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Main Trepics
FherDuration Cukverand the moedeling

PErfiermed.

Prcing and Pertielie Implications:

Healthr Insurance as: a funder of
ealthcare expenaditure:



The Duration Curve

Relative Claims per Member
by Duration In-force
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The Duration Curve

Relative Claims per Member
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A SImpIE Vedel

impaired

Standard Impaired
C=50 C=150
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Withdrawal Rate Fermula

Basic Form

W= k1 — k2 * (C/P)
BUt adjusted 1o

W = k1" + k2 * (max — C/P)

e o
minimum = 0

Eiitted’ result

W= 2.8% + 4.6% * (150% - C/P)



Withdrawal Rate Sensitivity,

Relative Claims per Member
by Duration In-force
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PrCING and Portfolio
|mplications



Projected “Adjusted™ Risk Premium

Yealr Open Rortiolie —
Constant New:
BUSIness

1 100

2 110]0)

3 100

5 110]0)

10 102

15 105

20 107

10 110




Alternative New Business Pattern

Year New: Business; | lnacreasing New:
\/elume Business,
Plateau), then
reduced level

1 1 10J0
2 1.2 100
3 1.4 100
S) Z 100
10 2 102
15 0.5 106
20 0.5 110

30 0.5 115




Risk Premiums under three scenarios

Year Open Portfielio — | lncreasing New: | Portielie clesed
Censtant New: BUSIngess, afiter 5 years
BlUsIiness Plateau, then
reduced level
1 100 10)0 100
5 10)0 100 100
10 102 102 106
15 105 106 112
20 10¥ 110 119
30 110 115 131




US Example

State off Minnesoeta — Empleyee Enrelments

Plan Optien 1995 1996 1190 1998 1999
State Health Plan (POS) | 22,969 | 16,232 | 10,643 | 5,029 | 3,726
State Health Plan; Select - 6,838 | 14,074 | 24,983 | 28,870
State ofi Minneseta — Vonthly: Out-Of-Pecket Premilms,
Eamily: Coverage
Plan Option 1995 1996 1997 1998 1999
State Healthr Plan (POS) 76.14 62.64 | 155.88 | 213.72 | 239.36
State Health Plani Select - 20.54 21.77 24.33 | 27.24




“Adjusted” Risk Premiums

Year Open Portfielio — | lncreasing New: | Portielie clesed
Censtant New: BUSIngess, afiter 5 years
BlUsIiness Plateau, then
reduced level
1 100 10)0 100
5 10)0 100 100
10 102 102 106
15 105 106 112
20 10¥ 110 119
30 110 115 131




Issues assoclated with Closed Book
PrICING
Fhe value of the renewal eptien IS
reduced.
Policynoelder Reasonable Expectations?

EQUILY, hetweeni groups ofi policyhelders.



Possible solutions

Prefunding

Peeling



The Duration Curve

Relative Claims per Member
by Duration In-force
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Possible solutions

Prefunding

Peeling



Health lnstance as a Eunder: of
Healthcare Expenditure



Risk Pricing vs. Soclal lnsurance

Degree of
Regulation

A

- \
- ‘
Social

Insurance

Risk Pricing

=
Health funding value added
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