
  June 13, 2023 

Medica Insurance Company 

Preliminary Justification Part II – Consumer Justification Narrative 

 

1) Scope and Range of Rate Increase  

Medica Insurance Company (Medica) is requesting a rate change for its individual market business in 
Iowa.  The rate change will take effect on January 1, 2024 and will impact an estimated 16,298 
members.  The average rate change by product will range from 2.0% to 7.1% and will result in rate 
changes that vary across plan designs, with zero plans that will be higher than 15% rate changes. 

 

2) Financial Experience of the Product 

Medica’s loss ratio has improved in 2022, allowing Medica to request a smaller rate increase than for 
2023.  The requested rate increase is meant to reset Medica’s revenue to a sustainable level and also to 
moderate future rate increases. 

 

3) Changes in Medical Service Costs 

Medical inflation, in both utilization and costs of services, is the main driver of Medica’s rate increase.  
Annual increases in medical services and drug costs both contribute significantly to medical inflation. 

 

4) Changes in Benefits 

Medica continues to try to maintain a competitive portfolio of plans, and the majority of changes to the 
plan designs are due to federal regulations around plan richness, i.e. metal levels.  This caused a few 
plan designs to have higher rate increases than others. 

 

5) Administrative Costs and Anticipated Margins 

The main drivers of Medica’s administrative expenses are employee salaries and benefits, agent 
commissions, claim processing, premium taxes, licenses and fees, and taxes and fees required by the 
ACA.  Medica strives to lower its administrative expenses as well as underlying cost of care to improve 
its ability to keep rates as low as possible. 



 

 Actuarial Memorandum 
 

1. Purpose and Limitations 

The purpose of this document, which is submitted in conjunction with the Part I Unified Rate Review Template (URRT), 
is to comply with the requirements of the Part III Actuarial Memorandum and to support the premium rates developed 
for Medica Insurance Company’s (Medica’s) individual Affordable Care Act (ACA) products, with an effective date of 
January 1, 2024. These products will be offered both on and off the individual insurance exchange in Iowa. This rate 
filing is not intended to be used for other purposes. 
 
This memorandum reflects Medica’s current assumptions and working knowledge of the ACA’s regulatory framework 
as of June 8, 2023, which includes assumed non-funding of the cost sharing reduction (CSR) program, Medicaid eligibility 
redetermination at the expiration of the public health emergency, and the continuation of enhanced premium subsidies 
initiated under the American Rescue Plan Act (ARPA) and extended through the Inflation Reduction Act (IRA). 
 
Per Health and Human Services (HHS) instruction, issuers must upload two versions of the Part III Actuarial 
Memorandum.  This version is the un-redacted version intended for CMS review.  For reference to the redacted version 
of the Part III, please see the corresponding supporting document. 
 
Medica designates the information submitted by Medica through HIOS as exempt from disclosure under Exemption 4 of 
the HHS’s Freedom of Information Act (FOIA). 

2. General Information 

Company Identifying Information 

• Company Legal Name: Medica Insurance Company 
• State: IA 
• HIOS Issuer ID: 93078 
• Market: Individual 
• Effective Date: January 1, 2024 

Company Contact Information 

• Primary Contact Name:  
• Primary Contact Telephone Number:  
• Primary Contact Email Address:  

Policy Form Numbers 

The following policies will be offered both on and off the individual insurance exchange: 
 
IA-PC-24-01 
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3. Proposed Rate Change 

The proposed rate change for Medica’s individual business rates effective January 1, 2024 is 3.1% over rates effective 
January 1, 2023. This rate increase reflects an estimate of the average increase that will be offered to current members 
based on March 2023 in-force business absent of rate changes due to attained age. 
 
The current date for current enrollee and current premium PMPM on URRT WS2 is March 31, 2023. 
 
The proposed annual rate changes by product in this filing range from 2.0% to 7.1%. 

Reason for Rate Change(s) 

The significant factors driving the proposed rate change primarily include: 
• Anticipated medical trend, in both utilization and the cost of services  
• Changes to administrative expenses and margin load  
• Impact from using updated experience and the net impacts of morbidity, plan design, demographics, and other 

adjustments  

Additional Information 

• Select plans include cost sharing modifications due to actuarial value compliance. 
• The proposed benefit factor changes will result in rate changes that vary across plan designs. 
• Medica’s rate change history is documented in Exhibit B. 
• Medica is modifying its plan portfolio and the corresponding plan mapping is summarized in Exhibit J. 

4. Market Experience 

4.1 Experience Period Premium and Claims 

Paid Through Date 

The experience period for this filing is calendar year 2022.  The paid through date is March 31, 2023. 

Premiums in Experience Period 

As shown in Worksheet 1, Section I of the URRT, the calendar year 2022 experience period includes $158,879,095 of 
earned premium.  This does not include any adjustment for expected MLR Rebates. 

Allowed and Incurred Claims Incurred During the Experience Period 

As shown in Worksheet 1, Section I of the URRT, the calendar year 2022 experience period includes $148,579,868 of 
incurred claims and $178,701,855 of allowed claims. 
 
All incurred and allowed claims are reported through Medica’s claim system.  

 
 

 
The Corporate Actuarial team calculates the IBNP and has provided the following summary: 
 
Medica uses internal data sources to identify adjudicated claims paid in the current year and the two most recent 
historical years.  This data contains claims reimbursed on a fee-for-service basis.  A lag factor is applied to adjudicated 
claim amounts to arrive at a “best estimate” of incurred claims for each of the aforementioned years. 
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Standard methodologies have been used to develop the lag factors.  For older lags (duration 5+), a pure completion 
method is used.  This method derives a factor by selecting an appropriate averaging method using the most current claim 
triangles.  For more recent durations (durations 1-4), both the completion and projection methods are used, along with 
a blending of these methods using the Bornhuetter-Ferguson (BF) technique.  The projection method calculates a 
baseline PMPM using the average of historical, fully-credible incurred data.  This baseline PMPM is then normalized for 
working days in the month, seasonality, and other adjustments that may affect incurred costs.  PMPMs are trended to 
current costs using factors that vary by product.  The lag factor is derived by selecting one of these three methods.  The 
projection method is given greater weight in earlier development periods, while the lag factor and BF methods are given 
greater weight in later periods. 

4.2 Benefit Categories 

Utilization and cost information are categorized by benefit using Milliman’s Health Cost Guidelines™ (HCGs) categories. 
Milliman’s categories are assigned based on place and type of service using a detailed claims mapping algorithm 
summarized as follows: 
 

• Inpatient Hospital (facility charges with an overnight stay) 
• Outpatient Hospital (facility charges without an overnight stay) 
• Professional (with units measured as a mix of visits, cases, procedures, etc.) 
• Other Medical (with units measured as a mix of visits, cases, procedures, etc.) 

• This includes categories such as Home Health, Transportation, DME, Hearing Aids, etc. 
• Capitation 

•  
 

 
• Prescription Drug (prescriptions not billed by a facility or professional) 

4.3 Projection Factors 

4.3.1 Trend Factors (Cost/Utilization) 

The trend used to get from the experience period to the projection period is based on an un-leveraged prospective annual 
trend of 7.8%.  The trend assumptions used in the projection are based on Medica’s standard trend projection process. 
The trend assumptions do not include the impact of changes in demographics, benefit design, or morbidity. 
 

 

 
 
  

  
  

4.3.2 Credibility Manual Rate Development 

Not applicable.  The projected experience described in Section 4 is assumed to be fully credible for rate development, so 
no credibility manual is needed. 

Inclusion of Capitation Payments 

Not applicable. There are no capitation payments assumed in the projection period. 
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4.3.3 Credibility of Experience 

In accordance with Actuarial Standards of Practice (ASOP) #25 – Credibility Procedures, Medica’s Iowa experience 
includes 225,589 member months and is assumed to be fully credible for purposes of developing claim projections. 
 
The methodology used determines the credibility factor as the square root of the ratio of the total number of member 
months over the 12-month experience period divided by 50,000.  Within the context of this methodology, Medica 
considers experience with at least 50,000 member months to be fully credible. 

4.3.4 Development of Projected Index Rate 

Changes in Morbidity of the Population Insured 

Medica is assuming a change in the population risk morbidity from the experience period to the projection period of 
1.015. This adjustment reflects the anticipated change in claim costs outside the underlying demographics of the covered 
population. This change in morbidity is also assumed when estimating the risk adjustment transfer for the projection 
period.  This is displayed in the Morbidity Adjustment in Worksheet 1, Section II of the URRT. 
 

  

Changes in Benefits 

Medica applied an adjustment to the experience period claims to account for projected changes in the average utilization 
of services due to differences in average cost sharing.  A value of 1.003 is included in the Plan Design Changes in 
Worksheet 1, Section II of the URRT. 

Changes in Demographics 

A demographic adjustment of 0.958 was applied to the experience period claims to account for the projected changes in 
the age, geographic region, and network mix of the underlying experience data.  This is included in the Demographic 
Shift in Worksheet 1, Section II of the URRT. 

Other Adjustments 

An adjustment of 0.941 is included Other in Worksheet 1, Section II of the URRT.   
 
 

4.3.5 Development of Market-wide Adjusted Index Rate 

Experience Period Risk Adjustment and Reinsurance Adjustments PMPM 

Medica’s estimated risk adjustment transfer for the experience period was a net receivable of $113.76 PMPM.  This 
amount is included in Worksheet 2, Section I of the URRT. 
 
Medica’s net reinsurance recoveries attributable to the experience period are $0.00 PMPM. 

Projected Risk Adjustment PMPM 

Medica assumes that it will enroll a higher morbidity than the market average risk in the projection period. A risk 
adjustment receivable of $124.76 PMPM is projected.  The material assumptions that impacted this estimate include the 
level of Medica’s morbidity, the level of market morbidity, and the state average premium. Any resulting risk adjustment 
transfer payments would be allocated proportionally across all plans in Medica’s individual market single risk pool.  No 
adjustments are made for RADV. 
 
The risk adjustment user fee of $0.21 PMPM is reflected in the Taxes and Fees of Worksheet 2, Section III of the URRT. 
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6.5 Calibration 
A single calibration adjustment is applied uniformly to all plans. The market-wide calibration factor is 0.541. Detailed 
support of the calibration factor is provided in Exhibit H. 

Age Curve Calibration 

The average age factor used in the calibration process is 1.838, resulting in an age calibration factor of 0.544 as displayed 
in Worksheet 2, Section III of the URRT. This was determined by applying the standard age curve established by HHS to 
the projected member distribution by age, with an adjustment for the maximum of three child dependents under the age 
of 21. 
 
Under this methodology, the approximate average age rounded to a whole number associated to the single risk pool 
average age factor is 51. 

Geographic Factor Calibration 

The average geographic rating factor is 0.999, resulting in a geographic calibration factor of 1.0005 as displayed in 
Worksheet 2, Section III of the URRT. 
 
Exhibit G provides a summary of the proposed geographic rating factors applied to the plan-adjusted index rates. 
 
The geographic rating factors were developed based on an analysis of variation in cost by geographic region.  Using 
Medica’s individual market data, the membership and allowed claims were distributed into the rating areas based on 
the location of the member as well as adjusted for high claimants, demographics, and network. Data was then credibility 
weighted and adjusted for any expected future cost changes. To smooth changes from year to year, Medica makes 
business decisions on the materiality of the proposed rating factor change for each geographic region. 

Tobacco Factor Calibration 

The average tobacco rating factor used in the calibration process is 1.006, resulting in a tobacco calibration factor of 
0.9945 as displayed in Worksheet 2, Section III of the URRT.  A tobacco load is applied to adult tobacco users age 21 and 
older. 
 

 

6.6 Consumer-Adjusted Premium Rate Development 
Medica derives consumer-adjusted premium rates by calibrating the plan-adjusted index rate and applying the rating 
factors specified by 45 CFR Part 147, §147.102. See Exhibit A for the proposed rate manual and sample rate calculation. 

7. Plan Product Information 

7.1 AV Metal Values 
For all plans described below, the AV metal levels were developed using only the federal AV calculator.  Medica does not 
believe any of these plans requires an alternative methodology.   

AV Pricing Values 

Exhibit I provides a summary of the AV pricing values by plan as developed in Worksheet 2, Section III of the URRT and 
a breakdown of the components attributable to each of the allowable modifiers to the index rate as described in 45 CFR 
Part 156, §156.80(d)(2). 

7.2 Membership Projections 
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• HCQI expense expectation as used in the MLR calculation 
 
Product staff not under my direct supervision: 
• Development and implementation of plan-specific cost sharing levers 
 
Network Management staff not under my direct supervision: 
• Assumed provider network reimbursement contracts will be finalized at the levels projected 
 
Consultant and other public data sources: 

•  
 

8.3 Actuarial Certification 
I,  am a Director of Actuarial Services for Medica, a Fellow of the Society of Actuaries, a member of the 
American Academy of Actuaries (Academy) in good standing, have the education and experience necessary to perform 
the work, and meet the Academy qualification standards for rendering this opinion. 
 
I hereby certify that the projected index rate is, to the best of my knowledge and understanding: 

• In compliance with all applicable state and federal statutes and regulations (45 CFR 156.80 and 147.102), 
• Developed in compliance with the applicable Actuarial Standards of Practice, 
• Reasonable in relation to the benefits provided and the population anticipated to be covered, and 
• Neither excessive nor deficient. 

 
I further certify that: 

• The index rate and only the allowable modifiers as described in 45 CFR 156.80(d)(1) and 45 CFR 156.80(d)(2) 
were used to generate plan level rates, 

• The geographic rating factors reflect only differences in the costs of delivery and do not include differences for 
population morbidity by geographic area, and 

• The AV calculator was used to determine the AV metal values shown in Worksheet 2 of the Part I URRT for all 
plans except as noted in Section 7. 

 
The Part I URRT does not demonstrate the process used to develop proposed premium rates. It is representative of 
information required by federal regulation to be provided in support of the review of rate increases, for certification of 
qualified health plans for federally facilitated exchanges and for certification that the index rate is developed in 
accordance with Federal regulation and used consistently and only adjusted by the allowable modifiers. 
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Name of Actuary  
Credentials Fellow, Society of Actuaries (FSA) 

Member, American Academy of Actuaries (MAAA) 
Organization  Medica 
Title Director Actuarial Services – ACA Pricing 
Date June 10, 2023 
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