental transfers figure is the
amount of funds needed by an LME/MCO to make any intergovernmental transfers required by law over the subsequent 24

months.

Observation: The transfer is required by Session Law.

(5) Projected operating loss figure. (Table 9) — The projected operating loss figure is the projected net loss for an
LME/MCO over the subsequent 24 months. In projecting the net loss for an LME/MCO, the Department shall use the prior
12 months net loss of the LME/MCO adjusted for any changes in single-stream funding, intergovernmental transfers, or
other factors known to the Department that will impact the LME/MCO's net loss over the subsequent 24 months. If a net

profit is projected for an LME/MCO, then this figure is zero.

Observation: The projected operating loss figure includes reinvestment spending that is consistent with a submitted
reinvestment plan. The Department will use the most recent data available to forecast projected revenue and expenses.
6



Due to Standard Plan implementation that is scheduled to launch February 2020, any impact to shifts in population will be

accounted for in future quarterly reports.

(6) Reinvestment plan figure. (Table 11) — The reinvestment plan figure is the amount required for all qualifying
expenditures contained in an LME/MCQO's reinvestment plans over the subsequent 36 months.

Observation: The reinvestment plans submitted by the LME/MCO are recommendations to their respective Boards and

have not yet been approved by their Boards.

(b) Solvency Range. (Table 13) - Upon calculation of the solvency range for each LME/MCO required by subsection (a)
of this section, the Department shall compare the cash balance of each LME/MCO to its solvency range. For purposes of
this subsection, the cash balance shall consist of the total of the LME/MCO's cash and investment balances, including its
Medicaid Risk Reserve, as reported on the LME/MCO's most recent balance sheet. Upon comparison of an LME/MCQO's

cash balance to its solvency range, the Department shall take one of the following actions:

(1) If an LME/MCO's cash balance is five percent (5%) or more below the lower solvency range figure or five percent (5%)
or more above the upper solvency range figure, then the Department shall notify the LME/MCO and the Fiscal Research
Division of the General Assembly of the comparison results. Within 30 days from providing notice to the LME/MCO, the
Department shall develop, in collaboration with the LME/MCO, a corrective action plan for the LME/MCO. The corrective
action plan must include specific actions, which may include changes to the LME/MCO's reinvestment plan, utilization
management, and capitation or provider rates, to bring the LME/MCO's cash balance within the solvency range, as well as

a time line for implementation of these actions.

(2) If an LME/MCO's cash balance is neither five percent (5%) or more below the lower solvency range figure nor five
percent (5%) or more above the upper solvency range figure, then the Department shall notify the LME/MCO and the Fiscal
Research Division of the General Assembly of the LME/MCO's solvency range for the quarter and the Department's

comparison of the LME/MCO's cash balance to this solvency range. No further action shall be required.

Observation: The calculation includes Risk Reserve as part of the LME/MCO cash balance that is then compared to the
solvency range.

Recommendation: In accordance with G.S. 122C-124.2(e)(3), the Risk Reserve’s use is limited to paying outstanding

liabilities (unpaid claims) to Providers in cases of insolvency; it is not intended to be used for operating costs. Because
these resources are not allowed to be used for payment of non-service expenditure liabilities and, further, may not be
accessed by the LME/MCO unless written consent is granted by DHHS, the Risk Reserve should be removed from this

calculation.



——
Incurred But Not Reported (IBNR)

LME/MCO's service spending for the preceding 12 months assuming a 6.80% average IBNR

Medicaid Non-Medicaid Total
Alliance Behavioral Healthcare -] 25755102 & 6474561 5 32 229 663
Cardinal Innovations % 44 356361 35 8320238 & 52 676 599
Eastpointe Human Services 3 14717893 8 2612387 8§ 17,330,280
Partners Behavioral Health g 16,423,544 & 3580008 3 20,003 552
Sandhills Center % 16661871 3 aTraTar s 20,335 654
Trillium Health Resources 3 24 M2422 % 5355984 5 29 568 406
Vaya Health - 20308142 % 5,381 %86 5 26,6689 528

JOIST LEGISLATIVE COMMITTEE I8 HEALTH AND HLUMAN SERVICES Table 1




I
Net Operating Liabilities

LME/MCOs current Nabilities excluding IBNR minus noncash current accounts receivable

Medicaid Mon-Medicaid Total

Alliance Behavioral Healthcare ] 2816783 3 8367893 % 10,984 656
Cardinal Innovations 3 1126251 % - % 916,454
Eastpointe Human Services 5 2152484 % 6955655 % 0108,139
Partners Behavioral Health 5 10,030 460 5 1.750373 § 11,780 833
Sandhills Center 5 - 5 3088 452 5 2 893 MG
Trillium Health Resources i 1060087 % 18305 § 1,068 361
Vaya Health $ 79876 $ - §

J0INT LEGISLATIVE COMBITTEE [N HEALTH ARDHL MAN SERVICES Table 2



B
Catastrophic Events Range

LME/MCO's service spending for the preceding 12 months multiplied by 4.15% and 8.30% to calculate an
upper and lower range respectively

Medicaid Non-Medicai Total

Alliance Behavioral Healthcare 4,15% EER Lower Figure § 16,718,187 § 3951387 § 19,669 574
B.30% EER Lower Figure 5 AT 5 Tan2 Ty % 36,339 148

Cardinal Innovations 4.15% EER Lower Figure 5 2070426 § S507TT2 % 32,148,219
B.30% EER Lower Figure § 54,140,852 § 10,155,585 % 64,296, 437

Eastpointe Human Services 4 15% EER Lower Figure 5 BoB2241 § 1504324 % 10,576 568
B.30% EER Lower Figure ¥ 17884487 3 J1BB648 3 21,153,135

Partners Behavioral Health 4.15% EER Lower Figure 5 10,023,192 5§ 2184858 & 12,208,050
8.30% EER Lower Figure ] 20,045,384 5 4368716 % 24416, 100

Sandhills Center 4.15% EER Lower Figure L] 10,107 612 § 2303117 % 12410730
&.30% EER Lower Figure 5 20215225 § 4600234 5 24,621 260

Trillium Health Resources 4.15% EER Lower Figure 5 14,776,668 § 266 T % 16,045 425
B8.30% EER Lower Figure £ 20553308 5 6537451 & 36,000,840

Vaya Health 4.15% EER Lower Figure % 12393930 5 1284728 % 16,678,168
B.30% EER Lower Figure 5 24, TETATH 5§ 6368457 % 31,356,338

J0INT LEARISLATIVE COMMITIEE DN HEALTH ANDHLUMAN SERVICES Iable 3
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I
Intergovernmental Transfers

Funds needed by an LME/MCO to make any intergovernmental transfers reqguired by law over the
subsequent 24 months

Meadicaid Mon-Medicaid Total
Alliance Behavioral Healthcare 2018-2020 5 2994 453 § - 5 2994 453
2020-2021 % 2994453 § - & 2004 453
Cardinal Innovations 20182020 % 4032566 5 - - 4 144 723
2020-2021 5 4032585 5 - 3 4 032 586
Eastpointe Human Services 2019-2020 5 1,701 156 35 - 5 1,701,156
2020-2021 % 1,701,156 § - 5 1,701 156
Partners Behaviaral Health 20102020 % 194860 § - & 1,914 880
2020-2021 5 19148680 5 - 5 1,914 880
Sandhills Center 2018.2020 % 149786030 5§ - 8 1,878 535
2020-2021 & 1978030 3 - 8 1,978,939
Trillium Health Resources 2018-2020 5 3119822 § - 5 3115 822
2020-2021 5 J1aez? s - ] 3,119 gx2
Vaya Health 2019-2020 5 226401 5 - 5 2 286 401
2020-2021 & 2286401 8 - 5 2,286 401

JOINT LEGISELATIVE COMMITTEE N HEALTH ANDHLUMAN SERVICES Table 3
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I
Projected Operating Loss

LME/MCO’s net profit/{loss), adjusted to include any known changes including single stream funding cuts
and IGT payments for the subsequent 24 month period

Medicaid Non-Medicaid Total
Alliance Behavioral Healthcare Prec_ Net Op. Loss over 12 months $ (18295301) § (12666 578) § (30,961,879)
Proj. Net Op. Loss over 24 months S - § (12666578) § (6841 600)
Cardinal Innovations Prec_ Net Op. Loss over 12 months $ (30863 420) $ (17909783) § (48.573,203)
Proj. Net Op. Loss over 24 months s - 8 (17.908783) § (6.512.681)
Eastpointe Human Services Prec Net Cp Loss over 12 months $ (1.184857) § -9 (1,184 857)
Proj. Net Op. Loss over 24 months S - 8 S -
Partners Behavioral Health Prec. Net Op. Loss over 12 months s (15,348 290) $ - $ (15,348 290)
Proj. Net Op. Loss over 24 months $ - 8 - -
Sandhills Center Prec Net Op. Loss over 12 months s (16949 814) § (11,395 468) $ (28 346 312)
Proj Net Op Loss over 24 months $ - $ (11.395.468) $ (7.910,.420)
Trillium Health Resources Prec. Net Op. Loss over 12 months $ - $ o
Proj Net Op. Loss over 24 months s - 3 -3
Vaya Health Prec. Net Op. Loss over 12 months s (12478.483) § s (12,478 483)
Proj. Net Op. Loss over 24 months $ - $ - 8 .

JOINT LEGISLATIVE COMMITTEE ON HEALTH AND HUMAN SERVICES Table 5
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e
Reinvestment Plan

Amount required for all expenditures over the next 3 years related to specific initiatives noted in the
LME/MCO's reinvestment plans

P d [l

Alllance Behawvioral Hoealthoars O=1Z months % 11,3235 000
13-24 months $ 11,235,000

25-3& manths 3 5,000,000

] 27.670,000

Cardinal Innovations 0-12 manihs 3 23,468 190
13-24 manthes 5 B.831.215

28-36 maonths_ % B.O31.215

= 40, 330 620

Eastpointe Human Servicos 0-12 months % 21,294 338
13-24 months 3 B.530,692

25-3& months 5 10,236 852

-] 40,061,942

Fartnera Bahavioral Heaalth 0-12 maniths 3 5.514.326
13-24 manithe 3 5.580.775

25-36 manthe % 3.978.501

] 15.07% 602

Sandhills Cenber 0-12 months % 24 363 029
13=-24 months 26.816,298

Z25=-3& months 5 Z3 544 848

- 24,814 175

Trillivwm Haalth Rasocurcas 0-12 manihs % 10, 50E 000
13-24 manths 3 16,956,000

25-36 manths 3 16.036, 000

| 4.3 408,000

Waya Health 0-12 months % 11.558& 300
13-24 monthis 5 12,476 300

2B=35 months _$ 11.976, 300

- 26,008 300

JOPST LEGISLATVE COMMITTEE (s BEALTH ANDHLUMAN SERVICES Iable &
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N
Solvency Measures Summary

Comparison of an LME/MCO's cash balance to its solvency range; if cash balance is + 5% of the upper or
lower solvency range, a corrective action plan must be developed

Solvency Range  Cashiinvestments! Threshald$ (* 5%) Threshald % [* 5%)
Rizk Reserve

Alliance Lower Range £1:18 367 462 5119 035 554 S121 930 5649 -F 3% CONCERN
Upper Range £148 027 (a6 5119 035 554 5155 478 368 -19.6% Ok
Cardinal Linwesr Ranpe 21B1 157,776 S1E3 981 344 5172 089 BET 1.6% O
Upger Ranpe 213,305 844 S1E3 981 344 5223971 204 A3.7% O
Esstpointe Lower Range gre M6l Tas 102,175,751 574,348 595 A Ok
. Upper Range £he Bag 3532 102,175,751 503,280,270 5.0 CONCERN
Pa Linder Range 43 1T 147 56T 018 532 541 531 B60 23.5% O
Upper Rangs 855 625 a7 56T 018,532 558 T2 087 19.8% COMNCERN
Sandhills Linwer Ranpe 166 710 536 8131,213 896 5148 875 004 -2 T CONCERN
Lipper Ranpe £168,121 766 2121,213 B35 87T ATT A4 -8 3% O
Trillium Lower Rangea S0z 180 2232 £101 963 343 S67 571,211 10.6% Ok
Upper Range £110,225 647 101,963,343 $115, 736 9249 -T.5% Ok
Vara Lower Range S09 85507 S04 274,334 565,382 325 4 5% Ok
Upper Ranga $105,533 246 S04 274 334 £110,909 909 -10.7% (=11

JOPNT LEGI SLATIVE CO MK ITTEE I HEALTH AND HLIMAN SERVICES
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LME/MCO Solvency
Corrective Action Plan Review

PLAN NAME:
REVIEW PERFORMED:

CORRECTIVE ACTION PLANS OVERVIEW:

This Corrective Action Plan template has three sections. The first is where you document what you know about the area in need of
improvement. The second section is where you map out, step-by-step, how you are going to accomplish your goal of correcting the problem or
making other improvements. The third section is where you can write down the results of the Corrective Action Plan.

This form can be printed and completed manually or downloaded as a Microsoft Word document and completed electronically. This document
is not protected. Table cells will automatically expand to accommodate any amount of text. Additional rows will be added if you hit the “TAB”
key in the last cell of the last row of tables.

CORRECTIVE ACTION PLAN (CAP) PROCESS:

Step 1: The LME/MCO receives notification from the Department regarding non-compliance.
Step 2: The LME/MCO submits the CAP to the Department.

Step 3: Either the Department accepts the CAP and the LME/MCO is placed on a quarterly routine review cycle or an additional CAP is requested
if information is lacking or incorrect.

Step 4: The Department sends a letter closing the review or the LME/MCO is placed on accelerated monitoring.

15| Page



LME/MCO Solvency Corrective Action Plan Review

SECTION |: DEFINING THE ISSUE

Use this section to clearly define the problem or deficiency, how the activity should be done, where to go for information, and a broad overview
of how you are going to make an improvement for that issue. Use one CAP for each individual problem or deficiency.

CORRECTIVE ACTION PLAN — DEFINING THE ISSUE

Provide a clear, descriptive statement of each
non-conformance problem / deficiency.

What is the corrective action(s), including
supporting documentation?

How will ongoing compliance be maintained?
Identity preventative measures that will be
taken to improve or prevent occurrences of
noncompliance.
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LME/MCO Solvency Corrective Action Plan Review

SECTION II: DEFINING THE STEPS FOR IMPROVEMENT

List the specific steps you will take to correct the problem and when they should be completed.

e The Milestone should be a specific task to complete. Each Milestone should progress logically toward the completion of the desired
goal.

e Although multiple people might work on a single step, there should be one person responsible for ensuring the step is done on time.

e Designate a Due Date for the Milestone that is realistic and attainable.

e Comments can be made at the time the CAP is developed and can be made as the work is done to mark progress.

e If done electronically (i.e. in Word), you can add rows to this table by hitting the “Tab” key while in the lower right-hand cell.

CORRECTIVE ACTION PLAN: DEFINING THE STEPS FOR IMPROVEMENT

# Responsible
Milestone [Name(s) & Title(s)] Date Due Comments
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LME/MCO Solvency Corrective Action Plan Review

SECTION Ill: EVALUATING THE PROCESS

Once all milestones have been met, evaluate the process. Look for proof that the milestones were, in fact, completed, that the cause of the
problem has been identified, and that the problem has been addressed.

CORRECTIVE ACTION PLAN: EVALUATING THE PROCESS

X Results Comments

Acceptance

Provisional Acceptance

Rejection of the CAP
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