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We use 2013 and 2014 data reported 
by insurers to the National Association 
of Insurance Commissioners (NAIC) to 
examine changes by state and market 
in average claims, premiums and 
MLRs (i.e., medical claims and quality 
improvement expenses as a percentage 
of premiums). This information can 
provide insights into the direction in which 
2016 premiums are likely headed and 
a general sense of how they may vary 
geographically.  To assess the potential 
variation in 2016 premium adjustments 
across states, we use the most recent 
full year of data available, 2014, and 
estimate a range of premium changes 
needed to achieve an average net MLR 
near the recent historical average, which 
is in the 80 percent to 85 percent range. 
We conclude by comparing net claims in 
2013 and 2014 in the individual, small-
group, and large-group markets. Our key 
findings are as follows:

purchase coverage, often with a federal 
subsidy in the individual marketplaces. 
Moreover, most individual health plans 
were also required to meet new standards 
for coverage of 10 essential health 
benefits beginning in 2014, providing 
more comprehensive coverage to those 
who purchase their plans directly from 
an insurance company. These provisions 
are expected to increase access to and 
utilization of health care in the individual 
market. One key question is how changes 
in health risks and use among individual 
market enrollees will affect insurers’ 
financial performance and decisions to 
set future premiums. 

This paper presents an early assessment 
of how 2016 premiums may change 
across states using recent data filed by 
insurers that reports their experiences in 
2014 with net claims, net premiums and 
net MLRs in the individual market in each 
state. The ACA’s MLR provisions require 
that individual market and most other 
insurers spend a minimum percentage 
of premium revenues (at least 80 
percent in the individual and small group 
markets and 85 percent in the large 
group market) on health care and quality 
improvement expenses, or provide a 
rebate to policyholders. The provisions 
intend to limit the share of premium 
revenue that covers administrative costs 
(i.e., overhead) and operating margin 
(i.e., profit). The ACA set these MLR 
floors because a higher MLR tends to 
benefit consumers as a greater share 
of premiums are devoted to the costs 
of care as opposed to administrative 
costs and operating margins, but a very 
high MLR can mean financial losses for 
insurers if expenses for health care and 
quality improvements exceed premium 
revenues. All else equal, insurers must 
seek a balance between a higher MLR, 
which provides value to consumers and 
increases market share, and a moderate 
MLR, which ensures solvency and 
sustainable profits. 

Recent reports have noted that 
preliminary data from the 2014 benefit 
year indicate that average individual-
market MLRs in 2014 were higher than 
the required level.    Although many factors 
will affect 2016 premiums (e.g., market 

competition, state regulators’ approval 
of rate requests and expectations 
about the 2016 risk pool), insurers are 
considering their claims experience and 
MLRs for 2014, the first full year of the 
marketplaces and implementation of 
key ACA consumer protections, when 
setting 2016 premiums. And though 
rate increases requested for 2016 vary 
widely, some insurers have requested 
significant rate increases for individual 
market plans,  presumably to ensure 
solvency and sustainable profit margins.  

We build on earlier analyses by 
examining the variation in net MLR 
across states in 2014 and estimating a 
range of average premium increases 
that would bring the average 2014 net 
MLR in the state down to 80 percent (with 
no changes in health risks or claims) 
or 85 percent (with a small decrease 
in health risks and claims), holding 
enrollment and other factors constant. 
Though these estimates cannot be used 
to predict exact premium changes for 
2016, they suggest which states may 
face rate increases that are higher or 
lower than average. We also examine 
changes in underlying claims between 
2013 and 2014 in the individual, small-
group, and large-group markets. This 
puts the estimated premium increases 
in the context of claims experiences 
following the implementation of the 
ACA’s marketplaces and other reforms 
that primarily affected the individual 
market in 2014. For a description of the 
data, methods and measures used in this 
brief, see the “Methods” section below.

Although these estimates are based 
on the most recent data available for 
insurers’ financial performance in 2014, 
there are two main unknowns related 
to the 2014 data and the rate increases 
filed in 2015 that limit the analysis. First, 
because of the potential for adverse 
selection, the federal government’s 
“three Rs” programs, the transitional 
reinsurance program, the temporary risk 
corridor program, and the permanent 
risk adjustment program, help keep 
premiums affordable and stable in the 
individual market by providing payments 
to health insurers whose enrollees 
incur higher costs.  Though the bulk of 

In every state, the average net MLR 
for individual insurers in 2014 was 
at or above 80 percent, but states 
varied widely in net MLR and its 
components.

Nationally, the estimated average 
increase in 2014 premiums required 
to produce an average net MLR of 
80 percent to 85 percent ranges 
from 2 percent to 15 percent.

Average net claims in the individual 
market were higher in 2014 than 
in 2013, especially for prescription 
drugs, but they remained far lower 
than those in the small- and large-
group markets.

Background 

The individual health insurance market 
is undergoing a dramatic transition as 
a consequence of multiple provisions 
of the ACA. Beginning in 2014, the 
major health insurance reforms of the 
ACA ushered in guaranteed issue and 
adjusted community rating of premiums 
in the individual market. Thus, many 
people who had previously been unable 
to obtain or afford health insurance 
because of pre-existing conditions could 
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transitional reinsurance payments are 
included in this data, which substantially 
decreases net MLR, the full payments 
related to the three Rs programs are not 
currently available, so it is too soon to 
know the final net MLRs at the insurer 
level in 2014. Second, most state 
regulators are still analyzing rates and 
we do not know which rate increase 
requests filed in 2015 for the 2016 plan 
year will be approved after each state’s 
rate review process. 

Findings

In every state, the average net MLR 
for individual insurers in 2014 was at 
or above 80 percent, but states varied 
widely in net MLR and its components.

In every state, the average net MLR 
for individual insurers in 2014 was at 
or above 80 percent, but levels were 
high and variable across states, with a 
national average net MLR of 92 percent 
(Table 1). This is higher than the recent 
historical national average net MLR 
for individual insurers of between 79 
percent and 86 percent between 2010 
and 2013.  Eleven states had average 
net MLRs in the individual market of 
100 percent or more: Hawaii, Illinois, 
Kansas, Massachusetts, Minnesota, 
Montana, New Mexico, Oklahoma, 
Oregon, Pennsylvania and the District 
of Columbia. Ten states had average net 
MLRs of 85 percent or less: California, 
Florida, Indiana, Maine, New Hampshire, 
New Jersey, Rhode Island, Utah, 
Michigan and Washington (California 
data reflects only a share of the state’s 
individual market). As described above, 
estimates of net MLR levels are likely 
high because of incomplete reporting 
of federal reinsurance and the lack of 
federal risk corridor reimbursement 
data. In addition, the reporting of risk 
adjustment payments may be subject to 
revision. 

On the two underlying components of net 
MLR, net claims and net premiums, the 
national average in the individual market 
was $3,069 in net claims versus $3,341 in 
net premiums. However, the range in the 
levels of average net claims and average 
net premiums between highest and 

lowest states was very wide. More than a 
twofold difference in average net claims 
level existed between the highest and 
lowest states ($6,467 in Massachusetts 
versus $1,936 in Georgia), with a similar 
difference for average net premiums 
($5,825 in Massachusetts versus $2,225 
in Georgia). This likely reflects wide 
cross-state differences in factors such 
as prices, benefits (particularly outside 
the marketplaces), illness burden and 
sociodemographic characteristics of 
individual-market enrollees, practice 
patterns, input costs, and volume of care 
received by similar patients. 

States with relatively low average net 
claims in 2014 generally also had low 
average net premiums in 2014, and 
similarly with high average net claims 
and premiums. Yet the relationship 
between net claims and net premiums 
and state average net MLRs was 
not consistent. For example, Hawaii, 
Kansas, Minnesota, Montana, New 
Mexico, Oklahoma, and the District of 
Columbia had average net claims above 
the national average, but average net 
premiums below the national average.

The estimated average increase in 
2014 premiums required to produce 
a national average net MLR of 80 
percent to 85 percent ranges from 2 
percent to 15 percent. 

In 25 states, the lower bound 
premium increase estimates were 
0 percent or less, with upper-bound 
increase estimates for those same 
states ranging between 0 to 12 
percent. For example, in Indiana 
the estimates indicate that average 
2014 premiums could fall 7 percent 
(the lower bound estimate) and still 
achieve an MLR of 85 percent, or 
rise 4 percent (the upper-bound 
estimate) and achieve an MLR of 80 
percent. 

In another 14 states (Alabama, 
Alaska, Arizona, Delaware, Idaho, 
Kentucky, Maryland, Nebraska, 
Ohio, Tennessee, Texas, Vermont, 
West Virginia and Wisconsin) the 
lower bound premium increase 
estimates ranged from  1 to 9 

Figure 1. MLR data from the individual market in 2014 
suggests substantial state variation in where premiums 
may be heading in 2016

Source:  Urban Institute analysis of the 2014 Supplemental Health Care Exhibit data by the National 
Association of Insurance Commissioners.

We estimated the average increase in 
2014 premiums required to produce 
average net MLR of 85 percent (lower 
bound premium increase estimate) and 
of 80 percent (upper-bound premium 
increase estimate), making the 
assumptions described in the Methods 
section. The estimated national average 
increase in 2014 premiums ranged 
from 2 percent for the lower bound to 
15 percent for the upper bound. The 
estimated increases vary considerably 
across states. 
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Table 1. Net Claims, Net Premiums, Net MLR, and Projected 2014 Premium Increase for 
Individual-Market Insurers in 2014

Source: 2014 Supplemental Health Care Exhibit data by the National Association of Insurance Commissioners.

Notes: Data are sorted by the low estimate for the estimated percent change in 2014 premium required to produce a net MLR of 80% or 85%. “Net claims” 
= Net incurred claims, “net premiums” = net health premiums earned, PMPY = per member per year, MLR = medical loss ratio. See text for a description 
of the sample and sample exclusions and definition of measures including net MLR. 

   These estimates are not adjusted for health insurance premium inflation. The lower-bound estimates show average potential premium increases needed to achieve 85 percent MLR on average assuming 
improvement in enrollment risks (i.e., a 5 percent reduction in average net claims, not adjusted for medical inflation). The upper-bound estimates show average potential premium increases needed to 
achieve 80 percent MLR on average assuming no change in enrollment risks.  The 2014 Supplemental Health Care Exhibit data do not include all of the federal reinsurance that insurers will eventually 
receive and do not include complete data on additional funds from risk adjustment and risk corridors. 
   State data may be incomplete. 
   Skewed by high net MLR of one large insurer (Neighborhood Health Plan).
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claims (which rose from $2,100 to 
$2,911), with a smaller PMPY increase in 
prescription drug claims ($320 to $544), 
although prescription drug claims grew 
at a faster rate. (Net reinsurance claims 
in the individual market in 2014 grew in 
magnitude from ‒$46 to ‒$409, reflecting 
the large influx of payments from the 
temporary federal reinsurance program.) 
The growth in claims likely reflects the 
large transitions in the individual market 
because many plans complied with the 
ACA’s essential benefits standards. 
Before 2014, more than half of those 
with individual coverage had benefits 
that did not meet the ACA standards.  In 
addition, the individual market enrolled 
new populations of mixed health risks 
in comprehensive coverage, some of 
whom could not obtain comprehensive 
coverage before 2014 because of costly 
conditions for which individual insurers 
tended to deny coverage.

Despite faster growth, the level of net 
claims PMPY in the individual market in 
2014 ($3,069) was still significantly lower 
than that in the small-group ($3,600) 
and large-group ($3,898) markets. This 
suggests that those enrolling in the 
individual market in 2014 may not have 
been less healthy on average than those 
in the other markets and that group 
coverage still remains somewhat more 
comprehensive than individual coverage. 
In addition, it suggests that ACA reforms 
made the individual market align more 
closely with the small-group market in 
terms of claims experience, and that in 
order to produce a net MLR closer to 
the pre-reform net MLRs, premiums will 
likely need to be adjusted upward on 
average. 

Methods

We use data from the 2013 and 2014 
Supplemental Health Care Exhibit 
(SHCE) files compiled by the NAIC 
from data submitted by insurers and 
made available through Mark Farrah 
Associates. We examine insurers’ net 
claims, net premiums, and net MLR for 
people enrolled in comprehensive health 
insurance offered in the individual, 
small-group, and large-group markets 
for each of the 50 states and the District 

Table 2. Key Net Components of Claims for Insurers in the 
Individual, Small- and Large- Group Market, 2013 and 2014 

Year Percent Change

2013 2014 2013 - 2014

Individual Market

Net incurred claims, PMPY $    2,394 $   3,069 28.2 %

     Incurred claims excluding prescriptions, PMPY $    2,100 $   2,911 38.6 %

     Prescriptions, PMPY $       320 $      544 70.3 %

     Reinsurance, PMPY $       (46) $    (409) -794.9 %

     Other components of net claims, PMPY $         20 $        22 10.4 %

Small-group Market

Net incurred claims, PMPY $    3,408 $   3,600 5.6 %

     Incurred claims excluding prescriptions, PMPY $    2,926 $   2,998 2.5 %

     Prescriptions, PMPY $       647 $      712 10.1 %

     Reinsurance, PMPY $     (148) $      (75) 49.3 %

     Other components of net claims, PMPY $       (18) $      (35) -96.3 %

Large-group Market

Net incurred claims, PMPY $    3,652 $   3,898 6.7 %

     Incurred claims excluding prescriptions, PMPY $    3,123 $   3,243 3.8 %

     Prescriptions, PMPY $       659 $      752 14.0 %

     Reinsurance, PMPY $     (123) $      (87) 29.1 %

     Other components of net claims, PMPY $         (8) $      (10) -25.0 %

Source: Based on 2013 to 2014 Supplemental Health Care Exhibit data by the National Association 
of Insurance Commissioners.

Notes: PMPY = per member per year. See text for a description of the sample and sample exclusions 
and definition of measures.

   Other components of net claims are computed by adding deductible fraud and abuse detection and recovery expenses; subtracting 
pharmaceutical rebates and state stop loss, market stabilization, and claim or census based assessments; adding incurred medical 
incentive pools and bonuses; adding other adjustments caused by MLR calculations; adding rebates paid; subtracting estimated 
rebates unpaid from the previous year; adding estimated rebates unpaid for the current year; subtracting fee-for-service and co-pay 
revenue; and adding expenses for improving health care quality.

percent, with upper bounds ranging 
between 12 and 22 percent. For 
example, in Ohio the estimates 
indicate that average 2014 
premiums could increase 1 percent 
and achieve an MLR of 85 percent, 
or rise 12 percent and achieve an 
MLR of 80 percent. 

In 11 states (Hawaii, Illinois, 
Kansas, Massachusetts, Minnesota, 
Montana, New Mexico, Oklahoma, 
Oregon, Pennsylvania and South 
Dakota) and the District of Columbia, 
the lower bound premium increase 
estimates ranged from 10 to 36 
percent, with upper bounds between 
23 and 52 percent. For example, 
in Oregon the estimates indicate 
that average 2014 premiums could 

increase 15 percent and achieve 
an MLR of 85 percent, or rise 29 
percent and achieve an MLR of 80 
percent.

Average net claims in the individual 
market were higher in 2014 than in 
2013, especially for prescription 
drugs, but they remained far lower 
than those in the small- and large-
group markets.

Between 2013 and 2014, average 
net claims on a per-member per-year 
(PMPY) basis grew 28.2 percent in the 
individual market, faster than in the small 
group (5.6 percent) or large group (6.7 
percent) markets (Table 2). The growth in 
individual net claims was driven primarily 
by the large increase in nonprescription 
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of Columbia.  The individual-market 
data includes on- and off-marketplace 
plans, and it therefore includes both 
noncompliant transitional plans and ACA-
compliant plans. We use the SHCE data 
rather than the MLR data collected by 
the Centers for Medicare and Medicaid 
Services because the latter’s MLR data 
have not yet been released for 2014. 
Data limitations and exclusion criteria 
are discussed in a recent paper using 
previous years of SHCE data.  

Estimates are made at the insurer level 
and weighted by member years. The 
net MLR has components similar to 
those in the federal MLR calculation 
used for the purposes of federal MLR 
rebates to policyholders, plus an 
approximation of the federal MLR rebate 
paid to consumers. We follow NAIC 
guidelines in computing the components 
of net medical claims and net adjusted 
premiums, which form the numerator and 
denominator of net MLR, respectively. 
The numerator is net medical claims 
incurred during the reporting year plus 
net claims for commercial reinsurance 
and federal reinsurance related to the 
ACA, MLR-related rebates and expected 
rebates, other adjustments involved in 
computing net claims as defined by the 
NAIC, expenses for improving health 
care quality incurred during the reporting 
year, and fraud and abuse detection and 
recovery expenses. The denominator 
is net adjusted premiums, defined as 
premiums minus federal and state taxes 
and licensing and regulatory fees plus 
other adjustments involved in computing 
net premiums as defined by the NAIC.

To assess the potential for 2016 
premium adjustments, we estimate 
average premium adjustments needed 
to achieve an average net MLR near 
the recent historical average, which 
is in the 79 to 86 percent range.  We 
address uncertainties by estimating 
premium adjustments under two sets 
of assumptions, designated as the “low 
estimate” of premium adjustment and the 
“high estimate” of premium adjustment. 

For both the low and high premium 
adjustment estimates, we calculate 
the premium change needed for each 
individual insurer to reach a net MLR of 
85 percent and 80 percent, respectively, 
and then take the weighted average of 
those premium changes in each state.

Limitations

Our analysis is limited by incomplete 
SHCE data related to the three Rs 
mentioned above and particularly 
by incomplete data related to the 
transitional reinsurance program. The 
SHCE data related to the transitional 
reinsurance program are limited by two 
main factors. First, there appears to be 

underreporting of federal reinsurance 
in the SHCE data.  The Centers for 
Medicare and Medicaid Services expects 
to collect an estimated $9.7 billion in 
reinsurance contributions and disburse 
approximately $7.9 billion in reinsurance 
payments to insurers for the 2014 plan 
year.   But an analysis of Department of 
Health and Human Services (HHS) and 
NAIC data has found a gap between 
insurers’ estimated reinsurance receipts 
in the data reported to the NAIC and 
actual reinsurance payment requests 
reported to HHS.   Second, in June 
2015, the HHS announced that the 
transitional reinsurance would have a 
coinsurance rate of 100 percent rather 
than the originally set 80 percent.   Thus, 
data reporting in the SHCE does not 
reflect this larger coinsurance rate, which 
means that the net MLRs presented 
here will tend to be overestimates. 
Given these data limitations, we did not 
make assumptions about the expected 
distribution of reinsurance payments 
across states when calculating average 
net MLR for each state.

In addition, we did not model additional 
factors that would tend to increase 
premiums in 2015 and 2016 from their 
2014 levels. First, we did not account for a 
potential increase in individual premiums 
that may result from the phase-down of 
the reinsurance program after 2014. This 
reinsurance funding currently offsets 
claims by high-cost individuals, but fees 
collected for reinsurance will decline 
in 2015 and 2016 before the program 
expires. (However, the 2014 reinsurance 
payments are not fully included in this 
analysis, which would tend to offset 
the effect of modeling a phase-down.) 
Second, the movement of enrollment 
from grandfathered and grandmothered 
individual plans  without the essential 
health benefits requirement to ACA-
compliant plans would tend to increase 
claims and possibly premiums because 
ACA-compliant plans tend to provide 
broader coverage. At the same time 
that those moving from noncompliant to 
compliant plans may experience higher 
premiums, they may also be reducing 
their out-of-pocket cost, which was not 
considered in this analysis. In any case, 
the SHCE data analyzed here include 

In the low estimate, we assume a 
small decrease in the health risk and 
claims experience of enrollees,   and 

we estimate how much premiums 
would have needed to change in 
each state in 2014 to achieve an 
average net MLR of 85 percent. 
The low estimate approximates the 
effect of factors that could decrease 
the average health risk and claims 
experience in the individual market 
in each state after 2014. These 
factors include the individual 
mandate penalties, which will be 
higher and are likely to encourage 
more of the remaining uninsured to 
enroll in coverage even though they 
may not perceive a need for medical 
care. A second factor is that possible 
pent-up demand from previously 
uninsured enrollees should be 
largely satisfied. In producing the 
lower-bound estimate, we assume 
these factors reduce insurers’ net 
claims by 5 percent.

In the high estimate, we hold health 
risk and claims experience of 
enrollees constant, and we estimate 
how much premiums would have 
needed to change in each state in 
2014 to achieve an average net MLR 
of 80 percent. The high estimate 
of premium change assumes no 
change in factors such as enrollees’ 
average health risk, plans’ benefit 
generosity and design, enrollees’ 
propensity to use care, and provider 
costs; it also assumes no inflation in 
health care premiums above inflation 
in health care costs. 
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data for both transitional plans and 
ACA-compliant plans, whether on or off 
the exchanges, and the effect of these 
changes is therefore lessened because 
of plan aggregation.

Conclusion

There is still uncertainty around key 
pieces of information that could influence 
premium rate-setting for 2016. It is too 
soon to know precisely how the federal 
reinsurance payments will affect 
insurers’ final net MLRs for the 2014 
plan year, and insurers continue to 
gather information about the likely risk of 
their 2016 risk pools. In addition, some 
premium increases may result from the 
phase-down of the reinsurance and risk 
corridor programs after 2014, which is 
not modeled in this study.   

State regulators are analyzing rate 
requests in most states, and even 
relatively high rate requests could 
be approved if they are adequately 
supported by the available evidence. For 
instance, the insurance commissioner 

of Tennessee recently announced that 
the state’s largest health plan, Blue 
Cross Blue Shield of Tennessee, would 
be approved to increase premiums by 
the full 36.3 percent requested to cover 
higher-than-expected claims. Yet in other 
states such as Indiana, Virginia and 
Arkansas, state insurance departments 
have announced relatively modest 
increases for large insurers. 

Consistent with these early state reports, 
the NAIC data analyzed here support 
the suggestion that there may be cases 
where the data justify rate increases to 
ensure solvency and allowable profit 
margins. But we find additional evidence 
to suggest that though many individual 
premiums may rise, average 2014 
premiums in half of the states could 
increase 10 percent or less to achieve 
an average net MLR of 80 percent for 
that year, suggesting these states are 
most likely to experience moderate rate 
changes for 2016. 

Overall, we find that individual coverage is 
likely to continue to provide a high level of 

benefits per dollar of premium paid. Plus, 
there are a number of factors that may 
moderate potential premium increases. 
First, to the extent that risk pools 
become healthier because of increased 
individual mandate penalties, broader 
awareness of the coverage options and 
financial assistance, and other factors 
that increase the health status of the 
average individual insurance enrollee, 
the premium increases necessary to 
bring down the high average net MLRs 
observed in some states in 2014 would 
be smaller. Second, because these 
data reflect state individual averages, 
they do not reflect that variation across 
insurers, so even in the states potentially 
facing high average premium increases, 
some insurers will not need to consider 
large premium increases. Finally, for 
most consumers purchasing individual 
coverage through the federal or state 
marketplaces, federal subsidies will 
cover a large share of any premium 
increases because enrollee premium 
contribution is capped at a percentage of 
their income. 
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