










































































































Good afternoon.  My name is Bill Graham.  I am the Senior Vice President of 

Public Affairs and Government Programs for Harvard Pilgrim Health Care.  I am 

joined today by Brian Mackintosh, Harvard Pilgrim’s Director of Actuarial Pricing 

for the Massachusetts Market.  Harvard Pilgrim appreciates the opportunity to 

testify today regarding its second quarter merged market rate filing. 

Harvard Pilgrim understands the burden that increasing health care costs and 

health insurance premiums place on individuals and small businesses.   We take 

very seriously our obligation to work to control medical and administrative 

spending and to keep premium rates as low as possible and, later in my 

testimony, I will describe some of the steps that Harvard Pilgrim has taken and 

continues to take to control costs.   

Despite these efforts, we are currently experiencing higher medical cost trends, 

especially as it relates to pharmaceutical drugs, than we have seen in a number of 

years.   We are also facing cost pressures from the Affordable Care Act, in 

particular, the law’s risk adjustment program.  As a result, we anticipate losing 

tens of millions of dollars on our merged market business in 2015.  While Harvard 

Pilgrim has more than adequate reserves to weather a bad year, it is not 

sustainable of any business to continue to lose money.  Our premium revenue 



must be sufficient to cover the cost of the care that we provide to our members.  

Our second quarter rate filing reflects this reality.  

Harvard Pilgrim Health Care has filed for a combined average rate increase of 

13.9% for its HMO and insurance company legal entities.  The average rate 

increase for the HMO legal entity, representing the majority of our membership, 

is 12.9%.  The average rate increase for the insurance company legal entity, 

representing a much smaller portion of the membership is 35.1%.  Even with this 

increase, rates for the plans offered on our insurance company license will 

continue to be significantly lower than our other plans and, we anticipate, will 

continue to be among the lowest cost plans in the market.  Harvard Pilgrim’s filed 

rates assume a medical loss ratio of 88.7%. 

As I mentioned earlier, Harvard Pilgrim faces two key cost pressures in the 

merged market – the increasing costs of prescription drugs and costs associated 

with ACA’s risk adjustment program. 

After many years of more moderate growth, prescription drug costs are growing 

at an astronomical rate.  Our second quarter rate filing reflects the fact that 

spending on prescription drugs for our merged market members has increased by 

close to 30% over the past year.  Much of this increased spending is related to 



introduction of new specialty medications, including those for the treatment of 

Hepatitis C, that are extraordinarily expensive.  It also reflects significant price 

increases that we have experienced for lower-cost, but higher-volume 

prescriptions.   

Harvard Pilgrim is working aggressively to moderate the impact of these trends.  

Harvard Pilgrim was the first local carrier to negotiate a discount with Gilead 

Sciences for its Hepatitis C drug.  We were the first carrier in the nation to 

negotiate a pay for performance contract with Amgen for its new cholesterol 

drug, Repatha.  In addition to providing us with a discount, that agreement 

contains financial guarantees related the effectiveness and appropriate 

prescribing of the drug.   We have also renegotiated our contract with our 

pharmacy benefits manager.  We will continue to seek opportunities to slow the 

rate of growth in prescription drug costs. 

The ACA’s risk adjustment program is intended to level the playing field between 

carriers by ensuring that no one carrier is disproportionately impacted from 

having enrolled less healthy members than its competitors.  When functioning 

properly, risk adjustment should support greater competition in the market.  

Unfortunately, that has not been the result to date in Massachusetts.   Risk 



adjustment has resulted in greater uncertainty and volatility in the market and is 

placing some carriers, including Harvard Pilgrim, at a competitive disadvantage.   

The risk adjustment program is exceedingly complex.  At its inception, it was very 

difficult for carriers to determine the impact that program would have of their 

financials.  The initial risk adjustment simulations that Harvard Pilgrim received 

from the Connector indicated that we would need to make a much larger transfer 

payment into the risk adjustment pool that we anticipated based on our 

observations of the market and what we believed our relative risk to be.  Given 

the conflict between the initial data and what we believed our actual relative risk 

was, we needed to decide how much that we should be adding to pricing to 

account for the payments that we might ultimately need to make.  This was a very 

difficult choice, but we decided that the best course of action for our customers 

would be to assume that we would not need to make as large of a risk adjustment 

payment as the initial simulations suggested.   

We then continued to work with the Connector, CHIA, Milliman and other carriers 

in the market to continue to improve the data used for the simulations and the 

final transfer payment calculations.  Based on this work, Harvard Pilgrim’s transfer 

payment for 2014 was lower than initially anticipated.  However, we also now 



expect that Harvard Pilgrim will need to make a much larger transfer payment for 

2015 than we has anticipated in our 2015 pricing, contributing significantly our 

anticipated loss for 2015.  While another of the ACA’s 3R’s, the risk corridor 

program, was intended to protect carriers from losses attributable to market 

volatility in the ACA’s initial years of implementation, recent decisions in 

Washington have limited risk corridor payments for 2014 to 12% of what was due 

to carriers and there is considerable uncertainty as to whether anything will be 

paid for 2015 and 2016.   

While Harvard Pilgrim is not seeking to recover its losses from 2015, we must 

incorporate what we now know about our anticipated risk adjustment payments 

for 2016 into our rates for 2016.  Our second quarter rate filing reflects that we 

anticipate paying 5.5% our merged market premium into the risk adjustment pool 

for our HMO legal entity for 10.5% for our insurance company legal entity.  We 

continue to be very concerned that the transfer payments are significantly greater 

than the relative risk between carriers, resulting in Harvard Pilgrim having to 

make large payments to our competitors that are not warranted. 

Despite the continued pressures that we face, Harvard Pilgrim continues to work 

to control both medical and administrative costs.  I previously described some of 



our efforts to prescription drug costs.  We have also continue to negotiate 

contracts with providers that incorporate alternative payment arrangements and 

that slow the rate in growth of both unit costs and total medical expenditures.    

Almost half of Harvard Pilgrim members are now receiving their care from 

providers participating in alternative payment arrangements.  For the past two 

years, Harvard Pilgrim’s rate of growth in risk-adjusted total medical expenditures 

has been below the state’s cost growth benchmark. 

Harvard Pilgrim has continued to take action to control its administrative costs.  

Our second quarter rate filing reflects the fact that our administrative costs, 

exclusive of taxes, are essentially flat, despite general inflation in the market.  

Among other things, we have renegotiated key vendor contracts on more 

favorable terms.  We have also recently completed a significant multi-year 

investment our technology systems that will allow us to operate more efficiently.  

We have taken these actions while continuing to maintaining the high level of 

quality and service that Harvard Pilgrim has long been known for and that has 

resulted in our commercial plans receiving a 5-star rating from NCQA.   

In summary, while our second quarter rate filing reflects higher increases that any 

of us would like to see, they do reflect our cost to provide coverage and the 



significant efforts Harvard Pilgrim has undertaken to keep those costs as low as 

possible.  I am now going to turn things over to Brian who will walk through our 

filing and the assumptions behind it in greater detail. 
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Thank you Bill, and thank you to the Division for the chance to speak today about the key 

factors in Harvard Pilgrim’s 2nd quarter rate filings. 

Before I dive into the numbers I want to reiterate what Bill mentioned a minute ago:  that the 

main drivers of our rate increase are (1) increases in the underlying costs of claims, which I will 

detail shortly; and (2) costs associated with the Affordable Care Act, or ACA.  These include 

known taxes and fees which I will get into later, as well as significant unknowns arising from the 

ACA’s risk stabilization programs, known collectively as the 3Rs:  Reinsurance, Risk Corridors, 

and Risk Adjustment.  While the first two programs – Reinsurance and Risk Corridors – are 

temporary programs that expire at the end of 2016, the third program, Risk Adjustment, is 

permanent.  Later I will describe how Harvard Pilgrim has evaluated our exposure to the Risk 

Adjustment program and how we have reflected it in our 2nd quarter rates. 

Now let me give some general information about our rate filing.  And please note that any 

figures I mention today refer to our 2nd quarter 2016 rate filing, unless specifically noted 

otherwise.  

Harvard Pilgrim’s service area includes the entire state of Massachusetts.  We offer merged 

market products on our HMO and PPO networks that are available in all regions of the state.  

Furthermore we offer limited network HMO products, known as Harvard Pilgrim’s Focus 

Network, which provide comprehensive coverage from our extensive, high-performance 
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network of efficient and effective providers across Massachusetts.  These plans, which feature 

the same benefits and member cost share as in their full network counterpart plans, are 

available at premiums up to 15% less expensive than our full network options.  Focus Network 

products are available for individuals and groups in any region of Massachusetts with the 

exception of the Cape and Islands.  For rating purposes Harvard Pilgrim subdivides the 

Massachusetts service area into 7 regions as defined by Massachusetts regulation.     

Let me pause here to remind you that Harvard Pilgrim offers products to the Massachusetts 

merged market through two separate legal entities:  Harvard Pilgrim Health Care, Inc., where 

the vast majority of our products and membership lie and for which we file a 12.9% rate 

increase for the 2nd quarter; and HPHC Insurance Company, Inc., for which we file a 35.1% rate 

increase for the 2nd quarter.  Where appropriate today I will identify figures for each legal entity 

separately:  first the larger entity (Harvard Pilgrim Health Care, Inc.), then the smaller entity 

(HPHC Insurance Company, Inc.), and if applicable a combined total of the two. 

As of October 31, 2015, there were 129,546 individual and small group members enrolled in 

Harvard Pilgrim Health Care, Inc. plans.  Of those, 44,376, or 34%, were enrolled in plans due to 

renew coverage in the 2nd quarter of 2016.  

For the same time period there were 20,380 individual and small group members enrolled in 

HPHC Insurance Company, Inc. plans.  Of those, 3,881, or 19%, were enrolled in plans due to 

renew coverage in the 2nd quarter of 2016.  
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Harvard Pilgrim offers a variety of products, ranging from first-dollar coverage plans, to 

deductible plans, to consumer driven options such as HRA and HSA plans.  In accordance with 

ACA regulations each of these products fits into one of four metal levels.  In the 2nd quarter of 

2016, Harvard Pilgrim Health Care, Inc. will offer 9 Platinum, 12 Gold, 10 Silver, and 2 Bronze 

products.  HPHC Insurance Company, Inc. will offer 0 Platinum, 0 Gold, 2 Silver, and 1 Bronze 

product.  Neither entity will offer a Catastrophic coverage product.  Harvard Pilgrim 

discontinued its Catastrophic coverage product in 2016 due to extremely low enrollment. 

I confirm that the rate filings submitted to be effective for 2nd quarter 2016 only apply to those 

small employers and sole proprietors with coverage effective dates between April 1, 2016 and 

June 30, 2016.  This is true of both Harvard Pilgrim entities. 

I also confirm that the rate filings do not apply to individual coverage because individual rates 

were established in the 1st quarter 2016 rate filing and will remain the same for all months in 

calendar year 2016.  Again, this is true of both Harvard Pilgrim entities. 

As mentioned earlier, the average composite rate change year-over-year within the 2nd quarter 

rate filing for Harvard Pilgrim Health Care, Inc. is 12.9%.  This is a member weighted average 

across all 33 plans offered within that entity.  16 plans will see an average rate increase lower 

than 12.9%, while 17 plans will see an average rate increase greater than 12.9%.  A key 

assumption when calculating the average composite rate change is what products individuals 

and small groups will purchase in 2016.  Consistent with past rate filings, we have assumed that 

members will renew into the same or most similar products in 2016 as what they were enrolled 

in for 2015.  However in practice we regularly see individuals and small groups change their 
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benefit coverage options, either to take advantage of new product offerings or to better suit 

their healthcare needs to other options within Harvard Pilgrim’s product portfolio.  Drivers of 

this entity’s rate increase are rising costs of medical care and ACA related programs. 

The average composite rate change for HPHC Insurance Company, Inc. is 35.1%.  We offer 3 

products through this entity, 2 of which are new for 2016.  The main driver of this entity’s rate 

increase is the anticipated exposure to the ACA Risk Adjustment program.  But before I go into 

detail about the Risk Adjustment program, let me provide some history and context for the 

large rate increase we are filing for this entity.   

The statistic “annual rate increase” only makes sense when comparing products that were 

offered in both 2015 and 2016.  Because only 1 of the 3 HPHC Insurance Company, Inc products 

fits this criteria, the entity’s entire rate increase is derived from that 1 product.  Before most 

rating aspects of the ACA were implemented on January 1, 2014, members enrolled in this 

product incurred, on average, relatively low medical costs.  Heading into an ACA regulated 

market in 2014 and beyond, Harvard Pilgrim priced this product consistent with the relatively 

low medical cost utilization of prior years, which is in line with claim levels expected in our 

actuarial models.  In consideration of the structure of the 3 federal premium stabilization 

programs in place at that time, Harvard Pilgrim set rates for this plan such that we could 

continue to offer competitive premiums to our members while at the same time avoiding 

significant financial exposure to the new 3Rs.  In fact, HPHC Insurance Company Inc. filed and 

was approved for rate decreases for 3 consecutive quarters in 2015, including a 32% year-over-

year rate decrease for the 1st quarter of 2015.  While in retrospect, one might question the 
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wisdom of reducing rates so significantly only to reverse course several quarters later, our rate 

filings reflected what we knew at the time about our expected costs and, in fact, we would have 

risked not meeting the state’s medical loss ratio requirements had we not reduced the rates. 

However during the course of 2015 changes to all three Rs, including they way they are 

administered by the federal government and the market’s impact on Harvard Pilgrim members, 

led to significant effects on both Harvard Pilgrim entities.  First, the parameters around the 

federal Reinsurance program were adjusted; secondly, as Bill mentioned, the Risk Corridor 

program was altered in such a way as to allow the federal government to continue to collect 

100% of required payments FROM insurance carriers, while only returning to carriers 12.6% of 

funds DUE to them; and finally and most materially, evolving data and simulations from the Risk 

Adjustment program indicate significantly higher exposure for Harvard Pilgrim than was 

anticipated during pricing of our 2014 and early 2015 rates. 

Bill alluded to the enormous complexity of the Risk Adjustment program earlier.  Risk 

Adjustment became effective, and indeed mandatory, on all ACA compliant plans in the market 

as of January 1, 2014.  While carriers have had to make estimates of their Risk Adjustment 

exposure when determining future premium rates, the first—and to the day, the only—

finalized liabilities from the program, for CY2014, were not made available until June 30, 2015.  

By that time carriers had filed rates for 8 separate quarters subject to Risk Adjustment without 

knowing the exact final liability.  In effect, carriers had to develop rates for 2 years’ worth of 

premiums before knowing the full impact of this key program. 
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Risk Adjustment is a closed program across all states, in the sense that insurance carriers with 

members that are healthier than the statewide market average risk will make payments to 

insurers with members that are less healthy than the statewide market average.  We are 

fortunate in Massachusetts to have had committed state partners that have attempted to help 

carriers understand the volatility and potential exposure to this program.  The MA Health 

Connector, which administers our state’s Risk Adjustment program, as well as CHIA, the state’s 

Center for Health Information and Analysis, and the actuarial consulting firm Milliman have 

been instrumental and indeed unique in the country in their efforts to provide regular 

simulations to carriers for the purpose of understanding their relative risk.  As a pricing actuary I 

sincerely appreciate these organizations’ help as this permanent ACA program is a key part in 

building prospective premium rates. 

Unfortunately, even as we sit here today there remains tremendous uncertainty about carriers’ 

liability under the Risk Adjustment program.  Harvard Pilgrim received 8 different simulations 

for our 2014 Risk Adjustment exposure prior to the final calculation.  Those simulations implied 

a liability anywhere from receiving over $10M to an obligation to pay out over $50M, an 

extremely large range to put into pricing.  Indeed, we continue to have the same concerns 

about 2015 Risk Adjustment exposure, whose simulations continue to fluctuate and which our 

state partners agree that it is still too early today—January 11, 2016—to know where the final 

2015 results will land.  Note that these are historical exercises in estimating the relative risk of 

membership and claims incurred in the past.  In our 2nd quarter rate filings we must quantify 

the prospective risk over the time period from April 1, 2016 all the way through June 30, 2017.  

When evaluating this risk we must again rely on the most credible data available, which is the 
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most recent market-wide simulation from the MA Health Connector released in mid-December 

2015.  This simulation of the Risk Adjustment program within the state of Massachusetts 

showed each Harvard Pilgrim entity liable for approximately $19M in payments into the 

program, for a total liability of over $38M for one 12 month time period.  Despite the fact that 

Harvard Pilgrim Health Care, Inc. insures over 7 times more members than the smaller HPHC 

Insurance Company, Inc., both entities are on pace to pay a large and nearly equal sum into the 

Risk Adjustment program.  Our 2nd quarter 2016 rate increase differential between these two 

entities reflects this leveraging impact of health risk that the Connector simulations continue to 

show with regard to the HPHC Insurance Company, Inc. membership. 

The federal Risk Adjustment program presents several difficulties for carriers trying to establish 

stable and competitive premiums.  These are not unique problems for Harvard Pilgrim, nor for 

the Massachusetts market.  Across the country health plans continue to deal with the 

uncertainty this program has brought to their finances.  Based on a survey of final 2014 transfer 

payments, insurers with fully 10% market share in their states still saw Risk Adjustment 

liabilities that fluctuated between receiving funds equal to 30% of their premiums collected, to 

paying out funds equal to 30% of their premiums collected, and with a host of insurers falling 

somewhere in between.  In an industry where carriers typically aim to collect 1-2% of premiums 

to build their claim reserves to provide for years of high cost claim volatility, an unknown swing 

of the magnitude seen in the Risk Adjustment program can put severe financial strain on 

insurers. 
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Let me add one last note about the 35.1% rate increase for HPHC Insurance Company, Inc.  It is 

important to note the difference between relative values, such as a percentage change from 

last year’s rates, and absolute values, such as the actual premium charged to individuals and 

small groups.  In 2015 the product offered through this entity was not only one of the lowest 

cost products in Harvard Pilgrim’s portfolio, but it was also less expensive than 95% of products 

available to the Massachusetts merged market from any insurance carrier.  With the 2nd quarter 

2016 rate increase we have filed, Harvard Pilgrim estimates that this product will be very near 

the median price point in the merged market – in other words, still less expensive than half of 

the plans in the market. 

Next I will address the expected claims costs associated with our rate filing.  Please note that in 

order to use the most credible experience available, and thus get a more accurate 

representation of claim costs, Harvard Pilgrim pools the historical claims from both legal 

entities in order to develop its base rate.  The comments I will now make about claims costs 

apply to the combined experience and anticipated future costs of Harvard Pilgrim’s merged 

market members. 

First, let me address the Medical Loss Ratio which I mentioned in passing earlier.  In its simplest 

form, the Medical Loss Ratio, or MLR for short, is the ratio of total claim costs that Harvard 

Pilgrim pays providers on behalf of services rendered for our members, divided by the total 

premium payments that individual subscribers and small group businesses pay Harvard Pilgrim 

for their insurance coverage.  This is typically represented as a percentage.  For example, an 

MLR of 100% would mean that for a given period the total claim costs were exactly equal to the 
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premium payments collected.  That may seem like an ideal MLR, but in practice there are 

operational costs associated with offering insurance coverage, such as government taxes and 

fees, establishing quality provider networks, member services, and much more that I will detail 

later.  For a not-for-profit organization like Harvard Pilgrim to offer insurance we historically 

need to collect about 10 cents of every premium dollar to fund these costs.  How does this 

relate to MLR?  In the merged market insurers are required by state law to meet a minimum 

MLR threshold of 88%.  This MLR is measured slightly differently from the simplified version I 

mentioned just now; insurers are required to make minor adjustments for items related to 

administrative efforts that reduce claim costs, as prescribed by the National Association of 

Insurance Commissioners, or the NAIC.  Specifically, the NAIC definition of MLR allows quality 

improvements and fraud detection expenses to be included with claim costs in the numerator, 

and taxes to be excluded from premium in the denominator.  There are also adjustments made 

in consideration of the federal 3Rs programs.  On this NAIC basis of reporting MLR, Harvard 

Pilgrim’s 2nd quarter 2016 rate filing includes a targeted MLR of 88.7%.  This meets the state’s 

minimum MLR threshold requirement. 

Next I’d like to address how different types of care are impacting the overall levels of projected 

costs.  Historically it was common in the insurance industry to reimburse medical services 

through a fee-for-service payment model, where for every service that a provider performed 

for a member, the member’s insurer would pay a fee to the provider.  On the other end of the 

historical contractual spectrum was the capitated payment model, in which insurers pay a 

provider a fixed fee up front and the provider in turn ensures coverage for all applicable 

members regardless of the frequency or severity of their subsequent claim costs.  Today, 
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Harvard Pilgrim’s portfolio of risk contracting models includes long-established global payment 

models, a shared-shavings model (structured similarly to CMS’s shared savings model for 

Medicare Accountable Care Organizations) and pay-for-performance programs, where 

participating provider groups are eligible to share in demonstrated savings when actual cost 

trends are below a pre-determined benchmark.   

Other than payments under fully capitated arrangements, we treat payments under alternative 

payment arrangements as fee-for-service payments for purposes of determining projected 

claims costs in our rate filing.  Let me detail the smaller items first so we can then continue with 

the expected trends in this larger piece of medical costs. 

Harvard Pilgrim estimates approximately 3.9% of total projected claim costs are associated with 

service categories that are reimbursed on a capitated basis.  About 80% of this amount goes 

towards Mental Health and Substance Abuse services through our contracted behavioral health 

benefit manager, United Behavioral Health, or UBH.  The remainder goes toward pediatric 

dental coverage, which under the ACA became mandatory for insurers to offer coverage 

beginning in 2014.  Costs associated with both of these capitated arrangements are slightly 

different than what was included in our 2nd quarter 2015 rate filing:  the behavioral health 

capitation rate has increased slightly per our contractual agreement with UBH and is reflective 

of continued increase of behavioral health services; our pediatric dental rate has decreased 

slightly over the same time period due to lower usage of this benefit relative to initial 

estimates. 
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Next, we estimate that an additional 3.9% of total projected medical costs are associated with 

other types of payments.  About 80% of this amount goes towards Other Provider Payments, 

which are contractual obligations to providers beyond the standard fee for service or capitation 

payment models.  Risk sharing amounts are also included in this item.  The balance of these 

types of payments are for contributions to the state’s Health Safety Net Fund and pediatric 

immunization program assessments.  In total, these items are contributing about 0.5% to our 

total 2nd quarter rate increase. 

The remaining proportion, or about 92%, of our total projected claim costs are attributed to 

medical and pharmacy services performed under a risk arrangement contract or fee-for-service 

model.  This category includes costs associated with inpatient stays, outpatient visits, doctor’s 

office visits, emergency room visits, and pharmacy costs among others. 

Approximately 7.1% of our year-over-year rate increase is due to observed and expected cost 

increases for these services.  In particular, pharmacy coverage is driving more than half of this 

amount.  This is a very high contributor to total claims trend, especially for a service category 

that historically makes up less than 20% of all claims costs.  Like other carriers Harvard Pilgrim 

has seen a large increase in spending on high cost specialty drugs in recent years.  The biggest 

example is a series of breakthrough drugs that treat Hepatitis C.  While undeniably 

transformative for members seeking treatment for Hep C, these drugs come at a steep price, 

often over $100,000 per affected member.  In 2014 Harvard Pilgrim paid over $2.6M for 

merged market members who took Sovaldi, which was the first of several new drugs to market 

that treat Hep C.  In 2015 Harvard Pilgrim paid over $6.2M for merged market members who 
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used the next big Hep C drug, Harvoni.  This unprecedented growth saw more than 200% cost 

increase in only 1 year.  In addition to the data in our historical claims period, we know there 

were several new high cost drugs released in late 2015 as well as a pipeline of drugs coming to 

market in 2016 & 2017 from major pharmaceutical companies that Harvard Pilgrim’s pharmacy 

benefit manager and other consultants advise will continue to put upward pressure on overall 

drug costs.  Exacerbating this emerging high trend in drug costs is the slowdown of new generic 

drugs in the market and fewer brand drug patent expirations than was seen in the late 2000s 

and early 2010s.  In those years having a pipeline of low cost generic drugs that offer clinically 

effective substitutes for higher cost brand drugs had the effect of dampening overall drug 

spending.  The combination of new high cost specialty drugs and the relative slowdown of new 

generics to market has had the impact of raising pharmacy costs to new highs. 

On the medical services side, as with every year we see fluctuations in claim trends on a cost 

per unit basis, which reflects provider reimbursement levels; on a utilization basis, which 

reflects the change in the volume or number of services each year; and on a mix basis, which 

reflects the change in type of services performed each year.  None of the separate medical 

service categories we monitor are having an impact on total cost trend near the magnitude 

seen on the pharmacy side.  We have noticed a slight increase in Inpatient hospital utilization, 

which in prior rate filings we estimated were slightly declining.  Unit cost trends seem stable 

compared to the prior rate filing.  However we note that, consistent with much prior analysis on 

Massachusetts healthcare payment reform, there continues to be a large gap between the 

highest and lowest reimbursed provider organizations, with a particularly skewed distribution 

at the relatively few providers who command the highest payment rates.  If Harvard Pilgrim 
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instead reimbursed all providers at the median contractual payment levels, our 2nd quarter rate 

increase would be significantly lower than what we are presenting today.  Harvard Pilgrim 

continues to work with providers to ensure that our members have access to care that offers 

value as well as quality. 

Now I will turn to the administrative expense projections included in the Harvard Pilgrim rate 

filings.  Key areas covered by administrative costs include:  marketing and sales, including 

broker commissions and other distribution costs; claims operations, including the processing 

and payment of claims; member services including customer support call center activity, 

generating member ID cards, helping members understand their benefits and navigate the 

health care system; network operations including provider contracting; medical administration 

including care and disease management programs; capital costs; and other general 

administrative tasks associated with providing health insurance.  While the costs of any one 

program will vary from year to year, in aggregate Harvard Pilgrim’s expected administrative 

expenses in the 2nd quarter 2016 rate filing, excluding government taxes and fees, are slightly 

lower than the adjusted expenses incurred in calendar year 2014, by -0.1% on a per member 

per month basis.  This is well below the Massachusetts threshold of the increase in the New 

England medical CPI index change, which indicates a 6.58% increase in costs in the most recent 

period available. 

Our rate filings also include costs related to government taxes and programs including: 

 The federal transitional reinsurance program assessment, which is applied to all merged 

market members. 



14 
 

 

 The ACA insurer tax, also applied to all members. 

 2.5% Connector user fee, which applies to members who enroll through the state’s ACA 

exchange. 

 A federal assessment to fund the Patient-Centered Outcomes Research Institute, or 

PCORI, which was established by the ACA. 

 And finally, a Massachusetts state tax on PPO plans. 

Some of these items are assessed as fixed percentages of premium and therefore do not 

change from year to year.  Others will vary.  In total, Harvard Pilgrim’s rate filings for the 2nd 

quarter of 2016 include no material change in aggregate expenses due to government taxes 

and programs compared to the prior year’s rate filing.  Please note that the list above only 

includes expenses for assessments and operation of government programs.  It excludes the 

annual transfer payment liabilities of the Risk Adjustment program, which I detailed earlier and 

which have very material and substantial influence on our rate filings. 

In addition to these explicit cost components, Harvard Pilgrim also builds into its 2nd quarter 

2016 rate filings a 1% contribution to surplus.  This is essentially the health insurance version of 

a rainy day fund – it represents contribution to build and maintain our claims reserve at 

adequate levels to ensure that we are able to cover the costs of care in the future if there are 

shocks to the market, such as pandemics or other unforeseen events that cause claim costs to 

rise above that which was anticipated at the time premiums were developed.  Contributing to 

surplus is a necessary and appropriate measure, particularly in the current ACA environment 

which continues to generate uncertain obligations with respect to the Risk Adjustment 
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program.  Indeed, insurers need to contribute to their reserves in order to maintain adequate 

reserve levels that are required by federal and state regulations.  Our 1% contribution to 

surplus in the 2nd quarter 2016 rate filings represent a 1% increase over the zero contribution to 

surplus in the 2nd quarter 2015 rate filings. 

AND FINALLY, I’d like to comment on the rating factors Harvard Pilgrim uses in the merged 

market.  When calculating the premium for every product Harvard Pilgrim offers, we begin with 

the base rate for the product that an individual or small group has chosen.  We then determine 

their customized premium rate by using rating factors based on their own characteristics such 

as age, industry, area, group size, and participation rate.  I confirm that none of these rating 

factors have changed from the Q1 2016 filing. 

Thank you again for this opportunity to speak today.  I hope I’ve clarified the main drivers 

behind both of Harvard Pilgrim’s 2nd quarter 2016 rate filings.  At this time I’d be happy to 

address any questions that I am able to—understanding the amount of detail that goes into a 

rate filing—or to take them as follow up items if I don’t have the ability to speak to it today.  

Thank you. 
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Good morning.  My name is Jim Kessler.  I am the Vice President & General 

Counsel for Health New England, Inc. in Springfield.  I am here today with Elin 

Gaynor, Health New England’s Associate General Counsel and through the 

miracle of technology, we have Michelle Klein, our Underwriting Manager 

available through the telephone.  Thank you for the opportunity to present our 

testimony today.   

Health New England’s service area includes Hampden, Hampshire, Franklin, 

Berkshire Counties in Western Massachusetts, where most of our members reside, 

and Worcester county in Central Massachusetts. Western Massachusetts is the 

most rural and by many measures poorest section of Massachusetts.  Based on U.S. 

Census data, the four counties of Western Massachusetts are among the five 

counties with the lowest per capita income in Massachusetts and the highest 

percentage of poverty.  The largest county in Western Massachusetts, Hampden 

County, which comprises over half of the population in Western Massachusetts, 

and the largest source of our membership, is the poorest county in Massachusetts 

based on per capita income.1 

Our area of the state also faces many public health challenges.  In county health 

rankings published by the Robert Wood Johnson Foundation based upon data 

obtained through the Center for Disease Control's  Behavioral Risk Factor 

Surveillance  System, Hampden County ranked lowest among the 14 counties in 

Massachusetts, with rates of adult obesity and adult smoking at 5% and 4% higher, 

respectively, than the statewide average.  The same data also shows that rates of 

self-reported illness (a measure of average number of poor physical health days per 

month) in all four Western Massachusetts counties are greater than the statewide 

average. 2 

Data compiled by the Massachusetts Center for Health Information and 

Analysis ("CHIA") also indicate a higher disease burden in Western Massachusetts 

compared with the statewide averages.  For example, CHIA maintains data 

regarding rates of stroke and hip fracture.  CHIA's data shows that there are 111.16 

                                                 
1 Data available at http://quickfacts.census.gov/gfd/states/25000.html  

2 
http://www.countyhealthrankings.org/app/massachusetts/2015/compare/snapshot?counties=003%28011%28013%28

015  

 

http://quickfacts.census.gov/gfd/states/25000.html
http://www.countyhealthrankings.org/app/massachusetts/2015/compare/snapshot?counties=003%28011%28013%28015
http://www.countyhealthrankings.org/app/massachusetts/2015/compare/snapshot?counties=003%28011%28013%28015
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discharges for hip fractures per 100,000 people in Western Massachusetts 

compared with 93.19 per 100,000 in Worcester and 89.6 per 100,000 people in the 

remainder of Massachusetts.  Similarly, CHIA’s data shows that there are 224.49 

discharges for strokes per 100,000 in Western Massachusetts, 168.28 per 100,000 

in Worcester County and 184.38 per 100,000 in the remainder ofMassachusetts.3  

In addition, large portions of Western and Central Massachusetts have been 

recognized as medically underserved areas.   

In other words, we face many challenges in realizing our mission of 

improving the life and health of the communities we serve.  But as my mother has 

frequently told me, “No one ever said it would be easy.”   

Along with the economic and public health factors just described, any discussion 

of the cost or availability of health care coverage needs to include consideration of 

the legal and regulatory context in which we are operating.  Even though that 

context is well known and well understood by the Division of Insurance, it is still, 

unfortunately, not completely taken into account by the public or the press.  I 

would like to briefly mention some of that context, even at the risk of repeating 

other testimony that you have heard or will hear, because it is so important. 

Massachusetts has led the nation in expanding the availability of health care 

coverage, and we can be proud that well over 90% of the people of the 

Commonwealth have some form of health insurance.  The Center for Health 

Information and Analysis, CHIA, most recently reported that “In 2015, the 

uninsurance rate in Massachusetts was 3.6 percent, compared to a 9.2 percent 

uninsurance rate for the rest of the nation.”4   

One key explanation of these high rates of insurance coverage, is that 

Massachusetts has, in reforms that extend back over a number of years, gone 

beyond the Affordable Care Act to closely regulate health care coverage.  One 

such reform, the comprehensive health care reform law passed in Massachusetts in 

2006, merged the health insurance market for individuals with the health insurance 

market for members of small groups of 50 or fewer eligible employees.  The 

combined individual and small group markets are described as the “Merged 

Market.”  As a result of creating the Merged Market, premiums for individual 

coverage decreased substantially, making health care more accessible and 

affordable for individuals. As of December, 2015, almost 30% of HNE's 

commercial enrollment was in the Merged Market.  

                                                 
3 Source: Massachusetts Center for Health Information  and Analysis  
4 http://www.chiamass.gov/ 
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The Merged Market is highly regulated.  Premium rates must be filed with the state 

Division of Insurance, which can disapprove the rates.  Under both Massachusetts 

and federal law, small group premiums must be based on an underlying or base 

rate that applies to the entire merged market.  The premium rates charged can vary 

from person to person or group to group based only on a few rating factors, such as 

age, and the same rating rules must be applied consistently to individuals and small 

groups within the merged market.  The health status or medical costs of any 

individual or group do not affect the premium charged to that person or group.  As 

one consequence of the rating rules, individuals and small groups in Massachusetts 

are in the same coverage risk pool even though the costs to health plans to arrange 

care for individuals are generally higher than the costs of doing so for members of 

small groups.  To illustrate, in a recent calendar year5, for every $1.00 of premium 

revenue received from individual commercial enrollees, HNE spent, on average, 

$1.11.   In the same year, for all of our commercial members as a whole, for every 

dollar of premium we received, we spent, on average, only $0.88. 

 

Another important aspect of how the merged market is regulated is that health 

plans and carriers are subject to very stringent rules about how the premium dollar 

is allocated.  As you know, the portion of the health care premium that is used to 

pay for medical care is somewhat misleadingly called the “Medical Loss Ratio,” or 

MLR.  Calling it a “Loss” ratio is misleading, because paying for medical care is 

not really a loss: it is a cost.  It is either an appropriate cost, and therefore a 

valuable investment in the health of the person receiving the care, or an 

inappropriate cost, because the care given in a particular case is unnecessary, 

excessive or even harmful.  In either case, however, it is a cost.  Massachusetts 

requires that a minimum of 88 cents of every premium dollar in the Merged Market 

be spent for such medical costs, which is I believe the highest such requirement in 

the nation, and significantly higher than the equivalent requirement in the 

Affordable Care Act.  In any year in which the MLR ratio falls below 88%, the 

amount not expended must be refunded to consumers.  The remaining 12 cents of 

each premium dollar must cover all other costs, including administrative costs, 

marketing costs, broker commissions and margin.  The maximum margin or surplus 

allowed in rates in the Massachusetts Merged Market is 1.9%.   These funds are a 

small part of the total, but are essential for allowing a health plan or carrier to 

continue serving the merged market.   

                                                 
5 2014 
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Our small margin is vital.  It is needed to pay for essential capital investments like 

new and replacement computer systems, and for supporting the adequate financial 

reserves needed to maintain licensure and protect consumers.  If a plan’s 

membership grows, the reserves must grow at a corresponding rate.  In addition, 

the amount of these reserves is directly tied to the cost of care.  As the cost of care 

grows, the reserves must grow at a corresponding rate.  Since health care coverage 

has actuarial and financial risks, even this small margin is not guaranteed, and tools 

like reinsurance provide only partial protection against the risk of financial losses.   

When these regulatory requirements are understood, their clear consequence is that 

any increase in the underlying medical costs, whether in the quantity of the 

services provided, their price, or both, must be reflected in a corresponding 

increase in premiums.  There is insufficient leeway in the premium to allow the 

health plan or carrier to absorb these increases as losses. Health plans and carriers 

with a commitment to the Merged Market must do everything in their power to 

make sure that the premiums reflect expected costs as accurately as possible:  if the 

premium is set too high, competition from the other outstanding health plans in 

Massachusetts will mean a loss of enrollment; if medical costs are overestimated 

and the MLR falls below 88%, the money must be refunded; if the premium is set 

too low, it will be a difficult and lengthy process to recoup the losses.   

In addition to these important, primarily state-specific provisions regulating the 

Merged Market, there is also a regulatory provison at the federal level with an 

important impact on premium rates.  One paragraph nestled within the thousand or 

so pages of the Affordable Care Act mandated the imposition of “risk adjustment,” 

a program intended to stabilize health premium rates during and after the 

implementation of the Act.  In fact, in Massachusetts and probably elsewhere, it 

has had the opposite effect.   

Massachusetts is the only one of the 50 states that elected to develop its own 

approach to risk adjustment, but the aspects of the risk adjustment methodology 

described in this testimony are the same in Massachusetts as at the federal level, 

and in any case, Massachusetts will be adopting the federal approach beginning in 

2017.  The risk adjustment methodology is based on the assumption that carriers 

and health plans in the individual and small group market may have enrollees who 

are more healthy or less healthy than the overall average of all people in the 

market.  At the end of the year, claims data from all participating plans and carriers 

is reviewed, and the data is used to give each plan and carrier a risk score that is 

intended to reflect the relative health of all of its enrollees as compared with the 

average risk score.  Plans and carriers with lower risk scores, which, theoretically 

at least, have healthier enrollees, are then asked to make a payment into a central 
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pool, and plans and carriers with higher than average scores each receive a 

distribution from the pool.   

Health New England and other plans have raised many questions about the 

fairness, accuracy and value of the risk adjustment methodologies being used at 

both the state and federal level.  One very important concern, very relevant to this 

hearing, is that the risk adjustment process takes place on a very challenging 

schedule.  For example, for our first quarter 2016 rates, we were required to make 

preliminary submissions to the Division of Insurance as early as the spring of last 

year, and of course our rates for the second quarter of 2016 have already been 

submitted.  We will not learn the results of last year’s, that is 2015’s, risk 

adjustment process for several months, and won’t learn the results of 2016’s risk 

adjustment until the middle of the coming year.  Despite the tremendous 

uncertainty that therefore remains about what our risk adjustment obligation will 

be, our premium must reflect a component that reflects our best estimate or 

projection of what the risk adjustment obligation might be.   

For the largest plans in the Commonwealth, whose enrollment represents a large 

portion of the total enrollment in the merged market, this prediction is easier.  The 

risk score is likely to be close to the state average risk score, if for no other reason 

than the fact that a large enrollment will have a big effect on creating the average.  

Larger numbers are in any event more accurately predictable from an actuarial 

perspective, and are drawn from across the Commonwealth and from nearly all 

providers.  For a smaller plan, or a plan newer to the market, or a regional plan like 

Health New England, it is more difficult to predict not only our own future risk 

score, but also, how that risk score will compare with the scores of all other 

participants in the merged market.  This uncertainty is compounded, of course by 

the facts that the risk adjustment methodology is still new, and that the merged 

market itself has been in flux as a result of the Affordable Care Act.   

Another effect of risk adjustment has to do with how the payments ended up being 

distributed in their first year.  In 2014, the first year of risk adjustment, 

approximately $60 million dollars was transferred in the risk adjustment process.  

Most of the money paid in came from plans with comparatively smaller 

enrollments, including a number of plans that are comparatively lower in cost, such 

as Health New England and the state’s Co-Op plan, Minuteman Health, as well as 

the plans which participate in the Massachusetts Medicaid program.  Nearly all of 

the proceeds of the pool went to two of the largest plans in the Commonwealth.  

Because of the workings of the risk pool transfers, smaller and lower cost plans 

must put aside a significant part of the premium to provide for what may be a large 

risk adjustment obligation, but because of differences in scale and circumstances, 
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the payments will represent only a small percentage of the premiums of the plans 

which are the recipients of the payment.   

 

With this very extensive but important background in place, I would like to turn to 

my colleague, Elin Gaynor, who will  discuss our rating process and the factors 

contributing to our projected premiums for the second quarter of 2016.   

We currently have 25,000 members enrolled in the combined small group and 

individual markets.  Of those 25,000 members we will be issuing renewal rates for 

groups renewing in April, May and June based on the second quarter 2016 small 

group rate filing.  Individual (or non group enrollees) are only issued renewals 

based on a January effective date, so no individual policy holder will be provided 

rates based on the 2nd quarter rate filing.  We have 992 groups with 5,739 

members that will be renewing in the second quarter of 2016.  Each group’s 

renewal will be calculated using the rating methodology prescribed by state law 

and within the requirements of the Affordable Care Act.  For the second quarter of 

2016, the change in our weighted average base rate will be 8.3%.  There are a large 

number of factors that combine to create that change in the premium.  Factors that 

must be considered as a part of our rate filing include:  

 changes due to rating factors;  

 reinsurance assessments;  

 risk adjustment charges or payments;  

 reinsurance recoveries;  

 the insurer tax imposed by the Affordable Care Act;  

 the payment to the federal Patient Centered Outcomes Research Institute;  

 the Massachusetts Connector user fee;  

 administrative charges;  

 contributions to surplus and reserves;  

 predicted trends or changes in the amount or mix of medical care used by 

our members;  

 predicted trends or changes in the price of medical services, devices and 

drugs;  

 adjustments for prior year projections to reflect actual results; and  
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 effects of benefit or cost sharing changes.   

Some of the factors just recited have little or no effect on premium rates.  There are 

two factors, however, that should be discussed because they have such a significant 

impact on our premium rates: the two factors I am referring to are risk adjustment 

and medical trend.    

The first of these, risk adjustment, which was discussed earlier in our testimony, 

has a very serious effect on our premium rates.  HNE is required, as a part of our 

rate submission, to make a provision for the expected percentage impact to the 

prior year rates and to rates as of the rate filing effective date due to risk 

adjustment.  As we explained earlier, risk adjustment is still a new program, and 

we have only one year of actual results of the risk adjustment program, from 2014, 

along with some projections or simulations of the results for 2015 to go by.  The 

final outcome for both 2015 and 2016 will compare HNE’s risk scores to the risk 

scores of all other participants in the merged market, so our projections depend not 

only on our own risk score data and computations, but also on the risk score results 

for all other plans.  Our provision for risk score payments in the second quarter of 

2015 was 2.0%.  Our provision for risk score payments for the second quarter of 

2016, based on the additional information we have obtained since last year, is 

7.2%. This has the effect of contributing a 6.1% increase to our second quarter 

2016 rate calculations.  We understand that this is a significant amount.  However, 

since underestimating our likely risk score results could lead to significant losses, it 

is imperative that we include within our premium an allowance for risk score 

results that is appropriate and adequate. 

A second important factor determining our premium for the second quarter of 2016 

is medical trend.  Medical trend has two components: utilization of medical care 

and the cost (or price) of medical care.  

Medical utilization, the first of these factors, has two aspects, utilization rates and 

utilization mix.  To correctly anticipate medical utilization trend, it is first 

necessary to understand whether the number of medical services, procedures, 

pharmaceutical compounds and medical equipment and supplies used by our 

members in the second quarter of 2016 will reflect an increase over the same 

period in 2015, and to estimate of the size of that increase or decrease.  Once the 

rates of utilization are projected, it is necessary to understand any projected 

changes in the mix of services, procedures, prescriptions, devices and supplies.  

Consider, for example, inpatient surgical procedures.  To reflect changes in 

enrollment, we review our data on a “per member per month” basis.  If we 

determine, as mentioned a moment ago, that the utilization rates, or in other words, 

the number of inpatient surgeries per member, per month will increase, our costs 



8 

 

will of course increase as well.  In addition, however, even if we were to project 

that the number of surgeries per member will stay the same, if a larger percentage 

of the surgical procedures are very serious and complex (and therefore more 

expensive) and a smaller percentage are less serious or more routine (and therefore 

less expensive), our costs will go up because of the change in the mix of the 

surgeries we cover.   

In addition to these projections of utilization, we also must project changes in the 

cost or price of the care we will cover.  Obviously, if the price of medical 

procedures, drugs and devices go up, the cost of care will go up.  As a result, to 

determine our premium rates, we must review all of our data on how the price of 

care will have changed since last year during the same period.   

When the two components of medical trend, utilization and cost are combined, 

they show the expected change in the cost of covered care that must be reflected in 

the premiums.  It would be wonderful to be able to tell you that these trends were 

stable or even decreasing, but unfortunately, our projections project a considerable 

increase.  Based on our projections, we have incorporated a 7% increase into our 

second quarter base premium rates to reflect the combined effects of medical 

utilization and medical cost or price.   

There is not a single or simple explanation for these increases.  A number of 

factors have combined to create this upward cost pressure.  Many, but not all of 

these developments have to do with prescription drugs.  For example:  

 The unit cost of prescription drugs has increased for some commonly used 

medications for people with chronic diseases like diabetes and asthma. 

 New medications with hefty price tags are surging onto the market.  In 2015, 

the FDA approved 45 new drugs (that is, those with new-to the-market 

ingredients), the highest number since 1996, including the drug  Orkambi, 

for cystic fibrosis, with a reported cost of $259,000 per year and Ibrance for 

breast cancer, at $118,200 per year6 

 It has been widely reported that new treatments for hepatitis C have been 

introduced which have costs for a course of treatment that can exceed 

$100,000, but in addition to the new drugs just mentioned other, less well 

known high cost treatments have also been introduced for treatment of 

diseases  such as multiple sclerosis and cancer. 

 The number of very high priced injectable drugs has been increasing, 

significantly raising the cost of a class of medications that was once a 

relatively minor portion of medical care costs   

                                                 
6 Report by Matthew Perrone, Associated Press, January 5, 2015. 
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 According to the Wall Street Journal, from 2010-2014, the prices for the 30 

top selling US drugs went up by 76%, about four times faster than the 

increase in prescription volumes.  The cost of Enbrel went up 88%, the cost 

of Humira went up 91% and the cost of Lantus went up 168% during that 

period.7 

 

One important aspect of changes in drug prices has to do with generic drugs.  

For many years, Health New England and other plans have had some success in 

restraining increases in drug costs by encouraging the use of generic drugs 

where the generics were an effective clinical substitute for much more 

expensive brand name medications.  Over the years, competion among generic 

drug manufacturers helped to control or even reduce the cost of generic drugs.  

More recently, as we have approached the limits of the effective substitution of 

generics for brand equivalents, there has been a disturbing change in the cost of 

generics.  Over all, the previous decline in the cost of generics has slowed or 

even reversed.  In addition, some manufacturers of generic drugs have taken 

advantage of being the sole source of certain medications by raising the price of 

the drugs dramatically, as much as hundreds of times the previous price.  An 

illustration of the magnitude of these changes can be seen in changes in the 

retail price of some generic drugs.  It was widely reported that one drug, 

Daraprim, increased in price from $13.50 to $750 per pill8, but that is not the 

only example.  Some other increases in price, as reported by AARP, include the 

following:  

 Over one six month period, the retail price of the antibiotic Doxycycline 

hyclate went from $20 for 500 capsules to $1,849 

 Glycopyrrolate (20 milliliters), which controls heart rate during surgery, 

went from $65 for 10 vials to $1,277. 

 The cholesterol control drug Pravastatin sodium went from $27 to $196 for a 

one-year supply.9 

In all, these factors have produced double digit increases in prescription drug 

costs, which in turn has put strong upward pressure on overall medical trend 

and on premiums. 

                                                 
7  http://www.wsj.com/articles/for-prescription-drug-makers-price-increases-drive-revenue-1444096750  
8 http://www.nytimes.com/2015/09/21/business/a-huge-overnight-increase-in-a-drugs-price-raises-

protests.html?_r=0  
9 http://www.aarp.org/health/drugs-supplements/info-2015/prices-spike-for-generic-drugs.html  

http://www.wsj.com/articles/for-prescription-drug-makers-price-increases-drive-revenue-1444096750
http://www.nytimes.com/2015/09/21/business/a-huge-overnight-increase-in-a-drugs-price-raises-protests.html?_r=0
http://www.nytimes.com/2015/09/21/business/a-huge-overnight-increase-in-a-drugs-price-raises-protests.html?_r=0
http://www.aarp.org/health/drugs-supplements/info-2015/prices-spike-for-generic-drugs.html
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Although these many sources of increase in prescription drug costs are of 

concern, they are not the only source of medical cost increases.  Some other 

examples include the following: 

 Medical Providers with geographic monopolies are demanding higher 

contracted unit cost increases 

 We have seen greater use of emergency room services due to access of care 

challenges, particularly an issue for Western Massachusetts 

 New to market and greater use of genetic testing procedures 

 Increases in use of diagnostic testing (i.e. labs and imaging) by physicians 

 Areas such as sleep studies, durable medical equipment and physical and 

occupational therapy are seeing increases in the number of individuals using 

these services. 

 The use of Skilled Nursing Facilities (SNFs) or sub-acute days per 1000 is 

up close to 5% from the prior year 

 

As we mentioned earlier, the change in our rated average base rate will be 8.3%.  It 

is important to note that the base rate does not necessarily determine the actual 

change in premium for a particular family or small group.  The premium charge is 

based on demographic factors at both the individual and group level.  In 

developing the rates for groups, the age of each member is calculated at the time of 

the group’s renewal to determine the appropriate age factor used in the calculation.  

The mix of rating classes (for example the number of single vs. family rates) also 

affect premium calculations.  These calculations are significant because changes in 

the demographic factors for a group will change the premium for the group.  In a 

small group, a fairly small turnover of employees can have a significant effect on 

the premium charged, and can make the year to year change in premium larger or 

smaller than it would be otherwise.   

We hope that this testimony has been a helpful explanation of some of the many 

factors that influence HNE’s premium rates at this time.  Thank you for your 

attention. 
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January 12, 2016 

 

Kevin Beagan  

Deputy Commissioner, Health Care Access Bureau  

Massachusetts Division of Insurance 

1000 Washington Street, Suite 810  

Boston, MA 02118-6200 

 

RE: Division of Insurance Informational Hearing regarding Q2:2016 Small Group Health 

Insurance Rate Filings  

 

Dear Deputy Commissioner Beagan:  

 

Minuteman Health, Inc. (“MHI”) testified before the Division of Insurance on January 11, 2016, 

regarding its Q2:2016 small group health insurance rate filings.  The Division asked that MHI provide 

the Division with a written summary of that testimony.  MHI therefore respectfully submits this 

summary.  We note that it is only a summary, and encourage the Division to review the hearing record 

for details of MHI’s testimony.  If the Division has any additional questions or concerns, please do not 

hesitate to contact us. 

 

 

Sincerely,  

 

 

 

Susan Brown 

General Counsel, Minuteman Health, Inc.  

  

http://www.minutemanhealth.org/
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Summary of Testimony of Gregory Pence, Interim CFO and Chief Actuary of Minuteman Health, Inc. 

Introduction 

- MHI was founded in 2012 

- In 2014, MHI entered the Massachusetts market as a not for profit private HMO issuer 

- In 2015, MHI entered the New Hampshire market 

- MHI’s mission is to provide low cost products to price-sensitive consumers by partnering with a select 

network of high quality, low cost providers 

- In 2016, MHI is operating as a domestic HMO in Massachusetts and as a foreign HMO in NH. 

- Minuteman has grown to over 23,000 members across two states 

- The Massachusetts Health Connector experienced significant challenges in 2014 which resulted in the 

failure of the launch of the Connector exchange platform 

- As a result of the Connector’s failure, Minuteman issued less business than expected in 2014, ultimately 

having only 1400 members 

- Therefore, Minuteman has extremely limited experience or data, both because it is a new entrant, and 

because the Connector’s collapse compromised Minuteman’s roll out in 2014 

- Because of that lack of experience and data, for 2014, 2015, and 2016, MHI has engaged in a manual 

rate setting process 

- The Company starts with Milliman’s large group commercial database of experience across the United 

States  

- We then make actuarial adjustments to that data using our own expected experience as well as publicly 

available data on Massachusetts experience in order to set premium rates 

Division Questions 

 

1. Identify the service area that your plan operates in. 

 

a. 014, 015, 016 (Central) 

b. 017, 020 (Western/southern suburban Boston) 

c. 018, 019 (Northern suburban Boston) 

d. 021, 022, 024 (Metropolitan Boston) 

e. 023, 027 (Southeastern)  

f. MHI does not offer plans in Western Mass 

 

  

http://www.minutemanhealth.org/
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2. Identify the number of individual/small group members enrolled in your plans as of October 31, 2015. 

 
 

3. Identify the number of products that your company proposes to offer within each of the following metallic 

tiers in the second quarter of 2016: 

 

i. Platinum  

ii. Gold 

iii. Silver 

iv. Bronze 

v. Catastrophic 

 

 
 

 

4. Confirm that the rate filing submitted to be effective for 2nd quarter 2016 only applies to those small 

employers with coverage effective dates between April 1, 2016 and June 30, 2016.  

 

Confirmed 

 

5. Confirm that the rate filing does not apply to individual coverage because individual rates were established 

in the 1st quarter 2016 rate filing and will remain the same for all months in calendar year 2016.  

 

Confirmed 
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6. Identify the average composite rate change year-over-year within the rate filing. .  

  

2Q 2015 Average Base Rate = $207.03, 2Q 2016 Average Base Rate = $200.27 

  Rate Change = (3.27%) 

 

7. Explain what is meant by a Medical Loss Ratio and what is the Medical Loss Ratio that you have included 

within your 2nd quarter 2016 rate filing.  

 

MLR is the ratio of estimated paid medical expenses over net premiums collected.  

 

Paid medical expenses are based on projected individual and small group member claims for medical, 

prescription drug and clinical quality improvement costs.  

 

Net premiums are derived from member premiums received, and associated ACA subsidies. This is 

offset by ACA and connector related taxes and fees. 

 

Our projected MLR is 90.2% for Q2 rate experience. 

 

8. Explain the approximate proportion of your company’s projected medical costs, as included in the rate filing 

that is associated with fee-for-service medical payments.  Explain the reasons that your company’s rate 

filing may include different medical fee-for-service medical cost projections on a per member per month 

basis than was filed in the 2nd quarter 2015 rate filing.   

 

We have assumed that approximately 98% of our projected medical costs are for FFS claims. The 

remaining 2% portion of the assumed medical cost is due to clinical quality improvement and 

reinsurance adjustments. 

 

For 2015 Q2 small group rates, FFS PMPM costs are based entirely upon the projected FFS claims 

from our actuarial consultant, Milliman, which is called the manual experience basis. This is an 

actuarially adjusted database of commercial large group experience from across the US. It is further 

adjusted actuarially to reflect estimated ACA individual and small group experience. We assumed that 

our experience results would reflect a member population that has a risk score of the average of the 

individual and small group insurance ACA market. 

 

For 2016, the reason our 2016 Q2 rate filing FFS projection differs from Q2 2015, is that our expected 

FFS experience for Q2 2016 is a blend of two basis: 

o The first is the manual basis using Milliman market wide average plan FFS claims for 

commercial large groups costs, adjusted for MHI specific demographic and utilization actuarial 

adjustments 

o And the second is additional date reflecting ACA expected. 

 

9. Explain how the fee-for-service costs of any of the following types of care may be impacting the overall 

levels of projected costs:  

a. Inpatient hospital-based care 

b. Outpatient hospital-based care  
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c. Freestanding facility based care 

d. Specialist doctor office visits 

e. Primary care doctor office visits 

f. Behavioral health utilization (both inpatient and outpatient) 

g. Emergency room visits 

h. Medical supplies 

 

Because of the small size and limited credibility of MHI experience, projected changes are made in 

aggregate, not by each benefit category, in the manner describe in item 8. Therefore the only factor that 

would change the PMPM levels of projected costs are related to two factors, changes in the projected 

market average provider discounted FFS costs in the underlying Milliman manual projected experience, 

and in the assumed proportion of these services that are on assumed to be in network compared to out 

of network. 

 

10. Explain the approximate proportion of your company’s projected medical costs, as included in the rate filing 

that is associated with capitated payments for medical services.  Explain the reasons that your company’s 

rate filing may include different capitation cost projections on a per member per month basis than was filed 

in the 2nd quarter 2015 rate filing.   

 

None 

 

11. Explain how the capitation costs of any of the following types of care may be impacting the overall levels of 

projected costs:  

a. Inpatient hospital-based care 

b. Outpatient hospital-based care  

c. Freestanding facility based care 

d. Specialist doctor office visits 

e. Primary care doctor office visits 

f. Emergency room visits 

g. Medical supplies 

h. Prescription drugs 

 

None 

 

12. Explain the approximate proportion of your company’s projected medical costs, as included in the rate filing 

that is associated with other medical payments other than fee-for-service or capitation payments.  Explain 

the reasons that your company’s rate filing may include other payment projections on a per member per 

month basis than was filed in the 2nd quarter 2015 rate filing.   

 

We have assumed our medical costs will not include other medical payments and that they will reflect 

the expected average experience for market risk. In other words we assume that our experience will 

reflect the market average cost and utilization adjusted for MHI specific network contracts and member 

enrollment.  
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13. Explain how the other payment costs of any of the following types of care may be impacting the overall 

levels of projected costs:  

a. Inpatient hospital-based care 

b. Outpatient hospital-based care  

c. Freestanding facility based care 

d. Specialist doctor office visits 

e. Primary care doctor office visits 

f. Emergency room visits 

g. Medical supplies 

h. Prescription drugs 

i. Prescription drugs 

 

Because of the mix of Milliman manual and other relevant information, we have used overall trends to 

project costs and are not able to detail the impact of each of these categories based on MHI experience 

alone.  

 

Our overall projected trends are in the low single digits. The only category that is trending higher than 

the other categories in our projections is prescription drugs which has been seen by actuaries as having 

higher unit cost and utilization trends overall. 

 

We believe that none of our experience to date raises concerns with respect to the manual rate driven 

process.  But we are keeping an eye on potential under-utilization of PCP and over-utilization of ER 

that appears to be a market phenomenon.  

 

14. Explain what is included in your filing’s administrative expense projections and the reasons that your 

company’s rate filing may include different administrative expense projections on a per member per month 

basis than was filed in the 2nd quarter 2015 rate filing. 

 

We have revised our administrative expense projections due to a mix of individual and small group 

experience that we forecast which impacts the assumed administrative costs. In addition there are other 

factors that impact our projection. 

o Allocated expenses by state 

o Assumed PMPM expenses allocated across enrollment  

o Accounting basis moving from % of premium to an amortized approach 

 

15. Explain how any changes to government taxes or other government programs may have impacted your 

company’s expected administrative costs for the period between April 1, 2016 and June 30, 2017. 

 

Primary factors for these categories for changes in administrative expenses are due to the risk 

adjustment and connector user fees which have increased 

 

16. Explain what is meant by your company’s contribution-to-surplus projections and the reasons that your 

company’s rate filing may include a different contribution-to-surplus on a per member per month basis than 

was filed in the 2nd quarter 2015 rate filing.  
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Our projected contribution to surplus is the same in both of our 2015 and 2016 filings. 

 

17. Confirm that the rate filing does not include any changes to the rating factors that are in use for the 1st 

quarter 2016 rate filing. 

Confirmed 

Conclusion 

- We would like to spend a few moments on the issue of risk adjustment 

- As you’ve heard from many other carriers already today, the issues of risk adjustment continues to be a 

major concern and a force of instability in the Massachusetts market 

- As already discussed, Minuteman is a new entrant with limited available data.   

- In addition, as you have already heard, carriers must project potential risk payment transfer amounts and 

incorporate those predictions into rate filings almost one and a half years before the actual payment 

amount is known 

- Complicating this is the fact that the Connector risk transfer payment simulations are widely variable 

- For all these reasons, Minuteman projects risk adjustment transfer amounts for the purposes of rate 

filings by setting premium rates assuming a market-average member risk profile 

- If the risk adjustment methodology is working correctly, this approach should ensure that Minuteman is 

appropriately pricing its products regardless of the risk profile of members that it actually enrolls 

- We are concerned that many aspects of the current risk adjustment program create technical issues that 

impact the effectiveness of the program.  For example, 

o The current program utilizes a market-wide average premium to calculate risk payment transfer 

amounts; this penalizes low cost plans by forcing them to pay out risk adjustment transfer 

amounts simply because their products are lower cost 

o The program also appears to over-score some HCCs while underscoring others 

o The program does not adequately compensate for lack of data or for new member growth, so 

small plans, new plans, or high growth plans are unfairly disadvantaged 

- Although Minuteman’s small group second quarter rates do not include a year over year increase based 

on risk adjustment, we caution that as Minuteman obtains more data and more experience with the risk 

adjustment program, future rates may be impacted 

- Thank you again for the opportunity to speak with you today. 
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