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Introduction

This report explores near-term state options for lowering insurance costs in the individual
market by expanding the circle of coverage, focusing on policy approaches that are innovative,

practical, and ready for adoption in 2019.

As new governors and legislators take office in

2019, states will have an opportunity to reexamine
their approaches to pressing policy problems. One
longstanding conundrum involves the individual
market for health insurance. Although the Patient
Protection and Affordable Care Act (ACA) made
significant improvements to that troubled segment of
the U.S. health insurance system, many families are
still charged unaffordable premiums, deductibles, and
other cost sharing.

The Trump administration and many of its state and
national allies have embraced an approach that

lowers nominal premiums for the young and healthy

by undermining coverage and care for people with
preexisting conditions and for older adults. The same
basic approach comes in multiple forms—among

them, short-term limited duration insurance (STLDI),
Association Health Plans (AHPs), farm bureau plans, and
health care sharing ministries. Each variation involves a
two-tier insurance system:

» In the upper tier, health plans remain legally
obliged to offer comprehensive benefits without
discrimination against people with preexisting
conditions.

» In the lower tier, insurance companies offer plans
that recruit healthy consumers out of the ACA-
protected market by operating under completely
different rules. Those rules let insurance companies
cut premiums for healthy people by (1) eliminating
services, such as prescription drugs and maternity
care, that many people need and (2) overtly or
covertly preventing enrollment by consumers with
preexisting conditions.

When enrollees in lower-tier plans develop health
problems, their insurance companies often fail to
cover necessary care, leaving consumers responsible
for unaffordable—even catastrophic—medical costs.
After the lower-tier plans take many healthy consumers
out of the ACA-protected market, premiums escalate
in that market, and carriers may simply stop offering
any comprehensive plans. Those were the results that
the nonpartisan Congressional Budget Office (CBO)
projected and that numerous states observed long
before the ACA’s enactment.

There is a better way. States such as Massachusetts and
California have lowered individual-market premiums

by bringing young and healthy consumers into
comprehensive coverage that provides full consumer
protections. By reducing average risk levels, these states
have lowered premium costs for the healthy and sick
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alike.? Such states have also taken steps to manage
the individual market intelligently, making it easier for
consumers to navigate and giving insurers powerful
incentives to keep premiums low.

In this paper, we explore seven specific strategies

that states could pursue along these same general
lines, both to enroll the eligible uninsured and to

cut health insurance costs. As with any strategy that
broadens coverage, the approaches discussed below
would lower private insurance premiums by reducing
uncompensated hospital care: Much evidence shows
that a significant portion of the cost of such care

is passed on to private insurers, which then raise
premiums through a “hidden health care tax” imposed
on those who receive health benefits at work or

have other forms of private coverage.’ The policies
discussed here offer an additional cost advantage: by
bringing healthy consumers into the individual market,
average costs—hence premiums—decline for those
who buy insurance without help from an employer or
the government.
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This report has several limitations. First, it presents only
a general overview of each policy approach, leaving
many crucial policy details for later, more targeted

issue briefs and technical assistance. Second, we focus
primarily on helping uninsured consumers who qualify
for individual-market coverage, leaving future reports to
explore coverage innovations involving lower-income
adults and children who are currently eligible for
Medicaid and the Children’s Health Insurance Program
(CHIP).“ Third, this analysis does not explore options for
addressing two important causes of coverage gaps that
merit extended treatment on their own: selected states’
refusal to implement the ACA’s Medicaid expansion,
and denials of health coverage based on immigration
status. Finally, this report illustrates the potential offered
by several promising state coverage innovations, but it
does not encompass all measures that could increase
the number of people with individual insurance while
improving risk pools.” In future publications, we will both
highlight additional coverage innovations and flesh out
details for some of the policies that the next section of
this report describes in general terms.



Strategies to Reduce the Number of Uninsured
and Lower Insurance Premiums

Following are several innovative, practical options
that states could use to lower unsubsidized premiums
in the individual market by broadening the circle of
coverage without weakening consumer protections for
people with preexisting conditions, older adults, and
others who need medical care. To decide among health
policy priorities for action in 2019, state advocates and
officials likely will need to consider potential limits on
available resources, the income and age distribution

of the state’s uninsured residents, local market
conditions, and how each state’s evolving political
landscape shapes the parameters of the possible.

In almost every state, one urgent priority is
protecting people against plans, including
those embraced by the Trump administration,
that destabilize markets and harm families by
operating free of core consumer protections.

Some states have already banned or limited these
substandard forms of coverage—STLDI, AHPs, health
care sharing ministries, and indemnity plans—

unless they abide by all of the ACA’s consumer
safeguards.® Among other things, such safeguards
bar discrimination against people with preexisting
conditions, require minimum benefits, limit premium
variation based on age and sex, assure solvency, forbid
discriminatory and deceptive marketing, and mandate
that at least a specified percentage of insurance
premiums are used to pay health care claims.

In addition to protecting their markets from attack,
state policymakers can achieve important forward
progress using the following seven strategies.

1 Move toward implementing a Medicaid buy-

in policy that lets consumers with incomes
too high for Medicaid enroll in substantially more
affordable insurance.

The buy-in approach that many state leaders prefer
would offer consumers with incomes too high for
Medicaid the opportunity to use premium tax credits
(PTCs) to obtain Medicaid-type coverage. With a
waiver under ACA Section 1332, such coverage
might substantially lower enrollee premiums and
deductibles compared to what people now must pay
in the exchange. Unfortunately, any policy—including
a Medicaid buy-in approach—that greatly increases
enrollment is likely to violate Section 1332’s deficit
neutrality requirement, which forbids waivers that
increase total federal spending.”

Colin Baillio of Health Action New Mexico has
developed a strategy to overcome this challenge by
taking multiple steps during the next few years to
increase enrollment into marketplace coverage funded
by PTCs. As a result, the federal cost baseline to

which a buy-in waiver will be compared will have such
high participation levels that only modest additional
enrollment would result from a waiver. This could make
it easier for future federal officials to approve a buy-in
proposal that offsets the cost of additional enrollees
by lowering average federal costs per PTC beneficiary.
The latter cost offset could come from both the buy-in
policy itself and by other measures added to the waiver
proposal, such as traditional reinsurance (the final
option described below).®
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Supplement federal financial assistance with
extra help for paying premiums and lowering

deductibles and other cost sharing.

Unaffordability is the most significant factor inhibiting
eligible consumers’ enrollment into private coverage,
according to much research.? Federal PTCs and cost-
sharing reductions (CSRs) have helped, but costs
remain a significant obstacle. With financing strategies
like those described below, a few states use their own
resources to supplement federal subsidies, making
coverage more affordable for consumers with incomes
up to 300 percent of the federal poverty level (FPL).

In Massachusetts, for example, those additional
subsidies play a major role in helping the state obtain
some of the country’s lowest marketplace premiums,
even while the state’s overall health care costs are
among the highest in the nation.’® Massachusetts’s
additional affordability aid eliminates deductibles for
consumers with incomes up to 300 percent of FPL,
eliminates premiums for those up to 150 percent of
FPL, and reduces premiums for consumers between
150 and 300 percent of FPL below levels charged

in the exchange. These steps lower unsubsidized
premiums in two ways:

» They improve the risk pool by expanding
the circle of coverage to include numerous
young and healthy adults. Altogether, 76
percent of potentially eligible adults enroll in
Massachusetts’s individual market—more than
in any other state, and far more than the 51
percent of potentially eligible adults who receive
individual coverage nationally."
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» With substantially reduced consumer premium
payments, and a larger and more stable pool of
enrollees attracted by much less costly coverage,
a plan that charges even a small amount above
the lowest available price can lose significant
business. This gives insurers incentives to offer
inexpensive coverage. The state shares the
resulting savings with other consumers and with
employers by offering low-cost plans through the
exchange to people at all income levels and to
small businesses.™

State policymakers could also provide additional
financial assistance to higher-income consumers,
including those who do not currently qualify for

PTCs and so are exposed to very high costs. It is
nevertheless easy to understand why Massachusetts
focused supplemental affordability aid on consumers
with incomes at or below 300 percent of FPL.
Nationally, such consumers comprise 64 percent

of all uninsured adults who potentially qualify for
marketplace coverage, including 66 percent of such
adults who are under age 35, whose participation has
a particularly favorable effect on risk pools (Figure 1).

Massachusetts used Medicaid waivers under Social
Security Act Section 1115 to claim federal funds that
covered part of the cost of supplemental aid, but the
federal government may not grant similar waivers to
new states. Depending on the local political landscape,
states without access to Section 1115 dollars might
consider using general-fund resources for this purpose;
raising tobacco taxes, as Massachusetts does to help



Figure 1. Uninsured adults under age 65 who are potentially eligible for individual-market coverage, by age
and income as a percentage of FPL: 2016 (millions)

15.9

> 400% FPL
301%-400% FPL
201%-300% FPL
139%*-200% FPL

64%

66%

Age 19-34 Age 19-64

Source: Families USA analysis of American Community Survey (ACS) data for 2016. Note: Potentially eligible individuals were either
uninsured or received individual coverage. ACS data did allow the identification or exclusion of those who were ineligible for premium tax
credits (PTCs) because of immigration status or unaccepted coverage offers from employers. It also was not possible to identify or include
lawfully resident families who qualify for PTCs with incomes below 139 percent of FPL because their immigration status precluded federal
Medicaid funding for non-emergency services.

* The lower income threshold for this band is either 101 or 139 percent of FPL, depending on whether the applicable state had expanded
adult Medicaid eligibility by 2016.

fund supplemental affordability aid; or taxing nonprofit ~ to pay the small portion of low-income consumers’

insurers and hospitals that have accumulated large premium costs that PTCs do not cover. In each locality,
surpluses, augmented by windfalls from recent federal hospitals’ resulting uncompensated care savings far
tax cuts. exceeded their premium contributions.” Both hospitals

and consumers could benefit if these programs were

States could also explore targeted provider donations scaled up to serve all eligible residents of a state,

a5 a win-win financing strategy. This approach builds reducing or eliminating premium costs for the lowest-

on successful hospital initiatives in several localities income uninsured who qualify for PTCs,
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Implement the ACA’s Basic Health Program

(BHP) option, through which consumers with
incomes below 200 percent of FPL receive state-
contracted coverage, rather than marketplace
insurance.

When New York used BHP to greatly lower premiums
and end deductibles for people with incomes between
138 percent and 200 percent of FPL, enrollment
skyrocketed for the affected income group, from
166,000 covered in 2015 to 436,000 in 2018 (Figure 2).

New York’s BHP offers substantially more affordable
coverage than was provided by marketplace plans
with PTCs and CSRs. BHP plans have no deductibles;
premiums are not charged to people with incomes

at or below 150 percent of FPL; and BHP consumers
between 150 percent and 200 percent of FPL pay
premiums of $20 per month, far below the $63 to $132
charged in other states to PTC beneficiaries in this
income range.'

Fully 61 percent of New York’s BHP members are under
age 45, highlighting the program’s potential to improve
risk pools and lower premiums for unsubsidized
consumers in the individual market. To realize that
potential, states would need to implement the federal
option to include BHP members in the individual
market risk pool. No BHP state has yet taken that step.

Minnesota, the other state that has implemented BHP,
also achieved positive results, but its BHP program did

Figure 2. Enrollment through New York’s marketplace, by income level: 2015-2018

—— 138%-200%
FPL (QHP in 2015,

436,000
386,000

then BHP) 224,000
—o— 201%-400%
FPL (QHP with 166,000
PTCS) 147,000 143,000 149,000
—o— > 400% FPL 141,000 &= — —— —
(QHP without — e —
PTCs) 108,000 125,000 100,000 104,000
2015 2016 2017 2018

Source: New York State of Health (Open Enrollment Reports, 2015-2018). Note: A QHP is a qualified health plan offered in the New York

marketplace.
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not involve the kind of natural experiment that New
Yorkers witnessed. Minnesota used BHP to refinance
an existing state program with coverage that was
already much more affordable than what the ACA made
available in the marketplace, so no major change in
coverage systems took place. The program is widely
viewed as a success, as reflected in the governor’s
proposals to expand BHP by offering it as an option to
all state residents.”

States receive federal funding for BHP that equals 95
percent of the PTCs and CSRs for which BHP members
would have qualified had they received exchange
coverage. New York and Minnesota supplement these
federal dollars. However, because BHP replaced
previous coverage for which these states received less
generous federal funding, both of them realized net
budget gains.'®

States that want to improve affordability for lower-
income consumers may face a choice between
implementing BHP and providing supplemental
affordability aid for marketplace coverage, as described
under Option 2. In such states, officials could compare
any net state costs required to supplement federal BHP
payments with the net cost of using state dollars to
supplement federal PTCs and CSRs.

4 Provide more public education and hands-
on assistance to help consumers obtain and
retain coverage.

Much evidence shows that participation levels can
increase dramatically when states provide public
education about available coverage options and

offer hands-on assistance with applications."”

Federal officials are nevertheless slashing funding for
these essential functions in the federally facilitated
marketplace,'® which is likely to reduce enrollment,
especially among those who do not suffer from
serious health problems that make obtaining health
insurance a top priority. To prevent those results and
to increase enrollment gains with resulting premium
savings, states whose residents use the federally
facilitated marketplace could furnish additional
consumer assistance and targeted public education.
Such efforts could be financed by charging fees to
insurers serving the individual market or just to the
marketplace carriers. Aiming for a win-win strategy that
benefits both consumers and insurers, this funding
approach helps plans gain customers. Moreover,
unlike commissions for agents and brokers, insurance
companies’ payment of state-imposed fees for
enrollment assistance and public education would not
count against the Medical Loss Ratio requirements
that limit insurers’ administrative costs and profits to
a specified percentage of premiums. Most states that
operate their own exchanges already fund consumer
assistance by charging fees to insurers that use the
exchange; they could consider raising such fees if
additional consumer assistance and public education
are needed.
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Use state income tax filing to give the eligible
5 uninsured opportunities to seek coverage,
including by making enrollment as automatic as
possible.

States have many options for leveraging state income
tax filing to facilitate enrollment in health insurance,
taking advantage of very high tax filing rates among
uninsured consumers who qualify for Medicaid, CHIP,
and marketplace plans. Altogether, 73 percent of
those who were uninsured before the ACA’s passage
and who became eligible for insurance affordability
programs under the ACA live in tax-filing households,
including 88 percent of such uninsured who qualify for
PTCs (Figure 3).

To leverage tax filing for covering the uninsured, states
could create special enrollment periods (SEPs) to allow
marketplace sign-up at tax time, when consumers have
left behind the financial anxieties of the November-
December open enrollment period that coincides with
holiday shopping.?® Uninsured taxpayers could opt to
have data from their state income tax returns shared
with state health agencies, which would auto-enroll
them into Medicaid or marketplace plans that are
available at zero additional premium cost, beyond
PTCs. Nationally, the majority of PTC-eligible
uninsured (54 percent), or 4.5 million people,
qualify for marketplace plans with premiums that
cost no more than the uninsured consumer’s PTC.”

Figure 3. The percentage of people in households who filed federal income tax returns among the pre-
2014 uninsured who qualified for assistance under the ACA

All who qualify for insurance
affordability programs

PTC-eligible people

Medicaid/CHIP-eligible children

Medicaid-eligible adults

|

73%

88%

72%

59%

Source: Urban Institute 2015.” Note: “Insurance affordability programs” are Medicaid, CHIP, and PTCs.
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Auto-enrollment may be especially powerful in states
that take either or both of the following steps:

» Supplement PTCs with additional premium
subsidies. Such supplementation would make
zero-additional-premium plans available to
more consumers, and more consumers would
be enrolled automatically into plans above the
bronze level.

» Use their income tax systems to enforce the
ACA’s individual coverage requirements.
When consumers pay a penalty for the previous
year's coverage gaps, they could immediately
learn from that experience and enroll in coverage
that prevents future penalties. Maryland
legislation proposes a less punitive approach
that would let uninsured consumers convert
their penalties into down payments that help
buy health insurance.?? Nationally, 70 percent of
the PTC-eligible uninsured (5.8 million people)
are offered insurance that costs no more
than their PTC plus ACA penalties for lacking
insurance.? Enrolling consumers almost by
default into such coverage, which would be
effectively premium-free in a state implementing
Maryland’s proposal, could greatly reduce the
number of PTC-eligible uninsured while improving
the individual-market risk pool and lowering
unsubsidized premiums.

One shortcoming of default or automatic enrollment
into zero-additional-premium plans is that many
default enrollees would receive high-deductible bronze
coverage. To improve such enrollees’” access to care,
states could give them one final opportunity to “buy
up” to high-value plans, borrowing tactics that are
common for online sales. One factor that makes this
strategy promising is the simplicity of consumer choice.
Those with incomes below 200 percent of FPL would
be offered a single, low-deductible silver plan with very
high actuarial value; those above 200 percent of FPL
would be offered a single gold option. Each buy-up
option would provide greatly reduced deductibles and
other cost sharing for the lowest possible monthly
premium cost.

Under current federal law, enrollment cannot be fully
automatic, even for essentially free coverage offered

to consumers who have already asked to have their
tax return data used to qualify for no- or low-cost
insurance. Before enrollment, such consumers must
consent to claim advance PTCs, which create (1)
obligations to file year-end federal income tax returns
and to inform the exchange about mid-year changes in
household circumstances and (2) risks of reconciliation
payments when year-end tax returns are filed. It is

also important to design enrollment procedures so
households with immigrant members provide informed
and affirmative consent before any applications for
coverage are submitted.?*
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Enact state-based individual mandates
while structuring them to strengthen both

individual and group markets.

Federal tax legislation enacted in 2017 eliminated

the federal government’s tax-based enforcement of
the ACA’s requirement that people with access to
affordable coverage must obtain insurance—the so-
called individual mandate. Lawmakers took this step
despite warnings from CBO that it would both increase
the number of uninsured and boost individual market
premiums by lowering the number of young and
healthy adults who buy coverage.?

States now have the option to fill this federal
enforcement gap, which takes effect for the 2019
plan year. If all states enforced the ACA’s individual
coverage requirement, the nonpartisan Urban
Institute projects that individual market premiums
would drop by 11.8 percent and that 3.9 million
uninsured people would receive coverage in 2019,
rising to 7.5 million in 2022.%

Since 2006, Massachusetts has used state law to
impose an individual responsibility to maintain
coverage. New Jersey, the District of Columbia,
Vermont, and Washington State enacted 2018 laws
with personal responsibility requirements, providing
state-level replacements for the federal government’s
disappearing enforcement role.

In addition to limiting premium growth by

incentivizing the participation of young and healthy
adults, states with their own coverage requirements
can achieve other important goals. One such goal is

described under Strategy 5—namely, leveraging the
tax filing that accompanies mandate enforcement
to increase enrollment of the eligible uninsured.
Another goal is to use the state mandate law to set
standards that employer-sponsored insurance (ESI)
must meet for workers to avoid a state tax penalty.
Although federal law bars states from directly
regulating employee benefits, state individual
mandate legislation could be structured to rein in
ESI deductibles and other out-of-pocket costs, which
have risen dramatically in recent years.”

Under Massachusetts’s 2006 law, residents can avoid
state tax penalties only if they enroll in coverage that
meets the state’s definition of “minimum creditable
coverage,” which excludes health insurance with very
high deductibles. While state and federal employer
mandates have required large and medium-sized
companies to offer their workers coverage, many
labor and health economists believe that employers’
main motivation for offering ESI is to recruit and retain
valuable employees. Massachusetts’ approach to its
individual mandate gives companies a strong incentive
to meet their labor market goals by offering insurance
that meets state mandate requirements. Illustrating
the gains that may be possible under Massachusetts’s
approach, deductibles and other cost-sharing for
employer-sponsored insurance are now far lower than
in the rest of the U.S.—73.2 percent of Massachusetts
enrollees in private-sector ESI had a deductible in
2017, which averaged $1,479 for worker-only coverage,
compared to 87.5 percent and $1,808 for the country
as a whole.”®
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Lower premiums by using public reinsurance
dollars to pay individual market claims.

Reinsurance programs in Minnesota and Maryland,
which immediately cut premiums by 20 percent and
30 percent, respectively, illustrate what this approach
can accomplish. Reinsurance lowers costs only for
people who buy unsubsidized coverage. Many of those
purchasers are asked to pay completely unaffordable
amounts today. In deciding whether to move forward
with this approach to help residents who are ineligible
for PTCs, states may want to consider (1) potential
increases in premium payments that would result for
low- and moderate-income PTC beneficiaries who

now choose the lowest-cost silver plan or a bronze
plan and (2) whether to hold reinsurance in reserve

to help establish federal deficit neutrality for future
Section 1332 waivers that take major steps to improve
coverage and care for people at all income levels.

One innovative idea, originally suggested by Michael
Miller of Community Catalyst, would focus reinsurance
exclusively on gold-level coverage, which has
individual deductibles that average $1,142—far less
than average deductibles of $3,937 and $5,873 in
silver and bronze plans, respectively.” If focusing

all reinsurance dollars on gold plans lowered such
plans’ premiums by 40 percent, or twice the reduction
achieved by Minnesota’s marketwide reinsurance for
plans at all levels, gold plans would become less costly
than silver plans in every state and less costly than
bronze in 41 states.>® PTC beneficiaries would not be
harmed, since silver benchmark premiums would be
essentially unchanged, and those with incomes above
200 percent of FPL would gain access to far more
valuable plans. A wholesale shift to coverage with
lower deductibles could result, improving access to
health care while buttressing public support for post-
ACA insurance markets.

This “go for the gold” strategy has one major trade-off.
A state using a traditional approach to reinsurance can
obtain a Section 1332 waiver with federal pass-through
payments equaling the federal savings projected

to result when benchmark silver plans become less
expensive and PTC amounts decline. If a state instead
used reinsurance to lower the cost of gold plans
exclusively, the impact on silver premiums would

be minimal. As a result, the state would need to pay
reinsurance costs on its own, without federal dollars to
offset some of the state’s up-front costs.
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Conclusion

Health coverage can improve financial security, access
to care, and health status. lllustrating the benefits

of health insurance, breast cancer is detected in
women at earlier stages, when successful treatment is
substantially more likely; more men with hypertension
and diabetes can afford to fill the prescriptions that
keep them healthy; and fewer families go through debt
collection and bankruptcy. Put simply, people with
good insurance tend to be healthier, more financially
secure, and more likely to thrive and even survive.

Enlarging the circle of coverage also yields important
gains for people who already have insurance. Private
premiums generally decline as uncompensated

care expenses fall for hospitals, which then pass on
fewer costs to the rest of us. And, most important for
purposes of this paper, individual insurance premiums
drop when more young and healthy adults sign up for
coverage. This path toward lower premiums avoids
any need to create a two-tier insurance market, while
preserving all current protections for people with
preexisting conditions and other health care needs.

Every other advanced nation provides health
coverage to all of its people. With the ACA, the

U.S. took an enormous step forward, reaching an
estimated 41 percent of those who previously went
without insurance.” More work is nonetheless
required to build on that foundation. Approximately
38 million people remain uninsured, 75 percent of
whom qualify for Medicaid, CHIP, or marketplace
coverage but are not enrolled.*

Now is the time to finish the job. With a national

policy environment that continues to face serious
challenges, state officials have an opportunity and the
responsibility to assume major leadership roles, testing
promising coverage innovations that blaze a trail for
future federal lawmakers to follow.
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