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This is the final report on the state of Rhode Island’s participation in the Academy Health Reinsurance Institute.  The Reinsurance Institute was initiated to provide technical assistance to states pursuing health insurance coverage expansions through development and implementation of reinsurance programs.  Rhode Island participated in the project through the Office of the Rhode Island Health Insurance Commissioner (OHIC).

The Reinsurance Institute provided funding for Rhode Island and two other states to engage in analysis of options for the development of state-based reinsurance programs.  The Institute also provided opportunities for state staff to interact and share information about program designs and outcomes.  Finally, the project supported work by researchers at the Urban Institute to analyze the potential costs and other impacts of implementation of theoretical models for state reinsurance. 

Rhode Island was chosen for participation in the Academy Health Reinsurance Institute following passage by the legislature of reinsurance legislation in 2006.  This goal of this legislation was to create a program that subsidized insurance for low-income, previously uninsured workers in small firms through the use of reinsurance.  However, the legislature did not provide funding for the program and it was not implemented.  OHIC therefore used the opportunity provided by the Reinsurance Institute to explore in more depth the implications of the program design authorized by the legislature and to explore other potential program designs that might be appropriate for Rhode Island at this point in time.  In particular, the project explored the likely impact of policy options that would not necessitate the expenditure of new state funds, given the current fiscal situation in the state.

The Rhode Island Reinsurance Fund Analysis Project involved three primary tasks:

1. preparation of a background paper on reinsurance to support a common understanding of policy options among key decision-makers and constituencies;

2. development of modeling parameters for a potential reinsurance program in Rhode Island, and work with Urban Institute consultants to refine those program parameters and resulting cost estimates based on the most likely scenarios for actual program development; and

3. coordination of reinsurance program design with other ongoing policy development initiatives of OHIC, including the Market Merger Task Force.

The approach taken to completing each of these tasks is described below.

Background Paper

A background paper was prepared to familiarize OHIC staff and other interested parties with the major models of reinsurance programs currently in use in states.  A copy of that paper is provided as Attachment A.

The paper outlines three major models for reinsurance programs: an excess-of-loss reinsurance program, as is in use in New York; an aggregate reinsurance program, as is in use in Arizona; and a high risk reinsurance pool, as is in use in Connecticut.  The paper also describes the key reinsurance design decisions that must be addressed if a state is to pursue the use of any reinsurance program.  In summary, these are:

· The population of covered lives/claims to be included: is the program targeted and, if so, at whom is the program targeted or to whom is it restricted?  Only people in small groups, only individuals, only high-risk individuals, only low-income, only uninsured (and combinations thereof)?

· Is the program subsidized or not?  Is the state collecting general revenues to subsidize premiums for the program, or are you simply redistributing dollars within the pool of privately insured individuals and groups?

· Excess-of-loss (specific) or aggregate reinsurance?  Is the program utilizing reinsurance that protects insurers from losses on any specific individual (excess-of-loss) or that protects them from overall losses (aggregate)?   Each arrangement creates different incentives for insurers and furthers different policy goals.  Some analysts argue that specific reinsurance removes any incentive for carriers to manage costs for potentially high-cost individuals, as those costs are covered by the reinsurance program.

· What is the reinsurance corridor (the range of claims to be paid by the state program) and the coinsurance rate (the proportion of those claims paid by the program)?  For what level of claims is the state assuming responsibility, and at what coinsurance rate (what rate of sharing costs with insurers)?

· If the program targets high-risk individuals, is it on a prospective basis (where people are identified up-front and ceded to a state pool, with costs distributed across carriers) or on a retrospective basis (where the states assumes or redistributes costs above a certain level based on claims experience)?  

The answers to these questions will provide the policy underpinnings for any reinsurance program design, and also will have a major impact on the breadth of the program, the extent to which it reduces insurance costs and/or expands coverage, and total program costs.

Development of Modeling Parameters for Rhode Island

A. Baseline Modeling

With assistance from Urban Institute staff, modeling parameters were developed for a Rhode Island reinsurance program.  The foundation for this modeling was the development of baseline estimate of population characteristics and health care expenditures for Rhode Island, with expenditure variations identified across major groups.  The baseline population model was estimated using national 2001-2003 Medical Expenditure Panels Survey (MEPS) data, re-weighted to reflect the 2004-2005 actual Rhode Island Population, as estimated by the Current Population Survey and Statistics of United States Business (SUSB).  Summary statistics derived from that estimation are provided in Table 1.

Table 1
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The second step in the Urban Institute’s baseline modeling was to adjust the national health care expenditure data to account for actual health insurance costs in Rhode Island.  To make these adjustments, it was necessary to gather data from the Medicaid program, from private carriers doing business in the non-group and small group markets, and from the state employees’ health insurance program.  In each case, data about benefits provided, cost-sharing and premiums were fed into the Urban’s baseline so that the researchers could create a full “picture” of the Rhode Island health insurance market. 

This baseline then was used to support micro-simulation modeling.  This modeling allows researchers to look at the likely impact of economic or policy changes on behavior at the individual level, and at corresponding affects on likely take-up and costs of a proposed reinsurance program at the aggregate level.  Understanding these dynamics is particularly important if a state is pursuing a strategy similar to New York’s, whereby previously uninsured individuals or groups will be voluntarily enrolling in a subsidized insurance program.  Understanding the number and type of likely enrollees in a program, particularly in terms of their income level and risk characteristics, is important to understanding potential program costs and viability.

The methodology used by Urban to develop the baseline estimates for Rhode Island is described in Attachment B.

The next step in Urban’s analysis was to map Rhode Island health care expenditures to “corridors” of risk.  This involved analyzing the distribution of expenditures by population groups, so that we could see the proportion of health care expenditures that fall within given corridors.  Figure 1 provides an example.  

Figure 1
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program or primary insurers' loading costs.  Source: Urban Institute tabulations from the Reinsurance Model estimated with 2001-2003 Medical Expenditure Panel 

Survey data, re-weighted to reflect the Rhode Island population. All dollars inflated to 2007$s. Sample is Rhode Island small group employees (1-49 employees) with 

employer-sponsored insurance, ages 19-64, and their dependents. Urban Institute estimates from the Reinsurance Model are for state use. Suggested citation for 

further calculations by Rhode Island: "Rhode Island calculations using Urban Institute estimates of state health expenditures, produced for the Reinsurance Institute."

Total expenditures=$445.0 million

# of insured people= 104.8 thousand

Avg $ per insur. person=$4.3 thousand/person


Figure 1 presents the distribution of insured health expenditures for privately insured employees and dependents with small group coverage.  These data are based on the 2001-2003 distribution of expenditures, but are inflated to reflect 2007 costs.  As we might expect, nearly half of all health expenditures are accounted for in the lowest corridor, $0-5,000.  This means that most enrollees have expenses for the year of less than $5,000, and the expenditures for people whose annual expense falls below that threshold are almost half of total expenditures.  Therefore, if a reinsurance program was designed, for example, to cover all costs above $5,000, the program would be assuming slightly more than half of all expenditures for this group.  Likewise, if a program was targeted to the corridor $5,000-10,000, the program would be picking up about $65 million in expense, or about 15 percent of total expenditures for this group.

Figure 2 presents the same distribution, for the non-group insured market.
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Figure 2 shows that the non-group market has a slightly different distribution of expenditures than the small group market.  Here, about 41 percent of expenditures fall in the lowest category ($0-5,000). Again, this means that people whose insured expenditures for the year amount to less than $5,000 account for about 41 percent of total expenditures.  Annual expenditures of between $5,000 and 20,000 are more common among this group than among the small group enrollees.  For small group, expenditures between $5,000 and $20,000 account for about 27 percent of total expenditures, while for non-group expenditures in that range account for 48.5 percent of total expenditures.  However, small group enrollees have many more very high cost cases (with total expenditures above $100,000 for the year) than non-group.  These cases are negligible in the non-group market, but account for four percent of total expenditures in small group.

More complete results of the Urban baseline modeling are included in their final project report, which is Attachment C.

B. Modeling of Program Effects

The attached work plan (Attachment D), developed by the Urban Institute, outlines the reinsurance program parameters agreed upon between Urban staff and OHIC staff.  At the point that the analysis was to be completed, the likelihood that new revenues would be available to fund a program like that which had been authorized by the legislature seemed very slim.  At the same time, there was growing concern about the effect on the non-group market of high-risk enrollees, and a desire to reduce the cost pressure on that market in order to stabilize the risk pool.  

Given the limits on the analytic resources available through Urban, we focused their efforts on what was believed to be the most sensible reinsurance program design, based on the characteristics of the Rhode Island health insurance market and the realities of the state’s fiscal situation.  Essentially, we limited the program design by an assumption that there would be no new money (in the form of state revenues) flowing into the program for subsidies and, rather, subsidization of premiums for those who qualified for the reinsurance program would come from a surcharge on premiums for all others in the insured market.  These decisions guided the Urban analysis toward a design less like that which is in law (and which basically follows the parameters of New York’s program) and more like a risk-spreading mechanism of the type employed by Connecticut.  

Two basic program design scenarios were modeled.  In both models, it was assumed that:

1. subsidies would be provided to currently insured individuals, and not uninsured individuals; 

2. funds for subsidies would come from a five percent assessment on premiums in the insured marketplace; and

3. the reinsurance program would assume 90 percent of the costs within a specified corridor of expenses.  

Two possible risk corridors were modeled: $5,000-6,427, and $20,000-28,076.  These corridors were chosen to offer some contrast between the effects of subsidizing different ranges of expense, and because, in each case, the expenses to be covered through reinsurance roughly matched the amount raised through the five percent assessment.  

Table 3 provides a summary of the scenarios modeled.

Table 3

Reinsurance program scenarios modeled,

funded by 5 percent assessment on insured market, 

applied to both non-group and small group insured populations
	Risk corridor to be assumed by reinsurance program (at 90% coinsurance)
	$5,000-6,427
	Scenario1

	
	$20,000-28,076
	Scenario 2


Results of Modeling

Table 4 presents the results of the Urban modeling of the assumed program design scenarios on premiums.   Premium impacts for the non-group or “direct pay” market are separated into effects on the two pools in that market – preferred subscribers and non-preferred (essentially, lower-risk and higher-risk).  The table shows, for each potential program design, the amount of expense in the program’s risk corridor, the amount of that expense that is redistributed based on a 90 percent coinsurance rate (90 percent of the expense is redistributed, while 10 percent is retained by the carrier), the total cross-subsidy and the cross-subsidy on a per-person basis.

Table 4
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Rhode Island Reinsurance Model Estimates

Note: Urban Institute analysis for the Reinsurance Institute, 2007.

Direct Pay

Policy with a 5 percent assessment paid by carriers on insured expenses ("pure premiums")


If insured expenses between $5,000 and $6,427 were assumed by the reinsurance program, the effect on insureds would be to reduce premiums for “high-risk” individuals in the non-group market (defined as those in the Blue Cross Blue Shield non-preferred pool) by 2.5 percent, while premiums for others in the non-group market and for those in the small group market would increase by two tenths of a percent.  If expenses in the corridor between $20,000 and $28,076 were assumed by the reinsurance program, the effect would be quite different.  In this scenario, small group premiums are reduced by three tenths of a percent, while non-group premiums (for both preferred and non-preferred) increase.  

These results are consistent with the results of the baseline modeling, which showed that enrollees with total expenses in the $5,000-10,000 range accounted for 25 percent of total expenditures in the non-group market, but just 14.5 percent of total expenditures in the small group market.  Thus, a program that aims to redistribute costs in this lower corridor will have a greater impact on reducing premiums in non-group than in small group.  Conversely, individuals with total annual expenses in the range of $20,000-30,000 range account for seven percent of expenditures in the small group market, but just 2.5 percent of expenditures in the non-group market.  Thus, aiming the reinsurance program at the higher corridor results in greater reductions in premiums for small group than non-group subscribers.

Coordination with Other OHIC Efforts

The final component of this project was coordination of the reinsurance work with other OHIC policy development efforts, particularly the work of the Market Merger Task Force (MMTF).  The MMTF was formed to consider options for merging the non-group and small group insurance markets in Rhode Island.  The impetus for this work was concern about the non-group market and the state’s ability to sustain that market in its current configuration – a single carrier assumes all of the risk in that market, which is divided into preferred and a non-preferred pools, and the preferred pool cross-subsidizes the non-preferred pool.  

Coordination with the work of the MMTF is evidenced in part by the reinsurance program modeling described above.  The decision to model program effects for a program designed to redistribute risk across the small group and non-group markets, rather than pursue a program like that in use in New York, was in part a reflection of the reality that stabilizing the non-group market was an important policy concern at the moment.  In considering the use of reinsurance for the Rhode Island health insurance market at this point in time, OHIC was focused primarily on one goal – to spread the risk of the non-group population equitably across the market, offering some rate relief to non-group subscribers.  The modeling helped OHIC staff better understand the distribution of costs in the two markets and the potential effects of a redistributive policy, given the different risk profiles of the markets.

The reinsurance background paper developed as part of this project was made available to the MMTF and supported their discussions of this issue.  This project helped the MMTF focus its consideration of the use of reinsurance on models that spread direct pay risk across the market without the use of additional state funds, and to understand the key reinsurance design parameters described above – the population targeted by the program, and the source of subsidization.  

Conclusions and Policy Recommendations

Given the results of the Reinsurance Project and the Analysis completed by the Urban Institute, a few conclusions and policy recommendations seem clear.  First, it is clear from the modeling that it is very difficult to have much impact on premium affordability through a redistribution of funds currently in Rhode Island’s rather small market of insured individuals and groups.  With a base of fewer than 120,000 lives, there simply is not much capacity to shift expenses between risk categories to achieve a more equitable or stable distribution of expense.  A more promising approach would be to use a broader-based funding source, to which more of the Rhode Island population contributed, to reduce the size and volatility of insurance premiums.  

Second, if the state is seeking to reduce the cost of health insurance, the results of the modeling described here make clear that reinsurance is a fairly inefficient mechanism for achieving this aim.  Due to underlying assumptions about the elasticity of demand for insurance, the extent to which that elasticity varies according to one’s risk profile, and the high cost of insurance in today’s market, it takes a very significant reinsurance subsidy to lower the price of insurance enough to make major coverage expansions.  An example of this effect was provided by the Urban Institute in the case of Washington State.  Washington (one of the other states in the Reinsurance Institute) requested modeling of a very broad-based reinsurance program, which would assume 90 percent of the costs in the risk corridor between $10,000 and $90,000, for the entire small group and non-group markets.  This program had a total estimated cost of $600 million, but attracted only an estimated 61,000 uninsured individuals to the health insurance market.  This puts the estimated cost per newly-covered person at almost $10,000.  

Third, and finally, this project demonstrated the value of data analysis in informing policy decisions.  While Rhode Island ultimately did not pursue a reinsurance program, the modeling performed by Urban illustrated that the difference in expenditure distribution between the small group and non-group markets can mean that different decisions about reinsurance program design – such as the risk corridor chosen – can result in dramatically different results for health insurance purchasers.  This information is valuable to have in mind as we consider any additional policy options for insurance reforms and insurance coverage expansions in the future.

Attachment A

THE USE OF REINSURANCE IN STATE HEALTH POLICY

Background Paper

This paper provides background on the concept of reinsurance and its potential role in any proposed Rhode Island health insurance market reforms.  The term reinsurance is used to refer to a number of different arrangements, and this can be confusing.  It sometimes is described as “insurance for insurance companies.”  This traditional form of reinsurance is an insurance policy that one insurance company purchases from another in order to limit its potential exposure to very large claims.  The reinsurance carrier is an insurance company with reserves sufficient to pay for significant claims that, while rare, might endanger the solvency of a smaller insurer if they were to occur.  The first insurer pays a premium to the reinsurance carrier, and the reinsurance carrier assumes responsibility for all claims above an agreed-upon level (or a certain percentage of the cost of those claims).

More recently reinsurance has been used by states as a mechanism for furthering a number of public policy goals.  Public reinsurance (that is, financed through taxes) also has been proposed at the national level by several Presidential candidates as a means of reducing the cost of private health insurance.  

Examples from Other States 

New York

Reinsurance goals: to reduce health insurance premiums for a specific, targeted population and to reduce the risk of covering this population for managed care organizations

Reinsurance design: excess-of-loss reinsurance

States have taken a variety of approaches to using reinsurance to either reduce the risk of adverse selection in their insurance marketplace, or reduce premiums for consumers, or both.  One example is in New York state, where the Healthy NY program has used state-sponsored reinsurance to protect HMOs (and insurers, if they choose to participate in the program) against adverse selection in a specific, subsidized insurance program.  Reinsurance, paid for by the state, acts as a back-stop on losses from very high cost cases. As a result, HMOs are able to reduce the premiums they charge to insured individuals and may be more likely to enter or remain in the Healthy NY program.  New York’s program is structured so that the HMO is responsible for the first $5000 of claims cost, for 10 percent of the costs of claims between $5,000 and $75,000, and for all costs above $75,000.  These costs are calculated on a per-person basis, and this is referred to as excess-of-loss reinsurance.

Qualifying small employers, sole proprietors, and uninsured employed individuals that have not been insured in the past 12 months (some exceptions apply) are eligible for the program. Sole proprietors and individuals must meet income guidelines. Small employers may participate in the program if they have 50 or fewer employees, at least 30 percent of whom earn less than $35,500 annually (adjusted annually for inflation). Employers must contribute at least half of the premium, and at least 50 percent of employees must participate. As of December 2005, Healthy NY enrollment was about 107,000 people (26 percent small employers, 18 percent sole proprietors, and 56 percent individuals). In New York City in 2004, Healthy NY premiums were 40 percent lower than the average small group HMO premium and 66 percent lower than the self-pay individual market premium. 

Figure 1 illustrates the parameters of the Health NY program and their potential effect on one HMO or carrier.
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Arizona

Reinsurance goals: To reduce health insurance premiums for a specific, targeted group and to spread the cost of high-cost individuals in this program equitably across carriers 

Reinsurance design: Aggregate reinsurance

A somewhat different approach to the use of reinsurance has been taken by Arizona.  The State of Arizona created the Arizona Health Care Group (HCG) in 1985 to provide health insurance to businesses with 50 or fewer employees.  After more than a decade of double-digit premium increases for the program, enrollment had dropped significantly.  Those who remained in the program generally had higher-than-average health care costs.  As a result, the state agreed to provide aggregate reinsurance for HCG.  The state did this by guaranteeing a maximum medical loss ratio (the ratio between premiums collected and claims paid) for any insurer participating in HCG.  Currently that loss ratio is set at 86 percent, and the state pays about $4 million annually in subsidies to the program to guarantee this loss ratio. 

Figure 2 illustrates the parameters of the Arizona Health Care Group and their effect on small group carriers with differing levels of average claims for their subscribers.
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Connecticut

Reinsurance goal: To spread the cost of high-risk or high-cost individuals and groups in the small group market equitably across carriers 

Reinsurance design: A reinsurance “pool” for high risk groups and individuals


A third example of the use of state-sponsored reinsurance is Connecticut’s Small Employer Health Reinsurance Pool (“CSEHRP”).  In this case, the state uses reinsurance as a mechanism for spreading risk across the entire small group marketplace.   Connecticut operates a non-subsidized reinsurance pool for the small group market (groups of 1 to 50) called the Connecticut Small Employer Health Reinsurance Pool (“CSEHRP”). All health insurers are required to be pool members. The pool issues reinsurance coverage to insurers who wish to relinquish liability for a small employer’s employees’ or dependents’ covered expenses in excess of $5,000 per covered person. The reinsurance covers claim costs above $5,000. The insurers decide on a prospective basis whether to purchase reinsurance and for whom. The pool is funded by reinsurance premiums paid by insurers that cede risk into the pool (i.e., purchase reinsurance coverage). Losses are paid by the carriers through an annual assessment based on their small group market share. The pool reinsures about 2,700 people. 

Figure 3 illustrates the operation of the Connecticut Small Employer Reinsurance Pool.

Figure 3
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Key Reinsurance Design Decisions

If a state is contemplating the use of reinsurance to meet any of the goals described above – stabilizing the market for carriers, spreading risk more equitably, and/or reducing premiums for consumers – there are some key decisions to be made regarding the design of the reinsurance program.  These design elements include:

· The population of covered lives/claims to be included: is the program targeted and, if so, at whom is the program targeted or to whom is it restricted?  Only people in small groups, only individuals, only high-risk individuals, only low-income, only uninsured (and combinations thereof)?

· Is the program subsidized or not?  Is the state collecting general revenues to subsidize premiums for the program, or are you simply redistributing dollars within the pool of privately insured individuals and groups?

· Excess-of-loss (specific) or aggregate reinsurance?  Is the program utilizing reinsurance that protects insurers from losses on any specific individual (excess-of-loss) or that protects them from overall losses (aggregate)?   Each arrangement creates different incentives for insurers and furthers different policy goals.  Some analysts argue that specific reinsurance removes any incentive for carriers to manage costs for potentially high-cost individuals, as those costs are covered by the reinsurance program.

· What is the reinsurance corridor and the coinsurance rate?  For what level of claims is the state assuming responsibility, and at what coinsurance rate (what rate of sharing costs with insurers)?

· If the program targets high-risk individuals, is it on a prospective basis (where people are identified up-front and ceded to a state pool, with costs distributed across carriers) or on a retrospective basis (where the states assumes or redistributes costs above a certain level based on claims experience)?  Again, each model creates different incentives for insurers. 

Table one compares the three state programs described above in terms of their choices on these key design elements.

Table 1

	State
	Population affected by reinsurance
	Source of subsidy
	Specific or aggregate reinsurance
	Reinsurance corridor and coinsurance rate
	Prospective or retrospective

	New York
	Uninsured, low-wage individuals and small groups
	State funds
	Specific
	Carrier pays first $5000 of claims, 10% of claims $5-75000, all above $75000
	Retrospective

	Arizona
	Small employer groups
	State funds
	Aggregate
	Carrier pays claims up to a maximum medical loss ratio (currently 86%)
	Retrospective

	Connecticut
	Small employer groups
	Carrier reinsurance premiums and an assessment on all small group carriers
	Specific
	Carrier pays first $5000 of claims, excess spread across carriers
	Prospective


Rhode Island’s Starting Point

In Rhode Island, the legislature passed a law in 2006 that allows the Office of the Health Insurance Commissioner (OHIC) to create a program similar to Healthy NY.  The law provides for a reinsurance premium that would subsidize premiums for low-income, previously uninsured workers in small firms.  However, to date the legislature has not provided funding for the program, and therefore it is not operational.

More recently, OHIC applied to the Federal Centers for Medicare and Medicaid Services (CMS) for a $1 million high risk pool grant that would provide funding for a high risk reinsurance pool in Rhode Island.  Under this proposal, we would use reinsurance in a manner similar to the state of Connecticut – high risk individuals would be identified prospectively and their costs above a certain threshold financed through a reinsurance mechanism.  This would allow us to spread the costs of the highest-cost subscribers more broadly across the insured marketplace, and more equitably across carriers doing business in Rhode Island.

OHIC was not awarded the full high risk pool grant, but we have been notified that we will receive a planning grant that will allow us to study further the feasibility of this proposal for spreading risk in Rhode Island.  In addition, under a grant from Academy Health, the state is working with Urban Institute to model the cost of a range of potential reinsurance program designs.  The work plan for that analysis, which has been developed in cooperation with the Urban Institute, follows.

Attachment B

Urban Institute Presentation on Baseline Modeling for Rhode Island
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Reinsurance Policy Parameters Subject to Modeling

• Parameters for retrospective reinsurance

– Lower reinsurance threshold (i.e., attachment point)

– Upper limit

– Coinsurance retained by original insurer

• Reinsurance eligibility parameters

– Group market, nongroup market, or both

– Firm size criteria (under 10, 10 to 24, 25-49, 50-99, 100+)

– Income or wage brackets

• Rating rules

– Nongroup pooling follows state rules

– Can vary by age, health status, gender, single/family, family 

composition of age/gender/health status
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Why is Reinsurance challenging to model 

at the state level? 

• Data need to be population-based, representative of 

state health expenditures and insurance coverage, 

demographic, employer characteristics

• Need an accurate distribution of health expenses in the 

upper tail of the distribution across risk groups 



sample 

size concerns

Problem: There are no state datasets with those features.

Solution: Build a new state dataset suited to the task!
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The two main parts of the simulation model

First, we model 

the baseline 

current state of 

insurance 

in State X.

First, we model 

the baseline 

current state of 

insurance 

in State X.

Then, we model 

the effect of 

reinsurance on the 

baseline.

Then, we model 

the effect of 

reinsurance on the 

baseline.
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Baseline Overview: 

From National to State-specific Microdata

• Medical Expenditure Panel Survey-Household 

Component (MEPS-HC)

• Make expenditures consistent with National Health 

Accounts and high-cost claims data

• Assign workers to synthetic employers to match State 

X’s firm size/industry mix in Statistics of U.S. 

Businesses

• Build up premiums from covered expenses and 

benchmark to state data

1. Start with 

national data

2. Adjust health 

expenditures

3. Benchmark

To State X

5. Impute 

premiums

Baseline database for State X is ready for simulating reinsurance programs 

Baseline database for State X is ready for simulating reinsurance programs 

4. Create synthetic

establishments

• Re-weight national data to match State X’s population 

characteristics
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Reweighted rates of insurance coverage for 

Rhode Island closely match state’s CPS data
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Reweighted distribution of family income for 

Rhode Island closely matches state’s CPS data

16.5

16.7

15.1

16.7

16.7

19.2

27.6

27.4

30

39.2

39.1

35.7

0 25 50 75 100

Reweighted

Database for

Rhode Island

CPS Rhode

Island 2005

National

MEPS-HC

2001-2003

Percentage of Population 

<100% FPL 100-199% FPL 200-399% FPL 400%+ FPL



[image: image14.emf]Bovbjerg-Garrett, 19 July 2007; slide 13

SCI Reinsur Inst, Metro Center Marriott

Final reweighted health expenditures for Wisconsin
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Construction of initial premiums 

• Employer Sponsored Insurance (ESI) premiums

– Blend covered expenses from an employer group with an overall 

book of business = “pure premium”

– Apply administrative loading factors by firm size

– Compute establishment-level premium as the weighted average 

of single and family premiums within establishment’s risk group

• Nongroup premiums

– Establish rating cells for people with nongroup coverage

– Blend covered expenses and predicted covered expenses

– Apply administrative loading factor for nongroup coverage
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Application of reinsurance and flow of 

simulation model

5. Compute

ESI/NG premiums

for new risk pool

5. Compute

ESI/NG premiums

for new risk pool

1. Specify 

reinsurance

policy

parameters

1. Specify 

reinsurance

policy

parameters

4.Compute 

changes in 

“take-up”

of ESI/NG

4.Compute 

changes in 

“take-up”

of ESI/NG

3. Compute 

ESI offer 

changes

3. Compute 

ESI offer 

changes

2. Recompute 

ESI/NG premiums

2. Recompute 

ESI/NG premiums

Baseline data

including initial 

premiums

Baseline data

including initial 

premiums
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Premium Elasticity Targets

• Elasticity = %change in rate / %change in premium

• Employer elasticity of health insurance offer

– Establishments with 25-99 workers: -0.4

– Stronger effects for smaller employers

• Employee take-up elasticity in offering firms

– Single coverage: -0.015

– Family coverage: -0.03

• Non-group coverage elasticities

– Single coverage: -0.6

– Family coverage: -0.3
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Other Behavioral Assumptions

• Medicaid and other public coverage unaffected

• Employees and dependents will not drop ESI for non-

group coverage

• Dependents with ESI from a policy holder over age 64 or 

a government employee retain that coverage

• ESI policy holders in families with more than one policy 

holder retain their original coverage

• Non-group coverage is available to all at prevailing 

premiums within rating cell

• Full value of subsidy passed back in the form of lower 

premiums
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“Field Test” Validation

• Goal: establish “face validity” of modeling

• Information from 3 states, 4 market segments

– nongroup (a.k.a. individual)

– small group (by state def’n) -- big focus of interest

– large group (50+)

– state employees

• Variety of sources

– Existing insurer surveys, by state, by high-risk pools

– Web postings

– Interviews

• Found reasonable consistency of state-level data with 

MEPS-IC premiums and adjusted model estimates
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Memorandum

TO:

Anya Rader

CC:

Deb Faulkner, Chris Koller

FROM:

Paul Masi, A. Bowen Garrett, Lisa Clemans-Cope, and Randall R. Bovbjerg

DATE:

November 28, 2007

SUBJ:
Summary of Reinsurance Institute Work with Rhode Island and Final Modeling Results

Background and Motivation

Thank you for all you have done to help us understand insurance markets in Rhode Island as well as evolving Rhode Island plans for health insurance reform with a reinsurance component. Our background draws on available public documents, additional information you supplied, as well as the series of conversations we have had over the past year.
 This memo summarizes our interactions over the course of the Reinsurance Institute and specifically documents our replies to the final data requests you made after the August meeting we had here in DC, which after some back and forth culminated in our agreed scope of final simulation work.
 (How the simulation model works is explained separately in our final report.)

Given that Rhode Island has been primarily interested in reform of the small group and direct pay (nongroup) markets, including ways to merge the two markets, we tailored the preliminary estimates of baseline data by market segment to match your explanations of the size and composition of these markets. We could thus focus modeling on these markets in finer detail, emphasizing the distribution of insured expenditures by expenditure category across different coverage groups and populations.

Over the course of the project, we on the Reinsurance Institute team consulted with policymakers in Rhode Island in benchmarking our estimates of these markets, delivered estimates of the demographic and employer characteristics of these markets to help guide policymakers’ deliberations with regard to different reinsurance policies, and estimated the costs and distributional impacts of the policy options you requested.
 The final information in this memo follows considerable interaction with your team, including discussion of numerous earlier draft versions of results. It was very helpful to receive your input about the consistency of results with the perceived reality of coverage markets “on the ground” in Rhode Island. We trust that our interactions through telephone, email, and in-person significantly improved the quality and relevance of these final estimates. They certainly helped us do the work. Notable results are summarized next—first, descriptive statistics, then simulation results. Please get in touch if anything remains unclear.

Rhode Island Requests: Summary Statistics

One early request was for healthcare expenditure distributions of different sub-populations, to help shape policymakers’ thinking about the specifics of reinsurance policies. Some months ago, we shared our preliminary estimates of the share of total insured expenditures of the state’s population under age 65 years that fall within different expenditure categories.
 These data illustrated the relative costs of different reinsurance corridors. Later, after we finished benchmarking our state-level expenditure estimates, we created estimates of the amount of insured expenditures in the non-group market, small group (under 50 employees) market, the aggregated non-group and small group markets, and the private insurance market (including both group and non-group), by health status, which fall within expenditure categories of $5,000 increments.
 These final estimates provided Rhode Island with our best estimate of how many actual dollars fall within different expenditure corridors for different populations of interest. 

You also requested that we include, with our expenditure estimates, our estimates of the number of people in Rhode Island who have expenditures within these different expenditure corridors. This provided a richer picture of how much a reinsurance policy might cost, and how many individuals may be affected. To allow Rhode Island decision-makers the flexibility to select corridors of their choosing, we created an interactive spreadsheet that allowed users to calculate the amount of insured expenditures within different expenditure corridors, across different markets. This ability provided them with an idea of how much different reinsurance policies would cost, based on selected reinsurance corridor and coinsurance rate. We trust that we sufficiently clarified these expenditure estimates within the reinsurance context through our phone and email consultations.

Another topic of interest was demographic statistics describing Rhode Island’s population. First, we provided you with a profile of Rhode Island demographic and employer characteristics, including estimates of coverage rates, racial and ethnic composition, educational, marital and work status, income level, firm size and industry rates, which we estimated using the CPS and MEPS. After sharing these initial estimates, we consulted with you to compare our estimates of state population characteristics with your own numbers. This consultation led us to adjust our coverage rates slightly, decreasing the size of our non-group estimates to be consistent with Rhode Island’s estimates, and adjusting our Medicaid population by age and income level to more closely match Rhode Island state administrative counts. Specifically, we increased our estimate of children ages 0 to 18, under 350% FPL, and decreased our estimate of adults ages 19-64, under 150% FPL enrolled in Medicaid.
 

As you sharpened the project focus on reform of the small group market, you requested detailed demographic and employer statistics of Rhode Island’s overall workforce, all target employees (ages 19-64 and privately-employed), and target employees who worked in small firms with fewer than 50 employees. Using our final Rhode Island dataset, we estimated the percentage of workers in these different populations that fall within certain age brackets (19 to 24 years, 25 to 34 years, 35 to 44 years, 45 to 54 years, and 55 to 64 years), income levels (0 to 99%, 100 to 199%, 200 to 399%, and 400+% FPL), coverage status, the number reporting their health status as fair or poor, and the number of workers whose employer made an offer of health insurance. 

Additionally, you requested that we estimate the number of workers in these different populations who are dependents, and the firm size of the policyholder providing them with coverage. Our estimates show that the workforce in small firms (1-49 employees) in Rhode Island tend to be younger, have lower income, be slightly less likely to have an employer who offers health insurance, and be slightly more likely to report their health status as fair or poor compared with the general, privately employed, working-age population in the state (ages 19-64).
 

Rhode Island Requests: Input into the Reinsurance Simulation Model

At your request, we incorporated several state-specific elements into our generic simulation model. We more closely estimated the conditions you described about the small group and the non-group (also known as “direct pay”) markets, based on Rhode Island specific estimates. Rhode Island documents indicate that in 2007 there were about 14,300 enrollees in the direct pay market.
 They are insured within two distinct risk pools. One is a “preferred” pool of enrollees who pass a medical underwriting screener, and a second is a “basic” pool of those who do not pass the underwriting. About half of enrollees are in each of the two pools, and the total number of non-group members has been declining over time.

We therefore benchmarked our preliminary output to your market numbers, which resulted in a simulation sample of 14,300 people in the non-group market. Additionally, consistent with state estimates of the “basic” non-group pool, we benchmarked our estimate of non-group persons with one or more persons in their HIU who are also enrolled in non-group coverage and are in fair or poor health to 7,150 people. Also, we simulated the non-group market rating rules by rating people based on enrollees’ age and sex for single coverage, and by age of HIU members for family coverage. Consistent with Rhode Island’s rating rules, we did not apply health status as a factor on which to rate premiums. Instead, we separated the non-group market into the two risk pools, “preferred” and “basic,” and we approximated the practices in Rhode Island’s non-group market by assigning to people in HIUs with fair or poor health status the highest premium rate of the single or family coverage in the “preferred” pool.

Rhode Island Requests: Output from the Reinsurance Simulation Model

Rhode Island’s interest in merging the small group and direct pay markets guided your final requests of August and September. We understand your focus on reinsurance policies to reflect a goal of stabilizing premiums in those markets. The proposal of interest is to place a assessment on these combined markets, and use the revenue to fund a reinsurance policy that would apply a common reinsurance corridor and coinsurance rate to both markets. To understand the nature of assessable spending and overall impacts of reinsurance reimbursement, you requested that we develop different expenditure corridors for which 90% of the covered expenses (i.e., with a 10% coinsurance rate) of the combined direct pay and small group markets would sum to the revenue generated by different tax rates applied to both markets.

We provided several draft versions of these estimates via email, seeking input on what similar information shows from in-state agencies and insurance providers. Ultimately, our estimates were the result of much interaction and benchmarking to numerous state-specific data sources, including market estimates from data on United Health Care and on Blue Cross Blue Shield in Rhode Island. The final estimates are that a 5% assessment on the aggregated markets would produce approximately $24.4 million in revenue, a 3% assessment would produce approximately $14.7 million, and a 7% assessment would generate $34.2 million. 

We estimated that, assuming a 10% coinsurance rate, corridors of $5,000 to $6,427 and $20,000 to $28,076 could each be funded by the revenue generated by a 5% assessment, corridors of $5,000 to $5,810 and $20,000 to $24,600 could each be funded by the revenues from a 3% assessment, and corridors of $5,000 to $7,100 and $20,000 to $32,050 could each be funded by a 7% assessment. 

For each of the corridors associated with the 5% assessment, we calculated estimates of the cross-subsidization between the two markets, and the effect of a reinsurance policy on the amount of reinsured expenses remaining in the corridors.
 From this, we trust that users could gain a sense of some of the distributional effects of a reinsurance policy—specifically, how it would affect one market relative to the other. Additionally, these results suggested how different policy parameters would change the amount of reinsured expenses and thus how premiums would change.

Figure 1.
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Share of Total Insured Health Expenditures

Note: All amounts are estimates of the share of total annual 

insured

 health expenditures by expenditure category. Estimates do not include administrative 

expenses of reinsur. program or primary insurers' loading costs.  Source: Urban Institute tabulations from the Reinsurance Model estimated with 2001-2003 

Medical Expenditure Panel Survey data, re-weighted to reflect the Rhode Island population. All dollars inflated to 2007$s. Sample is Rhode Island small group 

(under 50 employees) employees, privately insured with employer-sponsored insurance or non-group, under 65 years old. Urban Institute estimates from the 

Reinsurance Model are for state use. Suggested citation for further calculations by Rhode Island: "Rhode Island calculations using Urban Institute estimates of 

state health expenditures, produced for the Reinsurance Institute."

Total # of insured people=75.8 thousand


Figure 2.1
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Note: All amounts are estimates of total annual 

insured

 health expenditures by expenditure category. Estimates do not include administrative expenses of reinsur. 

program or primary insurers' loading costs.  Source: Urban Institute tabulations from the Reinsurance Model estimated with 2001-2003 Medical Expenditure Panel 

Survey data, re-weighted to reflect the Rhode Island population. All dollars inflated to 2007$s. Sample is Rhode Island small group employees (1-49 employees) with 

employer-sponsored insurance, ages 19-64, and their dependents. Urban Institute estimates from the Reinsurance Model are for state use. Suggested citation for 

further calculations by Rhode Island: "Rhode Island calculations using Urban Institute estimates of state health expenditures, produced for the Reinsurance Institute."

Total expenditures=$445.0 million

# of insured people= 104.8 thousand

Avg $ per insur. person=$4.3 thousand/person


Figure 2.2
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 health expenditures by expenditure category. Estimates do not include administrative expenses of reinsur. 

program or primary insurers' loading costs.  Source: Urban Institute tabulations from the Reinsurance Model estimated with 2001-2003 Medical Expenditure Panel 

Survey data, re-weighted to reflect the Rhode Island population. All dollars inflated to 2007$s. Sample is Rhode Island non-group insured, under 65 years. Urban 

Institute estimates from the Reinsurance Model are for state use. Suggested citation for further calculations by Rhode Island: "Rhode Island calculations using 

Urban Institute estimates of state health expenditures, produced for the Reinsurance Institute."

Exp. 

$1,000s

Total expenditures=$43.5 million

# of insured people=14.3 thousand

Avg $ per insur. person=$3.0 thousand/person


Figure 2.3
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 health expenditures by expenditure category. Estimates do not include administrative expenses of reinsur. 

program or primary insurers' loading costs.  Source: Urban Institute tabulations from the Reinsurance Model estimated with 2001-2003 Medical Expenditure Panel 

Survey data, re-weighted to reflect the Rhode Island population. All dollars inflated to 2007$s. Sample is Rhode Island combined non-group insured, under 65 years, 

and small group employees (1-49 employees) with employer-sponsored insurance, and their dependents. Urban Institute estimates from the Reinsurance Model are 

for state use. Suggested citation for further calculations by Rhode Island: "Rhode Island calculations using Urban Institute estimates of state health expenditures, 

produced for the Reinsurance Institute."

Total expenditures=$488.5 million

# of insured people=119.1 thousand

Avg $ per insur. person=$4.1 thousand/person


Figure 2.4
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program or primary insurers' loading costs.  Source: Urban Institute tabulations from the Reinsurance Model estimated with 2001-2003 Medical Expenditure Panel 

Survey data, re-weighted to reflect the Rhode Island population. All dollars inflated to 2007$s. Sample is Rhode Island privately insured in ESI or non-group, under 

65 years. Urban Institute estimates from the Reinsurance Model are for state use. Suggested citation for further calculations by Rhode Island: "Rhode Island 

calculations using Urban Institute estimates of state health expenditures, produced for the Reinsurance Institute."

Exp. 

$1,000s

Total expenditures=$2,041.9 million

# of insured people=488.4 thousand

Avg $ per insur. person=$4.2 thousand/person


Figure 2.5
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Rhode Island: "Rhode Island calculations using Urban Institute estimates of state health expenditures, produced for the Reinsurance Institute."

Exp. 

$1,000s

Total expenditures=$438.2 million

# of insured people=49.6 thousand

Avg $ per insur. person=$8.8 thousand/person


Table 1.
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Whole

All 

Target

Target Emp's

Population

Employees

Employees

1

Firms 1-49

Total Number

1,098,606

506,638

414,828

117,161

Income

  0-99% FPL

17.4%

4.0%

4.5%

6.5%

  100-199% FPL

16.8%

10.6%

11.2%

16.1%

  200-399% FPL

27.2%

29.1%

30.4%

36.4%

  400%+ FPL

38.6%

56.3%

53.9%

41.0%

  Mean yearly wage ($)

-

44,775

45,074

36,100

Age

 

 19-24 years

7.9%

11.8%

13.2%

18.7%

  25-34 years

11.3%

19.8%

21.3%

22.8%

  35-44 years

14.6%

25.7%

27.4%

27.9%

  45-54 years

15.5%

27.5%

27.7%

22.5%

  55-64 years

10.3%

10.6%

10.3%

8.1%

Health Coverage

  ESI-policyholder

30.7%

58.6%

60.9%

48.1%

  ESI-dependent

26.0%

15.8%

15.9%

15.3%

  Non-group

1.3%

1.1%

1.3%

2.3%

  Medicaid

15.2%

4.6%

5.0%

6.3%

  Medicare

13.9%

5.5%

1.0%

0.7%

  Other Public

1.8%

2.1%

1.7%

1.8%

  Uninsured

11.1%

12.3%

14.2%

25.4%

Health Status

  Fair/poor health

11.6%

4.7%

4.7%

5.3%

Offer

  % with employer offer

2

-

71.3%

70.6%

52.7%

Number with dependent coverage:

-

-

-

17,895

Number with dependent coverage

  and policyholder is in firm with >100 employees:

-

-

-

4,165

Number with dependent coverage

  and policyholder is in firm with <100 employees:

-

-

-

7,379

Number with dependent coverage

  and firm size not ascertained:

-

-

-

6,350

1

Private employees, ages 19-64.

2

Employee received offer of employer-sponsored insurance.

Source: Urban Institute tabulations of the reinsurance model's baseline file for Rhode Island estimated 

with national 2001-2003 Medical Expenditure Panel Survey data, re-weighted to reflect the 2004/2005 

Rhode Island population as estimated by the Current Population Survey (CPS) and Statistics of United 

States Business (SUSB). 


Table 2.

[image: image28.wmf]Preferred

Non-

preferred

Small Group (1-

49 employees)

Aggregating 

Direct Pay and 

Small Group

Under current law

Total insured expenses of covered persons

$10.01m

$33.48m

$444.99m

$488.47m

Covered persons population (in thousands)

         7,148 

         7,146 

                104,828 

           119,122 

Insured expense per covered person

$1,400

$4,685

$4,245

$4,101

Assessment on insured expenses (5 percent)

$0.50m

$1.67m

$22.25m

$24.42m

Corridor $5,000 to $6,427

Insured expenses in corridor

$0.53m

$2.78m

$23.83m

$27.14m

Reinsurance funds received by carriers at 10% retention

$0.48m

$2.50m

$21.45m

$24.43m

"Cross-subsidy": Reinsurance funds received minus assessment

-$0.02m

$0.82m

-$0.80m

$0.00m

"Cross-subsidy" per person

-$3

$115

-$8

$0

Change in insured expenses ("pure premiums") per person

0.2%

-2.5%

0.2%

0.0%

Percentage of total insured expenses that are in the corridor

5.3%

8.3%

5.4%

5.6%

Percentage change in total insured expenses net of reinsurance

-4.8%

-7.5%

-4.8%

-5.0%

Corridor $20,000-$28,076

Insured expenses in corridor

$0.41m

$0.52m

$26.21m

$27.14m

Reinsurance funds received by carriers at 10% retention

$0.37m

$0.47m

$23.59m

$24.42m

"Cross-subsidy": Reinsurance funds received minus assessment

-$0.13m

-$1.20m

$1.34m

$0.00m

"Cross-subsidy" per person

-$19

-$168

$13

$0

Change in insured expenses ("pure premiums") per person

1.3%

3.6%

-0.3%

0.0%

Percentage of total insured expenses thar are in the corridor

4.1%

1.6%

5.9%

5.6%

Percentage change in total insured expenses net of reinsurance

-3.7%

-1.4%

-5.3%

-5.0%

Rhode Island Reinsurance Model Estimates

Note: Urban Institute analysis for the Reinsurance Institute, 2007.

Direct Pay

Policy with a 5 percent assessment paid by carriers on insured expenses ("pure premiums")


Appendix A:

Rhode Island:  Insurance Coverage and Demographic Benchmarking 

for Reinsurance Institute Modeling

In modeling medical spending and insurance pricing in Rhode Island, we adjust broader-based MEPS medical spending data to match known characteristics of the state. More specifically, the model is designed to match the number of people in the state who are estimated to have different kinds of insurance coverage (or to be uninsured) as well as their characteristics as known from the Current Population Survey (CPS). These sheets describe some key characteristics used to benchmark the model to known values for Rhode Island.

For Rhode Island’s population, CPS estimates of Medicaid enrollment are higher than the state’s administrative statistics for adults (19-64), and lower for children (0-18):

Appendix Table 1. Medicaid Coverage Statistics from RI State Administrative Data

	Age group
	2004
	2005

	0-18
	89,390 (33.0%)
	88,943 (33.6%)

	19-64
	73,737 (11.3%)
	72,999 (11.0%)


Source:  July 2004 and 2005 Medicaid Statistical Information System data obtained from the Medicaid Program Statistical Summary Mart. Note: Medicaid data are point-in-time counts and include comprehensive state coverage plans such as SCHIP.

Appendix Table 2. Original CPS Medicaid/State and Uninsured Estimates for RI

	
	Medicaid/State
	Uninsured

	Age group
	2004
	2005
	2004
	2005

	0-18
	80,772 (29.8%)
	77,570 (29.3%)
	19,035 (7.0%)
	20,673 (7.8%)

	19-64
	84,166 (12.9%)
	79,048 (11.9%)
	88,757 (13.6%)
	100,162 (15.1%)


Source: Current Population Survey, March Supplement. Note: Medicaid data are point-in-time estimates and include comprehensive state coverage plans such as SCHIP.

The CPS typically undercounts Medicaid enrollment, but for some states and ages the CPS numbers exceed state administrative counts. Our model reconciles the discrepancy by adjusting the CPS values by 50% of the difference and making offsetting adjustments to the estimates of people who have private coverage or are uninsured, so that the total population estimate is unchanged. Consistent with empirical evidence, two thirds of the offset is made against the privately insured subpopulation, one-third against the uninsured category. 

These adjustments yield the following population characteristic benchmarks for RI in our model:

Appendix Table 3. Adjusted CPS Medicaid/State and Uninsured Estimates for RI

	
	Medicaid/State
	Uninsured

	Age group
	2004
	2005
	2004
	2005

	0-18
	85,081 (31.3%)
	83,257 (31.3%)
	17,598 (6.5%)
	18,778 (7.1%)

	19-64
	78,952  (12.1%)
	76,024 (11.4%)
	90,495 (13.9%)
	101,170 (15.2%)


Source: Current Population Survey, March Supplement, re-weighted to reconcile with Medicaid administrative counts. Note: Medicaid data are point-in-time estimates and include comprehensive state coverage plans such as SCHIP.

In the absence of detailed medical spending data specific to the full Rhode Island population, the model adjusts medical spending data from a broader MEPS population to match characteristics of Rhode Island’s population as known from the CPS. Our adjustments to the CPS insurance coverage distribution achieve a more accurate illustration of Rhode Island’s population, while also preserving CPS estimates of key Rhode Island demographic characteristics, thought to be accurate. The below tables show that our procedure leaves the CPS demographic profile of Rhode Island largely unchanged, and our final estimates closely approximate these adjusted CPS numbers. The numbers displayed in the "adjusted" column report the revised CPS estimates, which we use as benchmarks in reweighting our national MEPS data.

Appendix Table 4. Summary Statistics for Key Variables in Original and Adjusted CPS RI
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Original 

Adjusted 

Age:

 mean years

9.77

9.75

40.94

40.93

Gender:

 % female

48.20%

48.20%

52.00%

51.90%

Race/ethnicity:

  White, not Hispanic

73.60%

73.10%

81.00%

81.10%

  Hispanic

16.60%

16.90%

9.90%

9.80%

  Black, not Hispanic

7.00%

7.10%

6.10%

6.00%

  Asian/Pacific Islander

2.60%

2.50%

2.70%

2.70%

  American Indian

0.40%

0.40%

0.40%

0.40%

Self-reported health:

  Excellent

54.90%

54.80%

33.00%

33.10%

  Very good

26.90%

26.90%

31.00%

31.10%

  Good

16.00%

16.10%

25.40%

25.40%

  Fair

1.80%

1.80%

7.80%

7.70%

  Poor

0.40%

0.40%

2.90%

2.80%

Marital Status:

  Married, spouse present

---

---

52.10%

52.10%

  Married, spouse not present

---

---

1.40%

1.40%

  Widow, separated, divorced

---

---

15.20%

15.20%

  Never married

---

---

31.30%

31.30%

Live in MSA: 

%

98.60%

98.60%

97.70%

97.70%

Income:

  0 to 100% FPL

22.70%

23.10%

14.80%

14.70%

  100 to 199% FPL

15.60%

15.80%

14.30%

14.30%

  200 to 399% FPL

26.50%

25.90%

27.90%

27.90%

  More than 400% FPL

35.20%

35.10%

43.10%

43.10%

Work Status:

  Employed

---

---

74.30%

74.50%

  Unemployed

---

---

4.80%

4.80%

  Not in labor force

---

---

20.90%

20.70%

Education:

  No high school diploma

---

---

12.70%

12.60%

  High school graduate

---

---

57.90%

57.90%

  College degree

---

---

19.20%

19.30%

  Graduate degree

---

---

10.20%

10.20%

Health Coverage:

  ESI coverage--own

0.60%

0.60%

44.50%

44.70%

  ESI coverage--dependent

56.80%

55.90%

22.00%

22.10%

  Nongroup coverage

4.10%

3.90%

4.50%

4.60%

  Medicaid/State coverage

29.50%

31.30%

12.40%

11.80%

  Other Public

1.50%

1.50%

2.20%

2.20%

  Uninsured

7.40%

6.80%

14.40%

14.60%

Children (0-18)

Adults (19-64)


Appendix Table 5. Final Rhode Island Demographic Estimates Compared to Adjusted CPS Estimates

[image: image30.wmf]CPS Estimates

Age: 

mean years

30.9

31.9

Gender:

 % female

50.6%

50.8%

Race/ethnicity:

  White

74.4%

78.8%

  Hispanic

14.2%

11.9%

  Black

7.5%

6.3%

  Asian/Pacific Islander

3.0%

2.6%

  American Indian

0.8%

0.3%

Self-reported health:

  Excellent

36.9%

39.4%

  Very good

28.8%

29.9%

  Good

22.6%

22.7%

  Fair

8.0%

6.0%

  Poor

3.5%

2.1%

Marital Status:

  Married, spouse present

35.5%

37.0%

  Married, spouse not present

0.8%

1.0%

  Widowed, separated, divorced

11.3%

10.8%

  Never married

19.9%

22.2%

  Under 19

32.4%

29.0%

Income:

  0 to 100% FPL

19.1%

17.1%

  100 to 199% FPL

16.0%

14.7%

  200 to 399% FPL

26.0%

27.3%

  More than 400% FPL

38.9%

40.8%

Work Status:

  Employed

49.9%

52.9%

  Unemployed

3.2%

3.4%

  Not in labor force

14.5%

14.7%

  Under 19

32.4%

29.0%

Education:

  No high school diploma

8.5%

9.0%

  High school graduate

40.3%

41.1%

  College graduate

12.6%

13.7%

  Graduate degree

6.1%

7.3%

  Under 19

32.4%

29.0%

Health Coverage:

  ESI coverage--own

34.7%

31.9%

  ESI coverage--dependent

29.4%

31.9%

  Nongroup coverage

1.5%

4.4%

  Medicaid/State coverage

17.3%

17.5%

  Other public

2.1%

2.0%

  Uninsured

12.8%

12.3%

  Note: estimates for Rhode Island population under 65 years old. 

  Differences in estimates across columns are driven by adjustments made to 

  match specific targets for the number of employees by firmsize and the number

  of non-group enrollees.

Final Database 

Estimates


Attachment D

Reinsurance Institute Workplan for Rhode Island

Background and motivation.  RI is unlikely to focus on a Healthy NY-type policy, but will instead look at reforms of the small group and direct pay (nongroup, or NG) markets.  In particular, state policy-makers are contemplating ways to merge the direct pay and small group markets.  BCBS is the only carrier in the direct pay market, and it says it will only participate in a merger of the two markets if there is some type of reinsurance.  Essentially, the idea is to withhold a uniform percentage of pure premiums (medical spending) from both markets (e.g., 5% or 10% from both) and redistribute it according to incurred expenses within a reinsurance corridor.  It is expected that more money would flow back into the nongroup market than is withheld from it, and that within the small group (SG) market, more money would flow back to carriers who have more enrollees in poor health.

Analysis steps

1. Finalize simulation model baseline for Rhode Island. Conform model to the NG population count of state and adjust the standard benefit parameters to those shown below to reflect the generally low levels of cost sharing in RI.

Parameters of standardized benefit packages for RI

	
	Deductible
	Coinsurance
	Out-of-pocket max

	ESI, single
	$0
	.05
	$1750

	ESI, family
	$0
	.05
	$3500

	
	
	
	

	Self-pay, single
	$400
	.2
	$5000

	Self-pay, family
	$800
	.2
	$6000

	
	
	
	


Using final insured expenses for Rhode Island, create charts of insured costs for the following populations:

a. Those insured in small groups (under 50 employees, including groups of 1 who are people in the MEPS who say firm size is 1 but have ESI)

b. Direct pay insured (i.e., those with nongroup coverage)

c. Small group and direct pay insureds combined

d. All privately insured people in RI

e. All privately insured people in RI in fair or poor health

2. Find corridors of reinsurance whose reinsured medical spending adds to 5% and to 10% of insured medical costs.

a. Determine how many dollars represents 5% of insured costs from the small group and nongroup markets combined (population c. above).  This number will be revenue available for reinsurance, obtained through a percentage withhold from premiums.  It will also be the payout made by reinsurance.

b. Find three or four corridors of total insured costs (e.g. $5,000 to $10,000) where 90% of the total insured costs within that corridor equal the same as 5% of all costs as calculated in step a. above. [N.B. we are planning to use coinsurance of 10% and vary the corridor’s threshold and ceiling; this is our perception of the state’s desired parameters.]

c. Repeat steps a. and b. above, but using 10% of insured costs instead of 5%. 

3. Complete the table below, which demonstrates the magnitude of the cross-subsidy between the direct pay and small group markets under reinsurance. [N.B. this is a static picture, not a microsimulation of behavioral response. It does not describe full “market merger.”]
	each category done by F/P vs. other health status:
	Direct pay
	Small group
	Aggregate direct pay and small group

	Total insured expense ($)
	
	
	

	# people covered
	
	
	

	Insured expense per covered person ($)
	
	
	

	
	
	
	

	$ in xx-yy corridor (goes to reinsurance pool)
	$
	$
	$zz

	$ returned from reinsurance pool
	$
	$
	$zz

	$ difference (i.e., size of cross-subsidy)
	$
	$
	---

	$ difference as percent of insureds (i.e., change in pure premiums per person)
	
	
	---

	
	
	
	

	$ in xx-yy corridor as percentage of total insured expense
	%
	%
	5%

	$ returned from reinsurance pool as percentage of total insured expense
	%
	%
	5%

	Percentage decline (increase) in total expenses net of reinsurance
	%
	%
	---


We expect the table to show that the benefit of reinsurance will flow more heavily to groups (including “groups” of one) that contain more people in fair or poor health.

Add rows as needed for different corridors/targeted percentages (3 scenarios max).

4. Consider use of reinsurance model to estimate the impact of reinsurance on number of insureds in market given the distributional shifts achieved by cross-subsidy through reinsurance.

We expect that combining markets will make coverage substantially cheaper for current direct pay insureds and somewhat more expensive for current SG members.  The new market-wide reinsurance cross-subsidy expected to benefit NG and less healthy members will supplant the existing BCBS internal cross subsidy for NG, and changes in applicable rating rules for NG will presumably also affect administrative loadings and the allowable spread of premiums across rating categories. Plus, each change will have a greater proportionate effect on some people’s coverage than on others’.  It is likely feasible to improve our understanding of how premiums are now set in RI and what RI policy makers mean by “market merger” so that we can use the reinsurance model to estimate these effects and the distribution of such effects.  This is a matter for further discussion, and it is unclear that full modeling of market merger as against the effects of reinsuring medical spending can happen within the scope of the current Reinsurance Institute.
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� Sources included, for example, Hinckley, Allen & Tringale and DeWeese Consulting, The Effectiveness of the Small Employer Health Insurance Availability Act in Promoting Rate Stability, Product Availability, and Coverage Affordability, report to the Health Insurance Commissioner, December 2006 [and associated insurer reports] <www.dbr.state.ri.us/documents/divisions/healthinsurance/070419%20small%20group%20Policy%20Report%20Final.pdf>; WellCare Committee Meeting [unpublished spreadsheet of supporting data], Thursday, March 15, 2007; Christopher F. Koller, “Onesies, Twosies and More: Considerations in Rhode Island for merging existing Small Group and Direct Pay markets,” Presentation by Health Insurance Commissioner, State of RI, to State Coverage Initiatives National Workshop, January 26, 2007 <http://statecoverage.net/0107/koller.ppt>.


� Reinsurance Institute Workplan for Rhode Island, September 24, 2007.


� In addition to the authors of this memo, the team included Jim Mays of Actuarial Research Corporation and Karl Ideman of Pool Administrators, Inc.


� See Figure 1. All figures and tables appear at the end of this memo.


� See Figure 2.


� See Appendix A.


� See Table 1.


� “OHIC modifies Blue Cross Direct Pay rate request in favor of lower rates,” 2007 press release <http://www.dbr.state.ri.us/documents/divisions/healthinsurance/2007_direct_pay_press_release.pdf>.


� Koller Presentation, January 26, 2007, above note 1. See also Blue Cross & Blue Shield of Rhode Island, “Monthly Premiums” [2007 online ratesheet] <https://www.bcbsri.com/BCBSRIWeb/pdf/direct_pay_rate_sheet.pdf>.


� Note: we estimated the assessment as a share of medical spending. If it were an assessment on premiums, its burden would fall more heavily upon the direct pay and very small groups, whose administrative loading costs are higher—depending upon what regulatory changes might affect premium rate-making under a new system.


� See Table 2.


� Source: Pooled 2004 and 2005 CPS data from the supplemental March survey.
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Whole

All 

Target

Target Emp's

Population

Employees

Employees

1

Firms 1-49

Total Number

1,098,606

506,638

414,828

117,161

Income

  0-99% FPL

17.4%

4.0%

4.5%

6.5%

  100-199% FPL

16.8%

10.6%

11.2%

16.1%

  200-399% FPL

27.2%

29.1%

30.4%

36.4%

  400%+ FPL

38.6%

56.3%

53.9%

41.0%

  Mean yearly wage ($)

-

44,775

45,074

36,100

Age

 

 19-24 years

7.9%

11.8%

13.2%

18.7%

  25-34 years

11.3%

19.8%

21.3%

22.8%

  35-44 years

14.6%

25.7%

27.4%

27.9%

  45-54 years

15.5%

27.5%

27.7%

22.5%

  55-64 years

10.3%

10.6%

10.3%

8.1%

Health Coverage

  ESI-policyholder

30.7%

58.6%

60.9%

48.1%

  ESI-dependent

26.0%

15.8%

15.9%

15.3%

  Non-group

1.3%

1.1%

1.3%

2.3%

  Medicaid

15.2%

4.6%

5.0%

6.3%

  Medicare

13.9%

5.5%

1.0%

0.7%

  Other Public

1.8%

2.1%

1.7%

1.8%

  Uninsured

11.1%

12.3%

14.2%

25.4%

Health Status

  Fair/poor health

11.6%

4.7%

4.7%

5.3%

Offer

  % with employer offer

2

-

71.3%

70.6%

52.7%

Number with dependent coverage:

-

-

-

17,895

Number with dependent coverage

  and policyholder is in firm with >100 employees:

-

-

-

4,165

Number with dependent coverage

  and policyholder is in firm with <100 employees:

-

-

-

7,379

Number with dependent coverage

  and firm size not ascertained:

-

-

-

6,350

1

Private employees, ages 19-64.

2

Employee received offer of employer-sponsored insurance.

Source: Urban Institute tabulations of the reinsurance model's baseline file for Rhode Island estimated 

with national 2001-2003 Medical Expenditure Panel Survey data, re-weighted to reflect the 2004/2005 

Rhode Island population as estimated by the Current Population Survey (CPS) and Statistics of United 

States Business (SUSB). 
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