Medicare Part D Data Requested for Purposes of Updating the Part D Factors in the NAIC Risk-Based Capital Formula

Overview
The NAIC Health Risk-Based Capital (E) Working Group is reviewing the Medicare Part D Prescription Drug Plan RBC factors, with assistance from the American Academy of Actuaries’ Medicare Part D RBC Subgroup (Academy’s Subgroup). These factors have historically been based on a survey of opinions from actuaries who were involved in the pricing of Medicare Part D benefit plans. Several years of actual plan experience is now available to better evaluate how reasonable the current RBC factors are for Part D coverage. To facilitate this effort, the NAIC Health Risk-Based Capital (E) Working Group asks for current writers of Part D coverage to complete the survey that captures their historical experience in order to refine the factors. The following letter details the background and purpose of the survey; how the NAIC intends to use the survey results; and the detailed data request. Also accompanying this letter is a spreadsheet to be populated by each respondent in order to capture data in a consistent manner. 
Survey Purpose

In 2005, the NAIC adopted changes to its RBC formulas to accommodate the Medicare Part D program that became effective in 2006. The adopted changes apply solely to stand-alone Medicare Part D Prescription Drug Plan (PDP) business. Medicare Part D benefits offered as part of a Medicare Advantage plan are considered part of a comprehensive medical plan, and do not receive the separate treatment accorded to stand-alone PDPs. The RBC formula changes were based on recommendations made by the Academy’s Subgroup. Because there was no historical experience on which to base RBC factors, a survey was undertaken to elicit opinions from actuaries who were involved in the pricing of Medicare Part D benefit plans at that time. An analysis of the survey responses was the primary basis for the Academy’s Subgroup’s recommendations. 
As a result of the 2008 change in the risk corridor adjustments, the NAIC again considered changing the RBC factors applicable to Medicare Part D and implemented changes effective for 2009 and after. Consistent with the basis of the original RBC factors, the Academy’s Subgroup based their recommendations on a survey of the opinions of the actuaries involved in pricing the benefit plans.
In the Academy’s Subgroup’s report to the NAIC, it indicated that it would revisit the Part D RBC factors again when it was able to obtain experience to verify how reasonable the factors are. The supplemental benefit factor was specifically identified as a concern given the large increase of this factor between the time the factor was initially developed and the time it was adjusted effective in 2009. Any changes identified would be effective for RBC filings. 
In 2013, the NAIC issued a survey to collect data from Part D plans to analyze actual data.  Utilizing the information collected resulted in verification that the standard RBC factors were reasonable, but experience around the supplemental factor was volatile and it was determined two additional years of data was needed to better reflect the impact of the closing of the coverage gap on Supplemental benefit experience.  We believe it is now possible to obtain, depending on the number of responses received, enough credible historical experience to verify the current factors. In order to gauge the accuracy of the assumptions made in 2009, and analyzed again in 2013, the Academy’s Subgroup, working to assist the NAIC, would like to analyze recent experience to refine the factors where needed. 
Responses to this survey will be held in confidence by the NAIC and will be passed on to the Academy’s Subgroup only after any proprietary or confidential information—including information that would identify a company, a product, or an individual—has been removed.
No member of the Academy’s Subgroup will have access to the raw data. Instead, the NAIC will compile the information and provide a blind summary of the data results for the Academy’s Subgroup to use in fulfilling the NAIC’s request. The Academy’s Subgroup cannot guarantee any confidentiality of any information it receives from the NAIC, and the survey responders should provide their responses accordingly. The American Academy of Actuaries does not accept any confidential or propriety information from any company in preparing its reports.

This survey is intended to gather information that can be used to review and update (if needed) the RBC factors applicable to PDP products. In order for the NAIC to adopt any needed changes to the RBC formulas in a timely fashion, we are asking for survey responses to be submitted no later than May 15, 2015. Upon completion of the survey and collection of the data, the NAIC will provide a blind summarized version of the information to the Academy’s Subgroup to perform the required analysis to refine the necessary RBC factors.
Use of the Survey Responses
The responses to this survey will be used solely for the purpose of reviewing and adjusting the RBC formulas. No company-identified data will be published. The responses will be collected by NAIC staff personnel and all data provided to other parties, including the Academy’s Subgroup, will be “blinded” (company names and other identifying information will be eliminated and replaced with generic identifiers created solely for use in this undertaking).

Data Request
The requested items are enumerated below. For each item, please provide information from the most recent five years of PDP bids. A spreadsheet accompanies this letter that includes the data requested (summarized below). The spreadsheet contains macros that will read in the required information with the exception of experience related to bids that were discontinued or not aggregated with other bids. For this information, we are requesting that the company manually enter the information for those bids as you would enter such information in worksheet 1 of the PDP bids. 
Note that if the company participated in the reinsurance demonstration program they should exclude data/information from those bids/experiences in the survey. This program was discontinued after 2010 and the NAIC will not be analyzing the experience of the reinsurance demonstration program in this study.
I. General Data Items 

a. Bid year
b. Contract number
c. Plan ID
d. Segment ID

e. Organization name

f. Prescription Drug region
g. Plan Type (Defined Standard, Actuarial Equivalent, Basic Alternative, or Enhanced Alternative)
II. Basic Experience Items – List of items that will be pulled from worksheet 1 (Drug Plan Base Financials) relating to the experience period. Note that the study will only utilize experience from 2009, 2010, 2011, 2012, and 2013. This information will be pulled from the 2011, 2012, 2013, 2014, and 2015 PDP bids.
a. Plan Crosswalk – Includes 1 through 8 plans that may have been aggregated to make up the current PDP plan. This would include the plan ID and the member months from the crosswalked plans.

b. Total Member Months. 

c. The Centers for Medicare & Medicaid Services (CMS) Part D Payment – This is the direct subsidy amount received from CMS.
d. Basic Member Premium – This is the amount paid directly by the member to the health plan related to the defined basic benefit.

e. LI Premium Subsidy – This is the amount that is paid as premium by CMS on behalf of low-income members related to the defined basic benefit.
f. Supplemental Member Premium – This is the amount of supplemental premium paid to the health plan.
g. Basic Net Plan Liability – This is the amount of claims incurred relating to the defined standard benefit.
h. Supplemental Cost Sharing Reduction – This is the amount of claims paid by the insurance company that relate to cost sharing that would normally be part of the defined standard benefit but are paid by the health plan instead.
i. Net Cost of Supplemental Drugs – This is the amount of supplemental claim costs paid by the insurance company in excess of the supplemental cost-sharing reduction.
j. Net Plan Rebates – This is the amount of rebates collected by the insurance company that is not paid back to the government per the reinsurance subsidy calculation.

k. Non-Benefit Expense – This is the amount of direct and indirect overhead expense incurred by the plan.  This amount does not include any contingency for profit.
l. Gain/Loss Including Buy Down – This is the profit or loss on the Part D business after accounting for pharmacy claims and non-benefit expenses.

III. Projection Period Items – The following amounts are extracted from the “Standard Coverage,” “Stand Covg with Act Equiv C.S.,” “Alternative Coverage,” and “Summary” tabs contained within the PDP bid. Note that the amounts will be pulled for 2009, 2010, 2011, 2012, and 2013 experience periods and will be pulled from the respective year’s bids.
a. PD Benefit Type (Defined Standard, Actuarial Equivalent, Basic Alternative, or Enhanced Alternative)

b. Defined Standard Gain/Loss – This is the projected gain/loss on the defined standard benefit

c. Defined Standard Total Basic Bid – This is the basic bid amount for the defined standard set of benefits as defined by CMS

d. Actuarial Equivalent Gain/Loss – This is the projected gain/loss should the plan file an actuarial equivalent plan type

e. Actuarial Equivalent Total Basic Bid – This is the basic bid amount should the plan file an actuarial equivalent plan type

f. Supplemental Benefit Cost Share – This is the estimated liability to the plan should they decide to have an enhanced alternative plan type

g. Supplemental Benefit Gain/Loss – This is the estimated gain/loss for the benefit amount in excess of the defined standard benefits.
h. Supplemental Benefit Premium – This is the premium to be charged for the benefit amount in excess of the defined standard benefits.
i. Target Amount – This is the target loss ratio for the PDP bid.
j. Induced Utilization Adjustment – This is the amount of additional utilization that is expected to be incurred due to the fact that a supplemental benefit is offered.
k. Type of Gap Coverage – This summarizes whether or not there is gap coverage and if so, what type of gap coverage.
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