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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.



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, its
committees, or the employers of the presenters. The Society of Actuaries and the
employers of the presenters do not endorse or approve, and assume 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.



Accrual Basics



Acronyms

CGDP — Coverage Gap Discount Program

CMS — Centers for Medicare & Medicaid Services
CPP — Covered part D Plan Paid amount

CS — Cost Sharing

DIR — Direct and Indirect Remuneration

DOW — Day Of the Week

GDCA — Gross Drug Cost Above OOP threshold

GDCB — Gross Drug Cost Below Out-of-Pocket (OOP)
threshold

ICL — Initial Coverage Limit
LEP — Late-Enrollment Penalty
LI — Low-Income

LICS — Low-Income Cost-sharing Subsidy amount

MMR — Monthly Membership Report

NLI = Non Low-Income

NPP — Non-covered Part D Plan Paid amount
P2P — Plan-to-Plan

PDE — Prescription Drug Event

PDR — Premium Deficiency Reserve

PLRO — Patient Liability Reduction due to Other payer
amount

PMPM — Per Member Per Month

PRGMPM — Per Revenue Generating Member Per
Month

S2P — State-to-Plan
TrOOP — True Out Of Pocket costs



Traditional Pharmacy Coverage

e Cash Inflows: e Cash Outflows:
* Premiums e Claim costs
e Rebates e Administrative costs

https://www.actuary.org/sites/default/files/files/publications/Practice Note Medicare Part D accounting practice note april2008.pdf



https://www.actuary.org/sites/default/files/files/publications/Practice_Note_Medicare_Part_D_accounting_practice_note_april2008.pdf

Medicare Part D Coverage

e Cash Inflows: e Cash Outflows:

e Basic and supplemental

Bremlums (may include Part C e Claim costs (on behalf of carrier,

uydowns) CMS, LI enrollee)
* LIPS payments e CPP, NPP, Non-covered, CGDP
* LICS subsidy payments e Administrative costs
’ Dlr.ect Subsidy : * LEP payments to CMS
e Reinsurance subsidy
e LEP payments from enrollee * Accrual settlement payables

CGDP payments
DIR (Rebates)
* Accrual settlement receivables

https://www.actuary.org/sites/default/files/files/publications/Practice Note Medicare Part D accounting practice note april2008.pdf



https://www.actuary.org/sites/default/files/files/publications/Practice_Note_Medicare_Part_D_accounting_practice_note_april2008.pdf

Part D Benefit

Before we understand Part D accruals, we need to
understand the Part D benefit.




2019 Benefit Phases

Benefit Phase
Catastrophic [sh/ ez 80% $8,140 Total B Enrollees
777777777777777777777777 = ’ ) M Plans

Brand éGeneric (55,100 TrO0P B Medicare
Coverage 70% Manufacturer |
Gap 25% Enrollee '37% Enrollee
5% Plan 1 63% Plan
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, ' -$3,820 ICL
Initial
Coverage
Period :
et -$415 Deductible
eauctiole

*Not drawn to scale
*https://www.kff.org/medicare/fact-sheet/an-overview-of-the-medicare-part-d-prescription-drug-benefit/
*https://glmedicare.com/PartD-The-2020-Medicare-Part-D-Outlook.php



https://www.kff.org/medicare/fact-sheet/an-overview-of-the-medicare-part-d-prescription-drug-benefit/
https://q1medicare.com/PartD-The-2020-Medicare-Part-D-Outlook.php

2020 Benefit Phases

Benefit Phase
Catastrophic |-/ Reins. Demo)ll $9 720 Total : Enrollees
7777777777777777777777 = ’ Plans

Brand Generic (56,350 T100P) B Medi
; edicare
Coverage 70% Manufacturer |
Gap 25% Enrollee 1 25% Enrollee
5% Plan - 75% Plan
ffffffffffffffffffffffffffffff ' -S4,020 ICL
Initial
Coverage
Period _
Dd ””” tb| ”””” ) $435 Deductible
eductipble

*Not drawn to scale
*https://www.kff.org/medicare/fact-sheet/an-overview-of-the-medicare-part-d-prescription-drug-benefit/
*https://glmedicare.com/PartD-The-2020-Medicare-Part-D-Outlook.php



https://www.kff.org/medicare/fact-sheet/an-overview-of-the-medicare-part-d-prescription-drug-benefit/
https://q1medicare.com/PartD-The-2020-Medicare-Part-D-Outlook.php

Part D Accruals

* What are they?
e Reinsurance settlement

* LICS subsidy settlement
e Risk-sharing settlement
e \Within your company financials?
e Shows runout in relation to government payments

*This presentation does not cover the CGDP settlement.



Reinsurance Settlement

* The 80% section of the catastrophic benefit (GDCA)

e Components:
 Bid reinsurance subsidy (MMRs)
e Actual catastrophic claims x 80% (PDEs)

e DIR (Rebates)?




Reinsurance Settlement Example (SM) | Good Bids | BadBids | Bad Luck
ST Eallen Fifor H9991-001 | H9992-001 | H9993-001
$35 $35 $75

GDCA a

GDCB b S65 S65 S75
Allowed c=a+b S100 S100 S150
DIR Ratio d=a-=+c 35% 35% 50%
DIR e S15 S15 $22.50
Reinsurance DIR f=exd S5.25 S5.25 S11.25
Allowable Reinsurance g=a-f $29.75 S29.75 S63.75
Reinsurance Subsidy h=gx80% $23.80 $23.80 S51
Reinsurance Subsidy (MMR) i S24 S50 S24
Reinsurance Settlement j=h-i -$0.20 -$26.20 $27




LICS Subsidy Settlement

e Cost sharing paid by CMS on behalf of LI enrollees
e Pass through item for the plan

e Components:
e LICS subsidy (MMRs)
e Actual member cost sharing (PDEs)




LICS Subsidy Settlement Example (SM) | Good Bids | BadBids | Bad Luck
H9991-001 | H9992-001 | H9993-001
Actual CS covered by CMS a S30 S30 S40
LICS (MMR) b S30 S50 S30

LICS Settlement c=a-b SO -S20 S10




Risk-Sharing Settlement

Risk corridor applies outside of +/-5%
Plan shares gain/(loss) with CMS
Only applies to basic portion of the bid

Components:
e Basic PD premium and Direct Subsidy (MMRs)
e Administration and profit load from bid
e Covered Plan Paid, CPP (PDEs)
* Reinsurance subsidy
* DIR (Rebates)

Settlement (two-sided risk): Plan retains, ¢ Settlement (two-sided risk): CMS retains,

e 100% of 15t 5%, * 0% of 1t 5%,
* 50% from 5% to 10%, and * 50% from 5% to 10%, and
e 20% after 10% e 80% after 10%



Risk-Sharing Settlement Example (SM) | Good Bids | BadBids | Bad Luck
ST Eallen i H9991-001 | H9992-001 | H9993-001

CPP a $135
DIR b $15 $15 $22.50
Reinsurance Subsidy C S23.80 $23.80 S51
Allowable Risk Corridor Costs d=a-b-c S51.20 $51.20 S61.50
Basic Premium + DS (MMR) e S80 S90 S80
Admin + Profit Load (Bid) f 35% 35% 35%
Target Amount g=ex(1-f) S52 S58.50 S52
Profit / (Loss) Amount h=g-d S0.80 S7.30 -S9.50
Profit / (Loss) % of Target i=h+g 1.54% 12.48% -18.27%
Risk-Sharing Settlement Previous Slide $0.00 -$2.62 $4.74

17




Results for the Year

Total Settlement Example (SM) Good Bids | BadBids | Bad Luck
H9991-001 | H9992-001 | H9993-001

Reinsurance Settlement -S0.20 -$26.20

LICS Subsidy Settlement b SO -S20 SlO
Risk-Sharing Settlement C SO -S2.62 S4.74
Total Settlements d=a+b+c -S0.20 -S548.82 S41.74

e Good Bids Ins. Co. — Owes SO.20M to CMS
e Bad Bids Ins. Co. — Owes $48.82M to CMS
e Bad Luck Ins. Co. — CMS owes back S41.74M




Estimating Accruals mid year

2%



Projecting Accruals

* What data do you already have?
e Time period of projection and available data
 Historical data
 Bid information
 Post-bid information




Projecting Allowed

e Rely on bid early in the year
* Rely on experience later in the year

e Day Of the Week (DOW)

e Weekdays (high util) vs. weekends and holidays (low util)

e How many weekdays, weekends, and holidays are in each
month?

e Seasonality?
e High cost drugs



2018 Allowed PMPM
$330

$320
$310
$300
$290
$280
$270
$260

5250
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec



Projecting Components of Allowed

e Using historical patterns

e Considerations:
e Credibility
e Part D program changes
* Plan benefit changes
e Population changes (NLI vs. LI)

* \What do Monthly MMR revenues look like?



Two of the Part D liability patterns (as a % of allowed)
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GDCA projection (data through April, as a %

of allowed)
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GDCA projection (data through April, as a % of allowed)

-

=[D,,orB_,]xA +A_,

Jan 7% 5%

Feb 20% 22%

Mar 28% 26%

Apr 32% 31%

May 34% 1.000 33%
Jun 36% 1.000 35%
Jul 38% 1.004 37%
Aug 40% 1.004 39%
Sep 42% 1.004 41%
Oct 44% 1.004 43%
Nov 46% 1.000 45%
Dec 48% 1.000 47%



PD program change to GDCA (as a % of allowed)
60%

50%
40%
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2019 TrOOP = $5,100
20% 2020 TrOOP = $6,350
Increase = $1,250
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Analyzing misses for next bid year



What causes a miss?

e For Reinsurance and LICS, prospective payments from
CMS are estimated at the time of bid submission, about
7 months before the beginning of the contract year.

e 2020 bids completed in April and May of 2019.

e No prospective payment other than the direct subsidy
and part D basic premium for the Risk Sharing
settlement, which is also estimated 7 moths before the
beginning of the year.



Common drivers of Reinsurance Settlement miss

e Larger than expected DIR

e Change PBM post bid submission, mid-year market checks
and other factors

e Not accounting for DIR directly at the plan level in
initial years of a Contract

e Not common, but unanticipated high cost drugs



Common drivers of LICS Settlement miss

e Failure to track and account for changes in NLI & LI
mix

e Failure to track and account for changes in mix of LI
cost sharing category




Common drivers of Risk Sharing Settlement miss

e Larger than expected DIR

e Change PBM post bid submission, mid-year market checks
and other factors

* Not accounting for DIR directly at the plan level in
initial years of a Contract

* Not accounting for additional revenue due to late
diagnosis data in risk sharing settlement
e By far the most often overlooked aspect of a settlement



Treatment of Settlements in Statutory
Statements



Treatment of Settlements in Statutory Statements

e Reinsurance and LICS

e |f an asset: Page 2, Line 17 (Amounts related to uninsured
plans)

e |f a liability: Page 3, Line 22 (Liability for amounts held
under uninsured plans)

e Both settlements are outside the scope of a
Statement of Actuarial Opinion

https://www.actuary.org/sites/default/files/files/publications/Practice Note Medicare Part D accounting practice note april2008.pdf



https://www.actuary.org/sites/default/files/files/publications/Practice_Note_Medicare_Part_D_accounting_practice_note_april2008.pdf

Treatment of Settlements in Statutory Statements

e Risk Sharing

e |f an asset: Page 2, Line 15.3 (Accrued retrospective
premiums)

e |f a liability: Page 3, Line 4 (Aggregate health policy
reserves)

* This settlements is within the scope of a Statement
of Actuarial Opinion

https://www.actuary.org/sites/default/files/files/publications/Practice Note Medicare Part D accounting practice note april2008.pdf



https://www.actuary.org/sites/default/files/files/publications/Practice_Note_Medicare_Part_D_accounting_practice_note_april2008.pdf

Changes in Rebates for 2020 impacting

Part D accruals



Rebates at point of sale and Part D Settlements

e February 6, 2019 proposed revisions to federal Anti-
Kickback Statue (AKS) would prohibit plan sponsors
from retaining manufacturer rebates

e Theoretically impacts Reinsurance and Risk Sharing
settlements

e Awaiting final rule



Questions, Comments and Conclusion

Thank youl!
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