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Executive summary

The Patient Protection and Affordable Care Act (ACA) was signed into law by 
President Obama in March 2010. The act brings fundamental change to access 
to healthcare insurance in the US and will greatly expand private coverage and 
Medicaid starting in 2014. The reform builds on the current financing structure of 
the US healthcare system, which is based on multiple payers. Along with increasing 
the number of insured, implementation of the law has the potential to drive major 
changes in the healthcare system by encouraging a shift toward more-efficient 
delivery and payment models.

The ‘individual mandate’ provision, which requires every American to purchase 
health insurance or pay a fine, is the central pillar of the law. Other key provisions of 
the ACA include the employer mandate, creation of public insurance exchanges and 
of member-run non-profit health insurers funded by federal loans, expansion of 
Medicaid eligibility, provisions for consumer protection, new approaches to improve 
system performance, and premium stabilization programs to support insurer 
participation on the exchanges. This report discusses these key provisions and their 
current state of implementation. Despite political opposition, delays to some key 
provisions, technical challenges in running the exchanges online and lingering 
uncertainty about who will sign up for cover, implementation of the ACA remains 
largely on course. 

The ACA presents both opportunities and challenges for health insurers. The 
expansion of private insurance presents an attractive growth opportunity for carriers 
able to develop successful strategies to manage claims costs for an uncertain risk 
pool, especially in the initial years, and those which can become more retail focused. 
Such efforts will likely pay off in the long term, given the possibility of a gradual 
transition from employer-provided group coverage to individual coverage. The 
exchanges also offer a new channel for the distribution of group life and disability 
products.

There are also plenty of challenges. In the near-term, health insurers need to tackle 
potential adverse selection issues and deal with the new regulatory and accounting 
requirements. Moreover, carriers need to adapt to a new market environment 
where the lines between provider and payer are becoming more blurred and there 
is new competition. These market changes are driven by pressures to contain cost 
increases, which will likely intensify as the interests of consumers, providers and 
payers become more closely aligned. In order to succeed, health insurers need to 
develop successful partnerships and also more flexible business models.

Finally, the report looks at the impact of the ACA on medical cost growth. While 
the overall effect is uncertain, it’s likely that the fundamental changes the reform 
is expected to drive help curtail healthcare cost growth over the longer term. 
Catalysts for cost savings include more efficient delivery and payment models, 
and also consumer incentives for cost-conscious utilization of medical services. In 
addition, the expanding role of the government in healthcare financing broadens the 
base to pressure payers and providers to curb medical cost escalation. Healthcare 
spending growth will accelerate temporarily in 2014 as the number of insured rises 
and availability of subsidized insurance for the first time prompts some to catch up 
on elective procedures. However, unless it creates widespread provider shortages, 
this effect will be confined to an expanded use of medical services. It will not drive 
up prices.

The Patient Protection and Affordable 
Care Act makes profound changes to the 
delivery of and access to healthcare in 
the US.

Despite political opposition, delays and 
technical problems, implementation of 
the ACA is still largely on course.

The ACA creates growth opportunities 
and a new distribution channel for 
insurers.

Health insurers need to adapt to a 
changing market environment and 
develop more flexible business models.

In the long-term, the impact of the ACA is 
likely to help curtail healthcare spending 
growth.
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The healthcare system in the US

Rapidly rising healthcare spending has long been a concern in the US. National 
health expenditure was $2.8 trillion in 2012, or 17.2% of GDP. Over the period 
1960–2012, health expenditure per capita grew at a nominal average annual rate 
of 8.1% to $8,900 by 2012, consistently exceeding GDP per capita growth (annual 
average 5.6%), and almost double the 4.1% average rate of CPI inflation (see Figure 1).

Sources: Centers for Medicare and Medicaid Services, Bureau of Economic Analysis

National health expenditure growth has slowed dramatically in recent years to an 
average annual rate of 3.1% in 2007–12, a trend partly attributed to the economic 
downturn but also to structural changes in the healthcare system. Recent studies 
argue that the moderation in healthcare cost increases pre-date the recession 
and that economic factors explain only part of the recent slowdown in spending. 
Estimates of the impacts of the recession range from 37% to 77%.1 The rest of the 
slowdown is attributed to changes in the delivery of care, to increased cost-sharing 
in private health insurance leading to lower utilization of medical services, and to 
greater provider efficiency. These structural changes, should they continue, could 
potentially have a longer lasting impact on healthcare cost trends.

In March 2010, President Obama signed the Patient Protection and Affordable 
Care Act (ACA), also called ObamaCare, into law. The event has the potential to 
fundamentally change access to and delivery of healthcare in the US. The ‘individual 
mandate’ provision, which requires every American to purchase health insurance or 
pay a fine, is the central pillar of the law. The constitutionality of the individual 
mandate and other key provisions of the ACA were challenged in the Federal court 
by 26 state governments. However, in June 2012 the Supreme Court decided in 
favor of the Obama administration on most legally contended issues, including the 
‘individual mandate.’

1  See Charles Roehrig, Ani Turner, Paul Hughes-Cromwick and George Miller (2012), When the Cost Curve 
Bent — Pre-Recession Moderation in Health Care Spending, New England Journal of Medicine; David M. 
Cutler and Nikhil R. Sahni (2013), If Slow Rate Of Health Care Spending Growth Persists, Projections 
May Be Off By $770 Billion, Health Affairs May 2013.

US healthcare expenditure was 17.2% of 
GDP in 2012.

Figure 1: 
National health spending and GDP per 
capita, % change y-o-y
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Healthcare spending growth began 
to slow before the recent recession.

The ACA brings fundamental change to 
the delivery of and access to healthcare 
in the US.
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The ACA seeks to achieve several key goals:

 ̤ provide greater access to healthcare coverage and reduce the number of 
uninsured Americans, who together comprised 16% of the population in 2011;2

 ̤ bring down healthcare cost increases by encouraging a shift away from the fee-
for-service model that has prevailed and providing funding to test new delivery 
and payment models that could improve the efficiency and reduce costs in the 
system;

 ̤ add new consumer benefits and protections.

The reform builds on the current financing structure of the US healthcare system, 
which is based on multiple payers. Healthcare payments are split between federal 
and state governments, private businesses (health insurers, employers and providers) 
and households. In 2012, 47% of national health expenditure was financed by the 
federal, state and local governments, 41% by private business and 12% by 
households through out-of-pocket payments.

Most health insurance cover in the US is provided by employers, partly due to the tax 
deductibility of premiums for employer-sponsored plans. These plans offer medical 
and disability coverage to more than half of the population, though the proportion has 
been declining steadily, from close to 60% in 2006 to 55% in 2012 (see Figure 2).

Retirees receive core cover from the federal government through the Medicare 
program and may add coverage with a ‘Medicare supplement’ plan from a private 
carrier. Alternatively, they have the option to enroll in a Medicare Advantage 
managed care plan from a private insurer. In 2012, 15.7% of the population was 
covered by Medicare. Combined federal and state programs provide coverage for 
the poor through Medicaid, and for uninsured children through the Children’s Health 
Insurance Program (CHIP).

Prior to the ACA, individuals who did not have access to any of the above sources 
of health coverage could purchase medically underwritten health insurance from 
regional or national carriers. Options to buy insurance on the individual market were 
limited and offered at higher prices than group coverage. People with serious pre-
existing conditions were often deemed uninsurable and denied coverage.

Source: US Census Bureau

2  According to the Congressional Budget Office’s (CBO) February 2014 Estimate of the Effects of the 
Affordable Care Act on Health Insurance Coverage, the number of uninsured will fall by 25 million by 
2016.

Key goals of the reform include reduction 
in the number of uninsured and bringing 
down healthcare cost increases.

The reform builds on the current 
multiple-payer financing structure of the 
US healthcare system.

The bulk of health insurance in the US is 
provided by employers.

Government programs provide 
healthcare for the retired, the poor and 
uninsured children.

Prior to the ACA, individuals not covered 
by employer-provided health insurance 
or government programs had limited 
options to buy health insurance.

Figure 2: 
Sources of insurance coverage of the 
US population in 2006 and 2012, 
% of population covered
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The healthcare system in the US

Private health insurance
Private health insurance is provided on a group or individual basis through different 
channels. These include employer self-funded (or self-insured) health plans and 
plans underwritten by commercial insurers and managed care entities such as 
Blue Cross Blue Shield (BCBS)3 organizations. Commercial health insurers and 
BCBS organizations operate in a large and diverse market domain, which covers 
fully-funded employer-sponsored health plans, Medicare Supplement /Medicare 
Advantage and Medicaid plans and plans sold to consumers in the individual market.

Employer self-funded plans
Self-funded plans are a growing segment of the private health insurance market. 
Employers, particularly larger ones, have shifted to such plans in an effort to reduce 
healthcare costs. In a self-insured plan, employees contribute a share of the premium 
and pay a portion of their medical costs through deductibles, coinsurance and 
copayments, but the employer assumes the risk of paying the remaining costs of 
covered services. Unlike health insurers which are governed by state insurance 
regulations, these plans are regulated by the Employee Retirement Income Security 
Act (ERISA) of 1974, a federal law governing pensions and health plans.

There are some important advantages for employers to operate self-funded plans. 
These include premium savings, exemption from state-mandated coverage 
regulations and taxation, full access to medical claims data, and the ability to have 
uniform plans for employers with operations in different states. In self-funded plans 
employers also have more control over the plan design and are able to implement 
cost-effective prevention or treatment techniques through disease management 
programs for employees.

Employers with self-funded medical plans are typically not involved in the delivery 
of care but appoint a third-party administrator (TPA) to handle the plan set up, 
adjudicate and pay claims. Large TPAs offer the full spectrum of health plans,(ie, fee-
for-service, HMO, PPO, POS; see box on Types of health insurance plans on page 6) 
and additionally may arrange carve-out providers for pharmaceutical, dental, vision, 
mental health or other coverage. Most of the employers that self-fund, especially 
smaller ones, purchase stop-loss insurance to limit exposure risk beyond a certain 
amount for either catastrophic loss on individual claims or group exposure.

In 2012, 60% of all workers in an employer-sponsored health plan were covered by 
self-funded programs, up from 49% in 2000 (see Figure 3). The share is substantially 
higher for large employers (those with >5,000 workers) where 93% of all workers 
are currently in self-funded plans, up from 49% in 2000. In firms with 1,000 to 
4,999 workers, the proportion is also up, from 69% in 2000 to 78% in 2012. In 
contrast, this rising trend is not observed for mid- and small-sized firms where the 
proportion of workers in self-insured plans has held fairly steady. This is most likely 
because mid- and small-sized firms face greater financial risk if they self-insure. 
However, enactment of the ACA has increased mid- and small employer interest in 
self-insurance. 

3 Blue Cross Blue Shield plans were established to offer healthcare as non-profit entities initially, but in the 
mid-1990s, they were allowed to adopt other corporate structures. Since then many plans have opted 
either to convert to an independent mutual company or to for-profit status.

Private health insurance is provided 
through different channels.

Employer self-funded plans assume the 
risk of paying employees’ medical claims 
beyond deductibles and co-pays.

Self-funded plans have numerous 
advantages for employers.

Employers purchase stop-loss insurance 
to limit risk exposure in self-funded plans.

More than half of workers with employer-
provided health insurance are covered by 
self-funded plans.
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Source: Kaiser/HRET Survey of Employer-Sponsored Health Benefits, 1999–2013

Commercial health insurance 
Commercial health insurance is provided through fully-funded employer-sponsored 
plans, government-sponsored programs and individual coverage, and is underwritten 
by managed-care companies and L&H and P&C insurers. From 2002, total 
Accident & Health (A&H) direct premiums grew by 5.9% per year to USD 738 billion 
in 2012.4 Healthcare underwriting and administration is concentrated at managed-
care entities, which accounted for 74% of all A&H premiums written in 2012 (see 
Figure 4). The rest of the premiums were written by L&H (25%) and a small portion 
by P&C (1%) insurers.

Sources: A.M. Best, Swiss Re Economic Research and Consulting

Medical coverage for the working-age population is provided predominantly on a 
business-to-business model through employer-sponsored plans. That is why group 
business accounts for the bulk of A&H premiums (88% in 2012). However, the 
growth of individual premiums has outpaced that of group premiums, with individual 
premiums nearly doubling over the past 10 years (see Figure 5), a trend that will 
likely intensify with the implementation of the ACA.

4 Total A&H direct premiums include premiums for medical indemnity insurance as well as other types of 
health-related coverage such as disability, long-term care, critical illness, travel and creditors insurance.

Figure 3: 
Percentage of workers in partially or 
fully self-funded plans, by firm size
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Commercial health insurance is 
underwritten by managed care entities, 
L&H and P&C insurers.

Figure 4: 
A&H direct premiums written, split by 
L&H and P&C insurers and managed 
care companies, 2012

Managed care organizations USD  549bn 74%
P&C insurers USD  8bn 1%
L&H insurers USD  180bn 25%

The bulk of A&H premiums are written on 
a business-to-business basis.
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The healthcare system in the US

Sources: A.M. Best, Swiss Re Economic Research and Consulting

This report continues with an overview of the key provisions of the ACA and their 
current state of implementation. The study then looks at the implications of the ACA 
for health insurers and also on healthcare spending growth in the future.

Types of health insurance plans
The main types of medical coverage in the US are fee-for-service (or conventional 
medical indemnity), managed care, and high-deductible consumer-directed health 
plans paired with savings options. Since employers are the principal source of health 
insurance, employee access to health plans is restricted to the choices offered by 
their employer. Most companies (87%) that offer health benefits offer only one type 
of plan.5

Fee-for-service (FFS) or conventional medical indemnity plans pay healthcare 
providers a fee for service. Insurers do not influence the choice of provider or 
treatment and do not bargain strongly on the price. This model prevailed until the 
late 1980s but since then health delivery has shifted to different forms of managed 
care. While the fee-for-service model offers high flexibility, it encourages over-
utilization of medical services and is associated with significantly higher costs. The 
number of employers that offer this type of coverage has declined steadily. In 2013, 
less than 1% of employees were covered by FFS plans compared to 73% in 1988 
(see Figure 6).

Managed care plans integrate provider and insurer functions. The insurer negotiates 
prices with healthcare providers in the network and, depending on the type of plan, 
has varying degree of control over utilization of services. There are three main types 
of managed-care plans:

 ̤ Health Maintenance Organization (HMO): Enrollees in these plans are typically 
restricted to see only physicians in the network. In recent years, due to pressure 
from consumers for less management of healthcare, HMOs have started to offer 
more ‘open ended’ networks. HMOs’ penetration declined to 14% by 2013 from 
29% in 2000, as consumers have moved to less restricted plans.

 ̤ Preferred Provider Organization (PPO): PPOs are governed by less restrictive laws 
than HMOs. Enrollees have more freedom to go out-of-network, but at a higher 
cost. The share of PPOs expanded through the early 2000s to 61% in 2005, but 
has since declined to 57% of all employees receiving this type of coverage (2013).

5 Large companies with more than 200 workers are more likely to offer more than one plan type than small 
companies. See Employer Health Benefits, 2013 Annual Survey, The Kaiser Family Foundation and 
Health Research and Educational Trust.

Figure 5: 
A&H direct premiums written, split 
by group and individual business
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This report discusses key provisions in 
the ACA and their impact on the health 
insurance market.
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 ̤ Point of service (POS): Consumers choose a primary care physician who controls 
referrals. The share of POS plans is relatively modest, standing at 9% in 2013.

Consumer-directed health plans (CDHP) were introduced with the intent to help 
shift medical cost management from the health plan to members by making them 
financially accountable for the cost of care. CDHPs are high-deductible plans 
generally paired with tax-advantaged health-savings or health-reimbursement 
accounts (HSA or HRA) to pay for medical expenses under the deductible. HSA were 
introduced in January 2004 after the Medicare Prescription Drug, Improvement and 
Modernization Act of 2003 was signed. The share of covered workers enrolled in 
high-deductible health plans has risen rapidly, from 4% in 2006 to 20% in 2013, 
as an increasing number of employers have chosen to offer a high deductible health 
plan as the only option for employees.

Source: Kaiser/HRET Survey of Employer-Sponsored Benefits, 2000–13

Figure 6: 
Distribution of health plan enrollment for 
covered workers, by plan type, 2000-13
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Key provisions of the Patient Protection and 
Affordable Care Act

This section discusses the key provisions of the ACA and the timetable and current 
state of implementation.

Individual health insurance mandate
The individual mandate under the ACA takes effect in 2014. It requires individuals to 
get health insurance either through their employer or by purchasing their own cover. 
Failure to do so will result in a tax penalty. The ACA also makes federal subsidies 
available to people with incomes not exceeding four times the federal poverty level 
to help those persons buy health insurance on exchanges. The individual mandate is 
one of the most controversial provisions in the ACA, and is also crucial for its success. 
For example, the Massachusetts experience confirms that universal coverage leads 
to a broader risk pool by including uninsured young and healthy people. This creates 
a more balanced system, making guaranteed coverage to everyone, regardless of 
health status, financially viable.

The majority of the currently uninsured have low incomes and will be able to get 
coverage at no cost either by enrolling in Medicaid after its expansion as part of the 
ACA (but only in states which choose to expand the program), or by buying coverage 
on exchanges with government assistance. Those with higher incomes will also be 
able to buy coverage on exchanges but without any subsidy. Some people in this 
group, especially the young and healthy, may decide to opt out of purchasing 
insurance and pay the penalty instead. The amount of penalty will vary by year. In 
2014, an individual without health insurance will have to pay the higher of a flat $95 
fee or 1% of their income up to a maximum of $285.6

Employer health insurance mandate
The employer mandate requires that companies with 50 or more employees offer 
health insurance to their full-time workers or pay a penalty.7 Small businesses with 
less than 50 employees are exempt. However, to encourage small businesses to 
offer health insurance, the ACA provides tax credit for companies with up to 25 
workers that do so (the tax credit has been in effect since 2010). In July 2013, the 
Obama administration made a decision to postpone the implementation of the 
employer mandate until 2015. In February 2014, the administration further delayed 
the implementation of the mandate for businesses with 50 to 99 workers until 2016. 
It also allowed large employers (100+ workers) to phase-in coverage. To avoid fines, 
these employers will need to offer health insurance to 70% of workers in 2015 and 
95% of workers in 2016.  The postponement allows the government to simplify the 
reporting requirements for employers, which many companies currently see as 
unnecessarily burdensome. The delay also gives employers more time to decide how 
they want to adjust their health benefit policies to the new regulatory environment.

Public insurance exchanges
To provide universal access to health insurance coverage, a new marketplace of 
public health exchanges has been created where individuals and small employers 
will be able to purchase health insurance online. Access to the exchanges for large 
employers (100+ workers) has been pushed out to 2017, when individual states 
will decide whether to allow large firms to purchase group coverage on the state 
exchange. Open enrollment on the exchanges began on 1 October 2013, with 
health plan coverage becoming effective on 1 January 2014.

Under the ACA, each state has had to create a health insurance exchange which can 
operate based on one of three options: (1) a state-based exchange where the state 
decides on its structure, and is also responsible for the governance of and contracts 
with health plans; (2) a federally-facilitated exchange run by the Department of 
Health and Human Services (HHS); and (3) a state-federal partnership exchange 
where the state plays a role in the development and operations of the federally 
facilitated exchange, along with HHS. Seventeen states have declared state-based 

6 By 2016, the penalty will increase to $695 flat fee or 2.5% of income up to a maximum of $2,085, 
whichever is higher.

7 Companies that do not provide health insurance will have to pay a fine of $2,000 for every full-time 
employee.

The ACA requires individuals to buy 
health insurance or pay a penalty.

The majority of the currently uninsured 
will be able to enroll in Medicaid or buy 
subsidized insurance on exchanges.

Starting in 2015, employers with 100 or 
more full-time  workers will have to offer 
health benefits to employees or pay a 
fine.

Public exchanges for individuals began 
operation on 1 October 2013.

Public exchanges are either state-based, 
a state-federal partnership or a federally 
facilitated exchange.
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exchanges, seven are operating a partnership exchange, and 27 have defaulted to a 
federally facilitated exchange (see Table 1). On the public exchanges, national health 
insurance carriers such as Aetna, UnitedHealth and Cigna compete with local and 
regional health plans and member-run Consumer Operated and Oriented Plans.

State-based exchanges (17) State-Federal partnership exchanges (7)

California, Colorado, Connecticut, District 
of Columbia, Hawaii, Idaho, Kentucky, 
Maryland, Massachusetts, Minnesota, 
Nevada, New Mexico, New York, Oregon, 
Rhode Island, Vermont, Washington

Arkansas, Delaware, Illinois, Iowa, Michigan, 
New Hampshire, West Virginia

Despite a bumpy start, health plans have been selected, rates approved and open 
enrollment on the state exchanges commenced on October 1. The opening of the 
federally-run exchange market place which handles the enrollment for 34 states that 
declined to set up their own exchanges was plagued by technical glitches initially, 
but these have been resolved and enrollment numbers are picking up. According to 
enrollment figures released by HHS, as of February 1, 2014 nearly 3.3 million people 
had enrolled in private health plans on the federal and state-based exchanges.8 The 
Congressional Budget Office projects that a total of 6 million consumers will enroll 
for private health insurance coverage on the exchanges in 2014.9 

Each state exchange has at least two participating insurers, each offering several 
plans at various tiers of coverage (ie, catastrophic, bronze, silver, gold or platinum) 
(see Table 2). A variety of plan types (ie, HMO, PPO, POS etc) have been offered at 
the various tiers, with benefits extended to cover services that so far have typically 
been excluded in the individual market, such as maternity and mental health. Plan 
premium rates vary widely across states due to differences in market competition, 
the underlying cost of healthcare and how effective state rate reviews have been at 
lowering premiums. 

State Statewide Rating Area of Largest City

Numbers of 
Insurers

Numbers of 
Insurers

Numbers of Silver 
Plans

Numbers of Gold 
Plans

CA 12 6 8 9
CO 10 10 53 43
CT 3 3 4 8
DC 4 4 10 11
IN 4 2* 8* 15*
MD 6 6 n/a n/a
ME 2 2 11 7
MT 3 3 8 6
NE 4 4 14 22
NM 5 5 8 7
NY 16 11 n/a n/a
OH 12 10 30 27
OR 11 10 32 27
RI 2 2 4 3
SD 3 3 24 6
VA 9 7 15* 20*
VT 2 2 6 6
WA 4* 4* 11* 11*

Source: Kaiser Family Foundation, An Early Look at Premiums and Insurer Participation in Health Insurance 
Marketplaces, 2014, September 2013

*Plan information not available for certain insurers

8 http://aspe.hhs.gov/health/reports/2014/MarketPlaceEnrollment/Feb2014/ib_2014feb_enrollment.pdf
9 See Insurance Coverage Provisions of the Affordable Care Act - CBO’s February 2014 Baseline.

Table 1: 
Exchanges approved by the Centers for 
Medicare and Medicaid Services, as of 
end-May 2013

Enrollment on the federal and state 
exchanges is picking up. 

The degree of competition on the state 
exchanges varies, with at least two 
insurers participating in each exchange. 

Table 2: 
Number of insurers offering health 
coverage for 2014 on the exchanges, 
by state 
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Key provisions of the Patient Protection and Affordable Care Act

Small businesses can buy health insurance for their employees through new business 
healthcare exchanges, called Small Business Health Options (SHOP). All employers 
with up to 50 workers can access the SHOP exchanges in 2014.10 The original 
intention was to have multiple insurance options available to employees, but 
implementation delays have caused business owners in most states to offer only 
one insurance plan for the time being.11 Multiple options should be available to 
employees starting in 2015. Insurance premiums for coverage bought at SHOP 
exchanges are tax free for both the employer and the employee.12 Technical 
problems have delayed the launch of the online federal SHOP exchange until 
November 2014. Employers who want to buy plans for their workers in states with 
federally run exchanges now will need to go through an agent, broker or insurance 
company to buy coverage.

Consumer Operated and Oriented Plans (CO-OPs)
The ACA includes a provision that facilitates the development of non-profit, member-
run health insurance companies known as Consumer Operated and Oriented Plans 
(CO-OPs). The main rationale for this provision was to address the lack of affordable 
health insurance options to individuals and small businesses in many state and 
regional markets, and to allay fears of increasing market concentration in the health 
insurance industry. The CO-OPs are intended to have strong consumer focus and to 
develop innovative delivery and payment methods. The CO-OP model is not new. 
A few successful health cooperatives comprising fully-integrated systems with their 
own physicians and facilities have been in existence for a while already.13

CO-OPs are funded with federal loans or sponsored by a variety of sources, including 
coalitions of business and community leaders, physician organizations, hospital 
systems, unions and community organizations. The ACA originally appropriated $6 
billion for this program and aimed to establish at least one CO-OP in each state, but 
funding was subsequently reduced to $2 billion.14 Funding for additional CO-OPs 
ceased in early 2013 and for now, no new ones will be created with the help of low 
interest federal loans beyond the 24 that have been established (see Table 3).15 
Of the 24 CO-OPs, 2216 will operate on health exchanges in 2014.

10 Expansion to 100 workers will become mandatory in 2016. Beginning in 2017, states may permit even 
larger employers to purchase their coverage through the SHOP exchanges.

11 In May 2013, HHS published regulations delaying the employee choice provision in federally-run SHOP 
exchanges until 2015. The provision requires that employees have a choice of multiple health plans, 
usually within limits established by their employers. The delay allows federally-run SHOP exchanges to 
permit employers to select a single qualified health plan for their employees in 2014.

12 In contrast, if an employee buys health insurance directly on the exchange and not through his/her 
employer, the health insurance premium is deductible only above 10% of adjusted gross income.

13 Examples include HealthPartners in Minnesota formed in 1992 and Group Health Cooperative in 
Washington State.

14 Appropriated amounts were reduced from $6 billion to $3.4 billion by the Department of Defense and 
Full-Year Continuing Appropriations Act, P.L. 112-10, § 1857, and the Consolidated Appropriations Act, 
2012, P.L. 112-74, §524. The American Tax Payer Relief Act of 2012, P.L. 112-240, § 644, rescinded 90 
percent of unobligated funds from the CO-OP program totaling $2.3 billion.

15 As of 2 January 2013, the Centers for Medicare & Medicaid Services (CMS) had awarded loans in total 
of $1.98 billion to the 24 CO-OPs. Source: http://www.cms.gov/CCIIO/Resources/Grants/new-loan-
program.html

16 The CO-OP in Ohio will offer products on the exchange in 2015 due to the missed deadline for 2014; the 
CO-OP in Vermont was dissolved after its loan agreement was terminated by the CMS.

Public exchanges for small businesses 
offer limited options for the time being.

CO-OPs are intended to have strong 
consumer focus and develop innovative 
delivery and payment methods.

A total of 24 CO-OPs have been created 
with federal funding support.

http://www.cms.gov/CCIIO/Resources/Grants/new-loan-program.html
http://www.cms.gov/CCIIO/Resources/Grants/new-loan-program.html
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Loan Recipient Name Service Area Award Amount  
USD million

Compass Cooperative Health Network Arizona 93.3

Colorado Health Insurance Cooperative, Inc. Colorado 69.4

HealthyCT Connecticut 75.8

Land of Lincoln Health (incorporated as 
Metropolitan Chicago Healthcare Council 
CO-OP)

Illinois 160.2

CoOpportunity Health Iowa and Nebraska 112.6

Kentucky Health Care Cooperative Kentucky 58.8

Louisiana Health Cooperative, Inc. Louisiana 65.0

Maine Community Health Options Maine 62.1

Evergreen Health Cooperative, Inc. Maryland 65.5

Minutemen Health, Inc. Massachusetts 88.5

Consumer’s Mutual Insurance of Michigan 
CO-OP

Michigan 71.5

Montana Health Cooperative Montana 58.1

Nevada Health CO-OP Nevada 65.9

Freelancers CO-OP of New Jersey New Jersey 107.2

New Mexico Health Connections New Mexico 70.4

Freelancers Health Service Corporation New York 174.4

Coordinated Health Plans of Ohio, Inc. Ohio 129.2

Freelancers CO-OP of Oregon Oregon 59.5

Oregon’s Health CO-OP Oregon 56.7

Consumers’ Choice Health Insurance 
Company

South Carolina 87.6

Community Health Alliance Mutual Insurance 
Company

Tennessee 73.3

Arches Community Health Care Utah 85.4

The Vermont Health CO-OP Vermont 33.8

Common Ground Healthcare Cooperative Wisconsin 56.4

Total 1 980.7

Source: Department of Health and Human Services

In their applications for federal loans, CO-OPs have cited primary care, electronic 
health data and outsourcing as the main mechanisms to achieve integrated care, 
improve quality and reduce costs. Each CO-OP is developing its own approach 
but the common features stress care coordination, disease management, patient 
behavior modifications and financial incentives for providers to improve outcomes 
(see Figure 7).17

17 For example, CO-OPs in Tennessee and South Carolina will pay doctors more when their patients are 
healthy. Maryland’s Evergreen Health Cooperative will offer consumers the option of getting their care 
though a medical-home model where providers work in teams with social workers, health coaches, 
social workers and care coordinators. See http://www.kaiserhealthnews.org/Stories/2013/June/02/
co-ops-health-care.aspx

Table 3: 
List of CO-OPs funded with federal loans

Each CO-OP is developing its own 
approach to integrated care and reduced 
costs.

ttp://www.kaiserhealthnews.org/Stories/2013/June/02/co-ops-health-care.aspx
ttp://www.kaiserhealthnews.org/Stories/2013/June/02/co-ops-health-care.aspx


12 Swiss Re Economic Research & Consulting 

Key provisions of the Patient Protection and Affordable Care Act

Care Coordination Disease Management

 ̤ Contractually requiring physicians to 
communicate with one other

 ̤ “Telehealth” and video systems that enable 
rural physicians to interface with providers 
at urban medical centers

 ̤ Management of care transitions across 
health care settings (i.e., hospital, home, 
physician’s office)

 ̤ Provider data sharing from claims, clinical 
notes, and peer to develop best practices in 
care coordination

 ̤ Management programs for chronic 
conditions and matemal health

 ̤ Intensive primary care management for 
patients with multiple complex 
conditions

 ̤ Exclusive provider or medical home 
models that require patients to adhere to 
a treatment plan

Patient Behavior Modification Financial Incentives for Providers

 ̤ Health coaching (e.g., teaching healthy 
lifestyle habits)

 ̤ Wellness programs
 ̤ Tracking emergency room use
 ̤ IT systems that track patient behavior

 ̤ Bonus payments or shared savings for 
improving outcomes

 ̤ Provider incentives based on achieving 
measurable outcomes

 ̤ Bundled payments 

Source: Office of Inspector General’s analysis of CO-OP applications, 2012

Expansion of Medicaid eligibility 
The ACA expanded Medicaid eligibility beginning in 2014 to nearly all people under 
the age of 65 who have incomes up to 138% of the federal poverty level.18 To help 
states fund the expansion, the federal government will cover most of the Medicaid 
expansion costs (at 100% in 2014–16, gradually decreasing to 90% in 2020 and 
onwards19). The Supreme Court ruling allowed states to opt out of the law’s Medicaid 
expansion without losing access to existing federal program funds (as was initially 
stipulated by the ACA). As such, each state’s decision to participate has been left to 
the state’s governor and lawmakers. By 24 January 2014, 26 states and the District 
of Columbia had decided to expand Medicaid, three were considering expansion, 
and the remaining 21 had either decided not to participate or are leaning toward not 
participating.20 According to Congressional Budget Office (CBO) estimates, the 
expansion of Medicaid will increase the number of people with insurance coverage 
by 8 million in 2014.21 Over time more states will likely decide to participate if the 
healthcare reform succeeds.22

Consumer protection
The ACA includes a range of provisions for consumer protection:

 ̤ No pre-existing condition rejection: insurers will no longer be able to reject 
people because of a pre-existing health condition, and nor will they be able 
charge them higher premiums.

 ̤ Community rating: health insurance rates are allowed to vary only based on age, 
geographic location, family size and smoking status. No variations are allowed 

18 The ACA expanded coverage to 133% federal poverty level (FPL) and also provides for an income 
disregard of 5% FPL, effectively extending eligibility to 138% FPL. For an individual, the FPL was $15,415 
in 2012.

19 Only costs for ‘new eligibles’ will be covered by the federal government at the 100%/90% level; costs for 
new enrollees who were eligible for Medicaid under the old rules will be funded by the federal 
government under the old formula (57% on average).

20 See The Advisory Board Company, http://www.advisory.com/daily-briefing/resources/primers/
medicaidmap.

21 See CBO’s February 2014 Estimate of the Effects of the Affordable Care Act on Health Insurance 
Coverage.

22 By way of example, when the Medicaid program was signed into law in 1965 only six states agreed to 
participate; by 1982 all states had joined.

Figure 7:  
Features of integrated care described in 
CO-OP applications

The ACA expanded Medicaid eligibility, 
but it is up to the states whether or not 
to participate in the expansion.

The ACA includes numerous provisions 
for consumer protection.
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based on differences in health status or gender. The maximum ratio of rates 
for older people compared to those for younger people will be 3:1, significantly 
compressed compared to the 5:1 or 6:1 ratio that is typical in states with no 
restricted age rating. These rating rules will apply to products offered in the state 
insurance exchanges and to fully insured products purchased outside of the 
exchanges by employers with up to 100 employees.

 ̤ Essential health benefits mandate: From January 2014, all new insurance plans 
will be required to cover a set of essential benefits defined by a benchmark plan in 
each state.23 Separate rules set the maximum member cost sharing for the various 
plan levels, ie platinum, gold, silver or bronze, but each plan must cover at least 
60% of the medical costs of participants on average. Also, participating health 
plans with a closed network of providers have to demonstrate that they have 
enough physicians and hospitals to provide adequate services for their members. 
 
On 14 November 2013, in response to mounting criticism that the president’s 
commitment to allow everyone to “keep their existing policies if they like them” 
contradicted the law’s mandate, the Obama administration announced that it 
would use its “enforcement discretion” to delay enforcement of the ACA’s market 
reforms in 2014 for plans currently in effect. President Obama and state insurance 
regulators have agreed that it will be up to the states to decide whether or not to 
let consumers keep for a year those policies that have been canceled because 
they do not comply with the essential benefits regulations under the healthcare 
law. State insurance regulators have voiced their concerns about this last minute 
change and the uncertainty it has introduced, and also about the consequences 
for the risk pool and pricing on the exchange from applying different rules to 
different policies.

 ̤ Medical loss ratio (MLR) thresholds: the minimum MLR was established in an 
effort to control the portion of premiums that go toward non-medical expenses 
such as administration, marketing, overhead and profits. In the large group market 
(employers with more than 50 workers), the MLR threshold is set at 85%, and for 
the individual and small group markets it is 80%. If the MLR is lower, insurers must 
reimburse participants with rebates to make up the difference.

 ̤ No annual or lifetime cap on benefits: the ACA eliminated lifetime limits on 
benefits for all plans as of September 2010. Annual limits have been raised, with 
a full ban beginning in January 2014.

 ̤ Young adults are allowed to remain on parent’s health insurance plan up to age 
26: exclusions include children who are able to obtain health insurance through 
their employer and those with a parent already enrolled in Medicare.

 ̤ Right to appeal: consumers have the right to appeal decisions made by health 
plans created after 23 March 2010 to deny claims payment to an outside 
independent decision-maker.

 ̤ State-based rate reviews for “unreasonable” insurance premium increases: 
large proposed increases (>=10%) will be evaluated by experts to make sure they 
are based on reasonable cost assumptions and solid evidence. To help states 
establish offices for rate reviews, the ACA will provide $250 million in rate review 
grants.

New approaches to improve system performance
The ACA includes provisions intended to test new approaches to service delivery 
and payments that could lead to improved efficiency and help contain healthcare 
spending growth. In January 2013, the ACA began funding a new pilot program 
within Medicare that tests a bundled-payments system for inpatient hospital and 

23  Since benchmark plans are defined at the state level, the essential health benefits may not be uniform 
from one state to another.

Pilot programs will test new approaches 
to healthcare delivery and payments.
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Key provisions of the Patient Protection and Affordable Care Act

post-discharge services. The program is intended to improve treatment outcomes 
by synchronizing care and preventing costly hospital readmissions. It will run for 
three years and, if successful in reducing the cost of care, may be expanded. Another 
pilot program tests a pay-for-performance payment system for hospitals based on 
readmission rates, to see if increased accountability leads to improved performance.

Another pilot program encourages the setting up of Accountable Care Organizations 
(ACOs), designed to bring hospitals, doctors and other care-givers into one umbrella 
entity that delivers cost-effective care.24 The number of ACOs is increasing, with 
efforts in many cases led by doctor groups, hospitals and private insurers.

The ACA also provides funding for ‘comparative effectiveness research’ that looks 
at how the healthcare system can be improved and which best practices can be 
leveraged to reduce the cost of care. Other pilot programs and initiatives aim to 
improve prevention and personal wellness. They encourage employers and private 
insurance plans to set up personal wellness reward programs and to increase 
funding for preventive services in Medicaid and Medicare.

In addition, an Independent Payment Advisory Board (IPAB) has been established to 
monitor Medicare cost increases and propose cost containment measures. The IPAB 
will make cost-cutting recommendations for Medicare whenever spending per 
enrollee rises faster that CPI. The decisions will be binding unless blocked by 
Congress.

Premium stabilization programs, or the 3Rs
The premium stabilization programs (the so-called 3Rs) – reinsurance, risk corridors, 
and risk adjustment rules – were included to reduce the risk of anti-selection and to 
encourage health insurers to participate in the state exchanges by making payments 
to plans that end up with a worse-than-average risk pool.

 ̤ Reinsurance programs have had to be established by states. If a state has elected 
to not establish a program, HHS is to perform all reinsurance functions for that 
state. The reinsurance program is important for insurers participating in the 
exchanges since there is no relevant experience for them to know who will sign up 
for cover. The programs will pay high claims costs for enrollees on individual 
exchanges for a three-year period (2014–16) and will be funded with premiums 
paid by insurers and employers with fully-insured and self-funded health plans.25

 ̤ Risk adjustments transfer funds from plans with lower-risk populations to those 
with higher-risk pools such as more people with chronic conditions. States that 
operate state-based exchanges are eligible to establish and operate a risk-
adjustment program. For the remaining states, HHS will operate such a program. 
Risk adjustment is a permanent provision.

 ̤ Risk corridors limit health plans’ losses and gains to protect against inaccurate 
rate-setting. The provision applies to health plans in the individual and small group 
market. It is operated by HHS and will be in place for a transitional period of three 
years (2014–16) to allow insurers to accumulate experience, test rates and make 
necessary adjustments.26

24 The three–year program began in January 2012. According to Leavitt Partners, there were 488 ACOs 
through the end of July 2013, more than double the number from June 2012. About half of these are 
Medicare ACOs. See Growth and Dispersion of Accountable Care Organizations: August 2013 Update, 
Leavitt Partners.

25 The federal reinsurance program will cover 80% of individual annual claims between $60k and 250k for 
a three-year period ending 2016.

26 50% of losses between 103% and 108% of the target, and 80% of losses above 108% of the target loss 
ratio are absorbed by the government.

Accountable Care Organizations are 
targeting delivery of cost-effective care.

Comparative effectiveness research will 
look at potential improvements in the 
healthcare system.

An Independent Payment Advisory Board 
will propose cost containment measures 
for Medicare.

Reinsurance, risk corridors and risk 
adjustment rules are intended to mitigate 
adverse selection risks and the chances 
of having a worse-than-average risk pool.
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Implications for health insurers

Growth opportunities
The individual and employer mandates of the ACA and the expansion of Medicaid 
coverage will increase the number of people with health insurance coverage. 
According to CBO estimates, the number of individuals who will purchase health 
insurance through the exchanges is projected to be 6 million in 2014 and 25 million 
by 2018.27 The newly insured will include people who are currently uninsured or have 
an individual plan that will be terminated because it does not meet minimum benefits 
criteria, people who drop out of employer-based coverage, early retirees not yet 
eligible for Medicare who have access-only health plans without employer subsidies, 
and people on low incomes who will fluctuate between Medicaid and plans offered 
on the exchanges depending on their income.

To take advantage of the growth opportunities presented by the expansion of 
individual coverage through the new exchange market place, health insurers need to 
shift their approach from the current predominantly business-to-business distribution 
model toward a retail focus. Many health insurers are still evaluating the trade-offs 
and some have decided to remain on the sidelines, at least through 2014. This is 
because of concerns that it will be hard to contain costs when an expected significant 
number of previously uninsured people in poor health sign up for coverage on the 
exchanges. The key challenge for carriers is to develop strategies that allow them 
to control claims costs while also offer competitive products. One approach being 
tested is to offer plans that provide access to a limited high-performance network 
of providers at lower premiums. Health insurers that manage to develop successful 
strategies and establish a strong presence on the exchanges will likely benefit in the 
long term given the likely gradual broad-based transition from employer-provided 
group coverage to individual coverage.

Alongside the public exchanges established by the ACA, private exchanges are 
being set up by consortiums of health insurers, insurance brokers and employee 
benefit consulting companies. Private exchanges offer employers the option to 
transition from a defined-benefit to a defined contribution (DC) approach to providing 
health benefits to employees, much like the transition of pension benefits. On the 
private exchanges, the exchange sponsor negotiates deals with health insurers and 
offers choices to employers, who then select what options to make available to their 
employees. Private exchanges have been launched by Aon Hewitt, Bloom Health, 
Buck Consultants, Liazon Corp and Mercer. Some of these have targeted very large 
employers (500+ workers) which tend to self-insure.28 Several large employers have 
announced recently that they are moving their active employees or retirees to private 
exchanges.29

Many of the rules or subsidies available to lower-income Americans through the 
public exchanges do not apply on the private exchanges for active workers. Private 
exchanges are still in their infancy and their offerings are developing. Health insurers 
have priced the plans based on demographics, plan design and loss experience 
for each employer group, without applying economies of scale for underwriting 
purposes by aggregating over employer groups. Altogether the cost of insurance 
for a fully-funded employer health plan on the private exchange tends to be higher 
than that of a self-insured plan.30 This has discouraged some companies to transfer 
health plans to private exchanges, though many are looking into the opportunity 
to transition to a DC approach to health benefits. In the long run, provided that 
exchanges function smoothly and economies of scale do help reduce the cost

27 See CBO’s February 2014 Estimate of the Effects of the Affordable Care Act on Health Insurance 
Coverage, http://www.cbo.gov/sites/default/files/cbofiles/attachments/43900-2014-02-ACAtables.
pdf

28 Inside Health Insurance Exchanges, Vol. 3, Number 14, Aug. 15, 2013.
29 For example, Walgreens, Sears and Darden Restaurants have announced they are moving employees to 

exchanges; IBM and Time Warner have announced they are moving retirees to private exchanges.
30 For more detail, see Towers Watson Perspectives, Executive Guide to Health Benefit Exchanges, 2013.
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http://www.cbo.gov/sites/default/files/cbofiles/attachments/43900-2014-02-ACAtables.pdf
http://www.cbo.gov/sites/default/files/cbofiles/attachments/43900-2014-02-ACAtables.pdf
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of insurance, there will likely be a gradual shift away from the current employer-
focused model of health insurance cover to an individual-focused market facilitated 
by exchanges. This will likely be accompanied by more cost-shifting from employers 
to individuals.

The exchanges also offer a new channel to distribute group life and disability 
products. Both on the SHOP and private exchanges, ancillary insurance products 
can be sold along with health plans. Many group life and disability writers are still 
developing their exchange strategies and evaluating the potential group opportunity 
alongside the uncertainties related to expanding into a more diverse market.31

Structural changes in the healthcare delivery and payment systems
As a result of the expansion of Medicaid and the subsidies for purchasing individual 
coverage through exchanges, the government will fund a greater share of national 
health expenditures. The latest CBO projections show that federal spending on 
public health programs (Medicare, Medicaid and CHIP) and exchange subsidies 
will amount to 8% of GDP in 2038, up from an estimated 4.6% in 2013.32 Growing 
state involvement in healthcare financing and the need to put federal spending on a 
sustainable long-term path provide powerful incentives for the government to curb 
medical cost escalation.

One of the goals of the ACA is to introduce and test new healthcare delivery and 
payment systems. Through the promotion of Accountable Care Organizations (ACO), 
the ACA encourages a move away from the fee-for-service payment system, where 
hospitals and physicians are paid primarily based on the amount and type of care 
they provide, toward new delivery and reimbursement systems which favor quality 
over quantity and encourage providers to deliver more cost-effective care through 
financial incentives (see Figure 8). In addition, commercial insurers are placing more 
emphasis on cost-effective delivery by introducing incentives for hospitals to achieve 
quality and cost targets. Finally, consumers have also become more cost-conscious 
since the recession as the trend of cost-shifting from employers through higher 
premiums, deductibles, co-pays and more restricted coverage has become more 
pronounced.

These changes will affect all participants in the healthcare sector. As financial 
incentives to control healthcare costs become more closely aligned across providers, 
payers and consumers of healthcare services, unnecessary over-utilization will likely 
be paired down over time. Collaboration between the different providers of care, the 
primary care physicians, specialists and hospitals, is seen as an important factor in 
reducing over-utilization. For this reason, a number of hospitals have acquired 
physician practices.

Moreover, the lines between providers, administrators and insurance companies are 
becoming more blurred with health insurers acquiring medical groups, and large 
hospital systems acquiring insurance companies to get underwriting expertise.33 
This trend is expected to continue. Payer-provider integration creates closer 
alignment of the economic incentives of the various stakeholders involved in the 
delivery of healthcare and offers potential to improve the cost-efficiency. However, it 
may also create potential conflicts of interest.

31 For more detail, see Room at the table, Best’s Review, September 2013.
32 The 2013 Long-Term Budget Outlook, CBO September 2013.
33 For instance, Highmark acquired a number of hospitals and physician groups in Western Pennsylvania, 

UnitedHealth acquired Monarch Health, a physicians’ practice organization in Orange county, and 
Humana acquired Metropolitan Network, a Florida-based clinic and physician’s network.
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Type

 
Payment based on

Used in contracting 
primarily for

Traditional models

DRG or diagnostic 
related

Type of admission (DRG 
code)

Hospital admissions, 
paid by Medicare, 
Medicaid and 
commercial insurers

Per diem Negotiated price per day Hospital admissions, 
paid by Medicaid and 
commercial insurers

Charge-based Charges set by provider Hospital admissions and 
outpatient services, paid 
by commercial insurers

Newer models

Value-based 
purchasing

Patient satisfaction; 
adherence to basic 
clinical protocols. 
Medicare withholds 
1% of reimbursement, 
which is distributed 
based on quality of care. 
Withholding increase to 
2% by 2016.

Hospital admissions, 
under mandated 
Medicare program

Bundled payment Single episode of care. 
Medicare pilot has 4 
models, which define 
episode as inpatient stay, 
inpatient plus post-
acute, post-acute only or 
inpatient plus MDs and 
other practitioners.

Episode of care, paid by 
Medicare (pilot 
program). Commercial 
insurers also use various 
types of bundled 
payments.

Capitated (at-risk) 
payments

Per member per month 
for various ranges of 
services.

Care per member, paid 
under certain 
commercial insurance 
contracts.

Shared Savings 
Program (SSP) 
and Pioneer 
Accountable Care 
Organizations 
(ACO) model

Ability to achieve 
savings relative to 
established benchmarks. 
Based on per capita 
Medicare (Part A&B) 
costs for beneficiaries for 
prior 3 years.

Coordinated care for 
Medicare Part A&B; SSP 
and Pioneer ACO have 
different requirements 
and phase-in of risk 
arrangements.

Source: Moody’s

Pricing uncertainty and adverse-selection risks
For health insurers, growth opportunities from participation on exchanges are 
accompanied with regulatory burden and high uncertainty. Much of the uncertainty 
surrounds the newly-insured population and how it may deviate from the expectations 
that carriers have incorporated in their strategies and pricing assumptions. For 
the companies that have decided to offer plans on the exchanges, the setting of 
rates has been a big challenge due to lack of experience or information on the 
characteristics of the pool of individuals who will buy health coverage. Strategies in 
setting rates have varied, with some carriers pricing cautiously to avoid losses, while 
others have set rates more aggressively to gain market share. Rate reviews by 
regulators in many states requested health insurers to lower rates following initial 
filings.

Figure 8: 
Evolving reimbursement models

Health insurers face uncertainties with 
respect to the characteristics of the pool 
of individuals who sign up on the 
exchanges. 
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The outcome from participating on exchanges will to a large degree depend on 
receiving applications from a well-balanced risk pool of young and healthy individuals, 
and less healthy people. If mostly high-risk consumers purchase insurance on 
the exchanges while the healthy ones choose to pay a penalty (the so-called adverse 
selection problem), insurers will experience losses and cover may become 
unaffordable as premiums rise to reflect the high risk profile of the insured. Universal 
access to insurance and community rating under the ACA are particularly beneficial 
for those with pre-existing conditions and people close to retirement age, both 
groups tending to have higher medical costs. Some workers with serious health 
conditions who are currently in an employer-sponsored plan could opt to retire early 
and purchase insurance on the exchanges.34 If this behavior is broad-based, it may 
tilt the balance toward a less healthy insured population. In addition, it’s likely that 
access to subsidized insurance for the first time this year will be used by some for 
elective procedures. This will likely create more earnings pressure for health carriers 
as a result of higher medical costs.

More adverse selection may arise from incentives for small- and mid-sized employers 
to move to self-insured health plans to avoid the administrative burden and 
complexities of greater regulation of health insurance under the ACA.35 Firms may 
choose to self-insure while their workers are young and healthy, but push employees 
to exchanges or return to the fully-insured market if the workforce’s risk profile 
deteriorates due to workers’ aging or poor health. This could result in adverse 
selection problems for both the exchanges and the group insurance market. 
Concerns that such strategies may become widespread have prompted insurance 
regulators in several states to limit stop-loss insurance which protects self-fund 
health plans against catastrophic losses.36 Lawmakers in several states have taken 
regulatory actions to limit stop-loss coverage of small employers. Various approaches 
have been applied, including setting minimum attachment points, regulating the sale 
of stop-loss coverage to small employers under the same underwriting and rating 
rules that apply to fully-insured plans sold in the small group market, or banning it 
altogether.37

The 3Rs – reinsurance, risk corridors and risk adjustment rules – have been put in 
place to protect insurers in the commercial individual and small group markets 
against losses from ending up with a worse-than-average risk pool. However, 
it is still too early to say how effective these provisions will be. Although reinsurance 
transfers an element of claim risk to the government, there is no guarantee that 
premium contributions from insurers and employers to the reinsurance pool will be 
large enough to cover all the claims that are filed. In addition, the risk adjustment 
provision may create some moral hazard38 issues. For example, some plans may look 
to attract individuals with certain chronic conditions, manage the claims efficiently 
with specialty networks and benefit from the heavy risk adjustment.

Increased competition in insurance provision
One of the key goals of the ACA is to create a more competitive market place for 
private health insurance. Many health insurers are still evaluating the new 

34 According to recent studies, having access to health insurance is associated with a higher likelihood of 
retirement for those under the age of 65. See Nyce S, Schieber SJ, Shoven JB, Slavov SN, Wise DA 
(2013), Does Retiree Health Insurance Encourage Early Retirement?, Journal of Public Economics; 
Strumpf E. (2010), Employer-sponsored health insurance for early retirees: impacts on retirement, 
health, and healthcare, International Journal of Healthcare Finance and Economics, 10(2):105-47.

35 Self-funded plans are exempt from some ACA requirements such as the excise tax on insurance, 
community rating on premiums, mandates for essential health benefits, and review of medical-loss 
ratios.

36 A recent study finds that there will be a sizeable increase in self-insurance only if comprehensive 
stop-loss policies are widely available after the ACA takes full effect, and the expected cost of 
self-insuring with stop loss is comparable to the cost of being fully insured. See Employer Self-Insurance 
Decisions and the Implications of the Patient Protection and Affordable Care Act as Modified by the 
Health Care and Education Reconciliation Act of 2010, RAND Corporation, 2011.

37 For example, New York and Oregon prohibit the sale of stop-loss coverage to small employers; Colorado, 
Maryland, and Minnesota have set minimum attachment points for the sale of stop-loss coverage.

38 In economics, moral hazard arises when someone is more willing to take a risk knowing that the potential 
costs of taking the risk will be borne, in whole or in part, by others,
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opportunities and risks associated with participating on the exchanges. So far some 
state exchanges have turned out to be significantly more competitive than others. 
While the exchanges in California, New York, Ohio and Oregon for example, have 
more than 10 insurers offering products, there are states where the new CO-OPs 
are the sole competitor to a single insurance company offering health plans on the 
exchange (eg, Maine). According to a study released by the National Alliance of 
State Health CO-OPs, in the states where CO-OPs operate, the average premium is 
8.4–9.4% lower than in states which currently do not have a CO-OP.39

Competition is expected to improve over time as insurers and CO-OPs gather better 
understanding of the health characteristics of enrollees and the effectiveness of risk-
protection mechanisms. However, concerns have been raised about the long-term 
financial viability of CO-OPs, which typically have high debt and expenses in part 
due to their start-up status. Additionally, CO-OPs face restrictions on selling 
insurance to large employer plans and using federal money for marketing, which 
limits their ability to compete with commercial health insurers. CO-OPs will likely 
seek risk and capital management support from health reinsurers to enhance their 
financial viability.

Regulatory and accounting challenges
The ACA introduces a number of new taxes and fees on health insurers, the most 
material of which are the health insurance provider fee and reinsurance contributions 
to the transitional reinsurance program. In addition, the ACA provisions create plenty 
of regulatory and accounting challenges for health insurers. Since states have 
flexibility in structuring and running their exchanges, companies that operate in 
multiple jurisdictions need to conform to multiple regulatory standards and rules.

Those operating in the commercial individual and small group market will be 
particularly affected by the accounting and financial reporting challenges posed by 
the implementation of the premium stabilization programs (the 3Rs) designed to 
mitigate health insurers’ risks. Annual financial statements will need to include 
estimates of amounts payable and receivable under these programs, meaning that 
financial reporting will be based on making bold assumptions due to lack of prior 
experience.

Year-end accounting will be especially challenging for actuaries and accountants. 
The order in which the 3Rs are calculated, and their impact on the medical loss 
ratio, will be critical. The reinsurance and risk adjustment calculations should be 
completed first, with the risk corridor dependent on the result of the first two. 
Estimates of incurred but not paid claims, reinsurance recoverables and the likely 
transfers between carriers based on risk scores will be necessary long before final 
premium and claims are available. The final step is the calculation of the medical loss 
ratio (80% in most states), which has its own set of complexities regarding treatment 
of expenses, quality improvement costs and premium taxes.

Impact on healthcare spending growth
The recent slowdown in healthcare spending growth will likely reverse as US 
economic activity continues to recover and GDP growth strengthens in 2014 and 
2015. Forecasts for healthcare spending growth have tended to overestimate in the 
past, and recent projections by the Centers for Medicare and Medicaid Services 
have been adjusted down (see Figure 9). Spending growth is expected to accelerate 
in 2014 as many currently uninsured individuals gain access to health insurance 
coverage through Medicaid or the exchanges, and as the availability of subsidized 
insurance for the first time prompts some to catch up on elective procedures. 
However, unless the effect is so large that it creates bottlenecks such as provider 
shortages, the increased usage of medical services is unlikely to drive up prices.

39 In economics, moral hazard arises when someone is more willing to take a risk knowing that the potential 
costs of taking the risk will be borne, in whole or in part, by others,

Market competition is expected to 
improve over time. 

The ACA creates large regulatory and 
accounting burden for health insurers. 

Reporting related to the implementation 
of the 3Rs…

…will be particularly challenging. 

Forecasts of healthcare spending growth 
have tended to overestimate; recent 
projections have been adjusted down. 
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Implications for health insurers

Sources: National Health Expenditure Projections (various years), Centers for Medicare and Medicaid  
Services

The overall impact of the ACA on containing medical costs in the future is uncertain, 
especially given the early stage of the reform and the many delays and uncertainties 
surrounding its implementation. Nonetheless, the reform will drive fundamental 
change to the healthcare delivery and payment systems, which is likely to have a 
positive net effect on healthcare cost growth in the long term.  

A number of factors may foster cost savings. First, rapid expansion of ACOs and 
innovative payment models may serve as a catalyst for a broad-based shift toward 
cost-effective care, improved outcomes and greater provider efficiency. In addition, 
less uninsured people will reduce the cost of uncompensated care which currently 
gets shifted to taxpayers, providers and the private health insurance sector. 
Moreover, access to preventive care will reduce the need for and cost of acute care. 
Finally, the general trend of increased cost sharing with consumers through higher 
deductibles and co-payments will continue to create incentives for more frugal 
utilization of services. The anticipated shift of insureds from employer-sponsored 
plans to insurance exchanges will introduce more cost consciousness as consumers 
review and choose health plans on their own. Some may move from expensive 
comprehensive health plans to more efficient, lower-cost policies.

More people with insurance means that more people will have access to the system 
at negotiated payment rates substantially lower than the often disparate rates 
charged to the uninsured. Furthermore, larger government involvement in financing 
health insurance cover through Medicaid expansion and subsidies for the exchange 
creates long-term incentives to curb cost escalation. State-based rate reviews for 
premium increases may develop into an effective tool for political action and, in the 
same vein, premium limits for the insurance sector will translate into a 
reimbursement squeeze for providers. Also, reductions in Medicare and Medicare 
Advantage payment rates to providers are expected to have spillover effects on 
commercial insurers’ rates since most private payers follow Medicare’s changes in 
pricing.40

40 See Clemens, Jeffrey, and Joshua D. Gottlieb (2013), Bargaining in the Shadow of a Giant: Medicare’s 
Influence on Private Payment Systems.
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The impact of the ACA on medical cost 
growth is highly uncertain. 

A number of factors may serve as 
catalysts for improved cost efficiency. 

Long-term incentives to curb cost 
escalation will lead to pressure on 
premium rates and payments to 
providers. 
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Conclusions

The ACA has changed fundamentally access to healthcare insurance coverage in the 
US. Starting this year, it will greatly expand the number of insured persons through 
private coverage on the new exchange market places and Medicaid. Implementation 
of the reform also has the potential to drive major changes in the healthcare delivery 
and payment systems by encouraging a shift away from the fee-for-service model 
that has prevailed toward new, more-efficient delivery and payment models. Despite 
political opposition, delays in implementing some of the key provisions in the reform 
such as the employer mandate, technical challenges in running the exchanges online 
and lingering uncertainty about whether consumers – especially the young and 
healthy – will sign up for cover, implementation of the ACA is largely on course.

The ACA presents both opportunities and challenges for health insurers. The 
expansion of private insurance presents an attractive growth opportunity for carriers 
able to develop successful strategies to manage claims costs for an uncertain risk 
pool, especially in the initial years, and shift toward a retail focus. Such efforts will 
likely pay off in the long term, given the likelihood of a gradual transition from 
employer-provided group coverage to individual coverage. In the near-term, health 
insurers need to overcome many challenges stemming from uncertainties in pricing 
and potential adverse selection issues, and also the many new regulatory and 
accounting requirements that come along with implementation of the ACA law.

Moreover, health insurers need to adapt to a new market environment where the 
lines between providers and payers become increasingly blurred, and there is 
competition from member-run insurance organizations. These market changes are 
driven by pressures to contain cost increases in the system, which will likely intensify 
as the interests of consumers, providers and payers draw more closely aligned. The 
companies which thrive in this environment will be the ones that manage to develop 
successful partnerships and more flexible business models.

Lastly, while the impact of the ACA on medical cost growth is uncertain, there are 
reasons to expect that the fundamental changes it drives will have a positive net 
effect on healthcare cost growth in the longer term. Catalysts for increased cost 
efficiency include new delivery and payment models, and also incentives for 
consumers to be more frugal in their choices and cost-conscious in their utilization 
of medical services. Also, fiscal constraints and the expanding role of the state in 
healthcare financing under the ACA create a powerful base to curb medical cost 
escalation on a broader scale. This will translate into pressure on health insurance 
premiums and require carriers to improve operating efficiencies and maintain lean 
cost structures. Healthcare spending growth will accelerate temporarily in 2014 as 
the number of insured rises and the availability of subsidized insurance for the first 
time prompts some to catch up on elective procedures. However, unless the effect is 
so large that it creates bottlenecks such as provider shortages, the increased usage 
of medical services is unlikely to drive up prices.

Despite political opposition, delays in key 
provisions, technical challenges and 
lingering uncertainties, implementation 
of the ACA is still on course.

The ACA presents both opportunities and 
challenges for health insurers.

Insurers need to adapt to a changing 
market environment and develop flexible 
business models.

Pressures to curb healthcare spending 
growth will require health insurers to 
maintain lean cost structures.
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