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INTRODUCTION

I, Jeffrey Milton-Hall, have been retained by Arizona Complete Health for Health Net Access, Inc. (AZCH), a Centene
Corporation health plan (Centene), to certify its administrative costs bid for a Regional Behavioral Health Authority
(RBHA) expansion of its existing contract with the Arizona Health Care Cost Containment System (AHCCCS) Complete
Care (ACC) program in the State of Arizona.

Full Offeror Business Name: Arizona Complete Health for Health Net Access, Inc. dba Arizona Complete Health-
Complete Care Plan for South and Central GSAs and Carelst Health Plan Arizona, Inc. for North GSA

The contract expansion that AZCH is bidding on would extend AZCH's existing ACC contract to encompass Medicaid
coverage for Severe Mental lllness (SMI) populations and Crisis 24 Hour Group (Crisis) coverage for all Medicaid
beneficiaries in one or more Geographic Service Areas (GSAS) for the five-year contracting period of October 1, 2022
through September 30, 2027.

The purpose of the following actuarial memorandum and certification is to comply with the requirements of AHCCCS
Solicitation YH20-0002 with respect to AZCH’s administrative costs bid for all rate groups and GSAs or combinations of
GSAs. The content of this certification has been developed to comply with the instructions of the Solicitation.

1. BEST AND FINAL OFFER REVISIONS

This memorandum and certification has been revised from the version accompanying AZCH'’s initial administrative cost
bid submission (signed September 30, 2021) in order to support AZCH'’s revised Best and Final Offer (BAFO)
administrative cost bid submission.

AZCH prepared its BAFO bid by first identifying opportunities for financial and operational administrative cost efficiencies,
and then incorporating the associated savings into its cost projections. Specifically, the revised bid projections reflect the
following revised cost assumptions:

1. Reduced allocation of corporate overhead to AZCH’s RBHA business (applies to all GSAS)
2. Commitment to additional efficiencies in the South GSA with respect to occupancy, compensation, and
professional services (applies to bids containing the South GSA).

Based on discussions with AZCH, | am satisfied that the revisions incorporated into the BAFO bids represent reasonable,
appropriate, and attainable savings over the initial bid projections, attributable to specific financial and operational
adjustments versus the initial cost scenario. Furthermore, | remain satisfied that the BAFO cost projections continue to
comply with Actuarial Standards of Practice and adequately provide for all reasonable, appropriate, and attainable costs
during the time period for which they are intended.

2. DATA

AZCH provided historical actual data and forecasted projections of the following information in support of the development
of AZCH’s non-benefit costs bid:

e  Administrative costs
e  Membership
e Capitation revenue

Administrative costs were provided by cost center and line item. For cost centers that also apply to other lines of business,
an initial allocation was made on the basis of an operational time study. In cases where revenue and membership were
not deemed to be appropriate allocation methods, manual allocations were made. Costs were also defined as fixed or
variable by line item.
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3. ASSUMPTIONS AND METHODOLOGY

Administrative costs were developed based on adjusted estimates of forecasted costs. AZCH first reviewed its calendar
year 2021 actual and expected administrative costs at a detailed line item level and attributed each line to one or more of
the following:

AZCH as a whole

AZCH’s ACC contract (expanded to include RBHA)
RBHA alone

e Not applicable to RBHA

Revenue by line of business and an operational time study were then used to allocate a proportion of calendar year 2021
costs to AZCH’s RBHA business. AZCH staff familiar with its finances and operations then reviewed each detailed G&A
line item (e.g. account, business unit, department) and classified it as predominantly variable or fixed with respect to total
business volume. As a final step before projecting costs into the projection period, AZCH calendar year 2021 costs by
detailed G&A line item were mapped to the RBHA bid template cost categories and reviewed for consistency with financial
reporting.

Variable Costs

Variable expenses are primarily projected based on growth in membership and revenue. Variable costs were assumed to
be present in all RBHA bid template cost categories, and represent a majority of projected costs for all categories except
for “Occupancy and Depreciation,” “Professional and Outside Services — Provider Relations and Network Management,”
and “Office Supplies, Equipment Repair, and Maintenance,” for which fixed costs represent a majority of projected costs in
at least one GSA.

The following categories are assumed to be effectively 100% variable, while all other categories are assumed to have at
least some fixed component:

e Professional and Outside Services - Claims and Encounters

e Professional and Outside Services - Pharmacy Benefit Manager Expenses
e Professional and Outside Services - Pharmacy Management

e Professional and Outside Services - Subcontractors

e Non-Compensation - Printing, Postage, Fulfillment

e Non-Compensation - Other

Revenue was projected forward from CYE 22 actual RBHA capitation rates and CYE 23 RBHA membership projections
from AHCCCS. Membership and capitation rate growth assumptions were established through consideration of AZCH
internal financial forecasts, various measures of price and wage inflation, AHCCCS membership projections, and
expectations based on recent historical trends in revenue and membership.

For its BAFO bids, AZCH assumed an additional savings of 0.5% of revenue across all bids, attributable to a reduced
allocation of corporate overhead. AZCH assumed an additional savings for compensation and professional services in its
South bid, attributable to operational efficiency opportunities identified by AZCH leadership during BAFO development.

Fixed Costs

Fixed costs include salaries, employee related expenses, and related operating costs for the positions that are required by
AZCH’s ACC contract. AZCH determined that these costs are the minimum amount required to operate in Arizona and
therefore they will not change in relation to utilization and enrollment. Other costs that do not change in relation to
utilization and enrollment were also treated as fixed costs.

Estimated fixed costs are greatest as a portion of the total for the "Occupancy & Depreciation" cost category, followed by
"Professional and Outside Services — Provider Relations and Network Management," "Office Supplies, Equipment Repair,
Maintenance," "Travel, Marketing, Insurance," "Interest Expense," and “MCO Compensation” (all categories). Fixed costs
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also represent a small percentage of estimated costs for several other "Professional and Outside Services" cost
categories.

Forecasted non-RBHA revenue and RBHA revenue by GSA and rate group were used to re-allocate fixed costs to
AZCH’s administrative cost bid, using the same line of business classifications first used to allocate calendar year 2021
expenditures. While fixed costs do not vary with respect to membership or revenue, the following adjustments were used
to project fixed costs forward:

e Anticipated compensation changes over time
e Anticipated impacts of price inflation

When projecting forward fixed costs across AZCH as a whole, consideration was given to AZCH internal financial
forecasts, various measures of price and wage inflation, and AZCH compensation growth targets net of turnover.

For its BAFO bids, AZCH projected approximately $1 million in additional occupancy savings for its South bids,
attributable to opportunities for a reduced occupancy footprint in the South GSA.

Compliance of Cost Reporting with Bid Instructions

Start-up expenses, underwriting gain, and premium tax are excluded from the bid (AHCCCS does not reimburse start-up
costs, and AHCCCS has a mechanism for ensuring capitation rates include the appropriate amount of underwriting gain
and premium tax for each Contractor). The Other Administrative line has been used only where no other line applies, and
other administrative costs represent less than 5 percent of the total administrative amount.

4. 42 CFR § 438.5(E) REQUIREMENTS

AZCH’s projections include reasonable, appropriate, and attainable expenses related to administrative cost components
of Medicaid Managed Care capitation rate considerations outlined in 42 CFR 8 438.5(e).

Startup costs are not included in the administrative cost bid.

5. ACTUARIAL CERTIFICATION

I, Jeffrey Milton-Hall, am associated with the firm of Milliman, Inc. | am a member of the American Academy of Actuaries
and meet its Qualification Standards for Statements of Actuarial Opinion. | have been retained by Arizona Complete
Health for Health Net Access, Inc. dba Arizona Complete Health-Complete Care Plan and Carelst Health Plan Arizona,
Inc., (AZCH) a Centene Corporation health plan, to certify that the non-benefit costs bid submission meets the
requirements of 42 CFR 438.5(e) and applicable Actuarial Standard of Practice. The purpose of the actuarial
memorandum and cost certification is to comply with the requirements of AHCCCS RFP YH20-0002 with respect to
AZCH'’s non-benefit costs bid for all rate groups and GSAs or combinations of GSAs.

In my opinion, the proposed bid values included with the attached non-benefit costs proposal Excel workbook (one tab per
GSA or GSA combination) meet the requirements of 42 CFR 438.5(e) as well as applicable Actuarial Standards of
Practice and adequately provide for all reasonable, appropriate, and attainable costs during the time period for which they
are intended, provided that Arizona Health Care Cost Containment System (AHCCCS) adjusts these bid values for
changes in membership, and any additional changes that would materially impact claims volume or operational
requirements in the rating period, and provided that the components of the capitation rates developed by AHCCCS
actuaries (including the medical services component, reinsurance offset, underwriting gain, and premium tax) are
actuarially sound?.

1 Section H of the Solicitation, “Instruction to Offerors,” includes the following statement: “The AHCCCS actuaries will develop components of the capitation
rates including the medical services component, reinsurance offset, underwriting gain, and premium tax. These components will not be bid by the Offeror.
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Under such circumstances, the resulting cost estimates are projected to provide for reasonable, appropriate and
attainable costs during the time period for which they are intended. In particular, the administrative cost estimates are
actuarially sound, as defined by the requirements of health plan actuaries under ASOP 49, have been developed in
accordance with generally accepted actuarial principles and practices, and are appropriate for the populations to be
covered and the services to be furnished under the contract.

My opinion is based upon a review of the financial and other information provided by AZCH, and my judgment. In making
my opinion, | relied upon data and other information provided by AHCCCS and AZCH. | have not audited or verified this
data and other information, but did review them for reasonableness and consistency and did not find material defects. If
the underlying data or information is inaccurate or incomplete, the results of my analysis may likewise be inaccurate or
incomplete.

The bid projections referenced in this actuarial memorandum and certification are estimates only and include assumptions
regarding future administrative expenses. In my opinion, the assumptions used are applicable for the purpose of this
certification and are reasonably related to the experience of AZCH and/or experience provided by AHCCCS and to
reasonable expectations. Actual results will differ from the amounts indicated in the administrative costs proposal to the
extent that future plan experience differs from the assumptions used to develop the amounts.

Actuarial methods, considerations, and analyses used in forming my opinion conform to the appropriate Standards of
Practice as promulgated from time-to-time by the Actuarial Standards Board, whose standards form the basis of this
Statement of Opinion.

This Opinion assumes the reader is familiar with the State of Arizona Medicaid program, Medicaid eligibility rules, and
actuarial rating techniques. The Opinion is intended for AZCH, AHCCCS and the Centers for Medicare and Medicaid
Services and should not be relied on by other parties. The reader should be advised by actuaries or other professionals
competent in the area of actuarial rate projections of the type in this Opinion, so as to properly interpret the projection
results.

Signed:

Name: Jeffrey Milton-Hall, FSA, MAAA

Title: Principal & Consulting Actuary, Milliman, Inc.
Date: November 1, 2021

6. SUPPORTING EXHIBITS

We have attached copies of the bid forms, including the rates that are relevant to this certification.

The capitation rates developed by the AHCCCS actuaries will be actuarially sound according to the applicable provisions of 42 CFR Part 438 and applicable
Actuarial Standards of Practice and will follow generally accepted actuarial principles and practices.”
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