
 AQUARIUS CAPITAL 1

Michael Michael L. L. Frank, ASA, MAAA, FCAFrank, ASA, MAAA, FCA

Donald J. Rusconi II, CFADonald J. Rusconi II, CFA

Aquarius CapitalAquarius Capital

May 19, 2010 @ 11:30amMay 19, 2010 @ 11:30am

1818thth Annual Annual
Medicaid Managed Care CongressMedicaid Managed Care Congress

ÒÒShrink the Communication Gap byShrink the Communication Gap by
Understanding of Actuarial SoundnessUnderstanding of Actuarial SoundnessÓÓ



 AQUARIUS CAPITAL 2

Copyright and DisclaimerCopyright and Disclaimer

The material contained in this presentation has been prepared solely forThe material contained in this presentation has been prepared solely for

informational purposes by Aquarius Capital Solutions Group LLC (Aquarius).informational purposes by Aquarius Capital Solutions Group LLC (Aquarius).

The material is based on sources believed to be reliable and/or fromThe material is based on sources believed to be reliable and/or from

proprietary data developed by Aquarius, but we do not represent as to itsproprietary data developed by Aquarius, but we do not represent as to its

accuracy or its completeness. The content of this presentation is intended toaccuracy or its completeness. The content of this presentation is intended to

provide a general guide to the subject matter. Specialist advice should beprovide a general guide to the subject matter. Specialist advice should be

sought about your specific circumstances. This document and its contentssought about your specific circumstances. This document and its contents

are proprietary to Aquarius. Neither this document nor its contents may beare proprietary to Aquarius. Neither this document nor its contents may be

copied or reproduced in any manner without the express consent ofcopied or reproduced in any manner without the express consent of

Aquarius. Any requests or questions about this material should beAquarius. Any requests or questions about this material should be

forwarded to forwarded to mmcc-questions@aquariuscapital.commmcc-questions@aquariuscapital.com..
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Biography of AquariusBiography of Aquarius
¥¥ 20+ Years Experience - Life, Accident & Health20+ Years Experience - Life, Accident & Health
¥¥ Services Services ÐÐ Actuarial, Brokering/Consulting, Financial Analysis & Actuarial, Brokering/Consulting, Financial Analysis &

Modeling, Reinsurance, U/Wing, Risk MgmtModeling, Reinsurance, U/Wing, Risk Mgmt
¥¥ Clients:  Insurance Companies, HMOs, Reinsurers, Managed CareClients:  Insurance Companies, HMOs, Reinsurers, Managed Care

Companies, Government Entities and EmployersCompanies, Government Entities and Employers
¥¥ Credentials:  ASA, FCA, MAAA, CFACredentials:  ASA, FCA, MAAA, CFA!!
¥¥ Other Credentials:  Licensed broker and reinsurance intermediaryOther Credentials:  Licensed broker and reinsurance intermediary
¥¥ Actuarial Society of Greater New YorkActuarial Society of Greater New York
!! Positions:  Chairperson CE (2007-09);  President Elect (2010),Positions:  Chairperson CE (2007-09);  President Elect (2010),

President (2011)President (2011)
¥¥ Society of Actuaries - Section Councils:Society of Actuaries - Section Councils:
!! Current:  Reinsurance Section, Entrepreneurial Actuarial SectionCurrent:  Reinsurance Section, Entrepreneurial Actuarial Section
!! Retired:  Actuary of the Future SectionRetired:  Actuary of the Future Section
!! NAIC/AAA/CCA Committees & Task ForcesNAIC/AAA/CCA Committees & Task Forces

"" Health Reform, Reserving, Risk Based Capital, etc.Health Reform, Reserving, Risk Based Capital, etc.
¥¥ Website:  Website:  www.aquariuscapital.comwww.aquariuscapital.com
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OverviewOverview

¥¥ Role of the ActuaryRole of the Actuary
¥¥ Identify the latest aspects in risk managementIdentify the latest aspects in risk management

including pricing, provider risk contracting andincluding pricing, provider risk contracting and
capitationcapitation

¥¥ Impact of Healthcare ReformImpact of Healthcare Reform
¥¥ Regulatory environmentRegulatory environment
¥¥ Use of reinsurance as part of risk managementUse of reinsurance as part of risk management
¥¥ Open discussion and questionsOpen discussion and questions
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Definition of an ActuaryDefinition of an Actuary

¥¥ An actuary is a business professional who deals withAn actuary is a business professional who deals with
the financial impact of risk and uncertainty. Actuariesthe financial impact of risk and uncertainty. Actuaries
provide expert assessments of financial securityprovide expert assessments of financial security
systems, with a focus on their complexity, theirsystems, with a focus on their complexity, their
mathematics, and their mechanismsmathematics, and their mechanisms

¥¥ Actuaries mathematically evaluate the likelihood ofActuaries mathematically evaluate the likelihood of
events and quantify the contingent outcomes in orderevents and quantify the contingent outcomes in order
to minimize losses, both emotional and financial,to minimize losses, both emotional and financial,
associated with uncertain undesirable events.associated with uncertain undesirable events.

Source: WikipediaSource: Wikipedia
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Actuarial Organizations (US)Actuarial Organizations (US)

¥¥ Society of Actuaries (Society of Actuaries (www.soa.orgwww.soa.org))
¥¥ American Academy of Actuaries (American Academy of Actuaries (www.actuary.orgwww.actuary.org))
¥¥ Conference of Consulting Actuaries (Conference of Consulting Actuaries (www.ccactuaries.orgwww.ccactuaries.org))
¥¥ Casualty Actuarial Society (Casualty Actuarial Society (www.casact.orgwww.casact.org))
¥¥ Joint Board for Enrollment of Actuaries (Joint Board for Enrollment of Actuaries (www.irs.govwww.irs.gov))
¥¥ OtherOther

!! Actuarial ClubsActuarial Clubs
"" Actuarial Society of Greater New York (Actuarial Society of Greater New York (www.goasny.orgwww.goasny.org), many), many

othersothers

!! American Society of Pension Professionals and ActuariesAmerican Society of Pension Professionals and Actuaries
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Roles of the Health ActuaryRoles of the Health Actuary
¥¥ Society of ActuariesSociety of ActuariesÕÕ Database:  March 2010 Database:  March 2010

!! 3,610 identified as Health Actuaries by Primary Area of3,610 identified as Health Actuaries by Primary Area of
PracticePractice

!! 2,554 belong to Health Section2,554 belong to Health Section

¥¥ TraditionalTraditional

!! PricingPricing

!! ReservingReserving

!! Product DevelopmentProduct Development

!! Rate Filings & ComplianceRate Filings & Compliance

¥¥ Underwriting SupportUnderwriting Support

¥¥ Financial Reporting & AnalysisFinancial Reporting & Analysis

¥¥ Reinsurance PurchasingReinsurance Purchasing

¥¥ Other:  Audits (e.g., Forensic Audits), Expert WitnessOther:  Audits (e.g., Forensic Audits), Expert Witness
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Guidelines for ActuariesGuidelines for Actuaries
¥¥ Actuarial Standards of Practice (ASOPs)Actuarial Standards of Practice (ASOPs)

!! The actuaryThe actuaryÕÕs s ÒÒbiblebibleÓÓ
!! Today:  There are 44 of them Today:  There are 44 of them ÐÐ Know which apply Know which apply
!! Find them at the following address:Find them at the following address:

http://www.actuarialstandardsboard.org/asops.asphttp://www.actuarialstandardsboard.org/asops.asp
!! Know the standards, the exceptions, the theory, theKnow the standards, the exceptions, the theory, the

practical application(s)practical application(s)
!! They are They are ÒÒsafe harborssafe harborsÓÓ, not recipes especially based on, not recipes especially based on

the factsthe facts
!! Several applicable specifically to health care actuaries,Several applicable specifically to health care actuaries,

however some have been repealed (e.g., Nos. 16 & 31 forhowever some have been repealed (e.g., Nos. 16 & 31 for
health actuaries)health actuaries)

8
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Factors Considered for RateFactors Considered for Rate
DevelopmentDevelopment

¥¥ Incurred Claim Estimates (Reserve accuracy)Incurred Claim Estimates (Reserve accuracy)

¥¥ Demographic AdjustmentsDemographic Adjustments

¥¥ Plan ChangesPlan Changes

¥¥ Adverse Selection Adverse Selection ÐÐ Morbidity adjustments Morbidity adjustments

¥¥ Changes in Underlying Cost StructureChanges in Underlying Cost Structure
!! Provider ContractsProvider Contracts

!! Subcontracting or CapitationSubcontracting or Capitation

!! Utilization ManagementUtilization Management

!! Administrative Expenses and MarginsAdministrative Expenses and Margins

!! Other Taxes and Assessments (e.g., premium tax, state pool taxes, healthcareOther Taxes and Assessments (e.g., premium tax, state pool taxes, healthcare
reform)reform)

¥¥ Healthcare TrendHealthcare Trend
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What is a good number for TrendWhat is a good number for Trend
(Healthcare Cost Inflation)?(Healthcare Cost Inflation)?

Is it ever
negative?
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Components of Healthcare TrendComponents of Healthcare Trend

¥¥ Components:Components:

!! Price Inflation (e.g., fee schedules)Price Inflation (e.g., fee schedules)

!! UtilizationUtilization

!! Deductible LeveragingDeductible Leveraging

!! Technological AdvancesTechnological Advances

!! Cost ShiftingCost Shifting

¥¥ Rate Filings:  What will be accepted by insuranceRate Filings:  What will be accepted by insurance
regulators in the rate filing process?regulators in the rate filing process?

11
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Impact of Provider ContractingImpact of Provider Contracting
(Potential Risks to Mitigate)(Potential Risks to Mitigate)

¥¥ Changes in contracting strategy may result in adverseChanges in contracting strategy may result in adverse
risk shifting to other servicesrisk shifting to other services
!! Move from Per Diem to Case Rates - May create additionalMove from Per Diem to Case Rates - May create additional

post acute costs (rise in subacute, rehab, SNF, home care).post acute costs (rise in subacute, rehab, SNF, home care).
A factor for Medicaid DualsA factor for Medicaid Duals

¥¥ Significant cuts in fee schedules may result inSignificant cuts in fee schedules may result in
changes in billing practiceschanges in billing practices
!! Code creep or additional billing of procedures (e.g., officeCode creep or additional billing of procedures (e.g., office

visit charges added to specialty procedures)visit charges added to specialty procedures)
!! Increase admin cost to providers to implement healthcareIncrease admin cost to providers to implement healthcare

reformreform
!! Potential to create access to care issuesPotential to create access to care issues
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DemographicsDemographics

¥¥ More Complex Conditions More Complex Conditions ÐÐ Morbidity Adjustments Morbidity Adjustments

¥¥ Co-Morbidities Co-Morbidities ÐÐ Medical and Psychological Medical and Psychological

¥¥ Non-CompliantNon-Compliant

¥¥ Communication ChallengesCommunication Challenges

Will medical
management initiatives
impact utilization?
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Types of Reserving MethodologyTypes of Reserving Methodology

¥¥ Reserve MethodologiesReserve Methodologies
!! Lag Development (Lag Development (ÒÒCompletionCompletionÓÓ Factors) Factors)
!! Expected Loss RatioExpected Loss Ratio
!! Definitions of Definitions of ÒÒincurred claimsincurred claimsÓÓ
!! Premium Deficiency ReservePremium Deficiency Reserve

¥¥ Reserve TestingReserve Testing
¥¥ Vary by Lines of BusinessVary by Lines of Business
¥¥ Vary by Maturity and Credibility of ExperienceVary by Maturity and Credibility of Experience
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Reserving ConsiderationsReserving Considerations

¥¥ Understanding of Data Components and LimitationsUnderstanding of Data Components and Limitations
¥¥ Contract BasisContract Basis

!! IncurredIncurred
!! Incurred & PaidIncurred & Paid
!! Paid Paid ÐÐ Mature vs. Immature Mature vs. Immature

¥¥ Differences in Underlying Data (normalize for plan, demos,Differences in Underlying Data (normalize for plan, demos,
etc.)etc.)

¥¥ Selecting appropriate completion factors for specific lines ofSelecting appropriate completion factors for specific lines of
business:business:
!! CommercialCommercial
!! MedicaidMedicaid
!! MedicareMedicare
!! Managed Care Carve-outsManaged Care Carve-outs
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Other Expenses and ConsiderationsOther Expenses and Considerations

¥¥ Managing SG&A costsManaging SG&A costs
¥¥ Impact of Implementing Healthcare ReformImpact of Implementing Healthcare Reform

!! System ImplementationSystem Implementation
!! ReportingReporting
!! Measuring and Maintaining QualityMeasuring and Maintaining Quality

¥¥ Outsourcing expenses to Outsourcing expenses to capitatedcapitated third party third party
vendorsvendors
!! How will minimum loss ratios be impacted by this?How will minimum loss ratios be impacted by this?

¥¥ Cost of Enrolling New Medicaid MembersCost of Enrolling New Medicaid Members
¥¥ Cost of Member RetentionCost of Member Retention
¥¥ Federal and State Funding:  Managing DeficitsFederal and State Funding:  Managing Deficits
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Challenges in Actuarial AssessmentsChallenges in Actuarial Assessments

¥¥ Quality of DataQuality of Data
¥¥ Availability of Data (Historical Information)Availability of Data (Historical Information)
¥¥ Impact of Current ExperienceImpact of Current Experience
¥¥ Changes in underlying population (e.g.,Changes in underlying population (e.g.,

demographics)demographics)
¥¥ Valuing the impact of plan changesValuing the impact of plan changes
¥¥ Anticipating changes in cost structure andAnticipating changes in cost structure and

financial impact (e.g., network contracting,financial impact (e.g., network contracting,
utilization)utilization)

¥¥ Impact of changing administrative costsImpact of changing administrative costs
¥¥ Impact of regulatory environmentImpact of regulatory environment

17
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Healthcare Reform ActHealthcare Reform Act

¥¥ The Patient Protection and Affordable Care ActThe Patient Protection and Affordable Care Act
(PPACA) was enacted on 3/23/10.(PPACA) was enacted on 3/23/10.

¥¥ Targets coverage for 95% of population includingTargets coverage for 95% of population including
32 million currently uninsured.32 million currently uninsured.

¥¥ Implementation will be in stages with targetedImplementation will be in stages with targeted
full implementation by 2014.full implementation by 2014.
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Updates in the Actuarial Industry onUpdates in the Actuarial Industry on
Healthcare ReformHealthcare Reform

¥¥ Conference of Consulting ActuariesConference of Consulting Actuaries
!! Healthcare Reform Task ForceHealthcare Reform Task Force

¥¥ American Academy of ActuariesAmerican Academy of Actuaries
!! Healthcare Reform Task ForceHealthcare Reform Task Force

¥¥ Society of ActuariesSociety of Actuaries
!! Research by SOAResearch by SOA
!! Section Council InitiativesSection Council Initiatives

"" Health Section, Reinsurance Section, Social Insurance,Health Section, Reinsurance Section, Social Insurance,
etc.etc.

"" Insurance Company and Consulting Firm VolunteersInsurance Company and Consulting Firm Volunteers
along with Society of Actuaries employeesalong with Society of Actuaries employees
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American Academy of Actuaries InitiativesAmerican Academy of Actuaries Initiatives
on Healthcare Reform (on Healthcare Reform (as of May 14, 2010as of May 14, 2010))

¥¥ The AcademyThe AcademyÕÕs HPC has created a number of groups tos HPC has created a number of groups to
look at specific provisions of PPACA, including:look at specific provisions of PPACA, including:

!! Medical loss ratio reporting and rebatesMedical loss ratio reporting and rebates
!! New premium review processNew premium review process
!! Grandfathering provisionsGrandfathering provisions
!! Temporary high-risk poolTemporary high-risk pool
!! Reinsurance for early retireesReinsurance for early retirees
!! Near-term benefit and eligibility changesNear-term benefit and eligibility changes

¥¥ The initial focus is on those provisions that take effect inThe initial focus is on those provisions that take effect in
2010-2011. Additional groups will be created to address2010-2011. Additional groups will be created to address
long-term issues.long-term issues.

¥¥ Working with HHS regarding the issues identified above, asWorking with HHS regarding the issues identified above, as
well as the CLASS Act (voluntary long-term care program)well as the CLASS Act (voluntary long-term care program)
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American Academy of ActuariesAmerican Academy of Actuaries
(Continued)(Continued)

¥¥ Medical loss ratiosMedical loss ratios
!! Response to HHS request for comments on MLR provisions inResponse to HHS request for comments on MLR provisions in

PPACA.PPACA.
!! Letter to the NAIC outlining a number of issues/questions forLetter to the NAIC outlining a number of issues/questions for

consideration related to the new MLR provisionsconsideration related to the new MLR provisions
!! Letter to the NAIC responding to their request regarding statisticalLetter to the NAIC responding to their request regarding statistical

credibilitycredibility
!! Letter to the NAIC regarding the potential for market disruption in theLetter to the NAIC regarding the potential for market disruption in the

individual marketindividual market
¥¥ New premium review processNew premium review process

!! Response to HHS request for comments on premium reviewResponse to HHS request for comments on premium review
provision.provision.

!! Letter to the NAIC outlining a number of issues for consideration onLetter to the NAIC outlining a number of issues for consideration on
the new premium review process.the new premium review process.

¥¥ Reinsurance program for early retireesReinsurance program for early retirees
!! Response to interim, final rules on the new reinsurance programResponse to interim, final rules on the new reinsurance program
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Loss Ratio RestrictionsLoss Ratio Restrictions
¥¥ Minimum Medical Loss RatiosMinimum Medical Loss Ratios

!! 85% large group85% large group

!! 80% small groups/individuals80% small groups/individuals

¥¥ Formula for Medical Loss Ratio Calculation:Formula for Medical Loss Ratio Calculation:

(Claims + Loss Adjustment Expenses + Activities to Improve Health Care)(Claims + Loss Adjustment Expenses + Activities to Improve Health Care)

(Earned Premium (Earned Premium ÐÐ State Fees) State Fees)

¥¥ Key Dates:Key Dates:
!! 2010:2010: Require reporting of loss ratiosRequire reporting of loss ratios

!! 2011:2011: Require to provide rebatesRequire to provide rebates

¥¥ Report from NAIC Report from NAIC ÐÐ Released May 11, 2010 Released May 11, 2010
!! Response to Response to ÒÒRequest for Information Regarding  Section 2718 of the PublicRequest for Information Regarding  Section 2718 of the Public

Health Service ActHealth Service ActÓÓ

!! Response to April 14, 2010 questions from Federal RegisterResponse to April 14, 2010 questions from Federal Register

22
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Loss Ratio Restrictions (Continued)Loss Ratio Restrictions (Continued)
¥¥ Questions:Questions:

!! What is included in the loss ratio calculation for determining rebates?What is included in the loss ratio calculation for determining rebates?
!! What requirements will be done for handling and review of reserveWhat requirements will be done for handling and review of reserve

calculations?calculations?
!! How are loss ratios to be aggregated?How are loss ratios to be aggregated?

"" Policy?Policy?
"" Product line?Product line?
"" Company (subsidy)?Company (subsidy)?
"" Holding Company?Holding Company?

!! Impact of capitation arrangements?Impact of capitation arrangements?
!! Critical Mass:  How do smaller plans or new product ventures in largerCritical Mass:  How do smaller plans or new product ventures in larger

plans handle calculation if they do not achieve a critical mass?plans handle calculation if they do not achieve a critical mass?
!! Multi-year calculations?Multi-year calculations?

"" Risk attaching vs IncurredRisk attaching vs Incurred
"" Deficit carryforwards?Deficit carryforwards?

!! What is in Loss adjustment expensesWhat is in Loss adjustment expenses

23
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Potential Demographic ChangesPotential Demographic Changes

¥¥ Commercial Plans covering dependents up to age 26Commercial Plans covering dependents up to age 26

¥¥ Changes in EligibilityChanges in Eligibility
!! Definition of Poverty Level and Medicaid EligibilityDefinition of Poverty Level and Medicaid Eligibility

"" Expand income to a national floor of 133% FPLExpand income to a national floor of 133% FPL

"" Removes dependent children requirement for non-disabled adults under age 65Removes dependent children requirement for non-disabled adults under age 65

!! What does the demographics of current uninsured look like?What does the demographics of current uninsured look like?
"" Pre-existing conditionsPre-existing conditions

"" Do they look like SSI or non-SSIDo they look like SSI or non-SSI

¥¥ Impact of State Specific InitiativesImpact of State Specific Initiatives
!! Lower Income Child Benefit Plans (e.g., Child Health Plus)Lower Income Child Benefit Plans (e.g., Child Health Plus)

!! Lower Income Adult Lower Income Adult CoveragesCoverages (e.g., Family Health Plus) (e.g., Family Health Plus)

!! Low Income Commercial Plans (e.g., NY has Low Income Commercial Plans (e.g., NY has HealthyNYHealthyNY))

!! Impact of State Demographic PoolsImpact of State Demographic Pools

24
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Other Material ChangesOther Material Changes
¥¥ Offer preventative coverage with no Offer preventative coverage with no copayscopays/cost sharing/cost sharing

¥¥ Removing of Pre-X (initially children and then all adults)Removing of Pre-X (initially children and then all adults)

¥¥ Charges to Fund Healthcare ReformCharges to Fund Healthcare Reform
!! State Risk Pool ChargesState Risk Pool Charges

¥¥ CHIP Plan Changes CHIP Plan Changes ÐÐ Appears not to be material at this point Appears not to be material at this point
in time (potential subsidy increase/match rate in 2015)in time (potential subsidy increase/match rate in 2015)

¥¥ Grandfathering of PlansGrandfathering of Plans

¥¥ Unlimited Lifetime MaximumsUnlimited Lifetime Maximums

¥¥ Reinsurance Subsidy for Pre-65 Retirees (ages 55-64)Reinsurance Subsidy for Pre-65 Retirees (ages 55-64)

25
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Recent DevelopmentsRecent Developments
¥¥ Healthcare Reform appears to be moving away from highHealthcare Reform appears to be moving away from high

deductible plans (e.g., Massachusetts for credible coverage)deductible plans (e.g., Massachusetts for credible coverage)
!! Potential move away from Potential move away from ÒÒskin in the gameskin in the gameÓÓ plan designs for plan designs for

membersmembers
!! Impacts the three legged stool (members, providers, health plans)Impacts the three legged stool (members, providers, health plans)

¥¥ The demise of the limited benefits/mini-med plans (notThe demise of the limited benefits/mini-med plans (not
deemed credible coverage plus deemed credible coverage plus ÒÒlitigious nightmarelitigious nightmareÓÓ) ) ÐÐ May May
survive as gap plans but not as primary coverage as originallysurvive as gap plans but not as primary coverage as originally
marketedmarketed

¥¥ Potential improvements for home care servicesPotential improvements for home care services
!! Create new Medicaid state plan to handle two chronic conditionsCreate new Medicaid state plan to handle two chronic conditions

(2011 initiative)(2011 initiative)

¥¥ Potential increase in primary care/preventative reimbursementPotential increase in primary care/preventative reimbursement
servicesservices

26
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Reform by 2014Reform by 2014
¥¥ Prohibited from Rating based on Health Status FactorsProhibited from Rating based on Health Status Factors
¥¥ May be able to give discounts for wellness participationMay be able to give discounts for wellness participation
¥¥ Guaranteed renewability of policiesGuaranteed renewability of policies
¥¥ No Pre-existing Conditions (all ages)No Pre-existing Conditions (all ages)
¥¥ Unable to rate for the following:Unable to rate for the following:

!! Health StatusHealth Status
!! Medical HistoryMedical History
!! Specific Claims ExperienceSpecific Claims Experience
!! Evidence of InsurabilityEvidence of Insurability
!! Genetic InformationGenetic Information
!! Receipt of HealthcareReceipt of Healthcare
!! DisabilityDisability
!! Any other factors as determined by HHSAny other factors as determined by HHS

27
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Survey of Insurance Dept ActuariesSurvey of Insurance Dept Actuaries

¥¥ Type of Medicaid program (e.g., Managed)Type of Medicaid program (e.g., Managed)
!! Medicare Dual Medicare Dual vsvs Non-Dual Non-Dual
!! TANF, SSI, and AFDCTANF, SSI, and AFDC

¥¥ Revenue Development:  Do plans file PMPM ratesRevenue Development:  Do plans file PMPM rates
and the state approves/disapproves or does the stateand the state approves/disapproves or does the state
calculate the PMPM rate at which the plan will becalculate the PMPM rate at which the plan will be
paid.paid.

¥¥ Actuarial Staff:  In-house or subcontractor?Actuarial Staff:  In-house or subcontractor?
¥¥ If the state is determining PMPM rates, do they utilizeIf the state is determining PMPM rates, do they utilize

morbidity risk adjustment factors for each plan?morbidity risk adjustment factors for each plan?
!! Age AdjustmentAge Adjustment
!! Type of Medicaid (SSI, etc.)Type of Medicaid (SSI, etc.)
!! Other:   Various factors (e.g., CDPS system)Other:   Various factors (e.g., CDPS system)
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Survey of Insurance Dept (Continued)Survey of Insurance Dept (Continued)

¥¥ Other state funded/subsidized plans beyond MedicaidOther state funded/subsidized plans beyond Medicaid
for individuals who do not qualify for Medicaid butfor individuals who do not qualify for Medicaid but
are below a certain income level?are below a certain income level?
!! Family Health Plus, Child Health Plus, etc.Family Health Plus, Child Health Plus, etc.
!! Fate of these programs to be determined.Fate of these programs to be determined.

¥¥ State Reinsurance - VariesState Reinsurance - Varies
!! HMOs paid capitation with certain services carve-out feeHMOs paid capitation with certain services carve-out fee

for servicefor service
!! Maternity, low birth weight, high cost drugsMaternity, low birth weight, high cost drugs

¥¥ Changes in resources due to healthcare reformChanges in resources due to healthcare reform
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Insurance Department ActuariesInsurance Department Actuaries

¥¥ 164 actuaries (all disciplines) in 36 states164 actuaries (all disciplines) in 36 states

¥¥ 42 health actuaries in 20 states42 health actuaries in 20 states

¥¥ Many insurance departments will subcontract to third partyMany insurance departments will subcontract to third party
actuaries (consultants) to evaluate health actuarial matters.actuaries (consultants) to evaluate health actuarial matters.

¥¥ Issue:  May create inconsistencies in the reviewIssue:  May create inconsistencies in the review
process.process.

Number of Number of %
Actuaries States Total

3+ 4 8%
2 4 8%
1 12 24%
0 30 60%

Total 50 100%
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Medical Reinsurance PurchasersMedical Reinsurance Purchasers
¥¥    Insurance CarriersInsurance Carriers

!! Program Managers on Behalf of Carrier Program Managers on Behalf of Carrier ClientsClients
"" Managing General Underwriters (MGUs)Managing General Underwriters (MGUs)
"" Third Party Administrators (TPAs)Third Party Administrators (TPAs)
"" Marketing Entities/General AgenciesMarketing Entities/General Agencies

¥¥    Reinsurers/Reinsurers/RetrocessionairesRetrocessionaires
¥¥  Captive Insurance Companies  Captive Insurance Companies
¥¥  Health Maintenance Organizations (HMOs)  Health Maintenance Organizations (HMOs)
¥¥  Medical Provider Groups (  Medical Provider Groups (ÒÒRisk TakingRisk TakingÓÓ))
¥¥  Employer Groups (  Employer Groups (ÒÒSelf-FundedSelf-FundedÓÓ))
¥¥    Disease Disease Management/Carve-Outs (Management/Carve-Outs (ÒÒRisk BearingRisk Bearing

EntitiesEntitiesÓÓ))
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Reinsurance Pricing ConsiderationsReinsurance Pricing Considerations
¥¥ Multiple reinsurance structures (e.g., quota share, excess, etc)Multiple reinsurance structures (e.g., quota share, excess, etc)

¥¥ Unlimited Benefit MaximumsUnlimited Benefit Maximums

¥¥ Minimum Loss Ratio RequirementsMinimum Loss Ratio Requirements
!! How does this flow through to reinsurers?How does this flow through to reinsurers?

!! Similarities to third party Similarities to third party capitatedcapitated vendors? vendors?

¥¥ Waiver of pre-existing conditionsWaiver of pre-existing conditions
!! Although direct writers need to cover, reinsurers may consider rating up orAlthough direct writers need to cover, reinsurers may consider rating up or

laseringlasering certain large claimants? certain large claimants?

¥¥ Case mix changes within a reinsurerCase mix changes within a reinsurer

¥¥ Provider contracting changesProvider contracting changes

¥¥ Layer for pre-65 retirees (ages 55 to 64)Layer for pre-65 retirees (ages 55 to 64)
!! 80% for claims between $15k and $90k80% for claims between $15k and $90k

¥¥ Impact of Leverage TrendImpact of Leverage Trend
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Medicaid Medicaid ÐÐ Large Reinsurance Claims Large Reinsurance Claims

¥¥ Medicaid AFDC/TANFMedicaid AFDC/TANF
!! Population Population ÐÐ Primarily females of child bearing age and children Primarily females of child bearing age and children

!! 82% of claims are premature infants and congenital anomalies82% of claims are premature infants and congenital anomalies

¥¥ Medicaid SSIMedicaid SSI
!! Population Population ÐÐ Primarily aged, blind, and disabled individuals Primarily aged, blind, and disabled individuals

!! 29% of claims are transplants; 26% of claims are cancer29% of claims are transplants; 26% of claims are cancer

¥¥ Medicaid/Medicare DualsMedicaid/Medicare Duals
!! 50% of claims for Circulatory and Respiratory50% of claims for Circulatory and Respiratory

!! Some cancers, digestive diagnoses, and infectious diseases.Some cancers, digestive diagnoses, and infectious diseases.

Source:  Summit Re (Source:  Summit Re (www.summit-re.comwww.summit-re.com) HMO Reinsurance Business 2005-) HMO Reinsurance Business 2005-
20072007
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State as ReinsurerState as Reinsurer

¥¥ MedicaidMedicaid
!! Some states reimburses plans for low birth weightSome states reimburses plans for low birth weight

(premature) babies(premature) babies

!! Cover cost for high cost drug plansCover cost for high cost drug plans

¥¥ Other Subsidized State BenefitsOther Subsidized State Benefits
!! Mental Health Mental Health ÐÐ Timothy TimothyÕÕs Law for Commercials Law for Commercial

!! HealthyNYHealthyNY - Reimburses health plans for 90 percent of - Reimburses health plans for 90 percent of
claims paid between $5,000 and $75,000 on behalf of aclaims paid between $5,000 and $75,000 on behalf of a
member in a calendar year.member in a calendar year.

!! Many other programsMany other programs
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CapitatedCapitated Vendor Reinsurance Vendor Reinsurance

¥¥ CapitatedCapitated entity assumes  entity assumes risk from HMOrisk from HMO
¥¥ Vendor Vendor guarantees guarantees reduction reduction in in cost cost due to:due to:

!! Better Better contractscontracts
!! Reduced utilization (e.g., admits, reduced Reduced utilization (e.g., admits, reduced length oflength of

stay)stay)
¥¥ Vendor has same exposure issues as HMOVendor has same exposure issues as HMO

!! Healthcare Reform:  Demographic risk, etc.Healthcare Reform:  Demographic risk, etc.
¥¥ HMO HMO requires guaranteed savingsrequires guaranteed savings

!! Letter of credit from Letter of credit from vendor vendor to assume risk reserveto assume risk reserve
transfer transfer (e.g., 3 (e.g., 3 months capitation)months capitation)

!! Vendor Vendor obtains a reinsurance policy to protect againstobtains a reinsurance policy to protect against
insolvencyinsolvency
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CapitatedCapitated Vendor Vendor
Reinsurance Reinsurance ÒÒFood ChainFood ChainÓÓ

DIRECT
BROKER/GA

EMPLOYER

HMO CONSULTANT(S)

CAPITATED VENDOR INTERMEDIARY

REINSURER
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Reinsurance Websites to Know!Reinsurance Websites to Know!

¥¥ Self-Insurance Institute of America (Self-Insurance Institute of America (www.SIIA.orgwww.SIIA.org))

¥¥ Society of Professional Benefit AdministratorsSociety of Professional Benefit Administrators
((www.SPBATPA.orgwww.SPBATPA.org))

¥¥ MyHealthGuideMyHealthGuide LLC ( LLC (www.myhealthguide.comwww.myhealthguide.com))

¥¥ SOA Reinsurance Section Council (SOA Reinsurance Section Council (www.soa.orgwww.soa.org))
!! http://www.soa.org/professional-http://www.soa.org/professional-

interests/reinsurance/rein-reinsurance-section-detail.aspxinterests/reinsurance/rein-reinsurance-section-detail.aspx
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Open Discussion & QuestionsOpen Discussion & Questions

Michael L. Frank, ASA, MAAA, FCA

President & Actuary
Aquarius Capital

Phone:  (914) 933-0063

E-Mail:  michael.frank@aquariuscapital.com

Donald J. Rusconi II, CFA

Vice President & CFO
Aquarius Capital

Phone:  (203) 458-1495

E-Mail:  donald.rusconi@aquariuscapital.com

Website:  www.aquariuscapital.com

(Visit (Visit ÒÒAquarius in the NewsAquarius in the NewsÓÓ on Websites) on Websites)


