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Who We Are

A Benefit Corporation Experienced at Teaching Actuaries!

EXPERIENCED

More than 50 years experience helping
students prepare and pass actuarial exams!
We are an elearning technology and
education company leveraging experts in
the field to constantly update our learning
content in a format that works for you.

ACTEX Learning is a leading US based
provider of study materials for actuarial
exams. Our authors and content
contributors are renowned academics and
Actuaries that are proud to have their names
on the cover of our manuals and textbooks!

Mrssion Foousep

We are a Benefit Corporation focusing on
the mission of accessible high quality
actuarial education. We're dedicated to
empowering actuarial students by offering
test prep materials that are not just effective
and efficient but also tailored to suit every
type of student.

Become an ACTEX Champion

Join our Global ACTEX Champion Program and bring the benefits to

your Actuarial Club. To learn more about the program, scan the QR code
on the right. If you have any questions or would like to speak to a
Champion Coordinator, please do not hesitate to reach out to us at

champions@actexlearning.com.
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ACTEX Has the Solutions to Help You with Exam Prep

Our study guides offer the most recommended actuarial prep program. Search our interactive

‘EE\ manuals for different topics and toggle easily between concepts and study materials.

Available for P, FM, FAM, ALTAM, ASTAM, PA. ATPA, MAS-I, MAS-II, CAS 5, CAS 6 US & CAN,
Study Guide CAS 7, CAS 8, CAS 9

Want to know you're prepared for your exam? Practice efficiently with our robust database of
questions and solutions and predict your success through GOAL's innovative scoring system.
GOAL also features dedicated instructor support so you can get help where you need it and pass
the exam with confidence!

Available for P, FM, FAM, ALTAM, ASTAM, MAS-1, MAS-II, CAS 5, CAS 6 US & CAN

Master key topics and formulas with our flashcards, which allow you to filter by topic. To help
you direct your focus, each card is rated to indicate its importance on the exam.

Available for P, FM, FAM, ALTAM, ASTAM, PA. ATPA, MAS-1, MAS-II, CAS 5, CAS 6 US & CAN,
CAS 7, CAS 8, CAS 9

Studies have shown video learning can lead to better retention. We offer hours of video
instruction to aid you in your studies. They're a great way to deepen your learning on
challenging topics and gain a variety of perspectives from our expert instructors.

Available for P, FM, FAM, ALTAM, ASTAM, PA. ATPA, MAS-1, MAS-II, CAS 5, CAS 6 US & CAN,
CAS 7, CAS 8, CAS 9

ACTEX offers convenient online courses approved for CAS VEE credits. All courses are available
on-demand. Students complete the courses at their own pace and take the final exams on the
date of their choosing.

VEE Courses Available for Accounting & Finance, Mathematical Statistics, and Economics

Study Materials are Available for the Following:

SOA: P, FM, FAM, ALTAM, ASTAM, SRM, PA, ATPA, CFE, GI, GH, ILA, RET
CAS: MAS-I, MAS-II, CAS 5, CAS 6C, CAS 6US, CAS 7, CAS 8, CAS 9
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Graded
Mock Exams

Bootcamp

Online
Courses
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Formula
Sheets

Textbooks

The ACTEX Graded Mock Exam is a great way to predict your exam outcome! Before you take
the official exam - take the new ACTEX Graded Mock Exam and get feedback from an expert.
The ACTEX Graded Mock Exam has all the typical elements your SOA exam will have. This can
help you evaluate your progress. The questions and format are set up just like the SOA exam.

Available for ALTAM, ASTAM, PA

ACTEX Bootcamps provide a more individualized approach, allow you to ask questions in real
time, and boost your last-minute learning. You'll review the harder topics on the exam, as well
as common errors and exam strategy. All classes are recorded for future on-demand viewing.

Available for P, FM, FAM, SRM

Alongside our P & FM study guide, this course is comparable to a one-semester college class.
This course offers SOA Exam practice problems, video solutions, timed practice tests, sample
questions, and more. You'll also have 1:1 email support from an instructor for 180 days after
purchase.

The Advanced topics in Predictive Analytics video course is designed to help you more easily
climb the steep ATPA learning curve. This module-focused video course for Topic 3 in the
syllabus, includes videos, end of module assessments and lecture slides. This video course is a
deep dive into the three modules. Access to an instructor during the duration of the course as
well as participation in a discussion forum.

Available for P, FM, and ATPA

This at-a-glance tool helps you memorize and recall key formulas and information. It covers
important formulas needed to prepare your exam. Also, it's an easy-to-print format you can
study with, no matter where you are.

Available for P, FM, FAM, ALTAM, ASTAM, PA. ATPA, MAS-1, MAS-II, CAS 5

Looking for Extra Preparation?

Explore our range of textbooks designed to support your studies. From recommended to
required readings, ACTEX offers exceptional materials to help you succeed.
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Use SOAL to Practice What You've Learned
- Over 22,000 exam-style problems with detailed solutions
- 3 learning modes (Practice, Quiz, Simulated Exams) 6

- 3 levels of difficulty (Core, Advanced and Mastery)

- You control your topics and sub-topics »
- Dedicated instructor support

GOAL is currently available for the following SOA & CAS Exams:

Exam FAM

2,300+ Questions

Exam P Exam FM Exam FAM-L Exam FAM-S
1,050+ Questions 1,500+ Questions 1,300+ Questions 900+ Questions

Exam ALTAM Exam ASTAM Exam SRM Exam MAS-I
1,400+ Questions 1,300+ Questions 1,150+ Questions 1,050+ Questions
Exam MAS-II Exam CAS 5C Exam CAS 6US Exam CAS 6CA
850+ Questions 500+ Questions 550+ Questions 650+ Questions

Use GOAL Score to Gauge Your Exam Readiness

Your GOAL Score Target GOAL Score
° 63 70
w

Measure how prepared you are to pass your exam with a tool that suits any study approach. A GOAL
Score of 70 or above indicates readiness.

4

Your score is broken into categories, allowing you to study efficiently by concentrating on problem
areas. GOAL Score quantifies your exam readiness by measuring both your performance

and the consistency of your performance. Your GOAL Score also analyzes your
strengths and weaknesses by category, topic, and level of difficulty.

Scan to Learn More
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SOAL Improves Your Studies

How you can prepare for your exam confidently with GOAL custom
Practice Sessions, Quizzes, & Simulated Exams:

ﬁ Actuarial University IJ_l
4 N\
QUESTION 19 OF 704 Vs E qPrev  Nextp X :l— QUlely access the
——Ty | | | b or scdiiona
learning.

An airport purchases an insurance policy to offset costs associated with excessive amounts of snowfall. The insurer pays the airport 300 for

every full ten inches of snow in excess of 40 inches, up to a policy maximum of 700.

( )

The following table shows the probability function for the random variable X of annual (winter season) snowfall, in inches, at the airport.

Flag problems for
review, record
notes, and get

Caleulate the standard deviation of the amount paid under the policy. instructor su pport.

b o
/ . . . \
134 235 " > BE 352 View difficulty

.

Inches [0,20) |[20,30) |[30,40) [[40,50) | [50,60) | [60,70) | [70.80) | [80,90) | [90,inf)

Probability |0.06 0.18 0.26 0.22 0.14 0.06 0.04 0.04 0.00

level.
Help Me Start A ]
Find the probabilities for the four possible payment amounts: 0, 300, 600, and 700. ( )
i -1 rlelplul strategies
to get you started.
With the amount of snowfall as X and the amount paid under the policy as ¥", we have
& J
¥ | frly) =PEF =y)
Q P(Y =0)=P(0< X <50) =072 Ve N\
300 | P(Y =300) = P(50 < X < 60) =0.14 ” I . . h
600 | P(Y = 600) = P(60 < X < 70) = 0,06 Full solutions wit
700 P(Y =700) = P(Y > 70) = 0.08 deta | Ied
The standard deviation of ¥ is 4/ B (¥'2) — [B(Y)]¥. eXp|a nathl‘lS 'tO
E(Y) = 0.14 x 300+ 0.06 x 800 -+ 0.08 » 700 = 134 dee pen you r
E (Y*) =014 300° + 0.06 » 600% + 0,08 % 700* = 73400 u ndersta nd i ng.
E(Y?) — [B(Y)? = v 73400 — 1347 = 235.485 \. J/
Common Questions & Errors ~ ] ' N\
, o . , Commonly
Students shouldn't overthink the problem with fractional payments of 300. Also, account for probabilities in which payment cap of 7001is
reached. encountered
errors.
In these problems, we must distinguish between the REALT RV (how much snow falls) and the PAYMENT RV (when does the insurer pay)?.
The problem states "The insurer pays the airport 300 for every full ten inches of snow in excess of 40 inches, up to a policy maximum of 700
." So the insurer will not start paying UNTIL AFTER 10 full inches in excess of 40 inches of snow is reached (say at B0+ or 51). In other ( )
words, the insurer will pay nothing if X<50. R
ate a problem or
give feedback.
& J
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Thank You for Choosing ACTEX Learning!

We're committed to helping you succeed on your actuarial journey.

For the latest study guides, textbooks, free Formula Sheets, and more
resources for SOA, CAS, IFoA, and IAI exams, visit:

@ ACTEX Le al‘nln g https://actexlearning.com/

Your destination for comprehensive actuarial exam preparation and
professional development.

Looking for additional study material or other actuarial books?

THE

ACTUARIAL=BOOKSTORE  hws://wwwactuarialbookstore.com

The #1 online source for actuarial books and study guides.

Scan to Learn More
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NOTES

This comprehensive summary is design for the GH 101 — Benefits and Pricing (GH 101) fellowship
exam administered by the Society of Actuaries (SOA).

The comprehensive summary includes summaries of each of the resources listed in the GH 101
syllabus including the study notes, online readings, textbooks, videos and module content with
an assigned learning objective. Note, the first three resources on the syllabus are provided as
background material and summaries are not included in the comprehensive summary; however,
links to the SOA videos are included and recommended to be watched as you begin your studying.

Every exam taker will have their own preference in approaching the material. The comprehensive
summary is ordered by the topics and resources provided on the SOA syllabus, but the SOA also
provides an additional strategy guide with an alternate recommended order for reviewing the
resource material. The SOA guide also highlights certain sections in yellow for emphasis:

https://www.soa.org/49ae2a/globalassets/assets/files /edu/2025 /fall /strat-guide /2025-11-gh-101
-strat-guide.pdf

Although I have made every effort to provide a comprehensive overview of each resource and
eliminate errors, issues may exist. I encourage students who find errors to bring them to my
attention and I welcome any other feedback.

I wish you the best of luck on your exam success!

Josh B. Collins, FSA, MAAA


https://www.soa.org/49ae2a/globalassets/assets/files/edu/2025/fall/strat-guide/2025-11-gh-101-strat-guide.pdf
https://www.soa.org/49ae2a/globalassets/assets/files/edu/2025/fall/strat-guide/2025-11-gh-101-strat-guide.pdf
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Plan and Product Provisions

(10% — 20%)
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Learning Objectives

The candidate will understand how to describe plan provisions typically offered under
short-duration contracts (medical, dental, vision, prescription, group life).

Learning Outcomes

The candidate will be able to:
a) Describe typical organizations offering these contracts.
b) Describe each of the contracts listed above.

c) Evaluate the potential moral hazard and the financial and legal risks associated with each
type of contract.

d) Describe the product development process, including risks and opportunities to be
considered during the process.

Background Videos for Topic 1
Video: The Variety of Short-Term Health and Group Benefits

https://www.soa.org/prof-dev /recordings /2025 /march /variety-short-term-group-health /

Video: Plan Sponsor Perspective

https://www.soa.org/prof-dev /recordings/2025 /march /plan-sponsor-perspective /

Video: Actuarial Roles in Health

https://www.soa.org/prof-dev/recordings/2025 /march /actuarial-roles-health /

Copyright ©2026 ACTEX Learning ACTEX Study Manual for GH101 1%* Edition
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GROUP INSURANCE, SKWIRE, DANIEL D. 8TH
EDITION, 2021 — CH. 5 MEDICAL BENEFITS IN THE

UNITED STATES

A medical plan can be defined or categorized based on three dimensions.

15 Dimension of a medical plan

Represents the definition of covered services and conditions under which the services are covered.
This dimension includes the following elements.

1. Definition of the incurral date

a.
b.

C.

Date of service for professional services
Date of admission for inpatient hospital services
Date of service for all covered services

— Definition is more restrictive as hospital charges incurred after a lapse in
coverage would be denied

Date of disability onset (Disability Income, LTC)

. Date a claim was paid (Excess Risk, Stop Loss)

— Liability attaches on a paid or paid and service date basis (i.e. Incurred in
12/Paid in 15 contract)

Extended benefit provision
— Applies when there is a disability at contract termination

— Coverage is stated in terms of the number of days or to the end of an
institutional stay that commences prior to termination

— Benefits are medical services related to the disability

2. Covered services and limitations/exclusions to those covered services

a.

Subject to regulatory requirements (DOI, ERISA, Federal government, ACA)

b. Insured medical plans are regulated by the DOI

C.

Self-funded plans are regulated under ERISA



10 ¢ Group Insurance, Skwire, Daniel D. 8th Edition, 2021 — Ch. 5 Medical Benefits in the
United States

— States may regulate certain aspects of the plan
d. HMOs are regulated by the DOI or by another entity
— Benefit requirements may be more restrictive or more liberal vs. insured plans

e. Federal regulation of benefit provisions and operational practices (i.e. mental health
parity, minimum stays required for maternity)

f. The ACA
— Full coverage for a standardized set of preventive services
— Lifetime and annual limits are prohibited
— Limits on maximum out-of-pocket costs for in-network services
— Coverage for Essential health benefits (EHBs)

3. Covered facilities

a. Hospital inpatient services

— Include inpatient admission for medical, surgical, and maternity admissions

— Benefits include the cost of average semi-private room & board and ancillary
charges

ICU and recovery rooms charges are based on a multiple of average semi-private
room charges

Pre-certification or concurrent review may be required
i. Pre-approval for the number of days of hospital stay

ii. Decision is based on the medical appropriateness of the admission and the
requested length of stay

b. Emergency room

— Triggering treatment event for the emergency is required (i.e. treatment due to
accidental injury)

c. Outpatient surgery
— Usually covered at full charges or requires member cost sharing
— Outpatient surgery is mandatory for certain procedures
— Pre-certification requirements may apply

— Plan design approaches to increase utilization (i.e. increase benefit payable,
lower/eliminate member cost sharing)

d. Psychiatric admissions and alcohol & drug treatment

— Fixed dollar benefit maximums are prohibited

Copyright ©2026 ACTEX Learning ACTEX Study Manual for GH101 1%* Edition



Group Insurance, Skwire, Daniel D. 8th Edition, 2021 — Ch. 5 Medical Benefits in the United
States ¢ 11

— The level of reimbursement or the number of services provided can be limited

— Internal coverage maximums, visit limits, and member cost sharing for mental
health conditions must be similar to other medical services

— Services performed in a facility or by a licensed provider

— Federal mental health parity requirements also apply to individual and small
group coverage (ACA)

e. Skilled nursing facility
— Performed in a licensed facility that provides skilled nursing care

— SNF admission replaces the hospitalization and patient improvement needs to be
demonstrated

f. Home health care services
— Limited to services that are performed that replace other required treatments

— Coverage for services not covered by the medical plan require case manager
approval

g. Plan design approaches to promote the use of certain facilities
— Varying benefit levels (i.e. PPO)
— Limiting coverage to certain providers (i.e. closed-panel HMO)

— Tiered benefit plans with lower member cost sharing if preferred hospitals are
used

4. Covered professional services
a. Coverage is provided by licensed or board certified providers

b. Coverage for surgical professional services performed on an inpatient, outpatient, and
office basis

— Certain surgical procedures are required to be performed on an outpatient and
office basis

— Lower provider payments for multiple procedures and assistant surgeon charges
c. Covered services

Office visits

Hospital visits

Emergency room visits

Preventive care

— Obstetrician/gynecologist services

Copyright ©2026 ACTEX Learning ACTEX Study Manual for GH101 1%* Edition
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d. Hospital visits are usually limited to one visit per day and are included in the
surgical fees if the visit is a follow-up to a surgical procedure

e. Physician charges are subject to the same limitations that apply to emergency room
facility charges

f. Preventive services have no member cost sharing (ACA)
g. Coverage for physician services for pregnancy is similar to facility charges

h. Additional professional services

Consultations may require a referral
— Outpatient psychiatric treatment
— Outpatient alcohol and drug treatment
— Physical therapy
— Immunizations and injections
i. Plans may require the selection of a primary care physician (i.e. gatekeeper)
— Referral is required to obtain other covered services
j. Plan design approaches to promote the use of certain providers

— Credentialing/Recredentialing of providers ensures that quality and efficiency
standards of the providers are satisfied

— Recredentialing requirements may be used to replace or ease gatekeeper referral
requirements

5. Other covered services

a. Prescription drug benefits
— Plan includes a deductible/copay per prescription
— Mail order services for maintenance drugs may be required
— Incentives (i.e. lower copays/deductibles) or requirements for generic drugs
— Coverage of oral contraceptives (ACA)

b. Appliances and Durable Medical Equipment
— Coverage is determined based on the cost effectiveness of renting vs. purchasing
— Requires approval of the case manager

¢. Ambulance services
— Provides transport to the closest facility

d. Private duty nursing

Copyright ©2026 ACTEX Learning ACTEX Study Manual for GH101 1%* Edition
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— Coverage is provided if it replaces more expensive alternatives
— Requires approval of the case manager

e. Wellness benefits

— Programs encourage healthy lifestyles via analysis of the health status and
lifestyle of a member

f. Nurse help lines
— Nurse provides triage to the patient via the telephone

— Use of telehealth/telemedicine care via certified nurse practitioners and medical
doctors

g. Disease management benefits

— Non-contractual benefits are provided to targeted members with certain chronic
conditions

— May result in improved health outcomes and lower health care costs
h. Diagnostic, X-ray and lab

2nd PDimension of a medical plan

Represents the degree to which the insured shares in the cost of medical services via deductibles,
copays, or coinsurance.

1. Reasons for member cost sharing
a. Control of utilization

— Advantage is the member is more accountable for the cost of the health care
services

— Disadvantage is the resulting lower utilization may cause worsening health status
or higher costs in the future due to untreated medical conditions

b. Control of costs
— Advantage is lower premiums

— Disadvantage is employer premiums are fully deductible and medical costs to the
employer have limited deductibility

i. Therefore, tax rules promote higher premiums and lower cost sharing
c. Control of risk to the insurer

— With higher member cost sharing, the plan can meet the definition of an
insurable risk

Copyright ©2026 ACTEX Learning ACTEX Study Manual for GH101 1%* Edition



14 ¢ Group Insurance, Skwire, Daniel D. 8th Edition, 2021 — Ch. 5 Medical Benefits in the
United States

2. Provisions for cost sharing
a. Deductible
— Amount that is paid by the member before costs are covered by the plan

— Services may not require a deductible (i.e. preventative care services)

May apply to and vary by service (i.e. per admission)

Family deductible limits
The following definitions can be used

i. Dollar amount that is required to be paid in total by the family before costs
are covered by the plan

ii. Deductible is defined for each individual with a family limit
Ezxample:

Total deductible for family = 2 times the individual deductible. Each family
member must meet the individual deductible up to the family deductible limit

— Varying or waiving of the deductible if preferred providers are used

on

. Deductible carryover provision

— Claims applied to the deductible in the ending quarter of the calendar year are
applied towards the deductible in the following period

c. Coinsurance

— % of covered services paid by the insurer (i.e. 80%) or the member (i.e. 20%)
after the deductible is satisfied

— Can vary by type of service

— Member coinsurance may be reduced if preferred providers are used

oL

. Copay
— A fixed dollar amount paid at the time of the service
— Can vary by service
— Copays can vary by provider in a tiered network arrangement
i. Higher copays for inefficient /expensive providers
e. UCR (usual, customary, and reasonable) charge levels

— Reflect the minimum of the provider’s usual charges, customary charges in a
geographical region for similar procedures, and a reasonable charge level based
on the services provided

Copyright ©2026 ACTEX Learning ACTEX Study Manual for GH101 1%* Edition
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— Member may be responsible for the difference between the billed charge and the
payment based on UCR

— Approach is not applied for plans that provide service benefits (i.e. plans that
restrict provider selection and have no additional costs to the member after the
member cost sharing (i.e. HMOs))

— Acceptance by the providers of UCR reimbursement as payment is generally
required for participation in a network

— Many insurers use metrics by Fair Health to calculate UCR
f. Annual/Lifetime maximums

— Used when medical necessity is difficult to define or the course of treatment is
not clear (i.e. chiropractic care, mental and nervous disorders)

— Used for catastrophic or experimental services
— Provision is prohibited for essential benefits (ACA)
i. It still can be used by grandfathered plans
g. Daily limit maximums
— Limits on the benefit payable per day

— Used to control costs, promote employee awareness of the cost of services, and to
encourage efficient utilization of services

— Used with SNF, home health care, and private duty nursing benefits
h. Number of day limits

— Limit on the number of days that services are covered

— Controls utilization of services

— Used with SNF, home health care, and private duty nursing benefits
i. Combination of provisions

— Base plan provides for first dollar coverage for hospital coverage and may include
limits (i.e. item g and h)

— Supplementary major medical plan provides coverage for other services subject
to a corridor deductible and coinsurance

— Comprehensive plan covers all services subject to a deductible and coinsurance
j. Reference Based Priced (RBP) plan

— Plan that uses a benchmark (i.e. Fair Health, 150% of Medicare fee schedule) as
the plan payment for a specific service

— Plans are subject to maximum out of pocket costs (ACA)

Copyright ©2026 ACTEX Learning ACTEX Study Manual for GH101 1%* Edition
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k. Individual and small group plans are assigned to a metal level based on net cost to
the plan (i.e. Net Cost/Allowed Cost)

3'Y Dimension of a medical plan

Represents the extent of the provider network and the degree to which the provider participates in
the cost of the medical plan which results in lower plan costs and utilization of services. Forms of
provider cost sharing include the following provider reimbursement methods.

1. Discounts from billed charges
a. Lowers plan costs but does not lower utilization
b. Providers may increase billed charges to offset the discounts

c. Provider may increase utilization by changing the coding of procedures or by
performing more services

2. Fee schedules or fee maximums
a. Lowers plan costs but does not lower utilization
b. Providers are unable to increase billed charges

¢. Provider may increase utilization by changing the coding of procedures or by
performing more services

3. Per diem contracts
a. Negotiated reimbursement amount per day of hospital stay
b. Varies by level of care
c. Hospital assumes the risk of the intensity of services that are provided
d. Lowers plan costs but does not lower utilization
— Provides no incentives to utilize outpatient care or to lower lengths of stay
e. Contracts may contain outlier provisions

— Hospital reimbursement changes to a % of billed charges for charges > than a
threshold or it applies to total charges once the threshold is exceeded

4. DRG (Diagnosis related groups)
a. Inpatient reimbursement is based on the diagnosis

b. Adjustments may be made for longer or shorter lengths of stay relative to the average
for the diagnosis

c. Hospital at risk for length of stay and ancillary services provided during the
admission

Copyright ©2026 ACTEX Learning ACTEX Study Manual for GH101 1%* Edition
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d. Controls utilization during the hospital admission but has minimal impact on the
number of admissions

e. Reimbursement is very sensitive to coding methodology
DRG is a billing code for inpatient services.
5. APC (Ambulatory payment classifications)
a. Reimbursement mechanism for outpatient charges

b. Similar to DRG, an APC is based on services which are similar in clinical intensity,
resource utilization, and cost

6. Case rate/Global payments

a. Single reimbursement for all services that are associated with a given condition (i.e.
maternity, transplant)

7. Bonus pools

a. Provider receives additional reimbursement if utilization is below a target level or if
other quality of care criteria is satisfied

b. Generally funded via a withhold (i.e. an amount withheld from the provider payment)
c. Can effectively control utilization if it can be implemented
— Bonus needs to represent a significant part of provider’s income

— Provider reluctance if the bonus is significant and the risk of adverse experience
is considered beyond their control

— Ethical considerations (i.e. provides a financial incentive to not perform services)

d. Approach provides an acceptable risk level for the insurer as the withhold amount is
applied to any excess utilization

8. Capitation

a. Provider receives a fixed payment per enrollee per month to perform services under
the contract

b. The risk is passed on to the provider

— Risk to the insurer that remains is provider insolvency risk and the risk of the
inability of the provider to deliver services

c. Can lower costs and utilization as the provider’s income will increase if utilization
can be controlled

d. Ethical considerations (i.e. provides incentives to not perform services)
9. Global capitation

a. Provider group is capitated
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b. The risk is passed on to the provider group
c. Providers may be required to obtain an HMO license for this arrangement
10. Specialty capitation

a. Physician specialty receives a fixed payment for all of the medical expenses for the
treatment of a condition or for all services provided

b. Arrangement is included in disease management programs
11. Integrated delivery system

a. Insurer owns or employs the providers of care (i.e. staff model HMO,
physician/hospital owned managed care plans)

12. Narrow provider networks

a. Consist of low cost providers or providers that have agreed to favorable contract
terms in order to be included in the narrow provider network Dimension of a medical
plan

13. Premium vs. Actuarial value
a. Plans with similar actuarial value (i.e. metal level) can have different premiums

— A plan with a narrow network that provides more limited provider selection and
benefits can have the same actuarial value and a lower premium compared to a
plan that provides greater provider selection and benefits

Other medical plan provisions
These are in addition to the dimensions that define a medical plan and include the following
Provisions.
1. Overall exclusions of charges or services
a. Services that are considered not medically necessary
— Certain services may be allowable (i.e. preventive care)
b. Services that are considered to be experimental
— Treatment effectiveness has not been clinically established
— Treatment may be provided by other funding sources
c. Cosmetic surgery services
— Certain services may be allowable (i.e. reconstructive surgery)
d. Other specified services (i.e. hearing, vision)

— Medical necessity is difficult to determine
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e. Transplants
— May include an inside limit (i.e. for ACA grandfathered plans)
— Costs associated with acquiring an organ may be excluded
— Transplants may be required to be performed in a Center of Excellence
f. Services for which payment is not required (i.e. free care via governmental programs)
g. Services required due to an act of war
h. Services provided due to a work-related injury
— Coverage is provided by the workers compensation program
i. Services provided by or charges from a provider related to a patient
2. Mandated benefits
a. Vary by state

b. Issues for contracts that are written in one state that cover individuals in another
state

— States that do not apply extraterritorial laws dictate that the insurance laws of
the state that the employer resides in apply to its employees that reside in other
states

— States that do apply extraterritorial laws dictate that the insurance laws of the
state that the employee resides in apply

c¢. ERISA preemption from state laws regarding mandated benefits for self-funded plans
3. Coordination of benefits

a. Provision applies when a service is covered by more than one plan

b. Primary carrier provides coverage as if it was the sole insurer

c. Secondary carrier provides coverage for additional benefits based on a total charges
or on a total benefits coordination approach

— Coordination based upon total charges

i. Payment = Min ( Benefits Paid if Primary, Total Charges Incurred -
Benefits paid by Primary Carrier)

— Coordination based upon total benefits

i. Payment = Max (Benefits Paid if Primary - Benefits paid by Primary
Carrier, 0)

d. Designation of the primary carrier is based on a hierarchy created by the NAIC

— Plan that does not contain a coordination of benefit clause
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— Carrier that covers the individual as an employee

— Plan for which the covered employee has the earlier birthday (if both carriers
cover the individual as a dependent)

— Plan that has coverage in effect for a longer time period (if both carriers cover
the individual as an employee or if both employees that cover the dependent
have the same birthday)

e. Medicare coordination of benefit provisions

— For employers with 20+ employees, the plan covering the individuals as
employees (or as dependents of active employees) is primary

— Plan covering the individuals as retirees (or as dependents of retirees) is
secondary if Medicare is primary

4. Subrogation (third party liability)

a. Carrier that provides services to an injured party recovers expenses from the injuring
party (i.e. expenses due to a car accident)

b. Carrier is given the right to act on behalf of the covered individual
5. Cobra Continuation

a. Employers with 20+ employees are required to offer coverage after the employee’s
termination date (i.e. due to the loss of eligibility of the employee or dependent
resulting from termination of employment)

b. Coverage period is 18 to 36 months
— Period depends on the nature of the termination

¢. Premium can be up to 102% of the unsubsidized benefit cost

Special situations for defining a medical benefit plan
The dimensions that define a medical plan are broad in scope. The following medical benefit plans
are defined based on features across all the dimensions of a medical plan.
1. Managed care plans
a. HMO
— Significant provider cost-sharing and low member copays

— All care is required to be provided by a network provider (except for emergency
services)

— Restrictive provider networks that must abide by the plan’s utilization protocols
and provide care at reduced fee levels
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— Goal of provider cost sharing is to lower utilization

b. Exclusive Provider Organization (EPO)

— All care is required to be provided by a network provider (except for emergency
services)

— Regulated as an insurance contract or self-funded plan

i. HMO may be subject to different regulations (i.e. via the DOI or other
entity)

c. Point of Service (POS)

— Member selects a PCP and has low copays (i.e. similar to HMOs)

— Out-of-network care is available with additional member cost sharing
d. Preferred Provider Organizations (PPO)

— Use of participating providers is encouraged via lower member coinsurance or
lower deductible

— Significant provider cost sharing but lower compared to HMOs
— Goal of provider cost sharing is to lower overall costs

2. Flexible Spending Accounts (FSA)

a. Employee pre-tax contributions are made to an account from which reimbursement
for eligible expenses are made

b. Insured cost sharing is the amount of the pre-tax contribution
c. There is no provider cost sharing
d. Maximum contribution of $2,750 (2020)

— Amount is indexed annually for inflation
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Learning Objectives

The candidate will understand how to calculate and recommend a manual rate for each of the
contracts described in Learning Objective 1.

Learning Outcomes
The candidate will be able to:

a) Identify and evaluate sources of data needed for pricing, including the quality,
appropriateness, and limitations of each data source

b) Develop a medical cost trend experience analysis
c¢) Calculate and recommend assumptions

d) Calculate and recommend a manual rate (includes developing a base rate and applying a
rating manual)

e) Identify critical metrics to evaluate actual vs. expected results

f) Apply actuarial best practices in evaluating and projecting claim data
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Components of gross premium

Gross premium is called the contribution rate or premium equivalent for self-insured plans.
1. Expected claim costs

Administrative expenses

Commissions and other sales expenses

Premium taxes

Other taxes

Risk and profit charges (contribution to surplus)

N ot

Credits for investment earnings

Administrative expenses
1. Covers cost of product design, development, sales, underwriting, and administration

2. Includes allocation of overhead expenses (i.e. salaries, maintenance of IT infrastructure
that supports many products)

a. May not be included for new products and market segments (i.e. pricing on the
margin)

— Only expenses that are directly related to the new product are included
— The overhead is applied to other products
3. Amortization of plan design and development expenses

4. Network access charge to cover expenses for developing and administering provider
networks and for utilization management expenses

a. Insurers and administrators can pay a separate company that creates the network
(i.e. rental network)

— The costs are recovered via a loading to the premium
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5. Expenses vary between the 15° year and renewal years
a. Administrative and marketing expenses are higher in the 15 year

b. 15 year expenses may be amortized

Considerations in developing the administrative expense component
1. How are expenses allocated to the product?
Allocation methods are the following
a. Activity based allocation
— Expenses are allocated to a function or product
For example,
Mail room expenses are charged back to a function or product.
— Set at the beginning of the year with updates for actual expenses
b. Functional expense allocation

— Expenses are allocated by line of business based on time involved in performing
tasks

— Time involved is recorded while activities are performed or is estimated
retrospectively

c. Multiple allocation methods (use a and b)
For example,

Activity based allocation for mail, customer service, and claims
administration and functional expense allocation for all other areas.

2. How should expenses be allocated to groups?
a. Bases for expenses
Include the following

— Percent of premium
— Percent of claims
— Per Policy
— Per employee (certificate) or per member
— Per claim administered

b. Considerations

— Expenses are split between 1% vs. renewal years
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— Expenses charged to specific groups vs. allocated over all groups

— Charge expenses to groups and products based on activities that result in the
expense

i. Basis that is based on various factors as expenses may vary (i.e. by members,
number of groups, number or amount of claims)

For example,

HDHPs have few claims per participant and higher levels of customer

service per claim.

Retiree health plans have higher claims per participant, higher levels of
customer service per claim, and greater levels of claim adjudication in

determining COB with Medicare.

3. What are the expenses that the competition is reflecting in their pricing?

a. Adjustments may be required (i.e. competition charging for additional services,
subsidizing blocks)

b. Bases used should reflect the drivers of expense
For example,

Policy issue fee is a fired amount as the group receives one policy.
Ezpenses related to enrollment can be based on group size or premium.

Sources of data for administrative expenses
1. Internal sources
a. Reflect amounts required to cover company operating costs

b. Functional cost studies are used that measure the resources (i.e. IT systems) required
to perform functions based on group size, type of coverage, or line of business

c. The studies are based on the accounting system data that tracks expenses by expense
type and by area or function

d. The accounting system automatically allocates expenses to product lines Costs may
need to be allocated by other approaches (i.e. reports on time spent in performing an
activity)

2. External
a. Reflect market considerations
b. Sources
— Industry association studies

— Annual statement expense data
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— Competitive feedback (rate filings, competitive quotes)
— Special surveys

c. Care in its interpretation is necessary (i.e. inaccurate data, accounting differences)

Commissions and other sales expenses
1. Products are marketed by agents, brokers, and salaried representatives
a. Agents and brokers are paid a commission
b. Commission overrides are paid to general agents who manage a number of agents

2. Commissions should reflect the services that are performed (i.e. volume and complexity of
services) and other considerations (i.e. competitive considerations)

3. Supplemental compensation is paid to brokers or salaried representatives based on criteria
(i.e. persistency, volume, type of groups sold)

4. Advertising or promotional expenses

a. These may be direct expenses or expenses allocated to the product (i.e. advertising
to promote the brand name)

5. Bases for expenses
a. Percent of premium
— Percentage declines with group size
b. Sliding premium scale
c. Flat dollar amount per member
6. 1% vs. renewal year commissions
a. Commissions do not vary between 15 and renewal years for large groups
b. Commissions are higher for the 15 year for small groups
— This practice is prohibited for medical products (ACA)
7. Commissions for retiree products are regulated (i.e. MA, Part D)

a. Prevents agents and brokers from maximizing commissions by inappropriately
moving beneficiaries to a new plan every year (churning)

Premium taxes
1. Paid by insurers and vary by state (1% — 3% of premiums)
2. Tax is based on the state where the group contract was issued

3. Pricing approaches for large groups that operate in more than one state
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a. Premium tax of the state of the headquarters for the large group
b. Weighted average premium tax of the states where the insurer operates
4. Pricing approach for small groups

a. Premium tax of the state that the group operates in applies as premiums are
developed based on risk pools of all members living in a state (ACA for
non-grandfathered plans)

5. Premium tax is not applied to self-insured plans and government plans (i.e. MA plans)

Other taxes and assessments
1. Federal and state income taxes that are applied to insurers
2. Allocation methods
a. Percentage of premium across all products
b. Pre-tax operating results by product
3. Federal assessment on health insurance coverage (ACA 2014)
a. Includes self-insured plans
b. Amount is assessed across all carriers
c. Annual fee was appealed in 2021

4. States with special assessments may subsidize the premiums in individual markets via
other markets

5. Insurer assessments impact insurers and health care provider assessments impact insurers
and self-insured groups (i.e. via provider contract negotiations between the insurer and the
provider)

Risk and profit charges
1. Based on risk and competitive considerations
a. Risk factors include degree of risk, capital allocated, and return on expected capital

b. Degree of risk is dependent on group size, benefits, funding vehicle, and resources
required for administration

2. Risks for small groups include underestimating claims due to statistical fluctuation,
mis-estimation, and rating and benefit regulations

These include
a. Benefit mandates

b. Restrictions on underwriting flexibility
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c. Restrictions on rate increases
3. Risks for large groups include underestimating claims and financial risk

a. Risk that a group that is in a deficit position will terminate before deficits can be
recovered by the insurer (i.e. formula balance is negative)

b. Risks for self-insured groups

— Employer is unable to cover claims and may seek assistance from the insurer or
TPA that performs the ASO services

— Administrative fees (ASO fees) are insufficient
— Incorrect processing of claims
c. Risk for jumbo accounts

— Insurer will be unable to reduce expenses or bring on new business in time to
cover its fixed expenses if a revenue shortfall occurs when a very large group
terminates

4. Risk and profit margins can be based on a return-on-surplus approach
Required return on surplus = Target risk and Profit Margin / Required Surplus
a. The target profit margins can be adjusted to account for other risks
For example,
Risk that initial expenses may not be recovered on a new product.

5. Risk and profit charges may be reduced to reflect any profit margins included in the
expense charges, investment income credits, and pooling charges

6. Necessary return on capital can be based Risk based capital (RBC) requirements
a. Actual returns are compared to target returns based on RBC requirements

7. Consider the degree of underwriting discretion that is provided when rates are developed
when setting the assumption for profit and risk margin

Investment earnings
1. Earned on reserves and cash flows

2. Generally the crediting rate is based on the insurer’s portfolio rate of return, investment
strategy, and the type and duration of the liabilities

3. Methods to reflect the assumption in pricing
a. Explicit rate component
b. Offset to expenses

c. Offset to the provision for risk or profit
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4. The component may not be explicitly reflected in pricing and the target LRs or profit
margins are adjusted to reflect it

5. The administrative fee is increased for arrangements in which the employer holds the
reserves to account for the fact that there are no investment earnings on the reserves to
lower the insurer’s administrative cost

Manual premium rates
1. Rating factors to account for the characteristics of the group
a. Age and gender
— Reflect differences in morbidity

— Gender can be removed from the final rate after including the factor to develop
the rate

— Age curve that applies in the state is used
— Age adjustment factor restricted to a 3:1 ratio (ACA 2014)
— Rating based on gender is prohibited (ACA 2014)
b. Health status
— Reflect substandard health conditions (for small groups)
— Prohibited (ACA 2014) but still applies for grandfathered small group plans

— Generally does not apply to large groups where the rates are based on claims
experience

— Use of risk adjustment techniques in setting rates

i. Risk score is based on various factors (i.e. age, gender, diagnosis or episodes,
and drug use)

c. Rating tiers
— Common rating tiers to express the dependent rates
i. One Tier: Composite
ii. Two Tier: Employee only, Family
iii. Three Tier: Employee only, Employee 4+ 1 Dependent, Family

iv. Four Tier: Employee only, Employee +1 Dependent, Employee with
Children, Family

v. Five Tier: Employee only, Couple, Employee with Child, Employee with
Children, Family
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— Dependent coverage to age 26 (ACA)
Impacts of the provision include the following

i. Increases the number of dependents on family contracts
ii. Increases the number of employees electing family contracts
iii. Increases the costs for family coverage
iv. Results in a change to a more complicated tier structure
d. Geographic factors
— Reflect variation in claim costs by area
— May reflect regulatory factors and risks that vary by state
— Rating by geographical area is to be determined by each state (ACA 2014)
e. Industry
— Reflect variation in claim costs by industry

— Ensure the risk has not been reflected in other adjustment factors (i.e. age, area,
health status)

— Prohibited (ACA 2014)

f. Group size
— Reflect variation in claim costs by group size
— Expenses and risk charges vary by group size
— Prohibited (ACA 2014)

g. Length of premium period

— Factor to reflect coverages where rates are established for more than one year
(i.e. types of group life insurance, supplemental benefits)

— Higher risk charges are required due to the greater risk when premiums rates are
set for a longer time period as the premiums are based on projections over a
longer time period

— Investment income and persistency assumptions are more critical when setting a
rate for more than 1 year

h. Plan design factors and network factors can be used in rating (ACA)
2. Marketing, competitive, and regulatory issues
a. Consistency in manual rates for different group sizes and products

b. Variation in premium rates from their actuarial value for marketing, competitive, or
selection reasons
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c. States rating restrictions
— States limit the variation in rates due to differences in rating characteristics
— States limit the amount of the annual rate increase

d. Federal rating restrictions

— Require stricter state and federal oversight in the individual and small group
markets (ACA)

3. Group specific adjustments

a. Adjustments to the manual rates for new business discounts and for experience that
is credible

b. New business discounts
— Used to incent the group to change carriers
Prohibited for non-grandfathered individual and small group plans (ACA)
— Should be based on an analysis of durational claim experience

— Renewal rates will be higher as a result of the discount (i.e. renewal rate increase
= amount of discount + trend)

— 1% year discount should account for feasible renewal rate levels and state rating
restrictions

c. Expected claims may be based on prior experience and a manual rate (i.e. credibility
is assigned to the experience)

d. Jumbo groups

The following considerations also apply to self-insured plans although the size of the
adjustments are limited (i.e. due to the lower cost of administrative services and the
availability of stop loss coverage).

— Considerations in setting rates
i. Marketing advantage due to the prestige of group
ii. Improves the carrier’s negotiation leverage with providers
iii. Economies of scale in enrollment, billing, and administration
iv. Group may require special services (i.e. reporting, claims administration)
4. Monitoring of actual experience
a. Use of systems and procedures to monitor actual vs. expected experience

b. Pricing assumptions are adjusted if actual experience varies from the expected
experience (which is based on the original pricing assumptions)
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