05§ GOVERNMENT OF PUERTO RICO
%%/ OFFICE OF THE COMMISSIONER OF INSURANCE

November 16, 2012

CIRCULAR LETTER NO.: 2012-1822-AV

TO ALL DISABILITY INSURERS AND HEALTH SERVICES
ORGANIZATIONS WHO WRITE HEALTH INSURANCE IN PUERTO RICO

REVIEW OF HEALTH INSURANCE RATE INCREASES

Dear Sirs and Madams:

Under the provisions of the Patient Protection and Affordable Care Act" (PPACA),
disability insurers and health services organizations that write health insurance in
Puerto Rico have the obligation to submit to the Office of the Commissioner of
Insurance ("OCI") for review and approval, any increase of 10 percent (10%) or
more in rates, to be effective as of September 1, 2011.

In this regard we remind you that the requirement to file rates before implementing
them applies to individual and to small group contracts that are not grandfathered
plans and that the filing must be done at least sixty (60) days in advance of the
scheduled effective date.

In order to facilitate the duty assigned to this Office of reviewing rates, all insurers
and health services organizations that write health insurance in Puerto Rico must
use the instructions provided in Appendix Al of this Circular Letter to calculate rate
increases. Likewise, insurers and health services organizations must submit to this
Office all Rating Manuals and/or Underwriting Guides on or before December 20,
2012.

' Any questions related to these instructions will be discussed at the training session that will be offered for
the industry soon.
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Furthermore, insurers and health services organizations must submit to the OCI the
information requested in Appendix B of this Circular Letter, completing all of its
parts, for each of the available products.2 This information shall be submitted on a
CD without any kind of protection, using Excel 97-2003, on or before December 20,
2012,

If you have any questions regarding this circular letter, please contact the Actuarial
Division at 787-304-8686, extension 4100.

Strict compliance with the provisions of this letter is required.
Very truly yours,

SIGNED

Ramon L .Cruz- Colon, CPCU, ARe, AU
Commissioner of Insurances

2 Product is defined as heath services coverage offered in the individual or small group market to which
the insurer or health services otganization assigns a commercial name and a unique identification
number, whose rates are determined by using mathematical and actuarial methodologies.



ANEJO A

Rate Increase Calculation for Comparison to the 10% Threshold

The rate increase for threshold comparison is calculated across all contract options.  Contract options
may include differing cost-sharing levels and/or riders. A contract is the smallest level of aggregation
for which a carrier would submit a preliminary justification. In determining the threshold rate increase,
the proposed increase must be combined with any previous increases during the one-year time period
ending on the effective date of the proposed rate increase for any contract.

When all rates are increased on one date in the year, the average rate increase is calculated by
determining the total premium for all current members using the new rates and using the current rates.
Since the rate increase should not consider the impact of ages increasing in the year, the current ages
should be used in calculating the premium one year earlier. If premium rates are determined for new
business and renewal premiums using a rate manual applied consistently to all individuals or small
groups and the rate manual is modified once a year, the same methodology can be used if renewal rates
are increased on renewal dates that differ throughout the year consistently from one year to the next.
That is if 1/12 of the annual rate increase is implemented every month in both the base year® and
projection year?, the same methodology can be used.

When rates are increased on other than an annual basis and multiple increases® are applied in a year, the
carrier must perform a separate threshold rate test for each increase effective date . The average annual
rate increase can easily be calculated as the total projected premium for all current members at the new
rates compared to the total premium for the same members using the rates in effective one year prior.
The average rate increase for this rate increase compared to rates prior to the increase can easily be
calculated as the total projected premium for all current members ($2,056,660 in the example below)
compared to the total premium for the same members using the rates in effective one prior to the
proposed effective date ($1,921,580 in the example below).

Example of calculating an annual rate increase: Carrier X has a base rate for a small group contract and
applies factors for contract type (employee only, employee and spouse, employee and child(ren), and
family), age, and geographic area. Carrier X is increasing the base rates. To calculate the annual rate
increase Carrier X can simply divide the new projected annual premium by the annual premium using
base rates for each option in effect one year ago and the current population and then subtract 1.

Option Last Last Proposed Projected

3 The base year is the experience used as the basis of the rate development

4 The projection year is the period of time that rates are being estimate for starting with the proposed effective date

$ Multiple increases occur when rate increases are more frequent than annual, such as monthly or quarterly rate increases
and result in the need to calculate the effect of all combined increases. The methodology explained here does that.
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Year's Year's Base Annual
Annual Base Rate Premium
Members Premium’® Rate

A 208 $588,050 $235.22 $251.35  $628,375
B 167 $485,740  $242.87 $264.34  $528,680
C 125 $401,340 $267.56 $281.74  $422,610
D 83 $285480 $28548 $30276  $302,760
E 42 $160,970 $321.94 $34847  $174,235
Total 625 $1,921,580 $2,056,660

The formula is $2,056,660/$1,921,580-1 or 7%.

HHS Guidance

The secion on pages 911 of the Rate Review Instructons  Manual
(http:/ / cciio.cms.gov/resources/ files/issue_manual_updated 091411.pdf) (copied below) provides
further explanation of the calculation of the rate increase percentage for comparison to the rate review
threshold.

3.1.2 Calculation of the “Subject to Review” Threshold

The Rate Review Regulation states that in the first year of the rate review program (September 1, 2011
through August 31, 2012), a rate increase exceeds the subject to review threshold if the average rate
increase for enrollees is at or above 10%.

Issuers must identify and report on “subject to review”7 rate increases at the contract level.

This process is intended to measure changes in the underlying rate structure, not changes resulting from
the application of previously approved elements of premium such as aging, moves across different
geographic rating zones, population changes, benefit changes, or even changes in the employer
contribution for small group resulting in a change in the employee’s contribution for coverage. Of course,
a filing that proposes a change in the factors underlying such elements as aging, geography, or benefits
would be considered a rate change and would be studied as part of the rate filing.

If an increase is implemented within 12 months of a previous increase the combined effect of the two
increases will be considered. Thus, the threshold test that determines whether an increase is subject to
review would include the combined effect of any increases implemented within a year of the increase
being considered. The frame of reference is the effective date of any increase.

If an increase does not trigger the threshold and become subject to review, a later increase will not cause
that filing to change status and become subject to review should their combined effect trigger the
threshold.®

¢ The premium for the same contract holders using rates in effect 1 year prior to the proposed effective date for the new
rates.

7 Over 10% annually

8 This is saying that if a rate increase in less than 10%, it will not become subject to review if a later increase causes the
combined annual increase to exceed 10%. Note, that the second increase will be subject to review since the two combined
are more than 10%.



When only the combined effect of two increases triggers the threshold, then only the later filing for the
incremental increase would become subject to review. The earlier filing will not retroactively be made
subject to review, it can only become so when tested at the time it is filed (or for States that do not requires
an increase to be filed, when first implemented).

Examples:
1) If there was a simple 12% increase effective on January 1, the threshold test would be triggered as
this exceeds the 10% threshold.

2) If there was a simple 8% increase effective on January 1, the threshold test would not be triggered
as this does not meet or exceed the 10% threshold.

3) If there were already a simple 8% increase effective January 1, and there was a second 4% increase
effective July 1 added to the same contract, then, using the annual window and the point of
reference of the effective date of the 8% increase January, 1 the combined increase!® for one year
would be 12% which exceeds the 10% threshold and makes the increase subject to review.

If these increases were filed separately the first 8% increase would not trigger the threshold and it
would not become subject to review. The second increase however would trigger the threshold
and become subject to review since it is really part of a combined increase (two increases
implemented within one year).

4) If there was a 6% increase implemented semi-annually beginning January 1, this would trigger the
threshold since the annual increase is a combined increase comprised of two 6% pieces, or 12%. If
the first 6% increase (January) was filed separately from the second (July) the first 6% increase
would not trigger the 10% threshold in and of itself. The second semi-annual increase when
combined with the first 6% increase would result in a combined 12% average annual increase and
trigger the threshold from the point of reference of the effective date of the second increase.

In the case of rolling periodic increases!!, each set of increase, or combined increase would be examined
from within the one year window period measured from the effective date of each increase. Thus, in the
case of quarterly increases implemented effective January 1, and quarterly thereafter, each quarter the
combined four quarter increase spanning the annual period ending on the effective increase date would
be tested against the 10% threshold. If the threshold rate increase meets or exceeds the threshold value
then the combined increase would trigger reporting. If it does not meet or exceed the threshold increase it
would not be subject to review. Thus, a 2.5% combined quarterly increase would equal a 10% annual
increase and trigger the threshold using the frame of reference of the fourth such quarterly increase.

A 10% increase applied to monthly cohorts upon renewal would represent an average 10% increase in the
threshold test and trigger the threshold.

9 This is further explanation of the situation described in the prior footnote.

10 The combined increase is the combination of the 8% increase and the 4% increase. This is the amount that will be
calculated by dividing the total projected premium and the premium for the same members using rates in effect one year
prior to the proposed effective date.

11 A rolling increase is a pre-determined series of increases typically taking place monthly or quarterly affecting new
contract options or contract options renewing in the period.



In the case of any set of combined increases!? considered together, if any threshold rate increase value
exceeds 10% the set of increases would be subject to review.

12 This would be a situation with a set of increases (like the rolling increases described) that are filed as one rate increase.



ANEJO B

Puerto Rico Benefits Map Instructions

The Benefits Map spreadsheet should be filled out for each product and for each deductible and copay
combination. If benefits change, a new Benefits Map should be provided to the OCI using the updated benefits
and a Benefits Map for the benefits that are no longer being offered should be provided to the OCI with the
termination date indicated.

When the initial Benefits Map(s) for a product are submitted they should include the financial experience for
the prior calendar year. Financial experience includes:

1) Member months covered in the prior year;

2) Earned premium in the prior year;

3) Allowed claims cost in the prior year;

4) Incurred claims in the prior year; and

5) Cost sharing paid by the members in the prior year (this amount should be the difference between the
allowed claims cost and the incurred claims cost).

For product name include the common name of the product, such as $1,000 deductible Choice Plan. If the
deductible option also includes copayment alternatives, indicate the alternatives included in the Benefits Map.

When completing the Benefits Map some items may not apply, such as coinsurance. For each item that does
not apply use the following amounts:

1) Deductible - $0

2) Maximum out-of-pocket (OOP) — blank
3) Copay - $0

4) Maximum days — blank

5) Maximum services — blank

6) Maximum benefit dollars — blank

7) Coinsurance - 0%

If a product has cost sharing for a service that is not specifically listed, the cost sharing and service area should
be included in the email or letter accompanying the Benefits Map.
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