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	INTRODUCTION


The Yeshasvini Farmers Co-operative Health Scheme initiated in Karnataka in 2003, although having gained an international recognition as one of the largest health micro-insurance scheme in the world, still faces an acute adverse selection phenomenon which, if not dealt with successfully, can threaten its very existence. Projections made for the current year show an ever-increasing pattern of incidence ratio and claims cost. The first corrective measure applied last year aiming to encourage family enrolment in order to further spread the risk proved ineffective so far, with children still accounting for an insignificant share of the total insured. Furthermore, the absence of a firm commitment from the Government to provide a necessary membership-based subsidy component hinders any short-term effective answer and increases the scheme’s vulnerability. Taken as a typical case of huge adverse selection, the present document analyzes the situation and evolution of the scheme and explores the strategies that could be used to address this major challenge.
	1. PLAN DESCRIPTION


1.1 Target Group
Initiated in early 2003, the Yeshasvini plan targets all rural co-operative society members having a minimum of 6 month membership. Ages of insured are from newborn to 75, however a few thousand insured members over age 75 appear in the data base. The plan is open to all members on a voluntary basis, but it has been observed that in some cases, co-operative societies enroll all their members, using their own yearly income surplus for the purpose.
1.2 Plan Benefits
The Yeshasvini plan covers 1,600 surgeries available at approved hospitals on cashless benefits to members. The plan pays the associated hospitals a fixed tariff for each of these defined benefits. Tariffs have been set on approximately 796 of the currently covered procedures. It is stated that the tariff is 40-50% off the “regular” price applied by private hospitals. In addition, Out Patient Diagnosis (OPD) is provided at no cost to beneficiaries and diagnostic tests are performed at a discounted tariff. Some network hospitals are also providing discounts on medical stay. The maximum benefit available per insured is Rs 100,000 per procedure (2,300 US$) or Rs 200,000 (4,600 US$) annually. 

There were no changes in benefits in the first three years of operation. In year IV, the following additional benefits were included under the plan:

· Stabilization of defined medical emergencies requiring indoor treatment (dog bite, snake bite, drowning, accidental poisoning, electric shock, road traffic accident etc.);

· Normal deliveries;

· Paediatric care during the first five days after birth.

1.3 Premium Rate

For the first two years members paid Rs 60 per year for each person insured. In year III and IV the premium was Rs 120 per adult and Rs 60 for children below the age of 18. In addition, Government of Karnataka has provided a subsidy each year that is directly allocated to complement the premium, thus enhancing the benefits provided under the scheme. 

1.4 Plan Distribution
The insurance plan covers a full year starting from June 1. The promotion campaign may start as early as February each year, with the assistance of the Co-operative Department whose agents enroll members, issue receipts and deposit the premium with a local co-operative bank, prior to the start of the plan year. In year I, receipts plus a letter from the district Registrar of co-operatives, certifying authenticity, were required to receive the services at one of the network hospitals. From year II onwards, photo ID cards were issued to a majority of members via the co-operative society.

	2. PLAN ACHIEVEMENTS


2.1 Plan Main Features
Some unique features of the Yeshasvini experience are:

· A cost-free premium collection mechanism allowing for the full value of the premium paid by the insured to be allocated to benefit payments;

· The setting up of a broad hospital network applying standardised concessional tariffs on all services provided under the scheme;

· The development of an active partnership with the Government of Karnataka, involving a  subsidy component;

· Efficient administration arrangements that kept all related costs very low. 

2.2 Benefits Provided
Based on some projections relating to the on-going interventions, insurance plan activities should amount to a total of 80,000 surgical operations and 185,000 OPD interventions by the end of its fourth year of operation.

	
	Year 1
	Year 2
	Year 3
	Year 4*
	Total

	No of Surgeries performed
	9,008
	14,963
	19,439
	37,330
	80,740

	No of OPD treatment
	35,814
	50,174
	52,892
	46,032
	184,912


* Projected
	3. EVOLUTION OF THE SCHEME 


3.1 Number of Insured

The overall number of insured has not yet stabilised over a four-year period. The number of insured decreased to 1,473,000 in year III, down from 2,021,000 peak in year II, as a result of a 100% premium increase applied the same year (from Rs 60 to Rs 120 per insured). It rose again to 1,854,000 insured in year IV. This unstable membership evolution profile puts on hold the determination of any long-term business plan. This constraint is further aggravated by some information gaps affecting the data base which is still left after three years with a large number of missing contributors.

	In sharp contrast to year III (6%) non-identified individuals amount to 18% of the total number of insured in year IV. Further calculations involving the number of insured have to refer to the adjusted (recorded) number of insured, who alone may avail the services covered under the scheme. 
Y 1
Y 2
Y 3
Y 4*
X 1000
No Insured (C.)
1,601
2,021
1,473
1,854
No Insured (Id)
-
1,729
1,375
1,517
Gap Cont – Id.
-
292
98
337
% of Gap

-
14
6
18
* As of November 2006
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3.2 Renewal Rate

Accurate overall renewal rates (RR) remain difficult to assess given the absence of data base in year I and the sheer volume of the information to be processed in subsequent years. RR analysis remains limited to sample evidence. 

	Based on sample information from various districts, the RR jumped to 62% in year IV, from a mere 43% in year III. If confirmed next year this upwards trend would provide evidence of a more secure membership base that could be used for proactive steps to further enhance long-term membership fidelity.     
Y 2

Y 3

Y 4

Renewal Rate (%)

45

43

62
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3. Contribution Vs Subsidy

	The subsidy component remains highly volatile, ranging from 46% to 73% of the premium contributed by the insured over the first three years. As a result of the change in the premium level, the subsidy share per insured has increased fourfold in year III.
Y 1

Y 2

Y 3

X 1000

Total Contributions

96,909

119,755

163,540

Total Subsidies

45,137

42,384

121,430

% Subsidy

46

30

73

Contrib/per insured

60

60

120

Subsidy/insured

28

21

82
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4. Administrative Cost Ratio (ACR)
The Yeshasvini scheme may rightly claim to be one of most cost-effective health insurance plans throughout the world. Compared to all other schemes being operated in India, the administrative cost ratio remains at an amazingly low level over the successive years. 
	ACR, already at the low end in year I further dropped in the two following years at 0.8% and 1.5% respectively. This level of expenditures deserves to be compared to most common ACR observed in other schemes that may range from 20 to 30%.
ACR (%)

Y 1

Y 2

Y 3

X 1000

Total Contributions

96,909

119,755

163,540

Total Subsidies

45,137

42,384

121,430

Total Premium

142,046

162,139

284,870

Total Admin. Costs

4,002

1,278

4,361

Admin. Cost Ratio

2.8

0.8

1.5
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5. Administrative Cost per Insured (ACI)
Similarly, the Administrative Cost per Insured probably stands at the lowest possible level as compared to any other scheme. This could be achieved by keeping a tight control on Third Party Administrator’s fees and by actively looking at the start of the insurance year at investment opportunities to yield additional income. 
	The scheme registered exceptionally low ACI figures over the last three years. In year III, the net ACI only amounted to Rs 2.3 per insured. 
ACI (Rs)
Y 1
Y 2
Y 3
X 1000
TPA Fees

6,000

4,000

4,000

Other Expenses

1,745

2,158

2,157

Less – Interest

3,743

4,880

1,796

Total Admin. Costs

4,002

1,278

4,361

No Insured

1,601

2,021

1,473

Admin. Cost/Insur.

2.5

1.6

2.3
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	4. THE ADVERSE SELECTION SCENARIO  


Assessing adverse selection occurrence may best be done by observing the following indicators evolution profile:  


Claim Incidence:


Claims Cost:

Over the 4-year period under review, both indicators evolved as follows: 

	
	Year 1
	Year 2
	Year 3
	Year 4*

	Claim Incidence (per Thousand Insured)
	5.6
	8.6
	14.1
	24.6

	Claims Cost per Insured
	66
	104
	187
	253

	Premium per Insured
	60
	60
	120
	120


* Projected
4.1 Claim Incidence (CI)
	Claim Incidence has increased fourfold over the last three years. When adjusted to the number of identified insured, it is expected to reach 24.6 per thousand by the end of year IV.
Y 1
Y 2
Y 3
Y 4*
X 1000
Contr.Members

1,601

2,021

1,473

1,854

No of Claims

9,008

14,963

19,439

37,330

Per Thousand
Overall CI
5.6
7.4
13.2
20.1
% Increase/Y
-
36
78
52
Adjusted CI
5.6
8.6
14.1
24.6
% Increase/Y
-
53
64
74
* Projected
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4.2 Claim Incidence per Age Group 
Claim Incidence reaches its peak for the 0 to 2 age group. The fact that this group only represents 6% of the total of enrolled children (0 to 15) in year IV provides further evidence that young infants with birth malformations are intentionally selected to benefit from the necessary medical treatment covered under the scheme.

	Since the inception of the scheme, claim incidence for age group 0 to 2 years proves to be the highest and fast increasing. Projected figure for year IV should stand at 64 per thousand, about three times the overall average hospitalization rate observed through surveys conducted across the country.   
0 to 2 years
Y 2
Y 3
Y 4*
Per Thousand

Claim Incidence
26.6

50.7

63.9
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	Claim Incidence for age group 3 to 7 years although regressing a bit in year IV is also high, already at par with overall hospitalization rate. 
3 to 7 years
Y 2
Y 3
Y 4*
Per Thousand

Claim Incidence
12.1

23.8

21.2
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	Claim Incidence for age group 38 to 43 years remains the lowest among all groups which is a natural pattern observed in all schemes. What may be seen as disturbing however, is that claim Incidence also shows a fast upwards profile over the years. 
38 to 43 years
Y 2
Y 3
Y 4*
Per Thousand

Claim Incidence
5.6

8.4

13.9
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	Claim Incidence for age group 73 to 78 which was expected to reach the top mark comes only second to 0 to 2 years age group. However, showing a huge increase in year IV, it is catching up with the highest incidence level.  
73 to 77 years
Y 2
Y 3
Y 4*
Per Thousand

Claim Incidence 
19.7

18.1

58.4
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4.3 Claims Cost
Although expected to slow down in year IV, claims cost is also reaching very high levels after three years. Having almost doubled in Year II when enrolment of new members reached its peak, it clearly denies the hope to effectively curb adverse selection through a larger insured group.

Claims cost has already reached the overall level of Rs. 207 per insured. When adjusted to the total of fully recorded insured, it is expected by year’s end to stand at Rs. 253 per insured.

	Adjusted claims cost increased fourfold over the last three years (from Rs 66 to Rs 253) which is more than twice the current premium level. 
Y 1
Y 2
Y 3
Y 4*
X 1000
Contr.Members

1,601

2,021

1,473

1,854

Total Claims

106,500

180,800

257,800

384,000

Rs
Overall CC
66

89

175

207

% Increase/Y
-
34
96
18
Adjusted CC
66

104

187

253

% Increase/Y
-
57
79
35
* Projected
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4.4 Claims Cost per Age Group
	Claims cost for the age group 0 to 2 years also proves to reach the highest level estimated to stand at Rs 1,532 in year IV. This is about 25 times the premium (Rs 60) presently charged for children enrolling in the scheme.
0 to 2 Years
Y 2
Y 3
Y 4*
Per Insured

Claims
963

1,687

1,532

* Projected
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	Although expected to decrease in year IV, the claims cost for the 3 to 7 years age group remains high as compared to overall average. At its present level, it still stands at some 7 times the annual premium charged by the scheme.  
3 to 7 years
Y 2
Y 3
Y 4*
Per Insured

Claims Cost
306

627

449

* Projected
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	Claims cost for the lowest risk-prone age group -38 to 43 years, is expected to register a sharp increase in year IV, bringing it well beyond the current level of premium charged by the scheme.
38 to 43 years
Y 2
Y 3
Y 4*
Per Insured

Claims Cost
64

97

139

* Projected
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	Claims cost for the age group 73 to 78 years is expected to more than double in year IV.
73-77 years
Y 2
Y 3
Y 4*
Per Insured

Claims Cost
216

205

456

* Projected
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	5. CORRECTIVE MEASURES APPLIED 


In the light of increasing concerns regarding the adverse selection phenomenon, the scheme chose to apply the following corrective measures:

· In year III: Spreading the risk-pool by encouraging family enrolment through a premium incentive (Rs. 60 per child under 18);

· In year IV: Attracting new members through the addition of new benefits provided under the insurance plan (notably, normal deliveries and paediatric care during the first five days after birth) and through a further expansion of the hospital network in order to improve insured’s access to required healthcare services.

The effects of these corrective measures were at least expected to show i) in the percentage of children covered under the plan, ii) in the percentage of women enrolled in the scheme and iii) in the broader distribution of interventions among the various healthcare facilities involved in the scheme’s implementation.  
5.1 Children’s Coverage

Children’s coverage under the plan remains low after two years, demonstrating the fact that a financial incentive is generally found ineffective in encouraging a rapid shift from individual to family enrolment. Based on average size of family (5 members), a full family enrolment should result in a 60% children coverage.  

	At its present level (123,000), children enrolment remains marginal with 8.1% of total insured. Children’s coverage only increased by 0.5% in year III and by 1.6% in year IV. 
Y 2

Y 3

Y 4

X 1000

No Insured (Id.)

1,729

1,375

1,517

No Children (<15)

96

90

123

Children %

5.6

6.5

8.1
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5.2 Wowen’s Participation
Women’s participation remains weak at a 40% - 38% level over the last three years. Although misconstrued as a positive move (trying to induce more women to adhere to a women-friendly scheme), the decision to add maternity protection benefits in year IV could have resulted in an even stronger adverse selection effect. 
	Contrary to expectations, the addition of simple delivery in the benefit package in year IV did not bring about any change in terms of women’s enrolment. Clearly, the word did not spread among the population at large.
Y 2

Y 3

Y 4

X 1000

No Insured (Id.)

1,729

1,375

1,517

No Women

698

527

584

Women %

40

38

38
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5.3 Number of Points of Service
The willingness of so many healthcare facilities to be associated with a scheme applying such stringent conditions must be seen as a very positive element and as a testimony to the scheme’s increased visibility and credibility across the state. In year IV, geographic accessibility significantly improved with the addition of new hospitals/nursing homes to the network in all districts. It is also noteworthy to mention that this recent expansion also allowed public healthcare facilities to play a more active role in the network. Already linked in four districts, government hospitals are now participating in the scheme in all 26 districts.  
	Number of points of services increased by 74% in year IV with 126 new facilities signing up to provide at pre-set conditions the full range of services covered under the scheme.
Y 1
Y 2
Y 3
Y 4
No Hospitals/NH

115

138

169

295

% Increase/Y
-

20

22

74
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5.4 Top 5 Hospitals Claims Share  
The increased density of hospitals made available to the insured which aimed at attracting more people to the scheme turned out to be largely negated by the prevailing use of a few major health facilities known to provide the best healthcare services. The top five hospitals are still expected to take a 51% share of total claims.  
	As a result, the average claims share of the other 290 health facilities looks like a paltry sum (Rs. 638,000) as compared to the additional yearly revenues gained by the top five hospitals.  
Y 2

Y 3

Y 4*

X 1000

Total Claims

179,708

257,877

383,223

Top 5 Total Claims
91,153

157,780

198,000

% Top 5

50.7

59.2

51.5

Average Top 5

18,230

31,556

39,600

No Others

133

164

290

Average Others

665

610

638

* Projected
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5.5 Claim Average
	Average claim amount should decrease in year IV, standing at about Rs 10,286. This positive overall trend may however only result from the addition to the package of less costly benefits and should thus call for further thorough investigation by year’s end.  
Y 1
Y 2
Y 3
Y 4*
X 1000
Total Claims
106,500
180,800
257,800
384,000
No Claims
9,008
14,963
19,439
37,330
Average Cl.
11,822
12,083
13,262
10,286
* Projected
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	6. EFFECTIVE ANSWER STRATEGY 


The Yeshasvini Co-operative farmers health care represents a typical example of how acute adverse selection may negatively affect a health insurance plan. Both claim incidence and claims cost are growing at a fast pace and so far “traditional” answer strategies failed to curb their evolution profile. This experience also proves beyond any shadow of doubt that there is really “no safety in numbers” once adverse selection has crept into the system. 
Since the scheme only covers surgical procedures, moral hazard may be discarded in playing any role in the ever-increasing incidence and cost patterns observed over the years. Although it has experienced some cases of over-prescription in the first two years (with unnecessary hysterectomies being performed), the immediate introduction of a double-check system by the scheme also reduced this specific risk to a negligible level. As a result, it is clearly a case where adverse selection alone bears the full responsibility for the constant aggravation of the main performance indicators. 
Interestingly, it was a group of doctors who designed the scheme and who, based on their own extensive experience in providing medical treatment to the general population, established that claim incidence should be about 2 per thousand. At present, it already stands at 25 per thousand and is expected to reach still higher levels soon. Knowing that the potential target group consists of some 8 million co-operative farmers operating in the state, no one is in a position today to predict at what level it will find its natural peak.

Although from a medical perspective the scheme proved to be highly successful in covering only necessary surgical interventions, many of these life-saving, the issue of cost-effectiveness has to be looked into. At its present level of Rs. 253 per head, the scheme already puts extreme pressure on both contributions made by the insured population and the Government. The compelling upwards trend will call for much more efforts to be made to prevent any funding shortfall before completion of each new insurance year. 

In year III, the government subsidy to the scheme already amounted to a total of Rs 120 million. Had it not been for Yeshasvini’s distinctive cost-containment features, this contribution would have been much higher. According to a very conservative estimate of 20.5% for overall administrative costs according to IRDA standards set for similar schemes (plan marketing -15% and TPA intervention -5.5%), government subsidy would have come to Rs 143 million, a staggering Rs 94 per insured, for a scheme that assumed since its inception that a Rs 60 premium paid by insured alone would be more than enough.            
There is also much more to consider than the financial cost of adverse selection. With its large membership base – second to none in Asia – spreading across the whole Karnataka state, the scheme could create a much-needed statistical data base on morbidity patterns that could be used in many other schemes to be implemented in India and beyond. Skewed by adverse selection, the whole information generated by the scheme after 4 years is found unreliable and useless for others.
Being the very first of its kind in India, the Yeshasvini scheme could not foresee and avoid all pitfalls when laying down its operational mechanisms. With the benefit of hindsight, the main design flaw was clearly to rely on voluntary individual enrolment. Facing a similar adverse selection phenomenon, some other health micro-insurance schemes have already shifted towards mandatory family enrolment. There can be no other choice for Yeshasvini than to follow their example.
Becoming a mandatory scheme is even more urgent in this case since surgical procedures covered under the scheme stand at the top end of the health expenditure structure. Under normal conditions, average claim amount is already expected to be much higher than in other schemes limiting their cover to hospitalization expenses.  When affected by strong adverse selection combined with a high prevalence of costlier cardiac surgeries, as already evidenced in Yeshasvini, the resulting cost-spiralling effect needs to be stopped immediately.
The impressive co-operative movement operating in the state has already proved to be effective in collecting the premium and registering new members. In numerous cases, co-operative societies have already opted for an automatic enrolment covering all their members which can be paid for through various easy payment mechanisms such as soft loans, or through the use of their own surplus money. Yeshasvini should bank on this well-organized sector and initiate a dialogue process with representatives at all levels to discuss the practical modalities attached to a mandatory membership. 

Given the present size of the scheme, it may be necessary to adopt a gradual implementation plan spanning over the next few years. However, as early as the beginning of year V, the scheme should be able to apply the mandatory enrolment approach in some pilot districts in order to come up, by the end of the year, with the first reliable data escaping adverse selection, thus providing the essential ingredients for the design of its business plan and development agenda.
	ACI
	Administrative Cost per Insured

	ACR
	Administrative Cost Ratio

	CC
	Claims Cost

	CI
	Claim Incidence

	CL
	Claim

	No Insured (C.)
	Number of Insured (having contributed to the scheme)

	No Insured (Id)
	Number of Insured (Identified and recorded)

	OPD
	Out Patient Department

	RR
	Renewal Rate

	TPA
	Third Party Administrator

	Y
	Yearly
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