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Increase Flexibility for Reference Pricing
Reference pricing entails a health insurance provider setting a specific amount they will pay for a covered service. If a 
person decides to go to a provider that sets a price higher than the reference price, they are responsible for the difference. 
High-cost procedures that vary widely for reasons unrelated to quality, 
like joint replacements, provide opportunities for real savings. Many 
employer-sponsored plans are using or exploring reference pricing, 
but Department of Labor (DOL) guidance issued in 2014 and 2016 limits 
the ability of individual market coverage to use this promising tool to 
reduce costs.15

Significant savings are possible using reference pricing. A 2013 study 
found that the California Public Employees’ Retirement System saved 
$2.8 million dollars in 2011 due to their reference pricing program for 
knee and hip replacements.16

Reference Pricing in Practice, Impact on Savings and Behavior17

Procedure(s)
Reference Price 

(Percentile)
Savings

% of Consumers 
Switching from 
Higher to Lower  
Cost Providers

Reduction in Prices 
Chared Among  

High-Priced Providers

CalPERS Cataract Surgery 66th 17.9% 8.6% n.a.

CalPERS Colonoscopy 66th 21.0% 17.6% n.a.

CalPERS Hip and Knee Replacement 66th 20.2% 28.5% 34.3%

CalPERS Arthroscopy: Knee 66th 17.6% 14.3% n.a.

CalPERS Arthroscopy: Shoulder 66th 17.0% 9.9% n.a.

Safeway 492 CPT Codes, Lab Services 50th 20.8% 12.0% n.a.

Safeway Diagnostic Lab Testing 60th 31.9% 25.2% n.a.

Safeway Imaging: CT 60th 12.5% 9.0% n.a.

Safeway Imaging: MRI 60th 10.5% 16.6% n.a.

Notes: n.a. Not available—study did not explicitly estimate the reduction in prices charged

Recommendation	

FR
 

Withdraw “ACA FAQs Part XXI” published October 10, 2014 and “ACA FAQs Part XXXI, Q&A-7” 
published April 20, 2016. These FAQs can be interpreted to limit reference pricing in individual market 
plans. Withdrawing the FAQs will provide more flexibility to provide individual market consumers with 
premium savings similar to those seen in employer-based plans that have implemented reference pricing.
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Create Reinsurance Programs 
A reinsurance program provides payments to health insurance providers enrolling higher risk populations. The program 
can be funded in a myriad of ways. States have paid for reinsurance programs through: state general funds, utilizing 
savings within other health care programs, pass through savings, and assessments on carriers, hospitals and provider 
groups. Ultimately, a federally funded reinsurance program would be ideal to provide premium relief for Americans 
nationwide. 

Reinsurance programs have been implemented in Alaska, Minnesota, and Oregon under 1332 waivers. Applications for 
reinsurance programs have been approved for Maine, Maryland, New Jersey and Wisconsin. Reinsurance programs 
have proven to protect against premium increases and can be directed solely to the individual market. This year, within 
the states enforcing or creating reinsurance programs, premium increases have been up lower due to the reinsurance 
program.

State 1332 Reinsurance Program Premium Savings as Estimated in Waiver Applications Submitted to CMS  

State Reinsurance Year 1 Reinsurance Premium Impact26 

Alaska 2017 -35%

Minnesota 2018 -20%

Oregon 2018 -7%

Maine 2019 -9%

Maryland 2019 -30%

New Jersey 2019 -15%

Wisconsin 2019 -11%
26

Recommendations	

SL
 

Create/reinitiate state reinsurance programs that are not solely funded by carrier assessments. 
Reinsurance programs have received bipartisan support in many states. However, funding sources can be 
controversial. General state funds remain the best option but are scarce. If assessments are necessary, 
they must be shared by a variety of stakeholders that benefit from reinsurance.  

FR Continue expediting review and approval of state 1332 applications seeking to create a reinsurance 
program. In 2017 CMS issued guidance to simplify the application process for states seeking 1332 waivers 
to establish reinsurance programs and approved three new waivers that include reinsurance. By October 
of 2018, CMS had approved four additional waivers including reinsurance programs. 

FL
 

Create a permanent federal reinsurance program. Establishing a permanent federal reinsurance program 
will offset some of the costs that come with caring for individuals with complex health conditions who have 
significant health care needs. 

FED REGKEY: FED LEG STATE REG STATE LEG

Additional Resource:

Kaiser Family Foundation 
1332 Tracking, August 2018

https://www.commerce.alaska.gov/web/Portals/11/Pub/Headlines/Alaska 1332 State Innovation Waiver June 15 2017.pdf?ver=2017-06-26-091456-033
https://www.cms.gov/CCIIO/Programs-and-Initiatives/State-Innovation-Waivers/Downloads/Minnesota-Section-1332-Waiver.pdf
https://healthcare.oregon.gov/DocResources/1332-application.pdf
https://www.maine.gov/pfr/insurance/mgara/Complete Maine 1332 Waiver Application and Exhibits.pdf
https://www.marylandhbe.com/wp-content/uploads/2018/06/Final_Maryland 1332 State Innovation Waiver to Establish a State Reinsurance Program - May 31 2018.pdf
https://www.state.nj.us/dobi/division_insurance/section1332/180702finalwaiverapplication.pdf
https://oci.wi.gov/Documents/Regulation/WI 1332 Waiver Application and All Attachments.pdf
https://www.kff.org/health-reform/fact-sheet/tracking-section-1332-state-innovation-waivers/
https://www.kff.org/health-reform/fact-sheet/tracking-section-1332-state-innovation-waivers/
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Create State Premium Discount Programs
States can also implement discount programs for state residents who don’t qualify for federal premium subsidies. For 
the 2017 plan year, the state of Minnesota created and funded a premium discount program for Minnesotans who did not 
qualify for APTC. The program was funded by the state and provided a 25 percent premium discount for unsubsidized 
individual market enrollees.27

Recommendation	

SL
 

Create a state premium discount program for individuals and families earning more than 400 percent 
of FPL. For the 2017 plan year, the state of Minnesota created and funded a premium discount program 
for Minnesotans who did not qualify for APTC. The program was funded by the state and provided a 25 
percent premium discount for unsubsidized individual market enrollees. States should consider programs 
if the approach can be funded without imposing fees or assessments that increase the overall cost of 
coverage.

Repeal the Health Insurance Tax
Allowing the health insurance tax to resume in 2020 will result in higher premiums 
for consumers. If the tax is not suspended or repealed, individual market health 
insurance providers will have to factor in the cost of the health insurance tax for 
2020 and the tax will contribute $196 per person annually to the cost of coverage 
in the individual market. Because the tax is calculated as a percent of premium, the 
consumers paying the highest premiums already bear the biggest burden.

2019 Savings from HIT Suspension

Individual Coverage $230

Small Group, Individual $300

Large Group, Individual $280

Medicaid $160

Medicare Advantage $380

Part D $17
Source: “Estimated Impact of Suspending the Health Insurance Tax from 2017-
2020.” Oliver Wyman, December 2015.

Recommendation	

FL
 

Enact legislation to permanently repeal the Health Insurance Tax. Enactment of this legislation would 
help deliver more affordable coverage and care as well as lower premiums for millions of Americans—
whether they purchase their own coverage on the individual market, obtain coverage through their jobs, or 
enroll in Medicare Advantage or Medicaid managed care.
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2020 Premium Increases due to HIT

Individual Coverage $196

Small Group, Individual $154

Large Group, Individual $158

Medicaid $157

Medicare Advantage $241

Part D $16
Source: “Analysis of the Impacts of the ACA’s Tax on Health Insurance in Year 
2020 and Later.” Oliver Wyman, August 2018.

Additional Resource:

Legislation to Suspend the 
Health Insurance Tax Will 
Help Make Premiums More 
Affordable, August 2018

https://www.ahip.org/wp-content/uploads/2018/09/HIT_OnePager_-08-30-2018-v2.pdf
https://www.ahip.org/wp-content/uploads/2018/09/HIT_OnePager_-08-30-2018-v2.pdf
https://www.ahip.org/wp-content/uploads/2018/09/HIT_OnePager_-08-30-2018-v2.pdf
https://www.ahip.org/wp-content/uploads/2018/09/HIT_OnePager_-08-30-2018-v2.pdf
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LEVER 3: INCREASE ENROLLMENT/IMPROVE THE RISK POOL

The individual health insurance market must operate as a single risk pool under federal law. That means everyone who 
purchases health insurance in the individual market is grouped together and the cost of their collective health care drives 
the cost of premiums in each state. A well-balanced risk pool includes both people who do and do not need costly (or 
complex) health services.

The health of those in the risk pool has a major impact on premium costs. When there are a disproportionate number of 
unhealthy people covered in a risk pool, health care costs go up because there are fewer healthy people to offset those 
costs. A well-balanced risk pool keeps premium costs down for everyone and ensures people who need care can get it 
and people who may need it in the future are protected.  

Provide Savings to Consumers who Engage in Wellness Programs
Over the past four decades, wellness programs have become commonplace in many American companies, with most 
large employers offering some version of a workplace wellness program. For those enrolled, wellness programs help 
improve overall health and offer opportunities for premium discounts. Thus far, these programs have been limited to the 
group markets. Increasing the role of wellness programs in the individual market would increase the value of insurance for 
those who perceive themselves as healthy, attracting more healthy people into the risk pool. 

Section 2705 of the Patient Protection and Affordable Care Act (ACA) required the Secretary of Health and Human 
Services to establish a ten-state demonstration project where health insurance providers would be permitted and funded 
to develop wellness programs for individual market plans offered on the Marketplace. This was to be established by 
July 1, 2014, with an option to expand the demonstration to additional states in 2017. No appropriation was made under 
that section. When wellness programs are included in the individual market as part of the state demonstration project, 
exchanges in those states may offer health coverage that includes reward/penalty programs that vary people’s health 
insurance costs. The ACA includes a protection that requires these individual market wellness demonstration projects to 
not result in a decrease of coverage.

Recommendations	

FL
 

FR Implement the 10-state demonstration program for wellness. Congress should fund an appropriation to 
enable the program. Federal guidance could be issued to provide general implementation parameters.

FR
 

FL
 

SR
 

SL
 

Preserve flexibility for plans to promote safe, effective, high-value care. Allow individual market health 
insurance providers to use medical management tools and benefit designs that promote safe, effective, 
and affordable care. Examples of these tools include but aren’t limited to: formulary and provider network 
designs that tier prescription drugs or providers based on quality and value, and prior authorization that 
ensures evidence-based care.

Marketing and Outreach
A stable individual market requires broad participation of people who are healthy and sick, young and old. It also requires 
consumers to enroll for a full plan year and continually maintain 12 months of coverage, as opposed to enrolling only 
when they need care. Open enrollment provides an annual opportunity for new consumers to enroll in marketplace 
coverage and allows existing enrollees to reenroll in coverage or choose a different plan that best meets their needs. 

Unlike other health insurance markets that have more static populations such as employer-provided coverage or 
Medicare, the individual market is subject to frequent changes as consumers move in and out of coverage for various 
reasons, for example due to a permanent move or gaining or losing coverage from another source. Thus, marketing, 
outreach, and education are critical to ensure all consumers are aware of the open enrollment timelines.

FED REGKEY: FED LEG STATE REG STATE LEG
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Health insurance providers who participate on the federal exchange are required to pay a user fee of 3.5 percent of 
premiums. While CMS has not provided transparency into allocation of these funds, the user fee is intended to be used 
to support marketing and outreach activities, amongst other Federal exchange functions. For the 2018 plan year, CMS 
announced a reduction in the Federal exchange’s marketing and outreach budget (from $100 million in 2017, or $11 per 
enrollee, and $51 million in 2016, or $5 per enrollee).

Recommendations	

SR Support state-based exchange investments in robust advertising and marketing campaigns, so long as 
these approaches do not increase premiums. Investments in advertising and marketing should be made 
without increasing exchange user fees, which would lead to premium increases.

FR At the option of a state participating in the FFM, transfer a portion of the FFM user fee to the state 
to conduct outreach, education, and marketing. As CMS evaluates the user fee as the exchange 
evolves (e.g., with issuers taking on a wider breadth of activities through enhanced direct enrollment) 
CMS should identify user fees that can be allocated to support state marketing and outreach activities. 
States that opt to receive these funds may use them to carry out a defined list of marketing and outreach 
activities, such as support for navigators or other in-person assistance, collaborating with other outreach 
groups experienced in helping consumers enroll in coverage through the individual market, TV/radio/
print advertising, consumer education and enrollment events, or resources for non-English speaking 
consumers. States that elect to receive user fee funds would be required to provide a plan for how they 
anticipate using these funds to support open enrollment activities. A commitment by states to promote 
robust enrollment during the annual open enrollment period could place downward pressure on premiums, 
increase uptake, and encourage a more balanced risk pool. 

Conclusion
State and federal policymakers and regulators can, and should, act now 
to improve health care coverage affordability for hardworking Americans. 
Many of the recommendations above can be implemented through the 
states or federal regulation and could have impacts on premiums as 
soon as 2020. We look forward to working with policymakers and other 
stakeholders to make premiums more affordable.
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Additional resources on 
these recommendations 
and other AHIP approaches 
to improve health care for 
Americans can be found at 
www.ahip.org.

http://www.ahip.org
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