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OPM Reconci liation Guidelines - 2001

The gui deli nes discuss our general policy for the 2001
reconciliation. Note: Attachnment | and Attachnent Il were
part of the 2001 rate proposal.

Attachnment |11

We use the Reconciliation sheet to determ ne the difference
bet ween your estimted 2001 Federal group rates proposed in
May 2000 (Line 6) and the actual 2001 Federal group rates
(Line 5). These actual rates should be equivalent to the

| onest rates you charged a Simlarly Sized Subscriber G oup
( SSSG) .

Instructions for Attachment |1
Li ne-by-line instructions for conpleting Attachnment 111
Attachnment I11A

Use the Reconciliation Backup Sheet to record backup
calculations for the rates and | oadings on Attachment I11.
Use additional sheets if necessary.

Attachnent 111B

Conmpl ete the Reconciliation Questionnaire carefully. W
designed it to help us review your reconciliation quickly and
efficiently. If you re-type this questionnaire, place the
guestions and answers on only one side of each sheet.

The Reconciliation Questionnaire is divided into five
sections:

= Section 1 - General Questions. This section asks general
guestions. You nust conplete this section.

= Section 2 - SSSG Questions. This section concerns your
Simlarly Sized Subscriber G oups (SSSGs). You mnust
conplete this section.

= Section 3 - TCR Questions. This section asks questions
about Traditional Community Rating (TCR). Conplete this
section only if you use TCRto rate the Federal group.

= Section 4 - CRC Questions. This section asks
questions about Community Rating by d ass
(CRC). Conplete this section only if you use
CRC to rate the Federal group.
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= Section 5 - ACR Questions. This section asks questions
about Adjusted Community Rating (ACR). Conplete this
section only if you use ACRto rate the Federal group.

> Attachnent |V

>

This is an instruction sheet for submtting docunentation of
the community rates for groups renewing on January 1, 2001.
Submt this docunentation if you are a large carrier. W
prefer a State insurance departnment filing. |[If you do not
file rates, you nmust send ot her docunmentation show ng that the
Federal group pays rates based on your community rates (and/or
rates which are equivalent to the rates for the SSSGs).

Please CIRCLE IN RED all nunbers in the docunentation that you
use in the reconciliation.

Attachnment V

This Certificate of Accurate Pricing For Community-Rated
Carriers certifies that your reconciliation infornmation is
accurate and we can rely on it to determ ne the 2001 Federal
group rates. A contracting official of your carrier nust
conpl ete and sign this docunent.

Attachnent VI
This formgives us the nanes, telephone nunbers, e-mai

addresses, and fax nunbers of two persons we can contact about
your reconciliation.
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Not e: Throughout these OPM Reconciliation Quidelines, the
bol d-faced type indicates that the infornmation is
significant.

Note: The word "carrier” nmeans the entity contracting with
OPM and the word plan nmeans the policy/contract.

» Policy On Rate Reconciliation Audits (RRAs)

Each year the O fice of Inspector CGeneral (OG audits the
rate reconciliations of sonme carriers. The Ofice of
Actuaries (QA) uses the audit results to set the final
rates. The O Gw !l not conduct subsequent audits of that
year’s rates for these plans.

Once the rates are finalized, however, OPMw ||l not change
the rates, or accept new or additional information fromthe
carrier to change the audit results or final rates. The
OGs auditor will informthe carrier of the audit results
before the rates are finalized, and the OA will discuss the
results with the carrier. Therefore, it is the carrier’s
responsibility to informthe OA of any di sagreenent you have
with the RRA results and/or final rates before they are
finalized.

The only condition under which rates finalized in
conjunction with an RRA w |l be changed is when these rates
are affected by a subsequent audit perforned on previous
contract years.

» Policy On Error Reporting

If a carrier discovers that a previous rate proposal and/or
reconciliation submtted to OPMis incorrect (e.g., through
the di scovery of an error or omssion), the carrier mnust:

1) Notify OPM and

2) Prepare and submt to OPM an anended proposal and/or
reconciliation (including a newy executed Certificate O
Accurate Pricing).

Not e: The above policy does not apply to proposal s and/ or
reconciliations that have al ready been or are currently in
the process of being audited by OPM s audit staff or audit
t hat have been resolved by OPMs O fice of |Insurance
Prograns (O P). That is, after an audit resolution by AP,
the results are final.

» Simlarly-Si zed Subscriber G oups (SSSGs)
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The reconciliation requests information on your carrier's
Simlarly Sized Subscriber Goups (SSSGs). At the tinme of
your 2001 proposal, our regul ation, 48 CFR 1602.170-13,
defined SSSGs as foll ows:

(a) Simlarly sized subscriber groups (SSSGs) are a
conprehensi ve nedical plan's two enpl oyer groups that:

(1) As of the date specified by OPMin the rate
i nstructions, have a subscriber enroll ment closest to
t he FEHBP subscri ber enroll nent; and

(2) Use any rating nethod other than retrospective
experience rating; and

(3) Meet the criteria specified in the rate
i nstructions issued by OPM

Not e: "subscriber enrollnment” refers to contract enroll nent.
This could be the total self and famly contract enroll nent,
or the total self, couples, and famly contract enroll nent,
or sone other sum depending of the rate structure of the

group.

Note: Alliances and Coalitions are considered enpl oyee
groups for this purpose and may be SSSGs.

(b) Any group, including H PICS or Purchasing Alliances,
with which an FEHB carrier enters into an agreenent to
provide health care services may be an SSSG (i ncl udi ng
separate |lines of business, governnent entities, groups that
have multi-year contracts, and groups havi ng point of

servi ce products).

(c) Exceptions to the general rule stated in paragraph (b)
of this section are (and the follow ng groups nust be
excl uded from SSSG consi deration):

(1) G oups the carrier rates by the nethod of
retrospective experience rating;

(2) G oups consisting of the carriers own enpl oyees;
(3) Medi cai d groups, Medicare groups, and groups that
have only a stand al one benefit (such as dental only);

and

(4) A purchasing alliance whose rate-setting is
mandated by the State or |ocal governnent.



OPM Reconciliation Guidelines - 2001

(d) OPM shall determne the FEHBP rate by selecting the
| ower of the two rates derived by using the two rating
met hods consistent wth those used to derive the SSSG rates.

For the 2001 rate year, the specific guidelines for SSSGs
are as foll ows:

(1) Al group enrollnents (the Federal group and the SSSG
enrol I ments) should be the [ atest 2001 enrol | nent avail abl e
to the carrier up to March 31, 2001

(2) The contract renewal date for 2001 SSSGs shoul d be
between July 2, 2000 and July 1,2001. "Renewal date" neans
the date a rate change (if any) is effective for the SSSG

Note: We stated these guidelines in the 2001 rate
i nstructions.

Note: If an SSSG s rate is extended beyond twel ve nont hs
(i.e. the carrier allows an SSSG to change it’s renewal
date), a prem um adjustnent nust be nmade for the SSSG in the
follow ng year, or the OPM audit staff will interpret the
rate extension as a di scount.

Not e: New groups are eligible to be SSSGs.

We devel oped the SSSG concept to ensure that OPMrecei ves an
equi t abl e and reasonabl e narket-based rate. For the 2001
rate year, OPMw Il focus on the rating nethods used for the
two SSSGs to determne if the carrier appropriately derived
the Federal group rates.

OPM requires the Federal group rates to be equivalent to the
rates for the SSSGs. Therefore, we expect the Federal group
to receive both the largest rate discount given to either
SSSG and any ot her advantages given to the SSSGs. For
exanple, if the carrier gives an early rate quote (based on
a lower community rate than the rates |ater quoted ot her
groups) to an SSSG and does not revise it at a |ater date,
we Wil interpret the SSSG rate as a discounted rate, and
require a simlar rate discount for the Federal group. As
anot her exanple, if the carrier rates an SSSG using a rating
met hod not in accord with carrier-established policies, the
Federal group is entitled to any rate reduction produced by
applying the SSSG rating nethod to the Federal group.

The OPM audit staff may exami ne the rates and benefit

| oadi ngs of non-SSSG groups. The purpose of such anal ysis
is to make certain the Federal group rates are fair in
relation to the SSSG rates. For exanple, if an SSSG had a
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speci al benefit not included in the Federal group benefit
package, OPM woul d conpare what the carrier charged the SSSG
with what it charged other groups for this benefit. The

pur pose would be to verify that the SSSG recei ved no

di scount.

Al rate agreenents between OPM and the carrier are subject
to audits by the OPM O fice of the Inspector General. The
results of such audits may require nodifications to previous
agreenents and subsequent rate adjustnents. Pursuant to
contract clause 3.4, Contractor Records Retention (FEHBAR
1652. 204-70), OPMrequires all carriers to maintain
docunentation to support all calculations and statenents
pertaining to this reconciliation. This includes
docunent ati on supporting the SSSG rates and the rates for
all of the 10 | argest groups. And, for carriers using an
ACR nethod, this includes detailed reports (including the
dat abase) supporting all data (e.g., clains data ) used to
derive the rates.

OPMw Il reviewthe carrier's SSSGs to verify that the
carrier conplies with OPMrating principles including
Federal group rate adjustnents based on the carrier's
treatnent of its SSSGs.

Speci al Loadi ng For Enroll nment D screpancies

Since 1997, as the result of negotiations between OPM and
representatives of coommunity-rated carriers, we anended the
Standard Contract for Federal Enployees Health Benefits.

The contract now provides for a special prem um | oadi ng of
1% to account for enrollnent discrepancies. Note: The
carrier nmust explicitly take this |oading, but nmay elimnate
its effect by also giving the Federal group a 1% di scount.
The carrier should keep in mnd that its contract with the
FEHBP states in Section 3.6(b) “the Carrier accepts the

adj ustnment to the subscription charges in full resolution of
all obligations of the Governnment in connection with the
subscription paynments as described in this section 3.6 and
wai ves any rights it may have to clains for subscription
paynents under Section 3.1(a).”

Mul tiple Rating Areas

W require that both SSSGs be chosen only from groups that
have at | east 1% of the group’s total enrollnent is in the
Federal group’ s region.

Normal ly, a carrier nmust choose two SSSGs for every uni que
Federal rate code. It is possible that a carrier could have
several different geographical regions of federal enrollees
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under the sane rate code. It is even possible that these
regions could be in different states.

Qur SSSG policy regardi ng Federal groups in different
regi ons under the sanme rate code is as follows:

(a) Those Federal groups in the sane state or in the sane
metropol i tan area nust be conbi ned and the carrier nust
choose two SSSGs for the conbined Federal group.

(b) Those Federal groups in different states (but not in
the sanme netropolitan area) nust be conbi ned, and the
carrier nust choose two SSSGs for the conbi ned Federal

groups. The follow ng exanples illustrate the above
pol i ci es:

Exanple 1

A carrier operates only in the state of Texas. It serves

federal enrollees in three distinct geographical areas,
Dal | as, Houston and San Antonio. Each region has it's own
rate code.

The carrier nmust choose two SSSGs for each region. Each
region’s SSSGs would conme fromgroups the carrier does
busi ness with having enrollees in that region.

Exanple 2

Sanme situation as in Exanple 1 except that one rate code
applies to all three regions, and the sane rate applies for
all federal enrollees throughout the three regions.

In this case, the carrier nust conbine the Federal
enrollnment for all three regions, and choose two SSSGs for
t he conbi ned group.

Exanpl e 3

A carrier operates in two states, Texas and Arizona. |In
Texas it serves federal enrollees in Dallas, Houston, and
San Ant oni o. In Arizona, it serves federal enrollees in

Phoeni x, Tucson, and Tonbstone. One rate code applies to
all six regions.

In this case, two SSSGs are required for the conbi ned six
regions. Goups the carrier does business with in either
Texas or Arizona are potential SSSGs.

The sanme principle applies if the carrier operates in
several states.
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Exanpl e 4

A carrier operates in tw states, and serves a netropolitan
area that is in both states. The rate code is the same for
all enrollees in the netropolitan area.

In this case, two SSSGs are required for the conbi ned
metropol i tan region enrol |l nent.

Exanpl e 5

The size of the Federal group in a region is 1700. The
carrier contracts with the statew de XYZ corporation, which
has 1500 enrollees statewide with the carrier and 100 of the
enrollees live in the sanme regi on where the Federal group is
| ocat ed.

The XYZ corporation would be a candidate for an SSSG since
it has over 1%of its enrollees in the Federal group's
region. The group’s 1500 enrol |l ees statew de woul d be used
for SSSG sel ection purposes.

Note: Exanple 5 illustrates that a group having only part of
its enrollnment in the Federal group's region can be an SSSG
If the rates for XYZ corporation are negoti at ed
collectively, it is considered one group and the wei ghted
average of the rates taken.

Exanpl e 6

This is the sane as exanple 5 except the XYZ corporation has
only 3 of its enrollees living in the same region where the
Federal group is located. In this case the XYZ corporation
could be omtted frombeing a candidate for an SSSG since

| ess than 1% of its enrollnment resides in the Federal
group’ s region.

Policy and Information required for carriers who have an SSSG
that is a Coalition or Alliance

An alliance may consist of nmany groups. W will use the two

| argest groups in the coalition or alliance to reduce the
burden on plans.. The discount the alliance receives for
rati ng purposes woul d be the wei ghted average of the di scount
of the largest two groups.

For exanple: One of a carrier’s SSSGs is the XYZ coalition.

The XYZ coalition consists of 100 groups. The two | argest
groups in the XYZ coalition are A corporation and B
corporation. A corporation has 600 contracts and received a 3%
di scount and B corporation had 400 contracts and received a 4%
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di scount .

Then the wei ghted di scount for corporation A and corporation B
woul d be ((.03x600) + (.04x400))/1000 =.034 or 3.4% This woul d
be considered the discount the XYZ coalition received.

For any alliance that is an SSSG we will require a summary of
all the groups in the alliance and the enrol |l nent and rates
for each of these groups.

For alliances that are nationw de but rated i ndependently and
contracted with by site, we will consider for SSSG purposes
the enroll nent and rates by site.

Special Instruction if a carrier has a national group as an
SSSG

If a national contract has nore than 1% of its enrollnment in
the region being rated, use the total national enrollnent to
determne if the group is an SSSG. Since the group may have
many different sites with nany different rates, the discount
given to the group is calculated by determ ning the average
di scount given to the two |argest sites.

For exanple, one of the carrier's SSSGs is the XYZ
corporation, which consists of 2000 contracts. The two

| argest sites are City A and City B. Cty A has 600
contracts and received a 1% discount. City B has 400
contracts and received a 2% di scount. Then the wei ghted
average of the two discounts is ((600x.01) +(400x.02))/1000
= .014 or 1.4% This would be considered the discount the
XYZ corporation received.

For the XYZ corporation, we will request a summary or all the
different sites, the enrollnent for each site and the rates
for each site.

> State Taxes

5 U S.C8909(f)(1) prohibits the inposition of taxes, fees,
or other nonetary paynent, directly or indirectly, on FEHBP
prem uns by any State, the District of Colunbia, or the
Commonweal th of Puerto Rico, or by any political subdivision
or other governnmental authority of those entities. You nust
make an adjustnment for this anount in the reconciliation in
the formof a negative special benefit |oading if your 2001
rates include an ampbunt to recover such nonies fromthe
FEHBP.

» Smal|l Carrier Contingency Reserve Paynents
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A small carrier whose rates were reduced by the Ofice of
Actuaries to generate a contingency reserve paynent need not
request this paynent. OPMw || automatically nake this
paynment during the sumer of 2001.

10



CARRI ER NAME:

4d.
4e.

5.

6.

7.Difference ((5) -
+

10.
11.
12.

Attachment |11

RECONCILIATION

STATE:

Bl WEEKLY NET- TO- CARRI ER RATES
2001 CONTRACT YEAR

Actual FEHBP Rates -2001
Speci al Benefit Loadi ngs
(a)
(b)
(c)

FEHBP Rat es Pl us Speci al Loadi ngs

St andard Loadi ngs

(a) Extension of Coverage [.004x(3)]
(b) Children's Loading

(c) Medicare Loading

Subt ot al

Enrol Il ment Di screpanci es Loadi ng
[.01x(4d)]

Total FEHBP Rates - 2001*
Contract Rate - 2001*
Smal | Carriers Use Line C,
Attachnment | Here

(6))
Under paynent to Carrier
Overpaynent to Carrier

March 31, 2001 Enrol |l nment
Paynment Due Carrier/ ( FEHBP)
Brochure Printing Costs

Qut st andi ng Anmount Due Carri er/ ( FEHBP)

Total Amount Due Carri er/ ( FEHBP)

* These rates are subject to audit
carrier’s contract with OPM

11

SELF FAM LY

TOTAL

in accordance with the



Instructions For Attachment 111

Large carriers nust conplete lines 1 through 7 and |ine 10 of the
reconciliation sheet. OPMw || conplete lines 8 9, 11 and 12
for large carriers. Small carriers nmust conplete lines 1 through
12 and use the results on line 12 to conpute a 2001 rate

adj ust nment .

OPMrequires a reconciliation for several reasons. For carriers
using Traditional Conmmunity Rating (TCR) or Community Rating By
Class (CRC) to rate the Federal group, the nain reason is that
the carrier proposed it's 2001 contract rates seven nonths before
the January 1, 2001 effective date. Therefore, the contract
rates are probably based on estimted, rather than actual,
community rates. To determne if noney is due either OPMor the
carrier, you nust recalculate the rates, basing your cal cul ations
on the carrier's actual comunity rates (usually in the formof a
capitation rate) effective for all groups renew ng January 1,
2001.

For carriers using Adjusted Coommunity Rating (ACR) to rate the
Federal group, the reconciliation wll differ very little from
the original proposal (see "Special Instructions For Carriers
Usi ng ACR' bel ow).

Note that the actual Federal group rates in the reconciliation
shoul d be equivalent to the |owest rates the carrier charged
ei ther SSSG

no matter what rating nethod the carrier uses for the Federal

group.

The enrol | ment data you used in the proposal should have been
current data (at the tine of the proposal). |If you used group-
speci fi c denographi c assunptions (i.e., famly size, self/famly
enrollnment mx, etc.) in the proposal, you nust use the sane
figures in the reconciliation. |In particular, you may not revise
the self/famly enrollnment mx to reflect results of the

2001 open season.

| f, however, you used carrier-w de enrollnment-m x or other
denogr aphi ¢ assunptions, and you revised these assunptions after
you submtted the proposal (and before January 1, 2001) and you
used the revisions for your SSSGs, you should base the
reconciliation on the revised assunptions.

There are certain other factors you should change for the
reconciliation. If your rate is a weighted average of rates in
several geographic areas, you should base the weight factors in
the reconciliation on the March 31, 2001, enrollnment in each area
(which you provide OPM. Also, if you recalculate the Medicare

| oadi ng, you should use the |atest Medicare enroll nment avail abl e.

If you used TCR or CRCto rate the Federal group, when doing the
reconciliation, keep in mnd that the original Federal group rate
proposal based the self and famly rates on the carrier's best

12
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estimate of its 2001 capitation rate (or equivalent). The
reconciliation is sinply a re-subm ssion of the proposal, using
the carrier's actual 2001 capitation rate (or equivalent) as a
basis for the Federal group's rates.

SPECI AL RECONCI LI ATI ON | NSTRUCTI ONS FOR CARRI ERS USI NG ACR

If a carrier uses ACR, it may use a nethod based on utilization
data or it may use a prospective nethod based on actual Federal
claims data. In either case, the carrier nust keep on file al
data necessary to justify the ACRrate (i.e., clainms, utilization
etc.). You nust save backup tapes of your clains database for
audit purposes. Note: this information should also be avail able
for the SSSGs.

A carrier using an ACR nethod based on utilization should do the
reconciliation in a manner simlar to a CRC reconciliation.

The follow ng special rules that apply for a clains-based ACR
nmet hod were stated in the 2001 rate instructions and are as

foll ows:

1) The experience period (and the clains used within that

period) may not change in the reconciliation. It nust
be the sane period (and the sanme clains) you used in the
pr oposal .

2) If you used conpletion factors to convert paid clains to
incurred clainms, such factors nust be the sane for al
groups for which you used a cl ai ns-based ACR net hod.

3) Any nethod you used to convert paid clains to incurred
claims must be consistent for all groups you rated by a
cl ai ms- based ACR net hod.

4) |If clains include special benefits clains, you should
take no special benefits | oadings (either in the
proposal or reconciliation). Note that clains should
reflect extension of coverage, which neans that you
shoul d not take the extension of coverage | oading.

5) If clainms include those of annuitants age 65 and over,
you nust reduce clainms by an anpbunt equal to Medicare
i ncone from HCFA or we nust receive a credit for nonies
received from HCFA. (See ACR Questions QA10 and QAll)
6) Loadings for adm nistrative expenses nmust be either:
a) a flat community rated pnf pm anount or

b) a standard percentage of clains

13
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c) a nethod consistently applied to the FEHBP and
t he SSSGs.

7) Any trend factor used for the Federal group nust be the
sane as the trend factor the carrier used for other
groups (that is, you may not base a trend factor for the
Federal group on the Federal group's experience).

Note: The reconciliation for a carrier using a clains-based ACR
met hod for the Federal group should differ only slightly

fromthe original rate proposal. The only conponents that
can change are:

1) Trend Factor. |If you used an estimated trend factor in
the 2001 proposal and later changed it (before January
1, 2001) for all groups for which you used a cl ains-

based ACR net hod, you nust use the revised factor in the
2001 reconciliation.

2) Adm ni stration Cost Factor. |If you used an estimated
adm ni stration cost factor in the 2001 proposal and
| ater changed it (before January 1, 2001) for all groups
for which you used a cl ai ns-based ACR net hod, you nust
use the revised factor in the 2001 reconciliation.

Note: Both the trend factor and the adm ni strati on cost factor

must be consistent with the | owest such factors used for
ei t her SSSG

14
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The follow ng gives a line-by-line explanation of howto fill out
the reconciliation sheet. Item nunbers correspond to |ine
nunbers on Attachment I11.

1. Actual FEHBP Rates - 2001

This is the nost significant part of the reconciliation process.
Pl ease do it carefully. The fundanental idea behind the
reconciliation is that it is a revision of the original proposal.

TCR and CRC Carriers

For carriers using TCR or CRC, the reconciliation usually

i nvol ves substituting the carrier's actual 2001 capitation rate
(or equivalent) for the estinates you used in the proposal. The
enrol Il ment m x and all other denographic assunptions remain the
sane as in the proposal (with sone exceptions, as indicated
earlier). Note that these "actual" rates should be the basis for
the Federal group's rates and for the rates of both SSSGs.

Community-rated carriers use different nmethods to devel op rates.
Those using TCR or CRC usually base their rates on a "per nenber
per nonth" rate (a.k.a. capitation rate) which the carrier then
converts to self and famly rates by neans of "step-up" factors.
These factors are related to famly size and market
considerations, and the carrier derives them by docunented

pr ocedur es.

There is usually a step-up factor that converts the capitation
rate to a self rate and another factor that converts the self
rate to a famly rate. Sonme carriers have a step-up factor that
converts the capitation rate directly to a famly rate. However
it is done, the goal is for the projected i ncone generated by the
self and famly rates to equal the incone that woul d be generated
i f each individual paid the capitation rate.

I f you used a procedure based on a capitation rate to derive the
2001 self and famly rates in the rate proposal submtted in My
2000, you nust go through this procedure again to derive Line 1
of the reconciliation sheet (Attachnent I111). You nust, however,
use the actual January 1, 2001, capitation rate in this procedure
instead of the estimate used in the proposal (keeping in mnd
that this "actual” capitation rate nust be equivalent to the one
used to derive the rates for the SSSGs). Use the sane step-up
factors you used in the proposal (unless the step-up factors have
changed as the result of a revision of carrier-w de denographic
assunptions before January 1, 2001, and you used the revisions
for your SSSGs).

Some carriers using TCR or CRC derive rates in other ways. The
princi pl es descri bed above still apply. To conpute the Line 1
rates, sinply go through the sane procedure used in the origina
proposal, substituting actual rates (note that the "actual" rates

15
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used shoul d be equivalent to those used for the SSSGs) for the
proposed rates. The procedures you use should al so be the sane
as those used for your SSSGs.

For large carriers, we require docunentation of your actua
comunity rates, as explained in Attachnment IV. |If your State
requires that you file your rates with the State Insurance (or
ot her) Departnent, enclose a copy of that filing. O herw se,
follow the instructions in Attachnent [|V.

So that OPM s actuaries can easily verify the rates on Line 1, we
require that:

1) your conputations be clear

2) you circle in red the actual community rates and
step-up factors used in your conputations.

An exanpl e of an acceptable presentation of the line 1
cal cul ation foll ows.

Exanpl e 2:
Actual capitation rate as of 1/1/01: $20. 00*
First level step-up factor used in proposal: 1.2**
Actual Self Rate: ($20 x 1.2) $24. 00
Second | evel step-up factor used in proposal: 2.9*%*
Actual Fanmily Rate: ($24 x 2.9) $69. 60

*see insurance filing
**see attached sheet from original proposal

Note: We will not accept your reconciliation if your

docunentation is inconplete or your calculations are
uncl ear.

16
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ACR Carriers

Carriers using ACR should refer to the "Special Reconciliation
Instructions For Carriers Using ACR' on page 12 of this docunent.
You nust go through the sane procedure you used to derive the
Line 1 rates in the original 2001 rate proposal, changing the
trend factor and/or adm nistration cost factor if appropriate.

Al'l other parts of the reconciliation should be done the sane way
you did the original proposal. Please keep in mnd that the
reconciliation for a carrier using a clainms-based ACR net hod
should differ only slightly fromthe original rate proposal.

2. Speci al Benefit Loadi ngs

OPM soneti mes purchases benefits for Federal enrollees that are
not in the carrier's community package. A special benefit nmay be

a community-rated rider that the carrier offers to all its
groups, or it nmay be a benefit provided only to the Federal
group. |If the carrier provides the benefit only to the Federal

group (or if the benefit is sinply not a community-rated
benefit), and the carrier based its cost on assunptions approved
by OPM at the tine of the rate proposal, the cost nust not
change.

If the special benefit is a community-rated rider, enter either
the self and famly rates filed with the State |nsurance
Department or cal cul ate the actual | oadi ng based on the actual
capitation rate for the special benefit. The procedure would be
simlar to that used for the Line 1 rates. If you do not file
with the State, submt other appropriate docunentation for this
rider.

If the special benefit loading is a function of the carrier's
community rate (say a percentage of the Line 1 rate), calculate
the Line 2 rate by nultiplying the actual Line 1 rate by the sane
percentage used in the 2001 rate proposal.

3. FEHBP Rates Plus Special Loadings

The sum of Lines 1 and 2.

4a. Extension of Coverage Loadi ng

If you are entitled to this loading, nultiply Line 3 by .004 (or
the sane factor you used in the proposal).

4b. Children's Loading

This loading usually is a function of the community rate plus any
special loadings. |If the actual rates are different fromthose
in the 2001 rate proposal, the children's loading will differ.
Recal cul ate, using the sanme nmethod used in the original proposal.
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Instructions For Attachment 111

You may take this loading only if the carrier's normal practice
is to take such a |loading for all other groups whose age limt
for children's coverage differs fromthe carrier's conmunity

st andar d.

You may not take this loading if you use a capitation rate and a
group-specific famly size to calculate group rates and include
overage dependent children (i.e., children over the age limt for
all dependents) in your calculation for average famly size for

t he Federal group.

4c. Medi care Loading

I f you derived this |oading using the estimted community rates,
re-do the derivation, using the actual rates and the | atest

Medi care enrol Il nent distribution available. Also, if you used
estimated Health Care Financing Adm nistration (HCFA) rates
(i.e., the AAPCC) to derive this | oading, and you now have act ual
HCFA rates, you may use themin the revised derivation. Include
a copy of the original derivation so we can easily see the
difference between the estimted and actual | oading.

If the original derivation of this |oading used actual community
rates, reconpute the | oading using the | atest Mdicare enroll nent
di stribution avail abl e.

If you use CRC or ACR to derive your rates, you nust nake sure
that you have considered the effect of Coordination-O-Benefits
(COB) incone the carrier received fromHCFA. You should pay
particular attention to questions QC16, QAL1O0, and QAll of the
guesti onnaire.

Note: 1) A carrier using a clains-based ACR nethod will normally
not have a Medicare | oading. The carrier must show the
amount of COB clai ns from HCFA.

2) A carrier claimng a Medicare | oadi ng nust have
appropriate docunentation to justify the distribution
of its Medicare population submtted in Q.

| nportant: Each year, OPM sends each carrier a |list of Federal
group enrol |l ees identified as Medicare enrollees through the
annual OPM Soci al Security Adm nistration Matching Study. You
should not use this report without further analysis to determ ne
the carrier's distribution of Medicare enrollees (QX), because
t he "unknown" category contains many different types of Medicare
enrol | ees, including people under age 65.

| nportant: As explained in the 2001 rate instructions, the
carrier is either underpaid or overpaid for Federal annuitants
and their covered spouses age 65 and ol der (hereafter referred to
as “Federal annuitants”), and this underpaynent or over paynent
depends on the Federal annuitant’s Mdicare status.
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Instructions For Attachment 111

The purpose of the Medicare loading is to reflect this

under paynent or overpaynent. The HVO nust conpute the cost of
benefits for the Federal annuitants, and conpare this with the
incone it receives on behalf of these annuitants from OPM and
from HCFA. W suggested a nethod to derive the |loading in the
2001 rate instructions, but want to nake clear here that the HVO

may derive the |oading in any reasonable way that it can
docunent .

W al so want to point out the follow ng:

1) If the HMO has a risk contract with HCFA, then (because it
must file an ACR proposal with HCFA) the HMO shoul d be able
to provide OPMwi th an accurate pmipmestimte of the benefit
cost for Federal annuitants over age 65. This cost should be
rou%hly equal to the capitation rate the HMO receives from
HCFA under the risk contract plus the premum (in ternms of a
capitation rate) the HVO charges the enroll ee under the risk
contract. The HMO should be able to determ ne the cost of
any differences between the risk contract benefits and the
FEHBP benefits.

2) If the HMO sells a Medicare suppl enent policy, once again
(since it has to price the policy) it should be able to
provide OPMwi th an accurate pn pm estimate of the benefit
cost for Federal annuitants over age 65. This cost should be
roughly equal to the estimated capitation rate that the HVO
receives indirectly from HCFA through coordi nation of
benefits plus the premum (in terns of a capitation rate) the
HMO charges for the Medi care supplenent policy. The HWO
shoul d be able to determ ne the cost of any differences
getm?ep the Medi care suppl enent policy benefits and the FEHBP

enefits.

3) We ask about risk contracts and Medi care suppl enent policies
in questions QGLO and QGL1.

4d. Subt ot al
Add lines 3, 4(a), 4(b), and 4(c)

4e. Enroll nent Di screpanci es Loadi ng

This is a special 1%load to the rates which conpensates the
carrier for possible enroll nent discrepancies.

5. Total FEHBP Rates - 2001
Add lines 4(d) and 4(e).
6. Contract Rate - 2001

For large carriers, the negotiated, biweekly, net-to-carrier
contract rates, as a%reed to during the summer of 2000. This
rate is not the brochure rate (which is the net-to-carrier rate
times 1.04).

NOTE: SMALL CARRI ERS SHOULD PLACE IN LINE 6 THE RATES FOUND ON
19



Instructions For Attachment 111

LINE C, ATTACHMENT | OF THEIR ORI G NAL 2001 RATE PROPOSAL

7. D fference

Subtract line 6 fromline 5.
10. Brochure Printing Costs

This is the amount the carrier spent to produce the OPM approved

guantlty of brochures. W wll evaluate it for reasonabl eness.
ubm t any docunmentation you think will be helpful to us in

eval uati ng the reasonabl eness of your requested anmount. Note

t hat the amount clained may be for OPM brochures or rate sheets

only. No costs for provider directories, business cards, or

ot her pronotional materials may be included.

8, 9, 11, and 12
For large carriers, these lines will be filled in by OPM s

actuarial staff. Enrollnment will be based on the rch 31, 2001,
sem - annual headcount.

| NSTRUCTI ONS FOR SVALL CARRI ERS ONLY

Smal | carriers nmust do sone additional work on Attachment I11.
Since small carriers do not send this docunent to OPM the
carrier (rather than OPM nust determ ne the anount due the
carrier or OPM That is, snmall carriers nust conplete Line 12,
Attachment 11, which requires conpleting Lines 8 9, and 11.

Detailed instructions are as foll ows:

8. March 31, 2001 Enroll nent

Normal |y, OPM woul d put the March 31, 2001 Headcount enrol | nent
nunbers on Line 8. Since these nunmbers will not be avail abl e at
the tine the small carrier does the calculation, the carrier
should use its March 31, 2001 Table 1 enroll nment nunbers. The
Table 1 report is the enroll nent data the carrier normally
submits to OPMin April.

9. Paynent Due Carrier/( FEHBP)

To conpute Line 9, multiply the amounts on Line 7 by the Mrch
31, 2001, enrollnment nunbers on Line 8; then nultiply by 26
(since the rates are bi-weekly).

An exanple of this conputation is bel ow

Exanpl e 3:

Suppose line 7 of the reconciliation sheet |ooks as foll ows:
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Instructions For Attachment 111

Sel f Fam |y
7 $1. 00 $2. 00

That is, the actual carrier rates on line 5 turned out to be
hi gher than the contract rates on line 6. This neans that
OPM owes the carrier noney. Assunme line 8 (enrollnent) is
as foll ows:

8 200 00

That is, the Table 1 carrier enrollnment is 200 self and 400
famly. Therefore, to determine the total anmount owed the
carrier, we have

[200 x $1.00 x 26] + [400 x $2.00 x 26] = $26, 000

11. CQutstandi ng Anbunt Due Carri er/ ( FEHBP)

This is any amount due the carrier or OPMfrom previ ous years.
As an exanpl e, suppose OPM owed the carrier $50,000 |ast year,
and the 2001 rates were purposely increased to pay the carrier
this debt. In the 2001 rate reconciliation, $50,000 would be
placed in line 11.

12. Total Amount Due Carri er/ ( FEHBP)

The sum of lines 9 through 11.

The amount on line 12 nust be used by a snmall carrier to
determ ne the 2002 rate adjustnents. You will place the 2001
rate adjustnments on Line B of your 2002 rate proposal sheet
(Attachnment |) which we will send you at a |later date. An
exanpl e of how you m ght conpute the rate adjustnents foll ows.

Exanpl e 4:

Assunme the amount on line 12 is $76,000 (this
woul d be the case in Exanple 3, assumi ng there
is also $50,000 on Line 11, and no brochure
printing costs on Line 10). You mnust determ ne
a self and famly | oading equivalent to this
anpunt. Suppose the carrier expects the
Federal group enrollnent in 2002 to increase by
10 percent over the 2001 enrollnent (i.e., 2002
enrollment wll be 220 self and 440 famly).
Then, the adjustnent could be $2.66 self and
$5.32 famly, since

[220 x $2.66 x 26] + [440 x $5.32 x 26] = $76, 000

OPM wi Il allow reasonable flexibility in determ ning the anount
of the rate adjustnent. As |long as you use reasonabl e enroll nent
assunptions and the adjustnment generates the correct anount of
noney, many different self and fam |y adjustnents are possible.

21



Instructions For Attachment 111

Al'l assunptions will be subject to audit or verification at a
| ater date. Therefore, you nust keep on file all supporting
cal cul ations for the Federal group's rates and the SSSG rat es.

| MPORTANT SPECI AL | NSTRUCTI ON TO SMALL CARRI ERS

Line 6, Attachnment Il is for the 2001 contract rates. Snall
carriers should put the rates fromLine C, Attachnment | of the
original rate proposal onto Line 6, Attachment I11. This avoids

the possibility that OPM woul d pay twice to a small carrier whose
2001 rates were reduced by OPMto generate a contingency reserve
paynent (which will automatically be sent to the carrier sonetine
during the summer of 2001).
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Attachment 11 A

RECONCI LI ATI ON BACKUP_ SHEET

Pl ease provide the details of the reconciliation on this sheet.
Specifically, show how you derive the nunbers on the
reconciliation.

1. Actual FEHBP Rates - 2001
| MPORTANT! DO NOT SKIP THIS SECTION. In this section we want

a sinple and conci se explanation of your Line 1 rates.
Pl ease renenber that all calculations are subject to audit.
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2. Speci al

Attachment I 11 A

Benefit Loadi ngs

In nost cases, the special benefit |oadings will be the

same as they were in the proposal.

give the details here.

4b. Children's Loadi ng

If they are not,

We present a "suggested nethod" format for your

conveni ence.

and give the details of your nethod.

(A)
(B)
(O
(D
(B)

(F)

qe)

*

Line 3 (Attachnment 111) Fam |y Rate
Line 3 (Attachnment 111) Single Rate
(A - (2 x (B)) = Children's Rate*

Children are insured up to what age

Extend Children's Coverage
for (22 - (D)) Years

Loading if Plan's Community Rate
Covers Full-Tine Students:

(E) x (© x .20

(D)

Loading if Plan's Community Rate
Does Not Cover Full-Tine Students:
(E) x (C) x .55

(D)

If you have anot her nethod please use it

If the actual biweekly cost per child is known, and
t he average nunber of children per famly is known,
the children's rate may be conputed by nul tiplying

the two figures together. |In general,

if you can

conpute the overall rate for children in a nore
accurate way than that suggested in line (O, use

that result in line(QC).
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Attachment I 11 A

4c. Medi care Loading

DO NOI_SKIP TH S SECTI ON. WE REALI ZE THAT YOU NMAY HAVE
ENCLOSED DETAI LED CALCULATI ONS ELSEWHERE, BUT IN TH S
SECTI ON WE WANT AT LEAST A GENERAL EXPLANATI ON OF VWHAT
YOU DO TO OBTAIN THE MEDI CARE LOADI NG

10. Brochure Printing Costs
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Attachment | 11B, Section 1

General Questions
QGL. What nethod of conmmunity rating did you use in your 2001

rate proposal ?
[ ] TCR (Traditional Comrunity Rating)

a.[ ] Standard (Book) Rating

b.[ ] Variable (G oup Specific) Rating
[ ] CRC (Community Rating By C ass)
[ ] ACR (Adjusted Conmunity Rating)

QX2. |Is the nmethod you have used for the 2001 reconciliation the
sanme as the nethod used in the 2001 proposal ?

[ 1 YES
[ 1 NO

I f No, explain.
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Attachment |11B, Section 2

QG3. Do your Line 1 rates reflect any tax, fee or nonetary
paynent inposed on the carrier by a state or |oca
gover nnent ?

[ ] YES
[ 1 NO

I f Yes, have you included a negative |oading in the Speci al
Benefits Section of the reconciliation?

[ ] YES
[ 1] NO

I f no, explain why.
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Attachment |11B, Section 2

Q. Are the special loadings given in the reconciliation the
sane as they were in the proposal ?

[ ] YES
[ 1] NO

I f No, explain.

Q3. Are you required to file your cormunity rates with any State
regul atory agency?

[ 1T YES
[ 1 NO
Q3. If you answered yes to QGb, have you circled the appropriate
comunity rates in red on the copy of the insurance
departnment filing that you have encl osed?
[ 1T YES
[ 1 NO

I f No, explain.

If Yes, what is the page nunber of the insurance depart nent
filing on which the appropriate rates appear (please nunber
t he pages by hand if necessary)?

QGr7. If you use different rating nethods (i.e., TCR CRC, ACR)
for different groups, describe your criteria for the
use of each net hod.
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Attachment |11B, Section 2

Q3. Show the nunber of Federal annuitants and their covered

Not e:

Not e:

spouses covered in the plan age 65 and ol der using the
foll owi ng categori es:

Medi care Part A and Part B
Medi care Part A Only

Medi care Part B Only

Nei ther Part A nor Part B
Cannot Determ ne

The sum of the nunbers in the 5 blanks above shoul d be
the total nunmber of Federal annuitants and their
covered spouses in the plan age 65 and older. |If you
have revi sed your Medicare loading in this
reconciliation, you should be using the above

di stri bution.

| mportant! Before you conplete the above table, review
the note (at the top of page 18) pertaining to the |ist
of Medicare enrollees OPM sends the carrier each year.

Q3. Does your HMO have a risk contract wth HCFA?

[ 1 YES
[ ] NO

If Yes, explain the arrangenent you have w th HCFA,
describe all benefit packages you offer enrollees under
the risk contract, and the premuns (if any) the enroll ees
enrol | ed under the risk contract pay the HMO

29



Attachment |11B, Section 2

QG10. Doesyour HMO sell aMedicare supplement policy?

[ 1 YES
[ ] NO

If Yes, describe the benefit packages of any Mdicare
suppl ement policies you offer, and the prem uns you charge
for them

QGl1 If you answered yes to either question @ or G0 and do not
use a cl ains based ACR nethod to conpute your rates, did
you use the cost data from your Medicare risk or
suppl ement policy to cal cul ate your Medi care | oadi ng?

[ 1 YES
[ 1] NO
[ ] N A

I f no, explain why.

QGl2. If you have revised your Medicare loading in this
reconciliation, explain how you obtained the distribution
in Q@B. Also, what is the source of this distribution?
Note that this source material nust be on file at the
carrier, and available to OPM auditors.
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Qs2.

QS3.

Attachment |11B, Section 2

SSSG Questi ons

G ve the names of your two SSSGs. Al so, give the nunber
enrolled (and the "as of" date of enrollnment) in each
SSSG | MPORTANT NOTE: The SSSGs are the two groups
closest in total contract size to the Federal group. You
shoul d use the |l atest 2001 enrol |l ment avail abl e.

Keep in mnd that your SSSG selection is subject to audit.
Therefore, we expect you to maintain conplete rate
docunentation for at |east the ten groups closest in
contract size to the Federal group.

Enr ol | ment
Nane Sel f Fam |y Dat e
1.

2.

Note: If an SSSG has nore than two rating tiers, include
the enrollnment for all tiers.

How do the benefit packages for your SSSGs differ fromthe
benefit package for the Federal group?

What net hod of community rating (TCR, CRC, ACR)
did you use to rate the foll ow ng groups?

Met hod
1. Federal G oup

2. SSSG #1

3. SSSG #2
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Attachment |11B, Section 2

QS4. What are the 2001 net-to-carrier rates for the Federal
group and your SSSGs?

QsS5.

Self Famly
(From Li ne 5,
1. Federal group Attachnment [11)
2. SSSG #1
3. SSSG #2

Note: If an SSSG has nore than two rating tiers, include
the rates for all tiers.

Did you
[ ]
[ ]

I f Yes,
conmuni

[ ]

[ ]
If No,

give an SSSG an early rate quote?

YES

NO

did you update the quote to reflect the actual
ty rates?

YES

NO

expl ai n
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QS6.

Attachment |11B, Section 2

Do either or both of the SSSGs have multi-year
contracts?

[ 1 YES

[ 1 NO

If Yes, give details about the nulti-year contract(s)
(such as options to renew and cancel contract). Al so,
expl ai n how you ensure that you treat the Federal group
the same as the SSSGs.
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Qs7.

Qs9.

Attachment |11B, Section 2

What are the five groups you do business with that are
closest in total contract size to the Federal group, and
what type of benefit plan do they have? |Include purchasing
alliances. Include information on the Federal group. Al so,
i nclude groups that are not eligible to be SSSGs.

Total # Rat e Rat i ng
G oup Contracts Effective Cover age Met hod
Dat e
Feder al
G oup

Are there any groups you do business with that are cl oser
in total contract size to the Federal group than either of
your SSSGs?

[ ] YES

[ 1 NO

If Yes, explain why the groups are not SSSGs.
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Attachment |11B, Section 2

@S10. Did either of the SSSGs receive any type of discount, or any
other type of rate advantage over the Federal group? (Note that we
interpret an industry factor less than 1.0 as a discount factor)

[ 1 YES
[ 1] NO

If Yes, explain what kind of discount or rate advantage
t he SSSG received.

If Yes, did you apply the discount to the Federal group?
[ T YES
[ 1 NO

If No, please do so.
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Attachment |11B, Section 2

QS11. Did you use projected denographics for an SSSG s CRC
factors and/ or step-up factors?

[ T YES
[ 1 NO
I f Yes, explain why you used these projections, and show

what the factors would be if you had used actual
enrol | nent data.

36



Qs12.

Qs13.

Attachment |11B, Section 2

Did you rate the SSSGs using a nethod other than that used
for the Federal group?

[ 1 YES
[ 1] NO

If Yes, explain why and provide your underwiting
gui del i nes.

On one of the followi ng Conparison Sheets (there is one
for carriers using TCR or CRC and anot her for carriers
usi ng ACR), show the nmethod by which you determ ned the
billed rates for your SSSGs and the Federal group.
Indicate in a step-by-step manner how you got from your
starting point (in the TCR and CRC cases, this is usually
a capitation rate) to the billed rates. |If you used ACR
for the groups, include utilization data. Explain how the
nmet hod used for the SSSGs differs fromthat used for the
Federal group.

I nclude cal cul ati ons, and be sure to nmaintain backup
docunentation for all calculations. This docunentation
will be subject to audit at a future date. Use additiona
sheets if necessary.

MAKE SURE THAT BY THE TI ME WE FI NI SH READI NG YOUR
EXPLANATION, I'T WLL BE CLEAR TO US WHY THE FEDERAL RATES
D FFER FROM THE SSSG RATES. | F YOU HAVE | NCLUDED RATE
DEVELOPMENT SHEETS FOR THESE GROUPS, DO NOT REFER US TO
THESE SHEETS AT THI S PO NT. WHAT WE WANT HERE IS A SI MPLE
EXPLANATI ON OF HOW THE SSSG RATES DI FFER FROM THE FEDERAL
GROUP RATES.

We give sinple exanples to serve as a guide. Do not
hesitate to elaborate in your presentation. Carriers
usi ng ACR should keep in mnd that the following is only
an exanple, and that you nay need to include nore

i nformati on, dependi ng on how your ACR met hod worKks.
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Attachment |11B, Section 2

QS13. (continued)
EXAMPLE TCR and CRC COMPARISON SHEET

Federal Group  SSSG #1 SSSG #2
1. Group Renewal Date 1-1-01 1-1-01 2-1-01
2. Rating Method (a) CRC CRC CRC
(TCR,CRC,ACR)
3. Capitation (b) $100.00 $98.00 $101.00
4, Age/Sex Factor 92 .98 1.04
5. Industry Factor (c) .95 95 .98
6. Other Discounts .95 1.00 95
7. Total Discount (d) 95 x.98 95x1.00 95 x.98
8. 1st Level 1.30 112 1.22
Step-Up Factor (e)
9. Self Rate(f) $111.35 $102.19 $119.31
10. Family/Self Ratio 2.71 2.80 2.55
11.  Family Rate $301.76 $286.13 $304.24
(a) If all three methods are not the same, explain why.

(b) IMPORTANT! If these capitation rates are not the same, explain why in QS14.

(c) The Federal group receives the lowest industry factor < 1.0 given to an SSSG.

(d) IMPORTANT: The Federal group receives the lowest total discount given to an SSSG. In
this case, one SSSG received a total discount of (.95 x 1.00) and the other received a total
discount of (.95 x .98) Therefore the Federal group would get a discount of (.95 x .98) , the
lower of the two.)

(e) Show How Factors Are Derived.

(f) $100 x .92 x (.95 x .98) x 1.3 = $111.35
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Attachment |11B, Section 2
QS13. (continued)
COMPARISON SHEET - TCR AND CRC

Federal Group  SSSG #1 SSSG #2
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Attachment |11B, Section 2

QS13(continued)
EXAMPLE - ACR COMPARISON SHEET

This shows one way you might present your ACR rate development. You should modify this
example to fit your particular ACR procedure. Note that although this example is for the Federal
group only, your comparison sheet must include the SSSGs as well as the Federal group.

Federal Group SSSG #1  SSSG #2

a. Rating Method ACR
b. Group Renewal Date 1/1/01
c. Experience Period 1/1/99-12/31/99
d. Paid Claims
Before HCFA Reimbursement 12,000,000
After HCFA Reimbursement 10,000,000
e. Annual Trend (if different, explain) 12%
f.  Trend From Experience Period 27%
To Renewal Period [(1+ .12/12)*
g. Expected Claims [(d) x 1.27] $12,700,000
h. Administration (if different, explain) 15%

i.  Claims + Administration [(g)/(1-.15)]  $14,941,176

j. Members 100,000
k. Per/Person Rate [(i)/(j)] $149.41
| First Level Step-Up Factor 1.2

m. Bi-weekly Self Rate [(I) x (k) x 12/26] $82.75

n. Family/Self Ratio 2.6

0. Family Rate [(m) x (n)] $215.15

p. Discount 10%

q. Rates After Discount Self $74.48

Family $193.64

40



Attachment |11B, Section 2
QS13 (continued)
COMPARISON SHEET - ACR

Federal Group SSSG #1  SSSG #2
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Qs14.

Attachment |11B, Section 2

If you use TCR or CRC, are the capitation rates shown on
the conparison sheet of QS13 the sane for the Federa
group and the SSSGs?

[ 1 YES
[ 1] NO

If no, explain on the followi ng page. Below is an exanple
of a proper expl anati on.

In the exanple in QS13, the capitation for the Federa
group is $100, but only $98 for SSSG #1. The expl anati on
could be as follows:

SSSG #1 Capitation $98. 00
Adj ustnment for "Gold Plan"* $ 2.00
Federal G oup Capitation $100. 00

The Federal group has the "Gold Plan", which includes
extra psychiatric benefits and a durabl e nedi cal equi pnent
benefit. SSSG #1 has the "Silver Plan", which is the
"Cold Plan' without the aforenentioned extra benefits.

The capitation for these benefits is as foll ows:

Psychiatric Benefit $1. 50
DVE Benefit $ .50
Gol d Plan Extra Benefits $2. 00

Not e: This explanati on enables us to see precisely why the
capitation for SSSG #1 is different fromthe Federal
group's capitation. The goal of your explanation is
to make any such differences in capitation rates
clear to us.
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Attachment |11B, Section 2

@Q@S14 (continued)
EXPLANATI ON SHEET
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Qr2.

Qr3.

Attachment | 11B, Section 3

TCR Questions
(Answer only if the carrier uses TCR to develop rates.)

On what type of community rate did you base your 2001
rates for the Federal group and other groups?

[ ] Standard set of tiered rates applicable to
all groups with a tiered rate structure.

[ ] Per nenber/per nonth capitation rate

You may check both blocks if you use a standard set of
tiered rates which are derived froma capitation rate.

[ ] Oher (Explain)

If you used a standard set of tiered rates (applicable to
all groups) what are they?

Sel f Fam |y

[ 1 NA

If you used a capitation rate, what is the actual (as
opposed to what may have been estimated in the proposal)
capitation rate on which the 2001 Federal group rates
shoul d be based?

[ 1 NA
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Qr4.

Qrs.

Attachment | 11B, Section 3

If you used a capitation rate for 2001 and converted it to
a self rate and a fam|ly rate using step-up factors, what
are these step-up factors? Specifically, what is the
step-up factor used to convert the capitation rate to the
self rate? Wat is the step-up factor used to convert the
self rate to the famly rate?

Sel f = Fam |y =
Capitation Sel f

[ ] NA (Do not use step-up factors) Go To Question QI8

Are the above step-up factors the sanme as those used in
the 2001 rate proposal which you submtted in May 20007?

[ 1T YES

[ 1 NO
If No, is the reason because the carrier revised its
comuni ty-w de denographics after the 2001 rate proposa
was nmade (and used the revised step-up factors for its
SSSGs) ?

[ 1T YES

[ 1 NO

If No, what was the reason for the change in the step-up
factors?
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Qre6.

Qr7.

Qrs.

Attachment | 11B, Section 3

How di d you derive the above step-up factors? Explain
briefly (a nunerical formula for each factor is the
preferred form of explanation).

Exanpl e:
Sel f/Capitation = 1.17 = .40 + .60(3.5)
40 + .60(2.9)

Do you use step-up factors for all groups?
[ 1T YES
[ 1 NO

If No, explain the criteria that you use to determ ne when
step-up factors are applicable.

If you use enrollnment-m x or other denobgraphic assunptions
at any point in the devel opnent of the 2001 Federal group
rates, (including devel opnent of step-up factors), what
are they?

% Sel f Contracts

% Fam |y Contracts

Fam |y Size

G her:

46



Qro.

Qr10.

Attachment | 11B, Section 3

Are the denographic assunptions in QI8 the sane as they
were in the 2001 rate proposal?

[ ] YES

If No, or NA, is the reason because the carrier revised
its community-w de denographics after the 2001 rate

proposal (and used the revised denographics for its
SSSGs?)

[ ] YES
[ ] NO

I f No, explain.

What is the source of your denographic information? 1Is the
same source used for all groups? |If not, where do you get
t he denographic information for other groups? Note: You
nmust mai ntain the source of your denographic data on file
for possible exam nation by the OPM audit staff.
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Qri1.

Attachment | 11B, Section 3

Show t he cal cul ati ons behind the rates that you have on
line 1 on the reconciliation sheet. DO NOI REFER US TO
ANOTHER SHEET FOR THI S CALCULATI ON.  WHAT WE WANT HERE | S
A S| MPLE EXPLANATI ON OF WHERE THE LINE 1 RATES COVE FROM

Exanpl e:

Capitation = $27.00

1st Level Step Up Factor =
Line 1 Self Rate = $27 x 1
2nd Level Step Up Factor =
Line 1 Family Rate = $29.7

$29.70

N
© Il

0 x 2.9 = $86.13

CRC Questions
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Attachment |11B, Section 4

(Answer only if the carrier uses CRCto develop its rates.)

QC1. G ve a sinple narrative explanati on of how you devel oped
your rates.

Q2. D d you begin with a capitation rate?

[ 1T YES

[ 1 NO
If Yes, what is the actual capitation rate (as opposed to
your estimated proposal) on which the 2001 Federal group

rates (Line 1 of Attachnment 111) should be based?

Capitation Rate =

If No, explain how you did begin.
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Attachment |11B, Section 4

What CRC factors do you use?

[ ] ACGE
[ ] SEX
[ ] OTHER , ,

What is your CRC adjustnent factor?

Expl ai n how you derived the CRC adjustnent factor. In
particul ar, on what popul ation data are the CRC
utilization factors based? How often do you update the
data on which the CRC utilization factors are based?

50



Attachment |11B, Section 4

Have you encl osed any worksheets (i.e. sheets show ng

age/ sex distribution and relative utilization factors) you
used to derive the CRC adjustnent factors? Please note
that you nmust have docunented support for the CRC age/ sex
factors for both the Federal group and the SSSGs.

[ ] YES
[ ] NO

If No, please enclose worksheets and change this answer to
YES.

Is the CRC adjustnent factor the sane as it was in the
2001 rate proposal ?

[ ] YES
[ ] NO

I f No, explain.

If you used a CRC-adjusted capitation rate for 2001 and
converted it to a self rate and a famly rate using step-
up factors, what are these step-up factors? Specifically,
what is the step-up factor used to convert the capitation
rate to the self rate? Wat is the step-up factor used to
convert the self rate to the famly rate?

Sel f = Fam ly =
Capitation Sel f

[ ] NA (Do not use step-up factors) Go To Question QCl1l
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Attachment |11B, Section 4

Are the above step-up factors the sanme as those used in
the 2001 rate proposal (which you subnmitted in May 2000) ?

[ 1T YES

[ 1 NO
If No, is the reason because the carrier revised its
communi ty-wi de denographics after the 2001 rate proposa
was nmade (and used the revised step-up factors for its
SSSGs) ?

[ 1T YES

[ 1 NO

If No, what was the reason for the change in the step-up
factors?

How di d you derive the above step-up factors? Explain
briefly (we prefer a nunerical forrmula for each factor as
t he expl anati on).

Exanpl e:
Sel f/ Capitation = 1.17 = ,40+.60(3.5)
. 40+. 60( 2. 9)
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QC10.

QC11.

Attachment |11B, Section 4

Do you use step-up factors for all groups?
[ 1T YES
[ 1 NO

If No, explain the criteria you use to determ ne when
step-up factors are applicable.

If you use enrollnment-m x or other denographic assunptions
at any point in the devel opnent of the 2001 Federal group
rates, (including devel opnent of step-up factors), what
are they?

% Sel f Contracts

% Fam |y Contracts

Fam |y Size

G her:
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QC12.

QC13.

Attachment |11B, Section 4

Are the denographic assunptions in QCl1l the sane as they
were in the 2001 rate proposal?

[ ] YES
[ 1] NO
[ ] NA

If No, or NA,L did the carrier revise its comunity-w de
denogr aphics after the 2001 rate proposal was nmade (and
used the revised denographics for its SSSGs?)

[ 1T YES

[ 1 NO

If No, explain.

If either of your SSSGs has an industry factor |ess than
1.00, did you apply the Iowest factor less than 1.00 to
the Federal group rates?

[ 1T YES

[ 1 NO

If No, explain.
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QC14.

QC15.

Attachment |11B, Section 4

If both SSSGs have industry factors greater than 1.00, did
you apply an industry factor of 1.00 to the Federal group
rates?

[ ] YES
[ ] NO

If No, explain.

Expl ain how you derive the "relative utilization factors”
associated wth your age/sex distribution sheet.

Note that we woul d expect the factors to be based on the
utilization experience of the different age groups of the
total enployee population the carrier services. |In sone
cases, a carrier mght use factors based on sone ot her

| arge popul ation. Please nmake it clear to us exactly
where your relative utilization factors cone from and on
what popul ati on they are based.

| MPORTANT! DO NOT SKIP TH S QUESTI ON
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QC16.

Attachment |11B, Section 4

When you derive the CRC adjustnent factor, do you include
the nunber of Federal annuitants over age 65 anywhere in
t he cal cul ati on? In general, explain how you use the
group of Federal retirees (if at all) in your calculation
of the CRC factor.
| MPORTANT! DO NOT SKIP TH S QUESTI ON
[ ] Yes
[ 1 No

If yes, have you given us a credit for Medicare
r ei mbur senent
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QC17.

Attachment |11B, Section 4

Show t he cal cul ati ons behind the rates that you have on
line 1 on the reconciliation sheet. DO NOI REFER US TO
ANOTHER SHEET FOR THI S CALCULATI ON.  WHAT WE WANT HERE | S
A S| MPLE EXPLANATI ON OF THE LINE 1 RATES.

Exanpl e:

Capitation = $25.00
CRC Adj ustnment Factor = 1.08

Adj usted Capitation = $25 x 1.08 = $27
1st Level Step-Up Factor =
2nd Level Step-Up Factor =
Line 1 Self Rate = $27 x 1
Line 1 Family Rate = $29.7

I ©OF

1.
2.
.1 $29.70

0 x 2.9 = $86.13
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QAL.

Attachment |11B, Section 5

ACR Questions

(Answer only if the carrier uses ACRto develop its rates.)

What net hod of ACR did you use for your 2001
rate proposal ?

[ ] A Method Using Utilization Factors (Go to QAl12.)
[ ] A Met hod Using Actual C ains Data

Not e: You should have on file any clains/utilization data
supporting the rates for the Federal group and SSSGs.

Note: If your method used actual clainms data, the clains
data used to develop the FEHBP rates and the SSSGs’ rates
shoul d be saved on an accessi bl e conputer nedi um
(cartridge tape, CD-ROM etc).This data used in the rate
reconciliation should be maintained for a tine period
stated in the financial records section of your contact
wth OPM ( five full years plus the current year).Actua
clainms records should al so be maintained according to the
contract ( three full years plus the current year).

Did you use the sane experience period (and the sane
claims within that period) in the reconciliation that you
used in the proposal?

[ 1] YES

[ 1 NO
If No, explain. As a general rule, neither the experience

period nor the clains should change between the proposa
and the reconciliation.
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Attachment |11B, Section 5

QA3. Did you use the sane trend that you used in the proposal ?

QA5.

[ ] YES
[ ] NO

If No, explain

What trend do you use in the reconciliation?

What trend did you use in the original proposal?

Did you use the sane trend for the SSSGs that you used for
t he Federal group?

[ 1 YES
[ ] NO

If No, explain.

If you use conpletion factors to derive incurred clains,
do you use the sanme set of factors for all groups?

[ 1 YES
[ ] NO
[ ] NA

If No, explain
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QA6.

QAT.

QAS8.

Attachment |11B, Section 5

If you use a conpletion factor to derive incurred clains,
did the factor remain the sane between the proposal and
the reconciliation?

[ ] YES
[ ] NO
[ ] NA

If No, explain

What ki nd of administrative |oading did you
use?

[ ] Aflat community rated pm pm adm ni strative charge.

[ ] A percentage of clains.

Expl ai n how you conputed the adm ni strative charge.

Did the clainms used in the rate devel opnent refl ect

speci al benefits? Note: If special benefits were not

included in the clains, please have on file

clainms/utilization reports to support this assertion.
[ T YES

[ 1 NO
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QA9.

QAL0.

QAL1.

Attachment |11B, Section 5

Did you reduce clains used in the rate devel opnent by
Coordi nati on-O - Benefits (COB) inconme that the carrier
received from other insurance carriers (Excluding HCFA)?
[ T YES
[ 1 NO

If No, you should give us a credit for any nonies received
from ot her insurance carriers.

Do you include age 65 or above retirees in the clains or
utilization data used to determ ne the ACR factor or
rates?

[ ] YES

[ 1 NO
If no, you should include a standard Medicare
| oadi ng.

If you answered yes to QA10, are HCFA rei nbursenents
included in the group’ s experience?

[ T YES

[ 1 NO

If No, the Medicare |oading should be a credit for al
noni es recei ved from HCFA.

If Yes, there should be no Medicare | oading.

61



QAL2.

Attachment |11B, Section 5

Explain in narrative formhow you derived your line 1
rates. | NCLUDE CALCULATIONS. |If you derived a capitation
rate fromclainms data, and used step-up factors to adjust
it, showthis. [If you used a nmethod based on utilization
factors, show how you broke the capitation rate into
conmponents, what you used for utilization factors, what
the adjusted capitation rate is, etc. Use extra sheets if
necessary. DO NOT SKIP THI S SECTI ON OR REFER US TO
ANOTHER SHEET. WHAT WE WANT HERE |S A SI MPLE EXPLANATI ON
OF YOUR LI NE 1 RATES.
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Attachment |V

Documentation of 2001 Community Rates and Riders
(LargeCarriersOnly)

If the State requires the carrier to file its official community
rates with the State insurance departnent, OPMrequires a copy of
this filing. |If the insurance departnent nust approve such a
filing, also send us a copy of the approval. BE SURE TO ClIRCLE
IN RED ALL RATES AND RI DERS ON THE | NSURANCE FI LI NG THAT APPLY TO
THE FEHBP.

If the State does not require the carrier to file its community
rates, we require sonme other form of docunentation.

Accept abl e docunentati on incl udes:
1) rate devel opnent sheets for the carrier's SSSGs.
2) rating guidelines used by the carrier's rating

personnel .

The Reconciliation Questionnaire contains sone questions
pertaining to the rate devel opnent of the SSSGs. You shoul d
provi de any backup docunents that will enable us to better
understand the answers to these questi ons.
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Attachment V

Certificate of Accurate Pricing
For Community Rated Carriers

This is to certify that, to the best of nmy know edge and belief:

1) The cost or pricing data submtted (or, if not submtted,
mai nt ai ned and identified by the carrier as supporting
docunentation) to the Contracting O ficer or the
Contracting Oficer's representative or designee in
support of the 2001 FEHBP rates were devel oped in
accordance with the requirenents of 48 CFR Chapter 16 and
the FEHBP contract and are accurate, conplete, and current
as of the date this certificate is executed; and

2) The net hodol ogy used to determne the FEHBP rates is

consistent with the nethodol ogy used to determ ne the
rates for the carrier's Simlarly Sized Subscriber G oups.

Firm

Nane

Title

Si gnature

Dat e
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Attachment VI

Carrier Contacts

For information about your reconciliation, we should contact:

Nane

Phone Nunber

Fax Nunber

E- Mai |

Nane

Phone Nunber

Fax Nunber

E- Mai |
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