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THE AFFORDABLE CARE ACT AT FIVE YEARS

THURSDAY, MARCH 19, 2015

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 9:31 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. Orrin G. Hatch
(chairman of the committee) presiding.

Present: Senators Grassley, Crapo, Roberts, Cornyn, Thune,
Burr, Portman, Coats, Heller, Scott, Wyden, Stabenow, Cantwell,
Menendez, Carper, Cardin, Brown, Bennet, and Casey.

Also present: Republican Staff: Chris Campbell, Staff Director;
Kimberly Brandt, Chief Healthcare and Investigative Counsel,
Preston Rutledge, Tax Counsel; and Jill Wright, Detailee. Demo-
cratic Staff: Joshua Sheinkman, Staff Director; Jocelyn Moore, Dep-
uty Staff Director; Michael Evans, General Counsel; Elizabeth
Jurinka, Chief Health Advisor; Juan Machado, Professional Staff
Member; and Anne Dwyer, Professional Staff Member.

OPENING STATEMENT OF HON. ORRIN G. HATCH, A U.S.
SENATOR FROM UTAH, CHAIRMAN, COMMITTEE ON FINANCE

The CHAIRMAN. The committee will come to order.

Good morning. Our hearing today will consider what has hap-
pened in the 5 years since March 23, 2010, when the so-called Af-
fordable Care Act was signed into law. In my opinion, this anniver-
sary presents a perfect opportunity to take a look back and evalu-
ate whether promises that were made to gain support for the law
have been kept. It is also a good time to look forward and consider
the many unanswered questions that we still have about the im-
pact and viability of the ACA.

At the time that the Affordable Care Act was enacted, there was
great disagreement about whether it would effectively reduce costs
or expand coverage. Five years later, the people of Utah, and oth-
ers whom I hear from, are in total agreement about one thing with
respect to this law: it just is not working. In fact, it is, by most ob-
jective accounts, an unmitigated disaster.

The President and his allies claim that the law is a success, usu-
ally by cherry-picking particular data points and ignoring the larg-
er picture. Most often, they point to the number of individuals who
have signed up for health insurance since the botched roll-out of
the HealthCare.gov website, somehow arguing that people opting to
buy insurance under the threat of the government penalty is cause
for celebration. What they do not talk about are the still-sky-
rocketing health care costs that are hitting families across this

o))



2

country, and they also ignore the widespread frustration and delay
caused by this law, which many Americans are finding out about
during this tax filing season.

Let us talk about that frustration. According to H&R Block, in
the first 6 weeks of this tax filing season, 52 percent of customers
who enrolled in insurance through the State or Federal exchanges
had to repay a portion of the advanced premium tax credit that
they received under Obamacare. That same report found that indi-
viduals, on average, are having to repay about $530, which is de-
creasing their tax refunds by roughly 17 percent.

Now, let us talk about delay. On February 20, 2015, the Obama
administration announced that, due to an error in the health law,
they sent out about 800,000 incorrect tax statements related to
Form 1095-A, meaning that hundreds of thousands of Americans
may be seeing delays in their tax refunds this year.

Now, these are just some of the problems hardworking taxpayers
are facing as they try to deal with Obamacare during this tax sea-
son. While the ramifications to taxpayers are significant, the over-
all impact on America’s budget is even greater. The total overall
cost of Obamacare so far has numbered in the tens of billions of
dollars, and we are barely through the first phases of implementa-
tion. Unfortunately, a significant portion of that money resulted in
no benefit whatsoever to the taxpayers.

Specifically, an analysis done by my staff shows that in just five
areas, over $5.7 billion went to projects which added no value to
the taxpayers. That is $5.7 billion down the drain. Taxpayers have
been left on the hook for funds that were doled out for Obamacare
t% 1States, corporations, and contractors, with little to no account-
ability.

The following five examples are some of the most egregious. One,
failed State exchanges. According to the Congressional Research
Service, $1.3 billion in taxpayer funds have been spent on State ex-
changes that failed and were never operational,

Two, Consumer Oriented and Operated Plans, or CO-OPs. The
Centers for Medicare and Medicaid Services has loaned $2.4 billion
to 24 CO-OPs, one of which failed before it enrolled anyone. Tax-
payers are set to lose nearly half of this money from default or arti-
ficially low interest rates. CMS has no plans to recoup any of the
funds, meaning a total cost to taxpayers of around $1 billion.

Three, the HealthCare.gov website. The Obama administration’s
website became a preexisting condition for many Americans who
were forced to purchase insurance on the broken site or face a fine.
Despite fixes to HealthCare.gov, the total cost of the failed enroll-
ment system surpassed $2 billion.

Four, Serco. This contractor was awarded $1.2 billion to manage
paper applications during the first enrollment period of the health
care law; however, only a handful of the total applications received
were paper applications, leaving Serco employees with little to do.
The waste was so apparent that a whistleblower who worked at the
company reached out to the St. Louis Post Dispatch, saying, “I feel
guilty for working there as long as I did. It was like I was stealing
money from people.”

Five, marketplace navigators. The administration spent over
$120 million on the navigator program for the 2014 and 2015 open
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enrollment periods. The purpose of the navigators is to provide in-
dividuals with information about health insurance, including sign-
ing up for the health insurance marketplace. The Kaiser Family
Foundation estimates 2015 marketplace enrollment at approxi-
mately 11 million individuals. The overall value of the navigator
program is at best inconclusive, and at worst it represents more
waste of taxpayer dollars.

Now, these five examples are just a handful of the countless mis-
guided, poorly defined, and poorly implemented aspects of the Af-
fordable Care Act. We mark the 5-year anniversary that passes
today, but it is certainly no cause for celebration.

[The prepared statement of Chairman Hatch appears in the ap-
pendix. ]

The CHAIRMAN. I do want to thank our witnesses for appearing
today to help discuss the impacts of this law, and I look forward
to what I am sure will be a spirited discussion.

I would now like to turn it over to my partner, Senator Wyden,
for his opening remarks.

OPENING STATEMENT OF HON. RON WYDEN,
A U.S. SENATOR FROM OREGON

Senator WYDEN. Thank you very much, Mr. Chairman.

Mr. Chairman and colleagues, my first choice for this morning’s
hearing would be to get past the well-worn talking points and
begin to find bipartisan ways to improve the Affordable Care Act.
There is not a law in the history of legislation that cannot be im-
proved.

What I have tried to do in my time in public service, particularly
in health care, is to try to find bipartisan approaches, building on
principles that both sides feel strongly about. That is simply, in my
view, the best use of our time. Unfortunately, it looks like it is
going to take a rear-guard action to keep from going back to the
dark days when America’s health care system basically worked just
for the healthy and the wealthy. Just this week, we have seen pro-
posals that would rip the law up by the roots.

Gone would be the guarantee of coverage that protects Ameri-
cans who have preexisting conditions. Gone would be the tax cred-
its that help working families to pay for health insurance. Back
would be insurance company skullduggery that forces Americans to
pay top dollar for rock-bottom coverage. Back would be locking out
adopted children from their parents’ insurance plans. Back would
be the prospect of having insurance canceled the moment an Amer-
ican got sick. Back would be pregnancy being considered a pre-
existing condition.

There are not any legitimate alternative legislative proposals
that address these issues. In the last 5 years, Congress has taken
more than 50 votes to undermine or repeal the Affordable Care Act
and not one on legislation that comprehensively replaces it.

The non-stop campaign that I have described to undercut the law
is just bad news for Oregonians like Beth Stewart. She is a mother
of three from La Grande, OR who had to pick out an insurance pol-
icy after a career change in 2003. The plan she chose had a $7,500
deductible. A few years later, Beth was diagnosed with Stage 4 thy-
roid cancer, and it had spread to her spine. On her road to recov-
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ery, she twice hit her out-of-pocket limit. Her medical bills grew to
the tens of thousands of dollars. She worked hard to pay them off,
but every year her check-ups cost thousands of dollars more. Last
year she was finally able to buy a new health insurance plan that
has given her, in her words, a welcomed safety net. Her deductible
is now a tenth of what it was before the Affordable Care Act. Her
out-of-pocket maximum has been cut by nearly half. For this Ore-
gonian, staying healthy while supporting a family is a lot less ex-
pensive.

Kim Schmith is a resident of Madras, OR in her late 40s. Kim
won a battle against breast cancer 6 years ago. Her husband is
going to go on Medicare this year, and Kim will have to pick out
an insurance plan of her own. She wrote my office about how she
was once worried that being a cancer survivor meant she would
never be able to find insurance. Under Federal law before the Af-
fordable Care Act, an insurance company could have taken just one
look at Kim’s medical history and stamped her application “de-
nied.” Now with this law, she has some peace of mind. She can find
an affordable, high-quality health insurance plan. She does not
have to panic or over-pay for bargain-basement coverage. As she
wrote me, “I fought for my life. I should not have to fight for insur-
ance.” That, in my view, is something that Democrats and Repub-
licans ought to agree on right at the outset.

As I mentioned in my first paragraph, there is not a law in his-
tory that cannot be improved on. But the pie-in-the-sky insistence
that the Affordable Care Act is just going to be repealed and some-
how everything is going to come out fine has no basis in reality.
It is time to recognize the real-world consequences of this dysfunc-
tional, old political battle. The debate is no longer about numbers
on a page. More than 16 million Americans have gained health in-
surance coverage thanks to the Affordable Care Act. Their health
is at stake in every single vote for repeal.

So again, I will tell my colleagues that I am willing to meet both
sides at least halfway. That is what I have done on health policy
really since my days when I was director of the Gray Panthers. We
make progress by working in a bipartisan fashion rather than
bringing back yesteryear when the health care system was for the
healthy and wealthy.

Mr. Chairman, again, I just want to say I would very much like
to work with you in a bipartisan way, and I look forward to hearing
from our colleagues.

The CHAIRMAN. Well, thank you, Senator. I hope we can.

[The prepared statement of Senator Wyden appears in the ap-
pendix.]

The CHAIRMAN. Our first witness is Dr. Douglas Holtz-Eakin,
president of the American Action Forum. Dr. Holtz-Eakin was the
Director of the Congressional Budget Office from 2003 to 2005,
and, prior to that, he was the Chief Economist of the President’s
Council of Economic Advisors.

Dr. Holtz-Eakin, we are sure happy to have you here. It is a
pleasure to have you join with us today. We look forward to your
testimony.

Our next witness is Ms. Holly Wade, director of research and pol-
icy analysis for the National Foundation of Independent Business.
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Ms. Wade produces the monthly small business economic trend
survey with NFIB’s chief economist. Previously, she worked for the
National Conference of State Legislatures.

We certainly welcome you, Ms. Wade, and look forward to hear-
ing from you today.

Finally, our last witness is Dr. David Blumenthal, president of
The Commonwealth Fund. Dr. Blumenthal was formerly a pro-
fessor of medicine at Harvard Medical School and chief health in-
formation and innovation officer at Partners Health Care System
in Boston. He was previously a practicing primary care physician,
so we are really happy to have you here, Dr. Blumenthal, and we
appreciate you joining us today.

We will start with Dr. Holtz-Eakin first.

STATEMENT OF DOUGLAS HOLTZ-EAKIN, Ph.D., PRESIDENT,
AMERICAN ACTION FORUM, WASHINGTON, DC

Dr. Hovurz-EAKIN. Chairman Hatch, Ranking Member Wyden,
members of the committee, thank you for the privilege of appearing
today to discuss the Affordable Care Act. You have my written
statement. Let me just make a few introductory comments, and I
look forward to your questions.

The ACA is a sweeping law with vast impacts. It is hard to sum-
marize them in a short fashion, as a result. But at the heart of it
was a promise for affordable health insurance and high-quality
health care, and I would argue that the ACA has failed to meet
that promise and wasted valuable dollars in the process.

If you look at affordability, I think one of the least-discussed but
most important aspects is the fact that the ACA was passed and
implemented at a time when the U.S. economy was not delivering
increases in incomes to middle-class America. There is nothing
about the ACA, with its $500 billion in new taxes, its $1-trillion
new entitlement spending program, and its vast regulatory burden,
that is a pro-growth policy. It hurt the ability of Americans to meet
all their needs, including the purchase of health insurance.

The ACA promised to reduce insurance premiums: $2,500 for the
average family, estimates of $3,000 for employers. In contrast, we
have seen premiums spike for many Americans; in my written tes-
timony, we document that. We have also seen increases in their
out-of-pocket cost, so the affordability that was promised simply
was not delivered.

Embedded in the ACA are taxes which raise the cost of insur-
ance—the Health Insurance Tax, the Medical Device Tax—all of
which will be passed along to consumers in the form of higher pre-
mium costs, and regulations that raise the cost. The essential
health benefits, a very unnecessarily rich package, and the commu-
nity rating and other rating band issues, all serve to raise premium
costs for many Americans.

Fundamentally, the ACA did not bend the so-called cost curve.
If you look at the pieces of the ACA which were intended to do
that, the Pioneer Accountable Care Organizations, the Medicare
shared savings programs, these are all disappointments and did
not deliver the promised reduction in the cost of quality care.

I also believe that the ACA has endangered some of the existing
high-quality programs that the Federal Government provides.
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There are sharp cuts in Medicare Advantage. Medicare Advantage
is not a perfect program, but it is clearly the one thing that is not
fee-for-service medicine. Everyone on both sides of the aisle has
agreed that fee-for-service medicine is the problem in America, and
the ACA has endangered the one program we have which is a
bridge to the future and is not fee-for-service medicine.

It did the same thing with home health. The home health pro-
grams in Medicare apply to our most vulnerable seniors. They have
been very effective at keeping those seniors out of hospitals, where
they often end up being sicker than when they started—and at
great expense. I believe the combination of the cuts to these things
have really hurt the quality of the Medicare program and will be
increasingly hurting it going forward, and I would urge the com-
mittee to reverse those cuts.

Lastly, there are a lot of wasted dollars in this. The chairman
mentioned HealthCare.gov, well documented, a nearly billion-dollar
expenditure for something that did not work. There are many
failed State exchanges, I can attest from personal experience. I ac-
tually had the employees of the American Action Forum buy insur-
ance this year through the Shop Exchange in DC. It was a horrific
experience, and we should get our money back for that; it does not
work.

There are big concerns about erroneous payments in the Afford-
able Care Act, which the chairman mentioned at the outset. We did
some research. If you think about the structure of the subsidies,
they are a refundable tax credit. The closest program we have to
that in operation is the Earned Income Tax Credit, where the pay-
ment error rate is about 20 percent, 21 percent. If the same error
rate applies to the ACA, we are going to have erroneous payments
of about $150 billion over the next 10 years. It is an enormous
waste of money, and I would argue the ACA is more complicated
than the EITC. Much more information is required to be matched
and submitted correctly. I think the error rate is quite likely to be
much higher yet.

We have excessive subsidies due to the cost of the premiums
themselves. This is a big burden on the taxpayer. The ACA relied
far too heavily on using Medicaid expansions as the route for cov-
erage instead of reforming Medicaid, which I would argue would be
the right route forward. So, pouring more money into a program
without reforms seemed like an unwise choice.

I do not think anyone should question the intent of the drafters
of the ACA. There was an agreement at that time that spanned the
ideological spectrum that America needed a health care reform that
provided affordable insurance options to every American and high-
quality care at a lower cost. That was indeed the goal, but this law
did not deliver.

I look forward to answering your questions. Thank you.

The CHAIRMAN. Well, thank you, Dr. Holtz-Eakin.

[The prepared statement of Dr. Holtz-Eakin appears in the ap-
pendix.]

The CHAIRMAN. Ms. Wade, we will take your testimony at this
time.
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STATEMENT OF HOLLY WADE, DIRECTOR OF RESEARCH AND
POLICY ANALYSIS, NATIONAL FEDERATION OF INDEPEN-
DENT BUSINESS, WASHINGTON, DC

Ms. WADE. Good morning, Chairman Hatch, Ranking Member
Wyden, and members of the Senate Finance Committee. Thank you
for the opportunity to testify today on the Affordable Care Act at
5 years.

The NFIB Research Foundation recently published the second of
a three-part health insurance longitudinal survey titled, “Small
Business’s Introduction to the Affordable Care Act, Part II.” The
objective of the three surveys is to measure the impact of the ACA
on small business owners and the small group health insurance
market. The following are a few highlights from our survey.

The cost of health insurance is the most critical issue facing
small business owners. It is the main reason owners do not offer
employer-sponsored health insurance and the main reason owners
discontinue providing the benefit. For those offering, many owners
annually confront the arduous task of adjusting profit expectations,
insurance plans, cost sharing, and other mechanisms to help ab-
sorb often erratic changes in total premium costs.

Unfortunately, the ACA does little to alleviate these problems 5
years into its implementation and, in most cases, contributes to the
ongoing frustration small employers face in offering health insur-
ance. The survey found that the ACA exacerbates market turmoil,
evidenced by the large numbers of policy cancellations, shifting re-
newal dates to obtain better rates, changes in employer cost shar-
ing, and adoption of different, although not necessarily more desir-
able, health insurance plans.

Small business owners have also encountered repeated delays
and confusion over major components of the law, including the
SHOP exchange marketplaces, the Small Business Health Care
Tax Credit, the employer mandate, and financial reimbursement
options. All of the above are generating an uncertain and costly en-
vironment for many small business owners navigating the health
insurance options for themselves and their employees.

Two of the ACA’s hallmark small business provisions, the SHOP
exchange marketplace and Small Business Health Care Tax Credit,
were established to provide cost relief and to offer a transparent,
competitive marketplace for employers purchasing in the small
group market. Unfortunately, both have provided little relief for
those offering, or an incentive to offer for those who do not. Cur-
rently, only a few States have fully operational SHOP exchange
marketplaces, and for those States that do, they are finding little
interest among small employers or their insurance agents. Small
employers typically find no reason to visit the websites. Just 13
percent of small employers visited HealthCare.gov to look for indi-
vidual insurance, 4 percent for business insurance, and 8 percent
for both.

The Small Business Health Care Tax Credit is a targeted ap-
proach to help curb health insurance costs for offering small em-
ployers and was intended to provide an incentive for those that do
not to start offering. However, the tax credit was largely ineffective
on both fronts, as its design is exceedingly restrictive, complicated,
and only offers temporary relief to a larger small business cost
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problem. The tax credit now serves as a windfall for the few who
qualify and take the time, or pay an accountant, to file for it.

While most small employers believe they are generally familiar
with the health care law, many are still discovering new ways in
which the laws impacts them. For instance, the law prohibits em-
ployers from reimbursing or otherwise providing financial support
to employees in order to help them pay for individually purchased
insurance plans. However, our survey found that about 18 percent
of small employers offered this benefit last year and are now in vio-
lation of the law. NFIB continues to receive calls from owners, gen-
erally after having talked to their CPA or insurance agent, con-
fused about the new rules prohibiting the practice and the substan-
tial harsh penalties.

In conclusion, the ACA’s potential benefits for small employers
have not materialized 5 years into enactment. Instead, the small
employer experience more often consists of increased levels of un-
certainty and frustration related to changes in the small group
health insurance market and rules associated with the employer
mandate.

Thank you for the opportunity to summarize the findings of our
survey. I look forward to answering any questions you may have.

The CHAIRMAN. Well, thank you.

[The prepared statement of Ms. Wade appears in the appendix.]

The CHAIRMAN. Dr. Blumenthal, we will take your testimony.

STATEMENT OF DAVID BLUMENTHAL, M.D., M.P.P.,
PRESIDENT, THE COMMONWEALTH FUND, NEW YORK, NY

Dr. BLUMENTHAL. Thank you, Chairman Hatch, Senator Wyden,
members of the committee, for this invitation to testify about the
Affordable Care Act at 5 years. My name is David Blumenthal. I
am president of The Commonwealth Fund, which is a nonpartisan
health care philanthropy. As you noted, Senator, I was a practicing
primary care physician for over 35 years.

The Commonwealth Fund and other sources demonstrate that
the Affordable Care Act is helping to reduce the number of Ameri-
cans who are uninsured and to improve access to health care. Cur-
rently, more than 25 million Americans are estimated to have
health insurance under provisions of the Affordable Care Act; 11.7
million have selected a plan through the insurance marketplaces;
an additional 10.8 million have enrolled in Medicaid or the Chil-
dren’s Health Insurance Program, or CHIP; and nearly 3 million
more young adults are now covered under their parents’ plans com-
pared to 2010.

As a result, the number of uninsured has fallen. This week, the
U.S. Department of Health and Human Services reported that 16.4
million previously uninsured people had gained coverage since the
law passed in 2010. Similar gains in coverage have been docu-
mented in a number of government and private-sector surveys.
Furthermore, the groups that historically have had the greatest dif-
ficulty getting access to insurance—young men and women and
adults with low or moderate incomes—have experienced among the
greatest gains in coverage.

To see how the newly insured are faring with their marketplace
coverage, The Commonwealth Fund conducted a survey of these
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adults in the second quarter of 2014. We found that three-quarters
of the newly insured were satisfied with their insurance; a majority
had already used their new plans to get health care, with most say-
ing they could not have afforded or accessed this care previously.
Most people who had tried to find a new doctor reported being able
to do so with relative ease. Among all working-age adults, the per-
centage reporting not being able to get needed care because of the
cost of care fell from 2012 to 2014, from 43 percent to 36 percent,
a decline of 14 million people nationwide.

Overall, health plans sold in the insurance marketplaces created
under the ACA appear to be relatively affordable. The majority of
consumers with marketplace coverage have reported it being “very”
or “somewhat easy” to pay their premiums. The Federal and State
insurance marketplaces have also turned out to be quite stable and
competitive. Nationwide, marketplace premiums did not increase at
all, on average, from 2014 to 2015. This is unprecedented, in light
of historical trends in the small group and private insurance mar-
ket. The number of insurance carriers participating in the market-
places also grew by 25 percent.

States have had considerable flexibility in implementing the Af-
fordable Care Act’s coverage reforms, and, as a result, the people
in different States have experienced the law very differently. The
most significant source of variation involves the decision to expand
eligibility for Medicaid. Twenty-two States have not yet expanded
Medicaid, though six of those are discussing ways to do so.

An unforeseen occurrence with implications for the Affordable
Care Act has been the slow-down in the rate of health care spend-
ing growth in recent years. Partly in response, the Congressional
Budget Office recently lowered its projections for the net Federal
cost of the Affordable Care Act coverage provisions by an additional
$142 billion over the period 2016 to 2026.

The 160 million people who have their coverage through an em-
ployer are also benefitting from new protections, like the ability to
stay on a parent’s health plan through age 25, or preventive care,
which is now covered without cost sharing.

It is important to remember that the Affordable Care Act is not
just about coverage, it is also about health system reform. The new
Center for Medicare and Medicaid Innovation, for example, has
launched an array of initiatives involving changes to health care
payments and organization that together reach thousands of hos-
pitals, tens of thousands of clinicians, and millions of patients
across all 50 States. These reforms are incremental so far. I actu-
ally disagree with Dr. Holtz-Eakin about their track record to date.
Most impressive to me is the fact that the number of hospital-
acquired conditions has dramatically fallen from 2010 to 2013. As
a clinician, I have seen people die from these. Seventeen thousand
fewer lives have been lost as a result of these initiatives, and $12
billion has been saved.

At the 5-year mark, there is strong evidence that the Affordable
Care Act has resulted in gains in coverage, affordability, and access
to health care services. It may also have created the foundation for
significant improvements in the way we deliver care and in the
quality of care that we provide.
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Taken together, a promising picture emerges. Five years, how-
ever, is a short time for a law of this comprehensiveness and im-
pact, and additional studies and evaluations will undoubtedly be
necessary to ascertain the full impact of the law over time.

Thank you, Mr. Chairman.

The CHAIRMAN. Well, thank you, Doctor.

[The prepared statement of Dr. Blumenthal appears in the ap-
pendix.]

The CHAIRMAN. Let me just ask this question to our panel about
an aspect of the ACA that concerns me greatly, and that is the
Consumer Oriented and Operated Plans, or CO-OPs, experiment.

Now, how does not setting premiums appropriately harm all con-
sumers in a market? In some States, do traditional health insurers
pay assessments that then fund paying the claims of the failed CO-
OP, so really all consumers in a market are impacted, not just
those in the failed CO-OP? Now, CO-OPs had a dismal track record
in 2014; nearly all had negative cash flow in the first three quar-
ters.

How likely is it that CO-OPs turn the corner and offer stable cov-
erage and repay their loans, and is there a need for higher scrutiny
and oversight of pricing and enrollment in CO-OPs to protect
Americans from losing their plans and taxpayer dollars? Was it ir-
responsible of OPM to certify some of the CO-OPs to sell multi-
State plan products?

Now, a recent S&P report found that net losses from the first
three quarters of 2014 ranged from $2.9 million to $39.8 million,
and the same report found the percentage of premiums that goes
toward paying medical claims was “hopelessly high” for several CO-

Ps.

With these alarming figures in mind, what steps should the
States and the Federal Government take to protect consumers as
we monitor the stability and viability of these CO-OPs? Now, that
is a lot of questions, but we will start with you, Dr. Holtz-Eakin,
and then move across the table.

Dr. HoLTZ-EAKIN. Well, as you said, Mr. Chairman, the track
record to date is quite poor. The CO-OPs are not successful in pric-
ing their products effectively, they are losing money, and in some
cases have gone bankrupt. That clearly spills over to everyone in
the marketplace, because other insurers will have to raise pre-
miums to cover the cost of those losses, whether it is through the
risk corridor program or through other State-based mechanisms.

To my eye, the CO-OPs have a bad set of incentives. It is gen-
erally bad incentive to operate with someone else’s money, and
these are funded by taxpayers and not by equity investors in these
programs. They have restrictions on their business models—the in-
ability to advertise, for example—pricing restrictions, and what
they do with their earnings.

They appear unable to effectively compete, so it seems to me that
the Congress faces a decision point where either they are modified
to be able to compete effectively, or it would be unwise to allow
them to use any more taxpayer dollars, because they are simply
not going to be able to succeed. I think that is really the juncture
at which we find ourselves.

The CHAIRMAN. All right.



11

Ms. Wade?

Ms. WADE. I will pass.

The CHAIRMAN. You will pass.

Doctor?

Dr. BLUMENTHAL. Mr. Chairman, the CO-OP is an experiment.
Often CO-OPs are the only insurance programs in the markets in
which they operate. Some have not done well; some have done bet-
ter. The CO-OPs are modeled on a very, very popular and success-
ful form of insurance, such as the Group Health Cooperative of
Puget Sound, in which consumers have a very important role in
governance. Some of these are among the most successful Medicare
Advantage plans that are celebrated, justifiably, by advocates of
Medicare Advantage.

When the health maintenance organizations that have now be-
come Medicare Advantage plans were founded, many of them start-
ed with government loans. These are in difficult markets often;
they are difficult to start. Not all of them will be successful. They
are an experiment. I think we will have to judge how well that ex-
periment plays out.

The CHAIRMAN. Well, thank you.

Ms. Wade, let me ask you a question. The provisions of Obama-
care targeted at providing cost relief to small employers are ineffec-
tive and too complicated, in my view. My question for you is wheth-
er premium costs have continued to rise for small businesses and,
if so, what actions they are taking to offset these increases in pre-
miums.

Ms. WADE. Certainly. So the cost of health insurance is the most
critical issue facing them in running their business, for providing
insurance for themselves and also offering it to their employees. In-
creases have continued even though the rate has slowed, but all
projections are that premium increases will start ramping up in the
future.

So this problem is still not being confronted in a large way that
helps benefit small business owners, and they take every measure
possible to try to absorb these costs, the number-one being lower
profits and lower earnings for themselves. That is their first line
of attack. Outside of that, it is rearranging the benefits that they
offer their employees in all different ways, whether it is cost shar-
ing, or deductibles, or benefits designed for their insurance pack-
age. So, those are the many ways that they try to deal with the
issue of increased cost.

The CHAIRMAN. My time is up.

Senator Wyden?

Senator WYDEN. Thank you, Mr. Chairman.

Mr. Chairman, we heard again this morning, as has often been
the case with critics of the Affordable Care Act, that in some way
Medicare Advantage has been endangered by the Affordable Care
Act. As someone who, like yourself, Mr. Chairman, is a very strong
supporter of Medicare Advantage—Oregon has the second-highest
percentage of Medicare Advantage in the country, and it is good
Medicare Advantage—the proposition that the Affordable Care Act
has in some way, I think the word was “endangered” Medicare Ad-
vantage, is just belied by the facts.
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According to the Centers for Medicare and Medicaid Services, in
September of 2014 they announced that between 2010 when the
ACA was enacted and 2015, enrollment in MA is expected to in-
crease 42 percent, and premiums will have decreased by 6 percent.
So there are clearly, colleagues, a lot of opportunities for, once
again, Democrats and Republicans to work together to build on
what is a very promising feature of American health care.

Chairman Hatch and I have been particularly interested in Medi-
care Advantage over the years, and I just wanted to set the record
straight on that particular point, given the fact that we have the
statistics from the Centers for Medicare and Medicaid Services.

Let me go to you, Dr. Blumenthal, with respect to how the health
care landscape would change if you just pulled the Affordable Care
Act out root and branch, I guess would be the characterization that
has been made.

What I feel is so important about the Affordable Care Act is that
before it, we essentially had a system that worked best for the
healthy and the wealthy. If you had a preexisting condition, for ex-
ample, you were sick, the system was pretty much dysfunctional.
You would go to bed at night knowing that you could be wiped out
when you got up.

Essentially, in the old days, if you were healthy, you did not have
a problem; if you were wealthy, you did not have a problem. But
if you were not healthy or wealthy and you had a preexisting condi-
tion, you were already sick, you were in trouble. So that changed.
I think that that is a huge, huge transformational feature of what
has happened.

But in your view, what else are the major parts of the health
care landscape that have changed? I will just throw one other one
out. I think that there has been a lot of innovation as a result of
the Affordable Care Act. Every day, I get a mailing from some ex-
citing group that is offering a service, like here is how you compare
various providers in your State and the like. But tell me what you
think are the most positive features of the health care landscape
now with this law.

Dr. BLUMENTHAL. Well, you have to come back to the point that
the law was about getting people insured, that insurance is a pub-
lic health intervention. Without insurance, people are less healthy,
they die younger, they find cancers at a later date, their cancers
are more likely to kill them. Insurance saves lives. I believe it is
saving lives right now.

So the most important thing is that 16.4 million people who are
newly insured as a result of the Affordable Care Act means people
alive tomorrow who would not have been otherwise. It also means
healthier children. Children are getting preventive services; they
are not being excluded from the accessibility of insurance as they
were before. They are getting oral and vision care which they were
not getting before. These are investments in our future as a coun-
try.

Our health care system is being made more innovative. Price-
waterhouseCoopers has estimated that 90 new small businesses
have started as a result of the Affordable Care Act.

Senator WYDEN. These are essentially digital health companies,
these 90 new businesses.
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Dr. BLUMENTHAL. Some of them are digital, some are just ori-
ented toward reducing health care costs, which is, of course, where
we want innovation to occur in our health care system. The new
Accountable Care Organizations that have been established under
the law have, by CMS estimates compared to control populations,
saved $700 million in the Medicare Shared Savings Program
version, and about $200 million in the Pioneer version of the Ac-
countable Care Organization.

Senator WYDEN. Let us do this, because my time is almost out.
I would find it very helpful if you could get us a list of the most
promising innovations that have taken place under the Affordable
Care Act. I have been particularly attracted to some of the new
models for oncology care, and I know you have had an interest in
that area as well. So, if you could get back to us with what you
think have been the most promising innovations since the law
passed, that would be helpful.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator Stabenow?

Senator STABENOW. Thank you very much, Mr. Chairman and
Mr. Ranking Member.

Well first, let me just start out and say that 16.4 million people
who have insurance today who did not before, I would suggest, is
a pretty big deal. I would suggest, for them and their families, they
would consider that a pretty big deal. Three million young adults
who have been able to stay on their parents’ insurance, I know that
has been a big deal in my family.

I have literally seen life-and-death issues come up where folks
are now healthy and doing well because of that, and 10.8 million
poor seniors, families, and children are able to be covered under
Medicaid and CHIP. So I think that is a pretty big deal. I also
think that the Kaiser Family Foundation saying that the average
employer-based family coverage increased just 3 percent in 2014,
which is tied for the lowest rate in the last 15 years—and we have
heard even beyond that—is also pretty significant.

I want to talk about the structure for a moment on the small
business side, because I am concerned about making sure things
work for small business. As one of the folks who worked very hard
to help author the small business tax credit, I would love to see
that become much more robust and do more to be able to help
small business.

But in Michigan, for years prior to the ACA, I heard over and
over again, we as small businesses want to pool our companies to-
gether so that we can get the same rate as General Motors. Usu-
ally in Michigan it is General Motors or Ford. We want to be able
to get the same rate. So they wanted to be able to pool their compa-
nies together to be able to get a better rate. Is that something that,
Ms. Wade, you still hear from businesses?

Ms. WADE. Certainly. And they are open to all sorts of options
in their ability to pool purchasing power and lower rates. The more
options they have in offering health insurance to their employees,
they find, the better. Currently being able to pool small employers
together, say, in the SHOP exchange—the small group market has
a number of cost increase limitations that they face in that market.
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So unfortunately, where they are able to find some of these bene-
fits, there are restrictions and limitations that limit their ability to
afford health insurance

Senator STABENOW. But you would agree that in order——

Ms. WADE. But that is certainly an option.

Senator STABENOW. Certainly, pooling competition—that is really
what the exchanges are for. So what we ought to be doing is work-
ing together to make sure that those work well, because that is
what creates leverage for small businesses. What creates leverage
for consumers is to go into an exchange where the insurance com-
panies are competing against each other to be able to lower rates,
and that is what we have in the Affordable Care Act, the ex-
changes.

That is exactly what I have been hearing about from small busi-
nesses for years: why do we not do this? It actually was a Repub-
lican idea in the beginning, when we really had hoped this would
get beyond partisanship, actually be something bipartisan rather
than partisan. We thought this would be a major way to get that
done by accepting a Republican idea of competition through ex-
changes. So I am very interested in seeing ways where we can
make sure that that works, for businesses to be able to do that.

I also want to just mention one thing—as I am getting ready to
go to the Budget Committee where we are debating the big picture
and the budget for the future—that it is very interesting that in
the House budget, as they look to restructure Medicare, they are
proposing to eliminate exchanges and competition for businesses
and consumers and create exchanges for Medicare.

This is the most interesting thing. It actually says in the budget,
“This system would set up a carefully monitored exchange for
Medicare plans.” So they want to Obamacare Medicare. So this is
a very interesting discussion.

I think what it points out is that we should just stop all the par-
tisanship and actually deal with the fact that Democrats get sick,
Republicans get sick, people who do not care about politics get sick.
This is about how we can create and continue to have a system
that lowers cost, increases quality, and makes sure that when
somebody gets sick, they have the health care they have been pay-
ing for all their lives, and that they can turn around and make
sure that they do not get dropped if, in fact, someone in the family
gets sick.

So I just have to say for the record, Mr. Chairman, I find it very
fascinating, as we go forward, that our House colleagues, who have
voted over 50 times to repeal health care exchanges and the Afford-
able Care Act, are now proposing the same system for Medicare.
It is going to be very interesting to see how that debate continues.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator.

Senator Roberts?

Senator ROBERTS. Well, thank you, Mr. Chairman. I want to as-
sure my distinguished friend and colleague from Oregon, who was
born in Wichita, KS but for some reason went to the land of Bea-
vers and Ducks when he could have been supporting Shockers and
Jayhawks and Wildcats—but I did not know that he was a Pan-
ther, a Gray Panther.
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Senator WYDEN. It is true.

Senator ROBERTS. I certainly do not want to do anything to anger
a Panther. That would be

Senator WYDEN. Oh, a big mistake.

Senator ROBERTS [continuing]. Bad news and a big mistake. I
hope that is not coming out of my time. I hope I am granted an-
other 30 seconds, Mr. Chairman. [Laughter.]

These are not well-worn talking points. These are egregious com-
plaints by my constituents, and they deserve an answer. I would
remind everybody the President told them this law would reduce
premiums for the typical family by $2,500. Jim from Overland
Park, KS now tells me his 2015 premium went up 21 percent. Wil-
liam from Olathe, his monthly premium more than doubled if he
wanted to keep his same plan, but as he says, “The devil was in
the details, as the deductible increased and virtually none of our
doctors was in the new network.”

Now April 15th is approaching. The confusion and frustration is
bubbling up again as folks prepare their taxes. Here is an example.
An independent contractor told our office that, due to an unex-
pected contract he received, his estimated income was off for last
year. As a result, all of the previous tax credit he received over the
course of the year is now taxable income. Instead of foregoing cov-
erage and paying a $700 penalty, he now owes the IRS $6,700. He
tells me he has since dropped his coverage. Those are not well-
worn talking points, those are real problems that constituents are
facing, regardless of whether it is my State or any other.

Dr. Holtz-Eakin, the administration announced this week—and
this was underscored by Dr. Blumenthal and by folks on the
panel—there are 16.4 million people who have gained coverage
since enactment of the law, but another survey that took into ac-
count insurance losses during some of those years had a much
lower estimate of 9.7 million.

How might the administration’s figures be off? Can you help us
drill down on the number? Are some of these folks technically new
enrollees only because their employers dropped coverage and they
moved to the exchange? Too many individuals were previously in-
sured, but, because of the rate increases, they are choosing to sim-
ply pay the penalty this year and forego coverage.

So who has dropped out of coverage? Who came in, with regards
to what you see?

Dr. HovL1z-EAKIN. There are lots of possibilities. The first and
foremost would be people who had policies which they could no
longer keep because of the law, so they lost that coverage and then
went into the exchanges to get new coverage. That is one possi-
bility.

The second is, as you mentioned, some people will simply forego
coverage because there is no effective enforcement of the individual
mandate, and they will pay a penalty if indeed they are found and
asked to pay a penalty. I am skeptical of the ability to do that in
the 2015 filing season.

Employers have incentives to drop coverage. The financial math
is that for basically any employee up to 300 percent of the Federal
poverty line, it is in the financial interest of both the employer and
the employee for that employee to get coverage in the exchanges.
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They can get coverage that is just as good or better than what the
employer was providing, and they can get a raise in the process,
and the employer can make a little money in the process. The bad
news is, that all ends up on the taxpayers’ dime. So, those incen-
tives will begin to play out as time goes on. There are a variety of
ways in which the sort of simple number of how many people buy
a policy misleads on the net increase in coverage.

Senator ROBERTS. I appreciate that.

Mr. Chairman, my main concern here, regardless of the exact
number of new folks with coverage, is whether these individuals
actually have access to care. Are their deductibles so high as to
prohibit them from actually seeking the care that they need? Are
there enough doctors in the networks, in particular in rural areas,
for them to be seen? The answer to that is “no.” We have some real
problems here. It is a bipartisan problem, and we need bipartisan
answers to those problems.

I appreciate your comments about home health care. We used to
have 424 outlets with regards to home health care providers in the
big region before we went to the bid basis. CMS sent out bids. It
was almost impossible for people to bid, but I will get past that.
We delayed that.

Then there were 20 bids that were accepted. They are in Kansas
City, they are in Wichita, they are in Topeka. They are not in
Sabetha, KS, or Holton, or whatever it was in the outlying areas
in Kansas in the northeastern part. I have asked repeatedly: there
were 424, 20 bids; what happened to the other 404 in regards to
home health care providers and durable medical equipment, et
cetera, et cetera? Exactly what you touched on: nobody knows and
nobody cares, and that is a problem.

Thank you.

The CHAIRMAN. Next, Senator Casey.

Senator CASEY. Mr. Chairman, thank you very much. I appre-
ciaﬁe the hearing that you and the ranking member have put to-
gether.

I wanted to focus, first and foremost, on children. We appreciate
all the testimony that has been provided by our witnesses. One of
the great bipartisan breakthroughs in the Congress—both the
chairman and ranking member were and have been great sup-
porters of the Children’s Health Insurance Program. Of course,
Medicaid plays a significant role as well in children’s health insur-
ance.

But all the while, we had these programs that provided health
care for children, and yet we had what I think was an abomination,
where you had children whose parents had health coverage for
them for years and they were paying their premiums, and yet, if
the c(}ilild had a preexisting condition, he or she might not be pro-
tected.

That abomination, that insult, is all but gone from our system,
but I would argue we should never, ever, ever allow that to come
back. Anyone proposing changes to the ACA, repealing the ACA, al-
tering it in any way, should make sure that that is a central plank,
because that was a moral failing, in my judgment.

So now we have the ACA in place, and coverage has been ex-
panded greatly. Dr. Blumenthal, I wanted to ask you about, first
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of all, the impact on something as fundamental as dental care for
children. We know that, according to one source, 15,000 children
are diagnosed with cancer each year, and their parents should not
have to worry about becoming uninsured because of any kind of ar-
bitrary limits on coverage. So with the ACA ban on lifetime limits,
that was the right thing to do. We also know that when parents
are insured, their children are more likely to be insured.

So, with all of that and more that we could say, what would be
the impact on children if the ACA did not exist, or maybe the bet-
ter question is, if the ACA were repealed?

Dr. BLUMENTHAL. Thank you, Senator, for that question. Well, as
you have pointed out, oral care is now a preventive benefit under
the Affordable Care Act. Children cannot be excluded from cov-
erage because of preexisting conditions. That is, if a child has can-
cer, they cannot be forbidden or denied coverage because they have
cancer.

The expansion of coverage to parents has an enormous benefit
for children, because families that are in bankruptcy because of the
expenses of a parent obviously affect the welfare of a child. We
know from our surveys that the numbers of families who are strug-
gling with medical debt has declined since the Affordable Care Act
was passed, for the first time since we have been tracking that
number for over 15 years.

The expansion of coverage for preventive services generally af-
fects children, so that is another benefit for them. Nine hundred
thousand children were in households that selected coverage, fam-
ily coverage, in 2014 to 2015 through the exchanges and the Afford-
able Care Act, so these are all ways in which the law has positively
affected children.

Senator CASEY. Doctor, I also wanted to ask about the uninsured
rate for young adults. I am looking at page 7 of your testimony.
You state there, “The uninsured rate for young adults ages 19 to
34 has declined sharply.” Can you tell us about that? That is part
of, I know, the survey result. But this would be for the 19- to 34-
year-olds.

Dr. BLUMENTHAL. Yes. The exact proportion of young adults with
and without insurance, I would have to get back to you on. There
is no question, though, that the combination of availability of cov-
erage under parents’ plans, the individual mandate, and the expan-
sion of Medicaid have dramatically reduced the numbers of young
adults in the United States who lack insurance.

One of the under-recognized facts around the Affordable Care Act
is that many young adults are eligible for Medicaid because they
have low incomes. It is actually the expansion of Medicaid, as much
as the availability of insurance through parents’ policies, that ac-
counts for the reduction in the numbers of uninsured young Ameri-
cans.

Senator CASEY. The one point that you made—I know we are low
on time, and I will come back to it later—looking towards the end
of your prepared testimony, about the health insurance market-
places, one of your headlines is “Health Insurance Marketplaces
Have Been Both Stable and Competitive.” Can you walk through
that? I know I am out of time, but I will not ask another question.
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Dr. BLUMENTHAL. Sure. Very simply, the rate of increase in indi-
vidual insurance policy premiums in the marketplaces was zero
over the last year. That is absolutely without precedent in the his-
tory of the individual insurance market.

More plans are entering the market to sell insurance in those
markets. The ease with which people were able to find insurance
in the marketplaces this year was quite remarkable. Despite the
failings in the first year of its launch, there were very few glitches
in this past year. So we have competition, more plans, reduced pre-
miums, and more people insured. I just do not see what is wrong
with that picture.

Senator CASEY. Thanks very much.

The CHAIRMAN. Senator Cornyn?

Senator CORNYN. Thank you, Mr. Chairman. Thank you for hav-
ing this hearing.

Unfortunately, I think people are becoming desensitized to the
rhetoric upon which Obamacare was sold to the American people.
I think as you go back and reconstruct it, virtually all of the prom-
ises that were made ended up not being true.

If you are looking to try to expand health coverage availability
to hardworking American families, the last thing that strikes me
you want to do is to increase the price by $3,500, which is what
happened under Obamacare because of the mandates. Premiums in
the individual market have gone up 49 percent; so, rather than
make health care more affordable and more accessible, we have
made it less affordable.

Indeed, Obamacare was sold, as I recall it, in part also based on
a concept of universal coverage, that everybody would be covered
by insurance—and indeed, approximately 35 million people still re-
main uncovered—then the administration touts the Medicaid ex-
pansion. I have to tell you that the studies I have seen on outcomes
for Medicaid are really no better. The medical outcomes are no bet-
ter than for people who do not have insurance at all. Indeed, as the
States have seen with the increasing costs of Medicaid to the
States, they have crowded out, in many instances, their ability to
fund other important State functions like education, law enforce-
ment, and the like.

So at this point, we are left with the States asking the Federal
Government’s permission for waivers so they can conduct some in-
novative experiments in how to provide lower-cost, better-access
coverage under Medicaid. But it strikes me as fundamentally
wrong that the States have to ask the Federal Government how
they can spend their money.

But, Dr. Holtz-Eakin, can you tell me—I still remember that
Senator Schumer from New York, after the election, gave a speech
at the National Press Club. He said he felt like this focus on the
Affordable Care Act was really a mistake and that our Democratic
friends paid for that at the polls on November 4th, and that really
what they should have focused on is middle-income families. But
would you speak to what the Affordable Care Act has done to me-
dian household income? Because it strikes me that it has made
things worse, not better.

Dr. HoLTZ-EAKIN. I would concur with Senator Schumer. I mean,
put the politics aside—that is his business. The Affordable Care
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Act is damaging for economic growth, and it was enacted at a time
when we had very poor growth in the United States to begin with.
Even since we started to create jobs, we have not seen those jobs
carry increases in real wages and the kinds of incomes that Ameri-
cans have expected, so the size of the pie just was not getting big-
ger, and this did nothing to help that. It, in fact, hurt it. And on
top of that, in my view, it increased the cost of health insurance,
one of the key things you want to use your income to cover. So it
really had a double whammy on the average American family.

Senator CORNYN. I know the Independent Payment Advisory
Board has been a feature that has caused bipartisan concern, and
that of course was this idea that Congress would be taken out of
the equation when it comes to actually determining what Medicare
would cover.

While the threshold has not been triggered yet for the invocation
of that authority, I am hopeful that we will be able to repeal that
either in conjunction with congressional response to King v. Bur-
well or in some other context.

But I might ask you, Ms. Wade. The idea that Obamacare did
something that only Obamacare could do, which is cover pre-
existing conditions and cover young adults under their family cov-
erage—the only way you could do that is by passing the 2,700-page
bill—is specious, it strikes me. But also, the fees on insurers are
sort of hidden taxes that are indeed passed on down to consumers,
and indeed this new health insurance tax is going to rise to more
than $14 billion by 2018.

Could you speak to how that tax affects consumers and small
businesses?

Ms. WADE. Absolutely. So the NFIB Research Foundation has
looked into the health insurance tax, and we have estimated that
the tax itself will reduce private-sector employment by between
152,000 to 286,000 employees, and 57 percent of those will be in
the small businesses. It will also reduce U.S. real output by 2023
by between $20 billion to $33 billion.

One of the major issues for small businesses regarding the health
insurance tax is that it affects the fully insured market, which is
the market where most small businesses purchase their health in-
surance. So they are the ones absorbing these costs, and, whether
it is the health insurance tax or other fees that affect the fully in-
sured or their marketplace, they are the ones absorbing these costs,
and they are unduly hit by increases, and they are the ones least
able to afford increased premium costs. That is their number-one
issue in health insurance.

Senator CORNYN. Mr. Chairman, if you would permit me, just a
quick anecdote. I remember, after the employer mandate was
passed, having a conversation at lunch with a friend of mine in San
Antonio, TX who runs an architecture firm. When he realized that
the employer mandate would kick in at a certain employment
threshold—I believe it is 50—he said what he would end up doing
is basically laying off his employees over that cap and then out-
sourcing the drawings that they depend on in their firm to other
firms not even in the United States. So this has had a pernicious
effect in so many different respects.

I appreciate your indulgence. Thank you.
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The CHAIRMAN. Thank you, Senator.

Senator Thune?

Senator THUNE. Thank you, Mr. Chairman. I appreciate you and
Senator Wyden having this hearing. Thanks to our panel for join-
ing us today.

The promises made during the lead-up to and passage of Obama-
care were that premiums were going to go down by $2,500. Since
2009, premiums for the average family have increased by nearly
$3,500, but we have supporters of the law who would argue that
these premiums actually are not going up, that they are the
same—that they were going to be the same as people’s cell phone
bills after this passed.

The other thing that gets lost in all this, in addition to the hike
in the premiums, is that the deductibles are pretty staggering. Ac-
cording to HealthPocket, in 2015 the deductible for an average fam-
ily with a Silver plan is $6,010. A family with a Bronze plan faces
a $10,545 deductible. So you have the premium issue.

Even if the argument is made—and it is, often, by some of our
colleagues who have supported the law—that premiums have not
gone up all that dramatically, when you promise a $2,500 reduction
and you see a $3,500 increase, that seems to me to be a pretty big
increase.

But I am curious, Dr. Holtz-Eakin. Would you define a health
plan with these types of deductibles as affordable to a middle-
income family in this country?

Dr. HovLtz-EAKIN. No. Clearly this has been a concern. As I men-
tioned in my opening remarks and in the testimony, the out-of-
pocket costs have been rising, whether it is the deductibles, the co-
pays, all the things that individuals are exposed to.

In the end, as insurers try to provide products and compete, they
are forced to do some things to try to control these things. Passing
these costs on to individuals is one; another is restricting the net-
works so that, once you pay that out-of-pocket cost, you are still not
seeing the provider of your choice. So, it has hit both aspects: the
affordability and the access to care.

Senator THUNE. And this whole issue of restricting networks
seems to be the other thing—that you have fewer and fewer
choices. You are collapsing your choices, you are paying more for
less, basically. But just in your experience, the folks who have had
their networks restricted or have fewer options available to them,
do you see, in the insurance industry generally, just a lot of plans,
a lot of companies, that have done this, that have gone and just
said, look, we cannot continue to offer any kind of an affordable
rate unless we have this dramatically smaller-sized network? Is
that something that is kind of pervasive throughout the industry?

Dr. HoLTZ-EAKIN. Yes. We have seen this in Medicaid, we have
seen it in the exchange plans. We saw it in Medicare Advantage,
where not only have roughly a quarter of the MA plans dis-
appeared since the cuts began, we have seen announcements of lay-
offs of doctors and others from the large MA providers. So, this is
something that is going on in the medical landscape.

Senator THUNE. Ms. Wade, I have a similar story. In South Da-
kota, we had a small business that contacted us and said that they
were trying to provide coverage to their employees and that in 2014
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their maximum out-of-pocket costs doubled. Their out-of-pocket cost
per employee now is well over $10,000 a year for family coverage.

So my assumption is, and your experience bears on this issue as
well, but I think you mentioned that, after 5 years, benefits for
small businesses have yet to materialize, and instead they are left
with more uncertainty.

How impactful—I would use the word devastating, I guess—has
this flawed law been on the sustainability of America’s small busi-
nesses and their ability to hire more people? I mean, we talk about
the impact on jobs. You would be someone who could speak specifi-
cally to your experience when it comes to the impact of the law on
job creation.

Ms. WADE. Sure. So increased costs in compensation, which in-
cludes wages and benefits, affect what the employer is able to pro-
vide based on their profits and how they are doing in sales and rev-
enues. So in the last 6 years through the recession, they have cer-
tainly struggled in keeping their doors open, first of all, but then
a}llso in retaining their most talented employees and things like
that.

But it is all based on the profitability of their company. That is
the bottom line for them. What they can provide after that is based
on the structure of their employees, their workforce, and also
whether they see predictable increases in revenues going forward.

So the uncertainty part of all this and the erratic changes in pre-
mium costs affect them in their willingness and ability to bet on
a long-term benefit for their employees, whom they certainly do not
take lightly, and it is very costly going forward. So, there is a lot
of hesitation still about the benefit.

Senator THUNE. So, higher premiums, higher deductibles, fewer
doctors and providers, and fewer jobs. That is, I think, the story
5 years later.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, sir.

Senator Grassley?

Senator GRASSLEY. Yes. I only have one issue to discuss, and I
want to do that with Ms. Wade. In your testimony, you point out
that small businesses have been caught off guard by a little-known
provision in Obamacare that essentially makes it illegal for people
you represent to pay for their employees’ health premiums on an
individual market. Small businesses who fail to recognize this
could face as much as a $100-per-day per-employee penalty simply
because they want to help their employee obtain health insurance.
This, of course, does not meet the common sense test.

In order to correct this, I have been working with Congressman
Boustany from the House on a legislative proposal to permit small
businesses to continue to reimburse their employees for health in-
surance premiums on a pre-tax basis. The reason I feel it is so im-
portant for Congress to address this issue is because of the stories
I have heard from small business owners in my own State.

So, two questions at the same time, but they are very much re-
lated. I would like to have you elaborate on what small businesses
from across the country are telling you about the damaging impact
of the rule on their businesses and employees, and could you also
speak to the transition relief that the Treasury announced in Feb-
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ruary and why addressing this issue legislatively remains impor-
tant to small businesses?

Ms. WADE. Absolutely. Thank you for the question. It is a fairly
large population of small business owners that are offering this
benefit. About 14 percent of those not offering provide financial
support for their employees to purchase individual insurance, and
also about 4 percent of those offering. Equally important are the
21 percent that we have found that are offering that are interested
in maybe looking at this as a way to help support some or all of
their employees in purchasing health insurance.

So it is affecting a great number of small employers. The main
reason they are finding out about this is talking to their insurance
agent or their CPA when it comes time for renewal, or if they are
shopping for a new plan. We have received a number of calls where
their CPA and their insurance agent are telling conflicting stories,
whether this is permissible or not permissible. So then they call us,
asking if we can help clarify.

So there is a lot of confusion, and one of our worries is that if
they are not talking to their CPA or their health insurance agent
or they are not finding out some other way, there is no way for
them to know that this is a prohibitive benefit for their employees,
and they will be stuck with the penalties this coming year.

The delay was helpful to a point, but not helpful in that this next
year we are still going to have a number of employers that are pro-
viding this benefit that do not know that they are not supposed to
otherwise. Then also there is the challenge of taking away a benefit
in the middle of the year. If their renewal date or their benefit re-
structuring plans are at the end of the year, they are stuck having
to deal with this from now until, I believe, June or July, whenever
the penalties kick in.

So it is a large population of employers that are in this mix of
providing this benefit, wanting to provide this benefit, and the frus-
tration of not knowing that this is not allowed anymore.

Senator GRASSLEY. So a legislative alternative is necessary?

Ms. WADE. We believe so, yes.

Senator GRASSLEY. Yes. Thank you, Mr. Chairman. Thank you,
Ms. Wade.

The CHAIRMAN. Thank you.

Senator Coats?

Senator COATS. Thank you, Mr. Chairman. This is an interesting
hearing here that we are having.

I just wanted to mention to my colleague Senator Wyden, who
I think legitimately gave some examples of people who have bene-
fitted from the program, that I have hundreds, if not thousands, of
letters in my office—and I have just a few of them here—from peo-
ple who have been disadvantaged under this program, who have
had their premiums increased up to 90 percent from what they
were before, their deductibles doubled to unaffordable levels.

They fall in that so-called gap of the working middle class. Many
have been decimated by this program, dropped from their
employer-covered plans, stunned by affordable plans they had been
paying for for 10, 15, 20 years suddenly being dropped because the
plan did not meet the mandated requirements of the ACA. So there
are two sides to this story. I know my colleague also indicated he
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is open and ready for a discussion on reforms for those things that
do not work.

As our first witness mentioned, there are a lot of things that are
not working well in this plan. Simply to tout some of the things
that do work, which we celebrate, has to be put in the context of
things that have just thrown a lot of people into a situation where
they are desperate in terms of getting the kind of insurance for
their family that they can afford. So that is one thing.

The question I want to put to our witnesses is this. Indiana has
received permission to put together a plan that is much more
consumer-oriented, much more feasible in terms of our State, which
does not have a State exchange. The statement that Doug Holtz-
Eakin made—yes, many people have flooded into Medicaid, but the
reforms have not been put into Medicaid, and that is a burden, a
continued burden now, on the Federal Government as well as the
State government.

But Indiana passed something called Healthy Indiana Plan 2.0.
Indiana Plan 1.0 was initiated by our former Governor, Mitch Dan-
iels, and 2.0 by our current Governor, which is an extension of that
plan. It incorporates a number of reforms in Medicaid. It preserves
incentives, but it has disincentives also. It is carrots and sticks for
people to put in place personal responsibility.

Advance-driven health care has been based primarily on a health
savings account type of plan and requires personal responsibility.
It aligns with the commercial health insurance market. It is going
to bring several hundred thousand, if not half a million, people into
the system. It is a model that I think a number of States that have
not signed up for the exchanges can take a look at.

I would just ask Dr. Holtz-Eakin if he is aware of that, and per-
haps Dr. Blumenthal also, or any of our panelists, if they have had
a chance to look at that. And is this a reform that potentially can
address some of these issues that are not being addressed currently
under the ACA?

Dr. HovLTZ-EAKIN. I am aware of it. We have seen, under Healthy
Indiana 1.0, tremendous success, in my view. I thought that was
an extremely successful public policy. I think 2.0 is very promising,
and we will watch it as it evolves to see if it continues to have the
characteristics of getting people access to care and controlling costs,
which 1.0 seems to have done very, very well. So I think the use
of the waiver to reform the Medicaid program is exactly the right
thing to do, and this is a promising innovation.

Dr. BLUMENTHAL. Senator, I do not know the precise details of
the latest Indiana plan. I would point out that it illustrates the
flexibility that States have, often overlooked under the Affordable
Care Act, to tailor programs to their own situations.

I also would point out that there is a great deal of change going
on within the Medicaid program under the auspices of the Afford-
able Care Act, some of it sponsored by the Center for Medicare and
Medicaid Innovation. In the State of New York, which is my place
of employment, the State has totally revamped its Medicaid deliv-
ery system under the flexibility that has been created by the Af-
fordable Care Act.
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So I think it is fair to say that the Affordable Care Act does open
opportunities for Medicaid reform at the delivery system level,
which is where everything needs to take place.

Senator COATS. Well, my time has expired. Mr. Chairman, let me
just say that, regarding flexibility, it took the State a year and a
half to get the Federal Government to respond to allow them to add
these changes and reforms to Medicaid, so flexibility is a word that
may not directly apply here.

But hopefully the plan will now be looked at and will be success-
ful, as Dr. Holtz-Eakin had said about the first iteration, and the
second iteration greatly expands that. Hopefully it can be a model
f(})lr other States and they will get the flexibility to be able to follow
that.

Mr. Chairman, thank you.

The CHAIRMAN. Thank you, Senator.

Senator Scott?

Senator SCOTT. Thank you, Mr. Chairman.

Dr. Holtz-Eakin, as we continue to discuss this 5th anniversary—
and certainly from my perspective, it has been a failure for the last
several years as an opportunity to provide affordable health care.
Frankly, having the government run a sixth of the economy and
take over the responsibilities of providing affordable and accessible
health care has been a complete failure, from my perspective.

Many of my constituents, who are some of the sickest Americans,
find themselves unable to afford the out-of-pocket expenses. Wheth-
er it is the maximum out-of-pocket, your deductibles, co-pays on
medicine, the fact of the matter is that the ability to afford seeing
a doctor, even if you have a card that says you have access, is be-
coming harder and harder for so many of my constituents.

It seems to me that Obamacare plans often leave individuals
with sticker shock and less access. I would appreciate your com-
ments and your thoughts on what should be next as we look at
ways to provide real access to health care. Mine would be, of
course, to look at a private-sector model that would work, as op-
posed to continuing down a path that seems to lead to limited ac-
cess, higher cost, higher deductibles, higher out-of-pocket ex-
penses—now for the next 3 years, 8.5-percent increases in pre-
miums.

Dr. HoLTZ-EAKIN. This is a real concern. We saw for years this
manifest itself in the Medicaid program, where access to providers
was quite limited. We are now seeing the exchange plans often rep-
licate the Medicaid limited network problems as a way to sort of
keep the premiums down, shifting to higher out-of-pocket costs. All
of these things are a deep concern.

In the end, they are rooted in the sort of regulatory inflexibility
for the kinds of insurance plans that could be offered—the rating
bands and other restrictions on the pricing of those plans. So the
way forward is to allow the private sector to innovate in the insur-
ance options, to bring back insurance that provides the benefits
that individuals value, not a one-size-fits-all benefit package but
one that tailors products to different points in the life cycle when
people have different insurance needs. Those things are missing
from the design in the Affordable Care Act.

Senator SCOTT. Yes, sir.
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Also, when you look at the recent studies that show that a major-
ity of individuals below 400 percent of the Federal poverty level do
not have sufficient assets to pay the extremely high deductibles of-
fered in Obamacare, a very similar question arises. It seems that
we are celebrating, or some are celebrating, the 5th anniversary
without truly appreciating the lack of access, specifically in rural
areas of my State where you have fewer health care providers. And
by most estimates, by the year, I think it is 2025, another 100,000
doctors will be out of the health care system because of the cost.

I take into consideration the fact that we siphoned off about $716
billion from Medicare. It seems to me, those seniors who are also
very sick, who also live in rural areas, will have even greater chal-
lenges, more hurdles to overcome, as we look for an affordable,
hopefully, replacement at some point in the future for Obamacare.

Dr. HoLTZ-EAKIN. As I mentioned earlier, I am concerned about
the future, about some key components of the Medicare program
where the cuts, I think, will impinge on access to care. Home
health is one. Medicare Advantage, I am also concerned about. De-
spite its current condition, the future does indeed look dangerous
to me.

There is a generic problem with access to care, and we need to
provide more flexible options to get people access to that care. That
will be true regardless of whether it is an exchange plan or a Med-
icaid plan. That is how it is going.

The last thing I will just point out that the low-income face
uniquely is, there is this phenomenon of people transitioning from
Medicaid eligibility into exchange eligibility. There is a high prob-
ability that a low-income family will do that in any given year, and
in fact a remarkably high probability that they might even go back.

That means every time you cross that line, you are changing
your insurance product, which means you are changing your pro-
viders, and your care is being disrupted. That has been a concern
since the beginning with the Affordable Care Act.

Senator SCOTT. Thank you. I think my last comment will be
more of a comment than a question. We have heard in recent days
that the cost of the ACA is going down to an estimate of about $1.2
trillion, with somewhere between 27 and 34 million Americans still
uninsured in the next 10 years. My thought is that we ought not
celebrate the reduction of a cost, because fewer people are actually
using it. Thank you.

Senator WYDEN [presiding]. Senator Heller is next.

Senator HELLER. Thank you very much. I also appreciate the
chairman and the ranking member bringing this issue in front of
us. I want to thank the witnesses. Thank you very much for taking
time, for being with us, and for making sure that we get answers
to our questions.

I want to talk, Doctor, a little bit about Medicaid expansion,
mostly because you brought that up in your earlier testimony. But
we have seen in the State of Nevada, actually, a doubling in the
Medicaid population. Here is the problem: we may have doubled
our Medicaid population, but we do not have a corresponding in-
crease in the number of Medicaid providers. I have serious con-
cerns about that. Hospitals are stressed.
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It is not just the State of Nevada. Obviously out west and across
this country, we are seeing some really stressed-out hospitals, and
they are asking, what is the difference? If you expand Medicaid but
you do not expand providers, you are going to end up in the hos-
pitals anyway, in the emergency rooms.

What has changed? What has changed from 5 years ago?

Dr. HoLTZ-EAKIN. The fundamental strategy in the Affordable
Care Act, with which I politely disagree, was to expand coverage
first and worry about providers, delivery system reform, and those
things second. The expansion of coverage gives people access to the
financial wherewithal to look for providers, but they are just not
there.

This concern was voiced from the very beginning of the debate
over what became the ACA, and it is now playing out in many
parts of the country. There are not the providers to deal with the
increasing number of Medicaid- and exchange-covered individuals.

Senator HELLER. Yes. We are seeing that from our medical hos-
pitals, that a number of our graduating students cannot find in-
ternships, cannot find temporary jobs at other hospitals. They have
to wait another year before they are accepted in these hospitals for
the work that they do in their training. It is becoming very, very
difficult.

I want to talk a moment about the tax season that is upon us
now. Many Americans who have already dealt with confusion re-
garding their health plans and potential increased costs are now
discovering a variety of surprises, as you are well-aware of, in the
filing of their taxes. There are new forms to fill out. Their refunds
are much lower than they expected.

The administration has also admitted that 800,000 incorrect
1095-A forms were sent out. There could be more from States that
have set up their own exchanges. The 50,000 people who have al-
ready filed do not have to amend their returns, but the 750,000
who have not may end up owing additional taxes and further de-
laying their returns.

I think this is adding insult to injury. It is often discussed how
the regulatory burdens of this law affected businesses, but what
kind of impact from these do you foresee for individual taxpayers
this year, and what do you see in the future?

Dr. HoLTz-EAKIN. The difficulties that individuals will face this
year, in the tax filing season, are hardly a surprise. This was ut-
terly predicted and, indeed, in testimony I gave to the House Ways
and Means Committee, it basically said, this is coming, get ready.
I can share this with anyone who wants it. This is the design of
the subsidy verification system. This is what it takes to get the
subsidy right.

There is no way this is going to happen in a world where the em-
ployer mandate is not being enforced, so the information that
comes with it is not going to be available. This is a dream, not a
way to check on actual subsidies. This year we will see lots and lots
and lots of problems. I think the larger concern is, I do not think
this can ever be implemented successfully.

As I mentioned earlier, the Earned Income Tax Credit, which is
simpler by far, has an error rate of 21 percent. I do not see how
this ever comes even close to 21 percent, because it is just too com-
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plicated. Every year then, those who are in the subsidy system are
going to find themselves in a tax nightmare.

Senator HELLER. Yes.

Mr. Chairman, thank you. No further questions.

Senator WYDEN. Senator Carper is next.

Senator CARPER. Thanks so much.

To each of you, welcome. It is nice to see you, Doug. It is a good
thing we do not have to pay for every time you testify. We would
be running up the national deficit even more than it is. It is way
nice to see you.

Dr. Blumenthal, it is nice to know that one of the Blumenthal
boys turned out well. [Laughter.] For those of you who do not
know, he has a brother who serves here with Senator Casey, Sen-
ator Wyden, Senator Heller, and I, and actually does a great job.
I wish we could get him to swim more, wish he was in better
shape. Actually, he is a great swimmer.

We have around here, on Wednesday morning, a prayer break-
fast, and on Thursday we have a Bible study group for about six
or seven of us who need the most help. We meet with the Senate
chaplain. Oftentimes the Senate chaplain reminds us of the moral
obligation that we have to the least of these in our society, and he
will sometimes remind us of Matthew 25 and the words you prob-
ably have all heard before: “When I was hungry, did you feed me?
When I was naked, did you clothe me? When I was thirsty, did you
give me to drink? When I was sick and in prison, did you come to
visit me?”

It does not say anything like, “When I did not have any health
care coverage, when I could not get any health care coverage, when
I could not afford any kind of health care coverage, did you do any-
thing about it?” But I think the message is the same. We have a
moral obligation to the least of these in our society, not just to peo-
ple who are homeless or people who do not have anything to eat,
but really people who do not have access to decent health care.

For years we talked about trying to meet that moral obligation,
and failed miserably. I was a fairly new member on this committee.
Senator Wyden was a grizzled veteran, but I was a fairly new
member when an effort was begun, under the leadership of Max
Baucus—who is as good as anybody I have ever known at reaching
across the aisle—a negotiation with three Democrats and three Re-
publicans that lasted for months to try to find common ground, and
failed.

I am not a very partisan guy, as my colleagues will tell you, but
I think they failed, not for the best of reasons. We ended up as
Democrats drawing up and pretty much writing the bill ourselves.
To our shame, we stole two good Republican ideas and included
them in the bill.

One of those was the idea that we should create these large pur-
chasing pools in order to try to bring down and make more afford-
able the cost of health care, and the other was—some guy up in
Massachusetts, I think he had been Governor, had an idea about
an individual mandate in order to make sure we did not end up
with insurance pools with just the lame, the halt, and the blind,
but we actually had some young, healthy people in there. So we
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stuck those two Republican ideas in, and actually they are two of
the main pillars of our bill.

When I listened to the comments of some of my colleagues here
on the floor, over in the House, people just seem to forget that we
had, and we still have, a huge problem in our country. We have
a moral obligation to meet the challenge, and we have a fiscal obli-
gation to try to do it, to meet that moral responsibility in a fiscally
responsible way.

That is a long run-up to my question, but here is my question:
I hope we are not going to just throw the baby out with the bath
water here. I hope we will find a way to make this baby a lot
healthier, and you have given us some ideas today.

Let me just ask this and start with you, Dr. Blumenthal. Where
do you think the three of you agree on some logical steps where we
sort of get this venom out of our system, some logical steps that
we can take to improve access further and maybe actually make
some progress on the cost side?

Dr. BLUMENTHAL. Well, Senator

Senator CARPER. Where do you think you all agree? A couple of
good ones.

Dr. BLUMENTHAL. Well, we have not had a chance to put our
heads together. If you all took 3 or 4 months and were not able to
come to agreement, I am not sure that we would take a lot longer
or shorter.

Senator CARPER. I am not so sure that all six were trying.
[Laughter.]

Dr. BLUMENTHAL. But I would be glad to caucus with my col-
leagues here and see if we could come up with something. I would
not have the temerity to suggest what it was ahead of time. I have
some ideas about ways in which the law could be made better, but
I am not at all sure that they would be ways that my colleagues
here would agree with.

I would say in general that I personally agree that the law was
created with some haste with an unusual process and did not have
the chance to get the kind of vetting that laws ought to get. That
was unfortunate. It can certainly be improved. The Commonwealth
Fund welcomes any opportunity to work on ways to improve it. It
does need to be improved.

The health system of our country is as large as most independent
nations. The GDP of our health care system, were it an isolated
country, would be the fifth largest in the world. To expect that any
single piece of legislation will fix all of its problems in 5 years or
10 years is unrealistic. The Medicare program was not the Medi-
care program we know now. When it was passed it needed lots of
improvement over time. It got it. It is now incredibly popular and,
despite its problems, remains popular.

Senator CARPER. Excuse me. My time has expired. The chairman
has been very patient with me. I am going to ask you just to hold
it right there. I am going to ask you, for the record, to give me an
idea or two you think the three of you might actually agree on
going forward. But thanks so much. Sorry to have to interrupt you.

Ms. Wade, same question. Where do you think the three of you
might agree on some common-sense changes, some practical, rea-
sonable improvements?
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Ms. WADE. Improvements for small employers with the law
would be lifting the taxes, fees, and paperwork burdens, all the in-
creased cost components for them providing insurance for them-
selves, but also offering it for their employees, and also not locking
more employers into the employer-sponsored system through the
employer mandate.

Business owners, businesses, are varied, with different workforce
compositions, profits, and things like that. Forcing more of them
into this structure of offering health insurance certainly restricts
their ability to grow and improve their business.

But also, in the small group insurance market where they pur-
chase insurance, for those under 50 employees, lifting some of the
costs and restrictions on that pool makes sense, because now there
is even a further divide between those that purchase in the small
group market and those that purchase in the large group market.
The small group market is just becoming more restrictive and cost-
ly for small employers to purchase insurance.

Senator CARPER. All right. Thank you.

Could we get maybe 60 seconds from Doug? Doug, please.

Dr. HoLTZ-EAKIN. Thank you, Senator. First of all, I want to echo
what you said about our moral obligations. My concern has always
been that, in meeting those, we are not meeting a comparable test
for the next generation and are leaving behind too large a fiscal
burden for them in an economy not performing as well. Meeting
flhe first obligation while not failing on the second is really the goal

ere.

The second thing I would say is, on the exchanges, we needed,
and still need, better competition in insurance markets. No one
should be confused about the quality of the competition in insur-
ance markets circa 2009-2010. I think that would be on the list of
things we can continue to do better on.

Senator CARPER. All right.

Dr. HoLTZ-EAKIN. I do not think we are there yet. The third
thing I would mention would be Medicare. Medicare needs reforms
on behalf of its beneficiaries who are often not receiving the care
that they deserve, and again to meet the fiscal sustainability issue.
And Medicare reform, in my view, is the first step in delivery sys-
tem reform.

I would encourage the committee to focus on Medicare reform
going forward. One of the unfortunate side effects of the ACA is,
because it used Medicare as a pay-for and it used Medicaid as an
expansion, it froze real progress in those two entitlement programs
that need reforms, because touching them meant touching the
ACA, and we know how that has played out.

The last thing I would say is, on the nuts and bolts, this com-
mittee could do a lot of improvement. Take the health insurance
tax. I understand the need for revenue, but that tax is a disgrace.
It makes no sense from a tax policy point of view to say, we are
going to take $8 billion, rising to $14 billion, from an industry re-
gardless of the economic circumstances in which they find them-
selves, and in the process of doing so discriminate between those
who are liable for the corporation income tax, those who are not
liable for the corporation tax, and those who happen to have a
product line that focuses on seniors and low-income people. That
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violates all the rules of good tax policy that say you should not
drive the market with the tax decisions. That tax is horrible. So,
get the money if you must, but get it in a way that makes sense.

Senator CARPER. Thank you all.

Thanks, Mr. Chairman. Thanks for your patience.

Senator WYDEN. Thank you very much.

At this point, Chairman Hatch has many obligations, so I think,
by unanimous consent, I would like to put his closing statement in
the record.

I am going to ask one additional question, and then I know Sen-
ator Casey has one additional question. I think it is our under-
standing from Chairman Hatch’s folks and our folks that we will
let Senator Casey wrap up after one additional question from me.

Dr. Blumenthal, a question with respect to what has happened
in States that have had the Medicaid expansion and the States
that have not. This is for you, Dr. Blumenthal. We know that when
patients come to the hospital emergency room, there is a Federal
law that hospitals must treat them whether or not they are able
to pay. We also know that paying for their care has to come from
somewhere. There are no free goods and services anywhere in the
American economy.

Now, it is my understanding that, in 2014, States that expanded
Medicaid saved an estimated $5.7 billion. I am curious and genu-
inely do not know the answer. Is it your sense that, in those States,
there may be less cost shifting going on with hospitals and other
providers?

Dr. BLUMENTHAL. Senator, while I cannot give you a number, I
am quite sure that that is the case. I know that safety-net institu-
tions, those that see disproportionate numbers of previously unin-
sured and Medicaid patients, are doing better and are feeling the
positive effects.

I know that uncompensated care is going down in States that
have expanded Medicaid. That puts less pressure on those institu-
tions to raise their private insurance fees and makes it possible for
them to see those less well-endowed, less well-protected patients.

So Medicaid expansions, as has been well documented, are worth
tens of billions of dollars to the economies of States that expand,
and also tens of billions of dollars to the health systems, including
to community health centers and Federally Qualified Health Cen-
ters.

Senator WYDEN. How about the States that have not expanded
Medicaid?

Dr. BLUMENTHAL. We know that they have had the least reduc-
tions, the lowest reductions, in rates of uninsurance. So Medicaid
has been an important part of the reductions in uninsurance and
a benefit for their young, poor, and ethnic minorities.

Senator WYDEN. All right. I am going to have to leave. I just
want to say in wrapping up, before I turn it over to Senator Casey,
from my vantage point I have worked with all three of you and
have appreciated the candor, the scholarship. Obviously we have
some differences of opinion. But I continue to believe there is an
opportunity for some bipartisanship here and some reforms that
can bring people together.
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We are going to spend $2.9 trillion, apparently, this year on
health care in our country. Structurally there is no challenge. I
have outlined, a number of colleagues have outlined, what I think
are benefits. I have tried to highlight some of the examples where
I think there is common ground, like Medicare Advantage. Chair-
man Hatch is not here, but he has been a very outspoken pro-
ponent of that, as have 1.

So there are opportunities for us to build on, and I think that is
what Senator Carper was driving at. I think we build by going for-
ward, as I say, not going back to the days, for example, when in-
surers could clobber the people with a preexisting condition.

So I very much look forward to working with all three of you. We
have relied on your input and ideas in the past, and we are going
to continue to do it.

Senator Casey, you may proceed and close the hearing for the Fi-
nance Committee.

Senator CASEY [presiding]. I want to thank the ranking member,
and, as he leaves, I will have one question. But just for the record,
there are a lot of arguments, predictions and arguments, made
about the impact of the ACA on the economy. Some of the num-
bers, I think, belie that. In the 5 years since enactment, 12 million
jobs created in that period, 60 consecutive months of private-sector
job growth. The unemployment rate went from 10 percent to 5.5.
So, I think those arguments—and of course the coverage now is
16.4 million people.

Dr. Blumenthal, I just have one question I meant to get in be-
fore. On page 15 of your testimony—a lot of your work in The Com-
monwealth Fund is on surveys. I think they are relevant here. This
is simply an analysis of public policy. Part of what we are trying
to do is ascertain the feeling or the attitude that people have about
the ACA.

You talk on page 15—and you have a footnote with it—about
how 61 percent of adults with marketplace coverage report that it
has been “very” or “somewhat easy” to pay their premiums. So if
you could just comment on that and how you arrived at that.

1]()11'. BLUMENTHAL. Well, we asked them, and that is what they
told us.

Senator CASEY. And that is a 2014 survey?

Dr. BLUMENTHAL. That is right. So the data that we quote in our
testimony is data derived either from our surveys or from surveys
done by other credible organizations like the National Center for
Health Statistics, the Urban Institute, or Gallup.

Senator CASEY. Thanks very much.

Mr. Chairman, thank you.

The CHAIRMAN. Thank you, Senator. We appreciate it.

Let me just ask one more question of Dr. Holtz-Eakin. You re-
cently put out an analysis on the House SGR bill that is currently
being drafted. I am especially interested in the inclusion of the two
structural entitlement reform proposals, means-testing and Med-
igap reform, that are being included in the bill. Tell us what the
long-term impact of these policies will be on Medicare solvency.

Dr. HoLTZ-EAKIN. So my analysis was prompted by the fact that
the reports were that the proposed legislation would not pay for
$140 billion of the cost of the SGR repeal. I, at first blush, found
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that unappealing. We have serious fiscal problems, and everything
should be paid for.

But there are these structural reforms, and so I just asked the
question, well, if we extend the analysis from 10 years to the sec-
ond 10 years, what are the potential savings from structural re-
forms in Medicare and would that compensate for the $140 billion
that was not paid for up front?

The answer is, there are substantial savings—$230 billion—more
than enough to compensate, with interest, for not paying the $140
billion. As usual, providing people good price signals with both pre-
miums and with deductibles gives you changes in behavior, and
that is at the heart of those analyses.

The CHAIRMAN. Well, I am glad to have that.

I want to address something that Ranking Member Wyden men-
tioned earlier on Medicare Advantage. Obamacare did cut hun-
dreds of millions of dollars from the Medicare Advantage program.
CMS actuaries warned at the time that cuts could cause up to 7
million of the nearly 16 million seniors in Medicare Advantage to
lose their plans by 2017. Many of those cuts have been masked by
administrative actions that have not yet gone into effect, including
new taxes on health insurance plans.

I remain concerned about the future of the popular Medicare Ad-
vantage program as the Obamacare cuts continue to be imple-
mented. So I look forward to continued work with the ranking
member to protect Medicare choices for our seniors, and I want to
especially express my gratitude to the three of you for appearing
here today and helping us to understand this better.

I think, Doctor, I personally believe, that we can do much better
than the Affordable Care Act. A lot of it has not triggered yet, and
a lot of the cost. I think it is going to be an awful mess as the fu-
ture goes on. Your goal, and mine too, is to make sure we take care
of everybody in this country and do a good job in doing so. The
problem is, the Affordable Care Act has been seriously flawed from
the beginning. I have criticized it over the years.

As someone who has passed probably more health care bills than
anybody in the Congress, I have to say that I am very concerned
about it. Yes, there are some good things about it, but there are
an awful lot of bad things.

Let me just thank you witnesses for being here today. I also
want to thank all of the Senators who participated. This has been
a fairly robust discussion, and I appreciate everyone’s participation.

Senator Menendez, do you want to ask some more questions?

Senator MENENDEZ. I do, Mr. Chairman.

The CHAIRMAN. Then we will turn to you. I was going to shut
this place down here.

Senator MENENDEZ. I have been here three times, Mr. Chairman.
Unfortunately, it did not work out in the order, but I appreciate
your forbearance.

The CHAIRMAN. Glad to do it.

Senator MENENDEZ. Let me say that I guess that one can look
at a painting and see it in many different ways. However, I think
the facts, as they relate to the Affordable Care Act, are beyond the
beauty in the eye of the beholder.
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For me, I see it extending coverage to more than 60 million
Americans, many Hispanic Americans who have seen among the
largest increase in insurance coverage when they were one of the
largest groups that was uninsured. It now guarantees that nearly
130 million Americans can no longer be denied coverage because of
a preexisting condition, which, prior to the Affordable Care Act,
meant insurance companies could deny coverage to a woman who
had a C-section or a child with allergies.

It sharply reduced the cost of prescription medications under
Part D, saving seniors $11.5 billion while keeping premiums flat.
It has improved the quality of coverage, so that when an unfortu-
nate diagnosis occurs, families will know that their insurance has
the coverage they need and that they cannot be dropped from cov-
erage entirely because they need care. So I look at some of the
statements that have been made, and I guess, again, there is a dif-
ferent way to look at it. I hear the question of, well, higher de-
ductibles.

Dr. Blumenthal, is it not true that there are no annual or life-
time limits and new annual out-of-pocket limits? As I understand
it, beginning in 2014, the law banned annual limits on coverage in
new health care plans, extending the protection to millions. As well
as that, additionally, most insurers must place a hard limit on en-
rollees’ annual out-of-pocket spending for essential health benefits,
providing protection against catastrophic costs.

Dr. BLUMENTHAL. You are correct, Senator. There are now limits
on the deniability of coverage, with guaranteed renewability, and
you can no longer set lifetime limits on benefits.

Senator MENENDEZ. Now, the next thing I have heard consist-
ently is “more limited benefits,” which I really find difficult to un-
derstand. As I understand it, the Affordable Care Act ultimately—
health care plans cover proven preventative services, which has re-
sulted in more than 76 million Americans gaining coverage of pre-
ventative benefits with no cost sharing or deductible. Is that a fair
statement?

Dr. BLUMENTHAL. That is correct.

Senator MENENDEZ. And then I hear “fewer doctors.” Under the
health care law, for the first time insurers are required to cover a
range of doctors, specialists, and community providers and meet
minimum network adequacy standards. It seems to me that that
gives consumers the opportunity, the tools, and the information to
shop for a plan that meets their needs, and it ensures families do
not face higher cost sharing if they have to go to an out-of-network
emergency room. Is that a fair statement?

Dr. BLUMENTHAL. That is correct.

Senator MENENDEZ. Now, let me talk about what the plan has
not caused, which I heard when we were passing the Affordable
Care Act. It has not caused an economic catastrophe. In fact, in the
last 5 years, the U.S. has seen the longest stretch in job growth
ﬁV?F, adding 12 million jobs, cutting the unemployment rate in

alf.

It has not led to the creation of what some have called a part-
time economy, since more than 90 percent of that record-breaking
job creation has been full-time jobs. It has not led to massive in-
creases in health spending or premiums, but rather it slowed the
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growth in health costs to the lowest level in half a century, resulted
in below-predicted premiums for private-market insurance plans,
and led to historically low increases in employer-sponsored health
premiums.

It has not—I repeat, not, and this is particularly important as we
go into the budget debates we are going to have, Mr. Chairman—
added to the deficit. In fact, the Congressional Budget Office has,
on every occasion, stated that the Affordable Care Act reduces the
budget deficit in both the near and long term.

So, while my friends on the other side of the aisle might not
want to recognize this fact, the budget proposal they released just
yesterday admits it, because it explicitly prohibits raising a budget
point of order against adding to the country’s long-term deficit that
would be caused by repealing the Affordable Care Act. To top
things off, their budget continues to count the billions of dollars in
revenue generated by the Affordable Care Act in the budget’s base-
line, despite having repealed the ACA and all of the policies that
generate the revenue it contains.

So, you cannot have it both ways. You cannot have all the bene-
fits under the law and account for all the revenue under the law
and then say it should just be repealed. That does not work, and
that is not even realistic. I think the American public gets that.

Thank you, Mr. Chairman, for the opportunity.

The CHAIRMAN. Thank you.

Well, we have come to the end of this particular hearing. I would
just like to ask one more question. Dr. Holtz-Eakin, you have heard
Senator Menendez. Do you have any differences of opinion with
what he just said about how we are actually saving money?

Dr. HoLTz-EAKIN. I would disagree, politely, with the reading of
the economic history and the performance of the U.S. economy over
the past 5 years. It is true that the labor market has generated
jobs, but it has not generated income. The vast majority of Ameri-
cans had a job, but they are not getting a raise, and I think that
is due, in part, to the $40 billion a year in regulatory burdens
placed on small businesses and others, the tax increases. I do not
believe that this adds up budgetarily.

It was passed with the use of a lot of front-loading of revenues,
back-loading of spending. That bill will come due, and it will be
placed unfairly on the next generation in a way that I have never
approved of. So, in a variety of ways, I disagree with the reading
of the record on the economy and the budget. The Affordable Care
Act has had a big impact.

The CHAIRMAN. Do you expect them to ever get the total spend-
ing under control if we cannot find some way of changing Obama-
care?

Dr. HoLTZ-EAKIN. I do not. Many advocates for the Affordable
Care Act trace the recent slow-down in the pace of national health
expenditure to the Affordable Care Act, and I do not think that is
a fair reading of the record.

Two things about that. Number one, it started before the ACA
was passed. It is not related to the ACA. The second, there is a lot
of talk about how medical inflation is lower than it has ever been.
But the reality is, we are in a low-inflation environment. The over-
all inflation rate is something like 1.3 percent.
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If you look at medical inflation relative to overall inflation, there
is nothing special about the post-ACA period. What we have really
seen is people not utilizing as much, and that is probably because
of the recession. It may not even be desirable health policy if people
are not utilizing things they should be, and I have a far less san-
guine reading of that record than many.

The CHAIRMAN. Some have said that Obamacare is going to go
up in price 8 percent for each of the next 3 years. Do you agree
with that?

Dr. HoLTZ-EAKIN. I do not know the exact figure off the top of
my head, but that is consistent with the projections we have seen
in the past.

The CHAIRMAN. Well, it does not sound to me like it is saving
money if it is going to do that. My contention is, we can do much
better than this and give people better opportunities for health care
than what they get under Obamacare. It is always a very difficult
issue.

I have worked on health care matters every year since I have
been in the Senate, but I have to say that I think, if we cannot re-
form Obamacare or replace it with something better, we are going
to wind up with a terrible, costly mess on our hands that is going
to eat up everything else in the budget. Am I that far off-base?

Dr. HoLTZ-EAKIN. Well, it might be Obamacare and Medicare,
sir, but both are a problem.

The CHAIRMAN. Well, yes. I am concerned about it. I want the
American people to have the best health care we can give them,
but I also want to have us live within our means too, which is a
crucial aspect of all of our lives, it seems to me.

I have appreciated each of you three here today and have appre-
ciated my colleagues taking this much interest in this. So with
that, we are going to keep the record open, and any questions for
the record should be submitted by no later than Thursday, March
26th. We will just adjourn this hearing for now.

Thank you so much for being here.

[Whereupon, at 11:27 a.m., the hearing was concluded.]
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EXECUTIVE SUMMARY

Thank you, Chairman Hatch, Senator Wyden, and members of the Committee, for
this invitation to testify on the Affordable Care Act at 5 years. Research from The
Commonwealth Fund and other sources demonstrate that the Affordable Care Act
is helping to reduce the number of Americans who are uninsured and improving ac-
cess to health care.

Currently, more than 25 million people are estimated to have health insurance
under the provisions of the ACA. About 11.7 million have selected a plan through
the insurance marketplaces—8.8 million through the federal website HealthCare.gov
and 2.8 million through state-based marketplaces. An additional 10.8 million have
enrolled in Medicaid or the Children’s Health Insurance Program, or CHIP. Finally,
nearly 3 million more young adults are covered under their parent’s plan compared
to 2010.

As a result, the number of uninsured adults has fallen. This week, the U.S. De-
partment of Health and Human Services reported that 16.4 million previously unin-
sured people had gained coverage since the law passed in 2010. Similar gains in cov-
erage have been documented in a number of government and private-sector surveys.
Furthermore, groups that historically have been most likely to lack insurance—
young men and women, and adults with low or moderate incomes—have experi-
enced among the greatest gains in coverage. These gains have occurred across racial
and ethnic groups.

To see how the newly insured are faring with their marketplace or Medicaid cov-
erage, The Commonwealth Fund conducted a survey of these adults in the second
quarter of 2014. We found that three-quarters of the newly insured were satisfied
with their insurance. A majority had already used their new plans to get health
care, with most saying they could not have afforded or accessed this care previously.
Most people who had tried to find a new doctor reported being able to do so with
relative ease; they also were able to get appointments within timeframes similar to
those reported by the general population of adults in prior surveys.

Other indicators demonstrate that improvements in insurance coverage have
helped remove cost barriers to care. Among all working-age adults, the percentage
reporting not being able to get needed care because of the cost fell between 2012
and 2014, from 43 percent to 36 percent—a decline of 14 million people. Similarly,
better insurance coverage has meant fewer Americans experiencing financial dif-
ficulties related to health care. The number of adults who had problems paying their
medical bills, or were paying off medical debt, declined from 75 million to 64 million
between 2012 and 2014. This is the first time these numbers have declined since
The Commonwealth Fund began asking these questions, with the changes likely re-
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flecting improvements in coverage and in the economy. However, rates for these
problems remain high, particularly for low-income adults.

Overall, health plans sold in the insurance marketplaces created under the ACA
appear to be relatively affordable. A majority of consumers with marketplace cov-
erage has reported it being very or somewhat easy to pay their premiums. This has
especially been true for those with low incomes who are benefitting from the ACA’s
insurance subsidies.

The federal and state insurance marketplaces have also turned out to be quite
stable and competitive. Nationwide, marketplace premiums did not increase at all,
on average, from 2014 to 2015. This is unprecedented in light of historical trends
in the individual and employer-based health insurance markets. The number of in-
surance carriers participating in the marketplaces also grew by 25 percent. How-
ever, these trends varied substantially by state: 14 states saw average premiums
decline, while 10 states and the District of Columbia saw double-digit increases.

States have had considerable flexibility in implementing the ACA’s coverage re-
forms. As a result, consumers, insurers, and providers are experiencing the reforms
somewhat differently from state to state. The most significant source of variation
involves the decision to expand eligibility for Medicaid. So far, 22 states and the
District of Columbia have expanded Medicaid under the law’s provisions, and six
states have received approval to expand Medicaid eligibility in a somewhat different
fashion. Twenty-two states have not yet expanded Medicaid, though six of those are
discussing ways to do so.

The impact of these decisions is clear. As several surveys have shown, uninsured
rates are falling to the lowest levels in those states that have expanded Medicaid
eligibility. Because state flexibility in whether to expand Medicaid stems from the
2012 Supreme Court decision, it was unforeseen by the drafters of the ACA.

Another unforeseen occurrence with implications for the ACA has been the slow-
down in the rate of health care spending growth in recent years. This slowdown has
been observed across the board, in public programs as well as private insurance.
Partly in response, the Congressional Budget Office recently lowered its projections
for the net federal costs of the ACA’s coverage provisions by an additional $142 bil-
lion over the period 2016 to 2026. The CBO’s most recent report also notes that,
between 2015 and 2019, these federal costs will be 29 percent lower than the agency
originally projected in 2010. While a number of factors have contributed to these
downward revisions, slower cost growth has been one important contributor.

The 160 million people who have their coverage through an employer are also
benefitting from new protections, like the ability to stay on a parent’s health plan
through age 25, and preventive care coverage without cost-sharing. Even with these
changes, premium growth in employer-based health plans has slowed in the major-
ity of states since 2010, when the provisions went into effect.

The CBO projects the law will have only minor effects on the labor force, driven
almost entirely by workers’ voluntary choices. For example, people who had been
locked into their jobs because of the need for health insurance may now choose to
retire early, stay home to care for children or elderly parents, or earn a college de-

gree.

Finally, it’s important to remember that the ACA aimed to do more than strength-
en access to, and the affordability of, health insurance and health care; it also
sought to improve how care is organized, delivered, and paid for.

There is widespread agreement that the U.S. health care delivery system is ineffi-
cient and fragmented, leaving patients, providers, and payers dissatisfied with the
value of care provided and received. The ACA includes several reforms to improve
health system performance.

The new Center for Medicare and Medicaid Innovation, for example, has launched
an array of initiatives involving changes to health care payment and organization
that together reach thousands of hospitals, tens of thousands of clinicians, and mil-
lions of patients across all 50 states. These reforms, incremental so far, are quickly
gathering momentum. A number of the initiatives have the potential to dramatically
fsmprove the value of health services received by patients throughout the United

tates.

Earlier this year, Secretary Burwell announced a goal to have at least 50 percent
of traditional Medicare payments linked to some form of alternative payment meth-
od by 2018. A private-sector consortium comprising leading health systems, payers,
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and purchasers has set similar goals. The alignment of public- and private-sector
activity around such goals sends a strong signal to providers and payers alike that
the momentum around delivery and payment reform will only be accelerating. The
ACA'’s delivery system reforms have helped to catalyze this new public-private alli-
ance.

At the 5-year mark, there is strong evidence that the Affordable Care Act has re-
sulted in gains in coverage, affordability, and access to health care services. It may
also have created the foundation for significant changes to the way we deliver and
pay for care. Taken together, a promising picture emerges. Five years, however, is
a short time in the life of legislation as ambitious and sweeping as the ACA. Addi-
tional studies and evaluations will be necessary to paint a fuller picture of the law’s
impact on Americans and their health care system.

THE COMMONWEALTH FUND

Thank you, Chairman Hatch, Senator Wyden, and the members of the Committee,
for inviting me to testify. I am David Blumenthal, president of The Commonwealth
Fund. The Commonwealth Fund is a private foundation that aims to promote a
high-performing health care system that achieves better access, improved quality,
and greater efficiency, particularly for society’s most vulnerable, including low-in-
come people, the uninsured, minority Americans, young children, and elderly adults.
The Fund carries out this mission by supporting independent research on health
care issues and making grants to improve health care practice and policy.

I am honored to testify before the Committee about the Affordable Care Act at
five years. Research from The Commonwealth Fund and other sources demonstrates
that the ACA is helping to reduce the number of Americans who are uninsured and
improving access to health care. Further, the ACA is reforming the way care is de-
livered and paid for in our country. Taken together, the ACA is the most sweeping
overhaul ever of our nation’s health system. And while it’s too early to assess the
impact of many provisions and programs, a review of progress to date suggests a
number of positive trends.

THE AFFORDABLE CARE ACT HAS REDUCED THE NUMBER OF UNINSURED ADULTS

More than 25 million people are estimated to have health insurance under the
provisions of the ACA (Exhibit 1). During the most recent enrollment period, about
11.7 million have selected, or were automatically reenrolled in, a health plan
through the insurance marketplaces, and special enrollment periods are still open
in several states.! About 8.8 million people selected a plan through the federal
website HealthCare.gov—an increase of more than 3 million over last year—and
more than 2.8 million selected a plan through the state-based marketplaces. An ad-
ditional 10.8 million have enrolled in Medicaid or the Children’s Health Insurance
Program, or CHIP, since October 2013.2 Finally, we estimate nearly 3 million more
young adults are covered under their parents’ health plan compared to 2010.3

1 Health Insurance Marketplaces 2015 Open Enrollment Period: March Enrollment Report, Of-
fice of the Assistant Secretary for Planning and Evaluation, Department of Health and Human
Services, March 10, 2015: hitp://aspe.hhs.gov/health |reports/2015/MarketPlaceEnrollment/
Mar2015/ib_2015mar_enrollment.pdf.

2V. Wachino, “Nearly 10.8 Million Additional Individuals Enrolled in Medicaid as of December
2014,” Department of Health and Human Services, Feb. 23, 2015: http://www.hhs.gov/
healthcare/facts [ blog /2015 / 02 | medicaid-chip-enrollment-december.html.

3 Commonwealth Fund Biennial Health Insurance Survey, 2014.
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Exhibit 1. Over 25 Million People Estimated to Have Insurance
Under the Provisions of the Affordable Care Act, as of March 2015

Millions of people who have gained coverage or
enrolled in a new plan under the Affordable Care Act

30
25.4
25
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Change in the number Enrolled in a Enrolled in Total covered because
of young adults ages marketplace plan** Medicaid/CHIP*** of ACA coverage
19-25 covered under a provisions

parent's policy*

* Change in number of young adults ages 19-25 covered under a parent’s policy from 2010-2014.
** Number of Americans that have selected or been automatically reenrolled into a 2015 health

insurance plan through the Health Insurance Marketplace (11/15/14-2/15/15), including Special I
Enrollment Period activity reported through Feb. 22, 2015. Y (‘(”)MMONWI;AL‘I’H
*** Increase in Medicaid and CHIP enrollment between October 2013 and December 2014. FUND

Sources: CMWF Biennial Health Insurance Surveys (2010 and 2014) , HHS-ASPE, and CMS.

As a result, the number of uninsured adults has fallen. This week, the U.S. De-
partment of Health and Human Services reported that 16.4 million previously unin-
sured people had gained coverage since the ACA was passed in 2010. Government
and private surveys by The Commonwealth Fund, the Kaiser Family Foundation,
the RAND Corporation, the Urban Institute and the Centers for Disease Control
and Prevention have documented declines in the uninsured population of 7 million
to 11 million adults over the past year. These declines are unprecedented (Exhibit
2).4

4M.E. Martinez, R.A. Cohen, “Health Insurance Coverage: Early Release of Estimates From
the National Health Interview Survey, January—June 2014,” Centers for Disease Control and
Prevention, Dec. 2014; S.R. Collins, P.W. Rasmussen, M.M. Doty, and S. Beutel, The Rise in
Health Care Coverage and Affordability Since Health Reform Took Effect, The Commonwealth
Fund, Jan. 2015; S.R. Collins, P.W. Rasmussen, and M.M. Doty, Gaining Ground: Americans’
Health Insurance Coverage and Access to Care After the Affordable Care Act’s First Open Enroll-
ment Period, The Commonwealth Fund, July 2014; R. Garfield and K. Young, Adults Who Re-
mained Uninsured at the End of 2014, The Henry J. Kaiser Family Foundation, Jan. 2015; K.G.
Carman and C. Eibner, “Changes in Health Insurance Enrollment Since 2013: Evidence from
the RAND Health Reform Opinion Study,” RAND Health Quarterly, 2014 4(3).



41

Exhibit 2. The Number of Uninsured Working-Age Adults
Has Declined by an Estimated 7 Million to 11 Million

Millions of nonelderly adults* who are uninsured
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Source: The Commonwealth Fund; Centers for Disease Control; RAND.

Groups that historically have been most at risk for lacking insurance have experi-
enced some of the greatest gains in coverage. For example, the uninsured rate for
young adults ages 19 to 34 has declined sharply, falling from 27 percent in 2010
to 19 percent in 2014 (Exhibit 3).5> There have also been striking declines among
low-income adults. The uninsured rate for people with incomes below 200 percent
of the federal poverty level dropped from 36 percent in 2010 to 24 percent in 2014
(Exhibit 4). Uninsured rates for low-income and young adults are the lowest ob-
served since 2001.

5S.R. Collins et al., Rise in Coverage and Affordability, The Commonwealth Fund, Jan. 2015.
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Exhibit 3. Young Adults Have Made the Greatest Gains in Coverage
of Any Age Group Since 2010

Percent of adults ages 19-64 who are uninsured
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2010, 2012, and 2014).

Exhibit 4. People with Incomes Under $48,000 for a Family of Four
Experienced the Largest Declines in Uninsured Rates

Percent of adults ages 19-64 who are uninsured
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Source: The Commonwealth Fund Biennial Health Insurance Surveys (2001, 2003, 2005, FUND

2010, 2012, and 2014).

Coverage gains have also occurred across racial and ethnic groups. Between 2010
and 2014, the uninsured rate, fell from 15 percent to 10 percent for non-Hispanic
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whites; from 24 percent to 18 percent for African Americans; and from 39 percent
to 34 percent for Latinos (Exhibit 5).6

Despite these declines, African Americans and Latinos continue to be much more
likely than non-Hispanic whites to be uninsured.

Exhibit 5. Uninsured Rates Declined Among
Non-Hispanic Whites, Blacks, and Latinos in 2014

Percent of adults ages 19-64 who are uninsured
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Source: The Commonwealth Fund Biennial Health Insurance Surveys (2010, 2012, and 2014).

To see how the newly insured are faring with their marketplace or Medicaid cov-
erage, The Commonwealth Fund surveyed these adults in the second quarter of
2014.7 We found that three-quarters of the newly insured were satisfied with their
insurance (Exhibit 6). People who had been insured prior to gaining their new cov-
erage and those who had been uninsured were equally satisfied. Compared to people
who selected a marketplace plan, larger shares of those who newly enrolled in Med-
icaid were satisfied with their new coverage.

6S.R. Collins et al., Rise in Coverage and Affordability, The Commonwealth Fund, Jan. 2015.
7S.R. Collins et al., Gaining Ground, The Commonwealth Fund, July 2014.
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Exhibit 6. More Than Three-Quarters of Adults with New Coverage
Said They Were Very or Somewhat Satisfied with It

Overall, how satisfied are you with this new health insurance?

M Not at all satisfied W Not very satisfied Somewhat satisfied M Very satisfied
Total 14 WEG————35 4 78
Previously uninsured 13 (6] 37 ] 4 79
Previously insured 16 Bl 31 ] 4 77
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Selected a private plan 19 0 I I | T 73
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Ages 35-49 15 S 20 ] 49 78
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250% FPLormore 27 a6 40 ] 65
Democrat L 6 - I A— 48 85
Republican 17 A 30 ] 44 74
Independent 13 ST 38 ] 44 82

Adults ages 19-64 who selected a private plan or enrolled in Medicaid through marketplace
or have had Medicaid for less than 1 year

Notes: Segments may not sum to indicated total because of rounding. Bars may not sum to 100 percent I'he
because of don't know/refusal to respond. FPL refers to federal poverty level. * This includes some individuals COMMONWEALTH
who enrolled in Medicaid outside of the marketplace, but have been covered by Medicaid for less than 1 year. FUND

Source: The Commonwealth Fund Affordable Care Act Tracking Survey, April-June 2014

At the time of the Commonwealth Fund survey, a majority of the newly insured
had already used their plans to go to a doctor or a hospital or to pay for a prescrip-
tion drug (Exhibit 7). Sixty-two percent of these adults said that they could not have
afforded or accessed this care previously. Rates were particularly high for those who
had previously been uninsured (75%). But nearly half of those who previously had
insurance (44%) said that they, too, would not have able to get this care before en-
rolling in their new plan.
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Have you usedyournew health insurance plan
to visit a doctor, hospital, or other health care
provider, or to pay for prescriptiondrugs?

Plan has notye
goneinto effect
6%

Adults ages 19-64who selecteda private plan
or enrolledin Medicaid through the marketplace
or have had Medicaid forless than 1 year

Note: Segments may not sumto 100 percent because of rounding.
Source: The Commonwealth Fund Affordable Care Act Tracking Survey, April-June 2014

Exhibit 7. Three of Five Adults with New Coverage Said
They Had Used Their Plan; of Those, Three of Five Said They
Would Not Have Been Able to Access or Afford This Care Before

Priorto getting your new health
insurance plan, would you have
been able to access and/or afford
this care?

Don’tknow
or refused
2"/0

Adults ages 19-64who have used
new health insuranceplan

I'he
COMMONWEALTH
FUND

Of those survey respondents who had tried to find a new primary care physician
or general doctor with their new insurance, three-fourths reported that doing so had
been very or somewhat easy (Exhibit 8). Two-thirds of respondents who said they
found a new primary care doctor were able to get an appointment within two weeks.
Wait times were longer for some—for example, 15 percent waited longer than one
month—but average wait times were consistent with those reported in prior Com-
monwealth Fund surveys of the general population,

insured Americans.

including both insured and un-
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Exhibit 8. One of Five Adults with New Coverage Tried to
Find a Primary Care Doctor; Three-Quarters Found It
Easy or Somewhat Easy to Find One

Since getting your new health plan or
Medicaid coverage, have you tried to find a

new primary care doctoror general doctor? How easy or difficult was it for you

to find a new primary care doctor
or general doctor?

e cpress e Somewhat
Don’tknow Could not difficult
orrefused finda doctor Very 10%
1% 7% difficult
7%
Adults ages 19-64who selecteda private plan Adults ages 19-64who have tried to
or enrolledin Medicaid through marketplace find new primary care or general doctor
or have had Medicaid for less than 1 year
I'he
% COMMONWEALTH
Note: Segments may not sumto 100 percent because of rounding. FUND

Source: The Commonwealth Fund Affordable Care Act Tracking Survey, Apri-June 2014.

IMPROVEMENTS IN INSURANCE COVERAGE ARE REMOVING COST BARRIERS TO CARE AND
REDUCING PROBLEMS WITH MEDICAL BILLS

Other indicators demonstrate that improvements in insurance coverage have
helped remove cost barriers to care. Among all working-age adults surveyed, the
percentage who reported not getting needed care because of the cost fell between
2012 and 2014, from 43 percent to 36 percent, a decline of approximately 14 million
people (Exhibit 9).8 This is the first year that this indicator has fallen since The
Commonwealth Fund began tracking it in 2003.

8S.R. Collins, et al., Rise in Coverage and Affordability, The Commonwealth Fund, Jan. 2015.
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Exhibit 9. The Number of Adults Reporting Not Getting Needed Care
Because of Cost Declined in 2014

Percent of adults ages 19-64

2003 2005 2010 2012 2014
In the past 12 months:
Had a medical problem, 22% 24% 26% 29% 23%
did not visit doctor or clinic 38 million 41million 49million 53 million 42 million
23% 25% 26% 27% 19%

Did not fill a prescription
39 million 43 million 48 million 50 million 35 million

Skipped recommended test, 19% 20% 25% 27% 19%
treatment, or follow-up 32million 34 million 47million 49 million 35 million
13% 17% 18% 20% 13%

Did not get needed specialist care
22 million 30 million 34 million 37 million 23 million

37% 37% 41% 43% 36%

Any of the above access problems . . . . o
63 million 64 million 75million 80 million 66 million

Source: The Commonwealth Fund Biennial Health Insurance Surveys (2003, 2005, 2010, 2012, and 2014).

The decline in cost-related access problems likely reflects the ACA’s expansions
of coverage as well as the law’s improvements in coverage, such as the inclusion of
preventive care services without cost-sharing. The decline may also reflect some im-
provement in the economy. Still, these rates remain quite high, particularly among
those with low incomes. Forty-five percent of adults with incomes below 200 percent
of poverty reported problems getting care because of the cost, including one-third
of those with insurance.



48

Exhibit 10. The Number of Adults Reporting Medical Bill Problems
Declined in 2014
Percent of adults ages 19-64
2005 2010 2012 2014
In the past12 months:
Had problems paying or unable to pay 23% 29% 30% 23%
medical bills 39million 53 million 55million 43 million
Contacted by a collection agency about 21% 23% 22% 20%
medical bills* 36 million 42million 41 million 37 million
Contacted by collection agency for 13% 16% 18% 15%
unpaid medical bills 22 million  30million 32million 27 million
Contacted by a collection agency 7% 5% 4% 4%
because of billing mistake 11 million 9 million 7 million 8 million
. . 14% 17% 16% 14%
Had'to changeway oflife to pay bills 2amillion  31million 29 million 26 million
Any of three bill problems 28% 34% 34% 29%
(does not include billing mistake) 48 million 62 million 63 million 53 million
" . . . . 21% 24% 26% 22%
Medicalbills belng pald off averdme 37million  44milion 48milion 40 million
= . 34% 40% 41% 35%
Any of three bill problems ormedicaldebt o ' iyion  73million  75million 64 million
* Subtotals may not sum to total: respondents who answered “don’t know” or refused are included in the distribution but not reported.
Source: The Commonwealth Fund Biennial Health Insurance Surveys (2005, 2010, 2012, and 2014).

Better insurance coverage and an improving economy have also meant fewer
Americans are reporting health care-related financial difficulties. The number of
adults saying they had problems paying their medical bills in the past year declined
from 75 million people in 2012 to 64 million in 2014 (Exhibit 10).° This included
8 million fewer people paying off bills over time, and 5 million fewer people being
contacted by a collection agency for unpaid medical bills. As with cost-related access
problems, though, rates of financial problems remain high, particularly for adults
with low incomes.

HEALTH INSURANCE MARKETPLACES HAVE BEEN STABLE AND COMPETITIVE

The health insurance marketplaces created under the ACA have turned out to be
quite stable and competitive. Nationwide, marketplace premiums did not increase
at all, on average, from 2014 to 2015. This is unprecedented in light of recent trends
in the individual and employer-based health insurance markets (Exhibit 11).10 Fur-
thermore, the number of carriers participating in the marketplaces increased by 25
percent. Trends in both premiums and participating carriers, however, varied sub-
stantially by state: 14 states saw average premiums decline, while 10 states and the
District of Columbia saw double-digit increases. This heterogeneity reflects local
market conditions and differences between urban, suburban, and rural areas.

9 Ibid.

10 J R. Gabel, H. Whitmore, S. Stromberg, et al., “Analysis Finds No Nationwide Increase in
Health Insurance Marketplace Premiums,” The Commonwealth Fund Blog, Dec. 2014:

hitp: | |www.commonwealthfund.org [ publications/blog /2014 | dec | zero-inflation-nationwide-
for-marketplace-premiums.
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Exhibit 11. No Change in Health Insurance Marketplace Premiums
Nationally in 2014—2015, But State-to-State Variation

Ak

[[] Decrease ornoincrease inaverage premiums
. 1%-5% increase in average premiums

. 6%—9% increase in average premiums

[l 10%+increase inaverage premiums

No data available

Note: Data from Idaho and New York are not available. The

Source:J. R. Gabel etal., Analysis Finds No Nationwide Increase in Health Insurance Marketplace Premiums, | COMMONWEALTH
The Commonwealth Fund, Dec. 2014, available at: FUND
http://www.commonwealthfund.org/publications/blog/2014/dec/zero-inflation-nationwide-for-marketplace-premiurmse

Overall, health plans sold in the marketplaces also appears to be relatively afford-
able for consumers. A majority of adults (61%) with marketplace coverage reported
it has been very or somewhat easy to pay their premiums (Exhibit 12).11 This is
especially true for those with incomes below 250 percent of the poverty level, of
whom two-thirds reported that paying their premiums was somewhat or very easy.
These adults benefit from the ACA’s insurance subsidies, including reduced cost-
sharing to protect from high out-of-pocket expenses.

11P.W. Rasmussen, S.R. Collins, M.M. Doty, and S. Beutel, Are Americans Finding Affordable
Coverage in the Health Insurance Marketplaces? Results from the Commonwealth Fund Afford-
able Care Act Tracking Survey, The Commonwealth Fund, Sept. 2014.
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Exhibit 12. Three of Five Adults with Marketplace Coverage
Found It Easy to Pay Their Premiums

How easy or difficult is it for you to afford the premium costs for your health insurance?

B Verydifficult orimpossible  [[] Somewhat difficult [] Somewhateasy [ll Veryeasy

All adults Employer coverage

Marketplace coverage

Adults with incomes Employer coverage

below 250% FPL
Marketplace coverage

Adults with incomes Employer coverage

of 250% FPL or more
Marketplace coverage

Percent adults ages 19-64 who pay all or some of premium

Notes: FPLrefersto federal poverty level. 250% of FPL is $28,725 for an individual or $58,875 for a family of four. % The
Bars may not sum to 100 percent because of “don’tknow” responses or refusal to respond; segments may not COMMONWEALTH
sum to subtotals because of rounding. FUND

Source: The Commonwealth Fund Affordable Care Act Tracking Survey, April-June 2014.

In contrast, having trouble paying insurance premiums was somewhat more com-
mon among people with higher incomes, who receive smaller subsidies or none at
all: 44 percent of adults with incomes that put them at or above 250 percent of the
poverty level said it was somewhat difficult, very difficult, or impossible.

THE AFFORDABLE CARE ACT HAS UNFOLDED DIFFERENTLY IN EACH STATE

States have had considerable flexibility to implement the ACA’s insurance cov-
erage reforms. This flexibility stems from the statute itself, from how federal regula-
tions have been implemented, and from decisions made by the Supreme Court. As
a result, consumers, insurers, and providers are experiencing the reforms somewhat
differently from state to state.

Significant differences have arisen regarding states’ management of their insur-
ance marketplaces (Exhibit 13). Sixteen states and the District of Columbia opted
to run their own marketplaces, although this year three of these states—Oregon,
New Mexico, and Nevada—are using HealthCare.gov. Thirty-four states are using
the federal marketplace, but there is a great deal of variation in their involvement
in operations. For example, seven states using the federal marketplace take respon-
sibility for plan management, and seven more are undertake both plan management
and consumer assistance.



51

Exhibit 13. State Action on Health Insurance Marketplaces and
Medicaid Expansion,as of March 2015

. State-run marketplace (13 states + D.C.)

. Expanding (22 states + D.C.)
. State-run marketplace using Healthcare.gov (3)

Approved customized Medicaid expansion (6)

Medicaid expansion under di: ion (6
State-run small business mark federal g D ©
running individual marketplace (2) [] Not expanding (16)

Federally facili dmar ketpl: state

plan management (7)

d

I:] S federal partnership exch state plan

and i 7

|:| Federally facilitated exchange (18)
* Adults in Wisconsin are eligible for Medicaid up to 100% of federal poverty level
Note: CMS has approved waivers for expansion with variation in Arkansas, Indiana, lowa, Michigan, and Pennsylvania.
New Hampshire's waiver is under review but the state isenrolling people. I'he
COMMONWEALTH
FUND

The most significant source of variation in how states have been affected by the
ACA concerns their decision to expand eligibility for Medicaid. So far, 22 states and
the District of Columbia have expanded Medicaid under the law’s provisions, and
six states have received approval from the Department of Health and Human Serv-
ices to expand Medicaid eligibility under Section 1115 waiver authority (Exhibit 13).
Twenty-two states have not yet expanded Medicaid, though six of those are dis-
cussing ways to do so. The impact of these decisions is clear: several surveys have
shown uninsured rates falling to the lowest levels in those states that have ex-
panded Medicaid eligibility.

HEALTH CARE SPENDING GROWTH HAS SLOWED, REDUCING FEDERAL COSTS OF
ACA COVERAGE PROVISIONS

One unforeseen event with implications for the ACA has been the slowdown in
the rate of health care spending growth in recent years. This slowdown has been
observed across the board, both in public programs and in private insurance. Real
(inflation-adjusted) Medicare spending per beneficiary has actually fallen,’2 and 31
states and the District of Columbia have experienced slower growth in employer-
sponsored insurance premiums from 2010 to 2013 compared to the 7 prior years
(Exhibit 14).13

12M. Sanger-Katz, “Per Capita Medicare Spending Is Actually Falling,” New York Times,
Sept. 3, 2014: http:/ /www.nytimes.com [2014 /09 | 04 | upshot | per-capita-medicare-spending-is-ac-
tually-falling.html.

13 C. Schoen, D.C. Radley, and S.R. Collins, State Trends in the Cost of Employer Health In-
surance Coverage, 2003—2013, The Commonwealth Fund, Jan. 2015.
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Exhibit 14. Growth in Employer Health Insurance Premiums Slowed
Over 2010—2013 Compared with 2003—2010 in 31 States and D.C.

2003-2010 2010-2013

Average annual growth rate

O <4.0% O 4.0%—4.9% M 5.0%-5.9% H 6.0% or more
Notes: Single-person plans; growth rates calculated as average annual compound growth rate. Thi
Sources: C. Schoen, D. C. Radley, and S. R. Collins, State Trends in the Cost of Employer Health COMMONWEALTH
Insurance Coverage, 2003-2013, The Commonwealth Fund, Jan. 2015; FUND

2003, 2010, 2013 Medical Expenditure Panel Survey-Insurance Component.

Partly in response to this slowdown in spending growth, the Congressional Budget
Office recently lowered its projections of net federal costs for the ACA’s coverage
provisions over the period 2016 to 2026 by $142 billion.14 The CBO’s most recent
report also notes that between 2015 and 2019, these federal costs will be 29 percent
lower than the agency originally projected in 2010. A number of factors have con-
tributed to these downward revisions, including changes in law, changes in the
CBO’s economic projections, and the Supreme Court’s decision regarding Medicaid.
However, slower spending growth has been sufficiently broad and persistent to con-
vince the CBO to lower its projections of federal costs for health care.

THE LAW IS BENEFITTING PEOPLE IN EMPLOYER-BASED PLANS AND
FREEING PEOPLE FROM “JOB LOCK”

The 160 million people with health coverage through an employer are also benefit-
ting from new protections, like the ability to stay on a parent’s health plan through
age 25, and preventive-care coverage without cost-sharing. And despite these
changes, premium growth in employer-based plans slowed in the majority of states
since 2010, when these provisions went into effect.

The CBO projects only minor effects on the labor force from the law. The agency
estimates the ACA will reduce hours worked by 1.5 percent to 2 percent over the
period 2014 to 2017. This translates into a decline in full-time-equivalent workers
of 2 million in 2017, rising to 2.5 million in 2024. The CBO believes this reduction
will occur almost entirely because workers will chose to work less as a result of the
law’s new coverage options.15 For example, workers who have been locked into their
jobs because of the need for health insurance may now chose to retire early, stay
home or work part-time to care for children or elderly parents, or earn a college de-

gree.

14 Updated Budget Projections: 2015 to 2025, Congressional Budget Office, March 2015:
http:/ www.cbo.gov [ publication | 49973.

15 Congressional Budget Office, The Budget and Economic Outlook, Appendix C: Labor Market
Effects of the Affordable Care Act, February 2014:

http:/ Jwww.cbo.gov [ sites | default / files | cbofiles | attachments [ 45010-breakout-AppendixC.pdf.
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DELIVERY SYSTEM REFORM

Finally, it’s important to remember that the ACA aimed to do more than strength-
en access to, and the affordability of, health insurance and health care. It also
sought to improve how care is organized, delivered, and paid for.

There is widespread agreement that the U.S. health care delivery system is ineffi-
cient and fragmented, leaving patients, providers, and payers dissatisfied with the
value of care provided and received. The ACA includes several reforms to improve
health system performance.

The new Center for Medicare and Medicaid Innovation (CMMI), for example, has
launched an array of initiatives involving changes in the way care is paid for and
organized that together reach thousands of hospitals, tens of thousands of clinicians,
and millions of patients across all 50 states. While the general direction of CMMI
activities is promising, it is for the most part too early in the evolution of these nas-
cent initiatives to assess them rigorously. It is reasonable to infer, however, that the
reforms are contributing to the gathering momentum across the country around
payment and delivery system reform.

One ACA payment initiative currently being tested is the Medicare Shared Sav-
ings Program. Established as a way of encouraging providers to form accountable
care organizations, or ACOs, the Shared Savings Program provides an opportunity
for provider groups that are serving as an ACO and take responsibility for the qual-
ity and cost outcomes for a specified patient population to split the savings with the
federal government if they meet quality and spending targets. Currently there are
more than 400 Shared Savings ACOs, and together they serve 13 percent of the
Medicare population. Although provider participation has exceeded expectations,
first-year results were mixed, with only 24 percent earning shared-savings bonuses
(Exhibit 15).

Exhibit 15. Medicare Shared Savings Program:
Year One Performance Results, 2013

27 percent (60 ACOs)
reduced spending, but
not enough to earn
shared savings
bonus

24 percent (52 ACOs)
earned shared savings
bonus

3 percent (6 ACOs)
achieved savings, but
did not successfully
report quality

46 percent (102 ACOs)
measures

did not achieve savings

220 Medicare Shared Savings Program ACOs
The

% COMMONWEALTH
FUND

Another payment change relates to how Medicare reimburses hospitals for higher-
than-expected numbers of readmissions. Since the program began at the end of
2012, there have been approximately 150,000 fewer Medicare readmissions each
year. In large part because of the financial penalties associated with the ACA’s pol-
icy change, 30-day hospital readmission rates have declined from 19 percent to 17.5
percent (Exhibit 16).

Source: Centers for Medicare and Medicaid Services.
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Exhibit 16. All Cause, 30-Day Hospital Readmission Rate

19.5

18.5

Percent

18.0

Jan-10 Jan-11 Jan-12 Jan-13

The
. e . ; COMMONWEALTH
Source: Patrick Conway; Office of Information Products and Data Analytics, Centers for FUND
Medicare and Medicaid Services.

Earlier this year, Secretary Burwell announced a goal to have at least 50 percent
of traditional Medicare payments linked to some form of alternative, value-based
payment method by 2018. A private-sector consortium comprising leading health
systems, payers, and purchasers has set similar goals. The alignment of public- and
private-sector activity around such goals sends a strong signal to providers and pay-
ers alike that the momentum around delivery and payment reform will only be ac-
celerating. The ACA’s initiatives seem to have played an important part in cata-
lyzing this public-private alignment, which is crucial to improving health care for
all Americans.

CONCLUSION

At the 5-year mark, there is strong evidence that the Affordable Care Act has re-
sulted in gains in health insurance coverage, the affordability of coverage and care,
and access to health services. The law may also have laid the foundation for signifi-
cant improvements in the way we deliver and pay for care. Taken together, a prom-
ising picture emerges. Five years, however, is a short time in the life of legislation
as ambitious and sweeping as the ACA. Additional studies and evaluations will be
needed to paint a fuller picture of its impact on Americans and their health care
system.

QUESTIONS SUBMITTED FOR THE RECORD TO DR. DAVID BLUMENTHAL

QUESTIONS SUBMITTED BY HON. SHERROD BROWN
ECONOMIC BENEFITS OF MEDICAID EXPANSION

Question. Dr. Blumenthal, can you speak to the impact of Medicaid expansion on
state economies? How does Medicaid help create jobs in expansion states?

Answer. A number of studies have shown Medicaid expansion to have a signifi-
cant positive economic impact for states.! These benefits accrue not only to newly

1For a round-up of several of these studies, see: Economic Impact of the Medicaid Expansion,
Office of the Assistant Secretary for Health Planning and Evaluation, Department of Health and
Human Services, March 2015: http://aspe.hhs.gov/health /reports/2015/medicaidexpansion |
ib_MedicaidExpansion.pdf.
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insured individuals, but also to health care providers, to state governments, and to
the state’s economy as a whole.

Most directly, because the federal government covers the vast majority of the
costs—100% until 2016, decreasing to 90% by 2020—Medicaid expansion results in
a net influx of federal dollars. These funds are substantial—a Commonwealth Fund
study found California would receive $10 billion, Ohio $7.8 billion, and New York
$8.6 billion in 2022.2 The 24 states that had not expanded Medicaid as of July 2014
will forego $88 billion in federal funding between 2014-2016.3 These funds directly
boost state domestic product and create jobs. This has been borne out by experience,
as health care sector jobs grew faster in 2014 in expanding states than in non-
expanding states.# Health care providers in states expanding Medicaid also saw
their uncompensated care costs fall $2.6 billion more than in the non-expanding
states.?

Furthermore, Medicaid expansion is a good deal for state taxpayers. This is be-
cause states’ costs for expanding are more than offset by savings in other state
health programs and increased tax revenue. In Ohio, for example, Medicaid expan-
sion is estimated to boost the state budget by $1.4 billion between 2014 and 2022.6
A similar study of Kentucky estimated the boost to be $919 million between 2014
and 2021.7

Finally, it is important to recognize the economic benefits that redound to individ-
uals and society from insurance coverage. Insured adults are more likely to be work-
ing and productive.8 They are less likely to have unpaid medical bills or declare
bankruptcy.? And they are more likely to receive preventive services that reduce the
need for more costly treatment down the road.1®© Medicaid is also the country’s third
largest poverty-reducing program.!! For these reasons, expanding Medicaid has
clear short- and long-term benefits for states’ economies.

PRESCRIPTION DRUG ACCESS AND AFFORDABILITY

Question. Dr. Blumenthal, when assessing financial burden, how do shifts in cost-
sharing impact low-income individuals or those with chronic health conditions or
rare diseases that must be managed through prescription drugs? What more must
be done to ensure access to affordable prescription drugs?

Answer. By increasing the number of Americans with health insurance, restrict-
ing insurers’ ability to deny coverage based on pre-existing conditions, and limiting
annual out-of-pocket costs for insured patients, the ACA has made tremendous
strides in improving access to pharmaceuticals. Between 2012 and 2014, the per-
centage of working-age adults who reported not filling a prescription because of the

28. Glied and S. Ma, How States Stand to Gain or Lose Federal Funds by Opting In or Out
of the Medicaid Expansion, The Commonwealth Fund, December 2013.

3The Council of Economic Advisors, Missed Opportunities: The Consequences of State Deci-
sions Not to Expand Medicaid, Washington, D.C.: The Council of Economic Advisors, July 2014.

4J. Furman, The Economic Benefits of the Affordable Care Act, Presented to the Center for
American Progress, April 2015: https:/ /www.whitehouse.gov | sites | default /files | docs /| 20150402
_aca_economic_impacts_fifth_anniversary_cap_0.pdf.

5Impact of Insurance Expansion on Hospital Uncompensated Care Costs, Office of the Assist-
ant Secretary for Health Planning and Evaluation, Department of Health and Human Services,
March 2015: http:/ /aspe.hhs.gov /health [reports/2015/ MedicaidExpansion/ib_Uncompensated
Care.pdf.

6 C. Candisky, “Study backs expanding Medicaid in Ohio,” The Columbus Dispatch, January
16, 2013.

7Commonwealth of Kentucky: Medicaid Expansion Report, 2014: Updated February 2015,
Deloitte:  http:/ /| governor.ky.gov | healthierky | Documents [ medicaid | Kentucky Medicaid Expan
sion_One-Year Study FINAL.pdf.

8 A. Dizioli and R. Pinheiro, Health Insurance as a Productive Factor, June 2012. Available
at SSRN: http:/ /ssrn.com [ abstract=2096415.

9S.R. Collins, P.W. Rasmussen, M.M. Doty, and S. Beutel, The Rise in Health Care Coverage
and Affordability Since Health Reform Took Effect, The Commonwealth Fund, January 2015;
D.U. Himmelstein, D. Thorne, E. Warren et al., “Medical Bankruptcy in the United States, 2007:
Results of a National Study,” American Journal of Medicine, Aug. 2009 122(8):741-46.

10S R. Collins, et al., The Rise in Health Care Coverage and Affordability Since Health Re-
form Took Effect.

11B. Sommers and D. Oellerich, “The Poverty-Reducing Effect of Medicaid,” Journal of Health
Economics, September 2015 32(5):816-832.
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cost fell from 27% to 19%—a decline of 15 million people.!2 This was the lowest rate
since the Commonwealth Fund began tracking this statistic in 2003.

However, among those who remained uninsured in 2014, cost-barriers to prescrip-
tion drugs are all-too common. Thirty-two percent of uninsured, working-age adults
did not fill a prescription due to its cost; and, among those with chronic conditions,
35 percent skipped doses or did not fill a prescription for a drug for their condi-
tion.13 These findings speak to the importance of further reducing the number of
Americans without health insurance, particularly by expanding Medicaid. Ensuring
that insurance plans offer adequate financial protection will also remain important,
as mallly patients who are “underinsured” also report cost-barriers to pharma-
ceuticals.

Drug coverage and affordability poses a particular problem in the present moment
because, after a decade-long slowdown, spending on pharmaceuticals is now growing
by more than 10% annually.14-15 This growth is largely being driven by high-priced
specialty drugs. The poster drug for this trend is Sovaldi—a highly effective treat-
ment for hepatitis C, priced at %84,000 for a standard course. The high prices that
specialty drugs like Sovaldi can command threaten the budgets of public and private
payers: Sovaldi’s release coincided with a greater than 1,500% increase in Medicare
spending on treatments for hepatitis C.16 Furthermore, not all specialty drugs can
boast the effectiveness of Sovaldi to justify their high prices.

In the years ahead, policymakers will likely need to take steps to ensure specialty
pharmaceuticals are affordable for those who need them, so that we can all benefit
from the breakthroughs coming down the pharmaceutical pipeline. This may require
re-examining the extend and duration of current patent protections; encouraging
competition from generics, including for biologics; funding comparative effectiveness
research so that society can assess drugs’ added value; and demanding larger re-
bates or negotiating power for the Medicare program.

Question. Dr. Blumenthal, can you please speak to the consequences of being un-
insured as a child and what risks it poses for later on in life?

Answer. Being insured has been shown to significantly improve children’s health
as well as their long-term outcomes. A number of recent studies have looked at the
impacts of expanding Medicaid and S—-CHIP for children in the 1980s-1990s, and
these have found:

e Childhood Medicaid eligibility increases rates of high school and college comple-
tion,17 leads to higher lifetime earnings,'® and promotes greater intergenera-
tional mobility.1°

e The government recoups most of the cost of childhood Medicaid coverage
through higher tax revenue and lower EITC payments down the road.2°

e Childhood Medicaid eligibility leads to fewer hospitalizations and emergency
room visits among blacks once they become adults, especially among those liv-
ing in low-income neighborhoods.2!

Given the crucial role that health insurance plays in improving children’s lives,
it was promising to see the passage of H.R. 2, the Medicare Access and CHIP Reau-
thorization Act. This bill assures that the 10 million children and pregnant women
who rely on CHIP will remain insured. However, the bill only authorized CHIP for

12S R. Collins, et al., The Rise in Health Care Coverage and Affordability Since Health Re-
form Took Effect.

13The Commonwealth Fund Biennial Health Insurance Survey (2014).

14D, Blumenthal and D. Squires, Drugs and Dollars, The Commonwealth Fund Blog, July
2014.

15Insights From Monthly National Health Spending Data Through February 2015, Altarum
Institute, Health Sector Economic Indicators, April 2015.

16 C. Ornstein, “New hepatitis C drugs are costing Medicare billions,” The Washington Post,
March 29, 2015.

178, Cohodes, D. Grossman, S. Kleiner, and M.F. Lovenheim, “The Effect of Child Health In-
surance Access on Schooling: Evidence from Public Insurance Expansions,” NBER Working
Paper No. 20178, May 2014.

18D.W. Brown, A.E. Kowalski, and I.Z. Lurie, “Medicaid as an Investment in Children: What
is the Long-Term Impact on Tax Receipts,” NBER Working Paper No. 20835, January 2015.

19R.L. O’Brien and C.L. Robertson, Medicaid and Intergenerational Economic Mobility, Insti-
tute for Research on Poverty, Discussion Paper No. 1428-15, April 2015.

20D.W. Brown, et al, “Medicaid as an Investment in Children: What is the Long-Term Impact
on Tax Receipts.”

211.R. Wherry, S. Miller, R. Kaestner, and B.D. Meyer, “Childhood Medicaid Coverage and
Later Life Health Care Utilization,” NBER Working Paper No. 20929, February 2015.
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an additional two years. Furthermore, policymakers will need to make careful deci-
sions in the coming years regarding the interplay between CHIP and the ACA’s
Marketplace. One important step would be to fix the “Family Glitch,” which locks
out millions of low- and middle-income children and spouses from receiving Market-
place subsidies. Until these and other steps are taken, CHIP will continue to serve
as a crucial safety net for America’s children.

Finally, while CHIP and other programs have sharply reduced the uninsured rate
among children in recent decades, 7 percent are still without insurance.22 The ma-
jority of these are likely eligible for Medicaid or CHIP but have not yet enrolled.
Several states—including Massachusetts, Hawaii, and Vermont—have considerably
lower uninsured rates among children, demonstrating that progress is indeed pos-
sible given sufficient political attention and will.23

PREPARED STATEMENT OF HON. ORRIN G. HATCH,
A U.S. SENATOR FrROM UTAH

WASHINGTON—Senate Finance Committee Chairman Orrin Hatch (R-Utah) today
delivered the following opening statement at a committee hearing examining
Obamacare’s broken promises and wasted taxpayer dollars, 5 years after the law’s
enactment:

The committee will come to order.

Good morning. Our hearing today will consider what has happened in the 5 years
since March 23, 2010, when the so-called Affordable Care Act was signed into law.

In my opinion, this anniversary presents a perfect opportunity to take a look back
and evaluate whether the promises that were made to gain support for the law have
been kept. It’s also a good time to look forward and consider the many unanswered
questions that we still have about the impact and viability of the ACA.

At the time that the Affordable Care Act was enacted, there was great disagree-
ment about whether it would effectively reduce costs or expand coverage. Five years
later, the people of Utah and others that I hear from are in total agreement about
one thing with respect to this law: It just isn’t working. In fact, it is, by most objec-
tive accounts, an unmitigated disaster.

The President and his allies claim that the law is a success, usually by cherry-
picking particular data points and ignoring the larger picture. Most often, they point
to the number of individuals who have signed up for health insurance since the
botched rollout of the HealthCare.gov website, somehow arguing that people opting
to buy insurance under the threat of a government penalty is cause for celebration.

What they don’t talk about are the still skyrocketing health care costs that are
hitting families across this country. And, they also ignore the widespread frustration
and delay caused by this law, which many Americans are finding out about during
this tax filling season.

Let’s talk about that frustration.

According to H&R Block, in the first 6 weeks of this tax filing season, 52 percent
of customers who enrolled in insurance through the state or federal exchanges had
to repay a portion of the Advance Premium Tax Credit that they received under
Obamacare. That same report found that individuals, on average, are having to
repay about $530, which is decreasing their tax refunds by roughly 17 percent.

Now, let’s talk about delay.

On February 20, 2015, the Obama Administration announced that, due to an
error in the health law, they sent out about 800,000 incorrect tax statements relat-
ing to Form 1095-A, meaning that hundreds of thousands of Americans may be see-
ing delays in their tax refunds this year.

These are just some of the problems hardworking taxpayers are facing as they try
to deal with Obamacare during this tax season.

22G.M. Kenney et al., A First Look at Children’s Health Insurance Coverage Under the ACA
in 2014, Urban Institute, September 2014.

23D.C. Radley, D. McCarthy, J.A. Lippa, S.L. Hayes, and C. Schoen, Aiming Higher: Results
from a Scorecard on State Health System Performance, 2014, The Commonwealth Fund, May
2014.



58

While the ramifications to taxpayers are significant, the overall impact on Amer-
ica’s budget is even greater. The total overall cost of Obamacare so far has num-
bered in the tens of billions, and we’re barely through the first phases of implemen-
tation.

Unfortunately a significant portion of that money resulted in no benefit whatso-
ever to the taxpayers. Specifically, an analysis done by my staff shows that in just
five areas, over $5.7 billion went to projects which added NO value to the taxpayers.

That is $5.7 billion dollars down the drain. Taxpayers have been left on the hook
for funds that were doled out for Obamacare to states, corporations, and contractors
with little to no accountability.

The following five examples are some of the most egregious:

1. Failed State Exchanges: According to the Congressional Research Service, $1.3
billion in taxpayer funds have been spent on state exchanges that failed and
were never operational.

2. Consumer Oriented and Operated Plans (Co-ops): The Centers for Medicare
and Medicaid Services has loaned $2.4 billion to 24 co-ops, one of which failed
before it enrolled anyone. Taxpayers are set to lose nearly half of this money
from default or artificially low interest rates. CMS has no plans to recoup any
of the funds, meaning a total cost to taxpayers of around $1 billion.

3. HealthCare.gov Website: The Obama Administration’s website became a pre-
existing condition for many Americans who were forced to purchase insurance
on the broken site or face a fine. Despite fixes to HealthCare.gov, the total cost
of the failed enrollment system surpassed $2 billion.

4. Serco: This contractor was awarded $1.2 billion to manage paper applications
during the first enrollment period of the health care law. However, only a
handful of the total applications received were paper applications, leaving
Serco employees with little to do. The waste was so apparent that a whistle-
blower who worked at the company reached out to the St. Louis Post-Dispatch,
saying: “I feel guilty for working there as long as I did. It was like I was steal-
ing money from people.”

5. Marketplace Navigators: The Administration has spent over $120 million on
the Navigator program for the 2014 and 2015 open enrollment periods. The
purpose of the Navigators is to provide individuals with information about
health insurance, including signing up for the Health Insurance Marketplace.
The Kaiser Family Foundation estimates 2015 marketplace enrollment at ap-
proximately 11 million individuals. The overall value of the Navigator program
is, at best, inconclusive, and, at worst, it represents more wasted taxpayer dol-
ars.

These five examples are just a handful of the countless misguided, poorly defined,
and poorly implemented aspects of the Affordable Care Act. We mark the 5-year an-
niversary of its passage today, but it’s certainly no cause for celebration.

I want to thank our witnesses for appearing today to help discuss the impacts of
this law, and I look forward to what I am sure will be a spirited discussion.

I’'d now like to turn it over to Senator Wyden for his opening remarks.

PREPARED STATEMENT OF DOUGLAS HOLTZ-EAKIN, PH.D.,
PRESIDENT,* AMERICAN ACTION FORUM

Chairman Hatch, Ranking Member Wyden, and members of the committee thank
you for the privilege of appearing to discuss the Patient Protection and Affordable
Care Act (“ACA”) on the 5th anniversary of its enactment. This milestone is the per-
fect time to more closely examine the law, the promises that were made to gain sup-
ﬁort for its passage, and, most importantly, how many of those promises have been

ept.

The main promise that we heard repeated over and over again was that the ACA
would provide universal access to affordable coverage of high-quality health care. In

*The views expressed here are my own and not those of the American Action Forum, the
Partnership for the Future of Medicare or the Center for Health and Economy. I thank Brittany
La Couture for her assistance.
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these remarks I will discuss (1) coverage, (2) affordability, (3) quality, and (4) access
to care under the ACA.

The ACA has been riddled with wasted money and broken promises. It has proven
to be poor growth policy, red-ink budget policy, flawed insurance policy, and poor
health care policy. Instead of growth, it has contributed to a mediocre recovery. In-
stead of fiscal responsibility, it has exacerbated the red ink that plagues the govern-
ment. Instead of universal coverage for the uninsured, the retention of valued poli-
cies and lower premiums, it has produced spotty, uneven coverage expansions, the
forcible loss of valued polices and higher premiums for all. And instead of bending
the cost curve and raising quality, it has delivered limited access to doctors and the
loss of preferred providers.

BACKGROUND

The ACA was first passed in the Senate in 2009 on a partisan vote on Christmas
Eve, and subsequently through the House in a similarly partisan fashion. The
American public was, and remains, deeply divided over the law. Prior to passage
and after enactment, President Obama and the ACA’s supporters made numerous
and oft-repeated promises about all the ways in which the ACA would improve
Americans’ lives by allowing for universal coverage while simultaneously lowering
the cost and increasing the quality of care. Instead, the law has produced $43.8 bil-
lion in regulatory burden, 163.5 million annual paperwork hours.! Five years later
it is clear that the law cannot deliver on those promises.

UNIVERSAL COVERAGE

One of the main selling points of the ACA was that all Americans, including 46.3
million uninsured individuals, would be guaranteed access to insurance coverage ei-
ther through their employer or current provider, the private market health insur-
ance exchanges created under the law, or Medicaid and CHIP. Yet 5 years later,
over 35 million Americans are still uninsured.2

Prior to passage of the ACA, most Americans had insurance plans that they liked,
typically through an employer-sponsored plan. President Obama assured them on
at least 37 separate occasions that “if you like your health care plan, you can keep
it.”3 As the law went into effect in 2014, however, 4.7 million Americans lost their
insurance coverage.* Many were able to re-enroll in new plans, but often with high-
er premiums and new provider networks.

Another feature Americans were promised was an easy to use online health insur-
ance portal. About one-third of the states established their own health care ex-
changes and websites with varying degrees of failure during the first year. Some
states were forced to completely rebuild their exchanges, others bought software de-
veloped by more successful states, and two states gave up completely and relin-
quished their exchange to the Department of Health and Human Services (HHS).5

Speaking about the federal website operated by HHS, President Obama promised,
“Now, ultimately, this website, HealthCare.gov, will be the easiest way to shop for
and buy these new plans, because you can see all these plans right next to each
other and compare prices and see what kind of coverage it provides.”¢ This state-
ment also turned out to be patently false—software glitches, incompatibility be-
tween Medicaid and exchange software, and miscommunication between the ex-
change and insurers left millions of Americans frustrated, confused, and without in-
surance coverage at the end of the first open enrollment period. This disaster of a
website cost the American taxpayer nearly $840 million.” The second year open en-
rollment was slightly smoother, but has been extended to allow people to make
changes once they realize how the ACA affected their tax liability in 2014.8 The fact

1http:/ | americanactionforum.org | week-in-regulation | 30-billion-in-regulatory-costs.

2 hitp:/ www.cbo.gov [ sites | default / files | cbofiles | attachments | 43900-2015-03-ACAtables.pdf.

3 http:/ |www.politifact.com [ truth-o-meter [ article /2013 | dec | 12 | lie-year-if-you-like-your-
health-care-plan-keep-it /.

4 http:/ | finance.yahoo.com [ news [ policy-notifications-current-status-state-204701399.html.

5hitp:/ | kff.org | health-reform | state-indicator | state-health-insurance-marketplace-types /.

6 hitp:/ /insider.foxnews.com /2013 / 10/ 30/ transcript-president-obamas-health-care-law-speech-
boston.

7http:/ www.nationaljournal.com [ health-care | obamacare-website-has-cost-840-million-
20140730.

8 hitp:/ | content.govdelivery.com [ accounts | USCMSHIM | bulletins | f80de2;

Continued



60

that 5 years after the law was passed people still do not understand what it means
for them is a striking indictment.

Low-income Americans who cannot afford to purchase individual market insur-
ance plans were promised free access through Medicaid. However, the Medicaid pro-
gram that the ACA actually created is not as targeted or complete as supporters
promised it would be. In 2012, the U.S. Supreme Court ruled that the ACA’s Med-
icaid expansion was unconstitutional and that states cannot be forced to participate.
As a result, Medicaid eligibility varies by state and in some places leaves low-in-
come Americans with less support than higher-income individuals.® The enhanced
payment structure of the ACA Medicaid expansion causes counter-intuitive incen-
tives for states to try to enroll these newly eligible individuals—those with more re-
sources—rather than focusing on helping the neediest among us.

As a result of new coverage restrictions in the employer market, eligibility limita-
tions in the individual market, and chaotic Medicaid eligibility standards, adults
below the poverty line and children are falling through the cracks. Perverse incen-
tives created by the ACA have caused phenomena like the Family Glitch, leaving
milliolrés of individuals and families unable to enroll in affordable health insur-
ance.

AFFORDABILITY

During passage and implementation of the ACA, Americans heard many promises
about “bending the cost curve” and “helping middle-class families” by reducing the
cost of insurance thousands of dollars a year.!! But as it has played out, the ACA
has not reduced the cost of health insurance for the federal government, states,
businesses, or American families.

Before the ACA reached his desk, President Obama promised, “I will not sign a
plan that adds one dime to our deficits—either now or in the future.”12 The ACA,
however, was riddled with budget gimmicks that hid the fact that it did not add
up over the long term.

The Secretary of HHS promised that “[t]he state doesn’t pay” for the ACA’s Med-
icaid expansion, but that is simply untrue.!3 States are currently being held hostage
by maintenance-of-effort provisions that force state Medicaid agencies to continue
paying for temporary programs that have long since expired. Next year, most states
will begin paying for a portion of Medicaid expansion to new populations. They will
also become responsible for funding and maintaining their own exchanges if they
do not use the federal platform.

In 2009, employers were told “cost savings could be as much as $3,000 less per
employer. [. . .]”14 It is unclear whether and how much employers have saved as
a result of the law, but many employers generated savings by offering less generous
plans with more restrictive networks. Some employers also dropped dependent cov-
erage to lessen the burden of providing ACA-compliant coverage for their employees’
families. For some, these efforts still barely covered the new administrative costs
of the law.

There is also evidence that when the employer mandate is actually enforced (it
is one of a number of provisions the administration has unilaterally decided to
delay), many employers will face tax penalties as well. Employers will have to pay
a $2,000 penalty per employee not offered coverage above the first thirty, and an
even greater penalty will be assessed for offering non-compliant coverage.1®

The president promised the ACA would “cut the cost of a typical family’s health
insurance premium by up to $2,500 a year.”16 In 2014, average individual market
premiums increased by 50 percent, and they went up another 4 percent in 2015

hittp:/ | americanactionforum.org [ videos / policy-in-60-seconds-the-aca-and-your-tax-bill.

9 http:/ | kff.org | health-reform [ state-indicator | state-activity-around-expanding-medicaid-
under-the-affordable-care-act /.

10 http:/ [ americanactionforum.org [ research [ the-family-glitch.

11 hitp:/ /www.nationalreview.com [ corner | 359352 | obamacare-bends-cost-curve-upward-avik-
roy.
12 https: | [www.whitehouse.gov [the press office | Remarks-by-the-President-to-a-Joint-Session-
of-Congress-on-Health-Care/.

13 hitp:/ [ talkingpointsmemo.com [ dc | hagan-obamacare-burwell-hearing.

14 https: | | www.whitehouse.gov | the-press-office | remarks-president-health-insurance-reform-
fairfax-virginia.

15 hitp:/ | americanactionforum.org [ research | primer-employer-mandate.

16 http: | |www.huffingtonpost.com /200812 /04 | obamas-long-list-of-promi_n_148598.html.
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with the greatest changes seen in low-cost plans.17 These increases are attributable,
among other things, to market uncertainty caused by the law, guaranteed issue and
community rating requirements, and the mandatory inclusion of “essential health
benefits.”

There are plenty of other ways premiums could increase besides the actual cost
of the plan going up.'® A new job, a raise, marriage, moving or being auto-enrolled
in an exchange plan are all ways that the mere structure of the ACA could effec-
tively increase the cost of private market insurance. Some of the greatest premium
increases, though, hit individuals and families who did not purchase the benchmark
silver plan—if the benchmark decreased, so did subsidies, and an individual or fam-
ily’s share of the premium for any other plan proportionately increased. This is what
happened to enrollees in non-benchmark plans in 361 of 461 rating areas where
2015 data was available, and for individuals and families in 234 of these rating
areas, switching plans to the new benchmark would mean leaving their current in-
surance carrier and provider network, causing discontinuity of care.1®

Americans’ out-of-pocket expenses are also increasing. In 2014 the average de-
ductible for a bronze plan was $5,081—42 percent higher than in comparable group
market plans.20 Insurers are using large increases in deductibles to offset slower
premium growth caused by competition in the exchanges. Before the ACA, average
annual deductible growth was about 5 percent, but it spiked to 10 percent as the
ACA was implemented, though it is now beginning to settle.

Just as the cost of insurance has increased under the ACA, the cost of not having
comprehensive insurance has increased. Individuals who choose not to be insured
or purchase only catastrophic coverage are now subject to an individual mandate
penalty that will increase annually as a percentage of the individual’s income.2!
There is hardly anything less “affordable” than paying for something you don’t have.

QUALITY

One of the first promises made by President Obama in his rush to get health re-
form passed was “I will protect Medicare.”22 Yet the ACA makes substantial cuts
to the Medicare program and uses Medicare money to fund the law’s subsidies for
non-seniors, while simultaneously being used on paper to delay the Medicare trust
fund’s insolvency.

Cuts to Medicare mean seniors will have less access to the doctors and care they
need, yet the law does next to nothing to improve the quality or efficiency of the
Medicare program.23 Voters were also told that “the law prohibits IPAB [the Inde-
pendent Payment and Advisory Board] from rationing health care.” Since that state-
ment was made some supporters of the law have acknowledged that some rationing
in Medicare is inevitable, while then-Secretary Sebelius suggested that CMS will
avoid this limitation through its ability to define “rationing.” 24

“The final bill [. . . will] make sure that people are getting the care they need
and the checkups they need and the screenings they need before they get sick—
which will save all of us money and reduce pressures on emergency rooms.”25 We
were told that the Medicaid expansion would work by using preventive care to in-
crease overall health and decrease utilization of emergency rooms. Yet there is evi-
dence from studies done in Oregon and the RAND Health Insurance Survey that
show that Medicaid coverage does not increase overall health or reduce emergency

17 http: | | www.washingtonpost.com | blogs | monkey-cage /wp /2014 /1117 | obamacares-pre-
miums-are-going-up-at-the-same-rate-as-everyone-elses /.

18 hitp:/ [ americanactionforum.org  insights / seven-ways-your-exchange-premium-can-increase.

19 http:/ [americanactionforum.org | weekly-checkup | an-analysis-of-benchmark-premiums-in-
year-2-of-the-affordable-care-act-exch.

20 http: | | www.thefiscaltimes.com | Articles /2014 /02 / 03 | Obamacare-Sticker-Shock-Found-
Deductibles-Not-Premiums.

21 hitp:/ | americanactionforum.org | weekly-checkup / state-by-state-estimates-of-individual-man-
date-payments.

22 https: | |www.whitehouse.gov [the press office | Remarks-by-the-President-to-a-Joint-Session-
of-Congress-on-Health-Care.

23 http: | | americanactionforum.org / insights / accountable-care-organizations-what-the-dem-
onstration-projects-tell-us.

24 hitp: | | www.dpc.senate.gov | docs [ fs-112-2-193.pdf.

25 hitps: | |www.whitehouse.gov | the-press-office | remarks-president-after-meeting-with-senate-
democrats.
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room use.26 In fact, Medicaid coverage arguably leads to the worst health outcomes
because reimbursement rates for providers are so low that it makes non-emergency
room care virtually inaccessible. Yet the expansion of Medicaid will cost American
taxpayers around $33.5 billion between 2014 and 2020, $12 billion of which will be
paid by the states for administrative costs.2?

ACCESS TO CARE

Medicare and Medicaid enrollees are not the only ones whose access to quality
health care has been impeded by the ACA. Individuals and families in individual
and group market plans have seen networks constrict to keep premiums low.

“If you like your doctor, you will be able to keep your doctor” is another promise
that has not been kept. The ACA restricts insurance plans’ ability to control costs
in a number of ways, leaving narrow provider networks as one of the few cost con-
trol mechanisms still available to insurers. As a result insurers are creating narrow
networks where only a few providers are covered, and those providers are sent high
volumes of patients at lower reimbursement rates.28 While having the choice of nar-
row network plan options is not a bad thing for consumers, the ACA incentivizes
this type of plan structure to the exclusion of more robust provider options. Other
studies indicate that many providers and hospitals have decided not to participate
in one or more ACA exchange plans because of the extremely low reimbursement
rates. Many sole practitioners and small physician groups have similarly indicated
an intention to switch to cash-only practices or even enter early retirement to avoid
the burdensome new mandates and financial obligations imposed on them by the
ACA, further limiting patients’ choice of providers and driving up wait times in the
offices where enrollees are being accepted.

As a result of these incentives, individuals may find that while they have insur-
ance coverage and access to doctors and hospitals, they may have access to an in-
network hospital but not have coverage for the doctors inside it. Likewise, individ-
uals may have access to an in-network doctor, but none of the hospitals in which
he or she operates.2® This is hardly access to care.

CONCLUSION

The past 5 years have revealed how the promises made by President Obama and
the ACA’s supporters, however well-intentioned, do not match the reality of the law.
The number and scope of broken promises around the ACA show that the current
law is not what Americans wanted and is not the kind of reform American health
care needed. With this clearer understanding of the past, perhaps we can make the
most of lessons learned and start moving towards more effective reforms in the fu-
ture.

QUESTIONS SUBMITTED FOR THE RECORD TO DR. DoUGLAS HOLTZ-EAKIN

QUESTIONS SUBMITTED BY HON. SHERROD BROWN
ECONOMIC BENEFITS OF MEDICAID EXPANSION

Question. Medicaid expansion has meant more than just providing insurance cov-
erage to the uninsured. For hospitals and health care providers, it means treating
people in the appropriate and least costly setting. Dr. Holtz-Eakin’s testimony fo-
cused on how the Medicaid expansion has created “counter-intuitive incentives for
states to try and enroll newly eligible individuals . . . rather than focusing on help-
ing the neediest.” However, both non-expansion states and expansion states, like
Ohio, have experienced a “woodworking effect” in the number of non-expansion
Medicaid-eligible individuals who have signed up for insurance.

Dr. Holtz-Eakin, can you speak to the Medicaid “woodworking effect” that we've
seen in states—both expansion and non-expansion states—across the country? How

26 hitp: | | qje.oxfordjournals.org [ content /127 /3 /1057 .full; http:/ |www.rand.org | health /
projects [ hie.html; hittp: | | americanactionforum.org /insights | more-insurance-shouldnt-lead-to-
more-emergency-room-visits-but-it-might.

27 http: | |www.heritage.org | Research [ Reports /2010 /07 | Obamacare-Impact-on-States.

28 hitp:/ | americanactionforum.org | insights | health-care-providers-are-opting-out-of-obamacare-
exchang-plans.

29 http: | www.huffingtonpost.com /2014 /04 [ 10/ obamacare-patients-without-doctors
n_5044270.html.
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many individuals have gained coverage through this effect, and why is this con-
cerr(lii;lg to states (particularly their budgets) that have chosen not to expand Med-
icaid?

Answer. The woodwork effect is an expensive phenomenon whereby publicity and
outreach by the federal and some state governments to increase enrollment for one
population of Medicaid eligible individuals that are funded entirely by the federal
treasury has caused a 2.8 percent increase in enrollment in the previously eligible
population, for which the FMAP has not been increased. This places a significant
financial burden on state treasuries that are now responsible for paying for health
services for at least an additional 550,300 individuals.!-2 Naturally, state officials
are concerned that they may be unable to fund these new enrollees, particularly in
light of the stringent Maintenance of Effort and Minimal Essential Coverage provi-
sions being enforced under the ACA.

The concern, for many, arises not from unwillingness to help needy individuals,
but in part from the inability of state leaders to adjust to changing circumstances
and help their own citizens in the best way available because of restrictions imposed
by the law.

MEDICAID PAYMENT PARITY AND ACCESS TO CARE

Question. In his testimony, Dr. Holtz-Eakin stated that the ACA has impeded ac-
cess to quality care for Medicaid and Medicare beneficiaries. The testimony went so
far as to claim that Medicaid coverage “makes non-emergency room care virtually
inaccessible.”

In fact, there are many provisions in the ACA that have improved access to health
services for beneficiaries. For instance, one of these provisions increased reimburse-
ment rates for certain Medicaid providers and services to the Medicare rates for
2013 and 2014. A study published in the New England Journal of Medicine exam-
ined this provision and found an association between increased Medicaid reimburse-
ments and the availability of primary care appointments for Medicaid enrollees.

This is an example of something in the ACA that ensures access to care and has
helped individuals get to the doctor’s office for critical primary care and preventive
services. I understand how important it is to remove barriers to accessing quality
care, which is one of the reasons I introduced The Ensuring Access to Primary Care
for Women and Children Act. This bill would extend an expired provision of the ACA
that guaranteed primary care reimbursement parity between doctors treating Med-
icaid and Medicare patients. It would also expand this payment parity to other
health care providers who treat women and children, including ob-gyns, nurse prac-
titioners, and physician assistants.

Dr. Holtz-Eakin, can you discuss the increase in primary care appointment avail-
ability for Medicaid beneficiaries, as reported in the recent article published in the
New England Journal of Medicine—Appointment Availability after Increases in Med-
icaid Payments for Primary Care—and elaborate on how the Medicaid primary care
payment enhancement provision from the ACA has helped increase access to care
for the Medicaid population in non-emergency room settings?

If the ACA is not doing enough to get individuals to the doctor, what do you sug-
gest we do to help more Americans to gain access to the health sector?

Answer. While access to Medicaid coverage does little to give enrollees better ac-
cess to health care services, Medicaid primary care payment enhancements may
very well have contributed to increased access to providers. Unfortunately, this pro-
vision was fiscally unsustainable, which is why it was allowed to expire last year.
The New England Journal of Medicine article cited in the question supports the the-
sisdth?t exlff)anding Medicaid does not provide better care or even access to care in
and of itself.

The expiration of the program examined by the article demonstrates that simply
increasing payment rates is likewise considered an inefficient way to provide low in-
come Americans with consistent access to care. While the payment enhancement
may have contributed to increases in access to care, the effect was moderate. There
was an average 57 percent increase in reimbursement with only a 7.7 percent aver-

1http:/ | avalere.com | expertise | managed-care | insights | avalere-analysis-medicaid-non-expan-
sion-states-experience-up-to-10-enrollme.

2This number is likely larger, as the analysis was unable to include states where data was
incomplete or where there was inconsistent treatment of CHIP enrollees.
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age increase in access, and results by state were similar regardless of the amount
of the increase.3 For example, at the extremes, Montana increased its Medicaid re-
imbursement by 7 percent (the lowest) and saw a 6.8 percent increase in access, and
New Jersey increased reimbursement by 109 percent (the highest increase) and saw
a 10.9 percent increase in access; yet Oregon had a 39 percent reimbursement in-
crease, and a 2.8 percent decrease in access. This uneven result may imply that fac-
tors beyond the payment bump also contribute to accessibility.

Rather than continuing to debate precise levels of reimbursements, we should
begin thinking outside the box and consider allowing the market to provide dynamic
solutions: for instance, loosening scope of practice laws, or looking to states with
§ 1115 waivers for indications of how to more effectively manage the Medicaid pro-
gram.

PREPARED STATEMENT OF HOLLY WADE, DIRECTOR OF RESEARCH AND PoLICY
ANALYSIS, NATIONAL FEDERATION OF INDEPENDENT BUSINESS (NFIB)

Good morning, Chairman Hatch, Ranking Member Wyden, and members of the
Senate Finance Committee. Thank you for the opportunity to testify today on “The
Affordable Care Act at Five Years.”

The NFIB Research Foundation recently published the second of a three-part
health insurance longitudinal survey titled, “Small Business’s Introduction to the
Affordable Care Act, Part I1.”* The objective of the three surveys is to measure the
impact of the Affordable Care Act (ACA) on small business owners and the small
group health insurance market. The following are a few highlights from the survey.

The cost of health insurance is the most critical issue facing small business own-
ers. It is the main reason owners do not offer employer-sponsored health insurance
and the main reason owners discontinue providing the benefit. And for those offer-
ing, many owners annually confront the arduous task of adjusting profit expecta-
tions, insurance plans, cost-sharing and other mechanisms to help absorb often er-
ratic changes in total premium costs.

Unfortunately, the ACA does little to alleviate these problems five years into its
implementation, and in most cases contributes to the ongoing frustrations small em-
ployers face in offering health insurance.

The survey found that the ACA exacerbates market turmoil evidenced by large
numbers of policy cancellations, shifting renewal dates to obtain better rates,
changes in employer cost-sharing, and adoption of different, though not necessarily
more desirable, health insurance plans.

Small business owners have also encountered repeated delays and confusion over
major components of the law including the SHOP exchange marketplaces, the small
business health insurance tax credit, the employer mandate and financial reim-
bursement options.

All of the above are generating an uncertain and costly environment for many
small business owners navigating health insurance options for themselves and their
employees.

Two of the ACA’s hallmark small business provisions, the SHOP exchange mar-
ketplaces and small business health insurance tax credit were established to provide
cost relief and to offer a transparent, competitive marketplace for employers pur-
chasing in the small group market. Unfortunately, both have provided little relief
for those offering, or an incentive to offer, for those who do not.

Currently, only a few states have fully operational SHOP exchange marketplaces
and for those states that do, they are finding little interest among small employers
or their insurance agents. Small employers typically find no reason to visit the
websites. Just 13 percent of small employers visited the HealthCare.gov website to
%)001}{l for individual insurance, 4 percent for business insurance and 8 percent for

oth.

3The numbers reported in the study appear slightly biased, as the study reported only on the
4 states with the highest increases in payments, and the bottom 6 states with the lowest in-
creases in payments, skewing the average increase downward and potentially skewing the aver-
age increase in access upward.

1http: | /www.nfib.com [ assets [ nfib-aca-study-2014.pdf.
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The small business health insurance tax credit is a targeted approach to help curb
health insurance costs for offering small employers and was intended to provide an
incentive for those that do not, to start offering. However, the tax credit was largely
ineffective on both fronts as its design is exceedingly restrictive, complicated, and
only offers temporary relief to a larger small business cost problem. The tax credit
now serves as a windfall for the few who qualify and take the time, or pay an ac-
countant, to file for it.

While most small employers believe they are generally familiar with the health-
care law, many are still discovering new ways in which law impacts them. For in-
stance, the law prohibits employers from reimbursing or otherwise providing finan-
cial support to employees in order to help them pay for individually purchased in-
surance plans. However, our survey found that about 18 percent of small employers
offered this benefit last year and are now in violation of the law. NFIB continues
to receive calls from owners, generally after having talked to their CPA or insurance
agent, confused about the new rules prohibiting the practice and the subsequent
harsh penalties.

In conclusion, the ACA’s potential benefits for small employers have not material-
ized five years into enactment. Instead, the small employer experience more often
consists of increased levels of uncertainty and frustration related to changes in the
small group health insurance market and rules associated with the employer man-
date.

Thank you for the opportunity to summarize the findings of our survey. I look for-
ward to answering any questions you might have.

ATTACHMENT

NFIB Research Foundation

The Voice of Small Business
1201 F Street, NW,
Suite 200,
Washington, DC 20004
www.nfib.com

SMALL BUSINESS’S INTRODUCTION TO THE AFFORDABLE CARE ACT, PART I
December 2014

The NFIB Research Foundation is a small business-oriented research and infor-
mation organization affiliated with the National Federation of Independent
Business, the nation’s largest small and independent business advocacy organiza-
tion. Located in Washington, DC, the Foundation’s primary purpose is to explore the
policy-related problems small business owners encounter. Its periodic reports in-
clude Small Business Economic Trends, Small Business Problems and Priorities,
and the National Small Business Poll. The Foundation also publishes ad hoc reports
on issues of concern to small business owners.

EXECUTIVE SUMMARY

o Self-assessed familiarity with the Affordable Care Act (ACA) continues to grow
among small employers. Seventy-eight (78) percent now claim familiarity with
the ACA, 12 percentage points more than in mid-2013. Those employing 50-100
people have greater familiarity, 40 percent “very” familiar and 56 percent
“somewhat” familiar, than those employing fewer people.

e Industry sources, particularly health insurance industry sources, have become
an increasingly important place for small employers to obtain information about
the ACA. Still, the general news media is the single most important source for
more small employers than is any other followed by the health insurance indus-
try and the healthcare industry (providers, hospitals, etc.). Small employers cur-
rently offering health insurance are much more likely to rely on industry
sources while those who do not offer lean heavily on the general news media.
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Twenty-five (25) percent of small employers visited HealthCare.gov in the last
12 months, 13 percent to search for personal insurance, 4 percent for business
insurance and 8 percent for both. Just 4 percent consider government as their
most important information source on ACA.

A majority of small employers are satisfied with the information they have ob-
tained about the ACA by a 61-38 percent margin, a 5 percentage point tick up-
ward from the prior year. Some sources yield more satisfactory information
than others. Those most satisfied cite a business advisor, such as a lawyer or
accountant, a trade/business association, and an insurance carrier (in that
order) as their most important information source.

Fifteen (15) percent of small employers did not carry health insurance on them-
selves in mid-2013. The Affordable Care Act requires everyone (with limited ex-
emptions), including small-business owners, to be covered, effective January 1,
2014 (delayed), or pay a penalty. The number of uncovered small employers
dropped to 8 percent in mid-2014.

Forty-three (43) percent of the small employer population carrying personal
health insurance obtain their coverage under their firm’s employer-sponsored
health insurance plan, 39 percent under an individual insurance market plan,
and 19 percent under a spouse’s plan.

Nine percent of all small employers report that their personal health insurance
had been terminated or cancelled (for any reason other than non-payment) in
the prior 12 months. Terminations, therefore, affect about one-half million small
employers on a personal level. Most appear able to find insurance coverage else-
where, but the new policies come with a comparatively hefty price increase.

Non-offering small employers are receiving little employee pressure to offer
health insurance despite employees now being required to have coverage or to
pay a fine. Just 4 percent received a request from five percent or more of em-
ployees (usually no more than one person) in the last six months to institute
an employer-sponsored health insurance plan, the same number as last year at
this time.

Fourteen (14) percent of small employers not offering health insurance reim-
bursed or otherwise provided employees financial support to help them pay for
health insurance that they purchased on their own, about the same number as
in the prior year. However, 21 percent of those offering, but not currently pro-
viding financial incentives have considered, 9 percent seriously, helping employ-
ees pay for purchasing their insurance on the open market in lieu of the busi-
ness offering it. Financial incentives to help employees purchase health insur-
ance as a substitute for an employer sponsored plan is an employer option sub-
stantially more likely to be pursued than it is as a means to help employees
newly acquire insurance on their own.

Small employers perceive little change in insurance carrier competition for their
health insurance business over the last two years. If anything, they perceive
less (net 12 percentage points less) competition for it. The perceived competitive
situation among health insurers does not differ between offering and not offer-
ing small employers.

Forty (40) percent of small employers report offering employer-sponsored health
insurance, down 6 percentage points from the prior year. Firm size is closely
associated with offer rates. Small employers with 50 or more employees in-
creased their offer frequency while those with 20 or fewer employees saw theirs
decline.

Few small employers now self-insure and there is no stampede to do so. Even
among those with 20 or more employees, the group most likely to be able to
purchase re-insurance, just 10 percent of the offering population pursue this
course. Another one in ten projects switching from fully-insured to self-insured
in the coming year. However, equivalent projections last year yielded no net in-
creases in self-insured small businesses.

Change among individual firms is much greater than net change across the
small business population. Eleven (11) percent changed offer status within the
last year, more dropping their employer-sponsored health insurance than add-
ing it. Those percentages represent an 4 percentage point escalation (both adds
and drops) in offers status change over the last 12 months.
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About 12 percent of offering small employers adjusted their insurance renewal
date in order to avert higher premium costs and/or loss of a plan due to ACA
rules that were effective January 1, 2014.

Eighty-nine (89) percent of small employers offer just one type of health insur-
ance plan. That falls to 70 percent among firms with 50-100 employees. The
most common type of plan used is a conventional PPO (40%), an increase of 8
percentage points over the last year. The use of HMOs as the most used type
in small businesses fell 7 percentage points in a year to 19 percent. However,
small employer choices among primary types of health insurance blur as plan
types lose their distinctiveness and morph into one another.

A recurrent theme in this report is a recent emphasis on employee-only (indi-
vidual) coverage over the past year and a de-emphasis on family and employee
plus-one coverages. The evidence for these changes appear in the relative fre-
quency of offers, employee take-up, employer premium contribution, premium
costs, and even the decline in employers who obtain their personal coverage
from a spouse’s plan. The employee appears increasingly the focus of coverage
and family members less so.

The size of the employer cost-share fell notably for family and employee plus-
one coverage over the past year while rising modestly for employee-only cov-
erage. The number contributing 75 percent or more of premium fell 7 percent-
age points for family and 4 percentage points for employee plus-one coverage.
Meanwhile, contributions of that size for employee-only coverage increased 4
percentage points.

Employer-sponsored health insurance premium costs per employee continue to
climb for small employers, though at a reduced rate. Sixty-two (62) percent
claim per employee premium costs were higher in mid-2014 than in mid-2013
compared to 64 percent the prior year. Another 31 percent experienced no
change (29 percent the prior year) and 8 percent premium decreases (6 percent
the prior year). Per employee premium costs rose more for family than for em-
ployee plus-one coverage, but declined for employee-only coverage. These data
do not account for benefit changes, either desired by the small-employer plan
sponsors or forced on them by the ACA.

Employee participation in employer-sponsored health plans appears to be rising.
Sixty (60) percent of offering firms have 75 percent or more participation among
full-time, non-seasonal employees compared to just 54 percent one year ago.
Greater employee participation (more people) in addition to premium increases
caused the per firm cost of health insurance to rise substantially.

Small employers faced with health insurance premium increases took an aver-
age of 2.4 business actions to offset (pay for) them, the number increasing as
the size of the premium increase rose. The most frequently taken actions were
swallowing the increase (lower profits), delayed, postponed or reduced business
investment, and raising productivity. Forty-five (45) percent resorted to meas-
ures that affected employee pay checks.

Between 35 and 40 percent of small employers reduced benefits in their
employer-sponsored health insurance; somewhat less than 10 percent increased
them. That net frequency of benefit cuts was offset by ACA compelled benefit
increases, increases that small employers may not have known about, let alone
approved. The result likely approximates intent rather than actual outcomes of
which no one can be certain.

Small employers who added health insurance as an employee benefit within the
prior 12 months report that sustained business profitability allows them to now
offer. Market competition for employees is a second important reason for their
action.

Small employers who dropped health insurance as an employee benefit within
the prior 12 months most often report the cost of insurance was an important
reason for doing so. A notable number from that group dropping their insurance
also indicated that employees were better off purchasing it on their own.

About 90 percent of small employers in mid-2013 accurately forecast on a longi-
tudinal basis whether they would carry employer-sponsored health insurance in
the following 12 months. Thirty-eight (38) percent in mid-2014 expected to spon-
sor an employee health insurance plan in mid-2015 and 60 percent did not. Ex-
pectations dropped 10 percentage points in the last year.
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e This is the second of three surveys conducted for the NFIB Research Founda-
tion by Mason-Dixon Polling & Research on the introduction of small business
to the Affordable Care Act. Nine hundred (900) small employers participated in
this year’s edition, 288 having also participated the year before. The survey
sample was selected using a random stratified pattern with the approximately
four equal strata representing small employers having 2-9 employees, 10-19
employees, 20-49 employees, and 50—-100 employees.

SMALL BUSINESS’S INTRODUCTION TO THE AFFORDABLE CARE ACT, PART I

William J. Dennis, Jr., NFIB Research Foundation

The Affordable Care Act (ACA) began its administrative public life with a trou-
bled and glitch-filled Web site roll-out one year ago. The Web site, HealthCare.gov,
the heart of the Act’s administrative apparatus to enroll subsidized applicants, func-
tioned very poorly when it functioned at all. Small business was not generally im-
pacted by that debacle, except to the extent that some small employers and self-
employed business owners approached the exchange marketplaces to purchase
health insurance (subsidized and not) and met the same success that others did.
However, small business had its own set of issues.

The bulk of small business issues were indirect, stemming from requirements that
limited the policies that health insurers could sell to small employers. One visible
result was market turmoil evidenced by large numbers of policy cancellations, shift-
ing renewal dates to obtain better rates, changes in employer cost-sharing, and
adoption of different, though not necessarily more desirable, health insurance plans.
In addition, obvious policy U-turns and failure to implement publicized aspects of
the ACA created confusion among small employers and their advisors. SHOP (Small
Business Health Options Program) exchange marketplaces, a parallel to the shop-
ping function of the individual exchange marketplaces, intended to help small-
business owners transparently and competitively purchase their health insurance,
did not get off the ground. Relatively few states launched a SHOP for 2014; only
12,000 employers and 76,000 individuals purchased insurance through a SHOP; and
18 states have already delayed additional offering arrangements again to 2016.1
Since only small employers purchasing their insurance through SHOP are eligible
for the small business health insurance tax credit, the credit’s already limited eligi-
bility fell to a trickle. Confusion even reigned over established policies. Could small
business keep its existing, noncompliant insurance? The answer was not always
clear. Some could; some could not; and, some could, but only for a limited time. The
employer mandate was administratively delayed and then modified, good news for
larger small employers. But then those most affected offered anyway and the delay
may simply align the employer mandate deadline with the minimum essential
health benefits package and community rating requirements to which they remain
subject beginning in 2016. Perhaps the most consequential result of the mandate’s
delay was the effective elimination, at least temporarily, of the highly complex and
largely unknown aggregation rules.

The following pages document the turmoil caused by the ACA and many of the
changes occurring within the last twelve months. Some of those changes result in
noticeable net shifts in population totals. For example, the employer cost-share for
family and employee plus-one plans fell notably. Small employers, as a group, are
simply contributing less for them. However, a key to appreciating the turmoil and
other challenges small employers face is individual firm change even when the pop-
ulation totals do not. For example, the net percent of all small employers changing
offer status moved somewhat lower from the prior year. That reduction conceals the
fact that one in ten changed offer status over the last 12 months. Adding and/or
dropping employer-sponsored health insurance is a significant change to a business
with repercussions throughout the firm. Thus, even when matters seem publicly
calm, they often are not within individual firms.

1Small Business Health Insurance Exchanges: Low Initial Enrollment Likely due to Multiple,
Evolving Factors (2014). United States Government Accountability Office Report to the Chair-
man, Committee on Small Business, House of Representatives. GAO-15-15. November; Har-
rison, JD (2014). July 14. hitp:/ /www.washingtonpost.com | business | on-small-business | why-we-
still-dont-know-how-many-small-businesses-signed-up-through-obamacare /2014 /07 /10/773d0
¢b6-0859-11e4-a0dd-f2b22a257353 story.html.
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While one assumes that much of the turmoil created for small business by the
ACA will ebb as the compliant/non-compliant policy issue resolves itself, that is not
necessarily true. The status of SHOP exchange marketplaces and the employer
mandate implementation remain unsettled. Perhaps more important is the con-
sequences of the 2016 consolidation of the fewer than 50 employee and 50-99 em-
ployee groups into a single small group market. It is not known how, if at all, com-
bining the two will affect the rates of different size firms. Healthcare cost pressures
will continue to force insurance rates higher requiring small employers to make
more painful choices between employee wages and benefits, between higher de-
ductibles and cost-shares, between lower earnings and greater contributions to their
employer-sponsored health insurance. The Cadillac tax provision of ACA (2018) is
likely to affect a limited number of small employers initially, and the remainder of
those offering long after large employers have adapted to it. The impact of subsidies
to individual and families through the exchange marketplaces is likely to alter the
offer pattern of small employers long before large. And then, there is always the
possibility of further administrative change—even legislative change—for good or ill.

Familiarity with the Affordable Care Act

It has been four years since the Affordable Care Act (ACA) became law. Millions
of words have been written about the Act and likely more have been spoken of it
during that time. Much has been polemical, obfuscating the Act’s content and im-
pact. Yet, in mid-2014 just 24 percent of all small employers claim to be “very” fa-
miliar with the ACA (Q#68). Fifty-four (54) percent say that they are “somewhat”
familiar with it. The remainder describe themselves either as “not too” familiar
(15%) or “not at all” familiar with the Act (7%).

Small employers with 50 to 100 employees, those presumably most affected by the
new law, claim greater familiarity with the Affordable Care Act than do those with
fewer employees. Forty (40) percent of that group assert that they are “very” famil-
iar with it and another 56 percent maintain that they are “somewhat” familiar with
that law. Self-assessed familiarity among small employers declines gradually with
the number of employees in the business. However, a noticeable gap occurs between
owners employing fewer than ten people and those employing ten or more. The pro-
portion claiming familiarity (“very” and “somewhat”) among those with fewer than
ten employees is 76 percent while 24 percent do not claim familiarity (“not too” and
“not at all”) compared to 88 percent and 12 percent respectively among those with
ten or more employees. The gap is most noticeable in the “very familiar” response,
21 percent among the former group and 37 among the latter.

Familiarity is not related to health insurance offers. Offering small-business own-
ers are no more likely to claim familiarity than those not offering. However, famili-
arity is modestly associated with recent premium cost increases. Small employers
incurring premium increases in the last year are 9 percentage points more likely
to claim familiarity than those either incurring premium decreases or premium sta-
bility (84 percent to 75 percent).

ACA exchange marketplaces for individuals can be divided into three groups:
state-run, partnership, and federally-run.2 (SHOP exchange marketplaces for small
businesses cannot be similarly grouped because few states effectively operate one
and because the federal government has postponed its participation in their oper-
ation.) As a general rule, states with state-run exchange marketplaces have em-
braced Obamacare more enthusiastically than have partnership states and partner-
ship states more enthusiastically than federal-run states. It is reasonable to specu-
late that more enthusiasm results in more information available about ACA and
hence greater small business familiarity with the Act. Some relationship does exist.
Small employers in state-run states most frequently claim familiarity (84%) followed
by partnership states (77%) and federally-run states (76%). But as will be shown
shortly, few small employers use government as their primary source of information
about the Act. Few small employers not relying on government for information does
not negate the possibility that the relevant agencies provide more information to the
general news media, etc., which in turn transmit it to business owners.

Small employers in the Central region and to a lesser extent the Mid-western re-
gion report familiarity with ACA less often than do those in the Northeast, South-

2 State-based Exchange Marketplaces—CA, CO, CT, DC, HI, ID, KY, MD, MA, MN, NV, NM,
NY, OR, RI, VT, AND WA. Partnership Marketplaces—AR, DE, IL, IA, MI, NH, AND WV.
Federally facilitated Exchange Marketplaces: AL, AK, AZ, FL, GA IN KS LA ME MS, MO,
MT, NE, NJ, NC, ND, OH, OK, PA, SC, SD, TNTXUT VA WI D WY.
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east, and Pacific regions. The latter three report familiarity ranging from 81 to 83
percent.

Self-assessed familiarity with the Affordable Care Act rose between mid-2013 and
mid-2014. The proportion claiming familiarity (“very” and “somewhat”) rose 12 per-
centage points while those not claiming familiarity (“not too” and “not at all”) de-
clined the equivalent amount. That increase is somewhat larger than the one experi-
enced in the two year interval, mid-2011 to mid-2013, when the familiarity of small
employers with fewer than 50 employees rose from 58 to 66 percent.3

The change in familiarity appears broadly based. For example, 96 percent of em-
ployers with 50 to 100 employees claim familiarity with the Act compared to 89 per-
cent in the year prior. At the other end of the size scale, 76 percent with 2 to 9
employees claim familiarity compared to 65 percent twelve months earlier.

Information Sources

More small employers cite the general news media (34%) as their most important
source of information about ACA than any other (Q#69). The insurance industry
ranks second (22%) followed by the healthcare industry (13%). Small employers
identified every other source in less than 10 percent of cases. Trade associations or
business groups prove the prime source for 9 percent; a business advisor, such as
an accountant or lawyer, account for another 8 percent; government, 4 percent;
other sources and no answer, 2 percent. Seven percent do not have a single most
important source.

The most important sources small employers use to obtain information about ACA
changed somewhat over the past year. The most notable change was an 8 percent-
age point reduction in reliance on general news media and a 9 percentage point in-
crease in the number identifying the health insurance industry. Five percentage
points more identified the healthcare industry (providers, hospitals, etc.) this year
than last. Primary reliance on other sources remained relatively stable. For exam-
ple, 4 percent cited government in mid-2013 and 4 percent cited it in mid-2014 de-
spite the flurry of information surrounding the opening of the exchange market-
places (much of it negative, encouraging small employers to look elsewhere); 10 per-
cent cited business advisors in mid-2013 and 8 percent in mid-2014; trade
associations/business groups declined from 12 percent to 9 percent. Seven percent
claimed to have received no useful information this year compared to 1 percent last,
a discouraging commentary on the country’s ability to transfer useful information
about a major government initiative.

The smallest employers continue to be the size group most reliant on the general
news media (42%) for information about the ACA. They are also the group most
likely to think that they have not received any useful information about it (8%).
Owners of the largest businesses are the most reliant on the health insurance in-
dustry (38%).

The major difference in information sources about the ACA falls along the divide
between those who offer employer-sponsored health insurance and those who do not.
Fifty-eight (58) percent of small employers offering report their most important in-
formation source as the insurance industry (40%) or a healthcare provider (18%).
Just 21 percent of those not offering name one of those two industry sources. In con-
trast, 18 percent of offering small employers cite the general news media compared
to 45 percent among small employers not offering. These results logically follow
from the greater exposure that offering small business owners have to industry
sources.

Just less than one in four (24%) rely principally on a single source for most their
information. Those who did identify a second source as important were distributed
much as were the most important source. The noticeable difference is that the insur-
ance industry and healthcare industries switched places. Twenty (20) percent identi-
fied the general news media; 12 percent a provider; 11 percent a carrier; 11 percent
a trade association/business groups; 10 percent a business advisor; 7 percent
“other”; and, 6 percent government (Q#70).

Four combinations of sources (first and second choices) prove most common among
those citing more than a single source. The most frequent (14%) is the general news
media and insurance carriers, followed by a provider(s) (health-care industry) and

3 Dennis, WJ, Jr. (2013). Small Business’s Introduction to the Affordable Car Act, Part I.
NFIB Research Foundation: Washington, DC.

http:/ |www.nfib.com | Portals |0/ PDF [ AllUsers | research | studies | ppaca | nfib-aca-study-
2013.pdf.



71

the media (10%), trade/business associations and the media (8%), and trade
associations/business groups and insurance carriers (6%).

HealthCare.gov

HealthCare.gov is the government Web site that the public can visit both to gath-
er information about the ACA as well as to sign up for its benefits (during open
enrollment). While plagued by a disconcertingly problematic roll-out, the site re-
mains the single most visible place to learn about the Act’s exchange marketplaces
and the insurance available to individuals. It is also the place where small employ-
ers were supposed to take advantage of the SHOP provisions of ACA, a prospect
now restricted to a small number of businesses operating in a few states and busi-
nesses that enrolled directly through an insurer or an insurance agent/broker.

Small employers typically find no reason to visit HealthCare.gov. Sixty-five (65)
percent report that they did not visit the site in the last year and another 10 per-
cent say that they did so out of simple curiosity (Q#72). Still, one in four (25%) did
visit HeathCare.gov for its intended purposes. The largest share visiting the site did
so to inquire about the purchase of personal insurance (13%). Four percent visited
the site about business insurance and another 8 percent visited to inquire about
both business and personal coverage. Those percentages translate into a non-mutu-
ally exclusive 21 percent visiting HealthCare.gov for personal reasons and 12 per-
cent for business reasons. Given that just 4 percent named government as their
most important information source about ACA, HealthCare.gov apparently did not
provide a great deal that small employers found helpful.

As a general rule, small employers looking for business insurance on
HealthCare.gov currently offer (66%—34%) and those looking for personal insurance
do not (32%—68%). Those looking for both business and personal are more evenly
divided (56%—44%). Seventy-seven (77) percent visiting for any insurance purpose
expect to offer next year as do 98 percent of those visiting out of curiosity. Virtually
no one (0 of 70 cases) who does not expect to offer next year visited the site for ei-
ther business or personal insurance. HealthCare.gov therefore appears to be a shop-
ping tool for small employers already offering rather than a persuasive tool for those
who do not. Once an affirmative offer decision has been made, small employers
search for the best deal, often on the public Web site. If that decision is negative,
they do not bother to search it. The unknown is whether the poor (or lack of a)
SHOP roll-out will discourage small employers from using the tool in the future or
whether greater site visibility will encourage them to try again.

The number who visited HealthCare.gov is likely somewhat higher than reported
doing so. Nearly half of those who claim to have purchased their personal health
insurance through government also said that they had not visited HealthCare.gov
(N=33). It is possible that some accessed the exchange marketplace using a different
address, particularly in states with state-run exchange marketplaces. Or, it is pos-
sible that some simply did not recognize the site’s name/address. Still, the inconsist-
ency demonstrates the confusion many small-business owners have dealing with the
ACA, its specific provisions, and its terminology.

Information Satisfaction

More small employers are satisfied than not with the information they have re-
ceived to date about the Affordable Care Act. But, they are far from completely
happy. Nineteen (19) percent say that they are “very” satisfied (Q#71). Another 42
percent say that they are “somewhat” satisfied, yielding a total of 61 percent on the
satisfied side of the ledger. Thirty-eight (38) percent fall on the other side with 16
percent “not at all” satisfied with the information that they have received.

With a single exception, little association appeared between information satisfac-
tion and either size-of-business or offer status. The exception appeared among the
group having the most employees, 50-100. It is noticeably more satisfied with the
information received (78%) than are the other three size group individually or com-
bined (59%). It is likely that ACA requirements made them get satisfactory answers
to more questions and their size provided them the resources to do so. Offer status
showed no relationship to information satisfaction.

Satisfaction is slightly higher in mid-2014 than it was in mid-2013. A net 5 per-
cent more are now satisfied than last year and the same number not. The largest
change came among those “not at all” satisfied, which fell 6 percentage points be-
tween mid-2013 and mid-2014.

Some most important information sources yield greater satisfaction than others
(Exhibit 1). Small employers who rely on business advisors and trade association/
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business groups, for example, are usually more satisfied than those relying on other
sources. Sixty-six (66) percent primarily sourcing business advisors are satisfied
with the information they have received and 24 percent are “very” satisfied with
them. Sixty-five (65) percent primarily sourcing trade association/business groups
are satisfied with the information they have received and 28 percent are “very” sat-
isfied with them. Insurance carriers also produce a 66 percent satisfaction level, but
only 15 percent of affected small employers give them the highest mark. The general
news media and the healthcare industry produce least satisfaction, particular the
healthcare industry. As many relying on it for ACA information are as dissatisfied
with the information received as are satisfied. Just 8 percent relying on the industry
are “very” satisfied.

Exhibit 1
INFORMATION SATISFACTION BY MOST IMPORTANT INFORMATION SOURCE
Most Important Information Source
Satisfaction Health : "
Health Care Business Trade/Business General News .
|?::5:;1::ye Providers Advisors Groups Media Total
Very 15% 8% 24% 28% 21% 19%
Somewhat 51 42 42 37 38 41
Not too 23 33 17 18 21 22
Not at all 12 17 17 17 21 18
(DK/Ref) * * * * * *
Percent 100% 100% 100% 100% 100% 100%
N 271 157 89 111 143 818

T Includes sources with too few cases to report—Government (N = 36) and Other (N = 5).

The frequency of citations as the single most important source does not indicate
overall satisfaction. The general new media, one of the two most common sources,
receives relatively low satisfaction marks while insurance carriers, the other most
important source receives, moderate satisfaction marks. Just 9 percent identify a
trade association or a business group as their most important source and another
8 percent identify a business advisor, such as an accountant or lawyer. Yet, small
employers are likely to be more satisfiedwith these two ACA information sources
than those more frequently relied upon.

Every source has a significant number of small employers relying on them who
are “not at all” satisfied with the information received from it. The health insurance
industry has the fewest who are “not at all” satisfied with its efforts (12%) while
the general news media has the most (21%). The other three listed sources each
have 17 percent who are “not at all” satisfied. One in six suggests all sources could
do a better job producing relevant information about the ACA for small employers.

Personal Insurance

Fifteen (15) percent of small employers did not carry health insurance on them-
selves in mid-2013. The Affordable Care Act requires everyone (with limited exemp-
tions), including small-business owners, to be covered, effective January 1, 2014, or
pay a penalty. By mid-2014, the number of uncovered small employers dropped to
8 percent, almost half the number uncovered one year prior (Q#5).

Nine of ten (90%) small employers have personal health insurance (2% did not
respond). A plurality (39%) have individual coverage (43% of the covered popu-
lation). Another 34 percent obtain (38% of the covered population) their coverage
from their firm’s health plan. Nineteen (19) percent obtain their insurance through
a spouse’s plan (21% of the covered population). The key difference in the distribu-
tion of sources for personal coverage from last year is the greater importance of indi-
vidual plans. It would appear that a substantial share of those moving from an un-
insured to an insured status buy an individual plan rather than sponsoring an em-
ployee plan and joining it or obtaining a plan through a spouse. The number with
individual plans rose 9 percentage points while the number with business plans fell
4 percentage points and the number covered by a spouse’s plan was unchanged.

Particular interest falls on the 39 percent purchasing individual market health in-
surance plans because that market has been volatile, suffering severe disruptions,
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typically due to the government imposition of mandated minimum essential health
benefit requirements. Small employers searching for non-employer-sponsored (indi-
vidual) health insurance can purchase this non-group insurance directly in the pri-
vate market or through a government-sponsored individual exchange marketplace.
Seventy-two (72) percent who purchased individual market insurance (28 percent of
covered small employers) claim they bought it directly through the market and 19
percent bought it through an exchange marketplace (Q#6). The remaining 9 percent
are not certain. That relatively high uncertainty is understandable given the
consumer-opaque relationships between the exchange marketplace and the non-
exchange individual market.

The individual exchange marketplace is the location where people sign up for
ACA subsidies when purchasing their health insurance. While almost one in five
(18%) of the 39 percent who purchased an individual policy through the exchange
marketplace (7 percent of the covered small employer population), too few cases are
available (N=33) to estimate the proportion who obtained a subsidy (Q#7). However,
the limited cases available suggest that a substantial portion of small employers
who went through the individual exchange marketplace did receive one.

Complaints are common from people holding individual health insurance policies
that their plans have been terminated despite assertions from the President that
people could keep their insurance if they liked it. Nine percent of all small employ-
ers claim that their personal health insurance was terminated or cancelled (for any
reason other than non-payment) in the prior 12 months (Q#8). One in ten translates
into about one-half million small-business owners who lost insurance in this man-
ner. The data do not show the source of insurance among those who lost policies
(at least temporarily) due to their plan’s termination.

Virtually all who lost their personal insurance in this manner were able to replace
it, but typically at a higher cost. Over 70 percent replaced their terminated policies
with more expensive ones; 28 percent were able to find a cheaper product (Q#9).
Though the number of cases is small (N=78), actual price changes appear substan-
tial. Only 14 percent experienced price changes between plus 10 percent and minus
10 percent.* Both the median increase (between 25 and 30 percent) and the average
increase proved considerably higher than the median and average decrease. Factors,
such as benefits, deductibles, etc., are not included thereby yielding a change in
cost, but not necessarily in policy value. Given that many of the terminated plans
were also likely to have been plans with relatively modest benefits, the steep price
increases reported are not implausible. Additional benefits will raise the cost re-
gardless of whether the purchaser wanted them or not.

Virtually all of those who are currently without personal coverage did not have
a plan cancelled in the last 12 months (N=42). That implies members of the current
uncovered small-employer group have probably been uncovered for more than a sin-
gle year.

Two Incentives

The ACA created or changed numerous incentives affecting health insurance buy-
ing decisions; some were intended, some not. The author isolates two that may have
significant effects on small business, but which will likely take some time before
their impacts are known fully. One has received considerable public attention; the
other has not. The under-publicized incentive appears first.

Increased Employee Demand for Insurance

With Americans required to have health insurance by January 1, 2014 (with lim-
ited exceptions), non-offering small employers are likely to face increased pressure
from uninsured employees to offer a health insurance plan. This is particularly true
of employees who cannot receive a subsidy from an individual exchange market-
place, or who do not understand that they will be eligible to receive one. The situa-
tion creates two questions: how much pressure can and/or will employees exert on
non-offering small employers to offer a health insurance benefit? After all, an
employer-sponsored health insurance plan could lower employee out-of-pocket ex-
penses for many, though not all, simply because the employer typically shares the
cost. The second question is: how will non-offering small employers respond to em-
ployee requests? Only the first can addressed directly, in large part because there
are so few cases of reported requests.

41f less than plus or minus 10 percent is classified as no change, 60 percent experienced a
price increase, 18 percent no change, and 23 percent experienced a price decrease.
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Four percent of non-offering employers report that in the last six months more
than five percent of their employees or representatives of more than five percent of
their employee asked that the business institute an employer-sponsored health in-
surance plan (Q#10). The current level represents no increase from the prior year.
Noteworthy is that the time frame used to gauge the change covers the period in
which for the first time individuals must purchase health insurance or pay a pen-
alty. Employee interest in obtaining an employer-sponsored plan logically would
spike at this time (and perhaps in the next twelve months).

Five percent of employees, the threshold for answering affirmatively about em-
ployees requesting health insurance, likely mean no more than a single employee
in a small business. In a 40 employee firm, the threshold means requests from just
two employees, or one employee speaking on behalf of himself and one other. Since
that is an insignificant portion of the workforce, the data capture a minimal expres-
sion of interest.

No increase in employee requests for health insurance from a small base during
a period when a strong expression of interest might be expected, combined with a
modest definition of employee request (usually a single person), indicates that un-
covered employees are putting little pressure on non-offering employers to make
health insurance part of the employee benefit package. That situation could change
as more uncovered and formerly uncovered employees look for a place to lay-off their
health insurance costs or experience non-coverage penalties. Change could also
occur as a result of a stronger economy and employees having a more advantageous
bargaining position. But, the fact that demand remains modest questions whether
pressure on small, non-offering employers will ever rise substantially. That leads to
a search for the reason why. Topping the list of candidates is composition of the
workforce and its attachment to a specific workplace (turnover). Increased participa-
tion among full-time, non-seasonal employees in offering small businesses, a topic
discussed subsequently, supports these possibilities.

Reimbursement/Financial Incentives

Incentives exist within the ACA for employers, particularly small employers with
relatively low paid employees, to dump their employer-sponsored health insurance,
reimburse or otherwise adjust employee wages upward to compensate for the lost
insurance, and let employees purchase their health insurance, often with subsidies,
in the government exchange marketplaces. Over time the incentive to adopt this
course 1s likely to become stronger. Still, inertia, uncertainty over the quality and
cost of insurance in the individual exchange marketplaces, fear of adverse employee
reaction when confronted with the change, etc., gives many small employers pause.

In the months between mid-2012 and mid-2013, 14 percent of small employers not
offering health insurance reimbursed or otherwise provided employees financial sup-
port to help them pay for health insurance that employees purchased on their own.
That figure is the same one year later. However, 18 percent of the entire population
(offering and not) afforded incentives (Q#11).

A larger percentage (25% compared to 14%) of those offering insurance claim to
offer financial incentives for employees to help them purchase health insurance on
their own than do those who do not offer. Discrimination rules generally do not
allow separating employees for purposes of providing tax subsidized employee bene-
fits. However, these small employers may be using financial incentives to help full-
time employees with family coverage when not offered by the firm or, to help part-
time employees, that typically are not covered, or even to purchase associated types
of services, such as dental or vision insurance. Those not offering family coverage
(but offering insurance) are about three times as likely to provide such financial in-
centives as those offering family coverage. A substantial number of small employers
may therefore being using the financial incentive to help employees with their famil-
iar obligations. The part-time hypothesis has less have merit. Less than 20 percent
of offering firms with part-time employees have a reimbursement policy. Since the
survey collected no data on health benefits beyond insurance, it is not possible to
determine whether these financial incentive from offering firms are intended for
such purchases. Other sources indicate, however, that many small employers give
such benefits.> The result leaves a sizeable number of offering firms providing unex-
plained reimbursement or financial incentives to purchase health insurance or un-
covered healthcare outside the business.

5Kaiser Family Foundation (2014). 2014 Employer Health Benefits Survey. Section 2, p. 50.
September 10. http:/ | kff-org | private-insurance [ report | 2014-employer-health-benefits-survey /.
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Employees earning wages/salaries are directly related to financial incentives or
reimbursement to purchase health insurance. If a firm’s average wages are $12.50/
hour or less (annual salary equivalent of $25,000), 15 percent receive this additional
benefit; if averages wages are $27.50/hour or more (annual salary equivalent of
$55,000), 44 percent do. The middle wage group receives the benefit in 26 percent
of cases.

One would think that non-offering firms would be the ones giving employees in-
centives to purchase health insurance outside the firm. Fourteen (14) percent do.
However, providing financial incentives to purchase insurance outside the firm in
lieu of the firm offering health insurance is even more popular among those who
currently offer, at least conceptually, than those who do not. Twenty-one (21) per-
cent of offering small employers who do not already provide some additional finan-
cial incentive to purchase insurance have considered one in lieu of offering, 9 per-
cent “seriously” (Q#13). Small employers not offering health insurance and not al-
ready providing some incentive are less attracted to financial incentives to help em-
ployees make the purchase. Just 2 percent in that group have “seriously” considered
the move and another 8 percent have considered it. The result is that financial in-
centives to purchase health insurance or reimbursement for having purchased insur-
ance is an employer option substantially more likely to be pursued as a means to
drop an existing benefit than it is as a means to help add a non-existent one.

If those small employers who have considered providing a financial incentive and
do not now offer one were to proceed, the most likely way (41%) they would imple-
ment the change is to offer a flat amount per employee (Q#14). The flat-amount
method is the most equitable, most transparent, easiest to administer, and provides
minimal incentives for over-insuring. It is also one that higher paid employees and
those with dependents would be least likely to favor. The second most likely method
is a percent of the employee’s health insurance premium (23%). Percent of premium
would be more popular with employees expending more on insurance. The remain-
ing methods had negligible numbers with the employee’s length of service (5%) and
a percent of the employee’s wages or salary (2%) trailing. Twenty-nine (29) percent
have not thought about the switch seriously enough to consider a method to imple-
ment it. The depth of consideration this latter group has given to a switch is likely
superficial.

The downside of such financial incentives is their tax status. The Internal Rev-
enue Service (IRS) issued sub-regulatory guidance prohibiting employers from reim-
bursing employees with tax-preferred contributions in order to purchase health in-
surance. Penalties for violating this prohibition can be severe. In the past, many
small employers, in lieu of offering expensive employer-sponsored health insurance,
were able to provide employees with tax-free contributions to reimburse healthcare
costs. The reimbursement was commonly provided in the form of stand-alone Health
Reimbursement Accounts [HRAs] or Section 125 plans. Now, any reimbursement
must be subject to payroll taxes for the employer and the employee and individual
income taxes for the employee, significantly reducing the value of the contribution,
particularly for better paid employees.

Health Insurance Offers

Forty (40) percent of small employers with 2-100 employees offer employer-
sponsored health insurance; 61 percent do not (Q#15). That number is six percent-
age points fewer than one year ago. The decline was associated with small employ-
ers having fewer than 20 employees.

Employee size-of-firm continues to be highly associated with offers. Ninety-six (96)
percent of small-business owners employing 50-100 people offer employer-sponsored
health insurance and 81 percent in 20-49 employee group offer as well. One year
ago, 92 percent of the largest offered as did 80 percent of the second largest. The
number owning the largest small businesses, those originally covered by the em-
ployer mandate, raised their propensity to offer four percentage points, while small
employers with 20-49 employees did not change theirs. The two size groups with
less than 20 employees presented a very different look. Two-thirds (66%) in the 10—
19 employee group offered in mid-2014 in contrast to 74 percent the year before for
a drop of 8 percentage points. Employers with the smallest businesses are least like-
ly to offer. Twenty-eight (28) percent did among those employing 2-9 people com-
pared to 34 percent twelve months year earlier, meaning a fall of 6 percentage
points. Just one in five (20%) of the numerous 2—4 employee group sponsored a plan
in mid-2014.
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Because owners of larger, small firms offering insurance increased in number
while the owners of smaller, small firms offering decreased in number, the net total
of employees offered employer-sponsored health coverage did not change as dramati-
cally as the net total offering firms. It is even possible that the number of employees
offered coverage in small businesses did not change. The data available here cannot
answer that question.

Average wages paid in small businesses are not associated with employee size-
of-firm. However, higher average wages paid in a small business are highly associ-
ated with health insurance offers. If a firm’s average wages are $20.00/hour or less
(annual salary equivalent of $40,000), there is a 33 percent chance the firm offers
employer-sponsored health insurance; if averages wages are more than $20.00/hour
or more, there is an 86 percent chance the firm offers.

Small employers offer health insurance in the Northeast region more frequently
than in other regions. Those sponsoring employee insurance plans are about 20 per-
centage points fewer in the four remaining regions. The remaining four, the Mid-
west Southeast, Central, and the Pacific, trail in that order. The 2-9 employee
group generates the gap. Forty-seven (47) percent of the smallest employers offer
in the Northeast compared to the low to mid-20s elsewhere.

Eighty-three (83) percent offer health insurance to full-time employees only (70
percent have full-time employees exclusively), the same percent as the prior year
(Q#20). Fifteen (15) percent theoretically offer it to both full- and part-time people,
four percentage points more than 12 months earlier. However, 19 percent with part-
time employees actually do. The smallest businesses appear modestly more likely
to offer health insurance to part-time people, 16 percent among those with fewer
than 20 employees and 11 percent among those with 20 employees or more. The rea-
son for this unexpected relationship may be due to the inclusion of family members
working part-time in the smallest firms.

Renewal

January 1, 2014, was more or less a magic date for the Affordable Care Act. Ev-
eryone required to do so was to have signed up for an insurance plan by that date
(eventually postponed three months). Newly issued and renewed health insurance
plans were required to comply with all of the new ACA requirements. Renewal of
employer-sponsored health insurance prior to January 1 could thereby provide many
small employers at least some temporary financial advantages.

If renewal/purchase were random, one would expect about 25 percent of small em-
ployers to renew their health insurance each quarter. That did not occur. Renewals
bulged in the last quarter of the year, just prior to the deadline. Thirty-six (36) per-
cent of offering small employers purchased their health insurance in the fourth
quarter of 2013 (Q#18). Similar percentages purchased in each of the other three
quarters—16 percent in the third quarter, 2013; 19 percent in the first quarter,
2014; and 22 percent in the second quarter, 2014. Seven percent could not recall
their quarter of purchase. Over one in eight (11%, 14% adjusted for “don’t know”
responses) who purchased therefore renewed earlier than expected.

Sixty-eight (68) percent of small employers renewing in the fourth quarter report
doing so because it was the normal renewal time (Q#19). The remainder renewed
in the fourth quarter apparently to beat the January 1 dead-line. Eighteen (18) per-
cent renewed at that time to keep their existing policy for at least another year.
Fourteen (14) percent renewed at the time because their premiums would be cheap-
er than if they waited until the new year with the new requirements imposed on
insurers. The latter two reasons are likely not mutually-exclusive.

The ability to retain one’s existing, noncompliant health plan (and save costs) con-
tinues to be a moving target, like many aspects of ACA implementation. So, it is
possible some small employers will be able to take advantage of existing, noncompli-
ant, and more affordable policies either directly or by making it administratively
unfeasible for insurers to offer them. If given the opportunity small employers are
likely to continue to do as they did at the end of 2013. How long that will continue
is another matter. Many states will not permit further extensions on plans that do
not meet minimum benefits requirements.® It is therefore possible that another,
smaller round of “beat the deadline” will factor into many small employer insurance
purchase decisions in the next few months.

6 AHIP Coverage (2014). October 2. hitp:/ /www.ahipcoverage.com/2013/11/20/map-of-the-
day-state-decisions-on-administrations-policy-on-coverage-extensions /.
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Competition

The rationale for Small Business Health Options Program (SHOP) exchange mar-
ketplace is to increase competition and transparency in the health insurance market
for small employers. One can argue that the small group market is already highly
competitive,” but many small employers would not have agreed, let alone concur
that the existing small group market is transparent. SHOP was effectively been put
“on ice” (postponed for at least a year) in 2014 and questions have arisen even
among ACA supporters about its utility.® Still, with competition such a crucial ele-
ment in controlling costs, it is important to understand that small-business owners
are not impressed with what has transpired in the small group market over the last
two years.

Thirteen (13) percent of small employers think that competition for their firm’s
health insurance has risen over the last two years (4% “much more” and 9% “slight-
ly more”) (Q#73). In contrast, almost twice as many (25%) think competition has de-
creased (15% “much less” and 10% “slightly less”). A plurality (38%) see no change
and another 16 percent do not think the question is relevant to their situation.
Eight percent did not respond. The overwhelming majority of the latter two re-
sponses come from small employers who do not offer and are likely out of the mar-
ket. Regardless, the ACA has failed to this point, at least to the extent that it was
intended, to increase competition in the small group market.

The perceived competitive situation among health insurers does not differ between
offering and not offering firms. Once eliminating the response “not relevant to my
business” the distributions are similar. Small employers purchasing insurance per-
ceive no more or less change in competition for their health insurance business than
do those who do not offer.

A change in competition is not the same as the level of competition. It is possible
that small employers enjoy a high, but declining level of competition for their health
insurance. While that is not likely, it is also beside the point. The issue is change,
and small employers perceive competitive change as negative.

Self-Insurance

The potential for large numbers of small employers with relatively healthy labor
forces self-insuring still concerns many, particularly supporters of Obamacare who
prefer community rating to experience rating and do not want it threatened. Their
fear is that by self-insuring, the best risks will opt-out of the small group market
thereby increasing risk within the remaining pool and forcing premiums higher for
pool members. Yet, their concern, at least in the short-term, appears more theo-
retical than practical. The number of self-insured remains small and stable, and in-
terest in switching from a fully-insured product to self-insurance appears more
wishful than practical.

The small group market currently consists of those with fewer than 50 employees.
The market will be redefined in 2016 to include groups with fewer than 100 employ-
ees. That change makes the two size groups (fewer than 50 employees and 50-99
employees) noteworthy in a discussion of self-insurance. However, state insurance
regulation effectively sets a minimum lower bound on group size for self-insurance
through its requirements for re-insurance. Those rules vary from state to state. Re-
insurers also impose minimum size requirements to avoid adverse selection. These
lower bounds tend to cluster around 20 employees, making 20 employees an arbi-
trary, but reasonable minimum for discussion of self-insurance.

The 50 to 100 employee size group is more likely to self-insure than is the 20 to
49 employee size group, 9 percent compared to 8 percent, totaling 8 percent for the
two groups combined in mid-2014 (Q#23).° One year prior, 14 percent of the larger

7See, Karaca-Mandic, P, JM Abraham, K Simon, and R Feldman (2013). Going into the Af-
fordable Care Act. Working Paper 19719. National Bureau of Economic Research: Cambridge,
MA., December.
8 Ezekiel Emanuel, one of the architects of the ACA, and a continuing advocate, thinks that
few small businesses will join the SHOP exchanges set up for them. . . e See, Man-
delbaum R (2014). March 26. http:/ /boss.blogs.nytimes.com [2014/03/26 [ why- employers will-
stop- offermg health-insurance/?_r=0.
few owners employing fewer than 20 people, even some employing fewer than 10 people,
report that they, too, self-insure. But those reports are not likely accurate. Firms with fewer
than 20 employees let alone fewer than 10 typically cannot buy reinsurance either because state
regulators prohibit it and/or insurers refuse to it. Without reinsurance, firms self-insuring with
such a thin capital base borders on the edge of financial irresponsibility.

«
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group and 6 percent of the smaller group reported self-insuring, a rounded total of
8 percent for the two groups combined. The result is no net change occurred in the
number self-insuring during the period.

These data do not account for businesses entering (formed) and exiting (dissolved).
Nor do they account for a small employer moving directly from non-coverage to self-
insurance or from self-insurance to non-coverage. The chances either dynamic has
an appreciable impact on the totals is doubtful. Only a small fraction of total starts
begin with more than 10, let alone more than 20 employees, the practical threshold
for self-insurance.1? Further, just 3 of 48 cases(unweighted) for which there are data
in mid-2013 and mid-2014 were a non-offering firm last year and a self-insured firm
this year. Still, a rough one-half million businesses enter and exit every year, about
one-tenth of the population. Average exit size is somewhat larger than average
entry size. The self-insured estimate for the static population is there- fore not likely
to be influenced significantly by annual population dynamics. But if they do influ-
ence the number, it is likely to be downward.

Small employer projections point to little change in the number of self-insured
small businesses in the immediate future. Fifteen (15) percent in the 50 and over
employee group say that it is “highly” likely or “somewhat” likely that they will
switch and self-insure in the next 12 months. Seven percent say the same among
the smaller group for a combined total of 10 percent (Q#24). Those projections are
one percentage point lower, effectively, no different, than last year’s.

Two hundred and eighty-eight (288) cases, about 30 percent of sample, responded
to the survey in both mid-2013 and mid-2014. That allows examination within the
group of expressed intentions (last year) and subsequent follow-through (this year).
Unfortunately, just eight cases qualify. But of the eight cases indicating that it was
likely they would switch from fully-insured in 2013 to self-insured in 2014, just one
actually changed.

No stampede to self-insurance appears eminent. However, premium increases will
continue to place pressure on small employers with young and healthy workforces
to self-insure. A more immediate issue may be the pending consolidation of the larg-
er (50-99 employees) and smaller (<50 employees) groups into an expanded small
group market in 2016. What type of incentives will the consolidation generate to ei-
ther encourage or discourage self-insurance? Given prior relative stability, the prob-
able answer is that incentives for individual firms will not change enough to make
a noticeable difference in self-insurance totals. But that outcome is not a certainty.

Type of Plan

The principal type of health insurance plan small employers offer changed notably
over the last 12 months and the reason is not obvious. The number subscribing to
HMO plans declined 7 percentage points to a 19 percent market share while those
subscribing to regular PPO plans increased by 8 percentage points, leaving regular
PPOs with 40 percent of the market (Q#21). High-deductible PPOs have a 27 per-
cent share, climbing 2 percentage points in the last 12 months. POS (point of serv-
ice) plans control 5 percent, no change from the prior year. Thirteen (13) percent
of small employers are not able to identify which plan type they have, a single point
higher than in the previous measuring period. There is good reason for the large
number who are uncertain about their plan type as will be discussed subsequently.

Except for POS plans which are more common as firm size increases, the principal
type of health insurance plan was not associated with employee size-of-firm.

Eleven (11) percent of offering small employers sponsor more than a single type
of plan (Q#22), down 4 percentage points from the prior year. Among small busi-
nesses with 50 or more employees, the percentage rises to 30 percent. A change in
the relative use of plans within firms offering more than one plan could impact the
percentages identifying a plan type as the one used by most employees. Still, with
only one in eight offering multiple plan types, the change in emphasis within firms
offering more than one is at best a modest, partial explanation for the shift.

The real question is whether these plan type categories are even relevant any
longer. As PPO deductibles become higher, what is the difference between a high-
deductible PPO and a PPO? As PPO networks shrink and the size of medical prac-
tices expand, what is the difference between a PPO and an HMO? Traditionally,

10 Seventy-six (76) percent of starts with employees have 1-4 and another 13 percent have
5-9. Bureau of the Census Business Dynamic Statistics, Firm Characteristics Data Tables.
hitp:/ |www.census.gov / ces | dataproducts [ bds | data_firm.html.
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HMOs were the low cost alternative, and the one often selected by budget-conscious
consumers. High deductible PPOs began to change the relative cost difference while
regular PPOs gravitated toward their high-deductible brethren. With all plan types
now morphing into variants of one another, it is not obvious that the current termi-
nology meaningfully categorizes health insurance plans generally, let alone from a
small employer (health insurance consumer) perspective.

Examine type of plan by per employee premium cost, for example. The median
cost of an employee-only or a family HMO and high-deductible PPO plan are simi-
lar, though the median conventional PPO plan does cost somewhat more. However,
64 percent whose employees principally subscribe to historically cheap HMOs report
that their per employee premiums rose in the last year. Sixty-two (62) percent with
most employees in high deductible PPOs experienced increases and 64 percent in
conventional PPOs did. In terms of cost and cost change, blending of types is appar-
ent.

Coverage Type

One can address coverage in two ways: the first assesses whether a small em-
ployer offers a plan; the second assesses whether any employee(s) takes (subscribes
to) it. The conceptual difference is that the offer of a plan i1s hypothetical until an
employee is covered by it. An offer in this context means that the employer has it
in the package should the demand arise. Take-up simply means that one or more
employees use the type of plan offered.!! The objectivity of take-up makes it the bet-
ter measure for most purposes, and will be the principal one employed in the fol-
lowing paragraphs.

Exhibit 2 presents a summary of offers and take-up for family, employee-only (in-
dividual), and employee plus-one health insurance offerings for the years ending
mid-2013 and mid-2014. Two points stand-out on the exhibit.

Exhibit 2
HEALTH INSURANCE AVAILABILITY AND EMPLOYEE TAKE-UP BY HEALTH INSURANCE PLAN TYPE
AND YEAR
2012/2013 2013/2014
Plan Type
Availability Take-Up Availability Take-Up
Family:
Yes 79% 63% 13% 59%
No 21 36 27 40
(DK) 1 1 * 1
Total 100% 100% 100% 100%
N 664 584 620 532
Employee-Only:
Yes 75% 70% 76% 1%
No 21 29 18 28
(DK) 5 1 6 1
Total 100% 100% 100% 100%
N 664 539 620 518
Employee Plus-One:
Yes 40% 26% 2% 30%
No 55 73 55 69
(DK) 6 1 3 1
Total 100% 100% 100% 100%
N 664 329 620 335

First, a substantial numerical gap exists between small businesses that offer each
type and small businesses that have at least one employee subscribing to it. For ex-
ample, 73 percent of small employers claim to offer a family coverage, but just 59

11The take-up measure is calculated by subtracting the percentage reporting no employees
taking the insurance type from the percentage reporting that they offer it.
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percent have employees who subscribe it. Those differences between availability and
take-up suggest that many small employers can be flexible and respond favorably
should a new employee’s needs be different than those chosen by current employees.
Yet, a somewhat greater number of small employers would require an employee
with different health insurance demands either to adjust his or her demands or re-
quest his employer to adjust the firm’s offerings (100% minus availability).

Second, 73 percent offered family coverage (Q#26) and 76 percent offered
employee-only coverage in mid-2014 (Q#30). Substantially fewer (42%) offer em-
ployee plus-one plans (Q#34). Both availability and take-up increased for plus-one
plans over the last year, did not change for employee-only plans, but declined for
family plans. Plus-one plans are relatively new to the small business market and
may substitute for family plans in some cases. But on balance, those offering em-
ployer health insurance appear to be offering their employees plans in the same pro-
portion that they did in the prior year and employees are taking them up with the
same frequency.

The principal year-over-year difference in the plans offered appears to be the em-
ployer contribution to family and employee plus-one coverage; they declined notably
(Exhibit 3). Yet, employer contributions did not change for employee-only plans. At
least three reasons are likely associated with change in employer contributions: pre-
mium cost of family and employee plus-one coverage increased (measured by 25th,
50th, and 75th percentiles) while employee-only plans declined (see, Health Insur-
ance Costs). Second, employee-only premiums cost less in absolute terms than fam-
ily or employee plus-one premiums. Third, contributing less to multi-person plans
can reduce costs substantially without affecting employee coverage as will be shown
subsequently. Reducing employer contributions on family and employee plus-one
coverage reduces employer insurance costs, maintains coverage for people working
in the firm and does not intrude on insurer-imposed minimum employee participa-
tion requirements while still giving employees the option to carry multi-person cov-
erage, albeit at a higher cost.

Exhibit 3
EMPLOYER CONTRIBUTION FOR FAMILY, EMPLOYEE-ONLY, AND EMPLOYEE PLUS-ONE PLANS BY
YEAR
2012/2013 2013/2014
. Employee- Employee " Employee- Employee
Family Only Plus-One Family only Plus-One
100 Percent—All 21% 40% 20% 28% 42% 16%
75-99 Percent 19 23 34 11 25 33
50-74 Percent 29 21 20 21 21 17
1-49 Percent 11 6 9 19 4 20
0 Percent—Nothing 8 2 13 11 1 11
(DK) 6 2 5 5 1 3
Total 100% 100% 100% 100% 100% 100%
N 512 517 265 474 494 277

Family Coverage
A noticeable difference in family plans from the prior year is the size of the em-
ployer contribution. While more than one in four (28%) small employers continued
to pay the entire premium (Q#27), the number who contributed between 75 and 99
percent declined 8 percentage points from one year earlier. The decline increased
to 10 percentage points including those contributing 50 percent or more (48% com-
pared to 38%).

Eighty-one (81) percent of small businesses that offer family coverage have at
least some employees who subscribe to it. However, a relatively small and declining
share of employees within those firms subscribe to the product. Sixty-one (61) per-
cent with any family coverage subscribers have fewer than half using family cov-
erage (Q#29), 8 percentage points more than in the prior year (Exhibit 4).
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Exhibit 4
EMPLOYEE PARTICIPATION IN HEALTH INSURANCE PLAN BY TYPE OF COVERAGE AND YEAR
2012/2013 2013/2014
" Employee- Employee " Employee- Employee
Family Only Plus-one Family Only Plus-One
Percent of Offering Firms:
With Full-Time Employees Participating 79% 75% 40% 13% 17% 42%
N 664 664 664 620 620 620
Portion of Full-Time Employees Participating:
Al 14% 30% 6% 11% 28% 2%
Most 19 24 9 14 34 5
Half 12 12 ) 13 13 12
Some 53 33 71 61 24 79
(DK/Refuse) 2 1 4 1 1 4
Total 100% 100% 100% 100% 100% 100%
N 523 525 227 474 494 277

Employee-Only Coverage

The employer cost share for employee-only coverage edged higher from the prior
year. More than two of five small employers (42%) pay the entire health insurance
premium for an employee only plan (Q#31), about the same number as one year ago.
The number contributing 75-99 percent of the premium was also similar at the two
points in time. The year-to-year change for the two groups amounted to a 4 percent-
age point increase as the proportion contributing 50-74 percent remained constant.
Of the three types of coverage, employee-only proved the type for which small em-
ployees increased support.

Employee-only is the workhorse of small business employer-sponsored health in-
surance. Ninety-three (93) percent of small businesses that offer employee-only cov-
erage have employees who subscribe to it. Twenty-eight (28) percent report that all
of their employees use employee-only coverage with another 34 percent reporting
most of them do (Q#33). The 62 percent with all or most of their employees using
employee-only coverage represents a substantial increase, 8 percentage points, from
the prior year. Part of the reason for the increase is employee choice and part of
the reason is the amount the employer offers (or contributes to).

Employee Plus-One

Employee plus-one plans are a cross between employee-only and family coverages,
a kind of mini-family plan. Small employers are choosing to treat them as such for
purposes of employee cost share, that is, more favorably than family plans and less
favorably than employee-only plans. Just 16 percent of small employers pay the en-
tire premium of employees using it and another 34 percent contribute between 75
and 99 percent (Q#35). One year ago the equivalent numbers were 20 percent and
34 percent, a 2 point difference. However, contributions of between 50 and 74 per-
cent were also 3 points less representing a 5 percentage point decline.

Seventy-one (71) percent of small businesses that make available plus-one insur-
ance have employees who subscribe. Employee-plus coverage is the least common
coverage small businesses offer. Not only is it offered least frequently, it is sub-
scribed to less frequently when available. Seventy-nine (79) say that just “some” of
their employees, meaning less than half, use the product, similar to the prior year’s
number. However, the percent of small firms experiencing substantial subscription
fell by half over the same time.

Change in Coverage Distribution

The percentage of employees choosing one type of health insurance coverage com-
pared to another has remained relatively stable over the last year or two. Eighty-
eight (88) percent of offering small employers report that the distribution has not
changed while 9 percent report that it has (Q#39). Three percent do not know. Of
those who indicate that the distribution has changed, 54 percent identify the shift
as toward employee-only coverage (Q#40). Another 13 percent identify a shift to
family coverage and 12 percent employee to plus-one coverage. Just over one in five
(21%) who report a change do not know its direction.
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Nine percent of offering small employers in mid-2013 also reported changes in
their workforce coverage distribution. But differing from mid-2014 when the
changes heavily tilted toward employee-only and away from family plans, the
change one year ago showed no direction. Forty-six (46) percent who experienced a
distribution change witnessed a move towards family plans and 41 percent wit-
nessed a move to employee-only plans.

The reasons for the change in employee choices appear many and varied, but cost
is never far away. Twenty-six (26) percent of affected small employers say the pri-
mary reason for type of coverage change is the change in employee costs (Q#41).
Higher costs are incentives for employees to make different choices. A greater em-
ployee cost share for a family plan may encourage an employee with a working
spouse, for example, to drop the family plan for an employee-only plan and have
the spouse enroll in an employee-only plan in his or her place of employment. Twen-
ty-eight (28) percent attribute the change to employees just making different
choices. Fourteen (14) percent point to a changing composition of the workforce.
However, 16 percent say the reason is more employees participating in the plan.
Eight percent say the reason for change in the coverage distribution within their
firms is fewer employees participating in the plan. In effect, 38 percent think the
reason is associated directly or indirectly to changing employee profiles.

Employee Participation

The ACA’s individual mandate requires virtually all Americans to carry health in-
surance or pay a penalty. The effective date of this requirement was January 1,
2014. The result is that one would expect uninsured people working in non-offering
firms to approach their employer about offering an employer-sponsored health insur-
ance plan while uninsured people working in an offering firms would simply sign
up for coverage. The former group of employees as reported earlier (see, Increased
Employee Demand for Insurance) did not respond as expected. They did not often
ask their employer for insurance. But the latter group did respond as expected.
They often signed up.

More employees are participating in their employer’s plan this year than last,
though the data are not always consistent. Sixty-two (62) percent of offering small
employers have 75 percent or more of their full-time, non-seasonal employees par-
ticipating their firm’s plan; 40 percent have everyone (Q#25). The equivalent figures
in mid-2013 were 52 percent with 75 percent or more full-time, non-seasonal partici-
pation and 32 percent with complete participation. These data would appear to be
contradicted by the number of small employers reporting more and less participa-
tion. Just 5 percent say that participation increased from the prior year, 10 percent
say it was less, and 86 percent report no change (Q#56). The latter measure is driv-
en by the 2-9 employee size firms. Just 4 percent of that group report greater par-
ticipation and 23 percent report less. The skew is even greater in the 2—4 employee
size group. Owners of larger firms meanwhile report greater participation.

Health Insurance Costs

The cost of health insurance has been the principal concern of small-business
owners during healthcare debates over the last 25 years or so. High cost led to less-
er demand for health insurance over the last 10 to 15 years which exacerbated the
coverage (uninsured) problem. The ACA and its supporters chose coverage rather
than cost as its central focus. Presumably, the cost problem would be addressed
later. And so, small business is still left with a cost problem that shows more signs
of getting worse than of getting better.

The cost of healthcare and hence health insurance is rising more slowly today
than it has in a long time. But it is still rising, and rising faster than the rate of
inflation. Ominously, CMS actuaries 12 expect healthcare costs to accelerate and out-
strip the cost-of-living and GDP growth, implying increases at unsustainable rates.
They are not alone. Outside experts do as well.13

The data collected for this report generally find insurance costs lower than do
other sources, but rising faster. These data are not always consistent, particularly

12 Centers for Medicare & Medicaid Services (2014). National Health Expenditure Projections
2012-2022.  http:/ | www.cms.gov | Research-Statistics-Data-and-Systems [ Statistics-Trends-and-
Reports | NationalHealthExpendData | downloads [ proj2012.pdf.

13 Chandra, A, J Holmes, and J Skinner (2013). Is This Time Different? The Slowdown in
Healthcare Spending. NBER Working Paper 19700. National Bureau of Economic Research:
Cambridge, MA., December; Roehrig, C (2013). U.S. Health Spending as a Share of GDP—
Where Are We Headed? Altarum Institute Health Policy Forum, July 16. http:/ /altarum.org/
health-policy-blog | u-s-health-spending-as-a-share-of-gdp-where-are-we-headed.
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with respect to size (in contrast to direction) of the cost changes. The author gives
greater credence to reports that require less precise estimates, recognizing that all
information supplied has value. This unfortunate lack of consistency in insurance
cost reports suggests considerable market turmoil, not just in terms of actual out-
lays for premiums, but in terms of new and eliminated policies, and the benefits
purchased in each. In fact, a substantial share of the rate discrepancy may lie with
cost increases associated with additional, unwanted benefits that the ACA requires.

Premium Increases

Sixty-two (62) percent of offering small employers report that the per employee
premiums for their current health plan rose between mid-2013 and mid-2014
(Q#44). On the other side of the ledger, 8 percent now experience lower per em-
ployee premiums. Twenty-nine (29) percent report no change and 1 percent are not
sure. On top of the 6+:1 ratio of premium increases to premium decreases, the size
of change proved larger on the increased side than on the decreased. The median
premium increase ran in the 13-14 percent range, while the median decrease was
just over 10 percent (Q#45). The result is an average per employee premium growth
well above any measure of real wealth increase.

The frequency of per employee premium cost increases was less in the mid-2014
data than in the mid-2013, but marginally so. The number reporting increases fell
2 percentage points (from 64 percent to 62 percent) while the number reporting de-
creases rose 2 (from 6 percent to 8 percent). However, the prior year’s median in-
crease was some- what lower.

Monthly Per Employee Premiums by Coverage

The course of premium cost diverged over the year by type of coverage. Employee-
only coverage costs actually fell while family and plus-one coverage costs rose. This
assessment 1s based on comparisons of premiums at the 25th, 50th, 75th percentiles
for the years ending in mid-2013 and mid-2014. The comparison is not exact. While
these estimates include both the employee and employer shares, they do not account
for net benefit changes either chosen or ACA mandated.

Employee-only costs at the 25th percentile stood at an identical $380 per month
for both years. But they differed at the 50th (median) and 75th percentiles. The me-
dian declined from $555 a month (Q#32) to $515 a month, the equivalent of a 7 per-
cent drop. The decline at the 75th percentile was even greater, part of a pattern
for both employee-only and family coverage that shows the largest premiums chang-
ing the most on a percentage basis and the smallest the least. Reported premium
costs for employee-only coverage at the 75th percentile fell from $800 a month to
$635 a month, a 19 percent decline.

The cost of family coverage took the opposite path. It rose from the period ending
in mid-2013 to the one ending in mid-2014 at all three measuring points. The
change at the 25th percentile was a 15 percent escalation, from $550 to $630 a
month. The percent change at the median was 16 percent, from $810 to $940 a
month (Q#28). Lastly, the percent change at the 75th percentile was an even larger,
19 percent. The increase was from $1,155 to $1,370 a month or $215.

The plus-one premium estimates fall between estimates for the other two types
of coverage, but do on balance rise. The principal difference between plus-one costs
and the other two coverages is that change decreases as premiums grow rather than
the opposite. At the 25th percentile, costs increased from $450 a month to $575 a
month or 28 percent. At the 50th percentile, costs increased from $790 a month to
$850 a month or 11 percent. But at the 75th percentile, costs actually declined. They
fe}:ll11$15 a month, from $1,075 to $1,060, just 1 percent, but they went down none-
theless.

Premiums rose for two types of coverage, family and employee plus-one, and de-
clined for the third, employee-only. Apparently, the more people covered by a policy
type, the greater the percent increase. Family coverage increased most, employee
plus-one coverage increased, and employee-only coverage declined. That pricing pat-
tern can be explained on an absolute dollar basis, but it is much more difficult on
a percentage basis. Even if the cost estimates collected for this report are less pre-
cise than desirable, they strongly suggest a pricing shift underway among smaller
firms. The price structure is tied to the package of benefits, deductibles, and co-
pays, data which are not available here, and that obfuscates much. Still, the ques-
tion is why premium costs of various plan types are changing in different directions.
The data offer no obvious answers. Nor do they provide obvious answers to the ques-
tion why the smallest premiums do not have the largest percentage rise (they do
for plus-one). After all, the least costly packages should be the ones most often sub-
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ject to the minimum essential health benefits requirements. On the other hand, the
ACA’s modified community rating encourages cross-subsidization and cross-
subsidies may provide part of the explanation.

The NFIB premium estimates appear substantially lower than those produced by
the Kaiser Family Foundation!* and the Medical Expenditure Panel Survey
(MEPS).15 Part of the explanation is that Kaiser and MEPS use averages rather
than medians as NFIB does. Average health insurance prices tend to inflate as the
distribution is skewed to the high side; percentiles do not skew. NFIB does not ask
respondents to consult records to obtain precise premium figures. Rather it asks for
best estimates. Given the small employer outcry over health insurance costs, the as-
sumption might be that they would exaggerate the premiums they pay. However,
should NFIB data underestimate small employer health insurance costs as is likely,
small employers do not fully recognize the cost impacts that provision of this em-
ployee benefit has on them.

Monthly Firm Premiums

Median monthly premiums per offering firm rose between mid-2012/mid-2013 and
mid-2013/mid-2014. They amounted to about $3,800 per month ($45,600 per annum)
this year compared to about $3,420 the prior year ($41,040 per annum) (Exhibit 5).
The premium at the 25th percentile was about $2,150 per month ($25,800 per
annum) compared to about $1,850 per month the year before ($22,200 per annum).
The premium at the 75th percentile was $8,030 per month ($96,360 per annum)
compared to $8,070 per month ($96,840 per annum) the prior year. About 1 percent
report spending more than $20,000 a month, about the same as last year. Thus,
while spending is going up at the bottom, it has leveled, at least temporarily at the
top. That pattern suggests owners of large offering firms can control their health
insurance costs more readily than can owners of small offering firms.

The reported increases underscore three points: health insurance premiums paid
by small employers and their employees continued to increase above the rate of in-
flation even in times when healthcare cost increases are at an ebb. Note on Exhibit
5 that the percent with monthly premiums of less than $2,000 per month declined
20 percent in the last year. More affordable policies are being phased out, usually
due to ACA mandates, and that appears in the per firm premium cost. To continue
offering, a small employer must pay more. Second, the number of employees signing
up for employer-sponsored health insurance is increasing when offered. Those newly
insured do not affect the per employee cost of insurance (other factors equal), but
they do affect its per firm cost and per firm cost is the issue here. Third, reductions
in the number of firms offering coverage come from among smaller, small busi-
nesses; increases come at other end of the scale. The implication for present pur-
poses is that the average firm offering is larger and a larger offering firm by defini-
tion has more people covered.

Combination Coverage

Twenty-three (23) percent of offering firms have employees who use each of the
three types of coverage discussed above. Twenty-nine (29) percent use two of the
three types and 48 percent use only a single coverage type. Breaking down those
offering two types of coverage, 20 percent use the employee-only and family coverage
combination, 6 percent the family and employee plus-one coverage combination, and
4 percent employee-only and employee plus-one coverage combination. However, 31
percent subscribe to employee-only coverage exclusively, 16 percent to family cov-
erage only, and 1 to percent employee plus-one coverage only. If the choice had been
made to define coverage in terms of its availability rather than its take-up (see, Ex-
hibit 2), the distribution would have been quite different. For example, 36 percent
have all three available, but only 23 percent have employees using all three. Simi-
larly, 33 percent make just one type of plan available, but 48 percent have employ-
ees using only one.

The number of coverage types offered varies sharply by employee size-of-business.
Half (50%) of the largest (50-100 employees) firms have employees using each type.
Just 14 percent in that group have employees who use just one type. The situation
among the smallest (2-9 employees) is the opposite. Seventy-two (72) percent of that
group have employees use just one type of coverage while 11 percent use all three.
There are two likely causes for such coverage distribution. The first is simple prob-
abilities. A larger workforce is more likely to have people in different situations
than a smaller one, creating a broader set of employee demands/needs for health

14 Kaiser Family Foundation (2014). op. cit., Section 1, pp. 14-33.
15 http:/ | meps.ahrq.gov / mepsweb [ data_stats| MEPS topics.jsp?topicid=7Z-1.
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insurance. The second reason is more closely tied to the business. The smallest
firms can find it relatively expensive and administratively difficult to offer more
than a single coverage type and the smallest firms tend to be the most price sen-
sitive. A single coverage type, most prominently employee-only coverage, also allows
the small employer to forgo the cost-share for a more expensive family and/or em-
ployee plus-one plan types while complying with insurer minimum participation re-
quirements.

Monthly Firm Premiums

Median monthly premiums per offering firm rose significantly between mid-2012/
mid-2013 and mid-2013/mid-2014. They amounted to about $5,000 ($60,000 per
annum) this year compared to about $3,400 the prior year (Exhibit 5). The premium
at the 25th percentile was about $2,600 per month (§31,200 per annum) compared
to about $1,800 per month the year before ($21,600 per year). The premium in the
75th percentile was $10,000 ($120,000 per annum) compared to $7,500 ($90,000) the
prior year.

These data indicate premium costs per offering firm rose almost one-third over the
period, an increase that is not plausible. Yet, the substantial reported increase un-
derscores three points: health insurance premiums paid by small employers and
their employees continued to increase substantially above the rate of inflation even
in times when health-care cost increases were at an ebb. Note on Exhibit 4 that the
percent with monthly premiums of less than $2,000 was halved in the last year.
More affordable policies are being phased out usually due to ACA mandates and
that appears in the per firm premium cost. To continue offering, a small employer
must pay more. Second, the number of employees signing up for employer-sponsored
health insurance is increasing when offered. Those newly insured do not affect the
per employee cost of insurance (other factors equal), but they do affect its per firm
cost and per firm cost is the issue at stake. Third, reductions in firms offering cov-
erage come from among smaller, small businesses; increases come at other end of
the scale. The implication for present purposes is that the average firm offering is
larger and a larger offering firm by definition has more people covered.

Paying for Premium Increases

Small employers experiencing employer-sponsored health insurance premium in-
creases took an average of 2.4 actions to offset expense increases (Exhibit 6). The
greater the average premium increase, the more actions small employers took in re-
sponse. Those reporting a 20 plus percent increase, for example, say they took an
average of 3.3 actions to offset their cost increases compared to 2.2 actions among
those with increases of less than 10 percent.

The most frequent single action taken was absorbing the higher costs with lower
profits/earnings. Sixty-seven (67) percent, two-thirds of those experiencing an in-
crease, paid for at least part of that increase out-of-pocket (Q#49). That is a gen-
erous but unsustainable response. The next most frequent action (37%) was delayed,
postponed, and/or reduced business investment (Q#50). The future of the business
therefore was at least temporarily mortgaged to pay for higher premiums. The re-
mainder of possible actions were taken less frequently.

Exhibit 5
ToTAL MONTHLY HEALTH INSURANCE PREMIUMS PER SMALL BUSINESS BY YEAR
Monthly Per Firm Premium Vear
(Employer and Employee Shares) Mid-2012/Mid-2013 Mid-2013/Mid-2014

<$1,000 12% 9%
$1,000-$1,999 13 11
$2,000-$2,999 15 17
$3,000-$3,999 11 11
$4,000-$4,999 5 7
$5,000-$7,499 10 12
$7,500-$9,999 5 5
$10,000-$12,499 4 5
$12,500-$14,999 1 3
$15,000-$19,499 5 3
$20,000-$24,999 2 2
$25,000-$49,999 3 5
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Exhibit 5—Continued

ToTAL MONTHLY HEALTH INSURANCE PREMIUMS PER SMALL BUSINESS BY YEAR

Monthly Per Firm Premium Vear
(Employer and Employee Shares) Mid-2012/Mid-2013 Mid-2013/Mid-2014
$50,000+ 1 1
(DK) 13 9
Total 100% 100%
N 664 620

Forty-five (45) percent of small employers faced with higher premium costs took
one or more actions that directly affect employee wages and/or benefits. These ac-
tions became notably more frequent as average premium increases grew larger.
Cuts in employees or employee hours were confined to a relatively small 2 percent
if the premium increases were under 10 percent, but their frequency grew to 27 per-
cent if premium increases rose to 20 percent or more (Q#47). The same pattern,
though more extreme, appears with frozen or reduced wages and reduced non-health
employee benefits. The former rose from 14 percent to 46 percent as the premium
increase accelerated (Q#51) and the latter from 5 percent to 32 percent (Q#52).
Small employers tended to take the three actions directly affecting employee com-
pensation in concert. If they took one, there was a high likelihood that they would
take one or more of the others as well. For example, if employee wages were frozen,
there was a high likelihood that a job(s) or hours would also be lost.

A fourth action associated with the three employee compensation actions is delay,
reduce, postpone, or reduce business investment. Thirty-seven (37) percent scrimped
on capital investment/reinvestment, 73 percent when premiums increases reached
20 percent or higher. When premiums rise, small employers draw resources from
their productive capacities, which ultimately have a long-term adverse effect on
their businesses.

Increasing an employee’s cost share is an indirect way to effectively reduce or
freeze wages. One in four (25%) with rising premiums raised employee cost-shares
(Q#48). These data correspond with the generally falling employer cost-share ap-
pearing on Exhibit 3. Increasing an employee’s cost share is treated somewhat dif-
ferently than other forms of employee compensation. It is not associated with action
on any other form of compensation. Rather, when small employers do not raise the
employee’s cost-share, they tend to absorb the greater cost of employer-sponsored
health insurance premiums, and vice versa.

Becoming more productive/efficient and/or raising prices are more attractive op-
tions than damaging productive capacity. However, they are not always possible.
Thirty (30) percent said that they made their businesses more productive (Q#53).
Greater productivity is a positive development. However, efficiency gains were more
likely when cost increases were small. That atypical relationship between frequency
of action taken and size of cost increase indicates that only small productivity gains
were realized. Moreover, failure to take those efficiency actions previously begs the
questions, why those steps had not been taken previously and what else is there
to be done. Twenty-five (25) percent chose to raise selling prices (Q#46). About the
same percentage raised prices regardless of their premium increase amount. The
latter fact suggests small employers will take the price increase option when they
can. But inflation is very low, customers are resistant to price increases, and com-
petition is keen. Over the last several years, small employer plans to raise prices
have significantly outstripped their ability to do s0.1é A fortunate 13 percent experi-
encing premium cost hikes in the last year were able to both raise prices and in-
crease productivity to (help) offset them.

16 Dunkelberg, WC and H Wade (series). Small Business Economic Trends. NFIB Research
Foundation: Washington, DC.
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Exhibit 6

AcTIONS TAKEN TO DEFRAY COSTS OF HEALTH INSURANCE PREMIUM INCREASES BY PERCENT
TAKING THEM AND AVERAGE PREMIUM INCREASE

Average Premium Incri
Cost Defraying Action % Tfigﬁ Ac- orogp TR Torease

<10% 10-19% 20+%
Raised Prices 25% 22% 29% 24%
Cut Employees/Reduced Hours 12 2 10 21
Increased Employee Cost-Share 25 17 32 25
Took Lower Profit 67 50 75 75
Delayed, Postponed, Reduced Business Investment 37 18 32 73
Froze or Reduced Wages 26 14 25 46
Reduced Non-Health Employee Benefits 14 5 10 32
Became More Productive/More Efficient 30 45 32 25
Ave. Number of Action Taken 24 22 2.5 3.3
N 366 146 141 66

Responses to health insurance increases that small employers reported in mid-
2014 mirror those reported in mid-2013. Effectively, they took the same actions with
about the same frequency in both years. That is reasonable. Economic conditions at
both points in time were similar. Under those circumstances, one expects small em-
ployers as a group to react in much the same way. Some differences in emphasis
did appear, however. More average actions were taken one year ago, 2.7 actions
compared 2.4 actions, and the spread between actions taken when premiums rose
less than 10 percent and 20 percent or more was somewhat smaller. The number
able to defray costs with greater productivity also dropped from 48 percent to 30
percent. Perhaps much of the “low-hanging fruit” was picked previously.

The Benefit Side

Health insurance policies provide a series of benefits. The more benefits in the
plan, the more costly the plan, other factors equal. But other factors are not equal.
The ACA undermines the actuarial value of benefits in two ways: it requires one
set of consumers to subsidize another set (community rating) and requires many
customers to purchase benefits that they otherwise would not (essential health ben-
efits), creating more demand for them than would otherwise be the case. Thus, the
small-employer consumer may pay more for benefits than actuarially warranted.

Small employers on balance consciously offered fewer benefits in their health in-
surance package this year than last. Twenty-three (23) percent claim fewer benefits
were offered in the mi1d-2013 to mid-2014 period than the year before (Q54). Seven
percent claim their benefit package contained more benefits. A substantial majority
(69%) indicate that there was no change. The current figures show a considerable
decline from the prior year when 5 percent reported more benefits, 9 percent re-
ported fewer and 75 percent reported the same benefits level. It would appear there-
fore that small employers increasingly are consciously reducing the benefits they
can (not ACA deemed essential health benefits), almost certainly as a premium re-
duction mechanism.

The disguised issue influencing the actual benefit package rather than the per-
ceived benefit package is the number of small employers who now have benefits that
they involuntarily offer and/or have no idea they are offering because the ACA re-
quires them. As a result, the numbers provided above almost certainly understate
benefit package increases. Rather the numbers more likely represent the conscious
efforts of small employers to adjust their benefit packages to cost necessities. The
effect is to trade the benefits small employers want to offer their employees for the
benefits the ACA says that they must offer them.

An indirect way to reduce benefits is to increase employees’ cost-share for the ben-
efit. Smaller employer premium contributions, higher deductibles and greater co-
pays/co-insurance are examples. Exhibit 6 shows that 25 percent of those reporting
premium cost increases also raised the employee cost-share. The question was posed
only to those experiencing premium increases. The total therefore is likely even
larger than suggested in Exhibit 3.

Thirty-five (35) percent state that they raised deductibles compared to 2 percent
who lowered them (Q#55). The majority (61%) did not change them. However, 13
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percent of all respondents, and 36 percent of small employers raising deductibles in-
dicate that their plan benefits were unchanged. It is clearly possible that the higher
deductibles, which are a form of decreased benefits, could have been offset by benefit
increases elsewhere in the package. But that is not likely for many given the small
number who report increasing benefits. Adding the reported 23 percent to the 13
percent means the total lowering benefits over the year rises to a minimum of be-
tween 35 and 40 percent of those offering. The remaining question is what portion
of those reductions are off-set by additional benefit mandates forced on unsuspecting
small employers by the ACA.

Small Business Health Insurance Dynamics

The proportion of small employers offering employer-sponsored health insurance
typically changes modestly from year to year, perhaps by a percentage point or two.
Yet, that picture of slow change conceals a more pervasive dynamic. A notable num-
ber add employer-sponsored health insurance as a benefit each year while another
notable number drop it. Since adds and drops are similar in number, the net per-
cent of small employers offering employer-sponsored health insurance changes mod-
estly. The number of new firms that offer health insurance and the number of
exiting firms that by definition drop it add to the disorder. Since the annual popu-
lation turnover is about 10 percent or one-half million firms, the changes numeri-
cally have the potential to influence the frequency of offers. However, as noted ear-
lier, that is not likely, at least in significant amounts (see, Self-Insurance).

Exhibit 7 presents the offer status of small businesses in mid-2013 and mid-2014
and changes between the two dates. Eighty-nine (89) percent of small employers ex-
perienced no change. If they offered health insurance in mid-2013, a high prob-
ability existed that they offered it in mid-2014 as well, and vice versa. Eleven per-
cent who currently offer did not offer the prior year. Eleven percent who currently
do not offer did offer the prior year. The same number, excluding entries and exits,
added as dropped. No net change is the result counting by firm even though at least
one-half million businesses changed offer status. While the N is small the number
of both adds and drops appear centered among firms in the 2 to 9 employee size
group, though drops appear somewhat less so.

Exhibit 7
CHANGE IN OFFER STATUS BETWEEN MID-2013 AND MID-2014
Offered Year Before Offer This Year (Mid-2014)

(Mid-2013) Do Offer | Do Not Offer Total
Did Offer 89% 11% 46%
Did Not Offer 11 89 54
D/K * * *
Total 100% 100% 100%
N 620 280 900

Exhibit 7 raises another consistency question in the data. How can the percent
of offering firms fall six percentage points, but the percent of changing offer status
show 11 percent offering this year and not last, and vice versa. The answer is that
the 11 percent changing to non-offer is on a larger base then the 11 percent chang-
ing to offer. In addition, and perhaps more important in this case, are the usual
sampling errors.

Changes recorded over the past 12 months are somewhat more frequent than over
the prior 12 months, about 4 percentage points higher among both adds and drops.
The difference suggests increasing turbulence in small business health insurance
markets. While change has been a hallmark of that market since passage of the
ACA with its accompanying elimination of various insurance policies and institution
of the minimum essential health benefit package, the past 12 months has seen more
than its share. But without a longer time series it is not clear whether the data
are capturing a particular high-point in the percentage of firms changing offer sta-
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tus, or whether it is simply a measure of constant dynamism among smaller firms
and their owners.1?

Offer Dynamics—Longitudinal Cases

Two hundred and eighty-eight (288) cases, about 30 percent of each of the two
samples, responded to the survey in both mid-2013 and mid-2014. The health insur-
ance offer dynamics of this longitudinal population reinforce the results of the two
larger populations, 70 percent of which represent cases in independent samples. Of
those who said in mid-2013 that they planned to offer (“definitely” and “probably”)
in the coming year, 89 percent (177 out of 199 unweighted cases) offered in mid-
2014. Of those who said they would not offer (“definitely” and “probably”), 90 per-
cent (75 out of 83 unweighted cases) did not. The result is that these “carry-over”
cases, where the survey recorded an individual small employer’s plans and subse-
quently the same small employer’s behavior, produced the equivalent outcomes for
all intents and purposes as did the two independent samples. One can be reasonably
confident, therefore, that a small employer’s expectations to offer/not offer health in-
surance in the coming year will be quite accurate.

Because these longitudinal cases were not weighted, they were divided into two
groups, those employing 19 people and fewer and those employing 20 or more. The
division led to a curious result. Owners of businesses in the smaller employee-size
group were more likely to accurately forecast that they would not offer (92% correct)
than that they would (80% correct). Meanwhile, owners of businesses in the larger
group performed in the opposite manner. Ninety-four (94) percent of those who said
that they would offer insurance in the coming year did; 85 percent who said they
would not offer, did not. The former population (19 people and fewer) tends not to
offer while the latter (20 people and more) does. Small employers do follow-through
on their plans for the most part, but they also seem influenced by the status of their
peers, who effectively may also be their primary competitors, not only for customers,
but for employees.

Adding Insurance

Every year perhaps one in ten small employers adds health insurance as an em-
ployee benefit. The reasons for their decision vary. The survey presented small em-
ployers who added health insurance in the prior 12 months a series of possible rea-
sons for their decision and asked them to evaluate the importance of each. This ap-
proach differs from traditional surveys asking small employers why they offer
health insurance to their employees because the current effort focuses exclusively
on those who have just introduced the benefit. It does not include those who have
offered it for years, and may have different motives for retaining insurance than for
introducing it. The number of cases (N=69) from the mid-2013 to mid-2014 survey
and the mid-2012 to mid-2013 survey made it necessary to combine eligible em-
ployer responses for two years (two surveys) in order to report results.

The reason cited most frequently (63%) as “very important” for introduction of
health insurance is that profitability now allows them to offer the health insurance
benefit (Q#57). Presumably these small-business owners had wanted to offer pre-
viously, but were constrained by the profitability of their firms. The introduction of
employer-sponsored health insurance is a large payroll expense, even with a sub-
stantial employee cost-share. Ensuring adequate firm profitability prior to its intro-
duction therefore seems prudent. Besides being “very” important for more than a
majority, it is also “somewhat” important for another 23 percent. Just 11 percent
did “not” think current firm profitability is an important factor in their decision.
This latter group has likely been consistently profitable for some time.

The cost of health insurance is the reason typically associated with the failure to
offer it as an employee benefit. The lack of profitability is simply the other side of
the coin. If a firm is insufficiently profitable, and its prospects for sustained profit-
ability remain problematic, introduction of a large, fixed cost is a dubious decision.
A large fixed cost, in this case health insurance, undoubtedly affects profitability,
but is only one of many factors.

The ACA requires employers with 50 or more full-time equivalent employees to
offer employer-sponsored health insurance to full-time employees or pay a penalty.

17 A 2011 survey of employers with 50 or fewer employees showed that just 1 percent added
health insurance in the prior 12 month and 4 percent dropped it. See, Dennis, WJ, Jr. (2011).
Small Business and Health Insurance: One Year After Enactment of PPACA. July. hétp://
www.nfib.com [ Portals |0/ PDF [ AllUsers | research [ studies | ppaca | NFIB-healthcare-study-
201107.pdf.
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(The employer mandate has been postponed or modified twice). Ninety (90) to 95
percent of that group already provides the benefit. That leaves about 5,000 to 10,000
firms without insurance and legally required to add it. An unknown number of oth-
ers with fewer than 50 employees may also be legally required to offer due to rules
requiring multiple businesses to be combined into a single entity for legal purposes
(aggregation rules). The total number affected is, therefore, relatively minor com-
pared to the small business population. Yet, 53 percent say that the Affordable Care
Act is a “very” important reason for them to introduce employer-sponsored health
insurance (Q#58); 15 percent say that it is “somewhat” important; 27 percent say
ACA is “not” an important reason. Another 5 percent are undecided.

Fifty-three (53) percent sounds excessive because the ACA will require relative
few small businesses to offer. Recall, however, that the 53 percent responding af-
firmatively are just 53 percent of the roughly 5 percent who added health insurance
in the last 12 months. That implies many small employers directly affected by the
Act moved into compliance with what was at the time legally required. The sole
group of small employers increasing their percentage offering employer sponsored
health insurance was the 50 employee and over group, the one presumably most af-
fected by the employer mandate (see, Health Insurance Offers).

The ability to compete for employees is another important reason for many small
employers to add the health insurance benefit. Forty-two (42) percent cite the rea-
son as “very” important; 38 percent call it “somewhat” important; 18 percent say
that it is “not” important (Q#59). Good employees are difficult to attract and keep
despite the number of unemployed and under-employed people. This is particularly
true of higher skilled employees who have employment options. Smaller employers
introduced the benefit because they thought they needed it to compete for employ-
ees. The labor market therefore exercised a strong influence over these employers’
decisions to add health insurance.

A non-offering small employer may find himself without good options for personal
health insurance. The problem may become particular pressing given the 9 percent
who saw their personal insurance terminated in the last year. He (or she) may
therefore introduce an employee plan to acquire coverage for the family with more
satisfactory terms than would otherwise be the case. Purchase for personal needs
would likely be a last resort (on the margin) except in the very smallest businesses
because the employer would be only one participant among many. Still, family con-
siderations prove a “very” important reason for adding an employee health policy
in 35 percent of cases (Q#60). It is “somewhat” important in another 53 percent, but
it is “not” important 12 percent of the time.

The explanations given by the small employer population for maintaining the
health insurance benefit for long periods focus on the need to attract and keep good
employees and a moral imperative. But those explanations are possible only so long
as business profitability allows it. The reasons offered by small employers for insti-
tuting an insurance plan (in contrast to maintaining a plan) underscore the sus-
tained profitability issue. Small employers newly introducing a plan can now do so
because the firm has become sufficiently profitable Continuing health insurance pre-
mium increases chip-away at that profitability as do a variety of other factors. Yet,
business profitability (adequate and continuous) is the floor for offering.

Dropping Insurance

A small employer may drop employer-sponsored health insurance for several rea-
sons. Those who chose that course of action within the prior twelve months evalu-
ated five potentially important reasons that may have stimulated them to do so.
Due to the small number of cases (N=75), the author combined their responses for
the past two years (surveys) as was done earlier for those adding insurance. These
data are again unique because they interview the individual dropping insurance
shortly after they have done so, rather than asking them to reflect over a lengthy
period or asking those who do not offer insurance the reason(s) for their reticence.

The most important reason for dropping employer-sponsored health insurance is
cost. Insurance simply became too expensive. Sixty-nine (69) percent claim cost was
a “very” important reason that led them to drop employer-sponsored health insur-
ance; 18 percent claim it was “somewhat” important; and 11 percent claim it was
“not” important (Q#63). With the cost of health insurance rising for small firms
overall, and rising dramatically for a subset, this small employer reaction is predict-
able. The surprise is that more have not dropped insurance due to its cost. Their
failure to do so demonstrates small employer reluctance to drop an employee benefit
already given. Despite the financial logic, it is poor employee relations. However,
there are consequences. The most notable is the reticence, and the built-in inertia
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accompanying it, that will likely slow the insurance drop rate even when employees
would do better purchasing their own insurance through the individual exchange
marketplaces.

Another frequently identified reason small employers drop employer-sponsored
health insurance is that employees can do better on their own. Fifty-two (52) per-
cent present this reason as “very” important compared to 22 percent presenting it
as “somewhat” important, and another 26 percent as “not” important (Q#66). The
“do better on their own” response is not necessarily wishful thinking. It is highly
possible for low income employees to obtain subsidized health insurance through an
individual exchange marketplace at a lower cost than the employee contribution to
employer-sponsored insurance. That would be particularly true if the small em-
ployer supplements the employee’s wages to help pay for subsidized coverage
through an individual exchange marketplace. Since employees as a general rule
must accept employer-provided insurance if it is affordable (less than 9.5 percent of
the employee’s income), dropping health insurance allows affected employees to ben-
efit from the individual exchange marketplace. Some small employers appear to
have discovered this strategy already. Yet, the number is currently modest, merely
a few percentage points.

A corollary of insurance cost is business profitability. Forty-seven (47) percent say
that business profitability has taken a turn for the worse and it is a “very” impor-
tant reason that led to dropping employer-sponsored health insurance (Q#65). Thir-
ty-three (33) percent say it is “somewhat” important, but 18 percent say that de-
creased profitability is “not” important.

Two other possible reasons for dropping health insurance polled poorly. Relatively
few affected small employers thought either of them “very” or “somewhat” important
reasons for their decision to drop. The first of the two is a decline in employee par-
ticipation. Employees might decline to participate because of cost (their cost-share)
or they are simply not interested. Even a small decline in participation can mean
an insurance carrier will drop a small firm due to adverse selection. Small employ-
ers are keen to head-off such employee behavior and its possible consequences, par-
ticularly among the very smallest firmsas their continuing large percentage con-
tribution of total premiums for employee-only coverage demonstrates. Earlier it was
shown that participation is increasing on average (see, Employee Participation).
That means participation problems may be easing. However, increases do not occur
in every firm as the 28 percent who report the reason is “very” important for drop-
ping insurance illustrate (Q#62). But this reason appears a relatively unimportant
one in most instances.

Employees often prefer wages to benefits even though benefits are typically tax
sheltered. The ACA with its individual mandate has changed that trade-off for pre-
viously uninsured people. Yet, if there is a perceived positive reception, a small em-
ployer might drop health insurance and substitute higher wages to attract or retain
employees. Relatively few employers (19%) currently think the trade is a “very” im-
portant reason for their elimination of the health benefit (Q#64). Another 8 percent
think it is “somewhat” important. However, the overwhelming majority (69%) do
“not” think it is important. Four percent did not respond.

Profitability and health insurance costs are not surprisingly two important rea-
sons causing small employers to drop their health insurance benefit. The “new” rea-
son intruding on the prior stimulants for dropping insurance is that employees can
do better on their own. This is a reason created by the ACA. Few small employers
yet appear to drop insurance and justify it on those grounds. Still, employee reim-
bursement and/or financial incentives are more often associated with their consider-
ation as a strategy to drop insurance than a strategy to help uninsured employees
acquire it (see, Reimbursement/Financial Incentives). The association merits contin-
ued attention.

Expect to Offer Next Year

Just 58 percent of small employers are definite about their offer status 12 months
from now. Twenty-one (21) percent definitely expect to offer next year and 37 per-
cent definitely expect not to offer (Q#67). Forty (40) percent are probable (17%
“probably” and 23% “probably not”). Most expect to retain the same offer status they
now have. Just over one in 20 (6%) think they will change, 4 percentage points mov-
ing from offer to not offer and 2 percentage points moving from not offer to offer
(Exhibit 8). No major net changes should therefore result in small employer offer
status barring some earthshaking event in the interim.
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Expectations are notably lower in mid-2014 than they were in mid-2013. Twelve
months ago, 48 percent expected to sponsor a health insurance plan for employees,
48 percent did not, and 4 percent were not certain. Eventually 40 percent took out
a plan while 61 percent did not. Thirty-eight (38) percent now think they will; 60
percent do not think they will; 2 percent are undecided. The mid-2014 offer expecta-
tions level is 10 percentage points lower than one year ago, and that level yielded
a decline in offer rates of six percentage points. This year to year comparison pro-
vides a decidedly less favorable outlook than their reported plans.

Employee size-of-business has virtually no association with expectations to offer
once current offer status has been controlled.

Exhibit 8
ExpPECT TO OFFER NEXT YEAR BY CURRENT OFFER STATUS
Expected Offer Status Next Year
Current Offer Status

Definitely Yes | Probably Yes | Probably No Definitely No DK/Not Sure Total
Yes 95% 92% 11% 3% 17% 40%
No 5 8 89 97 83 61
Total 21% 17% 23% 37% 2% 100%
N 358 231 122 166 17 900

Reasons Not to Offer

Researchers keep asking small employers who do not offer employee insurance
why they do not do so and the answer is always the same: health insurance is too
expensive. The data here simply pile on. Forty-nine (49) percent say that the single
most important reason not to offer is the cost of health insurance (Q#16). That rea-
son is followed in order by can’t get enough employee participation (13%), too many
employees are part-time or seasonal (composition of the labor force) (13%), employ-
ees can purchase insurance on their own (including in the new exchange market-
places) (11%), revenue is too uncertain (10%), and the administrative hassles are too
great (1%). Four percent did not provide an answer.

Small employers identifying a reason for not offering were asked if they had a
second reason as well. Twenty-seven (27) percent said that they had no second rea-
son (Q#17). A majority of that group isolated “too expensive” as their only choice.
Nineteen (19) percent of owners who chose a second reason said the cost of insur-
ance is a problem for them. That means 68 percent reported that cost is either the
first or second major issue for them. Revenue too uncertain (18%) and employees
can purchase on their own (15%) followed as did labor force composition (9%), low
employee participation (6%), and administrative hassles (5%). The most frequent
combinations of reasons joined too expensive and revenue too uncertain (16% of the
total non-offering population), and too expensive and can’t get enough employee par-
ticipation (14% of the total population).

The response that “employees can purchase it on their own, including the new ex-
change marketplaces” is a questionnaire option intended to help determine the ex-
tent to which non-offering employers recognize that employees have an additional,
new alternative from which to obtain their health insurance. Pressure (market and
social) to offer is reduced to the extent small employers consider the exchange mar-
ketplaces a viable option. Twenty-six (26) percent of small employers cite “employees
can do better on their own” as either the first or second most important reason for
not offering. But, no evidence suggests that this group of respondents is any more
or less knowledgeable about the exchange marketplace option than others. That
raises the question of whether the reason involves the exchange marketplace or
something else.

Profitability was not offered as an option, though it was a prominent reason for
introduction of a plan. Yet, it effectively appears here as well. The combination of
the revenue too uncertain and insurance too expensive is a product of the same prof-
itability cause.

Conclusion

The world of employer-sponsored health insurance appears tranquil to the public
and most policy-makers with only fitful episodes, such as Wal-Mart’s elimination of
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part-time employee coverage, occasionally intruding to remind them of the sweeping
changes that the American healthcare financing system is undergoing. However, be-
neath the calm one in ten small employers in the last year changed offer status,
one in ten had his or her personal health insurance terminated (for reasons other
than non-payment), and one in 6 adjusted renewal dates to avoid, temporarily at
least, ACA requirements. Another net one in two claims to pay higher insurance
premiums, requiring adjustments in employer-sponsored health insurance, other
forms of employee compensation, capital investment, and even their own take-home
pay. Small employers shop for employer-sponsored health insurance in markets that
they see as relatively less competitive with types of insurance evolving so rapidly
that conventional PPOs may now have higher deductibles than conventional high
deductible PPOs and conventional PPOs may limit networks to a size challenging
HMO networks. Owners consciously cut benefits to reduce costs while ACA man-
dates add benefits, jacking costs through the back door and leaving a very different
plan than the purchaser originally envisioned. The rules continue to change, usually
affecting small businesses indirectly, through the insurance they can and cannot
buy, and the price they must pay for it. The next scheduled potentially significant
change will merge the fewer than 50 employee group and the 50-99 group into a
single small group market. Later, the Cadillac tax kicks in, though it is not likely
to affect many small firms for several years, perhaps excepting some professional
services businesses. The current small-business health insurance headline therefore
is the turmoil, the turmoil that a significant portion of individual firms are now ex-
periencing.

No evidence in this report suggests that small-business owners as a group are
moving abruptly in any direction, though the reduction in net offering firms and
small employer expectations to offer next year give pause. There is no rush to self-
insure or push employees, particularly lower paid employees, to the exchange mar-
ketplaces. But there are pressures building, many of which are temporarily damp-
ened by the turmoil and constantly moving regulatory targets. Thus, change is more
likely to come from a growing weight tipping and dragging small employers along
rather than from any type of eruption. When and how that comes is more uncertain
than the fact that small employers have major operating issues yet to confront when
they do offer. One thing seems certain—non-offering small employers with minor ex-
ceptions are not about to reverse their stance.

The lead for much of the employer-sponsored health insurance world is the slow-
down in the rate of premium increases. The slowdown is good news for small-
business owners who for years have placed health insurance costs at or near the
top on their list of business difficulties. Still, perspective is important. The slow-
down is projected to be temporary; premiums are still at an unsustainably high
level; and, small employers are not impressed as they continue to report increases
above, and at variance, with the estimates officially produced. Cost remains the seri-
ous and largely unaddressed pressure impacting smaller firms.

If cost and, to a lesser extent, turmoil are the stimulants for action, what will be
the small employer responses? Cost-sharing is already changing and has been for
several years. Additional cost-sharing increases for employees may become tricky
however, particularly for owners of the smallest and largest, small businesses. In-
surer participation requirements often force small employers to pay a substantial
share of the premium to keep employees in the group. The ACA’s individual man-
date could reduce that pressure because it encourages employees to carry health in-
surance, which in turn relieves pressure on small employer cost-sharing. Larger
small firms may be caught by the minimum contribution requirement of the em-
ployer mandate should it ever be enforced. Benefits will continue to be pared,
though there may be practical limits because of the plans insurers can legally offer.
More controversial is the withdrawal of support for family and employee plus-one
plan types to compensate for greater support of employee-only plan types and great-
er employee participation. The evidence presented here to support such a developing
trend is not overwhelming, but certainly enough to merit attention. Withdrawal of
benefits for part-time small-business employees does not appear to be taking place,
in part because so few offer them in the first place and in part because those that
do offer part-time health benefits tend to be more profitable firms and pay employ-
ees more than average. Many smaller employers meanwhile are considering drop-
ping their insurance plans and substituting some type of financial reimbursement.
Yet, this approach to the health insurance benefit remains more conversation than
real. At the other end of the spectrum, few non-offering small employers are consid-
ering financial incentives or reimbursement to help employees purchase insurance
on their own.
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The Kaiser Foundation reports that between 1999 and 2014, a 15 year span in-
cluding the introduction of ACA, the percentage of small businesses (defined as 3—
199 employees) offering employer-sponsored health insurance declined from 65 per-
cent to 54 percent, a 17 percent drop.!® The changes in small employer-sponsored
health insurance financing suggest further declines. How much, how soon seems to

be the question.

NFIB HEALTH SURVEY 2014—FREQUENCY DISTRIBUTION

1. Not including yourself, approximately how many total employees does your business have?

1. 2-9 (unweighted) 222
2. 10-19 (unweighted) 225
3. 20-49 (unweighted) 228
4. 50-100 (unweighted) 225

900

Total

2. Not including yourself, approximately how many part-time employees working less than 30

hours a week do you currently have working for you?

0. None 30%
1. 1-4 59
2. 5-9 8
3. 10-19 2
4. 20-49 1
5. 50 or more *
Total 100%
N 900

3. Not including yourself, approximately how many full-time employees working 30 hours or

more a week, do you currently have working for you?

1. 1-4 61
2.5-9 18
3.10-19 12
4. 20-49 8
5. 50 or more 2
Total 100%
N 900

4. Which best describes your full-time employees pay: In wages, salary, tips, commissions,

etc., do half of your full-time employees earn more than:?

1. <$25,000 per year or $12.50 per hour 11%
2. $25,000 per year or $12.50 per hour 42
3. $40,000 per year or $20 per hour 23
4. $55,000 per year or $27.50 per hour 7
5. $70,000 per year or $35 per hour 7
6. (DK/Refuse) 10
Total 100%
N 864

18 Kaiser Family Foundation (2014). op. cit., Section 2, p. 42.
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5. Do you personally have health insurance, and if so do you get it from your business’s
health plan, a spouse’s health plan, or an individual health plan?

1. Have business plan 31%
2. Have spouse’s plan 19
3. Have individual plan 39
4. Do not have health insurance 8
5. (DK/Refused) 2
Total 100%
N 900

6. Was your personal health insurance purchased through the government’s new health
insurance exchange or directly on the private market?

1. Government Exchange 19%
2. Private Market 72
3. (DK/Refused) 9
Total 100%
N 226

1. Did you receive a reduced rate when you purchased your personal health insurance
through the government exchange?

1. Yes —%
2. No —
3. (DK/Refused) —
Total 100%
N 33

8. In the last 12 months did you have your personal health plan terminated or cancelled for
any reason other than non-payment?

1. Yes 9%
2. No 90
3. (DK/Refused) 1
Total 100%
N 900

9. Is the cost of your current personal health plan compared to your terminated or
cancelled plan:

1. 35 percent or more higher 28%
2. 10 to 34 percent higher 37
3. Less than 10 percent higher 6
4. Less than 10 percent lower 8
5. 10 to 34 percent lower 20
6. 35 percent or more lower 1
Total 100%

N 78
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10. In the last 6 months, have more than 5 percent of your employees, or representatives of
more than 5 percent of your employees, asked that the business offer an employee

health insurance plan?

1. Yes 4%
2. No 96
3. (DK/Refused) 1
Total 100%
N 280
11. Does your business offer any employee reimbursement or financial support to help pay
for a health insurance plan that employees purchase on their own?
1. Yes 18%
2. No 81
3. (DK/Refused) 1
Total 100%
N 900
12. Is that financial support based primarily on:
1. A flat amount per employee —
2. A percent of the employee’s health insurance premium —
3. A percent of the employee’s salary or wages —
4. The employee’s length of service —
5. Something else (specify) —
6. (DK/Refused) —
Total 100%
N 45
13. Have you seriously considered, considered, or not considered offering your employees a

cash payment or a financial incentive to purchase health insurance on their own instead
of directly offering the benefit?

1. Seriously Considered 4%
2. Considered 13
3. Not Considered 80
4. (DK/Refused) 3
Total 100%
N 721
14. Would that financial support be based primarily on:?
1. A flat amount per employee 41%
2. A percent of the employee’s health insurance premium 23
3. A percent of the employee’s salary or wages 2
4. The employee’s length of service 5
5. OR, Haven't you thought that far yet 29
Total 100%
192

N
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15. Does your business currently offer health insurance coverage to employees?
1. Yes 40%
2. No 61
3. (DK/Refused) *
Total 100%
N 900
16. What is the most important reason that you don’t you offer employee health insurance?
1. Too expensive 49%
2. Can't get enough employees to participate 13
3. Administrative hassle too great 1
4. Many employees are part-time, seasonal, or high turn-over 13
5. Revenue is too uncertain 10
6. Employees can purchase it on their own, including in the new exchanges 11
7. (Other/DK/Refused) 4
Total 100%
N 280
17. Is there a second most important reason?
1. Too expensive 19%
2. Can't get enough employees to participate 6
3. Administrative hassle too great 2
4. Many employees are part-time, seasonal, or high turn-over 9
5. Revenue is too uncertain 18
6. Employees can purchase it on their own, including in the new exchanges 15
7. No second reason 27
8. (Other/DK/Refused) 2
Total 100%
N 280
18. When did you last renew or take out your current health insurance policy? Was it in
the:?
1. Third calendar quarter of 2013 16%
2. Fourth calendar quarter of 2013 36
3. First calendar quarter of 2014 19
4. Second calendar quarter of 2014 22
5. (DK/Refuse) 7
Total 100%
N 620
19. Why did you choose that time to purchase your health insurance? Was it because:?
1. It was the normal renewal time 68%
2. Could keep your current policy by renewing in 2013 18
3. Could get a cheaper rate than waiting until 2014 15
4. (Other) *
5. (DK/Refuse) *
Total 100%

N 331
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Is health insurance offered only to full-time employees or to hoth full-time and part-time

20.
employees?
1. Full-time only 83%
2. Both full-time and part-time 15
3. Part-time only 1
4. (DK/Refused) 1
Total 100%
N 620
21. Under which one of the following types of health plans are most of your employees
covered?
1. HMO 19%
2. High-deductible PPO 27
3. PPO 40
4. Point of Service 2
5. (DK/Refused) 13
Total 100%
N 620
22. Does your husiness also offer another type of health plan?
1. Yes 11%
2. No 89
3. (DK/Refused) *
Total 100%
N 558

23. Which best describes the health plan that covers most of your employees? Is it a:

1. A Fully Insured Plan in which you contract with a health plan that assumes financial
responsibility for the costs of enrollees’ medical claims, OR 87%

2. A Self-Funded Plan in which you assume direct financial responsibility for the costs of
enrollees’ medical claims, but have “stop-loss” coverage from an insurer to protect you

against very large claims 7
3. (Self-Funded with no stop-loss) 2
4. (DK/Refused) 7
Total 100%
N 620

24. Is it highly likely, somewhat likely, not too likely or not at all likely that you will switch

to a self-funded employee health insurance the next time your policy comes up for
renewal, or haven’t you thought about renewal yet?

1. Highly likely 6%
2. Somewhat likely 7
3. Not too likely 22
4. Not at all likely 43
5. Haven't thought about renewal yet 16
6. (Not Sure/Refuse) 1
Total 100%
528

N
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25. How many of your full-time, non-seasonal employees participate in your health plan?
1. <25 percent 2%
2. 2549 percent 8
3. 50-74 percent 26
4. 75-89 percent 19
5. 90-99 percent 3
6. 100 percent 40
7. (DK/Refused) 2
Total 100%
N 620
26. There are typically three types of health coverage policies: FAMILY, INDIVIDUAL, that is
EMPLOYEE-ONLY, and PLUS ONE, that is, EMPLOYEE and ONE OTHER PERSON. Does your
business offer:
Family coverage?
1. Yes 73%
2. No 27
3. (DK/Refused) *
Total 100%
N 620
21. Approximately, what percentage of the premium does your business pay for a FAMILY
health insurance policy?
1. All of it—100% 28%
2. 90-99 percent 2
3. 75-89 percent 9
4. 50-74 percent 27
5. 25-49 percent 14
6. 1-24 Percent 5
7. Nothing 11
8. (DK/Refused) 5
Total 100%
N 474
28. Including both employer and employee contributions, what is the average total MONTHLY

cost per employee policy?

1. <$500 11%
2. $500-$599 8

3. $600-$699

4. $700-$799

5. $800-$899

6. $900-$999

7. $1,000-$1,099

8. $1,100-$1,199

9. $1,200-$1,299

10. $1,300-$1,399
11. $1,400-$1,499
12. $1,500-$1,749
13. $1,750-$1,999
14. $2,000+
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28. Including both employer and employee contributions, what is the average total MONTHLY
cost per employee policy?—Continued
15. (DK/Refused) 12
Total 100%
N 474
29. Do all, most, half, some or none of the employees participating in your health plan have
family coverage?
LAl 11%
2. Most 14
3. Half 13
4. Some 61
5. None (see text) 0
6. (DK/Refused) 1
Total 100%
N 474
30. Does your business offer an INDIVIDUAL health insurance option?
1. Yes 17%
2. No 18
3. (DK/Refused) 6
Total 100%
N 620
31. Approximately, what percentage of the premium does your business pay for an
INDIVIDUAL health insurance policy?
L. All of it—100% 42%
2. 90-99 percent 8
3. 75-89 percent 17
4. 50-74 percent 27
5. 25-49 percent 3
6. 1-24 percent 1
7. Nothing 1
8. (DK/Refused) 1
Total 100%
N 494
32. Including employer and employee contributions for INDIVIDUAL health care coverage,

what is the average total MONTHLY cost per policy?

1. Less than $200 4%
2. $200-$299 5
3. $300-$399 18
4. $400-$499 18
5. $500-$599 21
6. $600-$699 13
7. $700-$799 7
8. $800-$899 1
9. $900-$999 2
10. $1,000+ 5
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32. Including employer and employee contributions for INDIVIDUAL health care coverage,
what is the average total MONTHLY cost per policy’—Continued
11. (DK/Refused) 7
Total 100%
N 494
33. Do all, most, half, some or none of the employees participating in your health plan have
individual coverage?
LAl 27%
2. Most 34
3. Half 13
4. Some 25
5. None (see text) 0
6. (DK/Refused) 1
Total 100%
N 494
34. Does your husiness offer a so-called “plus-one” health insurance option, that is, an
option that covers the employee and one other person?
1. Yes 42%
2. No 55
3. (DK/Refused) 3
Total 100%
N 620
35. Approximately, what percentage of the premium does your business pay for a “plus-one”
health insurance policy?
1. All of it—100 percent 16%
2. 90-99 percent 12
3. 75-89 percent 21
4. 50-74 percent 17
5. 25-49 percent 10
6. 1-24 percent 10
7. Nothing 11
8. (DK/Refused) 3
Total 100%
N 271
36. Including employer and employee contributions for “plus-one” health care coverage,

what is the average total MONTHLY cost per policy?

1. Less than $300 2%
2. $300-$399 2
3. $400-$499 4
4. $500-$599 18
5. $600-$699 9
6. $700-$799 5
7. $800-$899 11
8. $900-$999 13

9. $1,000-$1,099 6
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36. Including employer and employee contributions for “plus-one” health care coverage,
what is the average total MONTHLY cost per policy’—Continued
10. $1,100-$1,199 3
11. $1,200-$1,299 9
12. $1,300-$1,399 3
13. $1,400-$1,499 1
14. $1,500+ 6
15. (DK/Refused) 9
Total 100%
N 271
37. Do all, most, half, some or none of the employees participating in your health plan have
plus-one coverage?
L. All 2%
2. Most 5
3. Half 12
4. Some 79
5. None (see text) 0
6. (DK/Refused) 2
Total 100%
N 335
38. What is your business’s total monthly health care insurance premium cost, for all types
of health insurance offered? (Employer and Employee shares)
1. <$1,000 9%
2. $1,000-$1,999 11
3. $2,000-$2,999 17
4. $3,000-$3,999 11
5. $4,000-$4,999 7
6. $5,000-$7,499 12
7. $7,500-$9,999 5
8. $10,000-$12,499 5
9. $12,500-$14,999 3
10. $15,000-$19,999 3
11. $20,000-$24,999 2
12. $25,000-$49,999 5
13. $50,000 or more 1
14. (DK/Refused) 9
Total 100%
N 485
39. Has the percentage of employees choosing INDIVIDUAL, FAMILY, or “PLUS ONE” options
changed over the last year or two, or has the mix held reasonahly steady?
1. Changed 8%
2. Steady 90
3. (DK/Refused) 3
Total 100%

N 620
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40. Which type of policy option has increased its share of employee participation? (If asked,
in ABSOLUTE NUMBERS)

1. Individual policies 54%
2. Family policies 13
3. Plus one policies 12
4. (DK/Refused) 21
Total 100%
N 620
41. What is the primary reason for this change?
1. Change in employee costs 26%
2. Changing composition of the workforce 14
3. More employees participating 16
4. Fewer employees participating 8
5. Employees just making different choices 26
6. (DK/Refused) 10
Total 100%
N 74

42.

Was the change in employee cost primarily due to a change in the employee/employer
cost share or a change in the total price of the plan, or both?
1. Cost-share —%

2. Plan price
3. Both —
4. (DK/Refused) —
Total 100%
N 21
43. Did you offer employee health insurance to any of your employees LAST year at this
time?
1. Yes 89%
2. No 11
3. (DK/Refused) 1
Total 100%
N 620
44, |s the PER EMPLOYEE cost of your current health plan more, less or about the same as
last year’s plan? (Plan cost, not employer’s or employee’s share)
1. More 62%
2. Less 8
3. Same 29
4. (DK/Refused) 1
Total 100%
582

N
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45. Please estimate the PER EMPLOYEE percent change in cost of this year’s plan compared
to last year’s plan. Was it:

Increases/More  Decreases/Less Net More/Less

1. Less than 5% 9% —% 1%
2.5-9% 27 — 29
3. 10-19% 36 — 36
4. 20-34% 11 — 9
5. 35-49% 3 — 3
6. 50% or more 10 — 11
7. (DK/Refused) 5 — 5
Total 100% 100% 100%
N 290 32 322

Did you do any of the following in order to pay for the increase?

Yes No RéiDI:(sle) Total N
46. Raise prices? 25% 67% 8% 100% 290
47. Cut employees or reduce their hours? 12 86 3 100% 290
48. Increased employee cost-share? 25 73 3 100% 290
49. Take a lower profit or suffer a loss? 67 32 2 100% 290
50. Delay, postpone or reduce business investment? 37 60 3 100% 290
51. Freeze or reduce wages? 26 73 2 100% 290
52 Reduce non-health employee benefits? 14 83 3 100% 290
53. Became more productive, more efficient? 30 60 10 100% 290

54. Are the benefits in this year’s plan more, less, or about the same, as they were in last
year’s plan?

1. More 1%
2. Less 23
3. Same 69
4. (DK/Refused) 1
Total 100%
N 582

55. Are the deductibles in this year’s plan higher, lower, or about the same as they were in
last year’s plan?

1. Higher 35%
2. Lower 2
3. Same 60
4. (DK/Refused) 2
Total 100%
N 582

56. Did more, less, or about the same number of eligible full-time employees choose to
participate in this year’s health insurance plan as participated last year?

1. More 5%
2. Less 14
3. Same 86
4. (DK/Refused) *
Total 100%

N 582
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Please tell how important each of the following was in your decision to offer employee health insurance
in the last year? (Newly Offering Employers ONLY—Combines Two Years of Data)

57. Profitability now allows me to offer it.

1. Very Important 63%
2. Somewhat Important 23
3. Not Important 11
4. (DK/Refused) 1
Total 100%
N 69

58. The new health care law will soon require me to add it.

1. Very Important 53%
2. Somewhat Important 15
3. Not Important 21
4. (DK/Refused) 5
Total 100%
N 69

59. Need to offer it to compete for good employees.

1. Very Important 42%
2. Somewhat Important 38
3. Not Important 18
4. (DK/Refused) 2
Total 100%
N 69
60. Needed to find a more affordable plan for you and family to participate in.
1. Very Important 35%
2. Somewhat Important 53
3. Not Important 12
4. (DK/Refused) *
Total 100%
N 69

61. Did you offer employee health insurance to any of your employees LAST year at this
time?

1. Yes 12%
2. No 88
3. (DK/Refused) *
Total 100%
N 280

Please tell me how important each of the following reasons were that led you to drop employee health
insurance in the last year?
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62. The number of participants in my plan fell.

1. Very Important 29%
2. Somewhat Important 15
3. Not Important 56
4. (DK/Refused) *
Total 100%
N 75

63. It became too expensive.

1. Very Important 69%
2. Somewhat Important 18
3. Not Important 11
4. (DK/Refused) 1
Total 100%
N 75

64. My employees preferred cash rather than insurance.

1. Very Important 19%
2. Somewhat Important 8
3. Not Important 69
4. (DK/Refused) 4
Total 100%
N 75

65. Business profitability took a turn for the worse.

1. Very Important 47%
2. Somewhat Important 33
3. Not Important 18
4. (DK/Refused) 2
Total 100%
N 75

66. My employees could do better on their own.

1. Very Important 52%
2. Somewhat Important 22
3. Not Important 26
4. (DK/Refused) 1
Total 100%
N 75

67. Do you expect to offer employee health insurance to any of your employees at this time
NEXT year?

1. Definitely Yes 21%
2. Probably Yes 17
3. Probably No 23

4. Definitely No 37
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67. Do you expect to offer employee health insurance to any of your employees at this time
NEXT year’—Continued
5. (DK/Refused) 2
Total 100%
N 900
68. A new health care and financing law, sometimes known as the Affordable Care Act,
health care reform, or Obamacare, is being implemented. How familiar are you with this
law? Are you:
1. Very familiar 24%
2. Somewhat familiar 54
3. Not too familiar 15
4. Not at all familiar 7
5. (DK/Refused) *
Total 100%
N 900
69. From what one source have you obtained the MOST useful information about your
business’s responsibilities and opportunities under the new health care law? Has it been:
1. Health insurance industry or insurer 22%
2. Health care industry or provider 13
3. Business advisor, like accountant or lawyer 8
4. Government 4
5. Trade associations or business groups 9
6. General news media 34
7. (Other) *
8. Have not received any useful information 7
9. (DK/Refused) 2
Total 100%
N 866
70. Is there a second source that has been useful?
1. Health insurance industry or insurer 11%
2. Health care industry or provider 12
3. Business advisor, like accountant or lawyer 11
4. Government 6
5. Trade associations or business groups 11
6. General news media 21
7. (Other) 7
8. (None/DK/Refused) 24
Total 100%
N 818
11. How satisfied are you overall with the clarity and usefulness of the information
received? Are you?
1. Very satisfied 19%
2. Somewhat satisfied 41
3. Not too satisfied 22

4. Not at all satisfied 18
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71. How satisfied are you overall with the clarity and usefulness of the information
received? Are you?—Continued

*

5. (DK/Refused)

Total 100%
N 818

72. In the last year, have you visited the ACA or Obamacare Web site, HealthCare.gov, to
look for individual health insurance policies, for business insurance policies, for simple
curiosity, or have you not visited it?

1. Individual 13%
2. Business 4
3. (Both, individual and business) 8
4. Curiosity 10
5. Not visited 65
6. (DK/Refuse) 1
Total 100%
N 900

73. Compared to two years ago, is there much more, slightly more, about the same, slightly
less, or much less competition for your firm’s health insurance business or potential
health insurance business?

1. Much more competition 5%
2. Slightly more competition 9
3. No change in competition 38
4. Slightly less competition 10
5. Much less competition 15
6. Not relevant to your situation 16
7. (DK/Refuse) 8
Total 100%

900

Demographics

The following questions are for classification purposes only

D1. Over the next three to five years, do you want this business to:

1. Grow a lot 48%
2. Grow a little 35
3. Stay the same 11
4. Downsize a little 3
5. Downsize a lot 2
6. (DK/Refused) 2
Total 100%
N 900
D2. Compared to last year at this time, is this business currently:
4%

1. Much more profitable
2. Somewhat more profitable 23
3. About as profitable 42
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D2. Compared to last year at this time, is this business currently:—Continued

4. Somewhat less profitable 21
5. Much less profitable 7
6. (DK/Refused) 3
Total 100%
N 900

D3. How old are you?

1. <35 years old 4%
2. 3544 years old 11
3. 45-54 years old 28
4, 55-64 years old 37
5. 65—74 years old 13
6. 75+ years old 2
7. (Refused) 5
Total 100%
N 900

D4. Region of the country.

1. Northeast 20%
2. Southeast 20
3. Mid-west 27
4. Central 22
5. Pacific 11
Total 100%
N 900
D5. Sex
1. Male 61%
2. Female 39
Total 100%
N 900
Methodology

The NFIB Research Foundation engaged Mason-Dixon Polling & Research in late
2012 to help it begin a projected three-year longitudinal survey of small business
and the introduction of the Affordable Care Act. The purpose of this research was
to follow small businesses as the new law took effect and measure the changes that
they experienced over time. It likewise was intended to trace health insurance cost
changes and small employer response to them. What the survey will not do was at-
tempt to measure opinion about the Affordable Care Act. The answer to those ques-
tions appeared reasonably well-established and well-known and therefore required
little additional attention.

The Foundation’s research strategy for the project was to draw a nationally rep-
resentative stratified random sample of small employers and then follow small-
employer respondents to the first year’s survey for an additional two years. A strati-
fied random sample is necessary to conduct the project due to the distribution of
the small employer population. Ninety (90) percent of all small employers have
fewer than 20 employees and 60 percent have fewer than five. Although the Afford-
able Care Act affects all small employers, its major direct impacts was expected to
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fall on larger, small firms, principally those approaching the 50 employee employer-
mandate threshold and larger. It was, therefore, important that the survey contain
enough cases to be able to say something about the larger, small business segment
of the population. A sufficient number of cases from this group requires over-
sampling them. Hence the Foundation targeted a sample size of 225 cases from each
of the four employee size strata: 2-9 employees, 10-19 employees, 20-49 employees,
and 50-100 employees. The choice to cap the definition at 100 employees rather
than some other point is arbitrary, but probably not controversial. It is an intu-
itively satisfying dividing line; virtually all small business above the line offer
health insurance; adding another stratum of say between 100-250 employees ap-
pears to offer little additional informational value; owners of increasingly large
firms are increasingly difficult to interview; etc. In the end, Mason-Dixon initially
interviewed 921 small employers from mid-June through July 2013, numerically dis-
tributed across the four strata from smallest to largest as follows: 231 cases, 224
cases, 238 cases; and 228 cases. Use of a random stratified sample means population
totals can only be reached by weighting cases, smaller, small firms (under-sampled)
being given a greater weight per case and vice versa. Thus, population totals for
a 2-100 employee firm size population, or totals for a 20-100 employee firm size
population are presented using weighted numbers.

A second round of interviewing occurred one year later, from mid-June through
July, 2014. Efforts were made to reinterview all initial participants. Two hundred
and twenty-eight (228) who participated in 2013 agreed to participate in the second
year. They were distributed by firm size as follows: 74 cases, 66 cases, 83 cases, and
65 cases. Not a single case changed firm size classification. Recognizing that not all
participating in 2013 would be willing to participate in 2014, on a parallel track
Mason-Dixon also began interviewing a new stratified random sample in the same
manner as in the prior year. Initial participants supplemented by the new ones
yielded 223 cases (2-9 employees), 227 cases (10-19 employees), 224 cases (20—49
employees) and 226 cases (50-100 employees) for a total of 900 cases.

Participants in the mid-2013 survey were contacted twice during the next few
months, once to advise them of the gift card incentive winners for random partici-
pants and once to provide a summary of survey results. They were then contacted
for a third time by mail and telephone seeking their continued participation. The
gift card incentive was repeated and they were given the choice of participating by
telephone or e-mail.

New participants were recruited in the same manner as were those in the first
year. The sampling frame for both rounds was the Dun & Bradstreet file, an imper-
fect frame, but one the best currently available from a non-government source.
Mason-Dixon mailed potential members of the new sample an introductory letter
outlining the project, asking for cooperation, and announcing gift card incentives for
randomly drawn participants. Telephone calls followed the introductory letters and
respondents were given the choice of answering by telephone or by e-mail.

PREPARED STATEMENT OF HON. RON WYDEN,
A U.S. SENATOR FROM OREGON

My first choice for this morning’s hearing would be to get past the well-worn talk-
ing points and begin the effort to find bipartisan ways to improve the Affordable
Care Act. That strikes me as the best use of our time. Unfortunately, it looks like
it’ll take a rear-guard action to keep from going back to the dark days when Amer-
ica’s health care system worked only for the healthy and the wealthy.

Just this week, members of Congress are pushing budget proposals that would rip
the law up by the roots. Gone would be the guarantee of coverage that protects
Americans who have preexisting conditions. Gone would be tax credits that help
hard-working families pay for health insurance. Back would be insurance company
skullduggery that forces people to pay top dollar for rock-bottom coverage. Back
would be excluding adopted children from their parents’ insurance plans. Back
would be insurance cancellations the moment people get sick. Again pregnancy
could be considered a preexisting condition. And there’s still no legitimate alter-
native legislation that addresses those issues. In the last five years, Congress has
taken more than fifty votes to undermine or repeal the Affordable Care Act and not
one vote on legislation that replaces it.

This nonstop campaign to undercut the law is bad news for Oregonians like Beth
Stewart. Beth is a mother of three from La Grande, Oregon, who had to pick out
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an insurance plan after a career change in 2003. The plan she chose had a 7,500
dollar deductible. A few years later, Beth was diagnosed with stage four thyroid can-
cer, and it had spread to her spine. On Beth’s road to recovery, she twice hit her
out-of-pocket limit. Her medical bills grew to the tens of thousands of dollars. Beth
worked hard to pay them off, but every year her checkups cost thousands more. Last
year, she was finally able to buy a new health insurance plan that’s given her what
she called a “welcome safety net.” Her deductible is now a tenth of what it was be-
fore the ACA. Her out-of-pocket maximum has been cut by nearly half. For Beth,
staying healthy while supporting a family is a lot less expensive.

Kim Schmith is a resident of Madras, Oregon, in her late forties. Kim won a bat-
tle against breast cancer six years ago. Her husband will go on Medicare this year,
and Kim will have to pick out an insurance plan of her own. Kim wrote to my office
about how she once worried that being a cancer survivor meant she’d never be able
to find insurance. Under federal law before the Affordable Care Act, an insurance
company could have taken one look at Kim’s medical history and stamped her appli-
cation “denied.” But the law gives Kim peace of mind. She’ll find an affordable,
high-quality health insurance plan. She won’t have to panic or overpay for bargain-
basement coverage. As Kim wrote in her letter, “. . . I fought for my life, I should
not have to fight for insurance.” I couldn’t agree more.

There’s never been a law in history that couldn’t be improved—including this one.
But the pie-in-the-sky insistence that the Affordable Care Act will be repealed and
everything will work out fine has no basis in reality.

It’s time to recognize the real-world consequences of this dysfunctional, old polit-
ical battle. This debate is no longer about numbers on a page. More than 16 million
Americans have gained health insurance coverage thanks to the Affordable Care
Act. Their health is at stake in every vote for repeal. So let’s find a bipartisan path
that makes progress, rather than bringing back the dark days when health care was
reserved for the healthy and wealthy.






COMMUNICATION

LETTER SUBMITTED FOR THE RECORD BY GOVERNOR JACK A. MARKELL

STATE OF DELAWARE

OFFICE OF THE GOVERNOR

TATNALL BUILDING, SECOND FLOOR
WILLIAM PENN STREET, DOVER, DE, 19901

JACK A. MARKELL PHONE: 302—744—4101
GOVERNOR FAX: 302—739-2775

March 17, 2015

The Honorable Orrin G. Hatch
Chairman, Committee on Finance
United States Senate

219 Dirksen Senate Office Building
Washington, DC 20510

Dear Senator Hatch,

The Affordable Care Act has brought security and peace of mind to thousands of
Delawareans who no longer have to worry that an injury or serious illness could
place them in significant debt. The ACA is making it possible for adults and chil-
dren to be connected to quality health care—and the positive outcomes that we
know our health care system can deliver.

More than 25,000 Delawareans have signed up for health insurance coverage since
January 2014 via the Delaware Marketplace, established as a State Partnership Ex-
change. Subsidies available under the Affordable Care Act have helped more than
eight in 10 of those Delaware residents afford their monthly premiums. Those get-
ting financial help to enroll in 2015 plans received an average monthly advance pre-
migm tax credit of $264, reducing their premiums an average 65 percent, from $404
to $140.

In addition to those purchasing health insurance on the Marketplace, another near-
ly 10,000 newly eligible adults have found coverage under Delaware’s expanded
Medicaid program.

Recent national surveys show that Delaware is making progress in reducing the
number of uninsured individuals in the state. The Kaiser Family Foundation re-
cently reported that as of the end of the 2015 open enrollment period, 52% of Dela-
wareans who are eligible for coverage through the Health Insurance Marketplace
had enrolled, tying as the state with the third-highest enrollment rate in the coun-
try.

The impact of connecting our neighbors to the health care they need is profound.
The Affordable Care Act has helped people like Felipe Hernandez, a 26-year-old ma-
chine operator from Wilmington, who is now able to get regular preventive checkups
and prescriptions to manage his high blood pressure and high cholesterol. Her-
nandez says now that he is covered, he is less stressed and more hopeful about the
future for him, his wife, Irene, and their 2-year-old daughter, saying “I'm not going
to go broke because I get sick.”

The Affordable Care Act has helped Stephanie Brown, 32, of Smyrna, who can now
get the daily medications her 6-year-old son, Connor, needs to control his ADHD
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and asthma. “This program has been a godsend for me, and Connor is a healthy,
active 6-year-old boy because of it.”

The Affordable Care Act has helped Janice Baker of Selbyville, who like so many
others was denied coverage prior to the ACA because of pre-existing conditions. She
was able to enroll on Delaware’s Health Insurance Marketplace in 2013, with her
coverage beginning Jan. 1, 2014.

Overall:

e At least 6,000 young adults in Delaware who would otherwise have been unin-
sured have gained coverage nationwide because of the ACA’s provision that al-
lows parents to add or keep children on their policy until they turn 26.

e The law’s requirement that insurers cover those with pre-existing conditions—
like asthma, serious and persistent mental illness, diabetes or cancer—has
brought peace of mind and the promise of care to Delawareans.

e Women made up 55 percent of Delaware’s Marketplace enrollees in 2014, and
because of the Affordable Care Act, did not pay more for their health care cov-
erage because of their gender.

e The health care law’s expansion of mental health benefits, substance use dis-
order benefits and federal parity protections has benefited thousands of Dela-
wareans.

e Health insurance companies now have to spend at least 80 percent of premiums
on health care or improvements to care, rather than administrative costs or
they have to provide their customers with a refund, helping to ensure afford-
ability of rates. In 2014, that meant more than 5,800 Delawareans with private
insurance coverage benefited from $734,000 in refunds from insurance compa-
nies, for an average refund of $174 per family.

e The law bans insurance companies from imposing lifetime dollar limits on
health benefits—freeing patients with cancer, individuals with serious and per-
sistent mental illness and individuals living with other chronic diseases from
having to worry about going without treatment because of their lifetime limits.

e The ACA has also delivered new benefits in Medicare. In 2013, approximately
21,000 Delawareans on Medicare saved more than $46 million on prescription
medications because the Affordable Care Act filled the “doughnut hole” coverage
gap.

o The Affordable Care Act increases the funding available to community health
centers nationwide. Health center grantees in Delaware have used these funds
to offer a broader array of primary care services, extend hours of operations,
hire more providers, renovate or build new clinical spaces, and help enroll unin-
sured Americans in the Health Insurance Marketplace.

We are always interested in ways upon which the ACA can be improved. Even as
access to insurance has greatly expanded, our health care system continues to face
challenges, particularly in reigning in rising costs.

Our state is taking steps to address this issue and the ACA in its current form is
already providing some support. Delaware has received a $35 million federal grant
to move toward high quality, well-coordinated patient-centered care that is finan-
cially sustainable. Our effort would:

O strengthen the primary care system so that patients experience well-
coordinated team-based care that delivers better health outcomes;

o

align incentives for providers and health insurers to focus on quality and
affordability;

O support patients to engage in their own health; and

O support communities to work together to promote health and connect com-
munity resources to the health care system.
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In Delaware, the Affordable Care Act has helped expand access to quality, afford-
able health care coverage for people across our state and has been a key component
of our work and commitment to improve the health of all Delawareans and provide
a sustainable health care system for future generations.

Sincerely,
Jack A. Markell



