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Northwest Health Insurers Report Profits in 2009
Investment Gains Offset Lower Underwriting Margins, Membership Losses Continue

By David Peel
Publisher and Editor
Washington Healthcare News

Northwest health insurance com-
panies continued their profitable 
ways in 2009 despite the region's 
difficult economic conditions. 
Year-end membership for the six 
largest companies decreased, and 
underwriting gains, the profit an 
insurance company makes on 
business aside from investments, 
income taxes and other non-op-
erations related revenues and ex-
penses, were lower at 19 of the 24 
companies reviewed.  Net income 
increased as investment gains off-
set the reduction in underwriting 
gains.  Total adjusted capital, or 

net worth with adjustments for in-
surance industry accounting rules, 
increased considerably due mainly 
to investment gains.  All figures 
reflected in this article are from re-
ports filed with various insurance 
regulators and don't reflect self-
insured membership.
Membership Gains and Losses
For 14 of the 24 companies re-
viewed, year-end membership 
decreased from 2008.  The total 
membership decline for all com-
panies was 157,000. (See table on 
page 3). 
Eric Earling, Senior Communica-
tions Manager at Premera Blue 
Cross, attributed their membership 
decrease to "the effects of the chal-
lenging economy and higher un-
employment." 
However, Community Health Plan 
and Molina Healthcare of Wash-
ington, companies that cover low 
income and destitute people, saw 
significant gains in enrollment.  
David Kinard, Director of Market-
ing/Corporate Communications 
for Community Health Plan said, 
"This (increase) is primarily two-
fold. Not only did Community 
Health Plan gain significant enroll-
ment due to the increases in the 
state’s Healthy Options (Medicaid) 

program, but we also gained ap-
proximately 10,000 new members 
between October and December 
2009 due to our work in redesign-
ing the statewide GA-U managed 
care program which also integrated 
a new behavioral health compo-
nent for members." GA-U (Gen-
eral Assistance Unemployable) is a 
managed care program designed to 
provide benefits for those who are 
physically and/or mentally inca-
pacitated and unemployable for 90 
days from the date of application.
Also bucking the trend was the 
Group Health organization, which 
reported an overall increase in 
membership of 14,000. This in-
cludes the Group Health Coop-
erative HMO, Group Health Op-
tions and KPS Health Plans.  Total 
membership at the end of 2009 
was 584,000 versus 570,000 at the 
end of 2008.
Ric Magnuson, Senior Vice Presi-
dent and Chief Financial Officer 
of Group Health, explained the in-
crease in membership, "We made 
the decision to grow membership 
by focusing on our plans with en-
hanced provider choices for our 
members.  We saw most of our 
growth on the Group Health Op-
tions plans as our individual and 
family products became popular 
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with those that found themselves 
without coverage as the result of the 
recession.  In addition, we main-
tained and slightly grew our large 
group business, despite enrollment 
losses due to the recession." 

Total Revenues

Despite the reduction in total 
membership of about 3%, the 24 
companies increased total reve-
nues by $298 million or about 2%.  
However, the effective increase 
in premiums was not 5% because 
employers continue to switch to 
higher deductible plans that cost 
less but provide fewer benefits.

Underwriting Gains and Losses

The total underwriting gain for the 
24 companies in 2009 was $24 mil-
lion, much lower than 2008's $234 
million.  Recessions are tough on 
health insurance companies be-
cause people tend to use their ben-
efits if they know they are going to 
lose their insurance.  They also use 
their benefits when they are com-
ing back to work as many have 
"pent-up demand" for healthcare 
services from the time they were 
without coverage. 

Magnuson commented on Group 
Health Cooperative's reduction 
in underwriting margin, "Group 
Health saw a significant degrada-
tion in underwriting margin in the 
first and second quarter of 2009.  
This was consistent with what 
was happening in the rest of the 
U.S. and was primarily the result 
of employees using medical ben-

efits in anticipation of losing their 
jobs.  Our third and fourth quarter 
2009 numbers were much better 
and were more consistent with 
what we usually see. We continue 
to work hard on bending the cost 
curve through our utilization and 
administrative cost reduction ef-
forts and anticipate continued suc-
cess going forward."

Earling noted, "(Premera's) lower 
underwriting gain resulted pri-
marily from two factors: lower 
revenues related to the economy 
from higher unemployment and a 
continued increase in medical cost 
trends.  Medical costs accounted 
for 87% of revenues in 2009, up 
from 86% in 2008.  That 1% in-
crease in medical expense ratio 
alone reduced 2009 operating gain 
by over $24 million.   These lower 
underwriting gains are consistent 
with the industry as well."  

Net Income 

Total net income of $206 million 
was 36%, or $57 million, higher 
than 2008.  Investment gains oc-
curred as values rebounded from 
the troughs of 2008 and the com-
panies cashed in on the change.  
Large investment gains are un-
likely to repeat in 2010 since the 
baseline has now been reset to his-
torical norms.    

Total Adjusted Capital

Like net income, the change in to-
tal adjusted capital was significant.  
The increase from 2008 was $335 
million or about 8%.  This was 

caused almost exclusively by in-
vestment valuation increases from 
2008.  Insurance companies must 
record stock-type investments at 
current market value, with some 
exceptions, but the changes only 
impact their balance sheet and 
not their income statement, un-
less these investments are actually 
sold.  This explains how total ad-
justed capital can increase so much 
without a related change to net in-
come.
Earling agreed, "(Increased total 
adjusted capital) reflected the im-
proved value of our investment 
portfolio following the severe mar-
ket downturn in 2008."
Outlook for 2010
It's hard to imagine 2010 will be 
more eventful than 2008 and 2009. 
Healthcare reform is still alive but 
if enacted, will likely roll-out in 
conjunction with the health insur-
ance companies rather than on top 
of them.
Magnuson summarized it well 
when he said, "We expect 2010 to 
be more of a stable year."
I'm sure the rest of the industry 
hopes it will be too.

David Peel is the Publisher and 
Editor of the Washington Health-
care News.  Prior to founding the 
News, he was the Chief Financial 
Officer of three separate health 
insurance companies.  He can 
be reached at 425-577-1334 or 
dpeel@wahcnews.com.

Reprinted with permission from the Washington Healthcare News.  To learn more about the Washington 
Healthcare News visit wahcnews.com.
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