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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)
-1-

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



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.




‘suejuoBaiQ awooul moj Joy weiboid ay) ‘ueld YyesH uoBalQ 8y} Joj uoewlojul apnjoul Jou 8o, "Sa|nJ Bupunoooe olads Alysnpul @oueINSU| 10} SPEW Ble sjuswisnipe Jsye YUom Jau s, Jalied ay) si [epded pajsnipy [Bjo). ‘sesuadxe
pue senuaAai paje|al suoljesado-Uou J8Yjo pue SaxXe} SLWOodU| ‘SaSSO| JO suleb JuawisaAul BuapISUOD JNOYIM SSBUISNJ UO Soyew JaLed aouelinsul ue ssoj Jo Jjoid ay) s (Sso7) ules) Bunimispun 19N, "awi} ssaid je juswaiels [enuue Jisy}
pajiy Jou pey Inqg sialled 1sabie| ay) Buowe s| 891AI8S Y}eSH OUEP| JO SS0ID 8N|g , "SISUOISSIWWOY) S0URINSU| JO UOHEID0SSY [BUOHEN 8} PUB S)IS aM JSUOISSIWIWOY) 80UeINSU| JO 9010 ‘UOIBUIYSEAN JO SJE}S :UOHBWIOJUI JO 82IN0S S8J0N

870'SE€S T9EOVEYS  06E'SL9'YS  96T7'LSS €€£'8STS £10'902% (tee‘otes)  z8e'vETS T€0vTS TrS'86¢S ¥6S‘TEE'LTS 9ET'0€C'8TS  (£ST) 1567 v6LY sajuedwo) aouelnsu| ||y [e10L
T€C'TS Sov'eS 9€9's$ 08C'T$ (£99) €€9$ 8€T'TS (15£9) L8YS 698°6$ 8Y'Ers TGEESS 0 14 14 VM slaulied YieaH punos 128nd
(5TCS) 0619 SLT9S (¥959) €8S 0LT$ (T2ss) €€6$ s 568°9$ 169°9%$ 985°eS$ 0 S S 4o sue|d Y3eaH uelliewes
(9802$) S0T'6T$ 6T0°LTS T0S‘€S 0ST0TS$ 6EL'ES (zT089) 197°2T$ 6vTvS 98C'€S TSE°L9$ 8€9°0LS$ T S 9 40 ,uo8a103.e)
8LEES 860'TTS 9LY'VTS (evzs) 005€S LST'ES 087'TS 0L9°€S 0S6'7S 955CT$ SYSv8S T0T'L6S 9 8¢ 47 VM SI9PINOI4 PaMUN BIqUWIN|0)
(809°€$) LTELTS 6TL'ETS 855'TS (881°€9) (0€6°TS) (T15°2%) (T50es) (295'%S) (156°LS) ¥T0'VSTS €90°97TS (¥) (54 6€ VM sue|d YijeaH Sd
¥85'6$ €87'L€S £98'9%$ L8E'TS 769's$ 6L0°LS 0EY'TS LTT'6% LSS'0TS S0E‘ES T76'902$ 9vz'0TTS (6) L8 8L VM VA JO UB|d Y3eaH 3SIM34IT
L9S'TES 9v8'6€S ETV'TLS (80€°TTS) 6CETS (6£6'69) (96T°6TS) (£20'T9) (ezz'0zs) TLTYES 765°C8TS ¥98'9TCS 8 09 89 40 ue|d Yy¥eaH Sao
(ss€3) 618'85$ ¥9v°85$ 0zL0T$ (€56°6$) JYAS 788'TTS (tez'L18) (£8€'s3) (e18'6%3) STL'L9T$ 206°LTTS (¢1) 43 S9 40 4O 0 Ue|d Y3eaH aSIMajT
ZI0°TTS 96L°T€S 808'€VS (eLT'L9) (611°29) (z6€°69) (z69'01$) (s€8'%S) (£2s'sTS) 8TT'VCS GET'SETS €GE'6TTS (T) 6L 8L YM Y3{BSH ISSMUMON SHNsY
(T15919) S88vY$ vLE'8TS (¥65°91$) SvT'6TS 159°2TS (602°€2S) 090°TY$ TS8'LTS (T15°028) €€6'€LTS TTr'esTs (¥) 6C 14 40 40 4O a1eDyIed
9TS VTS £99°0€$ €8T'SYS$ STE0TS 9L6'€S T6T'7TS 819'STS 9v'TS 080°8T$ Sey'Tys 8EE0ETS €9L'2LT$ i 14 6C VM UB|d Y3eaH Uelpedly
(Tri'89TS)  SSS‘6YTS PIT18S (96L°€T$) 918'SPS 020TeS (£6¥°LTS) 9LELSS 6£8'6€S (€€9°TTS) 01Z'62YS LLS'LTYS (2) St £V VM VM J0 21eD4198
vST9TS €TV'LSS LL9'ELS (690£9) 8€8'ES (Tez'es) (80L2T9) TLT'9S (£€59S) €T8°CTS L8ETTYS 00ZvEVS (z1) €71 11T 40 YO J0 ue|d Y3[eaH 19N YijeaH
05€8$ 8GE‘80TS 80L9TTS 925's$ (0z9'01$) (¥60°SS) (L¥6°LS) (€8€95) (oge'vTS) 8TEVS 0TT'80S$ 8TY'TTSS (02) S0 S8T al @l 40 plaIysan|g aouasay
Y8TYTS 861°96$ 78Y'0TTS €26'LS (eg9€$) 062'%$ €SP'ES 760'TS SPSYS 70E‘8S TYETTSS S79'02S$ 43 ST €8T ¥0 sue|d Y3|eaH 224n0SdYIoed
020'9% TEY'E9S TS7'69$ 60v'8S (09z'7$) 6VTvS 0£9°€$ (se€s) SEE'ES 980°5¢$ S6V'EESS 185'855$ LT LyT 792 VM VM 4O UB|d Y3[eaH ANunwwo)
089'6€$ 896'6CS 879695 (£8€€$) (9gZ1$) (ez9'vs) (t15°€9) (965°19) (coTs$) €6T°0LTS vOv‘I8%S L65°TS9S S 6€T €6T VM suondQ y3eaH dnoig
(0€9°€T9) 129'v6$ 166'08$ (186'£19) L6E'0YS 9TY'Tes (s8€vTs) 98Y'5S$ TOT'TES TEL'STS 0TE'60L$ wo'seLs se 66C vEE VM VA 4O 21e2Y3[E3H BUION
SSP'0€S 0S0°€veS S0S‘€LES £76'0€$ (zv12s) 108'87S (zes'es) SbE‘9TS €78'9T$ 6LT'ELS 1ST'768$ 0€5°296% (z2) 907 8T ¥0 UB|d Y}[BaH 30U3PINOId
€96°TVS S€T055$ 86T°€65S$ ¥95°0v$S (0s€'ves) Y1T9TS (v61€89) 0L86T$ (vee‘ess) (TES'ETS) 762'6€6'TS  TIL'SC6'TS  (9¢) 88¢€ 433 VM aApesadoo) yyeaH dnoig
L9YL6S ELT'L6LS 0v9'v68$ SLL'9TS (zTE91S) €97°0TS (0z5'69) (T9g'zes) (T8€'zes) 6LT'ETTS €97°187CS  Twv'veETS  (69) 8L €2L VM pla1ysan|g aouagay
8I8VTS 00T‘087$ 816'V6vS 00L°€$ 76S°T€S 767°9€S (£0LP$) €TT'8TS 9TY'ETS €00°0TTS 0S6°0Z€'cS  €S6°0€v'eS (1) 891 L9¥ o) MN 3Y3 JO dH "puno4 Jasiey|
0ZI'8TTS 9€7'7L9$ 95€°06L$ (T88€T$) 0€6'vES 6v0'TTS (Tr0'6€3) 918'95$ SLLLTS (eov'zTTS)  680°TSSTS  989'6EVTS  (69) %99 S6S VM $s0.) an|g eawald
SLT'6LS €62'98YS 89%'595$ (602°€9) ¥60°SCS S88'TTS 6vC'LTS (00€‘623) (150'z$) (6v2'SSTS)  ¥59'665‘cS  sovOvy'es  (89) LLL 6TL 40 YO 40 5879 duasay
asueyd 800¢ 6002 asueyd 8002 6002 asueyd 800¢ 6002 asueyd 8002 6002 asueyd 800¢ 6002 a3e1s rAuedwo) ssueinsu|
Jende) paysnipy |ejol (ss0) 10 dwoou| jJoN -(ss07) ureg Bunmiapun jaN S9NUAAJY |ejol diysiaquia|y pug Jesp

800Z SNSIaA 600Z papul JeaA Jepusje)
(Pa3WO 5,000) SiaLIED d)3SaWOQ WM PUB HO ‘l
sjinsay |eioueuld Auedwon asueinsuj yjjeaH



