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Reporting Requirements:  

Session Law 2018-5; Senate Bill 99, SECTION 11F.10.(b) Part 2 of Article 4 of Chapter 122C of the General Statutes is 

amended by adding a new section to read:  

"§ 122C-125.2. LME/MCO solvency ranges; formula; corrective action plan.  

(a) Beginning on September 1, 2018, the Department shall calculate on a quarterly basis a solvency range for each 

LME/MCO as a sum of the following figures to produce upper and lower range values:  

(1) Incurred but not reported claims figure. – The incurred but not reported claims figure shall be calculated by 

multiplying an LME/MCO's service spending for the preceding 12 months by six and eight-tenths percent (6.8%). 

If an LME/MCO experiences extenuating circumstances supported by actuarial documentation, then the Department 

may utilize a percentage other than six and eight-tenths (6.8%) for that LME/MCO.  

(2) Net operating liabilities figure. – The net operating liabilities figure shall be calculated by subtracting noncash 

current accounts receivable from the nonclaims current liabilities, as reported on the LME/MCO's most recent 

balance sheet. If the noncash accounts receivable is greater than the nonclaim liabilities, then the value for the net 

operating liabilities figure is zero.  

(3) Catastrophic or extraordinary events range. – The catastrophic or extraordinary events range shall be calculated 

as the range between a lower figure and an upper figure. The lower figure shall be calculated by multiplying an 

LME/MCO's service expenditures from the preceding 12 months by four and fifteen-hundredths percent (4.15%). 

The upper figure shall be calculated by multiplying an LME/MCO's service expenditures from the preceding 12 

months by eight and three-tenths percent (8.3%).  

(4) Required intergovernmental transfers figure. – The required intergovernmental transfers figure is the amount of 

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

months.  

(5) Projected operating loss figure. – The projected operating loss figure is the projected net loss for an LME/MCO 

over the subsequent 24 months. In projecting the net loss for an LME/MCO, the Department shall use the net loss 

of the LME/MCO in the preceding 12 months adjusted for any changes in single-stream funding, intergovernmental 

transfers, or other factors known to the Department that will impact the LME/MCO's net loss over the subsequent 

24 months. If a net profit is projected for an LME/MCO, then this figure is zero. 

 (6) Reinvestment plan figure. – The reinvestment plan figure is the amount required for all qualifying expenditures 

contained in an LME/MCO's reinvestment plans over the subsequent 36 months. To qualify as an expenditure under 

this subdivision, the expenditure must be related to one of the following:  

a. An initiative that supports specific goals or health status outcomes of the State in relation to the State's 

behavioral health needs.  

b. An initiative that meets a State behavioral health need, as defined in law or by the Department.  

c. Funding for infrastructure that supports the effective and efficient operation of the LME/MCO.  

d. Funding for a facility within the LME/MCO catchment area that is necessary to meet to the needs of the 

population served by the LME/MCO.  

e. New or expanded initiatives and programmatic improvements to the State behavioral health system.  
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f. Working capital to be utilized to fund changes in rates, operations, or programs.  

(b) Upon calculation of the solvency range for each LME/MCO required by subsection (a) of this section, the Department 

shall compare the cash balance of each LME/MCO to its solvency range. For purposes of this subsection, the cash balance 

shall consist of the total of the LME/MCO's cash and investment balances, including its Medicaid Risk Reserve, as reported 

on the LME/MCO's most recent balance sheet. Upon comparison of an LME/MCO's cash balance to its solvency range, the 

Department shall take one of the following actions:  

(1) If an LME/MCO's cash balance is five percent (5%) or more below the lower solvency range figure or five 

percent (5%) or more above the upper solvency range figure, then the Department shall notify the LME/MCO and 

the Fiscal Research Division of the General Assembly of the comparison results. Within 30 days from providing 

notice to the LME/MCO, the Department shall develop, in collaboration with the LME/MCO, a corrective action 

plan for the LME/MCO. The corrective action plan must include specific actions, which may include changes to 

the LME/MCO's reinvestment plan, utilization management, and capitation or provider rates, to bring the 

LME/MCO's cash balance within the solvency range, as well as a time line for implementation of these actions.  

(2) If an LME/MCO's cash balance is neither five percent (5%) or more below the lower solvency range figure nor 

five percent (5%) or more above the upper solvency range figure, then the Department shall notify the LME/MCO 

and the Fiscal Research Division of the General Assembly of the LME/MCO's solvency range for the quarter and 

the Department's comparison of the LME/MCO's cash balance to this solvency range. No further action shall be 

required.  
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Background: 

The General Assembly has asserted that a viable State-funded behavioral health system is critical to accomplishing the 

State's goals for behavioral health, meeting the needs of covered populations, and achieving the desired outcomes detailed 

in the Department of Health and Human Services' Strategic Plan for Improvement of Behavioral Health Services. To better 

assess the viability of the State's behavioral health system, the General Assembly developed a method, outlined in G.S. 

122C-125.2, to determine the financial viability of local management entities/managed care organizations (LME/MCOs).  

This method utilizes standard calculations to create a uniform analysis of each LME/MCO's financial position that can be 

used to evaluate each LME/MCO's viability, inform the State's funding decisions, and promote short- and longer-term 

planning by the LME/MCOs. 

 

Executive Summary: 

The results of the most recent solvency calculations indicate that the following four LME/MCOs are outside the allowable 

range and are therefore required to submit Corrective Action Plans (CAP) using a standard Department-supplied template 

(see attached Appendix A): 

• Below the lower solvency range figure  

o Alliance Health 

o Sandhills Center 

• Above the upper solvency range figure  

o Eastpointe 

o Partners Behavioral Health Management 

The CAP provides an opportunity for the LME/MCO to document how it will address being over or under the solvency 

range.  This CAP may include changes to the LME/MCO reinvestment plan, utilization management, and/or capitation or 

provider rates, to bring the LME/MCO’s cash balance within solvency range.  Each CAP will include a time line for 

implementation of the identified actions.  The CAP Process is as follows: 

1. The Department notifies LME/MCO of non-compliance with solvency standard.  

2. The LME/MCO submits the CAP to the Department within 30 days of notice. 

3. Either the Department accepts the CAP and the LME/MCO is placed on a quarterly routine review cycle or the 

Department provides feedback to help the LME/MCO produce an acceptable CAP. 

4. Once the CAP is approved, the Department reviews on a quarterly basis the LME/MCO’s progress toward 

implementing the CAP. 

5. The Department sends a letter closing the review or the LME/MCO is placed on monthly monitoring until the 

CAP has been resolved. 

 



Reporting Results (Observations/Recommendations): 

1) Incurred but not reported claims figure. (Table 1) – The incurred but not reported claims figure shall be calculated by 

multiplying an LME/MCO's service spending for the preceding 12 months by six and eight-tenths percent (6.8%). If an 

LME/MCO experiences extenuating circumstances supported by actuarial documentation, then the Department may utilize 

a percentage other than six and eight-tenths (6.8%) for that LME/MCO. 

(2) Net operating liabilities figure. (Table 3) – The net operating liabilities figure shall be calculated by subtracting 

noncash current accounts receivable from the nonclaims current liabilities, as reported on the LME/MCO's most recent 

balance sheet. If the noncash accounts receivables are greater than the nonclaim liabilities, then the value for the net 

operating liabilities figure is zero.  

(3) Catastrophic or extraordinary events range. (Table 5) – The catastrophic or extraordinary events range shall be 

calculated as the range between a lower figure and an upper figure. The lower figure shall be calculated by multiplying an 

LME/MCO's service expenditures from the preceding 12 months by four and fifteen-hundredths percent (4.15%). The upper 

figure shall be calculated by multiplying an LME/MCO's service expenditures from the preceding 12 months by eight and 

three-tenths percent (8.3%).  

Observation:  An LME/MCO would need to have the equivalent of 15 – 30 days of cash on hand to remain within the range, 

as specified.  

Recommendation:  Consider using 8.3% for the lower figure and 16.6% for the upper figure.   This range would align with 

the current contractual requirements which require that LME/MCO’s maintain at a minimum 30 days of cash on hand 

(Defensive Interval). 

(4) Required intergovernmental transfers figure. (Table 7) – The required intergovernmental transfers figure is the 

amount of funds needed by an LME/MCO to make any intergovernmental transfers required by law over the subsequent 24 

months.  

Observation:  The transfer is required by Session Law. 

(5) Projected operating loss figure. (Table 9) – The projected operating loss figure is the projected net loss for an 

LME/MCO over the subsequent 24 months. In projecting the net loss for an LME/MCO, the Department shall use the prior 

12 months net loss of the LME/MCO adjusted for any changes in single-stream funding, intergovernmental transfers, or 

other factors known to the Department that will impact the LME/MCO's net loss over the subsequent 24 months. If a net 

profit is projected for an LME/MCO, then this figure is zero.  

Observation:  The projected operating loss figure includes reinvestment spending that is consistent with a submitted 

reinvestment plan.   The Department will use the most recent data available to forecast projected revenue and expenses.  

6 
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Due to Standard Plan implementation that is scheduled to launch February 2020, any impact to shifts in population will be 

accounted for in future quarterly reports.  

 

(6) Reinvestment plan figure. (Table 11) – The reinvestment plan figure is the amount required for all qualifying 

expenditures contained in an LME/MCO's reinvestment plans over the subsequent 36 months. 

 

Observation:  The reinvestment plans submitted by the LME/MCO are recommendations to their respective Boards and 

have not yet been approved by their Boards.    

 

(b) Solvency Range. (Table 13) - Upon calculation of the solvency range for each LME/MCO required by subsection (a) 

of this section, the Department shall compare the cash balance of each LME/MCO to its solvency range. For purposes of 

this subsection, the cash balance shall consist of the total of the LME/MCO's cash and investment balances, including its 

Medicaid Risk Reserve, as reported on the LME/MCO's most recent balance sheet. Upon comparison of an LME/MCO's 

cash balance to its solvency range, the Department shall take one of the following actions:  

 

(1) If an LME/MCO's cash balance is five percent (5%) or more below the lower solvency range figure or five percent (5%) 

or more above the upper solvency range figure, then the Department shall notify the LME/MCO and the Fiscal Research 

Division of the General Assembly of the comparison results. Within 30 days from providing notice to the LME/MCO, the 

Department shall develop, in collaboration with the LME/MCO, a corrective action plan for the LME/MCO. The corrective 

action plan must include specific actions, which may include changes to the LME/MCO's reinvestment plan, utilization 

management, and capitation or provider rates, to bring the LME/MCO's cash balance within the solvency range, as well as 

a time line for implementation of these actions.  

 

(2) If an LME/MCO's cash balance is neither five percent (5%) or more below the lower solvency range figure nor five 

percent (5%) or more above the upper solvency range figure, then the Department shall notify the LME/MCO and the Fiscal 

Research Division of the General Assembly of the LME/MCO's solvency range for the quarter and the Department's 

comparison of the LME/MCO's cash balance to this solvency range. No further action shall be required. 

 

Observation: The calculation includes Risk Reserve as part of the LME/MCO cash balance that is then compared to the 

solvency range. 

Recommendation:  In accordance with G.S. 122C-124.2(e)(3), the Risk Reserve’s use is limited to paying outstanding 

liabilities (unpaid claims) to Providers in cases of insolvency; it is not intended to be used for operating costs.   Because 

these resources are not allowed to be used for payment of non-service expenditure liabilities and, further, may not be 

accessed by the LME/MCO unless written consent is granted by DHHS, the Risk Reserve should be removed from this 

calculation. 
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LME/MCO Solvency 
Corrective Action Plan Review 

 

PLAN NAME:  

 REVIEW PERFORMED:   

 
CORRECTIVE ACTION PLANS OVERVIEW: 
 

This Corrective Action Plan template has three sections.  The first is where you document what you know about the area in need of 

improvement.  The second section is where you map out, step-by-step, how you are going to accomplish your goal of correcting the problem or 

making other improvements.  The third section is where you can write down the results of the Corrective Action Plan. 

This form can be printed and completed manually or downloaded as a Microsoft Word document and completed electronically.  This document 

is not protected.  Table cells will automatically expand to accommodate any amount of text.  Additional rows will be added if you hit the “TAB” 

key in the last cell of the last row of tables. 

 
CORRECTIVE ACTION PLAN (CAP) PROCESS: 
 

Step 1: The LME/MCO receives notification from the Department regarding non-compliance.  

Step 2: The LME/MCO submits the CAP to the Department. 

Step 3: Either the Department accepts the CAP and the LME/MCO is placed on a quarterly routine review cycle or an additional CAP is requested           

if information is lacking or incorrect.  

Step 4: The Department sends a letter closing the review or the LME/MCO is placed on accelerated monitoring.   
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SECTION I: DEFINING THE ISSUE 
 

Use this section to clearly define the problem or deficiency, how the activity should be done, where to go for information, and a broad overview 

of how you are going to make an improvement for that issue.  Use one CAP for each individual problem or deficiency. 

CORRECTIVE ACTION PLAN – DEFINING THE ISSUE 
Provide a clear, descriptive statement of each 
non-conformance problem / deficiency. 

 

What is the corrective action(s), including 
supporting documentation? 

 

How will ongoing compliance be maintained?  
Identity preventative measures that will be 
taken to improve or prevent occurrences of 
noncompliance.  
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SECTION II: DEFINING THE STEPS FOR IMPROVEMENT 
 

List the specific steps you will take to correct the problem and when they should be completed.   

• The Milestone should be a specific task to complete.  Each Milestone should progress logically toward the completion of the desired 

goal. 

• Although multiple people might work on a single step, there should be one person responsible for ensuring the step is done on time. 

• Designate a Due Date for the Milestone that is realistic and attainable. 

• Comments can be made at the time the CAP is developed and can be made as the work is done to mark progress. 

• If done electronically (i.e. in Word), you can add rows to this table by hitting the “Tab” key while in the lower right-hand cell. 

 

CORRECTIVE ACTION PLAN: DEFINING THE STEPS FOR IMPROVEMENT 
# 

Milestone 
Responsible 

[Name(s) & Title(s)] Date Due Comments 
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SECTION III: EVALUATING THE PROCESS 
 

Once all milestones have been met, evaluate the process.  Look for proof that the milestones were, in fact, completed, that the cause of the 

problem has been identified, and that the problem has been addressed.   

 

 CORRECTIVE ACTION PLAN: EVALUATING THE PROCESS 
X Results Comments 

 Acceptance  

 Provisional Acceptance  

 Rejection of the CAP 
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