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About Actuarial Soundness  

Actuarial soundness rules for Medicaid 
payments to managed care organizations 

(MCOs) assure rates are developed fairly and 

adequately based on specific criteria. If an 
MCO’s rate is actuarially sound, the plan will 

receive proper reimbursement for services 
provided and populations served. This, in turn, 

encourages continued participation in Medicaid 

by MCOs, improving continuity of coverage and 
access to care for Medicaid enrollees. 

Actuarial soundness is established in section 
1903(m)(2)(A)(iii) of the Social Security Act. The 

Omnibus Reconciliation Act of 1981 required 
capitated payments to risk-based MCOs to be 

actuarially sound.  

 
Medicaid rules at 42 CFR §438.4 define sound 

capitation rates as providing “for all reasonable, 
appropriate, and attainable costs that are 

required under the terms of the contract…for 

the time period and the population covered.” 
These regulations mandate CMS to review and 

approve capitation rates, which must:  

▪ Be developed using actuarially sound 

standards,  

▪ Be sufficient for populations and services 

covered within the contract,  

▪ Meet specific requirements on MCOs, PIHPs, 
and PAHPs as defined in §§438.206, 

438.207, and 438.208, and above all,  

▪ Be calculated so that these entities can 

“reasonably achieve a medical loss ratio …of 

at least 85 percent for the rate year.” 

The Importance of Actuarial 
Soundness During the 
Pandemic  

The unprecedented crisis presented by COVID-

19 places an inordinate amount of stress on the 

entire health care system, including the Medicaid 
program and the providers and health plans that 

serve it. Analysis shows that Medicaid and CHIP 
enrollment has grown by nearly 15 percent, or 

10.5 million. Current enrollment exceeds 80 

million.  

The recent surge in Medicaid enrollment brings 

into stark relief the need to maintain actuarially 
sound rates for Medicaid health plans. Far from 

being a “plan-only” issue, failure to pay 

actuarially sound rates has a direct impact on 
reimbursement rates paid by a plan to the 

networks of providers that deliver benefits to 
enrollees. If rates are not actuarially sound, 

plans that are contractually obligated to provide 
benefits to enrollees must do so at rates that 

would force them to curtail provider 

reimbursements and potentially remain unpaid 
for other state-mandated requirements. In such 

a scenario, providers either accept inadequate 
payments – a common critique among 

policymakers who are concerned about Medicaid 

access – or drop out of the network altogether. 
Without a robust provider network, enrollees will 

have difficulties accessing their Medicaid 
benefits and plans cannot meet minimum access 

requirements. If enough providers drop out of 
networks, it is impossible for health plans to 

deliver benefits – leading to a “death spiral” in a 

Medicaid managed care program that could 
force plans to withdraw from participation 

altogether.  

http://www.communityplans.net/
https://www.kff.org/coronavirus-covid-19/issue-brief/analysis-of-recent-national-trends-in-medicaid-and-chip-enrollment/#:~:text=Data%20show%20that%20Medicaid%2FCHIP,by%2010.5%20million%20or%2014.7%25.&text=Over%20this%20period%2C%20all%20states,29.2%25%20(Figure%202).
https://www.medicaid.gov/medicaid/program-information/medicaid-and-chip-enrollment-data/report-highlights/index.html
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Inadequate rates put managed care 
organizations in a no-win situation by forcing 

them either to reduce benefits or underpay 
providers, which could destabilize the network. 

This would be particiuarly detrimental during the 

COVID-19 pandemic.  

Threats to Actuarial 
Soundness During and Prior to 
the COVID-19 Pandemic 

To address the pandemic, the Centers for 
Medicare and Medicaid Services (CMS) approved 

1135 waivers for all 50 states and U.S. 
territories, granting permission for flexibilities 

allowable only after the President declares an 
emergency or disaster under the Stafford Act or 

the National Emergencies Act and the Secretary 

of HHS declares a public health emergency. 
These waivers can temporarily waive or change 

Medicaid, CHIP, and Medicare requirements to 
guarantee availability of health care goods and 

services to those enrolled in these health care 

programs. The waivers also help ensure provider 
reimbursement and allow provider exemption 

from sanctions.  

In 2020, four states asked CMS to use 1135 

authority to waive actuarial soundness. New 

York’s and Minnesota’s waivers proposed 
suspension of actuarially sound Medicaid 

managed care rates for all plans and contracts 
in 2020 and 2021. New York justified the 

request by stating that “the State with plans and 
their actuaries [can] best determine how to 

[deal with] COVID-19 and its associated 

requirements regarding cost-sharing, telehealth, 
and other access requirements will impact plan 

financial performance.” Washington and 
Wisconsin also requested waivers of actuarial 

soundness with the stated goal of protecting 

small and vulnerable providers, such as 
behavioral health providers, during the 

pandemic.  

While CMS did not approve these states’ 

requests to waive actuarial soundness using 
1135 authority, there may be additional avenues 

for waivers of actuarial soundness. During the 

Trump Administration, CMS released the Healthy 
Adult Opportunity (HAO) initiative, which 

allowed states to implement block grant or per 

capita cap arrangements under Section 1115 
authority.  In addition, this guidance encouraged 

states to waive most Medicaid managed care 
regulations, including actuarial soundness 

requirements. While states would be expected 

to maintain actuarially sound MCO rates, they 
could request a waiver of CMS’ review to prove 

the soundness of rates. The initative also 
granted further flexibility for managed care 

regarding network adequacy, access to care and 
availability of services. The reduction in federal 

oversight presented a risk that states would cut 

payment rates, leading to diminished network 
adequacy and access to services. CMS has taken 

action to revoke or review waivers approved 
under the HAO.  

In May 2017, Florida proposed an amendment 

its 1115 Managed Medical Assistance waiver to 
eliminate federal review and approval of 

certified Medicaid managed care rates. 
Ultimately, CMS did not approve Florida’s 

actuarial soundness waiver. In November 2019, 
Tennessee submitted a waiver amendment to 

TennCare II, which proposed to convert 

payments for its Medicaid program to a modified 
block grant. The amendment also sought to 

waive “Federal approval… for actuarially certified 
capitation rates paid to managed care 

contractors.” CMS approved TennCare III (which 

subsumed TennCare II) in early January 2021. 
However, the Biden Administration reopened the 

waiver to public comment, and CMS approval is 
again currently pending. 

ACAP Plans’ Experiences with 
Rate-Setting Before and 
During the COVID-19 
Pandemic  

In April 2021, ACAP conducted a survey of 

Safety Net Health Plan members to explore 
actuarial soundness and rate setting practices 

before and during the pandemic. In total, 30 

ACAP plans from 17 states participated. Plan 
experiences varied in terms of rate changes. 

Sixteen plans reported that eight states reduced 
MCO rates during the pandemic; 14 plans from 

12 states reported their states did not reduce 
rates. Rate reductions varied across plans, 

including among plans serving the same state, 

https://www.medicaid.gov/state-resource-center/disaster-response-toolkit/federal-disaster-resources/entry/54067
https://www.medicaid.gov/state-resource-center/disaster-response-toolkit/federal-disaster-resources/entry/54067
https://www.medicaid.gov/state-resource-center/disaster-response-toolkit/federal-disaster-resources/entry/54071
https://www.medicaid.gov/state-resource-center/disaster-response-toolkit/federal-disaster-resources/entry/54022
https://www.medicaid.gov/state-resource-center/disaster-response-toolkit/federal-disaster-resources/97716
https://www.medicaid.gov/sites/default/files/Federal-Policy-Guidance/Downloads/smd20001.pdf
https://www.medicaid.gov/sites/default/files/Federal-Policy-Guidance/Downloads/smd20001.pdf
https://ccf.georgetown.edu/2021/02/17/biden-administration-withdraws-medicaid-work-requirements-guidance-and-more/
https://www.flgov.com/wp-content/uploads/2017/03/31717.pdf
https://www.tn.gov/content/dam/tn/tenncare/documents2/Amendment42FinalVersion.pdf
https://www.tn.gov/content/dam/tn/tenncare/documents/tenncarewaiver.pdf
https://www.medicaid.gov/medicaid/section-1115-demo/demonstration-and-waiver-list/83206
https://www.communityplans.net/wp-content/uploads/2021/09/FINAL-actuarial-soundness-survey-slides-081221.pdf
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from .5 percent to 8 percent; variations within 
states are likely due to plans covering different 

populations or participating in different 
programs.  

Most rate reductions occurred from July 2019 to 

December 2020. A majority of plans reported 
that states reduced rates retroactively; 12 plans 

from four states reported retroactive reductions, 
while five plans from five states reported no 

retroactive reductions during the pandemic. Nine 
plans took no action in response to these 

reductions, but four plans reported making 

changes as a result of rate reductions: 3 
implemented hiring freezes, and 1 plan delayed 

hiring for non-essential positions. 

ACAP also asked plans whether states 

implemented risk corridors during the pandemic. 

Twenty plans from ten states answered that 
their state instituted a new risk corridor, while 

nine plans from seven states indicated their 
states did not. 

ACAP asked plans whether they amended rates 
for their provider networks during the pandemic. 

Thirteen plans reported making provider rate 

changes, while 17 plans reported no rate 
changes. Every plan that modified provider rates 

reported increasing those rates; increases 
ranged from five to 30 percent across several 

service types, such as mental health outpatient 

services, primary care providers, specialist 
providers, and long-term care services. Most of 

the reported increases are temporary. A majority 
of plans responding (27 out of 29) also reported 

that their states did not modify MCO rates to 

account for an increase in telehealth services 
during the COVID-19 pandemic. 

In general, surveyed plans feel that their states’ 
rate-setting processes are generally transparent. 

Out of 27 plans that answered, 19 plans gave 
their states a rating of 6 or above out of ten, 

with 10 being the most transparent and 1 being 

the least transparent. Eight states, however, 
gave their states a rating of five or below. 

 

 

 

Additional plan responses regarding state rate-
setting practices include:  

• Nine plans reported their states 

implemented health plan rate reductions 
based solely on budgetary 

considerations without other clear 

justification. 

• Thirteen plans reported their states 
reduced health plan rates that were 

previously approved by state or a state-
contracted actuary. 

• Fifteen plans reported their states used 

efficiency factors based on less-than-
transparent data.  

• Only three plans reported their states 

allowed the efficiency factors to be 

benchmarked to any current plan. 

• Seven plans reported their states set 
efficiency factors that were not realistic 

or achievable by any plan in the state. 

• Eight plans reported their states carved 
in new services and used questionable 

offsetting reductions to eliminate 

increases in rates. 

• Three states reported their states 

carved in new services with 

questionable/not transparent rates. 

• Twenty-two plans from 10 states 
indicated their states pay rates that are 

as low as actuarial soundness 
requirements will allow. 

Of 28 respondents, 17 plans felt that there are 

certain services for which rates have generally 
been inadequate or not actuarially sound, 

including pharmacy/single preferred-drug list, 
private duty nursing services, and dental. 

Populations for which plans felt rates are not 

adequate or actuarially sound include HIV 
positive people, patients with substance use 

disorder, the Medicaid expansion population, 
and managed long-term care patients. 

Three-fourths of plans reported approaching 
their states with questions regarding actuarial 

soundness.  
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Conclusion 
The dramatic disruptions to the workforce 

caused by the pandemic and the Medicaid 

maintenance of effort requirement attached to 
the Medicaid funding increase in the Families 
First Coronavirus Relief Act have added millions 
of individuals to the Medicaid rolls. Over 80 

percent of people in Medicaid receive coverage 

through MCOs. Accordingly, maintaining an 
actuarially sound rate-setting process is 

essential to a stable Medicaid managed care 
program. Ensuring that Medicaid managed care 

plans receive actuarially sound capitation rates 
will ensure that plans can viably cover the needs 

of Medicaid enrollees and appropriately 

reimburse providers for their services. Without 
such assurances, providers’ willingness and 

ability to participate in Medicaid may be 
jeopardized, threatening access to care for 

people on Medicaid. Ensuring that Medicaid 

managed care plan rates are actuarially sound 
is, therefore, an essential component of a 

strong, efficient, and effective Medicaid 
program. 

Waiving actuarially sound rates will only place 
an onerous burden on our nation’s safety net at 

a time when states should fairly compensate 

their Medicaid health plans. During this epochal 
pandemic, it is more important than ever to 

protect health plans and providers’ financial 
livelihoods through actuarially sound capitation 

rates. 

https://www.communityplans.net/wp-content/uploads/2020/11/Medicaid-Managed-Care-Infographic-Nov-2020_FINAL.pdf
https://www.communityplans.net/wp-content/uploads/2020/11/Medicaid-Managed-Care-Infographic-Nov-2020_FINAL.pdf

