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Full Medicare Part D Coverage through the

Gap—an Endangered Benefit?

Taking a Closer Look at the Payment Demonstration

by Julia Lambert

beneficiaries is hard to come by. No stand-alone Part D plans with full brand
coverage through the gap are available in 2008 or 2009. On the MA-PDside,
there are a few options, but only a handful. Despite CMS encouragement to offer rich
benefit options, why do insurers continue to gravitate towards lower cost plans with
less coverage through the gap? The main issues include:
* low member premium plans continue to be attractive in the marketplace
* medical and pharmacy trends are increasing faster than the benchmark rates,
causing insurers to reduce benefits in order to maintain premiums
 even with risk adjusted rates, anti-selection issues cause pricing difficulties for
rich benefit plans

Q s evidenced by the 2009 plan landscape, Part D gap coverage for Medicare

Exhibit A illustrates the decline in the percentage of plans with full formulary coverage
between 2007 and 2009. This data was collected from multiple files within the CMS
Landscape Source Data files on the CMS website.

One option provided by CMS that still remains, at least through the 2011 benefit year, is
the Part D Payment Demonstration option. Although it was first introduced in February

Julia Lambert, FSA,
MAAA, is a consulting
actuary and principal in
the Clearwater office

of Wakely Consulting
Group. She can be
reached at (727) 507-9858,
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julial@wakelyconsulting.

com
2006 as amechanism for enhanced benefit plans to offset the “federal reinsurance pen-
alty,” relatively few plans have taken advantage of the option.
Exhibit A: Percent of Each Plan Type offering Full Formulary Coverage Through the Gap
Plan Type 2007 2008 2009
PDP Stand-alone 1.3% 0.0% 0.0%
MA-PD non-SNP 1.8% 1.5% 0.6%
MA-PD SNP n/a 3.4% 1.3%

CONTINUED ON PAGE 26
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Chairperson’s Corner

by Jennifer Gillespie

hank you to all of you who participated in our recent Health Section member survey.

It’s been two years since we last conducted one. The 2006 survey has been very help-

ful for directing the work of the council regarding education, research and other ways
we can meet the needs of section members. We will study the results of the recent survey just
as carefully and will be alert to new activities we should undertake.

One outcome of the 2006 survey that has recently taken flight is a new Special Interest Group for
those members of the Health Section who work with any of the parts of Medicare and retiree benefits.
We hope that this topically focused group will successfully serve actuaries under the umbrella of the
Health Section as just the Disability Special Interest Group does.

Another outcome of the previous study was the educational Boot Camp concept. The Pricing and
Valuation Boot Camps achieved near sellout attendance in August 2008 and we have undertaken to
bring them back bigger and even better for August 2009. The plan is to expand to four topics and run
two tracks concurrently for the first two days, then cover professionalism, and follow with two more
days of concurrent tracks. Watch for more information on specific topics, dates and location.

We continue to advance the strategies around Untapped Opportunities for Actuaries. At this point we
areintheresearch stage and are doing “deep dives.” Thank youto the section members who responded
to the request for stories of successful or attempted forays in to new fields for actuaries. Interviews are
being conducted with actuaries and employers to research the issues surrounding these opportunities.
We need to understand what aspects of actuarial training are thought to be the most applicable to new
fields, which aspects it turns out are the most applicable, and where we are deemed to have short-
comings. Similarly in order to create a path for credentialed actuaries to transition to health, we need
to know what health employers are seeking from these candidates. Then we can look for ways to help
otheractuaries be prepared for the health industry. We are also working with the SOA to conductan as-
sessment of the greater health care employer market so that we can better understand other employer
needs and identify new opportunities for future employment and growth.

The Health Section has several active research projects at this time. Two of the most recent have
been focused on quality initiatives. If you have an idea for a research project you think would have
relevance to many in the industry, please consider submitting it to the SOA Health Section. We fund
new research each year and are also willing to partner with other sections if the research is cross dis-
ciplinary in nature.

HealthWatch and our hard working editors, are always seeking new authors and new topics for ar-
ticles. If you have completed interesting research, finished an important project, or have a different
perspective to share, please consider submitting an article for publication. Also if there is a topic you
would like to read about or somebody you have heard speak who you think should be published, those
suggestions are welcome as well. M



Letter From the Editor

by Ross Winkelman

common refrain among health ac-

tuaries and others working in health

care is that the practice of medicine is
fragmented and inconsistent. As an example,
caesarian rates in Italy are very high at about 40
percent of births and lowest in Nordic countries
at around 14 percent. Significant variations
exist across the United States. Interestingly,
Italy and the Nordic countries are routinely re-
garded as having some of the best outcomes—
clearly, this variation has more to do with
financing and practice patterns than evidence
based medicine. This is a critical discussion
because inconsistencies can result in poor
outcomes and wasted resources. However,
I’1l leave that discussion to more qualified
individuals.

In thinking through this issue and reviewing
other actuaries’ work, it struck me that this
discussion is also appropriate for the actuarial
profession. Given the same set of data and in-
formation (i.e., the same patient), should two
qualified actuaries arrive at similar answers
(treatment), and should those answers be
communicated in a consistent manner? The
struggle, like it is in medicine, is to try to
achieve consistency based on best practices
while not prescribing approaches that cannot
consider all of the specifics of all of the various
situations. The Actuarial Standards of Practice
(ASOPs) are the tool that the profession uses to
achieveameasureofconsistency. The Actuarial
Standards Board (ASB) establishes the ASOPs,
and the ASB’s stated goal is for the ASOPs to
“identify what the actuary should consider,
document, and disclose when performing an
actuarial assignment.” Interestingly, this does
not mention results, which is arguably what
really matters.

Should we consider setting a higher goal for the
ASOPs—namely that two qualified actuaries,
given the same set of information and assump-
tions, should reach a similar conclusion? Some
circumstances might support this type of a shift
in the ASOPs (rate filings with fully credible
experience come to mind) while others might
not (long term health care cost trends based on
the discussion in this issue!). The basic ques-
tion that we need to collectively answer is what
is the best way to improve our identification
and compliance with best practices? Maybe
modifying the basic purpose of the ASOPs is
not the answer because of their binding nature.
However, I think it is important that we seek out
new ways to improve the quality and consis-
tency of our work—just like we ask the medical
community to do the same. M

Ross Winkelman is a
consulting actuary and
managing director for
Wakely Consulting
Group. He can be
reached at rossw@

wakelyconsulting.com
or (720) 279-2446.
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Letters to the Editor

e appreciate the article by Wes Edwards

that helps to advance actuarial thinking

regarding the Long-Term Health Care
Resource Model (Model). We share Professor Tom
Getzen’s view that while we cannot predict what part
of GDP might shrink to accommodate a greater share
allocated to health care costs in the long-term future,
such a shift in resources is certainly a realistic as-
sumption that reasonable actuaries can make.

We are somewhat puzzled by Mr. Edwards’ conclu-
sion that since under one set of input assumptions
the Model produces a long-term percentage of GDP
allocated to health care that is much higher than he
believes to be reasonable, then the Model itself is of
little or no value.

In fact, Mr. Edwards’ criticism points to what is
arguably the greatest strength of the Model: by forc-
ing actuaries to document the building blocks used
to develop long-term medical trend assumptions, it
helps generate the kind of healthy debate initiated by
Mr. Edwards.

If a plan sponsor meets with a panel of economists
and futurists and they conclude that the percentage of
GDP could never exceed 20 percent, because of global
energy shortages, terrorism, climate change etc., then
we believe the Model is sufficiently flexible tomeet the
needs of the plan sponsor. For example, we changed
the Baseline assumptions for three of the Model inputs
to reduce the ultimate percent of GDP spent on health
care from 34 to 20 percent of GDP. The current per-
centage of GDP that goes to health care is 16.5 percent.
The table compares the Baseline assumptions to the
alternative scenario that we labeled “pessimistic.”

We would not recommend this type of assumption
setting without a thorough reading of the supporting
documentation and an understanding of how the as-
sumptions interact but it is possible to do so.

We think there may be a misunderstanding of what
the Model is intended to do.

The Model forces users of the model (including the
plan sponsor and auditors) to think about the under-
lying economic assumptions behind the long-term
health care trend assumption.

The reason Baseline assumptions are provided is be-
cause the Project Oversight Group (POG) believe that
the typical actuary would need guidance as to how
select the assumptions, and as to what economists
believe are reasonable assumptions. Accordingly we
asked Professor Getzen to document how he arrived
at his range and Baseline assumptions. This docu-
ment is posted on the SOA Web page, and should be
read carefully by users and others who explore the
model results.

The Baseline assumptions are provided as a resource
for actuaries who do not have the time (and budget)
to work closely with economists and futurists when
doing first time OPEB valuations for City X or
County Y with a limited budget, and by actuaries
doing FAS 106 and VEBA valuations for private
sector clients who may want to use a more rigorous
assumption setting process than was perhaps used in
prior valuations.

Alternatively, the model input assumptions can be
changed. If a user does so, it is our belief that the user
should be prepared to explain why the alternate set of
economic assumptions is reasonable. The July 2008
issue of the Watson Wyatt Insider has an excellent
article on the Model with four alternative sets of eco-
nomic assumptions, and the reasoning behind each
set of assumptions.

The POG encourages actuaries to use the Model to set
their assumptions and to disclose the Model inputs.
Two sample disclosures are provided on the SOA
Web page that were drafted by the POG, one using the
Baseline assumptions and a second varying those as-
sumptions. We believe if the user varies the baseline
input values, the rationale for the change should be
disclosed in the actuarial report.

Before the Model was released there was no gener-
ally accepted resource for actuaries to use to set these
assumptions. Medical trend assumptions were set
using a variety of methods that were not particularly
transparent, and as Mr. Edwards points out one result
of this lack of transparency was that trend assump-
tions had arguably begun to become somewhat opti-
mistic when compared to actual experience over the
pastdecade.



Yes, the Model is simple. That is partly because our
goal was to make a model that was transparent and
usable. In addition, the POG’s hope is that the current
model will be periodically reviewed against actual
experience and improved over time as more practi-
tioners join Mr. Edwards in probing the underlying
model process.

To summarize we believe that the Model

* Isaconsiderable improvement over the previous
methods used by actuaries to determine long-
term medical trend,

* Makes available to actuaries one of many pos-
sible well thought out set of reasonable Baseline
assumptions (with documentation),

e Provides flexibility to allow actuaries to use
other sets of economic assumptions, and

e Isjustthefirststepinproducingtoolsactuaries can
use to set long-term medical trend assumptions.

We encourage further critical examination of the
model so that constructive improvements can be
made. Ultimately, the hope of the POG that developed
thisinitial model is that withina couple of years, anew
POG can be convened by volunteers who will move
the state of the model to the next level, whatever that
turns out to be.

Kevin Binder, John Cookson, Russell Weatherholtz,
Keith Williams, Adam Reese and Marilyn Oliver—
The authors are members of the long-term medical
trend POG. W

Response

The POG members’ response to my piece
on the Getzen model asserts I suggested “the
Model itself is of little or no value.” Nothing
could be further from the truth. I stated I wel-
come the study and I believe the model is a valu-
able starting point. The sole point of my article
was to highlight areas, especially the need to
expand beyond any potential implication of an
authoritative “baseline” assumption set, and to
encourage individual actuaries to go beyond
the model and the accompanying assumption
set; indeed I suggest as a profession we must
further expand upon what the POG members
concede is a simple model.

I solicited opinions from economists with think
tanks (e.g., National Heritage Foundation) and
academia, but they were not so bold as the POG
and Professor Getzen to express a single baseline
assumption opinion. As a result, I confess I do
believe the “baseline” assumptions drafted by
the Professorand endorsed by the POG warranta
more thorough vetting. [ am not familiar with the
Watson Wyatt Insider or the article referenced
by the POG members, but I am confident the
actuarial community would welcome the wider
publication of alternative macroeconomic as-
sumption sets.

—Wes Edwards

CONTINUED ON PAGE 6
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Dear Editor,

I enjoyed reading the article from Mr. John Ahrens in
the last HealthWatch newsletter.  would like to com-
ment on each “myth” in Mr. Ahren’s article.

Myth 1

Financial strength ratings do matter. What also mat-
ters is an understanding of the market and the risk,
which typically is strengthened by longevity in the
market. The fact that clients and Errors & Omissions
coverage writers prefer (A) rated more than (B or C)
rated companies does not surprise me. A promise to
pay is only as good as the one making the promise.
Although arguments can be made that even (A) rated
carriers face financial difficulties and fail, there is
some value to the work of rating agencies. Therefore,
I believe rating should have some significance along
with the carrier’s track record in the employer stop
loss marketplace.

Myth 2

Reinsurers are key partners. I agree that issuing car-
riers should take more risk. It’s always a better sign
when you “eat what you cook.” However, since this is
not always the current environment in which manag-
ing underwriters operate, the quality of the reinsurer
is very important, as they are the ultimate risk-taker.
It is important to have individuals on staff who have
significant employer stop loss expertise and experi-
ence and can provide insights into problems and op-
portunities that arise. A long-term horizon is best as
it is with most investments. A six-month termination
notice seems fair to all parties.

Myth 3

Given the amount of time, energy and thought that
goes into a manual rating approach, at least in my
company, rate to manual does mean something. If
you use an “off the shelf” manual that fails to capture
the unique features of the provider networks and case
management protocols of the companies involved
(TPAs and other vendors), I understand why there
would be less emphasis on rate to manual. Our great-
est loss ratio problems arise out of instances where
the rate to manual was 80 percent, but the group’s
historical experience points to a fact that it should
have been at 120 percent of manual! Our manual, in
most instances, is a very good starting point for as-

sessing the risk. The underwriters need to underwrite
cases and be cognizant of the risk factors, particularly
when an argument is to be made that we are at, below,
or above manual. Given the size of the group and the
expected frequency of a catastrophic claim, there
should be very little experience rating of specific stop
loss premiums.

Myth 4

Unfortunately, the competition rarely keeps com-
pensation to TPAs, brokers, carriers and managing
underwriters to a level as described in Mr. Ahren’s
article. Competition typically forces underwriters
(willing to do so) to cut rates without thinking about
lowering the “expense loads.” Suggesting all parties
reduce their fees does not make it happen. I’'m with
Mr. Ahrens philosophically on this point, i.e., I'd
like to figure out a way to reduce expenses across all
categories in this line of business. Each player is free
currently to volume discount their expenses and this
would be a great start. Charging for new business
quotes is creative, but unpractical in a soft market in
particular.

Myth 5

This is the crux of the article commentary, i.e., is
employer stop loss experience credible? I think Mr.
Ahrens is chasing good experience (a.k.a. attempting
to “cherry pick”) by analyzing expected catastrophic
claim frequencies on very small groups. At the end
of the day, if the group properly sets their specific
deductible at a point in which claims are random and
unpredictable, why should you rely on the prior expe-
rience to establish a current premium rate?

I appreciate Mr. Ahren’s comments regarding the
state of the market and its myths.

Mark Troutman, President, Summit Reinsurance
Services, Inc. ™



The Modernization of Medigap Plans

Legislative Summary

by Marianne Miller

ecause Medigap coverage supplements a fed-

eral program, the federal government has as-

sumed an active role in the regulation of this
product. Congress has established certain minimum
federal standards that the NAIC has incorporated into
their Medigap model regulation. As long as a state’s
Medigap regulations meet (or exceed) the federal
minimum standards, the state retains its jurisdiction
over Medigap regulation. There are minimum federal
standards for a range of key product elements includ-
ing plan design, underwriting, minimum loss ratios,
agent compensation and others.

On Nov. 5, 1990, Medigap plans were standardized
nationwide into a uniform set of benefit packages
(Plan A through Plan J) with the exception of three
states. In the Conference Report to the Medicare
Modernization Act of 2003, Congress encouraged
the NAIC to modernize the 1990 benefit packages.
On Sept. 24,2008, the NAIC approved new standard
benefitplansinarevised Medigap Model Regulation.
This journey will end on June 1, 2010, as all policies
that become effective on or after that date must con-
tain the new benefit definitions.

Legislative Summary

In2003,Congresspassedthe MedicareModernization
Act(MMA) which created a voluntary Medicare out-
patient prescription drug benefit (Part D).! The MMA
directed the NAIC to make changes to its Medigap
Model Regulation to conform to MMA and for states
to adopt such changes into their laws and/or regula-
tions.? Additionally, the Conference Report to the
MMA encouraged the NAIC to consider broader
changes in Medigap standards, beyond those specifi-
cally required in the Act. In particular, the conferees
suggested consideration of changes to the standard-
ized Medigap benefit packages which had been in
place since 1990.°

The NAIC, in consultation with stakeholders, devel-
oped changes to the 1990 standardized benefit pack-
agesthatareresponsive to changes in the marketplace

and consumer preferences that have arisen since the
creation of the original benefit packages in 1990. On
March 11, 2007, the NAIC approved an amended
Medigap Model Regulation which provided for
various changes to the current Medigap standardized
plans. However, the NAIC instructed states not to
adopt or implement these changes until the passage
of federal legislation amending Section 1882 of the
Social Security Act, providing for inclusion of the
2007 revised NAIC Medigap Model Regulation as
part of the federal minimum standards. The changes
made by the NAIC to the Medigap benefit packages
are as follows:

Elimination of Plans:

* Elimination of Plans H, I, and J (which contained
prescription drug benefits prior to the Medicare
Modernization Act).

» Elimination of Plan E (as it becomes identical to
Plan D, once the Preventive Care Benefit and the
At-Home Recovery benefit are removed).

CONTINUED ON PAGE 8

! The Medicare outpatient prescription drug benefit, entitled Medicare Part D, was established by H.R. 1, the Medicare Prescription Drug,

Improvement, and Modernization Act 0of 2003 (MMA).

2 See “State-Adopted Changes to Medigap Minimum Standards to Conform to MMA, September 2004 —Present,” AHIP, Dec. 20, 2006.
3 See the Conference Reportto H.R. 1, the Medicare Prescription Drug, Improvement, and Modernization Act of 2003, under the description

of present law regarding the bill’s Medigap amendments.

Marianne Miller, M.A.,
is product policy
director at America'’s
Health Insurance Plans
in Washington, DC.
She can be reached at
mmiller@ahip.org.
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Addition of New Benefit Plans
Options with higher Cost-Sharing
and Lower Premiums:

* Creation of new Plan M—with increased cost-
sharing (50 percent coverage of the Part A
Deductible, and no coverage for the Part B
Deductible).

* Creation of new Plan N—with a new copay
structure ($10 copay for physician visits; $50
copay on Emergency Room), and no coverage
for the Part B Deductible.

Modernization of Benefits:

* Elimination of the limited At-Home Recovery
benefit (which was offered only in Plans D, G,
I, and J) in favor of a new Hospice benefit to be
added as a Core benefit to every plan.

* Elimination of the underutilized Preventive
Care Benefit (which was offered in Plans E and
J) in recognition of the fact that the Medicare
program has changed over the years to include
significantly more preventive care benefits.

* Replacement of the 80 percent Part B Excess
Benefitin Plan G to 100 percent coverage.

2008 Changes to the Federal
Medigap Minimum Standards

On July 15, 2008, Congress passed into law H.R.
6331, the Medicare Improvements for Patients
and Providers Act of 2008 (MIPPA), which di-
rected the Secretary of HHS to implement the March
11, 2007 NAIC Medigap model regulations, as
amended to meet additional Medigap federal stan-
dards established in MIPPA and in H.R. 493, the
Genetic Information Nondiscrimination Act of 2008
(GINA).

MIPPA Medigap Provisions and
Transition Period:

*  MIPPA provides a timeline for the implementa-
tion of new (2010) standardized plans:

e By Oct. 31, 2008, the NAIC must approve an
amended Medigap Model Regulation reflecting
changes to the standardized Medigap plan types
(as approved by the NAIC on March 11,2007),
and other new federal Medigap standards con-
tained in PL 110-275 (MIPPA) and PL 110-233
(GINA). [The NAIC approved amendments to

their Medigap Model Regulation on Sept. 24,2008.]

*  Within 1 year of the NAIC Model approval date,
which is Sept. 24, 2009, states must incorporate
these new federal standards into their laws and
regulations.

e June 1, 2010 is established as the earliest effec-
tive date for coverage undera 2010 standardized
plan policy, and as the cut-off date for carriers
issuing policies with the 1990 standardized
benefit packages.

* The Actrequires carriers offering any Medigap
planinaddition to the core benefit package (Plan
A)inastate to also make eithera Plan C ora Plan
F policy available for sale.

» It also provides that any health insurance pol-
icy that is designed to supplement a Medicare
Advantage planis subject to the federal Medigap
requirements.

 Carriers are not required to offer existing poli-
cyholders the opportunity to exchange their
existing 1990 policies for a 2010 policy without
medical underwriting. If a carrier chooses to
allow such exchanges, it is subject to sev-
eral “fairness” requirements related torating and
pre-existing condition limitations.

GINA Medigap Provisions:

* Beginning May 21, 2009, Medigap carriers are
prohibited from using an individual’s genetic
information to determine eligibility, establish
premiums or premium contributions, or im-
pose any benefit exclusions based upon a pre-
existing condition.

* GINA also prohibits Medigap carriers from re-
quiring an individual to undergo a genetic test.

» States must incorporate GINA provision into
their statutes or regulations to the NAIC model
law no later than July 1,2009.

The Seniors Issues Task force of the NAIC has pre-
pared a Medigap implementation guide for state insur-
ance departments. The guide is available on the NAIC
Web site at: www.naic.org/documents/committees_b_
senior_issues_medigap_impl_guide.pdf. ™
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The Modernization of Medigap Plans

Managing the Change
by Gail M. Lawrence

ven if we’re trying to sit still, change still hap-

pens around us through our ever evolving

environment. While some may see change as
just lemons, others will seize the opportunity to try a
new recipe for lemonade. The chance for a successful
result can be improved with a thorough assessment of
the options and careful attention to execution.

It’s not too early to begin planning for the changes
that will occur with the new Medigap policies, which
will be effective on or after June 1, 2010. The mod-
ernization of the Medigap plans creates some unique
opportunities for change that have not existed since
their introduction beginning in 1991.

Critical Deadlines

Because few, if any, carriers currently use genetic
testing in the medical underwriting of their Medigap
coverage, the industry is probably already in compli-
ance with GINA provisions. However, implementa-
tion of the new Medigap plans will take considerable
effort as carriers will need to get new policy forms,
rates and, if necessary, advertising approved by the
state insurance departments.

It is important to note that the implementation date of
the 2010 plans applies to the effective date of cover-
age. Seniors often shop for Medigap coverage well
in advance of'their desired effective date of coverage.
This is especially true for seniors turning 65, who can
apply for Medicare coverage up to three months in
advance of their Medicare effective date.

To accommodate all possible effective dates, there
will be a period of time when companies will want to
market both existing and new Medigap plans, where
the coverage placed will depend upon the desired
effective date. In orderto preventa disruption to mar-
keting, Medigap carriers may want to plan on having
materials approved and ready for marketing at least
six months prior to the June 1, 2010 effective date.
This will allow sufficient time for the distribution of
new materials, agent training and the continuation of
marketing to new Medicare beneficiaries.

If states wait until the deadline of Sept. 24th, 2009 to
adopt the new model regulations, filing and approval
timelines may be very tight. However, itis anticipated
that most states will not want to go through two sets

of changes to their Medigap laws and regulations, one
for GINA and one for the benefit changes. Itis expect-
ed that many states will adopt both sets of changes by
the GINA required deadline of July 1,2009.

Assessing Options and Making
Decisions

Some options are obvious. For example, will carriers
want to offer the new benefit plans M and N? Based
on the distribution of existing policyholders by ben-
efit plan, the first dollar coverage offered with Plan
F has been the preferred choice of seniors. This plan
provides seniors with the peace of mind of complete
protection for all Medicare Part A and B cost sharing
and the hassle-free handling of all medical bills by
their insurance carriers. The new plans M and N are
lower benefit options where claim costs can expect
to average around 84 percent and 69 percent of those
for Plan F. Lower premium and benefit options are
available today, so it remains to be seen if additional
lower cost benefit plans will garner much market-
place interest.

Some options may be less obvious. There are no
changes pertaining to rating requirements. Unless a
state passes regulations that are more stringent than
the new model, it appears that carriers will have the
opportunity to re-price all plans using a new set of
pricing assumptions and to implement changes to
their rating methodology. It also appears that carri-
ers will have the option to consider the 2010 plans
to be separate blocks of business for experience
rating purposes.

As the new 2010 plans hit the marketplace, it will be
important for carriers to consider a retention strategy
for existing business. This is true not only for alterna-
tives that may come from competitors, but also for
2010 plans offered by the carrier that may be of inter-
est to existing policyholders. A carrier will want to
carefully consider the regulatory provision that gives
carriers the option to offer all existing policyholders
a 2010 plan, subject to “fairness” requirements for
such an offer.

A change to a rating methodology is not a new con-
cept with Medigap coverage as existing regulations
allow rating changes that are actuarially equivalent.
For example, companies have changed from unisex



to gender specific rates with lower female and higher
male rates. In implementing this change, companies
have been confronted by the issue of existing policy-
holders who could benefit from the rating change—
specifically, the existing female policyholders. Inthis
case, a conversion offer to all existing policyholders
would invite anti-selection, causing degradation of
experience on the existing block.

Similarissues have occurred as some companies have
shifted their marketing focus from individual to group
plans, from one standard plan to another, or from one
subsidiary to another. Recently, with the elimination
of the prescription drug benefit from Plan J a number
of carriers have ramped up marketing efforts for Plan
Jby offering rates that were lower than those on other
plans with fewer benefits.

Inthe case ofthe 2010 plans, transition dilemmas may
be exacerbated by the fact that most of the new plans
are very similar to the existing plans. For example,
the 2010 Plan F does have an additional benefit to
covered Medicare cost sharing on hospice benefits;
however, the cost of providing this additional ben-
efit is minimal. The 2010 Plan D also has the new
hospice benefit, but the at home recovery benefit has
been dropped.

Carriers may want to price the 2010 plans with lower
compensation and expenses than the comparable
existing plans in order to become more competitive.
If the carrier then offers all existing policyholders
the 2010 plans, it could disrupt otherwise content
customers and alienate agents who may receive
less compensation with the 2010 plan. If companies
choose not to make the conversion offer, lapse rates
could increase as discontent customers seek cover-
age with other carriers. Clearly, carriers will need to
consider their options carefully in order to maximize
retention of existing policyholders and to ensure a
good partnership with agents.

Outstanding Transition Issues

Some carriers may want to comply with the new
model regulation by filing entirely new policy forms
while other carriers may want to modify existing
approved policy forms through policy riders or
endorsements. Filing options will ultimately be de-
termined by the state regulatory authorities, so state

The Modernization of Medicap Plans

variations can be expected. Actuaries may want to
consider whether the format of the policy changes
will impact their ability to implement rating changes
and to gather experience data for the 1990 and 2010
blocks of business.

In recent years, a number of actuarial reports have
been published advocating improvements to the
refund formula process. However, the new model
regulation contains no changes to the refund provi-
sions and it is unclear as to what options may exist for
the pooling of 1990 and 2010 experience within the
refund calculation. Similar questions are outstand-
ing with respect to the reporting requirements for the
annual statement Medicare supplement policy ex-
perience exhibit. Further guidance on this topic may
be forthcoming in the NAIC Medicare Supplement
Compliance Manual, which will be updated by the
NAIC Accident and Health Working Group.

Previously, states have determined the constitution
of an appropriate innovative benefit. A new drafting
note in section 9.1, “recommends that states consider
making publically available all approved new or in-
novative benefits, and requests that states report the
approval of these benefits to the NAIC Senior Issues
Task Force who will maintain a record of these ben-
efits for use by regulators and others. The Task Force
intends to periodically review these approved ben-
efits and consider whether to recommend that they be
made part of standard benefit plan designs.”

In Closing

Market leaders are most likely looking forward to
the opportunity to refresh their product offerings and
strategies. For others, Medicare supplement may be
considered a distraction to their core business and
this change may prompt some rethinking on their
commitment to this market. Change can be less cha-
otic if managed well with thoughtful decisions and
careful execution, helping to ensure a successful and
smooth transition. M

Carriers will need to
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carefully in order to
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existing policyholders
to ensure a good part-
nership with agents.
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An Electronic Prescription for
Health Care Efficiency

by Susan Pantely

omputers and other advanced technology

have changed the way we live and do busi-

ness. Most industries by now have adopted
electronic transactions as the norm rather than the
exception. Our daily lives consist of a myriad of
these instantaneous dealings—banking, shopping,
and dining. We can transfer money, check balances,
order a new suit, and send a document with only a
few clicks.

Businesses without such electronic capabilities could
be considered dinosaurs. This has arguably been
true of health care, but change appears to be on the
way. One example is e-prescribing, a transaction in
which a physician transmits a prescription directly to
apharmacy.

With the often bewildering welter of health plans,
formularies and other considerations, managing pre-
scriptions currently presents difficult problems. After
apatient has left a doctor’s office with prescription in
hand, the potential to take advantage of maximum
efficiencies—cost savings opportunities that deliver
the best quality of results—diminishes considerably.
Sometimes problems can be addressed at the point of
sale, but that usually requires a call to the doctor from
the pharmacy, and then a delay while waiting for a
response. Meanwhile, somebody is at the pharmacy
who wants their prescription now.

That’s been the traditional way to manage prescrip-
tions and many would agree that it has not been

entirely effective. Making appropriate determina-
tions of the best drug fit for an individual patient is
clearly more efficient right in the doctor’s office
when the physician is most focused on the patient.
E-prescribing is uniquely poised to offer exactly
that capability.

E-prescribing: Prove it

By most measures, e-prescribing is still in its infancy.
But proponents see a bright future, arguing that e-
prescribing offers a significantly effective strategy
for both cost savings and improved health outcomes,

particularly in combination with the use of an elec-
tronic health record (EHR).

Can the exciting potential for this technology be dem-
onstrated in practice? It appears the answer to that
question is yes. As e-prescribing evolves, a number
of actuarial projections are easily transformed to
help with forecasting claims under an e-prescribing
system and to better understand its effects, even with
the limited experience we now have. By comparison,
vendor claims may be overstated or not reproducible
in a different environment.

Actuaries typically look at utilization patterns—doc-
tors that have more prescriptions obviously present
the greatest opportunities for efficiencies. Another
strategy for actuaries is to examine generic propor-
tions; the lower the use of generics, the more potential
there is for saving money.



Getting Down to the
Nuts and Bolts

Several actuarial issues and considerations should be
taken into account when projecting and evaluating
experience after implementation of e-prescribing.
These include measures designed to cut costs as well
as those likely to enhance drug treatment compliance
and lead to better health outcomes.

Increase in Formulary Compliance
Currently physicians have no good way of knowing the
formulary for any individual patient’s prescription drug
plan. If a physician sees 10 patients, that could mean
dealing with 10 different health plans, each plan with
its own formulary. The potential for higher costs for the
patient with the choice of a non-formulary drug is clear.
A physician can’tkeep all this information handy, and it
canbe a lot of work to track down for patients.

E-prescribing can put that information into a doctor’s
hands right in the doctor’s office, via a simple hand-
held device. That alone could serve significantly to
increase formulary compliance. Not only does it help
as an aggregate cost saving to the health plan, but it
also helps patients minimize their copays. And the
physician can remain focused on medical care rather
than become distracted by details of health plans.

E-prescribing systems also have the benefit of being
constantly updated with information about new
drugs, new generics, changing formularies, shifting
price points, and more. These are things thatuntil now
a physician couldn’t possibly keep up with as they
happen. Simple updates to the e-prescribing program
would allow them to do that quickly and easily.

Increase in use of Generics

This is similar to the situation with formulary compli-
ance. A lot of times a physician may not know that a
generic is available. Also, many patients have ques-
tions about their various options, many related to the
terms of their health plans. Currently, the pharmacy
may be able to catch that a generic is available for a
branded drug that’s been prescribed, but confirm-
ing prescription changes with the physician can still
require a round of phone calls and delays in actually
dispensing the needed drug to the patient.

An Electronic Prescription for Health Care Efficiency

With e-prescribing, if a generic alternative is avail-
able physicians know on the spot, allowing them
to change the prescription to generic if warranted.
E-prescribing thus enables the adoption of generics
to accelerate wherever it’s appropriate, providing
fast and easy cost comparisons on the fly. There has
been a significant push in recent years toward the
use of generics, in terms of setting copay levels and
other efforts, and e-prescribing clearly offers the next
wave of what can be done to influence and increase
their use.

For actuaries quantifying the savings from e-pre-
scribing related to increasing generic use, it is impor-
tanttorecognize that generic utilizationis expected to
increase over the next few years with more generic al-
ternatives currently on the horizon than brand drugs.

Promoting Over-the-Counter Drugs
When Possible

Similar to the indication of generic alternatives, an e-
prescribing program can also identify and provide in-
formation about appropriate over-the-counter drugs
that may be less costly, based on the diagnosis and
preferred drugs entered. Right now, most health plans
don’t cover over-the-counter drugs but that could
change. If it does, based on evidence-based medicine
and proven outcomes, e-prescribing programs will be
ableto supportthat move efficiently. Most physicians
currently don’t even consider over-the-counter op-
tions. E-prescribing will help keep that option more
top of mind.

Avoiding Adverse Drug Events

Particularly when used in combination with an
EHR, e-prescribing has the capability of identifying
adverse reactions that may result from complex drug
interactions. Again, this is a matter of streamlining
the process for the physician, whose patient charts
may not be organized specifically to flag drug con-
flicts and interactions. The potential is apparent. If
the patient’s information is in the e-prescribing pro-
gram viaan EHR and the physician prescribes a drug
that interacts with another that the patient is already
on, an e-prescribing program can quickly identify

CONTINUED ON PAGE 14
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that and the physician can make a decision based
on that. This might be a decision not to prescribe
the drug at all, or to warn the patient to watch for
specific symptoms that would warrant discontinu-
ation of the drug, or simply to instruct the patient on
adifferent way to take the drug, perhaps at different
times of the day. Drugs can be very complicated in
the way they interact, and an e-prescribing program
can help physicians make better and more informed
decision for their patients.

For actuaries, this aspect of e-prescribing is harder
to quantify and model. There’s not yet enough
information out there. Butitremains one of the obvi-
ous potential benefits of e-prescribing and one that
people will be looking for. This also underlines the
necessity, or at least the utility, of building an EHR
system. The more information that can be included
in it—not just the drugs that patients are taking, but
their various diagnoses and conditions—the greater
the potential for improved outcomes.

Dose Optimization

The dose of medication that is prescribed can affect
two separate issues—both how that drug will inter-
act with other drugs a patient is taking, and also its
price points. It’s often possible to identify an optimal
leveltoprescribe. Inthe first case, that’s based on the
other drugs being taken, body weight, diagnosis, and
other factors; in the second case, price points, it’s
based on health plan formularies. Many times, cur-
rently, physicians are already aware of dose ranges
but not necessarily the specifics within them and
so, for the sake of time, rather than prescribing the
optimal dose they prescribe what they know will be
a safe dose. E-prescribing enables them to calculate
and prescribe the more highly effective optimal
doses quickly and efficiently.

Fill Notification

E-prescribing comes with the capability to no-
tify physicians when prescriptions or refills are not
picked up by a patient. The physician is then able
to follow up with the patient, possibly increasing
compliance. This is potentially one of the most sig-
nificant benefits that e-prescribing can offer. As is
well known, today compliance with drug treatments
probably stands at 50 percent or less. Patients just
don’t take their drugs the way they’re supposed to,

for whatever reason: they forget, they don’t have
time to pick them up from the pharmacy, they’re
having side effects, or for other reasons. In many
cases, particularly for people with chronic condi-
tions, it’s critical to successful treatment that they
maintain appropriate compliance.

E-prescribing enables a physician to know, practi-
cally in real time, when a patient appears to fall out
of compliance. If a prescription is written for three
months and the patient doesn’t pick up the refill a
month later, the physician is notified and his staff
can follow up to find out what’s going on and em-
phasize the importance of compliance to the patient.
If there’s an issue with side effects, for example,
it can be addressed promptly and effectively—by
switching drugs, changing the dosage, or in some
other way—rather than waiting months for the next
office visit.

This feature not only provides information that
would be cost-prohibitive to gather otherwise, but
it can also potentially work very well with such new
industry trends as value-based insurance design, the
medical home, or pay-for-performance programs.
It’s one of the strongest benefits of e-prescribing.
It can also be highly useful for elderly populations,
who are often on multiple prescriptions that are that
much more difficult to manage.

What's Next?

It may be happening slowly, but the move toward
e-prescribing appears to be on its way. Already the
Centers for Medicare & Medicaid Services (CMS)
has produced standards for health plans adopting
e-prescribing. CMS has also implemented pilot
projects to study the cost savings and outcome im-
provement possibly achieved by e-prescribing.

The list above addresses the most obvious potential
savings areas that e-prescribing may help to real-
ize. These savings are dependent on several other
factors that contribute to the success (or failure) of
the e-prescribing program, many of them related to
physician behavior.

When implementing an e-prescribing program,
the acceptance and participation of physicians will
influence savings. Initial physician experiences



with the program are crucial. User-friendly interfaces
combined with complete patient information have
shown strong correlations to physician acceptance.
Computer glitches, errors or difficulties in process are
likely to discourage physician participation.

Targeted physicianrecruitment will also be important
to realize potential savings. It is important to target
not only physicians who write the most prescriptions
but those who have low generic or formulary utiliza-
tion. Targeting physicians who have the most poten-
tial for shifting members to lower cost alternatives
will produce savings much faster than implementing
physicians on arandom or voluntary basis.

Physician investment in this technology is an-
other consideration when projecting participation.
E-prescribing vendors vary widely in their licensing
charges but most charge a monthly fee. Physicians

An Electronic Prescription for Health Care Efficiency

may be initially reluctant to invest in this technol-
ogy without tangible evidence of benefits to their
practice such as time savings or improved outcomes.
Physicians may not have to bear the cost of the entire
licensing agreement under some arrangements. For
example, a managed-care organization may subsi-
dize the licensing fee if it believes its prescription cost
savings will exceed the cost of the licenses. However,
a physician’s commitment to using e-prescribing is
likely increased when they are responsible for the
licensing fee.

Moving forward, widespread adoption of e-prescrib-
ing will likely be dependent on more detailed and
accurate projections regarding the potential savings
and improved outcomes of the early pioneers—
information that actuaries are especially qualified
to provide.
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Navigating New Horizons...

an Interview with Nancy Walczak

by Sarah Lawrence

erhaps nobody takes the old adage that “his-

tory repeats itself” as seriously as an actuary.

While it’s true that past events are often the
best indicators of what will happen in the future,
projections can be improved by considering how
innovation can change everything. Nowhere in the
actuarial field is this more obvious than in health
insurance, where companies can abruptly find their
product over- or under-priced following the release
of a new prescription medication or medical device.
As aresult, a new field has opened to actuaries such
as Nancy Walczak, who has built her career on fol-
lowing advancements in medical care and treatments
in order to predict and advise about the impact these
changes will have on insurance pricing.

An Unlikely Path

Walczak, a Minnesota native, did not even
have actuarial work on the radar when she
began attending Northwestern University in
Evanston, I1l. After years of hard work, she
graduated with a doctoral degree in neuro-
science and, like many college graduates,
decided at that time to go in a completely dif-
ferent direction.

“As I completed my Ph.D. and was thinking
about my career path and doing the kinds of
things that a post-doctoral student does, it
became pretty clear to me that the world prob-
ably had all of the Ph.D.s in neurophysiology
that it needed,” Walczak said. “After really
thinking about skills transfer and reading the
Department of Labor’s report on the actuarial
professionatthe time, and also at some urging
of a friend of mine to consider the actuarial
profession, I took alook atit.”

Walczak completed her firstactuarial exam and found
she did have a lot of skills that would lend themselves
toacareerinthe field. From thattime on “there’sbeen
no lookingback,” she said. Shortly after, she accepted
her first actuarial position with Group Operations of
Prudential Financial Services in Roseland N.J. It was
here that she got her first taste of what would later
become the focus of her career.

“Group Operations served large, self-funded em-
ployer groups and many of them were forward think-

ing and interested in understanding how new medical
technologies might affect their benefit costs,” she
said. “And so some of the first analyses I did at the
time were ad hoc projects for these large clients. I
didn’t do very many, but it was the first time that I
began to think about this.”

In her next position with ING Financial Services of
Minneapolis, Minn., Walczak continued to work
with this type of analysis on a part-time basis.

“I saw my fair share of actuarial modeling, whether
it was through cash flow testing or through valua-
tion modeling or for economic value added mod-
eling,” she said. “So I became very aware of the
concept of modeling streams of future cash flows and
had excellent opportunity to do that in a variety of
assignments.”

Walczak’s focus had turned to being a valuation actu-
ary when, in 2003, she was offered a position with
Reden & Anders of Minneapolis as senior consultant
assisting in the development of a new product.

“They had a very clear idea that there is a growing
need at health insurance organizations to have a
better understanding of the impact of new medical
technologies and other kinds of developments that
completely alter the utilization of services and benefit
costs in health care,” she said. “I was hired to develop
the product and I’ve been working on it ever since.”

Making Predictions

Walczak said the most important part of her job is
predicting disruptive events—unexpected changes
in health care that severely increase or decrease de-
mand for a product or service. The benefits of being
able to make and use models that predict these events
are clear.

“Underestimating the potential impact and cost of
a new technology is something that is perilous for
most payers,” she said. “Many payers have had to
endure in the last five years or so drug eluting stents
and ICDs [implantable cardioverter-defibrillators]
and Lucentis and Avastin and Enbrel. If things like
this are not included in their trend, it could result in
a premium shortfall and that’s going to be paid for
somehow—usually out of the bottom line.”



In addition to new medications or medical equipment
hitting the market, new mandates from organizations
such as the American Cancer Society can have a
huge effect.

“The American Cancer Society is not a regulatory
body, but when they came out with new guidelines
for breast cancer screening involving an MRI, they
set treatment guidelines that have the force of regula-
tion,” she said. “So suddenly overnight health insur-
ance companies found themselves having to adopt a
benefitthat perhapsinthe pastthey weren’textending
to their members.”

Walczak said over-pricing is also easy to do, for ex-
ample when a company fails to predict a trend toward
increased use of generic drugs and prices are not low-
ered accordingly. What makes the whole situation
worse is that one instance of over- or under-pricing
can put a company in a cycle of bad pricing that is
hard to break, since inputs to actuarial models tend to
assume that a temporary discrete event represents the
steady state.

But creating models that forecast these disruptive
events is not easy.

“We do a lot of horizon scanning, first of all to iden-
tify a full range of technologies,” Walczak said. “We
identify technologies and begin to follow them well
before they are approved by the FDA or well before
they would meet the broad standards for evidence-
based medicine and be adopted by most payers.”

The next step is determining what the demand for that
product might be.

“For example, we really don’t care about a new oral
contraceptive because there are so many oral contra-
ceptives out there,” she said. “If a woman desires an
oral contraceptive there are many to choose from, and
many generic, so the new one is unlikely to signifi-
cantly change the future with respect to the past. On
the otherhand, whenthe HPV vaccine came out, there
wasnothinglike it. There was a huge possible popula-
tion that might use it out there and state mandates also
became a question.”

Walczak said creating the models is very compli-
cated and she is the first to admit the results are not
always perfect.

“Overall thisjob does teach you to be humble because
no matter how good your model is, there’s always a
high probability that you will be wrong,” she said.
“This means that we need to revise our models month-
ly and we do keep a constant eye on all of the models
that we provide to our clients and revise them if there
is some sort of change.”

Actuarial Method Application

Walczak said creating these forecast models is not so
different from traditional actuarial methods, which is
why help from actuaries is essential.

“One of'the things that actuaries do very well is fore-
castexpected costs and expected utilization and there
is a very well developed practice doing what we call
trend forecasting,” she said. “Trend in this instance
means medical inflation and medical inflation can
come about because people are using more of the
same services, or because the price of that service has
increased.”

Those models are quite accurate, except when the
unexpected happens. Walczak said her forecasts take
things a step further and help actuaries “understand
and make provisions for the things that they couldn’t
possibly anticipate—things that make a good model
gobad.”

Walczak said itis easy for actuaries to make this jump
themselves by recognizing that most medical treat-
ments can be modeled as if they are an annuity.

“They are simply a stream of future cash flows and
when you’re looking at the economic cost of new
technologies, it really looks like an annuity in that
you will make adjustments for survival adjusted cash
flow streams and you may make adjustments for
interest or inflation,” she said. “A lot of those things
make it look like an annuity and in particular it makes
itlook like an annuity that needs to be modeled under
CARVM, because youmay have to model a variety of
different outcomes.”

CONTINUED ON PAGE 20
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Examples of different outcomes would include mod-
eling the potential for a person to use a drug for some
period of time and then switch, or to model the ex-
pected cost for a person who has never used any drug
before versus a person who might be using an existing
therapy and is changing.

“I’mpretty sure thata pricing actuary who works with
afairly complicated annuity model would recognize a
lotofwhatwe do,” Walczak said. “We start outby cre-
ating streams of future cash flows and then combining
them to create probability-weighted streams of cash
flows based on the likeliest outcomes and then we
apply those to populations. The result is something
that looks a lot like a paid by incurred triangle.”

Walczak said an example of this application would be
anew cancer therapy thatis administered weekly until
the disease progresses. The median time to progres-
sion is 40 weeks and 50 percent of the people have
stopped using the drug at 40 weeks.

“Therefore we can create or back into a survival func-
tion where survival here isn’t life or death of the pa-
tient, but is the continuation of using the therapy week
after week,” she said. “It’s a little more complicated
than the way I’ve described it, but the basic concept
is there.”

“So using that information we can create a stream of
cash flows that will allow us to much better estimate
the expected cost for a single patient,” she said. “And
now if we know that 10 patients will begin using this
drug on January 1, another 10 will begin to use it on
February 1, another 10 will begin to use it on March
1, and so on through the year, we can line up those
streams of cash flows for each of these groups of 10
and will have apretty good idea of what the cost of that
drug will be in August of the year.”

Personally Speaking

Walczak said one of her favorite parts about her job
is how much everything changes from day to day.
Keeping up with the latest in health technology is
a constant battle, and estimating the impact of that
technology is even more consuming.

“Lately we’ve been doing a lot of work on what’s
called the ‘present on admission’ requirements from
Medicare and what it might mean for a variety of pay-
ers to adopt similar provisions,” she said. “Effective
October 1 of last year, this program is being instituted
such that hospitals have to identify a short list of hos-
pital acquired conditions that Medicare felt was as-
sociated with poor quality care.”

In short, Walczak said Medicare will not pay for care
and support provided as a result of medical errors,
such as medication mix-ups or a patient being burned
by a piece of equipment.

“Theoretically the patient does not pick up that cost
and theoretically that cost is bore by the hospital,” she
said. “But the issue is complicated because there is
no such thing as uncompensated care. The intention
of the ‘present on admission’ program is to create a
very real incentive to improve the kind of quality care
that hospitals give so that these errors are avoided in
the first place.”

Walczak saidanumber of organizations are interested
inunderstanding the potential short-term cost savings
of such a program for themselves, the potential long-
term impact, what it might mean if they decided to act
alone and what it might mean ifthey waited foramore
consensus policy and more organizations to adopt
similar programs. What kind of contracting would
have to be undertaken? What would such a program
mean for benefit costs?

Ultimately, Walczak said it is up to the individual
company to decide how to act.

“I would love to see all actuaries, particularly all
health care actuaries, understand that they can play
arole in helping their organizations estimate the im-
pact of medical technology or really begin to provide
a prudent provision for medical technology in their
forecasting,” she said. “It’s not going to go away.
Culturally, Americans demand the latest technology,
the latest medical therapy and the latest cure for their
diseases. Culturally, it is something we have come
to expect.” M
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Health Section Pricing and
Valuation Boot Camp

by Bill Lane

our years ago, I was elected to the Health

Section Council. One of the council’s main

roles is to seek out the needs of our members,
and thento find ways to satisfy those needs. The council
sponsored a member survey and discussed issues with
a number of health actuaries. It became apparent that
there was a lack of basic training in some of the most
fundamental functions that health actuaries perform.
Two areas in particular were pricing and valuation. It
was not that there were no avenues for training in these
disciplines. The problem was that the available train-
ing opportunities were insufficient. This became the
genesis for the first Pricing and Valuation Boot Camp
held in August of2008.

As Mae West used to say, “I am easily satisfied with
perfection.” I simply wanted the Boot Camp to be per-
fect, no more, no less. Didn’t happen. All in all, it was
generally successful, but perfection is going to have to
wait until at least the second Boot Camp.

Most of my comments will be focused on the Pricing
and Professionalism sessions since I taught during the
Pricing session and attended the Professionalism ses-
sion. Time did not permit me to stay for the Valuation
session, however I did hear good comments about
this session.

For Pricing, our challenge was to create a curriculum
that covered the basics of medical pricing, and also
covered many of the specifics of Individual, Small
Group, Large Group and Employer Stop Loss. For
this we had a day and a half. On paper, it seemed that
we could cover these topics, and our slides were timed
to about 12 hours. However, we got a large number of
questions from the audience and timing ended up being
an issue. Because you have to cover the basics first,
and then cover more advanced topics, some of the later
material got rushed.

Experience will help us to time the material better in the
future. We may even (horrors of horrors) send out some
material in advance with an expectation that the audi-
ence will have studied it in advance (could this mean
homework?). This would allow more time for more
advanced topics while having some assurance that the
audience understood the basics to at least some extent.

The mixture of knowledge in the audience also contrib-
uted. We asked fora show ofhands at the beginning and

about a third of the audience had essentially no health
pricing experience, and about another third had only
three years or less of experience. Because we gotalot of
questions from the uninitiated, we losttime for our more
experienced participants. Contributing to this mixture
of experience and inexperience is the fact that some
people were experienced in one or two of the product
lines, but were generally unexposed to the others.

We got a lot of positive responses for the session, but
we also gota significant number of comments suggest-
ing that improvement was needed.

In my opinion, the Professionalism session went very
well. Here again, we had a number of people who had
attended an American Academy of Actuaries web-
cast on the subject of the new continuing education
requirements, but many who had not. There are a lot of
nuances to the new requirements that [ had not known.
For example, if I attend an actuarial meeting session
and merely confirm that my knowledge on the subject
is current, but don’t actually learn anything new, then,
by my understanding of the new rules, that time can-
not be counted as continuing education. However, if |
glean just one new thought, then the whole time can be
counted. There was alot ofaudience participationand I
believe everyone learned something from this session.
(So everyone can count the time!)

The location had a great set-up for the sessions. It was
an amphitheater which allowed for everyone to hear
and participate.

We are now beginning to plan for next year’s Boot
Camp. The problem of providing quality education to
an audience that will have diverse backgrounds is not
likely to go away. We may try to have basic sessions
followed by more advanced sessions. We may try
advanced material to cover some of the basics. We do
intend to develop the curriculum much earlier so we
can be more specific in our marketing material as to
what will be presented.

There is a need for continuing education for all of us. I
am excited that the Health Section is moving forward
in meeting this need for its members and I am proud to
be a part of it.  am confident Boot Camp will continue
to improve. M



SOA Health Section and CMS:

A Continuing Dialogue
by John Cookson and Steven Siegel

ne of the ongoing missions of the Health

Section has been to reach out to other or-

ganizations and seek productive relation-
ships. Given the range and diversity of health care
issues today, it clearly benefits both the profession
and individual Health Section members to showcase
the expertise and talent that health actuaries bring in
such relationships. Among the longer-term relation-
ships the Health Section has forged in recent years
has been with the Centers for Medicare and Medicaid
Services (CMS). Indeed, the Health Section has had
amutually beneficial relationship with CMS for over
five years now. In that time, a small group of volun-
teers from the Health Section has provided input and
advice to CMS on trends actuaries are observing in
the health insurance market. This information has
been used by CMS to support their annual National
Health Expenditures (NHE) and Forecast Update.

This year CMS raised questions about private health
insurance related to some of their historical data
sources. As aresult, on August 29, the Health Section
hosted a conference call between section members
representing many of the large commercial insur-
ance companies, actuarial consulting firms active in
the health insurance market, and CMS representa-
tives from the National Health Expenditures (NHE)
Group. The objective was to assemble a representa-
tive group of SOA participants who would provide
broad perspective on what has been happening on
the Private Insurance side of national health expen-
ditures. The list of SOA Health Section participants
included: Jeff Allen, Joan Barrett, John Cookson,
Michael Fedyna, Cindy Miller, Vince Sherwin,
Steven Siegel, and Robert Tate. CMS participants
included Stephen Heffler, Pat McDonnell, Micah
Hartman, and Cathy Cowan.

The objective of this meeting was to discuss sources
of data and general information to support the base-
line historical Private Health Insurance portion of
National Health Expenditures included by CMS in
their annual update of NHE and 10 year forecasts.
This represents a very intensive effort on the part of
CMS each year, which gets into full gear in the late
summer and fall of each year to develop the estimates
of the various components of NHE from the previous
calendar year, along with adjustments to previous
historical estimates, and the updating of the 10 year

NHE forecast published in Health Affairs in January
or February of the succeeding year. This process also
contributes to the knowledge and understanding of
the direction of health care which must be considered
each year by CMS when they do the long term fore-
casts for the Medicare Trustee’s Report.

Some of the important components reported in the
NHE study include Medicare and Medicaid expen-
ditures, and Private Health Insurance (including self-
funded or self-insured expenditures) and estimates
of direct medical out-of-pocket expenditures by
individuals; expenditures are also reported by type
of provider (hospital, physician, etc.). CMS collects
and analyses many sources of data to develop their
estimates each year. They have first hand sources
of Medicare and Medicaid expenditures, but other
sources are more derivative in nature. Thus, it was
considered valuable to try to get direct or indirect
information from SOA members working in Private
Health Insurance to confirm or supplement the other
sources of information available.

This particular discussion about the baseline Private
Health Expenditures arose at the request of CMS
and as a direct result of the relationship described
earlier that developed over the years from the ongo-
ing annual discussions that have been held each fall
(since 2003) between CMS and representatives of the
Health Section. This series initially started as a direct
result of informal discussions held in early 2003 be-
tween Steve Heffler, currently Director of the CMS
Health Expenditures Group, which is responsible
for the NHE projections, and myself who was Health
Section Council Chair at the time. CMS has consid-
ered these annual meetings to be one of the highlights
of the annual NHE update process, and have always
been very grateful for the input and insights they re-
ceive. The Health Section Council participants have
also found this arewarding opportunity to learn about
the process used by CMS in making these estimates,
as well seeing what may be developing in the publicly
financed side of health care, since many of the partici-
pants continue to volunteer year after year.

CONTINUED ON PAGE 29

John Cookson, FSA,
MAAA, is a consulting
actuary at Milliman Inc. in
Wayne, Penn. He can be
reached at john.cookson@
milliman.com.

Steven Siegel, FSA,
MAAA, is a research
actuary with Society of
Actuaries in Schaumburg,
IIl. He can be reached at
ssiegel@soa.org.

HealthWatch | JANUARY 2009 | 23



Steven Siegel, FSA,
MAAA, is a research
actuary with Society of
Actuaries in Schaumburg,
IIl. He can be reached at
ssiegel@soa.org.

24 | JANUARY 2009 | HealthWatch

The ABC's of

Health Section Research

by Steven Siegel

efore I joined the research staff of the Society

of Actuaries, I primarily associated health

care research with syringes, placebos, and
white lab coats. Although you won’t find any of
those items here in the SOA offices (at least not yet),
it is no secret that the Health Section is an important
source of health care research that benefits both the
profession and society at large. This article provides
a basic overview of how Health Section research is
initiated and conducted including the roles different
parties play. I hope readers will come away with a
better understanding of the process and consider get-
ting involved in the various opportunities available
to them.

Where it Begins...an Idea

The first step in any research effort is an idea. Ideas
may vary in both their expected scope and path of
emergence.

In terms of scope, ideas can generally be categorized
as follows:

1. Ideas that apply narrowly and primarily benefit
the Health Section.

2. Ideas that cut across several sections besides the
Health Section.

3. Ideas that impact the entire profession.

4. Ideas that impact the broader financial commu-
nity and/or the general public.

Clearly, the expected scope of an idea is an important
factor in determining its feasibility for funding.

Besides the scope, another important factor affecting
the selection of ideas to be researched is from where
they emerge. There are several paths of emergence
forideas:

1. Ideas that emerge through direct solicitation of a
Health Section member. These solicitations are
usually done either through e-mails, the section
newsletter and other SOA publications, or at
continuing education events.

2. Ideas that emerge as a result of discussion or
brainstorming by the Health Section Council.

3. Ideas that emerge unsolicited from members
and non-members. Typically, an individual will
contact a representative from the Health Section
or SOA staff member with an idea.

4. Ideas suggested by an entity of SOA gover-
nance.

5. Ideas suggested by an outside entity such as the
American Academy of Actuaries or the NAIC.

6. Ideasthatemerge frommajorexternal orsocietal
issues, or mega trends (e.g., research related to
prescription drug costs, Medicare, etc.).

Evaluating an Idea...

With an idea in hand, it needs to be evaluated against
the research mission of the Health Section. In this
respect, several factors are weighed to determine its
viability for funding including:

1. Value and Impact—How would the results of
the research provide value to the intended mem-
bership audience, or outside parties such as the
general public? Does it dovetail to the Health
Section’s overall strategic initiatives? Will it
have significant impact for health actuaries?

2. Scope—Can the idea be reasonably and ef-
ficiently researched? Ideas such as a proposed
comprehensive replacement of the current U.S.
health care system may be simply too large an
undertaking. On the flipside, an idea may be
deemed as too narrow in scope and require infor-
mation or data that does not exist.

3. Expected Price—Is the project that follows from
theideaexpectedtohaveareasonable costinline
with funding constraints? Many ideas that are
judged well in all other factors may be rejected
because they would be too expensive to under-
take.

4. Duplication—Does the idea duplicate already
existing work? If it does and there is no other
way to redefine the idea, it is normally rejected.
An exception is where the idea is to essentially
update work that has been previously completed
and is out of date.

5. Other Factors—Any other information related
to the idea such as the requirement of special
data, software, or other material.

Ideas may be judged against other ideas contending
for funding, or they may be considered on an ad hoc
basis. It will depend on the urgency of the idea and
the timing in which it has emerged. The process of
consideration and weighing the above factors nor-
mally occurs overanumber of meetings in an iterative
fashion. This length of time for the process is needed



because, in most cases, additional information gath-
ering is needed to fully consider the idea. Given the
large number and wide range ofideas considered, it is
the general situation thatthere are more ideas generat-
ed than can be funded. This is why the Health Section
weighs the decision on a particular idea very care-
fully. Having subject matter experts involved in the
decision process is another assurance that the evalu-
ation proceeds in a careful and deliberative manner.
The process has been specifically designed so that
only the best ideas advance and receive funding.

Once an idea passes this evaluation, the next step is to
issue either a request for proposals, call for papers, or
in the case where a researcher submitted an unsolic-
ited proposal, prepare a contract for the work.

Funding

Funding for Health Section research comes primarily
from two sources. First, each year the SOA provides
an annual budget for research studies that includes an
allocation for research related to health topics. The
other primary source is from the Health Section’s
own budget. In addition, projects may be co-funded
with other sections within the SOA or organizations
outside the SOA.

Who Does What?

Health Section research is accomplished through
a strong partnership of volunteers, contracted re-
searchers and SOA staff. The following are high
level descriptions of the roles played by each party in
conducting research:

Health Section Council—This group of volunteers
makes the ultimate decision on which ideas are
funded. The Health Section Council includes a spe-
cial position known as Research Coordinator, which
is currently held by John Cookson. The responsibili-
ties of this position are to help provide guidance and
recommendations for the Health Section’s research
agenda and initiatives. In addition, another vol-
unteer connected with the Health Section acts as a
primary advisor. This advisory role is currently held
by Jim Toole, immediate past chair of the Health
Section Council.

Project Oversight Group—A group of volunteers that
manages individual projects. A complete description

The ABC's of Health Section Research

ofthe role of Project Oversight Groups is given in the
next section of this article.

Contracted Researchers—An individual or team
hired to conduct a research project or responding to
a Call for Papers. Researchers include both actuar-
ies and non-actuaries, and come from a wide variety
of’backgrounds.

SOA Research Staff—The SOA Research Actuary
and Research Administrator provide management
and administrative support throughout the course of
aresearch effort.

Managing the Project—The
Role of a POG (One of Our
Favorite Acronyms)

To help the Health Section manage the projects,
oversight groups are formed. A Project Oversight
Group (POGQG) is typically composed of five to
seven member and non-member volunteers who
are experts in the subject under study and represent
differing stakeholder viewpoints. Depending on the
subject matter, professionals from other disciplines
may be needed to produce the best end product.

For each project, a POG will work closely with the
researcher to ensure objectives are met. The interac-
tion between the researcher and the oversight group
of subject matter experts is intended to produce a
higher-quality end product.

General responsibilities of a POG are to provide guid-
ance to the research team and peer review research
deliverables. Other duties might include:

* Developing the solicitation document (Request
for Proposal or Call for Papers) for the project.

» Evaluating proposals or abstracts/papers sub-
mitted in response to the Request for Proposals
or Call for Papers.

* Recommending a proposal or abstract/paper to
the Health Section for funding consideration.

* Reviewing letters of agreement and negotiating
contract terms with the research team as necessary.

CONTINUED ON PAGE 30
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Full Medicare Part D Coverage through the Gap | FROM PAGE 1

Total Spending

$295,

Total Beneficiary
Out-of-Pocket
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$295/

This article takes a closer look at what the Payment
Demonstration is, when an MCO may consider it, and
its risks and rewards.

What's the “Federal
Reinsurance Penalty?”

Federal reinsurance covers 80 percent of the cata-
strophic plan costs. Catastrophic plan costs are
defined as the benefit period after the members
cost-sharing reaches the TrOOP (true out of pocket)
threshold ($4,350 in 2009). For a Defined Standard
plan, this translates to $6,153.75 of total covered
drug expense in 2009. When a Part D plan provides
enhanced benefit coverage, the point where cata-
strophic coverage begins is later than the catastrophic
coverage point in the Defined Standard plan. This
results in reduced amounts of federal reinsurance in
an enhanced plan relative to a Defined Standard plan
and higher premiums for the members. In effect, the
member must pay for the increase in the benefit dur-
ing the deductible period and the donuthole PLUS the
increased length of gap coverage due to the delay of
the federal reinsurance period.

Exhibit B diagrams the Defined Standard benefitplan
and the catastrophic coverage period where federal
reinsurance applies. Exhibit C shows the delay of the
catastrophic coverage for a simple plan design where
the plan pays a straight 70 percent coinsurance for

all drugs until catastrophic coverage begins (“70/30
Plan”). For an average membership base (allowed
cost of $160 PMPM), the loss of federal reinsurance
for this benefit plan is approximately $7 PMPM.
However, the loss in federal reinsurance for richer
plan designs and/or sicker members could be materi-
ally more, up to amounts as high as $30 PMPM.

What Does the Payment
Demonstration Do?

Inanutshell, payment demonstrations pay the federal
reinsurance amount corresponding to the Defined
Standard benefit to the plan. That is, it removes the
federal reinsurance penalty. In exchange, the plan
must use the moneys to offer supplemental Part D
benefits and share in the catastrophic risk.

There are three types of demonstration plans: 1)
Flexible Capitation, 2) Fixed Capitation and 3) MA
Rebate. For purposes of this article, we will focus
on the Flexible Capitation option and review how it
impacts the following components of an enhanced
benefit plan:

*  Member Premium

* Benefits, including TrOOP, Cost-sharing, and
Catastrophic Coverage

* Administrative Costs

* Risk Sharing

Exhibit B: Defined Standard Benefits
\

\

\ \
\ \
\ \

$2,700, $6,153.75

Coverage Gap

Deductible

25% Coinsurance

$8%.25/ $4,350 TrOOP

/

Beneficiary Liability M plan Liability

Out-of-Pocket Threshold \ Catastrophic Coverage

80% Reinsurance

~5% Coinsurance

CMS Pays Reinsurance
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Exhibit C: Enhanced Coverage No Demo

Total Spending

30% Coinsurance

Qut-of-Pocket Threshold
$14,500

~5% Coinsurance

Total Beneficiary Out-of-Pocket

$4,350 TrOOV

Beneficiary Liability M pian Liability I cms Pays Reinsurance

Exhibit D: 2009 PMPM Member Premium Savings under Flexible Capitation

Catastrophic Coverage

RxRisk Score 0.9 1 1.1 1.2 1.5
Part D Allowed PMPM $135 $160 $180 $200 $270
Benefit Design’ PMPM Member Premium Savings

PlanA $1.75 $2.55 $3.60 $4.20 $7.40
PlanB $3.60 $5.05 $7.30 $8.50 $15.05
PlanC $5.20 $7.05 $10.55 $12.25 $21.85
PlanD $6.90 $8.95 $13.20 $15.20 $27.10

'Benefit Design Descriptions

Plan A: Defined Standard plus 25% plan coinsurance on all drugs through gap
Plan B: Defined Standard plus 50% coninusrance on all drugs through gap
Plan C: 70% plan coinsurance on all drugs until catastrophic coverage

Plan D: 85% plan coinsurance on all drugs until catastrophic coverage

Member Premium

Member premium under the Flexible Capitation
demonstration is reduced by the additional amount
of federal reinsurance paid to the plan. In essence, the
penalty amount is paid back to the plan to help reduce
the member premium amount. As discussed earlier,
the exact amount will depend on the specifics of the
plan design. Exhibit D presents the member premium
savings for various populations and benefit plans.

Benefits

The Flexible Capitation option does not change the
benefit plan. The TrOOP cost amount ($4,350 in
2009), catastrophic coverage, and the member cost-
sharing amounts remain the same under the Flexible
Capitation option as the amounts without the pay-
ment demonstration.

CONTINUED ON PAGE 28
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Exhibit E: Shared Risk Plan A, No Payment Demonstration

\

\
$6,153.75

Plan has\\Full Risk Plan has Shared Risk

$2,700 \

Total Spending |
$295

80% Reinsurance

30% Coinsurance

Total Beneficiary Out-of-Pocket Beneficiary Liability M rian Liability CMS Pays Reinsurance $4'350TrOOF/

Exhibit F: Shared Risk Plan A, With Flexible Capitation

Total Spending \\ Plan has\\FullRisk \\ Plan has Shared Risk

$295 $2,700 \ $6,153.75

70% Plan Pays

30% Coinsurance

Total Beneficiary Out-of-Pocket Beneficiary Liability Plan Liability I cms Pays Reinsurance $4'350—”00'3/

Risk Sharing sions for the 70/30 Plan for all drugs assuming no

Risk sharing for plans under the Payment PaymentDemonstrationisinplace. Generally:
Demonstration is different than for plans without the
Payment Demonstration. It’s generally known that ~ * Plan takes no risk (CMS takes full risk) on the

the federal reinsurance of 80 percent of catastrophic federal reinsurance piece

costs are forfeited when doing a demonstration, but * Plans share risk with CMS (with risk corri-

the change in the risk share is really more extensive dors) on the plan liability piece of the Defined

than this simple notion. Standard benefit. This includes 75 percent of
costs between the thresholds of $295 and $2,700

First, we should review the risk provisions of an and 15 percent of all costs beyond $6,153.75.

enhanced plan without a Payment Demonstration. * Plantakes full risk for everything else.

Exhibit E diagrams the various risk sharing provi-
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For70/30 planunder the Flexible Capitation Payment
Demonstration:

*  CMS no longer takes risk on the federal reinsur-
ance piece. [t becomes shared risk.

* Plans share risk with CMS (with risk corridors)
on the plan liability piece of the Defined Standard
benefit PLUS the piece that is the federal rein-
sured piece for the Defined Standard plan. Intotal,
the shared risk component reflects 75 percent of
costs between the thresholds of $295 and $2,700
and 95 percent of all costs beyond $6,153.75.

» Plan takes the full risk for everything else.

See Exhibit F for a diagram of the risk components
under the Flexible Capitation.

A comparison of Exhibit E and Exhibit F clarifies
that the full risk component is reduced and the shared
risk component is significantly increased when under
the Flexible Capitation Payment Demonstration.
Depending on the population and the data available to
price, this change in the risk provisions actually may
make the Payment Demonstrations more attractive to
some plans.

Administrative Costs

For budget neutrality, CMS charges a per-member
per-year (PMPY) amount to participating plans. For
2009, the PMPY for all payment demonstration op-
tions is $10 PMPY or $0.83 PMPM. These amounts
shouldbebuiltinto the directnon-benefitcomponents

SOA Health Section and CMS: A Continuing Dialogue | FROM PAGE 23

These annual discussions provide the opportunity
for Health Section representatives to react to initial
data summaries and issues and questions identified
by CMS in the course of their annual NHE update
process. For example, CMS is looking for input on
such questions as: 1) differences between HMO
and PPO trends, 2) changes in insurance enrollment
rates of employees, 3) specific changes in pharmacy
benefits, 4) growth in Consumer Driven Health Plan
options, 5) impacts of the underwriting cycle, and 6)
other issues affecting the changes in health costs for
private insurance.

Full Medicare Part D Coverage through the Gap

ofthe bid. It’s important to note that these costs offset
the reduction in premiums shown in Exhibit D.

When should you consider the
Payment Demonstration?

Considerations for participating in the payment dem-
onstration include:

1. Some material amount of enhanced coverage
must be provided. The more enhanced coverage,
the greater the federal reinsurance penalty, and
the more member premium savings. This can
be particularly attractive for chronic care plans,
where full formulary coverage through the gap is
essential to gain compliance with drug regimens
and realize hospital savings.

2. The actuarial and accounting departments need
to have a good understanding of the option.
Payment demonstrations will change how bids
are created, how revenue is booked, how much
margin is needed and how Part D settlements are
estimated.

3. Plans must analyze the change in risk sharing.
Although the Flexible Capitation option allows
plans to cede some risk to CMS in the gap, they
pick up shared risk of the catastrophic coverage.
Plans must be comfortable with their ability to
price the catastrophic component of the benefit.

4. The PBM needs to be comfortable with the
Payment Demonstration chosen, especially as it
relates to changes in the PDE records and Part D
settlement calculations. M

This process has worked well and the Health Section
is pleased to support CMS in this important service.
We want to thank the volunteer SOA members who
have contributed their time to this relationship over
the years, and we would like to see this effort continue
and expand as part of our ongoing interchange with
other groups involved in health care. Feel free to
contact us if you would like to become involved in
future activities.
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Research feeds
content for
continuing education,
and continuing
education provides
idea generation

for research.
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 Finalizing project scope and expectations with
the researcher.

* Monitoring and evaluating research progress
and recommending corrective action, if needed.

* Developing a dissemination strategy for the
research.

» Providing project status reports to the Health
Section.

* Recommending to the Health Section an end-
product suitable for member and/or public pub-
lication/dissemination.

For the majority of research projects, POG work is
accomplished via e-mail and conference calls that are
typically an hour in duration. Members are asked to
review deliverables and other meeting materials prior
to the conference calls and comment deadlines. To
minimize the time commitment of a POG member,
conference calls are usually limited to no more than
once amonth. However, the frequency of the confer-
ence calls will vary by project. In addition, research
deliverables are usually distributed at least 2 weeks
prior to a conference call or comment deadline to
allow POG members enough time to prepare.

For longer duration and/or costlier research projects,
the POG may decide that occasional face-to-face
meetings are necessary to produce the best research
outcome.

Publication/Dissemination of
Research and Links to Other
Activities

The final step for most research efforts is the publica-
tion and dissemination of the results. Throughout the
progression of a particular research effort and espe-
cially as it approaches completion, the range of pub-
lication and media outreach options is considered.
To determine an appropriate media outreach level,
discussions are held with internal public relations
staff along with an outside PR firm.

All research reports share several basic publishing
activities:

1. Posting onthe SOA Web site as a separate pdf or
part of an online monograph
2. Announcement in the electronic SOA News Today

3. Blast e-mail announcement to Health Section
members

Other publishing and dissemination activities are
then decided based on the expected interest of the in-
dividual project. These activities may include special
newsletter articles, announcement on the SOA Web
site home page, and webcasts. As well, articles may
appearinjournals such asthe NAAJ and the Actuarial
Practice Forum. For certain efforts with expected
broad audience interest, a dedicated media strategy
may be devised. This may also include a press release
or conference. Finally, depending on the expected
level of audience interest, research may also be
printed in specially designed and branded versions
to distribute at meetings, send to outside interested
parties, etc.

Research is also disseminated through presentations
at actuarial and other industry meetings. In this re-
gard, research and continuing education have a strong
and mutually beneficial link. Research feeds content
for continuing education, and continuing education
provides idea generation for research.

In addition, research is strongly linked to other ac-
tivities of the SOA. The ways in which research is
integrated and leveraged include:

1. Providing the foundation for a number of SOA
exam syllabus materials.

2. Enhancing and promoting the image of the actuary.

Building desirable external relationships.

4. Supporting policy decision-making, when re-
quested and coordinated through appropriate
organizations such as the American Academy of
Actuaries.
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Conclusion

Now that you know the ABC’s of Health Section
research, T hope you will consider taking the next step
and become involved. We’re always on the lookout
for new ideas, volunteers for Project Oversight
Groups, and proposals from researchers. Please
contact me if you’d like further information on
how to get involved or with any other comments or
feedback. I look forward to hearing from you in the
coming months! M
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