Health Reform: Overview April 2010

The landmark health insurance reform legislation that became
a reality in late March was unprecedented in both size and
scope. No other industry of the size and scale of the
healthcare fiscal segment has been so dramatically affected by a single Act of Congress. Our industry is
attempting to understand the hundreds of detailed new requirements, prohibitions and fiscal
constraints while simultaneously maintaining the proper level of focus on the handful of seismic shifts
that will transform how the industry operates to effectively control costs for its employer and individual
customers.
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Seismic Changes Underlying the Legislation — The volume and level of detail in the legislation can be
overwhelming. We believe that it is important to first step back and understand certain macro-level
themes that permeate this law as it relates to commercial insurance operations, and carry over to a
certain extent to the existing Medicare and Medicaid programs.

Impact of Key Provisions

Curtail Traditional Risk/Cost

Support/ Establish an Integrated

Increase Premium Pool and Trend

Control Techniques Approach

9 Guaranteed issue/renewal Experience rating prohibition 9 Value Based Insurance Design
9 No annual/ lifetime limits Broad community rating (CR) 9 Health quality reporting
9 Pre-existing condition pooling 1 Wellness

restrictions Non-clinical cost control 9 Prevention
9 No recission curtailment 1 New patient care models
9 Dependent age 26 coverage 0 MLR rebates 1 Reimbursement model
9 90 day waiting period 0 Transparency disclosures reporting
9 Broad essential benefits 0 Claims standardization 1 MLR Categorization of Health
{ Cost share limits 0 Potential standardization of Quality Cost
9 Clinical trial coverage edits and payment policies 1 Point of Service Claims

submission

Benefit and coverage expansion are critical to those consumers directly impacted by these provisions,
but will ultimately cost more not less. Expanding the risk pool by including the populations that have
the highest health care costs, broadening mandated benefits and limiting cost share and coverage caps
will undoubtedly increase premiums and place further upward pressure on medical trend for all insured
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to control cost and trend.

While injecting these significant cost pressures, the Act simultaneously curtails the way plans have
historically controlled both risk and costs. The prohibition against experience rating and replacing it
with broad community rating pools with narrow rating bands will eliminate the primary risk control

plans have historically used.

The changes associated with insurerd &her traditional cost control techniques are not as evident upon
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The administrative simplification requirements will, at a minimum, standardize the claims submission

process and require point-of-service member liability determination when feasible. In addition, HHS will
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decide in 2012 whether to similarly mandate the standardization of the claim edit and payment policy
practices. When combined withthe YA YA YdzY aSRA OF f [ 2 & &theselogeratdnalo da | wé 0
constraints will require plans to rethink how they control medical costs in the post-reform environment.

The final pervasive shift that underlies Reform is the movement towards clinical, wellness and
Healthcare Quality approaches to incent behavior and control costs. This is made clear throughout the
Act including the minimum MLR provision definitions, the preventive health provisions, the
encouragement of value based insurance design concepts and the focus upon outcome based
reimbursement techniques.

Framework for Strategic Health Reform Has Created 3 Potential Paths for Strategic Responses

Analysis — As plans attempt which can be Used in Isolation or in Concert
to analyze and digest the

strategic and operational
implications of this
legislation, we believe that a

1. TacticalC Interim steps to mitigate immediate risks and implement
incremental change during transitional period

2. Diversification ¢ Reform will completely alter the the traditional health
insurance model; plans will need to identify new business

three pronged approach can opportunities, new capabilities and new partners as they seek to

be used to break down short compete effectively in the future

and long term responses to 3. Transformation- Reform creates opportunities to address fundamental
wS T 2 Mrfpﬂ'é)éprovisions. healthcare industry issues and create a new business model that
These pathways may be used elevates opportunistic plans above peers

in isolation, but more likely Transformational strategies allow plans to leverage existinginfrastructure

will be used in combination and create a long-term competitive differentiation
with one another.

Although we are convinced that this legislation will accelerate the industry transformation we discussed
in our January white paper; this transformation will undoubtedly require many years before it is
accepted by the provider community and fully realized. Tactical responses are essential to this
relatively long transition period while plans are implementing their longer term strategies.
Diversification is an important response because of the changed risks and rewards post reform. Asa
result, complimentary non-regulated businesses and partnerships must be evaluated to ensure the
ongoing viability of the business and reduce the portfolio risk. Those plans pursuing transformation
must possess new capabilities and invest in new approaches to achieve long term cost containment
success. Plans will need a strong corporate development capability combined with a new focus and
evaluation process to be positioned for the long term.

Plans will need to evaluate all tactical, diversification, and transformation strategies to determine the
optimal approach given the local markets and conditions. What works best in one market may not be
transferable to another. These paths will need to work in concert with one another and be carefully
coordinated to maximize the limited resources that are available within each plan. Utlimately, the plans
who can execute on transformational strategies will create sustainable long term competitive
differentiation.
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