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Abstract

In facing the aging population and increased demand for medical
care, insurers have a great opportunity to get involved in health care
market. As insurers are aggressivly expanding health insurance market,
the issues that Financial Supervisory Commission and Insurance
Bureau concerns more are (1)the feasibility of expand long-term health
insurance products, (2)the feasibility of setting up risk controls
mechanisims, and (3)the feasibility of promulgating related filing and
premium rate adjustment regulations. This research is thus performed

to deepen understanding to the above three feasibility issues.

This paper first conducts literature review on long term health
market status, risk control design and related regulation for well
developed markets such as the States, German and Japan. Among the
literature and data collected, we find that German and Japan
impletment similar Social Health Insurance as in Taiwan which
provides comprehensive medical coverage, and in addition, insurers in
these two countries offer level premium with whole life coverage
health products as Taiwan insurers do. But the very different practices
in these two coutries are insurers are required, at least once a year, to
perform premium rate adequacy test. Once the premium rates are not
adequate, insurers have to adjust premium rate and inform the
policyholders. Thus it means even though insurers in German and
Japan have very similar products as markets of Taiwan, the Insurance
Bureau also set up the premium rate adjustment mechanism to monitor
the solvency risks. As to the States, the major health products are more
term health or less than one year term, and polices are more group type
than individual type. NAIC thus sets up loss ratio method to approve
the premium rate adjustment when insurers apply to do so. Secondly,
this paper designs questionnaire to collect data from insurers in
Taiwan. We summarize a table for potential risks of existing long term

health insurance products based on these data,.



Finally, this reseach proposes two methods for long term health
products premium rate adjustment and suggested wordings on policy
provisions, on top of the actuarial methodologies, some revison on
regulations are also suggested. Details can be referred to Chapter Four
and Five. In the meantime, in order to strengthen the risk controls
functions for insurers, this paper propses some feasible risk control
design, such as reward incentives, diversification of policies coverage
and performing rate adequacy test annually. References can be found

in Chapter Four and summary division of Chapter Six.

Keywords : long term health products - risk controls -
renewability ~ policy provisions * policy form -~ rate adjustment ~

minimum loss ratio method
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B E Y s |pRAmE | w5 se
(R (%) 578 % (0/0)
4E)(0/00)
85 .829 79.17 69.79
86 915 81.37 69.22
87 931 82.63 68.97
88 1.084 80.35 NA
89 1.161 79.63 NA
90 1.203 84.46 NA
91 1.284 81.47 NA
92 1.390 81.58 NA

Fe2-15-1 0 ][RI GRS e R (% 1)
The Ten Leading Causes of Claims - Females

Unligd
Cauga of Claim China | Hong Kong [ Malayala | 8Ingapore Kinggom
Riank S| Rank | Riank b
Cancar 1 35 1 35 1 TEI%
Slroke 2 ITH 1 44% 3 5.3%
Kidnay Fallure 3 15% 3 14% 10 0.3%
Heart Aftack 4 05% & 15% 4 4.0%
Carcinoman-§ltu 5 1.3% 0.0% 0.0%
Heart Surgerlsa Excluding
CABS E 10% 3 11 & 0.7%
Benlgn Braln Tumour 7 5% 4 174 & 13%
Caoronary Arfery Bypase
Surgeryl Other Serlous g 04% 3 bW T 0.8%
Coronary Dlsaass
Severa Rheumatold Arthritis 3 0.2% 0.0% 0.0%
Major Burnz 10 0.0 0.2% 0.0%
Systamic Lupus
E?y‘thematmpun 1% 10% 0.0%
Multipla Sclaroals 0.4% D3 2 T.0%
Coma 02% 10 01% 10 0.3%
Loz of Inépendant 13 ol s oo
Exlatence
Total Parmanent Dleablity 01% & DA% 5 2&%
Braln Surgery ne) 7 & M.E.
Total oftop 10 38.0% 76 JEE%
Othar than top 10 L.0% 2.4% 3.4%
Unknown 1.4% 3.3% 1.7%
___Tofal numbar of slzims 154 47 1375
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F2-15-2 0 P IBHIE SRR RS R BRFE (1)

The Ten Leading Causes of Claims - Males

Cause of Claim China Hong Kong | Malaysia | Singapore I{'i-lr:ggfn:lnjm
HRank % |Rank %|Rank 4| Rank %/[Rank i
Cancer 1 609% 1 63%% 1 402% 1 48%W) 1 477%
Heart Attack 2 131%( 2 TEW 2 18.3% 2 230%W) 2 249%
Stroke 3 BEM[ 3 7% 4 B2W 4 TAW 3 B4%
Kidney Failure 4 48% 3§ 32% 5 33% 6 22%W 9 0.8%
Corgnary Artery Bypass
Surgery | Other Serious 3 48% B 3A% 3 138% 3 8% 4 50%
Corgnary Disease
Heart Surgeries
Exnludinrggt ABS B 1BM[ T 18% T 24% 3 3iW & 3.2%
Paralysis T o12% & 0.7% 0% 5 04% 0.2%
Benign Brain Tumour g 08% 4 axd % 13% T 19w 8 1.6%
Major Burns 9 0.5% 0.2%) 0.2% 0.1%) 0.0%
Fulminant Viral Hepatitis| 10 0.4% 0.1% 0.1% 0.0%, n.c
Total Permanent
Disability 0.1% 02% 6 3.3% 03% 7 24%
Multiple Sclerosis 0.1% 0.1%) 02% 10 04%) 35 36%
Major Organ Transplant 01% 10 0.5% 0.0% 0.0% 0.3%
Coma 0.1% 9 D% 06% 8 03% 10 0.7%
Brain Surgery 0.0% nef 4 18% ne n.c
Full Blown AIDS .G ng 10 1.2% n.g n.c
Total of top 10 96.8% 87 2% £5.0% 9734 58.4%
Other than top 10 1.2% 2.8%) 5.0% 2.7%) 1.6%
Uinknown 12.0% 115 1.2% 10.0%) 31.8%
ims 44477 2458 4,535 2,525 4302

(3)2F 477 (15 U7 B0 2 Y 16 S8 et ok P Y 980 < AL 91 A
FIASE o BN 2-2 > 30~30 5 KLE) BT S L
$1 T R L 2R R B I 3E 300%~500% - 40
I EEERI T 200%% Ty o PO T E] R
O TR RO SRR R T R AT RS
(PR Dp = VR g SR O TR T

il 2-2 : w%#?ﬁ%ﬂ [ S R R R oy
R e S B

Figure 2. Estimated morbidity ratio for newly diagnosed
diabetics compared to nendiabetics (critical illness insurance)
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E9R e 7F ¢ Gen Re, Risk Insights, May 2006
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(1)Debeka Krankenversicherungsverein auf
Gegenseitigkeit ~ (2)DKV Deutsche Krankenversicherung
Aktiengesellschaft » £ Munich Re —  ** ﬁj + (3)Allianz
Krankenversicherung - £} Allianz ~ _F[J ~ (4)Signal
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29

Year defections to private  number returnin, difference
health insurers to statutory healt
insurance

1000 1000 1000
1970 130 226 — 989G
1975 170 152 1=
1980 217 109 102
1985 243 Q8 145
1990 310 112 19a8
1992 207 175 1z2
1994 195 103 92
19495 271 186 a5
199a 247 121 (=13
1997 31& 144 172
1998 328 155 173
1999 325 149 17&
2000 325 149 17e
2001 36l 148 213
2002 362 120 232
2003 338 120 208
2004 298 121 1e7
2005 275 154 121
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F3-10 WIS R UL R

Yearl 1980 1990 2000 2002 2003 2004 20052
Direct insurance 35,990 69,822 131820 141550 148030 152,370 157,850
of which:
life insurance* 13,215 27403 61,225 66,018 68574 70,343 75,206
health insurance 4,830 9546 20,712 23,082 24,741 26,413 27,310
non-life insurance 17,703 32244 48408 51,480 54,434 55,397 55,383
Shares as %
life insurance* 37 39 46 46 46 46 48
health insurance 13 14 16 16 17 17 17
non-life insurance 49 46 38 38 37 L a5

e PR Vi - Insurance Market Report, Germany: Life & Benefit, AXCO 2006

F3-2 0 GRERE R/ R G 0 oy R R

Year total life? health non-life insurance reinsurance?
_of direct total? motor
insurance!
1950-1960 14.8 143 109 151 19.2 17.3
1960-1970 11.3 12.7 125 10.8 715 0.8
19701980 0.9 101 829 10.7 10.2 13.2
1980-1990 6.9 7.6 71 6.2 b.2 6.7
1990-2000 b.6 8.4 81 41 3.6 7
2000-2005 3.7 4.2 5.7 2.7 15 "

PR $Yf © Insurance Market Report, Germany: Life & Benefit, AXCO 2006

F T )Y (earned grow premium) ikl - i B R
b e S AR P TS 8.7%~9.6%IH] R Y] sk A
B 2.9%~3.4% ; 2000 F g T 5 F }“ij;;j:;%i}t@ 80.1% » & 1
ALEHFF T HETE 1.1% E%F'Eiih 3-3 ¢ @Effaﬁs&%}“
2000~2005 * [i] (4.8%) 41 1990~2000  [£](6.6%) ™ [
206+ Bk 34 HE B BIG FOB BUEL A S A8
(no-claim bonus) r%“?:ﬁ °
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Percentages 1997 1998 1999 2000 2001 2002 2003 2004 20051
L emwEee |

Gross expenditure

on insurance claims? 62,2 652 A58 690 713 743 837 8l9 774

Expense ratio? 38 37 34 35 35 35 34 33 32

Current average interest

income on investments?* 7.5 7.6 7.6 7.5 61 4,7 % 4,9 g2

Met eamnings for the

financial year® 11 14 13 14 08 03 07 0.8 14

Acquisition costs ratio® 9,1 9,3 9,2 93 9,6 9.6 §,2 83 87

Expense ratio” 34 34 34 34 3.4 32 31 29 29

Loss ratio® 796 792 796 B3 B33 B2l T9se TI7T TE3

Net earnings for the

financial year* 13 15 15 15 10 0,8 11 12 12

PRV : Insurance Market Report, Germany: Life & Benefit, AXCO 2006

3o c R R G R S
Year expenditure in respect of

be”E‘"FB claims bonuses increase in the
paid provisions for
increasing age

average annual rates of change as %

1950-1960 10.7 10.0 ' N
1960-1970 123 119 17.0 "
1970-1980 115 10.2 E.8 N
1980-1990 s 71 7.7 10.0
1990-2000 9.7 6.6 17.2 166
2000-2005 49 48 6.7 4.4

R Yf © Insurance Market Report, Germany: Life & Benefit, AXCO 2006

PR S R R RCE B AR
S R R R O YRR e R B SR
wﬁﬁﬁﬂ CRPHR I C A R oA g6
Eﬁ?@ﬁu U R 2 L R B R
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Medical treatment

physician | ——2 - | patient

money

reimbursement

Jcontract”

insurer

e[ ¥ © Comprehensive Medical Insurance in Germany, Hanse Merkur, 2002
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P G R i e R R R R R R
fQ_F[ RRENTE Y E“#“;Ij[ F“’?Iﬁ/ ol R T
Bh AT B i i [ (Private Medlcal Expenses Insurance °
PMI) » A5 5% = 1% & e (@ (Comprehensive Medical
Insurance) ° ]FF}t 71.6% ; . ’EIJ?II%ITE:' F"’E (N
J/ o (R TTEEAR  pAE Fﬁ“ L B& > & 45 [ B

Fo T B (835 R RIS RIE R ) - ik b 12 4% >
QJ Koy = [ @ % B! B (Independent Hospital Cash
Schemes)gg &« 4EHR W f@ (Loss of Earnings Insurance)3”
» plF 3.5 Ff [Igpﬁ‘[]wﬁ; dE5 [Jé\ﬁaaf[ 53 0 EIET 1995

“@w&%ﬂﬁifwﬁﬁ} rmm PR R AT 2 W [T RS B

b PILRLAS 1974 & i d[E T 8 U RIS BRFAS 2 :t‘ui L Rl
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FOLHE S R R R T R W ARt
FERUR U AR I B SRR Y 1.95% o [N
R LRI £ L K
ﬁjﬂ A R e B S BT T f@ (Compulsory Long Term
Care Insurance) ° ¥ *ﬁ = W T P A R R ) 9
¥ B =~ B1% #Ta (Voluntary Long Term Care Insurance)

W—w%ﬁﬂﬁ”

A 3-5 ¢ MRS AR R fE YIS T R S R E

Typeof insurance 1980 1990 2000 2003 2004

EUR EUR EUR EUR EUR

bh % b % bn % b % b %
Medical expenses insurance! 316l 628 6435 674 13722 662 17523 708 18907 7L6
Independent hospital cash schemes? 053 106 0767 80 0779 38 0786 31 0777 28
Other independent partialinsurance® 0932 185 1619 170 2858 138 3077 124 3282 124
Daily benefits insurance® 0406 81 0725 76 08% 43 1026 42 1057 40
Compulsary long-term care insurance - - - - 2009 97 1848 7% 1871 71
Special fypes of insurance’! - - - - 0449 22 0501 20 0F19 20
Total for private health insurance 4830 1000 9546 1000 20712 1000 24741 1000 26413 100.0

1) full cower, 2) daily benefits insurance in the eventt of hospitalisation, 3) supplementary hospitalisation insurance, supplementary rates, supplementary long-term care
insurance, etc, 4) loss of eamings insurance, 5) residual debt salary continuation insurance.

#rR[JsJf  Statistical YearBook of German Insurance, 2006

P R LS R HE £
Rl SRR (DBUR PR AR e Sy
K AR ERI T G - ()7 T RIR G ek
FUR 525 R~ (3)7 ¥ sk » LS T 0 7 205K 49
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B 2 - EVERR RUBET) RS R R R B
Eﬁ%&"r A il = i 2 Rl J)?E—H'lﬂlﬁ%,l?
PIRiEas s 5 Bl SR I - e 2 T
o A AS By [ (S5 8 DA PTRY o IR FT 2000 F E
" Health Reform 2000, ¥ %4/ %L » Ar % #ri Hi Yy PMI
BT =478 91 1 10% 9 3 (5T % flh & JEL% - 55910 10%9
LAY S Y T R W f & o 1] # & IR ET 1 (invested in

T

P A grj:%ﬁzjé%ﬁaa lﬁ, wf = 2003 # K E IIRE ] 750,000 3R - B A fi B
A > 2007 F B 65 By M [1EE T ]‘P*[IFt 30% > - E=gkE) 2025 & Eﬂjﬂ’j’#ﬂ—
ﬁ.'szu 39% > %= 2050 &F Eﬁ}{ﬁj’ 4@ Z 55% > [K =] IEIIFTI[;EFQWEF £ lﬁ‘ﬁﬂﬂﬂjjﬁ[&jﬁf*
Fi Wi o o 1 2l aafm 8 119 By s 1 4 ) L O
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R 7 © Comprehensive Medical Insurance in Germany, Hanse Merkur, 2002

annuity-type arrangement with the same insurer) » ®| '] 3
MR~ 65 [N PMI ’ﬂ[bﬂﬁﬁ%‘%@“‘ (AR
B e PIgt > B PMI R ET 0 8 55 5 SR 9 Y 10%7Y 5 )

L34o~‘

g FTFJfE[:'[ES‘IFI RREF R = Sl P ﬁj‘zfﬁﬁllﬁﬁﬁﬁl
SYPME ST G

FLOGS R S 7t Rl P 2 e ) F“%fj@g[ﬁi PP R R Y
F\)%Eﬁ’?‘}iﬁfﬂzﬁﬂ S ) R Rt s Rl
Fﬁﬁiﬁ?' FY = [ [—E«l“ﬁﬁ'(well balanced risk portfolio) » # - 73

IR RS %*E e P IS O R
Iﬁ\”lf_ﬁ'iﬁgﬂfiw" FEEP 2 Al P RS BRI
BORRAIE ) BL 3-4 A -

34 ¢ RIS % 0 e

Insurer A Insurer B

Premium p.p.
7 \
/

ﬁiﬁ%?%%@“ﬁ%%”ﬁfﬂﬁﬁ‘ :%
PR B T SRR L ST R 2
iR F%%#ﬁ[ﬁ° IRCETE B RIS P
%t?%n/ TR R TR AN BB FJ* EIEE - 1Y
= 1l 15%~20%v3ﬁ 3 [ 2 il A

j
B F 0 TR A R B iSSR0 (R R

%Eﬁ FI & (no-claim bonus) o £yt - fl i@ 2+ Fil ) &
R BT LY USRS 4

34
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A O M T SR L B o
S s ﬂggﬁ%:ﬁ"‘ edra o drpugh N 2 E‘
- (D)7 IE?E[J} SRR B R R

"‘[FIF _¢[j:ﬁﬁ [—H[F‘—;[&H‘{)ﬁ XK :‘:L:%lﬁ‘l ;9?%{%

@7%

@J‘éﬁﬂ%w%$ mﬁ%wﬁﬁwm@nﬁP
B B % R R R O FTRR o TR 2
BRI L8 T (DI 2P 29 E B m%%@ﬁ

iy %~ {1 (multiple insured liveds) 5 (3)

% v Eﬁ i 1
(multiple claim products) : (4)1~ Fi ) il

> 2 (5)

Pﬁf‘fﬁ%@(severlty/tlered)%E‘FF DR e i3 Pﬁé’ffﬁ%@
%‘F‘f [ f Bt 2 %l}H%EXFIF [y & %E'@ﬁafﬁ P‘éFJ%@EI}%;ﬁ;
i R 5K B R

Y LB A R 29 A A 5] D MR (100% -
50% ~ 25%)| M EEAE] G =R E %ﬁﬁ]pjp

75% ~
% 3-6

SELS ~ K 2 i o SR R A S F A AR )
b L R

REEY 5% o AT SR AR YR R E] S
L= £ 50% > =) Ry a1 =1 38 2 88 Y 0T 9t e
i R 100%

35

R PIEIRE(EUR) | 39S/ EE S (PIE) | BUsRAE T EE R (R 1E)

0 100.0 100.0
155 80.0 923
310 67.7 74.5
620 50.9 50.1

“PR[ 75 : Insurance Market Report, Germany: Life & Benefit, AXCO 2006
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Fe 3-6 1 HORERE LU OB T d ]

Example - Cancer Severity Levels

Level Definition Benefit paid

A Stage 4: tumour extending beyond organ with 100%
nodes and/or distant metastases

B Stage 3: twmour within organ with re-gicnal T5%
yrph node spread

c Stage 2: wmour mvading organ, ne lymph node 0%
menlvemnent

D Stage 1: primary tumour site with no spraad FR4
within crgan

E Carcingid syndrome or pre-leukemia syndrome 15%

F Basal cell carcinoma =4 cm, sguamaous o2l 54

carcinoma =4 cm, prostate cancer TIMOMO

£ J ¥ © WorldWide Product Innovation In Health Products, May 2007

R P D B SRR B BB 0 (1

B L SR R NPT T 2 R
rJ~ W BERR e (D) e Wf“%frf*%@,i«‘ =11
B~ ()0 B 2l e = e T S (3)154*IFH_I}FH
il + P8 4 BRI R Iﬁ'flif?'i?{gﬁ
(1) B T P 5 000 W55~ (2) ) [ - BT % (3)11w‘f
AR [ (A) i D Rl S P RS 1 R R [ T
EERO
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Eq I I“I? u#ﬁ@m#gw ) Lsrfﬁn%%il Uy B

g KEHFE‘TJJ IR > T & VRO @ (Medicare) =T G
B3 B 21 (Medicaid) 5o # © (VR fa pl %ﬁfﬁiﬂfﬁ{]‘ A
e A Doyl RS ?‘ﬁﬂ?’fgy?ﬁbhﬁ' A R
i ”ﬂJE'lT”' I K jﬂ[[ﬁ‘“r{jﬁzi‘ ’ *T‘%\*il%lly PR e
[t 1 2~ R B e R R 2T FT*FT = ¥+ ;(Social
Security Act)f &y o 1 ¥ * R E |, = foi o) KL = BE Y AR
:WQ’EW@%%$W@W@’EWﬁ$pr¥H
e U FEET AL WIF‘&A’E"}’W"I’%\‘[‘@ gt A Dol e
FI T e g% IEWF&E%[JQ’:H% o7 E1¥E o R W Par £ 2
T (EE f| 95%1] Fpu ~ EIE;?E*ae-Jp, [ F] (W [ A £ 58.7
=SS F?Eﬁ% Rl 20%#”%[ 77 E1¥E %Iﬂ HlT 5 AT g R
faagydEry > B F 9 Sl Tt R *iF'EJBHJfB f e
ERG RTINS - RN ok CE o F?ZJF‘@FF’ oy RN
BEE B f““?ﬂ‘*‘mﬁfﬂ TR FWFE'& =
R s ﬂ’ﬁg’?ﬁ o lﬁ\ﬁﬁr‘f [Rmf‘ B P Il ) =
£ E YR - ﬁ‘q*‘ﬁ'wifﬁr{]‘ e F RN ’Hrfr‘]‘

[ o T EOR LB R A

I

N

b d

I?IE

S HE “ﬁllfk UT*QI@Q«LI%KHB R Ak 9a8 N e

GDP IV =3k F' #[u[ BE S Bl 4 V¢ F' » 1996 & pRvd L U I]#—
GDP FS 5937 15%’ fo [l 5 B 10%ﬂ§ FUg == w55
I 5% 8% 7% > R 3-5 0 AP U 2 Y e
L National Center for Health Statistics » S 65 mul] ™
EEE 179 (U 4100 f1 ) 4 1§ 7 BRI B
T AV 3 RS LA 51 10 g
(B~ e 2 o S e 2 LRSS 2 S 36 -
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i 3-5 ¢ WP L O GDP

Total Health Expendltures as % of GOP
In 1286

United States

Germany

Switzerland*

France

P

Canada

}

Italy

Japan*

nited Kingdom

5 | 10 15
+1995 Data

Source: OECD Health Data 1997

[fif 3-6 2 SCB 65 mu ] Nt [ B B RUEN 5T

- 53.3%

26.9%

14.1%
N 006 62 Lo 60%
H = .. =
Co Logt job or Employer did  Medicaid  Ineligible due Changs in  Other (3)
changen  not offer or  benefits  to age or et marital
employment  ingurance thapped gchaal alalue ar

company death of
refused parent

B60%
50
40
30
20
10

0

¥R 7 : OECD Health Data

S AT AT A D R O RO B 47%92;” :
PUEF 3-7 0 2003 & i M HEEL B IR 7 (1982~1984 1 15
B 2 i % o SRR AT B AR 0 336 rﬁ[ :

PR IGIES § 2.9 5 PR R 2] 1S
FURE 172 6 e g “JE 0 SCB R RO
AR 5 P IR R R v';f}'i' RE SRR TRl i
MPBAEAR - a6 5 R A2 I i 21 4 R
%(Managed Care Organization » MCOs) °
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F 3-7 0 B RS T Rk A

Cost of living Motor vehicle Medical care Physicians’ Hospital
(all items) insurance items services services (1)

Percent Percent Percent Percent Percent
Year | Index | change Index change Index change Index change |[Index | change

1997 160.5 2.3% 251.6 3.2% 234.6 2.8% 222.9 3.0% 101.7 NA
1998 163.0 1.6 254.3 1.1 242.1 3.2 229.5 3.0 105.0 3.2%
1999 166.6 2.2 253.8 -0.2 250.6 3.5 236.0 2.8 109.3 4.1
2000 172.2 3.4 256.7 1.1 260.8 4.1 244.7 3.7 115.9 6.0
2001 177.1 2.8 268.1 4.4 272.8 4.6 253.6 3.6 123.6 6.6
2002 179.9 1.6 291.6 8.8 285.6 4.7 260.6 2.8 134.7 9.0
2003 184.0 2.3 314.4 7.8 297.1 4.0 267.7 2.7 1447 7.4
2004 188.9 2.7 323.2 2.8 310.1 4.4 278.3 4.0 153.4 6.0
2005 195.3 3.4 329.9 2.1 3232 4.2 287.5 3.3 161.6 5.3
2006 201.6 3.2 331.8 0.6 336.2 4.0 291.9 1.5 172.1 6.5
Percent

change,

1997-2006 25.6 31.9 43.3 31.0 69.2

¥Rl $¥f : OECD Health Data

() ¥ BRHIR SR B

KB - F R Y UG USSL T e e b ¥
MR SRR S O Iy B R
BL iR R L R R PR Y 47% 0 B
BB VO S R R R P 33% 0 3
SR RN S S

e B0 A e (A 0 YR E R ) H 2 R
RGBT T 255 R B A R 1T R e g ] R T (indemnity
policy) ~ ZEF} A% ¥V [y i /= { 37 (Blue Cross/Blue Shield)
%%‘@éé%?%%@@@%ﬂgg¢@g@m@
MCOs: flit * B fp b % 0 7 = or < YRR B 1 e % il == e
B/ TR e 37 AL B ERIG D RS
%%@LﬁﬁﬁﬁﬁiHWWS%’wﬁﬁm,gwﬁﬁﬁ
I ER NN A CH B A ] o R (R
R [F Bl AR A S RN A (R i
il ATl DI) TR B (A TS SR ) o
[ 55 TF R
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CERERECE SHINGTEE

Financing of Health Care Costs

Ciut-of-PoCcket
Expanditures: 3171

Indemnity Insurers
Individual Haalth Premiums
 —— Insurance —
Pramiums: $21

Blue Cross/Blue Shield
Premiums

Indemnity Insurers
Premiums

Blue Cross/Blue Shleld
Group Health —— FPremiums
| Insurance

Fremiums: $318 Employers self-insurad

Total Health —
Cara — Premiums
Financing
31035 MCOS
~ Premiums
Medlcald

Expenditures: 5148

Government Program Medlcare
Expendltures: $423 Expendlituras: 203

Other government
Expendlituras: 5142

Source: LS. Health Care FlInancing Administratlon; Selss Re Economic Research

KBBR8 B Y H (enrolles) ~ FREY ] 1 HE
H (payers) ~ & e f [ K (providers) = & e (1 /1
(1ntermed1arles)Fﬁ% [ S AR U 3-8 Frr o R Y R E)
= (B e gy [~ B ) ~ B (R e~ F R

2 EVE R P H O B e = e E) 4 £ o vt ] Y

H E,g@gjﬁk}fﬂ;ﬁj [4<J|I—~ xjﬂ’f‘ 5@ JFI*J)%‘* ¥R (R

B E o SR ELIR ) MCOs IR TS 2R B

= HI)I Hoo fl R - A e “FJE& MCOs > f[1 /7 & ]
=& FL W RO H S Y BRAY R B R E
BUHAHGHCIH PR PR AR T PR
[j:f ﬂ?ﬁlﬁ I/?e@}%%, P Hfﬁzgiﬂﬁrrﬂn%ﬂ} r{LJnEIIJ ,—iﬁ ﬁr“ifi
& %FT e
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Regulators
State govemmeants
Federal government

Providers Payers

Phiyslclans Clinlcs Relmburse ments Employers

Hospltal Labs COnsUmers

Pharmaceuticals G oW ermment
r

Intermeadlares
EPCOs FFs
HMOis IPAS
POSs PPOS

T Premiums
Enrolles

Y Consumers

Pramiums

aled uyjeaq
suawiedoo
@||qnanpadd

ER e YF ¢ Sigma, Swiss Re, 1998 No.2 1

PR T X R R R I S 5 e

B 5y R 2 FE - BRI SRIT 10 B

& WV MCOs> MCOs # f;'l o R e R gt{kﬂ%’??ﬁ =t

m%%%m B R A T BB R TS ] R R R 9 £ O

o R A R BRI R

[ﬁ:g N ﬁlﬁrﬂfg}ﬁjiﬁ&ﬁf” B H ﬂi;‘[é—ﬁj@’ﬁ‘rﬁﬁ%ﬁﬁ %
B+ O S S g Y

FE S P R BT - RL R M1 B R e
(Traditional Fee for Service Insurance) ° ‘:’Z'(ifﬁlﬁx fa =2 5 4 7
e 29 ] o S o [l AT R jétx_f“'?ﬁ AR 55 B
R (& SRR PIPRR P E A e
F’—‘, i"’r—[ [] & #&(reasonable and customary charges)”[*| 1= [!

FAE SRR R P 1 (SR B R e
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AT BB R R
SR S A SR B TR 11468 43 By

Em’ﬁﬁﬁﬁdﬁzﬁiﬁﬁF*FWW¢%ﬁm’?

P):ﬁéﬂgﬁl

B D o
g 70%,{‘;_&1@ SR E
BEE 20%)

[ R4 KRR E [H[P 9 5 71| .
U 3-9 Bl - 1988 %‘JLIF&’? H;i—” L'Hl
%#ﬁui’mvuww c2aii

@%W%ﬁilaﬁﬂw%mq ’

K ﬁﬁﬁ“”**@%h&”mw%%%ﬁ#o

A

J

P % Y K B £ HMO(Health

Maintenance Organization)®’ » % 1 HMOs FY Bl +7 o B

36

Deductible

Coinsurance

Out-of-Pocket Limit

Office Visit
Primary Doctor
Specialist

Periodic Health Exam/ Periodic
OB-GYN Exam/ Chiropractic/

Prescription Drugs

Generic/Brand/Non-Formulary
Outpatient Lab/X-Ray
Emergency Room
Outpatient Surgery
Hospitalization

37

Plan Type

Estimated Cost

Online Physician Directory
Primary Care Physician
Required

Deductible
Coinsurance

Office Visit

Primary Doctor
Specialist

Periodic Health Exam

Prescription Drugs

Generic
Separate Rx Deductible

Individual:$1,000
20% after deductible

Individual:$1,000
Does not include deductible

20% Coinsurance after deductible

20% Coinsurance after deductible

Not Covered

Not Covered
20% Coinsurance after deductible
20% Coinsurance after deductible
20% Coinsurance after deductible
20% Coinsurance after deductible

HMO
$177.00 monthly

Find Doctors
Yes

Individual:$1,500
None

$30 Copay after deductible
$30 Copay after deductible

$30 Copay (deductible waived)

$10 Copay (up to 100-day supply)
$250 Individual applies to Brand
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[ ZERL B R BT £ HMO 30 [0 A 2 A B 2V
(G RN SRR e E“?F'l %F’Uj fel B F =7 17
(primary care physician > PCP) > fEIZ [ ¥ J!%IF&E[F E;T?B—I%Zf%l
TV PCP V[HEi - HMOs # ¥ f ﬁuﬁ/ oo MR E N R
S H - TR ORISR 2 IR R HMOs
EEF R MU= Al ﬁﬁl%ﬁ fff

BN S S %@Eﬁ%ﬁﬁ}%l #[£% PPO(Prefered Provided
Organization) » it PPOs V™ » {plFT & G0 5] 5579 oy @ =
e AT o R E }E“'}J', & H I 9 (out-of-network)
R R WO e B eE —’Eﬁf%‘ Bﬁ??ﬁa\ﬂ [

| = 2B [5\ liad Ay AT i1 > @& PPO Ff# R hﬁjﬁ

HEED e - S RIEEF - PPOs 92 S I i AL
M B R R %,g; Fk, I E"‘ Bl EF[ %—IFF I (Department of
Managed Health Care) - ¥, 38 ¥ > il B ffl @ 2 fi] > 90 Blue
Shield of California Life and Health Company v 2 ”E?ﬁ“%%%f\'[
LR H 5 F 9 TR %,g £, R (i AR MR R (Managed Care
Company) > Il Blue Shield of California » = F" ff,{ A EG =
:g o

B DM T B R KR RS 5% %{Eﬁ‘*{- [J(Pomt of-Service
Plans, POS) » 4] & Fr & = FIJ[@%% FIGHE o st
AT i Fﬂzﬂfa?"ﬁ Bifn " PCP > {H T gﬁﬁ:ﬂ%" BN E

Outpatient Lab/X-Ray $10 Copay after deductible
Hospitalization $500 Copay after deductible Per day

38

Deductible Individual:$750
Coinsurance 20% after deductible
Out-of-Pocket Limit Individual:$2,500 Includes deductible
Office Visit

Primary Doctor ~ $40 Copay, PCP, SP and severe mental health combined 6 visits max per year
Specialist  $40 Copay, PCP, SP and severe mental health combined 6 visits max per year
Prescription Drugs

Generic $15 Copay
Brand $35 Copay
$50 Copay

gency . .
Emergency Room Plus 20% Coinsurance after deductible

Outpatient Surgery 20% Coinsurance after deductible
Hospitalization 20% Coinsurance after deductible
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S F S e I 39 Bl R
HMO ~ PPO #5 ¥ Ll POS YT & e s p b Ef POl oy » =1 b
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i 3-9 I AR AT AT K PR (LR IR Y

Enrclimst by by ps of plan In 34

1988

I ——

1002

—— |
1993

I |
1904

I ]
1905

— ]
1008

— ]
1997

— ]
| 1al za| o | T sol o o | an | 100
B FFS HIAC FPO B FOS

Sourcs EFFMG Feat Marsiok

B R BRIV B R - e 2 R preE
Ay Eﬁ it RCf @ (Single Employer Self-Insured Heatlh Plan,
SESTHP) - =~ AT B[ i S i 2 2 2] 0 gy~ 20
= SR - SESTHP SRR & 2Rl 01 305
~ [B(Third Party Administration, TPA)9f & ; {H (o P r[J
Foe i Ehadt (f B 4 = % (Employee Retirement Income
Security Act » ERISA)fQ:EZ( K (g o3 4 4P A 2 E%%gj £,
E’ﬁ'ﬁi—ﬁﬁfﬁ RS i*J[ (* %i (Employee Benefit Security
Adminstration) - SESIHP #!§& £ {4 F?? (R B 7 2 BT
ERER NN SRR A e SRR TR S pg
RO RS AR o By B PR o AT [ e B A A T
FY T RO B = S A ﬁ:ﬁf U A
SESIHP ffl 554 4 i (%> pdIF=r & 8 & 20 = 8120 1=78

I

S

In-network provider |Out-of-network provider
Coinsurance| 80% of procedure costs 50% of procedure cost
Your co-pay §20 575
Metwork discount applies to
deductible? Yes No




HFEE T PR LR 3-100 100 2 I v R TR
P B 32 SESIHP F=fi] =1 i 986AE]%12896ﬁiﬁq§U1993 -
[ 46% o

# 3-8 ki FIBEH 7 T R B R R B D P

Table 1: Regulatory Status of Employer-Based Health Insurance

Type of employer-based
health plan

ERISA plans

Self-funded

Fully insured

Risk bearer

Employer?

Insurer

State premium tasation

Exemipot

Insurer pays

Regulaticon

Exempt from state
regulation and mandated
benefits

Department of Labor
administers fiduciary,
reporting., and disclosure
requirements

Insurer subject to state
regulation and mandated
benefits

Department of Labor
administers fiduciary,
reporting., and disclosure
requirements

Rights and remedies for
denied claims

Appeals reviewed
internally by employer

Employer not subject to
Punitive or compensatory
damages

=

Appeals reviewad
intermally by insurer

Employer and insurer not

subject to punitive or

compensatory damages
—

TR R

: U.S. General Accounting Office, 1995

[ 3-10 : SESIHP % p * £} P=fime i oy 2 [

Figure 2: Growth in Self-Funding in Medium and Large Private Establishments, 1988 to 1983

Percent
50

40 —

30 —

20 —

1988 1989

—ll— seir-funded plans

19290 1991 1992
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MNaote: Includes establishments with 100 or more employses only.

Source: BLS Emplovee Benafits Survews, 1988-1993.

R[5 U.S. General Accounting Office, 1995

RN B e SO S P N &}‘” I E Il fi~
ft SR W e #F) 2 FF & (State Sponsored or Adminstered Health
?ﬁ%fﬁﬁ 2 F Fﬁ SOFEHAIEN] S KR

Coverage)

82




I}HH;’LF[F[JF'} Vl@’iﬁf S NN TR 9 ﬁmﬁ& Jhd % (250
DI LR/

B & 3W‘§A\ﬁﬁ@%h Filfr e -8
I e 17y fﬁ#' = H I Ee e il H: fol By b o Zo g il W
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52%% 26% > LI 3-11 - fAR - F 2 RS e B R ¥
AR RS T B L 21% ~ 34%0] 0 26% o i £ B R
b@ fp S 2 Fl o7 WIS UnitedHealth Group - Wellpoint
Inc.Group -~ Aetna~ Humana Inc.I'] ¥ American Family Crop

S & f Rt 26.51% -

A 3-11: 2005 & S Fc @ 2 FRE s 5 Y

_nlttﬂllul'llﬂl'l of Lie Inturaers’ Hat Premium Ra{clpt! 1008

Anmuity sansiderations

¥R F © ACLL 2006

F A R 2 gt R 39 g -
##ﬁ?@ﬁfﬁ#’#w HIRARACER R o i Fid
i it e (T 8 = 90 2004 2 2005 uﬁﬁwﬁﬁﬁﬁﬁ
otV 67.5% o B e = W B I Rk R
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LRy 2 ERVEE o S B B e T
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FIIRAS IS o iR 329 Fr L [ HAS  BRE
S I E A U T A A Y E
| 7.2%%== 3.5%’#@3«5‘};@,Ff fLr= ?$I5E‘f5\] & E”j )
=R T PR AR X [T (collectively renewable) il 14
CORE R R B E R P o W W

(non-renewable) °

% 3.9 0 B A IE [ R Y

Accldent and Health Insurance Net Premium Recelpts

Millions Average annual percent change
1995 2004 2005 1995/2005 2004/2005
Group $64.036 385471 $79.303 14 =72
Credit |.834 1157 1,135 -5.2 -18
Individual
Collectively renewable 706 142 75 =220 —47.0
MNoncancelable 4,609 5791 6260 35 8.
Guaranteed renewable 14,911 27,875 27,866 7.2 0.0
MNonrenewable 1,605 1,230 1,285 -4 4.4
Other accident 485 546 536 1.1 -1.8
All other 1.853 3,540 1,805 -0.3 —490
Toral 24,168 39,124 37,828 5.1 -33
Aggregate total 90,038 125,752 118267 31 -60

Source:ACLI tabulations of MNational Association of Insurance Commissioners (MAIC) data, used by permission

i Fi @7 [’ﬁﬂ&%ﬁ?ﬁj—i}f  plA 3-1042" fﬁﬁk Hl1
M= E 6fl Mgk [5'\ fis (Comprehensive)fs £} ?i A F
7§£ = e B ‘EJJ %} (W [@ (Federal Employee Health Benefit
Plan, FEHBP) > ¥ 7% £} Medicare k|# %]}l [& (Medicare
Supplement) ° ng#l}‘a'ﬁﬁf% i 100% 73 [H[J £ #lFullf O e
(105.17%) » £ 7% 5 # %] {1 i@ (100.79%) » B3 (B fda 1 4 S
* 84.06% -

© AT 2 WREIARFE R o b RS RPN ORE B S R o RERITER 5L 2004
Health Insurance Market Report Utah Insurance Department
LB (1 p 7 — A F PR~ b ARl 22 > R PRI - R
R R D P - m@tﬂﬂo
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% 3-10: F B EAE

& 78 41 3

Direct

Company Member Earned Market Loss
Policy Type Count Count”® Premium Share Ratio
Comprehensive 76 822 265 £1,405,078,420 B4 429% 84.06
Medical Only 44 5,850 53,085,419 0.14% 5327
Medicare Supplement a0 73,152 5114,639.614 5.26% T2.49
Dental 65 295,018 591,023,487 A417% 100.79
Vision 29 112,212 58,090,355 0.37% 81.11
FEHBP [ 72,529 $219,718,343 10.07% 91.49
Medicare ¥ 3 262 $170,240 0.01% 40.33
Medicaid 4 45,340 590,373.688 4.14% 85.93
Stop Loss 45 180,583 68,904 146 2.15% 65.57
Disability Income 183 345 572 578,311,966 3.59% 10517
Long Term Care 79 25679 $25,360.110 1.16% 35.51
Credit A&H 55 265,656 14,884,196 0.658% 2579
Other 227 - $61,472 153 2.82% 63.21
Total 370 $2,181,212,137 100.00% 83.54

—_— 2N
() PRAEMEBERETHIIAERY
)5S %%W‘%ij#%? RN

F*E‘ﬂé@ﬂ °

ST R A RS LR B P
(National Association of Insurance Commissioners, NAIC)
A ET 0 2004 = AT 193 F U 2 LA RTE
B o EHUE 13 KR T ZUit@%m ﬂ‘%
[@ ﬁj fJ 155 % - B H S5 F 8w = ”jJ (fraternal
insurers) ; AAFF YIS ¢ F USS88 {E  F, I F‘i el g~
a’“\&'ﬁ;%?ﬁ% » il F‘% LTC FJ'J 57 F[J 55 HI 8% General Electric
Capital Assurance Co. » John Hancock Life Insurance
Co. » Unum Life Insurance Co. of America » Continental
Casualty Co. (CNA)I'] ¥ Bankers Life & Casualty Co. > 5

AR [ 46.6% 1L LIMRA 98] > [ * R 7
I%Bw 2006 i $7E 5 IS 4T LS GE  HH T
2003 F FaAd Gl g4 0 2003 F = 2006 F | > & |J§k *é'f = e
i 11.25% > @ pLIA 3-120 = g 7o gLt R we il i
WPEWﬁ%%@HW#ﬁHV‘ﬂ’ﬁﬁﬁﬁmﬁqﬁé%i
BOAE G B ORI AT ERAS T e -
(R I IR X
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B 3-12 1 LTC s & =2l 11 » rss oy = 5

{2002-2006)
M Lives Premiums

ax

L +l| L

5
=

2002 ZElJl! 05 2008
*Percent change from sams period pricr year.

PRI ¥E ¢ ACLI, 2006

FUBCS B S T RAREE 0 2003~2005 F RSB
%D (Br [T f R PE R add - 2 S0 HF a1 46
> 50~59 F’s«a@“lﬁ«ﬁuﬂbﬂﬁﬁ (32%) » E1 % 5% 40~49 7%
(28%) » Y= Eh 40 mRI) ™™ (27%) 5 b1 o & (ER R E *
]F'Tﬁ*‘%_ 51% o

}‘11‘?(5\'1%‘{ FL o PRSI 7 3 A 1 J
ﬁ‘;iﬁ LAY gy 5~10 =+ ﬁﬁ]&?ﬁ]ﬁ} 63% > £ TV EE 2
~4 F QVF[ RESICITE S (I [l:'_} 26% > A S W\Iﬁ FY [ 1
]’ﬁﬁﬂﬁr el 11% o F, ') B W i@ *E‘\H&E%L 5~10“%??F 2~4
F A TS LT s o3 BT ED 48% » 2% =)y 1 fo i
st réf | 4% = 53 2 T Pﬁu&ﬁf‘féﬁ%ﬁuiﬁjﬁ@?% > 40%
AR T T VL S S = % (Future purchase
optlons)45’ 23% il Ht i e 5 A = %ﬁwﬁa/?ﬂ Il > 3%
LA 1] 2 R B2 W AT - (W AR P B 2 T K
%Fﬁﬁﬁ‘fﬁ” PR (l|>k 97% ) FI%t HRE a1 7] 505 1] ik

Ke b B EHTHR £ 5 1 E‘Fliﬁﬂﬁ[ﬂiﬁ**ﬁ PR (97%)
E¥?F¥%ﬁ%?“%ﬂ9%) Pl 3-11

“%ﬂ%ﬂ,%iv%ﬂFﬂ

1 to 99 workers 3% 4% 4%

100 or more workers 20 20 21

Total 11 11 11
LR N e T RO I R B T R -
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# 3-11: LTC,:EF[['T:[ZEEI;%%

BENEFITS BY TYPE OF POLICY

Policy Provides Benefits for: Individual Group

—Skilled nursing care 59 ( 97%) 43 ( 90%)
—Home health care 25 ( 41%) I8 [ 79%)
—Intermediate nursing care 27 { 44%) 27 ( 56%)
—Hospice care 11 ( 18%) 20 ( 60%)
— Personal (custodial) nursing care 21 ( 34%) 8 ([ 17%)

R Y} : Long Term Health Care: A Comparison of Group and Individual Products

T I R S W GRFE 0 90~180 = A W l%«%‘ffﬁ Fi

) Iﬁ‘j“ B 87% > E R EL 20~90 &S HARY llg—} £

13% » 813 180 “[iU% 1% o #) 1) A#  1% I*mﬁﬁf s

3-12 7 b [ FUN) (R AR B 2 o firE B S1% >

ELE] l%@l’%«“[ﬁ‘} £ 41%; RO E f’%ﬁ@ﬁ\'fﬁ”%
L= o EEGE R E s PSR R, 25%

% 3-12 ¢ LTC 5& W[5 (4 58 5

RENEWAL PROVISION BY TYPE OF POLICY

Renewal Provision Indiv idup_l !’:._mﬂ
—~Conditionally renewable 25 ( 41%) 28 ( 59%)
—Guaranteed renewable 31 ( 51%) 8 ( 17%)
—Optionally renewable 3 ( %) 12 ( 25%)
—Other 2 ( 3% 0

Total 61 (100%) 48 (101%)

¥R 7} : Long Term Health Care: A Comparison of Group and Individual Products

2 B

BB B 25 F{ (National SafetyCouncil)
EREE e NV Igr[ﬁ% ERINF S NS E'EAFI)’%E‘% S AIRT
%ﬁl (S ﬂ/}?} ﬁ'] EE 47— (F (K 3- 13) 2002 == 2003
FRELFEER PR A8 o Y 5.9/00 ==
6MW%°§Wﬂ@ﬁ%ﬁ&ﬁmﬂfﬁ§Miw,ﬁ
Ko W e o T IR 56 e P o B O R (R PO S
T o T EWEE 52 ﬁjﬁfﬁ}lf CHfE R KT I
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KR WIRGE 100 = > BV LR ML B ge 0 1 IS
99 ([ 3-13) < F I ¥ ‘L’Q'F&:}éwxﬁﬁf
U S IR PER PP BRI PR T B
G RN AN AEEy

F 0 3-13 1 KN :ﬁ"ﬁ‘ﬁfﬁh“t R e AR P
One
-

- % ‘an

¢

Isecond 2,650 63,600 446,200 23,200,000

13
Motor vehicle seconds 270 6,600 46,200 2,400,000
Work 9 seconds 420 10,100 71,200 3,700,000
Workers off-the-job 5 seconds 780 18,600 130,800 6,800,000
Home 4 seconds 1,030 24,700 173,100 9,000,000
Public nonmotor
vehicle 4 seconds 940 22,500 157,700 8,200,000

Median number of submitted claims (received from policyholder)

per 1,000 insured lives:

_ Long term disability Short term disability
2002 5.9 64.6
2003 5.9 63.5

YRV : http:///www.iii.org/Disability

W 3-13 7PN ok A S R S

Fibromyalgia OU
IMental disorders o8
AIDSIHV 98

MNeoplasms 81

Chronic fatigue syndrome 78
Circulatery system diseases ] 76
Musculoskeletaliconnective tisue diseases 76
MNervous system diseases o 69
Pregnancylcomplications &7
Injuryfpoisoning g 64
All other : €0
Infectious/parasitic diseases (2) 59
Pregnancyinormal ; 52
48
Respiratory system diseases % WSTD (Average duration in days)
Digestive system diseases - 44 ll.-TD (A\rerag-e duration i-n months)

Reproductivelurinary diseases

1] 20 40 &0 E0 100 120

Duration
FPR[ R ¢ http:///www.iii.org/Disability

%@i‘ﬁiﬁ@ﬂjﬁifﬂ%ﬁfﬁ'ﬁ: (W HT V5% Bl L] F
1800 &[S BLIT [ 47 9 " P pL A 3-14 = [l iEr
LA BE [~ e LD (EIE T Y 50%~T0% (L Fe ]
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H e I'{%\'EFH’\F[H ] F"Fl B s s (DEAE B TR =R
oA g Al BT g (R R BT
R FFI [ (Partial /Residual Disability Benefit)* « %
if[’?&ﬂ: Fj‘ﬂ‘ﬁffqﬂ ] (Cost-of Living Adjustments Benefit »
COLA)Y ~ 1 fHt W e = 5 A ~ ] (Rehabilitation Benefit)*™ - +#
4 BE l:F % ¥ (Future purchase options)® ﬂﬂfﬁ' W e ¥ 21
(Supplemental Social insurance Benefits) '3 o PR B

RIS _Tﬁanﬁlji" 1980 & [t 3% ﬁlTHEI S (et
ﬂjiiﬂ*r;ﬁﬂ Bt o B2 e 2 RV IR VA R
R SR UE E SR I LGRS 2 e
MR B R y;\ﬂ g
Frivsl R R e T E S - Fgf{ﬁﬁ%ﬁ*'/ AR
1989 = 22 @ﬂwﬁﬁ’7ﬁ%ﬁ%m%}ﬁ‘*ﬁfulmaoq
BERS W HGFIH Y T & 0 g e e e R A
EFA > 5 B Iﬁ\ F%;f t[?fé?fﬁ'ﬁﬁ SR R
TEFH| L

R AR Z LT W0 & R R EE S P [ P 2 LT A

QH%W?Kﬁﬁﬂﬁvo*%ﬁﬁ%pmﬁfﬁ i H?VﬂMvSF1M

iﬁféj%” Y 65 i -

TR DR E R i R R S T P

(CPI) ﬂ[lﬁi‘\ﬁ il faa = *— [l PSS (U 5%) » (EHs 2 A HCRUE] R EE 2~3 ['?”, °

b ?ﬂ?f“ﬁ‘@lﬁa*ﬁ@@@’i[ﬂ'?%&% L e T TR S N “F‘H b= O I B |

i e >~ ﬁhﬂ‘ﬁﬁi I R @E[ié_'%ﬁﬁf'ﬂwﬁw_[%F‘%HM 02 T RE PR

O BL A %#T Tm@%%iﬁd AN = K T N RO A R -

O ORERR T*F"Maa A1 HIIMEE, il - *‘Tﬁ'gwfﬁ‘ fﬁzﬂ‘qfﬁkﬁeswﬁ [ fl

;LQ%E' R EE IMHBF'EWF RRAL l&ﬁfﬁgﬁﬂ'ﬁéfﬁﬂﬂmw 4=
S i 2 il A Vﬁﬁﬂulﬁ\rﬂalﬁﬁﬂjgﬂ iﬁ% J RS

Vvhat US Companies did in responsae

Actions Taken to Iimprove Profitability
Importance e of Companies who
implemented a change
& LUindernwriting 152 100246
e FProduct 15%6 92 3%
© Pricing 20%6 e 9%
S Claims “A0% a1 5%
o Other 102 53 8%
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Lt el (Rt e
fie ff P& po & f& 2 il 53 B % Hartford Life ~ MetLife
UnumProvident ~ CIGNA = Standard > fléfﬂ I’J‘:%'*%
58.3% ° PIF] S —k%l]:[fkjpﬁ}[ fe d Bd o 2 Bd 2 il 53 )RR
Hartford Life - UnumProv1dent MetLlfe > Jefferson Pilot
Financial ¥ Standard - F’ﬁéfﬁ |F"3~‘$ 52.9% ; DIﬂ B F
gk A Ay B F] R 0 fljt'r General Cologne Re » Munish
American > E F57[I Swiss Re ¥ Employer Re =[] [ 7 i

HUDLE] ] 4 -

R IR T 0 B R S > 2003 R
PErSGS AE  E E ROR SRS A Y 15% 0 i
BV A ™ B 31% « FrE2as b e A
= T RS LT S 5 T - = G 1% 0 R
FJ: [’ #t (commercial disability income) ¥ & 59 {4 s *
Pzt 14% o BT I T YL s r%ﬁ[fﬁ&% 4% o JiE[Ed
PR P T SR 3 o = AR B (e IR TR P =65 %)
Vo Lol -Ua S S ﬁﬁqﬁf‘@ﬁ + e Pa (et =~ R TV
Fh 13~ 26~ 52 [ B 1) » F DTG I [ B ooy > P e
BUFT KL = 3 T~ 1 7545 (pL 380 (LT (5L 3-16) -

3oty }‘ﬁ F(DERI T R fe W T (Key-person Disability policy) ~ (2)14# 1 &y ] 4 i fhl 1
(buy-sell Disability policy )I'] ¥ (3)51 % 7% E'H‘\ﬁi il #1 (Business overhead expenses
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F3-16 1 2003 F [l [

Short-term disability

Master contracts (number)

Certificates (number)

Annualized premium ($ millions)
Long-term disability

Master contracts (number)

Certificates (number)

Annualized premium ($ millions)

IN FORCE (3)
Short-term disability
Master contracts (number)
Certificates (number)
Total premium collected ($ millions)
Long-term disability
Master contracts (number)
Certificates (number)

Total premium collected ($ millions)

32,590
3,988,359
$1,021

40,453
5,113,794
$1,433

206,480
22,493,335
$4,484

235,478
35,680,110
$8,148

55055 @ I

Noncancelable disability income
Total sales ($000)
Premium growth rate (%)
Policy growth rate (%)

Premium per policy ($)

Guaranteed renewable disability income

Total sales ($000)
Premium growth rate (%)
Policy growth rate (%)
Premium per policy ($)
Commercial disability income
Total sales ($000)
Premium growth rate (%)
Policy growth rate (%)
Premium per policy ($)
Total disability income
Total sales ($000)
Premium growth rate (%)
Policy growth rate (%)

Premium per policy ($)

PR R ¢ wwwiii.org
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$280,001
1%

3
$1,341

$88,744
1%

-6

$599

$4,605
-14%
9
$304

$373,349
-1%

5
$1,003
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It is processed based on a life insurance company’s past experience of
It is set for worse morbidity gain so that assumption
: It is set for

> Base scenario :
similar products. Sensitivity scenariol :
of morbidity index accompanying benefits is 1.3 times. Sensitivity scenario2
better morbidity gain so that assumption of morbidity index accompanying benefits is 0.7

times.
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3. **ﬁ[@%[ﬁk )R E R A& = S ) P (Trend Analysis)

J mEE L Y] o B R F S FLEE 3.5% > contingency
margin = PR RAYAY 5% o K @%’F FEg A 3<§fﬂ7l‘f¢
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R B R wgi}%aﬁﬁu’ﬁ&wﬁﬁéﬁ
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Appendix D provides an example of the results from a typical risk cost mode
for U.K. medical expenses insurance.

Utilization  Cost
Risk cost component Year ¥ increase increase Year ¥+1

£) (%) (%) (£)

In-patient charges:

Hospital accommodation 3540 20 10-0 39-70
Theatre fees 5-00 2-5 12-0 f-R)
Other hospital charges 320 2-5 12-0 370
Surgeon’s fees 16-00 20 80 17-60
Anaesthetist's fees 600 2-0 80 T-60
Drugs and dressings 3-60 25 2010 4-40
T1-0 75-80

In-patient physician's services 450 1-5 80 4-90
Out-paticnt consultations 17-00 40 80 19-10
NHS cash benefits 300 0 -0 300
Owerseas claims 100 [0 10-0 1-10
Psychiatric illness 350 1 10-0 190
10000 111-80

The expected increase in risk costs was estimated to be 11-8% per annum.
“PR[ ¥ © Medical Expenses Insurance, JIA 115(1988)
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Age provision

A
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SR S RS LTI RS T R i L
BT A RO 403

43 USSR A i 2

Age provision of new
tariff, entry age 27

Age provision of old
tariff, entry age 27

Changing the tariff
with the age of 32

Age provision of new
tariff, entry age 32

Lack of age provision
if classifying at age 27

so far

27

32

Age

R 75 © Adjustmnet in fully-funded system, Deutsche Krankenversicherung, AG
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for all peaple to Provision for profit-related
stabilize . ———
Premiums 10% Premium or premium refund premium refunds
surcharge
" Provision for non-profit-related
for people .
beyond 65 premium refunds
customer
savings J
v l ¥ v
. Actuarial Provision for
security st —» provision 10%-premium
surcharge surcharge
50% 50%
90% at 52% 48%
10%
surcharge
customer excess
savings 100% 0%
/ ‘Theredity interest
Administrativ Underwriting Insurance
€ costs costs benefits §122
VAG
90%
> at
Gross surplus Teast
> 80%

EPR[ VR Adjustmnet in fully-funded system, Deutsche Krankenversicherung, AG

g g
(a) ¥ ¥ 10% [ ¥¥ (provision of 10% premium
surcharge) :
BLETR 60 1) ) 2 %@mﬁlo%@@w’ﬁw&@
R E A R L
Y 10% (o5 [rl [ Ry o (LT 1Y 2 ) =
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(b) I7 ¥ [TFJ & (additional provision) ¥ E’IEF%TEJ | BlING
i 7 [T 685 7 ) £ ( provision for non-profit-related

premium refund) :

PR 2 5 2 L9 By 8
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for non-profit-related premium refund) » {&E5 Fl &

1% H65m% 44 Tﬂﬁ [ R Al -
(c) #l| Y5 A F—%ﬂ LAY It g Y G & ( provision for

profit-related premium refund) :

L [ 88 BT T TESE 5 01 7 AU - RV 0
FIFS 5%-10% f9 g fa Bff p 4% 2] 3 (contingency
loading) )| 1 [ 4 P o 83 1 Al ok i £ 1
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(provision for premium refund)ffi72 = fil ¥ IE fif
hi= [fEJ B R i Fiel fl % [l g5 ¥ ﬁFJ = (provision
for premium refund)py % = ﬁl BYHFE > =
A AR R I B

(2) "M

ol TRHEIFVEE Y 0 FLA e |ﬁ o A aE e ]’fF & (provision for profit-related
premium refund) » F‘ﬁb : |ﬁx$ﬂ%}‘]}j |fF & (actuarial provision) ; ¥ : ‘JIEfJé\Té'b[f['ﬁi?*ﬁF
& (provision for non-profit-related premium refund) » £77% @ {i ?ﬁ' ﬂ‘ fifi ¥ |1F £ (actuarial
provision) o
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NPADD),, = NP, ~NP—V, /&"&"

X+t:n—t

fl

=

GPADD),, =NPADD,, /(1-L)
E
NPADD,: Xt 753 {5 4 2 IR 1 AT L3S el -
NS =PVEBM ./ e RO TRV xe

x+t X+tin -t

(b) %]

2 (). A SRR SRy T2k N T {,gg mES N
The basic pr1n01ple of premium calculation in the private health insurance is the
so-called principle of equivalence. The net premiums are calculated with actuarial
principles using the following fundamental factors:

-mortality tables

- other pattern of lapses except of death

- technical rate of interest

- claims per capita

When determining these actuarial factors, consideration has to be paid to any emerging

trends. Besides the probabilities of death the probabilities of abnormal lapses, which
have a premium-reducing effect, have to be considered.
R L e

T+ sectlon 12 of Act on the Supervision of Insurance Undertakmgs [HE
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(3) W F 1%

%Jr,%ﬂ@ﬂﬁ%?@fﬁjﬂ o F R T T TR
S

The company may change premium rate under this
policy when admitted that the increase in number of
insured that file claims should affect the premium
calculation basic of this product, subject to the

minister’s approval.

(E"l’?'{ﬁ?;ﬂ Ejf EigEa f@’@[ﬁﬂ Bt A4 ST L RE
T TR R L BT )

The company amends premium or number of unit
of this policy for the future when company changes
premium rate of this product under this article. In this
case, company notifies the policy owner of this by two
months prior to the yearly contract date (hereafter the
alteration date) right after the designated day on the

occasion of the approval.

(MR Bde 2 il 7 = rﬁlJFﬁmﬁ‘ﬂé”}ﬁ&%szqr, ]
HUOE By 20 [N ol Ba 2% R Y }%m %ﬁﬂ}('ﬁm ’
RS TR G R ’zﬁjiﬂ[ﬁi*[’, | N
Fhe)
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The policy owner who is notified of the preceding
section appoints the process from the followings by

two weeks prior to the alteration date.

(TS0 e 3 U Py 0 22 3 0 L B 2 il
RS R )

1. For the case of the policy which premium
payment is being made (Includes the policy which

premium is paid in advance)

(1)A way to amend premium from the alteration
date with receiving cash amount calculated in
accordance with separate transaction ruled by

company.

(2) A way to amend number of unit in accordance

with separate transaction ruled by company.

(3) A way to cancel the policy on the previous day

of the alteration date.
(¥§ A Y [ ET RS [T B PR Y S R
(1) fEfEaspl &8 FeFt Frpy i st ﬁ%lﬁ\' PR

(2) S F1E BT TR0 SR R
7 e -

B!

(3) WP (Sdrd Beplfg— FIBEEEGS - )

2. For the case of the policy which premium is

single or paid up

(1) A way to receive cash amount calculated in
accordance with separate transaction ruled by

company.

(2) A way to amend number of unit in accordance

with separate transaction ruled by company.
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(3) A way to cancel the policy on the previous day

of the alteration date.

(S B 1 S B 10 (1 31 [
fEJth

(1) (5o L@ g #rat o g s - 5 RER T -

(2) s |1 g prat BP9 U 3 IR B A 1
it g

(3) Wt SopI) PR AR - )

When the alteration date arrives without policy
owner’s appointment in the previous section, company
assumes the policy owner is appointing method (2) of

each status.

(w@m%H@WHﬂﬁ%@%Fﬂ 2
TGRS I )

When the policy is cancelled on the previous day
of the alternation date under this article, company pays

reserve of the policy to the policy owner.

i’ I'Jé\l ?JFI' > f’g ¥ & TSFE IJ - I EJZ-a‘i P [Jék [gaa FJ
ﬁiﬁﬁﬁﬁﬁ B <& A T e )

E[I” g F‘ 38 R B (EE E[[fq_jf/\[ﬁ'\ﬁ o ﬁfl‘
FATRCET LR 2 ﬁJi Ak Fjﬁgﬁ”@ﬂ’ (VR o 3 I
@?ijﬁé‘?fﬁﬂﬁ - i_ BT

e 94 ’#ﬁ@#iWEyV“w$%gw¢i%
)

Calculation Principle

The risk of falling ill increases substantially with
age, and the cost calculation of private health insurers
takes this into account. To keep insurance affordable

for elderly clients, part of the premium is put aside for
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later and invested at an annual rate of interest of 3.5.
The investment is called the old age reserve and it is
used to client’s ol age, when the state of health usually
deteriorates, to cover any costs exceeding the regular

premium payaments.

In principle, premiums for private health
insurance are calculated in such a way that they remain
the same throught the client’s entire life as long
as...well, as long as the general circumstances do not
change. By general circumstances we mean the cost of
our health care system, the progress made by medical

science and general life expectancy.

(Wﬂ%%%$%ﬁ%ﬁﬁmfﬁ,mu¢s
il 3.5%f0 5 A sk R Y v & o )T Y
W?@®¢%@WW?#?}# A FA S WJ
T ) Y R R (TS (B B R RS
HALE BRI Y AT e e
=0 F 2RI BRI <)

Premium Adjustments

Experience shows that prices and costs have a
tendency to increase: drugs, hospital charges, etc,
everything keeps getting more expensive.
Consequently, private health insurance premiums must
also be adjusted. What happens in such a case? Firstly,
the premiums are re-calculated on the basis of the
higher costs, usually so that the rate of incurease is the
same for both. However, there is then also the problem
that the old age reserve will be insufficient to cover the
expected claims. The reserve therefore has to be
topped up, additional savings are required, which
means that overall, the premium must be increased at a

higher rate than the costs.

(- EE Ry RIS > B a b iR Ry R E
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Benefit Levels for Most Commonly Sold Plans

Median Values
Indemnity PPO DHMO
Deductible
Routine/preventive care 0 0 0
Basic services $30 330 0
Major services =0 =0 ]
Coinsurance [Reimbursement)
Routine/preventive cars 100% 100% 0
Basic services 80 80 0
Major services S0 S0 ]
Waiting period (Number of days)
Routine/preventive care 0 0 0
Basic services 0 0 0
Major services 0 0 0
PR YR T www.limra.com
E% o fl LIMRA YR #3530 - ) HT T ”F' rﬂj

IR > 2 J@Wﬂﬂ#ﬁ%i}@ﬁ’ﬂ%ﬂﬂr
Mgy B% R S SO SR LT 3L

Ho4e3n ISR R U R B
Table C-7 — Voluntary Lapse Rates by Elimination Period

Individual and Group Plans Combined

Elimination period Lapse rate
Mo waiting period 4.4%

15-20 days 33

30 days 48

G0 days 4.7

90 days 51

100 days 26

Over 100 days 20

PR YR T www.limra.com
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F 44 fUBa 2 PR 1 SRR O RUPY R

Distribution of Resisted Clau'ns by Reason Provided by the Insurer

Reason Provided by Insurer for Resisting Claim

MNumber of Percentage of
Total Claims

Claims

Material misrepresentation

No insurance/coverage question/termination/
surrendered

Suicide exclusion

MNot eligible for coverage

Not an accident (accidental death benefit
denied)

Preexisting condition

Other

Denial frescission

Misstatement of age/reduced to age

Lapsed policy

Beneficiary issue/beneficiary dispute/implicated
beneficiary

Coverage exclusion/excluded risk

Medical history

No presumptive death/No evidence of loss/
disappeared

Not at work

Fraud

Disputed face amount/amount of coverage

Alcohol/dmig exclusion

Filing time expired/statute of limitations

Benefits/claims/maximum benefits already paid

Liability not established

Over age

Felony exclusion

Conditional Receipt

No insurable interest

Breach of policy condition

Alircraft/racing exclusion

Totals

4,600

528
411
346

211
206
185
172
133
133

127
123
61

53
44
43
32
31
29
28
27
18
14
12
10
10

9

7,596

60.56

6.95
5.41
4.56

2.78
2.71
2.44
2.26
1.75
1.75

1.67
1.62
0.80

0.70
0.58
0.57
0.42
0.41
0.38
0.37
0.36
0.24
0.18
0.16
0.13
0.13
0.12

100.01~

R Yf : Journal of Insurance Regulation, An Empirical Analysis of the Nature and Cost of

Fraudulent Life Insurance.
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F4-5 (LMY 2 T BOS B TR A

Modeling of Fraudulent Claims Detected and Disposed Of Across
Insurers (Dependent variable: Net Amount of
Fraudulent Claims Disposed Of)

Expected

WVariable Sign Coefficient P-value
Intercept —12.2892 0.0001
Total Assets +/— 0.3249 0.0028
Lapse Ratio + 6.4443 0.0149
Investigation and Settlement

of Policy Claims RS 0.2357 0.0036
Medical Exam and Inspection

Report Fees + 0.1906 0.0371
Credit Life + 0.0823 0.0641
Group Life - 0.0165 0.7317
Industrial Life + —0.0514 0.4615
Agency — 0.5284 0.6102
Model adjusted R> 0.122.6

€7 f¥fi : Journal of Insurance Regulation, An Empirical Analysis of the Nature and Cost
of Fraudulent Life Insurance.
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ACCIDENT AND HEALTH POLICY EXPERIENCE EXHIBIT
C. HOSPITAL, MEDICAL & SURGICAL POLICIES
MADE BY
(Name)
Incurred Claims and
Increase in Policy Reserves
Policy Form Numbers First Year| Name of | Premiums | Amount Percent of Commissions Rate of Dividends to
Issued Policy Earned Premiums Incurred Commissions| Policyholders
Earned And Expense Incurred
Allowance
1 2 3 4 5 6 7 8

COLLECTIVELY RENEWABLE

1. MASS UNDERWRITING BASIS

2. OTHER

NON-CANCELLABLE

GUARANTEED RENEWABLE

NON-RENEWABLE FOR STATED REASONS ONLY

OTHER ACCIDENT ONLY

ALL OTHER

(a) Premiums earned are before adjustment for the increase in policy reserves which has been treated as a separate deduction.
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[ s8& — Act on the Supervision of Insurance
Undertakings

Section 12
Substitutive health insurance

(1) To the extent that health insurance is suitable as a full or partial substitute to
statutory health insurance (substitutive health insurance) it shall be operated in
Germany only in accordance with the technical principles of life insurance, i.e.

1.

premiums shall be calculated in accordance with actuarial principles on the
basis of probability tables and other pertinent statistical data, specifically
taking into account any relevant assumptions with respect to the risk of
invalidity and illness, to mortality, to the dependence of the risk on age and
gender and to the probability of cancellation, also taking into account safety
loadings and other loadings and a technical interest rate,

the ageing provision is to be recognised in accordance with section 341f of
the Commercial Code,

in the insurance contract, the right of termination without cause for the
insurance undertaking must be excluded, in daily benefits insurance from the
fourth policy year at the latest, and a premium increase permitted,

the insurance contract shall grant the policyholder the right to policy
alteration by choosing other premium scales with comparable coverage while
maintaining the rights and ageing provision entitlements acquired so far
under the contract.

(2) Insurance undertakings active in substitutive health insurance business shall
appoint a responsible actuary. Section 11a (1) sentences 2 to 4, as well as (2) and
(2a) apply accordingly.

(3) The duties of the appointed actuary are as follows:

1.

To ensure that in calculating the premiums and mathematical provisions, in
particular the ageing provision, the actuarial methods (subsection (1) nos.
land 2 above) are followed and the rules of the regulation issued pursuant to
section 12¢ below are observed. In the process, the appointed actuary shall
assess the financial situation of the undertaking, in particular with respect to
whether or not the undertaking is in a position to fulfil its liabilities under the
insurance contracts at all times and whether it disposes of adequate resources
in the amount of the solvency margin.

The appointed actuary shall certify at the end of the balance sheet that the
ageing provision has been calculated in accordance with no. 1 above
(actuarial certification). This does not apply to small mutual associations
(section 53 (1) sentence 1).

Section 11a (3) no. 3 and (4) no. 1 apply accordingly.
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(4) Section 11 (2) applies accordingly for substitutive health insurance. The
premiums for new business may not be lower than the premiums for the insured
of the same age under the existing portfolio of insurance contracts, not including
their ageing provision.

(4a) In substitutive medical expenses insurance, a loading of 10 percent of the
annual zillmerised gross premium shall be charged to the insured, allocated
annually and directly to the ageing provision pursuant to section 341 f (3) of
the Commercial Code, and used for the purpose of premium reduction in old
age in accordance with section 12a (2a), at the latest with the beginning of the
calendar year following the year in which the insured attains the age of 21 and
ending in the calendar year of the insured person's attaining the age of 60.
Sentence 1 above does not apply to private dental prosthesis insurance within
the meaning of section 58 (2) of book five (V) of the German Social Security
Code (Sozialgesetzbuch), for policies with defined terms covering the insured
during periods of training or education, stays abroad, or travel, and to premium
rates terminating automatically at the latest upon the insured's attaining the age
of 65.

(5) If the non-substitutive health insurance is operated in accordance with the
technical principles of life insurance, subsections (1) to (4) above apply
accordingly.

Section 12a
Ageing provision; direct credit

(1) In medical expense insurance and voluntary long-term care insurance (long-term
care costs and long-term care daily benefits insurance) operated in accordance
with the technical principles of life insurance, the insurance undertaking shall
annually credit to the insured, the investment income attributable to any positive
sum of the ageing provision for the policies concerned at the end of the
preceding financial year. The amount credited shall total 90 percent of the
average investment income generated beyond the level of the technical interest
rate (excess yield).

(2) The share of the amount determined in accordance with subsection (1) above,
which is attributable to the share of the ageing provision accumulated from the
loading, shall be annually credited in full to the insured who paid the loading
pursuant to section 12 (4a), until the end of the financial year in which they
attain the age of 65. Of the remaining amount, 50 percent shall be credited
annually directly to the ageing provision of all insured persons. The percentage
rate defined in sentence 2 above shall increase by two percent annually, from the
financial year of the insurance undertaking beginning in 2001, until it reaches
100 percent.

(2a) When the insured attains the age of 65, the amounts referred to in subsection (2)
above shall be used to fund, for an unlimited period, the additional premiums
arising from premium increases, or a portion of the additional premiums if the
available funds are not sufficient to fully fund the additional premiums. Unused
amounts shall be utilised for premium reduction as of the point at which the
insured attains the age of 80. Any subsequent allocations shall be used for an
immediate premium reduction. In voluntary long-term care daily benefits
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insurance, the general policy conditions may provide for an according increase
in benefits instead of a premium reduction.

(3) The share of the investment income determined in accordance with subsection (1)
above remaining after deduction of the amounts used in accordance with
subsection (2), shall be set aside for the insured who have attained the age of 65
by the balance sheet date, for a rebate and be used within a period of three years
to offset or limit premium increases, or to reduce premiums. Notwithstanding
sentence 1 above, until the balance sheet date following 1 January 2010, 25
percent may also be used for insured persons who have attained the age of 55 but
not yet the age of 65. The premium reduction in accordance with sentence 1
above may be limited to prevent the premium of the insured from falling below
the level paid at the initial age at entry; the unused portion of the amount
credited shall be credited additionally in accordance with subsection (2) above.

Section 12b
Changes to health insurance premiums; trustee

(1) For health insurance operated in accordance with the technical principles of life
insurance, premium adjustments may only be implemented after approval by an
independent trustee. The trustee shall verify whether the premium has been
calculated in accordance with the applicable legal requirements. For this purpose,
all technical calculation bases required for verification, including actual
calculations made and statistical evidence, are to be provided to the trustee. The
technical calculation basis shall comprise all the principles for the calculation of
the premiums and ageing provision, including the calculation basis and
mathematical formulas used. Approval shall be granted if the requirements of
sentence 2 above have been met.

(1a) The following shall be subject to the approval of the trustee:

1. The date and the amount of the withdrawal and the use of funds from the
provision for rebates, to the extent that they are to be used in accordance
with section 12a (3),

2. The use of the funds from the provision for bonuses.

In the cases mentioned in sentence 1 nos. 1 and 2 above, the trustee ensures that
the requirements set forth in the memorandum and articles of association and the
general policy conditions are met and that the interests of the insured are
sufficiently safeguarded. If the funds are utilised to limit premium increases, the
trustee shall ensure, in particular, an appropriate distribution amongst the groups
of the insured who paid the premium loading under section 12 (4a) and those
who did not, and sufficiently take into account the aspect of reasonableness of
the premium increases, in percentage and absolute terms, for the older insured.

(2) For every insurance tariff calculated in accordance with the technical principles
of life insurance, the insurance undertaking shall compare, at least annually, the
required benefits with the calculated benefits. If the comparison to be submitted
to the Supervisory Authority and the trustee indicates a deviation of more than
10 percent for a certain tariff, provided the general policy conditions do not
require a lower percentage, the undertaking shall examine all premiums subject
to this tariff and, if the deviation may be considered to be more than just
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temporary, adjust them with the approval of the trustee. In this context, the fixed
amount of any excess may also be adjusted and any agreed premium loading
changed accordingly if this has been stipulated in the contract. There shall be no
adjustment if the insurance benefits were inadequately calculated at the time of
initial calculation, or recalculation, and a prudent and conscientious actuary
should have recognised this. If the trustee finds that premium increases or
reductions are necessary wholly or partly for a tariff, and if no agreement on this
can be reached with the undertaking, the trustee shall immediately inform the
Supervisory Authority.

(3) Only persons may be appointed as trustee who are reliable and qualified and not
affiliated with the insurance undertaking and who, in particular, have not
concluded an employment contract or other service contract with the insurance
undertaking or any affiliated undertaking, and have no claims against the
undertaking under such a contract. To meet the qualification requirement, the
trustee shall dispose of sufficient knowledge in the field of premium calculation
in health insurance. The appointment of a person already active as trustee or
appointed actuary for ten insurance undertakings or pension funds is generally
excluded. A higher number of mandates may be permitted by the Supervisory
Authority.

(4) Before appointment of the designated trustee, the Supervisory Authority shall be
informed and provided with the information necessary to judge the requirements
referred to in subsection (3) above. If there is evidence to suggest that the
designated trustee does not meet the requirements for reliability or qualification,
the Supervisory Authority may require that another person be appointed. If, after
the appointment, there should be evidence of circumstances which would have
prevented the appointment in accordance with subsection (3) above, or if the
trustee does not properly fulfil the duties under this Act, in particular if any
premium adjustment is approved, which does not comply with the statutory
requirements, the Supervisory Authority may require that another trustee be
appointed. If the designated or the newly appointed trustee in the cases
mentioned in sentences 2 and 3 also fails to meet the requirements, or if no new
appointment is made, the Supervisory Authority may itself appoint a trustee.

(5) As regards the appointment of a trustee in the event of a contract adjustment
pursuant to section 178g (3) of the German Insurance Contract Act
(Versicherungsvertragsgesetz), subsection (3) sentences 1, 3 and 4, and
subsection (4) above apply accordingly. To meet the qualification requirement
the trustee must dispose of sufficient legal knowledge, relating in particular to
the field of health insurance.

Section 12¢
Enabling provision

(1) As regards health insurance operated in accordance with the technical principles
of life insurance, the Federal Ministry of Finance is authorised to

1. issue by regulation provisions on the actuarial methods for the calculation
of the premiums, including premium adjustments and the mathematical
provisions, namely the ageing provision, specifically to take into account
any relevant assumptions with respect to the risk of invalidity and illness,
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long-term care requirements, mortality, dependence of the risk on age and
gender, and probability of cancellation as well as the amount of the safety
loading and interest rate and the principles for the assessment of the other
loadings,

2. issue by regulation more detailed provisions with regard to the
equivalence of the insurance coverage and transfer of acquired rights and
the ageing provision in the event of a change of tariff pursuant to section
12 (1) no. 4,

3. define by regulation how the excess yield as defined in section 12a (1) is
to be calculated, how the amounts are to be distributed among the entitled
insured persons in accordance with section 12a (2) and (3), and how the
initial premium at the age of entry is to be determined,

4. define by regulation the procedure for comparing the required insurance
benefits with the calculated insurance benefits within the meaning of
section 12b (2) sentences 1 and 2, and the deadline for submitting this
comparison to the Supervisory Authority and the trustee.

This power may be delegated by regulation to the Supervisory Authority.
The latter shall issue the rules in consultation with the supervisory
authorities of the individual federal states.

(2) Regulations pursuant to subsection (1) sentence 1 no. 1 above shall be issued in
agreement with the Federal Ministry of Justice. The same applies to regulations
pursuant to subsection (1) sentence 2 above, if they serve to delegate the
authorisation to issue regulations in accordance with subsection (1) sentence 1
no. 1.

Section 12d
Transitional provisions applicable to trustees in health insurance

(1) If the premiums for insurance contracts concluded before 29 July 1994 in health
insurance operated in accordance with the technical principles of life insurance
may be adjusted under an adjustment clause subject to the approval of the
Supervisory Authority, such approval by the Supervisory Authority is replaced
by the consent of the trustee (section 12b (1) and (2)).

(2) (rescinded)

Section 12e
Loading

As regards insurance contracts concluded before 1 January 2000, section 12 (4a)
applies, with the proviso that

1. the loading is to be charged for the first time on 1 January of the calendar
year which follows the 1 January 2000,

2. the loading in the first year totals two percent of the gross premium, and
increases by two percent on 1 January of each of the following years, up to a
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maximum of 10 percent of the gross premium, unless it is terminated
because the insured attains the age of 60,

3. the insurance undertaking is obliged of inform the policyholder in good time
of the amount and annual increases of the loading before it is charged for the
first time,

4. the loading shall only be charged if the policyholder does not object in
writing within three months after receipt of the information pursuant to no. 3
above.

Section 12f
Long-term care insurance

Subject to the regulations set forth in book eleven (XI) of the Social Security Code

(sections 110, 111), sections 12 (1) to (4), 12b and 12¢ above apply accordingly to
private compulsory long-term care insurance.
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fff &% = GUIDELINES FOR FILING OF RATES FOR
INDIVIDUAL HEALTH INSURANCE FORMS

Section I. General

A. Every policy, rider or endorsement form affecting benefits that is submitted for
approval shall be accompanied by a rate filing unless the rider or endorsement
form does not require a change in the rate. Any subsequent addition to or
change in rates applicable to such policy, rider or endorsement shall also be filed.

B. General Contents of All Rate Filings

The purpose of this guideline, including its Appendix, is to provide appropriate
guidelines for the submission and the filing of individual health insurance rates
and to establish standards for determining the reasonableness of the relationship
of benefits to premiums. Each rate submission shall include an actuarial
memorandum describing the basis on which rates were determined and shall
indicate and describe the calculation of the ratio, hereinafter called "anticipated
loss ratio," of the present value of the expected benefits to the present value of the
expected premiums over the entire period for which rates are computed* to
provide coverage. Interest shall be used in the calculation of this loss ratio.
Each rate submission must also include a certification by a qualified actuary that
to the best of the actuary's knowledge and judgment the entire rate filing is in
compliance with the applicable laws and regulations of the state to which it is
submitted and that the benefits are reasonable in relation to premiums.

* Assumptions applying to the future "period for which rates are computed" should
be reasonable in relation to the circumstances. For example, if future rates of
inflation are a major factor, the period of projection of such rates normally should be
short, such as three to five years only. Other assumptions, however, may still
appropriately apply over the entire future policy renewal period, particularly in cases
where the basic rate structure is one of “level” premiums based on original issue
age.

C. Previously Approved Forms. Filings of rate revisions for a previously approved
policy, rider or endorsement form shall also include the following:

(1) A statement of the scope and reason for the revision, and an estimate of the
expected average effect on premiums, including the anticipated loss ratio for
the form;

(2) A statement as to whether the filing applies only to new business, only to in
force business, or both, and the reasons therefore;

(3) A history of the experience under existing rates, including at least the data
indicated in Section ID. The history may also include, if available and
appropriate, the ratios of actual claims to the claims expected according to the
assumptions underlying the existing rates. Additional data might include:
substitution of actual claim run-offs for claim reserves and liabilities,
determination of loss ratios with the increase in policy reserves subtracted
from premiums rather than added to benefits, accumulation of experience fund
balances, substitution of net level policy reserves for preliminary term policy
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reserves, reserve adjustments arising because of select period loss experience,
adjustment of premiums to an annual mode basis, or other adjustments or
schedules suited to the form and to the records of the company. All
additional data shall be reconciled, as appropriate, to the required data; and

(4) The date and magnitude of each previous rate change, if any.

D. Experience Records. Insurers shall maintain records of earned premiums and
incurred benefits for each calendar year for each policy form, including data for
rider and endorsement forms that are used with the policy form, on the same
basis, including all reserves, as required for the Accident and Health Policy
Experience Exhibit. Separate data may be maintained for each rider of
endorsement form to the extent appropriate. Subject to approval of the
commissioner, experience under forms that provide substantially similar
coverage and provisions, which are issued to substantially similar risk classes
and which are issued under similar underwriting standards, may be combined for
purposes of evaluating experience data in relation to premium rates and rate
revisions, particularly where statistical credibility would be materially improved
by such combination. Once such a combining of forms is adopted, however, the
insurer may not afterward again separate the experience, except with approval of
the commissioner.

The data shall be for all years of issue combined and for each calendar year of
experience utilized in the rate determination process (but never less than the last
three years). For example, for policies originally filed under this guideline,
experience since inception would be required because of the utilization of the rule in
Section II.B.2.b(ii). Here, it is permissible to combine experience for calendar
years prior to the most recent five.

E. Evaluating Experience Data

In determining the credibility and appropriateness of experience data, due
consideration must be given to all relevant factors, such as:

(1) Statistical credibility of premiums and benefits, e.g., low exposure, low loss
frequency.

(2) Experienced and projected trends relative to the kind of coverage, e.g.,
inflation in medical expenses, economic cycles affecting disability income
experience.

(3) The concentration of experience at early policy durations where select
morbidity and preliminary term reserves are applicable and where loss ratios
are expected to be substantially lower than at later policy durations. Where
this consideration is pertinent, ratios of actual to expected claims, on a select
basis, will often be appropriate for an adequate evaluation.

(4) The mix of business by risk classification.

Section II. Reasonableness of Benefits in Relation to Premiums

A. New Forms
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(1) With respect to a new form under which the average annual premium as
defined in Subsection 5 below, is expected to be at least as large as the
maximum $X in Subsection 3 below but not more than the minimum $X in
Subsection 4 below, benefits shall be deemed reasonable in relation to
premiums provided the anticipated loss ratio is at least as great as shown in
the following table:

Type of Coverage OR CR GR NC
Medical Expense 60% 55% 55% 50%
Loss of income and other 60% 55% 50% 45%,

(2) Definitions of Renewal Clause
OR -Optionally Renewable: renewal is at the option of the insurance company.
CR - Conditionally Renewable: renewal can be declined by class, by
geographic area or for stated reasons other than deterioration of health.
GR -Guaranteed Renewable: renewal cannot be declined by the insurance
company for any reason, but the insurance company can revise rates on a class
basis.
NC -Non-Cancellable: renewal cannot be declined nor can rates be revised
by the insurance company.

(3) Low Average Premium Forms
For a policy form, including riders and endorsements, under which the
expected average annual premium per policy is low (as defined below), the
appropriate ratio from the table above should be adjusted downward by the
following formula:

R’= R-(1-500)+X
(I-750)
Where: R is the table ratio
R’ is the resulting guideline ratio
I is the consumer price index factor*
X is the average annual premium up to a maximum of [ x 250.
*The factor I is determined as follows:

I = CPI-U, Year (N-1) = CPI-U, Year (N-1)
CPI-U, (1982) 293.3

where:

(a) (N-1) is the calendar year immediately preceding the calendar year (N) in
which the rate filing is submitted in the state;

(b) CPI-U is the consumer price index for all urban consumers, for all items, and
for all regions of the U.S. combined, as determined by the U.S. Department of
Labor, Bureau of Labor Statistics;

(c) The CPI-U for any year (N-1) is taken as the value of September. For 1982,
this value was 293.3;

(d)Hence, for rate filings submitted during calendar year 1983, the value of I is
1.00.

(4) High Average Premium Forms
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For a policy form, including riders and endorsements, under which the
expected average annual premium per policy is high (as defined below), the
appropriate ratio from the table above should be adjusted upward by the
following formula:

R>=R - (1-4000) +X

(I-5500)

Where: R is the table ratio

R’ is the resulting guideline ratio

I is the consumer price index factor [*] or: [as defined in 3., above]

X is an average annual premium exceeding I x 1500.

In no event, however, shall R’ exceed the lesser of:
(a) R + 5 percentage points, or (b) 63%.
(5) Determination of Average Premium

The average annual premium per policy shall be estimated by the insurer
based on an anticipated distribution of business by all significant criteria
having a price difference, such as age, sex, amount, dependent status, rider
frequency, etc., except assuming an annual mode for all policies (i.e., the
fractional premium loading shall not affect the average annual premium or
anticipated loss ratio calculation).

The value of X should be determined on the basis of the rates being filed.
Thus, where this adjustment is applicable to a rate revision under Section II B
of these guidelines, rather than to a new form, X should be determined on the
basis of anticipated average size premium immediately after the revised rates
have fully taken effect.

(6) Medicare Supplement Forms
For Medicare supplement policies, benefits shall be deemed reasonable in
relation to premiums provided the anticipated loss ratio is at least sixty percent
(60%).

(7) Conflict with Specific Statutes or Regulations
The above anticipated loss ratio standards do not apply to a class of business
where such standards are in conflict with specific statutes or regulations.

(8) Forms with Indexing of Benefits
Certain policy forms provide for automatic indexing of benefits in relation to
some base that is not subject to control by the insurer or the insured.
Medicare supplement plans under which benefits automatically adjust in
response to changes in the Part A or Part B deductibles under federal Medicare
are a common example. Other possibilities exist, under disability income,
major medical and other forms of coverage.
In such cases, the insurer should be permitted to file rates on a basis that
provides for automatic adjustment of premiums, on an actuarial basis
appropriate in relation to the automatic adjustment in the benefits. While
such premium adjustment would thus be considered "pre-filed," to apply
"automatically," it should nevertheless be subject to ongoing monitoring of the
continuing loss experience and there should be some agreement with the
insurer that the commissioner may require, from time to time, renewed
justification that the automatic premium adjustments remain appropriate and
reasonable.
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B. Rate Revisions
(1) With respect to filing of rate revisions for a previously approved form, or a
group of previously approved forms combined for experience, benefits shall
be deemed reasonable in relation to premiums, provided the revised rates meet
the standards applicable to the prior rate filing for the form or forms.

In general, the rule that applies is that any rate revision is subject to the
guideline basis under which the previous rates were filed (with consideration
of all relevant rating factors: morbidity, expenses, persistency, interest, etc.),
and to those regulatory guidelines, if any, that were in effect at the time of
such filing. Where there was no written guideline applicable to the prior rate
filing, the regulatory benchmark then generally recognized, such as the 1953
NAIC benchmark (1953 Proceedings of the NAIC, Vol. II, p. 542), will
continue to govern rate revisions of the prior rate filings.

(2) With respect to filings of rate revisions for a form approved subject to these
guidelines, benefits will be deemed reasonable in relation to premiums
provided both the following loss ratios meet the standards in II A of these
guidelines:

(a) The anticipated loss ratio over the entire future period* for which the
revised rates are computed to provide coverage;

(b) The lifetime anticipated loss ratio derived by dividing (i) by (i) where

(1) is the sum of the accumulated benefits from the original effective date of
the form to the effective date of the revision, and the present value of
future benefits, and

(i1) is the sum of the accumulated premiums from the original effective date
of the form to the effective date of the revision, and the present value of
future premiums, such present values to be taken over the entire period*
for which the revised rates are computed to provide coverage, and the
accumulated benefits and premiums to include an explicit estimate of the
actual benefits and premiums from the last date as of which an
accounting has been made to the effective date of the revision. Interest
shall be used in the calculation of these accumulated benefits and
premiums and present values only if it is a significant factor in the
calculation of this loss ratio.

* Assumptions applying to the future “period for which rates are computed” should
be reasonable in relation to the circumstances. For example, if future rates of
inflation are a major factor, the period of projection of such rates normally should be
short, such as 3 to 5 years only. Other assumptions, however, may still
appropriately apply over the entire future policy renewal period, particularly in cases
where the basic rate structure is one of “level” premiums based on original issue
age.
C. Anticipated loss ratios lower than those indicated in 2.a and 2.b. will require
justification based on the special circumstances that may be applicable.
(1) Examples of coverages requiring special consideration are as follows:
(a) Accident only;
(b) Short term non-renewable, e.g., airline trip, student accident;
(c) Specified peril, e.g., cancer, common carrier;
(d) Other special risks.
(2) Examples of other factors requiring special consideration are as follows:
(a) Marketing methods, giving due consideration to acquisition and
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administration costs and to premium mode;

(b) Extraordinary expenses, or, in the case of a rate increase, expenses in
excess of those expected under the previous rate filing;

(c) High risk of claim fluctuation because of the low loss frequency or the
catastrophic, or experimental nature of the coverage;

(d) Product features such as long elimination periods, high deductibles and
high maximum limits; and

(e) The industrial or debit method of distribution.
Companies are urged to review their experience periodically and to file rate
revisions, as appropriate, in a timely manner to avoid the necessity of later
filing exceptionally large rate increases.

RATE FILING GUIDELINES

APPENDIX

A basic actuarial requirement in the establishment of a premium rate scale is that the
benefits provided be reasonable in relation to premiums. This requirement has
been incorporated in the statutes of many jurisdictions and in the regulations and
operating rules, formal and informal, of the insurance departments of probably all
jurisdictions.

One of the principal objectives of these guidelines is to establish a basis for assisting
both those filing rates and those responsible for regulatory review of filings in
deciding whether a premium rate filing meets this requirement.

The individuals who drafted these guidelines recognized that the guidelines would
be applicable to the wide range of products marketed by a diversity of methods
under the general title "Individual Health Insurance." For this reason, they decided
it would be inappropriate to establish rigid rules or inflexible standards. It should
be recognized, therefore, that the guidelines are intended to be only guidelines, and
they must be interpreted and applied flexibly.

Section II.A. of the guidelines includes a table of numerical values representing loss
ratios that "shall be deemed reasonable in relation to premium." This "deemer”
level of loss ratio is meant to be the initial guideline test for establishing the
reasonableness of the premiums in relation to benefits. Satisfying this test
establishes that the premiums are reasonable in relation to benefits. However,
premium rates not meeting this test may still have benefits that are reasonable in
relation to premiums based on further considerations.

Other parts of Section II, and particularly Subsection C, give examples of situations
where considerations beyond the initial test would be appropriate in determining the
reasonableness of premiums in relation to benefits.

Although expenses are not addressed in detail in the guidelines, the variations in loss
ratio benchmarks by average annual premiums per policy is clearly intended to
provide for the fact that a substantial amount of general expense is not a function of
premium but is flat per policy. Thus, the guidelines intend to make realistic
provision for actual expenses as incurred. As inflation causes unit expenses to rise,
despite the gains from improved productivity through greater mechanization, etc.,
the possibility of lower loss ratios may have to be confronted for some forms.

One of the purposes of Section I of the guidelines is to set the requirements for rate
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filings. The usefulness of this section is enhanced by showing herein the minimum
requirements as to the documentation of these rate filings.

In developing the checklist below, consideration was merely given to pointing out
some of the factors that may be involved in calculating the rates, e.g., interest,
mortality, morbidity, selection, lapse, expenses, inflation, etc., and spell out how
those factors might be used in such calculations. It was felt, however, that this
approach would produce details not always necessary to justify or review the rate
filing while leaving out possibly essential information.

The checklists are separate for filing of rates for a new product and filing of rate
increases.

Checklist of Items to be included in Individual Health Insurance

Rate Filing Submissions

Rates for a New Product

I.  Policy Form, application, and endorsements required by State Law.
II. Rate Sheet

III.  Actuarial Memorandum

A. Brief description of the type of policy, benefits, renewability, general marketing
method, and issue age limits.

B. Brief description of how rates were determined, including the general description
and source of each assumption used. For expenses, include percent of premium,
dollars per policy and/or dollars per unit of benefit.

C. Estimated average annual premium per policy.

D. Anticipated loss ratio, including a brief description of how it was calculated.

E. Anticipated loss ratio presumed reasonable according to the guidelines.

F. If D is less than E, supporting documentation for the use of the proposed premium
rates.

G. Certification by a qualified actuary that, to the best of the actuary's knowledge
and judgment, the rate submission is in compliance with the applicable laws and
regulations of the state and the benefits are reasonable in relation to the
premiums.

IV. A statement as to the status of this rate filing in the company's home state.

Rate Increases for an Existing Product

for which Rates are Subject to this Guideline

I. New Rate Sheet

II.  Actuarial Memorandum

A. Brief description of the type of policy, benefits, renewability, general marketing
method and issue age limits.

B. Scope and reason for rate revision including a statement of whether the revision
applies only to new business, only to in force business, or to both, and outline of
all past rate increases on this form.

C. Estimated average annual premium per policy, before and after rate increase.
Descriptive relationship of proposed rate scale to current rate scale.

D. Past experience, as specified in Section I D of the guidelines, any other available
data the insurer may wish to provide.

E. Brief description of how revised rates were determined, including the general
description and source of each assumption used. For expenses, include percent
of premium, dollars per policy, and/or dollars per unit of benefit.
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F. The anticipated future loss ratio and description of how it was calculated.

G. The anticipated loss ratio that combines cumulative and future experience, and
description of how it was calculated.

H. Anticipated loss ratio presumed reasonable according to the guidelines.

L. If F or G is less than H, supporting documentation for the use of such premium
rates.

J. Certification by a qualified actuary that, to the best of the actuary's knowledge and
judgment, the rate submission is in compliance with the applicable laws and
regulations of the state and the benefits are reasonable in relation to the
premiums.

The test in Section II.LB.2. is an innovation of these guidelines. It seems

appropriate, therefore, that this appendix include an example of how it works.

The first test in I1.B.2.a. is the same for a new form, new business on an existing

form, or experience on existing business following a rate revision. Suppose that

we are talking about an OR form with an average annual premium exceeding $X,
defined in the guidelines, and the new rates are originally set to provide the

benchmark loss ratio of sixty percent (60%).

When the new rates are applied to existing business in force and we calculate the

present value of future premiums and benefits, we obtain the following results.

Table 1 — Future Projection

Present value current volume from next year anniversaries
Premiums 30,000,000
Benefits 18,000,000
Loss Ratio 0.60

Then we look at the accumulated experience for the past. Suppose it can be
summarized as follows: The poor recent experience has prompted the need for the
current increase request.

Table 2 — Accumulated Experience

Prior to Last From last year to Total

3 years 3 years next anniversary
Premiums 50,000,000 10,000,000 10,000,000 70,000,000
Benefits 20,000,000 9,000,000 11,000,000 40,000,000
Loss Ratio 04 0.9 1.1 0.571

When the accumulated and present value figures are combined, the following results
appear.

Table 3 — Combined Experiences

Accumulated Present Value Total
Premiums 70,000,000 30,000,000 100,000,000
Benefits 40,000,000 18,000,000 58,000,000
Loss Ratio 0.571 0.60 0.58

The test in I1.B.2.b. is not met.

With respect to future premiums on the existing volume, the rates proposed must be
reduced so that the .58 result is increased to .60. Since the benefits are what they
are and the present value is settled, we can work backwards to determine that the
total premiums must be $96,666,667 ($58,000,000 - .60). Thus the present value
of future premiums must be $26,666,667 and the proposed rates, applicable to new
business, must be reduced by one-ninth, with respect to the existing volume. The
new table which meets the I1.B.2.b. test is as follows.
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Table 4 — Revised Combined Experiences

Accumulated Present Value Total
Premiums 70,000,000 26,666,667 96,666,667
Benefits 40,000,000 18,000,000 58,000,000
Loss Ratio 0.571 0.675 0.60

The next rate increase request will depend on how experience develops, if the
company wishes to charge the same rates for new business and renewal, one way it
could do so would be by reducing the rates otherwise proposed for new business.
An alternative approach would be to combine the experience under new and existing
business in a similar analysis to arrive at a single rate structure applying to both.

If the early experience under the form was poor, the losses would not be recoverable.
Suppose, for instance, that only the last three years and the estimate for the last
year-end to the next year's anniversary in the above example existed and the
proposed new business rates applied. Then, the following test from II.B.2.b.
appears:

Table 5 — Alternate Combined Experiences

Accumulated Present Value Total
Premiums 20,000,000 30,000,000 50,000,000
Benefits 20,000,000 18,000,000 38,000,000
Loss Ratio 1.000 0.60 0.76

While the present value of future premiums could be increased under the 11.B.2.b.
test to recover past losses and still meet the 60% benchmark, the test in I1.B.2.a.
would preclude such an increase.

It is believed that this test will be rather simple to apply, in practice, from readily
available records. It will be an effective tool in reviewing the reasonableness of
rate increases.

Section II.B, as amended, is not intended to substitute new standards retroactively in
place of standards in effect before the date of these guidelines. It is not intended
that the rules be changed in the middle of the contract period. On the other hand,
the principles of these guidelines may have been implicit in a state's former rules
and guidelines.

It should be emphasized again that the tests in II.A. and II.B. have to do with
benchmarks, not legal minimums. Section II.C. mentions some situations in which
lower loss ratios may be justifiable. If, however, a rate submission meets the
benchmark standards and includes full documentation as described in the guidelines
and this appendix, the requirement that benefits be reasonable in relation to
premiums should be considered met.

Legislative History (all references are to the Proceedings of the NAIC):

1980 Proc. I 29, 38, 406, 410, 413, 416-425 (adopted).
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1983 Proc. I 6, 35, 644, 652-659 (revised)
1983 Proc. I 16, 22, 638, 644, 646-655 (amended and reprinted)
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i & = RATE FILING AND ANNUAL REPORT
SUBMISSIONS

Section 1 Authority

Section 2 Background and Purpose

Section 3 Applicability and Scope

Section 4 Definitions

Section 5 General Rate Filing Requirements
Section 6 Actuarial Memorandum

Section 7 Additional Rate Filing Requirement by Line of Business
Section 8 Annual Rate Report

Section 9 Severability

Section 10 Enforcement

Section 11 Effective Date

Section 12 History

Section 1 Authority

This regulation is promulgated pursuant to the authority of §§10-1-109, 10-3-1110,
10-16-107(1), 10-16-107(1.5), and 10-16-109, C.R.S.

Section 2 Background and Purpose

The purpose of this regulation is to ensure that health insurance rates are not
excessive, inadequate or unfairly discriminatory, by establishing the requirements
for rate filings and to require an annual rate report. This regulation provides a listing
of the items required to be included in this Annual Rate Report.

Section 3 Applicability and Scope

This regulation applies to all companies operating in the State of Colorado, as
defined in Section 4. This regulation concerns all health insurance rate filings,
including, but not limited to, comprehensive health insurance, long term care,
supplemental health, limited benefit health, prepaid dental, limited service licensed
provider networks, disability, and Health Maintenance Organization (HMO)
coverages.

Section 4 Definitions

A. “Anticipated” or “Targeted Loss Ratio” means, for purposes of this regulation,
the ratio of expected benefits over the entire future period for which the proposed
rates are expected to provide coverage to the expected earned premium over this
same period. The anticipated loss ratio should be calculated on an incurred basis
as the ratio of incurred losses to earned premiums. Note: active life reserves do
not represent claim payments, but provide for timing differences. Benefit or loss
ratio calculations must be displayed without the inclusion of active life reserves.

B. “Company” means, for purposes of this regulation, a carrier as defined in
§10-16-102(8), C.R.S., and includes, but is not limited to, licensed property and
casualty insurance companies; licensed life and health insurance companies;
non-profit hospital, medical-surgical, and health service corporations; HMOs;
prepaid dental companies; and limited service licensed provider networks.

C. “Filing Date” means, for purposes of this regulation, the date that the rate filing is
received at the Division of Insurance.

D. “Excessive Rates” means, for purposes of this regulation, rates that are likely to
produce a long run profit that is unreasonably high for the insurance provided or
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if the rates include a provision for expenses that is unreasonably high in relation
to the benefits provided.

E. “Inadequate Rates” means, for purposes of this regulation, rates that are
insufficient to sustain projected losses and expenses, or if the use of such rates, if
continued, will tend to create a monopoly in the marketplace.

F. “Indemnity Benefits” means, for the purpose of the twenty percent (20%)
limitation imposed on HMOs, the following benefits: out-of-area services,
supplemental benefits (such as vision and dental provided on a non-contractual
fee-for-service basis) and point-of-service benefits. It does not include any
benefits provided by an HMO for which there exists a hold harmless agreement
between the providers and the HMO.

G. “On-Rate-Level Premium” is the premium that would have been generated if the
present rates had been in effect during the entire period under consideration.

H. “Pod” means any subdivision or subgrouping of a network, if arrangements
between the plan and participating providers or the policy itself have specific
incentives for the use of providers and services within the subdivision or
subgrouping of the network.

I. "Premium" means, for purposes of this regulation, the amount of money paid by
the insured as a condition of receiving health care coverage. The premium paid
normally reflects such factors as the carrier’s expectation of the insured’s future
claim costs and the insured’s share of the carrier’s claims settlement, operational
and administrative expenses, and the carrier’s cost of capital. This amount is net
of any adjustments, discounts, allowances or other inducements permitted by the
health care coverage contract.

J. "Prior Approval" is a filing procedure that requires a rate change to be
affirmatively approved by the Commissioner prior to distribution, release to
agents, collection of premium, advertising, or any other use of the rate.

. “Qualified Actuary” is a person who meets the qualifications in Regulation 1-1-1.

. “Rate” means, for purpose of this regulation, the amount of money a carrier
charges as a condition of providing health care coverage. The rate charged
normally reflects such factors as the carrier’s expectation of the insured’s future
claim costs, and the insured’s share of the carrier’s claim settlement, operational
and administrative expenses, and cost of capital. This amount is net of any
adjustments, discounts, allowances or other inducements permitted by the health
care coverage contract.

M. “Rate Filing” means, for purposes of this regulation, is a filing that contains all
of the items required in this regulation and the bulletin entitled “Requirements for
the Filing of Rate and Forms for Life, Accident and Health Carriers”, and 1) for
individual products, the proposed base rates and all rating factors, the underlying
rating assumptions, and support for changes in these rates, factors and
assumptions; and 2) for group products, the underlying rating factors and
assumptions, and support for changes in these factors and assumptions.

N. “Retention” means, for the purposes of this regulation, the percentage of total
premium determined by either 100% minus the percentage of total premium
anticipated to be paid for policyholder benefits or 100% minus the anticipated
loss ratio.

O. “Trend” or “Trending” means any procedure for projecting losses to the average
date of loss, or of projecting premium or exposures to the average date of writing.

P. “Use of Rates” means, for purposes of this regulation, the date that the rates are: 1)
distributed to agents or made available to others outside the company; or 2)
quoted to any party outside the company.

Q. “Unfairly Discriminatory Rates” means, for purposes of this regulation, charging

R
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different rates, for the same benefits provided, to individuals, or groups, with like
expectations of loss. For individual policies, rates which differ for new and
renewal policies are not necessarily considered unfairly discriminatory. In
addition, a rate is not unfairly discriminatory solely if different premiums result
for policyholders with like loss exposures but different expenses, or like expenses
but different loss exposures, so long as the rate reflects the differences with
reasonable accuracy.
Section 5 General Rate Filing Requirements
Failure to supply the information required in Sections 5, 6 and 7 of this Regulation
will render the filing incomplete. Incomplete filings are not revigwed for substantive
content. All filings that are not returned on or before the 15 business day after
receipt will be considered complete. Filings may be reviewed for substantive content,
and if reviewed, any deficiency will be identified and communicated to the filing
company on or before the 30 business day after recgipt. Correction of any
deficiency, including deficiencies identified after the 30 business day, will be
required on a prospective basis, and no penalty will be applied for a non-willful
violation identified in this manner. Nothing in this Regulation shall render a rate
filing subject to prior approval by the Division of Insurance that is not otherwise
subject to prior approval as provided by statute.
A. General Requirements

1. Required Submissions:

a. All companies must submit rate filings whenever the rates charged new or
renewal policyholders or certificateholders differ from the rates on file with
the Division of Insurance. Included in this requirement are changes due to
periodic recalculation of experience, change in rate calculation
methodology, or change(s) in the trend or other rating assumptions. A
company may file changes to the base rates or the index rate, for small
group rate filings, due solely to trend for a maximum of one year. The
continued use of a trend or any other continuing assumption is required to
be verified at least annually for continued appropriateness.

b. A separate rate filing is required for each major line of business. Rate filings
should not be combined with form filings. Each type requires a separate
filing.

c. Where a company complies with the loss ratio guarantee requirements of
§10-16-107(1.5), C.R.S., the rate will not be considered excessive.
However, such rates are still subject to the statutory requirement that rates
shall not be inadequate or unfairly discriminatory, and are subject to review
by the Commissioner on these grounds. Companies filing loss ratio
guarantees are therefore subject to this regulation in all respects.

2. Timing and Submission: Unless a filing is specifically identified as requiring
prior approval (e.g. Medicare supplemental), all filings are classified as “file
and use.” “File and use” requires the company to file the rates and rating data
with the Division of Insurance concurrent with or prior to distribution, release
to producers, collection of premium, advertising, or any other use of the rates
except as provided for in Section 7(C) of this regulation for large group
contracts. If a rate change has been implemented without being filed with the
Division of Insurance, corrective actions may be ordered, including fines,
refunds to policyholders, and/or rate credits. All filings must be filed with the
Rates and Forms Section of the Division of Insurance.

3. Withdrawn, Returned, or Disapproved Filings: Filings that have either been
withdrawn by the filer or returned by the Division of Insurance as incomplete
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or disapproved as unjustified, and subsequently are resubmitted, will be
considered as new filings. If a filing is withdrawn, returned, or disapproved,
the rates may not be used or distributed. Nothing in this Regulation shall
render a rate filing subject to prior approval by the Division of Insurance that
is not otherwise subject to prior approval as provided by statute.

4. Duplicates and Return Postage: All filings must be submitted in duplicate, and
include an envelope, with sufficient prepaid postage, large enough to contain
one complete set of the material. These filings must be collated so that each
copy of the filing contains all required documents. If the company fails to
comply with these requirements, the company will be notified that the filing
has been returned as incomplete. If a filing is returned due to lack of
completeness, the rates may not be used or distributed.

5. Company Specific: A separate filing must be submitted for each company. A
single filing, which is made for more than one company or for a group of
companies, is not permitted. This applies even if a product is comprised of
components from more than one company, such as an HMO/indemnity
point-of-service plan.

6. Required Inclusions: The level of detail and the degree of consistency
incorporated in the experience records of the company are vital factors in the
presentation and review of rate filings. Every rate filing shall be accompanied
by sufficient information to support the reasonableness of the rate. Valid
company experience should be used whenever possible. This information may
include the company’s experience and judgment; the experience or data of
other companies or organizations relied on by the company; the interpretation
of any statistical data relied on by the company; descriptions of methods used
in making the rates; and any other similar information. In addition, the
Commissioner may request additional information necessary to adequately
support the rate change request.

B. Forms and Actuarial Certification

1. Required Forms: A fully completed Filing Transmittal Form and Form HR-1
must be completed for each rate filing. These forms are available in the
Division of Insurance bulletin entitled “Requirements for the Filing of Rate
and Forms for Life, Accident and Health Carriers”. This Bulletin may be
found on the Division of Insurance’s website, www.dora.state.co.us/insurance/.

2. Actuarial Certification: A signed and dated statement by a qualified actuary,
which attests that, in the actuary’s opinion, the rates are not excessive,
inadequate or unfairly discriminatory. (The requirements for the actuarial
certification for Medicare Supplement rate filings may be found in Section
14(H) of Colorado Insurance Regulation 4-3-1.)

Section 6 Actuarial Memorandum

The rate filing must contain an actuarial memorandum, either signed by, or prepared

under the supervision of, a qualified actuary, containing, at a minimum, the

following sections:

A. Summary: A brief written summary of the reason for the rate filing, the marketing
method(s), and the premium classifications and product descriptions. In addition,
the summary must state whether the premiums will be charged on an issue age,
attained age, renewal age or other basis.

B. Rating Period: The memorandum must identify the period for which the rates will
be effective. If the rating period is not clearly identified, it will be assumed to be
for twelve months.
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C. Underwriting: The memorandum must include a brief description of the extent to

F.

which this product will be underwritten, if a new product, or the changes, if any,
to the underwriting standards, if an existing product. The memorandum should
include the expected impact on the claim costs by duration and in total. The
company shall state separately the effects of different types of underwriting:
medical, financial or other. An example of an acceptable brief description is:
"This policy form is subject to limited underwriting with yes/no questions. The
expected impact is: duration 1 = .15; duration 2 = .05; duration 3 = .03 decrease
in claim costs."

. Effect of Law Changes: The memorandum should identify and quantify any

changes to the rates, expenses, and/or medical costs that result from changes in
law(s) or regulation(s). This quantification must include the effect of specific
mandated benefits and anticipated changes.

. Rate History: The memorandum must include a chart showing the rate changes

implemented in at least the three years immediately prior to the date of the filing.
The cumulative effect of all rate filings, submitted in the prior year, on renewal
rates should be specified, including the range of increases the renewing
policyholder may experience, i.e., the minimum, average, and maximum.
Coordination of Benefits: Each rate filing must reflect actual loss experience net
of any savings associated with coordination of benefits and/or subrogation.

G. Relation of Benefits to Premium: The memorandum must adequately support the

reasonableness of the relationship of the projected benefits to projected earned

premiums. This relationship will be presumed to be reasonable if the company

complies with any one of the following methods:

1. Use of the minimum required loss ratio: Colorado statutes require minimum
acceptable loss ratios for Medicare supplement and long-term care products
only. These loss ratio requirements, and other rating requirements, can be
found in Colorado Insurance Regulations 4-3-1 and 4-4-1. The minimum
required loss ratios will be evaluated in conjunction with the expected loss
ratios as part of the determination of the acceptability of a rate change request.

2. The product is priced using one of the following methods. Please note that
these relationships are considered “safe harbor” relationships. Rates may be
alternatively justified using part 3 of this Subsection.

a. For individual products issued to HIPAA eligible individuals, if the
premiums for these products are, at most, two times the premiums for the
underlying, underwritten product.

b. For conversion products, if the anticipated loss ratio is at least 125%.

c. For the following types of business, if the company prices the product at or
above any of the following minimum anticipated loss ratios.

Comprehensive Major Medical (Individual) 65%

Comprehensive Major Medical (Small Group) 70%

Comprehensive Major Medical (Large Group) 75%

Specified or Dread Disease 60%

Disability Income 60%

Dental/Vision 60%

Stop Loss 60%

3. Justification of the Retention Percentage: The Actuarial Memorandum for all
other rate filings must list and adequately support each component of the
retention percentage (1 — the loss ratio). These components should sum to the
total company retention percentage. The memorandum must clearly describe
the amount of the fixed and/or variable expense provision and how this
provision is to be accounted for in the final rate. The memorandum must
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include either a statement that the expense provision has been adjusted to
appropriately reflect Colorado requirements and reflects the operating methods
of the company and any Colorado-specific anticipated expenses, or a
statement indicating that this provision reflects an average of expenses in all
markets in which the company conducts its business. However, if the company
qualifies as a home or regional home office under Colorado Insurance
Regulation 2-1-2 and §10-3-209 (1)(b)(I)(B), C.R.S., the expense provision
must accurately reflect all Colorado-specific expenses.

4. Lifetime Loss Ratio: If the rate change request is based on a lifetime loss ratio,
the filing should identify the loss ratio and how the loss ratio for the projection
period was determined. Supporting data should be provided on a calendar year
basis. If credible data is not available, the filing must identify and justify the
use of appropriate collateral data.

H. Provision for Profit and Contingencies: The memorandum must identify the
amount or percentage of the provision for profit and contingencies, and how this
provision is included in the final rate. If material, investment income from
unearned premium reserves, reserves from incurred losses, and reserves from
incurred but not reported losses must be considered in the ratemaking process.

I. Complete Description of the Calculation of the Increase: The memorandum must
contain a section with a complete description as to how the requested increase
was calculated, including all underlying rating assumptions, with detailed support
for each assumption. This description may be on an aggregate expected loss basis
or as a per-member-per-month (PMPM) basis, but must completely describe how
the increase was determined. The memorandum must adequately support all
material assumptions and methodologies used to develop the expected losses or
pure premiums.

J. Trend: This section must describe the trend assumptions used in pricing. These
assumptions must each be separately discussed, adequately supported, and also
be appropriate for the specific line of business, product design, benefit
configuration, and time period. Any and all factors affecting the projection of
future claims must be presented and adequately supported. The trend assumptions
shall be, if practical, separately quantified into two categories, medical and
insurance, as defined below:

1. Medical trend is the combined effect of medical provider price increases,
utilization changes, medical cost shifting, and new medical procedures and
technology.

2. Insurance trend is the combined effect of underwriting wearoft, deductible
leveraging, and antiselection resulting from rate increases and discontinuance
of new sales. Note: medical trend must be determined or assumed before
insurance trend can be determined. Underwriting wearoff means the gradual
increase from initial low expected claims that result from underwriting
selection to higher expected claims for later (ultimate) durations. Underwriting
wearoff does not apply to guaranteed issue products.

K. Credibility: The Colorado standard for fully credible data is 2,000 life years and
2,000 claims a year (both standards must be met within a maximum of three
years), if the rate change is related to claims experience. The memorandum must
discuss the credibility of the Colorado data with the requested rate change based
upon as much Colorado data as possible. The memorandum must also identify
and discuss the source, applicability and use of collateral data used to support
partially credible Colorado data. The memorandum should also discuss how and
if the aggregated data meets the Colorado credibility requirement. Any filing,
which bases its conclusions on partially credible data, should include a discussion
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as to how the rate change request was modified for the partially credible data.

L. Data Requirements: The memorandum must, at a minimum, include earned
premium and loss experience data, submitted on a Colorado-only basis for at
least 3 years, if available, and on a national, regional or other appropriate basis, if
the Colorado data is not fully credible, or provide an acceptable reason(s) as to
why this data was not provided. Rate changes must be supported by the most
recent data available, with as much weight as possible placed upon the Colorado
experience. If the Colorado experience is not fully credible, the data may be
supplemented with national data, or other relevant data. The filing should clearly
discuss the reliance upon non-Colorado data, and the credibility of the Colorado
data. The experience period must include consecutive data no older than six
months prior to the date of the filing, or a clear and acceptable reason as to why
such data was not included. The loss data must be on an incurred basis, including
both the accrued and unaccrued portions of the liability and reserve (e.g., case,
bulk and IBNR reserves) as of the valuation date. Premiums and/or exposure data
must be stated on both an actual and on-rate-level basis. Capitation payments
should be considered as claim or loss payments.

M. Side-by-Side Comparison: Each memorandum must include a “side-by-side
comparison” identifying the proposed change(s). This comparison should include
three columns: the first containing the current rate, rating factor, or rating variable;
the second containing the proposed rate, rating factor, or rating variable; and the
third containing the percentage increase or decrease of each proposed change(s).
If the proposed rating factor(s) are new, the memorandum must specifically so
state.

N. Loss Ratio Projections: The memorandum must contain a section projecting the
loss ratio, over the rating period, both with and without the requested rate change.
For long tail lines, such as long term care and long term disability, the projections
should include a timeframe as to when the target loss ratio will be achieved.

O. Other Factors: The memorandum must clearly display all other rating factors and
definitions, including the area factors, age factors, gender factors, etc., and
support for changes to any of these factors.

Section 7 Additional Rate Filing Requirement by Line of Business
The following subsections set forth the requirements by separate lines of business,
which must be complied with in addition to the above general requirements:

A. Individual: Renewal rates for individual health insurance plans may not be
affected by the health status or claims experience of the individual insured. A
“claims experience factor,” or any other part of the renewal rate calculation,
which is based in whole or in part upon the health status or claims experience of
the individual insured is prohibited. Group policies issued to valid multi-state
associations, meeting the requirements of §10-16-214 (2), CRS, will be
considered individual policies for rating purposes only.

B. Small Group Major Medical: The provisions of §§10-16-105 and 10-16-107,
C.R.S., and Colorado Insurance Regulations 4-6-5, 4-6-7, and 4-6-8, shall apply
to the filing of rates for small employer health benefit plans. The factors usually
included in the determination of a trend percentage are not considered a small
group rating variable and must be included in the calculation of the index rate. A
company may, in a single rate submission, file up to a maximum of twelve
different index rates for effective dates in the subsequent twelve-month period;
however, only one index rate can be effective at any given time. Only the factors
defined in Regulation 4-6-7 may be used to adjust the filed index rate, and
changes should be clearly set forth in the side-by-side comparison. Each rate
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filing should contain all tables necessary to recalculate the small group renewal
rates, even if the factors in the table have not changed. It should be clearly
indicated that the factors in these tables are unchanged.

C. Large Group Major Medical: Large group major medical health care coverage
contracts are considered to be a negotiated agreement between a sophisticated
purchaser and seller. Certain rating variables may vary due to the final results of
each negotiation. Each large group rate filing must contain the ranges for these
negotiated rating variables, an explanation of the method used to apply these
rating variables, and a discussion of the need for the filed ranges. A new rate
filing is required whenever a rating variable or a range for a rating variable
changes. Each filing should also contain an example of how the large group
health rates are calculated. A company may issue rate quotes using the rating
factors contained in the filing concurrent with the submission of the filing to the
Division of Insurance. While the final rate charged the large group may differ
from the initial quote, all rating variables must be on file with the Division of
Insurance.

Although it is not necessary to submit a separate rate filing for each large group
policy issued, each company must retain detailed records for each large group
policy issued. At a minimum, such records shall include: any data, statistics, rates,
rating plans, rating systems, and underwriting rules used in underwriting and
issuing such policies, experience data on each group insured, including, but not
limited to, written premiums at a manual rate, paid losses, outstanding losses, loss
adjustment expenses, underwriting expenses, and underwriting profits. All rating
factors used in determining the final rate should be identified in the detail
material and lie within the range identified in the rate filing on file with the
Division of Insurance. The company shall make all such information available for
review by the Commissioner upon request. All such requests will be made at least
three (3) business days prior to the date of review.

D. Medicare Supplemental: A Medicare supplemental insurance policy is defined in
§10-18-101(4), C.R.S., and regulated pursuant to Colorado Insurance Regulation
4-3-1 and §§10-18-101 to 109, C.R.S. If the requirements of both Regulation
4-3-1 and this Regulation are not met, the filing will be considered incomplete
and returned to the company. Medicare supplemental filings require prior
approval. (The requirements for the actuarial certification for Medicare
Supplement rate filings may be found in Section 14(H) of Regulation 4-3-1.)
Rating requirements may be found in Sections 10(E)(2), 13 and 14(G) — (J).

E. Long Term Care: Long Term Care insurance is defined in §10-19-103(5), C.R.S.,
and regulated pursuant to Colorado Insurance Regulation 4-4-1 and §§10-19-101
to 115, C.R.S. If the requirements of both Regulation 4-4-1 and this regulation
are not met, the filing will be considered incomplete and returned to the company.
The filing must also:

1. Demonstrate that investment income has been considered in the development
of the rate;

2. provide the expected loss ratios for both the experience period and the
projection period;

3. provide the ratio of the actual loss ratio to the expected loss ratio for each year
of the life of the policy on both a durational and calendar year basis; and

4. provide a discussion as to how the original pricing assumptions have changed
historically, and how the assumptions for the future period compare to the
original pricing assumptions and the current rating assumptions.

F. Disability Income: The filing must demonstrate that investment income has been
considered in the development of the rate.
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G. Health Maintenance Organization (HMO): The rates for all HMO
point-of-service (POS) benefits must be separately determined and supported.
The Actuarial Memorandum supporting any rate filing for a policy which
includes POS or other indemnity benefits must include a statement that all
indemnity benefits are not expected to exceed twenty percent (20%) of the net
medical and hospital expenses incurred. HMOs that exceed the 20% limitation in
the prior calendar year may be prohibited from offering a point-of-service plan
for new issues until compliance can be demonstrated.

H. Limited Service Licensed Provider Network (LSLPN): Rates and premiums for
products issued by an LSLPN are to be determined on a fixed prepayment basis.
Therefore, no LSLPN product may be issued on a cost-plus or retrospective
rating basis.

Section 8 Annual Rate Report

All foreign companies (whose reported Colorado health insurance written

premiums were in excess of $20,000,000 in the preceding calendar year) and all

Colorado domestic companies (without regard to yearly earned premium), subject

to this regulation, must file an annual report as described in this section, with the

following exceptions:

» Companies writing only disability income policies;

» Companies whose only in-force health policies are non-cancelable policies, if
the premiums cannot be increased; and

* LSLPNs who contract exclusively with national, state or local governments and
whose rate, premium or reimbursement rate is determined by the contracting
governmental entity.

All other companies, subject to this regulation, may be required to file this Annual
Report upon request from the Division of Insurance. This report must comply with
the following requirements:

A. Timing and Submission: The Division of Insurance must receive all annual
reports on or before June 1 of each year. Failure to file this report by June 1 will
result in a late penalty not to exceed $100 per day. Reports not discussing each of
the required items from Part B of this Subsection, completely, may be subject to a
fine for an incomplete report.

B. Scope and Certification: the report should be organized by major line of business.
For the purposes of this requirement, a “major line of business” includes at least
the following categories: individual, small group, large group, Medicare risk, and
Medicaid risk. For each of the company’s major lines of business, the report
should discuss the following topics:

1. Reason for filing: The report must provide the reason for filing the report.
Acceptable reasons include 1) the company is a Colorado domestic company,
and 2) the company is a foreign company with over $20 million in written
Colorado health insurance premium during the prior calendar year. If the
report is being prepared by a foreign company, the total amount of written
Colorado health insurance premium during the prior year should be included
as part of the reason for filing.

2. Business written: The report should contain a brief description of each of the
major lines of business written or inforce during the prior calendar year.

3. Rate filings filed: The report must list by date and major line of business a
brief description of all rate filings filed with the Division of Insurance during
the prior calendar year.

4. Certification: The report must be signed by a qualified actuary. For each major
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lines of business, including those for which a filing has not been made in the
prior calendar year, the report must include a certification which states that the
current rate(s) or premium for such line(s) of business are not excessive,
inadequate or unfairly discriminatory. For HMOs, the qualified actuary must
also certify that the indemnity benefits provided did not exceed 20% of the net
medical and hospital benefits provided during the prior calendar year. Long
term care insurance for which the company can issue a certification as set
forth in Subsection 8(D)(4) of this regulation is exempt from this requirement.

5. Automatic factors: The report must specifically: 1) list all automatic rating
factors in use, including trend and inflation; 2) describe how each of these
factors were determined; 3) provide support for the continued use of these
factors; and 3) state that, in the actuary’s opinion, the continued use of any
such factors used in calculation of the rates is still appropriate.

6. Appropriateness of rates charged: The report must include a brief analysis of
the appropriateness of rates charged to Colorado policyholders or certificate
holders in the prior calendar year for each major line of business. This analysis
should include a table containing the earned premium, incurred losses, and
number of policyholders for each major line of business. This analysis shall
compare the anticipated to actual results for the prior calendar year by
comparing the actual to expected loss ratios and any other information as
deemed appropriate for this analysis.

7. Reinsurance arrangements: The report must include a discussion of the
reinsurance arrangements in place and the reasonableness of these
arrangements as regards the protection against claims volatility these
arrangements provide the company.

8. Future rate changes planned: The report must describe the steps, if any, taken
or proposed to be taken, for each major line of business, to adjust the current
year or future rates due to these findings. If a company states in this report that
an indicated increase will not be implemented in the following year, nothing in
this regulation shall be construed to prohibit the company from implementing
a supportable rate increase in future years.

. The Division of Insurance has determined that the information contained in these
reports may be considered confidential pursuant to §24-72-204, C.R.S., and/or
§10-16-107(3)(e)(I1), C.R.S. If a carrier desires confidential treatment of this
“Annual Rate Report”, a Vaughn Index must be completed. Please see the
bulletin entitled, “Guidelines for Rate, Rule, Loss Cost and Form Filings
Containing Confidential Information”. This Bulletin may be found on the
Division of Insurance’s website, www.dora.state.co.us/insurance/ . It should be
noted that HMOs are not afforded automatic confidential treatment in the filing
of this report and must also complete a Vaughn Index.

. Additional Information: In addition to the above, the report for companies writing
certain categories of business must include the following information:

1. Health Maintenance Organizations:

a. Non-Developed Rates: If the HMO accepts business on a risk basis and does
not develop rates (common for Medicaid and some Medicare business), the
actuary should include:

(1) A separate certification that the premium or reimbursements received for
such business are sufficient to satisfy all medical expenditures,
guaranteed provider benefits, internal and external expenses associated
with the business, and all other costs associated with the risk transfer, or
a quantification as to the amount of any deficiency; and

(i1) A description of any changes to the plan, provider risk arrangements or
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any other material aspect of the benefits provided under these plans.

b. Provider Compensation: The manner in which the providers are
compensated has a material effect on the rating process. In the report,
therefore, the actuary should provide all of the following:

(1) Clearly describe the type and scope of capitated or other provider risk
sharing arrangements (if material to the rating assumptions), including
the existence of any multiple capitation contracts, and any other material
aspect of the benefits provided.

(i) State the degree to which the actuary has evaluated the financial position
of the risk-assuming provider entities and the results of that evaluation.

(iii)State whether or not the rates include an adequate provision for
contractual incentive payments.

(iv) For all provider agreements which materially impact the rating
assumptions, note whether or not the payments to these providers
assumed in the rate development have, in fact, been confirmed by an
executed agreement. For example, if the rates assume that all primary
care will be performed by physicians who will be paid a fixed per
member per month capitation in compensation for their services, the
actuary should note whether or not the contract between the HMO and
the physician group which agrees to this rate of compensation has been
executed and will be in effect for the period the rates are effective. If the
actuary is not aware or cannot determine if the amounts of provider
compensation assumed in the rates is supported by actual, executed
contracts, the actuary should still identify these assumptions and note
that there is no confirmation that the supporting contracts have been
executed.

(v) Indicate the impact the above arrangements/findings have on the rates.

c. Pods: If the HMO uses pod ratings or classifications, the actuary should
adequately support the rate differentials through use of historical
loss/expense experience and prospective provider compensation
arrangements.

d. Prospective Changes: The report should include a description of any other
current and anticipated changes that would affect the HMO’s financial
solvency, organizational structure, or market share.

e. Indemnity Benefits. The filing must demonstrate that indemnity benefits do
not exceed twenty percent of net medical and hospital expenses incurred
during the previous calendar year.

2. Small Groups: Pursuant to §10-16-105(6.5), C.R.S., all companies who sell or
offer for sale policies subject to the requirements of this regulation shall
submit an annual actuarial rate certification to the Division of Insurance on or
before March 1 of each calendar year. The small group certification, required
under §10-16-105 (6.5), C.R.S., may be included in this annual report
provided the company submits written notification to the Division of
Insurance on or before March 1, and clearly indicates, in the annual filing, that
the annual filing satisfies the annual filing requirements in this section and the
small group certification requirements in §10-16-105 (6.5), C.R.S. The
certification must be signed by a qualified actuary and must contain at least
the following:

a. The name of the company and the identification number assigned by the
National Association of Insurance Commissioners;

b. A list of all plans of health benefits and policy forms to which the
certification applies;
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c. A statement that covers at least the points listed in the following illustration:

"I am familiar with the small group rating laws and regulations of the state of
Colorado. In my opinion, as of January 1 of the year of this certification,
the premium rates and rating methodology to which this certification
applies are not excessive, inadequate or unfairly discriminatory," and

d. The name and title of the qualified actuary signing the certification and the
name of the firm with which the actuary is associated.

3. Limited Service Licensed Provider Networks (LSLPN): The annual
certification must certify as to the appropriateness of the charges or rates and
shall accompany the annual rate filing along with adequate supporting
information. This certification must state that the rates are not excessive,
inadequate or unfairly discriminatory. For all provider agreements which
materially impact the rating assumptions, the report must note whether or not
the payments to these providers assumed in the rate development have in fact
been confirmed by an executed agreement. For example, if the rates assume
that all services will be performed by providers who will be paid a fixed
PMPM capitation in compensation for their services, then the actuary should
note whether or not the contract between the LSLPN and the provider group
which agrees to this amount of compensation has been executed, and will be in
effect for the period the rates are effective. If the actuary is not aware or
cannot determine if the amount of provider compensation assumed in the rates
is supported by actual, executed contracts, then the actuary should still identify
these assumptions and note that there is no confirmation that the supporting
contracts have been executed. Non-Developed Rates: If the LSLPN accepts
business on a risk basis and does not develop the rates (common for Medicaid
business), then the actuary should include a:

a. Separate certification that the premium or reimbursements received for such
business will be sufficient to satisfy all medical expenditures, guaranteed
provider benefits, internal and external expenses associated with the
business, and all other costs associated with the risk transfer, or a
quantification as to the amount of any deficiency, and a

b. Description of any changes to the plan, provider risk arrangements or any
other material aspect of the benefits provided under these plans.

The report should state the degree to which the actuary has evaluated the
financial position of the risk assuming provider entities, the results of that
evaluation, and whether or not the rates include an adequate provision for
contractual incentive payments.

4. Long Term Care Insurance: The annual report must include a statement as to
whether or not the actuary expects premiums to be level over the life of the
policy. In lieu of the requirements of Subsections (8)(A) and (B) of this
regulation, the actuary may certify that the premiums have remained level for
existing policyholders and are expected to remain level over the life of the
policy.

E. Prohibited Rating Practices

The Division of Insurance has determined that certain rating activities lead to

excessive, inadequate or unfairly discriminatory rates, and are unfair methods of

competition and/or unfair or deceptive acts or practices in the business of
insurance. Therefore, in accordance with §§10-16-107, 10-16-109, and
10-3-1110(1), C.R.S., the following are prohibited:

1. Attained age premium schedules where the slope by age is substantially
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different from the slope of the ultimate claim cost curve. However, this
requirement is not intended to prohibit use of a premium schedule which
provides for attained age premiums to a specific age followed by a level
premium, or the use of reasonable step rating; and

2. The use of premium modalization factors which implicitly or explicitly
increase the premium to the consumer by any amount other than those
amounts necessary to offset reasonable increases in actual operating expenses
that are associated with the increased number of billings and/or the loss of
interest income, unless such factors are adequately supported by acceptable
data.

Section 9  Severability
If any provision of this regulation or the application of it to any person or
circumstance is for any reason held to be invalid, the remainder of the regulation
shall not be affected.

Section 10 Enforcement
Noncompliance with this Regulation may result, after proper notice and hearing,
in the imposition of any of the sanctions made available in the Colorado statutes
pertaining to the business of insurance or other laws which include the imposition
of fines, issuance of cease and desist orders, and/or suspensions or revocation of
certificates of authority. Among others the penalties provided for in §10-3-1108,
C.R.S. may be applied.

Section 11  Effective date
This regulation is effective for all rate filings submitted to the Colorado Division
of Insurance on or after December 1, 2005.

Section 12 History
Regulation 4-2-11, effective November 1, 1992.
Regulation Repealed and Re-promulgated, effective February 1, 1999.
Regulation amended for rate filings submitted on or after January 1, 2001.
Regulation amended for rate filings submitted on or after December 1, 2005.
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The basic principle of premium
calculation in the private health
insurance is the so-called principle of
equivalence. The net premiums are
calculated with actuarial principles using
the following fundamental factors:
-mortality tables

- other pattern of lapses except of death
- technical rate of interest

- claims per capita
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When determining these actuarial
factors, consideration has to be paid to
any emerging trends. Besides the
probabilities of death the probabilities of
abnormal lapses, which have a
premium-reducing effect, have to be
considered.
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