SOCIETY OF ACTUARIES

SOA °10 Health Meeting
June 28- 30, 2010

Session # 25 PD: Consumer-Driven Health Plans
and Developments in Product Design

Daniel W. Bailey, FSA, MAAA
Joan C. Barrett, FSA, MAAA
Tom Knabel, M.D,

Judy L. Strachan, FSA, MAAA, FCA




2010 SOA Health Meeting, Session 25 PD

Consumer-Driven Health Plans and Developments in Product Design

Joan C. Barrett, FSA, MAAA
Senior Actuary, UnitedHealth Group

TVe @ UnitedHealthcare

CDH from a large employer’s viewpoint ‘Umﬁadﬂmlﬂum

Is CDH still a viable option?
What is a typical plan design?

Is consumerism real?

= Selection
= Cost shifting
= Are consumers better purchasers?

What about quality?

What should | think about in implementing a plan?

= Planning
= Budgeting

What are leading edge employers thinking about?

Impact of health care reform
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CDH plans are still growing, especially in
the large group market

@ UnitedBealihcares

Growth in CDH Plans
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*As of January 2010 ~ 10 million people covered by HSA/HDHP, a 2
million increase since January 2009

*Source: AHIP, 2010
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Increasingly, HSA plans are the most
popular CDH plan

@ UnitedBesithosre:

Most Popular Account Based Plans
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Note: Companies were allowed to pick more than one option

*Source: Towers-Watson/National Business Group on Health, 2010
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Deductibles and OOP are higher in the individual II todHealihcars

market than in the small or large group markets

Best Selling Plan Designs
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Singles/Empty Nesters are more likely to

choose CDH plans

Young Young Older Empty Nesters/
Singles Families Older Singles Chronics
LA Combined
CDH Population <
Pct of Total Subscribers: 13% 1% (@) 100%
Pct of Total Spel 3 A E% 13.4% 12.3% 20.5% 48.3% 100%
Average Contract Size: 1.0 2.9 37 1.4 2.8 2.0
Average Subscriber MonthsYear: 9.0 9.8 105 103 108 101
Average Risk Scores: 06 1.1 1.4 1.5 28 15
Key Demo/Socio Factors:
=Avig Subscriber Age. 289 326 46.9 53.2 482 43.0
-Pci Female Subs 15% 14% 6% 53% 15% 4E%
Top 3 Cultural Ethnicity:
-Furopean BT % 0% 78% TT% T5% 73%
-Hispanic 13% 12% 7% 3% 9% 10%
-African Armerican 11% 10% 7% 9% 9% 9%
Mon CDH Population
Pct of Total Subscribers: 13% 1% % Cazm> 100%
13.2% 10.9% 18.3% 93.1% 100%
Average Contract Size: 2.9 3.7 1.4 25 21
Average Subscriber Months/Year: 8.9 8.7 104 102 108 101
Average Risk Scores: 0.2 1.2 1.8 1.7 29 1.8
ocio Factors:
=Avg Subscriber Age. 29.5 32.8 46.7 53.4 485 441
-Fet Female Subs 45% 43% 35% 93% 45% 46%
Top 3 Culeural Ethnicity: 1
-European Ba% BE% TE% TT% Ta% 721%
=Hispanic 4% 13% 9% 9% 1% 1%
~African Armetican 1% 9% 6% 9% 9% 9%
*Within a life stage, risk scores are slightly lower for CDH members
'.. | *Based on UHG National Accounts, 2009
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Cost-shifting may or may not exist depending on benefit

design, contributions, etc
In this example, HSA is the best plan for 77% of single EE’s

Employee Only
Total Out-of-Pocket Employee Cost at Various Claim Points
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2 ?
25th Percentile - $0 Annual Claim PEPY Distribution
50th Percentile - $300
75th Percentile - $1,600 ‘ Total Enrollment PPO Basic ——EPO ——HSA PPO Plus
5% Tail - $9,900
* Medical and Rx: EE Cost reflects cost share less ER-funded HSA for the HSA plan plus EE payroll conributions.
* Cost based on CY2008 experience, trended to 2011
« In this example, the HSA wins for approximately 77% of single EE's
bia
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Most employers see selection when CDH is
offered on a slice basis

@ UnitedBesltheare

Typical PMPMs for Groups Offering CDH on a Slice Basis
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Typically, only about 5% to 20% of members will choose CDH without a strategy designed to steer members to CDH

Typically, the CDH experience is about 50% to 70% of the cost of a POS plan, even after adjustments for age-sex, area, benefits,
etc

Those who choose the CDH generally do so wisely, but those who choose the POS plan would often be better off under a CDH
plan

+ Keys to a successful steerage strategy
«Contribution (monthly payroll) steerage
«Communications
*Senior management involvement
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There appears to be at least 2% residual
savings on CDH plans

@ UnitedBealihcares

Studies

= Milliman study, actuarial methods, 2% to 4% savings
= Academic-type studies by companies show much higher savings
= From Emerging Data on Consumer-Driven Health Plans, American Academy of Actuaries, 2009
= UHG customer level analysis show savings in the 2%+, but varies by customer
= Some academic peer-reviewed papers show CDH members likely to delay care — is that a bad thing?

Why the differences

= Continuously enrolled vs. all in
= Large claims
= Methods
= Many studies are based on regression analysis — lose ability to drill down
= Actuarial studies — lose impact of individuals by applying too many averages
= One customer vs. many
= Key variables not always available
= Contribution strategy a key determinant of selection, which drives results
= Income
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Quality is about the same for CDH and non-

CDH

Preventive care usually higher than non-CDH

= About 90% of CDH plans cover preventive care at 100%

Chronic care

= About the same as non-CDH

= Varies by measure, study, etc

Prescription drug compliance

= Mixed results by study

= Expect improvement with preventive drug lists, which allow copays for certain classes of
drugs on HSA plans

*Primary source: Emerging Data on
Consumer-Driven Health Plans,
American Academy of Actuaries, 2009
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The biggest challenge to implementing a full
replacement CDH is employee resistance to change

Top Challenges to Employers Offering a Total Replacement
CDHP

Employee resistance to change

K of credible business case about its impact on co:

Diverse employee population

ack-e ior-management support
ack of evidence of its impact on the use of necessary,
medical senices 3

Lack of clarity about it impact on attraction/retention

Lack of staff and resources to implement change

0% 10% 20% 30% 40% 50% 60%

*Have we done our job analyzing and explaining CDH?
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@ UnitedBealihcares

11

Employers need to budget for rush-hush-

crush

Full Replacement CDH Pre-implementation
Post-implementation

$400.00
$350.00 CDH Seasonality

. | consgwm
$300.00

POS Seasonality

$250.00

$200.00

$150.00

1Q 20 3Q

2008 2009 Implementation 2010 2011
1110

< Benefit rush occurs whenever there is a big change that creates uncertainty — a new carrier, major change in
benefit offering, etc.

*Members rush to get their services before the plan change, which creates a hush as soon as the new
plan is implemented.

«In the following year there is a trend crush which brings utilization levels back to a normal level.
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Plan ahead before introducing CDH

What are your objectives

= Cost

= Activation

= Employee health

= Competitive benefits

Are your employees ready for CDH?
= May want to introduce alternatives such as incentives before CDH

= May want to offer on a slice basis first — get employees comfortable with CDH
= Communications — will they know how CDH will hit their bottom line?

Run the numbers
= Member impact, with close attention to low-paid and high paid employees
= Employer impact, short term and long term
Senior management support
= Endorsements
= Resource allocation

What are the measures of success?
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The best performing employers a

incenting specific behaviors

Financial Incentives That Encourage Healthy Lifestyles
60% -~
50% o
40%
30%
20% +
. 1h
0%
Incent Require Incent Incent Require Incent
completion of  completion of  participation in ion of a tion of a icipation in
adult health  health coaching ~ a smoking health risk health risk aw eight O Consistent perform ers
exam session to cessation appraisal  assessmentto management
receive program enrollin program O Best performers
incentive preferred plan 0O Poor performers
b
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Health reform impact unclear, but probably
similar to other plans more or less

@ UnitedBealihcares

Definition of essential benefits

= For HSA plans, can not use benefit-specific copays to limit benefits

Exchanges, etc

= Selection may be more exaggerated, since it is already an issue

Cadillac tax

= Depends on plan parameters

Confidential property of UnitedHealth Group. Do not distribute or
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The 4 Stages of Product Acceptance

Phase 1:
Just another
lame idea

Phase 2:
I am going to
need some
training on this

Phase 4:
It was all my
idea

Phase 3:
You are not as
smart as you
think you are

Confidential property of UnitedHealth Group. Do not distribute or reproduce without the express permission of UnitedHealth Group. 16




6/8/2010

INGENIX [ CONSULTING

Issues of Adverse Selection, Utilization, Quality, & Transparency

Seeing the big picture to solve the biggest problems in health care.
g

see more. solve more.

e |s there adverse selection?

s utilization impacted?
* Is quality impacted?
* Does transparency to information change behavior

© Ingenix, Inc. 1 INGENIX | CONSUALTENG




» Attract educated and wealthy-tax advantages
* Attract the young and healthy
* Attract users of limited healthcare resources

* Risk of remaining traditional coverage pool will increase

INGENIX | CONSULTENG

» Appears to be a moderate effect

» CDHP enrollees compared to other health plans tend to bel:

> About the same age
> In a higher income bracket
> healthier?

INGENIX | CONSUALTING
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» Traditionally, higher out of pocket costs have been
associated with decreased compliance?

> Chronic care-necessary to prevent deterioration
> Preventive care- some consider discretionary

* Rand Health Insurance Experiment (HIE) study-most who
cut back on health care use had little effect on health status,
but poor and sick had adverse consequences

» Decreased compliance could result in greater costs as a
result of disease progression and lack of prevention

» Less likely to impact hospitalization and new technology,
which are big drivers of costs

© Ingenix, Inc. 4 INGENIX | CONSULTENG

e Short-term medicalt

> Reduction in health care costs of from 4-15 %
> Reduction in hospital admissions and days (4-6%)
> Reduction in primary care visits (12%) and office visits (1%)
> Reduction in ER visits (3%)
* Pharmacy
> Increased use of generics
> Adherence lower for some drug classes*

¢ Slight delay in time to fill first prescription
e Compliance falloff greater for CDHP than traditional

© Ingenix, Inc. 5 INGENIX | CONSULTING
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e Potential to create the incentive to not get necessary care
» Based on the Rand HIE, greater cost sharing results in:

> Reductions in use of both effective care and that considered
less effective

> Reduced use of ER for less urgent problems more than
reduced use for more urgent

> Did not reduce use of effective care for poor children

© Ingenix, Inc. 6 INGENIX | CONSULTENG

* Results are mixed

e Some studies-increased use of preventive care and adherence
with prescribed treatment

e Other studies show changes with potential to have adverse health
consequences

> Failure to get follow-up lab tests
» CDHP enrollees appear to be less satisfied with coverage and care

© Ingenix, Inc. 7 INGENIX | CONSULTING
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Study looked at a tiered rating system used by a large health
plan®

Older, sicker people and women tend to use a provider
rating system more than others

Putting a rating system in reduces expenditures for out of
pocket and total medical spending, but not out of pocket
pharmacy

Preventive visits increase but not colonoscopy procedures

© Ingenix, Inc. 9 INGENIX | CONSULTING

Many plans already encourage health risk appraisals,
chronic care self-management, and wellness activities

Flexible plans to incentivize appropriate use for vulnerable
populations

Medication incentives for chronic disease
Incentives for proven preventive procedures
Improving transparency to cost effectiveness and quality

6/8/2010
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