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TO:
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December 17, 2007, revised January 8, 2008
SUBJ:
Washington Specific Requests of Reinsurance Institute
Background and Motivation

Thank you for all you have done to help us understand insurance markets in Washington, as well as evolving Washington 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 July 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.)
You wished to explore both the underlying distributions of health expenses in the state (overall and within subgroups defined by demographic characteristics and various health insurance risk pools), as well as the impact on premiums and coverage of a number of different reinsurance policy configurations.  The design of the “Healthy New York” reinsurance program was originally intended to be the prototypical policy configuration. However, that program did not fit the on-the-ground reality of policy makers in Washington.  In particular, you were interested in broad reform of both the small group and direct pay (non-group) markets, assuming different reinsurance corridors and coinsurance rates.  Several of your priority research questions for the Reinsurance Institute were outlined in a document from the Washington State Office of the Insurance Commissioner (2007).
 

To provide you with our best possible estimates of the impacts of a wide variety of reinsurance policies, it was essential to create an underlying database which closely approximated the demographic and employer profile of the state. Ultimately, Washington requested that we use their own state survey for use in benchmarking our database. In addition, Washington requested a variety of summary statistics detailing the composition of different sub-populations of their state.  Washington was also interested in gaining a better understanding of the distribution of insured expenditures within their state. They requested estimates of expenditures by expenditure category, as well as estimates of how many people have expenditures within different categories. Washington requested to see a number of results in finer detail, including estimates of how different reinsurance policy configurations would affect the offer rate of health insurance by employers, take-up rate of insurance by individuals and coverage status and premiums across different sub-populations by firm size and non-group cohort. Lastly, Washington sought consultation from the Reinsurance Team in helping to narrow the focus of their reinsurance policy proposals to a well-defined set of policies that could be practically implemented within their state.
To meet these requests, the Reinsurance Team consulted with policymakers in Washington in benchmarking our estimates of their population, delivered estimates of the demographic and employer characteristics to help guide policymakers’ thinking of different reinsurance policies, and estimated the distributional impacts of various policies. Work and consultation provided to Washington was the result of considerable interaction with state officials and policymakers. The reinsurance team provided numerous draft versions of results in order to receive input from policymakers regarding consistency with state impressions of the reality in coverage markets. Further, the reinsurance team sought and received state input through telephone, email, and in-person communication. These exchanges improved the quality and relevance of our estimates, and yielded useful information to help guide policymakers’ decisions regarding different reinsurance policy options.

Washington Requests: Summary Statistics
To help shape policymakers’ thinking about reinsurance policy specifics, Washington requested expenditure distributions of different sub-populations. Early in the process of exchanging with states, we shared with Washington initial estimates of the share of total insured expenditures of the state’s small group insured population under age 65 years which fall within different expenditure categories.
 This illustrated for policymakers 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 small group (firms with a total of 2 to 50 employees at all establishment locations) market which fall within expenditure categories of $5,000 increments. These final estimates provided Washington with our best estimate of how many actual dollars fall within different expenditure corridors for different populations of interest. Additionally, these final estimates included a count of the number of people in Washington we estimated to have expenditures within these different expenditure corridors. This provided Washington with a richer picture of how much a reinsurance policy might cost, and how many individuals may be affected. Washington was very interested in this interactive policy tool, as it allowed them 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 a selected reinsurance corridor and carrier retention percentage. 
Additionally, Washington was interested in seeing a number of demographic statistics describing their state population. First, we provided them with a profile of their state 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 Washington state data from the Current Population Survey (CPS) Annual Social and Economic (ASEC) Supplement and the national Medical Expenditure Panel Survey (MEPS). After sharing these initial estimates, we consulted with Washington to compare our estimates of state population characteristics compared with their own numbers. After this consultation, Washington requested that we use their own state survey microdata, the Washington State Population Survey (WSPS), for the purposes of benchmarking our database, to approximate the demographic and employer profile of the state.  
As Washington entertained different configurations for reforming its small group market, they requested detailed demographic and employer statistics of their overall workforce,  privately-employed persons between the ages 19 to 64, henceforth referred to as “target” employees, and target employees who worked in small firms with under 50 employees. These data are shown in Table 1.  Using our final Washington 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% of the federal poverty level (FPL), 100 to 199% of FPL, 200 to 399% of FPL, and 400+% of FPL), health insurance coverage status, the number reporting their health status as fair or poor, and the number of workers whose employer offered health insurance. Additionally, Washington requested that we estimate the number of workers in these different populations who report dependent coverage, and the firm size of the policyholder providing these dependents with coverage. We estimated that Washington’s target, small group workers tend to be younger, have lower income, are slightly less likely to have an employer who offers health insurance, and are slightly more likely to report their health status as fair or poor than the overall workforce and the population of target workers in Washington.

Table 1. Washington Summary Statistics of Income, Age and Health Coverage by Employee Type

	
	Whole
	All 
	Target
	Target Emp's

	
	Population
	Employees
	Employees1
	Firms 2-49

	Total Number
	6,375,713
	3,221,950
	2,087,335
	685,246

	Family Income, by Percentage of FPL
	
	
	
	

	  0-99% FPL
	15.5%
	7.4%
	8.9%
	13.6%

	  100-199% FPL
	14.6%
	11.1%
	12.6%
	17.8%

	  200-399% FPL
	28.0%
	27.5%
	29.0%
	33.3%

	  400%+ FPL
	41.9%
	54.0%
	49.5%
	35.2%

	  Mean worker yearly wage ($2007)
	n/a
	44,011
	42,703
	32,665

	Age
	
	
	
	

	  19-24 years
	8.3%
	12.2%
	15.6%
	22.8%

	  25-34 years
	13.1%
	21.2%
	24.6%
	24.3%

	  35-44 years
	14.3%
	22.8%
	24.3%
	21.4%

	  45-54 years
	16.2%
	25.3%
	24.0%
	21.6%

	  55-64 years
	11.4%
	14.3%
	11.5%
	10.0%

	Health Coverage
	
	
	
	

	  ESI-policyholder
	27.1%
	50.6%
	57.4%
	44.9%

	  ESI-dependent
	32.6%
	21.3%
	18.5%
	18.1%

	  Non-group
	5.0%
	6.7%
	4.8%
	8.5%

	  Medicaid
	13.9%
	4.6%
	5.5%
	7.4%

	  Medicare
	11.5%
	4.1%
	1.0%
	1.1%

	  Other Public
	1.9%
	2.0%
	1.6%
	2.1%

	  Uninsured
	8.0%
	10.6%
	11.1%
	17.8%

	Health Status
	
	
	
	

	  Fair/poor health
	11.0%
	7.8%
	7.7%
	8.7%

	Offer
	
	
	
	

	  % with employer offer2
	n/a
	66.2%
	66.7%
	45.5%

	
	
	
	
	

	Number with dependent coverage:
	n/s
	n/s
	n/s
	123,874

	Number with dependent coverage
	
	
	
	

	  and policyholder is in firm with >100 employees:
	n/s
	n/s
	n/s
	26,149

	Number with dependent coverage
	
	
	
	

	  and policyholder is in firm with <100 employees:
	n/s
	n/s
	n/s
	47,624

	Number with dependent coverage
	
	
	
	

	  and firm size not ascertained:
	n/s
	n/s
	n/s
	50,101

	Source: Urban Institute tabulations of the reinsurance model's baseline file for Washington estimated with national 2001-2003 Medical Expenditure Panel Survey data, re-weighted to reflect the 2007 Washington State Population Survey and estimates from the Statistics of United States Business (SUSB). 

	n/a= not applicable
	
	
	
	

	n/s=not shown
	
	
	
	

	1Private employees, ages 19-64.
	
	
	
	

	2Employee received offer of employer-sponsored insurance, from own employer.
	
	
	


Washington Requests: Input into the Reinsurance Simulation Model
After our initial consultation with Washington, in which we shared with them our demographic and employer estimates of the state after benchmarking to CPS data, Washington requested that we use their own state survey for the purposes of benchmarking our database to key Washington characteristics. Fulfilling this request involved tailoring the process by which we reweight national MEPS data to match characteristics of interest for a given state. We substituted our CPS state database for a database created from data resulting from the 2006 Washington State Population Survey (WSPS). We had several exchanges with Washington state by phone and email in order to assure that the measures used in the WSPS dataset were defined consistently with those same measures in our underlying database. This involved sharing with Washington precisely how different measures of coverage, employment, race/ethnicity and education, among other variables, were defined in our database.
As describe above, the micro-data prepared for the simulation model for Washington incorporated the best available data on state health care costs, current health insurance coverage, demographic, and employer characteristics.  In particular, we designed the Washington dataset to reflect the distribution of health insurance coverage in the state shown in the WSPS.  The data reflect the following health insurance coverage types: employer-sponsored insurance (ESI) policy-holder, ESI dependent coverage, non-group coverage, Medicaid, Medicare, and other publicly-funded health insurance (i.e. CHAMPUS), and uninsured.  It is important to note that in the simulations presented here, the non-group market includes those who would be in Washington State Health Insurance Pool (WSHIP). Enrollment in WSHIP is 3,382 (as of September 2007)
 and expenses in 2006 were approximately $45.8 million.
  In addition, those defined as having ESI through the small group market in the simulation data include those who receive coverage through Association Health Plans (AHPs).  In 2006, there were roughly 248,000 enrollees in AHPs in Washington State.
  Simulations including both the WSHIP and Washington AHPs will be included in future simulation work.  
Appendix table 2 shows the demographic distributions of the national MEPS and Washington as estimated by the 2006 WSPS, compared to our final analytical dataset for Washington State. Appendix tables 3 through 9 show the distribution of health expenditures in the final dataset are distributed over the population in the small group market, non-group market, by age category, and by health status.  Consultation with Washington State allowed us to investigate the details of the state’s health insurance markets, and we recognized the importance of incorporating a specified population of individuals enrolled in the high risk pool, as well as an Association Health Plan market.  These refinements will be modeled as extensions to the work presented in this report.
After consultation with Washington State as described above, we were able to produce refined baseline estimates reflecting Washington’s target population for reinsurance policies.  While the WSPS was used as a benchmarking dataset, our final reweighted microdata does not match the WSPS exactly since the simulation methodology requires us to benchmark to many other important distributions, such as the distribution of employment by firm size from the SUSB.   Table 2 shows final estimates of the state population, by age and family work characteristics.  Washington State showed interest in targeting a reinsurance program to different combinations of small group employees and enrollees in the non-group market.  Table 2 explores the share of non-elderly adult employees in firms of size 2 to 49 employees, and shows the share of children and non-elderly adult dependents of these target employees.  Table 2 also shows the populations not targeted by a small group policy; these individuals and families may be affected by reinsurance programs applied to the non-group market.

Table 2.  Baseline population characteristics for Washington State
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Total Washington State Population (in millions)

6.376

Children Age 0-18 years (in millions)

1.658

Children, dependents of employee in firm with 2-49 employees

.284

Children, not dependents of employee in firm with 2-49 employees

1.374

Adults Age 19-64 years (in millions)

4.031

Adult employees in firm with 2-49 employees

.685

Adult employees not target, dependent of eligible

.080

Adult employees not target, not dependent of eligible

1.886

Adults, not employed or NILF, dependents of employee in firm with 2-49 employees

.066

Adults, not employed or NILF, not dependents of employee in firm with 2-49 employees

.871

Adult workers, self-employed, not dependent of eligible

.443

Population, Age 65+ (in millions)

.687

Source: Urban Institute analysis, Reinsurance Institute 2007. 


Table 3 shows estimates of the number of employees and the number of firms by firm size categories.  This level of detail allows considerable flexibility in defining the target populations, and allows us to generate detailed estimates of premiums based on risk pooling, rating rules, and appropriate administrative loading factors (provided by actuarial consultation) for employer-sponsored health insurance (ESI) by firm size. It should be noted that these estimates depart somewhat from other MEPS estimates of number of employees by firm size. These are estimates of the number of target employees (private employees, age 19 to 64) by firm size, and not overall workers. Additionally, we match our counts of target employees by firm size to a benchmark derived from the 2004 Statistics of U.S. Businesses (SUSB) and CPS estimates for Washington.

Table 3. Baseline employer characteristics for Washington State



	 
	 
	Baseline Estimate

	
	
	

	Number of private employees, age 19 to 64 years, by firm size category

	
	2-9 employees
	               298,240 

	
	10-24 employees
	               224,012 

	
	25-49 employees
	               162,951 

	
	50-99 employees
	               150,811 

	
	100 or more employees
	             1,429,694 

	
	Total
	             2,265,707 

	
	
	

	Number of firms by firm size category
	

	
	2-9 employees
	                 52,027 

	
	10-24 employees
	                 16,949 

	
	25-49 employees
	                   7,431 

	
	50-99 employees
	                   5,103 

	
	100 or more employees
	                 40,814 

	 
	Total
	               122,323 

	Source: Urban Institute analysis, Reinsurance Institute 2007. 
	

	Note: output from "WA: 28 Sep 11 19"
	


Washington Requests: Consultation to Sharpen Focus of Reinsurance Policies
Throughout the Reinsurance Institute, Washington displayed an active interest in a wide range of potential reinsurance policies. The Reinsurance Team continued a lively exchange with Washington, as Washington considered reforms including narrow and broad corridors of reinsurance, different coinsurance rates, merging of their small group market and non-group (also referred to as “direct pay”) market, implementing a basic, catastrophic coverage plan, a reinsurance corridor without an upper limit, and reform of their high risk pool. Throughout this exchange, Washington requested insight into the impact, distributional effects, and feasibility of these different policies from the experts on the Reinsurance Team. We consulted in-person, over the phone, and through email to help guide Washington’s policymakers in thinking about ways to structure a reinsurance policy. Ultimately, Washington wanted the simulation work show their policymakers the differing impacts of various reinsurance configurations, in order to help them to define appropriate goals and expectations.  We therefore modeled a wide range of policy options for the state, including the impact of a narrow reinsurance corridor, broad reinsurance corridors, and the impact of reinsuring against catastrophic claims (those in excess of either $25,000 or $100,000).  We modeled the catastrophic configuration of reinsurance in response to a specific request from a Washington legislator.  The corridors selected for simulation modeling are described in more detail below.  These modeling exercises would be performed with different eligible populations, to observe the distributional implications of allowing different populations to be eligible.
In the results presented here, it is important to note that modeling simulations of reinsurance policies targeted at both the small group and non-group market maintain the separation between the two markets.  Separate current law rating rules, separate “standard” benefit packages (i.e. standard coinsurance and deductible levels defined for each market for the purposes of simulation), and different administrative loads in each market are maintained throughout.  Simulation of a merger between the small group and non-group markets would involve resolving substantial technical complexities, including integrating and defining rating rules. 
Washington Requests: Output from the Reinsurance Simulation Model
Our analysis simulates the potential effects of implementing alternative configurations of a publicly-funded reinsurance program within the existing private health insurance markets in Washington State.  In these simulations, we assume that the full cost of the reinsurance policy is borne by the state government, and that no reinsurance premiums are charged to carriers in either the group or non-group markets.  
The reinsurance programs simulated in this study were developed in consultation with Washington State.  The alternative eligible populations and policy parameters (reinsurance corridors and carrier retention percentages) used in simulations are summarized in Table 4, below. 
Reinsurance corridors.  As described above, Washington’s primary goal for the reinsurance simulation was to describe the magnitude of policy impacts of various reinsurance configurations to aid policymakers in defining appropriate goals and expectations.  We therefore modeled a wide range of policy options for the state, including the impact of narrow reinsurance corridors, broad reinsurance corridors, and the impact of reinsuring against catastrophic.  We use several alternative corridors for determining eligible expenses: “narrow,” ($5,000 to $10,000); “broad,” ($10,000 to $90,000; $25,000 to $90,000; $50,000 to $90,000;) and “catastrophic,” ($25,000 and up; $100,000 and up).
  These corridors provide a broad range of possible policy choices, in order to inform Washington State about the implications of varying the reinsurance corridor and of not capping the corridor.  The “broad” corridor $10,000 to $90,000 was a particular focus of the simulations, since this specification is derived from Washington policymakers’ specific direction in E2SSB 5930 and it’s predecessor, which were under discussion as Reinsurance Institute work progressed.  As described above, the catastrophic configurations of reinsurance in response to inquiries from a Washington legislator.  
Carrier retention percentages.  Without a mechanism allowing the carriers to retain some of the risk within the reinsurance corridor, reinsurance programs could create disincentives to manage cases efficiently by shifting risk away from carriers within the corridor.  This could potentially increase total health spending among those eligible for reinsurance, which could lead to unexpectedly large government program costs or could lead to a reduction in the desired impact of the program on premiums.
  It is important to note that increases in health spending resulting from efficiency disincentive are not modeled in the simulations presented here.  However, addressing the issue of efficiency disincentives is a key design consideration. Therefore, we simulate all reinsurance programs with a mechanism to address this concern: a carrier retention percentage, in which the carrier retains a specified percentage of health spending within a given reinsurance corridor . We model this parameter in selected simulations at 10 percent, 20 percent, 25 percent and 30 percent, in order to investigate the relative impact of varying the carrier retention percentage compared to varying the reinsurance corridor.
Table 4. Alternative configurations of publicly-funded reinsurance in Washington State simulated for the Reinsurance Institute
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 Nongroup market and firms with 2 to 49 employees

Reinsurance Corridor (in 2007 $)

$5,000 to 

$10,000

$10,000 to 

$90,000

$10,000 to 

$90,000

$25,000 to 

$90,000

$50,000 to 

$90,000

$25,000 

and up

$100,000 

and up

Carrier retention percentage (%)

10%

10%

20%

10%

10%

25%

30%

Firms with 2 to 49 employees

Reinsurance Corridor (in 2007 $)

$5,000 to 

$10,000

$10,000 to 

$90,000

$100,000 

and up

Carrier retention percentage (%)

10%

10%

30%

 Nongroup market

Reinsurance Corridor (in 2007 $)

$5,000 to 

$10,000

$10,000 to 

$90,000

Carrier retention percentage (%)

10%

10%

"Broad"

Eligible populations by policy parameters

Reinsurance Configurations

"Catastrophic"


Current Baseline Coverage and Offer Rates and Changes Expected Under Reinsurance Programs
For Washington State, we estimated that approximately 590,200 residents—about 9.3 percent of the state population or 10.5 percent of the non-elderly population—are currently uninsured.  Table 5 shows all estimated baseline health insurance coverage levels and rates, as well as the baseline rates of firms’ offer of health insurance and the rates of employees’ offers by firm size category.  We will first describe the results of a particular simulation of a publicly-funded reinsurance program in detail, and we will then compare and contrast this program with alternative configurations.  
An Example Of A “Broad” Reinsurance Reform

Results from the reform option that we will present first are shown in Table 5.  This reform includes both the non-group market and firms with 2 to 49 employees in Washington State among those eligible for reinsurance reimbursement, with a "broad" reinsurance corridor of $10,000 to $90,000 and a carrier retention percentage of 10 percent.  As noted above, reform simulations with a reinsurance policy that targets both the small group and non-group market, such as those shown in Table 5, maintain separation between the two markets.  Current law rating rules, “standard” benefit packages, and different administrative loads in the small group and in the non-group market are unchanged.

This “broad” program is expected to decrease the share of the uninsured population in Washington State in the “post reform” period to about 9.0 percent of the non-elderly population.  The share covered by ESI is expected to increase, with a 0.7 percentage point increase in ESI policyholders and a 0.3 percentage point increase in ESI dependents.  The share of the non-elderly population obtaining health insurance coverage through the non-group market is expected to increase from 5.1 percent to 5.6 percent.  
The majority of the gains in ESI estimated to occur under the “broad” reinsurance program shown in Table 5 are changes in take-up of ESI for employees in firms that did not offer coverage in the baseline, but who decide to offer coverage “post reform.” By shifting costs to the state government, there are some firms that do not offer health insurance in the baseline, but would decide to offer coverage when the cost of health insurance is subsidized through this program.  Expected changes in the rates of firm’s offer fall as firm size category increases, as the firm offer rate was at relatively low levels to begin with among the smallest firms.  After the reform, 52.1 percent of firms with 2 to 9 employees are expected to offer health insurance—an increase of 13.4 percentage points from the baseline firm offer rate.  The percentage point increase in the firm offer rate among firms with 10 to 24 employees was 6.8. The percentage of firms with 25 to 49 employees who are expected to offer health insurance after the reform is 89.1 percent—nearly the same share as among firms with 50 to 99 employees.  Changes in the rates of employee’s offer of health insurance mirror those among firms.
Table 5. Baseline and post-reform changes for a broad configuration of publicly-funded reinsurance, nonelderly population in Washington State.
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Post Reform

Change 

(Percentage point change)

Health Insurance Coverage

ESI, as Policy-holder

1,682,640

1,722,980

40,340

Column percent (%)

30.0%

30.7%

0.7%

ESI, as Dependent

2,047,200

2,065,020

17,820

Column percent (%)

36.5%

36.9%

0.3%

Non-group

285,960

315,000

29,040

Column percent (%)

5.1%

5.6%

0.5%

Medicaid/SCHIP

880,040

880,040

0

Column percent (%)

15.7%

15.7%

0.0%

Other public

117,620

117,620

0

Column percent (%)

2.1%

2.1%

0.0%

Uninsured

590,200

503,000

-87,200

Column percent (%)

10.5%

9.0%

-1.6%

Total

5,603,660

5,603,660

0

Column percent (%)

100.0%

100.0%

0.0%

Percent of firms that offer ESI, by firm size (%)

2 to 9 employees

38.7%

52.1%

13.4%

10-24 employees

67.8%

74.6%

6.8%

25-49 employees

84.6%

89.1%

4.5%

50-99 employees

90.0%

90.0%

0.0%

100 or more employees

97.7%

97.7%

0.0%

Total

67.4%

74.3%

6.9%

Percent of employees who are offered* ESI, by firm size (%)

2 to 9 employees

38.4%

49.0%

10.6%

10-24 employees

54.0%

60.5%

6.4%

25-49 employees

67.4%

70.2%

2.9%

50-99 employees

69.0%

69.0%

0.0%

100 or more employees

69.1%

69.1%

0.0%

Total

63.4%

65.6%

2.2%

Percent of employees taking up ESI (conditional on offer), by firm size (%)

2 to 9 employees

63.2%

68.1%

4.9%

10-24 employees

77.6%

78.8%

1.3%

25-49 employees

74.6%

75.8%

1.2%

50-99 employees

76.3%

78.2%

1.9%

100 or more employees

79.1%

83.0%

3.9%

Total

77.2%

80.3%

3.1%

* Offer is defined as sponsorship and eligibility.

Source: Urban Institute analysis, Reinsurance Institute 2007. 

Post-reform changes for broad configuration of publicly-funded reinsurance

Eligible population: Nongroup market and firms with 2 to 49 employees in Washington State 

"Broad" Policy: Reinsurance Corridor $10,000 to $90,000 with Carrier retention percentage 10%


Table 6 offers a comparison of expected changes in coverage by age category.  Those age 35 to 64 years old are expected to experience the largest declines in uninsurance. Of the 247,780 uninsured at baseline among this group, 6.9 percent are expected to take up ESI as either a policyholder or a dependent, while 10.8 percent are expected to enroll in the non-group market.  Changes among those age 19 to 34 years old are similar; however, there is a larger movement among those already insured at baseline—8.9 percent of those with non-group coverage at baseline are expected to take-up ESI after reform.  Among the 76,860 children estimated to be without insurance in the baseline, 5.6 percent are expected to gain coverage through ESI while 4.7 do so through the non-group market.   Among children with non-group coverage at baseline, 5.1 percent are expected to gain dependent coverage through ESI after reform.
Table 6. Baseline and post-reform changes in health coverage under a broad configuration of publicly-funded reinsurance, by age category
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ESI Dependent

Non-group

Uninsured

Total

Age categories by baseline coverage*

Age 0-18 years

ESI Policyholder

0

0

0

0

0

Row percent (%)

0.0

0.0

0.0

0.0

0.0

ESI Dependent

0

1,015,720

0

0

1,015,720

Row percent (%)

0.0

100.0

0.0

0.0

100.0

Non-group

0

2,440

45,180

0

47,620

Row percent (%)

0.0

5.1

94.9

0.0

100.0

Uninsured

0

4,280

3,600

68,980

76,860

Row percent (%)

0.0

5.6

4.7

89.8

100.0

Total

0

1,018,120

48,780

68,980

1,135,880

Row percent (%)

0.0

89.3

4.3

6.1

100.0

Age 19-34 years

ESI Policyholder

485,560

0

0

0

485,560

Row percent (%)

100.0

0.0

0.0

0.0

100.0

ESI Dependent

0

337,080

0

0

337,080

Row percent (%)

0.0

100.0

0.0

0.0

100.0

Non-group

5,440

1,160

67,700

80

74,380

Row percent (%)

7.3

1.6

91.0

0.1

100.0

Uninsured

14,680

2,600

21,360

225,860

264,500

Row percent (%)

5.6

1.0

8.1

85.4

100.0

Total

505,680

340,840

89,060

225,940

1,161,520

Row percent (%)

43.5

29.3

7.7

19.5

100.0

Age 35-64 years

ESI Policyholder

1,144,460

0

0

0

1,144,460

Row percent (%)

100.0

0.0

0.0

0.0

100.0

ESI Dependent

0

660,460

0

0

660,460

Row percent (%)

0.0

100.0

0.0

0.0

100.0

Non-group

7,040

3,200

153,720

0

163,960

Row percent (%)

4.3

2.0

93.8

0.0

100.0

Uninsured

12,940

4,240

26,720

203,880

247,780

Row percent (%)

5.2

1.7

10.8

82.3

100.0

Total

1,164,440

667,900

180,440

203,880

2,216,660

Row percent (%)

52.5

30.1

8.1

9.2

100.0

Sample size 316,691

Source: Urban Institute analysis, Reinsurance Institute 2007. 

* Those with public coverage (Medicaid, Medicare, and other publicly-funded health insurance) in the baseline are not shown.

Post-Reform Coverage

Post-reform changes in health coverage under publicly-funded reinsurance, by age category

Eligible population: Nongroup market and firms with 2 to 49 employees in Washington State 

"Broad" Policy: Reinsurance Corridor $10,000 to $90,000 with Carrier retention percentage 10%


Table 7 shows coverage changes expected in response to this “broad” reinsurance program by health status.  Of the 63,380 in fair or poor health who are uninsured at baseline, 7.1 percent are expected to take up ESI as either a policyholder or a dependent, while 8.4 percent are expected to enroll in the non-group market.  Of the 16,080 in fair or poor health who have non-group coverage at baseline, 8.1 percent are expected to take up ESI as either a policyholder or a dependent, which has a richer benefit package than in the non-group market.  In addition, we calculated coverage changes by family income as a percent of the federal poverty level (FPL) (data not shown). Among those in low-income families (those with family income below 200 percent of FPL), over 12 percent of those uninsured at baseline gain coverage after reform.  In contrast, among those with higher family income, over 18 percent of individuals who are uninsured at baseline gain coverage after reform.  The difference was driven primarily by lower take-up of non-group policies by low-income uninsured compared to higher-income uninsured.
Table 7. Baseline and post reform changes in health coverage under a broad configuration of publicly-funded reinsurance, by health status among nonelderly
[image: image6.wmf]ESI Policyholder

ESI Dependent

Non-group

Uninsured

Total

Health status by baseline coverage*

Fair or Poor Health

ESI Policyholder

117,320

0

0

0

117,320

Row percent (%)

100.0

0.0

0.0

0.0

100.0

ESI Dependent

0

112,060

0

0

112,060

Row percent (%)

0.0

100.0

0.0

0.0

100.0

Non-group

900

400

14,780

0

16,080

Row percent (%)

5.6

2.5

91.9

0.0

100.0

Uninsured

2,800

1,720

5,300

53,560

63,380

Row percent (%)

4.4

2.7

8.4

84.5

100.0

Total

121,020

114,180

20,080

53,560

308,840

Row percent (%)

39.2

37.0

6.5

17.3

100.0

Not Fair or Poor Health

ESI Policyholder

1,565,320

0

0

0

1,565,320

Row percent (%)

100.0

0.0

0.0

0.0

100.0

ESI Dependent

0

1,935,140

0

0

1,935,140

Row percent (%)

0.0

100.0

0.0

0.0

100.0

Non-group

11,580

6,400

251,900

0

269,880

Row percent (%)

4.3

2.4

93.3

0.0

100.0

Uninsured

24,960

9,260

46,380

446,220

526,820

Row percent (%)

4.7

1.8

8.8

84.7

100.0

Total

1,601,860

1,950,800

298,200

446,300

4,297,160

Row percent (%)

37.3

45.4

6.9

10.4

100.0

Source: Urban Institute analysis, Reinsurance Institute 2007. 

* Those with public coverage (Medicaid, Medicare, and other publicly-funded health insurance) in the baseline are not shown.

Post-Reform Coverage


Baseline, reform and reductions in health insurance premiums for groups or individuals targeted in this particular “broad” reform are shown in Table 8.  Baseline premiums in the small group appear somewhat lower than single small group premiums in the MEPS-IC in Washington State, and somewhat higher than family small group premiums published in the MEPS-IC in Washington State.
  Rating rules that pool risk among employers in the small group lead to uniformity in the percentage decrease in premiums expected after reform.  As noted above, small group includes those in AHPs.  Single group premiums for those eligible for reinsurance drop by 30.5 percent, while family group premiums for those eligible for reinsurance drop by 33.0 percent.  Overall, single and family non-group premiums fall by approximately 38 percent, however those who are older and/or in worse health are expected to experience even greater drops in premiums.
  The substantial increases in firm offer expected under this reform make group coverage newly available to many individuals, some of whom had high expected health costs.  Most of those with high expected costs who are newly enrolling in the small group market were uninsured in the baseline, rather than insured through the non-group market at the baseline (data not shown).
The bottom of Table 8 shows the estimated costs to the state from the reinsured health expenses under the same “broad” program.  These costs do not include administrative costs or other costs that would be included in modeling for state budgetary purposes.  Not including those additional costs, state government spending on the reinsurance program is estimated at $886.8 million (in 2007 dollars) per year once the program is fully implemented.
  This amount includes spending in both the group and non-group markets, which are estimated to incur $534.3 million and $352.4 million in state costs, respectively.  Importantly, it must be noted that in these simulations we do not account for several potential behavioral responses to the reinsurance program that may impact efficiency and total costs to the state. Shifting risk away from carriers may decrease incentives for carriers to manage high-cost cases, which may lead to increases in total spending. These concerns are addressed in a brief by the American Academy of Actuaries (2005).
  Disincentives to manage risk aggressively may be offset by increasing the carrier retention percentage, or with other strategies (such as chronic care management) discussed in the conclusion below. A higher carrier retention percentage is explored in the alternative program simulations which follow.
Table 8. Baseline and post reform changes in health insurance premiums by single/family status and market, and state costs under a broad configuration of publicly-funded reinsurance, for the nonelderly population of Washington State.  
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(in 2007$)

Post Reform 

(in 2007$)

Percentage 

Change

Single Group Premiums by firm size

2 to 9 employees

$4,667

$3,247

-30.4%

10-24 employees

$4,351

$3,030

-30.4%

25-49 employees

$4,172

$2,905

-30.4%

Family Group Premiums by firm size

2 to 9 employees

$13,420

$8,953

-33.3%

10-24 employees

$12,522

$8,357

-33.3%

25-49 employees

$12,023

$8,026

-33.2%

Single Non-group Premiums

Healthy, under 25 years 

$2,156

$1,367

-36.6%

Healthy, 25-44 years 

$3,117

$1,904

-38.9%

Healthy, 45-64 years 

$5,333

$3,481

-34.7%

Fair/poor health, under 25 years 

$3,318

$2,262

-31.8%

Fair/poor health, 25-44 years 

$6,217

$3,547

-42.9%

Fair/poor health, 45-64 years 

$14,177

$7,414

-47.7%

Average

$4,131

$2,540

-38.5%

Family Non-group premiums

Healthy, none aged 15-44, none older than 44 

$2,892

$2,286

-21.0%

Healthy, none aged 15-44, one older than 44 

$5,771

$4,591

-20.5%

Healthy, none aged 15-44, two older than 44 

$9,972

$6,250

-37.3%

Healthy, one or more aged 15-44, none older than 44 

$7,049

$4,690

-33.5%

Healthy, one or more aged 15-44, one older than 44 

$15,590

$8,616

-44.7%

Healthy, one or more aged 15-44, two older than 44 

$9,234

$6,320

-31.6%

Fair/poor health, none aged 15-44, none older than 44 

$2,893

$1,989

-31.2%

Fair/poor health, none aged 15-44, one older than 44 

$15,403

$10,243

-33.5%

Fair/poor health, none aged 15-44, two older than 44 

$25,281

$14,946

-40.9%

Fair/poor health, one or more aged 15-44, none older than 44 

$14,671

$8,156

-44.4%

Fair/poor health, one or more aged 15-44, one older than 44 

$24,580

$15,307

-37.7%

Fair/poor health, one or more aged 15-44, two older than 44 

$22,366

$12,821

-42.7%

Average

$10,800

$6,674

-38.2%

Total Government Costs

Government costs due to non-group coverage

n/a

$352,432,128

n/a

Government costs due to group coverage

n/a

$534,326,208

n/a

Total Government Costs

n/a

$886,758,336

n/a

n/a = not applicable

Source: Urban Institute analysis, Reinsurance Institute 2007. 

Post-reform changes for broad configuration of publicly-funded reinsurance

Eligible population: Nongroup market and firms with 2 to 49 employees in Washington State 

"Broad" Policy: Reinsurance Corridor $10,000 to $90,000 with Carrier retention percentage 10%


Seven Alternative Configurations of Reinsurance Reform Policies
Table 9 shows a comparison of seven alternative configurations of a reinsurance reform policy, which vary both the reinsurance corridor and the carrier retention percentage.  Table 9 shows the differences in coverage, small group premiums, small firm offer rates, non-group premiums, and state costs from varying reinsurance policy configurations.  
Potential changes in individuals’ and families’ decisions to purchase coverage.

Reinsurance policies with wider reinsurance corridors and lower carrier retention percentages  have a greater impact on coverage.  However, coverage increases are modest regardless of policy configuration.  The percentage decrease in the number of uninsured ranges from −12.8 percent to −0.6 percent across alternative reforms.  The coverage response to a “narrow” policy shows a larger share of the net coverage increase among ESI, where nearly four-fifths of net coverage gains are in ESI.  Among the “catastrophic” reforms, an even greater share of the coverage increase occurs in the group market.  Among the broad reforms, only two-thirds of the net coverage gains are in ESI.
Reductions in ESI and non-group health insurance premiums for individuals and families targeted by the reform.

Reinsurance policies with wider reinsurance corridors and lower carrier retention percentages   have a greater impact on premiums.  However, due to differences in the distribution of health expenses by factors such as age and health status, there are differences in the change in premiums for singles and families in different markets, depending on the attachment point, the width of the reinsurance corridor, and enrollment within each pool. Calculation of the change in premiums in each risk pool depends importantly on the health expenditures of the new enrollees within a given risk pool, as well as those of the existing “baseline” enrollees who retain coverage.  The reinsurance programs in this report are simulated with a fixed attachment point which does not vary depending on the relative risks within any given pool. Policies are therefore designed to have a greater impact on premiums in pools that have more health spending in the reinsurance corridor selected in a given policy. For example, those currently insured in the non-group market have a slightly larger share of their total insured dollars in the $10,000 to $100,000 corridor than those currently insured in the small group market.  Therefore, policies targeting this corridor tend to have a slightly larger percentage change in premiums for the non-group market relative to the small group market.
The results from simulating a “narrow” reinsurance program in Table 9 show that premiums may be reduced between 13 and 15 percent for singles and for families in both the group and non-group markets.
  Choosing a “broad” corridor of $25,000 to $90,000 is estimated to reduce single group premiums by approximately 12 percent, while family group premiums are expected to fall by 17 percent; the difference is likely due to the relatively lower health spending among those with single ESI policies compared to those with family.  Non-group premiums are expected to decline by approximately 20 percent under the “broad” corridor of $25,000 to $90,000. As noted above, since those in the non-group market have a somewhat larger share of their total insured dollars in the “broad” corridor, premiums in the non-group market are expected to fall slightly more under “broad” corridor policies than in the small group market.  Simulation results from the “catastrophic” policy with the corridor of $25,000 and up are similar to those of the “broad” corridor of $25,000 to $90,000, however these policies have different policy design considerations, which are discussed in the conclusion to this report.  Results from simulation of the “catastrophic” policy with a corridor of $100,000 and up show that the impact on coverage and premiums is limited.
Potential changes in employers’ decisions to offer coverage.

The wider reinsurance corridors and lower carrier retention percentages show the largest expected impact on firm’s offer rates.  Table 9 shows that regardless of the reinsurance program, the percentage point increase in the share of firms offering is approximately two and a half times as large for firms with 2 to 9 employees relative to firms with 26 to 49 employees, as the smaller business had lower offer rates in the baseline.
Government costs for reinsured expenses.

It is clear that more generous reinsurance policies—those with wider reinsurance corridors and lower carrier retention percentages (i.e. higher shares of the reinsurance costs paid for by the state)—have a greater impact on both coverage and premiums. However, these increase the public cost of the program substantially.  The cost estimates vary between $364.6 million in state costs for the “narrow” program, to $886.8 million in state costs for the “broad” program.  Further, it is important to note that estimates of government cost under the “broad” program would be subject to larger variation than estimates of the other program configurations, since the variance of claims is higher at higher levels of health expenditures.

Table 9. Post reform changes in health coverage, premiums, firm’s offer rate, and government program costs under alternative configurations of publicly-funded reinsurance in the non-group market and in firms with 2 to 49 employees, for the nonelderly population in Washington State
[image: image8.wmf]"Narrow"

Reinsurance Corridor ($)

$5,000 to $10,000

$10,000 to $90,000

$10,000 to $90,000

$25,000 to $90,000

$50,000 to $90,000

$25,000 and up

$100,000 and up

Carrier retention percentage (%)

10%

10%

20%

10%

10%

25%

30%

Changes in health insurance coverage

Employer Sponsored Insurance

+27,260

+58,160

+50,960

+27,360

+10,300

+27,500

+3,420

Nongroup

+7,820

+29,040

+24,480

+12,640

+4,800

+11,660

+260

Uninsured

-35,080

-87,200

-75,440

-40,000

-15,100

-39,160

-3,680

(percentage change in number of uninsured)

-5.9%

-14.8%

-12.8%

-6.8%

-2.6%

-6.6%

-0.6%

Change in ESI premium for firm size 2 to 49 employees

Change in single premiums

 (2007 $)

-$642

-$1,340

-$1,191

-$543

-$159

-$570

-$89

(percentage change in premium)

-14.6%

-30.5%

-27.1%

-12.4%

-3.6%

-13.0%

-2.0%

Change in family premiums

 (2007 $)

-$1,823

-$4,160

-$3,692

-$2,157

-$876

-$2,100

-$187

(percentage change in premium)

-14.5%

-33.0%

-29.3%

-17.1%

-7.0%

-16.7%

-1.5%

Change in share of firms offering ESI by firm size

(percentage point change in offer)

2 to 9 employees

+7.2%

+15.3%

+13.6%

+6.8%

+2.5%

+6.9%

+1.0%

10 to 25 employees

+3.6%

+8.2%

+7.1%

+3.4%

+1.0%

+3.5%

+0.4%

26 to 49 employees

+2.9%

+6.1%

+5.2%

+2.7%

+1.1%

+2.8%

+0.4%

Change in average nongroup premium

Change in single premiums

 (2007 $)

-$601

-$1,591

-$1,411

-$807

-$312

-$830

-$59

(percentage change in premium)

-15.0%

-39.0%

-34.1%

-19.5%

-7.1%

-18.9%

-1.3%

Change in family premiums

 (2007 $)

-$1,381

-$4,126

-$3,664

-$2,163

-$876

-$2,235

-$264

(percentage change in premium)

-13.0%

-38.0%

-33.9%

-20.0%

-8.0%

-20.4%

-2.4%

Government cost

(in Millions, 2007 $)

$364.6

$886.8

$774.2

$414.3

$159.9

$415.4

$41.3

Reinsurance Configurations

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

"Broad"

"Catastrophic"



Reinsurance Reform in the Small Group Market Only
We then simulate a reinsurance program where the eligible population is restricted to the small group market.  Table 10 shows the potential changes in individuals’ and families’ decisions to purchase coverage, the reductions in ESI and non-group health insurance premiums for individuals and families targeted by the reform, the potential changes in employers’ decisions to offer coverage, and the state government costs of each alternative configuration.

Table 10. Post reform changes in health coverage, premiums, firm’s offer rate, and government program costs under alternative configurations of publicly-funded reinsurance in the small group market only (firms with 2 to 49 employees) , for the nonelderly population in Washington State
[image: image9.wmf]"Narrow"

"Broad"

"Catastrophic"

Reinsurance Corridor ($)

$5,000 to $10,000

$10,000 to $90,000

$100,000 and up

Carrier retention percentage (%)

10%

10%

30%

Changes in health insurance coverage

Employer Sponsored Insurance

+27,360

+58,080

+3,420

Nongroup

-10,460

-19,300

-1,020

Uninsured

-16,900

-38,780

-2,400

(percentage change in number of uninsured)

-2.9%

-6.6%

-0.4%

Change in ESI premium for firm size 2 to 49 employees

Change in single premiums

 (2007 $)

-$642

-$1,340

-$89

(percentage change in premium)

-14.6%

-30.5%

-2.0%

Change in family premiums

 (2007 $)

-$1,802

-$4,159

-$187

(percentage change in premium)

-14.3%

-33.0%

-1.5%

Change in share of firms offering ESI by firm size

(percentage point change in offer)

2 to 9 employees

+7.4%

+15.3%

+1.0%

10 to 25 employees

+3.6%

+8.2%

+0.4%

26 to 49 employees

+2.9%

+6.1%

+0.4%

Change in average nongroup premium

Change in single premiums

 (2007 $)

+$30

+$58

+$7

(percentage change in premium)

+0.7%

+1.4%

+0.2%

Change in family premiums

 (2007 $)

-$15

+$132

+$10

(percentage change in premium)

-0.1%

+1.2%

+0.1%

Government cost*

(in Millions, 2007 $)

$248.9

$533.2

$25.7

Eligible population: Firms with 2 to 49 employees in Washington State 

Reinsurance Configurations

Post-reform changes for three configurations of publicly-funded reinsurance

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


Reinsurance Reform in the Non-Group Market Only
Finally, we show results of simulation of a reinsurance program where the eligible population is restricted to the non-group market. Table 11 shows the potential changes in individuals’ and families’ decisions to purchase coverage, the reductions in ESI and non-group health insurance premiums for individuals and families targeted by the reform, the potential changes in employers’ decisions to offer coverage, and the state government costs of each alternative configuration.  It is interesting to note that a comparison of the average cost of the newly insured is quite different between the reforms implemented in the small group (Table 10) compared to the reforms implemented in the non-group (Table 11).  Much of the difference is due to the movement from non-group coverage to small group coverage in the small group reform, which raises the state costs but does not impact the number of uninsured gaining coverage.
  The remaining differences are due to the distribution of health expenses within the insured risk pools after reform is implemented.
Table 11. Post reform changes in health coverage, premiums, firm’s offer rate, and government program costs under alternative configurations of publicly-funded reinsurance in the non-group market only, for the nonelderly population in Washington State
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"Broad"

Reinsurance Corridor ($)

$5,000 to $10,000

$10,000 to $90,000

Carrier retention percentage (%)

10%

10%

Changes in health insurance coverage

Nongroup

+16,280

+55,540

Uninsured

-16,280

-55,540

(percentage change in number of uninsured)

-2.8%

-9.4%

Change in average nongroup premium

Change in single premiums

 (2007 $)

-$648

-$1,824

(percentage change in premium)

-14.7%

-41.4%

Change in family premiums

 (2007 $)

-$1,457

-$4,272

(percentage change in premium)

-13.3%

-39.1%

Government cost

(in Millions, 2007 $)

$122.7

$395.9

Eligible population: Nongroup Market in Washington State 

Reinsurance Configurations

Post-reform changes for three configurations of publicly-funded reinsurance

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


Conclusion
The data and simulation results presented in this report describe the implications of a program in which the government reinsures certain private health insurance markets.  The results show that a relatively low attachment point—between $5,000 and $25,000—is necessary in order to have a large expected reduction in health insurance premiums for the groups or individuals eligible for the program.  For these relatively low attachment points, however, government costs are substantial.  Further, these results suggest that even programs with high expected government costs may have relatively small effects on coverage; for example, one program is estimated to cost approximately $890 million and decrease the uninsured by about 15 percent. While a “narrow” policy corridor and a “broad” corridor of $25,000 to $90,000 result in government reinsured costs that are relatively similar, different goals would be achieved through these different corridors.  Policies have a greater impact on premiums in pools that have more health spending in the reinsurance corridor selected in a given policy. For example, we found that those insured in the non-group market at baseline had a slightly larger share of their total insured dollars in the $10,000 to $100,000 corridor than those currently insured in the small group market.  Therefore, policies targeting this corridor tend to have a slightly larger percentage change in premiums for the non-group market relative to the small group market.
We found that the effect of reform is generally linear in the sense that the estimated impact of enacting both a “narrow” and “broad” reform concurrently could be accomplished by aggregating the results of the two separate reforms.  
Others have noted that reinsurance programs such as those modeled in this report produce a “one-time” reduction in insurance premiums for the groups or individuals eligible for the program.
  Overall health spending would not be reduced as a result of this program, and it is not known to what extent efficiency disincentives would accelerate the upward trend in health costs.  In addition, compared to commercial reinsurance, a government-funded reinsurance program is particularly vulnerable to inefficiencies; in commercial reinsurance, carriers have incentives to manage large claims since commercial reinsurance premiums are typically adjusted each year to reflect the carrier’s claims experience.
Another consideration is that the simulations presented here hold some movements in coverage fixed. For example, public health insurance program enrollment is constant.  Under the simulations modeled above, it is possible that some individuals currently in public programs such as Medicaid may gain an affordable offer of ESI or non-group coverage.  Financial protection under Medicaid is generally greater than that of private insurance; therefore we would expect a relatively small movement of coverage from Medicaid to private health insurance.  However, some coverage changes away from public coverage may result as other health insurance options become relatively more attractive than under current law.
  In addition, the simulations above also do not allow for movement from large group coverage (in firms with 50 or greater employees) to non-group coverage, or from large group coverage to small group coverage (which could occur when a family can choose between ESI offers from a small and large employer).
  
Additional policy design issues to consider in addressing carrier incentives include the following issues, outlined by the American Academy of Actuaries (2005) 
:
1. Carriers and health plans that negotiate larger price discounts with physicians and hospitals may benefit relatively less from a reinsurance policy with a fixed reinsurance corridor; a reinsurance program may encourage these carriers to renegotiate fees paid to hospitals and physicians.  Changes in carrier price discounts are not modeled in the simulations in this report; accounting for changes in these discounts would likely increase estimated government costs. 
2. Mandatory reinsurance for carriers may lead to inefficiency as some carriers may then have too much reinsurance coverage, while others may have too little.
3. If the upper limit of the reinsurance corridor is set relatively high, carriers may have incentives to pay claims that they previously would have rejected or disputed through litigation.  The simulation model in this report does not account for these potential behavioral changes; accounting for changes in these discounts would likely increase estimated government costs
4. Disease management programs may also be integrated into a reinsurance program, in order to offset disincentives for carriers to manage risk of high-cost individuals.  However, disease management programs may themselves have costs to the government, and consideration must be given as to how and in which cases to integrate these programs into existing health insurance plans.
It is important to note that estimates of the cost to state government of reinsured health expenditures do not take into account other state government health care that could be redirected to help finance the reinsurance program.  Washington State’s expenditures on uncompensated care are one example of such funds.  Hadley and Holahan (2004) found that government is the primary source of funding for uncompensated care, and approximately one-third of government spending for uncompensated care comes from state governments.
 These payments are largely through disproportionate share hospital (DSH) payments and other payments to hospitals which are intended to compensate hospitals for services provided to uninsured patients and others who do not pay their bills.  While uncompensated care costs may fall if coverage increases, it is unlikely that providers would be willing to allow subsidies to be redirected towards the state government’s costs for the reinsurance program, since an incremental reform – such as the reinsurance programs simulated in this report – would leave many residents uninsured. 
Appendix Table 1. Updated Estimates of Expenditure Distribution, Originally Shared with Washington in July 2007
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Appendix Table 2. Washington Demographic Estimates, by Data Source
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Final

WSPS

MEPS

Database

Income

  0-99% FPL

16.0%

15.1%

15.5%

  100-199% FPL

14.7%

19.2%

14.6%

  200-399% FPL

27.7%

30.0%

28.0%

  400%+ FPL

41.7%

35.7%

41.9%

Health Coverage

  ESI-policyholder

25.3%

33.3%

26.6%

  ESI-dependent

33.7%

29.1%

32.3%

  Non-group

4.9%

3.5%

 4.5%

  Medicaid

13.9%

11.6%

13.9%

  Medicare

11.2%

6.0%

11.5%

  Other Public

1.7%

1.1%

 1.8%

  Uninsured

9.3%

15.3%

 9.3%

Health Status

  Fair/poor health

11.1%

10.9%

11.0%

Race

  White

84.6%

69.0%

84.7%

  Hispanic

8.2%

13.7%

8.1%

  Black

2.3%

12.3%

2.2%

  Asian

2.9%

4.3%

2.8%

  American Indian, other race

2.1%

0.7%

2.1%

Education

  No high school diploma

4.8%

11.9%

4.7%

  High School Graduate

41.3%

43.1%

42.0%

  College Graduate

17.1%

11.8%

17.3%

  Graduate/Professional degree

10.0%

6.3%

10.0%

  Under 19

25.8%

26.9%

26.0%

Source: Urban Institute tabulations of the 1) the 2006 Washington State Population Survey, 2) pooled 2001-2003 

national Medical Expenditure Panel Survey data, and 3) the reinsurance model's baseline file for Washington estimated 

with national 2001-2003 Medical Expenditure Panel Survey data, re-weighted to reflect the 2007 Washington State 

Population Survey and estimates from the Statistics of United States Business (SUSB). 


Appendix Table 3.
Note: these expenditures have been benchmarked to state and national premium levels.
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Exp. 

$1,000s



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. Each bar includes all the expenses within the stated range of all individuals 

incurring expenses within that range (e.g., an individual with $10,000 in total annual expenses contributes $5,000 to the first bar and $5,000 to 

the second bar).  

Source:

 Urban Institute tabulations from the Reinsurance Model estimated with 2001-2003 Medical Expenditure Panel 

Survey data, re-weighted to reflect the 2006 Washington State Population Survey. All dollars inflated to 2007$s, and benchmarked to state 

estimates of premium levels. Sample is Washington small group employees (2-49 employees) with employer-sponsored insurance, ages 19-

64, and their dependents under 65. Urban Institute estimates from the Reinsurance Model are for state use. 

Suggested citation

 for further 

calculations by Washington: "Washington calculations using Urban Institute estimates of state health expenditures, produced for the 

Reinsurance Institute."

Total expenditures=$2,353.5 million

# of insured people= 606.5 thousand

Avg $ per insur. person=$3.9 thousand/person


Appendix Table 4.

Note: these expenditures have been benchmarked to state and national premium levels.
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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. Each bar includes all the expenses within the stated range of all individuals 

incurring expenses within that range (e.g., an individual with $10,000 in total annual expenses contributes $5,000 to the first bar and $5,000 to 

the second bar).  

Source:

 Urban Institute tabulations from the Reinsurance Model estimated with 2001-2003 Medical Expenditure Panel 

Survey data, re-weighted to reflect the Washington population as estimated by the 2006 WSPS. All dollars inflated to 2007$s, and 

benchmarked to state estimates of premium levels. Sample is Washington non-group insured, under 65 years. Urban Institute estimates from 

the Reinsurance Model are for state use. 

Suggested citation

 for further calculations by Washington: "Washington calculations using Urban 

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

Exp. 

$1,000s

Total expenditures=$930.6 million

# of insured people=287.9 thousand

Avg $ per insur. person=$3.2 thousand/person

 
Appendix Table 5.

Note: these expenditures have not been benchmarked to state and national premium levels, as they represent individuals in different insurance markets.
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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. Each bar includes all the expenses within the stated range of all individuals 

incurring expenses within that range (e.g., an individual with $10,000 in total annual expenses contributes $5,000 to the first bar and $5,000 to 

the second bar). 

Source:

 Urban Institute tabulations from the Reinsurance Model estimated with 2001-2003 Medical Expenditure Panel 

Survey data, re-weighted to reflect the Washington population as estimated by the 2006 WSPS. All dollars inflated to 2007$s. Sample is 

Washington small group and non group insured, ages 0 to 18. Urban Institute estimates from the Reinsurance Model are for state use. 

Suggested citation 

for further calculations by Washington "Washington calculations using Urban Institute estimates of state health 

expenditures, produced for the Reinsurance Institute."

Exp. 

$1,000s

Total expenditures=$415.2 million

# of insured people=191.4 thousand

Avg $ per insur. person=$2.2 thousand/person
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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. Each bar includes all the expenses within the stated range of 

all individuals incurring expenses within that range (e.g., an individual with $10,000 in total annual expenses contributes $5,000 to the first 

bar and $5,000 to the second bar). 

Source:

 Urban Institute tabulations from the Reinsurance Model estimated with 2001-2003 Medical 

Expenditure Panel Survey data, re-weighted to reflect the Washington population as estimated by the 2006 WSPS. All dollars inflated to 

2007$s. Sample is Washington small group and non group insured, ages 19 to 34. Urban Institute estimates from the Reinsurance Model are 

for state use. 

Suggested citation

 for further calculations by Washington: "Washington calculations using Urban Institute estimates of state 

health expenditures, produced for the Reinsurance Institute."

Exp. 

$1,000s

Total expenditures=$830.7 million

# of insured people=250.7 thousand

Avg $ per insur. person=$3.3 thousand/person


Appendix Table 7.
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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. Each bar includes all the expenses within the stated range of 

all individuals incurring expenses within that range (e.g., an individual with $10,000 in total annual expenses contributes $5,000 to the first 

bar and $5,000 to the second bar).  

Source:

 Urban Institute tabulations from the Reinsurance Model estimated with 2001-2003 Medical 

Expenditure Panel Survey data, re-weighted to reflect the Washington population as estimated by the 2006 WSPS. All dollars inflated to 

2007$s. Sample is Washington small group and non group insured, ages 35 to 64. Urban Institute estimates from the Reinsurance Model are 

for state use. 

Suggested citation

 for further calculations by Washington: "Washington calculations using Urban Institute estimates of state 

health expenditures, produced for the Reinsurance Institute."

Exp. 

$1,000s

Total expenditures=$2,785.1 million

# of insured people=452.1 thousand

Avg $ per insur. person=$6.2 thousand/person


Appendix Table 8.
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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. Each bar includes all the expenses within the stated range of 

all individuals incurring expenses within that range (e.g., an individual with $10,000 in total annual expenses contributes $5,000 to the first 

bar and $5,000 to the second bar). 

Source:

 Urban Institute tabulations from the Reinsurance Model estimated with 2001-2003 Medical 

Expenditure Panel Survey data, re-weighted to reflect the Washington population as estimated by the 2006 WSPS. All dollars inflated to 

2007$s. Sample is Washington small group and non group insured, in fair or poor health. Urban Institute estimates from the Reinsurance 

Model are for state use. 

Suggested citation

 for further calculations by Washington: "Washington calculations using Urban Institute 

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

Exp. 

$1,000s

Total expenditures=$705.9 million

# of insured people=52.7 thousand

Avg $ per insur. person=$13.4 thousand/person


Appendix Table 9.
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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. Each bar includes all the expenses within the stated range of 

all individuals incurring expenses within that range (e.g., an individual with $10,000 in total annual expenses contributes $5,000 to the first 

bar and $5,000 to the second bar). 

Source:

 Urban Institute tabulations from the Reinsurance Model estimated with 2001-2003 Medical 

Expenditure Panel Survey data, re-weighted to reflect the Washington population as estimated by the 2006 WSPS. All dollars inflated to 

2007$s. Sample is Washington small group and non group insured, not in fair or poor health. Urban Institute estimates from the Reinsurance 

Model are for state use. 

Suggested citation

 for further calculations by Washington: "Washington calculations using Urban Institute 

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

Exp. 

$1,000s

Total expenditures=$3,325.0 million

# of insured people=841.5 thousand

Avg $ per insur. person=$4.0 thousand/person


� Sources included, for example, Washington State Blue Ribbon Commission on Health Care Costs and Access, webpage with materials, including link to Final Report of January 2007 <�HYPERLINK "http://www.leg.wa.gov/Joint/Committees/HCCA/"��http://www.leg.wa.gov/Joint/Committees/HCCA/�>; Office of Financial Management, materials on Access to Health Insurance, accessible from <�HYPERLINK "http://www.ofm.wa.gov/healthcare/spg/default.asp"��http://www.ofm.wa.gov/healthcare/spg/default.asp�>; Washington State Health Insurance Pool, Annual Report 2006 <�HYPERLINK "https://www.wship.org/Docs/2006%20WSHIP%20Annual%20Report%203-13-07.pdf"��https://www.wship.org/Docs/2006%20WSHIP%20Annual%20Report%203-13-07.pdf�>; Pooling and Reinsurance in Washington State Health Insurance Markets: Review of the OIC Proposal, Review Team: C. Watts, D. Chollet, K. Swartz, J. Matthisen, with Funding from The Commonwealth Fund, February 25, 2005 <�HYPERLINK "http://www.insurance.wa.gov/legislative/reports/CommonwealthPRCCreport.pdf"��http://www.insurance.wa.gov/legislative/reports/CommonwealthPRCCreport.pdf�>.


� See “Summary of Final Modeling Specifications under SCI Reinsurance Institute,” September 7, 2007.


� See “Reinsurance Institute: Washington State’s Participation,” [document produced by  Office of Financial Management], included as Appendix to Chollet D. (2007) “The Affordability Of Coverage For High-Cost Individuals: Options For Washington State” <�HYPERLINK "http://www.insurance.wa.gov/publications/health/2118-Report_Reinsurance5.pdf"��http://www.insurance.wa.gov/publications/health/2118-Report_Reinsurance5.pdf�>.


� See Appendix Table 1.


� https://www.wship.org/Docs/Sept%2007%20Monthly%20Operations%20Report.pdf


� https://www.wship.org/Docs/2006%20WSHIP%20Annual%20Report%203-13-07.pdf


� http://www.insurance.wa.gov/news/dynamic/newsreleasedetail.asp?rcdNum=537


� For the purposes of this simulation model, a firm is defined as that part of an enterprise within a particular state and industry, following definitions provided by the SUSB (� HYPERLINK "http://www.census.gov/epcd/susb/introusb.htm" \o "http://www.census.gov/epcd/susb/introusb.htm" �http://www.census.gov/epcd/susb/introusb.htm� ).  The number of employees in a firm includes only those employees in the state, while the firm size category is determined by the number of employees in the firm across all states.  In addition, the number of employees of a firm in a particular industry includes only those employees in the industry in the state, while the firm size category is determined by the number of employees in the firm across all industries and states.  Thus, while this firm definition is necessary for our simulation model, summing the firms across state and industries would overstate the number of unique firms.  Therefore, in our data, counterintuitive results are possible.  For example, there may be only 90 employees in a firm of a particular industry even when the firm is categorized as a firm with 100 employees or more.


� While the term “catastrophic” has been used in previous literature to describe health expenditures that are both extremely high and abnormal for a particular individual, in the context of this analysis we describe a reinsurance program reimbursing costs for any individual with costs over $100,000 as “catastrophic,” regardless of health expenditures in previous years.


� American Academy of Actuaries, (2005).


� Inflated to the year 2007, MEPS-IC premiums for firm size under 10 employees in Washington State was  $4,217 for single and $11,960 for family.  Premiums from the MEPS_IC were inflated 2004 to 2006 using the Kaiser Employer Survey, then inflated 2006 to 2007 using NHA health expenditures inflation.


� The relatively large decrease in non-group premiums, compared to small group premiums, may be due to both the distribution of expenses within the risk pool, as well as to the relatively high load in the non-group market which tends to magnify covered expenses.


� Estimates of the cost of this program did not include factors which benchmarked health expenditures to premium levels in Washington state, which increased the estimated cost of the reform substantially.  In addition, calibration of the final model to elasticities from the literature also increased the number of individuals gaining coverage in the non-group market, which also increased reinsured expenditures.  


� American Academy of Actuaries, “Medical Reinsurance: Considerations for Designing a Government-Sponsored Program” (Issue Brief ), American Academy of Actuaries, 2005. Available at � HYPERLINK "http://www.actuary.org/pdf/health/reinsurance_jan05.pdf" ��http://www.actuary.org/pdf/health/reinsurance_jan05.pdf�. 


� We first compare this “narrow” program to the “broad” corridor of $25,000 to $90,000 because the size of the two programs (as measured by government cost) are relatively similar.


� In the non-group market reform, as in all reforms, the simulation model restricts individuals and families from moving from small group coverage to non-group coverage.


�Collins, P (May 24, 2007) in testimony for “Hearing on Increasing Competition, Reducing Costs, and Expanding Small Business Health Insurance Coverage Using the Private Reinsurance Market.” Available at http://www.actuary.org/pdf/health/reinsurance_may07.pdf


� For an analysis of the extent to which changes in the availability of ESI influences disenrollment from Medicaid in California, see Perreira KM. Crowd-in: the effect of private health insurance markets on the demand for Medicaid. Health Serv Res 2006 Oct;41(5):1762-81.


� Due to the large differences in administrative costs between these markets, in addition to other factors such as benefit package generosity, these movements may be relatively modest.


� American Academy of Actuaries, (2005).  Several additional policy design parameters discussed in the American Academy of Actuaries (2005) paper include: (1) indexing the attachment point of the reinsurance corridor in order to decrease the leveraging effect that would cause the state’s costs to rise faster than the overall rise in health expenditures; (2) varying the attachment point of the reinsurance corridor to account for geographic cost variation; (3) including claim adjustment expenses, including payments to business that help carriers reduce claim costs, as a reimbursable loss for carriers.


� Hadley J. and J. Holahan. 2004. “The Cost of Care for the Uninsured: What Do We Spend, Who Pays, and What Would Full Coverage Add to Medical Spending? KCMU, Issue Update, May 2004.
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