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Introduction 

This actuarial memorandum supports a rate filing submitted on behalf of Blue Cross and Blue 
Shield of Texas (BCBSTX), a Division of Health Care Service Corporation, a Mutual Legal Reserve 
Company, an Independent Licensee of the Blue Cross and Blue Shield Association, for its Small 
Group medical policies. 

This memorandum and the accompanying certifications do not guarantee that the proposed 
rates will be adequate. Rather, they attest that the proposed rates would be adequate if all 
underlying assumptions are realized. Should any statutes, regulations, court decisions, agency 
guidance, or administrative interpretations change or be applied differently than assumed, the 
proposed rates may no longer be adequate. In such circumstances, the proposed rates may 
require amendment, revision, or withdrawal—whether in whole or in part—if deemed 
necessary by BCBSTX or the certifying actuary. 

This memorandum has been prepared solely to demonstrate compliance with applicable 
regulatory requirements, including the Department of Health and Human Services’ Part III 
Actuarial Memorandum and Certification Instructions. It is not intended for, and may not be 
appropriate for, any other purpose. 
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4.2 General Information 

Company Identifying Information 

 
Company Legal Name Blue Cross and Blue Shield of Texas 

 
State Texas 

 
HIOS Issuer ID 33602 

 
Market Small Group 

 
Effective Date January 1, 2027 

 

Company Contact Information 

 Primary Contact Name 

 Primary Contact Telephone  

 Primary Contact Email 
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addition, rate variations occur across plans due to differences in cost-sharing structures, which 
affect leveraging and utilization patterns. As a result, proposed rate changes may vary by rating 
area, plan, and quarter.  

4.4 Market Experience 

 The single risk pool includes all covered lives for every small group non-grandfathered 
product/plan combination including transitional products. Transitional product experience has 
been removed from the experience period and projection period base rate calculations. BCBSTX 
does not anticipate a significant number of the members in those policies will be enrolled in 
metallic plans during the projection period. 

4.4.1 Experience and Current Period Premium, Claims, and Enrollment 

Paid-Through Date:  

Claims incurred during calendar year 2025 have been paid through April 30, 2026. 

Current Enrollment and Premiums: 

Enrollment and premium information are reported as of April 30, 2026. 

Allowed and Incurred Claims for the Experience Period:  

Allowed claims and incurred claims are sourced from the same underlying data systems and are 
developed using consistent methodologies. The claims dataset includes only processed claims 
for groups in the Small Group single risk pool, recognizing that the experience is incomplete as 
of the paid-through date. 

Completion factors are applied to incomplete claims to estimate total allowed and incurred 
claims for the experience period.  

Both allowed and incurred claims are adjusted for drug manufacturer rebates and provider 
incentives. 

The allowed claims incurred during the experience period are as follows: 

• Claims incurred and paid through the claim system as of the Paid Through Date:  
$5,047,154,500 

• Claims incurred and paid outside the claim system as of the Paid Through Date:  
-$494,506,905 

• Claims incurred but not paid as of the Paid Through Date: $36,630,781 
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The source data underlying the trend model has the following adjustments applied: 
 

• Morbidity & Demographic Shifts: 

Morbidity is normalized in the trend assumptions using the following steps: 

1. Segment members by age bands/sex/condition categories. 
2. Measure cost and utilization per person in each segment. 
3. Normalize using a standard population to develop normalization factors. 
4. Apply those normalization factors to compare fairly across time. 

• Network changes: 

There is no explicit normalization for changes in network as the trends are derived using 
group accounts from PPO products.  Unit cost projections within the trend projections 
account for changes in the broad network provider contracts compared to the 
experience period.  

• Days Mix and One-Time Events: 

Days mix factors are adjustments to the projection period for anticipated changes in 
claims due to changes in timing of events. Examples include the number of weekdays in 
a year, the days on which holidays fall, the impact of holidays on claims, and any one-
time events occurring during the base period. The 2025 base period did not have 
significant one-time events that impacted this filing. 

The data selected is appropriate for the single risk pool because the underlying population 
consists of group business from this issuer within this state. Such data reflects the issuer’s 
medical policy, utilization management practices, provider contracting, and claims adjudication 
processes, but does not include any effects of medical underwriting. The benefits provided are 
comprehensive and encompass a broad range of services consistent with essential health 
benefits (EHBs). Although the underlying data is based solely on PPO products, the resulting 
trend is appropriate for all BCBSTX Small Group ACA business because the applied network 
factors adequately account for differences in trend between the PPO anchor network and the 
other networks. 

Small group policies renew throughout the calendar year. To reflect this, BCBSTX trended the 
experience claims to the middle month of each quarter in the projection period: 

• Rates effective 1/1/2027 - 3/31/2027 reflect experience trended to the 12-month period 
beginning 2/1/2027.  

• Subsequent quarters incorporate an additional 3 months of trend. 
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4.4.3.2 Adjustments to Trended EHB Allowed Claims Per Member Per Month (PMPM) 

Morbidity Adjustment: 

Anticipated shifts in market-wide population morbidity were applied from the experience to 
the projection period. In recent years, the size of the Small Group ACA single risk pool has 
declined driven by lower risk groups shifting toward alternative self-insured products. A 
Population Morbidity Adjustment of 11.5% was applied to reflect the continuation of this shift 
in the Small Group market. 

Demographic Shift: 

This adjustment reflects the changes in allowed costs arising from differences in the age, rating 
area, provider network, and benefit plan distribution between the experience and projection 
periods. The Demographic Shift adjustment is -0.8%. 

Plan Design Changes: 

Adjustments for benefit changes from the experience period to the projection period were 
developed using an internal pricing model. All benefits covered during the experience period 
will also be covered during the projection period. The Plan Design Change adjustment is 0.0%. 

Other Adjustments: 

The Other Adjustment is 1.0% and includes the following components: 

• Unit Cost Network Trends: 

The trends described in Section 4.4.3.1 reflect anchor network assumptions. This 
adjustment accounts for differences in the projected index rate due to variation in unit 
cost trend between the anchor network and the overall product portfolio for this filing. 
The unit cost network trend adjustment is -0.2%. 

• Large Claim Adjustment: 

Large claims in 2025 came in significantly below prior years’ experience. BCBSTX expects 
that in 2027 large claims will return to past levels. The large claim adjustment is 1.0%. 

• AV and Cost-Sharing Normalization Adjustment: 

This reflects the adjustment to align the paid-to-allowed ratio with the AV and Cost 
Sharing Design values used in rate development. The adjustment includes the benefit 
richness normalization, the AV normalization, and one month of leveraging. The AV and 
cost-sharing normalization adjustment is 0.1%. 
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4.4.3.3 Manual Rate Adjustments 

No manual rate adjustments were required because the experience-period claims are 
considered fully credible as discussed in Section 4.4.3.4. 

4.4.3.4 Credibility of Experience 

Full credibility has been assigned to the Base Period Experience, with appropriate adjustments 
to reflect material changes anticipated between the experience period and the projection 
period. This assignment of full credibility is consistent with Actuarial Standard of Practice 
(ASOP) No. 25, Credibility Procedures. Specifically, Section 3.4, Professional Judgment, states 
that “…in some situations, an acceptable procedure for blending the subject experience with 
the relevant experience may be based on the actuary assigning full, partial, or zero credibility to 
the subject experience without using a rigorous mathematical model.” 

In addition, relying on the most relevant experience for rate development—namely, BCBSTX’s 
own Base Period Experience—is consistent with Section 3.3, Selection of Relevant Experience, 
and is deemed actuarially appropriate. There are no material changes from the credibility 
procedures used in the prior filing. 

4.4.3.5 Establishing the Index Rate 

As reported in Worksheet 1 of the URRT, the index rate for this filing is $1066.31. The index rate 
represents the estimated total allowed claims PMPM for the single risk pool for EHBs in the 
Texas Small Group market for the first quarter in which the rates are effective. 

For the experience period, the index rate equals the total allowed charges PMPM less coverage 
for any benefits that exceeded the EHB requirements. 

For the projection period, the index rate equals the total expected allowed charges PMPM less 
coverage for any benefits that exceed the EHB requirements. See Section 4.4.4 for a description 
of benefits in addition to EHB. 

BCBSTX Small Group Quarterly Trend Increases: 

These rates reflect allowed-claims trend assumptions that are updated quarterly and are 
effective through December 31, 2027. The index rate is scheduled to increase 1.78% each 
quarter.  

This quarterly increase to the index rate is distinct from the quarterly premium rate schedule 
increase, which is described in section 4.4.6. 
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AV and Cost Sharing Design of Plan: 

This adjustment reflects differences in cost sharing and the resulting induced demand 
associated with each plan design. Paid-to-allowed ratios are calculated using a consistent claim 
distribution across all plans, ensuring that morbidity variations do not influence plan-level 
pricing. 

The adjustment accounts for both benefit differences and the utilization changes that arise due 
to cost-sharing variation. Paid-to-allowed ratios represent the percentage of allowed claims 
expected to be BCBSTX’s liability based on plan provisions and a standardized claim mix. These 
ratios do not reflect differences in health status.  

Induced demand factors by metal tier are based on the Federal Benefit Richness curve and are 
normalized to an average value of 1.0. 

Provider Network Adjustment: 

Provider network adjustment factors were developed using experience-based, risk-adjusted 
claims segmented by group rating area and by each distinct provider network product offered. 
In accordance with applicable Actuarial Standards of Practice, large claimant pooling was 
applied to stabilize the experience and reduce the influence of atypical high-cost claims. 

The pooled, risk-adjusted claims were projected to the rating period, reflecting anticipated 
changes in provider contracting and normalized for expected differences in benefit design and 
age mix across network products. To promote premium stability and mitigate undue volatility, 
constraints were applied to limit year-over-year changes in provider network adjustment 
factors. Finally, adjustments may be applied to reflect differences in participating providers and 
health systems across networks and ensure relative pricing is consistent with that observed for 
comparable products in the market. 

Because this methodology relies on risk-adjusted claims experience, the resulting provider 
network adjustment factors are normalized for morbidity differences across rating areas. 
Accordingly, these factors are intended to reflect only differences in the cost of delivering 
covered services attributable to variations in provider network composition and contracting. 

Benefits in Addition to EHB: 

Texas requires group insurance carriers to provide coverage for in vitro fertilization (IVF) 
services, which are not considered EHBs under Federal definitions. Because optional riders are 
not permitted under the URR Instructions, BCBSTX offers mirrored versions of non-IVF plans 
that include IVF coverage. Each mirrored plan is assigned a unique SCID and includes a plan load 
factor of 1.362. 
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Profit & Risk Load 

The target contribution to surplus, inclusive of underwriting margin and additional risk margin, 
is 4.00% of billed premium. This load does not vary by metal level. 

4.4.5 Calibration 

Age Curve Calibration: 

The approximate age curve calibration factor (ACCF) for the projected single risk pool is 0.6879. 
This factor was developed using the projected membership for the single risk pool as of April 
30, 2026. The index rate incorporates an adjustment to reflect the difference between the 
projected average age factor and the experience period average age factor. 

The age curve calibration factor is calculated as: 

𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 = ∑𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀
∑𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀∗𝐴𝐴𝐴𝐴

 , where: 

 
ACCF = Age Curve Calibration Factor 

Mbrs = Projected Members  

AF = CMS Rating Age Factor for each subset of members (set to 0 for members not 
expected to pay premium) 

This calibration factor is not plan-specific; the same ACCF is applied uniformly across all plans 
within the projected single risk pool. 

The calculation reflects the impact of uncollected premium for families with more than three 
dependents under age 21, consistent with federal rating rules. 

A demonstration of how the PAIR and the age curve are used to develop the schedule of 
premium rates for each plan is provided in Section 4.4.6. 

Geographic Factor Calibration: 

The geographic factors reflect the relative network cost by rating area of the largest (or 
broadest) network product. The development of these factors was described previously under 
the provider network adjustment section. 

Because this methodology relies on risk-adjusted claims experience, the resulting provider 
network adjustment factors are normalized for morbidity differences across rating areas. 
Accordingly, these factors are intended to reflect only differences in the cost of delivering 
covered services attributable to variations in provider network composition and contracting. 
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The resulting projected geographic factors are shown in URRT Worksheet 3. The geographic 
calibration factor associated with the projected single risk pool is 0.8996. 

The geographic calibration factor (GCF) is calculated as: 

𝐺𝐺𝐺𝐺𝐺𝐺 = ∑𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀∗𝐴𝐴𝐴𝐴
∑𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀∗𝐴𝐴𝐴𝐴∗𝐺𝐺𝐺𝐺

 , where: 

GCF = Geographic Calibration Factor 

Mbrs = Projected member counts 

AF = CMS Rating Age Factor for each subset of members (set to 0 for members not 
expected to pay premium) 

GF = Projected geographic factor applicable to each subset of members 

The geographic calibration adjustment is applied uniformly across all plans within the projected 
single risk pool. The calibration is not plan-specific; instead, a single average geographic factor 
is applied consistently to ensure alignment across all plans in the market. 

Tobacco Use Rating Factor Calibration: 

BCBSTX Small Group premium rates do not vary by tobacco status. Accordingly, the tobacco use 
calibration factor is 1.0 for all plans in the projected single risk pool. 

4.4.6 Consumer Adjusted Premium Rate Development 

The Consumer Adjusted Premium Rate (CAPR) is calculated by applying market-wide calibration 
adjustments to the PAIR and then applying the individual’s age and geographic rating factors. 
Specifically, the PAIR is multiplied by the age calibration factor, the geographic calibration 
factor, and the tobacco calibration factor. The resulting calibrated PAIR is then multiplied by the 
member-specific age factor and geographic factor to determine the individual premium. 

Premiums for family coverage are determined by summing the premiums of each covered 
individual, subject to the regulatory requirement that no more than three child dependents 
under age 21 are rated. 

CAPR = PAIR ×  Age Calibration × Geographic Calibration × Tobacco Calibration × Age Factor 
× Geographic Factor 

Example Q1 2027 Rate Calculation for age 40 in Rating Area 1  
 
Plan: Blue Choice Bronze PPO 833, 33602TX0430052 
Plan Adjusted Index Rate: $859.41 
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4.6.4 Plan Type 

All health plans included in this filing correspond to the plan type categories available in the 
drop-down selections in Worksheet 2, Section I of the URRT. Each plan has been assigned the 
appropriate plan type designation consistent with CMS instructions and URRT reporting 
requirements. 

4.7 Miscellaneous Instructions 

4.7.2 Reliance 

I have relied upon financial data, summaries, and analyses prepared by responsible officers and 
employees of Health Care Service Corporation. My review included such analysis of the data, 
methods, and assumptions as I considered necessary for the purposes of this filing. I believe the 
information relied upon is reasonably accurate and complete for use in projecting premiums 
and evaluating the reasonableness of the rate development. 

4.7.3 Actuarial Certification 

I, , am a Fellow of the Society of Actuaries and a Member of the American Academy 
of Actuaries in good standing. I meet the qualification standards of the American Academy of 
Actuaries to prepare and certify health insurance rate filings, including those for ACA‑compliant 
plans.  

This memorandum has been prepared in conformity with the applicable Actuarial Standards of 
Practice (ASOPs), including: 

• ASOP No. 1: Introductory Actuarial Standard of Practice 
• ASOP No. 5: Incurred Health and Disability Claims 
• ASOP No. 8: Regulatory Filings for Health Benefits, Accident and Health Insurance, and 

Entities Providing Health Benefits 
• ASOP No. 12: Risk Classification  
• ASOP No. 23: Data Quality 
• ASOP No. 25: Credibility Procedures 
• ASOP No. 26: Compliance with Statutory and Regulatory Requirements for the Actuarial 

Certification of Small Employer Health Benefit Plans 
• ASOP No. 41: Actuarial Communications 
• ASOP No. 50: Determining Minimum Value and Actuarial Value under the Affordable 

Care Act 

 










