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The “3Rs” were established under ACA to mitigate possible adverse financial consequences of the
ACA-imposed changes to the way carriers do business and to hedge against the uncertainty.

Two of the three Rs phase out by 2017 as the financial impacts are better understood.

1. Reinsurance (2014-2016)

• Reduces the uncertainty of insurance risk in the individual market by subsidizing the impact of high-cost cases via a
pool of funds from an assessment of all carriers and self-insured accounts.

• Funds phase down over 3-year period: $10B in 2014; $6B in 2015; $4B in 2016 nationally.

2. Risk Adjustment (Permanent)
• Intended to even out rates among carriers by transferring funds to carriers that attract high-risk populations from

carriers that attract low-risk populations.

3. Risk Corridors (2014-2016)

• Protects against incorrect estimation of average or total costs in the startup years of ACA.

• This “safety net” program ends after 2016, leaving insurers at greater financial risk.

Inside Exchange Outside Exchange Who
AdministersIndividual

Small
Group

Individual
Small
Group

Grand-
fathered

Reinsurance   State or HHS

Risk Adjustment     HHS

Risk Corridors   * * HHS

*Risk corridors will be applied to products off Exchange if they are substantially the same as products on the Exchange.

“3Rs” Premium Stabilization Programs –
Challenge: Uncertainty in Complex Workings of 3Rs
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Reinsurance Entity

Annual reinsurance pool =

• $10 billion in 2014

(MD share  $180M)

• $6 billion in 2015

• $4 billion in 2016

Contributions In

• Contributions from all
issuers and TPAs on
behalf of self-insured
plans.

• Per capita amount, to
be determined by
State or HHS

• $25B total contribution

Payment Out

• All claims above
attachment point,
subject to coinsurance
rate and below a cap

• All services will be
eligible, not limited to
Essential Benefits.

• Each state may elect to operate its own reinsurance program regardless of whether it establishes its own
Exchange. If a State does not, HHS will take the place of the State and establish the program.

• All issuers (including ASO plans) and third party administrators (TPAs) must contribute funding, on a per
capita basis, to be determined by the state or HHS.

• The total national contribution is $25B over 3 years - $20B of which will be used for the reinsurance pool
($5B will be used to fund costs).

• ASO and TPA plans are likely to push back when they begin to be assessed. There is a current proposal
(pending regulatory approval) that would exempt ASOs from contributing to reinsurance in 2015 and 2016.

• Federal reinsurance will be assessed quarterly and reconciled annually. First reinsurance payment is
scheduled for May 2014.

Reinsurance (Federal: 2014-2016)
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• Reinsurance will cover all claims in non-grandfathered individual plans.

• Revised 2014 reinsurance guidance were released mid-November 2013 and included:

• Attachment point of $45k*: Dollar amount threshold where reinsurance begins

• Reinsurance cap of $250k: Dollar limit threshold where reinsurance ends

• Co-insurance rate of 80%: Rate applied to dollar amounts above the attachment point and below
the reinsurance cap the Federal Government will pay

Carriers will be liable for 100% of all claims below the attachment point and above the cap, unless a
secondary reinsurance is available to wrap around the Federal reinsurance model.

Individual A

Paid at
Coinsurance Rate
by Federal
Government

Entirely Paid by
Issuer

Reinsurance
Cap

$250k

Attachment
Point
$45k*

* $60k attachment point currently approved; $45k attachment point pending approval
Source: CMS

Reinsurance Payment Example

Co-insurance
80%
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Risk Adjustment Rules

Risk Adjustment at Plan Level

Plan A
[e.g., United]

Average Risk
Score = 0.9

State
Regulator or

HHS

Plan B
[e.g., CareFirst]

Average Risk
Score = 1.1

• Risk adjustment involves a transfer of funds to carriers that attract high-risk populations (higher average
risk scores) from carriers that attract low-risk populations (lower average risk scores).

• States may elect to operate their own risk adjustment program only if they establish an Exchange. Risk
pools must be aggregated at the state level, meaning a plan’s risk score will be compared to other plans in
the state.

• If state elects to operate its own program, it must use a “federally-certified risk adjustment methodology”
either by using a pre-approved methodology or having its own methodology approved by HHS.

• The risk adjustment methodology has been untested – there will be insufficient data on the new risk pool up
front to determine accurate risk scores.

• All non-grandfathered individual and small group market plans, on and off the Exchange, must participate.

$

$
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• All carriers will submit risk score data to HHS.

• Carrier A, with a lower risk score, will submit payment to HHS.

• Carrier B, with an average risk score, will neither pay or receive anything.

• Carrier C, with a higher risk score, will receive payment from HHS.

1. Carriers calculate their plan average risk scores and submit the scores to HHS.

2. HHS collects all data to determine the average risk score for the state. Transfer payments will be
calculated based on the average risk scores.

3. Carriers with lower than average risk scores will make payments to HHS and carriers with higher than
average risk scores will receive payments from HHS.

Carrier A

Risk Score: 0.66

Healthy Members

Carrier C

Risk Score: 1.33

Unhealthy Members

HHS
State

Normalized
Risk Score: 1.0

Carrier B

Risk Score: 1.0

Average Members

$ $

Risk Adjustment Process
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Above target >8% HHS pays QHP 80%

Above target 3% to 8% HHS pays QHP 50%

No payment transfers

Below target 3% to 8% QHP pays HHS 50%

Below target >8% QHP pays HHS 80%

+3%

-3%

Qualified Health Plan (QHP) A

slides 59-62 May 23 Board

• Risk corridor, calculated last after reinsurance and risk adjustments, compares allowable claims costs (“actual claims minus
impact of 2Rs”) to target claims costs (“predicted costs”).

• HHS will pay a QHP carrier whose incurred allowable costs for a benefit year are greater than 103% of its target amount,
and QHP carriers must pay HHS if its QHP allowable costs for a benefit year are less than 97% of its target amount.

• For a QHP with allowable costs in excess of 103%, but not more than 108% of the target amount, HHS will pay the QHP
carrier 50% of the amount in excess of 103%.

• For a QHP with allowable costs less than 97%, but not less than 92% of the target amount, the QHP carrier must pay HHS
50% of the amount below 97%.

Target Amount

Allowable Costs

Allowable Costs

Risk Corridors (2014-2016)
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2013 2014 2015

3Rs Implementation Timeline

Q1 2013
• Final HHS Payment Notice
• State Publish Notice for Benefit and Payment Parameters

October 2013
• Exchanges come online

April 2013
• File 2014 rates

January 2013
• Collect reinsurance contribution;

continues quarterly

Q2 2014
• File 2015 rates

Q2 2014
• First quarterly reinsurance

payment; continues quarterly.

Q1 2015
• 2014 Risk Adjustment data

ready for calculation

Q2 2015
• Risk Adjustment calculated
• Data for Risk Corridor sent to HHS
• Risk Adjustment payments and

charges distributed
• MLR Rebates

Q2 2015
• File 2016 rates

Pricing and 3Rs Timeline – Full 2014 Experience
Will be Reflected in 2016 Rates (at the Earliest)
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(A) (B) (C) (D) (E) (F)

Premium % of Contracts Target Filed Implied Needed Approved

4Q2010 (in 1,000's) Contracts Renewing CtR CtR CtR Renewal Renewal 2011 2012 2013 Total 2011 2012 2013 Total

Individual $27,748 7,934 24% 2% 1.8% ‐0.6% 14.2% 11.8% ($134) ($134) ($34) ($34)

Small Group $339,693 42,817 26% 3% 2.5% 2.4% 5.2% 5.1% ($46) ($46) $1,773 $1,773

Combined $367,440 50,751 26% 7% 6% ($180) ($180) $1,739 $1,739

1Q2011

Individual $30,364 8,106 27% 2% 1.3% ‐0.9% 11.7% 9.4% ($169) ($15) ($184) ($70) ($6) ($76)

Small Group $381,748 41,719 31% 3% 0.7% ‐2.3% 8.6% 5.6% ($3,269) ($297) ($3,566) ($2,538) ($231) ($2,769)

Combined $412,112 49,825 30% 9% 6% ($3,438) ($313) ($3,751) ($2,608) ($237) ($2,845)

2Q2011

Individual $31,124 8,156 37% 2% 1.3% ‐9.4% 8.2% ‐2.5% ($772) ($463) ($1,235) ($676) ($406) ($1,082)

Small Group $378,919 41,719 28% 3% 0.7% ‐3.6% ‐0.1% ‐4.4% ($2,783) ($1,670) ($4,453) ($2,340) ($1,404) ($3,743)

Combined $410,043 49,875 29% 1% ‐4% ($3,555) ($2,133) ($5,688) ($3,016) ($1,809) ($4,825)

3Q2011

Individual $31,124 8,156 18% 2% 1.3% ‐12.3% 3.0% ‐10.6% ($284) ($474) ($759) ($257) ($428) ($685)

Small Group $342,317 42,461 17% 3% ‐4.0% ‐3.9% ‐12.7% ‐12.6% ($836) ($1,394) ($2,230) ($836) ($1,394) ($2,230)

Combined $373,440 50,617 17% ‐10% ‐12% ($1,121) ($1,868) ($2,989) ($1,093) ($1,822) ($2,915)

4Q2011

Individual $31,374 8,020 25% 2% ‐10.0% ‐9.7% ‐13.3% ‐13.0% ($128) ($639) ($767) ($128) ($639) ($767)

Small Group $325,456 40,764 26% 3% ‐2.0% ‐2.0% ‐12.6% ‐12.5% ($275) ($1,375) ($1,650) ($275) ($1,375) ($1,650)

Combined $356,830 48,784 26% ‐13% ‐13% ($403) ($2,014) ($2,417) ($403) ($2,014) ($2,417)

1Q2012

Individual $27,996 8,292 26% 2% ‐5.0% ‐5.4% ‐8.8% ‐9.2% ($368) ($33) ($402) ($368) ($33) ($402)

Small Group $328,816 40,604 29% 3% 5.0% ‐2.2% ‐2.7% ‐9.8% ($6,267) ($570) ($6,837) ($1,888) ($172) ($2,060)

Combined $356,812 48,896 29% ‐4% ‐10% ($6,635) ($603) ($7,238) ($2,256) ($205) ($2,461)

2Q2012

Individual $27,761 7,890 28% 2% 0.0% ‐5.8% ‐6.7% ‐12.5% ($301) ($151) ($452) ($301) ($151) ($452)

Small Group $325,767 42,270 20% 3% 0.0% 1.1% 2.5% 3.7% $486 $243 $729 $486 $243 $729

Combined $353,527 50,160 21% 1% 1% $185 $92 $277 $185 $92 $277

3Q2012

Individual $28,059 7,764 27% 2% 2.0% ‐15.7% 20.1% 2.4% ($554) ($776) ($1,330) ($491) ($688) ($1,179)

Small Group $348,826 42,290 25% 3% 0.7% ‐1.6% 10.3% 8.0% ($831) ($1,163) ($1,994) ($587) ($821) ($1,408)

Combined $376,885 50,054 25% 12% 7% ($1,385) ($1,939) ($3,324) ($1,078) ($1,509) ($2,587)

4Q2012

Individual $29,743 7,821 25% 2% 3.2% ‐19.4% 31.0% 8.4% ($280) ($1,401) ($1,681) ($241) ($1,205) ($1,446)

Small Group $342,260 42,616 26% 3% 2.0% ‐10.5% 22.4% 9.9% ($1,866) ($9,331) ($11,197) ($1,567) ($7,834) ($9,401)

Combined $372,003 50,437 26% 24% 10% ($2,146) ($10,732) ($12,878) ($1,808) ($9,039) ($10,847)

Comments Total Financial Impact

 Calculation for Columns (E) and (F): Individual ($1,487) ($3,096) ($2,361) ($6,944) ($1,164) ($2,881) ($2,077) ($6,122)

(E) = (A) * (B) * (D‐C) if Filed CtR > 0 Small Group ($7,210) ($13,214) ($10,821) ($31,245) ($4,216) ($7,959) ($8,584) ($20,759)

(E) = (A) * (B) * (D) if Filed CtR < 0 Subtotal ($8,697) ($16,310) ($13,182) ($38,188) ($5,380) ($10,840) ($10,661) ($26,881)

(F) = (A) * (B) * (D) Large Group ($1,600) ($5,400) ($7,000)

Grand Total ($10,297) ($21,710) ($13,182) ($45,188)

PDR

For DC, we booked a PDR of $7.2m in 2011 and $13.1m in 2012.

Financial Impact of  DC Individual and Small Group Pricing Decisions

Financial Impact vs. Filed CtR ($'s in 1,000's) Financial Impact vs. 0% CtR ($'s in 1,000's)

This number is then divided between calendar years based on the portion of that year impacted by 

the renewal increase. For example, for a 1Q2011 renewal we assumed the average group renews in 

February and therefore 11/12 of the rate action will impact 2011 while 1/12 will impact 2012.

Page 1     5/1/2013
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GHMSI Underwriting Margins From 2009 through 2013,
Including Proportionate Experience of BlueChoice

GHMSI Alone BlueChoice Alone GHMSI
+ 0.49999% share in BlueChoice

Underwriting
Gain/(Loss)
(Thousands $)

UW G/L
as % of Revenue

Underwriting
Gain/(Loss)
(Thousands $)

UW G/L
as % of Revenue

Underwriting
Gain/(Loss)
(Thousands $)

UW G/L
as % of Revenue

2009 (1,133) -0.04% 25,631 1.37% 11,682 0.31%

2010 60,798 2.08% 179,528 9.01% 150,560 3.85%

2011 14,705 0.48% 33,283 1.66% 31,346 0.77%

2012 (47,874) -1.51% (2,798) -0.13% (49,273) -1.16%

2013 (35,866) -1.13% 53,256 2.22% (9,239) -0.21%

5-year Average (1,874) -0.06% 57,780 2.77% 27,015 0.66%

Source: Annual Statements for the Years 2009, 2010, 2011, 2012, and 2013 for Group Hospitalization and Medical Services, Inc. and

CareFirst BlueChoice, Inc., on public file with the District of Columbia Department of Securities, Insurance, and Banking.
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