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IV. RESULTS

The CPS and MEPS data indicate that the uninsured spent relatively modest amounts out-
of-pocket, on average, prior to the ACA. The mean OOP for the MEPS data shown in Table 1 is
$409 (which is slightly higher than for the CPS). The data strongly suggest that the non-poor
uninsured received costly care for which they did not pay, even at relatively high income levels.
The difference between the “cost of care” the uninsured received (shown as total spending pre-
ACA) and what they paid (OOP pre-ACA) is usually attributed to charity care and bad debt. The
actuarial value of the implicit insurance that the uninsured received (at zero premiums), i.e., the
fraction of total care not paid by the uninsured varies little across income groups, and averages
about 75 percent more generous than a Bronze plan and similar to that for a Silver plan.*®

Gross and net premiums for Silver and Bronze plans are presented in the remaining
columns of Table 1. The gross premiums differ by income only due to differences in the age
distribution within each income stratum. Gross premiums on average are substantially higher
than pre-ACA expected out-of-pocket payments for all income strata. Even with premium tax
credits, Silver premiums are more than twice the level of expected pre-ACA OOP, even for those
between 138 and 175 percent of FPL who receive large premium subsidies. On average for the
full sample of formerly uninsureds, the net Silver premium of $2,458 is more than five times
larger than pre-ACA OOP. The minimum premium Bronze plan has an average annual net
premium of $1,541 across income groups. Applying the tax credit to lowest cost Bronze plans
allows those at lower incomes to purchase coverage at very low prices. Individuals between 138
and 175 percent FPL would pay an average of just over $21 per month ($261 annually) for the

minimum premium Bronze plan. But for all other income groups and for all other coverage

16 Specifically, the actuarial value is calculated as 1— r, where r is the ratio of total OOP summed across consumers
to total spending summed across consumers. We use both OOP and total spending from the MEPS for consistency.
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options, the post-ACA premiums alone exceed the average out-of-pocket payment while
uninsured. So even if we assumed that post-ACA insurance eliminated out of pocket payments,
the average uninsured person will suffer a financial loss because he or she will pay more in
premiums than their expected payments when uninsured.

Table 2 presents estimated expected OOP in Bronze and Silver plans, again displaying
pre-ACA OOP while uninsured for comparison. For both metallic levels, we present estimates
for the two spending distributions used to simulate OOP in the post-ACA period: (1) original
uninsured spending (implying no moral hazard); and (2) spending for persons insured in the
individual market. For the uninsured with low incomes, estimated out-of-pocket spending is
moderately reduced in Silver plans due to cost sharing subsidies if the spending distribution
remains the same as without insurance, whereas the higher-income uninsured consistently have
higher out-of-pocket spending even after obtaining coverage. With Bronze coverage, average
OOP increases because cost-sharing subsidies are only available with Silver plans and the
implicit actuarial value (as a proportion of total spending) from bad debt and charity care while
uninsured was well above the 60 percent benchmark for Bronze coverage.

Table 3 shows that the sum of premiums and out-of-pocket payments (TEP) substantially
exceeds the amounts paid while uninsured, even at lowest income levels. For all of the reasons
just discussed, those receiving low or zero subsidies from the ACA pay more on average than
they did in the pre-ACA period. But even these lower income people receiving significant
premium and cost sharing subsidies end up paying more than before the ACA, largely because
the ACA subsidies fall short of the implied subsidy provided by charity and bad debt care in the

pre-ACA period.
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As shown in Table 4, Panel A, ACA-approved coverage often does reduce the standard
deviation of out-of-pocket spending for Silver plans, (while potentially increasing the mean
value). However, the variability of OOP spending increases at all income levels for Bronze
plans. The cap on out-of-pocket payments and Silver plan cost sharing subsidies drive the
reductions in risk for Silver plans. On average, the standard deviation for OOP in Silver plans
falls even though mean spending rises with the privately insured distribution due to better
coverage.

Panel B of Table 4 translates the change in variances (pre minus post) into a change in
the risk premium, so that positive numbers indicate a fall in the risk premium after the ACA,
representing greater financial protection. The large reductions in OOP risk for Silver plans
translate into reduced risk premiums compared to pre-ACA OOP (Panel B of Table 4). In
contrast, although Bronze plans cap out-of-pocket payments, the relatively low variability in pre-
ACA OOP results in small increases in the risk premium from pre-ACA levels to post-ACA
levels using the spending distribution of the previously uninsured. The increases in risk
premiums for Bronze plans based on individually insured spending are greater, indicating less
risk protection benefits in Bronze plans compared with charity and bad debt care in the pre-ACA
period.

Estimates of total medical care spending and the value of the increased care consumed
due to insurance are presented in Table 5. The estimated values of increased care are between
$2,064 and $2,760 using the conventional approximation to measuring the welfare cost of moral
hazard, which assumes the marginal value of care is half its cost. The estimated benefits for

Bronze coverage are modestly larger than for Silver coverage because the consumer pays higher
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out-of-pocket prices under Bronze plans and thus less of total spending is counted as deadweight
loss compared to Silver plans (with total spending assumed to be constant).

The total welfare change from obtaining coverage is calculated by subtracting the
benefits from insurance from the additional amounts paid for insurance and care. Specifically,
the difference in the risk premium and value of increased care consumed represent the benefits
from insurance, while the difference in the sum of premium and average OOP (post minus pre)
represents the price paid.

Table 6 presents estimates of welfare change by income group if all (or a random
sample) of that group were to obtain coverage. Average welfare for the uninsured population
would be estimated to decline after the ACA if all members of that population obtained
coverage. The fall in welfare is roughly the same amounts on average for Bronze and Silver
plans. At the lowest income stratum and under the assumption that spending increases, there are
welfare gains because of subsidies and increased access. Those at all higher-income levels, a
majority of the uninsured eligible for exchanges, suffer welfare losses that increase with income
because subsidies diminish and then disappear.

To examine the sensitivity of our results to health risk, the risk aversion parameter, and
the value of additional consumption, we also provide estimates for subpopulations at various risk
levels and for the entire population using a risk aversion coefficient of 0.001 and an assumption
that the value of all additional care is equal to the amount of spending. Table 7 shows the
distribution of welfare changes for subpopulations based on health risk. As expected, higher risk
groups that will benefit from community rating will sometimes be better off because they benefit
from substantially increased care but their specific premiums do not reflect that higher use.

Table 8 in contrast shows the “best-case” scenario in terms of the benefits furnished by insurance
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for the population of formerly uninsured.!’” Persons between 138 and 175 percent of FPL on
average are now substantially better off with Silver and Bronze coverage using the distribution of
privately insured spending but face welfare losses under the previously uninsured spending
distribution. The estimates still indicate welfare declines for higher-income groups, with the
estimated losses ranging up to several thousand dollars.

To summarize, we consistently find that the previously uninsured with incomes above
250 percent of FPL would on average experience welfare declines with Silver or Bronze
coverage. Tables 9 and 10 provide estimates of takeup rates calculated by subtracting from any
welfare loss the penalty associated with the individual mandate as well as the explicit subsidies.
Not unexpectedly, predicted takeup rates are high among high risks but low among the more
numerous low and average risks even in the optimistic best case scenario. Estimated takeup rates

are close to those observed in the insurance exchanges (Avalere 2015).

V. CONCLUSION

Our estimates indicate that the majority of the previously uninsured would be subject to
substantial negative financial impacts by purchasing insurance on exchanges in response to the
ACA. Impacts on welfare are less stark, with potential gains at low income and high risk levels.
However, many of the non-poor formerly uninsured are estimated to be worse off because the
subsidies are not large enough and coverage not generous enough to offset their new obligation
to pay part of the premium along with required cost sharing. This loss contributes to the
relatively low estimated takeup rates to date for exchange coverage for persons who do not

qualify for large premium subsidies and cost sharing subsidies. The result is driven by the

17 We do not provide estimates based on the lower value of additional care discussed earlier in the paper, where the
uninsured adjusted their use based on lower marginal out-of-pocket prices due to charity care.
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uninsured paying a small fraction of their costs prior to the ACA, and this empirical pattern also
explains the low estimated value of providing Medicaid to the uninsured in recent work by
Finkelstein, Hendren, and Luttmer (2015).

To be sure, benefits from ACA coverage include better protection against very large and
unexpected out-of-pocket payments, and access to additional care which provides some health
and consumption benefits. Even if a formerly uninsured person is made worse off, the rest of the
community may gain from the now “responsible” behavior. It will be important to examine the
level and pattern of these increased financial burdens to judge whether they are of sufficient

social value to justify their imposition.
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Figure 1. Valuation of additional consumption from lower prices due to insurance
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Table 1. Average annual pre-ACA OOP and post-ACA premiums
for alternative spending distributions ($)

Net Silver Gross

Income Total Gross Silver premium Bronze Net Bronze
group OOP pre-  spending premium (2nd premium premium
(%FPL) ACA pre-ACA  (2nd lowest)  Tax credit lowest) (lowest) (lowest)
138 — 175 (N = 1,515) 373 1,624 3,794 2,735 1,059 2,857 261
175 — 250 (N = 2,390) 351 1,510 3,739 1,923 1,816 2,812 910
250 — 325 (N =1,518) 462 1,978 3,787 880 2,907 2,847 1,967
325 -400 (N =763) 457 1,976 3,943 587 3,356 2,961 2,374
>400 (N =1,333) 461 1,975 4,033 0 4,033 3,030 3,030
Total (N =7,519) 409 1,761 3,836 1,378 2,458 2,885 1,541
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Table 2. Average annual out-of-pocket payments for alternative spending distributions ($)

Silver Bronze

Income group Pre-ACA Pr_evious Erivately Pr_evious Erivately

uninsured insured uninsured insured

(%FPL) OOP . . . .

spending spending spending spending
138 - 175 373 357 1,032 784 1,909
175 - 250 351 340 1,004 745 1,851
250 — 325 462 691 1,613 965 2,271
325 -400 457 683 1,602 952 2,257
>400 461 686 1,603 957 2,259
Total 409 513 1,304 857 2,064

Note: The first column presents estimated OOP paid by the uninsured before the ACA using data from the MEPS.
The remaining columns estimate OOP under Silver and Bronze plans assuming different distributions of total
spending as described in the text using data from MEPS.

28



Table 3. Average annual total expected price (TEP) for alternative spending distributions ($)

Silver Bronze
Income group Previous Privately Previous Privately
Pre-ACA uninsured insured uninsured insured
(%FPL) . . . .

spending spending spending spending
138 - 175 373 1,416 2,091 1,045 2,170
175 - 250 351 2,156 2,820 1,655 2,761
250 — 325 462 3,598 4,520 2,932 4,238
325 -400 457 4,039 4,958 3,326 4,631
>400 461 4,720 5,636 3,987 5,289
Total 409 2,971 3,762 2,398 3,605

Note: The first column presents estimated OOP paid by the uninsured before the ACA. The remaining columns

present the sum of premiums and expected OOP payments under Silver and Bronze plans assuming different
distributions of total spending as described in the text using data from MEPS.
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Appendix

Schedule of Premium and Cost Sharing Subsidies

Premium subsidy: Cost sharing subsidy
Income group AGI from CPS Max % income on Max Max Max OOP
uninsured . . . .
(%FPL) premium deductible coinsurance limit
sample ($)
138 — 150 18,513 4.0 0 0.15 1000
150 — 200 24,363 6.3 400 0.15 2000
200 - 250 33,080 8.0 1500 0.2 2,250
250 — 400 42,005 9.5  No subsidy No subsidy No subsidy
>400 80,448 No subsidy No subsidy No subsidy No subsidy
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Table 1. QHP-Eligible Nonelderly Uninsured and All Nonelderly, January-March

2015, by Selected Characteristics (cont.)

Variable QHP-Eligible General Nonelderly
Uninsured Population
(Percentage) (Percentage)
Health Status*
Excellent 34.1 40.3
Very Good 30.2 30.1
Good 27.6 21.7
Fair/Poor 8.0 7.9
Total 100.0 100.0
Metropolitan Status
Metropolitan 80.8 86.5
Nonmetropolitan 19.2 135
Total 100.0 100.0
Employment Status (ages 18-64 only)
Employed 72.2 72.0
Unemployed 10.5 5.0
Not in Labor Force 17.3 23.0
Total 100.0 100.0
Marital Status (ages 18-64 only)
Married 36.7 54.2
Not Married 63.3 45.8
Total 100.0 100.0
Has Usual Source of Care*
Yes 514 86.4
No 48.6 13.6
Total 100.0 100.0

* Not adjusted for immigration status

Source: ASPE analysis of National Health Interview Survey (NHIS) Preliminary Quarterly Microdata
Files for January-March 2015, adjusted using imputations of immigration status from ASPE’s TRIM3
microsimulation model.
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Table 2 presents additional analysis of the relationship between race/ethnicity and gender
among the QHP-eligible uninsured. Overall, men account for 57 percent of the QHP-eligible
population. The proportion of men among QHP-eligible Hispanics and Whites is similar to
the proportion of men in the overall QHP-eligible population, but is higher (60 percent)
among African Americans and lower (44 percent) among Asian Americans. More than one-
third of the QHP-eligible uninsured are non-Hispanic White males.

Table 2. QHP-Eligible Nonelderly Uninsured, January-March 2015, by Race/Ethnicity
and Gender

Category Percentage of Percentage of
Race/Ethnicity Group Total
Male
Hispanic (all races) 56.9 10.6
White (non-Hispanic) 56.8 34.9
Black (non-Hispanic) 59.6 8.5
Asian (non-Hispanic) 44.2 1.0
Other (non-Hispanic) 57.3 2.1
Total 56.9 56.9
Female
Hispanic (all races) 43.1 8.0
White (non-Hispanic) 43.2 26.6
Black (non-Hispanic) 40.4 5.7
Asian (non-Hispanic) 55.8 1.2
Other (non-Hispanic) 42.7 1.5
Total 43.1 43.1

Source: ASPE analysis of National Health Interview Survey (NHIS) Preliminary Quarterly Microdata
Files for January-March 2015, adjusted using imputations of immigration status from ASPE’s TRIM3
microsimulation model.

SECTION Il: ATTITUDES AND EXPERIENCES OF THE UNINSURED

Surveys of uninsured people fielded by the Robert Wood Johnson Foundation, the Kaiser Family
Foundation, the Commonwealth Fund, McKinsey & Company, and the Urban Institute all
provide valuable information about the attitudes and experiences of the remaining uninsured.
New content areas that are not measured by federal surveys but are included in private surveys
include topics such as: perceptions of affordability; experiences with and attitudes towards health
insurance; and awareness of new coverage options and financial assistance available under the
Affordable Care Act.

These surveys were fielded during or after the 2015 Open Enrollment Period and together
provide rich information on specific populations that are the focus for the 2016 Open Enrollment
Period. Each survey cited (see Table 3) examined different populations over different periods of

|
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time with different survey instruments. The definition of being uninsured varies across surveys
and many report findings collectively for those eligible for Medicaid and the Marketplaces. ®
Many uninsured people are eligible for Medicaid or CHIP, or are immigrants who are not
lawfully present (and therefore not eligible for Marketplace, Medicaid, or CHIP coverage), and
their attitudes and experiences may be somewhat different from those whose incomes and
immigration status make them eligible for Marketplace or Medicaid/CHIP coverage.

Table 3. Private Surveys of the Uninsured

Source Time Period Sample Sample Size’
Robert Wood Johnson May 2015 Uninsured non-elderly adults 1,270
Foundation National

Survey of Uninsured

Adults

Kaiser Family Foundation | Fall 2014 19-64 year olds with various 10,502
Survey of Low-Income (September — | types of coverage

Americans and the ACA December)

Commonwealth Fund ACA | March — May | 19-64 year olds with various 4,881
Tracking Survey 2015 types of coverage

McKinsey & Company February QHP-eligible uninsured and non- 3,007
Consumer Health Insights | 2015 elderly adults with coverage in

Survey the individual market

Urban Institute Health March 2015 Uninsured non-elderly adults 7,500
Reform Monitoring Survey

Financial Challenges and the Priorities of Uninsured Individuals

People who are uninsured often experience financial barriers to coverage and may place other

priorities over obtaining health insurance.

e Only 26 percent of those who are uninsured say that they are doing well financially. Nearly
80 percent have less than $1,000 in savings and about half have less than $100 in savings.™

 More than half of people who are uninsured feel financially insecure'* and half had difficulty
affording basic necessities such as food or housing in the past year.*

8 We have interpreted survey findings in a manner that is consistent with each individual survey, but for simplicity use the term
uninsured broadly in this discussion. We recommend seeing the sources cited in Table 3 for additional details on methodologies,
instruments, timeframes, samples, and definitions. A recent overview by the Urban Institute also provides comparative
information on some of the surveys: Michael Karpman, Sharon K. Long, and Michael Huntress, “Nonfederal Surveys Fill a Gap
in Data on ACA,” March 2015, available at http://www.urban.org/research/publication/nonfederal-surveys-fill-gap-data-aca.

® Sample size listed is for the entire survey sample, which may include individuals who have coverage.

10 Robert Wood Johnson Foundation, “Understanding the Uninsured Now.” June 2015. Available at:
http://www.rwif.org/en/library/research/2015/06/understanding-the-uninsured-nRow.html.

1 Rachel Garfield and Katherine Young, “How Does Gaining Coverage Affect People’s Lives? Access, Utilization, and
Financial Security among Newly Insured Adults.” Kaiser Family Foundation, June 19, 2015. Available at: http://kff.org/health-
reform/issue-brief/how-does-gaining-coverage-affect-peoples-lives-access-utilization-and-financial-security-among-newly-
insured-adults/.
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e When asked what they would do if they were to become better off financially, many
uninsured people say they would pay down their debt, put money into savings, or make home
or car repairs before buying health insurance.®

Impacts of Being Uninsured on Use of Health Care

Lack of health insurance coverage affects individuals’ access to and use of health care services.

e Most people without health insurance are not confident they can get or afford routine or
major medical care without insurance.***

e Some uninsured individuals obtain services by paying out of pocket and/or using free or low-
cost clinics.*®" However, one survey indicated that only 28 percent of those who are
uninsured and have ongoing medical care needs feel that they are getting all or most of the
care that they need.*®

e People who are uninsured are much less likely than their insured counterparts to receive a
check-up or preventive care visit (33 percent versus 74 percent of adults with employer-
sponsored insurance) and more likely to be unable to afford prescription drugs (21 percent
versus 4 percent of adults with employer-sponsored insurance).*®

e Furthermore, 33 percent of the uninsured have postponed care and never received it, and 34
percent of those who postponed care did so because they could not afford the cost.?

e Uninsured individuals experience more problems paying medical and other bills than their
insured counterparts, including having medical bills use up all or most of their savings,

12 Adele Shartzer, Genevieve M. Kenney, Sharon K. Long, and Yvette Odu, “A Look at Remaining Uninsured Adults as of
March 2015.” Urban Institute, August 18, 2015. Available at: http://hrms.urban.org/briefs/A-Look-at-Remaining-Uninsured-
Adults-as-of-March-2015.html.

1% Robert Wood Johnson Foundation, “Understanding the Uninsured Now.” June 2015. Available at:
http://www.rwjf.org/en/library/research/2015/06/understanding-the-uninsured-now.html.

4 Rachel Garfield and Katherine Young, “How Does Gaining Coverage Affect People’s Lives? Access, Utilization, and
Financial Security among Newly Insured Adults.” Kaiser Family Foundation, June 19, 2015. Available at: http://kff.org/health-
reform/issue-brief/how-does-gaining-coverage-affect-peoples-lives-access-utilization-and-financial-security-among-newly-
insured-adults/.

15 sara R. Collins, Petra W. Rasmussen, Michelle M. Doty, and Sophie Beutel, “Americans’ Experiences with Marketplace and
Medicaid Coverage.” Commonwealth Fund, June 2015. Available at: http://www.commonwealthfund.org/publications/issue-
briefs/2015/jun/experiences-marketplace-and-medicaid.

16 Rachel Garfield and Katherine Young, “How Does Gaining Coverage Affect People’s Lives? Access, Utilization, and
Financial Security among Newly Insured Adults.” Kaiser Family Foundation, June 19, 2015. Available at: http://kff.org/health-
reform/issue-brief/how-does-gaining-coverage-affect-peoples-lives-access-utilization-and-financial-security-among-newly-
insured-adults/.

7 McKinsey & Company. “2015 OEP: Insight into Consumer Behavior.” March 2015. Available at:
http://healthcare.mckinsey.com/2015-0ep-insight-consumer-behavior.

18 Robert Wood Johnson Foundation, “Understanding the Uninsured Now.” June 2015. Available at:
http://www.rwjf.org/en/library/research/2015/06/understanding-the-uninsured-now.html.

19 Kaiser Family Foundation. “Key Facts about the Uninsured Population.” October 5, 2015. Available at:
http://kff.org/uninsured/fact-sheet/key-facts-about-the-uninsured-population/. Sommers et al. found significant decreases in the
proportion of individuals who said they did not have easy access to medicine after the first Marketplace Open Enrollment Period
and for low-income individuals in states expanding Medicaid, but not for low-income individuals in states that have not yet
expanded. Benjamin D. Sommers, Munira Z. Gunja, Kenneth Finegold, and Thomas Musco, “Changes in Self-reported Insurance
Coverage, Access to Care, and Health Under the Affordable Care Act,” Journal of the American Medical Association, 2015,
314(4):366-374.

2 Rachel Garfield and Katherine Young, “How Does Gaining Coverage Affect People’s Lives? Access, Utilization, and
Financial Security among Newly Insured Adults.” Kaiser Family Foundation, June 19, 2015. Available at: http://kff.org/health-
reform/issue-brief/how-does-gaining-coverage-affect-peoples-lives-access-utilization-and-financial-security-among-newly-
insured-adults/.
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having problems paying for basic necessities, or having their bill sent to a collection
agency.

Concerns about Affordability and Knowledge of Subsidies

According to the Robert Wood Johnson Foundation, nearly 75 percent of uninsured people think
that having health insurance is important. Fewer than 20 percent of those who are uninsured say
they are uninsured because they do not want insurance.*

e Nearly 60 percent of those without insurance do not understand or have not heard of APTC.?®

People without health insurance are primarily concerned with the affordability of coverage.

e A sizeable proportion of those without insurance have not shopped for or obtained coverage
because they did not believe coverage was affordable; however, many of the uninsured also
are not aware of their eligibility for free or low-cost coverage.?*2>20:28

e Inaddition, among uninsured adults surveyed by the Kaiser Family Foundation who sought
coverage and said it was too expensive, 42 percent appeared likely eligible for APTC and 14
percent were potentially eligible for Medicaid.?

People without health insurance may also experience gaps in eligibility or confusion about their

eligibility.

e About 40 percent of the uninsured who sought coverage in 2014 but did not enroll said that
they were told that they were ineligible for coverage, yet nearly half appeared likely eligible
for APTC (30 percent) or Medicaid (19 percent) at the time that they were surveyed.*

e Furthermore, 60 percent of the uninsured have not heard about, or are not sure if they have
heard about, Special Enrollment Periods (SEPs).%

2 |bid.
22 pdele Shartzer, Genevieve M. Kenney, Sharon K. Long, and Yvette Odu, “A Look at Remaining Uninsured Adults as of
March 2015.” Urban Institute, August 18, 2015. Available at: http://hrms.urban.org/briefs/A-Look-at-Remaining-Uninsured-
Adults-as-of-March-2015.html.
2 Robert Wood Johnson Foundation, “Understanding the Uninsured Now.” June 2015. Available at:
D}tp://www.rwif.orq/en/librarv/research/2015/06/understandinq-the-uninsured-now.html.
Ibid.
% Rachel Garfield and Katherine Young, “How Does Gaining Coverage Affect People’s Lives? Access, Utilization, and
Financial Security among Newly Insured Adults.” Kaiser Family Foundation, June 19, 2015. Available at: http://kff.org/health-
reform/issue-brief/how-does-gaining-coverage-affect-peoples-lives-access-utilization-and-financial-security-among-newly-
insured-adults/.
% Adele Shartzer, Genevieve M. Kenney, Sharon K. Long, and Yvette Odu, “A Look at Remaining Uninsured Adults as of
March 2015.” Urban Institute, August 18, 2015. Available at: http://hrms.urban.org/briefs/A-Look-at-Remaining-Uninsured-
Adults-as-of-March-2015.html.
2" sara R. Collins, Petra W. Rasmussen, Michelle M. Doty, and Sophie Beutel, “Americans’ Experiences with Marketplace and
Medicaid Coverage.” Commonwealth Fund, June 2015. Available at: http://www.commonwealthfund.org/publications/issue-
briefs/2015/jun/experiences-marketplace-and-medicaid.
% McKinsey & Company. “2015 OEP: Insight into Consumer Behavior.” March 2015. Available at:
http://healthcare.mckinsey.com/2015-o0ep-insight-consumer-behavior.
% Rachel Garfield and Katherine Young, “Adults who Remained Uninsured at the End of 2014.” Kaiser Family Foundation,
ggmuary 29, 2015. Available at: http://kff.org/report-section/adults-who-remained-uninsured-at-the-end-of-2014-issue-brief/.
Ibid.
31 Robert Wood Johnson Foundation, “Understanding the Uninsured Now.” June 2015. Available at:
http://www.rwif.org/en/library/research/2015/06/understanding-the-uninsured-now.htmi.
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Awareness of Penalties for Not Buying Insurance

Uninsured individuals may be more inclined to enroll in coverage for the 2016 coverage year as
a result of the individual shared responsibility payment (tax penalty), which is the larger of 2.5
percent of yearly income or $695 per person ($347.50 per child under 18) in 2016.

Many of the uninsured are not aware of, or know very little about the tax penalty.

e Approximately 40 percent of uninsured persons were unaware of the penalty.*

e In December 2014, approximately 40 percent of uninsured persons were unsure if they would
pay the penalty for 2014.%

e When informed about the penalty, 30 percent of the uninsured who were previously unaware
of the penalty stated that they were more likely to enroll.*

SECTION I11: CONCLUSION

Data from the first quarter of 2015 from the NHIS and findings from private surveys provide
insight into the demographic characteristics, financial circumstances, and attitudes towards
health insurance among those who do not have coverage. We estimate that nearly half of the
uninsured population that is QHP-eligible has family incomes between 100% and 250% FPL,
making them likely eligible for APTC and CSR. Almost half of the uninsured who qualify for
Marketplace plans are between the ages of 18 and 34. More than 30 percent are people of color:
19 percent are Hispanic, 14 percent are African- American, and about 2 percent are Asian
American.

Private surveys suggest that the uninsured value insurance but have financial circumstances,
perceptions of affordability, and knowledge gaps that are barriers to enrolling in coverage. Many
people who are uninsured have less than $1,000 in savings and choose other financial priorities
over purchasing health insurance. Even though they do not currently have health insurance,
nearly three-quarters of those without coverage say that they think health insurance is important.
Affordability of coverage is of high concern to those without health insurance, yet many lack
knowledge about subsidies that reduce the cost of purchasing health insurance and their potential
eligibility for this financial assistance. In addition, approximately 40 percent of the uninsured are
not aware of or know very little about the tax penalty.

The next Health Insurance Marketplace Open Enrollment Period, from November 1, 2015 to
January 31, 2016, will offer an opportunity to continue to provide coverage for more individuals
and to reduce the number of uninsured even further.

% McKinsey & Company. “2015 OEP: Insight into Consumer Behavior.” March 2015. Available at:
http://healthcare.mckinsey.com/2015-o0ep-insight-consumer-behavior.

% Michael Karpman, Genevieve M. Kenney, Sharon K. Long, and Stephen Zuckerman, “Quick Take: As of December, Many
Uninsured Adults Were Not Aware of Tax Penalties for Not Having coverage, the Marketplaces, or the Open Enrollment
Deadline.” Urban Institute, February 19, 2015. Available at: http://hrms.urban.org/quicktakes/As-of-December-Man-Uninsured-
Adults-Were-Not-Aware-of-Tax-Penalties.html.

¥ McKinsey & Company. “2015 OEP: Insight into Consumer Behavior.” March 2015. Available at:
http://healthcare.mckinsey.com/2015-o0ep-insight-consumer-behavior.
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METHODS APPENDIX

The national estimates for the nonelderly uninsured, for QHP-eligible nonelderly uninsured, and
for all nonelderly presented in Figures 1-5 and Tables 1-2 are based on ASPE analysis of
National Health Interview Survey Preliminary Quarterly Microdata Files for January-March
2015.% For the purposes of this analysis, we consider QHP-eligible uninsured to be any
nonelderly, lawfully present individual who is uninsured and has a family income: (a) above
138% of the Federal Poverty Level (FPL) for adults in Medicaid expansion states or at least
100% FPL for adults in states that have not yet expanded, or (b) above 250% FPL for children in
any state. Our QHP eligibility definition is not the same as actual eligibility for coverage or
financial assistance through the Marketplaces, and is an attempt to identify who is most likely to
have or shop for coverage in the Marketplaces. For the purposes of this brief, we have not
included within our definition of “QHP eligible” individuals whose family incomes are in the
coverage gap (family incomes above Medicaid eligibility and below financial assistance
eligibility through the Marketplaces) in states that have not yet expanded Medicaid, as these
individuals are unlikely to purchase coverage through the Marketplaces. We also do not include
in our definition lawfully present immigrants with family incomes below 100% FPL. The NHIS
Preliminary Quarterly Microdata include the variables used for the selected characteristics shown
in Figures 2-5 and Tables 1-2.

The NHIS quarterly data do not provide information on citizenship or immigration status. Such
information is needed to determine QHP eligibility because immigrants who are not lawfully
present are not eligible for Medicaid (except for emergency services), CHIP, or Marketplace
coverage. The American Community Survey (ACS) Public Use Microdata Sample (PUMS) data
analyzed for this brief include information on place of birth and citizenship but do not
distinguish persons who are not lawfully present from legally resident noncitizens. To exclude
estimated persons who are not lawfully present from our estimates of the uninsured, we
subtracted the estimated number of individuals who are not lawfully present in each category of
interest from the NHIS estimates. Estimates for uninsured individuals who are not lawfully
present are shown in Figure 1 but this population is not included in the estimates for QHP-
eligible uninsured and their characteristics in Figures 2-5 and Tables 1-2.

Our estimates of immigrants who are not lawfully present are based on ASPE analysis of data
from the 2013 ACS, using an adjustment methodology based on imputations of immigrant legal
status in ASPE’s TRIM3 microsimulation model. The TRIM3 imputation methods, originally
developed by Jeffrey Passel and Rebecca Clark in the 1990s, assign noncitizens in data from the
Current Population Survey Annual Social and Economic Supplement (CPS ASEC) to one of four
possible legal statuses: legal permanent resident (“LPR,” or “green card” holder); refugee or
asylee; nonimmigrant (temporary legal resident, generally in the U.S. with a student visa or work
visa); or immigrants who are not lawfully present. Our use of the 2013 ACS data assumes that
immigrants who are not lawfully present have not benefited from the coverage gains under the

% Centers for Disease Control and Prevention, National Center for Health Statistics, National Health Interview Survey Early
Release Program. “Preliminary Quarterly Microdata Files: National Health Interview Survey, January—March 2015.” August
2015. Available at: http://www.cdc.gov/nchs/data/nhis/earlyrelease/microdata.pdf.
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Affordable Care Act since 2013 because they are not eligible for the Marketplace or Medicaid
expansion.

Another important limitation of the NHIS estimates is that they measure family income rather
than income for the Health Insurance Unit (HIU), which comes closer to the tax concepts used to
determine eligibility for Medicaid, CHIP, and the Marketplaces. Family income and HIU income
will be the same for many families, but for others the two concepts will produce different results.
The income of a young adult living at home, for example, would be counted in family income
along with that of parents who might earn more, but the child’s and parents’ income would be
broken out separately in HIU income. Research by the State Health Access Data Assistance
Center (SHADAC) suggests that on net, using HIU rather than family income categorizes more
individuals below Medicaid income eligibility limits and fewer individuals within the QHP-
eligible income range.*® Data to construct HIU income was not available in NHIS.

ASPE appreciates the assistance of the Centers for Disease Control and Prevention National
Center for Health Statistics Research Data Center in facilitating our access to and analysis of the
restricted NHIS Preliminary Quarterly Microdata Files. The findings and conclusions in this
brief are those of the authors and do not necessarily represent the views of the Research Data
Center, the National Center for Health Statistics, or the Centers for Disease Control and
Prevention.

% State Health Access Data Assistance Center (SHADAC). “Defining ‘Family’ for Studies of Health Insurance Coverage.”
March 2012. Available at: http://www.shadac.org/files/shadac/publications/SHADAC _Brief27.pdf.
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The Affordable Care Act (ACA) provides two main avenues for expanding health coverage: the
Health Insurance Marketplaces (“Marketplaces”) and the law’s federal support for states that
wish to expand their Medicaid programs. This brief estimates how many individuals nationwide
might have Marketplace coverage after the upcoming Open Enrollment period (November 1,
2015-January 31, 2016) through the end of 2016.*

Looking ahead to the third Open Enrollment period (OE3), analysts have produced a wide range
of estimates of the number of people who will enroll in coverage through the Marketplaces that

vary due to differing underlying assumptions and analytical methods. Last year, the Secretary of
Health and Human Services projected that 9.1 million consumers would be enrolled through the
Marketplaces for individual coverage at the end of 2015. We expect that figure to be the starting
point for the third open enrollment period.

In preparation for OE3, the Department of Health and Human Services Office of the Assistant
Secretary for Planning and Evaluation (ASPE) developed a projection for potential 2016
enrollment through the Marketplaces, taking into account both short-run and long-run factors
that affect the level of enrollment. Given the range of factors that may affect enrollment, we
provide ranges for enrollment and cross-validate our results using additional methods. The ASPE
projection is the product of collaboration among individuals involved in research, operations, and
consumer outreach for the Marketplaces. ASPE also gathered feedback on the projection models
and results from a variety of outside experts.

ASPE’s Estimates of Marketplace Enrollment

ASPE’s projection uses a “bottom up” approach that builds a national estimate up from state-
level information on previous enrollment periods and analysis of the broader insurance market.
This method yielded an estimated range of 9.4 to 11.4 million effectuated enrollees in the

! This brief considers only individual market Qualified Health Plan (QHP) enrollment through the Marketplaces and
not enrollment through the Small Business Health Options Program (SHOP).

Department of Health and Human Services
Office of the Assistant Secretary for Planning and Evaluation
http://www.aspe.hhs.gov/
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Marketplace at the end of 2016. The range is based on assumptions about the effectuated
enrollment at the end of 2015, the starting point for OE3, rates of re-enrollment, take-up by new
enrollees, and attrition of those who initially select a plan but do not maintain coverage for the
entire year.

Bottom Up Approach: Projection of Marketplace Enrollment in 2016

In generating its bottom up estimate for 2016 enrollment, ASPE analyzed the potential for re-
enrollment and new enrollment in coverage through the Marketplaces. ASPE modeled 2016
enrollment as coming via three channels (FIGURE 1):

e Continued enrollment by 2015 Marketplace enrollees: The number of Marketplace
policyholders with plan year 2015 coverage and the rate at which they will re-enroll;

e Shifts from off-Marketplace individual coverage into coverage through the
Marketplaces: The number of individuals who currently hold “off-Marketplace”
individual policies and who will have plan selections through the Marketplaces at the end
of OE3; and

e Enrollment of the uninsured through the Marketplaces: The number of QHP-eligible
uninsured who will have plan selections through the Marketplaces at the end of OE3.?

FIGURE 1
Marketplace Re-enroliment
(effectuated enrollment at | ——> plan selections
end of 2015) (Jan. 31, 2016)
9.1m 7.3m-88m
Marketplace total Marketplace total
— plan selections effectuated
Individual market New (Jan. 31,2016) enrollment
Addressable excluding Marke?p.lace — plan selections —_ —_ (end of 2016)
who are QHP-eligible (Jan. 31, 2016) 11.0m-14.1m
market for new 85 09m—15m
enrollment _J =m : : 9.4m-114m
(. QHP E|Ig|b||e B Now
incomes only) QHE—eIlglbIe olan selections /
Uninsured —_ (Jan. 31, 2016)
_ 105m 2.8m-39m

For the first element, continued enrollment by 2015 Marketplace enrollees, ASPE used data
from the Centers for Medicare & Medicaid Services (CMS) on individuals currently enrolled in
coverage through the Marketplaces and an analysis of re-enrollment rates from OE2 to project a
range for OE3. As discussed above, we expect that 9.1 million individuals will be enrolled
through Marketplaces for individual coverage at the end of 2015, but we also consider a range of
starting points on which to base projections given uncertainty.

The latter two elements, shifts from off-Marketplace individual coverage and enroliment of
the uninsured into coverage through the Marketplaces, comprise the inflows from the

2 Office of the Assistant Secretary for Planning and Evaluation. “Health Insurance Marketplace: Uninsured Populations Eligible
to Enroll for 2016.” October 2015. Available at: http://aspe.hhs.gov/pdf-report/health-insurance-marketplace-uninsured-
populations-eligible-enroll-2016.
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“addressable market” for new enrollment. The “addressable market” was defined as all
individuals who are uninsured or have coverage through the individual market and who have
family incomes at or above the level for eligibility for Marketplace insurance affordability
programs (generally greater than 100% or 138% of the federal poverty level, depending on state
Medicaid expansion status). To estimate the size of the uninsured portion of the addressable
market, ASPE used data from the American Community Survey (ACS) and the Gallup-
Healthways Well-Being Index, a daily poll of American adults. Information from the Kaiser
Family Foundation and the National Health Interview Survey was used to estimate the size of the
individual market.

We estimate that there are currently about 19 million people in the addressable market for new
enrollment, consisting of 8.5 million people with off-Marketplace non-group coverage and 10.5
million who are uninsured. Based on the 2013 ACS, we calculated the number of QHP-eligible
uninsured individuals prior to the first open enrollment period. Adjusting that estimate to reflect
the reduction in uninsured rates between 2013 and Q2 2015 according to the Gallup-Healthways
Well-Being Index suggests there are currently 10.5 million QHP-eligible uninsured. This number
of eligible uninsured is smaller than in previous years, reflecting take-up of Marketplace
coverage by eligible uninsured during the first two years of the Marketplaces’ operations, and, to
a less extent an improving economy where more people have access to employer-sponsored
insurance (ESI) through a job, as well as increased access to health coverage as states expand
Medicaid and introduce new plan options such as the Basic Health Program in New York and
Minnesota.

The projection for new enroliment depends on the likelihood that potential consumers from the
addressable market will enroll in Marketplace coverage or the “take-up rate.” To predict take-up
in the addressable market, ASPE stratified that population by family income into groups that
were likely eligible for subsidies (financial assistance in the form of advance premium tax credits
and cost sharing reductions) or had incomes too high to be eligible for financial assistance. State-
level OE3 take-up rates are based on observed rates by these income groups in OE2, adjusted to
account for increasing awareness of the Marketplaces, the increase in the individual shared
responsibility penalty amount (and increasing awareness of the penalty), and the fact that some
states have already achieved such large reductions in the uninsured population that any
remaining uninsured people would likely be particularly difficult to reach. We vary these rates to
account for uncertainty, which generates a range of estimates for plan selections through the
Marketplaces in 2016. Our analyses suggest that between 0.9 and 1.5 million individuals with
non-group coverage outside the Marketplaces and between 2.8 and 3.9 million eligible uninsured
individuals will select plans through the Marketplaces.®

ASPE combined these population estimates and take-up rates for re-enrollment and new
enrollment to estimate total Marketplace plan selections at the end of OE3. By the end of OES3,
we expect 11.0 to 14.1 million individuals will have selected plans for 2016 coverage through
the Marketplaces.

® Going forward, it will be important to track take-up rates among eligible uninsured people. Take-up rates will
change with time, as will the base population of remaining uninsured as more individuals enroll in Marketplace
plans, and thus rates of overall growth in enrollment will necessarily decline.

|
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Effectuated (active) enrollment at the end of 2016 is expected to be lower than the number of
OE3 plan selections. Based on the Marketplaces’ first two years, we expect a net decrease in
Marketplace enrollment relative to the level at the end of open enrollment. The number of
individuals joining through Special Enrollment Periods (SEP) throughout the year does not fully
offset those who leave for other forms of coverage or due to factors such as non-payment or
termination from coverage as a result of a data matching issue. We project that in 2016 the year-
end effectuated enrollment will be 9.4 to 11.4 million.* ASPE’s analysis implies that most of the
new Marketplace enrollment for 2016 is likely to come from the ranks of the uninsured, with
more than three previously uninsured new enrollees for each one new enrollee who previously
had off-Marketplace individual coverage.

Uncertainty
As a check on the “bottom up” approach, we used a “top down’ approach of modifying existing

forecasts based on data from the first two years of Marketplace experience to put our estimates
into the context of other models used to forecast enrollment. Specifically, the top down approach
builds off 2015 projections from the Congressional Budget Office (CBO) that the Marketplaces
will enroll a total of 20 million people in 2016 and level off at 23 million starting in 2017.> We
adjusted the CBO projections according to lessons learned over the past two years about
enrollment through the Marketplaces and the most recent information available about trends in
ESI coverage and in the individual market outside the Marketplaces. Specifically, we adjust
CBO estimates downward based on employer surveys from Mercer and other industry sources,
which suggest that shifts from ESI coverage and the off-Marketplace individual market into
coverage through the Marketplaces will be smaller than CBO expected and that the remaining
uninsured may be harder to reach than in previous years. When these adjustments are accounted
for, projections of 2016 enrollment using the top-down method are consistent with ASPE’s
bottom-up projections.

There is a high degree of uncertainty about any projection, especially in the early years of a
program. The Marketplaces have been in place for only two years, and thus we have limited
experience upon which to base projections. There are numerous factors that affect consumers’
insurance enrollment, including attitudes of consumers and employers, the effect of payments
under the individual responsibility fee, the size of premiums and premium tax credits, the ease of
the enrollment process, communication and outreach efforts, and whether and how insurance
products change over time. As Marketplace coverage becomes more widespread and the size of
the uninsured population eligible for enroliment in coverage through the Marketplaces shrinks,
the remaining uninsured may be harder to reach, slowing enrollment growth. Beyond these
factors, there are macroeconomic forces such as changes in population and economic conditions,
which are difficult to predict but likely to affect enrollment. Thus, actual enrollment could vary
significantly from projected levels.

* This range for year-end enrollment equates to 9.8 to 12 million for average monthly effectuated enrollment during
2016; our year-end estimate incorporates expectations about attrition over the year.

> Budgetary and Economic Effects of Repealing the Affordable Care Act. Accessed at:
https://www.cbo.gov/publication/50252
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The Bottom Line

Our bottom-up approach results in an estimated range of 9.4 to 11.4 million effectuated enrollees
at the end of 2016. This range reflects the considerable degree of uncertainty in making such
projections. The top of the estimated range is based on the combination of a higher take-up rate,
higher reenrollment, and less attrition, while the bottom of the range reflects the combination of
a lower take-up rate, less reenrollment, and more attrition. Marketplace enrollment is an
essential component to achieving ACA’s mission to reduce the number of uninsured individuals
in the U.S. Through Marketplace retention and new enrollment and increased Medicaid
coverage, we will continue to work to provide every American with access to high-quality,
affordable insurance.

ASPE Office of Health Policy October 15, 2015



United States Government Accountability Office

GAO

Testimony

Before the Subcommittee on Health,
Committee on Energy and Commerce,
House of Representatives

For Release on Delivery
Expected at 9:00 a.m. ET
Friday, October 23, 2015

PATIENT PROTECTION
AND AFFORDABLE
CARE ACT

Preliminary Results of
Undercover Testing of the
-ederal Marketplace and
Selected State
Marketplaces for
Coverage Year 2015

Statement of Seto Bagdoyan, Director, Forensic Audits
and Investigative Service

GAO-16-159T



GAO
Highlights

Highlights of GAO-16-159T, a testimony
before the Subcommittee on Health,
Committee on Energy and Commerce, House
of Representatives

Why GAO Did This Study

PPACA provides for the establishment
of health-insurance marketplaces
where consumers can, among other
things, select private health-insurance
plans or apply for Medicaid. The
Congressional Budget Office estimates
the cost of subsidies and related
spending under PPACA at $60 billion
for fiscal year 2016. PPACA requires
verification of applicant information to
determine enrollment or subsidy
eligibility. In addition, PPACA provided
for the expansion of the Medicaid
program. GAO was asked to examine
application and enrollment controls for
the marketplaces and Medicaid.

This testimony provides preliminary
results of undercover testing of the
federal and selected state
marketplaces during the 2015 open-
enroliment period, for both private
health-care plans and Medicaid. GAO
submitted, or attempted to submit, 18
fictitious applications by telephone and
online, 10 of which tested controls
related to obtaining subsidized health-
plan coverage available through the
federal Marketplace in New Jersey and
North Dakota, and through state
marketplaces in California and
Kentucky. GAO chose these four
states based partly on a range of
population sizes and whether the state
had expanded Medicaid eligibility
under terms of the act. The other 8
applications, among the 18 GAO
made, tested marketplace and state
controls under the marketplace system
for determining Medicaid eligibility in
these four states. The undercover
results, while illustrative, cannot be
generalized to the full population of
enrollees. GAO discussed the results
of its testing with CMS and state
officials to obtain their perspectives.
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PATIENT PROTECTION AND AFFORDABLE
CARE ACT

Preliminary Results of Undercover Testing of the
Federal Marketplace and Selected State Marketplaces
for Coverage Year 2015

What GAO Found

Under the Patient Protection and Affordable Care Act (PPACA), health-insurance
marketplaces are required to verify application information to determine eligibility
for enrollment and, if applicable, determine eligibility for income-based subsidies
or Medicaid. These verification steps include reviewing and validating information
about an applicant’s Social Security number, if one is provided; citizenship,
status as a national or lawful presence; and household income and family size.

For 10 fictitious applicants, GAO tested application and enroliment controls for
obtaining subsidized health plans available through the federal Health Insurance
Marketplace (Marketplace) (for New Jersey and North Dakota) and two selected
state marketplaces (California and Kentucky). Although 8 of these 10 fictitious
applications failed the initial identity-checking process, all 10 were subsequently
approved by the federal Marketplace or the selected state marketplaces. Four
applications used Social Security numbers that, according to the Social Security
Administration (SSA), have never been issued, such as numbers starting with
“000.” Other applicants had duplicate enrollment or claimed their employer did
not provide insurance that meets minimum essential coverage.

For 8 additional fictitious applicants, GAO tested enrollment into Medicaid
through the same federal Marketplace and the two selected state marketplaces,
and was able to obtain either Medicaid or alternative subsidized coverage for 7 of
the 8 applicants. Specifically:

e Three were approved for Medicaid, which was the health-care program for
which GAO originally sought approval. In each case, GAO provided identity
information that would not have matched SSA records. For two applications,
the marketplace directed the fictitious applicants to submit supporting
documents, which GAO did (such as a fake immigration card), and the
applications were approved. For the third, the marketplace did not seek
supporting documentation, and the application was approved by phone.

o For four, GAO did not obtain approval for Medicaid; however, GAO was
subsequently able to gain approval of subsidized health plans based on the
inability to obtain Medicaid coverage. In 1 case, GAO falsely claimed that it
was denied Medicaid in order to obtain the subsidized health plan when in
fact no Medicaid determination had been made by the state at that time.

e For one, GAO was unable to enroll into Medicaid, in California, because
GAO declined to provide a Social Security number. According to California
officials, the state marketplace requires a Social Security number or
taxpayer-identification number to process applications.

According to officials from the Centers for Medicaid & Medicare Services (CMS),
California, Kentucky, and North Dakota, the marketplaces and Medicaid offices
only inspect for supporting documentation that has obviously been altered. Thus,
if the documentation submitted does not show such signs, it would not be
questioned for authenticity. GAO’s work is continuing, and GAO plans to issue a
final report at a later date.
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Chairman Pitts, Ranking Member Green, and Members of the
Subcommittee:

| am pleased to be here today to discuss enroliment for health-care
coverage obtained through the health-insurance exchanges, or
marketplaces, established under the Patient Protection and Affordable
Care Act (PPACA) and, in particular, to discuss the preliminary results of
our undercover testing of eligibility and enroliment controls for the federal
Health Insurance Marketplace (Marketplace) and selected state
marketplaces for the 2015 coverage year. PPACA provides subsidies to
those eligible to purchase private health-insurance plans who meet
certain income and other requirements. With those subsidies and other
costs, the act represents a significant, long-term fiscal commitment for the
federal government. According to the Congressional Budget Office, the
estimated cost of subsidies and related spending under the act is $60
billion for fiscal year 2016, rising to $105 billion for fiscal year 2025, and
totaling $880 billion for fiscal years 2016—-2025."

While subsidies under the act are not paid directly to enrollees,
participants nevertheless benefit financially through reduced monthly
premiums or lower costs due at time of service, such as copayments.?
Because subsidy costs are contingent on who obtains coverage,
enrollment controls that help ensure only qualified applicants are
approved for subsidized coverage are a key factor in determining federal
expenditures under the act.® In addition, PPACA provided for the
expansion of the Medicaid program.* Under the expansion, states may

"Related spending includes marketplace grants to states and other items.

2Enrollees can pay lower monthly premiums by virtue of a tax credit the act provides. They
may elect to receive the tax credit in advance, to lower premium cost, or to receive it at
time of income-tax filing, which reduces tax liability.

3’According to Department of Health and Human Services’ (HHS) Centers for Medicare &
Medicaid Services (CMS) data, about 11.7 million people selected or were automatically
reenrolled into a 2015 health insurance plan under the act. A large share of those
enrollees—87 percent, in states using the HealthCare.gov system—qualified for the
advance premium tax-credit subsidy provided by the act, which is described later in this
statement.

“PPACA provides states with additional federal funding to expand their Medicaid
programs to cover adults under 65 with income up to 133 percent of the federal poverty
level. Because of the way the limit is calculated, using what is known as an “income
disregard,” the level is effectively 138 percent of the federal poverty level.
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choose to provide Medicaid coverage to nonelderly adults who meet
income limits and other criteria. Under PPACA, the federal government is
to fully reimburse states through fiscal year 2016 for the Medicaid
expenditures of “newly eligible” individuals who gained Medicaid eligibility
through the expansion.® According to the Office of the Actuary of the
Centers for Medicare & Medicaid Services (CMS), federal expenditures
for the Medicaid expansion are estimated at $430 billion from 2014
through 2023.°

PPACA provides for the establishment of health-insurance marketplaces
to assist consumers in comparing and selecting among insurance plans
offered by participating private issuers of health-care coverage.” Under
PPACA, states may elect to operate their own health-care marketplaces,
or they may rely on the federal Marketplace, known to the public as
HealthCare.gov.® These marketplaces were intended to provide a single
point of access for individuals to enroll in private health plans, apply for
income-based subsidies to offset the cost of these plans—which, as
noted, are paid directly to health-insurance issuers—and, as applicable,
obtain an eligibility determination or assessment of eligibility for other
health-coverage programs, such as Medicaid or the Children’s Health
Insurance Program.® CMS, a unit of the Department of Health and Human

5The “newly eligible” reimbursement rate drops to 95 percent in calendar year 2017, 94
percent in calendar year 2018, 93 percent in calendar year 2019, and 90 percent
afterward.

6According to the CMS Office of the Actuary, an average of 4.3 million newly eligible
adults are projected to have been enrolled in Medicaid in 2014, with newly eligible adult
enroliment projected to reach 12.0 million people by 2023—representing 7 percent and 15
percent, respectively, of total projected program enrollment. Expenditures for newly
eligible adults are estimated to have been $23.7 billion in 2014 and are projected to total
$460 billion over 2014 through 2023, according to the actuary. About $430 billion, or 93
percent, of these costs are expected to be paid by the federal government.

7Specifica|ly, the act required, by January 1, 2014, the establishment of health-insurance
marketplaces in all states. In states not electing to operate their own marketplaces, the
federal government was required to operate a marketplace.

8As of March 2015, 37 states were using HealthCare.gov, according to HHS’ Office of the
Assistant Secretary for Planning and Evaluation, with the federal Marketplace accounting
for 76 percent (8.8 million) of consumers’ plan selections.

%Individuals may also continue to apply for Medicaid coverage or the Children’s Health
Insurance Program through direct application to their respective state agencies. According
to CMS officials, eligibility requirements are generally the same for both programs. In this
statement, our testing was only for Medicaid eligibility.
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Services (HHS), is responsible for overseeing the establishment of these
online marketplaces, and the agency maintains the federal Marketplace.

To be eligible to enroll in a “qualified health plan” offered through a
marketplace—that is, one providing essential health benefits and meeting
other requirements under PPACA—an individual must be a U.S. citizen or
national, or otherwise lawfully present in the United States; reside in the
marketplace service area; and not be incarcerated (unless incarcerated
while awaiting disposition of charges).' To be eligible for Medicaid,
individuals must meet federal requirements regarding residency, U.S.
citizenship or immigration status, and income limits, as well as any
additional state-specific criteria that may apply.

Marketplaces are required by PPACA to verify application information to
determine eligibility for enrollment and, if applicable, determine eligibility
for the income-based subsidies or Medicaid. These verification steps
include validating an applicant’s Social Security number, if one is
provided;'" verifying citizenship, status as a national, or lawful presence
by comparison with Social Security Administration or Department of
Homeland Security records; and verifying household income and family
size by comparison with tax-return data from the Internal Revenue
Service, as well as data on Social Security benefits from the Social
Security Administration.'?

In light of the government’s substantial fiscal commitment under the act,
congressional requesters originally asked us to examine enroliment and

01 this statement, we use “qualified health plan” to refer to coverage obtained from
private insurers, as distinguished from enrollment in a public health program such as
Medicaid.

A marketplace must require an applicant who has a Social Security number to provide
the number. 42 U.S.C. § 18081(b)(2) and 45 C.F.R. § 155.310(a)(3)(i). However, having a
Social Security number is not a condition of eligibility.

2For further background, see Department of Health and Human Services, Office of
Inspector General, Not All of the Federally Facilitated Marketplace’s Internal Controls
Were Effective in Ensuring That Individuals Were Properly Determined Eligible for
Qualified Health Plans and Insurance Affordability Programs, A-09-14-01011
(Washington, D.C.: Aug. 6, 2015); GAO, Patient Protection and Affordable Care Act: IRS
Needs to Strengthen Oversight of Tax Provisions for Individuals, GAO-15-540
(Washington, D.C.: July 29, 2015); and GAO, Healthcare.gov: CMS Has Taken Steps to
Address Problems, but Needs to Further Implement Systems Development Best
Practices, GAO-15-238 (Washington, D.C.: Mar. 4, 2015).
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verification controls of the federal Marketplace.' In July 2014, we
presented testimony on the results of our initial work, which focused on
application for, and approval of, coverage for fictitious applicants for the
2014 coverage year—the first under the act—through the federal
Marketplace.' In July 2015, we testified on the final results of that work,
including the maintenance of the fictitious applicant identities and
extension of coverage through 2014 and into 2015, payment of federally
subsidized premiums on policies we obtained, and the Marketplace’s
verification process for applicant documentation.' We plan to issue a
final report on the results of our undercover eligibility and enroliment
controls testing for the 2014 coverage year shortly.

Following the original request, you and other congressional requesters
asked us to continue to examine enrollment and verification controls of
the federal Marketplace and state marketplaces as well, for the 2015
coverage year—the second under the act. My statement today is based
on the preliminary results and analysis from this ongoing work.
Specifically, today’s statement describes the preliminary results of our
undercover testing of the federal Marketplace and selected state
marketplaces, for application, enroliment, and eligibility-verification
controls, for both qualified health-care plans and Medicaid, during the

Bour original requesters were: in the U.S. Senate, the then—Ranking Member of the
Committee on Homeland Security and Government Affairs and the then—Ranking Member
of the Committee on Finance; and in the House of Representatives, the then-Chairman of
the Committee on Ways and Means and the then-Chairman of the Subcommittee on
Oversight, Committee on Ways and Means.

14GAO, Patient Protection and Affordable Care Act: Preliminary Results of Undercover
Testing of Enrollment Controls for Health Care Coverage and Consumer Subsidies
Provided Under the Act, GAO-14-705T (Washington, D.C.: July 23, 2014).

15GAO, Patient Protection and Affordable Care Act: Observations on 18 Undercover Tests
of Enrollment Controls for Health-Care Coverage and Consumer Subsidies Provided
under the Act, GAO-15-702T (Washington, D.C.: July 16, 2015).

80ur original requesters are: in the U.S. Senate, the Chairman of the Committee on
Finance; and in the House of Representatives, the Chairman of the Committee on Energy
and Commerce, the Chairman of the Subcommittee on Health, Committee on Energy and
Commerce; the former Chairman of the Committee on Ways and Means and the former
Chairman of the Subcommittee on Oversight, Committee on Ways and Means.
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act’s second open-enroliment period ending February 2015."” We plan to
issue a final report at a later date.

To perform our undercover testing of the federal and selected state
eligibility and enrollment processes for the 2015 coverage year, we
created 18 fictitious identities for the purpose of making applications for
health-care coverage by telephone and online.' The undercover results,
while illustrative, cannot be generalized to the full population of enrollees.
For all 18 applications, we used publicly available information to construct
our scenarios. We also used publicly available hardware, software, and
materials to produce counterfeit or fictitious documents, which we
submitted, as appropriate for our testing, when instructed to do so. We
then observed the outcomes of the document submissions, such as any
approvals received or requests to provide additional supporting
documentation.

Because the federal government, at the time of our review, operated a
marketplace on behalf of the state in about two-thirds of the states, we
focused part of our work on two states using the federal Marketplace—
New Jersey and North Dakota. We chose these two states because they
had expanded Medicaid eligibility and also delegated their Medicaid
eligibility determinations to the federal Marketplace at the time of our
testing.'® In addition, we chose two state marketplaces, California and
Kentucky, for our undercover testing. We chose these two states, in part,
based on the states having expanded Medicaid eligibility and differences
in population.

For 10 applicant scenarios, we tested controls for verifications related to
qualified health-plan coverage. Specifically, we created application

"our testing included only applications through a marketplace and did not include, for
example, applications for Medicaid made directly to a state Medicaid agency.

8For all our applicant scenarios, we sought to act as ordinary consumers might in
attempting to make a successful application. For example, if, during online applications,
we were directed to make phone calls to complete the process, we acted as instructed.

19According to CMS officials, for states that have delegated the determinations, the
federal Marketplace will make an eligibility determination if there are no application
“inconsistencies”—instances in which information an applicant has provided does not
match information contained in data sources used for eligibility verification at the time of
application, or such information is not available. If there are inconsistencies, state
Medicaid agencies make the determination.
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scenarios with fictitious applicants claiming to have impossible Social
Security numbers;?° claiming to be working for an employer that offers
health insurance, but not coverage that meets “minimum essential”
standards; or already having existing qualified health-plan coverage.?' We
made 4 of these 10 applications online and the other 6 applications by
phone. In these tests, we also stated income at a level eligible to obtain
both types of income-based subsidies available under PPACA—a
premium tax credit, to be paid in advance, and cost-sharing reduction.?

For 8 additional applicant scenarios, we tested controls for verifications
related to Medicaid coverage.?® Specifically, our fictitious applicants
provided invalid Social Security identities, where their information did not
match Social Security Administration records, or claimed they were
noncitizens lawfully present in the United States and declined to provide
Social Security numbers.?* In situations where we were asked to provide
immigration document numbers, we provided impossible immigration

20According to the Social Security Administration Program Operations Manual System, the
Social Security Administration has never issued a Social Security number with the first
three digits as “000,” “666,” or in the 900 series; the second group of two digits as “00”; or
the third group of four digits as “0000.”

2"In the case of the employer-provided coverage, we created a fictitious company with
fictitious employer contact information. For the existing-coverage testing, we used an
identity that had previously obtained coverage during our testing of enrollment for
coverage-year 2014; see GAO-15-702T.

22To qualify for these income-based subsidies, an individual must be eligible to enroll in
marketplace coverage; meet income requirements; and not be eligible for coverage under
a qualifying plan or program, such as affordable employer-sponsored coverage, Medicaid,
or the Children’s Health Insurance Program. Cost-sharing reduction is a discount that
lowers the amount consumers pay for out-of-pocket charges for deductibles, coinsurance,
and copayments. Because the benefit realized through the cost-sharing reduction subsidy
can vary according to medical services used, the value to consumers of such subsidies
can likewise vary.

23According to CMS officials, when an individual applies through a marketplace for
coverage with financial assistance, they complete a single application that is an
application for all insurance affordability programs; that is, individuals do not apply
specifically for individual programs such as Medicaid. For our Medicaid testing, we applied
using an income level we selected as eligible for Medicaid coverage. On that basis, we
refer to our “Medicaid applications” throughout this statement. The application is signed
under penalty of perjury, the officials noted.

2Note that we distinguish between impossible Social Security numbers—numbers never
issued—and invalid Social Security identities—in which applicant-submitted information
does not match Social Security Administration records.
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document numbers.?® We made half of these applications online and half
by phone. In these tests, we also stated income at a level eligible to
qualify for coverage under the Medicaid expansion, where the federal
government is responsible for reimbursing the states for 100 percent of
the Medicaid costs in 2015. In cases where we did not obtain approval for
Medicaid, we instead attempted, as appropriate, to obtain coverage for
subsidized qualified health plans in the same manner as described
earlier.

After concluding our undercover testing, we briefed officials from CMS;
officials from the state marketplaces; and Medicaid officials from
California, Kentucky, and North Dakota on our results. We asked to brief
Medicaid officials from New Jersey but they declined our request. To
protect our undercover identities, we did not provide the marketplaces
with specific applicant identity information. CMS and selected state
officials generally told us that without such information, they could not
fully research handling of our applicants. We also reviewed laws,
regulations, and other policy and related information.

We are conducting the work upon which this statement is based 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. We are conducting our related
investigative work in accordance with investigative standards prescribed
by the Council of the Inspectors General on Integrity and Efficiency.

258pecifica|ly, we provided numbers that did not match the format for the document(s) at
issue.
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S Our undercover testing for the 2015 coverage year found that the health-
Pre“mlnary Results of care marketplace eligibility determination and enrollment process remains
Undercover Attempts vulnerable to fraud.?® As shown in figure 1, the federal Marketplace or

i L selected state marketplaces approved each of our 10 fictitious
to Obtain Qua“fled applications for subsidized qualified health plans.?” We subsequently paid
Health-Plan premiums to put these policies into force.

Coverage from the
Federal Marketplace
and Selected State
Marketplaces

26As noted earlier, we conducted similar undercover testing for the first open-enrollment
period. See GAO-15-702T.

2TFor our testing involving applications for qualified health-plan coverage, our fictitious
applicants initially applied online or by telephone.
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|
Figure 1: Summary of Outcomes for 10 Fictitious Applications for Subsidized Qualified Health-Plan Coverage

Initial Obtained subsidized
Marketplace State application Scenario for testing qualified health-plan
type coverage?
» Federal
New Jersey
c. Phone Impossible Social Security number  Yes
O ; Employer-sponsored coverage not meeting
L Online “minimum essential” standards v Yes
North Dakota
c‘ Phone Impossible Social Security number  Yes
. Employer-sponsored coverage not meeting
1L enine “minimum essential” standards v Yes
> State
California
(, Phone Impossible Social Security number + Yes
: Employer-sponsored coverage not meeting
L1 Online “minimum essential” standards v Yes
c Phone? Duplicate enroliment V Yes
Kentucky
c, Phone Impossible Social Security number  Yes
| ; Employer-sponsored coverage not meeting
= Online “minimum essential” standards v Yes
c‘ Phone Duplicate enrollment® v Yes

Source: GAO. | GAO-16-159T

®We initially applied by phone for coverage. At the time of application, the call representative stated
that the data hub was not working and that we could send in the application by mail, fax it, or visit in
person. We chose to mail the application with supporting documentation (for example, driver’s
license) to the state marketplace. We subsequently obtained coverage.

®In addition to obtaining coverage under a subsidized qualified health plan, we were also
subsequently approved for Medicaid.

As the figure shows, for these 10 applications, we were approved for
subsidized coverage—the premium tax credit, paid in advance, and cost-
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sharing reduction subsidies—for all cases.?® The monthly amount of the
advance premium tax credit for these 10 applicants totaled approximately
$2,300 per month, or about $28,000 annually, equal to about 70 percent
of total premiums. For 4 of these applications, we used Social Security
numbers that could not have been issued by the Social Security
Administration.?® For 4 other applications, we said our fictitious applicants
worked at a company—which we also created—that offered health
insurance, but the coverage did not provide required minimum essential
coverage under PPACA. For the final 2 applications, we used an identity
from our prior undercover testing of the federal Marketplace to apply for
coverage concurrently at two state marketplaces.* Thus, this fictitious
applicant received subsidized qualified health-plan coverage from the
federal Marketplace and the two selected state marketplaces at the same
time.

For 8 applications among this group of 10, we failed to clear an identity-
checking step during the “front end” of the application process, and thus
could not complete the process.?' In these cases, we were directed to
contact a contractor that handles identity checking. The contractor was
unable to resolve the identity issues and directed us to call the
appropriate marketplace. We proceeded to phone the marketplaces and

28To receive advance payment of the premium tax credit (described earlier), applicants
agree they will file a tax return for the coverage year, and must indicate they understand
that the premium tax credits paid in advance are subject to reconciliation on their federal
tax return, based on actual income earned. Cost-sharing reduction is a discount that
lowers the amount consumers pay for out-of-pocket charges for deductibles, coinsurance,
and copayments.

29As noted earlier, the Social Security Administration does not issue Social Security
numbers with certain strings of digits.

30See GAO-15-702T.

3'Known as “identity proofing,” the process uses personal and financial history on file with
a credit-reporting agency. The marketplace generates questions that only the applicant is
believed likely to know. According to CMS, the purpose of identity proofing is to prevent
someone from creating an account and applying for health coverage based on someone
else’s identity and without their knowledge. Although intended to counter such identity
theft involving others, identity proofing thus also serves as an enrollment control for those
applying online.
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our applications were subsequently approved. The other two applicants
were accepted by phone.3?

For each of the 10 undercover applications where we obtained qualified
health-plan coverage, the respective marketplace directed that our
applicants submit supplementary documentation. The marketplaces are
required to seek postapproval documentation in the case of certain
application “inconsistencies”—instances in which information an applicant
has provided does not match information contained in data sources that
the marketplace uses for eligibility verification at the time of application, or
such information is not available. If there is an application inconsistency,
the marketplace is to determine eligibility using the applicant’s
attestations and ensure that subsidies are provided on behalf of the
applicant, if qualified to receive them, while the inconsistency is being
resolved using “back-end” controls. Under these controls, applicants will
be asked to provide additional information or documentation for the
marketplaces to review in order to resolve the inconsistency.

As part of our testing, and to respond to the marketplace directives, we
provided counterfeit follow-up documentation, such as fictitious Social
Security cards with impossible Social Security numbers, for all 10
undercover applications.>?

For all 10 of these undercover applications, we maintained subsidized
coverage beyond the period during which applicants may file supporting
documentation to resolve inconsistencies. In one case, the Kentucky
marketplace questioned the validity of the Social Security number our
applicant provided, which was an impossible Social Security number. In
fact, the marketplace told us the Social Security Administration reported
that the number was not valid. Despite this, however, the Kentucky
marketplace notified our fictitious applicant that the applicant was found
eligible for coverage. For the four fictitious applicants who claimed their
employer did not provide minimum essential coverage, the marketplace

32\We were not required to go through the contractor identity proofing for the two phone
applications through the federal Marketplace. All phone and online applications to the
state marketplaces, and the online applications to the federal Marketplace, did require the
contractor identity proofing.

33CMS officials said provision of a Social Security number is not a condition of eligibility,
but we note the number is nevertheless important for identity verification and tax
reconciliation.
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did not contact our fictitious employer to confirm the applicant’s account
that the company offers only substandard coverage.

In August 2015, we briefed CMS and California and Kentucky state
officials on the results of our undercover testing, to obtain their views.
According to these officials, the marketplaces only inspect for documents
that have obviously been altered. Thus, if the documentation submitted
does not appear to have any obvious alterations, it would not be
questioned for authenticity. In addition, according to Kentucky officials, in
the case of the impossible Social Security number, the identity-proofing
process functioned correctly, but a marketplace worker bypassed identity-
proofing steps that would have required a manual verification of the
fictitious Social Security card we submitted. The officials told us they plan
to provide training on how to conduct manual verifications to prevent this
in the future.

As for our employer-sponsored coverage testing, CMS and California
officials told us that during the 2015 enroliment period, the marketplaces
accepted applicants’ attestation on lack of minimum essential coverage.
As a result, the marketplaces were not required to communicate with the
applicant’s employer to confirm whether the attestation is valid. Kentucky
officials told us that applicant-provided information is entered into its
system to determine whether the applicant’s claimed plan meets
minimum essential coverage standards. If an applicant receives a
qualified health-plan subsidy because the applicant’s employer-
sponsored plan does not meet the guidelines, the Kentucky marketplace
sends a notice to the employer asking it to verify the applicant
information. The officials told us the employer letter details, among other
things, the applicant-provided information and minimum essential
coverage standards. However, our fictitious company did not receive such
notification.

CMS, California, and Kentucky officials also told us there is no current
process to identify individuals with multiple enrollments through different
marketplaces. CMS officials told us it was unlikely an individual would
seek to obtain subsidized qualified health-plan coverage in multiple
states. We conducted this portion of our testing, however, to evaluate
whether such a situation, such as a stolen identity, would be possible.
CMS officials told us the agency would need to look at the risk associated
with multiple coverage.

Kentucky officials told us that in response to our findings, call center staff
have been retrained on identity-proofing processes, and that they are
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Preliminary Results of
Undercover Attempts
to Obtain Medicaid
Coverage through the
Federal Marketplace
and Selected State
Marketplaces

improving training for other staff as well. They also said they plan
changes before the next open-enroliment period so that call center
representatives cannot bypass identity-proofing steps, as occurred with
our applications. Further, they said they plan to improve the process for
handling of applications where employer-sponsored coverage is at issue.
Also in response to our findings, California officials said they are
developing process improvements and system modifications to address
the issues we raised, and would share details later.

Finally, in the case of the federal Marketplace in particular, for which, as
noted, we conducted undercover testing previously, we asked CMS
officials for their views on our second-year results compared to the first
year. They told us the eligibility and enroliment system is generally
performing as designed. According to the officials, a key feature of the
system, when applicant information cannot immediately be verified, is
whether proper inconsistencies are generated, in order that they can be
addressed later, after eligibility is granted at time of application. Earlier,
CMS officials told us the overall approach is that CMS must balance
consumers’ ability to effectively and efficiently select Marketplace
coverage with program-integrity concerns.

In addition to our applications for subsidized private health plans, we also
made eight additional fictitious applications for Medicaid coverage in
order to test the ability to apply for that program through the
marketplaces. As shown in figure 2, in these tests, we were approved for
subsidized health-care coverage for seven of the eight applications. For
three of the eight applications, we were approved for Medicaid, as
originally sought. For four of the eight applications, we did not obtain
Medicaid approval, but instead were subsequently approved for
subsidized qualified health-plan coverage.®** The monthly amount of the
advance premium tax credit for these four applicants totaled
approximately $1,100 per month, or about $13,000 annually.3 For one of

34Thus, while we did not obtain Medicaid coverage as initially sought, we nevertheless
obtained federally subsidized coverage instead.

3%Thus, our total advance premium tax credit subsidies received—for the qualified health-
plan applications described earlier and the initial Medicaid applications described here that
ultimately produced qualified health-plan coverage—totaled approximately $3,400 per
month, or about $41,000 annually.
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the eight applications, we could not obtain Medicaid coverage because
we declined to provide a Social Security number.

|
Figure 2: Summary of Outcomes for Eight Fictitious Applications for Medicaid Coverage

Initial . ..
Marketplace State application Scenario for testing Obtained Med’;cald
type coverage?
» Federal
New Jersey
c Phone Did not provide Social Security number Obtained subsidized qualified
health-plan coverage in lieu
of Medicaid
L Online Invalid Social Security identity Obtained subsidized qualified
health-plan coverage in lieu
of Medicaid
North Dakota
c Phone Did not have Social Security number; Obtained subsidized qualified
provided impossible immigration health-plan coverage in lieu
document number of Medicaid
L Online Invalid Social Security identity v Yes
> State
California
c Phone Did not provide Social Security number X Application denied
L Online Invalid Social Security identity v Yes
Kentucky
c Phone Did not have Social Security number; Obtained subsidized qualified
provided impossible immigration health-plan coverage in lieu
document number of Medicaid
L1 Online Invalid Social Security identity < Yes
Source: GAO. | GAO-16-159T
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As with our applications for qualified health plans described earlier, we
also failed to clear an identity-checking step for six of eight Medicaid
applications.® In these cases, we were likewise directed to contact a
contractor that handles identity checking. The contractor was unable to
resolve the identity issues and directed us to call the appropriate
marketplace. We proceeded to phone the marketplaces. However, as
shown in figure 2, the California marketplace did not continue to process
one of our Medicaid applications. In this case, our fictitious phone
applicant declined to provide what was a valid Social Security number,
citing privacy concerns. A marketplace representative told us that, to
apply, the applicant must provide a Social Security number. The
representative suggested that as an alternative, we could apply for
Medicaid in person with the local county office or a certified enrollment
counselor.”

After we discussed the results of our undercover testing with California
officials, they told us their system requires applicants to provide either a
Social Security number or an individual taxpayer-identification number to
process an application. As a result, because our fictitious applicant
declined to provide a Social Security number, our application could not be
processed.

Details of Medicaid For the four Medicaid applications submitted to the federal Marketplace,
Applications through the we were told that we may be eligible for Medicaid but that the respective
Federal Marketplace Medicaid state offices might require more information. For three of the
four applications, federal Marketplace representatives told us we would
be contacted by the Medicaid state offices within 30 days. However, the
Medicaid offices did not notify us within 30 days for any of the
applications. As a result, we subsequently contacted the state Medicaid

36We were not required to go through identity proofing for the two phone applications that
went through the federal Marketplace. All phone and online applications from the state
marketplaces and the online applications from the federal Marketplace required identity
proofing.

37Because this was outside the scope of our review of the marketplaces, we did not follow
this avenue.
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offices and the federal Marketplace to follow up on the status of our
applications.

For the two New Jersey Medicaid applications, we periodically called the
state Medicaid offices over approximately 4 months, attempting to
determine the status of our applications. In these calls, New Jersey
representatives generally told us they had not yet received Medicaid
information from the federal Marketplace and, on several occasions, said
they expected to receive it shortly. After our calls to New Jersey Medicaid
offices, we phoned the federal Marketplace to determine the status of our
Medicaid applications.

« Inone case, the federal Marketplace representative told us New
Jersey determined that our applicant did not qualify for Medicaid.*® As
a result, the phone representative stated that we were then eligible for
qualified health-plan coverage. We subsequently applied for coverage
and were approved for an advance premium tax credit plus the cost-
sharing reduction subsidy.

« Inthe other case, the federal Marketplace representative told us the
Marketplace system did not indicate whether New Jersey received the
application or processed it. The representative advised we phone the
New Jersey Medicaid agency. Later on that same day, we phoned the
federal Marketplace again and falsely claimed that the New Jersey
Medicaid office denied our Medicaid application. Based on this claim,
the representative said we were eligible for qualified health-plan
coverage. We subsequently applied for coverage and were approved
for an advance premium tax credit plus the cost-sharing reduction
subsidy. The federal Marketplace did not ask us to submit
documentation substantiating our Medicaid denial from New Jersey.

We asked to meet with New Jersey Medicaid officials to discuss the
results of our testing, but they declined our request. CMS officials told us
that New Jersey had system issues that may have accounted for
problems in our Medicaid application information being sent to the state.
CMS officials told us that this system issue is now resolved. In addition,
CMS officials told us they do not require proof of a Medicaid denial when
processing qualified health-plan applications; nor does the federal

38Earlier that day, in a phone call with the New Jersey Medicaid agency, a representative
said—contrary to the federal Marketplace statement—that the agency had not received
application information from the federal Marketplace.
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Marketplace verify the Medicaid denial with the state. CMS officials said
that instead, they accept the applicant’s attestation that the applicant was
denied Medicaid coverage.

For our North Dakota Medicaid application in which we did not provide a
Social Security number but did provide an impossible immigration
document number, we called the North Dakota Medicaid agency to
determine the status of our application. An agency representative told us
the federal Marketplace denied our Medicaid application and therefore did
not forward the Medicaid application file to North Dakota for a Medicaid
eligibility determination.*® We did not receive notification of denial from
the federal Marketplace. Subsequently, we called the federal Marketplace
and applied for subsidized qualified health-plan coverage. The federal
Marketplace approved the application, granting an advance premium tax
credit plus the cost-sharing reduction subsidy. Because we did not
disclose the specific identities of our fictitious applicants, CMS officials
could not explain why the federal Marketplace originally said our
application may be eligible for Medicaid but subsequently notified North
Dakota that it was denied.

For the North Dakota Medicaid application for which we did not provide a
valid Social Security identity, we received a letter from the state Medicaid
agency about a month after we applied through the federal Marketplace.
The letter requested that we provide documentation to prove citizenship,
such as a birth certificate. In addition, it requested a Social Security card
and income documentation. We submitted the requested documentation,
such as a fictitious birth certificate and Social Security card. The North
Dakota Medicaid agency subsequently approved our Medicaid application
and enrolled us in a Medicaid plan.

After our undercover testing, we briefed North Dakota Medicaid officials
and obtained their views. They told us the agency likely approved the
Medicaid application because our fake Social Security card would have
cleared the Social Security number inconsistency. The officials told us
they accept documentation that appears authentic. They also said the
agency is planning to implement a new system to help identify when

39As noted earlier, the federal Marketplace representative stated that our application may
be eligible for Medicaid but more information may be needed by the Medicaid state
offices.
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applicant-reported information does not match Social Security
Administration records.

Details of Medicaid
Applications through State
Marketplaces

As with our applications for coverage under qualified health plans,
described earlier, the state marketplace for Kentucky directed two of our
Medicaid applicants to submit supplementary documentation. As part of
our testing and in response to such requests, we provided counterfeit
follow-up documentation, such as a fake immigration card with an
impossible numbering scheme for these applicants. The results of the
documentation submission are as follows:

« For the application where the fictitious identity did not match Social
Security records, the Kentucky agency approved our application for
Medicaid coverage. In our discussions with Kentucky officials, they
told us they accept documentation submitted—for example copies of
Social Security cards—unless there are obvious alterations.

o For the Medicaid application without a Social Security number and
with an impossible immigration number, the Kentucky state agency
denied our Medicaid application. A Kentucky representative told us
the reason for the denial was that our fictitious applicant had not been
a resident for 5 years, according to our fictitious immigration card. The
representative told us we were eligible for qualified health-plan
coverage. We applied for such coverage and were approved for an
advance premium tax credit and the cost-sharing reduction subsidy. In
later discussions with Kentucky officials, they told us the
representative made use of an override capability, likely based on
what the officials described as a history of inaccurate applicant
immigration status information for a refugee population. Kentucky
officials also said their staff accept documentation submitted unless
there are obvious alterations, and thus are not trained to identify
impossible immigration numbers. Finally, Kentucky officials said they
would like to have a contact at the Department of Homeland Security
with whom they can work to resolve immigration-related
inconsistencies, similar to a contact that they have at the Social
Security Administration to resolve Social Security-related
inconsistencies.

By contrast, during the Medicaid application process for one applicant,
California did not direct that we submit any documentation. In this case,
our fictitious applicant was approved over the phone even though the
fictitious identity did not match Social Security records. We shared this
result with California officials, who said they could not comment on the
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specifics of our case without knowing details of our undercover
application.

As noted earlier, the findings discussed in this statement are preliminary,
and we plan to issue a final report later, upon completion of our work.

Chairman Pitts, Ranking Member Green, and Members of the
subcommittee, this concludes my statement. | look forward to the
subcommittee’s questions.

For questions about this statement, please contact Seto Bagdoyan at
(202) 512-6722 or BagdoyanS@gao.gov. Contact points for our Offices of
Congressional Relations and Public Affairs may be found on the last page
of this statement.

Individuals making key contributions to this statement include Matthew
Valenta and Gary Bianchi, Assistant Directors; Maurice Belding, Jr.;
Mariana Calderon; Ranya Elias; Suellen Foth; Maria McMullen; James
Murphy; George Ogilvie; Ramon Rodriguez; Christopher H. Schmitt; Julie
Spetz; and Elizabeth Wood.
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CONSUMER DECISIONS REGARDING HEALTH PLAN CHOICES
IN THE 2014 AND 2015 MARKETPLACES

October 28, 2015

By Thomas DeLeire and Caryn Marks

The Affordable Care Act established the Health Insurance Marketplaces (Marketplaces) to
provide consumers with choices of affordable health plans offered in a competitive insurance
market. The Marketplaces are designed to enable consumers to easily compare different
insurance products. The aim is to support consumers in finding an appropriate plan that meets
their specific needs and budget. The HealthCare.gov and state-run Marketplace portals offer
detailed information about each health insurance plan sold in an area, including the premiums,
deductibles, other out-of-pocket costs, provider network, customer service, and more.

This report examines consumer plan choices during the second year of enrollment through the
Marketplaces (the 2015 plan year) for those consumers who had selected a Marketplace plan at
any time in 2014 in states using the HealthCare.gov platform during 2014 and 2015.* During the
2015 open enrollment period, consumers made decisions to stay in the same plan (if it remained
available), change their Marketplace health insurance plans, or leave their Marketplace coverage
(e.g. enroll in employer-sponsored insurance, off-Marketplace coverage, Medicaid, or Medicare,
etc.).

Consumers’ decisions to change health insurance plans or issuers may be influenced by a number
of factors including a preference for a different premium, provider network, cost-sharing
requirements, or issuer. By examining plan switching behavior, we can estimate how responsive
consumers are to information and premiums in 2015.

In this issue brief, we specifically focus on how consumers responded to premium differences
among health plans in their area, net of any advance payments of the premium tax credit (APTC)
for which the consumer was determined eligible for in 2015, when selecting a 2015 plan.

! The analysis is restricted to the 35 states that used the HealthCare.gov platform in both 2014 and 2015. Idaho,
Oregon and Nevada are not included in the analysis since they did not use HealthCare.gov both years and plan
selection information is not available for both years for these states.

Department of Health and Human Services
Office of the Assistant Secretary for Planning and Evaluation
http://aspe.hhs.gov
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Key Highlights

e About one-quarter (23%) of all people with 2014 plans switched to a new plan
in 2015. That is much higher than switching among enrollees in employer-sponsored
insurance generally (2.8% in 2010), the Federal Employee Health Benefits Program
(12% switched plans in 2001) and Medicare Drug Plans (13% across four enrollment
periods).

e When examining only those people who re-enrolled in coverage through the
Marketplace in 2015, about one-third (31%) switched to a new plan in 2015.
Among consumers who re-enrolled in coverage (4.8 million), 1.5 million chose a
different plan in 2015.

e Consumers that switched plans within the same metal level in 2015 saved $33
per month, or nearly $400 annually, relative to what they would have paid had
they remained in the same plan as in 2014. Those who switched issuers as well as
plans in the same metal level were able to save $41 per month, or over $490
annually. Consumers that switched plans and also changed metal levels or issuers
saved even more, although changing metal levels can lead to higher cost sharing
requirements.

e Among consumers who switched plans, more consumers switched issuers than
metal level. Specifically, 57% of switchers changed issuers in 2015 while only 38%
of switchers changed metal level.

e Among all consumers enrolled in silver level plans in 2014, the majority (72%)
stayed in silver plans in 2015. When examining only people who re-enrolled in
coverage through the Marketplace in 2015, the vast majority (91%o) stayed in a
silver level plan. Enrollment in silver level plans is much higher than other metal
level plans—69% of enrollees in 2014 chose a silver plan. The appeal of silver plans
for many consumers is that most consumers eligible for cost-sharing reductions can
only apply them when enrolled in a silver level plan (approximately 85% of silver
enrollees in states using the HealthCare.gov platform received cost-sharing
reductions in 2015).

e Consumers are highly sensitive to net premium price (i.e., premium after
premium tax credit). Moreover, consumers were more sensitive to the premiums of
plans in higher metal levels of coverage compared to lower metal levels.

e Consumers are sensitive to increasing premiums of their own health plan; but
changes in premiums of other plans in the rating area matter as well. For
example, a plan that increases its premiums by 10 percent in a rating area in which
no other plan increases its premium would see its enrollment decline by 30%.
However, if this same plan were to increase premiums in a rating area in which all
plans also increased their premiums by 10 percent, enrollment in that plan would
decline by only 4%.

|
ASPE Office of Health Policy October 2015



ASPE Issue Brief Page 3

I. CONSUMERPLAN CHOICESIN 2015

Consumers who had Marketplace coverage in 2014 either chose to stay in their same
Marketplace plan, switch to a new Marketplace plan, or leave Marketplace coverage (e.g. enroll
in employer-sponsored insurance, off-Marketplace coverage, Medicaid, or Medicare, etc.).
People who stayed in the same plan in 2015 either actively selected the same plan or were
automatically re-enrolled. Figure 1 displays the consumer plan choices for 2014 Marketplace
enrollees.

Figure 1: Consumer Plan Choice in the Marketplace

Actively Selected
Same Plan

Stay in the Same
Plan in 2015

Auto-enrolled
Same Plan

Switch to a
2014 Enrollees Different Plan in
2015

Leave the
Marketplace

(No Plan Selection)

Appendix Table 1A shows the distribution of consumer plan choices of all 2014 Marketplace
enrollees. Appendix Table 1B shows the distribution of consumer plan choices for 2014
Marketplace enrollees who selected a plan in 2015 (re-enrollees). For this analysis, all
individuals who selected a different plan in 2015 compared to 2014 did so through active re-
enrollment. Consumers who selected a “crosswalk plan” are not considered to have selected a
new plan.

About one-quarter (23%o) of re-enrollees were “switchers” that chose a new Marketplace
plan in 2015. The rate of plan switching in the Marketplace is high relative to that reported
among employees of firms offering employer sponsored insurance (2.8% in 2010), among
participants of the Federal Employee Health Benefits Program (FEHBP; 12% switched plans in
2001) and among elderly consumers enrolled in Medicare Drug Plans (13% across four
enrollment periods).' This finding is included in Table 1A in the Appendix.

When examining only those people who re-enrolled in coverage through the Marketplace in
2015, about one-third (31%) switched to a new plan in 2015. Among consumers who re-
enrolled in coverage (4.8 million), 1.5 million chose a different plan in 2015. This finding is
included in Table 1B in the Appendix.

More than half (51%0) of 2014 enrollees chose the same plan in 2015. Fifty-one percent of
2014 enrollees were “stayers” that re-enrolled into the same plan in 2015 as in 2014, with most

|
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of those, about 34% of all 2014 enrollees (or 67% of stayers), automatically re-enrolled into the
same plan. These findings are included in Table 1A in the Appendix.

When examining only those consumers who re-enrolled in coverage, about two-thirds
(69%0) chose the same plan in 2015. These findings are included in Table 1B in the Appendix.

Roughly one-quarter of consumers (26% or 1.6 million consumers) who enrolled in coverage
through the Marketplaces in 2014 did not select a plan and were not automatically re-enrolled in
a Marketplace plan in 2015. Consumers may not have re-enrolled in Marketplace coverage for a
variety of reasons including an offer or family member’s offer of employer-sponsored insurance,
qualifying for other public coverage programs (Medicaid, CHIP or Medicare), a move to a state
with a State-based Marketplace (this analysis doesn’t include information from those states), a
change in income or household status that affected eligibility for premium tax credits, or another
reason.

State-level percentages of 2014 enrollees that chose the same plan, switched plans, or did not
enroll in Marketplace coverage in 2015 as well as for 2014 enrollees that re-enrolled in coverage
in 2015 are reported in Appendix Tables 2A and 2B.

II. CONSUMERPREMIUM SAVINGS AS ARESULT OF PLAN
SWITCHING

Using enrollment and plan data, we compared the difference between the 2015 premium of the
plan selected in 2014 and the 2015 premium of the plan enrolled in for 2015 for each consumer
who selected a Marketplace plan in both 2014 and 2015. For consumers who switch plans, this
difference is the amount the consumer saved on premiums by switching plans. We determined

the average premium savings after advance payments of the premium tax credit (APTC) for:

e All 2014 consumers who switched plans in 2015;

e The group of 2014 consumers who switched plans but stayed within the same metal level
in 2015 as in 2014; and

e The group of 2014 consumers who switched plans and switched issuers, but stayed within
the same metal level in 2015 as in 2014.

Consumers that switched plans but did not switch metal levels in 2015 saved $33 per
month, or nearly $400 annually, on premiums relative to what they would have paid had
they remained in the same plan as in 2014 (Figure 2). This means consumers who
comparison-shopped in 2015 were able to save $33 per month in their net premium expenses
without lowering their level of coverage. Consumers that stayed in the same metal level but
switched plans and also switched issuers tended to save even more on premiums ($41 per month
or over $490 annually).

Overall, all consumers that switched plans saved $40 per month. However, some of these
consumers switched metal levels and switching to a lower metal level typically will be

ASPE Office of Health Policy October 2015
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accompanied by a reduction in the actuarial value of the plan. Expected out-of-pocket costs may
therefore be higher for these consumers.

Figure 2: Monthly Premium Savings for Switchers

$200
$150
$40
| $33
$41
$100
S50
S0
All switchers Switched plans but not metal Switched plans and issuers but
levels not metal levels
W 2015 premium of the plan selected in 2014 1 2015 premium of the plan selected in 2015

Note: Savings are calculated as the difference between the 2015 premium of the 2015 selected plan and the 2014
selected plan. Calculated for non-tobacco users only. Numbers are rounded to the nearest dollar.

Appendix Table 3 reports state-level savings among 2014 enrollees who chose a new plan and
stayed within the same metal level in 2015.

I11. CHARACTERISTICS OF PLAN CHOICEBY METAL LEVEL

To represent different levels of cost sharing, the Affordable Care Act created categories or
“metal levels” of coverage that vary based on the share of the total costs of the essential health
benefits expected to be received by an average person (also known as actuarial value) paid for by
the health plan. Marketplace health plan metal levels range from bronze, with the lowest
premiums but the highest cost sharing, to platinum with the highest premiums and lowest cost
sharing.? Appendix Table 4 shows the distribution of 2014 and 2015 Marketplace enrollment
according to metal level. The table also shows the distribution of consumers’ plan decisions for
2015 Marketplace enrollment according to metal level (e.g., the portion of 2014 silver plan

Z Certain consumers can also enroll in catastrophic plans, designed to appeal to younger, healthier individuals, which
have lower premiums and higher deductibles than most bronze plans.
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enrollees staying in the same metal level, moving to a plan in a lower metal level, moving to plan
in a higher metal level in 2015).

Consumers that switched plans were more likely to change issuers than to change metal
level (Table 1). Specifically, 39% of enrollees who changed plans in 2015 also changed issuers
but did not change metal levels while only 20% of consumers who changed plans in 2015 also
changed metal levels but did not change issuers. Enrollees who changed both their issuer and
their metal level represented 18% of consumers who switched plans

Table 1: 2015 Issuer and Metal Level Choices of Switchers
Number of Enrollees Percent of All Switchers
Switchers 1.5 million 100%
Changed Plans
but not Metal Level or Issuer 340,000 23%
Changed Issuer but not Metal
Level 570,000 39%
Changed Metal Level but not
Issuer 300,000 20%
Changed Metal Level and Issuer 260,000 18%

The majority of consumers in silver plans stayed in the same metal level of coverage in
2015 (Appendix Table 4). Enrollment in silver level plans is much higher than other metal level
plans—69% of enrollees chose a silver plan in 2014. The appeal of silver plans for many of the
consumers who are eligible for them is that most consumers eligible for cost-sharing reductions
can only apply them when enrolled in a silver level plan (approximately 85% of silver enrollees
in states using the HealthCare.gov platform received cost-sharing reductions in 2015)" and the
amount of advance payment of premium tax credits is calculated based on the second-lowest cost
silver plan in a consumer’s rating area.

Switchers that changed their metal level of coverage were twice as likely to choose a lower
metal level of coverage in 2015 as a higher metal level of coverage (Appendix Table 4).
Among the 9% of 2014 enrollees that changed metal level of coverage, two-thirds chose to
change plans to a lower metal level category. Consumers who chose lower metal levels were
more likely to have been originally enrolled in gold or platinum plans (21% of gold enrollees and
25% of platinum enrollees who switched plans chose a lower metal level) and typically these
consumers chose silver level plans.

Enrollees in catastrophic level coverage were more likely to leave the Marketplace and the
least likely to stay in the same level of coverage compared to other enrollees (Appendix
Table 4). Enrollment in catastrophic level coverage was much lower than metal level coverage
with only 2% of all 2014 enrollees selecting a catastrophic plan. While access to catastrophic
plans was limited to consumers under the age of 30 or who qualified for a “hardship or
affordability exemption,” only 17% of consumers who initially chose this level of coverage in
2014 enrolled in the same level of coverage in 2015. Among the catastrophic enrollees, 63%

|
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terminated their coverage and 19% selected a new plan in a metal level category (and the
majority of these consumers selected bronze plans).

IV. THE EFFeECT OF PREMIUM COMPETITION AMONG PLANS ON CONSUMER
CHOICE IN 2015

Each year, premium rates are filed by issuers and approved by states. Between 2014 and 2015,
premiums for the second-lowest cost silver plan (also called the benchmark plan) increased
modestly, by 2% on average before tax credits. The plans offering the lowest prices sometimes
changed from 2014 to 2015, so consumers often faced different market conditions in the second
year of open enrollment and thus might well have benefited from shopping for a new plan.?

Because premium tax credits are based in part on the premium of the second lowest cost silver
plan in a specific rating area, how consumers’ net premiums change from 2014 to 2015 will
depend not only on the change in premiums, but also on the change in the premium of the
benchmark plan in the rating area and on any change in family size, household income, or other
eligibility information, such as access to other minimum essential coverage. An example of how
premium increases affect tax credits is included in the Methods section.

MODELING CONSUMER RESPONSIVENESS TO PLAN PREMIUMS

In addition to examining the descriptive statistics of 2015 consumer plan choices of 2014
Marketplace enrollees, we estimated consumer responsiveness to plan premiums using a
statistical model of consumer choice of Marketplace health insurance plans. Under this statistical
model, 2015 plan choices are hypothesized to depend upon premium differences among health
plans in the rating area, net of any advance payments of the premium tax credit (APTC) the
consumer might have received holding constant other factors. A more complete discussion of
the statistical model used is presented in the Methods section of this report.

Consumers are sensitive to net premiums when selecting a plan. Consumers are less likely to
select a plan if its premium, net of any advance payment of the premium tax credit, is high
relative to the net premiums of other plans in the rating area. Table 2 shows the degree of this
consumer responsiveness, by metal level of the plan. For example, consumers are 16% less likely
to enroll in a catastrophic plan with a premium that is 10% higher relative to other plans in the
rating area.

Table 2 also shows consumers were more sensitive to the premiums of plans in higher metal
levels of coverage compared to lower metal levels. For example, a platinum plan with a 10%
higher premium in 2015 relative to other plans in the rating area was 37% less likely to be
selected by consumers. Similarly, a silver plan with a premium in 2015 that is 10% higher
relative to other premiums was 24% less likely to be selected by consumers.

These reductions represent a substantial degree of consumer responsiveness. Such
responsiveness can contribute to a market environment in which there exists a strong competitive

3 http://aspe.hhs.gov/health/reports/2015/premiumreport/healthpremium2015.pdf
|
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incentive for issuers to keep premiums low so as to preserve enrollment and protect against

significant losses in revenue (that might follow a premium increase greater than the rating area
4

average).

Table 2: Degree of Consumer Responsiveness of Plan Choice to the Premium of the Plan

Coverage Level Percent Reduction in Likelihood of Selecting a Plan
in Response to a 10% Increase in the Plan Premium
Catastrophic 16%
Bronze 20%
Silver 24%
Gold 28%
Platinum 37%

Note: Calculated based on state-level analysis of enrollment data from the 35 states that use the HealthCare.gov
platform in both 2014 and 2015.

Consumer responsiveness to net premium increases also depends upon the landscape of
premium changes in the rating area. We assess how consumer responsiveness to an increase
in a plan’s premium varies with whether the premiums of competing plans also increase. For
example, a plan that increases its premiums by 10% in a rating area in which no other plan
increases its premium would see its enrollment decline by 30%. However, if this same plan were
to increase premiums in a rating area in which all plans also increased their premiums by 10%,
enrollment in that plan would decline by only 4%.

This range of responsiveness underscores that simply examining average premium increases in a
state or rating area is insufficient to determine the impact of these increases on consumers’
propensity to change plans. In areas in which there is a wider range of premium increases,
consumers are more likely to switch into more affordable plans.

Because premium tax credits are based in part on the premium of the second lowest cost silver
plan in a specific rating area, how consumers respond to premium increases will depend both on
the change in the premium of the chosen plan and on the premium of the benchmark plan in the
rating area. An example of how premium increases affect tax credits is included in the Appendix.

V. THE ASSOCIATION BETWEEN CONSUMER DEMOGRAPHICS AND 2015 PLAN
CHOICE

Finally, we examine differences in plan choices by key enrollee characteristics to understand if
plan choice patterns in 2015 varied by a number of demographic factors. Using information
collected from the Marketplace enrollment applications, the characteristics examined included:
gender, age, ethnicity, marital status, income, family size, tobacco usage, and enrollment

* In particular, these estimates suggest that the price-elasticity of demand for Marketplace plans is “elastic” (or
greater than 1). See, for example, Krugman, Paul and Robin Wells (2008) Microeconomics (2nd ed.), Ch. 6. Worth:
New York for an explanation of how increases in the price of elastically-demanded products can generally lead to
reductions in revenues by the firms producing those products.
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assistance.” Characteristics of all 2014 enrollees as well as characteristics by 2015 plan choice
are reported in Appendix Table 5.

We found very few demographic differences among consumers based on their plan selections in
2015. Consumers who switched plans and those who actively selected to stay in their plan were
similar in terms of race, marital status, family size and receipt of financial assistance.
Furthermore, they were similar to all enrollees. For example, 91% of 2014 enrollees who
actively selected the same plan in 2015 as in 2014 were eligible for premium tax credits in 2014,
as compared to 84% for 2014 enrollees overall.

VI. CONCLUSIONS

There are a variety of factors that may influence a consumer’s decision to switch health
insurance plans. Consumers may have a preference for a different issuer, provider network, cost-
sharing requirements or premium. Understanding plan selection behavior can serve as a proxy
for estimating how responsive consumers are to information and their sensitivity to premiums.

The findings from this analysis show that consumers are sensitive to the premium they pay when
enrolling in health insurance plans. Similar to 2014 where 65% of enrollees chose the lowest or
second lowest premium, 2014 Marketplace consumers tended to gravitate towards silver level
plans in their 2015 plan enrollments, most likely because cost-sharing subsidies generally are
only available for consumers who select silver plans." Among 2014 consumers who changed
plans and metal levels, most chose a silver plan in 2015. Notably, enrollment in catastrophic
coverage was very low in 2014, and those enrollees overwhelmingly either terminated their
coverage or chose a different metal level in 2015.

Additionally, consumers are sensitive to net premiums when making their 2015 plan selections.
Enrollment data showed that consumers were likely to switch plans when the premium of their
2014 selected plan increased substantially. As a result, consumers who changed plans in 2015
saved a substantial amount of money by doing so. Our statistical modeling of consumer plan
selection showed that consumers were sensitive to the entire landscape of premiums in their
rating area, both because they can choose among many similar products within their rating area
and because of how eligibility for advance premium tax credit is determined.

> The data on race and ethnicity should be interpreted with caution since more than one-third of enrollees did not
provide this information.
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Appendix Table 1A: 2014 Enrollees by Plan Choice in 2015
Number of Percent of
Enrollees Enrollees
2014 Total Enrollees 6.4 million 100%
Stayers (Chose the Same Plan in 2015) 3.3 million 51%
Active re-enrollee 1.1 million 17%
Auto re-enrollee 2.2 million 34%
Switchers (Chose a Different Plan in 2015) 1.5 million 23%
Leavers (Did not choose a plan in 2015) 1.6 million 26%

Notes: Information on plan choices are for enrollees in the 35 states that used the HealthCare.gov platform for both
the 2014 and 2015 plan years. 2014 enrollees include those who selected plans during open enroliment period 1
(OEP1) and those who enrolled in a plan during a Special Enrollment Period (SEP). 2015 enrollees includes those
who enrolled a plan by 2/22/2015, but excludes those whose enrollment was terminated prior to 3/1/2015.

Appendix Table 1B: Re-Enrollees by Plan Choice in 2015
Number of Percent of
Enrollees Enrollees
2015 Total Re-Enrollees 4.8 million 100%
Stayers (Chose the Same Plan in 2015) 3.3 million 69%
Active re-enrollee 1.1 million 46%
Auto re-enrollee 2.2 million 23%
Switchers (Chose a Different Plan in 2015) 1.5 million 31%

Notes: Information on plan choices are for enrollees in the 35 states that used the HealthCare.gov platform for both
the 2014 and 2015 plan years. 2014 enrollees include those who selected plans during open enroliment period 1
(OEP1) and those who enrolled in a plan during a Special Enrollment Period (SEP). 2015 enrollees includes those
who enrolled a plan by 2/22/2015, but excludes those whose enrollment was terminated prior to 3/1/2015.

|
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Appendix Table 2A
2015 Plan Choice of 2014 Consumers by State
Chose same plan in 2015 Chose a Did not
State All Auto Active new planin | chose a plan
2015 in 2015

All 35 States 51% 34% 17% 23% 26%
AK 43% 23% 20% 33% 24%
AL 65% 33% 32% 11% 24%
AR 66% 49% 17% 13% 22%
AZ 55% 43% 12% 27% 18%
DE 56% 38% 18% 16% 28%
FL 43% 25% 18% 32% 25%
GA 54% 38% 16% 22% 24%
IA 30% 21% 9% 25% 44%
IL 59% 42% 17% 16% 25%
IN 49% 37% 12% 27% 24%
KS 50% 36% 15% 24% 25%
LA 52% 36% 15% 24% 24%
ME 64% 29% 35% 17% 19%
Mi 56% 42% 14% 16% 28%
MO 50% 34% 16% 26% 25%
MS 58% 47% 11% 19% 23%
MT 59% 40% 19% 21% 19%
NC 53% 26% 26% 23% 24%
ND 52% 31% 21% 25% 23%
NE 22% 14% 8% 37% 40%
NH 47% 35% 12% 26% 27%
NJ 48% 33% 16% 26% 26%
NM 59% 45% 13% 15% 26%
OH 50% 37% 13% 22% 28%
OK 55% 39% 16% 21% 25%
PA 60% 44% 16% 16% 23%
SC 52% 37% 15% 22% 26%
SD 52% 40% 12% 25% 24%
TN 44% 29% 14% 17% 39%
X 52% 35% 17% 21% 27%
uT 56% 40% 16% 20% 24%

|
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VA 54% 32% 23% 21% 25%

wi 48% 31% 16% 27% 25%

wv 60% 38% 22% 15% 25%

wy 56% 39% 17% 26% 18%
Notes:

Information is for enrollees in the 35 states that used the HealthCare.gov platform
for both 2014 and 2015. 2014 enrollees include those who selected plans during
OEP1 and those who selected plans during a Special Enroliment Period.

2015 enrollees include those who selected a plan by 2/22/2015, but exclude those
whose plans were terminated prior to 3/1/2015.

Appendix Table 2B
2015 Plan Choice of Re-Enrollees by State
Chose same plan in 2015 Chose a new
State All Auto Active planin 2015

All 35 States | gqq, 46% 23% 31%
LS 56% 30% 27% 44%
AL 85% 43% 42% 15%
AR 84% 63% 21% 16%
AZ 67% 52% 15% 33%
DE 78% 53% 25% 22%
FL 58% 33% 24% 42%
GA 71% 50% 22% 29%
1A 55% 38% 17% 45%
I 79% 56% 23% 21%
IN 64% 48% 16% 36%
KS 68% 48% 20% 32%
LA 68% 48% 20% 32%
ME 79% 35% 44% 21%
Mi 78% 58% 19% 22%
MO 66% 45% 21% 34%
Ms 75% 61% 14% 25%
MT 73% 50% 23% 27%
NC 69% 35% 34% 31%
ND 68% 40% 27% 32%
NE 38% 24% 14% 62%
NH 64% 48% 16% 36%

|
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NJ 65% 44% 21% 35%
NM 80% 62% 18% 20%
OH 70% 51% 18% 30%
OK 73% 52% 21% 27%
PA 79% 58% 21% 21%
SC 70% 51% 20% 30%
sD 68% 52% 15% 32%
TN 72% 48% 24% 28%
X 71% 48% 23% 29%
ut 73% 52% 21% 27%
VA 72% 42% 30% 28%
wi 64% 42% 22% 36%
wv 80% 51% 29% 20%
wy 68% 47% 21% 32%
Notes:
Information is for enrollees in the 35 states that used the
HealthCare.gov platform for both 2014 and 2015. Re-enrollees
include those who selected plans during OEP1 and those who
selected plans during a Special Enrollment Period as well as those
who returned to the Marketplace and selected a plan in 2015 by
2/22/2015. The analysis excludes those whose plans were
terminated prior to 3/1/2015.
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Appendix Table 3

Premium Savings from Switching Plans within Metal Levels by State

State Number of 2014 | Average Monthly Average Annual Annual State-level Savings
Enrollees that Premium Savings | Premium Savings of from Switching
Chose a New Plan of Switchers Switchers
in 2015 and
Stayed within the
Same Metal Level
All 35 States 785,809 $33 $390 $306,474,438
AK 2,770 $36 $432 $1,195,870
AL 5,493 $16 $193 $1,057,512
AR 3,237 $18 $220 $712,561
AZ 22,361 $42 $507 $11,347,095
DE 1,014 $6 $67 $67,774
FL 198,159 $39 $465 $92,050,507
GA 40,923 $20 $238 $9,741,003
1A 1,144 $18 $222 $253,931
IL 21,586 $11 $127 $2,748,726
IN 26,630 $32 $379 $10,104,653
KS 8,349 $28 $340 $2,841,625
LA 16,354 $58 $699 $11,424,210
ME 4,541 $16 $188 $852,064
Mi 25,237 $24 $287 $7,234,680
Mo 23,887 $33 $395 $9,425,376
Ms 7,863 $54 $642 $5,049,230
MT 4,786 $28 $331 $1,582,285
NC 56,106 $40 $482 $27,068,126
ND 1,986 $19 $226 $449,633
NE 3,413 $57 $682 $2,327,477
NH 7,386 $19 $233 $1,719,651
NJ 33,545 $55 $663 $22,239,059
NM 3,186 $24 $290 $923,403
OH 18,411 $37 $447 $8,225,391
OK 9,126 $28 $335 $3,058,438
PA 29,168 $50 $603 $17,578,294
SC 17,503 $14 $173 $3,034,079
SD 2,300 $39 $468 $1,076,197
TN 16,613 $15 $179 $2,976,431

|
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TX 100,555 $23 $276 $27,763,159
ut 11,852 $6 $76 $900,628
VA 27,515 $12 $141 $3,872,282
wi 28,767 $43 $515 $14,801,429
Wwv 1,854 $8 $92 $171,490
wy 2,189 $23 $274 $600,167

Note: Information is from enrollees in the 35 states that used the HealthCare.gov platform for both 2014
and 2015. Savings is calculated as the difference between the 2015 premium of the 2015 selected plan
and the 2015 premium of the 2014 selected plan and is calculated only on the 785,809 non-tobacco using
enrollees who switched plans but not metal levels between 2014 and 2015.

|
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Appendix Table 4: Distribution of and Changes in Metal Level
I Percent who: I 2015 Metal Level of

2014 Metal Level
of 2014 Enrollees

2014 Enrollees

Number Percent Stayed Chosea Chosea Did Number Percent
in in Same Plan Plan Not in
Millions Metal with a with a Select Millions
Level HIGHER LOWER aPlan
Metal Metal
Level Level
Catastrophic 0! 2% | 1% 19% - 63% || 002 <1%
1.1 17% [ 56% 10% <1%  34% [| 08 13%
4.4 69% . 72% 1% 5% 22% . 3.4 53%
0.6 9% [ 51% 1% 21%  27% [ 03 5%
0.3 4% . 46% - 25% 29% . 0.1 2%
- - . - - - - . 1.6 26%
6.4 100% . 66% 3% 6% 26% . 6.4 100%

I
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Appendix Table 5: Characteristics of 2014 Enrollees by 2015 Plan Decisions

All 2014 “Stayers” “Switchers” “Leavers”
Enrollees
All | Auto | Active
Gender
Male 45% | 45% | 46% | 43% 44% 46%
Age
Average age 40 41 40 43 42 38
Aged 20 or less 12% 12% 12% 11% 12% 13%
Race and Ethnicity
White 73% 75% 75% 76% 74% 69%
Black 17% 15% 16% 13% 15% 24%
Asian 8% 9% 8% 10% 10% 6%
Native American 1% 1% 1% 1% 1% 1%
Native Hawaiian / Pacific <1% <1% <1% <1% <1% <1%
Islander
Hispanic 7% 7% 7% 6% 7% 8%
Marital Status
Married 43% | 43% | 40% 50% 47% 38%
Income
FPL< 150 38% 41% 41% 39% 37% 35%
FPL > 150 & < 200 23% 24% 23% 25% 23% 20%
FPL > 200 & < 250 13% 13% 13% 13% 15% 12%
FPL > 250 & < 400 14% 14% 13% 15% 16% 14%
FPL > 400 12% 9% 10% 7% 9% 19%
APTC Eligible in 2014 84% 87% 85% 91% 87% 73%
Family Size
Family size 2.4 2.4 2.4 2.5 2.5 2.3
No. of family members in 1.8 1.8 1.8 2.0 1.9 1.7
same plan
Enrollment Assistance
Received any enrollment 38% 39% 40% 39% 39% 33%
assistance in 2014
Received any enrollment 36% 33% 31% 36% 42% N/A
assistance in 2015

Note: The data on race and ethnicity should be interpreted with caution since more than one-third of
enrollees did not provide this information.

|
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VIIlI. APPENDIX: DATA AND METHODS
Data

The analyses in this brief used data obtained from the information systems of the Centers for
Medicare & Medicaid (CMS), based on information collected for the 35 states using the
HealthCare.gov platform in both 2014 and 2015. Data on 2014 enrollment into Marketplace
medical plans were collected for all plans chosen during the 2014 Open Enrollment Period of
10/1/2013 through 3/31/2014, as well as for plans chosen during any Special Enrollment Period
(SEP) through the start of the 2015 Open Enrollment Period. Data on 2015 enroliment into
Marketplace medical plans were collected for all plans chosen during the 2015 Open Enrollment
Period for 11/15/2014 through 2/15/2015 (including SEP activity through 2/22/2015).
Enrollment is “pre-effectuated” enrollment; enrollment is not considered effectuated until the
first premium payment is made. Thus, the analysis includes plan selections for which enrollment
was not effectuated.

2014 enrollment includes all plans chosen by unique individuals in 2014, including those that
were subsequently terminated prior to the start of the 2015 Open Enrollment Period. For
individuals selecting more than one plan in a calendar year, only the most recently selected plans
was used in this analysis.

As a result, this analysis considers the 2015 plan choices of 6.4 million individuals who selected
a plan in 2014. Our numbers here differ from those in the March 2015 Enrollment Report.
According to the March 2015 Enrollment report, 5.4 million individuals selected a plan during
the 2014 Open Enrollment Period (including SEP activity through 4/19/2014). This number
differs from ours (6.4 million) because this analysis also considers the nearly 1.0 million
individuals who selected a plan in 2014 for the first time during an SEP. (More than 0.5 million
additional individuals selected a new plan in 2014 during an SEP after having selected a plan
during the OEP; for these individuals, this analysis considers the plan selected during the SEP as
the “final” plan selection.)

2015 enrollment includes all plans chosen by unique individuals in 2015 but excludes plan
enrollments that were terminated prior to 3/1/2015. As with 2014, for individuals selecting more
than one plan in a calendar year, only the most recently selected plans were used.

The analysis is restricted to the 35 states that used the HealthCare.gov platform in both 2014 and
2015. Idaho switched from using the HealthCare.gov platform in 2014 to using its own
Marketplace platform in 2015. Oregon and Nevada switched from using their own Marketplace
platforms in 2014 to using the HealthCare.gov platform in 2015. Thus, enroliment from Idaho,
Oregon, and Nevada are not included in the analysis as plan selection information for these states
in both years was not available for the purposes of this analysis.

A limitation of these data is that they do not indicate whether a 2014 consumer that did not
choose to enroll in a Marketplace plan in 2015 instead chose to enroll into Medicaid, Medicare,
or private insurance, or another form of coverage, or whether he is she enrolled in Marketplace
coverage through a State-based Marketplace.

|
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Plan Selection

This analysis characterizes 2014 enrollees in the 35 states using the HealthCare.gov platform in
both 2014 and 2015 as having in 2015, selected the same Marketplace plan, selected a different
Marketplace plan, or having not selected a Marketplace plan. Among those who selected the
same Marketplace plan, we further characterize these enrollees as having been passively re-
enrolled or having actively re-enrolled into that plan. All individuals who selected a different
plan did so through active re-enrollment.

We define a 2014 consumer as having chosen a different plan in 2015 if that consumer selected a
2015 plan with a different plan 1D as their 2014 plan. Information on plan IDs are obtained from
the Landscape files available at HealthCare.gov. Some plans changed their IDs slightly from
2014 to 2015; these plan IDs are considered identical to their 2014 plan 1Ds for the purposes of
this analysis. Some consumers’ 2014 plans were no longer active for 2015 but the issuer offered
a plan with similar benefits, known as a “crosswalk plan.” Consumers who selected a
“crosswalk plan” are not considered to have selected a new plan.

We define a 2014 consumer as having chosen the same plan in 2015 if that consumer selected a
2015 plan with either the same plan ID than their 2014 plan or a “crosswalk plan.”

In this analysis, a 2014 consumer could be considered as having chosen a different plan or the
same plan in 2015 as they did in 2014 even if they did not have an active Marketplace plan as of
November 1, 2014 so long as that consumer had chosen a 2014 plan at some point prior to
November 1, 2014.

Active re-enrollees include those consumers who returned to the HealthCare.gov portal, updated
their information, and selected a plan at any time between the beginning of the 2015 Open
Enrollment Period and 2/22/2015. Active re-enrollees include re-enrollees who selected a
different plan than in 2014 and some re-enrollees who selected the same plan as in 2014.
Automatic re-enrollees include those who had a Marketplace plan as of November 1, 2014 but
did not actively select a plan prior to 12/15/2014. These consumers were automatically re-
enrolled into their 2014 plan or into a crosswalk plan. If such a consumer actively updated his or
her information or actively selected a different plan after 12/15/2014 but before 2/22/2015, they
are considered an active re-enrollee for the purposes of this analysis.

Automatic re-enrollees whose plan was no longer available in 2015 were re-enrolled in a
crosswalk plan, if available. For the purposes of this brief, active re-enrollees who selected the
crosswalk plan for the 2015 coverage year (identified based on information provided to CMS by
the insurance companies) are considered having actively selected to remain in the same plan.
Individuals who did not select a plan in 2015 include all those 2014 enrollees with no plan
selection in 2015. These individuals include enrollees who had no active plan as of November 1,
2014 and who did not return to the Marketplace in 2015. This measure also includes individuals
who either actively selected or passively selected a plan during the 2015 Open Enrollment Period
who subsequently terminated that plan prior to 2/22/2015.

|
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The March 2015 enrollment brief reported that there were 4.2 million consumers that re-enrolled
into Marketplace plans in 2015, while this report indicates that there were 4.5 million re-
enrolling consumers. The difference between these two figures is due to the fact that the 4.2
million figure is restricted to 2014 consumers with an active plan as of November 1, 2014. That
is, 0.3 million consumers selected a plan in 2014 but their plan selection was not active on
November 1, 2015. Similarly, the March 2015 brief indicated that 1.0 million consumers
actively re-enrolled into the same plan and 1.2 million selected a different plan, while the
corresponding numbers reported in the brief as 1.1 million and 1.5 million respectively. Once
again, the difference is due to the fact that this report considers consumers that selected a plan in
2014 but whose plan selection was not active on November 1, 2015 and who selected a
Marketplace plan in 2015 as re-enrolling consumers.

Premiums

Information on the 2014 and 2015 premiums of plans were obtained from the Landscape files
available at HealthCare.gov. Each plan has an “Age 21” premium for non-tobacco users. A
person’s premium is calculated by adjusting the Age 21 premium according to the HHS default
standard age curve and any relevant tobacco-use adjustment factors. A person’s net premium is
determined by subtracting that person’s share of their family’s premium tax credit that the family
elects to receive in advance from the premium. The premium tax credit is the difference between
the family’s expected premium contribution and the cost of the benchmark plan premium for
enrolled family members.

Among individuals who selected a different plan in 2015 than in 2014, we calculate an
individual’s savings as the difference between their 2015 net premium and what that person
would have paid for a net premium in 2015 net premium had they stayed in the same plan as in
2014 .

The following example shows how premium increases affect tax credits: If a silver plan’s
monthly premium increased by $25, and the benchmark premium in the same rating area also
increased by $25, then the consumer’s premium tax credit would increase by $25 such that the
net premium increase faced by the consumer would be $0 (the cost to taxpayers would increase
by $25, however). On the other hand, if the benchmark premium instead did not increase, then
both subsidy-eligible and subsidy ineligible consumers would face the full $25 increase and
would have a greater incentive to choose a lower-cost plan.

Analytic Modeling

We estimate McFadden’s choice model (McFadden 1974), in a consumer’s choice among a set
of Marketplace plans where choice is modeled to depend upon the individual consumer’s net
premium for a Marketplace plan and on the change in the premium of consumer’s 2014 selected
plan.

In this model, the probability that a consumer i chooses plan j (out of a possible J plans to pick
from) is given by:

|
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BiXi*vZij
(1) P = ST P
where:
Xi is a set of enrollee characteristics and
Zjj is a set of plan characteristics (that also might vary by enrollee) such as the net

premium.

This model is estimated separately for each FFM state.® Since the predicted probabilities of
enrollees choosing plan are functions of net premiums, changes in these probabilities in response
to changes in the premiums of any or all of the set of plans consumers have to choose from can
be determined.

Own-Price Elasticities
The coefficients from the choice model can be used to calculate own-price elasticities, which can

be interpreted as a measure of how responsive consumers are to the premium when choosing
Marketplace plans. These elasticities are calculated for each plan as:

(2) ¢ = Zi(l - ﬁij) X (y X agefactori) X AgeZlPremiumj ,
where v is the estimated coefficient on the net premium from the choice model.
Simulations
The predicted probabilities from the choice model are used to simulate how plan enroliments
would change if the premiums in a rating area were different. In particular, we consider the
following two situations on a plan’s enrollment: (1) a plan’s premium increases by 10 percent,
but no other plan increases its premium (and the benchmark premium does not change); and (2) a
plan’s premium increases by 10 percent and all other plans (including the benchmark plan) also
increase premiums by 10 percent.
We calculate the percent change in enrollment under scenario (1) as:

i i i i

where

Pij is the baseline predicted probability that enrollee i selects plan j and

® We model was estimated separately by state both for computational reasons and to allow for differential
responsiveness of consumers by state, which might have occurred because of geographic differences in marketing
and outreach efforts.
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P'l-j is the counterfactual predicted probability that enrollee i selects plan j under scenario 1
(where plan j and no other plan increase premiums by 10%).

We calculate the percent change in enrollment under scenario (2) as:
i i i i
where

Pl-j is the baseline predicted probability that enrollee i selects plan j and
P}j is the counterfactual predicted probability that enrollee i selects plan j under scenario 2
(where plan j as well as all other plans increase premiums by 10%).

We calculate these simulated percent changes in enrollments for each plan in each rating area.
The overall estimate is the straight average of these changes over rating-area specific plans.

" Cunningham, Peter, “Few Americans Switch Employer Health Plan for Better Quality, Lower Costs,” National
Institute for Health Care Reform, 2013.

Hoadley, et al., “To Switch or Not to Switch: Are Medicare Beneficiaries Switching Drug Plans to Save Money,”
Kaiser Family Foundation 2013.

Aderly, Adam, Curtis Florence and Kenneth E. Thorpe, “Health Plan Switching Among Members of the Federal
Employees Health Benefits Program,” Inquiry, Vol. 42, No. 3 (Fall 2005).

" Effectuated Enrollment Snapshot, June 30, 2015, CMS, 2015,
https://www.cms.gov/Newsroom/MediaReleaseDatabase/Fact-sheets/2015-Fact-sheets-items/2015-09-08.html.

" Burke, et al,. “Premium Affordability, Competition, and Choice in the Health Insurance Marketplace, 2014,”
ASPE/HHS, 2014, http://aspe.hhs.govi/sites/default/files/pdf/76896/2014MktPlacePremBrf.pdf.
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October 30, 2015

When the 2016 Open Enrollment Period begins on November 1, 2015, millions of Americans
can once again shop for high-quality, affordable health care coverage in the Health Insurance
Marketplace established by the Affordable Care Act.® Our research indicates that the Affordable
Care Actis continuing to promote competition, choice, and affordability in the Marketplace for
plan year 2016.

This year, the Marketplace is welcoming new consumers and encouraging those who have
previously enrolled to come back, update their information and select the plan that best meets
their needs and budget. All plans in the Marketplace cover essential health benefits and
recommended preventive care,and no one may be excluded based on preexisting conditions.
Consumers can see detailed information about each health insurance plan, in addition to
estimated yearly out-of-pocket expenses, offered in their area before they apply. Factors they
may consider in choosing a health insurance plan include premiums, deductibles, out-of-pocket
costs, provider network, formulary, customer service and more.? Consumers may be eligible for
financial assistance to help pay for the cost of premiums. In fact, 86 percent of consumers who
selected a Marketplace plan in 2015 received financial assistance.?

'The Health Insurance Marketplace includes the Marketplaces established in each of the states (and the District of
Columbia) and run by the state or the federal government. This report focuses on individual market Marketplaces
using the HealthCare.gov eligibility and enrollment system. This analysis excludes stand-alone dental plans.

? This briefdoes notanalyze consumers’ final expenses, after considering other health plan features, such as
deductiblesand copayments. Consumers may examine all elements of health insurance plans in orderto estimate
expected total out-of-pocket costs. Moreover, while premium tax credits can be applied to a plan in any metal tier
with the exception of catastrophic plans, cost-sharing reductions based on household income are available only for
silverplans.

® This represents the percentage of individuals who selected a Marketplace plan and qualified foran advance
premium tax credit (APTC), with or without a cost-sharing reduction. See: U.S. Department of Health and Human

Department of Health and Human Services
Office of the Assistant Secretary for Planning and Evaluation
http://aspe.hhs.gov
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This brief presents analysis of Qualified Health Plan (QHP) data in the individual market
Marketplace, focusing on the states that use the HealthCare.gov Marketplace platform, and
providing a look atthe plan choice that new and returning consumers will see for 2016.* It also
examines plan affordability in 2016 after taking into account premium tax credits.

Key Findings

e The Affordable Care Actcontinues to promote access to affordable Marketplace health
insurance plans in 2016 by creating a Marketplace where consumers can chose the health
insurance product that best meets their needs and budget.

Affordability
e More than 8 in 10 (86 percent) current Marketplace enrollees can find a lower premium

plan in the same metal level before tax credits by returning to the Marketplace to shop
for coverage. If all consumers switched from their current plan to the lowest-cost
premium plan in the same metal level, the total savings would be $4.5 billion. In 2015,
nearly one-third of consumers who reenrolled in a Marketplace plan switched to a new
plan.

e More than 7 in 10 (72 percent) current Marketplace enrollees can find a plan for $75 in
premiums or less per month, after any applicable advance premium tax credits in 2016.
Nearly 8 in 10 (78 percent) current Marketplace enrollees can find a plan for $100 in
premiums or less per month, after any applicable tax credits in 2016.

e Nearly 6 in 10 (57 percent) can find a plan for $75 in premiums or less within their metal
level. Nearly 7 in 10 (66 percent) can find a plan for $100 in premiums or less within
their metal level.

e A 27-year-old with an income of $25,000 a year will on average get anannual tax credit
of $1,164—compared to $972 in 2015. A typical family of four with an income of
$60,000 will on average receive an annual tax credit of $5,568—compared to $4,848 in
2015. Marketplace tax credits adjust to match changes in each consumers’ benchmark

Services, “Health Insurance Marketplaces 2015 Open Enrollment Period: March Enrollment Report,” ASPE Issue
Brief, ASPE, March 10, 2015, available at: http://aspe.hhs.gov/pdf-document/health -insurance-marketplace-2015-
open-enroliment-period-march-enrollment-report.

* The 38 states are included in this analysis are: Alabama, Alaska, Arizona, Arkansas, Delaware, Florida, Georgia,
Hawaii, lllinois, Indiana, lowa, Kansas, Louisiana, Maine, Michigan, Mississippi, Missouri, Montana, Nebraska,
New Hampshire, New Jersey, Nevada, New Mexico, North Carolina, North Dakota, Ohio, Oklahoma, Oregon,
Pennsylvania, South Carolina, South Dakota, Tennessee, Texas, Utah, Virginia, West Virginia, Wisconsin, and
Wyoming. However, some tables are limited to the 35 states that were included in the 2014 Marketplace landscape
files (excluding Nevada, Oregon, and Hawaii), and some additional tables exclude data for Hawaii (which is
beginningto use the HealthCare.gov platformfor the 2016 coverage yearandis only included on the 2016 landscape
file).
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silver plan premium.

Choice

e The average number of issuers remained stable between 2015 and 2016. The average
consumer has 10 issuers in their state, up from 9 in 2015 and 8 in 2014. On average,
consumers can choose from 5 issuers for 2016 coverage, just as they could for 2015
coverage. Consumers had a choice of 4 issuers on average in 2014 (Table 1a).

e Like last year, neary 9 out of 10 consumers returning to the Marketplace will be able to
choose from 3 or more issuers for 2016 coverage (Figure 1). Previous researchacross a
variety of product markets suggests that price competition typically intensifies with three
or more competitors in a market.

Overview

The Affordable Care Actis continuing to create a dynamic, competitive Marketplace, with
considerable choice and affordable premiums in 2016. During the third Marketplace Open
Enrollment Period, consumers will continue to have an opportunity to comparison shop and
select the plan that best meets their needs and budget. Choice also means competition between
plans that in turn results in downward pressure on premiums.

The second-lowest cost silver plans are significant because the premium tax credits that are
available to help make Marketplace coverage more affordable are calculated based on the
premium for those plans.® The Centers for Medicare & Medicaid Services (CMS) recently
announced the premium of the second-lowest costsilver plan will increase by 7.5 percent on
average for the 2016 plan year.® The CMS snapshot analyzes percent changes in the second-
lowest cost silver plan from 2015 to 2016—determined by full premium price. (In a small
percentage of counties, the second-lowest cost plan determined by full premium price may not be
the benchmark silver plan for a consumer.)

This brief identifies the second-lowest cost silver benchmark plan based on the portion of the
premium that covers essential health benefits (EHB), which may be less than the full premium
price charged by issuers.” ® Based on this method, ASPE estimates that the 2015-2016 increase

® See the “Methods and Limitations” sectionat the end ofthis brief for more details on calculation of second-lowest
costsilverplan premiums and premiumtax credits.

® Centers for Medicareand Medicaid Services, “2016 Marketplace A ffordability Snapshot,” October 26,2015,
available at: https://www.cms.gov/Newsroom/MediaReleaseDatabase/ Fact-sheets/2015-Fact-sheets-items/2015-10-
26-2.html.

" This briefclosely follows the actual methodology used to determine the benchmark for advanced premium tax
credits (APTC)and enrollees’ APTC amount. For more details on how benchmark premiums are calculated, see the
“Methodology and Limitations” sectionat the end ofthis brief.

® For the purposes of calculating theadvance premiumtax credit, a second-lowestcostsilver level plan for a specific
taxpayeris identified based on whatis available to thetaxpayer at the time of enrollment, in the taxpayer’s
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in the second-lowest cost silver benchmark planis 7.2 percent (see Appendix Table 7). This rate
increase is relatively modest compared to those in the individual market before the Affordable
Care Act, when consumers in the individual market regularly experienced double-digit rate
increases on average.®

Recent ASPE analysis also suggests that about one-third (31 percent) of consumers who
reenrolled in coverage through the Marketplace in 2015 switched plans. Consumers who
switched plans within the same metal level saved $33 per month on average, or nearly $400
annually, relative to what they would have paid had they remained in the same plan in 2014.%°
Similarly, this brief shows that consumers who bought a 2015 plan and decide to shop actively
for a comparable 2016 plan will often be able to find a plan with lower premiums.

Section | of this brief describes the choices of issuers and plans that consumers in states using the
HealthCare.gov platform will have in the 2016 coverage year, and compares these choices to the
choices available in previous Open Enrollment Periods.

Section 1l provides an overview of premiums in HealthCare.gov states for 2016 and illustrates
how consumers may benefit from returning to the Marketplace to shop for a plan that meets their
needs and budget.

SECTION I: CONSUMER CHOICE AMONG HEALTH INSURANCE ISSUERS IN
2014, 2015 AND 2016

Issuers

There are nearly 240 issuers participating in the Marketplace in HealthCare.gov states in 2016
(see Appendix Table 8). The number of issuers offering health plans in the Marketplace has
remained relatively stable from 2015 to 2016, as shown in Table 1a. Based on analysis at the
county level, Marketplace consumers canchoose from an average of 5 issuers for 2016 coverage,
similar to 2015 and up from 2014,

During the 2015 open enrollment period, nearly 9 out of 10 (87 percent) of the people who
selected a qualified health plan lived in counties with three or more issuers; for 2016 this
proportion has remained stable (nearly 9 out of 10, or 88 percent). Figure 1 shows the proportion
of Marketplace enrollees who had a choice of 3 or more issuers each year.

geographical area. In this briefforanalytic purposes, at times we use the term‘“benchmark plan” to referto the
second-lowest cost silver planin a county, which may not be the benchmark plan forall individual consumers.

® Jon Gabel, “Trends in Premiums in the Small Group and Individual Insurance Markets,” NORC at the University
of Chicago, November 6, 2012, available at: http://aspe.hhs.gov/report/trends-premiums-small-group-and-
individual-insurance-markets-2008-2011.

' Thomas DeLeire and Caryn Marks, “Consumer Decision Regarding Health Plan Choices, in the 2014 and 2015
Marketplaces,” ASPE Issue Brief, Assistant Secretary for Planning and Evaluation, October 27, 2015, available at:
http://aspe.hhs.gov/sites/default/files/pdf/134556/Consumer_decisions_10282015.pdf.

! Note that some previous ASPE issue briefs onplan choice and availability presented analyses at the ratingarea
level. Becauseplansavailable in some part ofa rating area are not always available in all parts of a rating area,
conducting the analysis at the county level better captures theset of options consumers will see when they shop and
more closely matches consumers’ shopping experience.
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Competition has been shown to intensify when there are three or more firms in a market. * In the
context of the Marketplaces, issuers are the relevant firms. Each issuer sells multiple plans across
the various metal levels. Thus competition shapes issuers’ decisions on the types of plans to offer
and the premiums at which they will be sold. ASPE’s earlier research on competition in the
Marketplaces shows that, as in other markets, having three or more issuers in results in vigorous
premium competition and results in significantly lower premiums for consumers.®

The number of issuers active in the average consumers’ state has remained relatively stable. (Not
all issuers operate in all counties within a state, however, and thus the number of issuers
available to a particular consumer may be less than the number of issuers that operate anywhere
in the state.)

Across the HealthCare.gov states, 40 new issuers will begin offering Marketplace plans for the
2016 coverage year, while 35 issuers that offered plans in 2015 will no longer offer plans
through the Marketplace in 2016.* Table 8 in the Appendix provides the number of issuers by
state for the years 2014 to 2016."

'2 For example, see Timothy Bresnahanand Peter Reiss, “Entry and Competition in Concentrated Markets,” The
Journal of Political Economy, vol. 99, no.5 (Oct. 1991), p.997-1009.

13 Steven Sheingold, Nguyen Nguyen, and Andre Chappel, “Competition and Choice in the Health Insurance
Marketplaces, 2014-2015: Impact on Premiums,” Issue Brief, Assistant Secretary for Planning and Evaluation, July
27, 2015, available at: http://aspe.hhs.gov/sites/default/files/pdf/108466/rpt_MarketplaceCompetition.pdf.

“ The total number ofissuers in is calculated based onidentifyingan issuer by its unique five-digit Health Insurance
OversightSystem (HIOS) ID. In some cases, issuers with different HIOS IDs belongto the same parent company.
Anissuingentity’s HIOS issuer ID is specific to the state in which it operates, such that a company offering QHPs
throughthe Marketplace in two states would be counted twice—once for each state. Issuer totals for 2015 and 2016
include 37 statesand donotinclude Hawaii, which began using the HealthCare.gov platformfor the 2016 coverage
year. Issuertotals for2014 include 35states and donotinclude Hawaii, New Mexico, and Oregon.

> The 2016 plan landscape file used in this briefis a snapshotofissuer participation and plans as of October 19,
2015 and does notreflect changes in issuerand plan offerings after that date. For example, the landscape file used in
this analysis includes some plans and issuers that, based on decisions after October 19", will not be offered in 2016,
and does notincludea very smallnumber of plans and/or issuers that willbecome available for enrollment in mid-
November. Since the production ofthe October 19, 2015 version of the landscape file, Departments of Insurance
have directedsome issuers or plans to exit the Marketplaces in Arizona, Michigan, Oregon, South Carolina, and
Utah, and thoseissuers or plans will not be available for 2016. The landscapefile also doesnotincludeissuers in
New Jersey, New Mexico, and Texas thatwill become available later during Open Enrollment. Due to these changes
since the 2016 landscape file was finalized on October 19", in a small number of states the consumer experience
will differ from what is reported in this brief.
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FIGURE 1
Percent of Consumers with Choice of Three or More Issuers in 2014, 2015 and 2016

Nearly 9 in 10 current Marketplace enrollees can

choose from 3 or more issuers in 2016
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Source: Information on plansandissuers is from the plan landscape files and active plan selectionsin the CMS Multidimensional
Insurance Data Analytics System (MIDAS) for states using the HealthCare.gov platform.

Note: See “Methods and Limitations” section for more details regarding data and methods used. “Enrollees” refersto those
people who selected a qualified health plan in the Marketplace. The 2014 estimate uses PY2014 plan selectionsin 35 states, and
the 2015 and 2016 estimatesare based on PY2015 plan selectionsin 37 states. The number of issuers available to those who
selected a Marketplace plan is based on the number of issuers offering qualified health plansin each person’s county of
residence. The 2014 and 2015 numbers differ from the ASPE issue brief “Health Plan Choice and Premiumsin the 2015 Health
Insurance Marketplace” because that briefused an older version of the PY2015 landscape file.

Plans

In 2016, consumers can chose from 50 plans in their county on average, including catastrophic
plans. This represents a decrease from an average of 58 plans per county last year. Appendix
Table 9 shows an average decline of 2 plans per issuer between 2015 and 2016, suggesting that
some issuers are refining plans as the Marketplace matures and issuers respond to consumer
demand.™® In many cases, reductions in the number of plans available will have little or no
practical effect on the scope of options available to consumers, either because the eliminated
plans were unpopular with consumers or because those plans were very similar to other plans
that will continue to be offered.

The health plan category or “metal level” determines how consumers and plans can expect to
share the costs of care. For example, with a silver level plan the health plan pays about 70
percent of the total costs of care for essential health benefits, on average, and the consumer pays
30 percent of these costs. This takes into account the plan’s deductibles, copayments,
coinsurance, and out-of-pocket maximums.

16 See footnote 15.
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Table 1a shows details on the number of plans an average consumer can choose from. For the
average number of issuers per state and plans per county, see Table 1b in the Appendix.
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TABLE 1la
Summary of Marketplace Health Plans and Issuers for HealthCare.gov States, 2014 — 2016
2014 Average 2015 Average 2016 Average
Weighted by 2014 Plan | Weighted by 2015 Plan | Weighted by 2015 Plan
Selections Selections Selections
Number of HealthCare.gov
States Included in Calcuglations 35 37 37
Issuers in State 8 9 10
Issuers in County 4 5 5
Qualified Health Plans in
County (excluding 51 55 47
catastrophic)
Plans in County 54 58 50
Catastrophic Plans 3 3 3
Bronze Plans 15 16 15
Silver Plans 18 22 19
Gold Plans 14 13 11
Platinum Plans 4 4 2

Source: Information on plansandissuers is from the plan landscape files and active plan selectionsin the CMS Multidimensional
Insurance Data Analytics System (MIDAS) for states using the HealthCare.gov platformin 2014, 2015 and2016.

Note: All averages in thistable are weighted based on plan selectionsin the county. The 2014 estimate uses PY2014 plan
selectionsin 35 states, andthe 2015 and 2016 estimates are based on PY2015 plan selectionsin 37 states.T he number of issuers
per state is calculated by finding the total number of issuers offering QHPs anywhere in each state, then takingan average over
all statesweighted by plan selectionsin the state. Numbers may not sum due to rounding. The 2014 and 2015 numbers differ
from the previous ASPE issue brief “Health Plan Choice and Premiumsin the 2015 Health Insurance Marketplace” as a result of
calculating averages weighted by plan selections, rather than unweighted averages. See Appendix Table 1b for an unweighted
version of thistable.

SECTION II: MARKETPLACE HEALTH PLAN PREMIUMS IN 2015 AND 2016

The Marketplace enables consumers to comparison shop for a plan that meets their needs and
budget. Most enrollees will receive financial assistance to help with the cost of their monthly
premiums. In 2014, 64 percent of individuals who selected a plan in the Marketplace selected the
lowest cost (43 percent) or second-lowest cost plan (21 percent) in their metal tier. Similarly, in
2015, 47 percent of individuals who selected a plan in the Marketplace selected the lowest cost
(31 percent) or second-lowest cost plan (17 percent) in their metal tier—indicating that many
Marketplace consumers shop based on premium.!” Survey evidence suggests that the premium is
the most important factor in consumers’ decision-making when shopping for insurance.'® Recent
ASPE analysis suggests that Marketplace consumers are highly sensitive to net premium price

" May not sumdue to rounding. Percentages donotincludetobaccousers.
18 Robert Wood Johnson Foundation, “Understanding the Uninsured Now,” June 2015, available at:
http://www.rwif.org/en/library/research/2015/06/understanding -the-uninsured-now.html.
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(i.e., premium after advance premium tax credit) and nearly one-third of consumers who
reenrolled in a Marketplace plan in 2015 switched to a new plan.*

The Marketplace continues to be competitive and dynamic, and issuers are continuing to
compete to offer more affordable options to consumers. Plans that were the second-lowest cost
silver plan or lowest-cost silver plan in 2015 may not be the second-lowest cost or lowest-cost
plan in 2016, so it will be important for returning consumers to review other options in 2016 to
ensure that they select the plan that best fits their circumstances. The benchmark plan is
significant because advance premium tax credits that are available to help make Marketplace
coverage more affordable are calculated based on the premium of the benchmark (second-lowest
cost silver) plan in the consumer’s geographic area. The actual payment made by consumers for
their insurance depends on the plan they choose when enrolling in coverage through the
Marketplace and the level of tax credit they qualified for.

Consumers who receive premium tax credits are protected by the Affordable Care Act’s cap on
the amount they pay for the benchmark, second-lowest cost silver plan in their area. For those
eligible for advance premium tax credits, the law sets a maximum amount of family income that
can be paid toward Marketplace coverage. This means that no matter how much the benchmark
plan’s total premium increases, tax credit eligible consumers’ costs are capped. The examples on
the next page, corresponding to Table 10a and 10b, show how premium increases affect tax
credits; Marketplace tax credits adjust to match changes in the benchmark silver plan premium in
each market.

More than 8 in 10 (86 percent) current Marketplace enrollees canfind a lower premium plan in
the same metal level by returning to the Marketplace to shop for 2016 coverage, as illustrated in
Table 2. For example, the average lowest-cost premium for a silver plan available to current
silver-level enrollees is $359 per month for 2016 before applicable tax credits. The average
consumer who bought a silver plan last year and decides to shop for a better deal this year can
save $52 a month—which results in total premium savings of $624 a year.”® If all silver plan
holders switch to the lowest-cost silver plan available to them for 2016, the total savings for the
year would be $3.2 billion. Across all metal levels, the total premium savings would be $4.5
billion. (State-level analyses are in Appendix Table 14.)

¥ Thomas DeLeire and Caryn Marks, “Consumer Decision Regarding Health Plan Choices, in the 2014 and 2015
Marketplaces,” ASPE Issue Brief, Assistant Secretary for Planningand Evaluation, October 27, 2015, available at:
http://aspe.hhs.gov/sites/default/files/pdf/ 134556/ Consumer_decisions_10282015.pdf.

20 Savings for individual enrollees may differ from this amountbased on their choice of plan, eligibility for premium
tax credits, and other characteristics.
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Premium Tax Credits: Examples
Example 1: Single 27-year-old in Charlotte, NC with an income of $25,000

Calculate her tax credit for 2015 coverage:
e Income as percentage of FPL: 214%
e Maximum monthly payment for second-lowest silver benchmark plan: $142
e Monthly total premium of second-lowest silver benchmark plan: $268
e Advance premium tax credit per month: $268— $142= $126

Suppose she’s trying to decide among two silver plans and a bronze. She can apply her tax
credit to any of them.
e Before tax credit, the monthly premiums are
o Bronze: $200
o Lowest silver: $260
o Second-lowest silver: $268
e Afterapplying her tax credit, the monthly premiums are
o Bronze: $200 — $126 = $74
o Lowest silver after tax credit: $260 — $126 = $134
o Second-lowest silver after tax credit: $268 — $126 = $142

Example 2: Premiums for a 27-year-old making $25,000 in Charlotte, NC for 2016

Calculate her tax credit for 2016 coverage:
e Income as percentage of FPL: 212%
e Maximum monthly payment for second-lowest silver benchmark plan: $143
e Monthly total premium of second-lowest silver benchmark plan: $335
e Advance premium tax credit per month: $335 — $143= $192

Even if premiums rose from 2015 to 2016, the tax credit protects consumers from higher
prices.
e Before tax credit, the monthly premiums are
o Bronze: $250
o Lowest silver: $308
o Second-lowest silver: $335
e Afterapplying her tax credit, the monthly premiums are
o Bronze: $250 — $192 = $58
o Lowest silver after tax credit: $308 — $192 = $116
o Second-lowest silver after tax credit: $335 — $192 = $143

|
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TABLE 2

Potential Savings from Shopping Based on Premium if Current Marketplace Enrollees
Switch to 2016 Lowest-Cost Premium Plan within Metal Level for 37 States

Current Marketplace Enrollees

All Plan
Types

Bronze

Silver

Gold

Platinum

Average Lowest-Cost 2016 Monthly
Premium within Metal Level before
Applicable Tax Credit

N/A

$294

$359

$406

$550

Average 2016 Monthly Premium Savings
if Consumers Switch to Lowest-Cost Plan
within Metal Level

$51

$40

$52

$68

$64

% of Enrollees Who Could Save on
Premium Costs by Switching to the
Lowest-Cost Plan in Metal Level

86%

86%

86%

87%

60%

ANNUAL Average Potential Savings in
Premium Costs per Enrollee

$610

$483

$624

$814

$771

MONTHLY Aggregate Amount of
Potential Savings in Premium Costs across
All Enrollees

$377 M

$63 M

$271 M

$38 M

$6.1 M

ANNUAL Aggregate Amount of Potential
Savings in Premiums Costs Across All
Enrollees

$4.5B

$759 M

$3.2B

$451 M

$74 M

Source: Plan information isfrom the plan landscape f

choicein 2015. See the “Methods and Limitations” section at the end of this brief for more details.

les and active plan selectionsin the CMS Multidimensional Insurance Data
Analytics System (MIDAS) for 37 statesusing the HealthCare.gov platform in 2015 and 2016.
Note: Amounts presented here do not take into account potential premium tax credits. The lowest-cost premium refersto the plan
with the lowest premium within the county within each metal tier and based on all plansavailable in 2016. T he lowest cost plan
does not take into account othercost-sharing features, but refers only to the cost of the premium charged for that plan. In some
cases, plans were tiedfor lowest premium. Thisanalysisincludes only enrollees linked to complete plan and premium data for
both 2015 and 2016, and excludes tobacco users, who may face additional surcharges. Catastrophic plans, which are not available
to all consumers, were not considered in these calculations. We assume that all enrollee characteristics are unchanged and
calculate premiums based on the same age, family composition, and householdincome as percentage of the FPL as in 2015.
Metal-level analysis is based on the metal consumerswould be automatically re-enrolledinto for 2016, based on their metal

'
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Health Insurance Plan Affordability after Advance Premium Tax Credits in the
Marketplace in2016

With an average of 5 issuers offering an average of 50 Marketplace plans to choose from in
2016, both new and reenrolling consumers have many options when shopping for coverage.

The Affordable Care Act established premium tax credits to help consumers with the cost of
coverage based on their household incomes. For the 2015 plan year, 86 percent of consumers
who selected a Marketplace plan received financial assistance.”* Eight in 10 had the option of
selecting a plan with a monthly premium of $100 or less after applying the premium tax credit,
and nearly 6 in 10 individuals selected such a plan.”* We estimate that nearly 80 percent of the
uninsured who are eligible for coverage through the Marketplaces have incomes between 100
percent and 400 percent of the Federal Poverty Level (FPL) and may be eligible to receive tax
credits for plan year 2016.%

Competition and premium tax credits are related. Increased numbers of issuers in a market
means more competition. More competition tends to put downward pressure on premiums. As
competition intensifies, the benchmark plan (second-lowest cost silver plan) may change,
particularly as new issuers enter the Marketplace to compete for customers. Previous ASPE
analysis suggested that in 42 percent of counties with new issuers, issuers that were new to the
Marketplace offered at least one silver plan premium below what would have been the second-
lowest cost silver among existing issuers, thereby directly reducing the benchmark premium. Of
the issuers that exited the Marketplace, just 17 percent offered a 2014 plan at or below the
benchmark premium.?* Competition in the Marketplace means that benchmark premiums (and
thus premium tax credits) may grow more slowly than a consumer’s current plan’s premium. For
this reason, consumers who want to make their tax credit’s purchasing power go as far as
possible should shop for coverage, regardless of what metal level they select. Premium
competition also serves to benefit taxpayers by holding down tax credit costs.

Tables 3, 4, and 5 show possible 2016 premiums after applicable tax credits for current
Marketplace enrollees. The analysis in Tables 3, 4, and 5 holds all enrollee characteristics
unchanged and calculates 2016 premiums and tax credits based on the same age, family
composition, and household income relative to poverty level as in 2015.

2L This represents the percentage of individuals who selected a Marketplace plan and qualified for an advance
premiumtax credit (APTC), with or without a cost-sharing reduction. See: U.S. Department of Health and Human
Services, “Health Insurance Marketplaces 2015 Open Enrollment Period: March Enrollment Report,” ASPE Issue
Brief, ASPE, March 10, 2015.

% bid.

% Kenneth Finegold, Kelsey Avery, Bula Ghose, and Caryn Marks, “Health Insurance Marketplace: Uninsured
Populations Eligible to Enroll for 2016,” ASPE Issue Brief, Assistant Secretary for Planningand Evaluation,
October 15, 2015, available at: http://aspe.hhs.qov/pdf-report/health-insurance-marketplace-uninsured-populations-
eligible-enroll-2016.

** For more information see: Steven Sheingold, Nguyen Nguyen, and Andre Chappel, “Competitionand Choice in
the Health Insurance Marketplaces, 2014-2015: Impact on Premiums,” ASPE Issue Brief, Assistant Secretary for
Planning and Evaluation, July 27, 2015.
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Table 3 shows the percentage of current Marketplace enrollees in the 37 states who could get
coverage for as little as $100 or less per month, taking into account any applicable tax credits in
2016, regardless of the metal level they selected in 2015. For example, nearly 8 in 10 (78
percent) of all customers returning to the Marketplace can get coverage for a premium of $100 or
less after advance premium tax credits in 2016, regardless of their 2015 plan metal level choice.
More than 7 in 10 (72 percent) can get coverage a premium of $75 or less after advance premium
tax credits. (Percentages of those who could obtain coverage for a premium of $100 or less, $75
or less, and $50 or less by state are shown in Table 13 in the Appendix at the end of this brief.)

TABLE 3
It Pays to Shop: Percent of Current Marketplace Enrollees Who Could Obtain Coverage

for $100 or Less after Any Applicable Advance Premium Tax Credits in 2016, 37 States
Regardless of Metal Level in 2015

Monthly Premium After Any Plan . :

Advance Premium Tax Credits Types Sl SNl e AL

$100 or less 78% 78% 63% 27% 2%

$75 or Less 72% 72% 54% 14% 1%

$50 or Less 65% 65% 41% 5% 0%
Source: Plan information isfrom the plan landscape files and active plan selections in the CMS Multidimensional Insurance Data

Analytics System (MIDAS) for 37 statesusing the HealthCare.gov platform in 2015 and 2016.

Note: Columns may not sum due to rounding. Thisanalysis holds all enrollee characteristics unchanged and calculates 2016
premiums and tax credits based on the same age, family composition, andhousehold income as percentage of the FPL as in 2015.
Thisanalysis includes only enrolleeswho could be linked to complete plan and premium data for both 2015 and 2016, and
excludes tobacco users. Catastrophic plans, which are not available to all consumers, were not considered in these calculations.
See the “Methods and Limitations” section at the end of this brief for more details.

Table 4 shows the percentage of current Marketplace enrollees who could get coverage for $100
or less, taking into account any applicable advance premium tax credits, if they keep their current
plan and do not switch to a lower-premium plan for 2016. For example, 52 percent of
Marketplace enrollees who selected a silver-level plan in 2015 will have 2016 coverage for a
premium of $100 or less if they keep their current plan.

TABLE 4
It Pays to Shop: Percent of Current Marketplace Enrollees Who Would Be Covered for
$100 or Less after Any Applicable Advance Premium Tax Credits in 2016, 37 States
If They Did Not Switch Plans

Monthly Premium After All Plan . .

Advance Premium Tax Credits Types S Siliets cae PRI

$100 or less 47% 48% 52% 4% 1%

$75 or Less 36% 39% 39% 1% 0%

$50 or Less 24% 28% 25% 0% 0%
Source: Plan information isfrom the plan landscape files and active plan selectionsin the CMS Multidimensional Insurance Data

Analytics System (MIDASY) for 37 states using the HealthCare.gov platform in 2015 and 2016.

Note: Columns may not sum due to rounding. Thisanalysis holds all enrollee characteristics unchanged and calculates 2016
premiums and tax credits based on the same age, family composition, andhousehold income as percentage of the FPL as in 2015.
Thisanalysis includes only enrollees linked to complete plan and premium data for both 2015 and 2016, andexcludes tobacco
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users. Catastrophic plans, which are not available to all consumers, were not considered in these calculations. See the “Methods
and Limitations” section at the end of this brief for more details.

However, there may be more affordable plans in 2016 available to current enrollees. Table 5,
below, shows the percentage of current Marketplace enrollees in the 37 states that could get
coverage for $100 or less, taking into account any applicable tax credits, while staying in their
current metal level. For example, 66 percent of all people who selected a plan in 2015 could get
coverage for a premium of $100 or less if they selected a lower-premium plan in their same
metal level in 2016. Of those who selected a silver plan in 2015, 75 percent could get silver plan
coverage for a premium of $100 or less in 2016 if they choose a lower-cost plan.

TABLE 5
It Pays to Shop: Percent of Current Marketplace Enrollees Who Could Obtain Coverage

for $100 or Less after Advance Premium Tax Credits in 2016, 37 States
within Their Current Metal Level

Monthly Premium After All Plan . .

Advance Premium Tax Credits Types SIS Sl calle ST

$100 or less 66% 61% 75% 11% 1%

$75 or Less 57% 52% 66% 5% 0%

$50 or Less 46% 42% 52% 1% 0%
Source: Plan information isfrom the plan landscape files and active plan selections in the CMS Multidimensional Insurance Data

Analytics System (MIDASY) for 37 statesusing the HealthCare.gov platform in 2015 and 2016.

Note: Columns may not sum due to rounding. Thisanalysis holds all enrollee characteristics unchanged and calculates 2016
premiums and tax credits based on the same age, family composition, andhousehold income as percentage of the FPL as in 201 5.
Thisanalysis includes only enrollees linked to complete plan and premium data for both 2015 and 2016, and excludes tobacco
users. Catastrophic plans, which are not available to all consumers, were not considered in these calculations. See the “Methods
and Limitations” section at the end of this brief for more details.

Advance Premium Tax Credits

The Affordable Care Act specifies that an individual who is eligible for premium tax credits will
be required to pay no more than a fixed percentage of their income for the second-lowest cost
silver plan available in the Marketplace in their local area. This applicable percentage varies only
by household income as a percentage of the Federal Poverty Level (FPL) and does not depend on
household members’ ages, the number of people within the household covered through the
Marketplace, or Marketplace premiums. (For examples of 2016 incomes and benchmark
premiums for those who are eligible for tax credits, see Table 6 on the next page.) The applicable
percentage is converted into a maximum dollar amount the household is required to pay annually
for the benchmark plan available to them, and the tax credit is applied to make up the difference
between the maximum dollar amount and the actual premium, if any.?® Note that the maximum

% | the premiumof the second-lowest cost silver plan falls below the maximum amount the household pays for
benchmark coverage, then the household does not receive a taxcredit and pays the full premium for the benchmark
plan.
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percent of income paid toward the second-lowest silver plan is adjusted annually by a measure of
the difference between premium growth and income growth.

The exact dollar amount of the premium tax credit depends on the premium of the second-lowest
cost silver benchmark plan available to the household and the cost of covering the family
members who are seeking Marketplace coverage. For more information on benchmark plans, see
the “Methodology and Limitations” section of this brief.

TABLE 6
Examples of Maximum Monthly Health Insurance Premiums for the Second-Lowest Cost
Silver Plan for Marketplace Coverage for a Single Adult in 2016%

) Maximum Percent of Maximum Monthly
Single Percent of the . .
Income Paid toward Premium Payment
Adult Federal Poverty
lieae Level Secon(_j-Lowest Cost for Seco_nd-Lowest
Silver Plan Cost Silver Plan
$11,770 100%°° 2.03% $20
$17,655 150% 4.07% $60
$23,540 200% 6.41% $126
$29,425 250% 8.18% $201
$35,310 300% 9.66% $284
$41,195 350% 9.66% $332
$47,080 401% No Limit No Limit
Source: Applicable percentages for 2016 coverage are available at: http://mmw.irs.gov/publ/irs-drop/rp-14-62.pdf. The 2015

Federal Poverty Guidelines, used for premium tax credits for 2016 coverage, are at: http://aspe.hhs.gov/2015 -poverty-guidelines.

Conclusion

As the Health Insurance Marketplace matures, new and returning customers to the Marketplace
will continue to see a considerable choice of available issuers and health plans, as well as
affordable premiums in 2016. Premium tax credits will also continue to play an important role in
ensuring that consumers have access to affordable options. Many consumers who purchased
plans in 2014 through the Marketplace realized substantial savings by switching plans for the
2015 plan year, and consumers can realize substantial savings again this year if they shop around
to find the plan that best meets their needs and their budget. They cando so by going to
HealthCare.gov, which provides information for consumers looking to compare plans on
premiums and other plan features.

% For more information on premiumtax credits, seethe Internal Revenue Service final rule on “Health Insurance
Premium Tax Credit,” (Federal Register, May 23, 2012, vol., 77, no. 100, p. 30392; available at:
http://www.gpo.gov/fdsys/pka/FR-2012-05-23/pdf/2012-12421 pdf).

% Income examples are based on the 2015 federal poverty guidelines for the continental United States. Alaska and
Hawaii have higher federal poverty guidelines, whichare not shown in this table.

% In states expanding Medicaid, individuals and families at between 100and 138 percent of the FPLwho are
eligible for Medicaid coverage are noteligible for premium tax credits.
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|
Methodology and Limitations

Data

The plan and premium data reported here are from the Marketplace QHP landscape individual
market medical files, which are publicly available at HealthCare.gov.”® Data were not available
for all states. This analysis focuses on the states which were included in Marketplace landscape
file, including: Alabama, Alaska, Arizona, Arkansas, Delaware, Florida, Georgia, Hawalii,
Illinois, Indiana, lowa, Kansas, Louisiana, Maine, Michigan, Mississippi, Missouri, Montana,
Nebraska, New Hampshire, New Jersey, Nevada, New Mexico, North Carolina, North Dakota,
Ohio, Oklahoma, Oregon, Pennsylvania, South Carolina, South Dakota, Tennessee, Texas, Utah,
Virginia, West Virginia, Wisconsin, and Wyoming. However, some metrics are limited to 35
states that were included in the 2014 Marketplace landscape files, the 37 (35 plus Nevada and
Oregon) included in the 2015 landscape file, or the 38 (35 plus Nevada, Oregon, and Hawaii) in
the 2016 landscape file.

For most State-based Marketplaces (SBMs) operating their own enrollment platforms,
comprehensive plan and premium data were not available. State-based Marketplaces not
included in the analysis in this brief are California, Colorado, Connecticut, District of Columbia,
Idaho, Kentucky, Maryland, Massachusetts, Minnesota, New York, Rhode Island, VVermont, and
Washington. Some State-based Marketplaces submit plan data to the Center for Consumer
Information and Insurance Oversight (CCIIO) for display using the HealthCare.gov eligibility
and enrolliment platform. Idaho relied on the HealthCare.gov platform only in 2014 and is not
included in this brief. New Mexico utilized the HealthCare.gov platform to support its eligibility
and enrollment functions in 2014, will continue to do so in 2015, and is included in the analysis
in this brief. Oregon and Nevada did not rely on the HealthCare.gov platform in 2014 but do for
2015 and 2016, and Hawaii will use the HealthCare.gov platform for 2016.

Plan information is based on the plan landscape files for the states using the HealthCare.gov
platform as of January 2014 for the 2014 coverage year, as of August 2015 for the 2015 coverage
year, and as of October 19, 2015 for the 2016 coverage year. The ASPE Issue Brief published

last year, titled “Health Plan Choice and Premiums in the 2015 Health Insurance Marketplace,”
used an older version of the landscape file for the 2015 coverage year.*® Numbers relating to the
2015 coverage year have been updated for this brief using the August 2015 landscape file, and
therefore the 2015 coverage year numbers in this brief differ from the previously published
numbers using the November 2014 version of the file.

The 2016 plan landscape file used in this brief is a snapshot of issuer participation and plans as
of October 19, 2015 and does not reflect changes in issuer and plan offerings after that date. For
example, the landscape file used in this analysis includes some plans and issuers that, based on
decisions after October 19™, will not be offered in 2016, and does not include a very small
number of plans and/or issuers that will become available for enrollment in mid-November.

? The Marketplaceplan landscapefiles can be downloaded at: https:/www.healthcare.gov/health-and-dental-plan-
datasets-for-researchers-and-issuers/
% Available at http://aspe.hhs.gov/pdf-report/health-plan-choice-and-premiums-2015-health-insurance-marketplace.
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Since the production of the October 19, 2015 version of the landscape file, Departments of
Insurance have directed some issuers or plans to exit the Marketplaces in Arizona, Michigan,
Oregon, South Carolina, and Utah, and those issuers or plans will not be available for 2016. The
landscape file also does not include issuers in New Jersey, New Mexico, and Texas that will
become available later during Open Enrollment. Due to these changes since the 2016 landscape
file was finalized on October 19", in a small number of states the consumer experience will
differ from what is reported in this brief.

Enroliment information is based on active QHP selections in the CMS Multidimensional
Insurance Data Analytics System (MIDAS) as of December 2014 (for the 2014 coverage year),
and as of February 22, 2015 (for the 2015 and 2016 coverage years). In this brief, we use the
term “enrollees” to refer to individuals with active Marketplace individual market health plan
selections; it does not refer to “effectuated enrollees”—individuals who selected plans and paid
the premium.

Additionally, we exclude tobacco users and enrollees in Virginia plans covering treatment of
morbid obesity from our calculations of premiums because their premium rates may be higher
than standard, non-tobacco rates. Our calculations of the savings from switching plans (Table 2)
and premium tax credits (Table 3, 4, and 5) are based on only on enrollees whom we were able
to link to complete premium and plan data for both 2015 and 2016. Excluding tobacco users,
non-tobacco users who were missing required data, non-tobacco users who could not be linked to
2016 plans, and non-tobacco users who selected catastrophic plans reduced the number of plan
selections in the 37 HealthCare.gov states as of February 22, 2015 from 8.8 million to 7.4 million
used for this analysis.

Issuers and Plans

We calculate the total number of issuers by unique five-digit Health Insurance Oversight System
(HIQOS) issuer IDs. In some cases, issuers with different HIOS IDs belong to the same parent
company. An issuing entity’s HIOS issuer ID is specific to the state in which it operates, such
that a company offering QHPs through the Marketplace in two states would be counted twice—
once for each state.

Some previous ASPE issue briefs on plan choice and availability presented analyses at the rating
area level. Because plans available in some part of a rating area are not always available in all
parts of a rating area, in this brief we have conducted the analysis at the county level. Conducting
the analysis at the county level better captures the set of options consumers will see when they
shop and thus more closely matches consumers’ shopping experience.

The analysis in this brief does not include stand-alone dental plans, child-only plans, or small-
group Marketplace (SHOP) plans. In our estimates of Marketplace premiums, we also did not
consider enrollees in catastrophic plans and plans in Virginia covering treatment of morbid
obesity. Catastrophic coverage is not available to all consumers.

Weighted averages have been calculated at the county level for all counties in the
HealthCare.gov states unless otherwise specified. Averages for 2014 are weighted by PY?2014
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plan selections per county in 35 states, 2015 averages are based on PY2015 plan selections in 37
states, and 2016 averages are based on PY 2015 plan selections in 37 states.

Premiums

In this issue brief, we examine the plans and premiums available atthe county level. Because
some plans may not serve all counties within a rating area, county-level analysis provides a
better approximation of plan availability. Analyses in some previous ASPE briefs on
Marketplace premiums was typically atthe rating area level; therefore, numbers in this brief
should not be compared against those in previous briefs using rating-area analysis.

Our analysis of premiums in Tables 2-5 considers only current enrollees whose 2015
Marketplace plan is available in 2016, based on each plan’s unique ID code. Consumers can be
auto-enrolled into other coverage if their plan is not available for the next year.

Identifying Benchmark Plans

Plans in the Health Insurance Marketplace are required to offer a comprehensive package of
items and services, known as essential health benefits (EHB). Marketplace plans can also offer
benefits beyond these minimum benefits.

Each Marketplace plan reports what percentage of its premium is related to EHB. Most plans
have an EHB percentage of 100 percent. However, plans that cover benefits beyond EHB have
EHB percentages smaller than 100 percent, reflecting the fact that a portion of the premium pays
for these additional benefits. The amount of premium that covers EHB is used to rank silver
plans available to a consumer and determine which plan is the second-lowest cost silver plan—
also called the benchmark plan—for the purposes of calculating advance premium tax credits.

In this issue brief, the EHB amount enters into our analysis in two ways. We ranked silver plans
by the EHB amount of premium in order to determine what we define for analytic purposes as
each county’s “benchmark” plan.** We then compared the full premium amount of each year’s
respective benchmark to calculate the increase in second-lowest silver. Secondly, EHB amounts
affect the calculation of premiums after applicable advance premium tax credits. Premium tax
credits canbe applied only to the portion of the plan’s premium that covers EHB. For example,
suppose a consumer has a $200 premium tax credit. If he selects a plan that costs $200 before tax
credit and has an EHB percent of 95%, the tax credit will cover $190 of the plan premium and he
will be responsible for covering the remaining $10.

The 2016 QHP landscape file includes a new variable called “EHB percent of total premium,”
which represents the proportion the plan’s premium cost that covers EHB. For plan years 2014

%! For the purposes of calculating theadvance premiumtax credit, a second-lowestcostsilver level plan fora
specific taxpayeris identified based on whatis available to thetaxpayerat the time of enrollment, in the taxpayer’s
geographical area. In this briefforanalytic purposes, at times we use the term“benchmark plan” to referto the
second-lowest cost silver planin a county, which may not be the benchmark plan forall individual consumers.
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and 2015, the EHB percentage of premium variable is not available on the landscape file but is
available on the Health Insurance Marketplace public use files.*

The 2016 Marketplace rate snapshot recently published by CMS did not take into account EHB
percentages when determining second-lowest cost silver plans and found that the 2015-2016
increase in second-lowest cost silver plan premiums was 7.5 percent.® This issue brief does take
into account EHB, and therefore, the plans we identify as benchmark and the rate increase we
calculate (7.2 percent for second-lowest cost silver benchmark plans) differ from the findings in
the CMS snapshot. Additionally, calculations for the 2015 plan year have been updated for this
brief using this methodology and thus differ from numbers in last year’s premium landscape
Issue Brief. **

% The Health Insurance Marketplace public use files are available at: https:/Avww.cms.gov/cciio/resources/data-
resources/marketplace-puf.html.

# Centers for Medicareand Medicaid Services, “2016 Marketplace A ffordability Snapshot,” October 26, 2015,
available at: https://www.cms .gov/Newsroom/MediaReleaseDatabase/Fact-sheets/2015-Fact-sheets-items/2015-10-
26-2.html.

* Available at http:/aspe.hhs.gov/pdf-report/health-plan-choice-and-premiums -2015-health-insurance-marketplace
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______________________________________________________________________________________________________________|
APPENDIX: TABLES BY STATE AND COUNTY

TABLE 1b
Summary of Marketplace Health Plans and Issuers for HealthCare.gov States, 2014-2016,
(Unweighted Averages)

2014 Average 2015 Average 2016 Average

Number o_f HealthCa_re.gov States 35 37 37

Included in Calculations

Issuers per State 5 6 6

Issuers per County 3 3 3

Qualifie_d Health Plans_ per County 28 34 33

(excluding catastrophic)

Plans per County 30 36 35
Catastrophic Plans 2 2 2
Bronze Plans 9 11 11
Silver Plans 10 13 14
Gold Plans 8 9 8
Platinum Plans 1 1 1

Source: Information on plansandissuers is from the plan landscape files and active plan selectionsin the CMS Multidimensio nal
Insurance Data Analytics System (MIDAS) for statesusing the HealthCare.gov platform.

Note: All averages in thistable are unweighted; all counties are weighted equally. The number of issuers per state is the total
number of issuers offering QHPs anywhere in astate; the average weights all statesequally. Numbers may not sum due to
rounding. The2014 and2015 numbers differ from the ASPE issue brief “Health Plan Choice and Premiumsin the 2015 Health
Insurance Marketplace” because that brief used an older version of the PY2015 landscape file.
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TABLE 7
Average Monthly Premiums for Second-Lowest Cost Silver Plans for a 27-Year-Old
(Before Tax Credits), 2014-2016 in HealthCare.gov States

State Awerage Second-Lowest Cost Silver Premium for a 27-Year-Old
2014 2015 2016 % Change, 2015-2016
HealthCare.gov
States Average $218 $224 $240 72%
AK $349 $449 $590 32%
AL $210 $216 $244 13%
AR $241 $235 $244 4%
AZ $164 $161 $189 18%
DE $237 $247 $292 18%
FL $218 $235 $237 1%
GA $236 $228 $236 4%
HI N/A N/A $213 N/A
IA $207 $217 $245 13%
IL $186 $192 $203 6%
IN $270 $268 $235 -12%
KS $196 $187 $217 16%
LA $252 $267 $290 9%
ME $266 $263 $260 -1%
Ml $207 $209 $212 1%
MO $235 $233 $257 10%
MS $313 $255 $230 -10%
MT $208 $196 $264 35%
NC $244 $259 $318 23%
ND $233 $248 $270 9%
NE $205 $243 $272 12%
NH $237 $205 $215 5%
NJ $265 $259 $272 5%
NM $183 $163 $205 26%
NV N/A $217 $235 8%
OH $216 $218 $221 1%
OK $175 $185 $251 36%
OR N/A $183 $226 23%
PA $198 $193 $214 11%
SC $222 $223 $247 11%
SD $234 $216 $270 25%
TN $161 $191 $236 23%
TX $204 $211 $220 4%
uT $206 $212 $245 16%
VA $223 $230 $240 4%
Wi $246 $251 $262 5%
wvV $230 $248 $294 18%
WY $344 $359 $379 6%

Source: Plan information is from the plan landscape files and active plan selectionsin the CMS Multidimensional Insurance Data
Analytics System (MIDAS) for states using the HealthCare.gov platform.

Note: The numbers in thistable represent premiums before the application of advance premium tax credits. State and
HealthCare.gov average premiums are weighted by the number of Marketplace plan selectionsin each county, except for Hawaii,
in which all countieswere weighted equally. Numbers presented here may differ from those in CMS’s “2016 Marketplace
Affordability Snapshot.” The CMS snapshot analyzes percent changes in the second-lowest cost silver plan from 2015 to 2016,
ranked by full premium price. This brief identifies the second-lowest cost silver plan in each county based on the portion of the
premium that covers essential health benefits (EHB). See the “Methodology and Limitations” section for details.
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TABLE 8
Number of Marketplace Issuers by State, 2014-2016 in HealthCare.gov States

Page 21

3 Net Change in Number of
Number of Issuers in State Numbergof Number of New lssuers Bxiting
SIELE 2014 2015 2016 | Issuers in State, Issuelfs to the the State in
A2y | S N2E 2016

HealthCare.gov
States Total* 187 231 238 5 40 35
AK 2 2 2 0 0 0
AL 2 3 3 0 0 0
AR 3 4 5 1 1 0
AZ 10 12 9 -3 2 5
DE 3 3 3 0 0 0
FL 11 12 10 -2 1 3
GA 5 8 9 1 3 2
HI N/A N/A 2 N/A N/A N/A
1A 4 3 4 1 2 1
IL 8 9 10 1 3 2
IN 4 8 8 0 1 1
KS 4 5 4 -1 1 2
LA 5 5 5 0 0 0
ME 2 3 3 0 0 0
Ml 12 15 15 0 1 1
MO 4 7 7 0 0 0
MS 2 3 3 0 1 1
MT 3 3 3 0 0 0
NC 2 3 3 0 1 1
ND 3 3 3 0 0 0
NE 4 2 4 2 2 0
NH 1 4 5 1 1 0
NJ 4 6 5 -1 0 1
NM 4 5 4 -1 0 1
NV N/A 4 4 0 1 1
OH 12 15 17 2 2 0
OK 6 3 2 -1 1 2
OR N/A 10 11 1 1 0
PA 14 14 12 -2 1 3
SC 4 4 5 1 2 1
SD 3 3 2 -1 0 1
TN 4 3 4 1 1 0
TX 12 14 17 3 6 3
uT 6 6 5 -1 1 2
VA 8 9 11 2 2 0
WI 13 15 16 1 1 0
WV 1 1 2 1 1 0
WY 2 2 1 -1 0 1

Source: Plan and premium information isfromt

he plan landscape files for statesusing the HealthCare.gov platform.

Note: An issuer is countedas “new” in 2016 if it did not offer an individual market health plan in agiven state’s Marketplace in
2015 based on itsHIOS issuer ID number, and “exiting” if it was active ina given state’s Marketplace in 2015 but not in 2016.
* Hawaii is not included in the net change in the number of issuers from 2015 to 2016, the sum of new issuers in 2016, andthe
sum issuers exitingin 2016.
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TABLE 9
Average Number of Marketplace Qualified Health Plans per County, 2014-2016 in
HealthCare.gov States

Change in Awverage Number

Awerage Number of QHPs Awverage of QHPs per Issuer A Change in
State Number of RS NI 9317
of QHPs per

2014 2015 2016 QHI:;sdlZénS- 2015 2016 Issuer, 2015-2016

HealthCare.gov
States Average 51 55 48 -8 12 10 -2
AK 34 28 15 -13 14 8 -7
AL 7 18 13 -5 8 6 -2
AR 29 34 40 6 9 8 -1
AZ 105 105 65 -40 10 9 -1
DE 19 24 28 4 8 9 1
FL 112 65 52 -13 11 10 -1
GA 32 58 43 -9 11 8 -3
HI N/A N/A 20 N/A N/A 10 N/A
1A 29 12 26 14 11 9 -2
IL 54 87 55 -31 15 9 -6
IN 25 49 61 12 11 11 0
KS 28 28 26 -2 10 10 0
LA 39 41 34 -7 11 8 -4
ME 17 25 30 5 8 10 2
Ml 41 88 88 1 11 10 0
MO 19 29 37 8 9 10 1
MS 16 31 23 -8 13 9 -4
MT 26 34 30 -4 11 10 -1
NC 22 35 24 -11 14 10 -4
ND 24 28 21 -7 10 7 -3
NE 31 20 31 11 10 8 -2
NH 10 32 39 7 8 8 0
NJ 26 46 38 -8 8 8 0
NM 38 50 20 -30 10 5 -5
NV N/A 42 49 7 13 13 -1
OH 40 70 81 11 9 9 0
OK 47 38 22 -16 16 11 -5
OR N/A 75 73 -2 10 9 -1
PA 35 43 31 -12 8 7 -1
SC 26 54 70 16 15 19 4
SD 32 36 19 -17 12 10 -2
TN 59 57 57 0 28 19 -9
TX 40 60 50 -9 11 9 -2
uTt 76 89 70 -19 17 18 1
VA 29 28 35 6 8 9 0
Wi 66 84 60 -24 16 11 -5
wv 12 14 18 4 14 14 0
wyY 16 40 28 -12 20 28 8

Source: Plan information isfrom the plan landscape files for states using the HealthCare.gov platform.

Note: Numbers may not sum due to rounding. Countsdo not include catastrophic plans. Average number of plans in 2014, 2015
and 2016 represent the number of Marketplace QHPs per county, weighted by plan selectionsin the county. The 2014 estimate
uses PY2014 plan selectionsin 35 states, and the 2015 and 2016 estimates are based on PY2015 plan selectionsin 37 states.
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TABLE 10a
2016 Average Monthly Marketplace Premiums, Issuers, and QHPs Available in HealthCare.gov States
2016
27-Year-Old with a Household Income of Family of Four with a Household Income of
$25,000 $60,000
. Total Awerage Awerage Awerage
tate Number | Number of [ Second-Lowest [ Second-Lowest Second-Lowest Second-

of Issuers | QHPs per | Silver Before Silver After ,gdva_nce Silver Before | Lowest Silver ,g\dva_nce

in State County Advance Advance T ar;glrgg]it Advance After Advance | - arflglrgmt

Premium Tax Premium Tax Amount Premium Tax Premium Tax Amount

Credit Credit Credit Credit
HealthCare.gov States

Average (38 States) 10 48 $240 $143 $97 $869 $405 $464
AK* 2 15 $590 $104 $486 $2,136 $316 $1,820
AL 3 13 $244 $143 $101 $882 $405 $477
AR 5 40 $244 $143 $101 $883 $405 $478
AZ 9 65 $189 $143 $46 $683 $405 $278
DE 3 28 $292 $143 $149 $1,056 $405 $651
FL 10 52 $237 $143 $94 $858 $405 $453
GA 9 48 $236 $143 $93 $856 $405 $451
HI*** 2 20 $213 $118 $95 $773 $348 $425
IA** 4 26 $245 $143 $102 $886 $405 $481
IL 10 55 $203 $143 $60 $734 $405 $329
IN 8 61 $235 $143 $92 $852 $405 $447
KS 4 26 $217 $143 $74 $787 $405 $382
LA 5 34 $290 $143 $147 $1,050 $405 $645
ME 3 30 $260 $143 $117 $943 $405 $538
MI 15 88 $212 $143 $69 $767 $405 $362
MO** 7 37 $257 $143 $114 $931 $405 $526
MS 3 23 $230 $143 $87 $832 $405 $427
MT** 3 30 $264 $143 $121 $956 $405 $551
NC 3 24 $318 $143 $175 $1,151 $405 $746
ND 3 21 $270 $143 $127 $979 $405 $574
NE 4 31 $272 $143 $129 $984 $405 $579
NH 5 39 $215 $143 $72 $779 $405 $374
NJ** 5 38 $272 $143 $129 $985 $405 $580
NM 4 20 $205 $143 $62 $743 $405 $338
NV 4 49 $235 $143 $92 $849 $405 $444
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2016
27-Year-Oldwith a Household Income of Family of Four with a Household Income of
$25,000 $60,000
TOtEL Awve tr)gmge . Awerage Awerage
State Number | Number of ["Second-Lowest [ Second-Lowest Second-Lowest Second-

of Issuers | QHPs per | Silver Before Silver After ,:dva_nce Silver Before | Lowest Silver ,:\dva_nce

in State County Advance Advance Tar;glrg(rjnit Advance After Advance Tar)‘frglrlémt

Premium Tax Premium Tax Y Premium Tax Premium Tax N

Credit Credit Credit Credit

OH 17 81 $221 $143 $78 $801 $405 $396
OK 2 22 $251 $143 $108 $909 $405 $504
OR 11 73 $226 $143 $83 $817 $405 $412
PA 12 31 $214 $143 $71 $774 $405 $369
SC 5 70 $247 $143 $104 $893 $405 $488
SD 2 19 $270 $143 $127 $976 $405 $571
TN 4 57 $236 $143 $93 $853 $405 $448
X 17 50 $220 $143 $77 $797 $405 $392
uT 5 70 $245 $143 $102 $791 $405 $386
VA 11 35 $240 $143 $97 $868 $405 $463
WI** 16 60 $262 $143 $119 $950 $405 $545
W\V** 2 18 $294 $143 $151 $1,064 $405 $659
WY 1 28 $379 $143 $236 $1,374 $405 $969

Source: Plan information is from the plan landscape files and active plan selectionsin the CMS Multidimensional Insurance Data Analytics System (MIDAS) for 38 states using

the HealthCare.gov platform in 2016.

Note: Averages for premiums and number of QHPs per county are weighted by the county’s number of Marketplace 2015 plan selections. In thisexample, the family of four isone
40-year-oldadult, one 38-year-oldadult, and two children under the age of 21. For households eligible for premium tax credits, after-tax-credit benchmark premiumsare cappedat
a given percentage of household income. After-tax benchmark premiumswill differ slightly between 2015 and 2016 for identical family compositionsand income amounts
because of changes in the applicable percentagesand the Federal Poverty Guidelines. The 2015 guidelines are used to calculate benchmark premiums for coverage in 2016.
Because poverty guideline thresholds generally increase each year, a given dollar amount of income may equate to a smaller percentage of the Federal Poverty Level (FPL) this
year than it did in the previous year. For example, a four-person family with an income of $60,000 isat 247 percent of the FPL by 2015 guidelines and at 252 percent of the FPL
by 2014 guidelines. As aresult, the percentage of income the family would pay for the benchmark plan is smaller for 2016 than for 2015.

* Alaska and Hawaii’s federal poverty guidelines are higher than those for the continental United States; consequently, the after tax credit premium is lower for a given amount of
income.

** In all 38 states, our calculations of premiums after tax creditsassume that all members of the family of four making $60,000 would be eligible for premium tax credits.
However, in stateswith higher Medicaid/CHIP thresholdsthe children would be eligible for Medicaid/CHIP and not eligible for premium tax credits.

*** For purposes of thisanalysis, countiesin Hawaii were weighted equally because correspondingplan selection information by county was not available.
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TABLE 10b
2015 Average Monthly Marketplace Premiums, Issuers, and QHPs Available in HealthCare.gov States
2015
27-Year-Oldwith a Household Income of Family of Four with a Household Income of
$25,000 $60,000
Total Awerage Awerage Awerage
State Number of | Number of [ Second-Lowest | Second-Lowest Second-Lowest Second-

Issuersin | QHPsper | Silver Before Silver After ?dva.nce Silver Before | Lowest Silver ?dva_nce

State County Advance Advance Tarirgr%?it Advance After Advance Talfrg:lég}t

Premium Tax Premium Tax Amount Premium Tax | Premium Tax Amount

Credit Credit Credit Credit
HealthCare.gov States

Average (37 States) 9 55 $224 $143 $81 $810 $407 $404
AK* 2 28 $449 $105 $344 $1,624 $319 $1,305
AL 3 18 $216 $143 $73 $783 $407 $376
AR 4 34 $235 $143 $92 $851 $407 $444
AZ 12 105 $161 $143 $18 $581 $407 $174
DE 3 24 $247 $143 $104 $893 $407 $486
FL 12 65 $235 $143 $92 $850 $407 $443
GA 8 58 $228 $143 $85 $824 $407 $417
IA** 3 12 $217 $143 $74 $785 $407 $378
IL 9 87 $192 $143 $49 $696 $407 $289
IN 8 49 $268 $143 $125 $969 $407 $562
KS 5 28 $187 $143 $44 $677 $407 $270
LA 5 41 $267 $143 $124 $966 $407 $559
ME 3 25 $263 $143 $120 $954 $407 $547
Ml 15 88 $209 $143 $66 $758 $407 $351
MO** 7 29 $233 $143 $90 $843 $407 $436
MS 3 31 $255 $143 $112 $923 $407 $516
MT** 3 34 $196 $143 $53 $710 $407 $303
NC 3 35 $259 $143 $116 $937 $407 $530
ND 3 28 $248 $143 $105 $900 $407 $493
NE 2 20 $243 $143 $100 $880 $407 $473
NH 4 32 $205 $143 $62 $741 $407 $334
NJ** 6 46 $259 $143 $116 $938 $407 $531
NM 5 50 $163 $143 $20 $591 $407 $184
NV 4 42 $217 $143 $74 $786 $407 $379
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2015
27-Year-Oldwith a Household Income of Family of Four with a Household Income of
$25,000 $60,000
Tot':sl . Avetr)ggef Awerage Awerage
State Number o Number of [ Second-Lowest [ Second-Lowest Second-Lowest Second-

Issuers in QHPs per | Silver Before Silver After /gdva_nce Silver Before | Lowest Silver ?dva_nce

State County Advance Advance T arirglrlé?it Advance After Advance Tar)((arg'rlég}t

Premium Tax Premium Tax Amount Premium Tax Premium Tax Amount

Credit Credit Credit Credit

OH 15 70 $218 $143 $75 $789 $407 $382
OK 3 38 $185 $143 $42 $670 $407 $263
OR 10 75 $183 $143 $40 $664 $407 $257
PA 14 43 $193 $143 $50 $699 $407 $292
SC 4 54 $223 $143 $80 $806 $407 $399
SD 3 36 $216 $143 $73 $783 $407 $376
TN 3 57 $191 $143 $48 $692 $407 $285
TX 14 60 $211 $143 $68 $764 $407 $357
uT 6 89 $212 $143 $69 $684 $407 $277
VA 9 28 $230 $143 $87 $834 $407 $427
WI** 15 84 $251 $143 $108 $909 $407 $502
W\** 1 14 $248 $143 $105 $898 $407 $491
WY 2 40 $359 $143 $216 $ 1,300 $407 $893

Source: Plan information is from the plan landscape files and active plan selectionsin the CMS Multidimensional Insurance Data Analytics System (MIDAS) for 37 statesusing
the HealthCare.gov platform in 2015.

Note: Averages for premiums and number of QHPs per county are weighted by the county’s number of Marketplace 2015 plan selections. In thisexample, the family of four isone
40-year-oldadult, one 38-year-oldadult, and two children under the age of 21. For households eligible for premium tax credits, after-tax-credit benchmark premiumsare cappedat
a given percentage of household income. After-tax benchmark premiumswill differ slightly between 2015 and 2016 for identical family compositionsand income amounts
because of changes in the applicable percentagesand the Federal Poverty Guidelines. The 2014 guidelines are used to calculate benchmark premiums for coverage in 2015.
Because poverty guideline thresholds generally increase each year, a given dollar amount of income may equate to a smaller percentage of the Federal Poverty Level (FPL) this
year than it did in the previous year. For example, a four-person family with an income of $60,000 isat 247 percent of the FPL by 2015 guidelines and at 252 percent of the FPL
by 2014 guidelines. As aresult, the percentage of income the family would pay for the benchmark plan is smaller for 201 6 than for 2015. Hawaii is not included in thisanalysis.

* Alaska’s federal poverty guidelines are higher than those for the continental United States; consequently, the after tax credit premium is lower for a given amount of income.

** In all 37 states, our calculations of premiums after tax creditsassume that all members of the family of four making $60,000 would be eligible for premium tax credits.
However, in stateswith higher Medicaid/CHIP thresholdsthe children would be eligible for Medicaid/CHIP and not eligible for premium tax credits.
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TABLE 11

Second-Lowest Cost Silver Plan Monthly Premiums for a 27-Year-Old (Before Tax
Credits), 2015-2016 in Selected Counties in HealthCare.gov States

Second-Lowest Cost Silver Monthly Premium
State County City in County for a27-year-old
2015 2016 % Change

AL Jefferson Birmingham $217 $236 9%
AK Anchorage Anchorage $449 $590 32%
AK Juneau Juneau $449 $590 32%
AZ Maricopa Phoenix $145 $170 17%
AZ Pima Tucson $147 $171 16%
AR Pulaski Little Rock $245 $254 4%
DE New Castle Wilmington $247 $292 18%
FL Broward Ft. Lauderdale $198 $239 21%
FL Duval Jacksonville $223 $220 -1%
FL Hillsborough Tampa $240 $206 -14%
FL Miami-Dade Miami $236 $216 -8%
FL Orange Orlando $244 $256 5%
FL Palm Beach West PalmBeach $237 $235 -1%
GA Fulton Atlanta $224 $210 -6%
HI Honolulu Honolulu N/A $213 N/A
IL Cook Chicago $177 $160 -10%
IN Marion Indianapolis $277 $266 -4%
IA Linn Cedar Rapids $202 $233 15%
KS Sedgwick Wichita $179 $203 14%
KS Wyandotte Kansas City $188 $240 28%
LA Orleans New Orleans $243 $272 12%
ME | Cumberland Portland $231 $234 1%
Ml Wayne Detroit $188 $185 -2%
MS Jackson Jackson $253 $228 -10%
MO | SaintLouis St. Louis $226 $235 4%
MT Gallatin Bozeman $195 $267 37%
NE Douglas Omaha $216 $256 19%
NV Clark Las Vegas $195 $214 10%
NH Hillsborough Manchester $202 $214 6%
NJ Essex Newark $259 $271 5%
NM Bernalillo Albuguergue $141 $198 41%
NC Guilford Greenshoro $247 $292 18%
NC Mecklenburg Charlotte $268 $335 25%
NC Wake Raleigh-Durham $238 $294 23%
ND Cass Fargo $223 $249 11%
OH Cuyahoga Cleveland $202 $189 -7%
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Second-Lowest Cost Silver Monthly Premium

State County City in County for a 27-year-old
2015 2016 % Change
OH Franklin Columbus $200 $240 20%
OH Hamilton Cincinnati $208 $197 -6%
OH Montgomery Dayton $226 $217 -4%
OK Oklahoma Oklahoma City $179 $242 35%
OK Tulsa Tulsa $183 $247 35%
OR Multnomah Portland $175 $215 23%
PA Allegheny Pittsburgh $141 $156 11%
PA Philadelphia Philadelphia $219 $226 3%
SC Richland Columbia $226 $258 14%
SD Lincoln Sioux Falls $210 $253 20%
SD Minnehaha Sioux Falls $210 $253 20%
TN Davidson Nashville $188 $230 23%
TN Shelby Memphis $183 $229 25%
TX Bexar San Antonio $207 $186 -10%
TX Comal San Antonio $195 $194 -1%
TX Medina San Antonio $217 $201 -8%
TX Dallas Dallas $229 $216 -6%
TX El Paso El Paso $190 $197 4%
TX Harris Houston $205 $210 2%
TX Hidalgo McAllen $165 $159 -4%
TX Travis Austin $197 $217 10%
uT Salt Lake Salt Lake City $202 $229 13%
VA Henrico Richmond $213 $227 6%
WYV | Cabell Huntington $237 $260 10%
WV | Wayne Huntington $237 $260 10%
Wi Milwaukee Milwaukee $273 $267 -2%
WY | Laramie Cheyenne $334 $350 5%
Source: Plan and premium information isfrom the plan landscape files for statesusing the HealthCare.gov platform in 2016.

Note: The premiumsin this table represent premiums before the application of tax credits. The number of QHPsin the county
does not include catastrophic plans Numbers presented here may differ from those in CMS’s “2016 Marketplace Affordability
Snapshot.” The CMS snapshot analyzes percent changes in the second-lowest cost silver plan from 2015 to 2016, ranked by full
premium price. This brief identifies the second-lowest cost silver plan based on the portion of the premium that covers essential
health benefits (EHB). See the “Methodology and Limitations” section for details. Additionally, CMS’s analysis for citieswas at
the Designated Marketing Area (DMA, or media market) level. Thistable presents premiums for asingle county.
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Number of Marketplace Issuers in County, 2015-2016 for Selected Cities in

HealthCare.gov States

Number of Issuers Net Change in

State | City County Number of

2015 2016 Issuers, 2015-2016
AL Birmingham Jefferson 3 3 0
AK Anchorage Anchorage 2 2 0
AK Juneau Juneau 2 2 0
AZ Phoenix Maricopa 12 9 -3
AZ Tucson Pima 11 6 -5
AR Little Rock Pulaski 4 5 1
DE Wilmington New Castle 3 3 0
FL Ft. Lauderdale Broward 8 7 -1
FL Jacksonville Duval 4 5 1
FL Tampa Hillsborough 5 5 0
FL Miami Miami-Dade 7 7 0
FL Orlando Orange 5 4 -1
FL West PalmBeach | Palm Beach 8 7 -1
GA Atlanta Fulton 7 8 1
HI Honolulu Honolulu N/A 2 N/A
IL Chicago Cook 7 8 1
IN Indianapolis Marion 5 6 1
1A Cedar Rapids Linn 1 3 2
KS Wichita Sedgwick 4 3 -1
KS Kansas City Wyandotte 2 2 0
LA New Orleans Orleans 4 5 1
ME Portland Cumberland 3 3 0
Ml Detroit Wayne 13 13 0
MS Jackson Jackson 1 2 1
MO | St. Louis Saint Louis 4 4 0
MT Bozeman Gallatin 3 3 0
NE Omaha Douglas 2 4 2
NV Las Vegas Clark 3 4 1
NH Manchester Hillsborough 4 5 1
NJ Newark Essex 6 5 -1
NM Albuguerque Bernalillo 5 4 -1
NC Greensbhoro Guilford 3 3 0
NC Charlotte Mecklenburg 3 3 0
NC Raleigh-Durham | Wake 3 3 0
ND Fargo Cass 3 3 0
OH Cleveland Cuyahoga 10 12 2
OH Columbus Franklin 7 9 2
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Number of Issuers Net Change in

State | City County Number of

2015 2016 Issuers, 2015-2016
OH Cincinnati Hamilton 10 11 1
OH Dayton Montgomery 9 11 2
OK Oklahoma City Oklahoma 3 2 -1
OK Tulsa Tulsa 3 2 -1
OR Portland Multnomah 8 9 1
PA Pittsburgh Allegheny 5 5 0
PA Philadelphia Philadelphia 5 4 -1
SC Columbia Richland 4 5 1
SD Sioux Falls Lincoln 3 2 -1
SD Sioux Falls Minnehaha 3 2 -1
TN Nashville Davidson 3 4 1
TN Memphis Shelby 3 4 1
X San Antonio Bexar 8 8 0
TX San Antonio Comal 5 6 1
TX San Antonio Medina 2 3 1
X Dallas Dallas 6 8 2
TX El Paso El Paso 5 5 0
TX Houston Harris 7 7 0
TX McAllen Hidalgo 6 7 1
X Austin Travis 8 7 -1
uT Salt Lake City Salt Lake 6 5 -1
VA Richmond Henrico 3 4 1
WYV [ Huntington Cabell 1 2 1
WYV | Huntington Wayne 1 2 1
Wi Milwaukee Milwaukee 6 6 0
WY | Cheyenne Laramie 2 1 -1

Source: Plan and premium information is from the plan landscape files for states using the HealthCare.gov platform in 2015 and

2016.

Note: Qualified health plan issuers are counted based on unique HIOS issuer ID number.
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|
TABLE 13
It Pays to Shop: Percent of Current Marketplace Consumers Who Could Obtain Coverage
for $100 or Less after Any Applicable Tax Credits in 2016, Regardless of Metal Level
Chosen in 2015 in HealthCare.gov States

Monthly Premium After Advance Premium Tax Credits
State
$100 or less $75 or less $50 or less

ge;alst{\a(éasr)e.gov States Total 78% 7204 65%
AK 75% 70% 64%
AL 81% 76% 69%
AR 73% 66% 56%
AZ 74% 68% 56%
DE 71% 65% 57%
FL 84% 80% 73%
GA 81% 1% 70%
1A 74% 67% 58%
IL 64% 54% 44%
IN 70% 64% 55%
KS 71% 62% 53%
LA 85% 82% 78%
ME 72% 65% 56%
Ml 71% 69% 60%
MO 79% 74% 68%
MS 85% 82% 76%
MT 79% 71% 64%
NC 85% 81% 75%
ND 69% 60% 49%
NE 76% 68% 59%
NH 64% 53% 47%
NJ 60% 53% 44%
NM 82% 70% 62%
NV 71% 69% 58%
OH 65% 57% 45%
OK 84% 79% 72%
OR 68% 58% 50%
PA 69% 63% 55%
SC 82% 1% 71%
SD 78% 70% 61%
TN 1% 71% 64%
TX 79% 73% 66%
uT 85% 71% 67%
VA 76% 70% 63%
Wi 75% 69% 62%
wvV 6690 59% 50%
WY 68% 60% 51%

Source: Plan information is from the plan landscape files and active plan selectionsin the CMS Multidimensional Insurance Data
Analytics System (MIDAS) for 37 statesusing the HealthCare.gov platformin 2015 and 2016.

Note: Columns may not sum due to rounding. Thisanalysis holds all enrollee characteristics unchanged and calculates 2016
premiums and tax credits based on the same age, family composition, and householdincome as percentage of the FPL as in 2015.
Thisanalysis includes only enrolleeswho could be linked to complete plan and premium data for both 2015 and 2016, and
excludes tobacco users. Catastrophic plans, which are not available to all consumers, were not considered in these calculatio ns.
See the “Methods and Limitations” section for more details.
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TABLE 14
It Pays to Shop: Potential Savings from Shopping Based on Premium if Current
Marketplace Enrollees Switch to 2016 Lowest-Cost Premium Plan within Metal Level in
HealthCare.gov States

Awerage 2016 Monthly
Premium Savings if

Annual Awerage
Potential Savings in

% of Enrollees Who Could
Sawe on Premium Costs by

o vamantnn | Premium Costsper | SEeCng e e
Metal Lewel Lewl
o ey s51 so10
AK $67 $804 70%
AL $49 $593 87%
AR $20 $234 91%
AZ $52 $622 94%
DE $25 $302 83%
FL $37 $450 78%
GA $57 $683 96%
IA $36 $427 65%
IL $86 $1,030 96%
IN $87 $1,042 96%
KS $42 $504 58%
LA $66 $788 75%
ME $10 $125 44%
M $75 $895 91%
MO $42 $502 86%
MS $43 $513 91%
MT $20 $234 78%
NC $55 $663 84%
ND $29 $345 91%
NE $41 $494 85%
NH $52 $622 98%
NJ $67 $804 84%
NM $51 $612 60%
NV $31 $369 77%
OH $77 $923 85%
OK $29 $344 66%
OR $47 $569 84%
PA $38 $450 92%
SC $33 $395 99%
SD $18 $217 71%
N $60 $726 87%
X $53 $637 93%
uT $60 $723 90%
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VA $27 $326 72%
Wi $69 $828 79%
WV $19 $229 77%
WY $16 $191 53%

Source: Plan information isfrom the plan landscape files and active plan selectionsin the CMS Multidimensional Insurance Data
Analytics System (MIDAS) for 37 statesusing the HealthCare.gov platform in 2015 and2016. Hawaii is not included in this
analysis.

Note: Amounts presented here do not take into account potential tax credits. T he lowest -cost premium refersto the plan with the
lowest premium within the county within each metal tier and is based on all the plansavailable in 2016. T he lowest cost plan
does not take into account othercost-sharing features, but refers only to the cost of the premium charged for that plan. In some
cases, plans were tiedfor lowest premium. T hisanalysisincludes only enrollees linked to complete plan and premium data for
both 2015 and 2016, andexcludes tobacco users. Catastrophic plans, which are not available to all consumers, were not
considered in these calculations. We assume that all enrollee characteristicsare unchangedand calculate premiums based on the
same age, family composition, andhousehold income as percentage of the FPL asin 2015. See the “Methods and Limitations”

section for more details.
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Estimates of Eligibility for ACA Coverage among the
Uninsured by Race and Ethnicity
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The Affordable Care Act (ACA) extends health insurance coverage to people who lack access to an affordable
coverage option. Under the ACA, as of 2014, Medicaid coverage is extended to low-income adults in states that
have opted to expand eligibility, and tax credits are available for middle-income people who purchase coverage
through a health insurance Marketplace. Millions of people have enrolled in these new coverage options, but
millions of others are still uninsured. Some remain ineligible for coverage, and others may be unaware of the
availability of new coverage options or still find coverage unaffordable even with financial assistance.

A recent Kaiser Family Foundation analysis provided national and state-by-state estimates of eligibility for
ACA coverage options among those who remained uninsured, which showed that nearly half of the nonelderly
uninsured are eligible for assistance in 2015." This analysis builds off of that work to provide national estimates
of eligibility for ACA coverage options by race/ethnicity, including Whites, Blacks, and Hispanics. Analysis by
additional groups was not possible due to sample size limitations. The analysis is based on Kaiser Family
Foundation analysis of the 2015 Current Population Survey, combined with other data sources. We estimate
coverage and eligibility as of early 2015, which is prior to the end of the 2015 Marketplace open enrollment
period. An overview of the methodology underlying the analysis can be found in the Methods box at the end of
the brief, and more detail is available in the Technical Appendices available here.

Background

The ACA fills historical gaps in Medicaid eligibility by extending Medicaid to nearly all nonelderly adults with
incomes at or below 138% of the federal poverty level (FPL) ($27,724 for a family of three in 2015%). With the
June 2012 Supreme Court ruling, the Medicaid expansion essentially became optional for states, and as of
September 2015, 30 states and DC had expanded Medicaid eligibility under the ACA. Under rules in place
before the ACA, all states already extended public coverage to poor and low-income children, with a median
income eligibility level of 255% of poverty in 2015.> The ACA also established Health Insurance Marketplaces
where individuals can purchase insurance and allows for federal tax credits for such coverage for people with
incomes from 100% to 400% FPL ($19,790 to $79,160 for a family of three in 2015).% ° Tax credits are generally
only available to people who are not eligible for other coverage.

Because the ACA envisioned low-income people receiving coverage through Medicaid, people with incomes
below poverty are not eligible for Marketplace subsidies. Thus, in the 20 states not implementing the Medicaid
expansion, some adults fall into a “coverage gap” of earning too much to qualify for Medicaid but not enough to
qualify for premium tax credits. In addition, undocumented immigrants are ineligible for Medicaid coverage


http://kff.org/uninsured/issue-brief/new-estimates-of-eligibility-for-aca-coverage-among-the-uninsured/
http://kff.org/report-section/new-estimates-of-eligibility-for-aca-coverage-among-the-uninsured-appendices/

and barred from purchasing coverage through a Marketplace. In most cases, lawfully present immigrants are
subject to a five-year waiting period before they may enroll in Medicaid, though they can purchase coverage
through a Marketplace and may receive tax credits for such coverage.

Eligibility for Assistance under the ACA by Race and Ethnicity

More than half (55%) of the total 32.3 million nonelderly uninsured are people of color. This
includes 34% who identify as Hispanic, 14% who identify as Black, and 8% who identify as another group or
mixed race (Figure 1).

Figure 1
Distribution of Nonelderly Uninsured by Race/Ethnicity,
2015

Total People
Hispanic — of Color
55%

Total Nonelderly Uninsured: 32.3 Million

SOURCE: Kaiser Family Foundation analysis of 2015 Current Population Survey data.

Just over half (52%) of uninsured Whites and Blacks qualify for assistance under the ACA
(Figure 2). Over a quarter of uninsured Whites (26%) are Medicaid eligible children and adults, and 29% of
uninsured Blacks are Medicaid eligible adults and children. Those who are Medicaid eligible include people
who were previously eligible as well as those newly eligible under the ACA. Roughly a quarter of both
uninsured Whites and Blacks qualify for premium tax credits to purchase coverage through the Marketplace.®
However, uninsured Blacks are more than twice as likely as uninsured Whites (21% vs. 9%) to fall into the
coverage gap. This reflects the fact that a large share of uninsured Blacks resides in the southern region of the
country where most states have not adopted the Medicaid expansion. Small shares of both uninsured Whites
and Blacks are ineligible based on immigration status. Over a third of uninsured Whites (36%) and nearly a
quarter of uninsured Blacks (23%) are ineligible for financial assistance either because they have an offer of ESI
or an income above the limit for premium tax credits but could purchase unsubsidized Marketplace coverage.

A smaller share of uninsured Hispanics (41%) qualifies for assistance compared to uninsured
Whites (52%). Much of this difference is because a larger share of uninsured Hispanics (37%) is ineligible
due to immigration status compared to Whites (2%). Moreover, a small share of uninsured Hispanics falls into
the coverage gap since several key states that have large numbers of uninsured Hispanics have adopted the
expansion, including California, New York, and Arizona.
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Figure 2
Eligibility for ACA Coverage Among the Nonelderly
Uninsured by Race/Ethnicity as of 2015

16% O Ineligible for Fi ial Assistance
23%
36% O Ineligible Due to Immigration Status
4% @ In the Coverage Gap
, 1% 37% O Eligible for Tax Credits
B Medicaid Eligible Child

B Medicaid Eligible Adult

41%

White Black Hispanic
14.5 Million 4.4 Million 10.9 Million

Notes: Totals may not sum to 100% due to rounding. Ineligible for Financial Assistance Share includes those ineligible due to offer of
ES! or income. Tax Credit Eligible share includes adults in MN and NY who are eligible for coverage through the Basic Health Plan.
Source: Kaiser Family Foundation analysis based on 2015 Medicaid eligibility levels and 2015 Current Population Survey.

Eligibility for Assistance Under the ACA by Race and
Ethnicity and State Medicaid Expansion Status

Patterns of eligibility for each racial/ethnic group also vary depending on whether a state has expanded
Medicaid to low-income adults.

Uninsured Whites are more likely to be eligible for assistance in expansions states compared to
non-expansion states (62% vs. 43%) since there is no coverage gap in the expansion states
(Figure 3). Without the coverage gap, 40% of uninsured Whites are eligible for Medicaid in expansion states.
In the non-expansion states only 11% are eligible for Medicaid, while 19% fall in the coverage gap. In the non-
expansion states, eligibility for tax credits partially offsets the gap since individuals with incomes between 100-
138% can receive tax credits in these states. As such, a larger share of uninsured Whites is eligible for tax
credits in non-expansion states compared to expansion states (32% vs. 22%).

Figure 3

Eligibility for ACA Coverage Among White Nonelderly
Uninsured as of 2015 by State Medicaid Expansion Status

O Ineligible for Financial Assistance
36% 37% O Ineligible due to Immigration Status
@ In the Coverage Gap
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43%

id ion States Non-Medicaid ion States
7.5 Million 7.1 Million

Notes: Totals may not sum to 100% due to rounding. Ineligible for Financial Assistance Share includes those ineligible due to offer of
ES! or income. Tax Credit Eligible share includes adults in MN and NY who are eligible for coverage through the Basic Health Plan.
Source: Kaiser Family Foundation analysis based on 2015 Medicaid eligibility levels and 2015 Current Population Survey.
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Medicaid expansion decisions have a large impact on eligibility for coverage among uninsured
Blacks. In expansion states, seven in ten (70%) of uninsured Blacks are eligible for coverage, including over
half (55%) who are eligible for Medicaid. In contrast, in non-expansion states only 15% of uninsured Blacks are
eligible for Medicaid while nearly a third (32%) fall into the coverage gap. As such, in the expansion states, less
than half (43%) of uninsured Blacks are eligible for assistance.

Figure 4

Eligibility for ACA Coverage Among Black Nonelderly
Uninsured as of 2015 by State Medicaid Expansion Status

O Ineligible for Financial Assistance
o,
23% 2% O Ineligible due to Immigration Status
7% 3% | @ In the Coverage Gap
N O Eligible for Tax Credits
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- 70%
28%
45% L 43%
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L—
Medicaid Expansion States Non-Medicaid Expansion States
1.5 Million 2.8 Million

Notes: Totals may not sum to 100% due to rounding. Ineligible for Financial Assistance Share includes those ineligible due to offer of
ES! or income. Tax Credit Eligible share includes adults in MN and NY who are eligible for coverage through the Basic Health Plan.
Source: Kaiser Family Foundation analysis based on 2015 Medicaid eligibilty levels and 2015 Current Population Survey.

Most uninsured Hispanics remain ineligible for assistance in both expansion and non-
expansion states. A larger share of uninsured Hispanics is eligible for assistance in expansion states
compared to non-expansion states (48% vs. 33%). However, this difference is not as large as the differences
observed for uninsured Blacks and Whites since a smaller share fall into the coverage gap in the non-expansion
states and significantly larger shares remain ineligible due to immigration status in both expansion and non-

expansion states.

Figure 5

Eligibility for ACA Coverage Among Hispanic Nonelderly
Uninsured as of 2015 by State Medicaid Expansion Status
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5.3 Million 5.5 Million

Notes: Totals may not sum to 100% due to rounding. Ineligible for Financial Assistance Share includes those ineligible due to offer of
ES! or income. Tax Credit Eligible share includes adults in MN and NY who are eligible for coverage through the Basic Health Plan.
Source: Kaiser Family Foundation analysis based on 2015 Medicaid eligibility levels and 2015 Current Population Survey.
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Discussion

Though millions of people have gained coverage under the ACA, many remain uninsured. The ACA provides
new coverage options across the income spectrum for low and moderate-income people, and overall nearly half
of the uninsured population appears to be eligible for Medicaid or subsidized Marketplace coverage. For these
individuals, outreach and education about coverage and financial assistance may be important to continuing
coverage gains that were seen in the first two years of full ACA implementation. However, there are distinctions
in eligibility patterns by race and ethnicity.

The data show that the Medicaid expansion is an important coverage pathway for uninsured Blacks in states
that have adopted the expansion, as over half of uninsured Blacks in these states are Medicaid eligible.
However, Blacks are disproportionately impacted by the coverage gap resulting from state decisions not to
expand Medicaid. Overall, uninsured Blacks are more than twice as likely as uninsured Whites to fall into the
gap (21% vs. 9%), and nearly a third (32%) of uninsured Blacks in non-expansion states fall into the gap.

The data also show that a larger share of Hispanics remains outside the reach of the ACA compared to other
groups. Overall, more than one-third of uninsured Hispanics remain ineligible for coverage options due to
immigration status. In the absence of coverage options, many of these individuals will likely remain uninsured.

Across racial and ethnic groups, a remaining share of individuals also remains ineligible for assistance because
they have access to employer coverage that may be considered affordable or have incomes too high to qualify
for Medicaid or Marketplace subsidies. Increased penalties under the ACA’s so-called “individual mandate” in

2016 may encourage some of them to obtain coverage.

As the beginning of open enrollment for 2016 Marketplace coverage approaches, there are still substantial
opportunities to increase coverage by reaching those who are eligible for help under the ACA. Understanding
how eligibility for coverage options varies by race and ethnicity may help inform outreach and education efforts
and provide increased understanding of the scope of remaining coverage gains that can be achieved. These
differences also have important implications for efforts to promote greater health equity moving forward.

Samantha Artiga and Rachel Garfield are with the Kaiser Family Foundation. Anthony Damico is an independent
consultant to the Kaiser Family Foundation.
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This analysis uses data from the 2015 Current Population Survey (CPS) Annual Social and Economic Supplement (ASEC). The
CPS ASEC provides socioeconomic and demographic information for the United Sates population and specific subpopulations.
Importantly, the CPS ASEC provides detailed data on families and households, which we use to determine income for ACA
eligibility purposes.

The CPS asks respondents about coverage at the time of the interview (for the 2015 CPS, February, March, or April 2015) as well
as throughout the preceding calendar year. People who report any type of coverage throughout the preceding calendar year are
counted as “insured.” Thus, the calendar year measure of the uninsured population captures people who lacked coverage for the
entirety of 2014 (and thus were uninsured at the start of 2015). We use this measure of insurance coverage, rather than the
measure of coverage at the time of interview, because the latter lacks detail about coverage type that is used in our model. Based
on other survey data, as well as administrative data on ACA enrollment, it is likely that a small number of people included in this
analysis gained coverage in 2015.

Medicaid and Marketplaces have different rules about household composition and income for eligibility. For this analysis, we
calculate household membership and income for both Medicaid and Marketplace premium tax credits for each person
individually, using the rules for each program. For more detail on how we construct Medicaid and Marketplace households and
count income, see the detailed technical Appendix A available here.

Undocumented immigrants are ineligible for Medicaid and Marketplace coverage. Since CPS data do not directly indicate
whether an immigrant is lawfully present, we draw on the methods underlying the 2013 analysis by the State Health Access Data

Assistance Center (SHADAC) and the recommendations made by Van Hook et. al.”® This approach uses the Survey of Income

and Program Participation (SIPP) to develop a model that predicts immigration status; it then applies the model to CPS,
controlling to state-level estimates of total undocumented population from Department of Homeland Security. For more detail
on the immigration imputation used in this analysis, see the technical Appendix B available here.

Individuals in tax-filing units with access to an affordable offer of Employer-Sponsored Insurance are still potentially MAGI-
eligible for Medicaid coverage, but they are ineligible for advance premium tax credits in the Health Insurance Exchanges. Since
CPS data do not directly indicate whether workers have access to ESI, we draw on the methods comparable to our imputation of
authorization status and use SIPP to develop a model that predicts offer of ESI, then apply the model to CPS. For more detail on
the offer imputation used in this analysis, see the technical Appendix C available here.

As of January 2014, Medicaid financial eligibility for most nonelderly adults is based on modified adjusted gross income (MAGI).
To determine whether each individual is eligible for Medicaid, we use each state’s reported eligibility levels as of January 1, 2015,
updated to reflect state implementation of the Medicaid expansion as of September 2015 and 2015 Federal Poverty Levels.® Some
nonelderly adults with incomes above MAGI levels may be eligible for Medicaid through other pathways; however, we only

assess eligibility through the MAGI pathway.'®
An individual’s income is likely to fluctuate throughout the year, impacting his or her eligibility for Medicaid. Our estimates are

based on annual income and thus represent a snapshot of the number of people in the coverage gap at a given point in time. Over
the course of the year, a larger number of people are likely to move and out of the coverage gap as their income fluctuates.
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New Estimates of Eligibility for ACA Coverage among the
Uninsured

Rachel Garfield, Anthony Damico, Cynthia Cox, Gary Claxton, Larry Levitt

The Affordable Care Act (ACA) extends health insurance coverage to people who lack access to an affordable
coverage option. Under the ACA, as of 2014, Medicaid coverage is extended to low-income adults in states that
have opted to expand eligibility, and tax credits are available for middle-income people who purchase coverage
through a health insurance Marketplace. Millions of people have enrolled in these new coverage options, but
millions of others are still uninsured. Some remain ineligible for coverage, and others may be unaware of the
availability of new coverage options or still find coverage unaffordable even with financial assistance.

This analysis provides national and state-by-state estimates of eligibility for ACA coverage options among those
who remained uninsured. It is based on Kaiser Family Foundation analysis of the 2015 Current Population
Survey, combined with other data sources. We estimate coverage and eligibility as of early 2015, which is prior
to the end of the 2015 Marketplace open enrollment period. An overview of the methodology underlying the
analysis can be found in the Methods box at the end of the data note, and more detail is available in the
Technical Appendices available here.

Background: How Does the ACA Expand Health Coverage?

The ACA fills historical gaps in Medicaid eligibility by extending Medicaid to nearly all nonelderly adults with
incomes at or below 138% of the federal poverty level (FPL) ($27,724 for a family of three in 2015'). With the
June 2012 Supreme Court ruling, the Medicaid expansion essentially became optional for states, and as of
September 2015, 30 states and DC had expanded Medicaid eligibility under the ACA. Under rules in place
before the ACA, all states already extended public coverage to poor and low-income children, with a median
income eligibility level of 255% of poverty in 2015.2 The ACA also established Health Insurance Marketplaces
where individuals can purchase insurance and allows for federal tax credits for such coverage for people with
incomes from 100% to 400% FPL ($19,790 to $79,160 for a family of three in 2015).> * Tax credits are generally
only available to people who are not eligible for other coverage.

Because the ACA envisioned low-income people receiving coverage through Medicaid, people with incomes
below poverty are not eligible for Marketplace subsidies. Thus, in the 20 states not implementing the Medicaid
expansion, some adults fall into a “coverage gap” of earning too much to qualify for Medicaid but not enough to
qualify for premium tax credits. In addition, undocumented immigrants are ineligible for Medicaid coverage
and barred from purchasing coverage through a Marketplace. In most cases, lawfully present immigrants are
subject to a five-year waiting period before they may enroll in Medicaid, though they can purchase coverage
through a Marketplace and may receive tax credits for such coverage.
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How Many Uninsured Are Eligible for Assistance under the

ACA?

As of the beginning of 2015, 32.3 million nonelderly people lacked health coverage in the U.S. Nationally, we

estimate that nearly half (15.7 million, or 49%) of this population is eligible for financial assistance to gain

coverage through either Medicaid or subsidized
Marketplace coverage (Figure 1 and Tables 1 and
2). More than a quarter are either adults eligible
for Medicaid (5.4 million, or 17%) or children
eligible for Medicaid or the Children’s Health
Insurance Program (CHIP) (3.2 million, or 10%).
Those who are Medicaid eligible include people
who were previously eligible as well as those
newly eligible under the ACA. About one in five
(7.1 million, or 22%) of the nonelderly uninsured
are eligible for premium tax credits to purchase
coverage through the Marketplace.®

One in ten uninsured people (3.1 million) fall into
the coverage gap due to their state’s decision not
to expand Medicaid, and 15% of the uninsured
(4.9 million) are undocumented immigrants who
are ineligible for ACA coverage under federal law.

The remainder of the uninsured either has an
offer of ESI (4.9 million, or 15%) or has an income
above the limit for premium tax credits but could
purchase unsubsidized Marketplace coverage (3.7
million, or 12%). We cannot determine from
available survey data if the offer of ESI would be
considered affordable under the law, which would
make the individual ineligible for a Marketplace
premium subsidy.

Figure 1
Eligibility for ACA Coverage Among Nonelderly Uninsured as of
2015

Ineligible for Financial
Assistance due to
Income
12% Medicaid Eligible

Adult
17%

Ineligible for Financial _~
Assistance due to ESI

Medicaid/CHIP

Offer Eligible Child Eligible for
15% 10% __ Financial
Assistance
Ineligible for Coverage 49%

Due to Immigration
Status

15% Tax Credit Eligible

22%
In the
Coverage Gap
10%

Total = 32.3 Million Nonelderly Uninsured

NOTES: Numbers may not sum to subtotals or 100% due to rounding. Tax Credit Eligible share includes adults in MN and NY who are
eligible for coverage through the Basic Health Plan.
SOURCE: Kaiser Family Foundation analysis based on 2015 Medicaid eligibility levels and 2015 Current Population Survey.

Figure 2

Eligibility for ACA Coverage Among Nonelderly Uninsured
as of 2015, by State Medicaid Expansion Status

Ineligible for Financial Assistance due
to Income or ESI Offer

27% 27%
M Ineligible due to Immigration Status

- - In the Coverage Gap

17% 19%
Eligible for Tax Credits

27% H Medicaid Eligible Child

m Medicaid Eligible Adult

Medicaid Expansion States

Non-Medicaid Expansion States

Total = 16.3 Million
Nonelderly Uninsured

Total = 16.1 Million
Nonelderly Uninsured

NOTES: Totals may not sum to 100% due to rounding. Tax Credit Eligible share in expansion states includes adults in MN and NY
who are eligible for coverage through the Basic Health Plan.
SOURCE: Kaiser Family Foundation analysis based on 2015 Medicaid eligibility levels and 2015 Current Population Survey.

Patterns of eligibility vary by state (Tables 1 and 2), depending on state decisions about expanding Medicaid,

premiums in the exchange, and underlying demographic factors such as poverty rates and access to employer

coverage. In states that expanded Medicaid, 40% of the nonelderly uninsured population is eligible for

Medicaid, versus just 13% in states that have not expanded Medicaid (Figure 2). No one in Medicaid expansion

states falls into a coverage gap; in non-expansion states, nearly one in five (19%) uninsured people falls into

the coverage gap, while about two-thirds as many are eligible for Medicaid under pathways in place before the

ACA. Because adults with incomes from 100% to 138% of poverty in non-expansion states can receive tax

credits for Marketplace coverage, a larger share of the uninsured population in those states is eligible for

Marketplace tax credits than in expansion states (27% versus 17%).
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Discussion

Though millions of people have gained coverage under the ACA, many remain uninsured. The ACA provides
new coverage options across the income spectrum for low and moderate-income people, and nearly half of the
uninsured population appear to be eligible for Medicaid or subsidized Marketplace coverage. For these
individuals, outreach and education about coverage and financial assistance may be important to continuing
coverage gains that were seen in the first two years of full ACA implementation. Data from other sources
indicates that misperceptions about cost, lack of awareness of financial assistance, and confusion about
eligibility rules were barriers to some eligible uninsured gaining coverage.® Others report that they found
coverage to be too expensive, even with the availability of financial assistance.’

A quarter of the remaining uninsured population is outside the reach of the ACA due to either their
immigration status or their state’s decision not to expand Medicaid. People in the coverage gap would be
eligible for Medicaid should their state opt to expand Medicaid but are otherwise likely to remain uninsured, as
they have limited incomes, are unlikely to have an affordable offer of coverage from an employer, and do not
have access to affordable coverage options under the ACA. Many undocumented immigrants also will likely
remain uninsured.®

Approximately a quarter of the uninsured population is not eligible for any assistance under the ACA because
they have access to employer coverage that may be considered affordable or have incomes too high to qualify
for Medicaid or Marketplace subsidies. Increased penalties under the ACA’s so-called “individual mandate” in

2016 may encourage some of them to obtain coverage.

As the beginning of open enrollment for 2016 Marketplace coverage approaches, there are still substantial
opportunities to increase coverage by reaching those who are eligible for help under the ACA, but the
breakdown of who the remaining uninsured are suggests that many may be difficult to reach and will still
remain uninsured.

Rachel Garfield, Cynthia Cox, Gary Claxton, and Larry Levitt are with the Kaiser Family Foundation.
Anthony Damico is an independent consultant to the Kaiser Family Foundation.
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Table 1: Number of Nonelderly People Eligible for ACA Coverage Among those Remaining Uninsured as of 2015

Ineligible for Financial

State gl Meliold TwCldt pssisance due wincome, " Mediald Coverage
ESI Offer, or Citizenship
US Total 32,339,000 8,587,000 7,078,000 13,587,000 3,087,000
Alabama 513,000 75,000 160,000 139,000 139,000
Alaska 100,000 51,000 20,000 29,000 -
Arizona 808,000 368,000 100,000 341,000 -
Arkansas 285,000 127,000 60,000 98,000 -
California 3,845,000 1,428,000 623,000 1,795,000 -
Colorado 593,000 223,000 104,000 266,000 -
Connecticut 247,000 69,000 62,000 116,000 -
Delaware 63,000 22,000 15,000 25,000 -
DC 42,000 20,000 N/A 19,000 -
Florida 2,788,000 306,000 825,000 1,091,000 567,000
Georgia 1,524,000 201,000 406,000 612,000 305,000
Hawaii 70,000 35,000 N/A 28,000 -
Idaho 166,000 21,000 43,000 72,000 30,000
Illinois 1,122,000 397,000 166,000 559,000 -
Indiana 686,000 310,000 128,000 248,000 -
lowa 188,000 88,000 30,000 71,000 -
Kansas 302,000 38,000 83,000 131,000 49,000
Kentucky 285,000 121,000 N/A 119,000 -
Louisiana 582,000 49,000 173,000 169,000 192,000
Maine 121,000 18,000 40,000 39,000 24,000
Maryland 336,000 133,000 43,000 160,000 -
Massachusetts 288,000 93,000 N/A 147,000 -
Michigan 685,000 320,000 147,000 218,000 -
Minnesota 364,000 126,000 45,000/ 193,000 -
Mississippi 359,000 42,000 104,000 106,000 108,000
Missouri 516,000 52,000 156,000 198,000 109,000
Montana* 126,000 59,000 27,000 40,000 -
Nebraska 178,000 16,000 46,000 90,000 27,000
Nevada 350,000 147,000 61,000 143,000 -
New Hampshire 94,000 37,000 17,000 41,000 -
New Jersey 940,000 335,000 131,000 473,000 -
New Mexico 233,000 109,000 31,000 94,000 -
New York 1,476,000 548,000 317,000A 611,000 -
North Carolina 1,138,000 152,000 289,000 452,000 244,000
North Dakota 64,000 24,000 16,000 24,000 -
Ohio 834,000 404,000 165,000 264,000 -
Oklahoma 581,000 109,000 144,000 236,000 91,000
Oregon 307,000 122,000 N/A 150,000 -
Pennsylvania 994,000 477,000 180,000 338,000 =
Rhode Island 55,000 27,000 13,000 15,000 -
South Carolina 604,000 100,000 186,000 195,000 123,000
South Dakota 77,000 12,000 22,000 30,000 13,000
Tennessee 605,000 104,000 127,000 257,000 118,000
Texas 4,425,000 493,000 1,035,000 2,132,000 766,000
Utah 337,000 66,000 92,000 138,000 41,000
Vermont 34,000 8,000 11,000 15,000 -
Virginia 804,000 77,000 235,000 361,000 131,000
Washington 621,000 238,000 116,000 267,000 -
West Virginia 116,000 56,000 31,000 29,000 -
Wisconsin 410,000 129,000 100,000 181,000 T
Wyoming 56,000 6,000 19,000 20,000 11,000

NOTES: Numbers may not sum to totals due to rounding. * Montana has passed legislation adopting the expansion; the
legislation requires federal waiver approval before it can go into effect. For purposes of this analysis, MT is considered an
expansion state. A Tax credit-eligible population in Minnesota and New York include uninsured adults who are eligible for
coverage through the Basic Health Plan. + Wisconsin covers adults up to 100% FPL in Medicaid under a waiver but did not adopt
the ACA expansion. Estimates of subsidy eligibility of uninsured nonelderly in DC, HI, KY, MA, and OR are “N/A” because point
estimates do not meet minimum standards for statistical reliability.

SOURCE: Kaiser Family Foundation analysis based on 2015 Medicaid eligibility levels and 2015 Current Population Survey.
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Table 2: Distribution of Nonelderly Eligibility for ACA Coverage Among those Remaining Uninsured as of 2015

Ineligible for Financial

Total Medicaid Tax Credit y In Medicaid
HEE Uninsured Eligible Eligible Asél'g?fnef : r"éi:?z::‘i(;.?pe’ Coverage Gap
US Total 32,339,000 27% 22% 42% 10%
Alabama 513,000 15% 31% 27% 27%
Alaska 100,000 51% 20% 29% -
Arizona 808,000 46% 12% 42% -
Arkansas 285,000 44% 21% 34% -
California 3,845,000 37% 16% 47% -
Colorado 593,000 38% 18% 45% -
Connecticut 247,000 28% 25% 47% -
Delaware 63,000 35% 24% 40% -
DC 42,000 48% N/A 45% -
Florida 2,788,000 11% 30% 39% 20%
Georgia 1,524,000 13% 27% 40% 20%
Hawaii 70,000 50% N/A 39% -
Idaho 166,000 13% 26% 44% 18%
Illinois 1,122,000 35% 15% 50% -
Indiana 686,000 45% 19% 36% -
lowa 188,000 47% 16% 38% -
Kansas 302,000 13% 28% 43% 16%
Kentucky 285,000 43% N/A 42% -
Louisiana 582,000 8% 30% 29% 33%
Maine 121,000 15% 33% 32% 20%
Maryland 336,000 40% 13% 48% -
Massachusetts 288,000 32% N/A 51% -
Michigan 685,000 47% 21% 32% -
Minnesota 364,000 35% 12%A 53% -
Mississippi 359,000 12% 29% 29% 30%
Missouri 516,000 10% 30% 38% 21%
Montana* 126,000 47% 22% 32% -
Nebraska 178,000 9% 26% 50% 15%
Nevada 350,000 42% 17% 41% -
New Hampshire 94,000 39% 18% 43% -
New Jersey 940,000 36% 14% 50% -
New Mexico 233,000 47% 13% 40% -
New York 1,476,000 37% 21%A 41% -
North Carolina 1,138,000 13% 25% 40% 21%
North Dakota 64,000 37% 25% 38% -
Ohio 834,000 48% 20% 32% -
Oklahoma 581,000 19% 25% 41% 16%
Oregon 307,000 40% N/A 49% -
Pennsylvania 994,000 48% 18% 34% -
Rhode Island 55,000 49% 23% 27% -
South Carolina 604,000 17% 31% 32% 20%
South Dakota 77,000 16% 29% 39% 17%
Tennessee 605,000 17% 21% 42% 19%
Texas 4,425,000 11% 23% 48% 17%
Utah 337,000 20% 27% 41% 12%
Vermont 34,000 24% 33% 43% -
Virginia 804,000 10% 29% 45% 16%
Washington 621,000 38% 19% 43% -
West Virginia 116,000 48% 27% 25% -
Wisconsin 410,000 32% 24% 44% T
Wyoming 56,000 11% 34% 36% 19%

NOTES: Numbers may not sum to 100% due to rounding. * Montana has passed legislation adopting the expansion; the
legislation requires federal waiver approval before it can go into effect. For purposes of this analysis, MT is considered an
expansion state. A Tax credit-eligible population in Minnesota and New York include uninsured adults who are eligible for
coverage through the Basic Health Plan. + Wisconsin covers adults up to 100% FPL in Medicaid under a waiver but did not adopt
the ACA expansion. Estimates of subsidy eligibility of uninsured nonelderly in DC, HI, KY, MA, and OR are “N/A” because point
estimates do not meet minimum standards for statistical reliability.

SOURCE: Kaiser Family Foundation analysis based on 2015 Medicaid eligibility levels and 2015 Current Population Survey.
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Table 3: Number and Distribution of Nonelderly People Ineligible for Financial Assistance due to

Income, Offers of Employer Coverage, or Citizenship Status as of 2015, in States with Sufficient Sample Size

Number of Nonelderly People Ineligible due to: % of Nonelderly Uninsured Ineligible due to:
Total
State Ineligible IneIi;;ric;::Izl Due

| S Income Employer Citizenship  to Income, ESI  Income Employer Citizenship

ncome, ESI Offer At o Offer

C_Offer, or Citizenship

itizenship

US Total 13,587,000 3,724,000 4,927,000 4,936,000 42% 12% 15% 15%
Arizona 341,000 113,000 100,000 127,000 42% 14% 12% 16%
Arkansas 98,000 25,000 45,000 28,000 34% 9% 16% 10%
California 1,795,000 396,000 476,000 922,000 47% 10% 12% 24%
Colorado 266,000 72,000 95,000 99,000 45% 12% 16% 17%
Florida 1,091,000 290,000 417,000 384,000 39% 10% 15% 14%
Georgia 612,000 187,000 233,000 192,000 40% 12% 15% 13%
Illinois 559,000 173,000 151,000 235,000 50% 15% 13% 21%
Minnesota 193,000 66,000 73,000 55,000 53% 18% 20% 15%
Nebraska 90,000 31,000 33,000 26,000 50% 17% 18% 15%
Nevada 143,000 31,000 50,000 62,000 41% 9% 14% 18%
New Jersey 473,000 91,000 118,000 264,000 50% 10% 13% 28%
New Mexico 94,000 34,000 25,000 35,000 40% 14% 11% 15%
New York 611,000 150,000 242,000 220,000 41% 10% 16% 15%
North Carolina 452,000 119,000 190,000 143,000 40% 10% 17% 13%
Oklahoma 236,000 68,000 114,000 54,000 41% 12% 20% 9%
Oregon 150,000 45,000 50,000 56,000 49% 15% 16% 18%
Pennsylvania 338,000 123,000 149,000 66,000 34% 12% 15% 7%
Tennessee 257,000 88,000 99,000 69,000 42% 15% 16% 11%
Texas 2,132,000 416,000 652,000 1,064,000 48% 9% 15% 24%
Virginia 361,000 122,000 140,000 99,000 45% 15% 17% 12%
Washington 267,000 72,000 96,000 99,000 43% 12% 15% 16%

NOTES: States not included above do not have sufficient sample size to show distribution of uninsured nonelderly ineligible for
financial assistance in at least one of the three categories (income, ESI, and/or citizenship). Numbers may not sum to totals due
to rounding.

SOURCE: Kaiser Family Foundation analysis based on 2015 Medicaid eligibility levels and 2015 Current Population Survey.
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Methods

This analysis uses data from the 2015 Current Population Survey (CPS) Annual Social and Economic Supplement (ASEC). The
CPS ASEC provides socioeconomic and demographic information for the United Sates population and specific subpopulations.
Importantly, the CPS ASEC provides detailed data on families and households, which we use to determine income for ACA
eligibility purposes.

The CPS asks respondents about coverage at the time of the interview (for the 2015 CPS, February, March, or April 2015) as well
as throughout the preceding calendar year. People who report any type of coverage throughout the preceding calendar year are
counted as “insured.” Thus, the calendar year measure of the uninsured population captures people who lacked coverage for the
entirety of 2014 (and thus were uninsured at the start of 2015). We use this measure of insurance coverage, rather than the
measure of coverage at the time of interview, because the latter lacks detail about coverage type that is used in our model. Based
on other survey data, as well as administrative data on ACA enrollment, it is likely that a small number of people included in this
analysis gained coverage in 2015.

Medicaid and Marketplaces have different rules about household composition and income for eligibility. For this analysis, we
calculate household membership and income for both Medicaid and Marketplace premium tax credits for each person
individually, using the rules for each program. For more detail on how we construct Medicaid and Marketplace households and
count income, see the detailed technical Appendix A available here.

Undocumented immigrants are ineligible for Medicaid and Marketplace coverage. Since CPS data do not directly indicate
whether an immigrant is lawfully present, we draw on the methods underlying the 2013 analysis by the State Health Access Data

Assistance Center (SHADAC) and the recommendations made by Van Hook et. al.®'® This approach uses the Survey of Income

and Program Participation (SIPP) to develop a model that predicts immigration status; it then applies the model to CPS,
controlling to state-level estimates of total undocumented population from Department of Homeland Security. For more detail
on the immigration imputation used in this analysis, see the technical Appendix B available here.

Individuals in tax-filing units with access to an affordable offer of Employer-Sponsored Insurance are still potentially MAGI-
eligible for Medicaid coverage, but they are ineligible for advance premium tax credits in the Health Insurance Exchanges. Since
CPS data do not directly indicate whether workers have access to ESI, we draw on the methods comparable to our imputation of
authorization status and use SIPP to develop a model that predicts offer of ESI, then apply the model to CPS. For more detail on
the offer imputation used in this analysis, see the technical Appendix C available here.

As of January 2014, Medicaid financial eligibility for most nonelderly adults is based on modified adjusted gross income (MAGI).
To determine whether each individual is eligible for Medicaid, we use each state’s reported eligibility levels as of January 1, 2015,
updated to reflect state implementation of the Medicaid expansion as of September 2015 and 2015 Federal Poverty Levels."'

Some nonelderly adults with incomes above MAGI levels may be eligible for Medicaid through other pathways; however, we only

assess eligibility through the MAGI pathway.'?

An individual’s income is likely to fluctuate throughout the year, impacting his or her eligibility for Medicaid. Our estimates are
based on annual income and thus represent a snapshot of the number of people in the coverage gap at a given point in time. Over
the course of the year, a larger number of people are likely to move and out of the coverage gap as their income fluctuates.
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Available at: http://kff.org/medicaid/state-indicator/medicaidchip-upper-income-eligibility-limits-for-children-2000-2015/.
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* Tax credit eligibility in 2015 is based on 2014 poverty guidelines. In addition to the premium tax credits, the federal government also
makes available cost-sharing subsidies to reduce what people with incomes between 100% and 250% of poverty have to pay out-of-
pocket to access health services. The cost-sharing subsidies are also available on a sliding scale based on income.

> Includes individuals in Minnesota and New York who are eligible for coverage through the Basic Health Plan. See table notes for more
detail.

5 Garfield, R. and K. Young. January 2015. Adults who Remained Uninsured at the End of 2014. (Washington, DC: Kaiser Family
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10 Van Hook, J., Bachmeier, J., Coffman, D., and Harel, O. 2015. “Can We Spin Straw into Gold? An Evaluation of Immigrant Legal
Status Imputation Approaches” Demography. 52(1):329-54.

11 Based on state-reported eligibility levels as of January 1, 2015. Eligibility levels are updated to reflect state implementation of the
Medicaid expansion as of September 2015 and 2015 Federal Poverty Levels, but may not reflect other eligibility policy changes since
January 2015. The Kaiser Family Foundation State Health Facts. Data Source: Kaiser Commission on Medicaid and the Uninsured with
the Georgetown University Center for Children and Families: Modern Era Medicaid: Findings from a 50-State Survey of Eligibility,
Enrollment, Renewal, and Cost-Sharing Policies in Medicaid and CHIP as of January 2015, Kaiser Family Foundation, January 20,
2015.

12 Non-MAGI pathways for nonelderly adults include disability-related pathways, such as SSI beneficiary; Qualified Severely Impaired
Individuals; Working Disabled; and Medically Needy. We are unable to assess disability status in the CPS sufficiently to model eligibility
under these pathways. However, previous research indicates high current participation rates among individuals with disabilities (largely
due to the automatic link between SSI and Medicaid in most states, see Kenney GM, V Lynch, J Haley, and M Huntress. “Variation in
Medicaid Eligibility and Participation among Adults: Implications for the Affordable Care Act.” Inquiry. 49:231-53 (Fall 2012)),
indicating that there may be a small number of eligible uninsured individuals in this group. Further, many of these pathways (with the
exception of SSI, which automatically links an individual to Medicaid in most states) are optional for states, and eligibility in states not
implementing the ACA expansion is limited. For example, the median income eligibility level for coverage through the Medically Needy
pathway is 15% of poverty in states that are not expanding Medicaid, and most states not expanding Medicaid do not provide coverage
above SSI levels for individuals with disabilities. (See: O’'Mally-Watts, M and K Young. The Medicaid Medically Needy Program:
Spending and Enrollment Update. (Washington, DC: Kaiser Family Foundation), December 2012. Available at:
http://www.kff.org/medicaid/issue-brief/the-medicaid-medically-needy-program-spending-and/. And Kaiser Commission on
Medicaid and the Uninsured, “Medicaid Financial Eligibility: Primary Pathways for the Elderly and People with Disabilities,” February
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Executive Summary

On September 8, 2015, the Department of Health and Human Services (HHS) published a proposed rule to
implement Section 1557 of the Affordable Care Act (ACA), which prohibits discrimination in health coverage
and care based on race, color, national origin, age, disability, and sex. In the preamble to the proposed rule,
HHS emphasizes the importance of Section 1557 for achieving the ACA’s goals of expanding health care and
insurance, noting that discrimination within health programs, insurance, and care can contribute to poor
health outcomes or coverage, increase health disparities among underserved communities, and negatively
impact the distribution of health care resources.

While Section 1557 and the proposed rule coordinate and incorporate existing federal laws, regulations, and
policy for non-discrimination in health coverage and care, they also include new protections and provisions.
Notably, Section 1557 is the first federal civil rights law to prohibit discrimination on the basis of sex in health
care. Moreover, the proposed rule extends the definition of sex discrimination to include discrimination on the
basis of gender identity (but does not explicitly include sexual orientation). In addition, the proposed rule
establishes regulations related to the provision of language assistance services based on long-standing HHS
policy guidance.

This issue brief summarizes key provisions of the proposed rule, including:

e Who is subject to the non-discrimination provisions;

e Protections against discrimination based on sex;

e Access for individuals with limited English proficiency (LEP);
e Protections against discrimination based on disability;

e Prohibitions against discrimination in health coverage; and

o Compliance and enforcement.

The 60 day public comment period for the proposed rule closes on November 9, 2015. A final rule will be issued
based on HHS’ consideration of the public comments and would be effective 60 days after it is published, and
provide an additional tool to help prevent and remediate discrimination in health programs and activities.



Introduction

On September 8, 2015, HHS proposed regulations to implement Section 1557 of the ACA.' Section 1557
prohibits certain entities that administer health programs and activities from excluding an individual from
participation, denying program benefits, or discriminating against an individual based on his or her race, color,
national origin, sex, age or disability.? While Section 1557 has been in effect since the enactment of the ACA,
this proposed rule marks the first time HHS has issued implementing guidance. In the preamble to the
proposed rule, HHS emphasizes the importance of Section 1557 to achieving the ACA’s overarching goal of
expanding access to health care and insurance for all individuals, noting that discrimination within health
programs can contribute to poor and inadequate health outcomes or coverage, exacerbate existing health
disparities in underserved communities, and lead to insufficient and ineffective distribution of health care
resources.?

The intent of Section 1557 is to coordinate existing federal laws, regulations, and policy for non-discrimination
as they apply to health coverage and care and to extend sex discrimination protections to health programs and
activities. Specifically, the proposed rule incorporates the existing anti-discrimination tenants of Title VI (race,
color and national origin), the Age Discrimination Act, and Section 504 (disability) as they apply to health care.
It also extends the sex discrimination protections of Title X, which only apply to educational programs, to
health care. As such, it is the first federal civil rights law to prohibit discrimination on the basis of sex in health
care. Moreover, the proposed rule extends the definition of sex discrimination to include discrimination on the
basis of gender identity (but does not explicitly include sexual orientation). In addition, the proposed rule
establishes regulations related to the provision of language assistance services based on long-standing HHS
policy guidance. This issue brief summarizes key provisions of the proposed rule.

Key Provisions of the Proposed Rule

The proposed rule applies to health programs and activities that receive Federal financial
assistance from HHS; health programs and activities administered by HHS, including the
Federally-facilitated Marketplace; and State-based Marketplaces established under the ACA.4
Text Box 1 provides examples of the types of entities subject to Section 1557. While Section 1557 applies more
broadly to all health programs and activities that receive federal funding through any agency, HHS limits its
proposed rule to the programs that it has authority to enforce.” HHS encourages other federal agencies to
adopt the standards from its proposed rule when applying Section 1557 to the health programs and activities
that they administer.®

The proposed rule defines health programs and activities to include all operations of an entity
that is principally engaged in the provision or administration of health-related services or
health-related insurance coverage.” Health programs and activities also include providing assistance
obtaining health-related services or health-related insurance coverage and health education and research
programs.® The proposed rule reiterates that federal law already prohibits discrimination in research that
receives federal funds as well as in research at universities. This rule would extend the nondiscrimination
protections to any research that is conducted within HHS as well as non-educational institutions. In the
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preamble, HHS recognizes that research projects are often limited in scope, and therefore, research protocol
criteria that target or exclude certain groups are warranted when justified for subjects’ health or safety, the
scientific study design, or the research purpose.® HHS seeks comment on which health programs and activities
should be covered by the rule.™

Box 1: Examples of the Types of Entities Subject to Section 1557 and the Proposed Rule

Health care providers, such as physicians, hospitals, community health centers, nursing facilities, home
health agencies, clinical laboratories, residential or community-based treatment facilities, intermediate
care facilities for people with intellectual/developmental disabilities, hospices, organ procurement centers,
and physician’s practices

Health related schools and education and research programs

State agencies, such as Medicaid, CHIP, and public health

Health insurance issuers

Navigators

HHS programs, such as CMS, HRSA, CDC, IHS, SAMHSA, and the Federally-facilitated Marketplace
State-based Marketplaces

Employers offering employee health benefit programs (in certain circumstances, see below)

Source: Proposed 45 C.F.R. §§92.4, 92.208; 80 Fed. Reg. 54175, 54189, 54194-54195.

The proposed rule clarifies that Federal financial assistance includes not only funding received
directly by covered entities but also premium and cost-sharing subsidies provided to
individuals for coverage through the Federally-facilitated or State-based Marketplaces. 1! As
such, the rule applies to insurance carriers that offer plans through these Marketplaces. Moreover, the
preamble clarifies that Section 1557 applies to all plans offered by these carriers, not just those available
through the Marketplaces.'?

Under the proposed rule, Section 1557 applies to employee health programs, such as health and
long-term care insurance, wellness programs, and employer-provided health clinics in three
circumstances.!3 These circumstances include the following: (1) If an employer is principally engaged in
providing or administering health services or coverage and receives Federal financial assistance, Section 1557
applies to the employer’s health programs and services as well as its employee health benefit program.'4 For
example, a hospital must comply with Section 1557 not only in providing health services to patients but also in
providing health benefits to its employees.' Similarly, a state Medicaid agency must comply with Section 1557
not only in providing Medicaid benefits but also in providing health benefits to state Medicaid employees. By
contrast, a state transportation department would not be subject to Section 1557 for its employee health benefit
program (assuming it is not engaged in other health programs or activities).'® (2) Section 1557 applies to an
employee health benefit program if an employer receives Federal financial assistance for the primary purpose
of funding the employee health benefits. 17 In these cases, Section 1557 would apply regardless of whether the
employer is engaged in other health programs or activities. (3) Section 1557 applies when an employer is not
principally engaged in providing or administering health services or coverage but operates an employee health
program or activity, other than an employee health benefit program, that receives Federal financial
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assistance. '8 In these cases, Section 1557 applies only to the employee health program or activity. For example,
if an employer receives Federal financial assistance for an employee wellness program and is not engaged in
other health programs or activities, the employer must comply with Section 1557 only with regard to the
wellness program.

Section 1557 and its proposed regulations, for the first time, extend protections against
discrimination based on sex to health coverage and care. Under the proposed rule, covered entities
must provide individuals equal access to health programs and activities without discrimination based on sex,
including pregnancy, false pregnancy, termination of pregnancy, recovery from childbirth or related medical
conditions, and sex stereotyping which could be an important protection for Lesbian, Gay, Bisexual, and
Transgender individuals, among others.'

Moreover, the proposed rule extends the definition of sex discrimination to include
discrimination based on gender identity for the first time in the health care context.20 In the
preamble to the proposed rule, HHS explains that its recognition of gender identity discrimination as part of
sex discrimination is consistent with the interpretations of other federal agencies and courts.?' The proposed
rule does not explicitly extend Section 1557 protections to cover sexual orientation. However, HHS also
explains that it supports including sexual orientation discrimination as part of sex discrimination in
implementing Section 1557, while acknowledging that current caselaw is mixed about whether existing Federal
laws that prohibit sex discrimination also prohibit discrimination based on sexual orientation. HHS notes that
the Equal Employment Opportunity Commission recently found that discrimination on the basis of sexual
orientation necessarily involves sex-based considerations and therefore is covered under existing law and seeks
comment about the scope of the definition of sex discrimination under the proposed rule.??

HHS seeks comment on whether the rule should include specific exemptions from its sex
discrimination requirements. For example, HHS seeks comment about whether certain sex-based
distinctions in health programs and activities should be permitted, such as exceptions to account for a women’s
health clinic or a counseling program limited to male domestic violence victims.?® HHS also seeks comment on
whether exemptions for sincerely held religious beliefs available in other federal laws are sufficient or if
additional exemptions should be included in the proposed rule to accommodate sincerely held religious
beliefs.?* At the same time, HHS requests comment on any health care consequences that may result from
additional exemptions in this area, given the ACA’s purpose of ensuring that health care services are available
broadly and in a non-discriminatory manner.?> HHS notes that Section 1557 would not displace the religious
belief protections offered by existing laws, including provider conscience laws, the Religious Freedom
Restoration Act, the ACA provisions regarding abortion services, and the ACA’s preventive health services
regulations.?®

Under the proposed rule, covered entities are required to take reasonable steps to provide
meaningful access to each individual with LEP that they serve or encounter in their health
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programs and activities.2? The proposed rule incorporates existing Title VI regulations and HHS’s LEP
policy guidance and outlines several specific requirements related to provision of language assistance services.

Under the proposed rule, covered entities must provide free, accurate, and timely language
assistance services; protect the privacy and independence of an individual with LEP; and offer a
qualified interpreter when reasonable.?8 Language assistance services include oral language assistance,
written translation, and taglines.?® The rule also specifies that individuals with LEP are not required to accept
language assistance services.*°

The proposed rule defines who may be considered a qualified interpreter and outlines specific
requirements related to the provision of interpreter services. The proposed rule specifies that a
qualified interpreter is an individual who adheres to generally accepted interpreter ethics principles; is able to
interpret accurately and impartially, both receptively and expressively; and has demonstrated proficiency in
and also has an above average familiarity with speaking or understanding both spoken English and at least one
other spoken language.?' Under the proposed rule, an entity may not require an individual with LEP to provide
his or her own interpreter.?? Moreover, the entity cannot rely on an adult accompanying the individual with
LEP to interpret, except in emergency situations or when the individual specifically requests the adult to
provide those services, the adult agrees to provide the assistance, and reliance on the adult is appropriate for
the circumstances.?? Similarly, the entity may not rely on a minor child to interpret except in an emergency
when no qualified interpreter is immediately available.** HHS also considered an approach that would require
all covered entities to have capacity to provide telephonic oral interpretation services in at least 150 languages.
It seeks comment on which oral interpretation services, if any, should be required under the proposed rule.3®

The proposed rule notes that when assessing an entity’s compliance with these requirements,
HHS will account for the nature and importance of the health program or activity and the
information that is being communicated. Consideration also will be given on a case by case basis to
other factors such as the length and complexity of the communication, the context of the communication, the
prevalence of the language spoken by the individual among those served by the entity, the resources available
to the entity, and the cost of language assistance services.3¢

HHS seeks comment on several issues related to the provision of language assistance services.
First, it seeks comment on whether certain categories of covered entities should have enhanced obligations to
provide language assistance services, and if so, how those categories should be defined. It also seeks comment
on whether thresholds should be used to determine the minimum number of languages for which covered
entities would be required to provide language assistance services, and if so, to what geographic or service
areas those thresholds should apply. In addition, HHS seeks comment on whether entities should be required
to be systematically prepared to provide language assistance services through advance planning activities, such
as identifying resources to provide language assistance services, annually assessing the prevalent languages of
individuals served, establishing policies for staff to use when encountering individuals with LEP, and
monitoring and assessing the quality of language assistance services provided.?’
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Under the proposed rule, covered entities must make reasonable modifications in policies,
practices, and procedures to avoid disability-based discrimination, unless doing so would
fundamentally alter the nature of the health program or activity.38 The proposed rule incorporates
existing federal protections against disability-based discrimination from Section 504 of the Rehabilitation Act
and the Americans with Disabilities Act (ADA). Under Section 1557, these standards apply to the health
programs and activities of HHS and state and local governments and private entities that receive Federal
financial assistance.

Covered entities must ensure effective communication with people with disabilities.?® To the
extent that the ADA effective communication rules differ between Title 11 (which applies to state and local
government) and Title 111 (which applies to places of public accommodation), HHS proposes adopting the Title
11 rules for all entities subject to Section 1557. This requires Section 1557 covered entities to give “primary
consideration” to the person with a disability’s choice of auxiliary aid or service.* Auxiliary aids and services
can include, as appropriate, qualified interpreters, a variety of assistive technology devices, and the provision of
materials in alternative formats.*'

Buildings and facilities where health programs and activities are conducted must be designed,
constructed, and altered in a way that is readily accessible to and useable by people with
disabilities. Specifically, HHS adopts the 2010 ADA Standards for Accessible Design for construction or
alternation beginning 18 months or later from the date that the final rules are published for facilities of covered
entities that receive Federal funding and State-based Marketplaces.*

Covered entities must make electronic and information technology in health programs and
activities accessible to people with disabilities, unless doing so would create an undue financial
or administrative burden or fundamentally alter the nature of the health program or activity.*
When providing an accessible electronic format creates an undue burden or fundamental alteration, covered
entities still must provide information in another format that does not create an undue burden or fundamental
alternation but that does ensure, to the maximum extent possible, that people with disabilities receive the
benefits or services of the health program or activity provided through electronic or information technology.**
The proposed rule defines electronic and information technology to include items such as telephones,
information kiosks and transaction machines, internet sites, multimedia, and office equipment such as copiers
and fax machines.*> HHS seeks comment on its decision to apply Section 1557’s accessibility rules to all health
program electronic and information technology, rather than limiting the rules to covered entities’ websites, in
light of existing law and the importance of technology in accessing health care and coverage.*

HHS notes that Section 1557’s prohibition against disability-based discrimination in health
programs and activities also extends to medical equipment but is deferring setting accessibility
standards in this area until the U.S. Access Board releases its standards.*” HHS requests comment
on its proposal to issue regulations or policy requiring Section 1557 covered entities to comply with the
forthcoming Access Board standards for accessible medical equipment.
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The proposed rule outlines several protections against discrimination in health insurance
coverage determinations and practices. Under these protections, covered entities may not take the
following actions on the basis of race, color, national origin, sex, age or disability:

¢ Deny, limit, or refuse to issue or renew a health insurance policy;
¢ Deny or limit coverage for a health insurance claim;

¢ Impose additional cost sharing or other limitations or restrictions on access to covered health care services;*
or

¢ Employ discriminatory marketing practices or insurance benefit designs.*

The proposed rule maintains that while health insurers cannot have coverage policies that operate in a
discriminatory manner, they still may apply medical necessity rules when determining covered benefits. *°* HHS
also notes in the preamble that Section 1557 does not require insurers to cover any particular services.*'

While the proposed rule states that covered entities may not employ discriminatory benefit
designs, itis silent on whether issuers may place all drugs to treat a single medical condition on
the plan’s highest cost-sharing tier. This practice is the basis of an administrative complaint filed with the
HHS Office for Civil Rights (OCR, see Box 2). Separately, in its 2016 Letter to Issuers and Notice of Benefit and
Payment Parameters, where HHS lays out its expectations for issuers in the Federally-facilitated Marketplace,
HHS identifies this practice as an example of potential discrimination.*?

Box 2: Case Study: A Challenge Under Section 1557

On May 29, 2014, The AIDS Institute, and the National Health Law Program (NHeLP), filed an administrative
complaint with the HHS OCR.52 The complaint alleged that four Florida health insurance insurers operating on
the Federally-facilitated Marketplace violated Section 1557’s prohibition against discriminatory plan benefit

design when they placed all drugs to treat HIV on the highest cost-sharing tier, sometimes with significant
deductibles, thereby discouraging people with HIV/AIDS from selecting those insurers’ plans. OCR has not yet
officially acted on the complaint; however, the issuers have reached individual agreements with the
complainants to remedy HIV drug formulary placement.

The proposed rule includes specific coverage protections for transgender individuals. While the
rule generally requires that covered entities treat individuals consistent with their gender identity, as described
above, it specifies a limited exception. The exception prohibits entities from denying or limiting health services
(or imposing additional cost-sharing on services) that are ordinarily or exclusively available to individuals of
one sex or gender based on the fact that the individual’s sex assigned at birth, gender identity, or gender
recorded in a medical or health insurance plan record differs from the one to which such health services are
ordinarily or exclusively available.** For example, a covered entity may not deny an individual treatment for
ovarian cancer where the individual could benefit medically from the treatment, based on the individual’s
identification as a transgender male.** In addition, under the proposed rule, an insurance plan may not
categorically or automatically exclude or limit coverage for all health services related to gender transition or
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otherwise deny or limit coverage or deny a claim for specific health services related to gender transition, if such
a policy results in discrimination against the individual seeking services.*®* HHS notes, however, that these
provisions do not affirmatively require covered entities to cover any particular procedure or treatment for
transition-related care.®’

Each entity applying for federal assistance must submit assurance of compliance with 1557.>8
Assurances will also be required by each Marketplace issuer and states seeking approval to operate a State-
based Marketplace.*®

Entities covered by the proposed rule must post a notice regarding their non-discrimination
policies. These notices must inform individuals about the bases of discrimination prohibited under Section
1557, the availability of free and timely auxiliary aids and services and language assistance services, how to
access those services, contact information for the entity’s employee responsible for Section 1557 compliance,
the entity’s Section 1557 grievance procedures, and HHS OCR complaint procedures.®® Notices must be
available to beneficiaries, enrollees, applicants, and members of the public.®’ They must be printed in a
conspicuously visible font and included in significant communications (such as handbooks and outreach
publications), in conspicuous physical locations where the entity interacts with the public, and in a conspicuous
location on the covered entity’s website homepage.

Covered entities are required to post the notice in English and taglines for the notice in the top
15 languages spoken by individuals with LEP nationally,®3 and may choose to post the notice in
other non-English languages.® HHS will make available sample notices in English and sample notices and
taglines in the top 15 language spoken by individuals with LEP nationally.®* The proposed rule includes sample
notices and taglines for public comment.® HHS also seeks comment on alternate methodologies for
determining how many languages into which the notice should be translated and whether this methodology
should be applied at a national, state, or local level.®’

Each covered entity that employs at least 15 people is required to adopt a grievance procedure
that incorporates appropriate due process standards and provides prompt and equitable
resolution of grievances under Section 1557.%8 HHS and covered entities with more than 15 employees
also must designate at least one employee to coordinate their efforts to carry out their responsibilities under
Section 1557, including the investigation of grievances.® The HHS OCR will serve as the responsible employee
for Section 1557 compliance in HHS programs and activities and the Federally-facilitated Marketplace.” The
preamble indicates that covered entities may use the same grievance procedures and individuals as used to
comply with Section 504 and Title X if their scope is broadened to include all bases of discrimination
prohibited by Section 1557.”' To ensure compliance with Section 1557, HHS will provide covered entities with
training materials on key provisions of the rule.”? HHS seeks comment on whether the rule should require all
covered entities to designate grievance procedures and a responsible employee, not just entities with more than
15 employees.”
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The proposed rule requires covered entities to take remedial action as required by the HHS
OCR Director if they are found to have discriminated on any basis prohibited by Section 1557.7
If discrimination is not found, covered entities may also take voluntary actions to improve operations.” The
HHS OCR can enforce Section 1557 through informal mediation, reducing or eliminating a covered entity’s
Federal financial assistance, or referring matters to the Department of Justice for litigation.”® The proposed
rule also provides that private individuals and entities can sue in federal court to challenge violations of Section
1557.77

The proposed rule incorporates existing enforcement mechanisms in other federal laws for
violations of Section 1557.78 For covered entities that receive Federal financial assistance or that are State-
based Marketplaces, the existing Title VI enforcement process will apply to Section 1557 claims based on race,
color, national origin, sex, and disability, and the existing Age Discrimination Act process will apply to Section
1557 claims based on age.” These procedures cover issues such as keeping records, submitting OCR
compliance reports, conducting reviews and complaint investigations, and providing technical assistance and
guidance.® For HHS health programs and activities, including the Federally-facilitated Marketplace, the
Section 504 enforcement process will apply to claims alleging discrimination under any of the bases prohibited
by Section 1557.8' HHS also proposes that it will allow OCR access to all relevant information to investigate
complaints and determine compliance with Section 15578 and that HHS will not retaliate against individuals
that seek protection under Section 1557.%

Section 1557 does not invalidate or limit other existing anti-discrimination laws.® Therefore,
entities may be subject to independent civil right obligations separate from Section 1557, including the
Americans with Disabilities Act, Architectural Barriers Act and Section 508 for persons with disabilities. Any
state or local laws that provide additional protections against discrimination also still apply.#

Looking Ahead

The proposed rule to implement the ACA’s Section 1557 nondiscrimination protections coordinates existing
federal laws, regulations, and policy for non-discrimination on the basis of race, color, national origin, age, and
disability as they apply to health coverage and care. Section 1557 also extends sex discrimination protections to
health care programs and activities and includes gender identity as a prohibited basis of discrimination. It does
not, however, explicitly include discrimination based on sexual orientation. The proposed rule codifies HHS's
long-standing policy guidance on language assistance services for individuals with LEP. It also incorporates
existing provisions of Section 504 and the ADA to prohibit disability-based discrimination in health programs
and activities, although it defers setting standards for accessible medical equipment pending forthcoming
standards from the Access Board. The rule also prohibits insurers from using discriminatory benefit designs,
although it does not specifically address the placement of all drugs to treat a single medical condition on the
highest cost-sharing tier, the subject of a recent administrative complaint that is pending with OCR. The 60 day
public comment period for the proposed rule closes on November 9, 2015. A final rule will be issued based on
HHS’ consideration of the public comments. The final rule would be effective 60 days after it is published,®®
and provide an additional tool to help prevent and remediate discrimination in health programs and activities.

Summary of HHS’s Proposed Rule on Nondiscrimination in Health Programs and Activities 9



Endnotes

! 80 Fed. Reg. 54172-54221 (Sept. 8, 2015), available at http://www.gpo.gov/fdsys/pka/FR-2015-09-08/pdf/2015-22043.pdf.

242 U.S.C. § 18116; proposed 45 C.F.R. § 92.101. In addition to prohibiting discrimination based on an individual’s own race, color,
national origin, age, disability, or sex, Section 1557 also prohibits discrimination against an individual known or believed to have a
relationship or association with someone else based on that other person’s race, color, national origin, age, disability, or sex. Proposed
45 C.F.R. § 92.209. For example, a primary care physician could not refuse to accept a new patient based on the disability-status of one
of the patient’s family members. 80 Fed. Reg. 54191.

3 80 Fed. Reg. 54194 (internal citations omitted).
4 Proposed 45 C.F.R. § 92.4.

> Proposed 45 C.F.R. § § 92.1, 92.2(a).

580 Fed. Reg. 54173, n.2.

7 Proposed 45 C.F.R. § 92.4.

&1d.

%80 Fed. Reg. 54175.

194,

" Proposed 45 C.F.R. § 92.4. Consistent with the HHS Office for Civil Rights’ enforcement of other civil rights authorities, the
definition of Federal financial assistance does not include Medicare Part B payments. 80 Fed. Reg. 54174.

1280 Fed. Reg. 54189.

'3 proposed 45 C.F.R. § 92.4.

4 Proposed 45 C.F.R. § 92.208(a).

' 80 Fed. Reg. 54190.

16 80 Fed. Reg. 54191.

7 Proposed 45 C.F.R. § 92.208(b).

'8 proposed 45 C.F.R. § 92.208(c).

' Proposed 45 C.F.R. § § 92.4 92.206.
20 proposed 45 C.F.R. § 92.206.

21 80 Fed. Reg. 54176.

2280 Fed. Reg. 54176-54177.

2380 Fed. Reg. 54181.

2480 Fed. Reg. 54173.

2 d.

26 d.

%7 Proposed 45 C.F.R. §92.201(a).

28 proposed 45 C.F.R. § 92.201(c) and (d).
29 proposed 45 C.F.R. § 92.4.

30 proposed 45 C.F.R § 92.201(f).

31 Proposed 45 C.F.R. § 92.4.

32 proposed 45 C.F.R. § 92.201(e)(1).
33 proposed 45 C.F.R § 92.201(e)(2).
34 proposed 45 C.F.R. § 92.201 (e)(3).

Summary of HHS’s Proposed Rule on Nondiscrimination in Health Programs and Activities 10


http://www.gpo.gov/fdsys/pkg/FR-2015-09-08/pdf/2015-22043.pdf

3580 Fed. Reg. 54184.

3¢ proposed 45 C.F.R. § 92.201(b).
37.80 Fed. Reg. 54185-54186.

38 proposed 45 C.F.R. § 92.205.

39 Proposed 45 C.F.R. § 92.202.
4080 Fed. Reg. 54186.

*! Proposed 45 C.F.R. § 92.4.

42 proposed 45 C.F.R. § 92.203(a). Construction or alteration that began before 18 months from the date of the final rules is deemed to
comply if it meets the 2010 Standards, the 1991 Standards, or the Uniform Federal Accessibility Standards. Proposed 45 C.F.R. §
92.203(b). Construction or alternation to buildings used by HHS must comply with the Architectural Barriers Act. Proposed 45 C.F.R. §
92.203(c).

“3 Proposed 45 C.F.R. § 92.204(a). Consistent with the ADA and Section 504, HHS notes that when determining whether an action is
an undue burden, a covered entity must consider all resources available for use in the health program or activity’s funding or operation.
80 Fed. Reg. 54188. HHS decided to adopt a general accessibility performance standard, which will be informed by future rule-making
by the U.S. Access Board and Department of Justice, rather than requiring compliance with a specific set of standards such as Section
508 or the Web Content Accessibility Guidelines. 80 Fed. Reg. 54188.

*4 Proposed 45 C.F.R. § 92.204(a).

> Proposed 45 C.F.R. § 92.4.

6 80 Fed. Reg. 54187.

*71d.

“8 proposed 45 C.F.R § 92.207(b)(1).
49 proposed 45 C.F.R. § 92.207(b)(2).
>0 Proposed 45 C.F.R. § 92.207(d).
5180 Fed. Reg. 54190.

52 Center for Consumer Information and Insurance Oversight and Centers for Medicare and Medicaid Services, Final 2016 Letter to
Issuers in the Federally-facilitated Marketplace (Feb. 20, 2016), available at https://www.cms.gov/CCI10/Resources/Regulations-and-
Guidance/Downloads/2016 Letter to_lIssuers_2 20 2015.pdf; 80 Fed. Reg. 10749-10877 (Feb. 27, 2015), available at
http://www.gpo.gov/fdsys/pkg/FR-2015-02-27/pdf/2015-03751.pdf.

>3 Jane Perkins and Wayne Turner, NHeLP and The AIDS Institute Complaint to HHS Re HIV/AIDS Discrimination by Florida
Insurers (May 29, 2014), available at http://www.healthlaw.org/publications/browse-all-publications/HHS-HIV-
Complaint#.Vg7Zx03bKUK.

>* Proposed 45 C.F.R. § § 92.206, 92.207(b)(3).

> 80 Fed. Reg. 54188.

> Proposed 45 C.F.R. § 92.207 (b)(4) and (5).
5780 Fed. Reg. 54189.

>8 Proposed 45 C.F.R. § 92.5(a).

9 1d.

50 proposed 45 C.F.R. § 92.8(a).

o 1d.

52 Proposed 45 C.F.R. § 92.8(f).

53 HHS notes that this will reach 90 percent of people with LEP nationally. 80 Fed. Reg. 54179.
54 proposed 45 C.F.R. § 92.8(b), (d).

55 Proposed 45 C.F.R. § 92.8(c) and (e).

Summary of HHS’s Proposed Rule on Nondiscrimination in Health Programs and Activities 11


https://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/2016_Letter_to_Issuers_2_20_2015.pdf
https://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/2016_Letter_to_Issuers_2_20_2015.pdf
http://www.gpo.gov/fdsys/pkg/FR-2015-02-27/pdf/2015-03751.pdf
http://www.healthlaw.org/publications/browse-all-publications/HHS-HIV-Complaint#.Vg7Zx03bKUk
http://www.healthlaw.org/publications/browse-all-publications/HHS-HIV-Complaint#.Vg7Zx03bKUk

%6 Proposed 45 C.F.R. Part 92 Appendix A and B.
67 80 Fed. Reg. 54185-54186.

58 Proposed 45 C.F.R. § 92.7(b).

® Proposed 45 C.F.R. § 92.7(a).
0d.

7180 Fed. Reg. 54178.

7280 Fed. Reg. 54200.

7380 Fed. Reg. 54178.

74 Proposed 45 C.F.R. § 92.6(a).

75 Proposed 45 C.F.R. § 92.6(b).

76 80 Fed. Reg. 54191-54192.

7 Proposed 45 C.F.R. § 92.302(c).
78 Proposed 45 C.F.R. § 92.301.

79 Proposed 45 C.F.R. § 92.302(a), (b).
8080 Fed. Reg. 54191-54192.

8 Proposed 45 C.F.R. § 92.303.

82 proposed 45 C.F.R. § 92.303(c).
8 Proposed 45 C.F.R. § 92.303(d).
84 proposed 45 C.F.R. § 92.3(b).

& d.

8 proposed 45 C.F.R. § 92.1.

The Henry J. Kaiser Family Foundation Headquarters: 2400 Sand Hill Road, Menlo Park, CA 94025 | Phone 650-854-9400
Washington Offices and Barbara Jordan Conference Center: 1330 G Street, NW, Washington, DC 20005 | Phone 202-347-5270

www.kff.org | Email Alerts: kff.org/email | facebook.com/KaiserFamilyFoundation | twitter.com/KaiserFamFound

Filling the need for trusted information on national health issues, the Kaiser Family Foundation is a nonprofit organization based in Menlo Park, California.



AMERICAN
HEALTH

POLICY
INSTITUTE

ACA Excise Tax: Cutting Family
Budgets, Not Health Care Budgets



American Health Policy Institute (AHPI) is a non-partisan
501(c)(3) think tank, established to examine the impact of health
policy on large employers, and to explore and propose policies that
will help bolster the ability of large employers to provide quality,
affordable health care to employees and their dependents. The
Affordable Care Act has catalyzed a national debate about the future
of health care in the United States, and the Institute serves to provide
thought leadership grounded in the practical experience of
America’s largest employers. To learn more, visit
americanhealthpolicy.org.



http://www.americanhealthpolicy.org/

Contents

EXECUTIVE SUMMATY ....oviiiiiieieeie et 1
The ACA EXCiSe TaX ProViSION ..........ccccuviiiiinieeieieie e 2
How Many Employers Will Be Impacted By The Tax?.........ccccceeveinenn. 2
What Changes Are Employers Making To Their Plans In Response

B I I LT I VSRR 3
What Impact Will the Excise Tax Have On Wages? ..........ccccccevvvenenne. 4
How Much Revenue Will The Excise Tax Actually Generate?............ 5
CONCIUSION ...t et 5
[ T | 1] 2SSOSR 6



Executive Summary

Under the Affordable Care Act (ACA), in 2018, an excise tax on high-value employer-
provided health plans, the so-called “Cadillac tax,” takes effect. Even before 2018, though, the
excise tax is already driving many employers to fundamentally reassess their health care plans.
While the tax was intended to reduce health care spending, its impact in the real world is being
felt by workers who are seeing the value of their health care plans reduced.

Given the significant debate around the potential reform and repeal of the health care excise
tax as the 2016 presidential election nears, the American Health Policy Institute conducted two
new surveys of large employers, in June and September of 2015, to identify how many of them
will be impacted by the excise tax and what steps companies are planning to take to minimize
their exposure to the tax.! The new surveys found that the excise tax is already having, and will
continue to have a significant impact:

e Almost 90 percent of large employers are taking steps to try to prevent their company
from having a plan that triggers the excise tax in 2018;

e Over 30 percent of large employers said they would have at least one plan impacted by
the excise tax in 2018;

o Almost half of the employers that did not have plans hitting the excise tax in 2018
said they would have a plan that would be impacted by 2023;

e Almost 19 percent of large employers were already curtailing or eliminating employee
contributions to flexible spending accounts (FSAS) in order to avoid triggering the excise
tax;

e Almost 13 percent were already curtailing or eliminating employee contributions to
health savings accounts (HSAS);

e Among employers who are going to reduce the values of their plans as a result of the excise
tax, 71 percent of employers said that they probably would not provide a corresponding
wage increase; 16 percent said they would.

Moreover, as predicted by the Congressional Budget Office (CBO), other surveys show 38
percent of employers plan to reduce the value of their health benefits in 2016 to reduce their
exposure to the excise tax.? According to the Kaiser 2015 Employer Health Benefits Survey, 64
percent of large employers (200 or more employees) have increased cost sharing, 18 percent
have increased incentives to use less costly providers, and 10 percent have reduced the scope of
covered health services in order to reduce their exposure to the tax.

As these numbers show, the excise tax continues to be an important health policy issue and is
going to impose real costs on both employees and employers alike. Some health care policy
theorists say that the excise tax will curtail health care expenditures. Health care policy realists
understand that solving the excise tax facing many employers as well as making changes to
future payment policies are necessary to stave off a potential collapse of the employer-sponsored
health insurance—a system that 175 million Americans rely on for health care. As this paper
demonstrates, it would seem prudent for policymakers to act in response to the realities of
imposition of the excise tax.
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The ACA Excise Tax Provision

Under the Affordable Care Act (ACA), if the aggregate cost of employer-sponsored health
insurance coverage for an employee or a retiree (including surviving spouses) exceeds $10,200
for individual coverage and $27,500 for family coverage, a non-deductible 40 percent excise tax
is applied to the amount of the employee benefit that exceeds the tax threshold.* The tax is
scheduled to go into effect in 2018. In 2019, the threshold amounts for the excise tax are
increased by the Consumer Price Index (CPI) plus one percentage point. In 2020 and thereafter,
the threshold amounts are indexed by just the CPI.

It is important to remember that the excise tax does not just apply to the portion of premiums
paid by employers. The aggregate cost of the employee benefit is defined quite broadly,
including employer-paid premiums to be sure, but also tax-free employee premium
contributions, reimbursements under a flexible spending account (FSA) for medical expenses,
health reimbursement arrangements (HRASs), employer contributions to a health savings account
(HSA), and on-site medical clinics that offer more than a de minimis amount of medical care to
employees.

How Many Employers Will Be Impacted By The Tax?

Several recent reports show that a large number of employer health care plans will be
impacted by the excise tax in 2018, and that number will grow significantly over time. In June
2015, the American Health Policy Institute confidentially surveyed members of the HR Policy
Association to identify how many will be impacted by the excise tax and what steps they are
planning to take to minimize their exposure to the tax. The survey found that the tax would have
wide ranging effects on employer nationwide:

e Over 30 percent said they would have at least one plan impacted by the excise tax in
2018;

e Almost half of the employers that did not have plans hitting the excise tax in 2018 said
they would have a plan that would be impacted by 2023; and

e Almost 90 percent of large employers are taking steps to try to prevent their company
from having a plan that triggers the excise tax in 2018.°

The Institute’s survey results are consistent with other surveys that found 31 of employers
would be impacted in 2018,° and a recent survey of large employers by the National Business
Group on Health (NBGH) that found 48 percent of large employers expect one of their plans to
hit the tax threshold in 2018 if no changes were made to their plan.” The NBGH survey also
found that among large employers that will be able to delay the impact of the tax by making plan
design changes, the median delay is only 3 years for their first plan to hit the tax, and that even
with plan design changes, 28 percent of large employers say they will still have one plan that is
impacted by the tax in 2018.8

As the Institute’s November 2014 study shows, over time, more and more employer plans will
be impacted by the excise tax because the cost of employer-sponsored health benefits typically
increases faster than other prices even with careful plan management. For example, while medical
care prices are currently rising at a relatively low rate (2.4 percent in 2014), they are still rising
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significantly faster than all other prices (1.6 percent).® Because the threshold for the excise tax
increases over time by the CPI and not medical inflation, by 2031, the cost of today’s “average
plan” will hit the threshold for the excise tax.

In this regard, the high-cost excise tax is similar to the Alternative Minimum Tax (AMT)
which was originally intended to target only 155 high-income households, but now impacts 4.2
million households with incomes of $83,400 and above.'® Because of the way the high-cost excise
tax is indexed to inflation, the steady increase in health care costs will in short order cause many
middle class health plan beneficiaries to be subjected to the excise tax.

What Changes Are Employers Making To Their Plans In Response To
The Tax?

Congress intended the excise tax to reduce the cost, and therefore the value, of employer
health care plans, and the tax is indeed is having this anticipated effect. During the ACA debate,
the Joint Committee on Taxation (JCT) and CBO told Congress that both individuals and
employers would seek less costly policies “through some combination of greater cost sharing
(which would lower premiums directly and also lower them indirectly by leading to less use of
medical services), more stringent benefit management, or coverage of fewer services.”'! This
“combination” will have substantial impacts on employees’ health care costs.

Because of the way the excise tax is structured, employers have an incentive to limit their
employees’ ability to select benefit options that have the potential to trigger the tax, such as
employee contributions to FSAs that can add up to $2,700 to the value of a health plan.? For
example, an employee with a plan that costs $9,000 in 2018 for individual coverage with no FSA
option would not trigger the excise tax, while a similar employee with an FSA option that
permits a payroll deduction of up to $2,700, could trigger a tax on the employer of $400 simply
by exercising their option to put $2,200 into the FSA.

In September 2015, the American Health Policy Institute confidentially surveyed members of
the HR Policy Association to identify how many large employers where curtailing or eliminating
employee contributions to FSAs and health savings accounts in order to avoid triggering the
excise tax in 2018. The survey found:

e Almost 19 percent of large employers were already curtailing or eliminating employee
contributions to FSAs in order to avoid triggering the excise tax; and

e Almost 13 percent were already curtailing or eliminating employee contributions to
HSA:s.

Moreover, as predicted by the JCT and CBO, 38 percent of employers plan to reduce the
value of their health benefits in 2016 to reduce their exposure to the excise tax.!* According to
the Kaiser 2015 Employer Health Benefits Survey, 64 percent of large employers (200 or more
employees) have increased cost sharing; 18 percent have increased incentives to use less costly
providers; and 10 percent have reduced the scope of covered health services.**
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While health economists may view all of these changes as positive and necessary for
reducing the nation’s health care spending, employees may have a very different view.
According to one recent poll, the number one concern among those with health insurance is the
size of their deductible, which will likely increase as employers adjust plan values to avoid the
excise tax thresholds.*®

Employers share these affordability concerns as well, but are faced with an impending tax
that leaves them no option but to reduce the value of the health care benefits they provide to their
employees. Although the excise tax may have been sold as a tax on overly generous “Cadillac”
health benefits, in reality it is impacting ordinary health plans that are expensive simply because
they are offered in high-cost areas, or because they cover large numbers of people whose health
costs are higher than average—women, older and disabled workers, and families experiencing
catastrophic health events.

What Impact Will the Excise Tax Have On Wages?

The CBO and the JCT anticipate that as employers reduce the value of their health benefits
they will increase wages and other forms of taxable compensation for employees: “Economic
theory and evidence suggest that changes in the amounts spent by employers on untaxed fringe
benefits—the largest of which is employment-based health insurance—are generally offset over
time by changes in taxable wages and salaries, thereby keeping total compensation roughly
unchanged.”*® Accordingly, CBO estimates that “roughly three-quarters” of the projected revenue
from the excise tax will actually come from “the effects on revenues of changes in employees’
taxable compensation and, to a lesser extent, in employers’ deductible expenses.”’

However, it is not clear how much employers will actually increase taxable wages as they
reduce health care costs to avoid the excise tax. When the ACA was being debated in 2009, a
Mercer survey of employers found that only 16 percent of respondents said they would convert
their cost-savings into higher pay for workers.® While this might be an expected response from
employers in the midst of the severest economic downturn in 30 years, the survey of employers
conducted by the Institute in June 2015 found:

e 16 percent of large employers said they would increase wages to offset their reduction in
health benefits as they seek to avoid triggering the excise tax;

e 13 percent said that they would pay the tax; and

e 71 percent said that they would probably not increase wages to offset their reduction in
health benefits.

Over the past three years, productivity has been increasing at just 0.4 percent per year, while
hourly compensation (wages and benefits) has been increasing 2.2 percent per year and consumer
prices have been rising at an average rate of just 1.2 percent per year. Within this low productivity
and low inflation economic environment, if health care cost increases remain relatively low, then
taxable wages could rise in the long-run as the CBO and JCT predict. But wages are “sticky” in
the short-run, and any wage increases may end up being invisible to employees whose higher
wages will first be taxed, and then consumed by higher out-of-pocket health care costs that
employees will have to bear.
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Impact of ACA's "Cadillac Tax" on Wages

Will Not Increase Wages
To Offset Reduction In

Will Increase Wages Health Benefits
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How Much Revenue Will The Excise Tax Actually Generate?

The JCT currently estimates the excise tax will generate a total of $91 billion from 2018 to
2025,° with about 25 percent, or about $23 billion, coming directly from employers, third party
administrators (TPAs), and insurance carriers, and 75 percent, or $68 billion, coming from
increased income and payroll tax revenue paid by employees.?® The current revenue estimate is
significantly lower than CBO predicted as recently as January 2015 ($149 billion), and is likely
to be further reduced if employer health care costs continue to moderate.

While it is not clear how much revenue the tax will actually generate over the next ten years,
a number of other needed health care reforms could off-set most, if not all, of the revenue lost
from repealing the tax. For example, enacting medical malpractice reform could save $57 billion
over ten years,?! and simply cutting the amount of improper Medicare payments by a third would
save $25 billion per year.?

Conclusion

Congress clearly intended the ACA high-cost excise tax to reduce the value of employer
provided health care benefits, and the provision is having the expected impact. The threat of the
excise tax on high-cost health care plans after 2017 is driving employers to fundamentally
reassess their plans and reconsider what their role and approach to providing health care benefits
should be in the future. These reassessments will have a real impact on employees and their
families. Cost sharing, benefit reduction, and other employer strategies to reduce their excise tax
exposure threaten to make employer health plans unaffordable for many moderate to low wage
employees and their families.
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Abstract

Recent reforms to regulated U.S. health insurance markets—such as the Patient Protection and Affordable Care Act (ACA) of 2010
state exchanges and Medicare Part D—are motivated by a presumption that well-informed and active consumers will play a key
role in supporting vigorous insurer competition. However, recent evidence suggests that it is difficult for many consumers to make
fully informed and effective choices in these markets. The poor choices that result can lead to large financial losses for consumers, as
well as for the federal and state governments who subsidize their insurance purchases. These losses manifest both from consumers
choosing poor plans given those offered in the market and from the less-efficient offerings that result from less-intense insurer
competition.

In this paper we propose two policies intended to improve the functioning of these markets by improving consumer choices.
First, we propose that market regulators adopt and promote targeted consumer search tools that personalize choice framing and
recommendations based on an individual’s specific characteristics. These tools will guide consumers toward plans that they are best
suited for, while giving them the flexibility to clearly assess products on dimensions that are important to them. Second, we propose a
set of more proactive smart default policies designed to improve the allocation of insurance plans when the regulator has substantial
confidence that a consumer is enrolled in a poor plan match. Under our proposal, when the regulator has enough information to
do so, it can “default,” or opt consumers enrolled in existing plans into different existing plans during open enrollment, when it is
clear that such a switch presents an unambiguous and substantial increase in value. These smart default policies are stronger when
regulators possess more consumer-specific information, and allow for consumers to actively choose any plan in the market if they
wish. We lay out in detail the key components of each policy, discuss contextual factors that make each more or less appropriate, and
note some potential limitations.
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Chapter 1. Introduction

oth of the most significant recent reforms to U.S. health

care—the Patient Protection and Affordable Care Act

(ACA) of 2010 and the Medicare Prescription Drug,
Improvement, and Modernization Act of 2003 (known as the
Medicare Modernization Act) before it—rely heavily on private
provision of health insurance purchased by individuals, with
some form of subsidy for many participants. A key assumption
on which these reforms are founded is that active and well-
informed consumers choosing health insurance plans from
a large menu of options each year will support vigorous
competition among insurers. However, recent evidence
suggests that, in the current environment, it is difficult for those
purchasing insurance to make fully informed and effective
choices among the many plans offered by insurers. Consumers,
state governments, and the federal government stand to lose
when individuals’ impaired decisions hinder market forces
and limit the role of competition in lowering prices and
improving quality. Estimates from existing research suggest
that these losses are substantial and manifest in the form of
higher health-care costs for consumers and higher government
outlays through greater public support for subsidized access to
health-care coverage.

In this proposal, we recommend a simple set of changes to
the way in which insurance policies are purchased that can
dramatically enhance consumer welfare, create incentives
for innovation in the health insurance market, and lower
government costs associated with providing subsidized
coverage. First, we recommend that the Centers for Medicare
& Medicaid Services (CMS) and state health exchange
operators, which we refer to as the regulator, adopt and
promote a narrower and more-targeted consumer search tool
than is currently used to compare health insurance plans
offered through Medicare or the health insurance exchanges.
Such a tool would be forward-looking and personalized. We
propose a number of design features of such a tool that would
enable consumers to easily compare products in the market
on the key dimensions that are important to them. To the
extent that it helps avoid product obfuscation, we recommend
that the regulator standardize financial elements of insurance
products so that consumers do not need to learn unnecessary
jargon describing the various features of health insurance
plans or to perform complex calculations. On product

dimensions where differences across insurers are essential for
creating discernible plans, such as the network of providers
offered, the regulator should develop and clearly present
metrics for consumers to actually assess the value of those
product attributes. While this recommendation seems simple
and straightforward, it is still not effectively implemented
in most insurance exchanges so selecting an insurance plan
remains a complex endeavor.

Second, we propose a set of more proactive—or smart
default—policies designed to improve the allocation of
insurance plans when the regulator has substantial confidence
that a consumer is enrolled in a poor plan match. These smart
default policies rely on (i) consumer-specific information and
(ii) a trustworthy underlying model of when choice mistakes
are especially large in magnitude. Under our proposal, when
the regulator has enough information to do so, it can default
or opt consumers enrolled in existing plans into different
existing plans during open enrollment, when it is clear that
such a switch presents a clear and substantial increase in
value. Specifically, a default is the plan that an individual is
automatically enrolled in should she take no action to switch
plans. But the individual can switch to a different plan—for
example, a plan in which she was previously enrolled—by
making an active choice. We define and discuss the threshold
for what constitutes a clear and substantial increase in value
according to (i) the expected financial benefit, (ii) the worst-
case financial outcome from the switch, and (iii) the condition
that provider continuity is maintained for the consumer. We
discuss the potential for this policy to enhance both the value
that consumers obtain from the market, and the public sector
savings resulting from consumers switching into cheaper
plans that require fewer outlays or subsidies. We also discuss
the trade-offs inherent in more-aggressive choice architecture
policies like smart defaults.

While some of the policies we recommend should be
implemented in all insurance exchanges, the more-aggressive
choice architecture policies we suggest may be appropriate only
for select exchanges with specific characteristics. We close with
a discussion of when the weaker choice policies we propose
(targeted information provision and recommendations) are
preferable to the stronger policies (smart defaults).
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Chapter 2. Challenge and Evidence:

Consumer Choice in Health

There is a large existing literature documenting choice errors
that, first, are costly to consumers, exchange operators, and
taxpayers; and, second, could be addressed by the kind of
personalized decision support we propose. Summaries of

Insurance

discuss some of these studies to provide a sense of the types
of mistakes consumers make and the corresponding financial
implications. These papersarerelevantboth to the personalized
recommendation policies described in this section and to the

the most relevant papers are presented in table 1. We now  smart default policies described in the next section.

TABLE 1.

Literature on Health Insurance Choices

Studies of Consumer Choice in Health Insurance Markets

Study

Market

Key Results

Handel (2013)

Large-employer

Investigates inertia in health plan choice, and shows that in the large employer
setting studied, consumers leave approximately $2,000 on the table due to inertia,
on average. Many consumers remain in dominated plans, where they lose a
substantial amount of money for sure in inertial choice environments. Handel finds
that, if consumer inertia is reduced, adverse selection would likely increase in a
marketplace with no insurer risk-adjustment transfers.

Bhargava, Loewenstein,
and Sydnor (2015)

Large-employer

Studies employees who actively choose from 48 plans with a lot of flexibility to build
their own plan on financial dimensions. Employees frequently choose dominated
options, resulting in an average excess spending of 42 percent of annual premium.
Choices do not improve over time. Lab intervention ties results to fundamental lack
of understanding of insurance products.

Handel and Kolstad (2015)

Large-employer

Studies role of limited information in plan choice by investigating consumer choice
between plans at large-employer using claims, choice, and survey data related to
consumer information about plan options. Consumers lack information about plan
provider networks, financial characteristics, and hassle costs that can cause them
to leave thousands of dollars on table in choice.

Strombom, Buchmueller,
and Feldstein (2002)

Large-employer

Documents evidence of inertia in a large-employer setting, related to
(i) whether choices are active or passive and (ii) whether consumers have active
ongoing medical care (which makes them less likely to switch).

Abaluck and Gruber (2013)

Medicare Part D

Documents money left on table in Medicare Part D prescription drug plan choices
over time. There is limited consumer learning; consumer forgone savings increase
over time, in large part because of changes to plan designs over time combined
with consumer inertia.
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Studies of Consumer Choice in Health Insurance Markets (continued)

Study

Market

Key Results

Abaluck and Gruber (2011)

Medicare Part D

Documents money left on table in Medicare Part D prescription drug plan choices.
Elders place higher weight on premiums than on other financial characteristics, and
place very little weight on aspects of plans that reduce financial risk. Consumers
would have been 27 percent better off if all chose rationally, and market remained
as observed.

Ho, Hogan, and Scott Morton
(2015)

Medicare Part D

Documents money left on table both in active choices and from inertia in Medicare
Part D market in New Jersey. Studies supply-side responses to consumer inertia,
and shows that reducing inertia could have substantial impact on competition,
and markedly reduce premiums, leading to both increased consumer welfare and
government savings.

Kling et al. (2012)

Medicare Part D

Studies elders making Medicare Part D plan choices. Performs information
intervention where elders are given targeted information about which plans might be
best for them. Increases switching rate for elders, and improves their plan choices.

Ericson (2014)

Medicare Part D

Documents persistence in consumer choice in Medicare Part D market, and pricing
patterns consistent with “invest then harvest” pricing where insurers take advantage
of consumer inertia in pricing.

Heiss, McFadden, and Winter
(2010)

Medicare Part D

Provides evidence on choice in Medicare Part D, documenting consumer attitudes
and money left on table in initial, active Medicare Part D choices.

Ketcham et al. (2012)

Medicare Part D

Studies specific behavior of Medicare Part D enrollees over time in 2006 and 2007.
Within sample, evidence that people made substantially better choices in 2007 than
2006, indicating consumer learning about product value over time.

Ketcham, Lucarelli, and
Powers (2015)

Medicare Part D

Shows that 50 percent of consumers were not enrolled in their 2006 drug plans
by 2010, and that switchers gained better plan value. Having more choices is
correlated with increased switching rates, implying choice overload may not be a
problem on the margin in Medicare Part D.

Polyakova (2014)

Medicare Part D

Investigates switching costs and inertia in the Medicare Part D market, showing that
switching costs are large and have important implications for the plans consumers
are enrolled in.

Marton, Yelowitz, and Talbert
(2015)

Medicaid Managed

Care

Studies a policy where Medicaid enrollees in Kentucky were automatically enrolled
in one of three managed-care plans and given 90 days to opt out. Some enrollees
were defaulted into plans with their primary care physicians, and others were

not (likely a poor option for them). 30 percent of all enrollees remain in matches
without their primary care provider over a long time horizon, exhibiting evidence of
substantial inertia in presence of default options.

Ericson and Starc (2013)

Massachusetts
Exchange

Studies change in Massachusetts where exchange plans were required to
standardize many financial dimensions of insurance products. Consumer valuation
of certain attributes change, in manner that conforms more closely to rational
valuation model.

Fang, Keane, and Silverman
(2008)

Medigap

Studies choice in Medigap, with key result that consumers with limited cognitive
ability may make poor choices, leading to adoption by the healthiest individuals (so-
called advantageous selection).

The Hamilton Project ¢ Brookings
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In a large-employer insurance context, Handel and Kolstad
(2015) document limited consumer information about plan
options and the implications of that limited information for
insurance purchase value. We link individual-level data on the
insurance plan options available to them, the insurance plan
actually chosen, and detailed medical claims. The study shows
that consumers lack information on a range of important
choice dimensions of the primary insurance options, including
(i) financial characteristics (e.g., deductibles, coinsurance, out-
of-pocket maximums), (ii) provider networks, and (iii) their
own financial medical expenditure risks. Consumers in the
bottom half of the population in terms of information about
plan choices are willing to overpay $2,792 on average for more-
generous insurance coverage, relative to identical consumers
who are in the top quartile in terms of plan information. That
is, low-information consumers are making systematically
different choices that are costly even though when they actually
enroll in the plan their experience would likely be similar to
those who understand the choice environment better.

Bhargava, Loewenstein, and Sydnor (2015) present another
clear example of the difficulties consumers have in making
insurance decisions, also in a large-employer context. The
authors study employee insurance choices at a firm that
implemented a “build-your-own” insurance plan system,
where employees could choose from 48 possible insurance plan
designs. Notably, of these 48 options, many are dominated:
regardless of the final level of realized medical expenditures,
certain plans could never deliver greater financial value than
other specific plan options. The authors document that many
employees choose dominated plan options, and in the process
overpay by an average of 42 percent of premiums for their
medical care for the year (an overpayment on the order of
magnitude of $1,000).

A range of studies document consumers leaving meaningful
amounts of money on the table in the context of Medicare
Part D, a prescription drug insurance program for the elderly
that enrolled 37 million people in the United States in 2014.
Medicare Part D has been a notorious example of a difficult
product market for consumer choice; consumers across
regions within the United States choose from a menu of thirty
to forty plans, on average.

Abaluck and Gruber (2011) and Abaluck and Gruber (2014)
document choice inconsistencies among the elderly, where an
inconsistency represents money left on the table in the choice
process. One nice feature of Medicare Part D is that, because
it pertains only to prescription drugs for the elderly, it is easier
to predict drug utilization/risk for the upcoming year for any
given consumer than in a general health market. The authors
find that, on average, consumers spend $300 to $400 more
than what they would have spent in their cost-minimizing

8 Getting the Most from Marketplaces: Smart Policies on Health Insurance Choice

option, and that this gap is not diminished after accounting for
heterogeneous consumer risks and consumer risk aversion. In
their 2011 paper Abaluck and Gruber conclude that consumers
lose 27 percent of the total cost of their medical care on
average from these choice inconsistencies; the 2014 paper
supports their earlier results. One key finding in both papers
is that consumers overweight plan premiums, which are more
salient, relative to underlying plan financial characteristics
such as deductibles and copayment rates. Taking these findings
one step farther, Kling et al. (2012) conduct an information
provision campaign to seniors choosing Medicare Part D
plans. They find that information provision does encourage
seniors to switch to and select more-valuable plans for
themselves, but that the number of consumers who remain
in plans with much lower value than possible is still quite
high. Importantly, the information provision in this study
does not capture key components of insurance choice such as
network and risk, one potential driver for the large remaining
consumer group making suboptimal decisions.

Taken together, this literature points to clear choice errors
that are both prevalent and costly even in environments where
consumers make active choices. Providing personalized
support to consumers
improves their choices. However, even effective personalized
recommendation tools may not be enough to encourage active
choice over time in the market—a necessary condition to
realize the benefits of competition for consumers—if inertia
is important and the market environment evolves over time,
as is expected in the ACA exchanges. Instead, smart default
policies may have the potential to be much more powerful
for inactive consumers already in the market, who may not
reevaluate their plan options each year.

recommendations and decision

Indeed, there is a large literature demonstrating that inertia
plays an important role in reducing consumer choice
effectiveness in health insurance markets. Handel (2013)
finds that employees are willing to leave an average of $2,032
on the table in an environment where the plans from which
consumers can choose changes quickly in the market from
one year to the next. The study also documents a range of cases
where consumers enroll in dominated insurance plan options
(where they lose approximately $1,000 relative to another
option in the best case scenario) and that new employees
make substantially better choices than employees from prior
years as the market evolves over time. In the Medicare Part
D setting, several studies (Abaluck and Gruber 2014; Ericson
2014; Ho, Hogan, and Scott Morton 2015; Polyakova 2014) all
document inertia and/or switching costs. Taken in sum, these
papers illustrate that consumers lose a substantial amount of
money from inertia above and beyond the money they leave
on the table from active decisions, discussed earlier.



BOX 1.

Success of Smart Defaults in 401(K)

The movement toward default-based policies for retirement investment decisions (e.g., 401(k)) is an encouraging bellwether
for bringing smart defaults to health insurance. Similar to insurance choice, prior empirical evidence from 401(k) elections
and investments clearly pointed to large and meaningful consumer choices errors: people underinvest in general and
also make suboptimal decisions about types of investments to make. Defaulting people into retirement savings levels, for
example, at the full match rate of an employer, has proven to be a very effective way to enhance saving (see, e.g., Madrian
and Shea 2001). Despite this, a major barrier to implementing a default policy was the difficulty in identifying individual
preferences for risk and investment types: How can you default people into a savings plan without knowing their savings
goals or how much risk they would like in their portfolio?

The advent of retirement age-targeted mixes of stocks and bonds, however, made feasible a default policy that was personal
to that individual (based on age and retirement goals). Thus, in the domain of 401(k) choices, demographic information
on age, income, and expected retirement date, coupled with a financial model of life-cycle consumption, allowed for smart

default policies that have led to substantial improvements in consumer savings and lifetime welfare.

In a different setting—Medicaid in Kentucky—Marton,
Yelowitz, and Talbert (2015) study a recent change whereby
consumers were automatically enrolled in one of three
managed care plans and given 90 days to opt out of those
plans. Some enrollees were defaulted into plans with their
primary care physicians, and other were not, indicating
that that default was likely quite a poor option for them.
The authors find that 30 percent of all enrollees remain in
matches without their primary care provider over a long
time horizon, exhibiting evidence of substantial inertia in the
presence of default options. This suggests that default options,
if well chosen, have the opportunity to substantially impact
consumer enrollment and the value that consumers derive
from insurance exchanges.

Though theliterature has not been able to assess the impact that
better consumer decisions would have on changing insurance
product offerings in the market, the economic theory suggests
that such effective consumer decision making is crucial for
ensuring that the best possible products are offered in the
market. Moreover, in establishing the goals for any policy or
set of policies to facilitate consumer choice of health insurance

products, there is an important distinction between the status
quo of insurance options available on existing exchanges and
new plan offerings and prices that might become available as
insurers dynamically respond to consumer behavior and the
entry of new exchanges. Smart policies can have an impact and
generate social value in both cases. These are lofty goals given
along history of a lack of transparency, consumers’ inability to
make optimal decisions and, once they choose a plan, facing a
series of “gotchas” in the form of unexpected costs if they need
care. Insurers, on the other hand, have responded mainly by
trying to lower cost and quality and avoid sick consumers. This
combination has generated the kind of zero-sum competition
that has characterized the U.S. health insurance market, and,
some argue, U.S. health care as a whole (see e.g., Porter and
Teisberg 2006). We are, however, optimistic that the United
States is at a turning point due to the regulatory backbone
created by the ACA—in particular the individual mandate
and prohibition on pricing based on preexisting conditions—
as well as the introduction of exchanges. Nevertheless, without
smart policies to facilitate consumer choice, it will be difficult
to see the welfare gains that innovation and competition have
generated in other settings.

The Hamilton Project ¢ Brookings 9



Chapter 3. The Proposal:

Personalized Decision Support and Smart Defaults

efore expanding on the proposal in depth, we note that

there are multiple goals for enhanced decision support

that reflect the existing insurance options available as
well as the broader set of plans that could be offered. The first
goal of personalized decision support should be to enhance
consumer welfare given the set of available insurance options
on exchanges as they stand today. At a simple level, this
requires moving consumers toward choices that best reflect
their underlying preferences over health-care access, insurance
product quality, and financial risk protection. Second,
personalization and targeted recommendations will enhance
competition among insurance plan offerings in order to lower
prices and improve quality of the existing product offerings.

The two key features of our proposal require the CMS and
state health exchange operators (i.e., the regulator) to:

1. Adopt and promote a narrow and more-targeted consumer
search tool based on algorithms that assess consumers’
projected needs and how they might experience each plan, and

2. Create an opt-out system of health insurance plan selection,
where the regulator switches a consumer from a poorly
matched to a well-matched plan during the open enrollment
period, but only if the regulator is highly confident that the
consumer would be made better off and if the consumer
can easily switch back to the previous plan.

The core of our proposal is an extension to the requirement
in the ACA that some form of consumer search tool must be
provided by any ACA exchange.'

We propose CMS and the state exchanges use the authority
in the ACA to develop more-precise and more-surgical
decision support tools that take into account individual-
specific characteristics, potential future health-care costs, and
the underlying value of insurance resulting from expected
financial outcomes, risk protection, and available in-network
medical providers and services.

Given the paucity of such tools today, both in public
exchanges and in longer-running private exchanges, there is
a role for regulatory interventions to more carefully define the
underlying elements of decision support. Specifically, decision
support should (i) allow a specific individual to understand

10  Getting the Most from Marketplaces: Smart Policies on Health Insurance Choice

how much she can expect to spend in total for each plan, (ii)
understand plan generosity that protects her from risk, and
(iii) understand in a succinct and comparable way the quality
of the network of physicians and hospitals in each plan.

Before we turn to the specific details, we note that in order to
accomplish any goal of enhancing consumer decision making,
creating smart defaults, or lowering the public budget cost of
subsidies for health insurance, the necessary data infrastructure
must exist to collect information about plans’ benefit design
and coverage of health-care networks, consumers” health needs,
their preferences for providers, and so forth. (We refer the reader
to box 2 for a discussion of the requisite data infrastructure
components under different scenarios.) To support the necessary
data infrastructure, we believe there is an important role for CMS
and the state exchanges because comprehensive data collection
is a public good—the social value of contribution is greater than
the private value to each insurer who might contribute data. For
example, there is evidence that insurers have strong reasons to
obfuscate particular plan details, such as the cost of covering
different types of illness or drugs, and the doctors or the hospitals
that are in and out of network. To address the possibility of this
kind of obfuscation, CMS and the state exchanges should strive
to promote a robust and centralized data collection policy,
and then integrate those data into their preferred method for
improving consumer choices in the market. There are many
ways, however, to assemble the data using both public sector and
private sector resources. Therefore, we do not propose a specific
type of data infrastructure but rather discuss the kinds of data
that can support our proposal. Importantly, this discussion
highlights that new data collection efforts are not prerequisites
to developing either decision support or smart defaults, given the
data and resources available today.

Next we describe several current distinct examples of exchange
data infrastructures. Given what is currently seen in practice,
and what seems reasonably possible in some environments, we
discuss our policy proposals in the context of the following
dimensions of data scale and depth:

o Standardized descriptions of benefit design and coverage.
The first, and potentially simplest, of our proposed data
collection strategies is that all participating insurers
provide detailed information on the plans they offer
using a standardized, machine readable file format. Today



BOX 2.

Enabling Next Generation Exchanges with Data Infrastructure

In this paper, we focus on choice policies in the context of what data environments are possible. In some cases, an
exchange may not have the legal authority, stakeholder buy-in, or technological infrastructure to implement a detailed
and comprehensive data collection and dissemination program. In some cases, such data collection is possible but not
yet implemented, and in others such policies and data are already in place. We do not provide a general discussion of the
different legal, political, and technological obstacles to a robust centralized exchange data collection platform, though we
do discuss some related issues in the questions and concerns section at the end of the paper. For the policies discussed in
this proposal, the crucial facts to keep in mind are that right now we see many different kinds of exchange data collection
structures in practice, and that the effectiveness of the policies that we discuss depends on the scale and depth of those data.

most insurance companies provide a SERFF (System for
Electronic Rate and Form Filing) file format description of
their benefits. This is available for all insurers participating
in HealthCare.gov and, in many cases, state exchanges.
Throughout this proposal, we assume that such data are
available and usable by the regulator, and potentially by
third parties, as a backbone for plan recommendations and
smart defaults.

Up-to-date information on hospital network inclusion
and benefits. The associated hospital and physician network
an insurer develops is a key element that differentiates plans.
In fact, network formation is one of the key dimensions
under the ACA where insurers can create value relative to
other insurers. Despite this, it remains a major challenge
to access up-to-date information on coverage, even in
more-mature private insurance markets such as Medicare
Advantage. As innovation by insurers increasingly moves
toward narrow networks, any ability of enrollees to make
an informed choice or a regulator to provide a smart default
will require understanding of (i) network breadth and (ii) an
easily searchable and up-to-date database of plan providers.
To date, insurers have been reticent to provide detail in a
standardized format and, in most cases, require potential
enrollees to access an insurer-provided lookup tool in order
to assess coverage. Such fragmentation with little ability to
assess accuracy is not and will not be sufficient to support
next-generation exchanges, such as those we propose.
Therefore, there is room for a regulatory approach to make
these data available, given the public good nature of the
problem. Throughout this proposal, we discuss a range of
data environments, including those where such rich provider
network level data are available and those where they are not.

Individual-Specific Health Information. The policies we
discuss will have different levels of effectiveness depending
on the level of centralized, individual-specific health
information that can be accessed by the regulator and/
or third-party recommendation engines. We discuss our
choice policies as a function of the different broad types

of data that are seen in practice or may be reasonable to
implement, including these:

o Basic Individual Demographic Information. The data
structure with the least detail we consider is one where
basic demographics, such as age, gender, and income
(e.g., from subsidy calculator), are known, but little else
is known. Recommendations and smart default policies
can still be quite useful in these environments, especially
when used in conjunction with large nationally
representative claims databases such as the Medical
Expenditure Panel Survey (MEPS). That said, limiting
the extent of individual-specific information at the time
of purchase makes policies relatively less effective.

o User-Provided Health Information. Many current
environments allow wusers to input some health
information, including past expenses, indicators of
certain medical conditions, or general preferences
related to provider networks. This information can
provide important signals of appropriate plan choices.

o Limited Administrative Health Information. In
certain cases, exchanges or employers are able to
centralize limited administrative health information
without collecting detailed individual-level claims data.
These data provide individual-specific indicators of past
health conditions or spending, but not highly detailed
data of past health incidents.

o All-Payer Claims Database. An all-payer claims
database (APCD) incorporates medical claims at the
individual level from all insurers participating in a
given exchange. We take this to be the gold standard
for data given the policies we discuss. These data can be
used at the individual level to either recommend plans
or implement smart defaults in a highly targeted way for
each individual at the time of plan choice. Integrating
such data in a centralized way, such that it can be used
for the policies we discuss, is certainly possible; such use
also faces legal and political difficulties in some settings,
however.

The Hamilton Project ¢ Brookings 11



Many current exchanges have fairly limited individual-specific
data: it is crucial to note that the policies we discuss can still be
implemented by effectively harnessing alternative data sources
and relying on predictive and matching models. This emphasis
is particularly relevant given the upcoming Supreme Court
decision in Gobeille v. Liberty Mutual Insurance Co. (2015)
which may limit the ability of APCD operators to subpoena
data from private insurers. Were that ruling to go the way of
the insurance carriers, it would still be feasible to implement
all of the proposed policies here.

Though not the primary focus of this article, we believe that
a comprehensive, national regulatory standard that makes
clear what data must be reported and provides a uniform
format to report those data should be developed for state-
based exchanges and other government-regulated insurance
markets. This standard should strive to provide as much data
depth as legally and politically feasible in order to facilitate
basic research, as well as the implementation of choice policies
by regulators and third-party companies, whose work will be
critical to realizing the value of the underlying data.

PERSONALIZED INFORMATION PROVISION AND
RECOMMENDATIONS

We now describe what we view as the key elements of
personalized information provision in turn, including

o Individualized plan cost calculator for hospital and
physician services,

o Individualized plan cost calculator for prescription drug
coverage,

o Critical aggregate information about the breadth and
quality of the plan hospital and physician provider network,

o Specific information about the overlap between the plan
provider network and an individual’s current providers,
and

« An assessment of plan risk protection in the context of
individual-specific risks and risk preferences.

First, any personalized decision support should allow an
individual to understand how much she can actually expect
to spend in each plan offered to her. This information
should be provided as a total, plan- and individual-specific,
expected out-of-pocket cost number.’ Cost calculators should
incorporate both the cost of potential hospital and physician
services an individual is likely to consume as well as her cost to
take medications under each plan. While these are all covered
health benefits, the data infrastructure often distinguishes
these two elements.

There are many different approaches to computing costs
and integrating personal preferences. The kind of decision
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support we propose relies on algorithms to assess consumers
and understand how they might experience each plan. These
predictive models mirror the kinds of personalized decision
support and product recommendation that have been
developed in online marketplaces beyond health care (e.g.,
Amazon, Netflix). Specifically, an individual, predictive cost
calculator will take information an individual can supply
(e.g., age, gender, zip code, drugs taken). Using these data, the
algorithm will then rely on a large, representative set of data
to produce a prediction for that individual of how much she
can expect to spend in each plan. This prediction is informed
by, potentially, millions of other individuals™ actual medical
experiences and the detailed data on the insurance benefits.
In addition to predicting the average experience, it also allows
for an assessment of “good” and “bad” scenarios, again based
on individuals’ actual experience. That is, a user who enters
only a small amount of information will get as accurate a
prediction as possible of how much she specifically will spend
in each plan on average, were she (i) to stay healthy and were
she (ii) to require substantial medical care.

The goal ofany approach is to yield the kind of information that
is critical to informed consumer choice: a clear understanding
of expected costin each plan offering. Critically, these proposed
cost calculators are (i) forward looking and (ii) personalized.
That is, they take into account future health-care states for a
specific individual. This stands in contrast to some existing
cost calculator tools that either use average enrollees in the
whole population (e.g., the mean of data from the MEPS)
or past years’ claims run through future year benefits (e.g.,
asking about planned events such as surgeries in the next
year). These existing approaches are not without merit, but
both are insufficient to yield the kind of individual choice
that encourages insurers to compete for their business. Other
decision support tools that rely on extensive questionnaires,
notably asking about planned health spending, are unlikely
to recover valuable information (recall that individuals have
difficulty accurately understanding health risks and cost), and
may also exacerbate adverse selection, undermining the value
of competition in the marketplace.

In addition to simply understanding the average experience
an individual can expect in each plan, true decision support
in insurance markets must address the fundamental reason
people purchase insurance: risk protection. As we discussed,
risk aversion is manifested in insurance purchases as an
increase in willingness to pay fixed amounts in premiums to
enhance coverage in case of illness or injury. Decision support
should allow individuals to make that assessment in choosing
an insurance plan by allowing them to understand how well a
plan covers them under different scenarios or health outcomes.
This should include assessments of both in-network and out-
of-network scenarios, alongside information about network
breadth and quality.



This type of personal decision support could take on different
forms. As in the cost calculator case, tools can be developed
that assess different scenarios for individuals as well as
their preferences on a predictive basis. Given sufficient data,
individuals could then understand the risk protective value of
a benefit in totality without having to do a lot of computation
themselves. For example, suppose a Medicare enrollee is
choosing between two Medicare Part D benefit options to
cover her for drug spending. Suppose that for the current
medications she is taking she has precisely the same expected
out-of-pocket cost—the premium plus the cost sharing for
those drugs. Suppose further that one of the plans has a much
more restrictive formulary that does not cover many frequently
prescribed drugs. A risk-averse consumer—and appropriate
decision support for that consumer—would prefer the more
generous formulary based not on the state of the world today,
but rather on the fact that the potential downside is larger (high
variance) in the plan with less coverage for the same price today.
While this kind of thinking adheres to our understanding of
why people buy insurance, this kind of decision support has
rarely been implemented in practice.

Alternatively, some proposed decision support tools allow
individuals to understand different cases of what spending in
each plan might look like. For example, a best-case, medium-
case, and worst-case scenario can be provided for each plan
and an individual can trade that off against the premium for
each. While this has appeal, scenario-based decision support
tools can potentially exacerbate the very choice errors they seek
to alleviate. For example, we already know that people have
difficulties in understanding probabilities, particularly when
assessing low-probability events, and place excessive weight
on premiums relative to future out-of-pocket expenses (e.g.,
Abaluck and Gruber 2011, 2014; Bhargava, Loewenstein, and
Sydnor 2015; Handel and Kolstad 2015). Thus, telling people
worst-case scenarios may well lead to a strong response, even
in cases where such an outcome is highly unlikely. Given
these drawbacks, we support the first approach: relying on
personalized recommendation algorithms akin to those found
in non-health-care marketplaces.

In addition to the tools described above, which focus primarily
on the financial aspect of insurance products, we also propose
a comprehensive tool that will allow individuals to assess the
networks of hospitals and physicians available in the plans
from which they are choosing. Evidence suggests this feature
is an important element of choice in insurance products (e.g.,
Ho 2009). It is also an increasing source of differentiation and
innovation for insurers tackling cost with so-called narrow
network plans. For these kinds of plans to truly generate the
gains hoped for—higher-value health care—consumers must be
able to understand what they are gaining or giving up in moving
from one plan to another. Plans that offer lower cost options
but leave consumers paying out-of-pocket for care because of a

“gotcha” in the network of physicians covered do not constitute
innovation, in our view. For example, a network might include
Hospital A, but some physicians at that hospital are actually out
of network; if they end up treating a patient at the in-network
hospital, the patient might have to pay the doctor out of pocket.
To address this issue, exchanges should offer some form of tool
that will allow individuals (or families) to understand coverage
across plans.

There are two primary approaches to network decision tools,
though they are not mutually exclusive. The first is simply
providing the ability for individuals to sort/screen out plans
based on whether specific doctors, hospitals, or both are
included. The second approach seeks to incorporate a broader
notion of overall network value/coverage into decision support.
The first approach is simpler to implement because it merely
requires a clear data set on networks for each plan offering.

Using the first approach alone, while simpler, can leave
individuals without the ability to clearly trade off cost and
network generosity. For example, suppose a consumer has
visited a specialist once for a minor treatment. She may have little
value in seeing that doctor again but has him on a list of visited
physicians (particularly in cases in which decision support
draws from a provider list generated from previous health-care
claims). Simply eliminating or sorting out plan options not
including that doctor might leave the consumer seeing only a
handful of options without the ability to understand how much
lower premiums would be were she to move to plans without
that doctor in the network. Thus, network evaluation tools that
allow individuals to understand the cost (and risk protective
benefits) for all plans, including those without coverage for
some or all of their hospital and physician preferences, is an
important feature to allow for informed consumer choice.

Tools that extend this approach to account for the value of access
to hospitals or doctors based on the expected utilization and
preferences for an individual can provide value by simplifying
demands placed on consumers. They can eliminate the need to
configure and reconfigure different network combinations to
trade off cost against network but, as above, require sufficient
data infrastructure and analytic capability.

Regardless of the approach, incorporating demonstrations
of individualized risk protective benefits and network or
service quality into decision support is fundamental to a well-
functioning marketplace. Individuals will be better aligned to
plans given the existing set of options. In addition, incorporating
risk into choices is critical to generating a sustainable
marketplace because it pools people who are willing to pay for
additional risk protection or network/service quality with those
who are relatively sick, and therefore value generous coverage
due to expected cost. In the absence of such pooling—for
example, in the case in which people merely choose plans based
on planned surgeries or on past years’ costs, as is the case with
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TABLE 2.

Plan Values in Different Choice Scenarios

Value over Worst Value over Percent Sample Percent of Average Average

Plan* Chosen Plan* Benefiting Sample Losing  Benefit* Loss*
Chosen Plan 25.79% 0.00% 0.00% 0.00% 0.00% 0.00%
Random Plan 20.14% -5.65% 32.30% 51.55% 12.23% -18.62%
Best Possible Plan 35.33% 9.54% 74.79% 0.00% 12.75% 0.00%
Age-Gender Best Plan 29.82% 4.03% 52.45% 25.63% 13.32% -11.54%

* As percent over average annual premium paid.

most decision support today—adverse selection can undermine
both pricing of plans (raising cost for more generous benefits)
and, in the extreme, lead to elimination of plans completely or
lack of entry by innovative, more-generous benefits.

EXAMPLE: APPLICATION OF PERSONALIZED
RECOMMENDATIONS

In order to illustrate the important impact that personalized
recommendations could have in health insurance markets,
we set up a simple consumer choice simulation. Though
intended to be illustrative only, we chose model parameters
such that consumer and health plan characteristics are similar
to those actually seen in practice. The technical details of the
simulation are presented in appendix A.

In our example, we study several illustrative plans similar to
those that could be found for single females between the ages
of 19 and 44 who are on the Covered California insurance
exchange. Our simulation assumes there are six different plan
options available to consumers, characterized by

o Network: Two distinct insurers, each offering a unique
provider network in each financial tier;

« Financial tier: Bronze (60%), Silver (70%), Gold (80%); and
« Premiums: Plan-specific premiums.
The details of each plan are provided in the technical appendix.

We simulate a population of 10,000 19- to 44-year-old females
with the following characteristics that differ in the following
ways:

o Health risk. We use nationally representative data to assess
thelikelihood of different expected health spending amounts
for women in this age range. We also project risk around
those expected expenditures for each population member.

o Risk aversion. We simulate consumer demand for risk
protection using numbers similar to those estimated in the
academic literature.
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« Choice frictions. We model differences in decision-making
quality by simulating consumer misperceptions about plan
value, with variation across individuals similar to those
found in the literature.

o Network value. We simulate heterogeneous valuations for
each of the two provider networks offered.

Given the insurance options available, for each consumer we
use these characteristics to compute the corresponding value
for each plan option in the market.

Table 2 illustrates the amount that consumers could save
via personalized recommendations as a function of different
underlying decision support tools using different data
elements. The top row studies the simulated choices consumers
make, given their characteristics, if they chose on their own
with no personalized decision support. Consumers in this
example lose value equal to 9.5 percent of their mean annual
premium when choosing on their own, relative to their best
possible choice.

The second row studies consumer well-being when she is
randomly allocated to any plan in the market, relative to the
environment where she chose on her own. This very roughly
mimics an environment with substantial consumer confusion,
and is precisely the mechanism used to default low-income
consumers into plans in Medicare Part D. Under random
assignment, consumers are worse off by an average of 5.7
percent (of their mean annual premium) than when choosing
on their own. Relative to choosing on their own, 32.3 percent
of consumers are better off (with an average benefit of 12.2
percent of spending) under random choice, and 51.6 percent
are worse off (with 18.6 percent average loss).

The best possible plan scenario referred to above mimics the
case where (i) the regulator has ideal data, (ii) personalized plan
recommendations are available, and (iii) consumers always act
on those recommendations. In that case, about 75 percent of
consumers are better off than if they chose on their own. If
consumers only sometimes act on these recommendations,



the relative value under recommendations with ideal data will
be somewhere in between the outcomes under the first row
(choice alone) and the third row (best possible outcome).

The fourth row examines a recommendation scenario where
the data are not ideal, and the regulator observes only
individual age and gender. Consumer welfare improves by 4.0
percent of annual premium paid, relative to choice with no
recommendation, less than half of the way to the improvement
that occurs under recommendations with ideal data and
decision support. Under this less-precise recommendation,
52.5 percent of consumers are better off than under choice
alone, but 25.6 percent are worse off if they follow the
recommendation.

The example in table 2 illustrates the potential value and trade-
offs present for targeted personal recommendations under
different data environments. We reexamine the nuances of
our smart default policy in the context of this simulation after
describing our policy proposal.

SMART DEFAULTS AND EXPLICIT NUDGING

The second prong of our proposal recognizes that, as discussed
above, inertia and passive choice architecture can have a large
negative impact on the value consumers derive from insurance
exchanges. Here we move beyond merely enhancing the
ability of individuals to make smarter and more-personalized
choice across insurance plans. Under our smart default policy,
an individual will be defaulted into a plan that is predicted
to best provide low-cost, high-quality care for that individual.
Using the same tools available to allow for personalized
search, exchange operators and regulators will automatically
enroll individuals in the plan that is best predicted to fit their
needs. All enrollees would still have the ability to opt out of
the default and instead choose any of the available plans for
them. This is the so-called libertarian paternalism approach
espoused in the book Nudge (Thaler and Sunstein 2008).

Given the evidence on consumer inertia and its implications
for plan choice, smart default policies could dramatically
improve consumer satisfaction with insurance plans and
reduce government budgets, simply by nudging consumers
toward more-valuable choices when it is clear that those
choices are in fact more valuable. The effectiveness of smart
default policies relies crucially on the regulator having access
to (i) consumer-specific information and (ii) a trustworthy
underlying model of when choosing a poorly aligned plan is
especially costly.

Smart Defaults in Health Insurance

We now describe our smart default policy in greater detail.
Critically, we assume that the models necessary to support
individual insurance choice and understand individual
value in each plan—the tools we describe above—have been
implemented. That is, smart defaults rely on individual

decision support to determine the appropriate default (where
the “smart” comes from). We further assume that the data
necessary to determine how much consumers would value
insurance plans are available, because such data do exist today
(see box 2).*

The design of our smart default model will have three primary
model components:

1. Increase in expected plan value. Consumers’ expected
financial benefit from the new default option, relative to
their current plan, should be greater than some amount
that depends on the confidence the regulator has in its
assessment of insurance plans and consumer heterogeneity.
Regulators will develop and use statistical models of health
risk based on administrative individual-level health risk
data to predict the probabilities of different levels of total
medical spending in the next year. Regulators will combine
this model of health risk with a model of insurance plan
payments (for each plan in the market) to assess the
expected financial benefit from the new default. We present
an example of the approach, in the section “Application of
Smart Defaults.”

2. Minimal extra risk exposure. Consumers’ maximum
financial loss from the new default option, relative to
their current plan, should be less than some amount.
This threshold should depend on income, family status,
and consumer-provided information on risk aversion,
if observed. The regulator will develop the maximum
financial loss statistic based on a careful model of insurance
plan designs.

3. Provider continuity. Consumers’ new default option
should contain all medical providers from which the
consumers have regularly received care over the last two
years. Regular visits would be defined by a regulator and
could be health-condition specific. If key regular providers
are notin network for a candidate default option, consumers
will not be defaulted into that option. In addition, the
regulator will characterize network breadth of a given plan
in general, and not default the consumer into a plan with
substantially lower value for providers in network within a
given radius of that consumer’s zip code.

Figure 1 displays these conditions for a smart default and
specifies the inputs necessary, and conditions required for the
consumer to be defaulted into a different plan option.

Specific regulators can fine-tune their smart default policy to
be more or less aggressive depending on how they weight the
potential gains in value relative to the losses that might occur
through misassignment when implementing smart defaults
manifest in their respective environments. A more aggressive
policy would reduce the expected value threshold, increase the
maximum worst-case risk threshold, and reduce the threshold
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FIGURE 1.

Smart Default Example

Proposed Default Plan

|

Expected financial

Input: Individual-Level Health Information benefit of plan switch
- Modified claims data from insurer greater than $XXX
» Demographic information i Yes
« Consumer inputs about health risk
Primary providers included in
new plan, network has enough
key providers in zip code
l Yes
Input: Consumer Financial Preferences Expected financial
- Consumer inputs EEEE—— benefit of plan switch

« Choices by well-informed, similar consumers

for how narrow the new default plan provider network is. The
regulator could thus implement this policy in a manner that
defaults only, for example, the 1 percent of the sample who
are leaving substantial value on the table into a new plan, or,
for example, 50 percent of consumers who seem to be leaving
some value on the table.

If effectively implemented, these smart defaults not only
ensure that consumers are not leaving substantial value on
the table in their insurance choices, but also allow them to
actively return to a previous plan or choose from the full
menu of options. That is, for active consumers full choice
agency is maintained but for passive consumers major errors
are avoided and, in most cases, such consumers are aligned
with an optimal or near-optimal plan. This directly links to (i)
improved consumer welfare, (ii) reduced government subsidies
to insurers, and (iii) potentially increased insurer competition,
feeding back into lower premiums and higher product quality.
Ho, Hogan, and Scott Morton (2015) illustrate this in the
context of Medicare Part D: in their analysis, when consumer
inertia is fully removed (e.g., by a fully effective smart default
policy) insurer premiums are reduced substantially, leading to
$550 million in government savings in their market over three
years, and providing each consumer with an average $563
benefit. While that analysis does not investigate changes to
product quality or regulatory capture—the ability of firms to
influence the design of smart defaults—it does nicely illustrate
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the potential gains from more-fluid consumer choices in
insurance exchanges.

In cases where the federal government is subsidizing enrollee
cost-sharing or premiums, we argue that there is both an
opportunity and a clear rationale to take decision support one
step farther. In many cases, choice errors are not dramatically
impacting those individuals enrolling in insurance because
cost sharing is partially or fully covered by subsidies. Instead,
much of the burden falls on federal government budgets.
Just considering the Medicare Part D market alone, a simple
version of this policy was predicted to generate savings of $5
billion a year in the low-income subsidy (LIS) market, where
nearly the full burden of poor choice is borne by the federal
government (Zhang et al. 2014). We discuss this in more detail
in box 3.

EXAMPLE: APPLICATION OF SMART DEFAULTS

Inorderto clarify the formandinherenttrade-offs ofa potential
smart default policy, we return to the simulated environment
studied at the end of the section “Example: Application of
Personalized Recommendations”; this simulation is described
in detail in the technical appendix. See those sections for
detailed information on the microfoundations underpinning
this simulated market and the consumers in that market.



BOX 3.

Medicare Part D: A Case Study in Smart Defaults and Government Spending

Medicare Part D provides a unique case study that underscores the potential fiscal impact of a smart default-based policy. In fact,
we would argue for Medicare Part D as a natural initial context in which to implement such a policy.

Because Medicare Part D covers only drugs, consumer choice tools (e.g., at Medicare.gov) provide a far greater degree of
personalization and prediction than in other settings (e.g., at HealthCare.gov) without substantial modeling and investment.
While there remain some shortcomings such as incorporation of consumers’ risk exposure and risk aversion of consumers, a
default based on current drugs taken would fit our definition of a smart default. Zhangetal. (2014) study the impact a reassignment
policy would have in the Medicare Part D LIS population. In effect, such a policy assumes complete compliance with the default
approach. While this is likely to overestimate the impact of a nudge, given the high estimated switching costs in health insurance,
the fact that the target is based on the expected cost and the substantial impact of defaults in other settings, this is a reasonable
assessment of the potential for a smart default policy for Medicare Part D.

Enrollees with sufficiently low income pay only a small share of the premium and out-of-pocket cost for drugs when enrolling
in Medicare Part D. The LIS component of the program is large: of the $60 billion spent on Medicare Part D, approximately 75
percent was for LIS-eligible enrollees (CBO 2014). The high cost stems in part from the number of people who are eligible for the
subsidy. However, a major contributor is the fact that LIS enrollee out-of-pocket costs are almost entirely paid for by the federal
government for nearly any Part D plan they choose. (There are exceptions for very-high-cost plans but these are rarely selected.)
Furthermore, in assigning individuals who qualify for LIS to plans, the regulatory approach taken is random assignment to
any plan whose premium is sufficiently low (i.e., meets the benchmark CMS sets annually). The majority of plans meet this
benchmark in most CMS regions (states or groups of states that define a market for Part D). Therefore, the policy approach
today is to randomly allocate individuals across Part D plans with widely varying levels of coverage for different drugs, both
with respect to out-of-pocket cost exposure, and with respect to formulary and review requirement for drugs. This has some
impact on the enrollees themselves, through higher cost and utilization review, but the majority of the impact falls on the federal
government, which pays the out-of-pocket cost component. In other words, from a financial perspective, enrollees are largely
indifferent and have little incentive to switch based on the drugs they take, but there is substantial difference in cost between
plans for the Medicare program.

Zhang et al. (2014) estimate that, using data from the 2009 enrollment year, moving from a random assignment of individuals
to plans to assigning them to the plan with the lowest expected cost based on the drugs taken by that individual in 2008 would
generate savings of $5 billion annually for the program. The average savings per enrollee would be $738 per year. These savings
would accrue to both the individual enrollees and the federal government, though due to the generous subsidy the majority of the
value ($710 per enrollee) would be accrued to the government. In addition to the financial impact, if individuals were reassigned,
Zhang et al. (2014) estimate they would see a 45 percent reduction in the share of their drugs that require utilization review. That
is, people who are already taking specific drugs are being assigned (randomly) to plans that limit coverage—or at least create
barriers in the form of review—for those very drugs.

This case underscores the potential value to a smart default policy for both the enrollees and, particularly in this case, government
fiscal burden. The current policy that is predicated at least in part on not wanting to interfere with consumer autonomy, or to pick
“winners” among health plans, has led to individuals being randomly allocated to plans that differ substantially in how well they
match their actual needs. Given available tools—in this case a simple drug cost calculator already provided through Medicare.
gov—an individual’s match to a plan can be computed with a great degree of accuracy prior to assignment. While the estimated
impact of total reassignment may be higher than the actual impact of a smart default with opt-out by consumers, the results
underscore the potential benefits the policy might have for enrollees in terms of reduced costs, hassle, and review requirements.
Furthermore, if a policy were to merely default the individual into the plan predicted to have the lowest out-of-pocket cost,
individuals’ abilities to switch to a plan that they preferred for other reasons would be maintained. Beyond the benefits that might
accrue to such a policy given the existing set of plans and prices, a smart default policy would have the added effect of enhancing
competition in benefit design and potentially moving the marketplace toward offering plans that provide greater overall value
rather than targeting consumers who overemphasize the premium. Because insurers have to offer the same benefit structures to
LIS and non-LIS enrollees, the reliance on smart defaults would have spillover effects on the broader population. With a smart
default policy, insurers would have strong incentives to offer plans that both reduce premiums and provide coverage that is more
generous overall. Rather than relying on consumers’ focus on premium alone by lowering premiums and raising out-of-pocket
cost sharing, plans would win business by providing more-comprehensive coverage for a lower cost.
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