
Medicaid State Directed Payments 

HCPF Tasks Related to Medicaid Managed Care Contracts  

under Current Federal Regulations 

 

After CMS approves a preprint, states must incorporate the directed payment arrangement 
into their managed care contract and rate certification.  

 

An actuary must certify that the capitation rates are sufficient to cover the reasonable, 
appropriate, and attainable costs of the services provided under the contract, a standard 
known as actuarial soundness (42 CFR 438.4(a)).  

 

SDP sections of rate certification and MCO contract must be submitted within 120 days 
after the payment start date 

 

 

1. Involvement of HCPF’s actuary 

Milliman will need to certify the amount of the Separate Payments to the MCOs/RAEs are 
“actuarially sound”. 

Status must submit revised rate certification for any changes in the capitation rate per rate 
cell for any SDPs regardless of size of change. 

Federal regulations addressing actuarially sound capitation rates are at 438.4 through 
438.7. 

The section of the SDP Preprint that describes actuarial certification is presented below: 



 

 

 



 

  



 
 

2. Contract amendments to incorporate SDP issues 

In its Final Rule, CMS required specific information regarding the SDPs that must be 
documented in each MCO contract. 

To ensure that managed care plans receive necessary information on the State’s intent and 
direction for the SDP, we are finalizing provisions that establish minimum documentation 
requirements for all SDPs and timeframes for submission of managed care contracts and 
rate certifications that incorporate SDPs (see sections I.B.2.e., I.B.2.k., and I.B.2.l. of this 
final rule for further details). We believe these requirements will help ensure that plans 
have sufficient and timely information to effectuate SDPs with providers. 

CFR  438.6(c)(5): 

(5) Requirements for Medicaid Managed Care contract terms for State directed payments. 

State directed payments must be specifically described and documented in the MCO's, 

PIHP's, or PAHP's contracts. The MCO's, PIHP's or PAHP's contract must include, at a 

minimum, the following information for each State directed payment: 

(i) The State directed payment start date and, if applicable, the end date within the 

applicable rating period; 

(ii) A description of the provider class eligible for the State directed payment and all 

eligibility requirements; 

(iii) A description of the State directed payment, which must include at a minimum: 

(A) For State directed payments described in paragraphs (c)(1)(iii)(A), (B), and (C) of 

this section: 

(1) The required fee schedule; 

(2) The procedure and diagnosis codes to which the fee schedule applies; 

(3) The applicable dates of service within the rating period for which the fee schedule 

applies; 

(4) For State directed payments that specify State plan approved rates, the contract must 

also reference the State plan page, when it was approved, and a link to the currently 

approved State plan page when possible; and 

(5) For State directed payments that specify a Medicare-referenced fee schedule, the 

contract must also include information about the Medicare fee schedule(s) that is 

https://www.ecfr.gov/current/title-42/section-438.6#p-438.6(c)(1)(iii)(A)
https://www.ecfr.gov/current/title-42/section-438.6#p-438.6(c)(1)(iii)(B)
https://www.ecfr.gov/current/title-42/section-438.6#p-438.6(c)(1)(iii)(C)


necessary to implement the State directed payment, including identifying the specific 

Medicare fee schedule, the time period for which the Medicare fee schedule is in effect, 

and any material adjustments due to geography or provider type that need to be applied. 

(B) For State directed payments described in paragraphs (c)(1)(iii)(D) of this section: 

(1) Whether the uniform increase will be a specific dollar amount or a percentage 

increase of negotiated rates; 

(2) The procedure and diagnosis codes to which the uniform dollar or percentage 

increase applies; 

(3) The specific dollar amount or percentage increase that the MCO, PIHP or PAHP 

must apply or the methodology to establish the specific dollar amount or percentage 

increase; 

(4) The applicable dates of service within the rating period for which the uniform 

increase applies; and 

(5) The roles and responsibilities of the State and the MCO, PIHP, or PAHP, the timing 

of payments, and other significant relevant information. 

(C) For State directed payments described in paragraph (c)(1)(iii)(E) of this section: 

(1) The fee schedule the MCO, PIHP, or PAHP must ensure that payments are below; 

(2) The procedure and diagnosis codes to which the fee schedule applies; 

(3) The applicable dates of service within the rating period for which the fee schedule 

applies; and 

(4) Details of the State's exemption process for MCOs, PIHPs, or PAHPs and providers 

to follow if they are under contractual obligations that result in the need to pay more 

than the maximum fee schedule. 

(D) For State directed payments described in paragraphs (c)(1)(i) and (ii) of this section 

that condition payment based upon performance: 

(1) The approved performance measures upon which payment will be conditioned; 

(2) The approved measurement period for those measures; 

(3) The approved baseline statistics for all measures against which performance will be 

measured; 

https://www.ecfr.gov/current/title-42/section-438.6#p-438.6s(c)(1)(iii)(D)
https://www.ecfr.gov/current/title-42/section-438.6#p-438.6(c)(1)(iii)(E)
https://www.ecfr.gov/current/title-42/section-438.6#p-438.6(c)(1)(i)
https://www.ecfr.gov/current/title-42/section-438.6#p-438.6(c)(1)(ii)


(4) The performance targets that must be achieved on each measure for the provider to 

obtain the performance-based payment; 

(5) The methodology to determine if the provider qualifies for the performance-based 

payment, as well as the amount of the payment; and 

(6) The roles and responsibilities of the State and the MCO, PIHP, or PAHP, the timing 

of payments, what to do with any unearned payments, and other significant relevant 

information. 

(E) For State directed payments described in paragraphs (c)(1)(i) and (ii) of this section 

using a population-based or condition-based payment as defined in paragraph (a) of this 

section: 

(1) The Medicaid covered service(s) that the population or condition-based payment is 

for; 

(2) The time period that the population or condition-based payment covers; 

(3) When the population or condition-based payment is to be made and how frequently; 

(4) A description of the attribution methodology, if one is used, which must include at a 

minimum the data used, when the panels will be established, how frequently those 

panels will be updated, and how the attribution methodology will be communicated to 

providers; and 

(5) The roles and responsibilities of the State and the MCO, PIHP, or PAHP in 

operationalizing the attribution methodology if an attribution methodology is used. 

(iv) Any encounter reporting and separate reporting requirements necessary for auditing the 

State directed payment in addition to the reporting requirements in paragraph (c)(4) of this 

section; and 

(v) All State directed payments must be specifically described and documented in the 

MCO's, PIHP's, and PAHP's contracts that must be submitted to CMS no later than 120 

days after the start date of the State directed payment. 

3. SDPs and MCO MLR 

In its Final Rule, CMS provided direction on how to incorporate SDPs into MLR: 

Numerator:  SDPs made by a managed care entity to a provider should be counted 
as incurred claims 

Denominator:  payments from the State to a managed care entity should be counted 
as premium revenue. 

https://www.ecfr.gov/current/title-42/section-438.6#p-438.6(c)(1)(i)
https://www.ecfr.gov/current/title-42/section-438.6#p-438.6(c)(1)(ii)
https://www.ecfr.gov/current/title-42/section-438.6#p-438.6(a)
https://www.ecfr.gov/current/title-42/section-438.6#p-438.6(c)(4)

