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1. Justification for any unreasonable rate increases.
(Include all information as to why the rate increase is justified. Attach supporting documentation
to this PDF file.)

Not Applicable




2) Overall annual medical trend factor assumptions for all benefits

7.5% for Major Medical Non-Conversion, 3.8% for Major Medical Conversion

3) Actual Costs by Aggregate Benefit Category

Hospital Inpatient

Dollar Cost:
included in Other

Cost as Percentage of Medicare:
N/A

Hospital Outpatient
(including ER)

Dollar Cost:
included in Other

Cost as Percentage of Medicare:
N/A

Physician/other
professional services

Dollar Cost:
included in Other

Cost as Percentage of Medicare:
N/A

Prescription Drug

Dollar Cost:
Conversion - $7,322, Non-Conversion - $4,161

Cost as Percentage of Average Wholesale Price:

N/A

Laboratory (other
than inpatient)

Dollar Cost:
included in Other

Cost as Percentage of Medicare:
N/A




Radiology (other than

Dollar Cost:

inpatient) included in Other
Cost as Percentage of Medicare:
N/A

Other (describe) Dollar Cost and Description:

Conversion - $10,181
Non-Conversion $856,914

4) Amount of Projected Trend, by Aggregate Benefit Category, Attributable
to Use of Services, Price Inflation, Fees and Risk

Hospital Inpatient

Trend attributable to use of services:

Trend attributable to price inflation:
reflected in Other

Trend attributable to fees and risk:

Hospital Outpatient (including
ER)

Trend attributable to use of services:

Trend attributable to price inflation:
reflected in Other

Trend attributable to fees and risk:




Physician/other professional
services

Trend attributable to use of services:

Trend attributable to price inflation:
reflected in Other

Trend attributable to fees and risk:

Prescription Drug

Trend attributable to use of services:

Trend attributable to price inflation:
reflected in Other

Trend attributable to fees and risk:

Laboratory (other than
inpatient)

Trend attributable to use of services:

Trend attributable to price inflation:
reflected in Other

Trend attributable to fees and risk:

Radiology (other than
inpatient)

Trend attributable to use of services:

Trend attributable to price inflation:
reflected in Other

Trend attributable to fees and risk:

Other (describe)

3.8% for Conversion,
7.5% for Non-Conversion




5) Other Information
Complete and submit the CA Plain Language Spreadsheet.

#630302v7

Notes: Since CHIP conversion and non-conversion policies are grandfathered and
closed-block business with currently limited number of existing policies, we were
able to separate actual costs into pharmacy claims ("prescription drugs") and
non-pharmacy claims("Other).

An annual trend factor was developed by performing a linear regression on the

natural logarithms of the adjusted loss ratios. This is consistent with an exponential or
"compound interest” model of trend. The slope of this line yields an annual trend factor of
3.8% for Major Medical Group Conversion and 7.7% for Major Medical Non-Conversion.
However, according to the 2012 PwC Health Research Survey, the medical indemnity
trend rate for plans that include pharmacy benefits is 7.5%. Prudential is using the 3.8%
as the annual trend factor for Major Medical Group Conversion and 7.5% for Major Medical
Non-Conversion to project the loss ratio conservatively.
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