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GHG Forecasts MA Rate Pressure
Could Persist in 2016
GHG provides assessment of 2015 MA rates and early outlook for 2016 rates
On Friday afternoon, we participated in a Gorman Health Group webinar in
which the health consulting firm provided its assessment of the final 2015
Medicare Advantage rate proposal released by CMS on April 7. Gorman's
assessment is that final 2015 MA rates will amount to an all-in 3.02% cut
which is in line our and most Street ests of a 3.0-3.5% headwind. Gorman also
now believes that the MA industry is unlikely to see any real rate relief until at
least 2017 as MA rate pressure will likely persist into 2016, particularly given
that this will be an off-cycle year in terms of congressional elections.
Gorman Health estimates final 2015 all-in MA rate cut at -3.02%
GHG is a health care consulting firm that specializes in advising MA plans.
GHG assessed the final 2015 MA rate proposal as an all-in rate cut of -3.02%
next year. Note this is slightly better than our -3.4% est and is well within the 3.0-3.5% range of most Street ests. In 2014, MA is expected to be paid at
106% of Medicare FFS while this will decline to 103.6% in 2015. Gorman noted
that the move by CMS to slow the phase-in of the new risk adjustment model
from 75% phase-in in 2014 to only 33% in 2015 was highly unusual and likely
reflected the need for CMS to offset the negative FFS cost trends that heavily
weighed on the MA rate book, particularly given election year political factors.
Please see Figure 1 in the body of this note for Gorman’s detailed final 2015
MA rate build for both the preliminary and final rates.
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Aetna (AET.N),USD70.82
CIGNA (CI.N),USD77.11
Centene (CNC.N),USD58.30
Health Net (HNT.N),USD32.44
Humana (HUM.N),USD108.16
Molina (MOH.N),USD34.59
Universal American (UAM.N),USD7.29
UnitedHealth Group (UNH.N),USD78.95
WellCare Health Plans (WCG.N),USD63.11
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MA rates could face another year of pressure in 2016 despite Street hopes
The bull case thesis on MA has been recently predicated on a view that the
significant ACA-related rate headwinds will largely be phased in over 20142015 and as a result the industry could finally experience some positive MA
rate increases (albeit modest) beginning in 2016. However, the rate pressures
in 2014-2015 have been so intense particularly due to extraordinarily low
Medicare FFS cost trends. As a result, CMS has been deploying unusual
measures to help offset some of these headwinds and give the industry more
time to adjust to sharper cuts in the MA rate book. The trade-off for the
industry now appears to be that all of the rate pressure will likely not be baked
into rates by 2016. While the all-in MA rate outlook could improve a bit in 2016
relative to 2015, we now expect all-in rates could remain negative. The slower
phase-in of the new risk adjustment model means that there is still 170 bps of
further rate pressure beyond 2015 to fully shift to the new model. Additionally,
GHG believes that the in-home HRA proposal will likely return to the Advance
Notice next year for the third consecutive time. As we have discussed in
previous research, we estimate that the in-home HRA proposal would create a
rate headwind of 1-4% on average. The implementation of the in-home HRA
proposal and renewed transition to the new risk adjustment model could add
200-600 bps of incremental rate pressure in 2016, beyond the potential for the
MA growth rate to remain negative. Finally, CMS will likely not face the same
type of political pressure in 2016 as it will be an off-cycle year for elections.
Valuation & Risks
We apply an 11-13x blended composite multiple on 2015E EPS for Diversified
MCOs. Downside risks to our Neutral industry view include rising medical
costs; regulatory actions; and Medicare and Medicaid rate pressures. Upside
risks include subdued utilization trend and strong industry pricing.
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2015 MA Rates Follow-Up
Gorman Health Group Assessment of 2015 MA Rates
Figure 1: Gorman 2015 MA Rate Build

Source: Gorman Health Group; Deutsche Bank
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Important Disclosures
Additional information available upon request
For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this
research, please see the most recently published company report or visit our global disclosure look-up page on our
website at http://gm.db.com/ger/disclosure/DisclosureDirectory.eqsr

Analyst Certification
The views expressed in this report accurately reflect the personal views of the undersigned lead analyst about the
subject issuers and the securities of those issuers. In addition, the undersigned lead analyst has not and will not receive
any compensation for providing a specific recommendation or view in this report. Scott Fidel
Equity rating key
Buy: Based on a current 12- month view of total
share-holder return (TSR = percentage change in
share price from current price to projected target price
plus pro-jected dividend yield ) , we recommend that
investors buy the stock.
Sell: Based on a current 12-month view of total shareholder return, we recommend that investors sell the
stock
Hold: We take a neutral view on the stock 12-months
out and, based on this time horizon, do not
recommend either a Buy or Sell.
Notes:
1. Newly issued research recommendations and
target prices always supersede previously published
research.
2. Ratings definitions prior to 27 January, 2007 were:
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Buy: Expected total return (including dividends)
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Expected
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Regulatory Disclosures
1. Important Additional Conflict Disclosures
Aside from within this report, important conflict disclosures can also be found at https://gm.db.com/equities under the
"Disclosures Lookup" and "Legal" tabs. Investors are strongly encouraged to review this information before investing.

2. Short-Term Trade Ideas
Deutsche Bank equity research analysts sometimes have shorter-term trade ideas (known as SOLAR ideas) that are
consistent or inconsistent with Deutsche Bank's existing longer term ratings. These trade ideas can be found at the
SOLAR link at http://gm.db.com.

3. Country-Specific Disclosures
Australia and New Zealand: This research, and any access to it, is intended only for "wholesale clients" within the
meaning of the Australian Corporations Act and New Zealand Financial Advisors Act respectively.
Brazil: The views expressed above accurately reflect personal views of the authors about the subject company(ies) and
its(their) securities, including in relation to Deutsche Bank. The compensation of the equity research analyst(s) is
indirectly affected by revenues deriving from the business and financial transactions of Deutsche Bank. In cases where
at least one Brazil based analyst (identified by a phone number starting with +55 country code) has taken part in the
preparation of this research report, the Brazil based analyst whose name appears first assumes primary responsibility for
its content from a Brazilian regulatory perspective and for its compliance with CVM Instruction # 483.
EU
countries:
Disclosures
relating
to
our
obligations
under
MiFiD
can
be
found
at
http://www.globalmarkets.db.com/riskdisclosures.
Japan: Disclosures under the Financial Instruments and Exchange Law: Company name - Deutsche Securities Inc.
Registration number - Registered as a financial instruments dealer by the Head of the Kanto Local Finance Bureau
(Kinsho) No. 117. Member of associations: JSDA, Type II Financial Instruments Firms Association, The Financial Futures
Association of Japan, Japan Investment Advisers Association. Commissions and risks involved in stock transactions - for
stock transactions, we charge stock commissions and consumption tax by multiplying the transaction amount by the
commission rate agreed with each customer. Stock transactions can lead to losses as a result of share price fluctuations
and other factors. Transactions in foreign stocks can lead to additional losses stemming from foreign exchange
fluctuations. "Moody's", "Standard & Poor's", and "Fitch" mentioned in this report are not registered credit rating
agencies in Japan unless Japan or "Nippon" is specifically designated in the name of the entity. Reports on Japanese
listed companies not written by analysts of Deutsche Securities Inc. (DSI) are written by Deutsche Bank Group's analysts
with the coverage companies specified by DSI.
Qatar: Deutsche Bank AG in the Qatar Financial Centre (registered no. 00032) is regulated by the Qatar Financial Centre
Regulatory Authority. Deutsche Bank AG - QFC Branch may only undertake the financial services activities that fall
within the scope of its existing QFCRA license. Principal place of business in the QFC: Qatar Financial Centre, Tower,
West Bay, Level 5, PO Box 14928, Doha, Qatar. This information has been distributed by Deutsche Bank AG. Related
financial products or services are only available to Business Customers, as defined by the Qatar Financial Centre
Regulatory Authority.
Russia: This information, interpretation and opinions submitted herein are not in the context of, and do not constitute,
any appraisal or evaluation activity requiring a license in the Russian Federation.
Kingdom of Saudi Arabia: Deutsche Securities Saudi Arabia LLC Company, (registered no. 07073-37) is regulated by the
Capital Market Authority. Deutsche Securities Saudi Arabia may only undertake the financial services activities that fall
within the scope of its existing CMA license. Principal place of business in Saudi Arabia: King Fahad Road, Al Olaya
District, P.O. Box 301809, Faisaliah Tower - 17th Floor, 11372 Riyadh, Saudi Arabia.
United Arab Emirates: Deutsche Bank AG in the Dubai International Financial Centre (registered no. 00045) is regulated
by the Dubai Financial Services Authority. Deutsche Bank AG - DIFC Branch may only undertake the financial services
activities that fall within the scope of its existing DFSA license. Principal place of business in the DIFC: Dubai
International Financial Centre, The Gate Village, Building 5, PO Box 504902, Dubai, U.A.E. This information has been
distributed by Deutsche Bank AG. Related financial products or services are only available to Professional Clients, as
defined by the Dubai Financial Services Authority.
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