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SOCIETY OF ACTUARIES
Antitrust Compliance Guidelines

Active participation in the Society of Actuaries is an important aspect of membership. While the positive contributions of professional societies and associations are
well-recognized and encouraged, association activities are vulnerable to close antitrust scrutiny. By their very nature, associations bring together industry competitors
and other market participants.

The United States antitrust laws aim to protect consumers by preserving the free economy and prohibiting anti-competitive business practices; they promote
competition. There are both state and federal antitrust laws, although state antitrust laws closely follow federal law. The Sherman Act, is the primary U.S. antitrust law
pertaining to association activities. The Sherman Act prohibits every contract, combination or conspiracy that places an unreasonable restraint on trade. There are,
however, some activities that are illegal under all circumstances, such as price fixing, market allocation and collusive bidding.

There is no safe harbor under the antitrust law for professional association activities. Therefore, association meeting participants should refrain from discussing any
activity that could potentially be construed as having an anti-competitive effect. Discussions relating to product or service pricing, market allocations, membership
restrictions, product standardization or other conditions on trade could arguably be perceived as a restraint on trade and may expose the SOA and its members to
antitrust enforcement procedures.

While participating in all SOA in person meetings, webinars, teleconferences or side discussions, you should avoid discussing competitively sensitive information with
competitors and follow these guidelines:

¢ Do not discuss prices for services or products or anything else that might affect prices

¢ Do not discuss what you or other entities plan to do in a particular geographic or product markets or with particular customers.

¢ Do not speak on behalf of the SOA or any of its committees unless specifically authorized to do so.

* Do leave a meeting where any anticompetitive pricing or market allocation discussion occurs.

¢ Do alert SOA staff and/or legal counsel to any concerning discussions

* Do consult with legal counsel before raising any matter or making a statement that may involve competitively sensitive information.
Adherence to these guidelines involves not only avoidance of antitrust violations, but avoidance of behavior which might be so construed. These guidelines only
provide an overview of prohibited activities. SOA legal counsel reviews meeting agenda and materials as deemed appropriate and any discussion that departs from the

formal agenda should be scrutinized carefully. Antitrust compliance is everyone’s responsibility; however, please seek legal counsel if you have any questions or
concerns.



SOA Presentation Disclaimer

Presentations are intended for educational purposes only and do
not replace independent professional judgment. Statements of
fact and opinions expressed are those of the participants
individually and, unless expressly stated to the contrary, are not
the opinion or position of the Society of Actuaries, its cosponsors
or its committees. The Society of Actuaries does not endorse or
approve, and assumes no responsibility for, the content,
accuracy or completeness of the information

presented. Attendees should note that the sessions are audio-
recorded and may be published in various media, including print,
audio and video formats without further notice.



Caveats, Limitations, and Qualifications

This presentation has been provided for the use of 2019 SOA Health Meeting
attendees in assessing the non-ACA market and emerging issues in that market.
This material is not meant to benefit or be relied upon by any third parties, and may
not be appropriate and should not be used for other purposes.

This presentation may also not be relied upon by any parties as representative of
the expectations of a particular entity. Under no circumstances is this presentation
intended to promote or encourage the violation of antitrust laws. These slides
should also not be relied upon without benefit of the discussion that accompanied
them.

Karan Rustagi, Nick Calenti, and Tom Garrity are members of the American
Academy of Actuaries and meet the Qualification Standards of the Academy to
render actuarial opinions contained herein. To the best of their knowledge and
belief, this information is complete and accurate and has been prepared in
accordance with generally recognized and accepted actuarial principles and
practices.

In preparing this information, the presenters relied on information provided by CMS
and other external sources and accepted this information without audit. Results
and conclusions may not be appropriate if this information is not accurate.
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Describe your current view of the non-ACA SG market
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How many of you considered entering this market?
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Why did you choose to not offer non-ACA SG?
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What % of ACA enrollees do you think you lost to non-ACA
products?
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Impact of non-ACA products on ACA morbidity
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Questions, Please
v'Interactive discussion
v'Questions at any time

v'Use of SOA presentation feature “Social Q&A”

= Allow audience to submit ?’s in real-time during the presentation and
select which of those ?’s they would like presenters to answer



Social Q&A




Small Group Rate Development and
Block Management (MEWA Focus)

Tom Garrity, ASA, MAAA
Sr. Consulting Actuary
Wakely Consulting Group



MEWA Overview

* Multiple Employer Welfare Arrangement
Two or More Employer Groups
*Health and Welfare Benefits

*Fewer Rating Restrictions than some other
SG products



Sample MEWA For Discussion

*100 Participating Employer Groups
*Group Size Range: 2 —99 Employees

*Self-Funded
*Stop Loss: $S250K Specific Deductible

eEmployer Specific Rating/Underwriting
eFocal Renewal



MEWA Initial Rate Development



Strategic and Risk Considerations

 MIEWA Leadership e Underwriting

*Risk Tolerance Guidelines
o Fully Insured eConservatism vs.
*Self-Funded Volume
*Stop Loss Coverage  e\/endors
*Solvency

*Regulations



Sample Employer Contribution Rate Structures

Composite Rating Age Band Rating

Enrollment Tier Plan A Plan B Employee Age EE ES EC EF

Employee Only $435.00 $375.00 Under 25 $150.00 $315.00 S$285.00 $480.00

Emp + Spouse $913.50 $787.50 25-29 $180.00 S$378.00 $342.00 S576.00

Emp + Child(ren)  $826.50 $712.50 30-34 $247.50 $519.75 $470.25 $792.00

Family $1,392.00 $1,200.00 35-39 $330.00 $693.00 $627.00 $1,056.00
40-44 $420.00 $882.00 $798.00 $1,344.00
45-49 $495.00 $1,039.50 $940.50 $1,584.00
50-54 $540.00 $1,134.00 $1,026.00 $1,728.00
55-59 $600.00 $1,260.00 $1,140.00 $1,920.00
60+ $645.00 $1,354.50 $1,225.50 $2,064.00



Sample Rating Algorithm

Rating Item Item Description
A Base Expected Claim Costs $500.00
B Trend to Rating Period 1.07
C Benefit Plan Factor 0.92
D Industry Factor 1.00
E Demographic Adj Factor 1.10
F Regional Adj Factor 0.89
G Group Size Factor 1.10
H Underwriting Factor 1.05
| = TTA:H Adjusted Expected Claims $556.55
J Admin / Fees $50.00
K Stop Loss Premium $72.00
L=S1:K Contribution Rate $678.55




Rate Development - Pricing Considerations

e Age/Gender Structure e Contribution to Surplus
e Plan Designs Offered e Competitive Analysis

e Group Size Factors / e Renewal Philosophy
Restrictions

e Stop Loss Coverage
e Underwriting



Rates Are Finalized!

What’s Next??




Small Group Block Management



Block Management — Experience Monitoring

e Current and Projected Claims Liability
e Gross and Net of Stop Loss Recoveries

e Surplus/Deficit
e Actual to Pricing Expectations
 Monitor Relative to Rating Characteristics

e Durational Analysis
e Plan Design Differences

e Group and Member Specific Analysis



Cumulative Contribution to Surplus by Month
Actual through Oc18, Projected through Dec18
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Region Monitoring

Region Rating e - Normalizc?q Surp!u§ /

Factor Actual to Pricing Deficit
Northwest 1.05 782 1.08 ($276,000) €
Northeast 1.07 261 1.17 ($368,000) @
East 0.95 1,565 1.01 $735,000 ©
West 0.89 1,043 0.99 $735,000 ©
South 1.00 1,565 0.97 $1,471,000 ©
All Regions 5,215 0.96 $2,297,000



Small Group Renewals



Renewal Considerations

* MEWA Objectives

* Matching Employer Rates to Risk
eRating and Operational Complexity
eExperience Rating and Credibility
eStop Loss / Large Claim Pooling
*Risk Scoring

e Underwriting Wearoff



Spectrum of Renewal Strategies

Individual Case @

Tiered Rate Leve| ®
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Sample Renewal: Tiered Rate Increases

Renewal Tier # of Employers # of Employees  Loss Ratio Risk Score

5% Reduction 6 149 45.3% 0.25
No Rate Change 8 943 54.8% 0.67
5% Increase 24 1,417 68.2% 0.88
9% Increase 35 1,827 87.0% 1.02
19% Increase 21 1,015 108.9% 1.25
29% Increase 7 232 232.9% 1.98
Total 101 5,583 82.9% 1.02



Post-Renewal Considerations

*Group/Broker Feedback
e Lapse Evaluation
e Monitor Actual to Projected

e Anti-Selection




Small Group Self Funded

Nick Calenti
Blue Cross Blue Shield of Arizona



The Basics

 Self Funded product targeted at small employer groups

* Employers pay a fixed monthly cost — just like fully
insured
e Claims Funding, Premium, and Admin all rolled up into one
simple payment
* Employers have the opportunity to receive money back
if they do not use all of their claims funding

e Settlement terms differ across carriers: 100%, 75%, 50% of
money back. Withhold of reserve dollars, etc.



A Comparison to Fully Insured

Fully Insured (ACA) Small Group Self Funded

PPACA ERISA

Community Rates Full Underwriting

Compressed Age Sex Slope Any Age Sex Slope

Restricted Plan Designs (Metal Level) Unrestricted Plan Design

No Claims Reporting to Group Full Reporting/Experience to Group
Lowest Cost “Worst Case” Scenario Lowest Cost “Best Case” Scenario
Guarantee Issue/ Renewability Decline to quote/renew

HIT Tax No HIT Tax

Highly Regulated/ Extensive Filing and Review Much lower level of regulation/ filing
Requirements requirements




The Sale

e Typically sold by fully insured agents to small
“inexperienced” groups

e Can compete on price, reporting, or refund potential
e Can be quoted side-by-side with an ACA policy.

e The right choice will make sense!




Implementation

22



Key Differences to Traditional Self Funded

*Billed for Worst Case Scenario *Billed for Premiums + Claims as
they emerge

*Level, predictable monthly cost
*Monthly Cost varies with claims
*Need for settlement rules/ activity

accommodations
*Large Employers are credit worthy
and can absorb variable monthly
cash flows

EXAMPLE: $12,000 annual attachment point
$5,000 in claims the first month.



Writing the Policy

e Easily use existing stop loss policies/ ASO
agreements with minor modifications
e Accommodations language
e Settlement rules

e Holding employer’s money in trust




Policy Provisions

e Typical Characteristics:

e Low Spec Level, 10% Agg Corridor
e 12/24 and the Dangers of Paid Contracts
e Settlement Terms

e | ots of Flexibility
e Adequate transfer of risk
* Risk Appetite of the client



Impact of Stop Loss Levels
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Aggregate Accommodations

* Modification to Stop Loss Policy or Administrative
Services Agreement

e Necessary to make product “level funded”

e Spells out mechanics of loaning and repaying money
to cover the cost of groups claims liability (aggregate
attachment point).



Settlement Provisions

e Lots of approaches in market

e Settlement Timing vs. Contract Expiration
e Runout/Reserve provisions

e “Recapture” of refund through differed admin fee

* OR Only provided if group renews
 Why | don’t like this



A Quick Word on Pricing

2%



Expected Claims Buildup

e Enhanced Age/Gender Slopes
e Full Medical Apps

e Short Form Underwriting

* Experience Rates

e Algorithmic Risk Scoring

e | asers
e Unlikely to work

e Decline to quote/renew



Opportunities and Risks



Opportunities

e Risk Selection

e Target market is young/healthy groups that can get rates
lower than those available with community rating

e Popularity




Risks

e Changing regulations and NAIC guidelines
e What is “adequate transfer of risk”?

e Bifurcation of your own small group business.
e Not Offering <> Protection

e Lack of understanding by brokers/ small business
owners
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