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Executive Summary

The Maryland Insurance Administration (“the Adminggion”) engaged Oliver Wyman
Actuarial Consulting, Inc. (“Oliver Wyman”), to derm a review of the
Administration’s current actuarial rate review peeses for commercial comprehensive
medical health insurance products. The Adminisirats seeking recommendations for
enhancements to the current review process, witlytial of establishing an “effective
rate review program,” which will be prescribed agsult of the Affordable Care Act
(ACA). This work was funded by a Premium Rate Remigrant awarded to the State of
Maryland by the US Department of Health and HumarviSes (HHS).

The Administration’s goal for the project was teesigthen protections to Maryland
health insurance consumers while maintaining tiheesoy of health insurers and
facilitating a competitive marketplace. In this oefp we provide recommendations to
assist the Administration in meeting this goal.

We began our work by reviewing current Marylandigtss, regulations, and regulatory
bulletins, as well as sample rate filings, a sunmynaédicurrent procedures, and various
reports published by the Administration. After ewing these items, we conducted on-
site interviews with key Administration staff ind®r to gain a better understanding of the
current rate review process. These discussiongeo\a! steps of the process — from the
Administration’s initial receipt of the filing tarfal approval or disapproval of the filing.
We focused our analysis primarily on the reviewdwmted to determine whether
proposed rates are reasonable in relation to enafid whether statutory minimum loss
ratios are expected to be achieved.

We then reviewed draft regulations released by Httsl “Rate Increase Disclosure and
Review.” These draft regulations establish a predesreviewing “unreasonable” health
insurance premium rate increases. The draft regokalso set out specific criteria for
evaluating whether a state has an “effective eagew program” in place. We compared
these requirements with those of the Administrasicarrent rate review program and
developed a list of changes for the Administratmeonsider making in order to
demonstrate to HHS that it has an “effective rateaw program” as defined in the
regulations.

Oliver Wyman Actuarial Consulting, Inc. 1
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We studied various financial measures that coulddmsidered when determining
whether a requested rate increase is justifiedaggéessed the feasibility of incorporating
these items into the rate review process and dpedla list of pros and cons for
including each item in the review. Some of the exath items are included in the current
rate review process for certain products, whileepottems are not incorporated into the
current rate review process. The examined itemghndre discussed in Chapter 6,
include minimum loss ratio requirements, admintsteaexpenses, surplus levels, pricing
margins, investment income and loss, and cost ton&nt and quality improvement
activities. We also discuss pros and cons of reguearriers to submit an annual rate
certification.

Since trend is typically the most significant drivé premium rate increases, we
discussed processes that carriers often use mastg trend. We also considered
options the Administration could use in assesdiegéasonableness of a carrier’s trend
assumption. In addition, our evaluation includedeaamination of external data sources
that the Administration could potentially use.

Next, we examined the data currently received te fiings, the manner in which it is
submitted to the Administration, and the formaivimch it is provided. We considered
the feasibility of implementing a standardized dataplate that all carriers could be
required to use. We also considered the use dediliag submission checklist. We
reviewed templates and checklists required in agteges and studied the requirements
for reporting rate filing data to HHS. We also fiieexamined data confidentiality
concerns that can arise when making this data gulavailable in order to increase
transparency.

Finally, we developed a series of recommendationghie Administration’s
consideration. In forming our recommendations, gmeained carefully focused on the
Administration’s goal for this project. We note tloair recommendations in this report,
including staffing requirements, are exclusivehe implementation of an enhanced rate
review program. Additional recommendations regagaginhanced consumer disclosure
are presented in another report under a sepamateacowith the Administration and are
not reflected here.

Key to our recommendations are changes that theifistmation would need to
implement in order to establish an “effective naeiew program” as defined by HHS.
These recommendations include additional data ieamsrate support that must be
provided for all individual and small group filingd/e make recommendations as to
additional standards that should be reviewed foh@aarket (individual, small group,
and large group) to determine whether rates asoredle in relation to benefits
provided. In addition, we provide a sample chetklfgdata items that the Administration
could require carriers to submit so the Administratvould have the data needed to
implement our recommendations.

Oliver Wyman Actuarial Consulting, Inc. 2
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Our recommendations cover issues related to deelmgses, advance notification to
consumers, documentation of procedures, and sgaffiollowing is a summary of our
recommendations:

= |Incorporate reviews of over- or under-estimatiopdr projections, reserve needs,
administrative expenses (including quality improegmexpenses), taxes and fees,
and risk-based capital into the review procesdlandividual and small group
filings, in order to gain acceptance as an “effectate review program” as defined
by HHS.

= |Incorporate a review of trend by major service gatg (separately for cost and
utilization) into the rate review process of allividual and small group filings —
again, to gain acceptance as an effective rateweprogram.

= Develop a standardized template for providing HH® & summary of reviews
conducted for rate increases deemed “subject iewgVto encourage consistency
across reviewers and filings.

= Perform enhanced reviews for all individual and bay@up filings, regardless of
whether they are deemed “subject to review” aneefiby the ACA.

= Perform enhanced reviews for both grandfatherechanegrandfathered policies in
the individual and small group markets, resultimgquity among Maryland
consumers and a consistent process for reviewlingdiin these markets.

= Continue performing large group reviews as theycareently being performed, with
the addition of requiring carriers to demonstrag the minimum loss ratio is
expected to be satisfied with the filed rates.

= Require carriers in the individual, small groupd darge group markets to
demonstrate that the minimum loss ratio is expetdde met at the market level
with the filed rates.

= To demonstrate that the loss ratio is expected tmét at the market level, consider
allowing carriers in the individual and large graunprkets to satisfy the requirement
by demonstrating that the products in a givendilime expected to meet the
minimum loss ratio requirement. If the productsha filing do not meet the
minimum, then the carrier would be required tounld experience of the other
products in that market to demonstrate compliantieeamarket level. In the small
group market, require carriers to demonstrate ciampe at the market level, as the
small group market is currently required to be gui@s one common pool for setting
base rates.

» In demonstrating prospective compliance with theimum loss ratio requirement,

apply traditional credibility methods, rather thtae credibility table in the federal
retrospective MLR calculation.

Oliver Wyman Actuarial Consulting, Inc. 3
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= Collaborate with the Health Services Cost Revieun@ussion (HSCRC) and the
Maryland Health Care Commission (MHCC) to deterntfioes the hospital rate
increases implemented by the HSCRC and the databzseatained by the MHCC
could be used to develop benchmark trends.

= Incorporate an evaluation of pricing margins irite teview process of all individual
and small group filings.

= Consider obtaining statutory authority to disapgroates for insurance carriers and
HMOs based on “any other relevant factors withid antside the State,” as
nonprofits currently have.

= Continue allowing carriers to file pre-approvecttdactors for up to one year.
Consider only approving factors that do not prodate increases that would be
deemed “subject to review” in the individual andatingroup markets.

= Do not require a new annual rate certification froanriers that file less frequently
than annually. (But do not eliminate any existiegtification requirements, such as
the small group annual actuarial certification.)

= Consider implementing a rate filing checklist thatriers can use in preparing
individual and small group rate filings — and pbssa separate checklist for large
group rate filings.

= Require certain data elements to be filed in areEgpreadsheet format.

= Require that all individual and small group rategjs to include the Part |
Preliminary Justification Rate Summary Worksheet.

= Consider requiring that all filings be submittedaiiigh SERFF (System for
Electronic Rate and Form Filing).

= Maintain existing requirements regarding how loegple the requested effective
date a filing must be submitted.

*= Maintain existing deemer requirements.

= Consider changing the advance policyholder notificeof a rate change from 40
days before the end of the grace period to 45 Hef@e the effective date of the rate
change, for insurance carriers and non-profithéindividual market. Maintain the
existing requirement to notify policyholders 45 ddefore the effective date of the
rate change for HMOs and all group carriers, resgiin a consistent requirement for
all rate changes.

Oliver Wyman Actuarial Consulting, Inc. 4
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= Consider hiring an actuary and an actuarial styderddition to filling the currently
open actuary position and addressing staffing sseiated to consumer transparency
initiatives not included in this report.

= Develop a procedure manual documenting the rateweprocess to promote
consistency among reviewers and facilitate traimhgew employees.

We recommend that all of these changes be implesdexst soon as reasonably possible,
recognizing that some time may be required to chioe necessary legislation and obtain
approval.

Caveats and Limitations

A significant portion of our analysis and subseduEvelopment of recommendations
was based on two sets of regulations for which freasions were not published at the
time this report was drafted. Interim final regidas published in thEederal Register
under the title “Health Insurance Issuers Implenmgniedical Loss Ratio (MLR)
Requirements Under the Patient Protection and A#ble Care Act” set forth new
federal standards for retrospective minimum lo#is requirements. A set of draft
regulations titled “Rate Increase Disclosure andi®e’ outlines proposed requirements
for an effective rate review program. Our recomnadiaths are based on the assumption
that final regulations, once published, will noffeli from these regulations in their
current form. While minor changes may not impacstr@eommendations, more
significant changes may.

Oliver Wyman Actuarial Consulting, Inc. 5
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2

Introduction

On March 23, 2010, the Patient Protection and Afibte Care Act (Pub L. 111-148)
(PPACA) and the Health Care and Education Recaticih Act (Pub L. 111-152)
(HCERA) were signed into law. Collectively, theyaralled the Affordable Care Act
(ACA). One goal of this legislation is to establelprocess for reviewing health
insurance premiums to protect consumers from rateases that are unreasonable,
unjustified, and/or excessive.

The Maryland Insurance Administration (“the Admingdion”) has engaged Oliver
Wyman Actuarial Consulting, Inc. (“Oliver Wyman') evaluate the Administration’s
current rate review processes for comprehensiverangial medical health insurance
products, to recommend enhancements, and to igemf new rate review processes
that are required due to the ACA. This work wagifethby a Premium Rate Review
Grant awarded to the State of Maryland by the UBdienent of Health and Human
Services (HHS).

The Administration’s goal for the project was teesigthen protections to Maryland’s
health insurance consumers while maintaining tiheesoy of health plans and
facilitating a competitive marketplace. The Admirasion asked us to recommend ways
to enhance its current rate review processes. &igw covered all types of health plans:
insurance carriers, non-profit health service plgmas-profits), and health maintenance
organizations (HMOSs) providing comprehensive mapedical policies.

Given that the term “health plan” is often useddfer to a plan of benefits offered under
a policy, throughout this report we will refer tomprofits, HMOs, and insurance carriers
collectively as “carriers.” In cases where we resfigecifically to insurance carriers
(separately from nonprofits and HMOs), we will dalém “insurance carriers.”

We caution the reader that a significant portiothis report is based on our
interpretation of federal regulations that were fireatl when the report was completed.

On December 1, 2010, HHS published interim fingutations to implement Section
2718 of the Public Health Service Act (PHSA). Thegerim final regulations were

Oliver Wyman Actuarial Consulting, Inc. 6
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published in thé&-ederal Registeunder the title “Health Insurance Issuers Impletimgn
Medical Loss Ratio (MLR) Requirements Under thedpatProtection and Affordable

Care Act.” These regulations outline requiremenét began to apply to carriers as of
January 1, 2011, regarding minimum loss ratiosthagotential for premium refunds.

On December 21, 2010, HHS published draft reguiatimplementing Section 2794 of
the PHSA, requiring HHS to establish a processdueiewing “unreasonable” increases
in health insurance premium rates. These draftlatigns were published under the title
“Rate Increase Disclosure and Review” and set petific criteria for evaluating
whether a state has an “effective rate review @agrin place.

Our recommendations are based on the assumptibfinthlaregulations will not differ
from these regulations in their current form. Whmenor changes may not affect our
recommendations, more significant changes may.

This report presents the results of our work angaias nine chapters and several
appendices.

= The Executive Summary is included in the first dkap

= This Introduction serves as the second chapter.

= Chapter 3 describes the data sources we usedftymesur analysis.

= In Chapter 4, we describe the current rate reviemegss used by the Administration
— based on our review of statutes, regulations regdlatory bulletins, and on in-
person interviews with Administration staff.

= Chapter 5 summarizes the recently released HH$ réi@idlations, which outline a
process for reviewing potentially unreasonable juemrate increases and establish
requirements for an effective rate review process.

= In Chapter 6, we discuss various items that coaldebiewed when assessing the
reasonableness of rate increases. We discussmutaas of using these methods
and information, and we provide observations orettgerience of other states that
use them.

= Chapter 7 includes a discussion of issues relatealté filing submission, including
process and data considerations.

= In Chapter 8, we discuss outside information saitibat the Administration may
want to investigate further as potential sourcesugment trend analysis. We also
consider the feasibility of comparing a carriersnd assumption with these data
sources.

= Chapter 9 includes our recommendations.

= Finally, the appendices contain exhibits and otteeuments referenced in this
report.

This report was prepared for the sole use of theyMiad Insurance Administration. All
decisions regarding the implementation or use wicador recommendations contained

in this report are the sole responsibility of théministration. This report is not intended
for general circulation or publication, or for apyrpose other than those that may be set

Oliver Wyman Actuarial Consulting, Inc. 7
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forth herein or in the definitive documentation guwant to which this report has been
issued. This report is intended to be read and asedwhole and not in parts.

There are no third-party beneficiaries with respecthis report, and Oliver Wyman does
not accept any liability to any third party. In paumlar, Oliver Wyman shall not have any
liability to any third party in respect of the cents of this report or any actions taken or
decisions made as a consequence of the resuliseadvrecommendations set forth
herein.

Oliver Wyman Actuarial Consulting, Inc. 8
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3

Data and Information

We collected a significant amount of informatiorpterform our review and develop our
recommendations for the Administration. The primdaya sources upon which we relied
were current Maryland statutes, regulations, agdletory bulletins, as well as
information about the current rate review procestbgred from on-site interviews with
key Administration staff. We also held conferenaétscwith the Maryland Health Care
Commission (MHCC) and the Maryland Health ServiCest Review Commission
(HSCRC) to gain an understanding of the data tiestd entities compile and the analysis
they regularly perform that the Administration niayable to use to enhance the rate
review process.

In addition to these sources, we used other pytdichilable information, including but
not limited to interim final regulations titled “ldéh Insurance Issuers Implementing
Medical Loss Ratio (MLR) Requirements Under thadPatProtection and Affordable
Care Act,” issued by HHS on December 1, 2010; degfulations titled “Rate Increase
Disclosure and Review,” published by HHS on Decen®ie 2010; information gathered
from the websites of insurance regulators of othiates; publicly available reports as
referenced in this report; general actuarial pples; and our knowledge of rate review
processes in other states where we currently gssieive previously assisted) with the
review of rate filings.

This report is based on information related todheent rate review process that the
Administration has provided to Oliver Wyman. In easvhere information that we
received was not completely clear, we asked theiAdtnation to clarify it. The

suitability of our analysis and recommendationsethels on the accuracy of this
information, as documented in Chapter 4 of thi®repf the information is found to need
revision for any reason, Oliver Wyman should bénéormed, and we reserve the right to
revise our analysis and recommendations accordingly

As noted in the previous section, the regulati@sased by HHS were not final when this

report was issued. Therefore, if final regulatidiffer from those upon which we relied,
our analysis and recommendations may not be valid.

Oliver Wyman Actuarial Consulting, Inc. 9
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4

Current Processes

In order to help the Administration enhance ite r&view process, we needed to gain a
thorough understanding of the current process.al'sod we completed the following
tasks:

= Reviewed the current insurance statutes, regukatenmd regulatory bulletins that
govern rate review authority

= Observed the current rate filing process from ime ta filing is submitted to final
approval

This chapter summarizes our observations and utagheling of the Administration’s
current rate review process. In addition, we complae Administration’s rate review
process with those processes undertaken by iniragalators in other states. The scope
of our review is limited to comprehensive major meatpolicies and may not apply to
other types of policies.

Current Rate Review Process

Oliver Wyman staff reviewed existing Maryland insace statutes, regulations, and
regulatory bulletins as well as a proposed revisioone of the relevant statutes. We
performed an on-site evaluation of the Administnas current rate review process for
comprehensive commercial health insurance prodDeisng our visit, we met with
Administration staff actuaries (from the Officetbe Chief Actuary) who currently
perform these reviews.

When discussing regulatory issues, we first desdhbse regulations that apply to all
companies and then describe any additional reqeinesrthat apply to only a subset of
companies. Therefore, we have divided the companieshree sub-segments, consistent
with Maryland regulations: insurance companiest{lfot-profit and non-profit), non-

profit health service plans, and HMOs (both forfgirand non-profit).

Oliver Wyman Actuarial Consulting, Inc. 10
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Rate Approval Authority

For insurance carriers, Maryland regulations regjthat the filing of a health insurance
form be accompanied by the filing of premium reteshe form. In addition, changes in
premium rates for a previously approved form mestiled at least 90 days (or 60 days if
the filing is for a rate filing for a new form) ke the change in rates is proposed to
become effective, and the proposed rates may naosde until they have been submitted
to and approved by the Commissiohd@hese requirements apply generally to all health
insurance forms issued under Insurance Articlde Ti5, Annotated Code of Maryland.

Nonprofit health service plans are subject to #wuirement that precludes them from
changing rates until the proposed change has hdsnitted to and approved by the
Commissionef.which is consistent with the general filing re@mirents. Since nonprofit
health service plans are also subject to the gerestaictions cited in the previous
paragraph, this requirement does not add any additrating and/or filing requirements,
nor any additional burden to these plans.

HMOs must file rates with detailed supporting adtlalata at least 60 days before the
date that the rate is proposed to become effettive.

Loss Ratio Requirements

The following minimum loss ratio requirements apfadyhealth insurance policies
delivered in Maryland:

Policy Type Minimum Loss Ratio
Individual conversion issued by 120%

insurance carriers and non-profit health
service plans
Individual non-conversion 60%
Small group 75%

The loss ratio requirements for individual non-cersion policies apply to all types of
carriers. The loss ratio requirements for individt@version policies apply only to
conversion policies issued by insurance carriedsreamprofit health service plans. HMO
conversion policies are subject to the same |dgs aa individual non-conversion
policies. Exceptions to the loss ratio requirenfentndividual non-conversion policies
exist for certain types of policies, such as aauigmly, fixed indemnity, short-term, and

! COMAR 31.10.01.022 and Insurance Article 12-203
2 nsurance Article 14-126(a)(2)

¥ COMAR 31.12.02.08A

* COMAR 31.11.01.09C

% Insurance Article 15-605(c)(2)

8 Insurance Article 15-605(c)(1)

Oliver Wyman Actuarial Consulting, Inc. 11
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others. The loss ratio requirements in the tabtealapply prospectively to the period for
which the requested rates would apply.

The Commissioner has the authority to require eestio file new, reduced rates if actual
experience results in loss ratios that are bel@nmimimums shown in the table above.
However, we note that on April 12, 2011, Governévi@lley signed into law SB 183/HB
170 Health Insurance — Conformity with Federal Laftective July 1, 2011. Among
other things, this law will require carriers in M&nd to demonstrate prospectively that
rates are expected to produce a loss ratio ohat B0% in the individual and small group
markets and at least 85% in the large group mawketn reported in the manner required
under the federal retrospective minimum loss ragiculations. The federal retrospective
minimum loss ratios are not calculated in the tradal method, which is typically
incurred claims divided by earned premium. Adjustteepply in the calculation such
that a traditional loss ratio that falls below 80, example, may equal or exceed 80% as
calculated according to the ACA. The federal rggemsive MLR is discussed further in
Chapter 6.

Additional Requirements

Satisfaction of the minimum loss ratio alone is sufficient to demonstrate the
reasonableness of proposed rates. In general)th resaurance policy form may be
disapproved if the form provides benefits thatareeasonable in relation to the premium
charged®

As with insurance companies and HMOs, rate filisgsmitted by a nonprofit health
service plan may be disapproved if the rates appdae excessive in relation to benefits.
However, current law clarifies that the Commissiromay consider the following when
determining whether to approve the rates for ndiitdealth service plans:

= Past and prospective loss experience

= Underwriting practice and judgment to the extemgrapriate
= A reasonable margin for reserve needs

= Past and prospective expenses

= Any other relevant factors

While the verbiage for insurance companies and rodiifhealth service plans specifies
that benefits must be reasonable in relation tpteenium charged, the verbiage for
HMOs specifies that rates cannot be excessiveeiaate, or unfairly discriminatory.

745 CFR 158

8 Insurance Article 12-205(b)(6)
® Insurance Article 14-126(b)(3)
1 COMAR 31.12.02.08D

Oliver Wyman Actuarial Consulting, Inc. 12
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Time Limits

For insurance carriers, the Commissioner has 96 ttagpprove or disapprove a rate
change filing, and 60 days to approve or disappeormew rate filing. The Commissioner
may also choose to affirmatively approve, or disape, a filing before the end of the
filing period ™

Rate filings submitted by nonprofit health servidans are subject to a 60-day waiting
period. A change in rates may not take effect @ttitlays after it is filed. If the
Commissioner requires additional information, thaatimg period begins again after that
information is provided. The Commissioner may appra rate change to take effect
before the end of the waiting period, or extendvitading period. If the Commissioner
does not disapprove a rate filing before the enth@fwaiting period, the filing is deemed
approved-

HMO filings become effective 60 days after recapthe filing if the Commissioner does
not digapprove the filing. Or, the Commissioner ralanother effective date for the
rates.

Notice of any increase in premium rates must beigeal to non-HMO policyholders of
individual policies at least 40 days before theitn of the grace period applicable to
the first increased premiuffiSince the grace period expires 30 days afterfthetive
date, notice of any increase in premium must beigea at least 10 days before the
effective date of the increase. For HMOs and fbcatlriers in the small group and large
group markets, a longer notification period is tieggt policyholders of individual and
group contracts must be notified of any increaggr@mium rates at least 45 days before
the change takes effett.(Note that for the 45-day notice, the notificatizeriod does not
include the grace period.)

Additional Filing Requirements

All carriers must submit a report, referred tolas health benefit plan report, to the
Commissioner by March 1 of each yé&mhe report must include the following
information for the prior calendar year:

=  Premiums written
=  Premiums earned
= Total incurred claims (including claim reserves)

1 Insurance Article 12-203(c) and COMAR 31.10.01.02A
12 Insurance Article 14-126(b)

13 Health-General Article 19-713(g)

Y COMAR 31.10.01.02R

!* COMAR 31.12.02.06!

18 |nsurance Article 15-605(a)
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= Total incurred expenses (including commissionsusstiipn costs, general expenses,
taxes, licenses, and fees)

= Loss ratio

= EXpense ratio

This annual reporting requirement provides the Cassioner with the data needed to
confirm whether minimum loss ratios are being mehke individual and small group
markets. As mentioned earlier, if the loss rati@skeelow the minimum, the
Commissioner has the authority to require the eatd file new, lower rates.

In the small group market, each carrier must alseah actuarial certification with the
Commissioner on or before March 15 of each yeag. adtuarial certification must state
that the carrier complies with the applicable srgadup statutes and has followed the
required rating practice.

Rate Review Process

Currently, the rate review process is performediayactuaries, with support from one
analyst. These three people are responsible ftwealth filings — including comprehensive
major medical insurance products (the subject ofreview) as well as other types of
health filings (specified disease policies, longrteare, etc.) that are outside the scope of
our review. The Administration is currently trying hire a third actuary.

The current process is very similar for individaad small group products. The primary
difference is that different minimum loss ratiopBp so the review of the experience is
relative to a different benchmark. The procesdfitsesimilar, so we describe it next for
both markets, except where otherwise noted.

Individual and Small Group Markets

When a filing is received, it is first comparedtie prior filing for the same product or
products. In the small group market, each carmeregally files all products together, as
the products are required to be pooled for ratungppses. The actuary looks for
consistency in the reported experience within tmeent filing as well with previous
filings, and also tries to discern whether the Bment is stable or if the block is growing
or shrinking.

Carriers generally file whenever a rate changeeded. In the past, the Administration
has approved prospective trend factors, which welifdinate the need to refile until such
time that the previously approved trend factorsene longer applicable or the end of the
period for which they were approved, whichever os@arlier. The Administration
currently will approve prospective trend factors doly up to one year, after which rates
become locked in absent a request for a rate iseraa carriers generally file at least
annually. However, there is currently no requiretiierfile rates at least annually. The
timing of filings varies. The largest carrier iretmarket, CareFirst, files quarterly.

7 Insurance Article 15-1206(d)
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The filing must contain an actuarial memorandum suqgporting data to show that the
rates are adequate, not excessive, and not unfisdyiminatory. The memorandum
describes the assumptions and methods used taogebel rates, in accordance with
Actuarial Standard of Practice #8, “Regulatoryrigh for Health Plan Entities.” An
actuary from the Administration’s Office of the @hActuary (OCA) reviews the
memorandum to gain an understanding of the ratiethadology and identify whether

any part of the methodology or stated assumptippsars unreasonable, inconsistent with
prior filings, or unjustified.

The OCA actuary reviews the historical experien@ipled. Due to CareFirst’s sizeable
business, OCA allows the company to provide 12 oot experience with a given filing
while other carriers provide 36 months of expergergince CareFirst submits rate filings
for most of its products on a quarterly basis, Q@A historical CareFirst experience
information on file. The actuary transfers thead@t a spreadsheet to reconcile to the
carrier’s pricing. The arithmetic is checked touwesthat errors were not made in
determining the needed rate increase. The filimykhcontain sufficient details to enable
the OCA actuary to replicate the requested ratease by applying the trend and other
assumptions to the historical experience provided.

The experience data is also used to review higtiopatterns in enrollment among benefit
plans. This analysis is performed at a high levgain an understanding for how the
enrollment has changed over time.

The carrier's medical trend assumption is revieweateFirst is the only carrier in the
market that has credible data for trend analysseth@n Maryland-specific experience.
The Administration requests that the other carfeovide studies based on Maryland and
nationwide data (or other external data, such asegulata) to determine whether the
trends employed in the pricing are reasonable.d emsumptions are currently provided
by the carriers in aggregate and are not shownaehaby type of service, or separate
cost versus utilization trends.

To ensure reasonableness, the actuary reviewagtiggation provided for any additional
assumptions incorporated into the developmenttebraAssumptions are compared to the
assumptions that were used in the prior filingdentify any material modifications. If the
carrier has not provided enough support for theragsions, the actuary will ask for more
information.

The actuary reviews both the target and actuabticstl loss ratios to determine whether
the requested increase is reasonable and consigthrihe carrier’'s experience. The
carrier must demonstrate that the minimum losesadre anticipated to be met over the
future pricing period based on the actual expeaer the application of reasonable
assumptions.

The actuary reviews the carrier's annual healtrebeplan reports, evaluating three years

of experience. If the experience is consistentlgasrthe minimum, the Commissioner
may require the carrier to reduce rates prospdygtiVéis has not happened recently, as

Oliver Wyman Actuarial Consulting, Inc. 15



Recommendations to the Commissioner to Enhance Regulatory Review and Oversight Maryland Insurance Administration

the carriers have been meeting the minimum logsstathe Commissioner also considers
the credibility of the experience and the solveatthe carrier in deciding whether to
force a rate reduction.

Any time an assumption has not been sufficientjypsuted, inconsistencies are found in

the filing, or the actuary has questions aboufitmg, the actuary uses an objection letter
process to communicate with the carrier. Carrifienanodify the requested rate change
as a result of the actuary’s concerns that areddtsrough the objection letter process.

The OCA actuaries use a peer review process, inohasecond actuary reviews the filing
before an approval is granted.

When the actuaries determine that the rates am@wagige, the rate filing is approved
directly by the OCA. If the rate filing is for awdorm and is part of the new form filing,
then the actuary submits a Reviewer Note to tha f@viewer in the Life and Health
Division, informing that person that the rate revie complete and the rates are
approvable. A new form filing is not approved utidth the form review and the rate
review are complete.

Large Group Market

Carriers are required to file rating manuals aedds for the large group market. The
rating manual includes base rates and rating fethat are applied to develop the manual
portion of the premium for a given large group.

Large group filings are reviewed at a higher let&zlch filing requires 36 months of
historical data. The actuary reviews the exposuidaryland and nationwide. He or she
also reviews the trend and looks for justificationany changes to the trend assumption
as compared with the prior filing. Any changesabing factors must include justification.
The actuary reviews the target loss ratios, whyplrcally vary by group size. The actuary
generally looks for consistency within the filing well as with previous filings, and
verifies that changes to the assumptions and réictgrs have been adequately
supported.

If the actuary has questions about the filing,dhgction letter process is used to
communicate directly with the carrier. The apprguaicess is consistent with the one
described for individual and small group filings.

Comparison with Other States’ Authority and Processes

Rate Approval Authority

In general, most states have rate approval augitbiat differs based on the type of health
insurance product and the legal structure of timgfientity. As an example, most states
have little if any approval authority over largegp health insurance rates, whereas many
states have some oversight responsibility for iitdial health insurance rates. This differs
from the Administration’s current statutory ratgegpval authority. The Administration

has greater authority than most other statest, lzasi prior approval authority for rates in
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the individual and small group market and priorrappl authority over the large group
experience rating formula and factors.

Currently, more than 30 states have rate appraithbaty over individual health
insurance rates similar to the authority grantethéoAdministration. A large majority of
these states also have deemer clauses associttetiewate filing. These deemer clauses
generally range from 30 to 90 days (one state H&aday deemer clausB)A few of the
states with rate approval authority have limitscpthon their authority that vary either by
the legal structure of the filing entity (HMO, naofit, or insurance carrier) or by the rate
increase request. For example, the regulatory ggeridichigan has prior approval
authority over HMOs and the BlueCross BlueShiel@BS) plan but does not have prior
approval authority over other insurance carriers.

There are 14 states with a “file-and-use” policke¥ require health insurance carriers to
file rates for informational purposes, but thesgest do not have the authority to approve
rates. However, one of the states with a file-agelfolicy does require a significantly
higher loss ratio (80%) than is generally seeméindustry. Finally, a handful of states
do not require any rate filings for individual heésainsurance? The Administration’s
current authority over approval for individual hbahsurance rates is consistent with
most other states’ approval authority.

Roughly 25 states currently have prior approvahauity over small group health
insurance rates. In a few cases, the approval atti®limited by the legal structure of
the filing entity or by the size of the requestatkrincrease. The majority of the states with
prior approval authority also have deemer claugairements. The length of the deemer
clauses ranges from 30 to 90 days. Nearly 20 shates a file-and-use policy in the small
group market. However, about half of these statdg require carriers to file the actuarial
certification. Two states do not require any rdteds for small group health insurance
products’® The Administration’s current authority over smgdbup rates is more
extensive than that given to most regulatory agendlith the release of draft regulations
that require states to review small group ratedases in order to have an “effective rate
review program,” we anticipate that more state$ lvagin to review small group rates
and/or revise their statutes to require prior apgkauthority.

Only a very few states have the regulatory authaoitreview and approve rates or rating
factors charged to large employer groups. For tstates that review large group rates,
generally only the base rate, the rating formutal @ating factors (including trend) are

18 Under a “deemer clause,” if the state has notastea filing within the specified period, the mare “deemed” to be
approved. In practice, states will deny a filingh& deemer period is approaching and the filirgra been finalized.
In some instances, the state still has the authtaritetroactively deny a rate increase, even #fieideemer period has
passed, if the state discovers that the rate iserda@ not meet regulatory requirements.

19 http://www.statehealthfacts.org/comparetable.jsp2887&cat=7(Accessed May 18, 2011). We note that this source
should be used with caution, as it reflects a 3pedemer period in Maryland. However, this is thestrtomprehensive
source we have found for this information, and whee it gives an accurate, high-level view of thierent processes

in the states.

20 hitp://www.statehealthfacts.org/comparetable. jsp2@#88&cat=7(Accessed May 18, 2011). We note that this source
should be used with caution, as it shows a 30-@éayrer period in Maryland.
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reviewed and approved. Most states do not reviésgar rate increases in the large group
market.

There are many reasons that states have electedytbaggressive oversight of large
groups. One is the fact that large employers hame megotiating leverage with carriers —
generally on the administrative expense and peofitponent of the rate — than small
groups or individuals do. This ability to negotiaftigen results in multiple iterations, with
rates not being finalized until shortly before #iective date of the changes. This process
would not be compatible with the timing of raterfgs required for individual and small
groups. Second, a portion of the rate — which meag karge portion for larger employers —
is based on the employer’s own claims experients,Af the large employer and the
carrier agree on the rates, what role would a e¢guplay? If the large employer and the
carrier do not agree, the large employer can “wotk his feet” and switch carriers, which
happens regularly.

The large group health insurance market is mucternompetitive than the individual or
small group market when measured by the numbeairofecs participating. Also, large
employers always have the option of electing téfseld; this kind of leverage generally
is not available to small employers. The Administras current regulatory review
process for large group health insurance filingsase rigorous than that of most other
states.

Consumer Access to Rate Filings

The Administration currently does not post filingeeived on its website for public
viewing. A carrier can mark portions of the raten§ confidential, or in some cases,
request that the entire filing be treated as camfiil. While there are several states that
post rate filings on their regulatory websites, tradghe postings occur after the rate
filings have received approval. In other casegerson visits to the regulatory agencies’
premises are required to obtain a paper copy afoapq rate filings. However, many
states are moving toward greater transparency amd consumer-friendly access to rate
filings. Specifically, 42 states — including Margth— are planning to increase the
transparency of the rate review process and/or mmake information available to the
public in a consumer-friendly manrférin this respect, the Administration is consistent
with most states today.

Rate Hearings

The Administration does not regularly hold raterivegs for the health insurance rate
request changes. In our experience, this is camtistith the process used by most states
and regulatory agencies.

In those states that do hold rate hearings, mastedfiearings are held irregularly. They
are typically reserved for individual health inguca products. In general, the hearings are
held for cases in which the carrier, the enrollmerhe products, or the rate increase is

2L hitp://www.healthcare.gov/news/factsheets/ratesditarl (Accessed May 18, 2011).
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significantly large. Historically, a handful of s¢a (including Maine and Rhode Island)
have held rate hearings on a regular basis. In & sddnd, the Health Insurance
Commissioner is required to hold a hearing forvidiial health insurance rates offered by
service corporations. Rate hearings are held atptien of the Health Insurance
Commissioner for individual health insurance raitfsred by accident and health
corporations. In Maine, the Attorney General hasatthority to intervene and request a
public hearing for individual rate changes.

The filing review performed during the rate heamprgcess is usually very extensive and
typically includes a rate review by independentiagal experts.

Use of Loss Ratio Tests

Many states use loss ratio tests to determinegthgonableness of requested premium
rates, particularly in the individual market. Actiah staff at the Administration use a loss
ratio test in their review of all individual and alhgroup filings. The loss ratio test for
both markets examines rates for the period for wthey will be effective; a lifetime loss
ratio test is not applied. The actuary reviewsdheier's calculation and the development
of each assumption used for reasonableness anchagciA detailed calculation (in which
the State would obtain premium, claim, and membersiiormation and would
independently develop an estimate for each assams well as an estimate for
projected claims) is not performed. We find thas tigype of detailed independent
calculation is typically performed only in casesesa rate increase request prompts a
rate hearing.

Credible, product-specific data should be usethénldss ratio demonstration. The
Administration does not prescribe a credibilitynfaria that must be used by carriers. The
Administration prefers Maryland experience. If Marnd experience is not credible,
nationwide data for the policy form or a similarrfois acceptable. However, it is our
understanding that carriers do not generally adjasbnwide experience to Maryland rate
levels when performing the loss ratio test.

In general, tests we have observed in other statésdividual products are typically
lifetime loss ratio tests. The loss ratio test iarand is more stringent than in other
states, as Maryland carriers are required to detraiaghat the loss ratio test will be met
during the projection period. However, the tesess stringent than in states where a
lifetime test is coupled with a future loss ragstt as the test in Maryland would allow a
carrier with favorable historical experience to airthe target going forward. A lifetime
loss ratio test, by contrast, would require a eamtith favorable historical experience to
run below the target loss ratio in the future idearto achieve a lifetime loss ratio at least
as great as the target minimum. However, the fgdtead in Maryland — in conjunction
with the Commissioner’s ability to require futuede reductions if historical experience
results in loss ratios below the regulatory minimdiputs Maryland on par with states that
use a lifetime loss ratio approach.

The loss ratio test that Maryland applies for srgedlups is more rigorous than what we
observe in other states. Many other states douratmtly have prior approval authority
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for small group rates, and of those that do, mamgat apply a minimum loss ratio
requirement. Instead, they require only that ratesadequate, not excessive, and not
unfairly discriminatory.

For large groups, no loss ratio test is currenplyli@d in Maryland. Instead, rates are
reviewed for reasonableness, and the certifyingasigtmust attest that the rates are
adequate, not excessive, and not unfairly discamoiry. This level of review of large

group rates is consistent with what we observdherostates that review large group rates.
We find that most states do not currently reviesgéagroup rates, as groups of this size
are viewed as being more sophisticated — and kadtterto negotiate affordable rates.
Therefore, the Administration’s current level ofieawv for large groups is more stringent
than the levels we see in other states, and mongait than proposed HHS rules require.

Small Group Actuarial Certification

All small group carriers writing business in Manythare required to file an annual
actuarial certification. This certification is doretrospectively and confirms that the rates
that were charged in the prior year complied witariland’s small group rating rules.
This actuarial certification is almost universal fbates that have passed small group rate
reforms, which is the vast majority of states. Mafsthe states that do not currently have
prior approval authority over small group ratey i@h the small group actuarial
certification to ensure that rates are adequateexaessive, and not unfairly
discriminatory — although there are a few statas dlo not require this particular verbiage
as part of the small group certification and aleadt have prior approval authority.

Trend

The filed trend factors are reviewed for reasonass. This is consistent with our
experience in other states. If trends do not appezeonable, rate reviewers generally ask
for the analysis that supports the trends utilizéidtorically, regulatory agencies in other
states have not independently calculated medieatitralthough there are a few that either
do the calculations themselves or hire independetiaries to do them. Generally,
independent actuaries are hired to do the calomstivhen a rate hearing may be needed.
Most states today perform more general reviewsenitk (around the level currently being
performed by the Administration).

Credibility Methods

Currently, the Administration does not require tise of a standard credibility formula or
table in determining the level of credibility agsagl to a block of business or product. The
carrier must be able to provide support for thenfelea or approach employed in the filing.
In addition, once a carrier implements an appraadormula, the OCA requires the
carrier to continue using the same approach origeecan actuarial justification for
changing the approach. For example, if a carrieoshs to pool the experience from
several forms in order to establish a more credbkee for projection purposes, the carrier
must continue to pool the experience in the future.
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In our experience, most states that have rate appaoithority take an approach similar to
the one used in Maryland. No standardized cretilditirmula or table is specified; rather,
the states give the carrier flexibility in determigpthe pricing. The carrier must be able to
provide actuarial justification for the approackeds

In addition, states often require pooled formsatmain together in calculating future rate
increases. This important requirement preventsezarirom altering the rate development
process from filing to filing (which could lead tgaming” or to excessive volatility in the
experience used as a basis for developing the)rates

Credibility standards have been set in other tygdwealth insurance products. For
example, the Centers for Medicare & Medicaid Sa&awi(CMS) has established a
credibility formula for Medicare Advantage (MA) thia based on member months. In this
formula, 24,000 member months is determined taibg éredible. We are aware of a few
states that do prescribe credibility formulas fomprehensive health rate filings. For
example, Colorado defines full credibility as 2,000 years AND 2,000 claims. (The
lower of the two is taken as the measure.) Pantedibility is defined as the square root of
((actual exposure measurdife years or claims)/2,000).

Rigor of Current Process Relative to Those in Other States

There is a wide range in the intensity of rateeavapproaches currently used by state
agencies. For purposes of comparison, we present&tegories below to describe the
various levels of review rigor.

Level of Rigor Characteristics
State performs little or no review. Rates may hexifon a
1 “file-and-use” basis or may not be filed at all.igkevel

would include states such as Arizona and Georgia.

State performs some review of rates. For exampe, w
would include in this level states that have a pssdo
review individual rates, but do not review any sngabup
or large group rates.

State reviews individual and small group rates. iedwews
are comprehensive but do not generally result arihgs.

State uses rigorous rate review processes andcesfoate
levels. This level would generally include thos&teas that
review individual and small group rates, perform
independent actuarial analyses on most or allfilatgs,
and/or have a formal rate hearing process (sudhaase,
Rhode Island, and Vermont).

In our experience, the Administration’s approacheddewing individual rates is about
average in the intensity of review; the requirentaat an annual loss ratio test be met in
conjunction with the Commissioner’s ability to régua carrier with very favorable
experience to reduce rates is consistent with nstates that employ a lifetime loss ratio
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requirement. The review of small group rates isemordepth than average — given most
states do not have prior approval authority ovealsgroup rates — but falls slightly short
of the highly intensive reviews we have seen iryJew states, especially those where
rate hearings are held. With regard to large grotfgsAdministration’s current process is
much more intensive, in that most states do notatly review large group rates or
factors, even though the reviews of large groupsraerformed by the Administration are
not as rigorous as those for individual and smaug filings.

Given the current level of review for each comprediee major medical market segment
and type of carrier, we illustrate below where weéidve Maryland’s current rate review
process falls in the spectrum of rate review.

1 2 3 4
| | | C ] |
| | | L J |

ﬁ

Maryland
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5

Elements of an Effective Rate Review Program

On December 21, 2010, the US Department of HealthHuman Services (HHS)
released proposed regulations that implement Se2#84 of the Public Health Service
Act (PHSA), requiring HHS to establish a processéviewing “unreasonable” increases
in health insurance premium rates. The draft reguia also set out specific criteria for
evaluating whether a state has an “effective teew program” in placdt is important

to note that these criteria do not preempt or reglany existing State laws or rate review
processes; they are instead intended to build @ahamplement the State’s current rate
review processes.

In this chapter, we present a discussion of thes ikgulations — including the filings to
which they apply, rate increases that are subpect\tiew, the review process, and the
requirements for an effective rate review prograirthe time this report was prepared,
HHS had solicited public comments on the draft fagons.Final regulations had not yet
been issuedlherefore, our analysis in this chapter is basethese draft regulations; if
final regulations differ materially from the draéigulations upon which we have relied,
part or all of the discussion that follows may bbsequently determined to be invalid.

We also note that areas of the draft regulatioasabject to interpretation, and that
definitions are not included for some terms thatlddhave more than one meaning. While
these areas may become clarified with the finalilagns as a result of comments
received by HHS, our analysis was based on ourpratation of the draft regulations. As
a result, we have had to make assumptions in sogas.dn the following discussion, we
have attempted to call attention to these areaglaady indicate where assumptions have
been made.

Scope of Regulation

The proposed regulations would apply to non-grathéf@&d, comprehensive major
medical plans in the individual and small group ke#s. The definition of a small group
would follow current state law (two to 50 employéedlaryland), at least until 2014, at
which time we believe the range would need to beseel to one to 50 employees. In
states where such markets are not defined, thd gmal market would include groups
with 50 or fewer employees. It is our understandirgg in 2016 the range would be again
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revised to one to 100 employees in all states. We, immowever, that the draft rate review
regulations are not entirely clear on this issnehat small group is defined as follows:
“Small group market has the meaning given undeafiicable State’s rate filing laws,
except that where the State law does not definéetine, it has the meaning given in
section 2791(e)(5) of the PHS Act; provided howetleat for the purpose of the
definition, ‘50" employees is substituted for ‘10&hployees in the definition of ‘small
employer’ under section 2791(e)(4).” A literal reafchis definition appears to imply that
states in which the small group market is definey wontinue to use that definition.
However, given that small group rates inside theharge will need to be the same as
those outside the exchange beginning in 2014, awesh ghat ACA defines small group
within the exchange as one to 50 until 2016 andtordi®0 thereafter, it would seem that
states would need to revise their definition of Brgu@up accordingly.

The draft regulations indicate that the outlinedew® process does not apply to the large
group market. However, we note HHS has asked fblipaomment on whether the
review process should differ from the one appl@the individual and small group
markets if the large group market becomes subpeaview. HHS has left open the
possibility that such review could be applied te Brge group market in the future.

The regulations would apply to rate increades on or after July 1, 2011, in states that
currently require rate increases to be filed. Fates that currently do not require rate
increases to be filed, the regulation applies te irecreasesffectiveon or after July 1,
2011. These dates appear to be based on whetegiaratrequired to be filed, not whether
rates require pre-approval from the state. Furihappears that determination of the
effective date may apply at the filing level and abthe market level. However, we note
that these are our interpretations of the draftliegn. The draft regulation does not
specifically clarify these issues. If the final végtion is consistent with our current
interpretation of the draft regulation, all indival and small group rate requests in
Maryland filed on or after July 1, 2011, will belbgect to the new regulation.

Rate Increases Subject to Review

While Section 2794 of the PHSA requires HHS toladsth a process for reviewing
unreasonable rate increases, it does not speciy mbhkes a rate increase unreasonable.
Rather than predetermining the reasonablenespmipmsed rate increase, the regulations
seek to define a threshold for determining whetheate increase is “subject to review.”
Only after a rate increase meets the “subjectuewe’ standard will the review process
seek to determine whether the increase is unrebkorRate increases that are reviewed
and deemed unreasonable by HHS may still be implesdeby the filing carrier, unless
otherwise prohibited by state law.

The draft regulations set an initial thresholdH#S mandatory review of any rate
increase at or above 10 percent in 2011. Beginnirk12, state-specific thresholds may
be set based on “the cost of health care and hiealtinance coverage” in each state. HHS
will publish any state-specific thresholds by Septer 15 of the preceding year. If no
state-specific threshold is published for a stidte,10 percent threshold remains in effect.
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The draft regulations distinguish between a ratesiase and a premium increase —
defining a “rate increase” as altering the undedyiate structure of a policy form, while
defining a “premium increase” as an increase impuens paid by a policyholder.
Therefore, a premium increase can occur even witlioyi change in the underlying rate
structure. A good example is a policy that utiliaesattained age rating methodology.
Under attained age rating, as policyholders aggr gfremiums may increase even if the
underlying rate structure has not changed. Whitgi@® 2794 of the PHSA is stated to
apply to disclosure and review of unreasonabémiumincreases, HHS has interpreted
this to mean the underlying rates used to develepmjums. Therefore, it appears that the
10 percent or state-specific threshold appliehtanges in the rate structure (e.g., base
rates, trend, rating factors to adjust for beneiitd case characteristics), rather than
changes in premiums paid by any given policyholder.

In determining whether a rate increase meets aregdcthe 10 percent or state-specific
threshold described above, the regulation apgtieshreshold to the average increase in
rates for a specific “product” offered in the indival or small group market. “Product” is
defined as “a package of health insurance covdragefits with a discrete set of rating
and pricing methodologies that a health insurasseer offers in a state.” The rate
increase for a “product” is determined by calculgtihe “weighted average increase for
all enrollees subject to the increase.” The weighthis calculation are based on the
number of enrollees, rather than the amount of premThe proposed average increase
must be combined with any increases implementeithgltine 12 months before the
effective date when determining whether it meetsxmeeds the 10 percent or state-
specific threshold.

Review for Unreasonable Rate Increases

A rate increase that exceeds the threshold deskaibeve is subject to further review to
determine whether the rate increase is reasonfblstate has an “effective rate review
program” in place for a given filing type (e.g.dimidual HMO, small group non-HMO),
the state will perform the review and determinergssonableness. If the state does not
have what HHS has deemed to be an effective raiewgrogram in place, HHS will
conduct the review for that filing type.

Preliminary Justification

For a rate increase that is deemed “subject t@wevVithe carrier must submit
“preliminary justification” for the increase, regiess of who will perform the review. All
preliminary justification must be submitted in tRate Review Reporting Module of the
Health Insurance Oversight System (HIOS). Partglllaof the preliminary justification
must be submitted to both the state and HHS, atlidb&posted to the HHS website
immediately upon receipt. The preliminary justitica is intended to provide consumers
with a thorough description of the rate increaseluding the factors that the carrier
asserts justify the increase. The posting willune a disclaimer that the rate increase is
subject to review and has not been deemed unrdalsorart 11l of the preliminary
justification must be submitted only if HHS is parhing the review. In addition, only
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information deemed non-confidential will be postedhe HHS website. The draft
regulations include the following requirements:

Part | Justification — Rate Increase Summary -Must include data and a quantitative
analysis of the increase, including the following:

Historical and projected claim experience

Trend projections related to utilization, and seevor unit cost

Any claim assumptions related to benefit changes

Allocation of the overall rate increase to claindaron-claim costs
Per-enrollee per-month allocation of current argjguted premium

Current and projected loss ratios

Three-year history of rate increases for the prodasociated with the rate
increase

Employee and executive compensation data fromeh#thinsurance issuer's
annual financial statements

Part Il Justification — Written Description Justify ing the Rate Increase- A

written description of the rate increase, includamgexplanation of the rating
methodology, the most significant factors prompting rate increase, and the overall
experience of the policy.

Part Il Justification — Rate Filing Documentation — Specific, detailed
documentation, sufficient for HHS to conduct a esvito determine whether the rate
increase is reasonable. The following documentaseaquired:

Description of the type of policy, benefits, rendility, general marketing method,
and issue age limits

Scope and reason for the rate increase

Average annual premium per policy, before and dfierrate increase

Past experience, and any other alternative oriadditdata used

A description of how the rate increase was deteethimcluding the general
description and source of each assumption used

The cumulative loss ratio and a description of litowas calculated

The projected future loss ratio and a descriptioimosv it was calculated

The projected lifetime loss ratio that combines alative and future experience,
and a description of how it was calculated

The federal medical loss ratio standard in theiagple market, accounting for any
adjustments allowable under federal law

If the projected loss ratio is lower than the fedienedical loss ratio, a justification
for this outcome

The draft regulations indicate that HHS will prekera Preliminary Justification Form for
rate filings. At the time this report was preparedly adraft set of instructions anddxaft

Rate Summary Worksheet had been released. TheRutEtSummary Worksheet, which
serves as Part | of the preliminary justificatimmbased on the Medicare Advantage Bid
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Pricing Tool, but is significantly simpler. A copyincluded as Appendix A. In comparing
the draft instructions and draft Rate Summary Woelks to the requirements listed in the
draft regulations outlined above, we note the feilg differences:

= The requirements listed in the draft regulatiortBdate that the Part | preliminary
justification must include trend projections rethate utilization, and service or unit
cost. The draft Rate Summary Worksheet only reflgeind estimates in total (i.e., for
cost and utilization combined).

= The requirements listed in the draft regulatiortBdate that the Part | preliminary
justification must include employee and executivmpensation data from the health
insurance issuer’s annual financial statements.drag Rate Summary Worksheet
does not reflect this information.

Thedraft materials do not include a standardized repofftng for Part Il. Thedraft
instructions for completing the preliminary justdkion provide additional insight into the
components that must be included in the non-teahdiescription of the rate increase,
submitted as Part Il of the preliminary justificati Specifically, this description must
include:

= The scope and range of the rate increase, includmgumber of individuals affected
and the variation in the increase among individuals

» Financial experience for the product, includingieneary of past premium, claims,
and profit; a discussion of how the requestediratease will affect the product’s
financial experience

= Changes in medical service costs, including a dson of increases in cost and
utilization, and any other significant drivers afst

= Changes in benefits and a discussion of how theseges will affect the rate increase

= Administrative costs and anticipated profits, irthg a discussion of how changes in
these items will affect rate increases

If HHS Performs the Review

If a state does not have an effective rate reviesgnam in place for a given filing type,
HHS will perform the review . While HHS will reviethe rate increase and determine its
reasonablenesklHS does not have the authority to approve or disaype ratesHHS

will review the rate increase and deem it unreailenidit is excessive, unjustified, or
unfairly discriminatory. The regulations outlingefinition that HHS will use for each of
these terms.

= EXxcessive Rate IncreaseAn increase that causes the premium charged to be
unreasonably high in relation to the benefits ptedi Examples of rate increases that
could be deemed excessive are those where:

- The adjusted projected medical loss ratio is lotlvan the federal standard for the
market (however, it may not be considered exceskthe carrier can demonstrate
that the loss ratio is expected to be met acréggs@ducts in that market)

- Assumptions are not supported by substantial eciglen
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- Assumptions are unreasonable

= Unjustified Rate Increase: An increase for which the documentation provitted
HHS is incomplete, is inadequate, or otherwisedackasis on which to assess the
reasonableness of the increase.

= Unfairly Discriminatory Rate Increase: An increase that results in premium
differences among insured individuals within similiak categories that are not
permitted under applicable state law — or, in caggsre no state law applies, do not
reflect differences in expected costs.

The scope of such reviews would not include assgdbe reasonableness of the requested
rate increase, but would include assessing thenafdeness of the underlying rates and
methods. Specifically, the review would determirteether the anticipated claim plus non-
claim expenses are reasonable in relation to theflbe provided. Therefore, a rate
increase could be deemed unreasonable if it leapgsetniums that are not reasonable in
relation to the benefits provided.

Once the review is completed, HHS will post itsedigtination along with an explanation
of the analysis it performed on its website. HH®@ew should not delay the
implementation of a rate increase, as HHS has tiwaty to disapprove rates. Further,
since timing and implementation of rate increasesmaatters of state law, there will likely
be cases where rate increases are implementec bé¢ift® concludes its review.

If a State Performs the Review

If a state has an effective rate review prograndéssribed later in this chapter) the state
will perform the review. Carriers will be requiréal submit only Parts | and 1l of the
preliminary justification; however, state law ogtgation may require additional
information. Upon completing its review, the staté provide HHS with a summary of

the review and the state’s determination as to mérdhe rate increase is reasonable by
entering a short text narrative into the Rate Re\®Reporting Module of HIOS. HHS will
adopt the state’s determination. There are no pbeststandards that the state must use in
determining the reasonableness of a rate incrdasstate will apply its own standards as
long as they meet the requirements for an effectite review program.

Final Justification

If HHS has performed the review and has deemedatieancrease unreasonable, the
carrier may still implement the increase, as HH8sdaot have the authority to disapprove
rates. It is possible that in cases where the btgeerformed the review, a rate increase
may be deemed unreasonable, but the carrier mblggélly be permitted to implement

it. In these cases, the carrier will be requiredubmit final justification of the rate
increase to HHS in order to implement the increbissvever, this scenario will not exist
in Maryland, as the State currently has the authtwideny rate increases for all
individual and small group filings for which it heves the requested rates are
unreasonable.
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The final justification consists of carriers’ prdung a brief response to HHS’s or the
applicable state’s determination. It allows theriearto respond to the determination and
justify the rate increase to consumers. This infdram will be submitted through HIOS
and posted on the HHS website. The carrier with &ls required to post this information
prominently on its website, along with the publarfons of the preliminary justification
and the final determination. This information mreshain posted for three years. The
required format and location of the posting ondagier's website had not yet been
determined when this report was prepared.

If the carrier decides not to implement a rateease that has been deemed unreasonable —
or decides to implement a rate increase that mw#le applicable threshold (i.e., 10

percent in 2011, or possibly state-specific theezpf- this justification does not need to

be provided. However, if the carrier decides tolenpent a lower increase, but one that

still exceeds the applicable threshold, a new iiakary justification must be submitted to
both the state and HHS.

Potential for Multiple Reviews

The regulations do not appear to specifically asslmses in which a state has a rate
review program that is not deemed “effective.”gpaars that in these cases the proposed
rate increase could be reviewed by both the stetegf the state requirements in place)
and HHS. The carrier could be subjected to duplieaeviews of the same rate increase,
but required to submit different documentation arekt different standards under each,
with the potential for one regulator to deem the racrease reasonable while the other
deems it unreasonable. However, the HHS deterromatould not affect the carrier’s
ability to implement the rate increase, as thahirely a matter of state law.

Components of an Effective Rate Review Program

The proposed regulations set out specific criteniavaluating whether a state has an
“effective rate review program” in place. HHS widlview a state’s rate review processes
based on four criteria. For each of the criteria,dAscuss our opinion as to whether the
Administration’s current rate review process mele¢srequirement.

1. Whether the state has the legal authority to obtiita and documentation from
health insurers to conduct an effective examinadiod determine whether a rate
increase is reasonable.

The Administration currently has the authority éguire carriers to submit data and
documentation. It also has the authority to reviate increases in both the individual
and small group markets for all carriers. In ouinam, the State currently meets
Requirement 1 for both the individual and smallugranarkets.

2. Whether the state effectively reviews data and mhecuation provided in support of a
rate increase.
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Based on our review of the current processes ugdaebAdministration, it is our
opinion that the State currently meets this regu@et for all products in both the
individual and small group markets.

3. Whether the state reviews the reasonablenessiafrassumptions and the data upon
which those assumptions are based.

Based on our review of the current processes ugdlaebAdministration, it is our
opinion that the State currently reviews the reabteness of rating assumptions and
the data upon which those assumptions are baseg@pésable to current loss ratio
requirements. This review is currently performedbath the individual and small
group markets for all carriers.

However, the draft regulations prescribe 12 spedéms that must be reviewed in an
effective rate review program. The Administratioill weed to revise its current
process to ensure that each item is included imetiew for all products in the
individual and small group markets in order to destmte that they meet this
requirement for an effective rate review programmede 12 items are discussed in
detail in the next section.

4. Whether the state applies a standard (not necdgsanumerical standard) set forth
in statute or regulation when determining whetheat increase is unreasonable.

In our opinion, Maryland’s rate review currently et this requirement. In the
individual market, all products must currently sftia minimum loss ratio of 60%5.

In the small group market, all products must cuityesatisfy a minimum loss ratio of
75%% A new law SB 183/HB 170 Health Insurance — Conitywith Federal Law?*
effective July 1, 2011, will require carriers tonuenstrate prospectively that rates are
expected to produce a loss ratio of at least 80#eanndividual and small group
markets and at least 85% in the large group mawketn reported in the manner
required under the federal retrospective MLR caltahs®

HHS will judge whether a state meets the critebave based on documentation provided
by the state, a review of the state’s laws, andratiformation available to HHS. This
report could potentially serve as part of the doentation provided to HHS.

We note that HHS recently solicited public commamtwvhether a fifth criterion should be
added, that being whether the public has the glbdicomment on a potentially
unreasonable rate increase during the review psoétsvever, our understanding is that
at this time, HHS’s assessment will be based onlthe four criteria listed above.

2 |nsurance Article 15-605(c)(2)

2 |nsurance Article 15-605(c)(1)

2 http://mlis.state.md.us/2011rs/bills/sb/sb0183t.pd
%545 CFR 158
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Factors That Must Be Analyzed

In order to satisfy Criteria 3 in the list abovedarding whether the Administration
reviews the rating factors and the reasonablerfesssaomptions), 12 items must be
reviewed for each filing submitted. We expect tihat requested rates will be examined
much more closely than they are in most stateramae departments today. According to
the draft regulations, in order to be consideretefiective rate review program,” a state’s
program must include in its review an analysistdéast the following items that impact
rates:

Medical trend changes by major service category

Utilization changes by major service category

Cost-sharing changes by major service category

Benefit changes

Changes in enrollee risk profile

Impact of over- or under-estimating medical tremdgrior years
Reserve needs

Administrative costs related to programs that imprbealth care quality
Other administrative costs

10. Applicable taxes, licensing and regulatory fees

11. Medical loss ratio

12. Insurer’s risk-based capital level relative to oaél standards

CoNooO~WNE

The regulations do not require states to develdppendent estimates of these items; we
believe it will be acceptable for the Administratito review the carrier’'s development of
and support for these items. In cases where theweletermines that more support is
needed for an item, the Administration could at thme perform an independent estimate
if the appropriate data items are provided, ortaskcarrier to provide additional support
for its calculations.

The items in the preceding list are not explicigfined in the draft regulations. While the
intent for some items is relatively clear, we fetlers could arguably take on more than
one meaning. HHS could leave it up to the stateetme these items, or conversely, the
final regulations or final disclosure form couldpide clarification based on comments
received by HHS. We have reviewed draft instructiand the draft Rate Summary
Worksheet that HHS has released for submittingPtieéiminary Justification. These
documents provide some insight into how some itentise preceding list might be
defined, but the documents do not provide cleandeins for these items. Based on this
information, our experience developing rates, amdexperience reviewing rate filings for
regulators, we have developed reasonable expetsa®to how HHS might interpret the
items outlined above, or how the Administration Idauaterpret them if HHS leaves it up
to the states to define these iteths.

% pAgain, we note that these interpretations aredasethe information published to date. HHS's final
regulation could differ materially from our integtations.
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We discuss each of these 12 items in turn; howewehave combined items one and two
(due to their similarity), and we address them togeas one item below. Therefore, only
11 items appear in the list that follows. For egeim, we also describe whether — in our
opinion — the Administration’s current regulatiaesjuire carriers to submit the
information needed to perform the review, whetherAdministration is performing a
review of the item today, and in cases where tloessary data is not being required
today, any additional information that carriers \bneed to be required to submit in
order for the Administration to perform a revievatimeets HHS’s definition of an
“effective review.” The Administration does not cemtly have a set of standard data
submission requirements. Therefore, without sudgairement, carriers may or may not
provide all of the information needed to reviewshéems as part of the initial filing.
However, carriers are required to provide suppmrafl assumptions and any changes in
rating factors, and the Administration will requtieem to submit the necessary
information for review before approving the filingle describe only the additional data
that is needed here. Chapter 9 includes a compsalgerecommendation for rate filing
data requirements.

1. Medical Trend Changes and Utilization Changes by M@ar Service Category

= Major Service Category: The draft Rate Summary Worksheet requires a
breakdown of services into the following categariapatient, Outpatient,
Professional, Prescription Drugs, Other, and CapitaThe corresponding
instructions further clarify that the Inpatient a@dtpatient categories reflect
only facility charges at these locations. HHS appéaintend for carriers to be
required to provide trend analysis separately &mheof these categories.

= Medical Trend Changes. Given that utilization changes are presented as a
separate review item, it is likely that this iteefars to either the change in total
cost PMPM or the change in cost per service.

= Utilization Changes: This item likely refers to changes in statistiastsas
admits per 1,000 members or days per 1,000 menfdrelrspatient, scripts per
1,000 members for Prescription Drugs, and senpees.,000 members for all
other major categories.

= We expect that the trend analysis performed byerarwill be based on data
that has been normalized for the effects of chamgdemographics, benefits,
other rating factors, large claims, and seasonality

While the Administration currently reviews trendsasptions for reasonableness,
it is our opinion that the review process is notresough as HHS will require it to
be to qualify as an effective rate review programgputlined in the draft
regulations. Therefore, the Administration will dete implement this more
detailed review.

While the Administration is reviewing carriers’ tié assumptions, we do not
believe the data that carriers are submitting tadelpydes the type of data and
analysis the Administration will need to operatesffiective program. For
example, carriers are not providing trend factorsend analysis by type of
service, or separately for cost and utilizatiomdkeTherefore, the State may need
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to require carriers to submit trend and supporéinglysis by type of service,
separately for cost and utilization. CareFirstiss only carrier in the market that
has credible data for detailed trend analysis basddaryland-specific
experience. The Administration requests that therotarriers provide studies
based on Maryland and nationwide data, or otheareat data such as survey data,
to determine whether the trends employed in tha@mygiare reasonable. Since
detailed trend analysis would not be credible fariers other than CareFirst,
without further guidance or clarification from HH& believe it would be
reasonable to continue to reviewing trend in tidathese carriers. Part | of the
preliminary justification would likely show the santrend factor for each type of
service for those filings deemed “subject to review

2. Cost Sharing Changes by Major Service Category

= tis likely that this item refers to a requiremémat states review the actuarial
values of changes in cost sharing under the plais. dould refer to benefit
changes resulting from a carrier changing the bsnafder a plan (e.g.,
unilaterally increasing deductibles or copays)eAigatively, it could require
that benefit relativity factors are reviewed foagenableness. It is not clear
whether HHS would expect this review to occur va#th filing, only when a
carrier is requesting approval to change theseifscor only when the cost
sharing features themselves are changed. If HHS wloieclarify what is meant
by “cost sharing changes” in the final regulatiaihg, Administration will need
to decide which type of review should be conducted.

Current regulations do not specifically requirerieas to submit actuarial values or
benefit factors. While Insurance Article 14-126@)jii) does allow the
Commissioner to consider any other relevant factattsin and outside of the

State when determining whether to disapprove orifyoates for nonprofit health
service plans, information on actuarial valuesenddit factors is not regularly
considered today. Furthermore, the regulationdhatvs the Commissioner to
consider any relevant factors does not apply torarsce carriers or HMOs. In our
opinion, the reviews currently conducted by the Adstration meet this
requirement for an effective rate review.

3. Benefit Changes

» This item also has at least two potential meaniltgould mean that a state’s
rate review processes must verify that the histbegperience upon which
projected claims are based has been adjustedrentinenefit levels. In this
case, verification should be performed to ensuaiettie experience used to
develop trend estimates has also been normalizetddompact of benefit
changes. Alternatively, this could mean that agevof cost adjustments
applied to reflect newly mandated benefits (sucheag benefits required
under ACA) as well as reductions in the scope @toed services, unilaterally
imposed by the carrier (for example, eliminatiorcoverage for brand name
drugs) have been supported. If HHS does not clarfgt is meant by “benefit
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changes” in the final regulations, the Administatwill need to decide which
type of review to conduct.

If the intent is for a state’s rate review processclude a review of the claim
adjustments made to account for changes in underlyenefits, the development
of base rates should be reviewed to ensure thaxberience used to develop
them has been properly adjusted, and that the ptadihe base rate and the
benefit factors results in premiums that are realtanin relation to the benefits
provided. Most carriers in the small group markss a multiplicative rating
formula, whereby a base rate is multiplied by salexting factors (such as age
factor, area factor, benefit factor, underwritingd factor, and retention load
factor, as allowed) to arrive at the appropriaengum to charge. The
Administration’s review should verify that the exigace used to develop the base
rates has been normalized to reflect the risk ptegeby an individual or small
group with a 1.00 value for each factor. This iselby dividing by the average of
each factor effective during the period consisteittt the base experience. A
review should also be performed to ensure thataalaytions to or deletions from
benefits (e.g., mandated benefits) have been gdyoipeorporated.

A carrier’s trend development should also be reegwo ensure that the
experience used has been normalized for chandengfits, as well as
age/gender, area, and morbidity (if these are alldgvrating factors) to ensure that
these effects are not double-counted, once in @@ddagain in applying these
factors in a carrier’s rating formula.

In our opinion, the Administration’s current reviemweet this requirement for an
effective rate review.

4. Changes in Enrollee Risk Profile
= As with benefit changes, the draft regulations daeluire a state’s rate

review processes to verify that historical experéenpon which projected
claims are based has been adjusted to reflectraatiaed enrollee risk profile.
In this case, verification should also be perforreednsure that the experience
used to develop trend estimates has been normdtizedderlying changes in
the risk profile. This would, at a minimum, includese aspects of the
insureds’ risk profiles that can be separately sté through the rating process
(e.g., age). Furthermore, since an industry-widle aidjustment process will
not be employed until 2014, and many carriers -e@gfly smaller carriers —
do not employ robust risk adjustment models, ieasonable to expect that
changes in average rating factors (rather thaskaadjustment mechanism)
would be used to adjust the data.

Given that most carriers do not have sophisticptedictive modeling software to
assign risk scores, and state-wide risk adjustpegrams (which may eventually
assign risk scores) are not likely to be estabtisimgil 2014, we think these risks
can be measured by looking at changes in age fatwl area factorand can be
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used as a proxy for changes in risk profile ingh@ll group market. In the
individual market, changes in these factors as agtthanges in the average
duration (i.e., how long the policy has been ireeff can be used as a proxy for
changes in risk profile. In our opinion, the reveegurrently conducted by the
Administration meet this requirement for an effeetrate review.

5. Impact of Over- Or Under-Estimating Medical Trends in Prior Years
= This likely refers to a rate correction that is ee@ due to inaccuracies in prior

trend estimates. Carriers would need to show teakalown of the rate
increase into components (i.e., over- or underegton in prior rate, trend,
changes to administrative expense loads, profiddpather), as this
information may not otherwise be readily appareonfthe filed data.
Reasonableness of the over- or under-estimatiopooent could be checked
via an actual-to-expected analysis. The draft Bat@mary Worksheet
requires carriers to report the prior estimaterofgrted net claims embedded
in the “current” rate as well as a current estintdtprojected net claims for the
“current” rate. The “current” rate is defined as tiate in effect 12 months prior
to the proposed effective date of the rate increase is assumed to represent
the 12 months following that date. This actual-xpected analysis in the draft
Rate Summary Worksheet is limited to claims, anesdmot include
administrative expenses and profit.

We could not find any requirements for carriersabmit information related to
prior rating inaccuracies. Therefore, the currequirements will need to be
revised to include this analysis. Carriers will cié@ submit an actual-to-expected
review of claims, comparing claim projections franprior filing to actual

emerged experience. If a significant correctiobasg requested due to prior
inaccuracies, further scrutiny should be applietheodevelopment of current trend
rates.

6. Reserve Needs
= This likely refers to an analysis of the reserveduded in the carrier’s

incurred claim estimates. This type of review woeitgsure that the reserves
used in developing rates are not excessive. Insararticle 14-126(b)(3)(ii)
does allow the Commissioner to consider a reasemahlgin for reserve needs
for nonprofit health services plans when deterngmitether to disapprove or
modify rates; however, reserve estimates for pgigarposes should not
include significant margins.

Current regulations do not specifically requireriaas to submit information
related to developing incurred but not reportedhtleserves. Where claims are
separated between the paid portion and the pdtietirepresents a reserve, the
Administration does review the information for reagbleness.

We believe carriers could be required to submintdgpaid to date and their
estimate of incurred claims on a monthly basigtiermost recent 36 months.
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Using this information, the Administration couldagmine the completion estimate
applied to the base period experience. If the cetigyl appears unreasonably high
or unreasonably low, the monthly experience coeldi®ed to further examine
completion at the monthly level.

The Administration could develop a standard agaimsth to measure these
completion factors for general reasonableness.e@ample would be to develop a
two-dimensional grid, where one axis contains tinalper of months in the
experience period examined and the other the nuofbmonths of payment
runout. Recognizing that speed of payment will uayycarrier, each cell could
contain a reasonable range of anticipated complégictors. The table might look
similar to that below.

Months of Claims Runout
1 2 3 S R R

AIWIN|F

Months in Experience Period

12

7. Administrative Costs Related to Programs That Improve Health Care Quality
= We believe this item refers to a review of any exgss related to quality
improvement programs that are included in develppiojected claims.

Carriers may wish to include the cost of prograha improve health care quality
as an incurred claim cost in the development af tla¢es, as they will be allowed
to include these costs in the numerator of theredd@LR calculation. Therefore,
our understanding of this review item is that trdAnistration is expected to
review these costs for reasonableness. Since thenistration is not performing
this type of review today, its process as welltaslata submission requirements
will need to be modified.

Carriers should be required to provide supporafoy expenses related to quality
improvement programs that are included in develppiojected claims. Since the
statutory statement has been revised to includ&dpplemental Health Care
Exhibit for purposes of calculating the federal MLtRe Administration could
require carriers to compare base period and pexgjestpenses included in the rate
filing with those in the carrier's most recent Slgopental Health Care Exhibit.
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8. Other Administrative Costs
= We believe this item is relatively straightforwatlde regulator is expected to
review the development of anticipated costs (sschemeral administrative
expenses and commissions) to determine whethex #meeunts are consistent
with prior financial results and whether projectdinges are fully supported.

Carriers are not currently required to provide infation regarding administrative
expenses. The draft Rate Summary Worksheet fdeainel preliminary
justification, which must be submitted for ratenfgs deemed “subject to review,”
requires carriers to report administrative expeiseggregate for both the base
period and the projection period. However, HHS waubt require this
information to be submitted for all increases fdrieth the Administration
conducts an “effective rate review” (i.e., all ngrandfathered individual and
small group filings).

Therefore, the State will need to revise its ratensission requirements to ensure
that carriers are required to submit this informatior review for all non-
grandfathered individual and small group filingsdanot only those “subject to
review” as defined by HHS. Carriers should be rezgfito submit actual expenses
for a period corresponding to the base period fmedaims experience, including
identifying those that are covered by surplus antddirectly supported by current
premiums, as well as those anticipated during tbgegtion period. This
information should be required for all individualdasmall group filings in
categories similar to the following, with suppast the change in each item.

= Salaries, wages, employment taxes, and other eeglognefits
= Commissions

= Taxes, licenses, and other fees

= Cost containment programs / quality improvemenvaies

= All other administrative expenses

The Administration could then review the changéhese expenses on a PMPM
basis for reasonableness. If the increase in eggdos a given category is outside
expected norms, the carrier could be required @wige additional information to
support the assumption.

9. Applicable Taxes, Licensing and Regulatory Fees
= We believe this item is straightforward — the regoit is expected to verify that
amounts for these items included in rate develop@menappropriate.

Currently, the Administration does not separatelyiew the level of taxes,
licensing and regulatory fees included in rate tlgwaent. The filing requirements
will need to be revised to include the requirentergrovide support for any taxes,
licensing and regulatory fees involved in rate dewament. The Administration
could review these taxes and fees relative to tstatwequirements found in Title
6 of the Insurance Article of the Code of Maryland.
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A cursory review would be sufficient, as the Admsination already applies a
minimum loss ratio requirement as well as a requénet that rates be “not
excessive, not inadequate, and not unfairly disc@atory” for purposes of
determining whether premiums are reasonable itioal#o benefits.

10. Medical Loss Ratio

= Since the listing above refers to factors that neséxamined under a state’s
effective rate review program, the medical lossrslhould be reviewed for
compliance with any loss ratio requirements inctligestate statutes and
regulations, rather than the federal MLR requiretsien

= HHS may want states with effective rate review paogs to review the
medical loss ratio in relation to the federal ML&juirement, even though a
state’s statutes and regulations may not requirgecato prospectively meet
the federal loss ratio requirement. This may bdritent, given that the Part Il
preliminary justification (which must be providddHHS performs the review)
requires that if the projected loss ratio is lotvemn the federal MLR, a
justification for this outcome must be provided.

The Administration currently reviews projected logsos for compliance with
statutory requirements for both individual and drgedup filings. In the individual
market, all products must satisfy a minimum log®raf 60%?2’ In the small

group market, all products must satisfy a minimosslratio of 75%° A new law,
SB 183/HB 170 Health Insurance — Conformity witlu&el Law (effective July
1, 2011), will require carriers to demonstrate pexsively that rates are expected
to produce a loss ratio of at least 80% in theviddial and small group markets
and at least 85% in the large group market, whparted as required under the
federal retrospective MLR calculatioffs.

In our opinion, the Administration’s current procees meet this requirement for
effective rate review (in markets where the Adntnaison has authority to review
rates).

11.Insurer’s Risk-Based Capital Level Relative to Natnal Standards

= Itis unclear whether states would need to addR&XS levels that are too low, too
high, or both. To our knowledge, there are no maictandards fagxcessivdiRBC
levels. We anticipate that either HHS or the NAIGuld need to issue a national
standard for states to conduct this review. Untihtional standard is issued, one
potential standard fanadequateRBC is a stated multiple of the Authorized
Control Level (ACL) under the NAIC Risk-Based CapiBystem. It seems
reasonable that something greater than 200% of wQlld be an appropriate
benchmark to trigger further examination to enshat the risk-based capital is not
inadequateas 200% of ACL is the level at which some typeemhedial action is

27 Insurance Article 15-605(c)(2)
2 Insurance Article 15-605(c)(1)
2945 CFR 158
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taken. For BlueCross BlueShield plans, a minimunCR&tio of 375% must be
maintained to remain in good standing, and a mininaf 200% must be
maintained for continued use of the associatiaaddemark.

= An examination of the trend in the RBC ratio coalslo be intended. In 2009, the
NAIC introduced the Health RBC trend test (RBCaasi less than 300% and the
combined ratio is greater than 105%), and failarmeet this test could be used as
a trigger for further review, such as a requesfif@ncial projections; however,
the Administration may feel a different threshadnore appropriate. Carriers
falling below the determined threshold could beurssfl to provide additional
support to demonstrate that rates aremadequaten light of low RBC levels.
This could entail completion of financial project®similar to those currently
required for HMO rate filings.

While Insurance Article 14-126(b)(3)(ii) does allthe Commissioner to consider
any relevant factors within and outside of the &talhen determining whether to
disapprove or modify rates for nonprofit healthvess plans, the current
regulations do not specifically require carrierstdmit information on their RBC
levels in their rate filings. The MIA has ready ass to this information since
carriers must include this in their annual statyfdng submitted to the
Administration.

The NAIC Risk-Based Capital System is focused dweswy and therefore does
not provide an upper threshold for RBC levels. Weaware of one study
(conducted for the Pennsylvania General Assembtyslagive Budget and
Finance Committee) that attempts to develop uppets| for RBC levels.
However, that study focuses on not-for-profit pleersd the results may not be
appropriate for other plans.

Specific to the State of Maryland, in December @&, Group Hospitalization and
Medical Services, Inc. (GHMSI) engaged Millimanguantify an optimal surplus
target range within which GHMSI should strive teeoste® Milliman'’s report
indicated a target surplus range of 750%-1050%&RBC ACL level for
GHMSI. In a similar report for CareFirst of Marynnc. (CFMI), Milliman
recommended a target surplus range of 900%—1200bed2BC ACL levef’ In
2009, the Administration performed a study to eatditand recommend the
appropriate amount of surplus for CFMI and GHM%As a result of this study,
the Administration’s consultant recommended a raxf@®25%—1075% for CFMI
and 700%—-950% for GHMSI. In October of 2009, GHM8gaged The Lewin
Group to perform a study similar to the one perfedrby Milliman>3 The Lewin
report recommended a range of 750%—-1000% for GHM®Wvever, these studies
take into account many unique characteristics dlC&nd GHMSI that preclude

%0 hitp://www.mdinsurance.state.md.us/sa/documentsiditReport2008.pdf

31 hitp://www.mdinsurance.state.md.us/sa/documentifih Testimony11-19-09.pdf

32 hitp://www.mdinsurance.state.md.us/sa/documentstéxReporttoMIA-10-30-09FINAL.. pdf

33 http://www.mdinsurance.state.md.us/sa/documentshReport2009.pdf
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the results from being used as benchmarks for atrelers in the State.
Incorporating upper RBC thresholds applicable tepimfit insurers becomes
more problematic in that a for-profit carrier casiy reduce its RBC levels by
distributing these funds to stockholders or pacenporations in the form of
dividends, or by repurchasing stock.
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6

Considerations for Determining the Reasonableness of

Rate Increases

In this section, we describe various financial nuees that could be considered when
determining whether a requested rate increaseiiga. We discuss pros and cons of
incorporating each of these items into the ratesreyprocess, from the perspectives of the
consumer and the Administration. In our experiencty a few of these items are
included in the rate review process of most staiesvever, as we discussed in Chapter 5,
most of these items will need to be included irfeffective rate review program” as
defined by HHS. Therefore, most of these items pritlbably be reviewed by most states
in the near future.

Loss Ratio Requirements

In Chapter 4, we discussed the loss ratio testsatieacurrently used by the
Administration’s actuarial staff for individual arstnall group products. As discussed in
that chapter, until the passage of SB 183/HB 1#tidfwwill become effective July 1,
2011), carriers were required to demonstrate trggigsed premiums for any individual
policy were expected to generate a loss ratio t&fast 6096

Until SB 183/HB 170 was passed, carriers were reduio demonstrate that proposed
premiums for any small group filing were expectedénerate a loss ratio of at least 75%.
While most states do not currently require thatiees satisfy a minimum loss ratio
requirement in the small group market, there denestates that currently apply a loss
ratio requirement. The following table shows theimium loss ratio requirements that
apply in the small group market of some samplestat

34 3B 183/HB 170, Health Insurance — Conformity Wigderal Law, requires that premiums reflectedlings

effective on or after July 1, 2011, be expecteprtmluce loss ratios equal to or greater than tménmim loss ratios set
forth in the ACA for individual, small group, andrge group policies. More details of this bill @iscussed later in this
chapter.
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State Minimum Loss Ratio
Colorado 709
Florida Greater of initially filed or 65%
Maine 75% (78% if guarante€d)
Minnesota 75%
New York 829%°
Rhode Island 80%

States vary in whether a refund is required ifabeial loss ratio for a given period falls
below the minimum.

The ACA now requires that individual and small grqaroducts meet an MLR of 80%,
and that large group products meet an 85% MLR, oredsetrospectively on a calendar
year basis in 2011 (transitioning to a rolling 3ybasis by 2013). The MLR loss ratio
requirements apply to the aggregation of all polaryns within a given market (e.g.,
individual, small group, and large group), state] gegal entity.

The ACA MLR is not strictly the common incurrediates divided by earned premium
loss ratio. Rather, specific adjustments are altbteeboth the incurred claims and the
earned premium amounts. For example, expendituregtivities to improve health care
quality are added to claims in the numeréi®tate taxes, assessments, and federal taxes
are subtracted from premiums in the denominatdrefoadjustments apply as well (e.g.,
credibility as well as adjustments for product fuibs consisting of higher-than-average
deductibles). The effect of these adjustmentsasdhrriers may have a traditional loss
ratio (incurred claims divided by earned premiuhgttfalls below the minimum but
exceeds the federal MLR after adjustments are niathee MLR is not met for a given
calendar year, as measured on a retrospective Umsg actual experience, refunds must
be paid.

The ACA does not explicitly require that the MLR $sgtisfied on a prospective basis.
However, as we discussed in Chapter 5, one of HE@isiderations for determining
whether a requested rate increase is excessivieether the MLR is expected to be met
prospectively. However, this requirement appliely avhen HHS performs the rate

% http://www.dora.state.co.us/insurance/regs/4-2-dfi(ccessed May 18, 2011).
% https://www.flrules.org/gateway/notice_Files.asp26082894(Accessed May 18, 2011).
37 http://www.mainelegislature.org/legis/statutes/2dtia24-Asec2808-B.htm{Accessed May 18, 2011).

38 https://www.revisor.mn.gov/statutes/?id=62A.q&tcessed May 18, 2011).

%http://public.leginfo.state.ny.us/LAWSSEAF.cgi?QUERY PE=LAWS+&QUERYDATA=$$ISC3231$$
@TXISC03231+&LIST=LAW+&BROWSER=EXPLORER+&TOKEN=156872+& TARGET=VIEW
(Accessed May 18, 2011).

“Ohttp://www.ohic.ri.gov/documents/Insurers/Regulatitegulation11smallemployerins/1_Regulation%201
1%20Final.pdfAccessed May 18, 2011).

41 Activities to improve health care quality are gefly defined as activities that increase the Itk@bd of desired
health outcomes that are objectively measured avdlpe verifiable results and achievements. Themsgs associated
with these activities exclude expenses billed fmcated by a provider for care delivery.
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review, unless a state adopts the same requirei@esn. on a prospective basis, similar to
the retrospective refund calculation, the MLR isleated by HHS across all policy forms

within a market, state, and legal entity. Theredadederal requirement for a single policy

form to meet the federal MLR.

In light of the new federal requirements, manyesatre considering whether their current
loss ratio requirements need adjusting. Considmratinclude the following:

1. Should lifetime loss ratio requirements in the undiuial market continue to be applied
on a lifetime basis or be changed to an annuas®43ihis does not apply to Maryland
since it does not have a lifetime loss ratio rezuient.)

2. Should minimum loss ratio requirements be mainthetecurrent levels or changed to
be consistent with the federal level?

3. Should an incurred claims divided by earned prengafoulation be maintained, or
should the federal calculation be adopted?

4. Should loss ratio requirements be applied at thieyform level or the market level,
across all policy forms?

On April 12, 2011, Governor O’Malley signed intaM&B 183/HB 170 Health Insurance
— Conformity with Federal Law, effective July 1,120 Among other things, this law
requires that carriers in Maryland must demonspabspectively that rates are anticipated
to produce a loss ratio of at least 80% in theviiddial and small group markets and at
least 85% in the large group market, when repartéde manner required under the
federal retrospective MLR calculatioffsPassage of this law has addressed questions 2
through 4 above, enabling Maryland to focus onitfy@ementation considerations.

The new law does not appear to address whetherddility adjustment detailed in the
retrospective MLR formula should be applied whewealigping rates for future periods, or
whether a traditional actuarial approach (blenagirgerience that is not fully credible with
a manual rate) can be used to achieve fully credikperience upon which to base the
rates. Therefore, we discuss this issue furthérerfollowing section.

MLR Credibility vs. Traditional Actuarial Approach to Credibility

The federal MLR requirement includes a credibifitjustment intended to address claim
variability of smaller carriers. The credibility jadtment adds percentage points to the
initially calculated MLR. The additional percentgugnts vary by the number of life-
years covered by the carrier, and were developdlat@n insurer that charges premium
intended to produce an 80% MLR will pay a rebass llknan 25% of the time. The
credibility adjustment was intended to reduce the@nce that a carrier would be required
to pay a rebate simply as a result of random feation

4245 CFR 158

3 The actual credibility factors adopted reflect ¥ percentile, which means the probability of claineing above or
below that target loss ratio due to random fluétureis 50% in each case. When the credibility adjest is
incorporated, the probability of paying a rebateelsoattributable to random fluctuation is redute®5%. It is
important to note that the credibility adjustmersttde purpose is to try to minimize the risk asatsd with random
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Using credibility to determine whether a rebatpagable under the ACA is very different
from using the traditional actuarial approach wheweloping rates. Actuarial Standard of
Practice #25 states, “The purpose of credibilitygedures is to blend information from
subject experience with information from one or ensets of related experience when the
subject experience does not have full credibilitprder to improve the estimate of
expected values™ Rates are typically developed from a credible datace. When the
experience underlying the block of business forclwhiates are being developed is not
fully credible, a manual rate is blended with tegsl than fully credible experience
(hereafter called the subject experience) to aatwe credible data source. There are
various ways an appropriate manual rate could keldeed:

1. It could be developed by pooling the Maryland eigreze of all of the carrier’s policy
forms for the corresponding market.

2. It could be developed by pooling all of the carsexperience for the same policy
forms nationwide. If nationwide experience is ugbd,nationwide premium must be
adjusted to reflect Maryland rate levels.

3. It could be defined as the target MLR (80% or 88%pending on the market).

There are several reasons to use the traditioedllslity adjustment methodology (rather
than the MLR credibility) when projecting claimaward, and developing premiums
based on those projections:

= The credibility adjustment factors included in &R regulations were not intended
for use in developing rates. Applying such factordevelop rates would not result in
rates that represent the"5percentile, or expected costs, but rather somgthigher.
This is because the credibility adjustments oudliimethe MLR regulations were
developed to result in a rebate being paid less #8586 of the time when premiums
developed are intended to produce an 80% MLR.

= Application of the MLR credibility adjustment is‘ane-tailed test.” The credibility
adjustment will always result in an addition to thss ratio calculated from the subject
experience. The more traditional approach (whiemti$ the subject experience with a
manual rate) follows a mean reversionary approabgoretically, the manual rate
should be expected to produce a loss ratio cloieettarget MLR. If the subject
experience reflects costs that are higher tharetheftected in the manual rate,
blending the higher emerging experience with thaumarate will reduce the
projected claims (and the corresponding projeated tatio). Conversely, if the
subject experience reflects costs that are lowaar those reflected in the manual rate,
blending the lower emerging experience with the maanate will increase the
projected claims (and the corresponding projeated tatio). This reflects the
theoretical purpose of credibility — to adjust exgece that varies from the expected
results because of random fluctuation back towlaecekpected, or norm.

events. It does not consider any risks associatédmisstatement of other rating factors such esdr changing
utilization patterns by age, etc.

4 hitp://www.actuarialstandardsboard.org/pdf/asopp@85 _051.pdf
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= If the subject experience reflects costs that aylkdr than those reflected in the
manual rate, the MLR credibility adjustment apptoadll always result in a higher
rate increase being justified than the traditiagdroach, all else being equal. This is
again because the MLR credibility approach alwagsiits in adding a positive
adjustment to the projected loss ratio based osubgct experience, while blending
the poor subject experience with a manual rateredllilt in reducing the projected loss
ratio based on the subject experience. (Again,asssimes that the manual rate will
produce a loss ratio close to the target loss.jatio

= |f the subject experience is expected to produossratio less than the target MLR,
the results of the two approaches will vary depegdion how far below the target the
loss ratio is.

- If the expected loss ratio of the subject experasdelow the target loss ratio, but
by an amount less than the MLR credibility adjustiméhe MLR credibility
approach will result in no change in rates or alsimerease (no greater than the
amount of the credibility adjustment), while blemglithe subject experience with a
manual rate will always result in a rate decreasedrequired, all else being
equal. This is because the addition to the lo$s uaider the MLR credibility
adjustment pushes the loss ratio based on thectubjperience above the target
MLR, while blending the subject experience with thanual rate (which produces
a loss ratio close to the target MLR) will resulta loss ratio that remains less than
the target MLR.

- If the expected loss ratio is below the target lag® by an amount greater than
the MLR credibility adjustment, both methods witbduce a rate decrease. As the
subject experience falls further below the targéRyithe MLR credibility
approach will result in a larger required rate dase.

= From a purely actuarial perspective, the traditionathod is preferred since it is based
on mathematical credibility theory studied over years.

However, if the goal is to align the premium depsh@nt with the rebate calculation, then
adopting the MLR approach would better accompliss. fThis would also result in
requiring all carriers to use a common credibilélle to demonstrate compliance with the
loss ratio requirement. If the MLR approach is yskdn the credibility adjustment should
be applied to the actual experience of all poliaethe market for that legal entity (and
not experience that has been blended with naticmaidther experience), to avoid
adjusting for credibility twice.

Application of the MLR Requirement at the Policy Form vs. Market
Level

The federal MLR requirement will be applied retresiively at the market level. This is
inconsistent with many existing state regulatiomsciv require that loss ratio tests be met
at the policy form level. Current Maryland statutguires that the loss ratio tests be
applied at the health benefit plan lef&The newly passed Health Insurance - Conformity
with Federal Law requires that carriers developgdhat meet the federal MLR loss ratio

%5 Insurance Article 15-605(c) — reference to “heaknefit plan level” in this article has been ipteted by the State as
meaning “market level.”
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requirements at the market level. However, for cletemess we discuss pros and cons to
requiring the test be met at the policy form lex@isus the market level.

Apply the MLR Requirement at the Policy Form Level

The pros of this option (cons of application at thenarket level) include:

= Since the loss ratio is applied at the form leitad|lows the Administration to mitigate
subsidization across products.

= The filing would not need to address the projeeegerience of the carrier’s other
forms in the same market.

= Theoretically, if each policy form meets the MLRetaggregation of all policy forms
within that market for that legal entity should méee MLR.

= Carriers are accustomed to supporting rates orb#ss in the individual market and
providing the necessary data to the Administration.

The cons of this option (pros of application at thenarket level) include:

= In cases where current loss ratios are above 80%ofoe forms and below 80% for
others, requiring the MLR requirement to be metefach form could result in large
rate increases for some forms while others wouddire large decreases to bring the
loss ratio for each form closer to 80%. While s would not be required to
increase rates for forms that exceed 80%, carcul need to increase rates for those
forms to maintain overall profitability levels smthe forms that fall below 80%
would have to have their rates reduced. This coeddlt in disruption in the market.
This is probably more of an issue in the individomrket where the previous
minimum loss ratio was 60%.

= This application is inconsistent with the fedeetlospective requirement.

= This application is inconsistent with the prelinmpdirections supplied by HHS
pertaining to filings HHS would review.

= Current small group rating requirements alreadyl fuoexperience of all products, so
filings are already essentially prepared and reggkan an aggregate market level
basis.

= Carriers often do not have the same target logsf@tall products. For example,
fixed administrative costs represent a higher pgrogpremium for lower priced
products than higher priced products. Requiringiea to meet an 80% loss ratio on
each policy form may require some products to slibsithe administrative expenses
of other products. Or, carriers could cease oftglinwver cost products resulting in less
affordable options for consumers.

= Requires quality improvement expenses, taxes asebasients to be allocated to each
policy form. Carriers do not currently do this amduld not be required to do this for
the federal calculation. Carriers may be able ltlucate these items to products in a
manner that is most favorable to the carrier aadtl&avorable to the consumer.

Administrative Expenses

In many states today, rates in the individual miake determined to be reasonable solely
based on the carrier’s ability to demonstrate th@tminimum loss ratio requirement is
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anticipated to be met. In these cases no additmradideration is given to the portion of
premium which is not anticipated to be used to gdayns expenses. This remaining
premium is typically called the retention load andised to cover administrative expenses,
commissions and premium tax, as well as providafask charge and a contribution to
surplus. The loss ratio review approach does nagider how the retention load is
allocated among the various components and themabkness of the components. Some
states do have a minimum loss ratio requirementagsawperform a review of
administrative expenses and pricing margins fosoaableness.

In the small group market, where most states ddnae¢ a requirement, rates are
typically developed as projected claims costs plustention load. In states that do not
have the authority to review small group rates,rétention load is not scrutinized for
reasonableness. In states that do have the regu&atthority to review small group rates,
the state may not currently have the resourcestiorn a detailed review of
administrative expenses and may simply perforngh tavel check for reasonableness.
This high level check might entail a comparisomh® prior filing to check for significant
changes, or a comparison to other carriers witliairoharacteristics. In addition, some
regulators may not feel they have the authorityafoeview of retention loads if current
regulations do not specifically grant this authorithese states may instead rely on
competition in the group market to keep these l@dsasonable levels.

While many states do not require carriers to sulmformation on administrative
expenses beyond what is typically included in fiditegs and annual statements, we are
aware of some states that have the authority (bsaon have the authority to examine
administrative expenses as part of their regulateview.

= |n Massachusetts, recently passed House Bill 2&i§6ed as Chapter 288, grants their
insurance Division the authority to disapprove sdiased on inclusion of excessive
administrative costs or surplus margins. Premiueneiases will be presumptively
disapproved if:
- Insurer administrative expenses, excluding taxésassessments, increase
by more than the New England medical inflation rate
- The contribution to surplus load exceeds 1.9%, or
- The aggregate medical loss ratio for all plangss lthan 88%, or 90% in
year two. (These requirements sunset in year jhree.
In addition, 211 CMR 66.09 requires rate filingsriolude projected administrative
expenses broken into eleven components.
= In Oregon, House Bill 2009 requires insurance cangsto separately report and
justify increases or decreases in administratiygeasges, such as salaries, broker
commission, and advertising.
= In Colorado, when a carrier requests a rate inerghs Division of Insurance looks at
many factors, including the cost of medical careé prescription drugs, the company's
past history of rate changes, the financial stiefthe company, actual and projected
claims, premiums, administrative costs, and pratie Division of Insurance approves
the request if the carrier can show that the negvisareasonable in relation to the
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benefits provided. If the carrier's data does mdlyyfsupport the increase, the Division
can ask for more information, approve a smallergase, or reject an increase.

= |n addition, we know of a few other states wheeerdgulatory agencies review
administrative expenses for reasonableness. In sases, it is the Department of
Insurance and in other cases it is the Office efAltorney General that takes the
interpretation that their authority includes theieev of retention items. In some states
the authority extends only to the individual marlsetch as Maine and Rhode Island.
In other states, such as Kentucky and Vermont,lggnalip retention loads are also
reviewed for reasonableness.

A review of administrative expenses may includequirement that carriers utilize recent
financial statement experience as a base and sympgected changes anticipated to
occur between the base period experience andtihg period. When this type of review
is conducted, expenses are typically broken downvarious categories and the carrier is
required to support changes in anticipated expdmgeategory. While expenses could be
required to be broken down in more detail at th& center level (generally very detailed
functional accounting records at the departmerdl)eexpenses would at a minimum be
broken down into broad categories such as thevioig:

= Salaries, wages, employment taxes, and other eeglognefits
= Commissions

= Taxes, licenses, and other fees

= Cost containment programs / quality improvemenvaies

= Other administrative expenses

The first category listed above could further beken down between categories such as
billing and enrollment, underwriting, customer seey compliance and government
relations, etc.

There are likely to be special circumstances thagtrhe taken into consideration when
performing a review of administrative expenses.ripias include:

= Start-ups will have a different administrative sture than established carriers.

» Investments in items that improve health care typalay increase administrative
expenses in the near-term, but reduce overalllheate expenditures in the long-term.

= One-time expenses need to be considered such psrapioew reporting requirements
due to ACA and ICD-10 implementation, though weenibiat these types of expenses
represent longer-term investments and may be fewtiwough surplus or other means
to acquire capital, rather than through administea¢xpenses.

A review of administrative expenses should considerdistribution of fixed and variable
expenses, and the impact that it has on administrabsts on either a per member per
month (PMPM) basis or a percent of premium basis.eikample, smaller carriers will
tend to have a higher concentration of fixed ctss larger carriers. Therefore, the
inability of smaller carriers to spread their fixeassts over a larger population will lead to
higher costs being allocated to each policyholdiéelse equal.
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The review should also examine the methodology ts@tlocate expenses to each line of
business (e.g., individual, small group, Medicare] Medicaid). The allocation
methodology should use metrics (e.g., per contpgetmember, or percent of premium)
that can be supported by the carrier, and thatemsonable given differences in the
populations.

New MLR regulations will require that carriers sge80% of premium on claims costs in
the individual and small group markets and refunddlicyholders premiums in cases
where the loss ratio test is not met, although sadpestments for quality improvement
expenses, taxes, carrier size, and average delduatibred will be allowed in calculating
a carrier’s loss ratio for this purpose. This ilit significant pressure on some carriers to
reduce administrative expenses in the individuaketaas MLR requirements are
currently often as low as 60%, as it was until rélgein Maryland. Therefore, some states
may be tempted not to enhance their oversightignaiea, relying instead on the more
restrictive, federal loss ratio requirement.

Pros and Cons of Including a Review of Administrative Expenses

There are several pros and cons associated witlding a review of administrative
expenses in the rate review process. We discuggdiseand cons from the perspective of
the consumer and the Administration.

The pros of incorporating a review of administrative expenses into the rate review
process are:

= A detailed review and a requirement to separatediify these expenses would ensure
excessive expenses are not included in rates, vaoigld occur if administrative
expenses are loaded as a percent of premium tbanhssstent with prior years.

= A process with increased scrutiny of all expensayg be positively perceived by
consumers. As an example, “excessive” executivaisaland bonuses could be
prevented from being passed along to consumers.

= Additional oversight and scrutiny of expenses mayse carriers to become more
diligent in their efforts to contain or reduce thexpenses. This could lead to lower
premiums.

= Other expenses that may not be an appropriate ebaige paid for by consumers may
be removed from the administrative expenses, ssigoktical contributions.

= The ACA requires that effective rate review progsancorporate a review of
administrative costs related to programs that imgiteealth care quality, and other
administrative costs. Changing the Maryland ratgexe process to include a review of
administrative expenses would be compliant witlefatrequirements.

The cons of incorporating a review of administrative expenses into the rate review
process are:

= Additional analysis would be required by the Admetration, and the review would
need to ensure that all factors that may causerasinative loads as a percentage of
premium to differ (such as carrier size and lowapiten products) have been properly
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considered. Current staffing levels may not be &bkccommodate this additional
workload.

= Carriers’ cost accounting systems rarely tracksasthe policy form level. Direct
costs, such as commissions, premiums taxes, assatssbased on lives, premiums or
claims, may be tracked at the market level. Thelleneed to be some type of
allocation of administrative expenses across marksttermining the reasonability of
some of these allocations may necessitate diffelahtsets, such as cost accounting,
which are not currently available to the Administa.

= Defining what is “excessive” with respect to admtrative expenses may be
problematic unless set forth in statute.

= Requires a change in statute or regulation in diatethe Administration to disapprove
a rate increase request based on unreasonableisitiative expense levels for
insurance carriers and HMOs.

Surplus Levels

A fundamental actuarial principle is that premiumgst be sufficient to cover expected
claims, administrative expenses, and to providefoontribution to surplus (or profit
margin). In general, most regulatory rate revieacpsses primarily focus the effort on
reviewing the development of the expected claimgHe rating period. There are a
handful of regulatory agencies that historicallyésaken corporate surplus levels into
account during the rate review process (e.g., M@megon, and Colorado). However, all
state regulatory agencies monitor and review thglgsi levels of domiciled insurance
corporations, HMOs, and other types of insurandies These reviews generally take
place as part of the financial examination, rathan during the rate review process. Itis
critical, however, that premiums are sufficienthie long run or companies will be forced
to withdraw from the market and/or go out of busie

Types of Surplus Requirements

There are several methods and tools used to eeauaimpany’s surplus position, the
most common being the NAIC’s family of Risk-Baseapiial (“RBC”) formulas that vary
with the type of company involved (life insuranbealth insurance, property and casualty
insurance, etc.). The health RBC formula consiftars components: asset risk, credit
risk, underwriting risk and business risk. A sigraht advantage of the RBC formula is
that the approach takes into account the charatitsriand risks of each corporation.
However, the RBC formula is designed to identifynmmum surplus levels and companies
in financial distress. There is no maximum sur@ss percentage of a company’s RBC
that is considered reasonable. This can be amc&mtention when regulatory agencies
attempt to use RBC requirements in the rate repaess for those companies with large
surplus levels. Maryland has performed severalissut assess what a reasonable RBC
ratio for CareFirst might be. This analysis was/esly discussed in Chapter 5.

Another approach used to regulate surplus leveleigstablishment of minimum and

maximum allowed amounts. Historically, these suspkguirements generally applied to
non-profit service corporations. The requiremengsergenerally defined in terms of
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number of months of paid claims. The disadvantaghis approach is that the required
surplus level does not reflect the risk profiletud plan.

Other States That Review Surplus

While most states have not historically reviewerphis levels as part of the regulatory
premium rate review process, our research showsthtes are beginning to do so.

= In Oregon, House Bill 2009, which became effectivépril 2010, allows their
insurance department to consider an insuranceecaraverall financial position,
including but not limited to profitability, surpluseserves and investment savings
when determining whether proposed rates are rebboanad not excessive, inadequate
or unfairly discriminatory.

= |n Colorado, House Bill 1289, which took effectdaly 2008, granted their insurance
division the authority to consider an insuranceieds overall finances, including
profits, investment income and surplus when revigyad proposed rate increase.

= In Washington, House Bill 1301 was introduced inuky 2011. If passed, the bill
would allow their Office of the Commissioner of lmance to review surplus levels of
non-profit insurers in the individual and small gpomarkets.

The states listed above that do perform such ressgwso under broad regulations that
simply grant the state authority to perform thaeen~ We are aware of a few states that
have enacted specific laws, regulations or adnmatise orders limiting the accumulation
of surplus. The Pennsylvania Department of Insweaonducted research and as a result
ordered that Highmark and Independence Blue Crolksdperating surplus resulting in an
RBC ratio in the range of 550-750% and Capital Bluess and Blue Cross of
Northeastern Pennsylvania hold operating surplsusitiag in an RBC ratio in the range of
750-950%:° In addition, the report revealed information oa fbllowing requirements of
other states:

= Michigan enacted a provision in July 2003 stipulgtihat a health care corporation
(meaning Blue Cross Blue Shield of Michigan), simall maintain a surplus in an
amount greater than five times the authorized obfevel risk-based capital amount.

= Hawaii law states that if a non-profit health pnet worth exceeds 50% of the prior
year’s total health care expenditures plus opegatosts, the health plan is required to
refund the money to clients.

= New Hampshire has a law on its books capping dargprofit health insurer’s
“contingency reserve fund” at 20% of annual premingome. The same law also
specifies a minimum amount for such fund of 8%rofwl premium income.

= Minnesota had a maximum capital level for nonprio&alth service plan corporations
in the amount of three months’ worth of medicalrokexpense; however, Minnesota
replaced this statutory provision with the NAIC MxbdHealth Risk-Based Capital Act
effective in early 2005.

46 “Considerations for Regulating Surplus Accumulatimd Community Benefit Activities of
Pennsylvania’s Blue Cross Blue Shield Plans.” Thwibh Group. June 13, 2005.
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Pros and Cons

There are several pros and cons associated witiding a review of surplus levels in the
rate review process. We discuss the pros and comsthe perspective of the consumer
and the Administration.

The pros of incorporating a review of surplus leved into the rate review process are:

= Rate review programs that incorporate surplus tewdl focus not only on the
adequacy of the premium rates but will help ensluedinancial solvency of the
carrier. Maintaining financial soundness of cagiprotects both the consumers and
carriers, as well as enhances consumer confidente iregulatory agency.

= ACA requires that effective rate review programsonporate a review of a carrier’s
RBC level relative to “national standards.” Champihe Maryland rate review process
to include a review of the RBC would be compliamttwviederal requirements.

= The incorporation of a review of surplus levelitite process may give the
Administration the authority to limit the amountfofit charge incorporated in the
rates if surplus levels are deemed to be too Aigk.ability to limit profit charges
included in rates can be strengthened if Statatssivere changed to include a
maximum level as well.

The cons of incorporating a review of surplus levslinto the rate review process are:

= Additional analysis would be required by the Adretration and current staffing
levels may not be able to accommodate this.

= Consumers may have a negative perception of theifisimation in the case where
rate increases are approved and the consumersdebeporate surplus levels are too
high. The Administration will need to educate antheunicate with consumers
regarding justification of rate increases in orbeovercome this perception.

» Including a review of surplus levels may lead te tletermination that a carrier is
financially distressed, and the Administration magd to require higher rates than
requested by the carrier due to surplus concemss@ners may not understand the
need for the approval of higher rates. Clear comaoation and education will be
required to make the rate increase approval maderstandable to consumers.

= Requires a change in statute or regulation forrarsze carriers and HMOs in order for
the Administration to disapprove a rate increasgiest based on surplus levels which
are deemed unreasonable.

It is important to note that not-for-profit carrsetypically hold larger surplus levels than
for-profit insurers. This is due, in part, to tlaef that for-profit carriers often pay
dividends to shareholders, which reduces theirlgsrp\nother reason that not-for-profit
carriers hold higher levels of surplus is that tdeynot have access to additional surplus
from a parent or the ability to acquire capitahfrthe sale of additional stock and must
therefore rely entirely on their surplus to covederwriting and investment losses.
Therefore, a review of surplus must take into cderstion the fact that different
requirements may need to be applied to not-foripaoid for-profit carriers.
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Pricing Margins

Premium rates are expected to cover the anticipaist$ associated with claims and
administrative expenses. In addition, premium ratesild include a component for the
risk associated with the product and a contributtosurplus. We define these two
components, the risk charge and the contributisutplus, as the pricing margin.

In general, carriers employ a best estimate irdéhelopment of future claims expected
during the rating period. Therefore, approximatedjf of the time the claim costs are
overstated and half of the time claim costs areststdted. Given this expectation
associated with a best estimate for claim costsieca must have additional funds to
cover the variation in costs. In addition to prgcimargins incorporated in the premium,
the carrier’s surplus may also be used to covecldiens variation in a specific rating
period.

The situation in Maryland is unique in that a bestimate pricing approach would
effectively result in an actual loss ratio above fxderal MLR. The passage of SB 183/HB
170 requires carriers to demonstrate prospectivaliytheir rates are expected to result in
a loss ratio at least as high as the federal ML& timne. When this minimum loss ratio
requirement is combined with the federal MLR regment, which is a “one-tailed test,”
carriers will be required to refund premiums ifitHess ratio is below their best estimate
target but will not be able to require additionedmpiums when their loss ratio is above
their best-estimate target. In essence, the caregpected loss ratio after rebates will be
something higher than the MLR target loss ratio mvhsing best-estimate assumptions.
The retrospective MLR calculation is based on tlyes's of experience (starting in 2013,
the third year in which the federal MLR test apg)iegecognizing the volatility in claims
from year to year. Therefore, while it is typicafigt preferred to include a risk margin in
pricing assumptions (e.g., trend, IBNR estimates)itstead use an explicit risk margin
added to a best-estimate claim projection, the Adstration may want to allow carriers to
include some margin for misestimating their pricaggumptions. The margin need not be
large, since the refund will be based on threesyeexperience smoothing some of the
fluctuations, but a small margin may be considexggropriate.

The level of pricing margin incorporated in themprem is dependent upon various
characteristics of the carrier and the productr@laee different risks associated with
various types of markets (e.g., individual, smatiup) and actuarial practice would have
the pricing margin reflect these differences. Idiidn, other characteristics, such as the
size of the block, the overall corporate surplygland type of products may also impact
the level of the pricing margin.

As a general rule, each line of business or mad#ginent should be designed to stand on
its own without subsidization from other segmeFRts. example, policyholders in
Maryland should not be expected to subsidize pbbtyers in other states, and group
business should not subsidize individual business.

The level of the pricing margin should be reviewad#tjng into account the surplus level
of the corporation. Since the pricing margin in@sdn expected amount of contribution
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to the overall surplus, the corporation’s surplasas should be considered. For example,
corporations with low surplus levels would have tieed for greater pricing margins than
corporations with large surplus levels.

Other States That Review Pricing Margins

While most states have not historically reviewedipg margins as part of the regulatory
premium rate review process, our research showsdtimae states are beginning to do so.

= |n Oregon, House Bill 2009, which became effectivApril 2010, allows their
insurance department to consider an insurance awyigpaverall financial position,
including but not limited to profitability, surpluseserves and investment savings
when determining whether proposed rates are rebkoaad not excessive, inadequate
or unfairly discriminatory.

= In Colorado, House Bill 1289, which took effecty)@D08, granted their insurance
division the authority to consider an insurance pany’s overall finances, including
profits, investment income and surplus when revigvd proposed rate increase.

= |n Massachusetts, recently passed House Bill 2&§6ed as Chapter 288, grants the
Division of Insurance the authority to disapproates based on inclusion of excessive
surplus margins. Premium increases will be presivelgtdisapproved if the amount
set aside for surplus or profits exceeds 1.9% etoal premium.

= |n addition, we know of a few other states wheeerdgulatory agencies review
pricing margins for reasonableness. In some stiteghe Department of Insurance
and in other states it is the Office of the Attorii@eneral that takes the interpretation
that their authority includes the review of alinte included in the rates. In most cases
the authority extends only to the individual marKkitis is the case in the states of
Maine, Rhode Island and Vermont.

Pros and Cons of Including a Review of Pricing Margins

There are several pros and cons associated witiding a review of pricing margins in
the rate review process. We discuss the pros amslfoom the perspective of the
consumer and the Administration.

The pros of incorporating a review of pricing margns into the rate review process
are:

» Reducing excessive pricing margins through theerg\process protects consumers
from unnecessarily large rate increases and prernauets.

= Reviewing pricing margins ensures that the Admiaigin is able to respond to
consumer complaints and is able to address th& parhponent, which may be a
primary concern for consumers.

= The review is able to coordinate the pricing masgith overall surplus levels to
ensure reasonableness of the margin in the requestss.

= The Administration can ensure that some forms atdaing subsidized by other
forms or lines of business.
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The cons of incorporating a review of pricing margns into the rate review process
are:

= Potential negative perception by consumers who nmghagree with levels the
Administration determines is reasonable.

= The rate review process will become even moreipiazigd than it already is,
especially if there is pressure from consumergitoigate any contributions to surplus
or profit. If insurance carriers’ contributions fprofit are not perceived by rating
agencies and investors as sufficient for the reskdpassumed by their investments,
then rating agencies or stock analysts may lower threcasts and stockholders will
lose value. Carriers may withdraw from the marlssa aesult, reducing competition
and minimizing consumer choice.

= This could be an intrusive process, and settling treasonable” margin could be very
difficult unless provided for in statute.

= Requires a change in statute or regulation forrarsze carriers and HMOs in order for
the Administration to disapprove a rate increasgiest based on unreasonable pricing
margins.

Investment Income and Losses

While investment income is a key component of theiqpg structure for some products,
such as long-term care insurance, the role invegtmeome plays in comprehensive
major medical products is much more limited dutheshort duration between when
premiums are collected and when the majority o$éhiminds are paid out in claims and
administrative expenses. As a result, a reviemeéstment income has not historically
been included in most states’ rate review process.

However, carriers are still required to hold suspland they earn investment income on
this surplus and on other assets supporting tiaduilities. As discussed above in the
section on surplus levels, it is important to rnibigt not-for-profit carriers typically hold
larger surplus levels than for-profit carriers. Shgain is due to the fact that for-profit
carriers often pay dividends to shareholders — whécluces their surplus — while not-for-
profits need to hold higher levels of surplus dutatk of access to the capital markets. As
a result, not-for-profit carriers will typically @erience higher investment income on a
PMPM basis. Therefore, if a review of investmerime is conducted, the reviewer must
be cognizant of the fact that different requirersently need to be applied to not-for-profit
and for-profit carriers.

Other States That Review Investment Income

While many states do not require carriers to sulmformation on investment income
beyond that which is typically included in rataerfds and annual statements, we are aware
of some states that have the authority to or witirshave the authority to examine
investment income as part of their regulatory revie

= In Oregon, House Bill 2009 which became effectivépril 2010, allows their
insurance department to consider an insurance awyigpaverall financial position,
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including but not limited to profitability, surpluseserves and investment savings
when determining whether proposed rates are rebkoaad not excessive, inadequate
or unfairly discriminatory.

= In Colorado, House Bill 1289, which took effecty)@D08, granted their insurance
division the authority to consider an insurance pany’s overall finances, including
profits, investment income and surplus when revigvd proposed rate increase.

Pros and Cons of Including a Review of Investment Income

There are several pros and cons associated withding a review of investment income
in the rate review process. We discuss the proxans from the perspective of the
consumer and the Administration.

The pros of incorporating a review of investment icome into the rate review process
are:

= Requiring credit for investment income in the depehent and justification of rates
could work to hold premiums down for consumers.

= Given the requirements for an effective rate revyieagram may necessitate that
changes be made to the current statutes in ordegtore carriers to submit the
information necessary to incorporate a review gégiment income, no additional
statutory changes will be required.

The cons of incorporating a review of investment ioome into the rate review process
are:

= An unstable financial market may lead to significemlatility in investment income
results. Including these results in the determamatif premiums may in turn lead to
some rate instability.

= Incorporating investment income or loss into theedwination of the reasonableness
of rates would cause policyholders to bear somestment risk.

= Requiring carriers to pass investment earning®@olicyholders may result in
suboptimal investment strategies being employeddogers.

= Additional analysis would be required by the Admetration and current staffing
levels may not be able to accommodate this.

= |t may be difficult to ensure that carriers thag aubsidiaries of larger companies that
are able to dividend surplus and earnings up tio pfaeent, are treated consistently
with those carriers that are not part of a larggporate structure and must maintain
capital entirely on their balance sheet, earningeainvestment earnings.

= Carriers use investment earnings as a source plusugrowth. Requiring carriers to
return some or all of the investment earnings taplolders would likely cause
carriers to look elsewhere for surplus growth.

» Requires a change in statute or regulation forrarste carriers and HMOs in order for
the Administration to disapprove a rate increasgiest based on credit for investment
income at a level that is determined to be unreasien
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Cost Containment and Quality Improvement Activities

We are aware of two states that formally requied thformation on cost containment
expenses be included in rate filings. Massachussgtsgres rate filings to include “A
detailed description of all cost containment progsahe carrier is employing or will
employ during the rating period to address headtle delivery costs and the realized past
savings and projected savings from all such progrifm

Oregon requires each small group and individua fiihg to include a description of
changes in the insurer’s cost containment and tytaiprovement effort§® The carrier’s
cost containment and quality improvement actividesument must discuss the carrier’s
efforts in these areas and include both the cqetreded and the benefits that will accrue
from these efforts. The carrier must specificatigieess where the efforts will reduce costs
by improving efficiency, improving outcomes, ormeinating waste.

It is not apparent exactly how these states usetbenation obtained in determining
whether to approve the requested rate increassuiebly, they would want to ensure
that expenses spent in this area are being usetivaig either improving patient

outcomes or efficiency of care.

As discussed in the loss ratio section earliehis thapter, the federal medical loss ratio
includes expenditures to improve quality in the euabor with claims. The definition of
guality improvement expenses that was publishecefgrence in the interim final MLR
regulation is the NAIC definitioA’

“Quality Improvement (QI) expenses are expensdgrdahan those billed or
allocated by a provider for care delivery (i.e.inital or claims costs), for all plan
activities that are designed to improve health cguality and increase the
likelihood of desired health outcomes in ways Hratcapable of being objectively
measured and of producing verifiable results ankiewements. The expenses must
be directed toward individual enrollees or may beurred for the benefit of
specified segments of enrollees, recognizing thet sctivities may provide health
improvements to the population beyond those emtatieoverage as long as no
additional costs are incurred due to the non-eraedl other than allowable QI
expenses associated with self insured plans. QuadifQl expenses should be
grounded in evidence-based medicine, widely acddpst clinical practice, or
criteria issued by recognized professional medscalieties, accreditation bodies,
government agencies or other nationally recognizealth care quality
organizations. They should not be designed primaalcontrol or contain cost,
although they may have cost reducing or cost nébeaefits as long as the
primary focus is to improve quality. Qualifying @dtivities are primarily

designed to achieve the following goals set o&ention 2717 of the PHSA and
Section 1311 of the ACA:

47211 CMR 66.09(3)(K)
“8 http://arcweb.sos.state.or.us/rules/OARS_800/OAR/&_053.htm(Accessed May 18, 2011).

“9 http://www.naic.org/documents/committees_ex_mir_aspdopted.pdficcessed May 18, 2011).
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= Improve health outcomes, including increasing tkelihood of desired
outcomes compared to a baseline and reducing heaarities among
specified populations;

= Prevent hospital readmissions;

= Improve patient safety and reduce medical errargidr infection and
mortality rates;

» Increase wellness and promote health activities; or

= Enhance the use of health care data to improveityy&lansparency, and
outcomes.

NOTE: Expenses which otherwise meet the definifmn®I but which were paid
for with grant money or other funding separate frpramium revenues shall NOT
be included in QI expenses.”

The pros of incorporating a review of cost containrant and quality improvement
activities into the rate review process are:

= Areview could help identify activities that arensistently not producing the desired
results and prevent members from paying higher pr@asto cover the cost of
activities that are not adding value, consistetih whe MLR treatment of these
expenses.

= The HHS proposed regulations require that effeatate review programs incorporate
a review of a carrier's administrative costs ralaie programs that improve health
care quality, as well as the impact of changeghersadministrative costs. Changing
the Maryland rate review process to include a ca&mgnsive review of the cost
containment and quality improvement activities vebloé compliant with federal
requirements.

= NAIC has developed new exhibits that require cesrie provide any quality
improvement costs to be considered as part of thie Msting. Therefore this
information will be readily available at the markieigal entity level.

= Given the requirements for an effective rate revyieagram may necessitate that
changes be made to the current statutes in ordegtore carriers to submit the
information necessary to incorporate a review &t containment and quality
improvement activities, no additional statutory ges would be required.

The cons of incorporating a review of cost containent and quality improvement
activities into the rate review process are:

= While available at the market, legal entity lexglality improvement allowable costs
may not be readily available at the policy formdev

= Historically, quality improvement has been diffictd measure. It requires
longitudinal studies which can be very difficultdarry out given member
terminations. It may be even more difficult in fliéure, as guarantee issue and health
care exchanges make it easier for individuals ticcbvearriers.
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= A consistent methodology must be developed for omaasg quality improvement.
How will the carrier incorporate these programs irgtes? Will they reduce trend?
How will this be measured? Are carriers expecteprice for the hope of savings
before they can be demonstrated? If yes, thenecarrould be less likely to try
programs that might improve quality but have notady been demonstrated to
succeed in other settings first.

= A comprehensive review of cost containment anditu@hprovement activities may
entail a more in depth analysis than demanded b$’Heétjuirements for an effective
rate review program; the draft regulations appeamiy require that administrative
expenses related to these programs be reviewed.

= Requires a change in statute or regulation forrarsze carriers and HMOs in order for
the Administration to disapprove a rate increasgiest based on unreasonable cost
containment and quality improvement activities. loer, to the extent the inclusion
of expenses for these activities is included alitg claims in the loss ratio in a
manner that is not compliant with the new losoragiquirements that take effect July
1, 2011 the Administration could disapprove the iatrease request if the loss ratio is
not adequately demonstrated to equal or exceeahitienum requirement.

Annual Rate Certification

In most cases, carriers will reassess their expegiand file rates at least annually. This is
particularly true in states where regulators willyopre-approve the use of a trend factor
for a period of time, such as 12 months (In théstes it is typically the case that rates no
greater than those produced using the last appmatedincreased by 12 months of trend,
may be used until new rates are filed). Howevegxgerience is running much more
favorably than anticipated, carriers may be corafue using the rates from the™.2

month for as many as six months or more beyon@xpéeation date of the approved trend
factor, absent the requirement that rates be &bezh year.

We are not aware of a source that tracks how m@atgssrequire rates be filed at least
annually. In our experience working for other statge have found that most states do
not; however, we are aware of a few that do, a&tlEa some market segments. Most
states do require carriers to annually file a sggextive certification for their small group
business, indicating that rates charged for ther gear were developed in compliance
with the applicable law(s). In cases where rated@uind to be out of compliance, several
states require rates be adjusted retrospectivelyefunds provided, although many allow
the error be corrected prospectively.

ACA has drawn more attention than ever to the lefélealth insurance premiums and
anticipates an increased level of scrutiny of ratestate regulators. Requiring carriers to
file an annual rate certification could bring timsreased level of scrutiny to blocks of
business with potentially unreasonable rates thgihthotherwise go without review in
cases where carriers would simply elect not toféitea rate increase until trend has
increased claims to a level where one is justiffl@A does provide a “safety net” in the
MLR and required rebates.
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An annual rate certification could take severaledént forms. At one level, carriers could
be required to provide a certification similar bat currently used for small group. The
actuary would certify that rates for the followipgar are anticipated to meet the minimum
loss ratio requirements, perhaps without suppodimgumentation. In cases where the
carrier is also filing for a rate increase thistiéeation could be filed simultaneously with
the rate filing. In cases where a rate increasetideing submitted, the certification would
be separately filed and could also require thabtiteary certify that all rating factors will
remain unchanged.

At a second, more detailed level, the certificattonld be required to also include a high
level numerical demonstration to support the agtsarertification that the minimum loss
ratio requirement is anticipated to be met. Thisildaot include support at the level of
detail found in a rate filing, and a detailed revief all items required under an effective
rate review program would not be conducted sin@efiling would not be submitted.

Finally, at the third and highest level of scruticgrriers could be required to submit an
annual rate filing which includes all of the infaation required in any rate filing and a
review of all of the information required undereffective rate review program, including
a certification that the minimum loss ratio requoient is anticipated to be met. The
information required to be submitted would be samib any other rate filing, however the
requested rate increase would be zero.

The pros of requiring carriers to submit an annualrate certification are:

= Carriers are required to demonstrate that loss ratjuirements are anticipated to be
met prospectively at the market level.

= Carriers would be required to implement justifiaterdecreases which might
otherwise not be implemented, reducing the ovéeaél of premiums and anticipated
premium refunds.

The cons of requiring carriers to submit an annuakate certification are:

= Regardless of the level of scrutiny selected, tdeniistration would need to track
certifications received in order to ensure eachi@asubmits one, if applicable.

» Requiring carriers to include some level of quatitre support will increase the
workload of the Administration somewhat and reaugra full rate filing could
significantly increase additional analysis requir€drrent staffing levels may not be
able to accommodate this.

= The MLR provides a safety net in the form of premitebates for excessive
premiums. Therefore, the additional work requirgdh®e Administration may not
result in lower ultimate premiums paid (i.e., attee rebate).

Pre-Approved Trend Factors

The decision of whether to pre-approve the usetodral rate for future use could be
considered an item to be reviewed in determinimgréasonableness of future rates;
therefore, we place this discussion in this chapteryland currently allows carriers to
file a future trend rate to be applied for up t@ ¢ear for large group manual rate filings
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and companies that file once per year. We presernfollowing information for
consideration by the Administration when decidingether to continue to allow the use of
a pre-approved trend rate, and if so for how long.

Other States

We are not aware of a source that tracks how metgssallow trend factors to be filed.
However, in our experience, we are aware of statgsallow trend factors to be filed and
used to develop rates for future periods (e.g.,dday and others that require the use of
only one set of approved rates until subsequeatat@nge requests are filed and approved
(e.g., Maine).

HHS'’s Draft Rate Review Regulations

HHS’ draft rate review regulation is silent regaglthe filing of future trend factors.
Therefore, it is not clear what requirements HHS ayaply regarding future trend factors
or how the final regulation might handle a futuentd factor that results in annual
increases exceeding the threshold for being “stibpeeview.”

Adequacy of Rates

The filing of a future trend factor makes it moi#ficult for the Administration to

determine whether the rates in effect are adeqgaatenot inadequate or excessive. For
example, if the filed trend factor is 15% annualizend the realized trend is 10%, after one
year (assuming the company does not choose tterbdiore the end of the year to adjust
the rates) the rates would exceed the necessariexa by roughly 5%. If the entire

block of policies in that market (individual, smghoup, large group), state, and legal
entity are over-priced, then the federal MLR regoients will necessitate that rebates be
paid. But if some policies are more over-pricechtbthers, the rebate will not necessarily
be paid to the policies that were over-priced.

Conversely, the carrier could also underestimatectr If the rates are inadequate, it can
lead to solvency concerns or large required rateeases in a future period. Of course, the
carrier can certainly avoid these situations bytiooing to monitor trend more frequently
internally and re-filing if needed. The most effeetway to ensure that the rates remain
adequate is to require that all rates be filed fgefise, without the use of a trend factor.
However, if a trend factor is allowed, the futuexipd for which it can be used could be
limited (for example, to no more than one year)sMwould minimize the rate shock that
could otherwise be felt if a trend did not emerg@aginally estimated.

Consistency
Allowing trend factors for individual business wduut those filings on a consistent basis
with group business, where pre-approved trend face already allowed.

Volume of Filings

The final consideration regarding allowing futurend rates is the resources available to
the Administration to review rate filings. If thedinistration discontinues allowing
carriers to adopt a future trend rate, it wouldé@ase the number of filings the
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Administration needs to review, as some carrierslavbe filing more frequently than
previously (i.e., some that now file annually magtead file semi-annually or quarterly).

If a pre-approved trend is allowed after the effectiate of the federal rate review

regulations, the Administration may want to consi@e upper limit, such as the HHS
standard under 45 CFR 154.
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7

Trend Analysis

Aside from selection of the base experience, tienlde single most important assumption
affecting the development of health insurance ragesuse it is typically the primary
driver of rate increases. Therefore, the trendrapsion employed in the rate development
process warrants a thorough analysis and justifasse scrutiny in any review of
requested change in rates. Because of its impa@taves are including a separate, focused
discussion on the development and analysis of tdeantthis chapter, we discuss:

= The primary drivers of trend

= Data used for trend analysis

= Methods for calculating trend

= Adjustments that should be applied to claim expeedn the trend analysis process

= The Administration’s review of trend assumptionediby carriers

= Qutside sources of information that the Administraimay consider using when
assessing the reasonableness of a carrier’s tssuangtion employed in rate filings

Primary Drivers of Trend

In simple terms, trend represents the annualiziedofechange in claims costs per capita
from one period to the next. The components ofttiean be classified into two primary
categories, the “secular trend” and “other factahsit cause costs to vary over time, or
from carrier to carrier. Secular trend is definedleae underlying trend that would be
observed if the population being covered remairetiant, that is the same age, gender,
morbidity, etc. throughout the period being meaduas well as benefits provided under
the policies. The secular trend can be decompadedhanges in cost per service and
changes in utilization. However, changes in the afigervices utilized must also be
considered and may be included in either the aasiponent or the utilization component
of a carrier’s trend.

Key components that affect trend include, but ardimited to:

= Changes in provider reimbursement costs, includivanges in how providers are
reimbursed
= Changes in the number of services utilized
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= Changes in the mix of services utilized

= Changes in the mix of providers utilized

= Technological advances

= Aging of the population

= Cost shifting (not applicable to hospital costdfarylandy®
= Changes in claim coding methodologies by providers

= Changes in morbidity

= Changes in care management, including wellness gmug)
= Catastrophic claims

= Changes in benefits (minimally affecting allowediai trends)
= Selection’

Data Used for Trend Analysis

In this and the next several sections, we disdusgtocess that the carriers go through
when developing trend estimates for rating. Important to first understand the process
of estimating trend before determining how the Aaistration can determine whether a
filed trend rate is reasonable.

The first decision to make when developing trertdreges is which data to use for the
analysis. Ideally, the same data source selectdtedsase experience would be used for
the trend analysis. It is preferable to use Manylerperience consisting of the policies
whose existing rates are being assessed. If thisrence is not fully credible, blending

this with Maryland experience of other similar p@s is the preferred method, as the data
likely reflects relatively similar provider discots benefits, demographics, and care
management practices of the block being asseddddryland experience in total is not
credible, then nationwide data for the same pdicgns may be used to enhance the
credibility. Use of these other data may requirghier adjustments.

Nationwide data will likely not reflect the sameopider reimbursement levels, or changes
in provider reimbursement levels, as the Marylapeetfic experience underlying the

form for which a rate increase is being requedtéewise, the Maryland experience of
other forms may not reflect the same demographassiunderlie the form for which a rate
increase is being requested. Some carriers, eflgebhi@se new to the market, may not
have any credible data of their own — Maryland aionwide. In that case, additional
industry data may need to be relied upon.

A period of data must be selected for the analyisipically, the most recent 36 months of
data would be the basis for the development ofiseShorter periods may be used if data
is limited; however, it may be more difficult toantify anomalies that may warrant further
analysis. Also, 36 months of data are typicallydeskto identify any effects of

50 Cost shifting can occur when providers receive taan full cost from some payers (e.qg., uninsuvetjicare,
Medicaid) and then charge higher amounts to othgers (such as commercial insurers) to recoupossek.

51 Selection occurs when people purchase insurartbesaine knowledge of their probable need for sesvi@his could
include purchasing coverage only when needed @ifegtions are not in place to prohibit this) or a$iog benefit design
based on perceived need of services. If the anafisglection changes over time, it can affect thad.
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seasonality. Using periods longer than 36 monthginteoduce periods that no longer
represent the current environment. However, lopgeiods may be needed to enhance
credibility if the size of the block is small arfdtihas experienced significant volatility.

The use of full calendar years is preferred, asffext of seasonality would be reduced.
Even if seasonality adjustments are applied asithesclater in this chapter, they may not
fully capture the effects.

Finally, a decision must be made regarding whethese allowed claims (amounts before
member cost sharing has been removed) or paid l@howed amounts after member
cost sharing has been removed). Allowed claimgygeally preferred since the impact of
changes in benefits is not as prevalent. Howewen & allowed claims are used, some
adjustment for benefits is still required, as dgsmd later in this chapter. Whether using
allowed or paid claims, the claims should be aégisb reflect amounts that have been
incurred but not reported/paid (IBNR) in each montralue.

Methods for Calculating Trend

The most common methods used for calculating trecidde an examination of rolling
12-month loss ratios, rolling 12-month average sosta PMPM basis, or a least squares
regression methodology applied to monthly costs FIMW®hen a rolling 12-month
approach is used, each month's value is calcuéet¢ke average of the previous 12
months’ points.

Changes in these rolling 12-month averages are iexanto estimate the annual rate of
change. When a rolling 12-month loss ratio mettsogsied, historical premiums must be
restated to current rate levels before calculatiegoss ratios. Advantages of using a
rolling 12-month methodology are that seasonattiatons are smoothed out and the
calculations are simple to perform. Specific adagat of using loss ratios are that the
data may not need to be adjusted for changes imgiephics and benefits since these
changes are assumed to affect premium and clainmsstently. However, there are
several disadvantages to a method that uses rdlingonth averages:

= ltis difficult to observe the kinds of changestthave occurred over time — including
sudden shifts in results, such as the additioreafly mandated benefits or
catastrophic claims.

= |tis difficult to determine exactly when such clgas occurred (e.g., when they began
and when they ended) if data is for each calenear.y

= |tis difficult to determine the exact scope or sapof the changes.

= Due to the smoothing aspect of using rolling 12-thaverages, calculated trends are
slower to reflect underlying changes.

= The endpoints in the calculation — the oldest &ediiewest months — tend to be
underweighted, while the midpoints are over-weighte

An alternative to using rolling 12-month averagesoi use a PMPM regression
methodology. A regression methodology involves waliing monthly claim costs on a
per-member basis and performing least squaresssgreon the PMPMs. Both linear and
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exponential regression methodologies are emplaygdactice; however, an exponential
regression is preferred since changes in mediaahatosts typically increase in a
multiplicative rather than additive manner. Thedgasgt advantage of this method is that it
eliminates the disadvantages of a rolling 12-manéthodology. Carriers can observe and
adjust for patterns in actual values over timeheathan just gradual increases and
decreases. In addition, regression analysis candaanformation about the range of the
true underlying trend rate and projected value® mlain disadvantage of a rolling 12-
month methodology is that it is slightly more coepl

Adjustments to Data Used for Trend Analysis

When analyzing trend to develop an estimate formugeojecting recent claim experience
to a future period, the underlying data must batimaized” for other factors to the extent
they are captured elsewhere in the rating formwdach as age, gender (where allowed),
and benefit factors — or not expected to repettarfuture. This normalization process
will expose and isolate the secular trend.

If a rolling 12-month method or a regression mettsogsed, adjustments are necessary to
normalize the data for changes in underlying factbat influence claims but are captured
through other rating variables (e.g., age, geronefit factors), in order to isolate the
secular trend.

If the carrier is using a loss ratio approach, dhb/adjustments that are not reflected in
the rating formula would be included in the anaysior example, adjustments for large
claims would still be needed with a loss ratio aggh.

The following is a discussion of all the items thatild potentially drive the need for an
adjustment. In reality, carriers may lack the reses to make all of these adjustments. For
example, a small carrier may not have accessitgkadjustment model for use in
normalizing data for changes in morbidity. Howeveis beneficial to be cognizant of all
the possible factors affecting trend and to appteaivhy trends that are used to develop
rates are, themselves, estimates.

Large Claims

Unusually large claims may skew the observed trehlis is particularly true if large
claims occur near the beginning or the end of #peeence period used for the analysis
when using a regression methodology. Unusuallyelatgims that occurred in the last
couple of months will exert upward pressure onrdggession estimates, causing an
overstatement of the underlying secular trendsvErsely, a large claim that occurred in
the early months will exert downward pressure @uegsion estimates, causing an
understatement of the secular trend. Large clammsn@re easily identified if monthly
claims data are received and reviewed.

When large claims occur, a portion of the largéntéaover a stated threshold (e.qg.,
$100,000) is removed from the experience and ampcharge is added. The pooling
charge may be calculated by removing the total @xeenounts over the period examined,
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and smoothing them over the entire experience geftternatively, the pooling charge
may be calculated using a claim probability disttibn from a large, stable population.

Benefit Changes

To at least partially mitigate increases in prensumembers have been increasing their
cost sharing, or “buying down” benefits over timds. benefits are bought down, the
portion of claims paid by the insurer will decreasléelse being equal. Therefore, benefit
buydowns can have a dampening effect on obsereaddr If adjustments are not made,
trends will be understated. Adjustments are typiaakde to restate the experience to
current benefit levels.

If paid claims are used for the analysis, eachopésiclaims experience is divided by the
weighted average actuarial value of the benefitsezided in the base experience for that
period. If allowed claims are used, the impactaxtsharing changes is reduced.
However, if allowed claims are used, an adjustmeay still be necessary to reflect
changes in utilization patterns as member bendfidsmge over time, as well as changes in
covered benefits, such as newly added mandateditsene

Demographic Changes

Normalization is required to adjust for changethim demographic mix of a population
over time. If not adjusted, these changes will skesvobserved trends. Experience is
typically normalized for differences in demographicsing techniques similar to those
described in the Benefit Changes section, thatgairlivide the claims for a given period
by the average demographic factor applicable far period. At a minimum, the
experience should be normalized for each demogedpbior that is reflected in the rating
structure. For example, Maryland permits small groarriers to adjust premiums based
on age and area.

Seasonality Adjustment

Medical claims typically vary from month to montbedto factors other than random
fluctuation including seasonal impacts, such ad eod flu season or variation in the
number of days in a given month. Adjustment foreffects of seasonality can be
particularly important if trend analyses are basegbaid claims and/or the underlying
benefits have high front end deductibles. In oiierations, (e.g., with low deductible or
copay-type benefits) seasonality may not have aqumaced effect on trend, and it may
not be necessary to adjust for seasonality.

If trends are calculated using a rolling 12 morgpraach, adjustments for seasonality are
likely not needed. However, when a regression nutlogy is used, and it appears as
though claims are exhibiting a strong seasonaépgtseasonality factors should be
calculated for each calendar month. Claims for @achth would be divided by the
seasonality factor for that calendar month in otdeestate them on a normalized basis.
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Morbidity Changes

Experience should also be adjusted for changesmbidity beyond that which is captured
through the demographic change described abotkegsmpact the rate at which claims
costs change over time. These changes can occiio dhanges in the average health of
individuals covered or the wear-off of medical urvadéting, where underwriting is
allowed. Duration is not an allowable rating faagtoMaryland in the small group market
(with the exception of groups that have insurarmeecage for the first time, and then only
for the first three years); therefore, in this casgected claims must represent the
anticipated average morbidity of the entire blddkwever, if the rate at which morbidity
is expected to change in the future differs fromrdte at which it changed in the past
(i.e., during the period used for the trend analyadjustments are needed.

Where morbidity is an allowable rating charactérjghe data used for developing trend
estimates should be normalized for changes in rdibyt8o as not to double count this
effect, once through the trend when projectingnataand again through the rating
formula. For medically underwritten business, sashndividual policies, duration is often
a proxy for changes in morbidity. Average duratidaators should be considered in the
development of the secular trend. If the averagatthn has been stable, then there may
not be a need to adjust the data.

Provider Reimbursement Changes

Contracts with providers change over time. If thiee rat which reimbursement changes
occurred during the base period is different friw tate they are anticipated to occur in
the future, adjustments are needed. These adjutstro@m be applied to the base
experience to restate claims to levels that woalkheen paid under provider contracts
that will be in place during the projection peridficthis is done, experience used for trend
analysis must be normalized for historical chaniggsovider contracts, and no
prospective adjustment is required to be madeda#fculated trend rate. The resulting
trend estimate includes only the utilization tremdl the trend that results from changes in
provider and service mix. If adjustments are notlen® the base experience for changes
in provider contracts, then further prospectivauatipents must be made to the trend rate
calculated from the normalized experience to rétlee anticipated provider unit cost
trend.

If no adjustments are made to either the base exyper or the trend calculation, ideally
the carrier should be able to demonstrate thattneisement to providers is anticipated to
increase going forward at the same rate as it giithd the base period. Some of the items
that must be considered when estimating changesoinder reimbursement and the need
for adjustment include:

= Changes in the mix of services among providers diffierent reimbursement rates.

= Changes in the mix of services among providerslvansed on a fee-for-service basis
and those reimbursed on a capitated basis, sipi&tan tends to “immunize” the
carrier from changes in utilization, whereas savicimbursed on a fee-for-service
basis do not.
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Changes in Managed Care

Adjustments may be necessary if a managed caregmogas introduced or revised
during the experience period over which trendsaeasured. An example includes
beginning or revising a utilization management paog Utilization management
programs may lead to shifts in care from an inpatsetting to a lower cost, outpatient
setting. This may result in observed trends thatdampened, all else equal.

Adjusting for the impact of these changes is tyjpicgomewhat subjective. Claims
experience prior to the implementation of the pangmay be adjusted downward by the
estimated impact of savings that the program igigated to have on claims cost, in order
to restate them to levels that would have beenagdeénad the program been in place for
the entire period.

Another method commonly used to assess these imjgagtimore detailed examination of
trends separately by major type of service. Thigagch is discussed later in this chapter.

Other Considerations When Developing Trend Assumptions

Deductible Leveraging

If allowed claims experience is used as the basiddveloping trends, and trends are to
be applied to paid claims (those net of member slosting), an adjustment for deductible
leveraging must be appliédSince allowed claims represent the cost of clginer to
member cost sharing, trends developed from themesept the increase in total cost
rather than the increase in the cost of claimsviuch the carrier is liable. For plans with
front end deductibles, the carrier’s liability eypresented by the amount over the fixed
deductible amount. As underlying costs increasectst of claims over the deductible
increases at a rate faster than the rate at wbiahdlaims increase.

Deductible leveraging factors are typically caltethby first estimating the allowed
claims, and the anticipated claims the carrier paly (i.e., those in excess of the
deductible). The second year allowed claims are &stimated by applying one year of
secular trend to the first year allowed claims. Thgier’s anticipated paid claims in the
second year for this specific claimant are theowated by subtracting the deductible
from the second year anticipated allowed claim® dimount by which the carrier’s paid
claims increase from year one to year two, in exoéshe secular trend rate, represents
the impact of leveraging. The following examplegenets this concept assuming a secular
trend rate of 10%.

*2 | everaging occurs whenever there is fixed dol@st sharing, including deductibles, copayments,artd
of-pocket maximums, and claims are increasing. @iue the real value of this fixed dollar cost shgr
decreases as a result of inflation. Typically,dbductible has the greatest impact; therefore,implg refer
to this concept as deductible leveraging.
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Allowed Less Carrier's Paid
Claims Deductible Claims
1. Year One $1,000 $250 $750
2. Secular Trend 110
(allowed claims only) '
3. Year Two
(1) x (2) for allowed claims only $1,100 $250 $850
4. Paid Claim Trend
(3) +(1) for paid claims only, translated 13.3%
into a percentage increase

The example above shows that, while the alloweithslancreased at the secular trend rate
of 10%, the carrier’s paid claims increased by %3(3= $850 / $750 — 1). The additional
3.3% represents the impact of deductible leveraging

Aggregate Trends vs. Trends by Component or Service Category

Another decision that must be made is whether lirutate trends in aggregate for all
services or by major service category. Furthendsecould be calculated for cost and
utilization combined, or for each component semdyatVhile an analysis that
decomposes experience into cost and utilizatiod farther by major service category) is
more complex, it does allow shifts in services ¢canalyzed — and adjusted in the analysis
if they are not expected to continue at the san®e ra

For example, some procedures may be shifted frompatient setting to a lower cost,
outpatient setting. Further, technological advamoayg allow some tests to be performed
in an office setting that were previously perforneésewhere, and advances in medical
technology can lead to acceleration in trend itaoeIservice categories.

Trend decomposition can help carriers understaddsamtate these effects and allow for

adjustment. The disadvantage of trying to decompresels into the various components
is that more experience is required to achieveilledesults for each component. Some
carriers may not have the experience needed tyznedsults at this lower level.

Another example of how shifts in utilization careat trends is observed in pharmacy
claims. Utilization patterns and unit costs caralbered by the introduction of
“blockbuster” drugs, drugs’ losing patent protentithe subsequent introduction of
generic drugs, the transition of drugs to overgbanter status, and changes in
formularies. The effects of these changes are thumi@ trend analysis that examines
claims at an aggregate PMPM level. Breaking théyarsadown between cost and
utilization, and further by type of script (e.gengric, brand formulary, brand non-
formulary), or even by therapeutic class, can middjusting for the impact of these
effects.

We note that one requirement for an effective regew program, as outlined in draft

regulations recently released by HHS and discuss€thapter 5 of this report, is that
regulators review trends separately for cost aiidation, and also by major service
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category. To perform this review, the Administratiill likely need to require carriers to
submit more detailed data than they currently dopreviously stated, credibility will
become more of an issue as attempts are madedmg@ese trend.

The Administration’s Review of Trend Analysis

Not only will the Administration probably need tather more detailed data from carriers,
it will likely need to start conducting slightly methorough analysis. The Administration
does not currently review trends by major servategory but will be required to do so if
the draft regulations are approved in their curfenmh. The Administration has several
options available for performing this enhanced ysial

= Have staff with actuarial expertise review the iess analysis to determine the
appropriateness of the base experience used, tth@doéogy employed, the
adjustments made, and the reasonableness of thitsres

= Require all carriers to employ a standardized natomy for estimating trend
through the use of a template (which could be gediin the form of an Excel
spreadsheet).

= Allow carriers to use their own methodologies ttcakate trend, but require all
carriers to submit common data elements so the Aidtraition can perform an
independent analysis using a consistent methoddtogll carriers.

External Data Sources for Trend Estimates

Just as carriers may in some cases rely on ousigiees on information in forming their
trend assumptions, the Administration may choos#nine outside sources of trend
information to utilize as benchmarks when perfomytimeir review of requested rate
increases. Administration actuaries performing fifitey reviews are required to follow
Actuarial Standards of Practice as promulgatechbydmerican Academy of Actuaries in
their work. This includes Actuarial Standard of &i@e #23, which covers data quality
and states that the actuary “must select datadughconsideration for the appropriateness
for the intended purpose of the analysis, includumgther the data are sufficiently
current.” Therefore, if Administration actuarie$yren external sources for assessing the
reasonableness of trend assumptions used by sathely must have an understanding of
these external data at a level that allows theassess whether such data is appropriate
for the purpose of the analysis.

Health Services Cost Review Commission Data

Oliver Wyman had the opportunity to participateaidiscussion with the Administration
and the Health Services Cost Review Commission RISCalong with its consultant
from The Hilltop Institute, concerning data tha¢ tHSCRC could potentially make
available to the Administration for use in its regégiew process. Specifically, we were
asked to assess the feasibility of comparing saté with carriers’ trend assumptions
used in rate filings submitted to the Administratfor approval.

The HSCRC is responsible for setting reimbursemeges for acute-care hospitals under
Maryland’s all-payer system. As a result, the HSGRCGumulates a significant amount of
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claims data for hospital payments across all pgyss (e.g., commercial, Medicare,
Medicaid). The data is provided to the HSCRC byhdamspital and has indicators to
identify, among other things, the payer type amd@a The data does not currently
contain an indicator to distinguish between fuligured and self-insured business, market
segment (e.g., individual, small group, large gjoupproduct (i.e., a specific carrier’s
product offering).

The HSCRC indicated that data for each quartevadable 45-60 days after the end of a
qguarter. This would mean, for example, that caleydar 2010 HSCRC data would have
become available approximately February 15, 20htri€s will typically use three
months of claim runout in the development of tmates to allow for completion.
Therefore, the rates that carriers would develgetan 2010 incurred claims experience
would use runout through approximately March 200e carriers would likely perform
their rate development calculations based on thia during the month of April and
perhaps submit their rate filing to the Adminiswatin May. Since carriers are required to
file rates 90 days prior to the requested effedtiae (60 days for HMOSs), this filing

might be for an August 1, 2011 effective date. Efae, it appears the HSCRC data could
be available and analytical reports could be deezldy the time the Administration
would perform their review of the filing, sometiraeound May or June.

However, we note that the carrier’s trend projectiould not represent simply a
retrospective look at trends, but rather a prospeetstimate. Therefore, the HSCRC data
would need to be used not to measure historicatiiebut rather to develop future trend
estimates. The HSCRC indicated that they set fatee following fiscal year during

the second quarter of each calendar year andnése fiscal year projections could be
developed at the carrier level.

Barriers to Using HSCRC Data to Develop Trend Assumptions for Specific Rate
Filings

The following barriers to using the HSCRC datadwalop trend estimates to compare to
carriers’ trend assumptions used in rate filingsently exist:

= Membership exposure is not part of the HSCRC ctuidataset(s). Therefore, only the
cost component of trend could be developed; neittikzation trend statistics nor
overall claims per member per month trends carabrilated.

= Carriers file rates at the form or form groupingde While the HSCRC dataset can
separately identify data by payer type and cartier dataset specifications would
need to be modified to include indicators to aldovafor separation between self-
insured and fully-insured business, market segment.

= The HSCRC data can only be used to develop casidrior hospital services. This
represents only a portion of the total trend raig ikmay not be cost effective to
expend the funds and resources required to devieése trend estimates for only a
limited portion of the total cost trend.

%3 The fiscal year runs from July through June.
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= The HSCRC claims data will reflect the demographix by age and gender that
underlies the population, as well as changes srthix. Given HSCRC does not
currently have a dataset that contains correspgrd@mographic information, the
impact that aging has on the mix of services @ilizannot be removed from the data.

= The HSCRC dataset consists of data from Marylarspitels only. Many carriers
allow members to obtain care outside of Marylang., én the District of Columbia.
Furthermore, small group and large group contraften cover employees that work
and obtain services in all parts of the countrye Thrriers’ trends will reflect all
members’ services, not only those rendered in Mag/!

= The trends developed using the HSCRC data woulgsept allowed trends. Carriers’
trend estimates will represent paid trends givety gire applied to only the portion of
claims which are paid by the carrier. As a resuleveraging factor to reflect the
impact of deductibles and other fixed cost shanmggt be applied to convert the
calculated allowed trend into a paid trend estim@tveloping deductible leveraging
factors to adjust the allowed trends becomes diffiat the service level. The value of
any deductible would need to be allocated to eaajomtype of service. Carriers that
analyze trend at the major service category leyetally aggregate the type of service
based allowed trend estimates into an overall testidnate prior to applying a
leveraging factor. Therefore, it would be very it to compare an allowed trend
estimate representing only inpatient costs to derarpaid trend estimate for inpatient
services.

= Carriers typically submit support for their treresamptions at an aggregate level in
their rate filings; they do not include supportteg major service category level, or
separately for cost and utilization. Since the H8CGRita currently can only be used to
develop trend estimates for hospital services,fartder only for the cost component
of trend, changes to rate filing requirements wdadcheeded to require carriers submit
support for their trends at this level in ordectampare HSCRC trends to this
component of a carrier’s trend assumption.

Under an effective rate review as defined by HH&smraft regulations, states must
review a carrier’s trend assumptions, separatelgdst and utilization, and by major
service category. Therefore, the last barrierdistdl be removed shortly. However, even
if the remaining barriers were to be removed, tlaeeestill credibility concerns that would
need to be considered, and adjustments that wadd to be made.

Credibility is an issue for rate filings that coxesmall population. When the experience is
separated by major service category, and furtheolyand utilization, credibility of the
segmented data is reduced even further. Evengergopulations where data is credible
in total, data split in this manner may lack fukdibility. Carriers are required to base
their trend assumptions on credible data and tberdhe carrier’s trend assumption may
not be able to be decomposed in this manner orbeaot be based on the same
population that is represented by benchmarks dpediby the HSCRC.

In summary, it appears the HSCRC has access to semeobust datasets. However

these datasets only include facility claims ang tthe not currently have access to
corresponding membership information which are eded calculate utilization rates or
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cost trends on a per member per month basis. Tdrerefny benchmarks developed from
the current datasets would be limited to the costmonent of facility service trend only.

Maryland Health Care Commission Data

Oliver Wyman, the Administration, and the Marylarddalth Care Commission (MHCC)
discussed data sources that the MHCC has that oteptmally be useful to the
Administration in its rate review process. Speailliz, we were asked to assess the
feasibility of comparing such data with carriergrnd assumptions used in rate filings
submitted to the Administration for approval.

The MHCC is responsible for providing timely and@a@te information on the

availability, cost, and quality of health care seeg to policymakers, purchasers,
providers, and the public. One of MHCC'’s dutietoisnaintain a statewide medical care
database, which includes services rendered by The database includes the
following information on patient encounters: thei@at's demographic characteristics, the
principal diagnosis, the procedure performed, tte dnd location of the procedure, and
the amount charged for the procedtfr@ne of the MHCC's goals is to monitor changes
in spending and utilization in the State, and pateuthis information as a resource for other
State agencies to use in their work.

Payers submit data annually on all fee-for-servicanaged care, and specialty care
encounters involving Maryland residents. Histolligathis database contained only
professional and pharmacy claims; however, beggwith calendar year 2009 the
MHCC began gathering hospital claims as well. Bligy information (data on covered
members) will be collected for the first time faendar year 2010. Information from
each of the datasets can be linked together usimmerypted patient identifier. The
MHCC is currently working on developing a commotigyat 1D, which will allow the
Commission to follow an individual's claims when tveshe migrates from one carrier to
another.

Data from both the insured and self-insured mar&etscollected, and are separately
identifiable in the dataset. Data can also be seéelgridentified by market (e.qg.,
individual, small group, large group) and coverggee (e.g., PPO, HMO, indemnity).
Currently, only payers with earned premium of asteone million dollars are required to
submsig data. Twenty-five legal entities are reqaiite submit data for calendar year
2010:

The 2010 claims data is required to reflect paysiémough April 2011 and is due to the
MHCC by June 30, 2011. Once the MHCC receives #ta, dt will be “homogenized”

over approximately four to six months so it carubed for analysis. Therefore, calendar
year 2010 data will not be ready for use until laleof 2011. Given that 2010 is the first
year for which eligibility information will be cadicted, utilization trends and overall cost

54 http://mhcc.maryland.gov/payercompliance/datsubrfia0220110405.pdf

55 http://mhcc.maryland.gov/payercompliance/payers220010405.pdf
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PMPM trends (which will need to be based on attleas years of experience) will not be
available for the first time until approximatelyédall of 2012.

Barriers to Using MHCC Data to Develop Trend Assumptions for Specific Rate
Filings

The following barriers to using the MHCC data toelep trend estimates to compare to
carriers’ trend assumptions used in rate filingsently exist:

= Data for a given experience period does not beara#able until nearly 12 months
after the period ends. Carriers submitting rateds in the summer of 2011 will base
those filings, including trend estimates, on calengear 2010 data. The 2010 data
collected by the MHCC will not be available for us#il the late fall of 2011, after
these filings have been reviewed by the Adminigirat

= Carriers file rates at the form or form groupingde While the MHCC dataset can
separately identify data by carrier, payer typerkeasegment, fully insured vs. self-
insured status, and coverage (e.g., HMO, PPO, attjystments to the data may be
warranted for a specific filing which will not beftected in the MHCC data. For
example, a filing for a group of high deductiblealtle plans may warrant a significant
leveraging adjustment and the average trend ratekiped from the MHCC data may
not be applicable to that filing.

= Given eligibility information will first be colle&d for 2010 experience, the earliest
this data could be used to develop benchmark teeticthates would be for filings
reviewed in the late fall of 2012.

» The MHCC dataset consists of data for Marylanddessis only. However, small
group and large group contracts often cover emgi®yeat reside in all parts of the
country. The carriers’ trends will reflect all meenb’ services, not only those rendered
to Maryland residents.

Even if these barriers can be overcome, thereeaeral other factors that would need to
be considered, and adjustments that would need todule, in order to produce a valid
comparison to a carrier’s trend assumption. Sontkeasfe are similar to those presented
for the HSCRC data.

= Carriers with a small presence in Maryland mayaisental network which could
result in significantly different reimbursement éds for non-facility services than
would be reflected in trend benchmarks developeuh fine MHCC data.

= The trends developed using the MHCC data wouldesepnt allowed trends. Carriers’
trend estimates will represent paid trends givety gire applied to only the portion of
claims which are paid by the carrier. As a resulgveraging factor to reflect the
impact of deductibles and other fixed cost shanmgt be applied to convert the
calculated allowed trend into a paid trend estimate

= The MHCC claims data will reflect the demographii tmy age and gender of the
underlying population, as well as changes in this mherefore, the data used to
develop trends will need to be normalized for thdsenges to the extent that they are
not anticipated to reoccur at the same rate duhagrojection period.
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= The MHCC data will reflect provider reimbursemeantracts in place during the
experience period while the carrier’s trend assumnpwill also reflect anticipated
changes in these contracts. While information f@anges in hospital reimbursement
could be gathered from the HSCRC, the MHCC will kmdw what these prospective
provider contract changes are for physician andqoigtion drug services. The
carrier’s trend assumption will reflect these chesig

In summary, it appears the MHCC also has accessne very robust datasets. However
these data sets have only recently been enhanaecude hospital claims and
membership information. Therefore, the MHCC wileddo collect a couple of years of
data before cost and utilization trend benchmaoksll services can be developed. There
is a significant lag between when claims are iretiiand when the datasets are ready for
use. Therefore, it is important to note that anglyses based on this data would reflect a
retrospective look at how costs have changed, tihdsh could be used to develop
benchmarks from historical data and not point esti@® of the prospective trend. The
Administration may then compare these benchmarkisetérends that carriers requested
for rating purposes.

Other Publicly Available Sources for Trend Assumptions

Other potential sources of trend estimates inctueled surveys conducted by consultants,
the National Health Expenditure portion of GDPpwedical CPI, among others. Care
must be used when relying on these outside sotwaassure they measure changes in
cost, utilization, and mix of services and thatytheeasure changes in claims trend rather
than premium trend. In any case, if a carrier setie one of these outside sources, they
must be able to demonstrate why trends reported these other sources are appropriate
given the benefits, demographics and provider eatgrunderlying the block being priced.

Oliver Wyman Actuarial Consulting, Inc. 76



Recommendations to the Commissioner to Enhance Regulatory Review and Oversight Maryland Insurance Administration

Rate Filing Submission Requirements

In this chapter, we discuss rate filing submisseguirements — both the content of the
submission and the format in which the data isa@twvided. In subsequent sections of
this chapter, we discuss rate filing checklists stashdardized templates that the
Administration may want to consider requiring ofrears. These could be very
prescriptive if the Administration wants them ta Beme states prefer to be less
prescriptive and allow flexibility for the carriefSven if the Administration decides not to
prescribe the use of a checklist or a standardiz¢al submission template in a specific
format, it may want to require carriers to subniihd@s electronically, at a minimum. We
understand that the Administration currently allaxasriers to submit filings via System
for Electronic Rate and Form Filing (SERFF), e-mailpaper filings. When e-mail or
paper is provided, the Administration uploads taadnto SERFF, but correspondence
between the Administration and the carrier is douside of SERFF.

The use of SERFF is growing. Due to health carernef states that have never used
SERFF in the past are now requiring carriers toSERFF for rate submission. SERFF
has been modified to perform reporting functionsstates to fulfill HHS requirements. In
addition, in most states, the volume of rate fdingll increase to meet the requirements of
an effective rate review program. Administratioaaerces may be better spent on these
additional filings, rather than keying rate filidgta into SERFF. For these reasons, we
recommend that the Administration require rate@ to be submitted through SERFF.
Now that the use of SERFF is mandated in nearliydidhe states nationwide, carriers
should not consider themselves burdened if theyeareired to use the systéfh.

To facilitate analysis and increase efficiency, Atninistration may also want to

consider requiring certain sections of the filimgssubmitted in an Excel spreadsheet. For
example, assume the Administration required carti@iprovide detailed support for their
trend analysis. If this type of analysis were pded only in .pdf version, the
Administration could have to transfer numbers tadtxor a similar program, to compare
the data to the information provided in prior fgs) to test the reasonableness of certain
results, or to check carriers’ calculations. Thosld become a time-consuming task for

%% http://www.serff.com/index_state_mandates.lifncessed May 18, 2011).
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the Administration’s staff. In addition, errors ¢dwccur during the data entry process. As
mentioned earlier, with the increasing volume bifigjs expected, it will be important for
the Administration to use its resources efficienRgquiring carriers to provide certain
data items — such as trend analyses — in Excelfaithulas intact would reduce the
amount of time spent on data entry, leaving thesmesrs more time for evaluating the
filing. The reviewer would also be able to tracelthrough the formulas to determine
exactly how the carrier arrived at the resultsChapter 9, we recommend which data
elements to request in Excel format.

In the sections that follow, we discuss more steidad formats in which the
Administration could require carriers to submieréitings, including fully standardized
data submission templates and standardized chiescKiise first format that we discuss is
the Medicare Advantage bid tool. We discuss thrsqdar tool since it is the most
comprehensive standardized submission tool of wivielare aware. While the tool would
require revision for use in the commercial market,believe it is helpful to review the
full spectrum of tools available in evaluating thgtions available to the Administration.

Use of a Standardized Template for Data Submission

Medicare Advantage Bid Process

Overview of the Medicare Advantage Bid Process

The Medicare Advantage (MA) bidding process is ecmbeld by the Centers for Medicare
& Medicaid Services (CMS). Every year, each MA caator must submit a bid for each
benefit plan for each service area where it intdndsffer that benefit plan. The format for
the bids is standardized in an Excel spreadshéietidhe Bid Pricing Tool (BPT). When
these carriers submit the BPT to CMS, they must sildbbmit an actuarial certification,
along with substantial documentation.

The BPT consists of seven worksheets. We havedadlia copy of the first four
worksheets of the 2011 BPT in Appendix B. WorksHeebntains the base period
experience. Every filer is required to provide datathe same base experience period and
develop rates for the same projection period. Tdsekperiod information includes
premium, membership, administrative expenses, &tdrital incurred claims. The
incurred claims are split into roughly 20 serviegegories and further divided into a
utilization rate per 1,000 members, a unit cost, patient cost sharing. Filers also include
in Worksheet 1 the assumptions used to projedbdise period experience to the period
when the bids will be effective, including cost artdization trends, as well as additive
adjustments (e.g., adding a new benefit).

The base period and trend information from Workshesre combined to produce the
projected allowed experience (before patient doatisg) in Worksheet 2. If the base
period experience is not fully credible, it is bdexl with a manual rate in Worksheet 2,
resulting in a blended rate.
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Worksheet 3 develops the projected value of caatirsdp by type of benefit. This
worksheet allows for copay, deductible, coinsuraaoe other types of cost-sharing
arrangements.

Worksheet 4 develops required revenue by first ldguag the net cost of benefits and
then adding PMPMs for administrative expenses amllgss margin. The net cost of
benefits is calculated by taking the allowed PMRiservice category from Worksheet
2, subtracting the value of patient cost sharingifiVorksheet 3, and then adding the
value of any other non-Medicare covered benefitp (dental). Anticipated administrative
expenses PMPM are then added. The result is thal'Revenue Requirement” PMPM.
This would be equivalent to a premium rate PMPM tommercial setting.

Worksheet 5 includes information specific to themion of the MA program and the
development of bids. Worksheet 6 is a summary®BRT and develops the plan
premium (the revenue the health plan will recereenfthe insured, which is in addition to
the payment that the health plan will receive fl6dMS). Worksheet 7 develops the cost of
optional supplemental benefits (e.qg., rider besghnd is rarely used.

Considerations in Adopting the Medicare Advantage Bid Process for Use in
Commercial Rate Filings

If Maryland were to adopt an MA bid-like process évaluating premium rate filings, the
following pros and cons would apply.

Factors that support use of a tool such as the BPfér commercial rate review in
Maryland:

= Experience and trend data would be provided inimum manner within and across
carriers.

= The information would be standardized and easiipgared across carriers.

= The medical claim information provided would bedairly granular level that would
allow the Administration to see trend differencgdype of service split into
utilization and cost components.

= The data could be easily incorporated into tootsumd by the Administration for
various analyses, such as trend and rating analyses

= The MA bid process requires filers to develop r&t@sed on a population with a 1.00
risk score; standardizing experience for risk aidar valid cross-company
comparisons.

= Some carriers in the commercial market (e.g., Kdsgmanente and CareFirst) are
likely to be very familiar with the process.

Factors working against using a tool such as the BPfor commercial rate review in
Maryland:

= The MA bid process is rigid and would likely forcarriers to significantly change the
way they currently develop their commercial premiates.
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= To make the processes as meaningful as possilleult be useful (though not
necessary) for all carriers to use the same bgseriexce period for claims — which,
again, would likely force carriers to change theyweey develop rates.

= The MA bid process contains only one year of hisédrexperience; the process would
have to be adjusted if the Administration wantedéxamine more historical data to
evaluate trend rates. This could be accomplishe@dpyiring additional
documentation.

= The process would probably have to be adjustedrnmeswvay, as MA plans currently
must complete a bid pricing file for each benelfi@rpthey offer in each region in
which they operate. Given the very large numbdyenfefit plans available in the small
group and individual markets, requiring a sepaBR& for each would be unwieldy.

= Because the MA bids are purely community rated ptioeess includes no provision to
introduce rating factors such as age or area. TdmiAistration would have to adapt
the filing templates to collect such information.

= Normalizing the bids to a 1.00 risk factor woulduee implementing a risk adjuster,
though this would not be essential. In 2014, uiflRACA, each state will be required
to adjust risk so that “high actuarial risk plamafl receive payments from “low
actuarial risk plans.”

= This type of submission does not work well for stabdel HMOs and/or other risk-
sharing arrangements (potentially including Accabig Care Organizations) where
the staff model HMO does not develop its costhettaditional manner of
segregating encounters between cost and utilizadiosor where a material portion of
the costs is attributable to retrospective adjustsie

Preliminary Justification Form

In Chapter 5, we discussed in detail the draft rewgew regulation that was issued by
HHS. The draft regulation requires filers to conwlne Preliminary Justification Form
for any requested rate increase that exceedsarcérteshold amount. As mentioned in
Chapter 5, HHS modeled theaft Rate Summary Worksheet on the MA BPT, but made
thedraft Rate Summary Worksheet “significantly less burdems.” The worksheet
eliminates some of the cons of the MA BPT, as tiedgte to the carriers’ burden or the
need to modify the form that HHS has already ddaftemaintains the pro of having all
carriers submit data in a standardized mannercarmeers will become familiar with it
since it will have to be filed with the state anH&lfor rate increases that exceed the
threshold to be “subject to review.”

The Administration could choose to establish its1idarm that carriers would use to
submit data. Another option for the Administratiwwauld be to require that carriers
provide the Preliminary Justification Form thatiismately adopted by HHS. It could be
required only for those rate requests that exdeedhreshold (since the information
would have to be prepared for HHS for these fil)ngs the Administration could require
it for every filing.
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Commercial Rate Filing Templates in Other States

Some states, such as New York and Colorado, alneselyate filing templates in the
commercial market. (Copies of the templates arevehin Appendix C.) New York’s
template includes some descriptive informationhsag the effective date and market
segment. In addition, it includes financial infoitioa related to the filed rates, and the
experience period used to develop the filed rgge=ngium and claims for the base period,
projected loss ratio, etc.). The template alsauithet separate trend factors for unit cost
and utilization.

Colorado’s template is more comprehensive. Theaenmndatory Form HR-1 (see
Appendix C) containing summary data related tor#tte filing. In addition, there is a
template for the entire Actuarial Memorandum (alkown in Appendix C). Detailed
assumptions, including trend and credibility, mostprovided. The state predetermines
the credibility formula. This is the most compresier, standardized template that we
have seen in the commercial market.

There are advantages to mandating a specific formdor all required data, and
specifying the data elements and definitions for htarriers to use:

= Each carrier would provide the data for a specéguirement in the same location of
the filing, making the review process more effititor the Administration’s staff.

= Data could be compared easily across the variaueiza

= Data could be transferred easily into the Admiaishn’s analytical tools, such as
those used for trend and rating analysis.

The disadvantages include:

= Carriers who are used to their own formats may fasik.
» Revising the template and requesting additiona day be more difficult.

Use of a Rate Filing Checklist

Several states require carriers to submit a chetokith each rate filing. The checklist is
intended to ensure that the filer has reviewedilimg for completeness before submitting
it to the applicable regulatory agency. Althouge thecklist does not guarantee a filing’s
completeness, if someone at a company is requoredrtify that each box is checked
(indicating that the filing contains all of the meel information), the filing is more likely

to be complete upon initial submission. Usually ¢hecklist must be dated, to ensure that
a single copy of the checkilist is not submittedreaed over, and that someone at the
company is consciously signing off on the filingempleteness. Following are examples
of checkilists that are currently required.

Oregon:
Oregon’s checklisf contains some general information about the fibnghe first page.
This is followed by eight pages containing a tatflewing the category of the

*" http://www.oregoninsurance.org/docs/serff/4872.(hacessed May 18, 2011).
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requirement, reference to the statutory or regtyatiation that requires it, a description
of the specific requirement, and the checkboxeshieicarrier to complete.

Washington:

Washington’s formf also includes high-level summary information reliyag the rates
being filed, such as experience period premiumaaichs and a breakdown of the rate
into various components (claims, expenses, corntobuo surplus or risk charges, and
investment earnings). While it is more than a tgpahecklist, it is not as comprehensive
as the standardized data submission templatesvératdiscussed in the previous section,
so we include it here instead.

New York:

Like other states’ checklists, New YorRsontains the review requirement, reference to
statutory or regulatory language, and a descrigiiche requirements. However, it also
requires more than simply checking each box. Tlee fust identify the location of the
required information in the filing. This can be yédelpful to a reviewer. If the state does
not require a standardized format for submittintgsaand the support for the filed rates,
then each carrier may file their support in a défe format and order. Having carriers
identify the location of the required informatioarchelp the reviewer find information
quickly.

Minnesota:

Similar to New York’s, Minnesota’s checkfidirects companies to identify the location
of required information in the filing. It also Isseach requirement and its statutory or
regulatory citation.

Colorado:

Colorado takes a slightly different approach. Tiageshas created a company checklist
that outlines all information that must be included health rate filing, along with the
statutory or regulatory citations supporting it.wver, the state specifically asks carriers
not toeilnclude the checklist in the filing. Thelting items must be included in the
filing:

= Letter of Authority (if a third party is submittinpe filing)

= Form HR-1 (this form was discussed in the prevergion on standardized
templates)

= Actuarial Certification

%8 http://apps.leg.wa.gov/wac/default.aspx?cite=284843 (Accessed May 18, 2011).

%9 http://www.ins.state.ny.us/health/pa_ComRateChitft(Accessed May 18, 2011).
60
http://www.state.mn.us/mn/externalDocs/CommercelSBmployer_Group Plans_(62) 031003011117 |h62alfk.p

(Accessed May 18, 2011).
®1 http://www.dora.state.co.us/insurance/reqs/B4.18005f(Accessed May 18, 2011).
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= Actuarial Memorandum, including each sub-bulletuieed (please note that sub-bullet
descriptions appear to be cut off at the rightome sections, e.g., blue areas in
Sections H, J, L, and M)

= Additional requirements, by line of business

Requirement to Submit a Distribution of Rate Increases

General Discussion

Currently, carriers’ rate filings in many statedicate little more about the requested rate
increase than the average increase across alypolders. Reviewers may be left to
compare the rates and factors to a prior filingetermine which specific rates or rating
factors are changing. Even then, without detailedlément data by rating factor, the
reviewer may be unable to ascertain the rangestrilalition of rate increases that will be
implemented.

Seeing the distribution of rate increases (thegréeage of groups, subscribers, or
members in various rate increase ranges), eitheggnegate or separately by geographic
region or product, can help reviewers understaadripact of a requested rate increase
and focus on specific rate segments — for exaneglegr specific policy forms or rating
factors, which result in the largest rate changjesse large changes should be actuarially
supported before approval. For example, if diffegaslicy forms (or products within a
form) are receiving varying rate increases, thenbnefit relativities of the forms or
products are changing. Some changes over timenéicgpated due to, for example,
leveraging of fixed dollar cost sharing amountsesisions to assumptions based on
updated information. Support should be providedafoy changes.

Communicating the average rate increase to consucaerbe especially confusing. If
consumers are told the average rate of increagber éhrough statements made in the
press or through other consumer resources, suelesling documents posted on the
Administration’s website — they will probably expéc receive the average rate of
increase. When a consumer with this informatiorirgxs a renewal notice indicating an
increase much larger than average, he or she maygtised and voice complaints.
Requiring a range or distribution of rate increasas help produce information that better
explains the rate increases that are being sertsumers. The Administration has
engaged Oliver Wyman to write a separate repostigitog recommendations on
disclosing rate filing information to consumers. \iscuss recommendations related to
consumer information in that report. Requiring ditribution and explaining the causes
of variation may also help the Administration resgdo consumer complaints when they
arise.

The Administration may also want to consider reiggicarriers to provide a distribution

of policyholder effective months, if the filed ratkange is to be implemented on policy
anniversary as opposed to all policies receivimgiticrease on a given date. We are aware
of a scenario where a carrier assumed uniform ansavies in projecting future premium.
The anniversaries were significantly skewed sowisn the projections were refined, the
requested increase could not be supported.
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Other States’ Requirements

Oregon Administrative Rule 836-053-0471 requirasiess to provide a distribution of

rate increases in health rate filifgsSpecifically, the actuarial memorandum must inelud
“The range of rate impact to groups or memberauthol the distribution of the impact on
members.” Furthermore, the rate tables and fasgrgon requirements include the
following: “The document must indicate whether thte increases are the same for all
policies. The document must clearly explain howrtite increases apply to different
policies including the entire distribution of ratieanges and the average of the highest and
lowest rates resulting from the application of ottsing factors.”

We reviewed a few of the public filings on Oregowsbsite®® Some carriers provide the
required information in tabular form, showing grsupubscribers, and members by
various ranges of rate increases. Other carriengge the information in graphical form,
with number of groups and members in each ranganbitle graph. For example, a
tabular form may look similar to the following:

Rate Increase # Groups # Subscribers# Members
Less than -10%
-10.01% to 0%
0.01% to 10%
10.01% to 20%
20.01% to 30%
30.01% to 40%
40.01% to 50%
50.01% or greater

Massachusetts recently modified its regulatiorhefrnerged individual and small group
market to require that each rate filing effectivear after July 1, 2011 include the
following:®*

Overall rate impacts, including:
a. lllustration of rate changes for each produdteaapplication of the rating
factors, and any changes in the demographic makeftipe individual or group
contract using the following ranges:

I. reduction of 10% or more;

ii. reduction between 5.01% and 9.99%;

ilii. reduction of 5% or less (including no change)

iv. increase of less than 5%

v. increase of between 5.01% and 9.99%;

vi. increase of between 10.0% and 14.99%; and

vil. increase of 15% or more.

82 http://arcweb.sos.state.or.us/rules/OARS_800/OAR/&®B_053.htm(Accessed May 18, 2011).

83 http://www4.cbs.state.or.us/ex/ins/filing/
54211 CMR 66.09(3)(m)(9)
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b. Explanation of the reasons, distinguishing bgebeate changes and the
application of rate adjustment factors, for whi@teas of any groups increase by
more than 15%.

We are not aware of any other states that requué distribution in a formalized manner.
Many states require inclusion of the minimum ancimam rate increases that
policyholders could receive, and SERFF currently firelds available for this. Some states
ask for a full distribution during the review preseif necessary — or if prompted by other
information in the filing, such as a large maximunorease.

Connecticut published rate filing submission guiites in October 201%. The guidelines
specify: “The requested increase for each produmtlsl be identified as a specific percent
increase or if appropriate a range with an explanaif what the variance is that produces
the range.”

HHS Data Reporting Requirements

As a condition of accepting the premium review granney, Maryland must meet certain
requirements when reporting rate filing data to HB8r understanding is that the SERFF
system has already been modified so that it withsarize the required data. If our
understanding is incorrect, or if this situatioracpes, the Administration will need to
ensure that it is requiring the necessary datdditgd perform this reporting. In this case,
we would recommend requiring the data in a stangeddormat so that it can be
summarized easily. For example, if all carriersdilt the same Excel spreadsheet with
each filing, macros could be written to summariee data in an automated fashion, saving
the Administration significant time and resourcas \ell as ensuring the information’s
accuracy) once the programs are written.

Data items needed to support implementation ofrd®RACA provisions should also be
considered in determining reporting requiremenkss Tight include data needed to
certify health plans for the Health Benefit Exchengonfirm the actuarial value of health
plans, provide information regarding risk adjustiremd reinsurance programs, etc.

Content of the Rate Filing Submission

All of the checklists and data submission templateshave cited provide examples of
format as well as data elements that could be redum the rate filing. Below we briefly
discuss other considerations for rate filing conttnChapter 5, we discussed the federal
requirements for an effective rate review. In Cleagt we will use all of this information
to recommend data elements to require in a ratgfil

® http://www.ct.gov/cid/lib/cid/Bulletin_ HC-
81 Health Insurance_Rate_Filing_Submission_Guidslpdf(Accessed May 18, 2011).
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Actuarial Standards of Practice

There are several Actuarial Standards of PracAR&OPs) that apply to rate makings and
rate filings. These may include the following:

ASOP

Number | Title
5 Incurred Health and Disability Claims
8 Regulatory Filings for Health Plan Entities
12 Risk Classification (for All Practice Areas)

23 Data Quality
Credibility Procedures applicable to Accident arehkh, Group

25 Term Life, and Property/Casualty Coverage

26 Compliance with Statutory and Regulatory Requiretsiéor the
Actuarial Certification of Small Employer Health it Plans

41 Actuarial Communication

ASOP 8 applies most directly to requirements foata filing submissiofi® This ASOP
lays out the following issues and recommended [wesfor health filings:

1. The actuary should include a statement of purpgss) as demonstrating that the filed
rates are anticipated to meet minimum loss ratiatloer applicable requirements.

2. The actuary should consider which assumptions eczessary for the filing, which
may include:

Premium levels and future rate changes;

Enrollment projections;

Morbidity, mortality, and lapsation levels and tusn

Expenses, commissions, and taxes;

Investment earnings and the time value of money;

Health cost trends;

Expected financial results, such as profit margunplus contribution, and surplus
level;

Expected impact of contractual arrangements witltheare providers and
administrators; and

i. Expected impact of reinsurance and other finarami@ngements.

> @mpoooTw

3. The actuary should review any relevant businesssfiar the entity subject to the
filing, and consider the information therein astpdrsetting assumptions and
methodologies in the filing.

4. The actuary should adjust past experience for aoyk or expected changes that are
likely to materially affect future results whentsag assumptions. These may include:

a. Selection of risks;

% http://www.actuarialstandardsboard.org/pdf/asopp@68_100.pdfAccessed May 18, 2011).
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Demographic and risk characteristics of the insyn@glulation;
Policy provisions;

Business operations;

Premium rates, claim payments, expenses, and taxes;
Trends in mortality, morbidity, and lapse; and
Administrative procedures.

@~poowT

5. The actuary should consider pertinent plan prowsisuch as administrative

procedures and arrangements with health care prsvid

The actuary should consider available data releteanéw plans or benefits.

The actuary may be called upon to project futupgtabor surplus for the entity or a

portion of it (e.g., one business unit). The actsdrould base the projection on

reasonable assumptions that account for futureracthat are likely to have a material
impact on capital or surplus.

8. In projecting results relative to a regulatory demark, the actuary should base the
projection on appropriate available information attibe book of business.

9. The actuary should review the assumptions for regsdeness, in the aggregate and
individually. Relevant information that may be rewied is company business plans,
past experience of the entity or benefit plan, @aelvant industry and government
studies.

No

ASOP 8 serves as the primary guide for rate filifidge additional ASOPs that are listed

in the preceding table contain more detailed carattbns for items such as claim
reserves and credibility. These more specific aersitions are discussed elsewhere in this
report. The Administration already requires rali@dis to conform to the requirements of
ASOP 8.

Confidentiality of Data

Carriers in Maryland are currently allowed to mpdktions of rate filings as confidential,
or in some cases, request that an entire filintydsted as confidential. ACA brings an
increased level of scrutiny and transparency tadkereview process. As discussed
above, carriers will be required to complete theliRtinary Justification Form for any
requested rate increase that exceeds a certashtfdeamount. In some cases, this alone
may require disclosure of some items not previoosdyle available to the public. In our
report on disclosing rate filing information to amers, we discuss further the impact
that ACA will have on data confidentiality.
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9

Recommended Enhancements to the Administration’s

Rate Review Program

Based on our review of the Administration’s currpracesses and Maryland’s statutes
and regulations, we have identified changes theiAditnation may consider making to
enhance its rate review program. In forming ouonemendations, we have focused
carefully on the Administration’s three-part goat the project: to strengthen protections
to Maryland health insurance consumers while maaimtg the solvency of health insurers
and facilitating a competitive marketplace.

Recommended Changes for an Effective Rate Review Program

We believe that the Administration would benefigaty from taking the required steps to
make its rate review program an “effective” oneading to HHS standards. In Chapter
5, we presented our understanding and interpretabbthe definition of an effective rate
review program as prescribed in the draft regutesti®Vith an effective rate review
program, the Administration will be able to enhanoasumer protections and maintain a
single level of rate oversight at the state leWathout an effective rate review program,
HHS would perform independent rate reviews foraiarfilings, potentially subjecting
carriers to dual oversight with different data ngjpg requirements — which could expose
the State to inconsistent standards, reduced caiopetind additional administrative
burdens.

In Chapter 5, we compared the Administration’s eatrate review process with the
proposed requirements for an effective rate reypeygram. We recommend that the
Administration consider making the following chasge order to meet these
requirements. The draft regulations apply to rategases on non-grandfathered,
comprehensive major medical plans in the individairad small group markets. Therefore,
none of the recommendations in this section reggrdn effective rate review program
apply to the large group market. We again cauti@réader that the requirements
outlined in Chapter 5 are based on draft regulatiaeither interim final nor final
regulations implementing Section 2794 of the PH&Mehbeen issued at the time of this
report.
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Recommendations for Qualifying as an Effective Rate Review
Program

The proposed regulation (45 CFR Part 154.301)a&étfour specific criteria for
evaluating whether a state has an effective raieweprogram in place. In Chapter 5, we
discussed these criteria and provided our opingoto avhether the Administration’s
current rate review process meets each one. I gdsere the Administration’s current
process does not appear to meet the requirememeceemend changes that, if
implemented, would result in the revised prograneting the requirements, in our
opinion.

Requirement 1
The state must have the legal authority to obtaita dind documentation from health
insurers to conduct an effective examination artéri@ne whether a rate increase is
unreasonable.

The Administration currently has the authority éguire that carriers submit data and
documentation, and to review rate increases in th&hndividual and small group
markets for all carriers. In our opinion, the Staterently meets Requirement 1 for
both the individual and small group markets.

Requirement 2

The state effectively reviews data and documemtgtiovided in support of rate
increases.

Based on our review of the Administration’s currpracesses, it is our opinion that
the State currently meets this requirement foprdtucts in both the individual and
small group markets.

Requirement 3

The state reviews the reasonableness of ratinghassans and the data upon which those
assumptions are based.

The draft regulation prescribes 12 specific itehad must be reviewed in meeting this
requirement. In Chapter 5, we discussed theseetisitn detail and described the type
of review we expect HHS will require of states.

We recommend that the Administration revise ite raview program to include a
review of each of these items in the individual anahll group markets, as described
in Chapter 5 and required by HHS to qualify as féecéve rate review program.

Requirement 4

The state applies a standard set forth in statuteequlation when determining whether a
rate increase is unreasonable.
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In our opinion, the Administration currently meétss requirement. The
Administration has a minimum loss ratio requiremsgttforth in statute in both the
individual and small group markets.

Reporting to HHS Rate Filings Deemed “Subject to Review”

For each individual and small group filing the Adhisiration reviews that is classified as
“subject to review” under the draft regulations #thdministration must provide HHS with
a summary of the review and a determination ashetker the rate increase is
unreasonable. While some of the information thahnbe required in this reporting is
captured through SERFF and reported to HHS unéeretiuirements of the premium
review grant, we expect that HHS will want to revie separate report for each of these
filings, including additional information beyond wathis currently reported through
SERFF. The regulations do not specify the contefidronat, and we do not know if HHS
plans to release guidance on the information theyldvlike to see in this report. Absent
any guidance from HHS, we suggest the Administrationsider including information
such as the following:

Average rate increase requested by the carrier

Average rate increase approved by the Adminisinatio

Minimum and maximum rate increase approved fovargpolicyholder

The number of groups (if applicable), policies, ameimbers affected by the rate

increase

The applicable standard set forth in statute foemheining whether a rate increase is

unreasonable (e.g., minimum loss ratio requirement) a description of how the

filing compares to that standard

6. A narrative of the Administration’s review, includy an explanation of how the
Administration’s analysis of the factors prompthdttdetermination

7. If the rate increase approved by the Administraisolower than that requested by the

carrier, an explanation of which rating componeng ( trend assumption) led to the

difference, if applicable

PwpNPE

o

Several components in the list above will be vemyilar, if not identical, across many
filings. For example, while the narrative descripthe review performed may vary
between individual and small group carriers, theene performed among small group
carriers will be similar. Therefore, we recommehdttthe Administration set up templates
for each rate review scenario.

Under a separate contract, we are recommendingsaoter-friendly Rate Decision
Summary document that would be produced for eagiwigdual and small group rate
filing. Much of the information in the list abovelibe included in that document. The
Administration may be able to submit the Rate DeniSummary, with some
supplemental information describing the review psscin more detail, to satisfy this
requirement.
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Markets That Would Benefit from Enhanced Review

For purposes of acquiring “effective” status far riate review program, Maryland would
need to enhance its review process only for thidlal and small group markets. The
draft rate review regulation does not apply toltdrge group market. However, we note
that HHS has asked for public comment on whetheere¢kiew process should differ from
that applied to the individual and small group neaskif the large group market becomes
subject to review. HHS has left open the possybihit such review could be applied to
the large group market in the future.

At this time, we do not recommend that the Admnaisdbn perform an enhanced review in
the large group market like the review that is rentended for individual and small group
reviews (as described in Chapter 5). Many statesotioeview large group rates. Large
groups are generally more sophisticated buyersitigtaividuals and small groups, and are
better able to negotiate premium rates. The largaggmarket is typically more
competitive and does not allow excessive rategtoharged. Therefore, the benefit of an
enhanced review would be less apparent for the lgrgup market than it would be for
smaller purchasers. Only the manual portion ofr#ite is being reviewed, so the benefit of
the review is limited to the portion of the ratattis based on the manual.

We are not suggesting that the Administration sthatibp reviewing large group rates.
Rather, we recommend that the Administration caitne reviews as they are currently
performed and add a verification that the progdtss ratio is expected to meet the 85%
minimum loss ratio requirement that becomes effeciuly 1, 2011, with the enactment
of SB 183/HB 170. A review of the experience ansbiagptions that the carrier uses to
demonstrate compliance with the loss ratio requamrenwill need to be incorporated into
the Administration’s analysis of the filing. We [@e that the current review process
already includes a review of the projected claiig review will need to include quality
improvement expenses and taxes and fees that@darusalculating the loss ratio.

In the individual and small group markets, while tiraft rate review regulation applies
only to non-grandfathered policies, we recommerad tthe Administration perform
enhanced reviews for both grandfathered and nomdfgthered policies, for the following
reasons:

= The Administration already has a robust rate re\peocess in place for these policies;
therefore, we do not see the additional requiremehthe enhanced review as a
significant burden to the carriers.

= It would provide equity to all Maryland consumendhe individual and small group
markets.

= |t would improve the ease of workflow for the Adnsination by applying consistent
reviews to all filings.

Specific Filings That Would Benefit from Enhanced Review
The Administration requested a recommendation agh&ther an enhanced review should

be performed for all rate filings in those markietswhich the enhanced review will apply
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(individual and small group, if our recommendatismaccepted), or only those rate
increases that are “unreasonable” as defined bj@¥. The draft regulation that would
implement the review of “unreasonable” rate incesasoes not define any rate increase as
being de facto unreasonable prior to a review effiling. Rather, it deems certain filings
“subject to review.” It is only through the revigwocess that a rate increase can be
determined reasonable or unreasonable. HHS reagthat rate increases that fall below
the threshold of “subject to review” may be unreedie rate increases, and that states
would apply standards set forth in state law oulagpn when determining whether a rate
increase is unreasonable.

It is our interpretation of the draft regulatioratlan effective rate review program would
apply the enhanced review to all filings, whetheemhed “subject to review” or not, by
HHS’ definition. The draft regulation notes thag thurpose of the effective rate review
program is to determine whether a rate increaaa isnreasonable rate increase. Since rate
increases that are not “subject to review” may lsélunreasonable, we believe the intent

is for states to review all rate increase requé&stghermore, the stated reason for
establishing a threshold is to avoid unnecesshngfourdens for health insurance issuers
with regard to increases that are likely reasondhilece Maryland already has a
requirement to file all rate increases and hasasbrate review process in place for all
filings, which carriers are accustomed to, we dbsae this as a significant burden.

A potential reason to not perform enhanced reviewslings not “subject to review” (if
HHS were to allow states to qualify as having dacative rate review program without
performing an enhanced review of these filinggthesAdministration’s inability to act on
the findings of the enhanced review. Our understang that current statutory authority
allows the Administration to disapprove a rate exjwnly if the minimum loss ratio is

not anticipated to be satisfied, for insuranceieesrand HMOs. Therefore, a review of
administrative expenses, for example, may lead\trainistration to determine a rate
increase is unreasonable but the loss ratio regeiné may be anticipated to be satisfied,
so the Administration lacks the authority to disagwe the filing. This could also occur
with filings “subject to review;” however, in thaaise although the carrier could still
implement the rate increase, by deeming the ratease unreasonable the filing would be
subject to additional HHS’s requirements for unoeable rate increases. Since filings for
rate increases below the threshold are not “subgeeview,” HHS’s additional
requirements related to unreasonable rate increesas not apply. In that case, there
may be no effect to deeming the rate increase sanadle.

The Administration has the authority to disapproweeprofits’ rate requests based on
factors including “any other relevant factors witlaind outside the State.” We recommend
the Administration strongly consider obtaining dalshial statutory authority to disapprove
rate filings based on “any other relevant factorthiny and outside the State” for insurance
carriers and HMOs as well, to avoid the poteniialasions described in this section. This
would seem consistent with the intent of reviewafigpf the necessary items to have an
effective rate review program, and would give trdAnistration the necessary authority
to act on those items in addition to the loss regguirement. This would also provide
equity to all Maryland consumers, regardless ofeigy issuing coverage.
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Level at Which Enhanced Review Should Be Performed

The Administration requested a recommendation dégarthe level at which enhanced
reviews be performed — market level or productllevés not clear what HHS intended
with respect to the level at which the review iplegrl. The draft rate review regulation
states the consideration of rate increases iediptioduct” level for purposes of
determining whether the increase is subject tcesevit further states that product would
be defined as “a package of health insurance cgedvanefits with a discrete set of rating
and pricing methodologies that a health insurasseer offers in a State.” The product
could, for example, be a policy form where withie fpolicy form there are several
different cost sharing options, such as varyingudatle levels. However, the “product”
distinction is not clearly defined in the regulatiand appears to leave open the possibility
that different states may apply it differently.

Our understanding is that the Administration isreatly requiring that in the individual
market the loss ratio be satisfied for each pdieyn. While some carriers may choose to
file all individual products in a single filing, i not required. The level of aggregation in
the filing is determined by each carrier.

In the small group market, the rating regulaticeguire the experience of all small groups
be pooled together for determining the small grbage rate. Different premiums are
charged for different products through the appitaof benefit adjustment factors, or
benefit relativities. However, since there is a owon base rate, rate filings are submitted
for the entire market in a single filing.

We recommend that the level at which the enhaneedw is applied be consistent with
the rating rules in the market and with the los®naequirements that apply based on
Maryland law. As was discussed in Chapter 6, odlewstanding is that SB 183/HB 170
Health Insurance - Conformity with Federal Law regsithe loss ratio requirement be
applied at the market level. We also discussed andscons of applying the loss ratio
requirements at the policy form versus the marketl], and would have recommended the
market level had it been open to interpretations Tconsistent with the federal MLR
requirements that apply retrospectively, and rezsgnthat different products may have a
need for different administrative charges as agverof premiunt’

Applying the loss ratio requirement at the marke&el should be straightforward for the
small group market since there is a common basearat all products are filed at the same
time. Therefore, the enhanced review would be perad at the market level for small

group.

In the individual market, application of the lossio at the market level represents a
change from the current practice. Given that irdlial rating rules do not require a

57 Lower cost products, such as high deductible prtsuypically have higher administrative expensarges as a
percent of premium. Administrative expenses thatimcurred as fixed costs per member per montlesepit a larger
percent of premium for lower premium products.
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common base rate for all individual products, rateeases for different forms are, in
many cases, currently filed at different times tlyioout the year. In order to implement
the loss ratio requirement at the market levehaindividual market, we recommend the
Administration do one of the following:

1. Require carriers to file all individual productgy@her in a single filing, even if rate
changes are not being requested for all policy $ofTiis way, the Administration
would be able to review all individual experienogether, along with the projection of
that experience to the rating period, to determihether the loss ratio requirement is
anticipated to be met at the market level.

2. Continue to allow carriers to file individual prazts at different times in separate
filings. Therefore, the level of the enhanced remirould vary depending on how
carriers are filing their products. Carriers shootd be allowed to change the manner
in which products are filed from filing to filingOnce a set of products has been pooled
together for rating, it typically should remain ped°® For purposes of demonstrating
that the loss ratio is anticipated to be met, tdenfistration could either require
carriers to provide projected experience for atidurcts including those for which no
rate change is being requested, or establish a feabor” such that if the products in
the filing can demonstrate satisfaction of the lad® then the market level is assumed
to satisfy the loss ratio. This presumes thateheding could demonstrate satisfaction
of the loss ratio requirement on its own, thenrttagket level loss ratio requirement
would be satisfied.

We believe these are both viable and reasonabienspiWe recommend the
Administration consider option 2, applying the loa8o prospectively such that if the
individual product (or grouping of products) beiilgd can demonstrate an anticipated
loss ratio of 80% or greater on its own (with tldguatments for quality improvement
expenses and taxes and fees), that the prospéxds/eatio requirement has been satisfied.
(Application of credibility in this calculation discussed in the next section.) If the
product being filed does not, on its own, meet80% requirement, then the carrier would
be required to demonstrate that when combined allitbther individual products the 80%
loss ratio requirement is satisfied in total atrniarket level. This is consistent with our
interpretation of how HHS would review rates focegsiveness if HHS were performing
the review.

It is possible that some products might be propetbeexperience loss ratios below the
minimum, and therefore a rate increase requegitiflad. This in turn may result in an
aggregate loss ratio for the market that is betlosvhinimum; however, there are several
reasons we do not see this as a major concern:

= The retrospective loss ratio requirement will regquebates if the aggregate loss ratio
falls below the minimum.

% There may be exceptions to this. For exampleyapreduct may be pooled with other products to echa
credibility. Once the product has grown to sufiitisize, it could be rated on its own. They ketoisot allow carriers
to change the pooling back and forth, potentiadigirhing” the requirements.
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= Medical trend will cause the loss ratio for produtttat have not been filed to increase
over time, limiting the amount of time such producould be priced to a loss ratio
below the minimum.

= Competitive forces are unlikely to result in sigeaint enroliment in products with low
loss ratios.

We also note that over time, the manner in whiclividual products are filed may
change. Starting in 2014, non-grandfathered ind&igroducts will be priced more
similar to how small group products are currentiggd. At that time, it may become
more feasible or necessary to require all indivigwaducts be filed in a single filing.
Since the details of the 2014 requirements arevetitdefined and could change as 2014
approaches, we are not able to make specific re@mations regarding the rate review
that should be in place at that time.

Recommended Review Process

The Administration currently has a comprehensive raview process in place. We are
not recommending significant changes to the prodessribed in Chapter 4. Earlier in this
chapter, we recommended the Administration impldradditional elements in the review
of individual and small group filings in order tave an effective rate review program.
Our additional recommendations in these marketsviolSince we are not recommending
changes to the large group review process, asite implementing the new loss ratio
requirements, these recommendations do not appdyde group unless otherwise
specified.

Loss Ratio Requirements

With the passage of SB 183/HB 170 Health Insurar@enformity with Federal Law,
carriers will need to revise the calculation of fiiejected loss ratio for purposes of
demonstrating that the minimum loss ratio is expeétd be met in the individual and
small group markets. The Administration will needeview this calculation.

Prior to passage of SB 183/HB 170, a loss ratiaireqent did not exist in the large
group market. A review of the projected loss ramg the federal methodology for
calculating loss ratio will need to be incorporaiteit the large group rate review process.

In Chapter 6, we identified two areas of considerain testing on a prospective basis
whether the loss ratio requirement is anticipateble met, given the federal loss ratio
requirement is intended to be a retrospective reqment. They are the application of
credibility adjustments for less than fully creditidlocks of business, and whether
satisfaction of the loss ratio requirement may &mdnstrated at the market level or the
policy form level.

We recommend that traditional credibility metho@sused in demonstrating the
prospective loss ratio, rather than the federalibrity adjustment. The federal
adjustment was not intended for use in pricing,levtraditional methods are applicable to
pricing and follow Actuarial Standard of Practice.\5, Credibility Procedures
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Applicable to Accident and Health, Group Term Léed Property/Casualty Coverages.
Furthermore, application of the federal adjustnvemtild allow small blocks with poor
experience to increase rates even further thaaltbady poor experience supports. This is
not the intent of a credibility adjustment for ppestive pricing purposes.

Above, we discussed our recommendation to reqaingecs to demonstrate that the
prospective loss ratio requirement is expectecetmbt at the market level for the small
group market, and to allow rate filings in the widual market to demonstrate the loss
ratio either for the forms in the filing, or in aggate at the market level. In the large
group market, there are fewer requirements todayri€@s generally file a rate manual
that applies to all products, or all products gfiaen type (e.g., HMO, PPO, indemnity) at
the same time.

We recommend that the loss ratio requirement béegpim a manner similar to the
individual market, and that review of the lossaas done in the manner that products are
being filed today. Similar to the individual mark#tall products are filed simultaneously,
then the loss ratio requirement should be demdestia aggregate for the market. If a
subset of products is filed together, then as lmthe prospective loss ratio is satisfied for
that subset, the filing may be approved. If thesstildoes not independently meet the loss
ratio requirement, then the carrier would havedmdnstrate that when the subset is
combined with all other large group products, theslratio requirement is expected to be
met.

Trend Assumptions

For purposes of demonstrating the loss ratio requents discussed above, the claims
must be projected using a reasonable trend assompti

While the Administration currently reviews trendgsasptions for reasonableness, it is our
opinion that the current review process is nohadepth as will be required by HHS to
have the process be considered an effective ra@wvg@rogram, as outlined in the draft
regulations. In Chapter 7 we discussed the valgougponents of trend, as well as
adjustments to the experience data that the Adiratisn may need to consider when
reviewing the requested trends. The Administratioas not currently review trends by
major service category, but will be required tostoshould the draft regulations be
approved in their current form.

In Chapter 7, we discussed the following optionsstatisfying the requirements for an
enhanced rate review:

1. Have Administration staff with actuarial expertreeiew the analysis performed by
the carriers to determine the appropriatenessechtiustments made and the
reasonableness of the results.

2. Require that all carriers use a standardized metbgg through the use of a template
that could be provided in the form of an Excel spisheet.
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3. Allow carriers to maintain their own methodologiesed for calculating trend, but
require that all carriers submit common data elémtnallow the Administration to
perform an independent analysis using a consistettiodology for all carriers.

We recommend the Administration implement opticabbve. We believe this option will
satisfy the requirements to have an effective rateew, will allow the Administration to
determine the reasonableness of the requested aatkbalances resource needs for both
the carriers and the Administration.

The Administration will have to consider the neeabtain information from external
sources, as identified in Chapter 7, to enhande rin@ews. Each of these sources has
current limitations, since they will not reflecetidentical population covered by any
specific rate filing and, therefore, should onlydsed as one of several potential
benchmarks in determining the reasonableness afrigCs trend assumption.

While there has been discussion regarding thetyabilithe Administration to incorporate
the HSCRC hospital rate setting process into theiAtstration’s assessment of the
reasonableness of trend assumptions includederfiliaigs, we identified several barriers
that currently exist in the HSCRC database thatlpdes its use as an external source at
this time. We recommend that the Administrationtoare to work with HSCRC to
determine whether the benefits of being able tothisedatabase as a benchmark for
assessing the cost component of hospital trendrgggns outweigh the costs and
resources required to remove the barriers indedtifi Chapter 7.

There has also been discussion regarding theyabilthe Administration to incorporate
data gathered by the MHCC as an independent séurtend into the Administration’s
review of a proposed rate filing. We have identiftearriers that preclude this data from
effectively enhancing the process at this time.rd®mmend that the Administration
work closely with the MHCC to monitor the evolutiohits databases to determine if it
can eventually be used to develop benchmarks agalinsh a carrier’s trend could be
compared. This would not be possible until the MH@S at least two years of enrollment
data. At that time, the MHCC data could providesaful source for benchmarking. The
Administration could estimate secular trends ovev@to three year period using the
MHCC data, and compare a carrier’'s trend assumjpaidine historical trends. If the filed
trend assumption is outside of the historic nortims,carrier could be required to provide
additional support.

We recommend that the Administration, the HSCRCtardVIHCC collaborate to test the
consistency of the various databases and detetminghe hospital rate increases
implemented by the HSCRC are ultimately reflectethe MHCC experience. Once these
tests are completed, it may be possible that th€Midatabases in conjunction with the
HSCRC database (with adjustments to reflect theifadipn covered under a specific
filing) could serve as benchmarks for assessinmgligeHowever, the time and resources to
perform these tests could be significant. Similattiy time and resources to analyze and
adjust the data to develop the benchmarks coukigmficant. Use of the databases is not
likely to be possible in the very near term.

Oliver Wyman Actuarial Consulting, Inc. 97



Recommendations to the Commissioner to Enhance Regulatory Review and Oversight Maryland Insurance Administration

Other Methods for Determining the Reasonableness of Rates

In Chapter 6, we discussed the following methods ¢buld be used for determining
reasonableness of rates, in addition to loss ratjairements:

Administrative expenses

Surplus levels

Pricing margins

Investment income or loss

Cost containment or quality improvement activities

arwnE

Items 1, 2, and 5 from the list above are requiodoe reviewed in order to have an
effective rate review program. Therefore, we rec@ndithe Administration include a
review of these items in the rate review procesg fEmaining methods for consideration
are pricing margins and investment income or loss.

We discussed earlier the limitation in currentig®&twhich does not grant authority to the
Administration to apply criteria other than a leaso requirement in determining the
reasonableness of rates for the purposes of apgravidisapproving a rate request for
insurance carriers and HMOs. As long as that linoiteexists, there is little apparent
benefit to including a review of pricing marginsiovestment income in the review
process for insurance carriers and HMOs.

For nonprofits (and insurance carriers and HMQbkafAdministration is able to gain
authority to disapprove rates based on “any othlerant factors within and outside the
State”), we recommend the Administration includexdew of pricing margins in the
review of individual and small group rates. We &ed this adds a valuable consumer
protection by ensuring that profit charges areimateased without solid justification.
Under a separate contract, we conducted focus grimupbtain consumer feedback related
to health insurance rates. The focus groups cemigtexpressed opinions that they
would want to know that profit was not increasiié¢hile there may be valid reasons for
profit charges to increase at times, any increaspgofit as a percent of premium, should
be well documented and justified by the carrielise@ the increased transparency that is
anticipated related to rate increases, the Admatish should also be prepared to respond
to questions from consumers related to profit cesrg

We do not recommend that investment income beqgbanie review process. The potential
benefit of including it is very small in our opimolnvestment income can fluctuate
greatly. We do not believe that premiums woulddsiced by a significant amount if this
review is added. Therefore, the much longer listafs more than outweighs the potential
benefit of the review.

As discussed earlier, we are not recommending harered review for large group

products. Similarly, we do not recommend includingse factors in the review of large
group rates. Our recommendation for large groupasthe current review process is
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continued, with the addition of reviewing the pg loss ratio relative to the minimum
85% loss ratio requirement.

Pre-Approved Trend Factors

The Administration currently allows carriers tcefppre-approved trend factors for up to a
one-year period. We recommend the Administratiamtiooe this practice. However, it is
unclear how HHS intends to apply the rate reviequit@ments to filings that include
future trend factors. Therefore, absent additignadance from HHS, we would suggest
the Administration consider only approving trendtéas that do not result in future rate
increases that would be subject to review (whidhitgally 10% or greater).

Annual Rate Certification

We are not recommending implementation of a requeérg to submit an annual rate
certification if a rate request and accompanyingitkx rate filing has not been filed. The
advantage of having such a requirement is that jpremates can be reduced if the rates
on file are not anticipated to meet the loss regguirement. We believe this advantage is
more than offset by the following factors:

= The retrospective federal MLR will require rebabespaid if, in hindsight, the
premiums charged in aggregate at the market ledeiat produce the required loss
ratio.

= The Administration has the annual report requiretntieat provides an annual check on
the adequacy of rates and can lead to requiredeadtetions.

= The tracking of rate certifications would requirdrAinistration time and resources for
little benefit to the consumers.

= Itis unlikely that carriers could go much longeamn one year between filings without
incurring financial losses (provided pre-approveshd factors are not approved for a
period longer than one year).

Rate Filing Submission Data Requirements

Data Submission Checklist

The Administration does not currently have a sedtahdard data submission
requirements, except that carriers are expectpdoiade an actuarial memorandum that
describes the assumptions and methods used taogebel rates, in accordance with
Actuarial Standard of Practice #8, “Regulatoryrigb for Health Plan Entities.” This
standard of practice does not define specific diments to include in rate filings.
Therefore, carriers may not provide all of the mfiation needed to perform an enhanced
review of the initial filing. However, carriers arequired to provide support for all
assumptions and any changes in rating factorstt@nAddministration will require carriers
to submit the necessary information for review befapproving the filing.

We recommend that the Administration consider diyaly a checklist for carriers to use
when preparing each individual and small group filitey. The checklist would include
all of the items that the Administration needsdoduct the review. We recommend
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implementing a checklist — to speed the time frominitial filing date to the review’s
completion and to reduce the Administration’s tispent reviewing the filing and the
subsequent responses. Each time the Administraierio send an objection letter to the
carrier asking additional questions or requestimgeninformation, the approval is
delayed. Each time the Administration receivesspoase, some time is spent re-
familiarizing the reviewer with the specific issubat needed to be addressed. Using a
checklist may streamline the process — both faier@rand for the Administration’s
reviewers. A draft checklist is provided in Appendi.

Data Elements Needed

New data elements will be needed to perform themegended enhanced reviews in the
individual and small group markets. Large groum@$ will need to include a
demonstration that the projected loss ratio méwtsrtinimum required loss ratio. The
draft checklist in Appendix D contains a descriptaf the recommended data elements to
be required of carriers.

One data element of note is that we are recommagradiifilings in the individual and

small group markets include the Part | Prelimindusgtification Rate Summary Worksheet.
While still in draft form, the worksheet is a onage Excel file that contains experience
data and pricing assumptions such as trend, admnaitive expense, and profit in a
standardized format. We are recommending thislahdividual and small group filings

for the following reasons:

= |t provides the Administration some basic data frahfilings in a standardized
format, easing comparisons from filing to filing.

= Having some data in a standardized format may erthbl Administration to create an
Excel file that can quickly summarize data fromesal filings, potentially providing
benchmarks for use in determining the reasonabderfedssumptions.

= Since carriers will become accustomed to populéatiegorm, which will be required
of any filing that is “subject to review,” it shalihot represent a significant burden for
the carriers.

= The data will be needed for enhanced consumeradigid, and to populate the
Administration’s Rate Filing Notification Summarp@dRate Filing Decision
Summary documents that we are recommending unskgparate contract with the
Administration.

In drafting the checklist, we have incorporatechdgements we believe are needed for the
Administration to continue the current review pregeas well as those additional elements
that we recommend incorporating into the reviewescribed in this chapter. We relied

on our interviews with and the sample rate filingglied by the Administration staff to
determine the data that is currently reviewed. ¥é®gnize that we received a small
sample of rate filings and defer to the Administnat which has a much more thorough
understanding of the current data elements thagbrarngded by all carriers, for inclusion

of additional data elements or clarification to tmecklist.
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We show one draft checklist and indicate the marketvhich certain data elements might
apply. The Administration may want to consider pasate checklist for each market, or a
combined individual and small group checklist vatseparate large group checklist.
Another option for large group would be to not iemplent a checklist and simply
communicate to carriers that they need to demaessedisfaction of the new loss ratio
requirement. This option could work well if the Adnstration is generally satisfied with
the current large group filings.

Finally, we have not included a check box on tredtdrhecklist. This shows a format that
might be used if the Administration prefers to wlmite the checklist as guidance to the
carriers, rather than requiring it be submittechveich filing. If the Administration prefers
to require carriers “check the boxes” and subngtahecklist with each filing, a column
for check boxes should be added along with a sigaatnd date field, to ensure that the
same checklist is not copied and submitted witthdgiag, without review. We defer to
the Administration regarding whether to require ¢thecklist as a part of each filing.

Format of Data Submission

With the exception of the Part | Preliminary Juséifion Rate Summary Worksheet, we do
not recommend requiring filings be provided inanslard data submission template. As
noted above, requiring the Rate Summary Worksheeiges some basic information in a
standardized template to allow ease of comparis@neation of benchmarks. It is our
opinion that requiring the entire filing be standiaed represents a greater burden on the
carriers than is justified by the benefit providedhe Administration. Carriers have
different pricing methodologies that may not lehdrselves to a standardized format. By
allowing carriers to use their own format, the Adisiration will be able to observe the
actual data and factors being used in the pricing.

Currently, filings are submitted in pdf format. TAdministration spends some amount of
time transferring parts of the rate filing dataoilixcel to check formulas and analyze the
data. This time could be better spent on enhareadws rather than transferring data. In
addition, transferring data creates the possihilitgrrors in the process of transferring.
We recommend the Administration require that cesrprovide certain data elements in
the filing in Excel format. The draft checklist Appendix D indicates which data
elements should be provided in Excel. Finally, @eommend the Administration consider
requiring the use of SERFF for filing submissiornise Administration does not have to
spend time transferring filing data into SERFF.

Timing of Rate Submissions and Reviews

Rate Filing Submissions

Currently, insurance carriers and non-profits aggired to file rates 90 day prior to the
requested effective date. HMOs are required taéte 60 days prior to the requested
effective date. Based on our interviews with Adrsiration staff, we do not see a need to
revise the required timing. HMOs are generallynfiliearlier than 60 days in advance. The
carriers are aware that the earlier the ratesiladg the more likely they are to be
approved in time to implement the rate change endlquested effective date. While the
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Administration could consider requiring all cargdo file 90 days in advance, we see this
as a low priority given that it would require atatary change and does not currently
represent a problem.

Deemer Periods

The current deemer period is 60 days for non—@p#tMOs’, and insurance carriers’
initial rate filing, and 90 days for insurance oars’ rate change filings. Again, based on
our interviews with the Administration staff, ttieems to be adequate time to review the
filing and either approve it or disapprove thenijidue to additional questions being asked
or data requested. We recommend keeping the cuteember periods.

Advance Notice of Rate Changes

For insurance carriers and nonprofits, policyholuatification of rate changes must occur
10 days before the effective date in the individnatket®® This 10-day requirement for
insurance carriers and non-profits leaves littieetifor the policyholder to research
potential changes to benefits or to consider chrangarriers after the rate increase is
received. HMOs must notify individuals of rate chas 45 days before the effective date.
All carriers in group markets must also notify pgholders of rate changes 45 days before
the effective date. We recommend that the Admiaigtn consider changing the

regulatory language to require a 45-day noticdlafaariers in the individual and group
markets.

Staffing Considerations

Currently, the rate review process for all healihds (including those outside of the
scope of our review) is performed by two actuawéhk support from one analyst. The
Administration is currently trying to hire a thiesttuary. We understand that this open
position is intended to provide needed supporfiliogs already being received and being
reviewed under the current rate review procesdas Aliministration’s workload has
increased related to filings both in and out ofg¢hepe of this review, all of which are
currently reviewed by the two actuaries and ondyahan staff. Therefore, we believe
that even after the third actuary is hired, the Adstration will not be adequately staffed
once the enhanced rate review process is in place.

While the Administration’s reviews under the exsgtistandards are comprehensive, there
will be a need for additional staff to implementédsbnal analyses required by the
enhanced review, formalize and document certainguhores as well as new reporting
requirements for HHS.

Staffing considerations will depend on whetherAldeninistration accepts certain
recommendations in this report. For example, ifAdeninistration prefers to discontinue

% The actual requirement is 40 days before the étitecgrace period of the first increased premiSince the grace
period is 30 days, this means the notification nement is equivalent to 10 days before the effectiate of the rate
change. Source: COMAR 31.10.01.02 R
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approving future trend factors, the number of §Brcould increase potentially requiring
additional staff.

The staffing needs will also depend on the extemthich the Administration performs
independent benchmarking analysis. We identifieg lmenefit of requiring that all filings
include the Part | Preliminary Justification Raternary Worksheet: The Administration
can use the submitted data to develop benchmar&sal¥é recommended that the
Administration work with HSCRC and the MHCC to eoy@ possibilities for additional
trend analysis, and consider using the MHCC datket@lop trend benchmarks when at
least two years of enrollment become available.

Creating and maintaining these benchmarks — p#atiguhe trend benchmarks, which
would require detailed trend analysis of the MHGHagwould take additional time. The
Administration may need to hire an actuarial stadersupport such analyses. This person
could also assist in the review of filings. A cratialed actuary would need to be the
primary person responsible for studying the iniies pertaining to the use of other data
sources and overseeing the ongoing process ofanglthese data sources. Therefore,
with these recommended initiatives and the enharatedreviews, we believe one
additional actuary and one analyst may be needed.

The staffing considerations in this report reflecly the rate review recommendations
made in this report. Any increased workload relatedonsumer transparency activities,
as we recommended under a separate contract withdiministration, are not reflected
here. Those activities may be significant. For eglamnif our recommendations are
accepted, an Administration actuary will need touwtoent each rate decision in a
consumer-friendly manner for posting on the Adntnaigon’s website. That
documentation, along with additional detail, wik@need to be sent to HHS in
accordance with the effective rate review progr@mnsumer-friendly notifications of rate
requests were also recommended. If the Administiadccepts these recommendations,
additional actuarial staff will be needed to peniidhese functions. As transparency
improves, more rate increase inquiries will likbly directed toward Administration
actuaries. These types of inquiries can be verg tonsuming to address and support.

Rate Review Procedures Manual

We recommend that the Administration’s actuariaffsievelop a procedures manual that
documents the rate review process from receigtefiting to final approval. The manual
could also include guidelines for certain itemg tha Administration would need to begin
examining as a result of the new effective ratéen@\process. For example, the
Administration will need to review reserve needgracedures manual could contain
guideline ranges for completion factors based emtimber of months of claims included
in the period and the number of months of runout.

Following are some of the many benefits to esthblgga manual:
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= A documented procedure forces consistency in thieweprocess. If a checklist or
step-by-step process is in place, the entire etiew is more likely to be performed
consistently from one filing to the next.

= Establishing a documented procedure would enabéetrarial student to perform a
significant portion of the preliminary work. Forample, the student could complete
an initial review of the filing and confirm thatl @ata is submitted in the required
format. The student might also be able to compasickassumptions (from filing to
filing, or to benchmarks established by the Adntnaison and included in the manual)
for reasonableness. As we have discussed, moreniliige spent performing rate
filing reviews as more information needs to be eaxad.

= The procedures manual is a checklist of sortshfer&dministration. By using the
procedures manual during the review process, thmiAdtration ensures that all items
are reviewed on a regular basis and that key immdsassumptions are not overlooked.

= The documentation will allow for cross-training amyahe various types of reviews
performed by market segment (individual, small grcetc.). This will allow multiple
staff members to perform reviews and share worldaggile maintaining consistency
across the reviews.
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Appendix A

Draft Rate Summary Worksheet
In this appendix, we show the draft rate summargkalzeet that carriers will be required
to complete as part of the Part | Preliminary Jgstion.

Oliver Wyman Actuarial Consulting, Inc. 105



Recommendations to the Commissioner to Enhance Regulatory Review and Oversight Maryland Insurance Administration

Rate Summary Worksheet

Per the Instructions. health insurance issuers proposing rate increases above the threshold fill in only those celis that are highlighted in GREY.

The other cells are auto-populated.

A Baze Period Data

Start Period: 05012008 End Period: 047302010
Sarvice Membar Tuatal Ml Memisar's Cosl Mel
Cateqories Months Allowed Clalms Sharing FAPM PRPR
Ingatient 10,000 $ 313,26000 % 24435500 & 5 808 & 2444 §
Quipatient 10,000 5 IL000.00 5 24258000 £ 5 684 & 2426 8
Professional 10,000 5 T7A,00000 % BO3.720.00 & 5 1703 & B0LIT §
Prastription Drgs 10,000 5 408,000.00 5 36850000 £ ] 1285 § AT 5
Other 10,000 5 A5 B00.00 5 3570000 & 1 101 § ast §
Capitation 10,000 3 7500000 § 7500000 5 3 5 750 §
Total 10,000 £ 20708000 § 156085500 § 44T 15500 [ § MTE 8 15699 §
B. Claim Projections
B1. Adjustmant to the Current Rate B2 Claims Projection for Fulure Rate
Start Period: 01012010 End Period: 123172010 Start Period: 011012011 End Period: 120312011
Sanice Projectad Hat Member's Sanace Owarall Projectad Mat Mambars
Categaries Allowed PRMPR Claims Cosl Sharing Categories Medical Trend Allowed PRMPM Clairms Cost Shanng
Ingatiant $ T 25.13 021 Inpatant 10783 [ MW F 26,75 .22
Oudpatiend 5 3254 % 021 Ol pratierd 11186 $ 3638 § 28.39 022
Profassional £ ToE0 % 021 Profassional 1,0877 ] 8658 & 67 53 .22
Prescription Drugs L3 B3a $ 025 Prescripbon Dugs 11316 3 6012 § 44.7% 0.26
Qlhier £ 465 % 021 Ohar 10812 9 501 § 2,97 0,22
Capitation ] 15§ 0.oa Capitation 10210 L] 173 8 T.73 .00
Total 1] 20930 % 021 Tokad $ 23015 & 17911 0.22
C. Components of Current and Future Rates
Fulure Rale Frior Estimale af Current Rate Dilfarence
PIMPK PPN % PMPM %
1. Prajected Net Claims ] 178,11 155 20 7674 5 15,81 A2 2%
2. Administrative Cosia 5 4578 4333 2061%| 5 242 8.75%
A, Underariing Gain/Loss 5 1015 770 366%| 5 248 10.05%
4. Total Rate 5 235.05 210.23 1on0ns| § 24.82 100.00%
5 _Owerall Rate Increass 11.81%
D. Cao nents of Rate Incre: E. List of Annual Ave Ri hange: 1 nd Implame: in the Past Th alendar Yaa
Impact Parcent Calendar Year Reguiesled Implermenbed
on Rate 010 10.00% | 0L

Clalms Companents 2008 B.00%| B.00%)

1, Ingatient ] QBT 2008 15.00%| T.00%|

2. Quipatient 8 15.30%

3. Proledsional 5 27 BES, F. Range and Scope of Proposed Increase

4. Prescriphon Drugs 5 26.32%

&, 3 1.60% Mumber of Covered Individuals

B. Capitation 8 0a0%. 200

7. Cosl Share Change 5 -BB6% Number of Covered Policyhoiders

8. Cormection of Prior Net Claims Estimata § 26 16% aon

8. Totad 3 100.00%

e Currenl Premium | Proposed Premsum|

{Individual | (ndivedual } % Changs

8.4 Prior Nel Clairns Ealimate far Current Rate Period 5 159,20 Minimurm % Increase | § 20000 [ 5 210.00 5.00%
85 Re-Estimate of Net Clasms PAMEM for Current Rata Pariod g 164,81 Mawirmurm % Incraase | § 22000 [ 5 250.00 13 645
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Appendix B

Medicare Advantage Bid-Pricing Tool Worksheets
In this appendix, we show the first four workshdetsn the 2011 bid-pricing toBl that
is used in the Medicare Advantage bidding process.

0 http://www.cms.gov/MedicareAdvtgSpecRateStats/08_Borms_and_Instructions.asp
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WORKSHEET 1 - MA BASE PERIOD EXPERIENCE AND PROJECT ION ASSUMPTIONS

General Information

Maryland Insurance Administration

MA-2011.1
OMB Approved # 0938-0944

I
1. Contract Number: 5. Organization Name 9. Enrollee Type: 13. Region Name: N/A
2. Plan ID: 6. Plan Name: 10. MA Region: N/A
3. Segment ID: 7. Plan Type: 11. Act. Swap/Equiv Apply:
4. Contract Year: 2011 8. MA-PD: 12. SNP: 14. SNP Type: N/A
Il. Base Period Background Information Note: DE# refers to Dual Eligible Beneficiaries wit  hout full Medicare cost sharing liability
Total Non-DE# DE#
1. Time Period Definition 2. Member Months (excl ESRD) | 0]5. Plans In Base Contract-Plan ID__Member Months Contract-Plan ID Member Months
Incurred from: 1/1/2009 3. Non-ESRD Risk Score | 0.0000]
Incurred to: 12/31/2009 4. Completion Factor
Paid through:
6. Describe the source of the base period experience data (1000 character limit)
Ill. Base Period Data (at Plan's non-ESRD Risk Fac tor) for 1/1/2009-12/31/2009 IV. Projection Assumptions
© (e) ® © (h) (0] j K [0] (m) (n) [©) ()] (@
Total Benefits Util. Adjustments to Contract Period Unit Cost Adjustment Additive
Net Cost util Annualized Allowed Util/1000 | Benefit Plan | Population | Other Inflation Other Adjustments

Service Category PMPM Sharing Type Util/1000 Avg Cost PMPM Trend Change Change Factor Trend Factor Util/1000 PMPM
a.  Inpatient Facility $0.00 $0.00
b.  Skilled Nursing Facility 0.00 0.00
c. Home Health 0.00 0.00
d.  Ambulance 0.00 0.00
e.  DME/Prosthetics/Supplies 0.00 0.00
f. OP Facility - Emergency 0.00 0.00
g.  OP Facility - Surgery 0.00 0.00
h.  OP Facility - Other 0.00 0.00
i. Professional 0.00 0.00
. Part B Rx 0.00 0.00
k.  Other Medicare Part B 0.00 0.00
I Transportation (Non-Covered) 0.00 0.00
m. Dental (Non-Covered) 0.00 0.00
n.  Vision (Non-Covered) 0.00 0.00
0.  Hearing (Non-Covered) 0.00 0.00
p.  Health & Education (Non-Covered) 0.00 0.00
q.  Other Non-Covered 0.00 0.00
r. COB/Subrg. (outside claim system) 0.00 m
s.  Total Medical Expenses $0.00 $0.00 $0.00
t. Subtotal Medicare-covered service categories | $0.00
V. Description of Other Utilization Adjustment Fact or, Other Unit Cost Adjustment Factor, and Additive Adjustments (1000 character limit)
VI. Base Period Summary for 1/1/2009-12/31/2009 (ex cludes Optional Supplemental)

1. CMS Revenue Non-Benefit Expenses: 6. Gain/(Loss) Margin $0.00

2. Premium Revenue 5a. Marketing & Sales

3. Total Revenue $0.00 5b. Direct Administration Percent of Revenue:

3b. Subset Revenue (ESRD and hospice) 5c. Indirect Administration 7a. Net Medical Expenses 0.0%
4. Net Medical Expenses 5d. Net Cost of Private Reinsurance 7b. Non-Benefit Expenses 0.0%
4b. Subset Net Medical Expense (ESRD and hospice) 5e. Total Non-Benefit Expenses $0.00 7c. Gain/(Loss) Margin 0.0%

CMS - 10142 (5/31/2011)
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WORKSHEET 2 - MA PROJECTED ALLOWED COSTS PMPM

General Information

Maryland Insurance Administration

1.
1. Contract Number: 5. Organization Name: 9. Enrollee Type: 13. Region Name: N/A
2. Plan ID: 6. Plan Name: 10. MA Region: N/A
3. Segment ID: 7. Plan Type: 11. Act. Swap/Equiv Apply:
4. Contract Year: 2011 8. MA-PD: 12. SNP: 14. SNP Type: N/A
Il. Projected Allowed Costs Note: DE# refers to Dual Eligible Beneficiaries wit  hout full Medicare cost sharing liability
Total Non-DE# DE#]
Contract Year Allowed Costs at Plan's non-ESRD Risk Factor: 1. Projected member months 0 0 0|
2. Projected risk factor 0.0000 0.0000 0.0000
()] (e) (f) () (h) (i) (0] (k) [0} (m) (n) (0) [(9)] (@ ()
Projected Experience Rate Manual Rate Exper. Blended Rate % of svcs
util Annual | | Allowed Annual Allowed Cred. Annual | | Total Allowed Non-DE# DE# provided
Service Category Type Util/21000 | Avg Cost PMPM Util/2000 Avg Cost PMPM % Util/1000 Avg Cost PMPM Allowed PMPM | Allowed PMPM OON
a. Inpatient Facility 0 $0.00 $0.00 $0.00 0 $0.00 $0.00
b.  Skilled Nursing Facility 0 0.00 0.00 0.00 0 0.00 0.00
c. Home Health 0 0.00 0.00 0.00 0 0.00 0.00
d. Ambulance 0 0.00 0.00 0.00 0 0.00 0.00
e. DME/Prosthetics/Supplies 0 0.00 0.00 0.00 0 0.00 0.00
f.  OP Facility - Emergency 0 0.00 0.00 0.00 0 0.00 0.00
g.  OP Facility - Surgery 0 0.00 0.00 0.00 0 0.00 0.00
h.  OP Facility - Other 0 0.00 0.00 0.00 0 0.00 0.00
i. Professional 0 0.00 0.00 0.00 0 0.00 0.00
. Part B Rx 0 0.00 0.00 0.00 0 0.00 0.00
k.  Other Medicare Part B 0 0.00 0.00 0.00 0 0.00 0.00
. Transportation (Non-Covered) 0 0.00 0.00 0.00 0 0.00 0.00
m. Dental (Non-Covered) 0 0.00 0.00 0.00 0 0.00 0.00
n.  Vision (Non-Covered) 0 0.00 0.00 0.00 0 0.00 0.00
0. Hearing (Non-Covered) 0 0.00 0.00 0.00 0 0.00 0.00
p. Health & Education (Non-Covered) 0 0.00 0.00 0.00 0 0.00 0.00
q. Other Non-Covered 0 0.00 0.00 0.00 0 0.00 0.00
r.  COB/Subrg. (outside claim system) 0.00 0.00
s.  Total Medical Expenses $0.00 $0.00 0% $0.00 $0.00 $0.00
0%]| CMS Guideline Credibility
t.  Subtotal Medicare-covered service categories [ $0.00 0%) $0.00 | $0.00 | $0.00
u.  Briefly describe the source for the manual rate, including what trend assumptions were used, if applicable (1000 character limit)
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WORKSHEET 3 - MA PROJECTED COST SHARING PMPM

General Information

l.

1. Contract No: 5. Org Name: 9. Enrollee Type: 13. Region Name: N/A
2. Plan ID: 6. Plan Name 10. MA Region: N/A

3. Segment ID: 7. Plan Type: 11. Act. Swap/Equiv

4. Contract Year: 2011 8. MA-PD: 12. SNP: 14. SNP Type: N/A

Il. Maximum Cost Sharing Per Member Per Year

Is there a plan-level OOP maximum? (Yes/No, then enter amount) 1. In Network LWZ Out of Network  [NO m& Combined [NO m

4. Briefly explain the methodology for reflecting the impact of maximum cost sharing in Section 11l (1000 character limit):

1ll. Development of Contract Year Cost Sharing PMP M (Plan's non-ESRD Risk Factor)
© (d) (e) ® [(©) h) [0] @ ) [0] (m) (n (0)

Measure- In-Network In-Network Cost Sharing After Plan-Level Deductible Total Out-of-Network Grand Total
ment Effective In-Network Description of Cost Effective **Effective In-Network Description of Out-of-Network Cost Share
Unit Plan-Level Util/1000 Sharing / Add'l Days / Copay / Coin Copay / Coin In-Network | Cost Share Cost Sharing / . . . Cost Sharing PMPM

Service Category Description Code Deduct PMPM* or PMPM Benefit Limits Before OOP Max After OOP Max PMPM PMPM Benefit Limits PMPM*** (INN+OON)

a.l. Inpatient Facility Acute $0.00 $0.00 $0.00
a.2. Inpatient Facility Mental Health 0.00 0.00 0.00
b. Skilled Nursing Facility 0.00 0.00 0.00
[ Home Health 0.00 0.00 0.00
d. Ambulance 0.00 0.00 0.00
e.l. DME/Prosthetics/Supplies |DME 0.00 0.00 0.00
e.2. DME/Prosthetics/Supplies |Prosthetics/Supplies 0.00 0.00 0.00
f. OP Facility - Emergency 0.00 0.00 0.00
g. OP Facility - Surgery 0.00 0.00 0.00
h.1.  OP Facility - Other Lab 0.00 0.00 0.00
h.2.  OP Facility - Other Radiology 0.00 0.00 0.00
h.3.  OP Facility - Other Observation 0.00 0.00 0.00
h.4.  OP Facility - Other Renal Dialysis 0.00 0.00 0.00
h.5.  OP Facility - Other Other 0.00 0.00 0.00
il Professional PCP 0.00 0.00 0.00
i.2. Professional Specialist excl. MH 0.00 0.00 0.00
i.3. Professional Mental Health (MH) 0.00 0.00 0.00
i.4. Professional Therapy (PT/OT/ST) 0.00 0.00 0.00
i.5. Professional Radiology 0.00 0.00 0.00
i.6. Professional Other 0.00 0.00 0.00
. Part B Rx 0.00 0.00 0.00
k. Other Medicare Part B 0.00 0.00 0.00
I Transportation (Non-Covered) 0.00 0.00 0.00
m. Dental (Non-Covered) 0.00 0.00 0.00
n.1. Vision (Non-Covered) Professional 0.00 0.00 0.00
n.2.  Vision (Non-Covered) Hardware 0.00 0.00 0.00
0.1. Hearing (Non-Covered) Professional 0.00 0.00 0.00
0.2.  Hearing (Non-Covered) Hardware 0.00 0.00 0.00
p. Health & Education (Non-Covered) 0.00 0.00 0.00
q. Other Non-Covered 0.00 0.00 0.00
0.00 0.00 0.00

0.00 0.00 0.00

0.00 0.00 0.00

0.00 0.00 0.00

0.00 0.00 0.00

0.00 0.00 0.00

0.00 0.00 0.00

0.00 0.00 0.00

0.00 0.00 0.00

0.00 0.00 0.00

Total $0.00 $0.00 $0.00 $0.00 $0.00

Actual combined plan level deductible:| | *Actual in-network plan level deductible: ***Actual OON plan level deductible:
** PMPM impact of in-network OOP max: *»**PMPM impact of OON OOP max:
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WORKSHEET 4 - MA PROJECTED REVENUE REQUIREMENT PMPM

1. General Information

Maryland Insurance Administration

1. Contract Number: 5. Organization Name: 9. Enrollee Type: 13. Region Name: N/A
2. Plan ID: 6. Plan Name: 10. MA Region: N/A
3. Segment ID: 7. Plan Type: 11. Act. Swap/Equiv Apply:
4. Contract Year: 2011 8. MA-PD: 12. SNP: 14. SNP Type: N/A
Il. Development of Projected Revenue Requirement
A. Non-DE# (Non-Dual Eligible Beneficiaries AND Du i
Cost and Required Revenue PMPM at Plan's non-ESRD Risk Factor: 0.0000
© (e) (U] (h) (i) @ () (0] (m) (n) (0) () (@ (0]
Total Benefits % for Cov. Svcs FFS Medicare | Plan cost sh. Medicare Covered (W/AE cost sh.) A/B Mand Suppl (MS) Benefits
Allowed Plan Cost Net Cost Actl. Equiv. | for Medicare- Allowed FFS AE Net Net PMPM for | Reduction of

Service Category PMPM Sharing PMPM Allowed Sharing cost sharing | covered svcs. PMPM Cost Sharing PMPM Add'l Svcs. A/B Cost Sh. Total
a. Inpatient Facility $0.00 $0.00 $0.00 0.0%)| $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
b. Skilled Nursing Facility 0.00 0.00 0.00 0.0%| 0.00 0.00 0.00 0.00 0.00 0.00 0.00
c. Home Health 0.00 0.00 R 0.00 0.0%| 0.00 0.00 0.00 0.00 0.00 0.00 0.00
d. Ambulance 0.00 0.00 0.00 0.0%| 0.00 0.00 0.00 0.00 0.00 0.00 0.00
e. DME/Prosthetics/Supplies 0.00 0.00 K 0.00 0.0% 0.00 0.00 0.00 0.00 0.00 0.00 0.00
f. OP Facility - Emergency 0.00 0.00 R 0.00 0.0% 0.00 0.00 0.00 0.00 0.00 0.00 0.00
g. OP Facility - Surgery 0.00 0.00 0.00 0.0% 0.00 0.00 0.00 0.00 0.00 0.00 0.00
h. OP Facility - Other 0.00 0.00 R\ 0.00 0.0% 0.00 0.00 0.00 0.00 0.00 0.00 0.00
i. Professional 0.00 0.00 R 0.00 0.0%| 0.00 0.00 0.00 0.00 0.00 0.00 0.00
j. Part B Rx 0.00 0.00 0.00 0.0%| 0.00 0.00 0.00 0.00 0.00 0.00 0.00
k. Other Medicare Part B 0.00 0.00 iR 0.00 0.0%| 0.00 0.00 0.00 0.00 0.00 0.00 0.00
I Transportation (Non-Covered) 0.00 0.00 R 0.00 0.00% 0.00%) 0.0%| 0.00 0.00 0.00 0.00 0.00 0.00 0.00
m. Dental (Non-Covered) 0.00 0.00 0.00 0.00% 0.00%)| 0.0% 0.00 0.00 0.00 0.00 0.00 0.00 0.00
n. Vision (Non-Covered) 0.00 0.00 0.00 0.00Y 0.00%)| 0.0% 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0. Hearing (Non-Covered) 0.00 0.00 0.00 0.00Y 0.00%) 0.0% 0.00 0.00 0.00 0.00 0.00 0.00 0.00
p. Health & Education (Non-Covered) 0.00 0.00 R 0.00 0.00Y 0.00%)| 0.0% 0.00 0.00 0.00 0.00 0.00 0.00 0.00
q. Other Non-Covered 0.00 0.00 0.00 0.00% 0.00%) 0.0%)| 0.00 0.00 0.00 0.00 0.00 0.00 0.00
r. COB/Subrg. (outside claim system) 0.00 0.00 Y 0.00 0.00% 0.0%| 0.00 0.00 0.00 0.00 0.00 0.00 0.00
s. Total Medical Expenses $0.00 $50.00 NN 5000  hrnnrmsmsyrmrreeE $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
B. DE# (Dual Eligible Beneficiaries without full M___edicare cost sharini
Cost and Required Revenue PMPM at Plan's non-ESRD Risk Factor: 0.0000

(©) (e) () @) (h) (i) (0] (k) ) (m) (n) (0) (p) (@) (0]
Total Benefits % for Cov. Svcs State Medicaid | Actual cost sh.| Medicare Covered (w/Medicaid cost sh.) A/B Mand Suppl (MS) Benefits
Reimb + Plan Cost | Actual Cost Plan Cost Required Bene.| for Medicare- Allowed Medicaid Net Net PMPM for | Reduction of

Service Category Actual Cost Sh.| Sharing Sharing Reimb Allowed Sharing cost sharing | covered svcs. PMPM Cost Sharing PMPM Add'l Svcs. A/B Cost Sh. Total
a. Inpatient Facility $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
b. Skilled Nursing Facility 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
C. Home Health 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
d. Ambulance 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
e. DME/Prosthetics/Supplies 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
f. OP Facility - Emergency 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
g. OP Facility - Surgery 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
h. OP Facility - Other 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
i. Professional 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
j. Part B Rx 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
k. Other Medicare Part B 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
I Transportation (Non-Covered) 0.00 0.00 0.00 0.00 0.00% 0.00%) 0.00 0.00 0.00 0.00 0.00 0.00 0.00
m. Dental (Non-Covered) 0.00 0.00 0.00 0.00 0.00% 0.00%) 0.00 0.00 0.00 0.00 0.00 0.00 0.00
n. Vision (Non-Covered) 0.00 0.00 0.00 0.00 0.00% 0.00%) 0.00 0.00 0.00 0.00 0.00 0.00 0.00
0. Hearing (Non-Covered) 0.00 0.00 0.00 0.00 0.00% 0.00%)| 0.00 0.00 0.00 0.00 0.00 0.00 0.00
p. Health & Education (Non-Covered) 0.00 0.00 0.00 0.00 0.00% 0.00%)| 0.00 0.00 0.00 0.00 0.00 0.00 0.00
q. Other Non-Covered 0.00 0.00 0.00 0.00 0.00% 0.00%) 0.00 0.00 0.00 0.00 0.00 0.00 0.00
r. COB/Subrg. (outside claim system) 0.00 0.00 0.00 0.00 0.00%)| 0.00 0.00 0.00 0.00 0.00 0.00 0.00
s. Total Medical Expenses $0.00 $0.00 $0.00 $0.00 il $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00 $0.00
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C._All Beneficiaries

Cost and Required Revenue PMPM at Plan's non-ESRD Risk Factor:

©

© ©

(m)

Maryland Insurance Administration

)

© ()]

()

@
and Suppl (MS) Benefits

(i)
Total Benefits Medicare Covered AB
Net N N Net PMPM for | Reduction of
Service Category \\\\\\\\\\\\\\\ \\ \ \\\\\\&\\\\ Add'l Svcs. A/B Cost Sh. Total

a. Inpatient Facility N R $0.00 $0.00 $0.00 $0.00
b. Skilled Nursing Facility 0.00 0.00 0.00 0.00
C. Home Health 0.00 0.00 0.00 0.00
d. Ambulance 0.00 0.00 0.00 0.00
e. DME/Prosthetics/Supplies 0.00 0.00 0.00 0.00
f. OP Facility - Emergency 0.00 0.00 0.00 0.00
g. OP Facility - Surgery 0.00 0.00 0.00 0.00
h. OP Facility - Other 0.00 0.00 0.00 0.00
i Professional 0.00 0.00 0.00 0.00
. Part B Rx 0.00 0.00 0.00 0.00
k. Other Medicare Part B 0.00 0.00 0.00 0.00
I Transportation (Non-Covered) 0.00 0.00 0.00 0.00
m. Dental (Non-Covered) 0.00 0.00 0.00 0.00
n. Vision (Non-Covered) 0.00 0.00 0.00 0.00
0. Hearing (Non-Covered) 0.00 0.00 0.00 0.00
p. Health & Education (Non-Covered) 0.00 0.00 0.00 0.00
q. Other Non-Covered R N N 0.00 0.00 0.00 0.00
r. ESRD mmmmmmmm\mm NN 0.00 0.00 0.00 0.00
s.  Additional Benefits (employer bids only)  RRTRIIRIIIRNRN \\\\\\\\\\\\\\\\\\\\\\\\-M\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\ R 0.00 0.00 0.00 0.00
t. COB/Subrg. (outside claim system) k\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\.\\\\\\\\\\\\\\\\ 0.00 0.00 0.00 0.00
u. Total Medical Expenses R $0.00 $0.00 $0.00 $0.00
V. Non-Benefit Expense:

1 Marketing & Sales $0.00 $0.00

2. Direct Administration 0.00 0.00

3. Indirect Administration 0.00 0.00

4 Net Cost of Private Reinsurance 0.00 0.00

5. Total Non-Benefit Expense $0.00 $0.00 0.00 0.00 $0.00
w. Gain/(Loss) Margin $0.00 0.00 0.00 $0.00
X. Total Revenue Requirement $0.00 $0.00 0.00 0.00 $0.00
Y. Percent of Revenue (excluding ESRD)

1. Net Medical Expense 0.0% 0.0% 0.0%

2. Non-Benefit 0.0% 0.0% 0.0%

3. Gain/(Loss) Margin 0.0%| 0.0%) 0.0%|

11l. Development of Projected Contract Year ESRD "S

ubsidy"

Non-ESRD CY member months
ESRD CY member months

0

/1

Basic benefits (user entries must be reported as "per ESRD member per month")

CY Revenue
- CMS capitation

CY Medical Expenses for Basic Services

CY Non-Benefit Expenses for Basic Services
CY Margin Requirement for Basic Services
CY Gain/(Loss) Margin for Basic Services

Cost for CY basic benefits allocated to all plan members

/1

$0.00
$0.00

$0.00

Supplemental Benefits

Non-ESRD CY cost sharing reductions
Non-ESRD CY additional benefits

ESRD CY cost sharing reductions
ESRD CY additional benefits

Incremental CY cost of cost sharing reductions
Incremental CY cost of additional benefits

[ Total CY ESRD "subsidy" =

$0.00 |

$0.00
$0.00

$0.00
$0.00

1V. For Employer Bid Use Only ("800-series")

1. PMPM for additional/ unspecified MS benefits &\\\\\\\\\\\\\\\\\\\J

see instructions for additional information

V. Projected Medicaid Data for DE#

Entries must be reported as "Per DE# Member Per Month."

1. Medicaid Projected Revenue

2. Medicaid Projected Benefits (not in bid)

,:
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Appendix C

Commercial Rate Filing Templates
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New York

Maryland Insurance Administration

Summary template for submitting certain identifyingprmation for base medical policy

form included in renewal medical rate filiftg

Complete a separate response for each base mpdl@a) form included in the medical renewal raténfy.

Information requested applies to New York Statisiness only.

Include in each policy form response the aiséed riders that the policyholders with that pplform also have.

Copy last column to right as often as needegrovide response for all base medical policy ®intluded in this rate filing.

Product type is HMO, HMO based POS, POS-OON, ERD) RComprehensive Major Medical, Non-HMO based POS,

Consumer Driven Health Plans, Hospital Onlgdital Only, Base+Supplemental, Supplementary Miledical, Other Limited Benefit,

Medicare Supplement (A, B, C, D, E, F Basidjigh, G, H, |, J Basic, J High, K, L, M, N, or Gth- indicate appropriate designation for

policy form), etc. |

Put cursor in cell and select from drop down mer make an entry.

NOTE: The prior experience period data is requifede rate filing includes rate tables to be effee July 1, 2011 or later.

If members, covered lives or member months are&known, use reasonable estimates.

Data Item for Rate Filing Response

A. Company Name

. Phone number of contact person

B
C. Email address of contact person
D. Type of insurer (for-profit, non-profit) [drogown menu]

Data Item for Specified Base Medical Policy Form Rg®nse

Response

Response

Response

1. Base medical policy form number

2. Aggregated for rate development with these asdical
policy form numbers

3. Effective date of rate change (MM/DD/YYYY)

%, Market Segment (large group, small group, iredial) [drop
down menu]

5. Product type (see above for examples) [droprdmenu]

6. Is arolling rate structure used for this bamealical policy
form? (Yes or No) [drop down menu]

7. Has base medical policy form aggregation chdrigem
previous filing? (Yes or No) [drop down menu]

8. Is base medical policy form open (new saleswadH) or
closed (no new sales) [drop down menu]

9. Rate guarantee period incorporated into rdtlesa in month
(e.g., 12 for a 12 month rate guarantee period)

10. Weighted average rate change % requestedsatass
medical policy form from current rate charged pgiiclder
(including all associated riders)

11. Number of policyholders affected by rate cleng

12. Number of covered lives affected by rate cleang

13. Expected NY statewide Toss ratio for base wadiolicy
form, including associated riders

Continued on next page

" http://www.ins.state.ny.us/health/pa_Medical RemeWate Filing Template.xls
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Maryland Insurance Administration

Most recent experience period - NY statewide exgree (bas
medical policy form + associated riders)

14.1 Experience period from date (MM/DD/YYYY)

14.2 Experience period to date (MM/DD/YYYY)

14.3 Member months for experience period

14.4 Earned premiums for experience period - in $

14.5 Standardized earned premiums for experieadeg- in $

14.6 Paid claims for experience period in $

14.7 Incurred claims for experience period - in $

14.8 Administration expenses for experience perimd$
(including commissions and premum taxes, but exotutederal
and state income taxes)

14.9 Earned premiums for experience period - imSm 0.0l 0.0p 0.qo 0.04
14.10 Standardized premiums for experience perindspmpm 0.0 0.qo 0.00 0.0d
14.11 Paid claims for experience period - in $pmpm 0.04 0.0 0.00 0.04
14.12 Incurred claims for experience period - pmm 0.0 0.0p 0.90 0.0(
14.13 Administration expenses for experience gerim $pmpn

(including commissions and premium taxes, but ediclg federal

and state income taxes) 0.0d 0.0 0.0p 0.0d
14.14 Ratio: Incurred Claims / Earned Premiums 0.00! 0.00 0.040 0.090
14.15 Ratio: Incurred Claims / Standardized Edifeemiums 0.0( 0.0p0 0.000 0.000
14.16 Ratio: Administration Expenses / Earned Ruara 0.00 0.000 0.000 0.0p0
14.17 Ratio: (Incurred Claims + Admin) / Earne@iums 0.00] 0.090 0.0p0 0.4Joo
Prior experience period - NY statewide experierzsé medice

policy form + associated riders)

15.1 Experience period from date (MM/DD/YYYY)

15.2 Experience period to date (MM/DD/YYYY)

15.3 Member months for experience period

15.4 Earned premiums for experience period - in $

15.5 Standardized earned premiums for experieadeg- in $

15.6 Paid claims for experience period in $

15.7 Incurred claims for experience period - in $

15.8 Administration expenses for experience perimd$

(including commissions and premum taxes, but exotutederal

and state income taxes)

15.9 Earned premiums for experience period - im$m 0.0l 0.0p 0.qo 0.0d
15.10 Standardized premiums for experience perindspmpm 0.0 0.qo 0.00 0.0d
15.11 Paid claims for experience period - in $pmpm 0.04 0.0 0.00 0.04
15.12 Incurred claims for experience period - pmm 0.0 0.0p 0.90 0.0(
15.13 Administration expenses for experience gerim $pmpn

(including commissions and premium taxes, but edicly federal

and state income taxes) 0.0d 0.0 0.00 0.00
15.14 Ratio: Incurred Claims / Earned Premiums 0.00( 0.00 0.040 0.090
15.15 Ratio: Incurred Claims / Standardized Edifeemiums 0.0( 0.0p0 0.900 0.900
15.16 Ratio: Administration Expenses / Earned Fuarma 0.00 0.000 0.000 0.0po
15.17 Ratio: (Incurred Claims + Admin) / Earne@fiums 0.00] 0.090 0.0p0 0.4oo

Annualized Medical Trend Factors (%)

16.1 All benefits combined, composite

16.2  * Due to utilization

16.3  * Due to unit cost

17. Discuss comparison of claims cost pmpm changeslast &
years with rate changes over last 3 years

Oliver Wyman Actuarial Consulting, Inc.
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Colorado - Form HR-17°
State Of Colorado
Health Rate Filing Form Reset Form

Form HR-1
Must Be Completed For All Products SERFF FILING #
1. Company:
2. Person Responsible For Filing: 3. Title:
4. Address Of Responsible Person: 5. Telephone #: ext.
6. Email Address:
7. Type Of Coverage: Select One Other :
8. Medicare Supplement: Select One Not Applicable |:|

(1) Prestandardized Plan(s):
(2) standardized Plan(s):JaOds OdcOpr Oe Ordmo OdcecOed:10drdme Ox QL
(3) 2010Plans: JAOs0O0cODpP@OrOdrmp dDcOxOLOMON

9. Sub Category: Select One

10. A. Group Information: Select One Select One Select One Select One
B. Name of association or trust (if applicable):

C. Description of discretionary group(if applicable):

11. Colorado State Code(s): Select One Select One

Select One Select One Select One

12. Brief Filing Description (Disability. Major Medical, LTC. Etc. Also Describe All Methodology
Changes.):

13. Reason For Filing:

Increase In Benefits? [ ves CI~o
Reduction In Benefits? |:| Yes CNo
Increase in Profits? O ves |:| No
Change Needed To Meet Projected Losses? Cves |:| No
Trend Only? Odvyes [No
Change In Rating Methodology? [ ves |:| No
New Product (Initial Offering As Opposed To Rate Revision)? I:l Yes I:l No
Other? Odves [wo
(If other, please explain)

14. Policy Form(s) Affected:

"2 http://www.dora.state.co.us/insurance/reqgs/B4.180Q5df
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15.

If Rider Or Endorsement. Type Of Benefits?

16.

Closed Block(s)? |:| Yes |:| No Date Block Closed:

7. Number Of Colorado Covered Lives (Including Employees And Dependents):

18.

. Rating Period: Select One From To

Experience Period: From To Owa

Reason for Rate Change: (New Product)

Average Change In Rates From One Year Prior To Effective Date: 0.00%

19.

. Rate Change Without Trend: 0.00%

Trend for Rating Period (if trend factor is used in rates): 0.00%

Overall Rate Impact Change: 0.00%

WP 0wWE|U0w e

. Current Underlying .4nnualized Trend Assumption (If Applicable): 0.00%
. Requested Underlying Annualized Trend Assumption (If Applicable): 0.00%

21.

A
B. What Is The Minimum Rate Change That Can Affect A Policyholder? 0.00%

{If the selected rate change differs from the indicated rate change, please fully defail in the actuarial memorandum in section 6K.)

What Is The Maximum Rate Change That Can Affect A Policyholder? 0.00%

X

Benefits Ratios (On Colorado only basis)

A,

B.

Targeted Benefits Ratio over Rating Period (assumed in calculation of rates): 0.00%

Actual Benefits Ratio over Experience Period: 0.00% Ee:;mdw)

B.

. Projected Benefits Ratio With Rate Change over

D Colorado
D Colorado/Nationwide

Owa
DNationwide Basis (New Product)

Rating Period 0.00%

Projected Benefits Ratio Without Rate Change over
Rating Period 0.00%

(If projected benefits ratios on a Colorado only basis are not available, then ratios developed on a
blended Colorado/Nationwide or Nationwide basis are acceptable. Please indicate above.)

24,

Proposed Effective Date:

23

. Total Annual Colorado Written Premium Before Change(s): §

Total Annual Colorado Written Premium Afterr Change(s): $ CIva
(New Product)

Written Premium Change For This Product (Net Change): $

nwElow

Effective Date of Previous Rate Filing for this Form (icluding initial filing):

Previous SERFF Filing Number(s): EI N-'.;f -
“NEW FTOdL

Overall Percentage of Last Rate Change for Affected Policy Forms: 0.00%

. Experience Provided: []| Nationwide [ ]Colorado SelectOne CJxa

Dﬂthel‘ (specify) (New Product)

28.

Small Group Filings Only: Unique Single Index Rate (Effective For All Small Group Plans):

When completed, please hit the button to the right and also attach to filing in SERFF. =~ SUBMIT TO DIVISION
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RESET

ACTUARIAL MEMORANDUM

Pursuant to Colorado Regulation 4-2-11 Section §, rate filings must contain an Actuarial Memorandum. The Division of Inswance
developed this template Memaoranduwm, to reduce the number of retumed incomplete filings. For additional information and tables
to be added please enter in the "additional information™ field under each section where appropriate. Review Colorado
Regulation 4-2-11 Section & for detaded instructions at: htp-ifvweaw dora state couslinswrance/regs/F4-2-11 1109 pdf

General filing requirements, Actuarial Certification requiremeants, and submission reguiremeants are identified in Section 5 of Colorado
Regulation 4-2-11.  For requirements by line of business, see Section T of this regulation. Rate flings submitted without ALL
requirements of the regulations could be disapproved or rejected by the Colorado Division of Insurance.

Company:

HAIC #:

SERFF Filing #:

A SUMMARY

=

. Reasonis):

[ 5]

. Marketing methodis): [ Agency I Eroker

O Internat

[0 Direct Response [ Other:

[F]

. Premium Classification{s):

4. Product Description{s):

(4]

. Policy Forms Impacted:

% e Basis:
ha Other:

[ lssue Age [ Renewal Age

[ Attained Age [ Both lssue & Attained Age

Additional Information:

B. ASSUMPTION, MERGER OR ACQUISITION

1. Is product part of assumption, acquisition, or merger [from or with another company)?

Assumption: Yes [ He[

Acquisition: Yes [ |

Merger: Yes [ Na[]
2. If yes, provide name of company(s):
3. Closing Date of assumption, merger or acquisition:
Additional Information:
C. RATING PERIOD
Proposed Effective Date: {MM/DDNYYY)
Rating Period: (1]

Additional Information:

Actuanal Memorandwm - July 2010
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Maryland Insurance Administration

D. UNDERWRITING

1. O New Product

Provide a brief description, including expected impact
on claim costs by duration and in total:

2. [ Existing Product

Provide Changes:

Additional Information:

E. EFFECT OF LAW CHANGES

Identify and quantify changes resulting from
mandated benefits and other law changes:

O wia

Additional Information:

F. RATE HISTORY

Provide rate changes made in at least the last three years (f available) [ Initial Filing
COLORADD
% OF CHANGE
State Tracking Number Cumulative for
Effective Date Minimum Average Maximurn past 12 Months
MATIONWIDE
Effective Date Average % of change Cumulative for past 12 Months

a,

a,

a,

o,

o,

o,

Additienal Information:

Actuarial Memorandwm - July 2010
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G: COORDINATION OF BENEFITS

Provides actual loss experience net of any savings: Yes (1 HMWe O

Additional Information:

H. RELATIONSHIP OF EENEFITS TO PREMIUM

1. Medicare Supplemant and Lang-Term Cane Paolicles: Sea Section 7(E) and 7(F) of this reguiation.
2. Retention Percantage:
»  Agequately support e ressonablenses of the relationshin of e projected benefits fo projectsd eamed premiumes for the rating perod.
»  Eachcompanant should refiect the averags assumption used In pricing averaged over all pricing celis, policy durabions, banafit lavels, iz,

«  Ifthe product was not Inigally priced using a IFeSme l06s ratio standard, the retention percentage ks equal to 1 minus the targeted loss ratio.
»  IFthe profuct was Inflally priced using 3 IMetms loss ratio standard, the retantion parcentage 15 equal to 1 minus e IMetime ioss ratio.

Description Percentage Suppaort
Commissions “
General expenses Y
Premium taxes %
Profit!Contingencies Y
Investment Income %
Other LA
Total Retention 0%

Benefits Rato Guidelines: The Division recommendsd benefit rabio guidelines are listed below. Targeted loss ratios below these

Minimum Loss Ratio Guidelines
Comp Major Med (Individual} E3%
Comp Major Med [Small Group) T0%
Comp Major Med (Large Group) T3%
Specified or Dread Disease E0%
Limited Benefit Plan E0%
Disability Income E0%
DentallVision B0%
Stop Loss E0%
Conversion Products (mandatory minimum) 125%

For individual products issued to HIPAA eligible individuals, the premiums for these products cannot be more than 2 times the

Targeted Loss Ratio:

(Thils numiter should equal 1 minus the fotEl 10074
retention percaniage Isted 3nove.)

Additional Information:

]
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I. LIFETIME LOSS RATIO O wa
1. Was the product priced initially using )
a lifetime loss ratio standard? [ives [No  If so please provide
2. Average policy duration in years as of
the end of the experience period:
3. Experience Period:
Experience Period
Ratio of Actual/
Actual Benefit Expectad Expected Benefits
Year Earned Premiums Incurred Claims Benefits Ratio Ratio
Wal% Ta
Rating Period
Projected Expected Ratio of Projected/
Year Earned Premiums Incurred Claims Benefits Ratio Benefits Ratio
Wal% " 1
Mal% e

Mote If additional information is required [extremely large tables) Please copy and paste tables into the row below labeled
“additional information” or attach properly labeled exhibits and list exhibit name under additional information.

4 Interest Rate used to determine
accumulated values and present
values in the abowe tables:

Additional inforrmation:
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J. PROVISION FOR PROFIT AND CONTINGENCIES

I material, nvestment income from uneamed premism resenies, resenies from incumed losses, and resenves from incwmed but not

1. Provision for Profit and Confingencies: Y Pre-FIT [ After tax []

2. Proposed load in excess of T% after tax.
Provide detailed support:

Additienal information:

K. DETERMINATION OF PROPOSED RATES

Incluede all underfying rating assumptions, with detaled support for each assumption. This explanation may be on an aggregate
expected loss basis or as a per-member-per-month (PMPM) basis.

1. Explain, in detail, how rates and/or rate
changes were developed:

2. Provide adequate support for all assumptions
and methodologies used:

Additional Information:

L. TREND

= Describe the trend assumptions used in pricing. Each assumpticn must be separately discussed, adequately supported, and

Any and all factors affecting the progection of future claims must be presented and adequately supported.
If practical, separately list each trend component using the categories below. The Total Average Annualized Trend MUST be

L]

Underwriting wearoff means the gradual increase from initial kow expected claims that result from undersnting selection to

ltemized trend component Trend [%)
MEDICAL TREND (total) e
Medical prowider price increase B
Litilization changes -
Medical cost shifting -
Medical procedures and new technology B
INSURANCE TREND (total) e
Underwriting wearoff B
Deductible lewveraging B
Antisel=ction %
PHARMACEUTICAL TREND [total) o
Price increases g
Utilization changes Yz
Cost shifting B
Introduction of new brand and generic drugs B
TOTAL AVERAGE ANNUALIFED TREND (required) £

Additional information:

1
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M. CREDIBILITY

The Colorado standard for fully credible data is 2,000 lifie years and 2,000 claims. Both standards must be met within a maximum of

=  Discuss the credibility of the Colorado data with the proposed rates based wpon s much Colorado data as possible.
= |dentify and discuss the source, applicability and wse of collateral data used to support partially credible Colorado data. The

=  The formula for determining the amount of credibdity 1o assign to the data is SQRT{i#ife years or claims Wfull credibility

1. Credibility Percentage {Colorado Only): If other, please specify

[ Life Years [ Claims

The above credibility percentage is based upon: [] Other {please specify)

2. Number of years of data used to calculate above
credibility percentage:

3. Discuss how and if aggregated data meets the Colorado
credibility requirement and how the rating methodology
was modified for the partially credible data, if applicable.

Additional Information: {Including collataral data, If uasd)

H. DATA REQUIREMENTS

Colorado-only basis for at least 3 years_ Include national, regional or other appropriate basis, if the Colorado data is not fully credinle.

COLORADO
Colorado On
Eamed Incurred Average Humber of Rate Lewvel
Year* Premium Loss Ratio Cowvered Lives Premium
2007 £0.00 $0.00 Hal®
2008 $0.00 $0.00
2009 $0.00 $0.00
R0 —MM2010 $0.00
*This column should be Calendar Year. If fractional year is used, identify pericd as MMMYYYY — MMNYYYY
Above data is for: O WA [JEsstng Product [J Comgarable Product [ Other (please specify)
OTHER DATA
Average Covered
Earned Premium Incurred Claims Lives Wumber of Claims
Abowve data is for: O mea [ Existing Product ] Comparable Product [ MNational
(Check al ine apply) [ Cither [please specify)
Experience Period: From to
Additional Information:
Actuaral Memorandwm - July 2010 i
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0. SIDE-BY-SIDE COMPARISOMN [Owea

If the proposad raling fachor(s) are new, the memorandum must specfically so state, and provide detalled support for each of the factors.

o iption Current Ratel Rating Factor! Proposed Ratel Rating Percentage Increase/

If the above table is not
used, please identify the
location of the Side-by-5ide
Comparison in the rate filing:

Description and detailed
support for new rating
factor(s):

Additional Information:

F. BEMEFITS RATIO PROJECTIONS

PROJECTED EXPERIENCE FOR RATING PERIOD

Premiums Incurred Claims Benefits Ratio
Projected Experience Without Rate Change $0.00 50000 0007
Projected Experience With Rate Change $0.00 50,00 (.00
If priced using a lifetime loss rafio standard, the above projections should O Colorade [ Mationwide
letime of the product(s). of 2 tme frame over which the eimé lass ratio | L Blended CONationwide
will be achieved. Abowve projections include (check only one box): O Other {please specify)

Additional Information:

Q. OTHER FACTORS

Identify and provide support for other rating
factors and definitions, including area
factors, age factors, gender factors, ete.:

Additicnal Information:
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Appendix D

Maryland Comprehensive Health Insurance Rate Filing
Requirements
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Maryland Comprehensive Health Insurance Rate Filing Requirements
At a minimum, include all elements in the tabledvein the Actuarial Memorandum that is filed witretrequested rates.

Is the data element required?

Data Element Requirement Individual | Small Group | Large Group
Purpose of Filing Statement of purpose. Identigyltw it is intended to comply Yes Yes Yes
with. Provide a general summary of the proposedgbsito the
base rates and rating factors.
Effective Date The requested effective date ofrétte change. Yes Yes Yes
Market Indicate whether the products are sold enitigividual, small Yes Yes Yes
group, or large group market.
Status of forms Indicate whether the forms arendpenew sales, closed, or a Yes Yes Yes
mixture of both. Indicate whether the forms arengfathered,
non-grandfathered, or a mixture of both.
Average Rate The weighted average rate increase being requédtede Yes Yes Yes
Increase Requested | should be two separate averages; the weightingrfershould
be based on enroliment, and the weighting for therashould
be based on premium volume.
Maximum Rate The maximum rate increase that could be applied to Yes Yes Yes
Increase Requested | policyholder based on changes to the base rateatind factors.
(Does not include changes in the demographicseotdivered
members.)
Minimum Rate The minimum rate increase that could be applieal to Yes Yes Yes
Increase Requested | policyholder based on changes to the base rateating factors.
(Does not include changes in the demographicseotdivered
members.)
Benefits Basic description of the benefits of tibéqres included in the Yes Yes Yes
filing.
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Data Element

Is the data element required?

Requirement

Individual

Small Group

Large Group

Rate History

Rate history of the policies includedhe filing. If nationwide
experience is used in developing the rates, pravideate
history separately for Maryland and nationwide ager

Yes

Yes

Yes

Covered Members

Most current membership count aviail

Yes

Yes

Yes

Member Months

Number of members in force duringheaonth of the base
experience period used in the rate developmenteaal of the
two preceding 12-month period®rovide this in Excel format
with any formulas intact.

Yes

Yes

Yes

Past Experience

Provide monthly earned premiumranured claims for the
base experience period used in the rate developaneintach
of the two preceding 12-month perio@sovide this in Excel
format with any formulas intact.

Yes

Yes

Yes

Rate Development

Show base experience used tooperagkes, and all
adjustments and assumptions applied to arriveeateitpuested
rates.Provide this in Excel format with formulas intact. For
less than fully credible blocks, disclose the sewtthe base
experience data used in the rate development acdst the
appropriateness of the data for pricing the pdiarethe filing.

Yes

Yes

Yes

Credibility
Assumption

If the experience of the policies included in thiag is not
fully credible, state and provide support for thedibility
formula used in the rate development.

Yes

Yes

Yes

Trend Assumption

Show trend assumptions by majmegyof service as defined
by HHS, separately by unit cost, utilization, andatal.
Provide the development of the trend assumptiBrevide
this in Excel format with formulas intact.

Yes

Yes

Provide
aggregate trencd
with support.

Enrollee risk profile

Show the change in enrollis& profile over time, and show
how the experience used in trend development aed ra
development has been adjusted to account for tiaisge.

Yes

Yes

No

Oliver Wyman Actuarial Consulting, Inc.
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Data Element

Is the data element required?

Requirement

Individual

Small Group

Large Group

Cost-sharing
changes

Disclose any changes in cost sharing for the gi@bseen the
base experience period for rating and the requedtedtive
date. Show how the experience has been adjustedsor
sharing changes in the rate development. Provippastifor
the estimated cost impact of the cost-sharing absng

Yes

Yes

Yes

Benefit changes

Disclose any changes in covereefitefor the plans betwee
the base experience period for rating and the stgqde
effective date. Show how the experience has be@stad for
changes in covered benefits in the rate developrreavide
support for the estimated cost impact of the bénbanges.

N Yes

Yes

Yes

Plan relativities

If the rate increase is not umiidor all plan designs, provide
support for all changes in plan relativities. Dosg the
minimum, maximum, and average impact of the chamye
policyholders.

Yes

Yes

Yes

Rating factors

Disclose any changes to rating factnd the minimum,
maximum, and average impact on policyholders. Elevi
support for any changes.

Yes

Yes

Yes

Distribution of
rate increases

Anticipated distribution of rate increases duehargges in bas
rates, plan relativities, and rating factors. Trireed not include
changes in demographics of the individual or group.

Yes

[1°)

Yes

No

Reserve needs

Provide the claims for the baseierperperiod separately fc
paid claims, and estimated incurred claims (ineigdilaim
reserve). Indicate the incurred period used forbdme period.
Indicate the paid-through date of the paid claiamgl provide a
basic description of the reserving methodology.

)]g Yes

Yes

No

Administrative
costs related to
programs that
improve health
care quality

Show the amount of administrative costs includetth wiaims
in the numerator of your loss ratio calculationnd@strating
compliance with 15-605(c). Show that the amoubissistent
with the most recently filed Supplemental HealthheClaxhibit,

Yes

or provide support for the difference.

Yes

Yes

Oliver Wyman Actuarial Consulting, Inc.
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Data Element

Is the data element required?

Requirement

Individual

Small Group

Large Group

Other
administrative
costs

Show the assumed administrative costs in the fatigw

categories:

= Salaries, wages, employment taxes, and other eeploy
benefits

=  Commissions

» Taxes, licenses, and other fees

= Cost containment programs / quality improvement
activities

= All other administrative expenses

= Total

Show analogous statistics from the previous fitmgl provide

support for any changes.

Yes

Yes

No

Taxes and
licensing or
regulatory fees

Show the amount of taxes, licenses, and fees stdbtrfrom
premium in the denominator of your loss ratio chltian,
demonstrating compliance with 15-605(c). Show that
amount is consistent with the most recently filegh@emental
Health Care Exhibit, or provide support for theeliénce.

Yes

Yes

Yes

Medical loss ratio

Demonstrate that the projectad Fatio, including the
requested rate change, meets the minimum loss ratio
requirements of 15-605(c). Show the premium, claensl
adjustments separately, with the development optbgected
premium and projected claims (if not already predidh the
rate development sectiorovide this in Excel format with
formulas intact. If the loss ratio falls below the minimum for
the subset of policy forms in the filing, demontrthat when
combined with all other policy forms in the markegment in

the state of Maryland, the loss ratio meets thenmim.

Yes

Yes

Yes
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Is the data element required?

Data Element | Requirement Individual | Small Group | Large Group

Risk-based capita| Provide your risk-based capttls for each of the three Yes Yes No
most recent calendar years.

Profit State the profit margin/contribution to surplus rgfgaincluded Yes Yes No

margin/contributio| in the proposed rates. Show how this has changed rior

n to surplus filings, and provide support for any change.

Part | Preliminary | Rate Summary Worksheet required under Part | of the Yes Yes No

Justification Preliminary Justification. Provide fail filings (whether or
not they are “subject to reviewrovide in Excel format.

Other Any other information needed to support gguested rates Yes Yes Yes
or to comply with Actuarial Standard of Practice.80

Actuarial Certification by a qualified actuary that the aiptated loss Yes Yes Yes

Certification ratio meets the minimum requirement, the rateseasonable

in relation to benefits, the filing complies withetlaws and
regulations of Maryland and all applicable Actublria

Standards of Practice, including ASOP No. 8, aedr#ites are
not unfairly discriminatory.
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