PRELIMINARY PREPARATION FOR NOV 2013 SOA BOOT CAMP
MEDICARE PRICING – PART C ONLY
PRELIMINARY PREPARATION FOR 2014 MEDICARE PRICING BOOT CAMP


Overview
This course is intended as an introductory to intermediate course on Medicare Advantage (MA) Part C Pricing.   Those who already have some familiarity with MA Part C (medical) Pricing can deepen their understanding of the topic.  Those with limited or no experience with MA Part C will need to spend more time preparing before the course, but they can still come away with a solid foundation.  The course requires an understanding of the fundamentals of health insurance and pricing as a prerequisite--a student who is unfamiliar with commercial health pricing and concepts as well as MA Pricing will not likely benefit sufficiently.  A background solely in disability, STD and or LTD, is also likely insufficient since MA concerns comprehensive medical benefits.
We will systematically cover several different types of MA bids of increasing complexity.  We will also talk about Part D as it relates to MA-PD plans, but we will NOT cover the completion of Part D bids.  It is assumed that participants have been exposed to many of the fundamental actuarial concepts of health insurance pricing, such as adjustments for trend, changes in benefit plan, age/gender, relative morbidity, and geographic distribution of members, as well as other aspects of pricing and valuation, such as credibility, reserving and completion factors, and coordination of benefits. 

The most important place to begin in an actuarial pricing course, such as this, is with the Actuarial Standards of Practice.  The MA or PD actuary, like any other actuary engaged in health insurance pricing, is required to follow the applicable ASOPs.  In addition to serving our employers or clients, one of the obligations of our profession is to serve the public, regardless of our type of employer or client.  The CMS bid instructions make reference to specific ASOPs, and we encourage everyone in this course to review them as part of their preparation.  The process of desk review, which begins after bid submission, and the various types of audits associated with MA and PD bids are at least as rigorous as any state filing process for commercial plans.  A discussion of CMS review of bids will also be part of this course.  
Participants should read the CMS Bid Pricing Instructions for 2014 Part C Bids for MA, 
CY2014 MA & MSA BPT Instructions.  This document can be accessed from the CMS website using this link: Bid Forms & Instructions Medicare Advantage - Rates & Statistics.  Access them via “Bid Forms and Instructions” and CY 2014 Bid Tools and Instructions.  Familiarize yourself with this part of the CMS website and all the materials available here.  Please print copies of the Bid Instructions from the CMS website on three-ring paper, bind them, and bring them to the course.  You should also print and bind Bid Pricing Tool Technical Instructions_2014.  Print off copies of the MA BPT and PD BPT as well, and if you plan to bring a laptop, save them to your hard drive along with the add-in .xla file.  This xla file must be installed on your laptop per CMS instructions in order to run the BPT.  You will also find Bidder Training on the CMS website in this area.  For those who have not viewed these training presentations, please do so before the course.
Part C

Participants should also spend several hours prior to the boot camp reading the Intro to the MA Bid Pricing Tool and looking over the first six worksheets of the MA BPT.  Ideally, participants will download a copy of the BPT to their laptop and begin to work with it.  If this is the first time you are looking at a BPT, you may need several hours or more to familiarize yourself with the various worksheets of the BPT, how they work, and how the inputs flow through. 
To simplify learning, one approach for the total beginner is setting up a bid that consists of just a couple types of service, such as an Inpatient hospital, PCP, and Specialist.  Although it is entirely unrealistic, it allows the beginner to more easily follow the flow of input through the bid tool and see the big picture sooner, especially for the first few BPT worksheets.
To price Part C Medicare Advantage, it is important to understand the traditional fee for service Medicare plan, what it covers, what it does not, and what the member cost-sharing is by service category.  The Medicare website (http://www.medicare.gov), not to be confused with the CMS website (http://www.cms.gov), contains plan descriptions.  Detailed coverage information for specific service categories is available on the Medicare website and can be access using this link: Medicare - Resource Locator - Your Medicare Coverage.  There are also a couple of texts that will be on display during the course that describe the Part A and B benefits in great detail.  Eventually, you will need an in-depth understanding of the Medicare benefit in order to price MA.  As you look at the Part C BPT, beginning with worksheet 1 (WKS 1), you will see that MA includes all the benefits that Medicare does.  It may also include some services that Medicare does not cover at all, such as hearing, dental, and vision.  These are referred to as non-Medicare covered services in the BPT.  We will come back to this point during the Boot Camp because there are more terms and potentially confusing distinctions that need to be made.  The essential point here, however, is a simple one—MA plans must be at least as “rich” as traditional Medicare.
Plan Nomenclature
We will cover the pricing of a number of different types of MA-only and MA-PD plans in this course.  We will strive to avoid confusion as much as possible, but we will look at and price several different types of MA plans.  MA and PD (Part D for drug) plans can be categorized in different ways.  First, there is a division between individual vs. employer group plans (the latter are also called EGWP or 800-series plans also).  We will be working primarily with individual plans in this boot camp course, but will discuss group somewhat also.
MA

Plans without a Part D benefit are called MA-Only.  MA plans with a Part D benefit are called MA-PD plans.  Plans that are stand-alone Part D without Part C are generally referred to as PDP plans.  

The term coordinated care plan (CCP) applies to HMO, POS, PSO, and PPO.  These plans manage care.  Private fee for service plans (PFFS) are not CCPs.  CCPs and PFFS plans may be individual or group.  

Within HMO, there is a sub-category of plans called Special Needs Plans.  We will not spend a great deal of time on the pricing of SNPs in this boot camp course, but we cover them.  These plans cover special populations, and they generally involve sicker and more clinically complex members than non-SNP MA plans.  There are three types of SNPs, and each is targeted to a somewhat different population.  
1. The first is the Dual SNP, which is intended for a population that is both Medicare and Medicaid eligible.  
2. The second is the Chronic SNP, which is intended for Medicare beneficiaries with certain specified chronic conditions as stipulated by CMS.  
3. The third category is an Institutional SNP, which is intended for two types of “Institutional” beneficiaries—1) those who reside in and are permanently assigned to a nursing home, or 2) those who are nursing home certified, but remain in the community where they receive support with ADLs from home health aides and visiting nurses.  SNPs typically involve populations that have higher average risk scores than non-SNP HMOs.  

Within CCPs, HMOs have only In Network benefits; for this reason, we will begin with the pricing of a simple HMO plan.  POS and PPO plans involve OON benefits, and pricing of these plans begins to become more complicated than HMO beginning on WKS 2, and then especially on WKS 3.

There are two types of PPO.  The first is local (which means the plan can pick which counties it wants to include in the service area of its bid), and the second is regional.  (All HMOs are local.)  Regional PPOs (RPPOs) price across one of the 26 regions defined by CMS and charge the same premium to all members within a particular region.  They must offer their plan to beneficiaries residing in all counties of the region, not just some.  An LPPO or HMO, however, can be offered in one county only.
At a minimum, MA plans must cover all the same benefits as traditional A/B Medicare.  MA plans may offer additional benefits referred to as “mandatory supplemental” (MS) benefits, as described in the Intro to the MA BPT.  These are of two general types: (1) non-Medicare covered services, which are services not covered by traditional A/B Medicare, and (2) reductions to cost-sharing on services covered by A/B Medicare).  As you might expect, bids for plans with MS benefits are more complicated than those whose benefits mimic traditional A/B Medicare.

Part D

PD plans are categorized into one of the following four types based on the benefit design (member cost-sharing, coverage of non-Part D drugs) they offer:
· Defined Standard (DS)

· Actuarially Equivalent (AE)

· Basic Alternative (BA)

· Enhanced Alternative (EA) 

We will discuss the key features of the plans types as well as issues to consider when pricing them during the course.

PD plans define their own formularies (covered drugs, tier assignment, step therapies, prior authorizations, quantity limits), and file them for review each April.  CMS reviews each formulary carefully to make sure it meets minimum accessibility requirements for each therapeutic class and does not discriminate against beneficiaries with certain conditions.  

Cost-sharing is reviewed as part of the bid submission because the BPT contains equivalency tests.  Additional cost-sharing review is done by CMS to make sure the plan is not an “outlier”.  For a given tier, cost-sharing is specified by place of service (retail vs. mail), days supply (30, 60, 90), and network (preferred, non-preferred, out-of-network).

Standalone PDP plans offer a pharmacy benefit only.  MA-PD is a combined medical and drug plan.  PDPs must sell to broad geographic areas defined by CMS.  There are 34 PDP regions in the US and 5 PDP regions in US territories.
Contract and Plan Numbering
MA

Each MA-Only plan bid consists of a Plan of Benefits Package (PBP) and an MA BPT.  An individual MA-PD has those two items plus a PD BPT.  (EGWP MA-PD plans do not file a PD-BPT because they are paid the national average).  These documents (PBP and BPTs) must be submitted to CMS via a dedicated electronic portal.  CMS assigns a contract number, frequently called an H number, to the plan for a particular legal entity (note that regional PPO contract numbers begin with the letter R).  For example, XYZ HMO may have a contract labeled H9999 as their HMO contract number.  They may have a different contract, H5555 with CMS for their LPPO, which is under their parent company, XYZ Life Insurance Co.  Within these H numbers, they may have multiple plans.  One example is as follows:
1. H9999-001 is an MA-PD zero premium HMO plan with a Basic Alternative Part D plan, and

2. H9999-002 is an MA-PD plan with the same Part C medical benefits but a richer Enhanced Alternative Part D plan, for which the member must pay $30 PMPM.  
We will use this nomenclature to discuss plan design and product design in this course.  For example, a community HMO may wish to cover its six county service area with three HMO plans:
1. H9998-101, a zero premium MA-PD plan with an Actuarially Equivalent Part D.

2. H9998-102, a $40 monthly member premium MA-PD with an Enhanced Alternative Part D that has additional generic coverage in the gap.  It has lower copays on professional visits than 001.
3. H9998-103, a $90 member premium MA-PD plan with the same Enhanced Alternative PD as above, but with some brand coverage in the gap beyond what CMS now requires, as well as a richer Part C plan with lower copays and some additional non-Medicare covered benefits, such as vision hardware, hearing aids, and comprehensive dental.
Insurers and HMOs that offer MA are called Medicare Advantage Organizations (MAOs).  A larger MAO may offer the same MA-PD plan in two different (mutually exclusive) sets of counties.  Using the example of the 3 plans above—101, 102, and 103—if those exact same 3 plans are offered in a different set of counties, they would be assigned 3 different plan numbers:

H9998-201, H9998-202, and H9998-203.

PD

Each individual Standalone PDP bid consist of a PBP and a PD-BPT, which are submitted to CMS.  Bids are not submitted for standalone EGWP PDPs because they are paid the national average.  CMS assigns a contract number, called an S number, to the standalone prescription drug plan offered by a particular legal entity.  For example, insurer ABC, Inc. may have a contract labeled S9999 that is licensed in 47 states and its sister company ABC-too, Inc. that is licensed in the remaining 3 states and operates under the contract S9998.  Within these S numbers, there may be multiple plans if the S contract is licensed in multiple regions or they offer multiple designs in one region.  Each parent organization may offer up to three plans in each region as long as the three plans satisfy CMS benefit guidance on meaningful differences:

· An S plan must offer a basic (DS, AE, or BA) in each region in which it bids

· The second plan must be an EA plan with an out-of-pocket cost (OOPC) based on CMS modeling that is $22 more than the OOPC for the plan’s basic option.

· A third plan can be offered that is an EA plan that has a lower OOPC than the second plan and provides coverage of some brand drugs in the gap.
Special rules regarding the number of bids that are allowed in each region apply when one PDP merges or acquires another PDP.

Relationship between BPT and PBP (Plan of Benefits Package)

CMS requires the submission of a Plan of Benefits Package for each plan.  The PBP is a highly detailed form that specifies the structure and details of the cost-sharing for each benefit category, the additional non-Medicare covered benefits, and various details about unit cost and utilization management.  The benefits shown in the BPT must reconcile exactly to those in the PBP.  The reconciliation that must be conducted by the certifying actuary is a highly detailed process.  We will discuss this later in the course.  The important thing to bear in mind is that the type of service categories in the BPT correspond to numbered items in the PBP, and there are Medicare-covered and non-Medicare covered services in both the BPT and PBP that must be filled out correctly.  Hence, the mapping of service categories in the BPT and PBP is highly important.
Bid Complexity
There are numerous reasons that can make the pricing of a bid more complicated.  Below, we will look at some of the most basic things that the actuary must consider:

MA

· Is the base period plan being split into more than one plan in the contract period?  Are multiple plans in the base period being combined into one plan in the contract period?

· How does revenue and medical cost vary by county?  Is the mix of members by county changing?

· Is the service area (number of counties) being expanded in the contract period?  Contracted?

· Is the underlying population changing?  Will there be significant enrollment or disenrollment from base period to contract period?

· Is the plan of medical benefits changing?  If so, how, and with what effect?  Are non-Medicare covered benefits being added? 

· Are new programs being put in place that will change either utilization level or the unit cost of care in the contract period relative to the base period?  (If the plan is new, what is the expected level of medical management savings and unit cost relative to the level shown in the manual rates that reflect an unmanaged Medicare population?)

· Has the plan been engaging in a program to improve the completeness and correctness of diagnosis coding, and will this be reflected in higher risk scores in the contract period without a concurrent increase in medical claims?

Course Approach
We will work through several MA BPTs of increasing difficulty in order to make the MA pricing more understandable.  In the half day we devote to Part C, we will cover the basics and first principles.  We will not be able to cover the pricing of the most complicated or atypical MA-PD plans.  However, participants should have the basic knowledge and a set of fundamental MA skills that will allow them to tackle bids of progressively greater difficulty and complexity after the course.  Those coming into the Boot Camp with some MA pricing experience already should also be able to substantially strengthen their MA pricing skills.  We will also discuss the differences between the 4 different types of drug plans--DS, AE, BA, and EA.  The first three are “Basic” plans, and the fourth is “Enhanced.”
MA and PD are endlessly interesting areas of actuarial science that require a strong grasp of the actuarial pricing of health insurance, as well as relentless attention to detail.  The rules that pertain to MA and PD bidding evolve and change annually, as does the government funding of those programs.  This topic may get tedious working long workweeks in bid season, but it is never boring.  Rate stability is quite a challenge in this environment, and plan of benefit changes are common but highly regulated.  One of the primary challenges is the fact the bid season is rigidly time-bound.  The benchmark revenue rates are made public on the first Monday in April, and the bid due date is the first Monday in June.  If bids are not submitted before the deadline, (e.g., 11:59 pm Pacific Time on Monday, 6/3/2013), they will not be accepted by CMS, and the plan sponsor cannot participate in the 2014 contract year.  (No pressure!)  
It is common to go through multiple iterations of pricing before a plan is final and the bid is submitted.  In the course of a bid season, the actuary is often pressured to offer richer benefits and lower premiums than the funding level may support.  In the actual day-to-day world of MA and PD pricing, the best thing the actuary can do to meet the deadline and adhere to the ASOPs is to be well-organized and to set a rigorous schedule of key interim and deliverable dates during bid season.  It is also critical to set a drop-dead date (pencils down!), after which no further plan of benefit changes will be acceptable for any reason.  
When preparing MA-PD bids for June submission, it is also necessary to consider the re-allocation process that will occur in August once the national PD premiums are known.  Since the June MA-PD bid contains an estimate of final PD cost, the August reallocation may require the plan to give up (or spend) a couple dollars of benefits on a PMPM basis, give or take a few dollars.  The actuary
and MAO must be prepared to make quick benefit decisions once the average national Part D amounts are known.
The SOA has offered the boot camp for Medicare Advantage Pricing for the past 5 years. It combines in-class instruction with hands-on exercises in workgroups.  

Final Note on Refraining from Engaging in Discussions about Price:

The instructors will be careful not to make statements that can in any way be perceived as a violation of price fixing laws and regulations.  Course participants are requested to do the same.  MA is the best extant example of managed competition, however, and plan prices and benefits can all be found on websites that allow the potential MA purchaser to comparison shop in a way that the commercial health care market never made possible to individuals, that is, prior to the ACA and the existence of Health Exchanges.  In fact, many aspects of the ACA were borrowed from Medicare Advantage, and we will touch on this occasionally during this course.  Those who know MA, will better understand the future of commercial health coverage.  
Daniel Bailey, FSA, MAAA
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