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State of Utah
Department of Health and Human Services
Salt Lake City, Utah

Independent Accountant’s Report

We have examined the Medical Loss Ratio Report of Health Choice Utah, Inc. (health plan) Accountable Care
Organization for the state fiscal year ended June 30, 2022. The health plan’s management is responsible for
presenting information contained in the Medical Loss Ratio Report in accordance with the criteria set forth
in the Code of Federal Regulations (CFR) 42 § 438.8 and other applicable federal guidance (criteria). This
criteria was used to prepare the Adjusted Medical Loss Ratio. Our responsibility is to express an opinion on
the Adjusted Medical Loss Ratio based on our examination.

Our examination was conducted in accordance with attestation standards established by the American
Institute of Certified Public Accountants. Those standards require that we plan and perform the examination
to obtain reasonable assurance about whether the Adjusted Medical Loss Ratio is in accordance with the
criteria, in all material respects. An examination involves performing procedures to obtain evidence about
the Adjusted Medical Loss Ratio. The nature, timing, and extent of the procedures selected depend on our
judgment, including an assessment of the risk of material misstatement of the Adjusted Medical Loss Ratio,
whether due to fraud or error. We believe that the evidence we obtained is sufficient and appropriate to
provide a reasonable basis for our opinion.

We are required to be independent and to meet our other ethical responsibilities in accordance with
relevant ethical requirements related to our engagement.

The accompanying Adjusted Medical Loss Ratio was prepared from information contained in the Medical
Loss Ratio Report for the purpose of complying with the criteria, and is not intended to be a complete
presentation in conformity with accounting principles generally accepted in the United States of America.

In our opinion, the Adjusted Medical Loss Ratio is presented in accordance with the criteria, in all material
respects, and the Adjusted Medical Loss Ratio meets the Centers for Medicare & Medicaid Services (CMS)
requirement of eighty-five percent (85%) for the state fiscal year ended June 30, 2022.

This report is intended solely for the information and use of the Utah Department of Health and Human
Services, Milliman, and the health plan and is not intended to be and should not be used by anyone other
than these specified parties.
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Myers and Stauffer LC
Kansas City, Missouri
April 23, 2024
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HEALTH CHOICE UTAH, INC.
ADJUSTED MEDICAL LOSS RATIO
UMIC POPULATION

Adjusted Medical Loss Ratio for the State Fiscal Year Ended June 30, 2022 Paid Through September 30,

2022

Adjusted Medical Loss Ratio for the State Fiscal Year Ended June 30, 2022 Paid Through September 30, 2022

1.1/Incurred Claims S 66,850,938 | $ (12,070,815)| $ 54,780,123 S 54,780,123
1.2  Activities that Improve Health Care Quality S 1,322,035 | $ (1,025,431) $ 296,604 S 296,604
1.3/ MLR Numerator S 68,172,973 | $ (13,096,246)| $ 55,076,727 S 55,076,727
Non-Claims Costs (Not Included in Numerator) S 3,503,152 | $ (3,503,152)| $ 0 S 0
2.1/Premium Revenue S 92,376,781 | $ 592,014 | S 92,968,795 | $ (25,680,605)| $ 67,288,190
2.2|Federal, State, and Local Taxes and Licensing and Regulatory Fees S -s 1,099,420 | S 1,099,420 S 1,099,420
2.3 MLR Denominator S 92,376,781 | $ (507,406)| $ 91,869,375 | $ (25,680,605)| $ 66,188,770
3.1/ Member Months 136,625 - 136,625 136,625
3.2/Unadjusted MLR 73.8% -13.8% 60.0% 83.2%
3.3|Credibility Adjustment 1.8% 0.0% 1.8% 1.8%
3.4/ Adjusted MLR 75.6% -13.8% 61.8% 85.0%
4.2 |State Minimum MLR Requirement 85.0% 85.0% 85.0%
4.2.1|Adjusted MLR Prior to Risk Corridor Cost Settlement 75.6% 61.8% 61.8%
4.6.1|Risk Corridor Cost Settlement Due to Department S (25,680,605) | $ (25,680,605)
4.6.2|Adjusted MLR 85.0%
4.6.3 Meets MLR Standard No No Yes

*The Non-Claims Costs line has not be subjected to the procedures applied in the examination, including testing for allowability of expenses or appropriate allocation to the Medicaid line of business. This includes

adjustments identified during the course of the examination directly affecting the Non-Claims Costs line. Accordingly, we express no opinion on the Non-Claims Costs line.
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Schedule of Adjustments and Comments for
the State Fiscal Year Ended June 30, 2022

During our examination, we identified the following adjustments.
Adjustment #1 — To adjust IBNR per supporting documentation

The health plan reported significantly higher incurred but not reported (IBNR) expense compared to
prior year on the Medical Loss Ratio (MLR) report. After discussion with the health plan, a revised IBNR
model was submitted. The revised IBNR model more closely aligned with paid claims, and appeared
reasonable compared to prior year. An adjustment was proposed to reduce IBNR to reflect amounts per
the revised IBNR model provided by the health plan. The medical expense and IBNR reporting
requirements are addressed in the Medicaid Managed Care Final Rule 42 CFR § 438.8(e)(2).

Proposed Adjustment ‘
Line # Line Description Amount

1.1 Incurred Claims ($11,234,136)

Adjustment #2 — To remove spread pricing from pharmacy expense

The health plan reported pharmacy expenses based on internal claims data, which included amounts the
health plan paid to the pharmacy benefit manager (PBM). Based on claims detail sample testing, it was
determined variances existed between the amounts paid to retail pharmacies compared to payments
reflected in the health plan’s data, and spread pricing was the difference in the two data sources. This
margin charged to the health plan is considered PBM profit and is an unallowable medical expense.
Therefore, an adjustment was proposed to remove the identified spread pricing to report actual
pharmacy medical expenditures. The medical expense and third party reporting requirements related to
spread pricing are addressed in the Medicaid Managed Care Final Rule 42 CFR § 438.8 and the Center for
Medicaid and CHIP Services Informational Bulletin: MLR Requirements Related to Third Party Vendors
dated May 15, 2019.

Proposed Adjustment
Line # Line Description Amount |

1.1 Incurred Claims ($632,744)
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Adjustment #3 — To adjust transmission fee included in pharmacy claims

The health plan included pharmacy paid claims based on the amounts the health plan paid its PBM.
During testing of the paid claims, it was determined the PBM was charging a transmission fee to the
pharmacies that was not included as a reduction to the paid amounts reported by the health plan. An
adjustment was proposed to reduce incurred claims for the amount of transmission fees per the PBM
supporting documentation. The incurred claims reporting requirements are addressed in the Medicaid
Managed Care Final Rule 42 CFR § 438.8(e)(2) and the Center for Medicaid and CHIP Services
Informational Bulletin: MLR Requirements Related to Third Party Vendors dated May 15, 2019.

Proposed Adjustment ‘

Line # Line Description Amount

1.1 Incurred Claims (520,977)

Adjustment #4 - To adjust prescription drug rebates received and accrued

The health plan reported prescription drug rebates received and accrued on the MLR Report. It was
determined the amount reported was understated per support provided by the PBMs for the applicable
period. An adjustment was proposed to increase the prescription drug rebates to reconcile to the
supporting documentation submitted by the PBMs. Pharmacy rebates are a reduction to incurred claims
cost in the MLR calculation, therefore, the increase in pharmacy rebates results in a negative adjustment
to incurred claims. The reporting requirement for prescription drug rebates received and accrued is
addressed in the Medicaid Managed Care Final Rule 42 CFR § 438.8(e)(2)(ii)(B).

Proposed Adjustment ‘

Line # Line Description Amount

1.1 Incurred Claims (5182,958)

Adjustment #5 — To remove non-allowable HCQI expenses

The health plan reported health care quality improvement (HCQI) expenses utilizing vendor data as well
as salaries and benefits data. The health plan did not provide sufficient supporting documentation to
determine whether corporate Health Information Technology (HIT) expense qualified to be included in
HCQI. Additionally, salaries and benefits for non-qualifying HCQI activities and vendor costs incurred
outside of the MLR reporting period were noted. An adjustment was proposed to remove non-qualifying
expense, unsupported expense, and expense outside the MLR period. The HCQI reporting requirements
are addressed in Medicaid Managed Care Final Rule 42 CFR § 438.8(e)(3).
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Proposed Adjustment

Line # Line Description Amount |

1.2 Activities that Improve Health Care Quality ($1,025,431)

Adjustment #6 — To adjust premium revenue per state data

The health plan reported revenue amounts that did not reflect payments received for its members
applicable to the covered dates of service for the MLR reporting period. An adjustment was proposed to
report the revenues per state data for capitation payments, maternity payments, and risk score
settlements. The revenue reporting requirements are addressed in the Medicaid Managed Care Final
Rule 42 CFR § 438.8(f)(2).

Proposed Adjustment ‘

Line # Line Description Amount |

2.1 Premium Revenue $592,014

Adjustment #7 — To include qualifying taxes per supporting documentation

The health plan did not report income taxes on the correct line of the MLR Report. An adjustment was
proposed to include the tax amount based on the audited financial statements, excluding investment
income and including the change in deferred tax, and to apportion the expense to each population
based on adjusted net revenue after the risk corridor adjustment. The taxes and fees reporting
requirements are addressed in the Medicaid Managed Care Final Rule 42 CFR § 438.8(f)(3) and Centers
for Medicare & Medicaid Services Medical Loss Ratio Annual Reporting Form Filing Instructions.

Proposed Adjustment

Line # Line Description Amount

2.2 Federal, State, and Local Taxes and Licensing and Regulatory Fees $1,099,420

Adjustment 8 — To correct a formula error on the as-submitted MLR Report

The UDHHS MLR Report contains a formula error in the calculation of the Non-Claims Costs. The Non-
Claims Cost total is linked to Non-Benefit Expenses. The Non-Benefit Expenses total includes a formula
that is linked to the total taxes and HCQI lines, resulting in total Taxes and Fees and HCQI being
duplicated in the Non-Claims Costs in the MLR Report. An adjustment was proposed to remove reported
Taxes and Fees & HCQI from Non-Claims Costs. The Non-Claims Costs reporting requirements are
addressed in the Medicaid Managed Care Final Rule 42 CFR § 438.8(e)(2).
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Proposed Adjustment

14 Non-Claims Costs (Not Included in Numerator) ($3,503,152)
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