QVERISIGHT

WI SHRM

An Actuarial Analysis of Health Care Reform

October 4, 2012

www.verisightgroup.com

Training and Discussion 1

(vmsmm

Presenter

Brian S. Blalock, ASA, MAAA, FCA
Managing Director and Actuary
brian.blalock@verisightgroup.com
312-488-6715

Training and Discussion 2

QVERISIGHT

Annual Assessment for Employers That Do Not Offer
Minimum Essential Coverage

— Employer groups that employ an average of at least 50 full-time
employees (work more than an average of 30 hours per week on a
monthly basis) during the prior calendar year are required to offer
minimum essential coverage OR pay a financial penalty.

— The penalty is an annual non-deductible federal tax assessment for
any month in which any full-time employee is enrolled in a qualified
health plan and receives the federal premium tax credit or cost-
sharing reduction.

— The assessment is equal to $2,000 annually, which is indexed to
inflation, times the number of full time employees. The assessment
excludes the first 30 employees. The assessment is calculated on a
monthly basis.
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Annual Assessment for Employers That Do Not Offer
Minimum Essential Coverage
The essential benefit package will provide a comprehensive set of benefits that include:

Ambulatory patient services (i.e. outpatient services)

Emergency services

Hospitalization

Maternity and newborn care

Mental health and substance use disorder services (including behavioral health treatment)

Prescription drugs

Rehabilitative services and devices

Laboratory services

Preventive and wellness services

Chronic disease management

Pediatric services (including oral and vision care)

In addition, an essential benefit package must cover 60% of the actuarial value of the covered benefits
and limit annual cost-sharing to the current law HSA limits ($6,050/individual and $12,100/family).
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Annual Assessment for Employers That Do Offer
Minimum Essential Coverage

— Employer groups that employ an average of at least 50 full-time
employees (work more than an average of 30 hours per week, on a
monthly basis) during the prior calendar year and offer minimum
essential coverage are required to pay a annual non-deductible federal
tax assessment for any month in which any full-time employee is
enrolled in a qualified health plan and receives some form of federal
subsidy for insurance purchased on the state exchanges.

— Part time employees, on a full time equivalent basis, are considered
when making the determination of whether an employer has 50
employees.

— The annual assessment is equal to the lesser of the following: (1)
$3,000 per employee receiving a subsidy to purchase insurance on a
state exchange OR (2) $2,000 per employee, excluding the first 30
employees The assessment is calculated on a monthly basis.
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Concept of Affordability as Defined by PPACA

— PPACA mandates that employers offer coverage that is affordable in
order for them to avoid penalties. The law’s concept of affordability is
based on the cost of employer coverage in comparison to each
individual employee’s household income rather than salary.

— Employers typically do not know the household income of their
employees. This created uncertainty as employers had no way to know
their exposure to penalties in 2014.

— On August 12, 2011, the IRS announced that it will develop rules that
make it easier for employers to determine affordability. The rules will
establish a safe harbor in which coverage would be considered
affordable so long as the premium contribution for single coverage did
not exceed 9.5% of employees’ W-2 wages.
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Concept of Affordability as Defined by PPACA

— Our current interpretation of this announcement is that the IRS is stating
that employers will not be assessed a penalty regardless of the level of
their employee contribution rates for any coverage tier other than single.
| don’t anticipate that this would change employee eligibility for a
subsidized benefit at the state exchanges in 2014, which would be
based on actual employee contributions and household income.

— Employers could “push” non-single employees off their plan and onto
the state exchange without penalty by setting employee contribution
rates that are high enough to exceed 9.5% of household income.
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Levers that affect the Impact of PPACA on their
Organization

The 2014 impact of PPACA for each employer group will be a function of a
number of key variables:

Availability of a employer sponsored group medical plan and its
eligibility provisions

Benefit richness

Level of employee contributions

Household income of employees

Average family size

Federal poverty levels

Changes to the law (if any) that occur between now and 2014
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Range of Employer Impacts in 2014

The impact on an individual employer group can vary significantly depending
on different employer characteristics:

— Employers with many employees who are currently waiving coverage due
to high cost and/or have many employees who are currently ineligible for
employee benefits have the potential for sharply higher costs in 2014

— Employers with employee populations where substantially all of their
employees are currently covered in the group medical plan with low
average household incomes have the potential to have lower costs in 2014
with the proper employee contribution strategy.

— Some employers will have a minimal impact in 2014 because they
currently cover substantially all of their employees and it is likely they
will continue to cover them in 2014.
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Range of Employer Impacts in 2014

Since the range of employer impacts is large, many
employers are now having a customized study prepared,
so they can assess the potential impact. They then work
with their insurance advisor/consultant to develop a
strategy to optimize the 2014 PPACA impact.
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PPACAcalc Modeling Capabilities

PPACAcalc projects employee migration, 2014 costs, and 2014
employee contributions beginning with 2012 actual data, and then
applying PPACA provisions in the modeling logic, along with
actuarial assumptions and tax effects, under multiple scenarios:

— Scenario 1 - Employer keeps current plan designs
— Scenario 2 - Employer terminates group medical plan
— Scenario 3 - Employer only offers 60% actuarial value plan

Migration projections consist of modeling how an employer’s
currently covered and non-covered workforce will enroll in 2014:

Enrolled employees: stay or migrate to the state exchange or Medicaid
Waiving employees: join the employer plan, purchase a state
exchange plan, continue to waive, become ineligible or go to Medicaid
Currently ineligible employees: join the employer plan, purchase a
state exchange plan, waive, remain ineligible or go to Medicaid
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PPACAcalc Modeling Capabilities (continued)

PPACAcalc projects an employer’s exposure to “Cadillac Plan”
excise taxes in 2018:

— Projections done on a plan design by plan design basis
— Enables analysis on the specific source of an excise tax liability

The results of the PPACAcalc analysis are employer-specific
because current actual data is input, and several explicit
assumptions can be adjusted to best fit your client or prospect.

Data elements include:

Plan Design Count/Features
Premium Rates or Equivalents
Employee Contribution Rates
Salary, Status, and Work Hours
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- Rate Effective Date

- Average FSA, HSA, and HRA
- Employee Level Census
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Case Study #1 - PPACA Impact Study

Verisight used its PPACAcalc actuarial application to assess the impact on the
following employer group:

i. 500 total employees

ii. 374 employees enrolled in the company’s group medical plan

iii. Average 2012 Salary of $82,000

iv. 33% of employees are estimated to have a household income that is
less than 400% of the federal poverty level (FPL). 2012 FPL levels
are $11,170 for a single person and $23,050 for a family of four.

v. Employer offers eligible employees 4 medical plan designs.

vi. Employees pay 13% to 40% of total plan costs through employee
payroll contributions
Training and Discussion 13
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Executive Summary - Employer Costs
Cost Summary
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Executive Summary - Employee Costs
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Rates and Enrollment
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Projected 2014 Enrollment Impact - Current Plan
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Projected 2014 Employer Cost Impact - Current Plan
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Projected 2014 Employer Cost Impact - Terminate Plan

Impact on Employer Costs
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Projected 2014 Employee Cost Impact - Terminate Plan
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Projected 2014 Enrollment Impact - 60% Actuarial Value

Impact on Enrollment
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Projected 2014 Employer Cost Impact - 60% Actuarial Value

Impact on Employer Costs *
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Case Study #2 - PPACA Impact Study

Verisight used its PPACAcalc actuarial application to assess the impact on the
following employer group:

i. 1,140 total employees

ii. 340 employees enrolled in the company’s group medical plan

iii. Average 2012 Salary of $36,000

iv. 81% of employees are estimated to have a household income that is
less than 400% of the federal poverty level (FPL). 2012 FPL levels
are $11,170 for a single person and $23,050 for a family of four.

v. Employer offers eligible employees 4 medical plan designs.

vi. Employees pay 38% to 41% of total plan costs through employee

payroll contributions
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Executive Summary - Employer Costs

Employer Cost Summary
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Executive Summary - Employee Costs
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Rates and Enrollment
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Projected 2014 Enrollment Impact - Current Plan
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Projected 2014 Employer Cost Impact - Current Plan

Impact on Employer
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Projected 2014 Employer Cost Impact - Terminate Plan
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Projected 2014 Employee Cost Impact - Terminate Plan
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Projected 2014 Enrollment Impact - 60% Actuarial Value
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Projected 2014 Employer Cost Impact - 60% Actuarial Value
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Sample Reports - 2014 and 2018 Financial Impact Analysis

PPACA Solutions

(www.verisightgroup.com/Home/Solutions/PPACASolutions.aspx)
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Recorded Webcasts and Documentation

Actuarial Info

(www.verisightgroup.com/Verisight/Actuariallnfo.aspx)
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Additional Questions?

THANK YOU FOR ATTENDING!
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