FEHB Prog ram Carrier Lettel’ U.S. Office of Personnel Management
Office of Insurance Programs
All Carriers

Letter No. 1999-017B Date: April 28, 1999
Fee-for-service [14] Experience-rated HMO [14 | Community-rated [ ]

SUBJECT: 2000 Rate Instructions for Experience-Rated Pl ans
Encl osed are the questionnaire and tables that will constitute

your rate proposal for participation in the FEHBP for 2000. You
must fully docunent all estimates with respect to assunptions and
actuarial nethodol ogy. Your subm ssion is due on May 31, 1999.

For plans participating in the DoD Pilot Project you nust submt
separate abbrevi ated docunentation. This is the same docunent a-
tion as for new plans which is noted in the questionnaire under
item1l (c).

Al'l plans nust conplete Tables 1, 2 and the questionnaire. HMO s
nmust conplete Table 3 and include it with the subm ssion and
submt Table 4 as soon as the May data is available but no | ater
than June 20. |If you provide sone services through capitation,
encl ose separate schedul es covering 1998 as well as the 4 and 5
nonth periods for 1999 in which clainms are broken out by

capi tated services, non-capitated services, and total services.

Fee for service plans nmay omt Tables 3 and 4 but nust confirm
that the subm ssion of nonthly incurred clains is current.

I f your plan has two options, rate each option as a separate plan
and submt separate docunentation for each option

You shoul d set your proposed rates so that the sum of the ending
speci al reserve bal ance plus the ending contingency reserve

bal ance noves toward the reserve goal of 2 nonths of total outgo.
If you project that your rates will not achieve the reserve goa
as of Decenber 31, 2000, please explain why your proposed rates
are nore reasonable than rates which would achieve the 2-nonth
goal .

You shoul d send one copy of the subm ssion including your
proposal, the sunmary statenent to your Decenber 31, 1998,
accounting statenent, the questionnaire and appropriate tables
to:



O fice of Personnel Managenent
Ms. Nancy H. Ki chak

Director, Ofice of Actuaries
1900 E Street, NW, Room 4307
Washi ngton, DC 20415

Pl ease send a duplicate hard copy to:

O fice of Personnel Managenent

M. Frank D. Titus

Assistant Director for Insurance Prograns
1900 E Street, NW, Room 3424

Washi ngton, DC 20415

Email a Lotus, Excel or Quattro version of the questionnaire to
RVGRESCH@PM GOV.

I f you have any questions, please contact Ms. Sherry Sinon or
M. Ron Gresch at (202) 606-0722. You will receive a statenent
of your Decenber 31, 1998, contingency reserve balance in the
near future.

Si ncerely,

Frank D. Titus
Assi stant Director
for I nsurance Prograns

Encl osur es



Experi ence- Rat ed Questionnaire for 1999 Rates

Not e:

Options are Rated as Separate Plans and Require

Separate Questionnaires

la.

1b.

1c.

Attach a copy of the summary statenent of your 12/31/98
accounti ng statenent.

Email the information as shown in the encl osed sanpl e fornat
on the follow ng page to RVGRESCH@PM GOV.

Abbr evi at ed docunentation for new plans and DoD Pil ot
Project: Itemnunbers refer to the questionnaire.

Item 2 year 2000 only (rates enroll nent, subscription incone)
ltem 9 year 2000 only (Present Year cl ains)

expl ain the basics of your projected clains nunber
Item 12 year 2000 only (expenses and rei nsurance)

Item 14(a) (8)-(10) only (12/31/2000 contingency reserve bal ance)
Item 14(b) (4)-(8) only (interest plus investnent incomne)

Item 14(c) (1)-(5) (Fi nancial Summary and Speci al Reserve-
2000)
Table 2 (2000 biweekly Net-to-Carrier Rates)

If you use Lotus, Excel or Quattro for the questionnaire,
emai | such a file to the above address as well.



Pl an XYZ

Code 1A

Hi gh Option

Acturarial Contact: Joe Conet
Tel ephone: 999- 555- 1234

Fax: 999- 555- 9876

e-mail: jcomet@yz.com
1996 1997 1998 1999 2000
Subscription I ncome Adjusted for Accrual ($000) 1144000. 0 1274000. 0 1339000. 0
Interest Incone Adjusted for Accrual ($000) 6864. 0 7644.0 8034.0
LOC and Carrier
Clains Paid in Cal endar Year x 1115400.0 1242150.0 1305525.0
No accrual [1999 Paid through 4 nonth]
Clains incurred in 1996 paid in: 915200.0 183040. 0 18304.0
Clains incurred in 1997 paid in: 1019200.0 203840.0 10192.0
Clains incurred in 1998 paid in: 1071200.0 74984.0
Clainms incurred in 1999 paid in: 267800.0
Total Non-cl ai n8 Expenses($000), no accrual adjustnment 80080.0 89180.0 93730.0
Accrued Reserve 12/31/98 ($000) 217587.5
Speci al Reserve 12/31/98 ($000) 108793. 8
Bi weekly Net-to-Carrier Rate
Sel f 80. 00 90. 00 95. 00 100. 00 105.00
Fam |y 180. 00 200. 00 210. 00 220.00 230.00
Bi weekly Net-to-Carrier Rate Change for Benefits Only
Sel f 0.00 0.00 0. 00 0. 00
Fam |y 0.00 0.00 0. 00 0. 00

Initial Estinated Enroll nent

Sel f 100000 100000 100000 100000 100000
Fam |y 200000 200000 200000 200000 200000



2. Reconcil e your 1997 and 1998 prem uminconme to your 1997 and
1998 enrol Il ment by adjusting enrollnent to agree with prem um
i ncome actually received. For 1997 and 1998 prem um i ncone
use accounting summary figures for Sem -Mnthly Prem uns
recei ved by your LOC account adjusted by begi nning and endi ng
accrued values. It is advisable to performa simlar
reconciliation for 1999 using the fact that nost second
nont hl y paynents consi st of one nonthly annuitant prem um and
one biweekly prem um and nost first nonthly paynents consi st
of one biweekly prem um

Bi weekl y Initial Adj ust ed*
Net - t o- Esti mat ed Cal cu- Act ual Aver age
Carrier Enrol | - | at ed Premum Enroll -
1997 Rat es nent | ncone | ncone nent
Sel f X X 26 =
Fam |y X X 26 =
Tot al
1998
Sel f X X 26 =
Fam |y X X 26 =
Tot al
1999
Sel f X X 26 =
Fam |y X X 26 =
Tot al
2000 (Projected)
Sel f X X 26 =
Fam |y X X 26 =
Tot al
*Adjusted Enrollnment = Initial Estimated Enroll ment x (Actual

Prem um | ncone/ Cal cul ated | ncone)



(a)

(b)

(c)

As of 12/31/98 what were the total clains paid to date
for services incurred in

1996

1997

1998

As of 4/30/99 what were the clains paid in 1999 for
services incurred in

1996

1997

1998

1999

The sum of these val ues should equal the clains paid in
the first 4 nonths of 1999

What is your estimate of the ultimte clainms and what
portion of these clainms have been paid as of 12/31/98
and as of 4/30/99.

Portion Paid
Porti on Paid as of as of 4/30/99

Utimte Cains 12/31/98 (a)/(c) [(a)+(b)]/(c)
1996 P1=

1997 P2=

1998 P3=

1999

The portion paid as of 12/31/98 and as of 4/30/99
shoul d be representative of past experience. |f they
are not, explain why. Utinmate clains and the portion
paid as of 12/31/98 (P1,P2,P3) will be used in item 11.

Expl anation if Necessary:



The product of the prior year's clains and the factors in itens
4, 5, 6, 7, and 8 bel ow shoul d equal the present year's clains
and for 1997 and 1998 should agree with the ultimate clains

stated initem3. Item9 contains a summary of itens 4, 5, 6, 7
and 8.
4. What was the change in enrollnment factor for:

1997 to 1998

1998 to 1999

What is your estinmated factor for:

1999 to 2000

You shoul d wei ght the aggregate enroll nent factor for both self
and famly contracts by either prem uns or clains.

We prefer that you obtain the enrollment factor by using a

wei ght ed average of clains costs broken down by groups such as
active, Medicare and non- Medi care annuitants enrol |l ees and by
self and famly contracts. Please provide your best estimate of
clains cost by type of claimant and category of enrollnment. |If
you do not have cl ains data avail abl e, we suggest you use the
foll ow ng wei ghts:

Sel f Fam |y
Acti ve 46 121
Medi care Annuitants 56 105
Non- Medi care Annuitants 106 194

The formula you woul d use woul d appear as fol |l ows:

EF(yr) = [ 46XASE(yr) ] +[ 56xXMSE(yr) ] +[ L06xXNVSE(yr) |
+[ 121XAFE(yr) ] +[ L05xMFE(yr) ] +[ 194xNMFE( yr) |

[ 46XASE(yr-1)] +[ 56XMSE(yr-1)] +[ L06xXNVSE(yr-1) ]
+[ 126XAFE(yr-1)] +[ 105xMFE(yr-1) ] +[ 194xXNMFE(yr-1)]

wher e

EF = Enrol |l ment Factor



ASE Active Self Enroll nent

MBE = Medi care Self Enrol | nent
NMSE = Non- Medi care Sel f Enrol | nent
AFE = Active Fam |y Enrol | nent
MFE = Medi care Fam |y Enroll nent
NMFE = Non- Medi care Fam |y Enrol | nent

To obtain the factor weighted by prem uns use the foll ow ng
forml a:

EF(yr) = [SE(yr) x SP(yr-1)] + [FE(yr) x FP(yr-1)]
[ SE(yr-1) x SP(yr-1)] + [FE(yr-1) x FP(yr-1)]

where EF = Enroll nent Factor
SE = Self Enroll ment
FE = Fam |y Enrol | nent
SP = Self Prem um
FP = Fam |y Prem um

Expl anation if Necessary:

5. VWhat was the change in benefits factor for:

1997 to 1998

1998 to 1999

What is your estinmated factor for:

1999 to 2000

You shoul d wei ght the aggregate benefit factor for both

self and famly contracts by prem uns and enrol | nent.

You shoul d base all benefit changes on premumrate

changes that were agreed upon during prior rating

unl ess better data is available, i.e.,

BF(yr)=[SE(yr)x[ SP(yr-1)+SBC(yr)]1]1+[ FE(yr)x[ FP(yr-1) +FBC(yr)]]
[SE(yr) x SP(yr-1)] + [FE(yr) x FP(yr-1)]

where BF = Benefit Factor
SE = Self Enroll nent SBC = Self Benefit Change
SP = Self Prem um FBC = Fam |y Benefit
FE = Fam |y Enrol | nent Change
FP = Fam |y Prem um



If your gross premiumrates are substantially different
than clainms plus expenses it wll be necessary to
adj ust your cal cul ated benefits factors.

Expl anation if Necessary:

6. VWhat was the trend factor for:
Tr end Inflation Utilization
Fact or Fact or Fact or
1997 to 1998 = X

What trend factor is projected for:

1998 to 1999 = X

1999 to 2000 = X

Expl anation if Necessary:

7. Selection as a result of novenment between plans in the
FEHBP i s conmon. You can quantify this factor for a
gi ven year using the follow ng:

SEL =1 + [(ElI-1) x RU] + [(ED-1) x RUD

El + ED- 1
where SEL = Sel ection Factor
El = Enroll nent | ncrease Factor
ED = Enrol |l nent Decrease Factor
RU = Relative utilization of Enroll ment

| ncr eases



RUD = Relative utilization of Enroll ment

Decr eases
As an illustration, suppose that in 1996 your plan
consi sted of 100 enrol |l nents who cost $1000 each. In

1996 your plan gained 30 enrollnents and | ost 40 enroll -
nments. The enrollnents the plan gai ned woul d have cost
$1400 in 1996 and the enrollnents the plan | oss cost
$800 in 1996. The selection factor for 1997 is

1.222 = J1. x 1.0] +[.3 x 1.4] +[-.4 x .8]
1+ (.3 + (-.4)

VWhat were these factors if any for:
Sel ection El ED RUI RUD
1997 to 1998

What factors if any are projected for:

1998 to 1999

1999 to 2000

Expl anation if Necessary:

What other factors such as the institution or expansion
of a PPO have had an effect upon incurred clains:

Tot al of
ot her
Factors

1997 to 1998 = = ____ X X

What other factors if any will have an effect upon
incurred clains:

1998 to 1999 = X X

1999 to 2000 = X X




Expl anation if Necessary:

9. Summary of Incurred C ains Devel opnent
Pr esent
Enr ol | nment Benefit Trend Sel ection O her Year
Year Fact or Fact or Fact or Fact or Factors d ains
1997
1998 X X X X
1999 X X X X
2000 X X X X
10. Decenber 31, 1998 Speci al Reserve
(a) 1996, 1997 and 1998 cl ai ns pai d through
12/ 31/ 98
(b) 1996, 1997 and 1998 estinmated incurred
cl ai ms
(c) (b) - (a)
(d) 12/31/98 accounting statenent accrued
reserve
(e) 12/31/98 accounting statenent specia
reserve
(f) [(e) + (d) - (c)]
(a) is fromitem 3(a)
(b) is fromitem 3(c)
(c) is your nost recent estimate of the 12/31/98
accrued reserve
(f) i1s your nost recent estimate of the 12/31/98
speci al reserve
11. Accrued Reserves



(a) 12/31/98 accrued reserve [from 10(c)]

(b) 12/31/99 estimated accrued reserve
= 1997 ultimate clains x (1-P1)
+ 1998 ultimate clains x (1-P2)
+ 1999 estimated clainms x (1-P3)

(c) 12/31/00 estimated accrued reserve
= 1998 ultimate clains x (1-P1)
+ 1999 ultimate clains x (1-P2)
+ 2000 estimated clainms x (1-P3)
[claims from 3(c) and 9]
[P1, P2 and P3 are from 3(c)]

12. Expenses
Tot al
Anount Servi ce Charge
Year
1998
1999
2000

(Al'l owabl e expenses and service charge is negoti ated
with the Ofice of Insurance Prograns.)

Descri be your reinsurance arrangenents if any.

13. 1999 Conti ngency Paynent, Interest and | nvestnent
I nconme, and Reserve Cal cul ati ons

(a) Contingency Reserve

nti ngency Reserve Bal ance
(1) Conti R Bal 12/ 31/ 98
(fromOPMs Ofice of Actuaries)

(2) dains Paid During Last 6 Mnths of
1998

(3) Adm nistrative Expenses for 1998
(4) Three and One-Half Months of Total



Qutgo [(7/12) x (2)] + [(7/24) x (3)]

(5 Preferred Mninmm Bal ance of 1-1/2
Month of Total Qutgo [(3/7) x (4)]

(6) Accrued Reserve + Special Reserve
12/31/98 [10(c) + 10(f)]

(7) 1999 Contingency Reserve Paynent (conpute as

fol |l ows)

(a) (4)-(6) = [put O here if (4)-(6) is
negati ve]

(b) (1)-(5 = [put O here if (1)-(5) is
negati ve]

(c) Contingency Reserve Paynent:
Lesser of (a) and (b) =

Return of Excess to the Contingency Reserve
Fund:

(d) If (4)-(6) is negative, that is if the accrued
reserve plus special reserve exceeds three and
one-hal f total outgo, the excess mnust be
returned to the contingency reserve fund.

VWhat is it?
(6)-(4) =

(8) Paynents to Contingency Reserve Fund
During 1999 (approximtely 3.88% of
prem um i ncone)

(9) Interest on Contingency Reserve Fund
During 1999

= IRX [BCR+ .5 x (PCR) - .5 x (CRP) + SIF]
= . 05x[(1)+ 5x(8)+ 5x[(7)(d)-(7)(c)]+(3/52xSI)]

where IR = Interest Rate
BCR = Begi nning Contingency Reserve Bal ance
PCR = 1999 Paynents to Contingency Reserve
CRP = 1999 Contingency Reserve Paynent to
Pl an
SIF = Subscription I ncone Float
S = 1999 Subscription Incone

(10) Contingency Reserve Bal ance 12/31/99
(1) +(8) + (9) + [7(d) - 7(c)]

(b) Interest plus Investnent |ncone



(1) Accrued Reserve + Special Reserve as
12/ 31/ 98

(2) Accounting Statenent Prem um | ncone
Accrued but Unpaid as of 12/31/98

(3) 1999 Contingency Reserve Paynent
13(a) (7)(c) — 13(a)(7)(d)

(4) 1999 Total Prem um I ncone
(5) 1999 Incurred dains
(6) 1999 Expenses

(7) 1999 Average |Investnent Bal ance:

(1)-(2)+.5 x [(3)+(4)-(5)-(6)]}

(8) 1999 Interest Plus Investnent |ncone:
. 0500 x (7)

(c) Financial Summary and Speci al Reserve - 1999

(1) Incone
a Prem um | ncone
b Conti ngency Reserve Paynent

Interest Plus | nvestnment | ncone
Tot al

—~ ~
[oN o]

)
)
\ [13(a)(7)(c)] - [13(3)(7)(d)]
)

(2) CQutgo
(a) Incurred dains [9]
(b) Expenses [12]
(c) Total
(3) @Gin (Loss) [1(d) - 2(c)]
(4) Reserves
(a) Beginning Special [10(f)]
(b) Ending Special [3 + 4(a)]
(c) Ending Contingency [13(a)(10)]

(5 Reserve Goal (in nunber of nonths)
{12 x [4(b) + 4(c)]} / 2(c)

2000 Conti ngency Paynent, |nvestnent |ncone, and
Reserve Cal cul ati ons

10



(a)

Conti ngency Reserve

(1)

(2)

(3)

(4)

(5)

(6)

(7)

(8)

(9)

Conti ngency Reserve Bal ance 12/ 31/ 99
[from 13(a)(10)]

Clainms Paid During Last 6 Months of
1999. Use the Product of 1998 C ains
from 13(a)(2) and the Percentage Change
from1998 incurred Clainms to 1999
incurred clainms [item 9].

Adm ni strative Expenses for 1999
Three and One-Half Months of Total
Qutgo [(7/12) x (2)] + [(7/24) x (3)]

Preferred M ni nrum Bal ance of 1-1/2
Month of Total Qutgo [(3/7) x (4)]

Accrued Reserve + Special Reserve
12/31/99 [11(b) + 13(c)(4)(b)]

2000 Contingency Reserve Paynent
(conpute as foll ows)

(a) (4)-(6) = (put O here if (4)-(6) is
negati ve)

(b) (1)-(5 = (put O here if (1)-(5) is
negati ve)

(c) Contingency Reserve Paynent:
Lesser of (a) and (b) =

Return OF Excess to the Contingency Reserve
Fund:

(d) If (4)-(6) is negative, that is if the accrued
reserve plus special reserve exceeds three and
one-half nonths of total outgo, the excess
must be returned to the contingency reserve
fund. What is it?

(6)-(4) =
Paynments to Contingency Reserve Fund
During 2000 (approxi mately 3.88% of
prem um i ncone)

I nterest on Contingency Reserve Fund
During 2000

= | RX[ BCR+. 5x( PCR) - . 5x( CRP) +SlI F]

11



(b)

(c)

= . 05X[(1)+ 5x(8)+ 5x[(7)(d)-7(c)]+(3/52xSI)]

where IR = Interest Rate
BCR = Begi nni ng Conti ngency Reserve Bal ance
PCR = 2000 Paynents to Contingency Reserve
CRP = 2000 Contingency Reserve Paynent to
Pl an
SIF = Subscription I ncome Float
SI = 2000 Subscription Incone

(10) Contingency Reserve Bal ance 12/31/00

(1) +(8) + (9 + [(N(d) - (7)(c)]

I nterest plus Investnent |ncone

(1) Accrued Reserve+Speci al Reserve as of
12/ 31/ 99

(2) PremumIncome Accrued but Unpaid
as of 12/31/99. Use the Product of
b(2) for 1998 and the Percent age
Change in Prem um I ncone Between 1998
and 1999 fromlitem 2

(3) 2000 Contingency Reserve Paynent
14(a) (7)(c) - 14(a)(7)(d)

(4) 2000 Total Prem um I ncone

(5) 2000 Incurred dains

(6) 2000 Expenses

(7) 2000 Average Bal ance:

(8)

(1)-(2)+.5 x [(3)+(4-(5)-(6)]}

2000 Interest Plus Investnment |ncone:
.05 x (7)

Fi nanci al Summary and Speci al Reserve - 2000

(1) Incone
(a) Prem um Il ncone
(b) Contingency Reserve Paynent
[14(a)(7)(c)] - [14(a)(7)(d)]
(c) Interest plus Investnent |Incone
(d) Total

12



1998
A

(

(
(

(

Expl anation of rates if Reserve goal does not equal

2)

3)
4)

5)

(a) Incurred Cainms [9]
(b) Expenses [12]
(c) Total

Gain (Loss) [1(d) - 2(c)]
Reserves
Begi nni ng Special [13(c)(4)(b)]

Egg Endi ng Special [3 + 4(a)]
(c) Ending Contingency [14(a)(10)]

Reserve Goal (in nunber of nonths)
{12 x [4(b) + 4(c)]} ! 2(c)

nont hs out go:

I
1
2

ncone

TABLE 1

Projection of Financial Results for
for 1998, 1999 and 2000

Prem um | ncone
Conti ngency Reserve Paynent

13

2



oo

oo

o0

3. Interest Plus | nvestnent | ncome

4. Tot al

Qut go

1. I ncurred C ains

2. Expenses

3. Tot al

Gain (Loss)

Reserves

1. Begi nni ng Speci al

2. Endi ng Special (D1+C)
3. Endi ng Conti ngency

Mont hs of Reserves (12x(D2+D3)/ B3)

Prem um | ncone

Cont i ngency Reserve Paynent
Interest Plus Investnent |ncone
Tot al

1

2

3

4

Qu

1. Incurred O ains
2. Expenses

3. Tot al

Gin (Loss)

Reserves

1 Begi nni ng Speci al

2. Endi ng Speci al (D1+C)

3. Endi ng Conti ngency

Mont hs of Reserves (12x(DQ+D8)/B3)

=
o
o
3

Prem um | ncone

Cont i ngency Reserve Paynent
Interest Plus | nvestnment |ncone
Tot al

—
«Q
o

I ncurred C ains
Expenses
Tot al

ai n (Loss)

serves
Begi nni ng Speci al
Endi ng Speci al (D1+C)
Endi ng Conti ngency

WPPgQwNEQPWPP

Mont hs of Reserves (12x(D2+D3)/ B3)

TABLE 2
1999 and 2000 Biweekly Net-to-Carrier Rates for
Self
1999 Rates

2000 Rates

1. Experi ence Change
2. Benefit Change

3. O her Changes

Fam |y



4.  Total (A+Bl+B2+B3)

C. Percent Change from 1999 to 2000
1. Experi ence Change
2 Benefit Change
3. O her Changes
4 Tot al

TABLE 3

Carrier Nane: Code:

Heal t h Benefit Charges Paid
During Four Month Period Ending
April 30, 1999

Monthly d ains Paid




Jan
Feb
Mar

TOTAL

TABLE 4

Carrier Nane: Code:

Heal th Benefit Charges Paid
During Five Month Period Ending
May 31, 1999

Monthly d ains Paid




Jan
Feb
MVar

Apr

TOTAL
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	Return of Excess to the Contingency Reserve
	What is it?
	During 1999 (approximately 3.88% of
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	BCR	=	Beginning Contingency Reserve Balance
	CRP	=	1999 Contingency Reserve Payment to
	Plan
	SIF	=	Subscription Income Float
	SI	=	1999 Subscription Income
	Accrued but Unpaid as of 12/31/98
	Month of Total Outgo [(3/7) x (4)]
	Lesser of (a) and (b) =
	Return Of Excess to the Contingency Reserve
	During 2000 (approximately 3.88% of
	BCR = Beginning Contingency Reserve Balance
	PCR = 2000 Payments to Contingency Reserve
	CRP = 2000 Contingency Reserve Payment to
	Plan
	SIF = Subscription Income Float
	SI  = 2000 Subscription Income
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