
Introduction
One of the primary responsibilities of health plans, like Aetna, Cigna and UnitedHealth Group, is to remain 
financially viable in order to meet its financial and legal obligations to members, plan sponsors, providers and 
employees. In many cases the reason a health plan suffers financial losses is that the premium rates charged 
for its insured business are simply too low. 
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This may happen if the actuary underesti mated costs during the rate-making process, but it may also 
happen if management made a business decision to lower rates in an att empt to sell more business.  Of 
course, there is also a possibility that state regulators will deny a requested rate increase.  

In additi on to its fi nancial and legal obligati ons, a health plan has a moral obligati on to make sure that 
members have reasonable access to quality health care by keeping costs as low as possible, providing 
a reasonable level of benefi ts and providing quality customer service.  Failure to meet these moral 
obligati ons may have fi nancial implicati ons.  Member dissati sfacti on may result in many members leaving 
the health plan, leaving the health plan without enough members to support the infrastructure.

Although health plans generally maintain several blocks of business, in this arti cle, we will focus on the 
commercial insured block of business sold to individuals and groups since this block generally has the 
most fi nancial impact.  Also, health plans generally follow similar business practi ces for each block of 
business it manages.

Manual Rates
Health plans use manual rates to determine premium rates for individual health plans and small 
employer groups.  Manual rates represent the health plan’s expected overall experience for the eff ecti ve 
period, adjusted for policy-specifi c rati ng factors like benefi t plan, area, and age-gender.  Manual rates 
are developed in three phases: an analyti cal phase, a business decision phase, and a regulatory oversight 
phase.

During the analyti cal phase, the actuary starts by projecti ng past claims experience for the health plan to 
the future rati ng period.  The projecti on usually refl ects adjustments for:

• External factors like changes in clinical practi ce and in the economy
• Benefi t, care management and other structural changes
• New legislati on
• Price increases
• Fluctuati ons in experience due to large claims
• Changes in the disease burden for the risk pool that will not be refl ected through other rati ng

adjustments

Although each of these adjustments require considerable skill and care, the most diffi  cult part of the 
process is oft en esti mati ng the expected change in disease burden.  Unpredictable changes in the 
disease burden are oft en the result of adverse selecti on. Typically, adverse selecti on occurs when a 
member enrolls in a plan, incurs a high number of claims, then drops coverage or moves to another 
health plan.  Adverse selecti on may also occur if the rates favor one group over another.  For example, 
if the rates are structured so that younger members subsidize older members, younger members may 
leave the health plan.  If that occurs, the rates for the older members will be insuffi  cient.
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The actuary performs numerous tests during the rate development process to make sure the rates are 
indeed a best esti mate, including comparing actual results to expected results in prior projecti ons and 
explaining the variances.  The test results are used to improve the projecti on process going forward.

A similar process is used to determine the expense porti on of the premium, except that the underlying 
analysis is oft en based on the budget.  The fi nal premium is the projected claims, the projected 
expenses, and a provision for adverse deviati on (PAD).  PADs are usually expressed as a percent of 
premium.  By law, the expense porti on of the premium must meet loss rati o requirements.  

The fi nal decision as to what the premium rates should be is generally made with input from senior 
management in various areas like underwriti ng, fi nance, and sales.  One of the key questi ons asked 
during this phase is how the health plans compare to rates from other companies.  If the proposed rates 
are higher than the competi ti on, then the health plan will most likely try to determine the reason for 
this.  The health plan may want to lower the premiums to be more competi ti ve.  More sophisti cated 
health plans will do additi onal testi ng at this point to determine whether or not this is a wise decision.

Once the fi nal rates are determined, the actuary must fi le the rates with the state department of 
insurance and, for plans sold on the Exchanges, with the federal government.  In the rate fi ling, the 
actuary has to att est that: 

• The rates are adequate
• The rates are not overly conservati ve
• The rates are fair
• The rates and underlying plan designs comply with all state and Federal regulati on

The degree of regulatory oversights varies considerably.  In some states, the health plans can simply fi le 
and use the rates.  In others, there is considerable scruti ny, including public hearings.

Experience Rating
If a health plan deems a group to be large enough to be fully credible, then the health plan relies solely 
on just the group’s past experience as the starti ng point for determining the premium rates.  That 
experience is adjusted in a manner similar to that used for manual rates.  In fact, the adjustment process 
and values are oft en identi cal to that used in the manual rati ng factor.  In some cases, a group may be 
considered parti ally credible, which means that the initi al premium rate is a blend of the manual rate 
and the experience-rated value.

Once the initi al rate is determined, the decision-making process is similar to the one used in determining 
with manual rates, except that the fi nal decision is made by individuals associated with the group rather 
than senior management.  Also, some policy specifi c analyti cs may be done at this phase to esti mate 
expected gains and losses.   

The health plan must fi le rates on a regular basis, but there is no regulatory oversight at the policy level.
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AHP Accountability Index and Health Plan
The Axene Health Partners Accountability Index (AAI) provides a consistent method for measuring how 
well an organizati on’s accountability mechanism meets it obligati ons as defi ned by the Triple Aim:

• Improving the pati ent experience of care (including quality and sati sfacti on)
• Improving the health of populati ons
• Reducing the per capita cost of health care

Our score for health plan rates is   79.2%, based on the following evaluati on of typical practi ces:

Most health plans have an extensive infrastructure designed to ensure that a pati ent’s experience 
is positi ve.  The infrastructure almost always includes on-line informati on about member benefi ts, 
customer service lines to answer questi ons, provider quality requirements, reporti ng, and member 
sati sfacti on surveys.  Although the infrastructure is there, members are not enti rely sati sfi ed with the 
results.  For example, according to the 2017 J.D. Power Member Health Survey1 25% of members are 
unsati sfi ed with the coordinati on among health plans and providers.  This presents considerable growth 
opportuniti es for health plans willing to invest in improving their member experience infrastructure.

Similarly, most health plans have an infrastructure in place to improve populati on health through 
educati on and direct care.  In some cases, a program may be available only to members.  For example, 
a health plan may send out reminders to its members to receive a physical, mammogram or other 
preventi ve care.   In other cases, a health plan may provide services to the local community through a 
foundati on.  Although these programs play an important role in improving the health of a populati on, 
there is considerable overlap between various eff orts both inside a health plan and between health plans 
and other populati on health providers.  We recommend health plans use the considerable data at their 
disposal to determine ways to improve the eff ecti veness of their programs and to opti mize resources.

We ranked the cost of care category higher than the other two categories because health plans not only 
have a strong rate-making infrastructure in place, but there is also considerable internal and external 
oversight.  That said, the overall cost of care is higher than most policy holders want to pay.  More 
sophisti cated health plans regularly review opportuniti es for lowering cost using methods like the AHP’s 
24 Lever model2.  One note.  It is not only the overall cost level of health care that creates a problem 
for members, but also the year over year increases which may put health care out of reach at least for 
a while.  Again, we recommend that health plans improve their analyti cal capabiliti es in an eff ort to 
minimize unnecessary swings.

Triple Aim Category Weight Rati ng Descripti on

Pati ent Experience 0.333 75.0% The next step is to accept ownership and responsibility

Populati on Health 0.333 75.0% The next step is to accept ownership and responsibility

Cost of Care 0.334 87.5% Apply known soluti ons to predicti ve tasks and challenges

Overall 1.000 79.2%
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Conclusions
Although health plans are generally well-run, there are sti ll considerable opportuniti es to grow the 
bott om line, reduce the cost of care, and improve the pati ent experience.  To some extent this can 
be done through on-going reviews of the process underlying the health plans infrastructure.  More 
importantly, health plans have considerable data that can be mined to address key issues.

1http://www.jdpower.com/sites/default/fi les/2017065.pdf
2http://axenehp.com/the-24-lever-model-lowering-insurance-premiums/
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