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Calif. Exchange Selects 13 Insurers, Says
Premium Rise Will Not Create ‘Price Shock’

Abaker’s dozen of health insurance carriers are tentatively slated to sell plans on
the Covered California marketplace when open enrollment begins Oct. 1. The expected
5.3 million state residents eligible to buy insurance on the exchange will see premium
prices lower than originally forecast by outside actuaries and industry stakeholders,
according to Covered California officials who unveiled the plans and rates on May 23.
But industry consultants say it’s too soon to make an accurate assessment of how much
prices will rise next year in the individual market.

Insurers already holding sizable market shares in the state’s individual market, and
selected for the California exchange, are expected to add hundreds of thousands of new
lives to their portfolios. Meanwhile, the major national carriers that did not participate,
like UnitedHealth Group’s UnitedHealthcare unit, will not see much of an impact since
they are focused on mostly large-group customers, consultants say.

The 13 carriers in the individual market are Alameda Alliance for Health, Well-
Point, Inc.”s Anthem Blue Cross of California, Blue Shield of California, Chinese Com-
munity Health Plan, Contra Costa Health Services, Health Net, Inc., Kaiser Permanente,
L.A. Care Health Plan, Molina Healthcare, Inc., Sharp HealthCare, Valley Health Plan,
Ventura County Health Care Plan and Western Health Advantage.

Covered California provided a detailed look at the 19 rating regions. Some of the
more rural areas of the state will see only three insurers competing and more populated
areas twice as many or more plans competing. For example, rating region 1, in the
northern tier of the state, will have in its silver metal tier an Anthem PPO, a Blue Shield
exclusive provider organization (EPO) and a Kaiser HMO vying for customers. A single
40 year old would pay $112 per month for the Anthem PPO if earning 200% of the fed-

continued on p. 3

Clarifications, Guidance and Final Regs
Don’t Answer All Insurers’ ACA Questions

Trying to keep pace with the flow of information from federal agencies charged
with implementing the Affordable Care Act (ACA) is like “drinking water from a fire
hose,” Ray Ramthun, president of Maryland-based HSA Consulting Services and a
former senior health policy advisor to President George W. Bush, tells HPW. But even
as this unceasing amount of guidance and regulation accumulates, health plans still
may not have every piece of the puzzle filled in before new marketplaces and industry
reforms launch in 2014.

Although HHS and other agencies have released rules and guidance recently on
Medicare medical loss ratio (MLR) requirements and technical issues tied to Medicaid
eligibility, there are several other regulations sitting at the Office of Management and
Budget waiting to come out any day now, industry sources say:.

For instance, Tim Jost, a Washington and Lee University law professor and consum-
er representative for the National Association of Insurance Commissioners, tells HPW
there are some significant final rules nearing release that insurers still are waiting to see,
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notably one covering wellness and preventive care. “The
wellness reg is very important to employers and I guess
it is very important to insurers too. In fact, that might be
the most important because for a lot of the administrative
services plans and larger and small-group insurers, they
have really been pushing wellness plans and see that as a
major new revenue source,” he says.

Even though wellness programs have been around
for some time, the changes made by the ACA, like in-
creasing the maximum reward from 20% to 30% and
even as high as 50% of the cost of health coverage for
enrollees who participate in certain types of wellness
programs, are expected to make them even more of a
focus for health plans and their employer clients. The
draft rule, which came out on Nowv. 20, 2012, seeks to
offer flexibility by not specifying the types of wellness
programs employers can offer. It does, however, specify
that rewards under the program must be available to
“all similarly situated individuals,” according to the
Department of Labor, and bars underwriting practices
that could reduce benefits based on health status (HPW
12/3/12, p. 1).

“The ACA makes some changes and the proposed
regulation really tightens [wellness rules] up quite a bit”
from the original regulations offered by former President
George W. Bush’s administration in 2006. “If my recol-
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lection is correct, aromatherapy would count as a treat-
ment,” Jost adds, referring to the initial, pre-ACA rules.

“I think the most controversial issue is under what
circumstances a person can be excused from meeting
some of the requirements of a wellness plan. If you have
a medical condition that makes it difficult or impossible
to meet a requirement, they have to come up with an-
other way of meeting the requirements of the plan. And
that has been a huge issue with consumers because con-
sumer groups that I talk to a lot are very concerned that
wellness programs are simply becoming another means
of health status underwriting, that you impose a health
status-related goal, like requiring BMI [Body Mass In-
dex] at a certain level or a blood glucose level at a certain
level,” he says.

Other final rules that are expected to be made public
soon are regulations on Medicaid eligibility under the
ACA’s expansion opportunity for the states, as well as
premium tax credit eligibility and cost sharing premiums
in Medicaid. Jost says this is a large and complicated
matter, with all of the provisions of the proposed regula-
tion running some 300 to 400 pages. Insurers are also
waiting for a final regulation on how the federal SHOP
(Small Business Health Options Program) exchange is
going to work and pieces to come on employer mandate
and individual mandate rules.

Ramthun says overall, the health insurance industry
should have expected this constant flow of new informa-
tion from the federal government considering the com-
plexity of health reform. “I think health insurers have the
key pieces, but not everything they want. It is frustrating
but what can you do? With something this massive, you
just hope there is no penalty as a result of missing some-
thing,” he says.

PCIP, Medicare MLR Rules Come Out

The latest activity on the regulation front came late
on May 17 when HHS released an interim final rule with
comment period on the Pre-existing Condition Insurance
Plan (PCIP) in an effort to stretch the program’s funding
by limiting payments to providers. The rule says that
starting with services offered on or after June 15, pay-
ments to providers for services provided in the program
will be limited to 100% of the Medicare payment rate.
This does not include payments for prescription drugs,
organ and tissue transplants, dialysis and durable medi-
cal equipment.

The rule follows an announcement by HHS on Feb.
15 that the high-risk pools were no longer accepting new
enrollees to ensure the PCIP program’s $5 billion in fund-
ing would not be exhausted. The program is intended
to bridge high-cost uninsured individuals to 2014 when
major provisions of the health reform law take effect, in-
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cluding subsidized coverage under insurance exchanges
and a ban on health insurers’ practices of declining cov-
erage because of pre-existing conditions and charging
higher premiums on the basis of health status. HHS said
then that the program had spent roughly $2.4 billion on
medical claims and nearly $180 million on administrative
costs as of Dec. 31 (HPW 2/25/13, p. 1).

CMS also released on May 17 a letter to state health
officials and Medicaid directors offering enrollment
strategies to facilitate the enrollment of new beneficiaries
under the program’s expansion next year. Jost says even
those states not expanding Medicaid will have to switch
to new modified adjusted gross income standards and
new household composition rules on Jan. 1, 2014, to de-
termine Medicaid and CHIP eligibility for children, par-
ents, caretaker relatives and pregnant women. If a state is
expanding Medicaid, it also must use the new system for
enrollment of non-elderly, non-disabled adults.

Finally, HHS also issued a final rule late on May 17
concerning MLR requirements for Medicare Advantage
(MA) plans and Part D Prescription Drug Plans (PDPs).
The rule, which sources said is very similar to the draft
proposal, implements an 85% MLR cap on MA plans and
PDPs, HHS said. Any plan not meeting the requirements
for three years in a row would face enrollment sanctions.
If an MA plan missed the target five straight years it
would be subject to contract termination, HHS said.

Contact Jost at jostt@wlu.edu and Ramthun at roy@
hsaconsultingservices.com. <>

Calif. Exchange Attracts Insurers

continued from p. 1

eral poverty level (FPL), $121 for the Blue Shield EPO

or $149 for the Kaiser HMO. A similar customer in the
northern section of Los Angeles County, or rating region
15, will choose from seven carriers offering monthly rates
that range from $90 for a Health Net HMO to $162 for the
Kaiser HMO. Los Angeles County is so large it has two
rating regions, the northern and southern.

Covered California will not announce small-group
market plan participants until next month. State insur-
ance regulators still must approve the rates listed by
Covered California for the 13 carriers. After that step,
the exchange and insurers will finalize their contracts in
June.

Ore of the insurers present at the unveiling, Blue
Shield of California, said its existing individual market
customers will see a premium rate rise of between 8%
and 13% in 2014 compared with products the insurer is
offering this year. Blue Shield CEO Paul Markovich cau-
tioned that it was very difficult to make direct compari-
sons and account for individual circumstances like age.

But “on average, absent fees in the Affordable Care Act
and the change of benefits, there will be an 8% increase.
Including fees and new benefits, it will be 13%,” Markov-
ich said, adding the numbers applied only to Blue Shield
customers.

Doing his own investigation, Robert Laszewski,
president of Health Policy and Strategy Associates, LLC
in Alexandria, Va., tells HPW that he found higher prices
than what Covered California is stating in its public
pronouncements. “I looked on esurance for a 91011 ZIP
code in Southern California. I put in a 38 year old for
single coverage. Anthem for a $1,500 deductible, 75%
coverage, is currently priced at $233. A $2,000 deduct-
ible with 70/30 coverage is currently priced at $168. The
exchange is showing average premiums for the silver
[plan, $2,000 deductible] ranging from $304 to $335 for
the three-lowest plans. It is hard to compare geography
and plan design, but these rates are about 50% more than
what people are buying common coverage for today
with about the same deductible in the Los Angeles area,”
he says.

Praise for Depth of Plan Coverage, Design

Despite the uncertainty on how prices will shake out,
market watchers say the die is cast in the nation’s largest
state for a robust assortment of standardized coverage
options on all “metal tiers” across the 19 separate geo-
graphical regions of California. The fact that California
has progressed to this point in its market development
is impressive, Henry Loubet, chief strategy officer for
Keenan, a California-based health care consulting and
brokerage firm, tells HPW.

“I'would say this should be an attractive option for
individuals, especially with subsidies,” Loubet says. The
number of plans selected seems about right, considering
more than 30 applied to bid. “It is a reasonable number
and is a good cross-section. You have large plans like
Anthem and Kaiser and smaller regional plans like Sharp
and Western Health Advantage,” he says. On first blush,
Loubet says the premium prices appear to offer “pretty
attractive” rates at the lower or younger end of the mar-
ket and less so on the higher, older side when compared
with what is being offered today.

Peter Harbage, president of Harbage Consulting,
based in Sacramento, Calif., and former assistant secre-
tary of health for the state of California, tells HPW “the
rates seem favorable. People have choice. Today is a big
step in the right direction.”

Even though big national firms in the health insur-
ance industry were missing from the 13 carriers named
as participants, among them UnitedHealthcare, Aetna
Inc. and Cigna Corp., it did not surprise insiders. This is
because in terms of California’s individual market, the

Web addresses cited in this issue are live links in the PDF version, which is accessible at
HPW’s subscriber-only page at http://aishealth.com/newsletters/healthplanweek.



4 Health Plan Week

May 27,2013

trio do not hold sizable market share like Anthem Blue
Cross, Blue Shield and Kaiser, which combined have
more than 85% of the pie. In addition, executives from
the big three have said repeatedly they plan to be selec-
tive in deciding which exchanges to take part in. “I think
they looked at this and the one-year contracts and the fair
amount of uncertainty with what will take place, and did
not want to get involved right in the beginning. And they
are not large players in the individual and small-group
markets in California,” Loubet says.

For health plans, the reaction by employers to what
they see priced in the individual market will come later,
likely even in the 2015 open-enrollment cycle as the
wait-and-see approach will likely continue for some time
when it comes to exchanges, Loubet says. And insurers
not doing business inside the exchange probably won't
see an immediate impact due to their lack of activity in
the individual space currently.

State Offers Details Where Others Do Not

California’s exchange delivered the most compre-
hensive look yet at how a state-run exchange will appear
to both consumers and the health insurance sector. This
differs from Colorado, which recently informed the pub-
lic that 11 plans had filed rates for its exchange, but did
not disclose details on the carriers or pricing. And consid-

ering that HHS has said it will not make public the plans
or rates to be offered on federally facilitated or partner-
ship exchanges until the fall, the California report is a big
step forward in information-sharing, consultants say.

Peter Lee, executive director of Covered California,
said the best frame of reference for how good rates will
be in 2014 is by looking at premiums currently available
in the small employer market in California. “Compar-
ing rates Covered California has achieved to comparable
products in the small employer markets, our rates ranged
from 2% above the 2013 average premium to 29% below
the rates in California’s most populous markets. This is
impressive since the 2014 products include doctor visits,
prescriptions, hospital stays and more essential benefits.
Additionally, there is financial protection like a maxi-
mum out-of-pocket-cost of $6,350, which will dramati-
cally reduce the chances of someone filing bankruptcy
because of medical bills,” the exchange said.

Lee said a March report by Milliman that was spon-
sored by the exchange estimated that rates would in-
crease roughly 25% on average, but such numbers were
not realized when health carriers submitted their bids,
he said. “What happened to the rate shock? Health plans
to be consumer focused had to think first about afford-
ability,” Lee said. To achieve this goal, the carriers needed
to consider the risk mix, get providers in their networks
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to accept lower medical payments, and trust the health
reform law’s risk protections and lower administrative
costs.

The next steps call for health plans to submit their
bids to either the Department of Managed Health Care or
the Department of Insurance, which will assess the rates
for reasonableness. When that process is complete, Cov-
ered California will enter into final contracts with health
plans. The exchange said insurers cannot raise or lower
their rates unless the regulator finds them to be unrea-
sonable, in which case the exchange would reconsider
their rates.

Christine Arnold, a securities analyst for Cowen
and Company, said in a May 20 note to investors before
the Covered California announcement that current in-
dividual market leaders Health Net and WellPoint had
the most to gain in terms of enrollment if selected for the
California exchange. “WellPoint enrolled roughly 46% of
the individual health insurance market in California as of
year-end 2011 and we believe the company could enroll
an additional 276,000 to 552,000 individuals eligible for
subsidies through the exchange in 2014,” Arnold said.
Health Net is in line for an additional 18,000 to 36,000

individuals if it holds a 3% share of the individual mar-
ket in 2014, she said.

Securities analyst Brian Wright of Monness Crespi
Hardt in a May 21 memo agreed that WellPoint had the
broadest geographical presence in the individual and
small-group markets among publicly traded carriers,
with Health Net focused more on Southern California.
In addition to the market shares current market players
have, Wright said rate levels would also be weighed “as
Oregon and Washington have announced rate levels
lower than many had expected [$210 to $239 per month
for 21 year olds in Washington before subsidies and
$169 to $422 for a 40 year old in Oregon].” He expected
pricing in the California exchange to be slightly above
small-group rates in the state, “though narrow network,
value-based benefit designs could trim price levels
somewhat.”

Descriptions of the health plans on the Covered Cali-
fornia exchange are at http:/ /tinyurl.com/0zsjv35.

Contact Arnold at christine.arnold@cowen.com,
Harbage at peter@harbageconsulting.com, Laszewski
at robert.laszewski@healthpol.com, Loubet at hloubet@
keenan.com and Wright at bwright@mchny.com. <>

In a May 14 filing to the U.S. Securities and
Exchange Commission, WellPoint, Inc. told federal
authorities that three of its 11 board directors had
resigned for personal reasons, just six weeks after the
insurer installed Joseph Swedish as its new CEO. A
day earlier, rival insurer Cigna Corp. issued a state-
ment saying that current vice president of finance,
Thomas McCarthy, would replace Ralph Nicoletti as
chief financial officer (CFO) this summer. Again, the
rationale cited for Nicoletti’s departure was personal
reasons.

Brian Wright, securities analyst for Monness
Crespi Hardt, in a May 14 note to investors said the
WellPoint board resignations were “fortuitous for
CEO Swedish as it allows him the opportunity to up-
grade the talent of his board and we believe investors
will view this favorably, as well.” WellPoint on April
24 reported much better-than-predicted results for its
first quarter of 2013 on favorable medical loss ratio
numbers driven by lower utilization. It was the initial
earnings period with Swedish in charge, but he didn’t
actually start work until March 25 (HPW 4/29/13, p.
5). Swedish on May 20 also consolidated WellPoint’s
operating units (see brief, p. 8).

Upheaval Hits WellPoint Board; Cigna CFO Nicoletti Departs

Wright added that the now-departed director
Lenox Baker, Jr., M.D., a retired cardiac surgeon, had
“historical ties” to Swedish’s predecessor Angela
Braly. The two other directors to step down were Su-
san Bayh, a lawyer and wife of former Sen. Evan Bayh
(D-Ind.), and Sheila Burke, a faculty member at both
the JFK School of Government at Harvard University
and Georgetown University. Braly resigned last Aug.
28 under pressure from shareholders disturbed by the
insurer’s weak stock market performance and overall
direction (HPW 9/3/12, p. 1).

A third insurer, EmblemHealth, Inc., on May 15
said CEO Anthony Watson would retire effective
on May 31. He has 28 years of experience with Em-
blemHealth and HIP Health Plan of New York (HIP).
Watson in 2006 agreed with Frank Branchini, CEO of
Group Health Incorporated (GHI), to merge HIP and
GHI forming EmblemHealth. Watson has been chair-
man and CEO of EmblemHealth and Branchini its
president and chief operating officer (COO). Branchini
will now take the roles formerly held by Watson,
while Dan Finke will become president and COO
when confirmed at the EmblemHealth annual board
meeting on May 22.

Contact Wright at bwright@mchny.com.
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HEALTH PLAN BRIEFS

€ Minnesota’s legislature has approved a new
insurance mandate that will require some health
plans in the state to cover intensive autism treat-
ment that can cost as much as $100,000 per year,
according to a May 21 article in the Minneapolis Star
Tribune. Minnesota Gov. Mark Dayton (D) was set to
sign the legislation into law as HPW went to press.
The bill calls for state-regulated health plans to pay
for any autism treatment that’s considered medically
necessary for children up to age 18. The mandate will
apply only to insurers covering 50 or more employees
in fully insured plans, and excludes most large em-
ployers, which are self-insured. The newspaper said
it will affect around 750,000 state residents or 14% of
the population. Visit http:/ /tinyurl.com/pmzv4;9.

4 WellPoint, Inc. on May 20 told investors in a Se-
curities and Exchange Commission (SEC) filing that
it would reorganize the company’s business units
to two from the current four. In a memo included in
the SEC filing, WellPoint CEO Joe Swedish said he is
making the move following the completion of his first
60 days in office in order to “increase accountability
and enable our businesses to more quickly respond
to market changes.” The Commercial and Specialty
Business Division (CSBD) comprises local group and
national accounts, exchange and individual busi-
nesses, specialty businesses and 1-800-CONTACTS.
The Government Business Division (GBD) consists

of Medicaid, Medicare, national government services
and the federal employee program. Ken Goulet will
lead CSBD operations and Dick Zoretic will head the
GBD. Swedish also said in the memo that Lori Beer,
executive vice president, specialty businesses and
information technology, will be departing WellPoint
due to the reorganization. Visit http:/ /tinyurl.com/

pjkaé6tj.

€ Aetna Inc. on May 20 launched its Patient-Cen-
tered Medical Home (PCMH) program in New York
to recognize primary care physicians who better
manage and coordinate their patients’ care. Par-
ticipating doctors in Aetna’s networks who qualify
will receive a quarterly payment for each commercial
Aetna member in their care. Aetna serves 880,000
commercial members in New York and more than
200 physician practices are part of the PCMH, the
company said. Visit http://tinyurl.com /nhwqt4t.

@ UnitedHealth Group’s UnitedHealthcare Com-
munity Plan is adding 13 additional counties to its

New York state government-sponsored health in-
surance program in the Hudson Valley, capital and
central regions of New York, the insurer said May
20. The program was previously available in New
York City, Long Island and portions of central New
York. The community plan offers products for indi-
viduals and families who may qualify for Medicaid,
Family Health Plus, Child Health Plus, New York
Medicaid Advantage or dual-eligible plans. United-
Healthcare serves 3.8 million-plus members in New
York. Visit http:/ /tinyurl.com/nozgbs8.

@ WellCare Health Plans, Inc. on May 20 said its
Medicare Advantage (MA) members now will have
access to 370-plus Take Care Clinics in select Wal-
green Co. pharmacies in 19 states and Washing-
ton, D.C. Take Care Clinics, operated by Walgreens’
Take Care Health Systems unit, are in Arizona, Colo-
rado, Delaware, Florida, Georgia, Illinois, Indiana,
Kansas, Kentucky, Louisiana, Mississippi, Missouri,
Nevada, New Jersey, Ohio, Pennsylvania, Tennes-
see, Texas and Wisconsin and Washington, D.C. Visit
http:/ /tinyurl.com/pvdnf4h.

@ Wellmark Blue Cross and Blue Shield of lowa
said May 21 it’s collaborating with Mercy Medical
Center in Cedar Rapids and the University of lowa
Hospitals and Clinics in lowa City to create an ac-
countable care organization (ACO). The new ACO
will focus on coordinating patient care to improve
quality, provide greater value and slow increases in
health care costs, according to Wellmark. A spokes-
person for Wellmark told HPW that there will be no
more ACOs announced in 2013, but that they are
currently working with potential ACOs for a January
2014 start date. Visit www.wellmark.com.

© Humana Inc. said May 22 that it plans to open a
RightSource mail-order pharmacy call center and
support operation in Irving, Texas, in August. Hu-
mana Pharmacy Solutions” RightSource unit provides
mail-order delivery to members” homes. The insurer
said it expects to bring more than 620 new jobs to the
area over the next three years. Visit http:/ /tinyurl.
com/o6bnfdrk.

4 PEOPLE ON THE MOVE: CalOptima named Patti
McFarland chief financial officer (CFO). McFarland
previously was CFO at Central Coast Alliance for
Health....WellCare Health Plans, Inc.’s board of direc-
tors elected David Gallitano chairman.

Call Bailey Sterrett at 202-775-9008, ext. 3034 for rates on bulk subscriptions or site licenses, electronic
delivery to multiple readers, and customized feeds of selective news and data...daily, weekly or whenever you need it.
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