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22,

suggest that there have been multiple violations of multiple requirements during each
of the years 2003 through 2005. Based on these factors, a single penalty in the lowest
third of the statutory range, issued for all violations covered by Issue D, is
appropriate.

d) Issues F, G and H: $0
No monetary penalty

While admitting no violations of Rhode Island Law, United has agreed not to contest this
Final Order. Therefore, the penalty amounts set out above have been reduced by 10%,
for a total of sixty-seven thousand five hundred dollars $67,500. A letter reflecting
United’s decision and signed on behalf of the Commissioner and United is appended to
this Order.

R.I.G.L. 8 42-14-16 provides that the Commissioner, when he has cause to believe that a
person or entity required to be licensed under title 27 of the General Laws has violated
that title or the regulations promulgated thereunder, may require the licensee or person or
entity conducting any activities requiring licensure under title 27 to take such actions as
are necessary to comply with title 27 and/or the regulations thereunder. Therefore,
United is ordered to:

a) Submit a compliant rate manual to the Commissioner within 60 days of the date of
this Order; and

b) Provide to the Commissioner, within 60 days, a list of those affected adversely by
United’s inappropriate application of the health status adjustment set out at R.1.G.L. §
27-50-5(a)(2) accompanied by a description of the specifications used.

R.1.G.L. § 27-50-5(h)(2) requires that United file on an annual basis an actuarial
certification that certifies that the company is in compliance with R.1.G.L. § 27-50.
United is hereby notified that its actuarial certifications must comply fully with all
statutory and regulatory requirements and all written agency guidance. Commencing on
the date of this Order, United’s actuarial certifications will be subject to rejection if not
fully compliant.

Pursuant to R.1.G.L. § 27-13.1-5(d), United shall, within thirty (30) days of the issuance
of the 2006 United Examination Report and this Order, file affidavits executed by each of
its directors stating under oath that they have received a copy of the adopted report and
this Order.

Unless otherwise specified in this Order, all requirements with this Order shall be
completed within thirty (30) days of the date of this Order. United shall submit written
evidence of compliance within the thirty (30) day time frame, except where United has
already complied, as noted in this Order.

In recognition that the report is incomplete because of the lack of or unavailability of key
records, United is hereby notified that the Commissioner intends to order a limited
examination that will commence approximately six (6) months from the date of this
Order (“the Re-Examination”). The purpose of the Re-Examination will be to verify that
United has developed appropriate records and made them available to complete the



examination. The items to be reviewed as part of the Re-Examination shall include, but
not be limited to the following:

a)

b)

d)

United’s commission database included some Massachusetts data, so that the
commissions by broker may be overstated when compared to RI small employer
premiums. United indicated that it was unable to split the commission data by state
of issue of the underlying business. Although the format of the data provided was
satisfactory, the data provided must be limited to Rhode Island issued small employer
business.

The Examiners did not receive sufficiently detailed data from United to make
definitive statements about the United’s age/gender distribution. United indicated
that the age/gender factors listed for each group on the monthly renewal summaries
could not be relied on because they did not include children. This was a problem not
only for the Examiners’ modeling, but it also meant that the Examiners could not
reproduce their rates on a group-by-group basis. The age/gender factor indicated on
the monthly renewal summaries for each renewing group should be reflective of the
age/gender factor developed by United as part of the renewal rate calculation process.
Alternatively, the Examiners would be receptive to another means of obtaining this
data.

The data obtained from United included a few cases with health status adjustments
outside the +/- 10% bounds. (This issue is in addition to the one described in Issue F
above.) The actuarial certifications for several years reference this problem and
indicate that there is a system problem that needs to be fixed. The Examiners
requested further information about the nature of this problem and received no
response. The Examiners expect to receive an explanation regarding the
circumstances that give rise to this problem, a definitive plan to correct the problem,
identification of any small employers who were charged premiums in excess of that
allowed and a plan to reimburse such small employers for overpayments.

Starting rates are included in the rate manual. The Examiners requested
documentation related to the development of the starting rates. The Examiners
received a brief generic response that was not adequate and did not allow the
Examiners to conclude that the starting rates were developed in accordance with
commonly accepted actuarial assumptions and are in accordance with sound actuarial
principles. United has indicated in its response to Recommendation 3 that it will
provide the requested documentation in its rate manual, with a completion date of
March 31, 2007. The Examiners look forward to receiving the documentation.

The Examiners requested information that supported the health plan relativities (i.e.
the relationship of a given plan to the base rate) contained in the rate manual. In
response to this request, United provided a very short paragraph, which constituted an
inadequate response. The response provided did not provide the Examiners sufficient
information to conclude that United’s plan relativity factors meet the requirements of
Adopt. DBR Reg. 82(5)(B)(2). Adopt. DBR Reg. 82(5)(B)(2) requires that premium
rates for benefit plans be based on the benefit design and cannot be based on the
actual or expected experience of the employer groups who select the particular health



9)

h)

)

benefit plan. United has indicated in its response to Recommendation 7 that it will
provide the requested documentation in its rate manual, with a completion date of
March 31, 2007. The Examiners look forward to receiving the documentation.

The Examiners requested information with respect to the allocation of expenses
between the small employer business and other business and how the allocated
expenses are reflected in the premium rates. The administrative expense charges to
United HealthCare of New England, Inc. are based on an administrative agreement
with United’s affiliate, United HealthCare Services (“UHS”). United provided a copy
of the agreement but United did not provide details regarding the basis for the 12% of
premium inter-company charge and did not provide details as the development of the
expense component of its rate. United has indicated in its response to
Recommendation 9 that it will provide the requested documentation in its rate
manual, with a completion date of March 31, 2007. The Examiners look forward to
receiving the documentation.

During a meeting with United’s actuaries, the Examiners requested United’s target
loss ratio for its small employer products. The Examiners never received a response
to the question, even though they reminded United’s staff several times. The
requested information can be included in the rate manual documentation. If the
recommendations related to the rate manual are implemented by United, the requested
information will be apparent from the data provided in the rate manual.

The Examiners were provided with data that resulted in a membership estimate at
year end that differed significantly from that reflected in the annual filing with OHIC,
as required by Adopt. DBR Reg. 82(10)(G). United staff was unable to resolve the
discrepancy in the estimates and provide a definitive count of membership. United
should research the data source for the membership counts that were used by United
in reporting membership to OHIC and the Examiners, determine the reason for any
difference, and determine the most appropriate source for reporting membership in
the future.

United was not able to provide the Examiners with sufficient detail at the case level to
determine the adjustment, if any, required to meet the 4:1 compression requirement.

It is the understanding of the Examiners that any required adjustment is reflected
within the group level age/gender factor by limiting the group level age factor to a
range so as to satisfy the compression requirement. The rate manual should include
the step(s) required to ensure that United’s rating methodology meets the 4:1
compression requirement.

In order to verify compliance with respect to the rating and underwriting requires of
R.I.G.L. 8 27-50 and to test the actual calculations for accuracy, the Examiners
requested “complete” files for specified new business and renewal cases.

i) Case sample analysis — Health Status

The Examiners requested that United provide case files for a specified sample of
small employer groups. The request included specific demographic data that was
to be included in the response. However, the response provided was limited to



k)

copies of the proposal or renewal package. A request was made to United for the
missing information. As a result of the inadequate response the Examiners were
unable include a case level audit of the medical underwriting process in the report.

i) Case Sample Analysis — Renewal and proposal rating

The sample renewal files did not contain demographic data that would allow the
Examiners to test the age/gender calculations. Sample renewal case files provided
to the Examiners did not contain documentation related to re-certifying small
employer status, verifying participation, and verifying employee eligibility.
United did not specify the plan sold, age/gender factor for the group, health status
factor calculated by underwriting, and the various steps in the rate process.

The initial response for sample case files for new business did not contain requested
information pertaining to health status evaluation of enrolling members and other data
that would allow the Examiners to test the health status adjustment. Additional
information was provided by United on March 30, 2006. However, the additional
was still insufficient for the performance of the intended audit procedure. In response
to this request, United should provide the following information:

For new issues this would include:
e Employer application
e Information obtained by United to verify small employer status
e Enrollment forms for eligible employees who choose to enroll
e Waiver forms for eligible employees who choose to waive or decline
coverage
Plan of benefits selected
e Rates sold
e Medical underwriting action by individual — indicating action taken and
basis for such action (Screen prints for each member and a screen print
that indicates the calculation of the health status adjustment factor would
be satisfactory)
For renewals this would include:
e Documentation related to re-certifying small employer status
e Documentation related to verifying total number of eligible employees,
waiver forms for eligible employees who are not enrolled
e Detailed census for those enrolled
e Detail to support rating at the renewal (health status)
e Plan selected

It is the objective of the Examiners to obtain sufficient information to calculate the
health status adjustment, the age factor, and the billing rates based on the rate manual
provided, the detailed census data, and the medical underwriting decisions at the
member level (for new business) and compare this result against the billing rates
contained in files that provided.

The Examiners requested and received an extract of detailed claim data by member.
The format of the extract was consistent with the specifications provided to United by



23.

24,

25.

the Examiners. Based on an analysis of the data contained in the extract and
summary data available from other sources, the Examiners believe that the detailed
claim extract may be incomplete. The Examiners have not received a satisfactory
resolution to their concerns. United should review the system specifications
developed by its staff that were the basis of the claim extract provided to the
Examiners in order to ensure that it was consistent with the requirements of the data
request.

Pursuant to R.I.G.L. 8§ 27-13.1-4(d), 42-14-5(d), and § 42-14-19, the Commissioner may
retain attorneys, independent actuaries, independent certified public accountants, or other
professionals and specialists for the purposes of the Re-Examination, the cost of which
shall be borne by United.

This Order shall not prevent the Commissioner from commencing future action relating
to conduct of United not specifically addressed in the Report, not resolved according to
the terms and conditions in this Order, or occurring before or after the examination
period. Failure by United to comply with the terms of this Order may result in additional
actions, penalties and sanctions, as provided for by law.

Copies of the 2006 United Examination Report, United’s response, and this final Order
will be made available to the public no earlier than thirty (30) days after the date of this
Order, subject to the requirements of R.I.G.L. § 27-13.1-5.

WHEREFORE: It is hereby ordered that the findings and conclusions contained in the final

examination report dated September 11, 2006 are hereby adopted and filed and made an
official record of this Office, and the above Order is hereby approved this_5th day of
March ,2007.

A

Christopher F. Koller
Health Insurance Commissioner
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