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I FIRM PROFILE

Lewis & Ellis, Inc. is among the leading actuarial firms in the country. For over 40 years,
we have served clients from coast to coast in all facets of life, health, employee benefits
and property and casualty insurance. We strive to provide innovative and cost-cffective
answers to our clients’ questions. We use our technical training and specialized knowledge
to help identify the clients’ needs and analyze immediate or potential problems. Using
imagination and available resources, we develop creative and workable solutions to solve
the identified problems. All during the working relationship, we communicate with the
client giving them a basis for effective decision-making.

Services provided to various clients over the past several years have included actuarial
examinations and assistance in connection with examinations of insurance companies
conducted by state insurance departments, as well as actuarial services and management
consulting for other regulatory agencies, life and health insurance companies, related
financial institutions, employers, and property and casualty insurance companies. In
addition, we are a leading purveyor of illustration software for insurance companies around
the country.

Lewis & Ellis, Inc. operates as a corporation and is incorporated in the state of Texas. We
have offices located in Kansas City, Baltimore and Dallas. The firm employs
approximately 60 people, including 21 Fellows of the Society of Actuaries (FSA) and 5
Associates of the Society of Actuaries (ASA). All of the FSA’s and ASA’s are also
Members of the American Academy of Actuaries (MAAA). All of the consultants and
employees of Lewis & Ellis operate with strict adherence to ethical and professional
standards.

'The Kansas City office is currently staffed by 10 FSA’s and a technical support staff of 10
employees consisting of a combination of ASA’s, actuarial technicians and computer
systems personnel. Our professional needs are regularly reviewed and appropriate staff is
added as necessary. We are committed to having sufficient resources to respond in a
professional and timely manner to all examinations and other projects that might arise. An
additional staff of 7 provides the resources for insurance illustration software development.
Actuaries are also important in this area of practice.

Lewis & Ellis, Inc. has extensive experience in conducting actuarial examinations, rate
reviews and providing other assistance to state insurance departments, including the states
of Wisconsin, Michigan, Kansas, Missouri, Arizona, Rhode Island, Connecticut,
Pennsylvania, Massachusetts, lowa, California, South Dakota, Oregon, Texas, Arkansas
and Ohio.
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We have also been retained by, or on behalf of, other regulatory agencies to provide
actuarial services and expert testimony. These agencies include the Missouri Life and
Health Insurance Guaranty Association, the Missouri Office of Attorney General, the
Arizona Insurance Department, Arizona Joint Legislative Budget Committee, Michigan
Office of Financial and Insurance Regulation, and the Missouri Department of Insurance.

Other clients have included employers, health plans, insurance companies and provider
organizations, so we are well versed in all benefit and health care issues. This also
provides us with a unique perspective as to the issues, concerns and solutions to the
financing and rating of health care benefits. We understand all the perspectives and feel we
are well qualified to identify the clements of data and information to develop premium
rates. Some examples of our rate review experience and health insurance pricing
experience are listed below.

Michigan OFIR: L&E has conducted financial examinations of insurance companies,
conducted training sessions for OFIR examiners, conducted rate reviews of Blue Cross
Blue Shield Michigan individual, group and Medicare Supplement insurance products. In
September, 2009, Tom Handley testified in a rate hearing for the Medicare Supplement rate
review which resulted in the rate increase being reduced from the proposed 31.2% to 3.8%.

Massachusetts Department of Insurance: L&E has conducted rate reviews of various
insurance company product and rate increase filings. L&E is also providing actuarial
assistance to the Massachusetts DOI on their rate review grant addressing specifically
contribution to surplus experienced by insurers and benefit plan rate relativities.

CMS: L&E has performed the rate reviews of the Medicare Advantage and Prescription
Drug Plans on their annual filings with CMS. Tom Handley, Tony Proulx, Karen Elsom
and Heather Robinson have all been involved in this activity. Some of the health plans and
insurers reviewed by Tom Handley for their Medicare Advantage products have included
Independence Blue Cross, Kaiser Health Plans, Empire Blue Cross Blue Shield and their
Medicare Advantage products.

Healthcare Group of Arizona: L&E has prepared the rates charged by this insurer of small
employers since 2008. The eligible groups are those who have not been able to obtain
coverage on the open market. L&E has provided advice as to benefits offered, appropriate
administrative fees for the participating provider health plans and rating strategies by group
size. As a result of the L&E efforts for the last three rating periods, HGA has seen their
enrollment stabilize, financial results stabilize and rate increases go from over 20% the first
year to an average of 7.9% for the year beginning September 2010. This year we also
provided the rate work for the PPACA changes.

Government Emplovees Health Association (GEHA): L&E has prepared the annual claim

reserves for this large insurer of federal employees (500,000). We provide actuarial
assistance on the rates for all three medical products they offer. We have provided
actuarial assistance on rates for the dental products they offer. This year, L&E worked
with GEHA and OPM (Office of Personnel Management) to develop the rates for the states
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that selected the federal option for the PCIP (Pre-existing Conditions Insurance Plan).
LL&E has provided rates for 31 states. In addition to providing the rates we also furnished
estimates of the subsidy that would be required from the federal government.

L&FE Health Care Cost Model

The L&E Health Care Cost Model was developed back in the 1990s as a tool for evaluating
benefit changes and testing the impact of utilization and network reimbursement changes for
HMO and PPO products. We have continued to build a data base from client and public
data sources to make updates to the values in the Model. The Model gives us a unique
advantage when evaluating benefit plans and identifying changes needed to meet budget
targets. The Model can be modified to fit each plan’s demographics and its historical
utilization rates and reimbursement levels. This provides us with a more accurate estimate
of the impact of changes to benefits, utilization and reimbursement than those models that
only use standard values for an ‘average’ group. It can also provide the means to compare a
health plan’s utilization to industry norms to identify those areas needing the most emphasis.
Our norms are area and benefit plan specific and reflect data we have captured dating as far
back as 1993. This data is from over 300 managed care plans so will reflect the possible
variations in utilization and cost levels. The Cost Model is interactive which allows us to
determine the impact of changes within seconds of input. Using the L&E Health Care Cost
Model will help us develop recommendations as to --

a. Benefit changes in areas where utilization of services is greater than norms.

b. More aggressive management of utilization where utilization is greater than norms.
The burden of this will fall clearly on the administrator to perform.

c. Review of network reimbursement levels with identification of cost per service that
are greater than norm levels. We will discuss remedies for this with the network
managers.

A sample of the Model is included as Appendix B.

Effectiveness of Rate Review

The Overland Park, Kansas office has been particularly effective in negotiating lower rate
increases when working on behalf of insurance departments or employers. The office

enjoys a 94% success rate in lowering increases and has averaged lowering the increase by
5.2%.

Other Management Consulting Services

L&E is familiar with the rate review requirements in the Affordable Care Act as we have
described those rate review requirement on our website on our Health Care Reform page.
L&E has recently been used by Michigan, lowa and Massachusetts insurance
departments to conduct review of health insurance rate filings. L&E does prepare the
rates for several clients who provide insurance coverage to predominantly small
employers. These clients include Healthcare Group of Arizona, lowa Association of

A
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Electric Cooperatives and The League of Nebraska Municipalities. We would also use
the L&E Health Care Cost Model to evaluate benefit design or benefit changes. Part of
the analysis we do for the three small employer insurers mentioned includes analysis of
demographic factors such as gender, age and family size.
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IL. STAFF CAPABILITIES

Depth of Expertise: Tom Handley will serve as the lead consultant. He has assembled a
team of actuaries and consultants with significant experience in health care and health rating
issues. The analysis and data work will be performed or supervised by a team of FSA’s.
The primary point of contact is Tom Handley. The backup point of contact will be
Heather Robinson and if she is not available, Tony Proulx. Both Tom Handley and Tony
Proulx are partners in the firm and the senior health actuaries in the Overland Park office.

Summary of Staff Qualifications

Following are summaries of each actuary’s experience. More detailed resumes for each of
the actuaries to be assigned to the rate review project are included elsewhere in this
proposal.

Tom Handley has over 35 years of life and accident and health insurance experience. He
has worked with a number of Blue Cross and Blue Shield organizations, as well as
employers and associations in the area of employee benefits and rating of the health
coverage. He has worked for a number of different state agencies regarding accident and
health coverage. This work has entailed auditing, pricing, experience analysis and product
design. He has had assignments for Texas, Louisiana, Oklahoma, Kansas, Michigan and
Arizona state agencies, as well as, a number of different federal government agencies
(review of Medicare Advantage rates for CMS). For the first 18 years of his career, he
worked for three different insurance companies in actuarial reserving, health pricing and
product development and management system design. For his last insurance company
employer (Blue Cross Blue Shield Kansas City) he served as Vice President and Chief
Actuary.

Karen Elsom has over 20 years of life and health insurance experience, including actuarial
examinations for Wisconsin Office of the Commissioner of Insurance, Michigan Office of
Financial and Insurance Services, Arizona Insurance Department, Missouri Insurance
Department of Insurance and the Kansas Insurance Department since 1998. She has
extensive experience in pricing, rate filing, and product development of individual and
association accident and health insurance.

Tony Proulx has over 30 years experience in life and accident and health insurance. He has
extensive experience in Long Term Care insurance, having worked for three large LTC
insurers. Tony has substantial experience in supplemental health products. He has
performed almost 100 reviews of supplemental health filings for the Massachusetts
Division of Insurance. Tony has worked on 5 other projects for Massachusetts including
two current assignments to aid the Division in small group health regulation, funded by
their rate review grant. Tony has also worked with the Michigan Office of Financial and
Insurance Regulation, the Iowa Insurance Division and the Arizona legislature. He has also
been involved in the review of the Prescription Drug Plans (Part D) filed with CMS.
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Heather Robinson has over 15 years of experience in life and accident and health insurance.
She has product development, pricing, and valuation experience. She has significant
experience in analyzing experience and developing rates for individual, small group and
large group plans. She has worked for four insurance companies and is very familiar with
addressing state insurance department regulations with regards to rate filing and financial
reporting. Heather has also been involved in the review of Medicare Advantage rates for
CMS.

We believe the four people listed above will provide an adequate level of staffing for the
assignment. We will also use various levels of technical support staff as needed and based
on the nature of the assignment. Both Tom Handley and Tony Proulx have extensive
experience in providing training in all aspects of actuarial practice including pricing,
reserving and underwriting.

Tom Handley, Tony Proulx and Karen Elsom all are familiar and knowledgeable in the
applicable Actuarial Standards of Practice that could apply to health insurance rating which
includes Numbers 5, 8, 23, 25, 41 and 42.

Detailed resumes follow.
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THOMAS L. HANDLEY, FSA, MAAA

Vice President & Principal
Consulting Actuary, Kansas City Office

Prior Positions

1994-2003: DeFrain Mayer, Overland Park, Kansas; Principal

1989-1994: The Miller Group, Overland Park, Kansas; Principal

1982-1989: Blue Cross Blue Shield Kansas City, Missouri; Vice President, Actuarial Services
1975-1982: Central Life Assurance, Madison, WI; Second Vice President - Group Actuary
1971-1975: Business Men's Assurance Company, Kansas City, Missouri; Actuary

Responsibilities and Experience

« Development and pricing of all managed care products - HMO, PPO, POS and open access
+ Development and pricing of managed Medicare and Medicaid risk products

»  Provider reimbursement/fee surveys and analysis

» Development and pricing of A & H individual and group products

» Individual and group A & H experience analysis and repricing

+ Development of market-focused rating model for all managed care products (links utilization
and reimbursement assumptions to target rates)

+ State-specific certification of small employer A & H requirements

» Financial projections and forecasting

«  Group underwriting policy and strategy development

» Actuarial assistance to state insurance departments

+ A & H claim and contract reserves (insurance companies and HMO's)
»  Gross premium valuation testing for deficiency reserves

+ Rate filings with state insurance departments

» Benchmarking of utilization and costs for employers

 In depth utilization analysis of employer health plan costs

*  Actuarial attestation of Retiree Drug Subsidy for CMS

Author: Developing Premium Rates for a Preferred Provider Organization, Transactions
Society of Actuaries, 1985

Education
University of Kansas
B.A., Mathematics

Professional
Fellow, Society of Actuaries
Member, American Academy of Actuaries

... . ____.
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KAREN E. ELSOM, FSA, MAAA
Consulting Actuary, Kansas City office

Prior Position
1988-1998: Business Men’s Assurance Company, Kansas City, Missouri; Assistant Actuary

Responsibilities and Experience

+  Actuarial examinations of life insurance companies for state insurance departments
» Development, pricing and filing of new insurance products

+ Disability income and major medical rate increase development and state filings

+  Medicare Supplement annual state filings development and preparation

+ Financial reporting: GAAP, statutory, tax and management information

+ Development of lapse studies

-+ Small group major medical certification development and preparation

» Evaluation of reinsurance treaties

»  Annual statement development and preparation

Education
University of Nebraska - Lincoln,
B.S., Actuarial Science

Professional
Fellow, Society of Actuaries
Member, American Academy of Actuaries

w
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ANTHONY G. PROULX, FSA, MAAA

Vice President & Principal
Consulting Actuary, Kansas City office

Prior Positions

1999-2000:  Transamerica Occidental Life Insurance Co., Kansas City, Missouri; Director,
Financial Reporting, Long Term Care

1997-1999:  Conseco Companies, Carmel, Indiana; Assistant Vice President, Long Term Care
1987-1997:  Unum Life Insurance Co, Portland, Maine; Director

1981-1987.  John Hancock Mutual Life Insurance Co, Boston, Massachusetts; Assistant
Actuary

1978-1981:  Boston Mutual Life Insurance Co, Canton, Massachusetts; Associate Actuary

Responsibilities and Experience

. Financial reporting: GAAP, PGAAP, statutory, tax, dividend and management
information

« Financial analysis

» Financial projections and forecasting

» Cash flow testing

+ Development and pricing of new insurance products

» Policy forms compliance with state insurance departments
» Administer reinsurance agreements

+ Annual statement development and preparation

» Lapse studies

» Disability income and long term care claim continuance studies
+ Long term care claim cost analysis

s Implement valuation procedures and systems

» Coordination of disability income products

Education

Bowdoin College

B.A., Mathematics and Physics
Magna cum laude, Phi Beta Kappa

Professional
Fellow, Society of Actuaries
Member, American Academy of Actuaries
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HEATHER L. H. ROBINSON

Senior Actuarial Associate, Kansas City office

Prior Positions

2003-2006:  The Ceres Group, Mission, Kansas; Actuarial Analyst
2000-2003:  DeFrain Mayer, Overland Park, Kansas; Consulting Actuary

1998-2000:  American Chambers Life Insurance Co, Lenexa, Kansas; Senior Actuarial
Analyst

1994-1998:  Centennial Life Insurance Co, Merriam, Kansas; Senior Actuarial Analyst
1993-1994:  Providian Corporation, Louisville, Kentucky; Actuarial Student

Responsibilities and Experience

. Individual and group A & H experience analysis and rate repricing
. Medicare Supplement experience analysis and rate repricing

. Dental experience analysis and repricing

. Development and pricing of Medicaid risk products

. State-specific certification of individual and small employer A & H requirements
. Financial projections and forecasting

. In-depth utilization analysis of health plan costs

. Rate filings with state insurance departments

. Benchmarking of utilization and costs for employers

. A & H claim and contract reserves

. Annual statement preparation

. State insurance department complaint response and resolution
Education

Auburn University

B.S., Business Administration, Finance; Cum Laude
Georgia State University

Post-Baccalaureate — Actuarial Science

Professional

Society of Actuaries; Courses 1 & 2 passed

- . ..
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II1. REFERENCES

CLIENT Michigan Office of Financial and Insurance Regulation
CONTACT Karen Dennis

TITLE Director, Health Plans Division

ADDRESS 611 West Ottawa

CITY/STATE/ZIP Lansing, MI 48909

TELEPHONE NUMBER (517) 335-2053
SUMMARY OF SERVICES PERFORMED:

Provided review of the nongroup, conversion and Medicare Supplement rate filings made
in 2009 and 2010. Tom Handley did provide testimony in the rate hearing for the Medicare
Supplement filing. L&E has also provided analysis of various health reform proposals that
were made in 2009 by Michigan legislators. L&E did a study of market competitiveness in
conjunction with a proposed acquisition in 2009.
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CLIENT Massachusetts Division of Insurance

CONTACT Kevin Beagan

TITLE Deputy Commissioner
ADDRESS 100 Washington Street, Suite 810
CITY/STATE/ZIP Boston, MA 02118-6200

TELEPHONE NUMBER (617) 521-7323
SUMMARY OF SERVICES PERFORMED:
Review of rate filings for health products, such as Medicare Supplement, long term care and health

insurance, research projects as needed by the Division and assistance on two projects related to
small group regulation funded by their rate review grant.
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CLIENT Healthcare Group of Arizona

CONTACT Kevin Nolan

TITLE Deputy Director

ADDRESS 701 East Jefferson St., MD-1400
CITY/STATE/ZIP Phoenix, AZ 85034

TELEPHONE NUMBER (602) 417-6755

- SUMMARY OF SERVICES PERFORMED:

L&E has performed actuarial development of rates for this state agency providing coverage to
small employers in Arizona who have been without health coverage for at least 6 months.
L&E has prepared these rates for each of the last three years 2008 through 2010. Our support
includes not only rate development but also includes plan design advice and negotiation with
the contracting provider based plans. Most recently, we prepared the rates for the benefit plans
designed to comply with PPACA.
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CLIENT Government Employees Health Association (GEHA)

CONTACT Eileen Hutchinson

TITLE Vice President, Finance
ADDRESS 310 NE Mulberry
CITY/STATE/ZIP Lee’s Summit, MO 64086

TELEPHONE NUMBER (816) 434-4501
SUMMARY OF SERVICES PERFORMED:

L&E has provided actuarial support for rate development for the health plans GEHA
provides to federal government employees. The health plans include both medical and
dental coverage. The rate support needs to be insufficient detail to comply with Office of
Personnel Management (OPM) requirements. In 2010 since GEHA is the administrator for
the PCIP program, we have provided rates for the states that have selected the federal
option to provide this coverage required by PPACA. To date we have developed rates for
over 25 states. During this process we have been involved in negotiations that have
included GEHA, OPM and OCIIO (now CCIIO) representatives.

e ———————————————————— |
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IV.  SCOPE OF SERVICES

There are a number of activities described in the Scope of Services and we will address
those in our discussion of how we would complete each phase of the Project Work Plan.
We will list each of these activities and describe our approach to assisting on the activities.

Rate Review of Health Insurer Filings

Work collaboratively with the Office of the Insurance Commissioner (OIC) and Director of
Rates and Forms in reviewing life and health insurer rate filings for individual, group and
association products. In addition to assistance with reviews, we anticipate that we will
work to improve and enhance the review process especially in compliance with the
standards required by PPACA.

Our reviews follow the approach described below.

a. Review the historical experience used to develop the projected rates. Is the
experience base an appropriate period to use? Is it credible? Does it need to be
adjusted for selection, duration or benefit plan changes? Are the completion factors
used to get incurred claims appropriate? Many times we will request additional
information from the insurer to evaluate the experience base and historical trend
values.

b. Review of trend assumptions used. How was the trend developed? Did they
compare to other industry data? We like to take the historical data provided and
develop exponential regression trend projections. We find that this alternative
approach is very effective in assessing appropriateness of trend.

c. We will review the various factors applied in the filing. This could include
credibility, durational factors, geographical, benefit and demographic factors. We
will compare their factors to factors we have developed for such things as benefit
changes, demographic changes, area changes, etc. using the L&E Health Care Rate
Model (see Appendix B). Comparison to this independent rate source allows us to
determine reasonableness of the factors they have used.

d. We will look at the non claim components of the filing. This would include a
review of the administrative expense components and profit or risk contingency
components. We will compare the administrative loadings to our database of
insurer expense assumptions and financial statement files. This comparison as well
as comparing to other insurer filings in West Virginia will enhance the
determination of expense assumption reasonableness.

The core of our review involves preparing an independent calculation of the increase,
especially the trend factors used, and commenting on the differences. We believe the
mndependent calculation of the increase needed is the most complete process of review and
provides the best measure for assessing reasonableness of the increase. If our independent
calculation has resulted in a difference versus that proposed then we begin negotiations

L ___ ... ___ ___ . ]
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with the insurer with the insurance department. We have provided a sample report and
supporting exhibits in Appendix A that demonstrates our approach.

In addition to reviewing insurer rate increases for Insurance Departments, we have also
conducted reviews of insurer increases for employers. We follow a similar process and
negotiate with the insurers when there are differences. We have been successful in
negotiating a lower increase 93% of the time. The average proposed increase has been
16.5% and we have negotiated an average increase of 11%. This average 5.5% lower
increase has been worth $35 Per Employee Per Month.

We would use the L&E Health Care Rate Model to assess reasonableness of rates used for
mandated benefits. We could also compare other OIC filings where mandated benefit rates
were also included. We would also review the data and assumptions used by the insurers to
justify their rate levels. What is a reasonable value for mandated benefits and what
assumptions are reasonable?

Other Management Consulting Services and Special Reviews for OIC

We have done a number of other projects for insurance departments and state agencies. For
Michigan OFIR in 2009 to 2010 we have

1. Reviewed health reform proposals by Michigan legislators and provided comments
and recommendations to Michigan OFIR. There were two such proposals in 2009.
2. We have conducted a market competitive analysis for Michigan OFIR to assess the
impact on market competitiveness of a proposed acquisition of one health plan by
another in Michigan (late 2009 - early 2010).
3. Asan example of additional studies for Massachusetts, we have provided as
follows.
e Research as to contribution to surplus or profit by insurers doing business in
the state.
* Research on the relative values of benefit plans with variables such as
deductible, copays, coinsurance, age, gender, etc. The L&E Health Care
Rate Model was a key source for this study.
e Research on information available on the value of High Deductible Health
Plans.
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BID AMOUNT

We will comply with State of West Virginia Travel Rules for out of pocket travel expenses.

LEWIS & ELLIS RATE: $250 PER HOUR

This rate is guaranteed for the first two years.

Contact:  Tom Handley
913-491-3388
thandlev@lewisellis.com

Federal Tax ID # 75-1281520

7L (L

Thomas L. Handley

- ———
T
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APPENDIX

There are two appendices — Sample of Rate Review Report and Exhibits and L&E Health
Care Rate Model description
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Sample Company — Group Conversion Legacy

INTRODUCTION

Lewis & Ellis, Inc. was engaged by the Michigan Office of Financial and Insurance Regulation
(OFIR) to perform a review to determine if the rates filed by Sample Company (SAMPLE) for its

individual lines of business are actuarially sound and are equitable, adequate and not excessive.

This included four filings of Nongroup and Group Conversion plus a fifth filing for Medicare

also relied on the American Academy 0

Y
“Regulatory Filings for Rates and Financial

nal information to SAMPLE via OFIR. All
R.as the contact point. SAMPLE provided

Lewis & Ellis, Inc. - Actuaries and Consuftants 3



Sample Company — Group Conversion Legacy

BACKGROUND

SAMPLE is requesting an across the board 12.33% rate increase for their Legacy block of
Conversion business. This is a block of business with coverage offered to individuals who lose
their group coverage and exercise the right to convert to individual coverage without having to
pass any underwriting screens. There are a number of different benefit plans available. Some of

the plans are closed to new enrollment but are still being maintained*by SAMPLE to benefit the

existing enrolled members. Historically, SAMPLE has separateg ans into three categories —

Option
Option | Category
A High
B High
C Moderate
D Moderate
E High $250"Beduct Single / $500 Deduct Family
F High Full gé)verage {(no cost sharing)
G Moderate 30% Coins, $0 Deductible, $1000 Stop Loss
M 130% Coins, $1000 Deduct, $2500 Stop Loss
N 30% Coins, $1000 Deduct, $2500 Stop Loss
0 30% Coins, $1000 Deduct, $2500 Stop Loss
P 30% Coins, $1000 Deduct, $2500 Stop Loss
¥ } 30% Coins, $0 Deductible, $2500 Stop Loss,

Q vidual'Care Blue (PPO) | 50% Coins Rx

100/80% Coins, $1500 Deductible, $2500 Stop
R xible Blue 1500 (PPO) Loss OON, Rx paid with Medical

80/40% Coins, $2500 Deductible, $2500 Stop
S ( Flexible Blue 2500 (PPO) Loss QON, 50% Coins Rx

The High and Moderate Options do not provide a prescription drug benefit and differ by level of
coinsurance and out-of-pocket maximum. Some options have a deductible and none have an office
visit copay benefit. Three of the Value Options (Q, R and S) have a prescription drug benefit and
an office visit copay benefit (limited). Generally, the Value Options have a deductible,

Lewis & Ellis, Inc. - Acluaries and Consultants 4



Sample Company — Group Conversion Legacy

coinsurance and out-of-pocket maximums. Option Q is the only option with no deductible.

Maternity is covered in Option Q and is an option for Options R and S.

SAMPLE last received an increase on this block effective October 1, 2009.

REVIEW METHODOLOGY

REVIEW FINDINGS

In the background sectig

considered when trend: rs and incurred factors were developed. The aggregations made sense
since they represented groupings of plans with similar benefit characteristics.  For this rating
period, SAMPLE has deviated from the process used in the previous year. This year, rates were
developed using a method that aggregated all plans together. The requested rate change is to be

applied across the board for all 14 options.

Development of the Requested Rate Increase

Lewis & Ellis, Inc. - Actuaries and Consultants 5



Sample Company — Group Conversion Legacy

The general approach to the development of the required rate is:
1. Determine the claims for the exposure period (calendar year 2009). These are the claims
with date of service in calendar year 2009 and paid through March 2010.
2. Adjust this amount to project the remaining runout with the incurred factor.

Divide the projected amount by the number of contract months in 2009.

&

Trend the PCPM claims forward from the middle of the exposure period to the middle of

the projection period.
Add in projected administrative expenses and commissions:
Add in the impact of the OTG subsidy contribution
Add a 1% Risk margin.

Apply the projected investment income credi

.
Divide the projected required premium rate by t

Lo N oW

increase.

measured trend fi jectingiso the demographic and benefit plan shifting are properly reflected.

There is the inherent assumption that the data is credible. Throughout their development, SAMPLE
has made this assumption. This is a very large block of business and the credibility should be very

high.

Cost Transfer

Lewis & Ellis, Inc. - Actuaries and Consultants 6



Sample Company — Group Conversion Legacy

The Group Conversion products do receive a subsidy. This is not specifically recognized in the
rating. The needed rate change was calculated using the unsubsidized rates and the first and
second year subsidies are applied to the resulting rates only. There is no need to reflect the
subsidy in the increase calculation since it is not applied across the board (as for Medicare
Supplement). We note the Group Conversion enrollees have a 15% subsidy in the first coverage

year and a 7.5% subsidy in the second coverage year.

Note: SAMPLE is proposing changes to the Medicare Supplemer iy amount, but it does
g{'&

not affect the individual lines of business.

Claim Runout

ys difficult and subjective. We spent a considerable effort
ate trend factors were developed for Cross and Shield (and Drug
t coverage) which made sense to us. They developed trend factors for all

options combined.

Described below is the SAMPLE approach to the trend development as well as our comments:
s SAMPLE based their trend assumption solely on their own experience. As we have stated
before, this is a large block of business and we are comfortable treating it as 100% credible.

Using their own experience also seems appropriate since there has been much shifting

Lewis & Ellis, Inc. - Actuaries and Consultants 7



Sample Company — Group Conversion Legacy

among the Options and in the age mix with the introduction of age rating. The trend
calculations will inherently reflect these shifts.

o SAMPLE used rolling 12 month averages. We believe this approach is reasonable and
sound. It eliminates much of the volatility. Also, it eliminates the need to remove the effect
of deductibles and seasonality, as every 12 month period includes all 12 calendar months.

Adjusting for deductibles and seasonality can be sticky and subjegtive.

SAMPLE performed 13,

sensitivity testing. Their analysis also shoﬁ £

used.

o SAMPLE used |

tle more complicated than using incurred claims

operly weighting the individual plans.

include the e);p nce for options R or S as they are still too new and too volatile. We also
did not includé the experience for options M and O (the Young Adult Blue plans) since
their claims costs are so low due to the young population. Lower claim costs will result in

a lower credibility of data.

Lewis & Ellis, Inc. - Actuaries and Consultants 8
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SAMPLE used quarterly calculations. L&E performed independent calculations of trend using
methods we typically use. One method is a variation of the rolling 12 which relies on exponential
regression. The second method calculates cost changes from year to year (2007 to 2008 to 2009}
and an annualized two year change. We compared our independent calculations to those generated
by SAMPLE in the table below.

OPTION CATEGORY SAMPLE
High Options

Moderate Options
Value Options

ALL OPTIONS

*High & Moderate Combined

trend over the last 12-18 months for plans NP and'

EE

nt for these plans has stabilized. All L&E trend calculations

Administrative Expenses

SAMPLE has projected administrative expenses to increase 3% per year. As the historic revenue

for these plans has shifted toward the Value options, the overall revenue per contact has decreased

(prior to rate increases). The administrative expenses per confract as a percent of revenue have

Lewis & Ellis, Inc. - Actuaries and Consultants 0
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increased. Historical administrative expenses have been increasing at a rate of more than 3% per

year so use of a 3% trend seems reasonable.

SAMPLE used a methodology to allocate expenses by line of business. For the Legacy filing, all
expenses for the Conversion plans were combined and calculated on a PCPM basis. This

methodology is reasonable, sound and consistent with industry practice

EN

are at reasonable and acceptable levels. However,

allocating commissions only to the options that ha

Risk Charges and Profit

quired premium. In the 2009
rate filing, SAMPLE did not include a riskimargin i, ' ¢ calculation. Including a

se to be excessive. We recommend a few changes

lan as well as a few adjustments to the trend used for the

. s used as the bascline for the projections. Experience was treated as

100% credibl
2009 and paid dates through March 31, 2010. The calculation of the fully incurred

Paid claims were based on incurred dates of January 1 to December 31,

amounts used a very small completion factor.
e Trend was calculated using an appropriate and well-recognized methodology. However,
trend was determined for the entire block versus a pooling of like benefit options. We

revised the trend assumptions based on a pooling of like benefit options. We believe that

Lewis & Ellis, Inc. - Actuaries and Consultants 10
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our blocks are more appropriate for determining trend, rather than using the entire block.
Additionally, we did not use the data for options M, O, R or S when we calculated our
trend for the Value Plans. Our independent analysis has lowered the trend rates below
the values calculated by SAMPLE.

s Administrative expenses plus commissions (8.9% in aggregate)} continue to be below the

rate of industry norm levels of 12% to 15%.

premiium. While the 1%
meters, SAMPLE did not

e There is a 1% margin in the determination of the requi
margin is an acceptable level within normal actu

include this margin in the prior year rate filing so ved for consistency.

RECOMMENDATION

- L&E
Recommended
Increase %
1.3%
1.3%

1.3%

Conversion Options
High Options: A,B,Eand F

Moderate Options: C D§

12.3%

7.7%

The proposed ch imarily due to changes in the trend assumptions identified in the

trend discussion. Ad 1ly, projections are based on a pooling of options by High, Moderate

and Value.

RELIANCE AND QUALIFICATION
The purpose of this letter is to communicate our review of this filing. The use of this report by
parties outside of the Office of Financial and Insurance Regulations is unauthorized. Outside

parties rely on this report at their own risk.

Lewis & Ellis, Inc. - Actuaries and Consultants 11
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Our conclusions are based on information supplied by Sample Company in their original filing
and in response to our inquiries for additional information. The information was not verified, but
we did review it for consistency and reasonableness. If any information was inaccurate, it may

require us to revise our conclusions and opinions.

Respectfully Submitted,

Tt (oAl

Thomas L. Handley, FSA, MAAA
Vice President & Principal
Lewis & Ellis, Inc.

September 13, 2010

Lewis & Ellis, Inc. - Actuaries and Consultants 12
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