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Market Reforms — Straw Plan and Issue Development

In previous discussions, the Exchange Workgroup agreed that market reforms should include:

An individual mandate;

Guaranteed issue and guaranteed renewability;

No pre-existing condition provision;

Public subsidies for lower income Oregonians;

Establishment of an essential services benefit package that is affordable, accessible, and
consumer-valued; and

Continued DCBS review of the medical loss ratios and administrative costs that make up
insurance rates to ensure that rates, risk-based capital requirements and margins are
sufficient, but not excessive.

In addition, in a reformed market carriers should compete based on the efficiency of their
administration, on delivery system and network adequacy, and on other quality and service
differences, rather than on a given plan’s ability to get better risk. Based on these assumptions,
the workgroup identified a number of issues that must be addressed for reforms to be successful.
What follows is a “straw plan” for discussion and development by the workgroup.

1.

Risk Pool
a. One individual market pool.

b. No pre-enrollment medical screening to determine rates or insurability or to create a
separate high-risk pool. (Post-enrollment, insurer may be allowed to conduct health
risk appraisal for management purposes.)

Risk Management Options

a. Utilize risk adjustment mechanism to shift revenue between carriers based on the risk
enrolled in each plan. Carriers that enroll high risk individuals receive more revenue;
those with lower risk individuals receive less.

b. Assess options for risk adjustment (prospective, retrospective), recognizing that it
may be affected by existence of a voluntary Exchange.

c. Recognizing that the state of the art in risk adjustment continues to evolve, a
mechanism will be established to ensure the methodology established for risk
adjustment is routinely reviewed and modified to ensure its ongoing value and
efficacy. Application of the risk adjuster will be done by qualified and independent
personnel and outside experts as needed.

Financing Mechanism for High Risk Enrollees

a. The costs of the high risk and portability pools need to considered in the total risk
pool but how those costs should be spread needs further study and a transition plan
may need to be considered. Part of the challenge is capturing the annual $80 million
currently collected to support OMIP.

b. The current OMIP population may be initially held apart from the individual market,
and transitioned into the general individual market over time. This may be a
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financing separation or an actual separation of pools. Holding the OMIP enrollees
apart would require additional premium assistance for current OMIP enrollees, so that
their premiums are the same as those in the individual market (to limit OMIP
enrollees’ incentive to leave OMIP for the regular market).

Consider impact of introducing the current portability pool into the main individual
market pool, as people in portability coverage are on average higher risk than the
individual market.

4. Benefit Design

a.

The Benefits Committee will define an essential services benefit that meets the
individual mandate.

Carriers will file plans with DCBS to show that they meet or exceed the essential
services benefit.

All products with benefits equal to or greater than essential services benefit must be
offered on guaranteed issue basis.

Supplemental plans or disease-specific plans may or may not be subject to guaranteed
issue. (Need more information on supplemental plans not considered health
insurance under state code.)

Carriers will offer a plan equal to the essential services benefit defined by the
Benefits Committee, and may offer plans that are “buy ups” from the basic benefit.
To limit adverse selection to insurers based on plan offerings, pricing for higher
benefit plans will be set to make these plans actuarially equivalent to the benchmark
plan.

Once an essential services benefit is established, consider establishing (3-5)
standardized benefit tiers. The first tier includes the essential services benefit defined
in d, with additional tiers that are actuarially defined so that a benefit plan in level one
is actuarially 60% of a plan in level three. Determining the appropriate number of
tiers will depend on the richness of the essential services benefit.

The young adults (20-25) should not be considered differently, unless the cost of the
basic benefit plan required and the initial enrollment of this population is low.

The Exchange could consider becoming more prescriptive with benefit plans if risk
adjustment alone does not do enough to control risk selection.

5. Plan Enrollment Period

a.

Individuals sign up and may change carriers or benefit plans only during annual open
enrollment period (as is done in Medicare Advantage). Want to limit individual’s
attempts to game system by rapid switching between plans and in/out of insurance.

Assumes there is an effective way to get all or most Oregonians enrolled.
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C.

An individual enrolling from a period of non-coverage (choosing to not enroll when
eligible) can only enroll during the next open enrollment period, and only into the
essential services benefit plan until the next open enrollment.

An appeals and enrollment-period exceptions process will be developed to recognize
situations in which an individual has a reasonable claim to enter the individual market
or switch carriers outside of the open enrollment period. Similar to group market
change of life event provisions.

Will develop rules regarding mandate responsibility for minors and others considered
dependents.

Insurers are regulated to ensure their compliance with annual open enrollment period.

Work Group will work with Eligibility and Enrollment Committee regarding
residency requirements for state premium participation.

6. Transition Period Efforts

a.

Need work during transition period (moving from existing market to new), assuring
fair and equitable movement with costs absorbed in a way that does not hurt the
success of an individual pool.

7. Group Market and Groups of One

a.

In absence of regulatory changes that align benefits and mandates in individual and
group markets, do not change how groups of one are treated. As currently, groups of
one will be eligible for the individual market and not group. Currently the individual
market does not include the coverage mandates now required in the group market. If
groups of one are allowed, sicker self-employed people will enter group market for
the richer coverage, while healthier self-employed people will go into the individual
market to get better rates.

In this discussion, “group of one” is a self-employed individual with no employees,
not a employee group in which only one employee takes up employer-offered
insurance.

Further discussion maybe required regarding differences between group and
individual markets once the benefits are established.

8. Rating

a.

The medical component of rates in the individual market will be based on each
carrier’s experience for all individual market enrollees, whether inside or outside the
exchange.

Use statute or regulation to increase transparency in administrative and medical cost
components of rates.

Start with a natural rate band based on actual experience of the overall individual
market (between 5 or 6, estimated at 5.7 currently). Reevaluate after several years,
retaining the possibility of lowering the rate band over time.
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d.
e.

Continue to use age to determined rates. Do not use gender or health status.

Standardize use of age bands. All carriers (within and outside the exchange) will use
consistent (5 year) age bands for rating for enrollees over age 19.

There will be one rate band for enrollees age 19 and under. This band must comply
with the natural rate band spread

Keep small group market as it is regarding rating (rather than change it to match the
individual market). Evaluate for impact over time; allow policy change if small
groups are enrolled in exchange and/or disruption is found.

Due to the cost and difficulty of administering such rate adjustments, do not require
carriers to utilize premium discounts for “healthy behaviors” (not smoking,
enrollment in wellness programs). Allow the market to encourage healthy behaviors
through means other than rating.

Monitor for selection issues, include in DCBS review.

Allow geography-based rating. Evaluate the impact of this course over time and
make adjustments to policy if necessary.

9. Limiting Disruption for Current Individual Market Enrollees

a.

The penalty for non-coverage must be high enough to encourage current enrollees to
retain their coverage.

Many current enrollees will see some increase in rates.

Assess how to reduce impact on low income enrollees; do we allow these individuals
into the subsidy program?

Utilize a phased in approach in order to transition currently insured into market with
minimal disruption. Consider retaining current OMIP enrollees in program for some
period in order to mediate the impact on individual market rates. Assumes additional
subsidy of OMIP premiums so that enrollees do not pay higher than individual market
rate.

Determine whether persons currently enrolled in employer sponsored plans who
would be financially eligible for premium assistance will be allowed to access state
premium contributions.

10. Maintaining Carrier Participation

a.
b.

Individual requirement enforcement rules must be strong.
Implement strong risk adjustment.

Note on Individual Mandate: Through discussion with the chair and vice-chair of the Eligibility

and Enrollment committee, the Exchange Work Group has determined that operationalizing an
individual mandate is part of the work of the Work Group. The issues involved in establishing an
individual mandate are set out in a separate document, for review by a staff review panel and
discussion by the Exchange Work Group.
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Key Issues
Two critical and complex issues in the design of an insurance exchange:

1. What are its roles and functions?

2. Who may (or must) purchase through the exchange?

Issue 1: Possible Functions and Roles of an Exchange

An insurance exchange can play a variety of roles. We can select from this “menu” to produce a range of options. The
options range from a relatively narrow role, with a limited set of functions, to a broader role, with a longer list of functions.
An exchange could be configured to provide services from tier 1 only, tiers 1 and 2, or from all three tiers.

1. Information, Enrollment and Administration

Create a central clearinghouse for information about health plan and insurance product choices, i.e., act as a
mechanism to bring together consumers to facilitate the purchase of health coverage from a variety of health plans.

Design decision support tools and provide transparent information on cost, quality and service to support informed
consumer choice of health plans.

Manage open enrollment process by creating an efficient and user-friendly mechanism for health plan enroliment.

Establish a process to confirm eligibility and administer subsidies for low-income individuals.

Assist employers and others (as permitted by law) to set up and administer Section 125 plans to allow certain
individuals to qualify for tax-exempt health benefits, e.g., employees who work for employers not offering health
benefits.

Provide a mechanism to collect and aggregate premium contributions from multiple sources, e.g., for employees
who work part-time for multiple employers that do not offer full health benefits.
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e Ensure provision of post-enrollment customer services, e.g., provide or coordinate with brokers and carriers to
provide information, support, advocacy and referral for problems regarding benefit interpretation, claims payment,
etc.

e Administer mechanisms to protect insurers who enroll high-risk members, e.g., risk adjustment or reinsurance.

2. Benchmarking and Standards
e All of the functions above, plus:

e Establish standardized or comparable benefits offered by carriers to clarify and simplify the consumer choice
process and minimize risk selection.

e Establish performance benchmarks for carriers, including network adequacy, benefit design, price and quality
outcomes (evidence-based standards, disease management programs, provider payment structures, publication of
data, useful consumer information).

e Establish the role, functions and appropriate compensation for health insurance agents and brokers servicing the
exchange and its customers.

¢ Innovate by contracting for complete packages of products and services from the carriers, or by allowing the
exchange to contract separately for benefits or services that might better achieve benchmark performance.

All carriers that meet the benchmark standards could participate in the exchange.

Note: this category should be viewed as a continuum, depending on how the performance benchmarks are set. If the
standards were set relatively low, there would be more carriers participating, and the exchange would be operating
similar to tier 1. If the standards were set relatively high, however, there would be fewer carriers, and this would begin
to look more like tier 3, described below.

3. Rate Negotiation and Selective Contracting
e All of the functions above, plus:

e Solicit bids or price proposals.
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e Negotiate prices and/or discounts with carriers.

e Select which carriers would participate in the exchange.

Rate Negotiation and Selective Contracting

Benchmarking and Standards

Information, Enrollment and Administration

To evaluate this range of options, it is useful to articulate the goals of an exchange. The following is an initial list of

possible goals:

e Help Consumers Shop for Insurance: by providing consumers with clear and comparable information regarding
carriers, provider networks and benefit plan options available to them.

e Make it Easy for Consumers to Enroll: by providing an efficient and user-friendly mechanism for enrollment in
health plans.

e Help Consumers and Insurers with Payment Processing: by providing a mechanism to collect and aggregate
premium contributions from multiple sources, including administration of subsidies.

e Help Consumers by Offering Customer Service: by providing information, support, advocacy and referral for
problems regarding benefit interpretation, claims payment decisions, etc.

e Encourage Carriers to Participate in the Exchange: by streamlining the marketing and enrollment functions, and
by protecting carriers from adverse risk selection via risk adjustment or reinsurance mechanisms.
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e Make it Easy for Consumers to Compare Options: by standardizing or categorizing benefit plans offered by
carriers.

e Offer Choice to Consumers: by ensuring that consumers have a choice of multiple carriers, providers and delivery
systems.

e Lower Costs and Improve Quality for Consumers by Encouraging Innovation and Improvements in the Quality
and Efficiency of the Delivery System: for example, by establishing standards for carrier participation, evaluating
carriers and their provider networks, encouraging healthy competition based on quality and efficiency

e Lower Costs and Improve Quality for Consumers by Encouraging Innovation and Improvements in Insurance
Administration: through innovations in provider payment, incentives for efficient administration and effective
customer service.

e Maximize benefit of state-funded subsidies: by ensuring that taxpayer dollars are deployed to obtain the best
value.

[See additional possible goals below in discussion of Issue 2.]

Issue 2: Who must or may purchase through the exchange?
The design of an insurance exchange is affected by the number and characteristics of the participants. There are three
categories of participants that would potentially benefit the most by using an exchange:

A. Individuals — subsidized

B. Individuals — non-subsidized

C. Employees who use Sec.125 contributions from a non-offering employer or are not eligible for coverage

D. Small employer groups and their employees. (Note: this could be phased in, e.g., begin with groups with 2-10
employees, expand to all groups up to 25 employees, and then later expand to all groups up to 50 employees.)

For each of these categories, participation in the exchange could be required or voluntary. Requiring the use of the
exchange seems most compelling for the first category. The pros and cons of voluntary or required participation for
the other groups are discussed below.
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Note: it is possible to consider adding other populations to the exchange beyond these options. For example, it
would be possible to open the exchange to medium and large employers and their employees on a voluntary basis.
Required use of the exchange for these groups would not be possible, however, due to the ERISA exemption for
self-insured employer groups.)

Note 2: there are also some sub-categories that may warrant different policies. For example, there are people
who work for employers offering coverage, but they are not eligible for coverage — for example, part-time workers.
Should they be required to use the exchange, as those who work for a non-offering employer are? This will require
further analysis and discussion.

In evaluating who should be included, three other goals should be considered:
e Minimize the disruption for current (mostly non-subsidized) consumers in the individual market.

e Encourage participation of carriers in the individual market generally, regardless of the presence and role of an
exchange.

e Make it easy for consumers to move between subsidized and non-subsidized individual coverage, as well as between
individual and small group coverage, i.e., “seamlessness”.

e Facilitate the task of managing risk selection to avoid an adverse risk spiral in any market segment.





Summary of Options

DISCUSSION DRAFT — Subject to Change

2/22/08

Assumption: There will be reforms to the individual market, e.g., guaranteed Issue and elimination of current high risk
pool, with a new mechanism to address the costs for high risk individuals. All of this assumes there will be an individual
mandate. | would reverse columns B and C or just have the 125 discussion as a separate item

Categories of Enrollees Potentially Entering Exchange

Exchange Functions

A. Individuals — B. Employees who use | C. Individuals — D. Small employer
subsidized (required) | Sec.125 contributions | non-subsidized groups and their
from a non-offering (voluntary or required) | employees
employer or are not (voluntary or required)
eligible for coverage
Tier 1:
Information,
Enrollment &
Administration 1A 1B (vol) 1C (vol) 1D (vol)
1B (req) 1C (req) 1D (req)
Tier 2:
Benchmarking
and Standards 2A 2B (vol) 2C (vol) 2D (vol)
2B (req) 2C (req) 2D(req)
Tier 3:
Rate
Negotiation & 3A 3B (vol) 3C (vol) 3D (vol)
Selective
Contracting 3B (req) 3C (req) 3D (req)
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Discussion

The goals of Consumer Shopping, Enrollment, Payment Processing, and Customer Service would be met in all
options. Expanding the size of the exchange (i.e., including categories B and C) would offer these benefits to more
people.

Implications and related issues — many of these services are currently provided by insurance brokers and agents.
If we develop an exchange, it will be important to consider an appropriate role, appointment process and payment
structure for brokers and agents. For example, within the exchange it may be appropriate for brokers to be
appointed and paid by the exchange rather than by carriers. This could limit the number of participating
brokers/agents, and the payment structure might be based on something other than a percentage of premium.

There is a range of issues that emerge when looking at the potential advantages and disadvantages of including groups
other than subsidy users in the exchange. (This can be viewed as moving across the columns of the matrix to include
non-subsidized individuals and small groups.)

1. What are the benefits or disadvantages of increasing the size of the exchange? Potential advantages include:

o A larger pool would spread any fixed administrative costs over a larger base, thereby reducing the cost for
each participant. This benefit is significant as the pool expands to a certain level [up to 100,0007?], but the
incremental benefit is small as the pool grows even larger.

o0 A larger pool would spread the risk more broadly, provide more stability for the pool over time, and
potentially lessen the danger of an adverse risk spiral. As with spreading fixed administrative costs, the
benefit of this is significant up to a certain level [up to 100,0007?], but the incremental benefit is small as the
pool grows even larger.

o If the goals of Lowering Costs and Improving Quality for Consumers by Encouraging Innovation and
Improvements in the Quality and Efficiency of the Delivery System and Insurance Administration are
considered important, a larger exchange could have more influence in the market — especially if the
exchange worked closely with other large public and private purchasers. This would also depend on the role
that the exchange chooses, especially if it set high performance benchmarks for carrier participation in the
exchange (i.e., the “upper” end of Tier 2 functions). If the exchange were relatively small —i.e., subsidized






DISCUSSION DRAFT — Subject to Change

2/22/08

individuals (category 1) only, which would be approximately 100,000 people — some carriers might choose to
not participate rather than try to meet the standards. If the exchange were larger, however, those carriers
might try to meet the performance benchmarks rather than abandon this market segment. At its largest (i.e.,
including the entire combined individual and small group markets), the exchange would include
approximately 700,000 people [caution: very rough estimate], which would be just under 20% of the total
market (3.7 million). As noted above, its influence on Lowering Costs and Improving Quality could be
enhanced if it worked with other public and private employers/purchasers to use consistent measures,
performance standards and purchasing practices.

On the downside, including more categories of people in the exchange could create implementation challenges.
Even if the eventual goal is to create a large exchange, it may be prudent to phase in the various categories
gradually to maximize the likelihood of successful implementation.

2. What are the advantages and disadvantages of voluntary vs. mandatory participation for non-subsidized
individuals and small groups? On one hand, a voluntary arrangement has intrinsic appeal. It allows the exchange
to prove its value as consumers “vote with their feet”, choosing to join or not to join the exchange. It also means
the current individual market remains intact and requires benefits and pricing structures in and outside of the
exchange to be the same to minimize selection. However, the biggest concern regarding voluntary participation is
risk selection, i.e., the possibility that high-risk individuals or groups would join the exchange, while low-risk
individuals or groups remain outside the exchange. This would lead to an adverse selection spiral within the
exchange; historically, this has occurred frequently with exchanges in other states.

The problem of risk selection can be mitigated — at least to some degree — by the following:

o Application of the same insurance regulations (e.g., guaranteed issue, rating, benefit design, etc.) inside and
outside the exchange. [Note: the rating methodology would need to be the same, but the rates themselves

would not have to be identical, e.g., there might be different administrative loading factors inside and outside
of the exchange.]

0 Use of a risk adjustment mechanism between the two segments (in the exchange vs. outside of the
exchange) [Is this feasible? How would it work?]





DISCUSSION DRAFT — Subject to Change

2/22/08

o Establishment of eligibility and participation rules for small groups in the exchange.

The guestion remains: would these steps be sufficient to minimize the risk of adverse selection in a voluntary
arrangement?

Regarding non-subsidized individuals (Category C above), it appears — on balance — that voluntary participation
would not be preferable. Allowing individuals to choose whether or not to use the exchange does have the
advantages discussed above, but there are a few significant disadvantages. These include:

e If participation is voluntary, the potential for risk selection is likely to be significant. This potential could
be mitigated to some degree, but not entirely, by requiring the same rates and benefit designs inside and
outside the exchange and by using a risk adjustment mechanism.

¢ If an individual market exists outside the exchange, insurers’ administrative and marketing expenses
would remain the same or potentially increase if they were to participate in both.

e If participation is voluntary, there may be no advantage for carriers to participate in both, especially if the
exchange assumes Tier 2 functions (Benchmarking & Standards), insurers may choose not to participate
in the exchange. This would be especially likely if the benchmarks for participation are high.

o Participating in the exchange would require extra effort on the part of carriers to meet the standards.
This would seem unnecessary as long as their plans can still be offered outside the exchange. In this
situation, insurers who choose to participate in the exchange might feel vulnerable to non-exchange
insurers pursuing risk selection strategies.

Requiring individuals to use the exchange would eliminate the danger of risk selection between the two markets
(inside and outside the exchange). It would also simplify the entrance process for consumers and reduce carriers’
marketing costs. The disadvantages of requiring individuals to use the exchange include:

e |If the exchange assumes Tier 2 functions, some insurers might not be able to meet the standards or
would choose to exit the market. To the extent this occurred, current enrollees would have to switch to a
different insurer.
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e While marketing costs may decline, the cost of administering the exchange would likely offset that
reduction to some degree.

e Self- and non-employed individuals would not benefit as greatly from the administrative efficiencies
provided by the exchange as others would, such as small employer groups. The burdens of enrolling
more than one person, billing employees, making plan payments, etc. do not exist for self- and non-
employed individuals, but those efficiencies would be great for small employer groups.

e If there is no alternative to using the exchange, it will be necessary for the exchange to offer superior
service in order to minimize the complaints that are likely to accompany this scenario.

3. There are several other implications of including more people in the exchange. As more categories are included, it
would make it easier for people who shift from subsidized to unsubsidized or individual to group coverage, i.e., the
goal of seamlessness would be met. On the other hand, including more categories might be more disruptive for

people who currently have individual or small group coverage, especially if the carrier and benefit options within the
exchange were different from their current coverage.

What are the pros and cons of having the exchange exercise a broader range of functions? (This can be viewed as
moving down the rows of the matrix to include Benchmarking & Standards and Rate Negotiation/Selective Contracting.)

If the goals of Lowering Costs and Improving Quality for Consumers by Encouraging Innovation and
Improvements in the Quality and Efficiency of the Delivery System and Insurance Administration are
considered important, some would argue that a broader role for the exchange would help to achieve them. This
depends, however, on what one believes about which approach is most effective.

e Some believe that a “consumer-driven” approach is sufficient; consumers who are price-sensitive and
have access to transparent information on cost and quality will choose the carriers (and their affiliated
provider networks) that offer the best value.

10
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e Others believe that consumers acting alone cannot move the market and that an “agent” (e.g., a large
employer, public purchaser, or an exchange) is needed to establish benchmarks and comparable benefit
packages. In this model, consumers make choices among carriers (and their affiliated provider
networks) in a more structured market. (Note: this would be strengthened by a “defined contribution”-
type formula for subsidized individuals, rather than the “percent of premium” arrangement under the
current FHIAP program.)

¢ Finally, some believe that the competitive model (implicit in both of the above approaches) is not
effective due to the special nature of the health care market. As a result, it would be necessary for the
exchange to negotiate rates and selectively contract with carriers.

Note: the preceding discussion also applies to the goal of Maximizing the Value of State-funded Subsidies.

Other implications of a broader role for the exchange:

Carrier Participation would be encouraged due to streamlined marketing/enroliment and risk adjustment
functions, but it might be discouraged if the purchasing standards (in level 2) were considered too stringent or if
rate negotiation (in level 3) led to rates that were considered too low. This would have a corresponding effect
on Consumer Choice.

11
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OHFB Market Reform & Exchange Design Work Group

Issues regarding an Individual Health Insurance Requirement

Background
The Oregon Health Fund Board’s list of Design Assumptions includes:

All Oregonians will be required to have health insurance coverage. Reforms
will ensure that affordable coverage options are available.

This is driven by the Design Principle that:

The responsibility and accountability for the financing and delivery of
health care is shared by all Oregonians.”

Rationale

Some individuals — those who can afford coverage as well as those who cannot -- choose to
forego insurance. When they become seriously sick or injured, however, they rely on hospitals
which are required to provide emergency services to everyone regardless of coverage. The health
care costs for these uninsured people are borne by those who have insurance, via the cost shift.
Requiring all Oregonians to have health insurance is needed to minimize the cost shift.

In addition, a personal coverage requirement is needed if other market reforms are undertaken.
In particular, this requirement is needed to avoid adverse selection if we were to adopt
guaranteed issue in the individual market (i.e., the elimination of medical screening for
eligibility). Without this requirement, the guaranteed issuance of individual coverage is not
feasible.

Issues

The following issues have emerged in the Work Group’s discussion of market reform and
exchange design. (Note: this is a preliminary list, and we expect to add to and modify it after
further discussions.)

1. A benchmark benefit design must be defined for the purpose of determining that the
individual health insurance requirement has been met. (The Work Group assumes that the
Benefits Committee will develop this benchmark benefit design.)

a. How comprehensive or limited should this benefit be? If it is more comprehensive
than the benefit plans currently held by individual consumers, it would require them
to “buy-up”. This could be very disruptive to a large number of individuals who have
been paying for coverage. If it is more limited, however, it might expose individuals
to unaffordable out-of-pocket costs.

b. How would the benchmark benefit design needed to meet the individual health
insurance requirement be applied to employer-based coverage? If the benchmark
benefit is more comprehensive than the benefit plans offered by some or most
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employers, it would require individuals to purchase supplemental coverage or push
their employers to offer more comprehensive coverage. This could be disruptive in
the large segment of people who already have coverage, and monitoring and
enforcement might be difficult. Some have suggested considering any employer-
based coverage to meet the individual health insurance requirement.

2. To maximize the number of people who comply with the individual health insurance
requirement, both participation incentives and non-participation_penalties will be needed.

a.

The financial penalty for non-coverage should be significant, e.g., at least 50% (?) of
the cost of the benchmark plan; it does not need to equal the cost of coverage, since
the non-participating person will not be getting the benefits of coverage.

Should the penalty be based on % of premium? If it is age-rated, the penalty would
be relatively costly for older individuals. If it is flat dollar amount based on the
average premium (or age 40-44), it would be a stiffer penalty for younger individuals
(i.e., a higher percentage of their premiums).

The penalty for non-coverage must be high enough to encourage current enrollees to
retain their coverage.

Due to administrative issues, there should not be a surcharge on insurance for delayed
purchase (as in Medicare Part B)?

We may want to consider other incentives, e.g., require evidence of coverage in order
to get a driver’s license or for school enroliment.

3. To minimize the problems of adverse risk selection in the insurance market, we should
consider a rule that an individual enrolling from a period of non-coverage can only enroll
during the next open enrollment period, and only into the benchmark plan.

a.

a.

a.

Should we also consider implementing a penalty for individuals entering coverage
from a period of non-coverage?

We will need to develop rules regarding responsibility for minors and other dependents.

How should penalties be applied if some members of a household are not covered
while others have coverage?

Effective enforcement of the individual health insurance requirement is key.

Which entities (Revenue, Employment, carriers, others?) should monitor compliance
with the individual health insurance requirement? For non-subsidized people, it may
make sense to use the tax system to monitor compliance. For example, insurers and
TPAs (or employers) would report the names of covered persons to the state, which
would compare the names to a master list compiled from Revenue, Employment,
DMV, etc.) An alternative would be voluntary reporting on individual state income
tax returns (with a requirement to file even if no tax is owed).

Which entity administers penalties for non-participation? How and when are penalties
applied? The Revenue Dept has an established process and can administer the penalty
as they do other penalties. Rules would need to be established to direct the agency on
how to apply. This may require statutes or administrative rules to support
administration by the department.






DRAFT

2/20/08

6. Other issues:
a. How to determine compliance?
b. How often to determine compliance?

c. What period counts for having insurance (at start or end of year, for 12 months)? Is
continuous coverage required throughout the year? How should penalties be applied
if a person has coverage for only part of the year? Should we consider pro-rated
penalties? It may make sense for monitoring and enforcement rules to be consistent
with the way that subsidy eligibility rules are applied (e.g., 3-month, 6-month, or 12-
month eligibility).

d. Exceptions
e. Appeal process

Possible Principles for Design and Enforcement of an Individual Health Insurance
Requirement

1. KIS - make it easy to administer, easy to comply, easy to verify coverage.

2. Fairness — people who can afford coverage should buy it, while lower-income people
may need assistance to make coverage affordable.

3. Flat of the curve — we should recognize that getting 100% compliance is probably
impossible and very expensive; 99% may be sufficient to meet the goals of reducing the
cost shift and minimizing adverse selection.

4. Others?





