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FOR IMMEDIATE RELEASE
April 27, 2017

New Analysis Shows Potentially Significant Health
Care Premium Increases and Drops in Coverage If
Federal Policies Change

« California’s premiums could rise by 28 to 49 percent in 2018, and up to
340,000 consumers could lose individual market coverage if changes are
made to existing federal policies.

» The potential rate increase would mean billions of dollars in additional
federal spending. The 1.2 million consumers who do not receive subsidies
would bear the entire brunt ofthese increases.

» The potential decrease of 340,000 insured consumers would not only
represent many individuals losing access to potentially life-saving care, but
it would result in a sicker risk mix in the individual market and higher
premiums for everyone.

SACRAMENTO, Calif. — A new analysis shows the dramatic consequences facing
Californians if federal policies are changed from the current structure and there is no
longer direct federal funding of cost-sharing reduction (CSR) reimbursements and the
individual shared responsibility payment is not enforced when a consumer chooses not
to purchase coverage.

The analysis found that Covered California health plan premiums could rise up to 49
percent if two key elements that have been in place for the past four years are changed:
Cost-sharing reduction reimbursements are no longer directly funded as
reimbursements to carriers, and the shared individual responsibility payment is not
enforced.

(more)



“California and the majority of markets across the nation are stable and working right
now, but the possibility of changing the rules of the industry is threatening to upend
markets and put consumers at risk,” said Peter V. Lee, executive director of Covered
California. “This specter of uncertainty could lead to dramatically higher rates, but there
is still time to take the concrete steps necessary to keep the marketplaces stable and
preserve coverage for millions of people.”

The analysis, commissioned by Covered California and conducted by
PricewaterhouseCoopers (PwC), also found that without CSR reimbursements and
enforcement of the individual responsibility payment (sometimes called the individual
mandate or individual penalty), up to 340,000 Californians would drop from coverage in
the individual market in 2018.

“Failure to support cost-sharing reduction subsidies results in significant increases in
premiums, in particular for unsubsidized Silver plans. Fewer people would participate
with these higher premiums, which would lead to a drop in coverage in the unsubsidized
market,” said Sandra Hunt, principal at PwC.

“Our analysis also highlights the critical importance of enforcing the individual mandate,”
continued Hunt. “If federal policy were to change and the individual mandate were not
enforced, not only would premiums rise significantly, but up to 340,000 could lose health
coverage.”

In addition, a previous analysis conducted by Covered California found that due to a
requirement for carriers to build cost-sharing reduction payments into premiums,
discontinuing funding directly to carriers would result in increased federal spending.
Costs would rise by more than $4 billion in 2018 alone, and tens of billions of dollars
would be added to the federal budget over 10 years.

“Because of the interplay between rising premiums and premium subsidies, the federal
government would end up paying tens of billions of additional dollars if they do not fund
the cost-sharing reduction subsidies,” said Lee. “There is no logic to not funding cost-
sharing reductions. They achieve two important goals: They help low-income
consumers afford health care, and they allow the federal government to spend less.”

Lee urged the federal government to provide clarity on these issues as soon as
possible, since health plans are finalizing rates that need to be locked down by June 15,
2017.

“Stopping the funding of CSR reimbursements, or even leaving the payments up in the
air, would mean carriers would raise their prices to account for the uncertainty —
costing the federal government billions in higher subsidy payments,” Lee said. “Even
more important is the enforcement of the penalty, which boosts enroliment, builds a
healthier pool of consumers and lowers premiums for everyone.”

(more)
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The high potential rate increases would lead to hundreds of thousands of subsidized
individuals deciding to go without insurance. For those who decide to keep their
coverage, they would likely face relatively little impact, since their federal subsidies
would also increase. The 1.2 million Californians on the individual market who do not
receive subsidies, both in Covered California and off exchange, would pay the full cost
of any premium increases.

The full analysis can be found here: http://hbex.coveredca.com/data-
research/library/CoveredCA Impact to CA ind market 4-27-17%20(1).pdf.

"While Californians face significant uncertainty, in many other parts of the nation the
premium increases would be far larger, and it is possible that many areas would have
no health plan offering coverage in the individual market,” Lee said. "The cost of
inaction or indecision is high and consumers, particularly those who do not get any
financial help, will end up bearing the cost.”

About Covered California

Covered California is the state’s health insurance marketplace, where Californians can
find affordable, high-quality insurance from top insurance companies. Covered
California is the only place where individuals who qualify can get financial assistance on
a sliding scale to reduce premium costs. Consumers can then compare health
insurance plans and choose the plan that works best for their health needs and budget.
Depending on their income, some consumers may qualify for the low-cost or no-cost
Medi-Cal program.

Covered California is an independent part of the state government whose job is to make
the health insurance marketplace work for California’s consumers. It is overseen by a
five-member board appointed by the governor and the legislature. For more information
about Covered California, please visit www.CoveredCA.com.

H#
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Effect on Premiums, Enrollment and Coverage in 2018

This analysis was prepared by John Bertko, chief actuary for Covered California and Sandra Hunt,
principal for PricewaterhouseCoopers for Covered California’s ongoing planning and to inform policy
making in California and nationally.
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Analysis of Impact to California’s Individual Market If Federal Policy Changes Are Implemented

Summary

» Urgent clarity is needed on federal policies related to the enforcement of the individual
mandate and the funding for financial assistance to consumers in the form of cost-
sharing reductions (CSR). Health plans must set their rates for 2018 by June 2017 and
these potential changes in existing federal policies have significant impacts.

* Under current trends, assuming continued direct federal funding of cost-sharing
reductions and enforcement of the individual mandate, enroliment in California’s market
for individual coverage is projected to stay strong and stable in 2018, maintaining or
even decreasing the historically low rate of uninsured achieved over the past four years.

» Failure to directly fund cost-sharing reductions and enforce the mandate could result in
an estimated premium rate increase of 42 percent on average in California for 2018, and
as high as 49 percent for enrollees in Silver plans, with over 1.2 million on and off the
exchange receiving no federal subsidy to soften the impact of the large increase.

+ Failure to enforce the penalty for not having health insurance could result in total
premium increases of more than 28 percent, and up to 350,000 consumers who would
otherwise get coverage likely going uninsured in 2018.

Analyzing Impacts of Changes to Federal Policies on 2018 Premiums, Enroliment,
and Coverage

Millions Affected by Uncertainty: There is great uncertainty about the federal policies that have
been in place for the past four years and are critical to the stability of the nation’s health care
markets. Health plans across the country are making business decisions for 2018 that will affect
the coverage of approximately 19 million Americans who get their insurance through these non-
group markets.1California has about 2.4 million individuals in this market, with 1.3 million getting
their insurance through Covered California and 1.1 million purchasing directly from insurers “off
exchange.”2

To assist health plans in developing initial premiums and to help policy makers understand the
potential outcomes of changing federal policies without clearly articulating the approach for
ongoing enforcement of the penalty, Covered California commissioned
PricewaterhouseCoopers (PwC) to develop initial 2018 enrollment, premium and coverage
estimates for California’s individual market for the following scenarios:

1. Base estimate assuming no federal policy changes;
2. No direct federal funding for CSRs and non-enforcement of the individual mandate; and
3. Continued direct federal funding for CSRs but non-enforcement of the individual mandate.

Urgent Need for Clear Policy: Covered California health insurance carriers are actively
developing their 2018 rate submissions and will submit preliminary proposals on May 1. Across
the nation, carriers are also submitting initial premiums and in most cases those rates must be
totally finalized by June. Carriers will ultimately propose rates that each believes are sufficient to
cover the anticipated medical cost trend and changes to the risk mix of those they are covering:

1 https://aspe.hhs.gov/svstem/files/pdf/208306/OffMarketplaceSubsidyeligible.pdf and
https://www.cms.gov/Newsroom/MediaReleaseDatabase/Fact-sheets/2017-Fact-Sheet-items/2017-03-15.html

2 Using the most recent publicly available administrative data (December 2015), we estimate that 800,000 off-exchange consumers
are in Affordable Care Act-compliant plans and the remaining 300,000 are enrolled in grandfathered plans that are not available
for purchase.
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Analysis of Impact to California’s Individual Market If Federal Policy Changes Are Implemented

With a worse risk mix, the health plan will need to increase premiums. The scenarios that follow
illustrate the importance of the individual mandate and of continued direct funding of CSRs to
ensure a healthy risk mix for carriers and to keep premiums low.

All Individual Market Consumers Are Affected: All consumers in the individual market will be
affected by these decisions. Many consumers in the market receive premium tax credits under
the Patient Protection and Affordable Care Act that are based on their income. To a large
extent, these credits will adapt to provide some financial relief from these increases. Those
credits, however, phase out as income increases and are not available to consumers making
more than 400 percent of the federal poverty level (about $48,000 annual income for an
individual in 2018). Still, increases in tax credits due to premium increases will also result in
unnecessary increased federal spending because the higher premiums will directly result in
higher tax credits. The 1.1 million Californians in the non-group market who do not receive
federal tax credits to help make their coverage more affordable must bear the full amount of any
annual rate increase. They will be more negatively affected.

While this analysis assesses potential changes to premiums, enroliment and the number of
uninsured, the broader implications of significant increases in the number of the uninsured are
beyond the scope of this research (such as personal bankruptcies, the health care impacts of
uninsured individuals not getting needed care and increases in uncompensated care by
hospitals).

Summary of Potential Impacts3

The following are descriptions of each scenario’s assumptions and modeling results, which are
summarized in Table 1 below.

Scenario One: Covered California Base Estimate

California currently has a stable and actively competitive market of roughly 2.4 million
consumers in the individual market. The state has seen an average three-year premium trend of
approximately 7 percent since 2014. Under the base estimate for 2018, the premium rate
increase is anticipated to be 9 percent, which reflects an increase in medical costs of 7 percent,
based on current national averages, plus an additional one-time 2 percent increase reflecting
the expiration of the health insurer tax “holiday.”4 Premium increases will naturally vary by issuer
depending on their enrollee risk mix, their medical trend and related experience.

Based on the past four years’ experience and the base premium increase, PwC projects stable
enroliment both on- and off-Covered California. Enroliment in the individual market is projected
to be about 2.4 million at the end of 2018, with about half receiving subsidies and the other half
benefiting from the competitive market forces, but not directly receiving a subsidy. This estimate
assumes no major changes in federal policy or funding, and is based on Covered California’s
“medium” 2018 projection of 1.3 million enrollees, informed by four years of enrollment, renewal
and sign-ups during both the open-enroliment and special-enrollment periods. Given the natural

3 All estimates are presented as rounded point estimates: there is considerable uncertainty about various drivers in the premium
and take-up modeling, so these estimates should be taken as the mid-point in a range of possible impacts identified in the course
of the modeling.

4 The health insurer tax (“Health Insurance Providers Fee”) is scheduled to total $14.3 billion nationally in 2018. It is allocated
based on each insurer's share of aggregate net premiums (among other factors), and is estimated by the CBO to increase
premiums by 2 to 2.5 percent. See summary from Internal Revenue Service at
https://www.irs.qov/businesses/corporations/affordable-care-act-provision-9010. See also the Congressional Budget Office and
Joint Committee on Taxation discussion on page 17 of “Private Health Insurance Premiums and Federal Policy” (February 2016):
httpsV/www.cbo.qov/sites/default/files/l 14th-conqress-2015-2016/reports/51130-Health Insurance Premiums.pdf.
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substantial movement of consumers into and out of the individual market — with consumers
leaving to get job-based or other coverage and joining the market as they lose other coverage
— and maintaining the “same” total enrollment still reflects large new enrollment through the
year. Under the base estimate, across the open-enrollment and special-enroliment periods,
approximately 600,000 Californians would newly enroll in coverage through Covered California
in 2018 as a result of extensive marketing and outreach efforts.

One key factor in developing the base estimate is California’s relative success at expanding
coverage and reducing the uninsured, both through Covered California and the expansion of the
state’s Medicaid program (“Medi-Cal”). As of fall 2016, the uninsured rate in California had fallen
to a historic low of 7.1 percent. The “eligible uninsured” rate, however, is only about 3.6 percent
when those not eligible for subsidized coverage are excluded.5This means the opportunity for
dramatic expansions in coverage is limited.

Scenario Two: No Direct Cost-Sharing Reduction Funding and Non-Enforcement of
the Individual Mandate

In the event that CSRs are not directly funded and the penalty for not purchasing
affordable coverage is not enforced, the number of Californians with insurance coverage
in the individual market would fall from 2.4 million to 2.07 million, or a drop of around 14
percent, leading to an estimated increase in the uninsured of approximately 330,000. For
Californians receiving help purchasing coverage with a federal premium tax credit
through Covered California, enroliment in 2018 would fall by approximately 260,000, or
22 percent compared to the base estimate. For Californians who do not receive a
subsidy, enrollment would fall by approximately 70,000 individuals. Under this scenario,
premiums would rise by an estimated 30 percent over the base premium assumption of 9
percent, for a total potential premium increase of 42 percent. Covered California and PwC
project potential premium increases of 17.5 percent due to adverse selection associated
with non-enforcement of the individual mandate.6

Additionally, because health plans must provide enhanced benefits of cost-sharing
reduction subsidies to low-income consumers enrolled in Silver plan by law, if the CSR
payment are not funded by the federal government, health plans would be forced to raise
premiums on Silver-tier consumers to cover the value of the richer coverage consumers
receive with CSR. We estimate that the Silver premiums would need to increase by 16.6
percent to account for the loss of CSR funding.7 On average, across all enrollees in all
metal tiers, the loss of CSR funding would represent an additional 11 percent premium
increase required for health plans to fund CSR absent direct federal funding.

5 Based on Covered California's analysis of the American Communities Survey 2015 data on the source of coverage for
Californians, and estimates of eligibility for coverage among the uninsured by CalSIM and the Kaiser Family Foundation:
http:/kff.org/health-reform/issue-brief/estimates-of-eligibilitv-for-aca-coverage-among-the-uninsured-in-2016/
http://laborcenter.berkelev.edu/pdf/2016/Preliminarv-CalSIM-20-Regional-Remaining-Uninsured-2017.pdf.

6 Using Congressional Budget Office estimate of the impact on non-enforcement of the mandate in 2018, from “Cost Estimate of
the American Health Care Act” (March 13, 2017), on page three: https://www.cbo.qov/svstem/files/115th-congress-2017-
2018/costestimate/americanhealth careact.pdf.

7 For impacts of not funding CSRs, see Yin and Domurat (2017):
http://www.coveredca.com/news/pdfs/CoveredCA Consequences of Terminating CSR.pdf and technical appendix at
http://www.coveredca.com/news/pdfs/Appendix-Consequences of Terminating CSR.pdf
Note that the Yin and Domurat analysis assumed that health plans loaded the entire cost of funding the CSRs on the Silver Tier
plans, for an increase of 16.6 percent to Silver plans and no change to Bronze, Gold or Platinum. Based on Silver tier's share of
total enroliment, PwC and Covered California use an estimated premium impact of 11 percent after averaging across all tiers.
However, as noted in Yin and Domurat, the impact to consumers will vary depending on whether the value of CSR premium
impact is concentrated only on Silver tier or spread across all metal tiers evenly.
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Taken together, compounding the existing medical trend and health insurance tax
impacts from Scenario 1 with the combination of non-enforcement of the individual
mandate and the loss of CSR funding would increase premiums in 2018 by an average of
42 percent, with Silver enrollees facing a total premium increase of roughly 49 percent,
while non-silver enrollees would face increases of roughly 28 percent. The premium
increase caused by these policy changes would result in a worse risk mix and higher
premiums for those not receiving subsidies as healthier, lower-risk consumers are “priced
out” of coverage. See “Related Research” for analysis of the impact of requiring health
plans to pay for CSR by raising premiums and the likely significant increases in federal
spending.

Scenario Three: Non-Enforcement of the Individual Mandate

In the event that the federal penalty for not purchasing affordable coverage is not
enforced, the number of Californians with insurance coverage in the individual market
would fall from 2.4 million to approximately 2.06 million, a 14 percent drop, leading to an
increase in the uninsured of approximately 340,000. For Californians receiving help
purchasing coverage with a federal premium tax credit through Covered California,
enroliment in 2018 would fall approximately 280,000, or 24 percent, compared to the
base estimate. For Californians who do not receive a subsidy, enrollment would fall by
approximately 60,000 individuals.

Covered California and PwC project potential premium increases of 28 percent, with an
increase of 17.5 percent over the Covered California base premium estimate due to adverse
selection associated with non-enforcement of the individual mandate. Similar to Scenario Two,
this would result in a worse risk mix and higher premiums for those not receiving subsidies, as
healthier, lower-risk consumers drop coverage.

COVERED CALIFORNIA | April 27, 2017
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Table 1. Summary of Potential 2018 Premium and Enrollment in California Based on Key

Federal Policies

Scenario 1: Scenario 2: Scenario 3:
Covered No CSR Non-
California Funding, Non-  Enforcement
Base Estimate = Enforcement of the
of the Individual
Individual Mandate
Mandate
Estimated Premium Increase for 2018 9% 42%* 28%
Change From Base Estimate 30% 17.5%
Projected Enroliment
On Exchange (Covered California) 1,300,000 1,020,000 1,000,000
Exchange Subsidized 1,170,000 910,000 890,000
Exchange Unsubsidized 130,000 110,000 110,000
Off Exchange 1,100,000 1,050,000 1,060,000
California Total Enrollment 2,400,000 2,070,000 2,060,000
Projected Enrollment, by Subsidy Status
Total Subsidized 1,170,000 910,000 890,000
Total Unsubsidized 1,230,000 1,160,000 1,170,000
California Total Enrollment 2,400,000 2,070,000 2,060,000

* Premium increase for 2018 for Silver enrollees estimated to be 49 percent total under
Scenario 2, or 40 percent higher than base estimate.

Notes:

1.

2
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The values in the table above include rounded ‘mid-point” of potential enrollment impact.
See the technical appendix for more details.

Covered California base estimate is the average effectuated enrollment for 2018. At the
close of the open-enrollment period for 2017, the total exchange population is 1.4 million.

The total population of consumers with unsubsidized coverage includes those enrolling
both through Covered California and ‘off exchange.” Roughly 10 percent of exchange
enrollment is unsubsidized. Off-exchange enrollment primarily means those enrolled in
Covered California mirrored products, which reflect the prices negotiated by Covered
California and have identical benefit designs, provider networks and other features.

The figures here reflect changes in coverage: decreases in coverage that are very likely to
mean individuals become uninsured. Some may maintain insurance from other sources,
such as COBRA. The scenarios analyzed suggest that failing to enforce the mandate, or
failure to fund financial help for consumers in the form of CSRs, would lead fo an increase
in the uninsured. This could lead the ranks of the uninsured (yet eligible for coverage) to
grow by 25 percent or more in California in 2018 alone (based on Covered California’s
estimate of approximately 1.2 million uninsured yet eligible for coverage).
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Similar or Worse Impacts Are Likely in Markets Across the Nation

The modeling results summarized here focus on California’s individual insurance market, but
similar or worse results should be expected nationwide. Because health care is local, the
magnitude of the impacts in other states is likely to vary significantly, but the directional effects
should be consistent with the analysis for California.

Basic dynamics are the same across the country: The subsidy structure for premium tax credits,
cost-sharing reductions, and the rules relating to health plan ratings are spelled out in federal
law and are the same across the nation. Thus, it is reasonable to expect impacts in other states
that are directionally similar to the analysis about California provided here.

California has a stable market— impacts could be more severe in other states: California has
established a robust and competitive insurance market, with a three-year average rate increase
from 2014 to 2017 of about 7 percent. It is likely that in most other states the impacts would be
far more significant — with larger premium increases that would drive even more substantial
reductions in the number of people covered by insurance.

For example, California has robust competition, with 11 health plans competing across the state
as of 2017 and 92 percent of consumers having the choice of at least three carriers. Two out of
three consumers in California have more than five carriers on their local market, and no
consumer has fewer than two carriers to choose from. This is not the reality in many other
health care markets, where over 30 percent of counties in the U.S. have only one carrier
available.8 In those areas, the potential implication of near-term federal policy decisions is not
just one of changes in premiums and enrollment, but the danger that if the single carrier leaves,
there could be broad areas of the country with no carriers participating in the individual market.

A critical ingredient of success for California is the intensity of the marketing and outreach used
to promote enroliment, and the steps taken to improve consumer choice that drives value in
health coverage (such as the use of patient-centered benefit designs). The intensity of
marketing and outreach varies widely for other state marketplaces and for those states whose
exchanges are run by the federal government (known as “federally facilitated marketplaces”).

Differences in these aspects of marketplace implementation have created variation around the
nation in the mix of health plans’ participation in marketplaces and the health status of those
who are enrolled in coverage. These variations in turn would impact the magnitude of premium
increases observed under these same federal policy scenarios.

Related Research

The premium and enroliment estimates above build on and complement recent Covered
California analyses of the potential premium, enrollment, coverage and federal budget impacts
of key policy decisions which are highlighted below.

1. Funding for Cost-Sharing Reductions — Health plans are required by federal law to
offer CSRs. Analyses developed by Covered California, and updated on April 26, show
that not only will federal spending on premium tax credits increase if CSRs are not funded,
but consumers purchasing unsubsidized coverage would be less likely to enroll or
maintain coverage due to the significant premium increases that would be required to fund

See http://www.vox.com/science-and-health/2016/10/26/1340761Q/obamacare-counties-one-insurer and
http://healthaffairs.org/bloq/2017/03/30/aca-round-up-bill-would-allow-use-of-tax-credits-for-off-marketplace-plans-and-more/
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CSRs absent federal funding.9 In particular, the analyses find that not directly funding
CSRs would cost the federal government $4 billion more in 2018 due to the increased tax
credit spending that far exceeds the reduction in direct CSR payments. The estimated
increased cost over 10 years is $80 billion.

2. Enforcement of the Individual Mandate — This element of the current law helps ensure
a healthy pool of consumers and lower premiums, particularly for those who do not receive
subsidies. Without enforcement of the penalty, the Congressional Budget Office (CBO)
and the Joint Committee on Taxation (JCT) estimate that average premiums in 2018 and
2019 would be 15 to 20 percent higher than they would be otherwise.10ICovered California
commissioned an analysis by PwC in 2016 to quantify the enrollment impact of non-
enforcement of the individual mandate.

3. Establishing Stability Funding for 2018 and 2019 — The American Health Care Act
(AHCA) recognized the need to help stabilize the health insurance market, mitigate rate
increases and encourage enrollment. An estimate by Covered California showed that a
$15 billion appropriation, if used for reinsurance, would reduce 2018 premiums by 12 to 18
percent depending on the market, but the cost to the federal government would be less
than $4 billion because the funds would lead to a reduction in tax credit payments. i

9 http://hbex.coveredca.com/data-research/library/Federal Budget Impact of Not Funding CSRs-04-14-17 Final .pdf
and http://www.coveredca.com/news/pdfs/CoveredCA Consequences of Terminating CSR.pdf

0 httpsV/iwww.cbo.qov/svstem/files/I 15th-congress-2017-2018/costestimate/americanhealthcareact.pdf

1 http://hbex.coveredca.com/data-research/librarv/RiskStabilization-FederalSpendingimpact-04-14-17-Final.pdf
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TECHNICAL APPENDIX

This appendix summarizes the assumptions and enroliment outputs from modeling in two
scenarios (Scenarios 2 and 3) of federal policy related to the individual market for 2018.

Scenario 2: No Direct CSR Funding and Non-Enforcement of the Individual Mandate

Impact

Premiums
+ 42
percent

Enroliment
On
Exchange:
(265K to
300K)
decrease

Assumptions

+7% base net premium increase

+2% increase from Health Insurance Fee

+11 % increase from not funding CSR
credits

+17.5% increase from non-enforcement
of Individual mandate

(270K to 300K) decrease in subsidized
individuals from individual mandate

(15K to 20K) decrease in unsubsidized
individuals from individual mandate

+20K increase in subsidized individuals
from CSR credits

(1K) decrease in unsubsidized individuals
from CSR credits

On Exchange: Projected 2017 Enrollment

On Exchange: Enroliment Decrease

On Exchange: Projected 2017 Scenario Enroliment

Enrollment
Off
Exchange:
(45K to
55K)
decrease

(40K to 50K) decrease in unsubsidized
individuals from individual mandate

(6K) decrease in unsubsidized individuals
from CSR credits

Total Enrollment Decrease (On and Off Exchange)

Additional Rationale/Notes

Assuming average Coverage California
premium growth 2014-17 for following years

One-time effect in 2018 only

Premium increase due to CSR elimination is
anticipated to be 16.6% for Silver and 0% for
all other tiers, resulting in an estimated 11%
increase on average.

Approximately 50% of individuals choose
Silver CSR plans, and 65% overall choose
Silver plans.

CBO estimates 15 to 20% (mid-point: 17.5%)
increase in premiums due to rollback/non-
enforcement of individual mandate penalty
Approximately 50% of the enrollees in the
individual market are eligible for CSR credits,
and are likely to be affected by both the
individual mandate and CSR credit repeals.

CalSIM/PwC analysis presented at May
2016 board meeting

Based on elasticity estimates for
unsubsidized population due to a 17.5%
increase in premiums

Per Covered CA/UCLA analysis, payors will
make up reduction in CSR largely through
premium increases, raising the levels of
Advanced Premium Tac Credits (APTC)
across all plans

On Exchange: Projected 2017 Enrollment
On Exchange: Enrollment Decrease

On Exchange: Projected 2017 Scenario
Enroliment

Based on elasticity estimates for
unsubsidized population due to a 17.5%
increase in premiums

Increase in premiums will lead to a moderate
decrease in Individuals off exchange

(310K to 355K)



Scenario 3: Non-Enforcement of the Individual Mandate Only

Impact

Premiums
+28% increase in
premiums

Enrollment On-Exchange:

(285K to 320K) decrease

Assumptions

+7% baseline net
premium increase

+2% increase from
Health Insurance Fee

+17.5% increase from
non-enforcement of
individual mandate

(270K to 300K)
Subsidized impact

+7% baseline net
premium increase

On Exchange: Projected 2017 Enroliment

On Exchange: Enroliment Decrease

On Exchange: Projected 2017 Scenario Enroliment

Enrollment Off-Exchange:

(40K to 50K) decrease

(40K to 50K) from repeal

of mandate

Total Enroliment Decrease (On and Off Exchange)

COVERED CALIFORNIA | April 27, 2017

Additional Rationale/Notes

Assuming average Covered California
premium growth 2014-17 for following
years

One-time effect in 2018 only

CBO estimates 15% to 20% (mid-point:
17.5%) increase in premiums due to
rollback/non-enforcement of individual
mandate penalty

CalSIM/PwC analysis presented at May
2016 board meeting

Assuming average Covered California
premium growth 2014-17 for following
years

1.29M

(285K to 320K)
(22% to 25%)

0.97M to 1.00M

Based on elasticity estimates for
unsubsidized population due to a 17.5%
increase in premiums

(325K to 370K)



Potential Impact to the Federal Budget of Not Directly Funding
Cost-Sharing Reduction Subsidies

Updated April 26, 2017

Under current law, qualified health plans are required to offer cost-sharing reduction
(CSR) subsidies to eligible individuals. Removing direct federal funding — received by
carriers for the past three years and budgeted for 2017 — without changing the
requirement that health plans in exchanges must offer the CSR Silver-variant plans
would have significant negative effects on the federal budget. This projection details the
rationale and potential size of those impacts.

Several analysts (including the Office of the Assistant Secretary for Planning and
Evaluation) have concluded that the 2018 premium for Silver plans would need to be
raised to ensure that premiums adequately cover the cost of coverage for the richer
benefits required by the Patient Protection and Affordable Care Act for lower-income
enrollees.1

Since the direct federal funding of subsidies is linked to the cost of the second-lowest
Silver plan, if Silver premiums must be increased by 15 to 20 percent to cover the cost
of CSRs, then the Advanced Premium Tax Credit (APTC) will rise by comparable
amounts.2A recent study conducted by the Kaiser Family Foundation estimated there
would be a 19 percent increase in premiums across all states due to the loss of direct
federal support for CSRs. An analysis of the impact on California found a similar result
(16.6 percent increase), concluding that, compared to the status quo (with direct federal
funding of CSR), federal spending on health subsidies would increase by approximately
30 percent if CSRs were defunded.3

Currently the funding for CSRs is budgeted into the "baseline” federal spending for
health insurance subsidies, which also includes federal spending on APTC. The
analysis in Table 1 below applies Yin and Domurat’s (2017) estimates that APTC
outlays would increase by 30 percent if CSRs were defunded to the Congressional
Budget Office’s 10-year (2018-2027) estimates of APTC and CSR outlays in order to
project the budgetary effects of ending CSR funding.45

The additional costs of not directly funding CSRs would amount to approximately $851
billion.6 Based on this projection, in the absence of direct CSR funding, the 10-year
outlays to the federal government would amount to $931 billion, representing an
increase in total federal spending of $80 billion, or $4 to $10 billion per year over the 10-
year period.7

1https:/aspe. f emd ﬁscd d
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Potential Impact to the Federal Budget of Not Directly Funding Cost-Sharing Reduction
Subsidies

TABLE 1 -
PROJECTED FEDERAL SPENDING IMPACTS IF COST
SHARE REDUCTIONS (CSR) ARE DEFUNDED

$inbilliors)
Total
2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2018-
2027
CBO's January 2017
baseline
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If CSR Defunded -
using Yin and
Domurat (2017)

analysis

APTC outiays ad

reverLe redudions ® 733 8 D % ® 1B 106 108 1M 931
R 0 0 0 0 0 0 0 0 0 0 0

Difference in Federal

Outlays Between
CBO Baseline and
CSR Defunded

4 6 8 8 8 8 9 9 10 10 80

This analysis was prepared by Covered California for its ongoing planning and to inform policy
making in California and nationally. The analysis relies on research commissioned from
independent economists at the University of California, Los Angeles. For more information,
contact iohn.bertko@covered.ca.gov.
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coveRee - News Release

Media line: (916) 206-7777 Email: media@covered.ca.gov

FOR IMMEDIATE RELEASE
April 14, 2017

Options to Stabilize the Individual Market Can
Reduce Federal Spending and Lower Premiums

Analysis Shows Failure to Fund Cost-Sharing Reduction Subsidies
Would Raise Rates and Cost the Federal Government at Least $47
Billion Over the Next 10 Years

«  Without direct federal funding of cost-sharing reduction (CSR) payments,
premiums would rise 15-20 percent, leading to higher federal premium
subsidy payments.

« Due to a requirement for carriers to build these payments into premiums,
federal spending would increase by more than $47 billion over 10 years,
while non-subsidized individuals would also face far higher premiums.

« Providing a temporary risk stabilization fund for 2018 and 2019 of $15 billion
peryear would promote carrier participation, lower premiums by 15 percent
and only incur federal spending of $3-5 billion per year due to decreased
subsidy spending.

SACRAMENTO, Calif. — Covered California on Friday shared with the Congressional
Budget Office (CBO) an analysis that shows that a decision not to provide ongoing
direct federal funding for cost-sharing reductions would have immediate and dramatic
effects on rates, federal spending and the viability of exchanges across the nation.

“The impact of not providing direct federal funding of cost-sharing reductions is
enormous, and not only puts the viability of the individual market in many states in peril,
but would be a bad deal for the federal budget — costing more than $47 billion over the
next 10 years,” said Peter V. Lee, executive director of Covered California.

(more)
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“Without the direct federal support for cost-sharing reductions, some health plans will
leave the individual market entirely, and those who stay will raise rates significantly,”
Lee said. “While the market in California is likely to be relatively stable, for other states
there is grave uncertainty. But what is certain is that not funding cost-sharing reductions
would actually cost the federal government billions more because of the interplay
between rising premiums and subsidies.”

Covered California’s analysis was conducted by Covered California Actuary John

Bertko with assistance from UCLA economist Wes Yin. The analysis shows that the
federal government would see increased costs of more than $47 billion over the next
decade if funding for cost-sharing reductions were discontinued. The $47 billion is the
net cost to the federal government after accounting for the $135 billion in savings from
defunding funding CSRs. It reflects the difference between premium costs over 10 years
of $788 billion if no CSRs are provided vs. $606 billion if CSRs remain in place.

Cost-sharing reductions are provided to help lower the cost of accessing health care for
consumers with incomes below 250 percent of the federal poverty level for Silver Tier
plans. The funding is provided directly to health insurers. If federal support for the
program is discontinued, health plans would still be required to lower those costs at
point of care, but they would take steps to make up for the lost funding by increasing
premiums across the individual market.

“Without the direct funding of cost-sharing reductions, we estimate that health plans
would increase premiums by 15 to 20 percent, which in turn would increase federal
spending on premium subsidies by 30 percent,” Bertko said.

The communication to the Congressional Budget Office also included analysis showing
that spending $15 billion to stabilize insurance markets now, in the form of reinsurance,
would reduce premiums and thus reduce federal premium subsidies, meaning a net
cost to the federal government of just $3-5 billion per year.

“Providing $15 billion in risk stabilization funding in the form of reinsurance would not
only stabilize markets by keeping plans in markets they would otherwise exit, it would
mean lower rates for all consumers in the individual market,” Lee said. “The impact of
temporary risk stabilization funding would be to lower premiums in 2018 by about 15
percent. The actual cost in federal spending would be far lower than the benefit
because of the reduced subsidy payments.”

“While the political debate continues over the future of health care in America, the
sensible step in the short term — for both consumers and the federal budget — is to

directly fund the cost-sharing reductions as complements to the tax subsidies and to
provide funding to stabilize markets.”

Lee said that exchanges now have five years of operational experience, so they have
unique insights into the interplay between rates and federal costs.

(more)
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Covered California and other state exchanges will soon enter into rate negotiations for
2018. “Health plans need far more certainty than they have today to determine whether
to participate and how to set their prices for 2018,” said Lee. “The window for action is
closing, and if plans do not have a clear path forward by June of this year, next year
could be a bad year for consumers and the federal budget.”

The analysis was shared in a letter sent Friday to Keith Hall, director of the
Congressional Budget Office.

“We’re sharing this analysis with the CBO today and urging them to take an in-depth
look at the way curtailing federal spending around the ACA in some areas could actually
cost the federal government more,” Lee said. “It's important for federal policy makers to
understand the impact of short-term decisions, even as they weigh longer-term change.”

About Covered California

Covered California is the state’s health insurance marketplace, where Californians can
find affordable, high-quality insurance from top insurance companies. Covered
California is the only place where individuals who qualify can get financial assistance on
a sliding scale to reduce premium costs. Consumers can then compare health
insurance plans and choose the plan that works best for their health needs and budget.
Depending on their income, some consumers may qualify for the low-cost or no-cost
Medi-Cal program.

Covered California is an independent part of the state government whose job is to make
the health insurance marketplace work for California’s consumers. It is overseen by a
five-member board appointed by the governor and the legislature. For more information
about Covered California, please visit www.CoveredCA.com.
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Potential Impact to the Federal Budget of Not Directly Funding
Cost-Sharing Reduction Subsidies

Updated April 26, 2017

Under current law, qualified health plans are required to offer cost-sharing reduction
(CSR) subsidies to eligible individuals. Removing direct federal funding — received by
carriers for the past three years and budgeted for 2017 — without changing the
requirement that health plans in exchanges must offer the CSR Silver-variant plans
would have significant negative effects on the federal budget. This projection details the
rationale and potential size of those impacts.

Several analysts (including the Office of the Assistant Secretary for Planning and
Evaluation) have concluded that the 2018 premium for Silver plans would need to be
raised to ensure that premiums adequately cover the cost of coverage for the richer
benefits required by the Patient Protection and Affordable Care Act for lower-income
enrollees.1

Since the direct federal funding of subsidies is linked to the cost of the second-lowest
Silver plan, if Silver premiums must be increased by 15 to 20 percent to cover the cost
of CSRs, then the Advanced Premium Tax Credit (APTC) will rise by comparable
amounts.2A recent study conducted by the Kaiser Family Foundation estimated there
would be a 19 percent increase in premiums across all states due to the loss of direct
federal support for CSRs. An analysis of the impact on California found a similar result
(16.6 percent increase), concluding that, compared to the status quo (with direct federal
funding of CSR), federal spending on health subsidies would increase by approximately
30 percent if CSRs were defunded.3

Currently the funding for CSRs is budgeted into the "baseline” federal spending for
health insurance subsidies, which also includes federal spending on APTC. The
analysis in Table 1 below applies Yin and Domurat’s (2017) estimates that APTC
outlays would increase by 30 percent if CSRs were defunded to the Congressional
Budget Office’s 10-year (2018-2027) estimates of APTC and CSR outlays in order to
project the budgetary effects of ending CSR funding.45

The additional costs of not directly funding CSRs would amount to approximately $851
billion.6 Based on this projection, in the absence of direct CSR funding, the 10-year
outlays to the federal government would amount to $931 billion, representing an
increase in total federal spending of $80 billion, or $4 to $10 billion per year over the 10-
year period.7
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Potential Impact to the Federal Budget of Not Directly Funding Cost-Sharing Reduction
Subsidies

TABLE 1 -
PROJECTED FEDERAL SPENDING IMPACTS IF COST
SHARE REDUCTIONS (CSR) ARE DEFUNDED
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This analysis was prepared by Covered California for its ongoing planning and to inform policy
making in California and nationally. The analysis relies on research commissioned from
independent economists at the University of California, Los Angeles. For more information,
contact iohn.bertko@covered.ca.gov.

esﬁmai] prermiuminareases would cause spending on tax aredits to go by 23% (conpared to the 30% inarease fourd béee
Yna’d zh-ref dawn aut over the 10yeer wndONrmjted inatota addtiond fwadwﬁnadm of $31 bllion
hitp:/kff.orghedthreformiissue-briefithe-effeds-o-ending the-affordable-care-adts-cost: onpayrents/.

8Se Qudtaid, Reriumtax aredit line in Tade 2 rttpstWNdng)v/st&s’da‘ajt/ﬁles/rmmngcbta/51%-2017-O1 -
hedﬂ’lrsrarmpd‘

April 26, 2017 Page 2



COVERED
CALIFORNIA

April 14, 2017

Keith Hall

Director, Congressional Budget Office
D St. SW & 2rd St SW

Washington D.C., 20515

Director Hall,

As a follow-up to our recent letter on the budget impact of not funding Cost-Sharing Reduction
(CSR) subsidies, Covered California would like to provide two additional analyses for your
consideration. Attached please find:

* Potential Impact to the Federal Budget of Not Directly Funding Cost Sharing
Reduction Subsidies. This analysis expands on our previous research, and examines the
nationwide impact to the federal budget in the event that CSR subsidies are not funded
directly. As a result of defunding CSRs, health plans would implement rate increases to pay
for the CSR subsidies, which would increase federal spending for Advanced Premium Tax
Credits (APTC). Our analysis finds that total federal spending would increase by
approximately $47 billion to $80 billion in a ten-year period because the increased APTC
spending would far exceed the cost of funding CSRs directly.

* Supporting Risk Stabilization and Potential Positive Impact on Reducing Federal
Spending for Advanced Premium Tax Credits by Funding Reinsurance. This analysis
examines the potential impact of funding a $15 billion Stability Fund for 2018 and 2019 as
introduced in the American Health Care Act. Our analysis shows that such a fund, if used to
operate a national reinsurance program, would reduce 2018 premiums by about 15 percent
for 2018. In addition, the cost to the federal government would be less than $5 billion, as the
fund would lead to a reduction of APTC payments.

Thank you for your consideration. If you have any questions, feel free to reach out to me at (916)
228-8699 or my staff.

Peter V. Lee
Executive Director

cc: Jessica Banthin, Deputy Assistant Director, Congressional Budget Office
Attachments:
Supporting Risk Stabilization and Potential Positive Impact on Reducing Federal Spending for Advanced Premium

Tax Credits by Funding Reinsurance: April 14, 2017
Potential Impact to the Federal Budget of Not Directly Funding Cost Sharing Reduction Subsidies: April 14, 2017

COVERED CALIFORNIA" 1601 EXPOSITION BOULEVARD, SACRAMENTO, CA 95815 WWW.COVEREDCA.COM

BOARD MEMBERS Diana S. Dooley, Chair  Paul Fearer Genoveva Islas Marty Morgenstern ~ Art Torres EXEC. DIRECTOR PeterV. Lee



Media line: (916) 206-7777 Email: media@covered.ca.gov

FOR IMMEDIATE RELEASE
March 20, 2017

Covered California Releases Regional Analysis of
Support Provided to Consumers Under the Affordable
Care Act Compared to Changes Proposed in the
American Health Care Act

« Analysis shows lower-income Californians, particularly those who are older and
live in high-cost areas, would be negatively impacted by the proposed changes.

» Updated analysis using Congressional Budget Office findings and historic trends
finds that premiums are likely to be 15to 20 percent higher under the American
Health Care Act.

* Underthe American Health Care Act, many Californians would need to spend
more than a quarter oftheirincome on health insurance premiums.

SACRAMENTO, Calif. — Covered California released a new analysis on Monday that
goes into greater detail regarding how consumers could be impacted by the changes in
financial assistance proposed under the American Health Care Act (AHCA).

The latest figures take into account the recent Congressional Budget Office (CBO)
analysis and detail how consumers would be affected in all 19 of California’s rating
regions for non-group coverage.

"We have made great progress in reducing California’s uninsured rate to a historic low
of 7.1 percent,” said Covered California Executive Director Peter V. Lee. "The main
reasons for that are that the financial assistance currently available helps many afford
coverage, and for those not receiving subsidies we have kept premium increases to
historically low levels. The current AHCA proposal would dramatically reduce financial
assistance for most Californians while increasing costs for those who do not get help.”

The CBO examined the AHCA and determined that health insurance premiums would
be 15 to 20 percent higher in 2018 and 2019 than they would have been under

(more)



existing law. The amount of tax credits under the proposed legislation would be 60
percent of what is provided under the current law.

The result would be that some older Californians, particularly those who are lower-
income and live in higher-cost areas, would see large increases in their costs, requiring
them to spend a significant amount — or even their entire income — to maintain their
health insurance coverage.

"The proposed changes to the subsidy structure would put coverage out of reach of
many,” Lee said.

The examples below compare the financial help that consumers would receive in 2020
based on the current Patient Protection and Affordable Care Act (ACA) subsidies —
which consider a consumer’s age, income, family size and where they live — to the
proposed age-based-only subsidies of the AHCA.

For example, under the age-based subsidy structure, consumers purchasing the
second-lowest-cost Silver plan would fare very differently depending on their income
and where they live:

« In Sacramento under the ACA, a 27-year-old earning $17,000 would pay 3.7
percent of her income toward health insurance premiums ($622 per year or $52
per month). By contrast, under the AHCA that individual would be asked to spend
nearly 25 percent of her income on her health insurance premium, paying $4,036
per year or $336 per month.

« In Kern County, a 62-year-old earning $30,000 a year would pay 8.3 percent of
his income toward health insurance premiums ($2,494 per year or $208 per
month under the ACA). If the AHCA were in effect, he would be asked to allocate
more than 30 percent of his income to health insurance, paying $9,182 a year or
$765 per month.

« Finally, in Monterey County, a 62-year-old earning $17,000 would receive
support under the ACA to limit her premium to 3.7 percent of her income ($622
per year or $52 per month). Yet under the AHCA, this consumer would have to
spend 100 percent of her income on her premium and would still fall short of
what it would take to purchase a plan that costs $17,873 per year, or $1,489 per
month.

Covered California provided data for consumers aged 27, 40 and 62 years old who earn
$17,000; $30,000; or $75,000 per year in each of California’s 19 rating regions. The
premium projections estimated premiums and tax credits in 2020 under both the AHCA
and ACA, using Covered California’s trend of a 7 percent average rate change during its
first three years of operation to establish a "baseline” of what ACA coverage would cost.

(more)
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Lee says the AHCA does address some of the gaps in our current health care system,
such as providing needed financial assistance to those above 400 percent of the federal
poverty level.

"The proposal addresses the real challenges for some Californians on the ‘cliff,” of being
at 400 percent of the federal poverty level. However, the proposal does not take into
account what people earn or the cost of where they live. As a result, many of the most
vulnerable Californians will be priced out of coverage under the proposed system,” Lee
said. "The likely result is a smaller and less healthy risk pool, which would mean higher
premiums for everyone in the individual market.”

The data for all scenarios, in each of Covered California’s rating regions, can be found
here: http://coveredca.com/news/pdfs/AHCA ACA comparison chart.pdf.

Now that open enrollment has ended, Covered California is focused on its special-
enrollment period. Consumers are eligible to sign up now if they experience changes in
their life circumstances, such as losing their health care coverage, getting married,
having a child or moving.

For more information on special-enrollment rules, visit:
www.CoveredCA.com/individuals-and-families/getting-covered/special-enroliment.

Consumers who qualify for Medi-Cal may enroll through Covered California year round.

For more information, consumers should visit CoveredCA.com, where they can enroll
online or get information about obtaining free, confidential in-person assistance in a
variety of languages. They can find a certified enroller at a storefront in their area or
have a certified enroller contact them through the "Help on Demand” feature.

Consumers can also enroll over the phone by calling Covered California at (800) 300-
1506.

About Covered California

Covered California is the state’s health insurance marketplace, where Californians can
find affordable, high-quality insurance from top insurance companies. Covered
California is the only place where individuals who qualify can get financial assistance on
a sliding scale to reduce premium costs. Consumers can then compare health
insurance plans and choose the plan that works best for their health needs and budget.
Depending on their income, some consumers may qualify for the low-cost or no-cost
Medi-Cal program.

Covered California is an independent part of the state government whose job is to make
the health insurance marketplace work for California’s consumers. It is overseen by a
five-member board appointed by the governor and the legislature. For more information
about Covered California, please visit www.CoveredCA.com.
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Region 1
Northern California

Region 1 counties: Alpine, Amador, Butte, Calaveras, Colusa, Del Norte, Glenn, Humboldt, Lake, Lassen, Mendocino,
Modoc, Nevada, Plumas, Shasta, Sierra, Siskiyou, Sutter, Tehama, Trinity, Yuba, Tuolumne

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.
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Region 2

Marin, Napa, Solano and Sonoma counties
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Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region 3

El Dorado, Placer, Sacramento and Yolo counties

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region 4

San Francisco County

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region 5

Contra Costa County

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region 6

Alameda County

27-YEAR-OLD 40-YEAR-OLD 62-YEAR-OLD
$17,000 $30,000 $75,000 $17,000 $30,000 $75,000 $17,000 $30,000 $75,000
$16,103 $16,103 $16,103

$13,705 $4,000 $13,705 $4,000 $13,705 $4,000

$11,211
$7,163 $7,163 $7,163

$13.083 $13,705
$6,007 $6,096 $6,096
$5,874 85,874 $5,874 $12,103 $12,103 $12,103
$3,000 $3,000 $3,000
$4,999 $4,999 $4,999
$2,000 $2,000 $2,000
$3,602
$2,505
$5.475
$4.377
$3,874 $4,163
$2,494
$622 $622 $622

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region 7

Santa Clara County

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region 8

San Mateo County

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region 9

Monterey, San Benito and Santa Cruz counties

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region 10

Mariposa, Merced, San Joaquin, Stanislaus and Tulare counties

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region

Fresno, Kings and Madera counties

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region 12

San Luis Obispo, Santa Barbara and Ventura counties

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region 13

Imperial, Inyo and Mono counties

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region 14

Kern County

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region 15

Los Angeles County (partial)

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region 16

Los Angeles County (partial)

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region 17

Riverside and San Bernardino counties

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region 18

Orange County

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.



Region 19

San Diego County

ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA ACA AHCA

Annual Tax Credit

What Consumer Pays Annually

Note: Values at top of bars reflect total cost of premium, which is based on the second-lowest-cost Silver plan in this region. Analysis is based on estimates of
2020 California premiums and tax credits, comparing typical consumer scenarios under the existing Patient Protection and Affordable Care Act (ACA) rules to the
proposed American Health Care Act (AHCA). Premium estimates for the scenarios are based on 2017 Covered California second-lowest-cost Silver products,
and use Covered California’s three-year average premium trend of 7 percent annual increases to estimate a 2020 baseline; AHCA premiums are based on the
Congressional Budget Office (CBO) assessment that premiums under AHCA passage would be 15 to 20 percent higher by 2020 than the ACA baseline. For more
information, view the CBO’s Cost Estimate of the American Health Care Act: http://bit.ly/2nOWeaT.
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FOR IMMEDIATE RELEASE
March 14, 2017

Covered California Releases Analysis of Support
Provided to Consumers Under the Affordable Care Act
and an Early Look at Consumer Impact of Changes
Proposed in the American Health Care Act

« Covered California enrollees benefited from $4.2 billion in subsidies to help them
purchase health coverage and get care in 2016.

« County data shows how tax credits help individuals throughout California
purchase health insurance.

« The average subsidy in 2016 was worth $5,300 per household and $3,500 per
individual, but sizeable numbers of enrollees received more — with 12 percent of
households receiving more than $10,000 per year to help them pay for coverage.

« Initial review of proposed changes under the current American Health Care Act
indicates big impacts, especially to older Californians and those who live in

higher-cost areas.

SACRAMENTO, Calif. — Covered California released a new comprehensive analysis
on Tuesday detailing the financial assistance available through the Affordable Care Act
as well as a preliminary analysis of how changes proposed in federal law would affect
enrollees.

The studies come one day after the Congressional Budget Office (CBO) reported that
24 million consumers could lose coverage under the proposed American Health Care
Act (AHCA), which was introduced in the U.S. House of Representatives on March 6.

(more)



"We are deeply troubled by the CBO’s finding that the amount of support provided for
consumers to buy health insurance in 2020 under proposed legislation would be only 60
percent of what is provided under current law,” said Covered California Executive
Director Peter V. Lee. "While we are still doing an analysis of the aggregate effects of
this law on our consumers, the likely effect of basing subsidies on age alone — rather
than considering income and where an individual lives — is that it will make coverage
unaffordable and in many cases, put coverage out of reach.”

Covered California released two documents on Tuesday: “Bringing Health Care
Coverage Within Reach,” an in-depth analysis of Covered California enrollees and the
subsidies they receive in 2016; and “Preliminary Analysis of Impacts to Consumers from
Changes in Premium Subsidies and Cost Sharing Reductions Available Under the
Proposed American Health Care Act.”

The first analysis shows Covered California households received an average of $5,300
per year in tax credits to help pay for the cost of their coverage in 2016. Additionally, 12
percent of Covered California households receive more than $10,000 per year and 16
percent of individuals receive more than $6,000 per year to help bring health care
coverage within reach.

Approximately half of Covered California consumers are enrolled in “Enhanced Silver”
plans, which give them the additional benefit of cost-sharing reductions that reduce their
out-of-pocket expenses by an average of $1,500 per year.

“Health insurance can be expensive, and the financial assistance provided through
Covered California helps consumers save money and brings that coverage within reach
of millions,” Lee said. “As policy makers in Washington consider changes to our health
care system, it is important that the impact on real individuals informs the debate in
Washington, D.C. because we are seeing that many will be priced out of needed
coverage.”

While the average effects are relatively clear and consistent with the CBQO’s assessment
that “the average subsidy under the legislation would be about 60 percent of the
average subsidy under current law,” the effect on individuals in California and nationally
will vary greatly.

The examples below compare the financial help that consumers receive now through
the Affordable Care Act — which considers a consumer’s age, income, family size and
where they live — to the newly proposed age-based-only subsidies of the a Hc a . For
example, under the age-based subsidy structure, consumers purchasing the second-
lowest Silver plan would fare very differently depending on whether they live in Los
Angeles or San Francisco:

(more)
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* In Los Angeles, a 27-year-old earning $17,000 a year would see similar net
premiums: $55 per month under the proposed law compared to $52 per month
under the current law. However, if that same individual lived in San Francisco, his
or her new net premium would be four times higher — $199 per month —
compared to $52 per month under the current law.

* In Los Angeles, a 62-year-old earning $30,000 a year would see his or her net
premium increase from $207 per month under the current law to $275 per month
under the proposed law. If that person lived in San Francisco, his or her net
premium would jump threefold from $209 per month to $668 per month.

"As many independent studies have shown, moving to age-based tax credits will hurt
many of our consumers, particularly those older and lower- to middle-income
consumers, and price them out of the market,” Lee said. "This would damage our risk
mix and lead to higher premiums for everyone in the individual market, even those who
do not purchase their insurance through Covered California.”

Covered California plans to conduct further analysis of the overall impact of proposed
changes including all provisions contained in the American Health Care Act.

The county data used to prepare today’s analysis can be found here:
http://hbex.coveredca.com/data-research/librarv/Countv APTC CSR data.pdf.

This is the latest analysis performed by Covered California that details how consumers
are benefitting from the Affordable Care Act. Previous analyses include “Consumer and
Market Implications of Affordable Care Act Repeal Without a Viable Replacement” and
“Covered California Brings Health Care Within Reach and Shows How Consumers Can
Save by Shopping.”

Now that open enrollment has ended, Covered California is focused on its special-
enrollment period. Consumers are eligible to sign up now if they experience changes in
their life circumstances, such as losing their health care coverage, getting married,
having a child or moving.

For more information on special-enrollment rules, visit:
www.CoveredCA.com/individuals-and-families/getting-covered/special-enroliment.

Consumers who qualify for Medi-Cal may enroll through Covered California year round.

(more)
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For more information, consumers should visit CoveredCA.com, where they can enroll
online or get information about obtaining free, confidential in-person assistance in a
variety of languages. They can find a certified enroller at a storefront in their area or
have a certified enroller contact them through the "Help on Demand” feature.

Consumers can also enroll over the phone by calling Covered California at (800) 300-
1506.

About Covered California

Covered California is the state’s health insurance marketplace, where Californians can
find affordable, high-quality insurance from top insurance companies. Covered
California is the only place where individuals who qualify can get financial assistance on
a sliding scale to reduce premium costs. Consumers can then compare health
insurance plans and choose the plan that works best for their health needs and budget.
Depending on their income, some consumers may qualify for the low-cost or no-cost
Medi-Cal program.

Covered California is an independent part of the state government whose job is to make
the health insurance marketplace work for California’s consumers. It is overseen by a
five-member board appointed by the governor and the legislature. For more information
about Covered California, please visit www.CoveredCA.com.

HH#
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Bringing Health Care Coverage Within Reach
CALIFORNIA Measuring the Financial Assistance Available Through Covered

COVERED

California That Is Lowering the Cost of Coverage and Care

Introduction

The Patient Protection and Affordable Care Act helped cut
the rate of the uninsured by more than half in California, by
17 percent in 2013 to 71 percent in 2016, according to the
latest survey by the US. Centers for Disease Control and
Prevention (CDC).

Under the Affordable Care Act, nearly 3.7 million adults
now have Medi-Cal as a result of California's expansion of
the insurance program. In addition, Covered California has
served 2.9 million consumers since it opened its doors in
2014.

The following report examines how Covered California
enrollees, and to adegree those who purchase their health
care coverage o f exchange, benefit from lower costs
through Advanced Premium Tax Credits (APTC), cost-
sharing reductions (CSR) and a healthy mix of consumers.

The data within the report examines the 2016 coverage
year, in which atotal of approximately 1.7 million consumers
obtained health care coverage, for at least one month,
through Covered California. The report details how much
financial help consumers received through tax credits,
which are adjusted based on age, income, region and
household size.

An overview of APTC and CSRdata by county is available
here: http://bit.ly/2moBJDO0. A preliminary analysis of how
the current structure of financial help from APTC and CSR
would change under the proposed age-based system in
the American Health Care Act (AHCA) can be found here:
http://hbex.coveredca.com/pdfs/Preliminary_Analysis_of _
AHCA .pdf

Bringing Coverage Within Reach

As a state-based marketplace set up under the Affordable
Care Act, Covered California helps consumers get federal
financial assistance to make health insurance and health
care at the point of service more affordable. This report
summarizes the financial assistance received by Covered
California's consumers in 2016.

COVERED CALIFORNIA |March 14, 2017

Highlights:

Covered California enrollees benefited from
$4.2 billion in tax credits and over $700
million in subsidies to reduce costs at the
point of care (cost-sharing reductions) in
2016.

Covered California enrollees receive an
average of $5,300 per household and more
than $3,500 per individual, per year in tax
credits to help them pay for the cost of
coverage (respectively, $442 and $318 per
month).

Twelve percent of enrollees receive more
than $10,000 per household, and 16 percent
of individuals receive more than $6,000

per year in tax credits. Financial assistance
plays a critical role in bringing health care
coverage within reach of those who need

it most (respectively, more than $833 and
$500 per month).

In addition to tax credits, half of Covered
California enrollees receive cost-sharing
reductions that on average reduce out-of-
pocket expenses by more than $1,500 per
household per year or more than $1,000 for

an individual.

The vast majority of consumers who were
eligible for cost-sharing reductions through
Covered California chose Silver plans and
received the enhanced coverage to lower

their out-of-pocket costs.

This analysis was prepared by Covered California
for its ongoing planning and to inform policy
making in California and nationally.



Bringing Health Care Coverage Within Reach

The financial help offered under the Affordable Care Act (often referred to as "subsidies") includes three forms of
financial assistance for those receiving subsidies and those who are not:

1. Advance Premium Tax Credits — These allow consumers to buy health coverage at a reduced monthly
premium throughout the year, based on their projected final income at year's end.

2. Cost-Sharing Reductions — This additional coverage is included automatically in Silver-level plans for lower-
income enrollees, and reduces deductibles and out-of-pocket costs when care is used. These "Enhanced
Silver" plans often match or exceed the coverage of a Gold or Platinum plan, yet have a Silver-level premium.

3. Reducing costs for those with no subsidies — While it is not the subject of this report, the 10 percent of
consumers who purchase health care coverage through Covered California and the more than one million
who buy coverage o f exchange also benefit from lower costs achieved through agood risk mix that enrolls
because of the subsidies, which lower premiums for everyone in the individual market.

The data that follows illustrates the vital role this financial assistance plays in making coverage more affordable.1
The data in this report is complemented by a detailed set of data tables showing many of the statistics cited in this
brief broken out by demographic and geographic characteristics, available at http://hbex.coveredca.com/data-
research/library/Bringing_Health_Care_Coverage_Within_Reach_Data_Sheet_2016.xIsx.

Advance Premium Tax Credits

Advance Premium Tax Credits are the primary form of financial help administered by Covered California to make
coverage affordable for lower- and middle-income consumers shopping through the marketplace. The credit
adjusts to account for age, income, family size and the cost of health care where they live, which are all factors
that make it so eligible consumers' health care expenses are capped as percentage of income.

Important features of the current tax credit design include:

1. Advanced — Making the tax credits available at the point of enroliment, rather than only at tax filing after
year's end, helps defray the cost of health insurance throughout the year and promotes broad participation of
consumers. Ifthe tax credit were not advanced, consumers would have to bear the full cost of the premiums
throughout the year and wait for a refund after filing taxes the following spring.

2. Adjusted by income — By defining the amount of the tax credit in relation to the consumer's income, the
tax credit gets more "bang per buck" by giving the most financial support to those with the greatest need.

3. Adjusted by household size — The amount of the tax credit is adjusted based on consumers' household
size, which could impact their household income total.

4. Adjusted by age — The ages of those enrolling in the household are a key determinant in the price of
insurance.

1Data note: The analysis that follows uses data from Covered California's eligibility and enroliment system. Both the APTC and CSRfinancial data are
necessarily estimates — the final, actual amount of both forms of financial assistance is subject to reconciliation and the results of that reconciliation
are not known to Covered California.
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5. Adjusted by regional costs — By indexing the amount of the tax credit to a benchmark plan (the second-
lowest-cost Silver plan) available to the consumer, the tax credit adjusts the definition of "affordable" for
consumers' unique circumstances and the products available to them. This means the tax credit adjusts for
regional variations in the cost of insurance.

6. Allows choice — Because consumers apply afixed tax credit amount (benchmarked to the second-lowest-
cost Silver plan) to reduce the cost of any available plan, the tax credit encourages choice and competition in
the marketplace. Even those who see a large share of their premium paid by the tax credit have an incentive
to shop for the best value among metal tiers, driving health plans to compete for all consumers based on
price and networks. The following scenarios illustrate the impact of the Advanced Premium Tax Credit for
California consumers, and describe the data summarizing the aggregate impact on consumers and the state.

An Example of How the Advanced Premium Tax Credits Help Make Coverage More Affordable

Take Isaac, a40-year-old in Los Angeles, with an income of $17,000 per year. Because Isaac's income is between
150 and 200 percent of the federal poverty level, he is expected to contribute around 5 percent of his income
toward the cost of the benchmark plan available to him (the second-lowest-cost Silver plan).

While reviewing the plan choices available in his 4P code for a40-year-old, Isaac would see that the benchmark
Silver plan would normally cost about $270 per month, or $3,246 per year. Under the current Advanced Premium
Tax Credit factors, Isaac is eligible for a credit large enough to bring that $270 premium down to the cost of his
expected contribution of $83 per month, or about $990 per year. Based on a$270 benchmark plan, then, Isaac is
eligible for atax credit of $188 per month, or $2,256 per year.

FIGURE 1 Isaac can also use that tax credit to buy a
Gross and Net Premiums, and Tax Credits, for a Single different plan, such as the lowest-cost Silver, or
40-year-old in Los Angeles Who Makes $17,000 Per Year even a Bronze plan. For example, in Los Angeles,

the lowest-priced Silver plan costs nearly $15
Tax Credit  Net Premium less per month — $256 per month, or $3,072 per
$2,256 $990 year. By applying the tax credit to this plan, Isaac
can further reduce his costs, down from $83 to

Total Gross Premium $3,256 $68 per month, or from $996 to $816 per year.

Isaac could also choose a Bronze plan, which would lower his monthly premiums even further and maintain

his access to care, but he would lose the benefits of the cost-sharing reductions in his Silver plan. Even though
a bigger share of his premium would be covered by the tax credit, he would spend more out-of-pocket if he
needed care. Isaac is able to make that decision and shop for the right plan for him. The fact that consumers in
California benefit from this competition has been the subject of independent academic research.2

2Because CalHEERS is now programmed for 2017 benefit year, the example scenarios will use 2017 premium availability and APTC calculations for
convenience.

3http://news.coveredca.com/2016/02/new-data-show-how-covered-california.html.
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Covered California Households That Are Eligible for Tax Credits Receive an Average of $5,300 per Year in
Assistance, or $3,500 for an Individual, to Help Them Pay Their Health Insurance Premiums

In 2016, Covered California enrollees received on average $299 per enrollee per month — or $442 per household
per month — of advanced tax credits to help them purchase insurance coverage. On an annualized basis, this
assistance represents on average more than $3,500 per individual, or $5,300 per household, per year.

In addition, 12 percent of enrollees received more than $10,000 per household per year ($833 per month), and
16 percent of individuals receive more than $6,000 per year ($500 per month) in tax credits to bring health care
coverage within reach. This shows how expensive health care can be and how much financial help is needed to
help consumers get the coverage they need.

See Figure 2 below for summary data on enroliment, premiums and tax credits in 2016, and Figure 3for statistics
on key financial data (gross premiums, net premiums, tax credits and cost-sharing reductions) at the individual
and household level for 2016.4

FIGURE 2

Summary Enrollment and Financial Data for Covered California 2016 Enrollees

Unique Enrollees Total 1,698,326
Not subsidy eligible Notsubsidy eligible 213,789
Subsidy eligible Subsidy eligible 1,484,537
Subsidy eligible (subset) No CSR 654,539
Subsidy eligible (subset) Enrolled in CSR 829,998

Members Months Total 15,817,927
Not subsidy eligible Not subsidy eligible 1,784,169
Subsidy eligible Subsidy eligible 14,033,758
Subsidy eligible (subset) No CSR 6,082,433
Subsidy eligible (subset) Enrolled in CSR 7,951,325

Household/Policy Months Total 10,710,754
Not subsidy eligible Not subsidy eligible 1,216,532
Subsidy eligible Subsidy eligible 9,494,222
Subsidy eligible (subset) No CSR 3,932,812
Subsidy eligible (subset) Enrolled in CSR 5,561,410

Financials ($)

Gross Premiums

Gross Premiums (subset)
Advanced Premium Tax Credits
Net Premiums

Cost Sharing Reductions
Aggregate Financial Assistance

Total

Subsidy eligible

Subsidy eligible

Subsidy eligible

Enrolled in CSR

Subsidy eligible

6,490,691,272
5,839,111,473
4,200,597,579
1,638,535,997

723,799,157
4,924,396,736

4A complete reporting of similar metrics is available at hbex.coveredca.com\data-research, including breakdowns by demographics and geography.
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FIGURE 3

Mean Premiums and Financial Assistance for Covered California 2016 Enrollees

Gross Premiums ($)

Individual - mean (monthly) Subsidy eligible 416
Individual - annualized mean Subsidy eligible 4,993
Household - mean (monthly) Subsidy eligible 615
Household - annualized mean Subsidy eligible 7,380

Advance Premium Tax Credits ($)

Individual - mean (monthly) Subsidy eligible 299
Individual - annualized mean Subsidy eligible 3,592
Household - mean (monthly) Subsidy eligible 442
Household - annualized mean Subsidy eligible 5,309

Aggregate Net Premiums ($)

Individual - mean (monthly) Subsidy eligible 117
Individual - annualized mean Subsidy eligible 1,401
Household - mean (monthly) Subsidy eligible 173
Household - annualized mean Subsidy eligible 2,071

Cost Sharing Reductions ($)

Individual - mean (monthly) Enrolled in CSR 91
Individual - annualized mean Enrolled in CSR 1,092
Household - mean (monthly) Enrolled in CSR 130
Household - annualized mean Enrolled in CSR 1,562

Total Financial Assistance per Subsidy-eligible Enrollee ($)

Individual - mean (monthly) Subsidy eligible 519
Individual - annualized mean Subsidy eligible 6,224
Household - mean (monthly) Subsidy eligible 519
Household - annualized mean Subsidy eligible 6,224

These average figures only partially describe the impact of the assistance provided by the Advanced Premium Tax
Credits, since there is a considerable range in the amount of assistance received. As Figure 4 shows, over half of
all households receiving tax credits received assistance worth $5,000 per year or more ($417 per month or more),
and one-third of households received $7,000 or more per year ($583 per month or more) in tax credits. Figure 5
provides the distribution at the individual level, showing over half of all individuals receiving a credit worth $3,000
or more per year ($250 per month or more), and one-third of all individuals receiving more than $3,000 per year
($333 per month or more).
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FIGURE 4

Distribution 0o f2016 Advance Premium Tax Credits per Household, Annualized

Distribution of Advance Premium Tax Credits Per Enrollee
(showing % of total subsidized enrollees in each bucket)

400.000 ----—---—-- .
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300.000

250.000 ----------—-

[N}
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o
(=)
S
S

150.000 --——--- 8%
100.000
50,000

0

Count of subsidy eligible enrollees

$1k or less $1k to $2k $2k to $3k $3k to $4k P4k to $5k  $5k and over

Average tax credit per year in 2016
(annualized basis)
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FIGURE 5

Distribution of2016 Advance Premium Tax Credits per Individual, Annualized

Distribution of Advance Premium Tax Credits Per

Household
(showing % of total subsidized households in each bucket)

» 300.000 8%
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™ 100.000 8%

Q
é’ 50,000
0
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Average tax credit per year in 2016
(annualized basis)

Examples: Different Levels of Assistance for Different Situations

To illustrate key design principles of the Advanced Premium Tax Credit, the chart below lays out a series of
variations on affordability scenarios by age, income, family size and geography, listing the gross premiums, tax
credits, net premium after tax credit, aswell asthe estimated value of cost-sharing reductions received by each
scenario. The scenarios describe the costs to the consumer or family of the second-lowest Silver plan available to
them and also the cost of the lowest Bronze plan available, after taking into account the tax credit. Key features of
each scenario will be explored in the following sections.
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Covered California 2017 Actuals

Net
Gross Advanced Net Cost Premium
Premium Premium Premium Sharing for
for Silver Tax for Silver  Reductions Bronze
(2nd lowest N (2nd lowest (estimated
Credit (lowest
cost) cost) value)
cost)
Income of $17,000 per year Los Angeles
. Age 27 222 170 52 117 1
($35,000 for family of four)
Age 40 270 218 52 117 1
~143 percent AL Age 62 608 556 52 117 1
Family (42, 40, 16, 12) 820 711 109 234 4
San Francisco
Age 27 365 313 52 157 1
Age 40 446 393 53 157 1
Age 62 1,002 948 54 157 2
Family (42, 40, 16, 12) 1,350 1,239 111 314 4
Los Angeles
Income of $20,000 per year nge 27 22 140 22 83 2
($41,000 for family of four) Age 40 270 188 82 83 1
Age 62 608 526 82 83 1
~170 percent AL
Family (42, 40, 16, 12) 820 651 169 166 4
San Francisco
Age 27 365 283 82 115 1
Age 40 446 363 83 115 1
Age 62 1,002 918 84 115 2
Family (42, 40, 16, 12) 1,350 1,179 171 230 4
Los Angeles
Income of $30,000 per year Age 27 222 s 207 ) 149
($61,000 for family of four) Age 40 270 63 207 . 138
Age 62 608 401 207 - 142
~253 percent AL
Family (42, 40, 16, 12) 820 398 422 - 210
San Francisco
Age 27 365 158 207 - 106
Age 40 446 238 208 - 84
Age 62 1,002 793 209 - 2
Family (42, 40, 16, 12) 1,350 926 424 - 50
I f 0 Los Angeles
ncome of $50,000 per year rge 27 . ] . ) -

($102,500 for famlly of fOUI") Age 40 270 . 270 . 201
~420 percent FL Age 62 608 : 608 ) a5t

Family (42, 40, 16, 12) 820 - 820 - 608

San Francisco

Age 27 365 - 365 - 264
Age 40 446 - 446 - 325
Age 62 1,002 - 1,002 - 724
Family (42, 40, 16, 12) 1,350 - 1,350 - 976
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FIGURE 6

Statewide Average Premiums for Subsidy-Eligible 40-Year-Old Silver Plan Enrollees,

by Income, as Indicated by Percentage of Federal Poverty Level (FPL) Bucket

Average
Premium

Per Member,
Per Month

150% FPL 200% FPL 250% FPL

Tax Credit

.1ember Net Premium

Tax Credits Are Income-Based, Helping Consumers
Afford Coverage

The Advance Premium Tax Credit adjusts the amount
of financial assistance based on a consumer's
projected household income. For example, Figure

6 above illustrates the variation in member net
premium and tax credit for a40-year-old purchasing
a Silver plan, with various levels of income (defined as
percentage of the federal poverty level). The average
gross premium for a40-year-old, whether he or she
enrolled through Covered California or off exchange,
was $327 per month in 2016, or $3,924 per year.5
Because financial assistance caps at 400 percent of
the federal poverty level, asingle consumer earning
over approximately $47,000 per year was responsible
for the entire $327.

As observed in the scenario of Isaac, above, 40-year-
old Covered California enrollees in the 150 to 200
percent AL range (with an income of approximately
$18,000 to $24,000 for asingle tax filer) paid just
under $100 per month for their Silver plan, while the
tax credit covered the remaining $200 or more.

400% FPL or greater

FIGURE 7

Example: Tax Credits Adaptto Maintain Affordability
During Income Change Due to Reduction in Income
(40-Year-0Old, Los Angeles)

Before After

of $30,000 of $20,000

Tax Credit

.1ember Net Premium

5All references to income data in this brief refer to the consumer's projected Modified Adjusted Gross Income (MAGI). Covered California does not

receive final filed income data for consumers from the IRS.
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By adjusting to a consumer's income, the Advance Premium Tax Credit seeks to maximize affordability for the
greatest number of consumers. All consumers are still responsible for paying their "fair share" towards the cost of
coverage, but the amount they must contribute is based on their ability to pay.

Consider the scenario if Isaac had enrolled in January at an income of $30,000 per year equivalent. As seen in
Figure 7, Isaac would have been eligible for a modest tax credit of $63 per month. Yet if his income had slowly
fallen off, (e.g., as aresult of getting fewer shifts each month), Isaac's new expected income at year end would
now be $20,000, placing him in the 150 to 200 percent FAL range (for asingle tax filer). At this point, the tax
credit would kick in to make up the difference, providing nearly two-thirds of the cost of the premium and
making the consumer responsible for less than one-third of the total cost of the premium.

Tax Credits Help Keep Coverage Affordable as Consumers Age

The tax credits under the Affordable Care Act adjust to ensure that consumers only pay a share of their income
toward their premium, which means that the "fair share" paid by a consumer isthe same, regardless of age. As
shown in Figure 8 below, among Covered California subsidized members enrolled in Silver plans in 2016, older
adults faced much higher average gross premium costs, but also in turn received proportionally more tax credits
to defray the cost of coverage than their younger counterparts. While younger adults do pay a larger share of
member net premium, their average premium isfar below the average premium for older adults. The Affordable
Care Act implemented a3-to-1 age rating curve, meaning that the older adults can be charged no more than
three times what younger adult consumers are charged.

FIGURE 8
Statewide Average Premiums for Subsidy-Eligible Silver Plan Enrollees in 2016, by Age, Showing
Portion of Premium Paid by Enrollee and Portion Covered by APTC

Average
Premium
Per Member,
Per Month

$700

$500

Age

Tax Credit

.1ember Net Premium
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Returning to the hypothetical example of Isaac, a person earning $20,000 in Los Angeles, consider the way the
tax credit would adapt for Isaac as he ages. Due to the actuarial age curve used in health plan premium rating,
health premiums generally increase much more rapidly each year over one's lifetime than wages do. Thus, even
supposing Isaac keeps steady work at $20,000 per year, the relative cost of his insurance would climb, such that
by age 62 he is being charged more than double what he was being charged at age 62 — even if the cost of care is
the same (i.e., no medical inflation).

However, as indicated in Figure 9 below, under the Advanced Premium Tax Credit Isaac's net premium remains
constant, thanks to atax credit that grows to meet the rising cost of coverage for an older consumer. Isaac's
tax credit as a62-year-old would be nearly three times the credit he would receive as a40-year-old, rising from
$2,256 per year ($188 per month) to $6,312 per year ($526 per month).

FIGURE 9 By ensuring that net premiums
Example: Tax Credits Adjust to Keep Coverage Affordable, Despite Higher are determined based on
Premium for Older Consumers (Los Angeles Resident Earning $20,000 per income, the Advance Premium
Year) Tax Credit preserves affordability

across all ages — even as
premiums change dramatically
across the rating curve.

Age

Tax Credit

.1ember Net Premium
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Keeping Coverage Affordable Despite Wide Regional Variation in the Cost of Coverage
The cost of coverage — and the cost of health care — varies substantially in California due to differences in
market conditions, such as the availability of hospitals and provider networks.

For example, a recent analysis by the Integrated Healthcare Association (IHA), using the California Regional
Health Care Cost and Quality Atlas, documented substantial disparities in the cost of providing care for
individuals with commercial insurance (including many of the health plans available through Covered California)
between northern and southern California, in which all northern California regions had a cost above the
statewide average, while all southern California regions had costs below the statewide average. For example,
IHA found that the average cost to provide care per enrollee was $5,400 in San Francisco, but only $3,600 in Los
Angeles, meaning costs of care varied by 50 percent.6

Due to these extensive variations in the cost to provide care, the cost of coverage varies accordingly. Thus, even
after negotiations with insurers to get the best deal possible for consumers, gross premiums offered through
Covered California refect these differences. Indeed, as indicated in Figure 10 below, the average gross premium
in 2016 for 40-year-olds in Silver plans was 30 percent higher in northern California than in southern California.

However, because the FIGURE 10
Advance Premium Tax Credit Tax Credits Account for Wide Differences in the Underlying Cost o f Care
adjusts for the cost of care Between Northern and Southern California
where the consumer lives,
the financial assistance makes Average
coverage relatively affordable Per Pl\/rlee;ni‘)uem
I,
regardless of whether e.1 . Per Morth
consumer happens to live in an
area of unusually high-priced $400
health care (such as Region 4, $258
San Francisco, or Region 9 on
the Central Coast) or an area of
abundant competition that has $175
lower prices (such as Regions
15and 16, Los Angeles County). $200
$117 $115
S0
Northern Southern
California California
Tax Credit

-1ember Net Premium

6Benchmarking California Health Care Quality and Cost Performance. http://www.iha.org/sites/default/files/resources/issue-brief-cost-atlas-2016.pdf.
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Consider the example of two families of four earning $61,000, one living in Los Angeles and the other in San
Francisco. Both families have two middle-aged parents (ages 42 and 40) and two kids (ages 16 and 12). In both
locations, the children are eligible for Medi-Cal. Without atax credit, the parents face very different costs, with
the coverage for the family in San Francisco costing $1,350 per month while the parents in Los Angeles face a
gross premium of $820. However, because the tax credit calculation ensures that families with the same income
should pay the same amount for their coverage, the credits adjust for regional differences in the cost of care,
making the family in San Francisco eligible for over twice the tax credit ($926 per month) as the Los Angeles
family ($398). As a result of the credits, both families can purchase the second-lowest Silver policy for an identical
price: $422 in Los Angeles compared to $424 in San Francisco.

Cost-Sharing Reductions

The Affordable Care Act recognizes that low-income consumers face challenges not only with monthly premium
costs to purchase coverage, but also in affording the price of health care when services are used — even when
covered under an insurance plan. As a result, the Affordable Care Act requires that low-income enrollees be
eligible for special Silver plans, called Enhanced Silver 73, 87 and 94 in California.

Reducing the cost to the consumer at the point of care is a critical component of ensuring that consumers not
only have affordable coverage, but that they can get affordable care.

Even without the benefit of additional cost-sharing reductions, Covered California takes careful steps to ensure
that copays are not adeterrent to care by requiring all of its health plans to offer their Bronze, Silver, Gold,
Platinum and minimum-coverage plans in patient-centered benefit designs. These benefit designs ensure

that consumers can access primary care without first having to meet deductibles. They also limit the use of
coinsurance and take other steps to incentivize high-value care.

Because coverage alone does not ensure that care is affordable, the Affordable Care Act's cost-sharing
reductions ensure that the lower-income consumers enrolled through Covered California receive additional
financial protection in the form of richer coverage. By being available at 250 percent of the federal poverty level
and below (approximately $29,000 for a single person), this assistance is targeted precisely at those who are most
likely to be deterred from seeking care due to the up-front cost of copays and deductibles.

Effectively, cost-sharing reductions increase the actuarial value of Silver plans for consumers below 250 percent
of the federal poverty level as follows:

100 to 150 percent FRL: 94 percent actuarial value.

150 to 200 percent FPL: 87 percent actuarial value.

200 to 250 percent FAL: 73 percent actuarial value.
» All other incomes: 70 percent actuarial value.

Additionally, American Indian and Alaska Native (AI/AN) consumers may be eligible for certain reduced services
and no cost-sharing at any metal level.

Consumers who are below 250 percent of the federal poverty line and choose a Silver plan are automatically
placed into an Enhanced Silver plan according to their eligibility.
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In addition to cost-sharing reductions, Covered California's patient-centered benefit designs put the consumer
first by removing the financial hurdles to getting care. Most outpatient services in Silver, Gold and Platinum plans
are not subject to adeductible, including primary care visits, specialist visits, lab tests, X-rays and imaging. Even
consumers in Covered California's most affordable Bronze plans are able to see their doctor or aspecialist three
times before the visits are subject to the deductible. In 2017, most consumers saw a lower copay for their primary
care visits, and urgent care costs in every plan are now the same as the primary care visit, helping consumers save
up to $55 per visit. Consumers in Silver, Gold and Platinum plans will also pay afat copay for emergency room
visits in 2017, without having to satisfy a deductible, which could help them save thousands of dollars.

Enhanced Silver Plans Provide Better Coverage for the Same Premium

Enhanced Silver plans include much richer coverage for the price of the same Silver premium. These plans
include lower copays, coinsurance and deductibles than normal silver plans. For consumers in Enhanced Silver 87
and 94 plans, the coverage is richer than that of Gold plans and Platinum plans, respectively.

FIGURE 11
Covered California Patient-Centered Benefit Designs for2017Show How Cost-Sharing Reductions

Improve Benefits and the Lower Cost of Using Care

Coverage Category Enhanced Silver 94 Enhanced Silver 87 Enhanced Silver 73 Silver
Cost-Sharing Reduction up to $17,820 $17,820 to $23,760 $23,760 to $29,700 N/A
Single Income Range (100% to <150% FPL) (>150% to <200% FPL) (>200% to <250% FPL)
Primary Care Vist $5 $10 $30 $35
Specialist Visit $8 $25 $55 $70
Tier 1 (Generic Drugs) $3 $5 $15 $15
Tier 2 (Preferred Drugs) $10 $20* $50** $55**
Tier 3 (Non-preferred Drugs) $15 $35** $75** $80**

10% up to $150 per 15% up to $150** 20% up to $250** 20% up to $250**

Tier 4 (Specialty Drugs)

script per script per script per script
. . Individual: $75 Individual: $650 Individual: $2,200 Individual: $2,500
Medical Deductible . . . .
Family: $150 Family: $1,300 Family: $4,400 Family: $5,000
Individual: $50 Individual: $250 Individual: $250
Ph Deductibl N/A
armacy Deductible Family: $100 Family: $500 Family: $500

Annual Out-of-Pocket
Maximum

$2,350 individual
$4,700 family

Iltems in blue are not subject to any deductible.
Drug prices are for a 30-day supply.

* Copay is for any combination of services (primary care, specialist, urgent care) for the first three visits. After three visits,

future visits will be at full cost until the medical deductible is met.

** Price is after pharmacy deductible amount is met.
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$2,350 individual
$4,700 family

$5,700 individual
$11,400 family

$6,800 individual
$13,600 family

COVERED CALIFORNIA |March 14, 2017



Bringing Health Care Coverage Within Reach

Cost-Sharing Reductions Significantly Lower the Out-of-Pocket Costs of Medical Care

Cost-sharing reductions are an important component of affordability because they significantly reduce a
consumer's out-of-pocket expenses. Using publicly available cost data on a moderate injury, a broken wrist,
Figure 12shows how the Enhanced Silver 87 plan saves the consumer $1,000.

FIGURE 12
Cost-Sharing Reductions (CSR) Cut by Halfthe Out
ofPocket Costs fora Typical Broken Wrist

$2,201

The scenario used to derive these out-of-pocket
estimates is based on one emergency room Visit,
two-view X-ray, a specialistprocedure to treat the
broken wrist and a single follow-up visit. Cost data
uses FAIR (fairhealthconsumer.org) commercial
pricing for ZIP code 90017 (discounted to refect

Covered California's lower, negotiated rates).

In this example, the consumer had not yet used any
services in the plan year. The total cost of the care to treat
the broken wrist was estimated to be $2,201 — less than
the $2,500 deductible in the Silver 70, but more than the
more modest $650 deductible in the Enhanced Silver 87
plan. Because of cost-sharing reductions, consumers in
the Silver 87 see the benefits of their coverage "kick in"
much earlier. As a result, thanks to the Enhanced Silver
87 coverage, the consumer will save over $1,000 in the
month of the accident, and will also have met his or her
deductible for any future follow-ups or other medical
treatments needed in the year.

The average Covered California enrollee eligible for Silver
87 has a mean monthly income ofjust over $2,200, based
on his or her projected income. Thus, for the more than
half of Covered California's consumers who receive cost-
sharing reductions, this assistance is acritical support
without which consumers would be forced to choose
between health care and basic necessities like food or
rent, or to go without care entirely.

Covered California enrollees with cost-sharing reductions
pay on average $1,000 less per year out of pocket when
they use care.

For the half of Covered California enrollees who benefit from cost-sharing reductions in Enhanced Silver plans,
the average reduction in out-of-pocket costs when they use care is estimated to be $90 per month, or $1,000 per
year (see Figure 13).7Because there are multiple levels of cost-sharing reductions, and because use of services

is uneven across the population, the actual specific savings will vary greatly from enrollee to enrollee. At a
household level, cost-sharing reductions represented over $1,500 in financial assistance in 2016.

7All cost-sharing reduction financial data cited in this brief is based on the estimate of the value of the cost-sharing reductions, following the
prescribed methodology from the Centers for Medicare and Medicaid Services (CMS) for estimating the amount of cost-sharing reductions. The
actual amount of out-of-pocket costs that have been reduced depends on the services incurred by the enrollees, and Covered California is not part of
the final reconciliation that occurs between qualified health plans and CMS.
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FIGURE 13
MemberMonths and Total Estimated Value of Cost-Sharing Reductions, by Metal Tier Cost-Share Variant

Members Household Agg_regate
Months Months Estimated
Cost-Sharing Reduction Category . . Value of Cost
Enrollment in Enrollment in .
2016 2016 Sharing
Reductions
Silver 73 Cost Sharing Reduction 1,455,692 1,004,394 $ 20,272,252
Silver 87 Cost Sharing Reduction 4,035,157 2,838,566 $ 386,769,039
Silver 94 Cost Sharing Reduction 2,422,932 1,686,863 $ 310,567,614
Al/AN Cost Sharing Reduction - Zero Cost Share 37,572 31,590 $ 6,521,981
Total 7,951,353 5,561,413 $ 724,130,886
Household -
Individual - Individual - Household - Mean
Mean Mean Estimated Mean Estimated
Cost-Sharing Estimated Annualized Estimated Annualized
Reduction Category Monthly Value Value of Cost Monthly Value
) . . Value of Cost
of Cost Sharing Sharing of Cost Sharing Sharin
Reductions Reductions Reductions I_ 9
Reductions
Silver 73 Cost Sharing
Reduction $ 14 $ 167 $ 20 $ 242
Silver 87 Cost Sharing
Reduction $ 96 $ 1,150 $ 136 $ 1,635
Silver 94 Cost Sharing
Reduction $ 128 $ 1,538 $ 184 $ 2,209
Al/AN Cost Sharing
Reduction - Zero Cost
Share $ 174 $ 2,083.03 $ 206 $ 2,477.49
Total $ 91 $ 1,093 $ 130 $ 1,562
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Half of Covered California Enrollees Benefit From Cost-Sharing Reductions in Enhanced Silver Plans
Half of all Covered California enrollees benefit from cost-sharing reductions in Enhanced Silver plans, of which
over three-quarters receive benefits well above Gold-level coverage (i.e., those enrolled in Silver 87 or Silver 94).

Additionally, American Indian and Alaska Native consumers are eligible for additional cost-sharing reductions,
with limited cost-sharing for those above 300 percent FPLand no cost-sharing for those below 300 percent FPL
Over 3,000 American Indian or Alaskan Native consumers in Covered California benefited from these reductions
to cost sharing in 2016.

FIGURE 14 Platinum Gold

Conclusion

The observations and findings presented in this Covered California analysis document how California consumers
receiving tax credits or cost-sharing reductions, or both, have been made better off through more affordable
coverage and financial protection for routine and unexpected medical expenses. As federal policy makers
evaluate proposals that may repeal and replace the Affordable Care Act, it will be important to measure the
impact of such proposals on coverage in the individual market and affordability for consumers for both premiums
and out-of-pocket costs. This should involve careful consideration of policy changes to the financial assistance
that is currently provided on an advanced basis and adjusted by income, age, family size and region to take into
account aconsumer's unique circumstances and local market conditions.

About Covered California

Covered California is an independent part of the state government whose job isto make the health insurance
marketplace work for California's consumers. It is overseen by afive-member board appointed by the
governor and the Legislature. For more information about Covered California, please visit CoveredCA.com.
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Preliminary Analysis of Impacts to Consumers From Changes
COVERED in Premium Subsidies and Cost-Sharing Reductions Available

CALIFORNIA

Under the Proposed American Health Care Act

Background

Under the Patient Protection and Affordable Care Act (ACA),
individuals with incomes between 138 and 400 percent of the
federal poverty level ($16,000 to $47,000) qualify for financial
assistance to purchase health insurance through an Advance
Premium Tax Credit, or APTC, based on age, income, family
size and the region where an individual lives. In addition,
depending on their income, consumers may qualify for cost-
sharing reductions (CSR), which limit what they pay when they
access health care.

On Monday, March 6, the American Health Care Act (AHCA)
was introduced in the US. House of Representatives and is
currently under consideration in Congress. The bill would alter
the way financial assistance is provided to help consumers
afford health insurance on the individual market.

This preliminary analysis uses actual data on the size, nature
and structure of financial support for consumers in California.
The analysis, prepared by Covered California, can be found at
URL. It shows how the current structure of financial support,
using APTC and CSR assists Covered California enrollees. The
analysis uses that data to better understand the potential
impact of the AHCA.

This preliminary analysis is based on the version of the AHCA
that was reported out of the House of Representatives, two
main committees ofjurisdiction, the Energy and Commerce
Committee and the Ways and Means Committee, in early
March.

Key Changes Proposed Under the AHCA

Instead of receiving financial assistance based on age, income,
family size and where the consumer lives — as provided in
current law — consumers would receive an advanceable tax
credit based on age if the AHCA were to become law, with
income considered as afactor only for the phasing out of the
availability of the tax credit for individuals making more than

COVERED CALIFORNIA |March 14, 2017

Key Findings:

*  While the average effects are

relatively clear, with analysis by

the Congressional Budget Office's
assessment that, "the average
subsidy under the legislation would
be about 60 percent of the average
subsidy under current law," the effect
on individuals in California varies
greatly.

* In particular, for older Californians,

the effect of the proposed tax credit
structure is adramatic increase in the
out-of-pocket costs for coverage,
meaning they are likely to drop
coverage

« Eliminating the adjustment of

subsidy based on the region where
an individual lives has a major impact
on those who live in higher-cost
areas, who will likely find coverage
unaffordable.

* Further analysis is needed to model

the overall impact of proposed
changes, including all provisions
contained in the American Health
Care Act.

This analysis was prepared by Covered
California forits ongoing planning and
to inform policy making in California and

nationally.



Preliminary Analysis of Tax Credits Available Under the Proposed American Health Care Act

$75,000 per year. The tax credits proposed in the AHCA would range from $2,000 to $4,000 and would be based
on age alone. The legislation would not include cost-sharing reductions the financial assistance provided to
lower-income individuals (between 138 and 250 percent of the federal poverty level) when they access care.

The AHCA also allows for states to apply for and receive funds from a Patient and State Stability Fund, which could
be used to fund avariety of activities that promote market stability, such as stabilizing premiums or lowering
lower health care expenses for consumers. The AHCA provides for up to $15 billion per year available to states
for 2018 and 2019, and then $10 billion per year for 2020 through 2026. After 2019, there would be a requirement
on states to provide "matching funds" to receive these resources - starting at 7 percent "match" in 2020 and
increasing to 50 percent in 2026. Additional analysis is needed to estimate California's potential share of these
funds.

The following tables show financial assistance provided under current law for avariety of hypothetical individuals
or afamily, with various ages, incomes and locations of residence compared to the proposed changes under the
AHCA. In all cases, the financial estimates are based on 2017 premiums and costs.”

‘Analysts including CBO anticipate that premiums and, accordingly, APTC available under current law would increase by 15-20% by the time the AHCA
tax credits would take effect in 2020. The estimates here do not rescale Covered California premiums for this increase, and thus likely understand the

size of tax credits under the ACA."
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Preliminary Analysis of Tax Credits Available Under the Proposed American Health Care Act

Income of $17,000 per year ($35,000 for family of four) ~143 percent AL

Gross Net Cost Net
Premium Advanced Premium Sharing Premium AHCA
for Silver Premium for Silver Reductions for Premium
(2nd lowest Tax Credit (2nd lowest (estimated Bronze Tax Credit
cost) cost) value) (lowest cost)
Los Angeles
Age 27 222 170 52 117 1 167
Age 40 270 218 52 117 1 250
Age 62 608 556 52 117 1 333
Family (42, 40, 16, 12) 820 711 109 234 4 833
San Francisco
Age 27 365 313 52 157 1 167
Age 40 446 393 53 157 1 250
Age 62 1,002 948 54 157 2 333
Family (42, 40, 16, 12) 1,350 1,239 111 314 4 833

Income of $20,000 per year ($41,000 for family of four) ~170 percent AL

Los Angeles

Age 27 222 140 82 83 24 167
Age 40 270 188 82 83 13 250
Age 62 608 526 82 83 1 333
Family (42, 40, 16, 12) 820 651 169 166 4 833

San Francisco

Age 27 365 283 82 115 1 167
Age 40 446 363 83 115 1 250
Age 62 1,002 918 84 115 2 333
Family (42, 40, 16, 12) 1,350 1,179 171 230 4 833

Income of $30,000 per year ($61,000 for family of four) ~253 percent FRL

Los Angeles

Age 27 222 15 207 - 149 167
Age 40 270 63 207 - 138 250
Age 62 608 401 207 - 142 333
Family (42, 40, 16, 12) 820 398 422 - 210 833

San Francisco

Age 27 365 158 207 - 106 167
Age 40 446 238 208 - 84 250
Age 62 1,002 793 209 = 2 333
Family (42, 40, 16, 12) 1,350 926 424 50 833

Income of $50,000 per year ($102,500 for family of four) ~420 percent AL

Los Angeles

Age 27 222 - 222 - 164 167
Age 40 270 - 270 - 201 250
Age 62 608 - 608 - 451 333
Family (42, 40, 16, 12) 820 - 820 - 608 833

San Francisco

Age 27 365 - 365 - 264 167
Age 40 446 - 446 - 325 250
Age 62 1,002 - 1,002 - 724 333
Family (42, 40, 16, 12) 1,350 - 1,350 - 976 833
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AHCA Net
Premium
for Silver

(2nd lowest
cost)

55
20
275

199
196
668
517

55
20
275

199
196
668
517

55
20
275

199
196
668
517

55
20
275

199
196
668
517

Change
in Tax
Credit

(3)
32

(223)
122

(146)
(143)
(615)
(406)

27
62

(193)
182

(116)
(113)
(585)
(346)

152
187
(68)
435

12
(460)
(93)

167
250
333
833

167
250
333
833

Change in
Net

Premium

(32)
223
(109)

146
143
615
406

(27)
(62)
193
(169)

116
113
585
346

(152)
(187)

68
(422)

(9)
(12)
460

93

(167)
(250)
(333)
(820)

(167)
(250)
(333)
(833)



Preliminary Analysis of Tax Credits Available Under the Proposed American Health Care Act

The following tables provide additional side-by-side comparisons of the tax credit at a range of income levels the
financial assistance provided by the Affordable Care Act (ACA), and the American Health Care Act (AHCA).

Comparing ACA and AHCA Tax Credits, San Francisco

$4,000
$3,000
$0 0 $0
27 40 62
$20,000 $30,000 $50,000
ACA Tax Credit AHCA Tax Credit
Comparing ACA and AHCA Tax Credits, Los Angeles

$17,000 $20,000 $30,000 $50,000

ACA Tax Credit AHCA Tax Credit

Going forward, Covered California will conduct modeling of how enrollees would be affected under changes
proposed to federal law. The results of that modeling, which requires complex assumptions about rates, risk

mix and consumer behavior, will be shared publicly to inform policy and plan for any changes that could affect
Covered California enrollees.

This analysis will be updated as proposed policies are considered at the national level.

About Covered California

Covered California is an independent part of the state government whosejob isto make the health insurance
marketplace work for California's consumers. It is overseen by afive-member board appointed by the
governor and the legislature. For more information about Covered California, please visit CoveredCA.com.
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Californians in Individual Market Spent

$2,500 Less on Care in 2015 Than Before
the ACA

Amy Adams, Senior Program Officer, Improving Access

April 17, 2017

Two years into the Affordable Care Act (ACA), Californians who
bought health insurance on the individual market spent $2,500 less
on health care compared to 2013, the year before the ACA was
fully implemented, according to data from the US Census Bureau's
Current Population Survey (CPS) available on ACA 411. This decline
was likely driven primarily by the premium tax credits and cost-
sharing reductions provided through the ACA's health insurance
marketplaces. This progress toward making health care more
affordable is at risk as federal lawmakers debate repealing or
radically changing the ACA.

Amy Adams

Californians' Spending Decline Beats National Trends

In 2013, Californians with individual coverage spent, on average, $7,300 out of pocket on
health care (defined as spending on health insurance premiums, copays, deductibles,
coinsurance for services and prescription drugs). That amount fell to $4,900 in 2014, the
first year the ACA health insurance marketplaces (called Covered California in California)
were open for business. In 2015 average spending for those covered through the individual
market continued declining to $4,800 for a total drop of $2,500 over the two-year period.

Nationally, the amount spent on health care by consumers with individual coverage
dropped from $6,800 in 2013 to $5,500 in 2015, a $1,300 decline.



Average Annual Spending on Health Care by
Consumers in Individual Market

2013 2014 2015
$8k
*$7,300
*  California g0 $6,800 $5,100 ¥ 50
9 National $4k *$4,900 $4,800*
%2k
JO

* Means a statistically significant change since 2013.

Similarly, the percentage of consumers with individual coverage reporting "high-burden
spending" (defined as spending more than 10% of total income on health care) fell
nationally, with California seeing a steeper decline, from 42.9% in 2013 to 33.8% in
2015. Nationally, it dropped from 44.7% to 38.8% during the same period.

Percentage of Consumers in Individual Market
Spending More than 10% of Income on Health Care

2013 2014 2015
60%
44.7%
USA  50% 38.6% 38.8%
40%
CA ) 42.9%
30%
34.5% 33.8%
20%
10%
0%

m\Vkeans astatistically signfficant change since 2013.

For more information on national trends in high-burden spending, read this new analysis of
the CPS data by the State Health Access Data Assistance Center (SHADAC). There was a
small but statistically significant decline in the overall US rate of high-burden spending,
with improvements also among those on Medicare and those earning less than 400% of
the federal poverty level (about $47,000 a year for a single person). The brief also
highlights which states saw statistically significant changes in high-burden spending among
various coverage types and income levels.

ACA Subsidies Caused Most of the Spending Declines
Spending by those with individual coverage was likely driven down primarily by the

premium tax credits and cost-sharing reductions available to eligible low-income
consumers through the ACA's health insurance marketplaces.



In 2015, 2.3 million Californians had individual health coverage — and 53% of them
purchased it through Covered California. Nearly 90% of Covered California enrollees, about
1.2 million people, in 2015 received premium tax credits to bring down the cost of
premiums (worth, on average, $445 a month per household). About half of Covered
California enrollees, or approximately 645,000 people, were in plans with additional cost-
sharing reductions (worth, on average, $125 a month per household) to defray the cost of
deductibles and copays.

Californians with Individual Coverage Have a Lot Riding on ACA Debate

Lawmakers in Congress continue to debate whether and how to dismantle the ACA, and
the reduced financial burden experienced by many consumers hangs in the balance. For
example, provisions in the American Health Care Act (AHCA) under discussion earlier this
year would have reduced financial assistance to poorer and older consumers, and it is still
unclear whether the Trump Administration will end the marketplace cost-sharing
reductions that reduce out-of-pocket costs for low-income consumers. Elimination of these
would potentially have profound impacts on both the affordability and availability of
marketplace coverage.

The financial consequences for consumers with individual coverage are huge — and
Californians are among those with the most to lose.

© 2017 California HealthCare Foundation DBA California Health Care Foundation. All Rights Reserved.
Terms of Use | Privacy Policy
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Supporting Informed Decision-Making in
the Health Insurance Marketplace:
A Progress Report for 2017

APRIL 2017

Executive Summary

The National Partnership for Women & Families has been actively tracking the progress of
the health care marketplaces established by the Affordable Care Act (ACA) since the first
open enrollment period began in 2013. Beginning in 2015, we have released an analysis
of each annual open enroliment period entitled Supporting Informed Decision-Making in
the Health Insurance Marketplace: A Progress Report. In these reports, we examine how
the federal and state-based marketplaces are equipping consumers with the tools and
information they need to choose and enroll in health insurance. This year's report assesses
marketplace support during open enroliment for the 2017 coverage year (November 1,
2016 through January 31, 2017).

For the 2017 open enrollment period, we assessed the marketplaces on metrics that are
important to consumers, such as the availability of transparent, accessible information

on cost, quality ratings and the inclusion of providers and prescription drugs in specific
plans. In this report, we describe common marketplace website features and highlight best
practices for the federally facilitated marketplace (FFM, also called HealthCare.gov) and for
the 12 state-based marketplaces (s BMs).

Overall, we found that the marketplaces continue to improve and are becoming more
adept at meeting consumers' needs. Below, we summarize our recommendations for how
administrators can continue to support informed decision-making in the health insurance
marketplace.
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Recommendations

Supporting Enrolilment and Website Navigation: Consumer Outreach
and Assistance

RECOMMENDATION 1: OFFER MOBILE APPS.
»Marketplaces should offer and promote mobile apps. Mobile apps are a great tool to educate and

encourage enrollment, particularly among younger consumers.

»Mobile apps also may allow consumers to more easily locate information that requires more
searching on the full site. This includes the submission of verification information, FAQs and

definitions, and broker or other live consumer assistance resources.

RECOMMENDATION 2: INCLUDE MORE KEY TERMS OFFERED AS HOVER DEFINITIONS AND IN
THE GLOSSARY.

»The hover definition feature helps consumers easily access definitions of key terms and should be

an option for these terms.

»All terms that have a hover definition feature should also be defined in the glossary because the
glossary provides quick access, usually one click from the homepage. To access definitions via the
hover feature, consumers must either be logged in to a marketplace account or use the anonymous

browsing feature.

RECOMMENDATION 3: INCORPORATE A LIVE CHAT FEATURE.
»Marketplaces should incorporate a live chat feature into their websites. Live chat allows tech savvy

consumers to access help efficiently.

»This feature also allows call centers to focus on more complicated consumer assistance, while the
chat operators can focus on easier-to-resolve quick fixes, such as forgotten or lost passwords.

Helping Consumers Differentiate Among Plan Choices: Plan Display
and Sort and Filter Options

RECOMMENDATION 1: HELP CONSUMERS EASILY FIND THE MOST BENEFICIAL PLAN

OPTIONS.

»Websites should clearly explain potential cost-sharing reduction (CSR) eligibility and display
silver plans first for individuals potentially eligible for CSRs to ensure that consumers consider
their CSR plan options. However, websites should make it clear how a consumer can view all plan

options.

»Marketplace websites should display distinctly marked standardized plan options and offer clear
explanations of what they are and how they can help consumers more easily compare non-obvious

plan features.
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»All marketplaces should have a consumer-friendly provider and formulary search tool built into
the plan shopping portal. The shopping process would be easier and more transparent if consumers
could avoid comparing across many issuer webpages and instead, sort and filter plans based on
network or formulary inclusion. At the very least, to limit confusion, a marketplace should include
the link to the exact formulary search page specific to the plan a consumer is exploring.

»Marketplaces should use indicators to show which providers and drugs are covered by each plan,
rather than using a filter that removes plans not meeting the criteria. An indicator can provide

similar transparency but will not prevent consumers from seeing plans that also may fit their
needs.

»As marketplace plans move toward more tightly managed networks, marketplace websites should
continue to build and display measures of network breadth, and clearly explain what these
measures mean.

RECOMMENDATION 2: ALLOW CONSUMERS TO SORT PLAN OPTIONS.

»Marketplace websites should clearly explain sorting options and how activating a specific type of
sort will affect the plans that appear on the plan selection page.

»All marketplaces should, if possible, display an estimated total annual cost with personalized
information for each plan. This feature helps consumers understand the potential impact of cost
sharing on access and ultimate plan affordability. This is especially important given the high
number of consumers who select plans based on the premiums, but whose access or affordability
may be diminished by choosing a lower level, cheaper plan. However, it is important that all
plans also display monthly premium and deductible information separately on the initial page to
mitigate perceived unaffordability.

»Marketplaces should provide the option to sort by many different features, including by both cost
and non-cost features such as quality rating or network breadth.

RECOMMENDATION 3: ENHANCE FILTERING OPTIONS WHILE ALLOWING CONSUMERS TO
COMPARE ALL PLANS.

»Marketplaces should offer filtering tools that allow more customization; for example, sliding scales,
currently utilized in the FFM, which provide more personalized results.

»Marketplaces should provide the option to filter by many features, including by both cost and non-
cost features such as quality rating, issuer, standardized plan option or network breadth.

»Marketplaces should make clear that not all plans are being shown when a filter is engaged and
should provide a clear and easy way for consumers to remove the filter to see all plans.
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Making Key Plan Information Accessible: Marketplace Transparency

RECOMMENDATION 1: AT A MINIMUM, PLACE PRIMARY CARE PROVIDER, SPECIALIST AND
ALL PRESCRIPTION DRUG TIERS' COST-SHARING INFORMATION ON INITIAL DISPLAY PAGES,
IN ADDITION TO PREMIUM AND DEDUCTIBLE COSTS.

» Cost-sharing amounts for common services are crucial information for consumers to consider when
choosing a health plan. Requiring consumers to click to details pages can increase confusion and

may give the impression that these details are not important to consider in selecting a plan.

»When details are displayed on the initial page, marketplaces should clearly note where benefits
are subject to a combined or separate drug deductible. Consumer confusion can result when that
information appears only on the details pages.

RECOMMENDATION 2: EMBED BOTH THE SUMMARY OF BENEFITS AND COVERAGE (SBC)
AND SCHEDULE OF BENEFITS (SOB) INTO MARKETPLACE WEBSITES TO ENSURE THESE
DOCUMENTS ARE EASILY ACCESSIBLE.

» Consumers need information on covered services and the associated cost sharing for each service.
This information is essential to making informed decisions when selecting health coverage.
Embedding the SBC and SOB, both important consumer materials, would ensure this information

is accessible.

RECOMMENDATION 3: EMBED PROVIDER AND DRUG SEARCH TOOLS IN MARKETPLACE
WEBSITES.

» Consumers may prefer receiving care from particular providers or need coverage of specific
medications. All marketplace websites should have embedded provider and drug search tools, and
existing tools should be enhanced, so consumers can more easily select plans that include their
preferred providers and/or medications.

RECOMMENDATION 4: INCREASE THE ACCURACY OF OUT-OF-POCKET (OOP) COST
CALCULATORS AND MAKE THE RESULTS EASY TO UNDERSTAND.

»OOP cost calculators are important tools for consumers that give a personal context to the many

coverage and cost-sharing details. However, OOP cost calculators vary widely in their precision.

»Marketplaces should improve the accuracy of these tools by offering additional inputs and using
more personalized data in the calculation, such as specific medications a patient takes and the
corresponding cost sharing, in order to deliver results that are as meaningful as possible to

consumers.
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Introduction

The Affordable Care Act (ACA) marketplaces have played a pivotal role in providing health
care to millions of people across the country. Indeed, by connecting more people with
health insurance sold on the individual market, marketplaces have helped drive the national
uninsured rate to a record low of 8.8 percent in 2016.1

The National Partnership for Women & Families has been actively tracking the progress of the
health care marketplaces established by the ACA since the first open enrollment period began in
2013. Beginning in 2015, we have released an analysis of each annual open enrollment period entitled
Supporting Informed Decision-Making in the Health Insurance Marketplace: A Progress Report. In
these reports, we examine how well the federal and state-based marketplaces are equipping consumers
with the tools and information they need to choose and enroll in health insurance. Prior to the ACA,
there was no clear or easy way to compare health care plans sold in the individual market. Over the
past four open enrollment periods, the marketplaces have changed that, allowing consumers to shop
and compare health plans and to find the best plan for themselves and their families. Marketplace
administrators have rapidly increased the websites’ capabilities and tools to serve consumers.

This year’s report assesses marketplace support during open enrollment for the 2017 coverage
year, which ran from November 1, 2016 to January 31, 2017. For the fourth open enrollment period,
we assessed the marketplaces on metrics that are important to consumers, such as the availability
of transparent, accessible information on cost, quality ratings and the inclusion of providers and
prescription drugs in specific plans. In this report, we describe common marketplace website features
and highlight best practices for the federally facilitated marketplace (FFM, also called HealthCare.gov)
and for the 12 state-based marketplaces (SBMs). Despite recent uncertainty surrounding the future of
the marketplaces, the lessons learned from the ACA’s health insurance online marketplaces can inform
future efforts to help consumers shop for health insurance in online settings.

We found that during the open enrollment period for plan year 2017, the marketplaces continued
to improve, offering increased transparency and an even better consumer experience than in years
past. Both the federal platform, HealthCare.gov, and the websites developed by specific SBMs have
all continued to expand and improve tools that help consumers sort through many plan choices.
Marketplace websites showed increased transparency, meaning it has become easier for consumers
to compare plans across a number of features. We also found that administrators have stepped up
public outreach and engagement to educate and attract enrollees, such as by partnering with civic and
community health centers and directly with potential and current enrollees.2

We did find that some marketplaces provide better experiences than others, suggesting an
opportunity for administrators to learn from one another as they continue to improve tools and

services. A comprehensive set of recommendations is included in the report that follows.
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Methodology

To develop this report, the National Partnership partnered with Avalere to assess the

FFM and each SBM. Avalere conducted a review of historical marketplace improvements
and a baseline review to highlight where marketplaces differed in approach and content.
Three topical areas - consumer outreach, plan display and sort and filter functions,

and transparency of information on the marketplace - were identified as elements that
significantly affect the consumer enrollment experience. Marketplace websites were then
evaluated for their performance on these three core metrics. Table 2 on the next page lists
the marketplace websites reviewed as part of this analysis.

To assess what information is available on marketplace websites, Avalere simulated a real consumer.
Table 1 details the two profiles Avalere used to shop on each marketplace’s window-shopping platform.

Avalere used the ZIP code from the most populous city in each state. For HealthCare.gov, Avalere
chose the most populous ZIP codes for Texas and Virginia, as they each take part in a HealthCare.gov
pilot - network breadth and plan quality indicators, respectively. The reviewers of each marketplace
website only looked at information and plan options that are available to the general public through
the site’s window-shopping feature. Avalere catalogued important details that were or were not
available as part of each marketplace website’s window-shopping feature to assess the robustness of
available decision-making support tools. The National Partnership maintained editorial control over
the content of this report.

Table 1: Consumer Profiles

Demographic Variable Profile 1 Profile 2
Age 28 28
Sex Female Female
Annual Income $30,000 $100,000
Household Size 1 3
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Table 2: Marketplace Websites Included in Review

State

Federally Facilitated
Marketplace

California

Colorado3d

Connecticut

District of Columbia

Idaho

Maryland

Massachusetts

Minnesota

New York State

Rhode Island4

Vermont

Washington
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Marketplace Name

healthCare.gov/FFm

Covered California

Connect for health Co

Access health CT

DC health link

Your Health Idaho

Maryland Health
Connection

Massachusetts Health
Connector

MNsure

NY State of Health

Health Source R

Vermont health Connect

Washington
healthplanfinder

Marketplace Website

healthCare.gov

http://www.coveredca.com/

http://connectforhealthco.com/

https://www.accesshealthct.com/
AhCT/landingPageCThIX
https://www.dchealthlink.com/

https://www.yourhealthidaho.org/

https://www.
marylandhealthconnection.gov/

https://www.mahealthconnector.org

https://www.rn nsure.org/

https://nystateofhealth.ny.gov/

http://healthsourceri.com/

https://portal.healthconnect.
vermont.gov/VThBEland/welcome.
action

https://www.wahealthplanfinder.
org/_content/homepage.html

Shopping Tool Website

https://www.healthcare.gov/see-
plans/#/buying

https://apply.coveredca.com/
apspahbx/ahbxanonym.portal?_
nfpb=true&_st=&_nfls=false&_
pagelabel =previewPlanPage#1

http://planfinder.connectforhealthco.
com/ and
https://prd.connectforhealthco.com/
individual
https://www.accesshealthct.com/
AhCT/Individuallnformation.action

https://dc.checkbookhealth.org/hie/
dc/2017/

https://idahohix.yourhealthidaho.
org/hix/preeligibility#/

https://secure.
marylandhealthconnection.gov/
AhCT/Familylnformation.action

https://mahealthconnector.optum.
com/individual/

https://m n.checkbookhealth.org/
hie/MN/2017/index.cfm?data=eyJGT
1INIjp7fSwiWJIMIjp7IkNPVKVSQUdF
ljoiSW5kaXZpZHVhbClslkxBTkciOiJF
TiJ9fQ%3D%3D

https://nystateofhealth.ny.gov/
individual/searchAnonymousPlan/
search

https://healthyrhode.ri.gov/
hIXWebl3/Displaygetstarted.action
and http://healthsourceri.com/
calculator/

https://vt.checkbookhealth.org/hie/
vt/2017/index.cfm?data=eyJGT1JNIjp
TfswiWJmijp7IkNPVkVsQudFljoisW
5kaXZpZhVhbCJ9fQ%3D%3D

https://www.wahealthplanfinder.
org/hBEWeb/Annon_
ViewlIndividualPlans?request_
locale=en



Supporting Enrollment and Website
Navigation: Consumer Outreach
and Assistance

A core mission of the FFM and SBMs is to educate consumers about coverage choices
and encourage enrollment through consumer outreach and assistance. Marketplaces
help consumers stay informed about important dates and events, such as open
enrollment deadlines. Social media and advertising have allowed marketplaces to reach
a wider, often younger, population. Other outreach includes phone calls, in-person
enrollment events and live online support.

Social Media and Outreach Events

FFM and SBM administrators have recognized that social media is effective to promote and convey
important health coverage and enrollment information. It has a broad reach and requires relatively low
set-up and maintenance efforts. Table 3 and Figure 1illustrate how marketplaces have used social media.

Table 3: Social Media Followers (as of Figure 1: Tweet from the Federally Facilitated
January 2017) Marketplace on January 25, 2017
) Twitter Health Healthcare.gov tealthCareGov 4h
Marketplace Facebook Likes Followers §" Less than a week before Open Enroliment

for 2017 coverage ends, don't wait and

HealthCare.gov 527,251 272,000 #GetCovered! —-> go.hc.gov/2jZKgyw
California 229,887 50,100

Colorado 7,468 2,342

Connecticut 40,234 3,503

District of Columbia 500 2,387

Idaho 2,871 495

Massachusetts 20,924 4,371

Maryland 6,663 5,232

Minnesota 4,372 3,508 T
New York 21,293 9,194

Rhode lIsland 5,306 2,092

Vermont 2,536 2,259

Washington 17,935 3,231
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All marketplaces have an extensive Facebook and Twitter presence, but some use additional social
media platforms like YouTube, LinkedIn and Instagram (see Table 4). These social media platforms
provide valuable outlets for marketplaces to promote events, share information about important dates
and convey helpful information about how people can access coverage and care.

Table 4: Additional Social Media Platforms Used by Each Marketplace
Marketplace YouTube LinkedIn Instagram
HealthCare.gov
California
Colorado
Connecticut
District of Columbia
Idaho
Massachusetts
Maryland
Minnesota
New York
Rhode Island
Vermont

Washington

Because more and more consumers use mobile devices (including phones and tablets) for shopping
and everyday activities, Connecticut, D.C. and Maryland developed mobile applications (“apps”) for
their SBMs (see Figure 2). Apps provide information about the marketplace and a mechanism to
stay engaged with it. Some also allow consumers to take and upload photos of enrollment eligibility
verification materials.

Figure 2: Maryland Health
Connection App Screen Shot

Marketplaces with similar platforms could partner to co-develop
and implement mobile platforms to make the enrollment process
easier. This approach could ease the eligibility verification process,
which causes considerable issues and backlog, by supplementing the
existing process by which consumers submit verification information.
Allowing consumers to submit information via the cameras on their
phones may lead to greater compliance, as compared to requiring
consumers to print out and mail in such information. It also makes it
significantly easier to process the information received by eliminating
the sorting and scanning requirements of paper submissions. SBMs
and the FFM should consider integrating a mobile app into future
consumer outreach.
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Most marketplaces (Calif., Colo., Conn., D.C., Mass., Md., Minn., N.Y., R.I.) also offer outreach
events, such as those noted in Figure 3. HealthCare.gov, on the other hand, works with consumer
outreach partners - such as navigators and in-person assisters - to sponsor and facilitate such
outreach. HealthCare.gov has a search feature to identify partners that offer assistance.

Figure 3: Outreach Events

California Massachusetts New York

The Clinica Sierra Vista The MA Community Action Committee The Buffalo Employment
Open Enrolliment Event of Cape Cod & Islands hosted and Training Center held a
located at a community navigators and insurance counselors at Career Center Marketplace
health center helped an open enrollment event. The event Information Session
consumers determine offered answers to questions and at which marketplace
whether they qualified application and enrollment assistance representatives answered
for medi-Cal or financial to the uninsured and to those who questions about enrollment
assistance. needed to shop for plans or renew in the marketplace.

marketplace or Medicaid plans.

Live Chat Feature

Select marketplace websites have non-traditional enrollment aids, including a live chat function.
While HealthCare.gov does not include this feature, California, Colorado and New York do (see Figure
4). Live chat features appeal to consumers who prefer to receive help online rather than in person or by
phone. Live chats also provide immediate assistance, often with minimal wait times. However, it may
be harder for consumers and chat administrators to discuss more complex topics and challenges in this

digital setting than via phone or in person.

Figure 4: Colorado Live Chat Feature

Live Chat

You can also chatwith our trained staff online during normal business hours and extended hours Leading up to
deadlines. Chat representatives can help with general enroliment questions, password reset and ticket status. Please
call our phone representatives for full enroliment or application assistance at 855-752-6749.

IChat Nowi

Consumer Education and Marketplace Glossary

For some consumers, the marketplace shopping experience means confronting unfamiliar
vocabulary. Marketplaces have tried to increase consumer health insurance literacy by defining
terminology through web features. In fact, all of the marketplaces offer definitions of important or
potentially confusing insurance terms using a “hover” functionality (definitions appear when the
consumer holds a mouse over the word). Additionally, all marketplaces offer a glossary of terms.
However, the terms featured in glossaries —and how comprehensive the definitions for those terms are
—vary. Unfortunately, some terms are not defined in both the glossary and a hover box.

Table 5 reviews how marketplace glossaries define five key terms: deductible, maximum out-of-
pocket MOOP)/out-of-pocket (OOP) limit, quality/quality rating, cost-sharing reductions (CSRs) and
special enrollment period (SEP). It illustrates the inconsistency of definitions.
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Table 5: Availability of Definitions for Five Key Terms

Quality or

Marketplace CSRs Deductible MOOP SEP

Quality Rating
HealthCare.gov
California
Colorado
Connecticut
District of Columbia
Idaho
Massachusetts
Maryland
Minnesota
New York
Rhode Island
Vermont

Washington

Marketplace websites must provide assistance in other languages and include “taglines” in at least
the top 15 languages in a state on their websites and any document “that is critical for obtaining health
insurance coverage or access to health care services through a QHP [qualified health plan] for qualified
individuals, applicants, qualified employers, qualified employees, or enrollees.”5Further, call centers
must provide interpretation in at least 150 languages.6Figure 5 shows how consumers can select to
navigate HealthCare.gov in Spanish or English.

Figure 5: HealthCare.gov English and Spanish Language Option Button on Homepage
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Recommendations to Support Enroliment and Website
Navigation

RECOMMENDATION 1: OFFER MOBILE APPS.

»Marketplaces should offer and promote mobile apps. Mobile apps are a great tool to
educate and encourage enrollment, particularly among younger consuners.

»Mobile apps also may allow consumers to more easily locate information that requires more
searching on the full site. This includes the submission of verification information, FAQs and
definitions, and broker or other live consumer assistance resources.

RECOMMENDATION 2: INCLUDE MORE KEY TERMS OFFERED AS HOVER
DEFINITIONS AND IN THE GLOSSARY.

»The hover definition feature helps consumers easily access definitions of key terms and
should be an option for these terms.

PAll terms that have a hover definition feature should also be defined in the glossary
because the glossary provides quick acoess, usually one click from the homepage. To access
definitions via the hover feature, consumers must either be logged in to a marketplace
account or use the anonymous browsing feature.

RECOMMENDATION 3: INCORPORATE A LIVE CHAT FEATURE.

»Marketplaces should incorporate a live chat feature into their websites. Live chat allows tech
sawy consumers to access help efficiently.

»This feature also likely allows call centers to focus on more complicated consumer
assistance, while the chat operators can focus on easier-to-resolve quick fixes, such as
forgotten or lost passwords.
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Helping Consumers Differentiate Among
Plan Choices: Plan Display and Sort and
Filter Options

A marketplace website's plan shopping page is likely the most important element of

a consumer's marketplace experience. The structure and functions of this page - such
as the organization of information and the available filtering and sorting options - can
substantially affect a consumer's ability to find the plan that best meets her or his needs.

For most consumers, the plan shopping page displays dozens of plan options across different
coverage levels —bronze, silver, gold and platinum. Additionally, plans typically have unique networks,
prescription drug formularies, covered benefits, coverage limitations, cost sharing and coverage of out-
of-network providers. While diverse options often make it possible for consumers to find a plan that
meets their particular needs, the wide variety of choices mean consumers need tools that help them
quickly and easily distinguish among plans.

This chapter reviews some of the tools and many display options that marketplaces are using to help
consumers identify the plans that best match their needs.

Default Plan Display
NUMBER OF PLANS

Limiting the number of options presented to the consumer can help make the process more
manageable, but it also can influence the consumer’s ultimate choice. Some marketplaces only display
a limited set of plans on the initial window-shopping page, while other marketplaces include all
available plans. While the number of available plans per marketplace varies, more than two-thirds of
marketplaces do not display all available plans on that initial selection page (see Figure 6).

Figure 6: Number of Plans Initially Displayed on Each Marketplace's Window-Shopping Page

100
m  Number of total plans available
m Number of plans displayed on default
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0
z
<
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DEFAULT SORT ORDER

The order in which plans are sorted on the plan window-shopping page can influence consumer
decision-making. Studies have shown that order affects choice and that consumers may rely on
the default sort order, particularly when making complex decisions such as selecting a plan from
a marketplace.7In fact, an article regarding the behavioral economics at play in the insurance
marketplaces noted that people "often settle for options at the top of a menu, regardless of whether
that choice is best for them," explaining that the order of plans may be influencing consumers'
decisions.8For this reason, the default plan sort order is an influential aspect of the shopping
experience.

The default sort order on window-shopping pages has evolved. At first, all marketplaces, including the
FFM, sorted plans from lowest monthly premium to highest. The following year, all but one marketplace
sorted this way. In the third open enrollment period, five of the 13 SBMs (Calif., D.C., Ky., Minn. and
Vt.) switched to sorting plans by total estimated costs, including premiums and cost sharing. For the 2017
open enrollment period, five SBMs used a feature other than the monthly premium as the default sort
order; the rest, including the FFM, default sorted by premium (see Table 6).

Table 6: Marketplace Portal Default Sort Order, 2017

Marketplace Default Plan Sort Order

HealthCare.gov Premium

California Yearly cost estimate
Colorado Premium
Connecticut Premium

District of Columbia Yearly cost estimate
Idaho Premium

Maryland Premium
Massachusetts Premium

Minnesota Yearly cost estimate
New York Premium

Rhode Island9 Premium, metal level
Vermont Yearly cost estimate
Washington Premium

Sorting plans based on an estimate of annual health care costs may provide a helpful glimpse of
the possible total costs associated with choosing a particular plan. This is important given that many
consumers may not be fully aware of the role that premiums and cost sharing may play in the total
cost of health care. Health plan costs, particularly OOP spending, can be confusing for consumers
and difficult to estimate.0It is important to note, however, that using a yearly cost estimate as the
default sort may lead to concerns about affordability. Consumers may be used to thinking about
the cost of health care in terms of monthly premiums, and since yearly cost estimates show higher
costs than monthly premiums alone (as they include both the premiums and projected cost sharing
for the full plan year), consumers may be deterred from buying coverage when they see such high
costs. To address this, marketplaces could also display premiums separately. Indeed, all four SBMs
with a yearly cost default sort order also separately display premiums on the initial page. Informed
consumers can therefore separate out the premium versus the expected utilization costs and decide if
these estimates are likely to be accurate for them.
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Figure 7: Comparison of Plans Using Default Sort and Sort by Premium for DC Health Link

Default Sort by Yearly Cost Estimate Optional Sort by Premium
Plan© Yearly Cost Costina Doctors® Plan@© Yearly Cost Costin a Doctors©
B e Ewmate@  fateso Sclctthe panrameforCETALS tstimete ©  Bad Year®

KP DC STANDARD Bronze 5000/50/Dental/Ped ~ CP.

o
o

KP DC STANDARD Bronze 5000/50/Dental/Ped  CP
Dental Dental

Kaiser- HVO-0 Bronze $2.962 $8,482 Kaiser - HMO- 0 Bronze

MONTHLY PREMIUM: $111 after $72 subsidy ; ; MONTHLY PREMIUM: $111 after $72 subsidy $2,962 $8,482
ANNUAL PREMIUM: $ 1,332 after $864 subsidy ANNUAL PREMIUM:S 1,3 32 after $864subsidy

DEDUCTIBLE: Medical: $5,000/ Drug: $300 DEDUCTIBLE: Medical: $5,000/ Drug: $300

KP DC Bronze 6400/55/Dental/Ped Dental cP

o
o

KP DC Bronze 6400/55/Dental/Ped Dental cp

Kaiser-HMO-0 Bronze

MONTHLY PREMIUM: $ 97 after $72 subsidy $2,994 $8,314
ANNUAL PREMIUM: $ 1,164 after $864subsidy

DEDUCTIBLE: Medical: $6,400 / Drug: $750

IMONTHLY PREMIUME: $ 97 dftei $72 subsidy $2,994 $8,314
ANNUAL PREMIUME $ 1,164 after $864 subsidy
DEDUCTIBLE: Medical: $6,400 /Drug: $750

BlueChoice HMO Standard Bronze $5,000 cP

CareFirst- HMO- 0 Bronze

MONTHLYPREMIUM:S 115 after $72 subsidy $3,010 $8,530
ANNUAL PREMIUME $ 1,380 after $864 subsidy

DEDUCTIBLE: Medical: $5,000/ Drug: $300

o
o

BlueChoice HMO Standard Bronze $5,000 cp

MONTHLY PREMIUM: $115 after $72subsidy $3,010 $8,530
ANNUAL PREMIUM: $ 1,380 after $864subsidy
DEDUCTIBLE: Medical: $5,000/ Drug: $300

KP DC Silver 1700/20% /CSR/HDHP/Dental/Ped  CP
Dental
Kaiser- HVO-0  Silver

o
o

KP DC Silver 1700/20%/CSR/HDHP/Dental/Ped  CP
Dental
$3,048 $6,668

IMONTHLY PREMIUME $139 after $72 subsidy Kaiser-HMO-0 Silver $3,048 $6,668
ANNUAL PROMIUM: $ 1,668 after $064 subsidy IMONTHLY PREMIUM: $ 139 after $72 subsidy
DEDUCTIBLE: $1,700 ANNUAL PREMIUME $1,668 after $864subsidy
DEDUCTIBLE: $1,700
o BlueChoice HMO Standard Silver $2,000 A cP
o BlueChoice HMO Standard Silver $2,000 A cp
VIONTIILY PREMIUME $15 6 after $72 subsidy $3,052 $7,572 CareFirst-HMO-0 Silver
ANNUAL PREMIUM $1,872 after $864subsidy MONTHLY PREMIUME: $ 156 after $72subsidy $3,052 $7,572
DEDUCTIBLE: Medical: $1,300/ Drug: $250 ANNUAL PREMIUME $1,872 after $864subsidy

DEDUCTIBLE: Medical: $1,300/ Drug: $250
KP DC Bronze 6200/20%/HSA/Dental/Ped Dental CP
Kaiser-HVO-0 Bronze
MONTHLY PREMIUME $101 after $72 subsidy $3,112 $7,762 Kaiser-HMO-0 Bronze
ANNUAL PREMIUME $ 1,212 after $864subsidy MONTHLY PREMIUM: $101 after $72subsidy $3,112 $7,762
DEDUCTIBLE: $6,200 ANNUAL PREMIUM: $ 1,2 12 after $864subsidy

o

o

KP DC Bronze 6200/20%/HSA/Dental/Ped Dental CP

PLANS FOR CSR-ELIGIBLE CONSUMERS

For many, CSRs are critical to preserving coverage affordability. To take advantage of the benefits of
CSRs, however, eligible consumers must have household incomes between 100 and 250 percent of the
Federal Poverty Level (FPL) and enroll in a silver plan —the only plan metal level for which consumers

can receive CSRs.

Despite consumer interest in easily being able to discern plans for which CSRs may be applied,
many marketplaces continue to sort plans by premium, causing consumers to see bronze plans first.
This may tempt CSR-eligible consumers to choose a bronze plan (with the lowest premium) even
though a silver plan would, in fact, provide more robust health coverage and better match their health
care needs and financial circumstances. A CSR plan —with its lower cost sharing —may offer more
coverage at a lower yearly cost than a bronze plan (even accounting for premiums that are often higher
for silver plans than for bronze plans).

To help eligible consumers consider CSR options, some marketplaces (Conn., Md., R.I. and Wash.)
list CSR plans first on the default plan window-shopping page. Unfortunately, the FFM does not
highlight CSR plans in this way. While many consumers are enrolled in CSR plans (60 percent via
HealthCare.gov and 58 percent across all marketplacesl), states that promote CSRs in the default
sort have more eligible enrollees in CSR plans. Data from Connecticut’s 2016 open enrollment period
shows that only 12.5 percent of CSR-eligible enrollees chose a bronze or catastrophic plan, while 82
percent enrolled in a CSR plan.2By contrast, a 2015 Avalere Health assessment found that, across
all marketplaces, only about 70 percent of CSR-eligible consumers actually enrolled in a silver plan in
2015.8

STANDARDIZED PLANS

Standardized plans require the same cost sharing for each service and have the same deductibles
and OOP maximums for a particular metal level in a state. Some marketplaces require issuers to
offer standardized plans to participate in the state’s marketplace, while others allow it as an option.
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Currently, the marketplaces in seven SBMs (Calif., Conn., D.C., Mass., N.Y., Ore. and Vt.) and the
FFM have standard benefit designs. In California, issuers are only allowed to offer the marketplace-
created standardized plans. UFor the FFM, the Centers for Medicare & Medicaid Services (CMS) first
established optional standardized benefit designs - known as “Simple Choice” - for the 2017 plan year.5

Marketplaces with standardized plans identify these plans through window-shopping in different
ways. Of the SBMs, only Connecticut and Massachusetts require special naming conventions —they
both require the word “Standard” in the plan name. The FFM uses a banner (see Figure 8) to introduce
the Simple Choice plan options, with a description of the features of standardized plans. However, for
the FFM, these plans are only highlighted with a blue box in the top left corner of the plan on the plan

window-shopping page, as shown in Figure 9 below.

Figure 8: Federally Facilitated Marketplace Simple Choice Banner

Simple Choice: A new label makes it easier to compare plans

When you view plans, some will be labeled "Simple Choice.” The label
makes it easier to shop, especially when you have a lot o f choices.

+ Within any plan category (Bronze. Silver. Gold, or Platinum), all Simple Choice plans have exactly the same core
benefits, deductibles, and copayments.
+ When viewing Simple Choice plans, you can focus on other important features that may be different:
* Monthly premiums
 Additional services covered
» Doctor & hospital networks
Simple Choice plans aren't "better or more likely to meetyour needs. The label just helps you sortthrough plans
faster, and focus on the important differences that matter to you.

Note; In some easesyou may ly one Simple Choice plan. If remove the simple choicefilter to see allplans.

piechoice plans I SEEALL SILVERPLAN S ALLPLANS

Figure 9: Federally Facilitated Marketplace Simple Choice Label

Consumer-Driven Sort and Filter Options

Marketplaces provide two important tools - sorting and filtering - to help consumers choose plans
based on the factors that are most important to them. Consumer-driven sorting allows consumers to
determine the order of plan display. For example, if a consumer chooses to sort plans by premium,
they will see the plan options with the lowest premiums listed first, followed by plans with higher
premiums. All marketplace websites offer sort options of various types, but sorting by premium is
the only feature offered on all marketplaces. The only other commonly offered sort option in window-
shopping is by deductible (low to high), which is offered by nine SBMs (Calif., Colo., Conn., Idaho, Md.,
Mass., N.Y., R.I. and Wash.) and the FFM.

Consumer-driven filtering, on the other hand, allows consumers to limit the plan choices shown in
window-shopping by focusing filter results only on the plan options that meet one or more criteria. This
option can be helpful for consumers looking for a specific feature. Currently, the only filtering option
offered by all marketplaces is insurance issuer. Filtering by premium (offered in Calif., Colo., Conn.,
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D.C., Md., Mass., Minn., R.I., Vt., Wash. and the FFM), metal level (offered in Calif., Colo., Conn.,
D.C., Idaho, Mass., Minn., N.Y., R.I., Vt., Wash. and the FFM) and deductible (offered in Calif., Colo.,
Conn., D.C., Idaho, Mass., Md., Minn., R.I., Vt., Wash. and the FFM) are the other most commonly
offered options. Filtering by plan type is also frequently offered, appearing in California, D.C., Idaho,
Maryland, Minnesota, Rhode Island, Vermont, Washington and the FFM. Sliding scales, offered by
some marketplaces, are particularly effective filtering tools; they allow consumers to identify plans
with premiums, deductibles and/or maximum OOP costs that fall within a specific range. See Table 7
for a summary of the filtering and sorting options available in each marketplace.

One drawback of filtering, however, is that it may prevent consumers from effectively comparing all
their plan options. For example, consumers may filter to see only bronze plans, thinking they are the
most affordable options, when a silver CSR plan may actually be a more cost-effective option.

SELECT SORT AND FILTER OPTIONS

Out-of-Pocket Maximum. For some consumers with greater health care needs, sorting or filtering by
OOP maximum can be useful. (The OOP maximum represents the maximum amount of cost sharing
that a consumer can spend for covered health care services during a plan year.) Sorting by OOP
maximum shows plans in order from lowest to highest OOP maximum. Filtering by OOP maximum
allows consumers to see only plans that have OOP maximums that fall within a spending range.

Currently, only the Maryland, Massachusetts and Washington marketplaces have a window-
shopping tool to filter by the OOP maximum (see Figure 10), while the Idaho, Maryland and
Washington marketplaces include a similar sorting option.

Figure 10: Maryland's Out-of-Pocket Maximum Filter

Health Savings Account (HSA) Eligibility. HSA window-shopping filtering tools are becoming more
common as more issuers offer HSAs. These medical savings accounts allow consumers to use tax-
advantaged income deferrals to help pay for certain approved medical expenses, such as cost sharing.
For the 2017 plan year, the FFM and the California, Idaho and Washington marketplaces offered an
HSA filtering function.

Quality Rating. Another emerging trend is use of issuer quality ratings. For 2017, the FFM piloted
the display of quality ratings in two states —Virginia and Wisconsin (see Figure 11).6Some SBMs
display quality ratings, and some even allow consumers to filter in window-shopping for the quality
rating they are seeking (Calif., Conn., Md., N.Y. and Wash.). By hovering their mouse over the star
rating next to each plan, consumers can read more about the quality ratings, as shown in Figure 12.
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Table 7: Marketplace Portal Sorting and Filtering Functions by Feature

Marketplace

HealthCare.gov

m m o m m m
w o u u nu

California

Colorado
Connecticut

District of
Columbia

Idaho S

Maryland F, S
Massachusetts F, S
Minnesota F, S
New York S

Rhode Island F, S
Vermont F, S

Washington F, S

Table 7 (continued)

Marketplace

HealthCare.gov F
California F
Colorado

Connecticut

District of F
Columbia

Idaho F
Maryland F
Massachusetts
Minnesota F
New York

Rhode Island F
Vermont F

Washington F

Premium

Plan Type

Deductible

F, S
F, S
F, S

F, S

F, S
F, S

F, S

F, S

F, S

Quality
Rating

F, S

F, S

F, S

Yearly
Cost
Estimate

F, S

F, S

F, S

Consumer

Specified
Provider

F = Filtering functionality, s = Sorting functionality

* Expense Estimate Ranking offers a descriptor of expenses, such as high, medium or low, rather than a numerical estimate.

Expense Cost in Medical
Metal Insurance
Estimate a Bad Management
) Level Issuer
Ranking* Year Program
F F F
S F F
F F
F, S F, S
F F F, S
S F F
S F, S
F F
F F F, S
F F
F, S F
F F S
F F
Consumer Has
. Plan ID
Specified HSA Separate
P - or Plan
Prescription Eligible Drug
Name )
Drug Deductible
F F
F
F
F F
F
F

Maximum
OOP Limit
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Figure 11: Federally Facilitated Marketplace Quality Rating Display

Figure 12: California Quality Rating Display and Explanation

ADD TOCART'S ADD TO CART'S?

W % PERMANENT I. I. I. L\/lmou }EJLKJ ‘A,
Minimum Coverage HMD Gold 80 HMO
CATASTROPH1C HMO GOLD HMO
Monthly Premium  $180.76 Monthly Premium $217.22
after $27.00 tax
after 50.00 tax credit credit
Primary Care Visits  $0 Primary Care Visits  $30

Generic Drugs 0%
Quality Rating

Yearly Deductible ® A 18NotAPBI()  « « « « «
Total Expense . Quality Ratings compare mem hers’ experience and
Estimate N N

medical care to national standards. The results for

Quality Rating < the three categories below are combined to get this
Quality Rating:

g COMPARE VIEWDEI  Getting the Right Care: * * * * *

Members' Care Experience: &

NETWORK AND FORMULARY INCLUSION

Some consumers prefer to use specific physicians and hospitals when seeking care and/or require
certain prescription drugs. Marketplaces have created tools to help consumers identify plans that
include preferred providers in their networks and that include specific prescription drugs in their
formularies. Currently, only the FFM and the Colorado, D.C., Massachusetts and Washington
marketplaces allow consumers to filter plans based on whether specific physicians are in-network
(see Figures 13 and 14). The FFM and marketplaces in Colorado and D.C. also allow consumers to
filter plans based on whether specific prescription drugs are covered by the plan (see Figures 13 and
14). The emergence of machine-readable drug formularies and provider networks should help more
marketplaces provide sorting and filtering for medications and providers, and marketplaces should
leverage these tools to give consumers the most complete and accurate information possible.
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Figure 13: Doctor and Drug Preferences Option for DC Health Link

Type in prescription drug name(s) below ®

|3rugName

Important Disclaim ers: Although we have attempted to make this drug directoryas thorough as possible, under the best of circumstances, it will not

be complete and may include drugsthatare no longer in a plan’s network

Aplan can changeits covered drug list any time. To confirm that a particular drug is covered by a plan, always check the plan's latest drug formulary list
onthe plan's own website, or call the insurance carrier to confirm coverage by the plan.

The Yearly Cost Estimates we display foreach plan is an estimate of the average costs of the health care services, including prescription drugs, that

people like you can be expected to experience based on informationyou provided aboutthe num ber of people that need coverage, age. health status

and any anticipated medical procedures. The estimate does not account for the cost of specific prescription drugs, therefore it is important to check

each plan's coverage of specific drugs to determine actual cost. Ifa drug is very expensive, actual costs may be substantially higher than our Yearly Cost

Estimates. If a drug is notin a plan’s drug formulary at all. the actual costs may be even higher than our estimates and may exceed both our Costin a

Bad Year estimate and the Maximum Out-of-Pocket cost reported for each plan.

Figure 14: Doctor and Drug Preferences on Default Display Page for DC Health Link

Plan
Selectthe plan name for DETAILS.
Select checkboxes to compare plans.

20

BlueChoice Hm o Young Adult $7,150
CareFirst- HMO - Q Catastrophic

MONTHLY PREMIUM: $97

ANNUAL PREMIUM: $1,164

pebucTBLE: $7,150
YOUR DRUGS; 10Ut Of 1is ip-plan (Sep List! |

KP DC STANDARD Bronze 5000/50/Dental/Ped
Dental

Kaiser- HMO - Q Bronze

MONTHLY PREMIUM: $164 after $19subsidy

ANNUAL PREMIUM: $1,968after $228subsidy

DEDUCTIBLE: Medical; $5,000/ prug: $300
YOUR DRUGS: 1out of1isin-nlan (So, List!

NATIONAL PARTNERSHIP FORWOMEN & FAMILIES

<r>

Yearly Cost Costin a
Estimate (2) Bad Year®
(3% chance) Ifyou entered your doctors'

names, this column will show
ifthey appearin our all-plan
doctor directory. Selecting a
doctor name will provide
additional information on
$3,134 $8,314 addresses, specialties and
more. ALWAYS CALL YOUR
DOCTOR TO CONFIRM THAT
THE DOCTOR IS IN-NETWORK
WITH THE INSURANCE PLAN
YOU ARE CONSIDERING FOR
THE UPCOMING COVERAGE
YEAR AND IF APPLICABLE,
ACCEPTING NEW PATIENTS.
$3,598 $9,118 Doctorinformation is
provided as a courtesy and
may not be accurate so it's
importantto confirm with
yourdoctor(s)
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NETWORK BREADTH

In 2017, CMS piloted a network breadth tool in Maine, Ohio, Tennessee and Texas17that helps
consumers understand how broad a plan’s provider network is compared with other plans offered in
the same coverage area (see Figure 15). Across the SBMs, only the D.C. (see Figure 16) and Rhode
Island marketplaces have filter options that allow consumers to select only from plans with a national
network. Given concerns about plans’ network breadth, more marketplaces should offer these tools in
window-shopping.

Figure 15: Federally Facilitated Marketplace Network Breadth Indicator for a Houston, Texas
Insurance Plan

Figure 16: National Network Figure 17: Plan Type Filter
Indicator for DC Health Link Option for California

Metal Level (*)
O Bronze

0 Silver

Oocold

Platinum

0 Catastrophic

Plan Type @

HMO
PRO

Insurance Company
CareFirst

Kaiser

National Network (j)

Yes

PLAN TYPE

The FFM and eight SBMs (Calif., D.C., Idaho, Md., Minn., R.I., Vt. and Wash.) allow consumers to
filter their searches by specific plan type (e.g., HMO or PPO) in window-shopping (see Figure 17). Plan
types are indicative of the network design of the plan, with PPO plans having the broadest networks
and HMOs often having the most limited ones.
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Recommendations to Help Consumers Differentiate Among Plan
Choices

RECOMMENDATION 1: HELP CONSUMERS EASILY FIND THE MOST BENEFICIAL
PLAN OPTIONS.

»\\ebsites should clearly explain potential CSReligibility and display silver plans first for
individuals potentially eligible for Gs Rs to ensure that consumers consider their Gs Rplan
options. However, websites should make it clear how a consumer can view al plan options.

»Marketplace websites should display distinctly marked standardized plan options and offer
clear explanations of what they are and how they can help consumers more easily compare
non-obvious plan features.

»All marketplaces should have a consumer-friendly provider and formulary search tool built
into the plan shopping portal. The shopping process would be easier and more transparent
if consumers could avoid comparing across many issuer webpages and instead, sort and
filter plans based on network or formulary inclusion. At the very least, to limit confusion, a
marketplace should include the link to the exact formulary search page specific to the plan a
consumer is exploring.

»Marketplaces should use indicators to show which providers and drugs are covered by each
plan, rather than using afilter that removes plans not meeting the criteria. An indicator can
provide similar transparency but will not prevent consumers from seeing plans that also may
fit their needs.

»As marketplace plans move toward more tightly managed networks, marketplace websites
should continue to build and display measures of network breadth, and clearly explain what
these measures mean.

RECOMMENDATION 2: ALLOW CONSUMERS TO SORT PLAN OPTIONS.

»marketplace websites should clearly explain sorting options and how activating a specific
type of sort will affect the plans that appear on the plan selection page.

P»All marketplaces should, if possible, display an estimated total annual cost with personalized
information for each plan. This feature allows consumers to understand more clearly the
possible impact of cost sharing on access and ultimate plan affordability. This is especially
important given the high numbers of consumers who select plans based on the premiums,
but whose access or affordability may be diminished by choosing a lower level, cheaper
plan. However, it isimportant that al plans also display monthly premium and deductible
information separately on the initial page to mitigate perceived unaffordability.

»marketplaces should provide the option to sort by many different features, including by both
cost and non-cost features such as quality rating or network breadth.
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RECOMMENDATION 3: ENHANCE FILTERING OPTIONS WHILE ALLOWING
CONSUMERS TO COMPARE ALL PLANS.

»Marketplaces should offer filtering tools that allow more customization; for example, sliding
scaes, currently utilized in the FAM which provide more personalized resullts.

»marketplaces should provide the option to filter by many features, including by both cost
and non-cost features such as quality rating, issuer, standardized plan option or network
breadth.

»marketplaces should make clear that not al plans are being shown when afilter is engaged
and should provide a clear and easy way for consumers to remove the filter to see all plans.
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Making Key Plan Information Accessible:
Marketplace Transparency

Consumers must be able to easily and quickly find information that helps them compare
plans. Marketplace administrators should keep working to reduce the amount of time
and number of clicks consumers must use to gather the most important plan details.
Consumers will face fewer surprises related to coverage and cost if information on access,
quality and benefits is readily available. Further, marketplaces can improve the shopping
experience for consumers by including information directly on the marketplace website,
rather than requiring consumers to click through to each insurer's separate website.

Consumers often look for information on premiums, deductibles, cost sharing, provider networks
and formularies when making decisions about coverage. Marketplaces that make this information
easy to find and easy to understand give consumers the best chance to enroll in a plan that meets their
needs. This chapter reviews how and where marketplace websites display key coverage and cost-
sharing information.

Location of Key Plan Details

Marketplaces primarily display coverage information in two locations: the initial plan display
page (the first page of plan information provided after the consumer enters personal information and
receives an eligibility decision) and the “more details” or “compare plan” pages that are accessed by
clicking from the initial display page. The plan details that appear on the initial page, the details
page, or both vary greatly among the marketplaces, as shown in Figures 18-20. When important plan
information is hidden on the plan details page, it is more difficult for consumers to find and use this
data. And, while it is not possible to include all details on an initial page, marketplaces could more
clearly indicate that more detailed information is available.

For the 2017 open enrollment period, all SBMs and the FFM showed premiums on the initial
window-shopping page. Only the New York marketplace did not show deductibles on the initial page.
The FFM is particularly strong at including key plan details on its initial plan display page, offering
details on premiums, deductibles, maximum out-of-pocket costs and cost sharing associated with
primary care, specialist, emergency room and in-patient hospital visits and cost sharing associated
with accessing generic prescription drugs.
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Figure 18: Sample Initial Plan Figure 19: Sample Plan Details Page for Idaho
Display for Idaho

States also commonly show MOOP and Figure 20: Sample Initial Plan Display
estimated OOP cost (sometimes referred for California
to as “estimated total yearly costs”) on the ADDTOCARTH
initial page. Both of these amounts are y
important for consumers to understand since 111 MOLINA
they may more accurately represent the Bronze 60 HMO
potential full cost of coverage than premium BRONZE  HMO
alone, especially for consumers with Monthly Premium 143 56
significant health needs. alter $27.00 tax

. . . . Primary Care Visits $75
Other important cost-sharing information Y s

] i : Generic Drugs %
is commonly displayed only on the details & ;00/ .
6300/$500

Yearly Deductible (May Not Apply)

page, including cost sharing for a primary
L. L. Lo L. Total Expense

care physician (PCP) visit, specialist visit Estimate -OWer)s

and an emergency room (ER) visit. Hospital Quality Rating

cost sharing does not appear on the initial . COMPARE VIEW DETAIL

page of any marketplace portal, though it

does appear on the details page for all.

Access to prescription drugs is an important coverage feature for many consumers, but drug cost-
sharing information mostly appears only on details pages. Only the FFM and the California, Idaho
and Rhode Island marketplaces display any drug tier cost sharing information on the initial page (see
Figure 21), and only Rhode Island shows cost-sharing information for all drug tiers. (The other three
show generic tier cost-sharing information only.) All other marketplaces feature drug cost-sharing
information only on the details pages. However, even when generic tier cost-sharing information is
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displayed on the initial page, most marketplaces do not indicate whether the plan requires an enrollee
to meet a deductible before accessing such benefits. In addition, a number of plans apply separate drug
and pharmaceutical deductibles. Only eight SBMs (Calif., D.C., Idaho, Md., Mass., R.I., Vt. and Wash.)
show separate medical and pharmaceutical deductibles when applicable. Consumers need to know
whether drug spending is subject to a plan’s deductible. Table 8 shows if and where consumers can find
this information on initial pages, detail pages, or both for each SBM and the FFM.

Table 8: Location of Key Plan Details on Marketplace Websites

PCP

Marketplace Premium  Deductible  MOOP Estimated visit (in  SpecialistVisit ERVisit (in
ooP network) (in network) network)
HealthCare.gov Yes Yes Yes Yes Yes Yes Yes
California Yes Yes D Yes Yes D
Colorado Yes Yes Yes Yes D D D
Connecticut Yes Yes Yes No Yes D Yes
District of Columbia Yes | D Yes D D
Idaho Yes Yes Yes No D
Maryland Yes Yes Yes No Yes D Yes
Massachusetts Yes Yes No Yes No No D
Minnesota Yes Yes D Yes D D
New York Yes D D No D D D
Rhode Island Yes Yes Yes | Yes D D
Vermont Yes Yes | Yes D D D
Washington Yes Yes Yes No Yes D Yes
Table 8 (continued)
Warketplace Inpatient Preg::etive Generic Drug  Brand Drug
Hospital (in network) Tier (Tier 1)  Tiers (Tiers 2-4)
healthCare.gov D No Yes D
California D Yes D
Colorado D D
Connecticut D D D
District of Columbia D No D
Idaho D D Yes D
Maryland D D D
Massachusetts D D D
Minnesota D D D
New York D D D
Rhode Island D D Yes Yes
Vermont D D D D
Washington D Yes D

Yes = The information appears on both the initial page and the details page

| = The information only appears on the initial page

D = The information only appears on the details page

No = The information appears on neither the initial page nor the details page
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Figure 21: Plan Details Included on the Federally Facilitated Marketplace's Initial Plan Display Page

Accessibility of Key Documents

Issuer-generated coverage documents such as the Summary of Benefits and Coverage (SBC) and the
Schedule of Benefits (SOB) can offer a more comprehensive picture of coverage than the details offered
on marketplace websites.

The SBC is a standardized template summarizing the services a plan covers and associated cost
sharing for each service. SBCs also include coverage examples that show the potential cost sharing a
consumer could pay if she or he suffers from a certain condition or requires a certain treatment. The
SOB provides much more detailed coverage and cost-sharing information than the SBC, outlining
each covered service and any utilization management, provider or coverage restrictions. While some
consumers may not regularly need the level of detail offered in a plan’s SOB, it is an invaluable tool for
individuals with specific health care needs.

Marketplace websites either embed these documents or provide links to them on issuers’ websites,
as detailed in Table 9. While all but one marketplace offers access to the SBC in window-shopping, only
Connecticut, New York and Rhode Island provide direct access to the SOB.

Table 9: Access to SBC and SOB Documents for Each Marketplace

Marketplace SBC Embedded or Linked SOB Embedded or Linked
HealthCare.gov Linked N/A
California Embedded N/A
Colorado N/A N/A
Connecticut Embedded Embedded
District of Columbia Embedded N/A
Idaho Linked N/A
Maryland Embedded and Linked N/A
Massachusetts Linked N/A
Minnesota Embedded N/A
New York Embedded and Linked Embedded
Rhode Island Linked Linked
Vermont Embedded N/A
Washington Embedded N/A
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Generally, embedding the SOB and SBC on the marketplace page offers easier access to information

and allows the consumer to stay within the same webpage. Linking to another website can disrupt the

enrollment process when the document opens in the same window rather than a new tab or window.

Provider and Drug Formulary Search Tools

Search tools are an important feature for consumers to ensure their providers or medications are

covered by the plan they purchase. Marketplaces can embed these search tools within their websites or

link to issuer search tools. Currently, the majority of marketplace websites link to issuer search tools,

as shown in Table 10.

Table 10: Marketplace Access to Provider and Drug Search Tools

Marketplace Provider Search Drug Search
HealthCare.gov E E
California L N/A
Colorado* E E
Connecticut L E
District of Columbia E E
Idahot L L/ E
Maryland E L
Massachusetts E L
Minnesota L L
New York L L
Rhode Island* E L
Vermont L L
Washington E N/A

E = Search tool is embedded into the
marketplace infrastructure and con-
sumers are able to search for provider
or formulary inclusion on the shopping
page

E = Search tool is embedded into the
marketplace, but separate from the plan

shopping page

E = Information is available as a PDF or
discrete document on marketplace site,
but not via a search tool

L = Search tool is linked to a specific
page on issuer/external website that
contains a provider or formulary search
function

L = search tool is linked to non-specific
page on issuer website that requires the
consumer to search the site to locate
the provider/formulary search function

N/A = No search is embedded or
linked to

* Colorado has two anonymous browsing portals. While we have elected to show one representation of provider/drug search for
Colorado, the E is associated with the portal assessed at http://planfinder.connectforhealthco.com/. However, interested custom-
ers are not able to enroll in coverage through this link. The portal accessed at https://prd.connectforhealthco.com/individual

would receive a L rating, but does allow for customers to continue to enroll in coverage.

t For some plans, such as those offered by Blue Cross of idaho, clicking on "drug list" takes the consumer to a PDF of the drug list.
however, for all other issuers, clicking on "drug list" only links the consumer to the issuer's formulary search page.

t Rhode island has two anonymous browsing portals. While we have elected to show one representation of provider/drug search
for Rhode Island, the Eand L is associated with the portal assessed at https://healthyrhode.ri.gov/HiXWebi3/DisplayGetStarted.
action. However, such portal is only accessible by clicking on "enroll in coverage," agreeing to be redirected, not creating an ac-
count but navigating to the home page, and then selecting "anonymous browsing." The anonymous shopping portal available
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The search options vary by marketplace. In the provider search option, consumers may be presented
with the option to search for a provider by location, specialty or issuer. In the FFM and the Colorado
marketplace, consumers can search for multiple providers at once. The Washington marketplace only
has the option to search for providers by distance. Consumers in the Massachusetts marketplace can
search by ZIP code, specialty and issuer.

Currently, the only available formulary search function uses a drug’s name. This option is provided
to consumers in the FFM and the Colorado and D.C. marketplaces. In addition, the FFM and the D.C.
marketplace allow consumers to search for coverage of multiple drugs at once. As drug names can
be hard for some consumers to spell correctly, Colorado and D.C. help consumers by auto-populating
prescription drug options once the consumer inputs the first few letters of the drug’s name. The FFM,
however, requires the consumer to spell out the whole name and spell it correctly; a single letter off
will yield no results. When an embedded search is not offered, marketplaces can provide direct links
to the formulary information specific to the plans consumers are comparing to improve transparency.
With the exception of Vermont, all marketplaces without an embedded search function provide direct
links to such formulary information.

For the 2017 open enrollment period, D.C. introduced a feature that helps consumers determine
specific prescription drug costs and health coverage information, shown in Figures 22 and 23.
Consumers can enter up to 10 prescription drugs, see which plans cover each drug, and view the cost
sharing and tier placement of those drugs.18 Consumers also can see whether the drugs they entered
require step therapy (trying lower priced medications first) or prior authorization (permission from the

insurance company to qualify for coverage).19

Figure 22: DC Health Link Shopping Page

Plan® Yearly Cost Cost in a Doctors ®
Selectthe plan name for DETAILS. Estimate® Bad Year®
Select checkboxes to compare plans. (3% ch )
b chance
o BlueChoice HMO Standard Silver $2,000 Q? NONE FOUND
CareFirst aHMO - O Silver
MONTHLY PREMIUM: S438 $6 656 $1 1.506

ANNUAL PREMIUM; $5,256
DFOUCTIRI F Merliral; $2,000 / nmj: $250
YOUR DRUGS: 2 out of 3 are in-plan (See List)
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Figure 23: DC Health Link Prescription Drug Coverage Tool

POWERED BY BlueChoice HMO

Standard Bronze

CHECKBOOtff £5.000

Yearly CostEstimate: $3,739
Costin a Bad Year: $9,559

4 Backto Plan List i§ Print CHOOSE PLAN

Your Prescription Drug Coverage ©
Total prescription drugs found in-plan 2 outof3

In-Network Deductible @

(Note: Unless excepted in the plan's benefit description, you must pay all the costs up to the deductible amount before the plan begins to pay for covered $5.000
services you use.}

Separate Deductible for Drugs (j) $300
SOVALDI (Oral Pill) - Oral Tablet-400 mg

Copay: NotApplicable

1 Month In-Network Retail Pharmacy Coinsurance: 50.00%
Coinsurance after deductible

Prior Authorization Required (j) Yes

Step Therapy Required @ No

ULTIVA (Injectable) - Injection -1 mg

1 Month In-Network Retail Pharmacy Not Covered

Prior Authorization Required (j) Not Covered

Step Therapy Required @ Not Covered
ZYDELIG (Oral Pill)-Oral Tablet-100 mg

Copay: $0.00

1 Month In-Network Retail Pharmacy Coinsurance: 0.00%
:0.00%

Prior Authorization Required @ Yes

Step Therapy Required @ No

Out-of-Pocket Cost Calculators

Marketplaces first introduced OOP cost calculators in the second open enrollment period. These
tools translate information entered by a consumer into estimates of the OOP costs that can be expected
during a plan year. To estimate OOP costs, these calculators ask consumers to input demographic and
health information. The amount of information used to estimate costs varies by website, as shown in
Table 11.

Cost-sharing information alone rarely delivers an accurate estimate of projected spending without
application to a person’s specific health care needs. Though most marketplaces have some type of OOP
cost calculator, the data driving the calculations varies significantly, so some OOP cost calculators are
more useful than others. However, these remain important tools, as research shows that consumers
view cost exposure as the most important factor when selecting a plan.2

Some OOP cost calculators are separate from the plan shopping pages, though all marketplace
websites integrate the results of the calculators into the shopping experience of their consumers. For
instance, while Connecticut has a separate calculator that is accessible both through the plan shopping
page and through a separate link on its marketplace homepage, consumers can elect to pull their
calculator results into the plan shopping page.
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Table 11: Inputs for Out-of-Pocket Cost Calculators

Overall List of Number of Number of Number of
Marketplace Age Sex Health . Prescriptions Physician Visits Surgeries
Conditions
Status Expected Expected Expected

HealthCare.gov
California
Colorado
Connecticut

District of
Columbia

Idaho

Maryland
Massachusetts

Minnesota

New York
Rhode Island

Vermont2l

Washington

Marketplace OOP cost calculators also vary in the outputs delivered. The majority of marketplace
websites display yearly cost estimates, but some provide more detailed cost breakdowns, such as
projections of costs of care in particularly bad or good years. Table 12 details the variety of available
outputs across marketplaces.

Table 12: Outputs Available from Out-of-Pocket Cost Calculators

Estimates of Yearly Cost Costs with Information
) ) ) OOP Costs by )
Marketplace Costs in Bad/ Estimate (Including Insurance vs. Metal L | Underlying Cost
etal Leve
Good Year Premium) without Insurance Calculator Data

healthCare.gov
California
Colorado
Connecticut

District of
Columbia

Idaho
Maryland
Massachusetts
Minnesota
New York
Rhode Island

Vermont

Washington
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Ofnote, Connecticut’s marketplace offers an assessment of what an individual’s estimated annual
OOP costs would be if that person had insurance as compared to what those costs would be if the
individual was uninsured (see Figure 24). The Connecticut marketplace also offers a feature that
displays estimated annual total costs of coverage ranges within each plan metal level (see Figure 25).

Figure 24: Connecticut's Out-of-Pocket Cost Calculator Output for Consumer with Insurance and
without Insurance

WITH INSURANCE WITHOUT INSURANCE
Total medical costs that would be .
shared bv the health Dian and vou: TOta're"S‘ed'r?ng’f;f tg;’zo;z‘gc’&')d be
$122,680.00 POl : 020,

Note: The projected medical costs are annual.

Figure 25: Connecticut's Out-of-Pocket Cost Calculator Output for Costs by Metal Level
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Recommendations to Make Key Plan Information Accessible

RECOMMENDATION 1: AT A MINIMUM, PLACE PRIMARY CARE PROVIDER,
SPECIALIST AND ALL PRESCRIPTION DRUG TIERS' COST-SHARING INFORMATION
ON INITIAL DISPLAY PAGES, IN ADDITION TO PREMIUM AND DEDUCTIBLE COSTS.

»Cost-sharing amounts for common services are crucial information for consumers to
consider when choosing a health plan. Requiring consumers to click to details pages can
increase confusion and may give the impression that these details are not important to
consider in selecting a plan.

»\Vhen details are displayed on the initial page, marketplaces should clearly note where
benefits are subject to a combined or separate drug deductible. Consumer confusion can
result when that information appears only on the details pages.

RECOMMENDATION 2: EMBED BOTH THE SBC AND SOB INTO MARKETPLACE
WEBSITES TO ENSURE THESE DOCUMENTS ARE EASILY ACCESSIBLE.

»Consumers need information on covered senvices and the associated cost sharing for each
service. This information is essential to making informed decisions when selecting health
coverage. Embedding the sBC and soB, both important consumer materials, would ensure
this information is accessible.

RECOMMENDATION 3: EMBED PROVIDER AND DRUG SEARCH TOOLS IN
MARKETPLACE WEBSITES.

»Consumers may prefer receiving care from particular providers or need coverage of specific
medications. All marketplace websites should have embedded provider and drug search
tools, and existing tools should be enhanced, so consumers can more easily select plans that
include their preferred providers and/or medications.

RECOMMENDATION 4: INCREASE THE ACCURACY OF OOP COST CALCULATORS AND
MAKE THE RESULTS EASY TO UNDERSTAND.

»OOP cost calculators are important tools for consumers that give a personal context to the
many coverage and cost-sharing details. However, OOP cost calculators vary widely in their
precision.

»Marketplaces should improve the accuracy of these tools by offering additional inputs and
using more personalized data in the calculation, such as specific medications a patient takes
and the corresponding cost sharing, in order to deliver results that are as meaningful as
possible to consumers.
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Conclusion

The health care marketplaces continue to help consumers more easily compare and assess

their health care coverage options. The FFM and SBMs have continued to evolve and change

over four open enrollment periods, becoming stronger, more efficient and more easily navigable. From
offering improved sorting and filtering options to better integrating provider and prescription drug
tools, marketplace administrators continue to find new and innovative ways to connect consumers with
the plans that best meet their health care and financial needs. We are confident that health insurance
marketplace administrators can use the recommendations in this report to help even more consumers
purchase the health insurance plans that are right for them in the future.
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INTERIM RESULTS OF THE 2017 FILING
SEASON

Highlights
Final Report issued on March 31, 2017

Highlights of Reference Number: 2017-40-028
to the Internal Revenue Service Commissioner
for the Wage and Investment Division.

IMPACT ON TAXPAYERS

The filing season, defined as the period from
January 1through mid-April, is critical for the
IRS because it is during this time that most
individuals file their income tax retums and
contact the IRS if they have questions about
specific laws or filing procedures.

WHY TIGTA DID THE AUDIT

The objective of this review was to provide
selected information related to the IRS’s
2017 Filing Season. TIGTA plans to issue the
final results of our analysis of the 2017 Filing
Season in September 2017.

WHAT TIGTA FOUND

In preparation for the 2017 Filing Season, the
IRS made significant changes to its processes
and procedures to address legislative
requirements, including the program and
integrity provisions of the Protecting Americans
From Tax Hikes Act of 2015. The IRS began
accepting and processing individual tax returns
on January 23, 2017, as scheduled.

As of March 3, 2017, the IRS received
approximately 61 million tax returns -

57.4 million (94 percent) were electronically filed
(efiled) and 3.6 million (6 percent) were filed on
paper. The IRS has issued 49.4 million refunds
totaling more than $148.8 billion. In addition, as
of March 2, 2017, the IRS processed 1.7 million
tax returns that reported nearly $6.4 billion in
Premium Tax Credits that were either received
in advance or claimed at the time of filing.
Approximately 1.8 million taxpayers reported
shared responsibility payments for a decrease of
33.3 percent from the prior year. However, the
amount of shared responsibility payments

HIGHLIGHTS

reported increased 20 percent over the prior
year to $1.2 billion. It should be noted the
amount of the shared responsibility payment
increases each year.

The IRS continues to expand its efforts to detect
tax refund fraud. As of March 4, 2017, the IRS
reports that it identified 30,674 tax returns with
$961 million claimed in fraudulent refunds and
prevented the issuance of $918.6 million

(95.6 percent) in fraudulent refunds. In addition,
the IRS reports that expanded use of controls to
identify fraudulent refund claims before they are
accepted into the processing system has
identified approximately 10,954 fraudulent e-filed
tax returns as of February 28, 2017, and

2,317 paper-filed tax returns as of

March 16, 2017. The IRS also identified and
confirmed 14,068 fraudulent tax returns
involving identity theft as of March 2, 2017, and
identified 17,227 prisoner tax returns for
screening as of March 4, 2017.

The IRS continues to offer more self-assistance
options that taxpayers can access 24 hours a
day, seven days a week, including its IRS2Go
app; YouTube channels; interactive self-help
tools on IRS.gov; and Twitter, Tumblr, and
Facebook accounts. In addition, as of

March 2, 2017, approximately 27.4 million total
attempts and 19 million net attempts were made
by taxpayers to contact the IRS by calling the
various customer service toll-free telephone
assistance lines. The IRS reports that
approximately 10.4 million calls were answered
with automation. IRS assistors have answered
nearly 4.7 million calls and provided a

76.2 percent Level of Service with a 7.1 minute
Average Speed of Answer.

Finally, during Fiscal Year 2017, the IRS plans
to assist approximately 3.4 million taxpayers
through face-to-face contact at the Taxpayer
Assistance Centers, which is a 23.6 percent
decrease from Fiscal Year 2016.

WHAT TIGTA RECOMMENDED

This report was prepared to provide interim
information only. Therefore, no
recommendations were made in the report.
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MEMORANDUM FOR COMMISSIONER, WAGE AND INVESTMENT DIVISION

FROM: Michael E. McKenney
Deputy Inspector General for Audit

SUBJECT: Final Audit Report - Interim Results ofthe 2017 Filing Season
(Audit # 201740004)

This report presents selected information related to the Internal Revenue Service’s (IRS)

2017 Filing Season results. As part of our Fiscal Year 2017 Annual Audit Plan, we are
conducting several ongoing audits that are related to specific issues in this report. This review
addresses the major management challenge of Implementing the Affordable Care Act and Other
Tax Law Changes. We will continue to provide IRS management with information on any areas

of immediate concern throughout our audit process.

This report was prepared to provide information only. Therefore, we made no recommendations
in the report. However, we provided IRS management officials with an advance copy of this

report for review and comment prior to issuance.

Copies of this report are also being sent to the IRS managers affected by the report information.
If you have any questions, please contact me or Russell P. Martin, Assistant Inspector General

for Audit (Returns Processing and Account Services).
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Background

The annual tax return filing season is a critical time for the Internal Revenue Service (IRS) as
this is when most individuals file their income tax returns and contact the IRS if they have
questions about specific tax laws or filing procedures. During Calendar Year 2017, the IRS
expects to receive approximately 152 million individual income tax returns (approximately

17 million paper filed and 134.3 million electronically filed (e-filed)). The IRS plans to process
individual income tax returns at five Wage and Investment Division Submission Processing
siteslduring the 2017 Filing Season. In addition, the IRS expects to provide assistance to
millions of taxpayers via the telephone, e-mail, website, social media, and face-to-face

assistance.

One of the continuing challenges the IRS faces each year in processing tax returns is the
implementation of new tax law changes as well as changes resulting from expired tax provisions.
Before the filing season begins, the IRS must identify the tax law and administrative changes
affecting the upcoming filing season. Once identified, the IRS must revise the various tax forms,
instructions, and publications. It also must reprogram its computer systems to ensure that tax
returns are accurately processed based on changes in the tax law. Errors in the IRS’s tax return
processing systems may delay tax refunds, affect the accuracy of taxpayer accounts, or result in

incorrect taxpayer notices.
Tax law changes affecting the 2017 Filing Season

e The Patient Protection and Affordable Care Act (ACA)2- Enacted March 23, 2010,
provides incentives and tax breaks to individuals and small businesses to offset health
care expenses. It also imposes Shared Responsibility Payments (SRP), administered
through the tax code, for individuals and businesses that do not obtain health care
coverage for themselves or their employees. For the 2017 Filing Season, the IRS will
continue its efforts to verify claims for the Premium Tax Credit (PTC).3 Taxpayers who

1See Appendix V for a glossary of terms. TRS Submission Processing sites in Fresno, California;

Kansas City, Missouri; and Austin, Texas, will process paper-filed and e-filed tax returns. Sites in

Andover, Massachusetts, and Philadelphia, Pennsylvania, will process only e-filed tax returns.

2Pub. L. No. 111-148, 124 Stat. 119 (2010) (codified as amended in scattered sections of the U.S. Code), as
amended by the Health Care and Education Reconciliation Act of 2010, Pub. L. No. 111-152, 124 Stat. 1029.
3A refundable tax credit to assist individuals and families in purchasing health insurance coverage through an
Affordable Insurance Exchange.
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purchase insurance through an Exchange4are required to file a tax return and attach
Form 8962, Premium Tax Credit (PTC), to claim the PTC and reconcile any Advance
PTC (APTC) payments5that were made to an insurer on their behalf.

The ACA also requires individuals to report on their compliance to maintain minimum
essential health insurance coverage.6*Individuals who do not maintain minimum
essential coverage or qualify for an exemption from the requirement must make an SRP.
On January 20, 2017, the President issued the Executive Order Minimizing the Economic
Burden o fthe Patient Protection and Affordable Care Act Pending Appeal directing
Federal agencies to exercise authority and discretion available to them to reduce

potential burden on taxpayers in complying with ACA requirements.

* The Trade Preferences Extension Act of20151—Enacted June 29, 2015, prohibits
individuals claiming the foreign earned income exclusion or housing deduction from
receiving the refundable Additional Child Tax Credit (ACTC).8 In addition, this Act
retroactively extended the Health Coverage Tax Credit (HCTC) for Tax Year 2014 and
continued the credit through Tax Year 2019.9 The HCTC is a tax credit that pays a
portion of qualified health insurance premiums for eligible individuals and their families.

Beginning with Calendar Year 2016, eligible individuals can choose to receive the HCTC
on a monthly basis. Individuals can have up to 12.5 percent of their qualified health
insurance premiums paid in advance. The Treasury Inspector General for Tax
Administration (TIGTA) is conducting a separate review to assess the effectiveness of the
IRS’s implementation of advance HCTC payments.10 It should be noted that the HCTC is
not part of the ACA. However, the legislation contains some important modifications
that require coordination of this credit with the PTC under the ACA and other provisions
ofthe ACA.

Finally, this legislation requires that an individual claiming the American Opportunity
Tax Credit (AOTC), Lifetime Learning Credit, or the Tuition and Fees Deduction must

4 The Exchange is where taxpayers find information about health insurance options, purchase qualified health plans,
and, if eligible, obtain help paying premiums and out-of-pocket costs.

5An APTC is paid in advance to a taxpayer’s insurance company to help cover the cost of premiums.

6Minimum essential coverage is health insurance coverage that contains essential health benefits including
emergency services, maternity and newborn care, preventive and wellness services, doctor visits, hospitalization,
mental health services, and prescription drugs.

1Pub. L. No. 114-21.

8The ACTC (the refundable portion of the Child Tax Credit) is used to adjust the individual income tax structure to
reflect a family’s reduced ability to pay taxes as family size increases.

9The HCTC originally expired at the end of Calendar Year 2013.
10 TIGTA, Audit Number 201640034, Implementation o fAdvance Health Coverage Tax Credit Payments.
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statement, which is generally on Form 1098-T, Tuition Statement, provides the name,
address, and Employer Identification Number (EIN) of the educational institution. An
exception to the statement requirement is allowed if the taxpayer claiming the benefit has
taken certain steps to obtain a statement from the institution. This provision is effective

for tax years beginning after June 29, 2015.

Consolidated Appropriations Act 0f201611- Enacted on December 18, 2015, contains
the Protecting Americans From Tax Hikes Act 0of 2015 (PATH Act), which extended
numerous tax provisions that expired at the end of Tax Year 2014. Many of the
provisions were permanently extended, while others were extended for either two or five

years.

The PATH Act also contains a number of provisions referred to as program integrity
provisions intended to reduce fraudulent and improper Earned Income Tax Credit
(EITC),12Child Tax Credit (CTC),BACTC, and AOTC 4payments. The majority of the
program integrity provisions were effective January 1, 2016, and affect the processing of
Tax Year 2016 returns. Figure 1 provides a description of the integrity provisions
included in the PATH Act.

Figure 1: PATH Act Integrity Provisions

Provision Description Effective Date
Section 201: Modifies the due dates of Forms W-2, Wage  January 1,2016
Modification of filing and Tax Statement, and documents reporting (2017 Filing Season)
dates of returns and nonemployee compensation such as Forms
statements relatingto  1099-MISC, Miscellaneous Income (Info
employee wage Only), to January 31.
lr:l;gmzllg;\eaend Also provides additional time for the IRS to

review refund claims based on the EITC and
the ACTC in order to reduce fraud and
improper payments. No refund based on
claims for the EITC or the ACTC shall be
made to a taxpayer before February 15.

Section 203: Modifies the period an ITIN will remain active.  December 18, 2015
Requirements for the The provision requires the IRS to deactivate (2016 Filing Season)
issuance of Individual  ITINs that are not used on atax return at least

once in the last three tax years. In addition,

compensation to
improve compliance

1 Pub. L. No. 114-113 (H.R. 2029).

12The EITC is used to offset the impact of Social Security taxes on low-income families and to encourage them to
seek employment.

1BA tax credit for families with dependent children that is used to reduce the individual income tax burden for
families, better recognize the financial responsibilities of raising dependent children, and promote family values.

14 A partially refundable Federal tax credit used to help parents and college students offset the costs of college.
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Taxpayer Identification
Numbers (ITIN)

Sections 204 - 206:
Prevention of
retroactive claims

Section 207:
Procedures to reduce
improper claims

Section 208:
Restrictions on
taxpayers who
improperly claimed
credits in prior year

Section 211:
EIN required for the
AOTC

Source: The PATHACct.
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starting on January 1,2017, requires the IRS
to deactivate ITINs issued prior to
January 1,2013.

Prevents retroactive claims of the EITC after
issuance of a Social Security Number (SSN)
and prevents retroactive claims of the
CTC/ACTC and the AOTC after the issuance
of an SSN, ITIN, or Adoption Taxpayer
Identification Number (ATIN). Taxpayers
cannot file an amended tax return or original
tax return for prior years to claim credits if the
SSN, ITIN, or ATIN were not issued prior to
the return due date.

Expands the paid-preparer due diligence
requirements with respect to the EITC and the
associated $510 penalty for failure to comply,
to cover retumns claiming the CTC/ACTC and
the AOTC.

Expands the rules under current law which
require individuals to recertify eligibility for the
EITC claim after disallowance and bars
individuals from claiming the EITC for

10 years if the credit was claimed fraudulently
and for two years if they recklessly or
intentionally disregarded the rules, to apply to
the CTC/ACTC and the AOTC.

Adds math error authority, which permits the
IRS to disallow improper credits without a
formal audit if the taxpayer claims the credit in
a period during which he or she is barred.

Requires that the individual taxpayer provide
the EIN of the educational institution to which
qualified tuition and related expenses were
paid with respect to that individual in order to
claim the AOTC.

December 18, 2015
(2016 Filing Season)

January 1,2016
(2017 Filing Season)

January 1,2016
(2017 Filing Season)

January 1,2016
(2017 Filing Season)

Due to the extensive nature of the PATH Act integrity provisions affecting the 2017 Filing
Season, we are conducting a series of audits to evaluate the IRS’s implementation of these

provisions.1

5TIGTA, Audit Number 201640034, Implementation o fAdvance Health Coverage Tax Credit Payments; TIGTA,
Audit Number 201640031, Implementation o f Refundable Credit Integrity Provisions; TIGTA, Audit Number
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The interim 2017 Filing Season results are being presented as of several dates between
February 8, 2017, and March 16, 2017, depending on when the data were available. Later this
year, we will issue our 2017 Filing Season report. This review was performed with information
obtained from the Wage and Investment Division Headquarters located in Atlanta, Georgia; the
Wage and Investment Division Submission Processing function offices in Cincinnati, Ohio; and
the Information Technology organization Headquarters in Lanham, Maryland. W e conducted
this performance audit 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
objective. We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objective. Detailed information on our audit objective,
scope, and methodology is presented in Appendix I. Major contributors to the report are listed in
Appendix II.

201640023, Deactivation o fthe Individual Tax Identification Numbers; TIGTA, Audit Number 201740002, Internal
Revenue Service Assignment o fIndividual Tax Identification Numbers.
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Results of Review

Processing Tax Returns

In preparation for the 2017 Filing Season, the IRS made significant changes to its processes and
procedures to address legislative requirements. The IRS began accepting and processing
individual tax returns on January 23, 2017, as scheduled. As of March 3, 2017, the IRS received
approximately 61 million tax returns. Figure 2 presents comparative filing season statistics as of
March 3, 2017.

Figure 2: Comparative Filing Season Statistics
(as of March 3, 2017)

2016 2017 %
Cumulative Filing Season Data Actual Actual Change
Individual Income Tax Returns
Total Returns Received (000s) 66,723 61,063 -8.48%
Paper Returns Received (000s) 4,087 3,628 -11.23%
E-Filed Returns Received (000s) 62,636 57,435 -8.30%
Practitioner Prepared (0005s) 32,600 29,293 -10.14%
Home Computer (000s) 30,036 28,142 -6.31%
Free File (000s) .
(also in the Home Computer total) 1,355 1,169 13.73%
Fillable Forms (000s) (also in the Home 125 106 -15.20%
Computer total)
Percentage of Returns E-Filed 93.9% 94.1% 0.20%
Refunds
Total Number Issued (000s) 53,508 49,352 -1.77%
Total Dollars (in millions) $160,171 $148,832 -7.08%
Average Dollars $2,993 $3,016 0.77%
Total Number of Direct Deposits 0oo0s) 48,309 44,822 -1.22%
Total Direct Deposit Dollars (in millions) $150,565 $140,661 -6.58%

Source: Multiple 2017 Filing Season reports. Totals andpercentages shown are rounded. The 2016 Filing
Season figures are through March 4, 2016, and the 2017 Filing Season figures are through March 3, 2017.
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According to the IRS, the decline in the number of tax returns received compared to this time last
year is the result of fewer processing days. For example, the 2016 Filing Season opened on
January 19, 2016, four days earlier than the opening of tax return processing for the 2017 Filing
Season.

Use of the savings bond and split refund options

Through March 2, 2017, a total of 15,297 individuals requested to convert refunds totaling
$5.7 million into savings bonds. Additionally, 190,843 taxpayers chose to split tax refunds
totaling $928 million between two or three different checking or savings accounts. Figure 3
shows a comparison of taxpayers’ use of the split refund and savings bond options for
Processing Years 2016 and 2017 as of March 2, 2017.

Figure 3: Use of Savings Bonds and Split Refunds
for Processing Years 2016 and 2017

Savings Bonds 2016 Actual 2017 Actual
Total Returns 13,936 15,297
Total Refund Dollars to Bonds $5.3 million $5.7 million

Split Refunds

Total Returns 306,193 190,843
Total Refund Dollars Split $1.5 billion $928.4 million

Source: TIGTA analysis o fthe IRS Individual Return Transaction File as o fMarch 3, 2016, and
March 2, 2017. Totals are rounded.

Implementation of Affordable Care Act Provisions

As of March 2, 2017, the IRS processed 1.7 million tax returns that reported nearly $6.4 billion
in the PTCs that were either received in advance or claimed at the time of filing. Figure 4

provides the results from our analysis of tax returns filed and processed as of March 2, 2017.

Figure 4: PTC Statistics
(as of March 2, 2017)

Total Tax Returns With a PTC 1,668,270
Total PTC Amount (includes the APTC and the PTC) $6.4 billion
Total APTC Amount $6.1 billion
Total PTC Claimed at Filing in Excess ofthe APTC $299.5 million
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Tax Returns on Which the PTC Equals the APTC Received

Tax Returns 62,667
Total PTC Amount $307.8 million

Tax Returns With an Additional PTC Amount
(taxpayer is entitled to more PTC than what was received in the
APTC)

Total Tax Returns 649,293
Total PTC Amount (includes the APTC and the PTC) $2.7 billion
Total APTC Amount $2.4 billion
Total PTC Claimed at Filing in Excess ofthe APTC $299.5 million

Tax Returns With Excess APTC Payments
(taxpayer receives more APTC than the PTC entitled and has to

repay)

Total Tax Returns 956,310
Total PTC Amount $2.6 billion
Total APTC Amount $3.4 billion
Total APTC Reported in Excess of the PTC $829.1 million
Total APTC Above the Repayment Limit (not repaid) $264.6 million
Total APTC Below the Repayment Limit (repaid) $564.5 million

Source: TIGTA analysis o findividual tax returnsprocessed as o fMarch 2, 2017.

Minimum essential coverage and SRP requirements

As of March 2, 2017, the IRS received approximately 44.1 million tax returns reporting that all

members ofthe taxpayer’s family maintained minimum essential coverage as required by the
ACA. Additionally, nearly 5.3 million taxpayers filed a return with a Form 8965, Health

Coverage Exemptions, attached indicating that at least one taxpayer on the tax return is exempt

from the minimum essential coverage requirement. Also, approximately 1.8 million taxpayers

self-reported SRPs totaling $1.2 billion for not maintaining required coverage.

Figure 5 shows a

comparison of taxpayers reporting maintaining minimum essential coverage and self-reported

SRPs for Processing Years 2016 and 2017 as of March 2, 2017.
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Figure 5: Minimum Essential Coverage and SRPs -
Processing Years 2016 and 2017 (as of March 2, 2017)

Processing Processing %
Year 2016 Year 2017 Change

Returns Reporting All Family
Members Have Minimum 47 million 441 million 6.2%
Essential Coverage

Returns Claiming an Exemption

From Minimum Essential 6 million 5.3 million -11.7%
Coverage

Returns Reporting an SRP 2.7 million 1.8 million -33.3%
Amount of the SRP $1 billion $1.2 billion 20.0%B6

Source: TIGTA analysis ofindividual tax returnsprocessed as ofMarch 2, 2017, and the IRSs ACA Filing
Season Statistics Report Filing Season 2017, Cycle #9.

Processes established to identify noncompliant filers and assess SRP
requirements were changed in response to an Executive Order

Beginning with the 2017 Filing Season, the IRS developed processes to identify taxpayers at the
time tax returns are processed who did not report on their compliance with the minimum
essential coverage and SRP requirements, i.e., did not report coverage, claim an exemption, or
pay the SRP. The IRS refers to these returns as a “silent return”. The IRS planned to reject
e-filed silent returns back to the taxpayer notifying them of the requirement to report minimum
essential coverage, submit Form 8965 to claim an exemption, or pay the SRP. Paper-filed tax
returns would be identified for correspondence with the taxpayer. Taxpayers who did not

respond would be assessed the SRP.

On January 20, 2017, the President issued an Executive Order directing Federal agencies to
exercise authority and discretion available to them to reduce potential burden on taxpayers in
complying with ACA requirements.17 In response to the Executive Order, on February 3, 2017,

16The SRP dramatically increased from Tax Year 2015 to Tax Year 2016. The family maximum for Tax Year 2015
was $975 and increased to $2,085 for Tax Year 2016. However, the maximum SRP is capped at the cost of the
national average premium for a bronze level health plan through the Marketplace. For the 2017 Filing Season,
$13,380 is the maximum amount of the SRP for a family with five or more members which is up from the $12,240
maximum the previous year.

17 The Executive Order Minimizing the Economic Burden of the Patient Protection and Affordable Care Act
Pending Appeal directed Federal agencies to exercise authority and discretion available to them to reduce potential
burden on taxpayers.
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the IRS changed its processes and procedures for identifying taxpayers at the time tax returns
were filed who failed to report on their compliance with the minimum essential coverage
requirements. As a result, the IRS will process all silent e-filed and paper-filed tax returns
rather than verifying the taxpayer’s compliance before refunds are paid. However, the IRS
noted that it will continue to address noncompliance with the minimum essential coverage and
SRP requirements as part of its post-processing compliance program as it has done for prior tax
years.

Evaluation of Key Tax Provisions Affected by Tax Year 2016 Tax Law
Changes

We are in the process of evaluating the IRS’s actions to implement key provisions ofthe PATH
Act. We plan to issue our final report later this calendar year. The following present our results
to date:

+  Processes to hold refunds that include the EITC and the ACTC until
February 15, 2017 - Our analysis of 10.3 million returns with an EITC or ACTC claim
processed as of March 2, 2017, with refunds totaling $51.2 billion found the IRS held
refunds as required. These refunds included the EITC totaling $28.4 billion and the
ACTC totaling $10.3 billion. For those returns that were held, the IRS released returns
on or after February 15, 2017, that were not identified for additional review.

The PATH Act also moved the filing date for Forms W -2 and Forms 1099-MISC that
report nonemployee compensation to January 31st. This enables the IRS to validate the
income used to support EITC and ACTC claims before refunds are issued. The IRS has
developed processes to verify income on all tax returns including those with an EITC or
ACTC claim. IRS management stated us that all EITC and ACTC claims that have
unsupported income will flow through the Return Review Program (RRP) Systemic
Verification program.

IRS management indicated that all returns identified as potentially fraudulent will be
addressed as part of the IRS’s fraud prevention programs. IRS management indicated
that the remaining returns with an income discrepancy will be addressed as part of the
IRS’s overall Questionable Refund Program.18 Specifically, management stated that
these returns will be referred to the Examination or Automated Questionable Credit
programs. However, management indicated that only those returns with a refund greater
than an established dollar tolerance will be selected for review by the Examination or
Automated Questionable Refund programs. Our review of IRS internal guidelines

confirms that not all returns that have an income discrepancy are referred to or reviewed

18The Questionable Refund Program is a nationwide, multifunctional program designed to identify fraudulent
returns, to stop the payment of fraudulent refunds, and to refer identified fraudulent refund schemes to Criminal
Investigation field offices.
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by the IRS Examination function. As a result, only those EITC and ACTC claims that
contain an income discrepancy and have a refund above the established dollar tolerance
will be subject to additional review before the refund is paid. We are conducting a
separate review of the effectiveness of the IRS’s use of available Forms W -2 and

Forms 1099-MISC to verify income on tax returns claiming the EITC or the ACTC. We

plan to issue our report later this calendar year.

Processes to identify and prevent EITC, CTC, ACTC, and AOTC claims by individuals
filing tax returns for years prior to when a Taxpayer Identification Number was
issued - Our review of tax returns filed as of February 8, 2017, found that the IRS did not
notify 350 taxpayers that one or more SSNs, ITINs, or ATINs used to claim one ofthese
credits were issued subsequent to the tax year for which their claim was filed. We alerted
the IRS of our concerns on February 22, 2017. IRS management indicated that its review
0f 241 of the 350 returns we identified confirmed that taxpayers are not always being
notified when their SSN, ITIN, or ATIN was not timely issued. IRS management
indicated that internal guidance has been revised to clarify that employees are to validate
returns to the current National Account Profile showing the SSN, ITIN, and ATIN
issuance dates. IRS management also indicated that they have requested computer
programming changes to address errors identified in processing EITC, CTC, ACTC, and

AOTC claims for years prior to when a Taxpayer Identification Number was issued.

In addition, we notified the IRS on March 9, 2017, that we identified an additional

14 prior year tax returns that were incorrectly identified as having an SSN, ITIN, or
ATIN that was not timely issued. As a result, these individuals were issued a notice
incorrectly informing them that the SSN, ITIN, or ATIN could not be used to claim the
EITC, CTC, ACTC, or AOTC. As of March 2, 2017, the IRS has received 270,163 prior
tax year returns. As ofthe date of this report, we have not received the IRS’s response to
our concerns.

We are conducting a separate review to evaluate the IRS’s processing of retroactive
EITC, CTC, ACTC, and AOTC claims and plan to issue our report later this calendar
year.

Processes to identify CTC, ACTC, andAOTC claims filed by individuals with an
inactive ITIN - The IRS was granted authority to systemically disallow CTC, ACTC,
and AOTC claims filed by individuals with an inactive ITIN including those that are
deactivated or revoked by the IRS.19 In response, the IRS developed processes to identify
tax returns filed with an inactive ITIN. As of March 1, 2017, the IRS has rejected

19The IRS revokes an ITIN when it later determines the ITIN should not have been issued or is no longer valid
given certain conditions, such as the taxpayer is deceased or has been assigned an SSN.
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195 e-filed returns with an inactive ITIN and identified an additional 88,071 e-filed and

paper-filed tax returns for review .2

We are conducting a separate audit on the accuracy of the IRS’s deactivation of the ITINs
and plan to issue our report later this calendar year.

Processes to ensure that tax return preparers are submitting Form 8867, Paid
Preparer’s Due Diligence Checklist, for all returns with a CTC, ACTC, andAOTC
claim - The IRS revised the Form 8867 to include the expanded due diligence
requirements for the CTC, ACTC, and AOTC. Tax return preparers are required to
submit this form with each tax return they file with one of these credit claims. In
addition, the IRS developed processes to systemically identify e-filed tax returns filed by
a preparer that do not contain a Form 8867. The IRS sends the preparer an alert
reminding the preparer of the Form 8867 requirement and notifying them that the IRS can
impose a $510 penalty for failure to submit the Form 8867. The IRS reports that as of
March 1, 2017, it identified and sent 1,311 notifications to paid preparers informing them
about the missing Form 8867 and the new requirement. Our analysis of the 10.7 million
tax returns with a CTC, ACTC, or AOTC claim filed by paid preparers as of

March 2, 2017, identified 11,119 (0.1 percent) that did not include the Form 8867 as

required.

Processes to ensure that an educational institution EIN is provided when claiming the
AOTC - The IRS has established processes to identify e-filed AOTC claims when the

taxpayer indicates a statement was received from the educational institution and an EIN
is not provided. However, IRS management stated that current reporting regulations do

not require institutions to provide a statement that would include the institution EIN to all

management indicated that the IRS is in the process of revising the regulations for
institutions to be consistent with the new requirements for claiming education benefits.
As of March 2, 2017, the IRS has received nearly 3.9 million returns claiming the AOTC
totaling $3.4 billion.2l We are in the process of determining how many of the 3.9 million

returns******‘k*‘k‘k**z*******‘k‘k‘k********

In addition to the previously mentioned provisions, we are also assessing the accuracy of the

IRS’s processing of individual tax returns affected by key tax provisions included in other

legislation. To date, our assessments have identified:

D The IRS discontinued use of its e-file reject processes on January 19, 2017. Subsequent to January 19, 2017, all
e-filed returns with an inactive ITIN are being identified for additional review.

21 Our analysis only includes the refundable portion of the AOTC.
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e Requirement to have a statement from the educational institution to claim the AOTC,
Lifetime Learning Credit, and the Tuition and Fees Deduction —The IRS has not
developed processes to identify education benefit claims at the time tax returns are filed
for which the taxpayer did not have the required statement. Similar to identifying claims
with the EIN of the educational institution, IRS management cited the inconsistency

between institution reporting regulations and the taxpayer’s requirement to have a
Statement ******************************2******************************

In addition, IRS management indicated that processes intended to identify other potential
AOTC errors will also identify some claims for which the taxpayer does not have the
required statement. IRS management also stated that while the PATH Act strengthened
the AOTC requirements, it did not provide the IRS with additional authority such as
expanded math error authority to address taxpayer noncompliance. Finally, management
noted that the PATH Act did not change the filing date for Form 1098-T. Institutions
generally have until March 31 to file Form 1098-T with the IRS.2 As such, these forms
would not be available to verify claims at the time tax returns are filed. As of

March 2, 2017, the IRS had received nearly 5.4 million tax returns claiming the AOTC,
Lifetime Learning Credit, or the Tuition and Fees Deduction.

*  Residential Energy Efficient Property Credit - W e continue to identify that the IRS is
incorrectly limiting taxpayers’ Residential Energy Efficient Property Credit to the $500
($1,000 if married filing jointly) limit associated with the Nonbusiness Energy Property
Credit. Taxpayers can claim a credit based upon the costs of certain property such as
solar electric and geothermal heat pump items that is generally limited to their tax
liability. W e previously reported this condition in the 2015 and 2016 Filing Seasons. On
February 10, 2017, we alerted IRS management once again that corrective actions taken
in response to our prior recommendations do not ensure that Residential Energy Efficient
Property Credit claims are not improperly limited. The IRS agreed with our assessment
and expected to correct computer programming errors on March 19, 2017. As of
March 2, 2017, the IRS had improperly reduced Residential Energy Efficient Property
Credit claims on 123 tax returns by a total of approximately $241,000.

Accuracy ofIRS tax forms, schedules, publications, and information on IRS.gov

Each year, the IRS must update its tax forms, schedules, and publications as well as information
on IRS.gov to accurately reflect tax changes. These changes include: inflationary adjustments,
income limit phase-ins or phase-outs, and legislative changes. Overall, our review of the forms,

instructions, and publications related to the previously discussed key tax provisions found that

2 Paper-filed Forms 1098-T are to be filed with the IRS no later than February 28.
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most have been accurately updated. However, our review identified some instances in which

information related to these provisions was not always accurate or updated. For example:

On December 2, 2016, we informed the IRS that our review of the draft instructions for
Form 8863, Education Credits (American Opportunity and Lifetime Learning Credits),
dated August 26, 2016, and for Form 8917, Tuition and Fees Deduction, dated

July 28, 2016, were not updated to reflect the new education benefit requirements as well
as the exceptions to those requirements. The IRS responded that it is only addressing the
Form 1098-T requirement by adding a new item to the “What’s New” section to the

Form 8863 based on wording used in the proposed regulations.

On February 9, 2017, we notified the IRS of concerns we identified related to seven IRS
instructional YouTube videos that did not contain a detailed description of the changes
for the current filing season. The videos we reviewed discussed the refund delay for
taxpayers claiming the EITC and the ACTC; taxpayers claiming the AOTC; taxpayers
with ITINs; and inflationary adjustments to items such as personal exemptions and the
standard deduction. In response to our observations, the IRS deactivated one video that it
already had planned to update and removed a reference to a prior year on one video
script. In addition, IRS management explained that the YouTube videos are intended to
provide a broad overview of a given topic and refer viewers to available resources for
additional details. As such, the information provided in the remaining videos is adequate

for the videos’ intended purpose.

Detecting and Preventing Tax Refund Fraud

As of March 4, 2017, the IRS reported that it identified 30,674 tax returns with $961 million
claimed in fraudulent refunds and prevented the issuance of $918.6 million (95.6 percent) of
those refunds. Figure 6 shows the number of fraudulent tax returns identified by the IRS for
Processing Years 2014 through 2016 as well as the refund amounts that were claimed and

stopped.
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Figure 6: Fraudulent Returns and Refunds Identified
and Stopped in Processing Years 2014 Through 2016

Number of
Fraudulent Number of Amount of
Processing Refund Returns Fraudulent Refund Fraudulent Amount of Fraudulent
Year Identified Returns Stopped Refunds Identified Refunds Stopped
2014 2,180,613 2,066,394 $15,724,424,102 $15,209,859,119
2015 1,811,354 1,646,155 $12,369,252,837 $11,639,842,002
2016 1,067,878 991,681 $7,970,283,186 $7,648,398,857

Source: IRSfraudulent tax return statisticsfor Processing Years 2014 through 2016.

The decrease in the number of fraudulent tax refunds the IRS detects and stops is attributable to
the continued expansion of processes to prevent fraudulent tax returns from entering the tax
processing system, i.e. rejecting e-filed tax returns and preventing paper-filed tax returns from
posting. For example, as of March 13, 2017, the IRS locked approximately 33.2 million
taxpayer accounts of deceased individuals. The locking of a tax account results in the rejection
of an e-filed tax return and prevention of a paper-filed tax return from posting to the Master File
if the SSN associated with a locked tax account is used to file a tax return. According to the IRS,
as of February 28, 2017, it had rejected approximately 10,954 fraudulent e-filed tax returns, and
as of March 16, 2017, it had stopped 2,317 paper-filed tax returns from posting to the Master
File.

Detection of tax returns involving identity theft

For the 2017 Filing Season, the IRS is using 197 identity theft filters to identify potentially
fraudulent tax returns and prevent the issuance of fraudulent tax refunds. These filters
incorporate criteria based on characteristics of confirmed identity theft tax returns, including
amounts claimed for income and withholding, filing requirements, prisoner status, taxpayer age,

and filing history.

Tax returns identified by these filters are held during processing until the IRS can verify the
taxpayer’s identity. The IRS attempts to contact the individual who filed the tax return and, if
the individual’s identity cannot be confirmed, the IRS removes the tax return from processing.
This prevents the issuance of many fraudulent tax refunds. As of March 2, 2017, the IRS
reported that it had identified and confirmed 14,068 fraudulent tax returns and prevented the
issuance of $91.9 million in fraudulent tax refunds as a result of the identity theft filters.

Figure 7 shows the number ofidentity theft tax returns the IRS identified and confirmed as
fraudulent as of March 2, 2017, for Processing Year 2017 and as of a comparable time frame for
Processing Years 2015 and 2016.
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Figure 7: Identity Theft Tax Returns Confirmed
As Fraudulentin Processing Years 2015
Through 2017

Processing Number of Identity
Year Theft Returns
2015 16,523
2016 31,578
2017 14,068

Source: IRSfraudulent tax return statisticsfor Processing
Year 2015 (as ofFebruary 28, 2015); Processing Year 2016
(as ofFebruary 29, 2016); and Processing Year 2017 (as of
March 2 2017).

In February 2017, we reported2Bthat with the passage of legislation to accelerate the reporting
date of Forms W -2, the IRS should be able to significantly reduce the number of undetected tax
returns reporting false wages and withholding if it compares available Form W -2 information to
the tax return at the time the tax return is processed. Similar to Processing Year 2016, the IRS
initiated a voluntary program in which 18 payroll providers were requested to submit Forms W -2
directly to the IRS by January 31, 2017. The IRS uses the identity theft models to compare this
accelerated Form W -2 information to the tax return at the time the tax return is processed for
identity theft detection. The IRS stated that as of March 2, 2017, it selected 21,461 tax returns

for identity theft treatment based upon the early submission of Forms W-2.

Finally, in response to concerns raised by TIGTA regarding multiple refunds going to the same
address or bank account, the IRS continues to use its clustering filter tool to group tax returns
based on characteristics that include the address, zip code, and bank routing numbers. For the
tax returns identified, the IRS applies a set of business rules in an attempt to ensure that
legitimate taxpayers are not included. Tax returns identified are held from processing until the
IRS can verify the taxpayer’s identity. As of March 2, 2017, the IRS reports that, using this tool,
it identified 72,622 tax returns and prevented the issuance of approximately $334.6 million in

fraudulent tax refunds.

B TIGTA, Ref. No. 2017-40-017, Efforts Continue to Result in Improved Identification o f Fraudulent Tax Returns
Involving Identity Theft; However, Accuracy ofMeasures Needs Improvement (Feb. 2017).
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Converting direct deposits to a paper check

In an effort to further reduce fraudulent tax refunds, the IRS limits the number of direct deposit
refunds that can be sent to one bank account to three refunds. The IRS will convert the fourth
and subsequent direct deposit refund requests to a paper check and send it to the taxpayer’s
address of record. 2

In January 2017, we reported that our analysis of direct deposit requests made as of May 5, 2016,
found that IRS processes still do not always convert direct deposits to a paper check when
required.® The IRS received approximately 86 million requests for direct deposits as of

May 5, 2016. Our analysis of the 86 million deposit requests identified 24,644 unique bank
accounts with atotal of 66,727 direct deposit attempts totaling $119.1 million that should have
converted to a paper check. Ofthe 66,727 deposit attempts we identified, 5,605 (8.4 percent)
deposit attempts totaling approximately $9.2 million did not convert to a paper check as required.

W e also reported that processes did not convert direct deposits to paper checks in August 2015%
and again in December 2015.27 In response to these reports, IRS management stated that
computer programming errors resulted in the IRS not properly identifying all direct deposit
accounts with multiple deposit requests. According to IRS management, the IRS corrected two
ofthe three issues and planned to implement computer programming changes to correct the third
issue in Calendar Year 2016.

IRS management stated that additional programming changes were implemented in July 2016 to
address the remaining condition we identified during the 2015 Filing Season. We are evaluating
whether the IRS implemented programming changes to address the errors we identified during
the 2015 Filing Season as planned. We will provide the final results of our assessment in our
2017 Filing Season report that will be issued later this year.

Screening of prisoner tax returns

As of March 4, 2017, the IRS reported that it identified for screening 17,227 potentially
fraudulent tax returns filed by prisoners.28 Figure 8 shows the number of prisoner tax returns

identified for screening in Processing Years 2015 through 2017.

24 The most current address the IRS has on record for a taxpayer where communications can be sent.
BHTIGTA, Ref. No. 2017-40-014, Results o fthe 2016 Filing Season (Jan. 2017).
BTIGTA, Ref. No. 2015-40-080, Results o fthe 2015 Filing Season (Aug. 2015).

ZITIGTA, Ref. No. 2016-40-008, Continued Refinement o fthe Return Review Program Identity Theft Detection
Models Is Needed to Increase Detection (Dec. 2015).

BTax returns filed using a prisoner’s name and SSN.
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Figure 8: Prisoner Tax Returns Identified
for Screening in Processing Years 2015
Through 2017 (as of March 4, 2017)

Number of
Processing Prisoner Tax Returns
Year Identified for Screening
2015 26,797
2016 20,224
2017 17,227

Source: IRSfraudulent tax return statisticsfor Processing
Years 2015 through 2017 as ofMarch 4, 2017.

To combat refund fraud associated with tax returns filed using prisoner SSNs, the IRS compiles a
list of prisoners (the Prisoner File) received from the Federal Bureau of Prisons and State
Departments of Corrections. Various IRS offices and functions use the Prisoner File in an effort
to prevent and detect fraud. The Prisoner File is the cornerstone of the IRS’s efforts to prevent

the issuance of fraudulent refunds to individuals filing false tax returns using a prisoner SSN.

In addition, to further its efforts to identify prisoner tax returns, the Bipartisan Budget Act of
2013,29enacted in December 2013, amended the Improper Payments Elimination and Recovery
and Improvement Act®to give the Secretary of the Treasury the authority to obtain Prisoner
Update Processing System data from the Social Security Administration and make it available
for those programs in which prisoners are ineligible for benefits. Specifically, the Act authorizes
the IRS to compare the Social Security Administration prisoner information with any other
Personally Identifiable Information derived from a Federal system ofrecords. IRS management
noted that the IRS is using the Prisoner Update Processing System data as part of the 2017 Filing

Season prisoner identification process.

The RRP replaces the Electronic Fraud Detection System to detect tax refund
fraud

The IRS retired the Electronic Fraud Detection System fraud detection processes on

October 23, 2016. Beginning with the 2017 Filing Season, the RRP is now the IRS’s sole source
for detecting potentially fraudulent prisoner tax returns. The IRS stated that the RRP provides
new and improved capabilities in its fraud detection and prevention processes. The RRP has8

29 Pub. L. No. 113-67, § 204.
3 Pub. L. No. 112-248, 126 Stat. 2390.
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real-time filtering capabilities and is designed to improve the IRS’s ability to detect, resolve, and
prevent fraud. We are conducting a separate review of the IRS’s efforts to address prisoner
fraud.3l We plan to issue our report later this calendar year. In addition, we are conducting a
separate review ofthe IRS’ s use of the RRP to detect and prevent fraud during the 2017 Filing
Season. 2

Providing Customer Service

Similar to past filing seasons, taxpayers have multiple options to choose from when they need
assistance from the IRS, including assistance through the toll-free telephone lines, face-to-face
assistance at the Taxpayer Assistance Centers (TAC) or Volunteer Program sites, and
self-assistance through IRS.gov and various other social media channels, e.g., Twitter, Facebook,
and YouTube. The IRS continues its trend to depend more on technology-based services and
external partners by directing taxpayers to the most cost-effective IRS or partner channel
available to provide the needed service. The IRS notes that this approach allows it to focus
limited toll-free and walk-in resources on customer issues that can be best resolved with
person-to-person interaction. By using this approach, the IRS believes that it is able to improve
its service to taxpayers by addressing and resolving more complex matters such as assistance to
identity theft victims and people with tax account issues. For example, in an effort to continue to
redirect taxpayers to online services, the IRS has expanded online tools available to taxpayers on
IRS.gov:

Interactive Tax Assistant - this tool is a tax law resource that takes taxpayers through a
series of questions and provides them with responses to basic tax law questions. The IRS
reports that from January 1through March 4, 2017, a total of 522,956 requests had been
completed which is a 21 percent decrease from the 663,276 requests that were completed

during the same time period last filing season.

Where’s My Refund? - this tool allows taxpayers to check the status of their refunds
using the most up-to-date information available to the IRS. The IRS reports that as of
March 4, 2017, there have been 184 million uses of the tool. This is an 11.4 percent

decrease over the same time last filing season.

« Am I Eligible for a Coverage Exemption or Required to Make an Individual Shared
Responsibility Payment - this tool helps taxpayers determine if they are eligible for an
exemption from the minimum essential coverage requirement or if they must make an
SRP. According to the IRS, 40,032 taxpayers have used this tool as of March 2, 2017.
This is an increase of more than 8.3 percent over the 36,966 uses for the same period last

filing season.

3l TIGTA Audit Number 201640007, Follow-Up Review o fPrisoner Fraud.
RTIGTA Audit Number: 201740029, Assessment ofthe IRSs Filing Season 2017 Fraud Detection Activities.
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e Individual Shared Responsibility Provision Payment Estimator - this tool allows
taxpayers to estimate the amount they may have to pay if they did not maintain
minimum essential coverage during the year. From January 1through March 2, 2017,
77,033 taxpayers have used this tool which is 399 percent increase for the same period
last filing season.

Self-assistance through IRS.gov and social media channels

The IRS continues to offer self-assistance options that taxpayers can access 24 hours a day,

seven days a week. The most notable self-assistance option is the IRS’s public Internet site,

IRS.gov. The IRS has been actively steering taxpayers to its website as the best source for
answers to their tax questions. The IRS reports 196.5 million

visits to IRS.gov this filing season as of March 4, 2017.
8» IRS gov

Taxpayers can also interact with the IRS using IRS2Go, which is

a mobile application that lets taxpayers access information and a
limited number of IRS online tools. As of February 25, 2017, the IRS reports that the IRS2Go
mobile application had 3.36 million active users.

In addition, the IRS uses various forms of social media including YouTube, Twitter, Tumblr, and
Facebook. As of March 4, 2017, there have been 852,884 new views of IRS YouTube videos
and a total of 158,554 Twitter followers.

Toll-free telephone level of assistance continues to increase

As of March 2, 2017, approximately 27.4 million total attempts and 19 million net attempts3
were made by taxpayers to contact the IRS by calling the various customer service toll-free
telephone assistance lines seeking help to understand the tax law and meet their tax obligations. 34
As of March 4, 2017, the IRS reports that 10.4 million calls were answered with automation, and
telephone assistors answered nearly 4.7 million calls and provided a 76.2 percent Level of
ServicePwith a 7.1 minute Average Speed of Answer. The Level of Service for the 2016 Filing
Season was 72 percent. The IRS forecasts a 75 percent Level of Service for the 2017 Filing
Season. Figure 9 shows a comparison of IRS toll-free telephone statistics as of March 4, 2017,
for Fiscal Years 2014 through 2017.

3BTotal call attempts represent calls received during open and after hours. Total net call attempts represent calls
received during open hours.

3 The IRS refers to the suite of 29 telephone lines to which taxpayers can make calls as “Customer Account
Services Toll-Free.”

& The primary measure of service to taxpayers. It is the relative success rate of taxpayers who call for live
assistance on the IRS’s toll-free telephone lines.

Page 20



Interim Results of the 2017 Filing Season

Figure 9: Toll-Free Filing Season Telephone Statistics
for Fiscal Years 2014 Through 2017 (as of March 4, 2017)

Fiscal Year
Statistic
2014 2015 2016 2017
Assistor Calls
Answered 6,038,861 4,213,245 7,299,589 4,687,582
Level of Service 74.7% 38.5% 72.8% 76.2%
Average Speed of 17 246 96 71

Answer (Minutes)

Source: IRS management information reports as o fMarch 4, 2017. TIGTA converted the Average
Speed o fAnswer in the reportsfrom seconds to minutes.

The IRS continues to decrease the numberoftaxpayers it assists at the TACs

Each year, many taxpayers seek assistance from one ofthe IRS’s 376 TAC walk-in offices.
Although the IRS reports 376 TACs for the 2017 Filing Season, 24 TACs are not open as they
have not been staffed. The IRS estimates that the number of taxpayers it will assist at its TACs
will continue to decrease this fiscal year. The IRS plans to assist approximately 3.4 million
taxpayers at the TACs in Fiscal Year 2017, an approximately 23.6 percent decrease from Fiscal
Year 2016. The IRS indicated that budget cuts and its strategy of appointment service at the
TACs, along with continued promotion of alternative service options, will result in the reduction
ofthe number of employees to assist taxpayers at the TACs. Figure 10 shows the number of
contacts by product line at the TACs for Fiscal Years 2014 through 2017.
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Figure 10: TAC Contacts for
Fiscal Years 2014 Through 2017 (in millions)

Fiscal Year
Contacts/Product Lines 2017
2014 2015 2016 Projections
Tax Accounts Contacts 3.6 3.8 31 24
Forms Contacts 04 03 01 01
Other Contacts® 14 1.5 12 1.0
Tax Law Contacts 01 01 01 <0.04
Totals 5.5 5.6 4.5 34

Source: IRS management information reports. Numbers shown are rounded and totals may not
calculate due to rounding.

The IRS is implementing initiatives in an effort to better assist those individuals seeking
assistance from a TAC. For the 2017 Filing Season, the IRS has transitioned all TACs to
appointment service. The IRS indicated that it initially began providing services at the TACs by
appointment in an attempt to alleviate long lines that sometimes occur at many TACs and to help
ensure that taxpayers’ issues are timely resolved. The IRS will attempt to resolve the taxpayer’s
question or provide the taxpayer with information on alternative services when they call to
schedule an appointment. The IRS reports that as of February 18, 2017,3/IRS employees
answered over 1 million calls resulting in approximately 490,000 that necessitated a TAC

appointment.

The IRS also noted that it provided service to 1.6 million taxpayers, of which 526,000 taxpayers
were assisted on the telephone and 1.1 million taxpayers were assisted at a walk in office.
Taxpayers served at the walk-in offices include taxpayers who had an appointment and those
with an issue that did not require an appointment. In addition, the IRS stated that taxpayers that
travel to a TAC without an appointment are assisted if there is availability. According to the
IRS, an additional 140,000 taxpayers with issues that should have required an appointment were

assisted without an appointment.

36 Other Contacts includes but is not limited to: accepting Form 2063, U.S. Departing Alien Income Tax Statement;
date-stamping tax returns brought in by taxpayers; screening taxpayers for eligibility of service; scheduling
appointments (only in Fiscal Year 2015); and helping taxpayers with general information such as addresses and
directions to other IRS offices or other Federal Government agencies.

37 For Fiscal Year 2017 - October 1, 2016, through February 18, 2017.
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The IRS also offers Virtual Service Delivery, which integrates video and audio technology to
allow taxpayers to see and hear an assistor located at a remote TAC, giving taxpayers “virtual
face-to-face interactions” with assistors. According to the IRS, taxpayers can use this
technology to obtain many of the TAC’s services. The goals for Virtual Service Delivery

are to enhance the use of IRS resources, optimize staffing, and balance workload. For the

2017 Filing Season, the IRS is offering Virtual Service Delivery at 28 partner site locations,
which is a decrease compared to 35 locations where this service was offered the previous year.®8
The IRS reports that as of March 4, 2017,3a total of 1,166 taxpayers have used the service.

Finally, the IRS has an initiative to co-locate staff with the Social Security Administration to
assist taxpayers. For the 2017 Filing Season, the IRS has placed employees in four Social
Security Administration locations. TIGTA is planning a follow-up audit to assess the IRS’s

efforts to expand customer service options to taxpayers seeking face-to-face assistance.

The volume oftax returns prepared at Volunteer Program sites continues to
increase

The Volunteer Program continues to play an important role in the IRS’s efforts to improve
taxpayer service and facilitate participation in the tax system. It provides no-cost Federal tax
return preparation and e-filing to underserved taxpayer segments, including low-income, elderly
and disabled, rural, Native American, and limited-English-proficient taxpayers. As of

March 5, 2017, approximately 1.5 million tax returns have been prepared at the 10,015 Volunteer
Program sites nationwide. The IRS reports that the accuracy rate for volunteer returns filed as of
March 8, 2017, is more than 94.6 percent. Figure 11 shows the number of tax returns prepared
by volunteers from Fiscal Years 2014 through 2016.

Figure 11: Volunteer Program Statistics
for Fiscal Years 2014 Through 2016

Fiscal Year Fiscal Year  Fiscal Year  (Fisca Year 2015to

2014 2015 2016 Fiscal Year 2016)
Tax Retumns 3,646,562 3,756,707 3,813,411 1.5%
Volunteers 93,082 90,826 89,121 -1.9%
Sites 12,319 12,057 11,831 -1.9%

Source: IRS management information system containing Fiscal Years 2014 through 2016
information. Percentages are rounded.

3BFor the 2017 Filing Season, the IRS is no longer offering Virtual Service Delivery at IRS locations. Access to this
service is only available through external partner locations.

PFor Fiscal Year 2017 - October 1, 2016, through March 4, 2017.
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Accounts Management function’s over-aged inventory decreased from Calendar
Year 2015 to Calendar Year 2016

As of March 4, 2017, the IRS reports 520,814 cases in its over-aged inventory. In comparison,
for the 2016 Filing Season, the IRS reported 1.2 million cases in its over-aged inventory as of
February 27, 2016. Accounts Management function inventory includes but is not limited to
amended tax returns, responses to taxpayer notices, identity theft cases, and applications for
ITINs and is generally considered over-aged when it has been in inventory for more than a
designated number of calendar days. Staffresponsible for working Accounts Management
function inventory are divided between working cases in inventory and staffing the customer
service telephone lines.

While over-aged inventory remains high during the filing season, the IRS significantly

reduced total over-aged inventory from 1.3 million cases at the end of Processing Year 2015 to
702,437 cases at the end of Processing Year 2016. According to IRS management, the drop in
over-aged inventory during Processing Year 2016 was the result of $290 million in additional
funding received for Fiscal Year 2016 which allowed the IRS to significantly improve telephone
service that year and also freed up more resources to help reduce the Accounts Management
function inventory. Figure 12 provides a comparison of the Accounts Management function
inventory for Processing Years 2013 through 2016.

Figure 12: Comparison of Accounts Management Function Inventory As
of the End of Processing Years 2013 Through 2016

2013 2014 2015 2016
Total Inventory 2,580,527 2,542,125 2,890,392 1,669,543
Over-Aged Volume 1,187,255 1,168,181 1,318,446 702,437
Percentage Over-Aged 46.0% 46.0% 45.6% 42.1%

Source: IRSAccounts Management Inventory Report - Inventory Age Reports.
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Appendix |

Detailed Objective, Scope, and Methodology

The overall objective of this review was to provide selected information related to the IRS’s
2017 Filing Season.1 TIGTA plans to issue the final results of our analysis of the 2017 Filing
Season in September 2017. To achieve this objective, we:

I Monitored online news outlets and forums to identify any preparation, filing, or

processing issues that taxpayers are experiencing.

1I. Determined if the IRS’s monitoring systems indicate that individual tax returns are being
processed timely and accurately.

A. Identified volumes of paper-filed and e-filed tax returns received through
March 3, 2017, from the IRS Weekly Filing Season reports that provide a
year-to-date comparison of scheduled return receipts to actual return receipts. The
reports also provide a comparison to Fiscal Year 2016 receipts for the same period.

II1. Determined if the IRS correctly implemented selected new tax law provisions that affect
the processing ofindividual taxpayer returns during the 2017 Filing Season.

A. Determined if refunds from the EITC and the ACTC were properly held until at least
February 15, 2017, as required by the PATH Act.

B. Determined if tax return preparers are submitting the Form 8867, Paid Preparer’s
Due Diligence Checklist, with each tax return claiming the EITC, ACTC, and/or
AOTC.

C. Determined if processes were established to identify and prevent EITC, CTC, ACTC,
and AOTC claims by individuals filing tax returns for years prior to when a Taxpayer

Identification Number was issued.

D. Determined if processes were established to identify CTC, ACTC, and AOTC claims
filed by individuals with an inactive ITIN.

E. Determine if processes were established to ensure that an educational institution EIN
is provided when claiming the AOTC.

F. Determine if processes were developed to identify education benefit claims at the

time tax returns are filed for which the required statement from the educational

1See Appendix V for a glossary of terms.
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institution is not provided as required in order to claim the AOTC, Lifetime Learning

Credit, and the Tuition and Fees Deduction.

1V. Identified and reviewed specific tax law changes to ensure that they are accurately
reflected in all applicable forms, instructions, and publications.

V. Reviewed information related to the IRS’s implementation of ACA tax provisions.
Specifically, we analyzed the number and dollars of the PTCs received either in advance
or claimed at the time of filing. In addition, we reviewed IRS statistics on minimum

essential coverage and the SRPs.

VI. Identified online self-help applications provided by the IRS and ensured that the

information and results provided are accurate.

VII. Identified results of the IRS’s identity theft and tax refund fraud programs. We
quantified fraudulent tax returns and tax returns filed by prisoners.

VIII. Compiled statistical information that is of interest to external stakeholders.

A. Determined if individuals have decreased their use of the split-refund option for
depositing their refunds.

B. Determined if individuals have increased their use of the savings bond option for the
direct purchase of savings bonds from their refunds.

IX. Identified results for the TAC Program.

X. Identified results for the Toll-Free Telephone Assistance Program.
XI. Identified results for the Volunteer Income Tax Assistance Program.
XII. Identified results for the Accounts Management function correspondence inventory.

XIII. Identified results for IRS self-assistance through IRS.gov.
Data validation methodology

During this review, we obtained extracts from the IRS’s Individual Master File2and Individual
Return Transaction File3databases for Processing Years42017 that were available on the
TIGTA’s Data Center Warehouse.5 Before relying on the data, we ensured that each file

contained the specific data elements we requested. In addition, we selected random samples of

2The Individual Master File is an IRS database that maintains transactions or records of individual tax accounts.

3An IRS database containing transcribed tax returns from initial input of the original individual tax returns during
tax return processing.

4The calendar year in which the tax return or document is processed by the IRS.
5TIGTA repository of IRS data.
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each extract and verified that the data in the extracts were the same as the data captured in the
IRS’s Integrated Data Retrieval System.6 We also performed analysis to ensure the validity and
reasonableness of our data such as ranges of dollar values, transaction dates, and tax periods.

Based on the results of our testing, we believe that the data used in our review were reliable.
Internal controls methodology

Internal controls relate to management’s plans, methods, and procedures used to meet their
mission, goals, and objectives. Internal controls include the processes and procedures for
planning, organizing, directing, and controlling program operations. They include the systems
for measuring, reporting, and monitoring program performance. We determined that the
following internal controls were relevant to our audit objective: the process for planning,
organizing, directing, and controlling program operations for the 2017 Filing Season. We
evaluated these controls by monitoring IRS weekly production meetings, reviewing IRS

procedures, and interviewing IRS management.

6 IRS computer system capable of retrieving or updating stored information. It works in conjunction with a
taxpayer’s account records.
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Appendix IV

Interactive Self-Help Tools and YouTube Videos

Interactive Self-Help Tools Reviewed IRS YouTube Videos Reviewed
Where’s My Refund? Tool Individual Taxpayer Identification Number
Do I Need to File a Tax Return? Do I Have to File a Tax Return?
How Much Is My Standard Deduction? Education Tax Credits
Am I Eligible to Claim an Education When Will I Get My Refund?
Credit?

April 18 Is When Your Taxes Are Due in 2017

EITC Assistant Claiming the EITC or the ACTC? Your

Alternative Minimum Tax Assistant for Refund May Be Delayed

Individuals How to Use the Where’s My Refund? Tool

Source: www.YouTube.com and www.IRS. gov.
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Appendix V

Glossary of Terms

Term Definition
Additional Child Tax The refundable portion ofthe CTC that was designed to reduce the
Credit income tax burden for families with dependent children.

American Opportunity A partially refundable Federal tax credit used to help parents and

Tax Credit college students offset the costs of college.

Average Speed of The average number of seconds taxpayers waited in the assistor queue
Answer (on hold) before receiving services.

Child Tax Credit A tax credit for families with dependent children that is used to reduce

the individual income tax burden for families, better recognize the
financial responsibilities of raising dependent children, and promote
family values.

Earned Income Tax The EITC is used to offset the impact of Social Security taxes on
Credit low-income families and to encourage them to seek employment.
Filing Season The period from January 1through mid-April when most individual

income tax returns are filed.

Fiscal Year Any yearly accounting period, regardless of its relationship to a
calendar year. The Federal Government’s fiscal year begins on
October 1and ends on September 30.

Free File A free Federal tax preparation and e-filing program for eligible
taxpayers developed through a partnership between the IRS and the
Free File Alliance, LLC. The Alliance is a group of private sector tax
software companies.
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Individual Return
Transaction File

Individual Taxpayer
Identification Number

Level of Service

Marketplace

Master File

Minimum Essential

Coverage

Premium Tax Credit

Processing Year

Shared Responsibility
Payment

Submission Processing
Site

Tax Year
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Definition

A database the IRS maintains that contains information on the
individual returns it receives.

A number created by the IRS to provide Taxpayer Identification
Numbers to individuals who do not have and are not eligible to obtain a
Social Security Number.

The primary measure of service to taxpayers. It is the relative success
rate of taxpayers who call for live assistance on the IRS toll-free
telephone lines.

Marketplace is the place for people without health insurance to find
information about health insurance options and to purchase health
insurance. Itis also known as the Health Insurance Marketplace or
Health Insurance Exchange

The IRS database that stores various types of taxpayer account
information. This database includes individual, business, and employee
plans and exempt organizations data.

Health insurance coverage that contains essential health benefits
including emergency services, maternity and newborn care, and
preventive and wellness services. Minimum essential coverage also
includes doctor visits, hospitalization, mental health services, and
prescription drugs.

A refundable tax credit created by the ACA to assist eligible taxpayers
with paying their health insurance premiums.

The calendar year in which the return or document is processed by the
IRS.

Beginning with the 2015 Filing Season, if a taxpayer or anyone in the
taxpayer’s tax household does not have minimum essential coverage
and does not qualify for a coverage exemption, the taxpayer will need to
make an SRP when filing his or her Federal income tax return.

The data processing arm of the IRS. The sites process paper and
electronic submissions, correct errors, and forward data to the
Computing Centers for analysis and posting to taxpayer accounts.

The 12-month period for which tax is calculated. For most individual
taxpayers, the tax year is synonymous with the calendar year.
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Term Definition
Taxpayer Assistance Walk-in sites where taxpayers can receive assistance when they believe
Centers their tax issue cannot be handled online or by telephone or when they

want face-to-face assistance.

Volunteer Program Includes the Volunteer Income Tax Assistance Program, including the
Volunteer Income Tax Assistance Grant Program and the Tax
Counseling for the Elderly Program. The Volunteer Program provides
free tax assistance to persons with low to moderate income (generally
$54,000 and below), the elderly and disabled, rural persons,
Native Americans, and persons with limited English proficiency.
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Quick Takes on Health Care Policy and Practice

2017 Federal and State Marketplace Trends
Show Value of Outreach

Thursday, May 4, 2017

By Emily Curran (/about-us/experts/curran-emily), Sabrina Corlette (/about-us/experts/corlette-sabrina), Kevin Lucia (/fabout-

us/experts/lucia-kevin) and Justin Giovannelli (/about-us/experts/giovannelli-justin)

In the first three years of open enrollment for the Affordable Care Act’s (ACA) health insurance marketplaces, the
federal and a number of state governments worked aggressively to promote the value of health insurance, educate
consumers about available financial assistance, and enroll individuals in coverage. Nearly all marketplaces
(~/link.aspx?_1d=42083EC8DD294C6F86C902BB2DD0AAF7&_z=z)— including the federally run marketplace
and most state-operated marketplaces— saw incremental enrollment gains each year, despite the law’s lower level of

funding for outreach activities following their launch, as well as an increasingly charged political environment.

For the fourth open enrollment period (OEP) ending in early 2017, momentum behind enrollment efforts dwindled
at the federal level following the presidential election. The new administration pushed to repeal
(https://www.whitehouse.gov/the-press-office/2017/01/2/executive-order-minimizing-economic-burden-patient-
protection-and) the ACA and made a last-minute $5 million cut (http://www.politico.com/story/2017/01/trump-
white-house-obamacare-ads-234245) to outreach funding for the federally facilitated marketplace— a reduction that
is under investigation (https://www.warren.senate.gov/files/documents/2017-3-
23_HHS_IG_Letter_re_ACA_enrollment.pdf) by the U.S. Department of Health and Human Services’ Office of
Inspector General— leading to the first decline in enrollment. Meanwhile, some state-based marketplaces took a
different approach, boosting enrollment efforts and finding short-term solutions to cost increases, that appears to
have had an impact. Their success demonstrates the effectiveness of outreach in increasing enrollment in the
marketplaces. Such enrollment is likely to increase the affordability of premiums by maintaining balance in risk

pools.



Fourth Open Enrollment: Federal vs. State-Based Marketplaces

At the close of the fourth OEP, more than 9.2 million
(https://www.cms.gov/INewsroom/MediaReleaseDatabase/Fact-sheets/2017-Fact-Sheet-items/2017-02-03.htm N
consumers had selected coverage through the federal marketplace, reflecting a decline of 4 percentage points from
2016. Among the 17 states maintaining some or total control of marketplace functions, eight experienced a year-
over-year reduction in plan selections, while nine saw a yearly increase. Though the majority of states saw a
selection change of +/- 5 percentage points, four states— Colorado, Massachusetts, Minnesota, and Washington—

experienced double-digit increases in selections.

Marketplace OEP3 closing OEP3 closing OEP4 closing OEP4 closing Percent

date enrollment date enrollment change
Federal 2/1/16 9,625,982 1131117 9,201,805 -4.6%
Arkansas* 2/1/16 73,932 2/1/17 70,374 -5.1%
California 2/7/16 1,572,074 2/6/17 1,556,676 -1.0%
Colorado 1/31/16 153,583 2/3117 172,361 10.9%
Connecticut 1/31/16 116,019 113117 111,542 -4.0%
gi:::::)i(: 1/31/16 22,912 1/25/17 23,632 3.0%
Idaho 1/31/16 102,353 1/31/17 105,977 3.4%
Kentucky 1/31/16 93,666 1131117 81,155 -15.4%
Maryland 2/5/16 162,652 1131117 157,637 -3.2%
Massachusetts* 2/1/16 196,554 2/1/17 246,831 20.4%
Minnesota 1/31/16 85,390 2/9/117 117,654 27.4%
Nevada 2/1/16 88,145 1/131/17 89,061 1.0%
New Mexico 2/1/16 54,865 1/131/17 54,653 -0.4%
New York 1/31/16 271,964 113117 242,880 -12.0%
Oregon 1/31/16 137,104 1131117 151,379 9.4%
Rhode Island 1/31/16 34,670 1131117 29,420 -17.8%
Vermont 1/31/16 29,440 2/4/17 31,736 7.2%
Washington 1/31/16 200,000 1/31/17 225,000 11.1%

Note: OEP3 = third open enroliment period; OEP4 = fourth open enrollment period.
* Arkansas' and Massachusetts' reporting reflects effective enrollments.

Data: Authors' analysis of state and federal enrollment reports.

Share

Potential Factors Influencing Enrollment Changes in State-Based Marketplaces

Yearly enrollment gains are increasingly difficult to achieve and often require more targeted outreach— and these
challenges were compounded by the ACA repeal threat. As a result, some state-based marketplaces took additional

steps to promote enrollment toward the end of the sign-up period, which may have had a positive effect on final



selections.

e Oregon invested (http://www. courierpress.com/story/news/health/2017/01/27/oregon-health-officials-

increase-obamacare-ads-despite-trumps-cuts/97162632/) an additional $100,000 in advertising in response to

the administration’s decision to cut outreach;

e Minnesota enacted a bill providing more than $300 million in premium relief to residents enrolling in
marketplace coverage who miss the eligibility threshold for advanced premium tax credits;

e Washington extended the hours of its Customer Support Center, fielding more than 44,000 customer calls in
the seven days leading up to the enrollment deadline; and

» Some states—including California, Colorado, and Minnesota—extended the enrollment period by a few days
to allow consumers to complete started applications.

Among the state-based marketplaces that saw enrollment declines, several had successful enrollment in other

markets or had made decisions that could have contributed to a decline. For example:

e Connecticut reported that insurers’ decisions to cut or eliminate broker commissions for 2017 likely reduced
enrollment, as 8,000 to 10,000 consumers with 2016 coverage that did not reenroll for 2017 had used brokers
in the past. As a result, the exchange voted unanimously to require insurers to pay broker commissions in
2018.

e In October, when outreach is usually well under way, Kentucky was still in the process of transitioning

(https://www.cms.gov/CCIIO/Resources/Letters/Downloads/Bevin_Final_Signed.pdf) from a fully state-

based marketplace to a marketplace run on the federal platform. Relinquishing some controls to the federal
system, in addition to criticism (http://www.npr.org/sections/health-shots/2016/01/12/462782543/kentucky-

governor-tells-feds-he-will-dismantle-states-insurance-exchange) by a new governor who ran on dismantling

the marketplace, could have affected enrollment as consumer representat1ves warned (http://www.courier-

e While New York’s marketplace enrollment declined, 1t was largely a result of the continued implementation

of a basic health program (https://info nystateothealth.ny gov/sites/default/files/Essential Plan Fact Sheet
2017.pdf), which provides coverage for adults that fall between Medicaid and subsidy eligibility. Overall,

enrollment into a non-Medicaid/Children’s Health Insurance Program health plan rose by more than 250,000

compared to 2016

Looking Forward

While 1t’s difficult to identify the exact factors that led some states to experience high enrollment gains while others
did not, early data suggest that state-based efforts to make larger investments in outreach and consumer assistance

likely had an impact.

To help keep coverage options affordable, it’s important to create a balanced risk pool by bolstering enrollment
among healthy people. As illustrated, many state-based marketplaces demonstrated a commitment to this goal this

year and saw results, while the federal marketplace scaled back efforts



(https://www.warren.senate.gov/files/documents/2017-3-23_HHS_IG_Letter_re_ACA_enrollment.pdf) late in the
game and suffered the consequences. Maintaining stable marketplaces with affordable premiums will likely require

continued outreach by federal and state authorities.
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By Sandra L Decker, Brandy J. Lipton, and Benjamin D. Sommers

Medicaid Expansion Coverage
Effects Grew In 2015 With
Continued Improvements In

Coverage Quality

abstract Previous research has demonstrated large gains in insurance
coverage associated with the Affordable Care Act’s (ACA’s) Medicaid
expansion in 2014. We used detailed federal survey data through 2015 to
analyze more recent changes in coverage for low-income adults after the
expansion. We found that the uninsurance rate fell in both expansion
and nonexpansion states but that it fell significantly more in expansion
states. By 2015 the post-ACA uninsurance rate for low-income adults had
fallen by 7.5 percentage points more in expansion than in nonexpansion
states, a difference that was similar (about 6.8 percentage points) in
adjusted regression models. Private coverage increased in nonexpansion
states, but significantly less than Medicaid coverage increased in
expansion states. Rates of private coverage did not appear to decline in
expansion states. Finally, Medicaid expansion was associated with
significantly improved quality of health coverage, as reported by

low-income adults.

nder the Affordable Care Act
(ACA), millions of low-income
adults in states that expanded
eligibility for Medicaid became
newly eligible for the program,
while others became eligible for income-based
tax credits to purchase private insurance in 2014.
As states consider whether to continue or initiate
Medicaid expansion and Congress continues to
weigh ACArepeal, replacement, or modification,
itis especiallyimportant to evaluate information
on its effects to date. Previous evidence suggests
thatin 2014, the firstyear ofthe implementation
of the ACA’s Medicaid expansion, coverage in-
creases among low-income adults were greaterin
states that expanded Medicaid, compared to
those that did not.1We used federal survey data
to examine changes in coverage through 2015,
the expansion’s second year.
While some previous studies have assessed
the impact of Medicaid expansion in 2015, they
have typically done so using rapid-turnaround

surveys with low response rates.24 We used
high-quality household interview data to assess
changes in coverage through 2015 and to decom-
pose the overall coverage changes into changes
in both public and private coverage. We also ex-
amined coverage changes by respondents’ sex,
parental status, race/ethnicity, age range, and
residence (urban versus rural area).

We found thatuninsurance rates fellin 2014 in
both expansion and nonexpansion states but
that coverage gains were larger in expansion
states. Coverage gains from expansion were even
larger in 2015. By 2015 the uninsurance rate had
fallen by about 7.5 percentage points more in
expansion compared to nonexpansion states—
a difference that was very similar to the differ-
ence (about 6.8 percentage points) in models
that adjusted for factors described below and
in the online Appendix.5 Relative increases in
Medicaid coverage in expansion states contin-
ued to grow in 2015. Private coverage increased
in nonexpansion states, but significantly less
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than Medicaid coverage did in expansion states.
Rates of private coverage did not appear to de-
cline in expansion states.

Study Data And Methods

DATA SOURCE, SAMPLE, AND OUTCOMES QOur data
for 2008-15 came from the National Health In-
terview Survey (NHIS), a nationally representa-
tive health survey of the US civilian noninstitu-
tionalized population conducted by the National
Center for Health Statistics. The NHIS is arepeat-
ed cross-sectional survey that uses a multistage
area probability design to select a sample of
households. It collects information on a wide
variety ofhealth topics, including insurance cov-
erage. We analyzed data from a restricted-use
version of the survey that included respondents’
state ofresidence, which allowed us to determine
whether each respondent lived in a state that
expanded Medicaid in 2014 or 2015.

We analyzed health insurance coverage in four
categories: no insurance, Medicaid or the Chil-
dren’s Health Insurance Program (CHIP), and
private coverage (either group or nongroup).
We also analyzed health insurance quality using
answers to a question asked of one adult per
household: “In regard to your health insurance
or health care coverage, how does it compareto a
year ago? Is it better, worse, or about the same?”

We limited our sample to respondents ages
19-64 whose family incomes were at or below
138 percent of the federal poverty level—the in-
come level used to define the target population
for the ACA Medicaid expansion. We also limited
our sample to US citizens and noncitizens who
had been in the United States for at least five
years, to exclude recently arrived noncitizens
(who are generally ineligible for Medicaid).
Our sample consisted of 97,224 low-income
adults who responded to the NHIS in the period
2008-15 and lived in states that expanded Med-
icaid in 2014 or in states that did not expand
Medicaid in either 2014 or 2015. There was a
subsample of 46,254 respondents for the ques-
tion about changes in the quality of health insur-
ance coverage.

STATISTICAL ANALYSIS Our study used a differ-
ence-in-differences approach: We examined
changes in outcomes in the period 2014-15 com-
pared to the period 2008-13 for Medicaid expan-
sion states versus nonexpansion states.

Our main model focused on comparing states
thatexpanded Medicaid in 2014 to states that did
not expand Medicaid in either 2014 or 2015. (A
list of states by expansion status is in the Appen-
dix.)56 For states that expanded Medicaid in
2014, we assessed the effects of the expansion
in both the first year (2014) and the second year
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(2015). Our variables of interest were indicator
variables for 2014 and 2015 and interactions be-
tween these two variables and an indicator vari-
able for a state’s having expanded Medicaid in
2014. (For additional details about our statistical
model, see the Appendix.)SFor the uninsurance
rate outcome, we estimated an additional model
that included states that expanded Medicaid in
2015. For this model with a sample size of
101,705 low-income adults (including those liv-
ing in 2015 expansion states), we report effects
only in 2015.

Following previous studies, we used linear
probability models for ease of interpretation.7
Sample weights available from the National Cen-
ter for Health Statistics were used to produce
nationally representative estimates. All models
used robust standard errors clustered at the state
level.8

Our study design rests on the assumption that
trends in outcomes would not have differed
between expansion and nonexpansion states ab-
sent the ACA. To test whether coverage trends
were diverging based on expansion status before
2014, we used data for 2008-13 to estimate each
outcome as a function of a linear quarterly time
trend interacted with an indicator for Medicaid
expansion status. Control variables (such as age
and sex) that are listed in the Appendix were also
included.5The significance of the coefficient for
the interaction term served as a test of the differ-
ence in outcome trends between expansion and
nonexpansion states before 2014.9 The results
indicated that trends in insurance status before
2014 were similar for states that subsequently
expanded and those that did not expand, which
suggests thatdivergenttrends between these two
groups of states beginning in 2014 were likely
due to the implementation of the ACA Medicaid
expansion.

Finally, since eligibility for public insurance
among nonelderly nondisabled adults had previ-
ously been limited in most states to certain
groups (for example, parents and pregnant
women), we expected that Medicaid expansion
might have had stronger effects on some sub-
groups (such as men and childless adults) whose
members were less likely than others were to be
eligible for Medicaid before the expansion. Ac-
cordingly, we conducted subgroup analyses for
the uninsurance rate to assess whether the Med-
icaid expansions had larger effects on some sub-
groups than on others. Specifically, we estimated
models with full interactions between the cova-
riates and each subgroup variable. We present
results for 2015 by sex, parental status (defined
as being a parent to at least one child younger
than age eighteen in the household), race/eth-
nicity (non-Hispanic white, non-Hispanic black,
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Hispanic, and non-Hispanic Asian or other
race), age range (ages 19-35 versus ages 36-
64), and residence in a metropolitan area or in
another area. All analyses were conducted using
Stata, version 14.0.

limitations Our analysis had important lim-
itations. First, despite our quasi-experimental
design, we cannot conclusively attribute causali-
ty to our findings because of the observational
nature of the data. In particular, although we
present estimates for changes in insurance sta-
tus for both expansion and nonexpansion states,
we are more confident in our estimates of the
differences between these two groups of states
than in our estimates for each group, since other
events around the time that the ACA expansion
was implemented could have influenced insur-
ance coverage for both groups of states.

Second, the questions on insurance status and
family income in the NHIS do not use the same
timing. Insurance status is measured at the time
of the survey. Questions about family income
refer to self-reported income for the previous
calendar year. To the extent that family income
fluctuated from year to year, our sample of adults
with incomes of no more than 138 percent of
poverty may be imprecise.

Third, as is the case in most surveys, income
measurementin the NHIS is subject to error and
does not map directly to how income is used to
determine Medicaid eligibility.10Taken together,
these limitations mean that our sample likely
included some adults who were not actually eli-
gible for Medicaid in expansion states and ex-
cluded some adults who were eligible.

Study Results
changes in the uninsurance rate Consistent
with previous evidence,1Exhibit 1 shows that the
percentage of low-income adults who were un-
insured was higher in nonexpansion states than
the percentage in expansion states even before
2014. Trends in this rate were fairly flat, which
led to a steady difference in the uninsurance rate
between the two groups ofstates. Forinstance, in
2013 the difference in the uninsurance rate was
nearly 12 percentage points, with about 35 per-
cent of low-income adults uninsured in states
that subsequently expanded Medicaid compared
to nearly 47 percent in nonexpansion states.
Beginning in 2014 the uninsurance rate de-
clined in both groups of states, with the decline
steeper in expansion states. The previous 12-
percentage-point gap in the uninsurance rate
for low-income adults widened to a gap of about
16 percentage points in 2014 and to one of about
19 percentage points in 2015. From 2013 to 2015
the uninsurance rate fell 18.2 percentage points

in expansion states and 10.7 percentage points
in nonexpansion states—a difference of 7.5 per-
centage points.

Consistent with the trends shown in Exhibit 1,
the regression estimates from our difference-in-
differences model demonstrate that the percent-
age of low-income adults who were uninsured
decreased in both expansion and nonexpansion
statesinboth 2014 and 2015, butdecreased more
rapidly in expansion states (Exhibit 2). In 2015
the regression-adjusted decline in the uninsur-
ance rate was about 6.8 percentage points great-
er in expansion compared to nonexpansion
states (compared to the unadjusted estimate of
7.5 percentage points). This was larger than the
difference of 4.6 percentage points for 2014
alone. The difference between the two years
was significant at the 10 percent level.1l

changes in insurance coverage by type of
coverage When we examined changes in cover-
age for low-income adults by source, we found
that Medicaid or CHIP coverage increased 7.3
percentage points more in expansion compared
to nonexpansion states in 2014 (Exhibit 2). This
difference grew to 13.9 percentage points in
2015. As expected, Medicaid coverage increased
only slightly in nonexpansion states in either
year. The small increase was probably due to

ExHIbIT 1

Percentages of low-income nonelderly adults in Medicaid expansion and nonexpansion
states who were uninsured, 2008-15

60% ACA Medicaid expansion

sour ce Authors' analysis of data for 2008-1 5 from the National Health Interview Survey (NHIS).
notes The sample consisted of 97,224 respondents to the NHIS ages 19-64 who had family incomes
of up to 138 percent of the federal poverty level and who lived in an expansion state (defined as a
state that expanded eligibility for Medicaid in 2014) or a nonexpansion state (defined as a state that
did not expand eligibility in either 201 4 or 2015). Five states and the District of Columbia expanded
Medicaid under the Affordable Care Act (ACA) before 2014, and we considered them to be expansion
states. Sample weights were used to produce nationally representative estimates.
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EXHIBIT 2

Changes in 2014 and 2015 in insurance status for low-income adults in Medicaid expansion and nonexpansion states

2014 (percentage-point change relative 2015 (percentage-point change relative

to 2008-13) to 2008-13)
Expansion Nonexpansion Expansion Nonexpansion
states states Difference states states Difference

2014 EXPANSION STATES compand to nonexpansion states

(1) Uninsured -10.48*** -5.92%** -4.56** -17.96***a  -11.20*** a -6.77***
SE (167) (128) (182) (175) (178) (2.00)
(2) Medicaid or CHIP 9.14** 1.88** 7.26*** 15.81*** a 1.95* 13.86*** a
SE (1.94) (0.82) (188) (2.45) (115) (2.25)
(3) Private
All private 2.09** 447+ -2.38** 2.92** 10.10*** a -7.18***
SE (0.95) (0.75) (108) (1.34) (136) (158)
Individual market 1.95%** 3.12%* 117 2.79*** 6.70*** a -3.91** b
SE (0.35) (0.53) (0.60) (0.61) (148) (157)
Other private 0.14 1.35** -1.21 0.13 3.40*** ¢ -3.26**
SE (0.88) (0.55) (0.99) (1.05) (0.92) (127)

(4) Coverage better

than the year

before 6.21%* 1.42 4.79% 4.410 2.30% 2.11%
SE (128) (1.15) (1.32) (125) (106) (112)

2014 And 2015 Expansion sTATEs cOMPArED TO NONEXPANSION STATES

(5) Uninsured —d —d —d 17.35% 11.40% 5.96%**
SE —d —d —d (165) (180) (2.03)

sour ce Authors' analysis of data for 2008-15 from the National Health Interview Survey. notes The sample size for rows 1-3 is
97,224, as indicated in the text. The sample size for row 4 is 46,254, as also indicated in the text. The sample size for row 5 is 101,705;
it includes the three states that expanded Medicaid in 201 5. Estimates were obtained from linear probability regression models that
included controls for respondents' age, sex, race/ethnicity, education, marital status, employment status, residence inside or outside of
a metropolitan area, and citizenship status; a linear quarterly time trend; and state fixed effects. Models also included 2014 and 2015
dummy variables and the interaction between these variables and state Medicaid expansion status (expansion and nonexpansion
states are defined in the Notes to Exhibit 1). Sample weights were used to produce nationally representative estimates, and
standard errors were clustered at the state level. Asterisks are used to denote the significance of the estimate overall.
Superscripts a, b, and c indicate that the 2015 estimate to the left of the superscript is significantly different from the
analogous estimate for 2014 at the specified level. CHIP is Children's Health Insurance Program. g < 0.01 Ip < 0.05 @ < 0.10

@014 estimates for models that include states that did not expand Medicaid until 201 5 are not shown. **p < 0.05 **p < 0.01

the welcome mat (or woodwork) effect—that is,
an increase in participation in Medicaid among
adults who were already eligible for the program
(as aresult of publicity about the ACA expansion,
increased enrollment efforts, or other factors).12

Private insurance (primarily nongroup cover-
age) increased in both expansion and nonexpan-
sion states in 2014 and 2015. The gains in expan-
sion states could be due either to other factors
changing in 2014 that affected both groups of
states or to imprecise income measurements in
the NHIS thatincorrectly reported some individ-
uals as having incomes below 138 percent of
poverty when in fact they had higher incomes
and thus were eligible for subsidized coverage in
the health insurance Marketplaces rather than
Medicaid.

We did not observe any significant decreases in
private coverage in expansion states. This im-
plies that increases in Medicaid coverage in ex-
pansion states came from low-income adults
who would have otherwise been uninsured,

HEALTH AFFAIRS MAY 2017 36:5

not from people who dropped private coverage
to sign up for Medicaid. In other words, we did
not observe any direct crowd-out of private in-
surance as a result of the Medicaid expansion.

As expected, we found that the increase in
private coverage was considerably larger in non-
expansion states, compared to expansion states,
in both 2014 and 2015. The increase in private
coverage in nonexpansion states is likely primar-
ily attributable to adults with incomes of 100-
138 percent of poverty—who would have been
eligible for subsidized Marketplace coverage in
nonexpansion states but notin expansion states
(where they qualified for Medicaid instead). We
found some evidence for this in sensitivity anal-
yses by income.B3

In terms of the quality of coverage, we found
that, compared to low-income adults in nonex-
pansion states, those in expansion states were
significantly more likely to report that their
health insurance coverage was better than the
year before in both 2014 and 2015. Specifically,
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we estimated a difference-in-differences effect of
about 5 percentage points in 2014, which de-
clined to about 2 percentage points in 2015.
The decline in this point estimate could be due
to the fact that people who gained coverage in
2014 would presumably report that their cover-
age had improved in 2014 but not in 201S5.
However, the estimated improvement in quality
of coverage was not significantly different for
2015, compared to 2014.

SUBGROUP ANALYSIS OF CHANGES IN THE UN-
insurance Rate When we examined changes
in the uninsurance rate by subgroup in 2015

exhibit 3

(Exhibit 3), we found that the largest difference
was between parents and childless adults. In
2015 Medicaid expansion was associated with
an 11.3-percentage-point decline in the uninsur-
ance rate for childless adults in expansion states,
compared to those in nonexpansion states.
Meanwhile, the difference-in-differences esti-
mate for parents was a decline of 0.6 percentage
point, which was not significant. Our results in-
dicate that childless adults, who were less likely
to be eligible for Medicaid before the ACA com-
pared to parents, were particularly likely to gain
insurance in expansion states under the ACA.

Uninsurance rates for low-income adults in Medicaid expansion and nonexpansion states in 2015 compared to 2008-13,

among selected subgroups

2008-13 mean (percent)

(1) Expansion (2) Nonexpansion

Subgroup state state
Parent (ref) 34.98 51.99**
SE (2.82) (3.46)
Childless adult 37.41 44.46**
SE (3.05) (185)
Male (ref) 43.00 52.71***
SE (2.73) (2.20)
Female 30.74 43.49**
SE (2.65) (2.56)

Resident of metro

area (ref) 36.26 47.82***
SE (3.18) (2.50)

Resident of other

area 36.90 46.92***
SE (2.30) (2.13)

Ages 19-35 (ref) 37.89 49.57**
SE (2.73) (2.83)

Ages 36-64 34.90 45.70***
SE (2.85) (2.08)

Non-Hispanic

white (ref) 30.05 40.35***
SE (169) (151)

Non-Hispanic

black 28.48 42.62**
SE (2.09) (1.07)

Hispanic 51.02 67.55***
SE (2.74) (2.59)

Non-Hispanic

Asian or other race 32.80 48.48***
SE (2.90) (3.90)

Regression estimates of chanes in uninsurance rate as
of 2015 (percentage points)

(3) Expansion (4) Nonexpansion

state state (5) Difference
-13.36*** -13.06*** -0.60
(185) (2.00) (2.00)
-20.88*** a -9.58*** ¢ -11.30*** a
(2.18) (2.11) (2.67)
-20.76*** -11.50*** -9.26***
(166) (139) (197)
-15.77 a -11.09*** -4.68** a
(2.07) (2.41) (2.23)
S17.22%** -10.82%** -6.40***
(192) (2.03) (2.31)
-22.03*** -11.14%** -10.89***
(2.80) (2.14) (2.67)
-17.48%** -11.83*** -5.65**
(2.27) (177) (2.24)
-18.58*** -10.74*** -7.83***
(177) (2.46) (2.50)
S19.11%** -12.49%** -6.62***
(2.18) (2.42) (2.41)
-16.83*** -12.96*** -3.86*
(2.29) (157) (2.14)
-17.06*** -7.48*** ¢ -9.58***
(176) (187) (2.29)
-14.07*** ¢ -5.42 -8.64
(2.79) (5.82) (5.94)

source Authors' analysis of data for 2008-15 from the National Health Interview Survey. notes The samples of expansion and
nonexpansion states are defined in the Notes to Exhibit 1. States that expanded Medicaid in 2015 were excluded from this
analysis. Parental status was defined as being a parent to at least one child younger than age eighteen in the household.
Estimates in columns 3-5 were obtained from linear probability regression models (explained in the Notes to Exhibit 2). Mean
uninsurance rates for 2008-13 are provided in columns 1 and 2, for comparison to columns 3-5. To test for the significance of
differences between subgroups, pooled models with interactions between all covariates and the subgroup variables were
estimated. Sample weights were used to produce nationally representative estimates, and standard errors (the numbers in
parentheses) were clustered at the state level. Asterisks are used to denote the significance of the estimate overall.
Superscripts a and c indicate that the estimate to the left of the superscript is significantly different from the analogous

estimate for the reference group at the specified level.

< 0.01 3] < 0.10 *p <

MAY 2017 36:5

0.10

*p

HEALTH AFFAIRS

823

wea) MH A £102° 11 Aepl uo sireyy yieaH Aq /Bio"siieyeyyieay Jusiuod)/:djy Wouy papeojumod

0.05



ACA COVERAGE & ACCESS

824

The difference-in-differences estimate for men
was significantly larger than that for women:
Medicaid expansion was associated with a 9.3-
percentage-point drop in the uninsurance rate
for men in expansion compared to nonexpan-
sion states but with a 4.7-percentage-point drop
for women. This result indicates that Medicaid
expansion helped narrow a preexisting disparity
in coverage (between men and women), but only
in expansion states.

The uninsurance rate also appeared to de-
crease more after Medicaid expansion in rural
areas compared to urban areas, although this
difference was not significant. Similarly, expan-
sion was associated with larger gains in coverage
for adults ages 36-64 than for those ages 19-35
and for Hispanics than for whites, but these dif-
ferences were not significant.

Discussion

Using high-quality, nationally representative
government survey data, we found that the Med-
icaid expansion’s effects on coverage among low-
income adults continued to increase in 2015. The
magnitude of the estimated improvement in the
uninsurance rate after Medicaid expansion was
similar in regression-adjusted models to the im-
provement in simple graphical analyses, which
adds credibility to our results.

The results indicate that the benefits of Med-
icaid expansion identified in other research,
such as improved access to care, quality of care,
and self-reported health,1415 are likely to grow
substantially over time as enrollment grows. Al-
though previous work has reported changes in
insurance status in 2015 typically using data
from polling or from Internet or phone sur-
veys,2416 our study uses a gold-standard federal
government survey to analyze coverage changes
for low-income adults; it is the first to analyze
coverage effects for subgroups of adults.

The differential decline in the uninsurance
rate in expansion states was mainly attributable
to an increase in public coverage, as would be
expected with expanded Medicaid eligibility. We
found no decline in private coverage in expan-
sion states, which suggests that new Medicaid
eligibility did not lead people to drop private
coverage to enroll in Medicaid. This is consistent
with one analysis of the ACA’s effects using cen-
sus datal7but differs from the results of another
recent study.18

A previous version of this article was

Association for Public Policy and
Management, Washington, D.C.,

in this article are those of the authors
presented at the Fall Conference of the and do not necessarily represent the
views of the Department of Health and AHRQ (Grant No. KO2HS021291).
Human Services (HHS) or the Agency for

We did find a greater increase in private non-
group coverage in nonexpansion states, com-
pared to expansion states. To the extent that this
was due to the existence of Marketplace subsi-
dies in nonexpansion states for people with fam-
ily incomes of 100-138 percent of poverty, this
differential change in private coverage would be
fundamentally different than the traditional no-
tion of crowd-out, in which public coverage ex-
pansion leads directly to a reduction in private
insurance.9 Distinguishing between those pat-
terns of effects has important policy implica-
tions. However, since both types of coverage
gains (Medicaid in expansion states and subsi-
dized Marketplace coverage in nonexpansion
states) stem directly from the ACA, they would
likely both be reversed were the law to be re-
pealed.

Our subgroup analyses indicated that Medic-
aid expansion produced its largest coverage
gains among men and childless adults. This pre-
sumably reflects the fact that these groups were
less likely than others to be eligible for Medicaid
in most states before the ACA’s Medicaid expan-
sion.Whetherimprovements in access to care are
also more concentrated in these groups is a
worthwhile subject for future research.

Finally, part of the debate over state-level Med-
icaid expansion and federal consideration of
ACA repeal focuses on the quality of Medicaid
coverage, and our findings offer insights into
this question. Our results show that not only
did the Medicaid expansion increase coverage
rates in 2014 and 2015, but it also improved
the perceived quality of insurance coverage
among low-income adults. This is valuable evi-
dence, consistent with other analyses of Medic-
aid expansion,LI819 that the ACA has produced
important benefits for consumers.

Conclusion

Research on the effects of the Medicaid expan-
sions as well as other provisions of the ACA will
be critical to understanding the potential im-
pacts of any future congressional consideration
of ACA repeal, replacement, or modification, as
well as state decisions to continue or initiate
Medicaid expansions. Our findings offer new
evidence thatthe ACA continues to produce large
increases in coverage and improved quality of
health insurance for millions of Americans. m

(AHRQ). Benjamin Sommers's work on
this project was supported in part by
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Abstract

Issue: By increasing health insurance coverage, the Affordable Care Act’s Medicaid eligibility expansion was also
expected to lessen the uncompensated care burden on hospitals. The expansion currently faces an uncertain future.
Goal: To compare the change in hospitals’ uncompensated care burden in the 31 states (plus the District of
Columbia) that chose to expand Medicaid to the changes in states that did not, and to estimate how these expenses
would be affected by repeal or further expansion.

Methods: Analysis of uncompensated care data from Medicare Hospital Cost Reports from 2011 to 2015.

Findings and Conclusions: Uncompensated care burdens fell sharply in expansion states between 2013 and 2015,
from 3.9 percent to 2.3 percent of operating costs. Estimated savings across all hospitals in Medicaid expansion
states totaled $6.2 billion. The largest reductions in uncompensated care were found for hospitals in expansion states

that care for the highest proportion of low-income and uninsured patients. Legislation that scales back or eliminates



Medicaid expansion is likely to expose these safety-net hospitals to large cost increases. Conversely, if the 19 states
that chose not to expand Medicaid were to adopt expansion, their uncompensated care costs also would decrease by

an estimated $6.2 billion.

Background

Prior to the Affordable Care Act (ACA), childless, nondisabled adults were ineligible for Medicaid in most states.
The ACA allowed states to expand eligibility to nonelderly adults with incomes up to 138 percent of the federal
poverty level (roughly $16,400 for an individual and $33,600 for a family of four in 2017). As of March 2017, 31
states and the District of Columbia had expanded Medicaid, while 19 states had not -1

One intended benefit of the Medicaid expansion was to reduce uncompensated care burdens that hospitals face.
Uncompensated care 1s any treatment or service not paid for by an insurer or patient. We define uncompensated care
costs as the sum of a hospital’s losses on both charity care (when hospitals forgo or reduce the cost of care) and bad

debt (when hospitals bill for services but cannot collect payment).

Our previous research, detailed in a 2016 Health Affairs article

(http://content. healthaffairs org/content/35/8/1471 abstract), found that hospitals in Medicaid-expansion states

experienced a sizeable reduction in their uncompensated care costs between 2013 and 2014, from 4.1 percentage
points to 3.1 percentage points of operating costs.2#%£2) To see if this uncompensated care decrease has continued,
we extended our analysis to 2015 and explored which hospitals saw the greatest decreases in uncompensated care

costs.

This 1ssue brief 1s intended to guide decisions around a possible ACA repeal and further state Medicaid expansions,
as well as inform policies aimed at alleviating hospitals” uncompensated care burden. In 2015, U.S. hospitals
provided a total of $35.7 billion in uncompensated care, according to the American Hospital Association 224£3)
However, this burden 1s unevenly distributed. Safety-net hospitals care for a larger-than-typical share of low-income
and uninsured patients. In the past, Medicare and Medicaid disproportionate share hospital (DSH) payments
provided significant financial relief to safety-net hospitals. But the ACA mandates a sizeable reduction in DSH

payments.

Findings
Uncompensated Care Declines in Expansion States Are Substantial Relative to Profit Margins

To 1dentify trends in uncompensated care burdens for hospitals in expansion and nonexpansion states, we used data
from Medicare Hospital Cost Reports to create a sample of 1,154 hospitals that report financial data for the calendar
year. Focusing on hospitals within the 75th percentile, 50th percentile, and 25th percentile of the uncompensated
care cost distribution, we found that between 2013 and 2014, these costs markedly declined in expansion states, and
this downward trend continued into 2015 (Exhibit 1). The trajectories of uncompensated care costs were similar for
hospitals across the three percentiles. In contrast, we found no similar break from historical trend in nonexpansion

states.



Exhibit 1
Uncompensated Care by Medicaid Expansion Status, Year, and
Percentile of Uncompensated Care

Percent adults ages 19-64

Note: Uncompensated care is presented as a share of operating costs.

Data: 2011-2015 Medicare Hospital Cost Reports, for a balanced sample of 1,154 hospitals.

Share

The decline in uncompensated care costs in expansion states is economically meaningful. For example, the share of
uncompensated care costs between 2013 and 2015 fell from just over 6.2 percent to just under 3.7 percent of
operating costs among hospitals with high burdens. Overall, this is a cumulative decrease of roughly 40 percent.
The decreases among hospitals with medium and low uncompensated care burdens were smaller but also

meaningful: 2 percentage points and 1.2 percentage points of operating costs, respectively.

These results suggest that all hospitals benefited from the expansion and that the hospitals that had the highest levels
of uncompensated care prior to 2014 benefited the most. Pooling the hospitals in expansion states together, we
found that uncompensated care costs decreased between 2013 and 2015 from 3.9 percentage points to 2.3

percentage points of operating costs, a decline of 1.6 percentage points of operating costs.

These reductions in uncompensated care costs are substantial relative to hospital profit margins. Roughly 40 percent

of hospitals in our sample had operating margins less than 1.6 percentage points of operating costs in 2011.



For Every Dollar of Uncompensated Care Costs Hospitals in Expansion States Had in 2013, the
ACA Erased 41 Cents by 2015

While hospitals in nonexpansion states did not experience dramatic declines in uncompensated care costs between
2013 and 2015, they did see small declines in these costs of 0.3-0.4 percentage points. To identify how much
hospitals saved in uncompensated care costs from the Medicaid expansion versus other market changes, we

conducted a trend analysis, computing the average change in uncompensated care costs from 2013 to 2015 (Exhibit

2).

Exhibit 2

Change in Uncompensated Care Costs, 2013-2015

Change in uncompensated care, 2013-2015

Expansion Nonexpansion

Effect of
Medicaid
expansion

Difference in
slopes =-0.41

Uncompensated care, 2013

Notes: Uncompensated care is presented as a share of operating costs. Hospitals are placed into bins based on their 2013 uncompensated care costs. For
each bin, we then calculate the average change in uncompensated care costs from 2013 to 2015. Bins for expansion states are presented as teal dots,
bins for nonexpansion states are presented as orange dots. The orange line is a regression line through the nonexpansion hospitals, and the teal line is a
regression line through the expansion hospitals. For computing the least squares lines, uncompensated care values above or below the 2.5 percentile or
97.5 percentile are replaced with values at those respective percentiles. For creating the bins, we replace all hospitals above 13 percentage points of

operating costs with 13 percentage points of operating costs.

Data: 2011-2015 Medicare Hospital Cost Reports, for a balanced sample of 1,154 hospitals.

Share

Hospitals in Medicaid expansion states saw their uncompensated care costs decline by 0.53 percentage points
between 2013 and 2015 for each additional percentage point of uncompensated care costs in 2013. In comparison,

hospitals in nonexpansion states saw their uncompensated costs fall by only 0.12 percentage points for each



additional percentage point of uncompensated costs.

Overall, these estimates suggest that Medicaid expansion cut every dollar that a hospital spent on uncompensated
care by 41 cents between 2013 and 2015 &4} Scaling these numbers to all hospitals in the 31 states (plus the
District of Columbia) that expanded eligibility suggests that offering Medicaid to nonelderly adults reduced

uncompensated care costs in these states by nearly $6.2 billion 2##3)

If the 19 nonexpansion states were to expand Medicaid, uncompensated care in those states would fall from 6.1
percent of operating costs to an estimated 3.6 percent. This would reduce uncompensated care by $6.2 billion, the
same amount as in the 31 states (plus D.C.) that expanded Medicaid. That is because prior to the ACA taking effect,
hospitals in both groups of states had the same amount, dollarwise, of uncompensated care. Despite being much
smaller in population than the expansion states, the nonexpansion states tend to have higher uncompensated care

burdens.

Medicaid Expansion Reduced Uncompensated Care Burdens for Safety-Net Hospitals Not
“Made Whole” by Medicaid DSH Payments

We also explored how the Medicaid expansion specifically impacted uncompensated care costs in safety-net
hospitals compared to other hospitals. First we divided hospitals by their share of patients on Medicaid, which 1s

one common measure of whether a hospital 1s a safety-net provider (Exhibit 3).



Exhibit 3

Uncompensated Care Costs by Medicaid Share, 2013-2015

2013 2015 Change, 2013-2015

High 2013 hospital Medicaid share (>11%)

Expansion states 0.049 0.029 -0.020

Nonexpansion states 0.061 0.057 -0.004

Difference -0.012 -0.028 -0.016
Medium 2013 hospital Medicaid share (3.9%-11%)

Expansion states 0.039 0.023 -0.016

Nonexpansion states 0.053 0.055 0.002

Difference -0.014 -0.031 -0.017

Low 2013 hospital Medicaid share (<3.9%)

Expansion states 0.030 0.019 -0.011

Nonexpansion states 0.033 0.032 -0.001

Difference -0.003 -0.013 -0.010

Notes: Uncompensated care is presented as a share of operating costs. Uncompensated care values above or below the 2.5 percentile or the 97.5
percentile are replaced with values at those respective percentiles.

Data: 2011-2015 Medicare Hospital Cost Reports, for a balanced sample of 1,154 hospitals.

Share

In expansion states, hospitals with the highest Medicaid shares in 2013 had slightly larger decreases in
uncompensated care costs than hospitals with the lowest shares (0.020% vs. 0.011% of operating costs). While

statistically significant, the relationship is weak.

This finding does not suggest that “safety net” hospitals are not benefiting from the Medicaid expansion. Instead, it
indicates that looking only at Medicaid share is inadequate for identifying safety-net hospitals. To illustrate this
point, we categorized hospitals by their total uncompensated and undercompensated care burden (Exhibit 4).6 #/#6)
This analysis considered shortfalls from all low-income patients, including the uninsured as well as those covered
under Medicaid and the Children’s Health Insurance Program. We also included safety-net compensation that is tied
to serving these patients, such as Medicaid DSH payments, to determine whether these supplemental payments

provide adequate financial assistance.



Exhibit 4
Uncompensated Care Costs by Total Uncompensated Care Burden,
2013-2015

2013 2015 Change, 2013-2015

High 2013 burden (>7.9% of operating costs)

Expansion states 0.07 0.038 -0.033

Nonexpansion states 0.093 0.086 -0.007

Difference -0.022 -0.048 -0.026
Medium 2013 burden (4.7%-7.9% of operating costs)

Expansion states 0.042 0.025 -0.017

Nonexpansion states 0.053 0.052 -0.001

Difference -0.011 -0.027 -0.016

Low 2013 burden (<4.7% of operating costs)

Expansion states 0.021 0.016 -0.006

Nonexpansion states 0.029 0.030 0.001

Difference -0.008 -0.015 -0.007

Notes: Uncompensated care is presented as a share of operating costs. Uncompensated care values above or below the 2.5 percentile or the 97.5
percentile are replaced with values at those respective percentiles.

Data: 2011-2015 Medicare Hospital Cost Reports, for a balanced sample of 1,154 hospitals.

Share

This analysis provides strong evidence that hospitals with higher overall uncompensated and undercompensated
care burdens in 2013 benefited more from the Medicaid expansion than hospitals without large low-income
populations. For example, among hospitals with the highest burdens, those in expansion states saw uncompensated
care costs decrease by 2.6 percentage points more than hospitals in nonexpansion states. By contrast, among
hospitals with the lowest safety-net burdens, those in expansion states saw uncompensated care costs decrease by

only 0.7 points more than hospitals in nonexpansion states.

Hospitals that have benefited from the Medicaid expansion are hospitals that faced substantial shortfalls from
serving low-income and uninsured populations. Existing federal funding mechanisms like DSH payments were not
designed to mitigate shortfalls of this size. This analysis suggests that eliminating the Medicaid expansions and
restoring Medicaid DSH as the primary mechanism for supplementary reimbursement to safety-net hospitals will
reintroduce systematic disparities in hospital uncompensated care burdens. It also suggests that, if the Medicaid
expansions are eliminated, policymakers will want to consider changing the way DSH payments are targeted so as

to include a broader set of metrics.

Conclusion



Our analysis suggests that the Medicaid expansion has met the ACA goal of reducing uncompensated care burdens
for hospitals. For each additional dollar spent on hospital services for Medicaid patients in expansion states,
hospitals enjoyed an approximate 41-cent reduction in uncompensated care costs. When all hospitals in expansion
states are considered, this translates into a $6.2 billion reduction in uncompensated care costs. If the 19

nonexpansion states were to expand Medicaid, uncompensated care costs in those states would, coincidentally, also
fall by $6.2 billion.

There have been noticeable, but much smaller, decreases (0.3—0.4 percentage points) in uncompensated care costs in
nonexpansion states. An important question beyond the scope of this brief is whether these decreases have been
driven by other features or consequences of the ACA (for example, the individual mandate, the health insurance

marketplaces, or outreach efforts to increase coverage) or whether other economic or hospital behavior factors are at

play.

Further, our analysis suggests that reductions in uncompensated care costs were concentrated among hospitals that
had large budget shortfalls from providing care to low-income and uninsured patients prior to the Medicaid
expansions. This suggests that the expansions complemented other programs, such as Medicaid DSH payments, that

offer help to safety-net hospitals.

The future of the Medicaid expansions remains uncertain. There is a chance that more of the 19 states that have not
yet expanded Medicaid will do so in the future. It 1s also possible that these expansions will be scaled back or
eliminated by future legislation. For example, the American Health Care Act, if it had become law, would have
ended the ACA Medicaid expansion by 2020 and likely decreased the number of people gaining insurance through
the marketplaces. Our results demonstrate the close relationship between the Medicaid program and hospital
finances, suggesting there would be large decreases in uncompensated care costs from further expansion and large

increases 1n those costs 1f the expansions are rolled back.



How This Study Was Conducted

This issue brief updates our 2016 Health Affairs article (http://content.healthaffairs.org/content/35/8/1471.abstractf in which we
examined the evolution of uncompensated care costs from 2011 to 2014. We extend the analysis to include 2015 and see how

these effects have evolved over time. For methodological details, we refer readers to our previous article.7 @#7)

In this update, we rely on data from the 2011-2015 Medicare Hospital Cost Reports. Our sample is restricted to 1,154 hospitals
that report financial data on the calendar year. We created a sample of states that increased Medicaid eligibility for childless
adults in 2014 and a sample of states that did not. Six states that made other substantive changes to their Medicaid programs
between 2011 and 2015 were excluded.8(##8) We dropped hospitals that were not present in all years or had missing or

inconsistent data.

We measure a hospital’s uncompensated care costs to be the sum of losses from charity care and bad debt, computed as a
percentage of total operating costs. To make numbers that are comparable across hospitals of different sizes, we divided each
hospital’s uncompensated care costs by that hospital’s 2011 operating costs. We examine how uncompensated care costs change
after the 2014 Medicaid expansions for hospitals in expansion states compared to hospitals in nonexpansion states.9 ##9) We also
examine whether safety-net hospitals (defined using a number of possible criteria) disproportionately benefited from the

Medicaid expansion.

Notes
1 Underthe ACA, individudls who eam less then 100 percert ofthe federd poverty level arenat éligible for subsidized coverage in the individual heatth insurance markeldanss.

- D Daowe, C Gathwaite, and C Qdy, “Unoormpensated Care Dearessed a Hospitdls in Viedicaid BExpansion Siates but Not at Hospitals in Nonexpansion Sdtes
(http://contert heditheffairs orglaontent/35/8/1471.abstradt).” Health Affairs, Aug. 2016 35(8).1471-79.

3AmTEican I-bsgtdﬁsscnalm UncompensatedHospital Care CostFact Sheet (http://www.aha.org/content/16/uncompensatedcarefactsheet.pdf (AHA, Dec. Z)16)

4This is caladated asthe differences in Slopes between expansion and nonexpension stes: 053 - 0.12=041.

- The $62 billion figure is besad on anute care and aritical-acoess hospitals filing acost report and exdudes Arizona, Califomia, Messadhusetts, and Mimesota, It exdrapdates ar
esindes to all hogpitals that hed eqpandsd Medicaid as of March of 2017. This indudes five sates that did not eqpand in 2014 but have since eqpanded Fernsyivaria, Indang,
Alaska, Michigen, and Lauisiana,

6 This is bessd onrow 31 of schedlie S-10 ofthe Medicare aost reparts and is titled “Tatal unreinrbursed and unconpersated care aost”

7Sende2

8\W\é artinue the dedision in our prior researchto discard hospitdls in Arizona, Califomia, Messadhuselts, and Mimnesata,. Ve dso edude Indiana ad Pernsyivaniabecause they
epadin 2015

9 InourHeattn Affairs artide (hitpd/content heditheffairsmorgioortent/358/1471mebstradt). we provide further confimmation thet the drenges in uncorrpensated carevereg, infed,
drivenby the Medicaid eqarsion by illustrating thet the daresses were largest for hospitls with populations in their catdhnrent aress with inoones less then 138 percent ofthe
federd poverty level—the new eligibility limit for childess adlts.



How the Affordable Care Act Drove
Down Personal Bankruptcy

Expanded health insurance helped cut the number of filings by half

By Allen St. John
May 02, 2017

As legislators and the executive branch renew their efforts to
repeal and replace the Affordable Care Act this week, they
might want to keep in mind a little-known financial
consequence ofthe ACA: Since its adoption, far fewer
Americans have taken the extreme step of filing for personal

bankruptcy.

Filings have dropped about 50 percent, from 1,536,799 in
2010 to 770,846 in 2016 (see chart, below). Those years also
represent the time frame when the ACA took effect. Although
courts never ask people to declare why they’re filing, many
bankruptcy and legal experts agree that medical bills had
been aleading cause of personal bankruptcy before public
healthcare coverage expanded under the ACA. Unlike other
causes of debt, medical bills are often unexpected,

mvoluntary, and large.

“If you’re uninsured or underinsured, you can run up a huge
debt in a short period of time,” says Lois Lupica, a bankruptcy
expert and Maine Law Foundation Professor of Law at the

University of Maine School of Law.

So did the rise of the ACA-which helped some 20 million
more Americans get health insurance-cause the decline in

bankruptcies?



The many experts we interviewed also pointed to two other
contributing factors: an improving economy and changes to
bankruptey laws in 2005 that made it more difficult and costly
to file. However, they almost all agreed that expanded health

coverage played a major role in the marked, recent decline.

A Steady Decline in Bankruptcies

Personal bankruptcy filings are down 50 percent since 2010. Those same seven
yeors represent the time frame when the 2010 federal low designed to provide
health insurance coverage for more Americans took effect.

2009 2010 2011 2012 2013 2014 2015 2016
ACA SIGNED
1.6 Mil
» 1,536,799
1,412,838
ACA ROLLS
1.4 Mil T
1,362,847’
1,181,016*
FULL IMPLEMENTATION
i OF THE ACA
1 Mil
909,812
800 K 819,760 *
770,846 '

600 K

'This includes o bon on lifetime limits ond coverage for some pre-existing conditions.
Source: American Bankruptcy Institute/United States Courts.
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Some of the most important financial protections of the ACA
apply to all consumers, whether they get their coverage
through ACA exchanges or the private insurance marketplace.
These provisions include mandated coverage for pre-existing
conditions and, on most covered benefits, an end to annual

and lifetime coverage caps. Aspects ofthe law, including



provisions for young people to be covered by a family policy
until age 26, went into effect in 2010 and 2011, before the full
rollout of the ACA in 2014.

“It’s absolutely remarkable,” says Jim Molleur, a Maine-based
bankruptcy attorney with 20 years of experience. “We’re not
getting people with big medical bills, chronically sick people
who would hit those lifetime caps or be denied because of
pre-existing conditions. They seemed to disappear almost
overnight once ACA kicked in.”

The first attempt to repeal and replace the ACA, in March,
failed to gain enough Congressional support and never came

to a vote.

Then in April, details of a new replacement plan were
released. Although President Donald Trump has said that this
new version, like the first bill that was pulled from
consideration, will cover pre-existing conditions, the revised
law gives states broad latitude to allow insurance companies

to increase rates for consumers with an existing illness.

PHOTO: KATHLEEN WEBER

A Rare and Costly Diagnosis



Since the start of the year, more than 2,000 consumers have
answered an online questionnaire from Consumer Reports’

advocacy and mobilization team, sharing their experiences
with the ACA. Katie Weber of Seattle was one of them.

In 2011, she had just landed her first job out of college, as a
teacher with AmeriCorps, she explains in a phone interview.
That’s when the unusual numbness in her hand began, which
she—and her doctor—at first mistook for a pinched nerve.
Then came debilitating headaches and nausea and,
ultimately, a diagnosis of medulloblastoma, a fast-growing
cancerous brain tumor.

The treatment for her tumor was straightforward: surgery,
radiation, then chemotherapy. Figuring out how to pay for it
was much less clear. She worried that the insurance she had
through AmeriCorps wouldn’t cover enough of her bills.

Hear Katie Weber tell her story.

“It's a lot of money to do all that stuff, and to get all those MRIs."

“My dad said to me, ‘Your health is the most important thing.
If you have to declare bankruptcy at age 23, it’s no big deal,”
Weber says.

Because of the ACA, she says, it never came to that. After her
year with AmeriCorps, the new healthcare law enabled her to
get coverage under her parents’ insurance plan.

The ACA provisions required that the family’s insurance
company cover her even though she had already been
diagnosed with cancer. That would not have been the case



before the ACA, which mandates the coverage of pre-existing
conditions for all consumers.

Later, when she aged out of her parents’ insurance, Weber
was able to enroll in Apple Health, Washington state’s version
of Medicaid, a program that was expanded once the ACA was
passed. That coverage, she says, has been crucial to her
financial and medical well-being, especially once the cancer
returned last fall.

Weber says she now spends more time discussing treatment
options and less time worrying how she’ll pay for MRIs and
drugs. These are covered in full under her Apple Health
policy.

“Cancer is really expensive,” she says. “My insurance saved
my life.”

Numbers Plummet

If you want further testimony about how much personal
bankruptcies have dropped over the past decade, talk to
Susan Grossberg, a Springfield, Mass., attorney.

For more than 20 years she has helped consumers push the
financial reset button when debt triggered by divorce,
unemployment, or a costly illness or medical episode became
too much to handle. “Medical debt can get really big really
quickly,” Grossberg says. “When you’re in the emergency
room they’re not checking your credit score while they’re
caring for you.”



With the advent of the ACA—and before that, expanded state
healthcare in Massachusetts—she says fewer clients with large
medical debts walked through her door.

Grossberg adds that her bankruptcy business has slowed so
much that she has been forced to take on other kinds of legal
work—landlord-tenant and housing discrimination cases—to
cover her own bills.

The American Bankruptcy Institute suggested that veteran
Chicago bankruptcy attorney and trustee David Leibowitz
could also help parse the reasons for the decadelong decline.

First, he says, the Bankruptcy Abuse Prevention and
Consumer Protection Act of 2005 made it more difficult for
consumers to file for bankruptcy. The law required credit
counseling and income verification and forced many
consumers to seek protection under Chapter 13, which
restructures, but does not eliminate, most debt. The piles of
paperwork also meant most filers needed a lawyer, which
made bankruptcy more costly and therefore not an option for
many poor consumers.

Read More of Our Healthcare
Coverage

» House Passes Legislation to Replace the Affordable
Care Act

 What the GOP Vote to Replace the ACA Means for
You
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e CR's Guide to Health Insurance

Then there was the economy. After a slow and steady
recovery following the housing crisis of 2008, Leibowitz
explains that American consumers generally had fewer
problems with their mortgages, better employment
prospects, and greater access to credit, which made them less
likely to file.

The final factor, according to Leibowitz, has been the ACA,
which afforded health coverage to many more consumers and
expanded protections for all.

Of course, not everyone sees such a direct connection
between the decline in bankruptcies and the emergence of
the ACA.

Thomas P. Miller, resident fellow at the American Enterprise
Institute and co-author of “Why ObamacCare is Wrong for
America” (HarperCollins, 2011), cautioned against “reaching
broad conclusions” because the subject is so complex.

“Certainly there are fewer people declaring bankruptcy, and
certainly fewer are declaring bankruptcy because of
healthcare spending,” he says. But his earlier research
suggested that some studies exaggerated the degree to which
high healthcare bills cause bankruptcies. “They tended to
reflect other problems with credit card balances well beyond
healthcare,” he says. “It stems from multiple causes.”

Figuring Out Why



Over the past decade, determining the cause-and-effect
relationship between medical debt and bankruptcy has
become a political football, particularly during the years the
Obama administration was trying to pass the ACA through
Congress.

The truth is that it’s not that easy to determine how many
bankruptcies are caused by medical debt. Examining the
paperwork doesn’t always offer insight because debtors often
juggle their indebtedness, for example, using a credit card to
pay an outstanding medical bill while leaving other debts
unpaid.

But a 2014 study from Daniel Austin, a bankruptcy attorney
and, at the time, a professor at the Northeastern University
School of Law, offers some of the most in-depth research to
date.

Austin and his team selected a nationwide group of 100
bankruptcy filers meant to represent a cross-section of the
U.S. population, studied their paperwork, then followed up
with a survey asking filers, basically, “Why?”

His team’s research found that medical debt is the single
largest factor in personal bankruptcy. First, Austin analyzed
the paperwork of individual case files, which suggested that
medical bills were a factor in 18 percent of filings. But when
he directly asked the same filers, in a survey, the number was
even higher, with 25 percent citing medical bills as a factor in
their decision to file bankruptcy.



ILLUSTRATION: SEBASTIEN THIBAULT

In addition to the nationwide group, Austin isolated a group
of 100 bankruptcy filers from Massachusetts. Why
Massachusetts? Because its citizens, starting in 2006, had
been covered by a comprehensive state healthcare program
similar to the ACA known as Romneycare, after the state’s

former governor, Mitt Romney.

The differences between the two groups were striking. Even
though the Massachusetts filers owed substantially more in
unsecured debt (that is, debt not backed by a home, a car, or
another asset) than their counterparts in other states, they
reported less than half as much medical debt, which is also

unsecured.

“The average medical debt in Massachusetts 1in 2013 was
relatively low atjust $3,041 (6 percent of total unsecured debt)
compared to $8,594 (20 percent of total unsecured debt)
nationwide,” Austin writes in his 2014 study, portions of

which were published in the Maine Law Review.



“Only about 9 percent of Massachusetts debtors felt their
bankruptcy filing was a result of medical bills,” Austin
explains. “This compares to 25 percent for debtors from
[other] jurisdictions.” Austin’s research found that
comprehensive medical coverage in Massachusetts had all but
eliminated medical bills as a cause for bankruptcy.

“Not only in absolute numbers—they had much smaller
medical debt—but psychologically, medical debt did not loom
nearly as large for people in Massachusetts as it did for other
people in other states.” And in 2010, four years after
Romneycare began, the state had a bankruptcy rate that was
about 30 percent lower than that of other states.

In Search of Certainty,
Consistency

At its most basic level, health insurance allows consumers to
pay for the medical care they need. Each year, the Centers for
Disease Control and Prevention determines how well the
system is working by surveying Americans and asking a
simple but powerful question: Did you have problems paying
medical bills in the last 12 months?

The percentage of those reporting problems has dropped
from 21.3 percent of households when they first asked the
question in 2011 to 16.2 percent in 2016. That’s almost 13
million fewer Americans no longer facing collection notices
from a doctor or hospital.

“It’s been happening across the board, by race, by age, by
insurance status, by gender,” says Robin Cohen, the study’s



lead author.

But insurance is also about peace of mind. And judging from
the consumers who have shared their stories with Consumer
Reports, that certainty is in short supply as the fate of the ACA
1s decided. People are wondering what comes next: Repeal?
Replace? Improve? Retain and neglect? No one really knows
the answer. Americans are concerned about how the future of

healthcare will affect them and their families.

American Families and Medical Bills

Since 2011, the Centers for Disease Control and Prevention has surveyed Americans
annually, asking them whether they had problems paying medical bills in the previous

12 months. The five-year results, below, show a "significant linear decrease," according
to the November 2016 study.
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In CR’s Consumer Voices survey indJanuary 2017, 55 percent of
consumers said they lacked confidence that they or their

loved ones would be able to afford insurance to secure that

care.



Don Shope of Ocean View, Del., said the availability of ACA
coverage gave him the confidence to leave a corporate job and
start his own consulting business. But now, with the ACA’s
future in limbo, he and his wife are watching the action in
Washington and worrying that they might have to return to
jobs with benefits.

“I’'m not a liberal or a conservative, a Democrat or a
Republican,” Shope said in a phone interview. “Our biggest
concern is that with repeal and replace we’re going to be left
high and dry.”

He also believes in expanded health coverage for all. “If any
American is sick, we should be willing to take care of them,”
Shope says. “It’s the right thing to do. Economics and profit
shouldn’t be part of the healthcare equation.”

Hanging On Every Dip and Turn

And then there’s Kristin Couch, who has channeled the
uncertainty into her own brand of activism.

“I was kind of anxious,” Couch says about the day in March
when Congress was set to vote on a less robust bill that would
replace the ACA.

The 31-year-old public relations executive, of Gainesville, Ga.,
has started to follow health-care politics in the intense, almost
obsessive way some people follow sports. The morning after
Election Day, she called the offices of her local congressional
representatives, urging them to preserve the protections the
ACA offers.



Couch began caring about healthcare as a high school senior
when she was diagnosed with lupus and since then has
become something of a reluctant expert on how to manage
not only her treatment but also the insurance that pays for it.

With friends and neighbors she talks about the law in simple
but personal terms. “I tell people, ‘I have a pre-existing
condition, and this has helped me,” she says of the

ACA. Couch follows the healthcare debate in Washington so
closely because she knows firsthand what happens when you
don’t have adequate coverage.

Hear Kristin Couch tell her story.

"I tell people, 'l have a pre-existing condition, and this has helped

rn

me

Couch remembers the time, before the ACA, when a new
immunosuppressive drug that wasn’t covered by her policy
became available. “It was expensive,” she explained in an
interview, “but it worked, and I knew I needed it. Every
month I’d just put it on a credit card. When your medication
is thousands of dollars a month, that’s the start of being in
debt.” She considered bankruptcy but ultimately worked her
way out from under the pile of medical bills.

As a result of the ACA, her coverage shifted again when her
employer no longer offered a traditional plan and she had to
switch to one with a high $3,000 deductible. Initially she was
stunned by her out-of-pocket costs, but she quickly realized
that her total costs would be capped once she’d met that
threshold.



Are you worried about healthcare costs? Join
Consumer Reports' efforts to
#ProtectOurHealthcare.

“It seemed scary and it seemed different,” she explains. “But
it actually saved me money.” And now, she says, “I don’t have
to worry about how much a new drug costs.”

So on the March day the House of Representatives was
supposed to vote on repealing the ACA, she worried that the
insurance she’d come to depend on was about to be yanked
away. Only after emerging from a client meeting did she learn
the vote had been canceled. “I started crying I was so happy,”
Couch recalls. “It’s like a weight has lifted.”

But Couch’s relief was short-lived. Now she’s back to paying
close attention to the rhetoric and vote-counting deals in
Washington, awaiting another possible vote on the newly
revised plan. “I'm still optimistic,” she said this week. “I think
enough people will stand up and fight for the coverage.”
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Synopsis

Researchers compared health insurers’ profitability in 2013 and 2014, the years before and after the
introduction ofthe Affordable Care Act’s (ACA) insurance marketplaces. The median loss for
insurers overall in both years was 4 percent. Insurers performed better in states that operated their
own health insurance marketplaces than in states that used the federal marketplace, with the

difference largely driven by medical loss ratios.

The Issue



"Millions o fnewly covered beneficiaries presented insurers a golden business
opportunity, but the new restrictions on medical underwriting meant that insurersfaced

uncertain actuarial risk inpricing their products."

The ACA changed the dynamics of the individual health insurance market with rules intended to
expand coverage and reforms to how individual insurance is priced and sold. In the years since the
law went into effect, there have been concerns over insurers’ profitability, as some companies have
sustained losses or left the market entirely. A Commonwealth Fund-supported study published in
Medical Care Research and Review examined insurers’key financial measures over two years (2013
and 2014) to assess profitability, identify factors driving financial performance, and compare
performance in states that ran their own health insurance marketplace and those that used the federal

marketplace.

Key Findings

* For established insurers with significant enrollment, profit/loss levels remained statistically the
same, with median losses of about 4 percent in both 2013 and 2014.

* Insurers did better in states that operated their own marketplaces. In states with state-run
marketplaces, 24 insurers went from a negative profit margin to a positive one in 2014, while
10 were positive in both 2013 and 2014. In total, 34 out of 76 insurers (45%) had positive
profit margins in the state-run marketplaces in 2014.

* In the federal marketplace, only four insurers went from a negative to a positive margin in
2014; 15 insurers were positive in both 2013 and 2014. Nineteen of 68 insurers (28%) had
positive profit margins in the federal marketplace.

* In states that used the federal marketplace, insurers’ median medical loss ratio—the percentage
of insurance premium dollars spent on medical expenses and quality improvement—increased
by 10 percentage points, while their median administrative cost ratio dropped by five
percentage points. In states with their own marketplaces, there was no significant change in
insurers’ medical loss ratio, but the administrative cost ratio dropped three percentage points.

The Big Picture

The authors conclude that the ACA’s implementation in 2014 “did not substantially disrupt the
individual market among existing insurers of credible size.” However, they noted differences, largely
driven by medical loss ratios, between states that operated their own marketplaces and those using the

federal marketplace. Factors that likely contributed to higher profitability include:



« greater efforts by some states to publicize their exchange and generate more enrollment, which
may have resulted in a more balanced risk pool;

* political cultures that were more supportive ofthe ACA in general;
* greater accuracy in actuarial projections; and

« ahigher likelihood of expanding Medicaid, which takes higher-risk people out of the
marketplace pool.

By focusing on the more manageable ofthese factors, like expanding outreach and enrollment efforts
or improving actuarial projections, states might be able to improve the financial outlook for insurers

participating in the marketplaces, the authors say.

About the Study

The authors used two data sets maintained by the Center for Consumer Information and Insurance
Oversight, based on mandatory reporting by all regulated health insurers. The final sample included
144 insurers with a total of 7.8 million members. The authors looked at medical loss ratios,

administrative costs, and operating profit.

The Bottom Line

The median insurer reported losses of 4 percent in the individual market in both 2013 and 2014,
suggesting that the ACA did not substantially disrupt the individual market among established

insurers.
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Lessons from State-Based Exchanges for
Future Health Reform Initiatives

by W. David Helms, PhD

Message from the President

The decision to establish state-based insurance exchanges in response to the
Affordable Care Act (ACA) was a major policy and operational commitment by 16
states and the District of Columbia. Financial, technical, management, and gover-
nance resources had to be martialed and new functions developed and implement-
ed under demanding circumstances. It will not be the last time state officials are
called upon to respond to changes in the extemal environment because of signifi-
cant changes in government policies and operations.

Learning from past experience is an important opportunity for future efforts. In
2016, a gathering of most of the original leaders of these exchanges provided a
chance for them to refect on the lessons leamed and the implications for future
health system reform efforts by state policymakers. The Milbank Memorial Fund was
pleased to support the facilitation of the meeting and the publication of this issue
brief, which attempts to capture these lessons. The brief uses the policy capacities
framework developed in a recently published Milbank Memorial Fund report, State
Policy Capacity and Leadership for Health Reform.

State officials will continue to wrestle with how to define and implement the roles
of state government in assuring that the health system delivers on the goals of
improved population health, efficient care, and a better patient experience of care.
Regardless of the policy decisions made, state governments will need to develop
and maintain the capacities to implement those policy decisions.
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W\e hope the evidence and experience compiled here are useful for state leaders
as they do this vital work. e appreciate the open, constructive comments of
the participants in the session and the careful facilitation of the meeting and
compilation of the issue brief by its author, W David Helms.

Christopher F. Koller
President
Milbank Memorial Fund

Introduction

In April 2016, the original directors of state-based exchanges came together in Denver,
Colorado, to refect on their experiences in pursuing the implementation of this option un-
der the Affordable Care Act (ACA). Nine original directors participated in the retreat; some
of those not able to participate provided written responses to a follow-up survey about the
lessons they had leamed implementing their state exchange.

To inform future state health reform initiatives, this Milbank Memorial Fund issue brief
summarizes their collective lessons, using the state health policies capacities framework
developed by Forest and Helms,1and identifies what the directors believe to be the critical
success factors for any major state-based health policy implementation activity.

Sixteen states and the District of Columbia sought certification from the Department of
Health and Human Services as state-based exchanges. These states selected chief execu-
tive officers or executive directors for their exchanges between 2010 and 2012, before the
launch date of October 1, 2013. All were experienced health care or health policy execu-
tives, and many had public sector backgrounds. States also selected executives from the
private sector, including some with private health insurance experience.

The ACA provided three options for a state-based exchange's legal structure: public agen-
¢y, quasi-governmental agency, or nonprofit organization. Of the original 17 entities that
sought certification as state-based agencies, eight were operating as either a separate state
agency or within a current state agency, seven as quasi-governmental agencies, and two as
new nonprofit organizations, as shown in Table 1.

It should be noted that while these states continued to operate as state-based exchanges
throughout the period, some replaced their information technology (IT) platforms with the
federal platform—healthcare.gov. States adopting the quasi-governmental option for their

1 Forest PG, Helms WD. Milbank Memorial Fund. State policy capacity and leadership for health reform.
https://www.milbank.org/publications/state-policy-capacity-leadership-health-reform/. Published April 2017.
Accessed April 14, 2017.
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legal structure varied greatly in several key areas such as governance structure, authorizing
environment (e.g., reporting as an executive branch agency to the govermnor or to an inde-
pendent governing board), and adherence to state procurement and contracting rules. As
befitting the range of legal authority among the state-based exchanges, some executives
were appointed by the govemor or were current state officials, while others were recruited
and selected by goveming boards.

Table 1. States Electing to Pursue the State-Based Exchange Option and the Director's

Prior Experience

States and District
of Columbia

California

Colorado

Connecticut

District of Columbia

Hawaii

Idaho

Kentucky

Maryland

Massachusetts

Minnesota

Exchange Model
Implemented

State-based exchange

State-based exchange

State-based exchange

State-based exchange

State-based exchange; federal

platform

State-based exchange; federal
platform

State-based exchange; federal
platform
State-based exchange

State-based exchange

State-based exchange
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State Exchange
Governance Model

Independent state
agency

Nonprofit organization

Quasi-governmental

Quasi-governmental

Nonprofit organization

Quasi-governmental

State agency

Quasi-governmental

State agency

Quasi-governmental

Director's Prior

Experience

Public and
private nonprofit

Private sector

Public sector

Public and

private nonprofit

Public and

private sector

Private sector

Public sector

Private sector

Public sector

Public and
private sector



Nevada State-based exchange; federal  Independent state Private sector

platform agency
New Mexico State-based exchange; federal  Quasi-governmental Private sector
platform
New York State-based exchange State agency Public sector
Oregon State-based exchange; federal ~ State agency Public sector
platform
Rhode Island State-based exchange State agency Public sector
Vermont State-based exchange State agency Public and private
nonprofit
Washington State-based exchange Quasi-governmental Public and private
sector

Source: National Conference of State Legislatures, Health Insurance Exchanges or Marketplaces: State Profiles
and Actions, as of October 31, 2016.

In refecting on the experiences of implementation and launch, the directors expressed

an overwhelming feeling of privilege and gratitude on being chosen to lead their state's
historic efforts at building a state-based exchange. At the same time, many reported being
challenged by the level of scrutiny, media attention, and political divisiveness that accom-
panied their every move. While there was the inevitable sense of competition among the
states, this group emphasized the tremendous collaboration and sharing of information as
everyone built and progressed at their own pace, all targeted toward the launch of their
exchanges on October 1, 2013.

The 17 original exchange directors operated with varying degrees of state political support.
Most states that implemented a state-based exchange had their governor and at least one
branch of the legislature in support of this approach. Even states in which the govemor and
legislature supported the implementation of a state-based exchange encountered signif-
icant challenges and political opposition during development and implementation. The
directors emphasized the importance of having national and state political backing, both to
support the launch of the new exchange and to build the broad public support needed to
enroll those eligible for coverage.

States with divided political control of the govemor's office and legislature noted that the
absence of unified support made implementing a state-based exchange more difficult. They
operated in an environment where the staff was under constant scrutiny, and their actions
were repeatedly questioned.
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A director from a state with prior successful health reforms noted that "the lack of national
support for ACA health reforms played out in our state, where we also lacked bipartisan
support for these reforms.” He went on to explain that the lack of political consensus
nationally and at the state level made implementing the ACA reforms much more difficult
than when states had implemented prior health reforms "where we had the level of biparti-

san support needed to be successful.”

Another state leader reported that "with the ACA, Republicans hated the reform, and
Democrats didn't like it because it limited the state's ability to do the reform as we would
have preferred. The uncertainties about whether the ACA would survive politically and what
our state would do if that didn't happen meant that our assignment came with a federal

mandate that wasn't fully supported.”

One director emphasized that the "lack of harmonization between federal and state laws

resulted in a misaligned vision and strategy for our health insurance marketplace.”

Another stated that given the need to integrate federal and state laws and regulations,
the federal government needs to be more willing "to grant flexibility and be more reality

based.”

While all involved were deeply grateful for the opportunity to serve as an exchange director,
they acknowledged that this was a very intense, 24/7 responsibility. That only a relatively
small number of the original directors remain in the role today refects the demands of the

position and the changing political support for this reform.

The next time states undertake major health system reform it will be important to remem-
ber that the executives recruited for these roles will need strong support from their state
leaders. It is with this experience in mind that these directors offer the lessons they learned
to inform future challenges states may face in implementing major national and state

health reforms.

Lessons to Guide Future Health Reform

Regardless of the political context and the policy positions, certain capacities are needed
to develop and implement major health reforms: clearly defined leadership, governance,
roles, and mechanisms; staff capacity; and federal resources and assistance from other
sources.1This section applies these principles to the development and implementation of

state-based exchanges.

Leadership, Governance, Roles, and Mechanisms

Leadership: Exercising and Cultivating It

State directors said leadership was especially challenging because of what they described

as working in a fishbowl-type environment, where they often faced a contentious political
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environment. Their strategy for dealing with this was to strive for bipartisan support. One
state executive sought to address this situation by having “bipartisan representation on the
exchange board and making significant efforts to engage all stakeholders.”

Regardless of the exchange structure—whether state government, quasi-governmental,
or nonprofit corporation—state directors agreed that, as one director said, they “must
have a great relationship with and support from the govemor's office.” It was also
important to secure the governor's leadership to “ prioritize operational practicality over
political opportunity.”

Another director said the need for “dlear, early, consistent risk communications up the
leadership chain of command is essential. If your message isn't being heard, you need to
alter your process and the language for delivering it.”

Support of elected officials is clearly needed to manage the scope of the project. One
director said, “W\e conveyed early and often the need for support to manage stakeholders'
expectations in order to meet the launch deadline.” Countless times stakeholders heard
from exchange staff, the exchange board, the govemor's office, and, finally, legislators that
things they'd like to have in the exchange would have to wait.

Another state director emphasized the importance of instilling legislators' support and a
sense of ownership when using an independent entity such as an exchange with a separate
governance structure.

Several state directors stressed the importance and value of their stakeholder engagement
process. One director said, “Our upfront investment in reaching out to stakeholders certain-
ly paid off for us when we encountered pressing implementation issues; they were willing to
work with us on their resolution.”

Another director noted that identifying “stakeholders early and empowering them with pol-
icy decisions was important to building buy-in, trust, and ownership.” Yet another director
said that its “stakeholder working group process that used consensus-based policy develop-
ment was critical to our success.”

Another director emphasized the need to balance the consumer advocates' objectives for
the new exchanges with demands insurers were making before they would agree to par-
ticipate. In the end, “we need to have enough insurers to be willing to offer plans on our
exchange!”

Governance

Regardless of the exchange structure selected, managing governance wes crucial. One
state director reported that four entities were critical to the success of its exchange and
expanded Medicaid: two executive agencies that reported to the govemor; an insurance
commissioner's office, which was a separate elective office; and the exchange with its own
board. With the strong support of the exchange board, the state director explained that “we
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were able to hold the line on requests from the other entities to revisit decisions that would
prevent us from staying on schedule.” When new challenges emerged, "l would set the
direction, communicate that with the key partners, and manage the consequences.”

A state director with an exchange with a quasi-governmental structure emphasized that
ideally you "want a small board with ‘independent’ board members who are invested in the
success of the exchange.”

Another director cautioned that it is very important "to avoid having both politically ap-
pointed members with a conflict of interest and issuers [insurers] serve on this marketplace
board.”

One director also urged states "to avoid having large boards made up of representatives
of different perspectives, such as hospitals and insurers.” It is far better to have a "skills-
based board with critical expertise in policy, marketing, and business.”

Having strong advisory processes is critical to overall leadership and to governance. As
one director emphasized, "Advisory processes and engagement are crucial. You cannot
over-engage or be too transparent.”

Roles

Whatever the structure, the directors were unified in their view that the exchange structure
must have "clear accountability with a single point of authority.” One director emphasized
the importance of clarifying roles and responsibilities early on across the state policy,
business, and IT leadership and then "stick to ‘swim lanes' and understand who has deci-
sion-making responsibility and authority for which issues and questions.”

State directors emphasized the need for a clear and effective partnership with the Medic-
aid program without "being swallowed or subsumed by it,” as one director said. While the
need for effective linkage between the exchange and Medicaid made good policy sense,
this required the "melding of Medicaid and its government health plans to the commercial
world with private health plans.” This director noted that it was a challenge to prevent state
officials and legislators from viewing the exchange "as a version of Medicaid or another
public program rather than as self-sufficient businesses that need to sell products (even
with subsidies).”

Speaking about the relationship with Medicaid, one director of an exchange with a separate
quasi-governmental structure said, "We have very different cultures stemming from our
being a small nimble organization with a modest budget as compared to Medicaid with

its large bureaucracy and a multibillion-dollar budget. To get the exchange up and running
with a good shopping experience and integrated eligibility, we had to defer some of the
Medicaid functionality and that, in turn, caused problems in our relationship with
Medicaid.”
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The director of an exchange that was part of state government noted that the "upside of
having the marketplace and Medicaid being co-located in the same public agency is that
we already had excellent working relationships, in contrast to other states where the mar-
ketplace and Medicaid have very separate reporting relationships.”

Prioritizing financial sustainability from day one was very important for successful imple-
mentation. First, stand-alone state exchanges needed to be self-sustaining once federal
grants were no longer available. Second, political opponents of the ACA often cited high
cost of implementation as a key reason for their opposition to the law. Given that health
care is often one of the largest costs in state budgets, "attention to the financial aspects of
a major new policy will always need to be addressed.”

Mechanisms: Data, Analysis, and Information Technology

One state director noted the importance of having access to sufficient data to demonstrate
progress to legislators and other stakeholders. This became a critical component of this
exchange's implementation to maintain the legislative backing that was required to stay in
business.

With the extensive attention given to the problems many states encountered with the IT
systems they were developing, state directors noted that this challenge was made even
more difficult by the slow issuance of federal guidance. When states made decisions before
federal guidelines were issued, several states reported that they had to retrofit their sys-
tems, which caused significant challenges.

Several state directors noted that IT development for their exchanges got caught up in an
across-the-board standardization of IT that their states were undertaking. "This caused
delays that our launch timeline could not afford,” said one director.

States leamed the importance of getting outside technical expertise to assist with their
requests for proposal for development of their exchange IT system and to help review the

responses.

After the launch, several states began making longer-term investments in systems develop-
ment. These developments were needed for the premium aggregation function and to nove
from the "choice and eligibility IT system” to investing in claims analysis and utilization
data. As one state director said, "If we hadn't done this, we would not have been doing our
job of understanding what we were getting for our money.”

Staff Capacity

Recruiting qualified and committed staff was a major challenge for all directors. One direc-
tor said he had to quickly "recruit a team that could hit the ground running with the ability
to execute under pressure.” Regardless of the exchange structure, states needed to move
quickly and flexibly to meet aggressive implementation timelines.
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Several states acknowledged the important role that personnel departments played in expe-
diting the normal recruitment procedures to secure staff and contractors. One state direc-
tor noted that because it was easier to hire contractors, "over half of our personnel were
contractors at one point.”

State exchanges established as quasi-governmental entities had more flexibility to hire
staff with expertise and qualifications needed to run an exchange. One director heading a
quasi-governmental entity noted that the use of an external recruitment firm to locate staff
for critical expertise areas was key to its success. This structure "allowed us to operate as a
private organization and avoid having to go through state procurement and hiring.”

Another state director whose exchange had a quasi-governmental structure acknowledged
that while recruiting and hiring posed challenges, "the lure of being involved with some-

thing historic was intriguing to many.” This director sought "risk-takers and those able to
thrive within an environment of few rules, no blueprint, and even limited resources as we
built an organization. | asked everyone | interviewed about being with a start-up organiza-
tion, and those that found that enticing, challenging, and fun were who we hired.”

In a state where the exchange was part of an existing state agency, the director said, "We
were able to use existing state systems for personnel and contracting. This meant we didn't
have to use our limited time before launch to develop those systems and could concen-
trate on building the new exchange mechanisms.” This director noted that the state staff
had expertise and experience with the Medicaid and children's health insurance programs
and were familiar with approaches to expand coverage to the populations served by these
programs. The state also provided strong expertise in regulation of the health insurance
industry. "But we did need to add staff with expertise in small business, IT systems, and in
marketing and outreach,” the director said.

State directors reported that they needed staff with both public- and private-sector expe-
rience. "Public-sector expertise was needed to operate with other public agencies and for
accountability. Private-sector expertise was needed in the areas of marketing, sales, plan
management, and contracting—all areas where deep experience in the public sector is rare.
This meant that we had to be ready to pay more than traditional civil service compensation
for key areas of need,” said one director.

The biggest recruiting challenge all exchanges faced was finding skilled IT professionals. As
one director said, we had "an enormous IT build to start with.” Given the inability to com-
pete with private-sector IT salaries, many states used outside consultants and contractors
to provide IT expertise. Consultants and contractors also contributed expertise in actuarial
analysis, marketing, financial planning, and business modeling.

Several states said it helped to have a staff that had worked together on previous state re-
forms. One director said its key staff had "extensive experience in working together—many
of us for over 10 years. Staff had worked across the key agencies including Medicaid and
insurance, so we already had the trust of key agency officials.”
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Several directors emphasized that their "staff capacity had to evolve as the exchange
moved from a start-up organization needed for launch to an operational organization.”
To make that transition, one director said, "WWe needed a 20% changeover in the staffing
to meet basic business functions such as accounting for time and managing our fixed
budget.”

Another director said, "We didn't know what we didn't know and were overwhelmed, like
other states, with the initial enrollment volume.” This created tremendous first-year staffing
and resource burdens for the exchange which were needed to operate the call center, to
deploy navigators and in-person assisters, and to strengthen relationships with agents and
brokers.

Federal Resources and Assistance from Other Sources

State directors agreed that they had sufficient funding to develop their state-based ex-
changes. But some noted that while they had enough federal funding, it took time to get
state authority to use those grant funds.

Another director noted that while they obtained the resources by following the usual steps
to get federal funds, "The rea challenge was managing the many ‘suggestions’ on how to
use our federal grants from what seemed like everyone related to health care and continu-
ing to keep our focus and direction on getting the exchange launched on schedule.”

The federal government, primarily through the Centers for Medicare and Medicaid Services
and its Center for Consumer Information and Insurance Oversight, convened state directors
frequently. Groups such as the Robert Wood Johnson Foundation, the National Academy for
State Health Policy, and the National Govemors Association also provided opportunities for
state directors to share their challenges and obtain guidance.

Frequent national and regional conferences involved state directors as speakers and panel-
ists. They used these opportunities to share their experiences and challenges and compare
progress toward implementation.

State exchange directors report how much they valued the peer support network they es-
tablished both to share updates and what they were learning about implementation issues.
This network also provided an effective voice for representing the interests of state-based
exchanges (as distinguished from the interests of those states participating under the
partnership and federally facilitated exchange options) in deliberations with the Centers for
Medicare and Medicaid Services and its Center for Consumer Information and Insurance
Oversight. In early 2013, supported in part by a Robert VWood Johnson Foundation grant,
the state directors organized the state health exchange leadership network staffed by the
National Academy for State Health Policy.
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Critical Success Factors

Refecting on their experiences with implementing state-based exchanges under the ACA
state directors identified the following as most critical to the successful development of
an exchange:

1. Leadership and governance
2. Management of scope
3. Experience and expertise of core staff

These lessons are not unique to state-based exchanges; they are relevant for any state
health policy reform involving a significant operational and client-engaging component,
notably Medicaid.

As states continue efforts to improve the quality, accessibility, and affordability of health
care and prepare for potential changes in the ACA, these critical areas serve as important
reminders, bom of hard experience, of what will be required for success.

Leadership and Governance

Strong leadership and clear lines of governance and accountability were consistently

mentioned as the critical success factors. Regardless of legal structure (e.g., state agen-
oy, quasi-governmental, or nonprofit), clear authority was essential to determining design
requirements to meet implementation deadlines and the launch date of October 1, 2013.

Most states noted the critical role govemors played throughout the start-up phase to secure
the cooperation of key state agencies, legislative leaders, major stakeholders, and the
public. State exchange directors emphasized that a strong relationship with the govermor's
office was essential, regardless of whether the exchange was part of state government or a
quasi-governmental entity.

In many states, the governor set the overall direction and provided political support, but
some states established coordinating committees comprised of relevant state agency direc-
tors to guide the exchange's development. Directors emphasized that having the authority
to make key decisions in atimely manner was essential for a successful launch.

BEven though many exchanges were established as separate from existing government agen-
cies, the successful implementation of an exchange required "support from and collabo-
ration with state officials and agencies including the govemor, state Medicaid agency and
Department of Insurance, policymakers, federal regulatory agencies, and the media.”

Maintaining legislative support for the implementation of a state-based exchange required
establishing strong relationships and open channels of communication with legislators who
demanded immediate results and data as evidence as the new system became operational.
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Management of Scope

"Managing governance and scope were our key success factors,” one director said, adding
that this was "what separated successful launches from challenged ones—along with pick-
ing the right vendor!”

Another director noted that given the short timeline from the appointment of the exchange
board and hiring of the director, it was not possible to build all the desired components for
the individual and small-group marketplaces. This director said they had to "right shift”
some functions to the second and third years.

Another director noted that the success of the new independent structure grew out of the
"discipline of knowing from day one that we would need to stand on our own as a busi-
ness.” It was also "critical that our initial board members were sawy and committed to the
success of our exchange and willing to make tough calls,” said the director.

Effective govemance requires fostering strong public-private partnerships and community
engagement. Several directors reported that their extensive working group processes, which
involved both key stakeholders and community groups, were critical to developing broad-
based support for their exchanges. Stakeholders assisted with marketing and outreach and
provided expertise to address technical insurance issues. Several directors said the deci-
sion to invest in building these relationships was critical to success.

Community engagement is a key part of effective management. "You can't just sit back and
wait for them to bring you issues,” one director said. "You need to be engaging them early
on because they will have good ideas and will be more supportive if you have involved them
early on.”

Relying on a public-private partnership model requires a clearly articulated and shared vi-
sion to enable its success. Partnership models must align accountability and responsibility
to optimize success.

Experience and Expertise of Core Staff

A director from a state with extensive experience with health reform initiatives emphasized

the need to start with a core staff that has capable technical skills and relevant experience.
This staff must be willing to take on the challenge of implementing major reforms and must
have energy and passion for the reform process.

"There was not one person on our leadership team that didn't want to expand health insur-
ance coverage,” the director said. "Everybody needs to understand that there will be risks
in the reform and that there will be bumps in road. In order for an exchange to survive, the
director must maintain positive relationships on behalf of the exchange with key public and
private stakeholders in order for this new mechanism to thrive.”
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Most directors said a strong core staff was critical to their success. Several directors noted
that resources are needed to supplement this staff with specialized expertise. It is import-
ant to recognize that there is expertise outside of government, which several states found in

their state's health insurance industry.

The staff implementing an exchange needs to “understand insurance market dynamics and
invest in solutions to address them, such as the need for a good risk mix,” one director
said. That director attributes early success to “our engagement with health plans on design

and pricing and on their support for big marketing budgets.”

Several directors noted that staff expertise must evolve throughout the implementation
process. “The questions we had before launch are really different than the questions faced
post launch,” a director said. “Now we are facing the real issues consumers face as they

begin getting their coverage— which is, after all, what this is all about!”

Several directors attributed their success with implementing their state-based exchanges to

what they learned from their experience implementing state health reforms.

Conclusion

Refections by the original leaders of state health insurance exchanges provide critical
insights into what is required for effective reforms of the individual and small group mar-
kets. With the ACA, the federal and state governments were tasked with working together
to blend their respective roles, resources, and capabilities. The experience of these state
leaders illustrates the inherent difficulties of making significant changes in providing
affordable health coverage to those obtaining health insurance in the individual and small
group markets. Exchange directors' refections and unfagging commitment to improving
access to health care also provide an example of the capacities and leadership skills that

state leaders will need to undertake in future health reforms.1
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L EXECUTIVE SUMMARY
Concept

The Federal Invisible High Risk Podl (FIHRP) is a proposed risk sharing/transfer mechanism to cover
certain high-cost claimants in the individual health insurance market that also facilitates coverage for
those with pre-existing conditions. Introduced as an amendment to the American Health Care Act of
2017 (AHCA), the FIHRP creates a high risk pool that covers claims for persons whose insured plan
benefits exceed $10,000 per year; those healthcare providers are paid at a lower rate than what
commercial carriers typically negotiate. The FIHRP is funded by a combination of carrier premium
contributions along with proceeds from the Patient and State Stability Fund (PSSF).

Analysis
This paper addresses the following:

* The effect of a FIHRP on premiums in the individual insurance marketplace

* The cost of the program including how much PSSF or other funds would be needed to
supplement the 90% of the policy premium that is paid to the FIHRP

* Individual insurance enroliment, including those maintaining their coverage and uninsured
persons becoming insured, compared to enroliment levels without the FIHRP

+ The effect that the rate reduction attributed to the FIHRP has on the rates by age if the 3:1 age
curve is replaced by a 5:1 age curve

As requested by The Foundation for Government Accountability (FGA), we evaluated the effect of the
FIHRP under two scenarios. The first scenario assumes that the persons insured under the existing ACA
marketplace can remain in their current plans, with their current rating mechanisms, rate subsidies, and
that a new program is created that can be priced to the expected healthcare costs of the persons
enrolling in that program, with no risk adjustment between this new program and the existing risk pool.
This initial scenario was reviewed first assuming the original ACA risk pool would not benefit from a
FIHRP, and second assuming that the original risk pool would benefit from a FIHRP.

Throughout our analysis, we assumed that all of the existing ACA rules continue to apply, including but
not limited to guaranteed issue, pre-existing condition exclusions, and the individual mandate. If any of
these provisions were to change in any way, the results in this report will be different.

Scenario 1 Policy Assumptions
We have modeled a hypothetical Federal Invisible High Risk Pool with the following characteristics:

* The individual market is bifurcated into two risk pools and the FIHRP only applies to those in the
new risk pool. (Although the impact of applying to both risk pools is also modeled.) The new risk
pool does not provide for subsidies such as APTCs or CSRs.

» Carriers in the individual marketplace, both on and off exchange, must cede to the FIHRP any
individual that has one of eight mandatory ceding medical conditions: chronic obstructive
pulmonary disease (COPD), uterine cancer, prostate cancer, metastatic cancer, rheumatoid
arthritis, congestive heart failure (CHF), renal failure, or HIV/AIDS.

+ It allows voluntary ceding into the FIHRP of other lives at the discretion of the carriers, subject to
eligibility requirements. The FIHRP eligibility requirements restrict coverage to newly insured lives
and to persons who change carriers, at the time they make that change in carriers.

*  Whenever an individual is ceded into the FIHRP, all persons covered under that individual’'s
contract, including any covered dependents, must be ceded.
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* The FIHRP premium (the amount paid by the insurance carrier to the FIHRP) is set at 90% of the
insurer’'s premium charged for the lives that are ceded to the FIHRP. Under the current ACA
rules, we assume this means the premium paid by the covered person along with any premium
tax credits provided.

+ The FIHRP will have additional funds available to it, by making use of a state’s proceeds from the
PSSF.

*  FIHRP benefits and payment rates to healthcare providers will be paid based on 100% of
Medicare-allowed reimbursement, rather than a carrier’s regular commercial reimbursement
arrangements.

+  FIHRP benefits attach at $10,000 of benefits paid by the insurer per individual per year, with
100% of benefits in excess of $10,000 covered by the FIHRP.

Outcomes

In a scenario under which a new and separate risk pool is created and operates alongside the current
ACA risk pool, the introduction of the FIHRP would impact only to this new pool may:

* Reduce average premiums in the new risk pool in the individual marketplace by 12% to 31%
*  Reduce the number of uninsured individuals by 1.1 to 2.2 million

* Require the Federal government to spend $3.3 billion to $16.7 billion in the first year (PSSF or
similar program funds)

Our range of estimates is based on several key FIHRP program characteristics that are unknown at this
time. As a result, we evaluated the FIHRP under various implementation scenarios. Two key assumptions
are risk pooling and eligibility. Inthe 12%to 31% premium reduction scenario, we assume that individuals
who are newly insured or who change carriers are included in a new separate risk poal. In this new
separate risk pool scenario, we focus on the effect of the FIHRP in the new risk pooal; we also evaluate
the effect of the FIHRP on the grandfathered risk pool in the individual health insurance market if the
FIHRP is or is not available in that risk pool.

Scenario 2 Policy Assumptions and Outcomes

The second scenario assumes the existing ACA requirements of a single risk pool continues to apply; all
carriers are required to price all products to the individual marketplace average morbidity, with risk
adjustment among carriers after the end of the year to adjust all carriers to that marketplace average. The
FIHRP would be implemented into the existing risk pool.

We estimate that introduction of the FIHRP into that current marketplace may:

*  Reduce average premiums in the individual marketplace by 2% to 11%
*  Reduce the number of uninsured individuals by 740,000 to 1.6 million
 Increase federal government costs by $5.4 billion to $17.0 billion in the first year (PSSF or similar
program funds)
Range of Factors Impact Outcomes

While we observe that the average premiums decreased with the FIHRP, the magnitude of the premium
reduction varies considerably depending on a number of variables addressed in this report. There are
four inter-related elements that affect the balance between reduced premiums and PSSt funding needed
in our analysis:
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»  Healthcare provider reimbursement at 100% of Medicare allowable rates for the claims in excess
of $10,000 that are incurred by high cost claimants who are ceded to FIHRP

*  90% of direct policy premiums for lives ceded to FIHRP are used to help fund FIHRP
+ Eligibility of inclusion in risk transfer program
* Level of PSSF or similar proceeds from state of federal agencies

In addition, the rules for eligibility for inclusion in FIHRP and the extent of improved risk pool morbidity as
younger and healthier members enroll due to reduced premiums also effect the magnitude of rate
decreases as well as the change in number of persons insured in the individual marketplace.

We expect that the number of uninsured individuals will decrease with the FIHRP. Reduced premiums
provide additional incentive to uninsured individuals to obtain coverage, which leads to enrollment growth
in the individual health insurance market. We anticipate that greater premium reductions will lead to an
increased number of individuals who purchase coverage.

Additional funding will be required from state or federal agencies to supplement the FIHRP premiums
contributed by individual insurance carriers on behalf of program enrollees. The amount of additional
funding depends on a number of variables, including eligibility rules and the basis for setting the FIHRP
premiums.
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Il. INTRODUCTION

The American Health Care Act of 2017 (AHCA) was introduced as H.R.1628 in March 2017. A
subsequent amendment included a provision for a high risk pool program.1The amendment, named the
Federal Invisible High Risk Pool (FIHRP), establishes a risk transfer mechanism to fund high cost
claimants in the individual marketplace. Using portions of a state’s Patient & State Stability Fund (PSSF),
FIHRP premiums at 90% of adjusted premiums charged by carriers, and with benefits under Flh Rp being
covered at 100% of Medicare allowed amounts, the FIHRP is intended to reduce premiums in the
individual marketplace, both on and off exchange, which encourages increased enrollment and results in
fewer uninsured lives.

The FIHRP is similar to a reinsurance program established in Maine in 2012, named the Maine
Guaranteed Access Reinsurance Association (MGARA). MGARA is widely credited as the cause of
reducing rates materially in the Maine individual marketplace.2

Milliman serves as the actuary for MGARA, so we were contacted to evaluate the FIHRP.

This report replaces the April 7, 2017 report with the same subject; the only change is the addition of the
rate reduction percentages in Scenario 2 of Attachment A

1 The full amendment is available at http://amendments-rules.house.gov/amendments/Palmer322170833193319.pdf.

2Allumbaugh, J., Bragdon, T., & Archambault, J. (March 2, 2017). Invisible high-risk pools: How Congress can lower premiums and
deal with pre-existing conditions. Health Affairs Blog. Retrieved April 5, 2017, from http://healthaffairs.org/blog/2017/03/02/invisible-
high-risk-pools-how-congress-can-lower-premiums-and-deal-with-pre-existing-conditions/.
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ll. BACKGROUND
We have modeled a hypothetical Federal Invisible High Risk Pool with the following characteristics:

+ Carriers in the individual marketplace, both on and off exchange, must cede to FIHRP any
individual that has one of eight mandatory ceding medical conditions: chronic obstructive
pulmonary disease (COPD), uterine cancer, prostate cancer, metastatic cancer, rheumatoid
arthritis, congestive heart failure (CHF), renal failure, or HIV/AIDS.

+ It allows voluntary ceding into FIHRP of other lives at the discretion of the carriers, subject to
eligibility requirements. The FIHRP eligibility requirements restrict coverage to newly insured lives
and to persons who change carriers, at the time they make that change in carriers.

*  Whenever an individual is ceded into FIHRP, all persons covered under that individual’s contract,
including any covered dependents, must be ceded.

* The FIHRP premium (the amount paid by the insurance carrier to the FIHRP to reinsure the
members) is set at 90% of the insurer’s premium charged for the lives that are ceded to FIHRP.
Under the current Patient Protection and Affordable Care Act (ACA) rules, we assume this means
the premium paid by the covered person along with any premium tax credits provided.

* The FIHRP will have additional funds available to it, by making use of a state’s proceeds from the
PSSF. Although the specific details are still unclear, our analysis assumes that some alternative
funding mechanism will be adopted at the federal and/or state levels. This additional funding is
necessary to cover the portion of the FIHRP costs in excess of the premium revenue (i.e., the
90% collected from carriers).

*  FIHRP benefits and payment rates to healthcare providers will be paid based on 100% of
Medicare allowed reimbursement, rather than a carrier’s regular commercial reimbursement
arrangements.

*  FIHRP benefits attach at $10,000 of benefits paid by the insurer per individual per year, with
100% of benefits in excess of $10,000 covered by the FIHRP.

All states must participate in the FIHRP, and all healthcare providers would have to accept 100% of
Medicare allowed amounts as payment in full for the claims in excess of $10,000 with no balance billing
to patients.

The introduction of the FIHRP requires that persons who are eligible to be ceded to the FIHRP complete
a health questionnaire to be used by the carrier to determine if the person will be ceded. The definition of
who is eligible to be ceded is one of the variables in our analysis. One possibility is that a carrier can
cede anyone they insure, whether the person is newly insured with the carrier, changing plans, or staying
with a current plan. The other possibility is that persons staying with the same plans with their current
carriers are not eligible to be ceded to the FIHRP.

Ceding of risk to the FIHRP is mandatory within the eligible class of persons for anyone who has one of
the eight prescribed medical conditions. Carriers may elect to cede others to the FIHRP based on the
information contained in the medical questionnaire. If a person is ceded to the FIHRP, all persons
covered under that person’s insurance contract must also be ceded.

As noted above, one underlying premise of the FIHRP program is that carriers pay a premium to the
FIHRP that is equal to 90% of the policyholder premium adjusted to reflect the value of the ceded claims
being paid at 100% of Medicare (rather than at the usual, and presumably higher, negotiated commercial
reimbursement rate).
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We assume the carriers will reduce their current, pre-FIHRP rates, as follows:

* Remove the expected claim costs for claims in excess of $10,000 per life, based on the expected
morbidity of the population that will be ceded, with claims paid based on commercial
reimbursement

* Add the expected premium payable to the FIHRP that will cover the cost of the claims that have
been removed

* Multiply the net of the items above by the percentage of the population that is expected to be
ceded to the FIHRP.

In certain scenarios, we assumed that only individuals newly enrolled in a plan would be eligible to have
their claims covered by the FIHRP. We took this to mean that eligible members are those who were
previously uninsured and are newly insured, as well as members who previously had coverage but
switched to a new insurance carrier.

We evaluated the effect of the FIHRP under two scenarios. The first assumes that the persons insured
under the existing ACA marketplace are “grandfathered” into their current plans, rating mechanisms, and
rate subsidies, and that a new program would be created that can be priced to the expected healthcare
costs of the persons enrolling in that program, with no risk adjustment between this new program and the
existing risk pool. This initial scenario was reviewed first assuming the original ACA risk pool would not
benefit from the FIHRP, and second assuming that the original risk pool would benefit from the FIHRP.

The second scenario assumes that the existing ACA requirements of a single risk pool continue to apply;
all carriers are required to price all products to the individual marketplace average morbidity, with risk
adjustment among carriers after the end of the year to adjust all carriers to that marketplace average. The
FIHRP would be implemented into the existing risk pool.

Based on our analysis, we conclude that the FIHRP will reduce the average premiums in the individual
insurance market. This reduction is driven by two key factors. One is the definition of the premium the
insurers will pay to the FIHRP. The Amendment to H.R.1628 states: “Each member insurer shall remit
90 percent of paid premiums for policies covering any individual ceded by the insurer to the FIHRP under
this section. The FIHRP may consider adjustments to the premium rates charged coverage in FIHRP to
reflect the use of effective cost containment and managed care arrangements by an insurer.“ We
assume that “paid premiums for policies” is the total policy premium; that is, the sum of the amount paid
by the insured plus any Premium Tax Credits. The “adjustments to the premium rates” is an important
element in assessing the magnitude of premium reductions that may arise due to FIHRP. For purposes
of this analysis, we have assumed that the provision allowing adjustments will be expanded to include an
adjustment when FIHRP benefits are paid based on 100% of Medicare allowed amounts. The second
factor is the total amount available from federal or state funds, such as the PSSF in the AHCA, that are
available to support the FIHRP. The larger that amount, the greater the rate reduction.

To illustrate, if the FIHRP claims are paid based on regular commercial fees, and if the subsidy from
federal and/or state funds is zero, the premium reduction would be 0%, assuming there is no charge for
expenses to administer the FIHRP. The FIHRP claims are the claims over $10,000 that are built into the
insurer’s premium; their cost is being transferred from the insurer to the FIHRP. If the only source of
funding for the claims is the FIHRP premiums, the premiums must cover all of the claims. Hence, for
FIHRP in total, the premiums the FIHRP charges to carriers offsets the claims that the carriers cede to the
FIHRP.

The existence of the Medicare reimbursement basis on FIHRP creates a favorable spread between the
claims that the insurer has ceded and what the FIHRP will pay. That spread creates an additional element
to be reflected in the sharing of the cost of FIHRP between the premiums paid to FIHRP and PSSF funds.
For example, if the premiums paid by the carrier to FIHRP are not adjusted to reflect Medicare
reimbursement, the PSSF share of the total cost will be reduced. Conversely, if the premiums paid by
insurers to FIHRP can be reduced in anticipation of Medicare reimbursement, insured persons benefit by
a lower premium, while PSSF funding would be higher.
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SCOPE OF REVIEW
This paper addresses the following questions under each of the two scenarios described above:

1. Howthe enactment of FIHRP would affect the premiums in the individual insurance marketplace.

2. The cost of the program including how much PSSF or other funds would be needed to supplement
the 90% of the policy premium that is paid to FIHRP.

3. Individual insurance enroliment, including those maintaining their coverage and uninsured persons
becoming insured, compared with enroliment levels without the FIHRP.

4. The effect that the rate reduction attributed to the FIHRP has on the rates by age if the 3:1 age
curve is replaced by a 51 age curve.

Milliman’s nationwide databases3 supplemented with the actual experience under Maine’s MGARA
program served as the source of the assumptions used in the analyses that developed the observations
presented in this paper. We also relied on Milliman’s Health Care Reform Financing Model, and
Milliman’s Managed Care Rating Model. The values presented herein are estimates based on analysis of
the data, MGARA published actual experience, and consultant informed judgment. Actual results will
differ from the values presented. Changes to any provisions of the FIHRP, as assumed here and as
described in this report, will also affect the results; such effects could be material. Because of differences
by state in the costs of healthcare, the distribution of insureds by income level, and the number of
uninsureds, a given state’s results will differ from the nationwide values.

In the first scenario we analyzed, we assumed that the existing ACA program at the beginning of 2017
remains in place for persons covered under that program. This includes retaining the 3:1 age curve,
guaranteed issue, no pre-existing condition exclusions, and the individual mandate. Inthe newly
established risk pool that is established alongside the existing one, rates are set based on the expected
demographics and health characteristics of the persons expected to enroll, on a 51 age curve, and the
presence of the FIHRP as described above. We expect that enrollment in this new risk pool will come
largely from the currently uninsured population as well as persons insured in the individual marketplace
today with little rate subsidy (i.e., the Advance Premium Tax Credit).

In the second scenario we analyzed, we assumed that no changes are made to provisions of the
Affordable Care Act (ACA) other than the items enumerated above. We also assumed that the eight
mandatory ceding conditions, the premium of 90% of the policy premium paid to FIHRP, and 100% of
Medicare as the basis for the FIHRP claims are prescribed values; as such, we have used them as given
without analysis. Results will differ if any of these parameters change.

This report does not address administrative and operational issues and costs related to the
implementation and operation of the FIHRP, nor does the report address the effect that the FIHRP
benefits may have on risk adjustments payable or receivable or on cost sharing reduction payments.
Geographic variations and the level of carrier participation will also affect the results.

3The Milliman research database contains nationwide administrative medical claim data for 2014 and includes several million
commercially insured members and 3 million members from the individual market with ACA-related indicators.
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V. MAJOR FINDINGS

This section of the report addresses many different possible structural and financial arrangements under
which FIHRP may be introduced. We have assessed changes within the existing individual marketplace
single risk pool, introduction of a new, healthier, individual risk pool residing alongside the existing risk
pool, FIHRP coverage being available to everyone in the individual marketplace or only to certain
segments of the population, rates for coverage under FIHRP being set at different levels, and other
factors.

Attachment A is a one-page summary of the results that we computed based on each of the major
combinations of these elements. Attachment A includes the estimated premium rate reductions, changes
in the number of uninsured lives, lives migrating to the new risk pool, federal savings in APTC payments,
and subsidies needed from PSSF or similar sources.

The remainder of this section of the report describes these scenarios in more detail, providing context for
the results summarized in Attachment A

SCENARIO 1- FIHRP IN NEW RISK POOL

The starting point for the analysis is the current ACA single risk pool for the individual marketplace. That
program provides guaranteed issue, coverage of pre-existing conditions, and it includes Advance
Premium Tax Credits (APTCs) and cost-sharing reductions (CSRs), along with a 3:1 age curve. The
marketplace that provides insurance in this risk pool has several carriers in each marketplace, each one
offering its own plans of benefits. Open enrollment occurs annually, during which time eligible persons
can change plans within a carrier, switch carriers, become uninsured or, for the currently uninsured,
purchase insurance. Changes to the current ACA risk pool rules will have an effect on the results
presented in this report.

A new risk pool will be introduced that would operate along with the current risk pool.

Ceding of risk to the FIHRP is mandatory within the eligible class of persons for anyone who has one of
the eight prescribed medical conditions. Carriers may elect to cede others based on the information
contained in the medical questionnaire. If a person is ceded to the FIHRP, all persons covered under that
person’s insurance contract must also be ceded.

We performed our analysis and developed estimates based on our interpretation of the draft language of
the amendment along with discussions with the Foundation for Government Accountability leadership.
Many details of how the new risk pool would be created and managed would have to be described in
regulations, should the bill become a law. Below is a list of the assumptions we made as to how the
mechanics of the FIHRP and new risk pool would work.

The new risk pool would run alongside the current ACA risk pool. We made the following assumptions
regarding the current risk pool:

* The premium rate level for the current risk pool does not change after migration of lives to the
new risk pool. In reality, if the healthier lives in the current risk pool move to the new risk pool, the
rates for the existing risk pool will need to be increased. The more people that migrate to the new
risk pool, the bigger the difference in the rate levels will be between pools. As a result, the
existing pool'’s rates may spiral out of control until the only lives remaining in that pool are
persons with CSRs and APTCs such that they pay little for their coverage.

* We assumed insurance carriers who are participating in the current individual market will continue
to do so. Any significant changes in carrier participation will affect these results.

* We assume the two risk pools, each operating in the individual market under different rules, can
co-exist without disruptions other than what we have evaluated. Any regulatory measures
necessary to assure that were outside the scope of this analysis.
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*  We test two altematives, one in which the FIHRP applies only to the new risk pool, and one in
which the FIHRP applies to the existing risk pool as well as the new risk pool.

» The current risk pool covers all of the APTC and CSR enrollees; the new risk pool does not
provide for those features. In effect, the new risk pool operates like an off-exchange program.

» The current risk pool is not expected to enroll new lives other than APTC and CSR enrollees.
The new risk pool has the following characteristics:

*  We assumed the new risk pool would truly be treated as a separate pool of members. Carriers
would be able to develop separate rates and offer different plans for this new pool. It would
operate as a new single risk pool. We assumed the same rating rules would still apply separately
to the pool, including a mandated premium age rating curve, essential health benefit (EHB)
requirements, unisex rating, etc.

»  We assumed the plans of benefits in the new risk pool would be similar to those in the existing
risk pool, such that plan design differences would not be a factor in an individual’s decision to
move to the new pool. The analyses are based on an average marketplace benefit plan, similar to
a typical silver plan.

*  We assumed that the ACA subsidies would still apply in the existing ACA risk pool and would not
apply in the new risk pool. Specifically, members enrolled in the new risk pool would not have
access to Advance Premium Tax Credits, Cost-Sharing Reduction subsidies, etc.

*  We assumed that in the first year of operation, members currently enrolled in the existing ACA
markets would have the option to migrate to the new risk pool. We also assumed that persons
who are currently uninsured would have the option to enrall in either the new or existing risk pool.
However, in our analysis, we assumed that the uninsured would enroll in the new risk pool if they
were to choose to purchase insurance.

Effect of the FIHRP on Individual Marketplace Premium Rates
Table 1

Effect of FIHRP on Marketplace Rates
Reduction in Rate Levels from Current without FIHRP to New with FIHRP

FIHRP Premium FIHRP
as % of Direct Reimbursement Rate
Premium Basis Reduction
90% Medicare 16-31%
90% Commercial 12-23%

Under this scenario, we made significant simplifying assumptions, namely that the rates for the existing
ACA products will remain unchanged from their current levels. This assumption implies there is no
reduction in rates due to the FIHRP, which would be the scenario under which the FIHRP applies only to
the newly created block of business. In several portions of the report below, we also consider and discuss
the impact of having the FIHRP apply to the existing risk pool as well as the new risk pool. It also implies
that the rates for the existing risk pool do not increase because of the outward migration of members to
the new risk poal. As indicated earlier, the rates for the existing risk pool would need to increase as the
healthier lives migrate from the existing risk pool to the new risk pool.

We further estimate that the persons who will enrall in this new risk pool are younger and healthier than

those in the existing risk pool. Because there is no risk adjustment between pools in this scenario, the
rates for this new product can reflect the lower medical costs of the anticipated covered population.
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This assumption that the persons moving to the new risk pool are healthier than those in the existing risk
pool implies that the rates for the existing risk pool should increase. Should such an adjustment be made,
we would have a situation under which, as the current risk pool rates increase due to migration, more of
the remaining people will migrate out, requiring the current risk pool rates to increase further. This results
in a “death spiral” for the existing risk pool. In order for these two pools to operate alongside each other,
managing the effect of the migration is essential.

Based on these assumptions, we expect the premium rate level in this new risk pool, for a product with
the same benefits as the existing risk pool, could be 10% to 20% lower than the rate in the existing risk
pool because of a healthier risk pool, before demographic adjustments and before introduction of FIHRP.

After incorporating the FIHRP with FIHRP benefits paid at 100% of Medicare and assuming that the rates
paid by carriers to the FIHRP are adjusted downward from 90% of the policy premium to reflect Medicare
reimbursement, the rate reduction becomes 16% to 31%. If FIHRP benefits are paid based on regular
commercially negotiated fees, the rate reduction becomes 12% to 23%. A reduction to the required rate
level, then sloped to a 5:1 age curve, will further reduce the average rate per member in the new risk pool
because of the shift in demographic mix of the covered population. For example, a uniform reduction in
the rate table of 25% could result in a reduction in the weighted average rate per covered life of 30% to
35% or more, with the difference from 25% being attributed to the risk pool having more younger lives
and fewer older lives than the risk pool before the demographic shift.

Among the major items that affect the rate reduction are the following:

»  Enroliment in this pool comes from the uninsured population that is eligible to enroll in a QHP
along with migration of persons that are insured in the current risk pool and move to the new pool
because of the lower premium rate.

+ Based on data from Milliman’s 2014 databases, the average risk score of insured persons off
exchange is around 15% lower than that of persons insured on and off exchange combined. This
difference is a combination of health status, demographics, and plan richness differences. The off
exchange population, along with the on exchange population with little or no premium tax credits,
are the segment of the insured population most likely to migrate to the new risk pool, as they will
benefit from the full reduction in rates.

+ The persons who are eligible to purchase a QHP but remain uninsured are assumed to be
healthier than average, based on the premise that those persons who have medical conditions
that generate substantial medical expenses are more likely to have already enrolled than those
who do not.

» The magnitude of a person’s rate reduction influences their likelihood of participating in this new
individual marketplace risk pool. For example, persons presently insured under an individual
policy have a greater likelihood of moving to the new program if their rate decrease is 20%
compared with a rate decrease of 5%. We assume a greater reduction from current rates is
needed to attract persons who are presently uninsured. For persons with subsidized premiums,
the comparison is between 100% of the new premium and the subsidized rate they pay today.

» The shift from a 3:1 age curve to 5:1 in the new risk pool accompanied by an average rate
reduction will give a bigger than average rate reduction to younger persons and less of a
reduction, possibly even a rate increase, for older persons. As a result, we anticipate that the
demographic composition of the new risk pool will be younger than the current risk pool.

Effect on the Number of Lives Insured in the Individual Marketplace

In this section of the report, we estimate the number of lives that will be covered in the individual
marketplace. The estimates vary considerably based on assumptions about the likelihood that persons
who are p