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At Blue Cross and Blue Shield of Virginia, pricing trends for 

group medical business are projected quarterly, approximately 

three months prior to the first effective date for which they 

will be used. Over the last two years, we have developed the 

methodology outlined below for this projection. 

(I) Observation of Historical Trends by Trend Component: 

In order for us to better understand the major influential 

factors behind medical claim trends, we developed Claims 

Analysis Reports (CARS), shown in Exhibit I (4 pages). 

These reports facilitate analysis of cost per unit and unit 

frequency components of claims costs. These components are 

currently examined separately for five major claims sources: 

inpatient hospital, outpatient hospital, inpatient 

physician, outpatient physician, and outpatient prescription 

drugs. Other minor sources of claims expense, e.g. durable 

medical equipment, are included with physician's expenses. 

In order to simplify the trend projection process, the 

inpatient and outpatient physician claims are considered on 

a combined basis. 
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Claims amounts are reported on a charge basis by including 

patient pay amounts (to normalize for benefit design), and 

by reporting claims prior to any network hospital discounts. 

(Such discounts are addressed outside of the trend 

projection process.) 

Six 12-month periods of a pre-defined block of group 

experience were reported via CARS reports for our most 

recent trend projection for each of two network 

classifications, PAR and PPO. This allowed us to make three 

trend observations for each network. 

We then had three trend observations for each of eight trend 

factor cells (two components x four claims sources), for 

each network. Each observation is based on the change in 

twelve months of claims, separated by a calendar quarter. 

(2) Projection of Trend Factors: 

Each of the eight trend factors was then projected forward 

to the rating period using: 

(a) the observations of historical trends for the 

eight factors; 
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(b) expectations of representatives from several areas 

of the company, with regard to the future economic 

and regulatory environments as they might pertain 

to medical care costs. 

These eight projections were expressed as parameters of 

eight Triangular Probability Distributions, the parameters 

for each distribution being the lower bound, the upper 

bound, and the most likely annual trend value. 

The Triangular Probability Distribution was selected to 

represent the probabilities underlying the trend factor 

distributions because the parameters necessary to define it 

(lower bound, upper bound, and most likely value) match well 

with the limited knowledge available with regard to future 

medical claims trends. 

The three historical observations, along with the projected 

distribution parameters, for each of the eight trend factors 

are documented on Exhibit II for both the PAR and PPO 

networks. 
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(3) Modeling Composite Annual Trends: 

Exhibit III illustrates the LOTUS spreadsheet model employed 

to composite the eight distinct trend factors into an 

overall annual medical trend assumption. The PAR and PPO 

networks are modeled separately. 

@Risk software (from Palisade), which attaches to LOTUS, 

allows the four cost per unit trends and the four unit 

frequency trends to be represented in the spreadsheet model 

as the triangular distributions discussed above, rather than 

as point estimates. @Risk also allows us to build in a 

small negative correlation between cost per unit and unit 

frequency for each of the four claims sources. We have 

generally observed such a correlation in practice. 

Factors for each source of claims trends are weighted in the 

model according to claims distributions from recent CARS 

reports. Deductible leveraging is represented through the 

use of linear equations, developed separately, having the 

products of the cost per unit and unit frequency trends as 

independent variables. 

The @Risk software allows us to apply 1,000 Monte Carlo 

simulations to each of the two models. The total of the 

trended weights in each model is the Annual Trend Estimate. 
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The distribution of the Annual Trend Estimate variable, 

produced by the 1,000 passes through the model, is recorded 

by the software. 

Hence, the result is that we obtain projected trend 

distributions rather than projected trend point estimates, 

for each network. The numbers appearing on the Exhibit III 

models as Annual Trend Estimates are actually the expected 

values of the distributions produced. 

(4) Model Results: 

@Risk also provides detailed statistics with regard to the 

distributions of each Annual Trend Estimate. Graphs of 

Annual Trend Estimate distributions for the PAR and PPO 

networks are included as Exhibit IV. The software also 

provides for calculation of probabilities associated with 

trend estimates in the distributions. This allows the user, 

in accordance with his or her risk tolerance, to select an 

Annual Trend Estimate with a known probability of being 

adequate -- given, of course, that the underlying 

distribution assumptions for the eight trend factors are 

accurate. Expected values and values with adequacy 

probabilities of 75% for each distribution are shown in the 

middle of the Exhibit II pages. 
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While the methodology described in the preceding discussion 

for estimating group medical pricing trends does not 

constitute the entire input into our quarterly trend 

projection process, it does play a major role. 

We believe that this methodology provides three important 

and interrelated benefits: 

(i) a logical, structured method for representing the 

effects and interactions of a number of factors 

influencing medical claims trends; 

(2) a basis for discussion of the development of 

medical pricing trends which incorporates some 

measure of the risk associated with various trend 

assumptions and, 

(3) recognizes the uncertainty surrounding trend 

projection, by expressing trends in terms of 

falling within an anticipated range, rather than 

at a specific point. 

As the claims experience emerges and corresponds to our 

projection periods, this methodology will also allow us to 

analyze the reasons why observed trends are different from 

pricing (expected) trends. 
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CLAIM~ ANALY~:Ig REPOR~NC~ (CAJ~g) E x h i b i t  + ( 1 ) 
TP.~JqDS l~cuer~l: 11190 To: 10/91 
pAR P~ld: 11/90 T'mru: 04/'92 r~ cn+n~ i,p a J43 o a+.~t elm tmo. uoa+ o p^~z~rr +^ ~ 

:::~:~a./m~i ~ ' ,  : ' o i '  : oA~ .4u.n-, ~; +ram,,+ :; ~ . : : +  ...LO~ : : 

M ~d ~.~d $106.¢90,685 $15.92 12.11% 183 $ 1,044.33 3"/ $5,19~ 3.0 1 
Surgic4d 137,2~9,233 20.60 16.8% 159 1.556.32 30 6,361 $.4 

1 Ncohol & Drug ~,use 7,074.Z32 1.0~ 0.9% 25 $15.95 2 6,1Z~ 11.9 
Menud He~dth 25.356,707 3.111 3.1% 69 65?.89 $ 9,086 13.8 
M~t~ndty Z6,g97,94,4 4.04 32% 36 1,357.$2 14 3,$70 2.8 
C~ef 2,071,276 0.31 0.3% 13 295.31 0 2 0 , ~  69.4 I SUBTOTALS: $6,294 56  

+utP^Tm+.pxctu~ i:i:J 
MeS+~1 
Surl0cad 
N¢c+~o+ & Drug Abuse 
Mmud He~hh 

Emcr g ~ c y l ~ l  
Xr.y/'Lib 

~ P Y  

$304,81o,orl $45.74 36.$% 484 $1.133.$1 87 

~.0,7N,.5611 53.11 2+$% I08 $346.95 
43,925+210 6.89 5.3% $9 1.335.84 

299.32~ 0.04 0.0% I 4~5,13 
314,251 0.05 00% 2 246.09 

1,092,226 0.16 0.1% 4 496A7 
23,$83,725 :$.~4 2.8% IT/ 239.48 
29,'/79,M'I 4.47 3,6% 319 167,94 
2,132,436 0.33 0.3% 12 337.21 
2,2~6,604 0.34 0.3% I$ 275.33 

SUBTOTALS: $124, IM,032 $18.63 13.0~ ~7  :$320.67 

Sutg¢-~ $42,411,257 ~.36 3,1% 01 $947.65 
M~t.~J~ 13,395,593 2.01 1.6% 20 1,185.98 
B~Jm~lo~ 13,0~2,492 1+96 1.65~ 295 79.6.5 
R~d,Ps~b,Lab 6,791.5,.53 I.O2 O.$W 130 94.22 
Mo:licLoe 3,$46,<~/ 0.83 0.7~* 39 256,94 
D.ialpOS~ ~ , M 8  0.14 0.1% 11 152.61 
Vb~oo & H m l  ~2.161 0.01 0.0% I 160.99 
P r / c b ~  3,~8.6~2 0.54 0.4% M 9$,64 
I~ydca~ Therapy 0 0,00 0.0% 0 ~R~ 
O0~r 5,093.241 0.76 0.6% 32 286.43 
SUBTOTALS: $90,1136,664 $13.63 II.0W 6?6 $242.13 

~ROFBSSIOH AL PROV!D~ I : It~'C : ,  

+ , . + .  ....... .,.1 I++ 
S u r l ~  
MLU:rnt~ 

• Evdu~ool 
Rid,P~h. L.eb 
M~d~le, e 
Ot ,p,+m 
V~d~ & Hem'i~ 

Phyr;~d Th©t~py 
04h~ 

T~P.JI~D $ 
PAR 

. . . . . .  I ~ + ~  I ,+.~I : ~  
Hoq~d I~tl~.m $10,156,664 245 :$T4.70 
Cou~tJ 2,071.009 34 110.$I 
E mm+8e~-y ~ 3,726 0 931 .$0 
N mm:la t F ~'Et[y 24,994 1 }6.?0 
Homo a/a ~ .  ~/. 
CL'O M~+smme+Z 0 (0) 0.00 
Ppeve~iv+ Me~c~ms 2,617 0 163.56 
N~d~orn Caz~ $43,851 14 72.74 
U o~l~d I ~ 247,631 2 ?.~$.~ 

~4g.?96,1N6 ,T'/,32 5.9% 363 $240.47 
1,542,033 0.23 0.2% 16 172.87 

49,899,116 7.49' 6.0% 2,275 39.51 
54.402.389 8.16 6.6% 1,426 68.71 
9,690.024 1.45 1.2~ 43"/ 39.93 
4,3~J;.970 0.66 0,5tl5 66 120.61 
2,/0~.126 0.41 0,3% $6 56.48 

20.192.0~5 3.03 24% 490 73.05 
96.016 0,01 0.0% 2 ?9,33 

24,461,42:$ 3.67 3.0% 647 68.08 

SUBTOTALS: $13,052,492 295 $'19.65 

OflB~Je~hmr opUomd $40,862,162 2,073 ~ 5 . ~  
H,~m~sl ~ a.'i a/. J/. 
Cc,mml~ll 2.720,134 48 101.03 
Emez~,cn~ I ~  4.588.990 138 59.75 
N mr~l F ~-'~y a/ ,  n/* a;, 
How $$,143 2 93.~  
Case Me~.Ism<~l 173 0 M.33 
~ e  Modi~ne 140,306 7 37.91 
N~tbom CLm 207 (0) (2<~'.(X)] 
UIxlL<~l I Otbc~ 1,500,909 6 416.5? 

SUBTOTALS: $216,181,733 $32.44 26,1~ 5.~18 $66.92 
, " . "  TOT+m~ - - . , .  +:l,;, 

FACILITY $4211,973,109 $64.3+ $1.8% I 
PROFESSION AL PROVID]6R $~e/,01 $,392 $46.07 37"1%1 + + I 

RX DRUGS ~r/,356.311 $13.76 11.1% 5.399 $30.59 1 
, - .+ TOT~ *...+ :.:::iJ ~z~.3s2.Sl? S124.21 Ioo.o% V 

1 ,30 '~I  + ~"+++1 
DFJ.NT AL $13.752,303 $10.85 1,2116 $101.22 1 

• --** CR.~D TOTAL ++t,,* I 3839,105.12o I Si33.oel l 
~+u, eu t++x<xz_,~ r . . . .  . . . .  
. . . . . . . . .  f "IOT.~I. f MAI'EIJ4T~ I DltO0 1 I~JCTAL : " , l 
EST. PARTICIPANTS: $55,304 $35.304 32B,$76 121,008 I 
+~OHTRACT$: 286+603 286/003 273,288 ~1.936 J 

SUBTOTALS: $49.899,116 2.273 $~9,51 

Ab~IJANAL ~ 
m u . y m  
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TRENDS 
PPO 

[N PAT~T FACILITY 
Modicad 
$ur~lcad 
Alcohol & D~,g A~ut, o 
Mental H~Ch 
MtXemlty 
Oth¢," 

CLAJMS AHA, LYSIS R EPOFITING (CA,~S) Exhibit ] ( 2 )  

lacurred: 11~0 To: 10~1 
P~dd: 11/90 Thru: 04/92 e^cLrrY m a ~ l .  a,u~m,~ ~ .~ tm~o p^'r~'r e^n 

L.7.1s~ I . .  o.~% ~ s~ .6~  3 s.~14 m., 1 

6,714.721 S.12 36% 11 761.48 6 10,3JO 13,6 l 
6.614.671 5.05 36% 43 1.418.54 16 3.850 2.7 J 

652.369 0.50 0.4% 6 959.37 0 27,182 9t.3 | 
$'70,281,560 $53.61 38.07. 548 $1,173.53 93 $6,890 59 I SUOTOTALS: 

, . ~ 
M~IN $4.398.1~0 $3.36 2.4% 10'2 $395.13 
$urgJ~d 11,149,617 8.51 6.0~ 67 I,$13.45 
.+Ido~ol & D~g A,E, usa 7..5.662 0,02 0+0% 1 420.69 
Mez~ Health 35,696 0.03 0.0% | 274 + .¢,8 
M ~  )72.291 O.2,11 0.2% 4 859.79 
Emeageocy/A~cld~l 4.842,955 3.69 2,6% 178 249.21 
Xmy/L~b 6,915,957 $.ot 3.7% 316 200,13 
T~rapy $21,061 0.40 0.3% IS ~ . l T  
Oth~ 665.069 O.SI 0.4% 32 189.90 
SUBTOTALS: $9.,9.936,458 S~.0T 15.6% 716 .536@,72 

$7. KS:L 6~6 $~.46 3.9% 1t4 $778.64 
M ~  

,, K vsl..ua~oas 
RM.P.,th.Lab 

Dag~a~: 

Vl~oa & Hce.da& 

P~y~d "re~m~ 
Oe~ 

2.798,052 2.13 1.5% 26 985.92 
2,572,205 1.96 1.4S 360 6,,~.45 
1.093.$05 0.83 0.6% 146 65.50 
1,00~,179 0.77 O.~S 45 2]$.i9 

232,414 0.18 0.1% I$ 143.55 
10.309 0.01 0.0% l 96.35 

|]5,116 0.02 0.4% 102 7J.~6 
44 0.(30 0.0% 0 44.Q0 

443,189 0.34 0.2% 35 114.55 
$UOTOT,M~: $16,12~.969 $12.30 8.7% 812 $181.T7 

TP.END$ 
PPO 

Sulsery 
Maimer/ 
Ewdu~.J~,~ 
Rad,p~th,L~ 
M~lk%a¢ 
Oag=o,,~ 
VLlt~a & Hr.ar~ 8 
~r/cU,~rk 
~ k a  Tr=r, py 
O~cr 

Offlc~dotbcr oFeo,ud Ida n/a n/a 

$10,243.494 $7.81 55% 447 $209.64 
372,321 0.7.~ 0.2% 21 166.14 

14,4.52,028 11.02 7.1% ),$40 3"7.37 
11,069,500 8.44 6,0% 1,967 51.$I 
2,$64,0~0 1.96 1.4% 621 ~r/.$ J 
983.599 0.'/5 05% 87 103.05 
6~2,817 0.~O 0.4% rZl 49.39 

5,131,?.36 3.91 2.8% 751 62.$3 
441,914 0.04 0.0~, I $2~.96 

4,599,577 3.51 2.$% 706 ~,9.~6 

Hospital lap.eat 1,833,494 298 $-56.39 
Cousults 405,~1 39 96.07 
Emerg~cy Del~ 0 0 ERR 
Harm'la6 Fa¢lli~ $,96~ 2 22.117 
Homo Ida ~ a  a/8 
Cu~ lVhmlc.mmt 0 0 ERR 
Ih©v,mtlvo M"-qcimo 1,301 0 212.63 
H~wbom C~um 133,45l 18 69.25 
UsJ.b~d I Other 192,250 3 515.47 
SUBTOTALg: ~2,$72,205 ~ 0  $65.45 

Off~d~l~t optlooJd $12,331,~1 3.2O7 $2,.5.50 
HOCpIhLI /aJ~iaat a/* Ida a/a 
CommltJ 616,$15 60 93.60 
Em~r&eacy DeS~ 847,g03 144 53.81 

Homo 39.618 4 9~.01 
Ca.s~ lChaagemml 0 tO) 0.00 
Pr cvc.~ive Medic La¢ 44705"/9 121 33.86 
Newbom C~o 113 0 113.00 
Ualhtccl / Oth~ 161.622 4 405.0'7 

SUBTOTALS: $$0,117.566 $38.23 27.1% $,262 $55.53 SUBTOTALS: $14,452.09.9 3+~40 ~f7.3"/ 

&GnJ~l'l,~ [~4SION 

F^cmrrv sg~.2,s.o4s $7s.69 s36% I 
PROF E.SSION AL PROVIDER $66,2,43,535 $50.53 35.$~J 11~7~ I ~ .~(WtX 

RX DRUOS $19,~;n,'79I $14.96 10.6% t 6,(~50 ' $27.00' 

4 .~eoToTALt * ' t+  ] $185,040.374 $141.18- IOD0%[ ta/¢ti°¢~l. 

DENTAL $S,036.17'7 $[ I .43 1,446 ~4,80 
, ~ . ' O P . . ~ D T O T A L , , ' + "  ] Stgo,076.ssl J $152.6I J 

EST. pARTICIPANTS: 109,240 109.240 109,063 36,729 
2ONTRACTS: 60,283 60.~3 60 .111 19,ll6 
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E x h i b i t  I ( 3 )  
C l - ~ M S  N, IALY$IS REPOR'~ING (CARS) 

TRENDS bcu.ed: 11/91 To: 10/92 
pAR P ~ :  11/91 I " ~ :  04/93 F^c~rrY tO aJ4s - OK/dl ~E~ (I)ICLUDg40 eA11~tT r AY~ 

<, i 

~--~'~--"NPATJENT __FAcILn'Y li01,055,869 t 117.66 i3.6% 181 11,i69.36 34 ~,2..(0 S.3 I 
SU I ~JII 119,017,M9 20.110 16.1% 132 1.644.50 211 1,912 $.4 
Ncohol & D~u6 Abuu~ 5,340,912 0.92 0.7% 210 S33186 2 6.336 II.4 I 
M$ntd Heath 17.821.$20 3.]1 2.4"4 $7 651,20 4 8,'F~2 13.$ i 
M~e,~Jly 20,8S7,393 3.65 2.8% 30 1,473 06 I1 3,9~ 2.7 
Othea 4.879,~63 O.U t. 0,7% 24 ,~1 4 ~ , ~  i,i} I 7,721 18.4 I 

~SUBTOT/a.S: ~,972, ' /28 ~47.01p ,~ 36.3% 465' il,214,01i' 60 ~,02.s 6.$ I 

Modlca) $26/,21,943 $4.62 3.6% I ~  $40S.1~r; 
Su~gicd 40.265,12~ 7.04 3.4% 5£; 1,497.46 
Nc~hc4 & Dru$ Abus~ 235,990 0.04 0.0% I 537.$6 

M l ~  84?,440 O. IS 0.111; 4 500.56 
~ r ~ / ~  1 0 , ~ , ~  3 .~  2.6"4 150 2 ~ . ~  
Xesy/Lab 30,60~,339 5.35 4.1% 362 177.47 
~py 2.204.'#'/6 0 , ~  0,3% I~ ~44,71 

5~ .1~  0.09 .} 0.1% 7213t'~ ~ . 1 2  
SUOTOTALS: $120,151 , l .~  $21,121 'P 16,8"4 I348.38 

~ 1 . ~  - 621 I X , ~ . ~ , ~  13.0~ I . w , ~ , ~ .  
'~ur,l~e. ~ $ ~ . ~ . ~  $6 .~  4.0"4 7"/ $99'7.19 

M ~  10,657,944 I.IM 1.4"4 ll 1,2~.~ 
* E~io~ I I,I~.4~ 1.95 1.5"4 ~3 "J'2,26 

t~d,P~b,Lab $,494,071 0.96 0.7% I?A ~.$~I 
Mcdi,d~ 4,939,211 0.1t6 0."#"4 311 275.24 
DZ..&no~: 8T/.~067 0,IS 0.1% 13 140.23 
VLdo~ A He~r~ 6 43,009 0.01 0.0% I 111.42 
~ c ~  2,361,4~ 0.42 0.3~ 53 94.$$ 
p~yilad Them W 995 0 .~  0.0% 0 ~gS.(X) 
~ 2,~,412 0 ~  0.4"4 13 460,94 

"SUBTOTALS: I"/4,918,.598 $13.~ 10.1% 659 l '~l ,4~ 

~,.~,.,,,I.o~o - 4.?. I ~ .i.u I ..... ............ ~'~ 
Surlcr ~ $,44,9 I?,616 ~'7.05 6.1% 361 1260.76 
M ~  1,393,~ 0.24 0,21 I$ I~.$5 

* Ev.1~ 46.?07.2~ 8.16 6.3% 2,401 40.11 
R~I.P*~h ,L~b 40,519.'n$ ?.Og 5-6% 1,368 62.13 
M ~  9,144.930 1.60 1.2% 4.$9 41.79 
DlipIOil:~ 3.M6.742 0.67 0.5% 67 120,27 
V~ & H~ I 2.230,026 0.~ 0.3% 76 61.7| 
p~jcb~utc 16.r/i ..s86 2.95 2.3% 4g$ "/2.89 
l~hy slc~d Therapy I 7,~Z5 0.00 0.0% I 53.67 
O~c*r 23.540,425 4.11 3.2"4 670 73.66 
SUBTOTALS: $169,159,409 $33.07 23.$% $,903 $67.22 

TRJENDS 
PAR 

%,( ? ~ . ~ ,  

I.~o2. 

OR1ceYed~r opSo~l a/, a/* ~a 
H ~ | ~  lq~u¢~ $~,0~0,~/6 264 $64.11 
~ t ~  I , ~ , 2 ~  30 92.10 
Bn~r~oo7 De~ 1,074 0 $2.~ 
Nux~l~ 8 Fs¢'gJ~ $2,430 2 4~.~r2 
Home w'~ ~'a s/a 

M~,u&e~m:~ 0 0 IEP.R 
Prcvini:tyll M ~  1160 0 215.~ 
N © ~ m  ~ 489,6~2 12 ll~l.0i 
U ~  I ~ 810,143 6 ~ . ~  
SUBTOTALS: $11,1~,430 323 ~ . ~  

F,'?:~:i~;.~, ~I ~ ~I ~ 

O ~  ~ $37.~0.516 2.174 $36.43 

Cenaul~ 3,142,818 65 I~.6~ 
Emcrgm¢ 7 DcpL 3,916,~4 138 $9.$I 

Homo ~ , ~  I $7.31 
C.a~ I, li~&cmmt 511 (02 ( I  I.~0~ 
prcvc,~ve M i  211 ,~45 I I ¢ ~  
Ne~m~ 1,403 0 51.96 
U ~ l ~ d  I OLb~ 1.631,~4 I I 323.29 
SUBTOTALS: $46,7~,~? 2,~ l  ~10.$1 

i~*,,~ TOTALS . i t , . .  I 
F.,,,C LLrr Y $319,S~J,~3 t ,61 .13  :~2.6%i 
FRO F £5S tONAL PP.OVIDER ~.64, |08 ,GO? ~16.16 35.6% I P'll -~q'~ 

io~ I -~cn,~l ~ ~cm~. ~ 
DRUGS $ | 2 , ~ , 1 ~  $15.~' _ 11.8% 6 , ~  i $30.35 J 

~*+t  TOTAL ! i*i~' J $'736,724.144 $129.53i.t~)1~.0% J 1 ~  

DENTAL $13,662,$53 $10.69 1,176 $10'0~1 
. - -HORAltD'rOT;tZ~**."  J ¢Tso,386,~7J $Ho22J J 

EST. PARTICIPANTS: .g.(~ 476,1K)0 476,100 452,6~3 106,537 I 
ICONTRACT$: 244.920 244,920 232 938 52 ~6 J 
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CLAIMS ANALYSIS REPORTING (CARS) E x h i b L t  I ( 4 )  
TRF~DS l.~ctured: 11/91 To: 10~2 
PPO ptid: 11/91 Th.m: 04/95 r/,aurr r~aJ, a - Cm,LA.IUXU (O~r,'1~e~o ~'^~ P/~ 

I =':-o-I-I .... 
dedi~J $30,918,578 $17At0 12.6% 177 $1,203.76 31 $6,942 $.8 

Sur$1c~d 41,435,97.~ 23.83 16.9~, 161 1,713.19 29 10,OI I $.6 
/d~hol & Drug Abuse 1,789,4~ 1.03 0.7~ 20 632.99 2 6,192 9.8 
A ~ I  Hudt~ 5,471,897 3.15 2.2~ $1 744.17 4 8,4114 11.4 

Mttcrmty 8.223,205 4.73 3.4~ 37 1.555,6~ 15 4,303 2.8 [ 
O@,e~ 3.0~0,671 1.76 ~ b  1.2% 26 ~(aq 821,00 I~1 2 10,$54 12~9 

I SUBTOTA.L~: $90,899,737 $52.32'" 37.1S 471" $1,334.48 81 $"/,781 5,8 

~7,5S3,~91 $4.3~ 3.1% 125 $41IJLS 
16.~0,743 9.35 6.6% 63 I,'171.46 

$3,Y/2 0.03 0.0% I 613.47 
60,744 0.03 0.0% 2 2~.98 

44&,O53 0.26 0,2% 4 171.54 
6.610,992 5.81 2.7% 161 2~3.G9 

10,870.456 6.26 4.45(* 415 1110.84 
743.604 0.43 0 . ~  l$ ~ 843.15 
313.f~2 0.18 ~0~ 0.1~ 31,| 407-¢15 I 

M 2,895,~T ~A.69 J 17.5% 79I fY/4.?$ 

O0"I'P^TIE~'¢F I~ACn ITY 
Medtml 
Sur&icad 
A)cobol & Drug Abu~ 
Me~nbd H e.~hh 
M~cmity 
Emir g~¢y/A~cide~t 
X~y~Ltb 
T~rsp7 

SUBTOTALS: 

~,~Wl.O0O = e21 I , ~ L ~ ,  ~1~.~7~ V~I ~:~ ~ . 1 ~  
$9.842,507 $.5.67 4.0~ 79 $855.28 Surg©;7 

Mst~r~ty 3.5M.SI9 
* EvLhattto~ 3,11tS,900 

P.td.Ptl~,, Latb 1,223,O63 
Medtctee 1.358.440 

Vbioo A Hearing 7,$11 
p r , / c ~  499.47.~ 
~ y ~  The r,tpy 0 
Othu 244,62"/ 

2,03 1.4% 22 1,107.65 
1.85 1.3% 338 63,06 
0.70 0.5% 121 69.81 
0.78 0.6% M 27~,M 
0. I2 0.1% I1 131.91 
0.00 0.0% 1 97.64 
0.29 0.2% 45 76.76 
0.00 0.0% 0 ERR 
0.14 0.1% II 159 ,~  

TREHD3 
PpO 

I,,,,,,u / ~ b ,  , I ,o,~o 

r*l  4 , ~a,,J, 

SUBTOTALS: $~.100.4~ $11.57 1.2% 661 f~9.~l  
'ro~=et, s[o~t.~. ] 'ROYm~R ,- , O . ~ t ' ^ ~ l ¢ ; Y  :~.~ : ;  i ~ j  l !  ~ c ] :  : i , . ~ m ;  
e.,~,.n,ooo = s,9~61 ~ ~$-~ I I : ~'~1';~: ~ 

HoR01tlJ I ~  2.7A 1,854 268 $58.M 
Comt~dt~ 526,9M 44 $3.25 
Em~r&em,~ D~pu 64 0 
Nu rt~a~ Fac.~lly 10,061 3 20.213 
Horn6 a/a ~dl ~ 
Case Mawt$.em.em 0 0 ERR 
Preveattve Medk'tee 939 0 234.75 
Nl~wbora C.M* 204,501 18 S0.t0 
t l -~ l~t l  I Oth~ 161.497 6 199.87 

Mucm~t 7 
E w d ~  
P.ad,p~h,Lsb 
Medicine 
D~&nosd¢ 
V~ioa & He.~riag 
psych~trk: 
Physical The~spy 
OO,.er 

$13,933,272 ~,02 5.7% 4i l  $234.23 
4~5,t"~ 0.2B 0.2~ 19 ITJ.28 

18.538.$40 10.68 7.6% 3,296 38.90 
13,702,5&4 7.89 $.6% 1,682 M.Z7 
3,7A9,179 1.87 1.3% 5~O 3&. ~'a 
1,258,611 0.72 0.5% 80 1~.19 
7M,3~2 0.44 0.3~ 99 $3.~2 

5,845.256 3.36 2.4% 631 63.97 
3.221 0.00 0.0% 0 1~.  12 

6.759.163 5.69 2,8% 717 65.10 
SUBTOTALS: $64,564,093 $37.16 264% 7,$16 $59.34 

~'*te T O T ~  e* t t*  J _ _ _ _  
:ACILITY $133.795,294 JD?.Oi M.7% . 
PROFESSIONAL PROVIDER .~,4,664.496 $48.73 34.6% ~ ~'~(I I,J '3v 

.# I ' , ~ 1  ~ ,  ~,,~ 
P-~ DRUGS 125,908,9~'2 $15,10 . 10.7% 6,490 J $/7.92 

t**t4 TOTAL 4 " 6 '  [. $244.368,772 $14.0.85 t~v 100 0%[ i 

I 
DEHTAL 84,$31,660 $10.43 lP~ 1+226 $ IO2.O9 

• - . * ~ , ~ D ~ r ~ . , - ,  I s~ .~612 s~s~.28 i 

EST~ PARTICIPA~TS: I ~ 1 4 4 f f 7 2  144,772 143,O03 54,364 
CONTRACTS: 78.272 78 .272  7~,472 27,594 

SUBTOTALS: $3,185,900 338 $65.06 

O ~ e t  optiomd $1S,558,361 2,94S $36.46 
Hmplal lapetlmt ~d. a/m a/. 
CousdtJ I, 130,569 84 92 94 
Eeu~gmcy Dept. I ,  136,862 1441 52.91 
Nttrsln i Facility n/a a/a #, 
Home 7326 I 50.13 

M m ~ g e ~  0 (0) 000 
Prcycut:tvo Medici.n0 544,546 109 34.51 
Newborn ~ 439 0 439.00 
UaUIted I Other 180,037 6 211.06 
SUBTOTALS: $18,558,540 3,296 $38 90 

ACnJARIN_ DM~ON 
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ExhLbLt [1  (l) 

COMPARISON OF OBSERVED AND PROJECTED TREHDS 
PAR N e t w o r k  

Unlt Fresuency [ 
Lo~w" Mo$1 Upper Lower Most Upper 

ObseRed - A 13,396 
Observed. B I0.9~6 -4. 4 ~  [ 

- c ~ . ~  - ~ , ~  l 
Prelected &O~ to.09~ ~ 6 ~  -5 .0~ -~ .0~  - I .  

~HO,.gPrrAl.:O;.lI~.4"l'~,~:'i~:~ ~ Cost ,oee {Inf( Un# FresuencY I 
Lower Most Upp~ Lower M ~ t  Upper[ 

- A 14.996 3.896 [ 
Obsenn~ - B 12.896 3.096 ! Ob$81ysd - C 8.6"96 4.496 

PHY..~C~A N ~ !:~;i! : ; , :  Ces*~='(Sntt Un.Fmau~c'v I 
Low~ Most U ~ o r  Lowe~ Most UD.O~ 

o o s e ~ . A  t . ~  so~ l 
~ - B  -1 .7~  3.996 
Oesacve~ - G -1.~ ~6 ~ 0 ~  

Projested - .~0~ f .O~ 4.09~ &096 1096 6. 

Lower MOSt UppK Lower MOSt Upper  

I J ~  ux~,  um~ g_~ ux~v ~ I 
O b ~ v e d  - A ~, ~ t e. r ~  I 
Obsetveo - B 2396 12 6"~ I 

Projected ~.0~ 2.5% 6.0% 10.096 12.096 15 .0~  

~ S ~ T 8  ~!~ ~ O Q  P r o b -  7 5 9 6  

Notes: 
1. Obsen~d tfe~ds were determined from # TnJe Group * c/alms, for the Iollowing perfod~ 

Obse/v~d - A: Incurred twelve months ending 4/30/92 (DaM through I~t31/92~ over 
Incun~d twelve months sndlng S/30/gf (pald thfough lO/'Jl/gf~ 

ObselVed - B." InCurred twelve months ending 7PJI/92 (paM through ~ J 3 1 / ~  over 
I,~¢ul?ed Iwoh~ mcwlM ~ M g  7 / ' J l~ f  (Aald through ,3J'31/92~ 

Obsense# - ~ Incun'ed twelve months esdlng fO/'J1/92 (bald through 4[30/9~ over 
Incurred twelve monlhs ending 10/31/9I (Dald through 4/30/92). 

2. Claims are prior to hospital discount and bene#f design impacts. 
3. Units of measurement used M)ov~ are as fotfOWE4 Ho&pltal Inpatient - lIP Days 

Hospital Outpatient - O/P Visits 
PhysJclan S~vtCe8 - Wxsit$ 
Outpatient R~r Druos - Prescffpt/on$ 

Frequency ls mea.cured es units pef I,OOO Insumct$. 
4. Obselved Cost per Unit trends for physician #el~cea refleCl tee schedule Impacts. 
c: llrendslSq93cpct, wk t 

md Package 
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E x h i b i t  I I  (2) 

H O S P I T A L I N P A ~ :  : :  : 

COMPARISON OF OBSERVED AND PROJECTED T~ENDS 
P P O  N e t w o r k  

COSt Oe¢ Unit Unit Frequency I 
Lowe~ Most Upper Lowe¢ Mo$1 Upper I 

~0,5"` - & ~  ] 
13.0~  -~0.6"` 
t3.7"* ~ 

& O ~  t S. 0 ~  20. 0~ .-& O~ ,-4. 0~ - 2  

Ob~en,ed - B 
Observed - C 

~.~cted 

Cost mJr Unit W i t  Freeuencv I 
Lover  Most Upper L o w ~  Most Upper[ 
um~ u x c v  ~ um~ u*¢v  ~ ] 

Obeetyed - A ~ $. 3<Yo 5. 7 ~  | 
Observed - 8 & 7 ~  & 5 ~ I 

- c 1 , . ,  tas ' `  I 
Pwtested 5 ,0~  to, o ~  20.0~ 3.096 ~r.o~ I 0 . 0 ~  

P H Y S l C L 4 N : ~  ~. ! ~ ~ ! : Cost oer  UniI Unit Fcesuency ] 
Lower Most Upper LOv,~r M ~ t  Upper 

Likely Limit Umlt Ukely Limit 
- A 5 ~  - 2 5 , ,  I 

Obserl~d - a S.8~ -S.O~ I 
Observed - C 5.O96 - 8  2 ~  4 Protested 1.5"` 4 . 0 ~  5 .0~  - 6 . 0~  - 2 0 ~  2.5 

O U T P A ~  ~ S  i C_.#st per  Unlt Unit Freouencv I 
Lower MOSt UpPer LOwe{ MO~ U p p ~ [  
Limit Llxely Llmi_._J LImfl Ukelr  U _ ~  I 

Ob,getl~d - S 4. I ~  2 6 %  [ 

I 
Projected 1.0~ 2 5 , ,  6 0 ~  5.096 7.096 I 0 . 0 ~  

......... EOQ P r o b  - 7 5 ~  [ 
p,oi~ci~ e.e~ g.e~ 

Notes: 
t. Ob,~erved trends ¢~re determined/tom • True Group" claims, for the following periods: 

Observed - k Incurred twetve months ending 4/30/92 (pMd through lO~ r /9~  over 
tncucred twelve months endlllg 4/30¢~ 1 (13Md IIl¢ou[~ll 10/31/91). 

Observed - B: Incurred twelve months ending 7/31/92 ¢o#~d through 2/31/93) o v w  
lncun'ed twelve months ending ?/31/91 (paid lhrough 2/31/92~ 

Obsen/ed - C: incurred twelve months ending 10/31/92 (paM tlTrough ¢30/93) over 
incurred twelve months ending 10/3t/91 ~oald IlllCugh 4,#J0/92~ 

2- Clalms a[e pdor  to hospital discount and benelit destgn lmpact¢ 
3. Unlls of measurement used above a[e es follows: Hospital lnpattcmt - b'P Days 

Hcl~oltal Outpatiet~t - Q,'P V1shs 
Physician Setyk:~$ - I/1st15 
Outpatient ~ Drugs - Prescripllon$ 

Frequency is measured as units per 1,000 insureds~ 
4. O~etved Co,gt per  Unit Irend$ lot phystcian services reflect lee ~chedule Impacts, 
c : It r end$14q 93kcct  wk l 

md Packaue 
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".,4 

Actuar ia l  T rend  Model - PAR Network 

4Q/93 Experience Projection: I/ 1/93 to 

Medical 

Ha~ita] lnl~ltiem 
~os~ta/Outpatient 
Professional S¢~aces 
P,x Drag Card 

T.rend ComPonent Annualized EstimaA~ 

Ca~ 
Starting Pa" Un/t Deductible 

Wci~ts ~ Frequen~ V Leveta~ne 

36% I0.8~ -2.07.~ 0.9% 

16% 16. 7e~ 4. 7 ~  2.2% 

36% 1.0% 3.7% 0.5% 

I2% 3.2% 12.3% 3.2% 
100% 

Annaal Tread Estimate 

6/1/94 

T~nde~i 

39.8% 

20.3% 
3%4% 
]4.1% 

~11.7% 

Annual 

Component 
Trends w/o I..~'vcra~in:~ 

8.6% 
22.l% 
4.7% 
15.9°/? 

~0.3% 

8/3/93 

NOTES: 

- Slar~ng Weights art ~d on "True Group" ~ rc.po~prtor tO hO~pltol 

d t a ~  a~d ben<fit dlLC~n 

- Co~t/Unit mcl~d~ th,~ ~,Orncls cf"ct~-shtftlrrg" and ~r.hnolol~ ¢hang~ and 

:3 w~asJrtd by 

choro~IP day [llo:p IP] 

~ n t  fllospOP] 

a#ov~n¢~sa Fero/avea] :'~'=tow.r o/'cSarg~ ar~ f~ .,e.*~J 

- Unit FrequeRc'y mcb~dca t&t ¢~Gcta of~chnoko~ c~on&cJ at4 ~ mc~xmrcM by: 

IP doy#]~O [Hoop ~P] 

OP "~ts/lO00 [Hoop OP] 
p ~  ~s~toToo~ [Pro[~rJ] 

Prescnpoo~a.~r~l [Drug Card] 

- Hosplml dls¢O~ trend ~ not antlc~o~1 In th¢ m 

. £Ncductlbl# Lcmragfftg asaomu a $200 CY deductible for aOmr ~ prcscr11~on 

dr~s ~ m $ J 0,00r5£ O0 drug card Oeductlb t* ~ttmat~i lavwagmg Smpacts 

arc Imaar ~nc.~ons of O~ gontbjmtl mind from o~hcr ¢o~ponoK~ sbow~ 

7; 
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Actuar ia l  Trend Model - PPO Network 

8/3/93 

Medical Costs 

4Q/93 Experience Projection: II 1/93 to 6/1/94 

Trend Comtonent Annualized E~imate.~ 

Starting C o ~  p e r  Unit  Deductible Trended 
Wc~zbt~ Uni t  Frequency  Leveraoln~ W~ight.5 

Annua~ 
Component 

T~nOa w/o Levecafimz 

l'lospt~ Inpatient 

Hospital Outpatient 

Profe*sional Services 

Pot Drug Card 

37°/o 1 4 , 3 %  -4. 7% 0.40/0 40,7% 

1 8 %  1 1 . 7 %  r~0% 1.3% 21,0% 

35% 2 . S %  -I.8% - 0 . 1 %  34.8°/* 

l l ~  3 . 2 %  7 . 3 ~  2.2% 12.1% 

100% 108.6% 

Annual Trend Estimate t ~ 

9 0% 

I&4% 

0.6% 
10.7% 
7 9% 

W 

O~ 
NOTES: 

- S~r~n B W~Ig~ds a~ bas#d o~ "Ira* Group" CARS r~po~ pru~ to ko.rptt~ 

d~scouea and bcr, cfit d~s~g~ 

. HOal~ta~ d~co~m freed ,r no~ ant~pat~d In am mod~ 

- ConZUmt mci,~¢t t ~  ~'eas of'coat.sSr~ng" ~.d ~tmok,£v d ~ n ~ a  and . D~uctibk l.~,~'ragmt too.trots a $200 CY dDdm:ab~for o ~ r  than pt~c~g,~o~ 

dr~s ¢~d o $ J 0. 00~ ~.00 d r ~  ~ d~dwc*fbl~ E ~ s m u d  ~ e ' ~ f r ~  ~ c t j  

tmc.ar fun~ons ~f th~ ¢ombm¢d tr~d frm~ t~ odor eom.oor,~a.t .do, m 

- U n #  F ~ q ~  andxa~ am ~rH~s o f r m r ~  c ~  amd It measured by: 

I,D ~ay#JO00 (Hosp IP] 

O P  vtr~¢/lO00 17"1o~ OP] 

l ~ t c r ~ t t / m . ~ t w d  IDrw~Cara] 

7; 
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Expec ted  
Resu l t =  

• 1166851  @RISK S imu la t ion  J S a m p l i n g =  Latin H y p e r c u b e .  
PAR TREND J #T r ia l s=  1000  

20% . . . . . . . . .  • . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

16%- 

12%- 

8% 

4% 

i I,,,_ --- 0% 
. 0 6  . 0 7 3  . 0 8 5  . 0 9 8  . 11 . 1 2 3  . 1 3 5  . 1 4 8  . 1 6  

Actual  Values (in Cell 123). 



O0 

Expected 
Resu l t=  

8 . 5 5 6 5 2 5 E - 0 2  @RI~K S imu la t i on  : Samp l ing=  Lat in Hype rcube :  
PPO TREND {/Tr ia ls= 1000 

20% . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

16% . . . . . . . . . . . . .  

12% . . . . . . . . . . . . .  

8% . . . . . . . . . . . . .  

4 ~  -' . . . . . . . . . . . .  

.02 .055 

I 

__m 

.05 .065 .08 .095 .11 .125 .14 

Actua l  Values ( in Cell t25) 


