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Mr. Christopher F. Koller

Health Insurance Commissioner

Office of the Health Insurance Commissioner
1511 Pontiac Avenue, Building 69, First Floor
Cranston, Rhode Island 02920

Dear Commissioner Koller,

Enclosed please find the rate filing for UnitedHealthcare for small employer and large employer
rates effective January 1, 2012. The filing represents our actuarially based projection of the
impact of increasing health care cost and utilization trends on health insurance premiums.

Please note that the increases submitted in this filing reflect not only our current trends but also
the impact of a reduction in the rates we filed last year and the temporary withdrawal of our rate
filing that you requested in 2009. The impact of these reductions to actuarially sound rate
requests has a cumulative effect over time and will continue to adversely affect our ability to
control premium costs in the future.

Medical and Pharmacy costs continue to grow at a pace significantly higher than the rate of
inflation. Our combined medical and pharmacy trend for small employers is 12.2% percent and
for large employers 12.9% percent. Similar to the hospital trends, price increases are the leading
cause for the increase in pharmacy trends as well.

We recognize that health care premium increases continue to make it difficult for employers,
employees and their families to afford coverage. The affordability of health care coverage is our
primary focus as we continue to develop products and programs that meet our members’ needs.
As you know, over the past several years, we have implemented a number of innovative
initiatives to contain rising health care costs such as our Premium Designation program,
physician reimbursement programs that reward providers who demonstrate improvement in
quality and efficiency measures, and our original pilot of the Patient Centered Medical Home.
We continue to work with our partnering hospitals to reduce unnecessary lengths of stay, provide
timely and appropriate levels of care, and collaborate with physicians and patients on appropriate
discharge planning to reduce otherwise avoidable readmissions.

We also continue to have discussions and have reached a number of agreements with facilities
around innovative payment programs to address issues of improved quality and to lower the cost
of care provided. Negotiations with our State’s 13 hospitals are critical to help reduce cost
increases while assuring appropriate quality care for our members. However, we continue to see




hospitals request reimbursement increases well above the rate of medical inflation and we will
need to continue to negotiate with the hospitals to achieve reimbursement rate increases in single
digits. We must also continue to work towards new agreements that base reimbursement on the
quality and efficiency of the services provided rather than disproportionate reimbursement based
on market power or cost shifting to balance shortfalls from government program reimbursement.

We must balance the support of our hospitals’ viability with products that are affordable for our
customers and their employees. Added into the equation are the escalation of costs attributable
to physicians, radiology, medical device manufacturers and pharmaceuticals,

In addition to the foregoing initiatives that we have undertaken on our own, we have continued
to voluntarily support your Office’s affordability initiatives, namely the expansion of the
Medical Home pilot, yearly 1% increases in primary care spend, provider incentives to adopt
electronic medical records capabilities and implementation of new reimbursement methodologies
and hospital contract terms promoting quality and cost-effective medical services to our
members. As we have previously demonstrated to you and your staff, we have met all conditions
and thresholds for these initiatives in the past year, We would therefore expect that due credit
will be given to our participation in these initiatives during the current rate and trend review
process.

As we file our premium rates with your Office, all of these factors are considered and weighed.
We believe that our submission accurately reflects the expected medical trends and takes into
consideration the cost containment initiatives described above.

The challenge of increasing health care costs will not be solved by simply limiting health plan
premium rate requests. Sustainable cost containment must address the underlying medical costs

that are driving these premium increases.

We will continue to bring innovative solutions to address increasing health care costs and look
forward to working with you and other stakeholders in these discussions.

Sincerely,

Stephen J. Farrell
Chief Executive Officer
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Adrienne-jo F. Evans FLMI, AIE, AIRC
Health Insurance Analyst

State of Rhode Island

Department of Business Regulation
Insurance Division

223 Richmond Street

Suite 223

Providence, RT 02903-4233

Re: Annual Small and Large Employer Rate Factor Filings — January 1, 2012
UnitedHealthcare of New England, Inc. and United HealthCare Insurance Company

Dear Ms. Evans,

The purpose of this letter is to provide you with the Annual Small and Large Employer Rate Factor Filings as
required by the Section 12 of Regulation 11, the Small Employer Health Insurance Availability Regulation.

The following documents are included in the filing:

- Rate factor template for large group and small employer groups
- Actuarial Certification

- Actuarial Memorandums

- Small group rate manual

- Large group rate manual

- Explanation of medical trend development process

- Completed Provider Plan Contracting Survey

- Completed Resources for Health Systems Improvement Survey
- Completed Administrative Costs Survey

A filing fee of $100 will be submitted by an electronic funds transfer transaction via SERFF.
Should you have any questions or need additional information, please contact me at (203) 459-6424.

Sihcerely,
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Elvira Tananykin
Assistant Pricing Director

cc: David H. Hoesly, ASA, MAAA
Charles C. DeWeese, FSA, MAAA




UnitedHealthcare of New England, Inc. and United HealthCare Insurance Company
Small and Large Group Trend Filings — January 1, 2012

United Healthcare Medical Expense Forecasting
Process Overview & Considerations

United develops forward-looking medical expense estimates based on a number of
considerations. In general, recent/emerging claims experience is reviewed at the market
level for several broad medical expense categories (inpatient, professional, pharmacy,
etc.), with utilization, unit cost, benefit leveraging, and business mix identified for each
category. Future trends are developed based on a projection of each component.

Utilization rates by category are measured and projected net of business mix (employer
mix, benefit mix, demographic mix, etc.). Forward looking utilization levels are
developed based on emerging market level data, supplemented by regional and/or
national level utilization data. Macro-economic data is often used to develop assumptions
regarding directional changes in national health care consumption rates.

Market-level unit cost projections are developed based on evaluations of current and
anticipated provider contract economics, as well as consideration to both current and
expected changes in non-contracted provider cost exposure. Unit cost projections also
consider the estimated cost impact of new technologies, service availability/mandates, or
other factors that might influence mix of procedures.

In addition, market-level healthcare affordability activities that are expected to impact
forward-looking medical costs are recognized. Depending on the nature of individual
initiatives, the impact may be recognized in one or more of the component cost items
discussed above. Only incremental activities are recognized for this purpose in the
expected trend impact for any particular period.

Business mix changes that influence medical cost trends are also reviewed and projected,
with appropriate input from sales and underwriting staff. These factors include changing
mix of employer groups, mix of benefits, and demographic changes. For the purposes of
developing premium pricing trend projections, the component of trend attributable to
business mix is excluded.
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UHCNE Small and Large Group Rate Factor Filings: Administrative Costs

1. Below shows 2010-2012 admin costs. We included 2011 so that the year over year change can be shown. Note that 2012
reflects the lower management fee agreement that was submitted to DBR for approval.

2010 20100 2011 201 2012 201220112012 % | 201172012 %
Change Change
SGpmpm| LG pmpm| SGpmpm | LGpmpm | SGpmpm | LG pmpm SG LG
Total Estimated MM's 37833 139432 30,547 100,799 248001 1089001  -19% 8%
Total Estimated Premium (PMPM) § 306200 § 35049 § 37285 §  3r4d6| §  42692| § 44972  15% 20%
Total General Admin Expense (PMPM) (incl CAE and 62.71 58.00 7210 68.33 60.20 582 7% 4%
CCE)
Total Cost Containment (PMPM) 3.0 3.06 3.20 3.26 3.66 392 15% 2%
Total Other Claim Adjustment Expense 3.84 3.84 4.02 N 461 493 15% 20%
Breakdown of total administrative costs ($ pmpm) - Includes CAE and CCE
a. Payroll and benefits 2387 2347 2498 25.09 13.82 1456  -45% -42%
b, Outsourced Services
(EDP, claims efc.) 541 532 5.66) 5.69 343 3301 45% -42%
¢ Auditing and consulting 3.38 243 404 4.05 407 5.15 1% 27%
d. Commissions 9.90 746 13.05 11.98 14.94 1439 15% 20%
e. Marketing and Advertising 173 1.70 1.81 1.82 1.00 106 -45% -42%
f. Legal Expenses 0.31 0.31 0.33 0.33 0.18 019  -45% 42%
g. Taxes, Licenses and Fees (excl P. Tax) 219 218 2.32 233 1.28 13651 45% -42%
g.  Premium tax
6.90 7.07 7.46 7.49 8.54 8.99 15% 20%
h. Reimbursements by Uninsured Plans
0.00 0.00 0.00 0.00 0.0 0.00
i, Other Admin Expenses 9.01 8.05 1245 9.39 12.51 9.83 0% 5%
2.

Admin cost request 042010




UHCNE Fully Insured Commercial Administrative Cost History
2006 2007 2008 2009 2010

Total Premiums 251,326,900 | 218,459,198 | 181,049,532 | 120,002,265 | 62,345,524

Total General Administrative Expense 34,733,139 | 31,171,890 | 25,694,191 17.411,554] 10,459,197

Total Admin Exp. Ratio 16.21%) 16.60% 16.36% 17.07% 17.07%

Total Fully Insured Member Months 799,482 677,015 532,154 344,330 177,265

Total Administrative Expense ($PMPM) 50.97 53.57 55.66 59.50 59.00

Breakdown of administrative costs ($ pmpm)
a. Payroll and benefits 21.36 18.91 19.96 1214 23.56
b.  Outsourced Services (EDP, claims etc.) 1.47] 0.15 0.02 10.99 5.34
¢. Auditing and consulting 0.61 2.081 3.09 1.99 2.64
d.  Commissions 8.25 8.17 8.92 8.56 7.98
e. Marketing and Advertising 1.31 3.78 1.33} 0.99 1.71
f. Legal Expenses 0.06 0.21 0.13 0.12 0.31
g. Taxes, Licenses and Fees 342 5.58 574 7.76 9.21
h.  Reimbursements by Uninsured Plans 0 0 0 0 0
i.  Other Admin Expenses 6.97 7.18 9.1 8.04 8.25
Cost Containment Expense 0.86 0.98 0.43 1.84 3.06
Other Claims Adjustment Expense 6.66 6.55 6.94 7.09 3.84
Total Self Insurend Member Months for all affiliated companies 1,173,628] 1,065,197 1,061,701 970,917 950,426
doing business in RI

Note: Methodology of allocating costs within management fee changed in 2010.

3. At the request of OHIC’s Health Insurance Advisory Council, please provide brief answers to the

following questions

e In general and net of new taxes and fees, why should the rate of increase in Health Plan
administrative costs exceed the general inflation rate?
Premium tax will exceed inflation since it is based on a percent of premium.

Under the new management fee agreement, costs will be billed to UHCNE as they

are incurred.

e What percentage of administrative costs does your organization consider fixed for the

next five years? Provide detail by expense categories.
The membership in RI is serviced on a national platform and is a small percentage
of the total national membership. Costs vary and most RI expenses are considered

to be variable to RI expenses.
e What administrative services are used by fully insured members that are not used by

self-insured clients (e.g. broker commissions) and what are the estimated total costs

($pmpm) for those services?

2% premium tax is not used by self insured customers.

Admin cost request 042010




e What does your plan use as its pmpm benchmarks or price points for commercial
insurance administrative costs and why?
UHCNE is under a management fee agreement and expenses are recorded based
on these terms.

Admin cost request 042010




UnitedHealthcare: Resources for Health System Improvements - Survey

OHIC Regulation Two lists standards to be used by the Health Insurance
Commissioner for the assessment of the conduct of Health Plans for their efforts
aimed at Improving the Efficiency and Quality of Health Care Delivery and
Increasing Access to Health Care Services. The standards include the following plan
activities:

1. Directing resources, including financial contributions, toward system-wide
improvements in the state’s health care system related to quality, access and
efficiency, including providing support to local collaborative, organizations and
initiatives that promote these three goals.

2. Participating in the development and implementation of public policy issues
related to health.

To assist the Commissioner in this assessment, as part the rate factor filing process,
please itemize and quantify your organization’s contributions of finances and other

material assets to these efforts in Rhode Island in calendar year 2010 in the

following tablel,

System-wide
improvement
activity

Brief description of activity
and how it promotes health
care system quality, access or
efficiency

Value 0of 2010 Plan
contributions

Chronic Care

All payer state initiative for

$471,900, National team

sustainability primary care support of medical | input, local employee
initiative home participation in steering
group and technical
assistance
Collaborative to improve ICU $140,000
ICU Collaborative care in local hospitals
Bonus program paid to primary | $213,812

EMR care physicians, Caretracker
program
RIHIE Collaborative to build statewide | $285,000, national and

HIE

local employee
participation

Statewide initiative to improve

$70,000, CEO on board

" The contributions can be to any entity other than a provider to improve medical and prevention
services for all Rhode Islanders and to promote a coherent, integrated and efficient statewide

healthcare system.




System-wide Brief description of activity Value of 2010 Plan
improvement and how it promotes health contributions
activity care system quality, access or

efficiency ‘
RIQI Quality of healthcare in RI and finance committee
Department of Quarterly briefing on public CMO Participation
Health Medical health issues

Directors’ meeting

RI Foundation

Primary Care Loan Forgiveness
Program

$250,000

Closing the
Addiction
Treatment Gap
Coalition

Monthly Participation

Local employees

RI Task Force on
Prematurity

Women and Infants Foundation

Executive Director
participation on task force
and contribution of $1,500

March of Dimes

Support of improving the health
of premature babies

$17,500

Quality Partners

Efforts to promote healthcare
improvement

Medical director on board

Physician Practice
Rewards Program

Provide monetary incentives to
physicians who meet benchmark
quality and efficiency standard

$124,000

RI Island Parent
Information
Network

Annual Conference

Local employees, $5,000

Peer Navigator

RI Hospital Clinic (new state
contract)

$50,000

Providence Center

Annual Fundraising Event

Participated with local
employees and gave
$1,500 contribution

UBH

Hosted 4 quarterly provider
forums

Local and national
employees

RI Kids Count

Coalition to maintain/expand
health insurance for kids

Advisory board member,
$4,500

Woman and Infants | Conference to increase health $750
Latina Conference | awareness for Latina women

RI Parent RIPIN provides support for $1,375
Information advocacy for families with

Network children with special care needs

Women's Health
Council

State-wide committee
coordinating women's health
improvement projects

Staff participation in 2
quarterly meetings

Chlamydia

Lead coordination of

Staff time




System-wide Brief description of activity Value 0of 2010 Plan
improvement and how it promotes health contributions
activity care system quality, access or

efficiency
screening improvement project across

state agencies and health plans




United HealthCare of New England, Inc.
United HealthCare Insurance Company

Rhode Island Small Group Trend Filing
Rate Changes Effective 1/1/2012

Actuarial Memorandum

This Actuarial Memorandum describes the analysis done in support of the small employer rates to be
charged effective January 1, 2012 and how the factors contained in small employer template will be
used in the rating.

The following items identify the elements of the rates that we are changing since our last update.

We have used United's standard Small Business Base Rate Review process. This process compares
current manual premium rates to the needed revenue. [t is an automated and standardized process
used across all legacy UHC markets to test the adequacy of the current manual rates and to
determine if a pricing adjustment to manual rates is required. Pages 3 and 4 of the Small Group Rate
Manual provide an exhibit and the description of the Small Group Base Rate Review methodology.
Using this process, we determined that the January 1, 2012 base rates for Small Group need to be
increased by 6.1%. The rates for all subsequent months will be trended by 1/12 of the 2012 proposed
12.5% medical and 11.0% pharmacy pricing trends reflected on the Small Group template. An
explanation of the trend development support trend template is included in this filing.

Retention, for Small Groups, has been updated for both, United HealthCare Insurance Company and
United HealthCare of New England. Attachment 2 of the Small Group Rate Manual illustrates the
revision and the components of trend that are administrative expenses, profit and commissions
specifically for Small Group.




OHIC - April 2011
Large and Small Group Rate Factor Review
Survey: Provider Contracting Practices.

Background

The Health Insurance Advisory Council of the Office of the Health Insurance
Commissioner has promulgated Affordability Standards for Commercial Health Insurers
in Rhode Island:

Health plans will improve the affordability of health care in Rhode Island by focusing
their efforts upon provider payment reform, beginning with primary care.
Achievement of this goal will not add to overall medical spend in the short-term, and
is expected to produce savings thereafter. Specific areas of focus in support of this
goal are as follows:

2.
3.
4.

Expand and improve the primary care infrastructure in the state -- with
limitations on ability to pass on cost in premiums

Spread Adoption of the “Chronic Care Model” Medical Home
Standardize electronic medical record (EMR) incentives

Work toward comprehensive payment reform across the delivery system

To support standard four, OHIC has issued in connection with its review of 2010
large and small group rate factors six conditions for health insurer contracts with
hospitals in Rhode Island, to be implemented by health insurers upon contract execution,
renewal or extension (see OHIC’s July 2010 Rate Factor Decision — Additional
Conditions, for the complete text of the conditions):

1.

Utilize unit of service payment methodologies for both inpatient and hospital
outpatient services that realign payment to provide incentives for efficient use of
health services, and are derived from nationally utilized payment practices other
than fee for service.

Limit average annual effective rates of price increase for both inpatient and
outpatient services to a weighted amount equal to or less than the Centers for
Medicare and Medicaid Services (CMS) National Prospective Payment
System Hospital Input Price Index (“Index”), for all contractual and optional
years covered by the contract

Provide the opportunity for hospitals to increase their total annual revenue for
commercially insured enrollment under the contract by at least additional two
percentage points over the previous contract year by improving or attaining
mutually agreed-to performance levels for no less than three nationally-
accepted clinical quality, service quality or efficiency-based measures.
Include terms that define the parties’ mutual obligations for greater administrative
efficiencies,

Include terms that promote and measure improved clinical communications
between the hospital and each patient/member’s designated primary care
physician, specialist physicians, long term care facility, or other providers.




OHIC - April 2011
Survey: Provider Contracting Practices (cont'd)

6. Include terms that explicitly relinquish the right of either party to contest the
public release of the any and all of these five specific terms by state officials or
the participating parties to the agreement.

The purpose of this survey is to assess the pace and nature of provider payment reform in
Rhode Island, given a baseline survey last year and the Advisory Council’s Affordability
Standards, and to consider the information survey responses in connection with OHIC’s
2011 Rate Factor Decision.

Directions:
1. Please fill out all parts of survey.
2. As no providers are identified and no financial details are solicited, none of
this information will be considered proprietary or confidential.
3. Any contract excerpts provided will be summarized for review.
4. Please contact the Office of the Health Insurance Commissioner with any
questions.
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