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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/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. — The net operating liabilities figure shall be calculated by subtracting

noncash current accounts receivable from the nonclaims current liabilities, as reported on the LME/MCO's
most recent balance sheet. If the noncash accounts receivable are 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/MCO'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/MCQO'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.

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/MCQ'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/MCQO'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/MCQO'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/MCOQO'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.



Executive Summary:

Historically, MCO solvency measures have been limited in helping to establish standards in assessing MCO short
and intermediate strategic planning. The General Assembly finds that a viable State-funded behavioral health
system is critical to accomplishing the State's goals for behavioral health, meeting the needs of the covered
populations, and achieving the desired outcomes detailed in the Department of Health and Human Services'
Strategic Plan for Improvement of Behavioral Health Services. Integral to assessing the State's behavioral health
system is the development of a method to determine the viability of local management entities/managed care
organizations (LME/MCOs) and the establishment of short-term and intermediate term solvency standards that
provide a uniform analysis of each LME/MCO's financial position, provide a mechanism for ongoing assessment
of each LME/MCQO's viability, inform the State's funding decisions, and enhance short-term and intermediate

term planning by the LME/MCOs.

Beginning August 1, 2013, the Secretary of Health and Human Services must certify whether each LME/MCO is
approved to operate the 1915 (b)/(c) Medicaid Waiver are following the requirements of N.C.G.S. § 122C-
124.2(b). These certifications are made every six months based upon an internal review by a team comprised of
individuals from the Division of Mental Health, Division of Health Benefits and contracted external review by

the Carolinas Center for Medical Excellence.



Reporting Results (Observations/Recommendations):

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

calculated by using actual IBNR reported on the LME/MCO's most recent balance sheet.

(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/MCO'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: Using the above range percentages, the LME/MCO would have the equivalent of 15 — 30 days of
cash on hand to remain within the range.

Recommendation: Consider using 8.3% for the lower figure and 16.6% for the upper figure. Using the lower

figure would align with the current contractual requirements which require at a minimum 30 days of cash

(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 required transfer is required by Session Law. The requirement has not been established for

SFY 2020, therefore the SFY2019 IGT amounts were used as an estimate for SFY 2020.

(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/MCQO'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 expenses for the Medicaid expenditures includes reinvestment spending as
per the submitted reinvestment plans. These amounts are adjusted based on annualized current spend for the
fiscal year in progress. Additionally, when projecting the expenditures for SFY 2020, Medicaid did not use the
historical expenditure trend because the trend would not consider the potential changes necessary for required

program changes or trend adjustments.

Projected losses on the Medicaid side of the business for SFY 19 were due to several factors including but not
limited to: overall decrease in member months, increases in utilization of high cost services, and increases in
administrative expenses. The loss in membership has reduced revenue but not equal expense reduction as these
individuals are lower cost users. Claims data has also shown upward trends in several service areas which
equated to higher levels of spend than was initially anticipated. Increases in administrative expenses relate to
care coordination spend, TCLI settlement costs, preparation for Tailored Plan rollout, and one-time expenses

that although excluded from rate setting process, factor in to net profit/loss.

(6) Reinvestment plan figure. (Table 11) — 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.

Observation: The reinvestment plans submitted by the LME/MCO are recommendations to their respective
Boards and have only been approved for SFY2019. Projected spend has been adjusted based on annualized

current spend for the fiscal year in progress.

(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/MCO's cash balance to its solvency range, the Department shall take one of the

following actions:

(1) If an LME/MCQO'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/MCQO'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/MCQ's cash balance to this solvency range. No further
action shall be required.

Observation: Calculation uses Risk Reserve determining the solvency range.

Recommendation: In accordance with G.S. 122C-124.2(e)(3), the risk reserve’s purpose is to pay outstanding

liabilities (unpaid claims) to Providers in cases of insolvency and not intended to be used for operating costs.
Because these resources are not readily available for payment of non-provider claims and may not be accessed
by the LME/MCO without written consent is granted by DHHS, the Risk Reserve should be removed from this

calculation.

Corrective Action Plan:

The Department is currently in collaboration with the LME/MCO’s to develop a corrective action plan which
may include changes to the LME/MCO reinvestment plan, utilization management, and capitation or provider
rates, to bring the LME/MCQ’s cash balance within solvency range, as well as a time line for implementation of

these actions.



I
Incurred But Not Reported (IBNR)

LME/MCO’s actual IBNR

Medicaid Non-Medicaid Total
Alliance Behavioral Healthcare 3 27,841,570 % 3,822563 $ 31,764,133
Cardinal Innovations $ 30,473,364 % 2,674,856 % 33,148,220
Eastpointe Human Services 3 20,503,928 % - $ 20,503,928
Partners Behavioral Health % 13,361,498 $ - $ 13,361,498
Sandhills Center £ 16,849, 224 % - $ 16,849 224
Trillium Health Resources 3 36,478 225 $ 4 726 064 3 41,204 289
Vaya Health $ 18,447,163 $ 369,090 $ 18,816,254

-
Net Operating Liabilities

LME/MCOs current Habilities excluding IBMR minus noncash current accounts receivable

Medicaid Non-Medicaid Total
Alliance Behavioral Healthcare § 256,383 % 13,130,703 § 13,387 086
Cardinal Innovations b 8441025 % - ] 6,279 326
Eastpointe Human Services % 2341980 % 5432034 % f,.774.014
Partners Behavioral Health & TBATBOS & HTB2520 & 13,630 325
Sandhills Center 3 - & - 5 .
Trillium Health Resources % - % 105,120 % .
Vaya Health -3 8640923 % - & 3,883,316

I0INT LEGISLATIVE CONMMITIEE 0N HEALTH ANT HLIMAN SERVICES Table 2

) |



I
Catastrophic Events Range

LME/MCO's service spending for the preceding 12 months multiplied by 4.15% and B.30% to caloculate an
upper and lower range respectively

Medicaid Non-Medicaid Total
Aliance Behavioral Healthcare 4 15% EER Lower Figure ] 15,519,602 % 4 110,460 § 19,630,353
8.30% EER Lower Figure 5 31,039.784 % 8,220921 § 39 260 705
Cardinal Innovations 4. 15% EER. Lower Figure 5 269236573 % 5042977 § 31 988 556
8.30% EER Lower Figure - 53 847 157 % 10,085 954 5 63,933 111
Eastpointe Human Services 4_15% EER Lower Figure % 0031 63 § 1,562 525 § 10,504 161
8.30% EER Lower Figure 7 18063 272 % 3125050 % 21,188 322
Partners Behavioral Health 4 15% EER Lower Figure % 10,077,330 % 21793.314 § 12,256 644
8.30°% EER Lower Figure -] 20154661 §% 4 358628 § 24 513 288
Sandhills Center 4.15% EER Lower Figura $ 0828430 % 2,246 6T4 § 12,075 113
8.30% EER Lower Figure - 10 8656 878 % 4 493 348 § 24 150 227
Trillium Health Resources 4 _15% EER Lower Figure 5 14 694 100 § 2982 138 § 17,676,230
8307 EER. Lower Figure 5 203882 % 5964 277 % 35,352 47T
Vaya Health 4 15% EER Lower Figure 5 12,191 613 % 3238 6TT &5 15,430, 290
8.30% EER Lower Figure -] 24 AR 26 0§ 6,477,355 § 30, 860 581

10T LEGISLATIVE COMMITIEE O8N HEALTH AND HLUMAN SERVICES

Intergovernmental Transfers

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

Madicaid Non-Medicaid Tortal
Alliance Behavioral Healthcare SFY19 § 3,007 81T 5 - % 3,007 817
SFY20 § 3.007817 5 - % 3,007,817
Cardinal Inmovations SFY19 § 4144723 % # -] 4,144 723
SFY20 & 4144723 § - 5 4 144 T25
Eastpointe Human Services Mash Adj. 5 193943 § - % 193,943
SFY19 § 1,731,831 § - 1,731,831
SFY20 § 1,731,831 % 5 1,731,801
Partners Behavioral Health SFY19 § 1960283 § - % 1,960,283
SFY20 § 1,960,283 § - % 1,960, 283
Sandhills Center SFY19 § 1,918 643 § . 1,918 G643
SFY20 § 1918643 § - % 1,918,643
Trillium Health Resources MNash Adj. § 193,943 5§ - 5 193,943
SFY19 § 2931104 § - L 2931 104
SFY20 § 2931104 § - 5 2,931 104
Vaya Health SFY19 % 2333816 3§ - % 2,333 816
SFY2 § 2333816 § - & 2 333 816

JOINT LEGISLATIVE COMMITIEE 0N HEALTH ANTD HLUIMAN SERVICES fable 4




I
Projected Operating Loss

LME/MCOs net profit!{loss), adjusted to include any known changes including single stream funding cuts
and IGT payments for that 12 month period

Medicaid Mon-Medicaid Tartal
Alliance Behavioral Healthcare Frog. Het Op. Loss over 12 moniths § (5.411,459) 5 (17952 127) § (24 373,.586)
Prog. Met Op. Loss over 24 months § - & (17 962 127) § (12, 160 863)
Cardinal Innovations Proj. Het Op. Loss over 12 manths 5 (22.324.183) 5 (15.012.401) § (37 338 674)
Prog. Met Op. Loss over 24 manths § - & {15012 491) § (3,727 526)
Eastpointe Human Services Proj. Met Op. Loss over 12 months § = i (3,137 567) § {400, 7a0)
Prog. Met Op. Loss over 24 months § - & (3,137 567) § -
Partners Behavioral Health Prog. Het Op. Loss over 12 manths § (7133717 § - 8§ (17,933,717
Prog. Met Op. Loss over 24 months  § - & - & -
Sandhills Center Prog. Met Op. Loss over 12 months § (8 567.303) S (F.228881) § (15 706 184)
Prog. Met Op. Loss over 24 months  $ - & (¥.228 881) % (3,682 506)
Trilllium Health Resowrceas Prog. Met Op, Loss over 12 manths 8 - 8 - 8 -
Prog. Met Op. Loss over 24 maonths § - 8 - 8 =
Vaya Health Prog. Med Op. Loss over 12 manths § (13.436,252) § - & (13,438 252)
Proj. Met Op. Loss over 24 manths 3§ - & ] -

10INT LEGISLATIVE CONMMITIEE N HEALTH ANTFHLIMAR SERVICES Table &

Reinvestment Plan

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

Etanned Relnvestment — Actusl 3oend — Annusiized Soend — Erolected Sgend

Alliance Behavioral Heslthcars SFY10 § 16,760 500 § B7TZ 498 § 1,748 995 & 3 B35S, 000
S5Fy20 3 11,535 000 & - 5 - L 11, E35 (W

SFy21 % 19,536 000 % % & 11 K35 00

5 41,439 500 & 2D (O

Cardinsl innevationa SFy19 % 5000 000 & P2EE 12 8§ 15118058 § 15,116 058
SFY20 % Te0000 % - % - 5 7500, (0
SFY21_3 [t n s S 3 5 B T 500,000

3 20,000,003 % = 3 - [ 0,118,058

Enstpointe Human Ssrvices SFY19 % 137¢ 968 F% 2338685 % LT I FAE BES
SFY20 § 13,101 968 % ] & 13,171,908
BEY21. 8 AT e . 5 £ B 13,171,908

3 S0 515 000 £ 268 577 821

Partners Behavioral Health SFY19 § 12006328 % 999 64 5 1,990 528 & oaa, fis
SFYI0 § 14578504 § i 3 =3 B 14 GTE S04

SFy21 § 12533 860 § - L - & 12 535 H80

F 20 108 FES [ 2B 112 210

Sandhills Center SFY19 & 10,406 46T § 4433000 & 8,066 17D B 4 483 090
SFY20 3§ 24 353,020 % - 3 - L 24,353 029

SFY21 % 3G A6 260 % % 5 S E1E 20A

5 71,508 To4 = G5 652 417

Trillivems Healh Resources SFY19 3§ 5,850,000 & AM513T B 42T F 215137
SFY20 % 19250000 % - ] - E 18250, 00
SFY _§ 12 500000 § 5 5 12 500,000

3 AT, 700, 00 & 31 065 137

Vaya Health SFY1o % X555 003 % 4673 % 9345 & 4 63
SFY20 § 7RIS 000 % 5 & 2 515,000

SFYa1 8§ 2 S15,000 & = L = 5 2,515, 000

% B, 585 D0 [] 5 034 673

J0INT LEGISLATIVE COMMITIEE (FN HEALTH ANIYHLIMAN SERVICES Tablo &
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.
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 Cashinvesiments/ Threshold 3 [£6%) Threshold % (£ 5%)

Risk Resgrve

Mg OECREGE SITEN0  GONEBIZH $121408%8 30% oK

Upper Range  $147 451,373 131 661,234 $154 523 041 -10.7% oK

bardad Lower Range  $142 576,35/ 822391 072 §135.447 530 61 1% 0K
Upper Range ~ $174 542 913 8223 971 072 $163 270 (58 28 3% CONCERN

bk Lower Renge 365 850 712 111,221 365 $62 558177 fi6 9% OK
" Uppér Range  §76 444 673 $111,241 365 860 267 117 45 58 CONCERN

ietian Lower Range  §84 434 400 S107 123 205 SA0 260 682 26.8% oK
Uppet Range  SOBTSION  SIO7A23205  §101 58500 7%  CONCERN

Sandhils Lower Range  $114,050 444 8137 338 914 §108 352 672 20 4% oK
Upper Hanga $126,130 557 §137 138074 §132.437 (85 B.9% CONCERN

Tl Lower Range 380 843 65 o143 460 147 S5 103 382 AT 0% oK
UpperRange  $10B521004  SU3460047  §113.047 8a0 W CONCERN

s Lower Range  §56,600, 784 $40 H61 465 853,170,145 6 4% oK
Upper Range 572 031,073 $00 861 465 §75,632 628 368.6% CONCERN

10INT LEGISLATIVE CONGMITTEE 0% HEALTH AND HU MAN SERVICES
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