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An Early Look at Results of Covered California’s Work to Improve Health
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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.

This document is in the public domain and may be copied or reproduced without
persmission. Suggested citation: Covered California. (2019). Covered California’s
Efforts to Lower Costs While Ensuring Consumers Get the Right Care at the Right Time.


http://www.CoveredCA.com
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INTRODUCTION

The Patient Protection and Affordable Care Act helped millions of people get the health
insurance they needed — through guaranteed-issue coverage and financial assistance
to help bring it within reach — and it also built on and expands ways to lower costs,
improve quality and promote better health.

The Centers for Medicare and Medicaid Services (CMS) has changed payments to both
hospitals and physicians, and it has established the Center for Medicare and Medicaid
Innovation (CMMI) to test “innovative payment and service delivery models to reduce
program expenditures ... while preserving or enhancing the quality of care.” As of
February 2018, the CMMI has launched more than 40 new payment models, involving
200,000 providers and more than 18 million patients.’

All marketplaces, both state-based and federally facilitated, are required under the
Affordable Care Act to do a minimum of activities related to improving quality by
implementing a quality-improvement strategy. Covered California aims to go beyond
those requirements.

Since its inception, Covered California has set forth standards and requirements for
quality improvement and delivery system reform in its Qualified Health Plan (QHP)
Issuer Model Contract? to address the underlying costs of health care and promote
better quality. Under the requirements — which exceed those set by the Affordable
Care Act — participating plans are required to work toward improving health outcomes
and patient safety, preventing hospital readmissions and reducing medical errors and
health disparities.

Covered California is currently revising its quality improvement and delivery system
reform standards and requirements and has organized the strategies to support these
expectations into two areas and 13 distinct domains. The “Right Care/Accountability”
area includes eight domains that relate directly to Covered California’s commitment to
ensuring that those who have coverage today are getting the right care, in the right
setting and at the best price possible. The “Delivery System Improvement” area
includes five value-enhancing strategies that are aimed at promoting near- and long-
term delivery system reform through concepts of alignment, payment, measurement
and evaluation. (See Table 1: Covered California’s Contractual Requirement Domains
to Lower Costs and Improve Quality.)

" Kaiser Family Foundation. “What is CMMI?’ and 11 other FAQs about the CMS Innovation Center.” Feb. 27, 2018.
https://www.kff.org/medicare/fact-sheet/what-is-cmmi-and-11-other-fags-about-the-cms-innovation-center/.

2 Covered California. “Qualified Health Plan Issuer Contract Through 2017-2019 for the Individual Market.”
https://hbex.coveredca.com/insurance-companies/PDFs/QHP-Model-Contract-2017-2019-Amended-for-2017-and-2018.pdf.
Specific standards and strategies found in Attachment 7, starting on page 133.
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Table 1. Covered California’s Contractual Requirement Domains to Lower Costs and Improve
Quality

Right Care/Accountability Strategies Delivery System Improvement Strategies
Chronic Care, General Care and Access Networks Based on Value

Hospital Care Promotion of Effective Primary Care
Major/Complex Care Promotion of Integrated Health Care Models and

Accountable Care Organizations

Mental/Behavioral Health and Substance Abuse Alternate Sites of Delivery Care
Disorder Treatment

Preventive Services Consumer and Patient Engagement

Health Equity: Disparities in Health Care Population-Based and Community Health
Promotion Beyond Enrolled Population

Pharmacy Utilization Management

The proposed revisions to the contracts would take effect in the 2021 plan year.3

The following report details Covered California’s extensive work to implement these
important reforms, while identifying what lies ahead in this critical area. For the first
time, this report reveals early results of Covered California’s efforts.

FIRST STEPS TO ADDRESSING AFFORDABILITY: COVERAGE EXPANSION AND
PROMOTING A BETTER RISK MIX

One of the major accomplishments of the Affordable Care Act is that it supported the
expansion of states’ Medicaid programs and provided tax credits to consumers in the
individual market to help bring the cost of coverage within reach. In the individual
market, the cost to consumers (in the form of the premiums they are charged) is based
on the underlying cost of health care as a whole, as well as the health of a state’s
consumer pool and other factors.

Covered California has used all of the tools of the Affordable Care Act to build a strong
and sustainable individual market that helped drive down health care premiums. The
result is a competitive marketplace in which a stable group of carriers vies for
consumers based on price and quality. Significant investments in marketing and
outreach have led to more than 1 million actively enrolled consumers and one of the
lowest risk scores in the nation. As a result, individual market health care premiums in
California are about 20 percent lower than the national average.

3 Covered California. “Refreshing Contractual Expectations Designed to Promote Accountability and Delivery System
Improvements.” Jan. 17, 2019. https://board.coveredca.com/meetings/2019/01-17%20Meeting/Refreshing-Contractual-

Expectations.pdf.
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These achievements have

CA

helped California lower its 17.2%
uninsured rate from 17.2 + More than 3.7 million Californians

. have gained health care coverage
percentin 2013 t0 7.2 since 2013.
percentin 2017. The 10- + When you exclude individuals
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the ShOFt term’ the Iong_ Source: U.S.Census Bureau: Health Insurance in the United States: 2017 (Tables 1 and 6).

term solution to affordability must address the underlying factors that are driving the
increase in health care costs.

A new report by the independent Office of the Actuary at the Centers for Medicare and
Medicaid Services (CMS) estimates that national health expenditure growth will average
5.5 percent annually from 2018 to 2027.% As a result, health care spending as a share of
the gross domestic product in the United States is projected to rise from 17.9 percent in
2017 to 19.4 percent by 2027.

Covered California is working on both short-term and long-term solutions to affordability,
and this report shows the early results of those efforts.

4U.S. Census Bureau. “Health Insurance Coverage in the United States: 2017.”
https://www.census.gov/content/dam/Census/library/publications/2018/demo/p60-264.pdf.

5 CMS. “CMS Office of the Actuary Releases 2018-2027 Projections of National Health Expenditures.”
https://www.cms.gov/newsroom/press-releases/cms-office-actuary-releases-2018-2027-projections-national-health-expenditures.
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COVERED CALIFORNIA’S EFFORTS PROMOTE DELIVERY SYSTEM REFORM
AND ASSURE ENROLLEES RECEIVE QUALITY CARE

To ensure the best value and outcomes for the more than 2 million enrollees in the
individual market, Covered California seeks to address the “triple aim” through its 11
health plans. The triple aim is a health care framework shared by many purchasers and
providers that aims to ensure patients get high-quality care, keep consumers healthy
and have them get healthier, and reduce overall costs.

Covered California holds itself accountable for improving the performance of California’s
health system through the quality and delivery system reform standards in its contracts
with health plans. As a purchaser for a diverse enrollee population, Covered California
has expanded on its triple aim accountability efforts to include health equity and
reductions of disparities in health care to ensure improved health for all Californians.

With its purpose firmly rooted in an expanded triple aim framework, Covered California
aims to address the challenges in our current health care system by:

¢ Requiring providers to meet quality standards without exception, to provide
safe and high-quality care for all.

¢ Reducing disparities in health outcomes among various racial and ethnic
groups.

e Adopting payment strategies that support quality performance.

e Adopting proven models of primary care and integrated, coordinated delivery
models.

e Providing tools to help consumers make informed choices while selecting
providers.

Covered California is providing a glimpse of early results of the quality-improvement
efforts during the past three years. The results are collected from carriers and based on
the most recent available data, with most results coming from 2017. The initial analysis
shows that health plans working with their networks of providers and have made steady
improvement in quality. Consumers are getting the quality care that they need at the
right time. We are laying the groundwork to reduce health disparities and promote
health equity, and consumers are being given tools to better engage with the health
care system.
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Ensuring Patients Receive Quality Care at the Right Time

Enrollees in Health Plans Through Covered California Get High-Quality Care, and It Is
Getting Better

Covered California puts consumers first, with a focus on making sure they receive
quality care at the right time, particularly those with chronic conditions. Overall, the best
current national measure to assess health plans is the global quality-rating system
(QRS) score, which is a summary of 42 different measures that track quality care. The
QRS scores show how Covered California’s health insurance companies compare on
helping members get the right medical care and on member-reported experiences of
care and service. The results are displayed prominently during the consumer’s
enrollment process and on our website, wvw.CoveredCA.com.®

Covered California actively uses these ratings, along with the underlying specific
measures, to review how our plans are performing. Initial indications are that
Californians served in the individual market are getting good care and that care is
getting better. Plans are required to report data on getting the right care (HEDIS
metrics) and member-reported experiences of care and service (CAHPS metrics) to the
Centers for Medicare and Medicaid Services to develop the QRS scores.

Covered California has reported quality-rating system results since 2014 and uses this
data to conduct clinical reviews with its plans, to set targets for improvement and to hold
plans accountable. In 2016, six of the products from Covered California’s plans earned
a rating of one or two stars, while only two products received four or five stars. By 2018,
all 14 of the individual products from Covered California’s 11 health plan issuers earned
a rank of three stars or better, with five products earning four or five stars, giving us
confidence that consumers are getting the right care at the right time. (See Table 2:
Global Quality Rating by Reportable Products for the California Individual Market.)

Table 2. Global Quality Rating by Reportable Products for the California Individual Market

No. of Products with

QRS Year dokkok ok S Rating*
2018 0 0 6 3 2 3
2017 0 2 6 1 1 4
2016 0 6 2 1 1 4

* There is no global rating if a newer product that is ineligible for reporting, or has insufficient sample sizes to report results, for at
least two of the three summary indicator categories.

Covered California’s plans have shown steady improvement in a subset of critical
categories. The following four tables illustrate how Covered California’s efforts have led
to concrete results in specific situations.

8 Covered California. https://www.coveredca.com/individuals-and-families/quality-ratings/.
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Controlling Diabetes

The latest data from the Centers for Disease Control and Prevention (CDC) shows that
‘more than 1 in 3 Americans has prediabetes, and about 30 million Americans currently
have diabetes — with the number of adults diagnosed with diabetes tripling in the past

20 years.”’

Diabetes — which is marked by high blood glucose (blood sugar) due to the body’s
inability to make or use insulin — can lead to heart disease, stroke, hypertension,
blindness, kidney disease, diseases of the nervous system, amputations and even
premature death. The average level of blood sugar is tracked through a hemoglobin A1c
test, or HbA1c test, and the target HbA1c level for people with diabetes is 8 percent or
lower.

Covered California’s early results show that its plans are doing well compared to the
national average, with its best-performing plan scoring higher than the 90" percentile
when compared to national marketplace plans. Even more importantly, its lowest-
performing plan dramatically improved from 2016 to 2018 (see Table 3: HbA1c < 8
Percent HEDIS Measure).

Table 3. HbA1c < 8 Percent HEDIS Measure

2016 2017 2018
US 90th Percentile for National Marketplace Plans 0.67 0.67 0.69
US 50th Percentile for National Marketplace Plans 0.56 0.57 0.59
Covered California Weighted Average 0.59 0.60 0.63
Covered California Best-Performing Plan 0.75 0.70 0.73
Covered California Lowest-Performing Plan 0.38 0.47 0.52

Furthermore, Covered California plans also continued to show progress in proper
diabetes management, which is essential to controlling blood sugar, reducing risks for
complications and prolonging life.

The early results found that Covered California’s plans had a higher rate of diabetes
medication adherence than the national average, with its best-performing plan scoring
higher than the 90" percentile when compared to national marketplace plans and a 20
percent improvement among the lowest-performing plan (see Table 4: Diabetes
Medication Adherence HEDIS Measure).

7 Centers for Disease Control. “Newest Prediabetes Awareness Campaign by Nation’s Medical Authorities Spreads the Words: 1 in
3 Americans Has Prediabetes, Learn Your Risk.” Nov. 14, 2018. https://www.cdc.gov/media/releases/2018/p1114-new-
prediabetes-campaign.html.

COVERED CALIFORNIA March 2019 | 6


https://www.cdc.gov/media/releases/2018/p1114-new-prediabetes-campaign.html
https://www.cdc.gov/media/releases/2018/p1114-new-prediabetes-campaign.html

Covered California’s Efforts to Lower Costs While Ensuring Consumers Get the Right Care at the Right Time

Table 4. Diabetes Medication Adherence HEDIS Measure

2016 2017 2018
US 90th Percentile for National Marketplace Plans 0.79 0.79 0.80
US 50th Percentile for National Marketplace Plans 0.68 0.69 0.71
Covered California Weighted Average 0.66 0.69 0.72
Covered California Best-Performing Plan 0.77 0.80 0.87
Covered California Lowest-Performing Plan 0.51 0.50 0.61

Controlling High Blood Pressure (Hypertension)

High blood pressure increases the risk of heart disease and stroke, which are the
leading causes of death in the United States. The latest data from the CDC shows that
hypertension affects nearly one-third of adults in the United States, approximately 75
million people, and in roughly half of those adults, the disease is uncontrolled.®
Controlling high blood pressure is an important step in preventing heart attacks, stroke
and kidney disease, and in reducing the risk of developing other serious conditions.

Again, Covered California’s early results show that its plans have a higher rate of
controlling high blood pressure, performing better than the national average, with its
best-performing plan scoring higher than the 90" percentile when compared to national
marketplace plans (see Table 5: Controlling High Blood Pressure HEDIS Measure).

Table 5. Controlling High Blood Pressure HEDIS Measure

US 90th Percentile for National Marketplace Plans 0.76 0.76 0.77
US 50th Percentile for National Marketplace Plans 0.58 0.59 0.61
Covered California Weighted Average 0.66 0.63 0.66
Covered California Best-Performing Plan 0.85 0.86 0.82
Covered California Lowest-Performing Plan 0.49 0.43 0.43

Screening for Cancer and Other Conditions

Covered California plans are also improving when it comes to conducting screenings
and making early diagnosis of potentially deadly diseases. There are 15 measures
classified under the “prevention” domain of the QRS to help people avoid or identify
conditions for early intervention.

8 Centers for Disease Control and Prevention. “A Public Health Approach to Detect and Control Hypertension.” Nov. 18, 2016.
https://www.cdc.gov/mmwr/volumes/65/wr/mm6545a3.htm.

COVERED CALIFORNIA March 2019 | 7


https://www.cdc.gov/mmwr/volumes/65/wr/mm6545a3.htm

Covered California’s Efforts to Lower Costs While Ensuring Consumers Get the Right Care at the Right Time

One of those is recommended screenings for colorectal cancer. According to the
American Cancer Society, when skin cancers are excluded, colorectal cancer is the
third most common cancer diagnosed in men and women in the United States.®

Many adults between the ages of 50 and 75 years old do not get the recommended
screenings, when doctors can detect polyps before they become cancerous, or detect
colorectal cancer in its early stages when treatment is most effective. Treating colorectal
cancer in its earliest stage can lead to a 90 percent survival rate after five years.

The early results found that, on average, Covered California’s plans had improved to
the national average, with its best-performing plan scoring higher than the 90"
percentile when compared to national marketplace plans (see Table 6: Colorectal
Cancer Screening HEDIS Measure).

Table 6. Colorectal Cancer Screening HEDIS Measure

2016 2017 2018
US 90th Percentile for National Marketplace Plans - 0.67 0.68
US 50th Percentile for National Marketplace Plans - 0.52 0.54
Covered California Weighted Average 0.48 0.49 0.53
Covered California Best-Performing Plan 0.82 0.80 0.78
Covered California Lowest-Performing Plan 0.28 0.35 0.34

Source: Quality-rating system reporting for all national marketplace plans. Weighted average based on enroliment in products
eligible for a QRS score in the individual market.

The concrete examples above are specific measures for people with particular
conditions. It is important to note that there could be several explanations for the
improvements seen among Covered California plans. In addition to holding them to
account, the increase in the rate of insured means that people who were previously
uninsured are now getting the care they need to control their chronic conditions.
Nevertheless, improving care for people with chronic conditions by making sure they get
the right care at the right time can greatly improve their lives while reducing health care
costs.

Helping Consumers Navigate the Health Care System by Matching Them With a
Primary Care Clinician

The health care system in America can be complicated, fragmented and costly. In the
past, most people who enrolled in health maintenance organization (HMO) plans were
required to identify a specific doctor to serve as their primary care physician (PCP).
However, this requirement has not typically extended to people who enrolled in
preferred provider organization (PPO) plans, meaning that many consumers in

9 American Cancer Society. “Key Statistics for Colorectal Cancer.” https://www.cancer.org/cancer/colon-rectal-cancer/about/key-
statistics.html.
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California and across the nation were on their own, without the help of a clinician to
guide them.

In January 2017, Covered California became the first purchaser to require that all of its
consumers, in both PPOs and HMOs, be matched to a primary care physician or other
primary care clinician, such as a nurse practitioner.

The purpose of the requirement was to bring the
PCP match to the PPO environment and give

consumers a single point of contact who would help O/
them navigate their health care system. A primary (o]
care physician can provide continuity and address

most health care needs, helps consumers select

the proper specialist, coordinates their care with

other providers and ensures they understand their of enrollees were
treatment options. While having a PCP is important, matched With a
people enrolled in PPO plans can still choose to .
navigate the health care system on their own and PCP or clinician

do not need permission from their PCP to seek
treatment or a referral to see a specialist.

Within less than a year, virtually all of Covered California’s enrollees, 99 percent, had
either selected or been matched with a PCP, which was nearly a 30 percentage point
increase from the 2016 baseline rate of 70 percent. Covered California believes this
PCP match will ultimately help people get better access to care in a timelier manner.
Covered California is currently working with its plans and examining the data to
understand the patient experience and clinical and financial effects of this program.

Promoting Effective Care Coordination and Integration
Promoting Enrollment in Accountable Care Organizations (ACOs)

Covered California also pursues higher quality and lower costs by promoting the
adoption and expansion of integrated, coordinated and accountable systems of care.
The exchange adopted a modified version of the CalPERS definition of integrated
health care models, also known as accountable care organizations (ACO), and required
plans to provide details on existing or planned integrated systems of care, explain how
these systems of care compare to other ACO models and increase the number of
enrollees cared for in ACOs over time.

Evidence compiled by the Integrated Healthcare Association in their “Cost and Quality
Atlas”' found that integrated models, which usually operate under capitation, perform
better on both cost and quality management than providers in open fee for service
models.

9 Integrated Healthcare Association. “California Regional Health Care Cost & Quality Atlas.” October 2018.
https://www.iha.org/sites/default/files/resources/fs_atlas.pdf
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In 2017, 55 percent of Covered California enrollees were cared for in ACO-like
arrangements, which represents a 9-point change from 2015. Two plans, Kaiser
Permanente and Sharp HealthCare, already meet the definition of an ACO because
they are already integrated delivery systems.'" After excluding Kaiser Permanente and
Sharp HealthCare, 25 percent of Covered California enrollees were cared for in an
ACO, representing a 4-point change from 2015 (see Table 7: Percentage of Covered
California Enrollee in ACO-like Arrangements).

Table 7. Percentage of Covered California Enrollees in ACO-like Arrangements
2015 | 2017
All Enroliment 46% 55%
Fully Integrated Delivery
Systems (Kaiser 0 o
Permanente and Sharp 100% 100%
HealthCare)
All Other 21% 25%

Promoting Enrollment in Patient Centered Medical Homes (PCMHs)

In addition to promoting increased enroliment in ACOs, Covered California sought to
provide better quality and lower costs to consumers by requiring its health plan issuers
to promote effective primary care. Plans are required to have an increasing portion of
enrollees who obtain their care in a patient-centered medical home (PCMH) model that
utilizes a patient-centered, accessible, team-based approach to care delivery, enrollee
engagement and data-driven improvement, as well as integration of care management
and community resources for patients with complex conditions.

Plans are required to use formal recognition programs to assess which providers are
PCMHs and describe a payment strategy that creates a business case for primary care
physicians to adopt accessible, data-driven, team-based care with accountability for
meeting the goals of improving quality, lowering costs and improving outcomes.

The percentage of people cared for by PCMH-recognized practices, outside of the
Kaiser Permanente system, increased from 3 percent to 6 percent between 2016 and
2017 (see Table 8: Percentage of Covered California Enrollees Cared for in a Patient-
Centered Medical Home). Covered California is looking at whether the definition of a
PCMH or other issues are affecting the number of enrollees seeking care in this model.
It is also looking at the overlap and relationship between ACO and PCMH models that
seek to promote care coordination, effective primary care and integration through
different but often complementary strategies.

" In Covered California, Kaiser Permanente and Sharp HealthCare are fully integrated delivery system while other health plans
base their ACO model on existing provider organizations, such as integrated medical groups and hospitals.
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Table 8. Percentage of Covered California Enrollees Cared for in a Patient-Centered Medical
Home
2016 | 2017
All Enroliment 25% 32%
Kaiser Permanente 100% 100%
Non-Kaiser Permanente 3% 6%

Increasing Access to Telehealth Services

Coordinated, integrated and accessible care can also be achieved by increasing access
to telehealth services. Prior to the Affordable Care Act, patients often had endure long
waits or face lengthy travel times to access quality care, particularly in rural areas.

Advancements in technology, such as video conferencing and
telehealth, help assure that consumers get access to the care
they need. In addition to reducing wait times and providing quality
care, a 2017 study of the University of California Davis Health
System’s Telemedicine Program found that these “virtual visits”
also “saved upwards of 11,000 patients a total of 9 years in time
and $2.8 million in travel costs.”'?

Covered California required its plans to report the extent to which they support and use
technology to assist in providing higher quality, accessible, patient-centered care to
enrollees.

In the 2017 coverage year, 10 of Covered California’s 11 plans — that covered 99
percent of enrollees — offered telehealth services. In addition, six of the 10 offered
telehealth visits at the same cost of a primary care visit or less, while four offered
telehealth visits at no cost share. Covered California is assessing the effectiveness of
this program.

Improving Hospital Patient Safety

There have been several efforts over the years to improve patient safety, to revise
hospital payments and reward quality care. Covered California is working to not only
align its efforts with some of those, such as CMS initiatives, but is also working with
plans to increase the number of hospitals that take advantage of collaborative programs
to improve quality and safety at their facilities.

Infections acquired during a hospital stay are a leading cause of injury and death in
hospitals and can be extremely costly because they create complications that extend
the length of the hospitalization. Among these complications are five hospital-acquired
infections (catheter-associated urinary tract infection, or CAUTI; central line-associated

12 Value in Health. “Impact of a University-Based Outpatient Telemedicine Program on Time Savings, Travel Costs and
Environmental Pollutants.” April 2017. https://www.valueinhealthjournal.com/article/S1098-3015(17)30083-9/fulltext.
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blood stream infections, or CLABSI; methicillin resistant staph, or MRSA,; clostridium
difficile bacterial infection, or C. diff; and surgical site infection of the colon surgery, or
SSI Colon). All of these infections are linked to avoidable harm and hospital deaths.

Health care-acquired infections are reported as a Standardized Infection Ratio (SIR), a
risk-adjusted measure managed nationally that compares observed versus expected
number of events per year. A score of 1.0 means a hospital has an expected rate of
infections. Below 1.0 is better and above is worse. When Covered California first
adopted its quality standards and requirements, hospital performance on these ranged
from zero (meaning the hospital had eliminated the complication) to nearly five times the
risk-adjusted expected rate.

Covered California requires plans to:

e Encourage hospitals to take advantage of free coaching programs to adopt
best practices that result in lower infection rates.

e Adopt payment strategies tied to quality, as noted previously.

e Either exclude hospitals that have not achieved or made significant
improvements toward the expected rate or explain why they must keep the
hospital in their network.

By reviewing annual public data on each health plan issuer’s hospital network
performance on the incidence of health care-associated infections (HAI), Covered
California and its health plans identified hospitals with higher-than-average HAI rates to
be sure those hospitals were participating in statewide hospital-improvement
collaboratives.

These hospitals often had relationships with multiple Covered California-contracted
health plans, underscoring the potential for widespread patient safety improvement for
both the exchange population and all Californians. By sharing hospital performance
relative to other network hospitals on key HAI and patient-safety measures, health plans
and hospitals identified targets for improvement and worked with established
collaborative programs on quality improvement efforts, resulting in increased hospital
participation in collaboratives and in HAI rates overall.

Covered California requires plans to make a percentage of reimbursement based on
quality: 2 percent by the end of 2019, increasing by 2 percent every two years to 6
percent by the end of 2023. Covered California gives plans the freedom to identify
which areas to focus on, but the efforts must include reducing hospital-acquired
infection rates and lowering the number of unnecessary cesarean sections (C-sections)
for low-risk pregnancies.
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As of 2018, virtually every hospital in California has joined collaborative efforts to
improve safety performance, and the California Department of Public Health reports
significant reduction in complication rates. Californians are safer when they need
hospital care (see Figure 1: Health Care-Associated Infection Incidence in California
Hospitals, 2015-2017).

Figure 1: Health Care-Associated Infection Incidence in California Hospitals, 2015-2017
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Improving Maternity Care

The Centers for Disease Control and Prevention (CDC) states that the number of C-
sections in the United States rose 60 percent between 1996 and 2009."3 While many of
these surgeries are the safest choice for mother and child, many of the operations are
medically unnecessary.

The California Maternal Quality Care Collaborative (CMQCC) states that the increase in
C-sections did not coincide with demonstrable improved outcomes for moms or babies,

13 National Vital Statistics Report. “Trends in Low-risk Cesarean Delivery in the United States, 1990-2013.” Nov. 5, 2014.
https://www.cdc.gov/nchs/data/nvsr/nvsr63/nvsr63_06.pdf.
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and that the overuse of this procedure — particularly for low-risk, first-time mothers —
has “significant social, economic and health costs.” These include:

o Higher rates of maternal complications including mortality and longer recovery
times.

e Higher rates of NICU admissions.
« Increased barriers to the mother-infant breastfeeding relationship.

In addition, CDC data shows that once a woman has her first C-section, it greatly
increases the odds that she will have another one. Only 12.8 percent of women in 2017
were able to have a successful vaginal birth after cesarean section (VBAC).4

At hospitals in California, the rate of C-sections for low-risk deliveries in 2016 varied
from 12 to 70 percent for women who are having their first baby, have carried their
babies to full term, did not have twins, and the baby’s head was down.

Covered California joined the Department of Health Care Services, CalPERS and the
Pacific Business Group on Health in adopting the national Healthy People 2020 target
of 23.9 percent for C-sections for such low-risk births, and it has required that plans:

e Encourage hospitals to take advantage of free coaching programs to adopt
best practices that result in only medically necessary C-sections.

e Adopt payment strategies that end the practice of paying more for C-sections
than for natural deliveries.

e Track the performance of all hospitals in their networks.

e Either exclude hospitals that have not achieved or made significant
improvements toward the target rate or explain why they must keep the
hospital in their network.

Due to these combined efforts by purchasers in
coordination with contracted plans, almost all
hospitals in the state are engaged in collaborative
improvement efforts. An honor roll sponsored by the
state’s purchasers has been established and
announced by the state Secretary of Health and
Human Services, and nearly 4,500 fewer
unnecessary C-sections were performed for low-risk
pregnancies in 2017. The majority of hospitals have
now achieved or exceeded the target rate while
improvement continues.

C—-Sections were
avoided statewide
in 2017

4 National Vital Statistics Report. “Births: Final Data for 2017.” Nov. 7, 2018. https://www.cdc.gov/nchs/data/nvsr/nvsr67/nvsr67_08-
508.pdf.
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The overall improvement in hospital performance in reducing avoidable infections and in
maternity care demonstrates the value of aligned requirements among purchasers and
plans in setting priorities for delivery system reform to raise quality and lower costs.

Understanding and Addressing Health Disparities

Covered California’s mission statement includes “reducing health disparities through an
innovative, competitive marketplace that empowers consumers to choose the health
plan and providers that give them the best value.” Decades of health and social science
research demonstrate that individuals will experience different clinical outcomes, not
only based on access and quality of care, but also based on the conditions in which
they are born, live and work, known as the social determinants of health.

Covered California aims to narrow these disparities in care through its health disparities
and health equity agenda reflected in its contracted requirements of its qualified health
plan issuers. The initiative is centered on four objectives, which are related to
addressing health disparities and community health:

e [dentifying the race or ethnicity of all enrollees through self-identification or
imputed methodology.
To achieve high self-identification rates across all qualified health plan issuers,
Covered California set a goal for all plans to achieve identification of at least 80
percent of all Covered California membership by 2019, and encouraged use of
various data collection methods beyond the enroliment application to identify
membership.

In 2017, nine of 11 plans have seen increases in the self-identification rate, with
six meeting the target a year early and three exceeding 95 percent self-
identification. Plans have attributed the increased identification rates to improved
data collection and incorporation of best practices for asking members for race or
ethnicity information.

e Collecting data on disease control and management measures for diabetes,
hypertension, asthma and depression.
While Covered California compares self-identification rates across health plans
for purposes of sharing best practices and assessing progress toward the 2019
target, it has pursued a different strategy for narrowing health care disparities:
focusing on each issuer’s unique population, demonstrated health care
disparities and unique strategies for improving quality.

e Conducting population-health improvement activities and interventions to narrow
observed dispatrities in care.
Covered California requires plans to submit data by race or ethnicity on 14
measures of disease control and management for four conditions: diabetes,
asthma, hypertension and depression. Plans submit data for all lines of business,
excluding Medicare. This work helps “track, trend and improve” care across race
or ethnicity groups.
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Three years of baseline data have informed potential areas of focus for each
plan’s disparity-reduction intervention. Covered California is working with its
health plan issuers to analyze early condition-specific data and to address
challenges related to data quality, small denominators and data interpretation.
Despite data challenges, Covered California is working with plans to develop
improvement plans in 2019 with outcomes of these interventions expected in
2020.

e Promoting community health initiatives that foster better health, healthier
environments, and the promotion of healthy behaviors.
Plans report on the initiatives, programs and projects that specifically address
health disparities and efforts to improve community health apart from the health
delivery system. Plan involvement in external-facing activities is used by Covered
California to identify potential disparity-reduction opportunities.

Achieving Value in Drug Spend

The increased cost of prescription medication continues to make headlines in California
and across the nation. The recent CMS report on national health expenditures projected
that prescription drug spending would grow by 5.6 percent for 2018-27'% because of
faster utilization growth.

Part of Covered California’s work involves achieving value in prescription drug spend by
requiring plans to report annually on 1) how they currently consider value in formulary
selection, 2) whether independent value assessment methodologies are used (and
which ones are used), 3) if and how construction of formularies are based on total cost
of care, 4) if and how off-label use is monitored, and 5) the extent of decision support
provided to prescribers and members.

The most recent data shows that seven out of 11 plans, which covered 86 percent of
Covered California enrollees in 2017, had a process for analyzing drug efficacy in the
context of total cost care and outcomes and that they actively use those results.

In addition, all Covered California plans have a systematic, evidence-based approach
for monitoring the off-label use of pharmaceuticals.

Covered California is also actively participating in a public collaborative, in response to
Gov. Gavin Newsom'’s recent executive order'® to work with other public agencies
(including Medi-Cal, the Department of Corrections and Rehabilitation and others).
Together, they will strengthen the state’s bargaining power when it comes to negotiating
drug prices and use that bargaining power for the benefit of all Californians.

15 CMS. “CMS Office of the Actuary Releases 2018-2027 Projections of National Health Expenditures.”
https://www.cms.gov/newsroom/press-releases/cms-office-actuary-releases-2018-2027-projections-national-health-expenditures.

6 Gov. Gavin Newsom. “In His First Act as Governor, Gavin Newsom Takes on Cost of Prescription Drugs & Fights for Health Care
for All.” Jan. 7, 2019. https://www.gov.ca.gov/2019/01/07 ffirst-acts-as-governor/.
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Consumer Support Tools

Covered California’s patient-centered benefit designs allow consumers to compare
health plans on costs and quality. In addition to the quality-rating system scores
described earlier, Covered California’s QHP contract also lists six consumer-decision
support tools where plans are either reporting activities or working toward performance
goals to improve appropriateness of care delivery. They include: 1) provider cost and
quality transparency, 2) access to personal health information, 3) shared decision-
making 4) reducing overuse of services 5) improving provider directory accuracy
through a statewide provider directory and 6) consumer incentive programs and value
pricing.

e Consumer Decision Tools

Plans with more than 100,000 members are required to have online tools that
enable members to look up in real time provider-specific cost shares of common
elective inpatient, outpatient and ambulatory surgery services and prescription
drugs, and accumulations toward deductibles and maximum out of pockets
(MOOPs). Plans with fewer than 100,000 members in Covered California
business lines can provide this information to members through another method
such as a call center.

The most recent data shows that nine of Covered
California’s 11 plans, covering 99 percent of
enrollees in 2017, provide consumers with an
online tool with cost information, including four
plans with fewer than 100,000 enrollees.

Smaller plans have also confirmed that members
can obtain all cost-related information, including
provider-specific cost shares and real-time
accumulations to deductibles and maximum out-of-
pocket balances, through their call center. Not all
plans have integrated quality information into the display of each individual
provider; however, those that do not either link to independent quality sites, such
as California’s Office of the Patient Advocate (OPA), Cal Hospital Compare, or
Leapfrog, or have agreed to add links.

While providing this information for consumers is important, the utilization rate is
very low at this time and Covered California is working with plans to investigate
ways to make the information more accessible and meaningful to consumers as
well as determine whether this transparency has an effect on value.
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e Member Portal Tools
Covered California also requires its plans to report on enrollee access to
personal health information and the tools offered through their member portals.

All plans offer a comprehensive online member portal with ability to make
premium payments, search for a provider, select or change their PCP and
manage prescription drugs.

In addition, seven of Covered California’s 11 plans — covering 86 percent of
enrollees in 2017 — offer access to personal health information through their
member portal.

Conclusion

While Covered California’s initial efforts show steady improvement, the positive start
only represents the beginning of the journey. Covered California’s process of revising
and improving its quality improvement and delivery system reform standards and
requirements is anchored in understanding the best evidence available nationally and
how Covered California can best align its efforts with other purchasers.

In doing so, Covered California’s efforts should be informed by a clear picture of the
potential impacts, as well as performance benchmarks and efforts of major national and
California purchasers. To inform Covered California’s efforts, we are engaging health
plans, providers, advocates and other stakeholders as we propose revisions to
contractual terms that take effect in plan year 2021.

Covered California intends to share summary findings and seek initial feedback from
stakeholders in early 2019. Drafting, public review and discussion of the new model
contract will take place throughout summer and early fall of 2019, with an anticipated
completion date of November 2019.
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Good morning Chairwoman Eshoo, Ranking Member Burgess, and distinguished
members of the Subcommittee on Health. My name is Peter V. Lee and | serve as the
Executive Director of Covered California — California’s state-based health insurance
marketplace for the individual and small group markets. | am honored to participate in
today’s hearing. The information and perspectives | will provide are based on six years
of experience operating a robust and successful state-based marketplace as well as
over twenty years working to make sure the health care better meets the needs of
America’s consumers. | hope to help inform your deliberations on the measures before
you in committee today.

Remarkable Progress Has Been Made Under the Affordable Care Act — But
Federal Policy Actions Are Having Significant Negative Impacts on Millions of
Consumers in States Across the Nation

Our nation has made historic progress under the Affordable Care Act with millions of
Americans across the country gaining access to coverage they can count on through
the expansion of Medicaid and health insurance marketplaces since 2014. As a result,
rates of uninsured have dramatically decreased and the promise of better access to
health care and financial security has been realized by millions of American consumers.

In our state, Covered California has steadily worked to leverage its role in the market to
maintain and improve affordability of coverage, promote competition and choice for
consumers, and foster improvements in quality and delivery system reform. We have
served over 3.5 million California consumers since opening our doors in 2014, by
maintaining a very competitive market with 11 contracted health insurance carriers that
actively compete based on price and service, developed patient-centered benefit
designs that promote value and access to care, and fostered one of the healthiest risk
pools in the nation. California’s rate of uninsured has been reduced from 17.2 percent
in 2013 to an historic low of 7.2 percent in 2017 by using the tools provided under the
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Affordable Care Act, including establishing Covered California and the expansion of
Medi-Cal, California’s Medicaid program. When you count only those currently eligible
for coverage — not including individuals who are ineligible for coverage due to their
immigration status — California’s eligible uninsured rate is roughly 3 percent.

Covered California has also used all of the tools of the Affordable Care Act to build a
strong and sustainable individual market that helps keep health care premiums as low
as possible. Covered California’s 11 contracted qualified health plans (QHPs) vie for
consumers based on price and quality. Our significant investments in marketing and
outreach have led to strong, steady enrollment and one of the healthiest risk scores in
the nation. As a result, individual market health care premiums in California are
estimated to be about 20 percent lower than the national average with Covered
California’s five-year average rate increase below eight percent.

Despite this remarkable progress, we know that there is more work to be done — not
only in California, but across the nation. Affordability remains a paramount issue for
consumers, especially middle-class Americans who do not qualify for federal financial
assistance and must bear the full weight of premiums on their own. These challenges
are exacerbated by recent federal policy actions — including the federal elimination of
the individual mandate penalty, promotion of short-term, limited duration insurance, and
the reduction in marketing and outreach by the federally facilitated marketplace (FFM) —
which have chipped away at the integrity of the Affordable Care Act in much of the
nation.

These federal actions have contributed to an ongoing decline of enroliment in the FFM.
From 2016 to 2018, states served by the FFM experienced a 39 percent decline in new
enrollments, decreasing from 4 million to 2.5 million. For the 2019 plan year, the FFM
experienced a 16 percent decrease in the number of new enrollees, on top of the 39
percent decrease from the prior years. In contrast, California saw a very modest 9
percent drop in new enroliment between between 2016 to 2018. However, despite
maintaining a competitive market, steady enrollment, and a healthy risk mix, California
is feeling the effects of these federal policy changes. Earlier this month, Covered
California released its “2019 Open Enrollment Early Observations and Analysis,”
demonstrating that the federal removal of the individual mandate penalty appears to
have had a substantial impact in California which experienced a 23.7 percent decrease
in new enrollment for the 2019 benefit year.

Additionally, today, Covered California, the Massachusetts Health Connector, and the
Washington Health Benefit Exchange released a joint analysis entitled “Exploring the
Impact of State and Federal Actions on Enrollment in the Individual Market: A
Comparison of the Federal Marketplace and California, Massachusetts, and
Washington.” This report highlights the stark difference between the experiences of
consumers who live in states that have been committed to using the tools of the
Affordable Care Act and those who are now relying on the FFM. Since 2014, the
cumulative premium increase that consumers in states served by the FFM have risen by
85 percent; while in our three states the increase has been less than half of that
increase. Not only does this mean that the federal government is paying literally tens of
billions more in premium
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support through Advanced Premium Tax Credits than they would have if they’d kept
increases to the level of our states — which we estimate to be roughly $35 billion dollars
over the past five years — but the biggest impacts are felt by millions of middle class
Americans who get no financial help to pay for coverage and have been priced out of
coverage due to these federal policies.

The analysis demonstrates the critical role that the federal mandate penalty plays in
promoting stability and reducing costs. California and Washington — both of which have
used state-specific solutions to build health insurance exchanges that work and
maintain very good risk mixes — saw their new enrollment drop significantly in 2019.
Conversely, Massachusetts, which has maintained the state-level mandate penalty that
they enacted in 2006 and leaned in to expand outreach and promotion for 2019, actually
saw increases of over 30 percent in new enrollment for the 2019 benefit year.

In light of the challenges before us, we stand at a time of opportunity. While the
Affordable Care Act has provided a staunch framework that has has helped millions of
Americans gain access to health coverage and care, American consumers stand to gain
from policy efforts to build on the law as it stands today. In his first act as California’s
governor, Governor Gavin Newsom sent a letter to Congressional leadership that
outlined the ways that the Affordable Care Act can and should be improved. States like
California, Washington, Massachusetts and many others are working to preserve the
gains made and mitigate the impacts of recent federal policy actions in ways that aim to
help consumers retain access to affordable, quality coverage.

While Covered California does not take positions on legislation, we do seek to inform
the policy discussions with analysis and a real-world perspective informed by our five
years of operation. It is in this context that | appreciate the opportunity to provide these
comments and welcome a hearing that is looking ahead at how to build on a law that is
working well AND needs to be improved.

Woven throughout this testimony are examples of the work states like ours are doing to
promote stability and affordability in our marketplaces that can serve as a roadmap for
federal policy in both the short- and long-term. In this vein, the legislative proposals
before the committee today appear to reflect an effort to build on the Affordable Care
Act. Reinsurance, the Navigator program, and the work of state-based marketplaces
have each played a vital role in the successful implementation of the Affordable Care
Act. | am pleased to provide comment on the policies at the heart of each of these
proposals.

A Federal Reinsurance Program Can Effectively Help Stabilize Markets and Lower
Premiums for Consumers

One of the most effective ways to help stabilize individual markets throughout the nation
is to provide adequate federal funding through reinsurance. By covering a portion of
medical costs for enrollees who experience extremely high medical claims, a
reinsurance program lowers plan costs thus lowering premiums for all plans sold in the
individual market. As a result, reinsurance can have a profound effect on the
affordability of coverage, particularly for middle class Americans who do not now
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receive federal financial premium assistance because they are above the “cliff” at 400
percent of poverty level and who stand to directly benefit from lowered gross premiums.
Additionally, reinsurance gives carriers additional pricing certainty which can help foster
carrier participation and more competition in the market.

The Affordable Care Act included a temporary federal Transitional Reinsurance
Program for the individual market in years 2014-2016. By providing funding to carriers
to offset high cost claims prevalent in a sicker risk mix, the federal reinsurance program
fostered carrier participation in the early years of the Affordable Care Act and reduced
premiums by more than 10 percent per year (with state and regional variance in the
amount of premium reduction experienced). However, the federal Transitional
Reinsurance Program expired at the end of the 2016 plan year resulting in higher rates
for 2017 in California and other states across the nation. For example, in California the
expiration of the federal reinsurance program resulted in a one-time rate increase of
approximately 4 to 6 percent as carriers priced for the loss of federal reinsurance
funding.

In the absence of a federal reinsurance program, seven states have implemented state-
based reinsurance programs to stabilize premium increases in their individual markets
using the federal Section 1332 “state innovation” waiver process. Through the 1332
waiver process, states finance the reinsurance program using state funds, with some of
the state funding then offset by federal “pass-through” funding based on federal savings
generated by premium reductions achieved through reinsurance.

While state-based reinsurance programs may provide a potential means for some
states to stabilize markets and reduce premiums, they are absolutely not a viable
strategy for many states. State-based reinsurance programs require a significant
financial investment by states, and the amount of federal pass-through funding made
available to offset that state investment can vary greatly. In February 2019, State Value
Health Strategies released a report entitled “State Reinsurance Programs and 1332
Waivers: Considerations for States,” which highlights the significant variance in the
amounts of federal pass-through funding received by each of the states with federally
approved 1332 waivers. The percentage of the state-based reinsurance program
covered by federal pass-through funds ranges from a low of 31 percent in Minnesota to
a high of 100 percent in Alaska.

While each state is unique in terms of its own market dynamics and ability to invest
state funds into a state-based reinsurance program, not having clear and predictable
sense of how much federal pass-through funding may be available can put states at
financial risk of having to support a significant proportion of the program with state
funds. As such, state-based reinsurance programs at best only provide for a patchwork
of premium relief across states and full reliance upon state-based reinsurance does not
present either a comprehensive, sustainable or equitable solution to affordability and
stability issues throughout the nation.

Fostering and encouraging state-based solutions is vital and states that want to pursue
a 1332 waiver for state-based insurance should have that option. However, the
reinstitution of a federal reinsurance program would be available to all states, regardless
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of whether they have the funding or other capability to support a state-based program.
This would ensure that all Americans can benefit from the premium reductions and
market stability resulting from reinsurance.

Implementing a new federal reinsurance program with sufficient federal funding could
greatly reduce premiums in the individual market, both on- and off-exchange. For a
specified nominal amount of funding such as $10 billion for 2020, the net cost to the
federal government would likely be only about $3 billion since premium reductions due
to reinsurance would reduce federal expenditures on premium subsidies by
approximately 70 percent of the reinsurance spend. Additionally, because the federal
mechanism for calculating reinsurance payments (referred to as the “EDGE server”)
remains in place and could likely be “turned on” for reinsurance in a matter of months.

A federal reinsurance program makes sense for the individual market. With recent
federal policy changes such as the removal of the individual mandate penalty, a 90
percent reduction in marketing and outreach by the FFM, and the promotion of short-
term, limited duration insurance and association health plans, the risk mix of the
individual market has deteriorated, contributing to higher premiums, especially for the
middle class.

In addition, consideration of federal reinsurance for the individual market is warranted
because the individual market is unlike that for employer-sponsored insurance (ESI) for
either large or small employers. In contrast to the ESI market, many consumers in the
individual market may have some income but are unable to work full-time due to some
chronic condition. Based on risk adjustment data published by the Centers for Medicare
and Medicaid Services for 2015 through 2017, it appears that enrollees in the individual
market are approximately 19 percent higher risk than enrollees in the small group
market, and the risk difference increased over the three-year period. This is evidence
that a longer-term reinsurance program for the individual market is needed to keep
premiums more affordable for consumers who do not have ESI and who do not qualify
for other government programs.

Federal policymakers are in a position to help stabilize markets across the country by
adopting a federal reinsurance program. Federal reinsurance has been the subject of
bipartisan efforts to stabilize markets, and has been proven to be an effective tool to
keep coverage affordable and foster carrier participation, and thus competition. The
legislation before the committee today, H.R. 1425, would provide, starting in 2020, $10
billion annually to states to either establish a state reinsurance program or provide
financial assistance to reduce out-of-pocket costs for individuals buying coverage
through the exchange. It also would establish a federal reinsurance program in states
that do not apply for federal funding, thus offering a federal reinsurance fallback. While
Covered California does not promote or take positions on legislation, as a matter of
policy, this proposed legislation appears to provide states with the flexibility and choice
to leverage federal funds in a way that would best serve their consumers in the most
cost-effective way.
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While H.R. 1425 would not require a Section 1332 Waiver for implementation by states,
| would like to add, however, that to the general extent funding to states is based on the
use of the Section 1332 Waivers, there are structural improvements that could be made
to that waiver process to truly foster state innovation and allow states to meet their
consumers’ needs in alignment with the goals of the Affordable Care Act. Under current
law, the structure of the waiver requires “budget neutrality” for the federal government
over a 10-year period — meaning that total funding under a waiver cannot exceed total
funding projected to be spent in the absence of a waiver. This limits the potential for
innovation under the waiver. Changes to budget neutrality requirements under Section
1332 that would allow states to use per-member federal costs as a basis for waiver
funding would mean that rather than having coverage expansions count “against” state
efforts that lower the per-person costs of subsidies as they currently do under the
existing budget neutrality construct, budget neutrality would be calculated on a per
enrollee basis, not total spending. Given that the work in our state through Covered
California has resulted in lower per-member costs to the federal government, and thus
significant federal savings, making a change such as this would enable states like
California to better innovate and enact policies that would meet the goals of the
Affordable Care Act to expand coverage in a cost-effective way.

State-Based Exchanges are Proving Grounds for Marketplaces Done Right

Today, the Committee will deliberate on H.R. 1385 which would provide states with
$200 million in federal funds to establish state-based marketplaces. Given that Covered
California is a well-established state-based marketplace, this proposal would not impact
our state. However, | would like to take this opportunity to highlight the valuable and
innovative role that state-based marketplaces can play in helping reduce the rate of
uninsured, fostering competition, maintaining a healthy risk mix, helping make
premiums more affordable, and driving improvements in quality and delivery system
reform.

I'll begin with an oft-stated adage that bears repeating: “all health care is local.” State-
based marketplaces have the advantage of knowing and understanding their markets
and consumers in ways that can optimize performance and lead to good outcomes with
regard to enroliment, affordability, and risk mix. Covered California, as well as many
other state-based marketplaces, have leveraged the tools of the Affordable Care Act to
build strong and sustainable individual markets that have helped drive down health care
premiums. In California alone, the result is a competitive marketplace in which a stable
group of carriers vie for consumers based on price and quality. Covered California’s
significant investments in marketing and outreach — which equate to about 1.1 percent
of the on-exchange premium and is funded out of our assessment on health plans —
have led to more than one million actively enrolled consumers and one of the lowest risk
scores in the nation. As a result, individual market health care premiums in California
are about 20 percent lower than the national average.
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In addition to California, other state-based marketplaces have set models for how
successful exchanges work. State-based exchanges have lower risk scores on average
than the FFM. ' As outlined in our comparative analysis of California, Massachusetts
and Washington exchanges to the FFM, each of our three states has used state-specific
solutions to build health insurance exchanges that work, including:

e Active outreach and marketing.
e State policies that ensure a stable and competitive individual marketplace.

e To varying extents, playing active roles in the certification of QHPs to ensure
quality and affordable products.

e Having common patient-centered benefit designs and improved choice
architecture to simplify the purchase experience and have consumers focus on
price and quality.

The result has been that these three states have been successful at restraining growth
in the average benchmark premium, holding average annual increases to less than 7
percent since opening in 2014. During the same period, the FFM average benchmark
premiums have grown at an average rate of over 13 percent.? In 2019, average
benchmark premiums in the FFM are now 85 percent higher than they were in 2014,
while the weighted average increase across the three states was 39 percent. Had the
FFM experienced the lower premium growth seen in California, Massachusetts, and
Washington, the federal government could have seen saved as much as $14 billion in
2018, or cumulative savings of approximately $35 billion, based on reduced
expenditures on federal premium subsidies. Additionally, lowered premiums through
the FFM could have provided direct savings to millions of Americans who do not receive
any subsidies making them less likely to have been priced out of coverage.

Recent changes to federal policy appear to have impacted new enroliment in our three
State-based marketplaces. While the FFM has seen new enrollments drop
considerably from 2016 to 2018 — a 40 percent drop from 4.0 million to 2.5 million — our
marketplaces held steady given the state-based efforts that have driven new enroliment
and kept markets stable despite changing policies at the federal level. However, for the
2019 open enroliment, it appears that the loss of the individual mandate penalty has
been a significant driver of lower numbers of new enrollment for California and
Washington. Both states with healthy risk mixes - saw their new sign-ups drop off
significantly, 24 percent and and 50 percent, respectively. The FFM also experienced a
16 percent decline on top of the 40 percent cumulative decline from 2016 to 2018. In
contrast, Massachusetts saw a 31 percent increase in the number of new sign-ups. A
major distinction between Massachusetts and California, Washington, and the FFM is
that it had in place since 2006 its own state individual mandate penalty and also adds

! Health Affairs (July 2018). National vs. California Comparison: Detailed Data Help Explain the Risk Differences
Which Drive Covered California’s Success.
https://www.healthaffairs.org/do/10.1377/hblog20180710.459445 /full/

2 Analysis of enrollment weighted average benchmark premiums reported by Kaiser Family Foundation (2014-
2019): https://www.kff.org/health-reform/state-indicator/marketplace-average-benchmark-premiums/



https://www.healthaffairs.org/do/10.1377/hblog20180710.459445/full/
https://www.kff.org/health-reform/state-indicator/marketplace-average-benchmark-premiums/
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additional states subsidies for enrollees. The state of Massachusetts invested more in
outreach and marketing for the 2019 plan year and — building on a “culture of
coverage” where residents know they need to get coverage — residents of the state are
the winners.

In California, Governor Newsom and the California State Legislature are actively
considering taking action to protect the Affordable Care Act from erosion by federal
action by proposing to implement a state-level individual mandate penalty. At the same
time, they are also showing notable leadership by proposing additional subsidies to low-
and middle-income Californians — including groundbreaking proposals to provide
financial assistance to individuals with household incomes up to 600 percent of the
federal poverty level. If enacted, this policy would make California the first in the nation
to address the subsidy “cliff’ by providing financial help to those members of the all-too-
often forgotten middle class who currently bear the full cost of coverage all on their own.

Covered California has helped inform these state policy efforts by developing policy
options that can improve affordability and expand upon the progress we have made in
our state. On February 1, 2019, Covered California released a report entitled, “Options
to Improve Affordability in California’s Individual Health Insurance Market,” which
outlined modeling and analysis of the impacts of various state-based policies to improve
affordability including a state individual mandate penalty, premium and cost-sharing
subsidies, and reinsurance. | will note that while California and other states are charting
a path forward with these efforts, in many instances these types of policies are better
done at the federal level — as reflected in Governor Newsom'’s letter to Congress.
When we completed this report for the Governor and California’s legislature, we also
sent it via a letter to Congressional leadership sharing our work with the hope that it
may serve as a roadmap for federal policymakers to the extent Congress presses
forward on health care policy in both the short- and long-term for the benefit of all
Americans.

Finally, in light of your consideration of the policy merits of H.R. 1385, I'd like to take this
opportunity to share some of the core elements specific to Covered California that serve
as examples of a marketplace done right:

e Curating a competitive marketplace that promotes affordability and value
for consumers
Covered California actively negotiates with its contracted QHPs in an effort to
keep premiums affordable, ensure access to care by consumers, and promote
competition among carriers that fosters choice and value for consumers.
Covered California’s patient-centered benefit designs, which are designed to
encourage access to care — including access to outpatient services outside of
deductibles — promote enrollment and retention, and result in Covered California
QHPs competing on price, provider networks, and service, all to the benefit of
consumers.

e Advancing improvements in quality and delivery system reform
Since its inception, Covered California has set forth standards and requirements
for quality improvement and delivery system reform in its contracts with its
qualified health plans with the goal of lowering costs and making sure consumers


https://hbex.coveredca.com/data-research/library/CoveredCA_Options_To_Improve_Affordability.pdf
https://hbex.coveredca.com/data-research/library/CoveredCA_Options_To_Improve_Affordability.pdf
https://hbex.coveredca.com/PDFs/CoveredCA-OptionsLettertoCongress-2-01-19.pdf
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get the right care, at the right time and in the right setting. These requirements,
which exceed those set by the Affordable Care Act, aim to address underlying
costs of health care and promote better quality. For example, our qualified health
plans are required to work toward improving health outcomes and patient safety,
prevent hospital readmissions and reduce medical errors and health disparities.
Covered California is currently in the process of revising its quality improvement
and delivery system requirements for QHPs. We recently issued a report
entitled, “Covered California’s Efforts to Lower Costs While Ensuring Consumers
Get the Right Care at the Right Time,” which provides an early look at the results
of Covered California’s work to improve care and promote better quality while
reducing costs. | would be happy to provide a copy to the committee which could
help inform congressional discussions about how to address rising costs of
health care and delivery system reform.

e Investing in marketing and outreach
While the federal government has significantly reduced its marketing
investments, Covered California has continuously made major investments in
marketing and outreach leading to steady enroliment, one of the healthiest risk
mixes in the country, and lower premiums. In its landmark report, “Marketing
Matters: Lessons from California to Promote Stability and Lower Costs in
National and State Individual Insurance Markets,” Covered California outlines
that selling health insurance is uniquely challenging and that while sick people
are motivated to buy health insurance, healthier people need to be reminded,
nudged and encouraged. Marketing is necessary to overcome innate biases that
discourage consumers from purchasing something that does not provide
immediate returns. A recent analysis, “National vs. California Comparison:
Detailed Data Help Explain the Risk Differences Which Drive Covered
California’s Success,” cites Covered California’s high marketing and outreach
spending and efforts as being associated with its better risk scores and a
contributing factor to its success in stabilizing the individual market both on- and
off-exchange.

While there are many opportunities for the FFM to use existing evidence and itself
implement these policies, there is evidence indicating that state-based exchanges
perform well when they leverage tools and resources in innovative ways to reach and
serve consumers. The state-based marketplaces that are in existence today benefited
from receiving federal “establishment funds” to help start up in the early years of ACA
implementation. Federal establishment funds expired, and today no state-based
marketplace receives federal funds in order to operate. However, it is not clear that
states would have made the early investments required to create the new state-based
marketplaces that have taken shape over the past eight years, had it not been for early
federal support.

Many states may be very interested in receiving federal support to inform their decisions
about whether or not to establish their own state-based marketplaces that would serve
in the best interest of their residents and leverage their own innovations to provide
affordable and sustainable options for health care. In addition, the bill gives states until
2024 to implement a self-sustaining state-based marketplace — essentially allowing


https://www.coveredca.com/news/pdfs/CoveredCA_Efforts_to_Lower_Costs_3-19.pdf
https://www.coveredca.com/news/pdfs/CoveredCA_Efforts_to_Lower_Costs_3-19.pdf
https://hbex.coveredca.com/data-research/library/CoveredCA_Marketing_Matters_9-17.pdf
https://hbex.coveredca.com/data-research/library/CoveredCA_Marketing_Matters_9-17.pdf
https://hbex.coveredca.com/data-research/library/CoveredCA_Marketing_Matters_9-17.pdf
https://www.healthaffairs.org/do/10.1377/hblog20180710.459445/full/
https://www.healthaffairs.org/do/10.1377/hblog20180710.459445/full/
https://www.healthaffairs.org/do/10.1377/hblog20180710.459445/full/
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them the opportunity to build from lessons learned from other states. To the extent that
the federal government can continue to foster the laboratory of the states through state-
based marketplaces, providing states with support that gives them the latitude to
develop and establish their own state-based marketplace has the potential of going a
long way in boosting consumer enrollment in the health insurance marketplace.

Navigator Funding and Program Requirements

As the committee deliberates H.R. 1386 which would fund the Navigator program for the
FFM $100 million per year, among other provisions, | would refer back to California’s
experience which shows that a stable individual insurance market does not just happen
on its own — investments in marketing, outreach, and enroliment assistance play a vital
role in maintaining enrollment and attracting healthy risk which in turn can lower
premiums, encourage carrier participation, and foster stable markets. Under the
Affordable Care Act, Navigator programs provide outreach, education, and enrollment
assistance to consumers eligible for marketplace coverage and are funded by
marketplaces. Navigator grantees play an important role in the constellation of service
channels facilitating marketplace enrollment, particularly among traditionally
“‘underserved” populations.

In 2017, CMS reduced funding for Navigator programs serving states in the FFM by 43
percent, from $63 million awarded in 2016 to $36.1 million for 2017. On a state-by-state
basis, the funding reduction ranged from 0 percent to 96 percent from the amounts
Navigator grantees were expecting for the 2017-18 program year.> CMS also reduced
all other marketing expenditures by 90 percent, from $100 million in advertising in 2017
to $10 million for 2018. On September 12, 2018, CMS released funding awards for
Navigators serving consumers in the FFM which reduced funding to $10 million.
Compared to 2016, federal Navigator funding for the 2018-19 program year reflects an
84 percent reduction. The number of Navigator grantees serving the FFM states was
104 in 2016 compared to 40 for the 2018-19 year.

In California, we have a Navigator program that complements and supplements the
work of over 12,000 certified licensed agents. Our competitive grant program for
Navigators has selected organizations rooted in communities throughout the state
serving distinct and diverse populations, many of which require one-on-one assistance
delivered in culturally and linguistically appropriate ways. As such, Covered California’s
investments in the Navigator program have generally held steady between 2016 to
today. In 2016, funding for the Navigator program in California was $7.1 million. For
2018-19, Covered California allocates approximately $6.5 million (reflecting
approximately 0.08 percent of the premium dollar) to 102 grantees (42 lead Navigator
entities and 60 subcontractors). In 2018, approximately 2.5 percent of Covered
California enrollees, roughly 40,000 consumers, were enrolled in Covered California
through Navigators, with about 3.5 percent (about 60,000) being enrolled through our
uncompensated but supported Certified Application Entities.

3 Kaiser Family Foundation. September 2018. Data Note: Further Reductions for Navigator Funding in Marketplace
States. https://www.kff.org/health-reform/issue-brief/data-note-further-reductions-in-navigator-funding-for-
federal-marketplace-states/



https://www.kff.org/health-reform/issue-brief/data-note-further-reductions-in-navigator-funding-for-federal-marketplace-states/
https://www.kff.org/health-reform/issue-brief/data-note-further-reductions-in-navigator-funding-for-federal-marketplace-states/
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Navigators are part of a comprehensive investment by marketplaces and others in
consumer acquisition. In addition to Navigator programs, Covered California makes
significant investments in marketing and advertising; digital advertising and
engagement; earned media, quality customer service through our Service Centers;
support for licensed and certified agents and brokers; patient-centered benefit designs
that provide value; and many efforts to provide a positive consumer experience. In
addition, Covered California’s QHPs make investments to attract and retain enrollment
through competitive pricing, marketing, agent commissions and others.

As the committee evaluates the goals and merits of increased Navigator funding, it
should consider the valuable role Navigators play in providing outreach, education and
enrollment assistance to consumers in need. The committee should also consider how
the Navigator program fits with within the comprehensive efforts across marketplaces,
agents and brokers, carriers, and others promoting coverage and providing enrollment
assistance as it determines the level of federal funds for the program.

Additionally, the proposed legislation would impose new requirements related to
Navigators, both those serving the FFM states as well as state-based marketplaces.
One such proposed provision would prohibit the U.S. Department of Health and Human
Services (HHS) from taking into account a Navigator entity’s capacity to provide
information related to association health plans or short-term, limited duration insurance
in awarding grants. In California, a new law* taking effect this year bans the sale of
short-term, limited duration insurance in the state, so our Navigator grantees would not
be allowed to enroll individuals into such plans. However, with federal policies
promoting the sale of short-term, limited duration insurance and association health
plans as cheaper alternatives to the comprehensive coverage consumers can purchase
through the marketplace, this provision appears to be timely and relevant to others
states throughout the nation.

Short-term, limited duration insurance does not need to comply with the consumer
protections of the Affordable Care Act, allowing these policies to deny coverage based
on pre-existing conditions or other factors. Additionally, contrary to the comprehensive
coverage guaranteed to be issued under the Affordable Care Act, this type of insurance
generally covers a limited set of services and can include annual and benéefit limits. The
promotion of this type of coverage can not only leave consumers who purchase it
vulnerable to health and financial risk when they need care, it can also have negative
impacts to individual markets where they are sold. These products lead to the
siphoning of healthy individuals out of the marketplace as they may take the risk of
buying cheaper coverage with limited benefits. This will leave sicker enrollees who
need the protection of comprehensive coverage in the marketplace, which creates
adverse selection and can drive up premiums for everyone.

While it is unclear to what degree Navigator entities would promote short-term, limited
duration insurance or association health plans given their general commitment to the

4 Senate Bill 910 (Hernandez, Chapter 687, Statutes of 2018), commencing January 1, 2019, prohibits a health
insurer from issuing, selling, renewing, or offering a short-term limited duration health insurance policy, as
defined, for health care coverage in California.
http://leginfo.legislature.ca.gov/faces/bilINavClient.xhtmI?bill_id=201720180SB910


http://leginfo.legislature.ca.gov/faces/billNavClient.xhtml?bill_id=201720180SB910

March 6, 2019
Page 12

goals of the Affordable Care Act, this issue merits consideration as you deliberate on
this legislation.

Conclusion

| will close my testimony by stating that, as a nation, we are at a pivotal time in health
care. This subcommittee and all members of Congress will be faced with challenging
decisions that will have real and significant impacts on the lives of Americans
throughout the country. Having served as the only Executive Director for Covered
California, | have been witness to both the remarkable achievements made thus far, as
well as challenges overcome as our state-based marketplace moved from being start-
up to now being a robust, financially solid, successful exchange serving millions.
Despite some of the contentions around the passage of the Affordable Care Act, it is fair
to say that the Affordable Care Act is the most significant health care-related legislation
since the establishment of Medicare and Medicaid in 1965. Like Medicare, the
Affordable Care Act was not perfect upon enactment. Also like Medicare — which has
been revised many times — it can and should be reviewed, revised and improved. To
the extent that federal policy discussions can shift toward building on the progress of the
Affordable Care Act, we are hopeful that the work of Covered California and other state-
based marketplaces can serve as a roadmap for the nation.

Again, | would like to thank the committee for inviting me to testify on this set of timely
and relevant proposals. | am honored to represent Covered California, and always aim
to help inform the health policy dialogue at both state and federal levels. To that end, |
encourage you to use Covered California as a resource, and do not hesitate to reach
out to us if we may provide you with any information or lessons learned that can assist
you as you consider health care proposals that come before you in Congress.

Peter V. Lee
Executive Director
Covered California
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Exploring the Impact of State and Federal Actions on
Enrollment in the Individual Market

The sixth open-enrollment period under the Patient Protection and Affordable Care Act for plan year 2019 recently concluded. This open-
enroliment period was the first since the launch of the Affordable Care Act in which the individual coverage mandate penalty was set to zero
by federal action. The 2019 open-enrollment period also marked the third year in which the federal government continued a strategy of
dramatically reducing its support and efforts to encourage enroliment in the states served by the federally facilitated marketplace (FFM).

The analysis in this report reflects a joint effort on behalf of three state-based marketplaces (SBMs) — California, Massachusetts and
Washington — to better understand how their experiences differ from that of states served by the FFM and seeks to inform policy-makers
by conducting early analysis of their enrollment experience.

This analysis focuses on two key dimensions of the performance of the individual markets over the past five years:

« Change in premium: Premium increases are critical indicators of individual markets’ performance because of the direct relationship
between premium increases and cost to the federal government, and more importantly, impacts on unsubsidized individuals who bear the
full costs of these increases.

« Change in new enrolilment: New enrollment (and not renewals or “total” enrollment) is the focus of this analysis because it is a better
“leading” indicator of the impact of efforts to keep the individual market healthy and to lower costs, and because for 2019 the renewal
figures do not reflect paid renewals, which may drop significantly with the removal of the penalty.

The analysis concludes with issues that warrant further investigation. The appendices include background information on states’ activities
and references.



State Solutions to Promote Enroliment in the Individual Market

California, Massachusetts and Washington are all state-based marketplaces that have used state-specific
solutions to build health insurance exchanges that work. These strategies have included:

* Active outreach and marketing.
« State policies that ensure a stable and competitive individual marketplace.

« To varying extents, playing active roles in the certification of qualified health plans (QHPs) to ensure quality
and affordable products and having common patient-centered benefit designs and improved choice
architecture to simplify the purchase experience and have consumers focus on price and quality.

« Expanding their Medicaid programs through the Affordable Care Act and coordinating with state Medicaid
agencies.

Examples of these activities and references to research on these states’ efforts are included in the appendices.



From 2014 to 2019, Premiums in the FFM Have Grown at a Much Higher
Rate Than Premiums in California, Massachusetts and Washington Have

Compound Annual Growth Rate of Average
Benchmark Premium

Together, Massachusetts, Washington and 2014 to 2019
California have been very successful at restraining 13.1%

growth in the average benchmark premium,

holding average annual increases to less than 7

percent since the marketplaces opened in 2014.

7.7%
During the same period, FFM average benchmark 6.8%
premiums have grown at an average rate of over 6.0%
13 percent. 4.4%
FFM CA +MA + CA WA MA
WA

Analysis of enrollment weighted average benchmark premiums reported by Kaiser
Family Foundation (2014-19): https://www.kff.org/health-reform/state-
indicator/marketplace-average-benchmark-premiums/. FFM includes SBM-FP states.
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The Cumulative Premium Increase in FFM States Has Been More Than
Twice as Much as That of California, Massachusetts and Washington

Cumulative Growth (%) in Benchmark
Premiums Compared to 2014

As of 2019, average benchmark premiums in the FFM are now 85 100%

percent higher than they were in 2014. The weighted average increase
of the three states was 39 percent.

85%

80%

Had the FFM experienced the lower growth seen in California, o

Massachusetts and Washington, the estimated savings to the federal .
government from lower premium payments for those receiving
Advanced Premium Tax Credits could have been as much as $14
billion in 2018, or a cumulative savings of roughly $35 billion. However,
it is likely that some federal costs would have risen with increased

enrollment.

20%

0%

-20%
More direct savings would have been realized by the millions of
Americans who do not receive subsidies: They would have both paid -40%
far less in FFM states and would have been less likely to have been _._2F°F1M4 20C15/MA/W§%%O 2017@\ o WA _20.1,9 VIA
priced out of coverage.

Chart shows analysis of enrollment weighted average benchmark
premiums reported by Kaiser Family Foundation (2014-2019):
https://www.kff.org/health-reform/state-indicator/marketplace-average-
benchmark-premiums/. Estimates of cost savings use benchmark
premium data. FFM includes SBM-FP states.



https://www.kff.org/health-reform/state-indicator/marketplace-average-benchmark-premiums/
https://www.kff.org/health-reform/state-indicator/marketplace-average-benchmark-premiums/

2016 to 2018

New Sign-Ups During Open Enroliment for 2019:
Penalty and State Subsidies Appear to Drive Major Differences

FOR 2019

Percent Change in New Plan Selections

By Marketplace - 2016 to 2018
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* From 2016 to 2018, the FFM saw its level of new enroliments in open
enrollment drop considerably — from 4.0 million to 2.5 million, a drop of

40 percent.

« By contrast, California, Washington and Massachusetts had relatively
steady numbers of new sign-ups during open enroliment, from 547,000
to 516,000 in 2018, a drop of 6 percent.

weekly-enrollment-snapshot-2019-enrollment-period), along with stafe data from CA, MA and WA. FFM includes SBM-FP states. Kentucky excluded due fo shitt from SBM fo SBM-FP between 2016 and 2017 plan year.

Percent Change in New Plan Selections
By Marketplace - 2018 to 2019
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For 2019, the 16 percent decline in the FFM was on top of a 40 percent
cumulative decline from 2016 to 2018.

California and Washington — both states with very good risk mixes — saw their
new sign-ups drop off significantly.

Washington saw lower enrollment, particularly among unsubsidized consumers,
due to affordability concerns.

Massachusetts, which still has a state mandate and adds additional state
subsidies for enrollees, saw substantial increases in new enrollment.

Analysis of CMS/ASPE reported plan selections in public use files (https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/Marketplace-Products/index.html) and using 2019 releases from CMS (https://www.cms.gov/newsroom/fact-sheets/final-
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Need for Additional Research: Outstanding Major Questions

These initial observations are not conclusory analysis. Many factors influence the outcomes on premiums and enrollment reviewed here,
including changes in regional market conditions for the cost of health care, labor market dynamics and other state-specific dynamics. As
discussed in the Covered California 2019 Open Enrollment Early Observations and Analysis, additional analysis is needed to better
understand why enrolliment changes over time and between states. The following are some of the areas of investigation that are not within
the scope of this analysis (and most are areas for which data is not yet available):

1. Off-exchange Impacts: \What has the enrolilment change been in the off-exchange market, where no financial assistance is helping
consumers reduce their premiums?

2. Effectuated Enrollment: How have retention rates among renewing consumers (after payment of new year’s premium) been affected?
3. Risk Mix: Does a lower level of new enrollment translate into a worse risk mix, suggesting large premium increases are on the horizon?

4. Public Charge: What impact could the proposed shift in the federal application of the “public charge” have had on enroliment in
immigrant communities?

5. End Date for Open-Enrollment Period: How does shortening or altering the open-enrollment period affect enrollment? (The FFM closes
open enroliment on Dec.15. For the three states in this analysis, open enroliment closed on Dec. 28 (Washington), Jan. 15 (California),
and Jan. 23 (Massachusetts).

6. Other State-Specific Considerations: Expansion of Medicaid, marketing spend, availability and enrollment of alternative plans (short-
term and limited-duration plans).



APPENDIX



Plan Selections From 2019 in Context

SUMMARY OF ENROLLMENT TRENDS BY MARKETPLACE

HIGHLIGHTING PLAN SELECTION CHANGES BETWEEN 2016->2018 and 2018->2019

2016 2017 2018 ST RIS 2019 % Change TR
L EIL U R ED 2 Count Count Count oo CIETIEL Count (2018->2019) 2 (BENEE
(2016 -> 2018) (2016 -> 2019)
FFM 4,025,637 | 2,932,321 | 2,432,833 -39.6%| 2,051,270 -15.7% -49.0%
New Plan Massachusetts 47,360 65,274 49,620 4.8% 65,119 31.2% 37.5%
Selections Washington 74,545 91,494 78,475 5.3% 39,237 -50.0% -47.4%
California 425,484 368,368 388,344 -8.7%| 295,980 -23.8% -30.4%
FFM 5,600,345 | 6,188,329 | 6,221,240 11.1%| 6,275,724 0.9% 12.1%
. | Massachusetts 166,523 201,390 217,640 30.7%| 236,760 8.8% 42.2%
enewais
Washington 126,146 134,100 164,752 30.6%| 183,399 11.3% 45.4%
Covered California 1,149,856 | 1,188,308 | 1,133,180 -1.5%| 1,217,903 7.5% 5.9%
FFM 9,625,982 | 9,120,650 | 8,654,073 -10.1%| 8,326,994 -3.8% -13.5%
Total Massachusetts 213,883 266,664 267,260 25.0%| 301,879 13.0% 41.1%
ota
Washington 200,691 225,594 243,227 21.2%| 222,636 -8.5% 10.9%
Covered California 1,575,340 | 1,556,676 1,521,524 -3.4%| 1,513,883 -0.5% -3.9%

Analysis of CMS/ASPE reported plan selections in public use files (hitps://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/Marketplace-Products/index.html) and using 2019 releases from
CMS (https://www.cms.gov/newsroom/fact-sheets/final-weekly-enroliment-snapshot-2019-enroliment-period), along with state data from CA, MA, and WA. FFM includes SBM-FP states. Kentucky excluded due to shift from
SBM to SBM-FP between 2016 and 2017 plan year.



https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/Marketplace-Products/index.html
https://www.cms.gov/newsroom/fact-sheets/final-weekly-enrollment-snapshot-2019-enrollment-period

Massachusetts’s Expanded Activities for 2019 Open Enrollment Appears to
Have Been a Key Driver in Growth in New Enrollment

Massachusetts Health Connector staff used state-level data to identify uninsured communities and populations. This analysis
helped to refresh and tailor open enroliment outreach to the current landscape of uninsurance and real-time needs in the market.

Open enrollment for 2019 (OE19) outreach included very clear, simple messaging through the enrollment period (unlike last year,
when new Silver-tier loading dynamics caused disruption).

There was an overall increase in community engagement activities, paid media and earned media:

Pre-OE tour events 9 events 14 events 56%
Total earned medial placements and interviews 116 placements 154 placements 33%
Paid radio spots 2,096 radio spots 3,549 radio spots 69%
Paid TV spots 723 TV spots 1,164 TV spots 61%

This was the Health Connector’s third year working with a marketing and communications firm that was charged with “creating a
culture of coverage” in underinsured communities through tailored, data-driven outreach. New member gains in OE19 may be the
result of that long-term commitment and the resulting consistency in messaging.

Massachusetts also launched a comprehensive #StayCovered campaign to educate the state population about its continuing
individual mandate and about the importance of “shopping smart” for comprehensive health coverage that meets state standards.



Driving Enrolilment Through Targeted Outreach in Washington State

Washington Healthplanfinder has had success in partnering with community organizations to enroll
targeted groups.

V,
W\ 4

Community fairs, festivals, and events.
Health fairs and immunization clinics.
Schools (K-12, higher ed., alternative).
WorkSource adult and youth programs.
Libraries.

Jails and drug courts.

Low-income housing complexes.
Farms and orchards.

Shelters.

Food banks.

Farmers markets.

Faith-based organizations.

WIC and other social services offices.

Project Homeless.

English and foreign language radio and TV spots.
Mobile medical outreach.

Native navigators (Russian, Ethiopian, COFA
Islander).

WorkSource youth programs.
Fiestas Patrias.

Kitsap Public Health Alerts.
Methadone clinics.

Hockey league.

Stonewall Youth (LGBTQ).
Back-to-school events.
Salvation Army.

Small businesses. 10




Outreach in California: Outreach and Marketing Matter in
California to Achieve a Healthier Risk Mix and Lower Premiums

Outreach and marketing efforts reflect a range of evidence- o

based activities, including paid advertising and marketing, o tC°"§"eddcﬁ"ff(":_'as|2°18't19 t
. . . . . e utreach an arketing investments

funding a community navigator program, supporting certified $107M (out of total $340M budget)

agents and promotion through earned media.
Communications and PR

- . . $5.2 million
The $107.4 million spend is about one-third of Covered Program Integrity \

California’s budget and reflects about 1.1 percent of on- $7.7 million
exchange premium revenue.
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E&C SUBCOMMITTEE ON HEALTH:
LEGISLATION TO LOWER CONSUMER COSTS AND EXPAND ACCESS

EXECUTIVE SUMMARY

Members of the House Energy & Commerce Subcommittee on Health convened a hearing to discuss three
bills intended to lower costs and improve access: H.R. 1425, the State Health Care Premium Reduction
Act; H.R. 1386, the Expand Navigators Resources for Outreach, Learning and Longevity (ENROLL) Act;
and H.R. 1385, the State Allowance for a Variety of Exchanges (SAVE) Act. Witnesses Peter Lee of
Covered California and Ms. Audrey Morse Gasteier of Massachusetts Health Connector provided insight
as to how successful state-based health insurance exchanges are organized and administered. Mr. J.P.

Wieske from Wisconsin advocated for more innovative ways for patients to enroll in the health system
through privatization and technology. Members were supportive of state reinsurance flexibility to lower
premiums; however, Members were split on the effectiveness of patient navigators and the sustainability of
state-based insurance markets.

OPENING STATEMENTS

Subcommittee Chairwoman Anna Eshoo (D-CA) began her opening statement by expressing support for
the three proposed bills and restated Democrats’ commitment to lower costs for Americans. She asserted
that the proposed bills bring down the cost of health insurance by allowing funding and flexibility to
improve the individual market and increase choices, and added that reinsurance can be useful to account
for those with preexisting conditions and to lower costs for middle class Americans.

In his opening statement, Ranking Member Michael Burgess (R-TX) expressed his disappointment in
the lack of bipartisanship on these bills, especially on the topic of reinsurance. He stated that Republicans
are supportive of reinsurance and state stability funds as cost reduction programs, but feels the current bill
is too restrictive. Instead Ranking Member Burgess prefers the flexibility afforded in his own bill, in H.R.
1510. With regard to the patient navigator program, he felt that current data demonstrated minimal
effectiveness. The Ranking Member felt similarly pessimistic about state-based exchanges and their long-
term sustainability.

Full Committee Chairman Frank Pallone (D-NJ) supported the proposed legislation’s ability to reduce
cost and improve access in his opening statement. Chairman Pallone explained how ‘“access” includes
consumer access to important information to make the right decisions and how critical the navigators
program is to this aspect. He said that the SAVE Act would allow states with Republican Governors the
ability to tailor their market places to the states’ needs. Chairman Pallone concluded that state reinsurance
programs have been able to effectively lower premiums and a federal law could build upon this success.
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WITNESS TESTIMONY

Mr. Peter Lee, Executive Director of Covered California, testified that recent federal policy actions have
had negative impacts, but that California aims to use all of the tools of the ACA to improve access and
affordability. He provided findings from a recent report that demonstrated that state-based market premium
increases are half that of federal market premium increases. Mr. Lee asserted that reinsurance can help
middle-class Americans who do not qualify for subsidies by lowering premiums and stabilizing the market.
Finally, he noted that California has a robust patient navigator program that, coupled with outreach, has
allowed California to maintain robust enrollment and keep premiums down.

In his testimony, Mr. J.P. Wieske, Vice President of State Affairs at the Council for Affordable Health
Coverage, stressed that while the ACA provides many useful tools, it has also created new problems. He
suggested that other mechanisms — such as smart phone apps — be utilized to enroll patients, rather than
inefficient navigators. Mr. Wieske did support the use of reinsurance, but highlighted that it does not reduce
costs directly, and suggested other tools should be used for cost reduction.

Ms. Audrey Morse Gasteier, Chief of Policy at Massachusetts Health Connector, testified that
Massachusetts has enjoyed success in their state-based exchange due in part to the benefit of time, and
hopes to share best practices. She boasted that Massachusetts has nearly universal coverage at 97 percent,
and the lowest average premiums. Ms. Gasteier provided that the keys to success have been the connector
care program that provides additional subsidies and Massachusetts’ navigator and outreach program that
ensures a robust market and increases coverage. She concluded that Massachusetts’ state-based exchange
is critical to the success of the program because it allows for flexibility.

MEMBER DISCUSSION

HR 1425 — State Health Care Premium Reduction Act

Several members asked the witnesses how federal reinsurance would be best carried out compared to
existing state-run Section 1332 waivers that allow reinsurance. Rep. Fred Upton (R-MI) questioned how
states can have more flexibility with regard to reinsurance. Mr. Wieske stated that flexibility is key as “one
size does not fit all”” and a state option with a federal fallback would be best. Rep. Kurt Schrader (D-OR)
asked what limitations states could face when designing their own reinsurance programs. Mr. Lee provided
that states must choose where to allocate the funds. For instance, he said that if the funds go to straight
reinsurance, states could reduce premiums by 7 percent. Alternatively, states can target the population at
400-600 percent of the federal poverty level to lower premiums for those without subsidies.

HR 1386 — Expand Navigators Resources for Qutreach, Learning and Longevity (ENROLL) Act

A majority of member discussion was centered around the patient navigators program and the benefit or
lack of benefit it provides to the individual market place. Rep. Doris Matsui (D-CA) asked Ms. Gasteier
how Massachusetts has achieved greater enrollment through the use of data. Ms. Gasteier responded that
data is used to identify populations who are most likely to be uninsured and then navigators are strategically
placed to target these populations. Rep. Matsui continued that California has premiums 20 percent lower
than the national average and asked Mr. Lee how this was achieved. Mr. Lee credited their navigator and
outreach program that keeps their risk pool large and premiums stable.
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Rep. Kathy Castor (D-FL) highlighted how cuts to the navigator program had a negative impact on rural
areas in Florida, which impacted affordability statewide. Ms. Gasteier agreed that the market performs
better when coverage can be widespread. Mr. Lee added that navigators are useful in areas to which
insurance agents do not have access. Rep. Tony Cardenas (D-CA) asked Mr. Lee to explain how the
California navigator program functioned. Mr Lee explained that navigators are used to fill the gaps that
insurance agents do not fill, such as Spanish speaking communities. He continued that individuals who use
navigators make better decisions and are often healthier than individuals who enroll online.

Republican representatives were not as supportive of the use of navigators. Rep. H. Morgan Griffith (R-
VA) stated that the navigator program received $62 million in funding, but enrolled less than 1 percent of
the total enrollees in the federal market place. Rep. Griffith then asked Mr. Wieske why the program should
receive more funding if it is not effective. Mr. Wieske provided that insurance agents have proven more
effective in enrolling patients than navigators in Wisconsin, but this could vary from state to state. He added
that Wisconsin experienced problems with people posing as navigators. Rep. Larry Bucshon (R-IN)
offered that his state of Indiana spent approximately $1 million to enroll 606 enrollees and asked Mr.
Wieske if there should be a cap on navigator funding per enrollee or a penalty for not meeting enrollment
goals. Mr. Wieske responded that navigators are typically required to spend their funding as soon as it is
received but some sort of penalty could be imposed.

HR 1385 — State Allowance for a Variety of Exchanges Act (SAVE)

Rep. Brett Guthrie (R-KY) recounted the history of awards for state-based insurance markets, and how
many states were unable to create their own, even with unlimited funding. Rep. Guthrie asked Mr. Gieske
what barriers Wisconsin faced in creating their market. Mr. Gieske responded that Wisconsin ultimately
retuned their award because of lack of flexibility attached the grant and that the cost per person to create
the system would be too high. Rep. Earl Carter (R-GA) cited how half of the 12 state-based exchanges
received grades of either D or F and asked why. Mr. Gieske replied that improvements are often costly and
difficult.
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ISSUE BRIEF

The majority of enrollees who purchase health coverage through Affordable Care Act (ACA)
exchanges receive premium tax credits to help them afford their monthly premiums. To a large
extent, subsidized enrollees are shielded from premium increases because their subsidies rise
along with premiums. On the other hand, middle-income people with incomes above 400% of the
Federal Poverty Line (“FPL”, equal to $48,560 for an individual and $100,400 for a family of four
in 2019) are not eligible for subsidies and may struggle to afford ACA-compliant plans.

Marketplace enrollment among subsidized enrollees rose from 8.7 million in 2015 to 9.2 million in
2018. However, premiums increased significantly, and the number of unsubsidized enrollees in
ACA-compliant plans has fallen over this same period from 6.4 million to 3.9 million. Unlike
subsidized enrollees, those with incomes over 400% of poverty have to bear the full cost of
premium increases if they buy an ACA-compliant plan.?

While premiums for ACA Marketplace plans are holding_steady or falling slightly on average in
2019, whether ACA plan premiums are actually affordable for an individual depends on where
they live, how old they are, and how much money they make. We analyzed 2019 premiums data
to show how affordable the lowest-cost ACA Marketplace plan is in each county, by age and
income, with a focus on middle-class people whose incomes are too high to qualify for subsidies.

This brief finds that affordability challenges are particularly acute for older adults with incomes
just above the premium subsidy cutoff (400% of poverty), particularly in rural areas where
premiums are highest.

Figure 1

Most unsubsidized enrollees who enroll in ACA-compliant plans do so outside of the
Marketplace. This brief only includes premiums for plans that are available on the Marketplace,
but bronze premiums for people who are not eligible for subsidies are generally similar whether
an enrollee buys through the Marketplace or not. (In all but 14 counties, the lowest-cost plan
available is a bronze plan.)
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The interactive map shows a substantial decline in affordability between a $45,000 income
(which would put an individual at 371% of the poverty level and make them eligible for subsidies)
and $50,000 (412% of poverty and therefore not eligible for subsidies). This phenomenon is
referred to as the “subsidy cliff” because subsidy eligibility ends sharply at 400% of poverty
without a phase-out, even if premiums represent a substantial share of income for those above
400% of poverty.

In 21% of counties, a 40-year-old making $50,000 would have to pay more than 10% of their
income for the lowest-cost plan in the Marketplace. However, because premiums are lower in
urban areas than in rural areas, just 8% of Marketplace enrollees are in a county where that
would be the case. In 25% of non-metropolitan counties (weighted by enrollment), a 40-year-old
making $50,000 would spend more than 10% of their income on premiums for the cheapest plan
available, compared with only 5% of people in metropolitan counties.?

Rhode Island has the lowest average premiums for middle-class people ineligible for subsidies in
2019: a 40-year-old making $50,000 would pay about 5% of their income in premiums for

the cheapest plan, on average. Wyoming has the highest average premiums for unsubsidized
people: a 40-year-old making $50,000 would pay about 14% of their income in premiums for the
cheapest plan, on average, with Nebraska and West Virginia in a close second and third place.

Figure 2 presents an interactive chart showing how much the national average premiums for a
low-cost plan vary as a share of income at different income levels for people at various ages.
(Figure 3 presents similar results as a static chart.) On average across the U.S., a 40-year-old
making $45,000 would pay $227 a month (6% of their income) for a subsidized bronze exchange
plan, whereas the same person making $50,000 would pay $340 a month (8% of their income)
for the same plan without a subsidy. Because the ACA allows premiums for older adults to be
three times those for younger enrollees, middle-class older people with unsubsidized coverage
are the most likely to face affordability challenges. For example, a 27-year-old making $50,000
would pay 7% of their income in premiums for the average lowest-cost plan nationally, whereas a
60-year-old making the same income would pay 17% of their income in premiums. Even at an
income of $70,000 (577% of the poverty level), a 60-year-old would have to pay 12% of income
for a low-cost plan on average.

Figure 2: Average Lowest-Cost Plan Premium (by Income, Age, and Metal Level, 2019)

For older people living in very high-premium counties, the affordability gap is much more stark; in
the 28 Nebraska counties with the highest premiums, a 60-year-old making $45,000 would pay
nothing in monthly premiums and the same person making $50,000 would pay $1,314 (32% of
income) for the lowest-cost plan.
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Figure 3
Average Lowest-Cost Bronze Plan Premium
as a Percent of Income (by Age and Income, 2019)
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Figure 3: Average Lowest-Cost Bronze Plan Premium as a Percent of Income (by Age
and Income, 2019)

The premiums in this analysis are for the lowest-cost plan available in each county, but these
low-cost bronze plans come with higher deductibles, copayments, or coinsurance than plans at
higher metal tiers with higher monthly premiums. The average deductible for bronze plans in
2019 is $6,258, compared to $4,375 for silver plans (for people who do not receive cost-sharing
subsidies because their incomes are above 250% FPL). While some services, including
preventative care and often a few physician visits, are covered before enrollees reach their
deductible, sicker enrollees may be better off choosing a silver or gold plan even if that means
they spend a larger proportion of their income on premiums.

Discussion

After several years of rising ACA plan premiums, premiums are falling in many parts of the
country for 2019. Despite this trend, premiums for even the cheapest exchange plans are still out
of reach for many middle class people who are not eligible for ACA subsidies, particularly those
who are older or live in high-premium areas. Several policy options have been proposed to
address affordability for people buying their own coverage without a subsidy, such as expanding
more loosely regulated short-term plans, creating state-based reinsurance programs, extending
subsidies beyond 400% of poverty, and expanding eligibility for Medicaid or Medicare.
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The Trump administration recently made changes to short-term, limited duration plans, with the
goal of creating a more affordable option for people who are not eligible for subsidies. Short-term
plans generally have significantly lower premiums than ACA-compliant coverage, in large part
because these plans can exclude people with pre-existing conditions and may not cover certain
services. Thus, while short-term plans come with lower premiums, these plans are generally not
an option for people who have pre-existing conditions or expect to need high-cost services (e.g.
for pregnancy, prescription drugs, or mental health care). Additionally, these plans will
disproportionately attract healthy individuals away from ACA-compliant coverage, thus having

an upward effect on premiums in the ACA-compliant individual market and possibly making
unsubsidized coverage less affordable for people with pre-existing conditions.

The ACA established a temporary reinsurance program from 2014 to 2016 with the goal of
making premiums more affordable during the early years of new market reforms. Reinsurance
covers a portion of the health care expenses for high-cost patients, allowing insurers to reduce
premiums.

Seven states (Alaska, Maine, Maryland, Minnesota, New Jersey, Oregon, and Wisconsin) have
since created their own reinsurance programs, and initial evidence indicates that these programs
have been successful in reducing individual market premiums, although the details of these
plans vary widely between states. How much a reinsurance program can reduce premiums
depends on the level of funding dedicated to it. Reinsurance reduces premiums somewhat for all
enrollees ineligible for premium subsidies. However, this reduction in prices will not be enough to
make plans affordable for all unsubsidized middle class people, particularly those facing the
highest premiums as a share of income. For example, the cheapest plan in Natrona County,
Wyoming costs $1,237 a month for an unsubsidized 60-year-old (25% of income for someone
making $60,000). If the implementation of a reinsurance plan reduced all premiums by 10%, the
cheapest plan would cost $1,113 (22% of income), which is still too expensive for many people
to afford.

Expanding premium tax credits to enrollees over 400% of poverty would provide more significant
assistance to those newly eligible for subsidies. For example, California Governor

Newsom recently proposed expanding premium tax credits to incomes between 400 and 600%
of poverty (incomes up to $72,840 for an individual).

Avoiding a subsidy cliff altogether would cost taxpayers more. One federal bill introduced in the
House last year would extend premium subsidies to enrollees in all income brackets, and
increase the amount of subsidies across the board. On average nationally, tax credits would
need to extend to nearly 800% FPL to bring 2019 bronze premium payments down to 10% of
income for a single 64-year-old, or just over 1,100% FPL to accomplish the same for silver
premiums. In the 28 Nebraska counties with the most expensive 2019 premiums in the U.S., tax
credits would need to extend beyond 1,400% FPL to bring bronze premium payments down to
10% of income for a single 64-year-old, or over 2,000% FPL to accomplish the same for silver
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premiums. In the case of an older couple living in a high-premium county, subsidies would need
to extend beyond 3,000% FPL (a $500,000 income), for 2019 silver premiums to cost less than
10% of their income.

In late 2018, the Trump administration released new guidance and the Centers for Medicare and
Medicaid Services (CMS) issued a discussion paper on Section 1332 waivers established by the
ACA. This new guidance may_prompt states to apply subsidies to ACA non-compliant plans or
experiment with different subsidy structures, such as tax credits based on age and not income.
One of the CMS waiver concepts describes extending subsidies to higher-income residents to
address the “subsidy cliff.” Under a budget neutral waiver, however, increasing subsidy
resources for one population group would necessitate reducing subsidy dollars available to other
groups. Currently, ACA subsidies are structured so that lower-income enrollees pay a smaller
percentage of their income (2% premium cap for those 100-133% of poverty) than higher-income
enrollees (10% for those 300-400% of poverty), and they receive the bulk of subsidies.
Additionally, as noted above, subsidies would need to extend well beyond 400% FPL to do away
with the subsidy cliff altogether.

A number of recent congressional proposals would provide lower premium options to middle-
class people buying their own coverage by expanding access to public programs like Medicare
and Medicaid. For example, one bill would allow people age 50 and over to buy into Medicare,
potentially lowering premiums through reduced prices paid to health care providers and curtailing
administrative costs and profits. Another bill would allow states to set up programs that allow
people to buy into the Medicaid program, capping premiums at 9.5% of income.

So far, while there seems to be a consensus that individual market premiums are out of reach for
some middle-class people ineligible for ACA subsidies, there is little consensus around what to
do about it.
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Joint recommendations of Brookings and AEI
scholars to reduce health care costs

Henry J. Aaron, Loren Adler, Joseph Antos, James Capretta, Matthew Fiedler, Paul B.
Ginsburg, Benedic Ippolito, and Alice M. Rivlin Friday, March 1, 2019

Editor's Note:

This analysis is part of the USC-Brookings Schaeffer Initiative for Health Policy, which is a partnership
between the Center for Health Policy at Brookings and the University of Southern California Schaeffer Center
for Health Policy & Economics. The Initiative aims to inform the national health care debate with rigorous,
evidence-based analysis leading to practical recommendations using the collaborative strengths of USC and
Brookings.

The Senate Committee on Health, Education, Labor, and Pensions recently requested
recommendations from health policy experts at the American Enterprise Institute (AEI) and the
Brookings Institution regarding policies that could reduce health care costs. A group of AEI and
Brookings fellows jointly proposed recommendations aimed at four main goals: improving
incentives in private insurance, removing state regulatory barriers to provider market competition,
improving incentives in the Medicare program, and promoting competition in the pharmaceutical

market.

Read the experts’ letter to the Committee and the full list of recommendations.

https://www.brookings.edu/opinions/joint-recommendations-of-brookings-and-aei-scholars-to-reduce-health-care-costs/
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March 1, 2019

The Honorable Lamar Alexander

Chairman

Committee on Health, Education, Labor and Pensions, U.S. Senate
Washington, DC 20510

Dear Chairman Alexander,

In response to your request this past December, health policy experts at the American Enterprise
Institute and the Brookings Institution have worked together to compile a list of policy options
that would slow the rate of increase of health care costs and could gain bipartisan support.

The attachment to this letter includes several policy proposals that have broad consensus among
our group of health policy scholars—a group which includes experts with a wide variety of political
perspectives. (These recommendations are supported by the individual signatories on this letter;
the organizations with which they are affiliated do not take institutional positions on public
policies.) Among the recommended policies are some requiring explicit Congressional approval,
as well as some for which Congress could recommend action by federal agencies or the states. We
believe these proposals would meaningfully slow cost growth.

We thank you for the opportunity to provide input on this important topic, and we look forward
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Attachment: Recommendations to Reduce Health Care Costs

High and rising health care costs have profound implications for household budgets, employers,
and taxpayers alike. State and Federal governments alone spend over a trillion dollars per year on
health care,! straining budgets and consuming resources that could be directed towards other
worthwhile purposes. Premiums — which now average nearly $20,000 for family health coverage
and $7,000 for single coverage — consume large portions of their total compensation, reducing
what workers take home in cash wages.2 These realities make controlling health care costs a
pressing priority.

The Senate Committee on Health, Education, Labor, and Pensions has recently heard from several
witnesses who emphasized that much of current spending reflects inefficiencies in our current
health care market. This past December, you followed up on what was presented in those hearings
by soliciting recommendations from health policy experts at the American Enterprise Institute
and the Brookings Institution for policies that would begin to address this difficult problem.

We believe that many policies have potential to make the market for medical care more efficient
through a combination of pro-competitive reforms and the use of regulation. Many such policies
are relatively well-understood but have not been pursued for a variety of reasons, including
stakeholder opposition.

What follows are cost-reducing policy proposals that are broadly supported by our group of health
policy scholars—a group which includes experts holding a variety of political perspectives. Some
of these proposals would require explicit Congressional approval while others could be
implemented by federal agencies through administrative action but which might be advanced by
an explicit endorsement by Congress. We also include policies that states are best positioned to
pursue. We believe these proposals would meaningfully slow the growth of health care costs.

Improving Incentives for Cost-Effective Private Insurance

Over 150 million Americans obtain health insurance through an employer. As noted above, the
high and rising cost of health insurance has contributed to the slow growth of take-home pay.
Those costs are driven in part by government policies. In this section we highlight ways
policymakers could stimulate competitive forces to reduce the costs of these policies.

Limit the tax exclusion of employer-sponsored insurance

The exclusion of premiums for employment-based health insurance from income and payroll
taxes reduced federal revenues by about $300 billion in 2018.3 By lowering the net price of health
insurance, the tax exclusion promotes the purchase of more generous coverage than if health
insurance were taxed like cash compensation. Limiting the exclusion would increase federal
revenue, encourage the purchase of lower-cost health insurance, and slow the growth of health
spending.

The most direct approach would cap the amount of employer and employee health insurance
payments that can be excluded from the employee’s taxable income. Capping, rather than

1 National Health Expenditure Accounts, 2017.
2 Kaiser Family Foundation Employer Health Benefits Survey, 2018.
3 Congressional Budget Office, Federal Subsidies for Health Insurance Coverage for People Under Age 65: 2018-2028.
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eliminating, the exclusion would maintain incentives for employers to continue offering coverage
to their employees. It would also encourage employers to seek lower-cost plan options, but would
not drive employers to offer only low-cost plans.

The Affordable Care Act (ACA) adopted a different approach to limiting the tax preferences for
employer coverage. It imposed an excise tax (the “Cadillac” tax) on employer-sponsored health
insurance with premiums exceeding certain thresholds. The tax was set to take effect in 2018, but
Congress delayed implementation until 2022, when it will be levied on employer-sponsored plans
with premiums exceeding $9,800 for individual coverage and $28,300 for family coverage. The
amount of the tax is 40 percent of the excess of premiums over those thresholds.+

We urge Congress either to allow the Cadillac tax to take effect or to legislate a cap on the tax
exclusion, so that premiums above the cap would be treated as income to covered workers. CBO
estimates that setting the cap to the 75% percentile will reduce the 10-year deficit by $256 billion
and will slightly narrow insurance coverage, with fewer than 500,000 people becoming
uninsured.>

A second strategy would modify provisions of the Cadillac tax. Congress should consider allowing
for variations in health insurance costs that reflect local market conditions and setting an inflation
index that reduces the chance that plans that are not unduly generous would be taxed. These and
other policies could make the Cadillac tax more sustainable in the future.

Further delays, or repealing the tax outright without a substitute that limits the tax exclusion,
would leave in place the current incentives that increase spending rather than value in health care.

Limit the tax exclusion of employer-sponsored insurance

We recommend that Congress pass legislation capping the tax exclusion for
employer-sponsored insurance at the 75™ percentile of premiums. If this is not feasible,
we recommend that Congress allow the Cadillac tax to take effect.

Ensure effective anti-trust enforcement

Many segments of the health care market are becoming increasingly consolidated. While some
consolidation offers the potential of greater efficiency, too much consolidation can lead to higher
prices and lower quality.

Legislation enacted more than a century ago recognized these dangers and authorized review of
horizontal mergers between businesses that provide similar services and are actual or potential
competitors. But funding constraints lead antitrust agencies to make tough choices about which
mergers to challenge and discourages venturing into newer, but potentially more difficult areas,
such as vertical mergers.

For example, the Federal Trade Commission has yet to challenge a hospital acquisition of a
physician practice on vertical grounds, despite growing evidence that consolidation of this kind
tends to lead to higher prices and less competition in other areas of the market. More funding for

4 Fiedler, Matthew. 2018. “How to interpret the Cadillac tax rate: A technical note.” USC-Brookings Schaeffer on
Health blog. https://www.brookings.edu/blog/usc-brookings-schaeffer-on-health-policy/2018/02/01/how-to-
interpret-the-cadillac-tax-rate-a-technical-note/.

5 Congressional Budget Office, Options for Reducing the Deficit: 2019 to 2028.
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antitrust enforcement could have a large return in lower prices paid by consumers and employers,
which in turn would increase federal revenues through the tax exclusion. The Congress should
provide substantial increases in funding for the Federal Trade Commission and the Department
of Justice Antitrust Division.

Indeed, some believe that the way antitrust cases are handled today, with requirements for
substantial quantitative evidence, may preclude opportunities to consider newer types of vertical
combinations where there is little experience to analyze. For example, insurers and pharmacy
benefits managers tend not to be competitors, but with all of the PBMs having been acquired by
insurers, entry into both of those industries may now be impossible Bringing expert judgment on
these issues to bear might require amendments to the original laws.

Some states have shielded hospital systems from federal antitrust scrutiny with the promise of
state oversight through Certificates of Public Advantage (COPA). But experience shows that states
rarely have the resources (or the will) to make sure that the merged entity does not abuse its new
market power. States should not pursue this tool.

Fostering a competitive environment goes beyond challenging inappropriate mergers. Providers
or insurers often pursue anti-competitive practices. For example, anti-tiering and anti-steering
clauses in contracts between providers and insurers tend to extend provider dominance. “Most
favored nation” clauses tend to extend the dominance of insurers. Some states, such as
Massachusetts and Michigan, have passed legislation to address these practices. More states
should do so. Empowering the FTC to study the insurance industry, enforce antitrust laws in the
insurance industry and enforce antitrust laws with respect to nonprofit health care organizations
could enable it to work against anticompetitive practices as well.

Ensure effective anti-trust enforcement

We recommend that Congress increase funding for the Federal Trade Commission
(FTC) and the Department of Justice Antitrust Division. We also recommend that
Congress direct the FTC to study the insurance industry.

Create pathway to encourage development of APCDs

One significant barrier to both public and private sector efforts to reduce health care spending is
a lack of detailed and comprehensive data on provision and consumption of health care services,
particularly among people enrolled in private insurance. Without high-quality, comprehensive
data, it is difficult to obtain an accurate picture of how the health care system is operating today,
which in turn makes it challenging to devise strategies to make it work better. In recent years,
many states have aimed to address this problem by establishing all-payer claims databases
(APCDs), repositories that collect claims records from all public and private payers operating
within a state. Sixteen states have established APCDs to date and several more are in the process
of implementation.¢

State efforts to establish APCDs were dealt a significant blow by the Supreme Court’s 2016 ruling
in Gobeille v. Liberty Mutual. In that case, the Court held that the Employee Retirement Income
Security Act (ERISA) bars states from requiring self-insured health plans to report to the state’s

6 For a list of state APCD initiatives, see https://www.apcdcouncil.org/state/map.
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APCD. This leaves a large gap in states’ APCDs as self-insured plans account for around half of all
enrollment in private health insurance nationwide.

The federal government should take action to enable state APCDs to collect data for self-insured
plans. It has at least two options for doing so. First, the Department of Labor likely has the
authority to create a standardized national process that state APCDs could use to collect data from
self-insured plans without running afoul of ERISA.” Congress could direct the Department to use
that authority. Second, Congress could clarify that ERISA was not intended to bar state APCDs
from collecting data from self-insured plans and thereby permit states to move ahead without
additional federal action.

Create pathway to encourage development of APCDs

We recommend that the Department of Labor use its authority to create a
standardized process that state APCDs could use to collect data from self-insured plans
or that Congress amend ERISA to allow states to move ahead on their own.

Remove State Regulatory Barriers to Provider Market Competition

State governments have authority to regulate a number of features of local health care markets.
Policymakers can, for example, regulate the supply of new health care facilities or conditions of
state licensure for health care providers. In this section, we outline pro-competitive policies that
Congress should encourage states to pursue.

Repeal any willing provider laws

As of 2014, around half of states had so-called “any willing provider” laws, which generally require
insurers to allow any interested provider to join its network on the same terms offered to other
in-network providers.8 Many states also have similar restrictions known as “freedom of choice”
laws, which require insurers to pay for care delivered by out-of-network providers. The types of
providers included in these laws vary widely from state to state, with some targeting only specific
provider categories (e.g., pharmacies) and others targeting a broad swath of health care providers.

Insurers’ main source of leverage in negotiations with providers is their ability to exclude
providers from their networks, so these restrictions tend to increase the prices insurers pay for
health care services.”!11 Those increases in provider prices in turn increase consumers’ premiums
and out-of-pocket costs.

7 Ario, Joel. And Kevin McAvey. 2018. “Transparency In Health Care: Where Do We Stand And What Policy Makers
Can Do Now.” Health Affairs Blog. https://www.healthaffairs.org/do/10.1377/hblog20180703.549221/full/; Bagley,
Nicholas. 2016. “A Modest Proposal for Fixing Gobeille,” 36 Yale J. On Reg.: Notice & Comment.
http://yalejreg.com/nc/a-modest-proposal-for-fixing-gobeille-by-nicholas-bagley/.

8 For a list of which states had any willing provider laws as of 2014, see http://www.ncsl.org/research/health/any-
willing-or-authorized-providers.aspx.

9 Vita, Michael G. 2001. “Regulatory Restrictions on Selective Contracting: An Empirical Analysis of ‘Any-Willing-
Provider’ Regulations.” Journal of Health Economics. 20(6), 955-966.
https://www.ncbi.nlm.nih.gov/pubmed/11758054.

10 Klick, Jonathan and Joshua D. Wright. 2015. “The Effect of Any Willing Provider and Freedom of Choice Laws on
Prescription Drug Expenditures.” American Law and Economics Review. 17(1), 192-213.
https://academic.oup.com/aler/article-abstract/17/1/192/212392.

1 Durrance, Christine P. 2009. “The Impact of Pharmacy-Specific Any-Willing-Provider Legislation on Prescription
Drug Expenditures.” Atlantic Economic Journal. 37(4), 409-423.
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In light of these negative consequences, states that have these laws should repeal them. Federal
policymakers could consider tying the repeal of any willing provider laws to federal funding. States
do have a legitimate interest in ensuring that insurance products offer reasonable access to
providers, but there are more targeted approaches for achieving that objective. For example, if
carefully crafted, network adequacy standards can safeguard access to care without creating the
same degree of upward pressure on the prices of health care services.

Repeal any willing provider laws

We recommend that Congress encourage states to repeal any willing provider laws.

Certificate of need reform

Many states enacted laws in the early 1970s to create “certificate of need” programs, which
required hospitals and sometimes other facilities to get permission from a state board to pursue
major construction projects or equipment purchases. The rationale was that if too many beds were
built they would nevertheless be filled and, even if not, cost reimbursement systems would
automatically pass the cost of unfilled beds to patients. For a while, the federal government
required states to implement CON programs.

However, a lot about the health system has changed since then, including a shift from cost-based
to prospective payment and insurers requiring authorization for hospital admissions and major
tests and procedures. Research has shown that CON programs do not save money. In fact, they
may raise spending by blocking new competitors, such as hospital systems or physicians seeking
to set up ambulatory facilities, from entering markets. The Federal Trade Commission and the
Department of Justice have urged states to repeal these laws and not enact new ones, based both
on empirical evidence from the research literature and the economic argument that market entry
(or the threat of it) can make consolidated markets function more like competitive ones.?

What should the federal government do to discourage CON laws? Just as it required states to
enact CON in the 1970s, it could take steps to make it attractive for states to repeal them. This
could include tying elimination of CON laws to federal funding.

Repeal certificate of need laws

We recommend that Congress encourage states to repeal certificate of need laws.

Surprise billing reform

Too often, patients receive surprise medical bills from providers outside their health plan
network. This may arise in an emergency situation or when treated by an out-of-network ancillary
physician (an anesthesiologist, radiologist, pathologist, or assistant surgeon) at an in-network
hospital. Surprise bills can be large. Furthermore, patients are liable for the difference between

https://www.researchgate.net/publication/227451073_The_Impact_of Pharmacy-Specific_ Any-Willing-

Provider Legislation_on_ Prescription_Drug Expenditures.

12 “Joint Statement of the Federal Trade Commission and the Antitrust Division of the U.S. Department of Justice on
Certificate-of-Need Laws and South Carolina House Bill 3250,” January 11, 2016.
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the health plan’s allowed amount for the service(s) and the out-of-network providers’ billed
charges (or the “balance”), which are much larger than typical contractual payment rates.

An estimated one in five emergency department (ED) visits result in a potential surprise balance
bill from an out-of-network physician and roughly one in ten scheduled stays at an in-network
hospital involve treatment from an out-of-network provider, most commonly an
anesthesiologist.’3 Prevalence appears similar in both the employer and individual markets and
across plan types.4

The market for emergency and ancillary physician services is skewed because there is no price-
volume trade-off in negotiations with health plans as is the case when bargaining with other
medical providers. Patients do have some voice in which hospital they go to, but little or none over
the individual physicians who treat them in the ED. Similarly, for nonemergency care, insured
patients typically take care to select an in-network facility and primary physician, such as a
surgeon, but do not select their ancillary physician(s). A similar dynamic exists for hospitalists
and ambulance companies.

As aresult, ED and ancillary physicians, as well as hospitalists and ambulance companies, have a
lucrative out-of-network billing arrangement unavailable to other providers. Not surprisingly,
emergency and ancillary physicians tend to have much higher billed charges (also known as “list
prices”) relative to Medicare payment rates, compared to other specialties.’s Not only are surprise
out-of-network bills harmful to those directly receiving them, but the ability to routinely treat and
bill unsuspecting patients on an out-of-network basis allows ED and ancillary physicians to
demand higher in-network rates (in order to forgo this option), increasing premiums for
everyone. Studies find that emergency medicine physicians and anesthesiologists receive in-
network rates, on average, in the range of 300% of Medicare rates, whereas commercial insurer
payments to other physicians appear to average roughly 125% of Medicare rates.¢

The more natural market negotiation for ED and ancillary clinician services is between those
specialists and the facility (typically a hospital), for which there is a price-volume trade-off. The
most straightforward solution is to require facilities to contract with insurers over a bundle of
services that includes any associated ED or ancillary clinician services. Legislatively,
accomplishing this would require prohibiting ED and ancillary physicians, as well as hospitalists,
from billing independently for their services. Facilities would then negotiate with insurers over
payment for these bundled services, and ED and ancillary physicians would negotiate with
facilities for payment. Alternatively, a similar outcome could be achieved by limiting out-of-
network charges for these provider types to or near the Medicare rate.

13 Cooper, Zack and Fiona Scott Morton. 2016. “Out-of-Network Emergency-Physician Bills—An Unwelcome
Surprise.” New England Journal of Medicine. 2016; 375:1915-1918.
https://www.nejm.org/doi/full/10.1056/NEJMp1608571; Garmon, Christopher and Benjamin Chartock. 2017. “One
in Five Inpatient Emergency Department Cases May Lead to Surprise Bills.” Health Affairs. 36(1).
https://www.healthaffairs.org/doi/10.1377/hlthaff.2016.0970.

14 Garmon and Chartock, 2017.

15 Adler, et al. 2019. “State Approaches to Mitigating Surprise Out-of-Network Billing,” USC-Brookings Schaeffer
Initiative for Health Policy. https://www.brookings.edu/research/state-approaches-to-mitigating-surprise-out-of-
network-billing/.

16 Trish, et al. 2017. “Physician Reimbursement in Medicare Advantage Compared with Traditional Medicare and
Commercial Health Insurance.” JAMA Internal Medicine. 2017; 179(9):1287-1295
https://www.ncbi.nlm.nih.gov/pme/articles/PMC5710575/; Stead, Stanley W. and Sharon K. Merrick. 2018. “ASA
Survey Results for Commercial Fees Paid for Anesthesia Services—2018.” ASA Monitor. 82:72-79
http://monitor.pubs.asahq.org/article.aspx?articleid=2705479; MedPAC. 2017. “Report to the Congress: Medicare
Payment Policy.” March 2017. http://medpac.gov/docs/default-source/reports/mari7_entirereport.pdf.
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This solution would eliminate surprise out-of-network bills received from treatment at in-network
facilities, but would leave unaddressed surprise bills from emergency services at an out-of-
network facility and out-of-network ambulances. Addressing these instances would generally
require a mechanism for limiting out-of-network charges for emergency department facility fees
and ambulance services, combined with a requirement on insurers to hold their enrollees
harmless for any costs above their normal in-network cost-sharing amounts. The authors of this
letter share an interest in addressing these cases, but have yet to reach a consensus with regards
to a preferred policy remedy.

Surprise billing reform

We recommend that Congress prohibit independent physician billing for
emergency, ancillary, and hospitalist services. We further recommend that Congress
consider options to address surprise billing by out-of-network emergency departments
and ambulances.

Improving Incentives within Medicare

Medicare provides insurance for nearly 60 million beneficiaries and now represents roughly 15
percent of total federal spending.”” Net outlays for the program are projected to rise to $1.26
trillion by 2028.18 In this section we outline several specific policy options which would reduce
program costs and improve efficiency throughout Medicare.

Expand site-neutral payments where clinically feasible:

Historically, Medicare has paid a higher rate for the same service when performed in a hospital
outpatient department (HOPD) than in a freestanding physician’s office. While this differential
may sometimes be clinically justified, it often is not. Some services can be performed as safely at
a physician’s office as in an HOPD. Providing services in a needlessly costly setting is expensive
for both Medicare and patients (through higher coinsurance). The differential also increases the
incentive for hospitals to acquire physician practices, which often makes the hospital and
physician markets less competitive.

Congress took an important first step in addressing site of service payment differentials as part of
the Bipartisan Budget Act of 2015 (BBA) by reducing Medicare payments for services delivered at
newly-built off-campus HOPDs to rates intended to approximate those in the physician fee
schedule. And recently, the administration took the additional step, through rulemaking, of
aligning payment rates for clinic visits at off-campus HOPDs built before the BBA with physician
fee schedule rates.

But the move toward site-neutral payment between HOPDs and physician offices remains
incomplete. In addition to exempting HOPDs that started construction before November 2, 2015,
the BBA (as amended by subsequent provisions) exempts certain sites of care, such as

17 Cubanski, Juliette and Tricia and Neuman. 2018. “The Facts on Medicare Spending and Financing,” The Kaiser
Family Foundation. Issue Brief. https://www.kff.org/medicare/issue-brief/the-facts-on-medicare-spending-and-
financing/.

18 Congressional Budget Office. 2018. “The Budget and Economic Outlook: 2018 to 2028.”
https://www.cbo.gov/publication/53651.
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freestanding emergency departments, ambulatory surgical centers, and all on-campus HOPDs.
The administration addressed the exemption for certain services (clinic visits) at grandfathered
off-campus HOPDs, but left the remaining exemptions intact. As a result, much of the unjustified
excess spending on services delivered at HOPDs that could be safely provided at physician offices
remains.

Moving forward, policymakers should apply site-neutral payment for all services delivered in
HOPDs — both off- and on-campus — that can safely be delivered outside of a hospital. The
Medicare Payment Advisory Commission (MedPAC) has identified a list of services for which the
additional payment for delivery at a HOPD appears unjustified, and a further list of services where
only a small differential should exist.19

Expand site-neutral payments where clinically feasible

We recommend that Congress eliminate the grandfathering of off-campus HOPDs
built before November 2015 from the BBA reforms and apply Medicare site-neutral
payments for services delivered at on-campus HOPDs when clinically feasible, in line
with MedPAC’s recommendations.

Balancing incentives in Medicare Physician Fee Schedule

In all of the enthusiasm for expanding the use of alternative payment models, many lose sight of
the fact that most of these models are built on a fee-for-service (FFS) architecture, specifically the
Medicare Physician Fee Schedule (MPFS), which is used not only by Medicare, but by most
Medicaid programs and private insurers as well.202t The MPFS was created in the late 1980s to
address chronic imbalances in payment rates between physicians who spend most of their time
providing procedures and those whose time is taken up with patient visits. While the fee schedule
led to large relative gains in payments for visits that benefited specialties such as primary care,
these gains eroded over time as the process to update the relative values was flawed and CMS
devoted insufficient staff resources to refinement of relative values. The upshot has been
increasing incentives to provide procedures and growing unattractiveness of primary care and
other specialties that rely heavily on visits. The latter is a particular problem for alternative
payment, which often involves a larger role for these specialties to coordinate care and manage
chronic diseases.

The Medicare Payment Advisory Commission (MedPAC) has periodically urged Congress to take
steps to diminish these distortions in relative payment, the most recent of which is included in its
June 2018 report. In addition to many technical changes to bring more accurate data into the
process of updating relative values, the Commission called for an across-the-board increase for
all outpatient evaluation and management services to be funded by cuts in payment for other
services. In a February 2019 article in Health Affairs, one of the authors of this letter (Ginsburg)
outlined the importance of revising the MPFS as a part of a strategy to further alternative payment

19 MedPAC. 2014. “Hospital Inpatient and Outpatient Services.” Report to the Congress: Medicare Payment Policy.
March 2014. http://www.medpac.gov/docs/default-source/reports/mari4_cho3.pdf?sfvrsn=o.

20 Clemens, Jeffrey and Joshua D. Gottlieb. 2017. “In the Shadow of a Giant: Medicare's Influence on Private Payment
Systems.” Journal of Political Economy, 125(1): 1-39.
https://www.researchgate.net/publication/227451073_The_Impact_of Pharmacy-Specific_ Any-Willing-

Provider Legislation_on_ Prescription_Drug Expenditures.

21 Clemens, Jeffrey and Joshua D. Gottlieb, J., and Timea L. Molnar. 2017. “Do Health Insurers Innovate? Evidence
from the Anatomy of Physician Payments.” Journal of Health Economics, 55C: 153-167.
https://www.sciencedirect.com/science/article/abs/pii/S0167629616305628?via%3Dihub.
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and called for ending the separation within CMS of the staff that manages the MPFS and the
Centers for Medicare and Medicaid Innovation.?

Balancing incentives in Medicare Physician Fee Schedule

We recommend that Congress increase Medicare fee schedule rates for evaluation
and management services, offset by decreases elsewhere in the fee schedule.

Reforming Medigap cost sharing and Medicare benefit design

Medicare requires beneficiaries to pay part of the cost of their care through deductibles,
copayments, and other cost-sharing requirements. These charges are intended to promote cost-
consciousness and reduce unnecessary use of services. Beneficiaries are responsible for a separate
Part A deductible for each hospitalization, daily copayments for extended stays in hospitals and
skilled nursing facilities, an annual Part B deductible, and 20 percent coinsurance under Part B
after the deductible is met.

This complex structure exposes beneficiaries in fee-for-service Medicare to unpredictable and
potentially catastrophic expenses. About 80 percent of those beneficiaries have additional
coverage through commercial Medigap plans, employer-sponsored retiree plans, or Medicaid,
which pay for most of the required out-of-pocket costs.2> Moreover, because Medicare’s cost-
sharing requirements are complex, they do not always provide a clear incentive to beneficiaries or
their providers to select the most cost-effective approach to treatment.

Two policy modifications would improve the effectiveness of cost-sharing in promoting cost-
awareness among beneficiaries in fee-for-service Medicare: simplifying the program’s cost-
sharing rules and restricting Medigap insurance.

Congress could adopt a simplified Medicare cost-sharing structure similar to that of most
commercial insurance. Medicare’s current requirements would be replaced by a single annual
deductible, a uniform coinsurance rate for all spending above the deductible, and an annual out-
of-pocket cap on beneficiary liability. This would increase incentives for beneficiaries to use
medical services more prudently, but would also protect those with serious illness from high
medical costs.

Congress should prohibit Medigap plans from providing full first-dollar coverage, either as a
stand-alone policy or in conjunction with simplifying Medicare’s benefit design. The Medicare
Access and CHIP Reauthorization Act of 2015 (“MACRA”) took the first step in this direction. It
banned Medigap policies that cover the Part B deductible for Medicare beneficiaries who first
become eligible in 2020. However, under that provision, beneficiaries who already have Medigap
plans that cover the deductible can maintain that insurance. One option would extend the MACRA
provision to all Medigap plans, including those that have been grandfathered in. However, that
leaves in place first-dollar coverage for Part A services and the potential for zero cost-sharing

22 Berenson, Robert and Paul B. Ginsburg. 2019. “Improving the Medicare Physician Fee Schedule: Make it Part of
Value-Based Payment.” Health Affairs, 38(2), 246-252.
https://www.healthaffairs.org/doi/10.1377/hlthaff.2018.05411.

23 Cubanski, Juliette, Anthony Damico, Tricia Neuman, and Gretchen Jacobson. 2018. “Sources of Supplemental
Coverage Among Medicare Beneficiaries in 2016.” The Kaiser Family Foundation.

https://www .kff.org/medicare/issue-brief/sources-of-supplemental-coverage-among-medicare-beneficiaries-in-

2016/



https://www.kff.org/medicare/issue-brief/sources-of-supplemental-coverage-among-medicare-beneficiaries-in-2016/
https://www.healthaffairs.org/doi/10.1377/hlthaff.2018.05411
https://www.kff.org/medicare/issue-brief/sources-of-supplemental-coverage-among-medicare-beneficiaries-in-2016/

liability for Parts A and B services above the deductible. A more effective approach would bar all
Medigap policies from providing first-dollar coverage for Part A or Part B services, and further
restricting Medigap so that it does not pay the full cost-sharing amount until the beneficiary’s
expenses exceed a specific level.

There are many potential versions of reforms like those described above, some of which would
reduce the overall generosity of the Medicare benefit and some of which would not, and our group
has not reached consensus on which version should be pursued. Nevertheless, policy changes in
this area have received broad support among health policy experts for decades and changes like
these could be an important step towards improving the Medicare program. To that end, we
applaud Congress’ recent efforts to alter Medigap coverage of Part B deductibles while urging
them to build on this recent success.

Reforming Medigap cost sharing and Medicare benefit design

We recommend that Congress (1) reform Medicare’s benefit design to include a
combined deductible for Part A and B services, uniform coinsurance for services above
the deductible, and an out-of-pocket maximum to protect beneficiaries from
catstrophic costs; and (2) restrict Medigap plans from filling in the Medicare
deductible(s) or covering the entirety of patient coinsurance.

Reforming protected classes in Medicare Part D.

The Medicare Part D program uses private insurance plans to cover non-physician administered
drugs (i.e. those picked up at a pharmacy). Medicare enrollees can choose among a variety of
available plans, thus incentivizing insurers to reduce costs and improve quality. However,

competitive forces are severely limited by the program’s “protected classes” — the rule requiring
participating Part D plans to cover every available drug in six major therapeutic categories.

Completely eliminating this designation would carry the risk that insurers could alter formulary
design to discourage sicker, and more expensive, beneficiaries from enrolling. The potential of
encouraging this type of “cream skimming” argues against fully eliminating protected classes.

We suggest that Congress support the reforms to the protected class requirements in CMS’ Part
D Drug Pricing Proposed Rule (CMS-4180-P). Those reforms would maintain the six designated
protected classes, but 1) allow insurers to exclude a protected class drug from a formulary if the
price of the drug increased beyond a certain threshold; 2) allow the exclusion of a protected class
drug from a formulary if the drug represents only a new formulation of an existing drug; and 3)
expand the use of prior authorization and step therapy for protected class drugs, including to
determine use for protected class indications.

HHS has estimated that this proposal would save the Medicare trust fund roughly $1.2 billion in
the next ten years.24+ Thus, this proposal balances savings from additional flexibility, while
avoiding undesirable incentives to attract only healthy patients through formulary design.

24 Centers for Medicare & Medicaid Services, HHS. 2018. “Modernizing Part D and Medicare Advantage To Lower
Drug Prices and Reduce Out-of-Pocket Expenses.” 83 Fed. Reg. 62152.
https://www.federalregister.gov/documents/2018/11/30/2018-2 modernizing-part-d-and-medicare-
advantage-to-lower-drug-prices-and-reduce-out-of-pocket-expenses.
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Reforming protected classes in Medicare Part D

We recommend that Congress support modifications to the Medicare Part D
protected class designation. One option is to support CMS’ Part D Drug Pricing
Proposed Rule (CMS-4180-P) to increase flexibility in Medicare Part D protected
classes.

Revising the Medicare Part D reinsurance program

The federal government subsidizes 74.5 percent of the cost of Part D coverage. But the subsidy
comes in two forms—a direct subsidy to premiums and through reinsurance. For any beneficiary’s
spending in the catastrophic range (after the coverage gap), Medicare reinsurance pays for 80
percent of spending. Over time as more very expensive drugs have come into use and prices for
brand name drugs have increased, reinsurance has grown from 31.3 percent of basic benefits in
2007 to 72.5 percent.

Between the 80 percent reinsurance and beneficiary coinsurance in this range of 5 percent,
insurers are responsible for only 15 percent of drug spending in the catastrophic range. This is on
top of diluted incentives for prudent spending in the coverage gap, where pharmaceutical
manufacturers are now required to offer a 70 percent discount. The two together have the
potential to severely distort insurer incentives. Insurers have little incentive to manage drug use
through prior authorization, to secure lower list prices for expensive drugs used by their sickest
patients, or to encourage the use of generic drugs or less expensive therapeutic alternative
branded drugs.

MedPAC has proposed reducing the reinsurance percentage from 80 percent to 20 percent, while
revamping the risk adjustment model used. This would substantially increase incentives on Part
D insurers to contain costs, with the government reaping 74.5 percent of the savings and
beneficiaries getting the remaining 25.5 percent. 25

Revising the Medicare Part D reinsurance program

We recommend that Congress adopt MedPAC’s proposal to lower federal
reinsurance in Medicare Part D to 20 percent.

Remove incentive to prescribe higher cost drugs in Medicare Part B

Currently, the Medicare Part B program pays physician offices and other providers for the drugs
and biologics that they infuse or inject into their patients in their offices or outpatient clinics.
Medicare pays for these drugs and biologics based on a weighted Average Sales Price (ASP)
formula, which is tied to the prices (net of rebates and discounts) charged by manufacturers to all
public and private purchasers (with some exceptions). In addition, Medicare pays physicians an
additional 6 percent fee to compensate them for administering these drugs for their patients.

25 MedPAC. 2018. “The Medicare Prescription Drug Program (Part D): Status Report.” Report to the Congress:
Medicare Payment Policy, Chapter 14. March 2018. http://www.medpac.gov/docs/default-
source/reports/mar18 medpac_entirereport_sec_rev_0518.pdf?sfvrsn=0.
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The Medicare Payment Advisory Commission (MedPAC) has reported that, for large numbers of
Part B-covered drugs and biologics, the ASP is well in excess of the prices paid by the office
acquiring the products. In effect, these offices are able to use the sometimes large difference
between the prices they pay for these drugs and the amount of reimbursement from Medicare to
substantially increase their practice revenue. Further, the 6 percent add-on may encourage
practices to use higher-priced products because the payment add-on increases commensurate
with increases in the price of the product.

We support MedPAC’s recommendation to supplement a reformed ASP formula with a market-
based pricing approach, which would be a voluntary option in its initial phase. The market-based
option would solicit vendors to negotiate directly with the manufacturers to obtain the lowest
prices possible for their products. The vendors would be permitted to use formularies with
preferred tiers to increase their pricing leverage. Physicians would be allowed to select from
among the competing vendors, and would acquire the products at the prices their selected vendors
have secured from the manufacturers. Medicare would reimburse them for this expense, and
provide a reasonable administration fee not tied to the price. Physicians would also get to share
in whatever savings the vendors are able to produce, which would serve as the incentive for joining
the program.

Physicians would have the option to stay in the ASP reimbursement program, but the add-on
would need to be reduced. Further, it is important to require universal reporting of price data by
all manufacturers selling products covered by Part B, and to assign biologics and their biosimilar
competitors to the same billing code to ensure maximum price competition.

Remove incentive to prescribe higher cost drugs in Medicare Part B

We recommend that Congress enact the 2017 MedPAC proposal to reform payment
for physician-administered drugs in Medicare Part B.

Reform the low-income subsidy under Part D to encourage greater use of
generic drugs

Beneficiaries enrolled in the Medicare Part D low-income subsidy (LIS) face relatively similar
copayments for generic and brand drugs ($3.40 for generics and $8.50 for a brands).2° As a result,
there may be less incentive to choose the therapeutically-equivalent generic drug when available,
and we have seen notably lower usage of generic drugs among LIS beneficiaries. (However, this
difference may stem, at least in part, from greater usage of drugs without generic equivalents
available in the LIS population.)?”

To encourage greater use of generic drugs and reduce program spending, generic copayments
should be reduced close to zero and brand copayments should be increased from current levels
for LIS beneficiaries. The higher brand copayments would not apply to drugs without a generic
equivalent or where therapeutic substitution with the generic is not deemed clinically-

26 NCOA. 2019. “Part D LIS Eligibility and Benefits Chart.” https://www.ncoa.org/wp-content/uploads/part-d-lis-
eligibility-and-benefits-chart.pdf.

27 MedPAC. 2012. “Report to the Congress: Medicare Payment Policy.” March 2012, p.xxi.
http://www.medpac.gov/docs/default-source/reports/march-2012-report-to-the-congress-medicare-payment-

policy.pdf.
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appropriate. Some of the savings from this proposal could be used to reduce other costs for low-
income Medicare beneficiaries.

Reform the low-income subsidy under Part D to encourage greater use of
generic drugs

We recommend increasing the spread between generic and brand drug copayment
requirements in the Part D low-income subsidy in order to encourage greater generic
drug utilization.

Expand bundled payments through legislation

In recent years, both the Medicare program and private payers have been experimenting with
“bundled” payment approaches in which a fixed payment is made for all care associated with an
episode of medical care; some bundled payment models also adjust payment based on quality
performance. Evidence to date has suggested that such models can, at least in some instances,
reduce spending without impairing the quality of care patients receive.22%331 This evidence
suggests that bundled payments may be more effective for some conditions than others, but
provides little evidence that they have done harm in any context.

In light of this evidence, Congress should mandate that Medicare use bundled payments for
episodes similar to those included in the Bundled Payment for Care Improvement (BPCI)
initiative operated by the Center for Medicare and Medicaid Innovation (CMMI). To ensure that
this system of bundled payments creates strong incentives for providers to become more efficient
and generates savings for the federal government, the bundle amount should be set at an
empirically-justified level and providers should be responsible for any spending in excess of the
bundle amount.

Pending Congressional action, the Administration should reverse its 2017 decision to cancel or
scale back CMMI demonstrations that were testing bundled payments on a mandatory basis, and
it should expand those tests to encompass additional episode types. When the relevant statutory
criteria are met, the Administration should use its authority to expand those models throughout
the Medicare program.

28 Barnett, Michael L., et al. 2019. “Two-Year Evaluation of Mandatory Bundled Payments for Joint

Replacement”. New England Journal of Medicine, 380(3), 252-262.

https://www.nejm.org/doi/full/10.1056 /NEJMsa1809010.

29 Finkelstein, Amy, et al. 2018. “Mandatory Medicare Bundled Payment Program for Lower Extremity Joint
Replacement and Discharge to Institutional Postacute Care Interim Analysis for the Frist Year of a 5-Year
Randomized Trial.”. JAMA, 320(9), 892-900. https://jamanetwork.com/journals/jama/article-abstract/2698927.
30 Joynt Maddox, Karen E., John Orav, Jie Zheng, and Arnold M. Epstein. 2018. “Evaluation of Medicare’s Bundled
Payments Initiative for Medical Conditions.” New England Journal of Medicine, 379(3), 260-269.
https://www.nejm.org/doi/full/10.1056 /NEJMsa1801569.

31 Dummit, Laura, et al. 2018. “CMS Bundled Payments for Care Improvement Initiative Models 2- 4: Year 5

Evaluation & Monitoring Annual Report..” https://downloads.cms.gov/files/cmmi/bpci-models2-4-yr5evalrpt.pdf.
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Expand bundled payments through legislation

We recommend that: (1) Congress mandate that Medicare use bundled payments for
a set of episodes similar to those included in the Bundled Payment for Care
Improvement initiative; and (2) the Administration move forward with testing bundled
payments in additional contexts.

Improving the choice environment for Medicare enrollees

Medicare beneficiaries have numerous coverage enrollment options but the process through
which they make their coverage decisions doesn’t allow for clear cost comparisons. Currently,
Medicare beneficiaries are allowed to select between traditional Medicare and Medicare
Advantage. Separately, they may select a drug coverage plan, and then also a
supplemental insurance plan offered in the private market.

It is not easy for the beneficiaries to see the full cost consequences of the various combinations of
these options because they involve separate enrollment processes. To make informed decisions,
Medicare should set up an enrollment system that allows the beneficiaries to see
what the different combinations of options available to them would mean for their premium and
out-of-pocket costs over the following year.

Improving the choice environment for Medicare enrollees

We recommend that Medicare adopt more comprehensive plan-finder tools that
give beneficiaries better information on the likely cost of their enrollment options.

Promoting Competition in the Pharmaceutical Market

The Drug Price Competition and Patent Term Restoration Act (or “Hatch-Waxman Act”)
established a period of exclusivity for novel therapeutics, while substantially lowering barriers to
entry once this expired. Over time, drug makers have used strategic behavior to block or delay
entry of lower-priced generic drug competitors. We urge lawmakers to re-evaluate the net effect
of the full set of tools now available to drug manufacturers for delaying generic entry and pursue
reforms to encourage generic competition and lower drug spending. In particular, we outline
below a series of specific policy reforms to consider.

Restricting REMS abuse

Manufacturers of dangerous drugs are required by the FDA to develop Risk Evaluation and
Mitigation Strategies (REMS). Today, 40 percent of newly approved drugs require a REMS,32
which can include monitoring protocols or, in stringent cases, restrictions on the distribution of
drugs. Branded drug manufacturers have exploited REMS by arguing that safety considerations
prevent them from selling their drug to generic manufacturers. This can delay or prevent
competitors from creating a generic alternative.

32 Zelnick Kaufman, Beth. 2016. “Statement of Beth Zelnick Kaufman.”Senate Judiciary Subcommittee on Antitrust,
Competition, Policy, and Consumer Rights.https://www.judiciary.senate.gov/imo/media/doc/06-21-16%20Zelnick-
Kaufman%20Testimony.pdf.
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The Creating and Restoring Equal Access to Equivalent Samples (CREATES) Act of 2018 would
address this by allowing generic and biosimilar makers to bring civil lawsuits if insufficient
quantities of a branded drug are not made available. CBO estimates this bill would reduce the
federal budget deficit by $3.8 billion over 10 years and reduce system wide costs by a larger
amount.33

Restricting REMS abuse

We recommend that Congress pass the CREATES Act of 2018, or similar legislation
aimed at reducing delays of generic competitors into drug markets due to insufficient
samples of branded products.

Restricting the use of the orphan drug designation

The Orphan Drug Act introduced various additional incentives for drugs treating rare conditions.
Over time, however, some these policies have had perverse incentives and boosted drug spending.
In part, these unintended effects arose from interactions with the 340B program, which was
introduced to provide discounted drugs to hospitals serving large portions of low-income
Americans.

Notably, if a drug is granted orphan status for a single indication, it is exempted from the 340B
discount drug program for all sales. In addition, drugs may gain successive orphan drug
designations on subtypes of a given disease, giving it an orphan drug exclusivity for various
subpopulations far beyond the initial 7 years. Both of these activities increase drug spending.

We recommend that orphan drugs only be exempted from the 340B program for the condition(s)
for which they have orphan status and that any secondary orphan designations be limited to 6
months of exclusivity each (rather than the current 2 years). Allowing for an additional 6 months
of exclusivity would retain an incentive to investigate further uses of an existing drug, while
limiting the ability to indefinitely “game the system.”

Restricting the use of the orphan drug designation

We recommend that Congress pass legislation which exempts orphan drugs from
the 340B program for conditions which initially established their orphan status. We
further recommend that secondary orphan designations be granted only 6 months of
additional exclusivity.

Reforming the 340B Program

We recognize that the 340B program has grown beyond its initial purpose. Because 340B
providers may purchase drugs at large discounts while billing much higher rates to patients and
insurers, there is a strong incentive for providers to qualify for the program. Close to half of
hospitals now participate.34 In addition, this ability to inflate mark-ups encourages hospitals to

33 Congressional Budget Office. 2018. “Cost Estimate of S. 974 Creating and Restoring Equal Access to Equivalent
Samples Act of 2018.” https://www.cbo.gov/system/files/2018-09/s974.pdf.

34 GAO. 2015. “Medicare Part B Drugs: Action Needed to Reduce Financial Incentives to Prescribe 340B Drugs at
Participating Hospitals.” GAO-15-442: Published: Jun 5, 2015. Publicly Released: Jul 6, 2015.
https://www.gao.gov/products/GAO-15-442
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employ physicians (particularly oncologists), which diminishes competition in the physician
market.

We propose that Congress amend the 340B program to tie discounted drug prices to the status of
individual patients, not entire facilities. For example, providers should be granted 340B prices
only for drugs administered to Medicaid patients or those without insurance.

Reforming the 340B program

We recommend that the 340B designation be tied to patient status rather than being
determined at the facility level.
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Findings
Key Findings:

With increased attention among policymakers towards prescription drug costs, the February
2019 KFF Health Tracking Poll finds a majority of adults, including seniors, are in favor of
many policy options aimed at curbing prescription drug costs. There is majority support -
across party identification - for many current policy proposals, including recent Trump
administration proposals like international reference pricing and transparency in drug
advertisements. Both of these policy proposals are supported by large majorities of
Democrats and independents, and a majority of Republicans.

1d allowing the government to negotiate Medicare drug prices ¥

llowing+the+government+to+negotiate+Medicare+drug+prices&uri=https%3A%2F%2Fwww.kff.org%2F8c7d090%2F)

There is also bipartisan support for allowing the federal government to negotiate with drug
companies to get a lower price for people with Medicare, which covers 60 million Americans.
But attitudes towards this proposal shift after hearing potential arguments about how it
might affect some people with Medicare.

Among those currently taking prescription drugs, one-fourth of adults (24 percent) and
seniors (23 percent) say it is difficult to afford their prescription drugs including about one in
ten (overall and among seniors) saying it is “very difficult.” Certain groups are much more
likely to report difficulty affording medication, including those who are spending $100 or
more a month on their prescriptions (58 percent), those who report being in fair or poor
health (49 percent), those who take four or more prescription drugs (35 percent), and those
with incomes less than $40,000 annually (35 percent). In addition, three in ten of all adults
(29 percent) report not taking their medicines as prescribed at some point in the past year
because of the cost and one in ten (8 percent) say their condition got worse as a result of
not taking their prescription as recommended.

While the public sees profits made by pharmaceutical companies as a major factor
contributing to the price of prescription drugs (80 percent), a majority (63 percent) also say
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profits made by pharmacy benefit managers (PBMs), companies that manage prescription
drug benefits for health plans, are a “major factor” contributing to the price of prescription
drugs.

This month’s KFF Health Tracking Poll also tracks public opinion on the Affordable Care Act
(https://www.kff.org/interactive/kff-health-tracking-poll-the-publics-views-on-the-aca/) and the proposal to
expand coverage through a national health plan, known commonly as Medicare-for-all
(https://www.kff.org/interactive/tracking-public-opinion-on-national-health-plan) and finds favorability
towards both the ACA (50 percent) and Medicare-for-all (57 percent) statistically unchanged
since last month.

Public Views Prescription Drug Costs As Unreasonable, Wants More
Government Regulation

A majority of Americans (59 percent) believe prescription drugs developed over the past 20
years have generally made the lives of people in the U.S. better - with nearly four in ten saying
they have made people’s lives “a lot better.” Yet, eight in ten (79 percent) say the cost of
prescription drugs is “unreasonable.”

Figure 1
While A Majority Of Adults Say Prescription Drugs Have Made
Lives Better, Most Say The Cost Is Unreasonable

Do you think prescription drugs developed over In general, do you think the cost of prescription
the past 20 years have generally made the drugs is reasonable or unreasonable?
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SOURCE: KFF Health Tracking Poll (conducted February 14.24, 2019). See topline for full question wording and response ophons

Figure 1: While A Majority Of Adults Say Prescription Drugs Have Made Lives Better,
Most Say The Cost Is Unreasonable

The public sees profits made by pharmaceutical companies as a major factor contributing to
the price of prescription drugs. At least eight in ten - across party identification - say profits
made by pharmaceutical companies are a “major factor” in the price of prescription drugs. This
is followed by seven in ten (69 percent) who say the cost of research and development is a
“major factor” contributing to the price.

https://www.kff.org/health-costs/poll-finding/kff-health-tracking-poll-february-2019-prescription-drugs/ 2/19


https://www.kff.org/interactive/kff-health-tracking:POll-the-Publics-views-on-the-aca/
https://www.kff.org/interactive/tracking-Public-opinion-on-national-health-plan
https://www.kff.org/health-costs/poll-finding/kff-health-tracking-poll-february-2019-prescription-drugs/

3/4/2019 KFF Health Tracking Poll — February 2019: Prescription Drugs | The Henry J. Kaiser Family Foundation

Figure 2

Public Sees Profits Made By Drug Companies As The Largest
Contributor To Prescription Drug Prices

Percent who say each of the following is a major factor contributing to the price of prescription drugs:

Profits made by pharmaceutical

companies 80

I

The cost of research and development 69%
Profits made by companies that
manage prescription drug benefits 63%
(PBMs)
The cost of marketing and advertising 52%
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Figure 2: Public Sees Profits Made By Drug Companies As The Largest Contributor To
Prescription Drug Prices

The Trump administration proposed a new rule earlier this month affecting pharmacy benefit
managers (PBMs), companies that manage prescription drug benefits for health plans. About
six in ten (63 percent) of the public say profits made by these companies (PBMs) are a “major
factor” contributing to the price of prescription drugs. About half (52 percent) say the cost of
marketing and advertising is a major factor in prescription drug prices.

PUBLIC DOES NOT TRUST DRUG COMPANIES TO PRICE THEIR PRODUCTS FAIRLY

Majorities of the public trust pharmaceutical companies (either “a lot” or “somewhat”) to be
good stewards in terms of developing new effective drugs (71 percent), and offering reliable
information to consumers about drug safety and side effects (65 percent) as well as drug
efficacy (61 percent). About half trust pharmaceutical companies to inform the public quickly
when they learn of a safety concern with their drugs (47 percent) and even fewer trust
pharmaceutical companies to price their products fairly (25 percent). This is a significant
decrease from 41 percent who said they trusted pharmaceutical companies to price their
products fairly back in 2008 (https://www.kff.org/health-costs/poll-finding/usa-todaykaiser-family-
foundationharvard-school-of-public/).
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Figure 3

Most Trust Drug Companies On Variety Of Issues, But Few Trust
Drug Companies To Price Their Products Fairly

How much do you trust pharmaceutical companies to do each of the following?
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Figure 3: Most Trust Drug Companies On Variety Of Issues, But Few Trust Drug

Companies To Price Their Products Fairly

Bipartisan Support for Some Government Regulation on Prescription Drug Prices

Prescription drug costs have been a focus of lawmakers, with hearings held in both the House
and Senate, and numerous proposals put forward by the Trump administration and members
of Congress. This is consistent with the public’s priorities as the January 2019
(https://www.kff.org/health-reform/poll-finding/kff-health-tracking-poll-january-2019/) KFF Health Tracking

Poll found lowering prescription drug costs remains a priority for the public with majorities of
Democrats, independents, and Republicans saying this was important for Congress to work on.

The majority of the public is in favor of most current policy options aimed at helping keep the

cost of prescription drugs down included in this month’s survey.
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Figure 4
Majority Favor Most Actions To Keep Prescription Costs Down

Percent who favor each of the following actions to keep prescription drug costs down:

Requiring drug companies to include list prices in ads 88%
Making it easier for generic drugs to come to market
Allowing the gov't to negotiate with drug companies to get a lower price for
people with Medicare il
Allowing Americans to buy drugs imported from Canada
Placing an annual limit on out-of-pocket drug costs for people with Medicare
Lowering what Medicare pays based on amounts in other countries 65%
Increasing taxes on drug companies whose prices are too high
Ending the tax break given to drug companies for their advertising spending
Allowing Medicare plans to put more restrictions on use of certain drugs 53%
Allowing Medicare drug plans to exclude more drugs 25% KFF
SOURCE® KFF Health Tracking Poll (conducted February 14-24, 2019). See topline for full question wording and response oplions DTN

Figure 4: Majority Favor Most Actions To Keep Prescription Costs Down

The vast majority of Americans favor requiring drug companies to include drug list prices in
their advertisements (88 percent)!, making it easier for generic drugs to come to market (88
percent), and allowing the federal government to negotiate with drug companies to get a lower
price on medications for people with Medicare (86 percent). All three of these policy proposals
are supported by large majorities of Democrats, independents, and Republicans.

Most Americans are aware that people in this country often pay higher prices for prescription
drugs than people in other countries such as Canada and Western Europe and a majority favor
two proposals aimed at leveling international prices. Eight in ten favor allowing Americans to
buy drugs imported from licensed Canadian pharmacies while two-thirds (65 percent) favor
lowering what Medicare pays based on amounts paid in other countries where governments
more closely control prices. Both of these proposals garner bipartisan support.

https://www.kff.org/health-costs/poll-finding/kff-health-tracking-poll-february-2019-prescription-drugs/
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Table 1: Favorability Towards Prescription Drug Policy Proposals By Party Identification

Percent who favor each of the following actions to keep prescription drug costs down: Democrats Independents  Re
Requiring drug companies to include list prices in ads 90% 89%
Making it easier for generic drugs to come to market 89 88
Allowing the gov't to negotiate with drug companies to get a lower price for people with 90 87
Medicare

Allowing Americans to buy drugs imported from Canada 78 79
Placing an annual limit on out-of-pocket drug costs for people with Medicare 80 72
Lowering what Medicare pays based on amounts in other countries 74 62
Increasing taxes on drug companies whose prices are too high 73 64
Ending the tax break given to drug companies for their advertising spending 54 62
Allowing Medicare plans to put more restrictions on use of certain drugs 59 55
Allowing Medicare drug plans to exclude more drugs 28 22

Note: Some items asked of separate half-samples.

Maijorities of the public favor placing an annual limit on out-of-pocket prescription drug
spending for seniors with Medicare (76 percent). Fewer - but still a slight majority (53 percent)
- favor allowing Medicare plans to put more restrictions on the use of certain drugs, like
making patients try cheaper alternatives before taking a more expensive drug. Only a quarter
favor allowing Medicare plans to exclude more drugs in order to keep prices down, a recent
proposal from the Trump Administration.2

SENIORS' VIEWS OF PRESCRIPTION DRUG POLICY PROPOSALS

This month’s KFF Health Tracking Poll includes a deep dive into the experiences and attitudes
of senior adults, 65 and older, who are more likely to report taking prescription medication and
have typically had to shop for prescription drug coverage in addition to their Medicare
coverage.
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https://www.kff.org/health-costs/poll-finding/kff-health-tracking-poll-february-2019-prescription-drugs/

3/4/2019 KFF Health Tracking Poll — February 2019: Prescription Drugs | The Henry J. Kaiser Family Foundation

Adults, 65 and older, and Prescription Drug Coverage

Prescription drug coverage plays an important role in health care for many adults, 65
and older (“seniors”), and younger beneficiaries with long-term disabilities, and
accounts for nearly one-fifth of all Medicare spending. Nearly three-fourths of all
Medicare beneficiaries (72 percent) have prescription drug coverage through Medicare
Part D, which is administered by both private stand-alone plans and Medicare
Advantage drug plans. With an aging population, the February KFF Health Tracking Poll
includes an over-sample of adults, 65 and older, in order to better understand how
those most directly affected by prescription drug policy view proposed changes.

See more at: 10 Essential Facts About Medicare and Prescription Drug Spending
(https://www.kff.org/infographic/10-essential-facts-about-medicare-and-prescription-drug-spending/)

These results do not differ when looking specifically at the opinion of those who would be
directly affected by changes to Medicare prescription drug coverage. A majority of seniors also
favor allowing the federal government to negotiate with drug companies to get lower prices for
people with Medicare (82 percent), placing an annual limit on out-of-pocket spending for
people with Medicare (68 percent), and lowering what Medicare pays based on amounts paid
by other countries where governments more closely control prices (60 percent). Fewer favor
allowing Medicare plans to put more restrictions on the use of certain drugs (45 percent) or
allowing Medicare plans to exclude more drugs (24 percent).
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Figure §

Seniors Favor Some Actions To Reduce Medicare Drug Costs,
But Not Restrictions On Access To Certain Prescription Drugs

AMONG ADULTS, 65 AND OLDER: Percent who favor each of the following actions to keep prescription
drug costs down:

Allowing the gov't to negotiate with drug companies to
get a lower price for people with Medicare

Placing an annual limit on out-of-pocket drug costs for
people with Medicare

Lowering what Medicare pays based on amounts in
other countries

Allowing Medicare plans to put more restrictions on use

of certain drugs 45%

Allowing Medicare drug plans to exclude more drugs 24% KFF

SOURCE: KFF Health Tracking Poll (conducted February 14.24, 2019). See topline for full question wording and response options.

Figure 5: Seniors Favor Some Actions To Reduce Medicare Drug Costs, But Not
Restrictions On Access To Certain Prescription Drugs

Public Opinion on Federal Government Negotiating on Medicare Drug Costs

Overall, about four in ten of all adults and seniors are aware the federal government does not
currently negotiate with drug companies in order to get lower prices on prescription drugs for
people with Medicare. A policy proposal that has been around for years, this idea has gained
traction in recent months, with several members of Congress proposing various approaches to
allow Medicare to negotiate drug prices. Overall, nearly nine in ten Americans (86 percent)
favor allowing this type of negotiation, however, attitudes shift after hearing potential
arguments that have been made both in favor and against the proposal. For example, support
for Medicare negotiations increases to 91 percent after hearing the argument that this could
save seniors money. On the other hand, opposition increases to two-thirds after hearing the
opponents’ potential arguments that it could lead to less research. It is important to note that
these arguments do not include specific details about different approaches to negotiation,
including the extent to which they would protect access to needed medications, details which
may influence the public’s attitudes.
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Figure 8

Support For Federal Government Prescription Drug Negotiations
Varies After Hearing Arguments

Do you favor or oppose allowing the federal ® Favor ® Oppose
government to negotiate with drug companies to get a .1 39
lower price on medications for people on Medicare?

Would you favor or oppose allowing these negotiations if you heard the following arguments?

It could lead to seniors saving money on their ”
prescription drugs 91 % .3%

Medicare could save the federal govemment money 829 5%
by paying less for prescription drugs - 4y

Experts say these types of negotiatons won't be

effective at keeping drug costs down 44%
It could lead to less research and development of o ;
new drugs

Medicare might not cover some prescription drugs

SOURCE: KFF Health Tracking Poll (conducted February 14.24, 2019). See topline for full question wording and response ophions.

Figure 6: Support For Federal Government Prescription Drug Negotiations Varies After
Hearing Arguments

Seniors' opinions on allowing the federal government to negotiate with drug companies to get
a lower price on medicines for people with Medicare can drop even lower than the public
overall after hearing potential arguments.

Table 2: Seniors’ Attitudes Towards Allowing Federal Government Negotiations for Medicare Prescription Drug Prices

Significantly After Hearing Arguments Against Such Proposal

Percent of seniors who favor or oppose the federal government negotiating with prescription drug companies in order to

get a lower price on prescription drugs for people on Medicare after hearing the following: Favol
It could lead to seniors saving money on their prescription drugs 87%
Medicare could save the federal government money by paying less for prescription drugs 75
Experts say these types of negotiations won't be effective at keeping drug costs down 42
It could lead to less research and development of new drugs 30
Medicare might not cover some prescription drugs 22

People’s Experiences With Prescription Drug Costs and Plans

In addition to examining public support for proposed legislative changes affecting access and
affordability of prescription drugs, this month’s poll also tracks people’s experiences with
prescription drugs and their prescription drug plans.
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The issue of prescription drug costs is personal to many Americans with six in ten (62 percent)
saying they currently take prescription medicine, including one-fourth (24 percent) who
currently take four or more prescription drugs. The share who say they currently take a
prescription drug has increased slightly in KFF tracking polls over the past 5 years, which is
consistent with other data showing a gradual increase in the share of Americans who take
prescription drugs.2 Nine in ten seniors (89 percent) report currently taking prescription
medicine, including more than half (54 percent) who report taking four or more.

Figure 7

Most Adults Currently Take Prescription Medicine, More Than
Half Of Seniors Take Four Or More Different Prescription Drugs

Do you currently take any prescription medicine or not? IF YES: How many different prescription drugs do
you take?

®1-3 prescription drugs ®4 or more prescription drugs @ Do not take prescription medicine

NET take any Rx drugs: 62%

Total 37% 24% 38%

NET take any Rx drugs: 89%

Adults, 65 and older 33% 54% 1%

KEF

SOURCE: KFF Health Tracking Poll (conducted February 14-24, 2019). See topline for full question wording and response oplions

Figure 7: Most Adults Currently Take Prescription Medicine, More Than Half Of Seniors
Take Four Or More Different Prescription Drugs

Most people who take prescription drugs report that affording their prescriptions isn’t a
burden, which could be due to the fact that for most people taking medications, insurance
covers much of their costs. Three-fourths report that it is either “very easy” (46 percent) or
“somewhat easy” (29 percent) for them to pay the cost of their prescription medicine. In
addition, nearly half say they spend less than $25 each month on all of their prescription drugs,
including any co-pays or other out-of-pocket expenses.
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Figure 8

Most Say It Is Easy To Afford Their Prescription Drugs, Two-
Thirds Pay $50 Or Less Each Month

In general, how easy or difficultis it for you to afford to pay the cost of your prescription medicine?

m\Very easy m Somewhat easy m Somewhat difficult OWVery difficult

46% 29% 15% 9%

On average, how much do you spend each month on all of your prescription drugs, including any
co-pays or other out-of-pocket expenses?

mlessthan $25 mBetween $25 and $50 mMore than $50 but less than $100  ©$100 or more

45% 23% 14% 17%

NOTE: Among those who currently take any prescription medicine.
SOURCE: KFF Health Tracking Poll (conducted February 14.24, 2019). See topline for full question wording and response ophions.
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Figure 8: Most Say It Is Easy To Afford Their Prescription Drugs, Two-Thirds Pay $50 Or
Less Each Month

Most seniors (75 percent) also say affording their prescription drugs is either “very easy” (42
percent) or “somewhat easy” (33 percent). Even a majority of seniors who are taking four or
more prescription drugs say affording their prescriptions is easy. Overall, 16 percent of seniors
say they are spending $100 or more a month on their prescriptions.

WHO STRUGGLES WITH PRESCRIPTION DRUG COSTS?

Among those currently taking prescription drugs, about one-fourth (24 percent) and a similar
share of seniors (23 percent) say it is difficult to afford their prescription drugs, including one in
ten saying it is “very difficult.” Three in ten adults ages 50 to 64 report having difficulty
affording their prescription medicines (30 percent) compared to about one-fourth of those
ages 65 and over with Medicare (23 percent) and one-fifth of those under the age of 50 (21
percent), who take fewer drugs on a regular basis. This group, adults ages 50 to 64, is not yet
eligible for Medicare but is more likely to be taking more prescription medicines than other
non-Medicare eligible populations.

with low incomes, or taking at least 4 drugs monthly ¥

with+low+incomes%2C+or+taking+at+least+4+drugs+monthly&url=https%3A%2F%2 Fwww.kff.org%2F8c7d090%2F)

Certain groups are much more likely to report difficulty affording medication, including those
who are spending $100 or more a month on their prescriptions (58 percent), those who report
being in fair or poor health (49 percent), those who take four or more prescription drugs (35
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percent), and those earning less than $40,000 annually (35 percent).

Figure 8

Who Has Difficulty Affording Their Prescription Drugs?
Percent who say it is difficult to afford the cost of their prescription medicine:

Total
" Taking 1-3 prescription drugs [l
Taking 4 or more prescription drugs
" Spending less than $100 per month on Rx EIAS @002
Spending $100 or more per month on Rx
' o 18-49 years 6ld
50-64 years old
65 and older
" ExcellentVerygood health ®eRP®@ @800
Good health
Only fair/Poor health
Less than $40,000
$40,000-$89,999
$90,000 or more

NOTE: Among those who currently take any prescription medicine I {FF
SOURCE: KFF Health Tracking Poll (conducted February 14.24, 2019). See topline for full question wording and response ophons. e

Figure 9: Who Has Difficulty Affording Their Prescription Drugs?

About three in ten of all adults (29 percent) report not taking their medicines as prescribed at
some point in the past year because of the cost. This includes about one in five who report that
they haven't filled a prescription (19 percent of total) or took an over-the counter drug instead
(18 percent of total), and about one in ten who say they have cut pills in half or skipped a dose.

In addition, three in ten (29 percent) of those who report not taking their medicines as

prescribed say their condition got worse as a result of not taking their prescription as
recommended (eight percent of total).
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Figure 10

Three In Ten Say They Haven't Taken Their Medicine As
Prescribed Due To Costs

Percent who say they have done the following in the past 12 months because of the cost:

~ -~ n
19% 18% 12% - 29%

Not filled a Taken over- Cut pills in half Percent who did not
prescription for the-counter or skipped take prescription
a medicine drug instead doses medicine as
directed because of
the cost
KFF

SOURCE: KFF Health Tracking Poll (conducted February 14.24, 2019). See topline for full question wording and response options

Figure 10: Three In Ten Say They Haven't Taken Their Medicine As Prescribed Due To
Costs

Individuals who report difficulty affording their prescription drug costs are more likely than
their counterparts to report not taking their medicines as prescribed due to cost (58 percent
vs. 17 percent). Among this group, one-quarter (27 percent) say their condition got worse as a
result of skimping on medications because of the cost.

Table 3. Six in Ten Of Those Who Report Difficulty Affording Prescription Drugs Report Not Taking Their Medication As Pr

Percer.1t w.ho sayithey have doneithie Those Who Report Difficulty Affording Those Who Report No Diff

following in the past 12 months because Total : o . . o
Their Prescription Drugs Affording Their Prescriptior

of the cost:

Not filled a prescription for a medicine 19% 41% 11%

Taken an over-the-counter drug instead 18 29 9

Cut pills in half or skipped a dose 12 35 6

Did any of the above 29 58 17

Condition got worse 8 27 5

Maijorities say they usually talk to their doctor and a pharmacist about the safety and potential
side effects of a newly prescribed drug (77 percent and 57 percent, respectively) compared to
fewer who report usually talking to their doctor or pharmacist about cheaper alternatives (51
percent and 41 percent, respectively). Four in ten (42 percent) report usually talking to their
doctor about the cost of a newly prescribed drug.
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Figure 11

Three-Fourths Say They Talk To Doctor About Safety And
Potential Side Effects Of New Prescriptions

Percent who report usually doing the following when getting a new prescription:

TOTAL ADULTS, 65 AND OLDER

720/6

Talking to a pharmacist about the safety and 57%
potential side effects of the drug el

36(',{]

Talking to their doctor about the safety and
potential side effects of the drug

50%

Talking to their doctor about whether there is a
less expensive alternative available

Talking to their doctor about the cost they will
have to pay for the new medication

Talking to a pharmacist about whether there is

h " %
less expensive alternative available 32%

KEF

SOURCE: KFF Health Tracking Poll (conducted February 14.24, 2019). See topline for full question wording and response options.

Figure 11: Three-Fourths Say They Talk To Doctor About Safety And Potential Side
Effects Of New Prescriptions

A smaller share of seniors report talking to their pharmacist or doctor about the safety, side
effects, and cost of their prescription drugs as well as whether there are less expensive
alternatives available.

Prescription Drug Plans

More commonly reported than problems affording prescription drugs are issues with
prescription drug plans. Nearly half of those with health insurance that helps them pay for
their prescription drugs say they experienced at least one of the following problems with their
health insurance plan: they were told that their plan wouldn’t cover a drug prescribed to them
(31 percent); required to try a less expensive drug first (29 percent); or had to wait more than
two days to get their prescription filled (25 percent).
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Figure 12

Half With Prescription Drug Coverage Say They've Experienced
A Problem With Their Plan In The Past Year
Percent who say they have had any of these problems with their health insurance plan in the past 12

months:
TOTAL ADULTS, 65 AND OLDER

Plan would not cover a drug
prescribed by doctor

Plan required them to try a less 29% 239%
expensive drug first ' -

Had to wait more than 2 days to

fill prescription because
phamarcy needed additional

approval

25%
Experienced any of the above 45%

NOTE: Among those who have prescription drug coverage
SOURCE: KFF Health Tracking Poll (conducted February 14-24, 2019). See topline for full question wording and response options.

28%

21%
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Figure 12: Half With Prescription Drug Coverage Say They've Experienced A Problem
With Their Plan In The Past Year

Nearly half (45 percent) of seniors with prescription drug coverage also say they have
experienced a problem with their plan with three in ten reporting they have had their plan not
cover one of their prescriptions (28 percent). Slightly fewer report having to try a less expensive
alternative first (23 percent) or having to wait more than two days to get their prescription

filled (21 percent).

When choosing a prescription drug plan, a larger share of seniors report that it is more
important to them to have a lower co-pay at the pharmacy when they get their prescriptions
filled (51 percent) than paying a lower premium each month (35 percent). This may be due to
the fact that nearly six in ten seniors (55 percent) report taking four or more prescription
drugs. Half of seniors (47 percent) report either comparing co-pays (36 percent), premiums (36
percent), or drugs that are covered (28 percent) when choosing their prescription drug plans.
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Figure 13

Majority Of Seniors With Prescription Drug Coverage Prioritize
Lower Co-Pays, Half Report Plan Comparison Shopping

Thinking about your prescription drug coverage, Percent who say they compared the following when
which is more important to you? they chose their current prescription plan:

The co-pays for
prescription drugs you -
are currently taking

Paying a lower ‘
Having a premium each The premiums for
lower co-pay month different drug plans

at the 35%
pharmacy Which prescription
51% drugs were covered by
Other/ different drug plans

36%
36%
DK/Ref.
14% Did any comparison shopping o
when choosing prescription plan 47%

3

NOTE: Among adults, 65 and over with prescription drug coverage.
SOURCE: KFF Health Tracking Poll (conducted February 14.24, 2019). See topline for full question wording and response options.

Figure 13: Majority Of Seniors With Prescription Drug Coverage Prioritize Lower Co-
Pays, Half Report Plan Comparison Shopping

Methodology

This KFF Health Tracking Poll was designed and analyzed by public opinion researchers at the
Kaiser Family Foundation (KFF). The survey was conducted February 14th-24th 2019, among a
nationally representative random digit dial telephone sample of 1,440 adults ages 18 and
older, living in the United States, including Alaska and Hawaii (note: persons without a
telephone could not be included in the random selection process). The sample included 290
respondents reached by calling back respondents that had previously completed an interview
on the KFF Tracking poll more than nine months ago. This month'’s poll also includes an
analysis of older Americans age 65 or older (n=606). To obtain a large enough sample, the
sampling frame included an oversample of older adults using cell phones (n=26) and landlines
(n=75) as well as callbacks to adults who fit the age criterion using the SSRS Omnibus poll
(n=136). To efficiently obtain a sample of lower-income and non-White respondents, the
sample also included an oversample of prepaid (pay-as-you-go) telephone numbers (25% of
the cell phone sample consisted of prepaid numbers) as well as a subsample of respondents
who had previously completed Spanish language interviews on the SSRS Omnibus poll (n=11).
Both the random digit dial landline and cell phone samples were provided by Marketing
Systems Group (MSG).

Computer-assisted telephone interviews conducted by landline (464) and cell phone (976,
including 662 who had no landline telephone) were carried out in English and Spanish by SSRS
of Glen Mills, PA. For the landline sample, respondents were selected by asking for the
youngest adult male or female currently at home based on a random rotation. If no one of that
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gender was available, interviewers asked to speak with the youngest adult of the opposite
gender. For the cell phone sample, interviews were conducted with the adult who answered
the phone. KFF paid for all costs associated with the survey with additional funding for the
over-sample provided by the John Hopkins’ Bloomberg School of Public Health.

The combined landline and cell phone sample was weighted to balance the sample
demographics to match estimates for the national population using data from the Census
Bureau’s 2017 American Community Survey (ACS) on sex, age, education, race, Hispanic origin,
and region along with data from the 2010 Census on population density. The sample was also
weighted to match current patterns of telephone use using data from the January-june 2018
National Health Interview Survey. The weight takes into account the fact that respondents with
both a landline and cell phone have a higher probability of selection in the combined sample
and also adjusts for the household size for the landline sample, and design modifications,
namely, the oversampling of prepaid cell phones and likelihood of non-response for the re-
contacted sample. To ensure accurate representation of the older population, the data were
weighted separately for those younger than 65 and those 65 or older. All statistical tests of
significance account for the effect of weighting.

The margin of sampling error including the design effect for the full sample is plus or minus 3
percentage points. Numbers of respondents and margins of sampling error for key subgroups
are shown in the table below. For results based on other subgroups, the margin of sampling
error may be higher. Sample sizes and margins of sampling error for other subgroups are
available by request. Note that sampling error is only one of many potential sources of error in
this or any other public opinion poll. Kaiser Family Foundation public opinion and survey
research is a charter member of the Transparency Initiative
(http://www.aapor.org/Transparency_Initiative.ntm) of the American Association for Public Opinion
Research.

Group N (unweighted) M.O.S.E.
Total 1,440 13 percentage points

Adults who currently take prescription medicine

Adults with prescription drug plans 1092 14 percentage points
Democrats 473 +6 percentage points
Republicans 410 16 percentage points
Independents 397 16 percentage points
Adults, 65 and older 606 15 percentage points
Adults, 65 or older, with prescription drug plan 513 +5 percentage points
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Endnotes
Findings

1.1n 2018 President Trump announced his prescription drug plan titled “American Patients

First,” which included the proposal to require drug manufacturers to publish list prices for
their prescription drugs in television advertisements. KFF Health Tracking Polls
(https://www.kff.org/report-section/kaiser-health-tracking-poll-june-2018-campaigns-pre-existing-conditions-
and-prescription-drug-ads-findings/) consistently find a majority of the public - including a
majority of Democrats, independents, and Republicans, have supported this policy proposal.

< Return to text

2. The Trump Administration’s FY2019 budget proposal (https://www.whitehouse.gov/wp-
content/uploads/2018/02/budget-fy2019.pdf) included this proposal and it was referenced in the
Administration’s May 2018 blueprint (https://www.gpo.gov/fdsys/pkg/FR-2018-05-16/pdf/2018-10435.pdf)
on drug costs.

< Return to text

3. Kantor, E.D., Rehm, C.D., Haas, J.S. et al. (2015). Trends in Prescription Drug Use Among
Adults in the United States from 1999-2012. JAMA, 314(17), 1818-1830. Available at

https://jamanetwork.com/journals/jama/fullarticle/2467552
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BCBSA
RECOMMENDS

More than 14 million people purchase comprehensive coverage in the individual health insurance
market. This is an important source of coverage for those without job-based insurance, including
small business owners and self-employed individuals, workers in the gig economy, workers

who are not eligible for employer-sponsored health plans and retirees who are not eligible for
Medicare. Many individuals who have significant medical conditions and need extensive and
often costly care depend on the individual market for coverage.

Unfortunately, individual market premiums are often unaffordable for people who do not qualify
for financial assistance, and coverage options for these people remain limited. For many, the cost
of coverage and care is out of reach, with many purchasers required to pay more than 15 percent
of their income for health insurance so they can obtain the medical care they need.

Figure 1: Premiums and Out-of-Pocket Costs as a Percentage of Income
for a Single 50-Year-old Purchasing a Silver Policy in 2019
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The individual market is a critical source of coverage for people from all walks of life, and it

should be strengthened to make coverage more affordable while protecting those with pre-existing
conditions. To achieve this, BCBSA recommends that policymakers take three critical steps:

1. Revise federal assistance to help more people afford coverage

2. Enact policies to lower costs and remove financial barriers to accessing care

3. Improve outreach to encourage people to obtain and maintain insurance

Taken together, the actuarial firm Oliver Wyman estimates these three actions would reduce the

average individual market premium by 33 percent, while enabling an additional 4.2 million people
to obtain ACA coverage.

Blue Cross Blue Shield Association is an association of independent Blue Cross and Blue Shield companies. 19-048-W09
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1. REVISE FEDERAL ASSISTANCE Figure 2: Proposed ACA Premium Subsidy -
TO HELP MORE PEOPLE AFFORD Income Limits Age Adjusted for 2021*
COVERAGE 2%

Congress should adjust tax credits to make
coverage more affordable and boost enrollment
among younger people. The current tax credit provides
substantial financial assistance for older consumers

who are more likely to need medical care and thus more
likely to purchase coverage, while providing more limited
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assistance for younger people. Enhancing tax credits for I/
younger people would increase the number of individuals 2% o
covered, especially among younger adults. Increasing the H
participation of younger and healthier people while also 0%
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maintaining financial assistance for older consumers will
help provide a better enrollment balance and help bring
premiums down.

Household Income Percentage of Federal Poverty Level
W Age 0-29 1 Age 30-39 B Age 40-49 I Age 50-64

*Subsidy income limits projected to 2021 by Oliver Wyman. Income limits for ages 50-64
Congress should adjust the current tax credit structure are the same as those under current [aw.
to help those who are ineligible for tax credits today. While federal tax policy provides indirect assistance to those with employer-
sponsored coverage regardless of income, those purchasing coverage on their own receive no financial assistance under the ACA tax
credit structure if their income is over 400 percent of the federal poverty level. Today, the average premium for a silver plan for a family
of four exceeds $20,000 annually, and individuals who are ineligible for tax credits pay the full price. As a result, many forgo coverage
because it is too expensive. The existing tax credit structure' should be adjusted so that no one purchasing coverage in the individual

market would be required to pay more than 12 percent of income for health insurance.

Congress should improve cost-sharing protections to help lower-income people access medical care.

The cost-sharing reduction (CSR) program provides significant assistance to help lower-income individuals by reducing or eliminating out-of-
pocket costs such as deductibles and copayments when they access medical care. However, people with incomes between 200-300 percent
of the federal poverty level are required to pay significant out-of-pocket costs that may serve as a barrier to accessing care. Expanding cost-
sharing protections to cover 80 percent of total costs for those between 200-300 percent of the federal poverty level would assure that the
program works better for people who are having trouble affording the care they need.

2. ENACT POLICIESTO LOWER COSTS AND REMOVE FINANCIAL BARRIERSTO ACCESSING CARE

Congress should establish a sustained federal funding Figure 3: Individual Market Claims Before and After
system to support the cost of caring for those with Implementation of ACA

significant medical needs. As people with serious health $400 $373
conditions entered the individual market, the cost of medical 2 $350

claims to pay for their care rose rapidly (see Figure 3), and now S 8300

exceed costs for those with employer-based coverage. Five g S0 $206

percent of people who buy coverage in the individual market 5: $200

represent almost 60 percent of health care claims’ costs. £ S150

A sustained federal funding mechanism which states could draw = $;22

on to support the cost of caring for those with serious health 0

conditions is essential to make premiums more affordable for 013 20
everyone, especially those who do not qualify for a tax credit. Data from MLR Public Use Files. For 2017, data is based on Individual Market adjusted to represent

ACA-compliant coverage using 2016 relativities. Monthly Claims Costs includes reduction for CSRs.

1 The current tax credit limits the out-of-pocket cost of insurance to a percentage of income for those under 400 percent of poverty.
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Creating a premium affordability program to support the cost of care for those with serious medical conditions (those with claims in excess
of $65,000) would reduce premiums by about 15 percent and cost the federal government less than $3 billion.? The lower premiums resulting
from such a program would mean tax credit expenditures—which are tied to premiums—also would fall. Such a program would be a major
commitment to assuring that coverage remains available and affordable for those with pre-existing conditions.

Congress should provide relief from the health insurance tax. In January 2018, Congress passed legislation suspending the ACA
health insurance tax (HIT) for 2019. If Congress does not act, the HIT will add more than $16 billion to the cost of insurance for individuals,
small businesses, families and Medicare Advantage enrollees in 2020 when the tax is slated to return. Eliminating the HIT would reduce
premiums by 2-3 percent.

Congress should modernize health plans that are linked with health savings accounts (HSAs). Currently, high-deductible health
plans that are linked to HSAs are prohibited from offering services other than preventive care on a pre-deductible basis. This can create cost
barriers to care for patients with chronic illnesses. To provide better management of chronic disease, Congress should permit HSA-qualified
health plans to cover high value services before the deductible. For example, a health plan could provide coverage of insulin before the
deductible to ensure patients with diabetes have access to this live-saving drug. This would preserve the consumer-directed features

of HSAs and assure access to services that keep people healthy and address chronic conditions.

3. IMPROVE OUTREACHTO ENCOURAGE PEOPLETO OBTAIN AND MAINTAIN INSURANCE

Exchanges should provide enhanced outreach to ensure that people enroll in coverage. A recent Commonwealth Fund survey
found that two of five (40 percent) of America’s 27.5 million uninsured, working-age adults were not aware of their state's marketplace or
HealthCare.gov.® As costs of operating exchanges decrease over time, user fees for issuers should be lowered, and some of the fees should
be redirected to outreach, education and marketing to encourage enroliment. In addition, federal funding for outreach should be restored to
2014 levels. States also should be encouraged to develop more efficient and less costly outreach and enrollment platforms.

Exchanges should provide information on coverage status to states to improve outreach efforts and simplify enroliment.
States should have access to aggregated information on health insurance enrollment and income status to determine who is potentially
eligible for government assistance in subsidized, qualified health plans, as well as in the Medicaid and CHIP programs. This information
would allow better targeting of outreach and education campaigns. At the same time, Congress should work to simplify the eligibility rules
for tax credits to make it easier for people to know whether they qualify for financial assistance to help them purchase coverage.

Policymakers should continue to allow consumers to automatically renew coverage. About 3 million people automatically re-
enroll in health insurance coverage each year on the health insurance exchanges. Automatic re-enrollment is a feature of employer-based
insurance as well as Medicare Advantage and Medicare Part D. Allowing consumers to auto-renew helps ensure continued enrollment

and should be maintained. State efforts to provide incentives for individuals to maintain health insurance coverage also should be supported.

2 The program would pay 70 percent of the costs between $65,000 and $1 million.

3 https://www.commonwealthfund.org/publications/issue-briefs/2017/sep/following-aca-repeal-and-replace-effort-where-does-us-stand

The Blue Cross Blue Shield Association (BCBSA) is a national federation of 36 independent, community-based and locally operated Blue Cross and Blue Shield companies that collectively
provide healthcare coverage for one in three Americans. To learn more about how BCBSA is advocating to improve healthcare for all Americans, please visit www.bcbsprogresshealth.com.

ISSUED ON 2/25/19
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Executive Summary

The Affordable Care Act (ACA) has successfully extended coverage to many people
who had no access to health coverage prior to 2014. However, many people are faced
with unaffordable or unattractive options if they have moderate incomes and do not have
access to employer or publicly sponsored health coverage.

We prepared this report for the BlueCross and BlueShield Association to discuss
options that would help to improve the individual market and make individual health
coverage more affordable to a broader portion of the population. It contains three
sections. The first section is this executive summary. In Section 2, we provide an
overview of the individual health insurance market and its current challenges. In Section
3, we discuss options available to help improve this market, and we use our micro-
simulation model to illustrate the impact these proposals could have on the market. For
details regarding the Oliver Wyman Healthcare Reform Micro-Simulation Model (HRMM)
and the methods underlying our estimates, please see this link.

Our primary findings are the following:

e The ACA led to a significant increase in the number of people covered under the
individual market through 2015, but enroliment has declined since then,
especially among non-subsidized enrollees. At the same time, insurers
participating in the individual market experienced significant financial losses
through 2016 and then increased premiums in an effort to stem those losses.

¢ Market improvement proposals currently under consideration include age-
adjusted premium subsidies, enhancing cost sharing reductions, enhancing
benefits insurers provide to low-income insureds through cost sharing reductions,
$15 billion per year for a reinsurance program, improved outreach and marketing
efforts, and the elimination of the 9010 HIT fee. Our analysis shows that each of
these could help increase enrollment in the individual market and would increase
federal spending marginally.

e Specifically, we find that these provisions, combined, would increase enroliment
by roughly 4.2 million individuals in the ACA market, reduce the nationwide



REDUCING PREMIUMS AND EXPANDING ENROLLMENT IN
THE INDIVIDUAL HEALTH INSURANCE MARKET

average premium by approximately 33%,' and increase federal spending by
$10.2 billion annually, when considering federal outlays for external funding,
APTCs, and marketing and outreach spending, but without the impact of lost
revenue from the elimination of the 9010 HIT fee.?

' The nationwide average premium estimate includes demographic and geographic changes in the ACA risk pool.

2 CBO estimated a loss in revenue of $12.7 billion in fiscal year 2019 due to the elimination of the tax on insurance
providers in calendar year 2019. See Table 3: https://www.cbo.gov/system/files/115th-congress-2017-
2018/costestimate/rulescommitteeprint115-55-c.pdf



https://www.cbo.gov/system/files/115th-congress-2017-2018/costestimate/rulescommitteeprint115-55-c.pdf
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Overview of the Individual Market

The ACA fundamentally changed the operation of the individual health insurance
market.® Enroliment in the individual market increased initially from pre-ACA levels of
approximately 10.9 million enrollees in 2013 to 17.5 million in 2015. This was followed
by declines in the number of enrollees in 2016 and 2017 (see Figure 1). Most of the
decline in 2017 was among the non-subsidized, off-Exchange enrollees in ACA-
compliant plans. On-Exchange enroliment remained relatively stable. Most of the on-
Exchange enrollees are eligible for premium subsidies (APTCs) that largely shield them
from premium increases. However, off-Exchange enrollees are not eligible for APTCs.
As a result, these individuals must absorb, in full, any rate increases as discussed
below. About 2.1 million or 14% of the total enrollees in 2017 had transitional or
grandfathered plans (referred to here as non-ACA compliant plans) which are closed
blocks of business with declining enroliment.*°

3 https://www.gpo.gov/fdsys/granule/PLAW-111publ148/PLAW-111publ148/content-detail.html

4 https://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/transition-to-compliant-policies-03-
06-2015.pdf
5 https://www.cms.gov/CCIIO/Resources/Regulations-and-Guidance/Downloads/transition-to-compliant-policies-03-
06-2015.pdf
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Figure 1: Average Estimated Enrollment in the
Individual Market
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Source: Member months statistics from Statutory Reporting, CMS Summary of Risk Adjustment Transfers, CMS Effectuated
Enroliment reports and MLR rebate reports; Excludes student, mini-med or other non-major medical coverage types.

In Figure 2, we show the nationwide average premium per member per month (PMPM)
in the ACA individual market from 2014 to 2017. In 2017, the average premium
increased by more than 20%, to $472 PMPM ($5,664 per year). The primary reason for
this increase was the losses issuers were experiencing in this market (Figure 3). As a
note, average premiums are significantly higher in the ACA market than in the pre-ACA
market, as we discuss in prior work.®

6 https://health.oliverwyman.com/content/dam/oliver-wyman/blog/hls/featured-
images/August2017/Market Stabilization Report.pdf, see Figure 1 in this link
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Figure 2: Average Monthly Premium in the
Individual ACA Risk Pool
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Source: CMS Summary Report on Risk Transfer Payments 2014-2017; national average enroliment weighted premium;
Individual excluding Catastrophic and Merged markets; premium is pre-subsidies.

Figure 3: Underwriting Gain/Loss in the
Individual Market
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While the rate increases in 2017 helped issuers stem their losses from participating in
the ACA marketplace, premiums in the individual ACA market increased substantially,
particularly for the non-subsidized population (those with incomes greater than 400% of
the federal poverty level (FPL) or $100,400 for a family of four in 2019).”

In Figure 4, we show how much a family with a household income of 401% FPL with two
parents age 50 and two children under age 14, would have to pay, on average, for ACA
coverage for the lowest cost silver plan® and cost sharing® after accounting for federal
taxes.'® The family would have to spend a total of $33,472 for their ACA coverage and
cost sharing, or about 33% of pre-tax income, and would have only half of their gross
income available for all other expenses after accounting for taxes and health insurance
costs. In comparison, typical family coverage provided by private employers is estimated
to cost the employee about $5,824'" on a pre-tax basis and provides coverage with
lower cost sharing estimated at $4,377.'? The same family would have about $69,000 in
disposable income after accounting for the cost of health insurance and taxes as shown
in Figure 5, which is about 36% more income than if the family were covered in the
individual ACA market.

7 https://aspe.hhs.gov/poverty-guidelines

8 Estimated at $24,926 based on Oliver Wyman calculations using the 2019 individual market landscape file based on
the premiums for lowest cost silver plan coverage in each county in the 39 states with a federally facilitated
marketplace: https://www.healthcare.gov/health-plan-information-2019/

9 Estimated at $8,546 based on premium of $24,926 * 80% loss ratio / 70% actuarial value of silver plan * 30% of
member cost sharing.

10 Calculated after subtracting $8,732 in federal taxes (based on 2019 Federal income standard deduction of $24,400
for married couples filing jointly with 12% marginal tax rate) and $7,681 for Social Security and Medicare taxes
(7.65% of $100,400 in income) with no state income tax.

" Workers contribution to Family Coverage, All Plans in 2018, Figure A on Page 10 of the 2018 Employer Health
Benefits Report, Kaiser Family Foundation trended at 5% to 2019: http:/files.kff.org/attachment/Report-Employer-
Health-Benefits-Annual-Survey-2018

12 Estimated at $4,377 based on the 2018 ESI Coverage Cost of $19,616 * 1.05 trend * 85% loss ratio / 80% actuarial
value of ESI plan * 20% of member cost sharing.


http://files.kff.org/attachment/Report-Employer-Health-Benefits-Annual-Survey-2018
https://www.healthcare.gov/health-plan-information-2019/
https://aspe.hhs.gov/poverty-guidelines
http://files.kff.org/attachment/Report-Employer-Health-Benefits-Annual-Survey-2018
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Figure 4: Net Income after ACA Health Coverage and Taxes
for Family of Four at 401% of FPL
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Figure 5: Net Income after ESI Coverage and Taxes for Family

of Four at 401% of FPL
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Consistent with recent experience, we expect that non-subsidy enroliment in the
individual ACA market will continue to decline. The elimination of the mandate penalty in
2019 reduces the “cost” of being uninsured, especially for the healthier and younger
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population.'® New regulations for short-term limited duration plans and association
health plans could provide alternative coverage options which might be more affordable
compared to the ACA coverage, but which would also be limited to a healthier
population.'*'® Continuing enrolliment declines in the ACA market among the healthier
population will likely lead to future premium rate increases, further destabilizing the
market, increasing federal cost for premium subsidies, and reducing plan choices and
competition among carriers.

In Section 3 of this report, we suggest that policymakers consider a set of proposals that
would make ACA coverage more affordable and ensure access to comprehensive
health coverage, regardless of the individual’'s health status.

13 https://www.healthcare.qov/fees/fee-for-not-being-covered/

14 https://www.cms.gov/newsroom/fact-sheets/short-term-limited-duration-insurance-final-rule

15 hitps://www.federalregister.gov/documents/2018/06/21/2018-12992/definition-of-employer-under-section-35-of-
erisa-association-health-plans
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Market Improvement Proposals

In this section, we will discuss important market improvement proposals, and we provide
analysis of the projected impact of these proposals. The list of proposals we outline here
is not exhaustive. For example, we have not included a federally enforced mandate
requirement like the recently repealed mandate, even though we believe that would be
an effective mechanism to help improve this market.

Permanent External Funding for a Reinsurance Program

High premiums discourage enrollment of the healthier and younger population, and that,
in turn, leads to even higher premiums for remaining enrollees.’® This is especially a
problem for individuals who do not qualify for premium subsidies or tax incentives, such
as contract employees, early retirees, or the self-employed. The transitional reinsurance
program that ended in 2016, was effective in lowering premiums in the non-group
market,'” and our micro-simulation modeling shows that lower premiums resulting from
this external funding would attract more non-subsidized individuals and a younger and
healthier population. In addition, a significant portion of the cost of the external funding
will be offset by APTC savings as premiums decline.

Age Adjusted Premium Subsidies

Under the ACA, premium subsidies are structured to limit the enrollees’ premium
expenditure on a sliding scale relative to their household’s income between 100% and
400% of FPL. Most households above 400% and below 100% of FPL do not qualify for
premium subsidies. Figure 6 shows the maximum percentage of income projected for
coverage year 2021 an individual or household must pay towards the cost of coverage
for the second-lowest-cost silver plan. Because ACA premiums can vary by age based
on a 3:1 age curve, at a given income, older enrollees receive a larger subsidy than
younger enrollees. As the older population has a stronger preference for protecting their
assets and using health care services, the current subsidy structure is more attractive to
an older population and leads to an older, unbalanced risk pool.

'6 Finkelstein, A., Hendren, N., and Shepard, M., “Subsidizing Health Insurance for Low-Income Adults: Evidence
from Massachusetts,” NBER Working Paper 23668, August 2017.

17 https://www.cms.gov/CCIIO/Programs-and-Initiatives/Premium-Stabilization-Programs/Downloads/Summary-
Reinsurance-Payments-Risk-2016.pdf
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Figure 6: Current ACA Premium Subsidy - Income Limits
Estimates for 2021
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Modification of the subsidy structure, where the maximum percentage of income is
determined not only by FPL but also by the age of the oldest member of the household,
would make coverage more attractive to a younger population, thereby improving the
morbidity of the risk pool. In Figure 7, we show a proposed age adjusted subsidy
structure. Households where the oldest member’s age is between 50 and 64 would
receive the same subsidy as under current law. Households where oldest member is
younger than 50 with incomes between 150% and 400% would be required to pay a
lower percentage of their income towards the cost of coverage than under current law.
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Figure 7: Proposed ACA Premium Subsidy - Income Limits
Age Adjusted for 2021
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Cap on ACA Premium Spending above 400% of FPL

Households with income above 400% of FPL do not qualify for any premium subsidies
under current law. As discussed in Section 2, a family with two adults age 50 and two
children under age 14 and income of $100,400 (401% of FPL) would have to pay on
average $24,926 for the lowest cost silver plan in the ACA marketplace in 2019
excluding cost sharing. This is roughly 25% of their gross income, and 30% of their post-
tax income.

As an alternative, we modeled the market assuming a cap of 12% of household gross
income on the cost of coverage in the ACA marketplace. This modification would make
coverage much more affordable for a large segment of the population that currently
finds coverage unaffordable. It would also help to insulate insureds from large rate
increases and reduce the size of the uninsured population. We have assumed in our
modeling of the 12% cap provision that it would not the impact or alter the availability of
private, employer-sponsored coverage significantly. We chose a 12% cap to provide a
minimum amount of financial protection to families that otherwise would not qualify for
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premium assistance while being high enough to avoid significantly affecting the
employer sponsored coverage.'®

Improved Treatment of CSR Plans

Households with incomes between 100% and 250% of FPL are eligible for ACA plans
with reduced member cost sharing (ranging from 6% to 27% of the allowed claim cost).
Households between 250% and 400% of FPL can use premium subsidies to purchase
the benchmark, silver plans with expected member cost sharing around 30% without the
need to spend a higher share of income, as shown in Figure 6. Here, we modeled the
impact of providing coverage that has at least an 80% actuarial value to individuals with
incomes between 200% and 300% of FPL to reduce the burden of high patient cost
sharing on the lower income population, and we have assumed CSR payments are fully
funded.

Improved Funding for Exchange Outreach and Marketing

Greater awareness about coverage options among the eligible population through
marketing and advertising can lead to higher enroliment in the ACA."® Additionally, it
motivates a healthier population to enroll and can help reduce premiums and the
average federal spending on premium subsidies per enrollee.?’ We estimated that
increasing the current CMS marketing and outreach budget from $20 million to $160
million would increase the ACA enrollment by roughly 5% in the 34 individual markets
served by the Federally-facilitated Marketplace (FFM), based on our analysis of
published research on the impact of outreach and marketing.

Section 9010 Fee Tax Moratorium

The reinstatement of health insurer tax (HIT) is estimated to result in an increase in
premiums of roughly 2.2% in 2020 and subsequent years.?! A moratorium on the HIT
would help reduce premiums and provide more stability to the individual, ACA market.

As we describe below, we modeled each of these market improvement proposals, and
together they lead to an increase in ACA enrollment of roughly 4.2 million individuals in
2021, reduce the nationwide average premium by approximately 33%, and cost the

18 1n 2018, only 3% of workers in Large Firms (more than 200 workers) and 14% of workers in Small Firms (3-199
workers) contributed $12,000 or more annually towards family coverage, see Figure 6.14 on Page 91 of the 2018
Employer Health Benefits Report, Kaiser Family Foundation.

19 https://www.healthaffairs.org/doi/10.1377/hlthaff.2017.1507

20 https://hbex.coveredca.com/data-research/library/CoveredCA Marketing Matters Issue Brief.pdf

21 https://health.oliverwyman.com/2018/08/new-analysis--how-the-acas-hit-will-impact-2020-premiums.html
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federal government an additional $10.2 billion when considering the $15 billion for the
reinsurance program premium subsidies, and marketing/outreach spending.??

Healthcare Reform Micro-Simulation Model Results

We used our HRMM to estimate the impacts of the market improvement proposals on
enrollment, average premiums and federal spending. Table 1 shows the main
assumptions employed in the baseline and market improvement scenarios.

Table 1 - Assumptions for Baseline and Market Improvement Scenarios

Item

Baseline / Current
Regulation Scenario

ACA Market Improvement
Scenario

APTC methodology under

Modified age adjusted APTC
percentage factors up to
400% of FPL; flat 12% gross
income cap for silver

current ACA regulations Yes premium above 400% FPL
Enhanced CSR plan

available at 80% actuarial
value for households with
income between 200% and

CSR methodology under 300% of FPL, and fully

current ACA regulations Yes funded

ACA Shared Responsibility

Payment (Mandate) No No

Transitional policies allowed

Yes, through 2021

Yes, through 2021

9010 HIT Fees Collected

Yes

No, 2.20% premium impact in
2021

Reinsurance Program

No

Yes, $15 billion per year

CMS Budget for Outreach,
Marketing and Navigators in
34 FFM States

At 2019 funding level, about
$20 million

Funding is increased to 2017
levels, about $167 million

All other ACA regulations

Unchanged

Unchanged

In Figures 8 through 10 we show the impact of the market improvement proposals
described above on enrollment, market average premiums, and federal spending on
APTCs, external funding and marketing/outreach, respectively. We did not include any

22 Excluding impact on federal expenditure and revenues like reduced Exchange user fees through lower premiums,

loss of the HIT revenue, etc.
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other revenue effects in Figure 10. We estimate that the market improvement proposals
we modeled would increase the ACA-compliant individual market enroliment by about
4.2 million enrollees, or roughly 38%. This estimate includes about 0.6 million enrollees
switching from non-ACA compliant plans to ACA-compliant plans. The provisions would
reduce the nationwide average premium by 33% and would increase federal spending
by about $10.2 billion annually for the budget items we included. The market provisions
without the impact from the elimination of the 9010 HIT fee would increase enroliment
by roughly 4.1 million individuals in the ACA market, reduce the nationwide average
premium by approximately 31%, and increase federal spending by $12.4 billion.

18
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Figure 8: Projected Enrollment in the
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Figure 9: Projected Market Average Premium in the ACA
Individual Market 2021
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Figure 10: Projected Federal Funding in 2021
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Report Qualifications, Assumptions and Limiting
Conditions

We prepared this report for the BlueCross and BlueShield Association for the purposes stated
herein. This report is not to be used for any other purpose.

In this work, we have relied on publicly available data and information without independent audit.
Though we have reviewed the data for reasonableness and consistency, we have not audited or
otherwise verified this data. It should also be noted that our review of data may not always
reveal imperfections. We have assumed that the data and information we relied upon are both
accurate and complete. The results of our analysis are dependent on this assumption. If this
data or information is inaccurate or incomplete, our findings and conclusions may need to be
revised.

Our conclusions are based on data and information that we believe are appropriate for these
purposes, and on the estimation of the outcome of many contingent events. Our estimates make
no provision for extraordinary future events not sufficiently represented in historical data on
which we have relied, or which are not yet quantifiable.

The sources of uncertainty affecting our estimates are numerous and include items such as
changes in policies beyond those modeled here such as changes in outreach and advertising,
changes in taxes, and changes in federal and state funding.

While this analysis complies with applicable Actuarial Standards of Practice, users of this
analysis should recognize that our projections involve estimates of future events and are subject
to economic and statistical variations from expected values. We have not anticipated any
extraordinary changes to the legal, social, or economic environment that might affect the results
of our modeling. For these reasons, no assurance can be given that the emergence of actual
results will correspond to the projections in this analysis.

The authors of this report are members of the American Academy of Actuaries and meet that
body’s Qualifications Standards to perform this work and render the opinions expressed in this
report.
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ISSUE BRIEF

In this report, we analyze transparency data released by the Centers for Medicare and Medicaid
Services (CMS) to examine claims denials and appeals among issuers offering individual market
coverage on healthcare.gov from 2015-2017. We find that, across issuers with complete data,
19% of in-network claims were denied by issuers in 2017, with denial rates for specific issuers
varying significantly around this average, from less than 1% to more than 40%. We also find that
consumers rarely appeal claims denials to their issuers, and when they do, issuers typically
uphold their original decision. Healthcare.gov consumers appealed less than one-half of one
percent of denied claims, and issuers overturned 14% of appealed denials.

Transparency data can provide information about health plan coverage and operations that
might not otherwise be readily apparent. For example, they can reveal how often issuers deny
claims or pay claims promptly. Transparency data can also shed light on the adequacy of health
plan networks, for example, showing how often enrollees seek out-of-network care. Data can
form the basis for report cards or other tools to help consumers understand and compare health
plan options, and can inform oversight activities, such as plan certification and market conduct
examinations.

The data posted by CMS has significant

limitations, some of which may be ACA Marketplace plans denied an average of
partially addressed in future collections. nearly 1 in 5 in-network claims in 2017; denial
The large range in claim denial rates rates ranged from 1% to 45% across insurers _

across issuers raise questions about the
quality of the data. The current release
does not provide information about why
a claim was denied, making it difficult to assess what is driving the denials and why they vary so
much. CMS also is not collecting data for several categories specified in the Affordable Care Act
(ACA), including the number of out-of-network claims submitted and denied and consumer
financial liability for out-of-network claims. In addition, while the law requires reporting by most
employer-sponsored group health plans and other individual market plans, CMS is currently only
collecting information from issuers offering individual pl<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>