State-Based Invisible High Risk Pools or Reinsurance: Structural Elements to
Maximize the Stabilizing Impact on Individual Markets for 2019 and Beyond
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It is highly likely that in the absence of strong mitigating policies, such as well funded
and properly implemented state-based invisible high risk pools or reinsurance, many
states will have no carriers willing to participate in the individual market in some
counties or will face very substantial premium increases in 2019. The reasons for the
impending individual market challenges include: (1) the removal of the “individual
mandate” penalty; (2) uncertainty for insurance carriers related to potential changes in
the individual market resulting from the forthcoming Executive Order; and, (3) for federal
marketplace states, lower enrollment in 2018 and the prospect of continued
underinvestment in marketing.

One of the best routes to provide some certainty and stability to carriers, and to lower
premiums for consumers, is to provide adequate federal funding for invisible high risk
pools or reinsurance. What follow are four critical elements that would help ensure that
federal policy to fund invisible high risk pools or reinsurance would substantially lower
premiums and foster continued or expanded carrier participation.

1. Programs should be adequately funded for at least two years, with recognition
of the leveraging effects of net federal spending due to a reduction of
premiums.

Proposals to fund reinsurance or state-based high risk pools with net federal funding of
$5 billion would result in a gross reinsurance amount of approximately $12 billion. This
amount of net funding would reduce premiums by 10 to 12 percent, and is critically
needed given the likely impact of removal of the individual mandate penalty alone.
Legislation prescribing the nature and level of federal funding for invisible high risk pools
or reinsurance could address this by explicitly providing that the appropriated funding is
the “net” amount (e.g., the “scorable” amount after reductions in federal spending from
decreased spending for Advanced Premium Tax Credits due to reductions in
premiums). (See, Addendum: Reinsurance or High Risk Pools as Cost Effective Paths
to Promote Market Stabilization.)

2. Provisions should allow for state-based initiatives and state flexibility while
providing a commonly-administered reinsurance program for non-applying
states.

Fostering and encouraging state-based solutions is vital. At the same time, where states
do not have the capacity or bandwidth to manage and implement a state-based invisible
high risk pool or reinsurance program, the states’ residents should still benefit from the
premium reductions and market stability resulting from reinsurance-type mechanisms.
Assuring that all Americans benefit from this program could be done by including in the
legislation protections for residents of states that do not opt to submit for funding under
the 1332 waiver process. A non-applying state reinsurance program, using a structure
similar to that used for the reinsurance program administered for states in 2014 could
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assure that the residents of states that do not opt to establish their own model would still
benefit from lower premiums and more plan competition.

3. Whether through state-based or a non-electing state reinsurance programs,
there should be a fair and balanced way to apportion funds among states.

The legislation should provide clear guidance to assure all or a substantial portion of the
funds available for invisible high risk pools or reinsurance are distributed to all states on
a per-capita or other basis. To the extent a reinsurance mechanism was established
using national parameters (i.e., an attachment point, coinsurance amount and maximum
payment) similar to what was used with the Temporary ACA Reinsurance pool, then this
method would automatically adjust for the needs of various states. The apportionment
of funding to states for state-based invisible high risk pools or reinsurance should be
subject to clear guidance to assure proper adjustment among states in the funding
availability.

4. A single risk pool should be maintained to avoid risk selection and a return to
insurance markets with care that is unaffordable or unavailable to many
consumers.

Implementation of invisible high risk pools or reinsurance programs should be done
within each state’s single risk pool for the individual market to ensure that health plans
balance their risk mix with healthy and sick individuals from all of their products. Moving
away from a single risk pool risks having insurance companies return to focusing on risk
selection as the way to succeed in the individual market, instead of succeeding by
providing high-value health care. Prior to 2014, insurers segregated high-risk
patients/consumers into separate risk pools that experienced substantial annual rate
increases. Because the single risk pool requires insurers to consider the cost of all their
enrollees, sicker patients/consumers are protected from facing a major premium
increase.
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Addendum: Reinsurance or High Risk Pools as Cost Effective
Paths to Promote Market Stabilization

Reinsurance, state-based high risk pools or similar types of risk-spreading mechanism
have been recognized by both Republicans and Democrats as potentially critical tools
to promote stability in the individual health insurance market. In 2014, a temporary
federal reinsurance program had the effect of lowering premiums approximately 10 to
12 percent below what they would have been otherwise. This funding helped offset the
higher costs of the known worse health risk in the non-group market and also helped
“prime the pump” by encouraging more people to sign up for coverage given the lower
rates.

Bipartisan legislation introduced in the Senate (S. 1835 Collins-Nelson) would fund
state-based invisible high risk pools or reinsurance programs. Policies such as these
would provide state flexibility and stability to the market directly benefiting the entire
individual market, both on- and off-Exchange (for enrollees who do and do not
receive a subsidy). This would stabilize the insurance market and reduce premiums
for millions of Americans who do not benefit directly from the Affordable Care Act’'s
subsidies now. In addition, these mechanisms could partially offset the likely
premium spikes that would result from the repeal of the mandate penalty — impacts
that will be primarily felt by middle class Americans who do not qualify for tax credits
that can help make insurance more affordable. Market stabilization funds would
increase the likelihood that plans would stay in the individual market.

This analysis describes the cost to the federal government, the impacts on
premiums and the mechanics that would be involved if stability funding is provided to
the carriers. The descriptions that follow model the potential premium and budget
impacts of an annual $5 billion “net” federal funding for risk stabilization in 2019 and
2020. This would translate into a nominal (before the reduction APTC subsidies)
risk-stabilization fund of about $12 billion per year. The total two year $10 billion cost
to the federal government, is less than the investment of about $24 billion because it
would reduce premiums and thus similarly reduce federal payments for Advanced
Premium Tax Credits (APTC).

Reinsurance funded at the net (after APTC offsets) $5 billion level would reduce 2019
premiums by an average of 10 percent, depending on the circumstances of each
state’s enrollment and risk profile. What follows is a step-by- step review of the
assumptions and logic behind the benefits and federal costs of using the risk-
stabilization reinsurance mechanism:

Critical Steps to Assessing Federal Spending Risk Stabilization Using
Reinsurance:

1. Consistent with the 2014 reinsurance program trended forward to 2019, $5
billion in net funding (the “scorable” amount of increased federal spending after
accounting premium reduction and associated decline in APTC subsidies) would
lead to a reduction in premiums on- and off-Exchange in the range of 10 to 12
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percent, depending on the circumstances of each state’s enrollment and risk
profile.

2. A premium reduction of 10-12 percent would reduce the second lowest-cost
Silver plan, the benchmark for the APTC and its associated subsidy costs by
an equivalent amount. The entire nominal reinsurance funding would not all go
towards reducing the APTC amount because:

a. Some of the plans that qualify for the second lowest-cost Silver
plan are more “efficient” than the average plan, so their reduction in
premium from reinsurance is actually lower than the 10 percent
average reduction for all plans; and

b. Some of the reinsurance goes to off-Exchange plans and to
individuals on-Exchange who are unsubsidized, which has no direct
effect on the APTC (although it benefits unsubsidized consumers).

3. Taking into account the two reduction factors in 3(a) and 3(b) above,
modeling shows that between 67 and 75 percent of the Risk Stabilization
Fund would contribute to a reduction in APTC funding (lowering the second
lowest-cost Silver plan).

Note that the reinsurance analysis above is independent of other premium factors
such as policies for funding cost sharing reductions and/or enforcement of the
individual mandate. The penalty has distinct positive effect at promoting enroliment
and improving the risk mix of the individual market leading to lower premiums. Given
estimates that non-enforcement of the penalty could itself result in premium increases
of from 10 percent to 15 percent, reinsurance funding at the level described above
could greatly mitigate the premium impacts of that policy change. It is likely that state-
based high risk pool mechanisms would have similar impact but separate modeling for
the magnitude of their effect may be needed.

This analysis was prepared by John Bertko, chief actuary for Covered California.
For questions, please contact Vishaal Pegany at
Vishaal.pegany@covered.ca.qov.
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