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Explanation of Risk Management Strategies

Strategies Description

Advantages

Disadvantages

A legal requirement that all individuals in a given state (or nationally) obtain private health
insurance coverage. People who don’t obtain coverage would be subject to penalty. The goal of the

Helps ensure people obtain health insurance coverage, decreasing the number of
uninsured

Takes care of “free rider” problem in the insurance market, whereby the uninsured are
provided uncompensated care

May be difficult to implement and require creation of enforcement mechanism
Requires accepting the principle that it is the government’s responsibility to ensure that
every American has health insurance. (Some groups oppose this level of political

A single market for all kinds of health insurance plans, including traditional insurance plans, health
maintenance organizations, health savings accounts, and other future coverage options that might
emerge. In principle, it is comparable to a stock exchange, as a stock exchange functions as a single
market for all varieties of stocks and reduces the costs of buying, selling, and trading stocks. The
insurance exchange serves as a one-stop shop for consumers of health plans.

Insurance Exchange

Reduces disparities in access to insurance by providing individuals/families that don’t
have tax-favorable group health insurance with the opportunity to purchase insurance at
pooled group rates and may offer more choice

Reduces the cost of administering insurance benefits for employers, especially small
employers

Potentially provides individuals and families access to a greater number of health plan
choices

Allows coverage portability

May be difficult to administer
Not all insurers may participate

Merging Small Group,
Individual Markets

The process of combining the separately regulated and rated small group (i.e., generally employers
with fewer than 50 employees) with the individual market.

Likely to reduce premium costs for persons in the individual market
The increased affordability of insurance may increase coverage rates

Small employers may experience increases in premium costs

insurance purchasing coalitions (HIPC), and multiple employer welfare arrangements (MEWA).

purchasing groups

A process of assessing the risk and cost of different groups of individuals in order to better predict

Community Rating and manage the equalization of risk.

Allows insurers to target marketing of insurance products to more appropriate
populations

Some groups may be deemed as riskier, making insurance premiums less affordable

Assessments to Cover
High-Risk Individuals

Assessments charged to insurers and then disbursed so those insurers that cover a disproportionate
amount of high risk claims are compensated for the added cost.

Ensures better distribution of cost sharing among health insurers and may enable more
insurers to stay in the market

Difficult to effectively administer because determining claims amounts and compensation
amounts can be controversial, not all insurers may be willing to participate, and assessments
may be inadequate to cover the cost of care

Government programs that offer health insurance coverage to "uninsurable" residents (e.g., people
that have been turned down for private insurance coverage, charged substantially higher premiumes,
or been offered private coverage with an elimination rider). Approximately 200,000 people are
enrolled in high-risk pools across the U.S. (in approximately 35 states).

High Risk Pool

For people enrolled in these programs this is an important source of available coverage.
Often it is the only way to get coverage

Taking riskier and more costly individuals out of the regular insurance market rating
system may lower insurance costs for those outside the pool

High-risk pools create adverse selection (so that the unhealthiest populations end up in the
pool — making the pool expensive)

Many high-risk pools currently cap benefits, which may negatively affect individuals with
chronic conditions, or require a waiting period of 6 to 12 months

Enroliment may be limited

Reinsurance is a mechanism used to provide insurance to insurance companies that face a large
amount of losses either because the aggregate loss for a particular group of enrollees/members
exceeds some level or because the loss per individual enrollee/member exceeds some threshold in
a given period of time (usually one year). The reinsurance to avoid aggregate loss is known as
aggregate stop-loss reinsurance and the reinsurance to protect from annual losses per insured
person is typically known as excess-of-loss reinsurance.

Reinsurance

Protects insurance companies from adverse risk selection, especially in the small group
and individual markets

Lowers the cost of insurance products for those in the reinsurance pool
Could potentially lower health insurance costs for all

Only two states (NY and AZ) have reinsurance programs (but with evidence of significant
success)

The cost of the subsidy to “reinsure” can be expensive

The recipients of the subsidy (insurers) are viewed by some as inappropriate and the subsidy
would be better directed if provided directly to individuals or employers for the purchase of
care

Overview of States’ Risk Management Strategies & Impact

Selection Risk

Selection Risk

- Merging the small group and individual markets

Individual Mandate individual mandate is to increase insurance coverage but it also has the effect creating a larger pool Converts a substantial portion of public spending on provider subsidies for interference in personal health care decisions; similarly, some groups believe that a Strategies that
of people, which may help spread risk. The spreading of risk, in turn, may decrease the cost of uncompensated care to subsidies for individual consumers to help them pay for private mandate impedes consumer choice and lessens competition)
insurance for some groups or increase it for others. coverage Insurance may still be unaffordable for some people and the mandate could further Involve All - Insurance eXChanges
There is more continuity and portability in insurance coverage and presumably better exacerbate financial hardship Residents and . .
access to health care - A requirement that everyone have insurance coverage
Reduce Adverse

Strategies that
Public or private efforts to allow more than one small or large employer and/or individuals to pool May expand consumer choice Affect Some PeOple C , , f ,
Group Purchasing together to collectively purchase health insurance. Some are established through state legislation or May reduce administrative costs and give small groups bargaining clout, thereby reducing There is little evidence that the current models have significantly reduced the number of but Have Less = Ommunlty ratlng of premiums
regulation, while others are formed by associations of employers and/or individuals. There are a . ) ) oo ! i uninsured _
Arrangements (GPA) | || et of forms of GPAs, including association health plans (AHP), employer alliances or health premiums, although evidence suggests prices are comparable inside and outside the Most GPAs affect only small groups of participants Effect on Adverse - GrOUp prChaSIng arra ngements

-High-risk pools
-Assessments of insurers

State Strategies .
-Reinsurance

Aimed Directly at
High-Risk People

Conclusions and Recommendations for New York Design and Implementation Strategies

1. Regardless of what happens at the federal level, states will continue to play a role in managing risk
2. Cost control must be a central part of any state reforms in order to make insurance affordable
3. New York’s strategies to date have primarily focused on the middle part of the pyramid

4. New York should consider strategies that affect the entire population such as personal responsibility

5. Personal responsibility is likely at the federal level — but New York should consider this option just in case
6. New York should research how best to enforce personal responsibility based on experience of other states

7. New York already has a successful insurance exchange (Health PASS) that could be expanded statewide

8. Models for merging markets to date have not considered impact of shared responsibility — and should
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Given uncertainty at the national level, the state should consider incremental implementation.

Insurance exchanges should consider the following:
a. Be the exclusive marketplace or assure equality in and outside of exchange
b. Require insurers to provide data and create accurate risk adjusters
c. Require enroliment through a centralized place or entity
d. Monitor enrollment and disenroliment

e. Include comparable benefits in and outside the exchange

e The impact of each risk management option on coverage should be central point of discussions
e Personal responsibility works best when combined with shared responsibility
e Other ways for sharing cost of a market merger with groups other than small employers should be considered

e A market merger’s impact on small businesses should be counteracted with subsidies or affordability options

—N B U T e
) U A Ay
u . \ < Y

%

= B @ FOUNDATION

Improving the state of New York’'s health

Funding provided by The New
York State Health Foundation




