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April 25, 2018

Mr. Alex Azar, Secretary of the Department of Health and Human Services 
Ms. Seema Verma, Administrator, Centers for Medicare and Medicaid Services 
U.S. Department of Health and Human Services 
200 Independence Avenue, SW 
Washington, D.C. 20201

RE: Results of 2018 Open Enrollment and Planning for 2019; Opportunities to Lower
Costs for Millions of Unsubsidized Americans

Secretary Azar and Administrator Verma,

With this letter and attached documents, Covered California is providing observations of the 
most recent open-enrollment period and, based on our experience, highlighting the opportunity 
of the administration to act to directly lower premiums for millions of Americans in 2019 by 
investing in marketing. These comments are anchored in the economic realities of the individual 
market and reflect the recently released enrollment summary for 2018 open-enrollment period. 
(CMS’ final report shows 11.8 million consumers enroll in 2018 Exchange coverage nationwide.) 
In providing this letter, the attached analysis and the issue brief released today, “Individual 
Insurance Markets: Enrollment Changes in 2018 and Potential Policies that Could Lower 
Premiums and Stabilize the Markets in 2019,“ we hope to inform the planning efforts of the 
Department of Health and Human Services (DHHS) and the Centers for Medicare and Medicaid 
Services (CMS) for the upcoming plan year.

The individual market is in flux due to several recent decisions at the federal level, including the 
impending removal of the penalty for not having coverage on those who could otherwise afford 
it. Covered California recently commissioned a report that found that millions of middle-class 
Americans face the possibility of premium increases ranging from 12 to 32 percent in 2019 as a 
result of this and other factors. These premium increases could reflect a three year cumulative 
rise of over 90 percent in many states absent federal or state action. While there are several 
policies that could ameliorate these increases that would require legislation, the CMS report’s 
discussion of the marketing cutbacks indicates that the one change that can be made 
immediately to save consumers and taxpayers literally billions dollars is not being given due 
consideration. That policy is restoring and increasing critical investments in marketing and 
outreach that would reduce premiums by promoting enrollment and increasing the overall health 
of the consumer pool.
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Looking ahead to 2019, health insurance companies across the nation will be making pricing 
and participation decisions in the next two months. With bipartisan agreement on the need for 
policies to stabilize the individual market and protect middle class Americans, Congressional 
leaders on both sides of the aisle worked hard to develop a stabilization package for 2019 and 
beyond. While there was broad agreement on policy approaches, including funding for 
marketing and outreach, consensus to move forward on a legislative package was not reached. 
However, the administration can take positive steps in the coming months to actively promote 
enrollment for the upcoming year. Health insurance companies nationally would consider these 
steps in their pricing and would reduce proposed premiums on the expectation that marketing 
would attract and retain a better risk mix.

The reality is clear: If the federal government maintains the current cuts in marketing and 
outreach, premiums will be higher than necessary, consumers will be hurt as a result and 
taxpayers will pay the price by supporting higher the necessary subsidies. This does not need to 
happen and can easily be avoided. Announcing and describing a credible marketing program 
would result in health plans being able to price based on a better enrollment.

The Decision to Invest in Marketing Can Be Made Now to Promote Lower Costs

The decision to support lower premiums through marketing investments is wholly in the hands 
of the administration and does not require an appropriation from Congress. Health plans that 
serve consumers in the 39 federally facilitated marketplace (FFM) states pay an assessment to 
CMS to recoup the costs for exchange functions, including marketing and outreach.1 Based on 
the CMS Budget Justification for FY 2019, plan assessment revenue is estimated to be $1.2 
billion for 2018. 1 2 If the FFM allocated the same one-third of its health plan assessment revenue 
on marketing and outreach, as did Covered California, it would invest more than $400 million on 
marketing and outreach.

CMS is not starting from scratch. The agency has an existing contract with a nationally 
recognized marketing and communications firm that has worked on FFM marketing and 
outreach for years.3 The creative assets and media plans that already exist can be rapidly 
adjusted or adopted.

It is also not too late to act. The best time to secure media inventory — placements in television, 
radio, digital and other locations — is still several months out (July and August), allowing 
adequate time for planning and getting the best possible deals. In addition to the creative assets 
that CMS already owns or that could be created by its vendor we at Covered California would 
be happy to make our creative assets available for use. California and the other state-based 
marketplaces have creative assets that any of us would happily share.
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1 Section 1311(d)(5)(A) of the Affordable Care Act and 45 CFR 155.160.
2 Plan assessment revenue for the 2018 FY is estimated to be $1.2 billion (see page 7 of the Centers for Medicare and Medicaid 

Services' FY 2019 budget justification document, available at - https://www.cms.gov/About-CMS/Agency- 
Information/PerformanceBudget/Downloads/FY2019-CJ-Final.pdf).

3 Covered California and CMS have both utilized Weber Shandwick for marketing and outreach.



The Data From the 2018 Open-Enrollment Period Confirms the Negative Impact on 
Enrollment and Risk Mix From Cutting Back on Marketing

Covered California’s observations are based on our five years of experience in fostering a 
robust and competitive market that is working for consumers — both those receiving subsidies 
and the more than 1 million unsubsidized Californians purchasing in and outside of our 
exchange. Covered California enrolled 423,484 new consumers in the most recent open- 
enrollment period for 2018, a 3 percent increase over the previous year. Overall, Covered 
California’s total enrollment has remained relatively stable since 2016, and we finished the most 
recent open enrollment period with a total of 1.5 million consumers. Taken together, state-based 
marketplaces (SBMs) have seen similar stability in total enrollment, averaging roughly 3 million 
total consumers, with a total of 800,000 new plan selections during each of the past three open- 
enrollment periods.

In contrast, while the CMS press release says the 2018 open enrollment period was the "most 
cost effective and successful experience for HealthCare.gov consumers to date,” and 
"enrollment stayed essentially the same,” the underlying data highlight reasons for significant 
concern and underscore the direct effect of administration policy decisions to reduce marketing 
and outreach efforts on dampening enrollment and leading to higher premiums. Data includes:

• Total enrollment in the FFM decreased by 5 percent over last year and by 9 percent 
since its peak in 2016, which amounts to 900,000 fewer consumers signing up. The 9 
percent decline is significant and did not occur in the states that were served by SBMs.

• The primary reason for the overall number of FFM enrollees "only” dropping by 5 percent 
in the past year was that renewal rates of existing consumers have remained high — 
driven substantially by the fact that the average net premium (after the Advanced 
Premium Tax Credit, or APTC, was applied) dropped by 16 percent in the FFM states. It 
is good news, but not surprising, to see strong renewal rates among the 85 percent of 
FFM enrollees receiving subsidies when on average they saw significant reductions in 
their premiums.

• While new enrollees eligible for subsidies would also have benefited from premiums that 
would have been 16 percent lower compared to the prior year, there was a substantial 
drop in "new enrollment” in 2018, down 18 percent from the previous open-enrollment 
period (from 3.0 to 2.5 million) and 39 percent from 2016 (from 4.0 to 2.5 million). In the 
same period, new enrollment in SBM states was constant.

Drops in new enrollment are a formula for a worse risk mix and higher premiums — premiums 
that will be borne by unsubsidized Americans and by taxpayers who will be paying for larger tax 
credits to those receiving subsidies. We are deeply concerned that this will mean consumers in 
states relying on the FFM are increasingly priced out of coverage, in part because of policy 
decisions to pull back on marketing.

April 25, 2018
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Marketing Matters in the Individual Market and Drives Lower Premium by Improving the 
Risk Mix

As we detailed in our letter to CMS last September, there is clear and compelling evidence that 
a robust marketing and outreach campaign is critical to attract new consumers and address the 
reality that the individual market is one with substantial "churn.” Our report, Marketing Matters, 
detailed how Covered California’s extensive marketing and outreach campaigns contributed to 
one of the best take-up rates and lowest risk scores in the nation. In 2015 and 2016, California’s 
lower risk score translated to costs that were 20 percent lower than the national average, saving 
consumers and the federal government $2.6 billion during this period. Covered California’s 
marketing and outreach investment in 2015 and 2016 likely lowered premiums by 6 to 8 
percent, resulting in healthier consumers enrolling because of the reduced price of insurance, 
which further drives down premiums and helps create a cycle of stability.

While the FFM is in the midst of a troubling downward trend in enrollment, the SBMs, which are 
in charge of their own marketing and outreach, fared much better with a 1.5 percent increase in 
total enrollment since 2016.4

A decision to continue the adopted policy of reduced marketing — when the FFM has collected 
an assessment from health plans based on the assumption that they would engage active 
promotion — will hurt millions of Americans, particularly those consumers who do not receive 
any financial help, and leave even fewer people insured. A clear commitment to either directly 
spend such funds, or to provide those funds to states to use to promote coverage in their state, 
could have a meaningful impact on rates for 2019.

An earlier analysis by Covered California estimated that if the FFM increased its marketing 
investment over three years, it would likely pay off with more than 1.4 million more Americans 
getting insurance and premiums that are 3 percent lower, yielding a more than six-to-one return 
on investment. A 3 percent premium reduction would mean a reduction of premiums of more 
than $1.6 billion dollars in 2019 alone, and a cumulative savings of $6.6 billion for the period of 
2019 through 2021 (see attached for details). There are two primary beneficiaries of these 
savings: the millions of Americans who do not receive subsidies and taxpayers who pay a 
substantial portion of the premiums for those who do receive subsidies.

Understanding Individual Market Dynamics Is Vital to Informing Effective Policies

The core of this communication is to make sure that the leadership of DHHS and CMS 
understand the direct negative effects that will result from a decision to not fund marketing and 
outreach. At the same time, we are writing because of our concern that other elements of the 
CMS release summarizing the 2018 open-enrollment period reflect incomplete analysis or a 
fundamental misunderstanding of the market dynamics of individual health insurance costs,

April 25, 2018
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pricing and factors considered by consumers and health plans. In the spirit of our continued 
efforts to collaborate and share our perspective, please see the attached document describing 
those issues: (Attachment: Covered California’s Review of CMS’s Analysis of the 2018 Open- 
Enrollment Period).

Conclusion: Putting Patients First

The federally facilitated marketplace, Covered California and state exchanges across the 
country are preparing to begin negotiations and planning for the upcoming 2019 coverage year. 
It is important to underscore that promoting the availability of coverage through Healthcare.gov 
can and should be done in ways that are about letting consumers — many eligible for financial 
help — know what is available and making sure they shop to make the best informed decision 
possible. In California, our core message is "Life can change in an instant,” and health 
insurance is more affordable than you may think it is, so shop and find out for yourself. Our 
messages emphasize the value of health insurance, and that health insurance makes a 
difference in people’s lives and provides protection from high medical costs.

We stand ready to assist you in any way we can to protect the coverage available in individual 
markets across the nation. Feel free to contact me if you would like to discuss this further.

April 25, 2018
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Sincerely,

Peter V. Lee 
Executive Director

Attachments:
• Covered California’s Review of CMS’s Analysis of the 2018 Open-Enrollment Period
• Individual Insurance Markets: Enrollment Changes in 2018 and Potential Policies that 

Could Lower Premiums and Stabilize the Markets in 2019

cc:
The Honorable Mitch McConnell, Majority Leader, United States Senate
The Honorable Charles Schumer, Democratic Leader, United States Senate
The Honorable Paul Ryan, Speaker, United States House of Representatives
The Honorable Kevin McCarthy, Majority Leader, United States House of Representatives
The Honorable Nancy Pelosi, Democratic Leader, United States House of Representatives
Randy Pate, Deputy Administrator and Director, Center for Consumer Information and
Insurance Oversight
Covered California Board of Directors





April 23, 2018

Submitted electronically via www.regulations.gov

Alex Azar
Secretary of Health and Human Services 
Department of Health and Human Services 
200 Independence Avenue SW. 
Washington, DC 20201

Alexander Acosta
Secretary of Labor
U.S. Department of Labor
200 Constitution Avenue, NW Ste. S-2524
Washington, DC 20210

Steven Mnuchin 
Secretary of the Treasury 
Department of Treasury 
1111 Constitution Avenue, NW 
Washington, DC 20224

Re: Covered California Comments On Short-Term, Limited-Duration Insurance 
Proposed Regulations; CMS-9924-P (RIN 0938-AT48)

Dear Secretary Azar, Secretary Acosta, and Secretary Mnuchin:

Covered California submits these comments in response to the proposed regulations 
CMS-9924-P. These comments are informed by Covered California’s five-year 
experience of effectively implementing policies to best serve the needs of California’s 
consumers, and highlight concerns we have with regard to the impacts that short-term, 
limited-duration insurance (STLDI) could have on consumers and the individual health 
insurance market. We believe that as proposed, these regulations will have a significant 
deleterious impact on the entire individual health insurance market and will cause 
insurance carriers to revert back to a business model that relies on risk selection. To the 
extent that the Departments of Health and Human Services, Labor and Treasury 
(Departments) continue to pursue these regulations, we offer the following comments.

Covered California 1601 Exposition Boulevard, Sacramento, CA 95815 www.CoveredCA.com
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Preserving State Flexibility

Covered California appreciates that the Departments will continue to allow state 
flexibility to regulate STLDI. We believe that states are in the best position to regulate 
such coverage in their respective markets.

Expanding STLDI Increases Adverse Selection, Erodes Consumer Protections, 
and Leaves Consumers with Less Coverage for Needed Care

Historically, STLDI has been utilized to fill short gaps in health coverage, allowing 
consumers to access cheap coverage without many of the protections afforded to ACA- 
compliant plans. STLDI is excluded from the definition of individual health insurance 
under the Public Health Service Act, and thus is not required to provide various and 
important consumer protections that apply to ACA-compliant plans. As such, the 
business model for STLDI has historically been driven by medical underwriting, allowing 
carriers to deny coverage to applicants with pre-existing conditions. Additionally, 
carriers have been able craft policies which provide less coverage, impose annual and 
lifetime limits on benefits, and set excessive cost-sharing limits.

STLDI is also not subject to the federal Medical Loss Ratio (MLR) requirement that 
health plans spend at least 80 cents of every premium dollar on medical costs and 
quality care improvements. The Kaiser Family Foundation recently reported that the 
MLR for the top two STLDI carriers, which accounted for 80 percent of policies sold in 
2016, was 50 percent.1 This provides an opportunity for issuers to heavily market their 
products to young and healthy individuals. We are concerned that the proliferation of 
these plans will result in carriers competing on risk selection, not price and quality.

While this business model may work for some health insurance companies, consumers 
who enroll in STLDI will likely have less coverage and be left with uncovered medical 
bills when accessing needed care. As noted in the preamble, consumers who switch 
from ACA-compliant health coverage will likely lose access to certain essential services 
and providers, and may be exposed to high out-of-pocket costs and greatly increased 
deductibles. Consumers may also face increased financial liability if they get sick or are 
injured while covered under a STLDI plan.

Moreover, it is estimated these regulations would increase the number of people without 
comprehensive, minimum essential coverage by 2.6 million in 2019. Of the 36.9 million 
people without minimum essential coverage, 32.6 million would be completely 
uninsured.1 2

1 Understanding Short-Term Limited Duration Health Insurance
2 Updated: The Potential Impact of Short-Term Limited-Duration Policies on Insurance Coverage, Premiums, and Federal Spending
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Comprehensive Noticing Needed

The lack of consumer protections offered in STLDI plans underscores the need for clear 
and thorough noticing requirements. The proposed rule would revise the required notice 
that must appear prominently in the STLDI plan contract and in any application 
materials.

We agree with the Departments' concerns that expanding STLDI coverage to last 
almost 12 months may make it more difficult for consumers to distinguish it from ACA- 
compliant coverage. As such, we are particularly concerned that the proposed notice 
requirements do not go far enough to ensure proper disclosure of the differences 
between STLDI and ACA-compliant insurance. Specifically, the proposed notice 
language does not clearly indicate to consumers that STLDI does not provide many of 
the core ACA consumer protections, such as essential health benefit requirements, out- 
of-pocket cost limits, premium rating ratios, MLR standards, prohibitions on 
underwriting, and guaranteed availability. We are concerned that the current notice 
requirements will create a false assurance for consumers that they have coverage for 
benefits they do not have.

We recommend that the required federal disclosures for STLDI include understandable 
cost scenarios that illustrate how certain conditions; such as, childbirth, managing 
diabetes, a cardiac event or cancer, would be covered. This will ensure consumers can 
make informed choices and understand the tradeoff between premiums and out-of­
pocket costs. Furthermore, we recommend that the Departments provide states with the 
flexibility to modify the required federal notice as long as the state-required notice is at 
least as consumer protective as the federal notice. States may take different 
approaches to regulating STLDI plans and depending on how a state implements these 
regulations, the required federal notice language may not be sufficient or applicable. By 
granting flexibility to states, notice requirements could better account for variations in 
state implementation of STLDI.

Potential for Negative Impact to Risk Pool

In the preamble, the Departments acknowledge that individuals who may be inclined to 
purchase STLDI plans are likely to be relatively young or healthy. Although California 
has a successful marketplace, with a healthy risk pool mix, we are concerned about 
healthy consumers being drawn away from the individual market and into STLDI plans. 
When combined with other recent policy changes, such as the elimination of the 
individual mandate penalty, the decrease in federal investment in advertising and 
enrollment assistance, and the loosening of restrictions on association health plans, 
marketplaces could face both a rise in premiums, as well as a decrease in enrollment in 
2019.

To the extent there is a reduction in enrollment due to the availability of STLDI plans, it 
will result in a worsening of the risk pool and higher premiums for the entire individual 
market in future years. While subsidized consumers would be insulated from these
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premium increases, the nearly 6 million unsubsidized, middle-income Americans in 
ACA-compliant plans will pay for 100 percent of premium increases resulting from 
disruption in the risk pool. This means that unsubsidized consumers who are not young 
and healthy, or, consumers who are young and healthy and want minimum essential 
health coverage that protects them when they need it, will have to pay more for it.
These are not high-income individuals, as they have median incomes of $75,000 
($66,000 for individuals aged 19-64).3

Finally, we want to underscore that more choice does not always equate to better 
choice. While STLDI may provide healthy consumers with more coverage options, less 
healthy consumers, particularly those who do not qualify for premium tax credits or cost­
sharing reductions, would either face higher premiums or be ineligible for STLDI plans.

Thank you for your consideration of our comments. If you have any questions or would 
like more information, please feel free to contact me.

Sincerely,

Peter V. Lee 
Executive Director

cc: Covered California Board of Directors

3 The Roller Coaster Continues — The Prospect for Individual Health Insurance Markets Nationally for 2019: Risk Factors. 
Uncertainty and Potential Benefits of Stabilizing Policies
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Short-Term, Limited-Duration Insurance 
and Risks to California's Insurance Market

California has made dramatic progress in 
expanding insurance coverage through the 
implementation of the Affordable Care Act 

(ACA). But the expansion of short-term, limited- 
duration insurance could put California's consumers 
— and the stability of its individual health insurance 
market — at risk. This paper provides an overview 
of the short-term insurance market in California, 
analysis of how changes to federal policy are likely to 
affect it, and policy options the state could pursue to 
ensure that consumers are able to purchase afford­
able, comprehensive insurance.

Short-term, limited-duration insurance (short-term 
plans or short-term insurance) is a health insurance 
product designed to provide insurance that protects 
consumers during short gaps in full coverage. Under 
federal law, these products do not need to comply 
with the consumer protections of the Affordable Care 
Act (ACA). Short-term insurers can deny coverage 
based on a person's preexisting health conditions or 
other factors. Short-term insurance typically covers a 
limited set of services and has dollar limits on claims 
the plan will pay.

Combined with the elimination of the individual 
mandate penalty, recently proposed changes to 
federal regulation of short-term plans could expand 
enrollment in — and encourage new insurers to enter 
— the short-term insurance market. Insurers may pro­
mote products designed to be a cheaper alternative 
to comprehensive individual-market plans that com­
ply with the ACAs consumer protections and benefit 
requirements (plans that are ACA-compliant). Since 
premiums are lower for short-term plans due their 
limited benefits and the ability to deny coverage to 
people with preexisting conditions, healthy people 
could be siphoned out of the individual market risk 
pool, including Covered California. As a result, con­
sumers looking for comprehensive coverage may 
find themselves facing significantly higher premiums 
and fewer choices in the ACA-compliant market.

But the expansion of short-term, 
limited-duration insurance could 
put California's consumers — and 
the stability of its individual health 
insurance market — at risk.

Issue Brief



Methodology
To understand the short-term insurance market in 
California, the researchers reviewed relevant state 
and federal statutes and regulations, conducted a 
market analysis to see what kinds of short-term insur­
ance plans are available for sale in California, and 
completed 21 structured interviews with key infor­
mants. This research provided background both on 
the history and current state of the short-term market 
and on how evolving federal regulations are likely to 
affect the individual health insurance market, includ­
ing Covered California. The interviews included four 
state officials, eight brokers and agents, two insur­
ers that are currently or have recently sold products 
in the short-term market, three insurers selling indi­
vidual market coverage through Covered California, 
and four experts on California insurance markets.

What Are Short-Term Plans?
Short term plans, referred to in federal and California 
law as "short-term limited-duration insurance," are 
promoted as an option to provide health insurance 
for consumers with brief gaps as they move from 
one coverage source to another. A common exam­
ple of a person who might enroll in a short-term plan 
is somebody who changes jobs and has a waiting 
period before their new employee benefits start. 
Prior to the ACA, this person had limited options 
for purchasing insurance on their own, particularly 
if they had preexisting conditions.1 The ACA pro­
vides an opportunity for most people losing one 
form of coverage to enroll in ACA-compliant insur­
ance through a special enrollment period, often 
with a premium subsidy, regardless of any preexist­
ing conditions. However, the ACA did not eliminate

short-term plans — all of which are specifically 
exempted from federal consumer protections and 
requirements that apply to other health insurance 
products — from the market.

How Are Short-Term Plans 
Currently Regulated?
The federal government defines short-term plans in 
regulations issued by the Departments of Health and 
Human Services, Labor, and Treasury. Prior to 2016, 
federal regulations limited the duration of short-term 
plans to less than 12 months, and allowed consum­
ers to extend the contract duration with the consent 
of the insurer.2 Because of concerns that people 
were enrolling in short-term plans for an entire year 
in lieu of ACA-compliant comprehensive coverage 
— and to ensure that short-term plans remain a tem­
porary solution to a short gap in coverage — the 
Obama administration changed the definition. It 
issued regulations in 2016 limiting the duration of 
short-term plans to less than three months and pro­
hibiting extensions or renewals. However, recently 
proposed federal regulations would return to the 
pre-2016 definition, with duration limits of less than 
12 months and extensions allowed with the consent 
of the insurer.3

While HMOs and some PPOs in California are pri­
marily regulated by the Department of Managed 
Health Care, short-term plans are regulated by the 
Department of Insurance. The California Insurance 
Code defines short-term, limited-duration insurance 
as individual health insurance coverage that remains 
in effect for no more than 185 days and can only be 
renewed or continued for one additional 185-day 
period.4 Short-term plans in California are currently

limited to less than three months because of the 2016 
federal regulations, but if the recently proposed fed­
eral regulations are finalized and there is no change 
in state law, California will revert to its statutory defi­
nition of short-term plans: a duration limit of 185 
days with one 185-day renewal. However, a federal 
duration limit of 12 months means that the effective 
maximum renewal period would be limited to 179 
days.5 State law does not prohibit the purchase of a 
different short-term plan at the end of the renewal 
period, so it is possible for consumers to effectively 
remain enrolled in short-term plans indefinitely.

As is true across the US, short-term plans in California 
are not subject to guaranteed issue or renewal, which 
means insurers can deny coverage based on health 
status. As a result, if a person is enrolled in short-term 
insurance and they become sick or injured, they may 
be unable to purchase new short-term coverage at 
the end of the contract. California does not require 
short-term plans to meet an annual medical loss ratio 
(MLR), which requires ACA-compliant plans to spend 
80% of collected premium dollars on medical claims 
and activities to improve quality. Short-term insur­
ance plans are not required to comply with essential 
health benefit requirements (including maternity and 
prescription drug coverage), but California does 
require it to  cover some other specific services or 
conditions that apply to individual market products 
regulated by the Department of Insurance. These 
are often referred to as state benefit mandates.6 
For example, short-term plans must cover diabetes 
education, management, and treatment; jawbone 
surgery; and behavioral health services for autism.7 
The combination of a 185-day duration limit, limita­
tion on renewals, and the application of some state 
benefit mandates means that California regulates

California Health Care Foundation 2



Table 1. Examples of ACA Consumer Protections Not Required in Short-Term, Limited-Duration Insurance

APPLICABLE TO... APPLICABLE TO NON-GRANDFATHERED...

SHORT-TERM, LIMITED- 
DURATION INSURANCE

INDIVIDUAL MARKET / 
COVERED CALIFORNIA PLANS

SMALL GROUP 
PLANS

LARGE GROUP AND SELF-INSURED 
EMPLOYER PLANS

Essential health benefits. Plans m ust cover essential health benefits  as defined 
in the ACA, such as care fo r m aternity, mental health and substance use, 
p rescrip tion  drugs, and hospital services.

4 4

Preventive services. Plans must cover preventive services w ith o u t cost sharing. 4 4 4

Ban on dollar value limits. Plans cannot app ly annual or life tim e do lla r value 
maximums.

4 4 4

Limits on out-of-pocket maximums. Places lim its on m aximum  tha t enrollees 
pay ou t o f pocke t tow ard covered services in-network.

4 4 4

G uaranteed issue. Plans must accept any ind ividual who applies fo r coverage. 4 4 4

Premium rating requirem ents. Prohibits plans from  charg ing a h igher prem ium  
based on health status or gender; allows rates to  vary based solely on the 
num ber o f enrollees covered, geograph ic  area, and age (within limits).

4 4

Medical loss ratio. Health insurers must spend at least 80% to  85% o f prem ium  
revenue on health care and qua lity  im provem ent.

4 4 4

short-term plans more strictly than many states.8 
However, there are numerous state and federal con­
sumer protections that do not apply to this market, 
as illustrated in Table 1.

What Does California's 
Short-Term Insurance 
Market Look Like?
Short-term plans currently marketed for sale in 
California exclude services that ACA-compliant plans 
must cover and have broad exclusions for preexist­
ing conditions. Many do not cover critical benefits 
such as maternity and newborn care, mental health 
services, substance use services, and outpatient pre­
scription drugs.9 Short-term insurance available in 
California also limits the total amount plans will pay 
per day in the hospital and for particular services,

such as surgeon fees. It also imposes a maximum the 
plan will spend toward claims covered by the policy 
(see Table 2 on page 4).10 Such limits are not allowed 
in ACA-compliant plans, and they put consumers at 
risk for expensive medical bills. While plan durations 
are limited to less than three months, an insurer that 
recently left the short-term market in California said 
that people are remaining enrolled in short-term 
plans well beyond three months by enrolling in a new 
plan every 90 days.

Short-term plans, in part because they cover fewer 
services, cost less than individual market insurance. 
The average premium for an individual short-term
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Table 2. Limits on the  A m ount the  Plan Pays in the  
"Best Seller" Short-Term Plan M arketed  in California

Policy coverage limits

$750,000 maximum

$10,000 fo r AIDS trea tm ent 

$150,000 fo r organ transplants 

$250 fo r ambulance (per-trip)

Room and board, miscellaneous charges (per day)

$1,000 fo r inpa tien t hospital regular care

$1,250 fo r inpa tien t hospital intensive or critica l care

Surgical and anesthesiology services

$2,500 per surgery

$5,000 per coverage p e riod

Source: The "Best Seller" short-term plan available in Sacramento, 
offered through eHealth by the one licensed insurer currently selling 
short-term plans in California.

insurance plan in California sold through the online 
broker eHealth was $184 per month in 2017.11 By 
comparison, the benchmark Silver plan for a 40-year- 
old consumer ineligible for premium subsidies 
through Covered California ranged from $258 to 
$426 in the same period.12 Short-term plans are also 
less expensive because applicants are screened for 
health history before being accepted, allowing plans 
to limit the risk that they will need to pay for costly 
services.13

Insurer Participation Has Dropped in 
California's Short-Term Market
The short-term market in California is currently small. 
Based on self-reporting by insurers, the California 
Department of Insurance is aware of fewer than 
10,000 policies in effect.14 Market analysis and 
respondents identified only one insurer currently 
selling short-term plans in the state. This insurer sells 
short-term products directly as well as by co-brand­
ing with other health insurance companies, including 
one insurer participating in Covered California.

When this research began in January 2018, respon­
dents reported an additional out-of-state insurer 
selling short-term insurance in California through 
a surplus line, which is an insurance product that a 
states department of insurance approves for sale by 
an out-of-state insurer because state-licensed insur­
ers are not willing to sell it (see Table 3 on page 5).15 
(For example, there may be no insurers in the state 
willing to insure a car worth $1 million, but an out- 
of-state insurer may be willing to sell such a policy 
to a consumer through a surplus line.) In California, 
in-state insurers only sell short-term products that 
deny coverage to people with certain preexisting 
health conditions. An out-of-state insurer, however, 
was willing to sell short-term plans regardless of 
health status through a surplus line. This surplus line 
insurer has since dropped its short-term product line 
in California.

Before the launch of Covered California in 2014, 
there were more insurers selling short-term plans in 
California. Interview respondents noted one health 
insurer currently selling through Covered California

that previously sold short-term plans. Numerous 
insurers that sell other types of health-related insur­
ance products that are not ACA-compliant, such as 
travel insurance or indemnity plans, also sold short­
term health insurance products.

According to the Department of Insurance, at least 
two carriers dropped out of the short-term market 
in recent years after being informed that they were 
not in compliance with state mandate requirements. 
Respondents also noted a decreased demand for 
short-term products both as consumers were able 
to purchase coverage through Covered California 
and because short-term plans do not fulfill the fed­
eral individual mandate requirement that remains in 
effect through 2018.

Other Products Are Marketed as 
Short-Term Coverage Options in 
California
There are other products that are not techni­
cally short-term plans currently being marketed in 
California as short-term coverage. These plans do 
not have to comply with the same laws that apply to 
short-term plans (such as limits on duration and state 
benefit mandates). Some web brokers display fixed 
indemnity plans (see Table 3 on page 5), which pay 
fixed fees for covered health services, as an option 
for individuals searching for short-term insurance.16 
Fixed indemnity plans are designed to supplement 
a person's major medical coverage to help cover 
cost-sharing expenses. The plan pays the enrollee a 
set dollar amount for covered services, but does not 
cover the full cost of care. For example, one fixed
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Table 3. Comparison of Different Types of Health Insurance Coverage Available in California

MUST COVER MUST COVER SUBSIDIES
ESSENTIAL PREVENTIVE DOLLAR VALUE LIMITS ON AVAILABLE

HEALTH SERVICES WITHOUT MAXIMUMS OUT-OF-POCKET GUARANTEED TO REDUCE
BENEFITS COST SHARING PROHIBITED MAXIMUMS ISSUE PREMIUM COST

Fixed indem nity plans. Health plans designed to  wrap around o ther coverage 
and cover enro llee cost sharing such as deductib les , copayments, and coinsur­
ance. Fixed indem n ity  plans pay a set do lla r am ount fo r covered services tha t is 
o ften  s ign ifican tly  lower than the cost o f services. These po lic ies do not have to 
m eet any o f the ACA's consum er pro tections.

Health care sharing ministries. M em bers o f a health care sharing m inistry 
(HCSM) share a com m on set o f re lig ious belie fs and con tribu te  funds to pay for 
the qua lify ing  medical expenses o f o ther members. HCSM coverage does not 
have to  m eet any o f the ACA's consumer pro tections.

Individual m arket health insurance. Com prehensive health insurance plans 4 4 4  4  4  4
available to  ind ividuals purchasing the ir own coverage. Subsidies are available 
to  reduce the prem ium  costs o f ind ividual m arket plans purchased through 
Covered California fo r e lig ib le  enrollees earning betw een 100% and 400% of 
the federa l poverty  level.*

International insurance. In ternational insurance, which is also known as travel 
insurance or expatria te  insurance, is available to  peop le  fo r sho rt durations 
while traveling in a fore ign country, inc lud ing nonresidents traveling to the 
U nited States, students, and peop le  w orking tem porarily . These po lic ies do not 
have to  m eet any o f the ACA's consum er pro tections.

Short-term  plans. Health plans designed to fill tem pora ry  gaps in coverage. 
Generally, short-te rm  plans are only available to  consumers who can pass 
medical underw riting , and they typ ica lly  prov ide  m inimal benefits  and financial 
p ro tec tion  fo r those who becom e sick or in jured. These policies do not have to 
m eet any o f the ACA's consum er pro tections.

Surplus lines. Products designed to  fill gaps in the m arket where there are 
no insurance plans available from  insurers licensed by the state. In the case of 
short-te rm  plans in California, the surplus lines accepted enrollees regardless of 
health status. However, this is not required by law. These po lic ies do not have 
to  m eet any o f the ACA's consumer pro tections.

*Most California residents with household income under 138% of the federal poverty level are eligible for Medi-Cal. Individuals eligible for Medi-Cal are not eligible for the premium subsidies through Covered California.
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indemnity plan available in California provides $75 
per physician office visit for up to six visits a year, 
$200 for only one advanced diagnostic service (such 
as an MRI) per year, and $1,000 per day for hospital­
ization (capped at $30,000 per year).

At least one health care sharing ministry (see Table 3, 
page 5) sells short-term coverage with a duration of 
up to 11 months.17 Health care sharing ministries are 
not regulated as insurers under federal law. While 
they are not exempted from the California insurance 
code, they are not regulated by the state. Members 
enrolled in health sharing ministries pay a contribu­
tion or monthly share that goes toward paying for 
other members' medical expenses.18

Some brokers also mentioned selling international 
plans (see Table 3) to people looking for short-term 
coverage options, primarily to people who live over­
seas and are traveling to the United States for a short 
period. But one broker mentioned using an interna­
tional carrier as a short-term coverage option for 
California residents.

Federal Policy Changes 
Could Lead to Increased 
Premiums If Enrollment in 
Short-Term Plans Grows
Covered California insurers and market experts 
agreed that the combination of recent and proposed 
federal policy changes, including the elimination 
of the individual mandate penalty and the pro­
posed expansion of short-term plans, would create

a "perfect storm" that could take healthy consum­
ers out of Covered California and lead to increased 
premium rates and the possibility that fewer insurers 
offer ACA-compliant plans. The elimination of the 
mandate penalty takes away an incentive for con­
sumers to enroll in ACA-compliant plans rather than 
less expensive options with fewer consumer protec­
tions, such as short-term plans. Allowing short-term 
insurance to be sold for half a year with a renewal 
makes it appear like a longer-term coverage option. 
According to one expert in California's insurance 
markets, the effect on Covered California could be 
"devastating."

Health Insurers May Enter Short-Term 
Market Under Weaker Federal Rules
All three of the individual market carriers interviewed 
for this research are watching the short-term market. 
They expressed concern that competitors will siphon 
away their healthy enrollees if they offer short-term 
plans. A few respondents predicted that one insurer 
participating in Covered California that used to offer 
short-term insurance will reenter the short-term 
market, as would "smaller players." One Covered 
California insurer is considering offering short-term 
plans if other carriers enter the market, to protect 
their market share.

An insurer selling short-term plans in California said it 
does not market its plans as long-term options or as 
alternatives to ACA-compliant coverage. However, 
statements from Department of Health and Human 
Services Secretary Alex Azar suggest that federal 
officials would like to allow short-term plans to be 
renewable and available for longer than one year.19 
This could encourage other insurers to enter the

short-term market with the intent of offering a lower 
cost, longer-term alternative to the more compre­
hensive ACA-compliant plans sold through Covered 
California.

Increased Enrollment in Short-Term 
Plans by Healthier Consumers Could 
Lead to Increased Premiums in the 
Individual Market
There could be significant enrollment in expanded 
short-term plans. A recent study estimates that 
620,000 people would enroll in short-term plans in 
California in 2019 following the elimination of the 
mandate penalty combined with the proposed fed­
eral rollback of short-term plan restrictions.20 State 
regulators, insurers, and industry experts interviewed 
for this research agreed that the lower premiums 
offered by short-term insurance will encourage 
healthy people to shift away from the more expen­
sive ACA-compliant market. An insurer could create 
a new short-term plan that looks like a cheaper ACA- 
compliant plan, keeping premiums low by denying 
coverage to anybody that has a preexisting health 
condition.

Those most likely to be attracted by the lower cost 
of short-term plans are consumers eligible for little or 
no premium subsidy. However, not all of these peo­
ple will be able to shift to short-term plans. People 
with preexisting conditions can have their applica­
tions rejected, and people who need benefits not 
typically covered by these plans, such as maternity, 
will likely remain in the individual market.

The marketing activity of insurance brokers could 
also contribute to higher short-term plan enrollment.
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Brokers and insurers noted that short-term insurers 
in California have paid broker commissions of 10% 
or 15%, compared to a 1% to 5% commission for 
selling ACA-compliant plans.21 Short-term enroll­
ment does not require an eligibility determination 
for financial assistance and some brokers receive 
commissions when individuals simply enroll via a link 
on the broker's website, making these plans an even 
more attractive line of business.

With the expectation that new insurers will enter the 
short-term market and enrollment will grow, Covered 
California insurers have to consider what the effect 
will be on their own risk pools while developing rates 
for 2019. One insurer representative said some insur­
ers that are more cautious and "have to assume the 
worst" could increase premiums by 10% to adjust for 
short-term plans, or drop out of the individual mar­
ket entirely.

Regulating the Short­
Term Market: Examples 
from Other States
There are various policy options available to protect 
consumers, Covered California, and the individual 
health insurance market from the potential effects 
of a developing market for short-term plans that are 
offered as a long-term coverage option. As of April 
2018, the California legislature is considering a bill 
that would ban the sale of short-term, limited-dura­
tion insurance.22 Banning short-term plans would 
prevent any expansion of the market.

Most states have minimal regulation of short-term 
plans, but some have taken steps to restrict or regu­
late these products. Three states — Massachusetts, 
New Jersey, and New York — effectively banned 
short-term plans in the 1990s by requiring them to 
comply with the extensive consumer protections, 
including guaranteed issue and community rating, 
that apply to all new health insurance policies sold in 
the individual market.23 The Massachusetts and New 
Jersey reforms also standardized benefit designs for 
individual market products that apply to short-term 
plans.24 Consumers looking for short-term insurance 
options in these states can purchase ACA-compliant 
plans if they are buying during an open enrollment, 
or if a life event qualifies them for a special enroll­
ment period.25

Six states limit short-term insurance from becoming 
a long-term alternative to ACA-compliant coverage 
by restricting the sale of multiple consecutive short­
term plans, preventing consumers from remaining 
covered by one short-term insurer indefinitely.26 For 
example, Michigan does not allow someone to be 
covered by short-term plans through one insurer 
for more than 185 days in a 365-day period, which 
means that someone cannot remain covered through 
one short-term insurer for an entire year.27

Whether or not these restrictions effectively reduce 
enrollment in short-term plans is unknown. To dis­
courage a consumer from enrolling in consecutive 
short-term policies through multiple insurers, a state 
could apply limitations to enrollment with multiple 
short-term insurers. For example, Colorado limits the 
number of short-term plans an individual can enroll in 
during a12-month period and requires applications

for short-term plans to include the question, "Have 
you or any other person to be insured been cov­
ered under two or more nonrenewable short-term 
policies during the past 12 months?" along with a 
statement that reads, "If 'yes,' then this policy cannot 
be issued."28 The state could require insurers to ask 
potential enrollees if they have previously enrolled 
in short-term plans and provide notice on the appli­
cation that failure to disclose prior enrollment in a 
short-term plan could result in termination of the 
plan contract.

Rhode Island prohibits short-term plans from exclud­
ing coverage of preexisting conditions and applies 
the same MLR requirements to them as apply to 
individual market coverage.29 According to state leg­
islators, there are currently no short-term plans for 
sale in Rhode Island in part because the combination 
of the prohibition on preexisting condition exclusion 
and the MLR requirements lower profit margins and 
discourage short-term insurers from entering the 
market.

Most of these policy options address the existence 
of other products, such as fixed indemnity products, 
that are currently sold or marketed as short-term 
coverage options. They do this by applying con­
sumer protections to these products, including to 
fixed indemnity lines, travel insurance, and surplus 
lines. Policymakers can consider applying other 
limitations to insurance products marketed as short­
term insurance, such as prohibiting the sale of a fixed 
indemnity plan unless an individual is enrolled in an 
ACA-compliant plan, and prohibiting the sale of 
short-term plans through surplus lines.
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Conclusion
Based on interviews and existing reporting to state 
regulators, the existing market for short-term plans 
in California appears to be small. However, if the 
proposed federal regulatory change allowing longer 
short-term plans is finalized, a new, larger market 
could emerge. If this happens, insurers that decide 
to enter the new short-term market may design 
plans that meet the state's current requirements but 
keep risk and premiums low by denying coverage 
based on health status. Enrollment in these plans 
could grow significantly as people with little or no 
premium subsidy look for cheaper coverage options.

Growth in this new short-term market is likely to 
increase costs and reduce plan choices for consumers 
purchasing coverage through the individual health 
insurance market, including Covered California. 
Increased costs would be felt particularly by people 
eligible for little or no premium subsidy. Further, 
consumers who enroll in short-term plans may find 
themselves without coverage for the health services 
they need. Policymakers have options to limit the 
growth of the short-term market in California and 
mitigate the potential harm to consumers.
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1. The Health Insurance Portability and Accountability 

Act of 1996, also known as HIPAA, lim ited group 
health plans from excluding coverage for preexisting 
conditions to 12 months. The 12-month period was 
lessened, or elim inated, if an individual had continuous 
health coverage through a type o f insurance considered 
creditable coverage. Short-term plans are considered 
creditable coverage under HIPAA. See 45 CFR 144.103.

2. See Expatriate Health Plans, Expatriate Health Plan 
Issuers, and Qualified Expatriates; Excepted Benefits; 
Lifetime and Annual Limits; and Short-Term, Limited- 
Duration Insurance, 81 Fed. Reg. 38032 (proposed 
June 10, 2016).

3. Short-Term, Limited Duration Insurance, 83 Fed. Reg. 
7437 (proposed February 21,2018).

4. The existing definition of “ short-term lim ited duration 
health insurance" in the California Insurance Code
is located at section 12671(e)(8) and defines the 
permissible duration as “ not more than 185 days" with a 
single permissible renewal o f “ not more than 185 days." 
Cal. Ins. Code § 12671.

5. Per California Department o f Insurance.

6. There are three benefit mandates in the California 
Code that explicitly do not apply to  short-term limited 
duration insurance. Cal. Ins. Code § 10123.7 (Coverage 
for orthotic and prosthetic devices); Cal. Ins. Code § 
10123.81 (Coverage for mammograms); and Cal. Ins. 
Code § 10123.865-66 (Coverage for maternity services).

7. Cal. Ins. Code §§ 10123.195, 10123.21, 10144.51.

8. Kevin Lucia et al., “ State Regulation of Coverage Options 
Outside o f the Affordable Care Act: Limiting the Risk
to the Individual Market," The Commonwealth Fund, 
March 2018, www.commonwealthfund.org.

9. Based on author review of short-term plan brochures 
sold through eHealth in California. These findings also 
fit with plans that were sold when the authors started 
the research in January 2018 but that are no longer for 
sale on the market, based on author review of short-term
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plan brochures marketed on a broker's website. While 
short-term plans exclude maternity care, many do cover 
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could include services related to an ectopic pregnancy, 
treatment of gestational diabetes, or preeclampsia.

10. Based on author review of short-term plans sold 
through eHealth by the one admitted insurer selling 
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Cost, eHealth, March 2008, ehealthinsurance.com (PDF).
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16. Based on author review of web brokers selling 
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17. The health sharing ministry is included in this
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Management Advisory Group comparing short-term 
plans available in California and other states. “ Plan 
Design Comparison: Covered California Silver Plan vs. 
Short-Term Limited Duration Insurance Plans (various 
states)," California Plan Management Advisory Group, 
March 7, 2018, coveredca.com (PDF).

18. For more information on health care sharing 
ministries, see note 8.
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CNN, February 23, 2018, www.cnn.com.
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Insurance Agents," Insure Me Kevin, November 1,2017, 
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that apply to  individual market health insurance. See 
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17B:27A, and NY INS § 3231. See also Peter Newell,
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Tracking Section 1332 State Innovation Waivers

Through Section 1332 of the Affordable Care Act (ACA), states may apply for innovation waivers to alter 
key ACA requirements in the individual and small group insurance markets. States can use the flexibility 
granted by 1332 waiver authority to shore up fragile insurance markets, address unique state insurance 
market issues, or experiment with alternative models of providing coverage to state residents. With 
Congressional efforts to repeal and replace the ACA on hold, attention will likely turn to 1332 waivers as 
states explore ways to address access and affordability issues in their individual and small group 
markets.

While the ACA provides states with some flexibility to alter certain provisions using 1332 waiver authority, 
it establishes guardrails that limit the extent of the changes states may make. The current statutory 
language requires that state waiver applications must demonstrate that the innovation plan will provide 
coverage that is at least as comprehensive in covered benefits; at least as affordable (taking into account 
premiums and excessive cost sharing); cover at least a comparable number of state residents; and not 
increase the federal deficit. The ACA requirements states may seek to waive using Section 1332 authority 
include:

• Individual and employer mandates;

• Essential health benefits (EHBs);

• Limits on cost sharing for covered benefits;

• Metal tiers of coverage;

• Standards for health insurance marketplaces, including requirements to establish a website, a call 
center, and a navigator program; and

• Premium tax credits and cost-sharing reductions.

Additionally, states may request an aggregate payment of what residents would otherwise have received 
in premium tax credits and cost-sharing reductions, referred to as subsidy pass-through funding. States 
may not waive certain provisions through section 1332, including guaranteed issue, age rating, and 
prohibitions on health status and gender rating. While states can submit ACA innovation waivers in 
conjunction with Medicaid waivers (under Sec. 1115 of the Social Security Act), innovation waivers 
cannot be used to change Medicaid program requirements.

The map below shows the status of 1332 waivers requested by states.
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Waiver Status
Approved
Pending

□  Pending (On Hold)
_J W ithdraw n

Section 1332 State Innovation Waivers

Updated 4/19/18

Additional details on state waivers are provided below.

Approved Waivers
Alaska

Description
Allow federal pass through funding to partially finance the state’s Alaska Reinsurance 
Program (ARP). The ARP would fully or partially reimburse insurers for incurred claims 
for high-risk enrollees diagnosed with certain health conditions.

Date
Submitted

December 29, 2016

Date
Approved

July 7, 2017

Source Alaska 1332 waiver application and Waiver approval letter.
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Hawaii

Description

Waive ACA Small Business Health Options Program (SHOP) requirements that conflict 
with the state’s Prepaid Health Care Act. Enacted in 1974, the Prepaid Health Care Act 
requires employers to provide more generous coverage than is required under the ACA. 
Additionally, waive the requirement that the small business tax credits only be available 
through the SHOP.

Date
Submitted

August 10, 2016

Date
Approved

December 30, 2016

Source Hawaii 1332 waiver application and Waiver approval letter

Description 
of Waiver

Allow federal pass-through funding to partially finance the Minnesota Premium Security 
Plan (MPSP), a reinsurance program that would reimburse insurers 80% of claims 
between $50,000 and $250,000.
The waiver also seeks federal pass-through funding equal to the amount the federal 
government would have spent on tax credits and cost sharing subsidies for residents 
eligible for the state’s Basic Health Program, MInnesotaCare if the reinsurance program 
were not in place.

Date
Submitted

May 5, 2017

Date
Approved

September 22, 2017.
Although the federal government approved pass-through funding for the reinsurance 
program, it did not approve pass-through funding for BHP, thus providing the state with 
less federal funding than it had sought.

Source:
Minnesota 1332 waiver application and supporting materials; Letter from Governor 
Dayton to HHS Secretary Price; Waiver approval letter.

Oregon

Description 
of Waiver

Allow federal pass-through funding to partially finance the Oregon Reinsurance Program 
(ORP). The ORP would reimburse insurers 50% of claims between an attachment point 
(to be determined) and an estimated $1 million cap.

Date
Submitted

August 31,2017

Date
Approved

October 18, 2017

Source Oregon 1332 waiver application and Waiver approval letter.
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Pending or On Hold Waivers

Description

Waive cost sharing reduction (CSR) payments to insurers in Massachusetts and allow 
federal pass-through funding of those CSR payments and any advanced premium tax 
credit (APTC) payments resulting from lower premiums to partially finance a Premium 
Stabilization Fund (PSF). The PSF will make payments to insurers that are equivalent to 
the payments that would have been made through the federal CSR program.

Date
Submitted

September 8, 2017

Status

Waiver is pending at CMS, but currently on hold.
In a letter to the state dated October 23, 2017, CMS indicated the waiver application was 
incomplete, and given the required federal comment period, the waiver could not be 
implemented for the 2018 coverage year. The state is considering revising the waiver 
and resubmitting to implement changes for 2019.

Source Massachusetts 1332 waiver application and CMS letter

Ohio

Description
Waive the individual mandate requirement. Although Congress “zeroed out” the penalty 
associated with the individual mandate beginning in 2019, it did not eliminate the 
requirement.

Date
Submitted

March 30, 2018

Status Waiver is currently pending at CMS.
Source Ohio 1332 waiver application

Vermont

Description
Allow small employers to enroll directly with health insurance carriers rather than through 
an online SHOP web portal. The state had adopted the direct enrollment approach for 
small businesses after the SHOP portal developed by the state failed to launch in 2014.

Date
Submitted

March 15, 2016

Status

Waiver is pending at CMS, but currently on hold.
Guidance from CMS issued on April 18, 2016 delayed the required implementation of 
the SHOP portal until 2019. Further, the proposed Notice of Benefit and Payment 
Parameters for 2019 would permanently eliminate the requirement.

Source
Vermont 1332 waiver application; CMS guidance extending SHOP direct enrollment 
transition
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Wisconsin

Description 
of Waiver

Allow federal pass-through funding to partially finance the Wisconsin Healthcare Stability 
Plan (WIHSP). The WIHSP would reimburse insurers 50%-80% (exact percentage to be 
determined) of claims between $50,000 and $250,000.

Date
Submitted

April 19, 2018

Status Waiver is currently pending at CMS.
Source Wisconsin 1332 waiver application

Withdrawn Waivers
California

Description

The state requested approval to provide California Qualified Health Plans (CQHPs) to 
individuals ineligible to purchase coverage through Covered California, the state’s 
marketplace, due to their immigration status. Individuals purchasing CQHPs would not 
be eligible for premium tax credits or cost sharing subsidies.

Date
Submitted

December 16, 2016

Date
Withdrawn

January 18, 2017

Source California 1332 waiver application; Letter withdrawing application

IowaIowa

Description

The state sought to establish the Iowa Stopgap Measure (ISM) to restructure the 
coverage offered in the state’s individual market and to establish a reinsurance 
program.

• Require participating insurers to offer a single, standard health plan in the 
ACA-compliant market with an actuarial value of 68%-72% and a deductible of 
$7,350/individual and $14,700/family

• Provide flat premium credits based only on income and age in lieu of ACA 
premium tax credits, and provide premium credits to eligible consumers with 
income above 400% of poverty who purchase the standard plan.

• Continue to provide cost sharing subsidies for individuals with incomes up to 
200% FPL by increasing the actuarial value (AV) of the standard plan to 94% 
for those with income 133%-150% FPL and 83% for those 150%-200% FPL; 
eliminate cost sharing subsidies for those with incomes 200%-250% FPL

• Create an alternative process for applying for premium credits and enrolling in 
coverage.
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Iowa
• Use federal pass though funding to establish a reinsurance program to 

reimburse insurers for 85% of claims between $100,000 and $3 million, and 
100% of claims above $3 million

Date
Submitted

August 21,2017

Date
Withdrawn

October 23, 2017

Source
Iowa Stopgap Measure, Iowa Insurance Division, August 21,2017 and Iowa Stopgap 
Measure Supplement submitted to CCIIO. Additional information available at: 
https://iid.iowa.gov/iowa-stopgap-measure. Letter withdrawing application

Description

The state requested federal pass-through funding to partially finance the Oklahoma 
Individual Health Insurance Market Stabilization Program (OMSP). The OMSP would 
reimburse insurers 80% of claims above $15,000 and up to $400,000. The state 
estimated OMSP would reduce premiums by over 30% and requested that funds the 
federal government would have paid in premium tax credits to eligible marketplace 
enrollees had the reinsurance program not been in place be provided to the state to 
finance the program.

Date
Submitted

August 15, 2017

Date
Withdrawn

September 29, 2017

Source Oklahoma 1332 waiver application; Letter withdrawing application
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Executive Summary1

This report details the rapid consolidation of the hospital, physician, and insurance 
markets in California from 2010 to 2016. According to the U.S. Department of Justice and 
Federal Trade Commission’s H orizontal M erger Guidelines, 44 counties had highly concentrated 
hospital markets. For physician markets, 12 counties had highly concentrated primary care 
markets, 20 counties had highly concentrated orthopedics markets, 22 counties had highly 
concentrated cardiology markets, 24 counties had highly concentrated hematology/oncology 
markets, and 26 counties had highly concentrated radiology markets. The commercial insurance 
market was also highly concentrated with 42 counties considered highly concentrated according 
to the Guidelines. There was also an increasing trend of hospitals purchasing physician practices. 
The percent of physicians working for foundations owned by hospitals increased from 24% to 
39% between 2010 and 2016.

We found evidence that highly concentrated markets are associated with higher prices for 
a number of hospital and physician services and Affordable Care Act (ACA) premiums. In 
markets with Herfindahl-Hirschman Indices (HHIs) above 1,500, average inpatient procedures 
prices were 79% higher than the prices in markets with HHIs below 1,500. Likewise, average 
outpatient physician prices ranged from 35% to 63% higher (depending on the physician 
specialty) in markets with HHIs above 1,500. In Northern California -  which is considerably 
more concentrated than Southern California across all measures of health care market 
concentration that we analyzed -  inpatient prices were 70% higher, outpatient prices were 17­
55% higher (depending on the specialty of physician performing the procedure), and ACA 
premiums were 35% higher than they were in Southern California. Even after adjusting for input 
cost differences (i.e. wages) between Northern California and Southern California, procedure 
prices are still often 20-30% higher in Northern California than Southern California.

In sum, the pace of market consolidation in California has increased significantly. The 
vast majority of counties in California warrant concern and scrutiny according to the DOJ/FTC 
Guidelines. Consumers are paying more for health care as a result of market consolidation. It is 
now time for regulators and legislators to take action. 1

1 We are grateful to Ted Frech (Professor of Economics, Department of Economics, University of California, Santa 
Barbara), Sherry Glied (Dean and Professor of Public Service, Robert F. Wagner Graduate School of Public Service, 
New York University), and Tom Rice (Distinguished Professor, Department of Health Policy and Management, 
UCLA Fielding School of Public Health, University of California, Los Angeles) for helpful comments and 
suggestions on this report. All remaining errors are our own.

9



Introduction

Following a national trend (Fulton 2017), California insurer and provider markets are 
becoming more concentrated (Scheffler 2017, Melnick and Fonkych 2016). Market 
concentration is important because it is well known that as health care markets become more 
concentrated, prices and premiums for consumers increase (Scheffler and Arnold 2017, Scheffler 
et al. 2016, Scheffler et al. 2015, Gaynor et al. 2015). This report details the changes in health 
care market concentration in California from 2010 to 2016. The three objectives of the report are
(1) to describe trends in market concentration for hospitals, physician organizations, and insurers
(2) to demonstrate the increase in the percent of physicians who work for foundations owned by 
hospitals or health systems (3) to analyze the relationship between market concentration and 
health care procedure prices, as well as Affordable Care Act (ACA) premiums.

The report proceeds as follows. In the next section, we describe the data and methods 
used in our analysis. The following section presents California health care market concentration 
trends from 2010 to 2016. We then analyze changes in the percent of physicians working 
foundations owned by a hospital or health system that occurred from 2010 to 2016. The report 
concludes with a section that describes the association between health care market concentration 
and health care procedure prices/ACA premiums. This section that discusses the differences in 
prices and premiums that exist between Northern and Southern California, and a summary of our 
findings.

Data and Methods

Our first set of analyses use the well-known Herfindahl-Hirschman Index (HHI) to 
measure insurer, hospital, and physician market concentration. HHI is used in the U.S. 
Department of Justice and Federal Trade Commission (DOJ/FTC)’s H orizontal M erger 
Guidelines (U.S. Department of Justice and the Federal Trade Commission 2010) and can range 
from 0 to 10,000. The measure is calculated by summing the squared market shares of firms. For 
example, if a market included two firms, one with 80% market share and the other with 20% 
market share, the HHI of the market would be 6,800 (or 802 + 202). The H orizontal M erger 
Guidelines consider markets with HHIs between 1,500 and 2,500 points to be moderately 
concentrated and markets with HHIs in excess of 2,500 points to be highly concentrated. In the 
context of mergers, the Guidelines assign the highest concern and scrutiny to mergers that would 
increase the HHI in a market by over 200 points and leave the market with an HHI of over 2,500. 
Other HHI changes and levels trigger different degrees of concern and scrutiny (see Table 1 for 
details). For this report, we defined markets using counties, but other definitions such as 
metropolitan statistical areas (MSAs) are possible. We highlight the counties that increased by 
over 200 HHI points from 2010 to 2016 and had HHIs of over 2,500 in 2016.
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Table 1. Level o f  Concern and  Scrutiny Based on H H I Change and  Resulting H H I Level

H H I Level in 2016

< 1,500 1,500 to 2,500 >2,500

H H I Change <100 Low Low Low
2010 to 2016

100 to 200 Low Moderate Moderate

>200 Low Moderate High

Low: “Unlikely to have adverse competitive effects and ordinarily require no further analysis”
Moderate: “Potentially raise significant competitive concerns and often warrant scrutiny”
High: “Presumed to be likely to enhance market power”

Source: Authors’ analysis o f  U.S. Department o f  Justice and Federal Trade Commission’s 2010 Horizontal Merger 
Guidelines (pg. 19)
Note: HHI=Herfindahl-Hirschman Index.

We measured the market shares of health insurers and hospitals using commercial 
enrollment (both fully- and self-insured) and inpatient admissions, respectively. Hospital systems 
were treated as a single firm for the purposes of our market share calculations, and we only 
accounted for short-term general hospitals when computing market share.2 Our measures of the 
market shares of specialist and primary care groups are based on the number of physicians within 
each group.3 The data sources we used to calculate these measures included: for health insurers, 
the Managed Market Surveyor provided by Decision Resources Group (formerly HealthLeaders- 
Interstudy); for hospitals, the American Hospital Association’s (AHA) Annual Survey Database; 
and for physicians, the SK&A Office Based Physicians Database provided by QuintilesIMS.

For physicians, we computed an HHI for five separate specialties: primary care, 
cardiology, hematology/oncology, orthopedics, and radiology. These specialties were chosen 
because there was ample sample size (at least 10,000 physicians) in the data source and because 
the four specialty physicians are among the most highly compensated specialties.

Our second set of analyses look at the percent of physicians in a market who work for 
foundations owned by a hospital or health system.4 In both the first set of analyses with HHIs 
and this second set, we use counties to define a market geographically. Using counties as the 
geographic market has been used frequently for research purposes (Frech et al. 2015, Baker et al. 
2014).

Our next set of analyses correlate health care prices and ACA premiums with measures of 
market concentration. The prices we analyze are the median 2014 ACA rating area-level prices

2 Specialty hospitals (e.g. rehabilitation centers) or hospitals not open to the general public (e.g. VA hospitals) are 
not included.
3 See Fulton (2017) for methodological details.
4 Corporate practice of medicine laws in California restrict physicians from being directly employed by 
corporations. See Martin and Neville (2016) for details.
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displayed on the California Healthcare Compare website.5 The prices we analyze are the median 
amount paid by insurers and consumers for procedures in a specific rating area and were 
calculated using data from Truven Health MarketScan.6 Since the prices we have available to us 
are rating area-level, we correlated the prices with rating area-level HHIs rather than the county- 
level HHIs in our first set of analyses.

We chose which measure of market concentration to correlate with each procedure prices 
as follows. If the procedure was an inpatient procedure, we correlated it with hospital market 
concentration. If the procedure was an outpatient procedure, we identified which physician 
specialty would be associated with the procedure, and then correlated the market concentration 
of that specialty with procedure prices. For example, we correlated rating area-level 
cardiomyopathy prices with rating area-level cardiology HHI.

Finally, we correlate ACA premiums with the market concentration of commercial 
insurers using ACA rating areas.

Health Care M arket Concentration Trends

Figure 1 shows the hospital HHI, by California county, in 2016. Of the 54 California 
counties with a hospital in 2016, 44 were highly concentrated (HHI above 2,500), and six were 
moderately concentrated (HHI between 1,500 and 2,500). The mean HHI across the 54 counties 
analyzed was a staggering 5,613 in 2016.

Figure 1. H ospital M arket Concentration, 2016

Source: Authors ’ analysis o f  the American Hospital Association’s Annual Survey Databases. 
Note: HHI=Herfindahl-Hirschman Index.

5 http://www.cahealthcarecompare.org/cost select.jsp
6http://article.images.consumerreports.org/prod/content/dam/cro/news articles/health/PDFs/CAHealthCareCompare 

methods.pdf
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Figure 2 examines the changes in hospital HHI that occurred across counties between 
2010 and 2016. Hospital concentration was stable during this period with a mean decrease of 
only 24 HHI points during the period. However, there was significant variation across counties, 
with 14 counties experiencing HHI increases of over 200 points from 2010 to 2016. These 14 
counties qualify for the list of high concern and scrutiny counties according to the DOJ/FTC 
Guidelines (2016 HHI > 2,500 and HHI change > 200). The list of high concern and scrutiny 
counties is presented as Table 2.

Figure 2. H ospital M arket Concentration Changes from  2010 to 2016

Source: Authors ’ analysis o f  the American Hospital Association’s Annual Survey Databases. 
Note: HHI=Herfindahl-Hirschman Index.
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Table 2. H ospital M arket Concentration -  High Concern and  Scrutiny Counties

County 2010 Hospital H H I 2016 Hospital H H I H H I Change
Stanislaus
Kings
Madera
Tulare
Fresno
San Luis Obispo 
Contra Costa 
Humboldt 
Solano 
Sacramento 
Siskiyou 
San Mateo 
Santa Cruz 
El Dorado

3,361
8,534
9.017 
4,463 
3,984 
5,208 
2,335 
6,080
4.017 
2,592 
5,027 
2,303 
5,760 
5,747

5,172
10,000
10,000

5,422
4,884
5,753
2,860
6,480
4,375
2,844
5,272
2,543
5,974
5,951

1,811
1,466

983
958
901
544
526
400
359
253
244
240
214
203

Source: Authors ’ analysis o f  the American Hospital Association’s Annual Survey Databases.
Note: HHI=Herfindahl-Hirschman Index.

Figures 3 and 4 and Table 3 repeat the same analysis, but for insurer market 
concentration. Similar to the hospital market, most insurer markets are highly concentrated as of 
2016. Among the 58 California counties, 42 were highly concentrated and 16 were moderately 
concentrated (Figure 3). The mean insurer HHI was 2,953 in 2016. Insurer concentration 
decreased by 203 points on average across the 58 counties between 2010 and 2016 (Figure 4). 
However, eight counties experienced concentration increases of greater than 200 points during 
this time. Seven of these eight counties qualify for the list of high concern and scrutiny counties 
according to the DOJ/FTC Guidelines and are listed in Table 3.
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Figure 3. Insurer Market Concentration, 2016

Source: Authors ’ analysis o f  the Managed Market Surveyor provided by Decision Resources Group (formerly 
HealthLeaders-Interstudy).
Note: HHI=Herfindahl-Hirschman Index.

Figure 4. Insurer M arket Concentration Changes from  2010 to 2016

Source: Authors ’ analysis o f  the Managed Market Surveyor provided by Decision Resources Group (formerly 
HealthLeaders-Interstudy).
Note: HHI=Herfindahl-Hirschman Index.
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Table 3. Insurer M arket Concentration -  H igh Concern and  Scrutiny Counties

County______________ 2010 Insurer H H I 2016 Insurer H H I H H I Change
Solano 3,333 4,742 1,409
Humboldt 3,106 3,634 528
Butte 3,815 4,286 471
San Joaquin 2,471 2,906 435
Sacramento 2,536 2,951 415
Contra Costa 2,634 2,952 318
Santa Barbara 2,803 3,008 205

Source: Authors ’ analysis o f  the Managed Market Surveyor provided by Decision Resources Group (formerly 
HealthLeaders-Interstudy).
Note: HHI=Herfindahl-Hirschman Index.

Figures 5 and 6 show the market concentration of primary care physicians in 2016 and 
the change in primary care market concentration between 2010 and 2016, respectively. The mean 
HHI across counties was 1,984 in 2016. Of the 57 counties analyzed, 12 were highly 
concentrated and 21 were moderately concentrated. The seven counties that warrant high 
concern and scrutiny according to the DOJ/FTC Guidelines are listed in Table 4.

Figure 5. Primary Care M arket Concentration, 2016

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS.
Note: HHI=Herfindahl-Hirschman Index.
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Figure 6. Primary Care Market Concentration Changes from 2010 to 2016

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS. 
Note: HHI=Herfmdahl-Hirschman Index.

Table 4. Primary Care M arket Concentration -  High Concern and  Scrutiny Counties

County 2010 Prim ary Care 2016 Prim ary Care H H I Change
H H I H H I

Amador 655
Plumas 6,303
Calaveras 2,888
Lake 799
Colusa 3,585
Inyo 2,166
El Dorado 2,526

2,934 2,279
8,515 2,212
4,831 1,943
2,505 1,707
4,314 729
2,873 707
2,902 376

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS. 
Note: HHI=Herfindahl-Hirschman Index.
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Figures 7, 9, 11, and 13 show the levels of cardiology, hematology/oncology, 
orthopedics, and radiology market concentration in 2016. Figures 8, 10, 12, and 14 show the 
changes in market concentration of each of these four markets between 2010 and 2016. Tables 5­
9 show the high concern and scrutiny counties for each of the four markets.

The mean cardiology HHI across counties was 3,357 in 2016 (Figure 7) and 
concentration increased by 134 HHI on average across counties between 2010 and 2016 (Figure 
8). Five counties warrant high concern and scrutiny for cardiology markets (Table 5). For 
hematology/oncology markets, the mean HHI was 4,388 in 2016 (Figure 9) and concentration 
increased by 506 HHI on average between 2010 and 2016 (Figure 10). Ten counties warrant high 
concern and scrutiny for hematology/oncology markets (Table 6). The mean orthopedics HHI 
across counties was 3,073 in 2016 (Figure 11) and concentration increased by 691 HHI on 
average between 2010 and 2016 (Figure 12). Fourteen counties warrant high concern and 
scrutiny for orthopedics markets (Table 7). Finally, for radiology markets, the mean HHI was 
4,237 in 2016 (Figure 13); concentration also increased by 438 HHI on average between 2010 
and 2016 (Figure 14). Fourteen counties warrant high concern and scrutiny for radiology markets 
(Table 8).

Figure 7. Cardiology M arket Concentration, 2016

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS.
Note: HHI=Herfmdahl-Hirschman Index.
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Figure 8. Cardiology Market Concentration Changes from 2010 to 2016

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS. 
Note: HHI=Herfmdahl-Hirschman Index.

Table 5. Cardiology M arket Concentration -  High Concern and  Scrutiny Counties

County 2010 Cardiology 2016 Cardiology H H I Change
H H I H H I

El Dorado 2,653 7,222 4,569
Humboldt 1,000 5,556 4,556
Napa 857 3,288 2,431
Amador 2,171 4,136 1,965
San Benito 3,930 5,000 1,070

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS. 
Note: HHI=Herfindahl-Hirschman Index.

19



Figure 9. Hematology/Oncology Market Concentration, 2016

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS. 
Note: HHI=Herfmdahl-Hirschman Index.

Figure 10. Hematology/Oncology M arket Concentration Changes from  2010 to 2016

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS.
Note: HHI=Herfmdahl-Hirschman Index.
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Table 6. Hematology/Oncology M arket Concentration -  High Concern and  Scrutiny Counties

County 2010 Hematology/ 2016 Hematology/ H H I Change
__________________ Oncology H H I______ Oncology H H I___________________
Kings 3,750 10,000 6,250
Mendocino 4,335 10,000 5,665
Imperial 5,000 10,000 5,000
Butte 1,515 5,062 3,547
San Francisco 1,343 4,192 2,849
Fresno 600 2,868 2,268
Santa Clara 1,190 3,130 1,940
Nevada 3,333 5,000 1,667
Placer 2,613 3,127 514
El Dorado 9,763 10,000 237

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS. 
Note: HHI=Herfindahl-Hirschman Index.

Figure 11. Orthopedics M arket Concentration, 2016

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS.
Note: HHI=Herfindahl-Hirschman Index.
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Figure 12. Orthopedics Market Concentration Changes from 2010 to 2016

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS. 
Note: HHI=Herfmdahl-Hirschman Index.

Table 7. Orthopedics M arket Concentration -  H igh Concern and  Scrutiny Counties

County 2010 Orthopedics 2016 Orthopedics H H I Change
H H I H H I

Yolo 2,581 5,950 3,369
Siskiyou 2,203 5,556 3,353
Humboldt 1,250 4,375 3,125
Placer 1,304 4,369 3,065
Sutter 3,888 6,406 2,518
El Dorado 2,727 5,000 2,273
Tehama 3,333 5,509 2,176
Amador 3,122 4,137 1,015
Butte 2,492 3,437 945
Kings 2,800 3,421 621
Calaveras 5,125 5,556 431
Plumas 7,689 8,081 392
Marin 2,126 2,500 374
Del Norte 5,000 5,313 313

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS. 
Note: HHI=Herfindahl-Hirschman Index.
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Figure 13. Radiology Market Concentration, 2016

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS. 
Note: HHI=Herfmdahl-Hirschman Index.

Figure 14. Radiology M arket Concentration Changes from  2010 to 2016

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS.
Note: HHI=Herfindahl-Hirschman Index.
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Table 8. Radiology M arket Concentration -  H igh Concern and  Scrutiny Counties

County 2010 Radiology 2016 Radiology H H I Change
H H I H H I

Mono 1,667 10,000 8,333
Humboldt 4,050 10,000 5,950
San Benito 5,000 10,000 5,000
Mendocino 3,889 6,800 2,911
San Francisco 1,385 3,781 2,396
Shasta 1,441 3,579 2,138
Sonoma 1,557 3,081 1,523
Napa 5,460 6,676 1,216
Sutter 6,600 7,813 1,213
Imperial 1,947 2,796 849
Tehama 2,500 3,333 833
Monterey 2,792 3,373 581
Merced 2,097 2,653 556
El Dorado 4,397 4,776 378

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS. 
Note: HHI=Herfmdahl-Hirschman Index.

Changes in the Percent of Physicians W orking for Foundations Owned by a Hospital or 
Health System

The next set of results examine how the percent of physicians working foundations 
owned by a hospital or health system changed from 2010 to 2016. For these analyses, we show 
the results for three groups: all physicians, primary care physicians, and specialist physicians, 
where we define specialist physicians to consist of the four specialists we analyzed previously -  
cardiologists, hematologists/oncologists, orthopedists, and radiologists. Figure 15 displays the 
results for all physicians. In 2010, 24% of a California county’s physicians worked for a 
foundation owned by a hospital or health system, on average. By 2016, the percent had jumped 
to 39%. We found a similar pattern for primary care physicians. Figure 16 shows the same 
measure to increase from 26% to 39% between 2010 and 2016 for primary care physicians. 
Figure 17 shows the increase to be even more dramatic for specialist physicians. In 2010, the 
average county had 21% of its specialist physicians working for a foundation owned by a 
hospital or health system. By 2016, the average county had 50% of its specialist physicians 
working for a foundation owned by a hospital or health system.
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Figure 15. Percent o f Physicians in Each County Who Work for Foundations Owned by a
Hospital or Health System

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS.

Figure 16. Percent o f  Primary Care Physicians in Each County Who Work fo r  Foundations 
Owned by a H ospital or Health System

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS.
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Figure 17. Percent o f Specialist Physicians in Each County Who Work for Foundations Owned
by a Hospital or Health System

Source: Authors ’ analysis o f  the SK&A Office Based Physicians Database provided by QuintilesIMS.

The Association between Health Care M arket Concentration and Health Care Prices/ACA 

Premiums

Our next analyses examine the association between health care procedure prices and 
measures of market concentration. We show this association using ACA rating area-level median 
procedure prices. There are 19 ACA rating areas in California (see Figure A1 in the appendix for 
a map). The ACA rating area-level median procedure prices we utilized are publicly available 
from California Healthcare Compare.7 California Healthcare Compare does not provide price 
information for rating area 14 (Central Valley), so the figures we present in the following section 
have a maximum of 18 observations. For certain procedures, price data is available for fewer 
than 18 rating areas. Since the prices available to use are rating area-level, we correlate them 
with rating area-level measures of market concentration. Table A1 in the appendix displays the 
rating area-level concentration measures that we used in the price correlations that follow.

Figures 19-23 graphically depict the correlation between health care market concentration 
and the prices of various health care procedures. In total, we selected three inpatient procedures 
and 18 outpatient procedures to correlate with measures of health care market concentration. We 
correlated the inpatient procedure prices with hospital market concentration. For each outpatient 
procedure, we correlated the procedure’s prices with the market concentration of the specialty 
that performs the procedure. For instance, we correlated cardiomyopathy (heart muscle disease)

7 http://www.cahealthcarecompare.org/cost select.jsp
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prices with measures of cardiology market concentration. The full list of the three inpatient 
procedures and the 18 outpatient procedures (by specialty) we analyzed are footnoted below.8 
For brevity, we discuss the results of one procedure price correlation each for hospital, primary 
care, cardiology, hematology/oncology, and radiology (Figure 19-23, respectively). Graphical 
depictions of the remaining 17 procedure price/market concentration correlations are available in 
the appendix (Figures A2-A17). Additionally, the regression estimates that underlie Figures 19­
23 and Figures A2-A17 are also available in the appendix as Tables A3-A8. Tables A3-A8 
estimate the association between both unadjusted and input cost adjusted procedure prices and 
market concentration. Tables A9-A14 are identical to Tables A3-A8, except that the regressions 
in Tables A9-A14 are weighted by rating area population to account for the fact that population 
varies considerably across rating areas. While all the figures presented within the main text of the 
report use unadjusted prices (i.e. actual prices that are paid), the regression tables in the appendix 
present the results for both unadjusted and input cost adjusted prices. We used the Medicare 
wage index to input cost adjust prices.9 The Medicare program uses the Medicare wage index to 
adjust standardized amounts paid to hospitals to account for differences in hospital wage levels 
across regions. Results using input cost adjusted prices are similar to the unadjusted price results 
that we present in the main text (see the appendix for details).

Figure 19 shows the correlation between heart attack (acute myocardial infarction) prices 
and hospital market concentration. The average median heart attack price across the 17 rating 
areas analyzed was $20,809. In Los Angeles -  East, which had a hospital HHI of 656 in 2014, 
the median price to treat a heart attack was $15,795. In contrast, in the Eastern rating area, where 
hospital HHI was 3,851, the median price to treat a heart attack was $28,477 -  80% above the 
price to treat a heart attack in Los Angeles.

8 Inpatient procedures (3): heart attack (acute myocardial infarction), partial hip replacement revision, premature 
baby (extremely low weight)
Outpatient procedures (18): Primary Care (9) -  cervical cancer screening converted, colon cancer screening -  
sigmoidoscopy, diagnostic blood fecal test, diverticular disease, fibroids, kidney (renal) failure, sore throat, upper 
respiratory infection/common cold (adult), urinary tract stone; Cardiology (3) -  cardiomyopathy (heart muscle 
disease), cardiovascular symptoms (other), coronary artery disease with heart bypass surgery; 
Hematology/Oncology (3) -  breast cancer, lung, bronchi, or mediastinum cancer, prostate cancer; Orthopedics (3) -  
ankle fracture/sprain, knee ligament injury, wrist or hand fracture/dislocation/sprain
9 https://www.cms.gov/Medicare/Medicare-Fee-for-Service-Payment/AcuteInpatientPPS/wageindex.html
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Figure 19. Heart Attack (Acute Myocardial Infarction) Price and Hospital HHI Correlation

2014 Heart Attack (Acute Myocardial Infarction) Prices
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Note: HHI=Herfindahl-Hirschman Index. The slope o f the regression line in the figure is statistically significant at 
the p<0.10 level. See Table A3 in the appendix for the regression output that corresponds to this figure.

Our analysis of the correlation between outpatient procedure prices and the market 
concentrations of the physician specialties that perform the procedures begins with Figure 20. 
The figure shows the correlation between upper respiratory infection/common cold (adult) prices 
and primary care market concentration. The average median upper respiratory infection/common 
cold (adult) price across the 18 rating areas analyzed was $151. In Orange County, which had a 
primary care HHI of 513 in 2014, the median price to treat a common cold was $131. 
Alternatively, in San Mateo, where primary care HHI was 1,892, the median price to treat a 
common cold was $215 -  64% above the price to treat a common cold in Orange County.
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Figure 20. Upper Respiratory Infection/Common Cold Price and Primary Care HHI Correlation

2014 Upper Respiratory Infection/Common Cold (Adult) Prices
in  -
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Note: HHI=Herfindahl-Hirschman Index. The slope o f the regression line in the figure is statistically significant at 
the p<0.01 level. See Table A4 in the appendix for the regression output that corresponds to this figure.

Figure 21 shows the correlation between cardiomyopathy (heart muscle disease) prices 
and cardiology market concentration. The average median cardiomyopathy price across the 17 
rating areas analyzed was $1,867. In Los Angeles -  East, which had a cardiology HHI of 259 in 
2014, the median cardiomyopathy price was $1,500. In San Francisco, where cardiology HHI 
was 1,237, the median cardiomyopathy price was $3,023 -  about double the cardiomyopathy 
price of Los Angeles.
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Figure 21. Cardiomyopathy (Heart Muscle Disease) Price and Cardiology HHI Correlation
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Note: HHI=Herfindahl-Hirschman Index. The slope o f the regression line in the figure is statistically significant at 
the p<0.01 level. See Table A5 in the appendix for the regression output that corresponds to this figure.

The correlation between breast cancer exam prices and hematology/oncology market 
concentration is shown in Figure 22. The average median breast cancer exam price across the 18 
rating areas analyzed was $4,686. In San Diego, which had a hematology/oncology HHI of 1,298 
in 2014, the median breast cancer exam price was $4,310. In San Francisco, where 
hematology/oncology HHI was 4,331, the median breast cancer exam price was $5,898 -  37% 
above the median breast cancer exam price in San Diego.

Figure 22. Breast Cancer Exam Price and  Hematology/Oncology H H I Correlation

Note: HHI=Herfindahl-Hirschman Index. The slope o f the regression line in the figure is statistically significant at 
the p<0.05 level. See Table A 6 in the appendix for the regression output that corresponds to this figure.
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Figure 23 shows the correlation between ankle fracture/sprain prices and orthopedics 
market concentration. The average median ankle fracture/sprain price across the 18 rating areas 
analyzed was $537. In Orange County, which had an orthopedics HHI of 240 in 2014, the 
median ankle fracture/sprain price was $404. In the Eastern rating area, where orthopedics HHI 
was 2,612, the median ankle fracture/sprain price was $911 -  over double the median ankle 
fracture/sprain price in Orange County.

Figure 23. Ankle Fracture/Sprain Price and  Orthopedics H H I Correlation

Note: HHI=Herfindahl-Hirschman Index. The slope o f the regression line in the figure is statistically significant at 
the p<0.01 level. See Table A 7 in the appendix for the regression output that corresponds to this figure.

Figure 24 shows the correlation between ACA premiums and insurer market 
concentration (see Table A2 in the appendix for benchmark premiums and insurer HHIs by 
rating area). The premiums shown in the figure are the second-lowest cost silver plan (hereafter, 
benchmark plan) in each rating area in 2016. The premium of the benchmark plan in each rating 
area is used to compute the advance premium tax credits available to household between 138% 
and 400% of the federal poverty level. The average monthly benchmark plan premium for an 
unsubsidized 40-year old across the 19 rating areas analyzed was $342 in 2016.10 In San Diego, 
which had an insurer HHI of 1,539 in 2016, the average monthly benchmark plan premium was 
$296 for an unsubsidized 40-year-old. In the Monterey Coast rating area, where insurer HHI was 
3,380, the average monthly benchmark plan premium was $421 for an unsubsidized 40-year-old 
-  42% above the monthly premium in San Diego.

10 http://www.chcf.org/aca-411/explore-the-
data#chart%2Caffordability%2Cpremiums%2Cprem assistance%2CRegionMap%20(totalprem)%2C2016%2Cregi 
on12
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Figure 24. Covered California Benchmark Premium and Insurer HHI Correlation
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Notes: HHI=Herfindahl-Hirschman Index. The benchmark premium shown in the figure is the monthly premium an 
unsubsidized 40-year-old would pay for the second-lowest-cost silver plan in each rating area. The slope o f the 
regression line in the figure is statistically significant at the p<0.01 level. See Table A8 in the appendix for the 
regression output that corresponds to this figure.

The Association between the Percent of Physicians W orking for Foundations Owned by 

Hospitals or Health Systems and Outpatient Procedure Prices

The next set of analyses (Figures 25-28) repeat the analyses in Figures 20-24 above, but 
with the percent of physicians who work for foundations owned by hospitals or health systems. 
Based on previous studies, we predict that rating areas with a higher percent of physicians 
working for foundations owned by hospitals or health systems will be associated with higher 
outpatient procedure prices (see Post et al. (2017) for a review of this literature). Table A15 in 
the appendix displays the rating area-level percent of physicians working for foundations owned 
by hospitals or health systems that we used in the price correlations that follow. We did 
performed the analysis for the same 18 outpatient procedures we analyzed in the previous 
section.11 Again, for brevity, we show the result for one procedure with each specialty in the 
main text. The graphical depictions of the results for the remaining 14 procedures are available in 
the appendix as Figures A18-A31. The regressions from which the figures were produced are 
also available in the appendix. Tables A16-A19 show unweighted regressions while the 
regressions in Tables A20-A23 are weighted by the population in each rating area. Tables A16- 11

11 Outpatient procedures (18): Primary Care (9) -  cervical cancer screening converted, colon cancer screening -  
sigmoidoscopy, diagnostic blood fecal test, diverticular disease, fibroids, kidney (renal) failure, sore throat, upper 
respiratory infection/common cold (adult), urinary tract stone; Cardiology (3) -  cardiomyopathy (heart muscle 
disease), cardiovascular symptoms (other), coronary artery disease with heart bypass surgery; 
Hematology/Oncology (3) -  breast cancer, lung, bronchi, or mediastinum cancer, prostate cancer; Orthopedics (3) -  
ankle fracture/sprain, knee ligament injury, wrist or hand fracture/dislocation/sprain
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A23 all perform the analysis using both unadjusted prices and input cost adjusted prices. All the 
figures shown in the main text use unadjusted prices.

Figure 25 shows the correlation between upper respiratory infection/common cold (adult) 
prices and the percent of primary care physicians in a rating area who work for foundations 
owned by a hospital or health system. The average median upper respiratory infection/common 
cold (adult) price across the 18 rating areas analyzed was $151. In Orange County, which had 
22% of its primary care physicians working for a foundation owned by a hospital or health 
system, the median price to treat a common cold was $131. Alternatively, in San Francisco, 
where 49% of primary care physicians work for a foundation owned by a hospital or health 
system, the median price to treat a common cold was $205 -  56% above the price to treat a 
common cold in Orange County.

Figure 25. Upper Respiratory Infection/Common Cold Price and  the Percent o f  Primary Care 
Physicians Working fo r  Foundations Owned by a H ospital or Health System Correlation

Note: % PC Own by Hosp = the percent ofprimary care physicians in a rating area who work for foundations 
owned by hospital or health systems. The slope o f the regression line in the figure is statistically significant at the 
p<0.01 level. See Table A16 in the appendix for the regression output that corresponds to this figure.

Figure 26 shows the correlation between cardiomyopathy (heart muscle disease) prices 
and the percent of cardiologists in a rating area who work for foundations owned by a hospital or 
health system. The average median cardiomyopathy price across the 17 rating areas analyzed 
was $1,867. In Los Angeles -  East, which had 14% of its cardiologists working for a foundation 
owned by a hospital or health system, the median cardiomyopathy price was $1,500. In San 
Francisco, where 58% of cardiologists work for a foundation owned by a hospital or health 
system, the median cardiomyopathy price was $3,023 -  about double the cardiomyopathy price 
of Los Angeles.

33



Figure 26. Cardiomyopathy (Heart Muscle Disease) Price and the Percent o f Cardiologists
Working for Foundations Owned by a Hospital or Health System Correlation
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Note: % CAR Own by Hosp = the percent o f  cardiologists in a rating area who work for foundations owned by 
hospital or health systems. The slope o f the regression line in the figure is statistically significant at the p<0.10 
level. See Table A17 in the appendix for the regression output that corresponds to this figure.

The correlation between breast cancer exam prices and the percent of 
hematologists/oncologists in a rating area who work for foundations owned by a hospital or 
health system is shown in Figure 27. The average median breast cancer exam price across the 18 
rating areas analyzed was $4,686. In the Central Coast, which had 16% of its 
hematologists/oncologists working for a foundation owned by a hospital or health system, the 
median breast cancer exam price was $3,516. In San Francisco, where 77% of 
hematologists/oncologists work for a foundation owned by a hospital or health system, the 
median breast cancer exam price was $5,898 -  68% above the median breast cancer exam price 
in the Central Coast.
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Figure 27. Breast Cancer Exam Price and the Percent of Hematologists/Oncologists Working
for Foundations Owned by a Hospital or Health System Correlation
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Note: % HEM/ONC Own by Hosp = the percent ofhematologists/oncologists in a rating area who work for  
foundations owned by a hospital or health system. The slope o f  the regression line in the figure is statistically 
significant at the p<0.01 level. See Table A18 in the appendix for the regression output that corresponds to this 
figure.

Figure 28 shows the correlation between knee ligament injury prices and the percent of 
orthopedists in a rating area who work for foundations owned by a hospital or health system. The 
average median knee ligament injury price across the 18 rating areas analyzed was $279. In 
Orange County, which had 17% of its orthopedists working for a foundation owned by a hospital 
or health system, the median knee ligament injury price was $270. In San Mateo, where 56% of 
orthopedists work for a foundation owned by a hospital or health system, the median knee 
ligament injury price was $326 -  21% above the median breast cancer exam price in the Central 
Coast.
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Figure 28. Knee Ligament Injury Price and the Percent o f Orthopedists Working for
Foundations Owned by a Hospital or Health System Correlation

Orange.

2014 Knee Ligament Injury Prices

•  Eastern

San Mateo

•  Greater Sacramento

Contra Costa..»  Northern
• CamrsKMfcpsdes ̂  Joaqu|n Va||ey

•  Monterey Coast
•  Inland Empire

•  Central San Joaquin

Zo ORS Own by Hosp

•  Knee Ligament Injury Fitted values

Note: % ORS Own by Hosp = the percent o f  orthopedists in a rating area who work for foundations owned by a 
hospital or health system. The slope o f the regression line in the figure is statistically significant at the p<0.05 level. 
See Table A19 in the appendix for the regression output that corresponds to this figure.

Prices and Premiums in Rating Areas with HHTs Above and Below the H H I Thresholds 

Used by the Horizontal Merger Guidelines

Tables 9 and 10 show how prices and premiums vary in rating areas above and below 
H orizontal M erger Guidelines thresholds (U.S. Department of Justice and the Federal Trade 
Commission 2010). For hospital and physician prices, we use HHI=1,500 as our cutoff for 
dividing rating areas. According to the Guidelines, 1,500 is the threshold for a moderately 
concentrated market.

Table 9 shows that 6 rating areas have hospital HHIs below 1,500 while 12 rating areas 
have hospital HHIs above 1,500 (see Table A1 in the appendix for the list of rating area-level 
hospital and physician HHIs). The average inpatient procedure price was $139,909 in rating 
areas below HHI=1,500 and $250,203 in rating areas above HHI=1,500 -  a 79% difference. The 
three inpatient procedures used to compute average inpatient procedure price are listed in the 
notes below the table. Results for individual procedures are available in Table A24 in the 
appendix.

Likewise, average outpatient primary care, hematology/oncology, and orthopedics 
procedure prices were much higher in rating areas above HHI=1,500 than in rating areas below 
HHI=1,500. Average outpatient primary care procedure prices were 35% higher ($898 vs. $665), 
average outpatient hematology/oncology procedure prices were 51% higher ($20,819 vs. 
$13,762), and average outpatient orthopedics procedure prices were 63% higher ($715 vs. $439).
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At the bottom of Table 9, we show how ACA premiums differ in rating areas above and 
below HHI=2,500 -  the Guidelines’ threshold for a highly concentrated market. In the 9 rating 
areas below insurer HHI=2,500 average ACA benchmark plan monthly premiums were $318 
versus $363 in the 10 rating areas with insurer above HHI=2,500 -  a 14% difference.

Table 9. Prices (2014) and  ACA Premiums (2016) by H H I Level

HHI < 1,500 HHI > 1,500 % Difference
Avg. In p atien t P roced u re Price $ 1 3 9 ,9 0 9 $ 2 5 0 ,2 0 3 79%

# o f ra ting  areas (Hospital HHI) 6 12

Avg. O u tp a tien t Prim ary Care P roced u re Price $665 $8 9 8 35%

# o f ra ting  areas (Primary Care H H I***) 12 6

Avg. O u tp a tien t H e m a to lo g y /O n co lo g y  P roced u re Price $ 1 3 ,7 6 2 $ 2 0 ,8 1 9 51%

# o f ra ting  areas (Hematology/Oncology HHI) 11 7

Avg. O u tp a tien t O rth op ed ist P roced u re Price $439 $715 63%

# o f ra ting  areas (Orthopedics HHI) 17 1

HHI < 2,500 HHI > 2,500 % Difference
Avg. ACA B enchm ark  Plan M on th ly  Prem ium

# o f ra ting  areas

$ 3 1 8

9

$363

10

14%

Notes: The procedures below were used to compute average prices for each provider category. The average 
reported above is a straight average across the procedures within each category. Cardiology prices are not 
reported as no rating areas had a cardiology HHI below 1,500 (see Table A 1 in the appendix). The premiums listed 
in Table A2 were used for the analysis o f  Avg. ACA Benchmark Plan Monthly Premiums. * * *  Primary Care HHI 
was calculated at the primary care service area (PCSA)-level and then weighted up to the rating area-level (see 
Goodman et al. (2003) for details on PCSAs). A ll other HHIs were calculated directly at the rating area-level.

Inpatient procedures (3): heart attack (acute myocardial infarction), partial hip replacement revision, premature 
baby (extremely low weight)
Outpatient procedures (15):
Primary Care (9) -  cervical cancer screening converted, colon cancer screening -  sigmoidoscopy, diagnostic blood 
fecal test, diverticular disease, fibroids, kidney (renal) failure, sore throat, upper respiratory infection/common cold 
(adult), urinary tract stone
Hematology/Oncology (3) -  breast cancer, lung, bronchi, or mediastinum cancer, prostate cancer 
Orthopedics (3) -  ankle fracture/sprain, knee ligament injury, wrist or handfracture/dislocation/sprain
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Table 10 repeats the analysis performed in Table 9 but with input cost adjusted prices. 
Results for individual procedures are available in Table A25 in the appendix. In Table 10, all 
procedure prices and premiums were input cost adjusted using the Medicare wage index. The 
Medicare program uses the Medicare wage index to adjust standardized amounts paid to 
hospitals to account for differences in hospital wage levels across regions.12 Table 10 shows that 
while accounting for regional input cost differences generally shrinks the price (ACA premium) 
difference, there are still considerable differences in procedure prices (ACA premiums) in rating 
areas above and below HHI=1,500 (HHI=2,500). For instance, unadjusted inpatient procedure 
prices are 79% higher in rating areas above HHI=1,500 than in rating areas below HHI=1,500 
(Table 9), while input cost adjusted inpatient procedure prices are 52% higher in rating areas 
above HHI=1,500 than in rating areas below HHI=1,500 (Table 10).

12 The Centers for Medicare & Medicaid Services currently defines “hospital geographic areas (labor markets areas) 
based on the definitions of Core-Based Statistical Areas (CBSAs) established by the Office of Management and 
Budget and announced in December 2003.” We population-weighted CBSA-level Medicare wage indices to 
construct the rating area-level Medicare wage indices used in our analysis.
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Table 10. Input cost adjusted Prices (2014) and ACA Premiums (2016) by HHI Level

HHI < 1,500 HHI > 1,500 % Difference
Input c o st  ad ju sted  Avg. In p atien t P roced u re Price $ 1 0 8 ,4 8 3 $ 1 6 5 ,1 1 9 52%

# o f ra ting  areas 6 12

Input c o st  ad ju sted  Avg. O u tp a tien t Prim ary Care 
P roced u re Price*** $ 4 7 2 $6 2 2 32%

# o f ra ting  areas 12 6

Input c o st  ad ju sted  Avg. O u tp a tien t  
H e m a to lo g y /O n co lo g y  P roced u re Price $ 1 0 ,3 7 0 $ 1 3 ,2 6 9 28%

# o f ra ting  areas 11 7

Input c o st  ad ju sted  Avg. O u tp a tien t O rth op ed ist  
P roced u re Price $ 3 1 1 $5 7 7 85%

# o f ra ting  areas 17 1

HHI < 2,500 HHI > 2,500 % Difference
Input c o st  ad ju sted  Avg. ACA B enchm ark Plan M on th ly  
Prem ium $233 $2 5 6 10%

# o f ra ting  areas 9 10

Notes: The procedures below were used to compute average prices for each provider category. The average 
reported above is a straight average across the procedures within each category. Cardiology prices are not 
reported as no rating areas had a cardiology HHI below 1,500 (see Table A 1 in the appendix). The premiums listed 
in Table A2 were used for the analysis o f  Avg. ACA Benchmark Plan Monthly Premiums. Prices and ACA premiums 
were input cost adjusted using the Medicare wage index to adjust for input cost differences across regions. The 
Centers for Medicare & Medicaid Services currently defines “hospital geographic areas (labor markets areas) 
based on the definitions o f  Core-Based Statistical Areas (CBSAs) established by the Office o f Management and 
Budget and announced in December 2003. " We population-weighted CBSA-level Medicare wage indices to 
construct the rating area-level Medicare wage indices used in our analysis. * * *  Primary Care HHI was calculated 
at the primary care service area (PCSA)-level and then weighted up to the rating area-level (see Goodman et al. 
(2003) for details on PCSAs). All other HHIs were calculated directly at the rating area-level.

Inpatient procedures (3): heart attack (acute myocardial infarction), partial hip replacement revision, premature 
baby (extremely low weight)
Outpatient procedures (15):
Primary Care (9) -  cervical cancer screening converted, colon cancer screening -  sigmoidoscopy, diagnostic blood 
fecal test, diverticular disease, fibroids, kidney (renal) failure, sore throat, upper respiratory infection/common cold 
(adult), urinary tract stone
Hematology/Oncology (3) -  breast cancer, lung, bronchi, or mediastinum cancer, prostate cancer 
Orthopedics (3) -  ankle fracture/sprain, knee ligament injury, wrist or handfracture/dislocation/sprain
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A Tale of Prices and Premiums in Northern vs. Southern California

There are stark differences in prices and ACA premiums between Northern and Southern 
California. Covered California defines Northern California as rating areas 1-14 and Southern 
California as rating areas 15-19.13 Table 11 compares the average median price in Northern 
California to the average median price in Southern California for the same 21 procedure prices 
we have been analyzing throughout the report. Results for individual procedures are available in 
Table A26 in the appendix. Inpatient procedure prices were 70% higher in Northern California 
than Southern California $131,586 vs. $223,278) while hospital HHI was 110% higher in 
Northern California than Southern California (2,202 vs. 1,047) in 2014. Among outpatient 
procedures, Northern California prices were 17-55% higher than Southern California prices in 
2014, depending on the physician specialty. The average outpatient hematology/oncology 
procedure price was 17% higher in Northern California than Southern California ($11,905 vs. 
$18,445) while hematology/oncology HHI was 174% higher in Northern California than 
Southern California (2,257 vs. 823). Average outpatient cardiology procedure price was 55% 
higher in Northern California than Southern California ($17,653 vs. $28,955) while cardiology 
HHI was 143% higher in Northern California than Southern California (857 vs. 352).

ACA premiums were similarly much higher in Northern California than Southern 
California. In 2016, benchmark monthly premiums for an unsubsidized 40-year-old were 35% 
higher in Northern California than Southern California ($367 vs. $271) while insurer HHI was 
41% higher in Northern California than Southern California (2,700 vs. 1,919).

13 Rating Areas (#-name): 1-Northern counties, 2-North Bay counties, 3-Greater Sacramento, 4-San Francisco, 5- 
Contra Costa, 6-Alameda, 7-Santa Clara, 8-San Mateo, 9-Central Coast, 10-Central Valley, 11-Central Valley, 12- 
Central Coast, 13-Eastern Region, 14-Central Valley, 15-Los Angeles (Northeast), 16-Los Angeles (Southwest), 17- 
Inland Empire, 18-Orange County, 19-San Diego. No pricing data for rating area 14 was available from California 
Health Care Compare, so the north vs. south price comparison we show is for rating areas 1-13 (north) vs. rating 
areas 15-19 (south).
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Table 11. Northern California vs. Southern California Prices (2014) andACA Premiums (2016)

Southern
California

Northern
California

%
Difference

Avg. In p atien t P roced u re Price $ 1 3 1 ,5 8 6 $ 2 2 3 ,2 7 8 70%

Avg. Hospital HHI 1,047 2,202 110%

Avg. O u tp a tien t Prim ary Care P roced u re Price $5 8 8 $8 0 2 36%

Avg. Primary Care H H I*** 996 1,420 43%

Avg. O u tp a tien t C ardiology P roced u re Price $ 1 7 ,6 5 3 $ 2 8 ,9 5 5 55%

Avg. Cardiology HHI 352 857 143%

Avg. O u tp a tien t H e m a to lo g y /O n co lo g y  P roced u re Price $ 1 1 ,9 0 5 $ 1 8 ,4 4 5 17%

Avg. Hematology/Oncology HHI 823 2,257 174%

Avg. O u tp a tien t O rth op ed ist P roced u re Price $3 9 6 $4 7 7 20%

Avg. Orthopedist HHI 263 851 224%

Avg. ACA B enchm ark  Plan M on th ly  Prem ium $2 7 1 $3 6 7 35%

Avg. Insurer HHI 1,919 2,700 41%

Notes:
Procedures included in each price average:
Inpatient procedures (3): heart attack (acute myocardial infarction), partial hip replacement revision, premature 
baby (extremely low weight)
Outpatient procedures (15):
Primary Care (9) -  cervical cancer screening converted, colon cancer screening -  sigmoidoscopy, diagnostic blood 
fecal test, diverticular disease, fibroids, kidney (renal) failure, sore throat, upper respiratory infection/common cold 
(adult), urinary tract stone
Cardiology (3) -  cardiomyopathy (heart muscle disease), cardiovascular symptoms (other), coronary artery disease 
with heart bypass surgery
Hematology/Oncology (3) -  breast cancer, lung, bronchi, or mediastinum cancer, prostate cancer 
Orthopedics (3) -  ankle fracture/sprain, knee ligament injury, wrist or handfracture/dislocation/sprain

• Covered California defines Northern California as rating areas 1-14 and Southern California as rating 
areas 15-19. Rating Areas (#-name): 1-Northern counties, 2-North Bay counties, 3-Greater Sacramento, 4- 
San Francisco, 5-Contra Costa, 6-Alameda, 7-Santa Clara, 8-San Mateo, 9-Central Coast, 10-Central 
Valley, 11-Central Valley, 12-Central Coast, 13-Eastern Region, 14-Central Valley, 15-Los Angeles 
(Northeast), 16-Los Angeles (Southwest), 17-Inland Empire, 18-Orange County, 19-San Diego

• The average Northern California HHIs were computed by taking a straight average across the HHIs in 
rating areas 1-14 and the Southern California HHIs were straight average across the HHIs in rating areas 
15-19. No procedure price data was available for rating area 14 and thus the hospital and physician 
average HHIs above do not include rating area 14.

•  * * *  Primary Care HHI was calculated at the primary care service area (PCSA)-level and then weighted up 
to the rating area-level (see Goodman et al. (2003) for details on PCSAs). All other HHIs were calculated 
directly at the rating area-level.
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Table 12 repeats the analysis of Table 11 but with input cost adjusted prices. Results for 
individual procedures are available in Table A27 in the appendix. In Table 12, all procedure 
prices and premiums were input cost adjusted using the Medicare wage index.14 Table 12 shows 
that while accounting for regional input cost differences generally shrinks the price difference 
between Northern and Southern California, the difference is still often considerable in 
magnitude. For instance, unadjusted inpatient procedure prices are 70% higher in Northern 
California than Southern California (Table 11), while input cost adjusted inpatient procedure 
prices are 32% higher in Northern California than Southern California .

14 The Centers for Medicare & Medicaid Services currently defines “hospital geographic areas (labor markets areas) 
based on the definitions of Core-Based Statistical Areas (CBSAs) established by the Office of Management and 
Budget and announced in December 2003.” We population-weighted CBSA-level Medicare wage indices to 
construct the rating area-level Medicare wage indices used in our analysis.
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Table 12. Input Cost Adjusted Northern California vs. Southern California Prices (2014) and
ACA Premiums (2016)

Southern
California

Northern
California

%
Difference

Input Cost A djusted  Avg. In p atien t P roced u re Price $ 1 1 1 ,8 1 6 $ 1 4 7 ,9 2 2 32%

Avg. Hospital HHI 1,047 2,202 110%

Input Cost A djusted  Avg. O u tp a tien t Prim ary Care P roced u re Price $495 $5 3 2 8%

Avg. Primary Care H H I*** 996 1,420 43%

Input Cost A djusted  Avg. O u tp a tien t C ardiology P roced u re Price $ 1 4 ,8 4 4 $ 1 8 ,9 5 4 28%

Avg. Cardiology HHI 352 857 143%

Input Cost A djusted  Avg. O u tp a tien t H em a to lo g y /O n co lo g y
P roced u re Price $ 1 0 ,0 4 2 $ 1 2 ,0 7 1 20%

Avg. Hematology/Oncology HHI 823 2,257 174%

Input Cost A djusted  Avg. O u tp a tien t O rth op ed ist P roced u re Price $333 $ 3 2 4 -3%

Avg. Orthopedist HHI 263 851 224%

Input Cost A djusted  Avg. ACA B enchm ark Plan M on th ly  Prem ium $2 2 8 $2 5 1 10%
Avg. Insurer HHI 1,919 2,700 41%

Notes:
Procedures included in each price average:
Inpatient procedures (3): heart attack (acute myocardial infarction), partial hip replacement revision, premature 
baby (extremely low weight)
Outpatient procedures (15):
Primary Care (9) -  cervical cancer screening converted, colon cancer screening -  sigmoidoscopy, diagnostic blood 
fecal test, diverticular disease, fibroids, kidney (renal) failure, sore throat, upper respiratory infection/common cold 
(adult), urinary tract stone
Cardiology (3) -  cardiomyopathy (heart muscle disease), cardiovascular symptoms (other), coronary artery disease 
with heart bypass surgery
Hematology/Oncology (3) -  breast cancer, lung, bronchi, or mediastinum cancer, prostate cancer 
Orthopedics (3) -  ankle fracture/sprain, knee ligament injury, wrist or handfracture/dislocation/sprain

• Covered California defines Northern California as rating areas 1-14 and Southern California as rating 
areas 15-19. Rating Areas (#-name): 1-Northern counties, 2-North Bay counties, 3-Greater Sacramento, 4- 
San Francisco, 5-Contra Costa, 6-Alameda, 7-Santa Clara, 8-San Mateo, 9-Central Coast, 10-Central 
Valley, 11-Central Valley, 12-Central Coast, 13-Eastern Region, 14-Central Valley, 15-Los Angeles 
(Northeast), 16-Los Angeles (Southwest), 17-Inland Empire, 18-Orange County, 19-San Diego

•  The average Northern California HHIs were computed by taking a straight average across the HHIs in 
rating areas 1-14 and the Southern California HHIs were straight average across the HHIs in rating areas 
15-19. No procedure price data was available for rating area 14 and thus the hospital and physician 
average HHIs above do not include rating area 14.

•  * * *  Primary Care HHI was calculated at the primary care service area (PCSA)-level and then weighted up 
to the rating area-level (see Goodman et al. (2003) for details on PCSAs). All other HHIs were calculated 
directly at the rating area-level.
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•  All procedure prices and premiums were input cost adjusted using the Medicare wage index. The Centers 
for Medicare & Medicaid Services currently defines “hospital geographic areas (labor markets areas) 
based on the definitions o f  Core-Based Statistical Areas (CBSAs) established by the Office o f Management 
and Budget and announced in December 2003. " We population-weighted CBSA-level Medicare wage 
indices to construct the rating area-level Medicare wage indices used in our analysis.

Limitations

Our analyses of the association between prices of hospital and physician services in 
California and the market power of hospitals and physicians does have limitations. The analyses 
are based on one year of price data. With more years of price data we would be able to relate the 
changes in market power to the changes in prices. Moreover, with additional data, we would be 
able to have more measures of prices, including the mean prices and the variation of prices 
within areas. Finally, we have not adjusted for possible quality differences between hospitals and 
physicians in different regions of California.

Conclusion

It is clear that the market for health care and health insurance is now highly concentrated 
in California. The vast majority of counties in California warrant concern and scrutiny according 
to the DOJ/FTC Guidelines. This has likely reduced the level of competition, which has resulted 
in higher prices and ACA premiums in California. The significant variation in prices and ACA 
premiums across the state suggests regulatory and legislative solutions need to be implemented. 
Consumers are paying prices for health care that are considerably above what a more competitive 
market would produce.
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Appendix

Appendix Figures

Figure A1. Covered California Rating Areas

Source: Covered California. 2014. "Health Insurance Companies and Plan Rates fo r  2015. ” 
https://coveredca.com/PDFs/CC-health-plans-booklet-2015.pdf
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Figure A2. Partial Hip Replacement Revision Price and Hospital HHI Correlation

2014 Partial Hip Replacement Revision Prices
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Figure A3. Premature Baby (Extremely Low Weight) Price and  H ospital H H I Correlation
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♦  Montej

Note: HHl=Herfindahl-Hirschman Index.

Note: HHI=Herfindahl-Hirschman Index.

Figure A5. Colon Cancer Screening Price and  Primary Care H H I Correlation

2014 Colon Cancer Screening - Sigmoidoscopy Prices
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Figure A4. Cervical Cancer Screening Converted Price and  Primary Care H H I Correlation

2014 Cervical Cancer Screening Converted Prices
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Figure A6. Diagnostic Blood Fecal Price and Primary Care HHI Correlation

Figure A 7. Diverticular Disease Price and  Primary Care H H I Correlation
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Figure A8. Fibroids Price and Primary Care HHI Correlation

Figure A9. Kidney (Renal) Failure Price and  Primary Care H H I Correlation

50



Figure A10. Sore Throat Price and Primary Care HHI Correlation

Figure A11. Urinary Tract Stone Price and  Primary Care H H I Correlation
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Figure A12. Cardiovascular Symptoms (Other) Price and Cardiology HHI Correlation

Figure A13. Coronary Artery Diseases with H eart Bypass Surgery Price and  Cardiology H H I 
Correlation
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Figure A14. Lung, Bronchi, or Mediastinum Cancer Price and Hematology/Oncology HHI
Correlation

2014 Lung, Bronchi, or Mediastinum Cancer Prices
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Figure A15. Prostate Cancer Price and  Hematology/Oncology H H I Correlation
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Note: HHI=Herfindahl-Hirschman Index.

Figure A17. Wrist or H and Fracture/Dislocation/Sprain Price and  Orthopedics H H I Correlation

2014 W rist or Hand Fracture/Dislocation/Sprain Prices
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Figure A16. Knee Ligament Injury Price and  Orthopedics H H I Correlation

2014 Knee Ligament Injury Prices
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Figure A18. Cervical Cancer Screening Converted Prices and the Percent o f Primary Care
Physicians Working for Foundations Owned by a Hospital or Health System Correlation

Orange

2014 Cervical Cancer Screening Converted Prices
•  Alameda

San Diecc
Sa-' Mateo

Vcnte'ey Coast
G-eater Sacramento

•  letend Empire •  San Francisco

•  Central San JocfltEastern

% PC Own by Hosp

•  Cervical Cancer Screening Converted Fitted values

Note: % PC Own by Hosp = the percent ofprimary care physicians in a rating area who work for foundations 
owned by a hospital or health system

Figure A19. Colon Cancer Screening Price and  the Percent o f  Primary Care Physicians 
Working fo r  Foundations Owned by a H ospital or Health System Correlation

Note: % PC Own by Hosp = the percent ofprimary care physicians in a rating area who work for foundations
owned by a hospital or health system
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Figure A20. Diagnostic Blood Fecal Price and the Percent o f Primary Care Physicians Working
for Foundations Owned by a Hospital or Health System Correlation
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Note: % PC Own by Hosp = the percent ofprimary care physicians in a rating area who work for foundations 
owned by a hospital or health system

Figure A21. Diverticular Disease Price and  the Percent o f  Primary Care Physicians Working fo r
Foundations Owned by a H ospital or Health System Correlation

Note: % PC Own by Hosp = the percent ofprimary care physicians in a rating area who work for foundations
owned by a hospital or health system
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•  Monterey

Figure A22. Fibroids Price and the Percent o f Primary Care Physicians Working for
Foundations Owned by a Hospital or Health System Correlation
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Note: % PC Own by Hosp = the percent ofprimary care physicians in a rating area who work for foundations 
owned by a hospital or health system

Figure A23. Kidney (Renal) Failure Price and  the Percent o f  Primary Care Physicians Working
fo r  Foundations Owned by a H ospital or Health System Correlation

Note: % PC Own by Hosp = the percent ofprimary care physicians in a rating area who work for foundations
owned by a hospital or health system

57



Figure A24. Sore Throat Price and the Percent o f Primary Care Physicians Working for
Foundations Owned by a Hospital or Health System Correlation
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Note: % PC Own by Hosp = the percent ofprimary care physicians in a rating area who work for foundations 
owned by a hospital or health system

Figure A25. Urinary Tract Stone Price and  the Percent o f  Primary Care Physicians Working fo r
Foundations Owned by a H ospital or Health System Correlation

Note: % PC Own by Hosp = the percent ofprimary care physicians in a rating area who work for foundations
owned by a hospital or health system
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Figure A26. Cardiovascular Symptoms (Other) Price and the Percent o f Cardiologists Working
for Foundations Owned by a Hospital or Health System Correlation
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Figure A27. Coronary Artery Diseases with H eart Bypass Surgery Price and  the Percent o f  
Cardiologists Working fo r  Foundations Owned by a H ospital or Health System Correlation
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Note: % CAR Own by Hosp = the percent o f  cardiologists in a rating area who work for foundations owned by a
hospital or health system
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Figure A28. Lung, Bronchi, or Mediastinum Cancer Price and the Percent of
Hematologists/Oncologists Working for Foundations Owned by a Hospital or Health System
Correlation

Note: % HEM/ONC Own by Hosp = the percent ofhematologists/oncologists in a rating area who work for  
foundations owned by a hospital or health system

Figure A29. Prostate Cancer Price and  the Percent o f  Hematologists/Oncologists Working fo r
Foundations Owned by a H ospital or Health System Correlation

Note: % HEM/ONC Own by Hosp = the percent o f  hematologists/oncologists in a rating area who work for
foundations owned by a hospital or health system
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Figure A30. Ankle Fracture/Sprain Price and the Percent o f Orthopedists Working for
Foundations Owned by a Hospital or Health System Correlation

Note: % ORS Own by Hosp = the percent o f  orthopedists in a rating area who work for foundations owned by a 
hospital or health system

Figure A31. Wrist or H and Fracture/Dislocation/Sprain Price and  the Percent o f  Orthopedists 
Working fo r  Foundations Owned by a H ospital or Health System Correlation

Note: % ORS Own by Hosp = the percent o f  orthopedists in a rating area who work for foundations owned by a
hospital or health system
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Appendix Tables

Table A1: Rating Area-Level H ospital and  Physician HHIs, 2014

Primary Hematology/
Rating 
Area # Rating Area Name

Hospital
HHI

Care
HHI

Cardiology
HHI

Oncology
HHI

Orthopedics
HHI

Radiology
HHI

1 Northern 1,171 1,781 367 1,063 319 663
2 North Bay 2,031 1,811 957 1,638 657 1,102
3 Sacramento Valley 2,459 1,748 1,161 2,188 955 2,097
4 San Francisco 2,233 1,576 1,237 4,331 544 2,820
5 Contra Costa 2,483 1,377 636 811 1,499 2,366
6 Alameda 2,319 1,384 590 1,529 889 1,067
7 Santa Clara 1,779 1,458 870 2,728 727 1,372
8 San Mateo 2,443 1,893 1,345 1,948 1,318 1,277
9 Monterey Coast 1,760 1,422 1,010 1,493 550 2,012
10 San Joaquin Valley 1,207 1,315 420 383 354 501
11 Central San Joaquin 3,160 925 758 480 373 1,693
12 Central Coast 1,731 990 429 743 262 442
13 Eastern 3,851 779 1,358 10,000 2,613 3,421
15 Los Angeles - East 656 908 259 1,093 224 266
16 Los Angeles - West 680 698 246 674 185 537
17 Inland Empire 669 982 316 568 354 693
18 Orange 1,308 513 263 481 240 567
19 San Diego 1,920 1,878 675 1,298 313 675

AVERAGE 1,881 1,302 717 1,858 688 1,310

Note: HHI=Herfindahl-Hirschman Index.

62



Table A2: Insurer HH Is and  Covered California Benchmark Plan M onthly Premiums, 2016

Rating 
Area # Rating Area Name Insurer HHI

Benchmark Plan 
Monthly Premium

1 Northern 3,403 $367
2 North Bay 3,362 $393
3 Sacramento Valley 2,615 $386
4 San Francisco 1,906 $388
5 Contra Costa 2,952 $374
6 Alameda 2,842 $384
7 Santa Clara 2,140 $370
8 San Mateo 2,084 $413
9 Monterey Coast 3,380 $421
10 San Joaquin Valley 2,491 $334
11 Central San Joaquin 2,518 $316
12 Central Coast 2,673 $358
13 Eastern 2,828 $340
14 Central Valley 2,602 $294
15 Los Angeles - East 2,042 $245
16 Los Angeles - West 2,042 $255
17 Inland Empire 2,185 $261
18 Orange 1,785 $298
19 San Diego 1,539 $296

AVERAGE 2,494 $342

Notes: HHI=Herfindahl-Hirschman Index. The premiums quoted here are the monthly premium an unsubsidized 40- 
year-old would pay for the benchmark plan (second-lowest-cost silver plan) in a rating area. Insurer HHI is 
computed using the commercial enrollment o f  insurers.
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Table A3. The association between inpatient procedure prices and hospital market concentration
(HHI), 2014.

Unadjusted Prices

Heart Attack (Acute 
Myocardial Infarction)

Partial Hip
Replacement Revision

Premature Baby 
(Extremely Low 

Weight)

Hospital HHI 2.351* 4.716* 231.8**
(0.0754) (0.0710) (0.0419)

Observations 17 18 10
Avg. Median Price $20,809 $40,162 $526,580
R-squared 0.196 0.189 0.423

Input cost adjusted Prices

Heart Attack (Acute 
Myocardial Infarction)

Partial Hip
Replacement Revision

Premature Baby 
(Extremely Low 

Weight)

Hospital HHI 1.576 2.592* 112.7
(0.194) (0.0618) (0.108)

Observations 17 18 10
Input cost adjusted Avg. Median 
Price $15,193 $28,460 $367,682
R-squared 0.110 0.201 0.290

Notes: HHI=Herfindahl-Hirschman Index. p-values in parentheses. * * *  p<0.01, * *  p<0.05, *  p<0.1
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Table A4. The association between outpatient primary care procedure prices and primary care
market concentration (HHI), 2014.

Unadjusted Prices
Cervical Cancer Colon Cancer

Screening Screening - Diagnostic Diverticular
Converted Sigmoidoscopy Blood Fecal Test Disease Fibroids

Primary Care HHI 0.0617*** 0.124** 0.0167*** 0.421** 0.738***

(0.00807) (0.0103) (0.00882) (0.0170) (0.000374)

Observations 18 18 18 18 18

Avg. Median Price $96 $246 $19 $1,118 $1,104

R-squared 0.364 0.346 0.357 0.307 0.557

Upper Respiratory
Kidney (Renal) Infection/ Common

Failure Sore Throat Cold (Adult) Urinary Tract Stone

Primary Care HHI 0.490*** 0.0615*** 0.0573*** 1.518***

(0.00125) (0.00276) (0.00393) (0.00326)

Observations 18 18 18 18

Avg. Median Price $1,217 $153 $151 $2,580

R-squared 0.489 0.438 0.415 0.427

Input cost adjusted 
Prices

Cervical Cancer Colon Cancer
Screening Screening - Diagnostic Diverticular
Converted Sigmoidoscopy Blood Fecal Test Disease Fibroids

Primary Care HHI 0.0347** 0.0578** 0.0096** 0.146 0.406***

(0.0187) (0.0321) (0.0124) (0.156) (0.00312)

Observations 18 18 18 18 18
Input cost 
adjusted Avg. 
Median Price $67 $172 $12 $791 $776

R-squared 0.300 0.256 0.332 0.121 0.430

Kidney (Renal) 
Failure Sore Throat

Upper Respiratory 
Infection/ Common 

Cold (Adult) Urinary Tract Stone

Primary Care HHI 0.198** 0.0238** 0.0208* 0.817***

(0.0269) (0.0464) (0.0708) (0.00612)

Observations 18 18 18 18
Input cost 
adjusted Avg. 
Median Price $860 $109 $107 $1,801

R-squared 0.271 0.226 0.190 0.384

Notes: HHI=Herfindahl-Hirschman Index. p-values in parentheses. * * *  p<0.01, * *  p<0.05, *  p<0.1
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Table A5. The association between outpatient cardiology procedure prices and cardiology
market concentration (HHI), 2014.

Unadjusted Prices
Cardiomyopathy Cardiovascular Coronary Artery Disease

(Heart Muscle Disease) Symptoms (Other) with Heart Bypass Surgery

Cardiology HHI 0.960*** 0.107* 38.74**
(0.00329) (0.0648) (0.0224)

Observations 17 18 17
Avg. Median Price $1,867 $551 $74,476
R-squared 0.448 0.197 0.302

Input cost adjusted Prices
Cardiomyopathy Cardiovascular Coronary Artery Disease

(Heart Muscle Disease) Symptoms (Other) with Heart Bypass Surgery

Cardiology HHI 0.327 0.0134 15.74*
(0.150) (0.735) (0.0537)

Observations 17 18 17
Input cost adjusted 
Avg. Median Price $1,324 $394 $51,517
R-squared 0.133 0.007 0.226

Notes: HHI=Herfindahl-Hirschman Index. p-values in parentheses. * * *  p<0.01, * *  p<0.05, *  p<0.1
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Table A6. The association between outpatient hematology/oncology procedure prices and
hematology/oncology market concentration (HHI), 2014.

Unadjusted Prices

Breast Cancer

Lung, Bronchi, or 
Mediastinum 

Cancer Prostate Cancer

Hematology/Oncology HHI 0.201** 7.147** 0.352***
(0.0199) (0.0452) (0.00399)

Observations 18 13 17
Avg. Median Price $4,686 $38,299 $4,957
R-squared 0.295 0.317 0.435

Input cost adjusted Prices
Lung, Bronchi, or

Mediastinum
Breast Cancer Cancer Prostate Cancer

Hematology/Oncology HHI 0.148*** 3.245* 0.283***
(0.00243) (0.0880) (0.00314)

Observations 18 13 17
Input cost adjusted Avg.
Median Price $3,340 $26,912 $3,584
R-squared 0.447 0.242 0.451

Notes: HHI=Herfindahl-Hirschman Index. p-values in parentheses. * * *  p<0.01, * *  p<0.05, *  p<0.1
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Table A 7. The association between outpatient orthopedics procedure prices and orthopedics
market concentration (HHI), 2014.

Unadjusted Prices
Wrist or Hand

Ankle Fracture/ Fracture/
Sprain Knee Ligament Injury Dislocation/ Sprain

Orthopedics HHI 0.150*** 0.0488*** 0.152***
(0.000440) (0.00343) (6.85e-05)

Observations 18 18 18
Avg. Median Price $537 $279 $549
R-squared 0.548 0.424 0.639

Input cost adjusted 
Prices

Wrist or Hand
Ankle Fracture/ Fracture/

Sprain Knee Ligament Injury Dislocation/ Sprain

Orthopedics HHI 0.0993*** 0.0274* 0.0989***
(0.00918) (0.0938) (0.000371)

Observations 18 18 18
Input cost adjusted 
Avg. Median Price $386 $201 $392
R-squared 0.354 0.166 0.558

Notes: HHI=Herfindahl-Hirschman Index. p-values in parentheses. * * *  p<0.01, * *  p<0.05, *  p<0.1
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Table A8. The association between ACA premiums and insurer market concentration (HHI),
2016.

Unadjusted Monthly Premiums
Benchmark Plan Monthly Premium

Insurer HHI 0.0526***
(0.007)

Observations 19
Avg. Monthly Premium $342
R-squared 0.283

Input cost adjusted Monthly 
Premiums

Benchmark Plan Monthly Premium

Insurer HHI 0.0218*
(0.063)

Observations 19
Input cost adjusted Avg. Monthly 
Premium $245
R-squared 0.094

Notes: HHI=Herfindahl-Hirschman Index. p-values in parentheses. * * *  p<0.01, * *  p<0.05, *  p<0.1
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Table A9. The association between inpatient procedure prices and hospital market concentration
(HHI), 2014. (weighted by rating area population)

Unadjusted Prices

Heart Attack (Acute 
Myocardial Infarction)

Partial Hip
Replacement Revision

Premature Baby 
(Extremely Low 

Weight)

Hospital HHI 2.375* 9.302*** 195.7**
(0.0696) (0.0003) (0.0295)

Observations 17 18 10
Weighted Avg. Median Price $19,716 $37,099 $459,341
R-squared 0.203 0.558 0.467

Input cost adjusted Prices

Heart Attack (Acute 
Myocardial Infarction)

Partial Hip
Replacement Revision

Premature Baby 
(Extremely Low 

Weight)

Hospital HHI 0.741 4.459*** 88.44
(0.537) (0.0050) (0.110)

Observations 17 18 10
Input cost adjusted Weighted Avg. 
Median Price $15,114 $27,795 $340,143
R-squared 0.026 0.398 0.288

Notes: HHI=Herfindahl-Hirschman Index. p-values in parentheses. * * *  p<0.01, * *  p<0.05, *  p<0.1
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Table A10. The association between outpatient primary care procedure prices and primary care
market concentration (HHI), 2014. (weighted by rating area population)

Unadjusted Prices
Cervical Cancer Colon Cancer

Screening Screening - Diagnostic Blood Diverticular
Converted Sigmoidoscopy Fecal Test Disease Fibroids

Primary Care HHI 0.0632*** 0.0946** 0.0117** 0.278** 0.794***

(0.00152) (0.0243) (0.0194) (0.0394) (5.57e-05)

Observations 18 18 18 18 18
Weighted Avg. Median 
Price $90 $229 $15 $1,032 $955

R-squared 0.477 0.279 0.297 0.239 0.648

Upper Respiratory 
Infection/ Common Cold

Kidney (Renal) Failure Sore Throat (Adult) Urinary Tract Stone

Primary Care HHI 0.470*** 0.0453*** 0.0415** 1.529***

(0.000688) (0.00585) (0.0104) (0.000148)

Observations 18 18 18 18
Weighted Avg. 
Median Price $1,132 $147 $146 $2,372

R-squared 0.524 0.387 0.345 0.604

Input cost adjusted Prices
Cervical Cancer Colon Cancer

Screening Screening - Diagnostic Blood Diverticular
Converted Sigmoidoscopy Fecal Test Disease Fibroids

Primary Care HHI 0.0388*** 0.0418* 0.00657** 0.0701 0.486***

(0.00446) (0.0724) (0.0268) (0.352) (9.27e-05)

Observations 18 18 18 18 18
Input cost adjusted 
Weighted Avg. Median 
Price $67 $169 $ 1 1 $775 $704

R-squared 0.406 0.188 0.271 0.054 0.626

Kidney (Renal) Failure Sore Throat

Upper Respiratory 
Infection/ Common 

Cold (Adult) Urinary Tract Stone

Primary Care HHI 0.217** 0.0157 0.0127 0.899***

(0.0107) (0 .1 0 2 ) (0.175) (0.000696)

Observations 18 18 18 18
Input cost adjusted 
Weighted Avg. Median 
Price $848 $ 1 1 0 $ 1 1 0 $1,764

R-squared 0.342 0.158 0 .1 1 2 0.523

Notes: HHI=Herfindahl-Hirschman Index. p-values in parentheses. *** p<0.01, ** p<0.05, * p<0.1
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Table A ll. The association between outpatient cardiology procedure prices and cardiology
market concentration (HHI), 2014. (weighted by rating area population)

Unadjusted Prices
Cardiomyopathy Cardiovascular Coronary Artery Disease

(Heart Muscle Disease) Symptoms (Other) with Heart Bypass Surgery

Cardiology HHI 0.706*** 0.156** 39.82**
(0.00551) (0.0105) (0.0114)

Observations 17 18 17
Weighted Avg. 
Median Price $1,774 $533 $63,191
R-squared 0.411 0.344 0.356

Input cost adjusted Prices
Cardiomyopathy Cardiovascular Coronary Artery Disease

(Heart Muscle Disease) Symptoms (Other) with Heart Bypass Surgery

Cardiology HHI 0.135 0.0155 15.97**
(0.494) (0.747) (0.0335)

Observations 17 18 17
Input cost adjusted 
Weighted Avg. 
Median Price $1,345 $403 $46,652
R-squared 0.032 0.007 0.267

Notes: HHI=Herfindahl-Hirschman Index. p-values in parentheses. * * *  p<0.01, * *  p<0.05, *  p<0.1
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Table A12. The association between outpatient hematology/oncology procedure prices and
hematology/oncology market concentration (HHI), 2014. (weighted by rating area population)

Unadjusted Prices

Breast Cancer

Lung, Bronchi, or 
Mediastinum 

Cancer Prostate Cancer

Hematology/Oncology HHI 0.373** 10.22** 0.350
(0.0163) (0.0172) (0.187)

Observations 18 13 17
Weighted Avg. Median Price $4,461 $32,759 $4,594
R-squared 0.310 0.417 0.113

Input cost adjusted Prices
Lung, Bronchi, or

Mediastinum
Breast Cancer Cancer Prostate Cancer

Hematology/Oncology HHI 0.0740 4.751* 0.0409
(0.428) (0.0544) (0.853)

Observations 18 13 17
Input cost adjusted Weighted
Avg. Median Price $3,369 $24,449 $3,504
R-squared 0.040 0.296 0.002

Notes: HHI=Herfindahl-Hirschman Index. p-values in parentheses. * * *  p<0.01, * *  p<0.05, *  p<0.1
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Table A13. The association between outpatient orthopedics procedure prices and orthopedics
market concentration (HHI), 2014. (weighted by rating area population)

Unadjusted Prices
Wrist or Hand

Ankle Fracture/ Fracture/
Sprain Knee Ligament Injury Dislocation/ Sprain

Orthopedics HHI 0.0849 0.0287 0.159***
(0.103) (0.258) (0.00186)

Observations 18 18 18
Weighted Avg. 
Median Price $500 $273 $496
R-squared 0.157 0.079 0.464

Input cost adjusted 
Prices

Wrist or Hand
Ankle Fracture/ Fracture/

Sprain Knee Ligament Injury Dislocation/ Sprain

Orthopedics HHI -0.0219 -0.0263 0.0299
(0.620) (0.254) (0.288)

Observations 18 18 18
Input cost adjusted 
Weighted Avg. 
Median Price $380 $208 $373
R-squared 0.016 0.080 0.070

Notes: HHI=Herfindahl-Hirschman Index. p-values in parentheses. * * *  p<0.01, * *  p<0.05, *  p<0.1
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Table A14. The association between ACA prem ium s and insurer market concentration (HHI), 
2016. (weighted by rating area population)

Unadjusted Monthly Premiums
Benchmark Plan Monthly Premium

Insurer HHI 0.0715***
(0.001)

Observations 19
Weighted Avg. Monthly Premium $313
R-squared 0.394

Input cost adjusted Monthly 
Premiums

Benchmark Plan Monthly Premium

Insurer HHI 0.0151
(0.171)

Observations 19
Input cost adjusted Weighted Avg. 
Monthly Premium $236
R-squared 0.109

Notes: HHI=Herfindahl-Hirschman Index. p-values in parentheses. * * *  p<0.01, * *  p<0.05, *  p<0.1
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Table A15: Rating Area-Level Percent o f  Physicians Working fo r  Foundations Owned by 
Hospitals or Health Systems, 2014

%

Rating 
Area # Rating Area Name

%  PC Own 
by Hosp

%  CAR 
Own by 

Hosp

HEM/ONC 
Own by 

Hosp

%  ORS 
Own by 

Hosp
1 Northern 32 34 52 38
2 North Bay 44 59 47 39
3 Sacramento Valley 64 51 84 57
4 San Francisco 49 58 77 32
5 Contra Costa 51 17 45 28
6 Alameda 40 22 39 30
7 Santa Clara 54 51 86 42
8 San Mateo 54 35 40 56
9 Monterey Coast 24 31 13 16
10 San Joaquin Valley 27 32 33 23
11 Central San Joaquin 32 17 26 17
12 Central Coast 18 4 16 7
13 Eastern 42 22 100 33
15 Los Angeles - East 21 14 43 13
16 Los Angeles - West 28 34 52 31
17 Inland Empire 25 25 39 27
18 Orange 22 15 35 17
19 San Diego 46 47 64 33

Avg. across rating areas 37 32 49 30

Note: PC = primary care physician, CAR = cardiologists, HEM/ONC = hematologists/oncologists, ORS = 
orthopedists
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Table A16. The association between primary care procedure prices and the percent o f primary
care physicians in a rating area who work for foundations owned by a hospital or health system,
2014.

UNADJUSTED PRICES
Cervical Cancer 

Screening 
Converted

Colon Cancer 
Screening - 

Sigmoidoscopy
Diagnostic 

Blood Fecal Test
Diverticular

Disease Fibroids

% PC Own by Hosp 1.711**

(0.0252)

4 .9 4 4 ** *

(0.000474)

0.542***

(0.00729)

12.77**

(0.0244)

18.57***

(0.00999)

Observations 18 18 18 18 18

Avg. Median Price $96 $246 $19 $1,118 $1,104

R-squared 0.276 0.544 0.371 0.279 0.348

Upper Respiratory
Kidney (Renal) Infection/ Common

Failure Sore Throat Cold (Adult) Urinary Tract Stone

% PC Own by Hosp 20.08*** 2.183*** 2.178*** 31.06*

(3.98e-07) (0.000470) (0.000195) (0.0825)

Observations 18 18 18 18

Avg. Median Price $1,217 $153 $151 $2,580

R-squared 0.808 0.545 0.591 0.177

INPUT COST ADJUSTED PRICES
Cervical Cancer Colon Cancer

Screening Screening - Diagnostic Diverticular
Converted Sigmoidoscopy Blood Fecal Test Disease Fibroids

% PC Own by Hosp 0.929* 2.580*** 0.318*** 5.127 10.40**

(0.0544) (0.000975) (0.00853) (0.117) (0.0245)

Observations 18 18 18 18 18
Input cost 
adjusted Avg. 
Median Price $67 $172 $ 1 2 $791 $776

R-squared 0 .2 1 2 0.503 0.360 0.147 0.278

Kidney (Renal) 
Failure Sore Throat

Upper Respiratory 
Infection/ Common 

Cold (Adult) Urinary Tract Stone

% PC Own by Hosp 1 0 .2 2 ** * 0.989*** 0.988*** 15.75

(9.87e-06) (0.00598) (0.00355) (0.125)

Observations 18 18 18 18
Input cost 
adjusted Avg. 
Median Price $860 $109 $107 $1,801

R-squared 0.715 0.385 0.421 0.141
Notes: % PC Own by Hosp = % ofprimary care physicians who work for a foundation owned by a hospital or health system. Input cost adjusted 
prices were computed by deflating unadjusted prices by the Medicare Wage Index httys://www. cms.sov/Medicare/Medicare-Fee-for-Service- 
Payment/AcuteInvatientPPS/wageindex.html. p-values in parentheses. *** p<0.01, ** p<0.05, * p<0.1
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Table A17. The association between cardiology procedure prices and the percent o f
cardiologists in a rating area who work for foundations owned by a hospital or health system,
2014.

UNADJUSTED PRICES
Cardiomyopathy Cardiovascular Coronary Artery Disease

(Heart Muscle Disease) Symptoms (Other) with Heart Bypass Surgery

% CAR Own by Hosp 13.84* 2.599* 161.6
(0.0776) (0.0596) (0.690)

Observations 17 18 17
Avg. Median Price $1,867 $551 $74,476
R-squared 0.193 0.204 0.011

INPUT COST ADJUSTED PRICES
Cardiomyopathy Cardiovascular Coronary Artery Disease

(Heart Muscle Disease) Symptoms (Other) with Heart Bypass Surgery

%  CAR Own by Hosp 5.537 0.743 -12.11
(0.275) (0.430) (0.949)

Observations 17 18 17
Input cost adjusted 
Avg. Median Price $1,324 $394 $51,517
R-squared 0.079 0.039 0.000

Notes: % CAR Own by Hosp = % o f cardiologists who work for a foundation owned by a hospital or health system. Input cost adjusted prices 
were computed by deflating unadjusted prices by the Medicare Wage Index https://www. cms.gov/Medicare/Medicare-Fee-for-Service- 
Payment/AcuteInvatientPPS/wageindex.html. p-values in parentheses. *** p<0.01, ** p<0.05, * p<0.1
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Table A18. The association between hematology/oncology procedure prices and the percent o f
hematologists/oncologists in a rating area who work for foundations owned by a hospital or
health system, 2014.

UNADJUSTED PRICES
Lung, Bronchi, or

Mediastinum
Breast Cancer Cancer Prostate Cancer

% HEM/ONC Own by Hosp 21.32*** 345.9* 20.69*
(0.00633) (0.0732) (0.0981)

Observations 18 13 17
Avg. Median Price $4,686 $38,299 $4,957
R-squared 0.381 0.263 0.172

INPUT COST ADJUSTED 
PRICES

Lung, Bronchi, or
Mediastinum

Breast Cancer Cancer Prostate Cancer

%  HEM/ONC Own by Hosp 15.31*** 179.9* 16.85*
(0.000419) (0.0731) (0.0869)

Observations 18 13 17
Input cost adjusted Avg. 
Median Price $3,340 $26,912 $3,584
R-squared 0.551 0.263 0.183

Notes: % HEM/ONC Own by Hosp = % o f hematologists/oncologists who work for a foundation owned by a hospital or health system. Input cost 
adjusted prices were computed by deflating unadjusted prices by the Medicare Wage Index https://www. cms.gov/Medicare/Medicare-Fee-for- 
Service-Payment/AcutelnpatientPPS/wageindex.html. p-values in parentheses. *** p<0.01, ** p<0.05, * p<0.1

79



Table A19. The association between orthopedics procedure prices and the percent o f
orthopedists in a rating area who work for foundations owned by a hospital or health system,
2014.

UNADJUSTED PRICES

Ankle Fracture/ 
Sprain Knee Ligament Injury

Wrist or Hand 
Fracture/

Dislocation/ Sprain

% ORS Own by Hosp 2.862 1.980** 3.407
(0.207) (0.0113) (0.104)

Observations 18 18 18
Avg. Median Price $537 $279 $549
R-squared 0.097 0.339 0.156

INPUT COST ADJUSTED PRICES
Wrist or Hand

Ankle Fracture/ Fracture/
Sprain Knee Ligament Injury Dislocation/ Sprain

%  ORS Own by Hosp 0.817 0.671 1.158
(0.670) (0.381) (0.444)

Observations 18 18 18
Input cost adjusted
Avg. Median Price $386 $201 $392
R-squared 0.012 0.048 0.037

Notes: % ORS Own by Hosp = % o f orthopedists who work for a foundation owned by a hospital or health system. Input cost adjusted prices 
were computed by deflating unadjusted prices by the Medicare Wage Index https://www. cms.gov/Medicare/Medicare-Fee-for-Service- 
Payment/AcuteInvatientPPS/wageindex.html. p-values in parentheses. *** p<0.01, ** p<0.05, * p<0.1
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Table A20. The association between prim ary care procedure prices and  the percent o f  primary  
care physicians in a rating area who work fo r  foundations owned by a hospital or health system, 
2014 (weighted by rating area population)

UNADJUSTED PRICES
Cervical Cancer 

Screening 
Converted

Colon Cancer 
Screening - 

Sigmoidoscopy
Diagnostic Blood 

Fecal Test
Diverticular

Disease Fibroids

% PC Own by Hosp 2.005***

(0.00389)

4.878***

(6.45e-05)

0.413**

(0.0143)

11.95***

(0.00617)

22.64***

(0.00207)

Observations 18 18 18 18 18

Weighted Avg. Median Price $90 $229 $15 $1,032 $955
R-squared 0.415 0.642 0.320 0.383 0.457

Upper Respiratory 
Infection/ Common

Kidney (Renal) Fail ure Sore Throat Cold (Adult) Urinary Tract Stone

% PC Own by Hosp 20.70*** 2.031*** 2.020*** 47.86***

(1.00e-08) (2.89e-05) (1.16e-05) (0.000835)

Observations 18 18 18 18

Weighted Avg. Median Price $1,132 $147 $146 $2,372
R-squared 0.878 0.675 0.709 0.512

INPUT COST ADJUSTED PRICES
Cervical Cancer Colon Cancer

Screening Screening - Diagnostic Blood Diverticular
Converted Sigmoidoscopy Fecal Test Disease Fibroids

% PC Own by Hosp 1.126** 2.500*** 0.228** 4.212* 13.20***

(0.0194) (0.000233) (0.0231) (0.0892) (0.00486)

Observations 18 18 18 18 18
Input cost adjusted 
Weighted Avg. Median 
Price $67 $169 $11 $775 $704
R-squared 0.297 0.582 0.283 0.170 0.400

Kidney (Renal) Failure Sore Throat

Upper Respiratory 
Infection/ Common 

Cold (Adult) Urinary Tract Stone

% PC Own by Hosp 10.36*** 0.840*** 0.569** 26.43***

(3.04e-05) (0.00539) (0.0176) (0.00546)

Observations 18 18 18 18
Input cost adjusted 
Weighted Avg. Median 
Price $848 $110 $110 $1,764
R-squared 0.673 0.393 0.304 0.392

Notes: % PC Own by Hosp = % ofprimary care physicians who work for a foundation owned by a hospital or health system. Input cost adjusted 
prices were computed by deflating unadjusted prices by the Medicare Wage Index httys://www. cms.gov/Medicare/Medicare-Fee-for-Service-
Payment/AcuteInvatientPPS/wageindex.html. Regressions are weighted by rating area population. p-values in parentheses. *** p<0.01, ** 
p<0.05, * p<0.1
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Table A21. The association between cardiology procedure prices and the percent o f
cardiologists in a rating area who work for foundations owned by a hospital or health system,
2014 (weighted by rating area population)

UNADJUSTED PRICES
Cardiomyopathy 

(Heart Muscle Disease)
Cardiovascular 

Symptoms (Other)
Coronary Artery Disease 

with Heart Bypass Surgery

% CAR Own by Hosp 11.08* 3.825*** 216.4
(0.0625) (0.00375) (0.569)

Observations 17 18 17
Weighted Avg.
Median Price $1,774 $533 $63,191
R-squared 0.213 0.418 0.022

INPUT COST ADJUSTED PRICES
Cardiomyopathy Cardiovascular Coronary Artery Disease

(Heart Muscle Disease) Symptoms (Other) with Heart Bypass Surgery

%  CAR Own by Hosp 3.698 1.716* 20.78
(0.388) (0.0930) (0.906)

Observations 17 18 17
Input cost adjusted
Weighted Avg.
Median Price $1,345 $403 $46,652
R-squared 0.050 0.166 0.001

Notes: % CAR Own by Hosp = % o f cardiologists who work for a foundation owned by a hospital or health system. Input cost adjusted prices 
were computed by deflating unadjusted prices by the Medicare Wage Index https://www. cms.gov/Medicare/Medicare-Fee-for-Service- 
Payment/AcuteInvatientPPS/wageindex.html. Regressions are weighted by rating area population. p-values in parentheses. *** p<0.01, ** 
p<0.05, * p<0.1
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Table A22. The association between hematology/oncology procedure prices and the percent o f
hematologists/oncologists in a rating area who work for foundations owned by a hospital or
health system, 2014 (weighted by rating area population)

UNADJUSTED PRICES
Lung, Bronchi, or

Mediastinum
Breast Cancer Cancer Prostate Cancer

%  HEM/ONC Own by Hosp 21.69** 367.6* 4.928
(0.0116) (0.0771) (0.722)

Observations 18 13 17
Weighted Avg. Median Price $4,461 $32,759 $4,594
R-squared 0.337 0.257 0.009

INPUT COST ADJUSTED 
PRICES

Lung, Bronchi, or
Mediastinum

Breast Cancer Cancer Prostate Cancer

%  HEM/ONC Own by Hosp 10.29** 192.9* -2.520
(0.0360) (0.0949) (0.822)

Observations 18 13 17
Input cost adjusted Weighted 
Avg. Median Price $3,369 $24,449 $3,504
R-squared 0.247 0.233 0.003

Notes: % HEM/ONC Own by Hosp = % o f hematologists/oncologists who work for a foundation owned by a hospital or health system. Input cost 
adjusted prices were computed by deflating unadjusted prices by the Medicare Wage Index httys://www. cms.gov/Medicare/Medicare-Fee-for- 
Service-Payment/AcutelnpatientPPS/wageindex.html. Regressions are weighted by rating area population. p-values in parentheses. *** p<0.01, 
** p<0.05, * p<0.1
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Table A23. The association between orthopedics procedure prices and the percent o f
orthopedists in a rating area who work for foundations owned by a hospital or health system,
2014 (weighted by rating area population)

UNADJUSTED PRICES

Ankle Fracture/ 
Sprain Knee Ligament Injury

Wrist or Hand 
Fracture/

Dislocation/ Sprain

% ORS Own by Hosp 2.439 1.712** 3.178*
(0.113) (0.0135) (0.0535)

Observations 18 18 18
Weighted Avg.
Median Price $500 $273 $496
R-squared 0.149 0.325 0.214

INPUT COST ADJUSTED PRICES
Wrist or Hand

Ankle Fracture/ Fracture/
Sprain Knee Ligament Injury Dislocation/ Sprain

%  ORS Own by Hosp 0.308 0.373 0.777
(0.814) (0.590) (0.350)

Observations 18 18 18
Input cost adjusted
Weighted Avg.
Median Price $380 $208 $373
R-squared 0.004 0.019 0.055

Notes: % ORS Own by Hosp = % o f orthopedists who work for a foundation owned by a hospital or health system. Input cost adjusted prices 
were computed by deflating unadjusted prices by the Medicare Wage Index https://www. cms.gov/Medicare/Medicare-Fee-for-Service- 
Payment/AcuteInvatientPPS/wageindex.html. Regressions are weighted by rating area population. p-values in parentheses. *** p<0.01, ** 
p<0.05, * p<0.1

84



Table A24. Individual Procedure Prices (2014) and ACA Premiums (2016) by HHI Level

HHI < 1,500 HHI > 1,500 %  Difference

Avg. Inpatient Procedure Price $139,909 $250,203 79%

#  o f rating areas (Hospital HHI) 6 12

Heart A ttack (Acute M yocardial Infarction) $19,210 $21,681 13%

Partial Hip Replacem ent Revision $32,086 44,200 38%

Prem ature Baby (Extrem ely Low  Weight) $368,431 $684,728 86%

Avg. Outpatient Primary Care Procedure Price $665 $898 35%

#  o f rating areas (Prim ary Care HHI***) 12 6

Cervical Cancer Screening Converted $88 $110 25%

Colon Cancer Screening -  Sigm oidoscopy $224 $290 29%

Diagnostic Blood Fecal Test $15 $27 80%

Diverticular Disease $967 $1,419 47%

Fibroids $918 $1,475 61%

Kidney (Renal) Failure $1,106 $1,438 30%

Sore Throat $139 $183 32%

Upper Respiratory Infection/Com m on Cold (Adult) $137 $180 31%

Urinary Tract Stone $2,388 $2,964 24%

Avg. Outpatient Hematology/Oncology Procedure Price $13,762 $20,819 51%

#  o f rating areas (Hem atology/O ncology HHI) 11 7

Breast Cancer $4,255 $5,362 26%

Lung, Bronchi, or M ediastinum  Cancer $32,466 $51,421 58%

Prostate Cancer $4,564 $5,675 24%

Avg. Outpatient Orthopedist Procedure Price $439 $715 63%

#  o f rating areas (Orthopedics HHI) 17 1

Ankle Fracture/Sprain $515 $911 77%

Knee Ligam ent Injury $272 $387 42%

Wrist or Hand Fra ctu re/  Dislocation / Sprain $531 $849 60%

HHI < 2,500 HHI > 2,500 %  Difference

Avg. ACA Benchmark Plan Monthly Premium

#  o f rating areas

$318

9

$363

10

14%

Notes: The average reported above is a straight average across the procedures within each category. Cardiology 
prices are not reported as no rating areas had a cardiology HHI below 1,500 (see Table A 1 in the appendix). The 
premiums listed in Table A2 were used for the analysis o f Avg. ACA Benchmark Plan Monthly Premiums. * * *  

Primary Care HHI was calculated at the primary care service area (PCSA)-level and then weighted up to the rating 
area-level (see Goodman et al. (2003) for details on PCSAs). All other HHIs were calculated directly at the rating 
area-level.
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Table A25. Input Cost Adjusted Individual Procedure Prices (2014) and ACA Premiums (2016)
by HHI Level

HHI < 1,500 HHI > 1,500 % Difference

Input Cost Adjusted Avg. Inpatient Procedure Price $108,483 $165,119 52%

#  o f rating areas (Hospital HHI) 6 12

Heart A ttack (Acute M yocardial Infarction) $14,933 $15,334 3%

Partial Hip Replacem ent Revision $24,974 $30,202 21%

Prem ature Baby (Extrem ely Low  Weight) $285,543 $449,820 58%

Input Cost Adjusted Avg. Outpatient Primary Care Procedure Price $472 $622 32%

#  o f rating areas (Prim ary Care HHI***) 12 6

Cervical Cancer Screening Converted $61 $78 28%

Colon Cancer Screening -  Sigm oidoscopy $159 $198 25%

Diagnostic Blood Fecal Test $10 $18 80%

Diverticular Disease $704 $965 37%

Fibroids $656 $1,017 55%

Kidney (Renal) Failure $794 $993 25%

Sore Throat $100 $126 26%

Upper Respiratory Infection/Com m on Cold (Adult) $99 $124 25%

Urinary Tract Stone $1,662 $2,078 25%

Input Cost Adjusted Avg. Outpatient Hematology/Oncology Procedure Price $10,370 $13,269 28%

#  o f rating areas (Hem atology/O ncology HHI) 11 7

Breast Cancer $3,198 $3,562 11%

Lung, Bronchi, or M ediastinum  Cancer $24,470 $32,404 32%

Prostate Cancer $3,442 $3,842 12%

Input Cost Adjusted Avg. Outpatient Orthopedist Procedure Price $311 $577 85%

#  o f rating areas (Orthopedics HHI) 17 1

Ankle Fracture/Sprain $365 $735 101%

Knee Ligam ent Injury $194 $312 61%

Wrist or Hand Fra ctu re/  Dislocation / Sprain $375 $685 83%

HHI < 2,500 HHI > 2,500 %  Difference

Avg. ACA Benchmark Plan Monthly Premium

#  o f rating areas

$233

9

$256

10

10%

Notes: The average reported above is a straight average across the procedures within each category. Cardiology 
prices are not reported as no rating areas had a cardiology HHI below 1,500 (see Table A 1 in the appendix). * * *  

Primary Care HHI was calculated at the primary care service area (PCSA)-level and then weighted up to the rating 
area-level (see Goodman et al. (2003) for details on PCSAs). All other HHIs were calculated directly at the rating 
area-level.
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Table A26. Northern California vs. Southern California Individual Procedure Prices (2014) and  
ACA Premiums (2016)

South North %  Difference
A vg. Inpatient Procedure Price $131,586 $223,278 70%

Avg. H osp ita l H HI 1,047 2,202 110%
H eart A tta ck  (Acute M yocardia l Infarction) $19,371 $21,408 11%
Partia l Hip R eplacem ent Revision $32,741 $43,017 31%
Prem ature Baby (Extrem ely Low  W eight) $342,646 $605,408 77%

A vg. O utpatient Prim ary Care Procedure Price $588 $802 36%
Avg. Prim ary Care HHI*** 996 1,420 43%
Cervica l Cancer Screening Converted $83 $100 20%
Colon Cancer Screening -  Sigm oidoscopy $187 $268 43%
Diagnostic B lood Fecal Test $9 $22 144%
Diverticular D isease $897 $1,203 34%
Fibroids $700 $1,259 80%
Kidney (Renal) Failure $1,020 $1,292 27%
Sore Throat $136 $160 18%
U pper Resp iratory In fection/Com m on Cold (Adult) $134 $158 18%
U rinary Tract Stone $2,125 $2,755 30%

A vg. O utpatient Cardio logy Procedure Price $17,653 $28,955 64%
Avg. Cardio logy HHI 352 857 143%
C ardiom yopathy (H eart M uscle Disease) $1,735 $1,922 11%
Cardiovascular Sym ptom s (Other) $503 $570 13%
Coronary A rtery  D isease with H eart Bypass Surgery $50,720 $84,374 66%

A vg. O utpatient H em atology/O ncology Procedure Price $11,905 $18,445 55%
Avg. H em atology/O ncology H HI 823 2,257 174%
Breast Cancer $4,185 $4,878 17%
Lung, Bronchi, o r  M ediastinum  Cancer $27,187 $45,243 66%
Prostate Cancer $4,343 $5,213 20%

A vg. O utpatient O rthopedist Procedure Price $396 $477 20%
Avg. O rthopedist HHI 263 851 224%
A nkle  Fracture/Sprain $474 $561 18%
Knee Ligam ent In jury $270 $282 4%
W rist o r  H and Fracture /  D islocation / Sprain $445 $589 32%

A vg. A C A  Benchm ark Plan M onthly Prem ium $271 $367 35%
Avg. Insurer H HI 1,919 2,700 41%

Notes: The average reported above is a straight average across the procedures within each category. Cardiology 
prices are not reported as no rating areas had a cardiology HHI below 1,500 (see Table A 1 in the appendix). The 
premiums listed in Table A2 were used for the analysis o f Avg. ACA Benchmark Plan Monthly Premiums. * * *  

Primary Care HHI was calculated at the primary care service area (PCSA)-level and then weighted up to the rating 
area-level (see Goodman et al. (2003) for details on PCSAs). All other HHIs were calculated directly at the rating 
area-level.
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Table A27. Northern California vs. Southern California Input Cost Adjusted Individual
Procedure Prices (2014) and  ACA Premiums (2016)

South North %  Difference
Input Cost Adjusted Avg. Inpatient Procedure Price $111,816 $147,922 32%

Avg. Hospital HHI 1,047 2,202 110%
Heart A ttack (Acute M yocardial Infarction) $16,315 $14,725 -10%
Partial Hip Replacem ent Revision $27,517 $28,822 5%
Prem ature Baby (Extrem ely Low  Weight) $291,615 $400,218 37%

Input Cost Adjusted Avg. Outpatient Primary Care Procedure Price $495 $532 8%
Avg. Prim ary Care HHI*** 996 1,420 43%
Cervical Cancer Screening Converted $70 $66 -6%
Colon Cancer Screening -  Sigm oidoscopy $157 $178 13%
Diagnostic Blood Fecal Test $8 $15 88%
Diverticular Disease $754 $806 7%
Fibroids $590 $848 44%
Kidney (Renal) Failure $858 $861 0%
Sore Throat $114 $106 -7%
Upper Respiratory Infection/Com m on Cold (Adult) $113 $105 -7%
Urinary Tract Stone $1,790 $1,805 1%

Input Cost Adjusted Avg. Outpatient Cardiology Procedure Price $14,844 $18,954 28%
Avg. Cardiology HHI 352 857 143%
Cardiom yopathy (Heart M uscle Disease) $1,460 $1,267 -13%
Cardiovascular Sym ptom s (Other) $423 $383 -9%
Coronary Artery Disease with Heart Bypass Surgery $42,648 $55,212 29%

Input Cost Adjusted Avg. Outpatient Hematology/Oncology Procedure Price $10,042 $12,071 20%
Avg. Hem atology/O ncology HHI 823 2,257 174%
Breast Cancer $3,521 $3,270 -7%
Lung, Bronchi, or M ediastinum  Cancer $22,934 $29,397 28%
Prostate Cancer $3,670 $3,547 -3%

Input Cost Adjusted Avg. Outpatient Orthopedics Procedure Price $333 $324 -3%
Avg. Orthopedist HHI 263 851 224%
Ankle Fracture/Sprain $399 $381 -5%
Knee Ligam ent Injury $227 $191 -16%
Wrist or Hand Fra ctu re/  Dislocation / Sprain $374 $399 7%

Input Cost Adjusted Avg. ACA Benchmark Plan Monthly Premium $228 $251 10%
Avg. Insurer HHI 1,919 2,700 41%

Notes: The average reported above is a straight average across the procedures within each category. * * *  Primary 
Care HHI was calculated at the primary care service area (PCSA)-level and then weighted up to the rating area- 
level (see Goodman et al. (2003) for details on PCSAs). All other HHIs were calculated directly at the rating area- 
level.
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As part of the current health reform debate, California 
policymakers and stakeholders are exploring w hether the 

state can (or should) adopt a form of public option, similar to proposals Congress rejected in the lead up 
to the ACA. W h ile  there is energy and enthusiasm for the public option among many California 
stakeholders, there are also very different views as to w hat it would look like or accomplish. This report 
underscores the unique character and structure of public and private health care in California and how it 
will impact the advisability and feasibility of a state public option. Section 5 offers principles for 
policymakers to consider as they evaluate public options for California, including setting clear goals and 
expectations for the policy changes.

Fundamentally, there are two threshold issues in considering implementation of 
public plan choice in California: (1) what is the problem that policymakers are 
trying to solve and (2) in what ways is expanded public plan choice a workable 
and effective solution to the problem?
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I. PUBLIC PLAN CHOICE AT THE FEDERAL LEVEL (Pre-ACA)
As Congress was considering legislative proposals leading to passage of the ACA, debate in the final days 
centered on the issue of "public plan choice" -  whether Americans younger than 65 who lack 
employment-based coverage should have the choice of enrolling in a new public health insurance plan 
modeled after Medicare.1 Although present in several interim bills and November 2009 legislation 
passed by the U.S. House of Representatives, Congress omitted the public option from the ACA bill 
package finally passed by both houses and signed by President Obama in March 2010.

From the beginning of the public option debate there was confusion not only about what a public option 
needed to look like but also what it would mean for the American health care system.2 Observers at the 
time acknowledged that one reason for the confusion, and resulting controversy, was that general 
outlines of how the public option would work were sometimes unclear, allowing both supporters and 
opponents to project their greatest fears and hopes onto the idea.3 In addition, observers recognized 
the public option was a highly visible symbol of the deep divide on the proper role of government in 
achieving universal coverage, which characterized the broader health reform debate, as well as prior 
national health reform debates over many decades.4

Advocates for public plan choice, also known as the public option, promote it as a publicly insured plan 
in direct competition with other options for private health insurance coverage, with the hope that the 
features of a publicly sponsored option, and the competition it would bring to markets, will drive down 
both premiums and underlying health care costs.5

Proponents believe that the public option will have inherent advantages that make it a lower cost 
choice, including not having to pay profits, low overhead costs (e.g., no need for marketing) and 
sufficient enrollment to achieve volume discounts with providers.6 Another stated intent of the public 
option is to replace "unhealthy" market competition, in which health plans compete to attract the 
healthiest individuals, with "healthy" competition based on a broader set of plan features.7 This view 
holds that healthy competition, with meaningfully different choices, would spur lower costs and 
improve quality. In addition, many proponents of public plan choice promote the policy specifically 
because of the benefits they see in publicly operated coverage. These benefits include, in their view, 
public governance, greater transparency and accountability, and the absence of shareholders or a profit 
motive.

During the national debate, supporters envisioned a new public plan exemplifying the basic principles of 
Medicare -  inclusive, affordable, transparent coverage with a broad choice of providers -  that could 
both spur Medicare toward improved care delivery and cost containment and ultimately light the way 
toward universal health security.8

For background and illustration, the section below highlights features of two competing versions of the 
public option considered by Congress in 2009.
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Congressional Public Option Proposals (2009)
On November 7, 2009, the U.S. House of Representatives approved the H.R. 3962, the Affordable Health 
Care for America Act (House version) and on November 21, 2009 the majority leader of the Senate, 
Senator Harry Reid, introduced S.Amdt. 2786 to H.R. 3590 (Senate amendment). Both bills included 
language for a public option.9

The two bills would give the Secretary of Health and Human Services start-up funding and authority to 
enter into contracts for the establishment and administration of a public option. The Secretary would 
establish geographically adjusted premiums to cover medical claims, administration, a contingency 
margin (reserves for anticipated claims), and repayment of start-up funds.

The Senate amendment would allow states to opt out of offering the public option on the state 
exchange. The House version did not allow states to opt out. Both bills would require the public option 
to, at a minimum, offer the same benefits as in the exchange, as specifically defined in each bill, and the 
Senate amendment allowed states with the public option in the state exchange to require coverage of 
additional benefits in the public plan.

Other key provisions include:

■ Elig ib ility. Individuals eligible for the exchange, including those eligible for exchange subsidies, 
could choose the public option in both versions.

■ Contract adm inistrator. The Senate amendment set criteria for the contract administrator, 
including that it must be competitively bid and a nonprofit entity. If the administrator was a for- 
profit entity, the administrator would be required to repay any start-up funds and would be 
permanently prohibited from offering a qualified health plan (QHP) on the exchange. There was 
no similar provision in the House version.

■ Provider network. In the House version, the provider network for the public option would be 
established through deeming Medicare providers to be in the public plan, unless they opted out, 
and providers could participate as both preferred or non-preferred providers. The Senate 
amendment specified that providers would voluntarily participate in the public option with no 
comparable provision relating to preferred providers.

■ Provider paym ent rates. The Secretary would negotiate provider payment rates in both bills. In 
the House bill, rates could not be lower than Medicare rates or higher than average rates paid 
by qualified health plans (QHPs) in the exchange. Under the Senate amendment, rates could be 
no higher than average QHP rates.

■ Consumer protections. Under the House version, enrollees would have access to the federal 
courts for the enforcement of rights as in Medicare, while under the Senate amendment the 
consumer protection laws of each state would apply to the public option. The amendment 
required states that did not opt out to establish a State Advisory Council to advise the Secretary 
on the operation of the public option.
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■ Federal funding. The House version prohibited the public option from receiving federal funds if 
it became insolvent. The Senate amendment required the public option to meet state solvency 
standards, as well as new federal solvency standards to be established by the Secretary. In the 
event of the plan's insolvency, the Senate amendment required the President to submit federal 
legislation that would remedy the insolvency and Congress would have to consider the proposal.

A preliminary Congressional Budget Office (CBO) analysis of the public option included in the House 
version in 2009 (H.R. 3962) underscores the multiple complex factors that determine whether a public 
option will succeed in offering a less costly coverage choice. CBO concluded:

... a public plan paying negotiated rates would a ttract a broad network o f providers 
but typically have premiums somewhat higher than the average premiums fo r  the 

private plans in the exchanges. The rates the public plan pays to providers would, on 
average, probably be comparable to the rates paid by private insurers participating in 
the exchanges. The public plan would have lower adm inistrative costs but would 

probably engage in less management o f utilization by its enrollees and a ttract a less 

healthy pool o f enrollees ...10

II. THE CALIFORNIA CONTEXT FOR PUBLIC PLAN CHOICE
Pre-ACA, the size and scale of California, including the geographic and health delivery system diversity 
that characterizes its numerous health care markets and regions, heavily influenced the development of 
public and private health plans in the state. California has one of the highest managed care "penetration 
rates" (percent of the population enrolled in managed care) in the country and some form of managed 
care is nearly universal in public and private health care coverage. For example, 60 percent of 
Californians are enrolled in HMOs, compared to an average of 32 percent nationally.11

California's successful implementation of the ACA included formation of a dynamic state exchange 
marketplace, companion market rules for individual and small employer coverage that exceed federal 
requirements, along with dramatic expansion of Medi-Cal enrollment and growth in the state's health 
care safety net. Because of this, the California context for considering public plan choice is different than 
before the ACA and different than the 2009 debate surrounding a national public option. It is also 
generally true that policy options that may be feasible and desirable on a national scale may require 
significant modification to be workable at the state level or may not be viable for states to successfully 
implement.

Finally, federal policy and federal funding play a significant role in how states like California can 
organize, deliver and pay for health care, making it challenging to contemplate major health system 
changes absent a constructive and collaborative relationship with federal health officials. The current 
Administration in Washington has different priorities and focuses on different strategies, including 
efforts to rollback existing health care programs and reforms. The new federal context will limit what
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California can do to expand public health plan choice in the near term, likely necessitating significant 
state investment to move forward, with little additional federal support or flexibility.

California Characteristics Relevant for Designing Public Options
This section highlights California-specific factors that will influence options the state has to expand 
public plan choice and identifies key policy questions. Unique California characteristics include:

■ Active purchaser exchange. Unlike most other state exchanges, Covered California is authorized 
to select participating health plans through a competitive process. State law specifically requires 
the exchange to contract with health plans that "offer the optimal combination of choice, value, 
quality, and service." The exchange enabling statute also requires Covered California to offer a 
choice of qualified health plans (QHPs) at each of the five coverage levels in each region of the 
state. For each coverage year, Covered California selectively contracts with health plans that 
meet state and federal QHP requirements, and actively negotiates with potential plans on 
premiums, networks and geographic coverage. In addition, Covered California health plan 
contracts impose contract requirements adopted by the independent Covered California Board 
related to quality, performance and public reporting. As authorized in California law, Covered 
California also requires health plans to offer standard benefit designs to help consumers more 
easily compare available QHPs on price, networks, and quality.

Question: Will additional public plan choices in the exchange offer lower premiums and 
introduce additional competition to drive down overall premiums beyond what Covered 
California has accomplished as an active purchaser?

■ Existing ne tw ork o f  local public health plans. California developed a network of local public 
health plans to serve Medi-Cal recipients starting in the early 1980s. Local health plans are 
authorized in state law and established at the county level through local ordinances and/or joint 
powers agreements. California's local public plans contract with the state to provide services to 
Medi-Cal beneficiaries and operate in 35 California counties in two models -  Local Initiative 
Health Plans (LIs) and County Organized Health Systems (COHS). In COHS counties, one county­
wide health plan serves as the single public plan for all Medi-Cal beneficiaries and in LI counties 
a local public plan competes with a commercial health plan. Local public plans in California are 
publicly governed with governing bodies that typically include a mix of local elected officials and 
consumer and provider representatives, depending on the specific local plan authority and 
model. As public entities they are more transparent than private plans subject to California's 
open meeting laws, including public meetings, disclosure of financial performance and public 
review of community investments. In many respects, the Med-Cal managed care (MCMC) 
program, especially in Two-Plan model counties, already embodies a form of public plan choice.
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Question: Do California's local public plans have the capacity to expand beyond Medi-Cal. or to 
serve additional geographic regions, and with what impacts on access and quality in the Medi- 
Ca! program?

■ Strong California standards and consumer protections. California has some of the strongest 
consumer protection laws and health plan regulations in the country, including individual and 
small group market rules that exceed federal ACA requirements. Under the Knox-Keene Health 
Care Service Plan Act (Knox-Keene), the Department of Managed Health Care (DMHC) licenses 
health plans and enforces standards related to minimum and essential benefits, financial 
solvency and capacity, network adequacy, consumer disclosure, grievances and appeals, and 
review of quality and utilization management systems. The California Department of Insurance 
(CDI) enforces the same market rules in the individual and small employer markets, including 
essential health benefits, and regulates insurer solvency, network adequacy, claims payment 
and appeals, and market conduct. To participate as a qualified health plan in Covered California 
health plans must be licensed by DMHC or certificated by CDI. In the Medi-Cal program, LIs must 
be licensed under Knox-Keene but COHS plans are exempt from licensure unless they choose to 
voluntarily apply.

Question: If California expands public plan choice to compete with private health plans. should 
publicly sponsored plans meet the same standards and follow the same rules as private health 
plans operating in those markets?

■ California communities w ith  severe provider shortages and lack o f  com petition. In many 
underserved areas of California, particularly remote and rural areas, consumers have only one 
or two health plan choices in the exchange, and also may have limited choice in employer and 
other private coverage, often leading to premiums much higher than other regions of the state. 
For 2018, Covered California has approximately 213 zip codes and partial zip codes (or 
approximately 8 percent of zip codes in California) with only one health plan. Five percent of 
Covered California enrollees (66,000 individuals) have one health plan choice.12 Covered 
California consumers experiencing a premium increase can often select another health plan in 
the same region to reduce costs. However, in areas with limited health plan choice, such as the 
rural North, consumers can still face significant premium increases even if they switch to 
another plan in the region. Geographic inaccessibility, provider shortages and provider 
concentration within markets can make it challenging for health plans to develop an adequate 
network and/or lead to high provider prices, increasing premiums and potentially motivating 
health plans to leave the area.

Question: Wi!! publicly sponsored plans effectively overcome the barriers in underserved areas 
that currently lead to limited health plan choice and higher premiums?

6



Exploring Public Options in California
March 19, 2018ITUP

Insure the Uninsured Project

■ State safety ne t linked to  public health plans. California developed local public health plans in 
the Medi-Cal program in part to embrace the potential benefits of managed care, while 
preserving the state's health care safety net, including public health systems and community 
clinics and health centers. From the beginning in the 1980s, COHS plans included all willing and 
qualified Medi-Cal providers in the counties served, including safety-net hospitals and clinics. In 
the early 1990's, with state policymakers committed to expanding MCMC beyond COHS 
counties, the Department of Health Services (DHS at the time) proposed the "Two-Plan 
managed care model in counties with public hospitals and county-operated ambulatory care 
clinic networks. The Local Initiative developed in Two-Plan counties was specifically designed to 
incorporate public and private providers to maintain the vibrancy of the safety net.13 This strong 
partnership between safety-net providers and local public plans continues. For example, the 
Department of Health Care Services (DHCS) reported that between September 2013 and April 
2015 60 percent of Medi-Cal enrollment growth in local public plans was attributed to safety-net 
clinics, compared to 42.2 percent in commercial MCMC plans.14

Question: A s  California explores public plan choice, what are the potential benefits or risks in 
terms of funding and viability of the state's safety net?

Local Public Plans in California
California's local health plans serve a majority of Medi-Cal beneficiaries enrolled in MCMC. COHS plans 
enroll all MCMC enrollees in the counties served. As of December 2017, 2.2 million Medi-Cal enrollees 
are enrolled in six COHS plans in 22 counties (17 percent of Medi-Cal beneficiaries). LIs participate in the 
"Two-Plan model" of MCMC, where they serve as the public plan choice in a county alongside a 
commercial, non-governmental health plan. There are more than five million Medi-Cal enrollees in nine 
LIs in 13 counties (37 percent of Medi-Cal beneficiaries). Statewide, 75 percent of MCMC enrollees in 
Two-Plan counties are enrolled in the LI.15

While local plans primarily serve Medi-Cal enrollees, they may also have other lines of business such as 
Medicare Advantage and health coverage for county employees. Local plans that administer the Cal- 
MediConnect program, a three-year demonstration project to improve care coordination for individuals 
with both Medi-Cal and Medicare coverage who enroll voluntarily, compete for enrollment with other 
Medicare options available to potential enrollees, including Medicare Advantage. Table 1 profiles 
California's existing local health plans including the lines of business each plan offers and MCMC 
enrollment.
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Table 1
Profile of Local Health Plans in California

State Licensure and Enrollment, by Plan and Model Type, 2017

Local Initiative (LI) 
Health Plans

(9 plans, 13 counties)

Lines of Business16 17 
(as of Jan u ary 2017)

Enrollment18 
(D ecem ber 2017)

Penetration19

Authorized in state law and 
established by county 
ordinance and/or joint 
powers agreement, LIs 
participate in the "Two-Plan 
model" of MCMC, serving as 
the public plan choice 
alongside a commercial, non­
governmental health plan

LIs must be state-licensed 
under the Knox-Keene Act for 
Medi-Cal, and any other lines 
of business they offer, under 
the jurisdiction of the 
Department of Managed 
Health Care (DMHC)

Total Statewide 
LI Enrollment

5,083,549

Statewide, 75% of Medi-Cal 
Managed Care enrollees in 
Two-Plan counties are 
enrolled in the LI. Most but 
not all Medi-Cal recipients 
must enroll in one of the 
two plans

Alameda Alliance for Health Medi-Cal, In-Home Supportive 
Services (IHSS)

264,480 80%

Contra Costa Health Plan Medi-Cal, IHSS, Medicare 
Advantage, County Employees

182,985 87%

CalViva Health Medi-Cal Fresno - 299,170 73%
Kings - 27,661 58%

Madera - 36,532 66%

Kern Family Health Medi-Cal 248,244 77%

LA Care Medi-Cal, Cal MediConnect/ 
Medicare Advantage, IHSS, 
Covered California

2,057,191 67%

Inland Empire Health Plan Medi-Cal, Cal MediConnect/ 
Medicare Advantage

Riverside - 
601,361

87%

San Bernardino - 
623,542

89%

San Francisco Health Plan Medi-Cal, IHSS, Healthy Kids 133,936 87%

Health Plan of San Joaquin Medi-Cal, Medi-Cal Access 
Program (AIM)

San Joaquin - 
219,589

91%

Stanislaus - 
129,418

64%

Santa Clara Family Plan Medi-Cal, Cal MediConnect/ 
Medicare Advantage, Healthy 
Kids

259,440 78%
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Table 1
Profile of Local Health Plans in California

State Licensure and Enrollment, by Plan and Model Type, 2017

County Organized Health 
System (COHS)

(6 plans 22 Counties)

Lines of Business20 21 
(as of Jan u ary 2017)

Enrollment22 
(D ecem ber 2017)

Penetration23

One county-wide health plan 
authorized in federal and 
state law serves as the single 
public plan for all Medi-Cal 
beneficiaries

State law exempts COHS plans 
from licensure for Medi-Cal but 
no other lines of business

Total Statewide 
COHS Enrollment 

2,177,868

COHS plans enroll all 
Medi-Cal managed care 
enrollees in the counties 
served with a few 
exceptions

CalOptima Medicare Advantage, Cal 
MediConnect, Program of All 
Inclusive Care for the Elderly

767,433 //

CenCal AIM San Luis Obispo - 
54,202

//

Santa Barbara - 
125,435

//

Central California Alliance for IHSS and AIM Merced - 126,304 //

Health Monterey - 
155,564

//

Santa Cruz - 
68,410

//

Gold Coast Health Plan 202,817 //

Health Plan of San Mateo Medi-Cal (voluntarily), IHSS, 
Healthy Kids, Medicare 
Advantage, County Coverage 
Program

109,842 //

Partnership HealthPlan Previously licensed for Healthy Del Norte - 11,430
Kids programs which are no Humboldt - 52,273 //

longer active Lake - 30,928 //

Lassen - 7,423 //

Marin - 39,266 //

Mendocino - 
38,452

//

Modoc - 3,121 //

Napa - 28,526 //

Shasta - 59,282 //

Siskiyou - 17,435 //

Solano - 110,513 //

Sonoma - 111,399 //

Trinity - 4,321 //

Yolo - 53,492 //
So u rce: In su re  the U ninsured  Pro ject; Ca liforn ia  D e p a rtm en t o f  H ea lth  Care Se rv ice s; Ca liforn ia  D e p a rtm en t o f  M a n a g ed  H ea lth  Care; Loca l H ea lth  
Plans o f  California. Se e  so u rce  deta ils in  e n d  notes.
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III. CONSIDERING PUBLIC OPTIONS FOR CALIFORNIA: THREE SCENARIOS
As a framework through which to identify issues and options, ITUP developed three scenarios of how a 
public plan choice might be organized in California. The scenarios acknowledge California's extensive 
network of local public health plans and the heavy concentration of managed care in the existing Medi­
Cal program.

Key Concepts and Definitions
As background, the following key concepts highlight potential "public" roles in the provision of health 
care coverage.

■ Public Program. A program administered and funded  by government (typically federal, state 
and/or local) generally with established rules of eligibility, benefits and payment rates. A public 
program may contract with governmental (public) and/or non-governmental (private) health 
plans and providers to organize and deliver the services. In California, both Medi-Cal and 
Medicare contract with public and private plans.

■ Publicly financed. Coverage funded in whole, or in part, by the federal, state and/or local 
governments.

■ Publicly operated. Coverage developed, administered and managed by a public, governmental 
entity.

In developing the scenarios, ITUP used the following definitions:

■ Public Option means a publicly operated health plan choice that directly competes with private 
health plans in specified target markets. A public option does not include public programs such 
as Medicare, Medi-Cal or CHIP, but may be modeled after, or offered as an adjunct to, public 
programs.

■ Exchange Public Option means a public plan(s) choice that competes with private health plans 
in the state Affordable Care Act (ACA) exchange, Covered California. (Scenarios 1 and 2.)

■ Medi-Cal Buy-in Public Option means a public plan choice for individuals not eligible for Medi­
Cal who purchase coverage through the Medi-Cal program infrastructure rather than through a 
private health plan. A Medi-Cal buy-in might have different benefits and providers than Medi­
Cal and could also include public financing, using state funds to lower premiums or out-of­
pocket costs for some or all the individuals purchasing coverage. (Scenario 3.)

■ Medi-Cal expansion means modifying the eligibility rules for Medi-Cal, a public program, which 
may include changes in age, income, immigration status or other eligibility factors, to increase 
the number of Californians eligible for the program. A Medi-Cal expansion is publicly financed 
either by federal/state funds, or if the population or program does not qualify for federal 
matching funds, with state-only/local funds.

Three Scenarios
The scenarios that follow are meant to provide a concrete framework by which to identify the issues, 
questions and legal constraints related to public options in California. In this first round of analysis, the
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scenarios speculate on foundational issues for each approach, including potential structure, policy 
objectives, relevant state and federal laws, and financing.

If policymakers consider a public option within the state's current health care system, the public option 
model will need to be designed taking into account how California insurance markets operate, including 
Covered California, and the potential limitations of federal program rules, including federal Medicaid 
requirements. As the scenarios in this report suggest, public plan choice in California would most likely 
be accomplished through either additional public plan choices in the state exchange, or a public plan 
choice developed through the Medi-Cal infrastructure.

Scenario 1 -  Exchange Public Option: Local Health Plans
Scenario 1 considers how the state might increase the participation of local public health plans in the 
exchange. In 2018, there is one LI, L.A. Care Health Plan, and one non Medi-Cal county-operated health 
plan, Valley Health Plan successfully participating in Covered California. This scenario raises numerous 
administrative, operational and legal challenges to expanding local plan participation in Covered 
California (discussed in more detail in Section V). State, federal and contractual requirements that apply 
to any health plan seeking certification as a QHP can be costly and are significantly different than the 
requirements for MCMC plans. California explored some of these issues when it considered developing a 
Bridge Plan prior to ACA implementation. See Appendix A for more on the Bridge Plan in California.

Scenario 2 -  Exchange Public Option: New State Health Plan

Scenario 2 contemplates an alternative approach to increasing public plan choice in the exchange in the 
event local health plans are unable or unwilling to expand or for regions where there is no local health 
plan. A state health plan option raises many of the same challenges as for local public plans but 
additionally presents the challenge of how a new state plan might be structured, administered and 
funded. In addition to the start-up costs and challenges, there are complex issues surrounding 
regulation and oversight of a state-operated health plan. A baseline question is whether the state plan 
would be licensed and regulated according to state and federal requirements for individual or small 
group coverage and, if not, what oversight there might be. Finally, depending on the configuration of 
the state plan, it might be practical to organize the plan using a for-profit administrator or health plan(s), 
possibly making it less desirable to those promoting the public option as an alternative to private plans.

Scenario 3 -  Medi-Cal Buy-in Public Option

Scenario 3 explores development of a competing coverage choice through the existing Medi-Cal 
infrastructure. This scenario is distinct from expanding eligibility for Medi-Cal using state funds through 
a state-only Medi-Cal expansion. Scenario 3 contemplates allowing individuals not eligible for Medi-Cal 
to buy coverage through the Medi-Cal infrastructure. By competing with private health plans to cover 
individuals not enrolled in Medi-Cal, the buy-in of Scenario 3 is consistent with the pre-ACA vision of a 
national public option. While Scenario 3 relies on the existing statewide Medi-Cal infrastructure, a buy-in 
program would likely need significant adjustments to serve as a viable public plan choice competing
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against private health plans. Depending on whether the buy-in competes in the individual market and is 
subject to market rules, and state health insurance regulation, the state otherwise has unlimited 
flexibility to set benefits, premiums and provider networks in a state-only buy-in program. However, this 
scenario could require federal waivers or approvals if the state wanted to allow exchange eligible 
individuals to buy-in and continue to receive federal ACA subsidies. California explored some of these 
issues when it considered developing a Basic Health Plan prior to ACA implementation. See Appendix B 
for issues surrounging a possible Basic Health Plan in California.

Table 2
Scenarios for Public Options in California

(For Analysis Purposes Only)

Scenario  1 Scenario  2 Scenario  3
Exchange Public Option Exchange Public Option M edi-Cal Buy-in

(Existing Local health plans)* (N ew  state health plan) Public Option

Description Increased participation of local A state-operated public health Public coverage choice offered fo r
public health plans in the state plan choice offered through the private purchase through the Medi-
exchange, as the public plan state exchange and outside Cal program infrastructure
choice in Covered California and individual market
individual market

Potential Policy Offer publicly operated Offer publicly operated alternative Offer publicly operated alternative
O bjective(s) alternative to compete w ith to compete w ith private health to compete w ith private health

private health plans plans plans

Improve affordability through Improve affordability through Improve affordability through choice
choice and competition that choice and competition that and competition that lowers
lowers premiums and health care lowers premiums and health care premiums and health care costs
costs costs

Increase coverage choices in areas
Increase choice in underserved Increase choice in underserved with only one or two health plan
areas w ith only one plan on the areas w ith only one plan on the choices
exchange exchange

Strengthen the state safety net
Improve continuity fo r individuals Offer a public plan choice in areas
whose eligibility fluctuates w ithout local health plans
between exchange and Medi-Cal available or w illing to participate

Make it easier fo r families to
choose the same health plan if
some family members are in
Medi-Cal and some in the
exchange

Strengthen the state safety net
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Table 2
Scenarios for Public Options in California

(For Analysis Purposes Only)

Scenario  1 Scenario  2 Scenario  3
Exchange Public Option Exchange Public Option M edi-Cal Buy-in

(Existing Local health plans)* (N ew  state health plan) Public Option

Target population: 1) Individuals not eligible for 1) Individuals eligible to buy Individuals not eligible fo r Medi-Cal
Eligibility Medi-Cal who are eligible to 

enroll in the exchange or are
coverage through the 
exchange or seeking non-

who are either:

seeking to purchase non- group, individual coverage 1) Not eligible fo r exchange
group, individual coverage 
outside of the exchange

outside of the exchange 

2) Could also include small

subsidies because of income or 
immigration status, and/or

2) Could also include small employers through Covered 2) Eligible fo r subsidies in the
employers through Covered 
California for Small Business

California fo r small business exchange (w ith federal A CA  
Section 1332 w aiver or 
approved Basic Health Plan)

3) Could include small employers

Program  Structure 1) Individual local health plans 
or

2) Consortium of existing local

State would design and 
implement a state health plan 
choice that could include:

Existing Medi-Cal infrastructure

State contracts w ith local health 
plans and private health plans in

health plans sharing 
common infrastructure and

1) Direct operation of the health 
plan by the state (provider

MCMC

operational resources to contracting, claims payment, Benefits need to be adjusted beyond
facilitate greater quality and utilization what MCMC plans currently cover
participation in the management, customer because of MCMC "carve-outs,"
exchange or

3) Combined health plan 
choice through one lead 
local health plan that 
subcontracts w ith some or 
all existing local plans, 
collectively offered as one 
health plan option

service, etc.) or

2) Subcontract(s) w ith external 
administrator to organize the 
network and manage some 
or all operational elements

such as mental health and substance 
use disorder services

A dm inistering Covered California State agency (other than Covered Department of Health Care Services
agency California) w ith expertise in 

contracting for health coverage 
(e.g., CalPERS, County Medical 
Services Program, DHCS) or

New state agency with 
independent board; governance 
structure like Covered California

(DHCS)

Depending on the program design, 
DHCS may not have existing capacity 
to organize and operate a public 
health plan choice to compete w ith 
private insurers

DHCS would also have to ensure 
separate tracking and accounting of 
federal Medicaid funds
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Table 2
Scenarios for Public Options in California

(For Analysis Purposes Only)

Scenario  1
Exchange Public Option  

(Existing Local health plans)*

Scenario  2
Exchange Public Option  
(N ew  state health plan)

Scenario  3 
M edi-Cal Buy-in  

Public Option

Federal authority Affordable Care Act, including 
requirements fo r exchange QHPs, 
unless federally exempted or 
waived

Affordable Care Act, including 
requirements fo r exchange QHPs, 
unless federally exempted or 
waived

No federal restrictions on program 
design fo r a state-administered and 
funded program; states can 
determine eligibility, benefits, cost
sharing, delivery system, etc.

Federal approval/waiver required to 
use federal exchange subsidies

State authority

Federal requirements for health 
insurance issuers would potentially 
apply if the buy-in offers coverage to 
individuals and small employers

State ACA implementing laws, 
state licensure to meet QHP 
requirements (Knox-Keene 
license or California Department 
of Insurance certificate)

In California, Local Initiatives 
must be licensed for Medi-Cal. 
Most County-Organized Health 
Systems are exempt and not 
licensed fo r Medi-Cal.

If one lead local health plan 
contracts w ith other local health 
plans fo r assignment of lives and 
risk, contracted plans may 
require a Knox-Keene full service 
or restricted license depending 
on the risk arrangement

May require changes to state 
enabling statutes for local plans 
and/or to local ordinance 
authority for each plan

State legislation would be 
required to establish the program

Enabling legislation would need to 
address, in addition to issues 
above:

■ Extent to which the state 
health plan must meet 
federal and state 
requirements fo r QHPs, 
including state licensure and 
regulatory oversight

■ Terms of negotiation 
between the state plan and 
the exchange, including 
whether Covered California 
would be required to include 
the state health plan as a 
choice in regions where 
available

State legislation would be required 
to establish and define the program

Enabling legislation would need to 
address, in addition to issues above:

■ Whether health plans 
participating in the buy-in 
would meet the same 
requirements as MCMC plans 
or

■ All buy-in plans must be state 
licensed, and

■ State funding level and 
timeline, including whether the 
buy-in would have to be 
financially self-sustaining
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Table 2
Scenarios for Public Options in California

(For Analysis Purposes Only)

Scenario  1 Scenario  2 Scenario  3
Exchange Public Option Exchange Public Option M edi-Cal Buy-in

(Existing Local health plans)* (N ew  state health plan) Public Option

Financing Possible significant start-up and Significant state funding fo r the Significant state funding fo r the
product development costs, start-up costs of a new state start-up costs, development and
which could be repaid over time program and fo r development of a ongoing operation of the buy-in
through premiums new competitive health plan plan, including funds for initial

choice, including funds for initial financial reserves
Once operational, existing ACA financial reserves
revenues:

Once operational, existing ACA
Once operational:

■ Individual premiums revenues: ■ Private premium payments
■ Federal premium tax credits ■ Ongoing state costs, unless the

for eligible individuals ■ Individual premiums buy-in program is financially
■ Federal cost-sharing ■ Federal premium tax credits viable and self-sustaining

reduction (CSR) payments and CSR payments ■ Potential fo r ongoing state
(not currently available ■ Ongoing state costs, unless funds to subsidize premiums
pursuant to federal the new plan is financially and/or cost-sharing
administrative action) viable and self-sustaining

So u rce : Insure  the U n in su red  Project, Fe b ru a ry  2018.
*Current fe d e ra l a n d  sta te  la w  req u ires e lig ib le  in d iv id u a ls betw een  138 -4 0 0  p e rce n t o f  the Fe d e ra l P o v erty  Leve l (FPL) se e k in g  coverage  to e n ro ll in 
the exchange to receive pre m iu m  an d  co st sh a rin g  subsid ies. M o vin g  exch a n g e su b s id y  e lig ib le  in d iv id u a ls to a M e d i-C a l buy-in  pro g ra m  req u ires a 
fe d e ra l Sectio n  1 332 A CA  w aiver, o r esta b lish m e n t o f  a b a sic  hea lth  p lan  u nder fe d e ra l ru les, to m a inta in  fe d e ra l pre m iu m  a n d  co st sh a rin g  subsid ies.
Se e  A p p e n d ix  B on  the B asic  H ea lth  Plan.

Covered California Underserved Areas and Local Health Plans

As noted in Table 2, one policy objective for a public option would be to offer a public plan choice in 
regions where exchange enrollees do not have adequate health plan choice. In 2018, Covered California 
enrollees are limited to one health plan in Inyo, Mono, Monterey, San Benito, San Luis Obispo, and 
Santa Barbara counties, and over half of Kings county. El Dorado, Fresno, Madera and Placer counties 
have only one Covered California health plan operating in many of the zip codes and partial zip codes in 
these counties - between 14 and 33 percent of the zip codes in these counties.

Developing a viable local plan option in underserved counties could prove problematic, given the low 
number of individuals a public plan could enroll and the costs associated with developing a competitive 
QHP that complies with exchange standards. Table 3 lists the counties (or partial counties) with just one 
health plan offering in Covered California and shows whether there is a local health plan in the county. 
The enrollment data for Covered California highlights the relatively low overall exchange enrollment 
available in those regions, potentially complicating the viability of offering a public plan to address the 
current lack of health plan choice.
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Table 3
Counties with One Plan Choice in Covered California

County Local Health Plan Zip Codes in the County 
with One Plan Choice

Covered California 
Enrollment 

(September 2017)
El Dorado No LHP 33% 420
Fresno CalViva Health 14% 23,680
Inyo No LHP All Zip Codes 670
Kings CalViva Health 58% 2,320
Madera CalViva Health 16% 4,180
Mono No LHP All 930
Monterey Central CA Alliance for Health All 13,110
Placer No LHP 27% 14,540
San Benito No LHP All 1,590
San Luis Obispo CenCal All 12,470
Santa Barbara CenCal All 16,040
So u rce : Insure  the U n in su red  Pro ject; C o ve re d  Ca liforn ia  2 0 1 8  Products b y  Z ip  Code, M arch  201 8 ; C o ve re d  Californ ia  2 0 1 7  
Se p te m b er A ctiv e  M e m b e r Profiles.

IV. OPERATIONAL CONSIDERATIONS FOR PUBLIC PLANS IN THE EXCHANGE
Any public plan option to be offered on the exchange, existing or new, local or state-administered, could 
experience challenges and costs related to QHP operational and certification requirements, including 
state licensure for the state health plan and for COHS plans not already licensed under Knox-Keene.

In evaluating the potential for an exchange public option in California, policymakers will need to 
consider the costs and effects of public plans complying with exchange standards. There may be 
compelling reasons to adjust the standards for public plan offerings while still ensuring quality and 
consumer protections are maintained.

Local public plans in particular may encounter operational challenges related to exchange requirements 
that differ significantly from Medi-Cal requirements, including: (1) Specific member support for billing 
issues, including subsidy determination, (2) Billing and collecting monthly premiums from enrollees, and 
(3) Paying the health plan assessment at 4 percent of premium. In addition, plans sold on the exchange 
must be National Committee on Quality Assurance (NCQA)-certified and offer the same products inside 
and outside the exchange. The list below highlights major areas of difference between Medi-Cal 
managed care and Covered California.

■ Agent/B roker Support and Engagement. Agents/brokers have been responsible for over 40 
percent of enrollment in Covered California for the past three years. Consumers have the option 
to enroll directly with the exchange, enroll through Community Based Organizations (known as 
Certified Enrollment Entities), or utilize a California licensed agent/broker. Covered California
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does not compensate licensed agents for enrolling new members; therefore, participating plans 
are required to register, pay and support licensed agents who enroll members into their plan.

■ Customer Service Capacity and Technology. Covered California currently has 1.3 million 
members enrolled in 11 health plans. Participating plans are required to support enrollees with 
billing and enrollment issues. Health plans in Covered California experience increased call 
volumes during open enrollment periods. To accommodate increased volumes during peak 
periods, most plans utilize value-added technology, telephony, and website services. Medi-Cal 
enrollment occurs throughout the year, rather than during a limited open enrollment period, 
and therefore does not generate the same type of high volume peak periods.

■ M arketing. Covered California health plans must compete for market share in each region 
where they offer coverage. Covered California spends approximately $100 million each year on 
marketing and encourages participating plans to allocate significant funding for their own 
marketing purposes. Medi-Cal does not allow MCMC plans to market directly to enrollees.24

■ Premium Collection. The exchange does not provide premium collection and aggregation 
services for participating health plans. Covered California plans are responsible for collecting 
monthly premiums from members, based on advance premium tax credit eligibility, and tracking 
member out-of-pocket expenditures. Medi-Cal does not collect premiums and MCMC plans do 
not have to track enrollee out-of-pocket costs.

■ Fees. The exchange requires participating plans to pay a monthly assessment of 4 percent of 
total exchange premiums to support operation of the exchange. Medi-Cal does not impose a 
similar administrative fee.

■ M arke t and O ff M arket. Plans participating in Covered California must offer the same products 
to individuals and small employers outside of the exchange and guarantee availability to all 
applicants. The commercial market is unfamiliar to most local health plans; competition with 
commercial health plans could be an expensive challenge and could lead to the public plans 
taking on a more high-risk population.

■ Q uality Reporting. Both the exchange and Medi-Cal require plans to participate in state and 
federal quality programs. However, the Exchange has unique quality measurement and 
reporting requirements that differ from other state and federal coverage programs.

■ Q ualified Health Plan Requirements. The ACA and state law require all health plans 
participating in the exchange to meet specific requirements related to state licensure, product 
offerings and rating rules, guaranteed availability and renewability, pooling of risks and 
regulatory review of premiums. California law requires Covered California to set minimum 
requirements for participating carriers as well as the standards and criteria for selecting 
qualified health plans and to apply the standards equally to all health plans in the exchange.25

■ Reporting. Both Covered California and Medi-Cal have quarterly and annual reporting 
requirements. The exchange has additional and unique data requirements applicable to 
participating plans that exceed Medi-Cal requirements.26
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Local health plans participating in the Cal MediConnect program may be best prepared to meet 
exchange requirements due to similarities in operations between Cal-MediConnect and the exchange. 
Operational similarities between Cal MediConnect and the Exchange include: (1) The use of licensed 
insurance agents as a distribution channel, (2) Plans must submit proposals/bids and set rates, and (3) 
Core benefits are determined by the federal program rules for the exchange and for Cal MediConnect. 
Local plans that participate in Cal MediConnect include CalOptima, Health Plan of San Mateo, Inland 
Empire Health Plan, L.A. Care Health Plan, and Santa Clara Family Health Plan.27

Table 4 below highlights some of the operational and QHP certification requirements for participation in 
Covered California.

Addressing operational challenges for public plans
California law authorizes Covered California to take on various administrative processes such as 
premium collection, customer service and agent support.28 In collaboration with public plans, Covered 
California could support key administrative functions that might reduce costs and complexity and 
facilitate greater participation by public plans.

California explored ways to reduce the administrative requirements of public plan participation in the 
exchange when it attempted to develop a "bridge plan" option in the lead up to ACA implementation. 
Under California's proposal at the time, Covered California would contract with MCMC plans to offer 
QHP products for specific populations under 250 percent of the federal poverty level. (See Appendix A 
for more on the Bridge Plan program considered in California.) The Bridge Plan approach focused on 
continuity of coverage, reducing disruptions in care as individuals change plans between the exchange 
and Medi-Cal and creating access to more affordable coverage.29

As part of the state's proposal for federal approval, Covered California proposed, along with other 
features, streamlining the QHP certification process for MCMC plans that only offer coverage in the non­
commercial market:

■ Allow Medi-Cal Managed Care plans to defer those elements of the solicitation that have not 
been applicable to a non-commercial health plan (e.g., waive quality data collection and tracking 
in 2014).

■ Accept state Medi-Cal quality and performance requirements as satisfying exchange quality 
requirements during 2014.

■ Coordinate with Department of Managed Health Care to streamline regulatory approval that 
may be required.

■ Develop a separate timeline for certifying Bridge qualified health plans for 2014 and later years.
■ Waive the state requirement that QHPs offer all coverage levels and catastrophic coverage, as 

well as the requirement to sell the same plans outside of Covered California, and limit public 
plan offerings to silver and gold coverage levels as required in federal law.
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Table 4
Exchange Public Option

Operational Challenges for Public Health Plans in the Exchange

Capacities Needed for Exchange Participation

Agents/Brokers ■ Internal support to assist agents/brokers in addressing calls, payments, 
certification/enrollment

■ System for tracking agent activity/sales
■ Compliance process for agent activity

Customer Service ■ Online tools for determining eligibility and tracking coverage and payments
■ Provide access to web-based education materials and/or real-time 

assistance via chat or phone
■ Capacity planning and management of high-volume periods (e.g., open 

enrollment)
■ Back-office functions, e.g., eligibility verification documentation
■ Staff to handle complex calls related to network, open enrollment, special 

enrollment, eligibility and calculation of subsidies, premiums, and out-of­
pocket requirements

Fees/Funding ■ Plans pay 4% of each premium received to Exchange

Marketing ■ Expansion of marketing resources to reach additional territory
■ Development of robust website, digital marketing, and collateral

Premium Collection ■ Need for additional financial personnel
■ System for collecting and tracking payments
■ System for reporting subsidy payments to federal government

Quality Programs ■ NCQA certification required
■ Enrollees must be assigned to a primary care provider
■ Ability to aggregate data across health plans
■ Monthly submission of data elements to Truven Health Analytics

Rate Review Process ■ Hiring of additional personnel to conduct product development, rate 
determination/actuarial service

Reporting ■ Monthly submission of data elements to Truven Health Analytics
■ Annual submission of quality performance data via EValue8
■ System for reporting subsidy payments to Federal government

Risk Sharing Program ■ Financial ability to participate in Federal risk sharing program

Selling On/Off Exchange ■ Online tools for determining eligibility and tracking coverage and payments
■ Provide access to web-based education materials and/or real-time 

assistance via chat or phone

So u rce: Insure  the U ninsured  Project, 2 018
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V. PRINCIPLES FOR POLICYMAKERS
As policymakers and stakeholders consider the costs and benefits of expanded public plan choice in
California, ITUP recommends the following guiding principles:

■ Iden tify  the problem  and consider w hether public plan choice w ill effective ly address the  
problem . There are two threshold issues in considering public plan choice: (1) what is the 
problem that policymakers are trying to solve and (2) is public plan choice the most effective 
and efficient way to solve the problem? For example, while there may be potential for public 
options to address lack of health plan competition and choice in some underserved areas, it is 
less likely that public options, on their own, could address the problem of the remaining 
uninsured, given that 81 percent have incomes below 400 percent FPL.30 It is unlikely that 
offering more public plan choices, without state funding for financial assistance, will help low- 
income uninsured individuals get coverage. Even if premiums for public plans are lower, the 
difference will likely not be enough for those who have to pay the full cost of the premium.

■ Preserve consumer protections in la w  and regulation. California has strong consumer 
protections that apply to health plans in the state, ranging from financial solvency review to 
extensive consumer rights and disclosures. The decision on whether to maintain key consumer 
protections and regulatory oversight, and whether the goal in establishing public options is to 
ensure a level playing field between public and private health plans, is a central question for 
consideration. In large measure, state licensure and regulatory oversight of health plans 
originated in the early, scandal filled days of MCMC, which included fraud and financial 
insolvency. If current standards are not necessary, meaningful or effective, and need only apply 
to some types of health plans, the question remains whether the rules themselves need to be 
revisited.

■ Evaluate the feas ib ility  and cost benefit o f  public plan choice to  achieve specific po licy goals.

While public plan choice may address specific policy goals, in theory, it will be important to 
consider state costs and relative public benefits from any proposal. Depending on the approach, 
the costs or potential unintended consequences might outweigh the benefits. As proposals 
emerge, each should be evaluated for feasibility, costs, benefits and legal constraints that will 
determine advisability of the proposal. For example, while adding local public plans in the 
exchange might be desirable, the relatively small number of enrollees any one plan, or even a 
consortium of plans, would likely secure might be insufficient to ensure viability, or to justify the 
allocation of capitol and human resources needed to comply with relevant standards and 
develop additional capacity.

■ Maxim ize federa l funding. As the scenarios highlight, many approaches to expand public plan 
choice would be most effective with federal collaboration and could require federal approval 
and/or waivers. Federal cooperation under the current Administration and political climate may 
be less likely than at other times. While states have flexibility in state funded programs, there 
may be features the state needs to include, or avoid, to preserve and maximize federal funds 
available to the state.
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■ Prioritize approaches th a t benefit consumers. Prioritize approaches likely to accomplish
tangible and measurable improvements in consumer choice, affordability, access and continuity 
of care. It will also be critically important to consider potential positive and negative impacts on 
the ability of existing programs, including Covered California and Medi-Cal, or local health plans 
and the state safety net, to effectively serve the interests of consumers.

VI. CONCLUSION
This report initiates a series of issue briefs to inform the California discussion about expanding public 
plan choice in the state. The premise of the series is that California has a unique history and current 
infrastructure of exiting public plans, a successful state exchange and a Medi-Cal delivery system that is 
more than 80 percent managed care. These California-specific conditions need to be the starting point 
for exploring public options and will directly impact the advisability and the feasibility of specific policies.
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APPENDIX A

Bringing Medi-Cal Managed Care Plans into the Exchange:
The Bridge Plan Demonstration Project

California has experience in evaluating strategies to more fully engage Medi-Cal managed care (MCMC) 
plans in offering exchange coverage. Prior to the implementation of the Affordable Care Act (ACA) in 
2014, California considered but chose not to implement the "Bridge Plan Demonstration Project" (Bridge 
Plan).

On July 11, 2013 Governor Brown signed legislation authorizing Covered California to develop a three- 
year demonstration project, contingent on federal approval, that would "bridge" coverage between 
Medi-Cal and Covered California for eligible low-income families transitioning between the two 
programs. Although Covered California did develop and evaluate a Bridge Plan approach, the project 
was not implemented.

Proposed Program. The Bridge plan was intended to achieve the following objectives: promote 
continuity of coverage, reduce consumer disruptions in care associated with changes in health plans, 
and create access to more affordable coverage. The proposal involved existing MCMC plans (both public 
plans and non-governmental plans), certified as Qualified Health Plans (QHPs) by Covered California, 
offering coverage for exchange-eligible individuals with incomes under 250 percent of the federal 
poverty level in the following groups:

■ New Covered California enrollees previously enrolled in a MCMC Plan who opt to participate in 
the Project,

■ Family members eligible for Covered California seeking coverage in the same Medi-Cal plan as 
other family members, and

■ Parents or caretaker relatives of a Medi-Cal enrolled child.

The Bridge Plan proposal required MCMC plans to guarantee coverage to eligible individuals but not to 
other applicants for exchange or individual coverage, providing the MCMC plan could demonstrate, 
consistent with federal requirements and the Covered California proposal, that the plan's provider 
network was only adequate to serve Bridge Plan enrollees.

Covered California hoped to negotiate Bridge Plan rates low enough to serve as the lowest cost silver 
plan in affected regions. The proposal also included specific suggestions for a streamlined QHP 
certification process for participating MCMC plans, such as streamlining regulatory approval by DMHC 
and limiting required product offerings to those required in federal law, silver and gold level coverage.

Challenges. An analysis conducted by Milliman for Covered California determined that providers would 
likely have been paid 5-15 percent less under the Bridge Plan than under typical commercial contracts, 
raising network adequacy concerns. Consumer advocates were concerned, among other things, that the

23



Exploring Public Options in California
March 19, 2018ITUP

Insure the Uninsured Project

Bridge Plan would not be fully operational by the first ACA open enrollment, provider networks might 
not sufficiently overlap with MCMC networks and premium levels might not be low enough to maximize 
federal premium tax credits available to participants. Moreover, not all MCMC plans had the capacity to 
perform all the functions and meet the statutory requirements to become a certified QHP. Given the 
financial uncertainty, administrative and regulatory complexity, and potential challenges in gaining 
federal approval, the proposal did not seem viable at the time.
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APPENDIX B

A Basic Health Plan in California?
Under the ACA, California expanded Medi-Cal eligibility to include citizen and lawfully present 
individuals up to 138 percent of the federal poverty level (FPL). Individuals between 138-400 percent FPL 
are eligible for premium and cost sharing subsidies through Covered California.

The ACA Basic Health Plan (BHP) is an option for states to establish a separate program for individuals 
not eligible for other government coverage, or without access to affordable employer coverage, up to 
200 percent FPL. In the lead up to ACA implementation, California considered but chose not to 
implement the BHP.

In 2012, the UCLA Center for Health Policy Research/UC Berkeley Labor Center estimated that 829,000 
individuals would be eligible for the BHP in California (mid-range estimate) -  783,000 because they have 
family incomes 138-200 percent FPL and an additional 46,000 lawfully present immigrants with incomes 
below 138 percent FPL ineligible for federal Medicaid, currently covered through state-only Medi-Cal.

Under ACA rules, state BHP programs receive federal funds equal to 95 percent of the amount the 
federal government would have paid for premium and cost sharing subsidies in the exchange. Premiums 
for the BHP must not exceed premiums for the second lowest cost silver plan in the exchange and 
monthly premiums and out-of-pocket costs for individuals in the BHP must not exceed what they would 
have paid if they had exchange coverage.

In 2011 and 2012, California researchers and stakeholders explored the potential for a BHP in California. 
One concern was the extent to which individuals signing up for a BHP would reduce the number 
available to enroll in the California exchange, still yet to be implemented, and unknown impacts on the 
overall risk mix and costs for exchange coverage. Also, given the approach to calculating the federal 
share, also still in development, experts determined that the state fiscal impact was hard to estimate 
and could be significant. Additional information about the process and analyses during the earlier 
debate can be found on the California Health Care Foundation website.

To date, two states have implemented the BHP, Minnesota and New York. The two programs are very 
different, as illustrated by Kaiser Family Foundation's comparison across a variety of program measures.

Importantly for consideration of a BHP in California, changes at the federal level also create some 
uncertainty about the BHP going forward. With the President's elimination of federal payments for cost 
sharing reductions (CSRs), both states are likely to experience reductions in federal funding for the BHP; 
New York could potentially lose $1 billion in federal funds, and Minnesota could lose $65 million in the 
2018 budget year, approximately 25 percent of current federal funding for the BHP, MinnesotaCare. In 
addition, as part of the process of Minnesota seeking a federal ACA Section 1332 waiver to implement a 
state-based reinsurance program in the state exchange, CMS approved the waiver, but also reduced
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funding for the BHP to reflect anticipated reductions in exchange premiums resulting from the 
reinsurance program.
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APPENDIX C
Basic Health Plan Features in Minnesota and New York

(Kaiser Family Foundation)

Minnesota (MinnesotaCare) New York (Essential Plan)

Program Structure ■ Single product, regardless of income or 
immigration status

■ Premiums and cost sharing above 35% 
FPL, with exceptions

■ 4 products: EP 1 and 2 for 138-200% 
FPL; EP 3 and 4 for immigrants at or 
below 138% FPL

■ Benefits, premium, and cost-sharing 
requirements vary between EP 
programs, but within each program are 
the same for all health plans

Premiums ■ Premiums on a sliding scale, 35-200% 
FPL: $4/month to $80/month

■ No premiums for those under age 21, 
American Indians and family members, 
military members completing a tour of 
active duty within last 24 months

■ No premiums at or below 150% FPL
■ $20/month premium for between 

151% and 200% FPL

Cost-sharing ■ No deductible; (statutory $2.95 
monthly deductible waived by all 
insurers)

■ Modest co-payments
■ No copays for those under age 21 and 

American Indians

■ No deductibles
■ Modest co-payments above 100% FPL

Benefits ■ Essential health benefits
■ Dental care, vision, and enhanced 

behavioral health services covered

■ EP 1 and 2: Essential health benefits 
covered

■ Enrollees in EP 1 and 2 can purchase 
dental and vision coverage at full cost

■ EP 3 and 4: Additional benefits 
approximate Medicaid coverage

Enrollment Policy ■ Enrollment open year round
■ Enrollees must report changes in 

circumstance within 30 days

■ Enrollment open year round
■ Enrollees must report changes in 

circumstance

Grace Period ■ 30-day grace period; can avoid 
coverage gap by paying past-due and 
current premiums by the end of the 
grace month

■ 90-day lock-out period if enrollees fail 
to pay past-due and current premiums; 
after 90 days, can re-enroll without 
penalty

■ 30-day grace period; can avoid
coverage gap by paying past-due and 
current premiums by the end of the 
grace month
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APPENDIX C
Basic Health Plan Features in Minnesota and New York

(Kaiser Family Foundation)

Minnesota (MinnesotaCare) New York (Essential Plan)

Health Plan Contracting

Approach to 
contracting

■ Joint procurement with Medicaid ■ Marketplace issues Invitation to 
Participate to insurers; rates set by 
Medicaid agency (>Medicaid rates)

Health plan overlap ■ Plans must serve both Medicaid and 
MNCare

■ At least one Medicaid/MNCare plan in 
each county also participates in the 
marketplace

■ 11 of 13 plans offering EP coverage 
also participate in Medicaid and the 
marketplace

Provider networks ■ Provider networks broader in MNCare 
compared to QHPs

■ Generally, 85% overlap between EP 
and QHP provider networks.

■ In some areas, EP provider networks 
narrower than Medicaid

Program Administration

Administration ■ Administered by Medicaid agency; 
some responsibilities shared with 
marketplace

■ Program operations shared between 
Medicaid and the marketplace

Financing

Costs ■ Projected FY2017 costs: $608 million ■ Projected FY2017 costs: $2,461 million

Source o f funding ■ Federal BHP payments: 68%; State 
funds: 26%; Consumer premiums: 6%

■ Federal BHP payments: 85%; State 
funds: 15%

So u rce : K a ise r Fa m ily  Foundation
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APPENDIX D

Public Option Approaches in Other States 

Public Option Approaches in Other States

In 2017, with federal threats to the Affordable Care Act (ACA) mounting, public option proposals gained renewed attention in several state legislatures and in Congress. The 
public option bills considered by other state legislatures in 2017 are barebones, providing a general framework with few specifics.

The first table in this appendix compares the Medicaid programs of the four other states with Medi-Cal. Medicaid in the four states considering a public option are a fraction of 
the size of the Medi-Cal program and rely less on managed care in Medicaid than California. For example, in fiscal year 2016, total Medi-Cal spending was $82 billion. State 
Medicaid spending for the other states in fiscal year 2016 ranged from $3.4-17.1 billion.

As the second table illustrates, most of the states considering a public option intend to offer this product in state marketplaces to individuals with incomes above existing 
Medicaid income eligibility levels in their respective states. The states propose to finance the public option primarily through premium payments and cost sharing from 
enrollees. To address affordability, states propose securing federal approval to capture ACA premium assistance and cost sharing reduction subsidies that enrollees would have 
received in the marketplaces. A federal waiver is necessary to capture ACA premium assistance and cost sharing reductions for a Medicaid buy-in because this public option 
operates outside the ACA marketplaces.
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Characteristics of State Medicaid Programs

Program
Characteristics

California Massachusetts Minnesota Nevada Wisconsin

2015 Medicaid 
Enrollment 12.3 million 1.6 million 1.0 million 631,000 1.0 million

Percent of Population 
Enrolled in Medicaid, 
2015

26% 23% 14% 17% 17%

Percent of Medicaid 
Population in Risk- 
Based Managed Care, 
2016*

84.6% 53.5% 75.0% 77.0% 67.0%

Eligible Populations Medi-Cal covers:
■ Children to 266% of the 

federal poverty level 
(FPL)

■ Pregnant women to 
322% FPL

■ Parents and childless 
adults to 138% FPL

■ Seniors and People with 
Disabilities (SPDs) to 
100% FPL

Medicaid covers:
■ Children to 305% FPL
■ Pregnant women to 

205% FPL
■ Parents and childless 

adults to 138% FPL
■ SPDs to 100% FPL

Medicaid covers:
■ Children to 288% FPL
■ Pregnant women to 

283% FPL
■ Parents and childless 

adults to 138% FPL
■ SPDs to 100% FPL

Medicaid covers:
■ Children to 205% FPL
■ Pregnant women to 

165% FPL
■ Parents and childless 

adults to 138% FPL
■ SPDs to 73% FPL

Medicaid covers:
■ Children to 306% FPL
■ Pregnant women to 

306% FPL
■ Parents and childless 

adults to 100% FPL
■ SPDs to 83% FPL

Total Medicaid 
Spending, Fiscal Year 
2016

$82.0 billion $17.1 billion $11.2 billion $3.4 billion $7.7 billion

Percent of State 
General Fund spent 
on Medicaid

19% 24% 22% 17% 17%

So u rce: Insure  the U n in su red  P  
*Kaiser C o m m ission  on M edic  
h ttp ://files.k ff.o rg /a tta ch m en

roject; M e d ica id  S ta te  Fa ct Sheets, K a ise r Fa m ily  Foundation, Ju n e  2017, http s://w w w .kff.o rg /in te ra ctive /m e d ica id -sta te -fa ct-sh e e ts/.
■ aid a n d  the U ninsured  S u rv e y  o f  M e d ica id  O fficia ls in  5 0  sta tes a n d  D C  co n d u cte d  b y  H ea lth  M a n a g em e n t A sso cia tes, Table 5, O cto b er 2016, 
t/R ep o rt-Im p lem en tin g -C o vera g e-a n d -P a ym en t-In itia tives-Ta b les.
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Proposed Public Option Legislation in 2017 
Other States and Federal

Characteristics Massachusetts MassHealth Minnesota MinnesotaCare Nevada Wisconsin FEDERAL LEGISLATION

S.2202/S.2211 Option Nevada Care Plan BadgerCare Plus State Public

(Passed by Senate 11/9/17)
S.F. No.58 A.B. 374 A.B. 449 Option Act

c ?nm
(Failed to Pass) (Vetoed by Governor)

(Introduced 7/25/17) (Introduced 10/24/17)

Exchange or Medicaid Medicaid Buy-In Public Exchange Public Option* Medicaid Buy- In/ Medicaid Buy-In/ Optional State Exchange
Buy-In Public Option Option* Exchange Public Option* Exchange Public Option* Public Option*

■ Offered on the
■ Authorizes, but does not marketplace, subject to ■ Offered by contracted ■ Individuals buy into ■  State product modeled

require the State Health federal approval insurers inside or state Medicaid after Medicaid offered on
Department to implement outside the exchange, coverage the state's marketplace
a Medicaid Buy-In Public subject to federal
Option approval ■ Exchange public

option offered in state
■ In addition to individuals ■ Designates the public Small Business Health

buying into Medicaid, option as a qualified Options Program,
employers can also health plan (QHP) subject to federal
purchase state Medicaid approval
coverage for employees as
an employer-sponsored
insurance (ESI) plan

Eligibility ■ State sets eligibility ■ Individuals above the ■ Any person who is not ■ Individuals above the ■ Uninsured residents of
standards and can state Medicaid income otherwise eligible for state Medicaid income the state
condition participation eligibility level, but state Medicaid eligibility level, but

otherwise eligible otherwise eligible
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Proposed Public Option Legislation in 2017 
Other States and Federal

Characteristics Massachusetts MassHealth 

S.2202/S.2211 

(Passed by Senate 11/9/17)

Minnesota MinnesotaCare 
Option

S.F. No.58

(Failed to Pass)

Nevada

Nevada Care Plan 
A.B. 374

(Vetoed by Governor)

Wisconsin 

BadgerCare Plus 

A.B. 449

(Introduced 7/25/17)

FEDERAL LEGISLATION

State Public 
Option Act 

S.2001
(Introduced 10/24/17)

Benefits ■  State can adjust Medicaid 
benefits, subject to 
limitations

■ Enrolled employees 
otherwise eligible for state 
Medicaid/CHIP coverage 
receive state 
Medicaid/CHIP benefits

■  Benefits modeled after 
state Medicaid benefits

■ State can adjust actuarial 
value of the benefits 
package to no lower 
than 87%

■  Benefits modeled after 
state Medicaid benefits 
for non-managed care 
participants, except 
transportation services 
can be excluded

■  Benefits modeled after 
state Medicaid 
benefits

■ State ability to adjust 
actuarial value of the 
benefits package to no 
lower than 87%

■  Modeled after the 
benchmark or benchmark 
equivalent benefits (or 
the state Medicaid 
benefits developed for 
the ACA adult expansion 
population)

Cost for Enrollees ■ State establishes 
premiums or enrollee cost­
sharing requirements 
based on per-member/per- 
month expenditures for 
coverage

■ State determines 
premiums based on the 
average rate paid by the 
state to Medicaid 
managed care plan 
contractors

■ State determines 
premiums

■ State determines 
premiums based on 
the average rate paid 
by the state to 
Medicaid managed 
care plan contractors

■ State determines 
premiums and cost 
sharing that are 
actuarially fair and can 
vary based on factors 
permitted under the ACA

■ Enrolled employees 
otherwise eligible for state 
Medicaid/CHIP coverage 
receive state 
Medicaid/CHIP cost­
sharing

✓  Estimated to be 
$605/month for an 
adult and 
$248/month for a 
child

■ Total annual premium 
amount capped at 9.5% of 
a family's household 
income

■ Other ACA cost-sharing 
limitations apply

Subsidies ■ Seeks to secure federal 
waiver to capture ACA 
premium assistance and 
cost sharing reduction

■ Seeks to secure federal 
waiver to capture ACA 
premium assistance and 
cost sharing reduction

■ Seeks to secure federal 
waiver to capture ACA 
premium assistance and 
cost sharing reduction

■ Seeks to secure 
federal waiver to 
capture ACA premium 
assistance and cost

■ State receives payment to 
provide enrollees with 
premium assistance 
available to a similarly
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Proposed Public Option Legislation in 2017
Other States and Federal

Characteristics

Financing

Massachusetts MassHealth Minnesota MinnesotaCare

S.2202/S.2211 Opti ° n

(Passed by Senate 11/9/17) ^ 'F' No'58
(Failed to Pass)

subsidies to offset enrollee 
costs

subsidies to offset 
enrollee costs

Nevada

Nevada Care Plan 
A.B. 374

(Vetoed by Governor)

subsidies to offset 
enrollee costs

Wisconsin 

BadgerCare Plus

A.B. 449

(Introduced 7/25/17)

sharing reduction 
subsidies to offset 
enrollee costs

FEDERAL LEGISLATION

State Public 
Option Act 

S.2001
(Introduced 10/24/17)

situated, marketplace 
enrollees

■ State receives payment to 
provide enrollees with 
cost-sharing reduction 
subsidies available to 
similarly situated, ACA 
silver-level plan enrollees

Employers purchasing the 
Medicaid public option as 
ESI are required to pay not 
less than 50% of the 
projected costs

State is permitted to seek 
contributions from 
employers purchasing the 
Medicaid public option as 
ESI for employees that 
otherwise meet state 
Medicaid/CHIP eligibility

■ State financial 
contribution is 
contingent on future 
state legislative action

■ State to implement 
mechanisms to minimize 
adverse selection, state 
financial risk, state 
contributions, and the 
negative impact to the 
individual and group 
markets

■ Allocates state funds for 
state administrative 
expenses only

■ Intend public option to 
be self-funded

Requires federal 
approval to secure 
federal financial 
participation

State to implement 
mechanisms to 
minimize adverse 
selection, state 
financial risk, state 
contributions, and the 
negative impact to the 
individual and group 
markets

■ Enhanced federal match 
(90%) for administrative 
expenses

■ States receive the 
advance payment for 
premium assistance and 
cost sharing reduction 
subsidies that would have 
been available to 
enrollees under the ACA

Source: Insure the U ninsured Project. M arch 2018.
*Language in the legislation does not specifica lly  lim it participation to pu b lic ly  operated  plans, bu t m ost o f  these state M edica id  program s (except Nevada) re ly  heavily  on pu b lic ly  operated  
plan s in their M edicaid  program s.

■

■
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Executive Summary

In March 2017, California Assembly Speaker Anthony Rendon appointed a Select 
Committee on Health Care Delivery Systems and Universal Coverage to identify the best 
and quickest path to universal coverage for California and to explore strategies for 
improving our health care system. This summary and the accompanying report document 
and synthesize Select Committee hearings held between October 2017 and February 2018.

Health coverage and care in California today
Under the Affordable Care Act (ACA), the number of Californians without health insurance 
fell dramatically from nearly 7 million in 2013 to about 3 million today. The majority of the 
remaining uninsured population, about 1.8 million, is not eligible for public coverage 
programs due to immigration status. Various factors including affordability and awareness 
contribute to others remaining uninsured.

Health care spending across California from all sources totals about $400 billion. Of this 
total, more than half comes from public sources of which the largest are Medi-Cal (more 
than $100 billion) and Medicare ($75 billion). Employer-sponsored coverage remains the 
dominant source of coverage in the state and accounts for the largest share of private 
health care spending (between $100 and $150 billion). In addition to the portion of the 
$100 billion to $150 billion in employer-sponsored insurance premiums that is paid by 
employees, consumers pay $10 billion for premiums for individual insurance and $25 
billion to $35 billion in out-of-pocket spending.

The health insurance market in California is relatively competitive and includes multiple 
national, state-based and local health plans. Health plans are responsible for health care 
provider contracting and payment and, to varying extents, plan contracts establish rules 
and incentives for providers to meet quality standards and achieve positive health 
outcomes. California has a long history of managed care arrangements within both private 
and public health plans. The settings in which Californians receive health care vary 
depending on their source of coverage (employer-sponsored, Covered California or 
remaining individual market, Medi-Cal or Medicare).

Challenges under the status quo
Despite California’s substantial progress in increasing coverage, a number of challenges 
remain. Even among people with coverage, some are underinsured, facing substantial 
financial barriers to access. Access to care also varies with coverage sponsor, geographic 
location and health plan. People with coverage through the individual market and Medi-Cal 
report better access to care than the uninsured, but more difficulty than those with 
employer-sponsored coverage. Access to care in rural areas is a particular challenge, 
regardless of coverage source. When individuals’ health insurance status changes, they 
often must switch plans and physicians which can disrupt care and increase consumer 
confusion.
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Even as health care financing arrangements create access barriers and inefficiency, a 
substantial share of health care services is low-value, potentially unnecessary and possibly 
harmful. Many factors contribute to sub-par outcomes, including payment systems that 
reward volume rather than good health outcomes and a heavy dependence on specialists 
rather than primary care health care providers.

In California and across the U.S., prices for health care services are higher than in other 
developed nations and vary by type of coverage. Medi-Cal payments are substantially lower 
than those paid via employer-sponsored insurance (ESI) and contribute to barriers to care 
for Medi-Cal enrollees. High hospital prices paid by ESI reflect a lack of competition among 
hospitals in most parts of the state and the ability of some hospitals to command “must- 
have” status within health plan networks. Billing and insurance-related costs borne by 
providers as they collect money from private insurers contribute to high prices.

Improving health care and coverage under today’s financing structure
As a part of the Select Committee hearings, presenters described a variety of policy 
approaches to achieve universal coverage, make health care more affordable and improve 
access and make our multi-payer system less fragmented and more transparent.

Address rem aining coverage gaps and reduce affordability barriers, for example:
• Expand Medi-Cal eligibility and Covered California financial assistance to people currently 

ineligible due to immigration status
• Provide enhanced affordability assistance for Covered California beyond that available under 

the ACA
• Address underlying premium trends by limiting out-of-network hospital prices
• Impose penalties for those who don’t maintain coverage (to replace the federal ACA individual 

mandate penalties that will be eliminated in 2019)

Im prove access and continuity o f  care, for example:
• Stabilize or expand health plan competition via a “public option”
• Develop a comprehensive strategy to address health care workforce needs that better develops 

and sustains the primary care workforce and addresses gaps in rural areas
• Address regulatory and reimbursement issues related to the use of telehealth

Reduce fragm en ta tion  and increase transparency , for example:
• Make health insurance products more uniform between Covered California and ESI
• Require that health care providers make information available on average negotiated prices for 

ESI as a percentage of prices paid by Medicare
• Establish an all-payer claims database

Improving California's health care system via a unified, publicly financed approach
An alternative to our current patchwork financing approach would be to establish a unified, 
publicly financed approach that assures coverage for all state residents; pools funds for 
health coverage across Medicare, Medi-Cal and other major financing sources and 
dramatically reduces or eliminates variations in eligibility, benefits and payments. A 
unified, publicly financed system would increase equity, be simpler for patients and
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providers and reduce administrative costs. It would likely increase efficiency and produce 
better health outcomes, although these results would depend on how well the system was 
managed and on mechanisms of accountability. To accomplish such a sweeping transition 
would require substantial and unprecedented changes in federal and state law as well as 
decisions regarding many design parameters.

Considerations related to integrating m ultiple payers: The public and private funding 
streams that support health care and coverage today are accompanied by many 
requirements not readily eliminated or easily reconciled. The federal government is the 
largest source of funds for health care in California today. Redirecting those funds would 
require federal permissions and actions such as statutory changes to redirect Medicare 
funds to a state-based pool. Similarly, either statutory changes in federal Medicaid law or 
an agreement on a means to track eligibility and expenditures for Medicaid-eligible 
populations that enables California to claim federal matching yet preserves simplicity and 
equity goals, would be needed. Further, Congressional action would be required if revenues 
linked to federal ESI tax exclusion were to be redirected to state control.

Because direct state intervention in plans that must comply with the Employee Retirement 
Income Security Act of 1974 (ERISA) is impermissible, either federal ERISA statute would 
need to be amended or California would need to devise financing approaches that do not 
run afoul of ERISA legal challenges and associated delays. This might involve a broad state- 
based payroll tax to finance health care on all employers, whether or not they currently 
have or maintain an ERISA plan.

Considerations related to sta te  financia l oversight: Provisions of the State Constitution 
require California to enact a balanced budget each year and strictly limit the state’s ability 
to engage in deficit spending. Many forces and factors could introduce volatility into 
revenue streams and expenses associated with state-managed universal coverage. It will be 
important to establish and finance reserves upon which the health fund can draw in 
periods when costs are unexpectedly high or revenues fall short of projections. Provisions 
of the State Constitution also constrain the Legislature’s ability to substantially raise taxes 
and dedicate the proceeds exclusively to universal health coverage. These provisions 
render it prudent to seek explicit ballot initiative approval to dedicate new funds to health 
care.

Design and im plem entation considerations: In moving from diverse benefit, payment and 
delivery arrangements under today’s fragmented financing and coverage programs to a 
more uniform set of expectations, tradeoffs would arise. In the course of establishing and 
implementing a statewide universal coverage program, it would be important to consider 
matters such as:
• The extent to which integrated managed care arrangements would be encouraged and 

the role, if any, for health plans;
• How provider payment levels would be set and adjusted;
• Whether and how payments and delivery system arrangements might be allowed to 

vary based on regional differences, local preferences and needs;
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• How quality and access to care would be assured;
• The extent to which the needs of special populations would be prioritized;
• What governance structures and management tools would be put in place to assure 

accountability and effective oversight

A host of transition issues, including job dislocation for people currently involved in billing 
and insurance-related activities would also need to be addressed.

Potential paths forward
California has made great progress in reducing the number of uninsured but has not yet 
achieved universal coverage. In high-performing health care systems around the globe, 
universal coverage is essential for ensuring access to care, improving outcomes and 
controlling costs. A strong primary care system, a comprehensive basic benefit package, 
provider payments that reward better health outcomes, a strong social safety net and 
administrative simplicity are other important ingredients for high performance. California 
could take short-term steps and establish a longer term roadmap for system 
transformation.

Short-term steps
Working within California’s current fragmented financing system, various approaches are 
available. California could:
•  Improve coverage by using state funds to:

o Expand Medi-Cal coverage to income-eligible undocumented adults 
o Extend Covered California premium tax credit assistance to undocumented individuals

•  Improve affordability:
o Address affordability and participation for those already eligible for Medi-Cal and 

Covered California
o Limit out-of-network prices for hospitals benchmarked to a specified ratio of the price 

paid by Medicare for similar services
•  Improve access:

o Increase the amount of Medi-Cal payment rates 
o Explore a Medicaid Public Option

•  Simplify the consumer choice process by requiring each fully insured product in the large group 
market to be either a bronze, silver, gold or platinum plan as defined by Covered California

•  Increase transparency:
o Require hospitals and larger medical groups to post information on the average prices 

received from people covered by ESI, Covered California, Medicare and Medi-Cal 
o Establish an all-payer claims database

Short-term approaches can be evaluated against several criteria: their potential benefits for 
consumers and the delivery system, state fiscal cost, potential to preserve gains under the 
ACA, and the extent to which they either lay a foundation for, or undermine, potential 
future heath reforms.
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A roadmap for a broader transformation of California's health care system
California could embrace a goal of guaranteed access to health care for all through unified 
public financing that improves health outcomes and keeps costs for the state and its 
residents in check. To achieve that goal, several preconditions would need to be satisfied:
• Diverse stakeholders must develop a sense of shared purpose and mutual responsibility 

to advance a health system that works well for all Californians
• Data must be collected and analyzed to better understand the status quo and to explore 

how a new system could be monitored and managed
• State budgetary implications must be modeled; financial risks must be assessed and 

mitigated
• A detailed proposal would need to be developed and the Legislature would need to 

enact enabling legislation
• State constitutional amendments would need to be approved by the voters
• Federal statutory changes and waivers would need to be obtained

The California Legislature could demonstrate leadership by establishing a planning 
commission responsible for advancing progress toward universal coverage and unified 
health care financing. The Legislature would establish the governance structure of the 
planning commission, provide its charge and appropriate funding. The commission would:
• Convene a stakeholder engagement and analytic process by which key design features 

are refined and vetted
• Establish data collection and reporting efforts to support management, evaluation, 

transparency and public accountability
• Model state budgetary implications and assess options for raising and managing funds
• Make recommendations to the Legislature on the design of a system of unified public 

financing and work with the Legislature to draft necessary state enabling legislation 
and any necessary ballot propositions.

• Ready the state to seek federal waivers and statutory changes by which funds managed 
by the federal government but used on behalf of Californians can be consolidated with 
other funds

• Explore operational requirements related to information technology and financial 
management

• Establish partnerships to coordinate activities with nongovernment entities 

Conclusion
California has established itself as a leader in using the opportunities created by the ACA 
to increase insurance coverage. Testimony at hearings identified many ways to build on 
that foundation, both short-term and over coming years. Short-term efforts to expand 
coverage, improve access, reduce fragmentation and improve transparency, coupled with 
development of a longer term path toward unified public financing, would help secure a 
future in which all Californians have access to the health care they need and deserve.
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Ba c k g r o u n d

In March 2017, California Assembly Speaker Anthony Rendon appointed a Select 
Committee on Health Care Delivery Systems and Universal Coverage (Committee) to 
identify the best and quickest path to universal health coverage for California and explore 
strategies for improving our health care delivery system. Co-chaired by Dr. Joaquin 
Arambula (D-Fresno) and Dr. Jim Wood (D-Santa Rosa) with members Autumn Burke (D- 
Inglewood), David Chiu (D-San Francisco), Laura Friedman (D-Glendale), Tom Lackey (R- 
Palmdale) and Marie Waldron (R-Escondido), the Committee held a series of public 
hearings in late 2017 and early 2018. The Committee engaged a University of California 
team to capture themes from the hearings (but not recapitulate details available 
elsewhere), describe policy options that could work well within the California context and 
identify issues likely to arise within that context.

This report describes health coverage and care in California and identifies remaining 
challenges related to access, coordination, and cost. It presents a range of options to expand 
coverage, address issues of fragmentation and cost under our current mixed public-private 
financing system, followed by options and considerations should the state move toward a 
state-based publicly financed approach. It concludes with a discussion of potential paths 
forward in the near future and over the longer term.

1  Health coverage and care in California today

Insurance sta tus and sources o f  coverage
California experienced dramatic expansions of coverage under the Affordable Care Act 
(ACA). Prior to the ACA, the number of uninsured residents approached 7 million, or about 
17% of the non-elderly population; post-ACA, it has fallen to around to 3 million (about 
7%).1 California embraced the Medicaid expansion available under the ACA. In addition, in 
2016, California expanded Medi-Cal to all children, regardless of immigration status, using 
state funds. As a result of these and other policy and administrative actions, Medi-Cal 
enrollment is now approaching 14 million.1 2

Coverage through employment continues to be the dominant source of coverage for 
Californians, accounting for about 17.5 million people. About 6 million Californians with 
employer-sponsored coverage are in self-insured arrangements subject to the federal 
Employee Retirement Income Security Act of 1974 (ERISA) and over which the state has

1 Kelch, Deborah, “Overview of Coverage and Care in California,” Testim ony before the Assembly Select 
Committee on Health Care Delivery and Universal Coverage, October 23, 2017

2 Ibid.
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limited regulatory oversight.3 ERISA prevents states from directly regulating private 
employer health insurance arrangements. In particular, ERISA prevents states from 
imposing a mandate that private employers offer or pay for health insurance. ERISA also 
prevents states from imposing taxes on private employer-sponsored plans.4

California has a long history of heavy reliance on managed care arrangements -- including 
incentives or restrictions related to provider network -- in both public and private health 
plans. More than 60 % of insured Californians are enrolled in Health Maintenance 
Organization (HMO) plans, a higher share than most other states. Among California 
Medicare enrollees, 41% are in Medicare Advantage managed care plans, and 
approximately 80% of Medi-Cal enrollees are in managed care plans.5

P ercen ta g e  o f  Insured C alifornians Enrolled in HMOs, by S ou rce o f  Insurance, 2 0 1 6

80%

62%

51%

39%
43%

All Insured Californians Employer Sponsored Individual Market Medicare Medi-Cal
Insurance

All Insured Californians Employer Sponsored Insurance Individual Market Medicare ■ Medi-Cal

Source: CHCF statewide CA Health Insurers Enrollment Database, combines figures from DMHC Enrollment Summary Reports and CDI 
Covered Lives Reports.

Note: Employer-sponsored insurance includes 5.7 million people in Administrative Services Only (ASO) coverage. The underlying CDI 
reports do not separate ASO coverage into HMO and non-HMO coverage. The statistic here assumes that ASO coverage is not HMO. The 
count of Medicare enrollees in HMOs may include some Medicare beneficiaries in Medicare Advantage PPOs.

3 Wilson, Katherine B., California Health Insurance Enrollm ent, 2016, (California Health Care Foundation: 
February 12, 2018) available a t h ttps://w w w .chcf.org /publication /californ ia-health-insurance-enro llm ent- 
2 0 1 6 /

4 Marciarille, Ann Marie, “Im plem entation C onsiderations for Universal Coverage: ERISA,” Testim ony before 
California Select Committee on Health Delivery System and Universal Coverage, February 5, 2018.

5 Based on D epartm ent of Health Care Services data , in October 2017 10.7 million people w ere enrolled in 
Medi-Cal m anaged care. This rep resen ts about 80%  of Medi-Cal total enrollm ent of 13.3 million.
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Despite gains in coverage under the ACA, 3 million Californians remain uninsured.6 The 
majority of California’s remaining uninsured, about 1.8 million, are not eligible for coverage 
programs due to immigration status; characteristics of other subsets are shown in the chart 
below.

3 million Californians remain uninsured 
under ACA

Source: Dietz M, 
Graham-Squire D, 
Becker T, Chen X, 
Lucia L, and Jacobs 
K, Preliminary 
CalSIM v. 2.0 
Regional 
Remaining 
Uninsured 
Projections. UC 
Berkeley Labor 
Center and UCLA 
Center for Health 
Policy Research, 
August 2016.

Even among the 93% of Californians who have health coverage, many continue to face 
challenges in affording health care and may curtail health service use as a result. 
Underinsurance, defined as having high cost burden or exposure to high health cost 
sharing, affects 21% of insured Californians using Commonwealth Fund criteria.7 Although 
state-specific data are unavailable, the subpopulations most affected by underinsurance 
across the U.S. are those enrolled in Medicare (47%) and the individual market (44%).8

6 Lucia, Laurel, “Health Coverage Gaps in California,” Testim ony before the Assembly Select Committee on 
Health Care Delivery and Universal Coverage, October 23, 2017

7 The Com m onwealth Fund defines underinsurance as either 1) incurring  out-of-pocket health  expenses 
(excluding prem ium s) of >5% of incom e in households a t or below  200%  of the Federal Poverty Level (FPL) 
or >10% of incom e in households over 200%  FPL or 2) having coverage w ith a deductible of 5% or m ore of 
household income, regardless how  m uch is actually spent.

8 Lucia, Ibid.
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Spending and sources o f  paym en t
Total health care spending across the state of California, from all sources, totals about $400 
billion. Of this total, more than half comes from public sources of which the largest shares 
are Medicare ($75 billion); Medi-Cal (more than $100 billion); and federal ACA subsidies 
through Covered California ($6 billion). Private spending is primarily through employer- 
sponsored insurance premiums (ESI) ($100 billion to $150 billion). In addition to the 
portion of the $100 billion to $150 billion in employer-sponsored insurance premiums that 
is paid by employees, consumers pay $10 billion for premiums for individual insurance and 
$25 billion to $35 billion in out-of-pocket spending.9

Federal and state tax law allows payments toward employer-sponsored insurance to be 
excluded from employees’ taxable income. In California, this exclusion accounts for 
foregone revenues between $40 billion and $50 billion. About 75% of this indirect tax 
benefit comes from the federal government. 10

Health plans and provider netw orks
Compared to many states in the country, California’s health insurance market is relatively 
competitive. The state’s three largest insurance carriers by total enrollment are Kaiser, 
Anthem and Blue Shield of California. Other plans, including Medi-Cal managed care plans 
in many California counties, also provide coverage for millions of Californians. The share of 
enrollment by market segment (individual, small group, large group, Medi-Cal and 
Medicare and Administrative Services Only (ASO) for self-insured arrangements) varies 
considerably across insurers.

Enrollment by Health Insurer and Market. 2016 (in millions) 

Individual ■  Small Group ■  Large Group ■  Public ■  ASO

Kaiser (7.7M) Anthem (5.9M) Slue Shield (3.4M) Cenlene (H. Net) L A . Care (2.0M) United (2.0M) Aetna (1.3M) Inland Empire CIGNA (0.9M) All Others (5.7M)
(2.6M) (1.3M)

ASO is administrative services only Public figures reflect managed care enrollment only. Segments may not total due to rounding. 
Source: DMMC Enrollment Summary R eport 2016: COi Covered Lives Report 2016. • Get the data • Created w ith Oalawrapper

9 Legislative Analyst’s Office, “Financing Considerations for Potential State Healthy Policy Changes,” 
Testim ony before the Assembly Select Committee on Health Care Delivery and Universal Coverage, February 
5, 2018.

10 Legislative Analyst’s Office, Ibid.
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Source: Wilson, Katherine B., “California Health Insurance Enrollm ent 2016, California Health Care 
Foundation: February 12, 2018

Health insurers collect premiums from purchasers and establish contracts with providers 
to deliver care to enrollees. Plans differ in the composition of provider networks: Kaiser 
contracts exclusively with Permanente physicians and offers the same providers to all 
enrollees. Other plans develop networks that vary by product and market segment. People 
purchasing in the individual market, including Covered California, appear to be more price- 
sensitive with respect to health plan premiums than people covered by employer- 
sponsored insurance. To keep premiums lower and attract enrollment, plans in the 
individual market tend to have narrower networks than typical plans in the ESI market.

Health insurers perform a variety of functions, and the functions vary significantly across 
channels of coverage -  that is, health plan functions in the individual and small group 
market are different from their functions in the large group market, and different again 
from their functions in the Medicare and Medi-Cal markets. For individuals and small 
groups, a key function is the aggregation of risk. For large groups, the main functions of 
health plans are provider contracting and payment, member services, and working with 
(and sometimes against) providers to reduce the provision of low value care and increase 
quality and efficiency.

Some California health insurance carriers reimburse providers via full or partial capitation 
arrangements that reduce or eliminate provider incentives to increase the volume of 
services. Although fee-for-service remains the most common method of paying providers, 
California health plans are increasingly tying providers’ financial risk more explicitly to 
accountability for quality and outcomes.

Unlike small- and medium-sized employers, there is no reason that publicly financed 
programs would necessarily need to contract with risk-bearing health insurers. Medicare 
and Medi-Cal can perform all of the functions listed above without using health insurers -­
these programs can either hire government personnel to perform these functions, or 
contract with independent entities (third party administrators) to perform them. It is 
notable, then, that Medicare and Medi-Cal, which once functioned as ‘single payers,’ have 
turned to health insurers as risk-bearing intermediaries. One rationale for involving health 
insurers is that they can work more flexibly with providers than can the government in 
reducing the delivery of low value care, potentially yielding more appropriate use of health 
care services.11 11

11 Landon, Bruce, e t al. Analysis of Medicare Advantage HMOs Com pared w ith T raditional Medicare Shows 
Lower Use of Many Services During 2003-09. Health Affairs 31, NO. 12 (2012): 2609-2617.

10



Sources o f  care
Californians receive their health care in an array of settings. Sources of coverage influence 
where Californians obtain health care, as do plan contracting requirements and provider 
payment arrangements. In particular California's safety net population -  those who are 
uninsured, enrolled in a public coverage program, and with incomes under 300% of 
Federal Poverty Level -- is more likely to rely on a community or county health clinic, or to 
lack a usual source of care than are people with household incomes above 300% FPL.12

Source: Kelch, Deborah, Testim ony before the  Assembly Select Committee on Health Care Delivery and 
Universal Coverage, October 23, 2017

2. Challenges u n d er  t h e  sta tu s  quo

Despite California’s substantial coverage expansions under the ACA, a number of problems 
related to health care delivery and finance remain. These include problems with access to 
care; fragmentation and inefficiency in care delivery; and issues related to high prices and 
administrative costs.

12 Gallardo, Elia, “Safety Net Program s, Populations, and Providers,” Testim ony before the Assembly Select 
Committee on Health Care Delivery and Universal Coverage, October 23, 2017.
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Rem aining uninsured and coverage gaps
People who are uninsured are more likely to forego care and experience worse health 
outcomes than those with health insurance. In addition, being without health insurance 
increases the likelihood that households will experience health care-related financial 
burden. Because the remaining insured are more likely to be low-income and people of 
color, coverage gaps contribute to disparities in health outcomes and household financial 
stability across California.13

Subgroups of the remaining uninsured face different obstacles to getting and keeping
coverage:
• Those ineligible for coverage programs due to immigration status (about 1.8 million 

Californians) cannot access low-cost options such as Medi-Cal or subsidized coverage through 
Covered California. Most do not have access to ESI and would find individual coverage outside 
Covered California unaffordable.

• Those whose family earnings exceed criteria for subsidy eligibility through Covered California 
(about 550,000 Californians) may nevertheless struggle with affordability when annual 
premiums cost many thousands of dollars and annual deductibles are as high as $6,300.14

• Those eligible for Covered California subsidies but unenrolled (401,000) and may be unaware 
of their eligibility or may have decided that even subsidized premiums do not fit within their 
household budgets. Those eligible for Medi-Cal but unenrolled (322,000) may be unaware of 
their eligibility or may have encountered administrative obstacles. Enrollment requires 
multiple steps; some people, particularly those who view their lack of coverage as temporary, 
may not complete the process.

Access challenges
Fragmented health care financing results in variability in individuals’ access to health care 
services. The lack of health insurance coverage is the single largest barrier to care, but 
even among those with coverage, access varies by an individual’s sponsor of coverage, 
geographic location and health plan.

In general, Californians with employer-sponsored coverage report the fewest barriers to 
care. Physicians in California are not required to participate in the Medi-Cal program and 
many do not for the main reason that the payment rate is lower than the payment from 
Medicare and commercial insurers. Growth of physicians participating in the Medi-Cal 
program has not kept pace with the growth in the number of beneficiaries following the 
implementation of the ACA. Nonetheless, those covered by Medi-Cal report similar rates of 
having a regular source of care as those with coverage in the individual market. In each

3 Lucia, Laurel, “Health Coverage Gaps in California,” Testim ony before the Assembly Select Com m ittee on 
Health Care Delivery and Universal Coverage, October 23, 2017

14 2018 Covered California Patient-C entered Benefit Designs and  Medical Cost Shares available a t 
https://w w w .coveredca.com /PD Fs/2018-H ealth-B enefits-table.pdf
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case, this is substantially better than for those who are uninsured, but somewhat lower 
than for those in employer-sponsored coverage. Medi-Cal beneficiaries and those covered 
in the individual market are more likely than those with employer-sponsored coverage to 
report difficulties finding primary care and specialist physicians.

Has Usual Source of Care

Employer Individual Medi-Cal Uninsured 
■ Doctor's Office ■ Clinic ■ Other

Had Difficulty Finding Primary Care

Employer Individual Medi-Cal Uninsured

Visited Doctor Within Past Year

Employer Individual Medi-Cal Uninsured 
■ 1 visit ■ 2+visits

Source: Perrone, Chris, Testim ony before the Assembly Select Committee on Health Care Delivery and  
Universal Coverage, January 17, 2018

Even among Californians with the same source of coverage, individuals may experience 
marked differences in their ability to access medical care. Some of the disparity is related 
to the availability of physicians who are not distributed equally throughout the state. 
Rural areas, particularly those in the Central Valley and in the northern part of the state 
are particularly challenged, with physician-to-population ratios below established federal 
benchmarks.

The parsing of physicians into health plan networks can also amplify workforce shortages 
as beneficiaries of plans will typically only have financial coverage for physicians who are 
within the plan’s network.

Statewide, Covered California offers more health plan choice than is available in most 
states through the federal exchange. Yet within some parts of the state, particularly in 
more rural areas, Californians may have a choice of only one or two plans through 
Covered California. In 2018, 66,000 Californians had only one plan option and another
216,000 lived in areas with two plan options. As compared to 2017, the number of 
Californians with limited (one or two) health plan choices grew over time. This reflects a 
decision by insurers to leave markets where they are concerned about their ability to be 
profitable.
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Source: Corlette, Sabrina, Testim ony before the Assembly Select Committee on Health Care Delivery and 
Universal Coverage, January 17, 2018

Health insurance is also not uniform. Rules -- regarding covered benefits and services, the 
procedures that need to be followed to access particular services, and the out-of-pocket 
costs for beneficiaries -- vary widely across payers and plans. Navigating this variation can 
be timely and frustrating for patients and physicians.

Many health plans restrict access or create financial incentives for patients to use “in 
network” providers. However, accurate information on which providers are “in network” 
can be difficult for individuals to determine, when enrolling in a plan or when seeking 
services. And although California law now limits patients’ risk from many surprise bills 
from out-of-network providers for services delivered at in-network facilities, services 
delivered in emergency departments are not covered, and employees in self-insured plans 
regulated by ERISA are not protected.

Physicians and hospitals typically contract with many different insurers, and typically 
serve patients from multiple channels of coverage (that is, Medicare, Medicare Advantage, 
employer sponsored insurance, Covered California, and Medi-Cal). As a result, physicians 
and hospitals must invest substantial resources in personnel to provide the necessary 
documentation for billing, gaining prior approval, and reporting on quality all of which 
vary substantially across payers and plans. This administrative burden has not decreased 
with the growing availability of electronic health records and can be a source of 
frustration for patients as well as providers.

Further complicating the situation is the upheaval referred to as churn which occurs when 
individuals have a change in their health insurance status. For example, this may occur 
due to a change in job status or financial eligibility for public programs. A change in health
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insurance coverage can result in a change in health plan, which due to physician network 
and service differences across plans can disrupt care and relationships between patients 
and providers. The ACA has not changed the rate of churn but it has shortened the 
duration of time individuals who lose coverage go without health insurance.

It is estimated that 11 million Californians will change their insurance status in the next 
two years. The figure below reflects the source of coverage these individuals are expected 
to exit during that time.

Source: Graves, John, Testim ony before the Assembly Select Committee on Health Care Delivery and 
Universal Coverage, January 17, 2018

Churn is associated with a subsequent increase in the use and cost of health care services 
including a greater number of emergency department visits. Transitions may contribute to 
a heightened degree of consumer confusion about how to identify in-network providers, 
the services that are covered, the procedures which need prior approval, and how to fill 
prescriptions.

Problems associated w ith care delivery
At the same time that the U.S. health care financing system creates access barriers and 
administrative inefficiency, there is also ample evidence to suggest that a substantial 
fraction of the health care we receive is low value, potentially unnecessary and possibly 
harmful. The National Academy of Medicine estimates that 30% to 40% of care delivered
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nationwide may be unnecessary.15 Unnecessary care not only contributes to increased 
health care costs for payers and patients but can place patients at risk for complications, 
which can result in significant morbidity and mortality.

Many factors contribute to quality and safety problems in the delivery system, and 
unfortunately there are no magic wands that can simply be waved to make these problems 
disappear. Some analysts point to the influence of for-profit institutions and the 
entrepreneurial ethos that characterizes much of health care. These are certainly 
contributing factors, but the hospital industry in the U.S. is dominated by non-profit 
organizations yet quality and safety problems are nevertheless widespread.

Another contributing factor is a system primarily based on fee-for-service payment. Even 
when care is delivered by a managed care plan, the plan often pays physicians using fee- 
for-service. Fee-for-service payment rewards volume of care rather than good health 
outcomes. The fee schedules used in fee-for-service payment systems also undervalue 
cognitive services relative to procedural services. In the U.S., approximately two-thirds of 
physicians are specialists and approximately one-third in primary care, a ratio that is 
reversed in many Western European countries. The difference between the U.S. and other 
countries mirrors differences across countries in relative incomes of primary care and 
specialist physicians. Further, in the U.S. as in other countries, the payment system was 
designed at a time when caring for acute episodes of illness was the dominant need, and is 
ill-adapted to an emphasis either on prevention or on the coordinated care needed by 
people with chronic illnesses.

High prices and adm inistrative costs
In California, as in the rest of the U.S., average prices for most health care services are much 
higher than in other developed nations. Further, prices vary substantially by type of 
coverage. Nationally, the prices paid for hospital services for people covered by ESI are 
approximately 75% higher than the prices paid by Medicare, and Medicaid pays hospitals 
substantially less than Medicare. The same is true in California, where Medi-Cal’s hospital 
payment rates are similar to the national average.16

We note three implications of the wide price differentials. First, if hospitals were paid 
Medicare rates for all their patients, as has been suggested in some reform proposals, total 
hospital revenue would decline substantially, causing significant disruption in the hospital 
industry, with substantial and detrimental effects on access to care. Second, if the prices 
paid to hospitals for patients covered by employer sponsored insurance were brought 
somewhat closer to the prices paid by Medicare, there would be substantial opportunities 
for savings. Hospitals would no doubt be concerned about how they would maintain high

15 Institu te of Medicine, Best Care a t Lower Cost: The Path to Continuously Learning Health Care in A m erica, 
Septem ber 2012.
16 Trish, Erin, Testim ony before the Assembly Select Committee on Health Care Delivery and  Universal 
Coverage, January 19, 2018.
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quality in the face of a reduction in the rate of growth of revenue, but the limited evidence 
that exists suggests that hospitals that are heavily dependent on Medicare provide high 
quality care. Third the substantially lower prices paid by Medi-Cal have contributed to 
beneficiaries experiencing barriers to care and have inhibited the achievement of one of the 
original goals of the Medicaid program -  namely, the mainstreaming of care for low income 
people into the same care settings as patients with other forms of coverage.

Price differentials between Medicare and private payers for physician services are smaller 
than for hospital services. Nationwide, private insurers pay approximately 18% more than 
Medicare for physician services17, and there is some evidence to suggest that the 
differential is smaller in California.18 Thus, while a proposal to pay Medicare rates for all 
hospital services would lead to substantial revenue declines and disruption for hospitals, a 
similar proposal for physician services would not be as disruptive because the differential 
between private payers and Medicare rates is much smaller for physicians than it is for 
hospitals.

In sharp contrast, while the Medicare to private payer differential for physician services is 
substantially smaller than it is for hospital services, the Medicare to Medi-Cal differential 
for physician services is much larger than it is for hospital services. The Medi-Cal fee 
schedule pays physicians approximately 40% less for the same services paid by Medicare. 
Medi-Cal’s physician payment rates are among the very lowest among all Medicaid 
programs nationwide. The relatively low Medi-Cal payment rates contribute to California 
having one of the lowest rates of participation by physicians in Medicaid programs 
nationwide.19 In California, approximately 60% of physicians participate in the program.20 
As a result in many California communities Federally Qualified Health Centers and ‘look 
alike clinics’ 21 furnish a high proportion of primary care services to Medi-Cal beneficiaries.

17 Biener, Adam and Selden, Thomas. “Public and Private Paym ents for Physician Office Visits.” Health 
Affairs, December, 2017 available a t fh ttps://w w w .healthaffa irs .o rg /do i/abs/10 .1377 /h lthaff.2017 .07491 .

18 Ginsburg, Paul. “W ide Variation in Hospital and  Physician Paym ent Rates Evidence of Provider M arket 
Power,” Health Systems Change Research Brief, #16, November, 2010 available a t 
(http ://w w w .hschange.org/C O N T E N T /1162/) .

19 Decker, Sandra, “Acceptance of New Medicaid Patients by Prim ary Care Physicians and  Experiences w ith 
Physician Availability am ong Children on Medicaid or the  Children's Health Insurance Program ,” Health Serv 
Res. 2015 Oct; 50(5): 1508-1527.

20 Coffman, Janet, “Physician Participation in Medi-Cal: Is Supply M eeting Dem and?” California Health Care 
Foundation, June 28, 2017 available a t h ttps://w w w .chcf.org/publication/physician-participation-in-m edi- 
cal-is-supply-m eeting-dem and/

21 Federally Qualified Health Centers (FQHCs) and  som e o ther county opera ted  am bulatory care sites 
designated by Medi-Cal as “look alike clinics” receive a higher ra te  of Med-Cal re im bursem ent than  w hat is 
paid  to office-based physicians. W hen these  FQHCs and look alike clinics furnish services as a p a r t of a Medi­
Cal m anaged care contract, they receive additional paym ents (“w rap around”) from  the sta te  Medi-Cal 
program  th a t m aintain a substantially  higher paym ent ra te  than  w hat is provided for sim ilar services w hen
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High prices paid to hospitals for patients covered by ESI reflect the lack of a competitive 
market for hospital services in most areas of the state. Consolidation in the hospital 
industry has contributed to a lack of competition -  in some areas of the state one or two 
large hospital systems account for a large fraction of the available hospital beds, and these 
hospital systems are in a very strong bargaining position when negotiating with private 
insurers. Using the Herfindal-Hirschman Index (HHI), an index measuring market 
concentration that is used by the Federal Trade Commission and the Department of Justice 
in evaluating market competition, virtually all hospital market areas in California are highly 
concentrated, and most markets have become more concentrated over time.

But concentration in the hospital industry is not the only factor leading to relatively high 
prices. Unlike many other industries, where the goods being traded are commodities with 
little differentiation in competing products across firms, many hospitals and some medical 
groups have been able to establish themselves as ‘must have’ providers. An insurer that 
did not include a well-regarded teaching hospital in its network might have a very hard 
time selling its product, and this knowledge gives the hospital substantial negotiating 
leverage, even in a market with multiple competing hospitals.

Relatively high prices reflect, in part, relatively high costs of producing care, and part of 
those high costs reflect the high costs borne by providers in collecting money from private 
insurers, Medicare, and Medi-Cal.22 Billing and insurance related costs in California have 
been estimated at 13.9% of the total costs of physician practices and at 6.6%-10.8% of the 
cost of hospital services.23 In a simplified system in which hospitals and physicians could 
employ fewer people whose job it was to collect money from third party payers, prices 
could be lower without any reduction in the bottom line for hospitals, or in the net income 
of physicians. In addition, the cost of health insurance includes the administrative costs 
and profits of health insurers, estimated to average approximately 7.9% of premium 
costs.24

furnished through physicians’ offices. See W unsch, Bobbie and  Reilly, Tim, “Medi-Cal M anaged Care Plans and 
Safety Net Clinics Under the  ACA,” Decem ber 2015 available a t h ttps://w w w .chcf.o rg /w p- 
content/uploads/2017/12/PD F-M ediC alM gdC arePlansSafetvN et.pdf

22 Larry Levitt, “The Cost of A dm inistering Health Care” Testim ony before the Assembly Select Committee on 
Health Care Delivery and  Universal Coverage, January 17, 2018

23 Kahn James e t al. The cost of health  insurance adm inistration  in California: estim ates for insurers, 
physicians, and hospitals. Health Aff (Millwood). 2005 Nov-Dec;24(6):1629-39.

24 Kamal Rabah and  Cox Cynthia. “How Has U.S. Spending on H ealthcare Changed Over Time.” Peterson-K aiser 
Health System Tracker available a t h ttps://w w w .healthsystem tracker.o rg /chart-co llection /u -s-spend ing- 
healthcare-changed-tim e/?post types=chart collection#item -per-capita-basis-health-spending-grow n- 
substantially  2017
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In sum, health care in California relies on a diverse patchwork of funding sources and 
delivery arrangements. Consumers face challenges regarding access to care, navigation of 
coverage, and affordability. Accountability is diffuse. Health outcomes and system costs 
are neither well-understood nor well-managed.

3 . Im pr o v in g  h ea lth  care and  coverage u n d er  today 's financing  stru ctu re

As a part of the Select Committee hearings, presenters described a variety of policy 
approaches that have been tried or considered in other countries, in other states, and in 
California to address challenges in achieving universal coverage, making health care more 
affordable and improving access to care, while also making our multi-payer system less 
fragmented and more transparent. This section describes these approaches and the 
rationale for them as a part of an incremental process of improvement. Section 4 will 
address ways to achieve these goals via a more fundamental change to today’s fragmented 
financing and patchwork methods which could result in a more equitable and less complex 
health care system.

Address rem aining coverage gaps
California embraced and effectively implemented new coverage opportunities under the 
Affordable Care Act, reducing the state’s uninsured population to about 3 million. People 
are uninsured for a variety of reasons: ineligibility for public financial assistance due to 
immigration status; inability to afford coverage; uncertainty about the value of obtaining 
health insurance, particularly if insurance products have high deductibles or other cost­
sharing requirements; and the complexity of getting and keeping coverage, particularly 
across changes in life circumstances. These causes are not mutually exclusive. Policy 
solutions to expand coverage to California’s remaining uninsured aim to address one or 
more of these challenges.

Nearly 60% of California’s remaining uninsured population is undocumented, so expanding 
eligibility for Medi-Cal and premium subsidies to this population would likely make 
substantial inroads toward universal coverage. Undocumented residents are specifically 
excluded from eligibility for Medicaid and for federal premium subsidies and cost-sharing 
assistance under the ACA. Therefore, a state proposal to extend Medi-Cal eligibility to 
undocumented residents, or to provide subsidies to assist this population in affording 
coverage, would need to be financed solely with state funds.25 Implementing this proposal 
would be relatively straightforward because it would build on California’s recent 
experience expanding coverage to undocumented children through the “Health4AllKids” 
campaign.

25 Legislative Analyst’s Office, “Financing Considerations for Potential State Healthy Policy Changes,” 
Testim ony before the Assembly Select Committee on Health Care Delivery and Universal Coverage, February 
5, 2018.
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Reduce affordability barriers
Difficulty affording premiums and concerns about coverage comprehensiveness are factors 
for many Californians who remain uninsured. Some population segments face particular 
affordability challenges. For example, people affected by the ACA’s so-called “family glitch” 
are eligible for employer-sponsored health insurance that falls under the ACA affordability 
threshold for them, yet their employers contribute little or nothing toward family 
premiums. Under the ACA, no premium subsidies are available for anyone in the family, 
thus dependents face high premiums and may remain uninsured. For others, health status, 
age, or residence within a region with especially high health care costs may leave 
consumers responsible for costs that make up a substantial portion of their income. Under 
the ACA, people over 400% of the federal poverty level (FPL) receive no affordability 
assistance; one proposal would be to provide state-funded subsidies to assure that people 
in such households need spend no more than 10% of their income on premiums. People 
between 138% and 400% FPL are eligible for ACA subsidies but some still find premiums 
and out-of-pocket costs a burden and may forego coverage as a result. The state could fund 
additional subsidies to reduce the share of income people are expected to pay toward 
subsidies across the entire sliding scale range.

Affordability could also be tackled by moderating underlying premiums. For example, the 
state could seek to moderate the cost of health care inputs or the prices charged for health 
care services. One approach to this would be to limit out-of-network hospital prices. As 
discussed above, many hospitals have negotiated much higher prices for people covered by 
employer-sponsored insurance than the prices paid by Medicare for similar services. The 
nationwide average mark-up over Medicare prices in 2012 was 72%, and it seems likely 
that the differential in some markets in California is considerably larger. For a variety of 
reasons, insurers have not had enough leverage in their negotiations with many hospitals 
to limit the prices they pay to anything close to the prices that Medicare pays.

One option that was raised at the hearings to improve the bargaining leverage of insurers is 
to limit the prices that hospitals could receive for out-of-network services to some 
percentage (e.g., 150%) of the amount that would be paid by Medicare for similar services. 
26 If the California Legislature enacted such a proposal, it is unlikely that hospitals would 
be able to negotiate in-network rates that were higher than the out-of-network cap.

If the upper limit were set quite high the proposal would only affect hospitals that have 
been able to negotiate extremely high prices. A much lower cap would result in steep 
declines in hospital revenues, and be quite disruptive to the industry. Regardless of where 
the cap was set, regulations would be needed to specify how the comparison of private 
prices to Medicare prices was to be calculated, and phase-in periods should be considered. 26

26 Laurence Baker “Price Variations and Consolidation” Testim ony before the Assembly Select Committee on 
Health Care Delivery and  Universal Coverage, January 17, 2018.
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A somewhat similar proposal was enacted for physician services by the California 
Legislature in 2016.27 However, the legislation on physician services was primarily 
intended to limit ‘surprise billing’ from out-of-network providers at in-network hospitals. 
Legislation on hospital services would be intended to indirectly limit the prices that 
hospitals could negotiate for in-network services.

Another policy option that could help to make health insurance coverage affordable is the 
use of a mandate for coverage. The federal health insurance mandate as a part of the ACA 
was intended to encourage healthy, not just sick individuals, to pursue coverage. Having 
healthy individuals in the insurance pool lowers premiums relative to what they would be 
if just sick individuals were enrolled. With the 2019 elimination of federal penalties for not 
maintaining creditable coverage, the state may want to consider imposing its own penalties 
on people who go without health insurance. The state could consider a variant of a 
proposal being discussed in Maryland, in which penalty payments made by uninsured 
individuals are essentially put in escrow for them, to be made available for the purchase of 
insurance in the coming year.28

Im prove access and continuity o f  care
One way insurers control costs is by limiting the network of providers, hospitals and 
physicians, available to the members of their health plan. By limiting the providers who can 
be a part of their plans, the insurers have leverage to negotiate lower rates of payment to 
these providers. Health plans then compete for consumers within different segments of the 
market -  employer based coverage, Medicare, Medicaid and the individual market- in part 
related to differences in their networks. An insurer may or may not use the same physician 
network across all payers.

Insurers may avoid competing in certain communities if they perceive that the number or 
the way the physicians or hospitals are organized will limit their ability to negotiate 
payment rates which will allow them to be profitable. This issue has garnered significant 
attention in the individual market where certain parts of the country, particularly rural 
areas which typically have fewer physicians per population and fewer competing hospitals, 
have struggled to create competition among health plans. Most Californians enjoy choice of

27 AB 72, effective 7 /1 /1 7 , requires th a t if a p a tien t receives non-em ergency services a t an in-netw ork 
hospital, the paym ent received by any out-of-netw ork physicians providing services to  th a t p a tien t is lim ited 
to 125%  of the Medicare rate. The rationale for th a t legislation is to avoid su rp rise  billing, in w hich a patien t 
chooses an in -netw ork  hospital, b u t is confronted by high priced out-of-netw ork bills. The effect, how ever, is 
likely to be sim ilar to the  effect of the  hospital pricing proposal discussed above. It seem s unlikely th a t 
physicians w ould be able to negotiate prices m uch higher than  125%  of Medicare for services delivered to 
hospital inpatien ts if they  are  lim ited to 125%  of M edicare if they are  out-of-netw ork.
28 McDaniels, Andrea, “General Assembly weighs bill to requ ire  M arylanders to buy health  insurance,” 
Baltim ore Sun, February 20, 2018 available a t h ttp ://w w w .baltim oresun .com /health /bs-hs-ind iv idual- 
m andate-20180216-story .h tm l.
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two or more plans, but in some parts of the central coast and in some rural areas in 
northern California and the southern central valley there is only one choice.29

One proposed solution to the problem of limited health plan competition in the individual 
market is the establishment of a “public option” as an alternative to existing private health 
plans. A public option could be a plan or a set of plans across the state. Many details 
regarding its structure, financing and governance remain to be resolved.30 Offering a public 
option through Covered California would enable eligible consumers to use federal 
subsidies to support its purchase, but to do so, a public option would have to meet ACA 
Qualified Health Plan (QHP) requirements.

A public option offers several potential benefits to consumers. First, it guarantees that 
consumers will have a choice of at least one plan in an area even if private insurers choose 
not to enter the market. Second, a public plan may be less expensive to consumers than 
private insurance offerings since a public plan does not need to generate a profit and may 
be able to contract providers at lower reimbursement rates. Third, to the extent a public 
option includes providers who are not available through other insurers, it can broaden the 
physicians and hospitals available to consumers.

In Medi-Cal, health plan public options were created at the county level beginning in the 
1990s using “local initiatives” which relied to a greater extent than private plans do on 
safety-net providers. Creating a public option in the individual market might similarly be 
able to expand the availability of providers by making access to safety net providers a 
choice for consumers via Covered California. If the public option utilized the same or a 
similar network of physicians for Medi-Cal beneficiaries as it did through a Covered 
California product, people who churn between Covered California and Medi-Cal would be 
less likely to experience a disruption in patient-provider relationships.

Medicaid as a public option is distinct from a Medicaid expansion. A Medicaid expansion or 
what is sometimes referred to as a “buy in” enables individuals to gain access to coverage 
through the Medicaid program but it does not expand the choice of plans for those in the 
individual market. No state has used its Medicaid program to create a public option but a 
few, including Nevada and Minnesota, are exploring this policy approach.
The regulatory and financial requirements imposed on QHPs in Covered California differ 
from those required for Medi-Cal participation. This creates a barrier to entry for public 
Medi-Cal plans interested and able to expand into the individual market. Medi-Cal contracts 
with a public plan in 36 of California’s 58 counties, but currently only one, LA Care, is 
available as a choice through Covered California and it is only available in Los Angeles.

29 Semanskee, Ashley, e t al., “Insurer Participation on ACA M arketplaces. 2014-2018 ,” Kaiser Family 
Foundation: November 10, 2017; Corlette, Sabrina, Testim ony before the Assembly Select Com m ittee on 
Health Care Delivery and Universal Coverage, January 17, 2018.

Insure the  U ninsured Project, “Exploring Public Options in California: Key Issues and  Considerations,” 
February 2018.
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Helping Medi-Cal’s public plans to expand their mission to serve as a public option in the 
individual market could potentially expand competition and access to care in some parts of 
California. But there are risks to this strategy as well. Policymakers would need to carefully 
consider how best to assist Medi-Cal plans to compete in Covered California in a way that 
does not undermine healthy competition among other insurers in the exchange. 
Furthermore, policymakers would want to ensure that if Medi-Cal plans were used in this 
expanded role, their ability to serve the ongoing needs of Medi-Cal beneficiaries would not 
be undermined.

Even if California were to expand health plan competition through a public option in the 
individual market, additional steps would be needed to overcome physician workforce 
shortages in underserved areas. Some of this might be addressed by producing more 
physicians, but this is a lengthy and expensive process. There is also no guarantee at the 
end of that training that these newly minted clinicians would enter primary care or work in 
a rural area. Nurse practitioners and other mid-level clinicians may be a part of the solution 
but the same issues arise in terms of a long training period and a disincentive to enter into 
primary care or to work in rural areas.

To overcome workforce shortages California needs a comprehensive strategy, utilizing 
incentives to overcome the market forces that discourage physicians and other clinicians 
from specializing in primary care and practicing in underserved areas. Such an approach 
could include incentives (1) to ensure that the physician training pipeline includes 
individuals who are interested and prepared for these roles, (2) to reduce the financial and 
practice barriers for individuals to enter in these roles, and (3) through physician payment 
policies which can sustain them in these roles over time.31

Coffman, Janet, “Access to Physicians in California” Testim ony before the Assembly Select Committee on 
Health Care Delivery and  Universal Coverage, January 17, 2018.
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Typology of Strategies for Expanding Primary Care

Source: Coffman, Janet, Testim ony before the  Assembly Select Committee on Health Care Delivery and  
Universal Coverage, January 17, 2018

California should consider additional investments in each of these areas to address access 
barriers in underserved areas, but the most glaring shortcoming is in its Medi-Cal physician 
payment policy. Medi-Cal is the most significant payer in underserved communities, 
especially in rural areas where Medi-Cal is an even more prevalent payer than in urban 
areas.32

The state sets physician payment rates in Medi-Cal using a fee schedule. California is among 
the very lowest payers in the nation. Medi-Cal managed care plans are not bound by the fee 
schedule. Data are lacking on physician payment rates in Medi-Cal managed care. They are 
assumed to reflect what is paid in Medi-Cal fee-for-service but greater transparency of 
what is paid would inform future policy decision-making.

As with other Medi-Cal expenditures, increases in physician payments are paid in part by 
the federal government. With approval through a state plan amendment, the federal 
government provides 50% of the cost of any physician payment increase for services 
provided to beneficiary groups who were eligible for Medi-Cal prior to the passage of the

32 Foutz, Julia e t al. The Role of Medicaid in Rural America available a t h ttps://w w w .kff.o rg /m edicaid /issue- 
brief/the-ro le-of-m edicaid-in-rural-am erica/
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ACA and a minimum of 90% for physician services for those who became eligible under the 
ACA (e.g., childless adults).

In January of this year, California received approval from the federal government for a state 
plan to implement a one-year supplemental payment increase for a limited number of 
physician services including office visits and psychiatric visits. The supplemental payments 
range from $5 to $50 per claim and are being paid retrospectively dating back to July 1, 
2017. The state plans to assess the impact of the supplemental payments on access to care 
to determine if additional payment changes are warranted.33 As a part of the ACA, a 
provision of two years' duration (2013-2014) required states to increase primary care 
physician payment rates in Medicaid to at least those of Medicare. A study in ten states (not 
including California) found that this policy was associated with increases in Medicaid 
beneficiaries’ access to care but that delays in its implementation blunted its impact.34

Given the size and scale of California’s health care workforce challenges, the state should 
also utilize technology to leverage available personnel. Telehealth is a rapidly developing 
area which holds much promise as a means to quickly and efficiently address workforce 
shortages. It includes a wide range of digital communication strategies such as text 
messaging, email, audio-video interactions from home or a health care setting between 
patients and practitioners, and consultative services between primary care and specialty 
practitioners on behalf of a patient. There are structural resources needed to make this 
type of non-face-to-face communication possible, but the growing presence of computers 
and mobile devices with all of these communication capabilities makes this a diminishing 
component of what limits the use of telehealth as a strategy to improve access to care in 
underserved areas. Regulatory and payment policies are what are needed to accelerate this 
service approach.

Regulatory policies are also needed to ensure that the communication is secure to protect 
the privacy of the patient in a way which does not also make it overly cumbersome for 
either the patient or the practitioner to use telehealth. There are also more nuanced issues 
having to do with how care delivered via telehealth is counted toward network adequacy 
standards. Plans might be more likely to accelerate the use of telehealth if they were able to 
receive credit for its use in how the state regulatory agencies judge the adequacy of their 
network. California can encourage greater use of telehealth by reimbursing for virtual visits 
and including them in assessments made of network adequacy, but it should do this in a 
way which does not undermine the ability of patients to see practitioners when that is 
appropriate.

33 California Hospital Association. Medi-Cal Supplem ental Paym ents for Selected Physician Services Approved 
available a t h ttps://w w w .calhospital.org/cha-new s-article/m edi-cal-supplem ental-paym ents-selected- 
physician-services-approved

34 Polsky Daniel e t al. A ppointm ent Availability after Increases in Paym ents for Prim ary Care N Engl J Med 
2015; 372:537-545
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Many clinicians have been slow to embrace telehealth in part because most services 
delivered through these methods are not directly reimbursed. Payers have been cautious in 
establishing payment codes for non-face-to-face delivery of services through telehealth due 
to concern that it could substantially increase total spending. In settings where clinicians 
are paid either a salary or based on capitation there has been more rapid adoption of 
telehealth. This suggests that policies which encourage the use of alternative payment 
methods could encourage widespread adoption of telehealth into clinical care.

Reduce fragm en ta tion  and increase transparency
In a scenario in which Medicare, Medi-Cal, employer sponsored insurance, and Covered 
California continue as the primary channels through which Californians obtain health 
insurance, testimony presented at the hearings provided suggestions about how California 
could streamline consumer experience and improve market performance. A brief synopsis 
of some of these suggestions follows.

Reduce fragm enta tion: The multiplicity of coverage channels adds costs and confusion for 
consumers, providers, and insurers. One proposal to attempt to reduce costs and confusion 
would be to require all insured products sold in California in the employer sponsored 
insurance market to offer the cost sharing parameters and covered benefits of one of the 
plans offered in Covered California.35 Under this proposal, all fully insured products sold in 
the ESI market in California would be required to be either a bronze, silver, gold, or 
platinum plan, and the cost-sharing parameters at each metal level would be required to be 
the cost-sharing parameters for the applicable metal level as determined by Covered 
California. For example, silver plans have a deductible of $2,500, and a primary care visit 
office copayment of $35, with the first three visits not subject to the deductible. This 
approach is similar to the approaches taken in the Netherlands, Germany, and most other 
countries that rely on private health insurers to deliver benefits, and was mentioned as a 
possibility for California in testimony to the committee.36

One advantage of this proposal is that it would simplify the choice process for consumers -  
when comparing among insured products, consumers would not need to pay attention to 
teasing out differences in copayment and deductible structures offered by competing 
insurers. As a result, competition on price and quality would be strengthened -  insurers 
would be prevented from competing by trying to design a benefit package that would be 
unattractive to high risk members. Administrative costs for insurers should decrease at

35 Although it m ight in principle be useful to standard ize products in all m arket segm ents, a change in federal 
law  w ould be requ ired  to apply this principle to  M edicare offerings. Further, the  low-incom e people who are 
covered by Medi-Cal w ould find even the relatively low  copaym ents requ ired  under platinum  plans a 
substantial financial barrie r to accessing care.

36 Robin O sborn “W here the  US Health Care System Stands Com pared to O ther Industrialized  Countries” 
Testim ony before the Assembly Select Committee on Health Care Delivery and Universal Coverage, October 
24, 2017.
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least marginally, since the number of benefit packages they would need to administer 
would be greatly reduced.

This proposal also has disadvantages. Some employers may think that there are benefits to 
the particular configuration of copayments and deductibles they are purchasing, and that 
being forced into one (or more) of the standard bronze, silver, gold, platinum offerings will 
reduce the value of their offerings to employees. Other employers may have implemented, 
or be planning to implement, innovative benefit structures such as reference pricing, and 
be concerned that there will be less beneficial innovation in copayment structures under 
the proposed standardization than there would be under the status quo. However, there is 
little evidence that the variation among employers in copayment and deductible structures 
has resulted in gains to consumers, and similarly, limited evidence that innovations in 
benefit packages in ESI have led to meaningful improvements in cost or quality. Further, 
Covered California has created a robust process for updating its benefit package, gathering 
input from a wide variety of stakeholders, and, ultimately, requiring approval from the 
publicly appointed Covered California board.

A significant limitation of this proposal is its limited scope. The standard Covered 
California benefit packages are already required in the individual and small group (< 100 
employees) market. The proposal would extend the standardization requirement to the 
fully insured segment of the large group market, but federal ERISA statute would prevent 
California from imposing a similar requirement on self-insured plans. However, many 
large employers offer both fully insured and self-insured plans, and some attempt to offer 
the same cost sharing in both types of plans. If forced to offer standardized bronze, silver, 
gold, or platinum cost sharing in their fully insured plans, some of these employers might 
move to standardization in their self-insured plans as well, potentially extending the effect 
of the requirement beyond fully insured plans.

Increase transparency: Lack of price transparency differentiates health care from most 
other goods and services in our economy. As noted by one of the Committee co-chairs, 
when he takes his dog to a veterinarian, he is presented with a price list, but similar price 
lists in health care generally do not exist. As discussed at the January 17, 2018 hearing, the 
Legislature could potentially require providers to post price lists of some sort.37 A 
provision requiring price lists to be posted was included in the ACA, although the 
Department of Health and Human Services did not issue regulations to implement the 
requirement.

However, it is not clear how meaningful or helpful price lists would be. If the posted prices 
simply reflected list prices that are charged, as opposed to the contracted prices negotiated 
by insurers that are actually paid, they would not be of much use to patients because they 
would not reflect the prices that insured patients would be required to pay. If the prices 
reflected average contracted prices, they would be somewhat more helpful, but still would

7 Laurence Baker “Price Variations and Consolidation” Testimony before the Assembly Select Committee on 
Health Care Delivery and Universal Coverage, January 17, 2018.
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not reflect the amount that any individual patient could expect to pay, since contracted 
rates typically vary across insurers.

More importantly, it is not clear that price information, in the absence of useful quality 
information, would either encourage patients to choose lower price providers or result in 
downward pressure on prices. Some patients will assume that higher prices are associated 
with better quality, and may gravitate towards higher priced providers. Further, if prices 
are publicly available, providers who have negotiated prices on the lower end of the 
spectrum may, after observing the higher prices that their competitors have negotiated, 
attempt to hold out for higher prices in the next round of negotiations.

One proposal that might put some downward pressure on negotiated prices would be a 
requirement that hospitals and medium to large-sized physician groups (e.g., groups with 
at least 25 physicians) make information available on their average negotiated prices for 
patients covered by employer sponsored insurance, expressed as a percentage of the prices 
paid by Medicare. As discussed above, it appears that the mark-up above Medicare prices 
for inpatient hospital services is quite large for some hospitals in the state. Public scrutiny 
of very high prices might lead to community-wide pressure on outlier hospitals and 
medical groups to extract less of a premium above Medicare prices in subsequent 
negotiations (although might also, as discussed above, encourage relatively low-priced 
providers to hold out for higher prices). If this proposal were adopted, regulations would 
be needed to specify how the price comparisons were to be calculated.

An additional means to increase transparency would be to establish an All-Payer Claims 
Data Base (APCD). The Massachusetts Health Policy Commission (HPC) makes extensive 
use of the information collected by the Massachusetts All-Payer Claims Database (APCD) to 
monitor changes in utilization and price at the health system level. The HPC uses the data 
from the APCD to determine whether each health system in the state is adhering to 
spending targets. Similarly, an APCD in California would provide useful information to 
support a variety of efforts at improving the quality and efficiency of care, and would be a 
useful building block in improving the ability to successfully implement a system based on 
unified public financing. An APCD in California would expand on the hospital discharge 
data that is currently collected by OSHPD. However, the OSHPD data are limited to 
inpatient hospital discharges, and do not contain information on allowed or paid 
amounts.38

A dditional approaches
More closely scrutinize proposed mergers and acquisitions: Consolidation has increased 
hospitals’ negotiating leverage, and contributed to high prices. Increased oversight of

38 In 2016 the  Suprem e Court ru led  th a t a V erm ont requ irem en t on self-insured plans to subm it data to the 
V erm ont APCD was p reem pted  by the  ERISA statute. Any proposal to establish an APCD in California would 
need  to w ork  w ithin the restrictions created  by th a t decision.
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proposed hospital mergers would likely have at least a small effect in restraining future 
price growth. As described in the December 11 hearing, the Massachusetts Health Policy 
Commission analyzes proposed mergers and acquisitions in Massachusetts, and the 
Massachusetts Attorney General seriously considers.the HPC's evaluation of the likely 
effects of proposed consolidation when deciding whether to challenge a proposed 
action. California could consider a similar model.

Greater scrutiny of proposed mergers and acquisitions would likely be helpful, but would 
likely also be of limited utility. The market for hospital care in most regions of California is 
already highly concentrated -  the horse is already out of the barn. Further, as discussed 
above, concentration is only one factor that gives hospitals the leverage to negotiate high 
prices.

All-Payer Rate Setting: An alternative approach to limiting prices would be to implement 
some version of all-payer rate setting. Testimony at the December 11 hearing described 
the all-payer hospital rate setting system used in Maryland in detail, and a number of other 
people who testified at the hearings suggested that an option like this could be considered 
for California. Under the Maryland model, Medicare, Medicaid, and ESI all pay the same 
rate for hospital services. An important component of generating support for this system 
within the state is that Medicare payments to hospitals are higher, on a per-admission 
basis, than would be paid under the Diagnosis Related Group (DRG) system which 
Medicare uses to determine hospital payments in the rest of the country.

It seems unlikely that the Maryland all-payer model would be feasible in California. First, 
the federal government is unlikely to increase the amount that Medicare pays for hospital 
services, and, as discussed above, if ESI rates were to be reduced to Medicare rates, the 
revenue loss to hospitals would be catastrophic. Further, Medi-Cal rates are substantially 
lower than Medicare rates, and the state is not likely to be interested in increasing Medi-Cal 
hospital rates to Medicare levels. A variant of the Maryland model, in which all payers use 
the same unit of payment (e.g., DRGs) but payers pay different multiples of a base rate, 
could be considered for California. However, this model would work at cross purposes with 
the emphasis in California, both from Medi-Cal and private insurers, on selective 
contracting with hospitals, and it is not clear that it would bring benefits that outweigh the 
disruption it would entail. Proposals to extend Maryland-style all-payer rate setting to the 
California context need more development before they could be fully vetted.

California could also consider a global budgeting approach limited to hospitals in rural 
areas of the state, similar to the demonstration waiver obtained by the Commonwealth of 
Pennsylvania in an attempt to shore up the financing of rural hospitals and to provide 
incentives for them to invest in moving care out of the inpatient setting.39 * 11

39 Sule Calikoglu Gerovich “A New Hospital’s Paym ent Model: M aryland’s Global Budgeting System ” 
Testim ony before the Assembly Select Committee on Health Care Delivery and Universal Coverage, December
11, 2017 . Additional information on the Pennsylvania Rural Health Model, as described by CMS available at 
https://innovation.cms.gov/initiatives/pa-rural-health-model/.

29



Consolidated public program purchasing: Consolidated purchasing for pharmaceuticals or 
other services, particularly across Medi-Cal, CalPERS, and Covered California, was 
mentioned at one hearing as a potential approach to attempt to reduce prices and 
spending. Given the very large number of people covered by Medi-Cal, it seems unlikely 
that adding the relatively smaller number of CalPERS and Covered California members to 
the Medi-Cal purchasing pool would provide much by way of benefits to Medi-Cal. And 
while such an approach might, in theory, provide some benefit to CalPERS or Covered 
California, the legal, technical, and political difficulties in attempting to consolidate 
purchasing across these agencies seem likely to outweigh any potential benefits that such 
consolidation might create.40

Reduce health plan administrative costs and profits
A variety of proposals have been suggested to limit the amount of money that health 
insurers can spend on administrative costs, including further restricting the fraction of 
premium revenue that insurers can spend on activities other than medical care (that is, 
tightening the Medical Loss Ratio (MLR) requirements, regulation of health plan profits, 
and limiting the compensation that can be earned by health plan executives. Any such 
proposals would need further development before they could be meaningfully evaluated.

In sum, a wide array of approaches could be pursued to address various shortcoming and 
opportunities within California’s existing health care system. These approaches are 
incremental by design and differ in terms of the policy goals they aim to advance. Each 
brings associated tradeoffs and uncertainties.

4. Im pr o v in g  Ca lifo r n ia 's h ea lth  care system  via  a  u n ified  publicly  financed  a ppr o a c h

The current patchwork approach to financing health insurance and health care is 
accompanied by uneven access and, in many cases, inefficient delivery of services. Under 
the status quo, funds follow individuals and are constrained by disparate rules based on 
the payer or program from which they originate. Highly fragmented funding adds 
administrative burden and potential confusion for consumer and providers throughout 
the system.

An alternative would be to establish a unified, publicly financed approach that 
• Assures coverage for all state residents;

40 Bailit M and Burns M. “All Together Now: Coordinating California’s Public Sector Health Care Purchasing” 
available a t https://w w w .chcf.org/publication/all-together-now -coordinating-californias-public-sector- 
health-care-purchasing/

30



• Pools funds for health coverage across Medicare, Medi-Cal, and other major sources of 
financing;

• Dramatically reduces or eliminates variations in eligibility, benefits and payments.

A unified publicly financed approach to health care coverage would eliminate the 
differences between Medicare, Medi-Cal, and employer sponsored insurance in consumer 
cost-sharing and benefits. A unified publicly financed approach would reduce the 
considerable administrative burden that today’s financing arrangements impose on 
purchasers, consumers and providers. Taken together, these changes would create a 
more equitable health care system. It would likely increase efficiency and produce better 
health outcomes, although these results would depend on how well the system was 
managed and on mechanisms of accountability. To accomplish such a sweeping transition 
would require substantial and unprecedented changes in federal and state law as well as 
decisions regarding many design parameters.

One such proposal would create the Healthy California Program to “provide 
comprehensive universal single-payer health care coverage and a health care cost control 
system for the benefit of all residents of the state.” Necessary waivers and permissions 
would be sought; financing provisions are not spelled out in the bill but would be 
developed. The legislation would not take effect until the California Secretary of Health 
and Human Services notifies the Senate and the Assembly that the Healthy California 
Trust Fund has the revenues to fund implementation costs.41

Other states have sought to establish a single payer system. Vermont pursued a single 
payer approach that went further than most yet was never implemented. Vermont’s 
exploratory effort began in 2010, followed by 2011 legislation to establish Green 
Mountain Care, a government-financed system to replace most health insurance in 
Vermont.42 As planning efforts evolved, it became clear that Medicare, Medicaid, health 
plans for veterans and military personnel, and plans serving workers at out-of-state 
companies would continue to operate in Vermont even after the implementation of Green 
Mountain Care.43 In 2014, after serious planning efforts, Governor Peter Shumlin 
withdrew the plan citing “the limitations of state-based financing, the limitations of 
federal law, the limitations of our tax capacity, and the sensitivity of our economy.”44

41 SB 562, The Healthy California Act (2017-18), described at
https://leginfo.legislature.ca.gov/faces/billN avClient.xhtm D bill id=201720180SB562

42 VerValin, Joe, “The Rise and  Fall of Verm ont’s Single Payer Plan,” Cornell Policy Review, July 13, 2017.

43 Ollove, Michael, "Verm ont Is 'Single-Payer' Trailblazer,” Pew Charitable Trusts: Stateline, August 7, 2014.

44 McDonough, John, “The Demise of V erm ont’s Single Payer Plan,” N Engl J Med 372: 1584-1585 (April 23, 
2015).
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The history of California health reform and single payer proposals is described 
elsewhere.45 Questions and issues that would confront California in any comprehensive 
re-organization of health care financing have also been explored.46 The purpose of this 
discussion is to review, within the current context, California’s opportunities and 
challenges with respect to consolidated financing for health care.

Considerations related to integrating m ultiple payers
The public and private funding streams that support health care and coverage today are 
accompanied by many requirements not readily eliminated nor easily reconciled. Pooling 
funds to pay for health care for all residents depends on navigating those requirements 
and either renegotiating their terms or working around them.

Federal fund ing  and permissions: The federal government is the largest source of funds for 
health care in California today.47 Federal funds flow via:

• Medicare, the federal program that serves most people aged 65 and over and 
certain people with disabilities;

• Medi-Cal -- California’s Medicaid program-- the jointly funded state-federal 
program available to people who meet income eligibility criteria;

• The provision of subsidies under the Affordable Care Act for income-eligible 
individuals and families who obtain insurance through Covered California;

• The exclusion from federal taxable income of employer and employee premiums 
for employer-sponsored health insurance; and

• A variety of additional federally funded coverage programs such as Tricare (for 
the dependents of active duty military and military retirees).

To redirect funds from these sources to a unified state-based pool would require federal 
action. For example:

• Because existing federal law does not grant the federal Secretary of Health and 
Human Services authority to redirect Medicare’s funding streams or trust fund 
dollars to states, bringing Medicare funds into a unified state-based public 
financing pool would require federal statutory changes.48

45 Dimmitt, Michael, “Ninety Years of Health Insurance Reform Efforts in California,” C a lifo rn ia  A g e n c ie s  Paper 
316 (California State Library: 2007).

46 Philip, Susan and  Mulkey, Marian, “Key Questions W hen Considering a State-Based, Single-Payer System in 
California,” available a t h ttps://w w w .chcf.org /publication /key-questions-w hen-considering-a-state-based- 
single-payer-system -in-california/

47 Sorensen, A ndrea e t al. “Public Funds Account for Over 70 Percent of Health Care Spending in California,” 
(UCLA Center of Health Policy Research, August 2016) available at
h ttp ://healthpolicy .ucla .edu/publications/D ocum ents/PD F/2016/P ublicS harePB  FINAL 8-31-16.pdf

48 Cubanski, Juliette, “Federal Law Considerations and  M edicare,” Testim ony before California Select 
Committee on Health Delivery Systems and Universal Coverage, February 5, 2018.
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• Federal Medicaid requirements tie federal matching funds to the services 
provided to Medicaid-enrolled individuals. To claim federal Medicaid funds for 
use through a unified financing pool, California would either need a change in 
federal law, or would have to continue to track eligibility and expenditures 
related to individuals who meet complex eligibility criteria. Some steps required 
for continued compliance with federal Medicaid rules might well be in conflict 
with the simplicity and equity principles of unified public health care finance in 
California.49

• Subsidies through Covered California might be redirected to a unified financing 
pool under existing Section 1332 waiver authority, if ACA statutory guardrails 
including federal deficit neutrality are met.50

• If California moved away from employer-based financing of health insurance, and 
wages were increased in California to compensate for the elimination of employer 
contributions to health care, federal income tax revenues would increase. To 
capture the resources associated with the current federal tax subsidy for 
employer sponsored insurance, Congress would need to pass legislation 
providing for a direct payment to California in the amount of the estimated 
increase in federal tax revenues.

• To redirect federal funds that currently support special populations such as 
CHAMPUS enrollees and veterans would involve revisiting long-standing 
expectations regarding benefits.

Employer-sponsored coverage and ERISA: Employer-sponsored health insurance covers 
about 17.5 million Californians and is another major source of health care funding. Today, 
employers choose health plans with which to contract and decide what coverage to offer 
based on business needs and employee preferences and in some cases through collective 
bargaining. As a consequence, employer-sponsored health insurance products vary 
greatly, including variation in provider networks, benefits, and cost-sharing arrangements. 
As previously described, about 6 million Californians are in self-insured private employer 
plans subject to ERISA.

Although direct state intervention in ERISA plans is impermissible, either federal ERISA 
statute would need to be amended or California would need to devise financing approaches 
that do not run afoul of ERISA legal challenges and associated delays. California could 
impose a broad state-based payroll tax to finance health care on all employers, whether or 
not they currently have (or continue to maintain) an ERISA plan. Given the amount of 
money and number of people and firms involved, some degree of resistance in the political 
or legal sphere is likely. A “pay or play” financing approach might also be considered, but

49 M anatt Health, “U nderstanding the Rules: Federal Legal Considerations for State-Based A pproaches to 
Expand Coverage in California,” available a t h ttp s://w w w .m anatt.com /geta ttachm ent/6c6ebd95-d8da-40be- 
9529-04cbbb7b8142/attachm ent.aspx

50 Brooks-LaSure, Chiquita, “Medicaid (1115) and M arketplace (1332) W aiver A uthority,” Testim ony before 
California Select Committee on Health Delivery Systems and  Universal Coverage, February 5, 2018.
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would have also have to be carefully constructed to withstand ERISA legal challenge and 
deviates from the spirit of fully integrated financing.51

In sum, self-insured plans represent a large share of covered lives and an important 
financing source for a unified state program. However, efforts to integrate them within a 
state coverage program would have to navigate potential legal challenges and could be 
subject to associated delays and uncertainty.

Considerations related to sta te  financia l oversight
Across all sources and programs, about $400 billion will be spent on health care in 
California in 2017-18.52 A program based on unified public financing with a guarantee of 
access to care for all residents would likely need to raise, manage and spend approximately 
that sum on an annual basis. State fiscal realities and California constitutional provisions 
would influence California’s ability to effectively execute those responsibilities.

For years, in both California and nationally, health care spending has risen more rapidly 
than spending throughout the economy as a whole.53 A unified financing approach might 
alter these trends, but the magnitude of any savings as well as the timeline over which 
savings would be achieved is unclear. On one hand, unified financing would clarify how 
funds are being used and would introduce new spending discipline. Some administrative 
savings would be achieved by virtue of simplified administrative processes, but many of 
these would be one-time. On the other hand, bringing everyone into a system of guaranteed 
access with minimal cost-sharing will increase expectations and reduce cost-sharing 
considerations that today exert downward pressure on spending. One forecast asserts a net 
5% per year reduction in health care spending under SB 562 due to reductions in low value 
care.54 In the view of these authors, that estimate is highly speculative and depends to a 
great extent on program design and implementation decisions that are as yet unknown.

Provisions of the State Constitution require California to enact a balanced budget each year 
and strictly limit the state’s ability to engage in deficit spending. Many forces and factors 
could introduce volatility into revenue streams and expenses associated with state- 
managed universal coverage. It will be important to establish and finance reserves upon

1 M anatt Health, “U nderstanding the  Rules: Federal Legal C onsiderations for State-Based A pproaches to 
Expand Coverage in California,” available a t h ttp s://w w w .m anatt.com /geta ttachm ent/6c6ebd95-d8da-40be- 
9529-04cbbb7b8142/attachm ent.aspx

52 Legislative Analyst’s Office, “C urrent Healthcare Coverage and  Spending Landscape,” Testim ony before 
California Select Committee on Health Delivery Systems and  Universal Coverage, February 5, 2018.

53 “California Personal Health Care Spending,” California Health Care Foundation: Septem ber 2017 and 
Wilson, Katherine B., “Health Care Costs 101: Spending Growth Slowed,” California Health Care Foundation: 
Septem ber 2017.

54 Pollin, Robert, e t al., “Economic Analysis of the Healthy California Single-Payer Health Care Proposal (SB- 
562),” University of M assachusetts A m herst Political Economy Research Institute: May 31, 2017.
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which the health fund can draw in periods when costs are unexpectedly high or revenues 
fall short of projections.

Provisions of the State Constitution also constrain the Legislature’s ability to substantially 
raise taxes and dedicate the proceeds exclusively to universal health coverage. Proposition 
98 of 1988, as amended by Prop. 111 of 1990, guarantees a minimum funding level for K- 
12 schools and community colleges. Prop. 4 of 1979 (the “Gann limit”), as amended by both 
Prop. 98 and Prop. 111, sets limits on certain state appropriations. The scope and cost of a 
program to finance all health care throughout the state would trigger both provisions, 
rendering it prudent to seek explicit ballot initiative approval to dedicate new funds to 
health care.55

Design, Im plem entation and Transition Considerations
Consolidating financing for health care within a single statewide pool would bring new 
opportunities for financial oversight, more transparent and accountable decisions 
regarding covered services and providers, and greater consistency and equity in how 
health care providers and consumers were treated. In moving from diverse benefit, 
payment and delivery arrangements under today’s fragmented financing and coverage 
program features to a more uniform set of expectations, a number of tradeoffs and tensions 
would likely arise.56 For example, the following topics would invite serious deliberation 
and careful monitoring in the course of establishing and implementing a statewide 
universal coverage program:

• The extent to which integrated managed care arrangements would be 
encouraged, and the role, if any, for health plans;

• How provider payment levels would be set and adjusted;
• Whether and how payments and delivery system arrangements might be allowed 

to vary based on regional differences, local preferences and needs;
• How quality and access to care would be assured;
• The extent to which the needs of special populations would be prioritized; and
• What governance structures and management tools would be put in place to 

assure accountability and effective oversight.

In addition to these significant design choices, many thorny transition issues would arise. 
For example, it may be prudent to begin to accumulate funds in a reserve fund prior to 
program launch. Managing and explaining how new revenues would be collected in parallel 
with current financing arrangements would be challenging. Jobs in billing and insurance 
related functions in hospitals, physician offices, and health plans may disappear when

55 Graves, Scott, “Constitutional Constraints on Moving Tow ard Universal Coverage in California,” Testim ony 
before California Select Committee on Health Delivery Systems and  Universal Coverage, February 5, 2018.

56 Philip, Susan and Mulkey, Marian, “Key Questions W hen Considering a State-Based, Single-Payer System in 
California,” available a t h ttps://w w w .chcf.org /publication /key-questions-w hen-considering-a-state-based- 
single-payer-system -in-california/

35



administrative costs are reduced; a program of transitional assistance or retraining for 
people in those roles would merit consideration.

In a broad reorganization of financing and delivery of health care in California, existing 
financial and care delivery relationships would need to be reimagined and restructured. 
Some degree of disruption is inevitable. Clear articulation of priorities and program goals, 
along with a systematic planning effort, would be helpful in navigating the transition to 
universal coverage and more effective care delivery systems.

5. Po ten tia l  pa t h s  fo r w a r d

California has made great progress in reducing the number of uninsured, but has not yet 
achieved universal coverage. Studies of high performing health care systems around the 
globe suggest that universal coverage is essential for ensuring access to care, improving 
outcomes, and controlling costs. A strong primary care system, a comprehensive basic 
benefit package, provider payments that reward better health outcomes, a strong social 
safety net in addition to universal health care, and administrative simplicity are other 
important ingredients for high performance.57 There are many pathways to achieving 
universal coverage and a more efficient health care system. Western European countries 
have taken a variety of paths to universal coverage, varying in their use of public and 
private sources of funds to provide universal coverage as well as in the degree to which 
they rely on the government to pay for services directly, versus relying on residents to 
make a choice among available health plans.

A unified publicly financed health care system offers a means to a less complex health care 
system, but the process of transitioning to it would be a substantially more disruptive path 
of expanding coverage in the state than building upon the foundation of the current system. 
Californians and their elected representatives will need to assess whether the financial 
risks and disruption of transitioning from the current multi-payer system to a publicly 
financed system is in the best interests of the state; make a judgment about the likelihood 
of obtaining necessary federal statutory changes and waiver approvals; and, if they believe 
that moving forward on this path makes sense, what timing and practical steps are needed 
to make it possible. Even if California were to decide today that it was prepared to 
transition to a publicly financed universal health care system for its residents, it would take 
years to accomplish the necessary steps at the state and federal level to make that possible. 
In the meantime, there are steps California can take in the near term to improve coverage, 
affordability and access to care while also building its capacity to pursue a broader change 
agenda.

57 Schneider EC e t al.” Mirror, M irror 2017: In ternational Com parison Reflects flaws and O pportunitiies for 
Better U.S. Health Care” available a t h ttp ://w w w .com m onw ealth fund .o rg /in te rac tives/2017 /ju ly /m irro r- 
m irro r /
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To evaluate policy approaches that build on California’s current multi-payer approach, 
policymakers may wish to consider the following criteria:

• Extent and immediacy of benefit for Californian consumers and the health care delivery 
system

• State fiscal cost
• Potential to preserve gains achieved under the ACA
• Extent to which incremental approaches either lay a foundation for, or undermine, 

potential future reforms
Below we consider short-term approaches within the context of these criteria.

Sh o r t-Term  S teps to  Im prove  Coverage, A ffordability, A ccess, Fragm entation  an d  
Transparency

Im p r o v e  Co v er a g e

Expand Medi-Cal coverage to income-eligible undocum ented adults: California could choose 
to build upon what it has already done to provide full scope Medi-Cal using state funds to 
low-income undocumented children by expanding the age range of eligibility.

• The proposal targets the largest group of individuals who remain uninsured in California. 
More than 1 million residents are estimated to be in an income group that would allow 
them to qualify for Medi-Cal but for their immigration status. California would be 
required to take some administrative actions to execute on this strategy but it would 
have a relatively immediate impact on expanding coverage in the state.

• The costs of this approach would depend on the eligible age range, and it could perhaps 
become more feasible by expanding the age range over time. The state could also 
anticipate substantial offsetting savings from spending currently associated with 
providing restricted scope Medi-Cal benefits (for care related to pregnancies and 
emergencies) to these same individuals. Much of the additional cost would allow these 
individuals to obtain primary care services which could contribute to reduced emergency 
care needs.

• Expanding coverage to undocumented adults in the near term would indicate that these 
individuals would also be included in coverage were California at a later time to 
transition to a universal coverage system supported by unified public financing.

Extend Covered California prem ium  tax credit assistance to undocum ented individuals using 
s ta te  funds

• The proposal targets the majority of the uninsured undocumented individuals whose 
income is too high to qualify for Medi-Cal. These individuals would be eligible for 
federal insurance subsidies in Covered California but for their immigration status. 
Similar to the approach using Medi-Cal, California could choose to use state funds to 
provide these subsidies, substantially lowering financial barriers for these individuals to 
purchase coverage.
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• This strategy would have a relatively immediate impact on expanding coverage in the 
state.

• The costs of this approach would depend on whether California chose to target the full 
income range (e.g., 138% FPL to 400% FPL) reflected in the federal approach or to limit 
financial support to those at lower income levels (e.g., 138% to 200% FPL). California 
could also choose a smaller subsidy than what is provided by the federal government 
but this would reduce the impact of the policy as it would most likely not provide 
sufficient cost relief to consumers to encourage them to purchase coverage in Covered 
California.

• Similar to the proposal to use Medi-Cal to expand coverage to low-income 
undocumented adults, this approach would be an indication that this group of 
individuals would also be included in coverage were California at a later time to 
transition to a universal coverage system supported by unified public financing.

Im p r o v e  Af f o r d a b il it y

Address consum er affordability and participation fo r  those already eligible fo r  Medi-Cal and
Covered California

• The LAO estimates that there are 1 million uninsured in California who are citizens or 
legal residents and that more than two-thirds of them are already eligible for Medi-Cal 
or subsidies to purchase insurance in Covered California. These numbers are likely to 
grow beginning in 2019 with the repeal of the federal tax penalty associated with the 
individual mandate.58

• California could undertake one or several steps with a relatively immediate impact on 
expanding coverage and preventing erosion of coverage gains achieved under the ACA:

o Build upon the state’s extensive outreach efforts to ensure individuals who are 
eligible for Medi-Cal and federal subsidy support to purchase coverage through 
Covered California are aware of their options. 

o Enhance coordination between Medi-Cal and Covered California so as to
minimize disruptions in coverage for those who are required, due to changes in 
their income, to churn between these two programs. 

o Use state funds to reduce financial barriers to coverage by further subsidizing 
insurance premiums and/or cost-sharing for those who qualify for federal 
subsidies and/or to create subsidy support for those whose incomes are above 
the 400% federal poverty limits for federal subsidies. 

o Implement a state individual mandate with a tax penalty to replace the federal 
ACA individual mandate penalties that will be eliminated in 2019. Such a policy 
would be likely to generate state revenue and more importantly it would 
provide an incentive for young, healthy adults to obtain coverage. This not only

58 Congressional Budget Office. Repealing the Individual Health Insurance Mandate: An U pdated Estimate 
available a t h ttp s://w w w .cb o .g o v /sy stem /files/115 th -congress-2017-2018 /repo rts/53300- 
individualm andate.pdf
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provides financial protection to them, but would have the impact of lowering 
health care costs for everyone purchasing insurance through Covered California.

• The costs of subsidy-oriented approaches would vary based on the size of the subsidy 
and the income ranges to which subsidies were provided. The impact and 
administrative burden associated with each approach also vary, depending on how 
policies are designed and implemented.

Lim it out-of-netw ork prices fo r  hospitals to a specified ratio o f  the price th a t would be paid by 
Medicare fo r  sim ilar services

• Some hospitals have been able to negotiate much higher prices than the prices paid by 
Medicare. Hospitals heavily dependent on Medicare appear to be able to provide high 
quality care. If the prices that hospitals could receive for out-of-network services were 
limited, it seems likely that in-network prices would be reduced at those outlier hospitals 
that currently have negotiated prices above the specified ratio. This would result in lower 
premiums for employers and employees, and, potentially, for members in Covered 
California. The adjustment at hospitals whose prices were limited would be difficult, and 
phase-in options should be considered.

• Reducing price differentials across payers would, arguably, ease a potential transition to a 
system of unified public financing.

Im p r o v e  Access

Increase Medi-Cal paym en t rates: The number of physicians available to care for Medi-Cal 
beneficiaries has not kept pace with the program’s rapid expansion following the 
implementation of the ACA. Physicians cite low reimbursement rates as the main reason 
they do not participate in the program. As California looks to translate its gains in coverage 
into improved access and considers additional expansion of the Medi-Cal program to 
incorporate undocumented adults, it will need to take steps to improve the program’s 
capacity to provide medical services. Medi-Cal has recently undertaken a step toward 
increasing physician payment rates but it is time-limited. Additional time and larger 
increases may be needed to more effectively address barriers to care in Medi-Cal. Medi-Cal 
might explore requiring its health plans to be more transparent regarding physician 
payment rates so that the state could use this information to guide evaluations of access to 
inform future payment policy.

• The proposal would improve access to care for California’s many Medi-Cal enrollees.
• The state budgetary impact could be significant. However, state commitments to any 

physician payment increases can be scaled in amount and targeted to selected services. 
For example, primary care may be a priority. Evaluations of a primary care physician 
payment increase to make Medi-Cal payments equivalent to those in Medicare suggests 
the impact on access can occur within a 1- to 2-year period. State commitments will be
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matched with federal support so long as Medi-Cal receives federal approval of a state 
plan amendment.

• Bringing Medi-Cal payment rates nearer to those of other payers would reduce 
disincentives to care for Medi-Cal enrollees and help pave the way to uniform payment 
rates under a future unified financing system.

Explore a Medicaid Public Option
• California has health plan competition in the individual market throughout most areas 

of the state and there are no areas where there is not at least one option. A Public 
Option in the individual market in parts or all of the state could protect the state against 
erosion in coverage if insurers choose to leave any of the regional markets.

• While a Public Option using Medi-Cal’s public plans might provide consumers with a 
lower cost option, there are many questions which would need to be answered about 
the provider network, provider payment rates, and provider capacity. Before embarking 
on this effort, California should pursue a planning process with Medi-Cal, Medi-Cal’s 
public plans, Covered California, and key stakeholder groups to assess the costs and 
benefits, as well as any barriers, legal or otherwise, which could impact the feasibility 
and timing of this policy approach.

Sim p l if y  t h e  c o n s u m e r  c h o ic e  p r o c e s s

Require each fully-insured product in the large group m arke t to be either a bronze, silver, 
gold, or p latinum  plan as defined by Covered California

• Bringing greater uniformity to the plans available to employees and their dependents would 
focus competition among insurers on price and quality, and eliminate the ability of insurers 
to fashion benefit packages in an attempt to avoid high cost enrollees. However, greater 
uniformity would also eliminate the ability of employers to experiment with innovative 
coverage options and copayment and deductible structures. The ERISA preemption would 
likely prevent this proposal from directly affecting the offerings of self-insured employers.

• Greater uniformity of benefit packages in the status quo would arguably ease a potential 
transition to a uniform benefit package under unified public financing.

In c r ea se  Tr a n spa r e n c y

Require hospitals and larger m edical groups (e.g., > 25  physicians) to post in form ation on 
average prices received fro m  people covered by ESI, as well as average prices received fro m  
people covered by Covered California, by Medicare, and by Medi-Cal

• Greater transparency on pricing might lead to community pressure on high-priced hospitals 
and medical groups to limit their prices (although also might encourage low-priced 
providers to negotiate harder). The information would be useful employers and 
purchasers in understanding differences across providers in pricing.

• Better information on status quo pricing would facilitate a potential transition to uniform 
pricing under unified public financing.

• Regulations would be needed to specify how average prices were to be computed in order 
to make them comparable across providers and across payers.
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• If an APCD were successfully established, average prices could be calculated from the data 
in the APCD. However, we assume that it will take quite a few years before an APCD is fully 
operational, and the posting of average prices could be accomplished more 
expeditiously. Further, ERISA preemption might limit the ability of an APCD to obtain data 
from self-insured plans, but would not appear to apply to the ability to require hospitals and 
medical groups to provide data on average prices.

Establish an AH-Paver Claims Database (APCD)
• As demonstrated by the work of the Health Policy Commission in Massachusetts, the data in 

an APCD is extremely valuable to monitoring the cost and quality of care produced by the 
state’s health systems, and to working with those systems to improve cost and quality, as 
well as potentially sanctioning systems in which per capita costs increase more quickly than 
the state benchmark.

• A system of unified public financing could be more effectively managed if APCD data were 
available than if it were not.

• Establishing an APCD would require resources from the state, and resources from the 
health insurers required to contribute data, and would be a multi-year process. Privacy 
protections would need to be established. Legal analysis would be needed to determine the 
extent to which the 2016 Supreme Court ruling on the Vermont APCD would limit the ability 
to obtain data from self-insured plans.

A R o ad m ap  for a  B roader  Transform ation  of California 's  Health  Ca r e  S ystem

As suggested by the former Governor of Vermont, Peter Shumlin, the California Legislature 
could declare that California embraces a goal of guaranteed access to health care for all its 
residents via a system of unified public financing that improves health outcomes and keeps 
costs for the state and its residents in check. Under a system of unified public financing, the 
differences in financing and coverage among Medicare, Medi-Cal, employer-sponsored 
insurance, and the individual market would be largely eliminated.

To achieve this goal, several preconditions would need to be satisfied:

• Diverse stakeholders must develop a sense of shared purpose and mutual 
responsibility to advance a health system that works well for all Californians

• Data must be collected and analyzed to better understand the status quo, and to 
explore how a new system could be monitored and managed

• State budgetary implications must be modeled; financial risks must be assessed 
and mitigated

• A detailed proposal would need to be developed, and the Legislature would need 
to enact enabling legislation.

• State constitutional amendments would need to be approved by the voters to 
assure that the new system did not run afoul of Propositions 4 and 98, and would 
be desirable to assure broad-based support for the sweeping state revenue 
changes that such a system would require.
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Federal statutory changes and waivers would need to be obtained.

A system based on unified public financing would have far-reaching effects on how 
Californians obtain insurance coverage and on health care delivery. The existing channels 
through which Californians obtain coverage -  primarily, Medicare, Medi-Cal, employer 
sponsored insurance, and Covered California (and the individual market outside of 
Covered California) -  would be replaced with a unified public financing mechanism.

To implement such a system, the federal government would need to agree to write checks 
to the California unified public financing authority to replace the money that would 
otherwise be spent to pay for Medicare, Medi-Cal, and subsidized Covered California 
enrollees. Such agreement would require federal statutory change, most notably in 
Medicare law, as well as cooperation in obtaining waivers from the federal executive 
branch. A sensible principle would be that the federal government would write a check to 
California to replace the money that would otherwise have been spent on Medicare, Medi­
Cal, and Covered California subsidies (as well, presumably, for funds that would have been 
spent on CHAMPUS beneficiaries), in exchange for California's assurances that people who 
would have been beneficiaries of these federal programs would now be entitled to state 
benefits. Moving from a sensible principle to an operational and sustainable program 
would require extensive planning and negotiation. In addition to establishing an initial 
set of assurances about benefits and payments, agreements would be needed about how 
to determine the rate at which the federal payment to California would grow over time.

California can increase the chances of favorable federal action if it designs a system of 
unified public financing that generates broad-based support within the 
state. Demonstration of that broad-based support could be shown through a favorable 
vote on a statewide ballot proposition that established the basic building blocks for a 
system of unified public financing, and cleared away any legal obstacles to such a system 
created by Propositions 4 and 98. With a favorable vote on enabling legislation, the 
California congressional delegation would be in a strong position to argue for the required 
federal statutory changes and waiver approvals.

And even if, somehow, the federal statutory changes and waiver approvals could be 
obtained tomorrow, it would take at least two years, and more likely three to four, to 
develop the policies and operational systems needed to implement a system of unified 
public financing. The period 2018-2020 affords an opportunity to build a firm foundation 
for unified public financing that could then be implemented following potential federal 
action in 2021.

The Legislature could demonstrate leadership and advance progress via a Roadmap to 
Universal Coverage and Unified Financing by establishing a public entity responsible for 
advancing progress toward universal coverage and unified health care financing. The 
Legislature would establish the governance structure of the planning commission, provide 
its charge, and appropriate funding. The commission would engage in activities such as 
the following:
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1. Convene a stakeholder engagement and analytic process by which key design features 
are refined and vetted.

• Coverage and Benefit Packages: Develop proposals for covered services, and patient 
cost-sharing, if any. If cost sharing is lower for lower income people (or if covered 
benefits are broader (e.g., lower income people receive coverage for dental and vision, 
but upper income do not), develop proposals for what the income-cost sharing 
relationship should be, and how income would be determined.

• Eligibility rules: Develop proposals for how to determine whether someone is a 
resident of California entitled to health care coverage. For example, rules will need to 
be developed about coverage for undocumented Californians as well as those who are 
either travelling temporarily outside of California, or who have temporarily 
relocated. Similarly, rules will be needed about out of state dependents (e.g., college 
students) of Californian residents.

• Provider payment rules: Develop methodologies for paying hospitals, physicians, 
laboratories, pharmaceuticals, and other providers. If there is a role for health plans, 
develop methodology for paying health plans, including method for risk adjustment of 
payments. If hospitals are paid based on a budget, develop method for budgeting. If 
major capital investments will require approval by a public authority, develop 
rules/process to do so.

• Quality assurance and improvement: Develop quality standards, a process for 
maintaining and updating them over time, and a system of incentives that promotes 
quality improvement over time.

• Role, if any, for county government or other sub-state decision making or advisory 
bodies: Particularly if hospitals are paid based on a budget or if capital investments 
require approval, but also as other decisions are made that affect the configuration of 
the delivery system, consideration is needed for how local input into these decisions 
would be obtained, and whether any decision-making authority can or should be 
devolved to local governments or other organizations.

2. Establish data collection and reporting efforts to support management, evaluation, 
transparency, and public accountability.

• Leverage existing and develop new data systems such as an All Payer Claims Data Base 
that can be used to establish an accurate baseline for California's health care system 
and be used to monitor and support informed decisions as California implements 
changes over time.

• Develop reporting systems that minimize burden on providers but provide an 
accurate and comprehensive assessment of performance at the population level as 
well as among important subgroups of individuals throughout the state.

3. Model state budgetary implications and assess options for raising and managing funds
• Revenues: Tax-based financing would be needed to replace most of the money 

currently paid by employers and employees for employer sponsored
insurance. There are a variety of options to raise these funds, including an increase in
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the state sales tax, an increase in the state income tax, a gross receipts tax, or a state 
payroll tax. Each of these options, as well as others, has advantages and 
disadvantages.

• We note here that while an increase in the income tax would be more progressive than a 
payroll tax, given current federal tax law, an increase in the state income tax would 
likely result in a significant increase (in the tens of billions of dollars) in Californian’s 
federal income tax payments.59 Further, one advantage of a payroll tax relative to an 
increase in the income tax (or other sources of financing) is that there will be fewer 
winners and losers among employers and employees relative to the status quo.
Winners and losers could be even further minimized if the payroll tax were firm-specific 
-- that is, if each firm paid a percentage of payroll that was similar to (perhaps slightly 
less than) the percent it paid in recent years.60

• Costs: Benefit design and payment approaches have significant implications, both 
direct and via the incentives they establish, for total spending. The financial (and 
other) implications of different designs would need to be explored not only through 
actuarial modeling and stakeholder input but also by engaging representative 
members of the public in a structured deliberative process to understand and evaluate 
trade-offs. Further, it makes sense to be concerned that California could become a 
magnet for sick people -- if health care coverage is much better in California than in 
other states, it is possible that people in need of care will move to California. The 
design of the revenue and financing system (and perhaps eligibility rules) would need 
to be able to accommodate this possibility.

4. Make recommendations to the Legislature on the design of a system of unified public 
financing, and work with the Legislature to draft necessary state enabling legislation 
and any necessary ballot propositions.

5. Ready the state to seek federal waivers and statutory change by which funds currently 
managed by the federal government but used on behalf of Californians can be 
consolidated with other funding sources

• Prepare waiver requests and draft changes in federal law as needed. Coordinate with
Department of Health Care Services to explore and manage implications for existing

59 The im plication on federal taxes is based  on the assum ption th a t if em ployers are  no longer contributing  to 
health  care then  em ployees will receive com pensating raises. However, increased incom e to em ployees will 
re su lt in increased federal tax paym ents. In contrast, if em ployer paid  a payroll tax, and  if th a t tax w ere 
approxim ately equal to the  am ount th a t would have been paid  for em ployer sponsored  insurance, then  there  
w ould be m inim al effects on federal incom e tax liability.

60 If a firm-specific payroll tax w ere contem plated, m ethods w ould be needed  to  calculate the  ra te  for each 
firm, and ru les w ould be needed  for new  firms as well as firms th a t previously did n o t m ake any paym ents for 
health  care or m ade very  small paym ents. Further, consideration w ould be needed  abou t w hether differences 
across firms in these percentages should be narrow ed  over time.
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programs such as Medi-Cal. Support state efforts to negotiate with the Executive branch 
and Congress.

6. Operational requirements
• Information technology: Develop an initial scope and recommendations to build (or 

contract for) an IT system capable of administering the system - determining residency, 
making provider and health plan payments, measuring utilization, spending, and quality

• Financial management systems: develop an initial scope and budget to support a system 
capable of receiving checks from the Federal government for Medicare, Medicaid, and 
Premium Tax Credit funds, as well as from the state for tax revenue to replace current 
employer and employee payments for health insurance. Develop a financial control system 
capable of assuring that money is collected and spent as intended. The agency will be 
managing somewhere in the neighborhood of $300 billion to $400 billion of funds annually, 
and clearly many safeguards are needed. Develop estimates of reserves needed, and 
methods of funding and managing reserves.

7. Coordination
It is anticipated that non-government entities (foundations, nonprofits, consumer advocacy 
organizations and faculty at the University of California) would be enthusiastic partners in 
educating the public about cost, access and quality under the status quo as well as 
opportunities for improvement under a unified public financing approach. Coordinating 
such activities among public and private partners would be encouraged as the Roadmap is 
refined and implemented.

8. Roadmap
Many tasks will need to be successfully completed by the executive and legislative branches 
to achieve unified public financing in California. Given the complexity of tasks, this might 
best be done by enacting legislation to establish and fund a planning commission to work 
on behalf of the Legislature and Governor to pursue the necessary steps.

Among the early tasks, the planning commission could engage with stakeholders to resolve 
design features, including coverage and benefits, eligibility, provider payment rates, and 
quality metrics. The planning commission could oversee analysis of options to inform the 
financing of a unified public financing approach. A planning commission could also 
recommend a management plan with realistic estimates of the information technology 
needs as well as the operating costs for running the program overall.

After the planning commission had helped policymakers better define the parameters of a 
system of unified public financing, it could partner with stakeholders to educate the public 
regarding proposed changes. The planning commission could also assist in the drafting of 
state legislation and ballot propositions necessary to implement recommendations.

Assuming that policymakers and the public endorsed the unified public financing approach, 
the planning commission could assist state policymakers in drafting needed federal
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statutory changes, developing federal waiver requests, and negotiating with the federal 
executive branch and Congress.

While it is difficult to estimate exactly how quickly these tasks can be accomplished, at a 
minimum it would require a multi-year process.

Conclusion

California has established itself as a leader in using the opportunities created by the 
Affordable Care Act to increase insurance coverage. Building on that foundation, as 
discussed during the hearings and summarized in this report, state leaders can take steps 
now to make coverage more widely available, increasing coverage from its current level of 
93% to very close to 100%. Further, state leaders can take steps to reduce financial 
barriers to care for people who are insured. Something close to universal coverage can be 
achieved even with continuation of the current fragmented system in which Medicare, 
Medi-Cal, employer-sponsored insurance and the individual market continue to be the 
main channels through which Californians obtain coverage.

Testimony during the hearings also suggested a number of options for mitigating the 
deleterious effects of fragmentation and reducing the rate of growth of health spending 
within the context of a fragmented financing system. This report has summarized many of 
those suggestions and provided an assessment of the some of their major advantages and 
disadvantages.

Many people who testified during the hearings also voiced the opinion that the surest way 
to achieve universal coverage and the most likely way to substantially improve equity, 
quality and efficiency would be to implement a system of unified public financing. Under 
such a system, all Californians would have health insurance coverage by virtue of living in 
the state, and the separate coverage systems of Medicare, Medi-Cal, employer sponsored 
insurance and the individual market would be eliminated.

However, testimony also made clear that there are substantial legal, political and technical 
obstacles to implementing such a system. Substantial changes in federal law and federal 
waivers would be required to transform Medicare, Medi-Cal and the funds used for 
premium tax credits for Covered California enrollees into a system of unified public 
financing, and to allow the federal government to transfer funds to California in lieu of 
continuing to pay for Medicare, the federal portion of Medi-Cal and premium tax credits.
In addition, the state would need to raise new revenue to replace most of the money 
currently spent by employers and employees for employer-sponsored insurance.

While there are obvious shortcomings in the design and implementation of the Medicare 
program, the Medi-Cal program, employer-sponsored insurance, and Covered California, 
93% of Californians currently have insurance through one of these channels. Transitioning 
the vast majority of Californians into a new system of coverage, which does not have an 
established track record in the state, involves uncertainty and some risk. Policymakers
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have a responsibility to educate the public about the benefits and risks of various options 
to provide health care coverage and to incorporate the public’s values and priorities into 
their decision-making.

Short-term changes to increase coverage and improve equity, quality, and efficiency make 
sense given uncertain prospects and a multi-year timeline for achieving unified public 
financing. This is particularly true if short term changes are pursued in ways that facilitate 
rather than impede a potential future transition to unified public financing. Short-term 
efforts to expand coverage, improve access, reduce fragmentation, and improve 
transparency, coupled with development of a longer-term path toward unified public 
financing, would help secure a future in which all Californians have access to the health 
care they need and deserve.
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Executive Summary
California has made historic progress under the Affordable Care Act (ACA) by cutting the 
uninsurance rate by more than half, resulting in approximately 93% of Californians now having 
health insurance. Health coverage affordability has improved for many, especially for those who 
became newly eligible for Medi-Cal or subsidized coverage through Covered California. For 
those who purchase coverage individually, the ACA has not only provided financial assistance to 
help eligible low- and middle-income individuals afford premiums and out-of-pocket costs, but 
has also provided crucial protections to individual market enrollees of all income levels. These 
protections include requiring insurers to offer insurance to all without charging higher premiums 
for those with pre-existing conditions, setting a floor for the share of costs that insurers cover, and 
establishing a ceiling on enrollees' out-of-pocket costs.

However, many Californians continue to face difficulties in affording premium and out-of-pocket 
costs. Affordability challenges can deter enrollment in and retention of coverage, cause financial 
difficulties for those struggling to pay premiums or medical bills, and decrease access to care.
In this report, we focus specifically on the affordability challenges for the 2.3 million Californians 
who purchase private insurance individually and for many of the 1.2 million Californians who are 
eligible to purchase insurance through Covered California but remain uninsured.

We also explore state policy options for improving affordability of individual market premiums 
and out-of-pocket costs, and consequently helping move the state closer to universal coverage. 
This set of policy options was developed based on analysis of the available evidence on 
affordability concerns in California's individual market, as well as on a review of policies used by 
other states and localities to improve affordability. The options include:

•  Adding state premium subsidies to the federal ACA subsidies to further reduce enrollees' 
premium contributions;

•  Providing financial assistance to further reduce deductibles, co-payments, and other cost 
sharing for some Californians already receiving ACA cost sharing subsidies, and making 
more Californians eligible for this assistance;

•  Capping the percentage of income spent on premiums by Californians who earn too 
much for ACA premium assistance by providing state-funded premium subsidies;

•  Establishing a state reinsurance program to lower premiums for unsubsidized individual 
market enrollees; and

•  Extending eligibility for state-funded premium and cost sharing subsidies to children and 
spouses affected by the ACA "family glitch."
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These policy options assume Covered California and its partners will continue the state's strong 
outreach and marketing efforts to increase awareness of the financial assistance available.

State policies to improve individual market affordability can help counteract the loss of insurance 
projected to occur beginning in 2019 as a result of the elimination of the ACA individual mandate 
penalty. Survey data indicates that subsidies are an even bigger driver of enrollment than 
penalties. Improved affordability would help to ensure strong enrollment by a broad population 
and help to minimize the growth in premiums that could occur if healthier people leave the 
market. Combining improve affordability with a state-level insurance requirement would further 
secure the stability of the insurance market.

These policy options could help Californians afford health coverage in the near-term in our 
existing health care system with its current cost structure. High and rapidly growing health care 
costs are a major driver of the affordability challenges facing Americans with all types of health 
coverage. Policies to reign in underlying medical costs, which are not the focus of this report, are 
also necessary.

*  *  *

The evidence on the extent and nature of Californians' affordability concerns underscores the 
need for state policy interventions. Based on our examination of survey data, analysis of Covered 
California enrollment data and premiums, and synthesis of the existing research on affordability, 
we found that:

Affordability concerns are a barrier to individual market enrollment and renewal of 
coverage

•  Affordability is the top reason that those eligible for Covered California lack insurance, 
regardless of income level.

•  Californians who were potentially eligible for ACA premium subsidies based on income 
were more likely to be uninsured and more likely to have paid the federal tax penalty for 
lacking insurance in 2015, compared to those with higher income.

•  Many Californians enrolled in the individual market report difficulties affording premiums 
and out-of-pocket costs.

High out-of-pocket costs can be a barrier to care, cause financial problems, and potentially 
dissuade enrollment

•  Even with ACA subsidies, combined premium and out-of-pocket spending in the 
individual market can exceed 10% of income for some Californians with median 
out-of-pocket spending, and can reach 20% to 30% of income for some with very high 
medical use.

•  More than one-third of Covered California enrollees with incomes between $24,120 
and $48,240 for a single individual are enrolled in Bronze plans with a $6,300 individual 
annual deductible.
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•  The vast majority of Americans eligible for ACA premium subsidies based on income do 
not have liquid assets sufficient to cover a $6,300 deductible.

•  Research has shown that high out-of-pocket costs can be a barrier to care and cause 
financial problems. Out-of-pocket costs are a major consideration in individuals' 
enrollment decisions.

The high cost of living in California and broader financial insecurity may exacerbate health 
insurance affordability concerns for some individuals

•  ACA premium subsidies are based on the Federal Poverty Level, but the higher cost of 
living in California may squeeze some families' ability to afford healthcare.

•  The upper income limit for premium subsidies under the ACA—four times the Federal 
Poverty Level—is equivalent to five times that level in California and six times that level in 
San Francisco.

•  In all California counties, some individuals face an affordability gap in that they earn too 
much to qualify for Medi-Cal with no premiums or cost sharing, but do not earn enough 
to afford Covered California insurance even with subsidies, based on a household budget 
analysis.

Some citizens and lawfully present immigrants lack access to coverage that meets ACA 
affordability standards

•  Affordability can be a challenge for people who earn too much to be eligible for 
premium subsidies, especially for those age 50 or older and those who have family 
income between $48,240 and $72,360 for a single individual. In every region of California, 
premiums for some of these individuals exceed the standard of affordability under the 
ACA individual mandate.

•  Some Californians have access to neither affordable employer-sponsored insurance 
nor affordable individual market coverage. Under the ACA "family glitch," they are 
ineligible for subsidies through Covered California because they have an offer of 
employer-sponsored coverage through a parent or spouse, but that employer-sponsored 
dependent coverage is unaffordable.

Concerns about affording health insurance and care are common among Americans with all types 
of health insurance, but affordability challenges are especially prevalent among those who rely 
on the individual insurance market. California's high cost of living makes affording health care 
even more challenging for some. California has substantially narrowed its coverage gaps as a 
result of the state's effective implementation of the ACA. Building on that momentum, California 
policymakers could take additional steps to make individual market insurance more affordable in 
the near-term, moving the state closer to universal and affordable coverage.
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Background
California has made substantial gains in individual market enrollment 
and affordability under ACA
The percentage of Californians with health insurance has grown dramatically under the Affordable 
Care Act (ACA), from 83% in 2013 to 93% in 2016, the largest increase in coverage of any state.1 
These coverage gains were due in part to substantial growth in the state's individual market, in 
which individuals without job-based coverage purchase private insurance either through the 
state's health insurance Marketplace, called Covered California, or directly from an insurer.

Enrollment in the individual market grew from 1.5 million in 2013 to 2.3 million in 20162 due to 
several provisions in the ACA as well as California's extensive and effective implementation of the 
law. Particularly important were:

•  Federal premium subsidies and financial assistance to reduce deductibles, co-payments, 
and other cost sharing, depending on income;

•  The requirement that insurers cannot deny coverage or charge higher premiums for 
applicants with pre-existing conditions;

•  Improved ability of consumers to shop for coverage and compare plans owing to the 
creation of the state marketplace and the standardization of plan benefit designs;

•  Strong state-level investment in outreach, advertising, and enrollment assistance to help 
individuals understand their options and apply for coverage; and

•  The requirement that individuals have insurance or pay a penalty.

Improved affordability is likely one of the biggest factors explaining the net enrollment gain of
800,000 Californians in the individual market. A survey conducted for Covered California found 
that 70% of respondents receiving premium subsidies in 2015 said that the availability of subsidies 
was a very or extremely important factor in their decision to purchase a plan. In fact, subsidies 
were a bigger driver of enrollment than the ACA individual mandate penalty, which was cited by 
44% of subsidized respondents as a very or extremely important motivator.3

In addition to providing financial assistance with premiums and out-of-pocket costs, the ACA also 
established new consumer protections that help to limit out-of-pocket liability for individuals of all 
income levels:

•  The ACA set a floor for the share of medical costs that individual market plans must cover 
—60% of costs across an average population.4 Before the ACA floor was implemented, 
half of Americans with individual market coverage were in plans that paid less than 60% of 
costs.5 The higher share of costs paid by individual market insurers in California under the 
ACA6 improves financial protection for families and reduces barriers to care due to cost.

•  The ACA set a ceiling on out-of-pocket costs paid by households ($7,350 for individuals 
and $14,700 for families in 2018).7 While many of the households that incur high
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healthcare expenses likely struggle to pay out-of-pocket costs even with these maximum 
limits, no limits existed before passage of the ACA, and some families with individual 
market coverage spent as much as $27,000 on out-of-pocket costs in 2010.8

•  The ACA banned insurers from limiting the amount of medical benefits covered for an 
enrollee over a lifetime or during any given year.

As a result of the financial assistance and consumer protections established by the ACA, enrollees 
reported improved affordability. A longitudinal study by the Kaiser Family Foundation followed 
a panel of Californians who were uninsured prior to the first ACA open enrollment period. 
Respondents who had gained private insurance or Medi-Cal by the time of the second ACA open 
enrollment period in 2015 were far less likely to report difficulty for their family in affording health 
insurance (49%) than they had been prior to the ACA (86%). These respondents were about half as 
likely report problems paying medical bills (23%) as they had been prior to the ACA (45%), and more 
than half (53%) reported that having health insurance made them feel more financially secure.9

Additionally, the share of Californians in the individual market who reported spending more than 
10% of their family income on premiums and out-of-pocket costs fell from 43% in 2013 to 34% 
in 2015, according to analysis of Current Population Survey data by the State Health Access Data 
Assistance Center.10

Affordability is the main reason that those eligible for Covered 
California remain uninsured
However, there are at least 1.2 million Californians who remain uninsured despite being eligible to 
purchase insurance through Covered California, with or without subsidies (Exhibit 2, page 9). This 
is the second largest group of uninsured residents in the state, after undocumented residents who 
are excluded from the ACA and Medicaid under federal law.11

In 2014 through 2016, cost was identified as the top reason for lacking insurance among uninsured 
citizens in California, regardless of income level, according to the California Health Interview Survey. 
The vast majority of citizens who tried to purchase insurance through Covered California but 
ultimately remained uninsured said they found it difficult to find an affordable plan.12

Affordability is more of a challenge for those with individual market 
coverage than for most other insurance types
Among California citizens with individual market coverage, nearly half (45%) reported finding it very 
or somewhat difficult to find an affordable plan through Covered California in 2014 through 2016.13

Individuals with all types of health insurance can face difficulties affording insurance and care, but 
the challenges are greatest for those with individual market coverage, and, by some measures, 
Medicare. A national study by the State Health Access Data Assistance Center found that in 
2015, 39% of those with individual market insurance spent in excess of 10% of family income 
on premiums and out-of-pocket costs, compared to 26% of those with Medicare, 20% of those 
with employer-sponsored insurance, and 16% of those with Medicaid.14 National analysis by the
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Annual Income as a Percentage of the Federal Poverty
In discussing affordability Level (FPL), 2017

concerns and potential
state policy solutions, this FPL

Household size

report references various 1 2 3 4

levels o f income as they 139% $ 16,760 $ 22,570 $ 28,380 $ 34,190

relate to the Federal 150% $ 18,090 $ 24,360 $ 30,630 $ 36,900

Poverty Level (FPL). For 200% $ 24,120 $ 32,480 $ 40,840 $ 49,200

reference, Exhibit 1 shows 250% $ 30,150 $ 40,600 $ 51,050 $ 61,500

the FPL thresholds most 267% $ 32,200 $ 43,360 $ 54,520 $ 65,680

frequently discussed in 300% $ 36,180 $ 48,720 $ 61,260 $ 73,800

this report fo r the most 400% $ 48,240 $ 64,960 $ 81,680 $ 98,400
common household sizes. 500% $ 60,300 $ 81,200 $ 102,100 $ 123,000

600% $ 72,360 $ 97,440 $ 122,520 $ 147,600

Notes: Under the ACA, 2017 FPLs are used to determine eligibility for premium and
cost sharing subsidies in plan year 2018. Income amounts in this exhibit are rounded
to the nearest $10.

Commonwealth Fund found that the rate of "underinsurance," the term for the situation in which 
insured individuals face out-of-pocket costs that are high relative to income, was higher for those 
with coverage in the individual market (44%) and for the non-elderly disabled enrolled in Medicare 
(47%) than for those with employer-sponsored insurance (24%) and Medicaid (26%) in 2016.15

Ensuring affordable individual market coverage is one potential state 
response to the elimination of the ACA individual mandate penalty
The enrollment and uninsurance estimates in this report reflect current policy, but trends could 
change starting in 2019, when the ACA penalty for lacking insurance will be eliminated. Under 
this federal policy change, the number of uninsured Americans is projected to grow and the 
number enrolled in individual market coverage, Medicaid, and employer-sponsored insurance 
is projected to decline. Individual market premiums are expected to increase as healthier people 
become less likely to purchase insurance, and the resulting premium increases would cause even 
more people to not purchase insurance.16 The amount by which individual market enrollment will 
decline in California is uncertain. Some estimates indicate that several hundred thousand fewer 
Californians could enroll in the individual market in the initial year of the penalty elimination.17 
Most of the enrollment reduction is likely to occur among subsidized enrollees.18 The coverage 
losses are expected to grow over the first few years without a penalty, then level off, according to 
Congressional Budget Office estimates.19

California could take steps to mitigate the coverage losses by enacting its own individual mandate, 
continuing and expanding its strong outreach efforts, and adopting policies that improve 
affordability, like those described in this report. Implementing all of these policies in combination
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Defining
"affordable //

Affordable health insurance is difficult to 
define using a one-size-fits-all standard.
The amount that is “affordable" to an 
individual or family for the purchase 
and use health insurance depends 
on a constellation of factors including 
income, age, family size, medical use, 
cost of living, and the family's budget
for other household expenses or outstanding debts. However, several different approaches have 
been developed and can be useful in evaluating health insurance affordability. Affordability can 
be evaluated using a household budget approach— at each level of income, are sufficient funds 
available to pay for healthcare after accounting for spending on other essentials like housing, food, 
transportation, and childcare? Another approach is to examine how much households currently 
spend on health care as an indicator of the level of spending that is feasible. Finally, benchmarks 
from public programs, such as Medicaid premium and cost sharing limits, could be used.

Each of these approaches to measuring affordability has advantages and limitations.20 This report 
does not rely on a single standard of affordability, but instead presents evidence that reveals the 
concerns and challenges with affordability in the individual market in California, and outlines 
state-level policy options for improving affordability of coverage for those at all income levels 
without necessarily meeting one standard definition of affordability.

The ACA set various standards of affordability; these provide useful context for understanding the 
progress made under the law toward making affordable health coverage available, as well as the 
gaps that remain:

•  Premium affordability standards are implied for individuals who are eligible for subsidies 
to purchase insurance through the Marketplaces. Enrollee premium contributions vary on 
a sliding scale from 3.38% of household income at 139% of the Federal Poverty Level to 
9.56% of household income at 300% to 400% of the FPL.21

•  Out-of-pocket affordability standards are implied by the level of cost sharing assistance for 
those under 250% FPL, which is based on a sliding scale. For low-income enrollees, insurers 
must cover between 73% and 94% of medical costs, on average, depending on the exact 
income level. When insurers pay a higher share of costs, families pay less in deductibles, 
copayments and other cost sharing.

•  Individuals are exempt from the ACA individual mandate if they lack access to affordable 
coverage, defined as costing less than 8.16% of household income in 2018.

•  Employer-sponsored insurance is considered affordable if a household's premium 
contributions to cover only the worker cost less than 9.56% of household income and if the 
insurer covers at least 60% of medical costs, on average. (See page 17 for further details.)

Affordability remains a concern for many Californians with access to individual market insurance 
that meets these ACA standards of affordability, but understanding these standards is important for 
understanding the affordability gaps discussed in this report.

page 8



would have the strongest impact in counteracting 
the loss of individual market coverage and increase 
in individual market premiums expected to occur 
without a federal mandate.

Exhibit 2:
Individual market enrollment, California, 2016

Affordability concerns 
among Californians 
eligible for or enrolled 
in the individual 
market
When premiums are affordable, individuals are more 
likely to enroll in and retain coverage over time. 
Younger individuals' and low-income individuals' 
decisions to enroll in Covered California are 
especially sensitive to the price of health insurance.22 
When health insurance is affordable, a broader 
population enrolls, supporting a balanced risk mix, a 
more stable market, and lower premiums.

This section summarizes the existing evidence on the 
extent and nature of affordability concerns among 
the 2.3 million Californians already enrolled in the 
individual market (Exhibit 2) and the approximately 
1.2 million uninsured Californians who are likely 
eligible to enroll in Covered California (Exhibit 3).23

We consider first the affordability concerns of 
Californians with household incomes at or below 
400% FPL, the upper eligibility threshold for premium 
subsidies under the ACA. Then, the affordability 
concerns of Californians not eligible for subsidies 
based on income are discussed. This section will last 
explore the health insurance affordability concerns 
of Californians caught in the ACA "family glitch," 
in which they are ineligible for subsidies through 
Covered California because they have an offer of 
employer-sponsored family coverage through a 
parent or spouse, but that employer-sponsored 
dependent coverage is unaffordable.

Total = 2.3 million

Source: Katherine Wilson, California Health Insurers Hold on to Previous ACA Gains, 
California Health Care Foundation Blog, July 13, 2017, https://www.chcf.org/blog/ 
california-health-insurers-hold-on-to-previous-aca-gains/. Covered California, 
Active Member Profile, June 2016, http://hbex.coveredca.com/data-research/library/ 
active-member-profiles/12-13-17/CC_Membership_Profile_2016_06.xlsx

Exhibit 3:
Uninsured citizens ages 0-64 with household income 
above Medi-Cal eligibility threshold, California, 2016

Total = 1.2 million

Note: Due to data limitations, this chart does not include lawfully present immi­
grants, though they are also eligible to enroll in Covered California and receive 
subsidies i f  eligible based on income.24 This chart excludes uninsured citizen adults 
ages 19-64 in households with income below 139% FPL and uninsured citizen 
children ages 0-18 in households with income below 267% FPL because they are 
eligible for Medi-Cal.

Source: 2016 California Health Interview Survey
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Affordability concerns for Californians currently eligible for subsidies
Approximately half of individual market enrollees in California, or nearly 1.2 million, receive 
ACA subsidies (Exhibit 2, page 9). Of those who are eligible for Covered California but remain 
uninsured,25 six out of ten, or more than 700,000, may be eligible for subsidies based on income. 
Approximately half of this uninsured subsidy-eligible group may be eligible for premium subsidies 
and the other half may be eligible for both premium and cost sharing subsidies (Exhibit 3, page 9). 
Not every individual with income at or below 400% FPL is necessarily eligible for subsidies: they 
may have an offer of employer-sponsored insurance that disqualifies them from subsidies, or they 
may have an unsubsidized premium that falls below the maximum required premium contribution 
under 
the ACA.

Premium affordability concerns remain in spite of ACA subsidies
Under the ACA, citizens and lawfully present immigrants are eligible for premium subsidies if 
their household income is at or below 400% FPL, which is $48,240 annually for a single individual 
or $98,400 for a family of four. Premium subsidies are calculated on a sliding scale such that 
households pay between 2.01% and 9.56% of income (further details are shown in Appendix 
Exhibit A1). For individuals who receive premium subsidies, in 2017 the federal government 
paid on average 71% of premium costs, reducing average annual premium contributions per 
subsidized California household by over $6,000.26 In 2018, monthly premium payments for 
Covered California enrollees receiving premium subsidies are between $47 and $384 for a single 
individual, depending on income, and up to $784 for a family of four.27 By contrast, Californians 
with employer-sponsored insurance paid on average $85 per month for single coverage and $410 
per month for family coverage in 2016.28

In 2015, Californians with incomes in the subsidy-eligible range were more likely to be uninsured 
and more likely to have paid the tax penalty for lacking insurance than those with higher income 
(Exhibit 4, page 11).29 As a result, uninsured households in the subsidy-eligible income range 
comprised at least three-quarters of Californian households paying the tax penalty for not having 
insurance in 2015.30 The higher rates at which Californians in this income range are uninsured and 
paying the tax penalty, coupled with survey data showing that affordability is the top reason for 
uninsurance among citizens at all income levels, indicates that significant affordability challenges 
remain for Californians with incomes in the subsidy-eligible range.

Non-elderly adults potentially eligible for Covered California subsidies are more likely to 
remain unenrolled than adults eligible for Medi-Cal. More than 1.1 million adults ages 19 to 
64 with incomes at or below 400% FPL were enrolled in Covered California with subsidies in 
2016,31 compared to 671,000 uninsured working age citizens with incomes between 139% 
and 400% FPL,32 some of whom may not have been eligible for subsidies due to an offer of 
employer-sponsored insurance.33 By contrast, nearly 5.7 million adults ages 21 to 64 were enrolled 
in comprehensive Medi-Cal benefits,34 compared to 379,000 uninsured working age citizens with 
incomes below 139% FPL in 201 6.35 Given that Medi-Cal has no premiums or cost sharing for 
adults, the higher level of enrollment in Medi-Cal is another indicator that affordability is a barrier 
to enrollment for some who lack insurance and are eligible for Covered California with subsidies.
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Exhibit 4:
Uninsurance rate among citizens and percentage of households paying penalty for 
lacking insurance, by household income, California, 2015

7.7%

Percentage of citizens 
uninsured at time of survey

Percentage of tax households 
paying penalty for at least 
one household member being 
uninsured at least part of the year

Annual household income/adjusted gross income

Note: $50,000 in annual income is equivalent to approximately 410% FPL for a single individual and approximately 200% FPL for a 
fam ily o f four. $75,000 in annual income is equivalent to approximately 620% FPL for a single individual and approximately 300% FPL 
for a fam ily o f four. Graph excludes households with income below $10,000 because they are likely eligible for Medi-Cal, as well as 
often exempt from the individual mandate due to their income being below the tax filing threshold.

Sources: UC Berkeley analysis o f American Community Survey (ACS) 2015 data; U.S. Internal Revenue Service (IRS), California 
Individual Income Tax Returns: Selected Income and Tax Items by State, County, and Size o f Adjusted Gross Income, Tax Year 2015.

One survey found that affordability concerns are common even among Californians enrolled in the 
individual market. At least four out of ten surveyed non-elderly adults enrolled in the California 
individual market had some or a lot of difficulty paying their premiums in 2014, and a similar share 
had difficulty affording out-of-pocket costs. The prevalence of affordability concerns was relatively 
similar between individuals with incomes below 250% FPL and those with incomes between 250% 
and 400% FPL. The study found that premium affordability difficulties were worse for those who 
purchased insurance through the off-Exchange market where federal subsidies are not available.36

Premium affordability may be especially concerning to the lowest-income Covered California 
enrollees. Approximately 25,000 lawfully present immigrants enrolled in Covered California have 
incomes below 139% FPL.37- 38 Additionally, some Medi-Cal enrollees experiencing an increase in 
income may face challenges transitioning from zero premiums in Medi-Cal to monthly premium 
contributions of at least $46 in Covered California, given the low income of those who earn a 
little too much to qualify for Medi-Cal (approximately $1,400 per month for a single individual or 
$2,850 for a family of four).

A number of studies have shown how premiums can hamper enrollment and retention of 
coverage for low-income individuals.39 One recent study found that "near poor" non-elderly adults 
who were eligible for Marketplace coverage because they lived in a state that did not expand 
Medicaid were more likely to be uninsured than their counterparts in expansion states.40 Medicaid 
generally requires no premiums while single Marketplace enrollees with incomes between 100% 
and 138% FPL pay between $20 and $46 on monthly premiums after subsidies. In many states, 
including California, Medicaid requires no cost sharing.
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High out-of-pocket costs can hinder access to care, cause financial problems, 
and potentially deter enrollment
Research has also shown that high deductibles and other cost sharing can create barriers to care. 
Insured Americans with deductibles and out-of-pocket costs that meet the Commonwealth Fund's 
standard for "underinsurance" are more likely to: forgo seeing a doctor when they have a medical 
problem; leave a prescription unfilled, skip a medical test, and decline doctor-recommended 
treatment or follow-up; and forgo seeing a specialist despite a doctor's recommendation.41 
According to the California Health Interview Survey, in 2014 through 2016, two-thirds (67%) of 
non-elderly Californians in the individual market reported delaying care due to cost, a lower rate 
than among the uninsured (81%) but a higher rate than among those with employer-sponsored 
insurance (35%). For the subset of Californians with incomes at or below 400% FPL, the relative 
rates of delaying access to care due to cost by coverage type were similar.42

Underinsurance does not just impede access to care; it also increases the prevalence of difficulties 
paying medical bills and the likelihood of related financial problems such as taking on credit card 
debt or using up savings.43

Out-of-pocket costs that are high relative to income "will likely dissuade many individuals from 
enrolling or re-enrolling" in coverage, according to Linda Blumberg and John Holahan of the 
Urban Institute.44 According to one national survey that asked uninsured individuals who tried to 
purchase insurance why they decided not to enroll, out-of-pocket costs were the second most 
important factor named after premiums. As a decision-making consideration, out-of-pocket 
costs ranked higher in importance than covered benefits, the individual mandate penalty, and the 
availability of doctors in the plan network.45

Under the ACA, eligible individuals with incomes at or below 250% FPL ($30,150 for a single 
individual or $61,500 for a family of four) are offered cost sharing reductions, which provide 
federal financial assistance to reduce deductibles, co-payments, and other costs, on top of 
premium subsidies. Cost sharing subsidies had an average value of nearly $1,500 annually per 
subsidized California household in 2016.46 Eligible Californians continue to receive this financial 
assistance in spite of President Trump's decision in October 2017 to discontinue federal payments 
to insurers for cost sharing reductions47 because insurers are still legally required to provide cost 
sharing reductions and California insurers have raised the premiums for certain Silver plans to 
reflect the reduction in federal payments.

Cost sharing reductions have greatly improved out-of-pocket affordability for many Californians. 
Those in the individual market have also benefited from the state's decision to standardize benefit 
designs for plans offered through Covered California, and the subsequent efforts by Covered 
California, in partnership with stakeholders, to design benefits to maximize value and access to 
care. In Silver plans offered through Covered California, doctor visits, emergency room care, lab 
tests, x-rays, and imaging are not subject to medical deductibles. The annual medical deductible of 
$2,500 in the Silver plan only applies to hospital care. (See Appendix Exhibit A2 for further details 
on Covered California standardized benefit designs, including the deductibles, co-payments, and 
other cost sharing under each plan type.)

California Policy Options for Improving Individual Market Affordability and Enrollment page 12



Nonetheless, one-quarter of Covered California enrollees with incomes at or below 400% FPL 
were enrolled in Bronze plans in 2017, which offer the least financial protection of the plans 
offered through Covered California. The rate of Bronze enrollment was even higher (37%) among 
Covered California enrollees with incomes between 200% and 400% FPL.48 These rates of Bronze 
enrollment for low- and middle-income Covered California enrollees are significantly higher than 
those for Californians with employer-sponsored insurance: 11% of Californians with insurance 
through a small employer and only 1% of those with insurance through a large employer had 
coverage equivalent to or somewhat better than a Bronze plan in 2016.49 Individuals who have 
difficulty affording premiums for Silver plans may opt to enroll in a Bronze plan because of the 
lower premiums. Covered California estimated that while 60% of subsidized enrollees could 
purchase a Silver plan for less than $100 per month in plan year 2018, nearly three-quarters (74%) 
could purchase a Bronze plan for less than $10 a month.50

While Bronze premiums are lower than Silver premiums, individuals who enroll in Bronze plans 
are at significant risk of out-of-pocket costs due to the plans' $7,000 out-of-pocket maximum and 
$6,300 individual medical deductible, which applies to all services except the first three doctor 
visits. Individuals eligible for cost sharing reductions only receive that financial assistance if they 
enroll in a Silver plan, and the level of financial assistance provided is most substantial for people 
with incomes below 200% FPL (Appendix Exhibit A2). This may be one explanation for lower 
Bronze enrollment among those in the lower income range compared to enrollment among those 
with incomes between 200% and 400% FPL (Exhibit 5).

Although some middle-income individuals who enroll in Bronze plans may feel confident that 
they can afford the deductible and out-of-pocket limit if they were to incur high health care

Exhibit 5:
Covered California enrollment distribution by metal tier and income level under 
400% FPL, June 2017

Platinum (no medical deductible)

Gold (no deductible)

Silver ($75 to $2,500 deductible 
depending on income)

Bronze ($6,300 deductible)

Minimum Coverage
(Very limited coverage until $7,350
out-of-pocket maximum met)

138% FPL 138% to 150% to 200% to 250% to 
or less 150% FPL 200% FPL 250% FPL 400% FPL

Source: Covered California Active Member Profile, June 2017

California Policy Options for Improving Individual Market Affordability and Enrollment page 13



costs, this sentiment is likely shared by only a minority of enrollees. Research by the Kaiser Family 
Foundation found that American non-elderly households with incomes between 150% and 400%
FPL had median liquid assets of $1,902 for single-person households and $2,811 for multi-person 
households in 2016. These numbers reflect the potential for severe affordability challenges for 
those enrolled in Bronze plans, given their deductible of $6,300 for all care other than the first 
three doctor visits. Liquid assets sufficient to cover a Bronze deductible were found to be available 
to fewer than one out of three American households with incomes between 150% and 400% FPL.
The affordability risk associated with the Bronze deductible was even higher for U.S. households 
with incomes at or below 150% FPL, which had median liquid assets of approximately $500 in 
2016. Only approximately one in ten of these low-income households had liquid assets sufficient 
to cover a Bronze deductible.51

Combined premium and out-of-pocket spending can reach 10% to 30% of income for 
some Californians
The affordability problem is compounded when premium and out-of-pocket costs are considered 
in combination. As shown in Exhibit 6, a single 40-year old in San Francisco with median health care 
use and with an income level between approximately 200% and 485% FPL would have spent more 
than 10% of income on Silver plan premiums and out-of-pocket costs in 2015 after subsidies. San 
Franciscans with similar demographics but very high medical use would have spent more than 20% 
percent of annual income at income levels between approximately 200% and 470% FPL, with some 
individuals spending nearly 30% of their income on health insurance and care.52

Exhibit 6:
Total expected health spending for single 40-year old, San Francisco, 2015
Premium & out-of-pocket spending after subsidies for second lowest cost Silver plan through Covered California

138% 200% 250% 300% 350% 400% 450% 500%

Annual Income 
Federal Poverty Level

Source: UC Berkeley analysis excerpted from Health Management Associates, Addressing Affordability o f Health Insurance in San 
Francisco, Technical Report Presented to San Francisco Department o f Public Health, June 2015, https://www.sfdph.org/dph/files/uhc/ 
HMA-FinalReport-SFDPH-PublicBenefitProgram-June2015.pdf.
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While the range of health spending is relatively similar across all regions in the state (more than 
10% of income for some with median health use and as much as 20% to 30% of income for some 
with high medical use), the specific spending levels at each income level may vary slightly by 
region. This is especially the case for individuals who earn too much to receive premium subsidies 
and who therefore are not shielded from regional premium differences.53

High cost of living and general financial insecurity exacerbate affordability concerns
Concerns about health insurance affordability do not necessarily stem solely from premium 
and out-of-pocket costs. For many, these concerns may also reflect broader financial insecurity 
related to living expenses and other factors. The high cost of living in certain regions of California 
undoubtedly leave little room in some families' budgets for health insurance.

ACA premium subsidies are set on a sliding scale based on the Federal Poverty Level, but the cost 
of living in much of California is higher than in most other parts of the U.S., primarily due to high 
housing costs. Using the California Poverty Measure, an unofficial measure that accounts for cost 
of living and a range of family needs and resources, the 400% FPL upper limit for eligibility for ACA 
premium subsidies is equivalent to approximately 500% FPL statewide in California, and up to 
600% FPL in a high-cost region like San Francisco.54

Previous analysis by the UC Berkeley Labor Center estimated the minimum household income 
needed to pay Covered California premiums for a Silver plan and out-of-pocket costs after federal 
subsidies, while also meeting other basic needs. The analysis found that in every California county 
there is an affordability gap for some residents who earn too much to qualify for zero-premium 
Medi-Cal, but not enough to be able to afford Covered California insurance and care while also 
covering their other basic needs.

The income level at which health care costs could be considered affordable varied by county 
based on cost of living. A typical family of four in the highest-cost region, Marin County, might be 
able to afford premiums and out-of-pocket costs with earnings of $110,300, or 455% FPL, in 2016. 
This is compared to a typical family of four in the California county with the lowest cost of living, 
Modoc, where $54,600 in annual income, or 225% FPL, might be sufficient for a family of four to 
afford healthcare costs through Covered California. These estimates were conservative in that they 
assumed low medical use by all household members and a minimal household budget for other 
expenses, based in part on the California Budget & Policy Center's "Making Ends Meet" household 
budget estimates by county. (An interactive map with estimates for all 58 California counties 
and further information about this analysis is available on the California Health Care Foundation 
website.55)

More than one-third (36%) of California non-elderly adults newly insured through Covered 
California in 2014 reported feeling financially insecure in general, according to a survey conducted 
by the Kaiser Family Foundation. Four out of ten (41%) reported that it was somewhat or very 
difficult to pay for necessities, two-thirds (66%) reported that it was somewhat or very difficult to 
save money, and more than half (54%) reported that it was somewhat or very difficult to pay off 
debt.56 A national survey of uninsured adults in 2015 found that more than half (58%) had $100 
or less left over each month after paying bills, and more than half (56%) had less than $100 in

California Policy Options for Improving Individual Market Affordability and Enrollment page 15



CASE STUDY:
High Housing Costs in Certain 
Regions Squeeze Household 
Budgets, Exacerbating Heath 
Insurance Affordability

A single 40-year old man with income of $3,015 
per month (300% FPL) living in San Mateo, 
California, where the median rent for a studio 
apartment is over $2,000 a month58 would 
have approximately $1,000 left each month 
after paying rent to cover food, transportation, 
utilities, taxes, other expenses, and health 
care. In 2018, he would face the following 
health coverage choices if he were not offered 
affordable insurance through his job.

•  He could pay $280 per month in 
premiums, after subsidies, for the lowest 
cost Silver plan, leaving a little over $700 
per month after housing for all other 
expenses including taxes. This might cause 
difficulty affording other basic needs.

•  He could pay $95 per month, after 
subsidies, for the lowest cost Bronze plan, 
which may be more manageable than 
Silver premiums but would put him at 
greater risk of high out-of-pocket costs. He 
has $2,000 in savings, which would only 
partially cover the $6,300 deductible if he 
incurred high medical expenses. If he were 
to select this plan, he might forgo needed 
care due to cost.

•  He could remain uninsured and pay 
approximately $58 per month in penalties 
for the 2018 tax year.59 In 2019, he would 
not owe a penalty for lacking insurance 
unless the state enacts its own mandate.

The evidence shows that Californians in 
situations like this are making all three of 
these choices, depending on their individual 
circumstances.

savings.57 This broader financial insecurity may make it 
difficult for some Californians to afford health insurance 
even with subsidies.

Affordability concerns for Californians 
not eligible for subsidies based on 
income
Affordability is also a challenge for people who earn 
too much to qualify for premium subsidies: more than 
$48,240 for a single individual or $98,400 for a family 
of four. Covered California estimates that nationally 
the median household income of off-Marketplace 
individual market enrollees was approximately $75,000 
in 2016.60 While the typical unsubsidized Marketplace 
enrollee is not poor, they are also generally not 
high-income individuals.

The ACA exempts uninsured individuals from paying 
a penalty if the lowest cost Bronze plan available to 
them costs more than 8.16% of income, but no financial 
assistance is available to individuals with incomes 
above 400% FPL to make insurance more affordable for 
them. Many of the approximately 1 million California 
individual market enrollees in households earning more 
than 400% FPL61 face Bronze premiums that cost more 
than 8.16% of income. Some individuals face premiums 
for a Bronze plan that are equal to more than 20% of 
their income.62

Affordability challenges for those seeking unsubsidized 
coverage are most likely to affect those age 50 or 
older.63 The ACA limited the allowable variation in 
premiums based on age so that older individuals pay no 
more than three times the amount younger individuals 
pay—but this still results in older people facing 
significantly higher premiums than younger people.
Even so, Bronze plans can fail to meet the individual 
mandate affordability exemption standard (8.16% of 
income) for single individuals as young as age 36 in 
San Mateo County, the pricing region with the highest 
2018 Bronze premium. In the lowest premium region of 
California, Los Angeles, only older single individuals— 
those at least 51 years old— may be subject to Bronze 
premiums that cost more than 8.16% of income 
(Appendix Exhibit A3).
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All other things equal, premiums constitute a higher share of income for married couples than for 
single individuals of the same age; this is because unsubsidized premiums for a couple are double 
those for a single individual, while the Federal Poverty Level for a couple is only 35% higher than 
for a single individual. As shown in Appendix Exhibit A4, in some parts of Northern California, 
couples as young as age 18 would pay Bronze premiums that fail to meet the individual mandate 
affordability standard. As a percentage of income, unsubsidized Bronze premium spending for 
families with children (not shown) generally falls in between spending by single individuals and 
married couples without children.

Among unsubsidized enrollees, individuals with incomes between 400% and 600% FPL (between 
$48,240 and $72,360 for a single individual) are the most likely to pay a higher percentage of 
income on premiums,64 but even higher-income individuals sometimes face premiums that fail 
to meet the individual mandate affordability standard. Bronze premiums exceed the individual 
mandate affordability exemption standard for single 64-year olds with incomes up to 652% FPL 
in Los Angeles (Region 15) and up to 982% FPL in San Mateo (Appendix Exhibit A3). The problem 
of high premium spending relative to income extends higher up the income scale for married 
64-year old couples: 968% FPL in Los Angeles (Region 15) and 1,458% FPL in San Mateo (Appendix 
Exhibit A4).

Appendix Exhibits A3 and A4 show the results of our analysis on the full range of ages and 
income levels for which Bronze premiums may be unaffordable for individuals with incomes 
above 400% FPL. Our analysis found that while it is possible for some Californians as young as 
18 or with incomes well above 1000% FPL to face unaffordable Bronze premiums, it is older and 
middle-income Californians who are the most likely to face these affordability challenges.

Californians lacking access to affordable employer-sponsored and 
individual market coverage due to the "family glitch"
In order to curb "crowd out," or the reduction of enrollment in employer-sponsored insurance 
as a result of the expansion of publicly-subsidized coverage options, the ACA requires large 
employers to offer coverage to full-time employees and their dependent children or pay a penalty. 
No penalty is owed for not offering coverage to spouses. Large employers that offer unaffordable 
coverage to full-time employees may owe a penalty, but the ACA imposes no penalty for offering 
unaffordable coverage to dependent children and spouses.65

To maintain the primary role of employer-sponsored insurance in the U.S. health coverage system, 
the ACA also prohibits individuals with an offer of affordable employer-sponsored insurance from 
receiving subsidies to purchase coverage through the Marketplaces. Because of this provision,

CASE STUDY:
Older Individuals 
Ineligible for 
Subsidies based 
on Income

A married couple, both age 55 and self-employed, living in San 
Mateo, California, and earning $73,080 annually (450% FPL) 
would pay $1,200 per month total for the lowest cost Bronze 
plan offered in that region. Premium spending would equal 
nearly 20% of the couple's income, before any out-of-pocket 
spending on health care costs under the plan's $6,300
deductible. page 17



CASE STUDY:
"Family Glitch" Affected 
Households

A married California couple with two children 
earns $66,420 (270% FPL), a little too much for 
the children to be eligible for Medi-Cal. One 
spouse works full time and the other spouse 
is the primary caregiver for the family's young 
kids. The worker's employer offers health 
insurance requiring an employee premium 
contribution of $140 per month for worker-only 
coverage and $810 per month for coverage 
for the whole family. This family would pay 
2.5% of income to enroll the worker and 
14.7% of income to enroll the entire family in 
employer-sponsored insurance. The worker's 
spouse and children are not eligible for premium 
subsidies through Covered California because 
the worker-only premiums are affordable 
under the ACA definition for the purposes of 
determining premium subsidy eligibility. Some 
families in this scenario may struggle to pay the 
employer-sponsored premiums for the whole 
family, while other families may be unable to do 
so, leaving some family members uninsured.

In a second example, a married couple without 
children earns $24,360 (150% FPL). One spouse 
is offered employer-sponsored insurance 
requiring an employee premium contribution of 
$140 per month for worker-only coverage and 
$400 per month for the couple. This household 
would pay 6.9% of income to enroll the worker 
in employer-sponsored insurance and 19.7% of 
income to enroll the couple.

workers with an offer of insurance coverage that costs 
less than 9.56% of household income cannot receive 
subsidies through the Marketplaces. The ACA statute 
was unclear, however, on the affordability standard 
for coverage offered to dependents and spouses 
of a worker.66 In 2013, the Internal Revenue Service 
(IRS) decided to define affordability using the cost of 
worker-only coverage, meaning dependent children 
and spouses of workers with affordable worker-only 
coverage would also be ineligible for subsidies, 
regardless of the cost of family coverage.67

The IRS's decision was significant because, in many 
cases, worker-only coverage through an employer may 
be affordable while family coverage is not. Premiums 
for employer-sponsored family coverage are much 
higher than premiums for worker-only coverage, and 
the share of premiums that employees are required to 
contribute for family coverage is often higher than for 
worker-only coverage.68 Some employers that cover a 
significant portion of their employees' premiums allow 
the employees to include their dependent children 
and spouses on the plan but do not cover any of their 
premiums.

For "family glitch" affected households, purchasing 
individual market coverage without subsidies is 
an option under current policy. However, in those 
circumstances when a spouse requires coverage, this 
option may be particularly formidable since the cost of 
coverage for spouses, which varies by age, is higher than 
for children.

If children and spouses caught in the family glitch 
choose not to enroll in a health insurance plan, most 
are exempt from the individual mandate and do not 
face a penalty for not having coverage.69 Despite 
the exemption from the individual mandate penalty, 
many individuals affected by the family glitch maintain 
unaffordable insurance.
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State policy options to improve individual 
market affordability
States can play a role in further improving affordability of individual market coverage beyond the 
standards set by the ACA. Several states and localities have already enacted policies that reduce 
premium and/or out-of-pocket costs for some residents. Massachusetts provides additional 
premium and cost sharing subsidies to eligible individuals with incomes at or below 300% FPL 
who enroll in Commonwealth Care, a program that began under the state's health reform efforts 
enacted in 2006 and was modified under the ACA. The Vermont Premium Assistance program 
provides premium and cost sharing assistance to eligible individuals with incomes at or below 
300% FPL. Under the San Francisco Health Care Security Ordinance, some San Franciscans 
with incomes at or below 500% FPL receive premium and cost sharing subsidies through the 
Covered San Francisco MRA program if they have an employer that fulfills the law's health care 
spending requirement by contributing to the City Option program.70 Finally, three states—Alaska, 
Minnesota, and Oregon—have received federal approval for state reinsurance programs that will 
reduce premiums for unsubsidized enrollees, most of whom have incomes above 400% FPL.

These programs serve as examples for some of the five state policy options explored in this report:

1. Adding state premium subsidies for those who are already eligible for federal ACA 
subsidies;

2. Increasing the level of financial assistance to reduce deductibles, co-payments, and other 
cost sharing, and expanding eligibility for this assistance;

3. Limiting premium contributions for individuals not eligible for ACA premium subsidies 
based on income;

4. Establishing a state reinsurance program that would reduce premiums for unsubsidized 
individual market enrollees; and

5. Extending eligibility for state-funded premium and cost sharing subsidies to children and 
spouses affected by the ACA "family glitch."

These policy proposals are discussed as separate options, but implementing them in combination 
would likely produce effects that are greater than the sum of the effects of each policy in isolation. 
Implementing these policies in concert would increase enrollment in the individual market to an 
extent exceeding the pooled effect of each individual policy. Correspondingly, the state cost to 
implement these policies in combination could be higher than the sum of the cost of each policy 
on its own. The potential for these policies to result in lower premiums due to the enrollment of 
a healthier population would be greater if these policies were implemented in combination,71 
thereby further improving affordability for unsubsidized enrollees, further reducing federal 
spending on premium subsidies, and helping to limit some of the state cost associated with any 
new premium subsidies provided. Implementing a package of these policies in combination may 
also potentially "crowd out" enrollment in employer-sponsored insurance beyond the sum of the 
effects of each policy.72
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Enhance premium subsidies for those already eligible
California could consider using state funds to increase premium subsidies for eligible individuals 
with incomes at or below 400% FPL in order to improve affordability and increase enrollment.

Policy design considerations:
The state could increase premium subsidies for Californians under 400% FPL in a variety of ways. 
Premium contributions could be reduced proportionally for all enrollees in this income range, 
or premium contributions could be reduced by differing amount at various income levels. For 
example, California could add state premium subsidies that result in households with incomes 
under 139% FPL paying zero premiums, households with incomes between 300% and 400% FPL 
paying no more than 8% of income on premiums, and improved affordability scaled to income for 
households in between. This could improve premium affordability both for those who currently 
receive subsidies through Covered California as well as for those eligible but not enrolled.

Programs in Massachusetts, Vermont, and San Francisco provide examples of various standards 
for premium affordability that California policymakers could consider. (See Appendix Exhibit A5 
for details.)

One potential element of a policy to improve premium affordability for those already eligible 
would be to eliminate premium contributions for the 25,000 lawfully present immigrants in 
Covered California who have incomes below 139% FPL but are not eligible for Medi-Cal.73 As 
described earlier in this report, these individuals, who earn less than $1,400 per month if single, 
face premiums of up to $46 per month for a single individual. Eliminating premiums for this 
population, as Massachusetts has done (for those with incomes at or below 150% FPL), would 
improve affordability and create parity with the other Californians in this income range who are 
eligible for Medi-Cal and pay no premiums.

Number of Californians affected:
If state premium subsidies were provided to all Californians currently eligible for ACA premium 
subsidies, affordability would improve for the 1.2 million Californians already enrolled in 
subsidized coverage (Exhibit 2, page 9). The projected increase in enrollment would depend on 
the size of the reductions in premium contributions. A 15% decrease in net premium contributions 
would be estimated to increase individual market enrollment by tens of thousands, and a 50% 
decrease in net premiums would result in an increase in enrollment that is in the low hundreds 
of thousands.74 These estimates do not take into account the elimination of the ACA individual 
mandate penalty, which is expected to reduce enrollment. Providing state premium subsidies 
would help to counteract the reduction in individual market enrollment that would occur when the 
ACA individual mandate penalty is eliminated, but we have not quantified how many Californians 
would retain coverage if the state provides premium subsidies in the absence of a penalty for 
lacking insurance.

Impact on premiums:
Under this policy option, the new enrollees in the individual market would likely be somewhat 
healthier on average than existing enrollees, which could slightly reduce premiums across the 
whole market. This, in turn, would result in unsubsidized enrollees paying less than they otherwise
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would have, and the federal government spending less on premium tax credits for subsidized 
enrollees. RAND estimated that reducing subsidized premium contributions by 15% under a 
federal policy would decrease Silver premiums by 0.2% in 2020.75 A larger reduction in premium 
contributions for subsidized enrollees, or enhancing premium subsidies in combination with other 
policies to improve affordability, would likely yield higher premium reductions across the market.

Funding considerations:
California would likely need to rely solely on state funding to further improve premium subsidies 
beyond ACA standards. If this policy were pursued under a 1332 State Innovation Waiver, federal 
deficit neutrality calculations would be unlikely to result in federal pass-through savings to the 
state, though the exact impact would depend on the specifics of the proposal and projections 
of how much enrollment and premiums would change as a result. Although federal spending 
on premium subsidies per enrollee could be reduced by enrollment of a broader, healthier 
population, those federal savings might be offset by an increase in federal spending resulting from 
higher enrollment with improved affordability.76

Impact on employer-sponsored insurance:
In determining the level of state premium subsidies to provide, policymakers might consider 
the impact that improving the affordability of coverage offered to individuals without 
employer-sponsored insurance would have on the offer of and enrollment in employer-sponsored 
insurance. A national analysis by RAND indicated that 1,000 fewer people would be enrolled 
in employer-sponsored insurance for every 2,800 more people enrolled in individual market 
coverage, under a federal policy scenario in which net enrollee premium contributions would be 
15% lower than under the ACA.77

Enhance cost sharing subsidies and expand eligibility
California policymakers could consider improving financial assistance for out-of-pocket costs (cost 
sharing reductions) to lower deductibles, co-payments, and other costs in order to improve access 
to care, reduce financial problems related to medical bills, and potentially increase enrollment.

Policy design approach:
Improving affordability of co-pays, deductibles, and other costs could involve providing additional 
financial assistance to those currently eligible for ACA out-of-pocket assistance as well as 
providing financial assistance to those with incomes above 250% FPL. Massachusetts and Vermont 
have reduced out-of-pocket costs for eligible individuals with incomes at or below 300% FPL and 
San Francisco provides financial assistance to reduce out-of-pocket costs to certain residents with 
incomes at or below 500% FPL in recognition of the city's high cost of living. Further details about 
these programs are provided in Appendix Exhibit A6.

Number of Californians affected:
This policy option would improve out-of-pocket affordability for some of the 680,000 Californians 
already receiving cost sharing reductions (Exhibit 2, page 9), depending on the income levels for 
which additional financial assistance is provided. If California used state funds to extend eligibility 
for cost sharing reductions to Covered California enrollees with incomes up to 400% FPL, as many
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as 320,000 additional individuals could benefit from increased out-of-pocket affordability, based 
on the current number of Covered California enrollees in that income range.78

Under this policy option, all individuals receiving state-funded cost sharing subsidies would pay 
lower co-payments, which could improve access to care and reduce financial burdens. This policy 
would especially improve affordability for Californians with the highest health care use because it 
could reduce their deductibles and out-of-pocket maximums by hundreds or thousands of dollars 
annually, depending on the specific policy design. State spending on such a policy would be most 
concentrated on the Californians who need the most care.

Enhanced cost sharing could also potentially increase enrollment among the uninsured, for whom 
out-of-pocket costs are one of the most important considerations in their enrollment decisions. It is 
not known how many Californians would be likely to become newly insured if out-of-pocket costs 
were reduced. This policy option also could also potentially improve retention of coverage, which is 
particularly important in the context of the elimination of the ACA individual mandate penalty.

Impact on premiums:
The impact of state-funded enhanced on premiums would depend on the extent to which 
reducing out-of-pocket costs changes the amount and mix of health services used by enrollees, 
and whether the average risk mix in the market would change as a result of any new enrollment 
under this policy. No existing research was found that could be used to predict these impacts.

Funding considerations:
This policy would likely need to be completely funded using state funds.

Impact on employer-sponsored insurance:
In determining the level of state financial assistance to provide for enhanced cost sharing 
subsidies, policymakers might consider the impact that reducing out-of-pocket costs for 
individuals without employer-sponsored insurance would have on the offer of and enrollment in 
employer-sponsored insurance. For Californians who have insurance through a small employer, 
insurers paid 79% of medical costs, on average, and enrollees paid the other 21% in 2016. For 
Californians with insurance through a large employer, insurers paid between 86% and 90% of 
costs, on average, in 2016.79 Marketplace Silver plans for individuals with incomes above 200%
FPL pay a lower share of costs, on average, compared to the amount paid by employer-sponsored 
plans.

Cap premium contributions for individuals not currently eligible for 
subsidies
State policymakers could consider limiting premium contributions for all individuals eligible for 
Covered California to a certain percentage of income and providing a state tax credit for the 
amount by which premiums exceed this standard.
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Policy approach:
Under the ACA, individuals are exempt from paying a penalty for lacking insurance if they have 
no offer of affordable coverage, defined as premiums costing no more than 8.16% of income, but 
premium subsidies are only provided to households with annual income equivalent to or below 
400% FPL, or $48,240 for a single person. To make coverage more affordable to Californians with 
incomes above 400% FPL, premiums could be capped at 8.16% of income for the lowest cost 
Bronze plan. The ACA individual mandate affordability standard is just one example of a standard 
that policymakers could consider in making coverage more affordable for Californians in this 
income range. Policymakers could design the policy using a different affordability standard, tying 
the affordability standard to a different benchmark plan, or applying the policy to a more limited 
income range, such as 400% to 600% FPL or 400% to 800% FPL. Assistance could be provided 
through a refundable income tax credit or through another mechanism.

One consideration in developing a mechanism for financial assistance with premiums for those 
over 400% FPL is that some individuals in this income range may lack the liquid assets to pay 
premiums upfront and then receive a tax credit when they file their taxes. The ability to pay 
premiums upfront will also depend on how much financial assistance a particular individual needs 
to make coverage affordable. A Kaiser Family Foundation analysis indicated that in 2016, the vast 
majority (93%) of U.S. households with incomes between 400% and 800% FPL had liquid assets 
of at least $1,000, while more than two-thirds (68% to 73% depending on household size) had at 
least $5,000, and over half (53% to 54%) had at least $10,000.80

Number of Californians affected:
A policy capping premiums for Californians with incomes above 400% FPL at 8.16% of income 
for the lowest cost Bronze plan would improve affordability for those who are already enrolled 
in individual market coverage that exceeds this affordability standard. Out of the approximately 
1 million California individual market enrollees with incomes at or above 400% FPL, the number 
currently enrolled in coverage that is unaffordable by this standard is estimated to be in the 
low hundreds of thousands.81 This policy would be especially likely to improve affordability for 
Californians ages 50 and older who have incomes between 400% and 600% FPL, or $48,240 to 
$72,360 for a single individual.82 Improved affordability for those already enrolled could lead to 
greater retention of coverage.

In addition, individual market enrollment could increase by tens of thousands as a result of such a 
policy, as some Californians would likely become newly insured as a result of the more affordable 
options that this policy would yield.83 This estimate does not take into account the elimination of 
the ACA individual mandate penalty.

Impact on premiums:
RAND estimated that capping premium contributions at 9.95% of income based on the 
second-lowest cost Silver plan would be projected to reduce Silver premiums across the individual 
market by 2.5% for a 40-year old in 2020 as a result of enrollment by individuals who are healthier, 
on average, than existing enrollees.84
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Funding considerations:
State policymakers could consider applying for a 1332 State Innovation Waiver in order to try to 
obtain federal pass-through funding to help offset a fraction of state costs for this proposal. This 
policy has the potential to reduce federal spending on premium tax credits as a result of new 
enrollment by healthier individuals who are not eligible for ACA subsidies, which would reduce 
premiums across the market. The policy is unlikely to substantially increase enrollment among 
those eligible for ACA premium subsidies and therefore would likely not result in increased federal 
spending on premium tax credits.

Impact on employer-sponsored insurance:
In evaluating the impacts of this policy, policymakers might consider how it could affect the role 
of employer-sponsored insurance. Under one federal policy scenario that would cap premium 
contributions for individuals with incomes above 400% FPL, RAND estimated that 1,000 fewer 
people would be enrolled in employer-sponsored insurance for every 4,000 more people enrolled 
in individual market coverage.85

Reduce premiums for unsubsidized enrollees via state reinsurance
Another approach to improving affordability for individuals not currently eligible for premium 
subsidies based on income would be to establish a state-level reinsurance program to help 
insurers pay for high-cost claims or high-cost enrollees. This would result in reduced premiums 
across the individual market and improved affordability for unsubsidized enrollees, most of 
whom have incomes above 400% FPL. Premium contributions paid by subsidized enrollees 
would generally remain constant because they are based on a percentage of income, but federal 
spending on premium tax credits for subsidized enrollees would be reduced. Reinsurance 
programs also help to maintain a stable market and increase insurer participation.

Policy approach:
The ACA established a temporary reinsurance program from 2014 through 2016. Under this 
program, insurance plans received payments when the costs for a particular enrollee exceeded 
a certain initial amount (the "attachment point") and payments continued until the costs for that 
enrollee exceeded a higher amount (the "cap"). Specifically, federal funding covered 100% of 
individual market insurers' costs between $45,000 and $250,000 in claims in the first year of the 
program, approximately half of claims between those claims amounts in the second year, and 
approximately half of insurers' costs between $90,000 and $250,000 in claims in the last year.86 The 
ACA reinsurance program reduced premiums by an estimated to 10% to 14% in the first year.87 
The Medicare Part D program also has a reinsurance program.

In 2017, three states—Alaska, Minnesota, and Oregon— received federal approval for 1332 State 
Innovation Waivers for their reinsurance programs. The Minnesota and Oregon programs will 
provide payments to insurers to cover a percentage of costs for claims within a certain dollar 
range, while Alaska covers all claims costs for enrollees that have one of 33 designated health 
conditions.
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Number of Californians affected:
This policy option has the potential to reduce premiums for the approximately 1.1 million 
Californians enrolled in the individual market without subsidies (Exhibit 2, page 9). It could 
also increase enrollment among the uninsured who are eligible for Covered California without 
subsidies. A 7% premium reduction (see discussion of premium impact below) would be estimated 
to result in an increase in unsubsidized enrollment that is in the low tens of thousands.88 This 
estimate does not take into account the elimination of the ACA individual mandate penalty.

Impact on premiums:
For every $1 billion in gross reinsurance payments in California, individual market premiums 
would be reduced by approximately 7%, on average, in 2019.89 Alaska and Minnesota each aim 
to reduce premiums by 20%, on average, while Oregon is targeting a premium reduction of 
approximately 7%.90 Premium reductions may vary by issuer and region depending on the risk 
mix of each plan, but premium reductions would not vary based on how much financial assistance 
each enrollee needs to make premiums affordable. As a result, this policy option is less targeted to 
the unsubsidized Californians with the greatest affordability challenges than the policy option that 
would cap premium contributions as a percentage of income.

Funding considerations:
Ongoing state funding would be required for a state reinsurance program. The three states with 
1332 Waiver approval will receive federal pass-through funding to offset a share of the state 
payments to insurers for reinsurance. The most dominant factor in the calculation of federal 
pass-through funding under a Waiver is the estimated reduction in federal spending on premium 
tax credits as a result of lower premiums. Federal funding will offset an estimated 80% of the 
gross reinsurance spending in Alaska, 51% in Minnesota, and 33% in Oregon. The states remain 
responsible for the remainder of the cost.

The share of state reinsurance payments that would be offset by federal funding in California 
would be dependent on actuarial analysis and the state's negotiations with the U.S. Department of 
Health and Human Services on the calculations of federal deficit neutrality. One key driver of the 
level of federal pass-through funding is the state's share of the individual market enrollment that 
is subsidized. A higher share of the market receiving premium subsidies yields greater opportunity 
for federal savings to offset the state's costs. In California, approximately 52% of individual market 
enrollees received premium subsidies in 2016 (Exhibit 2, page 9), compared to 23% in Minnesota,91 
39% in Oregon,92 and 66% in Alaska in 2016.93

Impact on employer-sponsored insurance:
In evaluating the impacts of this policy, policymakers might consider how it could affect the role 
of employer-sponsored insurance. Under two federal reinsurance scenarios with varying levels 
of funding, RAND estimated that 1,000 fewer people would be enrolled in employer-sponsored 
insurance for every 2,350 to 3,000 more people enrolled in individual market coverage.94
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Extend ACA affordability standards to Californians with unaffordable 
employer-sponsored insurance for dependents
California policymakers could consider offering state-funded premium and cost sharing 
subsidies to Californians in households with incomes at or below 400% FPL who have an offer of 
unaffordable employer-sponsored insurance through a parent or spouse. These individuals are 
currently excluded from subsidy eligibility under the ACA "family glitch."

Policy approach:
Our analysis focuses on a policy option under which children and spouses caught in the family 
glitch would become eligible for subsidies through Covered California and workers with an 
affordable offer of employer-sponsored insurance would continue to be ineligible for subsidized 
coverage. An alternate option for fixing the family glitch, which would affect more Californians 
and would require greater state funding, would allow the workers to enroll in subsidized coverage 
through Covered California, along with their dependents, even if the worker has an offer of 
affordable worker-only coverage.

Number of Californians affected:
This proposal would improve affordability for an estimated 110,000 Californians who would be 
expected to switch from employer-sponsored insurance to more affordable subsidized insurance 
through Covered California, according to estimates by the UC Berkeley Labor Center and UCLA 
Center for Health Policy Research in 2011.95 National estimates by the Urban Institute also 
suggest that, if the family glitch were fixed in this way, most new enrollees in subsidized coverage 
would have already been insured through unaffordable employer-sponsored insurance.96 RAND 
estimates that most who would newly enroll in subsidized coverage under this policy would 
have had employer-sponsored insurance or unsubsidized individual market coverage.97 Families 
purchasing unaffordable private or employer-sponsored insurance have less room in their 
budgets for other essentials, and some go into debt to pay their premiums.98

According to national analysis by the Urban Institute, employer-sponsored insurance costs for 
households that fall into the family glitch average 15.8% of household income. If these households 
became eligible for subsidized marketplace coverage, their average premiums could fall to a 
more affordable 9.3% of income in combined costs for subsidized marketplace coverage and 
employer-sponsored insurance.99

In addition, an estimated 30,000 Californians would become newly insured under this proposal, 
according to the 2011 UC Berkeley-UCLA estimates. Approximately half of the 140,000 
Californians who would be projected to newly enroll in Covered California under this proposal are 
children and half are adult dependents, primarily spouses but also adult children.100

Impact on premiums:
The Californians who would be projected to enroll under this proposal would be younger and 
healthier than existing enrollees, which could slightly reduce average premiums across the market, 
with the potential to slightly improve affordability for unsubsidized enrollees.101 RAND estimates 
that allowing dependents with unaffordable employer-sponsored insurance offers to be eligible
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for ACA subsidies would result in Silver premiums for a 40-year old that are approximately 1% 
lower than they otherwise would be, due to the shift in enrollment of some relatively healthy 
workers from employer-sponsored coverage to Marketplace coverage.102

Fund ing  cons idera tions:
This policy option would rely completely on the use of state funds.

Im p a c t on em ployer-sponsored insurance: Approximately 110,000 fewer Californians would be 
expected to have employer-sponsored insurance under this policy option because they would 
switch to subsidized insurance through Covered California, according to estimates by the UC 
Berkeley Labor Center and UCLA Center for Health Policy Research in 2011.103

Continue strong outreach and marketing efforts to improve awareness 
of financial assistance available
The policy options discussed above, individually and collectively, would reduce the amount that 
Californians struggling to afford coverage and care would spend, but perceived unaffordability 
can also be a barrier to enrollment in the individual market. A recent survey conducted for 
Covered California by Greenberg Strategy found that nearly three-quarters of uninsured 
Californians eligible for subsidized coverage either did not know they were eligible for subsidies 
or falsely believed they were ineligible. This finding is important because the same survey also 
found that uninsured people who expected to be eligible for subsidies were twice as likely to plan 
to enroll.104 While California has been a leader among states in conducting strategic outreach 
campaigns and investing in marketing and enrollment assistance to help individuals understand 
their coverage options, more work is needed to ensure that people understand their eligibility and 
shop for coverage at the time that they are eligible. These efforts are not a focus of this report, 
but will always be needed as people churn in and out of needing individual market coverage as 
their income fluctuates, as their access to job-based coverage changes, or as they undergo other 
life transitions. Ensuring awareness of the financial assistance available would become even more 
important if California enacted policies to make coverage more affordable.

Conclusion
The ACA has significantly improved the affordability of and enrollment in coverage among 
Covered California-eligible individuals who lack access to employer-sponsored insurance or 
Medi-Cal. However, at least 1.2 million Californians eligible for Covered California, with or without 
subsidies, remain uninsured, with affordability concerns being the leading reason for lacking 
insurance. Many of the 2.3 million Californians enrolled in individual market coverage struggle 
to afford premiums, causing financial problems and putting retention of coverage at risk. Many 
Californians also face high out-of-pocket costs, which can cause financial hardship, result in delay 
or avoidance of necessary care, and potentially serve as a deterrent to enrollment. The evidence 
from California indicates that affordability is a concern for both those already eligible for ACA 
premium subsidies and those who earn too much to qualify.
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Policies to improve affordability of individual market coverage are an important and necessary 
component to making health coverage more universal and affordable in this state. Affordability 
concerns are one of the biggest drivers of uninsurance in California, second only to the exclusion 
of undocumented immigrants from coverage options.

California policymakers could consider improving premium subsidies and cost sharing assistance 
for those already eligible under the ACA, and expanding cost sharing assistance to individuals 
who are not currently eligible based on income. Massachusetts, Vermont, and San Francisco have 
implemented policies that could serve as models. These policies have the potential, especially 
if implemented in combination, to improve affordability, enrollment, and access to care, while 
reducing premiums for unsubsidized enrollees if a broader and healthier population enrolls.

California could also limit premium spending as a share of income for individuals who earn too 
much to be eligible for ACA premium subsidies. A state reinsurance program would be another 
way to reduce premiums for unsubsidized enrollees. Both of these options would improve 
affordability for individuals who are ineligible for ACA premium subsidies based on income, 
though the affordability help provided under a cap on premium spending as a share of income 
would be more targeted to those with affordability concerns than would be the case under 
a reinsurance program. Both of these options also have the potential to increase enrollment, 
leading to a broader and healthier enrollment population that would consequently result in lower 
premiums.

Providing state-funded premium and cost sharing subsidies mirroring the ACA subsidies would 
benefit Californians caught in the ACA "family glitch"—in which children and spouses have an offer 
of family coverage through a parent's or spouse's job, rendering them ineligible for ACA subsidies, 
but whose family coverage offer is unaffordable. This policy option would reduce spending on 
health care by families caught up in this glitch by allowing them to switch from unaffordable 
employer-sponsored coverage to subsidized coverage through Covered California. It would also 
result in new enrollment in subsidized coverage among some who remain uninsured due to this 
eligibility gap in the ACA.

Consideration and adoption of policy options to increase health care affordability takes on 
greater importance with the elimination of the federal individual mandate penalty starting in 
2019, which threatens to reduce individual market enrollment and increase individual market 
premiums. However, survey data indicate that affordability considerations are a bigger driver of 
the enrollment decision than concern over the penalty for not having insurance.

With these improvements to individual market affordability, California could continue to build 
upon the progress it has made under the ACA by bringing the state even closer to universal 
coverage. The state has already served as a national model for successful implementation of the 
ACA. Implementation of these policies could further expand the state's role as a model for how 
states can go beyond the ACA.
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Appendix

Exhibit A1:
Premium contributions under ACA by income level, 2018

Income as a percent of the
Maximum premium contributions for 

second-lowest cost silver plan
federal poverty level (FPL) As percentage 

of income
Monthly $ 

(single)
Monthly $ 

(family of 4)

Less th a n  1 3 9 %  FPL 2 .0 1 %  -  3 .3 2 % $ 0  -  4 7 $ 0  -  9 6

A t  le a s t 1 3 9 %  b u t  less th a n  1 5 0 % 3 .3 8 %  -  4 .0 3 % $ 4 7  -  61 $ 9 6  -  12 4

A t  le a s t 1 5 0 %  b u t  less th a n  2 0 0 % 4 .0 3 %  -  6 .3 4 % $ 61 -  127 $ 1 2 4  -  2 6 0

A t  le a s t 2 0 0 %  b u t  less th a n  2 5 0 % 6 .3 4 %  -  8 .1 0% $ 127 -  2 0 4 $ 2 6 0  -  415

A t  le a s t 2 5 0 %  b u t  less th a n  3 0 0 % 8 .1 0 %  -  9 .5 6 % $ 2 0 4  -  2 8 8 $ 41 5  -  5 8 8

A t  le a s t 3 0 0 %  b u t  less th a n  3 5 0 % 9 .5 6 % $ 2 8 8  -  3 3 6 $ 5 8 8  -  6 8 6

A t  le a s t 3 5 0 %  b u t  n o t  m o re  th a n  4 0 0 % 9 .5 6 % $ 3 3 6  -  3 8 4 $ 6 8 6  -  7 8 4
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Exhibit A2:
Excerpts from Covered California Standardized Benefit Designs, 2018
Benefits in blue are not subject to a deductible

Coverage
category Bronze Silver

Enhanced 
Silver 73

200-250% FPL

Enhanced 
Silver 87

150-200% FPL

Enhanced 
Silver 94

100-150% FPL
Gold Platinum

P r im a r y  c a re  

v is i t
$ 7 5 * $ 3 5 $ 3 0 $10 $5 $ 2 5 $15

S p e c ia l is t  v is it $ 1 0 5 * $ 7 5 $ 7 5 $ 2 5 $8 $ 5 5 $ 3 0

G e n e r ic  d r u g s

F u ll c o s t  u n t i l  

d r u g  d e d u c t ­

ib le  is m e t

$15 a f te r  d r u g  

d e d u c t ib le  

is m e t

$15 a f te r  d r u g  

d e d u c t ib le  

is m e t

$ 5  o r  less $ 3  o r  less $15 o r  less $ 5  o r  less

E m e r g e n c y

r o o m

F u ll c o s t  u n t i l  

d e d u c t ib le  is 

m e t

$ 3 5 0 $ 3 5 0 $100 $ 5 0 $ 3 2 5 $150

H o s p ita l 

f a c i l i t y  fe e

10 0%

c o in s u ra n c e

2 0 %

c o in s u ra n c e

2 0 %

c o in s u ra n c e

15%

c o in s u ra n c e

10%

c o in s u ra n c e

$ 6 0 0  p e r  d a y  

u p  t o  5 d a y s

$ 2 5 0  p e r  d a y  

u p  t o  5 d a y s

In d iv id u a l

M e d ic a l

d e d u c t ib le

$ 6 ,3 0 0 $ 2 ,5 0 0 $ 2 ,2 0 0 $ 6 5 0 $ 7 5 N /A N /A

In d iv id u a l

P h a rm a c y

d e d u c t ib le

$ 5 0 0 $130 $130 $ 5 0 N /A N /A N /A

In d iv id u a l

O u t - o f - p o c k e t

m a x im u m

$ 7 ,0 0 0 $ 7 ,0 0 0 $ 5 ,8 5 0 $ 2 ,4 5 0 $1 ,0 0 0 $ 6 ,0 0 0 $ 3 ,3 5 0

* Copay is for any combination o f services (primary care, specialist, urgent care) for the first three visits. After three visits, future visits will be at fu ll cost until 
the medical deductible is met.

For a fuller description o f cost sharing by metal tier and service see Covered California's Standardized Benefit Design chart here https://www.coveredca.com/ 
PDFs/2018-Health-Benefits-table.pdf. More details are available from Covered California at http://hbex.coveredca.com/stakeholders/plan-management/ 
PDFs/20W-Covered-California-Patient-Centered-Benefit-Plan-Designs.pdf?v=2.0.
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Exhibit A3:
Characteristics of single individuals in California with incomes above 400% FPL for 
whom lowest cost Bronze premium exceeds ACA individual mandate affordability 
standard, by Covered California pricing region, 2018

Lowest cost Bronze premium exceeds ACA individual mandate 
affordability standard (8.16% of income), 2018

Pricing Region For this age range, 
depending on income

For this income range as a 
percentage of the Federal Poverty 

Level, depending on age

1 -  N o r t h e r n  C o u n t ie s A g e  4 3  + 4 0 1 %  -  8 8 8 %  FPL

2 -  N o r t h  B a y  A re a 41 + 4 0 1 %  -  9 3 5 %

3 -  G re a te r  S a c ra m e n to 4 3 + 4 0 1 %  -  8 8 8 %

4  -  S an F ra n c is c o  C o u n ty 3 8 + 4 0 1 %  -  9 6 9 %

5 -  C o n t ra  C o s ta  C o u n ty 4 3 + 4 0 1 %  -  8 8 8 %

6 -  A la m e d a  C o u n ty 4 2 + 4 0 1 %  -  91 2%

7 -  S a n ta  C la ra  C o u n ty 4 7 + 4 0 1 %  -  7 9 5 %

8 -  S an M a te o  C o u n ty 3 6 + 4 0 1 %  -  9 8 2 %

9 -  S a n ta  C ru z , B e n ito ,  M o n te r e y 4 2 + 4 0 1 %  -  91 2%

10 -  C e n t ra l V a lle y 4 7 + 4 0 1 %  -  7 9 5 %

11 -  F re s n o , K in g s , M a d e ra  C o u n t ie s 4 8 + 4 0 1 %  -  7 5 8 %

12 -  C e n t ra l C o a s t 4 4 + 4 0 1 %  -  8 7 4 %

13 -  E a s te rn  C o u n t ie s 4 6 + 4 0 1 %  -  8 2 9 %

14 -  K e rn  C o u n ty 4 7 + 4 0 1 %  -  7 9 4 %

15 -  Los  A n g e le s  C o u n ty  (p a r t ia l) 51 + 4 0 1 %  -  6 5 2 %

16 -  Los  A n g e le s  C o u n ty  (p a r t ia l) 4 8 + 4 0 1 %  -  7 3 8 %

17 -  In la n d  E m p ire 4 9 + 4 0 1 %  -  7 0 8 %

18 -  O ra n g e  C o u n ty 4 9 + 4 0 1 %  -  7 3 1 %

19 -  S an D ie g o  C o u n ty 4 7 + 4 0 1 %  -  7 8 8 %

Source: Authors' analysis o f Covered California rates, 2018.
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Exhibit A4:
Characteristics of married couples in California with incomes above 400% FPL for 
whom lowest cost Bronze premium exceeds ACA individual mandate affordability stan­
dard, by Covered California pricing region, 2018

Note: Examples assume spouses are the same age for simplicity.

Lowest cost Bronze premium exceeds ACA individual mandate 
affordability standard (8.16% of income), 2018

Pricing Region For this age range, 
depending on income

For this income range as a 
percentage of the Federal Poverty 

Level, depending on age

1 -  N o r t h e r n  C o u n t ie s A g e  18 + 4 0 1 %  -  1 3 2 0 %  FPL

2 -  N o r t h  B a y  A re a 18 + 4 0 1 %  -  1 3 8 9 %

3 -  G re a te r  S a c ra m e n to 18 + 4 0 1 %  -  1 3 2 0 %

4  -  S an F ra n c is c o  C o u n ty 18 + 4 0 1 %  -  1 4 3 9 %

5 -  C o n t ra  C o s ta  C o u n ty 18 + 4 0 1 %  -  1 3 2 0 %

6 -  A la m e d a  C o u n ty 18 + 4 0 1 %  -  1 3 5 4 %

7 -  S a n ta  C la ra  C o u n ty 2 6 + 4 0 1 %  -  1181%

8 -  S an M a te o  C o u n ty 18 + 4 0 1 %  -  1 4 5 8 %

9 -  S a n ta  C ru z , B e n ito ,  M o n te r e y 18 + 4 0 1 %  -  1 3 5 4 %

10 -  C e n t ra l V a lle y 2 6 + 4 0 1 %  -  1181%

11 -  F re s n o , K in g s , M a d e ra  C o u n t ie s 2 8 + 4 0 1 %  -  1125%

12 -  C e n t ra l C o a s t 19 + 4 0 1 %  -  1 2 9 8 %

13 -  E a s te rn  C o u n t ie s 21 + 4 0 1 %  -  1 2 3 2 %

14 -  K e rn  C o u n ty 2 6 + 4 0 1 %  -  1179%

15 -  Los  A n g e le s  C o u n ty  (p a r t ia l) 3 8 + 4 0 1 %  -  9 6 8 %

16 -  Los  A n g e le s  C o u n ty  (p a r t ia l) 2 9 + 4 0 1 %  -  1 0 9 6 %

17 -  In la n d  E m p ire 31 + 4 0 1 %  -  1 0 5 2 %

18 -  O ra n g e  C o u n ty 2 9 + 4 0 1 %  -  1 0 8 5 %

19 -  S an D ie g o  C o u n ty 2 7 + 4 0 1 %  -  1171%

Source: Authors' analysis o f Covered California rates, 2018.
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Exhibit A5:
Premium Affordability Programs in Other States and Localities

Program Eligibility
Premium Contributions 
for second-lowest cost 
Silver plan

Reduction in 
premiums compared 
to under ACA

C o m m o n w e a l th

C a re

(M a s s a c h u s e tts )

E lig ib le  f o r  A C A  p r e m iu m  

s u b s id ie s  a n d  in c o m e  a t  o r  

b e lo w  3 0 0 %  FPL

N o  p r e m iu m s  f o r  th o s e  a t  o r  

b e lo w  1 5 0 %  FPL, p r e m iu m  

c o n t r ib u t io n s  o f  b e tw e e n  2 .9 0 %  

a n d  7 .4 5 %  o f  in c o m e  b e tw e e n  

1 5 0 %  a n d  3 0 0 %  FPL, c o m p a re d  

t o  b e tw e e n  4 .0 3 %  a n d  9 .5 6 %  o f  

in c o m e  u n d e r  th e  A C A

1 0 0 %  r e d u c t io n  f o r  th o s e  

w i th  in c o m e s  a t o r  b e lo w  

1 5 0 %  FPL

V a rie s  f r o m  0 %  t o  5 4 %  

r e d u c t io n  f o r  th o s e  w i th  

in c o m e s  1 5 0 -3 0 0 %  FPL

V e r m o n t

P re m iu m

A s s is ta n c e

E lig ib le  f o r  A C A  p r e m iu m  

s u b s id ie s  a n d  in c o m e  a t  o r  

b e lo w  3 0 0 %  FPL

R e d u c e s  p r e m iu m s  b y  1 .5%  o f  

in c o m e  o n  t o p  o f  A C A  s u b s id ie s  

(e .g ., m a x im u m  r e q u ire d  c o n t r ib u ­

t io n  u n d e r  A C A  is 4 .0 3 %  a t  1 5 0 %  

FPL a n d  in  V e r m o n t  i t  is 2 .5 3 % )

S lid in g  s c a le  f r o m  7 5 %  

r e d u c t io n  b e lo w  1 3 3 %  FPL 

t o  16%  re d u c t io n  a t  3 0 0 %  

FPL

C o v e re d  

S an F ra n c is c o  

M R A

A d u l t  re s id in g  in  S an 

F ra n c is c o  w i th  in c o m e  a t  o r  

b e lo w  5 0 0 %  FPL, e n ro l le d  

in  C o v e re d  C a lifo r n ia ,  n o t  

e l ig ib le  f o r  M e d i-C a l o r  

M e d ic a re ,  e m p lo y e r  m e e ts  

C ity  h e a lth  s p e n d in g  

r e q u ir e m e n t  b y  c o n t r ib u t in g  

t o  C ity  O p t io n

F o r in d iv id u a ls  w i th  s u b s id iz e d  

c o v e ra g e ,  e n ro l le e  p a y s  4 0 %  o f  

n e t  p r e m iu m  a f te r  A C A  s u b s id ie s

F o r in d iv id u a ls  w i th  u n s u b s id iz e d  

c o v e ra g e ,  e n ro l le e  p a y s  4 0 %  o f  

t o t a l  p r e m iu m

6 0 %  re d u c t io n

Sources: Massachusetts Health Connector, Final Affordability Schedule for Calendar Year 2018, Board o f Directors Meeting, April 13, 
2017, https://www.mahealthconnector.org/wp-content/uploads/board_meetings/2017/04-13-2017/CY2018-Final-Affordability-Sched- 
ule-VOTE-041317.pdf. Correspondence with Department o f Vermont Health Access, January 2018. Ken Jacobs (UC Berkeley Labor 
Center), Universal Access to Care: Lessons from San Francisco, Testimony to the California Assembly Select Committee on Health Care 
Delivery Systems and Universal Coverage, December 11, 2017, http://healthcare.assembly.ca.gov/sites/healthcare.assembly.ca.gov/ 
files/Ken%20Jacobs%20powerpoint%20presentation%20Lessons%20from%20San%20Francisco.pdf.
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Exhibit A6:
Actuarial value of plans offered to eligible individuals by household income level under 
ACA and programs in states and localities that provide additional financial assistance 
with out-of-pocket costs
Note: Actuarial value is a measure of the percentage of claims an insurer pays, on average, across a 
population, with enrollees paying the remainder of costs. Deductibles and other cost sharing amounts can 
vary even among plans with the same actuarial value.

Household income as a percentage of the Federal Poverty Level (FPL)

Program At or below 100-150% 150-200% 200-250% 250-300% 300-500%
100% FPL FPL FPL FPL FPL FPL

A f fo r d a b le  C a re  A c t 9 4 % 9 4 % 8 7 % 7 3 % 7 0 %

7 0 %  i f  

e n r o l le d  inC o m m o n w e a l th  C a re  

(M a s s a c h u s e tts )
9 9 % 9 7 % 9 7 % 9 5 % 9 5 %

b e n c h m a r k

p la n
V e r m o n t  P re m iu m  

A s s is ta n c e
9 4 % 9 4 % 8 7 % 7 7 % 7 3 %

C o v e re d  S an F in a n c ia l ass is ta n ce  is n o t  d ire c t ly  t ie d  to  a c tu a r ia l va lu e : c o s t s h a r in g  a ss is ta nce  is p ro v id e d  to

F ra n c is c o  M R A ke e p  d e d u c t ib le  b e lo w  5%  o f  in c o m e  (a fte r  A C A  c o s t s h a r in g  re d u c tio n s  w h e n  a p p lic a b le )

Sources: Suzanne Curry, Maintaining Affordable Health Coverage in Massachusetts, Presentation to Families USA Health Action 2015, 
January 2015, http://slideplayer.com/slide/4103559/. Correspondence with Department o f Vermont Health Access, January 2018. Ken 
Jacobs (UC Berkeley Labor Center), Universal Access to Care: Lessons from San Francisco, Testimony to the California Assembly Select 
Committee on Health Care Delivery Systems and Universal Coverage, December 11, 2017, http://healthcare.assembly.ca.gov/sites/ 
healthcare.assembly.ca.gov/files/Ken%20Jacobs%20powerpoint%20presentation%20Lessons%20from%20San%20Francisco.pdf.
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The Patient Protection and Affordable 
Care Act created the Innovation Center 
within CMS to test new approaches to 
health care delivery and payment— 
known as models—for use in 
Medicare, Medicaid, or CHIP. The 
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in November 2010. In 2012, GAO 
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models and developed preliminary 
plans for evaluating the effects of each 
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the status of payment and delivery 
models implemented and the 
resources used; (2) describes the 
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What GAO Found
As of March 1,2018, the Center for Medicare and Medicaid Innovation 
(Innovation Center) had implemented 37 models that test new approaches for 
delivering and paying for health care with the goal of reducing spending and 
improving quality of care. These models varied based on several characteristics, 
including the program covered—Medicare, Medicaid, the Children's Health 
Insurance Program (CHIP), or some combination of the three—and the nature of 
provider participation—voluntary or mandatory. Going forward, the Innovation 
Center indicated that the center plans to continue focusing on the use of 
voluntary participation models and to develop models in new areas, including 
prescription drugs, Medicare Advantage, mental and behavioral health, and 
program integrity. Through fiscal year 2016, the Innovation Center obligated $5.6 
billion of its $10 billion appropriation for fiscal years 2011 through 2019.

The Innovation Center has used evaluations of models (1) to inform the 
development of additional models, (2) to make changes to models as they are 
implemented, and (3) to recommend models for expansion. For example, 
Innovation Center officials noted that, for some instances where evaluations 
have shown reduced spending with maintained or improved quality of care, the 
center has developed new models that build upon the approaches of earlier 
models, but with adjustments intended to address reported limitations. In 
addition, the Innovation Center used evaluations to recommend two models to 
the Centers for Medicare & Medicaid Services (CMS) Office of the Actuary for 
certification for expansion. According to CMS officials, a model evaluation and a 
certification for expansion differ in that a model evaluation assesses the impact 
of a delivery and payment approach for model participants only, while a 
certification for expansion assesses the future impact on program spending more 
broadly across all beneficiaries, payers, and providers who would be affected by 
the expanded model. As a result, the Office of the Actuary used the results of the 
evaluation and other information, such as Medicare claims data and published 
studies, to certify the expansion of both models.

To assess the center's overall performance, the Innovation Center established 
performance goals and related measures and reported meeting its targets for 
some goals in 2015, the latest year for which data were available (see table 
below).

C e n te r fo r M edicare and M edicaid Innovation Reported R e su lts  fo r 2015 Perform ance G o a ls
P erform ance goal Perform ance targets met
Reducing the growth of health care costs while promoting better 
health and healthcare quality through delivery system reform Partially met
Identifying, testing, and improving payment and delivery models Met
Accelerating the spread of successful practices and models Partially met

Source: Center for Medicare & Medicaid Services. | GAO-18-302

Innovation Center officials told GAO that the center also recently developed a 
methodology to estimate a forecasted return on investment for its model 
portfolio. The center is in the early stages of refining the methodology and 
applying it broadly across its models.
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GAO U.S. GOVERNMENT ACCOUNTABILITY OFFICE
441 G S t. N.W. 
W a sh in g to n , DC 20 5 4 8

March 26, 2018

The Honorable Orrin G. Hatch 
Chairman
Committee on Finance 
United States Senate

The Honorable Greg Walden 
Chairman
Committee on Energy and Commerce 
House of Representatives

The Honorable Michael C. Burgess 
Chairman
Subcommittee on Health 
Committee on Energy and Commerce 
House of Representatives

Federal spending on health care in the United States— driven primarily by 
Medicare and Medicaid expenditures— is expected to reach over $1 
trillion in 2018 and to continue increasing and exerting pressure on the 
federal budget.1 At the same time, studies have found that higher levels 
of spending do not reliably lead to enhanced quality of care.1 2 The Centers 
for Medicare & Medicaid Services (CMS), within the Department of Health 
and Human Services (HHS), has sought to both reduce spending and 
improve quality of care for beneficiaries enrolled in Medicare, Medicaid, 
and the Children’s Health Insurance Program (CHIP) by testing new ways

1Medicare is the federal health insurance program for persons aged 65 or over, certain 
individuals with disabilities, and individuals with end-stage renal disease. Medicaid is a 
joint federal-state health care financing program for certain low-income individuals and 
medically needy individuals.
22See for example, Sirovich, Brenda E., Daniel J. Gottlieb, H. Gilbert Welch, and Elliott S. 
Fisher. “Regional Variations in Health Care Intensity and Physician Perceptions of Quality 
of Care.” Annals of Internal Medicine, vol. 144, no. 9 (2006); Landrum, M. B., Meara, E.
R., Chandra, A., Guadagnoli, E., & Keating, N. L. “Is Spending More Always Wasteful? 
The Appropriateness Of Care And Outcomes Among Colorectal Cancer Patients.” Health 
Affairs, vol. 27, no. 1 (2008); Yasaitis, L., Fisher, E. S., Skinner, J. S., & Chandra, A. 
“Hospital Quality And Intensity Of Spending: Is There An Association?” Health Affairs, vol. 
28, no.4, (2009); and Rothberg MB, Cohen J, Lindenauer P, Maselli J, Auerbach A. “Little 
Evidence Of Correlation Between Growth In Health Care Spending And Reduced 
Mortality.” Health Affairs, vol. 29, no.8 (2010).
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for delivering and paying for health care services.3 To further such testing, 
the Patient Protection and Affordable Care Act (PPACA) established the 
Center for Medicare and Medicaid Innovation (Innovation Center) within 
CMS under section 1115A of the Social Security Act.4

In establishing the Innovation Center, the law provided CMS with 
additional authority when testing new health care delivery and payment 
approaches, known as models.5 For example, CMS may expand the 
duration and scope of models tested by the Innovation Center through 
rulemaking instead of needing the enactment of legislation, which was 
required to expand the demonstrations that CMS frequently conducted in 
the past. In addition, the law provided a dedicated appropriation for 
testing models— $10 billion for the Innovation Center’s activities for the 
period of fiscal years 2011 through 2019 and $10 billion per decade 
beginning in fiscal year 2020.

In November 2012, we reported on the early activities of the Innovation 
Center. We found that, during the first 16 months of operations, the 
Innovation Center focused on implementing 17 new models while 
assuming responsibility for 20 demonstrations that CMS began before the 
start of the center. We also reported that the Innovation Center developed 
preliminary plans for evaluating the effects of each model on spending 
and quality of care and assessing the center’s overall performance.6

At the time of our 2012 report, however, it was too early to consider 
certain questions raised by members of Congress about Innovation

33CHIP is a federal-state program that provides health care coverage to children 18 years 
of age and younger living in low-income families whose incomes exceed the eligibility 
requirement for Medicaid.

4The Innovation Center was established by section 1115A of the Social Security Act, as 
added by section 3021 of PPACA. See Pub. L. No. 111-148, §§ 3021, 10306. 124 Stat. 
119, 389, 939 (Mar. 23, 2010) (codified at 42 U.S.C. § 1315a).

historically, CMS’s efforts to test new approaches to health care delivery and payment 
have been referred to as “demonstrations.” In this report, we will use the term “models” 
when discussing approaches initiated by the Innovation Center, and “demonstrations” 
when discussing approaches that were initiated prior to the establishment of the center.

6We also found that the Innovation Center had initiated implementation of a process to 
review and eliminate unnecessary duplication in the contracts awarded in one of its 
models. We recommended completing the implementation expeditiously. Implementation 
was completed in August 2013. See GAO, CMS Innovation Center: Early Implementation 
Efforts Suggest Need for Additional Actions to Help Ensure Coordination with Other CMS 
Offices, GAO-13-12 (Washington, D.C.: November 15, 2012).
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Center operations, including the use of its dedicated funding, the impact 
of the models tested, and the center’s overall performance. Given the 
amount of time that has passed—the Innovation Center has been in 
operation for over 7 years—you asked us to update our previous work to 
provide information on the activities of the center and to report on any 
results of the testing. This report examines

1. the status of the Innovation Center’s testing of models and the 
resources used for such activities;

2. the use of model evaluations; and

3. the Innovation Center’s assessment of its performance.

To determine the status of model testing and the resources used by the 
Innovation Center for such activities, we reviewed Innovation Center 
documentation, including information on models the center was 
implementing or had announced, as well as web pages, model fact 
sheets, and frequently asked questions. We obtained and analyzed 
Innovation Center data on the amounts of the Innovation Center’s 
appropriations obligated. We also interviewed and obtained written 
responses from Innovation Center officials. Our work focused on models 
tested and funded through appropriations under section 1115A of the 
Social Security Act, as enacted by PPACA, which established the center 
and provided its dedicated appropriations. In general, our work covered 
the period during which the Innovation Center first became operational 
(fiscal year 2011) through the most recent time period for which complete 
information was available. For the status of model testing, we considered 
information through March 1, 2018. For the resources used, we analyzed 
data on the amounts of the Innovation Center’s appropriations obligated 
through fiscal year 2016. We assessed the reliability of the obligation data 
by comparing it to publicly reported amounts and discussing the data with 
center officials. We determined these data were sufficiently reliable for the 
purposes of our objectives.

To determine how the Innovation Center used evaluations of models, we 
interviewed officials from the center, CMS’s Office of the Actuary, 
evaluation contractors, and subject matter experts to discuss the use of
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evaluations, in general, as well as for five selected models specifically.7 
We selected models based on a nonprobability sample that included both 
Medicare and Medicaid models; ongoing and completed models; models 
that fell under the responsibility of different Innovation Center staffing 
groups; and one model evaluated for expansion. Because we used a 
nonprobability sample, our results are not generalizable beyond the 
models we reviewed; however, they provide insight into how CMS uses 
the evaluations of its models. We also analyzed publicly available 
evaluation reports and other model documentation publicly available from 
the Innovation Center and the Office of the Actuary.

To describe the Innovation Center’s assessment of its performance, we 
reviewed information reported on the center’s targeted and actual 
performance available in CMS’s Congressional Budget Justifications for 
fiscal years 2012 through 2018. Information on the center’s targets was 
available for performance years 2014 through 2018. Complete 
information on the center’s actual performance was available for 2015. 
Partial information was available for 2014 and 2016, and no information 
was available for 2017 and 2018. We also interviewed Innovation Center 
officials regarding the assessment of performance.

We conducted this performance audit from February 2017 to March 2018 
in accordance with generally accepted government auditing standards. 
Those standards require that we plan and perform the audit to obtain 
sufficient, appropriate evidence to provide a reasonable basis for our 
findings and conclusions based on our audit objectives. We believe that 
the evidence obtained provides a reasonable basis for our findings and 
conclusions based on our audit objectives.

7The five models selected were the Bundled Payments for Care Improvement Model 2; 
the Comprehensive Primary Care Initiative; the Health Care Innovation Awards; the 
Pioneer Accountable Care Organization model; and the Strong Start for Mothers and 
Newborns Initiative: Enhanced Prenatal Care model.
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Background

Requirements for 
Innovation Center Models 
Implemented under 
Section 1115A

• ensuring models address deficits in care that have led to poor clinical 
outcomes or potentially avoidable spending;

• making no less than $25 million of the Innovation Center’s dedicated 
funding available for model design, implementation, and evaluation 
each fiscal year starting in 2011;

• evaluating each model to analyze its effects on spending and quality 
of care, and making these evaluations public; and

• modifying or terminating a model any time after testing and evaluation 
has begun unless it determines that the model either improves quality 
of care without increasing spending levels, reduces spending without 
reducing quality, or both.

Under section 1115A, certain requirements applicable to previous CMS 
demonstrations are inapplicable to models tested under the Innovation 
Center. For example, while prior demonstrations generally required 
congressional approval in order to be expanded, section 1115A allows 
CMS to expand Innovation Center models—including on a nationwide 
basis—through the rulemaking process if the following conditions are met: 
(1) the agency determines that the expansion is expected to reduce 
spending without reducing the quality of care, or improve quality without 
increasing spending; (2) CMS’s Office of the Actuary certifies that the 
expansion will reduce or not increase net program spending; and (3) the 
agency determines that the expansion would not deny or limit coverage or 
benefits for beneficiaries.8 In addition, certain requirements previously 
cited by the Medicare Payment Advisory Commission as administrative

Section 1115A establishes certain requirements for the Innovation Center 
that relate to the selection of models, use of resources, and evaluation of 
models. These requirements include:

• consulting with representatives of relevant federal agencies, as well 
as clinical and analytical experts in medicine or health care 
management, when carrying out its duties as described in the law;

8In addition, the law provides that demonstrations conducted under 42 U.S.C. § 1395cc-3, 
Medicare's Health Care Quality Demonstration Program, may also be expanded under the 
same conditions. 42 U.S.C. § 1315a(c).
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barriers to the timely completion of demonstrations are inapplicable.9
Specifically, section 1115A provides the following:

• HHS cannot require that an Innovation Center model initially be 
budget neutral—that is, designed so that estimated federal 
expenditures under the model are expected to be no more than they 
would have been without the model—prior to approving a model for 
testing.

• Certain CMS actions in testing and expanding Innovation Center 
models cannot be subject to administrative or judicial review.

• The Paperwork Reduction Act—which generally requires agencies to 
submit all proposed information collection efforts to the Office of 
Management and Budget (OMB) for approval and provide a 60-day 
period for public comment when they want to collect data on 10 or 
more individuals—does not apply to Innovation Center models.10 11

Innovation Center Staffing The Innovation Center uses a combination of staff and contractors to test 
and Organization models. Since the center became operational in November 2010, the

number of staff increased steadily through the end of fiscal year 2016.11 
(See fig. 1.) As of September 30, 2017, there were 617 staff—a slight 
decrease in the number of staff from the end of the prior fiscal year. 
Officials indicated that, in the future, changes in the model portfolio may 
require additional staff to manage and support model development and 
implementation. However, officials do not anticipate needing to increase 
staffing levels at the same pace as they did between fiscal years 2011 
and 2016. Additionally, the Innovation Center uses third-party contactors 
to perform functions related to the implementation of models and to 
perform evaluations of the changes in the quality of care furnished and 
program spending under a model.

9See Medicare Payment Advisory Commission, Report to Congress: Aligning Incentives in 
Medicare, (Washington, D.C.: 2010).

1044 U.S.C. §§ 3501-3520. OMB assists the President in overseeing the preparation of the 
federal budget and in supervising its administration in executive branch agencies. OMB 
also oversees and coordinates the administration's procurement, financial management, 
information, and regulatory policies.

11We previously reported that, as of March 31, 2012, the Innovation had 184 staff. See 
GAO-13-12. Staff are primarily funded through appropriations under section 1115A of the 
Social Security Act.
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F ig u r e  1: C e n t e r  fo r  M e d ic a re  a n d  M e d ic a id  In n o v a t io n  S t a f f in g  L e v e ls ,  F i s c a l  Y e a r s  
2 0 1 1 -2 0 1 7

Number of staff 

700

2011 2012 2013 2014 2015 2016 2017

Fiscal year
Source: GAO analysis of Centers for Medicare & Medicaid Services data. | GAO-18-302

The Innovation Center has organized its 617 staff members primarily into 
eight groups and the Office of the Director. Four of the eight groups are 
responsible for coordinating the development and implementation of 
models.12 Staff in these four groups primarily lead efforts in developing 
model designs and obtaining approval for their models from CMS and 
HHS. Once a model is approved, staff coordinate the remaining 
implementation steps, including soliciting and selecting participants and 
overseeing the model during the testing and evaluation period. The other 
four groups perform key functions that support model development and 
implementation, such as reviewing ideas submitted for consideration as 
possible models, overseeing the evaluations of models, providing 
feedback to model participants about their performance, disseminating

12We previously reported that as of March 31,2012, the groups that implement models 
included the Medicare Demonstration Group, which was responsible for implementing 
models required by authorities other than section 1115A of the Social Security Act and 
CMS demonstrations that existed prior to the establishment of the Innovation Center. See 
GAO-13-12. According to Innovation Center officials, the responsibility for these models 
and demonstrations was reassigned to other model groups.
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lessons learned across models, and monitoring budget resources.13 The 
Office of the Director, in general, has oversight responsibilities for the 
models led by these groups. Table 1 provides information on the staffing 
groups within the Innovation Center.

T a b le  1: D e s c r ip t io n  o f  C e n t e r  fo r  M e d ic a re  a n d  M e d ic a id  In n o v a t io n  ( In n o v a t io n  C e n t e r )  S t a f f in g  G r o u p s

G r o u p P u r p o s e

G r o u p s  th a t c o o r d in a t e  m o d e l d e v e lo p m e n t  a n d  im p le m e n ta t io n

P a t i e n t  C a r e  M o d e l s  G r o u p D e v e lo p  a n d  c o o r d i n a t e  t h e  im p l e m e n t a t i o n  o f  m o d e l s  d e s i g n e d  t o  im p r o v e  

c a r e  f o r  c l i n i c a l  g r o u p s  o f  p a t ie n t s ,  s u c h  a s  p a t ie n t s  n e e d in g  h e a r t  b y p a s s  

s u r g e r y

P r e v e n t i o n  a n d  P o p u la t i o n  H e a l t h  G r o u p D e v e lo p  a n d  c o o r d i n a t e  t h e  im p l e m e n t a t i o n  o f  m o d e l s  d e s i g n e d  t o  im p r o v e  t h e  

h e a l t h  o f  d i f f e r e n t  p o p u la t io n s  o f  b e n e f i c ia r ie s .

S e a m l e s s  C a r e  M o d e ls  G r o u p D e v e lo p  a n d  c o o r d i n a t e  t h e  im p l e m e n t a t i o n  o f  m o d e l s  d e s i g n e d  t o  im p r o v e  

c o o r d i n a t i o n  o f  c a r e  f o r  a  g e n e r a l  p a t ie n t  p o p u la t io n  a c r o s s  c a r e  s e t t i n g s .

S t a t e  I n n o v a t io n s  G r o u p D e v e lo p  a n d  c o o r d i n a t e  t h e  im p l e m e n t a t i o n  o f  m o d e l s  d e s i g n e d  t o  u s e  s t a t e s '  

p o l i c y  a n d  r e g u l a t o r y  l e v e r s  t o  a c c e l e r a t e  h e a l t h  c a r e  t r a n s f o r m a t i o n  in  m u l t i ­

p a y e r  e n v i r o n m e n t s .

G r o u p s  th a t  s u p p o r t  m o d e l d e v e lo p m e n t  a n d  im p le m e n ta t io n

B u s in e s s  S e r v i c e s  G r o u p P r o v i d e  a d m in i s t r a t i v e  s u p p o r t  t o  t h e  I n n o v a t io n  C e n t e r  in  a r e a s  s u c h  a s  

b u d g e t i n g ,  c o n t r a c t i n g ,  p r o je c t  m a n a g e m e n t ,  i n f o r m a t i o n  t e c h n o l o g y  s u p p o r t  

a n d  m a in t e n a n c e .

L e a r n i n g  a n d  D i f f u s i o n  G r o u p F a c i l i t a t e  le a r n in g  w i t h in  m o d e l s  a n d  d i s s e m i n a t e  t h e  le s s o n s  le a r n e d  a c r o s s  

m o d e l s  s o  t h a t  p a r t i c ip a n t s  c a n  b e n e f i t  f r o m  t h e  e x p e r i e n c e s  o f  o t h e r  m o d e ls .

P o l i c y  a n d  P r o g r a m s  G r o u p M a n a g e  id e a s  f o r  c o n s i d e r a t i o n  a s  p o s s i b le  m o d e l s  a n d  s e e k  t o  e n s u r e  a  

b a l a n c e d  p o r t f o l io  o f  d i f f e r e n t  t y p e s  o f  m o d e l s  a n d  m a n a g e  s t a k e h o l d e r  

e n g a g e m e n t  f o r  t h e  I n n o v a t io n  C e n t e r . 3

R e s e a r c h  a n d  R a p id  C y c l e  E v a lu a t io n  G r o u p C o o r d in a t e  t h e  e v a l u a t io n  o f  m o d e l s  a n d  p r o v id e  o n g o in g  f e e d b a c k  t o  

p a r t i c ip a n t s .

Source: GAO analysis of Centers for Medicare & Medicaid Services information. | GAO-18-302

Notes: We previously reported that the groups under which the Innovation Center organized staff 
included the Medicare Demonstration Group and the Stakeholder Engagement Group. See 
GAO-13-12. The Medicare Demonstration Group, which previously was responsible for implementing

13W e  p r e v io u s l y  r e p o r t e d  t h a t  a s  o f  M a r c h  3 1 , 2 0 1 2 ,  t h e  g r o u p s  t h a t  s u p p o r t  m o d e l  

i m p l e m e n t a t i o n  i n c lu d e d  t h e  S t a k e h o ld e r  E n g a g e m e n t  G r o u p ,  w h i c h  c o n d u c t e d  o u t r e a c h  

t o  p o t e n t ia l  s t a k e h o l d e r s ,  t o  g a in  s u p p o r t  a n d  s o l i c i t  id e a s  f o r  in n o v a t i v e  m o d e ls ,  a n d  t o  

p o t e n t ia l  p a r t i c i p a n t s — s u c h  a s  p h y s i c ia n  g r o u p s  a n d  h o s p i t a ls — t o  in f o r m  t h e m  o f  t h e  

o p p o r t u n i t y  t o  p a r t i c ip a t e  in  m o d e ls .  S e e  G A O - 1 3 - 1 2 . A c c o r d i n g  t o  I n n o v a t io n  C e n t e r  

o f f i c ia l s ,  t h is  g r o u p  w a s  in c o r p o r a t e d  in t o  t h e  P o l i c y  a n d  P r o g r a m s  G r o u p  in  2 0 1 6 .  T h e  

P o l i c y  a n d  P r o g r a m s  G r o u p  is  a l s o  r e s p o n s i b le  f o r  d e v e lo p i n g  a n d  im p l e m e n t i n g  a  p o r t io n  

o f  t h e  Q u a l i t y  P a y m e n t  P r o g r a m — a  n e w  p a y m e n t  f r a m e w o r k  f o r  M e d ic a r e  i n t e n d e d  t o  

r e w a r d  p r o v id e r s  f o r  e f f i c ie n t ,  h i g h - q u a l i t y  c a r e ,  in s t e a d  o f  a  h i g h e r  v o l u m e  o f  s e r v ic e s .  

T h i s  p r o g r a m  in c lu d e s  t w o  t r a c k s :  ( 1 )  t h e  M e r i t - b a s e d  I n c e n t i v e  P a y m e n t  S y s t e m  a n d  ( 2 )  

A d v a n c e d  A l t e r n a t i v e  P a y m e n t  M o d e ls .
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certain models and demonstrations, was eliminated, and its responsibilities were reassigned to other 
groups. The Stakeholder Engagement Group was incorporated into the Policy and Programs Group.

aThe Policy and Programs Group is also responsible for developing and implementing a portion of the 
Quality Payment Program—a new payment framework for Medicare intended to reward health care 
providers for efficient, high-quality care, instead of a higher volume of services. This program includes 
two tracks: (1) the Merit-based Incentive Payment System and (2) Advanced Alternative Payment 
Models.

Innovation Center Process 
for Model Development 
and Implementation

The Innovation Center has developed internal agency guidance that 
outlines a general process used by the four model groups for developing 
and implementing models. (See fig. 2.) Appendix I provides additional 
information about the general process for implementing models.
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F ig u r e  2 : C e n t e r  fo r  M e d ic a re  a n d  M e d ic a id  In n o v a t io n  (In n o v a t io n  C e n t e r )  P r o c e s s  fo r  M o d el D e v e lo p m e n t  a n d  
Im p le m e n ta t io n

Innovation Center The Innovation Center has organized its models into seven categories
Categories for Models based on delivery and payment approaches tested and program

beneficiaries covered. The seven categories are as follows:
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• Accountable Care. This category includes models built around 
accountable care organizations (ACOs)— groups of coordinated 
health care providers who are held responsible for the care of a group 
of patients. The models are designed to encourage ACOs to invest in 
infrastructure and care processes for improving coordination, 
efficiency, and quality of care for Medicare beneficiaries.

• Episode-based payment initiatives. This category includes models 
in which providers are held accountable for the Medicare spending 
and quality of care received by beneficiaries during an "episode of 
care,” which begins with a health care event (e.g., hospitalization) and 
continues for a limited time after.

• Initiatives Focused on Medicare-Medicaid Beneficiaries. This 
category includes models focused on better serving individuals 
eligible for both Medicaid and Medicare in a cost-effective manner.

• Initiatives Focused on Medicaid and CHIP Populations. This 
category includes models administered by participating states to lower 
spending and improve quality of care for Medicaid and CHIP 
beneficiaries.

• Initiatives to Accelerate the Development and Testing of New 
Payment and Service Delivery Models. This category includes 
models where the Innovation Center works with participants to test 
state-based and locally developed models, covering Medicare 
beneficiaries, Medicaid beneficiaries, or both.

• Initiatives to Speed the Adoption of Best Practices. This category 
includes models in which the Innovation Center collaborates with 
health care providers, federal agencies, and other stakeholders to test 
ways of disseminating evidence-based best practices that improve 
Medicare spending and quality of care for beneficiaries.

• Primary Care Transformation. This category includes models that 
use advanced primary care practices— also called "medical homes”— 
to emphasize prevention, health information technology, care 
coordination, and shared decision-making among patients and their 
providers.

For certain categories, the Innovation Center assigns primary 
responsibility for developing and implementing models to a single model 
group; for some other categories, the responsibility is shared across 
different groups. For example, the center assigned responsibility for 
models in the ACO and the Primary Care Transformation categories to 
the Seamless Care Model Group, whereas the responsibility for models in 
the Initiatives to Accelerate the Development and Testing of New
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Payment and Service Delivery Models categories were assigned across 
all four model groups. Appendix II provides a summary of the number of 
models organized under each category and a description of each model.

The Innovation 
Center Implemented 
37 Models That Test 
Varying Delivery and 
Payment Approaches, 
and Obligated over 
$5.6 Billion

As of March 1, 2018, the Innovation Center had implemented 37 models 
under section 1115A of the Social Security Act.14 (See fig. 3.) Of those 37 
models, the testing period has concluded for 10 of them.15 In addition, the 
Innovation Center has announced two models to begin testing in 2018.

The Innovation Center 
Implemented 37 Models 
and Announced an 
Additional 2; Models 
Varied by Delivery and 
Payment Approaches 
Tested, Beneficiaries 
Covered, and Other 
Characteristics

14In addition to these models, we previously reported that the Innovation Center was 
responsible for implementing 6 models required by other provisions of PPACA, as well as 
20 CMS demonstrations that existed prior to the establishment of the Innovation Center. 
See GAO-13-12. The testing periods for 4 of the 6 models required by other provisions of 
PPACA and 19 of 20 demonstrations have ended. See appendix III for more information 
on the 6 models required by other provisions of PPACA.

15These ten models are the Advance Payment ACO Model, the Bundled Payments for 
Care Improvement Model 1 (Retrospective Acute Care Hospital Stay Only), the 
Comprehensive Primary Care Initiative, the Federally Qualified Health Center Advanced 
Primary Care Practice Demonstration, the Health Care Innovation Awards Round 1, the 
Health Care Innovation Awards Round 2, the Initiative to Reduce Avoidable 
Hospitalizations among Nursing Facility Residents: Phase One, Pioneer ACO, Partnership 
for Patients, and State Innovation Models Initiative: Round One.
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F ig u r e  3: C u m u la t iv e  N u m b e r  o f  M o d e ls  Im p le m e n te d  b y  th e  C e n t e r  fo r  M e d ic a re  
a n d  M e d ic a id  In n o v a t io n , 2 0 1 1 -2 0 1 8

Note: Models were implemented between January 1,2011 and March 1,2018. Of the 37 models, the 
testing period ended in calendar year 2017 or before for 10 models.

Innovation Center models varied based on several characteristics, 
including delivery and payment approaches tested and program(s) 
covered. Delivery and payment approaches varied across all 
implemented and announced models— even models organized by the 
Innovation Center under the same model category. For example, the six 
models that tested an episode-based payment approach varied in terms 
of how episodes were defined, including the clinical and surgical episodes 
to which models applied. In addition, some models included multiple 
approaches for achieving changes in health care delivery or payment. 
Models also differed in terms of the programs covered, with 22 models 
covering Medicare only, 9 models covering Medicare and Medicaid, one 
model covering Medicaid and CHIP, and 7 models covering all three 
programs. Other characteristics by which models varied include the 
nature of model participation for providers (voluntary or mandatory) and 
the source of innovation (i.e., federal, state, or local initiatives). See table 
2 for a breakdown of models across selected characteristics. Appendix II 
provides a full description of all models implemented and announced by 
the Innovation Center.
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T a b le  2 : S e le c t e d  C h a r a c t e r is t ic s  o f  th e  C e n t e r  fo r  M e d ic a re  a n d  M e d ic a id  In n o v a t io n  Im p le m e n te d  a n d  A n n o u n c e d  M o d e ls , 
a s  o f  M a rch  1, 2 0 1 8

M o d e l c h a r a c t e r is t ic  D e s c r ip t io n  o f  m o d e ls  im p le m e n te d  o r  a n n o u n c e d

P r o g r a m  c o v e r e d •

•
•
•

T w e n t y - t w o  m o d e l s  c o v e r e d  M e d ic a r e  o n l y — o n e  o f  w h i c h  s p e c i f i c a l l y  f o c u s e d  o n  

M e d ic a r e  A d v a n t a g e .

N in e  m o d e l s  c o v e r e d  M e d ic a r e  a n d  M e d ic a id .

O n e  m o d e l  c o v e r e d  M e d ic a id  a n d  t h e  C h i l d r e n 's  H e a l t h  I n s u r a n c e  P r o g r a m  ( C H I P ) .  

S e v e n  m o d e l s  c o v e r e d  M e d ic a r e ,  M e d ic a id ,  a n d  C H I P .

N a t u r e  o f  p r o v id e r  p a r t i c ip a t i o n •
•
•

T h i r t y - s e v e n  m o d e l s  h a d  v o l u n t a r y  p a r t i c ip a t i o n .

O n e  m o d e l  h a d  a  c o m b in a t i o n  o f  m a n d a t o r y  a n d  v o l u n t a r y  p a r t i c i p a t i o n . 3 

O n e  m o d e l  h a d  m a n d a t o r y  p a r t i c ip a t i o n .

I n n o v a t io n  s o u r c e •

•

•

T h i r t y - o n e  m o d e l s  t e s t e d  a  d e l i v e r y  a n d  p a y m e n t  a p p r o a c h  d e s i g n e d  b y  t h e  

I n n o v a t io n  C e n t e r .

S i x  m o d e l s  t e s t e d  a p p r o a c h e s  d e s i g n e d  a n d  im p l e m e n t e d  b y  o r  in  p a r t n e r s h ip  w i t h  

s t a t e s .

T w o  m o d e l s  t e s t e d  a  v a r i e t y  o f  d e l i v e r y  a n d  p a y m e n t  a p p r o a c h e s  d e s i g n e d  a n d  

im p l e m e n t e d  b y  i n d iv i d u a l  c o o p e r a t i v e  a g r e e m e n t  a w a r d e e s .

O t h e r • E i g h t  m o d e l s  w e r e  c o n s i d e r e d  a d v a n c e d  a l t e r n a t i v e  p a y m e n t  m o d e l s — p a y m e n t  

a p p r o a c h e s  t h a t  g a v e  in c e n t i v e  p a y m e n t s  t o  p r o v id e  h i g h - q u a l i t y  a n d  c o s t - e f f i c i e n t

c a r e  a l lo w in g  p r o v id e r s  t o  e a r n  m o r e  f o r  t a k in g  o n  s o m e  r i s k  r e la t e d  t o  p a t ie n t  

o u t c o m e s .

•  T w o  m o d e l s  t e s t e d  d e l i v e r y  a n d  p a y m e n t  a p p r o a c h e s  d e s i g n e d  t o  p r e v e n t  t h e  

d e v e lo p m e n t  o f  s p e c i f i c  d i s e a s e s  in  a t - r i s k  b e n e f i c ia r ie s .

•  T w o  m o d e l s  f o c u s e d  o n  s p e c i a l t y  c a r e  s e r v i c e s —  o r t h o p e d i c  s u r g e r ie s  a n d  

c h e m o t h e r a p y — t o  t e s t  p a y m e n t  a r r a n g e m e n t s  in  w h i c h  h o s p i t a ls  r e c e iv e d  a d d i t io n a l  

p a y m e n t s  o r  m a d e  r e c o u p m e n t  p a y m e n t s  i f  t o t a l  s p e n d in g  f o r  M e d ic a r e  s e r v ic e s  

p r o v id e d  d u r in g  a n  “ e p i s o d e  o f  c a r e ” w a s  o v e r  o r  u n d e r  a  p r e d e t e r m i n e d  t a r g e t  

p r ic e .

Source: GAO analysis of Centers for Medicare & Medicaid Services information. | GAO-18-302

aOn December 1, 2017, a final rule was issued making provider participation in select geographic 
areas voluntary for this model, effective January 1,2018. Prior to the final rule, provider participation 
was mandatory in all geographic areas included in this model.

In September 2017, the Innovation Center provided some insight into its 
future plans when it issued an informal “request for information” that 
identified guiding principles under which models will be designed going 
forward, described focus areas for new models, and requested feedback 
from stakeholders. One of the guiding principles focused on voluntary 
models— a principle consistent with a final rule published in December 
2017 canceling four mandatory participation models in development and 
making participation in a fifth mandatory model voluntary for some
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geographic areas.16 Other guiding principles included promoting 
competition based on quality, outcomes, and costs; empowering 
beneficiaries, their families, and caregivers to take ownership of their 
health; and using data-driven insights to ensure cost-effective care that 
also leads to improvements in beneficiary outcomes. In addition, the 
Innovation Center indicated the following focus areas for new model 
development: additional advanced alternative payment models; 
consumer-directed care and market-based innovation models; physician 
specialty models; prescription drug models; Medicare Advantage 
innovation models; state-based and local innovation, including Medicaid- 
focused models; mental and behavioral health models; and program 
integrity.

The Innovation Center 
Obligated over 55 Percent 
of Its Initial Multiyear 
Appropriation through 
Fiscal Year 2016

According to Innovation Center documentation, through September 30, 
2016, the center obligated over $5.6 billion of the $10 billion appropriated 
for fiscal years 2011 through 2019 under section 1115A of the Social 
Security Act.17 The obligated amounts for individual models during this 
period ranged from $8.4 million to over $967 million, and varied based on 
model scope and design.18 For example, a model where the Innovation 
Center used its waiver authority to provide additional flexibility to 
participants (rather than additional funding) required only $8.4 million in 
obligations for the evaluation of the model and implementation activities.
In contrast, a model where the Innovation Center awarded funding to a

16See 82 Fed. Reg. 57,066 (Dec. 1, 2017). The final rule canceled the Episode Payment 
Models—the Surgical Hip/Femur Fracture Treatment Model, the Acute Myocardial 
Infarction Model, and the Coronary Artery Bypass Graft Model—and the Cardiac 
Rehabilitation Incentive Payment Model, all of which were scheduled to begin on January 
1, 2018. The Comprehensive Joint Replacement model was implemented in April 2016 in 
67 geographic areas. When implemented, participation was mandatory in all areas. The 
final rule made participation voluntary in 33 of the 67 geographic areas and for all low 
volume and rural hospitals.

17An obligation is a definite commitment that creates a legal liability of the government for 
the payment of goods and services ordered or received, or a legal duty on the part of the 
United States that could mature into a legal liability by virtue of actions on the part of the 
other party beyond the control of the United States. Payment may be made immediately or 
in the future.
18Obligated amounts for individual models reflect payments made to model participants 
(including health care providers, states, and others) as well as other payments to support 
model development and testing. Amounts do not include Medicare, Medicaid, and CHIP 
payments that health care providers or others receive for services provided to the 
beneficiaries. For models selected by the Innovation Center for development and 
implementation, the center obtains approval from CMS, HHS, and OMB for the amount it 
expects will be required to test and evaluate models.
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broad set of partners, including providers, local government, and public- 
private partnerships, to test their own care delivery and payment models 
required more than $870 million in obligations for payments to awardees 
and used over $95 million for contractor evaluations and other activities 
that supported model development and implementation.

Innovation Center spending falls into three categories: model programs, 
innovation support, and administration.

• Model programs include obligations that directly support individual 
models and delivery system reform initiatives.

• Innovation support includes center-wide operational expenses that are 
not directly attributable to a single model.

• Administration includes permanent federal full-time equivalent payroll 
expenses, administrative contracts, administrative interagency 
agreements, and general administrative expenses.

As the Innovation Center implemented additional models each year, total 
annual obligations increased steadily from approximately $95 million in 
fiscal year 2011 to more than $1.3 billion in fiscal year 2015, but 
decreased slightly in fiscal year 2016. (See fig. 4) Most of these total 
obligations were for model programs, which followed a similar pattern, 
increasing from $51 million in 2011 to about $1.1 billion in fiscal year 
2015, with a slight decrease in fiscal year 2016. According to officials, the 
2016 decrease in obligations for model programs was due in part to some 
of the earlier, expensive models ending and to newer models being less 
costly than the older models. Officials noted, for example, that a number 
of newer models incorporated basic program infrastructure used in 
previously implemented models, which allowed for reduced model costs. 
Officials also indicated that the decrease in obligations may be due to 
newer models using payment approaches that are funded by the 
Medicare Trust Fund, rather than funded by the Innovation Center’s 
dedicated appropriation. The center’s obligations for both innovation 
support and administration increased from around $20 million for each 
category in fiscal year 2011 to about $163 million for innovation support 
and $119 million for administration in fiscal year 2016. Officials told us 
that as obligations for model programs grew, so did obligations for 
innovation support and administration, which includes indirect costs and 
contractor assistance.
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F ig u r e  4 : C e n t e r  fo r  M e d ic a re  a n d  M e d ic a id  In n o v a t io n  A n n u a l O b lig a t io n s ,  F i s c a l  
y e a r s  2 0 1 1 -2 0 1 6
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Source: GAO analysis of Centers for Medicare & Medicaid Services data. | GAO-18-302

Page 17 GAO-18-302 CMS Innovation Center



Evaluations Inform 
the Development of 
Models and Decisions 
to Certify Certain 
Models for Expansion

The Innovation Center 
Has Used the Results 
from Evaluations to Inform 
the Development of 
Additional Models and to 
Make Changes to 
Implemented Models

The Innovation Center has used the results from model evaluations to 
generate ideas for new models. For some of the early implemented 
models, evaluation results showed reduced spending and maintained or 
improved quality of care, but also identified model design limitations that 
could affect those results. According to officials, in some of these 
instances, the Innovation Center has developed new models that build 
upon the approaches of earlier models, but include adjustments intended 
to address identified limitations (see text box).

Eva lu atio n s of Im plem ented M odels
The evaluation of each model is performed by 
a third-party contractor, who generally 
determines the effect of a model on quality of 
care and program spending by comparing 
data for model participants to those of a 
comparison group of providers and 
beneficiaries with characteristics similar to 
model participants. For purposes of the 
evaluation, the Innovation Center has the 
authority to require the collection and 
submission of necessary data by model 
participants. Accordingly, the third-party 
contractor collects both quantitative and 
qualitative data. The quantitative data are 
used to assess program spending and quality 
of care and the qualitative data are used to 
provide the context needed to understand the 
quantitative results.
Source: GAO | GAO-18-302

E x a m p le  o f  A  M o d e l T h a t  T e s t s  th e  S a m e  G e n e r a l D e liv e r y  a n d  P a y m e n t  A p p r o a c h  
o f  a  P r e v io u s ly  Im p le m e n te d  M o d el W h ile  A d d r e s s in g  L im it a t io n s
Bundled Payment for Care Improvement (BPCI) Model 2 tested an episode-based 
delivery and payment approach in which the Innovation Center set a benchmark, or 
target, price for all Medicare services a beneficiary might receive during a clinical 
episode—defined by BPCI Model 2 as the initial hospital stay and all services received up 
to 90 days after discharge. If the total spending for Medicare services during an episode 
was lower than the target price, participating hospitals would receive payments in 
addition to the normal fee-for-service payments. If the total spending for Medicare 
services during an episode was higher than the target price, participating hospitals would 
have to reimburse Medicare. Participants could select up to 48 different clinical episodes 
under the model.
The evaluation of BPCI Model 2 found that orthopedic surgery episodes—of which 
approximately 90 percent were hip and knee joint replacement surgeries—may have 
resulted in reduced program spending and improved quality of care. However, the 
evaluation also identified limitations affecting those results. For example, the target prices 
for hip and knee replacement surgeries did not account for potential differences in 
Medicare spending between elective surgeries and surgeries required after a fracture. As 
a result of this limitation, hospitals could attempt to control spending by limiting the 
number of episodes associated with higher cost beneficiaries (i.e., those requiring 
surgery due to a fracture).
In part to address the design issue identified under BPCI Model 2, Innovation Center 
officials told us they developed the Comprehensive Care for Joint Replacement (CJR) 
model. Implemented in April 2016, the CJR model tests the same general delivery and 
payment approach used in BPCI Model 2, but focuses specifically on hip and knee joint 
replacement surgical episodes and adjusts the target price to account for the higher 
spending related to hip and knee joint replacement surgeries following a fracture. As of 
March 1, 2018, no evaluations of the CJR model have been publicly released.

Source: GAO. | GAO-18-302
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The Innovation Center has also used the results from evaluations as one 
way to improve the operational and participant support for new models. 
According to officials, evaluations have helped them identify lessons 
learned regarding support systems, such as which types of systems work 
well with which types of models, and then the center incorporated those 
lessons when designing the systems for new models. For example, 
officials noted that the experience with the learning system from the 
Bundled Payments for Care Improvement (BPCI) models informed the 
learning system for the Comprehensive Care for Joint Replacement 
(CJR) model.19 The lessons learned helped the Innovation Center better 
identify where participants would need additional support and the learning 
activities— such as webinars and implementation guides—to provide the 
needed support during the early stages of model implementation. 
Innovation Center officials told us that these lessons from evaluations 
helped ensure that each successive model built upon the collective 
experience of models implemented by the center.20

The Innovation Center also has used evaluation results to make periodic 
changes to models during the testing period. According to officials, these 
changes include adjustments to the delivery and payment approaches 
tested, such as refining the target population, broadening the geographic 
focus, and refinements of spending calculations. Innovation Center 
officials noted that, in general, such changes were limited to minimize 
their effects on the evaluation of program spending and quality of care. 
Officials also identified changes to operational and participant support 
systems, which have included changes to the timing of participant data 
reporting, revisions to how data are collected from participants, and 
changes to the way learning materials are delivered to participants. 
According to officials, these types of changes are generally intended to 
help improve the experience of participants.

19The Innovation Center uses learning systems to help participants achieve success 
under its models by articulating the aim and drivers of success, providing technical 
assistance and feedback, and facilitating peer-to-peer exchange of ideas, among other 
functions.

20Another way in which the evaluations inform the development of additional models 
relates specifically to primary care redesign models. The Innovation Center initiated a 
systematic review of the evaluation results for six primary care redesign models 
implemented by the center. The review, in part, identified common themes to consider 
when developing new models. See https://innovation.cms.gov/Files/reports/primarycare- 
finalevalrpt.pdf (accessed March 7, 2018).
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According to Innovation Center officials, evaluation results may also be 
used in making a decision to terminate a model prior to the end of its 
planned testing period. However, officials stated that the Innovation 
Center has not terminated any models prior to the conclusion of their 
testing periods, either based on the results of an evaluation or for other 
reasons.21

Evaluations Informed 
Innovation Center 
Decisions to Recommend 
Two Models be Certified 
for Expansion

The Innovation Center used evaluation results in recommending two 
models be certified for expansion. According to Innovation Center 
officials, the evaluation of each model adequately demonstrated that the 
delivery and payment approach tested reduced Medicare spending while 
maintaining or improving quality of care. Based on these results, the 
Innovation Center formally requested that CMS’s Office of the Actuary 
analyze the financial impact of a potential expansion of each model. The 
two models were:

• Pioneer ACO. Pioneer ACO tested an ACO delivery and payment 
approach that gave providers an opportunity to be paid a relatively 
greater share of savings generated, compared to participants in other 
ACO models, in exchange for accepting financial responsibility for any 
losses. In year 3 of the model, ACOs that met certain levels of savings 
in the first two years could elect to receive a portion of their Medicare 
fee-for-service payments in the form of predetermined, per beneficiary 
per month payments.

• YMCA of the USA Diabetes Prevention Program (Diabetes 
Prevention Program). The Diabetes Prevention Program applied a 
lifestyle change program recognized by the Centers for Disease 
Control and Prevention to reduce to the risk of Type 2 diabetes for at- 
risk Medicare beneficiaries. The Diabetes Prevention Program was a 
part of the Health Care Innovation Awards Round One model.

When assessing the Pioneer ACO and Diabetes Prevention Program 
models for expansion, the officials from the Office of the Actuary 
considered the model evaluation results that were available and 
information from other sources.22 For example, the assessment of 
Pioneer ACO used historical shared savings calculations and beneficiary

21Innovation Center officials told us that some models have been canceled prior to the 
start of testing due to lack of interest in participation.

22The Office of the Actuary conducted its assessments prior to the availability of final 
evaluations for both models.
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attribution data from ACOs in the Medicare Shared Saving Program and 
Pioneer ACO; Medicare claims and enrollment data; and published 
studies. According to CMS officials, a model evaluation and a certification 
for expansion differ in that a model evaluation assesses the historical 
impact of a delivery and payment approach for model participants only, 
while a certification for expansion assesses the future impact on program 
spending across all beneficiaries, payers, and providers who would be 
affected by the expanded model.

Based on its assessments, the Office of the Actuary certified both models 
for expansion and steps have been taken to expand them. In certifying 
Pioneer ACO, the Office of the Actuary concluded that because ACOs, in 
general, have been shown to produce savings relative to Medicare fee- 
for-service, an expansion of Pioneer ACO would generate further savings 
to the Medicare program.23 According to officials, CMS expanded Pioneer 
ACO by incorporating elements of the model—through rulemaking— as 
one of the options that providers may choose under the Medicare Shared 
Savings Program.24 For the Diabetes Prevention Program, the Office of 
the Actuary concluded that certain changes considered as part of the 
expansion would, in the near term, improve upon the original savings 
achieved as part of the Health Care Innovation Awards as well as savings 
achieved in similar diabetes prevention programs. The Innovation Center 
has expanded—through rulemaking—the Diabetes Prevention Program 
under a new, nationwide model to be implemented in April 2018.

In addition, officials from the Innovation Center and the Office of the 
Actuary discussed potentially assessing whether Partnership for Patients 
should be certified for expansion. Partnership for Patients is a model that 
leveraged federal, state, local, and private programs to spread proven 
practices for reducing preventable hospital-acquired conditions and 
readmissions across acute care hospitals. According to officials, the 
Innovation Center shared the results for Partnership for Patients—which 
showed improved quality of care in the form of reduced preventable 
hospital-acquired conditions and readmissions—with the officials from the

23In order for the requirements for expansion to be met, the Secretary must also 
determine that expansion is expected to reduce spending without reducing the quality of 
care or improve the quality of care without increasing spending and that expansion would 
not deny or limit the coverage or provisions of benefits.

24The Medicare Shared Savings Program is a permanent Medicare ACO program. The 
program includes different participation options that allow ACOs to assume various levels 
of risk.
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Office of the Actuary. After discussing these issues, Innovation Center 
officials decided not to request a formal analysis for certification of 
expansion.25

The Innovation 
Center Established 
Performance Goals 
and Related 
Performance 
Measures and 
Reported Meeting Its 
Targets for Some 
Goals

To assess is own performance, the Innovation Center established three 
center-wide performance goals and related measures.26

Goal 1: Reduce the growth of healthcare costs while promoting 
better health and health care quality through delivery system reform.
This goal has three performance measures that focus on ACOs. As 
shown in table 3, the Innovation Center has reported mixed results in 
achieving the targets set. According to agency reported data, the 
Innovation Center met the targets for 2 of its 3 Goal 1 performance 
measures for 2015. For the remaining measure—the percentage of ACOs 
that shared in savings—the center did not meet its target during either of 
the two years for which data were available. According to officials, when 
results fall short of targets, they examine the causes and make 
appropriate adjustments to the program. Officials stated that the missed 
target was driven by the high growth in the number of ACOs that were 
new— and therefore would not yet be expected to achieve a level of 
savings in which they could share— and not by ACO performance deficits. 
As a result, officials decided that no adjustments were required to the 
Medicare Shared Savings Program or other ACO Models to help improve 
performance. However, as shown in table 3, the Innovation Center set a 
target for 2016 that was lower than the 2015 target. For 2017, the 
Innovation Center lowered the expectation for growth compared to 
previous years, setting a target that was 1 percent higher than the 2016 
target. Moving forward, CMS believes that as more ACOs gain 
experience, more will share in savings. Additionally, the agency expects 
that with additional performance years, the targets for the measure will 
become more refined.

25According to Innovation Center officials, the evidence of improvements under the model 
was sufficient for the model approach to be incorporated in the Quality Improvement 
Organization program—a program under which CMS contracts with organizations to 
improve quality of care of Medicare beneficiaries in nursing homes and other settings.

26We previously reported that the Innovation Center's initial plans for evaluating its own 
performance included aggregating data on cost and quality measures developed for 
individual models, in conjunction with its third-party contractors. See GAO-13-12. 
According to center officials these measures could not be aggregated because of 
differences in the target populations and participating providers across models.
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Table 3: Reported Results of the Center for Medicare and Medicaid Innovation's Performance Measures for Its Goal to Reduce
the Growth of Health Care Costs While Promoting Better Health and Health Care Quality through Delivery System Reform

P e r fo r m a n c e P e r fo r m a n c e  y e a r
m e a s u r e 2 0 1 4 2 0 1 5 2 0 1 6 a 2 0 1 7 a 2 0 1 8 a

Increase the ✓ ✓ n/a n/a n/a
num ber o f Medicare 
beneficiaries who 
have been aligned 
w ith accountable 
care organizations 
(ACOs)

(Target: 5,425,000) (Target: 7,090,000) (Target: 8,710,000) (Target: 9,920,000) (Target:

(Actual: 5,954,342) (Actual: 7,731,655) (Actual: n/a) (Actual: n/a) 11,245,000) 

(Actual: n/a)

Increase the X ✓ n/a n/a n/a
num ber of 
physicians 
participating in an 
ACO s

(Target: 150,000) (Target: 178,000) (Target: 266,600) (Target: 275,200) (Target: 331,200)

(Actual: 132,148) (Actual: 195,212) (Actual: n/a) (Actual: n/a) (Actual: n/a)

Increase the X X n/a n/a n/a
percentage of 
ACO s that share in 
savings

(Target: 35 percent) (Target: 37 percent) (Target: 36 percent) (Target: 37 percent) (Target: n/a)

(Actual: 34 percent) (Actual: 34 percent) (Actual: n/a) (Actual: n/a) (Actual: n/a)

Legend: ✓ -  met or exceeded performance target; X -d id  not meet performance target; n/a -  data not available
Source: Centers for Medicare & Medicaid Services (CMS). | GAO-18-302

aCMS has not released performance data for 2016 through 2018 for this performance measure.

Goal 2: Identify, test, and improve payment and service delivery 
models. This goal has one performance measure, which identifies the 
number of models that currently indicate (1) cost savings while 
maintaining or improving quality or (2) improving quality while maintaining 
or reducing cost. As of September 30, 2016, the Innovation Center 
reported that four section 1115A model tests have met these criteria (see 
table 4). 27

27The four m odels tha t have met the criteria o f the Innovation Center's goal 2 are: P ioneer 
ACO, the D iabetes Prevention Program, the Initiative to Prevent Avoidable 
Hospita lizations among Nursing Facilities Residents Phase 1, and lower-extrem ity jo in t 
rep lacem ent under the BPCI.
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T a b le  4 : R e p o rte d  R e s u lt s  o f  th e  C e n t e r  fo r  M e d ic a re  a n d  M e d ic a id  In n o v a t io n 's  P e r fo r m a n c e  M e a s u r e s  fo r  Its  G o a l to  
Id e n tify , T e s t ,  a n d  Im p ro v e  P a y m e n t  a n d  S e r v ic e  D e liv e r y  M o d e ls

P e r fo r m a n c e  m e a s u r e P e r fo r m a n c e  y e a r

2 0 1 4 2 0 1 5 2 0 1 6 2 0 1 7 a 2 0 1 8 a

Increase the num ber o f model n/a ✓ ✓ n/a n/a
tests tha t currently indicate (1) 
cost savings w h ile maintaining 
or im proving quality, and/or (2) 
im proving quality while 
m aintaining or reducing cost

(Target: 3  m odels) (Target: 4  m odels) (Target: 5  m odels) (Target: 6  m odels)

(Actual: 3 m odels) (Actual: 4 m odels) (Actual: n/a) (Actual: n/a)

Legend: ✓ -  met or exceeded performance target; X -  did not meet performance target; n/a -  data not available
Source: Centers for Medicare & Medicaid Services (CMS). | GAO-18-302

Note: The goal and related performance measure were established in 2014. A target for performance 
was established in 2015.

aCMS has not released performance data for fiscal year 2017 or 2018 for this performance measure.

Goal 3: Accelerate the spread of successful practices and models.
For this goal, the first performance measure focuses on the number of 
states developing and implementing a health system transformation and 
payment reform plan.28 The second measure focuses on increasing the 
percentage of active model participants who are involved in Innovation 
Center or related learning activities. As shown in table 5, the Innovation 
Center reported meeting its target for the first measure for both fiscal 
years 2015 and 2016, but not meeting its target for the second measure. 
For the second measure, the Innovation Center noted in its report to 
Congress that although the results for fiscal year 2016 showed a slight 
decrease in overall participation in Innovation Center or related learning 
activities, the majority of models performed higher than their individual 
targets. Several models underperformed, however, bringing down the 
overall percentage rate.

28The Innovation C enter provides funding and technical assistance to states to design or 
to test new paym ent and service delivery m odels tha t have the potential to reduce health 
care costs in Medicare, Medicaid, and CHIP.
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Table 5: Reported Results of the Center for Medicare and Medicaid Innovation's Performance Measures for Its Goal to
Accelerate the Spread of Successful Practices and Models

P e r fo r m a n c e  m e a s u r e P e r fo r m a n c e  y e a r

2 0 1 4 2 0 1 5 2 0 1 6 2 0 1 7 a 2 0 1 8 a

Num ber o f S tates developing 
and im plem enting a health 
system  transform ation and 
paym ent reform  plan

n/a ✓

(Target: 38 states) 

(Actual: 38 states)

✓

(Target: 38 states) 

(Actual: 38 states)

n/a

(Target: 17  states) 

(Actual: n/a)

n/a

(Target: 12  states) 

(Actual: n/a)

Increase the percentage of 
active model participants who 
are engaged in Innovation 
Center or related learning 
activities

n/a X

(Target: 61  
percent) 

(Actual: 58.6 
percent)

X

(Target: 64.5 
percent)

(Actual: 56.9 
percent)

n/a

(Target: 59.7 
percent) 

(Actual: n/a)

n/a

(Target: 60 
percent)

(Actual: n/a)

Legend: ✓ -  met or exceeded performance target; X -d id  not meet performance target; n/a -  data not available
Source: Centers for Medicare & Medicaid Services (CMS). | GAO-18-302

Note: The goal and related performance measure were established in 2014. A target for performance 
was established in 2015.

aCMS has not released performance data for fiscal year 2017 or 2018 for this performance measure.

In addition to the Goal 3 performance measures, the Innovation Center 
identifies two related contextual indicators—which according to officials 
are measures that provide supporting information to help understand 
trends or other information related to the goal. The first contextual 
indicator provides a snapshot of Medicare beneficiary participation at a 
given point in time for all models operational for more than 6 months. In 
fiscal year 2016, CMS reported that over 3.6 million Medicare fee-for- 
service beneficiaries participated in models, representing approximately 9 
percent of Medicare fee-for-service beneficiaries. The second contextual 
indicator provides information to help understand the level of interest and 
participation among providers in the Innovation Center’s model portfolio.
In fiscal year 2016, the Center estimates that 103,291 providers 
participated in Innovation Center payment and service delivery models.

In addition to the three goals established by the Innovation Center, CMS 
has established an agency-wide goal related to the center’s performance. 
In 2015, CMS announced goals to help drive Medicare, and the health 
care system at large, toward rewarding the quality of care instead of the 
quantity of care provided to beneficiaries. One of these goals was to shift 
Medicare health care payments from volume to value using alternative 
payment models established under the Innovation Center. This agency­
wide goal has one performance measure, which is to increase the
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percentage of Medicare fee-for-service payments tied to alternative 
payment models, such as ACOs or bundled payment arrangements. As 
shown in table 6, CMS reported meeting its target for 2015 and 2016.

T a b le  6 : R e p o rte d  R e s u lt s  o f  C e n t e r  fo r  M e d ic a re  &  M e d ic a id  S e r v ic e s '  P e r fo r m a n c e  M e a s u r e s  fo r  Its  G o a l to  S h if t  M e d ic a re  
H e a lth  C a r e  P a y m e n t s  fro m  V o lu m e  to  V a lu e

P e r fo r m a n c e  m e a s u r e P e r fo r m a n c e  y e a r

2 0 1 4 2 0 1 5 2 0 1 6 2 0 1 7 a 2 0 1 8 a

Increase the percentage of 
Medicare Fee-for-Service 
Payments Tied to Alternative 
Payment Models

n/a ✓
(Target: 26 

percent)
(Actual: 26 

percent)

✓
(Target: 30 

percent)
(Actual: 30 

percent)

n/a
(Target: 40 

percent)
(Actual: n/a)

n/a
(Target: 50 

percent)
(Actual: n/a)

Legend: ✓  -  met or exceeded performance target; X -  did not meet performance target; n/a -  data not available
Source: Centers for Medicare & Medicaid Services (CMS). | GAO-18-302

Note: The goal and related performance measure were established in 2014. A target for performance 
was established in 2015.

aCMS has not released performance data for 2017 or 2018 for this performance measure.

Looking forward, officials told us that the Innovation Center has 
developed a methodology to estimate a forecasted return on investment 
for the model portfolio, and is in the early stages of refining the 
methodology and applying it broadly across the portfolio in 2018. As part 
of the development efforts, the Innovation Center expects to utilize 
standard investment measures used in the public and private sectors.

Agency Comments We provided a draft of this report to HHS for comment. The Department 
provided technical comments, which we incorporated as appropriate.

As agreed with your offices, unless you publicly announce the contents of 
this report earlier, we plan no further distribution until 30 days from the 
report date. At that time, we will send copies to the Secretary of Health 
and Human Services. In addition, the report will be available at no charge 
on the GAO website at http://www.gao.gov.
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If you or your staff have any questions about this report, please contact 
me at (202) 512-7114 or kingk@gao.gov. Contact points for our Offices of 
Congressional Relations and Public Affairs may be found on the last page 
of this report. GAO staff who made key contributions to this report are 
listed in appendix IV.

Kathleen M. King 
Director, Health Care
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Appendix I: Center for Medicare and 
Medicaid Innovation’s General Process for 
Implementing Models

T a b le  7 : D e s c r ip t io n  o f  th e  C e n t e r  fo r  M e d ic a re  a n d  M e d ic a id  In n o v a t io n 's  ( In n o v a t io n  C e n t e r )  G e n e r a l P r o c e s s  fo r  M o d el 
Im p le m e n ta t io n

Id e a  &  c o n c e p t

I d e n t i f y  id e a s  f o r  n e w  m o d e l s  •  I n t e r n a l l y ,  t h e  I n n o v a t io n  C e n t e r  r e c e iv e s  id e a s  f o r  d i f f e r e n t  p a y m e n t  a n d

c a r e  d e l i v e r y  a p p r o a c h e s  f r o m  t h e  a d m in i s t r a t i o n  a n d  le a d e r s h ip  o f  t h e  

C e n t e r s  f o r  M e d ic a r e  &  M e d ic a id  S e r v i c e s  ( C M S )  a n d  t h e  D e p a r t m e n t  o f  

H e a l t h  a n d  H u m a n  S e r v i c e s  ( H H S ) .

•  E x t e r n a l l y ,  t h e  I n n o v a t io n  C e n t e r  s o l i c i t s  a n d  r e c e iv e s  id e a s  f o r  d i f f e r e n t  

p a y m e n t  a n d  c a r e  d e l i v e r y  a p p r o a c h e s  t h r o u g h  l i s t e n in g  s e s s io n s ,  i t s  w e b -  

b a s e d  id e a - s u b m is s io n  t o o l ,  in f o r m a l  r e q u e s t s  f o r  in f o r m a t i o n  in v i t in g  t h e  

p u b l i c  t o  p r o v id e  i n f o r m a t i o n  t o  C M S  f o r  i n f o r m a t i o n  a n d  p l a n n in g  p u r p o s e s ,  

a n d  o t h e r  m e c h a n i s m s . 3

•  A s  p a r t  o f  t h i s  s t e p ,  t h e  I n n o v a t io n  C e n t e r  c o n s i d e r s  m o d e l  t y p e s  s u g g e s t e d  

in  i t s  a u t h o r iz i n g  la w ,  a n d  s e e k s  in p u t  f r o m  a c r o s s  C M S ;  H H S ;  o t h e r  f e d e r a l  

p a r t n e r s ,  i n c lu d i n g  t h e  P h y s i c i a n - F o c u s e d  P a y m e n t  M o d e l  T e c h n i c a l  

A d v i s o r y  C o m m i t t e e  ( P T A C ) ;  a n d  a n  a r r a y  o f  e x t e r n a l  s t a k e h o l d e r s . 13

D e v e lo p  p r o m is in g  id e a s  in t o  c o n c e p t s  f o r  n e w  •  T h e  I n n o v a t io n  C e n t e r  r e v ie w s  d e t a i l s  o f  t h e  id e a s  t h a t  h a v e  b e e n

m o d e l s  s u b m i t t e d — s u c h  a s  t h e  h e a l t h  c a r e  s e r v i c e s  a d d r e s s e d ;  p r o v id e r s ,

b e n e f i c ia r ie s ,  a n d  s t a k e h o l d e r s  in v o lv e d ;  a n d  t h e  r e s o u r c e s  n e e d e d —  t o  

a s s e s s  t h e  p o t e n t ia l  f o r  d e v e lo p i n g  t h e  id e a  in to  a  w o r k i n g  m o d e l .

•  A  s m a l l  c o l l a b o r a t i o n  t e a m  is  f o r m e d  f r o m  a c r o s s  t h e  I n n o v a t io n  C e n t e r  t o  

f u r t h e r  d e v e lo p  p r o m is in g  m o d e l  c o n c e p t s .  A  m o d e l  c o n c e p t  in c lu d e s  

p r e l i m i n a r y  m o d e l  d e s ig n ,  e v a l u a t io n  p la n s ,  b u d g e t  in f o r m a t i o n ,  a n d  

e s t im a t e s  o f  p o t e n t ia l  s a v i n g s  t o  b e  a c h ie v e d .

•  T h e  I n n o v a t io n  C e n t e r  e v a l u a t e s  c o n c e p t s  in  t h e  c o n t e x t  o f  t h e  c u r r e n t  

p o r t f o l io  o f  m o d e ls ,  a d m in i s t r a t i o n  p r io r i t i e s ,  a n d  o t h e r  c r i t e r i a  s u c h  a s  t h e  

p o t e n t ia l  im p a c t  o n  M e d ic a r e  a n d  M e d ic a id  b e n e f i c ia r ie s ,  t h e  c o n c e p t ’ s  

a b i l i t y  t o  im p r o v e  h o w  c a r e  is  d e l i v e r e d  n a t io n a l l y ,  a n d  t h e  d e g r e e  t o  w h ic h  

t h e  c o n c e p t  w o u ld  m e e t  t h e  n e e d s  o f  t h e  m o s t  v u l n e r a b le  b e n e f i c ia r ie s .

P la n n in g  &  d e s ig n

D e v e lo p  a n  I n n o v a t io n  C e n t e r  I n v e s t m e n t  •  O n c e  t h e  I n n o v a t io n  C e n t e r  d e c i d e s  t o  m o v e  f o r w a r d  w i t h  a  c o n c e p t ,  it

P r o p o s a l  ( I C I P )  d e v e lo p s  a n  I C I P ,  w h i c h  t y p i c a l l y  in c lu d e s

• a  p r o p o s e d  d e s ig n  f o r  t h e  m o d e l ,  in c lu d i n g  t h e  s iz e  a n d  s c o p e  

o f  t e s t i n g ,  t h e  p o p u la t io n  a n d  p r o g r a m s  in v o lv e d ,  a n d  d u r a t io n ;

• a  s u m m a r y  o f  p r io r  e v i d e n c e  a n d  s u p p o r t in g  r e s e a r c h ;

• a  p r e l i m i n a r y  e v a l u a t io n  p la n ,  in c lu d i n g  r e s e a r c h  q u e s t i o n s ,  

p r o p o s e d  m e a s u r e s  r e la t e d  t o  s p e n d in g  a n d  q u a l i t y ,  a n d  

d i s c u s s io n  o f  t h e  m o d e l ’ s  e x p e c t e d  im p a c t ;  a n d

• a n  im p l e m e n t a t i o n  p la n ,  in c lu d i n g  t h e  a p p l i c a t i o n  a n d  s e l e c t i o n  

p r o c e s s ,  a n  a n a l y s i s  o f  w h e t h e r  t h e  m o d e l  o v e r la p s  o r  

c o m p le m e n t s  o t h e r  in i t i a t i v e s ,  a n d  a n  a n a ly s is  o f  t h e  p o t e n t ia l  

f o r  e x p a n s io n  o f  t h e  m o d e l .

•  T h e  I n n o v a t io n  C e n t e r  p r e p a r e s  s e p a r a t e  d o c u m e n t s  f o r  a p p r o v a l  t h a t  a r e  

r e la t e d  t o  f u n d i n g  r e q u e s t s  a n d  s o l i c i t a t i o n s  a s s o c i a t e d  w i t h  t h e  m o d e l .
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Appendix I: Center for Medicare and Medicaid
Innovation’s General Process for Implementing
Models

Obtain approval from CMS, HHS, and the Office of 
Management and Budget (OMB) and announce 
model

S o l ic i t  &  b u ild

Solicit and select contractors for evaluating and 
implementing model

Solicit, select, and establish agreements with 
participants

The Innovation Center seeks approval for the model. This includes separate 
approval processes for the ICIP, model funding, and any solicitations that 
would be issued to potential participants.
The approval process includes a sequence of reviews within CMS, within 
HHS, and finally within OMB. During these reviews, revisions may be made 
on the basis of input from individuals in other CMS centers and offices, in 
other related HHS programs, and from OMB.
Once the ICIP is approved, the Innovation Center issues an announcement 
and other information about the model to the public.

The Innovation Center solicits and hires contractors to evaluate the model. 
Applicants are asked to propose specific evaluation approaches to the 
preliminary evaluation plans that the Innovation Center has identified. 
Contractors are selected through a competitive process. Once a contractor is 
selected, it works with the Innovation Center to complete a design phase and 
reach agreement on the final evaluation plan for the model.
The Innovation Center also engages contractors for other purposes that are 
part of implementation, such as data collection and provider recruitment.
The Innovation Center issues information about how to apply for participation 
in the model, including information about which types of providers or 
organizations are eligible to participate, the process for submitting 
applications, and the selection process. The Innovation Center may also 
organize webinars or learning sessions open to the public and interested 
participants to share information and answer questions.
Innovation Center models vary by the type of participant that is involved—for 
example, physician group practices, health plans, and state Medicaid 
programs.
Models also vary in terms of the type of agreement that is established with 
participants—for example, whether it is a grant, a cooperative agreement, a 
contract, or a provider agreement.
The selection process for participants is generally competitive. The criteria 
used in the selection process may vary by model. For example, selection 
criteria may include such factors as organizational capabilities and plans for 
ensuring quality of care. In other cases, eligible participants may be selected 
in order to achieve a mix and balance of certain characteristics for evaluation 
purposes, for example geographic location (urban, rural) and whether the 
participant uses electronic health records

Page 29 GAO-18-302 CMS Innovation Center



Appendix I: Center for Medicare and Medicaid
Innovation’s General Process for Implementing
Models

Build operational and participant support • The Innovation Center and contractors create systems or plans that support
the implementation of each model, including:

• information technology systems that collect, maintain, and 
provide access to data;

• a learning system that consists of a combination of educational 
approaches that focus on collaboration and group-based 
activities, as well as known improvement strategies that 
support participants in achieving the goals of the model's 
learning activities;

• a communication plan that establishes communication 
channels between participants and the Innovation Center, as 
well as for information released to the general public;

• a monitoring system that establishes requirements for 
participant reporting and, if applicable, corrective action plans; 
and

• an operational plan that establishes steps—including training— 
to help ensure the Innovation Center and participants 
understand how the model will operate once it is implemented.

R u n , e v a lu a te , &  e x p a n d

Run model implementation • The innovations that models are testing—changes to health care delivery or
payment—are put into effect by CMS and by participants.

• The testing period for Innovation Center models is typically set for 3 to 5 
years. However, monitoring may indicate that the model should be modified, 
terminated, or expanded before this period ends (see below). The Innovation 
Center may choose to shorten the test period for a model for such reasons.

• Data are collected for cost and quality measures. Using a variety of statistical 
techniques, these data are generally compared to data for a comparison 
group representing patients or providers that are not participating in the 
model to determine the model's impact on cost and quality. When 
comparison groups are not possible, data for model participants are 
compared to “baseline” data that represent a period prior to the test period. 
Qualitative information on the different strategies participants may use to 
deliver care under each model is also collected and analyzed.

• During the testing period information collected is shared on a regular basis 
with participants. The purpose of this “rapid cycle” feedback is to provide 
timely information so that participants can make improvements during the 
testing period.

Conduct evaluation of model to assess its impact 
on cost and quality

Page 30 GAO-18-302 CMS Innovation Center



A p p en d ix  I: Cen ter fo r M edicare and M edicaid  
Innovation’s  G eneral P ro c e ss  for Im plem enting  
M odels

Determine whether to terminate, 
recommend expanding model

modify, or • The Innovation Center regularly reviews each model’s impact on the quality 
and cost of care to determine whether the payment or delivery approach is 
successful and should be recommended for expansion.

• The Secretary is required to terminate or modify the design and 
implementation of a model unless the Secretary determines (and the Chief 
Actuary certifies with respect to program spending), after testing has begun, 
that the model is expected to improve the quality of care without increasing 
spending, reduce spending without reducing the quality of care, or improve 
the quality of care and reduce spending.

• The Secretary may expand the duration and scope of a model if (1) the CMS 
Chief Actuary certifies that expansion would reduce or not result in any 
increase in net program spending, (2) the Secretary determines that 
expansion is expected to reduce spending without reducing the quality of 
care or improve the quality of patient care without increasing spending, and 
(3) the Secretary determines that expansion would not deny or limit the 
coverage or provision of benefits.

C lo s in g

Participant, contract, and administrative closeout • The Innovation Center makes final payments to participants and contractors,
final evaluations are completed and publicly released, lessons learned are 
documented and, if applicable, continuity of model operations is coordinated 
with CMS.

Source: Centers for Medicare & Medicaid Services. | GAO-18-302

aAn agency may issue a request for information for planning purposes.

bPTAC was chartered by the Secretary of HHS in January 2016. PTAC evaluates stakeholder 
proposals for physician-focused payment models, and submits comments and makes 
recommendations on the models to the Secretary of HHS, who is required to respond to PTAC's 
recommendations.
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A p p e n d i x  I I :  M o d e l s  I m p l e m e  n t e d  o r  

A n n o u n c e d  b y  t h e  C e n t e r  f o r  M e d i c a r e  a n d  

M e d i c a i d  I n n o v a t i o n  u n d e r  S e c t i o n  1 1 1 5 A

As of March 1, 2018, the Center for Medicare and Medicaid Innovation 
(Innovation Center) organized its models into seven categories based on 
delivery and payment approaches tested and program beneficiaries 
covered. Table 8 provides the number of models implemented and 
announced, organized under each category.

T a b le  8 : N u m b e r  o f  S i c t i o n  1 1 1 5 A  C e n t e r  fo r  M e d ic a r i  a n d  M id ic a id  In n o v a t io n  M o d e ls  Im p le m e n te d  a n d  A n n o u n c e d  b y
C a t e g o r y ,  a s  o f  M a rch  1, 2 0 1 8

M o d el c a t e g o r y M o d e ls  im p le m e n te d M o d e ls  a n n o u n c e d T o ta l

Accountable Care 7 0 7

Episode-based Payment Initiatives 6 1 7

Initiatives Focused on Medicare-Medicaid Enrollees 3 0 3

Initiatives Focused on the Medicaid and Children's 
Health Insurance Program Population

1 0 1

Initiatives to Accelerate the Development and Testing of 
New Payment and Service Delivery Models

14 0 14

Initiatives to Speed the Adoption of Best Practices 2 1 3

Primary Care Transformation 4 0 4

T o ta l 37 2 39

Source: GAO analysis of Centers for Medicare & Medicaid Services information. | GAO-18-302
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Appendix II: Models Implemented or
Announced by the Center for Medicare and
Medicaid Innovation under Section 1115A

The Innovation Center organized seven of its models under the 
Accountable Care category. (See table 9.)

T a b le  9 : D e s c r ip t io n s  a n d  O th e r  In fo rm a t io n  fo r  C e n t e r  fo r  M e d ic a re  a n d  M e d ic a id  In n o v a t io n  ( In n o v a t io n  C e n t e r )  M o d e ls  
O r g a n iz e d  u n d e r  A c c o u n t a b le  C a r e

M o d el D e s c r ip t io n S t a t u s
( Y e a r s  te s te d )

P a r t ic ip a n t s O b lig a t io n s  fu n d e d  
u n d e r  s e c t io n  1 1 1 5 A a 

a n d  t it le s  X V III  a n d  X IX b 
o f  th e  S o c ia l  S e c u r it y  

A c t

A d v a n c e  P a y m e n t  A c c o u n t a b le  C a r e  
O r g a n iz a t io n  ( A C O )  M o d e l -  T e s t e d  t h e  

e f f e c t i v e n e s s  o f  p r o v id in g  p h y s i c i a n - b a s e d  a n d  

r u r a l  M e d ic a r e  S h a r e d  S a v in g s  P r o g r a m  A C O s  

w i t h  u p f r o n t  a n d  m o n t h l y  p a y m e n t s  t h a t  t h e y  

c o u ld  u s e  t o  in v e s t  in  c a r e  c o o r d i n a t io n  

a c t i v i t i e s . c

I m p l e m e n t e d  -  t e s t i n g  

p e r io d  e n d e d  

( 2 0 1 2 - 2 0 1 5 )

3 5  A C O s $ 7 3 . 8  m i l l io n  

( $ 1 1 0 . 1  m i l l i o n )

P io n e e r  A C O  -  T e s t e d  t h e  e f f e c t i v e n e s s  o f  

a l lo w in g  e x p e r i e n c e d  A C O s  t o  t a k e  o n  g r e a t e r  

f i n a n c ia l  r i s k  t h a n  A C O s  t h a t  p a r t i c ip a t e d  in  t h e  

M e d ic a r e  S h a r e d  S a v in g s  P r o g r a m . d In  

e x c h a n g e ,  p a r t i c ip a t i n g  A C O s  a r e  e l ig i b le  f o r  a  

g r e a t e r  p e r c e n t a g e  o f  a n y  s a v i n g s  a c h ie v e d .  In  

y e a r  3  o f  t h e  m o d e l ,  p r o v id e r s  t h a t  m e t  c e r t a in  

l e v e ls  o f  s a v i n g s  in  t h e  f i r s t  t w o  y e a r s  w e r e  

e l i g i b l e  t o  r e c e iv e  p r o s p e c t i v e  p e r  b e n e f i c ia r y  

p e r  m o n t h  p a y m e n t s .

I m p l e m e n t e d  -  t e s t i n g  

p e r io d  e n d e d  

( 2 0 1 2 - 2 0 1 6 )

B e g a n  w i t h  3 2  A C O s  a n d  

c o n c l u d e d  w i t h  e ig h t .

$ 9 6 . 9  m i l l io n  

( $ 2 4 4 . 3  m i l l i o n )

C o m p r e h e n s iv e  E n d - S t a g e  R e n a l D is e a s e  
C a r e  M o d el -  T e s t s  t h e  e f f e c t i v e n e s s  o f  a n  

A C O  d e l i v e r y  a n d  p a y m e n t  a p p r o a c h  f o r  

p r o v id in g  c a r e  t o  e n d - s t a g e  r e n a l  d i s e a s e  

b e n e f i c ia r ie s .

I m p l e m e n t e d

( 2 0 1 5 - 2 0 2 0 )

3 7  e n d - s t a g e  r e n a l  d i s e a s e  

s e a m le s s  c a r e  

o r g a n i z a t i o n s

$ 5 6 . 5  m i l l io n  

( n / a )

A C O  In v e s tm e n t  M o d el -  T e s t s  t h e  

e f f e c t i v e n e s s  o f  p r e - p a id  s h a r e d  s a v i n g s  in  

e n c o u r a g in g  n e w  M e d ic a r e  S h a r e d  S a v in g s  

P r o g r a m  A C O s  t o  f o r m  in  r u r a l  a n d  u n d e r s e r v e d  

a r e a s  a n d  in  e n c o u r a g in g  c u r r e n t  M e d ic a r e  

S h a r e d  S a v in g s  P r o g r a m  A C O s  t o  t r a n s i t i o n  t o  

a r r a n g e m e n t s  w i t h  g r e a t e r  f i n a n c ia l  r i s k . d

I m p l e m e n t e d

( 2 0 1 6 - t b d )

4 5  A C O s $ 6 2 . 0  m i l l io n  

( $ 1 0 . 9  m i l l i o n )

N e x t G e n e r a t io n  A C O  M o d e l -  T e s t s  t h e  

im p a c t  o f  s t r o n g  f i n a n c ia l  in c e n t i v e s  f o r  A C O s ,  

c o u p le d  w i t h  t o o l s  t o  s u p p o r t  b e t t e r  p a t ie n t  

e n g a g e m e n t  a n d  c a r e  m a n a g e m e n t .  A C O s  

p a r t i c ip a t i n g  in  t h e  N e x t  G e n e r a t i o n  A C O  M o d e l  

m u s t  a s s u m e  g r e a t e r  r i s k  a n d  c a n  e a r n  g r e a t e r  

r e w a r d s  t h a n  in  o t h e r  C e n t e r s  f o r  M e d ic a r e  &  

M e d ic a id  S e r v i c e s '  ( C M S )  A C O  in i t ia t i v e s .

I m p l e m e n t e d

( 2 0 1 6 - 2 0 2 0 )

4 4  A C O s $ 4 4 . 5  m i l l io n  

( $ 1 1 . 8  m i l l i o n )
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A p p en d ix  II: M odels Im plem ented or 
A n n o u n ce d  b y  the C en ter fo r M edicare and  
M edicaid Innovation u nder Sectio n  1115A

M o d el D e s c r ip t io n S t a t u s
( Y e a r s  te s te d )

P a r t ic ip a n t s O b lig a t io n s  fu n d e d  
u n d e r  s e c t io n  1 1 1 5 A a 

a n d  t it le s  X V III  a n d  X I X b 
o f  th e  S o c ia l  S e c u r it y  

A c t

V e r m o n t  A l l - P a y e r  A C O  M o d el -  T e s t s  a  

m o d e l  in  w h i c h  M e d ic a r e ,  M e d ic a id ,  a n d  

c o m m e r c i a l  h e a l t h  c a r e  p a y e r s  in  V e r m o n t  w i l l  

c o o r d i n a t e  t o  h a v e  s im i l a r  d e s ig n  r e q u i r e m e n t s  

f o r  A C O s .  U n d e r  t h e  a r r a n g e m e n t ,  V e r m o n t  

c o m m i t s  t o  m e e t in g  s t a t e w id e  q u a l i t y  o f  c a r e  

a n d  f i n a n c ia l  t a r g e t s .  C M S  w i l l  a l s o  p r o v id e  

f u n d i n g  t o  V e r m o n t  t o  s u p p o r t  c a r e  c o o r d i n a t io n  

a n d  im p r o v e  c o l l a b o r a t i o n  b e t w e e n  p r o v id e r s .

I m p l e m e n t e d

( 2 0 1 7 - 2 0 2 2 )

1 s t a t e n / a

( n / a )

A C O  T r a c k  1 P lu s  -  T e s t s  t h e  e f f e c t i v e n e s s  o f  

o f f e r i n g  a n  a d v a n c e d  a l t e r n a t i v e  p a y m e n t  

m o d e l  w i t h  a  m o r e  l im i t e d  r i s k  t r a c k  t h a n  

c u r r e n t l y  a v a i l a b le  in  t h e  M e d ic a r e  S h a r e d  

S a v in g s  P r o g r a m  t o  e n c o u r a g e  m o r e  M e d ic a r e  

S h a r e d  S a v in g s  P r o g r a m  A C O s ,  e s p e c ia l l y  

A C O s  c o m p o s e d  s o l e l y  o f  s m a l l  p h y s i c ia n  

p r a c t i c e s  a n d  s m a l l  r u r a l  h o s p i t a ls ,  t o  t a k e  o n  

f i n a n c ia l  r is k .

I m p l e m e n t e d e

( 2 0 1 8 - t b d )

n / a n / a

( n / a )

Legend: n/a -  not applicable; tbd -  to be determined
Source: Centers for Medicare & Medicaid Services. | GAO-18-302

Note: Information in this table is as of December 1, 2017 with the exception of the status for ACO 
T rack 1 Plus, which was updated as of March 1, 2018.

Obligations funded under section 1115A reflect payments to participants in the testing of models, 
such as health care providers of services, states, conveners, and others. These payments may 
include care management fees and cooperative agreement awards and are paid through Innovation 
Center funds as appropriated under section 1115A of the Social Security Act. Amounts reflect 
obligations made for fiscal years 2012 through 2016.

Obligations funded under Titles XVIII or XIX reflect payments, such as shared savings payments, 
made from the Medicare Trust Funds, as well as any other payments made under Titles XVIII or XIX 
for model-related services on behalf of beneficiaries. This column does not include Medicare, 
Medicaid, and Children's Health Insurance Program payments to health care providers or others for 
services provided to beneficiaries. Amounts reported reflect obligations through fiscal year 2016.

cAn ACO refers to a group of providers and suppliers of services, such as hospitals and physicians, 
that work together to coordinate care for the patients they serve.

dThe Medicare Shared Savings Program is an ACO program enacted as an ongoing part of the 
Medicare program and not an Innovation Center model. See 42 U.S.C. § 1395jjj. The program 
includes different participation options that allowed ACOs to assume various levels of risk.

eACO Track 1 Plus was implemented on January 1, 2018.

The Innovation Center organized seven of its models under the Episode- 
Based Payment Initiatives category. (See table 10.)

Page 34 GAO-18-302 CMS Innovation Center



Appendix II: Models Implemented or
Announced by the Center for Medicare and
Medicaid Innovation under Section 1115A

T a b le  10: D e s c r ip t io n s  a n d  O th e r  In fo rm a t io n  fo r  C e n t e r  fo r  M e d ic a re  a n d  M e d ic a id  In n o v a t io n  ( In n o v a t io n  C e n t e r )  M o d e ls  
O r g a n iz e d  u n d e r  E p is o d e - B a s e d  P a y m e n t  In it ia t iv e s

M o d el D e s c r ip t io n S t a t u s
( Y e a r s  te s te d )

P a r t ic ip a n t s O b lig a t io n s  fu n d e d  u n d e r  
s e c t io n  1 1 1 5 A a a n d  t it le s  

X V III  a n d  X I X b o f  th e  
S o c ia l  S e c u r it y  A c t

B u n d le d  P a y m e n t s  fo r  C a r e  Im p ro v e m e n t  
( B P C I )  M o d el 1, R e t r o s p e c t iv e  A c u t e  C a r e  
H o s p ita l S t a y  O n ly  -  T e s t e d  t h e  e f f e c t i v e n e s s  o f  

a  p a y m e n t  a r r a n g e m e n t  in  w h i c h  h o s p i t a ls  

r e c e iv e d  d i s c o u n t e d  p a y m e n t s  f o r  M e d ic a r e  

s e r v i c e s  p r o v id e d  d u r in g  a n  in p a t ie n t  h o s p i t a l  s t a y  

a n d  in  w h i c h  p h y s i c ia n s  w h o  p r o v id e d  s e r v ic e s  

d u r in g  t h e  in p a t i e n t  s t a y  w e r e  p a id  t h e i r  s t a n d a r d  

r a t e s  u n d e r  t h e  p h y s i c ia n  f e e  s c h e d u le .  H o s p i t a ls  

w e r e  a b l e  t o  s h a r e  c o s t - s a v in g s  t h e y  g e n e r a t e d  

u n d e r  t h e  m o d e l  w i t h  p h y s i c ia n s  a s  a  m e a n s  o f  

e n c o u r a g in g  t h e m  t o  p a r t i c i p a t e  in  r e d e s i g n in g  t h e  

c a r e  p r o c e s s  t o  b e c o m e  m o r e  e f f i c ie n t .  H o s p i t a ls  

w e r e  a l s o  h e ld  f i n a n c ia l l y  r e s p o n s i b le  f o r  t h e  c o s t  

o f  a l l  M e d ic a r e  s e r v i c e s  p r o v id e d  3 0  d a y s  a f t e r  

d i s c h a r g e  t h a t  e x c e e d e d  h i s t o r i c a l  t r e n d s .

I m p l e m e n t e d  -  t e s t i n g  

p e r io d  e n d e d  

( 2 0 1 3 - 2 0 1 6 )

B e g a n  w i t h  2 4  h o s p i t a ls  

a n d  c o n c l u d e d  w i t h  n in e .

$ 7 5 . 7  m i l l io n ,  

i n c lu d e s  B P C I  M o d e l s  1 - 4  

( n / a )

B P C I  M o d el 2 , R e t r o s p e c t iv e  A c u t e  &  P o s t ­
A c u t e  C a r e  E p is o d e  -  T e s t s  t h e  e f f e c t i v e n e s s  o f  

a  p a y m e n t  a r r a n g e m e n t  in  w h i c h  a c u t e  c a r e  

h o s p i t a ls  a n d  p h y s i c ia n  g r o u p  p r a c t i c e s  r e c e iv e  

a d d i t i o n a l  p a y m e n t s  o r  m a k e  r e c o u p m e n t  

p a y m e n t s  i f  t h e  t o t a l  c o s t s  f o r  M e d ic a r e  s e r v ic e s  

p r o v id e d  d u r in g  a n  in p a t ie n t  h o s p i t a l  s t a y  a n d  u p  

t o  9 0  d a y s  a f t e r  d i s c h a r g e  a r e  o v e r  o r  u n d e r  a  p r e ­

d e t e r m i n e d  t a r g e t  p r ic e .

I m p l e m e n t e d

( 2 0 1 3 - 2 0 1 8 )

3 3 5  h o s p i t a ls  a n d  2 0 4  

p h y s i c ia n  g r o u p  

p r a c t i c e s

S e e  B P C I  M o d e l  1

B P C I  M o d el 3 , R e t r o s p e c t iv e  P o s t - A c u t e  C a r e  
O n ly  -  T e s t s  t h e  e f f e c t i v e n e s s  o f  a  p a y m e n t  

a r r a n g e m e n t  in  w h i c h  p o s t - a c u t e  c a r e  p r o v id e r s —  

s u c h  a s  a  s k i l l e d  n u r s in g  f a c i l i t y ,  i n p a t ie n t  

r e h a b i l i t a t io n  f a c i l i t y ,  l o n g - t e r m  c a r e  h o s p i t a l  o r  

h o m e  h e a l t h  a g e n c y — o r  p h y s i c ia n  g r o u p  

p r a c t i c e s  r e c e iv e  p a y m e n t s  o r  m a k e  r e c o u p m e n t  

p a y m e n t s  i f  t o t a l  c o s t s  f o r  c e r t a in  M e d ic a r e  

s e r v i c e s  a r e  o v e r  o r  u n d e r  a  p r e d e t e r m i n e d  t a r g e t  

p r ic e .  T h e s e  s e r v i c e s  a r e  t h o s e  p r o v id e d  d u r in g  a  

c l i n i c a l  e p i s o d e  t h a t  b e g in s  w i t h  p o s t - a c u t e  c a r e  

s e r v i c e s  a n d  in c lu d e  a l l  s e r v ic e s  u p  t o  9 0  d a y s  

a f t e r  t h e  h o s p i t a l  d i s c h a r g e  t h a t  p r e c e d e d  t h e  

p o s t - a c u t e  c a r e  s e r v ic e s .

I m p l e m e n t e d

( 2 0 1 3 - 2 0 1 8 )

6 2 0  s k i l l e d  n u r s in g  

f a c i l i t i e s ,  8 1  h o m e  h e a l t h  

a g e n c ie s ,  9  in p a t ie n t  

r e h a b  f a c i l i t i e s ,  a n d  4 8  

p h y s i c ia n  g r o u p  

p r a c t i c e s

S e e  B P C I  M o d e l  1
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M o d el D e s c r ip t io n S t a t u s
( Y e a r s  te s te d )

P a r t ic ip a n t s O b lig a t io n s  fu n d e d  u n d e r  
s e c t io n  1 1 1 5 A a a n d  t it le s  

X V III  a n d  X I X b o f  th e  
S o c ia l  S e c u r it y  A c t

B P C I  M o d el 4 , P r o s p e c t iv e  A c u t e  C a r e  
H o s p ita l S t a y  O n ly  -  T e s t s  t h e  e f f e c t i v e n e s s  o f  

m a k in g  a  s in g le ,  p r e d e t e r m i n e d  p a y m e n t  in  

a d v a n c e  f o r  a l l  M e d ic a r e  s e r v i c e s  f u r n is h e d  b y  a  

h o s p i t a l ,  p h y s i c ia n s ,  a n d  o t h e r  p r a c t i t i o n e r s  d u r in g  

a n  in p a t i e n t  s t a y  in  a n  a c u t e  c a r e  h o s p i t a l .  

P h y s i c i a n s  a n d  o t h e r  p r a c t i t i o n e r s  s u b m i t  “ n o - p a y ” 

c la im s  t o  M e d ic a r e  a n d  a r e  p a id  b y  t h e  h o s p i t a l  

o u t  o f  t h e  a d v a n c e ,  b u n d le d  p a y m e n t .

I m p l e m e n t e d

( 2 0 1 3 - 2 0 1 8 )

2  h o s p i t a ls S e e  B P C I  M o d e l  1

C o m p r e h e n s iv e  C a r e  fo r  J o in t  R e p la c e m e n t  
M o d el -  T e s t s  t h e  e f f e c t i v e n e s s  o f  a  p a y m e n t  

a r r a n g e m e n t  in  w h i c h  a c u t e  c a r e  h o s p i t a ls  r e c e iv e  

a d d i t i o n a l  p a y m e n t s  o r  m a k e  r e c o u p m e n t  

p a y m e n t s  i f  t h e  t o t a l  c o s t s  f o r  c e r t a in  M e d ic a r e  

s e r v i c e s  a r e  o v e r  o r  u n d e r  a  p r e d e t e r m i n e d  t a r g e t  

p r ic e .  T h e s e  s e r v i c e s  a r e  t h o s e  p r o v id e d  d u r in g  a  

c l i n i c a l  e p i s o d e  t h a t  in c lu d e s  a n  in p a t i e n t  h o s p i t a l  

s t a y  r e la t e d  t o  a  h ip  o r  k n e e  r e p la c e m e n t  s u r g e r y  

a n d  a l l  s e r v i c e s  u p  t o  9 0  d a y s  a f t e r  d i s c h a r g e .

I m p l e m e n t e d

( 2 0 1 6 - 2 0 2 0 )

P a r t i c i p a t io n  r e q u i r e d  f o r  

a b o u t  8 0 0  h o s p i t a ls  in  

6 7  r a n d o m ly  s e l e c t e d  

g e o g r a p h i c  a r e a s c

$ 2 5 . 7  m i l l io n  

( n / a )

O n c o lo g y  C a r e  M o d el -  T e s t s  t h e  e f f e c t i v e n e s s  

o f  a  p a y m e n t  a r r a n g e m e n t  in  w h i c h  p r o v id e r s  

r e c e iv e  a  m o n t h l y  p a y m e n t  f o r  e a c h  M e d ic a r e  

b e n e f i c i a r y  d u r in g  a  6 - m o n t h  e p i s o d e  o f  c a r e  

f o l l o w i n g  t h e  a d m in i s t r a t i o n  o f  c h e m o t h e r a p y  a n d  

c a n  e a r n  a d d i t io n a l  p e r f o r m a n c e - b a s e d  p a y m e n t s  

i f  t h e  t o t a l  c o s t s  f o r  M e d ic a r e  s e r v i c e s  p r o v id e d  

d u r in g  t h e  e p i s o d e  a r e  u n d e r  a  p r e d e t e r m i n e d  

t a r g e t  p r ic e .  S t a r t i n g  in  2 0 1 7 ,  p r a c t i c e s  c o u ld  

r e c e iv e  h i g h e r  p e r f o r m a n c e - b a s e d  p a y m e n t s  b y  

t a k in g  o n  r i s k  f o r  c o s t s  t h a t  e x c e e d  t h e  t a r g e t  

p r ic e .

I m p l e m e n t e d

( 2 0 1 6 - 2 0 2 1 )

1 9 2  p r a c t i c e s  a n d  1 4  

p a y e r s

$ 5 8 . 3  m i l l io n  

( n / a )

B P C I  A d v a n c e d 0 -  W i l l  t e s t  t h e  e f f e c t i v e n e s s  o f  a  

p a y m e n t  a r r a n g e m e n t  in  w h ic h  a c u t e  c a r e  

h o s p i t a ls  a n d  p h y s i c ia n  g r o u p  p r a c t i c e s  r e c e iv e  

a d d i t i o n a l  p a y m e n t s  i f  t h e  t o t a l  c o s t s  f o r  M e d ic a r e  

s e r v i c e s  p r o v id e d  a r e  u n d e r  a  p r e - d e t e r m in e d  

t a r g e t  p r i c e  a n d  p e r f o r m a n c e  is  m a in t a i n e d  o r  

im p r o v e d  o n  s p e c i f i c  q u a l i t y  m e a s u r e s .  S e r v i c e s  

a r e  t h o s e  t o  b e  p r o v id e d  d u r in g  a  c l i n i c a l  e p i s o d e  

t h a t  w i l l  i n c lu d e  e i t h e r  a n  in p a t ie n t  h o s p i t a l  s t a y  o r  

o u t p a t i e n t  p r o c e d u r e  a n d  a l l  s e r v i c e s  f o r  9 0  d a y s  

a f t e r  d i s c h a r g e  o r  t h e  p r o c e d u r e .  T h i s  m o d e l  w i l l  

q u a l i f y  a s  a n  a d v a n c e d  a l t e r n a t i v e  p a y m e n t  

m o d e l .

A n n o u n c e d

( 2 0 1 8 - 2 0 2 3 )

t b d n / a

( n / a )

Legend: n/a -  not applicable; tbd -  to be determined
Source: Centers for Medicare & Medicaid Services. | GAO-18-302

Note: Information in this table is as of December 1, 2017 with the exception of information for BPCI 
Advanced, which was updated as of March 1, 2018.
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Obligations funded under section 1115A reflect payments to participants in the testing of models, 
such as health care providers of services, states, conveners, and others. These payments may 
include care management fees and cooperative agreement awards and are paid through Innovation 
Center funds as appropriated under section 1115A of the Social Security Act. Amounts reflect 
obligations made for fiscal years 2012 through 2016.

Obligations funded under Titles XVIII or XIX reflect payments, such as shared savings payments, 
made from the Medicare Trust Funds, as well as any other payments made under Titles XVIII or XIX 
for model-related services on behalf of beneficiaries. This column does not include Medicare, 
Medicaid, and Children's Health Insurance Program payments to health care providers or others for 
services provided to beneficiaries. Amounts reflect obligations made through fiscal year 2016.

O n  December 1,2017, a final rule was issued making provider participation in 33 geographic areas 
voluntary for this model, effective January 1,2018. Participation will remain mandatory for 34 
geographic areas.

dBPCI Advanced was announced on January 9, 2018.

The Innovation Center organized three of its models under the Initiatives 
Focused on Medicare-Medicaid Enrollees category. (See table 11.)

T a b le  11: D e s c r ip t io n s  a n d  O th e r  In fo rm a t io n  fo r  th e  C e n t e r  fo r  M e d ic a re  a n d  M e d ic a id  In n o v a t io n  ( In n o v a t io n  C e n t e r )  M o d e ls  
O r g a n iz e d  u n d e r  In it ia t iv e s  F o c u s e d  o n  M e d ic a re -M e d ic a id  E n r o lle e s

M o d el D e s c r ip t io n S t a t u s
( Y e a r s  te s te d )

P a r t ic ip a n t s O b lig a t io n s  fu n d e d  u n d e r  
s e c t io n  1 1 1 5 A a a n d  t it le s  

X V III  a n d  X I X b o f  th e  S o c ia l  
S e c u r it y  A c t

In it ia t iv e  to  R e d u c e  A v o id a b le  H o s p it a l iz a t io n s  
A m o n g  N u r s in g  F a c i l i t y  R e s id e n t s :  P h a s e  O n e
-  T e s t e d  e f f e c t i v e n e s s  o f  p a r t n e r s h ip s  b e t w e e n  

in d e p e n d e n t  o r g a n i z a t i o n s  a n d  lo n g - t e r m  c a r e  

f a c i l i t i e s  t o  e n h a n c e  o n - s i t e  s e r v i c e s  t o  r e d u c e  

h o s p i t a l i z a t i o n s  f o r  M e d ic a r e - M e d ic a id  

b e n e f i c ia r ie s .

I m p l e m e n t e d  -  t e s t i n g  

p e r io d  e n d e d  

( 2 0 1 2 - 2 0 1 6 )

S e v e n  E n h a n c e d  C a r e  

a n d  C o o r d in a t i o n  

P r o v i d e r  o r g a n i z a t i o n s  

a n d  1 4 3  lo n g - t e r m  c a r e  

f a c i l i t i e s

$ 1 2 4 . 7  m i l l io n  

( n / a )

F in a n c ia l  A lig n m e n t  In it ia t iv e  fo r  M e d ic a re -  
M e d ic a id  E n r o l le e s  -  T e s t s  t w o  m o d e l s  t o  

in t e g r a t e  p r im a r y ,  a c u t e ,  b e h a v io r a l  h e a l t h  a n d  

lo n g - t e r m  s e r v i c e s  a n d  s u p p o r t s  f o r  M e d ic a r e -  

M e d ic a id  e n r o l le e s  a n d  b e t t e r  a l ig n s  t h e  f in a n c in g  

o f  t h e  M e d ic a r e  a n d  M e d ic a id  p r o g r a m s .

I m p l e m e n t e d

( 2 0 1 3 - 2 0 2 0 )

M o d e l  t e s t s  a r e  o p e r a t in g  

in  1 3  s t a t e s ,  w i t h  t w o  

d e m o n s t r a t i o n s  o p e r a t in g  

in  N e w  Y o r k .

$ 2 3 4 . 2  m i l l io n  

( $ 7 . 2  m i l l i o n )

In it ia t iv e  to  R e d u c e  A v o id a b le  H o s p it a l iz a t io n s  
A m o n g  N u r s in g  F a c i l i t y  R e s id e n t s :  P h a s e  T w o
-  T e s t s  w h e t h e r  a  n e w  p a y m e n t  m o d e l  f o r  a  n e w  

s e t  o f  lo n g - t e r m  c a r e  f a c i l i t i e s ,  a s  w e l l  a s  lo n g ­

t e r m  c a r e  f a c i l i t i e s  t h a t  p a r t i c ip a t e d  in  t h e  in i t ia l  

p h a s e  o f  t h e  m o d e l  a n d  c o n t in u e  t o  o f f e r  

e n h a n c e d  o n - s i t e  s e r v ic e s ,  w i l l  im p r o v e  q u a l i t y  o f  

c a r e  b y  r e d u c i n g  a v o i d a b l e  h o s p i t a l i z a t i o n s ,  w h i le  

a l s o  lo w e r in g  c o m b in e d  M e d ic a r e  a n d  M e d ic a id  

s p e n d in g .

I m p l e m e n t e d

( 2 0 1 6 - 2 0 2 0 )

S i x  E n h a n c e d  C a r e  a n d  

C o o r d in a t i o n  P r o v i d e r  

o r g a n i z a t i o n s

$ 1 8 . 8  m i l l io n  

( n / a )

Legend: n/a -  not applicable
Source: Centers for Medicare & Medicaid Services. | GAO-18-302
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Note: Information in this table is as of December 1, 2017.

Obligations funded under section 1115A reflect payments to participants in the testing of models, 
such as health care providers of services, states, conveners, and others. These payments may 
include care management fees and cooperative agreement awards and are paid through Innovation 
Center funds as appropriated under section 1115A of the Social Security Act. Amounts reflect 
obligations made for fiscal years 2012 through 2016.

Obligations funded under Titles XVIII or XIX reflect payments, such as shared savings payments, 
made from the Medicare Trust Funds, as well as any other payments made under Titles XVIII or XIX 
for model-related services on behalf of beneficiaries. This column does not include Medicare, 
Medicaid, and Children's Health Insurance Program payments to health care providers or others for 
services provided to beneficiaries. Amounts reflect obligations made through fiscal year 2016.

The Innovation Center organized one of its models under the category, 
Initiatives Focused on the Medicaid and Children’s Health Insurance 
Program Population. (See table 12.)

T a b le  12: D e s c r ip t io n s  a n d  O th e r  In fo rm a t io n  fo r  th e  C e n t e r  fo r  M e d ic a re  a n d  M e d ic a id  In n o v a t io n  ( In n o v a t io n  C e n t e r )  M o d e ls  
O r g a n iz e d  u n d e r  In it ia t iv e s  F o c u s e d  o n  th e  M e d ic a id  a n d  C h i ld r e n 's  H e a lth  In s u r a n c e  P r o g r a m  P o p u la t io n

M o d el D e s c r ip t io n S t a t u s
( Y e a r s  te s te d )

P a r t ic ip a n t s O b lig a t io n s  fu n d e d  u n d e r  
s e c t io n  1 1 1 5 A a a n d  t it le s  

X V III  a n d  X I X b o f  th e  
S o c ia l  S e c u r it y  A c t

S t r o n g  S t a r t  fo r  M o th e rs  a n d  N e w b o rn s  
In it ia t iv e : E n h a n c e d  P re n a ta l C a r e  M o d e ls  -

T e s t s  t h r e e  a p p r o a c h e s  t o  e n h a n c e  t h e  c u r r e n t  

c a r e  d e l i v e r y  a n d  a d d r e s s  t h e  m e d ic a l ,  

b e h a v io r a l  a n d  p s y c h o s o c ia l  f a c t o r s  t h a t  m a y  b e  

p r e s e n t  d u r in g  p r e g n a n c y  a n d  c o n t r i b u t e  t o  

p r e t e r m - r e l a t e d  p o o r  b i r t h  o u t c o m e s .

I m p l e m e n t e d

( 2 0 1 3 - 2 0 1 8 )

2 7  a w a r d e e s  w i t h  m o r e  

t h a n  2 0 0  s i t e s  in c lu d in g  

h o s p i t a ls ,  h e a l t h  p la n s ,  

c o m m u n i t y - b a s e d  

p r o v id e r s ,  F e d e r a l l y  

Q u a l i f i e d  H e a l t h  C e n t e r s ,  

n a t i o n a l l y - c e r t i f i e d  b i r t h  

c e n t e r s ,  I n d ia n  H e a l t h  

s e r v i c e s  c l i n i c s ,  lo c a l  

h e a l t h  d e p a r t m e n t s ,  a n d  

p h y s i c ia n  g r o u p s

$ 9 6 . 2  m i l l io n  

( n / a )

Legend: n/a -  not applicable
Source: Centers for Medicare & Medicaid Services. | GAO-18-302

Note: Information in this table is as of December 1, 2017.

Obligations funded under section 1115A reflect payments to participants in the testing of models, 
such as health care providers of services, states, conveners, and others. These payments may 
include care management fees and cooperative agreement awards and are paid through Innovation 
Center funds as appropriated under section 1115A of the Social Security Act. Amounts reflect 
obligations made for fiscal years 2012 through 2016.

Obligations funded under Titles XVIII or XIX reflect payments, such as shared savings payments, 
made from the Medicare Trust Funds, as well as any other payments made under Titles XVIII or XIX 
for model-related services on behalf of beneficiaries. This column does not include Medicare, 
Medicaid, and Children’s Health Insurance Program payments to health care providers or others for 
services provided to beneficiaries. Amounts reflect obligations made through fiscal year 2016.
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The Innovation Center organized 14 of its models under the category, 
Initiatives to Accelerate the Development and Testing of New Payment 
and Service Delivery Models. (See table 13.)

T a b le  13: D e s c r ip t io n s  a n d  O th e r  In fo rm a t io n  fo r  th e  C e n t e r  fo r  M e d ic a re  a n d  M e d ic a id  In n o v a t io n  ( In n o v a t io n  C e n t e r )  M o d e ls  
O r g a n iz e d  u n d e r  In it ia t iv e s  to  A c c e le r a t e  th e  D e v e lo p m e n t  a n d  T e s t in g  o f  N e w  P a y m e n t  a n d  S e r v ic e  D e liv e r y  M o d e ls

M o d el D e s c r ip t io n S t a t u s
( Y e a r s  te s te d )

P a r t ic ip a n t s O b lig a t io n s  fu n d e d  u n d e r  
s e c t io n  1 1 1 5 A a a n d  t it le s  

X V III  a n d  X I X b o f  th e  
S o c ia l  S e c u r it y  A c t

P a r t n e r s h ip  fo r  P a t ie n t s  -  T e s t e d  w h e t h e r  a  

c o o r d i n a t e d ,  g o a l - d i r e c t e d ,  n a t io n a l  c o l l a b o r a t i v e  

a p p r o a c h  f o r  s y s t e m a t i c a l l y  s p r e a d i n g  k n o w n  b e s t  

p r a c t i c e s  in  p a t ie n t  s a f e t y  c o u ld  m a k e  a c u t e  c a r e  

h o s p i t a ls  s a f e r ,  m o r e  r e l i a b le ,  a n d  le s s  c o s t l y  b y  

r e d u c i n g  h o s p i t a l  a c q u i r e d  c o n d i t i o n s  a n d  

r e a d m is s i o n s .

I m p l e m e n t e d  -  t e s t i n g  

p e r io d  e n d e d  

( 2 0 1 1 - 2 0 1 6 )

3 , 7 0 0  s h o r t  s t a y  a c u t e  c a r e  

h o s p i t a ls

$ 5 5 9 . 4  m i l l io n  

( n / a )

H e a lth  C a r e  In n o v a t io n  A w a r d s  R o u n d  O n e  -

T e s t e d  t h e  e f f e c t i v e n e s s  o f  p r o v id in g  f u n d i n g  t o  a  

b r o a d  s e t  o f  p a r t n e r s ,  i n c lu d i n g  p r o v id e r s ,  lo c a l  

g o v e r n m e n t ,  a n d  p u b l i c - p r i v a t e  p a r t n e r s h ip s ,  t o  

t e s t  n e w  c a r e  d e l i v e r y  a n d  p a y m e n t  m o d e l s  f o r  

b e n e f i c i a r i e s  e n r o l le d  in  M e d ic a r e ,  M e d ic a id ,  o r  

t h e  C h i l d r e n 's  H e a l t h  I n s u r a n c e  P r o g r a m  ( C H I P ) .

I m p l e m e n t e d  -  t e s t i n g  

p e r io d  e n d e d  

( 2 0 1 2 - 2 0 1 5 )

1 0 8  a w a r d e e s  in c lu d in g  

a c a d e m i c  m e d ic a l  c e n t e r s ,  

n o t - f o r - p r o f i t  o r g a n i z a t io n s ,  

p r o v id e r  o r g a n i z a t io n s ,  

m a n a g e d  c a r e  

o r g a n i z a t io n s ,  i n t e g r a t e d  

h e a l t h  s y s t e m s ,  h e a l t h  

c l i n i c s ,  h o s p i t a ls ,  a n d  lo c a l  

a n d  s t a t e  a g e n c ie s .

$ 9 6 7 . 4  m i l l io n  

( n / a )

S ta t e  In n o v a t io n  M o d e ls  In it ia t iv e : R o u n d  O n e
-  T e s t e d  t h e  e f f e c t i v e n e s s  o f  f i n a n c ia l ,  t e c h n i c a l ,  

a n d  o t h e r  s u p p o r t  t o  s t a t e s  t h a t  w e r e  e i t h e r  

p r e p a r e d  t o  t e s t  o r  w e r e  c o m m i t t e d  t o  d e s ig n  a n d  

t e s t  n e w  p a y m e n t  a n d  s e r v ic e  d e l i v e r y  m o d e l s  f o r  

b e n e f i c i a r i e s  e n r o l le d  in  M e d ic a r e ,  M e d ic a id ,  o r  

C H I P .

I m p l e m e n t e d  -  t e s t i n g  

p e r io d  e n d e d  

( 2 0 1 3 - 2 0 1 6 )

S ix  t e s t  s t a t e s ,  1 6  d e s ig n  

s t a t e s

$ 3 2 6 . 7  m i l l io n  

( n / a )

H e a lth  C a r e  In n o v a t io n  A w a r d s  R o u n d  T w o  -

T e s t e d  t h e  e f f e c t i v e n e s s  o f  p r o v id in g  f u n d i n g  t o  

a w a r d e e s  t o  t e s t  n e w  c a r e  d e l i v e r y  a n d  p a y m e n t  

m o d e l s  f o r  b e n e f i c i a r i e s  e n r o l le d  in  M e d ic a r e ,  

M e d ic a id ,  o r  C H I P .

I m p l e m e n t e d  -  t e s t i n g  

p e r io d  e n d e d  

( 2 0 1 4 - 2 0 1 7 )

3 9  a w a r d e e s  in c lu d in g  

a c a d e m i c  m e d ic a l  c e n t e r s ,  

n o t - f o r - p r o f i t  o r g a n i z a t io n s ,  

p r o v id e r  o r g a n i z a t io n s ,  

m a n a g e d  c a r e  

o r g a n i z a t io n s ,  i n t e g r a t e d  

h e a l t h  s y s t e m s ,  h e a l t h  

c l i n i c s ,  h o s p i t a ls ,  a n d  lo c a l  

a n d  s t a t e  a g e n c ie s .

$ 3 9 7 . 7  m i l l io n  

( n / a )

M a ry la n d  A l l - P a y e r  M o d el -  T e s t s  t h e  

e f f e c t i v e n e s s  o f  a n  a l l - p a y e r  s y s t e m  f o r  h o s p i t a l  

p a y m e n t  o n  q u a l i t y  o f  c a r e  a n d  c o s t .

I m p l e m e n t e d

( 2 0 1 4 - 2 0 1 9 )

O n e  s t a t e $ 1 2 . 6  m i l l io n  

( n / a )

R e p e t it iv e  S c h e d u le d  N o n -E m e r g e n t  
A m b u la n c e  T r a n s p o r t  M o d el (P r io r  
A u th o r iz a t io n )  -  T e s t s  t h e  e f f e c t i v e n e s s  o f  p r io r  

a u t h o r i z a t i o n  o f  r e p e t i t i v e  s c h e d u le d  n o n ­

e m e r g e n t  a m b u l a n c e  t r a n s p o r t .

I m p l e m e n t e d

( 2 0 1 4 - 2 0 1 8 )

N in e  s t a t e s $ 2 8 . 9  m i l l io n  

( n / a )
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M o d el D e s c r ip t io n S t a t u s
( Y e a r s  te s te d )

P a r t ic ip a n t s O b lig a t io n s  fu n d e d  u n d e r  
s e c t io n  1 1 1 5 A a a n d  t it le s  

X V III  a n d  X I X b o f  th e  
S o c ia l  S e c u r it y  A c t

S ta t e  In n o v a t io n  M o d e ls  In it ia t iv e : R o u n d  T w o
-  T e s t s  t h e  e f f e c t i v e n e s s  o f  f i n a n c ia l ,  t e c h n i c a l ,  

a n d  o t h e r  s u p p o r t  t o  s t a t e s  t h a t  a r e  e i t h e r  

p r e p a r e d  t o  t e s t  o r  a r e  c o m m i t t e d  t o  d e s i g n i n g  

a n d  t e s t i n g  n e w  p a y m e n t  a n d  s e r v ic e  d e l i v e r y  

m o d e l s  f o r  b e n e f i c i a r i e s  e n r o l le d  in  M e d ic a r e ,  

M e d ic a id ,  o r  C H I P .

I m p l e m e n t e d

( 2 0 1 5 - 2 0 1 8 )

1 1  t e s t  s t a t e s ,  1 7  d e s ig n  

s t a t e s ,  p lu s  A m e r i c a  

S a m o a ,  D i s t r i c t  o f  

C o lu m b ia ,  C o m m o n w e a l t h  

o f  t h e  N o r t h e r n  M a r i a n a  

I s la n d ,  a n d  P u e r t o  R ic o

$ 3 7 3 . 7  m i l l io n  

( n / a )

H y p e r b a r ic  O x y g e n  T h e r a p y  M o d e l (P r io r  
A u th o r iz a t io n )  -  T e s t s  t h e  e f f e c t i v e n e s s  o f  p r io r  

a u t h o r i z a t i o n  o f  n o n - e m e r g e n t  h y p e r b a r i c  o x y g e n  

t h e r a p y .

I m p l e m e n t e d

( 2 0 1 5 - 2 0 1 8 )

T h r e e  s t a t e s $ 5 . 7  m i l l io n  

( n / a )

H o m e  H e a lth  V a lu e - B a s e d  P u r c h a s in g  M o d el -

T e s t s  t h e  e f f e c t i v e n e s s  o f  t y in g  p a y m e n t s  f o r  

M e d ic a r e - c e r t i f i e d  h o m e  h e a l t h  a g e n c ie s  t o  t h e  

q u a l i t y  o f  c a r e  p r o v id e d .

I m p l e m e n t e d

( 2 0 1 6 - 2 0 2 2 )

N in e  s t a t e s $ 1 8 . 0  m i l l io n  

( n / a )

M e d ic a re  C a r e  C h o ic e s  M o d el -  T e s t s  t h e  

e f f e c t i v e n e s s  o f  p r o v id in g  M e d ic a r e ,  M e d ic a id ,  o r  

d u a l - e l i g i b l e  b e n e f i c i a r i e s  t h e  o p t io n  t o  r e c e iv e  

h o s p i c e - l i k e  s u p p o r t  s e r v i c e s  f r o m  c e r t a in  h o s p ic e  

p r o v id e r s  w h i l e  c o n c u r r e n t l y  r e c e iv i n g  c u r a t i v e  

s e r v ic e s .

I m p l e m e n t e d  

( 2 0 1 6 - 2 0 2 0  )

1 4 1  h o s p ic e s $ 1 6 . 5  m i l l io n  

( n / a )

P a rt  D  E n h a n c e d  M e d ic a t io n  T h e r a p y  
M a n a g e m e n t M o d el -  T e s t s  t h e  e f f e c t i v e n e s s  o f  

p r o v id in g  b a s ic ,  s t a n d - a lo n e  p r e s c r ip t io n  d r u g  

p la n s  w i t h  t h e  r e g u l a t o r y  f l e x i b i l i t y  t o  d e s i g n  a n d  

im p l e m e n t  i n n o v a t i v e  m e d ic a t i o n  t h e r a p y  

m a n a g e m e n t  p r o g r a m s  w i t h  t h e  g o a l  o f  o p t im iz i n g  

m e d ic a t i o n  u s e .

I m p l e m e n t e d

( 2 0 1 7 - 2 0 2 1 )

S ix  P a r t  D  s p o n s o r s $ 1 0 . 7  m i l l io n  

( n / a )

P e n n s y lv a n ia  R u r a l H e a lth  M o d e l -  T e s t s  

w h e t h e r  m u l t i - p a y e r  g l o b a l  b u d g e t s  w i l l  e n a b le  

p a r t i c ip a t i n g  r u r a l  h o s p i t a ls  t o  in v e s t  in  q u a l i t y  a n d  

p r e v e n t i v e  c a r e  a n d  t o  t a i l o r  t h e  s e r v i c e s  t h e y  

d e l i v e r  t o  b e t t e r  m e e t  t h e  n e e d s  o f  t h e i r  lo c a l  

c o m m u n i t ie s .

I m p l e m e n t e d

( 2 0 1 7 - 2 0 2 3 )

O n e  s t a t e n / a

( n / a )

M e d ic a re  A d v a n t a g e  V a lu e - B a s e d  In s u r a n c e  
D e s ig n  M o d el -  T e s t s  t h e  e f f e c t i v e n e s s  o f  

o f f e r i n g  M e d ic a r e  A d v a n t a g e  p la n s  t h e  f l e x i b i l i t y  t o  

d e s i g n  a n d  o f f e r  r e d u c e d  c o s t - s h a r i n g  a n d / o r  

a d d i t i o n a l  s u p p le m e n t a l  b e n e f i t s  t o  e n r o l l e e s  w i t h  

c h r o n i c  c o n d i t i o n s  w i t h  t h e  g o a l  o f  i n c e n t i v i z i n g  

b e n e f i c i a r i e s  t o  u s e  h ig h - v a lu e  s e r v ic e s .  E l ig i b le  

M e d ic a r e  A d v a n t a g e  p la n s  in  s e v e n  s t a t e s ,  u p o n  

a p p r o v a l  f r o m  t h e  C e n t e r s  f o r  M e d ic a r e  &

M e d ic a id  S e r v i c e s  ( C M S ) ,  c a n  o f f e r  v a r i e d  p la n  

b e n e f i t  d e s i g n s  f o r  e n r o l l e e s  w h o  f a l l  in t o  c e r t a in  

c l i n i c a l  c a t e g o r i e s  i d e n t i f i e d  a n d  d e f in e d  b y  C M S .

I m p l e m e n t e d

( 2 0 1 7 - 2 0 2 1 )

1 1  M e d ic a r e  A d v a n t a g e  

a n d  M e d ic a r e  A d v a n t a g e  

p r e s c r i p t i o n  d r u g  p l a n s c

$ 8 . 4  m i l l io n  

( n / a )
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M o d el D e s c r ip t io n S t a t u s
( Y e a r s  te s te d )

P a r t ic ip a n t s O b lig a t io n s  fu n d e d  u n d e r  
s e c t io n  1 1 1 5 A a a n d  t it le s  

X V III  a n d  X I X b o f  th e  
S o c ia l  S e c u r it y  A c t

A c c o u n t a b le  H e a lth  C o m m u n it ie s  M o d el -
Tests the effectiveness of system atica lly 
identifying and addressing the health-related 
social needs of beneficiaries through improved 
c lin ica l-com m unity linkages.

Im plem ented
(2017-2022)

32 organizations including 
hospitals, university health 
systems, and local health 
departm ents

n/a
(n/a)

Legend: n/a -  not applicable
Source: Centers for Medicare & Medicaid Services. | GAO-18-302

Note: Information in this table is as of December 1, 2017.

Obligations funded under section 1115A reflect payments to participants in the testing of models, 
such as health care providers of services, states, conveners, and others. These payments may 
include care management fees and cooperative agreement awards and are paid through Innovation 
Center funds as appropriated under section 1115A of the Social Security Act. Amounts reflect 
obligations made for fiscal years 2012 through 2016.

Obligations funded under Titles XVIII or XIX reflect payments, such as shared savings payments, 
made from the Medicare Trust Funds, as well as any other payments made under Titles XVIII or XIX 
for model-related services on behalf of beneficiaries. This column does not include Medicare, 
Medicaid, and Children's Health Insurance Program payments to health care providers or others for 
services provided to beneficiaries. Amounts reflect obligations made through fiscal year 2016.

cIn 2017, participation was limited to eligible plans in 7 states. CMS expanded the model into 3 
additional states in 2018 and will expand into 15 more in 2019. The Bipartisan Budget Act of 2018 
requires that the model covers all states effective no later than January 1,2020.

The Innovation Center organized three of its models under the category, 
Initiatives to Speed the Adoption of Best Practices. (See table 14.)
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T a b le  14: D e s c r ip t io n s  a n d  O th e r  In fo rm a t io n  fo r  th e  C e n t e r  fo r  M e d ic a re  a n d  M e d ic a id  In n o v a t io n  ( In n o v a t io n  C e n t e r )  M o d e ls  
O r g a n iz e d  u n d e r  In it ia t iv e s  to  S p e e d  th e  A d o p t io n  o f  B e s t  P r a c t ic e s

M o d el D e s c r ip t io n S t a t u s
( Y e a r s  te s te d )

P a r t ic ip a n t s O b lig a t io n s  fu n d e d  u n d e r  
s e c t io n  1 1 1 5 A a a n d  t it le s  

X V III  a n d  X I X b o f  th e  
S o c ia l  S e c u r it y  A c t

H e a lth  C a r e  P a y m e n t  L e a r n in g  a n d  A c t io n  
N e tw o rk  -  Facilitates the national learning 
collaborative to accelerate the adoption of 
advanced paym ent m odels tha t include private 
payers, purchasers, health care providers, 
consum ers, and states.

Im plem ented
(2015-tbd)

O ver 600 organizations $11.7 million 
(n/a)

M illio n  H e a r t s ® :  C a r d io v a s c u la r  D is e a s e  R is k  
R e d u c t io n  M o d el -  Tests the effectiveness of 
providing financial incentives for health care 
providers to reduce the patien ts ’ risk o f heart 
attack and stroke on outcom es and accountability 
fo r costs among M edicare beneficiaries.

Im plem ented
(2017-2022)

516  organizations $13.8 million 
(n/a)

M e d ic a re  D ia b e te s  P r e v e n t io n  P r o g r a m  
E x p a n d e d  M o d el -  W ill test the effectiveness of 
an evidence-based intervention targeted to 
prevent the onset o f type 2 diabetes among 
M edicare beneficiaries w ith an indication of 
prediabetes.

Announced
(2018-tbd)

tbd n/a
(n/a)

Legend: n/a -  not applicable; tbd -  to be determined
Source: Centers for Medicare & Medicaid Services (CMS). | GAO-18-302

Note: Information in this table is as of December 1, 2017 with one exception. We excluded the Direct 
Decision Support model, which was cancelled by the Innovation Center on February 2, 2018, as of 
March 1,2018.

Obligations funded under section 1115A reflect payments to participants in the testing of models, 
such as health care providers of services, states, conveners, and others. These payments may 
include care management fees and cooperative agreement awards and are paid through Innovation 
Center funds as appropriated under section 1115A of the Social Security. Amounts reflect obligations 
made for fiscal years 2012 through 2016.

Obligations funded under Titles XVIII or XIX reflect payments, such as shared savings payments, 
made from the Medicare Trust Funds, as well as any other payments made under Titles XVIII or XIX 
for model-related services on behalf of beneficiaries. This column does not include Medicare, 
Medicaid, and Children's Health Insurance Program payments to health care providers or others for 
services provided to beneficiaries. Amounts reflect obligations made through fiscal year 2016.

The Innovation Center organized four of its models under the category, 
Primary Care Transformation. (See table 15.)
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T a b le  15: D e s c r ip t io n s  a n d  O th e r  In fo rm a t io n  fo r  th e  C e n t e r  fo r  M e d ic a re  a n d  M e d ic a id  In n o v a t io n  ( In n o v a t io n  C e n t e r )  M o d e ls  
O r g a n iz e d  u n d e r  P r im a r y  C a r e  T r a n s fo r m a t io n

M o d el D e s c r ip t io n S t a t u s
( Y e a r s  te s te d )

P a r t ic ip a n t s O b lig a t io n s  fu n d e d  u n d e r  
s e c t io n  1 1 1 5 A a a n d  t it le s  

X V III  a n d  X I X b o f  th e  S o c ia l  
S e c u r it y  A c t

F e d e r a l ly  Q u a lif ie d  H e a lth  C e n t e r  ( F Q H C )  
A d v a n c e d  P r im a r y  C a r e  P r a c t ic e  
D e m o n s t r a t io n  -  Tested the effectiveness o f the 
advanced prim ary care practice model— referred 
to as a patient-centered m edical hom e— for health 
centers tha t have received a FQHC designation 
from  the Centers fo r M edicare & M edicaid 
Services. FQHCs provide com prehensive 
com m unity-based prim ary and preventive care 
services in m edically underserved areas or to 
m edically underserved populations. A s part o f the 
model, FQHCs were paid a m onthly care 
m anagem ent fee fo r each eligible Medicare 
beneficiary receiving prim ary care services.

Im plem ented -  testing 
period ended 
(2011-2014)

434 FQHC sites $64.2 million 
(n/a)

C o m p r e h e n s iv e  P r im a r y  C a r e  In it ia t iv e  -
Tested the im pact o f enhanced prim ary care 
services, including care coordination, prevention, 
and 24-hour access fo r M edicare and Medicaid 
beneficiaries. The initiative included multiple 
payers and participating providers received a 
m onthly care m anagem ent fee and an opportunity 
to share in any net savings to the M edicare 
program.

Im plem ented -  testing 
period ended 
(2012-2016)

442 prim ary care 
practices

$397.0 million 
($0.6 m illion)

C o m p r e h e n s iv e  P r im a r y  C a r e  P lu s  -  Tests the 
im pact o f m ulti-payer enhanced prim ary care 
services for M edicare and M edicaid beneficiaries, 
including care coordination, prevention, and 24- 
hour access for M edicare and M edicaid 
beneficiaries. This model includes greater 
financial resources and flexib ility  to make 
appropria te investm ents to im prove quality and 
effic iency o f care. The initiative included multiple 
payers and participating providers received a 
m onthly care m anagem ent fee, perform ance- 
based incentive payments, and paym ents under 
the M edicare physician fee schedule.

Im plem ented
(2017-2022)

2,816 prim ary care 
practices

$66.7 million 
(n/a)

T r a n s fo r m in g  C l in ic a l  P r a c t ic e  In it ia t iv e  -  Tests 
the effectiveness o f providing support to outpatient 
clinical practices to move from  volum e to value- 
based delivery system s w ith in the Quality 
Paym ent Program  by sharing, adapting, and 
developing com prehensive quality im provem ent 
strategies to facilita te large-scale practice 
transform ation.

Im plem ented
(2015-2019)

29 practice
transform ation networks 
and 12 support and 
a lignm ent networks

$328.7 million 
(n/a)

Legend: n/a -  not applicable
Source: Centers for Medicare & Medicaid Services. | GAO-18-302
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Note: Information in this table is as of December 1, 2017.

Obligations funded under section 1115A reflect payments to participants in the testing of models, 
such as health care providers of services, states, conveners, and others. These payments may 
include care management fees and cooperative agreement awards and are paid through Innovation 
Center funds as appropriated under section 1115A of the Social Security Act. Amounts reflect 
obligations made for fiscal years 2012 through 2016.

Obligations funded under Titles XVIII or XIX reflect payments, such as shared savings payments, 
made from the Medicare Trust Funds, as well as any other payments made under Titles XVIII or XIX 
for model-related services on behalf of beneficiaries. This column does not include Medicare, 
Medicaid, and Children's Health Insurance Program payments to health care providers or others for 
services provided to beneficiaries. Amounts reflect obligations made through fiscal year 2016.
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A p p e n d i x  I I I :  M o d e l s  R e q u i r e d  b y  D i f f e r e n t  

P r o v i s i o n s  o f  t h e  P a t i e n t  P r o t e c t i o n  a n d  

A f f o r d a b l e  C a r e  A c t

In addition to models required by section 1115A of the Social Security 
Act, as added by the section 3021 of Patient Protection and Affordable 
Care Act, the Center for Medicare and Medicaid Innovation implemented 
six models under different provisions of the Patient Protection and 
Affordable Care Act. (See table 16.)

T a b le  16: M o d e ls  Im p le m e n te d  b y  th e  C e n t e r  fo r  M e d ic a re  a n d  M e d ic a id  In n o v a t io n  R e q u ir e d  b y  D iffe re n t  P r o v is io n s  o f  th e  
P a t ie n t  P r o te c t io n  a n d  A f fo r d a b le  C a r e  A c t

M o d el D e s c r ip t io n S t a t u s
( Y e a r s  te s te d )

P a r t ic ip a n t s O b lig a t io n s  th r o u g h  
S e p t e m b e r  3 0 , 2 0 1 6

In c e n t iv e s  fo r  P r e v e n t io n  o f  C h r o n ic  
D is e a s e s  in M e d ic a id  -  T e s t e d  t h e  im p a c t  o f  

p r o v id in g  in c e n t i v e s  t o  M e d ic a id  b e n e f i c ia r ie s  

t o  p a r t i c ip a t e  in  p r e v e n t io n  p r o g r a m s  s u c h  a s  

t h o s e  t h a t  a d d r e s s  t o b a c c o  c e s s a t io n ,  

c o n t r o l l i n g  o r  r e d u c i n g  w e ig h t ,  lo w e r in g  

c h o l e s t e r o l ,  l o w e r in g  b lo o d  p r e s s u r e ,  a n d  

m a n a g i n g  o r  a v o i d in g  t h e  o n s e t  o f  d i a b e t e s .  

T h e  f in a l  e v a l u a t io n  w a s  u n a b le  t o  d i r e c t l y  

m e a s u r e  w h e t h e r  t h e  p r o g r a m s  p r e v e n t e d  

c h r o n i c  d i s e a s e s ,  b u t  f o u n d  p r o g r a m s  f o c u s in g  

o n  t o b a c c o  c e s s a t io n  in c r e a s e d  c e s s a t io n  

r a te s .

I m p le m e n t e d  -  t e s t i n g  

p e r io d  e n d e d  

( 2 0 1 1 - 2 0 1 5 )

1 0  s t a t e s $ 7 1 . 1  m i l l io n

M e d ic a id  E m e r g e n c y  P s y c h ia t r ic  
D e m o n s t r a t io n  -  T e s t e d  t h e  e x t e n t  t o  w h ic h  

r e im b u r s in g  p r i v a t e  p s y c h i a t r i c  h o s p i t a ls  f o r  

in p a t i e n t  s e r v ic e s  n e e d e d  t o  s t a b i l i z e  

p s y c h i a t r i c  e m e r g e n c y  m e d ic a l  c o n d i t i o n s  in  

a d u l t  M e d ic a id  b e n e f i c i a r i e s  a g e s  2 1  t o  6 4  

( w h i c h  is  g e n e r a l l y  p r o h i b i t e d  u n d e r  M e d ic a id )  

im p r o v e d  a c c e s s  t o  a n d  q u a l i t y  o f  c a r e  f o r  

t h e s e  b e n e f i c i a r i e s  a n d  r e d u c e d  o v e r a l l  

M e d ic a id  s p e n d in g  a n d  u t i l i z a t io n .  T h e  f in a l  

e v a l u a t io n  w a s  u n a b le  t o  m a k e  d e f in i t i v e  

c o n c l u s io n s  a b o u t  w h e t h e r  t h e  d e m o n s t r a t i o n  

im p r o v e d  a c c e s s  t o  a n d  q u a l i t y  o f  c a r e  w h i le  

r e d u c i n g  s p e n d in g  a n d  u t i l i z a t io n .

I m p le m e n t e d  -  t e s t i n g  

p e r io d  e n d e d  

( 2 0 1 2 - 2 0 1 5 )

2 7  p r i v a t e  p s y c h i a t r i c  

h o s p i t a ls  in  1 1  s t a t e s  a n d  

t h e  D i s t r i c t  o f  C o lu m b ia

$ 7 4 . 2  M i l l io n

M e d ic a re  In d e p e n d e n c e  at H o m e  
D e m o n s t r a t io n  -  T e s t s  t h e  e f f e c t i v e n e s s  o f  

d e l i v e r in g  a n  e x p a n d e d  s c o p e  o f  p r im a r y  c a r e  

s e r v i c e s  in  a  h o m e  s e t t i n g  o n  im p r o v in g  c a r e  

f o r  M e d ic a r e  b e n e f i c i a r i e s  w i t h  m u l t ip l e  c h r o n i c  

c o n d i t io n s .

I m p l e m e n t e d

( 2 0 1 2 - 2 0 1 9 )

1 4  p r im a r y  c a r e  p r a c t i c e s  

a n d  c o n s o r t ia

$ 1 6 . 1  m i l l io n
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A p p en d ix  III: M odels Required by Different 
P ro v is io n s  o f the Patient Protection and  
A ffordable  C a re  A ct

M o d el D e s c r ip t io n S t a t u s
( Y e a r s  te s te d )

P a r t ic ip a n t s O b lig a t io n s  th r o u g h  
S e p t e m b e r  3 0 , 2 0 1 6

C o m m u n it y  B a s e d  C a r e  T r a n s it io n s  
P r o g r a m  -  T e s t e d  a p p r o a c h e s  t o  r e d u c e  

u n n e c e s s a r y  h o s p i t a l  r e a d m is s i o n s  b y  

im p r o v in g  t h e  t r a n s i t i o n  o f  M e d ic a r e  

b e n e f i c i a r i e s  f r o m  t h e  in p a t ie n t  h o s p i t a l  s e t t i n g  

t o  h o m e  o r  o t h e r  c a r e  s e t t i n g s .  T h e  f in a l  

e v a l u a t io n  w a s  u n a b le  t o  m a k e  d e f in i t i v e  

c o n c l u s io n s  o n  t h e  im p a c t  o f  t h e  m o d e l ,  b u t  

f o u n d  s o m e  e v i d e n c e  t h a t  s u g g e s t e d  t h e  

p o t e n t ia l  f o r  t h e  p r o g r a m  t o  r e d u c e  h o s p i t a l  

r e a d m is s i o n s .

I m p le m e n t e d  -  t e s t i n g  

p e r io d  e n d e d  

( 2 0 1 2 - 2 0 1 7 )

B e g a n  w i t h  1 0 1  

c o m m u n i t y - b a s e d  

o r g a n i z a t i o n s  a n d  

c o n c l u d e d  w i t h  4 4 .

$ 2 9 1 . 5  m i l l io n

C e r t a in  C o m p le x  D ia g n o s t ic  L a b  T e s t s  -

T e s t e d  t h e  e f f e c t  o f  m a k in g  s e p a r a t e  p a y m e n t s  

f o r  c e r t a in  c o m p le x  d i a g n o s t i c  la b o r a t o r y  t e s t s  

o n  a c c e s s  t o  c a r e ,  q u a l i t y  o f  c a r e ,  h e a l t h  

o u t c o m e s ,  a n d  e x p e n d i t u r e s .  T h e  f in a l  

e v a l u a t io n  f o u n d  t h a t  t h e  D e m o n s t r a t i o n  d id  n o t  

h a v e  a  s ig n i f i c a n t  im p a c t  o n  t h e  c a r e  r e c e iv e d ,  

h e a l t h  o u t c o m e s ,  o r  e x p e n d i t u r e s  a m o n g  t h e  

M e d ic a r e  b e n e f i c i a r y  p o p u la t io n  a s  a  w h o le .

I m p le m e n t e d  -  t e s t i n g  

p e r io d  e n d e d  

( 2 0 1 2 - 2 0 1 4 )

N o t  a p p l i c a b le $ 4 0 0 , 0 0 0

G r a d u a te  N u r s e  E d u c a t io n  -  T e s t s  t h e  e f f e c t  

o f  o f f s e t t in g  t h e  c o s t s  o f  c l i n i c a l  t r a i n in g  f o r  

A d v a n c e d  P r a c t i c e  R e g is t e r e d  N u r s e s  ( A P R N )  

o n  t h e  a v a i l a b i l i t y  o f  g r a d u a t e  n u r s in g  s t u d e n t s  

e n r o l le d  in  A P R N  t r a i n in g  p r o g r a m s .  T h e  f in a l  

e v a l u a t io n  f o u n d  t h a t  t h e  m o d e l  h a d  a  p o s i t i v e  

im p a c t  o n  A P R N  s t u d e n t  g r o w t h ,  a n d  h e lp e d  

t r a n s f o r m  c l i n ic a l  e d u c a t i o n  w i t h in  p a r t i c ip a t i n g  

s c h o o ls  o f  n u r s in g .

I m p l e m e n t e d

( 2 0 1 2 - 2 0 1 8 )

5  h o s p i t a ls  p a r t n e r in g  w i t h  

1 9  s c h o o ls  o f  n u r s in g

$ 1 5 3  m i l l io n

Source: Centers for Medicare & Medicaid Services. | GAO-18-302
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Cost-Sharing Reductions in CB...
Posted by Keith Hall on May 3, 2018

At hearings about the Congressional Budget Office’s Budget and 
Economic Outlook on April 11 and April 12, I answered several questions 
asked by Members of Congress about how cost-sharing reductions (CSRs) 
have been incorporated in the agency’s baseline budget projections. 
Time to answer questions during the hearings was limited, so this blog 
post provides additional information.

Background
The Affordable Care Act (ACA), in section 1402, requires insurers who participate in 

the marketplaces established under tha t act to offer CSRs to eligible people who 

purchase silver plans through the marketplaces. CBO views tha t requirement as 

establishing an entitlem ent for those eligible.

To qualify for CSRs, people must purchase a plan through a marketplace and 

generally have income between 100 percent and 250 percent o f the federal poverty 

guidelines (also known as the federal poverty level, or FPL). The size o f the subsidy 

varies w ith income.1

CSRs reduce deductibles and other out-of-pocket expenses like copayments. For 

example, in 2017, by CBO’s estimates, the average deductible for a single 

policyholder (for medical and drug expenses combined) w ith a silver plan varied 

according to income in the fo llow ing way:
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Income as a Percentage of the FPL Approximate Deductible (Dollars)

Above 250 (W ithout CSRs) 3,600

Between 200 and 250 2,900

Between 150 and 200 800

Between 100 and 150 300

Individuals w ith income generally between 100 percent and 400 percent o f the FPL 

are also eligible for tax credits to help cover a portion o f the ir premiums. The size 

o f those premium tax credits varies w ith income and premiums.

Before October 12, 2017, the federal government reimbursed insurers for the cost 

o f CSRs through a direct payment. However, on tha t date, the Administration 

announced that, w ithou t an appropriation for that purpose, it would no longer 

make such payments to insurers. Because insurers are still required to offer CSRs 

and to bear the ir costs even w ithou t a direct payment from the government, most 

have covered those costs by increasing premiums for silver plans offered through 

the marketplaces for the 2018 plan year. (For the most part, insurers did not 

increase premiums for other plans to cover the cost o f CSRs because the CSR 

entitlem ent is not available for those plans.)

Budgetary Treatment
Section 257 o f the Balanced Budget and Emergency Deficit Control Act o f 1985, 

which specifies rules for constructing CBO’s baseline, requires tha t the agency 

assume fu ll funding o f entitlem ent authority.2 CBO and the staff o f the Jo in t 

Committee on Taxation (JCT) have long viewed the requirement that the federal 

government compensate insurers for CSRs as a form of entitlem ent authority. On 

tha t basis, CBO included the CSR payments as direct spending (that is, spending 

tha t does not require appropriation action) in the agency’s June 2017 baseline.

For the spring 2018 baseline, CBO and JCT project tha t the entitlem ent for 

subsidies for CSRs is being funded through higher premiums and larger premium 

tax credit subsidies instead o f a direct payment. The projection reflects the 

manner in which insurers are currently reimbursed for the cost o f providing CSRs 

to eligible enrollees in light o f the Adm inistration’s change in policy in October
2017. That approach complies wi th section 257 o f the Deficit ControI Act because

https://www.cbo.gov/publication/53799 5/11/2018



Cost-Sharing Reductions in CBO’s Spring 2018 Baseline | Congressional Budget Office Page 3 of 5

the CSR entitlem ent is assumed to be fu lly funded. The revised baseline treatm ent 

o f CSRs’ means o f financing was made by CBO after consultation w ith the House 

and Senate Budget Committees.

On the basis of an analysis of insurers’ rate filings, CBO and JCT estimate that gross 
premiums for silver plans offered through the marketplaces are, on average, about 10 
percent higher in 2018 than they would have been if CSRs were funded through a 
direct payment. The agencies project that the amount will grow to roughly 20 percent 
by 2021.

Effect on the Baseline
The size of premium tax credits is linked to the premiums for the second-lowest-cost 
silver plans offered through the marketplaces: Out-of-pocket payments for premiums 
for enrollees who are eligible for subsidies are based on a percentage of their income, 
and the government pays the difference through the premium tax credits. As a result, 
in CBO’s projections, higher gross premiums for silver plans increase the amount of 
tax credits paid by the federal government, thereby covering insurers’ costs for CSRs. 
Higher gross premiums for silver plans do not significantly affect the out-of-pocket 
payments that subsidized enrollees pay for premiums for silver plans offered through 
the marketplaces because the structure of the premium tax credit largely insulates 
them from those increases.

For plans besides silver ones, insurers in most states have not increased gross 
premiums much, if at all, to cover the costs of CSRs. Because the premium tax credits 
are primarily based on the income levels of enrollees and not the nature of the plan 
they choose, enrollees could use those credits to cover a greater share of premiums 
for plans other than silver ones in those states. For example, more people are able to 
use their higher premium tax credits to obtain bronze plans, which cover a smaller 
share of benefits than silver plans, for free or for very low out-of-pocket premiums. 
Also, some people with income between 200 percent and 400 percent of the FPL can 
purchase gold plans, which cover a greater share of benefits than do silver plans, with 
similar or lower premiums after tax credits. As a result of those changes, in most 
years, between 2 million and 3 million more people are estimated to purchase 
subsidized plans in the marketplaces than would have if the federal government had 
directly reimbursed insurers for the costs of CSRs.

In CBO’s projections, higher gross premiums for silver plans affect premiums for 
people who are not eligible for premium tax credits (most of whom have income 
above 400 percent of the FPL). However, many of those enrollees have options for

https://www.cbo.gov7publication753799 5/11/2018
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Administration’s policy change in October 2017. Just as insurers in most states have 
not increased premiums for plans other than silver ones much to cover the costs of 
CSRs, insurers in many states have not increased the premiums of silver plans sold 
outside the marketplaces to cover the costs of CSRs either. Therefore, many people 
who are not eligible for subsidies are able to select a plan besides a silver one or a 
silver plan sold outside the marketplaces and avoid paying the premium increases 
related to the lack of a direct appropriation for CSRs.

Future Cost Estimates
In recent cost estimates for legislation tha t would appropriate funding for the 

payment o f CSRs, CBO and JCT estimated that the appropriation would not affect 

direct spending or revenues because such payments were already incorporated in 

CBO’s baseline projections.3 After consulting w ith the budget committees about 

the baseline and about cost estimates relative to tha t baseline, the agency w ill 

continue tha t practice.

For legislation that would change the means of funding the CSR entitlement, CBO 
will estimate that enactment would not affect the federal deficit—because the 
obligations stemming from the entitlement can be fully satisfied through either a 
direct payment or higher premiums and larger premium tax credit subsidies. 
However, if legislation was enacted that appropriated funds for direct payments for 
CSRs, the agency would update its baseline projections to incorporate those 
appropriations and to reflect lower premium tax credits and other effects—because 
insurers would no longer increase gross premiums for silver plans offered through the 
marketplaces to cover the costs of providing CSRs.

Keith Hall is CBO’s Director.

1 In most marketplaces, people can choose among plans—such as bronze, silver, and gold—for which the portion of 
covered medical expenses paid by the insurer differs. The average percentage of covered expenses paid by the insurer is 
called the actuarial value of the plan. Silver plans differ from other plans because they must provide CSRs to eligible 
enrollees. For people at most income levels, the actuarial value of a silver plan is 70 percent; however, people who 
qualify for CSRs are eligible for silver plans with higher actuarial values: 73 percent for people with income between 200 
percent and 250 percent of the FPL; 87 percent for people with income between 150 percent and 200 percent of the FPL; 
and 94 percent for people with income between 100 percent and 150 percent of the FPL. The actuarial values of bronze 
and gold plans are 60 percent and 80 percent, respectively.

2 2 U.S.C. §907(b)(1) (2012). Entitlement authority is authority for federal agencies to incur obligations to make 
payments to entities that meet the eligibility criteria set in law.

3 See Congressional Budget Office, cost estimate for the Bipartisan Health Care Stabilization Act of 2018 (March 
19, 2018).

https://www.cbo.gov/publication/53799 5/11/2018



Keith Hall, DirectorC O N G R E S S I O N A L  B U D G E T  O F F I C E  
U.S. Congress 
Washington, DC 20515

March 19, 2018

Honorable Lamar Alexander 
Chairman
Committee on Health,

Education, Labor and Pensions 
United States Senate 
Washington, DC 20510

Re: Appropriation o f Cost-Sharing Reduction Subsidies 

Dear Mr. Chairman:

On March 19, 2018, the Congressional Budget Office and the staff of the 
Joint Committee on Taxation (JCT) produced a cost estimate for the 
Bipartisan Health Care Stabilization Act of 2018 (BHCSA). The agencies 
estimated that enacting the BHCSA would increase the deficit by 
$19 billion over the 2018-2027 period relative to CBO’s baseline, primarily 
because of the cost of subsidizing reinsurance or invisible high-risk pool 
programs in the nongroup health insurance market. The reduction in 
premiums associated with those programs would primarily benefit people 
with income greater than 400 percent of the federal poverty level (FPL).1 
This letter responds to your request for additional information about that 
estimate.

You requested an alternative estimate of section 602(b) of the bill, which 
would appropriate such sums as may be necessary for payments for cost­
sharing reductions (CSRs) authorized by section 1402 of the Affordable 
Care Act (ACA).2 Specifically, you asked that CBO and JCT provide an 
alternative estimate that reflects the fact that insurers are not being 
separately reimbursed through an appropriation for the costs of CSRs.3 
Under such a scenario, CBO and JCT estimate that enacting section 602(b)

1. M ost p eop le  w ith  incom es b e lo w  400  percen t o f  the FPL  purchasing  nongroup  insurance 
receive  p rem ium  tax  cred its th a t la rge ly  in su late  th em  from  changes in  gross p rem ium s.

2. T he A C A  com prises the P atien t P ro tec tion  and  A ffo rdab le  C are A ct (Public L aw  111-148) 
and  the p rov is ions o f  th e  H ea lth  C are  and  E du ca tio n  R eco nc ilia tion  A ct o f  2010
(Public L aw  111-152) th a t are re la ted  to  h ea lth  care.

3. C SR s take  the fo rm  o f  red u ced  deductib les, copaym ents, and  other m eans o f  cost sharing  for 
e lig ib le  ind iv iduals en ro lled  in  silver p lans th ro u g h  m arketp laces.
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of the BHCSA would result in a net reduction in the deficit of $29 billion 
over the 2018-2027 period, as opposed to having no effect when estimated 
relative to CBO’s baseline.

That net deficit reduction of $29 billion would stem mainly from smaller 
federal subsidies for health insurance purchased through the marketplaces 
by people with income between 200 percent and 400 percent of the FPL.

Background

The ACA requires insurers to offer CSRs to eligible people who purchase 
silver plans through the marketplaces established by that legislation.4 * 
People must generally have income between 100 percent and 250 percent of 
the FPL to qualify for CSRs, and the size of that subsidy varies with 
income. Individuals with incomes generally between 100 percent and 
400 percent of the FPL also are eligible for tax credits to help cover a 
portion of their premiums. The size of those premium tax credits varies 
with income and premiums.

Prior to October 2017, the federal government reimbursed insurers for the 
cost of CSRs through a direct payment. However, on October 12, 2017, the 
Administration announced that it would no longer make such payments to 
insurers absent an appropriation for that purpose. Because insurers are still 
required to offer CSRs and to bear their costs even without a direct 
payment from the government, most have covered those costs by increasing 
premiums for silver plans offered through the marketplaces for the 2018 
plan year. (For the most part, insurers did not increase premiums for other 
plans to cover the cost of CSRs because the CSR entitlement is not 
available for those plans.)

Based on an analysis of insurers’ rate filings, CBO and JCT estimate that 
gross premiums for silver plans offered through the marketplaces are, on 
average, about 10 percent higher in 2018 than they would have been if 
CSRs were funded through a direct payment. The agencies project that 
amount will grow to roughly 20 percent by 2021.

4. In  m ost m arketp laces, peop le  can  choose am ong p lans— such  as b ronze , silver, and  go ld— for 
w h ich  the p o rtio n  o f  covered  m ed ical expenses p a id  b y  th e  in su rer differs. T he average
percen tage  o f  expenses p a id  b y  the in su rer is considered  the ac tuaria l value o f  th e  plan. S ilver 
p lans d iffe r from  o ther p lans because  th ey  m ust p rov ide  C S R s to  e lig ib le  enro llees. F o r peop le  
at m ost incom e levels, the ac tuaria l va lue  o f  a silver p lan  is 70 percen t; how ever, p eop le  w ho 
qualify  for C S R s are e lig ib le  for silver p lans w ith  h igher ac tuaria l values.
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The size of premium tax credits is linked to the premiums for the second- 
lowest-cost silver plans offered through the marketplaces: Out-of-pocket 
payments for premiums for enrollees who are eligible for subsidies are 
based on a percentage of their income, and the government pays the 
difference through the premium tax credit. As a result, higher gross 
premiums for silver plans are expected to increase the amount of tax credits 
paid by the federal government, thereby covering the costs to insurers of 
CSRs. However, higher gross premiums for silver plans are not expected to 
significantly affect the out-of-pocket payments that subsidized enrollees 
pay for premiums for silver plans offered through the marketplaces because 
the structure of the premium tax credit largely insulates them from those 
increases.

In addition, because insurers in the majority of states are not expected to 
increase gross premiums for non-silver plans much, if at all, to cover the 
costs of CSRs, the larger premium tax credits are expected to cover a 
greater share of premiums for non-silver plans in those states. For example, 
more people would be able to use their higher premium tax credits to obtain 
bronze plans, which cover a smaller share of benefits than silver plans, for 
free or for very low out-of-pocket premiums. Also, the agencies anticipate 
that some people with income between 200 percent and 400 percent of the 
FPL would be able to purchase plans that cover a greater share of benefits 
with similar or lower premiums, after tax credits, than do silver plans. As a 
result of those changes, the agencies estimate that more people would 
purchase subsidized plans in the marketplaces than would have if the 
federal government had directly reimbursed insurers for the cost of CSRs.5

Budgetary Treatment

Section 257 of the Balanced Budget and Emergency Deficit Control Act of 
1985, which specifies rules for constructing the baseline, requires that CBO 
assume full funding of entitlement authority.6 CBO and JCT have long 
viewed the requirement that the federal government compensate insurers 
for CSRs as a form of entitlement authority. On that basis, in the most 
recent baseline projections (summer 2017), CBO included the CSR 
payments as direct spending (that is, spending that does not require 
appropriation action). After consulting with the Budget Committees, CBO

5. F o r re la ted  d iscussion, see C ongressional B udget O ffice, The Effects o f  Terminating Payments 
for Cost-Sharing Reductions (A ugust 2017), w w w .cb o .gov /pub lica tion /53009 .

6. 2 U .S .C . §907(b)( 1) (2012). E n titlem en t au thority  is au thority  fo r federa l agencies to  incur
ob ligations to  m ake p aym en ts  to  en tities th a t m eet th e  e lig ib ility  criteria  set in  law.



continued to assume in its baseline that CSRs would be funded even though 
the Administration announced on October 12, 2017, that it would stop 
making direct payments for CSRs.

Section 602(b) of the BHCSA would appropriate such sums as may be 
necessary for the federal government to make payments to insurers for 
CSRs for the last quarter of plan year 2017, for certain insurers for plan 
year 2018, and for all of plan years 2019, 2020, and 2021. Because such 
direct payments are already in CBO’s baseline projections, CBO and JCT 
estimated that providing such an appropriation would not increase direct 
spending or revenues, relative to the baseline.
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Alternate Estimate

Estimating the budgetary effects of section 602(b) of the BHCSA relative 
to a different benchmark—that the CSR entitlement is funded through 
adjustments to premiums and premium tax credits (not through direct 
federal payment)—would produce a different budgetary result. Specifically, 
CBO and JCT estimate that appropriating funds for CSR payments for part 
of 2017 and for 2018—years in which insurers have already set 
premiums—would increase the deficit. However, CBO and JCT estimate 
that appropriating funds for CSR payments for the 2019-2021 period would 
reduce the deficit, on net, because insurers would no longer increase gross 
premiums for silver plans offered through the marketplaces in those years 
to cover the costs of CSRs.

Appropriating Funds for CSR Payments for 2017. Section 602(b) would 
appropriate such sums as may be necessary for CSR payments in the last 
quarter of plan year 2017. Because such an appropriation would not affect 
premiums that have already been set, the agencies estimate that the 
provision would cost $1.8 billion in 2018 relative to the alternative 
benchmark.
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Special Rules for 2018. Section 602(b) would appropriate such sums as 
may be necessary for the cost of CSR payments in plan year 2018 for 
certain insurers that did not increase premiums in response to the lack of 
direct funding for such subsidies. Based on an analysis of rate filings and 
information from states, CBO and JCT estimate that about 5 percent of 
individuals receiving CSRs are enrolled in such plans and that the provision 
would cost $320 million relative to the alternative benchmark.

Section 602(b) also would provide an additional appropriation to 
Minnesota’s and New York’s Basic Health Programs (BHPs) in 2018.
Those programs provide an alternative form of health insurance for 
individuals with incomes below 200 percent of the FPL who would 
otherwise be eligible for subsidized coverage through the marketplaces.
The federal government subsidizes those programs by providing a per- 
enrollee payment equal to 95 percent of the subsidy those individuals 
would have received if they had obtained insurance through their state’s 
marketplace. The appropriation in section 602(b) would provide funding 
equal to 95 percent of the amount of those enrollees’ cost-sharing subsidies 
for 2018. CBO estimates that this would cost $1.2 billion in 2018 relative to 
the alternative benchmark.

Appropriating Funds for CSR Payments for 2019-2021. If the estimate 
incorporated the assumption that insurers were currently compensated for 
CSRs through larger premium tax credits, CBO and JCT estimate that 
appropriating payments for CSRs in future years would decrease total 
federal subsidies (premium tax credits and CSRs combined) for health 
insurance in the nongroup market. That decrease would occur because the 
average amount of subsidy per person would be smaller, and because fewer 
people would receive subsidies.

CBO and JCT anticipate that if insurers were compensated for CSRs 
through an appropriation, they would no longer increase gross premiums 
for silver plans offered through the marketplaces to cover the cost of 
providing reduced deductibles, copayments, and other means of cost 
sharing as required by law. As premiums declined, so would premium tax 
credits. CBO and JCT estimate that premium tax credits would decrease by 
more than the cost of appropriating CSR payments mainly because the 
decrease in premium tax credits for those with income between 200 percent 
and 400 percent of the FPL would be substantially larger than the small 
increases in CSR payments for this group. According to CBO and JCT’s 
estimates, the reduction in the average subsidy per person accounts for less 
than half of the projected net reduction in federal costs for coverage 
through the marketplaces.
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In addition, the agencies estimate that fewer people would enroll in—and 
receive subsidies for—coverage through marketplaces if payments for 
CSRs were appropriated. Those declines in enrollment would occur mostly 
among people with incomes between 200 percent and 400 percent of the 
FPL. As discussed earlier, in the absence of direct CSR payments, 
premiums and premium tax credits rise, and the higher premium tax credits 
are expected to cover a greater share of premiums for non-silver plans. For 
example, some people in that income range may be able to pay a similar or 
lower premium after tax credits for a plan that covers a greater share of 
covered benefits than a silver plan does. Accordingly, if the federal 
government instead directly reimbursed insurers for the cost of CSRs, 
people with income between 200 percent and 400 percent of the FPL would 
no longer have that option. In addition, fewer people would have access to 
bronze plans at no or very low premium cost after tax credits. The projected 
reduction in subsidized enrollment accounts for more than half of the 
estimated net reduction in federal costs for coverage through the 
marketplaces.

CBO and JCT estimate that appropriating CSR payments for 2019 through 
2021 would, on net, reduce the deficit by $32 billion over the 2019-2027 
period relative to the alternative benchmark. In addition, CBO and JCT 
project that the number of uninsured people would increase by less than 
500,000 in 2019 and by between 500,000 and 1 million in 2020 and 2021. 
Most of those uninsured people would have incomes between 200 percent 
and 400 percent of the FPL.

I hope that you find this information helpful; if you wish to have further 
information, we will be pleased to provide it. The primary staff contacts for 
this analysis are Kate Fritzsche and Kevin McNellis.

Sincerely,

Director

cc: Honorable Patty Murray
Ranking Member

Identical letter sent to the Honorable Greg Walden



CONGRESSIONAL BUDGET OFFICE 
COST ESTIMATE

March 19, 2018

Bipartisan Health Care Stabilization Act of 2018

As provided to CBO on March 19, 2018 (version TAM18347)

SUMMARY

The Bipartisan Health Care Stabilization Act of 2018 (BHCSA) would make several 
changes to health care laws. It would:

• Change the state innovation waiver process established by the Affordable Care 
Act (ACA),

• Appropriate a total of $30.5 billion for reinsurance programs or invisible high-risk 
pools in the nongroup insurance market,

• Appropriate funds for the direct payment for cost-sharing reductions (CSRs) 
through 2021,

• Allow any enrollee in the nongroup market to purchase a catastrophic plan, and

• Require some existing funding for operations in the health insurance marketplaces 
to be used specifically for outreach and enrollment activities in 2019 and 2020.

On net, CBO and the staff of the Joint Committee on Taxation (JCT) estimate that 
enacting the legislation would increase the deficit by $19.1 billion over the 2018-2027 
period relative to CBO’s baseline. The agencies estimate that the legislation would 
increase the number of people with health insurance coverage, on net, by fewer than 
500,000 people in each year from 2019 through 2022, compared with the baseline 
projection. Because enacting the legislation would affect direct spending and revenues, 
pay-as-you-go procedures apply.

CBO and JCT estimate that enacting the legislation would not increase net direct 
spending or on-budget deficits in any of the four consecutive 10-year periods beginning 
in 2028.



The BHCSA would impose intergovernmental and private-sector mandates as defined in 
the Unfunded Mandates Reform Act (UMRA). CBO estimates that the costs of those 
mandates would fall below the annual thresholds established in UMRA for 
intergovernmental and private-sector mandates ($78 million and $156 million in 2017, 
respectively, adjusted annually for inflation).

ESTIMATED COST TO THE FEDERAL GOVERNMENT

The estimated budgetary effects of the Bipartisan Health Care Stabilization Act of 2018 
are shown in the following table. The costs of this legislation fall within budget function 
550 (health).

BASIS OF ESTIMATE

For this estimate, CBO and JCT assume that the legislation will be enacted in the spring 
of 2018. The agencies have measured the budgetary effects relative to CBO’s most recent 
baseline (June 2017), incorporating adjustments published in September 2017, as well as 
adjustments for enacted legislation.1

State Innovation Waivers

Under current law, states may apply for waivers from some of the rules governing 
insurance markets or the programs offering health insurance established by the ACA. 
Those “state innovation waivers” were established by section 1332 of the ACA. Under 
current law and this legislation, waivers are required to be budget neutral and to provide 
comparable levels of insurance coverage, measured in terms of covered benefits, per- 
enrollee costs, and the number of state residents with health insurance. However, in CBO 
and JCT’s assessment, the actual net budgetary effects of the waiver process are unclear.

1. T he m ost sign ifican t ad ju stm en t fo r enacted  leg is la tion  inco rpo ra tes  the effec ts o f  P .L . 115-97, w h ich  repealed  
p ena lties  re la ted  to  the ind iv idual h ea lth  in su rance m andate  beg inn ing  in  2019  and  changed  incom e tax  rates.

2



By Fiscal Year, in Millions of Dollars
2018- 2018­

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2022 2027

IN C R E A S E S  O R  D E C R E A S E S  (-)  IN  D IR E C T  S P E N D IN G

State Innovation Waiversa * * * * * * * * * * * *

Reinsurance and Invisible High- 
Risk Poolsa

50 6,866 6,199 9,029 6,024 -1,620 0 0 0 0 28,168 26,548

Waiver Pass-through 
Recalculation

68 69 70 72 79 * * * * * 359 359

Funding for CSRs 0 0 0 0 0 0 0 0 0 0 0 0

Copper Plansa 0 -71 -99 -88 -85 -87 -91 -93 -94 -97 -343 -805

Total Changes 118 6,864 6,170 9,013 6,019 -1,707 -91 -93 -94 -97 28,184 26,102

IN C R E A S E S  O R  D E C R E A S E S  (-)  IN  R E V E N U E S "

State Innovation Waiversa * * * * * * * * * * * *

Reinsurance and Invisible High- 
Risk Poolsa 0 802 1,501 2,160 1,986 520 0 0 0 0 6,449 6,970

Funding for CSRs 0 0 0 0 0 0 0 0 0 0 0 0

Copper Plansa 0 3 4 5 5 5 5 5 6 7 17 44

Total Changes * 805 1,505 2,165 1,991 525 5 5 6 7 6,466 7,014
On-Budget * 665 1,234 1,777 1,632 432 5 5 6 7 5,308 5,763
Off-Budgetc * 140 271 388 359 94 * * * * 1,158 1,251

N E T  IN C R E A S E  O R  D E C R E A S E  (-)  I N  T H E  D E F IC IT  F R O M  
IN C R E A S E S  O R  D E C R E A S E S  (-)  I N  D IR E C T  S P E N D IN G  A N D  R E V E N U E S

Impact on Deficit 118 6,059 4,665 6,848 4,028 -2,232 -96 -98 -100 -104 21,718 19,088
On-Budget 118 6,199 4,936 7,236 4,387 -2,138 -96 -98 -100 -104 22,875 20,339
Off-Budgetc * -140 -271 -388 -359 -94 * * * * -1,158 -1,251

Notes: Budget authority is equal to outlays; components may not add to totals because of rounding; * = an increase or decrease of less than
$500,000; CSRs = cost-sharing reductions.

a. Policies affect both direct spending and revenues.
b. For revenues, a positive number indicates an increase (reducing the deficit) and a negative number indicates a decrease (adding to the 

deficit).
c. All off-budget effects would come from changes in Social Security revenues.
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Under a waiver, states receive federal funding (known as “pass-through funds”) to 
implement the waiver in an amount equal to the Administration’s estimate of federal 
subsidies that would have otherwise been paid in the absence of the waiver.2 If the 
amount of pass-through funding equaled the amount that otherwise would have been 
paid, then the waiver would have no net budgetary effect. In CBO and JCT’s assessment, 
the factors that tend to increase net costs are probably roughly offset by factors that tend 
to decrease them. However, that equality might not occur for several reasons. For 
example, approved waivers could increase net costs if states chose to implement waivers 
only when the Administration’s estimate of pass-through funding turned out to be too 
high and did not implement them when that estimate turned out to be too low. On the 
other hand, states could implement waivers that reduced net costs by more than the 
amounts that would be included in the calculation of pass-through funding; for example, 
federal tax revenues could increase if state waivers caused premiums for employment- 
based insurance to fall or fewer employers to offer employment-based coverage under a 
waiver.

The legislation would make several changes to the rules for state innovation waivers. For 
example, under the legislation, states would no longer need to enact legislation before 
submitting a waiver application, and the standards by which the Departments of Health 
and Human Services and the Treasury Department evaluate states’ applications would 
change. CBO and JCT estimate that those changes would increase the number of 
applications submitted by states and the likelihood that future waiver applications would 
be approved. However, the agencies do not expect that the changes made to the standards 
for evaluating new waivers would significantly alter the net budgetary effect relative to 
current law.

Reinsurance and Invisible High-Risk Pools

The legislation would appropriate $10 billion per year over the 2019-2021 period to be 
used for reinsurance programs or invisible high-risk pools in the nongroup insurance 
market, plus $500 million to be used for state administrative costs, for a total of 
$30.5 billion. Generally, in order to receive its share of the money, a state would have to 
apply for a state innovation waiver and establish a reinsurance program or an invisible 
high-risk pool. However, for 2019 only, the legislation would establish a federal 
reinsurance program in any state that did not have a waiver related to reinsurance or an 
invisible high-risk pool. CBO and JCT estimate that, together, those provisions of the 
legislation would increase the deficit by $19.6 billion over the 2018-2027 period. That 
increase in the deficit is composed of a spending increase of $26.5 billion, partly offset 
by an increase in revenues of $7.0 billion.

2 . U nder curren t law , those  federa l subsid ies th a t a sta te m ay  receive  in  p ass-th ro u g h  funds inc lude  subsid ies for 
coverage p u rch ased  th ro u g h  a m arke tp lace  es tab lished  b y  th e  A C A .

4



How Reinsurance Programs and Invisible High-Risk Pools Would Work.
Reinsurance programs or invisible high-risk pools protect insurers from the risk of high- 
cost enrollees. A reinsurance program would pay insurers when enrollees incurred 
particularly high costs for medical claims—that is, costs above a specified threshold and 
up to a certain maximum. An invisible high-risk pool would allow insurers to pay 
premiums for selected high-risk enrollees into a pool, which would then cover the claims 
for those enrollees using the premiums and the federal funding. CBO and JCT estimate 
that either type of program would result in lower premiums for coverage in the nongroup 
market because the risk to insurers from high-cost enrollees would be lower.

What Proportion of the Population Would Be Affected. Based on information 
provided by state governments, insurers, and other outside experts, CBO and JCT 
estimate that almost all of the U.S. population would live in a state that used the federal 
default reinsurance program for 2019. Three states already have waivers approved under 
section 1332 that relate to reinsurance, but the agencies expect that it would be difficult 
for other states to establish a state-based program in time to affect premiums for 2019. 
Beginning in 2020, a state would need to establish its own program through a waiver 
under section 1332 in order to receive federal funds for reinsurance. CBO and JCT expect 
that about 60 percent of the population would live in a state that received such a waiver 
for 2020 and that about 80 percent of the country would live in a state that received such 
a waiver for 2021. The remainder of the population in those years would be without a 
federally-funded reinsurance program or invisible high-risk pool.

Why the Federal Costs Differ from the Appropriated Amounts. Because the funding 
would be available until spent, CBO and JCT expect that the money allocated to states 
that did not obtain a waiver for reinsurance or an invisible high-risk pool in 2020 and 
2021 would be available for use by other states in 2022.

In 2019, CBO and JCT estimate, about 60 percent of the federal cost for the default 
federal reinsurance program would be offset by other sources of savings, mainly by 
reductions in federal subsidies. The largest amount of offsetting savings would result 
from lower premiums in the nongroup market. Because premium tax credits for coverage 
purchased through the marketplaces established under the ACA are directly linked to 
those premiums, any reductions in nongroup premiums would result in lower federal 
subsidies.

States that instead established their own reinsurance program or invisible high-risk pool 
through a waiver under section 1332 would receive most of those offsetting savings as 
additional “pass-through funds” under the waiver, with the remainder accruing to the 
federal government. CBO and JCT project that states would use the pass-through funding 
they receive under a waiver to help finance their state reinsurance program or invisible 
high-risk pool. Therefore, the agencies estimate that the size of the reinsurance program 
or invisible high-risk pool, and therefore the magnitude of the premium reductions in the
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nongroup market, would be larger in states with a waiver than in states using the federal 
default program.

How Premiums Would Be Affected. CBO and JCT estimate that premiums for 
nongroup insurance would be about 10 percent lower in 2019, on average, under the 
legislation than projected for that year under current law. They also estimate that, in 2020 
and 2021, premiums for nongroup insurance would be about 20 percent lower, on 
average, than estimated for those years under current law in states that applied for a 
waiver to establish their own reinsurance program or invisible high-risk pool. The 
reduction in premiums would result in less federal spending on premium tax credits and 
more federal spending on waiver pass-through funding. In states that did not apply for a 
waiver, premiums would be the same under current law as under the legislation starting 
in 2020. The reduction in premiums would mainly affect people with income greater than 
400 percent of the federal poverty level (FPL). Most people with lower incomes 
purchasing nongroup insurance receive premium tax credits and pay a percentage of their 
income toward the purchase of the plan in their area used for determining the tax credit 
(referred to here as a benchmark plan) regardless of the gross premium charged for that 
plan.

The agencies estimate that insurers would lower premiums for coverage in the nongroup 
market based on the amount of funding they expect to be available for reinsurance 
programs or invisible high-risk pools. However, insurers would tend to set premiums 
conservatively to hedge against uncertainty about how the reinsurance program or 
invisible high-risk pool would be implemented and what their enrollees’ ultimate 
healthcare costs would be. As a result, the agencies expect that total premiums would not 
be reduced by the entire amount of available federal funding.

How Insurance Coverage Would Be Affected. CBO and JCT estimate that this 
provision would increase the number of people with health insurance coverage, on net, by 
fewer than 500,000 people in each year from 2019 through 2022, compared with CBO’s 
baseline projections. The largest portion of that net increase in coverage would come 
from people with incomes above 400 percent of the FPL who would be uninsured under 
current law, but who would purchase unsubsidized coverage in the nongroup market 
under the legislation because the premiums for that coverage would be lower.3 Because 
the increase in the number of people with health insurance coverage would primarily 
occur among the unsubsidized population, the additional federal cost of increased 
enrollment would be relatively small (and such costs would reduce the size of the pass­
through funding that a state would receive).

3. P eop le  are genera lly  e lig ib le  fo r subsid ies fo r coverage pu rch ased  th ro u g h  the  m arke tp laces i f  they  have 
incom es b e tw een  100 percen t and  400  percen t o f  the F PL  and  do no t have another affo rdab le  source o f  
in su rance coverage, such  as em p loym en t-based  insu rance o r M edicare .
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Waiver Pass-through Recalculation

The legislation would allow states with waivers under section 1332 that were approved 
before the legislation’s enactment to request a recalculation of the pass-through 
funding they would be owed. The legislation also would modify the methodology for 
calculating pass-through payments to include reductions in Basic Health Program (BHP) 
subsidies caused by the terms of a waiver. (The BHP allows states to offer subsidies to 
certain low-income people that are based on the subsidies available through the 
marketplaces.) Minnesota is the only state with an approved 1332 waiver and a BHP. 
Because Minnesota’s reinsurance waiver reduces premiums in the nongroup market, BHP 
payments are lower because those payments are directly tied to the premiums in the 
nongroup market. This provision would allow a state to receive the amount of the 
reduction in BHP payments as pass-through funding for its 1332 waiver.

CBO and JCT expect that Minnesota would request a recalculation, and that it would 
receive $359 million more in pass-through funding between 2018 and 2022. CBO and 
JCT also expect that if other states with an already-approved 1332 waiver but no BHP 
requested a recalculation, the amount of pass-through funding would not change 
significantly.

Funding for Cost-Sharing Reductions

The legislation would appropriate such sums as may be necessary to make payments for 
CSRs for the fourth quarter of calendar year 2017, for certain insurers for plan year 2018, 
and for all of plan years 2019 through 2021.4 Because such payments are already in 
CBO’s baseline projections (totaling $25 billion for 2019 through 2021 and $76 billion 
over the 2018-2027 period), CBO and JCT estimate that the appropriation would not 
affect direct spending or revenues, relative to that baseline.

CBO and JCT have long viewed the requirement that the federal government compensate 
insurers for CSRs as a form of entitlement authority. The Balanced Budget and 
Emergency Deficit Control Act of 1985, which specifies rules for constructing the 
baseline, requires CBO to assume full funding of such entitlement authority.5 On that 
basis, in the most recent baseline projections (summer 2017), CBO included the CSR 
payments as direct spending (that is, spending that does not require appropriation action). 
After consulting with the Budget Committees, CBO continued to assume in its baseline 
that CSRs would be funded, even though the Administration announced on 
October 12, 2017, that it would stop making direct payments for CSRs.

4. C SR s take  the fo rm  o f  reduced  deductib les, copaym ents, and  other m eans o f  cost sharing  fo r e lig ib le  ind iv iduals 
en ro lled  in  silver p lans th ro u g h  m arke tp laces.

5. 2 U .S .C . §907(b)(1) (2012). E n titlem en t au thority  is au thority  fo r federa l agencies to  incu r ob liga tions to  m ake 
paym en ts to  en tities th a t m eet the e lig ib ility  crite ria  set in  law.
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Because CBO’s baseline incorporates the assumption that direct payments for CSRs will 
be made for 2019 through 2021, premiums for those years would not change under the 
provision, relative to that baseline. To the extent that there would be uncertainty in 2022 
about whether CSRs will be directly funded, CBO and JCT expect that insurers would 
increase premiums in that year relative to the baseline projections. Because CBO’s 
baseline incorporates the funding for CSRs, however, this cost estimate excludes any 
effects on premiums of uncertainty about future funding—consistent with the exclusion 
of effects of providing the funding itself.

This analysis of the effects of CSRs on health insurance coverage and federal costs 
differs from that which CBO published in August 2017 in various ways.6 Most 
importantly, the August 2017 analysis considered the effects of hypothetical legislation 
that would terminate direct funding for CSRs, whereas this analysis addresses the effects 
of legislation that would provide direct funding for CSRs. In both cases, the legislation 
was compared to a baseline in which CSRs were directly appropriated.

Simply comparing outcomes with and without direct funding for CSRs, CBO and JCT 
expect that premiums for benchmark plans over the 2019-2021 period would be lower 
with funding for CSRs than without it, and federal costs would be lower as well. Such 
effects are explained in CBO’s August 2017 report.

Copper Plans

Under current law, only certain people, most of whom are under the age of 30, may enroll 
in a catastrophic plan in the nongroup insurance market. Beginning in 2019, the 
legislation would allow any nongroup enrollee to choose a catastrophic plan (those plans 
would be called copper plans). As under current law, subsidies would not be available for 
that coverage. In addition, the legislation would require that catastrophic plans be 
included as part of the single risk pool for pricing premiums in the nongroup market, 
alongside most other plans. (Under current regulations, catastrophic plans are treated 
separately from other nongroup plans for purposes of the risk-adjustment program.)

CBO and JCT estimate that this provision would not substantially change the total 
number of people purchasing insurance through the nongroup market. However, the 
agencies estimate that making catastrophic plans part of the single risk pool would 
slightly lower premiums for other nongroup plans, because the people who enroll in 
catastrophic plans tend to be healthier, on average, than other nongroup market enrollees. 
As a result of the slightly lower estimated premiums, CBO and JCT expect that federal 
costs for subsidies for insurance purchased through a marketplace would be reduced by

6. F o r re la ted  d iscussion, see C ongressional B udget O ffice, The Effects o f  Terminating Payments for Cost-Sharing 
Reductions (A ugust 2017), w w w .cb o .gov /pub lica tion /53009 .
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$849 million over the 2019-2027 period. That decrease in the deficit is composed of a 
decrease in outlays of $805 million and an increase in revenues of $44 million.

Outreach and Assistance Funding

Under current law, insurers participating in the federally-facilitated health insurance 
marketplace must pay a user fee. Those user fees support operations of the marketplace 
such as conducting outreach and enrollment activities, building and maintaining 
information technology systems, determining eligibility for subsidies, ensuring proper 
payments of subsidies, operating a quality rating system, conducting plan certification 
and oversight, and educating and assisting consumers with the marketplace.

The legislation would require the Department of Health and Human Services to spend 
$105.8 million of those existing user fees for outreach and enrollment activities related to 
the federally-facilitated marketplace for each of plan years 2019 and 2020. That amount 
is larger than the amount the Administration has previously announced it plans to spend 
on those activities for the 2018 plan year.

The legislation would designate specific purposes for existing funding and would not 
appropriate additional funds. Funding for outreach and enrollment activities could 
increase enrollment, increasing the number of people receiving subsidies while 
potentially improving the average health of enrollees in marketplace plans (and thus 
lowering average premiums in marketplace plans). However, because CBO and JCT do 
not have a basis for comparing the effects on enrollment and subsidies of using the 
funding for newly specified activities rather than choices under current law (which also 
could affect enrollment and subsidies), the agencies do not have a basis for estimating a 
net effect on the deficit from enacting the provision.

PAY-AS-YOU-GO CONSIDERATIONS

The Statutory Pay-As-You-Go Act of 2010 establishes budget-reporting and enforcement 
procedures for legislation affecting direct spending or revenues. The net changes in 
outlays and revenues that are subject to those pay-as-you-go procedures are shown in the 
following table. Only on-budget changes to outlays or revenues are subject to pay-as- 
you-go procedures.
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CBO Estimate of Pay-As-You-Go Effects for the Bipartisan Health Care Stabilization Act of 2018

_______________________By Fiscal Year, in Millions of Dollars_______________________
2018- 2018­

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2022 2027

N E T  IN C R E A S E  O R  D E C R E A S E  (-)  I N  T H E  O N -B U D G E T  D E F IC IT

Statutory Pay-As-You-Go Impact 118 6,199 4,936 7,236 4,387 -2,138 -96 -98 -100 -104 22,875 20,339

M e m o ra n d u m :
Changes in Outlays 118 6,864 6,170 9,013 6,019 -1,707 -91 -93 -94 -97 28,184 26,102
Changes in Revenues 0 665 1,234 1,777 1,632 432 5 5 6 7 5,308 5,763

INCREASE IN LONG-TERM DIRECT SPENDING AND DEFICITS

CBO estimates that enacting the legislation would not increase net direct spending or on- 
budget deficits in any of the four consecutive 10-year periods beginning in 2028.

MANDATES

The bill would impose two private-sector mandates as defined in UMRA. It would 
require insurers to consider catastrophic plans as part of the single risk pool. The bill also 
would require issuers of short-term, limited duration insurance to notify consumers that 
such insurance differs from coverage and benefits under qualified health plans. CBO 
estimates that any incremental administrative costs of those mandates would be small and 
fall below the annual threshold established in UMRA for private-sector mandates 
($156 million in 2017, adjusted annually for inflation). Additionally, the bill would 
require state insurance commissioners to oversee the consumer notification process. CBO 
estimates that the costs of that requirement would fall well below the threshold for 
intergovernmental mandates ($78 million in 2017, adjusted annually for inflation).

PREVIOUS CBO ESTIMATE

On October 25, 2017, CBO transmitted a cost estimate for the Bipartisan Health Care 
Stabilization Act of 2017. The differences in the estimated costs reflect differences 
between the two pieces of legislation, primarily the appropriation of funding for 
reinsurance and invisible high-risk pools, and the effects of legislation that was enacted 
since the earlier estimate was prepared.
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Editor's note: Part 7 o f this post discussed previous uses o f 
auto-enrollment with health insurance and other benefits as well 
as recent efforts in Maryland to deploy auto-enrollment to 
improve the individual market's risk pool and reduce the number 
o f uninsured. Part 2, below, explores how federal lawmakers 
could provide states with additional flexibility and build a 
supportive framework to facilitate future state innovation around 
health insurance auto-enrollment. Brief introductory material 
from part 1 is included below for context.

In December 2017, the Republican Congress, working with the 
Trump administration, repealed the tax penalties enforcing the 
Affordable Care Act's (ACA) individual mandate, effective in 
2019. Although the degree of the mandate's efficacy is 
uncertain, its repeal is sure to lead to additional Americans
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going without coverage, exacerbating the instability that now 
affects the individual insurance markets of many states.

In this context, it is incumbent on federal and state policymakers 
to enact replacement policies for the ACA's individual mandate. 
More fundamentally, the individual market's core dysfunction 
remains in place: Many young and healthy consumers remain 
outside the market, increasing average risk levels and premiums, 
and leaving millions of people needlessly uninsured. Those 
enrollment choices involve the perception and the reality of 
unaffordable coverage, but they also reflect burdens of 
enrollment and plan selection that have an outsize impact on 
program participation.

Similar dynamics extend beyond the individual market, leaving 
many people uninsured despite qualifying for Medicaid or 
employer-sponsored insurance. Most people who remain 
uninsured today qualify for insurance, often at very low cost to 
themselves.

One promising strategy to address these challenges involves the 
use of automatic, default enrollment into insurance. An 
automatic enrollment program can improve participation by 
creating options that require little or no premium payment and 
that require very little effort from the consumer—apart from 
providing consent, perhaps through failing to opt out.

We propose an approach aimed at making enrollment into 
insurance as automatic as possible. This will be a complex 
undertaking. Nonetheless, once it is up and running, we believe
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this approach can dramatically improve enrollment into 
insurance, and thus help to stabilize the market and make it 
more attractive for all consumers.

A Federal Framework With Multiple Options 
For States And Employers
In addition to other steps to stabilize markets and increase 
coverage, the federal government could establish an overall 
framework for states to experiment with more frictionless 
enrollment into insurance. Flexibility is key, given the many 
challenges ahead and the need to garner lessons learned that 
can inform future policy. Such a federal framework could 
address the individual market, employer coverage, and 
Medicaid/CHIP.

The Individual Market: Increased State Flexibility

Several possible changes to federal law would increase state 
capacity to use default enrollment to provide individual market 
coverage to uninsured residents, including young and healthy 
adults whose participation would improve risk pools and lower 
unsubsidized premiums. First, states could be given the option 
to base eligibility for federal financial assistance on prior-year 
tax returns, eliminating the risks that auto-enrollment would 
otherwise create with later reconciliation. Other programs use 
similar eligibility methods to simplify enrollment, including 
federal grants and loans for post-secondary-education, tax 
rebates in the 2008 stimulus bill, and means-tested variations in
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Medicare Part B and Part D premiums. In these programs, 
consumers can obtain additional assistance by demonstrating a 
recent drop in income, but increases to current-year income 
affect future assistance levels without requiring subsidy 
repayment.

Second, federal law could increase state flexibility to base 
eligibility determinations on reliable sources of objective data. 
For example, lawmakers could more clearly authorize states to 
determine eligibility for PTCs (premium tax credits) (and 
Medicaid) based entirely on third-party data sources, without 
obtaining affirmative attestations from consumers. Congress 
could authorize the IRS to share federal income tax data with 
states to help administer auto-enrollment programs, provided 
that affected tax filers give consent. With other sources of 
reliable and relevant data, federal legislation could permit their 
use to determine eligibility for subsidized coverage, so long as 
affected consumers receive clear notice and a chance to opt out 
of data sharing. The Medicaid statute already permits such an 
opt-out approach to obtaining information needed to verify 
eligibility, with guardrails to protect privacy and data security.

Third, Congress could give states more access to data about 
health coverage. This would help states target the uninsured for 
auto-enrollment and prevent public funds from being wasted to 
cover consumers who already have insurance. For example:

• Federal law could give states access to existing data 
sources that identify people with coverage. Such sources
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include Medicare coordination-of-benefits records, 
information returns that carriers and sponsors provide under 
Internal Revenue Code Section 6055, coverage data 
provided by private contractors to HHS for purposes of 
verifying eligibility for special enrollment periods, and third- 
party-liability data sources for Medicaid. Currently, such data 
are available for specified purposes that do not include 
helping states focus enrollment efforts on people who are 
uninsured.

• The federal government could create an exemption from 
ERISA allowing states to compel self-insured plans to 
provide coverage information to the state.

• The federal government could incorporate information about 
recipients of employer-based coverage into the National 
Database of New Hires (NDNH) and make NDNH accessible 
both for determining eligibility for subsidies and helping 
state auto-enrollment programs.

• Federal agencies could give states access to information 
about who receives coverage through federal employment, 
Medicare, other states' Medicaid and CHIP programs, or the 
federally operated healthcare.gov website.

Fourth, the federally facilitated marketplace that serves most of 
the country could create options for data exchange and plan 
choice for states interested in collaborating around default- 
enrollment strategies.

Finally, states could receive the option to let consumers of all 
ages use PTCs to auto-enroll into catastrophic plans, letting
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more people receive coverage that costs no more than PTC 
amounts. Currently, PTCs may not be used with such plans, and 
they are generally limited to people under age 30. Other plans 
could potentially be offered at even lower net cost to the 
consumer, bringing entirely PTC-funded coverage within reach of 
additional uninsured.

Enrollment in high-deductible plans improves the individual 
market's overall risk pool and shields enrollees from 
catastrophic costs, but such plans provide much more limited 
access to care than is typically furnished by group coverage, and 
many enrollees may not perceive their high-deductible plans as 
valuable. Reasonable people can disagree about the desirability 
of high-deductible plans-including bronze coverage-but 
several steps could mitigate concerns about their use for default 
enrollment.

As a starting point, states can improve such plans' short-term 
usefulness by encouraging or requiring high-deductible plans 
used for default enrollment to offer significant coverage of pre­
deductible services, including generic medications and visits 
with primary care providers. In addition, federal law could permit 
carriers to let default enrollees quickly move up to silver 
coverage by combining PTCs with additional household 
premium payments. This might require revising current federal 
limits on changing plans outside open and special enrollment 
periods. Moreover, default enrollment into high-deductible plans, 
based on zero additional premium cost beyond PTC amounts 
(plus payments, if any, required by the state because of
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coverage gaps the previous year), could be limited to consumers 
who: (1) were offered more generous plans and chose not to 
enroll; (2) are not offered more generous plans at zero additional 
premium cost; and (3) can opt out of the default high-deductible 
option, either before or within a defined period following auto­
enrollment.

The Individual Market: A Supportive Federal Structure

Beyond increasing state flexibility, federal lawmakers could 
create a basic structure to support state auto-enrollment efforts. 
Short-term federal grants, perhaps with modest state matching 
requirements, could fund state policy planning and initial 
development of information technology infrastructure. The 
federal government could also fund independent studies that 
inform future policy choices about whether and, if so, how to 
pursue auto-enrollment.

To qualify for these federal resources, states could be asked to 
submit an outline describing key elements of the proposed auto­
enrollment strategies, such as:

• Venue For Auto-Enrollment. Will the state use its income-tax 
system as the place to identify the uninsured and provide 
them with coverage? Will health care providers begin auto­
enrollment for uninsured patients (perhaps leveraging 
systems hospitals already use to retroactively enroll 
uninsured patients into Medicaid)? Will auto-enrollment 
efforts begin when drivers' licenses are renewed or when 
workers are laid-off from jobs that provide employer-based
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coverage? Will the state proactively identify the uninsured 
through analysis of coverage data and initiate auto­
enrollment based on such identification?

• What data will the state access to determine eligibility for 
assistance? How will the state prevent default enrollment 
from reaching consumers who already have insurance? Will 
the state create new databases to supplement existing data 
sources? How will data privacy and security be protected? 
What notice will the state provide consumers? What opt-ins, 
opt-outs, and defaults will apply? How will consumers be 
able to review and correct their data, securely and easily?

• Financial Assistance. What financial assistance will pay for 
coverage? How will consumers be warned about or shielded 
from risks associated with claiming assistance, such as the 
risk of federal tax liability for advance PTC claims that turn 
out to be excessive? Will states impose a tax payment on 
consumers who fail to maintain coverage, and thus provide 
added incentive for insurance enrollment, or will they rely on 
automatic enrollment to boost coverage? If states impose a 
penalty for going without coverage, will they allow payments 
of those penalties to be applied toward enrollment in 
insurance?

• Health Plan Selection. What health plans will be used for 
auto-enrollment? If more than one plan is available, how will 
the default plan be chosen? How will the state promote 
consumers' receipt of coverage they value? Will consumers 
have options to make plan choices before auto-enrollment 
or to change or drop coverage after auto-enrollment?
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As federal and state policymakers decide on their approach to 
auto-enrollment, several trade-offs are important to evaluate:

• Enrollment Versus Privacy. Requiring consumers to 
affirmatively waive privacy protections before a state 
accesses data establishing eligibility for assistance, for 
example, may protect privacy at the expense of coverage. 
Further analysis may be needed to assess the actual 
preferences of affected consumers and determine which 
default settings make consumers better off “as judged by 
themselves.”

• High-Deductible Coverage. Default enrollment in the 
individual market reaches more people, all else equal, if such 
enrollment can put people into high-deductible plans. Some 
observers are concerned about the limited access to care 
such coverage provides, but few would argue that going 
completely uninsured is better.

Employer Coverage

While most working Americans and their families readily sign up 
for employer-sponsored insurance, some do not. According to a 
study published by the Kaiser Family Foundation, 3.7 million 
people were uninsured in 2016 despite offers of employer- 
sponsored coverage that disqualified them from subsidized 
health insurance in the ACA exchanges. In a separate study, 
based on survey data from employer plans, Kaiser found that 78 
percent of workers whose employers offered coverage accepted 
those offers.
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Federal law could make clear that employers, under certain 
conditions, have the flexibility to automatically enroll their 
employees into coverage. Employers electing this option would 
need to ask workers in advance if they have other coverage. 
Those who state that they are uninsured could be enrolled into 
the employer plan unless they opt out, with worker premium 
shares withheld from paychecks.

Employers could limit these default options to plans with 
minimal worker premium costs. Workers would need the right to 
decline coverage after their employers notify them of 
enrollment. This option would mirror some employers' current 
practice of automatically enrolling their employees into pension 
or retirement savings arrangements unless workers opt out.

Medicaid And CHIP

Federal policymakers could take several steps to let states 
automate and otherwise streamline enrollment into Medicaid 
and CHIP when reliable sources of data show that consumers 
qualify. States could receive the flexibility to enroll such 
consumers by default, without requiring an affirmative request 
for coverage. If a state picks this option, consumers would need 
to receive notice and a chance to opt out before coverage 
begins. As with Medicaid's current procedures for ex 
parte/administrative renewal, the notice could inform 
beneficiaries of their obligation to notify the state if household 
circumstances change in ways that may affect eligibility.
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Congress could also give states the flexibility to use Express 
Lane Eligibility with adults as well as children. This would let 
states qualify families for health coverage when SNAP or other 
benefit programs have already found them to meet income and 
other eligibility requirements, notwithstanding small technical 
details about how different programs define households and 
measure income. When children and adults qualify based on 
ELE, states could be given the flexibility to enroll them by default, 
so long as they do not opt out. The expedient originally used by 
Louisiana—where eligible families showed affirmative consent 
by using a Medicaid card to seek care—would no longer be 
required if a state used opt-out rather than opt-in enrollment 
procedures for people who qualify through ELE.

What A State's Automatic Enrollment 
Program Might Look Like In Practice
With the above changes to federal law, here are examples of 
how a state might facilitate automatic enrollment.

Tax-Based Enrollment

The tax-based component of a state auto-enrollment plan might 
unfold as follows:

1. Tax Season. The state could require residents to disclose 
health insurance status during the prior calendar year as 
part of filing state income tax returns. By checking a single 
box, tax filers could authorize a state health agency to
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obtain all necessary information to determine eligibility for 
free or low-cost insurance and to enroll uninsured household 
members into coverage through Medicaid, CHIP, or private 
marketplace coverage. The state has the option to impose 
taxes on those who were uninsured the prior year.

2. immediate Data Cross-Check And Eligibility Determination. 
For tax filers who check the authorization box, the state 
would access coverage data and use information from the 
tax return as well as other third-party sources to identify 
uninsured tax filers and determine their eligibility for 
Medicaid, CHIP, and PTCs. Until the state has built a system 
for compiling and vetting coverage data, tax filers could be 
asked to indicate on their return whether they are uninsured 
at the time the return is filed.

3. Rapid Enrollment. Those found eligible for Medicaid and 
CHIP would be enrolled. Those who filed tax returns by April 
15 and qualify for PTCs might have a brief special 
enrollment period in which they could choose from any 
available QHPs (qualified health plans). Those who fail to 
enroll during that period and who are offered QHPs costing 
no more than PTCs (plus tax payments for prior-year 
coverage gaps, in a state imposing such payments) would 
be auto-enrolled.
To increase the number of residents with auto-enrollment 
options, the state might make catastrophic-level plans 
available for PTC use by auto-enrollees of all ages. To 
lessen consumer risks and reduce the need for affirmative 
consent, the state could base PTC eligibility on prior-year tax 
returns, without any need for later reconciliation on federal
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income tax returns. Coverage would begin at the earliest 
practical date, given standard rules about coverage-effective 
dates.

4. November-December Open Enrollment A fter Tax Time. 
Individuals who were auto-enrolled into a QHP could change 
plans during open enrollment. If they did not make a 
selection, they would remain enrolled in the same QHP, 
following normal default renewal rules.

This cycle would repeat itself each year, with refinements over 
time making the process more seamless, less costly, and with 
fewer mistakes and errors.

What If The State Does Not Use Or Wants To Supplement 
Tax-Based Enrollment?

If the state has no income tax or hesitates to use tax filing for 
this purpose, it could develop automatic enrollment systems 
that find uninsured residents through other means. For example, 
a state could:

• Proactively reach out to residents who are reliably identified 
as uninsured based on a state-developed comprehensive, 
regularly updated coverage database;

• Leverage existing state functions that “touch” numerous 
residents, such as automobile registration or drivers' license 
renewal, by asking about health insurance and requiring all 
uninsured consumers to say whether they want their contact 
information forwarded to the state health agency to see if 
they qualify for free or low-cost health insurance; and
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• Creating systems through which health care providers can 
easily and quickly enroll their uninsured patients into 
coverage, perhaps building on successful state initiatives to 
let hospitals and clinics act as their patients' authorized 
representatives in signing up for health coverage. Newborn 
children could be a particular focus of hospital-based 
enrollment, given the surprisingly large percentage who lack 
coverage-5 percent of all children under age 1, a much 
higher proportion than for any other age group.

Even a state that uses its income tax system as a pathway to 
enrollment could supplement that effort with one or more of 
these other channels.

Employment-Based Enrollment

Auto-enrollment into employer-sponsored insurance could 
accompany any of the above methods for identifying uninsured 
state residents and signing them up for coverage. With hiring 
that can take place at any time, employers could offer automatic 
enrollment of new employees throughout the calendar year.

Looking Forward
We are convinced that auto-enrollment could greatly reduce the 
number of uninsured while lowering individual-market premiums 
substantially by increasing the participation among the young 
and healthy uninsured. Among other gains, such measures could 
more than offset the effects of ending the ACA's individual 
mandate enforcement and help remedy some of the core
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dysfunctions plaguing the individual market. We hope that future 
analysis and state-level implementation will test these 
hypotheses and assess the magnitude of the effects we foresee.

The operational challenges of implementing auto-enrollment 
strategies would be significant. Numerous details, such as those 
involving immigration status and citizenship, would be critically 
important to design with great care. Nevertheless, state health 
officials have a track record of remarkable creativity, 
persistence, and effectiveness, given the right tools. We 
encourage federal policymakers to give such tools to their state 
colleagues so that the whole country can learn from state 
innovation in this promising and important arena.
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Editor's note: Part 1 o f this post, below, discusses previous uses 
o f auto-enrollment with health insurance and other benefits as 
well as recent efforts in Maryland to deploy auto-enrollment to 
improve the individual market's risk pool and reduce the number 
o f uninsured. Part 2, which w ill appear May 3, explores how 
federal lawmakers could provide states with additional flexibility 
and build a supportive framework to facilitate future state 
innovation around health insurance auto-enrollment.

In December 2017, the Republican Congress, working with the 
Trump administration, repealed the tax penalties enforcing the 
Affordable Care Act's (ACA) individual mandate, effective in 
2019. Although the degree of the mandate's efficacy is 
uncertain, its repeal is sure to lead to additional Americans
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going without coverage, exacerbating the instability that now 
affects the individual insurance markets of many states.

In this context, it is incumbent on federal and state policymakers 
to enact replacement policies for the ACA's individual mandate. 
More fundamentally, the individual market's core dysfunction 
remains in place: Many young and healthy consumers remain 
outside the market, increasing average risk levels and premiums, 
and leaving millions of people needlessly uninsured. Those 
enrollment choices involve the perception and the reality of 
unaffordable coverage, but they also reflect burdens of 
enrollment and plan selection that have an outsize impact on 
program participation.

Similar dynamics extend beyond the individual market, leaving 
many people uninsured despite qualifying for Medicaid or 
employer-sponsored insurance. Most people who remain 
uninsured today qualify for insurance, often at very low cost to 
themselves.

One promising strategy to address these challenges involves the 
use of automatic, default enrollment into insurance. An 
automatic enrollment program can improve participation by 
creating options that require little or no premium payment and 
that require very little effort from the consumer—apart from 
providing consent, perhaps through failing to opt out.

We propose an approach aimed at making enrollment into 
insurance as automatic as possible. This will be a complex 
undertaking. Nonetheless, once it is up and running, we believe
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this approach can dramatically improve enrollment into 
insurance, and thus help to stabilize the market and make it 
more attractive for all consumers.

Past Use Of Automatic Enrollment
401(k) Enrollment

Making participation rather than non-participation the default 
option has greatly increased take-up in contexts outside health 
coverage, illustrating the surprisingly significant impact of lifting 
small procedural barriers to enrollment. One classic example 
involves 401(k) retirement savings accounts. In companies 
where new employees must complete a form to establish such 
accounts, roughly one-third enroll within six months. By contrast, 
in firms where new employees are automatically enrolled unless 
they complete opt-out forms, 90 percent join.

Medicare Part B

Health programs have also used automatic enrollment to 
achieve high take-up levels. Perhaps the best known example 
involves Medicare Part B, which historically achieved 96 percent 
participation levels. People turning 65 are automatically enrolled 
by default, unless they object. Part B premium payments are 
withheld from Social Security checks.

Medicare Part D
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Within six months of the Medicare Part D prescription drug 
benefit becoming available for enrollment in January 2006, the 
Centers for Medicare and Medicaid Services (CMS) achieved 
remarkable success, enrolling 74 percent of eligible seniors in 
the low-income subsidy (LIS) component of the program. Only 
14 percent of eligible seniors completed applications for 
enrollment, however. The others were auto-enrolled based on 
data matches with state Medicaid programs and the federal 
Supplemental Security Income (SSI) program. Medicare 
beneficiaries continue to qualify automatically for LIS assistance 
based on their receipt of Medicaid or SSI during the previous 
year.

Louisiana Express Lane Eligibility

In 2010, Louisiana implemented Express Lane Eligibility (ELE), 
an option that lets states base Medicaid on the eligibility 
determinations of other need-based programs. Unlike other 
states that reached many fewer children because they required 
parents to complete forms requesting coverage, Louisiana used 
largely default-enrollment methods to provide children with 
Medicaid when their families participated in the Supplemental 
Nutrition Assistance Program (SNAP).

Only 1 percent of families whose children received SNAP but not 
Medicaid opted out of ELE. The remainder were sent Medicaid 
cards, which were automatically activated upon first use. Nearly 
30,000 children received health coverage, substantially cutting 
the state's already low percentage of uninsured children. After
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initial enrollment, 83 percent of ELE children used Medicaid to 
access care within a year-only slightly below the 88 percent of 
children who enrolled in Medicaid through other channels.

When information technology problems forced Louisiana to 
change its enrollment method to require parents to check an 
opt-in box on the SNAP application form, ELE enrollment fell by 
62 percent.

Lessons Learned

Based on this prior experience, several features appear essential 
to the effective use of default or automatic enrollment:

• Eligibility criteria are structured to fit available data, so 
additional information or other action from the individual is 
not required before coverage begins.

• Either default enrollees are not required to make payments 
or the administrative entity doing the enrollment can make 
payments on the consumer's behalf (e.g., employers' 
paycheck withholding of workers' 401(k) contributions and 
the Social Security Administration's withholding of Medicare 
Part B premium payments from social security checks).

• Default choices are believed to match the preferences of 
most affected consumers, with consumer gains significantly 
exceeding costs.
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Maryland Tests The Possibilities Of Default 
Enrollment In The Individual Market
Meeting these criteria in the context of individual-market 
coverage is not easy, but policymakers in Maryland have been 
pushing the boundaries of what is possible under current federal 
law. Legislation introduced in Maryland, the “Protect Maryland 
Health Care Act of 2018,” would use the state's income tax 
system to replace federal enforcement of the ACA's individual 
mandate. Rather than simply impose a penalty, the legislation 
would encourage the uninsured to convert their penalties into 
"down payments” to buy health insurance, whenever possible.

Roughly 100,000 Maryland adults who were uninsured in 2016 
could obtain Exchange coverage at zero additional premium 
beyond the applicable premium tax credit (PTC) plus the 
payment owed because of coverage gaps the previous year, 
according to a Families USA analysis of 2016 data from the 
American Community Survey and premium information from 
Maryland's Exchange. More than two-thirds of these 100,000 
consumers could purchase gold plans with deductibles of 
$1,500 or less. Roughly two-thirds are adults under age 45, and 
39 percent are under age 35, suggesting that their addition to 
the individual market could lower overall risk levels and 
unsubsidized premiums. However, several legal and policy 
obstacles prevented legislators from proposing full automatic 
enrollment:
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• State mandate enforcement means that consumers who 
were uninsured the previous year identify themselves on 
state income tax returns. However, many who were 
uninsured the previous year have coverage by the time they 
file tax returns. The Maryland legislation therefore requires 
formerly uninsured tax filers to indicate whether they remain 
uninsured before tax-based enrollment begins.

• Tax return information provides most of the information 
needed to determine an uninsured taxpayer's eligibility for 
PTCs. But the state revenue agency cannot disclose return 
information to the Exchange without legal authorization. The 
Maryland legislation thus requires uninsured taxpayers to 
authorize disclosure of relevant return information before 
the Exchange moves forward.

• State tax returns do not provide all of the information 
needed to determine PTC eligibility. The Exchange can 
obtain some of the missing data elements based on 
matches from third-party data sources, authorization for 
which is provided by uninsured consumers on their tax 
returns. But other items may need to be furnished by the 
consumer, either on the tax return or through later provision 
of information to the Exchange.

• Advance PTCs are needed for taxpayers to enroll in 
coverage at zero additional premium cost. However, PTC 
claimants must file later federal tax returns that reconcile 
advance payments with annual circumstances shown on the 
return. Excess advance PTC claims can thus lead to federal 
tax debts. The Maryland proposal accordingly requires 
consumers, before enrollment, to be informed of and
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acknowledge the need for tax reconciliation, the risk of year- 
end federal tax debts, and the obligation to notify the 
Exchange of changes in mid-year household circumstances.

The Legislature was unable to complete action on this complex, 
groundbreaking proposal during the brief 2018 legislative 
session, but it is a leading item on the agenda of a bipartisan 
legislative working group preparing legislation for action in early 
2019. More broadly, Maryland's initial efforts illustrate what 
states can do under current federal law, as well as operational 
barriers that could be lowered through federal policy 
intervention, as we will discuss in part 2 of this post.
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A Century of Advancing Health Care for All

First Look at Health Insurance Coverage in 
2018 Finds ACA Gains Beginning to Reverse
Findings from the Commonwealth Fund Affordable Care Act Tracking Survey, February-March 2018

Tuesday, May 1, 2018

By Sara R. Collins (/about-us/staff-contact-information/program-staff/senior-program-research-staff/collins-sara-r), Munira Z. 
Gunja (/about-us/experts/gunia-munira-z), Michelle M. Doty (/about-us/staff-contact-information/program-staff/senior-program- 
research-staff/doty-michelle-m) and Herman K. Bhupal (/about-us/staff-contact-information/program-staff/program- 
support/bhupal-herman)

The marked gains in health insurance coverage made since the passage of the Affordable Care Act (ACA) in 2010 are 
beginning to reverse, according to new findings from the latest Commonwealth Fund ACA Tracking Survey. The 
coverage declines are likely the result of two major factors: 1) lack of federal legislative actions to improve specific 
weaknesses in the ACA and 2) actions by the current administration that have exacerbated those weaknesses. These 
include the administration’s deep cuts in advertising and outreach during the marketplace open-enrollment periods, a 
shorter open enrollment period, and other actions that collectively may have left people with a general sense of 
confusion about the status of the law. Signs point to further erosion of insurance coverage in 2019: the repeal of the 
individual mandate penalty included in the 2017 tax law, recent actions to increase the availability of insurance 
policies that don’t comply with ACA minimum benefit standards, and support for Medicaid work requirements.

In this post, and another soon to follow, we will look at people’s recent experiences with their insurance coverage and 
the affordability of their health insurance and health care.1 (#/#1) The ACA Tracking Survey is a nationally 
representative telephone survey conducted by SSRS that tracks coverage rates among 19-to-64-year-olds and has 
focused in particular on the experiences of adults who have gained coverage through the marketplaces and Medicaid. 
The latest wave of the survey was conducted between February and March 2018. Forthcoming results from large 
federal surveys like the National Health Interview Survey will shed more light on the trends our survey has 
identified.2 (#/#2)

http://www.commonwealthfund.org/publications/blog/2018/apr/health-coverage-erosion7o... 5/11/2018
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Findings
Uninsured Rate Among Working-Age Adults Is Up Significantly Since 2016
The uninsured rate among working-age people — that is, those who are between 19 and 64 — is at 15.5 percent, up 
from 12.7 percent in 2016, meaning an estimated 4 million people lost coverage (Tables 1 (#/#Table 1) and 2 
(#/#Table 2)). Rates were up significantly compared with 2016 among adults with lower incomes — those living in 
households earning less than 250 percent of poverty (about $30,000 for an individual and $61,000 for a family of 
four).

The uninsured rate among working-age adults increased to 15.5
percent

Percent o f adults ages 7 9-64  who were uninsured

July-Sept. 2013 Apr.-June 2014 Mar -May 2015 Feb.-Apr. 2016 Mar.-June 2017 Feb.-Mar. 2018

All adults W  Less than 250% FPL W  250% FPL or more

Note: FPL refers to federal poverty level; 250% FPL is about $31,150 for an individual and $61,500 for a family of four.
Data: Commonwealth Fund Affordable Care Act Tracking Surveys. July-Sept 2013. Apr.-June 2014. Mar -May 2015. Feb.-Apr. 2016. Mar.-June 2017. Feb
Mar. 2018

Source: Sara R. Collins et al.. First Look at Health Insurance Coverage in 2018 Finds ACA Gains Beginning to Reverse Find -gs from the Commonwealtf
f-und Affordable Care Act fram ing Survey. Feb.-Mar 2018. To the Point (blog). Commonwealth Fund. May 1. 2018.

Uninsured rates were also up significantly among adults living in the 19 states that have not yet expanded their 
Medicaid programs.

http://www.commonwealthfund.org/publications/blog/2018/apr/health-coverage-erosion7o... 5/11/2018
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. . . and among adults ages 35-49 and 50-64.

The uninsured rate among adults who identify as Republicans was also up significantly, rising from 7.9 percent in 
2016 to 13.9 percent in the current survey period. The uninsured rate among those who identify as Democrats stood 
at 9.1 percent, statistically unchanged from 2016.

One of five adults living in the South were uninsured, up significantly from 16 percent in 2016. Adults were 
uninsured at a higher rate in southern states than they were in the Northeast, Midwest, and West.

Five Percent of Insured Adults Plan to Drop Insurance Because of the Individual 
Mandate Repeal
Congressional Republicans’ 2017 tax bill repealed the penalty people currently owe on their income taxes if they do 
not have health insurance, effective in 2019. About 60 percent of all adults were aware that the tax bill had included a 
repeal of the penalty (data not shown). Among adults with insurance coverage, 9 percent of those who got their 
insurance through the individual market, 5 percent of those with employer coverage, and 5 percent of those with 
Medicaid said they intended to drop insurance because of the change (Table 3 (#/#Table 3)).

Policy Implications
If bipartisan agreement regarding the ACA were possible in Congress, there are several policy options available that 
have the potential to increase health insurance coverage. These include:

• providing financial support for advertising to improve awareness of coverage options in all states,

• improving health plan affordability in the individual market, and

• ensuring each market has a participating insurer.

http://www.commonwealthfund.org/publications/blog/2018/apr/health-coverage-erosion7o... 5/11/2018
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Senators Susan Collins (R-Maine) and Bill Nelson’s (D-Fla.) bill (https://www.congress.gov/115/bills/s1835/BILLS- 
115s1835is.pdf) to provide reinsurance for the marketplaces is one such example. Senator Elizabeth Warren 
(D-Mass.) recently introduced a bill (ttps://www.congress.gov/115/bills/s2582/BILLS-115s2582is.pdf) that would 
enhance marketplace premium and cost-sharing subsidies, and require private insurers that participate in Medicare 
and Medicaid to offer plans in the marketplace. Christine Eibner and Jodi Liu of RAND modeled 
(http://www.commonwealthfund.org/publications/fund-reports/2017/oct/expand-insurance-enrollment-individual- 
market) six incremental options to reduce individual market premiums and increase coverage, including extending 
premium tax credits to those above the income eligibility threshold and creating a federal reinsurance program. Each 
policy the researchers modeled increased coverage and affordability with either a minor cost to the deficit or, in the 
case of reinsurance, significant deficit savings.

Other policymakers have introduced legislation that would cover more people through Medicare. Senators Michael 
Bennett (D-Col.) and Tim Kaine (D-Va.) are proposing that a Medicare
(https://www.congress.gov/115/bills/s1970/BILLS-115s1970is.pdf) plan open to people under age 65 be offered 
through the marketplaces. Senators Jeff Merkley (D-Ore.) and Chris Murphy (D-Conn.) go further by also allowing 
fully insured employers to offer a Medicare (https://www.murphy.senate.gov/download/medicare-bill) plan to their 
employees, enhancing marketplace subsidies, and lowering out-of-pocket costs for current Medicare beneficiaries. 
Senator Brian Schatz (D-Hawaii) introduced legislation last year that would establish a state public plan option 
through the Medicaid (https://www.congress.gov/115/bills/s2001/BILLS-115s2001is.pdf) program.

In the absence of bipartisan support for federal action, legislative activity has shifted to the states. Eight states have 
received, or are currently applying for, for federal approval to establish reinsurance 
(http://www.commonwealthfund.org/Interactives%20and%20Data/Infographics/2017/Oct/Status%20of% 
20Innovation%20Waivers%20Map) programs in their states. Hawaii, New Jersey, Vermont, and the District of 
Columbia may ultimately join Massachusetts in establishing a state individual mandate. Massachusetts and Vermont 
are providing additional subsidies for people in marketplace plans. At least one state, New Mexico, is exploring 
options to allow residents to buy into Medicaid (https://www.nmlegis.gov/Sessions/18%
20Regular/final/HM009.pdf). Of the 19 states without Medicaid expansions, some, like Virginia, appear poised to 
expand this year; expansion may be on the ballot in as many as four states (https://www.vox.com/policy-and- 
politics/2018/4/16/17244108/medicaid-expansion-ballot-red-states) this fall.

The shift to states carries risks, as well as potential benefits, for consumers. Both Idaho and Iowa are pursuing 
changes in their individual markets (http://www.commonwealthfund.org/publications/blog/2018/apr/state-and- 
federal-actions-middle-income-americans) that might make insurance cheaper for some people, but leave them 
exposed to potentially high out-of-pocket costs if they become seriously ill or injured. These changes also will 
increase premiums for those who buy comprehensive plans. Similarly, experiments with Medicaid work requirements 
(http://www.commonwealthfund.org/publications/blog/2018/mar/medicaid-work-demonstrations) in at least 12 states 
are expected to depress enrollment. More broadly, leaving policy innovation to states will ultimately lead to a 
patchwork quilt of coverage and access to health care across the country, a dynamic that will fuel inequity in overall 
health, productivity, and well-being. At some point, Congress will likely face pressure to step in to level the playing 
field.

http://www.commonwealthfund.org/publications/blog/2018/apr/health-coverage-erosion7o... 5/11/2018
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How We Conducted This Survey
The Commonwealth Fund Affordable Care Act Tracking Survey, February-March 2018, was conducted by 
SSRS from February 6 to March 30, 2018. The survey consisted of telephone interviews in English or Spanish 
and was conducted among a random, nationally representative sample of 2,403 adults, ages 19 to 64, living in 
the United States. Overall, 131 interviews were conducted on landline telephones and 2,272 interviews on 
cellular phones.

This survey is the seventh in a series of Commonwealth Fund surveys to track the implementation and impact of 
the Affordable Care Act. To see how the survey was conducted in prior waves, see here.

As in all waves of the survey, the February-March 2018 sample was designed to increase the likelihood of 
surveying respondents who had gained coverage under the ACA. Interviews in Wave 7 were obtained through 
two sources: 1) stratified RDD sample, using the same methodology as in Waves 1-6; and 2) households 
reached through the SSRS Omnibus where interviews were previously completed with respondents ages 19 to 
64 who were uninsured, had individual coverage, had a marketplace plan, or had public insurance. SSRS 
oversampled adults with incomes under 250 percent of the federal poverty level to further increase the 
likelihood of surveying respondents eligible for the coverage options as well as allow separate analyses of 
responses of low-income households.

The data are weighted to correct for oversampling uninsured and direct-purchase respondents, the stratified 
sample design, the overlapping landline and cellular phone sample frames, and disproportionate nonresponse 
that might bias results. Similar to wave 6’s sample design, the weights also corrected for oversampling 
respondents with a pre-paid cell phone. The data are weighted to the U.S. 19-to-64 adult population by age by 
state, gender by state, race/ethnicity by state, education by state, household size, geographic division, and 
population density using the U.S. Census Bureau’s 2016 American Community Survey. Data are weighted to 
household telephone use parameters using the CDC’s 2016 National Health Interview Survey (NHIS).

The resulting weighted sample is representative of the approximately 190 million U.S. adults ages 19 to 64.
Data for income, and subsequently for federal poverty level, were imputed for cases with missing data, utilizing 
a standard general linear model procedure. The survey has an overall margin of sampling error of +/- 2.8 
percentage points at the 95 percent confidence level. The overall response rate, including the prescreened 
sample, was 7.5 percent.

Notes

http://www.commonwealthfund.org/publications/blog/2018/apr/health-coverage-erosion7o... 5/11/2018



Health Insurance in 2018 Finds ACA Gains Reversing - The Commonwealth Fund Page 6 of 6

1 The survey firm SSRS interviewed a random, nationally representative sample of 2,403 19-to-64-year-old adults between February 6 and March 30, 
2018, including 638 who have individual market, marketplace, or Medicaid coverage. The findings are compared to prior ACA Tracking Surveys. The 
survey has an overall margin of error is +/— 2.8 percentage points at the 95 percent confidence level. See How We Conducted This Survey (#/#methods) 
for more information on survey methods.

2 For a comparison of the ACA Tracking Survey findings with other survey estimates, see the Appendix (#/#appendix).

http://www.commonwealthfund.org/publications/blog/2018/apr/health-coverage-erosion7o... 5/11/2018
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Individual Insurance Market Performance in 
2017

Cynthia Cox, Ashley Semanskee and Larry Levitt

Concerns about the stability of the individual insurance market under the Affordable Care Act (ACA) have 
been raised in the past year following exits of several insurers from the exchange markets for 2017, and 
again last year during the debate over repeal of the health law.

In this brief, we look at recently-released annual financial data from 2017 to examine whether recent 
premium increases were sufficient to bring insurer performance back to pre-2014 levels, when new ACA 
insurance market rules took effect. These new data from 2017 offer further evidence that insurers in the 
individual market are regaining profitability, even as political and policy uncertainty, repeal of the 
individual mandate penalty as part of tax reform legislation, and proposed regulations to expand loosely- 
regulated short-term insurance plans cloud expectations for the future.

Annual financial data reflects insurer performance in 2017 through December of last year. The 
Administration ceased payments for cost-sharing subsidies effective October 12, 2017. The loss of these 
payments during the fourth quarter of 2017 diminished insurer profits, but nonetheless, insurers saw 
better financial results in 2017 than they did in earlier years of the ACA. Markets in parts of the country 
remain fragile, with little competition and an insufficient number of healthy enrollees to balance those who 
are sick. However, absent any policy changes, it is likely that insurers would generally have required only 
modest premium increases in 2018 and in 2019 as well. Insurers are now beginning to file proposed rates 
for 2019.

We use financial data reported by insurance companies to the National Association of Insurance 
Commissioners and compiled by Mark Farrah Associates to look at the average premiums, claims, 
medical loss ratios, gross margins, and enrollee utilization from 2011 through 2017 in the individual 
insurance market.1 These figures include coverage purchased through the ACA’s exchange marketplaces 
and ACA-compliant plans purchased directly from insurers outside the marketplaces (which are part of 
the same risk pool), as well as individual plans originally purchased before the ACA went into effect.

Medical Loss Ratios
As we found in our previous analysis, insurer financial performance as measured by loss ratios (the share 
of health premiums paid out as claims) worsened in the earliest years of the Affordable Care Act, but 
began to improve more recently. This is to be expected, as the market had just undergone significant
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regulatory changes in 2014 and insurers had very little information to work with in setting their premiums, 
even going into the second year of the exchange markets.

Loss ratios began to decline in 2016, suggesting improved financial performance. In 2017, following 
relatively large premium increases, individual market insurers saw significant improvement in loss ratios, 
averaging 82%. Though 2017 annual loss ratios are impacted by the loss of cost-sharing subsidy 
payments during the last three months of the year, this is nevertheless a sign that individual market 
insurers on average were beginning to stabilize in 2017, better matching premium revenues to claims 
costs.

Figure 1

Average Individual Market Medical Loss Ratios,
2011 - 2017
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Margins
Another way to look at individual market financial performance is to examine average gross margins per 
member per month, or the average amount by which premium income exceeds claims costs per enrollee 
in a given month. Gross margins are an indicator of performance, but positive margins do not necessarily 
translate into profitability since they do not account for administrative expenses.
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Figure 2

Average Individual Market Gross Margins Per
Member Per Month, 2011 - 2017
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Looking at gross margins, we see a similar pattern as we did looking at loss ratios, where insurer financial 
performance improved dramatically through 2017 (increasing to $79 per enrollee, from a recent annual 
low of -$9 in 2015). These data suggest that insurers in this market are on track to reach pre-ACA 
individual market performance levels, and that insurers are generally now earning a profit in the individual 
market.

Underlying Trends
Driving recent improvements in individual market insurer financial performance are the premium 
increases in 2017 and simultaneous slow growth in claims for medical expenses. On average, premiums 
per enrollee grew 22% from 2016 to 2017, while per person claims grew only 5%.
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Figure 3

Average Individual Market Monthly Premiums and
Claims Per Person, 2011 - 2017
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One concern about rising premiums in the individual market was whether healthy enrollees would drop 
out of the market in large numbers rather than pay higher rates. While the vast majority of exchange 
enrollees are subsidized and sheltered from paying premium increases, those enrolling off-exchange 
would have to pay the full increase. As average claims costs grew very slowly through 2017, it does not 
appear that the enrollees in the market last year were noticeably sicker than in the early years of ACA 
implementation.

On average, the number of days individual market enrollees spent in a hospital in 2017 was similar to 
inpatient days in the previous two years.

Individual Insurance Market Performance in 2017 4



Taken together, these data on claims and utilization suggest that the individual market risk pool is 
relatively stable, though sicker on average than the pre-ACA market, which is to be expected since 
people with pre-existing conditions have guaranteed access to coverage under the ACA.

Discussion
Annual results from 2017 suggest the individual market was stabilizing and insurers in this market were 
regaining profitability. Insurer financial results through 2017 -  after the Administration’s decision to stop 
making cost-sharing subsidy payments and before the repeal of the individual mandate penalty in the tax 
overhaul goes into effect -  showed no sign of a market collapse. Annual premium and claims data from 
2017 support the notion that 2017 premium increases were necessary as a one-time market correction to 
adjust for a sicker-than-expected risk pool. Although individual market enrollees appear on average to be 
sicker than the market pre-ACA -- which is to be expected once people with pre-existing conditions were 
guaranteed access to insurance -- data on hospitalizations in this market suggest that the risk pool was 
stable on average and was not getting progressively sicker. Some insurers have exited the market in 
recent years, but others have been successful and expanded their footprints, as would be expected in a 
competitive marketplace.

While the market on average was stabilizing, there remain some areas of the country that are more 
fragile. In addition, policy changes have the potential to destabilize the individual market generally. The 
decision by the Administration to cease cost-sharing subsidy payments led some insurers to leave the 
market or request larger premium increases than they would otherwise. A few parts of the country were 
thought to be at risk of having no insurer on exchange in 2018, though new entrants or expanding
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insurers have since moved in to cover all areas previously at risk of being bare. Signups through the 
federal marketplace during the recently completed open enrollment period declined somewhat, but were 
higher than many expected, which could help to keep the market stable. However, repeal of the individual 
mandate as part of tax reform legislation will take effect in 2019, combined with the likely expansion of 
loosely-regulated short-term insurance plans that could siphon off healthy enrollees from the ACA- 
regulated individual market. These changes will increase uncertainty for insurers and likely push 
premiums higher.

Methods
We analyzed insurer-reported financial data from Health Coverage Portal TM, a market database 
maintained by Mark Farrah Associates, which includes information from the National Association of 
Insurance Commissioners. The dataset analyzed in this report does not include NAIC plans licensed as 
life insurance or California HMOs regulated by California’s Department of Managed Health Care; in total, 
the plans in this dataset represent at least 80% of the individual market. All figures in this data note are 
for the individual health insurance market as a whole, which includes major medical insurance plans sold 
both on and off exchange. We excluded some plans that filed negative enrollment, premiums, or claims 
and corrected for plans that did not file “member months” in the annual statement but did file current year 
membership.

To calculate the weighted average loss ratio across the individual market, we divided the market-wide 
sum of total incurred claims by the sum of all health premiums earned. Medical loss ratios in this analysis 
are simple loss ratios and do not adjust for quality improvement expenses, taxes, or risk program 
payments. Gross margins were calculated by subtracting the sum of total incurred claims from the sum of 
health premiums earned and dividing by the total number of member months (average monthly 
enrollment) in the individual insurance market.
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Endnotes

1 The loss ratios shown in this data note differ from the definition of MLR in the ACA, which makes some adjustments 
for quality improvement and taxes, and do not account for reinsurance, risk corridors, or risk adjustment payments. 
Reinsurance payments, in particular, helped offset some losses insurers would have otherwise experienced. 
However, the ACA's reinsurance program was temporary, ending in 2016, so loss ratio calculations excluding 
reinsurance payments are a good indicator of financial stability going forward.
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Short-Term, Limited-Duration Insurance 
and Risks to California's Insurance Market

California has made dramatic progress in 
expanding insurance coverage through the 
implementation of the Affordable Care Act 

(ACA). But the expansion of short-term, limited- 
duration insurance could put California's consumers 
— and the stability of its individual health insurance 
market — at risk. This paper provides an overview 
of the short-term insurance market in California, 
analysis of how changes to federal policy are likely to 
affect it, and policy options the state could pursue to 
ensure that consumers are able to purchase afford­
able, comprehensive insurance.

Short-term, limited-duration insurance (short-term 
plans or short-term insurance) is a health insurance 
product designed to provide insurance that protects 
consumers during short gaps in full coverage. Under 
federal law, these products do not need to comply 
with the consumer protections of the Affordable Care 
Act (ACA). Short-term insurers can deny coverage 
based on a person's preexisting health conditions or 
other factors. Short-term insurance typically covers a 
limited set of services and has dollar limits on claims 
the plan will pay.

Combined with the elimination of the individual 
mandate penalty, recently proposed changes to 
federal regulation of short-term plans could expand 
enrollment in — and encourage new insurers to enter 
— the short-term insurance market. Insurers may pro­
mote products designed to be a cheaper alternative 
to comprehensive individual-market plans that com­
ply with the ACAs consumer protections and benefit 
requirements (plans that are ACA-compliant). Since 
premiums are lower for short-term plans due their 
limited benefits and the ability to deny coverage to 
people with preexisting conditions, healthy people 
could be siphoned out of the individual market risk 
pool, including Covered California. As a result, con­
sumers looking for comprehensive coverage may 
find themselves facing significantly higher premiums 
and fewer choices in the ACA-compliant market.

But the expansion of short-term, 
limited-duration insurance could 
put California's consumers — and 
the stability of its individual health 
insurance market — at risk.

Issue Brief



Methodology
To understand the short-term insurance market in 
California, the researchers reviewed relevant state 
and federal statutes and regulations, conducted a 
market analysis to see what kinds of short-term insur­
ance plans are available for sale in California, and 
completed 21 structured interviews with key infor­
mants. This research provided background both on 
the history and current state of the short-term market 
and on how evolving federal regulations are likely to 
affect the individual health insurance market, includ­
ing Covered California. The interviews included four 
state officials, eight brokers and agents, two insur­
ers that are currently or have recently sold products 
in the short-term market, three insurers selling indi­
vidual market coverage through Covered California, 
and four experts on California insurance markets.

What Are Short-Term Plans?
Short term plans, referred to in federal and California 
law as "short-term limited-duration insurance," are 
promoted as an option to provide health insurance 
for consumers with brief gaps as they move from 
one coverage source to another. A common exam­
ple of a person who might enroll in a short-term plan 
is somebody who changes jobs and has a waiting 
period before their new employee benefits start. 
Prior to the ACA, this person had limited options 
for purchasing insurance on their own, particularly 
if they had preexisting conditions.1 The ACA pro­
vides an opportunity for most people losing one 
form of coverage to enroll in ACA-compliant insur­
ance through a special enrollment period, often 
with a premium subsidy, regardless of any preexist­
ing conditions. However, the ACA did not eliminate

short-term plans — all of which are specifically 
exempted from federal consumer protections and 
requirements that apply to other health insurance 
products — from the market.

How Are Short-Term Plans 
Currently Regulated?
The federal government defines short-term plans in 
regulations issued by the Departments of Health and 
Human Services, Labor, and Treasury. Prior to 2016, 
federal regulations limited the duration of short-term 
plans to less than 12 months, and allowed consum­
ers to extend the contract duration with the consent 
of the insurer.2 Because of concerns that people 
were enrolling in short-term plans for an entire year 
in lieu of ACA-compliant comprehensive coverage 
— and to ensure that short-term plans remain a tem­
porary solution to a short gap in coverage — the 
Obama administration changed the definition. It 
issued regulations in 2016 limiting the duration of 
short-term plans to less than three months and pro­
hibiting extensions or renewals. However, recently 
proposed federal regulations would return to the 
pre-2016 definition, with duration limits of less than 
12 months and extensions allowed with the consent 
of the insurer.3

While HMOs and some PPOs in California are pri­
marily regulated by the Department of Managed 
Health Care, short-term plans are regulated by the 
Department of Insurance. The California Insurance 
Code defines short-term, limited-duration insurance 
as individual health insurance coverage that remains 
in effect for no more than 185 days and can only be 
renewed or continued for one additional 185-day 
period.4 Short-term plans in California are currently

limited to less than three months because of the 2016 
federal regulations, but if the recently proposed fed­
eral regulations are finalized and there is no change 
in state law, California will revert to its statutory defi­
nition of short-term plans: a duration limit of 185 
days with one 185-day renewal. However, a federal 
duration limit of 12 months means that the effective 
maximum renewal period would be limited to 179 
days.5 State law does not prohibit the purchase of a 
different short-term plan at the end of the renewal 
period, so it is possible for consumers to effectively 
remain enrolled in short-term plans indefinitely.

As is true across the US, short-term plans in California 
are not subject to guaranteed issue or renewal, which 
means insurers can deny coverage based on health 
status. As a result, if a person is enrolled in short-term 
insurance and they become sick or injured, they may 
be unable to purchase new short-term coverage at 
the end of the contract. California does not require 
short-term plans to meet an annual medical loss ratio 
(MLR), which requires ACA-compliant plans to spend 
80% of collected premium dollars on medical claims 
and activities to improve quality. Short-term insur­
ance plans are not required to comply with essential 
health benefit requirements (including maternity and 
prescription drug coverage), but California does 
require it to  cover some other specific services or 
conditions that apply to individual market products 
regulated by the Department of Insurance. These 
are often referred to as state benefit mandates.6 
For example, short-term plans must cover diabetes 
education, management, and treatment; jawbone 
surgery; and behavioral health services for autism.7 
The combination of a 185-day duration limit, limita­
tion on renewals, and the application of some state 
benefit mandates means that California regulates
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Table 1. Examples of ACA Consumer Protections Not Required in Short-Term, Limited-Duration Insurance

APPLICABLE TO... APPLICABLE TO NON-GRANDFATHERED...

SHORT-TERM, LIMITED- 
DURATION INSURANCE

INDIVIDUAL MARKET / 
COVERED CALIFORNIA PLANS

SMALL GROUP 
PLANS

LARGE GROUP AND SELF-INSURED 
EMPLOYER PLANS

Essential health benefits. Plans m ust cover essential health benefits  as defined 
in the ACA, such as care fo r m aternity, mental health and substance use, 
p rescrip tion  drugs, and hospital services.

4 4

Preventive services. Plans must cover preventive services w ith o u t cost sharing. 4 4 4

Ban on dollar value limits. Plans cannot app ly annual or life tim e do lla r value 
maximums.

4 4 4

Limits on out-of-pocket maximums. Places lim its on m aximum  tha t enrollees 
pay ou t o f pocke t tow ard covered services in-network.

4 4 4

G uaranteed issue. Plans must accept any ind ividual who applies fo r coverage. 4 4 4

Premium rating requirem ents. Prohibits plans from  charg ing a h igher prem ium  
based on health status or gender; allows rates to  vary based solely on the 
num ber o f enrollees covered, geograph ic  area, and age (within limits).

4 4

Medical loss ratio. Health insurers must spend at least 80% to  85% o f prem ium  
revenue on health care and qua lity  im provem ent.

4 4 4

short-term plans more strictly than many states.8 
However, there are numerous state and federal con­
sumer protections that do not apply to this market, 
as illustrated in Table 1.

What Does California's 
Short-Term Insurance 
Market Look Like?
Short-term plans currently marketed for sale in 
California exclude services that ACA-compliant plans 
must cover and have broad exclusions for preexist­
ing conditions. Many do not cover critical benefits 
such as maternity and newborn care, mental health 
services, substance use services, and outpatient pre­
scription drugs.9 Short-term insurance available in 
California also limits the total amount plans will pay 
per day in the hospital and for particular services,

such as surgeon fees. It also imposes a maximum the 
plan will spend toward claims covered by the policy 
(see Table 2 on page 4).10 Such limits are not allowed 
in ACA-compliant plans, and they put consumers at 
risk for expensive medical bills. While plan durations 
are limited to less than three months, an insurer that 
recently left the short-term market in California said 
that people are remaining enrolled in short-term 
plans well beyond three months by enrolling in a new 
plan every 90 days.

Short-term plans, in part because they cover fewer 
services, cost less than individual market insurance. 
The average premium for an individual short-term
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Table 2. Limits on the  A m ount the  Plan Pays in the  
"Best Seller" Short-Term Plan M arketed  in California

Policy coverage limits

$750,000 maximum

$10,000 fo r AIDS trea tm ent 

$150,000 fo r organ transplants 

$250 fo r ambulance (per-trip)

Room and board, miscellaneous charges (per day)

$1,000 fo r inpa tien t hospital regular care

$1,250 fo r inpa tien t hospital intensive or critica l care

Surgical and anesthesiology services

$2,500 per surgery

$5,000 per coverage p e riod

Source: The "Best Seller" short-term plan available in Sacramento, 
offered through eHealth by the one licensed insurer currently selling 
short-term plans in California.

insurance plan in California sold through the online
broker eHealth was $184 per month in 2017.11 By
comparison, the benchmark Silver plan for a 40-year- 
old consumer ineligible for premium subsidies 
through Covered California ranged from $258 to 
$426 in the same period.* 12 Short-term plans are also
less expensive because applicants are screened for
health history before being accepted, allowing plans 
to limit the risk that they will need to pay for costly 
services.13

Insurer Participation Has Dropped in 
California's Short-Term Market
The short-term market in California is currently small. 
Based on self-reporting by insurers, the California 
Department of Insurance is aware of fewer than 
10,000 policies in effect.14 Market analysis and 
respondents identified only one insurer currently 
selling short-term plans in the state. This insurer sells 
short-term products directly as well as by co-brand­
ing with other health insurance companies, including 
one insurer participating in Covered California.

When this research began in January 2018, respon­
dents reported an additional out-of-state insurer 
selling short-term insurance in California through 
a surplus line, which is an insurance product that a 
states department of insurance approves for sale by 
an out-of-state insurer because state-licensed insur­
ers are not willing to sell it (see Table 3 on page 5).15 
(For example, there may be no insurers in the state 
willing to insure a car worth $1 million, but an out- 
of-state insurer may be willing to sell such a policy 
to a consumer through a surplus line.) In California, 
in-state insurers only sell short-term products that 
deny coverage to people with certain preexisting 
health conditions. An out-of-state insurer, however, 
was willing to sell short-term plans regardless of 
health status through a surplus line. This surplus line 
insurer has since dropped its short-term product line 
in California.

Before the launch of Covered California in 2014, 
there were more insurers selling short-term plans in 
California. Interview respondents noted one health 
insurer currently selling through Covered California

that previously sold short-term plans. Numerous 
insurers that sell other types of health-related insur­
ance products that are not ACA-compliant, such as 
travel insurance or indemnity plans, also sold short­
term health insurance products.

According to the Department of Insurance, at least 
two carriers dropped out of the short-term market 
in recent years after being informed that they were 
not in compliance with state mandate requirements. 
Respondents also noted a decreased demand for 
short-term products both as consumers were able 
to purchase coverage through Covered California 
and because short-term plans do not fulfill the fed­
eral individual mandate requirement that remains in 
effect through 2018.

Other Products Are Marketed as 
Short-Term Coverage Options in 
California
There are other products that are not techni­
cally short-term plans currently being marketed in 
California as short-term coverage. These plans do 
not have to comply with the same laws that apply to 
short-term plans (such as limits on duration and state 
benefit mandates). Some web brokers display fixed 
indemnity plans (see Table 3 on page 5), which pay 
fixed fees for covered health services, as an option 
for individuals searching for short-term insurance.16 
Fixed indemnity plans are designed to supplement 
a person's major medical coverage to help cover 
cost-sharing expenses. The plan pays the enrollee a 
set dollar amount for covered services, but does not 
cover the full cost of care. For example, one fixed
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Table 3. Comparison of Different Types of Health Insurance Coverage Available in California

MUST COVER MUST COVER SUBSIDIES
ESSENTIAL PREVENTIVE DOLLAR VALUE LIMITS ON AVAILABLE

HEALTH SERVICES WITHOUT MAXIMUMS OUT-OF-POCKET GUARANTEED TO REDUCE
BENEFITS COST SHARING PROHIBITED MAXIMUMS ISSUE PREMIUM COST

Fixed indem nity plans. Health plans designed to  wrap around o ther coverage 
and cover enro llee cost sharing such as deductib les , copayments, and coinsur­
ance. Fixed indem n ity  plans pay a set do lla r am ount fo r covered services tha t is 
o ften  s ign ifican tly  lower than the cost o f services. These po lic ies do not have to 
m eet any o f the ACA's consum er pro tections.

Health care sharing ministries. M em bers o f a health care sharing m inistry 
(HCSM) share a com m on set o f re lig ious belie fs and con tribu te  funds to pay for 
the qua lify ing  medical expenses o f o ther members. HCSM coverage does not 
have to  m eet any o f the ACA's consumer pro tections.

Individual m arket health insurance. Com prehensive health insurance plans 4 4 4  4  4  4
available to  ind ividuals purchasing the ir own coverage. Subsidies are available 
to  reduce the prem ium  costs o f ind ividual m arket plans purchased through 
Covered California fo r e lig ib le  enrollees earning betw een 100% and 400% of 
the federa l poverty  level.*

International insurance. In ternational insurance, which is also known as travel 
insurance or expatria te  insurance, is available to  peop le  fo r sho rt durations 
while traveling in a fore ign country, inc lud ing nonresidents traveling to the 
U nited States, students, and peop le  w orking tem porarily . These po lic ies do not 
have to  m eet any o f the ACA's consum er pro tections.

Short-term  plans. Health plans designed to fill tem pora ry  gaps in coverage. 
Generally, short-te rm  plans are only available to  consumers who can pass 
medical underw riting , and they typ ica lly  prov ide  m inimal benefits  and financial 
p ro tec tion  fo r those who becom e sick or in jured. These policies do not have to 
m eet any o f the ACA's consum er pro tections.

Surplus lines. Products designed to  fill gaps in the m arket where there are 
no insurance plans available from  insurers licensed by the state. In the case of 
short-te rm  plans in California, the surplus lines accepted enrollees regardless of 
health status. However, this is not required by law. These po lic ies do not have 
to  m eet any o f the ACA's consumer pro tections.

*Most California residents with household income under 138% of the federal poverty level are eligible for Medi-Cal. Individuals eligible for Medi-Cal are not eligible for the premium subsidies through Covered California.
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indemnity plan available in California provides $75 
per physician office visit for up to six visits a year, 
$200 for only one advanced diagnostic service (such 
as an MRI) per year, and $1,000 per day for hospital­
ization (capped at $30,000 per year).

At least one health care sharing ministry (see Table 3, 
page 5) sells short-term coverage with a duration of 
up to 11 months.17 Health care sharing ministries are 
not regulated as insurers under federal law. While 
they are not exempted from the California insurance 
code, they are not regulated by the state. Members 
enrolled in health sharing ministries pay a contribu­
tion or monthly share that goes toward paying for 
other members' medical expenses.18

Some brokers also mentioned selling international 
plans (see Table 3) to people looking for short-term 
coverage options, primarily to people who live over­
seas and are traveling to the United States for a short 
period. But one broker mentioned using an interna­
tional carrier as a short-term coverage option for 
California residents.

Federal Policy Changes 
Could Lead to Increased 
Premiums If Enrollment in 
Short-Term Plans Grows
Covered California insurers and market experts 
agreed that the combination of recent and proposed 
federal policy changes, including the elimination 
of the individual mandate penalty and the pro­
posed expansion of short-term plans, would create

a "perfect storm" that could take healthy consum­
ers out of Covered California and lead to increased 
premium rates and the possibility that fewer insurers 
offer ACA-compliant plans. The elimination of the 
mandate penalty takes away an incentive for con­
sumers to enroll in ACA-compliant plans rather than 
less expensive options with fewer consumer protec­
tions, such as short-term plans. Allowing short-term 
insurance to be sold for half a year with a renewal 
makes it appear like a longer-term coverage option. 
According to one expert in California's insurance 
markets, the effect on Covered California could be 
"devastating."

Health Insurers May Enter Short-Term 
Market Under Weaker Federal Rules
All three of the individual market carriers interviewed 
for this research are watching the short-term market. 
They expressed concern that competitors will siphon 
away their healthy enrollees if they offer short-term 
plans. A few respondents predicted that one insurer 
participating in Covered California that used to offer 
short-term insurance will reenter the short-term 
market, as would "smaller players." One Covered 
California insurer is considering offering short-term 
plans if other carriers enter the market, to protect 
their market share.

An insurer selling short-term plans in California said it 
does not market its plans as long-term options or as 
alternatives to ACA-compliant coverage. However, 
statements from Department of Health and Human 
Services Secretary Alex Azar suggest that federal 
officials would like to allow short-term plans to be 
renewable and available for longer than one year.19 
This could encourage other insurers to enter the

short-term market with the intent of offering a lower 
cost, longer-term alternative to the more compre­
hensive ACA-compliant plans sold through Covered 
California.

Increased Enrollment in Short-Term 
Plans by Healthier Consumers Could 
Lead to Increased Premiums in the 
Individual Market
There could be significant enrollment in expanded 
short-term plans. A recent study estimates that 
620,000 people would enroll in short-term plans in 
California in 2019 following the elimination of the 
mandate penalty combined with the proposed fed­
eral rollback of short-term plan restrictions.20 State 
regulators, insurers, and industry experts interviewed 
for this research agreed that the lower premiums 
offered by short-term insurance will encourage 
healthy people to shift away from the more expen­
sive ACA-compliant market. An insurer could create 
a new short-term plan that looks like a cheaper ACA- 
compliant plan, keeping premiums low by denying 
coverage to anybody that has a preexisting health 
condition.

Those most likely to be attracted by the lower cost 
of short-term plans are consumers eligible for little or 
no premium subsidy. However, not all of these peo­
ple will be able to shift to short-term plans. People 
with preexisting conditions can have their applica­
tions rejected, and people who need benefits not 
typically covered by these plans, such as maternity, 
will likely remain in the individual market.

The marketing activity of insurance brokers could 
also contribute to higher short-term plan enrollment.
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Brokers and insurers noted that short-term insurers 
in California have paid broker commissions of 10% 
or 15%, compared to a 1% to 5% commission for 
selling ACA-compliant plans.21 Short-term enroll­
ment does not require an eligibility determination 
for financial assistance and some brokers receive 
commissions when individuals simply enroll via a link 
on the broker's website, making these plans an even 
more attractive line of business.

With the expectation that new insurers will enter the 
short-term market and enrollment will grow, Covered 
California insurers have to consider what the effect 
will be on their own risk pools while developing rates 
for 2019. One insurer representative said some insur­
ers that are more cautious and "have to assume the 
worst" could increase premiums by 10% to adjust for 
short-term plans, or drop out of the individual mar­
ket entirely.

Regulating the Short­
Term Market: Examples 
from Other States
There are various policy options available to protect 
consumers, Covered California, and the individual 
health insurance market from the potential effects 
of a developing market for short-term plans that are 
offered as a long-term coverage option. As of April 
2018, the California legislature is considering a bill 
that would ban the sale of short-term, limited-dura­
tion insurance.22 Banning short-term plans would 
prevent any expansion of the market.

Most states have minimal regulation of short-term 
plans, but some have taken steps to restrict or regu­
late these products. Three states — Massachusetts, 
New Jersey, and New York — effectively banned 
short-term plans in the 1990s by requiring them to 
comply with the extensive consumer protections, 
including guaranteed issue and community rating, 
that apply to all new health insurance policies sold in 
the individual market.23 The Massachusetts and New 
Jersey reforms also standardized benefit designs for 
individual market products that apply to short-term 
plans.24 Consumers looking for short-term insurance 
options in these states can purchase ACA-compliant 
plans if they are buying during an open enrollment, 
or if a life event qualifies them for a special enroll­
ment period.25

Six states limit short-term insurance from becoming 
a long-term alternative to ACA-compliant coverage 
by restricting the sale of multiple consecutive short­
term plans, preventing consumers from remaining 
covered by one short-term insurer indefinitely.26 For 
example, Michigan does not allow someone to be 
covered by short-term plans through one insurer 
for more than 185 days in a 365-day period, which 
means that someone cannot remain covered through 
one short-term insurer for an entire year.27

Whether or not these restrictions effectively reduce 
enrollment in short-term plans is unknown. To dis­
courage a consumer from enrolling in consecutive 
short-term policies through multiple insurers, a state 
could apply limitations to enrollment with multiple 
short-term insurers. For example, Colorado limits the 
number of short-term plans an individual can enroll in 
during a12-month period and requires applications

for short-term plans to include the question, "Have 
you or any other person to be insured been cov­
ered under two or more nonrenewable short-term 
policies during the past 12 months?" along with a 
statement that reads, "If 'yes,' then this policy cannot 
be issued."28 The state could require insurers to ask 
potential enrollees if they have previously enrolled 
in short-term plans and provide notice on the appli­
cation that failure to disclose prior enrollment in a 
short-term plan could result in termination of the 
plan contract.

Rhode Island prohibits short-term plans from exclud­
ing coverage of preexisting conditions and applies 
the same MLR requirements to them as apply to 
individual market coverage.29 According to state leg­
islators, there are currently no short-term plans for 
sale in Rhode Island in part because the combination 
of the prohibition on preexisting condition exclusion 
and the MLR requirements lower profit margins and 
discourage short-term insurers from entering the 
market.

Most of these policy options address the existence 
of other products, such as fixed indemnity products, 
that are currently sold or marketed as short-term 
coverage options. They do this by applying con­
sumer protections to these products, including to 
fixed indemnity lines, travel insurance, and surplus 
lines. Policymakers can consider applying other 
limitations to insurance products marketed as short­
term insurance, such as prohibiting the sale of a fixed 
indemnity plan unless an individual is enrolled in an 
ACA-compliant plan, and prohibiting the sale of 
short-term plans through surplus lines.
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Conclusion
Based on interviews and existing reporting to state 
regulators, the existing market for short-term plans 
in California appears to be small. However, if the 
proposed federal regulatory change allowing longer 
short-term plans is finalized, a new, larger market 
could emerge. If this happens, insurers that decide 
to enter the new short-term market may design 
plans that meet the state's current requirements but 
keep risk and premiums low by denying coverage 
based on health status. Enrollment in these plans 
could grow significantly as people with little or no 
premium subsidy look for cheaper coverage options.

Growth in this new short-term market is likely to 
increase costs and reduce plan choices for consumers 
purchasing coverage through the individual health 
insurance market, including Covered California. 
Increased costs would be felt particularly by people 
eligible for little or no premium subsidy. Further, 
consumers who enroll in short-term plans may find 
themselves without coverage for the health services 
they need. Policymakers have options to limit the 
growth of the short-term market in California and 
mitigate the potential harm to consumers.
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Endnotes
1. The Health Insurance Portability and Accountability 

Act of 1996, also known as HIPAA, lim ited group 
health plans from excluding coverage for preexisting 
conditions to 12 months. The 12-month period was 
lessened, or elim inated, if an individual had continuous 
health coverage through a type o f insurance considered 
creditable coverage. Short-term plans are considered 
creditable coverage under HIPAA. See 45 CFR 144.103.

2. See Expatriate Health Plans, Expatriate Health Plan 
Issuers, and Qualified Expatriates; Excepted Benefits; 
Lifetime and Annual Limits; and Short-Term, Limited- 
Duration Insurance, 81 Fed. Reg. 38032 (proposed 
June 10, 2016).

3. Short-Term, Limited Duration Insurance, 83 Fed. Reg. 
7437 (proposed February 21,2018).

4. The existing definition of “ short-term lim ited duration 
health insurance" in the California Insurance Code
is located at section 12671(e)(8) and defines the 
permissible duration as “ not more than 185 days" with a 
single permissible renewal o f “ not more than 185 days." 
Cal. Ins. Code § 12671.

5. Per California Department o f Insurance.

6. There are three benefit mandates in the California 
Code that explicitly do not apply to  short-term limited 
duration insurance. Cal. Ins. Code § 10123.7 (Coverage 
for orthotic and prosthetic devices); Cal. Ins. Code § 
10123.81 (Coverage for mammograms); and Cal. Ins. 
Code § 10123.865-66 (Coverage for maternity services).

7. Cal. Ins. Code §§ 10123.195, 10123.21, 10144.51.

8. Kevin Lucia et al., “ State Regulation of Coverage Options 
Outside o f the Affordable Care Act: Limiting the Risk
to the Individual Market," The Commonwealth Fund, 
March 2018, www.commonwealthfund.org.

9. Based on author review of short-term plan brochures 
sold through eHealth in California. These findings also 
fit with plans that were sold when the authors started 
the research in January 2018 but that are no longer for 
sale on the market, based on author review of short-term
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plan brochures marketed on a broker's website. While 
short-term plans exclude maternity care, many do cover 
services related to complications of pregnancy. Insurers 
define complications o f pregnancy differently, but this 
could include services related to an ectopic pregnancy, 
treatment of gestational diabetes, or preeclampsia.

10. Based on author review of short-term plans sold 
through eHealth by the one admitted insurer selling 
plans in California.

11. Short-Term Health Insurance Value, Benefits and 
Cost, eHealth, March 2008, ehealthinsurance.com (PDF).

12. Amy Adams, “ What Will Consumers Pay in 
Premiums for Covered California Silver Plans in 2017?" 
The CHCF Blog, October 20, 2016, w ww.chcf.org/blog.

13. Based on author review of short-term plans sold 
through eHealth.

14. Based on interview with CDI representative. See
also Julie Appleby and Ana B. Ibarra, “ Are Short-Term 
Plans Better Than None A t All for Those Desperate for 
Health Coverage?," Los Angeles Times, December 8, 
2017, www.latimes.com.

15. One example of a type of product offered as a 
surplus line is in automobile insurance. There are in-state 
insurers that offer automobile insurance, but there may 
not be in-state insurers willing to  insure a car that costs 
$1 million. An individual with such a car m ight be able to 
find an out-of-state insurer willing to insure the car under 
a surplus line.

16. Based on author review of web brokers selling 
plans in California.

17. The health sharing ministry is included in this
table distributed to Covered California's California Plan 
Management Advisory Group comparing short-term 
plans available in California and other states. “ Plan 
Design Comparison: Covered California Silver Plan vs. 
Short-Term Limited Duration Insurance Plans (various 
states)," California Plan Management Advisory Group, 
March 7, 2018, coveredca.com (PDF).

18. For more information on health care sharing 
ministries, see note 8.

19. See, for example, Alex Azar, “ HHS Secretary: Short­
Term Health Insurance Plans Are an Affordable O ption," 
CNN, February 23, 2018, www.cnn.com.

20. Linda Blumberg, Matthew Buettgens, and Robin 
Wang, The Potential Impact o f Short-Term Limited 
Duration Policies on Insurance Coverage, Premiums, and 
Federal Spending, The Urban Institute, February 2018, 
www.urban.org (PDF).

21. “ How Are California Health Insurance Brokers 
Paid?," Health for California Insurance Center, 
www.healthforcalifornia.com; see also Kevin Knauss, 
“ Commissions Cut Again for Covered California Health 
Insurance Agents," Insure Me Kevin, November 1,2017, 
insuremekevin.com.

22. “ Short-Term Limited Duration Health Insurance,"
Cal. Sen. Bill 910, 2017-2018.

23. Insurance statutes in these three states do not 
mention short-term or lim ited-duration plans. By not 
specifically defining the plans within statute, they are not 
exempted from any consumer protections or regulations 
that apply to  individual market health insurance. See 
Mass. Gen. Laws. Ann. Ch. 176M §§ 2 and 4, N.J.S.A. 
17B:27A, and NY INS § 3231. See also Peter Newell,
“As 2018 Open Enrollment Begins, Trump Administration 
Adds New Challenges for New York's Individual Market," 
United Hospital Fund, October 2017, uhfnyc.org and 
Leigh Wachenheim and Hans Leida, The Impact o f  
Guaranteed Issue and Community Rating Reforms
on States' Individual Insurance Markets, Milliman,
March 2012, www.statecoverage.org (PDF).

24. Leigh Wachenheim and Hans Leida, The Impact
o f Guaranteed Issue and Community Rating Reforms 
on States' Individual Insurance Markets, Milliman,
March 2012, www.statecoverage.org (PDF).

25. See note 8.

26.

27.

28. 

29.

States are Colorado Colo. Rev. Stat. § 10-16- 
102(60), Michigan MCLS § 500.2213b - (9), Minnesota 
Minn. Stat. Ann. § 62A.65, Nevada Nev. Admin. Code § 
689A.434, New Hampshire N.H. Rev. Stat. Ann. § 415:5, 
and Oregon Or. Rev. Stat. § 743B.005.

MCLS § 500.2213b - (9).

Colo. Rev. Stat. § 10-16-102(60).

Sabrina Corlette, JoAnn Volk, and Justin 
Giovannelli, “ Short-Term, Limited Duration Insurance 
Proposed Rule: Summary and Options for States,"
State Health and Values Strategies, February 23, 2018, 
www.shvs.org.
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Understanding Short-Term Limited Duration 
Health Insurance
Karen Pollitz, Michelle Long, Ashley Semanskee, and Rabah Kamal

Short-term, limited duration (STLD) health insurance has long been offered to individuals through the 
non-group market and through associations. The product was designed for people who experience a 
temporary gap in health coverage.1 Unlike other products that are considered “limited benefit” or 
“excepted benefit” policies -  such as cancer-only policies or hospital indemnity policies that pay a fixed 
dollar benefit per inpatient stay -  short-term policies are generally considered to be “major medical” 
coverage; however, short-term policies are distinguished from other comprehensive major medical 
policies because they only provide coverage for a limited term, typically less than 365 days. Short-term 
policies are also characterized by other significant limitations, including the types of services covered, 
often with a dollar maximum.

Late last year, Congress repealed the Affordable Care Act’s individual mandate penalty, the requirement 
that individuals have minimum essential health coverage or face a tax penalty. Starting in 2019, the tax 
penalty will be reduced to $0. It is possible this change could lead more consumers to consider 
purchasing short-term policies. In addition, late last year, President Trump issued an executive order 
directing the Secretary of Health and Human Services to take steps to expand the availability of short­
term health insurance policies, and a proposed regulation to increase the maximum coverage term under 
such policies was published in February. This brief provides background information on short-term 
policies and how they differ from ACA-compliant health plans.

Background
As the name suggests, short-term health insurance policies are not renewable. Whereas federal law 
since 19962 has required all other individual health insurance to be guaranteed renewable at the 
policyholder’s option, coverage under a short-term policy terminates at the end of the contract term. To 
continue coverage beyond that date requires applying for a new policy. As a result, an individual who 
buys a short-term policy and then becomes seriously ill will not be able to renew coverage when the 
policy ends.3

The Affordable Care Act (ACA) exempted short-term policies from market rules that apply to most major 
medical health insurance policies sold to individuals in the non-group market: rules that prohibit medical 
underwriting, pre-existing condition exclusions, and lifetime and annual limits, and that require minimum 
coverage standards. By contrast, short-term policies:
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• are often medically underwritten -  applicants with health conditions can be turned down or 
charged higher premiums, without limit, based on health status, gender, age, and other factors;

• exclude coverage for pre-existing conditions -  policyholders who get sick may be investigated by 
the insurer to determine whether the newly-diagnosed condition could be considered pre-existing 
and so excluded from coverage;4

• do not have to cover essential health benefits -  typical short-term policies do not cover maternity 
care, prescription drugs, mental health care, preventive care, and other essential benefits, and 
may limit coverage in other ways (Table 2);

• can impose lifetime and annual limits -  for example, many policies cap covered benefits at $2 
million or less (Table 1);

• are not subject to cost sharing limits -  some short term policies, for example, may require cost 
sharing in excess of $20,000 per person per policy period, compared to the ACA-required annual 
cap on cost sharing of $7,350 in 2018 (Table 1); and

• are not subject to other ACA market requirements -  such as rate review or minimum medical loss 
ratios; for example, while ACA-compliant non-group policies are required to pay out at least 80% 
of premium revenue for claims and related expenses, the average loss ratio for individual market 
short-term medical policies in 2016 was 67%; while for the top two insurers, who together sold 
80% of all short-term policies in this market, the average loss ratio was 50%.5

How Short-Term Policies Compare to Minimum Essential 
Coverage
Due to these limitations in coverage, short-term policies, not surprisingly, cost less than ACA-compliant 
major medical health insurance policies. A review of short-term policies offered on two large online 
private insurance marketplaces, eHealth and Agile Health Insurance, shows it is not uncommon to find 
the cheapest short-term policy priced at 20% or less of the premium for the lowest cost ACA-compliant 
bronze plan in an area (Table 1).

There are 24 distinct short-term products on eHealth and/or Agile Health Insurance in 45 states and the 
District of Columbia, ranging from only one product in New Mexico to 22 in West Virginia. Each product 
has distinct benefits and exclusions, and is typically offered with varying levels of patient cost-sharing.
Due primarily to more comprehensive state laws regulating short-term plans, in five states insurers do not 
offer any short-term plans on eHealth or Agile Health Insurance.6

Of the short-term products offered on eHealth and/or Agile Health Insurance across all states, 43% do not 
cover mental health services, 62% do not cover services for substance abuse treatment (both alcohol and 
other drugs), 71% do not cover outpatient prescription drugs, and no plans cover maternity care. In 
seven states, none of these four benefit categories are covered in the short-term policies offered. The 
availability of these select benefits is shown in Table 2 (including state variations as specified in plan 
brochures).
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Even when short-term plans do cover mental health, substance abuse, and prescription drugs, limitations 
and exclusions almost always apply that would not be permitted under ACA-compliant plans. For 
example, six of the seven products that offer prescription drug coverage apply a dollar maximum cap on 
the benefit, such as $3,000. With respect to products offering some coverage for mental health and 
substance abuse treatment, all impose significant limits on the benefits. Examples of coverage limitations 
for these benefit categories include a $50 maximum for outpatient visits, a 31-day maximum for inpatient 
care, and/or a policy term maximum of $3,000. Some states have enacted stronger parity regulations for 
mental health and substance abuse services that extend to short-term policies.7 All of the policies 
reviewed exclude coverage for pre-existing conditions, although one issuer provides a $500 allowance for 
benefits related to a pre-existing condition, and another issuer will reportedly launch a product in some 
states that provides a benefit for certain pre-existing conditions up to $25,000.89

Short-term policies are not considered minimum essential coverage (MEC) for purposes of satisfying the 
ACA individual mandate. Individuals who are covered only under short-term policies for a year and who 
do not otherwise qualify for exemptions from the mandate could face a tax penalty in 2018 -  the greater 
of $695 or 2.5% of income above the tax filing threshold. However, even taking the tax penalty into 
account, short-term policies can be cheaper for individuals healthy enough to qualify to purchase them. 
Once ACA market rules took effect in 2014, some short-term policy marketing materials specifically 
highlighted this differential.10 Once the individual mandate penalty drops to $0 in 2019, the cost 
differential between short-term policies and ACA-compliant policies will be even greater.

The number of short-term policies in effect today is not known. Most such policies appear to be sold 
through associations, though a small number are sold directly through the non-group market. News 
reports suggest short-term policy sales may have grown since ACA market reforms were implemented. 
One industry survey found that more purchasers cited lower price (51 %) than the need for temporary 
coverage (39%) as the primary reason for buying short-term policies.11

Concerned that short-term policies were becoming an alternative to ACA-compliant major medical 
policies, and not just a bridge for short coverage gaps, the Obama Administration published new rules for 
such policies in 2016. The final regulation defined short-term policies as those with an expiration date 
specified in the contract, taking into account any extension that may be elected by the policyholder with or 
without the issuer’s consent, which is less than 3 months after the original effective date of the contract. 
This new maximum policy term was consistent with the ACA individual mandate exemption for short 
periods (defined as less than 3 months) of uninsurance. The final regulation also required short-term 
policies to include prominent consumer notices that coverage does not constitute qualifying health 
coverage (MEC) for purposes of satisfying the individual mandate. These rules took effect for short-term 
policies sold on or after January 1,2017.

Since the 2016 rule took effect, short-term policy terms appear to now be limited to less than 3 months; 
however, some issuers offer “four-packs” of short-term policies with sequential effective dates scheduled 
3 months apart, enabling consumers to continue to buy up to a year of short-term coverage at a time.12
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In February of this year, the Trump Administration published a proposed regulation amending the 
definition of short-term policies to include those offering a maximum coverage period of less than 12 
months. The proposed rule also sought public comment on other regulation or guidance that could be 
issued to ease the sale of such policies.

T ab le  1: ACA M ark etp lace P la n s  v s .  Sh ort-T erm  H ealth  In su ra n ce  P la n s  in S e le c t  C itie s ,
4 0 -y ea r -o ld  m a le

P rem iu m s an d  C o v e r a g e  C a p s

City M onthly  P rem ium  for  
L o w e st  C o s t  B ro n ze  

M ark etp lace P lan  
(u n su b s id iz e d )

R a n g e  o f  
M onthly  

P rem iu m s for  
Short-T erm  

P la n s

R a n g e  o f  O u t-o f­
P o c k e t  C o s t ­

S h a r in g  
M axim u m s for  

Short-T erm  
P la n s

R a n g e  o f  
P o licy

C o v e r a g e  C a p s  
fo r  S h ort-T erm  

P la n s

P h o e n ix ,  A Z $405 $36 - $437 $500 - $30,000 $250,000 -  
$2 million

L o s  A n g e le s ,  C A $264 $141 - $566 $2,500 - $10,000 $750,000 -  
$2 million

D e n v e r , C O $338 $35 - $262 $2,000 - $20,000 $250,000 -  
$1.5 million

M iam i, F L $297 $46 - $983 $250 -  $22,500 $250,000 -  
$2 million

A tla n ta , G A $371 $47 - $503 $1,000 -  $22,500 $250,000 -  
$2 million

C h ic a g o ,  IL $305 $55 - $573 $250 -  $22,500 $250,000 -  
$2 million

S t .  L o u is ,  M O $281 $38 - $423 $1,000 -  $20,000 $250,000 -  
$2 million

C o lu m b u s ,  O H $289 $25 - $305 $250 - $20,000 $250,000 -  
$2 million

H o u s to n , T X $270 $55 - $644 $250 - $22,500 $250,000 -  
$2 million

V ir g in ia  B e a c h , V A $479 $44 - $583 $250 - $20,000 $250,000 -  
$2 million

S O U R C E :  K a i s e r  F a m ily  F o u n d a t io n  S u b s id y  C a lc u la t o r  fo r  A C A - c o m p lia n t  p la n  p r e m iu m s ; e H e a lth  a n d  
A g ile  H e a lth  In s u r a n c e  fo r  s h o r t -te r m  p o l ic y  p r e m iu m s  a n d  fe a t u r e s .

N O T E S :  M o n th ly  p r e m iu m s  fo r  M a rk e tp la c e  p la n s  d o  n o t re f le c t  d is c o u n t s  fo r  p re m iu m  t a x  c r e d it s .  
M o n th ly  p r e m iu m s  fo r  s h o r t -te r m  p la n s  re f le c t  p r ic e s  p o s te d  o n lin e ;  t h e s e  ra te s  a re  n o t g u a r a n t e e d  a n d  
m a y  b e  a d ju s t e d  a fte r  m e d ic a l u n d e rw r it in g . S h o r t - te r m  m o n th ly  p r e m iu m s  a ls o  d o  n o t a ll re f le c t  
a s s o c ia t io n  m e m b e r s h ip  f e e s  o fte n  re q u ire d  fo r  p u r c h a s e .

O u t -o f -p o c k e t  c o s t - s h a r in g  m a x im u m  fo r  s h o r t -t e r m  p la n s  a p p lie s  to  a  3 -m o n th  te rm  o f  c o v e r a g e ;  b y  
c o n t r a s t ,  o u t -o f -p o c k e t  c o s t - s h a r in g  m a x im u m  fo r  a n  A C A - c o m p lia n t  p la n  in 2 0 1 8  is  $ 7 ,3 5 0  fo r  th e  
c a le n d a r  y e a r.
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Table 2: Percentage of Short-Term Health Insurance Products Covering Select Benefits
S ta te M ajor C ity N u m b er M ental S u b s ta n c e  

o f  S h o r t- H ealth  A b u s e 2 
Term  

P r o d u c ts  
A v a ila b le 1

P rescr ip tio n
D r u g s3

M aternity

A lab am a Birmingham 17 71% 41% 24% 0%

A la sk a Anchorage 3 0% 0% 0% 0%

A rizon a Phoenix 21 57% 33% 33% 0%

A r k a n sa s Little Rock 21 57% 33% 33% 0%

C alifornia Los Angeles 2 0% 0% 0% 0%

C o lo ra d o Denver 7 57% 57% 0% 0%

C o n n e c tic u t Hartford 10 100% 100% 60% 0%

D elaw are Wilmington 21 81% 57% 33% 0%

DC Washington 11 82% 36% 9% 0%

Florida Miami 21 57% 33% 33% 0%

G eo rg ia Atlanta 19 53% 37% 37% 0%

Hawaii Honolulu 3 0% 0% 0% 0%

Idaho Boise 8 50% 25% 0% 0%

Illinois Chicago 21 57% 33% 33% 0%

Indiana Indianapolis 19 53% 26% 37% 0%

Iow a Cedar
Rapids

21 57% 33% 33% 0%

K a n sa s Wichita 11 27% 27% 45% 0%

K en tu ck y Louisville 19 53% 26% 37% 0%

L o u is ia n a New
Orleans

18 50% 39% 33% 0%

M aine Portland 5 20% 20% 0% 0%

M aryland Baltimore 4 0% 0% 0% 0%

M a s s a c h u s e t t s Boston 0 NA NA NA NA

M ichigan Detroit 16 44% 25% 44% 0%

M in n eso ta Minneapolis 6 67% 67% 0% 0%
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M iss is s ip p i Jackson 21 57% 33% 33% 0%

M issou ri St. Louis 12 50% 50% 25% 0%

M ontana Billings 4 0% 0% 0% 0%

N eb ra sk a Omaha 20 55% 30% 35% 0%

N evad a Las Vegas 18 50% 39% 33% 0%

N ew
H am p sh ire

Manchester 2 100% 100% 0% 0%

N ew  J e r s e y Newark 0 NA NA NA NA

N ew  M ex ico Albuquerque 1 0% 0% 0% 0%

N ew  York New York 
City

0 NA NA NA NA

N orth C arolina Charlotte 16 44% 44% 38% 0%

N orth D akota Fargo 6 83% 50% 0% 0%

O hio Cleveland 20 55% 30% 30% 0%

O k lah om a Oklahoma
City

21 57% 33% 33% 0%

O regon Portland 13 62% 62% 23% 0%

P e n n sy lv a n ia Philadelphia 21 57% 33% 33% 0%

R h o d e  Island Providence 0 NA NA NA NA

S o u th  C arolina Columbia 17 47% 35% 29% 0%

S o u th  D akota Sioux Falls 8 50% 50% 0% 0%

T e n n e s s e e Nashville 17 71% 41% 29% 0%

T e x a s Houston 18 72% 44% 28% 0%

Utah Salt Lake 
City

3 0% 0% 0% 0%

V erm on t Burlington 0 NA NA NA NA

V irginia Richmond 15 73% 40% 20% 0%

W a sh in g to n Seattle 2 100% 100% 0% 0%

W e st V irginia Huntington 22 59% 36% 32% 0%

W isc o n s in Milwaukee 18 72% 56% 39% 0%
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W yom in g Cheyenne 17 71% 41% 24% 0%

US A v e r a g e s 57% 38% 29% 0%

S O U R C E :  K a is e r  F a m ily  F o u n d a t io n  a n a ly s is  o f  s h o r t -t e r m  h e a lth  in s u r a n c e  p la n s  o n  e H e a lth  a n d  A g i le  
H e a lth  In s u r a n c e  w e b s it e s ,  A p r il  2 0 1 8 .

N O T E S :  In fo rm a t io n  is  b a s e d  o n  th e  p la n  b r o c h u r e s  a n d  m a y  n o t r e f le c t  a ll p la n  v a r ia t io n s  re q u ire d  b y  
s ta te  law . P la n s  th a t  o f fe r  c o v e r a g e  fo r  t h e s e  fo u r  b e n e fit  c a t e g o r ie s  o fte n  a p p ly  lim its  a n d  e x c lu s io n s  o n  
t h e s e  s e r v ic e s  w h ic h  a re  n o t re f le c te d  in th is  ta b le . F iv e  s t a t e s  (M A , N J ,  N Y , R i , a n d  V T )  d o  n o t h a v e  s h o r t ­
te rm  p la n  o f fe r in g s  o n  e ith e r  o f  t h e s e  w e b s it e s .

1 A n  in s u r e r  m a y  o ffe r  a  n u m b e r  o f  p la n s  w ith  v a r ia b le  c o s t - s h a r in g  s t r u c t u r e s  w ith in  e a c h  p r o d u c t  ty p e .  
T h is  a n a ly s is  o n ly  lo o k s  at th e  n u m b e r  o f  d is t in c t  p r o d u c t s  o ffe re d .

2 P r o d u c t s  th a t c o v e r  s e r v ic e s  fo r  a lc o h o l a n d  o th e r  d r u g s  (e x c lu d in g  t o b a c c o )  a re  c o n s id e r e d  to  c o v e r  
s u b s t a n c e  a b u s e .  P r o d u c t s  th a t o n ly  o f fe r  c o v e r a g e  fo r  t re a tm e n t o f  a lc o h o l d is o r d e r s  a re  n o t c o n s id e r e d  
to  c o v e r  s u b s t a n c e  a b u s e .  T h r e e  o f  th e  s h o r t -t e r m  p r o d u c t s  a v a ila b le  d o  n o t s p e c i f y  in  th e  p la n  b r o c h u r e  
w h e th e r  tre a tm e n t fo r  s u b s t a n c e  a b u s e  is  c o v e r e d ;  in t h e s e  in s t a n c e s ,  w e  d o  n o t c o n s id e r  th e  b e n e fit  
c a t e g o r y  to  b e  c o v e r e d .

3 P r o d u c t s  th a t c o v e r  b o th  in p a t ie n t  a n d  o u tp a t ie n t  p r e s c r ip t io n  d r u g s  a re  c o n s id e r e d  to  o f fe r  p r e s c r ip t io n  
d r u g  c o v e r a g e .  P r o d u c t s  th a t o n ly  c o v e r  p r e s c r ip t io n  d r u g s  w h e n  a d m in is t e r e d  in  a n  in p a t ie n t  s e t t in g  a re  
n o t c o n s id e r e d  to  o f fe r  th a t b e n e fit  c a te g o r y .

Discussion
Short-term health insurance policies offer lower monthly premiums compared to ACA-compliant plans 
because short-term policies offer less insurance protection. Medically underwritten policies can only be 
purchased by people when they are healthy. Individuals who buy short-term policies and then develop 
health conditions will lose coverage when the contract ends. Short-term policies typically do not cover 
essential benefits, such as prescription drugs, and often apply dollar caps and higher deductibles on 
coverage that are no longer allowed under ACA-compliant individual market and group health plans. As a 
result, people who buy short-term policies today in order to reduce their monthly premiums take a risk 
that, if they do need medical care, they could be left with uncovered bills and/or find themselves 
“uninsurable” under such plans in the future (though they would be able to buy ACA-compliant policies at 
the next open enrollment period).

With significant attention focused recently on issues like rising drug prices, the opioid epidemic, and 
mental health awareness, it is notable that short-term plans generally exclude or severely limit coverage 
for mental health, substance use, and prescriptions drugs. As is the case with four of the 10 products 
offered on eHealth and/or Agile Health Insurance that cover at least some substance abuse and mental 
health services, an enrollee suffering from a dual diagnosis may only be covered for care received up to a 
maximum of $3,000. And in 15 states, no short-term plans offered on these platforms cover prescription 
drugs.

To the extent that healthy individuals opt for cheaper short-term policies instead of ACA-compliant plans, 
such adverse selection contributes to instability in the reformed non-group market and raises the cost of
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coverage for people who have health conditions. Income-related premium subsidies in the non-group 
market offset the cost differential, and so help correct for adverse selection to a significant extent. Lower- 
income people would be protected by the premium subsidies, but middle-income people not eligible for 
subsidies who buy ACA-compliant plans would likely see premium increases. So far, the individual 
mandate penalty also has helped offset the cost differential between short-term plans and ACA-compliant 
plans, though this will disappear starting in 2019. The combined effect of repealing the individual 
mandate penalty and the administration’s efforts to promote the sale of short-term plans could result in 
fewer people signing up for ACA-compliant plans and higher premiums in the ACA-compliant individual 
market, potentially adversely affecting the stability of the ACA-compliant individual market.13

Methods
We analyzed publicly-available information published on eHealth.com and AgileHealthInsurance.com in 
April 2018. While other online private health insurance exchanges selling short-term plans exist, we 
chose these two platforms for their prominence in the marketplace and breadth of plan offerings.

An insurer may offer several versions of the same product with variable cost-sharing structures; this 
analysis looks at the number of distinct products offered. Each short-term product has a unique plan 
name and set of benefits. We examined 24 distinct short-term products offered across 45 states and the 
District of Columbia; the same product was often offered in multiple states with state variations in plan 
benefits.

Rates and plan information in this brief are for a 40-year-old male (non-smoker).

While we made every effort to account for state-level plan variations, we only present information made 
available in insurers’ published plan brochures, which may be incomplete or may not reflect all specific 
state requirements. In the case of three products available from one insurer on eHealth, the plan 
brochure does not specify whether treatment for substance abuse is covered; in these cases, we do not 
consider the benefit category to be covered. 1

1 For example, a newly hired employee who must complete a probationary period before becoming eligible for group 
health benefits might seek coverage through a short term policy during the probationary period.

2 The Health Insurance Portability and Accountability Act of 1996 (HIPAA).

3 See, for example, Time Magazine, “The Health Care Crisis Hits Home,” March 5, 2009, available at 
http://www.pnhp.org/news/2009/march/the healthcare cris.php
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4 Short-term policies commonly exclude coverage for pre-existing conditions, often defined as conditions (1) for which 
medical advice, diagnosis, care or treatment was recommended or received preceding the date the covered person 
became insured under the policy, or (2) that was not diagnosed but manifested symptoms that would have caused an 
ordinarily prudent layperson to seek medical advice, diagnosis, care or treatment.

5 National Association of Insurance Commissioners, Accident and Health Policy Experience Report for 2016,
available at http://www.naic.org/prod servZAHP-LR-17.pdf

6 The Commonwealth Fund. State Regulation of Coverage Options Outside of the Affordable Care Act: Limiting the 
Risk to the Individual Market. March 29, 2018. Available at http://www.commonwealthfund.org/publications/fund- 
reports/2018/mar/state-regulation-coverage-options-outside-aca

7 ParityTrack. Parity Implementation National Survey. Accessed April 17, 2018. Available at 
https://www.paritvtrack.org/paritv-reports/state-reports/

8 Modern Healthcare, “How Stakeholders in the Short-Term Medical Market are Gearing up to Attract More 
Customers”, April 19, 2018. Available at
http://www.modernhealthcare.com/article/20180419/TRANSFORMATION04/180419913/how-stakeholders-in-the- 
short-term-medical-market-are-gearing-up-to

9 The IHC Group Interim Coverage Plus plan brochure:
https://www.healthedeals.com/Media/Default/Anthem/Brochure_Interim_Coverage_Plus_0418.pdf

10 See, for example, https://www.agilehealthinsurance.com/health-insurance-learning-center/term-insurance-costs- 
less-for-26-year-olds-with-penalty-and-subsidies

11 Wall Street Journal, “Sales of Short-Term Policies Surge,” April 10, 2016. Available at 
https://www.wsi.com/articles/sales-of-short-term-health-policies-surge-1460328539

12 See, for example, brochure for one currently-marketed short-term policy explaining the length of coverage, “Current 
federal regulations limit short term medical plans to 90 days under one certificate of insurance. However, [we offer] 
you the convenient opportunity to apply for up to four back-to-back certificates at one time. You do not have to qualify 
again for the three additional certificates, and you can cancel at any time.”
https://www.pivothealth.com/ assets/pdf/Pivot Health-Short term medical brochure-20161027.pdf 13

13 Association for Community Affiliated Plans. Effects of Short-Term Limited Duration Plans on the ACA-Compliant 
Individual Market. April 12, 2018. Available at https://www.communityplans.net/policy/effects-of-short-term-limited- 
duration-plans-on-the-aca-compliant-individual-market/
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Silver Load
More May Face Steep Out-of-Pocket Costs
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CMS recently announced some big shifts in marketplace enrollment 
by metal in 2018. Due to the quirks introduced by the elimination of 
cost-sharing reduction payments (CSRs), subsidy-eligible customers 
often found they could get better deals by choosing bronze or gold. The 
share of marketplace enrollees in bronze plans, in particular, increased 
from 23 percent to 29 percent. Among those new to the marketplace, the 
trend toward bronze was even greater—34 percent of new enrollees on 
healthcare.gov chose bronze plans. Yet this shift to bronze may have 
some unintended consequences for individuals and health care markets, 
since cost-sharing differs significantly by metal.

Marketplace plans as a rule have high deductibles; the medians for 
bronze, silver, and gold plans in 2018 are $6,400, $3,800, and 
$1,250, respectively. But size is not all that matters. Bronze plans not 
only have the biggest deductibles, but they are also the least likely to 
have cost-sharing for health services.

There are three main ways that marketplace plans provide cost­
sharing before the deductible. The most common (more than 50% of all 
plans) uses co-insurance or even more often, a co-pay, usually $30. 
About 15 percent of all plans use one of two volume-dependent options 
that relate cost-sharing to the number of visits. For example, some plans 
provide a limited number of no-cost visits, and then switch to a co-pay or 
co-insurance until the deductible is met. A more austere option is to 
have a limited number of free or low co-pay visits, after which the 
deductible must be met. But about 30 percent of all market plans do not 
permit any cost-sharing at all until the deductible is met.
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Cost-sharing for Primary Care in 
2018 Marketplace Plans

B enefit Design Bronze Silver Gold

Before deductible

Cost-sharing before the deductible (co-pay or co-insurance) 23.8% 68.2% 77.1%
Limited number of no-cost visits, then cost-sharing before the 
deductible 2.1% 2.8% 1.9%

After deductible
After limited number of nocost or low-cost visits, deductible must 
be met 12.0% 5.8% 3.4%

No cost-sharing before deductible 62.1% 23.2% 17.6%

Source: Do to  from HIX Compare, a  pro ject o t the Robert Wood Johnson foundation

Using primary care as an example, we can see there are big 
differences by metal, particularly between bronze and silver. For
example, 62 percent of bronze plans require that the deductible be met 
before any cost-sharing for primary care, while this is the case for less 
than 25 percent of silver and about 18 percent of gold plans. One clear 
takeaway is that the gap between bronze and silver is wide, and the 
choice of bronze can have big affordability implications for low-income 
consumers, since the average office-based primary care visit costs more 
than $100
(https://www.healthaffairs.org/doi/full/10.1377/hlthaff.2017.0959) .

There is also spatial variation in cost-sharing characteristics,
reflecting insurer differences and the geography of market participation. 
Due to both supply and demand factors, the impact of this shift to 
bronze is likely to vary by market. Consequences for individuals and 
providers could include underutilization of care or an increase in bad 
debt. Another outcome could be higher use of retail clinics, where visit 
prices are lower, or greater use of cheaper cash market options, if the 
prospect of meeting the deductible seems unrealistic. Consumer 
dissatisfaction and lapsed enrollment is another possibility if plan 
characteristics are not well understood, although the very low premiums 
should be helpful in that regard.

Barring any surprise announcements from CMS, silver loading is 
likely to continue next year and will probably expand to more states.
While silver loading has increased affordability for many subsidized 
consumers, and the low bronze premiums are attractive, the benefit 
design may prove challenging. Consumers, providers, plans, and 
regulators will be assessing their respective experiences, with the 
potential for further adjustments in plan design and/or metal choice 
going forward.

https://www.rwjf.org/en/library/research/2018/04/health-insurance-enrollment-by-cost.html 5/11/2018



April 2018 | Issue Brief

Proposals for Insurance Options That Don't 
Comply with ACA Rules: Trade-offs In Cost and 
Regulation
Karen Pollitz and Gary Claxton

Now in the fifth year of implementation, the Affordable Care Act (ACA) standards for non-group health 
insurance require health plans to provide major medical coverage for essential health benefits (EHB) with 
limits on deductibles and other cost sharing. In addition, ACA standards prohibit discrimination by non­
group plans: pre-existing conditions cannot be excluded from coverage and eligibility and premiums 
cannot vary based on an individual’s health status. The ACA also created income-based subsidies to 
reduce premiums (premium tax credits, or APTC) and cost-sharing for eligible individuals who purchase 
non-group plans, called qualified health plans (QHPs), through the Marketplace. ACA-regulated non­
group plans can also be offered outside of the Marketplace, but are not eligible for subsidies.

Individual market premiums were relatively stable during the first three years of ACA implementation, then 
rose substantially in each of 2017 and 2018. Last year, nearly 9 million subsidy-eligible consumers who 
purchased coverage through the Marketplace were shielded from these increases; but another nearly 7 
million enrollees in ACA compliant plans, who do not receive subsidies, were not. Bipartisan 
Congressional efforts to stabilize individual market premiums -  via reinsurance and other measures -  
were debated in the fall of 2017 and the spring of 2018, but not adopted. Meanwhile, opponents of the 
ACA at the federal and state level have proposed making alternative plan options available that would be 
cheaper, in terms of monthly premiums, for at least some people because plans would not be required to 
meet some or all standards for ACA-compliant plans. This brief explains state and federal proposals to 
create a market for more loosely-regulated health insurance plans outside of the ACA regulatory 
structure.

Background
When ACA Marketplaces first opened in 2014, on average, the cost of the benchmark silver QHP was 
lower than many had predicted. Many insurers underpriced QHPs at the outset, either because they 
couldn’t accurately predict the cost of providing coverage to a new population under new ACA rules, or to 
aggressively compete for market share, or both. As a result, insurers offering ACA-compliant policies 
generally lost money in 2014-2016. In the fall of 2016, for the 2017 coverage year, most issuers 
implemented a substantial corrective premium increase for their benchmark QHP -  on average, a 21% 
increase for a 40-year-old consumer. This increase, along with growing experience with new market 
rules, allowed many insurers to regain profitability in 2017, and, going forward, stabilization of QHP rates 
might otherwise have been expected.
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Instead, though, a new wave of uncertainty arose last year as Congress debated repeal of the ACA and 
as the Trump Administration threatened administrative actions with the stated intent of undermining the 
program, including by ending reimbursement to insurers for required cost-sharing reductions (CSRs) that, 
by law, they must offer low-income enrollees in silver QHPs. The value of CSRs was estimated by CBO 
to be $9 billion for 2018. To compensate for the lost reimbursement, most insurers significantly increased 
2018 premiums for silver level QHPs, through which cost sharing subsidies are delivered. Largely due to 
this so-called “silver load” pricing strategy, the average benchmark silver QHP premium for a 40-year-old 
rose another 33% for the 2018 coverage year. (Figure 1) Premiums for bronze and gold plans rose more 
slowly, but still substantially given uncertainty on a number of issues, including whether the ACA’s 
individual mandate would be enforced.

For consumers who are eligible for APTC and who buy the benchmark silver plan (or a less expensive 
plan) through the Marketplace, subsidies absorb annual premium increases and the net cost of coverage 
has remained relatively unchanged from 2014 through today. Roughly 85% of Marketplace participants in 
2017 were eligible for APTC. (Figure 2) However, for the 15% of Marketplace participants who were not 
eligible for subsidies, and for another roughly 5 million individuals who bought ACA compliant plans 
outside of the Marketplace, these consecutive annual rate increases threatened to make coverage 
unaffordable. That threat was even greater in some areas, where 2018 QHP rate increases were much 
higher than the national average.
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Off-Exchange 
ACA Compliant 
Unsubsidizied 

5.1M

Kaiser Family Foundation analysis of 2017 data from Mark Farrah Associates, Healthcare.gov, and KFF Survey of Non­
group Health Insurance Enrollees. Note: People enrolled in off-exchange ACAnon-compliant plans are not part of the 
same risk pool as those in ACA compliant coverage and pay different premiums.

Figure 2

Most in ACA-comphant plans are protected from rate
increases by premium subsidies
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Looking ahead, another round of significant premium increases is possible for the 2019 coverage year. A 
new source of uncertainty arose when Congress voted to end the ACA’s individual mandate penalty, 
effective in 2019. The Congressional Budget Office (CBO) estimated repeal of the mandate would fuel 
adverse selection -  as some younger, healthier consumers might be more likely to forego coverage -  and 
average premiums in the non-group market would increase by about 10 percent in most years of the 
decade, on top of increases due to other factors such as health care cost growth.

ACA opponents have argued QHP premium increases reflect a failure of the federal law. As an 
alternative, some have proposed different kinds of health plan options to offer premium relief to 
consumers who need non-group coverage but who are not eligible for premium subsidies, primarily by 
relaxing rules governing required benefits, coverage of pre-existing conditions, and/or community rating. 
These include:

Short-Term, Limited Duration Health Insurance Policies
In 2018 the Trump Administration proposed a new draft regulation that would promote the sale of short­
term, limited duration health insurance policies that offer less expensive coverage because they are not 
subject to ACA market rules.

Short-term limited-duration health insurance policies (STLD), sometimes referred to as limited-duration 
non-renewable policies, are designed to provide temporary health coverage for people who are uninsured 
or are losing their existing coverage but expect to become eligible for other, more permanent coverage in
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the near future. Historically, people who have used these policies include graduating students losing 
coverage through their parents or their school, people with a short interval between jobs, or newly hired 
employee subject to a waiting period before they are eligible for coverage from their job. Because these 
policies are not intended to provide long-term protection (they generally cannot be renewed when their 
term ends), they are lightly regulated by states and are exempt from many of the standards generally 
applicable to individual health insurance policies. They also are specifically exempt under the ACA from 
federal standards for individual health insurance coverage, including the essential health benefits, 
guaranteed availability and prohibitions against pre-existing condition exclusions and health-status rating. 
These differences can make them considerably less expensive (for those healthy enough to qualify to buy 
them) than ACA compliant plans.

STLDs are similar to major medical policies in that they typically cover both hospitalization and at least 
some outpatient medical services, but unlike ACA-compliant policies, they often have significant benefit 
and eligibility limitations. STLD policies often either exclude are have significant limitations on benefits for 
mental health and substance abuse, do not have coverage for maternity services, and have limited or no 
coverage for prescription drugs. Policies also generally have dollar limits on all benefits or specific 
benefits and may have deductibles and other cost sharing that is much higher than permitted in ACA- 
compliant plans. Insurers of STLD policies typically use medically underwriting, which means that they 
can turn down applicants with health problems or charge them higher premiums. Policies also exclude 
coverage for any benefits related to a preexisting health condition: a backstop for insurers in case a 
person with a health problem otherwise qualifies for coverage and seeks benefits. Because STLD policies 
are not renewable, people who become ill after their coverage begins are generally not able to qualify for 
a new policy when their coverage term ends.

Due to their lower premiums, some people have been purchasing STLD policies instead of ACA 
compliant plans. This has happened even though STLD policies are not considered minimum essential 
coverage, which means that people who purchase them do not satisfy the ACA mandate to have health 
insurance and may be subject to a tax penalty. In 2016, CMS expressed concern about these policies 
being sold as a type of “primary health insurance” and issued regulations shortening the maximum 
coverage period under federal law for STLD policies from less than 12 months to less than three months 
and prescribing a disclosure that must be provided to new applicants. The intent of the regulation was to 
limit sale of these policies to situations involving a short gap in coverage and to discourage their use a 
substitute for primary health insurance coverage. The rule took effect for policies issued to individuals on 
or after January 1,2017. In February 2018, the Trump Administration issued a new proposed regulation 
to reinstate the “less than 12 months” maximum coverage term for STLD policies. The preamble to the 
proposed regulation specified that this would provide more affordable consumer choice for health 
coverage. For more information about STLD policies, see this issue brief.

Extending the coverage period for STLD policies back to just under a year is likely to make them a more 
attractive choice for healthier individuals concerned about the cost of ACA-compliant plans. This is 
particularly true beginning in 2019 when the individual mandate penalty ends and purchasers will no 
longer need to pay a penalty in addition to the premiums for these policies.

Proposals for Insurance Options That Don't Comply with ACA Rules: Trade-offs In Cost and Regulation 4



Under the ACA framework, STLD plans may provide a lower-cost alternative source of health coverage 
for people in good health. With ACA policies as a backup, people who purchase STLD policies and 
develop a health problem would not be able to renew their short-term policy at the end of its term, but 
would be able to elect an ACA-compliant plan during the next open enrollment.

It is possible, as one estimate concluded, that more healthy individual market participants may switch to 
short-term policies as a result. Such “adverse selection” would raise the average cost of covering 
remaining individuals in ACA-compliant plans, leading to further premium increases in those policies. For 
people with pre-existing conditions who do not qualify for subsidies, the rising cost of ACA-compliant 
coverage could challenge affordability, especially for people with pre-existing conditions who have 
incomes that make them ineligible for premium subsidies.

Association Health Plans
Another draft regulation proposed by the Trump Administration would permit small employers and self­
employed individuals to buy a new type of association health plan coverage that does not have to meet all 
requirements applicable to other ACA-compliant small group and non-group health plans. While many 
types of health insurance are marketed though associations, including STLDs, hospital indemnity plans 
and cancer or other dread disease policies, current policy discussions about AHPs tend to focus on 
arrangements formed by groups of employers (called multiple employer welfare arrangements, or 
MEWAs) which could also offer group health insurance coverage to self-employed people without any 
employees (“sole proprietors”).

The U.S. Department of Labor recently proposed regulations under the Employee Retirement Income 
Security Act (ERISA) to expand the types of MEWAs that could offer health plans that would not be 
subject to certain ACA requirements. Under the draft regulation, AHPs -  a type of MEWA - could offer 
health coverage to sole proprietors and to small businesses, but would be subject to large group health 
plan standards. Key ACA requirements for the non-group and small group market do not apply to large 
group health plans today, and so would not apply to AHP coverage sold to self-employed individuals or 
small employers. In particular, AHPs would not be required to cover essential health benefits; it would be 
possible under the proposed regulation for AHPs to offer policies that do not cover prescription drugs, for 
example.

Under the draft regulation, AHPs would be subject to a nondiscrimination standard that would prohibit 
basing eligibility or premiums on an enrollee’s health status. However, other ACA rating standards in the 
non-group and small group market would not apply; in particular, AHPs would be allowed to vary 
premiums by more than 3:1 for age and without limit based on gender, geography, and other factors such 
type of industry or occupation.

Proposals for Insurance Options That Don’t Comply with ACA Rules: Trade-offs In Cost and Regulation 5



As a result, AHPs could provide self-employed individuals an alternative to individual health insurance 
that provides fewer benefits with more rating flexibility. As nearly one-third (31%) of individual market 
enrollees are self-employed, the impact of AHPs could be significant.

The draft regulation included other language related to state vs. federal regulatory authority over MEWAs, 
or AHPs. Currently, MEWAs are subject to a somewhat complex mix of regulatory provisions at the 
federal and state levels; the applicable standards vary depending on a number of things, including 
whether the MEWA is self-funded or provides benefits through insurance, whether the arrangement itself 
is considered to be sponsoring an employee benefit plan as defined in ERISA, the sizes of the employers 
participating in the arrangement, and how the states in which the arrangements operate approach MEWA 
regulation. The proposed rule generally leaves in place state authority over MEWAs/AHPs. However, the 
DOL requested comments on whether it should consider changes that would limit state regulation of self­
funded AHPs to financial matters such as solvency and reserves, in effect, prohibiting states from 
regulating AHP rating and benefit design practices.

The degree of impact on individual health insurance markets will depend in part on the final rules, in 
particular whether the nondiscrimination provision is preserved and whether states retain current authority 
over AHPs.

Idaho Proposal for New State-Based Health Plans
In January 2018, pursuant to an executive order by Governor Otter, the Idaho Department of Insurance 
issued a bulletin outlining provisions of new individual health insurance products that insurance 
companies would be permitted to sell under state law. The new “State-Based Health Benefit Plans” would 
not have to comply with certain ACA requirements and, as a result, would likely be offered for premiums 
lower than those charged for ACA-compliant policies -  at least for consumers who are younger and who 
don’t have pre-existing conditions.

State-Based Health Plans would be required to cover a package of health benefits and cost sharing that 
was less than that required for ACA-compliant plans. For example, certain essential health benefit 
categories, such as habilitation services and pediatric dental and vision, appear not to be required. In 
addition, ACA limits on cost sharing were not specified, and annual dollar limits on covered benefits could 
be applied. If consumers reach the annual dollar limit on coverage under a state-based plan, the insurer 
would be required to transfer their enrollment into an ACA-compliant plan.

In addition, state-based plans would not be allowed to deny applicants based on health status and could 
be sold year round, outside of Open Enrollment. However, State-Based plans could exclude coverage of 
pre-existing conditions for any individual who had experienced at least a 63-day break in coverage.
These plans would also be permitted to vary premiums by a factor of 3:1 based on health status 
(prohibited by the ACA), and by 5:1 based on age (higher than the 3:1 ratio permitted by the ACA). In 
order to offer a State-Based Health Plan, insurers would also be required to offer at least one QHP 
through the Idaho Marketplace.
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The bulletin required that state-based plans and exchange-certified plans must comprise a single risk 
pool, with a single index rate for all plans that does not account for differences in the health status of 
individuals who enroll, or are expected to enroll in a particular type of plan. However, the Academy of 
Actuaries noted that, because the two types of plans would not be competing under the same rules,
“there would be, in effect, two risk pools -  one for ACA coverage and one for state-based coverage. 
Premiums for ACA coverage would increase, threatening sustainability of the ACA market and its pre­
existing condition protections.”

The Idaho State-Based Health Plan proposal is similar in many respects to an amendment offered by 
Senator Ted Cruz during the ACA repeal debate in 2017. The amendment, which was not enacted, 
would have allowed insurers that sell ACA-compliant marketplace plans to also offer other policies that 
could be medically underwritten and that would not have to meet other ACA standards. Although CBO 
did not estimate how the amendment would impact premiums or coverage, representatives of the 
insurance industry predicted that, “As healthy people move to the less-regulated plans, those with 
significant medical needs will have no choice but to stay in the comprehensive plans, and premiums will 
skyrocket for people with preexisting conditions. This would especially impact middle-income families that 
that are not eligible for a tax credit.”

The Idaho proposal appears to be not moving forward at this time. Recently, the director of the federal 
Center on Medicare and Medicaid Services (CMS) advised Idaho officials that these State-Based health 
plans would be in violation of federal law. Under the ACA, states do not have flexibility to authorize the 
sale of individual health insurance policies that do not meet federal minimum standards. In states that do 
not enforce federal minimum standards, the federal government is required to step in and enforce.

The CMS letter did generally express sympathy with Idaho’s approach, citing “damage caused by the 
[ACA],” and encouraged the state to pursue modified strategies to expand availability of more affordable 
plans that do not meet all ACA requirements. The letter specifically urged Idaho to consider promoting 
short-term policies as a legal alternative to ACA-compliant health plans, and it invited the State to develop 
other alternative strategies using ACA state waiver authority.

Farm Bureau Health Plans Exempt from State Regulation
A new Iowa law enacted this month would permit the sale of health coverage by the state’s Farm Bureau. 
The Farm Bureau is not a licensed health insurer. Under the new law, Farm Bureau health plans would 
be deemed to not be insurance and explicitly would not be subject to state insurance regulation. By 
extension, Farm Bureau plans also would not have to meet federal ACA standards for health insurance 
as these apply only to policies sold by state licensed health insurers.

The new Iowa law applies no other standards for Farm Bureau health plans -  for example, it does not 
establish minimum benefit requirements, rating requirements, or rules prohibiting discrimination based on 
pre-existing health conditions. Appeal rights guaranteed to health insurance policyholders also would not 
apply to Farm Bureau enrollees, nor would state insurance solvency and other financial regulations. The
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The Iowa law closely resembles a Tennessee state law, enacted in 1993, which authorized the sale of 
health coverage by the Farm Bureau and deemed such coverage not to be health insurance subject to 
state regulation. In Tennessee, it has been reported that roughly 25,000 residents purchase non-group 
Farm Bureau health plans that are medically underwritten. (By comparison, more than 228,000 residents 
have ACA-compliant individual policies through the Marketplace this year.) Farm Bureau plan premiums 
can be as much as two-thirds lower than for ACA-compliant plans because the underwritten policies can 
and do deny coverage to people with pre-existing conditions. Adverse selection results, with sicker 
residents confined to the ACA-regulated market. An analysis of risk scores for state insurance markets 
finds that Tennessee’s individual market has one of the highest risk scores in the nation.

Since 2014, Tennessee residents who buy underwritten Farm Bureau health coverage are not considered 
to have “minimum essential coverage” and so may owe a tax penalty under the ACA individual mandate. 
However, this disincentive to purchase Farm Bureau plans in Tennessee and Iowa will end in 2019 when 
repeal of the mandate penalty takes effect.

Discussion
Each of these proposals follows a similar theme. Creating parallel insurance markets with different, 
lesser consumer protections, allows insurers to offer lower premiums and less coverage to people while 
they are healthy, leaving the ACA-regulated market with a sicker pool and higher premiums. Once repeal 
of the ACA individual mandate penalty takes effect in 2019, the net cost differential between regulated 
and less-regulated coverage will be even greater.

Premium subsidies in the ACA-regulated market will help to curb adverse selection, protecting people 
with lower incomes from the impact of higher premiums, and providing some continued stability in the 
reformed market. However, middle-income people who are not eligible for subsidies, and who have pre­
existing conditions, will not have any meaningful new coverage choices under these proposals. Instead, 
the cost of health insurance that covers essential benefits and their pre-existing conditions will increase, 
potentially further pricing them out of affordable coverage altogether.

law does require the Farm Bureau to administer coverage through a state licensed third party
administrator, or TPA (expected to be Wellmark, Iowa’s Blue Cross Blue Shield insurer.) However, use of
a TPA does not extend federal or state insurance law to the underlying Farm Bureau health plan.

Proposals for Insurance Options That Don’t Comply with ACA Rules: Trade-offs In Cost and Regulation 8
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The 2019 Affordable Care Act Payment 
Rule: Summary and Implications for States
Sabrina Corlette, Georgetown Center on Health Insurance Reforms

On April 9, 2018, the U.S. Departm ent o f Health & Human Services (HHS) released its 
final Notice o f Benefit and Payment Parameters fo r 2019
(https://s3.amazonaws.com/public-inspection.federalregister.gov/2018-07355.pdf), 
referred to here as the Payment Notice. This is an annual rule tha t includes a wide 
range o f policy and operational changes fo r the Affordable Care Act (ACA) 
marketplaces, insurance market reforms, and prem ium  stabilization programs. 
Among other things, the final rule aims to expand the role o f state departm ents o f 
insurance and marketplaces in ACA oversight and adm inistration.

Concurrent w ith the 2019 Payment Notice, HHS also released sub-regulatory 
guidance, including the final annual letter to issuers
(https://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/2019- 
Letter-to-Issuers.pdf), key dates (https://www.cms.gov/CCIIO/Resources/Regulations- 
and-Guidance/Downloads/Key-Dates-Table-for-CY2018.pdf) fo r health plans 
participating in the individual and small-group markets in 2019, and an expansion
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(https://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/2018- 
Hardship-Exemption-Guidance.pdf) o f the circumstances under which individuals can 
qualify fo r exemptions to the ACA's individual mandate.

This expert perspective focuses on major provisions o f the Payment Notice and 
accompanying guidance documents tha t require state decision-making or have other 
significant implications fo r states. More detailed summaries o f the rule may be found 
here (https://www.healthaffairs.org/do/10.1377/hblog20180410.631773/full/), here 
(https://www.healthaffairs.org/do/10.1377/hblog20180411.618457/full/) and here 
(https://www.healthaffairs.org/do/10.1377/hblog20180412.184667/full/).

Provisions Affecting Health Insurance
Transitional Health plans
HHS has published guidance (https://www.cms.gov/CCIIO/Resources/Regulations-and- 
Guidance/Downloads/Extension-Transitional-Policy-Through-CY2019.pdf) to extend 
the adm inistration's transitional policy, which allows insurers to re-enroll members in 
pre-ACA health plans (often referred to as "grandm othered" plans). If allowed by state 
regulators, insurers may re-enroll members in these plans through October 1,2019, 
so long as all such policies end by December 31,2019.

Essential Health Benefits
The final Payment Notice makes significant changes to the way in which states can 
select an essential health benefit (EHB) benchmark plan fo r plan year 2020 and 
annually thereafter. It also grants insurers greater flexib ility  to substitute benefits 
across the ten EHB benefit categories, if perm itted by the state.

New Benchmark Selection Flexibility
The final rule perm its states to change the ir EHB benchmark plan using one o f the 
follow ing three options:

• Selecting the EHB-benchmark plan tha t another state used fo r the 2017 plan 
year;

• Replacing one or more EHB categories o f benefits in its EHB benchmark plan 
used fo r the 2017 plan year w ith the same categories o f benefits from  another 
state's EHB-benchmark plan used fo r the 2017 plan year; or

• Otherwise selecting a set o f benefits tha t would become the state's EHB- 
benchmark plan.
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The scope o f benefits in the benchmark must be equal to tha t provided in a typical 
employer plan. HHS has defined "typical" to include either (1) one o f the 10 plan 
options available fo r 2017 or (2) the largest health insurance plan by enrollm ent in any 
o f the 5 largest large-group products by enrollment. If the state chooses a large-group 
plan as its EHB option, it must have significant enrollm ent in the state, meet the ACA's 
m inim um  value standard, benefits cannot be excepted benefits (e.g., stand-alone 
dental or vision plans, fixed indem nity products, and certain flexible spending 
arrangements), and the plan must be from  2014 or later.

The generosity o f the state's new benchmark plan cannot exceed the generosity o f the 
most generous o f the plan options described above. Further, if the state selects a 
benchmark plan or category from  another state tha t includes benefit mandates 
enacted after December 31, 2011, then the selecting state will have to defray any 
additional costs associated w ith those mandates.

States must make the ir new benchmark selection by July 2, 2018 in order to have it in 
place fo r the 2020 plan year. States may choose the process by which they choose a 
benchmark plan, so long as they provide reasonable notice on a public-facing website 
and opportun ity  fo r com m ent and comply w ith new data collection requirements.
HHS has also released an example
(https://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/Final- 
Example-Acceptable-Methodology-for-Comparing-Benefits.pdf) o f the methodology 
state actuaries can use to compare the benefits o f its benchmark selection.

Benefit Substitution
The final Payment Notice would allow insurers to substitute covered items and 
services both w ith in and across the ten EHB benefit categories, beginning in 2020. 
However, insurers will only be allowed to do so if perm itted by the state and after the 
state has notified HHS o f its decision.

Rate Review
In conjunction w ith states, HHS is required to establish a process fo r the annual 
review o f unreasonable health plan prem ium  increases. In the 2019 Payment Notice, 
HHS is changing the defin ition o f an "unreasonable" rate increase from  10 to 15 
percent, effective January 1,2019. HHS has also released new guidance 
(https://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/2019- 
State-Specific-Threshold-Proposals-Guidance.pdf) fo r states tha t want a threshold 
higher than 15 percent (states seeking a defin ition lower than 15 percent are no 
longer required to request HHS approval).
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Additionally, starting in 2019, states will be perm itted to set a rate filing deadline later 
than the federal deadline fo r insurers who offer only off-marketplace plans. And HHS 
has reduced the tim efram e fo r states to provide notice to HHS before posting final 
rate inform ation, from  30 to 5 business days.

Medical Loss Ratio
The 2019 Payment Notice makes it easier fo r states to request a reduction in the 
medical loss ratio (MLR) standard fo r the individual market by reducing the am ount o f 
data states must subm it to HHS. Further, the Final Notice clarifies tha t HHS may adjust 
the individual m arket MLR in any state if it determ ines tha t there is a "reasonable 
likelihood" tha t lowering the standard below 80 percent will help stabilize the market. 
HHS has released new guidance (https://www.cms.gov/CCIIO/Resources/Regulations- 
and-Guidance/Downloads/MLR-Guidance-State-Adjustments-2018.pdf) fo r states 
outlin ing in more detail the process by which they can request an MLR adjustment.

Risk Adjustment
The final Payment Notice would give states the authority  to reduce risk adjustm ent 
transfers in the small-group and individual markets.[1] Specifically, states can request 
an up to 50 percent reduction in risk adjustm ent transfers, but must subm it evidence 
and analysis to HHS justify ing the proposed reduction. States must fu rthe r 
demonstrate tha t the reduced risk adjustm ent payments would result in less than a 1 
percent increase in affected insurers' premiums. States must subm it requests by 
August 1, two calendar years before the start o f the applicable benefit year. For 
example, a state would have to subm it a request by August 1,2018 if it wants to 
reduce risk adjustm ent transfers fo r the 2020 plan year.

Provisions Affecting the Marketplaces
Certification of Qualified Health Plans
HHS is continuing its policy o f increased deference to state oversight o f plans 
participating on the health insurance marketplaces (known as QHPs). The Payment 
Notice provides state-based marketplaces tha t use the federal p latform  (SBM-FPs) 
w ith new flexib ility  to determ ine how to im plem ent the ACA's network adequacy and 
essential com m unity provider standards, so long as those states have an adequate 
review process. However, after receiving comments about lim ited state resources and 
staff, HHS decided not to finalize a proposal to defer to states fo r review o f QHP 
accreditation, service areas, and compliance reviews.
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Eligibility Standards
Under current rules, the marketplaces must generally discontinue an enrollee's 
advance prem ium  tax credits payments (APTC) if they have failed to file a tax return 
reconciling APTC received fo r a prio r year. However, the marketplace may 
discontinue APTC under this rule only if it firs t sends a direct notification to the 
enrollee inform ing them  tha t the ir e ligib ility is at risk and why. Providing this 
notification has proved challenging fo r state-based marketplaces because the ir 
systems were not bu ilt to comply w ith Internal Revenue Service requirem ents fo r tax 
inform ation privacy. The Payment Notice removes the direct notification requirem ent 
fo r 2019. As a result, state-based marketplaces must now discontinue APTC fo r a 
consumer who has failed to reconcile APTC regardless o f whether they are able to 
provide a clear notification. In the past, many state-based marketplaces have instead 
sent a general notice tha t lets consumers know the ir APTC could be discontinued fo r 
several reasons, o f which the failure to file and reconcile the ir last year's return would 
be just one.

Income Inconsistencies
Under current rules, marketplaces are required to generate a data matching issue in 
certain cases where the consumer projects having income significantly lower than is 
indicated by electronic data sources. The Payment Notice requires the marketplaces 
to also generate a data matching issue fo r consumers if (1) the consumer attests to 
income between 100 and 400 percent o f the federal poverty line (FPL); (2) the 
marketplace has data indicating income is below 100 percent FPL; (3) the marketplace 
has not assessed tha t the consumer has income making them  eligible fo r Medicaid or 
CHIP; and (4) the income projected by the consumer exceeds the income reflected in 
the data available from  electronic data sources by not less than 10 percent (or a 
threshold dollar amount). If the consumer cannot provide docum entation 
dem onstrating income above 100 percent FPL, the marketplace would be required to 
discontinue APTC and cost-sharing reduction subsidies. Lawfully present immigrants 
who are ineligible fo r Medicaid are exempted from  this policy, since the statute makes 
them  eligible fo r APTC and cost-sharing reductions at incomes below 100 percent FPL.

HHS rejected requests from  state-based marketplaces to be exempted from  this 
policy due to the costs and tim e needed to im plem ent it, arguing tha t requiring 
docum entation fo r such data matching inconsistencies is critical fo r "program 
integrity," including in Medicaid expansion states.

Navigator Programs
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The 2019 Payment Notice eliminates the requirem ent tha t marketplaces have at least 
two Navigator entities, and tha t one must be a community-based, consumer-focused 
non-profit organization. State-based marketplaces may continue to support two or 
more Navigator entities, but they are not required to do so. Additionally, HHS is 
removing the requirem ent tha t Navigator entities maintain a physical presence in the 
state's service area.

Special Enrollment Periods
HHS has finalized modifications to special enrollm ent periods (SEPs) rules to clarify 
tha t a new dependent can be added to the enrollee's existing plan or enrolled in a 
separate plan. The rule also aligns coverage effective dates fo r those who enroll 
through a SEP triggered by birth, adoption, placement fo r adoption, or placement in 
foster care. State-based marketplaces had asked fo r flexib ility  in im plem enting this 
proposal, and HHS will allow them  to take additional time, "as needed," to comply w ith 
the change.

Small Business Health Options Program
State-based marketplaces operating small business health options program (SHOPs) 
will no longer be required to provide employee eligibility, prem ium  aggregation, and 
online enrollm ent functionality fo r plan years beginning on or after January 1, 2018. 
Further, because the federally facilitated marketplace will no longer perform  these 
functions, states operating a SBM-FP fo r SHOP (Kentucky and Nevada) will no longer 
be able to use the federal system fo r those functions.

Flexibility for State Marketplaces
HHS has sought input on how it can best support SBM-FP efforts to use commercial 
eligib ility and enrollm ent platforms. In this final Payment Notice, HHS notes tha t while 
it remains unable to offer state-specific customization o f healthcare.gov, it intends to 
explore options fo r stream lining current requirem ents and leveraging the private 
sector, including through enhanced direct enrollm ent through web-brokers or 
insurers.

Conclusion
The annual Payment Notice sets policy fo r the ACA's marketplaces, insurance reforms, 
and prem ium  stabilization programs, and this 2019 rule is the firs t one issued by the 
Trump adm inistration. The final rule reflects the adm inistration's interest in 
expanding the role o f states in providing oversight and adm inistering the ACA. With
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tha t expanded role comes a need fo r states to make im portant decisions about plan 
benefit design, affordability, and marketplace operations, in some cases w ith in a very 
short tim efram e.

[1] States w ith merged individual and small-group markets will also have the 
opportun ity  to request reductions in risk adjustm ent transfers.
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The Centers for Medicare and Medicaid Services (CMS) finalized 
the Benefit and Payment Parameters rule for 2019 on April 9, 
2018. The first post addressed the rule's changes in plan 
benefits, eligibility, and enrollment changes. The second post 
discussed the general market reforms, rate review, the medical 
loss ratio, and the SHOP exchanges. This final post discusses 
the rule's changes to the Affordable Care Act's (ACA's) risk 
adjustment program.

The ACA included three premium stabilization programs: risk 
corridors, reinsurance, and risk adjustment. The risk corridor and 
reinsurance programs lasted only for 2014, 2015, and 2016; they 
are now finished except for three dozen lawsuits that continue in 
the Court of Claims. These suits allege that the federal 
government failed to pay out all of the funds owed under the risk



Page 3 of 14

corridor program, as well as funds that still remain to be 
collected and distributed under the reinsurance program. HHS 
will continue to make reinsurance payments in the 2018 fiscal 
year. These funds will be sequestered at a rate of 6.6 percent 
under fiscal year 2018 budget rules, as will risk adjustment 
funds collected during the 2018 fiscal year. If Congress takes no 
further action, the sequestered funds will become available in 
fiscal year 2019.

The third premium stabilization program, risk adjustment, 
remains very much alive and much of the final rule is devoted to 
the program's parameters for 2019. The risk adjustment 
program transfers funds from lower-risk, non-grandfathered 
plans in the individual and small group markets to higher-risk, 
non-grandfathered plans, both in and out of the exchange. The 
purpose of the program is to discourage cherry picking in that 
plans that end up with healthier populations must compensate 
plans that have more costly enrollees. Although states that 
operate their own exchanges can operate their own risk 
adjustment program, none currently do so, and CMS will operate 
the program in all states in 2019.

The risk adjustment model predicts plan liability for an average 
enrollee based on risk scores, which are based in turn on each 
enrollee's age, sex, and diagnoses. The CMS risk adjustment 
methodology uses separate models for adults, children, and 
infants to account for cost differences. In the adult and child 
models, each individual's age, sex, and diagnoses are added 
together to produce an individual risk score. Where applicable,
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risk scores are multiplied by a cost-sharing reduction 
adjustment, recognizing that enrollees with lower cost-sharing 
use more services. The enrollment-weighted average risk score 
of all enrollees in a particular risk-adjustment covered plan 
within a geographic area is an input into the risk adjustment 
payment transfer formula, which determines the payment or 
charge an issuer will receive or have to pay under the program.

Recalibration
CMS made fairly significant changes to the risk adjustment 
model for plan years 2017 and 2018. These included 
incorporating preventive services; better reflecting growth in 
specialty drug expenditures; accounting for the higher cost of 
partial year enrollments; including prescription drug utilization 
factors; adding a special reinsurance program for very high-cost 
enrollees; and removing part of the premium to account for non­
variable administrative costs. For 2019, CMS will simply 
recalibrate the 2018 plan year model, with small modifications in 
the drug classes used in the 2019 plan year adult models and 
incorporation of 2016 plan year enrollee-level EDGE data.

For the 2019 plan year, CMS will blend enrollee-level data from 
its own EDGE servers (for plan year 2016) with 2014 and 2015 
Truven MarketScan® data to calibrate the coefficients in the risk 
adjustment model. CMS believes that these changes will make 
the risk adjustment model more accurate. This is because the 
EDGE server data reflects services use from its own program 
while Truven data is drawn from employer programs.
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Commenters generally agreed and supported the incorporation 
of EDGE data because it will more closely reflect risk in the 
individual and small group markets. The coefficients will be 
equally blended among the data sources (instead of, say, 
weighing EDGE data more heavily than MarketScan data). The 
rule includes tables with the final coefficients.

Prescription Drugs
For 2018, CMS included for the first time twelve drug-diagnosis 
pairs into its model. In ten of these, the use of the drug could 
impute the existence of an otherwise undetected diagnosis or 
demonstrate the greater severity of an existing diagnosis. In two 
the prescription only predicted the severity of an existing 
diagnosis. For the 2019 plan year, CMS will remove the two 
severity-only drug-diagnosis pairs as they had extremely small 
coefficients and did not predict incremental plan risk. This 
change was supported by most commenters, and CMS will 
continue to evaluate the effects of incorporating prescription 
drugs into its models. CMS expects to publish a final 2018 plan 
year crosswalk in spring 2019 and will make quarterly updates 
to that crosswalk to incorporate new drugs; the 2019 crosswalk 
will be published on a similar quarterly schedule.

Payment Transfer Formula
CMS will continue to exclude the costs of enrollees whose costs 
exceed $1 million when calculating enrollee-level plan liability 
risk scores. Plans will be compensated directly for 60 percent of
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costs above the $1 million threshold. Issuers will be charged a 
percentage of their total premiums separately in the individual 
(including catastrophic and non-catastrophic plans) and small 
group markets for this high-cost claim reinsurance program. 
These are the same parameters that apply to the 2018 plan year.

Once CMS has calculated the risk scores for each plan's 
enrollees, it will feed these into its payment transfer formula to 
determine, for each geographic area in a state, per-member-per- 
month amounts to be transferred among plans as payments or 
charges based on each plan's total member months for the plan 
year. Payment and charge terms are calculated separately for 
each state's market individual and small group risk pools and for 
a national individual and small group high risk pool for claims 
exceeding $1 million. Transfers are based on the statewide 
average premium and will be reduced by 14 percent to account 
for administrative costs that do not vary with claims. The 
payment transfer formula is not changed for 2019 and will not 
be discussed here.

The preamble includes an extended discussion on CMS' 
decision to base transfers on the statewide average premium 
(rather than using each plan's premium). This was presumably 
done in response to recent litigation where a federal district 
court found this part of the formula to be arbitrary and 
capricious. The use of a statewide average premium was 
adopted based on CMS' assumption that the risk adjustment 
program must be budget neutral, an assumption that CMS had 
not fully justified. By discussing the budget neutrality issue here,
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CMS may be trying to address the court's concern that it had 
failed to provide a reasoned explanation for this assumption. 
Much of CMS' rationale tracks the reasoning outlined in a 
separate court decision that upheld the risk adjustment formula.

State-Specific Adjustments
Recognizing that insurance markets vary by state and 
committed to giving more flexibility to state regulators, CMS will 
allow states to request a percentage adjustment in the 
calculation of risk adjustment transfer amounts in the individual 
market, the small group market, and the merged market. This 
was a shift from the proposed rule where CMS had only 
proposed allowing this flexibility in the small group market. CMS 
estimates that no more than 25 states will make this request 
annually.

States can request adjustments of up to 50 percent of the 
premium used in the applicable plan year. States must be able to 
demonstrate that state-specific factors warrant an adjustment 
and that an adjustment would have a de minimis effect on 
premium increases to cover an issuer's reduced payments. CMS 
is not requiring states to submit actuarially certified reports, 
attestations, or simulations.

These adjustments can be applied beginning with the 2020 plan 
year. CMS had proposed to allow this in 2019 but cites the need 
to provide additional time for analysis and state requests. State 
requests will be published in each year's proposed annual
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payment rule and will be subject to public comment. To 
accommodate this timeframe, states must submit their requests 
and supporting data to CMS by August 1 (i.e., August 1, 2018 for 
the 2020 plan year). CMS will also publish whether state 
reduction requests were approved or denied. CMS can approve a 
reduction amount that is lower than what a state requested, if 
warranted.

Some commenters raised concern that this policy will 
undermine the affordability of plans with higher-risk enrollees 
and encourage issuers to design plans in a way that tries to 
cherry pick healthier consumers. This risk selection behavior 
could encourage risk segmentation, reduce the effectiveness of 
the risk adjustment program, and lead to higher premiums.
Some commenters emphasized that stability in the risk 
adjustment program would be especially important given 
proposed (now final) changes to state essential health benefits 
standards. In response, CMS noted that other ACA 
requirements-such as guaranteed issue and renewability and 
existing nondiscrimination standards-would sufficiently limit 
this type of issuer behavior and protect consumers.

Data Validation
Risk adjustment data collected from issuers must be validated, 
first by an independent validation auditor retained by the issuer 
and then by CMS. The issuer provides the auditor with 
demographic, enrollment, and medical record documentation for 
a sample of enrollees selected by CMS. The final rule makes a
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number of changes to the audit process that will generally 
reduce the regulatory burden on issuers. CMS also released new 
guidance to exempt issuers in liquidation or entering liquidation 
from data validation requirements.

First, CMS adopts an “outlier” approach to error rates and risk 
score adjustments. CMS will evaluate error rates within each 
hierarchical condition category (HCC) or group of HCCs. This 
will be calculated during a risk adjustment validation audit and is 
based on whether an HCC was incorrectly assigned. An issuer's 
error rate will be calculated based on the percent of the EDGE 
risk score that is incorrect due to audit findings. If, for instance, 
two of four instances of the HCC on EDGE could not be 
validated, an issuer would have a 50 percent failure rate. An 
issuer's risk score will be adjusted only if it has an outlier failure 
rate (when compared to the total failure rate for a group of HCCs 
for all issuers that submitted initial validation audits). CMS 
intends to publish benchmark failure and error rate data based 
on 2016 plan year data validation results.

CMS addresses the issue of payment adjustments when issuers 
exit a market and is subsequently found to require a payment 
adjustment based on data validation. Payment adjustments 
based on data validation are normally made prospectively; that 
is by adjusting risk scores and payments for the year 
subsequent to the validation year. When an issuer leaves a 
market, however, CMS will make adjustments retroactively to the 
year being audited and reallocate the adjusted transfer amount 
to other issuers in the market in that year. CMS believes that this
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is necessary to ensure that an issuer with inaccurate data does 
not benefit from its error to the harm of other issuers in the 
states, but recognizes that it will complicate the process. This 
requirement will go into effect beginning with risk adjustment 
data validation for the 2017 plan year.

Recognizing the burden on smaller issuers, the final rule 
effectively excludes issuers with 500 billable member months or 
fewer from risk adjustment data validation. These issuers do not 
have to hire a validation auditor or submit initial validation audit 
results and will be exempt from random sampling beginning in 
the 2018 plan year. Issuers with total annual premiums of $15 
million or less will not be required to conduct an annual audit but 
will be subject to random audits approximately every three 
years.

CMS will not calculate a risk score or apply risk adjustment 
payment transfers, except for high-cost risk pool transfers, in a 
market and risk pool that has only one issuer. That issuer may 
be subject to risk adjustment in other markets in the state where 
there are other issuers, but not where it is the sole issuer. The 
issuer will not be required, therefore, to validate its data for that 
market.

Risk score validation is normally done by reviewing medical 
records from a random sampling of enrollees. This has caused 
problems where mental health and substance abuse records are 
involved, since they are subject to heightened protection under 
state and federal law. To address this, CMS will allow data
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validation based on a provider's mental or behavioral health 
assessment rather than on the full patient record. This flexibility 
will not, however, apply to providers that are prohibited solely by 
federal law from providing a full mental or behavioral health 
record. Providers or issuers may have to obtain patient consent 
to disclose these records.

Initial auditors must report their inter-rater reliability scores to 
CMS, which should achieve a consistency measure of at least 95 
percent. However, for initial years of validation, including 2016, a 
rate of 85 percent is sufficient.

CMS can impose civil money penalties for the violation of 
certain risk adjustment data validation requirements, including 
failure to engage an initial validation auditor, failure to submit to 
CMS validation results, misconduct or substantial 
noncompliance with validation standards or requirements, or 
intentionally or recklessly misrepresenting or falsifying 
validation information. In general, CMS intends to work 
collaboratively with issuers to address problems in the 
validation process and to only impose civil money penalties in 
the event of misconduct or substantial noncompliance. The 
preamble includes a number of examples of issuer misconduct 
that could warrant civil monetary penalties; these include 
knowingly hiring an auditor with conflicts of interest or failing to 
ensure privacy and data security. Substantial noncompliance 
would include an unreasonable delay in providing complete 
documentation to an auditor or failing to properly oversee an 
auditor.
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Where CMS discovers demographic or enrollment errors in EDGE 
server data, it will adjust the applicable plan year transfer 
amount rather than the subsequent year risk score. Where errors 
in premium data are discovered, CMS will adjust transfer 
amounts if the error is to the detriment of other issuers in the 
market.

The final risk adjustment user fee for 2019 is $1.80 per billable 
member per year, or $0.15 per member-per month, the same as 
2018. This is slightly higher than the $1.68 per billable member 
per year fee that was included in the proposed rule.
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Washington, DC 20005

April 11,2018

Potential Impact of Short-Term Limited Duration Plans

Dear Mila:

In this letter, we provide estimates regarding the potential impact to the District of Columbia’s 
(the District’s) individual market, specifically for those members covered under Affordable Care 
Act (ACA) plans, which could occur as a result of the proposed rule related to short-term limited 
duration (STLD) plans. Please note that the estimates that follow are not based on robust 
actuarial micro-simulation modeling specific to the District. However, the unique characteristics 
of the District’s ACA market have been taken into consideration, including but not limited to its 
distribution of membership by age, gender, and overall cost levels. In our opinion the estimates 
we have developed provide the District with a reasonable starting point for discussions related 
to the potential impact the proposed STLD rule could have on claim costs in the District’s 
individual ACA market.

Results
In general, the impact that the proposed STLD rule is expected to have on claim costs in the 
District’s individual ACA market could vary significantly depending on both issuer and consumer 
interest in STLD plans in the coming years. Given that, we have developed estimates for two 
separate scenarios related to STLD plans: a "Low” scenario which assumes individuals would 
be more risk averse when evaluating whether to purchase STLD plans and a "High” scenario 
which assumes individuals would be less risk averse in their STLD decision making process.

Overall, we are estimating that the proposed rule related to STLD plans could be expected to 
have the following impacts, depending on the assumptions employed:

Oliver Wyman Actuarial Consulting, Inc.
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Exhibit A - Estimated Impact of STLD Rule on Individual ACA Market

Increase in Average 
Claim Costs1,2

Change in __ 
Enrollment3

Scenario Description Low High Low High

1 STLD plans fully implemented, 
individual mandate penalty remains 1.7% 3.1% -500 -900

2 STLD plans fully implemented, 
individual mandate penalty is $04 11.7% 21.4% -3,800 -6,100

Notes______________________________________________________________________
1On a per member per month basis, excluding the portion which can be rated for through the ACA age curve
2 Estimates reflect the impact of additional changes in morbidity which would be expected to occur assuming initial 
changes in average claim costs resulting from enrollment in STLD plans and/or the repeal of the individual mandate 
penalty will be passed to remaining ACA enrollees in the form of rate increases, driving additional coverage losses; 
at a high level, it is being assumed that the additional coverage losses would lead to further increases in average 
claim costs (on a per member per month basis, excluding the portion which can be rated for through the ACA age 
curve) equal to approximately 20% of those which were calculated solely due to enrollment in STLD plans and/or 
the repeal of the individual mandate penalty
3 The assumed enrollment volume prior to the changes described is approximately 17,000 covered lives
4 Reflects the combined impact of the repeal of the individual mandate penalty and STLD plans being fully 
implemented

We note that these estimates assume full implementation of STLD plans as proposed in the 
draft rule released by the Internal Revenue Service, Employee Benefits Security Administration, 
and the Health and Human Services Department1. As a result, this study does not attempt to 
reflect that the impact of STLD plans on the ACA markets could be lower in the initial year(s) 
following effectuation of the proposed rule. Additionally, we note that we did not look at the 
impact on employer coverage or the Medicaid program and, therefore, these estimates do not 
include any increase in costs resulting from loss of coverage in the employer market or to the 
Medicaid program.

A description of the assumptions and methodology which was utilized to develop these 
estimates is provided in the following section of this letter.

Methodology
In conducting our analysis, we began with a dataset provided by the District of Columbia Health 
Benefit Exchange Authority (DCHBX) which includes the following key information for each 
member enrolled in the District’s individual ACA market as of January 2018: Policy ID, Member 
ID, Date of Birth, and Gender. Utilizing this membership information, we created a cohort of 
simulated policies representative of the District’s individual ACA market. That is, the simulated

1 https://www.federalregister.gov/documents/2018/02/21/2018-03208/short-term-limited-duration-insurance

© Oliver Wyman
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policies have a similar distribution of membership by age and gender, have corresponding claim 
costs which vary as would be expected in the District, and have medical conditions which are 
representative of those that would be expected based on the underlying demographic mix.

To assess the impact of the proposed rule, we first estimated what each enrollee’s projected 
cost would be if they were to enroll in an STLD plan, including their out-of-pocket costs for both 
covered and non-covered services, the annual premium rate for the STLD plan and, in the 
scenario where the individual mandate penalty is assumed to remain in place, the penalty owed 
as a result of not purchasing ACA-compliant coverage. Several assumptions were incorporated 
into the development of these cost estimates and we have outlined the key assumptions we 
have made related to STLD plans below:

• U nderw riting  - Coverage can be denied to individuals who do not meet a carrier’s 
underwriting requirements

• P re -E x is ting  C ond itions  - Services associated with treating a pre-existing condition will not 
be covered

• P ric ing  A ssu m p tio n s
i. STLD carriers will utilize all rating factors which existed prior to the ACA (e.g. full age

curve)
ii. STLD carriers will target an overall loss ratio equal to 50%
iii. STLD rates will be adjusted to account for the morbidity of the individuals projected to

enroll in the plans
iv. Allowed cost levels for services commonly covered by STLD plans and ACA plans

will be the same (i.e., similar provider discounts will be available to insurers
offering STLD plans as are available to insurers offering ACA plans)

• P o lic y  L im its  -  A lifetime policy limit of $1,000,000 will be in force
• R e n e w a b ility  -  STLD plans will be available for up to 364 days and will be “optionally 

renewable” (i.e. renewable at the option of the insurer)
• E ssen tia l H e a lth  B ene fits  -  Coverage for the ten essential health benefits, excluding 

services associated with pre-existing conditions, will be as follows:
i. Ambulatory Patient Services (i.e. outpatient services) -  Covered
ii. Prescription Drugs -  NOT Covered
iii. Emergency Services -  Covered
iv. Mental Health Services -  NOT Covered
v. Hospitalization (i.e. inpatient services) - Covered
vi. Rehabilitative and Habilitative Services -  NOT Covered
vii. Preventive and Wellness Services -  NOT Covered
viii. Lab -  Covered
ix. Pediatric Care (i.e. pediatric dental and vision services- NOT Covered
x. Maternity Care -  n Ot  Covered

• S T LD  P lan  D e s ig n 2 - For the purpose of this analysis, the STLD plan is assumed to have 
a $1,000 deductible (per person), 70% coinsurance rate (insurer responsibility), and a 
$5,000 out-of-pocket maximum (per person, in addition to the deductible)

2 These assumptions related to plan design were chosen based on a review of short-term limited duration products 
which are currently available in the individual market

© Oliver Wyman
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• C o s t L e v e ls  o f  N o t C o v e re d  S e rv ice s  - For services not covered by STLD plans (e.g. 
maternity), it is assumed that the "allowed charges” for those services will be 
approximately 45% higher under the STLD plans than under ACA plans, due to a lack of 
provider discounts being available for those services.

Next, we estimated each enrollee’s projected cost assuming they were to enroll in a silver level 
ACA plan. Similar to the approach used when assessing each enrollee’s projected costs if they 
were to enroll in a STLD plan, we developed estimates for what each enrollee’s expected out-of­
pocket costs for covered services would be as well as what each enrollee’s annual premium 
rate would be expected to be if enrolled in an ACA plan.

After developing projected costs at the enrollee level for both STLD and ACA coverage, in order 
to determine which ACA policyholders would potentially shift to an STLD plan, the assumptions 
outlined below were applied:

• If an individual had an occurrence of a Hierarchical Condition Category (HCC) over the 
past five years, that individual would be declined for STLD coverage

• If an individual is in the top quartile of ACA enrollees with respect to total claim costs in 
the prior year, that enrollee would choose not to enroll in STLD coverage due to the 
expectation that they would be more risk averse

• If an individual incurred a high volume of annual claim costs at some point over the past 
five years such that it would have been in the enrollee’s best interest to remain in the 
ACA market in that year:

o M o re  R is k  A v e rs e  S ce n a rio : 100% of those individual will not purchase STLD 
coverage

o L e s s  R is k  A v e rs e  S cena rio : 100% of the individuals where this result occurred in 
the most recent year will not purchase STLD coverage, 80% of the individuals 
where this result occurred two years ago will not purchase STLD coverage, 60% 
of the individuals where this occurred three years ago will not purchase STLD 
coverage, 40% of the individuals where this result occurred four years ago will 
not purchase STLD coverage, and 20% of the individuals where this result 
occurred five years ago will not purchase STLD coverage

• For all other policyholders (i.e. after removing the enrollees identified in the three bullet 
points above), we compare their projected annual costs under both the STLD plan and 
the ACA plan. If the net cost to purchase the ACA plan is cheaper, it is assumed that the 
individual will remain in the ACA market. If the net cost to purchase the STLD plan is 
cheaper, it is assumed the individual will leave the ACA market to purchase an STLD 
plan

• Decisions to keep or change coverage are made at the policy/household level

After applying the criteria outlined above and ensuring that the projected STLD rates adequately 
reflect the morbidity of the membership expected to enroll in those plans, the average projected 
allowed claim costs of the enrollees expected to remain in the ACA market after the STLD plans 
are fully implemented was compared to the overall average allowed claim costs of the ACA 
market prior to the implementation of STLD plans. This comparison provides the expected 
change in average allowed claim costs in the individual ACA market (on a per member per month 
basis), and was then adjusted to exclude the portion of the change which can be rated for 
through the existing ACA age curve.

© Oliver Wyman
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Finally, the calculated difference in average allowed claim costs was increased by a factor of 20% 
(e.g. if the initial estimated change in average claim costs was 1.0%, the estimate was increased to 
1.2%) to reflect the additional impact which would be expected to occur in the individual ACA 
market assuming the changes in average claim costs due to shifts in enrollment to STLD plans 
will be passed to remaining ACA enrollees in the form of a rate increase, driving additional 
coverage losses.

Combined Effect of STLD Plans, the Repeal of the Individual Mandate, and AHPs
In a prior letter dated February 6, 2018, we provided an estimate that the repeal of the individual 
mandate penalty is expected to result in an increase in average claim costs in the individual 
ACA market equal to approximately +7.2% (on a per member per month basis, excluding the 
portion which can be rated for through the ACA age curve). In an additional letter dated 
February 21, 2018, we provided an estimate that the combined effect of the proposed AHP rule 
being fully implemented and the repeal of the individual mandate penalty would be expected to 
have an impact on average claim costs in the individual ACA market equal to approximately 
+7.9% to +16.4%

To the extent STLD plans are fully implemented at the same time as the repeal of the individual 
mandate and the full implementation of AHPs, we would not expect the net impact to average 
claim costs in the individual ACA market to simply be the sum of the estimates referenced 
above and the STLD estimates provided earlier in the letter in Exhibit A. We would expect that a 
number of the policyholders who would exit the ACA market as a result of the full 
implementation of the STLD rule would also be those policyholders who would exit due to the 
repeal of the individual mandate penalty and/or the implementation of the AHP rule.

Overall, to the extent all three items are fully implemented at the same time, we would expect 
the combined impact on average claim costs in the individual ACA market to be equal to 
approximately +13.3% to +19.9% in the scenario where consumers are assumed to be more 
risk averse in determining whether to purchase STLD plans (i.e., the "Low” scenario) and 
+22.8% to +31.3% in the scenario where consumers are assumed to be less risk averse in 
determining whether to purchase STLD plans (i.e., the "High” scenario). The range provided 
within each of the "Low” and "High” scenarios is dependent upon the assumptions that are 
employed for AHPs. The low end of the ranges provided assumes the following related to AHPs: 
Only SHOP enrollees (excluding congressional employees) and sole proprietors in the 
Professional, Scientific, and Technical Services industries are eligible to purchase AHPs; 
Differences in pricing factors exist between the AHP and ACA plans; AHPs use pre-ACA rating 
factors; and there are no differences in covered benefits between the ACA and AHP plans. The 
high end of the ranges provided assumes the following related to AHPs: AHPs do not cover 
maternity benefits (for employer groups with fewer than 15 employees); sole proprietors in the 
individual market only consider AHPs if there are no females between ages 21-40 included on 
their policy; employers in the small group market consider AHPs only if they have less than 15 
employees and 20% or less of their membership is made up of females between ages 21-40; 
differences in pricing factors exist between the AHP and a Ca  plans; AHPs use pre-ACA rating 
factors; and AHP rates reflect the exclusion of maternity benefits (for employer groups with 
fewer than 15 employees).

© Oliver Wyman
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Limitations and Considerations
Key limitations and considerations associated with our analysis include the following:

• Estimates rely on membership information provided by DCHBX. If the information used is 
inaccurate or has been misinterpreted, the underlying findings and conclusions may need to 
be revised

• Estimates are not based on robust microsimulation modeling and therefore may not fully 
recognize all interactions specific to the District’s ACA markets that might exist.

• Values are based on estimates of future events; therefore, actual results will vary

• Actual results are expected to vary on a carrier specific basis

• Unless specified, estimates are based on the isolated impact of the proposed rule related to 
STLD plans and do not consider the impact of other changes to the proposed rule or in 
legislation or regulation at either the District or Federal level

Distribution and Use
This report was sponsored by DCHBX with the purpose of providing a reasonable starting point 
for discussions related to the range of the potential impact the proposed STLD rule could have 
on claim costs in the District’s individual a Ca  market. Oliver Wyman’s consent to any 
distribution of this report (whether herein or in the written agreement pursuant to which this 
report has been issued) to other parties does not constitute advice by Oliver Wyman to any 
such third parties and shall be solely for informational purposes and not for purposes of reliance 
by any such third parties. Oliver Wyman assumes no liability related to third party use of this 
report or any actions taken or decisions made as a consequence of the results, advice or 
recommendations set forth herein. This report should not replace the due diligence on behalf of 
any such third party.

Please let me know if you have any questions related to this letter.

Ryan Schultz, FSA, MAAA

Copy: MaryBeth Senkewicz, DCHBX 
Purvee Kempf, DCHBX 
Debra Curtis, DCHBX 
Tammy Tomczyk, Oliver Wyman

Thank you. 

Sincerely,

© Oliver Wyman
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The Centers for Medicare and Medicaid Services (CMS) finalized 
the Benefit and Payment Parameters rule for 2019 on April 9, 
2018. An earlier post addressed the rule's changes in plan 
benefits, eligibility, and enrollment. This post considers the rate 
review provisions, the medical loss ratio, the general market 
reforms, and the SHOP exchanges. A third post will cover the 
rule’s provisions on risk adjustment.

Rate Review

Since 2011, issuers have been required to submit rate filing 
justifications for rate increases for non-grandfathered plans in 
the individual and small group market. This requirement was 
established to carry out CMS' responsibility to monitor premium 
increases for insurance offered inside and outside the
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exchanges. The final rule adopts a number of changes relative 
to current rate increase disclosure and review requirements.

First, CMS exempts student health insurance from federal rate 
review requirements. This provision goes into effect for 
coverage that begins on or after July 1, 2018. Student health 
insurance is considered individual coverage but is not part of the 
individual market single risk pool and is sold more like large 
group coverage. CMS initially proposed this change for the 2019 
plan year but changed the effective date to July 2018 to align 
with the timing of when most student health coverage begins. 
States can continue to regulate student health coverage. In 
states that do not have an effective rate review program or 
where CMS enforces the ACA, CMS will monitor whether student 
health coverage complies with the market rating reforms.

Second, the final rule raises the default threshold for review of 
“unreasonable” premium increases from the current 10 percent 
to 15 percent, recognizing that significant rate increases have 
been common in recent years. These changes will apply to 
single risk pool rate filings submitted by issuers for the 2019 
plan year. All issuers must continue to submit to CMS the 
Uniform Rate Review Template (URRT), Part I, for all single risk 
pool rate submissions. Issuers offering a QHP or single risk pool 
submission with a rate increase (of any size) must submit URRT 
Part III and an actuarial memorandum. Only issuers with rate 
increases above the 15 percent threshold will have to submit 
URRT Part II, a narrative justification. CMS expects the number 
of Part II submissions to drop by about 125 based on data from
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2018. CMS also released 2019 unified rate review instructions 
and rate review justification instructions for transitional policies.

States can impose higher or lower filing thresholds than the 
federal default but will have to obtain CMS permission for higher 
thresholds. State requests for a higher threshold must be 
submitted in the form and manner specified by CMS. CMS 
released additional guidance outlining this process: states must 
submit proposals to CMS by August 1, 2018.

Current rules require issuers to submit all rate review filings for 
non-grandfathered coverage in the individual and small group 
markets—both QHPs and non-QHPs—at the same time. 
Beginning with the 2019 plan year, states can set a different 
filing date for 1) rate filings for issuers that offer QHPs (even if 
they also offer non-QHPs) and 2) rate filings from issuers that 
only offer non-QHPs. The deadlines for issuers to submit rate 
filing information is June 1,2018 for states without an effective 
rate review program and July 25, 2018 for states with an 
effective rate review program. CMS expects to post proposed 
rate changes on August 1, 2018.

Finally, states with an effective rate review program must post 
proposed rate increases all together and final rate increases all 
together, and give CMS five days' notice before posting.
Previous rules had required states to provide thirty days' notice 
to CMS before posting rate information. CMS had proposed 
eliminating the uniform posting requirement but did not adopt 
that change after commenters noted its importance to
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protecting issuers from shadow pricing and ensuring a level 
playing field. Commenters were similarly concerned that posting 
rate increases on a rolling basis could promote market 
manipulation and contribute to destabilization.

M edical Loss Ratio

The final rule includes significant changes to current medical 
loss ratio (MLR) standards. The ACA requires issuers to report 
the amount that they spend on claims, quality improvement 
activities, and other non-claims costs (excluding federal and 
state taxes and licensing or regulatory fees)-the numerator in 
the MLR-and the ratio of these expenses to premium revenue 
(after adjustment for the effects of the risk adjustment, 
reinsurance, and risk corridor programs)-the denominator in the 
MLR. If the percentage of premium revenue (after adjustment for 
the effects of the premium stabilization programs and excluding 
taxes and regulatory fees) expended on claims and quality 
improvement expenses (the MLR) is less than 80 percent in the 
individual and small group market or 85 percent in the large 
group market, the issuer must rebate to its enrollees the 
difference.

Issuers paid out more than a billion dollars in rebates for 2011, 
the first year of the program, but by 2016 they paid out only $397 
million. In the interim, they reduced their overhead by a billion 
dollars, benefiting consumers. By 2016, the average individual 
market MLR was almost 92 percent and the average small group
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MLR was almost 86 percent; only 1.5 percent of enrollees 
received rebates.

Despite this, the final rule weakens MLR standards substantially. 
CMS does so at a time when most issuers would be happy to 
simply reduce their MLR to 80 percent rather than trying to make 
a significant profit in the individual market. These new standards 
will likely permit issuers to spend more on administrative costs 
and profits, presumably driving up premiums.

First, the final rule allows issuers to automatically claim 0.8 
percent of earned premium as quality improvement expenses. 
This gets incorporated into the numerator of the MLR. Issuers 
can take this automatic claim of 0.8 percent in lieu of tracking 
and reporting actual expenditures on quality improvement. This 
automatically increases the MLR for most issuers. Issuers that 
claim to spend more than this amount of quality improvement 
expenses can continue to claim their actual costs, even where 
higher than 08 percent. This will be allowed beginning with the 
2017 MLR reporting year, but issuers and affiliates must be 
consistent across all states and markets and use the same 
reporting option for three consecutive reporting years. CMS 
estimates that this change alone will decrease rebate payments 
from issuers to consumers by about $23 million.

Second, states can petition for a reduction in the MLR in the 
individual market. During the first three years of the MLR 
program, states were permitted to request adjustments to the 
MLR during the phase-in of the ACA's market reforms; seventeen
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states did so. Since then, MLR adjustments have remained 
possible but have not been requested by states.

The final rule will allow states to more easily request a MLR 
rebate adjustment in the individual market. States must show 
that a lower MLR standard could help stabilize its market. CMS 
can approve an adjustment if there is a reasonable likelihood 
that changing the 80 percent standard will help stabilize the 
individual market. Any MLR adjustments must be made for the 
entire individual market within a state. CMS is unable to grant 
issuer-specific MLR adjustments.

In seeking an adjustment, states will no longer need to describe 
the state's MLR standard and formula for assessing compliance, 
market withdrawal requirements, consumer options for alternate 
coverage, or student health coverage, or provide detailed 
individual market enrollment or premium data for each issuer at 
the product level and each issuer's market share. States will only 
have to submit data on total enrollees, total earned premium, 
total agent and broker commissions, risk-based capital, and total 
incurred claims. With the exception of risk-based capital data, 
states will only be required to present data on issuers actively 
participating in the individual market. This data will be reported 
by on-exchange, off-exchange, grandfathered, transitional, and 
non-grandfathered-single risk pool coverage.

States will no longer have to report net underwriting profit and 
total after-tax profit for issuers doing business in the state. They 
will rather have to report individual market net underwriting gain.
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States will have to submit information on market entrance and 
exit from the exchange or specific geographic areas. States no 
longer have to justify how their proposed adjustment was 
determined or how it would affect rebates but do have to explain 
how an MLR adjustment would help stabilize the individual 
market. CMS released additional guidance on the process for 
states to request an adjustment to the MLR.

Third, the final rule clarifies the criteria to be used for evaluating 
MLR adjustments. These changes focus not just on forestalling 
issuer exits from state markets, but also on increasing issuer 
participation and consumer choice. The Secretary may consider, 
for instance, whether an MLR adjustment will improve access to 
agents and brokers and the likelihood that an MLR adjustment 
will increase competition. State requests for MLR adjustments 
will be treated as public documents, and the public will be 
provided with instructions for accessing the request and 
associated documentation online. There will also be 
opportunities for public comment on state MLR adjustment 
requests. CMS will determine the effective date for each 
adjustment in consultation with each state.

Consistent with estimates in the proposed rule, CMS assumes 
that 22 states will request MLR adjustments during the first year, 
resulting in reductions of MLR rebates to consumers of between 
$52 million and $64 million annually, assuming that states 
request reductions to 75 or 70 percent. This would be a 
reduction of 74 percent to 91 percent of individual market 
rebates from those states.
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In the proposed rule, CMS had considered allowing issuers to 
exclude federal and state employment taxes (Social Security, 
railroad retirement, unemployment, etc.) from premium in 
calculating their MLR. These taxes had earlier been considered 
to be employment costs rather than the kind of taxes that the 
ACA intended to exclude from premium in rebate calculations. 
Instead of finalizing this requirement, CMS will collect data on 
this issue to better understand the impact on consumers and 
issuers. CMS intends to propose changes to the MLR Annual 
Reporting Form to include a separate line for taxes for each 
issuer.

CMS acknowledges that the MLR standard in isolation is 
generally not contributing to individual market instability. It is 
difficult to see how allowing issuers to reduce their MLRs to 70 
or 75 percent will cure the ills of the individual market. This is 
true even as many issuers have seen improved individual market 
experience for 2017. Market stabilization would be better 
achieved by funding the cost-sharing reduction payments, 
settling the risk corridor cases, enforcing the individual mandate, 
and supporting outreach and enrollment efforts. Instead, the 
MLR changes risk eroding the value of coverage to consumers.

Special Enrollment Periods

Special Enrollment For Dependents

The final rule aligns special enrollment periods (SEPs) by 
clarifying that a new dependent can be added to a current
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enrollee's QHP or enrolled in a separate QHP. The final rule also 
aligns the coverage effective dates for individuals who qualify 
for an SEP through birth, adoption, placement for adoption, or 
placement in foster care.

If a current QHP enrollee qualifies for certain SEPs, the enrollee 
and dependents can change to another QHP within the same 
level of coverage (or one metal level higher or lower if no such 
QHP is available). If a dependent of an exchange enrollee (i.e., a 
dependent who is not currently enrolled in a QHP) qualifies for a 
SEP, the enrollee can add the dependent to his or her QHP. If the 
QHP's business rules do not allow the dependent to enroll, both 
the enrollee and dependent can change to another QHP within 
the same level of coverage (or one metal level higher or lower if 
no such QHP is available). Or the enrollee can enroll the 
dependent in a separate QHP at any metal level. Third, if both 
the enrollee and the dependent qualify for certain SEPs, both can 
switch to a new QHP at the same metal level.

Most commenters supported the proposal to align these plan 
options. However, many state-based exchanges (SBEs) and 
states requested flexibility because they are in the midst of 
implementing other SEP restrictions. CMS will allow states to 
take additional time to comply with the changes. Other 
commenters noted that the plan option restrictions contradict 
the intent of SEPs and violate the ACA's guaranteed issue 
provision. CMS asserted that the SEP plan option restrictions are 
a reasonable interpretation of guaranteed issue and SEP 
statutes. Restrictions on SEP plan choice will not apply if an
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enrollee qualifies for an SEP because of a material plan or 
benefit display error.

For individuals who qualify for an SEP through birth, adoption, 
placement for adoption, or placement in foster care, coverage is 
retroactive to the date of the qualifying event. The final rule adds 
the child support or other court order SEP to this list. This aligns 
the coverage effective dates for all SEPs based on gaining or 
becoming a dependent (with the exception of marriage).

Consumers will no longer be able to request that dependent 
coverage begin on the first of the month after the date of a 
qualifying event. This means that a consumer will only have one 
option for retroactive coverage, back to the date of the qualifying 
event. Exchanges can, however, allow consumers to select a 
prospective coverage date, such as the first of the month 
following the date of the event or other standard coverage 
effective dates.

Loss Of Coverage SEP

Women who lose access to pregnancy-related CHIP coverage 
for unborn children now qualify for a 60-day SEP. The final rule 
defines the loss of this coverage as the loss of MEC. This 
provides a pathway to coverage for new mothers who may not 
otherwise be eligible to enroll in a QHP after the birth of their 
baby. The 60-day SEP can apply before or after the loss of CHIP 
coverage. Commenters overwhelmingly supported this proposal 
and it could help provide coverage to women in 17 states that 
offer this type of coverage.
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Prior Coverage Requirement

In the market stabilization rule, CMS added a prior coverage 
requirement to the SEPs for a permanent move and marriage. To 
satisfy the prior coverage requirement, consumers must show 
that they had health coverage for one or more days during the 
previous 60 days, or they moved from outside the U.S. or from a 
U.S. territory. There are no bare counties for the 2018 plan year. 
However, if there are in the future, a consumer who does not 
have an exchange option would be unable to show proof of prior 
coverage and thus unable to qualify for an SEP.

To address this, the rule exempts consumers from the prior 
coverage requirement if they lived in an area where there were 
no on-exchange QHPs offered for one or more days during the 
60 days prior to the qualifying event or most recent open 
enrollment period. This change applies market wide, meaning 
issuers offering coverage outside the exchange also have to 
exempt individuals without QHP options from the prior coverage 
requirements. Thus, a consumer can enroll in off- or on- 
exchange coverage during the SEP without meeting a prior 
coverage requirement if they lived in a service area without 
exchange QHP options.

Commenters largely supported this proposal. If there are bare 
counties in the future, CMS may publish a list of service areas 
with bare counties to help issuers apply this exemption. CMS 
anticipates that the exemption will very rarely be granted.
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Term ination Effective D ates

Issuers must follow certain effective dates when an enrollee 
asks to end their coverage. Under current rules, an issuer must 
terminate coverage on a date specified by the enrollee (if the 
enrollee provides at least fourteen days' advance notice) 
fourteen days after the enrollee provides notice, earlier than 
fourteen days if both parties agree, or the day before the enrollee 
is determined eligible for Medicaid, CHIP, or the Basic Health 
Program (BHP).

The proposed rule would have ended all coverage on the day 
that the enrollee asked to be terminated or a future date 
selected by the enrollee. CMS also would have eliminated the 
separate termination rules regarding Medicaid, CHIP, and BHP 
eligibility. Some commenters cited a common consumer desire 
to end coverage at the end of the month. Others noted that 
same-day terminations are not feasible and urged CMS to use a 
more realistic timeframe such as next-day or five days with a 
default end-of-month date. Others pointed to an adverse impact 
on Medicaid, CHIP, and BHP enrollees who may not realize they 
need to terminate their coverage and could later be required to 
repay unpaid premiums.

CMS did not adopt these changes and instead made them 
optional for exchanges. Doing so recognizes that exchanges and 
state Medicaid and CHIP programs operate with varying degrees 
of coordination. The optional policy gives exchanges flexibility to 
implement this change at their discretion.
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The SHOP Program

The final rule makes significant changes to the SHOP program. 
The ACA's SHOP exchanges grew out of federal bipartisan small 
group insurance reform legislation that antedated the ACA. The 
idea was that a marketplace would be created in which issuers 
would compete with each other for small group business; 
employers and employees could choose among a number of 
plans and issuers; premiums would be aggregated for 
employees into a single bill; and tax credits would be offered to 
encourage small employers to cover their employees.

The idea never really caught on. The Obama administration 
delayed the opening of the federal SHOP exchange website in 
2014 and stated in the proposed 2018 payment rule that it was 
considering ending the SHOP exchange as an online enrollment 
tool. In May 2017, CMS announced that it would be taking this 
step. The 2019 payment rule essentially completes this process 
and states repeatedly that the SHOPs will operate in a “leaner 
fashion.”

Although the changes in the final rule technically take effect 60 
days after publication, CMS has already taken a number of steps 
to wind down the SHOP. Many entities have already been 
operating under the rule pursuant to guidance from October 
2017. In that guidance, CMS allowed state and federal SHOP 
exchanges, issuers, agents and brokers, and employers to begin 
operating in accordance with the proposed 2019 payment rule
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beginning with the first date on which employers can begin a 
group enrollment with a plan year that would take effect in 2018.

The 2018 payment rule eliminated a requirement that issuers 
with more than 20 percent of the small group market in a state 
had to participate in the SHOP exchange. Because of this 
change, CMS expects a substantial decrease in SHOP issuer 
participation along with fewer employer and employee 
enrollments. This has led CMS to conclude that it is no longer 
cost-effective for the federal government to maintain a SHOP 
website and payment platform, generate enrollment and 
payment transaction files, and perform enrollment 
reconciliation.

Under the final rule, therefore, SHOPs are no longer required to 
provide employee eligibility, premium aggregation, or online 
enrollment functionality. CMS concluded that the ACA does not 
require SHOPs to fulfill these functions. The federally facilitated 
SHOP will cease doing so, although state-based SHOPs have the 
flexibility to continue to operating as they choose in accordance 
with federal law. Current SHOP enrollees are not affected by the 
changes, which will take effect for plan years beginning on or 
after January 1, 2018; current regulations will remain in place for 
the beginning of the 2018 plan year to accommodate plans that 
started before the effective date of the rule. SHOPs will, under 
the new rules, continue to certify QHPs for sale through the 
SHOP, operate a website that displays and provides QHP 
information, provide a premium calculator that generates
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estimated QHP prices, and offer a call center to answer 
questions about the SHOP.

Small employers will still get an eligibility determination from the 
SHOP exchange to qualify them for small employer tax credits. 
An employer can first purchase coverage and then subsequently 
obtain an eligibility determination, identifying its coverage as 
SHOP coverage. SHOPs will provide the IRS with information on 
employers deemed eligible only if the IRS requests it. If a small 
employer has received an eligibility determination and enrolled 
in a SHOP-certified QHP, choosing to have its enrollment 
identified as a SHOP enrollment, the issuer will have to comply 
with SHOP rules. Issuers are responsible for knowing which of 
their enrolled employers are SHOP enrollees. The SHOP is 
responsible for handling appeals as they relate to an employer's 
eligibility.

Small employers will, however, actually enroll in coverage 
through a SHOP-registered agent or broker or directly with an 
issuer. SHOP employers can offer their employees a choice of 
QHPs and stand-alone dental plans across metal levels, even 
across issuers. Employees can use the SHOP's plan comparison 
tool to compare the plans available. But the employer will have 
to obtain enrollment material from each issuer whose coverage 
it wants to offer to its employees; it will have to send employee 
enrollments to each issuer or send them through a SHOP- 
registered agent or broker. Employers will have to collect 
premiums from their employees and sent them to the 
appropriate issuer. The SHOP will not provide premium
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aggregation services (although it could enter into an agreement 
with an employer to collect from a person enrolled in 
continuation coverage through the SHOP). SHOP issuers will no 
longer required to offer average premiums.

The SHOP exchange will not be required to determine the 
eligibility of employees for SHOP coverage, and the FF SHOP will 
not perform this function. SHOPs will not have to reconcile 
enrollments or notify employers if their employees dropped 
SHOP coverage. SHOP exchanges will no longer give employees 
notice when their employers withdraw from SHOP coverage. The 
SHOP exchange will not have to keep rosters of employees, and 
employers will need to notify the SHOP if their business status 
has changed.

SHOP rules will continue to apply to SHOP exchange issuers. 
Minimum participation rules will apply at the SHOP level, 
although SHOPs will not be involved in calculating participation 
rates. Participating issuers will not be able to deny coverage on 
the basis of the employer not enrolling a sufficient percentage of 
its employees with the specific issuer if the employer has met 
the applicable minimum participation rate across all of its 
employees. The SHOP will not, however, be required to collect 
information on participation rates. SHOP issuers must continue 
to offer an annual open enrollment period from November 15 to 
December 15 each year during which employers do not need to 
meet minimum participation requirements.
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The SHOP will offer a premium calculator allowing employers 
and employees to compare the premiums of participating plans. 
The calculator will not, however, reflect the contributions of 
individual employers.

Current SHOP special enrollment periods will continue to apply 
and SHOPs will continue to provide rolling enrollment 
throughout the year. Employers will be required to inform 
employees hired outside the initial or annual open enrollment 
periods of enrollment opportunities. But otherwise enrollment 
timelines, deadlines, and coverage effective dates will be set by 
employers and issuers in accordance with state and federal law. 
These include requirements around renewals, annual employer 
election periods, and annual employee open enrollment periods.

Issuers will also be expected to comply with state and federal 
requirements for terminating coverage, including required 
timelines, effective dates, and notices. Employers will still be 
able to appeal SHOP eligibility determinations, but SHOPs will no 
longer handle employee appeals. Employers will be required to 
inform their issuer of an adverse SHOP eligibility determination 
within five days of the end of any applicable appeal process.
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How Will State and Federal 
Actions Affect Individual Health 
Insurance Coverage for Middle- 
Income Americans?

By Timothy S. Jost (/about-us/experts/jost-timothy-stoltzfus)

The Affordable Care Act (ACA) has accomplished much that its drafters intended. 

There is considerable evidence of increased access to health care (/publications/issue- 

briefs/2017/may/effect-aca-health-care-access) and reduced medical debt 

(https://www.healthaffairs.org/do/10.1377/hblog20170724.061160/full/) . But there is 

growing concern about affordability of health insurance coverage for middle-income 

working-age consumers — those whose household income exceeds 400 percent of the 

federal poverty level (about $100,000 for a family of four) — who do not have

Tuesday, April 10, 2018
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coverage through their work. This is virtually the only group of Americans who, when 

insured, do not receive some form of direct federal financial assistance or tax subsidies 

for health care coverage.

Trump Administration Actions Have 
Accelerated Individual Market Destabilization
It was hoped that the push of the ACA’s individual mandate and the pull of the 

premium tax credits would create large and stable markets for individual insurance. 

However, since its beginning several factors have weakened the individual market — 

and Trump administration policies and repeal threats from Congress have accelerated its 
destabilization.1 (#/#1)

Actions such as the defunding of cost-sharing reduction payments and the 2019 repeal 

of the individual-mandate penalty make it difficult for insurers to offer stable and 

affordable rates. Steep premium increases (http://hbex.coveredca.com/data- 
research/library/CoveredCA High Premium Increases 3-8-18.pdf) are likely in much 

of the country, and while premium tax credits will expand to cover these increases for 

lower-income consumers, individuals not eligible for tax credits will have to cover the 

full increase themselves.

The administration’s response has been to propose lower-cost alternatives for young 

and healthy middle-income consumers, for example by expanding short-term coverage 

(https://www.healthaffairs.org/do/10.1377/hblog20180220.69087/full/) to last nearly a 

full year. Short-term coverage, intended to cover brief gaps in insurance, is not subject 

to any of the ACA’s requirements because it is not meant to serve as major medical 

coverage. If consumers are offered full-year “short-term” coverage, 4.3 million 
(https://www.urban.org/research/publication/updated-potential-impact-short-term- 

limited-duration-policies-insurance-coverage-premiums-and-federal-spending) (likely 

healthier-than-average) consumers may flee the comprehensive insurance market, 
increasing premiums for those who remain.
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Another administration proposal

(https://www.healthaffairs.org/do/10.1377/hblog20180104.347494/full) would allow 

small employer groups and individuals who are — or claim to be — “working owners” 

to enroll in association health plans.2 (#/#2) These plans would not be subject to many of 

the ACA’s individual and small-group market consumer protections. They also would 

attract lower-cost consumers, leaving those with higher risks behind to face higher 

premiums.

State Actions
Some states are seeking their own solutions. In January, Idaho proposed 

(/publications/blog/2018/feb/idaho-state-based-plan) authorizing “state-based” plans 

that would ignore some ACA requirements. Insurers offering state-based plans, for 

example, could charge higher rates to individuals with preexisting conditions and 

exclude some ACA-required benefits. The U.S. Department of Health and Human 

Services (HHS) informed Idaho

(https://www.healthaffairs.org/do/10.1377/hblog20180309.633233/full/) that if it failed 

to enforce the ACA, HHS would have to do so. Idaho is reportedly still trying to find a 

way around the ACA, but it is unlikely that any insurer will offer ACA noncompliant 

coverage in the face of threatened HHS enforcement.

In contrast to Idaho’s frontal assault, Iowa has opted to crawl through an ACA 

loophole. The ACA only regulates “issuers,” that is health insurers licensed and 

regulated under state insurance law. Entities that offer coverage but are not insurers are 

not subject to the ACA’s insurance reforms. Recently adopted Iowa legislation 

(https://www.desmoinesregister.com/story/news/politics/2018/03/27/obamacare-aca- 
mandates-iowa-legislature-governor-kim-reynolds/462087002/) would allow the Iowa 

Farm Bureau to offer health coverage free from all state insurance regulation — 

including solvency and consumer protections. The Farm Bureau plans would be 

administered by Wellmark Blue Cross plan, but Wellmark would not function as an
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insurer and thus would not be subject to the ACA’s insurance reforms (although it 

might be subject to the ACA’s antidiscrimination provisions and perhaps some state 
regulation).3 (#/#3)

Each of these approaches will inevitably segment

(http://healthyfuturega.org/ghf resource/non-aca-compliant-plans-risk-market- 

segmentation/) the market. As they make cheaper insurance available to the young and 

healthy, they will make coverage more expensive for older and less healthy consumers. 

Consumers who are not eligible for premium tax credits must bear the full cost of these 

increased premiums, and many will not be able to afford real insurance coverage. The 

Urban Institute (https://www.urban.org/research/publication/updated-potential-impact- 

short-term-limited-duration-policies-insurance-coverage-premiums-and-federal- 

spending) projects that 2.6 million fewer people will have minimum essential coverage 
by 2019.

Strategies That Would Stabilize the Individual 
Market for All Consumers
There are, of course, steps states could take to stabilize the market for all. They could 

enact their own individual mandate, for example, as Maryland
(http://www.baltimoresun.com/health/bs-hs-individual-mandate-20180216-story.html) 

and the District of Columbia

(https://hbx.dc.gov/sites/default/files/dc/sites/hbx/event content/attachments/Individual% 

20Mandate%20Recommendation%20Proposal%202-14-2018%20Clean.pdf) are 

considering. State reinsurance programs under ACA state innovation waivers, like those 

adopted by (http://www.shadac.org/news/state-1332-waiver-reinsurance-proposals-cms- 

sets-pass-through-funding-2018-minnesota-alaska-and) Alaska, Minnesota, and Oregon 

and being considered by Maryland (https://www.washingtonpost.com/local/maryland- 
governor-signs-bills-to-help-stabilize-health-care/2018/04/05/2e7e0738-38e2-11e8- 

af3c-2123715f78df story.html?utm term=.599bd220e515) and Wisconsin 

(https://walker.wi.gov/press-releases/governor-walker-%E2%80%9Cwe-want-provide-
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health-care-stability-and-lower-premiums-wisconsin%E2%80%9D), could reduce 

premiums across the market. State efforts to regulate (/publications/fund- 

reports/2018/mar/state-regulation-coverage-options-outside-aca) short-term or 

association health plans could fend off the destruction of the ACA-compliant market. 

Massachusetts, New Jersey, and New York, for example apply extensive consumer 
protections, including guaranteed issue, to all new policies in the individual market and 

do not permit medical underwriting for short-term plans.

In the end, however, the federal government must confront a basic question of fairness. 

It subsidizes the purchase of insurance for the vast majority of Americans — the 

employed, the poor, the elderly, and low-income individuals in ACA marketplaces — 

but not for middle-income Americans who must purchase insurance on their own. There 

are a number of options the government could consider to reduce the cost of insurance 

for this remaining group. For example, reinsurance for the entire individual market 

significantly reduced premiums

(https://www.actuary.org/files/publications/Acad eval indiv mkt 011817.pdf) for all 

during the first three years of the ACA and could be reinstated. Insurers whose highest 

claims are shared with the federal government would be able to cover consumers of all 

income levels for less, and the individual market would stabilize. RAND has found 

(/publications/fund-reports/2017/oct/expand-insurance-enrollment-individual-market) 

that extending the ACA’s reinsurance program could result in both lower premiums and 

deficit savings. Reinsurance does not have to be politically controversial: all of the 

major Republican ACA repeal proposals of 2017 included it.

For eight years, fierce political conflict has prevented needed improvements in the 

ACA. If the United States is to avoid the specter of a growing number of uninsured — 

and unhappy — middle-class consumers, Congress will likely need to act soon to 

address the fact that many middle-income purchasers of individual insurance in the U.S. 

face unaffordable insurance prices without the financial assistance that so many of their 
countrymen receive.
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Notes
-  E arly fac tors w eakening  the m arket include C ongress’ defunding  o f  a prem ium  stabilization  program  in  2015 and the 

O bam a adm in istra tion’s decision  to  let consum ers reta in  insurance that d id  no t com ply w ith  A C A  requirem ents beyond  

2013.

2 A nyone can attest to be a w ork ing  ow ner and association  health  p lans have no  ob ligation  to  confirm  their claim s.

3 T ennessee (h ttps://w w w .healthaffairs .org/do/10.1377/hblog20170404.Q 59494/full/) has operated  a sim ilar Farm  B ureau 

program  fo r som e tim e although, w hile the individual m andate rem ained  in  place, consum ers w ho chose coverage that w as 

no t com pliant w ith  the A C A  had  to  pay the penalty  if  they d id  no t otherw ise qualify fo r an exem ption.
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On April 9, 2018, the Centers for Medicare and Medicaid 
Services (CMS) finalized the Benefit and Payment Parameters 
rule for 2019. CMS also released the final 2019 letter to issuers 
in the federally facilitated exchanges and extended the previous 
policy for “grandmothered” or “transitional” policies for another 
year. Accompanying the rule and letter, CMS released a press 
release, fact sheet, and additional documents, including:

• Guidance on hardship exemptions from the individual 
mandate penalty for those experiencing limited coverage 
options or other circumstances;

• A sample methodology for comparing essential health 
benefits benchmark plans;

• A list of key dates in 2018 for the 2019 plan year;
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• Unified rate review instructions for single risk pool plans and 
rate review justification reporting requirements for 
transitional plans;

• Guidance on state-specific rate review thresholds for 2019;
• Guidance on exemptions from risk adjustment validation 

requirements for issuers in liquidation; and
• Two guidance documents on the medical loss ratio, one on 

reporting and rebate requirements and the other for states 
on requesting an adjustment to the medical loss ratio.

Overview

The rule finalizes a proposed rule issued in October 2017 
(discussed here and here) and November's draft issuer letter. 
The “payment notice,” as the rule is typically called, is an annual 
CMS omnibus rule that includes all the major changes that CMS 
intends to implement for the next marketplace plan year, for the 
premium stabilization programs, and for the health insurance 
market reforms generally. Most of the provisions apply for 2019, 
but a few apply in 2018 and others, such as changes to essential 
health benefits benchmark plans, will begin with the 2020 plan 
year. The rule itself goes into effect 60 days after publication.

This is the first payment rule to be fully proposed and finalized 
by the Trump administration. The last payment notice—for 
2018—was finalized in mid-December 2016, with an effective 
date of January 17, 2017. That rule had been finalized much 
more quickly than in previous years (with finalization typically in 
late February or early March). CMS had noted that an



Page 4 of 39

accelerated timetable was needed to allow issuers to prepare 
their plans for 2018. However, the Obama administration likely 
also wanted to lay down the ground rules for the 2018 plan year 
before it left office in January 2017.

(Although the Trump administration has not issued a payment 
rule before, CMS has made a number of regulatory changes to 
marketplace and market reform standards and oversight. For 
instance, CMS quickly issued and finalized a market stabilization 
rule in April 2017 that included a number of changes that might 
otherwise have been included in a payment rule, such as 
reducing the 2018 open enrollment period from 90 days to 45 
days.)

In the preamble, CMS notes that some commenters took issue 
with the shortened comment period for the proposed rule for 
2019, which ended less than 30 days after official publication. 
CMS notes that this timeline was adopted to accommodate 
issuer filing deadlines for 2019 and that a longer comment 
period would have delayed publication of the final rule.

Despite the accelerated comment period, the 2019 payment rule 
is being finalized much later than in previous years. This reduces 
the window of time for insurers to develop or adjust their 
products in response to changes under the final rule. It also 
impacts the amount of time that state insurance regulators have 
to review and approve these new plans before they are certified 
by CMS in most states. This delay notwithstanding, CMS largely 
did not alter its final timeline for QHP certification for 2019 and
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issuers must still submit their 2019 qualified health plans 
(QHPs) to CMS by June 20, 2018 for approval.

Throughout the rule, CMS notes its goals of enhancing the role 
of states, providing states with additional flexibility, reducing 
unnecessary regulatory burden, empowering consumers, and 
improving affordability. CMS cites the first executive order 
signed by President Trump in January 2017 that directed federal 
agencies to waive, defer, grant exemptions from, or delay ACA 
requirements that impose burdens on states, individuals, 
families, providers, and insurers, among others.

The 523-page rule is long and complex and addresses the 
following topics:

• Changes in plan benefits and qualified health plan 
provisions, such as allowing states to select a new essential 
health benefits benchmark plan, eliminating the 
standardized plan options from the federal marketplace, and 
deferring to states on essential community provider and 
network adequacy requirements;

• Eligibility and enrollment changes, such as income 
verification changes, changes to navigator requirements, 
and new standards for direct enrollment;

• The 2019 payment parameters, such as the federal 
exchange user fee and annual limits on cost-sharing;

• Changes to medical loss ratio rules and rate review 
standards;

• Changes to the risk adjustment program; and
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• Changes to the SHOP program.

This post addresses changes in plan benefits, eligibility, and 
enrollment changes. A second post will consider the general 
market reforms, rate review, the medical loss ratio, and the 
SHOP exchanges. A third post will address the rule's risk 
adjustment provisions. A third post will consider the rule's 
changes to the ACA's risk adjustment program.

Qualified Health Plan Provisions

In what is arguably the rule's most significant change, CMS 
finalized a proposal to give states significantly more flexibility to 
define their essential health benefits (EHB) benchmark plan on 
an annual basis. CMS also deferred additional responsibility for 
regulatory review and oversight to state regulators and 
eliminated standardized plan options and meaningful difference 
standards for 2019.

Essential Health Benefits

Under Section 1302 of the ACA, health insurers in the individual 
and small group markets must cover 10 categories of EHB. The 
EHB must be covered to the extent that they would be covered 
under a typical employer plan. In the proposed rule, CMS had 
proposed to give states additional flexibility to define their EHB 
benchmark plan and to allow states to do so on an annual basis.

CMS finalized its proposal with a number of adjustments. First, 
CMS delayed the effective date of this policy change until the
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2020 plan year. This means that each state's 2017 EHB- 
benchmark plan will remain in use for the 2019 plan year. 
Second, CMS will apply a “generosity test” to all potential EHB- 
benchmark plan options. Under the proposed rule, this 
test—which is designed to prohibit a new EHB-benchmark plan 
from being more generous than the most generous comparison 
plan in a state—applied only to the selection of an entirely new 
EHB-benchmark plan. In the final rule, CMS applied this 
generosity test to all three potential EHB-benchmark plan 
options (described below).

Third, CMS changed its definition of "typical employer plan” for 
purposes of this comparison among EHB-benchmark plan 
options. Finally, the final rule requires states to give notice of an 
opportunity for public comment on a state website and codifies 
a number of preexisting requirements for EHB coverage.

Beginning with 2020 plan year, the rule gives states additional 
flexibility to define their EHB benchmark plan and allows them to 
do so on an annual basis. States can maintain their current 2017 
EHB-benchmark plan without taking any action. CMS notes that 
this was not an option in prior years because the federal default 
benchmark plan option was determined by enrollment and thus 
could vary between benchmark plan selection years.

Under the final rule, states have three options to select an EHB- 
benchmark plan: states can select another state's entire 2017 
EHB-benchmark plan, replace one or more of its EHB categories 
using another state's 2017 EHB-benchmark plan, or select an
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entirely new EHB-benchmark plan. States can, however, only 
select a benchmark plan that is 1) at least equal in scope to a 
typical employer plan (a minimum EHB standard); but 2) no 
more generous than the most generous comparison plan (a 
maximum EHB standard). Noting that states are the primary 
enforcers of EHB policy, CMS will defer to a selecting state's 
implementation of any benefits and limits (such as converting 
dollar limits on EHB to non-dollar limits). CMS will defer to the 
selecting state even when their interpretation differs from that of 
the originating state.

As in the proposed rule, CMS acknowledges that the effect of 
this policy change will vary based on how each state chooses to 
implement it. A state's EHB-benchmark decision could affect 
changes in benefits, premiums, out-of-pocket costs, and the 
amount of exchange subsidies for consumers (because 
premium tax credits are only available for the portion of 
premium attributed to EHB and cost-sharing reductions apply 
only to EHB). CMS specifically notes that the policy will impact 
consumers with specific health needs and acknowledges that 
consumers with less comprehensive plans might no longer have 
coverage for certain services.

Generosity Test

As noted above, states cannot select an EHB benchmark plan 
that is more generous than the most generous comparison plan. 
These comparison plans are the state's 2017 EHB-benchmark 
plan and any of the state's three (four in some states) largest
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small group health plans by enrollment. The comparison plans 
were identified during the 2017 EHB-benchmark plan selection 
process and should be considered after being supplemented, if 
necessary. As noted above, this is a shift from the proposed rule 
where the generosity test would have only applied to the third 
benchmark plan option (rather than all three as it applies now 
under the final rule). CMS adopted this policy to prevent states 
from selecting a benchmark plan that would make coverage 
unaffordable and increase federal costs.

Typical Employer Plan

States must select an EHB benchmark plan that is equal in 
scope to a typical employer plan (or greater in scope only if 
supplementation is required). CMS also changed its definition of 
“typical employer plan” in the final rule. In the proposed rule,
CMS defined a typical employer plan as an employer plan or a 
self-insured group health plan sold in one or more states with 
enrollment of at least 5,000 enrollees. Commenters took issue 
with this definition, noting that it would be difficult to obtain plan 
information about self-insured plans, that this definition could 
allow outlier plans to be selected, and that these plans should at 
least be required to provide minimum value.

In response to these concerns, the definition in the final rule 
includes two sets of typical employer plans for a state to choose 
from when establishing the minimum scope of EHB. First, a 
typical employer plan can be one of the state's 10 base- 
benchmark plan options from the 2017 plan year. This allows a



Page 10 of 39

state to continue to use its previous benchmark options as a 
reference point for a typical employer plan. Second, a typical 
employer plan can be one of the five largest group health 
insurance products by enrollment in the state so long as 1) the 
product has at least 10 percent of the total enrollment among 
those products; 2) the plan provides minimum value as defined 
under the ACA; 3) the benefits are not excepted benefits; and 4) 
the benefits are from a plan year beginning after December 31, 
2013.

These provisions offer additional consumer protections relative 
to the proposed rule. CMS adopted the 10 percent requirement 
to ensure that a state cannot select an outlier product and 
incorporated the federal definitions of “product” and “plan.” The 
rule also ensures that a typical employer plan is a major medical 
plan (rather than an excepted benefit). Further, the definition 
does not include self-insured plans; CMS recognized that these 
plans are more likely to include atypical benefit designs and 
pose challenges for states in collecting information to make 
informed benchmark plan decisions.

If one of these typical employer plans does not provide coverage 
of all 10 EHB categories, it must be supplemented to cover all 10 
categories. However, this appears to be the only instance when 
a state's benchmark plan can exceed the scope of benefits in a 
typical employer plan-i.e., only if supplementation is necessary 
to ensure that all EHB categories are being covered.

Concerns About A "Race To The Bottom”
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Although some commenters supported the new proposed 
options, many urged CMS not to adopt the changes. These 
commenters noted that states already had flexibility to establish 
EHB, that the new policy would create “an endless set of 
options” (compared to the previously established 10 benchmark 
plan options per state), and that the policy would create a “race 
to the bottom” in terms of benefits. Other commenters raised 
concerns that the policy will increase costs for consumers in the 
large group market and in self-insured group health plans; these 
plans do not have to cover EHB but can select from among any 
state's definition of EHB to implement annual and lifetime dollar 
limits and the annual limit on cost-sharing for enrollees.

CMS was not persuaded that the new policy creates a race to 
the bottom and notes that the final rule continues the deference 
given to states under the initial definition of EHB while providing 
additional benefit choices to foster innovation in plan design. 
CMS notes that all 10 EHB categories must be covered and that 
each state will be required to confirm that its benchmark plan 
selection meets all EHB requirements. CMS also asserts that it 
has appropriately restricted the scope of state flexibility within a 
limited range by requiring benefits to be equal or greater than 
the scope of benefits provided under a typical employer plan (a 
minimum EHB standard) but no more generous than a set of 
comparison plans (a maximum EHB standard). CMS does not 
expect a substantial change in scope for the annual and lifetime 
limit protections or the annual limit on cost-sharing for large 
group and self-insured group health plans.



Page 12 of 39

Further, CMS did not make changes to other EHB regulations, 
including standards on prescription drug coverage (45 CFR 
156.122), nondiscrimination (45 CFR 156.125), and the provision 
of EHB (45 CFR 156.115). CMS notes that these requirements 
will additionally ensure that there is no “race to the bottom” in 
benchmark plan selection. (Because the prescription drug 
standards are not changing, all plans required to comply with 
EHB will continue to have to cover at least one drug in the opioid 
reversal agent class. Because naloxone is the only active 
ingredient in that class, all plans required to comply with EHB 
must cover at least one form of naloxone.)

The rule also codifies many of the ACA's statutory EHB 
requirements. For instance, EHB-benchmark plans must provide 
an appropriate balance of coverage of the ten EHB categories, 
provide benefits for diverse segments of the population, and not 
have benefits unduly weighted towards any of the categories. 
CMS also opted to incorporate an existing requirement that a 
state's EHB-benchmark plan cannot include discriminatory 
benefit designs that contravene the standards in 45 CFR 
156.125.

Benefit Mandates

For all three new benchmark plan options, CMS will continue its 
policy on additional state benefit mandates. Under this policy, a 
state does not have to defray the cost of a benefit mandated 
prior to or on December 31, 2011 but must defray the costs of 
benefits mandated after that date. Under the final rule, if a state
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selects another state's benchmark plan (or category) that 
includes benefits mandated by an originating state that are EHB, 
those benefits will be incorporated into the selecting state's 
EHB-benchmark plan. In this case, the selecting state will not 
have to defray the costs related to the other state's mandated 
benefits (so long as the selecting state does not have its own 
mandate with the same benefits that was adopted after 
December 31,2011).

That said, the final rule requires states to comply with the 
generosity test noted above so states are limited in their overall 
ability to select a new EHB-benchmark plan that incorporates 
large group-only mandates or benefit mandates adopted in 2012 
or later. States are still required to defray the cost of any 
benefits included in that state's EHB-benchmark plan that are 
mandated after December 31, 2011.

EHB Benefit Substitution

Beginning in plan year 2020, the final rule allows EHB-compliant 
plans to substitute benefits both within and between EHB 
categories, although states must explicitly opt in to allowing 
cross-category substitution. Under the final rule, insurers can 
substitute benefits (other than prescription drug benefits) within 
the same EHB category and between EHB categories so long as 
the substituted benefit is actuarially equivalent to the benefit 
being replaced. Issuers would have to submit evidence of 
actuarial equivalence to state insurance regulators, and plans 
must still meet other EHB requirements (such as having an
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appropriate balance among the EHB categories, covering 
preventive services without cost-sharing, and providing benefits 
for diverse segments of the population).

States would be responsible for enforcing these standards and 
would retain flexibility to prohibit benefit substitution or adopt a 
stricter standard. A state that wishes to allow benefit 
substitution between categories must notify CMS of this 
decision. Thus, a state must expressly opt in, and notify CMS of 
this decision, before allowing benefit substitution between 
categories. CMS delayed this requirement until plan year 2020 to 
give states more time to adopt legislative requirements allowing 
or prohibiting this type of substitution. CMS does not identify a 
formal process for communicating this decision but notes that a 
state's notification will remain in effect unless and until the state 
notifies CMS otherwise. CMS intends to post a list of states that 
will allow substitution between categories and estimates that 
only five states will want to allow benefit substitution between 
categories.

Cross-category benefit substitution was rejected by the Obama 
administration, which allowed plans to substitute benefits (other 
than prescription drug benefits) within categories but 
not between different statutorily required benefit categories. In 
the preamble, CMS notes that the majority of commenters 
expressed concerns about this proposal, citing the significant 
negative potential impact on the risk pool. Commenters were 
particularly concerned that this kind of benefit substitution will 
enable issuers to design products that discourage the
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enrollment of higher-risk individuals, undermine state risk 
adjustment programs, interfere with market stability, violate 
nondiscrimination requirements, and make it more challenging 
for consumers to compare plans. CMS received no examples of 
a situation in which cross-category substitution would be useful 
and acknowledges that the rule will increase the burden on 
consumers who must spend more time and effort comparing 
benefits between plans.

Public Notice And Comment And Data Collection

CMS recognizes that states will need to invest resources to 
analyze the three new benchmark plan options and that annual 
benchmark changes will result in administrative burdens on 
states and issuers. CMS continues to estimate that ten states 
would choose to make a change to their EHB-benchmark plans 
in any given year. CMS declined to provide a specific date by 
which a state's EHB-benchmark plan must be finalized and 
intends to announce each year's plan selection deadline in the 
annual payment rule. If a state fails to make a selection in time 
or if its selection fails to meet statutory or regulatory 
requirements, the state will default to the benchmark plan from 
the previous year.

The final rule requires states to provide “reasonable” notice and 
public comment any time they select an EHB-benchmark plan. 
CMS declined to adopt specific standards-such as a 30-day 
comment period-except to require states to post a notice on 
the opportunity to provide public comment and associated
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information on a relevant state website. As in previous years, 
CMS declined to specify which entity in a state, such as a 
governor or department of insurance, must select the 
benchmark plan and noted that the agency may consider 
additional technical assistance in the future.

The final rule also requires states to comply with four new data 
collection requirements beginning in plan year 2020. States 
must provide 1) a document that identifies the state's 
benchmark plan selection and confirms that the state's 
benchmark plan definition complies with federal requirements;
2) an actuarial certification and report that affirms that the 
selected plan is no more generous than the most generous 
comparison plan and equal in scope to a typical employer plan;
3) a summary of the selected plan that reflects benefits and 
limitations, a schedule of benefits, and potentially a drug 
formulary; and 4) any other documentation that might be 
required, such as an EHB summary chart for the CMS website. 
CMS also released an example of an acceptable methodology 
for comparing benefits of a state's EHB-benchmark plan 
selection; this example reflects a number of changes from the 
draft methodology.

These materials will be due to CMS on July 2, 2018 for the 2020 
plan year, meaning states must submit this documentation to 
CMS this summer to take advantage of the final rule for 2020. 
CMS intends to publicly post all information it receives from a 
state, with the exception of the drug list which will be posted in 
the category and class count format.
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Federal EHB Package

CMS had solicited comments on whether to establish a “federal 
default definition” for EHB. CMS notes that most commenters 
opposed a federal default definition, citing concerns that a 
definition would impose arbitrary benefit limits and diminish 
state flexibility. Others were supportive so long as a federal 
default definition served as a minimum floor of benefits, rather 
than a maximum that states or issuers could not exceed. 
Although CMS suggested that such a definition would be a 
longer-term project, it had proposed the possibility of a nearer- 
term national benchmark plan standard for prescription drugs. 
This, too, was opposed by most commenters who thought that 
states and issuers are best positioned to evaluate and respond 
to prescription drug needs.

CMS did not take further action on a federal default definition or 
national prescription drug benchmark plan standard but hinted 
that this could change in the future. In the preamble, CMS notes 
that states that make changes to their EHB-benchmark plan 
under the final rule would not be required to make additional 
changes to comply with a future federal default standard within 
three years of making a change. CMS offered this flexibility to 
avoid market instability and inefficiencies for states that want to 
take advantage of the flexibility under the final rule.

No Report On Updated EHBs

Some commenters noted that the rule's policy appears to be 
inconsistent with the requirement that the Secretary update EHB
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based on coverage gaps or evidentiary changes in a report to 
Congress that has not yet been completed. CMS will not be 
completing the report required under Section 1302(b)(4)(G) for 
making changes to the EHB because the agency does not 
believe that a report will “provide conclusive results.” CMS notes 
that the ACA plan benefit structures have not been stable 
enough for conclusive analysis because EHB and QHP 
requirements have varied from year-to-year (through, for 
instance, new guidance to implement federal mental health 
parity laws and preventive services requirements). CMS intends 
to issue this report "once the market has stabilized.”

HDHPsAnd HSAs

The final rule did not adopt any specific changes, but CMS had 
sought comment on how to encourage value-based insurance 
design within the individual and small group markets and on 
ways to support issuers in using cost-sharing to incentivize 
more cost-effective enrollee behavior and better outcomes. 
Comments were mixed regarding the use of high-deductible 
health plans (HDHPs) that can be paired with a health savings 
account (HSA). The preamble notes that the proportion of 
available HSA-eligible HDHPs has been stable in the FFEs but 
that the percentage of enrollees in these plans has decreased 
slightly over the last 3 years due to technical barriers for issuers.

Qualified Health Plan Certification S tandards
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The final rule will transfer more regulatory review and oversight 
responsibility to state insurance regulators and defer to state 
standards. The final rule extends the QHP certification approach 
that it adopted in the market stabilization rule for network 
adequacy and essential community providers (ECPs) to the 
2019 plan year and beyond.

CMS will defer to state review of network adequacy in states 
with the authority and capacity to enforce standards that are at 
least equal to the “reasonable access standard” in federal 
regulations. In states that do not have the authority or capacity 
to undertake network adequacy reviews, CMS will rely on an 
issuer's accreditation or the submission of an access plan. The 
access plan would need to demonstrate that an issuer has 
standards and procedures to maintain an adequate network 
consistent with the National Association of Insurance 
Commissioner's model law on network adequacy. With respect 
to ECPs, CMS will continue to allow issuers to use the ECP write- 
in process to identify ECPs that are not on the CMS list of 
available ECPs and to maintain the 20 percent ECP standard.

The final rule eliminates similar requirements for state-based 
exchanges that use HealthCare.gov (SBE-FPs) to enforce 
federally facilitated exchange (FFE) standards for network 
adequacy and ECPs. Instead, SBE-FPs can determine how to 
implement network adequacy and ECP standards for the 2019 
plan year and beyond. CMS believes this deference will empower 
SBE-FPs to promote exchange competition and streamline the 
QHP certification process.
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CMS did not, however, further expand state QHP oversight 
beginning in the 2019 plan year as had been proposed. CMS had 
proposed to defer to states in four additional review 
areas-accreditation requirements, compliance reviews, 
minimum geographic area, and quality improvement strategy 
reporting-and sought comment on whether states are already 
performing work in these areas. CMS did not finalize this 
proposal after receiving comments, including comments from 
some states, citing insufficient state resources and staff and the 
possibility of increased costs. CMS notes that the intention of 
the proposal was to eliminate duplicative federal and state 
reviews rather than to compel states to take on reviews they are 
not already performing.

CMS also summarized its approach to other QHP certification 
standards. CMS will continue to rely on state reviews of QHP 
certification standards for states with FFEs beginning in the 
2018 plan year as outlined in guidance from April 2017. For FFE 
states that do not perform plan management functions, CMS will 
review QHP data but will rely on state review for licensure, good 
standing, and network adequacy. For FFE states that perform 
plan management functions, CMS will rely on state review for 
QHP certification standards, such as prescription drug formulary 
outliers and nondiscrimination in cost-sharing.

CMS similarly did not make changes to July 2017 guidance that 
outlines its approach to rely on states with an effective rate 
review program to identify rate outliers for purposes of QHP 
certification.
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M eaningful D ifference S tandards

The final rule eliminates the requirement that QHPs offered 
through the FFEs or SBE-FPs be “meaningfully different” from 
other QHPs offered by the same insurer within a service area 
and metal level tier. Under previous rules, QHPs were considered 
meaningfully different if a reasonable consumer would be able 
to identify one or more material differences among five key 
characteristics between the plan and other plans to be offered 
by the same issuer. This standard was adopted to facilitate 
consumer comparison and choice.

The final rule eliminates this requirement, noting that there are 
fewer QHPs and issuers to choose from and asserting that 
eliminating this requirement will encourage plan design 
innovation and increase consumer choice. CMS does not believe 
that removing the meaningful difference requirement will 
substantially increase the number of materially similar plans 
offered by the same issuer. SBE-FPs will no longer need to 
establish and oversee meaningful difference standards.

Standardized  Plan Options

The FFE began offering standardized plan options beginning in 
the 2017 plan year. These plans have standardized cost-sharing 
and benefit design elements, such as requiring drug tiers to have 
copays rather than coinsurance. The standardized options were 
based on the most popular QHPs in the 2015 individual market 
FFE and have been updated over time to incorporate new
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enrollment data and SBE-FP data. Although insurers were not 
required to offer standardized plans, CMS encouraged them to 
do so and provided differential display of these plans on 
HealthCare.gov.

The final rule reverses course by abandoning the standardized 
plan options altogether. Citing concerns about stymied 
innovation and the need to mitigate the risk that consumers with 
special coverage needs will choose a standardized plan that 
does not meet their needs, CMS will no longer incentivize 
standardized plans for the 2019 plan year or provide differential 
display on HealthCare.gov. Agents, brokers, and issuers that 
perform direct enrollment are similarly not required to provide 
differential display of standardized plan options. CMS will no 
longer collect or release data on standardized plan options in 
public use files and asserts that doing so could cause 
competitive harm to issuers. However, CMS will release 
historical enrollment data for all QHPs including standardized 
options.

Exchange Provisions

Navigators

The final rule scales back requirements under the navigator 
program. First, the final rule eliminates the requirement that 
each exchange have at least two navigator entities and that one 
of these entities must be a community and consumer-focused 
nonprofit group. CMS asserts that requiring at least one
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navigator to be a community and consumer-focused nonprofit 
group unnecessarily limits an exchange's ability to award grants 
to the strongest applicants. Thus, the rule allows an exchange to 
award a grant to a single navigator from any of the categories of 
navigator grantees, such as a trade association or chamber of 
commerce. CMS notes that exchanges are not limited to only 
one navigator but selecting a single navigator is now an option 
under the final rule.

The final rule also eliminates the requirement that navigators 
(and non-navigator entities like certified application counselors) 
maintain a physical presence in an exchange service area to 
provide in-person outreach and enrollment support. Individuals 
or entities cannot be disqualified from serving as a navigator or 
non-navigator assistance personnel solely because their 
principal place of business is outside the exchange service area. 
CMS acknowledges that entities with a physical presence and 
strong local community relationships “tend to deliver the most 
effective outreach and enrollment results” and the final rule may 
result in consumers having fewer navigator options and 
potentially no in-person enrollment assistance from a navigator 
or certified application counselor.

Direct Enrollment

The final rule adopts a few new requirements for entities 
participating in direct enrollment. These standards replace those 
laid out in the 2018 payment rule and are extended to QHP 
issuers, agents, and brokers doing direct enrollment. Under the
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final rule, these entities will select their own third-party entities 
to conduct annual reviews and audits to demonstrate 
operational readiness. This is a shift from previous rules under 
which CMS was planning to create a process for evaluating and 
developing a list of approved third-party entities.

Under the final rule, agents, brokers, and issuers are required to 
engage an auditor of their choosing that complies with federal 
standards-such as privacy and security standards, data 
collection, and training-to conduct an annual operational 
readiness review. These entities must disclose any financial 
relationship between the third-party entity and the agent, broker, 
or issuer. The rule also deems third-party entities to be 
downstream or delegated entities of the agent, broker, or issuer, 
which makes them subject to CMS oversight. To the extent that 
an agent, broker, or insurer wants to engage multiple third-party 
entities for these audits, each entity must comply with all federal 
standards.

By letting issuers, agents, and brokers select their own auditor, 
CMS asserts it is reducing the burden on third-party entities, 
which will increase the number of qualified third-party entities 
and, in turn, enable higher participation in direct enrollment. 
However, most commenters were concerned that direct 
enrollment would occur without proper oversight and controls, 
leading to the risk of fraud or conflicts of interest. In response, 
CMS notes that it has adopted guidelines and process to 
oversee the activities of direct enrollment entities and will
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continue to monitor the direct enrollment pathway for evidence 
of fraud or abuse.

Direct enrollment entities are also required to display all QHP 
data provided by the exchange to help promote informed choice 
and limit the potential for conflicts of interest. CMS recently 
published additional technical guidance outlining review 
standards, operational details, and other resources to assist 
third-party auditors with the enhanced direct enrollment 
pathway.

Exem ptions

Even though the individual mandate penalty is eliminated 
beginning in the 2019 plan year, individuals may still need to 
seek a hardship exemption to, for instance, qualify for 
catastrophic coverage. For consumers who do not have access 
to employer-sponsored coverage, the exchanges generally 
assess whether affordable coverage is available using the 
annual premium for the lowest-cost bronze plan in each 
consumer's rating area.

Because there are a few counties without bronze plans available, 
the final rule allows exchanges to use the annual premium for 
the lowest-cost metal level plan (excluding catastrophic plans) 
at the county level. Thus, an individual can still qualify for a 
hardship exemption even if no bronze-level plan is available.
This requirement will go into effect during the 2018 plan year,
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allowing qualifying consumers to receive a hardship exemption 
under the rule for at least part of 2018.

Using methodology outlined in previous federal rules, the final 
rule adopts a required contribution percentage of 8.3 percent for 
2019. If a consumer has to contribute more than 8.3 percent of 
their household income toward minimum essential coverage 
(MEC), they can qualify for catastrophic coverage and an 
exemption from the individual mandate so they will not have to 
pay the penalty for 2018. This is an increase of about 7.7 
percent over the 2018 premium adjustment percentage. (The 
2018 percentage of 8.05 percent had been down slightly 
compared to 2017 when it was 8.16 percent.) The rule's changes 
on hardship exemptions are in addition to more substantial 
guidance on exemptions released by CMS on the same day.

Minimum Essential C overage

CMS had asked for comment on whether to categorically 
designate CHIP buy-in programs with coverage that is identical 
to the state's CHIP program as MEC. This proposal is not being 
adopted in the final rule because Congress statutorily 
designated CHIP look-alike plans as MEC when reauthorizing the 
CHIP program in January 2018.

Because the statute does not include all CHIP buy-in programs, 
states have the option to verify with CMS that their CHIP buy-in 
program meets the definition of a CHIP look-alike plan. States 
can submit documentation to CMS for review via the Health
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Insurance Oversight System. If the state's CHIP buy-in program 
does not provide at least the same coverage as the Title XXI 
CHIP program, the state may work with HHS to modify the 
program or apply for MEC recognition under existing federal 
regulations. CMS will evaluate such programs based on whether 
the program complies with “substantially all” provisions of Title I 
of the ACA that apply to non-grandfathered individual coverage.

Although CMS sought comment on whether to create a less 
stringent "substantially resemble” standard of review for CHIP 
buy-in programs, the agency did not finalize this proposal. CMS 
notes only that it is important to provide clear standards of 
review for the MEC application process and to ensure that 
enrollees can obtain benefits similar to those offered in ACA- 
compliant plans. As such, CHIP buy-in programs that do not 
provide identical or greater benefits than the state's Title XXI 
CHIP program must meet the "substantially all” standard for 
MEC recognition.

Incom e Inconsistencies In APTC 
Verification

The final rule requires exchanges to generate new data 
matching inconsistencies for consumers who attest to a higher 
income than what is found in federal income data by more than 
a reasonable threshold. Currently, when a consumer attests that 
their income is higherthan income data from sources such as 
the Internal Revenue Service (IRS) and Social Security 
Administration (SSA), exchanges must accept the consumer's
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attestation without further verification. The primary concern has 
been with consumers attesting to income that is lower than their 
actual income, and thus claiming higher premium tax credits 
than they are entitled to. Exchanges generally cannot create data 
matching issues or inconsistencies that require the consumer to 
submit additional information because their attested income is 
higher than their federal income data.

Citing concerns about program integrity and the need to limit tax 
filers' liability to repay excess APTC, the final rule maintains this 
framework for some consumers but not others. In particular, the 
final rule changes this requirement for consumers who attest 
that their income is between 100 and 400 percent of the Federal 
Poverty Level (FPL) but whose federal income data is under 100 
percent FPL.

Under the final rule, exchanges are required to create an income 
data matching issue if 1) a consumer attests to a projected 
annual income between 100 and 400 percent FPL; 2) the 
exchange has data that indicates that their income is below 100 
percent FPL; 3) the exchange has not assessed or determined 
the consumer to be income-eligible for Medicaid or CHIP; and 4) 
the consumer's attested annual income exceeds the federal 
income data by a reasonable threshold (to be established by the 
exchange and approved by CMS). Under these circumstances, 
the exchange must request additional documentation to verify 
the consumer's attested income. Consumers who fail to provide 
documentation would have their APTC and CSR eligibility 
redetermined and likely discontinued.
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The reasonable threshold established by the exchange can be a 
percentage or a fixed dollar amount but must be at least 10 
percent. The final rule also applies the same reasonable 
threshold standard when a consumer's attested income is a 
certain amount less than income data from the IRS or SSA or 
when no electronic data sources are available. CMS intends to 
provide future guidance on appropriate thresholds for data 
matching issues and may do so in the context of future 
rulemaking on program integrity issues. This future rulemaking 
may address the failure to reconcile APTC, mid-year 
recalculations of APTC, and matching enrollment data with 
Medicare and Medicaid.

The final rule makes two changes from the proposed rule related 
to non-citizen applicants who are lawfully present and ineligible 
for Medicaid due go immigration status. The final rule exempts 
these applicants from the additional verification because they 
are able to qualify for APTC with a household income under 100 
percent FPL and thus have no reason to inflate their household 
income.

CMS received comments from several SBEs expressing 
concerns over the cost and time to change their systems to 
accommodate this new process, and many requested flexibility 
to not conduct this verification. One SBE commented that there 
is no incentive for an applicant to inflate their income in states 
that expanded their Medicaid programs. CMS notes that each 
SBE will incur a cost of about $450,000 to make this change for 
a total of $5.4 million across all SBEs. CMS asserts that this is a
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critical program integrity measure and that while primarily 
intended to safeguard APTCs in states that did not expand 
Medicaid, the verification could be helpful in Medicaid eligibility 
determinations.

Failure To File T axes And Reconcile APTCs

To maintain eligibility for exchange subsidies, a consumer must 
file a tax return to reconcile their APTC. If a consumer fails to do 
so, the exchange will discontinue their APTC but must notify the 
consumer before doing so. In previous years, the FFE sent a 
general notification to each relevant household to inform 
consumers that APTC would be discontinued because of several 
reasons, which included failure to file and reconcile. The 2018 
payment rule required the exchange to directly notify each tax 
filer that their APTC is at risk before discontinuing this benefit. 
This “direct notification” requirement was adopted in response 
to ongoing challenges with tax reconciliation (and possibly in 
light of other federal regulations and due process protections 
that prohibit exchanges from denying APTC unless the agency 
has provided direct notification to consumers).

The final rule eliminates the "direct notification” requirement. 
CMS does so while noting that nearly all commenters expressed 
concern that a non-specific notice is insufficient. CMS cited the 
difficulty of directly notifying tax filers about their 
noncompliance due to IRS privacy rules. In response to 
commenters arguing that tax filers have a property interest in 
the continued receipt of APTC, CMS states that enrollees have
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adequate existing due process rights, that enrollees have the 
right to appeal the discontinuation of APTC, and that it believes 
that this requirement is necessary for program integrity.

Instead, the FFE sent “combined notices” to households; the 
goal of these combined notices is to include broad enough 
language that applies to all consumers, whether a tax filer had 
failed to reconcile their APTC or not. CMS also mailed warning 
notices known as "direct notices” in November 2017 to urge 
specific tax filers to file and reconcile to avoid losing APTC in 
2018. CMS intends for the FFE to continue sending both a 
combined notice and a direct notice in advance of open 
enrollment where possible. CMS agrees with the need to gather 
data on the effectiveness of the notice process but opted not to 
delay this part of the rule in the interest of program integrity.

Eligibility R edeterm inations

CMS did not propose regulatory changes to annual and ongoing 
eligibility redeterminations but did request comment on ways to 
encourage exchange enrollees to report life changes, such as 
income changes, during the benefit year that may impact their 
eligibility for coverage, APTC, or CSRs. Commenters noted the 
benefits of timely updates to household income or family size 
and recommended increasing exchange outreach efforts to 
remind consumers to report information about life changes and 
support navigators to engage with enrollees year-round.
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CMS continues to consider shortening the time that the 
exchange is authorized to obtain updated tax return information. 
Currently, enrollees can authorize the exchange to obtain 
updated tax return information—which helps facilitate annual 
eligibility redeterminations and reenrollment—for 5 years. CMS 
sought comment on whether a shorter authorization period 
would help ensure that enrollees' applications were more 
accurate, updated on a more regular basis, and fully reflective of 
changes that may affect APTC and CSR eligibility. Many 
commenters opposed changing the length of time and noted 
that 5 years is the appropriate length of time for this type of 
authorization; others recommended extending the authorization 
past five years or retaining it indefinitely.

Verification Of Eligibility For Employer- 
Sponsored  Insurance

Consumers who are eligible to enroll in employer-sponsored 
coverage are generally not eligible for APTC unless the plan's 
coverage is unaffordable (because it exceeds 9.5 percent of the 
employee's household income) or does not provide minimum 
value. Thus, when determining eligibility for APTC, exchanges 
must assess whether an applicant is enrolled in or eligible for 
qualifying employer-sponsored coverage. To do so, exchanges 
are supposed to obtain electronic employment data, such as 
federal employment data from CMS and SHOP data. If an 
exchange cannot access these types of data sources, CMS has 
allowed exchanges to collect sample data from employers
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or—for 2016 and 2017—use a CMS-approved alternative 
process.

The final rule allows exchanges to continue to use a CMS- 
approved alternative process for verifying eligibility for 
employer-sponsored coverage through benefit year 2019. This is 
in part because the sampling process was quite expensive. 
Despite continuing the alternative process for another year, CMS 
encourages exchanges to compile databases and refine their 
approaches to sampling to meet verification requirements for 
employer-sponsored coverage.

User Fee For Federally Facilitated Exchange

The FFE will charge issuers a user fee of 3.5 percent of total 
monthly premiums for 2019. It will charge insurers in SBE-FPs a 
user fee of 3 percent of total monthly premiums for 2019, up 
from 2 percent in 2018. CMS notes that it expects a decrease in 
FFE user fee collections over time because of streamlined FFE 
operations, an increase in premiums, and lower enrollment.

Commenters noted that the FFE user fee rate should decrease 
over time, especially given the reduction in outreach and 
education activities by CMS. CMS responded only that “outreach 
and education efforts will be evaluated annually and funded at 
the appropriate level.” This is in contrast to the 2018 rule, which 
committed a percentage of user fees to these efforts. Because 
of the reduced functions of the SHOP exchange, user fees will
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not be charged to issuers that offer QHPs through the SHOP 
after current SHOP services end.

M aximum Annual Limit On C ost-Sharing For 
2019

The final rule includes a maximum annual out-of-pocket limit on 
cost-sharing for 2019 of $7,900 for self-only coverage and 
$15,800 for other than self-only coverage. This is a 7 percent 
increase over 2018, the highest increase since 2014. CMS also 
finalized a slight change to cost-sharing reduction plan 
variations. These amounts would be reduced by the cost-sharing 
reductions to $2,600 for self-only coverage and $5,200 for other 
than self-only coverage for individuals with incomes below 200 
percent FPL, and to $6,300 and $12,600 for individuals and 
families with incomes between 200 and 250 percent FPL.

Actuarial Value Calculator

The actuarial value calculator is used by issuers and health 
plans for calculating the actuarial value of their plans and 
products. CMS did not make major changes in the calculator for 
2019. States are permitted to submit state-specific datasets to 
HHS for approval as the standard population for purposes of 
calculating actuarial value for 2019.

S tate-B ased  E xchanges
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CMS sought comment on how to make the SBE-FP option more 
attractive to the 34 states with an FFE, how to streamline current 
requirements, and how to leverage private sector and federal 
platform technologies to encourage SBE-FPs. Some 
commenters urged CMS to provide greater access to enrollment 
data and supported efforts to customize the federal platform to 
meet SBE-FP needs. Others encouraged the use of direct 
enrollment and enhanced direct enrollment technologies for use 
by SBE-FPs. Still others urged CMS to prioritize improvements to 
HealthCare.gov infrastructure before focusing on state-specific 
enhancements.

CMS remains unable to offer a “menu” of federal exchange 
services from which states can choose or a state-specific 
customization of the federal platform. This customization would 
enable CMS to explore branding options for the SBE-FPs, 
including state-specific landing pages on HealthCare.gov. CMS 
notes that HHS has provided the authority and flexibility for 
SBEs to use the direct enrollment pathway and encourages SBEs 
and SBE-FPs to explore this option.

The final rule eliminates the current option of allowing states to 
operate their own SHOP exchange using the federal platform. 
Nevada and Kentucky, which currently use the SBE-FP SHOP 
option, can choose to maintain their existing SBE-FPs for SHOP 
but would be limited to the remaining federal platform functions 
(which will largely no longer exist).
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Quality Rating System

CMS observed that social risk factors play a major role in health 
outcomes and sought comment on the types of social risk 
factors that may be appropriate to include in QHP issuer quality 
reporting. Commenters largely supported the need to address 
socioeconomic factors that affect quality and identified social 
risk factors that include race and ethnicity, income, disability 
status, preferred language, sexual orientation, gender identity, 
and alcohol and tobacco use, among other factors. CMS did not 
make changes at this time but will take the comments under 
consideration.

Stand-A lone Dental P lans

Under previous rules, stand-alone dental plans (SADPs) were 
required to cover pediatric dental EHB at a low and high actuarial 
value level within an allowable de minimis variation. The final 
rule eliminates this requirement, allowing SADP issuers to offer 
pediatric dental EHB without selecting or calculating an actuarial 
value level of coverage.

CMS notes that the ACA does not specifically require SADP 
issuers to offer coverage at the high and low actuarial value 
levels and that these requirements have made it difficult to offer 
preventive care without cost-sharing. SADP issuers must 
continue to comply with the annual limit on cost-sharing and 
provide pediatric dental EHB but can otherwise offer SADPs at 
varying premiums and level of coverage. CMS opted to continue
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to require actuarial certification of the actuarial value of SADP 
coverage of EHB.
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On April 3, 2018, the Centers for Medicare and Medicaid 
Services (CMS) released a highly anticipated final report on the 
2018 open enrollment period. The high-level finding is that about 
11.8 million consumers in all 50 states and Washington, D.C. 
selected or were automatically reenrolled in marketplace plans 
during the 2018 open enrollment period.

The high-level figure of 11.8 million is somewhat old news. It is 
very consistent with data released by the National Academy for 
State Health Policy (NASHP) in February 2018, which similarly 
indicated that nearly 11.8 million consumers selected a 
marketplace plan for 2018. As noted in the NASHP analysis, this 
is only about 4 percent lower than the estimated 12.2 million 
consumers that selected a plan in 2017, meaning enrollment
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remained largely stable despite a shortened open enrollment 
period and significant cuts to advertising and navigator funding.

The data is also highly consistent with previous enrollment 
periods in terms of the enrollment of young adults, the number 
of consumers who qualified for advance premium tax credits 
(APTCs), and even the gender breakdown of enrollees. Indeed, 
many of the percentage breakdowns are identical to 2017 
enrollment data.

Breaking Down The N um bers

Of the 11.8 million total consumers, most—about 8.7 million 
consumers—enrolled through HealthCare.gov, with about 3 
million consumers enrolled in state-based marketplaces. 
Enrollment through HealthCare.gov was down by about 5 
percent relative to 2017, when 9.2 million consumers enrolled 
through the federal marketplace. Enrollment in state-based 
marketplaces remained steady from 2017 and is only slightly 
down from a peak of 3.1 million in 2016.

About 3.2 million enrollees were new consumers, and about 8.5 
million were reenrolled in coverage. This means that 73 percent 
of enrollees were returning customers while 27 percent, more 
than one-quarter, were new consumers. Most of the returning 
customers actively reenrolled in coverage by assessing their 
options and shopping for a plan (rather than being automatically 
reenrolled). The number of all enrollees who actively reenrolled
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in coverage—about 5.5 million enrollees or 47 
percent-increased from 2017.

Consistent with previous years, consumers aged 18 to 34 
accounted for 26 percent of all enrollees. (For 2017, 27 percent 
of HealthCare.gov consumers were aged 18 to 34, down slightly 
from 28 percent in 2016.) The vast majority of enrollees—about 
9.8 million or 83 percent-received APTCs.

Of the 8.7 million individuals enrolled through HealthCare.gov, 
more than 7.7 million (88 percent) qualified for APTCs. APTCs 
covered 86 percent of consumers' gross monthly premium, 
leaving an average net premium of $89 per month. The average 
premium before APTC was $621 in 2018 versus $476 in 2017. 
Most enrollees—70 percent-had an income between 100 
percent and 250 percent of the federal poverty level, making 
them eligible for both APTC and cost-sharing reductions.

A M ovem ent From Sliver P lans To Gold And 
Bronze P lans

Perhaps unsurprisingly due to the effects of silver loading, there 
was a slight uptick in the selection of bronze and gold plans 
relative to silver plans in 2018. (“Silver loading” refers to the 
practice of insurers applying the full premium increase 
attributable to the loss of cost-sharing reduction payments to 
silver marketplace plans, rather than raising the premiums for all 
metal plans by a smaller amount.) The effects of silver loading 
meant that eligible consumers received more generous APTC
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than previous years, resulting in the opportunity to purchase 
much lower premium bronze or gold plans.

Eligible consumers appear to have taken advantage of these 
more affordable premiums. Enrollment in bronze plans 
increased from 2.8 million (23 percent) in 2017 to nearly 3.4 
million (29 percent) in 2018. Enrollment in gold plans nearly 
doubled-from almost 500,000 (4 percent) in 2017 to 833,000 (7 
percent) in 2018. Enrollment in catastrophic and platinum plans 
remained largely the same, suggesting that most consumers 
moved from silver plans in 2017 to bronze or gold plans in 2018. 
Enrollment in silver plans declined from 8.7 million (71 percent) 
in 2017 to 7.3 million (63 percent) in 2018.

CMS also released public use files with state-, county-, and zip- 
code specific data on plan selection and demographic 
information, such as age, gender, race, and income, where 
available. As has been true in previous years, enrollment varies 
significantly by state.

Scaled-B ack Federal M arketing And 
O utreach Efforts, But Im portant 
C ontributions From O thers

In a press release, CMS describes 2018 as the agency's “most 
cost-effective and successful open enrollment to date.” 
HealthCare.gov used only 22.5 hours of regular maintenance 
time and consumer satisfaction through the federal call center
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was high. CMS also states that the agency spent only $10 
million on marketing and outreach—down from $100 million in 
previous years—which amounts to just over $1 per 
HealthCare.gov enrollee.

As has been noted previously, this appears to ignore the 
significant investment in outreach and education made by many 
foundations, nonprofits, community health centers, states, 
agents and brokers, insurers, and many others. In the absence of 
a robust federal outreach and education effort, these entities 
expended significant time, energy, and resources to help 
educate consumers about coverage options and the shortened 
open enrollment period in most states. Despite relative stability 
in enrollment in 2018, these investments likely cannot replace a 
fully funded federal marketplace outreach and advertising 
strategy.

Related

CONTENT

Following The ACA

TOPICS ^

Premiums

Health Insurance Exchanges 

Healthcare.gov



Page 7 of 8

Open Enrollment
Advanced Premium Tax Credits

Program Eligibility
Cost Sharing

Education
Affordable Care Act

Cite As

"CMS Data Confirms Stable Marketplace Enrollment For 2018, " Health Affairs Blog, 
April 4, 2018.
DOI: 10.1377/hblog20180404.533370





jjJakely
www.wakely.com

Association for Community Affiliated Plans

Effects of Short-Term Limited Duration Plans on the ACA- 
Compliant Individual Market

Prepared by:
Wakely Consulting Group

Michael Cohen, PhD
Consultant, Policy Analytics

Michelle Anderson, ASA, MAAA
Consulting Actuary

Ross Winkelman, FSA, MAA
Principal



Table of Contents
Executive Summary...................................................................................................................... 1

Introduction................................................................................................................................... 3

Short-Term Limited Duration Insurance Plans: Differences from ACA-Compliant Plans..............4

Context: Changes Since 2014.......................................................................................................6

Evolution of Regulations on STLDI plans............................................................................... 6
Individual Mandate in the ACA............................................................................................... 7
Implications of New Regulations............................................................................................. 7

Analysis of Proposed Regulations.................................................................................................9

Case Study: Tennessee..........................................................................................................9

Quantitative Analyses................................................................................................................. 10

Scenario 1 -  Extension of Proposed Regulation Regulatory Impact Analysis (2019 Impact)
.............................................................................................................................................. 11
Scenario 2 -  Transitional Enrollment as Guide (2019 Impact)..............................................12
Scenario 3 -  Individual ACA Claims Cost Analysis (Near Term Impact).............................. 14

Conclusion...................................................................................................................................17

jjJakely ^

Effects of Short-Term Limited Duration Plans on the ACA-
Compliant Individual Market Association for Community Affiliated Plans



jjJakely page 1

Executive Summary

Wakely was retained by the Association for Community Affiliated Plans (ACAP) to conduct a 
qualitative and quantitative review of the effects of the recent short-term limited duration insurance 
(STLDI) proposed regulation on the ACA-compliant individual health insurance market.1

The Affordable Care Act (ACA) created an environment in which individuals could purchase 
coverage in the individual market (ACA-compliant individual market) without discrimination on the 
basis of health. Many of the additional provisions embedded in the ACA were designed to make 
the coverage more comprehensive or to enhance the stability of the ACA-compliant individual 
market. Recently, the Trump Administration has released a proposed regulation allowing 
individuals to enroll in STLDI plans for a longer time period than permitted by current regulation 
and also making it easier to renew coverage. Both of these proposed changes increase the 
availability and attractiveness of STLDI plans. The proposed regulation has the potential to 
increase market instability, market segmentation, and adverse selection in the ACA-compliant 
individual market because a substantial number of healthy members will likely migrate to STLDI 
plans.

This paper analyzed the proposed STLDI regulatory change and the potential effects it could have 
on the ACA-compliant individual market. We analyzed the impact using a variety of methodologies 
to develop a range of enrollment decreases and premiums increases within the ACA-compliant 
individual market. The scenarios were based on estimated impacts by the tri-agency 
departments1 2, a comparison to ACA transitional enrollment3, and 2016 ACA-compliant individual 
claims and membership data.

In the table below, Scenarios 1a, 1b, and 2 represent impacts in the first full year, 2019, of the 
proposed STLDI regulation. Scenarios 3a and 3b reflect total effects STLDI plans will have after 
an initial ramp up period (the "near term”), which we expect to occur after four to five years. In 
2019, the proposed regulation to reduce limitations on STLDI plans is estimated to increase ACA- 
compliant individual market premiums by approximately 0.7% to 1.7% and decrease enrollment 
by approximately 2.7% to 6.4%, or between 396,000 to 826,000 people (Scenarios 1a, 1b, and 
2). To compare, the Departments of Treasury, Labor, and Health and Human Services (known as 
the tri-agency departments), displayed in Scenarios 0a and 0b below, estimated the impact of the

1 If this paper is distributed to outside parties, the paper should be distributed in its entirety. Anyone receiving this paper 
should retain their own experts in interpreting its contents. The opinions expressed in this paper are those of the authors 
and do not necessarily reflect those of Wakely. This paper is intended to discuss the impact of STLDI plans on the 
ACA-compliant individual market; other uses may be inappropriate.
2 The proposed regulation was submitted by the Departments of Treasury, Labor, and Health and Human Services.
3 Transitional plans, also known as grandmothered plans, are non-ACA compliant plans that existed in 2013 and 
allowed to continue into 2014. See https://www.cms.gov/CCNO/Resources/Letters/Downloads/commissioner-letter-11- 
14-2013.PDF.
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STLDI regulatory changes on the ACA-compliant individual market would decrease enrollment 
between 100,000 and 200,000 people, for on-Exchange only. Note that Wakely’s estimates apply 
to the total on and off-Exchange market. After issuers have time to fully implement and market 
STLDI plans (i.e., near term) the impact is larger, with an estimated premium increase of 2.2% to 
6.6% and enrollment decrease ranging from 8.2% to 15.0% (Scenarios 3a and 3b).

Note, that these estimates are based on a market in which there is no individual mandate penalty. 
The repeal of the mandate tax has further compounded the impact of the proposed STLDI 
regulation change as individuals are no longer required to pay this penalty when enrolled in a 
STLDI plan and because higher premiums in the ACA-compliant individual market will drive more 
individuals to drop coverage. Details regarding the enrollment and premium impacts due to the 
removal of this tax can be found in Table 2. Federal policy makers should consider the effects of 
this proposed regulation on consumers and market stability before finalizing, and state policy 
makers should consider options to address these potential issues if the proposed regulation is 
implemented.

Table 1 - Effects of Short-Term Limited Duration Plans on the ACA-Compliant Individual
Market

S c e n a r io S c e n a r io  0 a S c e n a r io  0 b S c e n a r io  1a S c e n a r io  1b S c e n a r io  2 S c e n a r io  3 a S c e n a r io  3 b

M eth o d P r o p o s e d  
R u le  L o w

P r o p o s e d  
R u le  H ig h

P r o p o s e d
R u le

A d ju s t e d
L o w

P r o p o s e d
R u le

A d ju s t e d
H ig h

T r a n s it io n a l
E n r o llm e n t

In d iv id u a l  
A C A  C la im s  

C o s t  D a ta  
L o w

In d iv id u a l  
A C A  C la im s  

C o s t  D a ta  
H ig h

Y e a r  o f  Im p a c t 2 0 1 9  2 0 1 9 2 0 1 9  2 0 1 9 2 0 1 9 N e a r  T e r m  N e a r  T e rm

E s t im a t e  P e r fo rm e d  
B y ?

T ri-Agency 4 T ri-Agency 4
T ri-Ag ency, T ri-Ag ency, 

Wakely Wakely 
Adjusted Adjusted

Wakely Wakely Wakely

O f f - E x c h a n g e  
P o p u la t io n  In c lu d e d ? 1 No No Yes Yes Yes Yes Yes

Increase in Premiums2 0.3% 0.6% 0.7% 1.4% 1.7% 2.2% 6.6%
Decrease in Enrollment -1.0% -2.1% -2.7% -5.4% -6.4% -8.2% -15.0%
ACA-Compliant 
Individual Enrollment, 
Prior to Impact of STLDI 
Plans3

9,730,000 9,730,000 14,730,000 14,730,000 13,000,000 13,000,000 13,000,000

Reduction of Members 100,000 200,000 396,000 791,000 826,000 1,070,000 1,948,000
ACA-Compliant 
Individual Enrollment, 
After Impact of STLDI 
Plans3

9,630,000 9,530,000 14,334,000 13,939,000 12,174,000 11,930,000 11,052,000

1 The population includes only on-Exchange ACA-compliant individual membership within the proposed rule (scenarios 0a and 0b) analyses. Both on 
and off-Exchange membership are included within the additional scenarios. Because the proposed rule analyses do not account for effects of the off- 
Exchange market, there will be downstream impacts to market premiums.
. All scenarios reflect the repeal of the individual mandate.
2 Scenarios 1a - 3a assume that members who leave the ACA-compliant individual market for STLDI coverage cost 25% less on average compared to 
enrollees that remain in the ACA-compliant individual market. Scenario 3b assumes this differential is 38%.
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3 The baseline ACA-compliant individual market membership, prior to impacts due to the repeal of the individual mandate and STLDI plan regulation 
change, in scenarios 0 and 1 are based on higher on and off-Exchange estimates. These estimates align with CBO assumptions. Scenarios 2 and 3 
rely on smaller on and off-Exchange baseline estimates. Refer to the quantitative section ’’Scenario 2 - Transitional Enrollment as Guide (2019 
Impact)” for further explanation.
4See note above regarding the Departments of Treasury, Labor, and Health and Human Services (known as the tri-agency departments) proposed rule. 
Further detail is described within the quantitative section of the report.

Introduction

On October 12th, 2017, President Trump signed an executive order instructing the Federal 
government to promulgate regulations that would, among other things, make it easier for 
individuals to receive coverage through STLDI plans. STLDI plans do not have to follow the ACA 
market reform rules that were instituted in 2014 to protect consumers. These rules prevent 
insurance companies from denying coverage or charging more to individuals with pre-existing 
conditions and contain many requirements regarding benefit designs to maintain adequate 
coverage. Since STLDI plans do not have to cover costly members with pre-existing conditions 
and also offer less generous benefits, the premiums are far lower than plans that follow the market 
reform rules (ACA-compliant plans).

A proposed regulation was released by the Trump administration on February 28th, 2018, which 
proposes to extend the maximum coverage period for STLDI plans from approximately 3 months 
to 364 days. Additionally, policyholders will be able to renew and reapply for STLDI coverage 
much more easily than before, and can potentially extend coverage beyond the proposed 364 
day maximum limit. In turn, STLDI plans will become more attractive for certain individuals and 
enrollment in such plans is expected to increase.

If the proposed regulation change is implemented, a portion of lower cost members are expected 
to migrate from the ACA-compliant individual market to STLDI plans. Consequently, the ACA- 
compliant individual market risk pool would contain a greater proportion of sick people (this effect 
is also known as adverse selection). This impact to the ACA-compliant individual market is further 
worsened due to the repeal of the individual mandate, which will be in effect beginning in 2019, 
creating more adverse selection through additional individuals choosing to migrate to a STLDI 
plan or remain uninsured. As adverse selection increases, premiums will also increase to cover 
the rising average claims costs. The higher premiums in turn make it less likely that healthy 
individuals will enroll and stay enrolled, which creates a loop of higher premiums, causing greater 
adverse selection, which, in turn, again leads to higher premiums. When this cycle continues 
unfettered it is called a ‘death spiral,’ which results in market collapse.

It is important to note that the concept of a death spiral is less applicable to subsidized enrollees 
given the current structure of premium subsidies (tax credits). Individuals eligible for premium tax 
credits are insulated from market premium increases as the amount of premium owed is a function 
of their income, not overall premium. Consequently, as premiums increase, subsidized individuals 
will not have their out-of-pocket costs increase. Therefore, this subsidy structure shelters some 
individuals from these large rate increases, making them more likely to remain in the ACA-

Effects of Short-Term Limited Duration Plans on the ACA-
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compliant individual Exchange market. Unsubsidized enrollees, however, directly bear the full 
brunt of premium increases. The dynamics of premium increases and worsening morbidity does 
directly affect them and their ability to afford health insurance. Significant adverse selection within 
the unsubsidized population may still impact issuer participation or lead to a death spiral.

Additionally, instability driven by the high churn of membership, rising claims costs, and 
uncertainty of market risk will deter some issuers from offering coverage, which has been 
witnessed in the ACA-compliant individual market in recent years. In the initial years of the ACA, 
2014 and 2015, market forces (such as attempts to gain market share, uncertainty regarding the 
number of young and healthy individual entering the market, competitor positioning, etc.) drove 
premium rates very low, to an unsustainable level, in many states. As the markets corrected over 
the next few years (due to financial losses, instability in the market, and unexpected loss of risk 
corridor funding) numerous issuers exited the ACA-compliant individual market, leaving many 
consumers with one or few options. The issuers that remained charged higher premiums. Higher 
premiums increase the likelihood of unsubsidized enrollees choosing lower cost STLDI plans.

This is not to say that all enrollment in STLDI plans will come from the current ACA-compliant 
pool. It can also be expected that some individuals who are or will become uninsured (further 
exacerbated by the repeal of the individual mandate effective 2019) will also choose to purchase 
STLDI plans. The IRS reports that for the 2015 benefit year (2016 tax filing season) 6.5 million 
people paid the individual mandate penalty. Additionally, 12.7 million people claimed one or more 
health care coverage exemptions to avoid having to pay the mandate penalty.4

Due to data limitations, this analysis will focus on the impacts that the STLDI regulation change 
will have on the ACA-compliant individual market and the behavioral effects of those currently in 
the individual market. As discussed, the projected effects of STLDI plans are after accounting for 
the repeal of the individual mandate. The proposed STLDI plan regulation will also have effects, 
both direct and indirect, on other coverage cohorts, such as the uninsured.

Short-Term Limited Duration Insurance Plans: Differences from 
ACA-Compliant Plans

STLDI plans are designed to fill temporary coverage gaps. Historically, their benefits and cost­
sharing differed from ACA-compliant plans in a number of key aspects. The Commonwealth Fund 
recently noted that STDLI plans do not have a ban on rating for or excluding coverage for pre­
existing conditions, do not provide any of the ten essential health benefits5 (e.g., prescription drug

4 https://www.irs.gov/pub/newsroom/commissionerletteracafilingseason.pdf
5 https://www.healthcare.gov/glossary/essential-health-benefits/
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coverage), and do not have cost-sharing requirements.6 Below is a listing of some specific 
differences between the two coverage options:

• Many STLDI plans have deductibles of $7,000 to $20,000 for three months of coverage, 
compared to ACA-compliant plans which are for a year of coverage and legally cannot 
exceed an amount preset by the Secretary (for example, deductibles for ACA-compliant 
individual plans were essentially capped at the maximum out of pocket amount of $7,150 
in 2017).7

• The American Academy of Actuaries notes that many STLDI plans have coverage limits 
of $1 million while ACA-compliant plans do not have annual limits.8

• At the time of renewal or purchase, STLDI plans can exclude coverage for any condition 
developed in the prior coverage period. Individuals not only can be excluded due to illness 
when they initially purchase the coverage, but if re-occurring or chronic conditions occur 
while individuals have STLDI, then they would be unlikely to be covered again at the time 
of renewal. This is different from even pre-ACA individual market coverage, in which 
additional underwriting was not conducted at renewal.

• Additionally, ACA rating rules, such as age and gender restrictions, do not apply so these 
plans can charge higher premiums for individuals who have health conditions or can 
charge more based on a person’s sex.

• STLDI plans do not have to follow Medical Loss Ratio9 (MLR) restrictions so fewer 
premium dollars go to paying medical coverage and instead go to administration and profit. 
Historically, these ratios have been much lower in STLDI plans (for example the largest 
insurer of STLDI products in 2016 had a MLR below 50%, far below the 80% required 
MLR in the ACA-compliant individual market).10

• Individuals in STLDI plans would be at risk for rescission. Rescissions are retroactive 
cancellations of coverage, often occurring after individuals file claims due to medical 
necessity. While enrollees in ACA coverage cannot have their policy retroactively 
cancelled, enrollees in STLDI plans can. According to Georgetown University, reports

6 http://www.commonwealthfund.org/publications/blog/2017/aug/short-term-health-plans
7 Ibid.
8 http://www.actuary.org/files/publications/Executive_Order_Academy_Comments_110717.pdf
9 The ACA requires that all issuers spend at least 80% of premium revenues on medical costs.
10 http://www.commonwealthfund.org/publications/blog/2017/aug/short-term-health-plans
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suggest issuers offering STLDI plans have been aggressive at using rescissions to shift 
their liability onto consumers.11

The difference in benefits and premiums between the plans that comply with ACA regulations and 
STLDI plans would effectively create separate risk pools11 12 and risk segmentation. As the 
American Academy of Actuaries notes, "Noncompliant plans would likely be structured to be 
attractive to low-cost enrollees through fewer required benefits, higher cost-sharing, and 
premiums that vary by health status”.13 Given the regulatory flexibility, STLDI plans would attract 
healthier enrollees, removing them from the ACA-compliant risk pool, increasing risk selection, 
and further increasing premiums, continuing the downward spiral. Over time the difference 
between the two risk pools would increase and escalate the instability and uncertainty in the ACA- 
compliant individual market.

Context: Changes Since 2014

Evolution of Regulations on STLDI plans

Following the full implementation of the ACA requirements in 2014, marketing of STLDI plans 
changed. In particular, they were marketed as alternatives to ACA coverage, with STLDI plans 
being renewed indefinitely (generally every three months). This allowed individuals to stay in 
STLDI plans if both the plan and consumer wished to extend coverage. The result was that 
enrollment in STLDI plans increased from 1.0 million to 1.5 million member months between 2013 
and 2015.14

In the fall of 2016, the Obama Administration introduced rules to limit the duration individuals 
could stay enrolled in STLDI plans to no more than three months (including renewals). The rules 
also required that application materials include clear language stating that the coverage did not 
meet standards—known as minimum essential coverage—exempting individuals from the 
mandate penalty. The Administration noted that these plans could have limitations for consumers, 
for the above stated reasons, and they could produce adverse selection in the ACA risk pool. The 
Administration did not ban the sales of these products because "the individual shared 
responsibility provision...provides sufficient incentive to discourage consumer from purchasing 
multiple successive short-term, limited duration insurance policies”.15

11 http://chirblog.org/state-options-to-respond-to-executive-order-on-short-term-plans/
12 In the ACA-compliant market premiums are set in reference to a state's entire risk mix for all enrollees in ACA- 
compliant plans. A worsening ACA-compliant risk pool would affect all ACA-compliant premiums (excluding the effects 
of APTCs)
13 ibid
14 https://s3.amazonaws.com/public-inspection.federalregister.gov/2016-26162.pdf
15 ibid
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Individual Mandate in the ACA

The individual mandate ("shared responsibility provision”) was designed to reduce risk selection. 
The requirement has a tax penalty for individuals that can afford insurance but choose not to 
purchase coverage. The result of the policy was that incentives exist for healthy individuals to 
enroll in ACA-compliant coverage, as individuals that enrolled only in STLDI plans for more than 
three months would still be required to pay the mandate penalty. Individuals that were uninsured 
for less than three months were exempt from the mandate penalty, and STLDI plans were meant 
to serve as a backstop for individuals who might need just a short-term policy to fill such a short 
gap. While some criticized the mandate penalty as being too small, it did still have effects on the 
ACA-compliant individual market. For coverage relating to the 2015 benefit year, approximately 
6.6 million people paid about $3 billion in individual responsibility payments or about $457 per tax 
household.16

However, these incentives will change starting in 2019. In December of 2017, President Trump 
signed into law a bill that, among other things, would effectively repeal the individual mandate.17 
Repealing the mandate resulted in both direct and indirect effects that will serve to make the 
STLDI plans popular. First is that by repealing the mandate, the total cost to consumers of being 
covered by STLDI plans will be lower since individuals only have to pay the premiums and not 
both the premiums and the mandate penalty. In other words, repealing the mandate should 
increase enrollment in STLDI plans. Secondly, by repealing the mandate, ACA premiums will be 
higher due to an increase in adverse selection,18 therefore increasing the premium differential 
between ACA-compliant plans and STLDI plans. The larger the premium difference between the 
two types of plans, the greater the popularity of STLDI plans, creating a continued cycle of adverse 
selection.

Implications of New Regulations

On February 28, 2018, the Trump administration released a proposed regulation which would 
relax current limitations on STLDI plans.19 The regulation, among other things, proposes two key 
changes. The first amends regulations so that the maximum coverage period for STLDI plans is 
now 364 days. This is an increase of approximately 9 months relative to current regulations. The 
second key change makes it easier for policyholders to renew or reapply for coverage beyond the

16 https://www.irs.gov/pub/irs-soi/17sprbul.pdf
17https://www.vox.com/policy-and-politics/2017/11/14/16651698/obamacare-individual-mandate-republican-tax-bill 
The penalty for the individual mandate was set at $0. For brevity will refer to this change as mandate repeal.
18 https://www.cbo.gov/system/files/115th-congress-2017-2018/reports/53300-individualmandate.pdf
19 https://www.federalregister.gov/documents/2018/02/21/2018-03208/short-term-limited-duration-insurance
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364-day limit.20 Both of these actions are designed to increase the availability and attractiveness 
of STLDI plans.

The most direct impact the regulation has is the likelihood of removing healthy and young 
individuals from the ACA-compliant individual market. The regulation itself notes that short-term 
limited duration insurance is likely to attract young or healthy individuals. The proposed regulation 
notes that removing healthy individuals from the ACA risk pool results in higher premiums for 
those without premium subsidies and higher Federal costs due to the increased subsidy levels as 
a result of the worsening risk pool and higher premiums.

Consumers who switch to STLDI plans may also be harmed. As the regulation notes 
consumers who switch to such policies (STLDI plans) from ACA-compliant plans would 
experience loss of access to some services and providers and an increase in out-of-pocket 
expenditures related to such excluded services.”21 Additionally, consumers may be harmed as 
STLDI plans would still not be considered minimum essential coverage and so they would not be 
protected if their STLDI coverage were to lapse. For example, if an individual was diagnosed with 
a serious medical condition mid-year and therefore unable to afford the new higher premium at 
the time of renewal,22 or experienced a coverage rescission, the person would be unable to get 
access to ACA coverage via a special enrollment period (SEP). While this does have the benefit 
of protecting the ACA risk pool, it could lead to individuals having spells of no coverage and higher 
levels of uncompensated care. And the ACA-compliant risk pool would still ultimately bear the 
expenses of delayed coverage once the consumer is finally able to enroll during open enrollment.

States do retain significant authority in regulating STLDI plans, which will affect the impact from 
state to state. According to the Urban Institute, eight states currently have regulations that would 
limit STLDI expansion.23 These limitations mostly take the form of how long an individual can 
consecutively have coverage in a STLDI (e.g., a STLDI can only provide coverage for a maximum 
of three months and not be renewed). The proposed regulation would not preempt state law on 
STLDI plans, but it also does not require states to regulate STLDI plans.

In the proposed regulation, HHS provided an impact analysis of the effects of STLDI plans on the 
ACA-compliant individual market. They estimated that between 100,000 and 200,000 members 
would exit the Exchanges to take up coverage in STLDI plans in 2019, further increasing the 
morbidity of the ACA-compliant risk pool, premiums, and Federal expenditures via higher

20 https://www.healthaffairs.org/do/10.1377/hblog20180220.69087/full/
21 https://www.federalregister.gov/documents/2018/02/21/2018-03208/short-term-limited-duration-insurance
22 While not included in the analysis, there have been several Congressional proposals making renewal of STLDIs 
easier for consumers. If approved, this would directionally increase enrollment in these plans and premium increases 
in the ACA market.
23 https://www.urban.org/sites/default/files/publication/96781/stld_draft_0226_finalized_0.pdf
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premium subsidies (advanced premium tax credits -  APTC). In the next section, we will examine 
potential effects of the proposed regulation on the ACA-compliant individual market.

Analysis of Proposed Regulations

Case Study: Tennessee

The unique case of Tennessee’s individual market may provide a preview of the effects on the 
ACA-compliant individual market of offering non-ACA products. Due to a 1993 law, the state 
allows the Tennessee Farm Bureau to sell coverage to individuals. This coverage is not 
exclusively provided to farmers but is generally available to all Tennesseans and is similar to the 
type of plans that existed in the pre-ACA world. As a matter of state law, the coverage is not 
considered insurance. As a result, when the ACA’s key provisions, such as guaranteed issue and 
not denying coverage based on pre-existing conditions, came into the effect, they did not apply 
to the Tennessee Farm Bureau plans. This allowed the Tennessee Farm Bureau to continue to 
sell new coverage options that compete against ACA-compliant plans.

The Tennessee Farm Bureau has been very successful at attracting and keeping healthy 
enrollees. According to one report, in 2017 they covered as many as 73,000 enrollees (this 
includes 50,000 “grandfathered plans” and 23,000 enrollees that have signed up since the ACA 
market reform rules went into effect).24 To put these numbers into context, in 2017, approximately
200,000 members, on average, were enrolled on-Exchange for the first half of 2017.25 While we 
do not yet have the average total ACA-compliant individual market enrollment for 2017, 73,000 
Farm Bureau enrollees likely would represent approximately a quarter of the total “individual 
market” (Farm Bureau coverage plus ACA-compliant market) in 2016.26

A Society of Actuaries paper analyzed the risk mix in ACA plans in 201527 and found that, 
excluding Arkansas,28 Tennessee’s ACA-compliant individual market had the worst risk score (or 
relative measure of how costly individuals are in the ACA-compliant market) of any state in the 
country. Tennessee had an adjusted risk score of 2.80 while the national average was 2.31.29 To 
further the instability within the ACA-compliant individual market, Tennessee also has

24 http://chirblog.org/whats-going-tennessee-one-possible-reason-affordable-care-act-challenges/
25 https://downloads.cms.gov/files/effectuated-enrollment-snapshot-report-06-12-17.pdf
26 Using the 2016 June 30th Report, Wakely estimated the size of the Tennessee’s ACA individual market using billable 
member months. If one were to combine both the individual market and Farm bureau into a singular risk pool, the Farm 
Bureau’s 73,000 enrollees would represent 26.7% of the total market
27 https://www.soa.org/research-reports/2016/relative-risk-aca-market/
28 Arkansas was excluded since its ACA risk pool includes Medicaid expansion beneficiaries.
29 The SOA adjusted risk scores for differences in age and actuarial value to better differences between states due to 
health differences.
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experienced large rate increases. All three of the major issuers increased rates in 2017 in excess 
of 40%.30 Overall the second lowest cost silver plan increased 278% between 2014 and 2018.31 
This is the largest increase of any Healthcare.gov state. At the end of 2016 one issuer (United) 
exited the market and several issuers reduced their footprint. The situation was so dire the 
Insurance Commissioner characterized the Exchange market as "very near collapse.”32

As can be seen in the Tennessee case study, allowing products that underwrite to directly 
compete with ACA products will increase risk selection in the ACA-compliant individual market. 
Healthier individuals migrated to the less expensive (underwritten) products which caused 
morbidity to increase in the ACA products, resulting in premium increases, issuer exits, and 
overall uncertainty in the market.

While illustrative of the overall dynamics of how non-ACA products may affect the ACA risk pool, 
the Tennessee experience may not be directly comparable in the short-term because of the 
Tennessee Farm Bureau’s long history in the state, large pre-ACA enrollment, and significant 
advertising presence. The aforementioned dynamics of the Tennessee experience are largely 
qualitative in nature; in the next section, we will provide quantitative analyses on the potential 
effects STLDI might have on the ACA-compliant individual market.

Quantitative Analyses

The reintroduction of underwriting and rescissions at a larger scale are not immediate; for many 
issuers, it may take some time to implement (the proposed regulation estimates only 160,000 
people are currently enrolled in STLDI plans). Furthermore, it may take time to market the 
products to individuals. To control for the fact that the effects of STLDI plans should grow over 
time, we have analyzed the effects of STLDI plans both in the short term (scenarios 1 and 2 
below) and the near term (scenario 3 below).

Neither sets of analyses account for potential reduction in issuer participation and competition. 
As enrollment shrinks and morbidity increases, fewer issuers may be willing to provide coverage, 
which again may result in higher premiums. In the extreme case of a bare county (no ACA- 
compliant issuer coverage) the results would be catastrophic for enrollees in those areas. 
Consequently, these analyses can be considered to underestimate the impact as enrollment 
losses and premium increases could be higher if the resulting issuer behavior was accounted for.

30 https://www.healthinsurance.org/tennessee/
31 https://aspe.hhs.gov/system/files/pdf/258456/Landscape_Master2018_1.pdf
32https://www.tennessean.com/story/money/industries/health-care/2016/08/23/insurers-get-approval-for-2017-
obamacare-rates/89196762/?from=global&sessionKey=&autologin=

Effects of Short-Term Limited Duration Plans on the ACA-
Compliant Individual Market Association for Community Affiliated Plans



jjJakely page 11

Scenarios 0 and 1 -  Extension of Proposed Regulation Regulatory Impact 
Analysis (2019 Impact)

As part of the proposed regulation, the Departments of Treasury, Labor, and Health and Human 
Services (known as the tri-agency departments or simply tri-agency) estimated the impact of the 
STLDI regulatory changes on the ACA-compliant individual market. In particular, they estimated 
that between 100,000 and 200,000 people would leave the Exchanges and enroll in STLDI plans. 
This shift of young and/or healthy individuals to STLDI products was estimated to increase 
premiums in the ACA-compliant individual market 0.3% to 0.6%, on average nationwide. Note, 
these impacts are specific to year 2019. The tri-agency estimates are shown in Scenarios 0a and 
0b in the table below.

However, there are a number of reasons to believe the tri-agencies’ estimate may be understated. 
First, the tri-agencies’ estimate that the relative morbidity of those that leave ACA coverage for 
STLDI plans compared to those that stay in ACA coverage is 75% (meaning those that are 
expected to leave cost 25% less on average compared to average enrollees that remain in the 
ACA-compliant individual market). Other estimates of the morbidity of individuals that leave the 
ACA-compliant individual market on a relative basis are lower.33 For example, using CBO’s 
analysis of the mandate repeal, Wakely estimated that CBO assumed a morbidity differential of 
individuals leaving due to the mandate repeal as approximately 62% (meaning those that are 
expected to leave cost 38% less on average compared to average enrollees that remain in the 
ACA-compliant individual market). In other words, individuals leaving the ACA-compliant risk pool 
could be healthier/less costly than what the tri-agency’s rule assumed. The larger the difference 
in health status between those that leave the ACA-compliant risk pool versus those that stay 
results in larger premium increases in the ACA-compliant market. Second, and more important, 
the tri-agency’s analysis does not include the ACA-compliant individual off-Exchange market. As 
part of the single risk pool, off-Exchange ACA enrollees should be included in the total impacts. 
Since off-Exchange ACA enrollees are all unsubsidized, they are directly affected by premium 
increases and, therefore, more likely to exit the ACA-compliant individual market for STLDI plans 
compared to the subsidized population.

For Wakely’s modeling of scenario 1, we assumed a 75% morbidity differential to align with the 
Federal impact analysis.34 Also, we adjusted the tri-agency’s results to include the ACA-compliant 
individual off-Exchange market. To estimate what proportion of the off-Exchange membership 
would exit for STLDI coverage, we used the tri-agency’s estimated percent of unsubsidized on-

33Https://obamawhitehouse.archives.gov/sites/default/files/page/files/201701_individual_health_insurance_market_ce
a_issue_brief.pdf
34 While the morbidity difference is likely around 75%, it could be lower, a point that is explored later in the analysis. 
The larger the morbidity difference, the larger the premium impact.
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Exchange enrollees that would migrate to STLDI plans. T o estimate the size of the ACA-compliant 
individual off-Exchange market, we relied on the same CBO analysis that the tri-agencies relied 
on to estimate the effects of the mandate repeal.35 Please note that the tri-agencies’ analysis does 
not specifically state the methods and assumptions used to arrive at their estimated number of 
people who would transition to short-term duration plans. Nor was it indicated what difference in 
assumptions were used to develop the low and high scenario results.

By using the tri-agency’s initial findings and adjusting for off-Exchange membership, we estimate 
that, after accounting for the removal of the individual mandate, the entire ACA-compliant 
individual market would further decrease by between 400,000 enrollees (scenario 1a) and
790,000 enrollees (scenario 1b). The high and low scenarios were also modeled in the tri­
agency’s report. This represents 2.7% to 5.4% of the total estimated ACA-compliant individual 
market in 2019 (based on membership after no individual mandate). Updating the membership 
component of the tri-agency analysis to include off-Exchange membership results in an estimated 
premium increase of 0.7 to 1.4% in 2019, significantly higher than the tri-agency’s estimates.

Scenario 2 -  Transitional Enrollment as Guide (2019 Impact)

To provide further sensitivity testing, Wakely used a second methodology to estimate the effects 
of STLDI plans on the ACA-compliant individual market in 2019. In this analysis, we varied our 
assumptions regarding the estimated size of the ACA-compliant individual market from the 
baseline in the tri-agency’s analysis assumed in scenario 1. In 2017, the off-Exchange market 
decreased in size severely.36 Consequently, we assumed the size of the off-Exchange market 
may be smaller than the CBO estimate relied on in scenario 1. The result was an overall baseline 
individual ACA-compliant enrollment of 15.0 million (both on and off-Exchange) compared to 18.1 
million as assumed in scenario 1.

As discussed, scenario 1 aligned with CBO assumptions of both baseline enrollment (on and off- 
Exchange) and effects of the mandate. A smaller off-Exchange in the baseline could imply that 
the mandate repeal enrollment effects are correspondingly lower. To avoid biasing the analysis 
(i.e., smaller off-Exchange and larger mandate repeal effect), we used all of the key CBO 
projected inputs. If we aligned both the on and off-Exchange market size in scenario 1 with what

35 Theoretically, off-Exchange enrollees would also be at risk for leaving the ACA risk pool due to the mandate repeal. 
However, since the tri-agency analysis included the full effect of the mandate repeal (3 million) on-Exchange it would 
be inappropriate to double count these losses off-Exchange as well.
36http://www.markfarrah.com/healthcare-business-strategy/A-Brief-Look-at-the-Turbulent-Individual-Health-Insurance-
Market.aspx
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was used for scenario 2, the expected premiums effects of STLDIs are 0.9% and 1.8%, 
respectively, higher than they otherwise would have been in scenario 1.

Given the smaller enrollment baseline, we used the Office of the Actuaries’ estimated enrollment 
loss due to the mandate repeal (or 2 million), which is less than the CBO estimated enrollment 
loss.37 Finally, we relied on the experience of transitional enrollment to estimate the demand for 
STLDI plans. In 2014, the Obama Administration allowed individuals that had 2013 (i.e., pre-ACA) 
coverage to continue enrollment in their current plans—often referred to as “grandmothered” 
plans and known as “transitional” plans for the purposes of this analysis. The Brookings Institute 
estimated that approximately 1.6 million people who had initially purchased non-ACA coverage 
before the mandate went into effect in 2014 maintained their non-ACA transitional coverage rather 
than choosing to be uninsured or purchase ACA-compliant coverage.38

While not a perfect proxy, STLDI plans do represent a non-ACA coverage alternative, similar to 
how transitional plans functioned as a non-ACA coverage option for many Americans in 2014. 
Furthermore, not every state allowed transitional plans to exist. States that intervened to protect 
the ACA-compliant individual market and disallow transitional plans may similarly map to states 
that will intervene to protect the ACA market from STLDI plans, which would decrease the STLDI 
market compared to the transitional plan market in 2014. One difference between transitional 
plans and STLDI plans that may impact take-up is that in STLDI plans, individuals would have to 
undergo underwriting at renewal; individuals in transitional plans did not undergo underwriting. 
Also, transitional plans are more generous than STLDI plans and so may attract a somewhat 
different population mix. Individuals that were enrolled in transitional policies in 2014 may have 
since dropped coverage and may not be enrolled in the ACA-compliant individual market— thus 
shifting from different coverage or uninsured status.

To account for the more stringent enrollment requirements for STLDI plans and differences 
compared to transitional plans, as detailed above, we reduced the number of people in transitional 
plans by 50% to create a proxy for the potential STLDI market. The results of this scenario 
estimate that 830,000 people out of 13 million total enrollees, representing 6.4% of enrollment, 
may exit the ACA-compliant individual market. We again assumed a 75% morbidity differential of 
enrollees migrating to STLDI plans from the ACA-compliant individual market. This would result 
in a premium increase of 1.7%. Although this scenario is intended to estimate the impact in 2019, 
there is some sensitivity in the potential STLDI market. In increasing the assumption that the 
potential STLDI market is approximately 50% of the transitional market, the STLDI market may 
begin to converge to a nearer term estimate. This assumes, similar to scenario 3, that it will take

37https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-
Reports/NationalHealthExpendData/Downloads/ProjectionsMethodology.pdf
38 https://www.brookings.edu/wp-content/uploads/2017/10/individualmarketprofitability.pdf
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issuers longer to develop STLDI products compared to the pre-ACA products that had been in 
place for quite some time.

Scenario 3 -  Individual ACA Claims Cost Analysis (Near Term Impact)

The final methodological approach we used was to examine health status and metal level in the 
ACA-compliant individual market as a proxy for an enrollee’s propensity to shift from an ACA plan 
to a STLDI plan. This estimate should be considered a near term estimate, in four to five years, 
as the full impact of the proposed regulation is not immediate; it will take a few years for the full 
effect of STLDI plans to be felt on the ACA-compliant individual market. It will take time for issuers 
to develop STLDI products and (re)build the necessary operations to underwrite. In 2019, as 
illustrated in scenarios 1 and 2, not enough time has lapsed for issuers to have the operational 
capabilities to fully implement STLDI plans. Therefore, scenario 3 estimates are larger than the 
initial two.39

Wakely used a proprietary dataset of nationwide 2016 ACA-compliant individual market enrollees 
that consists of approximately 6.4 million members. We grouped individuals into one of three 
categories listed below to determine those who would be most likely at risk of switching from ACA- 
compliant coverage to STLDI coverage, referred to as the "at risk” group.

Category 1. Individuals enrolled in lower metal level plans. Lower metal levels were defined as 
catastrophic, bronze, and silver regular (no cost-sharing reduction variant) plans.

Category 2. Individuals who were unsubsidized.

Category 3. Individuals who had lower cost sharing (copay, deductible, coinsurance) spending 
levels. Lower spending levels were defined as less than the average cost of a STLDI plan 
premium as identified by the tri-agency’s rule ($124 average monthly premiums in the fourth 
quarter of 2016). Since females would likely to be charged higher than males (due to the 
underwriting process in STLDI plans), different premium levels were assumed by gender.40

Based on the criteria defined above, we identified that approximately 36% of enrollees within the 
individual dataset fell into both Categories 1 and 3. Then, based on the 36% of enrollees, we 
estimated different propensities for shifting coverage from the ACA-compliant individual market 
to the STLDI market by also taking Category 2, the unsubsidized population, into account as

39 Please note that in reality the ACA-compliant individual market will experience large churn between STLDI plans as 
those that become unhealthy will shift to the ACA-compliant individual market and those who consider themselves 
healthy shift out.
40The ACA requires plans to conform to a particular level of actuarial value (i.e., metal levels). Wakely only used 
enrollees that were in catastrophic, bronze, or non-CSR silver plans. Individuals that selected these plans could be 
considered to have revealed preferences for lower premiums and less cost-sharing protection. Lower spending levels 
were identified as having less claims cost than an average STLDI plan as noted in the tri-agency regulation ($124).
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subsidized members are much less likely to drop ACA-compliant individual market coverage. We 
adjusted the data as follows:

• Two scenarios, high and low, were modeled to produce a range of estimates.

• All individuals enrolled off-Exchange and members in catastrophic plans on-Exchange 
(unsubsidized, within Category 2) would be most likely to drop or shift coverage. In the 
low scenario, we assumed a majority of these members would dis-enroll from the ACA- 
compliant individual market. In the high scenario, we assumed 100%.

• Individuals enrolled on-Exchange in bronze and regular silver metal level plans are less 
likely to drop, since a larger portion of these members are likely to be eligible for subsidies. 
For these plans, in the low scenario, we assumed 80% of the unsubsidized members 
would dis-enroll from the ACA-compliant individual market and none of the subsidized 
enrollees would drop coverage. In the high scenario, we assumed 100% of the 
unsubsidized and a small portion of the subsidized members, based on the tri-agency’s 
analysis in scenario 1b, would exit the ACA-compliant individual market.

• By accounting for all three categories listed above, the at risk group ranges from 20% to 
26% of total market enrollees, based on the high and low scenarios. These percentages 
represent the proportion of members, based on the 2019 estimated ACA-compliant 
individual market membership prior to mandate repeal, that will leave due to combined 
impacts of the removal of the individual mandate and the proposed changes to the STLDI 
regulation.

• Applying the enrollment decrease percentages to the ACA-compliant market enrollment, 
pre-repeal mandate, would equate to approximately 3.0 to 3.9 million enrollees in high and 
low scenarios.

Because the identified at risk group would be largely the same population that would be at risk for 
becoming uninsured due to the effective individual mandate repeal, we reduced the potential pool 
of enrollees by the expected enrollment loss due to the mandate repeal, as estimated by CMS’ 
Office of the Actuary, or 2.0 million enrollees.41 This produced the proportion of enrollees that are 
estimated to shift into STLDI coverage. The initial at risk group includes members that may drop 
coverage due to the repeal of the individual mandate or may have disenrolled in 2017 or 2018. 
The data has not been adjusted from 2016; therefore, our estimates reflect higher bounds. This 
results in an estimated 1.0 to 1.9 million individuals who would ultimately be at risk for shifting 
from ACA-compliant individual plans to STLDI plans in the near term.

41https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-
Reports/NationalHealthExpendData/Downloads/ProjectionsMethodology.pdf
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It should be noted that in a world where mandate repeal has stronger effects, the marginal effect 
of STLDI plans may be less. This is because enrollees who are healthier are more likely to be 
uninsured. The extent to which mandate repeal has less of an effect, there is a larger pool of ACA 
individuals that may shift to STLDI plans.

In the high and low scenarios, the same post-mandate repeal enrollment baseline as assumed in 
scenario 2 was used (i.e., an ACA-compliant individual market of 13 million enrollees). The low 
scenario assumes that the relative morbidities of those that leave for STLDI plans compared to 
those that stay in ACA coverage is 75%, whereas the high scenario decreases the morbidity 
differential to 62%. It is possible that in the event of large enrollment decreases, the morbidity 
differential between those that stay and those that leave could be large. To account for the 
potential of more extreme morbidity differences we used a larger difference in health status in the 
high scenario. The final impact results in an enrollment decrease of 8.2% to 15.0% in the ACA- 
compliant individual market and a 2.2% to 6.6% increase in premiums. Again, these assumptions 
show a near term impact of four to five years. The table below includes enrollment for the ACA- 
compliant individual market (both on and off-Exchange) in total and for subsidized enrollees, 
premium impacts, and enrollment impacts. Enrollment levels are estimated prior to the repeal of 
the individual mandate. Then, enrollment and premium impacts are re-estimated based on the 
repeal of the individual mandate, and again after the proposed STLDI regulation change. Both 
the loss of the individual mandate and proliferation of STLDI plans would impact the unsubsidized 
market much more drastically than the subsidized market. The combined impact of both the repeal 
of the mandate and the easing restrictions on STLDI plans would result in premium increases of 
20.5% to 26.3% higher than they otherwise would have been.

Table 2 - Effects of STLDI Proposed Regulation on ACA-Compliant Individual Market Risk
Pool (Different Scenarios)

S ce n a rio S c e n a rio  0a S ce n a rio  0b S ce n a rio  1a S c e n a rio  1 b S c e n a rio  2 S ce n a rio  3a S c e n a rio  3b

Method P roposed  
R u le  Low

Proposed  
R u le  High

Pro p o sed
Rule

A djusted
Low

Pro p o sed
Rule

A djusted
High

Transitional
Enrollm ent

Individual 
A C A  C la im s  

C o s t  Data 
Low

Individual 
A C A  C la im s  

C o s t Data 
High

Y e ar 2019 2019 2019 2019 2019 Near Term  Near Term

Estim ate  Perform ed B y? Tri-Agency5 Tri-Agency5
Tri-Agency, Tri-Agency, 

Wakely Wakely 
Adjusted Adjusted

Wakely Wakely Wakely

O ff-E x ch a n g e  Population In clu d e d ? 1 No No Yes Yes Yes Yes Yes
B ase lin e , with enforcem ent of 
Individual Mandate

Individual Total Enrollment2 13,130,000 13,130,000 18,130,000 18,130,000 15,000,000 15,000,000 15,000,000
Individual Subsidized Enrollment 8,459,000 8,459,000 8,459,000 8,459,000 8,459,000 8,459,000 8,459,000

B ase lin e , with rem oval o f Individual 
Mandate

Increase in Premiums 10.0% 10.0% 10.0% 10.0% 5.8% 5.8% 5.8%
Reduction of Members3 3,400,000 3,400,000 3,400,000 3,400,000 2,000,000 2,000,000 2,000,000

Effects of Short-Term Limited Duration Plans on the ACA-
Compliant Individual Market Association for Community Affiliated Plans



jjJakely page 17

S ce n a rio S c e n a rio  0a S ce n a rio  0b S ce n a rio  1a S c e n a rio  1 b S c e n a rio  2 S ce n a rio  3a S c e n a rio  3b

Method P roposed  
R u le  Low

Proposed  
R u le  High

Pro p o sed
Rule

A djusted
Low

Pro p o sed
Rule

A djusted
High

Transitional
Enrollm ent

Individual 
A C A  C la im s  

C o s t  Data 
Low

Individual 
A C A  C la im s  

C o s t Data 
High

Individual Total Enrollment 9,730,000 9,730,000 14,730,000 14,730,000 13,000,000 13,000,000 13,000,000
Individual Subsidized Enrollment 8,122,000 8,122,000 8,122,000 8,122,000 8,122,000 8,122,000 8,122,000

S ce n a rio , Im pact of S T L D I P lan s

Increase in Premiums4 0.3% 0.6% 0.7% 1.4% 1.7% 2.2% 6.6%
Reduction of Members 100,000 200,000 396,000 791,000 826,000 1,070,000 1,948,000
Decrease in Enrollment -1.0% -2.1% -2.7% -5.4% -6.4% -8.2% -15.0%
Individual Total Enrollment 9,630,000 9,530,000 14,334,000 13,939,000 12,174,000 11,930,000 11,052,000
Individual Subsidized Enrollment 8,112,000 8,102,000 8,112,000 8,102,000 8,122,000 8,122,000 8,122,000

Total Im p acts due to Rem oval of 
Individual Mandate and S T L D I P lan s

Increase in Premiums 10.3% 10.6% 10.8% 11.6% 7.6% 8.2% 12.8%
Reduction of Members 3,500,000 3,600,000 3,796,000 4,191,000 2,826,000 3,070,000 3,948,000
Decrease in Enrollment -26.7% -27.4% -20.9% -23.1% -18.8% -20.5% -26.3%

1 The population includes only on-Exchange ACA-compliant individual membership within the proposed rule (scenarios 0a and 0b) analyses. Both on and off- 
Exchange membership are included within the additional scenarios. Because the proposed rule analyses do not account for effects of the off-Exchange 
market, there will be downstream impacts to market premiums.
2 The baseline ACA-compliant individual market membership, prior to impacts due to the repeal of the individual mandate and STLDI plan regulation change, 
in scenarios 0 and 1 are based on higher on and off-Exchange estimates. These estimates align with CBO assumptions. Scenarios 2 and 3 rely on smaller on 
and off-Exchange baseline estimates. Refer to the quantitative section ’’Scenario 2 - Transitional Enrollment as Guide (2019 Impact)” for further explanation.
3 The reduction in members due to the repeal of the individual mandate in scenarios 0 and 1 are based on CBO assumptions, as assumed within the proposed 
rule analyses. Scenarios 2 and 3 rely on a smaller reduction in members due to the repeal of the individual mandate, as assumed by the Office of the 
Actuaries'. Refer to the quantitative section ’Scenario 2 - Transitional Enrollment as Guide (2019 Impact)” for further explanation.
4 Scenarios 1a - 3a assume that members who leave the ACA-compliant individual market for STLDI coverage cost 25% less on average compared to 
enrollees that remain in the ACA-compliant individual market. Scenario 3b assumes this differential is 38%.
5 See note above regarding the Departments of Treasury, Labor, and Health and Human Services (known as the tri-agency departments) proposed rule. 
Further detail is described within the quantitative section of the report.

Conclusion

In 2016, the Obama Administration enacted a regulation that limited enrollment in STLDI plans. 
Individuals were not allowed to enroll in STLDI plans for more than three consecutive months. 
This was done to prevent STLDI enrollment from harming the ACA-compliant risk pool and to limit 
consumer’s exposure to underwriting, rescissions, annual limits, and other harmful policies that 
were in effect prior to the ACA in 2014. In February of 2018, the Trump Administration proposed 
to reverse the Obama era regulation to make it easier for individuals to stay enrolled in STLDI 
plans. While it would provide healthy individuals access to cheaper, less generous coverage, it 
would also increase premiums for individuals in the ACA risk pool. The effective repeal of the 
mandate starting in 2019 introduces additional uncertainty into the ACA risk pool and is expected 
to increase the morbidity of the risk pool.

Effects of Short-Term Limited Duration Plans on the ACA-
Compliant Individual Market Association for Community Affiliated Plans
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The combination of removing restrictions on STLDI plans and repealing a mandate penalty for 
individuals that sign up for these plans should increase the attractiveness of STLDI plans to 
current ACA enrollees. Using a variety of scenarios, Wakely estimates that STLDI plans will have 
an adverse effect on the ACA individual market and that the effect will grow with time. The impact 
in 2019 is estimated to increase premiums 0.7% to 1.4% and decrease enrollment by 2.7% to 
5.4% in the ACA-compliant individual market. In the near term, once the STLDI market has had 
a chance to expand, we estimate that premiums for ACA-compliant individual enrollees could be 
2.2% to 6.6% higher and enrollment 8.2% to 15.0% lower. The STLDI regulation change 
combined with the repeal of the individual mandate will further exacerbate the impacts and 
increase premiums from 10.8% to 12.8% and decrease enrollment from 20.9% to 26.3% (based 
on 2019 and near term estimates).

Effects of Short-Term Limited Duration Plans on the ACA-
Compliant Individual Market Association for Community Affiliated Plans
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-400 percent of the federal poverty level) to those who had 
employer-sponsored insurance before the ACA with incomes in 
the same range. Among the previously uninsured group, the ACA 
led to a significant decline in the uninsurance rate, decreased 
barriers to medical care, increased the use of outpatient services 
and prescription drugs, and increased diagnoses of 
hypertension, compared to a control group with stable employer- 
sponsored insurance. Changes were largest among previously 
uninsured people with incomes of 138-250 percent of poverty, 
who were eligible for the ACA's cost-sharing reductions. Our 
quasi-experimental approach provides rigorous new evidence 
that the ACA's Marketplaces led to improvements in several 
important health care outcomes, particularly among low-income 
adults.
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With support from the Robert Wood Johnson Foundation (RWJF), the Urban Institute 
is undertaking a comprehensive monitoring and tracking project to examine the 
implementation and effects of health reform. The project began in May 2011 and will take 
place over several years. The Urban Institute will document changes to the implementation 
of national health reform to help states, researchers and policymakers learn from the process 
as it unfolds. Reports that have been prepared as part of this ongoing project can be found 
at www.rwjf.org and www.healthpolicycenter.org.

There have been w idespread reports o f very large 

m arketplace nong roup  prem ium  increases in m ost states 

in 2018.1,2 Below, we provide national estim ates fo r changes 

in the  lowest silver and go ld  plan prem ium s between 2017 

and 2018. The national average increase was 32.0 percent 

fo r the  lowest-priced silver plans and 19.1 percent fo r go ld  

plans, bu t the  increases varied by states. Several reasons are 

behind these large increases. The prem ium  increases reflect 

s ign ificant po licy changes and policy debates specifically 

affecting insurer decisions fo r the 2018 plan year as well 

as more typica l annual considerations such as trend and 

healthcare costs. We delineate the factors th a t con trib u te d  to  

large 2018 m arketp lace p rem ium  increases, p rov ide  state- 

by-state estim ates o f average prem ium  increases in silver (70 

percent actuarial value) and go ld  (80 percent actuarial value) 

plans in the  marketplaces and provide m ore detailed analysis 

o f changes in select markets w ith in  20 states.

O ther f ind in gs  inc lude  the  fo llo w in g :

■  Increases in the  low est silver plan p rem ium s tended  to  

be larger than the  increases in the  low est go ld  prem ium s, 

b u t the re  were several exceptions.

■  There was trem endous varia tion  across states in rates o f 

increase. Some o f the  sm allest increases (in c lud in g  some 

decreases) were in states w ith  h igh 2017 prem ium s.

■  The average low est silver p rem ium s rem ained be low  the 

average low est go ld  p rem ium s in each state we stud ied, 

b u t the  d iffe rence be tw een the  tw o  ranged from  3.0 

percent (D is tric t o f C o lum bia suburbs in M ary land) to  

77.4 percen t (Augusta, Georgia), in the  selected large 

m arkets analyzed.

■  M ore insurers exited m arkets than entered new  m arkets 

in 2018 in ou r s tudy areas.

■  States w ith  M edica id  m anaged care o rgan iza tions an d /o r 

m any com p e tin g  insurers o ffe ring  m arketp lace coverage 

tended  to  have the  low est prem ium s.

BACKGROUND: FACTORS CONTRIBUTING 
TO PREMIUM INCREASES
E lim in a tio n  o f  F ed e ra l R e im b u rse m e n ts o f  C o st-S h a rin g  

R ed u ctio n s. The U.S. D epartm ent o f Health and Human 

Services has stopped re im bursing insurers fo r the  cost-sharing 

reductions (CSRs) tha t m arketplace insurers are legally required 

to  provide elig ib le enrollees w ith  incomes be low  250 percent 

o f the  federal poverty  level (FPL). The Congressional Budget 

O ffice (CBO) estimates th a t th is change w ill increase the 

federal de fic it by $194 b illion  over 10 years.3

W ith o u t the  federal re im bursem ent fo r CSRs, CBO estimates 

th a t insurers w ou ld  increase silver prem ium s by an estim ated

20 percent in 2018; th is increase w ou ld  be over and above 

increases due to  m edical cost in fla tion  or o ther reasons. The 

CBO assum ption, consistent w ith  o ther analyses,4-6 is th a t the 

insurers' costs fo r the  CSRs w ou ld  be incorporated entire ly 

in to  the  silver m arketp lace p rem ium s because the re  was 

no econom ic reason to  ad just p rem ium s fo r go ld , bronze, 

or nonm arke tp lace  plans. As o rig in a lly  legislated, e lig ib le  

individuals could receive CSRs on ly if they purchased silver 

m arketplace prem ium s using a tax credit. An insurer tha t 

spread CSR costs in to  plans not elig ib le fo r CSRs w ould  charge 

prem ium s higher than the value associated w ith  tha t plan,

Changes in Marketplace Premiums, 2017 to 2018 2



leaving them  at a com petitive pricing disadvantage relative 

to  insurers w ho  did not.

In the end, however, the  federal governm ent allowed states 

to  decide how  insurers could address this issue. States could 

require insurers to  select from  several approaches, from  

exclusive load ing o f costs in to  silver m arketplace prem ium s 

to  spreading the  costs across plans in all metal tiers on and 

o ff the  m arketplace. Corlette, Lucia, and Kona found  th a t 26 

states had insurers allocate the CSR costs to  silver marketplace 

prem ium s alone, 8 states had the costs allocated to  silver plans 

on and o ff the marketplaces, three states had insurers spread 

the  costs across all m etal tiers in the  m arketp lace, th ree  had 

insurers spread the  costs across all m etal tiers on and o ff the  

m arketp lace, and in th ree states' approaches varied across 

insurers.7 Inform ation on the rem aining states was no t available.

P o lic y  C h a n g e s  A n t ic ip a te d  to R e d u ce  E n ro llm e n t  in P riva te  

N o n g ro u p  C o vera g e. Beyond ad justm ents  to  accoun t fo r 

e lim in a tio n  o f federal re im bursem en t fo r CSRs, prem ium s 

increased fo r o th e r reasons. T h ro u g h o u t 2017, the  T rum p 

a d m in is tra tion  ind ica ted it m ig h t no t enforce the  ind iv idua l 

m andate  penalties, and the  Tax Cuts and Jobs Act o f 2017 

exp lic itly  set the  pena lties to  zero beg inn ing  in 2019.8 The 

virtua l e lim ination o f advertising funds, the large reduction 

in enro llm ent assistance funds, the shortened open enro llm ent 

period in the  federa lly  fac ilita ted  m arketp laces and some

state-based marketplaces, and reduced hours o f access to  the 

h e a lth care .go v  enro llm ent platform , all fu rthe r increased the 

uncerta in ty in the  market. Insurers feared tha t these changes 

w ou ld  reduce enrollm ent, leave a less healthy risk pool, increase 

average claims costs per enrollee, and provide insurers strong 

incentives to  increase prem ium s at all coverage levels. Such 

incentives affect prem ium s both on and o ff the marketplaces 

because the entire nongroup insurance market is risk adjusted 

as a un iform  pool.

A n n u a l A d ju stm e n ts  B a se d  on  the P rio r Year's Exp erien ce . 

Finally, the  2018 p rem ium  increases th a t we observe 

re flect ho w  insurers fe lt ab ou t the  adequacy o f th e ir 2017 

prem ium s. First, if  the  risk pool was be tte r or worse than 

had been an tic ipa ted  in 2017, insurers like ly  ad justed th e ir 

risk expecta tions (and th e ir  p rem ium s) fo r 2018. Second, 

if the re  is s ign ifican t m arke t co m p e titio n , insurers w ill no t 

increase p rem ium s m ore than necessary because large 

prem ium  increases w o u ld  risk losing m arke t share. Larger- 

than-necessary prem ium s also mean insurers w ou ld  be forced 

to  provide rebates because o f m edical loss ratio regulations. 

However, if an insurer is facing litt le  or reduced com pe tition  

(perhaps due to  o ther insurers ex iting the  m arket in 2018 or 

low  prio r insurer partic ipa tion ), p rem ium  increases tend  to  

be higher.9 Third , prem ium s are adjusted based on medical 

in fla tion or expectations o f changes in the in tensity o f health 

care service use.

DATA AND METHODS
We analyze nong roup  m arketplace prem ium  and insurer 

pa rtic ipa tion  data fo r the  2017 and 2018 plan years. These 

data were taken from  the h e a lth ca re .g o v  pub lic  use files, state 

m arketplace websites, and state de pa rtm e n t o f insurance 

websites w hen necessary. We use the state depa rtm en t o f 

insurance websites to  access insurer rate filings to  ob ta in  data 

th a t w ere unavailable from  state m arketplace websites.

Our prem ium  analyses focus on the  lowest silver and lowest 

go ld  p rem ium s fo r a 40-year-o ld  nonsm oker. Because o f 

the  fixed age ra ting  curves in each state, using prem ium s 

fo r a 40-year-o ld does no t affect our find ings . The lowest 

silver p rem ium  is the  low est-p riced o p tio n  available in the  

m ost popu la r actuaria l value (m etal) tier. We also analyzed 

percentage changes in the  benchm ark (second low est cost 

silver) p rem ium s in each ra ting  reg ion and fou nd  them  

s im ilar to  the  percentage changes in the  low est silver 

prem ium s; these are shown in A pp en d ix  Table A-1. We also 

present data fo r the  low est go ld  p rem ium s because 2018 

silver p rem ium s were m ore fre q u e n tly  a ffected by the 

cessation o f federal CSR paym ents.

We present these data in th ree  d iffe re n t ways. First, we 

com pu te  sta te-specific  w e igh ted  averages o f the  lowest 

silver p rem ium  available in each o f the  state's p rem ium  

ra ting  regions; we do the  same fo r the  low est go ld  p rem ium  

available in each o f the  state's regions. These averages 

are w e igh ted  by the  p o p u la tio n  in each reg ion and are 

presented in (Table 1). Second, we present ra ting  re g io n - 

level p rem ium  data fo r  32 large m e trop o litan  areas in 20 

states (Table 2). We present the  low est silver and go ld 

p rem ium s in each o f these ra ting  regions in 2017 and 2018. 

We then  calcula te the  percentage change in the  lowest 

prem ium  w ith in  each reg ion. Third , we show  the low est silver 

and go ld  p rem ium s offered by e a ch  in su re r  pa rtic ip a ting  in 

each ra ting  reg ion in 2017 and 2018 to  show  the  com p e titive  

dynam ics in these large po p u la tio n  areas (Tables 3 th rou gh  

22). The average percentage change across insurers, also 

shown in these tables, are calcula ted over the  insurers 

pa rtic ip a tin g  in bo th  years.
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RESULTS
Table 1 provides statew ide averages fo r the lowest silver and 

go ld plan prem ium s and the relative change in the prem ium s 

between 2017 and 2018 in add ition  to  popu lation weighted 

national averages.10 These find ings are consistent w ith  those 

o f the  Kaiser Family Foundation.1 These popu lation-w eighted 

average prem ium s fo r the  lowest silver and lowest gold 

prem ium s (2017 and 2018) are fo r a 40-year-old nonsmoker. 

The national average increase in the lowest silver and lowest 

go ld  p rem ium s betw een 2017 and 2018 are 32.0 percent 

and 19.1 percent, respectively, bu t the variation across states 

is substantial. State changes in average lowest-priced silver 

prem ium s ranged from  a 22.5 percent reduction (Alaska) to 

a 117.5 percent increase (Iowa). Lowest go ld plan prem ium  

changes ranged from  a 27.9 percent reduction (Alaska) to  a

62.1 percent increase (Kentucky). Fifteen states had increases 

in average lowest silver prem ium s o f m ore than 40 percent. 

But fou r states had increases o f 10 percent or less, and fou r 

others had reductions in average lowest silver premiums.

Silver prem ium  increases were generally h igher than go ld 

prem ium  increases, bu t this was no t consistent across all states. 

For example, g row th  in go ld prem ium s exceeded tha t in silver 

prem ium s in Connecticut and M aryland, even though  insurers 

in bo th  states were instructed to  load all expected CSR costs 

in to  the ir silver m arketplace prem ium s.7 G rowth in average 

lowest silver and go ld prem ium s were com parable in Colorado, 

Mississippi, and Oklahoma, bu t those states instructed insurers 

to  spread the ir CSR costs across all actuarial value tiers.

Table 1: Increases in Lowest Marketplace Silver and Gold Premiums by State, 2017-2018 
Monthly Premiums are for a 40-year-old nonsmoker

State

State Average Lowest Silver Prem ium State Average Lowest Gold Prem ium

2017 2018
Percentage Change 

2017-2018 2017 2018
Percentage Change 

2017-2018

U.S. Average $342 $444 32.0% $439 $518 19.1%

Alabama $435 $515 18.5% $571 $582 2.0%

Alaska $901 $698 -22.5% $1,080 $778 -27.9%

Arizona $497 $487 -2.0% $660 $627 -4.9%

Arkansas $281 $341 21.2% $365 $410 12.3%

California $317 $394 24.1% $360 $411 14.3%

Colorado $317 $413 30.2% $380 $501 31.9%

Connecticut $433 $539 24.7% $450 $603 34.0%

D.C. $275 $317 15.0% $353 $385 9.3%

Delaware $414 $573 38.3% $537 $706 31.5%

Florida $323 $458 41.8% $429 $489 13.9%

Georgia $312 $482 54.7% $439 $617 40.7%

Hawaii $325 $437 34.4% $379 $449 18.3%

Idaho1 $344 $475 37.9% $446 $485 8.6%

Illinois $350 $474 35.3% $470 $536 14.0%

Indiana $261 $332 26.9% $345 $456 32.2%

Iowa2 $320 $695 117.5% $558 $787 40.9%

Kansas $362 $481 32.8% $402 $446 11.0%

Kentucky $253 $420 66.2% $334 $541 62.1%

Louisiana $403 $455 12.9% $519 $562 8.3%

Maine $371 $551 48.6% $526 $636 20.9%

Maryland $324 $436 34.7% $309 $456 47.6%

Massachusetts $241 $306 26.8% $329 $375 14.1%

Michigan $260 $349 34.0% $343 $381 11.1%
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Table 1 continued

State

State Average Lowest Silver Prem ium State Average Lowest Gold Prem ium

2017 2018
Percentage Change 

2017-2018 2017 2018
Percentage Change 

2017-2018

Minnesota $429 $365 -15.1% $496 $458 -7.6%

Mississippi $327 $478 46.5% $435 $648 48.9%

Missouri3 $365 $487 33.5% $490 $715 45.7%

Montana $418 $494 18.2% $560 $582 3.8%

Nebraska4 $464 $689 48.6% $518 $753 45.5%

Nevada $306 $445 45.6% $412 $516 25.0%

New Hampshire $266 $457 71.9% $345 $524 51.5%

New Jersey $338 $399 18.1% $606 $646 6.7%

New Mexico $239 $414 73.4% $279 $347 24.5%

New York $439 $484 10.3% $517 $571 10.5%

North Carolina $517 $601 16.3% $670 $656 -2.1%

North Dakota $325 $293 -9.8% $416 $392 -5.7%

Ohio5 $251 $347 38.2% $328 $420 27.8%

Oklahoma $495 $520 5.1% $623 $662 6.4%

Oregon $311 $410 31.9% $370 $444 20.1%

Pennsylvania $347 $453 30.6% $435 $462 6.2%

Rhode Island $243 $287 18.3% $307 $300 -2.3%

South Carolina $389 $524 34.4% $493 $550 11.5%

South Dakota $430 $467 8.6% $576 $559 -2.9%

Tennessee6 $433 $597 37.9% $673 $910 35.2%

Texas $279 $394 41.3% $349 $435 24.6%

Utah $308 $528 71.3% $466 $615 32.1%

Vermont $470 $474 0.8% $531 $569 7.1%

Virginia $309 $506 64.0% $426 $631 48.1%

Washington $238 $326 37.0% $318 $399 25.3%

West Virginia $440 $514 16.9% $552 $686 24.3%

Wisconsin $350 $502 43.5% $444 $517 16.4%

Wyoming $494 $860 74.0% $606 $710 17.3%

Source: Healthcare.gov public use files and relevant state marketplace websites and rate filings 
1: Idaho combined rating area 7  into rating area 5  fo r  the 201 8 plan year.
2: Rating regions 1—3 d id  not have a gold plan offered in 2017  and have been removed from  the gold average. 
3: Rating region 4  did not have a gold plan offered in 201 7  and has been removed from  the gold average.
4: Rating regions 2 - 4  d id  not have a gold plan offered in 2017  and have been removed from  the gold average. 
5: Rating region 6  did not have a gold plan offered in 2018 and has been removed from  the gold average.
6: Rating region 2  did not have a gold plan offered in 201 7  and has been removed from  the gold average.

Table 2 shows the  lowest silver and lowest go ld  prem ium s 

in 32 rating regions in 20 states in 2017 and 2018, the 

percentage change between years, and the percentage 

difference between silver and go ld  prem ium s in 2018. States 

are ordered from  lowest 2017 silver prem ium s to  h ighest 

2017 silver prem ium s. Consistent w ith  Table 1,2018 increases 

in lowest silver prem ium s tend to  be h igh in these markets, 

m any around 40 percent, tho ugh  there  is considerable

variation. Lowest go ld  prem ium  increases are usually smaller, 

bu t th is is no t always the  case. Differences between 2017 and 

2018 go ld prem ium s in m any markets are betw een 20 and 

40 percent. Silver prem ium s in all b u t 6 o f the  20 states (West 

V irg inia, O klahom a, Arizona, Georgia, Indiana, and Missouri) 

w ou ld  have been expected to  increase m ore than go ld plan 

prem ium s because insurers were instructed to  load the ir 

expected costs fo r p rov id ing  CSRs in to  the ir silver plans only.11
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Table 2: Increases in Silver and Gold Marketplace Premiums in Selected Large Markets,
2017-2018
Monthly Premiums are for a 40-year-old nonsmoker

Lowest Silver Prem ium  Offered Lowest Gold Prem ium  Offered Percentage

State City Percentage Percentage Difference between

2017 2018 Change 2017 2018 Change Silver and Gold
2017-2018 2017-2018 Premiums 2018

Washington Seattle (Region 1) $235 $328 39.6% $317 $414 30.7% 26.2%

Rhode Island Entire state (Region 1) $247 $287 16.2% $307 $300 -2.6% 4.3%

Columbus (Region 9) $284 $385 35.4% $367 $464 26.6% 20.6%
Ohio

Cleveland (Region 11) $224 $307 36.8% $312 $376 20.3% 22.3%

Michigan Detroit (Region 1) $233 $298 27.7% $306 $341 9.0% 14.5%

Indiana Indianapolis (Region 10) $284 $364 28.2% $364 $501 37.6% 37.5%

Dallas-Fort Worth (Region 8) $277 $411 48.4% $334 $438 31.2% 6.6%
Texas

Houston (Region 10) $283 $390 37.9% $341 $426 25.0% 9.2%

Richmond (Region 7) $289 $439 51.6% $403 $483 19.8% 10.2%
Virginia

Northern Virginia (Region 10) $296 $447 51.4% $396 $483 21.9% 8.0%

Atlanta (Region 3) $264 $417 57.8% $362 $465 28.3% 11.5%
Georgia

Augusta (Region 5) $322 $464 44.3% $495 $824 66.5% 77.4%

West Los Angeles (Region 16) $256 $339 32.4% $287 $353 22.8% 3.9%

California San Diego (Region 19) $297 $392 32.1% $332 $416 25.1% 6.2%

Sacramento (Region 3) $402 $446 11.0% $445 $460 3.5% 3.2%

Miami (Region 43) $296 $435 46.7% $372 $456 22.4% 4.9%
Florida

Tampa (Region 28) $305 $428 40.3% $395 $460 16.4% 7.5%

Baltimore (Region 1) $309 $436 41.1% $401 $450 12.1% 3.1%
Maryland

DC Suburbs (Region 3) $309 $436 41.1% $401 $450 12.1% 3.0%

Kansas City (Region 3) $342 $484 41.7% $448 $709 58.4% 46.5%
Missouri

St. Louis (Region 6) $305 $421 38.0% $400 $636 59.2% 51.2%

Maine Portland (Region 1) $334 $489 46.2% $472 $570 20.7% 16.6%

Nashville Region 4) $400 $550 37.7% $542 $824 67.0% 49.8%
Tennessee

Memphis (Region 6) $398 $601 51.2% $539 $989 83.6% 64.5%

Alabama Birmingham (Region 3) $457 $542 18.5% $600 $612 2.0% 13.0%

New York City (Region 4) $454 $504 11.2% $533 $595 11.6% 17.9%
New York1

Long Island (Region 8) $446 $480 20.6% $525 $567 8.1% 18.3%

West Virginia Charleston (Region 2) $505 $555 9.8% $638 $747 17.0% 34.5%

Oklahoma Oklahoma City (Region 3) $485 $507 4.5% $610 $690 13.1% 36.0%

Phoenix (Region 4) $475 $471 -0.9% $661 $621 -6.0% 31.9%
Arizona

Tucson (Region 6) $349 $332 -4.9% $455 $438 -3.8% 31.9%

North Carolina Charlotte (Region 4) $565 $659 16.7% $716 $703 -1.8% 6.7%

Source: Healthcare.gov public use files and relevant state marketplace websites and rate filings
1: New York has pure community rating and as such this premium is not necessarily representative o f  a 40-year-old
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In each market, the lowest go ld prem ium  remains higher than 

the lowest silver prem ium  in 2018 despite the  differences 

in g row th  across the  tiers, b u t in m any markets, the  relative 

difference between the silver and go ld prem ium s has 

decreased considerably. In a few  markets, prem ium  increases 

are low  or even negative, likely reflecting adjustm ents from  

large prem ium  increases in the  previous year and the desire 

to  avoid paying rebates in 2018.

The increase in the lowest silver and go ld prem ium s available 

in each area varies considerably. Many markets w ith  low  

prem ium s in 2017 have large increases in 2018. This includes 

the Seattle, W ashington market, w ith  a 39.6 percent increase in 

its lowest silver prem ium  and 30.7 percent increase in its lowest 

go ld prem ium . In Richmond, Virginia, the lowest silver prem ium  

increased by 51.6 percent, and the  low est go ld  p rem ium  

increased by 19.8 percent. In N orthe rn  V irg in ia , the  lowest 

silver p rem ium  increased by 51.4 percent, and the  lowest 

go ld prem ium  increased by 21.9 percent. In Miami, Florida, 

the lowest silver prem ium  increased by 46.7 percent, and the 

lowest go ld prem ium  increased by 22.4 percent. In Tampa, 

Florida, the  lowest silver prem ium  increased by 40.3 percent, 

and the lowest go ld prem ium  increased by 16.4 percent.

A t the o ther extreme, prem ium  increases were small in several 

markets, though  generally smaller fo r go ld than fo r silver, given 

the necessary adjustm ents fo r CSRs. These small increases were 

typ ica lly in states w ith  2017 prem ium s higher than the national 

average. For example, in Charlotte, North Carolina, the lowest 

silver prem ium  increased by 16.7 percent, and the lowest gold 

prem ium  declined by 1.8 percent. In B irm ingham , Alabama, the 

lowest silver prem ium  increased by 18.5 percent, and the  lowest 

go ld  prem ium  increased by 2.0 percent. In Phoenix, Arizona, 

the  lowest silver prem ium  declined by 0.9 percent, and the 

lowest go ld  prem ium  declined by 6.0 percent. In Tucson, the 

lowest silver plan prem ium  decreased by 4.9 percent, and the 

lowest go ld prem ium  declined by 3.8 percent.

The last co lum n o f Table 2 shows th a t the  low est silver and 

go ld  p rem ium s in m any o f these m arkets were s im ilar by

2018, even th o u g h  the  actuaria l value o f the  go ld  plans 

are 14 percent (80/70=1.14) h igher than th a t o f the  silver 

plans. Generally, before 2018, go ld prem ium s exceeded silver 

prem ium s by more than 14 percent, ow ing to  insurers pricing 

in h igher utilization for go ld plans because o f the ir lower 

cost-sharing requirem ents and o ther factors. To a substantial 

degree, the reduction in prem ium  differences between gold 

and silver plans in 2018 is because m ost insurers adjusted the ir 

silver p rem ium s up to  account fo r the  federal go ve rnm en t 

e lim in a tin g  re im bursem en t fo r  CSRs. In 15 o f the  32 m arkets 

stud ied , the  d iffe rence be tw een silver and go ld  p rem ium s is 

now  less than  14 percent. In Baltim ore; the  D.C. suburbs o f 

M ary land; Sacram ento and W est Los Angeles, Californ ia ; and 

Rhode Island, the  p rem ium  differences are 4 percent or less. 

But large re la tive p rem ium  d ifferences be tw een silver and 

go ld  plans persist w here the  CSR ad justm ents  were made 

m ore b road ly  (e.g., Ind ianapo lis  and O klahom a City), and 

even in Nashville (49.8 percent difference) and M em phis (64.5 

percent difference), Tennessee, where CSR ad justm ents were 

all made to  silver plan prem iums.

A Closer Look at Changes in 32 Large Markets 
in 20 States

Table 2 shows the  increases in p rem ium s fo r the  low est- 

priced silver and go ld  plans in large m arkets in 20 states. 

Below, we look  at the  increases in the  low est-p riced plans 

offered by each insurer in these m arkets. We also no te  the  

insurers w h o  en ter and ex it each m arket and w h ich  insurers 

rem ain and o ffe r the  low est p rem ium  o p tio n . In the  32 ra ting 

reg ions w e study, 21 reg ions saw exits, and 7 reg ions had 

an add itiona l insurer en ter the  m arke t fo r 2018. A n them  

and Hum ana le ft 8 and 7 regions, respective ly. In 17 o f the  

32 regions, the  low est-p riced silver plan was offered by an 

insurer th a t p rev iously  opera ted on ly  in the  M edica id  m arket 

b u t en tered the  priva te  m arket because o f the  A ffo rdab le  

Care Act (ACA). We present the  states in the same order as they 

appear in Table 2, from  the  low est 2017 silver p rem ium s to  

the  highest.
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Table 3: Lowest Silver and Gold Monthly Premiums for a 40-Year-Old, by Insurer, 
Selected Rating Areas, 2017-2018
Washington

Insurer
Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 1: Seattle, Bellevue

Coordinated Care $235 $328 39.6% $317 $419 32.3%

Molina HealthCare $257 $385 49.7% $320 $476 48.9%

Group Health (Kaiser) $280 $404 44.2% $344 $414 20.2%

BridgeSpan $315 NA NA $409 NA NA

Lifewise $324 NA NA $417 NA NA

Regence $326 NA NA $433 NA NA

Premera $404 $517 27.9% $501 $617 23.4%

Average Percentage Change 
Across Insurers

40.3% 31.2%

Percentage Change in 
Region's Lowest-Premium 
Option

39.6% 30.7%

Source: Washington Healthplan Finder
Note: Insurers instructed to load the cost o f  cost-sharing reductions into silver marketplace premiums only.

W a s h in g to n  (T a b le  3 ) . In the  Seattle reg ion, th ree Blue 

Cross Blue Shield insurers le ft the  m arketp lace afte r 2017: 

Lifewise, BridgeSpan, and Regence. The low est silver 

prem ium  increased by 39.6 percent between 2017 and 2018, 

and the  low est go ld  p rem ium  increased by 30.7 percent. 

C oord ina ted Care, a p ro d u c t o f the  national M edica id 

chain Centene C orpo ra tion , offers the  region's low est silver

R h o d e  Islan d  (T a b le  4 ) . Rhode Island has a single statewide 

rating region, and the lowest silver prem ium  increased by 16.2 

percent between 2017 and 2018, w h ile  the lowest gold prem ium  

decreased by -2.6 percent. The insurer w ith  the lowest 2017 

prem ium , Ne ighborhood Health Plan, increased its prem ium  

the least, by 16.2 percent, and reduced its gold prem ium  by 2.6 

percent. In contrast, Blue Cross Blue Shield increased its silver

prem ium . M olina , ano the r national M edica id  chain, is the 

second low est cost insurer. C oord ina ted Care and Group 

Health (now  ow ned by Kaiser) have the  low est 2018 go ld  

prem ium s. Each insurer's low est go ld  p rem ium  exceeds 

its low est silver prem ium , a lth ou gh  G roup Health's lowest 

go ld  p rem ium  is on ly  $10 per m on th  h igher than its lowest 

silver prem ium .

prem ium  by 42.7 percent, presumably because o f adjustments 

due to  e lim ination o f CSR reimbursements bu t also perhaps 

ou t o f fear o f the im plications o f reduced enforcem ent o f the 

individual mandate and other sources o f uncerta inty about 

the 2018 insurance risk pool. Blue Cross Blue Shield lowered its 

lowest go ld prem ium  by more than 9 percent relative to  2017, 

and it is now  be low  its lowest silver prem ium .

Table 4: Lowest Silver and Gold Monthly Premiums for a 40-Year-Old, by Insurer, 
Selected Rating Areas, 2017-2018
Rhode Island

Rating Region 1: Entire State

Neighborhood Health Plan $247 $287 16.2% $307 $300 -2.6%

Blue Cross Blue Shield 
of Rhode Island

$270 $385 42.7% $360 $327 -9.1%

Average Change Across 
All Insurers

29.5% -5.9%

Percentage Change in 
Lowest-Premium Option

16.2% -2.6%

Source: Healthsource RI
Note: Insurers instructed to load the cost o f  cost-sharing reductions into silver marketplace premiums only.

Lowest Gold Prem ium

Percent Change 
2017-20182017 2018

Lowest Silver Prem ium

Percent Change 
2017-2018
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Table 5: Lowest Silver and Gold M onthly Premiums for a 40-Year-Old, by Insurer,
Selected Rating Areas, 2 0 1 7-2018
Ohio

Insurer
Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 9: Columbus

CareSource $284 $385 35.4% $367 $464 26.6%

Molina Marketplace $301 $461 53.5% $383 $501 30.8%

MedMutual $326 $423 29.9% $402 $515 28.0%

Anthem Blue Cross 
and Blue Shield

$342 NA NA $467 NA NA

Ambetter from Buckeye 
Health Plan

NA $417 NA NA $531 NA

Average Percentage Change 
Across Insurers

39.6% 28.5%

Percentage Change in 
Region's Lowest-Premium 
Option

35.4% 26.6%

Rating Region 11: Cleveland

Ambetter from Buckeye 
Health Plan

$224 $307 36.8% $312 $391 25.3%

Molina Marketplace $252 $346 37.2% $321 $376 16.9%

CareSource $253 $319 26.2% $326 $385 18.0%

Anthem Blue Cross 
and Blue Shield

$363 NA NA $496 NA NA

MedMutual $376 $364 -3.1% $470 $440 -6.3%

Oscar NA $434 NA NA $509 NA

Average Percentage Change 
Across Insurers

24.3% 13.5%

Percentage Change in 
Region's Lowest-Premium 
Option

36.8% 20.3%

Source: Healthcare.gov Public Use File
Note: Insurers instructed to load the cost o f  cost-sharing reductions into silver marketplace premiums only.

O h io  (T a b le  5 ) . O hio has had low  prem ium s because o f 

m arketp lace c o m p e titio n  from  M ed ica id  m anaged care 

organ izations. A n them  le ft the  C o lum bus and Cleveland 

marketplaces after 2017, w h ile  Oscar entered the  Cleveland 

m arketplace fo r 2018. Caresource, the  lowest silver prem ium  

op tion  in Columbus in 2017, increased its prem ium  by 35.4 

percent in 2018 bu t rem ained the  lowest-priced op tion . 

Caresource increased its lowest go ld prem ium  by 26.6 percent. 

M olina, another Medicaid managed care organization, was the 

second-low est-cost insurer in 2017, b u t its 53.5 percent silver

prem ium  increase makes it the  h ighest-priced insurer in 2018. 

M olina had a smaller bu t still large increase in the ir lowest 

go ld  prem ium  (30.8 percent).

In Cleveland, the  lowest silver prem ium  increased by 36.8 

percent, and the  lowest go ld  prem ium  increased by 20.3 

percent. M edM utua l, Cleveland's h ighest-priced insurer in 

2017, lowered the prem ium s fo r its lowest-priced silver and 

go ld options, ye t its 2018 prem ium s remain high relative to  

m ost o f its com petito rs  there.
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Table 6: Lowest Silver and Gold Monthly Premiums for a 40-Year-Old, by Insurer, 
Selected Rating Areas, 2017-2018
Michigan

Insurer
Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 1: Detroit

Meridian Health Plan $233 $360 54.4% $313 $345 10.0%

Molina $237 $358 51.4% $306 $361 18.2%

Total Health Care USA, Inc. $244 $298 22.0% $311 $341 9.7%

Blue Care Network 
of Michigan

$261 $332 27.2% $416 $486 16.9%

Health Alliance Plan (HAP) $299 NA NA $364 NA NA

McLaren Health Plan, Inc. $308 $411 33.2% $398 $448 12.4%

Priority Health $312 $375 20.0% NA $525 NA

Humana Medical Plan 
of Michigan Inc.

$315 NA NA NA NA NA

Blue Cross Blue Shield 
of Michigan (MSP)

$371 $519 40.1% $581 $702 20.8%

Average Percentage Change 
Across Insurers

35.5% 14.7%

Percentage Change in 
Region's Lowest-Premium 
Option

27.7% 11.6%

Source: Healthcare.gov Public Use File
Note: Insurers instructed to load the cost o f  cost-sharing reductions into silver marketplace premiums only.
Although required by law under the Affordable Care Act, neither Humana nor Priority Health appeared to offer gold-level plans in 2017, and Humana does not seem to be offering one in 2018 either.

M ic h ig a n  (T a b le  6 ) . M ich igan required insurers to  allocate CSR 

expenses in fu ll to  silver m arketplace plans. The D e tro it m arket 

had nine insurers in 2017, and prem ium s were low. Humana 

and Health A lliance Plan le ft the  m arketplace before 2018.

The lowest silver prem ium  increased by 27.7 percent, and the 

lowest go ld  prem ium  increased by 11.6 percent. M olina and 

M erid ian Health Plan offered the  lowest silver prem ium s in

2017, bu t they bo th  increased those prem ium s by m ore than 

50 percent fo r 2018, m aking Total Healthcare USA and the 

BlueCare Netw ork's silver o ffe rings the  low est priced in 

D e tro it fo r 2018. M eridian's low est go ld  p rem ium  is $15 

per m o n th  be low  its low est silver prem ium  in 2018, and 

Molina's low est go ld  p rem ium  is on ly  $3 h igher than its 

lowest silver prem ium .

Table 7: Lowest Silver and Gold Monthly Premiums for a 40-Year-Old, by Insurer, 
Selected Rating Areas, 2017-2018
Indiana

Insurer
Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018
Rating Region 10: Indianapolis

Ambetter $284 $364 28.2% $391 $514 31.2%
Caresource $286 $366 28.1% $364 $501 37.6%
MDwise $317 NA NA $424 NA NA
Anthem $414 NA NA $647 NA NA

Average Percentage Change 
Across Insurers

28.2% 34.4%

Percentage Change in 
Region's Lowest-Premium 
Option

28.2% 37.6%

Source: Healthcare.gov Public Use File
Note: Insurers instructed to load the cost o f  cost-sharing reductions into all marketplace metal tiers.
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In d ia n a  (T a b le  7 ) . In Indiana, insurers were required to  

spread p rem ium  increases fo r CSRs across all m etal tiers 

in the  m arketp lace. The increases in silver p rem ium s are 

m ore com parab le  w ith  increases in go ld  prem ium s. A n them  

and M Dwise, le ft the  Ind ianapo lis  m arketp lace a fte r 2017. 

The rem a in ing insurers are the  national M edica id  chains

A m b e tte r and CareSource. Their low est silver and go ld 

p rem ium s are s im ilar to  each other, as were th e ir  2017 

prem ium s. A m b e tte r increased its low est silver p rem ium  by

28.2 percen t and its low est go ld  prem ium  by 31.2 percent. 

CareSource increased its low est silver prem ium  by 28.1 

percent and its low est go ld  p rem ium  by 37.6 percent.

Table 8: Lowest Silver and Gold Monthly Premiums for a 40-Year-Old, by Insurer, 
Selected Rating Areas, 2017-2018
Texas

Insurer
Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 8: Dallas/Fort Worth

Molina Healthcare of Texas $277 $411 48.4% $334 $438 31.2%

Ambetter $322 $415 29.0% $450 $481 6.9%

Blue Cross Blue Shield 
ofTexas

$449 $570 27.0% $563 $559 -0.7%

Average Percentage Change 
Across Insurers

34.8% 12.5%

Percentage Change in 
Region's Lowest-Premium 
Option

48.4% 31.2%

Rating Region 10: Houston

Molina Healthcare of Texas $283 $399 41.3% $341 $426 25.0%

Community Health 
Choice, Inc.

$311 $460 48.0% $364 $503 38.1%

Blue Cross Blue Shield 
ofTexas

$431 $545 26.5% $540 $534 -1.1%

Ambetter NA $390 NA NA $452 NA

Average Percentage Change 
Across Insurers

38.6% 20.7%

Percentage Change in 
Region's Lowest-Premium 
Option

37.9% 25.0%

Source: Healthcare.gov Public Use File
Note: Insurers instructed to load the cost o f  cost-sharing reductions into silver marketplace premiums only.

T e x a s  (T a b le  8 ) . Texas also required insurers to  allocate the  cost 

o f CSRs to  marketplace silver plans. The lowest silver prem ium s 

in Dallas-Fort W orth increased by 48.4 percent and the lowest 

go ld  prem ium  increased by 31.2 percent. The increase in 

the  lowest silver prem ium  in Houston was 37.9 percent, and 

the  increase fo r the  lowest go ld  prem ium  was 25.0 percent. 

Molina and Am better, bo th national M edicaid chains, have the

lowest prem ium  silver plans in bo th  markets in 2018, as well 

as the lowest go ld prem iums. A m be tte r entered the Houston 

m arketplace in 2018. For Am better, M olina, and Com m unity 

Health Choice, the ir respective lowest go ld prem ium  in 2018 is 

higher than the lowest silver prem ium . Blue Cross Blue Shield's 

lowest go ld prem ium  is now  $11 per m onth  lower than its 

lowest silver prem ium  fo r a 40-year-old nonsmoker.
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Table 9: Lowest Silver and Gold Monthly Premiums for a 40-Year-Old, by Insurer, 
Selected Rating Areas, 2017-2018
Virginia

Insurer

Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 7: Richmond

Aetna $289 NA NA NA NA NA

Cigna $296 $439 48.0% $403 $719 78.2%

Anthem HealthKeepers $303 $497 64.2% $435 $740 70.1%

Kaiser Permanente $329 $447 36.0% $457 $483 5.7%

United Healthcare $333 NA NA $482 NA NA

Anthem (MSP) $341 NA NA NA NA NA

Piedmont Community 
Health Care

$357 $572 60.0% $437 $696 59.3%

Optima Health NA $900 NA NA $1,343 NA

Average Percentage Change 
Across Insurers

52.0% 53.3%

Percentage Change in 
Region's Lowest-Premium 
Option

51.6% 19.8%

Rating Region 10: Washington D.C. suburbs

Innovation Health 
Insurance Company

$296 NA NA $396 NA NA

Cigna $313 $458 46.1% $426 $750 75.8%

United Healthcare1 $319 NA NA NA NA NA

Kaiser Permanente $329 $447 36.0% $457 $483 5.7%

Anthem HealthKeepers $336 $511 52.3% $482 $770 59.7%

Anthem (MSP) $378 NA NA NA NA NA

CareFirst BlueChoice, Inc. $432 $720 66.7% $498 $653 31.1%

Group Hospitalization and 
Medical Services (Carefirst)

$466 $928 98.9% $556 $807 45.1%

Average Percentage Change 
Across Insurers

60.0% 43.5%

Percentage Change in 
Region's Lowest-Premium 
Option

51.4% 21.9%

Source: Healthcare.gov Public Use File
Note: Insurers instructed to load the cost o f  cost-sharing reductions into silver marketplace premiums only.
1: Although required by law under the Affordable Care Act, United d id  not offer a gold plan during the 20 1 7  plan year.

V irg in ia  (T a b le  9 ) . In Richmond, Aetna, Anthem  (M ultistate 

Plan, a Preferred Provider Organization), and United Healthcare 

le ft the marketplace after 2017, and O ptim a Health entered 

fo r 2018. In Northern Virginia, Anthem  (M ultistate Plan), 

Innovation, and United Healthcare le ft the marketplace. The 

lowest silver prem ium  increased by 51.6 percent in Richmond 

and by 51.4 percent in the W ashington, D.C. suburbs. The lowest 

go ld prem ium  increased by 19.8 percent in Richmond and 21.9 

percent in the W ashington, D.C. suburbs. A lm ost all insurers 

(Kaiser is the  exception) have large p rem ium  increases in 

bo th  m etal tiers, despite  the  state requ irem en t th a t CSR 

costs be loaded o n to  silver m arketp lace prem ium s alone. 

A n them  HealthKeepers and Cigna increased the ir lowest go ld 

prem ium s m ore than 70 percent in Richmond and 60 and 76

percent, respectively, in the  W ashington, D.C. suburbs. These 

are larger increases than those made fo r the ir lowest silver 

prem ium s in both rating areas.

A lthough no t the lowest-priced insurer in 2017, Kaiser offers 

the lowest silver and go ld prem ium s in the DC suburbs. In 

Richmond, Kaiser has by far the  lowest go ld prem ium  and is just 

s lightly above Cigna's lowest priced silver op tion . Kaiser's lowest 

silver prem ium  increased 36.0 percent in each market, and its 

go ld prem ium  increased on ly 5.7 percent in 2018. These were 

the  smallest increases o f any insurer in these marketplaces. 

Kaiser's lowest go ld  prem ium  is on ly  $36 per m on th  h igher 

than its lowest silver prem ium  in bo th  markets fo r a 40-year- 

old nonsmoker.
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Table 10: Lowest Silver and Gold M onthly Premiums for a 40-Year-Old, by Insurer,
Selected Rating Areas, 2 0 1 7-2018
Georgia

Insurer
Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 3: Atlanta

Ambetter $264 $417 57.8% $362 $465 28.3%

Blue Cross Blue Shield 
of Georgia (Anthem)

$324 $581 79.2% $499 $1,030 106.5%

Kaiser $372 $421 13.3% $444 $552 24.3%

Humana $538 NA NA NA NA NA

Average Percentage Change 
Across Insurers

50.1% 53.1%

Percentage Change in 
Region's Lowest-Premium 
Option

57.8% 28.3%

Rating Region 5: Augusta

Blue Cross Blue Shield 
of Georgia (Anthem)

$322 $464 44.3% $495 $824 66.5%

Average Percentage Change 
Across Insurers

44.3% 66.5%

Percentage Change in 
Region's Lowest-Premium 
Option

44.3% 66.5%

Source: Healthcare.gov Public Use File
Note: Insurers instructed to load the cost o f  cost-sharing reductions into all silver plans, both on marketplace and off.
1: Although required by law under the Affordable Care Act, Humana d id  not offer a gold plan during the 201 7  plan year.

G e o rg ia  (T a b le  1 0 ). In Georgia, insurers were allow ed to  

decide w he the r to  ad just fo r CSRs bu t were required to  

make any ad justm ents to  all silver plans bo th  on and o ff the 

m arketplace. In A tlan ta, the  lowest silver prem ium  increased 

by 57.8 percent, and the  lowest go ld  prem ium  increased by

28.3 percent. A m be tte r rem ained the lowest-priced insurer at 

the  go ld  and silver tiers. Kaiser had a 13.3 percent increase fo r 

its lowest silver prem ium  and a 24.3 percent increase fo r its 

lowest go ld  prem ium . Blue Cross Blue Shield o f Georgia had 

sign ificant increases in bo th  its lowest silver prem ium  (79.2 

percent) and lowest go ld  prem ium  (106.5 percent). Humana 

le ft the  A tlanta m arketplace in 2018.

Only Blue Cross Blue Shield o f Georgia participates in the 

Augusta marketplace. Its lowest silver prem ium  increased by

44.3 percent, and its lowest go ld prem ium  increased by 66.5 

percent in 2018. W hy prem ium  increases w ou ld  be larger 

fo r Kaiser go ld plans in A tlanta and Blue Cross Blue Shield in 

Augusta is unclear. Insurers are required to  treat all enrollees in 

all tiers o f coverage as one risk pool, bu t they are perm itted to  

adjust fo r higher utilization in go ld plans because o f lower cost­

sharing requirements. Such changes m igh t reflect concerns 

insurers have over the  relative health care risks o f enrollees in 

higher actuarial value coverage.
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Table 11: Lowest Silver and Gold M onthly Premiums for a 40-Year-Old, by Insurer,
Selected Rating Areas, 2 0 1 7-2018
California

Insurer
Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 16: West Los Angeles

Molina Healthcare $256 $390 52.4% $287 $406 41.4%

L.A. Care $270 $339 25.4% $319 $353 10.7%

Health Net $289 $344 19.0% $364 $386 5.8%

Anthem $302 NA NA $370 NA NA

Oscar $332 $417 25.5% $385 $460 19.4%

Kaiser Permanente $335 $409 22.1% $371 $394 6.1%

Blue Shield $358 $418 16.7% $434 $494 13.7%

Average Percentage Change 
Across Insurers

26.9% 16.2%

Percentage Change in 
Region's Lowest-Premium 
Option

32.4% 22.8%

Rating Region 19: San Diego

Molina Healthcare $297 $418 41.1% $332 $435 30.9%

Health Net $307 $392 27.6% $387 $439 13.5%

Kaiser Permanente $354 $432 22.1% $392 $416 6.1%

Sharp $356 $479 34.8% $419 $461 10.1%

Blue Shield $406 $394 -2.9% $504 $466 -7.5%

Anthem $444 NA NA $543 NA NA

Average Percentage Change 
Across Insurers

24.5% 10.6%

Percentage Change in 
Region's Lowest-Premium 
Option

32.1% 25.1%

Rating Region 3: Sacramento

Kaiser Permanente $402 $478 19.1% $445 $460 3.5%

Western Health Advantage $426 $557 30.7% $512 $568 11.0%

Anthem $471 NA NA $595 NA NA

Blue Shield $479 $446 -6.9% $595 $527 -11.4%

Health Net $501 $584 16.5% $625 $673 7.7%

Average Percentage Change 
Across Insurers

14.8% 2.7%

Percentage Change in 
Region's Lowest-Premium 
Option

11.0% 3.5%

Source: Cover California
Note: Insurers instructed to load the cost o f  cost-sharing reductions into silver marketplace premiums only.

C a lifo r n ia  (T a b le  1 1 ) . W est Los Angeles, San Diego, and 

Sacram ento are co m p e titive  m arketp lace insurer markets, 

w ith  six, five, and fou r pa rtic ipa ting  insurers, respectively, in 

2018. Californ ia required plans to  add the  costs associated 

w ith  CSRs on to  p rem ium s fo r its silver m arketp lace plans. 

In the  W est Los Angeles m arket, the  low est silver p rem ium

increased by 32.4 percent, w h ile  the  low est go ld  p rem ium  

increased by 22.8 percent. In San Diego, the  low est silver 

prem ium  increased by 32.1 percent, and the  low est go ld  

prem ium  increased by 25.1 percent. In Sacramento, the 

low est silver p rem ium  increased by 11.0 percent, and the  

low est go ld  p rem ium  increased by 3.5 percent.
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The lowest 2018 silver prem ium s are offered by Health Net and 

LA Care in West Los Angeles, Blue Shield and Health Net in San 

Diego, and Blue Shield and Kaiser Permanente in Sacramento. 

Blue Shield reduced the prem ium  o f its lowest-priced silver and 

gold offerings in San Diego and Sacramento, m aking it more 

com petitive. M olina offered the lowest-priced silver plan in 

West Los Angeles and San Diego in 2017, bu t its high prem ium  

increases (52.4 percent and 41.1 percent, respectively) fo r 2018

changed the ir relative standing in these markets. Anthem , a m id- 

to-h igh-priced insurer in each o f these markets in 2017, stopped 

selling marketplace coverage in all three regions in 2018.

Despite the larger increases in silver prem ium s relative to  gold 

fo r 2018, gold prem ium s remained higher than silver prem iums 

fo r all insurers except fo r Kaiser Permanente in each o f the rating 

areas and Sharp in San Diego.

Table 12: Lowest Silver and Gold Monthly Premiums for a 40-Year-Old, by Insurer, 
Selected Rating Areas, 2017-2018
Florida

Insurer
Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 43: Miami

Ambetter $296 $435 46.7% $407 $467 14.9%

Health Options $318 $442 39.0% $412 $456 10.6%

Molina $320 $567 77.5% $372 $537 44.2%

Florida Blue (Blue Cross Blue 
Shield of Florida)

$422 $583 37.9% $623 $640 2.7%

Humana $477 NA NA $559 NA NA

Average Percentage Change 
Across Insurers

50.3% 18.1%

Percentage Change in 
Region's Lowest-Premium 
Option

46.7% 22.4%

Rating Region 28: Tampa

Ambetter $305 $428 40.3% $418 $460 9.9%

Health Options $325 $481 48.1% $421 $495 17.8%

Molina $339 $567 67.3% $395 $537 35.9%

Florida Blue (Blue Cross Blue 
Shield of Florida)

$341 $496 45.5% $502 $544 8.3%

Humana1 $428 NA NA NA NA NA

Average Percentage Change 
Across Insurers

50.3% 18.0%

Percentage Change in 
Region's Lowest-Premium 
Option

40.3% 16.4%

Source: Healthcare.gov Public Use File
Note: Insurers instructed to load the cost o f  cost-sharing reductions into silver marketplace premiums only.
1: Although required by law under the Affordable Care Act, Humana d id  not offer a gold plan during the 201 7  plan year.

F lo r id a  (T a b le  1 2 ). Florida required insurers to  load the  cost 

o f cost sharing reductions on to  silver m arketplace plans.

As a result, the  prem ium  o f the  lowest priced silver plan 

increased by 46.7 percent in M iam i, and the prem ium  o f the 

lowest priced go ld  plan increased by 22.4 percent. In Tampa, 

the  lowest silver prem ium  increased by 40.3 percent, and 

the  lowest go ld  prem ium  increased by 16.4 percent. There 

was considerable varia tion  across insurers in the  prem ium

increases at bo th  metal levels. Molina's lowest silver prem ium  

increased by 77.5 percent in M iam i and by 67.3 percent in 

Tampa, increases th a t exceeded its com petito rs ' increases o f 

38 to  48 percent. M olina also had the  highest increases in its 

lowest go ld  prem ium s, w ith  44.2 percent in M iam i and 35.9 

percent in Tampa. A m be tte r and Health O ptions offer the 

lowest silver and go ld  prem ium s in M iam i and Tampa in 2018. 

Humana le ft bo th  m arketplaces in 2018.
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Table 13: Lowest Silver and Gold M onthly Premiums for a 40-Year-Old, by Insurer,
Selected Rating Areas, 2 0 1 7-2018
Maryland

Insurer
Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 1: Baltimore

Kaiser $309 $436 41.1% $401 $450 12.1%

Carefirst $355 $559 57.5% $416 $516 24.0%

Cigna $415 NA NA $548 NA NA

Average Percentage Change 
Across Insurers

49.3% 18.1%

Percentage Change in 
Region's Lowest-Premium 
Option

41.1% 12.1%

Rating Region 3: D.C. Suburbs

Kaiser $309 $436 41.1% $401 $450 12.1%

Carefirst $355 $559 57.5% $416 $516 24.0%

Cigna $409 NA NA $540 NA NA

Average Percentage Change 
Across Insurers

49.3% 18.1%

Percentage Change in 
Region's Lowest-Premium 
Option

41.1% 12.1%

Source: Maryland Health Connection
Note: Insurers instructed to load the cost o f  cost-sharing reductions into silver marketplace premiums only.

M a ry la n d  (T a b le  1 3 ) . In Baltim ore and the D.C. suburbs, on ly  

CareFirst and Kaiser Permanente offer m arketplace coverage 

in 2018. Cigna le ft bo th  markets. Kaiser offers the  lowest 

silver and go ld prem ium s in bo th  regions. Kaiser's lowest 

silver prem ium  increased 41.1 percent in bo th  markets, and 

its lowest go ld  prem ium s increased 12.1 percent. Carefirst

increased its lowest silver prem ium  in each region by 57.5 

percent and its lowest go ld  prem ium  in each by 24.0 percent. 

Carefirst partic ipates in the  m arketplace th ro u g h o u t the 

state, bu t Kaiser does not. Kaiser also has prov ider capacity 

constraints, w h ich  lim its  its a b ility  to  add m arket share and 

thus lim its  effective com p e titio n  in the  state.
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Table 14: Lowest Silver and Gold M onthly Premiums for a 40-Year-Old, by Insurer,
Selected Rating Areas, 2 0 1 7-2018
Missouri

Insurer
Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 3: Kansas City

Cigna $342 $484 41.7% $448 $744 66.0%

Blue Cross Blue Shield 
of Kansas City1

$420 NA NA NA NA NA

Humana1 $430 NA NA NA NA NA

Ambetter NA $518 NA NA $709 NA

Average Percentage Change 
Across Insurers

41.7% 66.0%

Percentage Change in 
Region's Lowest-Premium 
Option

41.7% 58.4%

Rating Region 6: St. Louis

Cigna $305 $421 38.0% $400 $647 61.7%

Healthy Alliance Life $352 NA NA $509 NA NA

Ambetter NA $465 NA NA $636 NA

Average Percentage Change 
Across Insurers

38.0% 61.7%

Percentage Change in 
Region's Lowest-Premium 
Option

38.0% 59.2%

Source: Healthcare.gov Public Use File
Note: I t  is unknown what the state D O I required insurers to do regarding the cost-sharing reductions.
1. Although required by law under the Affordable Care Act, neither Humana nor Blue Cross Blue Shield o f  Kansas City appeared to offer gold-level plans in 2017.

M is s o u r i (T a b le  1 4 ) . In M issouri, Hum ana and Blue Cross 

Blue Shield le ft the  Kansas C ity m arketp lace a fte r the 

2017 plan year, and Healthy A lliance Life le ft the  St. Louis 

m arketp lace. A m b e tte r en tered bo th  m arkets in 2018, 

p ric ing  com p e titive ly  w ith  the  on ly  o th e r insurer, Cigna. 

Cigna was the low est-p rem ium  insurer in 2017 in bo th  

markets and remains so fo r silver coverage. Am better's gold

prem ium s are low er than Cigna's in 2018. In Kansas City, the  

low est ava ilable silver prem ium  increased by 41.7 percent, 

and the  low est available go ld  p rem ium  increased by 58.4 

percent. In St. Louis, the  low est silver p rem ium  increased by 

38.0 percent, and the  low est go ld  prem ium  increased by 59.2 

percent. In fo rm a tion  on M issouri's ins truc tions  regard ing the 

costs associated w ith  CSRs was no t available.
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Table 15: Lowest Silver and Gold M onthly Premiums for a 40-Year-Old, by Insurer,
Selected Rating Areas, 2 0 1 7-2018
Maine

Insurer
Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 1: Portland

Anthem $334 NA NA $498 NA NA

Harvard Pilgrim $345 $489 41.7% $472 $608 28.8%

Maine Community 
Health Options

$354 $536 51.3% $480 $570 18.9%

Average Percentage Change 
Across Insurers

46.5% 23.8%

Percentage Change in 
Region's Lowest-Premium 
Option

46.2% 20.7%

Source: Healthcare.gov Public Use File
Note: Insurers instructed to load the cost o f  cost-sharing reductions into silver marketplace premiums only.

M a in e  (T a b le  1 5 ). In Portland, Anthem , the  insurer w ith  the 

lowest silver prem ium , le ft the  m arketplace after 2017. Maine 

C om m unity  Health O ptions and Harvard P ilgrim  are the  on ly  

2018 m arketp lace pa rtic ipants . The low est silver p rem ium  

increased by 46.2 percent, and the  low est go ld  p rem ium  

increased by 20.7 percent in 2018. M aine C om m unity  Health 

O ptions increased its lowest silver prem ium  by 51.3 percent,

and Harvard P ilgrim  increased its lowest silver prem ium  by 

41.7 percent. The lowest go ld  prem ium s fo r the  tw o  insurers 

increased by 18.9 percent and 28.8 percent, respectively, the 

g row th  rates re flecting the  instructions to  incorporate CSR 

costs in to  silver m arketplace prem ium s only. Harvard P ilgrim  

has the  lowest silver prem ium , bu t M aine C om m unity  Health 

O ptions has the  lowest go ld  prem ium  in 2018.

Table 16: Lowest Silver and Gold Monthly Premiums for a 40-Year-Old, by Insurer, 
Selected Rating Areas, 2017-2018
Tennessee

Insurer
Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 4: Nashville, Clarksville

Cigna Health and Life 
Insurance Company

$400 $550 37.7% $542 $905 67.0%

Humana Insurance Company $500 NA NA $635 NA NA

Oscar NA $585 NA NA $824 NA

Average Percentage Change 
Across Insurers

37.7% 67.0%

Percentage Change in 
Region's Lowest-Premium 
Option

37.7% 52.0%

Rating Region 6: Memphis

Cigna Health and Life 
Insurance Company

$398 $601 51.2% $539 $989 83.6%

Humana Insurance Company1 $426 NA NA NA NA NA

Average Percentage Change 
Across Insurers

51.2% 83.6%

Percentage Change in 
Region's Lowest-Premium 
Option

51.2% 83.6%

Source: Healthcare.gov Public Use File
Note: Insurers instructed to load the cost o f  cost-sharing reductions into all silver plans, both on marketplace and off.
1: Although required by law under the Affordable Care Act, Humana d id  not offer a gold-level plan during the 201 7  plan year.
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T e n n e sse e  (T a b le  1 6 ). Two insurers o ffer m arketplace coverage 

in the  Nashville-C larksville  m arket, and one insurer offers 

coverage in the  M em phis m arket. In Nashville-C larksville, 

Oscar entered the  m arket in 2018. Humana le ft bo th  markets, 

and Cigna was the  on ly  insurer pa rtic ipa ting  in bo th  2017 and 

2018. Cigna's low est silver p rem ium  in Nashville-C larksville  

increased by 37.7 percent in 2018, from  $400 to  $550 fo r a 

40-year-old. Cigna increased its lowest go ld  prem ium  by 67.0

percent, tak ing its lowest go ld  prem ium  from  $542 to  $905 

fo r a 40-year-old. W hy Cigna's increase fo r go ld  prem ium s 

was h igher than fo r silver prem ium s is unclear, particu larly  

because the state required tha t the  cost o f CSRs be loaded 

on to  all silver plans (bo th  on and o ff the  marketplace). As was 

the case w ith  insurers in Augusta, Georgia, concerns abou t risk 

selection in to  go ld  plans may be affecting relative prem ium  

pric ing across tiers, a lthough  the  law in tends to  p ro h ib it this.

Table 17: Lowest Silver and Gold Monthly Premiums for a 40-Year-Old, by Insurer, 
Selected Rating Areas, 2017-2018
Alabama

Insurer

Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 3: Birmingham

Blue Cross Blue Shield 
of Alabama

$457 $542 18.5% $600 $612 2.0%

Bright Health Plan NA $546 NA NA $672 NA

Average Percentage Change 
Across Insurers

18.5% 2.0%

Percentage Change in 
Region's Lowest-Premium 
Option

18.5% 2.0%

Source: Healthcare.gov Public Use File
Note: Insurers instructed to load the cost o f  cost-sharing reductions into silver marketplace premiums only.

A la b a m a  (T a b le  17). Bright Health Plan entered the Birm ingham 

m arketplace fo r 2018, jo in ing  Blue Cross Blue Shield of 

Alabama as the  on ly insurers offering marketplace coverage 

in B irm ingham . Blue Cross Blue Shield increased its lowest 

silver prem ium  by 18.5 percent and its lowest go ld prem ium

by 2.0 percent in 2018. The d iffe rent increases between the 

tiers reflects the state requirem ent tha t the cost o f CSRs be 

incorporated in to silver marketplace prem ium s alone. Blue Cross 

Blue Shield's lowest go ld prem ium  is still h igher than its lowest 

silver prem ium  ($612 versus $542 per m onth  fo r a 40-year-old).
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Table 18: Lowest Silver and Gold M onthly Premiums for a 40-Year-Old, by Insurer,
Selected Rating Areas, 2 0 1 7-2018
New York

Insurer
Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Area 4: New York City

Healthfirst $454 $531 17.1% $533 $612 14.8%

New York Fidelis $456 $510 11.7% $537 $603 12.3%

Metro Plus $468 $504 7.7% $550 $595 8.0%

Oscar $483 $538 11.3% $635 $640 0.8%

Affinity - All Standard 
Benefits

$483 NA NA $576 NA NA

Northshore LIJ1 $487 NA NA NA NA NA

Emblem $518 $652 25.7% $628 $794 26.4%

Empire Blue Cross Blue Shield $575 $883 53.5% $700 $1,058 51.2%

United Healthcare o f N.Y. $714 $825 15.5% $844 $1,009 19.6%

Average Percentage Change 
Across Insurers

20.4% 19.0%

Percentage Change in 
Region's Lowest-Premium 
Option

11.2% 11.6%

Rating Area 8: Long Island

Fidelis $446 $480 7.5% $525 $567 8.1%

Health First $454 $564 24.4% $533 $650 21.9%

Oscar $483 $538 11.3% $635 $640 0.8%

North Shore LIJ $487 NA NA NA NA NA

Affinity $494 NA NA $589 NA NA

Empire HMO $510 $783 53.4% $621 $939 51.1%

Emblem HIP $590 $741 25.7% $715 $904 26.4%

United Healthcare o f N.Y. $714 $825 15.5% $844 $1,009 19.6%

Average Percentage Change 
Across Insurers

23.0% 21.3%

Percentage Change in 
Region's Lowest-Premium 
Option

7.5% 8.1%

Source: New York State of Health
Cost-sharing reduction effect m inimal given Basic Health Plan.
1: Although required by law under the Affordable Care Act, Northshore LIJ d id  not offer a gold-level plan during the 201 7  plan year.

N e w  Y o rk  (T a b le  18 ). New York is an unusual state because it 

developed a Basic Health Plan, know n as the  Essential Plan, 

th a t provides coverage fo r low  p rem ium s and w ith  low  

cost-sharing requirem ents fo r enrollees otherw ise elig ib le for 

m arketplace tax credits w ho have incomes be low  200 percent 

o f the  FPL.12 Thus, ad justm ents to  incorporate costs associated 

w ith  CSRs were sm aller than was the  case in non-Basic 

Health Plan states, because on ly  m arketplace enrollees w ith  

incomes betw een 200 and 250 percent o f the  FPL receive the 

reductions, and th e ir reductions are sm aller than w ha t the 

law  provides fo r those w ith  incom es be lo w  200 percent o f

the  FPL. New York has several com p e tin g  insurers, a lthough  

N orthshore  LIJ and A ffin ity  le ft the  New York C ity and Long 

Island m arketp laces in 2018. Seven insurers com pete  in New 

York C ity and six insurers com pete  in Long Island in 2018.

In New York City, the lowest silver prem ium  increased by 11.2 

percent, and the  low est go ld  p rem ium  increased by 11.6 

percent in 2018. On Long Island, the  low est silver p rem ium  

increased by 7.5 percent, and the  low est go ld  prem ium  

increased by 8.1 percent. In 2018, the  M ed ica id  m anaged 

care organ iza tions M etro  Plus and Fidelis offered New York
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City's lowest-priced plans. On Long Island, Fidelis offers 

the  lowest prem ium  options, fo llow ed  by Oscar.

The 2018 prem ium  increases do no t reflect a s ign ificant 

increase because o f the  e lim ina tion  o f federal CSRs 

re im bursem ent, so the  increases m ust reflect concerns 

over antic ipa ted changes in the  risk pools and o the r po licy 

uncerta in ty. There were large differences in prem ium  

increases across insurers. Empire Blue Shield, fo r example,

increased bo th  its lowest silver and go ld prem ium s by over 

50 percent in New York C ity and Long Island. A t the  o ther 

extrem e, M etro  Plus, Fidelis, and Oscar had small prem ium  

increases fo r the ir lowest-priced silver and lowest-priced go ld 

plans, abou t 8 percent fo r M etro Plus and abou t 12 percent fo r 

Fidelis in New York C ity and abou t 8 percent in Long Island fo r 

Fidelis. Oscar increased its lowest silver prem ium  by abou t 11 

percent, and its lowest go ld  prem ium  increased by less than 1 

percent in 2018.

Table 19: Lowest Silver and Gold Monthly Premiums for a 40-Year-Old, by Insurer, Selected 
Rating Areas, 2017-2018
West Virginia

Insurer
Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 2: Charleston

$505

$541

$555

$653

CareSource

Highmark Blue Cross Blue 
Shield West Virginia

Average Percentage Change 
Across Insurers

Percentage Change in 
Region's Lowest-Premium 
Option

Source: Healthcare.gov Public Use File
Note: Insurers instructed to load the cost o f  cost-sharing reductions into all metal tiers, both on marketplace and off.

9.8%

20.7%

15.3%

9.8%

$638

$664

$747

$834

17.0%

25.6%

21.3%

17.0%

W e st V ir g in ia  (T a b le  1 9 ). H ighm ark Blue Cross Blue Shield 

West V irginia and CareSource o ffe r plans on the  Charleston 

m arketplace. H ighm ark has been the  state's do m in an t insurer. 

West V irginia required m arketplace insurers to  spread the ir 

costs associated w ith  CSRs across all metal tiers fo r plans offered 

both on and o ff the marketplace. The lowest silver prem ium

increased by 9.8 percent, and the lowest go ld prem ium  

increased by 17.0 percent. CareSource remained the lowest- 

priced insurer, increasing its prem ium s by smaller margins 

than Highmark. The w iden ing difference in prem ium s between 

CareSource and H ighm ark should, however, make CareSource 

more com petitive in the  Charleston marketplace in 2018.

Table 20: Lowest Silver and Gold Monthly Premiums for a 40-Year-Old, by Insurer, 
Selected Rating Areas, 2017-2018
Oklahoma

Insurer
Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 3: Oklahoma City

Blue Cross Blue Shield 
of Oklahoma

$485 $507 4.5% $610 $690 13.1%

Average Percentage Change 
Across Insurers

4.5% 13.1%

Percentage Change in 
Region's Lowest-Premium 
Option

4.5% 13.1%

Source: Healthcare.gov Public Use File
Note: Insurers instructed to load the cost o f  cost-sharing reductions into all metal tiers, both on marketplace and off.
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O k la h o m a  (Tab le  2 0 ). Oklahoma required tha t the 2018 cost 

o f CSRs be spread across all metal tiers and across plans both on 

and o ff the marketplace. Only Blue Cross Blue Shield o f Oklahoma 

continues to  operate on the Oklahoma City marketplace. The

lowest silver prem ium  increased by 4.5 percent, and the lowest 

gold prem ium  increased by 13.1 percent in 2018. The lowest gold 

prem ium  remains higher than the lowest silver prem ium  ($690 

versus $507 per m onth for a 40-year-old).

Table 21: Lowest Silver and Gold Monthly Premiums for a 40-Year-Old, by Insurer, 
Selected Rating Areas, 2017-2018
Arizona

Insurer

Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 4: Phoenix

Health Net o f Arizona, Inc. $475 $471 -0.9% $661 $621 -6.0%

Average Percentage Change 
Across Insurers

-0.9% -6.0%

Percentage Change in 
Region's Lowest-Premium 
Option

-0.9% -6.0%

Rating Region 6: Tucson

Health Net o f Arizona, Inc. $349 $332 -4.9% $455 $438 -3.8%

Blue Cross Blue Shield 
of Arizona, Inc.

$502 $487 -3.1% $614 $595 -3.0%

Average Percentage Change 
Across Insurers

-4.0% -3.4%

Percentage Change in 
Region's Lowest-Premium 
Option

-4.9% -3.8%

Source: Healthcare.gov Public Use File
Note: One insurer assumed cost-sharing reduction payments would not continue and made cost-sharing reduction adjustments across all metal tiers fo r  both on- and off-marketplace plans.

A r iz o n a  (T a b le  2 1 ) . Two insurers partic ipa te  in Arizona's 

m arketplace. One insurer assumed CSR paym ents w ou ld  no t 

con tinue and adjusted prem ium s across all metal tiers both 

on and o ff the  m arketplace. HealthNet is the  on ly  insurer 

pa rtic ipa ting  in the  Phoenix m arket, and Blue Cross Blue 

Shield o f Arizona and HealthNet bo th  offer m arketplace plans 

in the  Tucson m arket. In bo th  markets, the  insurers lowered 

the ir lowest-priced go ld and silver op tions in 2018. In Phoenix, 

HealthNet's lowest silver prem ium  decreased by 0.9 percent,

and its lowest go ld  prem ium  decreased by 6.0 percent. Its 

lowest Tucson silver prem ium  decreased by 4.9 percent, and 

its lowest go ld  prem ium  decreased by 3.8 percent. Blue Cross 

Blue Shield's lowest prem ium s in Tucson decreased by abou t 

3 percent in bo th  tiers. These decreases reflect the  high 2017 

prem ium s tha t were m ore than adequate to  m eet expected 

claims in 2018 and the  insurers' desire to  avoid paying rebates. 

Both insurers' lowest go ld  prem ium s were h igher than the ir 

lowest silver prem ium s.
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Table 22: Lowest Silver and Gold M onthly Premiums for a 40-Year-Old, by Insurer,
Selected Rating Areas, 2 0 1 7-2018
North Carolina

Insurer
Lowest Silver Prem ium Lowest Gold Prem ium

2017 2018
Percent Change 

2017-2018 2017 2018
Percent Change 

2017-2018

Rating Region 4: Charlotte

Blue Cross and Blue Shield 
of North Carolina

$565 $659 16.7% $716 $703 -1.8%

Average Percentage Change 
Across Insurers

16.7% -1.8%

Percentage Change in 
Region's Lowest-Premium 
Option

16.7% -1.8%

Source: Healthcare.gov Public Use File
Note: Insurers instructed to load the cost o f  cost-sharing reductions into all silver plans, both on marketplace and off.

N o rth  C a ro lin a  (T a b le  2 2 ) . As was the case in 2017, on ly  

Blue Cross Blue Shield o f N orth  Carolina offers m arketplace 

insurance in the  Charlo tte market. In 2018, the  lowest silver 

prem ium  increased by 16.7 percent, and the  lowest go ld 

prem ium  declined by 1.8 percent. The d iffe rentia l reflects

CSR-related prem ium  ad justm ents being made to  silver plan 

prem ium s only. Despite the  difference in prem ium  grow th  

across the  tiers, the  prem ium  o f the  lowest-priced go ld plan 

remains h igher than the prem ium  o f the  lowest-priced silver 

plan ($703 versus $659 per m on th  fo r a 40-year-old).

DISCUSSION
It is d iff ic u lt to  f ind  consis ten t pa tte rns in m arketp lace 

prem ium  changes be tw een 2017 and 2018. Varia tion in 

prem ium  g ro w th  characterized these markets in previous 

years,9'13,14 b u t the re  were strong corre la tions be tw een 

m arket characteristics and prio r pric ing and g row th  rates.

The uncerta in ty  abou t fu tu re  enro llm ent, risk pools, and 

num bers o f com petito rs  has been exacerbated because o f 

ongo ing  debates over the  A ffo rdable Care Act, en forcem ent 

o f the  law's com ponents, cessation o f federal re im bursem ent 

fo r CSRs, and adm in is tra tive  po licy changes expected to  

reduce en ro llm en t in the  nation's private nong roup  insurance 

markets bo th  on and o ff the  marketplaces. In setting the ir 

2018 prem ium s, insurers appear to  have incorporated varying 

degrees o f uncerta in ty  and d iffe ren t ju dg m en ts  (e.g., how  big 

or small the  effect o f CSRs w ou ld  have on prem ium  increases) 

as to  the  im p lica tions o f po licy  changes w ith  w h ich  they  have 

no experience. Some m ig h t also be incorpora ting  d iffe rentia l 

risk expectations in go ld  versus silver plans, a lthough  the law 

proh ib its  such differences.

In states th a t in s tru c te d  insurers to  load costs associated 

w ith  CSRs in to  th e ir  s ilver plans a lone, s ilver p rem ium s 

ge ne ra lly  increased fas te r than  g o ld  plans, b u t th is  was no t 

always th e  case. The im p a c t o f CSR ad ju s tm e n ts  appear to  

have varied  am ong insurers across and w ith in  states. In fe w  

instances, th e  low est g o ld  p rem ium s fe ll b e lo w  th e  low est 

s ilver prem ium s, b u t th is  ou tcom e  was n o t cons is ten t 

even am ong insurers in a g iven state. C onsistent w ith  

p r io r experience, however, areas w ith  h igh  prev ious-year 

p rem ium s ten ded  to  have sm alle r p re m ium  increases than 

areas w ith  lo w  p rev ious-year prem ium s.

M ore insurers le ft m arke tp laces than  en te red  the m  th is  

year in ou r s tud y  areas, re fle c tin g  u n c e rta in ty  over p rev ious 

and fu tu re  p o licy  changes. W ith o u t a renew ed focus on 

p ro m o tin g  s ta b ility  and fo r insurers and consum ers, th is  

dyn am ic  w ill persist in th e  com ing  year.
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Table A-1: Increases in Second Lowest Priced Marketplace Silver Premiums by State,
2017-2018
Monthly Premiums are for a 40-year-old nonsmoker

State
2017 Average Benchm ark 

Prem ium
2018 Average Benchm ark 

Prem ium

Percentage Change in  Average 
Benchm ark Premiums 

2017 to 2018
U.S. Average $356 $470 34.3%
Alabama $468 $555 18.7%
Alaska $927 $727 -21.6%
Arizona $540 $517 -4.3%
Arkansas $303 $365 20.6%
California $335 $424 26.6%
Colorado $341 $432 26.7%
Connecticut $436 $541 24.1%
D.C. $298 $324 8.7%
Delaware $423 $591 39.5%
Florida $337 $477 41.9%
Georgia $325 $496 52.6%
Hawaii $347 $456 31.6%
Idaho1 $353 $483 36.8%
Illinois $360 $497 38.0%
Indiana $273 $343 25.5%
Iowa $333 $695 108.7%
Kansas $363 $486 33.9%
Kentucky $267 $443 65.6%
Louisiana $421 $497 18.2%
Maine $378 $577 52.4%
Maryland $296 $456 54.0%
Massachusetts $252 $316 25.4%
Michigan $266 $372 39.8%
Minnesota $442 $382 -13.7%
Mississippi $332 $519 56.3%
Missouri $369 $521 41.2%
Montana $450 $522 16.0%
Nebraska $476 $757 59.0%
Nevada $314 $466 48.3%
New Hampshire $267 $475 77.8%
New Jersey $339 $411 21.3%
New Mexico $254 $431 69.5%
New York $454 $498 9.7%
North Carolina $540 $619 14.6%
North Dakota $334 $310 -7.3%
Ohio $262 $364 38.8%
Oklahoma $503 $658 30.7%
Oregon $321 $423 31.6%
Pennsylvania $367 $524 42.5%
Rhode Island $261 $311 19.0%
South Carolina $390 $524 34.3%
South Dakota $457 $497 8.7%
Tennessee $471 $743 57.8%
Texas $287 $404 41.0%
Utah $311 $550 77.1%
Vermont $492 $505 2.8%
Virginia $319 $525 64.8%
Washington $247 $335 35.6%
West Virginia $461 $532 15.4%
Wisconsin $360 $524 45.5%
Wyoming $502 $861 71.7%
Source: Healthcare.gov public use files and relevant state marketplace websites and rate filings 
1: Idaho combined rating area 7  into rating area 5  fo r  the 201 8 plan year.
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Abstract
• Issue: Sixteen states and the District of Columbia manage their own health insurance marketplaces under the 

Affordable Care Act. These states, which were broadly supportive of health reform, chose to run their 
marketplaces to exert greater control over their insurance markets and tailor the portals to suit local needs. 
Though federal policy changes and political uncertainty around the ACA in 2017 have posed challenges across 
the country, states that operate their own marketplaces had greater flexibility than others to respond.

• Goal: To understand how states on the forefront of health reform perceived and responded to federal policy 
changes and political uncertainty in 2017.

• Methods: Structured interviews with the leadership staff of 15 of the 17 state-run marketplaces.

• Findings and Conclusions: Respondents unanimously suggested that federal administrative actions and repeal 
efforts have created confusion and uncertainty that have negatively affected their markets. The state-run 
marketplaces used their broader authority to reduce consumer confusion and promote stable insurer 
participation. However, their capacity to deal with federal uncertainty has limits and respondents stated that 
long-term stability requires a reliable federal partner.
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Background
The Affordable Care Act created health insurance marketplaces, also known as exchanges, in each state to help 
people who don’t have access to insurance through an employer or public program. The marketplaces act as a 
gateway to coverage for residents, providing a platform through which they can compare and purchase plans. Sixteen 
states and the District of Columbia are responsible for managing their own marketplaces; 34 states rely on the federal 
government to operate their exchange (Exhibit 1).1 (#/#1)

Exhibit 1

Affordable Care Act Health Insurance Marketplaces by Type, 2017

State-run marketplace (11 states and D.C.)

State-run marketplace using the federal eligibility and enrollment platform (5 states) Federally run marketplace (34 states) 

Data: Authors’ analysis.

Source: J. Giovannelli and E. Curran, H o w  D i d  S t a t e - R u n  H e a l t h  I n s u r a n c e  M a r k e t p l a c e s  F a r e  i n  2 0 1 7 ?The Commonwealth Fund, March 2018.
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States that decided to manage their marketplaces wanted to retain control over their insurance markets and have the 
authority to tailor the portal to meet local needs.2 (#/#2) Compared with states using the federally run marketplace, 
nearly all these states have expanded their Medicaid programs and have been much more likely to adopt the ACA’s 
consumer protections into state law — potentially making it easier to enforce these reforms.3 (#/#3)

Since President Trump’s election, the ACA and marketplaces have faced an uncertain future. The president has been 
openly hostile to the ACA and sought its repeal.4 (#/#4) At the same time, the administration has made regulatory and 
other implementation changes and reduced the funding that supports the marketplaces. These decisions have all 
affected how the law operates in practice and have had serious repercussions across the country.5 (#/#5) However, the 
impact has not been uniform. It has varied, in part, based on the choices state policymakers have made in 
implementing the ACA — including whether to run their own exchange.

We sought to understand how states that have been more actively engaged in reform have perceived federal policy 
changes and political uncertainty in 2017, and to explore whether these states were better able to promote stability 
within their markets. To do so, we interviewed the leadership staff of 15 of the 17 state-run marketplaces in 
September and October 2017.6(#/#6) This brief explores key themes that emerged from those interviews. It identifies 
the major challenges facing the marketplaces as they went into the fifth open enrollment period, how states responded 
to those challenges, and the limits on states’ capacities to act.

Key Findings
Federal Actions Made It Harder for States to Manage Their Own Marketplaces
Marketplace respondents were unanimous in suggesting that actions taken by the Trump administration and ongoing 
efforts to repeal the ACA have created confusion and uncertainty that have negatively affected their markets. While 
these marketplaces had experienced ups and downs during their first three years of operation, many respondents were 
relatively optimistic in the fall of 2016 about future enrollment growth and stability in terms of plan participation and 
premiums — a view supported by independent analyses.7 (#/#7) But federal developments in 2017 made the challenges 
of the previous year “pale in comparison,” and respondents described a far more uncertain future.

Officials highlighted four federal-level developments during 2017 that jeopardized stability. First, respondents said 
that the administration’s repeated threats to end federal payments supporting the ACA’s cost-sharing reduction (CSR) 
plans caused protracted confusion and disruption and placed states in a “real jam.” These threats were eventually 
carried out, after months of uncertainty, in October 2017. But as deadlines for marketplace participation and rate 
setting for the upcoming year (2018) came and went with no clarity on whether the administration would continue to 
reimburse insurers for the cost of the CSR subsidies, marketplaces struggled to get insurers to commit to participate 
and to develop responses to the significantly higher premiums the insurers sought to offset the lost payments.8 (#/#8)

Second, most respondents noted that actions taken by the administration to undermine the ACA’s individual mandate 
had the effect of undermining their marketplaces, as well. The requirement to maintain coverage, ultimately repealed 
on a prospective basis in December, was the law of the land throughout 2017 (and remains so in 2018). However, 
officials noted that an executive order, signed by the president on Inauguration Day, cast doubt on the enforcement of 
the mandate and caused insurers to be more cautious when setting rates.9 (#/#9) Many priced higher than they would
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have otherwise, fearing that a weakened mandate would lead to a sicker and more expensive risk pool.10(#/#10) The 
president’s actions and words were also perceived to have caused widespread confusion among consumers about 
whether the requirement to maintain coverage was still the law.

In a related vein, officials repeatedly expressed frustration at “federal noise”: ongoing but thus far inconclusive 
discussions about repealing and replacing the ACA, and related rhetoric by administration officials and congressional 
allies asserting that the health law was “dead” or “collapsing.” Respondents said it was a challenge to ensure 
residents had accurate information. They reported many instances of consumer confusion about the marketplaces, the 
mandate, coverage options, and the status of the health law, in general.

Fourth, a majority of respondents predicted that the administration’s decision to reduce advertising spending for the 
federal marketplace by 90 percent would have negative side effects for the state-run exchanges. Officials in both big 
and small states explained that because the federal marketing campaign was national in scope and used television 
advertising — a medium too expensive for several state marketplaces — it was effective in reaching their residents 
and had complemented state messaging efforts in prior years. Several respondents also lamented the perceived 
political ramifications of the funding cut, suggesting that the administration’s action would cause enrollment through 
the federal exchange to diminish, putting the entire program at greater risk of repeal.11 (#/#11)

State Marketplaces Used Their Authority to Promote Stability Despite Federal 
Uncertainty
Extending Open Enrollment

While the administration used its first major ACA-related rulemaking to reduce the open enrollment period for the 
federal marketplace from 90 to 45 days, nine of the 12 state marketplaces with authority to choose their enrollment 
dates extended their sign-up periods beyond the federal deadline (Exhibit 2). (The five state-run marketplaces that use 
HealthCare.gov for enrollment are not permitted to deviate from the federal government’s default enrollment dates.) 
Most reported that this decision was designed to counteract confusion caused by “federal noise” and that an extension 
was critical to fulfilling outreach strategies and giving consumers sufficient time to enroll.
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When selecting a deadline, many states sought — with some difficulty — to balance the interests of consumers who 
needed more time to decide on a plan with insurers’ requests for a longer coverage period with a full 12 months of 
premium payments. In the three states that chose not to extend, officials reported that prior year trends showed most 
consumers enrolled by the federal December 15 deadline.

On the other hand, one respondent from a state marketplace that uses HealthCare.gov expressed frustration in not 
having the same flexibility to choose a deadline. The respondent noted that even a few additional days would have 
helped to manage operational tasks and increase sign-ups.



Page 6 of 10

Promoting Consumer Choice

Respondents suggested the uncertain federal policy environment led their marketplaces to work diligently to maintain 
insurer participation and thus, more choices for consumers. In California, officials modified insurers’ contracts to 
allow carriers that incur 2018 losses because of federal policy or enrollment changes to recoup lost funds in 
subsequent years.12 (#/#12) In New York, the governor issued an executive order preventing any insurer that withdrew 
from the individual marketplace from offering plans in another state program.13 (#/#13) One state refrained from making 
major changes to plan requirements to avoid creating additional burdens in an already difficult year, and several 
respondents noted that state officials and governors personally reached out to insurers to encourage them to remain in 
the marketplace and maintain competition.

Combating Consumer Confusion

In the face of widespread consumer confusion, several state marketplaces increased marketing budgets to 
compensate. In California, for instance, officials credit past investments in marketing and outreach for producing 
increased enrollment, a better risk mix, lower premiums, and greater certainty for health plans. They budgeted $111 
million for these responsibilities in 2018 — up from $99 million in 2017 and more than twice what the administration 
spent on the federal marketplaces combined. In Oregon, the state increased spending during the final weeks of 2017 
enrollment — after the administration cut federal marketing — and found the added funding drove higher enrollment.

Many other state marketplaces reallocated limited funds or modified their marketing strategies to more effectively 
target the uninsured and reduce misinformation. Most state-run marketplaces began advertising earlier — several 
months before the start of 2018 open enrollment — to assure consumers they were “open for business.” They also 
revised their messaging to emphasize the value of insurance and financial assistance, rather than focusing on the 
individual mandate. Others reported shifting from more expensive outreach efforts, like television marketing and 
brick-and-mortar enrollment locations, to promotional activities designed to cultivate free and local media, and 
grassroots initiatives. For example, in Connecticut, the marketplace reduced spending on television marketing and 
increased its community outreach, including attending local football games. In Colorado, the marketplace invested in 
“geo-code outreach” to identify the uninsured by zip code, and in Minnesota, marketplace staff devoted more time to 
traveling throughout the state, promoting enrollment in person.

Proactive Problem-Solving on CSRs

Respondents viewed the administration’s equivocating over CSR funding as seriously destabilizing; their 
marketplaces moved ahead under their own authority to mitigate the damage. Months before the administration 
would end the uncertainty by stopping the payments, the California marketplace became the first to announce a 
workaround. Officials directed insurers to assume CSR reimbursements would not be made and to allocate the 
premium increase needed to offset the funding cut-off onto their silver-tier marketplace plans.14 (#/#14) This innovative 
approach — ultimately adopted by 30 states — enabled subsidized consumers to access a larger premium tax credit 
and exercise greater buying power on the marketplaces. It also insulated unsubsidized shoppers from the effects of 
the CSR-related surcharge.15 (#/#15)

For Long-Term Market Stability, States Need a Reliable Federal Partner
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Though respondents expressed confidence in the ability of their marketplaces to use existing authority to do right by 
their residents, most made plain that long-term stability depended on a constructive partnership with and support 
from the federal government. Respondents repeatedly invoked a kind of “Hippocratic Oath” for health insurance, 
imploring the administration to first do no harm to their markets. The “biggest thing” that could happen, said one, 
would be for the administration to stop sowing uncertainty. To that end, most urged, during the fall of 2017, that the 
government commit to funding CSRs and enforce existing federal law.

Beyond these rather remarkable requests to stop undercutting their efforts, respondents saw value in several steps the 
federal government might take to support their markets and the consumers who rely on them. Most expressed that 
reinsurance programs were effective in reducing premiums and could “help everyone” — the subsidized and 
unsubsidized alike. Several states were pursuing such programs using a blend of state and federal funding, under the 
ACA’s Section 1332 innovation waiver program.16(#/#16) But respondents noted that state budget constraints limited 
the potential of this mechanism. They suggested that a permanent federally funded reinsurance program would do far 
more to promote stability across the nation.17 (#/#17)

Respondents also generally favored modest changes to the 1332 waiver program. While they were strongly 
supportive of the “guardrail” provisions that protect state residents from waivers that might worsen the 
comprehensiveness, affordability, or availability of coverage, respondents suggested that efforts to streamline the 
application process and provide greater flexibility in the interpretation of the program’s deficit neutrality 
requirements would be welcome.

Discussion
The states that chose to manage their own marketplaces viewed the portals as an important tool for broadening access 
to affordable coverage for their residents and embraced the opportunity to make them work.18(#/#18) Though their 

experiences in the first three years of operation varied and sometimes were rocky, these marketplaces appeared 
fundamentally stable heading into 2017.

Since then, the Trump administration and its congressional allies have engaged in a sustained effort to undermine the 
ACA. These actions have had a destabilizing effect on marketplaces across the country, including — as respondents 
made clear — the marketplaces run by the states.

However, because these 17 states retained local control over their marketplaces, they have been able to respond to 
threats to their stability and act more nimbly in the face of changing circumstances. All respondents detailed actions 
their states were taking to counter consumer confusion and market uncertainty and increase the chances of a 
successful fifth open enrollment season. These efforts appear to have paid dividends. On average, the state 
marketplaces were able to retain insurers at a higher rate than were the federal exchanges. 9 9 Their premium rate
increases, though substantial, were on average less than in federal marketplace states.20 (#/#20) And total plan selections 
through the state exchanges during the most recent open enrollment period rose slightly, year-over-year, even as sign­
ups through the federal marketplace modestly declined.21 (#/#21)
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States may chart their own course in other ways. Though recent proposed changes to federal rules would eliminate 
consumer-friendly innovations for plans sold on the federal marketplaces, including optional standardized plans to 
facilitate consumer decision-making, the state marketplaces have authority to maintain these improvements.22 (#/#22) 
Administration proposals that would expand the availability of benefit plans that do not meet the ACA’s consumer 
protections do not stop states — regardless of marketplace type — from regulating such plans if policymakers 
choose. And though the federal individual mandate goes away in 2019, states may replace it and adopt policies that 
encourage residents to maintain coverage.

States’ capacity to deal with federal uncertainty is not unlimited. Though the administration has made it a goal to 
empower states, the experiences of the states that have embraced responsibility for their marketplaces show the limits 
of this federal commitment. For the marketplaces to work for the people who need them, constructive federal 
engagement and support will be essential.
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apply these features notwithstanding the proposal by the federal government to eliminate them for the federal exchange.

Acknowledgments
The authors thank the marketplace officials who shared their time and valuable insights with us. We are also 
grateful to Kevin Lucia and JoAnn Volk for their thoughtful review and comments.



Page 1 of 10

O LIVER WYMAN HEALTH search terms

The business o f  transform ing healthcare

TRANSFORM CARE

A Proposal to Lower ACA Premiums by More than 
40% and Cover 3.2 Million More
March 12, 2018

Tammy Tomczyk, FSA, FCA, MAAA
Partner, Oliver Wyman Actuarial Consulting 
^  @ OWHealthEditor Q  email

Kurt Giesa, FSA, MAAA
Practice Leader, Oliver Wyman Actuarial Consulting 
Q  email



Page 2 of 10
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"We estimate 3.2M more people will be covered in the non-group market, 
and reinsurance program funds will result in 40% lower premiums. 
#ACA"

Share This ®

In our December 9, 2017 article, we analyzed the effects of a proposal the US Senate 
was considering to fund cost-sharing reduction (CSR) payments and appropriate $5 
billion in 2019 and 2020 for states to establish reinsurance programs to stabilize their 
individual insurance markets. We discussed how pass-through savings could provide 
reinsurance coverage equal to roughly $15 billion in protection for high-cost claimants, 
and how this protection, combined with CSR funding, would bring more people into 
the individual market and lower premiums by over 20 percent.

More recent congressional attention is focusing on a proposal that includes an 
extension of CSRs and a reinsurance program in 2019, 2020, and 2021, funded with a 
$10 billion appropriation in each year, with a federal fallback option available to 
states in 2019. The federal fallback option would likely be based on — and use the 
federal infrastructure built to administer — the Transitional Reinsurance Program in 
place from 2014 through 2016.

Our healthcare microsimulation model, used to understand this package’s likely effects 
on the market, assumed states would use federal pass-through savings under Section 
1332 of the Affordable Care Act (ACA) to supplement and leverage the $10 billion the 
considered legislation would authorize and appropriate each year. Pass-through 
savings result from the fact that the premium subsidies available under the ACA cover 
the difference between the second lowest cost silver plan available in a rating area and 
a fixed percentage of a household’s income, varying only by federal poverty level 
(FPL). Lower premiums result directly in lower premium subsidies, and under a Section
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1332 waiver, these savings from lower premiums may be used to provide additional 
reinsurance.

In our modeling, we are presuming that states will take advantage of these pass­
through savings in 2019. In reality, states that have not already begun working on a 
waiver will be challenged to get a 1332 waiver filed and approved under the current 
regulatory regime in time to impact 2019 premiums. The current regulatory regime 
includes a requirement that a state enact enabling legislation, develop an application, 
hold public hearings during a 30-day public comment period, and submit the 
application to the US Health and Human Services (HHS). HHS then undertakes a two- 
step review process that can span up to 225 days — up to 45 days for a completeness 
determination followed by up to 180 days for review. But even those states unable to 
get a waiver in place for 2019 would still benefit from that year’s federal fallback 
program.

Therefore, we estimate, under the assumptions described above, that an additional 3.2 
million people will be covered in the non-group market, and the proposal would result 
in premiums that are at least 40 percent lower than they would have been without the 
proposal in place, across all metal levels. In those states that are not able to obtain a 
1332 waiver and take advantage of pass-through savings for 2019, we estimate that 
premium would decline by more than 20 percent across all metal levels. Those 
estimates include an average 10 percent reduction due to the funding of CSRs, with the 
remaining reduction coming from the reinsurance program.

As a note, our modeling reflects elimination of the mandate penalty, but does not 
consider the proposed regulation’s likely effects on association health plans or on 
short-term, limited duration coverage.
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