
With the passing of the Patient Protection and Affordable Care Act, the environment for health
insurers has drastically changed. Undoubtedly, the wheels of progress move slowly and we have
only begun to understand the full impact that the reforms will have on our industry. What we do
know is that these changes will have a significant and immediate impact on every organization
conducting business in the health care arena.

In order to assess the current situation, brokers throughout Guy Carpenter & Company, LLC
reached out to our business partners in all segments of the health care industry. We spoke with
executives from fully insured and stop loss providers, large, individual and small group insurers,
Medicare and Medicaid programs, as well as high risk health pools and commercial plans. The
insurers that we spoke with ranged from small, single-state carriers to large national insurers. To
enhance the scope of our survey, we also contacted reinsurers who are active in this market. Not
only do reinsurers provide essential resources that may help insurers manage their increased
exposure as a result of health care reform, but they also provide tremendous insight into what
their clients are seeing in the market.

In total, Guy Carpenter spoke with 24 various organizations about the immediate and long term
effects of health care reform. There were two general themes that persisted throughout these
conversations. The first theme was that insurers are still navigating their way through the legislation.
The second theme was that growth opportunities do exist and in order to survive in the new post-
reform world, insurers must be able to identify and capitalize on these opportunities.  

The overwhelming consensus is that insurers and reinsurers alike have yet to fully identify how
health care reform will impact their organizations. This is a significant point to make; the reform is
complex and multi-faceted so health insurers are taking their time in determining how to adapt to the
new environment. If anything is learned from the Guy Carpenter survey it should be that the majority
of health insurers have yet to develop their strategic plan for health care reform implementation.

Although most executives are still trying to understand the full impact of health care reform, it is
important to note that many of the changes must be implemented by September 23, 2010.
Therefore, while most insurers have yet to make final decisions about how they will adapt to health
care reform, we would expect these initial decisions to be made within the coming months. 

Another key conclusion from our survey is that health care reform does bring additional opportuni-
ties to health insurers as well as the obvious challenges. From the expansion of Medicaid to patient
outcome requirements and mandatory coverage requirements, health care reform has created
opportunities for membership growth and improvements in medical management. Insurers
understand that capitalizing on these opportunities is one of the main keys to long term success.
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In addition to the themes addressed above, several other specific aspects of health care reform
were on the top of most executives' minds. Based on the feedback received, this paper identifies
the following seven aspects of health care reform that our business partners identified as having
the biggest impact on their organization:

■ Mandatory Coverage for dependents up to 26 years of age

■ Removal of lifetime maximum limits

■ Minimum loss ratio requirements

■ Expansion of Medicaid 

■ Mandatory coverage requirements for all 

■ Pre-existing condition exclusions

■ Reduction in Medicare reimbursement rates

Mandatory coverage for dependents up to 26 years old

(effective September 23, 2010):

This mandate requires group and individual plans that offer dependent coverage to make such
coverage available until the dependent turns 26 years old. Although this will increase the coverage
health carriers must offer, in general, this will be a healthier population so the impact on financial
results might not be as drastic as other changes being discussed. 

Although this requirement does not take effect until September, all of the Blue Cross Blue Shield
plans, as well as many national providers, have been early adopters of this law and provided this
additional coverage effective June 1, 2010.

Removal of lifetime maximum limits (effective September 23, 2010):

This facet of health care reform prohibits individual and group health plans from placing lifetime lim-
its on the dollar value of their coverage. After the initial review of the reforms, the removal of lifetime
maximum limits has been identified as the biggest challenge that health insurers face. In addition to
the removal of lifetime limits, and in accordance with the interim final regulations, restrictions on
minimum annual limits will be phased in over the next four years according to the below schedule:

■ USD750,000 for plan or policy years beginning on or after September 23, 2010

■ USD1,250,000 for plan or policy years beginning on or after September 23, 2011

■ USD2,000,000 for plan or policy years beginning on or after September 23, 2012

According to our survey, most insurers will look to the reinsurance market to provide protection from
this increased exposure. While Guy Carpenter has identified at least one source for unlimited treaty
year capacity, the majority of reinsurers do not currently offer an unlimited maximum benefit product.
In fact, most have limited their exposure to $5,000,000 to $10,000,000 per insured per year.  With
the reforms, this is a high demand product and Guy Carpenter is working with the reinsurance mar-
ket to develop additional capacity, if not unlimited annual maximum reinsurance contracts. In the
mean time, Guy Carpenter is pursuing alternative reinsurance structures that would transfer the risk
that health insurers assume by providing unlimited lifetime limits.
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Minimum loss ratio requirements (effective January 1, 2011): 

Individual plans and group plans with less than 100 employees will be required to have an annu-
al medical loss ratio of at least 80 percent. Group plans with more than 100 employees will be
required to have a medical loss ratio of at least 85 percent. Companies will be required to pro-
vide rebates to consumers if their experience is better than the required loss ratio but will have
to absorb losses if their experience is worse.   These requirements will hold true for Medicare
Advantage plans but not for Medicaid plans or stop loss carriers. 

In order to diversify themselves away from the minimum loss ratio requirements, some plans are
evaluating options to supplement their earnings by marketing other, less regulated, product lines.
Some carriers are also examining the potential to expand into other countries. 

Expansion of Medicaid (effective January 1, 2014): 

Under health care reform, the pool of potential Medicaid members will increase. All individuals
under 65 years old and whose income is below 133 percent of the Federal Poverty Line will be
eligible for Medicaid. Additionally, federal funding for the Children's Health Insurance Program
and Medicare Special Needs Plans has been extended. 

It is clear that health care reform will create an opportunity for organizations currently operating
in, or wanting to pursue, government sponsored programs. In fact, many Medicare plans that we
spoke with are pursuing the possibility of entering other government sponsored programs to help
limit the impact of reduced Medicare reimbursement rates. 

Mandatory coverage requirement for all (effective January 1, 2014):

The vast majority of Americans will be required to hold some sort of health insurance coverage
by 2014. Whether it is through an employee plan, individual coverage, or a government spon-
sored program, the number of people purchasing health insurance will significantly increase over
the next three years. Because of the mandatory coverage requirement, health insurers expect to
see a significant increase in health care membership in the coming years. 

The question that our clients are asking is whether or not the penalties for not purchasing insur-
ance will be strict enough to force consumers to buy coverage. The penalty will be phased in,
starting at USD95 or 1 percent of income (whichever is higher) in 2014 and rising to USD695 or
2.5 percent of income (whichever is higher) in 2016. If the penalties are not high enough, then
health insurers will not see a rise in membership and will fight the problem of anti-selection. On
the other hand, if the penalties are stringent enough to force all Americans to purchase health
insurance this will create an additional membership base for health insurers to draw upon.
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Pre-existing condition exclusions (effective September 23, 2010 for children under 19

and January 1, 2014 for everyone): 

Health care reform bars health insurers from imposing pre-existing condition exclusions on all
new plans in the individual market. Currently, the majority of these individuals are serviced by
the State High Risk Health Pools; however, this market will be eliminated in 2014. At the same
time, rating variation will be limited to age, premium rating area, family composition and tobacco
use. The bottom line is that health insurers will find it difficult to accurately price for the
increased risk associated with the new, and potentially unhealthy, population.

Instead of holding 100 percent of the increased exposure, some insurers will look toward rein-
surance to provide protection from the increased loss volatility. This can be achieved through
purchasing a variety of reinsurance programs, including, per-person excess coverage, facultative
coverage for a specific membership base, or aggregate stop loss coverage to protect annual
results. 

Reduction in Medicare reimbursement rates (payment reductions phased

in over time): 

Depending upon the area of coverage, CMS reimbursement rates will be drastically cut to
Medicare Advantage plans. While some of the reduced premium revenue can be recovered
through CMS star rating bonuses, the future appears difficult for Medicare Advantage plans.
With that being said, for the most part, our survey respondents said that the majority of the
reforms were anticipated by Medicare Advantage plans and they have already begun
developing solutions to overcome the challenges resulting from health care reform.

It is certain that health care reform will create significant obstacles for Medicare Advantage plans
to overcome. However, with the expansion of other government sponsored programs and the
potential to make up for lost revenue via star bonuses, even under the new stringent confines
of health care reform, there is an opportunity for Medicare Advantage plans to be successful.

The impact of health care reform has yet to be fully appreciated. Challenges and opportunities
may vary greatly depending upon an organization's specific operations and positions.  There
appears to be a great deal of uncertainty within the market as a whole.  With the intellectual cap-
ital of the other MMC operating companies and our own knowledge, experience and resources,
Guy Carpenter stands uniquely positioned to assist our clients as they face this new and unclear
operational environment.  Whether by providing guidance or by deploying defined risk mitigation
products and strategies, Guy Carpenter's goal is to allow our health care clients to capitalize on
the opportunities presented and to make the uncertainties a little more certain.
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This briefing was prepared by members of Guy Carpenter's Life, Accident & Health team.
Questions regarding this briefing may be directed to your Guy Carpenter reinsurance broker or
any of the group members, listed below.

Ryan Keith 206-621-2941

David Rains 215-864-3786

Richard Foster 206-621-2478 

Jim Grant 603-899-1280

Matt Smith 206-621-2993

Miranda Shriver 952-820-1010

Phillip Barker 206-621-2997 

Cyndi Zhang 206-621-2979

John Cox 206-621-2972  

Wesley Magee 206-621-2946

Guy Carpenter Briefing
Guy Carpenter & Company, LLC provides this report for general information only. The information contained herein is based on
sources we believe reliable, but we do not guarantee its accuracy, and it should be understood to be general insurance/reinsurance
information only. Guy Carpenter & Company, LLC makes no representations or warranties, express or implied. The information is
not intended to be taken as advice with respect to any individual situation and cannot be relied upon as such. Please consult your
insurance/ reinsurance advisors with respect to individual coverage issues.

Readers are cautioned not to place undue reliance on any historical, current or forward-looking statements. Guy Carpenter &
Company, LLC undertakes no obligation to update or revise publicly any historical, current or forward-looking statements, whether
as a result of new information, research, future events or otherwise.

Statements concerning tax, accounting, legal or regulatory matters should be understood to be general observations based solely
on our experience as reinsurance brokers and risk consultants, and may not be relied upon as tax, accounting, legal or regulatory
advice, which we are not authorized to provide. All such matters should be reviewed with your own qualified advisors in these areas.

©2010 Guy Carpenter & Company, LLC All right reserved

continued from the previous page



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


