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ATTACHMENT XII, Exhibit L.4 
[MCO NAME] 

Cumulative Year to Date 
Practitioner Report 

Incurred Period: XX/XX/XXXX – XX/XX/XXXX 
Paid Through XX/XX/XXXX 

Managed Care Metrics YTD % 
Changes 

[MCO] 
Total 

Medicaid 
Adult 

Medicaid 
Child 

Uninsured 
Adult 

Uninsured 
Child 

Medically 
Eligible 
Adult 

Medically 
Eligible 
Child 

Disabled 
Adult 

Disabled 
Child 

Dual 
Eligibles/ 
Medicaid 

Dual 
Eligibles/ 
Standard 

Cumulative Member 
Months 

            

Member Months             
             
Payment PMPM             
Total Practitioner             
  Radiology             
  Anesthesiology             
  Pathology             
Total R.A.P.             
  Primary Care Adult             
  Primary Care Child             
Primary Care Total             
  OB-GYN             
  Cardiology             
  Gastroenterology             
  General Surgery             
  Hematology/Oncology             
  Neurology             
  Orthopedic Surgery             
  Pulmonology             
  
Ophthalmology/Optometry 

            

  Otolaryngology             
  Urology             
  Emergency Medicine             
  Other             
Total Specialist             
Total Primary & Specialty             
             
Visits Per 1,000             
  Total Practitioner             
  Radiology             
  Anesthesiology             
  Pathology             
Total R.A.P.             
  Primary Care Adult             
  Primary Care Child             
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Managed Care Metrics YTD % 
Changes 

[MCO] 
Total 

Medicaid 
Adult 

Medicaid 
Child 

Uninsured 
Adult 

Uninsured 
Child 

Medically 
Eligible 
Adult 

Medically 
Eligible 
Child 

Disabled 
Adult 

Disabled 
Child 

Dual 
Eligibles/ 
Medicaid 

Dual 
Eligibles/ 
Standard 

Primary Care Total             
  OB-GYN             
  Cardiology             
  Gastroenterology             
  General Surgery             
  Hematology/Oncology             
  Neurology             
  Orthopedic Surgery             
  Pulmonology             
  
Ophthalmology/Optometry 

            

  Otolaryngology             
  Urology             
  Emergency Medicine             
  Other             
Total Specialist             
Total Primary & Specialty             
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ATTACHMENT XII, Exhibit L.5 
 [MCO NAME] 

Cumulative Year to Date 
Miscellaneous Report 

Incurred Period: XX/XX/XXXX – XX/XX/XXXX 
Paid Through XX/XX/XXXX 

Managed Care 
Metrics 

YTD % 
Changes 

[MCO] 
Total 

Medicaid 
Adult 

Medicaid 
Child 

Uninsured 
Adult 

Uninsured 
Child 

Medically 
Eligible 
Adult 

Medically 
Eligible 
Child 

Disabled 
Adult 

Disabled 
Child 

Dual 
Eligibles/ 
Medicaid 

Dual 
Eligibles/ 
Standar
d 

Cumulative Member 
Months 

            

Member Months             
             
Total Miscellaneous             
Payment PMPM             
             
Dental              
Payment PMPM             
Cost Per Unit             
Utilization per 1000             
             
Durable Medical 
Equipment 

            

Payment PMPM             
Cost Per Unit             
Utilization per 1000             
             
Home Infusion Therapy             
Payment PMPM             
Cost Per Unit             
Utilization per 1000             
             
Home Health Agency             
Payment PMPM             
Cost Per Unit             
Utilization per 1000             
             
Orthotics/Prosthetics             
Payment PMPM             
Cost Per Unit             
Utilization per 1000             
             



 
 

 337

Managed Care 
Metrics 

YTD % 
Changes 

[MCO] 
Total 

Medicaid 
Adult 

Medicaid 
Child 

Uninsured 
Adult 

Uninsured 
Child 

Medically 
Eligible 
Adult 

Medically 
Eligible 
Child 

Disabled 
Adult 

Disabled 
Child 

Dual 
Eligibles/ 
Medicaid 

Dual 
Eligibles/ 
Standar
d 

Vision Hardware             
Payment PMPM             
Cost Per Unit             
Utilization per 1000             
             
Transportation             
Payment PMPM             
Cost Per Unit             
Utilization per 1000             
             
Other             
Payment PMPM             
Cost Per Unit             
Utilization per 1000             
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ATTACHMENT XII, EXHIBIT M – ELIGIBILITY AND PREMIUM 
RECONCILIATION REPORTING 
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ATTACHMENT XII, EXHIBIT M.1  
ELIGIBILITY AND PREMIUM RECONCILIATION SUMMARY REPORT 
 

<INSERT MCO NAME> 
SUMMARY REPORT 

For the Quarter Ended <INSERT DATE > 
    
    
    
  Over (Under) 
 Report Title: Members Paid 
    
 Premium Discrepancy Report 5  $     (419.61) 
    
 No Premium Report 2         (282.70) 
    
 No Eligibility Report 2          535.68  
    
 Total 9  $     (166.63) 
    
    
Note: The first row of member detail on each report provides the detail the MCO has on file, based on 

information from eligibility tapes received from the State.  This row also includes a calculation of 
the amount of premium expected.  The second row (State Info) details the premium  actually 
received from the State, per the monthly premium tape. 

    
    
Report Definitions   
    

 

Calculated Age The age of the member is calculated based on the 
Start Date, per the premium tape received from the 
State, less the member's Date of Birth, per the 
eligibility information maintained by the MCO 
based on the eligibility tapes received.  Neither the 
member's age nor the Date of Birth are on the 
premium tape. 

 

MCO Effective Date The date the MCO has the member effective.  The 
source of this information is the eligibility tape 
received from the State. 

 

MCO Term Date The date the MCO has the member termed.  The 
source of this information is the eligibility tape 
received from the State. 

 

State Start Date The starting date for which the State is paying 
premiums, per the premium tape received from the 
State. 

 

State End Date The ending date for which the State is paying 
premiums, per the premium tape received from the 
State. 

 
Amount Expected The expected amount of premium to be paid per 

reporting period, based upon eligibility information.
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ATTACHMENT XII, EXHIBIT M.2 
ELIGIBILITY AND PREMIUM RECONCILLIATION PREMIUM DESCREPANCY  REPORT 
 
 
 

<INSERT MCO NAME> 
PREMIUM DISCREPANCY REPORT 

For the Quarter Ended <INSERT DATE > 
            
            
          Amount  
MCO Info Member Name ID Date of Birth Calc. Age Sex CSA Program Code Effective Date Term Date Expected Over (Under)
State Info Member Name ID Date of Birth Calc. Age Sex CSA Program Code Start Date End Date Received Paid 
            
            
 Smith, John 444-33-1111 08/24/66 34 M 2 87 8/1/01 8/31/01  $   96.40  
 Smith, John 444-33-1111   M 2 17 8/1/01 8/31/01 14.84  $      (81.56) 
            
 Smith, Jane 444-33-2222 02/13/67 33 F 2 67 7/1/00 12/31/99 714.54  
 Smith, Jane 444-33-2222   F 2 67 7/1/01 8/15/01 357.27 (357.27)
            
 Jones, Alice 444-33-3333 06/25/57 44 F 4 87 7/1/01 12/31/99 475.41  
 Jones, Alice 444-33-3333   F 4 87 7/1/01 9/30/01 899.10 423.69
            
 Jones, Steve 444-33-4444 09/30/72 28 M 3 97 8/1/01 12/31/99 508.04  
 Jones, Steve 444-33-4444   M 4 97 8/1/01 9/30/01 501.76 (6.28)
            
 Robertson, Pat 444-33-5555 11/11/76 22 F 1 67 4/1/99 12/31/99 682.08  
 Robertson, Pat 444-33-5555   M 1 67 7/1/01 9/30/01 283.89 (398.19)
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ATTACHMENT XII, EXHIBIT M.3 
ELIGIBILITY AND PREMIUM RECONCILLIATION NO PREMIUM REPORT 
 
 

<INSERT MCO NAME> 
NO PREMIUM REPORT 

For the Quarter Ended <INSERT DATE > 
            
            
          Amount  
MCO Info Member Name ID Date of Birth Calc. Age Sex CSA Program Code Start Date End Date Expected Over (Under)
State Info Member Name ID Date of Birth Calc. Age Sex CSA Program Code Start Date End Date Received Paid 
            
            
 Doe, John 555-44-3333 09/29/39 54 M 2 17 1/1/94 12/31/99  $   44.52   
  -   -     -  -   -  - - 0.00  $      (44.52) 
            
 Doe, Jane 555-44-4444 01/18/52 49 F 2 67 9/1/01 9/30/01 238.18  
  -   -     -  -   -  - - 0.00 (238.18)
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ATTACHMENT XII, EXHIBIT M.4 
ELIGIBILITY AND PREMIUM RECONCILLIATION NO ELIGIBILITY REPORT 
 

<INSERT MCO NAME> 
NO ELIGIBILITY REPORT 

For the Quarter Ended <INSERT DATE > 
            
            
          Amount  
MCO Info Member Name ID Date of Birth Calc. Age Sex CSA Program Code Start Date End Date Expected Over (Under)
State Info Member Name ID Date of Birth Calc. Age Sex CSA Program Code Start Date End Date Received Paid 
            
            
 - - - - - - - - -  $    0.00   
 Jones, John 777-66-5555   M 1 67 7/1/01 7/31/01 94.63  $       94.63  
            
 - - - - - - - - - 0.00  
 Jones, Jane 777-66-6666   F 3 97 7/1/01 7/31/01 441.05 441.05
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ATTACHMENT XIII  - LEFT BLANK INTENTIONALLY 
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ATTACHMENT XIV – PREVIOUS CONTRACT REQUIREMENTS 
 
 
 
 
 
 
 



 

 345

ATTACHMENT XIV 
Previous Contract Requirements 

 
Any Managed Care Organization that executed the September 11, 1995 Contractor Risk Agreem ent, as amended, 
with the State of Tennessee prior to the effective date of this Agreement is required to satisfy  its responsibilities 
under the previous contract that have not been completed by the execution date of this Agreem ent.  These 
requirements include, but shall not be lim ited to, the following provisions: (THIS LIST IS NOT INTENDED TO 
BE AN ALL INCLUSIVE LIST) 
 
1. PAYMENT OF THE CAPITATION RATE (For purposes of this Attachment, sections applying to the 

financial reporting of accrued receivables by  the CONTRACTOR, or the calculation m ethodology or 
payment amounts occurring pursuant to Section 2-3.c.1 of the Septem ber 11, 1995 Contractor Risk 
Agreement as amended. 

 
“The CONTRACTOR agrees that by  executing th is amendment and accepting the capitation rates 
specified above, the CONTRACTOR automatically and totally waives, releases and discharges any  and 
all claims, whether filed or contem plated, known or unknown against the State of Tennessee (including 
the Bureau of TennCare, the TennCare Division, all agencies, departments, officials, employees of the 
State) and the Centers for Medicare and Medicaid Serv ices, related to the financial reporting of accrued 
receivables by the CONTRACTOR, or the calculation m ethodology or pay ment amounts occurring 
pursuant to Section 2-3.c.1 of the Agreem ent for services rendered pursuant to the Agreem ent during the 
period January 1, 1994 through June 30, 1999.  Additi onally, the CONTRACTOR agrees that no part of 
the additional funds that becom es available as a result of this Am endment shall be transferred to an 
affiliate or m anagement company or otherwise expended for affiliate or m anagement company 
administrative costs or management fees. 
 
In no event shall this Amendment be interpreted or construed to create any financial obligation of the State 
except as expressly and clearly provided herein.” 
 

2. PAYMENT OF THE CAPITATION RATE (for purposes of this Attachment, sections related to 
executing an expenditure plan for distributing $12.40 per service provider per month at 3-10.b. of the 
Contractor Risk Agreement dated September 11, 1995 as amended.  

  
The following rates shall be effective for July 1, 1999 through June 30, 2000: 

 
  Enrollee Category           Capitation Rate     

  On/after 7/1/99    
  TennCare Eligibles 
  Under Age 1    $  157.29    

 Ages 1 to 13    $    56.80   
   Ages 14 to 44 (male)  $    97.07   
   Ages 14 to 44 (female)  $  156.54   
   Ages 45 to 64   $  164.68   

  Ages 65 and over   $  183.66                                        
 Aid to the blind and disabled   $  311.23    

 
  TennCare Dual Eligibles 
   Medicaid/Medicare Duals  $  108.25   
 

The CONTRACTOR agrees that the equivalent of $ 12.40 per member per month shall be paid to service 
providers pursuant to an expenditure plan developed by the CONTRACTOR and approved by  TennCare 
and that the equivalent of $ 3.60 per member per month shall be used at the discretion of the 
CONTRACTOR for purposes related to com pliance with requirements of this Agreement. The capitation 
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rates in effect on and after July  1, 1999 shall not  be paid until such tim e as the CONTRACTOR has 
submitted and TennCare has approved an expenditure plan.  Thereafter, failure of the CONTRACTOR to 
adhere to the plan approved by  the State will resu lt in the assessment of liquidated damages as specified 
in Section 4-8 of this Agreement. 
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ATTACHMENT XV -  RISK BANDING MANUAL 
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ATTACHMENT XV 

 
Profit/Loss  
Risk Banding 
 
 
MCO Manual 
 
 
 
 
 
 
 
State of Tennessee  
Bureau of TennCare 
 
 
 
Revised  May 7, 2001 
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Section One Description of Risk Banding Program 
Section Two Risk Banding Options 
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Section Four Risk Banding Definitions 
Section Five Contract Terms 
  

 

 
 

 
 
 

 

 

 

State of Tennessee, Bureau of TennCare  
PROFIT/LOSS RISK BANDING MANUAL Version 3.00 
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Section One 
Description of Risk Banding 
 
The purpose of this program  is to allow a Managed Ca re Organization (MCO) to lim it their net profit or loss 
based upon their participation in the TennCare program.  
 
TENNCARE will pay  a capitation rate using a capitation rate schedule.  In addition, the Bureau will allow the 
MCOs the option of participating in a profit/loss risk banding program.  The profit/loss risk banding is intended to 
share risk between the State and the MCOs at predetermined coinsurance levels that vary by the level of profit and 
loss actually incurred and reported to the Tennessee Depart ment  of Commerce and Insurance (TDCI). For those 
MCOs who choose to not participate, they  are at ri sk for 100% of the profit and loss surrounding the capitation 
payments. If the Contractor elects Option 1 or Option 2, the risk band will be effective for July  1, 2001 through 
December 31, 2001.    The MCO m ay opt to change risk band options a final tim e by notifying the State in 
writing no later than Decem ber 1, 2001, and the subseque nt risk band option will be effective January  1, 2002 
through December 31, 2003.  If the Contractor elects Option 3, the risk band will be effective for July  1, 2001 
through June 30, 2002.  At the end of this period, the Contractor shall select an alternative risk band option that 
shall be effective January 1, 2003 through Decem ber 31, 2003 and provide notice of said selection in writing, no 
later than June 30, 2002. 
 
All TennCare eligible populations are covered by the risk banding, as well as all medically necessary TennCare 
covered services as described in the contractor risk agreement (CRA) and any subsequent amendments. 
 

TennCare Bureau RB Manual Page 3 5/7/01
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Section Two 
Risk Banding Options 
 
Each MCO has the option of electing to participate in the State-sponsored Profit/Loss Risk Banding program. 
Each MCO must choose one of the following three options: 
  
Option 1 
 
Under Option 1, risk sharing varies dependent upon the percentage above and belo w total TennCare revenue.  
Profits and losses are calculated as a percentage of to tal TennCare Revenue.  For losses between 0 to 10% of 
TennCare revenue, TENNCARE will pay  for 50% of the Contr actor’s net loss.  For profits between 0 to 10% of 
TennCare revenue the Contractor will pay  TennCare 70% of  its net incom e.  The am ount of risk-sharing when 
risk is 10% above or below TennCare revenue varies by  year.  The chart below display s TENNCARE’s share of 
risk.    
 

Risk Band Period Net Income 
between 0-10% 

Net Loss between 
0-10% 

Net Income 
greater than 

10% 

Net Loss 
Greater than 

10% 
 Year ending 12/31/01 70% 50% 90% 90% 
 Year ending 12/31/02 70%  50% 80% 80% 
Year ending 12/31/03 70% 50% 70% 70% 

 
 
Net Income/Net Loss Calculation 
 
TENNCARE will calculate a CONTRACTOR’s net incom e/net loss under Option 1 by  subtracting covered 
services, premium tax and adm inistrative expenses from an MCO’s total TennCare revenue. TennCare revenue 
includes any additional incom e generated by  investment income as a result of the deposit of the capitation 
payment from TENNCARE into an interest bearing account. If investment income attributable to the deposit of 
capitation payments from TENNCARE in an interest beari ng account is not tracked due to the m anner in which 
financial deposits are m aintained, the CONTRACTOR must submit an allocation m ethodology for the 
determination of investm ent income to TENNCARE for approval prior to subm ission of the settlem ent 
calculation.  All calculations on expenses m ust include any third party liability recoveries as a negative expense 
and include the net impact of any reinsurance program and pharmacy rebates.  If this calculation results in income 
(revenue exceeds expenses), all expenditures below the 100% of the total TennCare revenue, net of prem ium tax, 
will be shared according to the tables above. 
 
If the calculation results in a loss (expenses exceed revenues), all expenditures above 100% of total  
TennCare revenue, net of the premium tax, will be shared according to the tables above. 
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Option 2 
 
Under this option, risk-sharing varies dependent upon the percentage above the minimum medical loss ratio.  The 
CONTRACTOR is responsible for the first 2% of medical costs, regardless of profit or loss, beyond the minimum 
85% Medical Loss Ratio (MLR).  The State will pay  for 50% of additional medical costs between an 87% to 97% 
MLR.  Above a 97% MLR the State will pay the following percentage of medical costs: 
 
 July 1, 2001 – December 31, 2001 90% 
 January 1, 2002 – June 30, 2002 80% 
 January 1, 2003 – December 31, 2003 70% 

Excluding the premium tax, an administrative fee of 11% of the capitation pay ment will be established with two 
(2) percentage points dependent on the achievement of benchmark levels of performance for specific performance 
indicators.  Any CONTRACTOR electing to participate in  this risk-sharing option agrees to participate in a 
workgroup facilitated by  the TennCare Chief Medical Offi cer to finalize benchmarks and the m ethodology for 
calculating the performance indicators specified below. With the exception of EPSDT, HEDIS Medicaid technical 
specifications shall be followed for the calculation of clin ical performance indicators.  Two (2) percentage points 
of the adm inistrative fee will be allocated over the ten (10) performance indicators specified below.  New or 
additional performance indicators may be added at the m utual agreement of TENNCARE and the 
CONTRACTOR.  The CONTRACTOR m ust obtain the benchm ark performance level for each indicator 
specified to be eligible for the portion of the two (2) percentage points allocated to that perform ance indicator.  
TENNCARE may modify the benchm arks on an annual basis to facilitate continuous im provement. The 
workgroup established above will participate in the specification of new benchmarks.  
 
The administrative performance indicators and benchmarks are: 
 

Performance 
Indicator 

Data 
Sources 

Measure Target Benchmark 

Administrative Services 
Claims 
Payment 
Accuracy 
(10%) 

Monthly 
statistically 
significant 
sample2 

# of Claims paid 
accurately upon 
initial submission 

100 
percent 

97 percent accuracy upon 
initial submission 
 

Abandonment 
rate for 
Member 
Services lines 
(10%) 

Weekly 
MCO 5F

4   
Percent of calls not 
answered; callers 
hang up while in 
queue 
 

0 percent Less than 5 percent of calls 
not answered 

 

                                                      
2 If the sample used to calculate the performance indicator is based on the CONTRACTOR’s total book of business, 
TENNCARE reserves the right to require the CONTRACTOR to validate the accuracy based on a sample of TennCare 
claims or phone calls only at any time. 
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Performance 
Indicator 

Data 
Sources 

Measure Target Benchmark 

Administrative Services 
Specialist 
Provider 
Network 
(10%) 

Monthly 
Provider 
listing 

Executed Contract 
Agreements 

Same as 
benchmark 

Executed specialty physician 
contracts in all priority areas 
designated by the state 
located within the MCO’s 
Grand Region for the 
following nine (9) specialists:  
cardiology, gastroenterology, 
neurology, neurosurgery, 
otolaryngology; 
ophthalmology, orthopedics, 
oncology/hematology and 
urology 

 
 
With the exception of EPSDT, benchm arks will be finalized  after analysis of current MCO performance levels.  
The benchmark for EPSDT shall be an adjusted periodic screening percentage of greater than 80%. 
 

Performance 
Objective 

Data 
Sources 

Measure Target Benchmark 

Clinical Quality 
Childhood 
Immunization
s (10%) 

MCO 
encounter 
data; 
TennCare 
enrollment 
data 

percent of two-year 
old children receive 
all 12 
recommended 
vaccines  

100% of 
children 
immunized 

To be determined.  

Adolescent 
Immunization
s (10%) 

MCO 
encounter 
data 
;TennCare  
Enrollment 
data 

percent of enrolled 
adolescents (who 
turn 13 during 
measurement year) 
receive 
recommended 
vaccines 
 

100% of 
adolescents 
immunized 

To be determined.   

Checkups 
After Delivery 
(10%) 

MCO 
encounter 
data 
;TennCare 
enrollment 
data 

percent of female 
enrollees receive a 
post partum 
checkup 3-8 weeks 
after delivery 

100% of 
women that 
delivery 
receive a 
check-up 

To be determined.   

Cervical 
Cancer 
Screening 
(7.5%) 

MCO 
encounter 
data; 
TennCare 
enrollment 
data 

percent of enrolled 
women (ages 21-
64) receive one or 
more pap tests in 
the reporting year 
or the two years 
prior to the 
reporting year 

According 
to ACOG 
guidelines 

To be determined.   
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Performance 
Objective 

Data 
Sources 

Measure Target Benchmark 

Breast Cancer 
Screening 
(7.5%) 

MCO 
encounter 
data; 
TennCare 
enrollment 
data 

percent of enrolled 
women who 
received a 
mammogram in the 
past two years  

According 
to ACOG 
guidelines 

To be determined.   

HBA1c 
Testing (5%) 

MCO 
encounter 
data; 
TennCare 
enrollment 
data 

percent of members 
age 18 through 75 
with one or more 
tests conducted 
during the 
measurement year.  
Notation in the 
medical record of 
any one of the 
following is 
acceptable: 
Glycated 

hemoglobin 
Glycosylated 

hemoglobin 
A1c 
Glyco hemoglobin 

A1c 
HBA1c 
hemoglobin A1c 

 

At least 
one test 
each year 

To be determined. 

EPSDT (20%) MCO 
encounter 
data; 
TennCare 
enrollment 
data  

The percentage of 
children who 
received a periodic 
screen including all 
components 
(consistent with 
EPSDT Consent 
Decree Definition) 

100% 
screening 

Adjusted screening rate 
greater than 80% 
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EPSDT Phase-In 
 
An emphasis has intentionally been placed on im proving the EPSDT screening rate by  way of allocating 20% of 
the incentive fund to this perform ance indicator.  In orde r to facilitate the m ovement of plans toward this 
benchmark, incentive pay ments shall be structured  to account for im provements over the MCO’ s baseline 
position.  MCOs that exceed the 80% benchm ark shall receive 100% of the funds allocated to this indicator.  Any 
MCO that improves their adjusted periodic screening rate by at least 10 percentage points, shall be paid a 
percentage of the incentive fund allocated to this performance indicator equivalent to the percentage increase over 
the baseline that has been obtained.  
 
Medical Expense Reconciliation 
 
To determine the settlement amount, TENNCARE will calcu late the percentage of capitation pay ment received 
from TENNCARE that was paid for covered medical expenses net of pharmacy rebates, net of third party liability 
recoveries or subrogation activities, and net of the im pact of reinsurance for the settlem ent period (the m edical 
loss ratio).  Subcontractor expenses shall not be include d as a medical expense for the purpose of this calculation 
if the subcontractor was engaged to perform  administrative functions only  (e.g., claims processing).  If this 
calculation results in a m edical loss ratio of 87% or lowe r, all covered medial expenses will be the responsibility 
of the CONTRACTOR.  If this calculation results in a medical loss ratio between  87% and 97%, TENNCARE 
will pay for 50% of covered m edical expenses between an  87% to 97% MLR.  If this calculation results in a 
medical loss ratio greater than 97%, TENNCARE will pay  for 50% of covered medical expenses between an 87% 
to 97% MLR and share the amount of covered medical expenses above 97% according to the schedule described 
above.  For the purpose of Option 2, investm ent income is considered the property  of the CONTRACTOR and 
will not be included in the calculation of the settlement amount described in this paragraph. 
 
Administrative Costs 
 
Excluding the premium tax, an administrative fee of 11% of the capitation pay ment will be established with two 
(2) percentage points dependent on the achievement of benchmark levels of performance for specific performance 
indicators.  TENNCARE will retain two (2) percentage points of the adm inistrative fee until receipt of the 
CONTRACTOR’s performance objective report.  Perform ance objective results shall be subm itted to the State 
within ninety (90) day s of the ending of the six m onth and y early settlement periods, unless an alternative 
reporting timeframe is agreed upon by the Performance Objective workgroup.  
 
The CONTRACTOR is fully  responsible for all administrative costs. In the even t that the CONTRACTOR’s 
actual administrative costs as defined in Section 1-3 Item  1 and Item  49.e.4 are greater than or less than the 
portion of the capitation pay ment allocated to administrative costs in Option 2, neither the resulting profit or loss 
shall be considered in the medical expense reconciliation.  
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Audit 
 
The CONTRACTOR will not be autom atically subject to an  audit of adm inistrative costs in the event that the 
State shares in losses.  The preceding statement does not waive TENNCARE’s right to audit the CONTRACTOR 
as specified in the Contractor Risk Agreement. 
 
An MCO in which a provider or a provider entity  has an i ndirect ownership interest, an ownership interest or a 
control interest as described in Title 42, Part 455, Subpart B of the Code of Federal Regulations shall be subject to 
a separate audit requirem ent. Option 2 shall only be available to a Managed Care Organization in which a 
provider or a provider entity has an indirect ownership in terest, an ownership interest, or a control interest as 
defined at Title 42, Part 455, Subpart B of the Code  of Federal Regulations, if the MCO agrees to allow 
TENNCARE to audit the CONTRACTOR’s reim bursement methodology and utilization m anagement criteria, 
first, prior to the effective date of this Option, and again, after receipt of the settlem ent calculation for each 
settlement period. The purpose of the audit is to dete rmine whether the CONTRACTOR pay s more for similar 
services rendered by a related provider or  subcontractor or applies differing utilization management controls than 
the CONTRACTOR pays or applies to providers and subc ontractors that do not have an indirect ownership or 
control interest in the MCO, an MCO’ s affiliate or  an MCO’ s management company for similar services. If 
TENNCARE determines the CONTRACTOR pay s related pr oviders more than other providers or applies 
significantly different utilization m anagement criteria dur ing the initial audit, the CONTRACTOR shall not be 
permitted to elect Option 2. If TENNCARE determ ines the CONTRACTOR pay s related providers m ore than 
other providers at a subsequent audit, the provisions specified in Section 3-10.e.3 shall apply. 
 
Option 3 
 
The CONTRACTOR is responsible for the first $33 m illion in losses incurred during the period July 1, 2001 
through June 30, 2002.   Prior to July  1, 2001, any  Contractor selecting this option shall establish two separate 
accounts funded with $28 m illion dollars for operations expenses (“the Operations Account”) and $5 m illion 
dollars for legal expenses and defense costs (“the Le gal Contingency Account”).   The CONTRACTOR shall 
allocate TennCare Contractor Costs defined as prem ium tax plus medical expenditures for covered services to the 
Operations Account.  The CONTRACTOR shall allocate a ll non-medical liability costs to the Legal Contingency  
Account.  Non-medical liability costs shall include, but not  be limited to, legal defense costs, fees and damages 
associated with the Contractor’ s participation in the TennCare Program.  In addition, said non-m edical liability 
costs shall include costs for indem nification for such co sts to the directors, officers, em ployees, agents and 
representatives of the CONTRACTOR and/or its parent company which are associated with the participation of 
those companies in the TennCare Program.   
 
Account Operation 
 
From July 1, 2001 through June 30, 2002, the CONTRA CTOR shall deposit the capitation pay ments received 
from TENNCARE to the Operations Account to pay  its Administrative Fee, in the am ount specified below, and 
Contractor Costs related to its participation in the TennCare program.  The Operations Account shall not be 
increased by the amount of investment income that the CONTRACTOR receives on the Operations Account nor 
by the Administrative Fee paid to the CONTRACTOR as specified below.   
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In the event that the CONTRACTOR’ s TennCare Contractor Costs allocated to the Operations Account exceed 
the $28 m illion in CONTRACTOR funds deposited in the Op erations Account and the total of the difference 
between capitation pay ments received from  TENNCARE and the fixed Admin Fee specified below, the State 
shall reimburse the CONTRACTOR for TennCare Contractor  Costs exceeding the $28 m illion dollars at risk in 
the Operations Account, in accordance with the reim bursement methodology set forth in Section 4-26(2) of the 
CRA, provided, however that the Adm inistrative Fee paid shall be equal to the am ount described below for the 
applicable time period.   The State is not responsible for and will not reimburse the CONTRACTOR for any non-
medical liability costs.  The CONTRACTOR is obligated and responsible for all of its non-medical liability costs, 
including any liability exceeding the $5 million deposited in the Legal Contingency Account for that purpose.    
 
At the end of the term from July 1, 2001 through June 30, 2002: 
 

(iii) In the event that any  balances rem ain in the Operations Account and the Legal 
Contingency Account, those accounts shall be reconciled and all funds remaining shall be 
the sole property of the CONTRACTOR; 

 
(iv) In the event that any  balance remains in the Legal Contingency  Account and no balance 

remains in the Operations Account, the bala nce of the Legal Contingency  Account will 
be applied to the am ount of the funds th e State has reim bursed the CONTRACTOR for 
TennCare Contractor Costs exceeding the $28 m illion dollars at risk in the Operations 
Account and said balance shall become the sole property of the State. 

 
If the MCO’s contract term ends December 31, 2003, th e CONTRACTOR shall select an alternative profit/loss 
risk banding option that shall be effective January  1, 2003 through December 31, 2003 and provide notice of said 
selection, or notice of non-renewal consistent with Secti on 4-2.f of the CRA, in writing, no later than June 30, 
2002. 
 
Administrative Fee 

Excluding the prem ium tax, an Adm inistrative Fee will be established equivalent to 8.20% of the 
CONTRACTOR’s average capitation pay ment for the m onth of January  2001 for the Contractor’s intended 
service area.  The product of this calculation stated on a per m ember per month basis will then be m ultiplied by 
1.04 (to adjust for inflation) to calculate the Adm inistrative Fee to be paid effective July  1, 2001.  If the 
CONTRACTOR was not a TennCare MCO as of January  2001, the Adm inistrative Fee will be equivalent to 
8.20% of the average capitation payment for enrollees in the new MCO’s authorized service area.  The product of 
this calculation stated on a per member per month basis will then be multiplied by 1.04 (to adjust for inflation) to 
calculate the Adm inistrative Fee to be paid effective July 1, 2001.   The Adm inistrative Fee shall serve as 
payment for all administrative costs, defined as all non-medical costs including costs of subcontractors engaged to 
perform an administrative function specifically related to securing or fulfilling the CONTRACTOR’S obligations 
to TENNCARE under the terms of the CRA and costs associated with liquidated damages. 
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The administrative fee may be increased up to 4% effective as of July 1, 2002 and will be pay able as herein after 
described.  However, up to two points of the adm inistrative fee inflation factor will be forfeited in the event the 
CONTRACTOR fails to achieve benchm ark levels of performance for specific performance indicators.   New or 
additional performance indicators may be added at the m utual agreement of TENNCARE and the 
CONTRACTOR.  The CONTRACTOR m ust obtain the benchm ark performance level for each indicator 
specified to be eligible for the portion of the inflation ad justment factor allocated to that performance indicator.  
TENNCARE may modify the benchmarks on an annual basis to facilitate continuous improvement.   
 
The administrative fee inflation factor will be applied after receipt of the CONTRACTOR’ s performance 
indicator report.  Performance indicator results shall be submitted to the State within ninety  (90) day s of the 
twelve (12) month period ending June 30 th, unless an alternative reporting tim eframe is agreed upon.  The State 
shall calculate the inflation adjustm ent factor within thirty (30) days or receipt of the perform ance objective 
report.   The inflation adjustm ent factor shall be a pplied retroactively to July  1, 2002.  The administrative 
performance indicators and benchmarks are: 
 

Performance 
Indicator 

Data 
Sources 

Measure Target Benchmark 

Administrative Services 
Claims 
Payment 
Accuracy  

Weekly 
Activity 
Report 

# of Claims paid 
accurately upon 
initial submission 

100 percent 97 percent accuracy 
upon initial 
submission 

Approximate 
Waiting Time 
for Provider 
Response 

Weekly 
Activity 
Report 

Average response 
time on Provider 
Services Line 
 

Average response 
time of 30 seconds, 
industry standard 

Average response time 
of 60 seconds  

Abandonment 
Rate for 
Member 
Services Line 

Weekly 
MCO report 
– revised 

Percent of calls 
not answered; 
callers hang up 
while in queue 

0 percent Less than 5 percent of 
calls not answered 

Approximate 
Waiting Time 
for Member 
Response  

Weekly 
Activity 
Report 

Average response 
time on Member 
Services Line 

Average 
response time 
of 30 seconds, 
industry 
standard 

Average response time 
of 60 seconds 

Specialist 
Provider 
Network  

Monthly 
Provider 
listing 

Executed 
Contract 
Agreements 

Same as benchmark Executed  specialty 
physician contracts in all 
priority areas designated by 
the state located within the 
MCO’s Grand Region for 
the following nine (9) 
specialists:  cardiology, 
gastroenterology, neurology, 
neurosurgery, 
otolaryngology; 
ophthalmology, orthopedics, 
oncology/hematology and 
urology 
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Section Three 
Adjudication/Reconciliation Methodology 
 
Adjudication 
 
MCO’s must submit their preliminary payout estimates for their net income or loss within ninety (90) days of the 
end of the settlem ent period.  Any  payouts made by the Bureau or the MCO m ust include the final im pact on 
MCO net income or loss as a result of the 85% m edical loss reconciliation process.  The State m ust make a 
preliminary payout within sixty (60) days of the receipt of the MCOs preliminary estimate and only after the final 
85% medical loss ratio reconciliation has been com pleted.  The final payout will be based on final claim s run-out 
for the period ending either Decem ber 31 or June 30.  The final claims run-out must include an incurred but not 
reported amount certified by an actuary that demonstrates a claim run-out of 95% for the settlem ent period has 
been achieved and the m edical loss ratio reconciliation (required to be com pleted within ninety (90) days of the 
end of the settlement period) has been accomplished. 
 
Any error of estimation as a result of the final adjudication of the profit/loss risk banding or the medical loss ratio 
reconciliation will be included in the next settlement period’s calculations. 
 
MCOs must agree to reasonable reim bursement standards to  be determined in conjunction with the actuarially  
sound rate setting assumptions.  The CONTRACTOR shall not pay more for services rendered by any provider or 
subContractor that is related to the CONTRACTOR th an the CONTRACTOR pay s to unrelated providers and 
subContractors for similar services.  Any  payments made by the CONTRACTOR that exceed the lim itations set 
forth in this section shall be reduced from total expenditures prior to the State sharing in any losses. Likewise, this 
excess payment will be excluded in the calculation of the medical loss ratio requirement.  All reimbursement paid 
to providers is subject to audit by the State.  
 
On an annual basis, the MCOs are required to spend 85% of their total capitation pay ments received from  
TENNCARE upon payments to providers for covered m edical services.  This 85% standard, known as the 85% 
Medical Loss Ratio (MLR) standard, will be reconciled for each settlement period for MCOs participating in the 
optional profit/loss risk-banding program.  The Bureau will be monitoring the MCOs’ progress towards the 85% 
standard monthly, with the Bureau reporting the progress to the Funding Board.  The Bureau m ay require the 
MCO to subm it a corrective action plan to dem onstrate how it will m eet the 85% on an annual basis.  Any 
corrective action plan or reconciliation payments must be factored into the profit/loss calculations for the purpose 
of this profit/loss risk banding agreement.  If the CONTRA CTOR elects to change risk-band options, or change 
from assuming full risk to risk-sharing, the CONTRA CTOR must demonstrate it has satisfied the MLR 
requirement for the period prior to the effective date of the risk band option before com pleting a calculation 
showing profit and loss for the purpose of determining risk-sharing amounts. 
 
Administrative costs will be audited for reasonableness under Option 1 only when the State is sharing in a loss. 
 
The Bureau will be responsible for overseeing the adm inistration of the risk banding methodology and will be 
responsible for clearly defining appropriate expenses to be included within each of the three categories: 
 
- Medical Expense 
- Administrative Expense 
- Profit/Risk/Contingency 
 

Section Four 
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Risk Banding Definitions 
 
 
Administrative Costs 
 
Costs that are non-medical in nature. In the event that the State shares in an MCOs losses, under profit/loss risk-
banding Option 1, administrative costs will be audited for reasonableness in accordance with standards 
established by the Comptroller of the Treasury.  Premium tax is considered to be an Administrative Cost.  Cost of 
subcontractors engaged to perform and administrative function for the CONTRACTOR specifically related to 
securing or fulfilling the CONTRACTOR’s obligations to TENNCARE under the terms of this Agreement (e.g. 
claims processing, marketing) are considered to be an administrative cost. 
 
Medical Expenses (Covered Medical Services) 
 
1. The cost of providing TennCare Program medical services to enrollees as identified and pursuant to the 

following listed subsection of Section 2-3 of the CRA: 
a. 2-3.a. Covered Services 
b. 2-3.c. Specialized Services 
c. 2-3.h. Use of Cost Effective Alternative Services 
d. 2-3.j. Primary Care Providers/Case Management/Continuity of Care/Disease Management 
e. 2-3.o coverage of Sterilizations, Abortions and Hysterectomies pursuant to applicable federal and state 

laws and regulations 
f. 2-3.p. Coverage of Organ Transplants 
g. All services related to hospice 
h. Capitated payment to licensed health care providers 
i. Medical care services directed by TENNCARE or an administrative law judge 
j. Net impact of reinsurance coverage purchased by the MCO 

2. Preventive Service: In order for preventive services in Section 2-3 (including, but not limited to, health 
education and health promotion activities) to qualify as medical expenses, the service must be targeted to and 
limited to the CONTRACTOR’S enrollees or targeted to meet the enrollee’s individual needs. 

3. For the purposes of determining Medical Loss Ratio, Medical Expenses do not include: 
a. 2-3.g. Services Not Covered 
b. 2.3.h. Institutional Services and Alternative to Institutional Services 
c. Services eligible for reimbursement by Medicare 
d. The activities described in or required to be conducted in Attachments II, III, IV, V, VI, VII, IX & X 

(including, but not limited to, utilization management, utilization review activities) are administrative 
costs. 

4. Medical expense will be net of any third party liability recoveries or subrogation activities. 
5. Medical expense will be net of any pharmacy rebates. 
6. This definition does not apply to NAIC filings. 
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Medical Loss Ratio 
The percentage of capitation payment received from TENNCARE that is paid for covered medical expenses net of 
third party liability recoveries and reinsurance premiums and recoveries. 
 
NAIC 
 
National Association of Insurance Commissioners 
 
Net Income 
Using the calculations described within the profit/loss Risk Banding Manual, when total TennCare revenues 
exceed total expenses, adjusting for the actual results of the actuarially certified claims runout. 
 
Net Loss 
Using the calculations described within the profit/loss Risk Banding Manual, when total expenses exceed total 
revenues, adjusting for the actual results of the actuarially certified claims runout. 
 
TennCare Revenues 
TennCare revenues includes capitation premium revenues paid by the State of Tennessee (State) to the contracted 
TennCare MCOs.  For the purpose of risk-banding Option 1 TennCare Revenues also include investment income 
derived solely from a deposit of a capitation payment in an interest bearing account.  
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Section Five 
Contract Terms 
 
 
The MCO m ay change the risk band option by  notifying the State within seven (7) day s of receipt of the 
recalibrated rates after the open enrollm ent period in 2001.  If the Contractor elects Option 1 or Option 2, the  
subsequent risk band will be effective from  July 1, 2001 through Decem ber 31, 2001.  The MCO may opt to 
change risk band options a final tim e by notifying the State in writing no later than Decem ber 1, 2001, and the 
subsequent risk band option will be  effective January  1, 2002 through Decem ber 31, 2003.  If the Contractor 
elects Option 3, the risk band will be effective from July 1, 2001 through June 30, 2002.   At the end of this 
period, the Contractor shall select an alternative risk band option that shall be effective January  1, 2003 through 
December 31, 2003 and provide notice of said selection in writing, no later than June 30, 2002. 
 
TENNCARE reserves the right to modify the availability of the optional profit/loss risk-banding program prior to 
the beginning of each calendar year with the mutual agreement of the CONTRACTOR. MCOs who choose not to 
participate in the optional profit/loss risk banding program are at risk for 100% of any profit or loss resulting from 
participation in the TennCare program for the entire Contract period ending December 31, 2003. 
 
The risk band options shall be calculated based upon ser vices rendered to enrollees and expenses incurred by the 
Contractor and the revenues received by  the contractor for the applicable calculation period. The risk band option 
1 and 2 will be calculated for the settlem ent periods of July 1 through December 31, 2001, and thereafter for 
calendar year periods.  Risk band Option 3 will be calcu lated for the settlement period July 1, 2001 through June 
30, 2002. 
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