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Expanded Definition of Small Group Employers

● Lost membership

● Decreased total profits

● Increased risk Large Group 
(51 – 100)

Large Group 
(100+) 

Effects of the Affordable Care Act
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Effects of the Affordable Care Act
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Effects of the Affordable Care Act: 20% Drop
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Potential New Business

Small Group Insurance and Individual Insurance

● More than 13 million potential new members in 2016 and 2017

● Provides diversification for our portfolio

● Lower cost than our large group members as projected by West Coast

● Higher profit margins and lower loss ratios than our current block of business

5



2016 - 2017: Transition and New LOB
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Financial Projections: 2016 – 2017
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Large Group Renewals for 2016
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Large Group Renewals for 2016

Recommended Premium 

Markup: 4%

Membership Change Due to 

Premium Markup: -142K 

(-2.65%)

Profit Gain From Premium 

Markup: $260M (+16.02%)
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Large Group Renewals for 2017

Recommended Premium 

Markup: 4%

Membership Change Due to 

Premium Markup: -127K 

(-3%)

Profit Gain From Premium 

Markup: $247M (+17.85%)
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New Line of Business: Small Groups (2016)

Recommended Premium 

Markdown: 15%

Membership Change Due 

to Markdown: +40K 

(+20%)

Profit Change Due to 

Markdown: -$7.9M 

(-6.4%)
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Addition of Small-Large Groups (2017)

Recommended Premium 

Markdown: 15%

Membership Change Due 

to Markdown: +407K 

(+20%)

Profit Change Due to 

Markdown: -$68.4M 

(-3.5%)
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Effects of the Small-Large Groups

With the transition of the small-large groups:

● Total Membership is DOUBLED

● Net Profit is TRIPLED
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New Line of Business: Individuals

Recommended Premium Markdowns: 15% 14



Preliminary Proposal

● Rate large groups with a 4% markup in premiums (in both 2016 and 2017)
- This rate maximizes the profits with a much smaller tradeoff in enrollment

- Any rates higher than this cannot be justified with available data on membership impact

● Rate small groups and individuals with a 15% markdown in premiums (in both 2016 

and 2017)
- The lower rate will attract more members and gain market share in the new lines of business

- Rates lower than this (30% markdown, for example) will cause total expenses to increase due to 

capacity constraints in membership
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Combined Financial Effects and 
Final Proposal
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The Profit-Enrollment Tradeoff
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The Profit-Enrollment Tradeoff
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Premium Adjustment for 2017

Proposal: Change the premium markdown of individual insurance to 10% rather than 15% 

(Effective increase in premiums: 5.88%)

Justification: Puts the total enrollment right below the 7 million threshold which entails 

extra costs due to capacity constraints
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Final Rate Proposals for 2016 - 2017
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Projected Combined Financial Impacts for All LOBs
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Key Considerations

● The large group line of business is still our core business and needs to be 

strengthened

● The expansion into the small group and individual markets poses both new 

opportunities and drawbacks
- Pros: Potentially higher profits and lower loss ratios; Diversifies risk

- Cons: Lack of experience and data; Anti-selection in the individual markets; Increased 

administrative cost due to capacity constraints

- Suggestions: Gradually expand into the new markets in the first two years while ensuring 

profitability and maintaining member loyalty. Depending on the market environment in 2017, 

adapt new strategies in the future
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Thank You!
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Appendix I: Estimation of Elasticities

Membership to Premium Elasticity: -0.75

Medical Cost to Premium Elasticity: 0.75
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Appendix II: Competitive Analysis
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Appendix III: Loss Ratios for All LOBs
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