Where we are and where we’re going...

« Developed options and recommendations informed by stakeholder input,
review of national lessons and expert advice

« Comments invited in writing by May 31, 2012
» Stakeholder input forum held on June 7, 2012

« Providing an overview of options and recommendations for board and public
input

« Staff will make revisions and prepare final recommendations for the Exchange
Board

« Exchange Board decisions (likely for July 19" Board meeting)

» Further research of outstanding issues and continued work to develop details
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Small Employer Health Options Program (SHOP): Options and
Recommendations
Executive Summary (See Report, pages 1 to 5)

The staff of the California Health Benefit Exchange, with support from
PricewaterhouseCoopers, has prepared a series of briefs to help inform the
Exchange Board of some of the issues pertaining to the establishment of the
Small Business Health Options Program exchange. The briefs offer options
and preliminary recommendations for the Board's consideration.

« Exchange QHP and SHOP Guidelines « Promoting Employer Tax
* Individual Exchange QHP Alignment Credit for Health Coverage
« Extent of Employer Versus Employee Choice
« SHOP Agent Strategy
« Small Employer Benefits Administration and Ancillary Benefit
Options
« Employer Contribution and Participation Options

« The Exchange remains engaged in planning the extent to which managing the SHOP operations will
be done internally or operation by an outside vendor.
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California Health Benefit Exchange
Guidelines for Selection & Oversight of QHP (See Report, pages 6 to 9)

VI,

VI

Promote affordability for the consumer and small employer — both in terms of
premium and at point of care .

Assure access to quality care for consumers presenting with a range of health
statuses and conditions

Facilitate informed choice of health plans and providers by consumers and
small employers.

Promote wellness and prevention.
Reduce health disparities and foster health equity

Be a catalyst for delivery system reform while being mindful of the Exchange’s
impact on and role in the broader health care delivery system.

Operate with speed and agility and use resources efficiently in the most
focused possible way
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Stakeholder Feedback Received through Written
Comments and Stakeholder Input Forum

The California Health Benefit Exchange solicited written stakeholder comments on the Small Business Health Options Program (SHOP)
Options in six specific issue areas as well as other general comment. Sixteen comments were received in the stakeholder input form, one
comment was received as a letter, and twelve organizations attended the Stakeholder Input Forum. The Exchange thanks all stakeholders for
providing their valuable comments to assist in the planning and implementation of the SHOP with such quick turnaround.

Written Comments Received

The 100% Campaign Delta Dental

Anthem Blue Cross The Greenlining Institute
Asian Pacific American Legal Center of Southern California Health Access of California
Bespoke Benefits Health Net

Blue Shield of California Insure the Uninsured Project
California Association of Health Plans Kaiser Permanente

Choice Administrators SeeChange Health
Consumers Union Small Business Majority

Stakeholder Input Forum Participants

Anthem Blue Cross Chinese Community Health Plan
Asian & Pacific Islander American Health Forum The Greenlining Institute

Bay Area Council Kaiser Permanente

Blue Shield of California Pamela & Associates

California Association of Health Underwriters Pets Camp

The Children’s Partnership Small Business Majority
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SHOP and Individual Exchange QHP Alignment
Board Recommendation Brief (See Report, pages 10 to 18)

Under California law, the California Health Benefit Exchange will establish a small business exchange that is separate from the
individual market exchange. The Exchange will need to consider how closely aligned the QHPs should be between the two
exchanges to ensure adequate choice for the participants of each.

Options for Alignment of Health Plan Issuers Between Exchanges

Health plans participate in both individual
and SHOP exchanges. Contracts are only
awarded to issuers that can serve both
markets.

Health plan participate in both the individual Health plans participate in either Exchange.
and SHOP exchanges. Exchange permits
health plans that only want to participate in

one exchange on an exception basis.

Options for Alignment of Benefit Plan Offerings Between Exchanges

Benefit plan offerings would be identical in
both exchanges.

Benefit plan offerings are unique to each
Exchange.

Benefit plan offerings would be consistent in
both exchanges, with the possibility of some
differences to meet the needs of Individual
and Small Group enrollees.

Preliminary Recommendation: Partial alignment of Issuers and Benefit Plan Offerings (Options A2 and B2)

Summary of Stakeholder Input

* General agreement with partial alignment; carrier representatives advocated for no alignment

Flexibility on benefit design for individual vs SHOP is needed to maintain competitive products.
$2,000 deductible max and other small market may limit alignment
Consider design comparability for consumers moving between individual and SHOP

California Health Benefit Exchange




Extent of Employer Versus Employee Choice
Board Recommendation Brief (See Report, pages 19 to 28)

The Exchange is considering the extent to which employers and employees will have a choice of health plans and benefit designs
under the SHOP exchange, including whether the Employer should make all choices of both Issuer and coverage level, or the
Employee should have full or partial choice. The final decision on level of choice will depend in part on other SHOP configuration
decisions, such as the number and standardization of benefit offerings.

Options to Optimize Employer and Health Plan Participation

Employer selects the Employer chooses Employer establishes Employer chooses a Employer determines
health plan and among available health the metal tier for all specific combination of  the maximum
coverage level within plans and allows the employees, and allows  health plans for contribution that will be
the available SHOP employee to selectthe  employee to select employees to select made on behalf of
options. level of coverage among available health  from. Further choice employee, and allows
among metal tiers. plans. may or may not be employee to select
available among health plan and
coverage tiers. coverage level.

Preliminary Recommendation: Full employee choice and monitor for potential changes, Option 5
Summary of Stakeholder Input

 Carriers expressed concern about adverse risk selection among SHOP products

* Employee choice may negatively impact SHOP enrollment by causing plans to rate higher for adverse risk selection

« Small businesses and consumer organizations expressed desire for full employee choice and noted that employers would still
set contributions
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SHOP Agent Strategy
Board Recommendation Brief (See Report, pages 29 to 43)

Agent engagement and structure of the agent payments have important implications for sales and distribution
of the SHOP Exchange products. For Small Employers, in particular, agents serve as an important distribution
channel. The method for compensating agents, and the alignment of compensation amounts to the external
market are important considerations.

Options to Optimize Agent Commission Payments

Exchange matches health plan Exchange matches health plan Exchange sets rates for agents

commissions and health plans commissions and administers considering current market

administer payments to agents. payments to agents. standards, and issues payments to
them.

Preliminary Recommendation: Exchange should match market payment levels or set average payment
levels, and pay agents directly, Option 2 or Option 3

Summary of Stakeholder Input

» General agreement with recommendations
» Need to assure broker certification across all plans but Exchange should not set higher standard than
marketplace
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Small Employer Benefits Administration and Ancillary Benefit

Options
Board Recommendation Brief (See Report, pages 44 to 53)

The Exchange may provide health and administrative support that best serves the needs of small businesses.
By aggregating services to administer COBRA and Cal-COBRA, Flexible Spending Accounts, and Health
Spending Accounts, the Exchange has the potential for providing value-added benefits that facilitate one-stop
shopping at a modest cost.

Options to Optimize Benefit Administration Support

Exchange undertakes a minimal role and Exchange engages vendor(s) to provide Exchange engages a single vendor to
offers Cal-COBRA and COBRA select employer benefit administration provide an array of employer benefits
administration only services and may offer some services administration services.

directly.

Options to Optimize Ancillary Benefit Support

Exchange provides employer benefits administration services Exchange provides employer benefits administration services
and offers ancillary benefits using specialty carriers. and offers ancillary benefits through multiple participating
health plans.

Preliminary Recommendation: Exchange should offer some benefits administration services (Option A2) whether to offer
through specialty carrier or via health plans needs more research, initial preference for specialty vendors (Option B1)

Summary of Stakeholder Input

» Keep options open to use carrier-based products or specialty vendor products
» Overall, a lower priority than other SHOP issues
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Employer Contribution Options
Board Options Brief (See Report, pages 54 to 62)

Small employer health plans require that the employer make a contribution to premiums for Employees,
typically at least 50% of the premium amount. The Exchange must consider the minimum employer premium
contribution requirement for participation in the SHOP, as well as the minimum percentage of an employer’s
eligible employees that are required to participate, to guard against adverse selection. Market standards for
employee participation levels should be followed, and the Board should consider whether to deviate from
minimum market standards for employer contribution levels, while also considering the contribution needed to
qualify for the small employer tax credit.

Available Employer Contribution Options

Establishes minimum employer Establishes minimum employer Establishes minimum employer
contributions at levels consistent with the  contributions at levels that ensure the tax  contributions at levels higher than the
current small employer market. credit can be taken, if other requirements current market or federal tax credit
are satisfied. requirements to qualify for a tax credit to
support more affordable coverage for
employees.

Preliminary Recommendation: Require contributions at level required to meet federal tax credit (Option 2)

Summary of Stakeholder Input

» Consider one-tier buy-up to allow choice — employer chooses tier, but employee can buy up (vertically)
» Consider balance between what is least versus most disruptive to current practices
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Promoting Employer Tax Credit for Health Coverage
Board Background Brief (See Report, pages 63 to 65)

The Affordable Care Act provides for a Small Employer tax credit to offset a portion of the cost of providing
health insurance for some small employers. To date the Tax Credit has been used by only a small portion of
eligible employers. Reason cited for the relatively low adoption of the tax credit has been that it is generally not
well understood by small businesses and that it may be of marginal benefit to many small employers given their
tax liability. More than 375,000 small employers in California are estimated to be eligible for the credit.

Promotion of the small employer tax credit should be considered a core marketing feature to support
development of the SHOP marketing strategy.

Summary of Stakeholder Input

» Challenges exist both in communication and education about the tax credit, as well as administrative complexity
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Next Steps

« Staff will make revisions and prepare final recommendations for the
Exchange Board

« Exchange Board decisions (July 19" Board meeting)

* Further research of outstanding issues and continued work to develop
details — an evolving process
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