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STATE OF WASHINGTON
OFFICE OF FINANCIAL MANAGEMENT
Insurance Building, P.O. Box 43113  Olympia, Washington 98504-3113  (360) 902-0555
April 2, 2008
To:
Enrique Martinez-Vidal


Director, State Coverage Initiatives Program

From:
Washington State Reinsurance Team

Re:
Summary of Reinsurance Institute Sub-Grant Activities
In December 2006 Washington State was selected to be one of three states to receive technical assistance from the Reinsurance Institute, a State Coverage Initiatives (SCI) program that provided access to experts from the Urban Institute for state-specific modeling assistance.  This brief report covers related activities that were assisted by an additional SCI $25,000 sub-grant, primarily directed towards staff support to:

1. Provide Washington-specific data to the consultants,

2. Coordinate stakeholder meetings, presentations, discussions and materials to inform design parameters and solicit feedback, and

3. Interface with consultants on policy options for modeling, reviewing results, and the evolution of thinking, guided generally by 2007 legislation
.

First, thank you for the opportunity to participate in the Reinsurance Institute.  We benefitted immensely from our experience and hope that our modeling results, interactions, and lessons learned contributed to the value of the Reinsurance Institute for other states considering reinsurance as a component of addressing access and affordability in their health insurance markets.  The “Institute” model of providing assistance to states seems a very productive vehicle for maximizing the value of research in an applied setting.
Second, the Reinsurance Institute project provided technical assistance centered on (a) building a model to estimate the likely impact of implementing public reinsurance in Washington (b) interacting with state policy makers to apply the model to Washington State and (c) offering lessons learned from other states’ reinsurance activities.  Building on this work Washington contracted with the Reinsurance Institute team to better approximate local population characteristics and to expand modeling to address important features of our local health insurance markets.  Efforts were so totally intertwined that we considered them a single project, culminating in a report to the Governor and Legislature in late February 2008.  The following is a review of activities that were supported by the SCI sub-grant:
Model Refinement - Washington-Specific Population and Employer Characteristics
To help ground policymakers’ thinking about reinsurance specifics, the Reinsurance Institute team (RIt) initially profiled Washington’s demographic and employer characteristics 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).  Staff compared these results with analyses conducted by Washington’s State Planning Grant team during the past six years.  As part of that work policymakers have come to believe that the credibility and depth of state-specific analyses can not be matched by any existing national surveys.  It was immediately apparent that the database for reinsurance modeling would need tailoring to reflect a Washington state profile recognized by local stakeholders.  Staff therefore contracted with the RIt to use our homegrown state survey micro-data, the Washington State Population Survey (WSPS), for the purposes of benchmarking their database to best approximate the demographic and employer profile of the state.  WSPS is now the accepted source for detailed information on Washington’s insured and uninsured populations --- we were sure that unless the reinsurance database reflected numbers consistent with WSPS, reinsurance modeling results would have little credibility with public or private stakeholders.  Steps included:
· Providing 2006 WSPS results to the Reinsurance Institute team.

· Facilitating in-depth discussions to identify existing and aggregated WSPS measures that would be consistent with measures used in the underlying reinsurance database.
· Revising the process by which national MEPS data were reweighted to reflect characteristics of Washington State - WSPS data were substituted for CPS data.
· Refining, reviewing and accepting estimates that reflected a baseline consistent with previous work in Washington.
Staff Support for Stakeholdering
Early on we recognized the need to keep stakeholders, (i.e., health insurance carriers, the high-risk pool, and Executive/Legislative staff) involved in the reinsurance study.  With support from the SCI sub-grant we were able to staff an informal but fairly open and collaborative approach for understanding the impact of (specific) reinsurance options in Washington.  All work was conducted in partnership with representatives from the Office of the Insurance Commissioner.  Activities included:
· Materials to Introduce the Study:  Before the underlying database was finalized we developed presentations for the Association of Washington Health Plans (AHWP) and a small workgroup
, to introduce them to the study.  These were later refined for other audiences including the Washington State Health Insurance Pool (WSHIP), Washington’s high risk pool.  In addition we wrote a brief summary of the project to orient those interested to the Reinsurance Institute work.  This was distributed far and wide and generated considerable interest
.
· Insurance Market Benchmarks:  The presence of WSHIP; a thriving association health plan market; and Basic Health, a public program subsidizing coverage for low income families, raised questions for the RIt in benchmarking health expenditures attributable to individuals covered under different Washington markets.  Staff facilitated multiple conversations with each of our three primary health insurance carriers
 and the Health Care Authority
 to allow the RIt to investigate and confirm details of Washington’s insurance markets.  These conversations were critical in establishing credibility with the carriers and in ensuring the underlying reinsurance database was adequately benchmarked to Washington insurance market characteristics.
· Summary of Previous Work:  Previous work on the Governor’s initiative to enhance small business owners’ access to affordable health insurance included a contract with Milliman (consulting and actuarial firm for the Basic Health program) for preliminary pricing of a Washington version of Healthy New York.  Results were invaluable in framing our initial thinking; but, as to be expected, raised as many questions as were answered.  As our reinsurance study progressed we recognized the value of grounding Executive/Legislative staff in these prior results to set realistic expectations for the likely impacts of the broader reinsurance options being considered.  Staff coordinated a meeting with Milliman consultants and a broad group of Executive/Legislative staff to discuss these results and their implications.
· Establishing Goals and Simulation Scenarios:  A second brief was written to provide a status on the Reinsurance Institute work and set the stage for soliciting input on goals and reinsurance scenarios to be modeled.  We anticipated that conversations would be driven by two bills that had just passed in the 2007 session containing references to reinsurance.
· E2SSB 5930: This bill asked for an evaluation of options and the design of a state-supported reinsurance program to address the impact of high cost enrollees in the individual and small group health insurance markets.

· E2SHB 1569: As part of determining benefit plan rating methods, the Board of the newly created Washington Health Insurance Partnership is to consider ways to reduce uncertainty for carriers and provide for efficient risk management of high-cost enrollees through risk adjustment, reinsurance, or other mechanisms.
To reach agreement on a set of useful simulations staff facilitated several discussions with health insurance carriers (through AWHP and individually) and with Executive/Legislative staff.  The objective was to help people understand the importance of being clear in identifying goals for reinsurance so that targeted scenarios for modeling could be selected.  Discussions were interesting but in the end did not identify specific reinsurance policies to be modeled.  As a result staff consulted in-person, over the phone and through email with the RIt, to identify a realistic range of reinsurance configurations that could be simulated to show policymakers the different impacts of narrow, broad and catastrophic-only reinsurance options.  Simulations were defined to model reinsurance in the context of Washington’s current market rules, benefit products, and targeted populations, so that a logical baseline for understanding potential impacts would be established.
· Initial Results:  The timing of initial modeling aligned perfectly with the interest in reinsurance specified in the 2007 bill E2SSB 5930.  Estimates of the magnitude of publicly-funded reinsurance costs and impacts from 12 simulations (i.e., reinsurance applied to all non-group and/or small group coverage) were made available by staff in time to inform discussions on health reform initiatives for the 2008 Legislature.  They also became the basis for the RIt final report to SCI on Washington’s participation in the Reinsurance Institute.

· Additional Simulations:  Initial results triggered considerable staff work to build on the Reinsurance Institute work by contracting with the RIt for 7 additional simulations that would adjust for the existence of Association Health Plans and WSHIP in previous simulations.  We were able to capitalize on relationships fostered earlier between specific health insurance carrier representatives and the RIt so that reasonable proxies for including only conventional enrollees in the non-group and small group markets could be developed.  Staff facilitated many discussions and emails between the RIt and health insurance carriers to establish adequate approaches, and then assisted the RIt in documenting and disseminating the methodologies to solicit input (and refinement suggestions) from the carriers and WSHIP.  While timing and resources did not allow for a comprehensive feedback loop, the process of documenting approaches and limitations has raised the issue of gaps in data on premiums and expenditures needed to fully understand the impact of potential reforms in Washington’s insurance markets.  That in itself has been immensely valuable.
In our original application to participate in the Reinsurance Institute we noted that “Having a credible, state-specific model would go a long way in getting policy parameters and design elements (for reinsurance) right.  The ability to specify alternative policy options and estimate their effects on premiums, employer offer and individual take-up rates, expenditures, and program costs will be invaluable and quite likely non-existent outside the (Reinsurance Institute) opportunity – on its own, Washington could not afford to do this.”  To this critical technical assistance we add the vital staff support to facilitate stakeholder and RIt interactions.  In the end, quantitative results from the combined set of 19 reinsurance simulations and qualitative input on associated issues became the basis for a report to the Governor and 2008 Legislature that informed deliberations on three key questions.

(i) is public reinsurance feasible and worth exploring further in Washington state,
(ii) what costs and benefits are reasonably foreseeable, and
(iii) what additional information is needed to make effects more predictable?
Simulations confirmed that, “Only a small fraction of public (reinsurance) spending pays for newly insured people…most spending serves to make conventional coverage more affordable for already insured people.”  Policymakers concluded that while publicly-funded reinsurance is technically feasible in Washington State, the relatively large public budget needed to fund a broad program for the individual and/or small group markets would be unsustainable at this time.  Furthermore, the RIt noted that“(Reinsurance) is most useful not as a stand-alone intervention but as part of a broader set of initiatives”.  Consequently, additional exploration of publicly-funded reinsurance would appear to be most valuable when it can be tied to explicit design and policy goals, with underlying market rules, benefit products, target populations, and administrative needs clearly specified.

The report to the Governor and 2008 Legislature has been attached to this summary for reference – and our thanks!
� The 2007 Legislature directed a study and design of “a state-supported reinsurance program to address the impact of high cost enrollees in the individual and small group health insurance markets” (Section 25, Chapter 259, Laws of 2007).


� The workgroup included legislative staff from houses and parties, the Governor’s health policy advisors and staff from agencies responsible for health care purchasing and Washington’s fiscal budget.  


� This and a subsequent brief were distributed at the July 2007 SCI Reinsurance Institute meeting.


� Premera, Regence, and Group Health accounted for just over 70% of Washington’s 2006 commercial insurance market (Source:  statements filed with OIC).


� The Health Care Authority is the state’s insurance purchaser for public employees and Basic Health.
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