STATE OF MAINE
DEPARTMENT OF ADMINISTRATIVE AND FINANCIAL SERVICES
BUREAU OF GENERAL SERVICES

In Re: Health Insurance Services )
RFP # 200909526 ) PROPOSED FINDINGS
) OF FACT AND
) CONCLUSIONS OF LAW
)

NOW COMES Harvard Pilgrim Health Care (“HPHC”) and, pursuant to the Hearing

Officer’s request, hereby submits its Proposed Findings of Fact and Conclusions of Law.
INTRODUCTION

After evaluating the proposals received in response to the above-referenced RFP, the
Dirigo Health Agency (the “Agency™) awarded the contract to HPHC. The unsuccessful bidder,
Celtic Insurance, appealed. Celtic’s appeal was limited to the issues raised in its appeal letter.
(February 2, 2010 Order of Hearing Officer and Agency Exhibit 27) In its appeal letter, Celtic
characterized its appeal as involving three distinct issues. However, in essence, Celtic’s appeal
involves one issue: Celtic contends that it should not have been penalized for providing
confusing and inconsistent information in its proposal, which prevented the Agency from
understanding Celtic’s proposed plan designs and further resulted in the Agency’s inability to
confirm Celtic’s reported actuarial values.

As explained below, Celtic’s appeal is without merit. Simply put, Celtic’s proposal
initially failed to provide basic information requested in the RFP. Then, in an attempt to fix it,
Celtic provided inconsistent and inaccurate information to the Agency in response to clarifying
questions and was unable to reconcile the conflicting information during finalist interviews.
More specifically, Celtic provided plan design information in four different sets of documents,
and those four sets of documents contlicted with one another. (Compare Exhibits C, D, E, and F
attached hereto) It was therefore impossible for the Agency to understand what Celtic was
proposing. HPHC, on the other hand, provided accurate, complete, and easy-to-understand plan
design information in accordance with the RFP. As a result, the Agency could determine

HPHC’s proposed plan designs and HPHC won the award.



Faced with an, at best, confusing and, at worst, non-responsive proposal, it was entirely
consistent with express provisions of the RFP and well within the discretion of the Agency
reviewers to penalize Celtic and, under the applicable standard of review, Celtic has not
overcome the presumption that the Agency’s award was valid and not arbitrary or capricious.
Moreover, the only thing that would be fundamentally unfair would be to give Celtic yet another
chance to correct its deficiencies in the competitive bidding process through this appeal process.
The RTP and competitive bidding process place a premium on responsiveness and accuracy
within certain deadlines and Celtic failed to satisfy these requirements through its own action and
inaction, not because of some kind of unfairness in the process.

FINDINGS OF FACT

The RFP Requirements

The Dirigo Health Board directed the Agency to expand the availability of the Dirigo
Health insurance product to the uninsured market with existing resources. Thus, on October 5,
2009, the Agency issued an RFP designed to elicit two proposals: (1) a so-called Status Quo
(*SQ”) plan and (2) an Alternate plan. For the SQ plan, the Agency sought proposals to
administer the Dirigo Health insurance product with its current benefit design. With the
Alternate plan, however, the Agency sought proposals for six (6) benefit designs that could be
priced to expand access with existing resources. To expand access with existing resources,
health plans generally must offer lower premiums. To offer lower premiums, plans generally
increase patient out-of-pocket expenses or decrease coverage, or a combination of both.
Therefore, to make sure it understood what plan designs it was purchasing, i.c., the deliverables,
the Agency required bidders to submit six (6) complete benefit plan designs for the Alternate
plan.

More specifically, the RFP required bidders to “provide plan designs that meet an
aggregate target revenue PMPM of $509.96.” (dgency Exhibit I) “Plan design” is a term of art
in the health insurance industry and means the basic information necessary to understand the
benefit plan; for example, coverage limitations, in and out-of-network coinsurance, co-pays, or

1

deductibles, and out-of-pocket maximums.” To make sure bidders provided this basic

information, the Agency included Bid Form 2 in the RFP. (See Exhibit A, attached hereto for

! This is the same basic information anyone would need in order to choose between health plans offered

through their employer,



ease of reference) Bid Form 2 required bidders to provide all of the basic plan design
information, including deductible and co-pay information, covered services, and any plan
limitations. In addition, Bidders were encouraged to provide a Summary of Benefits (“SOB™)
document, which is a standard document in the industry that describes a plan’s benefit design.
Finally, the RFP contained Bid Sheets with instructions describing how to complete the sheets
and what additional information to include. (See Exhibit B, attached hereto for ease of
reference) Consistent with the requirement to submit a proposal with six (6) plan designs, the
RFP contained six (6) bid sheets for the Alternate plan, and instructed bidders to:
[P]lease submit a methodology write-up that corresponds to the bid form.
The write-up should include sources of data, populations used to develop
rates, nature of each adjustment and methodology for calculating them.
Testimony at the hearing established that this is also referred to as an actuarial memorandum.
In addition to the instructions on Bid Form 2 and on the Bid Sheets, the RFP contains the
following important provisions quoted in relevant part below:
Section 2.1  General Instructions

Proposals must conform to mandatory requirements, instructions, and conditions of the
REP.

Section 2.9.1 Submission of Proposals

Emphasis should be concentrated on conformance to the RFP instructions,
responsiveness to requirements, and completeness and clarity of the content, If the
Bidder’s proposal is presented in a fashion that makes evaluation difficult and overly
time-consuming, points will be sacrificed in the evaluation process. (Emphasis added)

Section 3.5.1 Target PMPM

Bidders must provide plan designs that meet an aggregate target revenue PMPM of
$509.96

Section 41  Compliance and Full Disclosure

Failure to provide required assurances and/or to disclose any of the information required
in this RFP may result in disqualification of the Bidder or cancellation of award.

To be considered for award, the Bidder must address all applicable REFP specifications to
the Agency’s satisfaction. If required by the Agency, the Bidder must provide the Agency
with information necessary to validate any statements made in its Proposal. ... If any



requested information is not provided within the timeframe allotted, the associated
Proposal may be rejected.

The RFP Process
A bidder’s conference was held on October 16, 2009, and both Celtic and HPHC

participated. There were at least two rounds of formal questions and answers, where bidders
were given the opportunity to ask any clarifying questions about the RFP and the DHA data
book. Celtic participated in both Q & A’s and, among other answers, was provided claims and
experience data for Dirigo Health members.’ (Agency Exhibits 10 and 11) The Agency
provided bidders with Clarification Questions. (Agency Exhibit 18) Finally, bidders were given
topics and questions for finalist interviews. (/d.) Thus, bidders had multiple opportunities to ask
questions to ensure they understood the RFP and to ensure their proposal was responsive to the
RFP.

Celtic’s Proposal and its Attempts to Provide Missing Information and to Clarify

Confusing Information

Celtic’s proposal, as submitted, was non-responsive to the RFP in two key respects.
First, it did not include out-of-pocket-maximum information for the Alternate plans.® Celtic’s
witness admitted at hearing that Celtic’s Bid Form 2 did not include this important limitation
information as required by the RFP. (See Exhibit C, attached hereto for ease of reference) Thus,
while the Agency could determine the deductible and ¢oinsurance amount, it could not determine
the maximum amount an insured would pay out-of-pocket in a year. This is basic information
anyone evaluating a health plan would need to know and the Agency rightly required it.
sSecondly, in response to the request for a memorandum explaining the methodology for
calculating rates, Celtic only provided a footnote consisting of four short sentences that did not
respond to the Agency’s questions. (See Exhibit D, at p. 4, attached hereto for ease of reference)
In addition, Celtic’s proposal was confusing because it noted on the rate sheets the same

deductible level ($2,500) for three of the six requested Alternate plans, even though the actuarial
values for each differed. (See Exhibit D, at pp. 4-6) For the Agency (and insurance industry

2 Celtic claims in its appeal letter and implied at hearing that HPHC had information as the incumbent bidder

that Celtic did not have. This is not true. HPHC received requests from the Agency for additional claims and
experience data related to Dirigo Health members, and HPHC supplied the requested information. This information
was ultimately requested by Celtic. The Agency updated the DHA Databook with the data supplied by HPHC and
Celtic therefore had access to the same data as HPHC. (Agency Exhibits [0 and 1 1)

} A health insurance pelicy’s out-of-pocket-maximum is the limit on the total coinsurance and deductible an
insured would pay in any calendar year.



professionals generally), a different actuarial value would indicate a different benefit design. As
such, if the deductibles were the same, some other element of the plan design would need to be
different in order for the plan designs to have different actuarial values. However, Celtic’s Bid
Form 2 indicated that the only variation in ther plan designs was the deductible and all other
benefits were the same. (See Exhibit C)

Rather than reject Celtic’s proposal, which the Agency had the authority to do under the
RTP, the Agency requested additional information from Celtic through “Clarifying Questions,”
Specifically, the Agency asked Celtic to “[p]lease provide plan design descriptions for your
alternative plan proposals, including: a. Out of pocket structure b, Deductibles ¢. Coinsurance.”
Essentially, in terms of plan design the Agency said “do it again.” In addition, the Agency asked
for an actuarial memorandum because Celtic’s four sentence footnote was inadequate to
understand Celtic’s rate calculation methodology.

Celtic responded to the Clarifying Questions with, among other items, an “Attachment
A,” which purported to be Summary of Benefits for the “Status Quo and Alternate Plan,” and an
“Attachment C,” which purported to be an Actuarial Memorandum. (See Exhibits E and F,
attached hereto for ease of reference) Celtic’s efforts to clarity its proposal, however, actually
had the effect of further confusing the Agency because the SOB’s at Attachment A were
inconsistent with what Celtic had originally proposed at Bid Form 2. For example, Bid Form 2
describes deductible levels of $1,250, $2,500, and $5,000, whereas the SOB’s at Attachment A
describes deductible levels at $1,200, $1,750, and $2,500. (compare Exhibit C to Exhibit E) In
addition, the Actuarial Memorandum made clear to the Agency that Celtic’s actuary had not
developed six premium rates for six plan designs as instructed by the RFP. Rather, the Celtic
actuary had developed twenty premium rates based on twenty plan designs. As a result, the
Agency could not determine how Celtic blended twenty separate rate structures into six because
Celtic submitted six premium rates for the Alternative option (since only six bid sheets were
provided). In short, the Agency asked for six plans, the actuary priced twenty, then somehow

shochorned the twenty rates into the six bid forms, but did not provide details to explain how he

4 The RFP at Section 4.1 states in relevant part: “Failure to provide required assurances and/or to disclose

any of the information required in this RFP may result in disqualification of the Bidder or cancellation of award. ...
To be considered for award, the Bidder must address all applicable RFP specifications to the Agency’s satisfaction.
If required by the Agency, the Bidder must provide the Agency with information necessary to validate any
statements made in its Proposal. ... If any requested information is not provided within the timeframe allotted, the
associated Proposal may be rejected.”



did this, nor did he indicate what six benefit designs were associated with the final six premium
rates. In essence, the actuary answered a different question than what was asked by the RFP and
the Clarifying Questions. |

In yet another attempt to understand Celtic’s proposal, the Agency asked Celtic
representatives to explain its proposal at the finalist interview. Despite being put on notice to
have actuarial resources available, Celtic chose not to have the actuary who developed the
memorandum present, and Celtic was unable to otherwise explain what they had proposed in
terms of actual plan designs. As such, the Agency was unable to determine what Celtic proposed
for the six Alternate plans and, therefore, unable to calculate the actuarial value of the actual
plans.

CONCLUSIONS OF LAW
A, Governing Law and Standard of Review

The issue in this case is whether Celtic has met its burden of proof by clear and
convincing evidence that the Agency’s award of the contract to HPHC (1) was in violation of
law; (2) contained irregularities that created a fundamental unfairness; or, (3) was arbitrary and
capricious, See 18-554 C.M.R. Ch. 120, §§ 3(2), 4(1). The “clear and convincing evidence”
standard of proof requires the Panel to be convinced that it is highly probable that the award was
illegal, unfair or arbitrary or capricious.’

To invalidate the contract award because of irregularities creating a fundamental
unfairness, the Appeal Panel must find an irregularity so basic that it would be inequitable to
uphold the award decision. See /d. Arbitrary and capricious conduct by an agency is defined as
“willful and unreasoning action, without consideration of facts or circumstances.” Help-U-Sell,
Inc. v. Maine Real Estate Commission, 611 A.2d 981, 984 (Me. 1992). When applying the
arbitrary and capricious standard, the Appeal Panel “must not substitute its judgment for that of

6 Moreover, “[t]here is a presumption that the agency’s

the [Agency’s bid review] Committee.
actions were not arbitrary or capricious.” Id., citing Central Maine Power Co. v. Waterville
Urban Renewal Auth., 281 A2d 233, 242 (Me. 1971). Thus, the Appeal Panel is required to

begin its review of the Agency’s contract award with the presumption that the award was valid.

> See Decision of Bid Appeal Panel, Conley’s Garden Center Appeal of Award: Marine Resources—

Landscapmg, February 28, 2007 (citing Dubois v. Madison Paper Co., 2002 ME 1 7 10, 11, 795 A.2d 696, 699.).
See Decision of Bid Appeal Paunel, In re: Air and Water Quahty, Inc., August 25, 2006, citing International
Paper Co. v. Board of Envt’l Protection, 1999 ME 135, 29, 737 A.2d 1047, 1054.



B. Celtic Initially Failed to Provide Basic Information Required by the RFP and
Subscquently Provided Inconsistent and Confusing Information that was
Appropriately and Fairly Scored by the Agency Reviewers
The RFP provisions quoted above require bidders to submit proposals that conform to the

RFP in a complete and clear manner. Bidders were required to submit complete benefit plan
designs. Further, bidders were required to submit any additional information requested by the
Agency to verify the proposals in the same complete and clear manner. Failure to submit a
proposal in a complete and clear manner can result in rejection of the proposal at worst, and, at
best, a loss of points. This is not surprising in a competitive bidding process-—mistakes cost you,

1. Celtic’s Proposal was Fairly and Appropriately Scored by the Apency Reviewers in
Light of the Requirements of the RFP

Celtic’s proposal fares poorly when considered in light of the provisions in the RFP. Its
original submission failed to provide basic information required by the RFP. Specifically, Celtic
failed to provide the out-of-pocket maximum required by the RFP at Section 3.5.1 and Bid Form
2, and also failed to provide an explanation of the rate methodology as required by the Bid Sheet
instructions. This, in itself, would have been grounds for rejection of its proposal. The Agency
determined, however, to give Celtic another bite at the apple through clarifying questions.
Rather than clarify the proposed plan designs, Celtic’s response made matters worse. As the
Agency’s actuary, Ms. Bela Gorman, testified, she “was left to guess” what Celtic proposed for
plan designs because the newly provided Summary of Benefit documents were inconsistent with
the originally provided Bid Form 2. (Compare Exhibit C to Exhibit E) The Agency’s Executive
Director, Ms. Karynlee Harrington, testified that, with over thirteen years (13) of experience in
health insurance, she also could not understand what Celtic had proposed. At a very basic level,
the deductibles did not match. What is more, the Actuarial Memorandum was inconsistent with
the Summary of Benefits’ provided by Celtic in its response to clarification questions. Again,

the deductibles did not match. (Compare Exhibit E to Exhibit F) Thus, Celtic’s response to

clarifying questions was inconsistent with what Celtic had originally proposed and also internally

inconsistent,

! The label on these Summary of Benefit forms, “Status Quo and Alternative Plan”, is confusing and

problematic in itself. The Agency asked for two overall proposals: (1) a status quo and (2) an alternate plan that
would expand coverage by offering a less rich benefit at a lower price. Celtic’s response is inconsistent with this
RFP construct because it appears to combine plan designs for status quo and alternate. (See Exhibit E)



Tellingly, at hearing Celtic did not offer a single witness to explain the discrepancy
between the Summary of Benefit documents provided, as compared to the original Bid Form 2
and the Actuarial Memorandum. When asked, the Milliman Actuary, Mr. Keizur, stated that he
did not prepare the Summary of Benefits forms attached hereto as Exhibit E. He also stated that
he did not really review them in performing his work. The only other Celtic witness, Mr. Jones,
testified that he looked at the documents “at a high level,” and did not attempt to reconcile the
original Bid Form 2 with the supplemental Summary of Benefit forms and Actuarial
Memorandum. This was Celtic’s fatal error. Apparently no one at Celtic was charged with
ensuring that all of the information provided tied together so that the Agency could determine
what plan designs it would be purchasing. At the end of the day, the Agency had to understand
what exactly it would be buying and it could not determine this from Celtic’s initial or
subsequent information.

Faced with this problem, Celtic concentrated substantially all of its testimony and cross
examination at hearing on attempting to reconcile Bid Form 2 with the Actuarial Memorandum.
Celtic’s basic argument seems to be that, if you ignore the SOB documents we submitted, and
just refer to the original Bid Form 2 and the supplemental Actuarial Memorandum, then you
should be able to figure out what we proposed for plan designs and then calculate the Actuarial
Value. Putting aside for a moment that this argument does not speak to whether the award (1)
was in violation of law; (2) contained irregularities that created a fundamental unfairness; or, (3)
was arbitrary and capricious, the problem with that argument, of course, is that it is not up to the
Agency to pick and choose between conflicting information submitted by a bidder. Rather, the
burden is on the bidder to provide all information responsive to the bid in a clear and complete
manner. Indeed, as provided in the RFP at Section 2.9.1, “[i]f the Bidder’s proposal is presented
in a fashion that makes evaluation difficult and overly time-consuming, points will be sacrificed
in the evaluation process.,” In accordance with Section 2.9.1 and their inherent discretion with
scoring, the Agency reviewers penalized Celtic for not providing information in a clear manner,
and it was not a violation of law, fundamentally unfair, or arbitrary or capricious for the Agency
to adhere to Section 2.9.1 when it scored Celtic’s proposal.

Accordingly, Celtic has not met its burden, and the award to HPHC should be upheld.



2. The Agency Cannot Infer from a Bidder’s Conflicting Information and Celtic Cannot
Complain After Multiple Bites at the Apple

In addition to its attempt to have the Panel ignore the SOB’s it provided, Celtic elicited a
lot of complex testimony at the hearing about Actuarial Value. Again, Celtic apparently takes.
the position that, although there were problems with their proposal, if you ignore certain parts
and use other parts, then you can calculate Actuarial Value. This argument misses the mark and
makes this case out to be more ;:omplex than it is. The problem with Celtic’s proposal is more
fundamental. That is, the inability of the Agency to calculate and confirm reported Actuarial

Value is the manifestation of the problem, not the problem in itself. The real problem is that

Celtic was not clear in what it was proposing for plan designs. Thus, the Agency could not

determine what the actuarial values provided by Celtic ultimately were for, and the Agency
reviewers cannot infer what a bidder means by choosing to ignore some plan design information
while using other plan design information provided by the bidder. On the contrary, this would be
fundamentally unfair to all other bidders who provided clear and accurate plan design
information.

Furthermore, after a second bite at the apple through clarifying questions, Celtic received
a third bite at the apple during the finalist interview. Inexplicably, however, Celtic decided not
to have the actuary who prepared the memorandum speak at the finalist interview. At the
hearing, he testified that he was standing by on the phone, but Celtic did not call him to
participate. Regardless, there is nothing fundamentally unfair about losing points for submitting
confusing and inconsistent information after neglecting to submit it as required in the first place.
In addition, it cannot be said that the Agency acted with willful and unreasoning action, without
consideration of facts or circumstances.

Again, the Agency cannot be expected to ighore information and infer what Celtic is
really proposing for the deliverables requested by this RFP. This is a competitive bidding

® Ultimately, Celtic’s appeal is an attempt

process and bidders lose points for making mistakes.
to get a fourth bite at the apple before this Panel, and it should be rejected and the Agency award

to HPHC upheld.

8 In fact, HPHC believes that Celtic should not have received 14.94 points for adherence to principles

because one principal is “Provide an actuarial value of at least 65%,” and the Agency was unable to determine
actuarial value. This type of scoring decision is similarly within the discretion of the Agency and generally not
subject to review by the Appeal Panel.



CONCLUSION

Celtic has failed to meet its burden of proving by clear and convincing evidence that the
award (o HPHC (1) was in violation of law; (2) contained irregularities that created a
fundamental unfairness; or, (3) was arbitrary and capricious. Celtic has cited no law in its appeal
letter or at hearing that was allegedly violated in the award to HPHC. Thus, Celtic is apparently
relying on alleged irregularities or an arbitrary or capricious award. The facts before this Panel,
however, do not support such a finding,

In this case, we have one bidder, HPHC, who was responsive to the RFP and another
bidder, Celtic, who initially provided incomplete information and then provided conflicting and
inconsistent information concerning the primary deliverable of the RFP—the Alternate plan
designs. As the bidder who provided incomplete, inconsistent and conflicting information,
Celtic sacrificed points and lost the competitive bid. There is nothing fundamentally unfair or
arbitrary about this result in a competitive bid process. The Agency’s informed decision should
not be overturned now simply because of Celtic’s attempt to explain again at the appeal what it
could not explain, despite multiple opportunities to do so, during the RFP process. Indeed, far
from being unfair, this process gave Celtic far more opportunity than bidders would normally
get, and it is remarkable that they are now asking for yet another bite at the apple.

Based on the foregoing, HPHC respectfully requests that the Panel uphold the Agency’s
contract award to HPIHC.

Dated: February 18, 2010 Respectfully gobmitted,

Brett/f). ftham, Bar No. 9209
Counsel to Harvard Pilgrim Health Care

VERRILL DANA, LLP
One Portland Square

P.O. Box 586

Portland, ME 04112-0586
(207) 774-4000
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EXHIBIT A



Bid Form 2 — Benefit Checldist

‘ructions:

1} - Please provide deductible information as described in the form.
2) Please indicate services included in your proposed plan(s).

3} Please describe the service and any limitations that you apply to the service.
4} Please indicate whether a co-pay applies to the service and the amount of the co-pay.
5} Please indicate whether the service applics to the plan deductible or whether the service applies to a separate deductible.

EXHIBIT A

Bidders may provide a copy of their Summary of Benefits, but must also complete this form.

Deductible

Plcase describe how a member with family coverage satisfies the family
deductible.

Is the deductible accumulated on a plan year or calendar year basis?

Do you include a roll-over in the deductible?

Service

Hospital Services
Inpatient
Outpatient

Emergency Room Services

" ~veening Mammograms

ofessional Services

Inpatient
Ouipatient
Diagnostic tests, x-rays, and surgery

Endoscopic Procedures (including Colonoscopies)

Miaternity
Pre- & Post-natal
Delivery

Physician Office Visits
Sick Care
Specialists
Well Child visits, immunizations, and annual routine physical
exams, including any lab, x-rays, or other diagnostic
procedures such as colonoscopies and mammograms ordered as
part of this physicals and any subsequent procedure undertaken
during the diagnostic procedure visit.

This service corresponds with the Agency’s principle 1, to
include robust preventative benefits.

Hearing aids
Oe¢cupational Therapy
Speech Therapy
Physical Therapy
Chiropractic Care
Skilled Nursing Facility

wspice

ome Health Care

Included
Y/N

Description and Limitations C



Ambulance
Cardiac Rehabilitation
wrable Medical Equipment
sutine Eye Exams
: glasses
wental
Prostheses (excluding limbs)
Prostheses for limb replacement
Smoking Cessation:
Smoking Cessation Program
Smoking Cessation Mcdications
Biologically Based Mental Ellnesses including Substance Abuse
services

These services correspond with the Agency’s principle 2, include mental
health parity.

[npatient
Day treatment
Outpatient
Office Visits
Home Health Care Services
Non-Biologically Based Mental Illncsses:
Inpatient
Qutpatient
Home Health Care Services
Prescription Drugs
Generic
Brand Name Preferred
Brand Name Non-Preferred
'man Organ and Tissue Transplants
rge Case Management
Fisease Management

These services correspond with the Agency’s principle 1, to include
disease management benefits.

Asthma
Autism
Cholesterol
Cancer
Congestive Heart Failure (CHF)
Coronary Artery Disease (CAD)
Chronic Obstructive Pulmonary Disease {COPD)
Depression
Diabetes
Eating Disorders
High-Risk Pregnancy
Hypertension
L.ow Back Pain
Migraines
Obesity
Cardiovascular Disease
Others (Please list)
Z4-Hour Nurse Line
““enters of Excellence (Describe any services that are exclusive to
:se Centers)



Web Tools for Member Services and Lifestyle Management
Other Utilization/Medical Management Services (Describe)
Discharge Planning
Retrospective Reviews
Hospital Precertification
Concurrent Review
Outpatient Pre-authorization
Prior Approval (list services that require)
Other (Describe)



EXHIBIT B



EXHIBIT B

DIRIGOCHOICE RFP
Premium Rate Bid Sheets
Fiscal Year 11
Alternative Option
Instructions for Bid Sheets

Steps 1-6 Descriptive Information

pucy

Please enter name of bidding health plan
2 Prefilled - either Individual/Sole Prop or Small Group

Prefilled. There are 6 bid sheets. For Individual/Sole Prop, please quote 3 options, one for income
category B, one for income category C, and one for income categories D, E, and F. For Small Group
please quote 3 options: a Value, Basic and a HSA compatible High Deductible Health Plan. Please
ensure that the Value plan has lower cost sharing than the Basic Plan. Current plan designs for
populations are found in the summary of benefits description in the RFP. Membership enrollment is
located in the worksheet titled "Additional Tables".

Prefilled

Prefilled

Orfd o

Please enter Actuarial Value of Option. Actuarial Value should be in relation to a health benefit plan
6 with no cost sharing. , :

Steps 7-16 Medical Claims Projection

Please enter Base Medical Claims. Please refer to the worksheet titled "Data Book". Also please
include which population data represents in your write-up section.

Please enter Base Member Months. Please refer to the worksheet titled "Data Book”.

Step 9 is a calculation.

Please enter benefit adjustment factor which brings the experience period to the projection period

Oo

N
<o

Please enter your medical trend adjustment factor which brings the experience period to the projeciion
period. Please also fili out the Trend Table, located in the worksheet fitled "Additional Tables". The
11 Trend Table should correspond to this medical trend adjustment factor.

Please enter other adjustments to your medical claims pmpm to bring to projected time period.
Please outline description of all adjustments and methodology of calculation in the methodology write-
12-15 up.

16 Projected Medical Claims PMPM is a calculation.

DirigoChoice FY 11 Rate Bid Page 1 12/30/2009



DIRIGOCHOICE RFP
Premium Rate Bid Sheets
Fiscal Year 11
Alternative Option
Instructions for Bid Sheets

Steps 17-26 Pharmacy Claims Projection

Please enter Base Pharmacy Claims. Please refer to the worksheet titled "Data Book". Also please

17 include which population data represents in your write-up section.

18 Please enter Base Member Months. Please refer to the worksheet titled "Data Book".

19 Step 19 is a calculation. _

20 Please enter benefit adjustment factor which brings the experience period to the projéction period.

Please enter your pharmacy trend adjustment factor which brings the experience period to the
projection period. Please also fill out the Trend Table, located in the worksheet titled "Additional
21 Tables". The Trend Table should correspond fo this pharmacy trend adjustment factor.

Please enter other adjustments to your pharmacy claims pmpm to bring o projected time period.
Please outline description of all adjustments and methodology of calculation in the methodology write-
22-25 up.

26 Projected Pharmacy Claims PMPM is a calculation.

Steps 27-30 Target Revenue PMPM

27 Projected Medical Claims PMPM is a calculation.

Please enter your target Medical Loss Ratio (MLR). Please fill out "Table 2 - Retention Table" that
28 corresponds to this MLR, located in the worksheet titled "Additional Tables".

29 Admin+Contribution PMPM is a calculation

30 Target Revenue PMPM is a calculation

Steps 31 - 35 Translating PMIPM Revenue Reqguirements fo Rales

31 Please enter your conversion factor to bring a revenue pmpm to Individual Rate

32-34 Please enter rate ratios from the worksheet titled "Data Book™

35 Calculation of Rates for 1Q FY 11

DirigoChoice FY 11 Rate Bid Page 2 12/30/2009
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EXHIBIT C
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EXHIBIT D



EXHIBIT D

DIRIGOCHOICE RFP
Premium Rate Bid Sheets
Fiscal Year 11
Alternative Option
Instructions for Bid Sheets

Steps 1-6 Descriptive Information

-1

Please enter name of bidding health pian
2 Prefilled - elther Individual/Sole Progp or Small Group

Prefilled. Thers are 6 bid sheets. For Individual/Sole Prop, please quote 3 options, one for income
category B, one for Income category C, and one for income categories D, E, and F. For Small Group
please quote 3 options: a Value, Basic and a HSA compatible High Deductible Health Plan. Please
ensure that the Value plan has lower cost sharing than the Basic Plan, Current plan designs for
popuiations are found in the summary of benefits description in the RFP. Membership enroliment is

3 locatad in the worksheset titled "Additional Tables".
4 Prefilled
5 Prefilled

Please enter Actuarial Value of Option, Actuatial Value should be in relation to a health henefit plan
6 with no cost sharing.

Steps 7-16 Medical Claims Profection

Please enter Base Medical Claims. Please refer to the worksheet titled "Data Book". Also please
inciude which population data represents in your write-up section.

Please enter Base Member Months. Please refer to the worksheet titled "Data Book".

Step 9 is a calculation.

Please enter beneflt adjustment factor which brings the expsrience period to the projection period

S|l ~

Please enter your medical trend adjustment factor which hrings the experience period to the projection
period. Please also fill out the Trend Table, located in the worksheet titled "Additional Tables". The
11 Trond Table should correspond to this medical trend adjustment factor.

Please enter other adjustments to your medical ¢laims pmpm to bring to projected time period.
Please outline description of all adjustments and methodology of calcutation in the methodology write-
12-15 up.

16 Projected Medical Claims PMPM Is a calculation.

DirigoChoice FY 11 Rate Bid Page 1 1/20/2010Q



DIRIGOCHOICE RFP
Premium Rate Bid Sheets
Fiscal Year 11
Alternative Option
Instructions for Bid Sheets

Steps 17-26 Pharmacy Clalms Projection

[Please enter Base Pharmacy Claims. Please refer to the worksheet titled 'Data Book'. Also please

17 include which population data represents in your write-up section, _

18 Please enter Base Member Months. Please refer to the worksheet titled "Data Book".

19 Step 19 is a ¢alculation.

20 Please enter benefit adjustment factor which brings the experience period to the projection period.

Please enter your pharmacy trend adjustment facior which brings the expsrience period to the
projecticn period. Please also fill out the Trend Table, located In the worksheet titled “Additional
21 Tables". The Trend Table should correspond to this pharmacy trend adjustment factor,

Please enter other adjustiments to your pharmacy claims pmpm to bring to projected time period.
Please outline description of all adjustments and mathodology of calculation in the methodology wtite-
2225 up.

28 Projected Pharmacy Claims PMPM is a calculation.

Steps 27-30 Target Revenue PIIPM

27 Projected Medical Claims PMPM is a calculation.

Please anter your target Medical Loss Ratio (MLR). Please fill out "Table 2 - Retention Table" that
28 corresponds to this MLR, located in the worksheet titlad "Additional Tables".

28] |Admin+Contribution PMPM is a calculation

30] [Targei Revenue PMPM Is & calculation

Steps 31 - 35 Translating PMPM Revenue Requirements to Rates

31 Please enter your conversion factor to bring a revenue pmpm to Individual Rate

32-34 Please enter rate ratios from the worksheet titled "Data Book"

35 Calculation of Rates for 1Q FY 11

DirigoChoice FY 11 Rate Bid Page 2 1/20/2010



DIRIGOCHOICE RFP
Premium Rate Bid Sheets

Fiscal Year 11

Alternative Option

Summary of Bid

Health Plan Name

Centene

1 Individual/Sale Prop B 43.5%)| 581.802422
2 Individual/Sole Prop C 15.8%| 565.928333
3 Individuai/Sole Prop D,EF 13.0%( 510.268664
4 - Value Small Group B,C,D,EF 10.0%] 374,343792
5 - Basic Small Group B,CDEF 14,1%{ 368.326977
6 - HDHFP Small Group B,C,DEF 3.6%] 864.67772
Total 508.516656
Target Revenue PMPM for Alternative Option

Variance From Target

DirigoChoice FY 11 Rate Bid Page 3

0%
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DIRIGOCHOICE RFP
Premium Rate Bid Sheets
Fiscal Year 11
Alternative Option

7 Health Plan Cantenn " e

2 Population Individual/Sole Prop

3 Option Number 1 2600 Deductible Plan

4 Income Category (ios) B

5 FY 11 Member Distribution 44%

6 Actuarial Value of Option Y 8779008,

7 Base Medlcal Claims

8 Base Member Months

9 Base Madical Claims PMPM

10 Madical Bensfit Adjustment Factor

11 Medical Trend Adjustment Factor

12 Adjustment Factor 1

13 Adjustment Factor 2

14 Adjustment Factor 3

15 Adjustment Factor 4 :

18 Projected Medical Claims PMPM Projscted Perlod: FY 11

17 Base Pharmacy Claims

18 Base Membeor Months

19 Basa Pharmacy Claims PMPM

20 Pharmacy Benefit Adjustment Factor

? 21 | Pharmacy Trend Adjustment Factor

22 Adjustment Factor 1

23 Adjustment Factor 2

24 Adjustment Factor 3

25 Adjustment Factor 4

26 Projocted Pharmacy Claims PMPM

27 Total Projectad Claims PMPM

28 Target Medical Loss Ratio Soteim ol

29 Admin+Contribution PMPM 58.1892422

30 FY11 Revenue PMPM 561.89242

J1 Gonversgion Faclor

32 Employse+Spouse Rate Ralio

33 Employee Childran Rate Ratic

34 Family Rate Ratio

Jul 2010 -

35 Sapt 2010
Individual Rate 624.02 624.02
Employee+Spouse Rate 1248.04 1248.04
Employse Children Rate 2496.08 1123.24
Family Rate 4992.16 1872.06

Rataes will not increase more than 4 % each quarlter

FFor all Bid Sheets:

The "Base Medical Claims" and "Base Pharmacy Claims" are based on the CY 2008 supplemental databook.
Qur pricing was based on manual pricing, relying on the Milliman Health Cost Guidelines, consistent with
trended clalims experience for both CY 2008 and YTD 20009 claims {from the databook), and other industry research.
. However, since the bld form required a starting "experience” base, we input the CY 2008 claims and made an
adjustment (Adjustmant 2) to get back to our manual pricing.
Adjustment 1 reprasents the adjustment for re-sloping the premium rates by income group.
1/20/2010
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DIRIGOCHOICE RFP
Premium Rate Bid Sheets
Fiscal Year 11
Alternative Option

1 Health Plan Gontones iy

2 Population Individual/Scle Prop

3 Option Number 2 2500 Deductible Plan

4 Income Category (ies) C

5 FY 11 Member Distribution 15.8%

6 Actuarial Value of Option F0BA7 1168

7 Base Madical Claims

8 Base Member Months

1) Base Meadical Claims PMPM

10 Maedical Benefit Adjustment Factor

11 Medical Trend Adjustment Factor

12 Adjustment Fagctor 1

13 Adjustment Factor 2

14 Adjustment Factor 3

15 Adjustment Factor 4

16 Projected Medical Glaims PMPM Projected Petlod: FY 11

17 Base Pharmacy Claims

18 Base Member Months

19 Base Pharmacy Claims PMPM

20 Pharmacy Benefit Adjustment Factor

21 Pharmacy Trend Adjustment Factor

22 Adjustment Factor 1

23 Adjustment Factor 2

24 Adjustment Factor 3

256 Adjustment Factfor 4 :

26 Projected Pharmacy Claims PMPM 86.1305

27 Total Projected Claims PMPM 500.3355

28 Target Medical Loss Ratio 00,

29 Admin+Contribution PMPM

30 FY11 Revenue PMPI

31 Gonversion Factor

32 Employee+Spouse Rate Ratio

33 Employee Children Rate Ratio

34 Family Rate Ratio

Jul 2010 -

35 Sept 2010
Individual Rate 596.18 596.18
Employse+Spouse Rate 1192.36 1192.36
Employee Children Rate 2384.72 1073.12
Family Rate 4769.44 1768.54

Rates will not Increase more than 4 % each quariter
DirigoChoice FY 11 Rate Bid

Page 5
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DIRIGOCHOICE RFP
Premium Rate Bid Sheets
Fiscal Year 11
Alternative Option

1 Health Plan

2 Population

3 Optlon Number 2500 Deductible Plan

4 Income Category (ies)

5 FY 11 Member Distribution

6 Actuarial Value of Option

7 Base Medical Claims

8 Base Member Months

9 Base Madical Claims PMPM

10 Medical Bensefit Adjustment Factor

11 Medical Trand Adjustment Factor

12 Adjustment Factor 1

13 Adjustment Factor 2

14 Adjustment Factor 3

15 Adjustment Factor 4 -

16 Projected Medical Claims PMPM Projected Perlod: FY 11

17 Base Pharmacy Claims

18 Base Member Months

19 Basa Pharmacy Claims PMPM

20 Pharmacy Benefit Adjustment Factor

21 Pharmacy Trend Adjustment Fagtor

22 Adjustment Factor 1

23 Adjustment Factor 2

24 Adjustment Factor 3

25 Adjustment Factor 4 P e

26 Projected Pharmacy Claims PMPM 83.5156862

27 Total Projected Claims PMPM 459.241798

28 | Target Medical l.oss Ratio 5019

29 Admin+Contribution PMPM 51.0268664

30 FY11 Revenue PMPM 510.26866

31 Conversian Factor

32 Employee+Spouse Rate Ratio

33 Employee Children Rate Ratio

34 Famlly Rate Ratio

Jul 2010 -

35 Sept 2010
Individual Rate 547.21 547.21
Employes+Spouse Rate 1084.42 1084.42
Employee Children Rate 2188.84 964,98
Family Rate 4377.68 1641.63

Rates will not increase more than 4 % each quarter
DirigoChoice FY 11 Rate Bid

Page
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DIRIGOCHOICE RFP
Premium Rate Bid Sheets
Fiscal Year 11
Alternative Option

Health Plan

2 Population Small Group

3 Option Number 4 - Value 1250 Daductible Plan

4 Income Category (ies) B,C,D.E,F

5 FY 11 Member Distribution

6 Actuarial Value of Option

7 Base Medical Claims

8 Base Member Months

9 Base Medical Claims PMPM

10 Medical Benefit Adjustment Factor

11 Madical Trend Adjustment Faclor

12 Adjustment Factor 1

13 Adjustment Factor 2

14 Adjustment Factor 3

15 Adjustment Factor 4

16 Projected Medical Claims PMPM Projscted Period: FY 11

17 Base Pharmacy Claims

18 Base Member Months

19 Base Pharmacy Claims PMPM

20 Pharmacy Benefit Adjustment Factor

21 Pharmacy Trend Adjustment Factor

22 Adjustment Factor 1

23 Adjustment Factor 2

24 Adjustment Factor 3

25 Adjustment Factor 4 S

26 Projected Pharmacy Claims PMPM 53.1376699

27 Total Projected Claims PMFPM 336 909413

28 Target Medical Loss Ratio e

29 Admin+Contribution PMPM 37 4343792

30 FY11 Revenue PMPM 374.34379

31 Conversion Factor

32 Employee+Spouse Rate Ratio

33 Employee Childran Rate Ratio

34 Family Rate Ratio

Jul 2010 -

35 Sept 2010
Individual Rate 420.87 420.87
Employee+Spouse Rate 968 968
Employse Children Rate 2226.4 757.57
Family Rate 5120.72 1262.61

Rates will not increase more than 4 % each quarler
DirigoChoice FY 11 Rate Bid

Page 7
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DIRIGOCHOICE RFP
Premium Rate Bid Sheets
Fiscal Year 11
Alternative Option

2500 Deductibie Plan

1 Health Plan Centehes

2 Popuiation mall Group

3 QOption Number 5 - Basic

4 Income Category (ios) B,C.D.E,F

5 FY 11 Member Distribution 14.1%

6 Actuarial Value of Option SO7TBBI5S

7 Base Medical Claims

8 Base Member Months

9 Base Medical Claims PMPM

10 Medical Beneafit Adjustment Factor

11 Medical Trend Adjustment Factor

12 Adjustment Factor 1

13 Adjustment Factor 2

14 Adjustment Factor 3

15 Adjustment Factor 4

16 Projected Medical Claims PMPM Projected Period: FY 11

17 Base Pharmacy Claims

18 Base Member Months B2

19 Base Pharmacy Claims PMPM 56.0441069

20 Pharmacy Benefit Adjustment Factor

21 Pharmacy Trend Adjustment Factor

22 Adjustment Factor 1

23 Adjustment Factor 2

24 Adjustment Factor 3

25 Adjustment Factor 4

26 Projecled Pharmacy Claims PMFM 53.1376689

27 Total Projectsd Claims PMPM 322.494279

28 Target Medical Loss Ratio LR IOI0

29 Admin+Contribution PMPM 35.832697

30 FY11 Revenue PMPM 358.32698

31 Conversion Factor

32 Employee+Spouse Rate Ratio

33 Employes Children Rate Ratio

34 Family Rate Ratio

Jul 2010 -

35 Sept 2010
Individual Rate 402.86 402.86
Employee+Spouse Rate 926.58 926.58
Employse Children Rate 2131.13 725.15
Family Rate 4901.6 1208.58

Rates will not Increase more than 4 % each quarter
DirigoChoice FY 11 Rata Bid

Page B
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DIRIGOCHOICE RFP
Premium Rate Bid Sheets
Fiscal Year 11

Alternative Option
1 Heaith Plan aptanals
2 Population Small Group
3 Option Number 6 - HDHP 5000 Deductible Plan
4 Income Category (les} B,C,D,E,F
5 FY 11 Member Distribution
6 Actuarial Value of Qption
7 Base Medlical Claims
8 Base Member Months
9 Base Medical Claims PMPM
10 Medical Bensfit Adjustment Factor
11 Medical Trend Adjustment Factor
12 Adjustment Fagctor 1
13 Adjustment Factor 2
14 Adjustment Factor 3
15 Adjustment Factor 4
16 Projected Medical Claims PMPM 268.24592} Projected Petiod: FY 11
17 Base Pharmacy Claims
18 Base Member Months
19 Base Pharmacy Claims PMPM
20 Pharmacy Benefit Adjustmant Factor
21 Pharmacy Trend Adjustment Factor
22 Adjustment Factor 1
23 Adjustment Factor 2
24 Adjustment Factor 3
25 Adjustment Factor 4
26 Projected Pharmacy Claims PMPM
27 Total Projected Claims PMPM
28 Target Madical Loss Ratio
29 Admin+Contribution PMPM
30 FY11 Revenue PMPM
H Conversion Factor
32 Employee+Spouse Rate Ratio
33 Employee Children Rate Ratio
34 Family Rate Ratio
Jul 2010 -
35 Sept 2010
Individual Rate 4009.89 409.89
Employae+Spouse Rate 042.75 842,75
Employee Children Rate 2168.33 737.8
Family Rate 4987.16 1229.67

Rates will not Increase more than 4 % each quatter
DirigoChoice FY 11 Rate Bid
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EXHIBIT F

L H

- Milliman

Atiachmeni C
Actuarial Memorandum on DirigoChoice Bid

SCOPE

Celtic Insurance Company (Celtic), a subsidiary of Centene, Inc., engaged Milliman to support
the actuaria! pricing for the DirigoChoice bid. This attachment documents the methods and
assumptions used for the pricing of the bids, which we understood were submitted to the State of
Maine on November 16, 2009,

Bin RESULTS

Exhibit 1a and 1b summarize the projected claims and revenue rates for the Status Quo and
Alternative benefits, respectively. The bids submitted on November 16, 2009 are consistent with
the rates shown in these exhibits. The Status Quo benefits consist of 25 premium rate groups
(five income categories for two Individual and three Small Group PPO plan designs) whereas the
Alternative benefits consist of six groups (one Individual plan design for three income category
groupings and three Small Group plan designs for all income categories), although we have '
shown the details for ali 20 income and population combinations (five income categories for one
Individual and three Small Group PPO plan designs).

Exhibits 2a and 2b summarize the resulting single “Employee Only” premium rates for the Status
Quo and Alternative plans, respectively. Exhibit 2a also compares the projected premium to the
2010 premium rates, which were set equal to the (current) 2009 premium rates increased by
8.1% (per the RFP documents, 2009 premium rates will increase 8.1 — 8.4%). Exhibit 2b
compares the Alternative premium rates to the FY2011 Status Quo rates.

METHODOLOGY AND ASSUMPTIONS

The data provided with the DirigoChoice bid was limited and did not contain sufficient detail in
order to develop the pricing for the bid solely on experience data. In order to supplement for the
provided data, the pricing for the DirigoChoice bid relied on the Milliman Health Cost
Guidelines (HCGs), which contains detailed utilization and unit costs for a commercial
(working) population. The Milliman HCGs are developed as a result of Milliman’s continuing
research on healthcare costs. They were first developed in 1954 and have been updated and
expanded annually since then, These guidelines are continually monitored as we use them in
measuring the experience, or evaluating the rates of our clients, and as we compare them to other
data sources. The HCGs are a cooperative effort of all Milliman health actuaries and represent a
combination of their experience, research, and judgment. An extensive amount of data is used in
developing these guidelines, including published and unpublished data. In most instances, cost
assumptions are based upon our evaluation of several data sources and, hence, are not
specifically attributable to a single source.

Milliman
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DirigoChoice Actuarial Memorandum
Page 2

The Milliman models were adjusted by uninsured morbidity factors to adjust the HCG’s
underlying commercial utilization levels to those appropriate for a low-income, uninsured
population. The uninsured adjustment factors are based on several data sources, both public and
private, including claims experience from other state plans.

The RFP and databook contained fragmented data and assumptions. We did our best to interpret
the information and used as much as we could in our analysis. Below we have summarized key
assumptions as they pertain to the pricing

o RFP Basics

"o The premiums and claims have been projected to plan year FY2011 (July 1,2010
through June 30, 2011) with a center date of January 1, 2011.

o The premium rates assume 10% retention, as defined in the RFP.
o © RFP Databook

o  We adjusted the Milliman HCG models to reflect the following assumptions from
the REFP databook

o Age and gender (demographic) distribution for Individual and Small
Group.

o The databook did not contain demographic information by income
category. We used actuarial judgment to vary the final modeled
claims costs to reflect differences due to selection and
demographic mix. These adjustments are shown in Exhibits la
and 1b. The adjustments composite to 1.00 and are based on a
review of the current premiums and actuarial judgment.

a  Census by county. We adjusted the Milliman utilization and underlying
billed charges for the current enrollment’s regional mix.

o Exhibit 3a and 3b (Status Quo and Alternative) summarize the assumed effective
deductible and out-of-pocket maximums by plan, adjusted for the subsidy for each
income group. The alternative cost sharing parameters were provided by Celtic,
The copays and coinsurance amounts are the same for each plan; only the
deductible and out-of-pocket maximums are different.

o The premium rates were adjusted for the tier ratios contained in the databook.
Note that the Employee+Spouse ratio is 2.0 for Individual and 2.3 for Small
Group. However, the ratio in the current Harvard-Pilgrim premium rates is 2.1
for Smalil Group. We also relied on the databook’s subscriber distribution by tier
to develop the PMPM to Employee tier “Conversion Factor”. The Conversion
Factor is one of the bid form’s inpufs.

As requested in Question #8 in the State’s November 24, 2009 letter, the
following documents the calculation of the bid’s “Conversion Factor”,

Mitliman
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DirigoChoice Actuarial Memorandum

Page 3

All pricing was performed on a per member per month, er PMPM basis.
To convert the PMPM amounts to a tiered rate, you multiply the PMPM
by total assumed members and divide by the total tier weights.
Alternatively, you multiply the PMPM by the average family size and
divide by the average tier weight. The tier weights were defined in the
REFP databook. Below is an example calculation for the Status Quo
Individual $1,750 deductible plan for Income Group B.

A,
Suberiber B. Tier C. Avg
Tier Distribution | Weight Family Size
Single 68% 1.0 1.0G
EE+Sp 18% 2.0 2.00
EE+ Child(ren) 3% 1.8 245
Family 1% 30 372
Subtotal 100% 1.41 1.5t
Conversion Factor [D=C/ B) 1.7

e Supplemental Data. We received several other data and information from the state
(received October 26, 2009 and November 9, 2009) and from Celtic. We reviewed the
data and relied on several pieces in order to calibrate the pricing models to experience.

O

7001 ICENOT 55'cbk

Incurred Claims. We reviewed the calendar year 2008 and year-to-date (through
July 31, 2009) incurred claims. We adjusted the 2008 claims to reflect the in-
network benefit change from 20% coinsurance to 30% coinsurance, effective
January 1, 2009, Exhibit 4¢ summarizes the historical and projected claims data
for the current population.

On November 6, 2009 we received claims for members Age 65+, This data is
summarized in Exhibit 4b.

Exhibit 4a summarizes the claims experience relied on in the calibration of the
models. Although the state projects approximately 50% of the age 65+ members
will remain with the plan, we decreased the percentage remaining to one-third
given the proposed Alternative plan designs. This additional shift is reasonable
given the “donut hole” Rx plan design since we assumed this would drive out
more seniors than what the state has originally assumed.

Other utilization statistics. We also reviewed several other utilization metrics,
including inpatient bed days, emergency room visits, and pharmacy scripts. The
modeled utilization statistics were compared to the historical results and
adjustments were made to the HCG models through the calibration such that the
resulting models were consistent with experience.

Milliman
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DirigoChoice Actuarial Memorandum
Page 4

o Milliman modeling

o The databook contained subscriber demographic information by tier, but not
member distributions. We extrapolated the number of dependents using
Milliman’s nationwide average population statistics. Note that the databook
contains demographic factors and average family size; however the average
household size contained in the databook may not match the average family size
of covered members. Our average family size ranges from 1.51 — 1.74 by income
group, which is lower than the databook’s range of 1.89 —2.22.

o As discussed previously, we relied on additional morbidity factors for an
uninsured population. These factors are considered proprietary.

o We composited the in-network and out-of-network utilization assuming a 95% /
5% split.

o To reflect competitive commercial reimbursement, and based on discussions with
Celtic, we assumed 9% hospital and 36% professional discounts off billed charges
for in-network benefits. For pharmacy, we assumed 60% discount for generics
and 17% for brand drugs, and approximately a $1.65 per script dispensing fee.
The pharmacy assumptions are based on Milliman nationwide average pharmacy.
For the out-of-network benefits, we assumed no discounts off billed charges.

o Medical Management Savings. The bids assume an approximate additional 1.5%
savings off of the current medical management levels. This additional savings is
based on a review of the claims experience and discussions with Celtic on the
inferred current medical management effectiveness and achievable savings based
on Celtic and Centene’s experience with similar populations.

o Alternative plan Rx “Donut Hole” Plan Design. Based on a review of aa Claim
Probability Distribution (CPD), we assumed the introduction of a brand drug
“donut hole” where beneficiaries would pay 100% of brand drug usage between
annual spend of $2,500 and $5,000 would result in a cost savings of 8.8.

CAVEATS AND LIMITATIONS

This memorandun is subject to the terms and conditions of the Consulting Services Agreement
between Centene and Milliman, Inc. We understand this memorandum will be shared with the
State of Maine to assist in the review of Celtics’s DirigoChoice bids, This documentation may
contain proprietary information, including data from Milliman’s Health Cost Guidelines and is to
remain confidential and should not be utilized except to review Celtic’s bid. In addition, no
portion may be provided to any other party without Milliman, Inc.’s prior consent.

This analysis shows projections, not predictions. This analysis provides estimates of financial
results that could be achieved, if actual experience exactly replicates the assumptions used in the
analysis. Actual experience will likely differ from these results to a degree for a variety of
reasons, including the variation of actual results from our assumptions, as well as random
fluctuations. Future experience should be monitored to determine the impact these differences
may have on this analysis.

Miltiman
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DirigoChoice Actuarial Memorandum
Page 5

In preparation of our analysis, we relied upon the accuracy of data or information provided to us
by Celtic, Centene, and the State of Maine, including the data received in preparation of the
DirigoChoice bids. We reviewed this information for reasonableness, but we have not audited
this information. If the underlying data or information is inaccurate or incomplete, the results of
our review may likewise be inaccurate or incomplete.

CLOSING

The undersigned is a qualified consulting actuary of Milliman, a Member of the American
Academy of Actuaries, and a Fellow of the Society of Actuaries. | certify that 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. |
acknowledge that the information contained in this document was requested by the State of
Maine to understand the methodology used to estimate the prospective premium rates for the
DirigoChotce program.

Craig B. Keizur, FSA, MAAA
Principal & Consulting Actuary
December 1, 2009

Milliman
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