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September 19, 2016 
 
To: Commissioner Monica J. Lindeen, Montana State Auditor, Commissioner of 
Securities and Insurance 
 
From: Joe Slater, FSA, MAAA, Senior Consulting Actuary, Axene Health Partners, 
LLC 
 
RE: BCBSMT Individual Market Response Letter 
 
Introduction 
On September 8, 2016, I wrote a response letter to the honorable Monica J 
Lindeen, Commissioner of Securities & Insurance of the Office of the Montana 
State Auditor (i.e., CSI) concerning the CSI’s Notice of Deficiency regarding 
BCBSMT’s 2017 Individual ACA rates. In my letter, I addressed several of the 
findings made by Commissioner Lindeen in the Notice of Deficiency along with 
other information I have gathered from reviewing BCBSMT’s 2017 Individual ACA 
rate development and rate filings, all of which support my conclusion that the 
Individual ACA rates that BCBSMT has filed for 2017 are reasonable and 
supportable based on my experience as a pricing actuary and on my 
understanding of standard actuarial pricing practices. 
 
On September 15, 2016, I was forwarded a response to my letter from CSI’s 
independent consulting actuary, who respectfully answered some of my 
arguments, and confirmed Commissioner Lindeen’s finding that BCBSMT’s 2017 
rates are unreasonable. Over the remainder of this letter, I will respond to the 
arguments made by the CSI’s consulting actuary, and reiterate my finding that 
BCBSMT’s rates are reasonable.  
 
Before I answer the specific arguments made by The CSI’s consulting actuary, I 
want to reiterate the context in which BCBSMT has filed a 58.4% average rate 
increase in 2017. As I stated in my previous letter, BCBSMT’s Individual ACA 
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business has suffered an almost $110 million Underwriting Loss in 2014 and 2015 
after adjusting for the impact of the federal government’s risk mitigation 
programs. BCBSMT’s Individual ACA business is on track to experience a similar 
type of loss in 2016. Beginning in 2017, the federal government’s reinsurance 
program will no longer be in effect. This program has helped offset BCBSMT’s 
total losses in 2014 and 2015 by almost $70 million (i.e., without the federal 
reinsurance program, BCBSMT would have lost more than $170 million). In 2015, 
the three largest insurers offering coverage in the Montana Individual ACA 
market (BCBSMT, PacificSource, and the Montana Health Cooperative) all 
suffered significant losses in their Montana Individual ACA business after 
adjusting for the impact of federal risk mitigation programs. Like its competitors, 
BCBSMT has found that the average member signing up for Individual ACA 
coverage is much costlier than expected, and that their previous rates were far 
less than sufficient to cover claim costs and expenses. In short, BCBSMT needs to 
significantly increase its rates not to recoup past losses as the CSI’s consulting 
actuary claims without evidence, but to ensure that those rates are adequate 
to cover a reasonable expectation of costs in 2017. 
 
Provision for Adverse Deviation in Pricing Trends 
In her response, the CSI’s consulting actuary listed three reasons why BCBSMT’s 
inclusion of a trend miss PAD in its medical and prescription drug pricing trends is 
unrealistic: 

1. Since a significant portion of pricing trends (i.e., contracting changes) are 
known in advance, there is no need for a PAD in pricing trends.  

2. Historical average medical trend metrics are lower than the 2017 medical 
pricing trend (which includes a PAD). Therefore, the inclusion of PADs in 
the 2017 pricing trends is not appropriate. 

3. Due to the complexity of BCBSMT’s rate development, it is unclear if PAD 
in the pricing trend is redundant with the statistical risk margin included in 
the expense, tax, and risk charge.  

 
While provider contracting changes may be known in advance, what is 
unknown is how the mix of providers, services, members, and provider 
reimbursement strategies will impact actual unit cost in 2017. All of these items 
greatly impact unit cost trends, and necessitate the need for a trend PAD. 
 
The table of historical medical trends I provided in my response to Commissioner 
Lindeen’s notice highlights a couple of facts. First, prior to including the trend-
miss PAD, the 2017 medical pricing trend of 5.9% is between the average and 
median historical trends of 5.4% and 6.7%, respectively. Second, the range and 
standard deviation of historical trends show how volatile trends have been and 
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can be. So while BCBSMT derived a best-estimate pricing trend assumption, they 
also appropriately added a trend PAD to that assumption to deal with the 
demonstrated historical volatility of these trends. In my experience, the use of 
PADs in trends is a common practice among pricing actuaries, and the size of 
the BCBSMT’s PAD is entirely appropriate given BCBSMT’s historical trends.   
 
The CSI’s consulting actuary found BCBSMT’s rate development to be complex 
and not entirely transparent. Because of this, she assumes that a potential 
overlap of assumptions, specifically assumptions including risk margins, could 
exist. However, she has not shown that any actual overlap exists. In my opinion, 
the possible existence of an unknown overlap is not enough to find an 
assumption unreasonable. As I stated in my original response, the trend-miss PAD 
and risk margin do not create a redundancy since both sets of margins have 
different purposes and protect against different risks. 
 
Level of Contribution to Surplus Included in Rates 
The CSI’s consulting actuary listed several reasons why BCBSMT’s 6% pre-tax 
contribution to surplus is unreasonable. These reasons include: 

1. HCSC’s (HCSC is the parent company of BCBSMT) RBC level of 766% is 
relatively strong 

2. BCBSMT’s post-tax contribution to surplus of 4.9% is higher than the 
median contribution to surplus of the three insurers offering coverage in 
the Montana Individual ACA market in 2017 

3. BCBSMT’s contribution to surplus includes a statistical risk margin of 4% 
which, like the PAD in the pricing trends, could be redundant, therefore 
should not be included  

 
HCSC’s RBC level has decreased by approximately 38% in 2014 and 2015, which 
reflects the significant losses that their five state Blue plans have experienced in 
their ACA markets. So while the level of RBC is currently healthy, the direction of 
that level is concerning and needs to be addressed prior to the need for drastic 
action. Additionally, the Commissioner’s notice implied that HCSC’s RBC level 
was excessive, but by comparing it to all of the other health insurers in the 
country, I showed that it was only slightly higher than the median RBC score of 
all health insurers as of 12/31/15.  
 
HCSC’s RBC level of 766% is an aggregate RBC level across all of HCSC’s 
business. While BCBSMT does not report its own RBC level, I made a high-level 
approximation of BCBSMT’s approximate RBC level as of 12/31/2015 of 330% to 
400%. While The CSI’s consulting actuary did not find my calculation to be 
appropriate given the available data, I strongly believe that my general point is 
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valid. Using HCSC’s aggregate RBC level to determine that BCBSMT’s 
contribution to surplus level is misleading as BCBSMT’s actual stand-alone RBC 
ratio would probably be significantly lower than the 766% being used by the CSI.  
 
The CSI’s consulting actuary also mentioned that BCBSMT’s post-tax contribution 
to surplus margin of 4.9% is higher than the median of 3% across all insurers 
offering Individual ACA coverage in Montana in 2017. However, as she also 
notes, only one-third of the 4.9% can be strictly considered a contribution to 
surplus; the other two-thirds is a statistical risk margin which I will address below. 
Therefore, BCBSMT’s true post-tax contribution to surplus margin is only 1.6%, 
significantly lower than the median figure cited and safely less than 1.9% 
threshold used in the heavily regulated commonwealth of Massachusetts 
mentioned by the CSI’s consulting actuary. 
 
Finally, the CSI’s consulting actuary’s objection to the statistical risk margin of 4% 
included in the pre-tax contribution to surplus is similar to her issue with the PAD 
included in the pricing trends, i.e., that the complexity of BCBSMT’s rate 
development means that fewer margins should be used to avoid redundancy. I 
addressed her concern directly in my response to her trend PAD argument, so I 
will not replicate it here. However, I will add one more point. There is an implicit 
assumption in the CSI’s consulting actuary’s argument that the other insurers are 
not including risk margins in their rate development, or that the only margins 
they included are in their contribution to surplus margins. I believe that those 
insurers are either including implicit margins in other pricing assumptions they 
used to develop their 2017 Individual ACA rates, or that they have not included 
sufficient risk margins in their rates to protect against adverse results which, 
unfortunately, have been all too common in the ACA market. If the former is the 
case, that means that BCBSMT is being penalized for being transparent. If my 
latter assertion is true, then BCBSMT is being penalized for appropriately rating for 
the high level of risk inherent in the ACA market. 
 
Expected 2017 Risk Adjustment Program Position 
The CSI’s consulting actuary finds that BCBSMT’s 2017 Individual ACA projected 
risk adjustment position, i.e., that BCBSMT expects to pay risk adjustments to 
other insurers offering Individual ACA coverage in Montana in 2017, to be 
unreasonable. Her evidence is that BCBSMT 2017 rate increases, especially in the 
bronze metal tier, will drive healthier risks away from BCBSMT to other carriers, 
and lead to BCBSMT being the receiver of risk adjustment payments from other 
insurers. 
 
While the CSI’s consulting actuary’s reasoning is somewhat logical, it is too 
simplistic. In fact, recent history provides a counter-factual to her argument. In 
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2015, BCBSMT offered plans in the bronze, silver, and gold tiers that had rates 
that were significantly higher (i.e., 15% to 25% greater) than the lowest rate 
offered by its competitors, yet BCBSMT still ended up with better risk than the 
average risk in Individual ACA market and, as a result, was required to pay 
almost $5 million in risk adjustment payments to other insurers. BCBSMT’s risk 
adjustment analysis appropriately assumes that there are other drivers of 
member risk selection than just relative rate levels. For example, the availability 
of network providers close to a member’s home or work location often impacts 
a member’s plan selection. Also, the long-term, hard-earned reputation of 
BCBSMT in the Montana insurance market means more to many members than 
lower rates. Finally, the availability of premium and cost sharing subsidies to a 
sizable number of members greatly reduces the impact of rate differentials 
between plans. BCBSMT included all of these factors in developing its expected 
risk adjustment position, which seems reasonable given historical results.  
 
Additionally, as I pointed out in my original letter to Commissioner Lindeen, a 
decrease in the expected risk adjustment payments made by BCBSMT would 
need to be offset by an increase in premium to account for the higher relative 
morbidity of BCBSMT’s 2017 Individual ACA business. This is because the higher 
the relative risk, the lower risk adjustment payments made by the insurer (or, if 
the insurer’s relative risk is higher than the market average risk, the insurer will 
receive risk adjustment payments from other insurers in the market).  
 
Summary 
BCBSMT’s 2017 Individual ACA average rate increase of 58.4% is reasonable 
given the insufficiency of its 2016 rates, the realistic pricing assumptions based 
on historical results, the level of the losses that its ACA business has experience 
since 2014, and the use of risk margins to protect against unexpected risks in the 
immature and volatile Montana Individual ACA market.  
 
I want to address two assertions made by the CSI’s consulting actuary in the 
summary section of her response to my letter. First, the CSI’s consulting actuary 
states that it is inappropriate for an insurer to develop rates to recoup past 
losses. I wholeheartedly agree with this, but I find the implication that BCBSMT’s 
2017 Individual ACA rates include margins for the purpose of recouping past 
losses troubling. My review of BCBSMT’s 2017 Individual ACA rate development 
found no evidence that the margins included were for the purpose of 
recouping past losses. The opposite, in fact, is true, as the rates are sufficient only 
to cover expected costs in 2017, along with margins that are meant to protect 
against the very real possibility of additional losses driven by market volatility for 
a company that has already lost more than $100 million offering coverage in this 
market. The reality is that the contribution to surplus and statistical risk margins 
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included in BCBSMT’s 2017 Individual ACA rates are way too low to make much 
of a dent in past losses. Even if BCBSMT realized the full amount of the post-tax 
combined contribution to surplus and statistical risk margin in 2017, this would 
equate to approximately a $12 million gain in 2017. At that pace, it would take 
BCBSMT almost nine years to recoup the almost $110 million it lost in it Individual 
ACA business in 2014 and 2015. Since insurers tend to lose money even in stable 
insurance markets every three to five years, it is highly unlikely that BCBSMT 
would ever recoup the money it lost in the Montana Individual ACA market in 
2014 and 2015.  And as already noted, BCBSMT’s use of both trend miss PAD and 
statistical risk margins is not for recouping past losses, is appropriate given the 
level of risk in the market, and is common practice among health pricing 
actuaries. 
 
The CSI’s consulting actuary ends her response by saying that BCBSMT should 
not try to make a full correction to its insufficient 2016 rates in 2017. Instead she 
suggests that BCBSMT “take a long term strategic approach which can provide 
for a more stable market, more affordable products, and instill policyholder 
confidence.” I find the CSI’s consulting actuary suggestion unacceptable for 
two reasons. First, by not pricing its plans to a rate level sufficient to cover 
expected costs in 2017, BCBSMT will continue to lose money in the ACA market. 
Losing money is not a long-term strategy for a stable market. In fact, businesses 
that have any sense of self-preservation, will only absorb losses for a short period 
of time. Businesses that are losing money will either increase their prices, lower 
their costs (very difficult to do in the health insurance market), or reduce their 
market footprint. Additionally, pricing at a loss in 2017 does not negate BCBSMT’s 
need to get its rates to an adequate level at some point in future. Instead it just 
moves the problem another year into the future. Therefore, since BCBSMT’s rates 
are too low in 2017, they will need a large rate increase in 2018 to correct for this 
fact. How stable will the market be if every year the largest insurer in the market 
submits rate increases of 20% or more? The proper course of action is for BCBSMT 
to get the rates it needs as soon as possible. That action will lead to a more 
stable ACA market in Montana.  
 
Joe Slater, FSA, MAAA, is a Senior Consulting actuary with Axene Health Partners 
out of their Murrieta, CA office. Joe has over 17 years of health actuarial 
experience working for insurance companies and consulting firms. Joe’s recent 
professional efforts have focused on ACA rate filings and rate reviews. As a 
health actuary and a member of the American Academy of Actuaries in good 
standing. Joe meets the qualification standards to issue statements of actuarial 
opinion such as this. 
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