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• What role will actuaries play if the U.S. implementssome form of national
health insurance?

• What is the role that Canadianhealth actuariesplay under that national
program?

• How can actuaries help to shape the health-care environment in the U.S.?

MR. DARRELLD. KNAPP: In the generalsessionswe've heard a lot about the
changingparadigmsof the actuary. That seemsto be especiallytrue for the health
actuary. In fact, our whole foundationcould get blastedaway. Our panelistsare
going to discusssome of the changes and some of the impacts that they see on
actuaries. Our first speakeris FredAbbey of Emst& Young. Fred is the National
Director of Legislativeand RegulatoryAffairs in Ernst & Young's health-carepractice.
Priorto Ernst & Young, Fredspent some time in specialprojectwork with the Health
Care FinanceAdministration(HCFA). So he's had involvementin both government
and private practice. In the opening sessionBillHsiao stated that the new actuary
would need to be forward-looking,would need to lead change,would need to be
consumer-orientedand be mentally agileand intellectuallyflexible. I think that Fred's
comments regardinghis perspectiveon health care in the U.S. and what the actuary
will need to bringto that environmentwill echo Bill'sremarksa great deal.

Our secondpanelist,Guy King, is the chief actuary of HCFA. He's goingto discuss
the actuary's role in shapingpublic policyand how he'd envisionthe government
actuary operatingunder at least one form of a nationalhealth-care program.

Our third speaker is Keith Weaver. Keith is the group life and health vice president
with Manulife in Canada. In additionto that, Keith worked with the Ontario Economic
Councilinthe health economicsarea as the nationalhealth insuranceprogram was
implemented in Canada. He has a uniqueperspectivehaving lived through some of
the issuesthat are currently being addressedinthe U.S. Keith's going to mainly
address the private insuranceenvironmentin Canada from a group-insuranceperspec-
tive and how that industry looksrunningcomplementaryto the nationalhealth-care
program there.

MR. FREDERICKB. ABBEY: I will presentthe context of the way Washington is
trying to look at health care and some of the other competing demands. We will also
look at some of the drivers in health-care policies- allwith the perspective to give
you a sense of the kindsof changesthat Washington will have to face in the years

* Mr. Abbey, not a member of the Society, is NationalDirector of Health-Care
Legisla'dveand RegulatoryAffairs with Ernst & Young in Washington, District
of Columbia.

2089



RECORD, VOLUME 18

ahead and the kinds of decisions to think about in your own mind and your own
careers about what the effect might be on your own profession.

The expectation in the public is that we're going to have reform of the health-care
system. There are many people who are involved in this reform debate, and we need
to remember the varying degrees of perspective all the time. The debate is on three
generic types of issues: cost, access, and quality. Generically there are a number of
players including the governments, employers and consumers. These all are converg-
ing at the same time with varying points of view. Another driver in health policy is
the U.S. federal budget deficit: how are we going to pay for health-care reform? On
a family level the cost is going through the roof at $1,600 a family. On a federal
budget level, which is the principal driver that makes Guy's life miserable year after
year, is the idea that there's a fixed pie, and that the federal budget is running at
27% in the red; its outlays have to create a lot of competing demands. There's a
public expectation that there's a lot of fat in government that, from my perspective, is
not there.

So where do we go? Medicare is growing at a particular rate; the mandatory pro-
grams are hands off; the banking community is hands off. Where are we supposed
to get the money from? Interest rates are down but interest expenses are up, and it
will continue to get worse over time moving from about 14% of our annual budget
going to interest expense to about 16%. By 1997, 75% of our debt will be our
gross domestic product. Consumers, hospitals and providers have trouble conceiving
how much is $1 billion or $1 trillion. One of the ways I've been able to portray it is
in a very biblical context. The idea here is that in the 1980s we went into extreme

debt. And we need major structural reforms in our financing system. So let's
suppose we have miracles. We have a balanced budget amendment. In five years
we take in and spend no more in terms of annual deficits. In the sixth year we start
paying off $100 billion a pop, and we want to be at the debt level of 1981. It will
take 40 years for Moses to lead us out of this kind of dilemma with a $5 trillion debt
with the mandatory programs that exist. This is important because the directions that
we've been in the past will continue to be followed in the future. Budget policy in
Washington is going to be driven by some preconceived notions, and that will include
the desire to control the Medicare program.

I'm probably the only nonactuary who reads the hospital-insurance trustee's report.
The potency in there has never been picked up in Washington. The cost-containment
activities that we've been through in Washington have major effects on the providers
of care and major effects on the insurers. It is an expectation within the provider
community and some parts of the payer community that this is doing some good
when in fact perhaps it's not. The kinds of changes that we're talking about to put
programs in actuarial balance are very significant. The Omnibus Budget Reconciliation
Act of 1990's five-year legislative program saved about $44 billion, more or less what
we need to save on an annual basis beginning now. How do you go into a health-
care-reform debate when a major payer is about to run out of funds after setting up
the expectation that you were doing some good in terms of the solvency of the
program and the commitment of the program? The effect of this is a number of
hospitals in the country have negative margins. Some 30% of the hospitals in this
country are losing money. Some structural problems are beginning to show on the
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provider level. Alternatively, some might attest that's good news. That means 70%
of the hospitals do have money that you can still take funds away from.

My view of change in Washington is rather dramatic beginning with the next session
of Congress. We have set an expectation here in the political environment that our
health-care problems can be attacked and can be addressed. When you look at what
some of the issues are involving public opinion, we know that we're not going to
have national universal health insurance overnight, and it's going to be a long struggle.
There are going to be two struggles going on simultaneously and probably inconsis-
tently. We'll have a health-care-reform path that adds on various elements of health-
care reform depending upon the emphasis: cost, quality, access. We will look at the
same dimensions of the Medicare program taking what we can get to shore up the
program with additional funds. You're going to see consistent change over time.
The difference between the future and the past is that we won't have the luxury of
time to debate the issues clearly. Washington is becoming uncomfortably comfort-
able with making expedient rash decisions based on a little amount of information.

From a straight standard point of view there are probably three types of clusters or
proposals: national health insurance; employer-based proposals - whether they're
mandatory or whether there's some group purchasing for employers in terms of
premiums; and incremental changes that run the gamut. The public expectation,
however, is that there are three choices over here in terms of an approach, not a
multitude of approaches. The question becomes, what will Congress do in 1993
with health-care reform? I submit that the whole legislative process is not going to
change ovemight. We're not seeing a legislative reform in the next session of
Congress. You'll have 150 relatively new members of Congress going into an old
structure with old committee assignments, and we'll probably have the same out-
comes. What we've had in this session of Congress is a lot of lip service given to
the reforming of our health-care system in terms of the number of bills. I suggest to
you that, not until we look at the Medicare and Medicaid expansion and the tinkerings
with the existing system and eliminate the political need to tinker with the Medicare
program, will we really truly achieve national health insurance, universal health
insurance or a comprehensive approach to looking at our health-care problems. Some
145 bills were introduced to expand benefits at the same time we were talking about
cutting costs. Congress was responding to a political need. On a practical basis
those bills won't be legislated, but it's important to understand that we're working
and living in a political dynamic. I see a number of phases coming out. There are
legislative phases as well as regulatory.

The kinds of things that will be on Guy's plate and others in HCFA are reforming our
medical education program; instituting new ownership restrictions having to do with
the unnecessary services of physicians that may achieve some savings and utilization
reductions; reforming our health-care system by looking at where the dollars are on
the outpatient basis; creating a greater expansion of the diagnostic related group
payment window on a postdischarge basis trying to bundle services around the
hospital admission; implementing deficit reduction items in terms of creating ways to
legitimize cuts in price; and continuing to feed the outpatient arena by stressing the
system and adding permission for the ambulatory surgery environment to perform and
be paid on a fixed-rate basis versus a cost basis. As we see the new census data
come in and new wage information come in, you will see the providers fight over a
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very fixed pie, and more requirements for HCFA in terms of making the decisions and
collecting more information about the patient, about the provider, and about the cost
of services.

As the Congressbecomes more comfortablelegislating,it will probablylook at
extendingbalance billinglimitationsto other kinds of payers; increasingfederal
encroachmenton insurance;movingthose facilitiesfrom a Medicare-programs
perspectivethat is still on an other-than-a-fixed-paymentbasison to a prospective-
payment-type of system on the hospitalsideas well as the other types of providers
making the next quantum leapfrom the high-ticketitems of radiologyand ambulatory
surgeryand outpatient to the other forms of fixed paymentson outpatient reform;
coming up with a new payment system which will set the expectationof immediate
savingsand controlsin utilizationwhile the information may not be availableto make
that judgment; expandingfurther the scope of keepingthe hospital as the accountable
contractorfor that patient's care even as patients are treated in and aroundhospitals
differently; and again, cutting prices.

In the future on a regulatorymode we will see more selected contracting,more
adjustmentsto the existingprice. As money gets tighter the industrieswill look to
create adjustmentsto the pricebased on, for example, nonlaboradjustments.
Consolidationof all those who have been paying billsover the last 20 some odd
years - the agency will consolidatethose providers,will providea new opportunityfor
new types of payment associationswhich will change existingrelationshipsboth on a
cash-flow basison a providerlevel as well as an informationbasisto everyone else
who's using and studyingthe Medicare program.

As we move forward, probablymore toward the end of the century, inthe legislative
cycle we will see more selected contracting,perhaps even on an episodeof illness,
and ultimately perhapsthere will be a requirement of a primary-care gatekeeper
function within the Medicare program.

One of the most telling issuesabout allof these kinds of changes is what public
opinionis. Leaderscan only be leadersto the extent that there are followers. If you
look at the informationthat we have about what the public'sexpectationsare of our
health-caresystem, you see some troublinginformation. We're split. We don't
know. Not only do we not know whether we want universal,nationalor incremental
change, but also when we bundlethe approachesto even more clearsolu'dons,do
we want a regulatory price-setting model? Some 40% of Americans say yes. Do
we want a free-market approach? Some 39% of the Americans say yes. The rest
are no opinion or leave things as they are. How is Congress going to reconcile this
major conflict? I submit it's not, and as a result we'll have incremental change.
When we ask the public about which way it should ultimately finance the system,
you see the numbers are strikingly similar. Some 31% want pay or play, 32% single
payer. When you look at information having to do with the insurance community,
there's very troubling information about the public's concern about its lack of knowl-
edge about insurance instruments as well as its skepticism about being disappointed
in its coverage at the most crucial time. The public is worded about its coverage both
currently and for the future.
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Ultimately what do I think is going to happen next year? I think the Democrats and
the Republicans will get themselves together, in my belief, under a Democratic
presidency and put the issues together where they agree and put the issues aside
where they are not in agreement. We'll make some changes in the tax laws to
increase the daductibility of health insurance for the self-employed. We'll create small-
group markets for employers in changing the way insurance is regulated and available.
There will be some sort of malpractice reform but new roles for malpractice attorneys
to practice their work outside of the court in arbitration settings. We'll create massive
changes with the expectation that these administrative efficiencies beth on a claim-
processing basis and a utilization-review basis can yield some real savings. We'll put
greater investment dollars in practice guidelines and new regulation of utilization-
review programs or consideration of utilization-review programs on a national basis.
Whatever the government can do in terms of fostering primary care, it will do.

MR. ROLAND (GUY) E. KING: Decisions made in Washington on health-care reform
that are made during the next couple of years are going to have a substantial effect
not only on the delivery of heslth-care services but also on the career of every health
actuary in the country. Surprisingly enough, health actuaries haven't had much input
in the debate, even though we're uniquely qualified to do so. Those of you who
were at the health-sectionbreakfast heard people outside the actuarialprofessiontell
us that we're uniquelyqualified. We do have our own perspectiveto bringto it, and
we do have our own expertise. We're not the only experts, but we do have a lot of
room for input, especiallyin the cost area and the area of designingefficient health-
care plans. In otherwords, we work with health-careplanson a daily basis,design-
ingthem and making them cost effective, and we ought to have input in the debate.
Health-care reform actually raises two very important questions in my mind with
regard to the soundness of the decision-making process, the role of health actuaries
and the future of the health actuary specialty.

The first question is, will the pelicymakers get advice on what they're doing on
health-care reform, and after they begin implementing health-care reform, how will
they proceed from there? That's the most important question, but then there's the
secondary question of, what impact will it have on the careers of health actuaries?
Will there be a greater demand, or lesser demand or will they devise some sort of
system where they don't need us or they don't need very many of us? The role and
scope of the health actuary in the future is going to depend on what form health-care
reform takes. I can't really tell you for sure based on everything that's out there. I
can't really predict what's going to be the ultimate kind of health-care reform we're
going to get.

We can take a look generically at the different kinds of major reform, and we can try
to talk about what kind of a role the actuary will play in each one of those kinds of
health-care reform. The first one is the so-called managed-competition approach. The
Bushadministrationplan fits into this category and so, probably, does the latest
evolLrlJonof the Clintonplan. Under this approachI think that the role of the health
actuary will be retained and even enhanced. The health actuary will be playinga
considerablerole in setting up risk pools, assessingthe impact of health-riskadjusters
on blocks of business,measuring risk and managingthe competitionamong health
insurers. Since managed competition retains a role for all insurers,each one of those
insurersis going to have to employ either the same numberof health actuaries or
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more health actuaries in order to protect its interest. I think the real danger of the
managed-competition approach as envisioned by the Bush administration is that health
insurance companies might have some inappropriate or inequitable system of health-
risk adjustments forced on them without having any input into whether the system is
any good or not. For example, the administration's plan for risk pooling is to use
health-risk adjusters in order to determine whether plans would pay into the pool or
take money out of the pool. If your block of business had a healthier than average
population according to these health-risk adjusters, then you would pay money into
the pool. If your plan had a less healthy than average block of business, then you
would take money out of the pool. Financially, the healthierblocks of business are
supposed to subsidizethe less healthy blocksof business. At least qualitatively, if not
quantitatively, this has exactly the same effect as mandatorycommunity rating.
Many people have their doubts about whether mandatory community rating is the
right way to go and whether it follows properrisk principles. Eventhough I said the
role of the actuary would be retained undermanaged competition,pleasedon't get
the idea that I saidthat it was the way to go. I don't necessarilythink that that's the
way to go, but I do believe it will enhancethe role of health actuaries.

Another kind of approachthat health-care reform couldtake would be a centralized
national health insuranceplan managed by the federal government. The role of the
health actuary would, of course, be considerably reduced under a plan like that
compared to what it is now. You'll hear in a moment about how Canada's national
health insurance plan affects the role of the health actuary. I think Canada's plan
leaves enough holes in it so that the role of the health actuary isn't as diminished as it
possibly could be; there's still plenty of private sector roles for health actuaries. Under
a truly central-government-run national health insurance plan, I think that private-
sector health actuaries, under the worst of all circumstances, could be eliminated.
This would have an adverse effect also on the kind of advice that policymakers would
get on their national health insurance plan. There's a great deal of interaction
between HCFA and actuaries in the private sector now. We use our colleagues in the
private sector to bounce ideas off of, and there's a lot of exchange of information and
knowledge back and forth. All of that would come to an end if we had a national
health insurance plan run by the federal government. It makes me think twice about
what kind of advice people could get. There could be a serious deterioration of the
government's actuarial work if the health actuarial specialty were nothing but a dead-
end government job.

Then there's the play-or-pay approach to health-care reform. The role that the
actuary would play in that kind of a plan really isn't quite so clear. Under play or pay,
some people have said, if the payroll tax rates are set too low, play or pay could just
deteriorate into national health insurance. If taxes were set at a level where the

employer had to make a real decision whether or not he was going to play or pay,
then I think that there would be that much more work for health actuaries, and it
would be that much trickier to help companies determine every year whether it was
in the best interest of the employer to pay you or whether it was in his best interest
to pay the tax.

Making sure that decisionmakersget sound, credibleactuarial advice regardinghealth-
care reform is going to be a real problem. There are a numberof ways in which
good advice doesn't get into the system or it gets misused, misinterpretedor just
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plain ignored. Sometimes this is for political purposes, sometimes by design, and
sometimes by accident. I could give you lots of examples from my own personal
experience in the government with the Medicare program, but let me give you a few
examples that relate just to health-care reform and our input into the decision-making
process. First of all let's look at play or pay. When you think about play or pay,
common sense will tell you that it's going to result in an increase in the budget
deficit. The employer is making the decision - he has his choice of whether he's
going to play or whether he's going to pay. He's not going to pay the payroll tax
unless it's to his benef_ to do so in most cases. That means you're guaranteed that
there will be an increase in the federal budget deficit if you adopt a play-or-pay
proposal. Yet none of the cost estimates that have been done by any of the think
tanks for play-or-pay proposals have ever included any cost at all. They've always
just automatically assumed that the system was going to be budget neul_el. Orig-
inally Clinton's plan was play or pay. However, after the plan was discredited partially
as a tax increase but also because of the budget problems that might arise, Governor
Clinton began to back away from play or pay. In September 1992 he gave a speech
where he abandoned play or pay altogether. In that speech he said, "This is a private
system. It is not play or pay. It does not require new taxes." However, I can show
you the April, 1992 campaign white paper by the Clinton campaign that made it very
clear he was adopting play or pay. This kind of change in policy is an example of
good advice that was only belatedly taken or taken in time before someone actually
put playor pay into effect or before somebody got too far behind it.

My second example involvesour office's participationin the development of the
administration'shealth-care reform plan. When the Office of Management and
Budget (OMB) developed the administration'swhite paper on health-carereform, it
asked a number of different offices, includingour office and technicaloffices within
the federal government, to do an evaluationof just exactly what kind of planscould
be offered for the $1,250, $2,500 or $3,750 tax credits inthe administration's
proposal. The OMB got advice from severalorganizationsand ouradvice was
considerablylessoptimistic. In other words, ouranalysis showed that in many areas
of the country you could offer a full servicehealth plan for $1,250 for an individual,
but on the average throughoutthe country you would have to offer plans that had
very highdeductibles and very highcoinsurancesor else very slenderbenefits in order
to offer a plan that could be paidfor by $1,250 a year. The other office built in
some questionableassumptionsabout the savingsfrom managed care. It wasn't
even guaranteedthat the kindof plan you were going to have was going to be a
managed-care plan. Then OMB took those estimates and massagedthem further
until they had some very favorable lookinghealth-care plansthat could be offered for
these amounts. Well, the policyofficialsin HCFA, the secretary in Health and Human
Services (HHS) and the administratorof HCFA, didn't know that OMB hadn't put our
analysisinto the white paper. When they were questionedat the hearingsthat
immediately followed the publicationof the white paper, they assuredthe congressio-
nal committees that those numbershad been looked at by the actuaries and that we
stood behind those numbers. In fact those analysesweren't done by us, they were
done by another organization. This is what I'd call an exampleof skewing the
analysisin order to favor a particularproposal. Of course, it's done all the time in
Washington, and this is why we have $300 millionbudget deficitseven though
we've met our Gramm-Rudmantargets every year, I certainly would argue that it
would have been appropriatefor OMB to rejectour analysisif there was a question of

2095



RECORD, VOLUME 18

the quality of the analysis, but OMB never told us that there was any question of the
quality of the analysis. It was just this other analysis was much more favorable.
Then, once it gets into the system, you're stuck with it.

A more recent example of a misleadinganalysisis one done for a bipartisan panel that
looked into the Clinton and the Bush health-care reform proposals. This analysis
added up the savings for both proposals and came to the conclusion that Clinton's
health-care-reform proposal would save $746 billion over the next eight years while
the Bush administration's plan would save $157 billion over the next eight years.
And that Clinton's proposal would cover all 35 million uninsured in the process, but
the Bush administration's proposal would leave 27 million uninsured. Well, something
looks strange about these numbers: Clinton's proposal can save $600 billion more
and yet cover 27 million more uninsured people. I decided to take a look behind
these numbers and see what was driving them. A very prominent Washington
politician said that he'd stake his reputation on these numbers. When we look behind
the numbers, the savings for the Clinton plan are highly misleading. The Clinton plan
talks about a goal of putting a ceiling on health-care spending, but there is no plan for
how to achieve that goal. It's just a goal that the plan designers wanted to achieve.
The cost estimates are all based on the assumption that the plan will achieve those
goals. It will put a cap on health expendItures at 13% of GNP, what it's projected to
be in 1993. The plan designers used our health-cars projections in order to produce
the estimates. I think this points up a difference in the way some of the think tanks
would approach this problem compared to the way we as actuaries would approach
the problem. If the plan designers had asked our office for estimates for this pro-
posal, my response would have been, "You don't have a proposal, you have a policy
goal without a policy on how you're going to get to that goal. Tell us what the
policy is, and then we'll price out the policy." That gives you another example of
how the input that we have, even if it's good input, just gets ignored or doesn't get
taken into account in the process. Ironically enough, (I'm not endorsing the Bush
plan) the Clinton plan really, in my estimation, includes even fewer legItimate cost-
containment features than the Bush proposal. It merely creates this cost commission
whose goal is putting a ceiling on health-care costs. Of course, we have a little
experience in the Medicare program with commissions created to contain health-care
costs. We have the prospective payment assessment commission (PROPAC)set up
to make recommendations on hospital payments, and we have the physician payment
review commission (PPRC) set up to make recommendations on payments to
physicians. I think that PROPAC has been in existence for a lot longer than PPRChas
been in existence, but in virtually every case, whether it's been PROPAC or PPRC,
they've been advocates for higher payments to the providers than HHS and HCFA
have advocated.

What's my assessment of what will occur in the area of health-care reform? Well,
I'm not a political seer, but I'll give you my assessment anyway. I think there will
probably be substantial private sector involvement in whatever version of health-care
reform gets enacted. Fred described public opinion polls that have shown that the
public wants health-care reform. The public may even say it wants national health
insurance, but it doesn't want the government involved. The public's instincts are
that, if the government gets involved, it will make things worse, not better.
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I think health-care reform will undoubtedly increase the health insurance coverage of
the uninsured. Politically, covering the uninsured is a very easy thing to do. It
doesn't offend the providers. It certainly doesn't offend the uninsured. As long as
you don't get around to talking about how you're going to pay for it, it's a desirable
thing to do. You're not going to have anybody opposing that. Either by accident or
design, policymakers will continue to receive bed advice on the coats and conse-
quences of their health-care-reform plan. That probably means that the cost-
containment aspects, which are the aspects of health-care reform that are really going
to offend the providers of health care, are going to be very weak and very ineffective.
However, somebody will tell them that they will be effective and that's whose advice
they'll take. They won't take the advice of somebody who tells them that they'll be
ineffective.

MR. KEITH S. WEAVER: I'm to talk about the role that the actuary plays in group-
insurance business in Canada - specifically, what happens when government takes
over the funding of basic health care and whet are the consequences for actuaries?
Clearly the consequences are enormous. How could it be otherwise? Nationalized
health care means major changes in funding, markets, products and risks. My role is
to describe that. I think you in the U.S. as actuaries need to decipher which areas are
applicable to some of the things that are happening for you. There are many colors
of nationalized health care, and the Canadian approach is only one shade, and
elements will differ among them. To understand these issues I will need to provide
an overview of the Canadian system and within that context the roles for the industry
and actuary. Finally, I'll present some interesting statistics on where actuaries practice
in the two countries and draw a few conclusions. There are three aspects of our
system that I'll review with you. These are the delivery of care, the funding of care,
and also a brief discussionon who covers what in the two syatems.

In Canada doctors are mainly independent practitioners. The majority are on some
form of fee for service and in fact defend this right vigorously. On a couple of
occasions they've gone on strike. Hospitals are on a nonprofit basis as are many
nursing homes. W'CLhtight funding constraints, for-profit nursing homes are wonder-
ing if they are in the right line of business. This is also true for laboratories. A major
laboratory in Ontario hasn't had a fee increase for three years.

One of the characteristics of the system is that there is very high freedom of choice.
There are virtually no restrictions on which doctor or hospital Canadians can go to,
particularly within the same province. For all practical purposes everyone in the
country is covered. The 1% not covered consist of a variety of individuals who
perhaps are new to the country or for other reasons do not have coverage.

For comparison, in the U.S. approximately 33% of the ineureds are involved with an
HMO or PPO. There are some hospitals that are actually making a profit. Under
some plans, care is only allowed from specific hospitals or panels of doctors. The
freedom of choice for the claimant is lower. Some 87% of the U.S. population is
covered. Now interestingly in Canada, although 99% of the popula6on is covered for
basic health care, only 74% of the population has some form of group health
insurance (as estimated by the Canadian Ufe and Health Insurance Association). Now
cleerly there are implications to these differences. Group insurance products, risks
and markets are completely different between the two countries.
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Where does the money come from to pay for our health care? Our system is funded
through a variety of personal and corporate taxes. Approximately 25% is funded
through specific payroll taxes or individual premiums. Health care is in the jurisdiction
of the provinces, so the federal government provides some funding via transfer
payments to the provinces. These funds have strings attached. These strings include
the principles of our universal health-care system specifically universality, portability,
accessibility, comprehensiveness and public administration. The provinces fund
hospitals, doctors, laboratories and other providers directly. Hospitals are funded
through a strict budgeting system. Doctors are mostly paid on a fee-for-service basis
although there have been some attempts to move to a capitation style of compensa-
tion. Table 1 shows the relative share of funding by the various public bodies in
Canada and in the U.S.

TABLE 1

Health Care Expenditures
by Source of Funds

Canada(1990) U.S. (1988)

Federal 26.7% 29.2%
Provincial/state 45.1 11.1
WCB 0.7 1.7

Total public 72.5% 42.1%

In Canada, the federal share is the transfer payment that is made to the provinces.
The only direct share is those that go into the Indian care system. It's very small.
The Canadian figures are from the National Health and Welfare Publications, and the
U.S. figures are from the Health Insurance Association of America (HIAA) Source
Book of Health Insurance Data. An interesting implication is if the U.S. adopted the
Canadian system, there would be a dramatic increase in cost from a state-focused
system.

Table 2 shows the breakdown in funding between public and private sources. In
Canada not much is left for private insurers because the 27.5% listed includes not
only group insurance benefits but also out-of-pocket expenses. So who covers what
services? Govemment funds the majority of basic medical and hospital care. This
involves all medically necessary services provided by hospitals and physicians.
Services not considered necessary would include, for instance, elective cosmetic
surgery. Depending upon the province there are a variety of additional programs that
are not required as part of the federal provincial agreements. These might include
drug programs for seniors, various types of vision or dental care for children or some
part of the fees for optometrists or chiropractors. Private insurers on the other hand
cover services that are specifically not covered by the government. These are mainly
supplementary services. For example, hospitals are allowed to charge extra for semi-
private or private rooms. These extra charges are insurable. The difference between
what a chiropractor charges on his fee schedule and what the government would pay
is another example of an insurable service.

2O98



ACTUARY'S ROLE UNDER A NATIONAL HEALTH INSURANCE PLAN

TABLE 2

Health Care Expenditures
by Source of Funds

Canada(1990) U.S. (1988)

Public 72.5% 42.1%
Private 27.5 57.9%

Total 100.0% 100.0%

Expenditures $62 Billion $540 Billion

Also, most insurers cover the difference between what the provincial plan pays for
medical care given outside of Canada and what is actually charged. In the medical
and hospital area there is not much left for private insurance.

I'd like to now turn to the description of how the Canadian group-insurance industry
coexists with the government sector. I will review the productsthat we offer, the
size and characteristicsof the market and how well we are doing financially. We
have a list of tradil_onalbenefits. Grouplife includesbasic life insurance,dependent
life, optional life and AD&D. Grouppermanent life insuranceis not a common
product at all in Canada, Short- and long-termdisabilityare common benefits offered
by most insurers. Specialtyplayers likeUNUM are active in Canadabut play overall a
relativelyminor role. Extendedhealth care or supplementarymedical is the wrap-
around piece to the government. The major piece of this, about 70% is drugs. It
also includesvision, semiprivate,privatehospital, paramedical,private-dutynursing
and out-of-Canada coverage. The other category might includeemployeeassistance
plans, as an example, or other benefits. Although some plansare contributory in
Canada, noncontributory planspredominate.

The total premium of the Canadiangroup-insurancebusinessincludingpremium
equivalentsis approximately $6.8 billion. You need to recognizethere's an 8.7 to 1
populationdifferentialbetween Canadaand the U.S. The $6.8 billionis only for the
group-insurancecompaniesin Canada. It does not includeBlueCross, which exists in
Canada but is not nearly as bigas it is in the U.S. The $192 billionis only the groulm
insurancepremium for U.S. insurancecompanies. It does not includeBlueCross/Blue
Shield, self-insuredand HMO plans. In Canada we do not have self-insuredplans.
Remember, in comparingthe numbers, the 8.7 to 1 populationfactor. In Canada
there is a smallamount of businessavailable,andthere are relativelyfew companies
that are involved, with the top 10 taking 60% of the market. The sales approachin
Canada has some uniquecharacteristics. Groupinsuranceis widely available. Some
types of businessmight not have much choice in terms of where they would get the
business,but they could get coverage in some way.

Littlemedical underwriting is done except at the small end of the business and
primarily for group life and LTD. There is virtually no medical underwriting for medical
insurance. Persistencyis critical,and management of relationshipsfrom group offices
through to brokers and clientsis very important in orderto retain client cases as long
as possible. Experienceis often availableand utilizedin the proposaldown to 20
lives. My understandingis the approach in the U.S. has some key differences. The
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group-insurance business has a high-transaction, low-claim-amount orientation. For
instance, for a typical mid-sized carder covering a quarter of a million employees from
6,000 groups, there are approximately one and a quarter million claims with an
averagesize of $50, 100,0OO phonecalls,75,000 bills,and 150,000 coverage
adjustments. The implicationof this orientationis that expensestudiesand careful
pricingare very important to be successfulinthe business.

In the U.S., medical insurancedominatesthe total employerpremium on a fully
insuredplan. The U.S. numberson Table 3, as with the Canadian,are very approxi-
mate. They're more the rule of thumb and are meant to be viewed at a high-level
comparison. As I mentioned earliera typical Canadianplan would also includeweekly
incomeand LTD, which would bump the averagepremium up to between $1,000-
1,200.

TABLE 3

Group InsuranceIndustry
Typical Mix of Premium

Canada UnitedStates

life 20% 10%
Medical 40 80
Dental 40 10

100% 100%

Premium per employee $800 $3,000

Table 4 compares persistency rates between Canada and the U.S. For the U.S. these
are approximate. For Canada these persistency rates would be for the better insurers,
and they are based on premiums. Persistency is very important, particularly at the
smaller end of the spectrum.

TABLE 4
Group Insurance Industry

Persistency Rates

Canada United States

< 50 Lives 80% -
50-100 85 75%
100-300 88 85

Eachyear one of the large group-insurancecompaniesin Canada takes a profitability
survey. Table 5 shows the results for 1991, which are expressedas a percentage of
premium. Clearlyretention businessis less profitableas expected. Nonretention
cases are mainly smallergroups, and the marginsare good. Although the overall
numbersare similarto previousyears, LTD resultstend to fluctuate between years.
These resultsreflect in total the traditionalview that largegroups cover the cost of
the overhead, but you make your money on small cases. It is difficult;you can't
simplyget out of one end of the market and concentrateon a small segment,
because the market in total is relativelysmall.
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TABLE 5

Canadian Group Insurance
Profitability(% of Premium)

Ufe Health LTD

Retention (0.90) (2.88) 1.16
Nonretention 12.28 3.32 11.89

The group actuary playsa key role inthe insuranceindustry in Canada. He or she is
involvedin pricing, expense analysis,valuation,product development and monitoring
of legislativedevelopments. In terms of pricing,most benefits are reviewed annually.
Trend factors and rate levelsfor reimbursementbenefits are set annually. Dental
pricing is done at about the same time as new rate schedulesare announcedby the
variousprovincialdental associationseachyear. Detailed pricinganalysisis only done
every severalyears. Provincialdifferencesare important, but anythingmore detailed,
for instance by city or county, would be infrequent. In Canada, ratesare effectively
guaranteed for a case for 12 months. It is rare for there to be off-anniversary
renewals. Renewalsare developedusingthe last ninemonths of exporience with the
cycle starting three months priorto the renewal date. This pricing activity is impor-
tant but does not have the significancethat would be presentwith the different
benefits and risks in the U.S. In Canada,retention agreementsare not common
below 200 lives. Minimum premium and ASO arrangementsare common only over
1,000 lives. In the U.S., as I have beentold, there is much more sophisticationin
that alternate funding arrangementsare offered down to 25 lives, vkrCLha high
percentage of businessthat is self-insured,there is frequent utilizationof stop-loss
insurance. Stop loss in Canada is virtually nonexistent, vkr_hthe simplicityof
productsand funding arrangementsand with a much lower risk level, the actuary in
Canada playsa much smaller role in reviewingand establishingfunding agreements.
In Canada, credibilityis appliedmostly on a theoretical basis. These factors shown in
Table 6 are for extended health care and dental, the reimbursementbenefits. The
factors shouldbe relativelyhigh becauseof the high frequency of claimand the low
varianceof claim amount. There are some companies that poolexperience for smaller
cases, particularlyunder 50 lives. Credibilityfor U.S. groups is often used as a
selection device: highercredibility is used in orderto reduce the risk of acquiring
groupswith poor experience.

TABLE 6
Group Health Insurance

Credibility

Canada United States I

I< 100 Uves 0-70% Mix-Pools
100-250 100 50-1OO%
250 + 100 100

Table 7 shows the results of a survey on acceptable loss ratios that we participated in
earlier in 1992. The premium shown is for dental and for extended health-care
benefits. Are these comparable to actual loss ratios in the U.S.? I don't know. W_h
the smaller premium and tight competition, the actuary is heavily involved with
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detailed expense studies in order to manage carefully the revenues and expenditures.
As an example of this, we recently completed a detailed analysis of allocations across
our block of business. We have been able to determine that certain types of groups
are losing money on expenses. Specifically, for groups representing only 5% of our
total block, we've been able to determine that we have losses on expenses of about
2.5% of total expenses.

TABLE 7

Acceptable Loss Ratios
Medical and Dental

Canada (1992)

Size Premium ALR

10 $ 5,280 69%
50 26,400 78

150 79,200 83
300 158,400 84

Interestingly enough there is another difference between countries. The outline in my
presentation was to be reviewed by a Society of Actuaries lawyer concerned with
activity that could be construed as price fixing. It's part of the reason why I didn't
show the acceptable loss ratios for the U.S. In Canada, we are free of this kind of
scrutiny and regulation although we have some legislation.

For valuation in Canada, heavy emphasis is placed on the analysis of LTD and
disability waiver reserves. We review these items every year and pay close attention
to changes in interest rates. One of the exhibits in the Canadian annual statement
analyzes LTD underwriting gains and losses by year of claim. This is used as a test
for adequacy of reserves. We would review medical claim run ors and incurred but
not reported factors only infrequently. In terms of product development over the last
few years, there has been a fair degree of activity in the disability area. This includes
seamless adjudication of claims with weekly income and also partial disability and
rehabilitation benefits. Rehabilitation in Canada in solely focused on long-term
disability in order to get claimants off claim.

In extended health care, drug plans are an area that we'll see a lot of development
over the next few years as more companies take advantage of the features of the
extended drug insurance drug claim networks which are more and more being put in
place. In dental benefits some companies have been successful at developing cost-
containment alternatives, but they have not been very popular yet. This will likely
change in the future. Employee-assistanceplans have started to attract some
interest, and out-of-Canada coverageis a hot item as coverageby provincialplanshas
been reduced. This developmenthas primarily been inthe area of toll-freetelephone
numbers by which the individualis directed to certain hospitalsand doctors. The
service may even negotiate with care providersfor cost reductions. One of the major
playersis World Access, which is owned by the Washington,D.C. BlueCross
service. It's located in Washington, and it servicestwo or three of the largerinsur-
ance companies in Canada. The service may even negotiatewith the care provider
for cost reductions. PC-basedadministrationsystems have been developed recently
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that allow clients to tap into the database of the insurance company. The actuary
plays a role in all of these developments trying to price appropriately the various
coverages and options and in trying to assess where the risks are and who is
covering them.

Legislativemonitoring is another area the Canadian group actuary is involved with.
We have ten provinces,each of which have their own uniqueaspects to their health-
care plans. VErthrecent funding restrictions,legislativeactivity has heated up, and it is
becoming common for government to cut back coverage and shift health-care coat to
the insuranceindustry. In Canada this is what we call cost shifting. Human rights
activity is also high. As a resultof supportof human-rights legislation,we have seen
reductionsin underwritingparametersand legislatedcoverage. Recent examples
include the banningof mental and nervouslimitation in LTD benefits,and becauseof
a recent case ruling,employersand subsequentlyinsurersmay soon be required to
includesame-sex spouses as dependents. The actuary playsa key role in responding
to and anticipatingthese needsand figuringout what the financial impact is on our
block of business.

I would like to now tum to how these differencesin activity are reflected in the areas
in which actuariespractice. Now the statistics in Table 8 and 9 are basedon the
annual SOA areas of practicesurvey as of 1991. This survey is not meant for this
type of analysis. Instead it is used primarilyfor electionswhere certain positions are
reserved for certain areas. It will giveyou some ideaof the differencesbetween the
two countries. There are fewer actuariesproportionatelyworking in the health field
for insurancecompaniesin Canada. However, we must be carefulwith the interpre-
tation of these numbers. There are more actuariesinthe other category in Canada
than in the U.S. Other would include not only management but alsoif there were a
number of areasof practice. I shouldalsoadd that there are proportionatelymore
actuaries in Canada than in U.S. Accordingto the Society of Actuariesdirectory
there are almost 10,000 actuariesin the U.S. and over 2,500 in Canada. In other
words there are over twice as many actuaries per capita in Canada than in the U.S.
The difference for consultingis even greater, 1.5% of the actuariesrespondingwere
in the health area in Canada compared to 12.8% inthe U.S. The other category is
not as significant as for insurance companies.

TABLE 8
Distributionof Actuaries

Area of Practice: InsuranceCom _anies

Areas of Practice Canada UnitedStates

Health 8.7% 23.6
Life 50.7 55.5
Pensions 11.7 7.9
Other 28.9 13.0

Total 100% 100%
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TABLE 9
Distribution of Actuaries

Area of Practice: Consulting

Areas of Practice Canada UnitedStates

Health 1.5% 12.8%
Life 8.5 12.7
Pensions 82.7 69.2
Other 7.3 5.3

Total 100% 100%

If national health care came to the U.S. in the same way that it is in Canada, there
would be a big upheaval in the profession. Initially the demand for actuaries would be
very high, particularly on the consulting side as employers and insurers sort out the
implications of the change. However, after the dust settled, there would be substan-
tially fewer areas concentrating in this specialty. I'm confident that the demand for all
actuaries would continue to remain high. Coming from a country where there's twice
as many actuaries per capita, I'm sure there's lots of room to grow here. In conclu-
sion, there remains an active role for actuaries in me group-insurance business even
w_In nationalized health care, but there are vast differences in the activities and

emphasis. Canadian group actuaries spend a large proportion of their time on
expense analysis, disability, both pricing and valuation and continued monitoring of
legislative developments.

MR. KNAPP: Before we open it up for questions, I wanted to make one comment on
thoughts that I had during Fred's presentation. As he went through and looked from
a governmental and from a policy side at all of the different impacts on health care in
the U.S. from the Medicare side and from the health-reform side, I was sitting here in
my role and thinking about the pricing of insurance products and our actuarial training
and techniques of examining last year and then trying to project forward on some
broad-based analysis of trends. There seems to be a need for a change in the basic
skill sets that we as actuaries bring to the table. We have to recognize the impacts
of many more forces and rapid changes in those forces over the next decade and
look at a much more dynamic model as we're trying to develop projections.

One of the frustrations that I hear from a lot of actuaries was in the example that Guy
gave. Oftentimes in the policymaking arena it seems as if the interest is not so much
in what's correct but in the appearance and in coming up with what was precon-
ceived as the appropriate answer. How can we as actuaries try to filter through that
frustration, or is there any hope of doing that?

MR. KING: I've been working in the government many years and trying to filter
through that question, and I don't think I've mastered it yet. This is what in
Washington they might refer to as the silly time because this is just before an
election. Nothing of substance matters right now, it's just all politics. I hope after the
election is over and the politicians go back to governing for a short time before they
begin preparing for the next election, they'll be concerned about substance, and when
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they get serious about health-care reform, somebody will be genuinely serious about
what the cost implications are of health-carereform. For the last 12 years it's been a
RepublicanAdministration and a DemocraticCongress. The RepublicanAdministra-
tion has been very interestedin our views on Republicanproposalsthat effect the
Medicare program, and they've made sure that our views get into the system
becauseusually ourviews are more pessimisticthan the CongressionalBudget
Office's views. It's been so long since we've had both an Administrationand a
Congressof the same party that I can't even remember how thingsworked back
then.

It is a very difficult problemfor everybody. There are numerousthink tanks in
Washington, D.C., there are organizationsin the federal govemment, and there are
organizationsin the Congress. They know what answersthe politicianswant to hear.
Sometimes it takes a lot of courageto tell the politiciansexactly what they don't
want to hear; but somebody saidto me the other day that isthe roleof trte in-house
actuary. Often you're asked to comment on the what. What do we want to do?
We want global budgeting,and you look at the detailsand they're not there. You
can't do your job, andthis relatesto the politicalprocess. You get buy-inat the
what. Are we going to have globalbudgeting? Sparingyou the detailsbecausethe
minute you put a detaildown, 16 different peopleare on different sidesof the issues.
V_rrth800 trade associationshere inWashington, you don't put down the how. In
the policylegislativeprocess we need to deal with the how, and it needs not to be
done at 3:00 A.M. when you're sleeping. How do you impute logic and substance
into that process? I think it can be done. There has to be a willingness to do that
after this buy-in phase.

MR. KNAPP: If either as a private citizen with an actuarial background or the
profession as a whole were to come to a point of saying we feel that the government
addressing health care is serious enough that we need to definitely get involved, how
would we most effectively go about beginning that involvement or initiating some
effort to provide the advice that I think the actuarial profession could very adequately
provide?

MR. KING: Whenever the politicians undertake a major legislative task like health-care
reform, there are always going to be hearings. When enough actuaries come forward
at these hearings, then the Congressional staff says these people really do have
something to offer, and then the staff people start calling those actuaries up and
asking them their opinions and asking them to bring other people in.

What happened on the most draconian versions of small-group reform is that enough
actuaries who had interest in the process came through and told the politicians about
the adverse consequences of small-group reform that two very influential Congress-
tional Representatives on the health side decided that they didn't want to be responsi-
ble for another piece of legislation that got repealed like catastrophic or Section 89.
They decided that they weren't going to go forward with small-group reform.
Something that's less draconian than what was proposed may go forward, something
that the insurance industry finds acceptable. That was a good example of enough
actuaries being involved. I think quantity is almost as important as quality. If enough
actuaries come forward, then the Congressional staff will say, there's something to
this, so maybe we ought to look into it.
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MR. ABBEY: There's another dimension to that, and that is the organizations that
you work in and your ability to assess, judge, and guess what the outcome of the
legislative process might be in terms of a caution to your own organization. Some-
times CFOs of different organizations in the same industry will have different posi-
tions. They're advocating to the same single source, and the member of Congress
who is trying to coordinate the industry in order to regulate and legislate is confused.
The respect for the integrity of the actuarial profession is still there in Congress, but it
needs to be supported, and I think you have ample opportunity to do that in your
own organizations, creating an opportunity to go forward in the process.

MR. KNAPP: I have one question for Keith. You described in your presentation how
the Canadian system looks. What was the process of getting from here to there?

MR. WEAVER: The Canadian system took about ten years to come into place. It
started with initial transfer of administration of the claims, and everything was left to
the private insurance industry. Then the government provided funding and eventually
took over the administration of the plan. The financing of it took a lot of years to
work through, it's an ongoing source of negotiation between the provinces and the
federal government. In terms of the future, currently you can have all sorts of choice
in terms of where you can go and what the doctors can do. That's going to start
changing. I think that's an area that is going to move into some form of managed
care. I don't understand what that would mean in a Canadian context, but I know
that one of the key planks of the Ontario government's strategy for health care in the
future is to move doctors toward a salary basis to try to control those types of costs
and to control the type of service that's being provided.

They're also investing in some very sophisticated computer system software that
would help control some of the abuses that are in the system. An interesting
example of that is the Ontario government has put out the specifications for its
seniors' drug program which covers about 2 million Ontario seniors and about 10
million claims a year. The government is going to control the access. Its expectation
is that by managing it this way, the government is going to save $200 million a year
because of minimizing overutilization. There are some very interesting things that as a
single payer the government has all sorts of flexibility to do, and it is going to take
advantage of those as much as possible. So the system is going to change.
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