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Executive Summary

The Patient Protection and Affordable Care Act (ACA) presents new opportunities to further partnerships
between states and the federal Department of Health and Human Services (HHS) to make affordable,
high quality health coverage available to low income individuals. Section 1331 creates state flexibility to
establish a federal basic health program option (BHPO) for low-income individuals with income up to 200
percent of the federal poverty level (FPL), who are not otherwise eligible for Medicaid. Effectively, this
federal option replaces subsidized coverage that would otherwise be available in the Health Benefit
Exchange (Exchange), and relies on federal funding that would otherwise be used for those subsidies.
Given the long pioneering history with a state Basic Health program in Washington State, interest in
implementing a Washington BHPO remains high.

Section 15, Part VI, of Engrossed Second Substitute House Bill 2319, enacted as Chapter 87, Laws of
2012, and codified as RCW 70.47.250, directs the Health Care Authority (HCA) to submit a report to the
legislature on whether to proceed with implementation of a BHPO. The report is required to address
whether:

(a) Sufficient funding is available to support the design and development work necessary for
the program to provide health coverage to enrollees beginning January 1, 2014;
(b) Anticipated federal funding under section 1331 will be sufficient, absent any additional

state funding, to cover the provision of essential health benefits and costs for
administering the basic health plan with premium levels below what enrollees otherwise
would have paid in the Exchange; and

(c) Health plan payments will be sufficient to ensure enrollee access to a robust provider
network and health homes.

In consultation with legislative policy and fiscal staff, on June 18,
2012, the HCA submitted a proposal to HHS for a “proof of
concept” plan for a Washington state BHPO. The full proposal
is included in this report as Attachment 1. It includes federal

Major questions not clearly addressed in
the ACA but essential for designing a
program that avoids additional state fiscal
risk include:

and state statutory references; it reviews the history of
engagement between Washington State executive and
legislative leadership and HHS, beginning in February 2012;
and it highlights several elements for which federal technical
assistance is essential to finalize design and assess the merits
of proceeding with implementation (see shaded text box.)

Absent federal guidance and regulations for interpreting ACA
requirements, we made many design assumptions in the
proposal that would allow the BHPO to be implemented on
January 1, 2014 as a viable insurance affordability program
(IAP) and model for other states. Based on experience with the
current Basic Heath program, we believed the approach to be
generally workable, consistent with ACA provisions and able to
demonstrate the value of the BHPO going forward. We
endeavored to provide sufficient substance so that Washington
could implement the BHPO pending release of formal federal
guidance and regulation. We also hoped that the identification
of gaps in critical design elements would inform a targeted HHS
response and enable Washington State to achieve certification
and approval of the BHPO design, which is required if we are to

Federal approach to administrative
funding and potential hold-backs

Limitations to state fiscal exposure
with 3 years hold harmless provision

Projection of a silver-plan premium as
the basis for the tax credit calculation
and subsequent federal funding
reconciliation

Medicaid benchmark benefits design
details

Alignment of cost sharing subsidies
and actuarial value between BHPO
and the Exchange

Allowable approaches to risk
adjustment

Criteria for validating American
Indian/Alaskan Native status

Need for BHPO managed care
procurement, separate from Medicaid
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move forward, by November 15, 2012. This is the latest date that would support completion of BHPO
systems and business development, including integration with the Exchange, in time for open enroliment
beginning October 2013 and BHPO coverage beginning January 2014.

Concurrent with the HCA'’s proposal to HHS, local advocates for BHPO employed the Urban Institute to
conduct an independent analysis of the viability of a BHPO in Washington state. The analysis builds on
the model previously used by the Urban Institute to estimate potential enrollment in Medicaid as a result
of the ACA. Itincorporates assumptions for desirable premiums and enrollee cost-sharing and take-up
rates that reflect different levels of responsiveness to the ACA'’s individual mandate. The decision by
eligible people to enroll takes into account out-of-pocket premiums and cost sharing, the risk of high
health costs, and a family’s disposable income’ Two different cost-sharing options were modeled?.

e Package A provides coverage at 98 percent actuarial value with individual premiums set at $100
a year, representing approximately one percent of income for a single person at 133 percent of
the FPL and less than one percent of income for larger families.

o Package B provides coverage with higher cost sharing at 94 percent actuarial value and
premiums set at 2 percent of family income, as is the case for subsidized coverage in the
exchange below 133 percent of the FPL.

The final report is included as Attachment 2. It finds that a BHPO would “likely be feasible in Washington
State” with the caveat that a “final determination must take into account federal regulations that had not
been issued at the time of writing.>” In general, it suggests that a Washington state BHPO “would cover
about 100,000 lives, somewhat more with lower cost sharing and higher responsiveness to the individual
mandate and somewhat fewer with higher cost sharing and lower responsiveness to the mandate.”

Under the Package A high take-up scenario, the Urban Institute modeling estimates that about 105,000
people would enroll in the BHPO while only 96,000 would enroll in the Exchange without a BHPO
available, a gain in coverage under the BHPO option of 9,000 lives more than would be enrolled through
the Exchange. The higher cost sharing of Package B leads to slightly lower enroliment than in Package
A, 103,000 in the high take-up scenario. Enrollees are also slightly younger in Package A - nearly 16
percent are between age 19 and 24, while just over 14 percent of Package B enrollees are in that age

group.
In addition to the need for regulatory guidance, there are other sources of uncertainty noted in the report.

e Federal funding for premium subsidies in the BHPO are based on the second-lowest cost plan
offered at the silver level (i.e., 70 percent actuarial value) in the Exchange but specific details will
not be known until plan offerings and rates have been filed and approved by the Office of the
Insurance Commissioner (OIC) in 2013.

e “Churning”, the involuntary movement of individuals across insurance affordability programs when
their income changes makes programs more costly to administer and interrupts continuity of
coverage and care*. The potential impact of “churning” on enrollment, on financing, and on

' Buettgens, M. and Carroll, C. Urban Institute, “The ACA Basic Health Plan in Washington State: Eligibility and
Enrollment.” 2 March, 2012.

? These differ from assumptions made in Washington’s proposal to HHS (see page 10 of attachment 1) which align
with specific ACA parameters as closely as possible.

* For example, “exact projections for provider rates must wait for federal regulations on the exact computation of
BHPO payments.”

* For a national analysis that takes into account the presence of affordable offers of employer sponsored coverage,
see Buettgens, M., Nichols, A., and Dorn, S. Urban Institute, “Churning under the ACA and State Options for
Mitigation.” 14 June, 2012.
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opportunities for whole-family coverage through the same health plan and provider networks
when circumstances of individual family members change, depends on federal guidance.

Given the importance of federal guidance and considering that no official communication from HHS was
received in response to Washington’s June BHPO proposal and request for technical assistance, in
August a follow-up request to the Center for Medicare and Medicaid Services (CMS) was sent jointly from
the HCA, the Office of the Insurance Commissioner (OIC), and the Exchange, to reiterate specific
questions and concerns. This is included as Attachment 3. CMS did not respond to this follow-up
request.

The most critical gaps for finalizing design and assessing the merits of proceeding with implementation of
a Washington BHPO have significant implications for state fiscal risk, in the short and long term. These
are summarized in the text box on page 3; they are described fully in our proposal (Attachment 1); they
are consistent with many areas of uncertainty raised in the Urban Institute independent analysis and in a
California HealthCare Foundation analysis of a BHPO in California (see www.chcf.org); and they reflect
areas of common concern discussed by legislative and executive staff in a conversation with colleagues
in Massachusetts.

Consequently, at this time, the HCA is unable to adequately assess the extent of funding available to
support the design and development work necessary for the program to provide health coverage to
enrollees beginning January 1, 2014. Neither can we determine with any certainty that federal funding
will be sufficient to fully cover the provision of essential health benefits and costs for administering the
BHPO, or that health plan payments will be sufficient to ensure enrollee access to a robust provider
network and health homes. We remain concerned at the fiscal ramifications introduced by individuals
whose income changes result in movement into and out of BHPO eligibility. For many of these
individuals, “their final actual income for the calendar (taxable) year will differ from their projected income
used to determine their eligibility, leaving considerable uncertainty about the amount of federal funding

the state would receive for each person who enrolls in BHPO™.

As a result, on September 11, 2012, Governor Gregoire, in consultation with the legislative health
committee chairs, Senator Karen Keiser and Representative Eileen Cody, placed the BHPO design and
development project on hold. Community stakeholders sent a follow-up letter to HHS to confirm their
“strong and enthusiastic support” for a Washington State BHPO and to encourage federal decision
making. While HHS acknowledged Washington’s interest and efforts to define an operational BHPO, no
guidance was provided nor was any indication of when it might be available.

The decision not to proceed absent federal guidance has freed up resources to devote to successful
implementation of other critical coverage pathways, including the Medicaid expansion and its interface
with the Exchange-based “no wrong door” web-portal to subsidized coverage. The initial message to
members of the legislative health care committees explaining the decision to suspend BHPO
development is included as Attachment 4. Explanation has also subsequently been provided to
legislative fiscal and policy committees and other stakeholders during presentations around the state and
in testimony provided at legislative hearings September —October 2012. Materials are included on the
HCA web site at: http://www.hca.wa.gov/hcr/me/stakeholdering.html.

Although we continue to hear from consumer stakeholders who oppose the decision to suspend our work,
until federal guidance allows completion of analysis to determine otherwise, the only prudent path for
Washington State is to not proceed with development of a Washington State BHPO. The magnitude and
timing of further effort remains yet to be determined.

> Curtis, R. and Neuschler, E. Institute for Health Policy Solutions, “Income Volatility Creates Uncertainty about the
State Fiscal Impact of a Basic Health Program in California.” 2 September, 2011.
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Background and Goals

Section 1331 of the Patient Protection and Affordable Care Act creates state flexibility to establish a
federal basic health program option (BHPO) for low-income individuals up to 200% of the federal
poverty level (FPL), who are not otherwise eligible for Medicaid. The BHPO is an alternative to the
Exchange for certain eligible individuals and continues to be an option under strong consideration in
Washington state.

This document presents Washington’s proposal for operationalizing the BHPO requirements embedded
in section 1331 of the ACA. Appendix A provides a cross walk of section 1331 to applicable references in
the proposal. Absent guidance and regulations for interpreting ACA requirements we have identified an
approach we expect would allow the BHPO to be implemented on January 1, 2014 as a viable insurance
affordability program (IAP) model. In effect, this is a proof of concept plan that highlights several areas
for which CMS technical assistance would be critical to finalize the design and proceed with
implementation.

Current State Basic Health Program

Since its inception in 1987, there has been broad legislative, executive and stakeholder support for the
current state basic health program (Basic Health), for individuals up to 200% of the FPL. Today’s program
covers nearly 35,000 adults through managed care entities that also serve the Medicaid population. In
its 25-year history, enrollment has been as large as 136,000 individuals, and today there is a waiting list
of over 166,000 due to an enrollment freeze necessitated by budget reductions.

The historic success and popularity of Washington’s Basic Health program informed Senator Maria
Cantwell’s involvement in development of the ACA. Like many Basic Health supporters she believes that
Basic Health is a mechanism to provide comprehensive, cost-effective coverage to low income
individuals and families not eligible for Medicaid, and that it could be a model for other states.

Since January 1, 2011, Basic Health has been financed through the Transitional Bridge, an 1115
demonstration waiver that allows Washington to sustain subsidized coverage, with the support of
federal financing, until the full expansion of the Medicaid program takes effect in 2014. At that time,
individuals with family incomes up to 133 percent of the federal poverty level (FPL) will be covered
under the Medicaid State plan; those with incomes between 133 and 200 percent of the FPL would
receive subsidized coverage in either the Exchange or the federal basic health option if it is available.
Without the Transitional Bridge, Washington’s fiscal crisis would have undoubtedly resulted in the
elimination of the Basic Health program. Instead, it continues to be a platform through which
Washington is learning and preparing for the 2014 transition. Approximately 75 percent of current
enrollees can be expected to transition to the expanded Medicaid program and the remainder would
predominantly be eligible for coverage via the BHPO.

Further details of the current program are available at www.basichealth.hca.wa.gov.

Federal Basic Health Program Option (BHPO)

Beginning in 2014, the BHPO provides an opportunity, through active state purchasing of coverage, to
offer essential health benefits on an affordable basis to individuals with incomes between 133 and 200
percent of the FPL. As a result of the 5% income disregard applied in the determination of Medicaid
eligibility, the BHPO income range would effectively be 138-200 percent of the FPL. This is the range
used throughout the rest of this document. Individuals and families in this income range have limited
discretionary income, making them highly price sensitive with respect to obligations for monthly
premiums and out-of-pocket cost sharing. In addition, active state purchasing through managed
competition encourages innovations to improve the quality of care provided to these enrollees.

Washington State BHPO Proposal 2
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Availability of the BHPO could help avoid the steep eligibility “cliffs” between effectively “free” Medicaid
coverage and qualified health plans offered through the Exchange, which will carry a significant
premium responsibility.

Consistent with section 1331 of the ACA, Washington State’s goal in requesting approval of this BHPO
approach is to:

Ensure that BHPO consumers receive less costly and equally generous coverage than they could
have obtained in the Exchange;

Build a state/federal financing methodology to support reliable and predictable funding that will
cover BHPO costs, assuming an efficiently administered program;

Ensure that federal costs, per BHPO enrollee, are less than the federal costs that would have
been incurred in the Exchange for tax credits and out-of-pocket cost-sharing reductions;
Safeguard low-income consumers’ access to coverage and care, while being mindful of the
current Washington State coverage context’;

Leverage Washington’s long history and robust public support for serving low-income
populations through managed competition; and

Enhance opportunities for common data collection to better understand and improve the value
of coverage purchased for low income populations.

To this end Washington’s proposed BHPO meets ACA requirements and is enhanced by the flexibility
made available for design elements such as benefits, premiums, point of service cost-sharing and
provider rates. In combination with the state’s purchasing leverage, this flexibility is key to
implementing more affordable coverage for a very cost sensitive population.

Washington State BHPO Proposal 3
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Washington’s Proposed Basic Health Program Option
1. Administration
Governance and Administrative Infrastructure

The Health Care Authority (HCA) is Washington State’s “Single State Agency” responsible for
administration and supervision of the Medicaid program. The HCA is also responsible for purchasing
state employee benefits and oversees the Transitional Bridge waiver programs, including Basic Health. A
single procurement was recently completed for Medicaid, CHIP and Basic Health coverage effective July
2012.

For maximum continuity and administrative alignment, we anticipate that the HCA will be responsible
for governance of the federal BHPO. The HCA is the state’s largest health care purchaser with significant
experience coordinating with local delivery systems and responding to the health care needs of low
income populations. Operational linkages across programs have been developed to maximize
seamlessness as individuals, pregnant women and children in particular, move across programs when
their eligibility status changes. Through the current Transitional Bridge waiver, individuals who are
determined eligible for Medicaid coverage are transferred from the current Basic Health program and
constitute a priority population for purposes of re-enrollment in Basic Health if their Medicaid eligibility
circumstances change.

We recognize that development of an operational BHPO infrastructure is Washington State’s
responsibility. With respect to seamless linkage with the Exchange, ACA establishment grants awarded
to Washington have provided an occasion to maximize efficiencies and positive consumer experience by
developing an Information Technology infrastructure that supports eligibility and enrollment for
seamless connectivity among the Exchange, BHPO, and Medicaid/CHIP programs.

The State Legislature, through enactment of HB2319", authorized approximately $2 million to “support
the design and development work necessary for the program to provide health coverage to enrollees
beginning January 1, 2014.” Appendix B presents the statutory direction for development of
Washington’s BHPO. Included is the requirement that the director of the Health Care Authority “submit
a report to the legislature on whether to proceed with implementation of a federal basic health option.”
This report is required on or before December 1, 2012 and hinges on the details of the federal response
to Washington’s BHPO proposal. As described in the cover letter, certification and approval of
Washington’s BHPO would be needed from the Department of Health and Human Services (HHS) by
November 15, 2012, to facilitate timely recommendations to the Legislature and Governor, and ensure
that viable systems infrastructure and business processes can be in place to support BHPO coverage
beginning January 2014.

The BHPO Trust Fund

As directed by the ACA, Washington would establish a trust fund into which federal BHPO payments
would be deposited for the purchasing of health coverage provided to BHPO enrollees. These funds
would not be used to meet the matching requirements of any other federally-funded program such as
Medicaid or CHIP. They would be used to “reduce the premiums and cost-sharing of, or to provide
additional benefits” for BHPO enrollees only.

We propose that funds also be used to administer the BHPO at the state level as requested in the letter
to Secretary Sebelius, dated February 7, 2012, and included in Appendix C. Consistent with current
operation of the CHIP program,™ this would mean that no more than 10 percent of federal BHPO funds
would be used for administrative expenses needed for BHPO program operations. Administrative costs
for operating the current Basic Health program are a useful yardstick, budgeted at less than 5 percent in
recent years as a result of efficiencies such as the joint procurement of Basic Health and Medicaid

Washington State BHPO Proposal 4
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managed care delivery systems. This approach is no different than the application of advanced premium
tax credits to support the administration of the Exchange, given that individuals have capped premium
obligations.

Once the BHPO is operational and stable, we propose that trust funds provided for a particular year be
used to finance health coverage provided to BHPO enrollees during that year. This would allow
Washington to consider holding back a portion of the estimated BHPO payments to managed care plans
that offer BHPO coverage pending final determination of federal payment levels. For this to be
acceptable to CMS we would ensure that:

e Any “hold back” amount is reasonably related to uncertainties about federal payment levels;

e Any “hold back” amount is paid promptly, with interest, once it has been adjusted to reflect final
determination of federal payment levels; and

e The payment method is structured to benefit BHPO enrollees.

We would also wish to retain flexibility to build administrative expenses into premium calculations in the
future so that the BHPO Trust Funds could ultimately be fully directed to elements of coverage for BHPO
enrollees. Final design of the Exchange sustainability model will also need to consider potential
administration fees, but no decision has been made at this time. A final decision related to
administration of the BHPO would ideally be informed by future decisions made by the Exchange board
or Legislature.

2. Eligibility
Target Population

The population targeted for BHPO coverage includes Washington residents up to 200% of FPL who are
under age 65 and not eligible for Medicaid coverage but who would otherwise be eligible for an
advanced premium tax credit in the Exchange. Because seamless coverage for children up to 300% of
the FPL is available in Washington state through Apple Health for Kids", Washington’s BHPO would not
be a program for children. Potential enrollees would include:

e Currently uninsured parents and childless adults with incomes between 138-200 percent of the
FPL (citizens and documented immigrants);

e Parents and childless adults currently enrolled in the Basic Health program, with incomes
between 138-200 percent of the FPL (i.e., higher income enrollees in the Transitional Bridge
demonstration waiver);

e Currently uninsured, documented parent and childless adult immigrants not eligible for
Medicaid, with incomes under 138 percent of the FPL;

e Parents and childless adults with incomes between 138-200 percent of the FPL and currently
enrolled in the individual market;

e Parents and childless adults with incomes between 138-200 percent of the FPL whose
employers choose to not offer coverage or whose coverage is not affordable (i.e., they would
have to pay premiums that total more than 9.5% of income, or their employer pays less than
60% of the cost of coverage).

We would expect promising take-up given our experience with the current Basic Health program and the
likelihood that BHPO premiums and out of pocket cost sharing would be somewhat lower in the BHPO".
Estimates reported by the Urban Institute" suggest about 160,000 individuals could be eligible for
coverage through BHPO. Subsequent analysis estimates a range of 75,000 — 103,000"" of those eligible
would be likely to actually enroll based on cost sharing at 94% actuarial value and premiums at 2% of
income. Take-up estimates are sensitive to price and thus highly dependent on the establishment of

Washington State BHPO Proposal 5
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premiums and cost sharing for the BHPO, which cannot be determined until more is known about the
cost of the second lowest cost silver benchmark plan in the Exchange.

Eligibility Determination Methodology

The development of Washington’s Exchange has centered on a fundamental requirement that the
“consumer experience” be seamless and informed, regardless of the coverage financing source.
Guidance included in the final March 2012 Exchange rules”" looks for development of procedures,
electronic interface and a single streamlined application through which low-income individuals can
ultimately be enrolled in the subsidized coverage available. Specific references excerpted from the
March 27, Federal Register are included in Appendix D.

As previously reported to CMS, the HCA envisions a single, streamlined, electronic application for
individuals who apply for an insurance affordability program (Medicaid, CHIP, BHPO or APTC) through
the Exchange™. In general, the Exchange eligibility portal is planned as the single door for application,
verification, eligibility determination and renewal processes. The streamlined electronic application
process will be efficient and will leverage automated processing to support the quality assurance
function. Although states may implement the application to be developed by HHS, timing of its
availability is uncertain. Application design and development specifications are needed quickly for the
Exchange and new rules engine to meet an October 2013 implementation date for coverage beginning
January 2014. Washington is therefore designing its own application recognizing that eligibility
methodologies for Washington’s BHPO must be consistent per section 155.345 (g) of the federal register
rules and regulations, referenced in Appendix D.

By virtue of the common eligibility door, modified adjusted gross income (MAGI) methods for
determining income, household composition and family size would be consistent; theoretically and
practically. Excerpted from guidance by the Centers for Medicare and Medicaid Services, May 17, 2012,
definitions that would apply to all IAPs, BHPO in particular, include:

e MAGI = Adjusted Gross Income plus any foreign earned income excluded from taxes; tax-exempt
interested and tax-exempt social security income;

e Family = taxpayer, which includes married taxpayers filing jointly, and all claimed tax
dependents;

e Family size = number of individuals in the family; and

e Household income — the sum of the taxpayer’s MAGI plus the MAGO of tax dependents in the
family who are required to file.

To avoid overlapping eligibility between Medicaid and the BHPO, we would apply the same income
disregard of 5 percent of the FPL that is applied to the Medicaid program. In effect, the BHPO would
therefore provide coverage for eligible low income individuals with income between 138 and 200
percent of the FPL. Aligned with eligibility policy for the Exchange (above 200 percent of the FPL) and
Medicaid (below 138 percent of the FPL), insurance affordability would be continuous, i.e., MAGI-based
eligibility for IAPs would extend without interruption from 0 to 400 percent of the FPL.

In its capacity as a subsidized coverage option for individuals who have no alternative affordable option,
the BHPO would not be available to individuals who already have employer sponsored coverage or who
are eligible for some other affordable coverage option. Unlike coverage through the Exchange, the
BHPO would not be available for anyone to choose to buy-into and pay the full cost. We believe that this
approach is consistent with the intent of the ACA.

Anticipated Churn

There is widespread concern in Washington state that dynamic changes in income, employment and
family composition (including pregnancy) will trigger shifts in coverage eligibility, in particular between
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Medicaid and the Exchange. Where Medicaid managed care organizations and their associated provider
networks differ from Exchange or employer coverage, significant problems occur from such “churn”.
They include:

e Discontinuity of provider relationships and care, with associated quality and cost problems,
including the undermining of medical homes;

e Distress, inconvenience, and confusion for enrollees/patients whose access to care is
compromised;

e Increased administrative expense for managed care organizations as enrollees disenroll and
reenroll frequently;

e Reduced incentives/cost-effectiveness for managed care organizations and providers to invest in
longer-term health improvements for individuals whose coverage duration is disrupted or
intermittent; and

e Reduced affordability of coverage for some tax-credit eligibles, particularly those whose
resources are already depleted and whose current income increases”.

With the assistance of the Institute for Health Policy Solutions, we conducted extensive analysis of the
potential implications of this phenomenon. Longitudinal data on income and health insurance were
selected from the United States Census Bureau’s Survey of Income and Program Participation for a
Washington sample of adults age 19-64. Eligibility was simulated for income ranges under an ACA
definition, to measure the degree to which individuals in different income ranges retained the same
cover status over time.

Given fluctuations in wages, incomes and family circumstances, table 1 indicates that a little over 30% of
individuals whose income would have placed them in Medicaid at the beginning of the year (i.e., under
138 percent of the FPL) would have not been eligible for Medicaid at the end of the year”. We expect
that income churning will be particularly acute for people whose income (eligibility status) fluctuates
between the Exchange and Medicaid over time.

For example, individuals who cross over the Medicaid threshold from one year to the next are about 3
times as likely to go back to their original income range in the third year, compared to the likelihood that
individuals who stayed in the same income range for the first two years will cross the threshold in the
third year. In addition, it appears that over 2-3 years the population that actually stays in the 138-200
percent of the FPL range is virtually nonexistent. This is a fairly dynamic group for whom eligibility churn
has important implications for continuity of affordable coverage.

Individuals meet an affordability “cliff” as they move across the Medicaid income threshold, at which
they have no cost-sharing obligations, to new coverage options in which cost sharing and premiums
could dampen enthusiasm for enrollment (e.g., in the Exchange). Conversations with managed care
organizations and stakeholders confirm that there are few approaches to fully resolve the implications
of churn for consumers, providers and managed care organizations. We are continuing to discuss a
variety of options to increase the continuity of coverage for individuals and family members whose
circumstances result in churn. The opportunity to reduce the impact of churning at the 138 percent of
FPL level is an appealing feature of the federal BHPO. Recent research has shown that moving the churn
threshold to 200% of FPL through the federal BHPO could reduce the population churning between
Medicaid and the Exchange by up to 4%"". The expectation is that, as in the current Basic Health
program relationship with Medicaid, individuals would be able to keep their same providers and
managed care organizations as their income fluctuates above and below Medicaid eligibility levels.

In addition we remain interested in the option for continuous enrollment of adults in a Medicaid or
BHPO managed care organization to mitigate eligibility churning. And we are interested in the potential
opportunity for the Exchange to certify Medicaid managed care options (or possibly BHPO plan
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offerings) as limited qualified health plans in the Exchange that are open only to Medicaid/BHPO
enrollees whose changing circumstances move them over the 138 percent or 200 percent of FPL
thresholds. Experience with the current Basic Health suggests that a BHPO would effectively mitigate
the implications of movement across IAPs below 200% of the FPL where income stability and resources
are the most in question.

Whatever the construction of IAPs in Washington state, additional policies will be needed to mitigate
and contain churn to ensure a positive and seamless experience for the consumer in a new continuum
of coverage. Most importantly, Washington cannot make an informed decision on churn policy solutions
or the BHPO option itself without specific federal approval and the timely technical assistance requested
in this proposal.

Table 1:

Source: IHPS analysis of churn conducted for Washington state, May 2012.

3. Delivery System Contracting
Application of 2012 Contracting Process

The ACA identifies important objectives for BHPO contracting, including a competitive process,
innovation in care delivery, allowances for health and resource differences, managed care, performance
measures, multiplicity of health plans, and coordination with other state programs. Strategies for
advancing these objectives have been tested through the increasing alignment of purchasing
requirements for Washington’s Medicaid and current Basic Health programs.

For coverage that will begin July 2012, a competitive joint procurement process resulted in contracts
being awarded to five managed care organizations that will offer coverage to enrollees in the Medicaid,
CHIP and current Basic Health programs. Provider network adequacy standards are set, reviewed, and
carefully monitored by the HCA. The 2012 procurement process established the baseline for managed
care organizations that we anticipate will continue to provide coverage for these low income
populations in 2014. Details of the entire competitive procurement process are available at
http://www.hca.wa.gov/procurement.html.

Contracts that govern coverage for the Medicaid/CHIP (i.e., Healthy Options) and current Basic Health
delivery systems have been reviewed and approved by CMS as part of determining operational
readiness for a July 1, 2012 implementation. In general, these contracts include the high standards for
Medicaid managed care plans set out in section 1903(m) of the Social Security Act.
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We anticipate that final contracts for the 2012 procurement will undergo a renewal process for 2014. As
is the case with all contract renewals, opportunities exist for changes in payment rates, benefits
covered, and new performance metrics. The 2012 procurement was designed to meet all the objectives
provided in Section 1331 of the ACA and will obviate the need for an additional procurement exercise
prior to January 1, 2014. Not only is the 2012 procurement the baseline for 2014, but its joint nature will
effectively test Medicaid /CHIP and BHPO managed care organizations’ delivery systems alignhment, and
will enable Washington state and its managed care partners to make any necessary adjustments and
improvements prior to the implementation of the BHPO.

Alignment with the Exchange

To minimize uncertainties related to federal financing as described in section 5, Washington proposes to
align the timing of critical BHPO operational elements with those of the Exchange, such as open
enrollment in particular. For coverage beginning January 2014, BHPO open enrollment would occur in
October — November 2013.

In addition, although a coordinated strategy has not been determined, we might consider requesting an
Exchange qualified health plan certification process that obtains alternative rates for products in the
Exchange with and without participation of the BHPO. This would allow the State to adjust BHPO
elements in response to unanticipated Exchange results; for example, if very low rates were to be
associated with the benchmark, silver level plan.

Innovations

Current 2012 contracts for the Medicaid managed care and Basic Health programs set the stage to test
ACA innovation expectations prior to 2014. For example, the current 2012 procurement incorporates
extensive requirements for performance measurement, care management through advancement of
health home networks™ and expectations for delivery of specific health home services, and preventive
service incentives. We would expect these innovations to continue with managed care organizations
leveraging their experience over the next 18 months to prepare for the Medicaid and BHPO expansions
in 2014.

4. Benefits Package
Flexible Benefit Design

Consistent with the ACA, Washington’s BHPO will cover all essential health benefits (EHBs)*" and will not
charge enrollees more in premiums or out-of-pocket costs than would have applied had the individual
been covered through the Exchange. Our goal is to minimize confusion and ensure continuity of care
when individuals churn into BHPO coverage as their circumstances change - up from Medicaid or down
from the Exchange for example. For the foreseeable future we would expect to offer one “standard
health plan” through multiple managed care organizations since it would not be administratively
feasible to attempt multiple standard health plans from the get-go.

BHPO Covered Services

Although the current Basic Health program provides a Secretary-approved benefit package targeted to
the Transitional Bridge waiver population, we recognize that it does not meet the requirements of
Medicaid benchmark or an EHB reference plan under the ACA® and therefore would not be applicable
to the BHPO.

We are continuing to look at the potential alignment of BHPO benefits with EHBs, Medicaid standard
benefits, and Medicaid benchmark options defined by the Deficit Reduction Act of 2005 (DRA). The
latter include three plans from which we could select one (or more) EHB reference plan(s):
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e The standard Blue Cross/Blue Shield PPO service plan under the Federal Employees Health
Benefits Program (FEHBP);

e Agenerally available state employee plan, such as the Uniform Medical Plan offered by
Washington state’s Public Employees’ Benefits Board (PEBB); or

e The largest insured commercial non-Medicaid Health Maintenance Organization (HMO)
operating in the state (Washington state’s Group Health master contract).

We are interested in an administratively efficient and affordable BHPO design that would result in more
consistent and consumer-oriented transitions across IAPs for individuals with incomes under 200
percent of the FPL. It is not our intent to cover services in the BHPO beyond those defined as EHBs.
However, to finalize the BHPO benefits’ design we will need technical assistance to reconcile ambiguities
in service requirements among EHBs, Medicaid standard and Medicaid benchmark options. This will be
essential for any state wishing to make a BHPO available with a benefit design that is not more
expansive than standard Medicaid coverage which would make it unaffordable or considerably different
from what is familiar. For example:

e [faserviceisincluded in an EHB reference plan it would seem, by definition, that it is a required
service in Medicaid benchmark coverage and the BHPO. However, if the service is not
traditionally mandated in the state’s Medicaid State Plan, (e.g., chiropractic care) must it still be
included in Medicaid benchmark coverage and the BHPO? This could potentially establish a
situation where the lowest income individuals receive fewer benefits in standard Medicaid
coverage than individuals enrolled in Medicaid benchmark , the BHPO or the Exchange.
Washington would want to avoid such inequities, especially because they would exacerbate
consumer confusion across IAPs.

e Mental health and substance abuse disorder services are included among the 10 ACA-required
services that must be included in EHBs and therefore in Medicaid benchmark coverage.
Currently federal Medicaid does not allow coverage of services provided to patients of
institutions for mental disease (IMDs). If EHB reference plans include IMD coverage must the
BHPO (and Medicaid benchmark) follow suit even though this would seemingly be in conflict
with requirements for standard Medicaid? This same question arises for room and board for
alcohol and substance abuse detoxification. In addition to the coverage confusion, the financial
implications for the federal and state governments are potentially substantial.

BHPO Cost-Sharing Reductions

The ACA also contains ambiguities regarding the maximum amount of cost-sharing that can be charged
and the minimum actuarial value that must be provided to BHPO enrollees. Subsection (a)(2)(A)(ii)
references the gold- and silver-level actuarial value standards that, when section 1331 was being added
to the ACA, represented the cost-sharing reductions for enrollees in the Exchange with incomes of 100
to 150 percent FPL and 150 to 200 percent FPL, respectively.” Congress’ clear intent was that BHPO
enrollees not pay more, in premiums or in out-of-pocket cost-sharing, than they would be charged if
enrolled in the Exchange. While we assume it was not intended, the ACA established two different
versions of cost-sharing reductions, for the BHPO standard populations and the Exchange, as shown in
table 2.
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Table 2: Cost Sharing Reductions

Income Range BHPO Exchange
Under 150% FPL Based on 90% actuarial value of Based on 94% actuarial value of
Exchange platinum plan Exchange 2™ lowest cost silver plan
150-200% FPL Based on 80% actuarial value of Based on 87% actuarial value of
Exchange gold plan Exchange 2" lowest cost silver plan

Unfortunately, the discrepancy between what the ACA says and what was presumably intended would
result in a situation where individuals enrolled in the BHPO could have greater cost sharing
contributions than if they were enrolled in the Exchange. In addition, operational complexities and
confusion would be generated for enrollees, managed care organizations, and care providers through
the existence of two different cost sharing methodologies for subsidized populations.

To minimize the impact, we propose to establish a single cost sharing approach for BHPO enrollees, not
less than 92 percent of the actuarial value of the 2™ lowest cost silver plan in the Exchange. In addition,
no BHPO enrollees would receive coverage with annual out-of-pocket limits higher than the amounts
permitted nationally for individuals with comparable income levels.”™" We believe that this provides a
balanced approach to cost sharing that is operationally efficient and more closely aligned with the ACA
intent.

As with cost-sharing subsidies in the Exchange, BHPO’s cost-sharing subsidies would prevent enrollees
from incurring health care costs above specified levels, rather than reimburse low-income enrollees for
out-of-pocket spending that exceeded applicable limits. However, until there is a federal actuarial value
calculator available based on the national standard BHPO health plan, we are unable to propose a
definitive cost sharing design for the BHPO. Based on experience with our current Basic Health program
we would anticipate that a cost sharing structure under the BHPO would look similar to the current
Basic Health structure, however we recognize that refinements would be needed to meet the actuarial
value standard we propose. In addition, we would hope to design cost sharing details around value-
based principles.

Since the inception of the Basic Health program, cost sharing at the point-of-service has been an explicit
policy decision, designed to encourage efficient utilization of appropriate services and shared financial
responsibility. All enrollees have been subject to the same requirements, ensuring administrative
consistency and clarity for managed care organizations and Basic Health enrollees. To provide context
for the BHPO cost sharing design, cost sharing under the current Basic Health is shown in table 3. While
it has changed over time, as shown in table 4, the distribution of the enrollees across income bands has
shown no impact from the changes.

Washington State BHPO Proposal 11

Federal Basic Health Program Option
December 1, 2012 Page 19 of 74



Table 3: Current Basic Health Cost Sharing Components

Coinsurance, deductibles and annual out-of-pocket maximum:

e Enrollees are responsible for a $250 annual deductible.

e Once that is met they pay a 20 percent coinsurance on select services, e.g., inpatient and outpatient
hospital services, inpatient mental health, ambulance services, up to an out-of-pocket maximum of
$1,500 per person.

Additional copayments are not subject to the deductible:

e A S15 copayment applies to office visits but no co-pay is required for preventive services, to encourage
routine physicals, immunizations, PAP tests, mammograms and other screening and testing provided as
part of a preventive care visit.

e A S$100 copayment applies to non-emergent use of hospital emergency rooms or out-of-area emergency
services, but there is no copayment if the individual is admitted.

e A S$10 pharmacy copayment (or less where drug costs are lower) applies to the utilization of generic drugs
in each managed care organization’s preferred drug list (formulary). For brand name drugs the copayment
is 50 percent of the drug cost. The intent has been to encourage utilization of cost-effective generic drugs
that are therapeutically equivalent to more expensive brand name drug options.

Table 4: Evolution of current Basic Health Cost Sharing

No POS Cost Sharing Copayments Deductible and Coinsurance up to
Time (not subject to deductible or OOP Max) Annual Out-of-Pocket Maximum
Period
Prior e Preventive care e 510 - office visits, hospital outpatient visits e No deductibles or coinsurance
to e Maternity care e $100 per hospital admission (up to $500
2004 (provided through annual maximum)
Medicaid) e Pharmacy:
e Oxygen —tier 1 $3 (e.g., generic in formulary)
—tier 2 $7 (e.g., generic alternative)
—tier 3 50% drug cost (formulary brand name)
2004- Same e $15 - office visits, hospital outpatient visits e 5150 deductible introduced
2009 e $100 per non-emergency hospital visit (i.e., no | Once deductible met:
admission) e 20% coinsurance — hospital
e Pharmacy - previous tiers 1-2 combined in}?atient, .ambulance,
. . chiropractic/PT, CD, organ
—tier 1 $10 (e.g., generics)
i % d ¢ (f larv brand transplants
tier 2 50% drug cost (formulary brand name) | | $1,500 Annual OOP maximum
2010- Same Same e $250 deductible
current e Same coinsurance and annual OOP
maximum

An individual whose changing circumstances result in churning across IAPs may trigger the restart of cost
sharing obligations if their choice of managed care organization changes (or is simply unavailable in the
new IAP they find themselves). If a coverage change results in the selection of a new managed care
organization, we would anticipate that any annual out-of-pocket or deductible calculations would start
over. This is an area in which technical assistance is needed to align BHPO requirements with those of
the Exchange, given that federal guidance is not yet available.

BHPO Premium Contributions

Current Basic Health premiums vary by family size, age, income and managed care organization choice.
All enrollees bear the responsibility of contributing toward the cost of their health coverage based on
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their ability to pay. Enrollee premiums are based on a sliding scale with contributions determined at the
mid-point of the income band in which the enrollee’s income falls and defined relative to a “benchmark”
managed care plan available in all Washington counties. Enrollees with higher incomes pay a higher
percentage of the total premium cost and a higher proportion of their income. Premium contributions in
effect as of July 2012 and details for the benchmark 40-54 year old as a percent of median income, are
included for reference purposes in Appendix E.

To provide perspective on the maximum premiums defined by the ACA for the BHPO, table 5 uses the
Kaiser Family Foundation subsidy calculator to back into premium estimates based on annual income
that corresponds with income bands. Income bands would continue the current Basic Health program
marketing strategy for simplifying premium determination for individuals shopping for Basic Health
coverage. These bands form the underlying construct of “You-Pay” tables that allow individuals to easily
determine premiums based on their personal circumstances. Maximum premiums under the ACA are
considerably lower than those shown in Appendix E for current Basic Health enrollees with incomes
below 200 percent of the FPL. Washington would like to consider a mechanism for income banding
premiums in the BHPO similar to that in operation today under the Basic Health program. Premiums
paid to individual enrollees are pegged to the midpoint of the applicable income range, under the
assumption that individual incomes progress through each band —in both directions — as employment
options change.

Table 5. Maximum BHPO Premiums as a Percent of Income for a Single Adult Age 40, 2014
(Based on the Kaiser Family Foundation health reform subsidy calculator)

Approximate Person/Family .
. . Premium as % of .
ACA-Based FPL Maximum Annual Required . Approximate
. Maximum Income
Income band Premium Annual Income

0-138% ~$526 3% $16,000

A Midpoint 69% ~$158 2% $7,900
139-154% ~$739 4.2% $17,700

B Midpoint 147% ~$645 3.82% $16,900
155-169% ~$955 4.9% $19,500

C Midpoint 162% ~$844 4.54% $18,600
170-184% ~$1,182 5.6% $21,200

D Midpoint 177% ~$1,072 5.26% $20,400
185-199% ~$1,433 6.3% $22,900

E Midpoint 192% ~$1,312 5.94% $22,100

Tribal Cost Sharing

Although the ACA is silent with respect to cost sharing applicable to the American Indian/Alaska Native
(AI/AN) population, we would expect to honor ACA expectations for the Exchange. Individuals
determined to be Al/AN would be exempt from point of service cost sharing, but would be required to
pay premiums.

As for the current waiver and for operationalizing the requirement in the Exchange, technical assistance
will be needed to correctly define a common Al/AN definition that applies across all IAPs. To meet terms
and conditions of the Transitional Bridge waiver for the current Basic Health program we conducted a
workgroup exercise in partnership with the Washington American Indian Health Commission in early
2011. Discussions focused on the definition of American Indian/Alaska Native (Al/AN) at 25 USC 1603(c),
1603(f), or 1679(b), or who has been determined eligible as an Indian, pursuant to 42 CFR 136.12. This
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drives the identification and tracking of individuals for whom cost sharing exemptions apply. Appendix F
documents the workgroup’s progress pending technical assistance from CMS to finalize. It clarifies the
federal definition of an American Indian/Alaska Native Indian, and identifies an array of official
documents that would support an individual’s claim to be an Indian.

5. Financing
BHPO Payment Determination

For the BHPO to be a viable and sustainable coverage choice in Washington state (or any state), federal
funding would need to be predictable and stable. The ACA bases BHPO funding on the amounts the
federal government would otherwise have spent on tax credits and cost-sharing reductions for the
second lowest cost silver-level plan in the Exchange. We understand this to include 95 percent of the
advance premium tax credits plus 100 percent of the out-of-pocket cost-sharing reductions that would
have applied.

The cost of the second lowest cost silver-level plan available in the Exchange provides the basis for
determining the value of the advance premium tax credits for BHPO enrollees. Since it is possible for the
design of this silver-level plan to be leaner than anticipated, margins for BHPO affordability and viability
could turn out to be limited. However, we will not know these details until 2013. If we wait until then to
begin BHPO systems design and development in earnest we will lose any ability to establish an
operational program by 2014 and forego the opportunity to leverage development that would be the
foundation of a full array of seamlessly coordinated IAPs in the future.

The value of the cost-sharing reductions would need to be estimated by the federal government, based
on available information. It is conceivable that various methodologies would be feasible, similar to the
array of methodologies proposed by HHS as an alternative to a per enrollee determination of the
claimable FMAP for MAGI-eligible Medicaid enrollees. However, until alternatives could be tested, a
prospective calculation, determined on a per capita basis and not capped at any aggregate level, would
be ideal.

In the Exchange it is possible to make monthly payments to managed care organizations based on their
estimate of the cost of applicable reductions™" and then reconcile payments at the end of each year
based on actual cost-sharing reduction expenses incurred. For the BHPO, an alternative approach would
clearly be necessary. As is the case today in the Basic Health program, the BHPO would not include any
direct payments from the federal government to individual managed care organizations. Instead, federal
payments would be made to Washington’s state’s BHPO (i.e., the BHPO Trust Fund), and payments to
BHPO managed care organizations would be made by the state’s BHPO program™”.

We therefore propose a BHPO payment determination based on the following high-level description of
steps:

1. First Quarter Estimate: Washington State would develop a preliminary estimate of BHPO payments
for the coming year, based on a methodology to be developed by the Secretary of HHS to ensure
equity across all states’ BHPO programs. This methodology would:

e Estimate the number and characteristics of individuals eligible for the BHPO, using the best
national survey data with state-specific estimates™.

e Include a model (e.g., formula) for Washington to calculate the average, per capita BHPO
payment (with separate premium and cost-sharing reduction components) and the BHPO
enrollment level that could be expected to result from:

o The cost of the second-lowest-cost silver-value plan in the Exchange;
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o Factors affecting subsidy levels in the Exchange (e.g., whether premiums vary based on
tobacco use);
o Policy design factors that could influence individual decisions to purchase BHPO coverage
(e.g., level of premium and potential cost sharing contributions).
e Be flexible enough to accommodate relevant experience with IAPs in Washington state including
the current Basic Health program that has operated since 1988.

2. Preliminary Payment: Once the Secretary approves the BHPO payment estimate, a preliminary
payment to fund premiums for the first quarter of the managed care organizations’ BHPO
contracted plan year (i.e., January — December) would be transferred to Washington’s BHPO Trust
Fund. Aligned with open enrollment in the Exchange, this initial payment would need to be made to
the State in the year prior to the applicable BHP funding year to ensure that managed care
organizations are paid for coverage that would begin in January.

3. Post Open Enrollment Adjustment: Once the open enrollment period ends, the State would adjust
its estimates of BHPO payments for the coming year to reflect the number and characteristics of
actual BHPO enrollees. These adjustment factors would likely include income, age, and whether
individual or family coverage was purchased. Washington would then report to the Secretary
summary information about BHPO enrollment and receive an adjusted BHPO payment for the
remainder of the year. The first adjusted payment would also need to account for anticipated ramp
up and month-to-month changes in enrollment as a result of eligibility churn and further enrollment
outside of the initial open enrollment period

For administrative simplicity, actual premiums charged in the Exchange would determine federal BHPO
payments. However, until the pricing of qualified health plans participating in the Exchange has been
determined, there is no way to determine the adequacy of BHPO payments. In addition, BHPO payments
could be affected by caseload changes over the course of the year. As happens in the current Basic
Health program, changes could occur as new individuals enroll in BHPO; as existing enrollees find
alternative insurance and leave the program; and as enrollee circumstances change and result in
increased or decreased subsidies within the BHPO framework. If the aggregate effect of such changes
increases costs, Washington would expect to claim supplemental federal BHPO payments. If the
aggregate effect of changes reduces BHPO costs, reserve funds could be set aside as a contingency to
accommodate unanticipated enrollment patterns and the potential for early adverse risk. Ultimately,
there is no way to predict the financial impact of changes in enrollee circumstances and the
corresponding adjustments to BHPO payments.

Initial BHPO Payment Reconciliation

BHPO enrollees who did not receive advance payment of health insurance tax credits are exempt from
reconciliation, under IRC section 36B(f). Nonetheless, BHPO payments would be affected if BHPO
enrollees would have been subject to reconciliation if they had enrolled in the Exchange. To be
consistent with ACA intent, reconciliation effects would also include consideration of:

e The age and income of the enrollee;

e  Whether enrollment is for self-only or family coverage;

e Geographic differences in average spending for health care across rating areas;

e The health status of the enrollees for purposes of determining risk adjustment payments and
reinsurance payments that would have been made if the enrollee had been enrolled in the
Exchange;

e Other states’ experiences.
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This is a complex technical undertaking and until a BHPO and Exchange have been operational for at
least 3 years, data robust enough to reasonably support reconciliation will not have been collected. The
impact of reconciliation is therefore unclear. Because the BHPO shifts the risk of adjustments to
premium tax credits due to changes in income from the individual to the state, options to address the
issue are limited until there is substantial experience to quantify potential effects.

It is imperative that the reconciliation and adjustment process hold the state harmless for the first three
years of BHPO operations. Just as is the case for the Exchange, there are considerable unknowns related
to size and make-up of BHPO enrollment in the initial years.

We intend to work with CMS to build and test a methodology for reconciliation and adjustment that
balances the state and federal liability over time. One mechanism for achieving shared liability could be
a contingency reserve for the first three years to accommodate instability in enrollment and risk
selection. A shared risk payment could be built into the enrollee’s portion of the BHPO premium for the
explicit purpose of building the reserve. This could be partially or fully refunded in succeeding years
once it was established that the federal BHPO payment was sufficient to cover the full cost of the
program. Regardless of the mitigation device, the state General Fund does not have the means to bear
any financial risk for the initial years of BHPO operations.

Without any sufficient mechanism for overpayment recovery or the availability of individual year-end
tax reconciliation for BHPO enrollees, it is our assumption that individual enrollees will also be held
harmless for unreported income or changes in circumstance that would have impacted their subsidy
amount.

Consideration for Future BHPO Payment Reconciliation after a 3-year Hold Harmless Period

Once enrollment stabilizes, reconciliation effects could be aggregated across the entire BHPO caseload.
As a result, increased federal payments for BHPO enrollees whose income declined during the year
would offset reduced payments for enrollees whose income rose. Reconciliation would affect only the
component of BHPO payments related to tax credits, since cost-sharing reductions in the Exchange are
not subject to IRS reconciliation.

By 2017, we would expect that the Exchange and BHPO would be operationally stable and data collected
to the degree that reconciliation could be performed with some limit to the State’s exposure. For
example, we could set aside a certain amount of subsidy payments for the adjustment process. If there
were a liability, the state would pay up to the maximum amount set aside. We propose consideration of
two methods for testing the incorporation of reconciliation effects into Washington’s BHPO fund
payment. These would need further federal technical assistance to finalize, but are offered here to begin
a discussion for development of a methodology that reasonably limits and shares the state and federal
government’s future exposure.

1. Retrospective determination of reconciliation amount. Reconciliation effects would be analyzed after
the end of the year, based on a statistically valid sampling of BHPO enrollees. For each sampled
enrollee, we would identify differences between the income determination that established BHPO
eligibility and the enrollee’s final, annual income. If a sampled individual received BHPO coverage for
only part of the year, reconciliation would be based on average monthly income during the portion
of the year in which the individual was covered by the BHPO. We would then extrapolate from this
sample to determine Washington’s reconciliation amount - 95 percent of the net increase or
decrease in tax credit amounts that would have applied if BHPO enrollees had been covered in the
Exchange.
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2. Prospective reconciliation adjustment. HHS would prospectively estimate the likely reconciliation
effects across Washington’s entire BHPO population. The estimate would account for projected
changes to the State’s economy for the year, household changes that are typical of BHPO-eligible
individuals, and relevant characteristics of the BHPO program. Before the start of the year, HHS
would specify the percentage by which Washington’s federal BHPO payment would increase or fall
due to reconciliation, reflecting the best available estimate of net effects for the entire BHPO
program.

Duration of BHPO Commitment

We propose that, so long as we provide HHS with at least 90 days’ notice prior to the annual open
enrollment period, Washington could terminate the BHPO for any reason. During the initial 3-year hold
harmless period proposed, the state would be allowed to discontinue the BHPO without any financial
penalty or ongoing liability. After 2017, if Washington terminates its BHPO program before full
recoupment of excess federal BHPO payments has occurred, the State should be able to continue the
recoupment schedule that was selected while it operated the BHPO. Following the termination of the
BHPO, any remaining recoupment obligation could be paid through reductions in other HHS grants to
the State or through direct payments from the State to HHS.

Risk Adjustment, Risk Corridors, Reinsurance — the 3 R’s

We propose that federal BHPO payments not be adjusted to reflect any differences in risk level between
BHPO enrollees and individuals covered in Washington’s individual insurance market. However, as risk
adjustment, reinsurance and risk corridor mechanisms are defined for the Exchange we would like to
discuss their potential application to Washington’s BHPO. We have used risk adjustment in our Medicaid
and state employees’ coverage programs for many years. Risk in the current Basic Heath program is to
some degree “adjusted” by the inclusion of differential age factors in the rates. Whether there would be
value for the market place and enrollees in pooling risk between BHPO enrollees and individual market
enrollees served by a common managed care organization is one question that needs further analysis.
We include the concept here as a placeholder for future discussions concerning the 3 R’s.
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Appendix A: Cross Reference of ACA Section 1331 to Proposal Contents

ACA Section 1331 Contents

Proposal Reference

Section 1331(a)(2) of the Affordable Care Act provides that the Secretary certify that the amount of the
monthly premium charged to eligible individuals enrolled in a plan under contract under this program,
called a standard health plan, does not exceed the amount of the monthly premium that an eligible
individual would have paid if he or she were to receive coverage from the applicable benchmark plans
(as defined in section 36B(b)(3)(B) of the Internal Revenue Code of 1986 [IRC]) through the Exchange.
Section 1331(a)(2) also directs the Secretary to certify that out-of-pocket cost-sharing does not exceed
specified levels.

BHPO Premium Contributions — p12
BHPO Cost Sharing Reductions — p10

Section 1331(b) of the Affordable Care Act defines a standard health plan as one selected by the State
that: (1) only enrolls applicants who are determined eligible using the eligibility standards specified in
section 1331(e) of the Affordable Care Act; (2) covers at least the essential health benefits described in
section 1302(b) of the Affordable Care Act; and (3) in the case of a plan that provides health insurance
coverage offered by a health insurance issuer, has a medical loss ratio of at least 85 percent.

Eligibility — p5
Flexible Benefits Design — p9

Section 1331(c) of the Affordable Care Act specifies various elements of the competitive process
through which a Basic Health Program enters into contracts with standard health plans, including
negotiation of premiums, cost-sharing, and benefits (if any) in addition to the essential health benefits.

Delivery System Contracting — p8

Section 1331(c)(2) requires inclusion of innovative features such as care coordination and care
management for enrollees, incentives for the use of preventive services, and the establishment of
relationships between providers and patients that maximize patient involvement in health care
decision-making. It also requires the State to take into consideration, and make suitable allowances for,
the differences in the health care needs of enrollees and the differences in local availability of, and

access to, health care providers. This paragraph further requires contracting with managed care systems

or with systems that offer as many of the attributes of managed care as are feasible in the local health
care market. It also requires the establishment of specific performance measures and standards that
focus on quality of care and improved health outcomes.

Delivery System Contracting — p8

Section 1331(c)(3) provides that a State shall, to the maximum extent feasible, seek to make multiple
standard health plans available to ensure that individuals have a choice of such plans. It also provides
that a State may negotiate a regional compact with other States to include coverage of eligible
individuals in all such States through agreements with issuers of standard health plans.

Flexible Benefit Design — p9
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ACA Section 1331 Contents

Proposal Reference

Section 1331(c)(4) of the Affordable Care Act directs a State choosing to establish a Basic Health
Program to coordinate the administration of that program with Medicaid, the Children’s Health
Insurance Program (CHIP), and other State-administered health programs to maximize the efficiency of
all such programs and to improve continuity of coverage and care.

Governance and Administrative
Structure — p4

Section 1331(d)(1) of the Affordable Care Act allows the Secretary to transfer Federal funds to a State
that establishes a Basic Health Program in accordance with the standards of the program under section
1331(a). Section 1331(d)(2) of the Affordable Care Act directs that a State establish a trust fund for the
deposit of the Federal funds it receives for its Basic Health Program and specifies that the amounts in
the trust may only be used to reduce the premiums and cost-sharing of, or to provide additional
benefits for, eligible individuals enrolled in standard health plans within a Basic Health Program.

The BHPO Trust Fund — p4

Section 1331(d)(3) of the Affordable Care Act specifies that a State that operates a Basic Health Program
will receive, in federal funding, 95 percent of the amount of premium tax credits, and the cost sharing
reductions, that would have been provided to (or on behalf of) eligible individuals enrolled in standard
health plans through a Basic Health Program, if the eligible individuals were instead enrolled in qualified
health plans (QHP) through the Exchange and receiving premium tax credits and cost-sharing
reductions. The amount of payment is determined on a per capita basis, taking into account all relevant
factors necessary to determine the subsidies that would have been provided to or on behalf of eligible
individuals as specified in 1331(d)(3), including, but not limited to, the enrollee’s age and income,
whether the enrollment is for self-only or family coverage, geographic differences in average health care
spending, and whether any reconciliation of the credit would have occurred if the enrollee had been
enrolled in a QHP through the Exchange.

Financing —p14

Section 1331(d)(3) also provides that the determination shall also take into consideration the
experience of other States with respect to participation in an Exchange and such credits and reductions
provided to residents of the other States, with a special focus on enrollees with income below 200
percent of poverty. Additionally, the Secretary shall adjust the amount of payment for particular fiscal
years to reflect errors in the determinations for preceding fiscal years.

Financing —pl4

Section 1331(e) of the Affordable Care Act specifies eligibility standards for a Basic Health Program. To
be determined eligible for a Basic Health Program, an individual must:

Eligibility section — p5

(1) be a resident of a State participating in a Basic Health Program;

Target Population — p5

Washington State BHPO Proposal 19

Federal Basic Health Program Option
December 1, 2012 Page 27 of 74




ACA Section 1331 Contents

Proposal Reference

(2) be eligible for enroliment in a QHP through the Exchange but for the existence of a Basic Health
Program, as provided in Affordable Care Act 1312, which limits enrollment to U.S. citizens and non-
citizens lawfully present;

Target Population — p5

(3) not be eligible to enroll in the State’s Medicaid program under title XIX of the Social Security Act for
benefits that at a minimum consist of the essential health benefits described in section 1302(b) of the
Affordable Care Act;

Target Population — p5
Flexible Benefit Design — p9

(4) either (A) be a U.S. citizen or lawfully present non-citizen with a household income that exceeds 133
percent but does not exceed 200 percent of the Federal poverty level (FPL) or (B) be a non-citizen
lawfully present who has a household income that is not greater than 133 percent of the FPL and who is
ineligible for Medicaid because of immigration status;

Federal Basic Health Program Option
(BHPO) — p2

Eligibility Determination
Methodology — p6

(5) either (A) not be eligible for minimum essential coverage or (B) be eligible for an employer-
sponsored plan that does not meet the standards for affordability and minimum value described in IRC
section 36B(c)(2)(C); and

Federal Basic Health Program Option
(BHPO) — p2

Flexible Benefit Design — p9

(6) not have attained age 65 as of the beginning of the plan year.

Target Population — p5

Section 1331(f) of the Affordable Care Act directs the Secretary to conduct an annual review of each
State Basic Health Program to ensure that it complies with the standards of section 1331. Through this
annual review, the State will provide information to demonstrate that its Basic Health Program meets:
(1) eligibility verification standards for participation in the program; (2) standards for the use of Federal
funds received by the program; and (3) quality and performance objectives.

Assumed to be defined by the
Secretary

As specified in section 1331(g) of the Affordable Care Act, a standard health plan offeror may be a
licensed health maintenance organization, a licensed health insurance insurer, or a network of health
care providers established to offer services under the program; the statute provides authority for the
State to determine eligibility to offer a standard health plan.

Delivery System Contracting — p8
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Appendix B: Washington State 2012 BHPO Statute

Excerpt from Engrossed Second Substitute House Bill 2319
Chapter 87, Laws of 2012
(http://apps.leg.wa.gov/billinfo/summary.aspx?bill=2319&year=2011 pages 18-20

31 PART VI
32 THE BASIC HEALTH OPTION

33 NEW SECTION. Sec. 15. A new section is added to chapter 70.47 RCW
34 to read as follows:

35 (1) On or before December 1, 2012, the director of the health care
1 authority shall submit a report to the legislature on whether to

2 proceed with implementation of a federal basic health option, under
3 section 1331 of P.L. 111-148 of 2010, as amended. The report shall

4 address whether:

5 (a) Sufficient funding is available to support the design and
6 development work necessary for the program to provide health coverage
7 to enrollees beginning January 1, 2014;

8 (b) Anticipated federal funding under section 1331 will be

9 sufficient, absent any additional state funding, to cover the provision

10 of essential health benefits and costs for administering the basic

11 health plan. Enrollee premium levels will be below the levels that

12 would apply to persons with income between one hundred thirty-four and
13 two hundred percent of the federal poverty level through the exchange;
14 and

15 (c) Health plan payment rates will be sufficient to ensure enrollee
16 access to a robust provider network and health homes, as described
17 under RCW 70.47.100.

18 (2) If the legislature determines to proceed with implementation of

19 a federal basic health option, the director shall provide the necessary

20 certifications to the secretary of the federal department of health and
21 human services under section 1331 of P.L. 111-148 of 2010, as amended,
22 to proceed with adoption of the federal basic health program option.

23 (3) Prior to making this finding, the director shall:

24 (a) Actively consult with the board of the Washington health

25 benefit exchange, the office of the insurance commissioner, consumer
26 advocates, provider organizations, carriers, and other interested

27 organizations;

28 (b) Consider any available objective analysis specific to

29 Washington state, by an independent nationally recognized consultant
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30 that has been actively engaged in analysis and economic modeling of the
31 federal basic health program option for multiple states.

32 (4) The director shall report any findings and supporting analysis
33 made under this section to the governor and relevant policy and fiscal
34 committees of the legislature.

35 (5) To the extent funding is available specifically for this

36 purpose in the operating budget, the health care authority shall assume
37 the federal basic health plan option will be implemented in Washington
38 state, and initiate the necessary design and development work. If the

1 legislature determines under subsection (1) of this section not to

2 proceed with implementation, the authority may cease activities related
3 to basic health program implementation.

4 (6) If implemented, the federal basic health program must be guided
5 by the following principles:

6 (a) Meeting the minimum state certification standards in section
7 1331 of the federal patient protection and affordable care act;

8 (b) To the extent allowed by the federal department of health and

9 human services, twelve-month continuous eligibility for the basic

10 health program, and corresponding twelve-month continuous enrollment in
11 standard health plans by enrollees; or, in lieu of twelve-month

12 continuous eligibility, financing mechanisms that enable enrollees to

13 remain with a plan for the entire plan year;

14 (c) Achieving an appropriate balance between:

15 (i) Premiums and cost-sharing minimized to increase the

16 affordability of insurance coverage;

17 (ii) Standard health plan contracting requirements that minimize

18 plan and provider administrative costs, while incentivizing

19 improvements in quality and enrollee health outcomes; and

20 (iii) Health plan payment rates and provider payment rates that

21 are sufficient to ensure enrollee access to a robust provider network
22 and health homes, as described under RCW 70.47.100; and

23 (d) Transparency in program administration, including active and
24 ongoing consultation with basic health program enrollees and interested
25 organizations, and ensuring adequate enrollee notice and appeal rights.
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Appendix C: February Letter to Secretary Sebelius and May 24, 2012 Response

Washington State BHPO Proposal 23

Federal Basic Health Program Option
December 1, 2012 Page 31 of 74



Washington State BHPO Proposal 24

Federal Basic Health Program Option
December 1, 2012 Page 32 of 74



Issues for Washington regarding adoption of the federal Basic Health Plan under the ACA
State financial risk

1. Costs of BHP administration: Section 1331(d)(2) appears to address two key issues: ensuring
that federal BHP funds are not used by states for purposes unrelated to the federal BHP
program and that federal BHP funds are not claimed by states as the non-federal match for
federal programs requiring states matching funds. It would be an overly narrow interpretation
of this provision to preclude states from using a reasonable percentage of federal BHP funds
to administer the BHP at the state level. However, states should be expected to minimize
BHP administrative costs through activities such as integrating BHP eligibility and plan
enrollment into the system already under development for Exchange subsidy and Medicaid
determinations, or through joint procurement of BHP and Medicaid managed care services.

2. Interpretation of the funding formula and subsequent reconciliation: States require
predictability and stability of federal BHP funding. One of the factors in setting the funding
formula in section 1331(d)(3)(ii) is whether any reconciliation of the credit or cost-sharing
would have occurred if the BHP enrollee had been enrolled in the Exchange. States will be
unlikely to adopt a federal BHP if this reconciliation factor or the adjustment process in
section 1331(d)(3)(B) could generate a significant unfunded liability.

States have no way of anticipating how many individuals will see their income change during
the plan year. For example, if 10% of BHP enrollees file tax returns with higher income than
anticipated upon enrollment, the federal government will have paid more in subsidies than it
should have. At this point, does it charge the client higher subsidies, or charge the state for a
portion — even though the state has no control over how enrollee incomes change? How can
adjustments due to increases in BHP enrollee income be offset against adjustments due to
those with decreased income? Unless states are protected from unanticipated expenditures,
few states will be willing to establish a BHP.

The rules should describe how the federal government will handle payment reconciliation
and adjustments under section 1331 if the state has been paid too much in subsidies. Options
to address this include:

¢ Recover funds from enrollees. The federal government will conduet its reconciliation
based on income tax filings it receives. At that time, the IRS could handle the situation
as it would in the Exchange — i.e., require the tax filer to pay the amount owed.

e Hold states harmless for past plan years. HHS could use the revised payment history to
modify future payments, but not try to recover past payments.

s Hold states harmless the first years. To encourage participation, hold states harmless in
the reconciliation process for the first few years. Then, use the adjustment process to
calculate a discount (or enhancement) rate for future subsidy payments.

s Limit states’ exposure. Require states to set aside a certain amount of subsidy payments
for the adjustment process. If there were a liability, the state would pay up to the
maximum amount in that account. This option would, however, reduce available funding
for direct services.

3. Funding formula “Per enrollee” calculation in section 1331(d)(iii): The Medicaid expansion
regulations issued on August 12, 2011, proposed several methodologies as an alternative to a
per enrollee determination of the appropriate FM AP percentage to claim. HHS should
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consider a comparable approach for BHP funding. After the first year of the program’s
operation, a statistical method could be used to determine the income, age and health risk
distribution of the BHP population. Like the proposed Medicaid regulations, during initial
years, more than one methodology could be tested by states, with a goal of identifying the
most accurate and feasible methodology.

Flexibility in BHP implementation
As states consider whether to adopt the BHP option, they will be trying to determine the amount
of funding that would be received from the federal government under section 1331(d) and how to
spend those funds to provide affordable coverage. The key variables will be:

s Enrollee premiums;

s Enrollee cost-sharing;

s Provider payments; and

s Covered benefits (to the extent they exceed the EHB)

For each state, the balance between these variables might be a bit different. The ACA sets a
floor with the essential health benefits. Any regulations related to implementation of the BHP
option should not impose additional requirements for plan design. To receive BHP funding, a
state must assure that monthly premiums, cost-sharing and benefits are at least as generous as
those the individual would receive in the Exchange. That standard, in and of itself, is sufficient.
One of the critical factors behind the success of the Basic Health Plan in Washington State is the
flexibility that the administering agency has had to design the benefit package, cost-sharing and
premiums to live within the fixed amount of funding appropriated by the legislature. Such
flexibility would also allow innovative plan designs such as selectively reducing cost-sharing to
encourage people with chronic diseases to fill prescriptions.

The language of section 1331(a)(2) directs the states to pursue innovative purchasing strategies
related to care management, the use of preventive services and accountability for performance.
Flexibility with respect to these purchasing goals will both provide an opportunity to bring more
predictability to our BHP expenditures and improve the health outcomes for BHP enrollees.

BHP participation in ACA reinsurance and risk adjustment programs

The ACA addresses risk selection in the individual market through reinsurance, risk corridor and
risk adjustment mechanisms. It is not clear how the federal BHP option will interact with those
mechanisms. HHS should interpret the ACA to allow BHP enrolled lives to be considered
individual market insured lives for purposes of the reinsurance and risk adjustment programs,
essentially extending to the state, and carriers providing BHP coverage, the same protections
against undue risk available to those outside the BHP, including the federal government.

It is also not clear at this point whether the BHP enrollees would have health risks more or less
favorable than those above 200% FPL who will be purchasing coverage through the Exchange.
Including BHP enrolled lives in the risk adjustment mechanisms would spread this risk across all
carriers in the individual market, thus minimizing the likelihood that adopting the federal BHP
would adversely impact state Exchanges.

Washington State BHPO Proposal 26

Federal Basic Health Program Option
December 1, 2012 Page 34 of 74



THE SECRETARY OF HEALTH AND HUMAN SERVICES
WASHINGTON, D.C. 20201

May 24. 2012
o Ecg
Tvg
32 . 01,
The Honorable Christine 0. Gregoire ()
¢ Fonoradic wrisiinge fbell'(. %w 2

Govemnor of Washington

; e
Olympia. WA 98504 %,,Q

Dear Govermor Gregoire:

Thank vou for vour letter providing information on vour staie’s most significant arcas of
uncertainty regarding the Basic Health Program (BFF) option in section 1331 ol the Affordable
Care Act. | understand Washington™s need for guidance as the state makes decisions regarding
the implementation of the Affordable Care Act,

The specific arcas you have identified, including BHP administrative funding. the funding
formula and reconciliation process. and options for risk adjusiment, are issues that other
stakcholders have also raised with regard 10 BHP. We are working to ensure that all states have
sufficient guidance and flexibility in order 1o implemeni the Affordable Care Act and ensure
aflordable coverage for all state residenis. As you noted in your letter, we have worked closely
with staies o develop guidance, and we are committed 10 continuing this work.

Thank vou for sending commenis in response to the Request for Information that the Centers for
Medicare & Medicaid Scrvices pubtished last fall and for sharing additional information in vour
letter. We are continuing 1o give ¢lose consideration to the issucs vou have raised, and |

appreciate your continued commitment to providing alTordable, high quality health services 1o
Washmglonians. | will also provide this response to the cosigners of your letter,

Sincerely,

Kathlcen Scbelius
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Appendix D: BHPO Reference from March Exchange Rules

Excerpt from Federal Register /Vol. 77., No. 59/Tuesday, March 27, 2012/ Rules and Regulations p18461

§ 155.345 Coordination with Medicaid, CHIP, the Basic Health Program, and the Pre-existing Condition Insurance
Plan.

(g) Determination of eligibility for individuals submitting applications directly to an agency administering Medicaid,
CHIP, or the BHP.

The Exchange, in consultation with the agencies administering Medicaid, CHIP, or the BHP, if a BHP is operating in
the service area of the Exchange, must establish procedures to ensure that an eligibility determination for
enrollment in a QHP, advance payments of the premium tax credit and cost-sharing reductions is performed when
an application is submitted directly to an agency administering Medicaid, CHIP, or the BHP, if a BHP is operating in
the service area of the Exchange. Under such procedures, the Exchange must—

(1) Accept, via secure electronic interface, all information provided on the application and any information
obtained or verified by, the agency administering Medicaid, CHIP, or the BHP, if a BHP is operating in the service
area of the Exchange, for the individual, and not require submission of another application;

(2) Not duplicate any eligibility and verification findings already made by the transmitting agency, to the extent
such findings are made in accordance with this subpart;

(3) Not request information of documentation from the individual already provided to another insurance
affordability program and included in the transmission of information provided on the application or other
information transmitted from the other program;

(4) Determine the individual’s eligibility for enroliment in a QHP, advance payments of the premium tax credit, and
cost-sharing reductions, promptly and without undue delay, and in accordance with this subpart; and

(5) Provide for following a streamlined process for eligibility determinations regardless of the agency that initially
received an application.

(h) Standards for sharing information between the Exchange and the agencies administering Medicaid, CHIP, and
the BHP.

(1) The Exchange must utilize a secure electronic interface to exchange data with the agencies administering
Medicaid, CHIP, and the BHP, if a BHP is operating in the service area of the Exchange, including to verify whether
an applicant for insurance affordability programs has been determined eligible for Medicaid, CHIP, or the BHP, as
specified in §155.320(b)(2), and for other functions required under this subpart.

§ 155.405 Single streamlined application.
(a) The application.

The Exchange must use a single streamlined application to determine eligibility and to collect information
necessary for:

(1) Enrollment in a QHP;

(2) Advance payments of the premium tax credit;
(3) Cost-sharing reductions; and

(4) Medicaid, CHIP, or the BHP, where applicable.

(b) Alternative application. If the Exchange seeks to use an alternative application, such application, as approved
by HHS, must request the minimum information necessary for the purposes identified in paragraph (a) of his
section.
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Appendix E. Current Basic Health Program Premiums

Current Basic Health Program Enrollee premium contributions by age range and income band (July 2012)

A B C D E F G H

0-65 65-100 100 -125 125-140 140-155 155-170 170-185 185-200
Age Range % FPL % FPL % FPL % FPL % FPL % FPL % FPL % FPL
19-39 $17 $45 $60 $66.16 $82.70 $101.30 $122.84 $144.72
40-54 $17 $45 $60 $83.74 $104.68 $128.23 $155.49 $183.19
55-64 $17 $45 $60 $143.20 $179.00 $219.28 $265.89 $313.25

Current Basic Health Program Benchmark 40-54 year old premium cost sharing as a percent of median income

(July 2012)

Income - Enrollee Premium as % of.
band Premium Median Income™

A 0-65% $17 2.81%

B 65 - 100% $45 5.86%

C 100 - 125% $S60 5.73%

D 125 - 140% $66.16 6.79%

E 140 - 155% $82.70 7.62%

F 155-170% $101.30 8.48%

G 170 - 185% $122.84 9.41%

H 185 - 200% $144.72 10.22%

Page 29

Federal Basic Health Program Option
December 1, 2012

Page 37 of 74




Appendix F. Definition of American Indian/Alaska Native for Cost Sharing Exemption

American Indian Health Commission Workgroup
SUMMARY OF CURRENT DISCUSSION
Introduction

Special Terms and Conditions (STCs) for the Transitional Bridge Demonstration require that individuals
enrolled in the Basic Health program “who have been determined to be American Indians/Alaska
Natives” be exempt from cost sharing. This is consistent with requirements of the Patient Protection and
Affordable Care Act (ACA).

The American Indian Health Commission (AIHC) facilitated a work group to support Washington state’s
efforts to implement this requirement. Initial discussions focus on operationalizing the definition of
American Indian/Alaska Native (Al/AN) so that individuals to whom the cost sharing exemption applies
can be clearly identified and tracked.

Implementation of the work group’s findings requires CMS approval. Discussions continue on this front.

a. Definition of American Indian/Alaska Native Indian

STCs (i.e., page 12 footnote) use a definition of “Indian” consistent with Section 5006 of the American
Recovery and Reinvestment Act (ARRA) and with the ACA. This definition is presented in the following
box, with references to current law bolded and relevant excerpts shaded in grey in the text that follows
for 42 CFR 136.12, and 25 USC 1603(c), 1603(f), 1679(b).

Indian means any individual defined at 25 USC 1603(c), 1603(f), or 1679(b), or who has been determined
eligible as an Indian, pursuant to 42 CFR 136.12. This means the individual:

(1) Is a member of a Federally recognized Indian tribe;
(2) resides in an urban center and meets one or more of the four criteria:

(a) Is a member of a tribe, band, or other organized group of Indians, including those tribes, bands, or
groups terminated since 1940 and those recognized now or in the future by the

State in which they reside, or who is a descendant, in the first or second degree, of any such member;
(b) is an Eskimo or Aleut or other Alaska Native;

(c) is considered by the Secretary of the Interior to be an Indian for any purpose; or

(d) is determined to be an Indian under regulations promulgated by the

Secretary;

(3) is considered by the Secretary of the Interior to be an Indian for any purpose; or

(4) is considered by the Secretary of Health and Human Services to be an Indian for purposes of eligibility
for Indian health care services, including as a California Indian, Eskimo, Aleut, or other Alaska Native.

42 CFR 136.12 - Persons to whom services will be provided.
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(a) In general. Services will be made available, as medically indicated, to persons of Indian descent
belonging to the Indian community served by the local facilities and program. Services will also be
made available, as medically indicated, to a non-Indian woman pregnant with an eligible Indian's
child but only during the period of her pregnancy through postpartum (generally about 6 weeks
after delivery). In cases where the woman is not married to the eligible Indian under applicable state
or tribal law, paternity must be acknowledged in writing by the Indian or determined by order of a
court of competent jurisdiction. The Service will also provide medically indicated services to non-
Indian members of an eligible Indian's household if the medical officer in charge determines that
this is necessary to control acute infectious disease or a public health hazard.

(2) Generally, an individual may be regarded as within the scope of the Indian health and medical
service program if he/she is regarded as an Indian by the community in which he/she lives as
evidenced by such factors as tribal membership, enrollment, residence on tax-exempt land,
ownership of restricted property, active participation in tribal affairs, or other relevant factors in
keeping with general Bureau of Indian Affairs practices in the jurisdiction.

(b) Doubtful cases. (1) In case of doubt as to whether an individual applying for care is within the
scope of the program, the medical officer in charge shall obtain from the appropriate BIA officials in
the jurisdiction information that is pertinent to his/her determination of the individual's continuing
relationship to the Indian population group served by the local program.

(2) If the applicant's condition is such that immediate care and treatment are necessary, services
shall be provided pending identification as an Indian beneficiary.

(c) Priorities when funds, facilities, or personnel are insufficient to provide the indicated volume of
services. Priorities for care and treatment, as among individuals who are within the scope of the
program, will be determined on the basis of relative medical need and access to other arrangements
for obtaining the necessary care.

Sec. 1603. Definitions
For purposes of this chapter--
(a) “Secretary", unless otherwise designated, means the Secretary of Health and Human Services.
(b) “*Service" means the Indian Health Service.

(c) “Indians" or “Indian", unless otherwise designated, means any person who is a member of an
Indian tribe, as defined in subsection (d) of this section, except that, for the purpose of sections
1612 and 1613 of this title, such terms shall mean any individual who (1), irrespective of whether he
or she lives on or near a reservation, is a member of a tribe, band, or other organized group of
Indians, including those tribes, bands, or groups terminated since 1940 and those recognized now or
in the future by the State in which they reside, or who is a descendant, in the first or second degree,
of any such member, or (2) is an Eskimo or Aleut or other Alaska Native, or (3) is considered by the
Secretary of the Interior to be an Indian for any purpose, or (4) is determined to be an Indian under
regulations promulgated by the Secretary.

(d) “Indian tribe" means any Indian tribe, band, nation, or other organized group or community,
including any Alaska Native village or group or regional or village corporation as defined in or
established pursuant to the Alaska Native Claims Settlement Act (85 Stat. 688) [43 U.S.C. 1601 et
seq.], which is recognized as eligible for the special programs and services provided by the United
States to Indians because of their status as Indians.
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(e) “"Tribal organization'" means the elected governing body of any Indian tribe or any legally
established organization of Indians which is controlled by one or more such bodies or by a board of
directors elected or selected by one or more such bodies (or elected by the Indian population to be
served by such organization) and which includes the maximum participation of Indians in all phases
of its activities.

(f) “Urban Indian" means any individual who resides in an urban center, as defined in subsection
(g) of this section, and who meets one or more of the four criteria in subsection (c)(1) through (4) of
this section.

(g) “"Urban center" means any community which has a sufficient urban Indian population with
unmet health needs to warrant assistance under subchapter IV of this chapter, as determined by the
Secretary.

(h) “"Urban Indian organization" means a nonprofit corporate body situated in an urban center,
governed by an urban Indian controlled board of directors, and providing for the maximum
participation of all interested Indian groups and individuals, which body is capable of legally
cooperating with other public and private entities for the purpose of performing the activities
described in section 1653(a) of this title.

(i) ““Area office" means an administrative entity including a program office, within the Indian
Health Service through which services and funds are provided to the service units within a defined
geographic area.

(j) “*Service unit" means--

(1) an administrative entity within the Indian Health Service,
or
(2) a tribe or tribal organization operating health care programs or facilities with funds from the
Service under the Indian Self-Determination Act [25 U.S.C. 450f et seq.], through which services are
provided, directly or by contract, to the eligible Indian population within a defined geographic area.
(k) “"Health promotion" includes--

(1) cessation of tobacco smoking,

(2) reduction in the misuse of alcohol and drugs,

(3) improvement of nutrition,

(4) improvement in physical fitness,

(5) family planning,

(6) control of stress, and

(7) pregnancy and infant care (including prevention of fetal alcohol syndrome).

() "Disease prevention' includes--

(1) immunizations,

(2) control of high blood pressure,

(3) control of sexually transmittable diseases,
(4) prevention and control of diabetes,

(5) control of toxic agents,

(6) occupational safety and health,

(7) accident prevention,

(8) fluoridation of water, and
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(9) control of infectious agents.
(m) “*Service area" means the geographical area served by each area office.

(n) “"Health profession' means allopathic medicine, family medicine, internal medicine, pediatrics,
geriatric medicine, obstetrics and gynecology, podiatric medicine, nursing, public health nursing,
dentistry, psychiatry, osteopathy, optometry, pharmacy, psychology, public health, social work,
marriage and family therapy, chiropractic medicine, environmental health and engineering, an allied
health profession, or any other health profession.

(o) “Substance abuse'" includes inhalant abuse.
(p) “FAE" means fetal alcohol effect.
(q) “"FAS" means fetal alcohol syndrome.

Sec. 1679. Eligibility of California Indians

(a) Report to Congress

(1) In order to provide the Congress with sufficient data to determine which Indians in the State of
California should be eligible for health services provided by the Service, the Secretary shall, by no
later than the date that is 3 years after November 23, 1988, prepare and submit to the Congress a
report which sets forth--

(A) a determination by the Secretary of the number of Indians described in subsection (b)(2) of
this section, and the number of Indians described in subsection (b)(3) of this section, who are not
members of an Indian tribe recognized by the Federal Government,

(B) the geographic location of such Indians,
(C) the Indian tribes of which such Indians are members,
(D) an assessment of the current health status, and health care needs, of such Indians, and

(E) an assessment of the actual availability and accessibility of alternative resources for the
health care of such Indians that such Indians would have to rely on if the Service did not provide for
the health care of such Indians.

(2) The report required under paragraph (1) shall be prepared by the Secretary--
(A) in consultation with the Secretary of the Interior, and

(B) with the assistance of the tribal health programs providing services to the Indians described
in paragraph (2) or (3) of subsection (b) of this section who are not members of any Indian tribe
recognized by the Federal Government.

(b) Eligible Indians

Until such time as any subsequent law may otherwise provide, the following California Indians
shall be eligible for health services provided by the Service:

(1) Any member of a federally recognized Indian tribe.

(2) Any descendant of an Indian who was residing in California on June 1, 1852, but only if such
descendant--
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(A) is living in California,
(B) is a member of the Indian community served by a local program of the Service, and
(C) is regarded as an Indian by the community in which such descendant lives.

(3) Any Indian who holds trust interests in public domain, national forest, or Indian reservation
allotments in California.

(4) Any Indian in California who is listed on the plans for distribution of the assets of California
rancherias and reservations under the Act of August 18, 1958 (72 Stat. 619), and any descendant of
such an Indian.

(c) Scope of eligibility

Nothing in this section may be construed as expanding the eligibility of California Indians for
health services provided by the Service beyond the scope of eligibility for such health services that
applied on May 1, 1986.

b. Options for Documenting American Indian/Alaska Native Indian Status
To support an application for coverage as an Indian, for which an exemption from cost sharing will
apply, an applicant must have documentation to confirm Tribal:

a. Membership,
b. Descendancy, or
c. Affiliation.

The following table provides 3 tiers of documents, with tiers representing increasing complexity of
documentation requirements. Tier | documents are likely to be the most readily available; tier Il may
require the assistance of Tribal organizations to locate details.
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TIER |

TIER I

TIER 1

1. Tribal Membership Card with
picture from a federally recognized
tribe. state recognized tribe or the
Bureau of Indian Affairs (BIA)

2. Tribal Sponsorship Agreement with
the Health Care Authority for
participation in the Basic Health
program*

Current state driver's license with individual's
picture, or a state identity card with individual's
picture;

AND

a. A US American Indian/Alaska Native tribal

membership card or tribal enrollment letter,
without picture

OR

b. A certificate of tribal membership / affiliation,
OR

c. Adocument issued by the Bureau of Indian
Affairs, such as Certificate of Indian Blood,
OR

d. Adocument issued by the Indian Health
Service (IHS), a Tribal health program or an
Urban Indian Program, attesting to an
individual’s eligibility (as an Al/AN) to receive
health services at the IHS or Tribal health
facility. **

Indian and Northern Affairs Canada (INAC) Card;

AND

Documentation of 50% Native blood, such as:

a. A Certificate of Indian blood issued by the
Bureau of Indian Affairs
OR

b. A documentissued by a federal or state

recognized tribe verifying 50% Native
blood***

Current state driver's license with individual's
picture, or a state identity card with individual's
picture;

AND

a. Documentation showing native descent, such
as a birth certificate or relative tribal ID cards;
OR

b. A documentissued by the Bureau of Indian
Affairs, such as Certificate of Indian Blood.

Current state driver’s license or state identity card
for a non-native mother carrying the child of an
eligible native****;

AND

a. Proof of marriage to an eligible native father
who must also provide tier 1,11, or llI
documentation that confirms his Al/AN status;
OR

b. In cases where the mother is not married to
the eligible native father - proof of paternity (in
writing), from the father or by order of a court,
including a tribal court. The father must also
provide tier I, Il, or lll documentation that
confirms his Al/AN status (unless there is a
tribal court order).

*

Tribal Sponsors are expected to obtain and maintain complete documentation of eligible native status as part of their sponsorship agreement with the Health Care Authority.

** |n the state of Washington there are currently 2 Urban Indian Health Centers, 3 Indian Health Service Clinics, and 34 Tribal Health Programs.
***May be Canadian citizens but remain eligible for Basic Health and zero cost sharing if 50% native blood. The right of American Indians to freely cross the Canadian Border is based
on the Jay Treaty signed by the US and Great Britain in 1794. In 1952, the Immigration and Naturalization Act limited the rights of Indians born in Canada to those with at least 50%

native blood.

**** Non-Native women pregnant with the child of an eligible Native remain eligible for zero cost sharing only during pregnancy and up to six weeks post-partum.
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Endnotes

i Washington State’s Legislature recently enacted statute that clearly articulates a definition of low-income
coverage intended to be available to individuals and families up to 200 percent of the federal poverty level (FPL).
Pending appropriation, the current Basic Health program actually caps eligibility at 250% of the FPL but funding has
never been available to support this level of eligibility.
"http://apps.leg.wa.gov/billinfo/summary.aspx?bill=2319&year=2011

" Social Security Act section 2105(c)(2)(A).

v Funding for coverage under Apple Health for Kids includes Title XIX (Medicaid) for children up to 200% FPL, Title
XXI (CHIP) for children 133-200% FPL and state-only funding for children not eligible for Medicaid or CHIP as a
result of their immigration or citizenship status. Apple Health for Kids encompasses several programs administered
by DSHS to create seamless coverage for children under age 19. Coverage is financed through multiple federal
funding sources. For example:

Children in families with income between 200-300 percent of the FPL are financed by Title XXI CHIP. These
children also have modest premium requirements; $20 per child in families with income between 200-250 percent
of the FPL; $30 per child in families with income between 250-300 percent of the FPL. To ensure affordability, the
premiums are capped at two per family.

¥ At the present time enrollment in the Basic Health is closed and the waiting list has grown to just over 166,000 as
of May 2012.

v Dorn, S., Buettgens, M. and Carroll, C. Urban Institute, “Using the Basic Health Program to Make Coverage More
Affordable to Low-Income Households: A Promising Approach for Many States.” Association for Community Health
Plans. September 2011.

v Buettgens, M. and Carroll, C. Urban Institute, “The ACA Basic health Plan in Washington State: Eligibility and
Enrollment.” 2 March, 2012.

vii CMS-9989-F, “Patient Protection and Affordable Care Act; Establishment of Exchanges and Qualified Health
Plans; Exchange Standards for Employers”. The regulations are effective 60 days after their publication in the
Federal Register, March 27, 2012.

*Those applying for Medicaid through the Exchange will include children, pregnant women, families, and the
newly eligible. Their eligibility will be determined via electronic data matches.

“This also sets up an adverse risk incentive where individuals who have health issues are more likely to purchase
coverage and those who are healthy choose to go bare.

“ Estimates do not include potential churn from employer sponsored insurance (ESI). Preliminary estimates suggest
that including ESI churn could increase churn for the population under 138% of the FPL to about 40%.

i Hwang, A., Rosenbaum, S., and Sommers, B. Creation of State Basic Health Programs Would Lead to 4 Percent
Fewer People Churning Between Medicaid and Exchanges. Health Affairs 2012; 31(6):1314-1320.

“ Standards and qualifications for network relationships expected to provide intensive health home services are
being developed and discussed with CMS.

™ Section 1302(b)(1) of the ACA provides that EHBs include items and services within the following 10 benefit
categories: (1) ambulatory patient services, (2) emergency services (3) hospitalization, (4) maternity and newborn
care, (5) mental health and substance use disorder services, including behavioral health treatment, (6) prescription
drugs, (7) rehabilitative and habilitative services and devices, (8) laboratory services, (9) preventive and wellness
services and chronic disease management, and (10) pediatric services, including oral and vision care.

“ Analysis conducted in preparation for the submission of Washington’s Transitional Bridge 1115 Demonstration
waiver indicated that current Basic Health benefits (i.e., services covered) set Basic Health at close to 90% of the
actuarial value of Medicaid.

™ Senate Finance Committee, Report 111-89, 111" Congress. America’s Healthy Future Act of 2009 (S. 1796), p.
42-43, Available at: http://www.gpo.gov/fdsys/pkg/CRPT-111srpt89/pdf/CRPT-111srpt89.pdf; Section
1402(c)(1)(B) in Patient Protection and Affordable Care Act (November 19, 2009). Available at:
http://www.gpo.gov/fdsys/pkg/BILLS-111hr3590as/pdf/BILLS-111hr3590as.pdf

' Based on the Kaiser Family Foundation health reform subsidy calculator available online at
http://healthreform.kff.org/subsidycalculator.aspx, individuals/families at 200% of the FPL will be responsible for
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maximum annual out-of-pocket costs (not including the premium) of $2,083 in 2014. Whether a person or family
reaches this maximum level will depend on the amount of care they use.

" Estimated reductions would first be approved by the Secretary of HHS.

> Actual payment processing would be incorporated into the Exchange premium collection and payment
processing.

“Urban Institute estimates suggest that the ACS provides the most robust data source.

™ Median income is based on a family size of one and is the dollar amount in the middle of each income band.
Maximum income was used for income band A rather than the median because the band begins at
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Attachment 2: Urban Institute Analysis of Washington Basic Health Program Options

ll Health Policy Center
Il The Urban Institute
- 2100 M St NW

Washington DC 20037

Health Insurance Policy Simulation Model http://www.healthpolicycenter.org

The ACA Basic Health Program in
Washington State

Using the Washington State Population Survey (WSPS) augmented with results from the Urban
Institute’s Health Insurance Policy Simulation Model (HIPSM), we estimated eligibility, enroliment,
and costs for a Basic Health Program (BHP) for Washington State under the rules defined in the
Affordable Care Act (ACA). Important findings include these:

e More than 160,000 Washington residents would be eligible for BHP.

e If BHP cost sharing were based on 98 percent actuarial value and $100 annual premiums
(member contributions), between 90,000 and 111,000 of those eligible would enroll in
BHP. If exchange plans are comparable to those in the current small group market,
federal BHP payments would exceed costs by $550 to $600 per enrollee. This could be
used to lower beneficiary cost sharing, or would allow reimbursement to providers to be
raised 11 to 12 percent above Medicaid levels.

e BHP enrollment in the WSPS regions would vary from 22,400 in King County to 6,800 in the
Yakima Tri-Cities region.

e If BHP cost sharing were based on 94 percent actuarial value with premiums set at 2
percent of family income, enroliment would be between 75,000 and 103,000. Federal
BHP payments would exceed costs by $1,250 to $1,350 per enrollee. This surplus could be
used to decrease cost sharing, increase provider reimbursement by 31 to 34 percent
over Medicaid, or some combination of lowered cost sharing and increased
reimbursement.

e The size of the nongroup market would be larger under the ACA than it is now, even with
BHP (nearly 400,000 versus about 300,000).

e With health reform fully implemented, the exchange would cover about 250,000 lives,
even with BHP.

¢ Moving BHP enrollees out of the nongroup market would not affect premiums notably.

Matthew Buettgens mbuettgens@urban.org

Caitlin Carroll 202 261-5901
Fax: 202 223-1149

April 2012, Updated August 2012
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— The ACA Basic Health Program in Washington

BHP Eligibility

We estimate that 162,000 Washington residents would be eligible for BHP (Table 1). The vast majority
(142,000) would be legal residents between 138 and 200 percent of the federal poverty level (FPL) not
eligible for any form of public coverage and not having an affordable offer of employer-sponsored
insurance (ESI).! About 14,000 would be legal immigrants below 138 percent of FPL who do not have an
affordable employer offer and are ineligible for public coverage because they have been resident less
than five years. About 6,000 would be adults with modified adjusted gross income (MAGI) above 138
percent FPL who are currently covered under the state’s Medicaid bridge waiver (Basic Health) and who
do not have an affordable ESI offer. MAGI does not include income disregards currently used in eligibility
determination, so some who are currently eligible would have MAGI levels that high. Beginning in 2014,
the state could end Medicaid eligibility for these people and transfer them to BHP.

Table 1. BHP Eligibility and Enrollment in Washington State, by Eligibility Category

Eligible for BHP

N %

Total 161,578 100.0%
Subsidy Eligible, 138%—200% FPL 141,652 87.7%
Legal Immigrants Below 138% FPL 13,869 8.6%
MOE Adults in Waiver Programs 6,056 3.7%

100.0%
North Sound Region 11,454 7.1%
West Balance Region 11,080 6.9%
King County 26,787 16.6%
Puget Metro Region 16,360 10.1%
Clark County 16,442 10.2%
East Balance Region 13,986 8.7%
Spokane County 11,083 6.9%
Yakima Tri-Cities Region 9,320 5.8%
Snohomish County 11,642 7.2%
Pierce County 33,423 20.7%

100.0%

Source: Ul Analysis of Augmented Washington State Database.
MOE = maintenance of eligibility.

1. BHP Package A has $100 premiums and 98 percent actuarial
value.

! As defined in the law, a family is barred from subsidized coverage if one member has an offer of coverage for
which the single premium is less than 9.5 percent of family MAGI.
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2. High BHP take-up indicates that 29 percent of people with baseline ESI take up BHP and
90 percent of the baseline uninsured take up BHP.

3. Low BHP take-up indicates that 22 percent of people with baseline ESI take up BHP and
71 percent of the baseline uninsured take up BHP.

More than 33,000 would be eligible for BHP in Pierce County alone. This is followed by King County, with
nearly 27,000 eligibles. The Yakima Tri-Cities region would have just over 9,000, the fewest of any
region. In Figure 1, we show the concentration of BHP eligibles in each region. Fewer than 2.5 percent of
residents in King County, Snohomish County, and Yakima Tri-Cities would be eligible for BHP. By
contrast, more than 3.5 percent of residents in Pierce County, Clark County, and the Puget Region would
be eligible. Regional variation is due primarily to differences in the income distribution and the
prevalence of employers that offer coverage to their workers. Note, for example, that King County has
the second highest number of those eligible for BHP, but has one of the lowest concentrations of
eligibles. Residents of this county are more likely have incomes above or below the BHP eligibility range
than in other areas. Both very high and very low incomes are more prevalent in King County.

Figure 1: Percent of Nonelderly that are Eligible for BHP
by Washington State Region

Puget
Region County

Yakima Tri-Cities Regi'

[ |under25%
[ 125%-30%
B 30%-35%
I ;5% -50%

BHP with Lower Cost Sharing

We estimated take-up and costs under two different BHP packages. Package A would provide coverage
at 98 percent actuarial value with annual per person premiums set at $100 a year. The premium
represents approximately one percent of income for a single person at 133 percent FPL and less than
one percent of income for larger families. Package B would have higher cost sharing: 94 percent

Federal Basic Health Program Option
December 1, 2012 Page 49 of 74



— The ACA Basic Health Program in Washington

actuarial value with premiums at 2 percent of family income. These are the same actuarial value and
premium levels as for subsidized coverage in the exchange below 133 percent of FPL.? For simplicity, we
will go through our results for the lower cost sharing of Package A first, and then Package B.

The decision by eligible people to enroll in BHP is based on HIPSM. This decision takes into account out-
of-pocket premiums and cost sharing, the risk of high health costs, and a family’s disposable income. A
given dollar amount of additional cost sharing would discourage enrollment more for a lower-income
family than for a higher-income family. The decision is also heavily influenced by other factors, such as
the effect of the individual mandate. See Methods section below for details.

Table 2. BHP Eligibility and Enrollment in Washington State, by Eligibility Category

Enrolled in BHP Package A'
Eligible for BHP nrolled in ackage

High Take-Up’ Low Take-Up®
N % N % N %
Total 161,578 100.0% 110,692 100.0% 90,446 100.0%
Subsidy Eligible, 138%—-200% FPL 141,652 87.7% 95,129 85.9% 78,634 86.9%
Legal Immigrants Below 138% FPL 13,869 8.6% 9,507 8.6% 5,755 6.4%
MOE Adults in Waiver Programs 6,056 3.7% 6,056 5.5% 6,056 6.7%

Source: Ul Analysis of Augmented Washington State Database.
1. BHP Package A has $100 premiums and 98 percent AV.

2. High BHP take-up indicates that 29 percent of people with baseline ESI take up BHP and
90 percent of the baseline uninsured take up BHP.

3. Low BHP take-up indicates that 22 percent of people with baseline ESI take up BHP and
71% of the baseline uninsured take up BHP.

We estimated take-up of BHP Package A under two scenarios. The difference between low and high
take-up scenarios reflects different levels of responsiveness to the individual mandate. No person above
the tax filing threshold eligible for BHP would qualify for an affordability exemption to the mandate
because BHP coverage would be deemed affordable. Most of those eligible for Medicaid, on the other
hand, are below the tax filing threshold, and thus exempt from the mandate. Mandate penalty amounts
would generally be less than premium and out-of-pocket costs in subsidized exchange coverage, but
would still be substantial for a low-income family. National estimates show that people between 138
and 200 percent FPL would spend on average $1,200 on premiums and $400 on other out-of-pocket
medical expenses.? Tax penalties usually have an effect on behavior larger than the actual amount of the
penalty would suggest. Also, tax penalties are simply money spent, while the purchase of health

%In the exchange, this cost sharing would apply to adult legal immigrants who are resident less than five years and
thus ineligible for Medicaid.

® Stan Dorn, Matthew Buettgens, and Caitlin Carroll, Using the Basic Health Program to Make Coverage More
Affordable to Low-Income Households: A Promising Approach for Many States (Washington, DC: The Urban
Institute, 2011). http://www.urban.org/health policy/url.cfm?ID=412412.
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coverage provides the purchaser with a product that has value. Under the 2006 Massachusetts health
reform law, the mandate had a significant effect on people in this income range. The high take-up rate
assumes that the mandate will be enforced for low-income families and that their behavior will be
similar to that observed in Massachusetts, adjusting for differences in cost sharing between
Commonwealth Care in Massachusetts and our BHP packages.

On the other hand, the effect of the mandate could be lower for several reasons. Low-income families
subject to the mandate could be granted hardship exemptions, enforcement efforts could be lower for
them than for the higher-income uninsured, or there could be less of a desire to comply with the law,
particularly given the cost sharing of exchange coverage. Any of these would reduce take-up. Note that
we did not simulate the effect of eliminating the individual mandate.*

Enrollment in BHP will vary considerably depending on the type of health insurance coverage, if any, a
person currently has. Nearly 80,000 of those eligible are currently uninsured (Table 6). They would take
up coverage at the rate of 90 percent under the high scenario and 71 percent under the low scenario.
The low scenario is comparable to the take-up rate that we used for those currently uninsured who
become Medicaid eligible under the ACA. Given the low cost sharing of Package A, take-up behavior
would be similar.

Nearly 60,000 of those eligible for BHP report having ESI on the survey while not having an affordable
ESI offer in the family. This is a legitimate circumstance for some. There are people with coverage
through the employer plan of someone outside the household—separated couples, for example. Early
retirees are also in this category. Some misreporting may be involved as well, but it is impossible to tell
how much.” Since they already have coverage that is presumably paid for by someone else, they would
take up BHP at a much lower rate. We estimate take-up at 28 percent for the high scenario and 23
percent for the low scenario. These estimates are consistent with assumptions made when we modeled
Medicaid take-up.®

Just over 20,000 BHP eligibles currently have nongroup coverage. The “no-wrong-door interface” would
screen these people automatically for BHP eligibility and could automatically enroll them. Thus take-up
among this group would be very high in both scenarios.

Finally, about 6,000 of those eligible are currently enrolled under the Medicaid bridge waiver (Basic
Health) and have MAGI above 138 percent FPL without affordable employer offers. The state could
terminate their Medicaid eligibility and automatically enroll them in BHP. We are assuming a BHP
package that would not differ markedly from their current coverage, so there would not be an
affordability issue for those affected. The state would realize savings, since their BHP coverage would be
entirely federally funded. However, if the state simply ended maintenance of eligibility for adults above
138 percent FPL, some of those losing Medicaid eligibility would have employer offers deemed
affordable. They would be ineligible for BHP or exchange subsidies. To avoid terminating eligibility for

* For a national analysis, see Matthew Buettgens and Caitlin Carroll, Eliminating the Individual Mandate: Effects on
Premiums, Coverage, and Uncompensated Care (Washington, DC: The Urban Institute, 2012),
http://www.urban.org/health policy/url.cfm?1D=412480.

> Many of these families report having a member formerly in the Armed Forces. A possible hypothesis is that such
families are reporting TRICARE as ESI, but we did not recode the survey responses.

® Matthew Buettgens, Randall Bovbjerg, Caitlin Carroll, and Habib Moody, Memorandum to Washington State
Office of Financial Management, Task 2: The Medicaid Expansion and Hospital Utilization (June 2011).
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those not eligible for subsidized coverage, Washington could alter its Section 1115 waiver to continue
eligibility for those with affordable offers but not for other adults above 138 percent FPL. The no-wrong-
door interface would already have the means to determine the presence of an affordable offer, so it
may not be difficult to administer.

Altogether, of the 162,000 eligible for BHP, we estimate that 111,000 would enroll with a higher effect
of the individual mandate on behavior, and 90,000 would enroll with a lower effect (Table 2). Lower
enrollment would mean modestly higher risk. A little less than 16 percent of enrollees would be in
fair/poor health with high take-up, compared with just over 17 percent with lower take-up (Table 7).
With higher take-up, nearly 16 percent would be 19 to 24 years old, compared with just over 11 percent
with lower take-up.

As we saw earlier, Pierce County and King County have the highest number eligible for BHP (Table 3).
Take-up rates in these counties would be very different. Only 13,200 of the 33,400 eligible in Pierce
County would enroll, contrasting with 22,400 enrolling out of 26,800 eligible in King County. This
difference is due to several factors. A much higher percentage of Pierce County BHP eligibles currently
have ESI coverage than in King County.” Also, those eligible in Pierce County tend to have somewhat
higher incomes and are more likely to have workers in the family than those in King County.

Table 3. BHP Enrollment and Eligibility by Region! in Washington State

Nonelderly Population Eligible for BHP Enrolled in BHP Package A%
N % N % N %
Total 5,911,733 100.0% 161,578 100.0% 110,692 100.0%
North Sound Region 349,506 5.9% 11,454 7.1% 8,599 7.8%
West Balance Region 377,014 6.4% 11,080 6.9% 8,910 8.0%
King County 1,727,438 29.2% 26,787 16.6% 22,368 20.2%
Puget Metro Region 446,055 7.5% 16,360 10.1% 9,699 8.8%
Clark County 391,109 6.6% 16,442 10.2% 13,477 12.2%
East Balance Region 425,472 7.2% 13,986 8.7% 11,127 10.1%
Spokane County 400,478 6.8% 11,083 6.9% 8,712 7.9%
Yakima Tri-Cities Region 429,474 7.3% 9,320 5.8% 6,807 6.1%
Snohomish County 640,694 10.8% 11,642 7.2% 7,763 7.0%
Pierce County 724,493 12.3% 33,423 20.7% 13,230 12.0%

Source: Ul Analysis of Augmented Washington State Database.

1. Regions that include multiple counties are North Sound (Island, San Juan, Skagit, Whatcom), West Balance (Clallam,
Cowlitz, Grays Harbor, Jefferson, Klickitat, Lewis, Mason, Pacific, Skamania, Wahkiakum), Puget Metro (Kitsap, Thurston),
East Balance (Adams, Asotin, Chelan, Columbia, Douglas, Ferry, Garfield, Grant, Kittitas, Lincoln, Okanogan, Pend Oreille,
Stevens, Walla Walla, Whitman), and Yakima Tri-Cities (Benton, Franklin, Yakima).

2. High take-up scenario.

’ There may be a data reporting problem among Pierce County respondents. Most of those found to be BHP
eligible but currently covered by ESI also report having a current or former active duty military person in the
family. Some of these might actually have TRICARE coverage rather than employer coverage, despite their survey
responses. Note that this primarily affects eligibility for rather than take-up of BHP, since take-up rates are low for
this group.
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3. BHP Package A has $100 premiums and 98 percent AV.

A Basic Health Program would be funded by the federal government. Payments to the state would be 95
percent of the premium and cost-sharing subsidies that BHP enrollees would have gotten had they been
in the exchange.? Federal guidance on the exact method of computing payments was not available at
the time of writing. We follow the intent of the language in the law, adding BHP enrollees to the
exchange risk pool in order to obtain the premiums used to compute payments. We then take 95
percent of premium and cost-sharing subsidies. The private insurance spending levels are based on
those currently in the small firm ESI market, since the state’s Essential Health Benefits benchmark
package will be drawn from that market. We find that BHP payments would be $5,850 per enrollee with
high take-up and $5,950 with low take-up (figure 2). If the second-lowest premium in the market were
notably lower than current pricing in the small firm market, these payments would be lower. See
Conclusions below for more on this issue.

We then estimate the costs of covering people under BHP. We began with the Medicaid package used in
our earlier work for the Washington State Office of Financial Management (OFM). Our focus was to
ensure that total Medicaid spending—the net result of provider payment rates, service utilization, and
moral hazard—was consistent with current spending levels in Washington. Since private spending was
also important for this work, we performed an additional verification that the Medicaid spending levels
relative to commercial coverage were appropriate for BHP enrollees. See Methods section below for
details. For BHP Package A, we adjusted the actuarial value down to 98 percent and reduced the
resulting insured cost by the amount collected in premiums ($S100 per person per year). Finally, a 15
percent administrative load was added to obtain the BHP cost per enrollee.’” We find that BHP enrollees
would cost $5,300 on average with high take-up and $5,350 with low take-up (figure 2).*°

Hence, federal payments would exceed BHP costs by about $550 per enrollee with high or $600 with
low take-up. By law, this surplus must be spent on beneficiary care. It could be used to lower
beneficiary cost sharing and/or increase provider reimbursement. If the entire amount were devoted to
provider reimbursement, it could be increased over Medicaid levels by 11 percent with high take-up or
12 percent with low take-up. When computing this, we kept the administrative load constant except for
the portion used to pay premium taxes.

® Some have argued that the law could be interpreted to mean that payments would be 95 percent of premium
subsidies and 100 percent of cost-sharing subsidies.

° We realize that many Medicaid managed care plans have administrative loads significantly lower, and that
Washington State has long emphasized efficiency in delivering care through Medicaid. However, there would be
greater churning in BHP than in Medicaid managed care, so we chose a higher load. Closer integration between
Medicaid managed care and BHP could reduce the administrative costs of BHP.

1% The main difference between this version and the prior one is that BHP costs are 6 percent lower for BHP plan A
and 5 percent lower for BHP plan B. This change is based on updated 2012 data and forecasts of Medicaid costs
obtained from the Washington State Office of Financial Management which better reflect spending patterns than
the earlier data provided to us.
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Figure 2. BHP Payments and Costs with Package A
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Source: Ul Analysis of Augmented Washington State Database. Mote: Results show effects as if policies were fully implemented in 2011,
Coverage based on a 98 percent actuarial value and 3100annual premiurs, Results assuma premiums in the exchange much like those
in current markets.

BHP with Higher Cost Sharing

The cost sharing in BHP Package A is comparable to that in the Children’s Health Insurance Program
(CHIP) and some Medicaid managed care programs. Cost sharing could be increased to make the plan
closer to exchange coverage, while keeping an advantage in affordability. To show this, we constructed
BHP Package B with 94 percent actuarial value and premiums of 2 percent of family MAGI. These are
exactly the values in the ACA for the subsidized exchange coverage available to legal immigrants below
138 percent FPL who are ineligible for Medicaid because they have lived in the country for less than five
years. Subsidized coverage in the exchange for those from 138 to 150 percent FPL is at 94 percent
actuarial value, but the premiums would be between 3 and 4 percent of income. For those between 150
and 200 percent FPL, the exchange would provide coverage at 87 percent actuarial value with premiums
at 4 to 6.3 percent of income. Thus, Package B would provide lower premiums for all and lower cost
sharing for those above 150 percent FPL.
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Table 4. BHP Eligibility and Enrollment in Washington State, by Eligibility Category

. 1
Eligible for BHP Enrolled in BHP Package B

High Take-Up Low Take-Up
N % N % N %
Total 161,578 100.0% 103,422 100.0% 74,250 100.0%
Subsidy Eligible, 138%—-200% FPL 141,652 87.7% 91,610 88.6% 67,107 90.4%
Legal Immigrants Below 138% FPL 13,869 8.6% 5,755 5.6% 1,620 2.2%
MOE Adults in Waiver Programs 6,056 3.7% 6,056 5.9% 5,523 7.4%

Source: Ul Analysis of Augmented Washington State Database.
1. BHP Package B sets premiums at 2 percent of MAGI and 94 percent AV.

The higher cost sharing of Package B leads to lower enrollment than Package A: 103,000 with high take-
up and 74,000 with low take-up (Table 8). Package B enrollees are slightly older than Package A
enrollees. While nearly 16 percent of Package A enrollees are between 19 and 24, just over 14 percent
of Package B enrollees are in that age group (Tables 7 and 8). In general, though, the distribution of risk
factors for health care cost is quite similar for both packages.

As in take-up of Package A, the largest numbers of enrollees under low take-up of BHP Package B reside
in King County (13,300) and Clark County (9,600). Again, take-up rates vary greatly within regions.
Snohomish County would experience the lowest BHP Package B take-up and contribute only 2,800
enrollees. Spokane County, on the other hand, has a relatively high take-up rate and would enroll almost
three times as many residents into BHP as Snohomish County, despite having slightly fewer eligibles.
Compared to enrollment under Package A, North Sound, Clark County, Spokane County, and the Yakima
Tri-Cities Region would account for larger percentages of overall BHP enrollment, while the other
regions would see a decreased relative contribution. For example, 7.8 percent of BHP Package A
enrollees reside in the North Sound Region. This figure increases to 9.8 percent under BHP Package B.
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Table 5. BHP Enrollment and Eligibility by Region? in Washington State

Nonelderly Population Eligible for BHP Enrolled in BHP Package B>
N % N % N %
Total 5,911,733 100.0% 161,578 100.0% 74,250 100.0%
North Sound Region 349,506 5.9% 11,454 7.1% 7,244 9.8%
West Balance Region 377,014 6.4% 11,080 6.9% 5,817 7.8%
King County 1,727,438 29.2% 26,787 16.6% 13,321 17.9%
Puget Metro Region 446,055 7.5% 16,360 10.1% 5,622 7.6%
Clark County 391,109 6.6% 16,442 10.2% 9,615 12.9%
East Balance Region 425,472 7.2% 13,986 8.7% 7,381 9.9%
Spokane County 400,478 6.8% 11,083 6.9% 7,659 10.3%
Yakima Tri-Cities Region 429,474 7.3% 9,320 5.8% 5,966 8.0%
Snohomish County 640,694 10.8% 11,642 7.2% 2,752 3.7%
Pierce County 724,493 12.3% 33,423 20.7% 8,873 11.9%

Source: Ul Analysis of Augmented Washington State Database,

1. Regions that include multiple counties are North Sound (Island, San Juan, Skagit, Whatcom), West Balance (Clallam,
Cowlitz, Grays Harbor, Jefferson, Klickitat, Lewis, Mason, Pacific, Skamania, Wahkiakum), Puget Metro (Kitsap, Thurston),
East Balance (Adams, Asotin, Chelan, Columbia, Douglas, Ferry, Garfield, Grant, Kittitas, Lincoln, Okanogan, Pend Oreille,
Stevens, Walla Walla, Whitman), and Yakima Tri-Cities (Benton, Franklin, Yakima).

2. Low take-up scenario.

3. BHP Package B has premiums at 2 percent of family MAGI and 94 percent AV.

BHP payments for Package B are computed in the same way as Package A, except, of course, that the
population of enrollees is different. Due to higher enrollee cost sharing and the resulting moral hazard,
BHP costs are significantly lower for Package B. We estimate that they would be $4,600 for both take-up
scenarios, rounded to the nearest $50 (Figure 3).' Thus, payments would exceed costs by $1,250 per
enrollee with high take-up and $1,350 per enrollee with low take-up. This surplus, which must be spent
on the health care of BHP beneficiaries, could be used to raise provider reimbursement and to reduce
cost sharing for beneficiaries. If all of it is applied to provider reimbursement, payments to providers
could be increased by 31 percent with high take-up and 34 percent with low take-up. The state could
choose any mixture of lower cost sharing and higher provider reimbursement in order to spend the
surplus of payments over costs. For example, provider reimbursement could be raised to Medicaid plus
15 percent, while reducing cost sharing (both premiums and out-of-pocket costs) by an average of S600

per beneficiary.

! Based on updated Medicaid cost data. See footnote 10.
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Figure 3. BHP Payments and Costs with Package B

High Take-up Low Take-up
$6,000 -

Additional 31,350
per enrollee paid
to provider

Additional 51,250
per enrollee paid
to provider

55,500

$5,000 .
Or increase

reimbursement
rates by 34%

Or increase
reimbursement
rates by 31%

$4,500

$4,000

53,500

$3,000

$2,500

$2,000

$1,500

$1,000

$500 -

]
Payments Costs Payments Costs

Source: Ul Analysis of Augmented Washington State Database. Mote: Results show effects as if policies were fully implemented in 2011.
Coverage based on a 94 percent actuarial value and annual premiums at 2% of MAGI. Results assume premiums in the exchange much
like those in current markets.

BHP and the Exchange

Next, we address some common concerns regarding BHP and the health insurance exchange. Will the
exchange be too small to be viable if a BHP is established? Will the nongroup market in general be
smaller and less attractive? Will premiums in the exchange be higher after BHP enrollees are taken out?
To address these questions, we estimated take-up of exchange coverage for those above and below 200
percent FPL who would be eligible for subsidies using a method similar to that described above for BHP.
We estimated high and low take-up scenarios for those eligible for subsidies with family income below
200 percent FPL. As with BHP, these reflect different responsiveness of low-income families to the
individual mandate. Take-up for those currently uninsured ranged from 81 percent in the high scenario
to 45 percent in the low scenario. We also estimated enrollment for the remainder of the exchange
above 200 percent FPL.

Without BHP, there would be more than 300,000 in the exchange (Figure 4). From 69,000 to 96,000
people below 200 percent FPL would be covered, depending on responsiveness to the mandate, along
with 247,000 above 200 percent FPL. This includes those eligible for subsidies as well as those ineligible
for subsidies but who would still enroll. Most of those enrolling but not eligible for subsidies are already
covered by a policy in the nongroup market, but the mandate would bring in some higher-income
uninsured as well. Note that our results represent Washington with health reform fully phased in, not
during the first year or two after the exchange and BHP are established. There would also be 146,000
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who currently have nongroup coverage who would not enter the exchange or public coverage. Thus,
without BHP, the nongroup market would cover between 460,000 and 490,000 lives. There are currently
only about 300,000 with nongroup coverage in Washington.

Figure 4. Nongroup Market without BHP
Enrollment and Total Costs?
500,000
450,000
$5,700
55,850
400,000
350,000
300,000
$6,000
250,000 56,000
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Source: Ul Analysis ol Augmenled Washinglon Slale Dalabase
1. Total costs indicates insured costs and out of pocket spending
2. Those with baseline NG that do not take up coverage in the Exchange, BHP or through Medicaid.
3. High Exchange take-up indicates a ~81% take-up of nongroup exchange coverage within the population of baseline uninsured subsidy eligibles
between 100% and 200% of the FPLand a 21% take-up rate among baseline ESI subsidy eligibles.
4. Low Exchange take-up indicates a ~45% take-up of nongroup exchange coverage withinthe population of baseline uninsured subsidy eligibles
between 100% and 200% of the FPLand a 16% take-up rate among baseline ESI subsidy eligibles.

The per capita annual health care spending—both insured and out-of-pocket spending—of exchange
enrollees below 200 percent FPL would be $5,700 with high mandate effect and $5,850 with low
mandate effect (Figure 4). This is consistent with other analysis that finds that a weakening or removal
of the mandate induces adverse selection; however, the amount of adverse selection is modest.* Note
that Figure 4 shows total spending on health care, both insured and out-of-pocket. Exchange enrollees
above 200 percent FPL and other nongroup enrollees would have average total health care costs of
$5,900. The overall average cost in the nongroup market without BHP would be $5,900.

12 Buettgens and Carroll, Eliminating the Individual Mandate.
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Figure 5. Nongroup Market with BHP
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1. Total costs indicates insured costs and out of pocket spending for BHP Package A

2. Those with baseline NG that do not take up coverage in the Exchange, BHP or through Medicaid.

3. High BHP take-up indicates that 29% of people with baseline ES| take-up BHP and 90% of the baseline uninsured take-up BHP.
4. Low BHP take-up indicatesthat 22% of people with baseline ESI take-up BHP and 71% of the baseline uninsured take-up BHP.

With BHP, the exchange would not have subsidized enrollees below 200 percent FPL. That would leave
nearly 250,000 exchange enrollees and a total nongroup market size of 393,000 (Figure 5). The average
health care costs of those with nongroup coverage would not differ noticeably with or without BHP,
rounding to the nearest $50. Hence, BHP would still leave a substantial nongroup exchange and would
not introduce noticeable adverse selection into the nongroup market.”

The small number of current Medicaid bridge waiver adults over 138 percent FPL who could be moved
into BHP or the exchange would be much more expensive to cover, with average total costs of $6,900.
Excluding these, the remaining BHP enrollees would have total health care costs of $5,750 to $5,800 on
average depending on take-up, making them somewhat less expensive than those in the nongroup
market.

Earlier estimates using the Washington State observations in the Current Population Survey (CPS)
instead of the WSPS show a much larger difference in costs between BHP and the exchange.* The WSPS

B We assumed a 15 percent administrative load in the exchange both with and without BHP. This is consistent with
the Massachusetts Connector. Note that the combined enroliment of Commonwealth Care and Commonwealth
Choice in Massachusetts is less than our forecast exchange enrollment in Washington even with BHP. The presence
of BHP would not by itself force an administrative load higher than 15 percent.

" Dorn et al., Using the Basic Health Program to Make Coverage More Affordable to Low-Income Households.
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has a sample size roughly three times as large as two years of the CPS Washington State records merged
together, so these new results would be much less subject to error due to small sample. Note that the
earlier estimate of the number of Washington residents eligible for and enrolling in BHP is very close to
our current numbers (163,000 eligible and 104,000 enrolled in Table 2 of that paper). The difference is
thus in costs rather than population. The distribution of health care costs is well known to have a high
variance and to be highly skewed, making average costs particularly susceptible to small sample error.

Overall Impact on the Number of Uninsured

Under the high take-up scenario, 105,000 people eligible for BHP would enroll in BHP Package A
(excluding the 6,000 adults affected by Medicaid MOE), while only 96,000 would enroll in the exchange
without BHP, a gain in coverage of 9,000. This scenario assumes a strong effect of the individual
mandate on behavior. Without a strong mandate effect, take-up of both BHP and the exchange drops
substantially, but the difference in enrollment, 15,000, is greater due to the greater importance given to
affordability when deciding whether or not to enroll in coverage. The difference in take-up under the
low scenario is dramatic for those currently uninsured—71 percent for BHP versus 45 percent for the
exchange—but only half of those eligible for BHP are currently uninsured (Table 6). There would be a
much smaller difference for those currently with ESI, who take up at a much lower rate anyway, and no
difference for those currently in the nongroup market, who would take up at a very high rate due to the
no-wrong-door interface and the fact that exchange coverage would be much more affordable than the
coverage for which they are currently paying.

Thus, BHP could lead to up to 15,000 who would have been otherwise uninsured obtaining coverage,
depending on mandate enforcement and compliance among low-income families. However, estimating
the effect on the overall number of uninsured is more complicated. The presence of BHP could affect
the take-up decisions of those not eligible in two ways. First, nongroup premiums could change when
BHP enrollees are removed from the nongroup risk pool. We answered this concern by showing above
that average costs, and therefore premiums, would not change significantly.

Second, the greater affordability of BHP will cause some low-income workers who currently have ESI to
value BHP more highly than their current coverage. Since worker preferences are an important factor in
employers’ decisions whether to offer coverage, this may lead some employers with significant numbers
of BHP-eligible workers to stop offering coverage." This loss of ESI would cause some workers not
eligible for BHP to become uninsured. We did not have access to the sophisticated modeling of the
employer offer decision used in HIPSM on the WSPS data, but experience in modeling BHP has shown
that the number of employers who would drop would be small. However, there would likely be enough
to offset much of the small difference (9,000) in take-up under the high scenario. There would likely be
fewer uninsured in Washington State with a BHP, particularly with lower enforcement or compliance
with the mandate, but the difference would be modest.

 Linda Blumberg, Matthew Buettgens, Judy Feder, and John Holahan, Why Employers Will Continue to Provide
Health Insurance: The Impact of the Affordable Care Act (Washington, DC: The Urban Institute, 2011),
http://www.urban.org/health policy/url.cfm?1D=412428.
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Detailed Characteristics of Those Eligible and Enrolling

Several times above, we have used differences in age and health status to explain differences in
coverage and costs. In this section, we include detailed characteristics of the populations relevant to
BHP and subsidized exchange coverage. We show considerable detail in these characteristics; many
estimates are based on relatively small numbers of survey observations. Rather than suppress them, we
mark the relevant numbers. Estimates based on a small sample are italicized, and those with very small
sample are grayed as well. These should be considered less reliable than other estimates.

Table 6 gives detailed characteristics of those eligible for BHP and exchange subsidies. The first six
columns summarize those eligible for subsidized coverage in the exchanges. Those eligible for subsidies
below 200 percent FPL would be eligible for BHP (first two columns). The next two columns show those
between 200 and 400 percent FPL who would be eligible for subsidies, and the final columns in the block
show all eligible for subsidies. For comparison, we then give the distribution of those currently with
nongroup coverage and those currently uninsured. For example, just over 16 percent of BHP eligibles
would be in fair or poor health, compared with 11 percent of those above 200 percent FPL eligible for
subsidies and 20.5 percent of those currently uninsured. Almost 16 percent of BHP eligibles would be
between 19 and 24 years old, compared with just over 22 percent of other subsidy eligibles with higher
income.

Table 7 deals with enrollment in BHP Package A and in the exchange. The first four columns show
enrollment in the BHP under the high and low scenarios. The share of BHP enrollees in fair or poor
health would be 17.1 percent with low take-up and 15.9 percent with high take-up. As we saw in Table
6, 16 percent of eligibles are in fair or poor health, so those with better health status would be
somewhat less likely to enroll with the lower effect of the individual mandate. Likewise, enrollees tend
to be somewhat older with low take-up than with high take-up. We next show the small population of
adults currently in Medicaid who could be moved into BHP. The next four columns show nongroup
exchange enrollment of those below 200 percent FPL under high and low scenarios. Finally, we show our
estimated enrollment in the exchange for those above 200 percent FPL. Note that exchange enrollment
includes some not eligible for subsidies.

Table 8 shows the characteristics of those who would enroll in BHP Package B under high and low
scenarios. Differences in the distribution of age and health status between packages A and B are small.
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Table 6. Characteristics of Nonelde rly Washington State Residents by Eligibility and Coverage Type

Eligibility Type Coverage Type
BHP Eligible Not Eligible for BHP All Subsidy Eligibles Nongroup Uninsured
N % N % N % N % N %
Total Nonelderly 161,578 100.0% 383,715 100.0% 545,293 100.0% 293,164 100.0% 786,404 100.0%
Current Coverage
Medicaid 6,056 3.7% 10,413 2.7% 16,469 3.0% - -
Medicare 0 0.0% 0 0.0% 0 0.0% - - -
ESI 56,568 35.0% 161,490 42.1% 218,058 40.0%
NG 21503 13.3% 58,626 15.3% 80,128 14.7% - -
Uninsured 77451 47.9% 153,187 39.9% 230,637 42.3% - - - -
Health Status
Excellent 40,780 25.2% 102,002 26.6% 142,781 26.2% 108,376 37.0% 161,626 20.6%
Very Good 29,361 18.2% 104,230 27.2% 133591 24.5% 80,248 27.4% 162,302 20.6%
Good 65,323 40.4% 135,298 35.3% 200,620 36.8% 78,119 26.6% 301,426 38.3%
Fair 21,232 13.1% 28,340 7.4% 49,572 9.1% 21,687 7.4% 120,286 15.3%
Poor 4,883 3.0% 13,846 3.6% 18,729 3.4% 4,734 1.6% 40,764 5.2%
MAGI
Under 138% FPL 13,869 8.6% 0 0.0% 13,869 2.5% 35,057 12.0% 353,263 44.9%
138% - 200% FPL 147,708 91.4% 0 0.0% 147,708 27.1% 24,703 8.4% 117,370 14.9%
200% - 300% FPL 0 0.0% 201,603 52.5% 201,603 37.0% 30472 10.4% 140,803 17.9%
300% - 400% FPL 0 0.0% 182,112 47.5% 182,112 33.4% 54,273 18.5% 86,570 11.0%
400%+ FPL 0 0.0% 0 0.0% 0 0.0% 148,658 50.7% 88,398 11.2%
Age
0-18 12,021 7.4% 28,352 7.4% 40,373 7.4% 49,557 16.9% 56,900 7.2%
19 - 24 years 25613 15.9% 85,440 22.3% 111,053 20.4% 19,958 6.8% 166,041 21.1%
25 - 44 years 76,535 47.4% 126,433 32.9% 202,968 37.2% 98,835 33.7% 360,940 45.9%
45 - 64 years 47,408 29.3% 143,491 37.4% 190,900 35.0% 124,813 42.6% 202,523 25.8%
Race/Ethnicity
White, Non-Hispanic 115,885 7L.7% 295,846 77.1% 411,732 75.5% 241872 82.5% 523,969 66.6%
Black, Non-Hispanic 4.2% 4.5% 4.4% 7,787 2.7% 27,813 3.5%
Hispanic 23,848 14.8% 26,277 6.8% 50,125 9.2% 10,711 3.7% 153,502 19.5%
Other* 15,038 9.3% 44,501 11.6% 59,540 10.9% 32,794 11.2% 81,119 10.3%
HIU Type?
Single, No Dependents 72,693 45.0% 193,523 50.4% 266,216 48.8% 84,008 28.7% 395,261 50.3%
Single, With Dependents 11,403 7.1% 20,648 5.4% 32,051 5.9% 20,873 7.1% 86,599 11.0%
Married, No Dependents 19,767 12.2% 80,631 21.0% 100,398 18.4% 72,794 24.8% 90,716 11.5%
Married, With Dependents 57,528 35.6% 88,248 23.0% 145,776 26.7% 115,057 39.2% 208,579 26.5%
Kid Only 0.1% 0.2% 0.2% 342 0.1% 5,250 0.7%
Adult Nonelderly Population 149,557 100.0% 355,363 100.0% 504,920 100.0% 243,606 100.0% 729,504 100.0%
Employment Status®
Unemployed/Not in Labor Force 89,278 59.7% 220,384 62.0% 309,662 61.3% 89,462 36.7% 350,966 48.1%
Employed - Unidentifiable Firm Size 28,244 18.9% 58,465 16.5% 86,709 17.2% 97,282 39.9% 143251 19.6%
Small Firm ( < 50 Employees) 22451 15.0% 53,039 14.9% 75491 15.0% 37,916 15.6% 139,696 19.1%
Medium Firm (50-500 Employees) 4.0% 2.9% 3.2% 6,858 2.8% 37,358 5.1%
Large Firm (500+ Employees) 2.4% 3.7% 3.3% 12,088 5.0% 58,233 8.0%
Tobacco Use
Yes 39,197 26.2% 88,208 24.8% 127,405 25.2% 59,524 24.4% 182,978 25.1%
No 110,360 73.8% 267,155 75.2% 377,515 74.8% 184,083 75.6% 546,525 74.9%
Chronic Condition Prevalences*
Angina 1,978 1.3% 9,145 2.6% 11,123 2.2% 7,148 2.9% 7,396 1.0%
Arthritis 14,972 10.0% 49,232 13.9% 64,204 12.7% 42,296 17.4% 81,621 11.2%
Asthma 11,616 7.8% 27,220 7.7% 38,836 7.7% 23,679 9.7% 69,000 9.5%
Coronary Heart Disease 2,286 1.5% 10,907 3.1% 13,194 2.6% 7839 3.2% 10,831 1.5%
Diabetes 4,693 3.1% 18,474 5.2% 23,167 4.6% 17,812 7.3% 30,615 4.2%
Emphysema 588 0.4% 3,741 1.1% 4,329 0.9% 2,238 0.9% 6,276 0.9%
Heart Attack 3,105 2.1% 9,417 2.7% 12,522 2.5% 4,093 1.7% 14,693 2.0%
High Blood Pressure 21,846 14.6% 71,110 20.0% 92,956 18.4% 61,231 25.1% 109,075 15.0%
Other Heart Disease 9,289 6.2% 25,764 7.2% 35,053 6.9% 16,150 6.6% 42,586 5.8%
Stroke 972 0.6% 4,743 1.3% 5,715 1.1% 2444 1.0% 7,806 1.1%

Source: Ul Analysis of Augmented Washington State Database

1. Other includes, among the non-Hispanic population, American Indian/Alaskan Native, Native Hawaiian/ Other Pacific Islander, and Multiracial
2. "Married" includes health insurance units with a married individual even if the spouse is not within the unit

3. Employment subcategories include part-time workers. Self-employed workers are included in “Employed - Unidentifiable Firm Size"

4. Except for asthma, all prevalences reflect any diagnosis of the disease in question, regardless how long ago the diagnosis occurred.

The asthma prevalence reflects a current asthma diagnosis.

Note: Italicized font indicates a weighted sample of the entire subsidy population under 70,000

Note: Italicized and grayed font indicates a weighted sample of the entire subsidy population under 30,000
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Table 7. Characteristics of Nonelderly, Nongroup Exchange and BHP Enrollees in Washington State

BHP Package A without MOE Adults MOE Adults Nongroup Exchange Below 200% FPL Other Nongroup Exchange
High Take-Up’ Low Take-Up’® Below 200% FPL High Take-Up® Low Take-Up® (Above 200% FPL)
N % N % N % N % N % N %
Total Nonelderly 104636 100.0% 84,390 100.0% 6,056 100.0% 95,976 100.0% 68981 100.0% 247302 100.0%
Current Coverage
Medicaid 0 0.0% 0 0.0% 6,056 100.0% 0 0.0% 0 0.0% 0 0.0%
Medicare 0 0.0% 0 0.0% 0 0.0% 0 0.0% 0 0.0% 0 0.0%
ESI 16,010 15.3% 11945 14.2% 0 0.0% 11,717 12.2% 8,651 12.5% 50,254 20.3%
NG 20571 19.7% 20571 24.4% 0 0.0% 25,567 26.6% 25,567 37.1% 109,030 44.1%
Uninsured 68,056 65.0% 51,874 61.5% 0 0.0% 58,692 61.2% 34,764 50.4% 88,018 35.6%
Health Status
Excellent 23284 22.3% 16522 19.6% 883 14.6% 21595 22.5% 15,850 23.0% 78,161 31.6%
Very Good 19914 19.0% 16,357 19.4% 1325 21.9% 18976 19.8% 14,660 21.3% 59,671 24.1%
Good 44,727 42.7% 37,041 43.9% 2711 44.8% 42599 44.4% 28,748 41.7% 82,237 33.3%
Fair 14,053 13.4% 12,247 14.5% 533 8.8% 11,085 11.5% 8,603 12.5% 19,991 8.1%
Poor 2,658 2.5% 2,224 2.6% 604 10.0% 1,721 1.8% 1,119 1.6% 7,242 2.9%
MAGI
Under 138% FPL 9,507 9.1% 5,755 6.8% 0 0.0% 9,691 10.1% 9,691 14.0% 0 0.0%
138% - 200% FPL 95,129 90.9% 78,634 93.2% 6,056 100.0% 86,284 89.9% 59,290 86.0% 0 0.0%
200% - 300% FPL 0 0.0% 0 0.0% 0 0.0% 0 0.0% 0 0.0% 103,607 41.9%
300% - 400% FPL 0 0.0% 0 0.0% 0 0.0% 0 0.0% 0 0.0% 48,480 19.6%
400%+ FPL 0 0.0% 0 0.0% 0 0.0% 0 0.0% 0 0.0% 95,214 38.5%
Age
0-18 0 0.0% 0 0.0% 0 0.0% 1,243 1.3% 1,243 1.8% 26,361 10.7%
19- 24 years 16,592 15.9% 9481 11.2% 608 10.0% 11,960 12.5% 4925 7.1% 29,374 11.9%
25 - 44 years 49,428 47.2% 42,336 50.2% 3247 53.6% 49,664 51.7% 37672 54.6% 85,723 34.7%
45 - 64 years 38616 36.9% 32573 38.6% 2202 36.4% 33,109 34.5% 25,141 36.4% 105,844 42.8%
Race/Ethnicity
White, Non-Hispanic 75,002 L% 61,844 73.3% 4341 7L7% 70,292 73.2% 48,133 69.8% 202,676 82.0%
Black, Non-Hispanic 5,756 5.5% 4,405 5.2% 0 0.0% 6,895 7.2% 5,544 8.0% 3,769 1.5%
Hispanic 12,354 11.8% 10,109 12.0% 1,111 18.3% 8,792 9.2% 6,384 9.3% 13,049 5.3%
Other® 11,524 11.0% 8,032 9.5% 604 10.0% 9,997 10.4% 8,920 12.9% 27,807 11.2%
HIU Type’
Single, No Dependents 55,697 53.2% 40574 48.1% 2227 36.8% 41,194 42.9% 18,208 26.4% 81579 33.0%
Single, With Dependents 6,293 6.0% 5,178 6.1% 943 15.6% 6,619 6.9% 6,619 9.6% 15,655 6.3%
Married, No Dependents 17,763 17.0% 13965 16.5% 1,038 17.1% 19,190 20.0% 15,392 22.3% 67,897 27.5%
Married, With Dependents 24,883 23.8% 24,672 29.2% 1,848 30.5% 28973 30.2% 28,761 41.7% 82,171 33.2%
Kid Only 0 0.0% 0 0.0% 0 0.0% 0 0.0% 0 0.0% 0 0.0%
Adult Nonelderly Population 104636 100.0% 84,390 100.0% 6,056 100.0% 94,733 100.0% 67,738 100.0% 220941  100.0%
Employment Status®
Unemployed/Not in Labor Force 55,205 52.8% 43137 51.1% 2035 33.6% 45,370 47.9% 31,367 46.3% 94,572 42.8%
Employed - Unidentifiable Firm Size 24,827 23.7% 24,191 28.7% 1537 25.4% 22,051 24.2% 16978 25.1% 64,091 29.0%
Small Firm ( < 50 Employees) 18316 17.5% 12,609 14.9% 608 10.0% 18579 19.6% 13732 20.3% 42678 19.3%
Medium Firm (50-500 Employees) 3,407 3.3% 2,056 2.4% 1,492 3,726 3.9% 2,038 3.0% 12,135 5.5%
Large Firm (500+ Employees) 2,882 2.8% 2,397 2.8% 383 4,107 4.3% 3,622 5.3% 7,466 3.4%
Tobacco Use
Yes 31576 30.2% 24,840 29.4% 3052 50.4% 27,321 28.8% 17,849 26.3% 53,084 24.0%
No 73,060 69.8% 59,549 70.6% 3005 49.6% 67,412 71.2% 49,889 73.7% 167,857 76.0%
Chronic Condition Prevalences’
Angina 1,445 14% | 1,274 1.5% 533 88% | 1445 15% | 1,274 1.9% | 6,832 3.1%
Arthritis 14,207 136% 12,823 15.2% 604 10.0% | 14,358 152% 10,115 149% | 42,206 19.1%
Asthma 8,439 8.1% 8059 9.5% 697 11.5% 8,885 94% | 6,168 91% | 26,219 11.9%
Coronary Heart Disease 1,910 18% | 1,740 2.1% 0 00% | 1,339 14% | 1,168 1.7% | 5717 2.6%
Diabetes 4,172 40% | 3,070 3.6% 521 8.6% | 4172 44% 7 3070 45% | 18,910 8.6%
Emphysema 588 06% 588 0.7% 0 00% 588 06% 588 0.9% | 3372 1.5%
Heart Attack 2,196 21% | 2,025 2.4% 533 8.8% | 1625 17% | 815 12% | 4971 2.2%
High Blood Pressure 17,703 169% 15773 18.7% 1,054 17.4% 17553 185% 13332 19.7% 60,060 27.2%
Other Heart Disease 6,583 63% 5267 6.2% 1,476 244% | 5477 58% 3,995 59% | 18521 8.4%
stroke 972 09% | 972 1.2% 0 00% 468 05% 468 0.7% | 3,027 1.4%

Source: Ul Analysis of Augmented Washington State Database

1. BHP Package A has $100 premiums and 98% AV.

2. High BHP take-up indicates that 29% of people with baseline ESI take-up BHP and 90% of the baseline uninsured take-up BHP.

3. Low BHP take-up indicates that 22% of people with baseline ESI take-up BHP and 71% of the baseline uninsured take-

4. High Exchange take-up indicates a ~81% take-up of nongroup exchange coverage within the population of baseline uninsured subsidy eligibles between 100% and 200% of the
FPL and a 21% take-up rate among baseline ESI subsidy eligibles.

5. Low Exchange take-up indicates a ~45% take-up of nongroup exchange coverage within the population of baseline uninsured subsidy eligibles between 100% and 200% of the
FPL and a 16% take-up rate among baseline ESI subsidy eligibles.

6. Other includes, among the non-Hispanic population, American Indian/Alaskan Native, Native Hawaiian/ Other Pacific Islander, and Multiracial

7. "Married" includes health insurance units with a married individual even if the spouse is not within the unit

8. Employment subcategories include part-time workers. Self-employed workers are included in “Employed - Unidentifiable Firm Size"

9. Except for asthma, all prevalences reflect any diagnosis of the disease in question, regardless how long ago the diagnosis occurred. The asthma

prevalence reflects a current asthma diagnosis.

Note: Italicized font indicates a weighted sample of the entire subsidy population under 70,000

Note: Italicized and grayed font indicates a weighted sample of the entire subsidy population under 30,000
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Table 8. Characteristics of Nonelderly, BHP Enrollees in Washington State

BHP Package B without MOE Adults

High Take-up Low Take-up
N % N %
Total Nonelderly 97,365 100.0% 68,727 100.0%
Current Coverage
Medicaid 0 0.0% 0 0.0%
Medicare 0 0.0% 0 0.0%
ESI 14,230 14.6% 10,640 15.5%
NG 20,571 21.1% 20571 29.9%
Uninsured 62,565 64.3% 37,517 54.6%
Health Status
Excellent 20,303 20.9% 13527 19.7%
Very Good 18,814 19.3% 14,267 20.8%
Good 42,830 44.0% 30,152 43.9%
Fair 13,194 13.6% 9,158 13.3%
Poor 2,224 2.3% 1,622 2.4%
MAGI
Under 138% FPL 5,755 5.9% 1,620 2.4%
138% - 200% FPL 91,610 94.1% 67,107 97.6%
200% - 300% FPL 0 0.0% 0 0.0%
300% - 400% FPL 0 0.0% 0 0.0%
400%+ FPL 0 0.0% 0 0.0%
Age
0-18 0 0.0% 0 0.0%
19 - 24 years 13955 14.3% 6,223 9.1%
25 - 44 years 47,648 48.9% 34,088 49.6%
45 - 64 years 35,763 36.7% 28417 41.3%
Race/Ethnicity
White, Non-Hispanic 71911 73.9% 50,211 73.1%
Black, Non-Hispanic 5,756 5.9% 4,405 6.4%
Hispanic 11,495 11.8% 6,986 10.2%
Other? 8,203 8.4% 7,125 10.4%
HIU Type®
Single, No Dependents 49,540 50.9% 29,041 42.3%
Single, With Dependents 5,178 5.3% 4,739 6.9%
Married, No Dependents 17,763 18.2% 12,631 18.4%
Married, With Dependents 24,883 25.6% 22,316 32.5%
Kid Only 0 0.0% 0 0.0%
Adult Nonelderly Population 97,365 100.0% 68,727 100.0%
Employment Status
Unemployed 49,144 50.5% 32,684 47.6%
Employed - Unidentifiable Firm Size 24,476 %1% 21,234 30.9%
Small Firm ( < 50 Employees) 17,457 17.9% 10,692 15.6%
Medium Firm (50-500 Employees) 3,407 3.5% " 1,719 2.5%
Large Firm (500+ Employees) 2,882 3.0% " 2397 3.5%
Tobacco Use
Yes 30,499 313% | 18765 27.3%
No 66,866 68.7% 49,962 72.1%
Chronic Condition Prevalences®
Angina 1,445 1.5% " 1,274 1.9%
Arthritis 13,989 144% " 11,104 16.3%
Asthma 8,439 8.7% f 7,374 10.7%
Coronary Heart Disease 1,910 2.0% " 1,085 1.6%
Diabetes 4,172 4.3% " 20987 4.3%
Emphysema 588 0.6% f 588 0.9%
Heart Attack 2,196 23% | 1,454 2.1%
High Blood Pressure 17,703 182% 14487 21.1%
Other Heart Disease 5,724 5.9% " 4159 6.1%
Stroke 972 1.0% I 972 1.4%

Source: Ul Analysis of Augmented Washington State Database
1. BHP Package B sets premiums at 2% of MAGI and 94% AV.

The ACA Basic Health Program in Washington

2. Other includes, among the non-Hispanic population, American Indian/Alaskan Native, Native Hawaiian/ Other Pacific Islander, and Multiracie

3. "Married" includes health insurance units with a married individual even if the spouse is not within the unit
4. Except for asthma, all prevalences reflect any diagnosis of the disease in question, regardless

how long ago the diagnosis occurred. The asthma prevalence reflects a current asthma diagnosis.

Note: Italicized font indicates a weighted sample of the entire subsidy population under 70,000

Note: Italicized and grayed font indicates a weighted sample of the entire subsidy population under 30,000
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Methods

Our ability to generate expedient estimates of BHP eligibility depended largely on previous research
done in conjunction with OFM to enhance WSPS with data elements from the CPS and the Medical
Expenditure Panel Survey (MEPS). Our work with OFM included the imputation of several key variables
necessary to the determination of BHP eligibility, specifically Medicaid/CHIP eligibility types, MAGI, and
immigration status. The methodology for imputing the preceding variables can be found in memos
provided to OFM.® Building on this previous work, we determined the presence and affordability of an
ESI offer as well as the length of U.S. residency for legal residents in order to estimate BHP eligibility.

Additionally, we took advantage of data from previous research with HIPSM. The core microdata file
that defines HIPSM’s population base is a pooled data set of the March 2008 and 2009 CPS Annual Social
and Economic Supplement. The CPS lacks health care expenditure data, so health care expenditures are
statistically matched to CPS interviewee records from the detailed cost information available in the
MEPS household component. The resulting data sets from HIPSM contain the requisite demographic
variables to determine affordability as well as premium information. HIPSM estimates ACA-level
premiums faced by every employee, including both single and family packages where applicable. Our
baseline national ESI premium estimates are calibrated to be compatible with premiums in the most
recent MEPS-Insurance Component and Kaiser/Health Research and Educational Trust surveys. Average
premiums by firm size are calibrated by adjusting the actuarial value of ESI plans. Premiums are
calculated based on a blend between the weighted averages of actual and expected insured costs. Full
documentation of HIPSM is publicly available."

Given that previous research provided us with many of the determinants of BHP and subsidy eligibility,
finalization these eligibility statuses depended on further imputation of only two variables: presence of
affordable ESI offer and the length of U.S. residency of legal immigrants. The imputation methodology,
used successfully in previous work to augment the WSPS, is described in more detail below.

ESI Offer Determination

We based our ESI offer estimates on a WSPS question that asks survey respondents whether a health
plan is available through work. However, there were several limitations to the variable, in that the
question is only posed to respondents who are working and have not already indicated that they have
ESI.*® We adjusted the variable such that all working adults who are policy holders of an ESI plan also
have an ESI offer. After this correction, the distribution of ESI offer by firm size approximated that of the
Washington observations in the CPS.

After constructing an accurate indicator of ESI offer, we determined the affordability of those offers.
Given that the WSPS does not contain the necessary premium information to calculate affordability, we

16 Matthew Buettgens, Randall Bovbjerg, and Caitlin Carroll, Memorandum to Washington State Office of Financial
Management, Construction of the Augmented Washington State Health Survey (June 2011); Buettgens et al.,
Memorandum to Washington State Office of Financial Management, Task .2

7 For more about HIPSM and a list of recent research using it, see http://www.urban.org/uploadedpdf/412154-
Health-Microsimulation-Capabilities.pdf. In addition, detailed technical documentation is available: HIPSM
Methodology, 2011 National Version (Washington, DC: The Urban Institute, 2011),

http://www.urban.org/health policy/url.cfm?1D=412471.

'8 http://www.ofm.wa.gov/sps/2010/dictionary2010v1.pdf
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used a regression-based imputation to predict ESI offer affordability onto the WSPS from previously
constructed HIPSM data. Conditioning on the presence on an ESI offer, we used a probit regression to
predict affordability of those offers; dependent variables included industry, firm size, insurance unit
type, MAGI as a percentage of FPL, and the logarithm of wages. We calibrated overall affordability levels
to our full HIPSM results such that approximately 2 percent of all people with ESI offers have
unaffordable offers and 16 percent of all people under 200 percent of FPL with ESI offers have
unaffordable offers.

Length of Residence in the United States of Legal Residents

We again took advantage of previous work to impute the length of time that legally resident immigrants
had been in the United States, specifically whether those with incomes below 138 percent FPL had met
the five-year threshold necessary to qualify for Medicaid. Fortunately, our baseline data for HIPSM
contains just such an indicator based on CPS variables. We performed a cell-based, “hotdeck” match
between the WSPS and the HIPSM baseline file. As in the regression-based imputation, we analyzed
both data sets and reconciled their variables for the characteristics to be used in the match. We then
optimized the matching cells and performed the match, which allows data from the HIPSM baseline to
be attached to the WSPS. Matching cells included age, insurance unit type, race, work status, education
status, and income.

Imputation of Exchange and BHP Take-up

The decisions to take up BHP or exchange coverage made by families on the WSPS are based on the
behavior of similar individuals and families in HIPSM. That behavior is based on an expected utility
model that takes into account many characteristics of the individual or family involved. The value of
each health coverage option (including being uninsured) takes into account factors such as the out-of-
pocket premium costs, other out-of-pocket health care costs, the risk of high health care costs, and
disposable income. All decisions are based on constant relative risk aversion, which means, among other
things, that a given amount of money means more to a family with less disposable income than to one
with more. Also, we take into account a family’s reported preferences and choices on the original
survey. For example, a person eligible for Medicaid but who is not enrolled has indicated a preference
against Medicaid, and will be less likely to enroll than a similar person who has just gained eligibility.
These individual and family utility functions are calibrated so that the overall price responsiveness
matches targets drawn from the literature. For details, see the HIPSM Methodology Documentation.™

In order to predict take-up of nongroup exchange coverage, we again used a regression-based
imputation to predict ACA level enroliment onto the WSPS from previously constructed HIPSM data. The
models were restricted to nonelderly individuals who do not take up Medicaid and are not
undocumented immigrants. We predicted nongroup exchange take-up separately for those who would
be eligible for exchange subsidies and those who would not. Thus, we specified two probit models, both
with the same covariates: family structure, age group, quintile of health expenditure, health status,
work status, the logarithm of wages, presence of an ESI offer, MAGI as a percentage of FPL, and
education status. In order to get sufficient variation in take-up due to current insurance status, we
interacted all covariates with baseline insurance status, effectively running separate models for each

¥ Matthew Buettgens, HIPSM Methodology Documentation, 2011 National Version (Washington, DC: The Urban
Institute, 2011), http://www.urban.org/UploadedPDF/412471-Health-Insurance-Policy-Simulation-Model-
Methodology-Documentation.pdf.
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baseline coverage type. We calibrated overall nongroup take-up levels by income, baseline coverage,
and exchange subsidy eligibility to approximate our full HIPSM results. Our range of possible enroliment
scenarios is driven by varying take-up of the subsidy eligible under 200 percent FPL. Within this
population, low exchange enrollment is driven by a 16 percent take-up rate for those with baseline ESI
and a 45 percent take-up rate among the baseline uninsured. In the high exchange scenario, there is a
21 percent take-up rate among those with baseline ESI and a 81 percent take-up rate for the baseline
uninsured. The take-up rate of those with baseline nongroup coverage is 96 percent in both scenarios;
take-up among Medicaid-ineligible legal immigrants below 138 percent FPL is also constant across take-
up scenarios at 53 percent.

The methodology for predicting BHP take-up was very similar to that of the nongroup exchange. We
again constructed a regression-based model to determine the coverage status of BHP eligibles who did
not take up coverage in the nongroup exchange, assuming all BHP eligibles who took up coverage in the
exchange would also take up BHP. Note that the high/low BHP take-up scenarios correspond to the
high/low exchange take-up scenarios, and as such we assumed that anyone opting into exchange
coverage in the high/low take-up scenario would choose BHP in its corresponding high/low take-up
scenario. We used a probit model, restricting to BHP eligibles. We included the same covariates as in the
nongroup exchange take-up model, but due to sample size limitations did not interact the independent
variables with baseline coverage. We calibrated the results of the model to HIPSM estimates by baseline
coverage. In both the high and low take-up scenarios, approximately 95 percent of those with baseline
nongroup coverage take up BHP. Take-up of BHP among those with baseline ESI ranges from 22 percent
to 29 percent in the low and high take-up scenarios, respectively, while take-up within the baseline
uninsured population moves from 71 percent to 90 percent. Take-up within the population of Medicaid-
ineligible legal immigrants below 138 percent FPL is about 42 percent with low take-up and 69 percent
with high take-up (table 9).

Table 9. Take-up Rates for Each Health Coverage Option and Scenario

Take-up rate

Insurance Product Mandate effect ]
Current Uninsured Current nongroup Current ESI

High 29% 96% 90%
BHP Package A

Low 22% 96% 71%

High 26% 96% 87%
BHP Package B

Low 19% 96% 55%

High 21% 96% 81%
Exchange <200%

Low 16% 96% 45%

Source: Ul Analysis of Augmented Washington State Database.
Note: Excludes undocumented immigrants below 138 percent FPL.

Estimating Health Care Costs in the Exchange and BHP Payments
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We imputed health care spending under typical ESI and nongroup plans to all WSPS observations from
HIPSM data using the same methodology as in our earlier work for OFM.?° We then adjusted the
resulting levels of spending to be consistent with Washington State ESI premiums from the MEPS-IC. Our
HIPSM spending estimates were not state-specific, so this additional adjustment reflects differences in
pricing and service utilizations in Washington. We focused on ESI not only because the MEPS-IC provides
a reliable, representative history of ESI premiums, but, more important, because the Essential Health
Benefits package in Washington will be based on a benchmark plan currently in the small group market.
We computed ESI premiums from the WSPS and compared them to the MEPS-IC. To compute large firm
premiums, we constructed a plan with a typical large firm actuarial value, computed the average costs
of those reported in the WSPS to be covered by large firm ESI, and added an appropriate administrative
load for large firm coverage. Spending levels were adjusted to match the MEPS-IC targets.

We then were able to compute total spending, insured costs, and out-of-pocket costs for a silver plan in
the exchange by altering the actuarial value of the adjusted package to 70 percent. For those who would
be eligible for cost-sharing subsidies in the exchange, we computed costs under the higher actuarial
value to which they would be entitled and the amount of cost-sharing subsidies paid on their behalf.

The average silver premium in the exchange can then be computed by taking the average cost over all
covered lives and adding a 15 percent administrative load. Since health care costs have a high variance
and skewed distribution, we standardized them by age, gender, health status, and income in order to
avoid distortions of average cost caused by small numbers of outlier observations. We computed
premiums for several different populations of covered lives:

1. BHP enrollees (Package A or Package B, high take-up or low take-up) + exchange enrollees above
200 percent FPL + other nongroup. Used to compute BHP payments.

2. Exchange enrollees < 200 percent FPL (high take-up or low take-up) + exchange enrollees above
200 percent FPL + other nongroup. The nongroup market without BHP.

3. Exchange enrollees above 200 percent FPL + other nongroup. The nongroup market with BHP.

We then computed the premium and cost-sharing subsidies that BHP enrollees would have received had
they been in the exchange for each combination of the two packages and two take-up scenarios. BHP
payments are computed as 95 percent of these subsidies.

Estimating BHP Costs

BHP costs are based on observed Medicaid spending. In earlier research for OFM we estimated
Medicaid costs for each individual on the WSPS using spending from the MEPS with enhancements from
HIPSM and from Washington State administrative data.”*

2% Matthew Buettgens, Randall Bovbjerg, and Caitlin Carroll, Memorandum to Washington State Office of Financial
Management, Construction of the Augmented Washington State Population Survey (WSPS) Data Base (June 2011).
*! Buettgens et al., Memorandum to Washington State Office of Financial Management, Construction of the
Augmented Washington State Population Survey (WSPS) Data Base.
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Since the relative difference of Medicaid versus commercial spending is so important to estimating the
cost-effectiveness of BHP, we performed an additional check. We again note that the difference in
spending reflects more factors than payment rates. Total spending is the net of payment rates,
utilization, and moral hazard. Holahan and Hadley estimated that, nationally, Medicaid expenditure is a
little over 80 percent of comprehensive ESI expenditure.”? However, the difference in payment rates
between Washington and the nation as a whole should raise that percentage. The increase should not
be the full difference in payment rates, due to utilization constraints and the efforts the state has made
in pursuing managed care cost savings. We found that our previous estimates of Medicaid spending for
BHP eligibles were about 90 percent of what would be spent on them in comprehensive ESI. We
determined that no adjustment was necessary.

We constructed two different BHP cost-sharing scenarios. For Package A, we assigned 2 percent of cost
sharing to the BHP enrollee and premiums at a constant $100. Package B has 6 percent cost sharing and
premiums are set at 2 percent of MAGI. Note that in both scenarios, we took moral hazard into effect,
recognizing that health care spending will decrease as out-of-pocket costs increase. These expenditure
levels, inflated by 15 percent to account for the administrative load, equate to BHP costs. As noted
earlier, this load may be a somewhat high estimate, since many Medicaid managed care plans operate
at a lower load. However, BHP would have to deal with more churning in eligibility.

Conclusions

We find that a Basic Health Program would likely be feasible in Washington State, though a final
determination must take into account federal regulations that had not been issued at the time of
writing. A BHP under the ACA would cover about 100,000 lives, somewhat more with lower cost sharing
and higher responsiveness to the individual mandate and somewhat fewer with higher cost sharing and
lower responsiveness to the mandate. Were BHP to provide coverage at 98 percent actuarial value for a
member premium of $100 per year, the resulting federal payments would exceed costs by $550 to $600
per beneficiary. This surplus could be used to reduce beneficiary cost sharing and/or raise
reimbursement to providers. If the entire surplus were allocated to providers, reimbursement could be
raised 11 to 12 percent above Medicaid rates and still cover costs. If, instead, BHP were provided at 94
percent actuarial value with premiums at 2 percent of family income—which would still be more
affordable than subsidized exchange coverage—federal payments would exceed BHP costs by about
$1,250 to $1,350 per beneficiary. Payments to providers could be raised up to 31 to 34 percent higher
than Medicaid. Alternately, provider reimbursement could be raised to Medicaid plus 15 percent, while
reducing cost sharing by an average of $600 per beneficiary. Exact projections for provider rates must
wait for federal regulations on the exact computation of BHP payments, but our range of estimates
shows that Washington should be able to adjust cost sharing in BHP so that provider rates are
substantially higher than Medicaid.

22 Jack Hadley and John Holahan, “Is Health Care Spending Higher under Medicaid or Private Insurance?” Inquiry
40(4): 323-42, Winter 2003/2004.

Federal Basic Health Program Option
December 1, 2012 Page 69 of 74



— The ACA Basic Health Program in Washington

The nongroup market would be larger than it currently is under the ACA, even with a Basic Health
Program. In particular, there would be nearly 250,000 covered lives in the exchange. That includes a
significant number of those not eligible for subsidies who seek coverage in the nongroup market. Most
of them are already in the nongroup market. A successful exchange would be a true marketplace for
private insurance, not just a vehicle for delivering subsidized coverage. In addition, there would be a
significant amount of coverage in the nongroup market outside the exchange.

A Basic Health Program would not cause noticeable adverse selection in the nongroup market. This
contrasts with our nationwide estimates.” The difference is in the characteristics of those eligible for
subsidies in the exchange and the share of those below 200 percent of poverty, as captured by the
Washington State Population Survey. This survey has a substantially larger sample than the multi-year
pooled Current Population Survey data used in the nationwide estimates, and should better represent
the eligible population in Washington. In other states, a larger share of those eligible for BHP would be
young and have relatively low health care costs relative to those remaining in the exchange. In
Washington State, the difference is much less. For example, the uninsured between 138 and 200
percent FPL are older on average in Washington than nationally.

In addition to the forthcoming regulatory guidance, there are other sources of uncertainty in these
estimates. Premium subsidies are based on the second-lowest plan offered at the 70 percent actuarial
value level in the exchange. This plan could have a narrower network of providers than plans typically
offer in the small business market, leading to somewhat lower premiums. If the second-lowest
premiums were 5 to 10 percent lower than what we estimate, that would mean federal BHP payments
would be 4 to 8 percent lower.?* That would be enough to cancel out much of the potential increase in
provider reimbursement with low BHP cost sharing, but with higher cost sharing, there would still be a
significant surplus of payments over costs that could be used to increase provider reimbursement and
lower cost sharing for consumers.

Another source of uncertainty is churning, people gaining or losing eligibility for BHP over time. The
magnitude of such churning is significant.”> Transitions in eligibility will likely affect enroliment and
could change average costs, both for BHP and the exchange. It is difficult to find enough longitudinal
data on Washington residents to accurately estimate the characteristics of those most likely to gain or
lose BHP eligibility over the course of a year. Also, we cannot accurately model how churning would
affect enrollment without more federal regulatory guidance. Such an analysis is outside the scope of
this paper.

2 pornetal., Using the Basic Health Program to Make Coverage More Affordable to Low-Income Households.
*The payment difference is lower because BHP payments consist of cost sharing subsidies as well as premium
subsidies. To achieve a much larger difference in premiums, a plan would have to reimburse providers at a
substantially lower rate than other commercial insurers, assuming that risk adjustment in the individual market is
effective. It would be much more difficult to negotiate such rates with providers than to limit plan networks.

% For a national analysis that takes into account the presence of affordable offers of employer-sponsored
coverage, see Matthew Buettgens, Austin Nichols, and Stan Dorn, Churning under the ACA and State Options for
Mitigation, (Washington, DC; The Urban Institute, forthcoming)
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Attachment 3: Follow-up Request for Federal Guidance
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Attachment 4: September Executive/Legislative Leadership Action

On Tuesday September 12, 2012 Governor Chris Gregoire, in consultation with the legislative committee
chairs, placed the BHPO project on hold, eliminating any chance for implementation in 2014. As
explained in an email from her health care policy lead, Jonathan Seib:

“Members of the legislative health care committees —

As you know, for some time the state has been working towards the implementation of the
Basic Health Plan Option (BHPQ) under the federal Affordable Care Act. Beginning
January 1, 2014, it would provide coverage for individuals between 133% — 200% of the
federal poverty level in lieu of their enrollment in subsidized commercial coverage in the
Health Benefit Exchange.

In order to implement the BHPO, we need sufficient guidance from the federal Department
of Health and Human Services (HHS) to assure that what we put in place will eventually
meet their approval. So while we've been doing what we can on design and development,
we've also been pushing HHS to provide that guidance. In June, we submitted a detailed
proposal for their review, offering what we saw as a more viable approach than a time-
consuming federal rules development process to get the feedback we needed.

HHS has acknowledged our interest and efforts, but despite follow-up by us and others,
has not responded with any guidance. Neither have they indicated when they might do so.
Meanwhile, the Exchange has reached a point in its development where the major
features of the BHPO need to be locked-in. And rather than lock-in features with no idea
whether they will ever meet HHS approval, it made sense instead to suspend our work on
the BHPO.

This decision was made in consultation with Senator Keiser and Rep. Cody. It means that
we will likely not be able to offer the BHPO in this state on January 1, 2014. While very
disappointing, the decision frees up staff resources to commit to other pressing needs,
particularly for the Exchange. It also brings some certainty to the required work being done
by the Office of the Insurance Commissioner regarding reinsurance — which was
struggling with what to assume regarding the BHPO.

I will let you know if anything on this changes. In the meantime if you have any questions,
please be in touch.

Jonathan Seib, Executive Policy Advisor”
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