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GOVERNANGE
AND OVERSIGHT

The federal Patient Protection and
Affordable Care Act (PPACA) requires
each state, by January 1, 2014, to establish
an American Health Benefit Exchange that
facilitates the purchase of qualified health
plans by qualified individuals and small
employers. This proposal provides
recommendations to initiate the creation
of the Exchange with an emphasis on
improving the general health of Hoosiers
and encouraging personal and social
responsibility for individuals” health. This
proposal also recommends establishment
of the Hoosier Health Commission, which
will manage both the Exchange and
Indiana’s overall healthcare system.

What type of Exchange: State,
Federal, or Regional?

One of the most important and earliest
decisions Indiana must make with regard
to healthcare reform is the decision to
either establish its own health insurance
Exchange or allow the federal government
to establish and operate the Exchange for
the state. California, which is the only
state thus far that has taken legislative
action on its insurance Exchange
following PPACA’s passage has pursued
the creation of its own Exchange. There
are strong reasons why Indiana would
also wish to create its own Exchange,
including the following:

* A state-created Exchange would give
Indiana the ability to regulate the
insurance policies offered within the
Exchange.

¢ Indiana would have control over risk
selection rules for the market inside the
Exchange and the market outside the
Exchange.

¢ Indiana would use the state-created
Exchange to promote alternative goals,
including improvement of the state
population’s health.

e It would allow greater coordination of
benefits and eligibility rules across
health programs, including Hoosier
Healthwise, Healthy Indiana Plan, and
policies sold through the Exchange.

While there are positives to a state-created
Exchange, there are also potential
drawbacks to be considered:

¢ Funding the creation of the Exchange
may pose a financial challenge; the
state is already facing budget
constraints due to the recent economic
downturn.

¢ Indiana only has until January 2013 to
present a detailed proposal for a state-
based Exchange.

¢ Once the state-based Exchange has
been implemented, it must have a
steady revenue stream by January 2015.
No additional federal funding will be
made available after this date.'

In addition to creating its own
Exchange, Indiana may also elect to
collaborate with surrounding states to
create a regional Exchange. A regional
Exchange might improve administrative
efficiency, streamline processes for
enrollment and customer service, allow
for a regional website, and generate lower
premium rates for those seeking coverage
within the Exchange.! A regional
Exchange would also substantially
increase the risk pool for enrollees thereby
reducing the potential for adverse

selection within the Exchange.

There are several issues to be
considered before pursuing a regional
Exchange:

* Surrounding states may have
differences in consumer protections and
insurance regulations. Before a regional
Exchange is created, the participating
states would need to standardize
consumer protections and insurance
regulations to prevent unfair
advantages in the market.



¢ Surrounding states must have state
governments that are willing to
collaborate to pursue the most effective
regional Exchange.

e States sharing a regional Exchange
must also be mindful of the population
health and overall insurance markets of
the participating states.

Governance and Management

Indiana must decide who will govern the
Exchange and how it will be managed.
The main examples Indiana can use as
models are Massachusetts, Utah, and
California.

Massachusetts established a quasi-
independent state agency called the
Massachusetts Health Connector to
administer its Exchange, and it is
governed by the Board of the
Commonwealth Health Insurance
Connector Authority (the Board) and
chaired by the Secretary of Administration
and Finance.

¢ The Board contains 11 members:
Secretary of Administration and
Finance (chairperson), Director of
Medicaid, Commissioner of Insurance,
Director of the Group Insurance
Commission, three members appointed
by the Governor (one member must be
in good standing of the American
Academy of Actuaries, one must be a
health economist, and one must
represent small businesses), three
members appointed by the State
Attorney General (one must be an
employee health benefits plan
specialist, one must represent a health
consumer organization, and one must
represent organized labor), and an
Executive Director.

¢ These members serve three-year terms.
None can be a licensed insurance
carrier authorized to do business in the
Commonwealth.?

Recommendation 1:

Indiana should pursue a state-based
Exchange (Hoosier Health Insurance
Exchange) by 2014. However, considering the
potential strengths of the regional model,
Indiana should establish a goal of forming a
regional Exchange by 2020. A federally-based
Exchange model should be avoided because
it would not allow Indiana to address the

state’s unique needs.

California is also creating an
independent state agency to administer
the California Health Benefit Exchange.
However, California has taken a different
approach in determining the Board of
Directors and the size of the Board:

e [ts Board contains five members: Two
appointed by the Governor, one from
the Senate Committee on Rules, one
from the Speaker of the General
Assembly, and the Secretary of
California’s Health and Human
Services.

¢ Board members must be “experts” in
two of the following fields: Individual
healthcare coverage, small employer
healthcare coverage, health benefits
plan administration, health finance,
administering a public or private health
delivery system, or purchasing plan
coverage.

¢ The Director of the Department of
Managed Care and the Insurance
Commissioner are given roles with the
Secretary of HHS, but they are not
mandated positions on the Board of
Directors.

In contrast, Utah has chosen a much
smaller structure for its current Exchange.
Currently, the Utah Health Insurance
Exchange operates with two employees
and is located within the Governor’s
Office of Economic Development instead

of working as an independent state



Recommendation 2:

Indiana should establish a new quasi-inde-

pendent state agency.

2.a. This new agency should be governed
and managed by a newly created

agency, the Hoosier Health Commission.

2b. The Hoosier Health Commission should
consist of 15 members with specialized
knowledge of Indiana’s health insurance
and health policy issues. Members

should include:
¢ Indiana Insurance Commissioner

* Secretary of Family and Social

Services Administration

¢ One health economist or health policy
expert with knowledge about the

health insurance industry

e Three representatives of organized
labor as well as small and large

business

e Three representatives from the
healthcare delivery system,
including hospitals, physicians,
nurses or other allied healthcare

providers

e Three healthcare consumers and/or
leaders of major healthcare

consumer advocacy organizations

e Three representatives from Indiana’s

health insurance industry

2.c. Members of the Hoosier Health
Commission should be appointed by the
Governor with the consent of the
Indiana State Legislature’s Health

Finance Commission.

2.d. The Hoosier Health Commission should
be given permanent staff led by an
Executive Director to fulfill the
administrative work necessary to
manage the Hoosier Health Insurance

Exchange.

agency.” However, Utah’s system may
change over the course of the next several
years because the Exchange was created
prior to PPACA’s passage.

Using an existing state agency for
Indiana’s Exchange is problematic because
most of Indiana’s state agencies are not
equipped to handle the numerous
responsibilities of the Exchange. Utah’s
decision to use its Office of Economic
Development weakens its authority
because the agency is not designed to
“administer premium subsidies, process
eligibility for lower-income individuals,
administer requests for exemptions from
the individual mandate, or pursue other

provisions of the healthcare reform law.”"

The Hoosier Health Insurance Exchange and
its Hoosier Health Commission should have a
broad scope of oversight authority. In
addition to the regulation of the Hoosier
Health Insurance Exchange, the Commission
should work to increase the efficiency and
effectiveness of Indiana’s healthcare system
and to improve the overall health status of

Hoosiers.
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ISSUES AND
REGOMMENDATIONS
FOR IMMEDIATE AND
LONG-TERM ACTION

BY THE HOOSIER
HEALTH
GCOMMISSION

To achieve these broad goals, the Hoosier
Health Commission should consider the
following issues pertaining to Indiana’s
Exchange and healthcare system:

Who enters the risk pools, and
how many pools/Exchanges should
the state have?

The Commission has several risk issues it
must address when implementing the
Hoosier Health Insurance Exchange. The
PPACA mandates the creation of not only
an Exchange for the individual insurance
market but also a Small Business Health
Option Plan, or SHOP, Exchange. The
Commission can choose to keep these
Exchanges separate or combine them.

Massachusetts has combined the
individual and small business insurance
markets into one risk pool. Meanwhile,
Utah operates one risk pool, which is
limited to small group policies. Finally,
California has decided to keep a separate
SHOP Exchange, but the state has the
option to combine the individual
Exchange and individual risk pool by
December 2018.

Administratively, it would be better
for Indiana to operate (or outsource to a
nonprofit) one Exchange instead of two
separate Exchanges. Combining the
individual pool and small business pool of
enrollees should decrease premiums for
small businesses since small business
enrollees would enjoy higher economies
of scale (more members, lower premiums).
However, the Commission will need to
analyze Massachusetts’s experience
merging the two markets before making a
decision.

Massachusetts’ Risk Pool Merger
In 2006, an actuarial consulting firm for
Massachusetts estimated the impact of

merging the two risk pools. The firm
estimated that non-group (individual)
premiums would decrease by 2% to 50%
depending upon carrier, while small
group (small business) premium rates
would increase anywhere from 1% to 4%.4
From 2007 to 2008, premiums for small
businesses in Massachusetts grew by
5.8%.° However, Massachusetts has not
updated premium trends since 2008, so
evaluating long-term gains from
combining the pools is unknown. It
appears that individual policy holders are
benefiting financially from the larger risk

pool at the expense of small businesses.

Subsidies
Subsidies are another factor to consider.

Keeping the risk pools separate may be
important because subsidies are only
available for those without employer
coverage within the individual market.
Consequently, the two groups could be
combined under one Exchange, with
Indiana retaining the option of separating
the pools to ensure subsidies are allocated

appropriately.

Small Business Size

Another question the Commission will
encounter is the size qualification for a
“small business.” After 2016, the PPACA
requires all businesses with fewer than 100
employees to be considered “small.” Until
2016, however, states may define a “small
business” as one with fewer than 50
employees or one with fewer than 100
employees. Since the federal reform
defines small business as having 100
employees or less in 2016, it would be in
the best interest of Indiana to allow
businesses with fewer than 100 employees
to utilize the Exchange immediately to
avoid access issues after the Exchange’s
launch.



Large Businesses

An additional question pertains to large
businesses utilization of the Exchange.
The federal legislation allows states to
open Exchanges to businesses with more
than 100 employees after 2017 however it
is unclear if states can allow large
businesses to access the health Exchanges
prior to that date. California has chosen
not to address this question in their recent

legislation.

The Application Process and
Gonnection with Public Programs

The PPACA provides easier enrollment
into health insurance coverage by
mandating states create a “coordinated,
simple, and technology-supported process
by which individuals may obtain coverage
through Medicaid, CHIP [Children’s
Health Insurance Program], and the new
Exchanges.”® Specific requirements
include: web portals for comparing
information about health insurance policy
options; a single application form across
programs; “no wrong door” for coverage
(people are correctly screened and
enrolled in the appropriate program
regardless of where they start); income
rules using Modified Gross Income; and

the usage of electronic data exchange.’

The integrated system should allow a
person to complete a short application
either online, in person, or by phone. The
information is verified and screened to
determine eligibility for government
assistance programs, in addition to
qualifying for the Exchange. After the
initial enrollment and verification, the
individual is notified of eligibility for
programs and enrolled in the appropriate

program.

Recommendation 4:

The Hoosier Health Commission should com-
bine the small business and individual
Exchanges into one. The risk pools, however,
should be separated until 2018. This will
allow the Commission to know how many
small businesses and individuals will partici-
pate in the Hoosier Health Insurance

Exchange.

During the initial year of operation, the
Hoosier Health Commission should consider
broadening the definition of a small busi-
ness to include all firms with fewer than 100
employees. In 2018, the Commission should
consider the possibility of opening the
Exchange to businesses with larger numbers

of workers.

Eligibility Systems

The Commission must prepare to
implement an eligibility system that can
be integrated with all forms of health
insurance. One option is to consider how
a federally created Exchange handles
eligibility and adopt that process for the
Hoosier Health Insurance Exchange.
However, this option hinders Indiana’s
ability to adopt an eligibility system
unique to Hoosier needs.

Indiana currently uses the Indiana
Client Eligibility System (ICES) to
determine eligibility for Hoosier
Healthwise and Medicaid. In August 2010,
a letter written by the Secretary of the
Family and Social Services Administration
(FSSA), Anne Murphy, and Insurance

Commissioner Stephen Robertson



indicated that Indiana is currently
evaluating possible vendors to assist in
the implementation of a new eligibility
system. However, the new eligibility

system will not be operational until 2015

The Commission must decide whether or
not to empower the Exchange to control
the premium billing and collection
process. The Hoosier Health Insurance
Exchange will already have a number of
federally-mandated responsibilities, but
assuming the role of the billing agency

may put some employers at ease:

* Mandating individual carriers to bill
and collect premiums may be very
costly considering the number of
subsidized individuals the carriers will
monitor.

¢ Depending upon the establishment of
the small business Exchange (along
with the number of participating
carriers), business owners may need to
pay multiple insurance carriers to
insure their employees, which could
add to administrative costs.

* More administrative hassles would
occur for employers who have mid-
year changes to employment
demographics. Without a central billing
entity, employers may be forced to
spend time and resources
communicating with multiple
insurance carriers.

Navigators

The reform emphasizes the importance of
“navigators,” or organizations/people
that help consumers and small businesses
understand their insurance options, in
addition to educating the public about the
Exchange. Navigators could be nonprofit
organizations, insurance brokers, or any
other group that the Commission
identifies to adequately educate the

The Hoosier Health Commission should use
this opportunity to improve the state’s over-
all eligibility and application system. The
Commission’s goal would be to simplify and
streamline the application process for gov-
ernment programs as well as for coverage
through the Hoosier Health Insurance
Exchange. This improvement should enable
one completed form to identify the correct
insurance coverage and government assis-

tance (if applicable) for applicants.

Recommendation 17:

While not an immediate necessity, the
Hoosier Health Commission should decide
by 2018 whether or not to allow the
Hoosier Health Insurance Exchange to
become the sole premium biller and collec-

tor for participating insurance carriers.

The Hoosier Health Commission should uti-
lize any willing organization (with the

exception of insurance companies) that has
the capacity to advertise the features of the
Hoosier Health Insurance Exchange to fulfill

the role of navigators.

general public. Currently, Oregon is
recommending using insurance brokers to
help individuals purchase coverage in
their Exchange.® The Commission could
encourage Hoosier insurance brokers to
become experts in the Exchange, as well
as establish guidelines for reimbursement.
However, other organizations may fulfill

that role as well.
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The key for successful navigators will
be to disseminate enrollment and subsidy
information about the Exchange in a fair
and impartial manner to a range of
consumers and businesses. Navigators
will need to design a “multi-pronged
outreach, education, and enrollment
campaign” that could include “school-
based advocacy organizations, private
employers, business groups, hospitals,
community health centers, physicians,
paid media, and public service

”1

announcements.
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REGULATION
AND
OPERATIONS

Federal grants will be available through
2014 to support the planning,
establishment, and initial operations of the
Hoosier Health Insurance Exchange.
However, federal grants are not renewable
after December 31, 2014 (one year after the
Exchange is operating). Therefore, the
Exchange will need to be self-financed by
2015. Similar to the payment model for
insurance brokers (paid from
policymaker’s premiums), the Exchange
could generate operating revenues by
retaining a portion of the insurance
premiums or through direct payments

from the participating carriers.

The financing required to operate the
Exchange will depend on a number of

factors, including, but not limited to:

¢ The ability of the Exchange to leverage
existing infrastructure for its
operations;

¢ The manner by which eligibility for
premium subsidies will be processed;

¢ The need to establish interfaces
between the Exchange and health
insurers for functions such as rate
development, transfer of enrollment
information, and eligibility for
premium subsidies;

¢ Whether the Exchange will handle
premium billing, collection, and
reconciliation;

¢ The extent of outreach and marketing
undertaken by the Exchange;

¢ The development and maintenance of a
website capable of providing decision-
support tools used by consumers to
evaluate their health insurance options;

e Whether brokers will be paid from
Exchange revenues or by the carriers;

¢ The amount of consumer support that
will be provided by the Exchange; and

¢ The level and type of reporting
required by the federal government.

These and other issues, along with the
number of people expected to be served
by the Exchange, will determine the
revenues required to support the
Exchange operations. Tension between
keeping administrative fees low and
providing consumers with high-quality
service will arise. To achieve economies of
scale and minimize per-member cost, the
Exchange will likely need to spend money
to attract and retain consumers by offering
value-added services. Achieving a balance
between these two competing — although
not mutually exclusive — factors will be an
ongoing challenge faced by the
Commission.

Options for funding the creation and
establishment of the Hoosier Health
Insurance Exchange and the Hoosier
Health Commission include: 1) securing a
working capital loan through the State
and creating a Health Trust Fund, similar
to California; 2) leveraging federal money
to initiate the Exchange; 3) generating new
funds by imposing fees on insurance
companies that participate in the

Exchange; and 4) increasing taxes.

Option 1: Capital Loan and
Health Trust Fund

This option provides a working capital
loan of up to $5,000,000 for the
creation and establishment of the
Hoosier Health Insurance Exchange
(but only if federal money is shown to
be insufficient for its creation).

Option 2: Federal Sources

Securing federal funds to initiate the
Exchange may be a strong option for
policymakers in the beginning, but it is
unlikely that federal funds will be able
to support the Exchange long-term. The

most immediate source of additional

1
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funding involves leveraging federal
dollars available for establishing
Exchanges and soliciting other federal
sources. Three areas that might offer
funding: 1) current Medicaid enrollees
who were eligible for, but not enrolled
in, additional federal programs; 2)
school programs that were eligible for
Medicaid support (and matching
federal dollars) but had not applied for
such support; and 3) welfare programs
that were similarly eligible for
Medicaid support but had not applied
for support. Barriers to obtaining
funding from these sources include the
administrative burden, such as lack of
a grant writer, and lack of knowledge.

Option 3: Exchange Charges and
Fees

The Commission may assess a charge
on qualified plans that is “reasonable
and necessary to support the
development, operations, and prudent
cash management of the Exchange.”

Option 4: Increase taxes (e.g.,
property; sales, including “sin
taxes”; income; corporate income
and payroll).

After evaluating different tax bases, the
Commission should consider the
impact on economic competitiveness,
the distribution of the burden, and the
complexity of administering such taxes.
In contrast to the other fundraising
strategies, taxation can readily support
public health and other community-

The Hoosier Health Commission should fund

the Hoosier Health Insurance Exchange,

while improving Hoosiers' health, by increas-

ing taxes on tobacco products, sugar bever-

ages, and alcohol. The tax increases should

be supplemented by a tax assessment on par-

ticipating insurance providers.

based initiatives. While a single tax

base would reduce complexity, other

considerations support drawing upon

multiple sources. Possible options, with

select examples of implementation,

include:

Property tax (e.g., used within
Marion county to support the
health safety net);

Sales tax (e.g., the “sin tax” on
sugar beverages, fast food, and
processed foods);

Income tax (e.g., contributions to
general revenues support
Medicaid);

Payroll tax (e.g., used to finance
Medicare);

Corporate tax (e.g., as proposed for
the Illinois Covered Program;"

Tax on providers (e.g., a tax on
private specialty hospitals’ revenue
of 3.5%, as adopted in New
Jersey.™



The Selection of Participating Plans

The Commission must also determine
how many insurance plans will be
allowed to operate within the Exchange.
For consideration, Massachusetts and
Utah provide two dominant yet vastly
different models for the selection and
pricing of health insurance policies

available on the Exchange.

In 2006, Massachusetts created the
Connector, which has become the basis for
national healthcare reform. The Connector
functions as an active purchaser of health
insurance, which allows it to negotiate
pricing and benefit packages that can be
offered to consumers. In this capacity, the
Connector can guarantee consumers the
lowest possible price on policies while
being selective on which plans get into the
Exchange. An active purchaser model may
work if the Hoosier Health Insurance
Exchange can secure the majority of the
individual and small group insurance
market. Consequently, insurance
providers would be more likely to bargain

for higher value and lower premiums."

An alternative to the active purchaser
model is the market organizer, or clearing-
house model, such as that employed by the
Utah Health Exchange. Rather than selec-
tive contracting with insurance providers
and bargaining for lower premiums, the
Exchange acts as a clearinghouse, which
allows any insurance company that meets
the minimum defined benefit package to
sell a policy within the Exchange.13 This
allows competition among different
policies, rather than selective intervention
by the Exchange, lowering prices and

keeping insurers competitive.

Deciding which model to use will

depend upon several key issues:

¢ The number of insurance providers
within the state — The Hoosier Health

Exchange’s success depends upon the
participation of insurance providers. If
the insurance market is controlled by a
select few providers, there will be little
bargaining power to encourage an
insurance provider to provide benefits
beyond the federally-mandated
minimal benefits package. Unless
preventative action is taken, the
insurance companies may decline the
Exchange altogether and provide
coverage outside the market.
Conversely, a market with many
smaller insurance companies may
diminish over time as small insurers
consolidate to provide coverage at the
mandated minimum level.

The consumers within the Exchange —
Another factor contributing to the
success of the Hoosier Health Insurance
Exchange is the number of enrollees
that participate. A smaller risk pool that
fails to capture most of the individual
or small group market will provide less
incentive for insurance providers to
enter the Exchange in a clearinghouse
model. Under the active purchaser
model insurance companies will not
want to become one of the selectively
bargained providers without a vibrant
risk pool.

The overall goal of the Exchange — The
competing goals of cost containment or
consumer choice impact the
participation model. A market
organizer model that allows all
insurance companies meeting a
minimum threshold to enter the
Exchange would give consumers the
maximum amount of choice for
coverage. However, too many
insurance options may become
burdensome for consumers and stop
consumers from shopping around for
the best option. Instead, an active
purchaser model would allow the state
to select a limited number of companies
to provide coverage and raise
competition for the lowest premiums.
Consumers would sacrifice choice for
heightened competition among
providers.

13
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The Market Outside of the
Exchange

When designing the Hoosier Health
Insurance Exchange, the Commission will
need to remember that a market for
insurance still exists outside of the
Exchange. A major problem could arise if
Indiana is not consistent with its
consumer protections and restrictions for
the market inside and outside the
Exchange. A less restrictive outside market
could lead to adverse selection if
individuals and small businesses desiring
cheaper or less comprehensive coverage
go to the outside market and leave the
sicker, or less protected groups, within the
Exchange. Another issue to consider is
young individuals seeking catastrophic
coverage. If insurance companies were
allowed to sell low-cost catastrophic
coverage outside of the Exchange,
healthier individuals would stay out of
the Exchange and force sicker individuals
to bear more of the risk within the
Exchange. This adverse selection could
lead to high premiums for Exchange
participants, and it might also lead to a
collapse of the Exchange model.

Recommendation 10:

The Hoosier Health Commission should selec-
tively contract with the highest valued insur-
ance policies within the Hoosier Health
Insurance Exchange. Additionally, the
Commission should construct a ranking sys-
tem for participating carriers to indicate

higher quality plans.

Recommendation 11:

For both the Hoosier Health Insurance
Exchange and the outside insurance market
to work together, the Hoosier Health
Commission must apply state insurance regu-
lations to both the Exchange and the outside
insurance market. This includes requiring cat-
astrophic insurance policies to be sold within

the Hoosier Health Insurance Exchange.
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GONGLUDING
THOUGHTS

Indiana has an opportunity to transform
both its healthcare system and its
population’s health. The Hoosier Health
Insurance Exchange will be a powerful
tool that can control costs, increase access
to care, and improve its overall insurance
market. Additionally, the Hoosier Health
Commission will provide direction as it

implements changes to strengthen
Indiana’s overall healthcare system. While
it will require time and sacrifice to be
effective, we believe the Hoosier Health
Commission and the Hoosier Health
Insurance Exchange will become a
national role model for future health

policy decisions.

15
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