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Data Sources and Assumptions

Individual Market
Size of market from Covering the 
Uninsured: The Cost to Oregon
2007 Carrier filings for 5 large carriers –
individual market
Generalized to all individual market
Assumptions:

85% loss ratio
8% trend
25% average cost sharing



Data Sources and Assumptions
Portability

Size of market from Covering the Uninsured: 
The Cost to Oregon
2007 Carrier filings for 5 large carriers – large 
group market (baseline cost)
OMIP portability data for these assumptions

1.88 allowed charges/premium
1.48 paid claims/premium

Other assumptions
Admin cost equal to Individual Market
8% trend



Data Sources and Assumptions

OMIP
Size of market from Covering the 
Uninsured: The Cost to Oregon
OMIP Stat Pack 2008 and custom data 
pulls from OMIP staff
Other assumptions

8% trend



Data Sources and Assumptions

Uninsured
Number of Uninsured enrolled in combined pool 
from Covering the Uninsured: The Cost to 
Oregon
Assumption Driven Estimate!

Per capita ~ 50% of avg cost
Unmet demand factor 168%
Assumed cost sharing in plan 25%
17% of uninsured joining pool are children
85% loss ratio
8% trend 



Qualifiers and Fine Print

Plan design choices were not modeled
Please view the results as order-of-
magnitude, not best and final 
estimates
Input on accuracy of assumptions and 
data sources is welcome 



Summary of Results

Premium % change Premium % change
Individual 200,000 218                       265           21% 249           14%
Portability 19,000 304                       265           -13% 249           -18%

OMIP 17,192 372                       265           -29% 249           -33%
Uninsured (likely to 

join individual market) 112,000 277                       265           249           

Pooled Premium All 
populations

(no OMIP subsidy)

Pooled Premium All 
populations

(after OMIP subsidy)Number of 
Members

Today's Member 
Premium PMPM 

(after implicit 
portability subsidy 
and explicit OMIP 

subsidy)



Summary of Results
not including OMIP

Premium % change
Individual 200,000 218                       243           11%
Portability 19,000 304                       243           -20%

Uninsured (likely to 
join individual market) 112,000 277                       243           

Pooled Premium 
Individual, Portability, 

UninsuredNumber of 
Members

Today's Member 
Premium PMPM 

(after implicit 
portability subsidy)
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I. Introduction 

a. Exchange Work Group’s task – develop recommendations regarding: 
i. Changes to the individual (non-group) market within a comprehensive 

reform plan 
ii. The role a health insurance exchange would play in such an environment 

 
b. Work Group’s process  

 
II. Market Reforms 

a. Background 
i. Individual market in Oregon 
ii. Problem identification 
iii. Assumptions 
iv. Goals of a reformed individual market 

 
b. Recommendations 

i. Make the Individual Insurance Market a Single Risk Pool 
ii. Establish a Risk Adjustment Mechanism 
iii. Limit Market Disruption from Integration of High Risk Population 
iv. Maintain Current Treatment of Self-employed Sole Employees 
v. Rating Rules Should Support Consumer Information and Access 
vi. Use Essential Services Benefit Definition to Establish Product Baseline 

and Tiers 
vii. Use a Plan Enrollment Period to Facilitate Universal Coverage and Avoid 

System Gaming 
viii. Limit Transition Period Disruption for Current Individual Market Enrollees 

 
III. Health Insurance Exchange Options 

a. Background 
i. Goals of an Exchange 
ii. Possible functions and roles of an Exchange 

1. Tier 1: Information, Enrollment and Administration 
2. Tier 2: Benchmarking and Standards 
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3. Tier 3: Rate Negotiation and Selective Contracting 
4. Extent to which the tiers meet the goals identified 

iii. Participation in the Exchange 
1. Impact of including populations in the exchange 
2. “Core Populations” – individuals receiving state financial participation 
3. Others populations – those without state premium participation 
4. Employer groups 
5. Pros and Cons of including all populations in the exchange 

 
b. Recommendations 

i. Establish Exchange as Strong Tier 2, with Possible Tier 3 Later 
ii. Core Populations Required to Use Exchange – Those Accessing State 

Financial Assistance 
iii. Voluntary Participation for Other Individual Insurance Purchasers 
iv. Do Not Initially Enroll Groups in Exchange, Revisit Once Individual 

Exchange is Well Established 
 
IV. Building an Exchange: Administration and Financing 

a. Structure of an Exchange  
i. Key characteristics 

1. Strong accountability and transparency 
2. Responsiveness to stakeholders and the public 
3. Contracting that happens quickly  
4. With a limited appeals process? 
5. Process that is open or not?  
6. Procurement process that is responsive to the Exchange's timeline  
7. Financial accounting and reporting that is rigorous and transparent 
8. Personnel policies that facilitate hiring/support for strong employee 

candidates 
9. Salary/wage policies that allow flexibility in compensation to offer 

industry competitive salaries  
10. Independence and statutory decision making authority 

ii. Models addressed and examples 
1. Public 
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2. Private 
3. Hybrid (several options discussed)  

iii. Group discussion (recommendation or general thinking?) 
 
b. Financing the Exchange  

i. Goals/Principles 
1. Stable, sustainable, and adequate funding source  
2. Broad-based, minimizes impact on any single payer 
3. No carrier, consumer, employer disincentive for Exchange 

participation 
4. Payer benefits from the Exchange’s services 

ii. Options and Implications 
1. Add to administrative portion of premium for coverage through the 

Exchange 
2. Institute a carrier fee  
3. Direct state funding (General Fund)  
4. Include in overall cost of reform (add to cost of payroll tax or health 

services transaction tax) 
5. Combination of state General Fund and (1) or (2)  

iii. Group discussion (no firm recommendation made)  
 

V. Enforcement of an Individual Insurance Requirement  
a. Principles for enforcement 

i. Make it easy to administer mandate, comply with it, verify coverage 
ii. Stress fairness – people who can afford coverage should buy it, while 

lower-income people may need assistance to make coverage affordable 
iii. 100% compliance will be difficult and expensive; 99% may be enough to 

reduce the cost shift and minimize adverse selection   
iv. A benchmark benefit is defined as meeting coverage requirement 

 
b. Techniques identified for implementing mandate enforcement 

i. Significant financial penalty (50% - 100% of average premium cost) 
ii. When entering coverage from period of non-coverage, can only 

purchase minimum benefit for a year 
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iii. Other enforcement strategies?  
c. Issues identified for discussion and further development  
(The Work Group did not make recommendations on these issues but identified 
the need for additional work in the following areas) 

i. How limited to comprehensive is the benchmark benefit defined as 
minimally meeting the coverage requirement? 

ii. How does benchmark affect people with access to ESI? 
iii. Incentives and penalties are needed – how to balance? 
iv. Is compliance monitored via the tax system and/or another mechanism? 
v. What entity administers penalties? 
vi. How is compliance determined? 
vii. How often is compliance determined? 
viii. What is the period for having insurance (start or end of year, 12 months)?   
ix. What exceptions should be allowed? 
x. What would an appeals process look like? 

 
 



Identifying Implications of Exchange Options DRAFT – FOR DISCUSSION ONLY 
 

Work Group Assumptions Regarding the “Core” Population in the Exchange 

• The exchange’s core population is made up of individuals accessing financial assistance: 

o 150-300% FPL via premium assistance 

o 300-400% FPL via affordability tax credits 

• To these groups could be added all other workers and dependents of “pay” employers 

• Coverage must be affordable and accessible for these populations.  

• The exchange is mandatory for these populations, which makes it possible for the 
exchange to act at Tier 2 or 3 – working with insurers to contract for quality 
products/good prices for the core population.   

• Insurers will want to offer good prices to the exchange in order to enroll people who can 
only be reached through the exchange. 

• The core population will access “mainstream” products (the same products available to 
unsubsidized individuals using the exchange).  

 
Discussion Item   

The Exchange Work Group has expressed support for the following: 

• Include “self-pay” individuals above 400% (self-employed or non-employed) in the 
exchange on a voluntary basis.  

• Utilize one cohesive risk-spreading pool for all enrollees in the individual market, with 
rates based on each carrier’s medical experience for all enrollees.  The medical 
component of rates would be the same for the same product offered inside and outside the 
exchange. 

• Allow the exchange to function at Tier 2 or 3 (set standards for carrier participation 
and/or negotiate with carriers regarding standards for participation). 

 
But: allowing unsubsidized individuals to voluntarily enter the exchange causes technical 
problems for an exchange expected to function at Tier 2 or 3.    

• In order for the exchange to succeed with voluntary entry, rates must be the same inside 
and outside the exchange.  Otherwise, adverse selection will very likely occur. 

• However, to function most effectively at Tier 2 or 3, the exchange would need the 
flexibility to negotiate different rates. 

• The state, like a very large employer, has purchasing clout because it requires people to 
obtain coverage through the applicable program. This gives the state “cohesion”. Insurers 
contract with the State in order to reach a large enrollee population that cannot otherwise 
be reached.  Such purchasing power can not be achieved merely by having the exchange 
declare itself a purchasing venue for individuals and small groups that can still contract 
directly with an insurers.   

• In a voluntary market, the exchange has reduced clout.  Insurers may not want to offer a 
reduced administrative rate component to the exchange for people they already enroll 
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directly in the market. Insurers also do not have an incentive to establish cost 
containment strategies that would reduce costs within the exchange. If the exchange 
wanted to innovate on the medical delivery component, would insurers want to 
participate in such efforts? 

• Higher prices for the non-subsidized population, if applicable to the core exchange 
population, will increase state subsidy costs. However, separating subsidized and 
unsubsidized populations into two risk pools could lead to overall higher premiums for 
subsidized individuals, depending on the risk profiles of the various groups.    

• The only ways for the exchange to have clout on cost management are: (1) for the 
exchange to have a separate risk pool for the subsidized group or (2) by having the 
exchange drive the market with changes in the subsidized arena that then affected the rest 
of the individual market, to the benefit of the direct market consumer.   

• If the “core” population for the exchange was much bigger than the individual and small 
employer markets, the impact of a voluntary market would not be so problematic.  Initial 
estimates of the various populations involved do not suggest that the subsidized 
population is large enough to outweigh the effect of voluntary unsubsidized individual 
and small employer markets.   

• One option is for the exchange to run two separate programs: one for individuals 
accessing subsidies and other financial assistance (tax credits, 125 plan funds); the other 
for unsubsidized individuals and small employer groups.  The subsidized population in 
this first group is mandated to use the exchange, which gives the exchange the power to 
negotiate on their behalf. For the voluntary, unsubsidized population, the exchange will 
act mostly in a “tier 1” capacity.   

 
Options 

Option Population Voluntary/ 
Mandatory 

Exchange 
Operates at  
What Tier 

Considerations 

150-400% FPL Mandatory Tier 1 A 400%+ FPL Voluntary Tier 1 
Unlikely to drive value in the 
system 

150-400% FPL Mandatory Tier 2-3 
B 

400%+ FPL Voluntary Tier 1 or 2-3 

If Tier 2-3 for subsidized population 
and Tier 1 for others, could have 
separate “doors” with separate 
product offerings (like MA’s 
Commonwealth Care vs. Choice). 

150-400% FPL Mandatory Tier 2-3 C 400%+ FPL Excluded Not Applicable 
Would exclude a population that the 
work group would like included. 

150-400% FPL Mandatory Tier 2 – 3  
D 400%+ FPL Mandatory Tier 2 – 3 

Reduces choice for 400%+ FPL 
population, lets exchange negotiate 

on behalf of whole population  
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Introduction 
 
Looking at which populations should be included in the exchange, the work group has 
focused primarily on different categories of individuals.  However, those in small groups 
could potentially benefit most from an exchange.  Consumers could have increased 
choice, reduced costs, and improved delivery system and insurance administration 
quality.  Employers could see reduced administrative costs.   There are complications 
regarding the use of the exchange by small groups. 
 
The biggest concern regarding optional participation by small groups in the exchange is 
adverse risk selection, the possibility that high-risk groups would disproportionately 
either join the exchange or remain outside the exchange.  Which direction high risk 
groups went depends on two major factors which the incentives for one potentially 
working in the opposite direction from the other.   
 
On one hand, if the exchange uses the age bands established for the individual market 
and groups can voluntarily choose to remain in the small group market using group 
rules and rates, employer groups with younger employees would tend to migrate to the 
exchange.  The group insurance market has fewer age bands than exist in the individual 
market.  This makes individual insurance cheaper for younger enrollees, but more 
expensive for older ones.  Group coverage tends to be relatively more expensive for 
younger enrollees, but a better “deal” for older enrollees.  The movement of younger 
people from the regular group market into the exchange would tend to reduce overall 
rates for exchange members and increase rates for remaining group market enrollees.  
 
However, employer groups with high-risk people (e.g., diabetics, people with heart 
disease, cancer patients) would tend to join the exchange, as small group rates can 
now be adjusted for group experience (+/- 5%), per the 2007 legislative changes.  
Mitigating this risk would be difficult, as it would require small group and individual rating 
regulations be made consistent.  This would require the creation of a complex risk 
adjustment mechanism, and/or require all segments to use the exchange.  
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Options 
 
(1)  Do Not Allow Groups Into the Exchange 
 
In this scenario, only individual market purchasers can enter the exchange.  Employees 
of small groups (2-50) that offer coverage will get insurance as they do now, via the 
direct small group market.  
 
Pros 

• Simple 
• Minimal disruption to existing small group market 

 
Cons 

• Does not offer the benefits an exchange can provide to employees and 
employers of small groups, such as:  

o Individual choice of plan 
o Employer access to HR functions 

 
 
(2) Merge Micro Groups (2-9 employees) into the individual market; allow them to 

use the Exchange (Using Individual Market Rules) 
 
In this scenario, all individuals and employees of micro groups (firms with 2-9 
employees) will be subject to individual market rules and will purchase individual 
products.  Employees of other small employers (groups of 10-50) purchase group 
products at group market rates.     
 
Pros 

• MEPS data show that insurance premiums for micro groups (2-9) are more costly 
than premiums for groups of 10 and above.  This suggests that micro groups 
currently do not benefit from lower administrative cost for groups and/or that a 
number of younger and healthier micro groups have converted to individual 
coverage to save money (leaving expensive micro groups that drive up average 
group market prices). 

• Employers of micro groups are the least likely to offer ESI and are more likely to 
employ low wage workers.  Many employees of micro groups will be eligible for 
state premium participation or tax credit.  Access to the exchange will improve 
continuity of coverage for these individuals.   

• When employers of micro groups do provide ESI, they are the least likely to offer 
choice of plans.  Allowing micro groups into the exchange provides choice to 
employee groups with least current access to choice.  

• The administrative burden on employers offering ESI is greatest for micro 
groups.  Participation in an exchange would provide the greatest benefit to such 
employers. 
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Cons 
• This could cause disruption for a portion of the small group market, as it would 

create a new category and change rating and benefits rules for groups of 2-9.  
 
Other Issues 

• Question – are micro groups mandated to enter the exchange or allowed in on a 
voluntary basis?  

• Question – are small groups (10-50) allowed into the exchange? On what basis 
(mandatory or voluntary)?  Would such groups use group or individual rating? 

• Requires statutory change to allow employers to pay for individual insurance 
products for employees and their dependents.  

 
 
(3) Allow Small Groups in Exchange and Merge the Individual and Small Group 
Markets  
 
In this scenario, all individuals and small groups (2-50 employees) purchase insurance 
under the same market rules.  Rating and benefit regulations are aligned for both the 
individual and small group markets.   
 
Pros 

• Increased choice for employees of small employers. 

• Could reduce small employers’ HR-related costs. 

• Avoids employer incentive to choose between group and individual market based 
on employee age profiles. 

• Less fragmented market. 
 

Cons 
• Can cause disruption to the individual and/or small group markets, as rating and 

benefits rules would be aligned for all individual and group purchasers.   

• Having dual group markets (inside and outside the exchange) adds 
administrative complexity. 

 
Other Issues  

• Essentially makes groups purchase individual products for each employee. 

• Underlying cost for a two person group would be the same within the “individual” 
and “group” markets. 

• Would require a law change, currently employer can not fund individual 
insurance for employees. 

• Employer could pay the same percentage of premium for each employee (not 
same $ total). 
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• Could do risk adjustment based on carrier-product pairs (similar to how an all 
individual market risk adjuster would work). 

• Are small groups (2-50) allowed into the exchange on a voluntary basis or 
mandated to enter? 

 
 

(4) Allow Small Groups in Exchange – Establish Separate Risk Pool for Small 
Groups (no blended market) 

 
In this scenario, small groups (2-50) purchase group products at group market rates, but 
each employee retains a choice of plans.  Assumes defined contribution by employer, 
which allows employee to shop for products and use employer contribution to purchase 
preferred plan.   
 
Pros 

• Increased choice for employees of small employers. 

• Could reduce small employers’ HR-related costs. 

• May avoid risk selection problems, market disruption described in (3).  
• Keeps employer contributions in the system, while facilitating access to state 

premium assistance or tax credits for eligible employees (minimizes state 
contribution while maximizing assistance to individual).  

• Risk selection can be minimized if:   
o The exchange has the same minimum contribution and participation rate 

requirements as the outside small group market; and 
o The exchange offered the same group plans as are available in the 

outside market.  

• Allowing employer to benchmark a contribution based on a particular plan does 
not require employer to retain a given carrier if its premiums rise over time.  
Employer may switch benchmark carrier or allow Exchange to benchmark to 
lowest cost carrier.   

 
Cons 

• Carriers may object to having to compete on an individual basis for enrollees 
currently in their products as small groups. 

• Having dual group markets adds administrative complexity 
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Other Issues 
• This scenario assumes that risk in the small group market is pooled for a carrier 

across all small group market enrollees.  This includes exchange-based 
enrollees and traditional small employer groups.  Employees of firm X would be 
considered members of the plan in which they were enrolled, and all enrollees in 
carrier A would be combined for the purposes of rating within that plan.  If two of 
firm X’s employees were in Exchange-based coverage through carrier A, they 
would be combined with all of firm Y’s employees, who purchase through carrier 
A as a traditional group.   

• An employer that allows employees to enter the exchange with employer 
provided funds would be a “play” employer for the purposes of a payroll tax with 
a “play” credit.  An employer that allows employees to enter the exchange but 
provides no dollars is a “pay” employer.  

• May require a law change to identify exchange-offered group market products as 
“group” coverage. 
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Organizational Structure and Governance of an Exchange  
 
The Exchange Work Group has identified that the following are key characteristics of an 
exchange’s governance structure: 

• Strong accountability and transparency 

• Responsiveness to stakeholders and the public 

• Contracting that happens quickly  
o With a limited appeals process? 
o Process that is open or not?  

• Procurement process that is quick and responsive to the Exchange's timeline  

• Financial accounting and reporting that is rigorous and transparent 

• Personnel relations that facilitate the hiring of and support for strong employee 
candidates 

• Salary/wage policies that allow flexibility in compensation to offer industry 
competitive salaries  

• Independence and statutory decision making authority 
 
 
Areas in which a public entity could need flexibility similar to that of a private 
sector entity: 

• Contracting 
• Procurement 
• Financial accounting and reporting 
• Personnel relations  
• Salary/wage policy 
 

State statute can direct the Exchange’s Board to adopt policies and procedures 
for:  

• Appeal of contracting decisions 
• Appeal by individuals affected by decisions of the exchange or contractors 

operating on behalf of the exchange 
• Public meetings generally, with exceptions for sensitive matters  
• Regular financial and operational reports from the Board to the Legislature and 

the public (but in a form similar to private financial reporting, not public agency 
reporting) 

1 
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Public Organizations Chartered to Balance Accountability and Flexibility  
 
1.  ORS 656.751 defines Oregon’s State Accident Insurance Fund Corporation (SAIF) 

as a public corporation.1  

• SAIF is an independent public corporation governed by a board of five directors 
appointed by the Governor. 

• Two board members represent the public. 

• Of the remaining three board members, one member must be insured by SAIF at 
the time of appointment and for one year prior to appointment, or be an 
employee of such an employer. 

• Members of the board are subject to confirmation by the Senate pursuant to 
section 4, Article III of the Oregon Constitution. 

• ORS 656.753 Exempts SAIF from state statutes regarding:  
o Personnel relations 
o Facilities 
o Contracting and insurance 
o Contracting and procurement 
o Interagency services 
o Printing 
o Public finance administration 
o Salaries 
o Administration of public funds 

                                                 
1 Except as otherwise provided by law, the provisions of ORS 279.835 to 279.855 and ORS chapters 240, 276, 
279A, 279B, 279C, 282, 283, 291, 292 and 293 do not apply to SAIF.  
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2. The Massachusetts Health Insurance Connector Authority is established as a “body 
politic and corporate and a public instrumentality…which shall be an independent 
public entity. ”  

• The Connector is not subject to the supervision and control of any other 
executive office, department, commission, board, bureau, agency or political 
subdivision of the Commonwealth except as specifically provided in any general 
or special law. 

• The Connector is governed by a Board consisting of 11 members: 
o A salaried Executive Director appointed by the Chair of the Board 
o The Secretary for Administration and Finance, ex officio, serves as 

chairperson 
o The Director of Medicaid, ex officio 
o The Commissioner of Insurance, ex officio 
o The Executive Director of the Group Insurance Commission 
o 3 members appointed by the governor 

 An actuary 
 A health economist 
 A small business representative 

o 3 members appointed by the Attorney General 
 An employee health benefits plan specialist 
 A representative of a health consumer organization 
 A representative of organized labor 

 
o The Connector Board implements the Commonwealth Health Insurance 

Connector.   
o The goal of the Board is to facilitate the purchase of health care insurance 

products through the Connector at an affordable price by eligible 
individuals, groups and Commonwealth Care enrollees.   

o The Board’s powers include but are not limited to: 
 Develop a plan of operation for the Connector. 
 Determine applicants’ eligibility for purchasing through the 

Connector and receiving subsidies. 
 Seek and receive funding. 
 Contract with professional service firms and to fix their 

compensation. 
 Charge and equitably apportion among participating institutions its 

administrative costs and expenses. 
 Enter into interdepartmental agreements with the Department of 

Revenue, the Executive Office of Health and Human Services, the 
Division of Insurance and any other state agencies. 

3 
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3. The Energy Trust of Oregon, Inc. is a nonprofit corporation subject to the 
requirements of the Internal Revenue Code section 501(c)(3).   

• The Corporation has and may exercise all the rights and powers of a nonprofit 
corporation under the Oregon Nonprofit Corporation Act. 

o Purpose: The Energy Trust supports the development of cost-effective 
local energy conservation, market transformation energy conservation, 
and renewable energy resources for certain utility customers in Oregon.   

o Its funding comes from a 3% “public purposes charge”, channeled to the 
Energy Trust via the Oregon Public Utility Commission (OPUC). 

• The Energy Trust’s Board of Directors: 
o Manages the business and affairs of the Corporation and exercises or 

directs the exercise of all corporate powers. 
o Is made up of 5-12 voting directors, the exact number to be fixed from 

time to time by resolution of the board of directors. One “ex officio”, non-
voting member of the board of directors is appointed by the Oregon Public 
Utility Commission. 

• Officers of the Corporation are elected by the Board include a President, one or 
more Vice Presidents, a Secretary, a Treasurer, an Executive Director and a 
Chief Financial Officer.  

 
4. The Land Conservation and Development Commission was established by ORS 

197.030. 

• The seven Commissioners are unpaid citizen volunteers appointed by the 
Governor and confirmed by the Senate.  

o The statute establishing the Commission directs that the members 
represent certain regions of the state, and include a current or former 
elected official of a city and a county. 

• LCDC is required by statute to adopt “statewide land use policies,” including 
statewide goals and administrative rules, “necessary to carry out ORS chapters 
195, 196 and 197” (Oregon’s statewide land use planning program). 

• Powers of the Commission include: 
o Applying for and receiving moneys from the federal government and from 

this state or any of its agencies or departments. 
o Contracting with any public agency for the performance of services or the 

exchange of employees or services by one to the other. 
o Contracting for the services of and consultation with professional persons 

or organizations, not otherwise available through federal, state and local 
governmental agencies. 

4 
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5. The Environmental Quality Commission (EQC) is a governor-appointed citizen 
panel. 

• The Commission serves as the Department of Environmental Quality’s policy and 
rulemaking board.   

• The Commission consists of five members, appointed by the Governor, subject 
to confirmation by the Senate.2 

• EQC Responsibilities 
o The EQC adopts rules and standards as it considers necessary and 

proper to carry out statutory direction. [ORS 468.020]  
o Most implementing actions are carried out by the Department pursuant to 

statute and implementing rules (i.e. issuance of most permits, approval of 
plans, issuance of civil penalties, etc.).  

• As provided by specific statutes and EQC rules, decisions of the 
DEQ Director may be appealed to the EQC pursuant to the 
provisions of the Administrative Procedures Ace (ORS Chapter 
183) for contested cases.  

• In selected instances, statutes specify that the Commission, rather 
than the Department, is the administrative decision-maker (i.e. 
issuance of a license for a hazardous waste disposal site). 

 

                                                 
2 As provided in ORS 171.562 and 171.565. [ORS 468.010(1)].   
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6.   Legislation is pending in Minnesota to create an exchange as a public, 501(c)(3) 

not-for-profit.   

• The Minnesota Health Insurance Exchange shall be formed as a nonprofit 
corporation under chapter 317A and section 501(c) of the Internal Revenue 
Code.3 

• The entity is statutorily chartered but not an agency of state government. 

• Exchange functions: the exchange may serve as a coordinating entity for 
enrollment and collection and transfer of premium payments for health plans sold 
to individuals through the exchange 

• Exchange powers:  
o Contract with insurance producers licensed in accident and health insurance 

under chapter 60K and vendors to perform one or more of the functions of the 
exchange.  

o Contract with employers to collect premiums for small employer plans and for 
individual market health plans purchased through a Section 125 Plan. 

o Establish and assess fees on health plan premiums of small employer plans 
and individual market health plans to fund the cost of administering the 
exchange. 

o Seek and directly receive grant funding from government agencies or private 
philanthropic organizations to defray the costs of operating the exchange. 

o Establish and administer rules and procedures governing the operations of 
the exchange. 

o Establish one or more service centers within Minnesota. 
o Sue or be sued or otherwise take any necessary or proper legal action. 
o Establish bank accounts and borrow money. 
o Enter into agreements with the commissioners of commerce, health, human 

services, revenue, employment and economic development, and other state 
agencies as necessary for the exchange to implement its functions. 

• The board is made up of 11 members. 

• Initial membership includes:  
o The commissioner of commerce 
o The commissioner of human services 
o The commissioner of health 
o Eight public members with knowledge and experience related to health 

insurance and health insurance markets, appointed to serve three-year terms 
expiring June 30, 2011. 
 Two members appointed by the Subcommittee on Committees of the 

Committee on Rules and Administration of the senate 
 Two members appointed by the speaker of the house of representatives 
 Four members appointed by the governor 

                                                 
3 Sec. 14. [62U.02] Minnesota Health Insurance Exchange. Article 4 Sec. 14. 42 Subd (2). 
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• Ongoing membership (as of July 1, 2011) includes:  
o The commissioner of commerce 
o The commissioner of human services 
o The commissioner of health 
o Two public members appointed to serve two-year terms  

 One member appointed by the Subcommittee on Committees of the 
Committee on Rules and Administration of the senate 

 One member appointed by the speaker of the house of representatives 
o Four public members elected by the membership of the exchange (two will 

serve a two year term, two will serve a three year term)  

• Elected members may serve more than one term.  

• At least one of the elected members must represent a small employer, and at 
least one member will be a person who purchases an individual market health 
plan through the exchange. 
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POSSIBLE FINANCING MECHANISMS FOR THE EXCHANGE 
 
GOALS/PRINCIPLES 
Funding source(s) should: 

1. Provide stable, sustainable, and adequate funding for Exchange’s work. 
2. Be broad-based and minimize impact on any single payer. 
3. Not act as a disincentive for carriers, consumers, or employer groups to participate in 

Exchange. 
4. Payer should benefit from the services. 

 
OPTIONS 

1. Incorporate in the administrative component of premium for coverage through the 
Exchange. 

2. Institute a carrier fee (could be individual market covered lives only, on individual and 
group lives or on all insurers and reinsurers). 

3. Direct state funding (General Fund).  
4. Direct state funding (include in overall cost of reform, i.e. funding could be from a 

payroll tax or health services transaction tax). 
5. Combination of state General Fund and (1) or (2) above. 

 
PROS AND CONS 
1. Incorporate in the administrative component of premium for Exchange-based coverage 

Pros Those pay the fee directly benefit from the services  
Gives incentive for Exchange to have an efficient administrative structure 

 Cons While the medical components of the rates in and outside the exchange, the 
administrative load inside may be more than it would be outside the Exchange, 
thus making the Exchange products more costly. 
Less broad-based; burden falls primarily on the insurers, groups, and consumers 
that participate in the Exchange. 

 
2. Institute a carrier fee on covered lives 

Pros Spreads the cost most broadly. 
Cons Those not using the Exchange still have to pay the fee. 

 
3. Direct state general fund contribution 

Pros  Some of the functions of the Exchange (e.g. administration of subsidies) are the 
responsibility of the State; general fund contributions would seem most logical for 
these functions. 

 Very broad based source of funding. 
 There is no disincentive for carriers, consumers, or employer groups to participate 

in the Exchange. 
Cons  Potentially a less stable financing source, subject to biennial budget allocation 

changes. 
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4. Direct state contribution from overall reform financing (e.g. payroll or health services 
transaction tax) 
Pros  Will have all the qualities of the overall financing mechanism, including being 

broad based, equitable, and sustainable. 
 No disincentive for carriers, consumers, or employer groups to participate in the 

Exchange. 
Cons   Funding source is less transparent since not broken out of overall financing 

mechanism. 
 
Note: It may be necessary to fund the start-up of the Exchange through a different mechanism 
than is used to finance its on-going operations. 

 
 

Possible Financing Mechanisms Based on Function of the Exchange 
 

 Include in 
Admin. Rates 

Fee on All 
Covered Lives 

Direct State 
Funding 

 
Tier 1 Functions 

Information, customer service, and 
enrollment X X  

Administration of state premium 
contributions   X 

Aggregate premiums from multiple 
sources X X  

Administer Section 125 plans X  X 
Implement risk adjustment mechanism  X X 
Train agents and brokers on Exchange  X X 

 
Tier 2 Functions 

Establish standardized or comparable 
benefits  X X X 

Establish performance benchmarks X X X 
Contract for services X X X 
Establish agent/broker role in 
distribution and marketing X X  

 
Tier 3 Functions 

Solicit bids X X X 
Negotiate prices X X X 
Select carriers X X X 
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Health Insurance Exchange Options 

 

ISSUE ONE: Who Uses the Exchange? 

Categories of participants that could benefit by using an exchange: 
 
A. Individuals receiving state premium contributions (income between 150-300% FPL) 

B. Individuals receiving tax credits for premium purchase (income between 300-400% FPL)  

C. Individuals not eligible for employer’s ESI, but who can use Sect. 125 plan (income above 400% FPL) 

D. Individuals working for non-offering employer, who use Section 125 plan (income above 400% FPL) 

E. Self-employed or non-employed individuals with income above 400% FPL  

F. Employees of small employer groups  

G. Employees of medium and large employer groups  

 

Categories A, B and C are the core of an insurance exchange.  

Category D individuals (working for non-offering employers) work for the smallest employers and are 
most likely to be eligible for state premium assistance or tax credits.  The exchange will provide continuity 
of coverage and care as people move in and out of eligibility for premium assistance or tax credits.   

Category E (self-employed or non-employed individuals with income above 400% FPL), could be treated 
in one of three ways: 

1. Include them in the exchange (all individual coverage provided through the exchange) 

2. Allow option of participating in the exchange or purchasing coverage outside the exchange (dual 
market with a “permeable wall”) 

3. Do not allow them to participate in the exchange (dual market with an “impermeable wall”) 

 

Category F (small employers groups) is the population that could benefit the most from an exchange.  
Consumers could benefit from increased choice, reduced costs, and improved delivery system and 
insurance administration quality. Employers could see reduced administrative costs. The options for small 
employer groups are:  

1. Include them in the exchange (consolidate the individual and small group markets) 

2. Allow participation in the exchange or purchase outside the exchange (dual small group market with 
a “permeable wall”)  

3. Do not allow participation in the exchange (keep the small group market separate from the 
individual market) 

The biggest concern regarding optional participation by small groups in the exchange (option 2) is 
adverse risk selection, i.e., the possibility that high-risk groups would join the exchange, while low-risk 
groups remain outside the exchange.  This danger with small groups is even greater than with self-pay 
individuals, since small groups are rated on a group basis while individuals are rated on an age-basis.  
Mitigating this risk would be more difficult, since it would require small group and individual rating 
regulations to be consistent.  

In addition, there are different rating pools and rating rules between the small group and individual 
market. If small groups were to be included, there would need to be additional changes such as modifying 
the rating rules (same rate bands in both markets) and combining the two risk pools. 

NOTE: For the Exchange’s Assumptions and Possible Goals, please see the full Exchange Options document.  
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Category G (medium and large employers) can not be required to use the exchange due to ERISA’s pre-
emption of state regulations of health benefits for self-insured employers.  The benefits of an exchange 
are less than for small groups, as most larger groups now offer consumer choice and can more easily 
absorb the cost of administering health benefit plans. Allowing them the option to participate may raise 
the danger of adverse selection in the exchange, depending on the rating regulations in the exchange.   
 
ISSUE TWO: What Could an Exchange do for Oregonians? 

An insurance exchange can play a relatively narrow role with a limited set of functions, to a broader role 
with more functions.  It could provide services from tier 1 only, tiers 1 and 2, or from all three tiers. 
 
1.  Information, Enrollment and Administration  

• Create a central clearinghouse for information about health plan and insurance product choices 

• Design decision support tools and provide cost, quality and service transparent information 

• Manage open enrollment process with efficient, user-friendly health plan enrollment 

• Establish an eligibility confirmation and state premium contribution administration process 

• Help employers and others to set up and administer Section 125  

• Provide a mechanism to collect and aggregate premium contributions from multiple sources 

• Ensure provision of customer services, (provide and coordinating with brokers and carriers)  

• Administer risk adjustment mechanism to protect insurers who enroll high-risk members 

• Train agents and brokers on exchange functions; connect people with educated agents, brokers 

 
2.  Benchmarking and Standards 

• All of the functions above, plus: 

• Establish standardized or comparable benefits offered by carriers to clarify and simplify the 
consumer choice process and minimize risk selection 

• Establish performance benchmarks for carriers, including network adequacy, benefit design, price 
and quality outcomes  

• Allow contracting for full packages of products and services from the carriers, or contracting 
separately for benefits or services that might better achieve benchmark performance 

• Establish agent and broker role in distribution and marketing of plans offered in the exchange.  

All carriers that meet the benchmark standards would contract with the exchange to offer coverage 
through the exchange. 
Note: this category should be viewed as a continuum, depending on how performance benchmarks 
are set.  If the standards were set relatively low, there would be more carriers participating, and the 
exchange would be operating similar to tier 1.  If the standards were set relatively high, however, 
there would be fewer carriers, and this would begin to look more like tier 3, described below.  

 

3.  Rate Negotiation and Selective Contracting  

• All of the functions above, plus: 

• Solicit bids or price proposals. 

• Negotiate prices and/or discounts with carriers. 

• Select which carriers would participate in the exchange. 

NOTE: For the Exchange’s Assumptions and Possible Goals, please see the full Exchange Options document.  
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Health Insurance Exchange Options 

 
The following is a list of possible goals for a health insurance exchange: 
 
• Help Consumers Shop for Insurance:  by providing consumers with clear and comparable 

information regarding carriers, provider networks and benefit plan options available to them. 

• Make it Easy for Consumers to Enroll:  by providing an efficient and user-friendly mechanism for 
enrollment in health plans. 

• Help Consumers and Insurers with Payment Processing:  by providing a mechanism to collect 
and aggregate premium contributions from multiple sources, including administration of subsidies. 

• Help Consumers by Offering Customer Service:  by providing information, support, advocacy and 
referral for problems regarding benefit interpretation, claims payment decisions, etc. 

• Encourage Carriers to Participate in the Exchange:  by streamlining the marketing and enrollment 
functions, and by protecting carriers from adverse risk selection via risk adjustment or reinsurance 
mechanisms. 

• Make it Easy for Consumers to Compare Options:  by standardizing or categorizing benefit plans 
offered by carriers. 

• Offer Choice to Consumers:  by ensuring that consumers have a choice of multiple carriers, 
providers and delivery systems. 

• Lower Costs and Improve Quality for Consumers by Encouraging Innovation and 
Improvements in the Quality and Efficiency of the Delivery System:  for example, by establishing 
standards for carrier participation, evaluating carriers and their provider networks, encouraging 
innovations in provider payment, encouraging healthy competition based on quality and efficiency  

• Lower Costs and Improve Quality for Consumers by Encouraging Innovation and 
Improvements in Insurance Administration:  for example, through incentives for efficient 
administration and effective customer service. 

• Maximize benefit of government contributions to low-income people:  by ensuring that taxpayer 
dollars are deployed to obtain the best value.  

• Minimize the disruption for current (mostly self-pay) consumers in the individual market. 

• Encourage participation of carriers in the individual market generally, regardless of the presence 
and role of an exchange. 

• Make it easy for consumers to move between subsidized and non-subsidized individual coverage, as 
well as between individual and small group coverage, i.e., “seamlessness”. 

• Facilitate the task of managing risk selection to avoid an adverse risk spiral in any market segment.  
 

 1



DISCUSSION DRAFT – Subject to Change 
3/10/08 

Assumptions: In the discussion below of the key issues related to the design of an insurance exchange, 
the following reform elements are assumed: 

• Reforms to the individual market, including, guaranteed issue, elimination of the current high risk 
pool, and a new mechanism to address the costs for high-risk persons 

• A requirement for all Oregonians to have health insurance 

• A government premium contribution for low income people (150-300% FPL) to partially cover the 
cost of coverage, and tax credits for low-middle income people (300-400% FPL).   

• A requirement that all employers offer a Sec. 125 plan for employees so that employees can 
receive the exemption from taxable income for health insurance premium payments. 
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Issue 1:  Who may or must purchase through the exchange?

Categories of participants that could benefit by using an exchange: 
 
A. Individuals receiving state premium contributions (income between 150-300% FPL) 

B. Individuals receiving tax credits for premium purchase (income between 300-400% FPL)  

C. Individuals not eligible for employer’s ESI, but who can use Sect. 125 plan (income above 400% FPL) 

D. Individuals working for non-offering employer, who use Section 125 plan (income above 400% FPL) 

E. Self-employed or non-employed individuals with income above 400% FPL  

F. Employees of small employer groups  

G. Employees of medium and large employer groups  

 
Impact of Increasing the Size of the Exchange 

The goals of Consumer Shopping, Enrollment, Payment Processing, and Customer Service would 
be met for everyone participating in the exchange.  Increasing the size of the exchange (i.e., including 
more categories) would simply offer these services to more people.   

Other advantages and disadvantages of increasing the size of the exchange include: 

o A larger pool would spread any fixed administrative costs over a larger base, thereby reducing the 
cost for each participant.  This benefit is significant as the pool expands to a certain level [up to 
100,000?], but the incremental benefit is small as the pool grows even larger.  

o A larger pool would spread the risk more broadly, provide more stability for the pool over time, and 
potentially lessen the danger of an adverse risk spiral.  As with spreading fixed administrative costs, 
the benefit of this is significant up to a certain level [up to 100,000?], but the incremental benefit is 
small as the pool grows even larger. 

o If the goals of Lowering Costs and Improving Quality are considered important, a larger exchange 
could have more influence in the market – especially if the exchange worked closely with other large 
public and private purchasers.  (This would also depend on the role that the exchange chooses, 
especially if it set high performance benchmarks for carrier participation in the exchange, i.e., the 
“upper” end of Tier 2 functions). 

 

Including additional categories of people raises issues, however, that may offset the general advantages 
of increasing size.  The pros and cons of including each category are described below. 

Categories A, B and C are the core of an insurance exchange.  Most of these people are currently 
uninsured; the exchange would offer services to help them purchase coverage. If the exchange operates 
at level 2 or 3, this would help to meet the goal of maximizing the value of government contributions 
(including premium contributions, tax credits and taxable income exclusions). 

Individuals in Category D (those who work for a non-offering employer) tend to work for so-called “micro-
employers” with only a few employees. One reason to require all such employees to enter the exchange 
is that this is a category of employees that tend to move between subsidized and unsubsidized coverage.  
Approximately 70% of individuals employed by non-offering employers are subsidy eligible.  Of the 
remaining 30%, some will be eligible for a tax credit; the rest fit into Category D.  Requiring that such 
individuals access coverage through the exchange would ensure continuity of coverage and care for them 
as they move in and out of subsidy eligibility. Allowing employer choice regarding use of the Exchange 
would be akin to allowing individual choice for 125 users, as these employees work for the smallest firms.   

 

 3



DISCUSSION DRAFT – Subject to Change 
3/10/08 

For Category E (self-employed or non-employed individuals with income above 400% FPL), there are 
three options: 

1. Include them in the exchange (thereby consolidating the individual market) 

2. Allowing participation in the exchange or purchase outside the exchange (thereby creating a 
dual market with a “permeable wall”) 

3. Do not allow them to participate in the exchange (thereby creating a dual market with an 
“impermeable wall”) 

 

Summary of 
Options for 
Category E – self-
employed & non-
employed above 
400% FPL 

Pros Cons 

1.  Include in 
exchange 
(consolidated 
market) 

Avoids adverse selection spiral in the 
exchange 

Seamlessness – easier to move 
between subsidized and unsubsidized 
coverage without changing carrier 

Increases access to exchange 
services 

 
Increases population to spread 
exchange’s fixed administrative costs 
 
Larger population improves 
exchange’s ability to make overall 
market change (esp. working with 
other purchasers such as PEBB) 

May be more disruptive to individuals 
if their current carrier is not in the 
exchange 

Increases pressure on exchange to 
offer superior service, products (could 
be seen as a pro) 

 

2.  Optional 
participation (dual 
market with 
“permeable wall”) 

Allows the exchange to prove its 
value as consumers “vote with their 
feet” 

Less disruptive - allows individuals to 
stay with their current carrier 

Increases access to exchange 
services 
 

Increases population to spread 
exchange’s fixed administrative costs 

Danger of adverse risk selection 
unless regulatory and administrative 
steps are taken 

 

3.  Non-
participation (dual 
market with 
“impermeable 
wall”) 

Avoids adverse selection spiral in the 
exchange 

Less disruptive -- allows individuals to 
stay with their current carrier 

Less seamlessness – people moving 
between subsidized and unsubsidized 
coverage may have to change 
carriers 
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The biggest concern regarding optional participation in the exchange (option 2) is adverse risk 
selection, i.e., the possibility that high-risk individuals would join the exchange, while low-risk individuals 
remain outside the exchange.  This would lead to an adverse selection spiral within the exchange; 
historically, this has occurred frequently with exchanges in other states. 

The problem of risk selection can be mitigated – at least to some degree – by the following: 

o Application of the same insurance regulations (e.g., guaranteed issue, rating, benefit design, etc.) 
inside and outside the exchange.  [Note: the rating methodology would need to be the same, but 
the rates themselves would not have to be identical, e.g., there might be different administrative 
loading factors inside and outside of the exchange.] 

o Use of a risk adjustment mechanism between the two segments (within the exchange vs. outside 
of the exchange) 

The consensus of insurance experts is that these steps would reduce the danger of adverse risk 
selection, but it would require significant regulatory and administrative efforts to accomplish this. 

 

Including all individuals in the exchange (option 1) would eliminate the danger of adverse risk selection.  It 
would also simplify the entrance process for consumers (“one door”), reduce carriers’ administrative 
costs, and increase “seamlessness” i.e., people who shift from subsidized to unsubsidized would not 
have to change carriers.  

The disadvantages of requiring all individuals to use the exchange include: 

• If the exchange assumes Tier 2 or 3 functions, some insurers might not be able to meet the 
standards or would choose to exit the market.  To the extent this occurred, it would be more 
disruptive for current enrollees who might have to switch to a different insurer.  

• While insurers’ administrative costs may decline, the cost of administering the exchange would 
likely offset that reduction to some degree. 

 

Creating a dual market with an “impermeable wall” (option 3) also eliminates the danger of adverse risk 
selection.  It would also minimize disruption for currently insured self-pay individuals, since they could 
stay with their current carrier.  The major disadvantage of this option is that it might reduce 
“seamlessness”.  As people move between unsubsidized and subsidized coverage, they would move in 
and out of the exchange, which might require them to change carriers. 

 

Other considerations: 

• Self- and non-employed individuals would not benefit as greatly from the administrative 
efficiencies and choice of insurers provided by the exchange as others would, such as small 
employer groups.   

• If there is no alternative to using the exchange, it will be necessary for the exchange to offer 
superior service in order to minimize the complaints that are likely to accompany this scenario. 
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In many ways, Category F (small employers groups) could benefit the most from an exchange: 

• It would offer choice to consumers, most of whom do not have a choice of carrier in their 
current small group coverage.   This might have a secondary effect on lowering costs and 
improving quality in the delivery system and insurance administration. 

• It would reduce employers’ administrative costs by delegating the benefits administration and 
enrollment functions to the exchange.  

 

For Category F there are three options: 

1. Include them in the exchange (consolidate the individual and small group markets)   

2. Allow participation in the exchange or purchase outside the exchange (dual small group market with 
a “permeable wall”) 

3. Do not allow participation in the exchange (keep the small group market separate from the 
individual market) 

 

Summary of Options 
for Category F – 
Small employers and 
their employees 

Pros Cons 

1.  Include in 
exchange (combine 
individual and small 
group markets) 

Avoids adverse selection spiral 
in the exchange 

Seamlessness – easier to move 
between individual and small 
group coverage without 
changing carrier 

Simplifies enrollment process 

Potential for “rate shock” for older 
persons. 

May be more disruptive to individuals 
if their current carrier is not in the 
exchange 

Increases pressure on exchange to 
offer superior service, products 
(could be seen as a pro) 

Could require alignment of rating 
rules between individual and small 
group markets; combination of 
individual and small group market 
risk pools 

2.  Optional 
participation (dual 
market with 
“permeable wall”) 

Possibly increased choice Significant danger of adverse risk 
selection in the exchange  

Could require alignment of rating 
rules between individual and small 
group markets; combination of 
individual and small group market 
risk pools 

3.  Non-participation 
(small group market 
separate from 
individual market) 

Avoids adverse selection spiral 
in the exchange 

Avoids possibility of “rate 
shock” 

Would not let small employers and 
employees get exchange’s benefits: 
• Consumer choice 
• Lower employer administrative 

costs 

Less seamlessness – people moving 
between individual & group coverage 
may have to change carriers 
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The biggest concern regarding optional participation by small groups in the exchange (option 2) is 
adverse risk selection, i.e., the possibility that high-risk groups would join the exchange, while low-risk 
groups remain outside the exchange.  This danger with small groups is even greater than with self-pay 
individuals, since small groups are rated on a group basis while individuals are rated on an age-basis.  
Mitigating this risk would be more difficult, since it would require small group and individual rating 
regulations to be consistent. 

 

Including all small groups in the exchange (option 1) would eliminate the danger of adverse risk selection.  
It would also simplify the entrance process for consumers (“one door”), reduce carriers’ administrative 
costs, and increase “seamlessness” i.e., people who shift between individual and group coverage would 
not have to change carriers.  

The disadvantages of requiring all small groups to use the exchange include: 

• Depending on the rating regulations, some people might experience significant changes in their 
rates.  For example, the current rate for a 60 year old small group employee is based on the 
group demographics, and the rate might be quite affordable if the other employees are in younger 
age categories.  If individual age-rating rules apply in the exchange, however, this person might 
be subjected to a dramatic rate increase.  

• If the exchange assumes Tier 2 or 3 functions, some insurers might not be able to meet the 
standards or would choose to exit the market.  To the extent this occurred, it would be more 
disruptive for current enrollees who might have to switch to a different insurer.  

• While insurers’ administrative costs may decline, the cost of administering the exchange would 
likely offset that reduction to some degree. 

 

Maintaining a separate market for small groups (option 3) also eliminates the danger of adverse risk 
selection.  It would also avoid the potential for “rate shock” for currently insured employees.  The major 
disadvantages of this option are: 

• It would not allow the small employers and their employees to get the benefits of an exchange, 
i.e., consumer choice and reduced employer administrative costs.   

• It would not achieve “seamlessness”.  As people move between individual and group coverage, 
they would move in and out of the exchange, which might require them to change carriers, 
purchase different benefits, and pay different rates. 

 

 

Other considerations: 

• An additional issue is the different rating pools and rating rules between the small group and 
individual market. If small groups were to be included, there would need to be additional changes 
such as modifying the rating rules (same rate bands in both markets) and combining the two risk 
pools. 

• If there is no alternative to using the exchange, it will be necessary for the exchange to offer 
superior service in order to minimize the complaints that are likely to accompany this scenario. 

 

 

For Category G (medium-sized and large employers), the option of requiring them to use the exchange is 
not possible due to the ERISA pre-emption of state regulations of health benefits for self-insured 
employers.  The benefits of using the exchange are less than for small groups, since most larger groups 
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already offer consumer choice and can more easily absorb the costs of administering health benefit 
plans.  

 

Allowing them the option to participate might raise the danger of adverse selection in the exchange, 
depending on the rating regulations inside the exchange.   
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Issue 2:  Possible Functions and Roles of an Exchange 

An insurance exchange can play a variety of roles.  The options range from a relatively narrow role, with a 
limited set of functions, to a broader role, with a longer list of functions.  An exchange could provide 
services from tier 1 only, tiers 1 and 2, or from all three tiers. 
 
1.  Information, Enrollment and Administration  

• Create a central clearinghouse for information about health plan and insurance product choices, 
i.e., act as a mechanism to bring together consumers to facilitate the purchase of health coverage 
from a variety of health plans. 

• Design decision support tools and provide transparent information on cost, quality and service to 
support informed consumer choice of health plans. 

• Manage open enrollment process by creating an efficient and user-friendly mechanism for health 
plan enrollment. 

• Establish a process to confirm eligibility and administer government contributions for low-income 
individuals.  

• Assist employers and others (as permitted by law) to set up and administer Section 125 plans to 
allow certain individuals to qualify for tax-exempt health benefits, e.g., employees who work for 
employers not offering health benefits. 

• Provide a mechanism to collect and aggregate premium contributions from multiple sources, e.g., 
for employees who work part-time for multiple employers that do not offer full health benefits. 

• Ensure provision of customer services, e.g., provide (or coordinate with brokers and carriers) to 
provide information, support, advocacy and referral for problems regarding benefit interpretation, 
claims payment, etc.  

• Work with DCBS to train agents and brokers on exchange functions. Brokers and agents will 
continue their current role in the individual and small group markets; facilitate individuals getting 
connected to licensed agents/brokers who know about public programs. 

• Administer mechanisms to protect insurers who enroll high-risk members, e.g., risk adjustment or 
reinsurance. 

 
 
2.  Benchmarking and Standards 

• All of the functions above, plus: 

• Establish standardized or comparable benefits offered by carriers to clarify and simplify the 
consumer choice process and minimize risk selection. 

• Establish performance benchmarks for carriers, including network adequacy, benefit design, price 
and quality outcomes (evidence-based standards, disease management programs, provider 
payment structures, publication of data, useful consumer information) 

• Establish agent and broker role in distribution and marketing of plans offered in the exchange 

• Innovate by contracting for complete packages of products and services from the carriers, or by 
allowing the exchange to contract separately for benefits or services that might better achieve 
benchmark performance 

All carriers that meet the benchmark standards would contract with the exchange to offer coverage 
through the exchange. 

Note: this category should be viewed as a continuum, depending on how the performance 
benchmarks are set.  If the standards were set relatively low, there would be more carriers 
participating, and the exchange would be operating similar to tier 1.  If the standards were set 
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relatively high, however, there would be fewer carriers, and this would begin to look more like tier 3, 
described below.  

 
3.  Rate Negotiation and Selective Contracting  

• All of the functions above, plus: 

• Solicit bids or price proposals. 

• Negotiate prices and/or discounts with carriers. 

• Select which carriers would participate in the exchange. 

 
  
Discussion 
 
What are the pros and cons of having the exchange exercise a broader range of functions?   

If the goals of Lowering Costs and Improving Quality are considered important, some would argue that 
a broader role for the exchange would help to achieve them.  This depends, however, on what one 
believes about which approach is most effective.   

• Some believe that a “consumer-driven” approach is sufficient; consumers who are price-
sensitive and have access to transparent information on cost and quality (level 1) will choose 
the carriers (and their affiliated provider networks) that offer the best value.   

• Others believe that consumers acting alone cannot move the market and that an “agent” 
(e.g., a large employer, public purchaser, or an exchange) is needed to establish benchmarks 
and comparable benefit packages (level 2).  In this model, consumers make choices among 
carriers (and their affiliated provider networks) in a more structured market.  (Note: this would 
be strengthened by a “defined contribution”-type formula for subsidized individuals, rather 
than the “percent of premium” arrangement under the current FHIAP program.)   

• Finally, some believe that the competitive model (implicit in both of the above approaches) is 
not effective due to the special nature of the health care market.  As a result, it would be 
necessary for the exchange to negotiate rates and selectively contract with carriers (level 3). 

Note: the preceding discussion also applies to the goal of Maximizing the Value of Government 
Contributions for Low-Income People, with an additional factor.  Those receiving government 
contributions would be somewhat less price-sensitive, so the likelihood of achieving consumer-driven 
value (in level 1) would be less.  For this population, it would probably require the use of level 2 or 3 
strategies. 

Other implications of a broader role for the exchange: 

• Carrier Participation would be encouraged due to streamlined marketing/enrollment and risk 
adjustment functions, but it might be discouraged if the administrative costs were too high, if 
purchasing standards (in level 2) were considered too stringent, or if rate negotiation (in level 
3) led to rates that were considered too low.  This would have a corresponding effect on 
Consumer Choice. 

• Many of the information, enrollment and administration services are currently provided by 
insurance brokers and agents.  If we develop an exchange, it will be important to determine 
an appropriate role, appointment process and payment structure for brokers and agents.  If 
the exchange operates at level 1, it would probably make sense for brokers and agents to 
continue their current role in the individual and small group markets.  If, however, the 
exchange operates at level 2 (Benchmarking & Standards) or level 3 (Rate Negotiation and 
Selective Contracting) it may be appropriate for brokers to be certified by the exchange and 
appointed jointly by the exchange and the carriers.  The exchange might also want to use a 
broker payment structure based on something other than a percentage of premiums.  

 10
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Health Insurance Exchange Options: Who Uses the Exchange? 

 

Categories of participants that could benefit by using an exchange: 
 
A. Individuals receiving state premium contributions (income between 150-300% FPL) 

B. Individuals receiving tax credits for premium purchase (income between 300-400% FPL)  

C. Individuals not eligible for employer’s ESI, but who can use Sect. 125 plan (income above 400% FPL) 

D. Individuals working for non-offering employer, who use Section 125 plan (income above 400% FPL) 

E. Self-employed or non-employed individuals with income above 400% FPL  

F. Employees of small employer groups  

G. Employees of medium and large employer groups  

 

Categories A, B and C are the core of an insurance exchange.  Most of these people are currently 
uninsured; the exchange would offer services to help them purchase coverage. If the exchange operates 
at level 2 or 3, this would help to meet the goal of maximizing the value of government contributions 
(including premium contributions, tax credits and taxable income exclusions). 

Category D individuals (employed persons working for a non-offering employer) tend to work for so-called 
“micro-employers” with only a few employees. One reason to require all such employees to enter the 
exchange is that this is a category of employees that tend to move between subsidized and unsubsidized 
coverage.  Approximately 70% of individuals employed by non-offering employers are subsidy eligible.  Of 
the remaining 30%, some will be eligible for a tax credit; the rest fit into Category D.  Requiring that such 
individuals access coverage through the exchange would ensure continuity of coverage and care for them 
as they move in and out of subsidy eligibility. Allowing employer choice regarding use of the Exchange 
would be akin to allowing individual choice for 125 users, as these employees work for the smallest firms.   

Category E (self-employed or non-employed with income above 400% FPL), could be treated in 3 ways: 

1. Include them in the exchange (single individual market based on exchange) 

Pros:  Avoids adverse selection spiral in the exchange 
Seamlessness – easier to move between subsidized and unsubsidized coverage without 
changing carrier 
Access to exchange services 
Increases population to spread exchange’s fixed administrative costs 
Larger population improves exchange’s ability to make overall market change (esp. working 
with other purchasers such as PEBB) 

 Cons:  May be more disruptive to individuals if their current carrier is not in the exchange 
 Increases pressure on exchange to offer superior service, products (could be seen as a pro) 

2. Allow participation in the exchange or purchase outside (dual market with a “permeable wall”) 

Pros:  Allows the exchange to prove its value as consumers “vote with their feet” 
Less disruptive - allows individuals to stay with their current carrier 
Access to exchange services 

 Increases population to spread exchange’s fixed administrative costs 

Cons:  Danger of adverse risk selection unless regulatory, administrative steps are taken (such 
steps could restrict market offerings inside exchange) 

 
3. Do not allow participation in the exchange (dual market with an “impermeable wall”) 

Pros:  Avoids adverse selection spiral in the exchange 
 Less disruptive -- allows individuals to stay with their current carrier 

For the Assumptions and Possible Goals for an Exchange, please see the full document.  
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Cons:  Less seamlessness – people moving between subsidized and unsubsidized coverage may 
have to change carriers 

 Less efficient use of exchange infrastructure, fewer people access exchange’s services 
 

In many ways, Category E (small employers groups) could benefit the most from an exchange: 

• It would offer choice to consumers, most of whom do not have a choice of carrier in their 
current small group coverage.   This might have a secondary effect on lowering costs and 
improving quality in the delivery system and insurance administration. 

• It would reduce employers’ administrative costs by delegating the benefits administration and 
enrollment functions to the exchange.  

 

For Category F there are three options: 

1. Include them in the exchange (consolidate the individual and small group markets) 

 Pros: Avoids adverse selection spiral in the exchange 
 Seamlessness – easier to move between individual and small group coverage without 

changing carrier 
 Simplifies enrollment process  

Cons:  Potential for “rate shock” for older persons. 
  May be more disruptive to individuals if their current carrier is not in the exchange 
 Increases pressure on exchange to offer superior service, products (could be seen as a pro) 

2. Allow participation in an exchange or purchase outside (dual small group market with a “permeable 
wall”) 

Pros: Possibly increased choice  
Cons:  Significant danger of adverse risk selection in the exchange 
 

3. Do not allow participation in the exchange (keep the small group market separate from the 
individual market) 

Pros: Avoids adverse selection spiral in the exchange 
 Avoids possibility of “rate shock” 

Cons:  Would not allow small employers and employees to access exchange’s benefits (consumer 
choice and lower employer administrative costs) 

 Less seamlessness – people moving between individual and group coverage may have to 
change carriers 

The biggest concern regarding optional participation by small groups in the exchange (option 2) is 
adverse risk selection, i.e., the possibility that high-risk groups would join the exchange, while low-risk 
groups remain outside the exchange.  This danger with small groups is even greater than with self-pay 
individuals, since small groups are rated on a group basis while individuals are rated on an age-basis.  
Mitigating this risk would be more difficult, since it would require small group and individual rating 
regulations to be consistent. In addition, the small group and individual market have different rating pools 
and rating rules. If small groups were to be included, there would need to be additional changes such as 
modifying the rating rules (same rate bands in both markets) and combining the two risk pools. 

For Category G (medium and large employers), the option of requiring them to use the exchange is not 
possible due to the ERISA pre-emption of state regulations of health benefits for self-insured employers.  
The benefits of using the exchange are less than for small groups, as most larger groups already offer 
consumer choice and can more easily absorb the costs of administering health benefit plans. In addition, 
allowing them the option to participate could raise the danger of adverse selection in the exchange, 
depending on the rating regulations inside the exchange.   

For the Assumptions and Possible Goals for an Exchange, please see the full document.  
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Possible Functions and Roles of an Exchange 

 

An insurance exchange can play a variety of roles.  The options range from a relatively narrow role, with a 
limited set of functions, to a broader role, with a longer list of functions.  An exchange could provide 
services from tier 1 only, tiers 1 and 2, or from all three tiers. 
 
1.  Information, Enrollment and Administration  

• Create a central clearinghouse for information about health plan and insurance product choices, 
i.e., act as a mechanism to bring together consumers to facilitate the purchase of health coverage 
from a variety of health plans. 

• Design decision support tools and provide transparent information on cost, quality and service to 
support informed consumer choice of health plans. 

• Manage open enrollment process by creating an efficient and user-friendly mechanism for health 
plan enrollment. 

• Establish a process to confirm eligibility and administer government contributions for low-income 
individuals.  

• Assist employers and others (as permitted by law) to set up and administer Section 125 plans to 
allow certain individuals to qualify for tax-exempt health benefits, e.g., employees who work for 
employers not offering health benefits. 

• Provide a mechanism to collect and aggregate premium contributions from multiple sources, e.g., 
for employees who work part-time for multiple employers that do not offer full health benefits. 

• Ensure provision of customer services, e.g., provide (or coordinate with brokers and carriers) to 
provide information, support, advocacy and referral for problems regarding benefit interpretation, 
claims payment, etc.  

• Train agents and brokers on exchange functions; connect people with agents and brokers 

• Administer mechanisms to protect insurers who enroll high-risk members, e.g., risk adjustment or 
reinsurance 

  
2.  Benchmarking and Standards 

• All of the functions above, plus: 

• Establish standardized or comparable benefits offered by carriers to clarify and simplify the 
consumer choice process and minimize risk selection. 

• Establish performance benchmarks for carriers, including network adequacy, benefit design, price 
and quality outcomes (evidence-based standards, disease management programs, provider 
payment structures, publication of data, useful consumer information). 

• Innovate by contracting for complete packages of products and services from the carriers, or by 
allowing the exchange to contract separately for benefits or services that might better achieve 
benchmark performance. 

• Establish agent and broker role in distribution and marketing of plans offered in the exchange.  

All carriers that meet the benchmark standards would contract with the exchange to offer coverage 
through the exchange. 

Note: this category should be viewed as a continuum, depending on how the performance 
benchmarks are set.  If the standards were set relatively low, there would be more carriers 
participating, and the exchange would be operating similar to tier 1.  If the standards were set 
relatively high, however, there would be fewer carriers, and this would begin to look more like tier 3, 
described below.  

For the Assumptions and Possible Goals for an Exchange, please see the full document.  
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3.  Rate Negotiation and Selective Contracting  

• All of the functions above, plus: 

• Solicit bids or price proposals. 

• Negotiate prices and/or discounts with carriers. 

• Select which carriers would participate in the exchange. 

 
  
Discussion 
 
What are the pros and cons of having the exchange exercise a broader range of functions?   

If the goals of Lowering Costs and Improving Quality are considered important, some would argue that 
a broader role for the exchange would help to achieve them.  This depends, however, on what one 
believes about which approach is most effective.   

• Some believe that a “consumer-driven” approach is sufficient; consumers who are price-
sensitive and have access to transparent information on cost and quality (level 1) will choose 
the carriers (and their affiliated provider networks) that offer the best value.   

• Others believe that consumers acting alone cannot move the market and that an “agent” 
(e.g., a large employer, public purchaser, or an exchange) is needed to establish benchmarks 
and comparable benefit packages (level 2).  In this model, consumers make choices among 
carriers (and their affiliated provider networks) in a more structured market.  (Note: this would 
be strengthened by a “defined contribution”-type formula for subsidized individuals, rather 
than the “percent of premium” arrangement under the current FHIAP program.)   

• Finally, some believe that the competitive model (implicit in both of the above approaches) is 
not effective due to the special nature of the health care market.  As a result, it would be 
necessary for the exchange to negotiate rates and selectively contract with carriers (level 3). 

Note: the preceding discussion also applies to the goal of Maximizing the Value of Government 
Contributions for Low-Income People, with an additional factor.  Those receiving government 
contributions would be somewhat less price-sensitive, so the likelihood of achieving consumer-driven 
value (in level 1) would be less.  For this population, it would probably require the use of level 2 or 3 
strategies. 

Other implications of a broader role for the exchange: 

• Carrier Participation would be encouraged due to streamlined marketing/enrollment and risk 
adjustment functions, but it might be discouraged if the administrative costs were too high, if 
purchasing standards (in level 2) were considered too stringent, or if rate negotiation (in level 
3) led to rates that were considered too low.  This would have a corresponding effect on 
Consumer Choice. 

Many of the information, enrollment and administration services are currently provided by insurance 
brokers and agents.  If we develop an exchange, it will be important to determine an appropriate role, 
appointment process and payment structure for brokers and agents.  If the exchange operates at level 1, 
it would probably make sense for brokers and agents to continue their current role in the individual and 
small group markets.  If, however, the exchange operates at level 2 (Benchmarking & Standards) or level 
3 (Rate Negotiation and Selective Contracting) it may be appropriate for brokers to be certified by the 
exchange and appointed jointly by the exchange and the carriers.  The exchange might also want to use 
a broker payment structure based on something other than a percentage of premiums.  

For the Assumptions and Possible Goals for an Exchange, please see the full document.  
 

2



DRAFT – FOR DISCUSSION ONLY  3/11/08 

EXCHANGE ADMINISTRATION 
 
Should the Exchange be a public entity, a contracted private entity, or a public service nonprofit?   
 
 Public  

Agency 
Public-Private 

Hybrid 
Private 

Organization 
Flexibility in hiring, 
contracting, vendor 
choice 

Low High High  

Start up time and 
costs 

Lower – can utilize 
existing state 
resources for hiring, 
payroll, accounts 
payable, etc 

Medium – can rely on 
some state resources 
but will need to create 
own payroll, accounts 
payable, other 
systems can contract 
with state agencies for 
specific tasks 

High – must create 
own payroll, accounts 
payable and other 
systems 

Speed of purchasing Slower – time-
consuming 
procurement process 

Quicker– limited 
constraints 

Quicker – limited 
constraints 

Accountability and  
transparency 

Very – built into state 
rules 

Dependent on rules 
established, more 
difficult to ensure 

Dependent on rules 
established, more 
difficult to ensure 

Independence Low – responsibility 
to report to 
Legislature, Governor 
and Agency chiefs 
built in 

Medium – governing 
rules may require 
reporting 

High – may not be 
bound by legislative 
or administrative 
reporting 
requirements 

 
Examples 
 

• Oregon Lottery 
o The five-member Oregon Lottery Commission is appointed by the Governor and 

confirmed by the Senate. Commission members serve at the pleasure of the 
Governor and are appointed for terms of four years. 

o Revenues that are not used for prizes are used to fund education, economic 
development, and natural resources defense programs. 

 
• SAIF 

o SAIF Corporation is Oregon’s not-for-profit, state-chartered workers’ 
compensation insurance company. 

o SAIF was created by the people of Oregon through the Oregon state legislature. 
Began in 1914 as a state agency, and in 1980 became the nation's first public 
corporation specializing in workers' compensation insurance. 

o Issues more than 50% of all policies in the state, covering 35% of the workforce. 
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o SAIF's competitiveness helps keeps Oregon's pure premium rates among the 
lowest in the nation; rates have declined or remained steady in every year since 
1990. 

o Administration 
 5-member Board of Directors appointed by the Governor 
 Executive Director of 9-member Executive Council is appointed by the 

Board 
 843 employees 

 
• Massachusetts Commonwealth Connector Authority 

o The Connector operates as an independent public authority under the Department 
of Administration and Finance and is overseen by a separate, appointed Board of 
private and public representatives. 

 Under the health reform law, the legislature established the Connector 
Board to ensure access to high-quality, affordable health insurance. The 
ten member board comprises three appointees of the Attorney General, 
three gubernatorial appointments and four ex officio members.  The 
Executive Director is appointed by the Administration and Finance 
Secretary. 

o It is a quasi-public agency, has latitude in hiring and picking vendors  
 Other aspects can cost more – They had to hire a director of accounting, 

and buy financial reporting systems needed to run the business. 
o The Connector staff is small – about 40-45 people (mostly managers and their 

support staff)  
o Each director level person has one to three people working for them, doing 

research, policy work, regulatory work (not running operations).  
 

 



DRAFT – For Discussion Only 
8/14/2008 

Market Reforms – Straw Plan and Issue Development  

1 

 
In previous discussions, the Exchange Workgroup agreed that market reforms should include: 

• An individual mandate;  
• Guaranteed issue and guaranteed renewability;  
• No pre-existing condition provision; 
• Public subsidies for lower income Oregonians; 
• Establishment of an essential services benefit package that is affordable, accessible, and 

consumer-valued; and 
• Continued DCBS review of the medical loss ratios and administrative costs that make up 

insurance rates to ensure that rates, risk-based capital requirements and margins are 
sufficient, but not excessive.   

 
In addition, in a reformed market carriers should compete based on the efficiency of their 
administration, on delivery system and network adequacy, and on other quality and service 
differences, rather than on a given plan’s ability to get better risk. Based on these assumptions, 
the workgroup identified a number of issues that must be addressed for reforms to be successful.  
What follows is a “straw plan” for discussion and development by the workgroup.  
 

1. Risk Pool 
a. One individual market pool.  

b. No pre-enrollment medical screening to determine rates or insurability or to create a 
separate high-risk pool. (Post-enrollment, insurer may be allowed to conduct health 
risk appraisal for management purposes.) 

 
2. Risk Management Options   

a. Utilize risk adjustment mechanism to shift revenue between carriers based on the risk 
enrolled in each plan.  Carriers that enroll high risk individuals receive more revenue; 
those with lower risk individuals receive less.  

b. Assess options for risk adjustment (prospective, retrospective), recognizing that it 
may be affected by existence of a voluntary Exchange. 

c. Recognizing that the state of the art in risk adjustment continues to evolve, a 
mechanism will be established to ensure the methodology established for risk 
adjustment is routinely reviewed and modified to ensure its ongoing value and 
efficacy. Application of the risk adjuster will be done by qualified and independent 
personnel and outside experts as needed. 
 

3. Financing Mechanism for High Risk Enrollees 
a. The costs of the high risk and portability pools need to considered in the total risk 

pool but  how those costs should be spread needs further study and a transition plan 
may need to be considered. Part of the challenge is capturing the annual $80 million 
currently collected to support OMIP. 

b. The current OMIP population may be initially held apart from the individual market, 
and transitioned into the general individual market over time.  This may be a 
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financing separation or an actual separation of pools. Holding the OMIP enrollees 
apart would require additional premium assistance for current OMIP enrollees, so that 
their premiums are the same as those in the individual market (to limit OMIP 
enrollees’ incentive to leave OMIP for the regular market).  

c. Consider impact of introducing the current portability pool into the main individual 
market pool, as people in portability coverage are on average higher risk than the 
individual market.   

 

4. Benefit Design  
a. The Benefits Committee will define an essential services benefit that meets the 

individual mandate.   

b. Carriers will file plans with DCBS to show that they meet or exceed the essential 
services benefit.  

c. All products with benefits equal to or greater than essential services benefit must be 
offered on guaranteed issue basis. 

d. Supplemental plans or disease-specific plans may or may not be subject to guaranteed 
issue.  (Need more information on supplemental plans not considered health 
insurance under state code.) 

e. Carriers will offer a plan equal to the essential services benefit defined by the 
Benefits Committee, and may offer plans that are “buy ups” from the basic benefit.  
To limit adverse selection to insurers based on plan offerings, pricing for higher 
benefit plans will be set to make these plans actuarially equivalent to the benchmark 
plan.   

f. Once an essential services benefit is established, consider establishing (3-5) 
standardized benefit tiers.  The first tier includes the essential services benefit defined 
in d, with additional tiers that are actuarially defined so that a benefit plan in level one 
is actuarially 60% of a plan in level three. Determining the appropriate number of 
tiers will depend on the richness of the essential services benefit.  

g. The young adults (20-25) should not be considered differently, unless the cost of the 
basic benefit plan required and the initial enrollment of this population is low.  

h. The Exchange could consider becoming more prescriptive with benefit plans if risk 
adjustment alone does not do enough to control risk selection.   

 
5. Plan Enrollment Period 

a. Individuals sign up and may change carriers or benefit plans only during annual open 
enrollment period (as is done in Medicare Advantage).  Want to limit individual’s 
attempts to game system by rapid switching between plans and in/out of insurance. 

b. Assumes there is an effective way to get all or most Oregonians enrolled.  
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c. An individual enrolling from a period of non-coverage (choosing to not enroll when 
eligible) can only enroll during the next open enrollment period, and only into the 
essential services benefit plan until the next open enrollment. 

d. An appeals and enrollment-period exceptions process will be developed to recognize 
situations in which an individual has a reasonable claim to enter the individual market 
or switch carriers outside of the open enrollment period.  Similar to group market 
change of life event provisions. 

e. Will develop rules regarding mandate responsibility for minors and others considered 
dependents.   

f. Insurers are regulated to ensure their compliance with annual open enrollment period.   

g. Work Group will work with Eligibility and Enrollment Committee regarding 
residency requirements for state premium participation.   

 

6. Transition Period Efforts 

a. Need work during transition period (moving from existing market to new), assuring 
fair and equitable movement with costs absorbed in a way that does not hurt the 
success of an individual pool. 

 
7. Group Market and Groups of One 

a. In absence of regulatory changes that align benefits and mandates in individual and 
group markets, do not change how groups of one are treated.  As currently, groups of 
one will be eligible for the individual market and not group.  Currently the individual 
market does not include the coverage mandates now required in the group market.  If 
groups of one are allowed, sicker self-employed people will enter group market for 
the richer coverage, while healthier self-employed people will go into the individual 
market to get better rates.  

b. In this discussion, “group of one” is a self-employed individual with no employees, 
not a employee group in which only one employee takes up employer-offered 
insurance.  

c. Further discussion maybe required regarding differences between group and 
individual markets once the benefits are established. 

 
8. Rating  

a. The medical component of rates in the individual market will be based on each 
carrier’s experience for all individual market enrollees, whether inside or outside the 
exchange. 

b. Use statute or regulation to increase transparency in administrative and medical cost 
components of rates.   

c. Start with a natural rate band based on actual experience of the overall individual 
market (between 5 or 6, estimated at 5.7 currently).  Reevaluate after several years, 
retaining the possibility of lowering the rate band over time. 
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d. Continue to use age to determined rates.  Do not use gender or health status.   

e. Standardize use of age bands. All carriers (within and outside the exchange) will use 
consistent (5 year) age bands for rating for enrollees over age 19.   

f. There will be one rate band for enrollees age 19 and under. This band must comply 
with the natural rate band spread   

g. Keep small group market as it is regarding rating (rather than change it to match the 
individual market). Evaluate for impact over time; allow policy change if small 
groups are enrolled in exchange and/or disruption is found.  

h. Due to the cost and difficulty of administering such rate adjustments, do not require 
carriers to utilize premium discounts for “healthy behaviors” (not smoking, 
enrollment in wellness programs). Allow the market to encourage healthy behaviors 
through means other than rating.  

i. Monitor for selection issues, include in DCBS review.   

j. Allow geography-based rating.  Evaluate the impact of this course over time and 
make adjustments to policy if necessary.   

 
9. Limiting Disruption for Current Individual Market Enrollees 

a. The penalty for non-coverage must be high enough to encourage current enrollees to 
retain their coverage.  

b. Many current enrollees will see some increase in rates.  

c. Assess how to reduce impact on low income enrollees; do we allow these individuals 
into the subsidy program? 

d. Utilize a phased in approach in order to transition currently insured into market with 
minimal disruption. Consider retaining current OMIP enrollees in program for some 
period in order to mediate the impact on individual market rates.  Assumes additional 
subsidy of OMIP premiums so that enrollees do not pay higher than individual market 
rate.   

e. Determine whether persons currently enrolled in employer sponsored plans who 
would be financially eligible for premium assistance will be allowed to access state 
premium contributions. 

 
10. Maintaining Carrier Participation 

a. Individual requirement enforcement rules must be strong. 

b. Implement strong risk adjustment.  
 
 
Note on Individual Mandate: Through discussion with the chair and vice-chair of the Eligibility 
and Enrollment committee, the Exchange Work Group has determined that operationalizing an 
individual mandate is part of the work of the Work Group. The issues involved in establishing an 
individual mandate are set out in a separate document, for review by a staff review panel and 
discussion by the Exchange Work Group.  
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Insurance Exchange Options 
 
Key Issues 
Two critical and complex issues in the design of an insurance exchange: 

1. What are its roles and functions? 
2. Who may (or must) purchase through the exchange? 

 
Issue 1:  Possible Functions and Roles of an Exchange
An insurance exchange can play a variety of roles.  We can select from this “menu” to produce a range of options.  The 
options range from a relatively narrow role, with a limited set of functions, to a broader role, with a longer list of functions.  
An exchange could be configured to provide services from tier 1 only, tiers 1 and 2, or from all three tiers. 
 
1.  Information, Enrollment and Administration  

• Create a central clearinghouse for information about health plan and insurance product choices, i.e., act as a 
mechanism to bring together consumers to facilitate the purchase of health coverage from a variety of health plans. 

• Design decision support tools and provide transparent information on cost, quality and service to support informed 
consumer choice of health plans. 

• Manage open enrollment process by creating an efficient and user-friendly mechanism for health plan enrollment. 

• Establish a process to confirm eligibility and administer subsidies for low-income individuals.  

• Assist employers and others (as permitted by law) to set up and administer Section 125 plans to allow certain 
individuals to qualify for tax-exempt health benefits, e.g., employees who work for employers not offering health 
benefits. 

• Provide a mechanism to collect and aggregate premium contributions from multiple sources, e.g., for employees 
who work part-time for multiple employers that do not offer full health benefits. 
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• Ensure provision of post-enrollment customer services, e.g., provide or coordinate with brokers and carriers to 
provide information, support, advocacy and referral for problems regarding benefit interpretation, claims payment, 
etc.  

• Administer mechanisms to protect insurers who enroll high-risk members, e.g., risk adjustment or reinsurance. 
 
2.  Benchmarking and Standards 

• All of the functions above, plus: 

• Establish standardized or comparable benefits offered by carriers to clarify and simplify the consumer choice 
process and minimize risk selection. 

• Establish performance benchmarks for carriers, including network adequacy, benefit design, price and quality 
outcomes (evidence-based standards, disease management programs, provider payment structures, publication of 
data, useful consumer information). 

• Establish the role, functions and appropriate compensation for health insurance agents and brokers servicing the 
exchange and its customers. 

• Innovate by contracting for complete packages of products and services from the carriers, or by allowing the 
exchange to contract separately for benefits or services that might better achieve benchmark performance. 

All carriers that meet the benchmark standards could participate in the exchange. 
Note: this category should be viewed as a continuum, depending on how the performance benchmarks are set.  If the 
standards were set relatively low, there would be more carriers participating, and the exchange would be operating 
similar to tier 1.  If the standards were set relatively high, however, there would be fewer carriers, and this would begin 
to look more like tier 3, described below.  

 
3.  Rate Negotiation and Selective Contracting  

• All of the functions above, plus: 

• Solicit bids or price proposals. 

 2
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• Negotiate prices and/or discounts with carriers. 

• Select which carriers would participate in the exchange. 
 
  
 
 
 
 
 
 
 
 
 
 

Rate Negotiation and Selective Contracting 

Benchmarking and Standards 

Information, Enrollment and Administration 

 
To evaluate this range of options, it is useful to articulate the goals of an exchange.   The following is an initial list of 
possible goals: 
• Help Consumers Shop for Insurance:  by providing consumers with clear and comparable information regarding 

carriers, provider networks and benefit plan options available to them. 

• Make it Easy for Consumers to Enroll:  by providing an efficient and user-friendly mechanism for enrollment in 
health plans. 

• Help Consumers and Insurers with Payment Processing:  by providing a mechanism to collect and aggregate 
premium contributions from multiple sources, including administration of subsidies. 

• Help Consumers by Offering Customer Service:  by providing information, support, advocacy and referral for 
problems regarding benefit interpretation, claims payment decisions, etc. 

• Encourage Carriers to Participate in the Exchange:  by streamlining the marketing and enrollment functions, and 
by protecting carriers from adverse risk selection via risk adjustment or reinsurance mechanisms. 
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• Make it Easy for Consumers to Compare Options:  by standardizing or categorizing benefit plans offered by 
carriers. 

• Offer Choice to Consumers:  by ensuring that consumers have a choice of multiple carriers, providers and delivery 
systems. 

• Lower Costs and Improve Quality for Consumers by Encouraging Innovation and Improvements in the Quality 
and Efficiency of the Delivery System:  for example, by establishing standards for carrier participation, evaluating 
carriers and their provider networks, encouraging healthy competition based on quality and efficiency  

• Lower Costs and Improve Quality for Consumers by Encouraging Innovation and Improvements in Insurance 
Administration:  through innovations in provider payment, incentives for efficient administration and effective 
customer service. 

• Maximize benefit of state-funded subsidies:  by ensuring that taxpayer dollars are deployed to obtain the best 
value.  

 
 [See additional possible goals below in discussion of Issue 2.] 
 
Issue 2:  Who must or may purchase through the exchange?
The design of an insurance exchange is affected by the number and characteristics of the participants.  There are three 
categories of participants that would potentially benefit the most by using an exchange: 

A. Individuals – subsidized 
 
B. Individuals – non-subsidized 
C. Employees who use Sec.125 contributions from a non-offering employer or are not eligible for coverage 
D. Small employer groups and their employees.  (Note: this could be phased in, e.g., begin with groups with 2-10 

employees, expand to all groups up to 25 employees, and then later expand to all groups up to 50 employees.) 
 

For each of these categories, participation in the exchange could be required or voluntary.  Requiring the use of the 
exchange seems most compelling for the first category.  The pros and cons of voluntary or required participation for 
the other groups are discussed below. 
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Note: it is possible to consider adding other populations to the exchange beyond these options.  For example, it 
would be possible to open the exchange to medium and large employers and their employees on a voluntary basis.  
Required use of the exchange for these groups would not be possible, however, due to the ERISA exemption for 
self-insured employer groups.) 
Note 2:  there are also some sub-categories that may warrant different policies.  For example, there are people 
who work for employers offering coverage, but they are not eligible for coverage – for example, part-time workers.  
Should they be required to use the exchange, as those who work for a non-offering employer are?  This will require 
further analysis and discussion. 

 
In evaluating who should be included, three other goals should be considered: 

• Minimize the disruption for current (mostly non-subsidized) consumers in the individual market. 
• Encourage participation of carriers in the individual market generally, regardless of the presence and role of an 

exchange. 
• Make it easy for consumers to move between subsidized and non-subsidized individual coverage, as well as between 

individual and small group coverage, i.e., “seamlessness”. 
• Facilitate the task of managing risk selection to avoid an adverse risk spiral in any market segment. 
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Summary of Options 
Assumption:  There will be reforms to the individual market, e.g., guaranteed Issue and elimination of current high risk 
pool, with a new mechanism to address the costs for high risk individuals.  All of this assumes there will be an individual 
mandate. I would reverse columns B and C or just have the 125 discussion as a separate item 
 

Categories of Enrollees Potentially Entering Exchange  
 
 

 

A. Individuals – 
subsidized (required) 

B. Employees who use 
Sec.125 contributions 
from a non-offering 
employer or are not 
eligible for coverage 

C. Individuals –  
non-subsidized 
(voluntary or required) 

D. Small employer 
groups and their 
employees 
(voluntary or required) 

Tier 1: 
Information, 
Enrollment & 
Administration 
 

 
 

1A 

 
 

1B (vol) 
1B (req) 

 
 

1C (vol) 
1C (req) 

 
 

1D (vol) 
1D (req) 

 
Tier 2:  
Benchmarking 
and Standards 
 

 
 

2A 

 
 

2B (vol) 
2B (req) 

 
 

2C (vol) 
2C (req) 

 
 

2D (vol) 
2D(req) 

Ex
ch

an
ge

 F
un

ct
io

ns
 

Tier 3:  
Rate 
Negotiation & 
Selective 
Contracting 
 

 
 

3A 

 
 

3B (vol) 
3B (req) 

 
 

3C (vol) 
3C (req) 

 
 

3D (vol) 
3D (req) 
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Discussion  
 
The goals of Consumer Shopping, Enrollment, Payment Processing, and Customer Service would be met in all 
options.  Expanding the size of the exchange (i.e., including categories B and C) would offer these benefits to more 
people.   

Implications and related issues – many of these services are currently provided by insurance brokers and agents.  
If we develop an exchange, it will be important to consider an appropriate role, appointment process and payment 
structure for brokers and agents.  For example, within the exchange it may be appropriate for brokers to be 
appointed and paid by the exchange rather than by carriers.  This could limit the number of participating 
brokers/agents, and the payment structure might be based on something other than a percentage of premium. 

 
There is a range of issues that emerge when looking at the potential advantages and disadvantages of including groups 
other than subsidy users in the exchange. (This can be viewed as moving across the columns of the matrix to include 
non-subsidized individuals and small groups.) 

1. What are the benefits or disadvantages of increasing the size of the exchange? Potential advantages include: 
o A larger pool would spread any fixed administrative costs over a larger base, thereby reducing the cost for 

each participant.  This benefit is significant as the pool expands to a certain level [up to 100,000?], but the 
incremental benefit is small as the pool grows even larger.  

o A larger pool would spread the risk more broadly, provide more stability for the pool over time, and 
potentially lessen the danger of an adverse risk spiral.  As with spreading fixed administrative costs, the 
benefit of this is significant up to a certain level [up to 100,000?], but the incremental benefit is small as the 
pool grows even larger. 

o If the goals of Lowering Costs and Improving Quality for Consumers by Encouraging Innovation and 
Improvements in the Quality and Efficiency of the Delivery System and Insurance Administration are 
considered important, a larger exchange could have more influence in the market – especially if the 
exchange worked closely with other large public and private purchasers.  This would also depend on the role 
that the exchange chooses, especially if it set high performance benchmarks for carrier participation in the 
exchange (i.e., the “upper” end of Tier 2 functions).  If the exchange were relatively small – i.e., subsidized 
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individuals (category 1) only, which would be approximately 100,000 people – some carriers might choose to 
not participate rather than try to meet the standards.  If the exchange were larger, however, those carriers 
might try to meet the performance benchmarks rather than abandon this market segment.  At its largest (i.e., 
including the entire combined individual and small group markets), the exchange would include 
approximately 700,000 people [caution: very rough estimate], which would be just under 20% of the total 
market (3.7 million).  As noted above, its influence on Lowering Costs and Improving Quality could be 
enhanced if it worked with other public and private employers/purchasers to use consistent measures, 
performance standards and purchasing practices.  

 
On the downside, including more categories of people in the exchange could create implementation challenges.   
Even if the eventual goal is to create a large exchange, it may be prudent to phase in the various categories 
gradually to maximize the likelihood of successful implementation. 

 
2. What are the advantages and disadvantages of voluntary vs. mandatory participation for non-subsidized 

individuals and small groups?  On one hand, a voluntary arrangement has intrinsic appeal.  It allows the exchange 
to prove its value as consumers “vote with their feet”, choosing to join or not to join the exchange.  It also means 
the current individual market remains intact and requires benefits and pricing structures in and outside of the 
exchange to be the same to minimize selection.  However, the biggest concern regarding voluntary participation is 
risk selection, i.e., the possibility that high-risk individuals or groups would join the exchange, while low-risk 
individuals or groups remain outside the exchange.  This would lead to an adverse selection spiral within the 
exchange; historically, this has occurred frequently with exchanges in other states. 
The problem of risk selection can be mitigated – at least to some degree – by the following: 

o Application of the same insurance regulations (e.g., guaranteed issue, rating, benefit design, etc.) inside and 
outside the exchange.  [Note: the rating methodology would need to be the same, but the rates themselves 
would not have to be identical, e.g., there might be different administrative loading factors inside and outside 
of the exchange.] 

o Use of a risk adjustment mechanism between the two segments (in the exchange vs. outside of the 
exchange)   [Is this feasible?  How would it work?] 
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o Establishment of eligibility and participation rules for small groups in the exchange. 
The question remains: would these steps be sufficient to minimize the risk of adverse selection in a voluntary 
arrangement? 
 
Regarding non-subsidized individuals (Category C above), it appears – on balance – that voluntary participation 
would not be preferable.  Allowing individuals to choose whether or not to use the exchange does have the 
advantages discussed above, but there are a few significant disadvantages.  These include: 

• If participation is voluntary, the potential for risk selection is likely to be significant.  This potential could 
be mitigated to some degree, but not entirely, by requiring the same rates and benefit designs inside and 
outside the exchange and by using a risk adjustment mechanism.   

• If an individual market exists outside the exchange, insurers’ administrative and marketing expenses 
would remain the same or potentially increase if they were to participate in both.   

• If participation is voluntary, there may be no advantage for carriers to participate in both, especially if the 
exchange assumes Tier 2 functions (Benchmarking & Standards), insurers may choose not to participate 
in the exchange.  This would be especially likely if the benchmarks for participation are high.   
o Participating in the exchange would require extra effort on the part of carriers to meet the standards.  

This would seem unnecessary as long as their plans can still be offered outside the exchange.  In this 
situation, insurers who choose to participate in the exchange might feel vulnerable to non-exchange 
insurers pursuing risk selection strategies. 

Requiring individuals to use the exchange would eliminate the danger of risk selection between the two markets 
(inside and outside the exchange).  It would also simplify the entrance process for consumers and reduce carriers’ 
marketing costs. The disadvantages of requiring individuals to use the exchange include: 

• If the exchange assumes Tier 2 functions, some insurers might not be able to meet the standards or 
would choose to exit the market.  To the extent this occurred, current enrollees would have to switch to a 
different insurer. 
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• While marketing costs may decline, the cost of administering the exchange would likely offset that 
reduction to some degree. 

• Self- and non-employed individuals would not benefit as greatly from the administrative efficiencies 
provided by the exchange as others would, such as small employer groups.  The burdens of enrolling 
more than one person, billing employees, making plan payments, etc. do not exist for self- and non-
employed individuals, but those efficiencies would be great for small employer groups.   

• If there is no alternative to using the exchange, it will be necessary for the exchange to offer superior 
service in order to minimize the complaints that are likely to accompany this scenario. 

 
3. There are several other implications of including more people in the exchange.  As more categories are included, it 

would make it easier for people who shift from subsidized to unsubsidized or individual to group coverage, i.e., the 
goal of seamlessness would be met.  On the other hand, including more categories might be more disruptive for 
people who currently have individual or small group coverage, especially if the carrier and benefit options within the 
exchange were different from their current coverage. 

 
 
What are the pros and cons of having the exchange exercise a broader range of functions?  (This can be viewed as 
moving down the rows of the matrix to include Benchmarking & Standards and Rate Negotiation/Selective Contracting.)   

If the goals of Lowering Costs and Improving Quality for Consumers by Encouraging Innovation and 
Improvements in the Quality and Efficiency of the Delivery System and Insurance Administration are 
considered important, some would argue that a broader role for the exchange would help to achieve them.  This 
depends, however, on what one believes about which approach is most effective.   

• Some believe that a “consumer-driven” approach is sufficient; consumers who are price-sensitive and 
have access to transparent information on cost and quality will choose the carriers (and their affiliated 
provider networks) that offer the best value.   
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• Others believe that consumers acting alone cannot move the market and that an “agent” (e.g., a large 
employer, public purchaser, or an exchange) is needed to establish benchmarks and comparable benefit 
packages.  In this model, consumers make choices among carriers (and their affiliated provider 
networks) in a more structured market.  (Note: this would be strengthened by a “defined contribution”-
type formula for subsidized individuals, rather than the “percent of premium” arrangement under the 
current FHIAP program.)   

• Finally, some believe that the competitive model (implicit in both of the above approaches) is not 
effective due to the special nature of the health care market.  As a result, it would be necessary for the 
exchange to negotiate rates and selectively contract with carriers. 

 
Note: the preceding discussion also applies to the goal of Maximizing the Value of State-funded Subsidies. 

 
Other implications of a broader role for the exchange: 

 Carrier Participation would be encouraged due to streamlined marketing/enrollment and risk adjustment 
functions, but it might be discouraged if the purchasing standards (in level 2) were considered too stringent or if 
rate negotiation (in level 3) led to rates that were considered too low.  This would have a corresponding effect 
on Consumer Choice. 
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OHFB Market Reform & Exchange Design Work Group 

 
Issues regarding an Individual Health Insurance Requirement 

 
 

Background 
The Oregon Health Fund Board’s list of Design Assumptions includes:   

All Oregonians will be required to have health insurance coverage.  Reforms 
will ensure that affordable coverage options are available. 

This is driven by the Design Principle that:  

The responsibility and accountability for the financing and delivery of 
health care is shared by all Oregonians.” 

 
Rationale 
Some individuals – those who can afford coverage as well as those who cannot -- choose to 
forego insurance. When they become seriously sick or injured, however, they rely on hospitals 
which are required to provide emergency services to everyone regardless of coverage. The health 
care costs for these uninsured people are borne by those who have insurance, via the cost shift.  
Requiring all Oregonians to have health insurance is needed to minimize the cost shift. 

In addition, a personal coverage requirement is needed if other market reforms are undertaken.  
In particular, this requirement is needed to avoid adverse selection if we were to adopt 
guaranteed issue in the individual market (i.e., the elimination of medical screening for 
eligibility).  Without this requirement, the guaranteed issuance of individual coverage is not 
feasible. 

 

Issues  
The following issues have emerged in the Work Group’s discussion of market reform and 
exchange design.  (Note:  this is a preliminary list, and we expect to add to and modify it after 
further discussions.) 

1. A benchmark benefit design must be defined for the purpose of determining that the 
individual health insurance requirement has been met.  (The Work Group assumes that the 
Benefits Committee will develop this benchmark benefit design.) 

a. How comprehensive or limited should this benefit be?  If it is more comprehensive 
than the benefit plans currently held by individual consumers, it would require them 
to “buy-up”.  This could be very disruptive to a large number of individuals who have 
been paying for coverage. If it is more limited, however, it might expose individuals 
to unaffordable out-of-pocket costs. 

b. How would the benchmark benefit design needed to meet the individual health 
insurance requirement be applied to employer-based coverage?  If the benchmark 
benefit is more comprehensive than the benefit plans offered by some or most 
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employers, it would require individuals to purchase supplemental coverage or push 
their employers to offer more comprehensive coverage.  This could be disruptive in 
the large segment of people who already have coverage, and monitoring and 
enforcement might be difficult.  Some have suggested considering any employer-
based coverage to meet the individual health insurance requirement.  

2. To maximize the number of people who comply with the individual health insurance 
requirement, both participation incentives and non-participation penalties will be needed. 

a. The financial penalty for non-coverage should be significant, e.g., at least 50% (?) of 
the cost of the benchmark plan; it does not need to equal the cost of coverage, since 
the non-participating person will not be getting the benefits of coverage. 

b. Should the penalty be based on % of premium?  If it is age-rated, the penalty would 
be relatively costly for older individuals.  If it is flat dollar amount based on the 
average premium (or age 40-44), it would be a stiffer penalty for younger individuals 
(i.e., a higher percentage of their premiums). 

c. The penalty for non-coverage must be high enough to encourage current enrollees to 
retain their coverage. 

d. Due to administrative issues, there should not be a surcharge on insurance for delayed 
purchase (as in Medicare Part B)? 

e. We may want to consider other incentives, e.g., require evidence of coverage in order 
to get a driver’s license or for school enrollment. 

3. To minimize the problems of adverse risk selection in the insurance market, we should 
consider a rule that an individual enrolling from a period of non-coverage can only enroll 
during the next open enrollment period, and only into the benchmark plan. 

a. Should we also consider implementing a penalty for individuals entering coverage 
from a period of non-coverage? 

4. We will need to develop rules regarding responsibility for minors and other dependents.   

a. How should penalties be applied if some members of a household are not covered 
while others have coverage? 

5. Effective enforcement of the individual health insurance requirement is key. 

a. Which entities (Revenue, Employment, carriers, others?) should monitor compliance 
with the individual health insurance requirement?  For non-subsidized people, it may 
make sense to use the tax system to monitor compliance.  For example, insurers and 
TPAs (or employers) would report the names of covered persons to the state, which 
would compare the names to a master list compiled from Revenue, Employment, 
DMV, etc.)  An alternative would be voluntary reporting on individual state income 
tax returns (with a requirement to file even if no tax is owed). 

b. Which entity administers penalties for non-participation? How and when are penalties 
applied? The Revenue Dept has an established process and can administer the penalty 
as they do other penalties. Rules would need to be established to direct the agency on 
how to apply. This may require statutes or administrative rules to support 
administration by the department.  
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6. Other issues:  

a. How to determine compliance? 

b. How often to determine compliance? 

c. What period counts for having insurance (at start or end of year, for 12 months)?  Is 
continuous coverage required throughout the year?  How should penalties be applied 
if a person has coverage for only part of the year?  Should we consider pro-rated 
penalties?  It may make sense for monitoring and enforcement rules to be consistent 
with the way that subsidy eligibility rules are applied (e.g., 3-month, 6-month, or 12-
month eligibility). 

d. Exceptions 

e. Appeal process 

 

 

Possible Principles for Design and Enforcement of an Individual Health Insurance 
Requirement 

1. KIS – make it easy to administer, easy to comply, easy to verify coverage. 

2. Fairness – people who can afford coverage should buy it, while lower-income people 
may need assistance to make coverage affordable. 

3. Flat of the curve – we should recognize that getting 100% compliance is probably 
impossible and very expensive; 99% may be sufficient to meet the goals of reducing the 
cost shift and minimizing adverse selection.   

4. Others? 
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Market Reforms – Straw Plan and Issue Development  

1 

 
In previous discussions, the Exchange Workgroup agreed that market reforms should include: 

• an individual mandate;  
• guaranteed issue and guaranteed renewability,  
• no pre-existing condition provision; 
• public subsidies for lower income Oregonians; 
• affordable, accessible, consumer-valued insurance is available; and 
• Continue DCBS review of insurance rates to ensure that rates, reserves and margins are 

not excessive.   
 
In addition, in a reformed market carriers should compete based on the efficiency of their 
administration, on delivery system and network adequacy, and on other quality and service 
differences, rather than on a given plan’s ability to get better risk. Based on these assumptions, 
the workgroup identified a number of issues that must be addressed for reforms to be successful.  
What follows is a “straw plan” for discussion and development by the workgroup.  
 

1. Risk Pool 

a. One individual market pool.  

b. No pre-enrollment medical screening to determine rates or insurability or to create a 
separate high-risk pool. (Post-enrollment, insurer may be allowed to conduct health 
risk appraisal for management purposes.) 

 
2. Risk Management Options   

a. Prospective risk adjustment mechanism to shift revenue between carriers based on the 
risk enrolled in each plan.  Carriers that enroll high risk individuals receive more 
revenue; those with lower risk individuals receive less.  

b. Recognizing that the state of the art in risk adjustment continues to evolve, a 
mechanism will be established to ensure the methodology established for risk 
adjustment is routinely reviewed and modified to ensure its ongoing value and 
efficacy. Application of the risk adjuster will be done by qualified and independent 
personnel and outside experts as needed. 
 

3. Financing Mechanism for High Risk Enrollees 
a. Will discuss with Rick Curtis (consultant on Market Reform) how to spread costs 

associated with high risk enrollees once OMIP (and its associated assessment) goes 
away.  Part of the challenge is capturing the annual $80 million currently collected to 
support OMIP (and whatever additional cost associated by additional high cost 
enrollees entering the system).   
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4. Benefit Design  
a. The Benefits Committee will define a benchmark benefit that meets the individual 

mandate.   

b. All products with benefits equal to or greater than benchmark must be offered on 
guaranteed issue basis. 

c. Supplemental plans or disease-specific plans may or may not be subject to guaranteed 
issue.  (Need more information on supplemental plans not considered health 
insurance under state code.) 

d. Carriers will offer a plan equal to the benchmark benefit defined by the Benefits 
Committee, and may offer plans that are “buy ups” from the basic benefit.  To limit 
adverse selection to insurers based on plan offerings, pricing for higher benefit plans 
will be set to make these plans actuarially equivalent to the benchmark plan.   

e. Consider establishing 3 standardized benefit levels.  The first level is the benchmark 
benefit defined in d, with additional benefit levels that are actuarially defined so that a 
level one benefit plan is actuarially 60% of a level three benefit plan.  

f. Carriers must offer same benefit plans inside and outside of the exchange. 

g. Every carrier must offer one or more plans (equivalent to the baseline benefit), and 
may offer others.  

h. The Exchange could consider becoming more prescriptive with benefit plans if risk 
adjustment alone does not do enough to control risk selection.   

 
5. Plan Enrollment Period 

a. Individuals sign up and may change carriers or benefit plans only during annual open 
enrollment period (as is done in Medicare Advantage).  Want to limit individual’s 
attempts to game system by rapid switching between plans and in/out of insurance. 

b. Assumes individuals will be subject to a financial penalty for non-coverage.  

c. An individual enrolling from a period of non-coverage (choosing to not enroll when 
eligible) can only enroll during the next open enrollment period, and only into the 
benchmark plan until the next open enrollment. 

d. An appeals and exemption process will be developed to recognize situations in which 
an individual has a reasonable claim to enter the individual market or switch carriers 
outside of the open enrollment period.  Similar to group market change of life event 
provisions. 

e. Will develop rules regarding mandate responsibility for minors and others considered 
dependents.   

f. Insurers are regulated to ensure their compliance with annual open enrollment period.   

g. Need to identify and mediate impact such a requirement could have on rates. 
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6. Transition Period Efforts 
a. Need work during transition period (moving from existing market to new), assuring 

fair and equitable movement with costs absorbed in a way that does not hurt the 
success of an individual pool. 

 
7. Group Market and Groups of One 

a. In absence of regulatory changes that align benefits and mandates in individual and 
group markets, do not change how groups of one are treated.  As currently, groups of 
one will be eligible for the individual market and not group.  Currently the individual 
market does not include the coverage mandates now required in the group market.  If 
groups of one are allowed, sicker self-employed people will enter group market for 
the richer coverage, while healthier self-employed people will go into the individual 
market to get better rates.  

b. Further discussion maybe required regarding differences between group and 
individual markets once the benefits are established. 

 
8. Rating  

a. The medical component of rates in the individual market will be based on each 
carrier’s experience for all individual market enrollees, whether inside or outside the 
exchange. 

b. Continue to use a natural rate band based on actual experience of the overall 
individual market (between 5 or 6, estimated at 5.7 currently) 

c. Continue to use age to determined rates.  Do not use gender or health status.   

d. Standardize use of age bands. All carriers (within and outside the exchange) will use 
consistent (5 year) age bands for rating for enrollees at or above age 19.   

e. Consider 10 year age bands for 30-50 year olds.  

f. Special rules may be adopted for enrollees under 18 years (using different number of 
years in rate bands for children).   

g. There will be one rate band for enrollees under 18 years. This band must comply with 
the natural rate band spread   

h. Depending on the cost of the basic benefit plan required, a lower option for 19-25 
may be considered.   

i. Keep small group market as it is regarding rating rather than change it to match the 
individual market. Evaluate this for impact over time;, allow changes to be made if 
disruption is found.  

j. Due to the cost and difficulty of administering such rate adjustments, do not require 
carriers to utilize premium discounts for “healthy behaviors” (not smoking, 
enrollment in wellness programs). Allow the exchange to work with carriers to 
encourage healthy behaviors through means other than rating.  
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k. Allow geography-based rating.  Evaluate the impact of this course over time and 
make adjustments to policy if necessary.   

 
9. Limiting Disruption for Current Individual Market Enrollees 

a. The penalty for non-coverage must be high enough to encourage current enrollees to 
retain their coverage.  

b. Many current enrollees will see some increase in rates.  

c. Assess how to reduce impact on low income enrollees; do we allow these individuals 
into the subsidy program? 

d. Utilize a phased in approach in order to transition currently insured into market with 
minimal disruption. Consider retaining current OMIP enrollees in program for some 
period in order to mediate the impact on individual market rates.  Assumes additional 
subsidy of OMIP premiums so that enrollees do not pay higher than individual market 
rate.   

 
10. Maintaining Carrier Participation 

a. Individual requirement enforcement rules must be strong. (NOTE: this is all I have, 
not sure how to expand) 

b. Implement strong risk adjustment.  
 

11. Benefit Plan for Young Adults 

a. Initially do not offer a young adult plan (lower price point paired with skinnier 
benefits/increased cost sharing/lower annual or lifetime limits. 

b. In the future, consider the desirability and feasibility of offering a young adult plan to 
encourage this segment to purchase coverage.  

 
 
Note on Individual Mandate: Through discussion with the chair and vice-chair of the Eligibility 
and Enrollment committee, the Exchange Work Group has determined that operationalizing an 
individual mandate is part of the work of the Work Group. The issues involved in establishing an 
individual mandate are set out in a separate document, for review by a staff review panel and 
discussion by the Exchange Work Group.  
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Insurance Exchange Options 
 

 
Key Issues 
Two critical and complex issues in the design of an insurance exchange: 

1. What are its roles and functions? 
2. Who may (or must) purchase through the exchange? 

 
Issue 1:  Possible Functions and Roles of an Exchange
An insurance exchange can play a variety of roles.  We can select from this “menu” to produce a range of options.  The 
options range from a relatively narrow role, with a limited set of functions, to a broader role, with a longer list of functions.  
An exchange could be configured to provide services from tier 1 only, tiers 1 and 2, or from all three tiers. 
 
1.  Information, Enrollment and Administration  

• Create a central clearinghouse for information about health plan and insurance product choices, i.e., act as a 
mechanism to bring together consumers to facilitate the purchase of health coverage from a variety of health plans. 

• Design decision support tools and provide transparent information on cost, quality and service to support informed 
consumer choice of health plans. 

• Manage open enrollment process by creating an efficient and user-friendly mechanism for health plan enrollment. 

• Establish a process to confirm eligibility and administer subsidies for low-income individuals.  

• Assist employers and others (as permitted by law) to set up and administer Section 125 plans to allow certain 
individuals to qualify for tax-exempt health benefits, e.g., employees who work for employers not offering health 
benefits. 
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• Provide a mechanism to collect and aggregate premium contributions from multiple sources, e.g., for employees 
who work part-time for multiple employers that do not offer full health benefits. 

• Provide post-enrollment customer services, e.g., provide information, support, advocacy and referral for problems 
regarding benefit interpretation, claims payment, etc.  

• Administer mechanisms to protect insurers who enroll high-risk members, e.g., risk adjustment or reinsurance. 
 
2.  Benchmarking and Standards 

• All of the functions above, plus: 

• Establish standardized or comparable benefits offered by carriers to clarify and simplify the consumer choice 
process and minimize risk selection. 

• Establish performance benchmarks for carriers, including network adequacy, benefit design, price and quality 
outcomes (evidence-based standards, disease management programs, provider payment structures, publication of 
data, useful consumer information). 

• Establish the role, functions and appropriate compensation for health insurance agents and brokers servicing the 
exchange and its customers. 

• Innovate by contracting for complete packages of products and services from the carriers, or by allowing the 
exchange to contract separately for benefits or services that might better achieve benchmark performance. 

All carriers that meet the benchmark standards could participate in the exchange. 
Note: this category should be viewed as a continuum, depending on how the performance benchmarks are set.  If the 
standards were set relatively low, there would be more carriers participating, and the exchange would be operating 
similar to tier 1.  If the standards were set relatively high, however, there would be fewer carriers, and this would begin 
to look more like tier 3, described below.  
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3.  Rate Negotiation and Selective Contracting  
• All of the functions above, plus: 

• Solicit bids or price proposals. 

• Negotiate prices and/or discounts with carriers. 

• Select which carriers would participate in the exchange. 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 

Benchmarking and Standards 

Rate Negotiation and Selective Contracting 

Information, Enrollment and Administration 
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To evaluate this range of options, it is useful to articulate the goals of an exchange.   The following is an initial list of 
possible goals: 
• Help Consumers Shop for Insurance:  by providing consumers with clear and comparable information regarding 

carriers, provider networks and benefit plan options available to them. 

• Make it Easy for Consumers to Enroll:  by providing an efficient and user-friendly mechanism for enrollment in 
health plans. 

• Help Consumers and Insurers with Payment Processing:  by providing a mechanism to collect and aggregate 
premium contributions from multiple sources, including administration of subsidies. 

• Help Consumers by Offering Customer Service:  by providing information, support, advocacy and referral for 
problems regarding benefit interpretation, claims payment decisions, etc. 

• Encourage Carriers to Participate in the Exchange:  by streamlining the marketing and enrollment functions, and 
by protecting carriers from adverse risk selection via risk adjustment or reinsurance mechanisms. 

• Make it Easy for Consumers to Compare Options:  by standardizing or categorizing benefit plans offered by 
carriers. 

• Offer Choice to Consumers:  by ensuring that consumers have a choice of multiple carriers, providers and delivery 
systems. 

• Lower Costs and Improve Quality for Consumers by Encouraging Innovation and Improvements in the Quality 
and Efficiency of the Delivery System:  for example, by establishing standards for carrier participation, evaluating 
carriers and their provider networks, encouraging healthy competition based on quality and efficiency  

• Lower Costs and Improve Quality for Consumers by Encouraging Innovation and Improvements in Insurance 
Administration:  through innovations in provider payment, incentives for efficient administration and effective 
customer service. 

• Maximize benefit of state-funded subsidies:  by ensuring that taxpayer dollars are deployed to obtain the best 
value.  

 
 [See additional possible goals below in discussion of Issue 2.] 
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Issue 2:  Who must or may purchase through the exchange?
The design of an insurance exchange is affected by the number and characteristics of the participants.  There are three 
categories of participants that would potentially benefit the most by using an exchange: 

A. Individuals – subsidized and those who use Sec.125 contributions from a non-offering employer 
B. Individuals – non-subsidized 
C. Small employer groups and their employees.  (Note: this could be phased in, e.g., begin with groups with 2-10 

employees, expand to all groups up to 25 employees, and then later expand to all groups up to 50 employees.) 
 

For each of these categories, participation in the exchange could be required or voluntary.  Requiring the use of the 
exchange seems most compelling for the first category.  The pros and cons of voluntary or required participation for 
the other groups are discussed below. 

 
Note: it is possible to consider adding other populations to the exchange beyond these options.  For example, it 
would be possible to open the exchange to medium and large employers and their employees on a voluntary basis.  
Required use of the exchange for these groups would not be possible, however, due to the ERISA exemption for 
self-insured employer groups.) 
 
Note:  there are also some sub-categories that may warrant different policies.  For example, there are people who 
work for employers offering coverage, but they are not eligible for coverage – for example, part-time workers.  
Should they be required to use the exchange, as those who work for a non-offering employer are?  This will require 
further analysis and discussion. 

 
In evaluating who should be included, three other goals should be considered: 

• Minimize the disruption for current (mostly non-subsidized) consumers in the individual market. 
• Encourage participation of carriers in the individual market generally, regardless of the presence and role of an 

exchange. 
• Make it easy for consumers to move between subsidized and non-subsidized individual coverage, as well as between 

individual and small group coverage, i.e., “seamlessness”. 
• Facilitate the task of managing risk selection to avoid an adverse risk spiral in any market segment.  
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A. Individuals – 
subsidized and 
those who use 
Sec.125 contribs. 
from a non-offering 
employer 

B. Individuals –  
non-subsidized 

C. Small employer 
groups and their 
employees   
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Summary of Options 
Assumption:  There will be reforms to the individual market, e.g., guaranteed Issue and elimination of current high risk 
pool, with a new mechanism to address the costs for high risk individuals.  All of this assumes there will be an individual 
mandate. 
 

Categories of Enrollees Potentially Entering Exchange  
 
 

 

A. Individuals – 
subsidized and those 
who use Sec.125 
contributions from a 
non-offering 
employer(required) 
 

B. Individuals –  
non-subsidized 
(voluntary or required) 

 C. Small employer groups 
and their employees 
(voluntary or required) 

Tier 1: 
Information, 
Enrollment & 
Administration 
 

 
 

1A 

 
 

1B (vol) 
1B (req) 

 
 
 

 
 

1C (vol) 
1C (req) 

 
Tier 2:  
Benchmarking 
and Standards 
 

 
 

2A 

 
 

2B (vol) 
2B (req) 

 
 
 

 
 

2C (vol) 
2C(req) 

Ex
ch

an
ge

 F
un

ct
io

ns
 

Tier 3:  
Rate 
Negotiation & 
Selective 
Contracting 
 

 
 

3A 

 
 

3B (vol) 
3B (req) 

 
 
 

 
 

3C (vol) 
3C (req) 
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Discussion  
 
The goals of Consumer Shopping, Enrollment, Payment Processing, and Customer Service would be met in all 
options.  Expanding the size of the exchange (i.e., including categories B and C) would offer these benefits to more 
people.   

Implications and related issues – many of these services are currently provided by insurance brokers and agents.  
If we develop an exchange, it will be important to consider an appropriate role, appointment process and payment 
structure for brokers and agents.  For example, within the exchange it may be appropriate for brokers to be 
appointed and paid by the exchange rather than by carriers.  This could limit the number of participating 
brokers/agents, and the payment structure might be based on something other than a percentage of premium. 

 
There is a range of issues that emerge when looking at the potential advantages and disadvantages of including groups 
other than subsidy users in the exchange. (This can be viewed as moving across the columns of the matrix to include 
non-subsidized individuals and small groups.) 

1. What are the benefits or disadvantages of increasing the size of the exchange? Potential advantages include: 
o A larger pool would spread any fixed administrative costs over a larger base, thereby reducing the cost for 

each participant.  This benefit is significant as the pool expands to a certain level [up to 100,000?], but the 
incremental benefit is small as the pool grows even larger.  

o A larger pool would spread the risk more broadly, provide more stability for the pool over time, and 
potentially lessen the danger of an adverse risk spiral.  As with spreading fixed administrative costs, the 
benefit of this is significant up to a certain level [up to 100,000?], but the incremental benefit is small as the 
pool grows even larger. 

o If the goals of Lowering Costs and Improving Quality for Consumers by Encouraging Innovation and 
Improvements in the Quality and Efficiency of the Delivery System and Insurance Administration are 
considered important, a larger exchange could have more influence in the market – especially if the 
exchange worked closely with other large public and private purchasers.  This would also depend on the role 
that the exchange chooses, especially if it set high performance benchmarks for carrier participation in the 
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exchange (i.e., the “upper” end of Tier 2 functions).  If the exchange were relatively small – i.e., subsidized 
individuals (category 1) only, which would be approximately 100,000 people – some carriers might choose to 
not participate rather than try to meet the standards.  If the exchange were larger, however, those carriers 
might try to meet the performance benchmarks rather than abandon this market segment.  At its largest (i.e., 
including the entire combined individual and small group markets), the exchange would include 
approximately 700,000 people [caution: very rough estimate], which would be just under 20% of the total 
market (3.7 million).  As noted above, its influence on Lowering Costs and Improving Quality could be 
enhanced if it worked with other public and private employers/purchasers to use consistent measures, 
performance standards and purchasing practices.  

 
On the downside, including more categories of people in the exchange could create implementation challenges.   
Even if the eventual goal is to create a large exchange, it may be prudent to phase in the various categories 
gradually to maximize the likelihood of successful implementation. 

 
2. What are the advantages and disadvantages of voluntary vs. mandatory participation for non-subsidized 

individuals and small groups?  On one hand, a voluntary arrangement has intrinsic appeal, and based on the 
argument that it would allow the exchange to prove its value as consumers “vote with their feet” to join or not join 
the exchange.  The biggest concern regarding voluntary participation is risk selection, i.e., the possibility that high-
risk individuals or groups would join the exchange, while low-risk individuals or groups remain outside the 
exchange.  This would lead to an adverse selection spiral within the exchange; historically, this has occurred 
frequently with exchanges in other states. 
The problem of risk selection can be mitigated – at least to some degree – by the following: 

o Application of the same insurance regulations (e.g., guaranteed issue, rating, benefit design, etc.) inside and 
outside the exchange.  [Note: the rating methodology would need to be the same, but the rates themselves 
would not have to be identical, e.g., there might be different administrative loading factors inside and outside 
of the exchange.] 

o Use of a risk adjustment mechanism between the two segments (in the exchange vs. outside of the 
exchange)   [Is this feasible?  How would it work?] 
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o Establishment of eligibility and participation rules for small groups in the exchange. 
The question remains: would these steps be sufficient to minimize the risk of adverse selection in a voluntary 
arrangement? 
 

3. There are several other implications of including more people in the exchange.  As more categories are included, it 
would make it easier for people who shift from subsidized to unsubsidized or individual to group coverage, i.e., the 
goal of seamlessness would be met.  On the other hand, including more categories might be more disruptive for 
people who currently have individual or small group coverage, especially if the carrier and benefit options within the 
exchange were different from their current coverage. 

 
 
What are the pros and cons of having the exchange exercise a broader range of functions?  (This can be viewed as 
moving down the rows of the matrix to include Benchmarking & Standards and Rate Negotiation/Selective Contracting.)   

If the goals of Lowering Costs and Improving Quality for Consumers by Encouraging Innovation and 
Improvements in the Quality and Efficiency of the Delivery System and Insurance Administration are 
considered important, some would argue that a broader role for the exchange would help to achieve them.  This 
depends, however, on what one believes about which approach is most effective.   

• Some believe that a “consumer-driven” approach is sufficient; consumers who are price-sensitive and 
have access to transparent information on cost and quality will choose the carriers (and their affiliated 
provider networks) that offer the best value.   

• Others believe that consumers acting alone cannot move the market and that an “agent” (e.g., a large 
employer, public purchaser, or an exchange) is needed to establish benchmarks and comparable benefit 
packages.  In this model, consumers make choices among carriers (and their affiliated provider 
networks) in a more structured market.  (Note: this would be strengthened by a “defined contribution”-
type formula for subsidized individuals, rather than the “percent of premium” arrangement under the 
current FHIAP program.)   

 10



DISCUSSION DRAFT – Subject to Change 
2/12/08 

• Finally, some believe that the competitive model (implicit in both of the above approaches) is not 
effective due to the special nature of the health care market.  As a result, it would be necessary for the 
exchange to negotiate rates and selectively contract with carriers. 

 
Note: the preceding discussion also applies to the goal of Maximizing the Value of State-funded Subsidies. 

 
Other implications of a broader role for the exchange: 

 Carrier Participation would be encouraged due to streamlined marketing/enrollment and risk adjustment 
functions, but it might be discouraged if the purchasing standards (in level 2) were considered too stringent or if 
rate negotiation (in level 3) led to rates that were considered too low.  This would have a corresponding effect 
on Consumer Choice. 
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OHFB Market Reform & Exchange Design Work Group 

 
Issues regarding a Health Insurance Coverage Requirement 

 
 

Background 
The Oregon Health Fund Board’s list of Design Assumptions includes:   

All Oregonians will be required to have health insurance coverage.  Reforms 
will ensure that affordable coverage options are available. 

This is driven by the Design Principle that:  

The responsibility and accountability for the financing and delivery of health 
care is shared by all Oregonians. 

 
Rationale 
Some individuals – those who can afford coverage as well as those who cannot -- 
choose to forego insurance. When they become seriously sick or injured, however, 
they rely on hospitals which are required to provide emergency services to everyone 
regardless of coverage. The health care costs for these uninsured people are borne by 
those who have insurance, via the cost shift.  A requirement that all Oregonians have 
health insurance is needed to minimize the cost shift. 

In addition, a health insurance coverage requirement is needed if other market 
reforms are undertaken.  In particular, this requirement is needed to avoid adverse 
selection if we were to adopt guaranteed issue in the individual market (i.e., the 
elimination of medical screening for eligibility).  Without this requirement, the 
guaranteed issuance of individual coverage is not feasible. 

 

Issues  
The following issues have emerged in the Work Group’s discussion of market reform 
and exchange design.  (Note:  this is a preliminary list, and we expect to add to and 
modify it after further discussions.) 

1. A benchmark benefit design must be defined for the purpose of determining that 
the health insurance coverage requirement has been met.  (The Work Group 
assumes that the Benefits Committee will develop this benchmark benefit design.) 

a. How comprehensive or limited should this benefit be?  If it is more 
comprehensive than the benefit plans currently held by individual 
consumers, it would require them to “buy-up”.  This could be very 
disruptive to a large number of individuals who have been paying for 
coverage. If it is more limited, however, it might expose individuals to 
unaffordable out-of-pocket costs. 
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b. How would the benchmark benefit design needed to meet the health 
insurance coverage requirement be applied to individuals with employer-
based coverage?  If the benchmark benefit is more comprehensive than the 
benefit plans offered by some or most employers, it would require 
individuals to purchase supplemental coverage or push their employers to 
offer more comprehensive coverage.  This could be disruptive in the large 
segment of people who already have coverage, and monitoring and 
enforcement might be difficult.  Some suggest considering any employer-
based coverage acceptable coverage with respect to the health insurance 
coverage requirement.  

2. To maximize the number of people who comply with the health insurance 
coverage requirement, both participation incentives and non-participation 
penalties will be needed. 

a. The financial penalty for non-coverage should be significant, e.g., at least 
50% (?) of the cost of the benchmark plan; it does not need to equal the 
cost of coverage, since the non-participating person will not be getting the 
benefits of coverage. 

b. Should the penalty be based on % of premium?  If it is age-rated, the 
penalty would be relatively costly for older individuals.  If it is flat dollar 
amount based on the average premium (or age 40-44), it would be a stiffer 
penalty for younger individuals (i.e., a higher percentage of their 
premiums). 

c. The penalty for non-coverage must be high enough to encourage current 
enrollees to retain their coverage. 

d. Due to administrative issues, there should not be a surcharge on insurance 
for delayed purchase (as in Medicare Part B)? 

e. We may want to consider other incentives, e.g., require evidence of 
coverage in order to get a driver’s license or for school enrollment. 

3. To minimize the problems of adverse risk selection in the insurance market, we 
should consider a rule that an individual enrolling from a period of non-coverage 
can only enroll during the next open enrollment period, and only into the 
benchmark plan. 

a. Should we also consider implementing a penalty for individuals entering 
coverage from a period of non-coverage? 

4. We will need to develop rules regarding responsibility for minors and other 
dependents.   

a. How should penalties be applied if some members of a household are not 
covered while others have coverage? 

5. Effective enforcement of the health insurance coverage requirement is key. 

a. Which entity or entities (Revenue, Employment, carriers, others?) should 
monitor compliance with the health insurance coverage requirement?  For 
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non-subsidized people, it may make sense to use the tax system to monitor 
compliance.  For example, insurers and TPAs (or employers) would report 
the names of covered persons to the state, which would compare the 
names to a master list compiled from Revenue, Employment, DMV, etc.)  
An alternative would be voluntary reporting on individual state income tax 
returns (with a requirement to file even if no tax is owed). 

b. Which entity administers penalties for non-participation? How and when 
are penalties applied? The Revenue Dept has an established process and 
can administer the penalty as they do other penalties. Rules would need to 
be established to direct the agency on how to apply. This may require 
statutes or administrative rules to support administration by the 
department.  

6. Other issues:  

a. How to determine compliance? 

b. How often to determine compliance? 

c. What period counts for having insurance (at start or end of year, for 12 
months)?  Is continuous coverage required throughout the year?  How 
should penalties be applied if a person has coverage for only part of the 
year?  Should we consider pro-rated penalties?  It may make sense for 
monitoring and enforcement rules to be consistent with the way that 
subsidy eligibility rules are applied (e.g., 3-month, 6-month, or 12-month 
eligibility). 

d. Exceptions 

e. Appeal process 

 

Possible Principles for Design and Enforcement of a Health insurance Coverage 
Requirement 

1. KIS – make it easy to administer, easy to comply, easy to verify coverage. 

2. Fairness – people who can afford coverage should buy it, while lower-income 
people may need assistance to make coverage affordable. 

3. Flat of the curve – we should recognize that getting 100% compliance is 
probably impossible and very expensive; 99% may be sufficient to meet the 
goals of reducing the cost shift and minimizing adverse selection.   

4. Others? 
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Oregon Health Fund Board -- Finance Committee 
Market Design/Insurance Exchange Work Group 

Insurance Exchange Design Issues 
 
The Task:  An evaluation of and recommendations on the role an “insurance exchange” 
would play in a redesigned individual market, including individual choice of carrier and 
plan, and efficient administration of subsidies to eligible Oregonians.  Address issues 
including but not limited to: 
The Structure of an Exchange  

• Organization of Exchange 
• Governance structure  
• Funding  
• Ensuring sufficient enrollment/participation  
• Role of brokers 

Interaction between Subsidy and Exchange  
• Who is offered subsidy  
• Mandate use of Exchange for subsidy users? 
• Products offered to those with and without subsidies  
• Subsidy funding 
• Coordination with the Family Health Insurance Assistance Program 

Individual Participation 
• Mandatory and voluntary participants 
• Minimum enrollment period requirement?  Enforcement mechanism 
• Portability across employers and from Medicaid to employer coverage 
• Use of pre-tax dollars to purchase premiums 
• Support choice via decision support tools & cost, quality, service information 

Employer Participation 
• Open or limited employer participation  
• Employer incentives for participation  
• Encouraging/maintaining employer sponsored coverage  
• Premium aggregation for employees with multiple employers 
• Minimum financial participation by employer for participation?  

Health Plan Participation 
• Inclusion of all affordable health plan options  
• Allow all willing plan or limit to select group of plans 
• provider compensation, transparency, medical home, EHR incentives 
• Minimum coverage requirements?  
• Development of packages that manage care, quality and cost 
• Appropriate use of 125 plans 

The Work Group will make recommendations to the Finance Committee by March 15, 
2008.  The Finance Committee will deliberate and forward final recommendations to the 
Board by April 30, 2008.
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What problems are we trying to solve by creating an Insurance Exchange? 
 
• Individuals are not able to use the purchasing advantages of large groups, such as: 

 Lower administrative costs 
 Ability to negotiate rates with insurers 
 Ability to encourage improvements in the delivery system 

• Individuals are not able to benefit from other programs which are offered by many 
employers, e.g.,  
 Participation or incentives for health promotion and wellness 
 Assistance from HR staff in selecting health plans 

• Employed individuals who are not covered by their employer cannot use the tax 
advantages of employer-based coverage. 

• It is difficult for individual consumers to obtain clear and comparable information on 
all of the health plan options, including the high risk pool, available to them, even 
with the help of insurance brokers and agents as well as newer web-based tools. 

• There is no way to collect and aggregate premium contributions if a person is 
employed by multiple employers but not eligible for employer-sponsored coverage 

 
 
What opportunity is created by the proposed comprehensive reform plan? 
The proposed comprehensive reform plan includes a requirement for individuals to 
have health insurance; this will change the dynamics of the individual market.  
Specifically, it would bring a large group of new individuals into the market – an 
estimated 150-200,000 people who currently do not have coverage.  In addition, there 
may be other reform elements, e.g., guaranteed issue and subsidies, which would 
affect this market.  This would require a mechanism to determine eligibility and 
administer subsidies efficiently on a large scale.  It is therefore appropriate to consider 
mechanisms that would enhance the ability for these consumers to shop more 
effectively and efficiently for health coverage. 
 



DRAFT  
1/5/08 

 3

Possible Objectives for an Insurance Exchange 
 
♦ Provide an easy process for consumers to shop for coverage, e.g., clear and 

comparable information on the health plan options available to them.  

♦ Provide an efficient process for enrolling in health plans 

♦ Reduce administrative costs for purchasing coverage 

♦ Provide a mechanism to determine eligibility and administer subsidies efficiently and 
on a large scale 

♦ Allow individuals to benefit from the purchasing advantages of large groups. 

♦ Allow individuals to benefit from other value-based purchasing initiatives, e.g., 
health promotion and wellness, which are offered by many large employers. 

♦ Provide a mechanism to collect and aggregate premium contributions if a person is 
employed by multiple employers but not eligible for employer-sponsored coverage, 
or to use contributions from employers who offer cash instead of employer-
sponsored health benefits. 

♦ If possible, enable employed individuals who are not covered by their employer to 
use the tax advantages of employer-based coverage. 

♦ Could support employers in setting up Sec. 125 plans through use of agents/brokers 

♦ Promote competition to design products that meet individuals’ price and coverage 
needs 

♦ Minimize the disruption for individuals (e.g., being forced to switch health plans 
and/or providers) when moving between small group, individual and Medicaid 
markets. 
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♦ Possible Functions of an Exchange 
An insurance exchange could fulfill a variety of functions.  We can select from this 
“menu” to produce a range of options:   
 
• Create a central clearinghouse for information about choices of health plans and 

insurance products, i.e., a mechanism to bring together a group of consumers to 
facilitate the purchase of health coverage from a variety of health plans 

• Design decision support tools and transparent information on cost, quality and 
service -- to support informed consumer choice of health plans 

• Manage open enrollment process by creating an efficient and user-friendly 
mechanism for enrollment in health plans. 

• Provide a mechanism to collect and aggregate premium contributions from multiple 
sources  

• Establish standardized or comparable tiered benefits offered by health plans – to 
clarify and simplify the consumer choice process, minimize unnecessary variation, 
facilitate comparison shopping and minimize risk selection [see note below] 

• Design mechanisms to protect insurers who enroll high-risk members, e.g., risk 
adjustment or reinsurance. 

• Establish market regulations to avoid an adverse risk spiral within the exchange  

• Establish a process to confirm eligibility and administer subsidies for low-income 
individuals [see note below] 

• Use value-based purchasing strategies and support for wellness programs to drive 
improvements in quality, service and costs 

• Promote competition by selecting the plans or products that can be offered rather 
than allowing all certified health plans to participate in the exchange. 

• Negotiate prices and/or discounts with health plans and push for improved value 

• Set or negotiate rates for participating health plans, or set benchmark price points, or 
solicit bids. 

Assumptions: 
 Eligibility for subsidies (as well as eligibility for OHP) will be determined by a 

single source (DHS?).  The Exchange would only be responsible for ensuring 
that subsidies are applied only for eligible individuals. 

 The Insurance Division will continue to review and certify that health benefit plans 
offered in Oregon meet regulatory requirements.  The Exchange would only be 
responsible for ensuring that the benefit plans offered within the Exchange has 
been certified by the Insurance Division. 
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Other Issues 
 
• Who would be in the exchange?  Options include the following: 

1. All individuals getting insurance through the individual market would purchase 
coverage through the exchange, i.e. it would be the sole mechanism for all 
individuals to access the health insurance market 

2. All individuals who receive subsidies would purchase coverage through the 
exchange; the use of the exchange would be voluntary for non-subsidized 
individuals 

Options Pros Cons 
1.  All individuals in the 

exchange 
Maximizes size of pool; 
may increase purchasing 
power 
 
Minimizes the task of 
managing risk selection 
between separate pools 
 
Provides “seamlessness” 
for individuals moving 
between subsidized and 
unsubsidized coverage 
(to avoid changing health 
plan and/or provider) 

May affect role of brokers 
and agents 
 
Problematic for insurers if 
exchange has ability to 
select insurers to be 
offered [see discussion of 
this issue below] 

2.  Subsidized individuals 
in the exchange; 
voluntary for non-
subsidized 

Provides additional 
option for non-subsidized 
individuals 
 
Allows insurers to 
participate in individual 
market, even if exchange 
has ability to select which 
insurers are offered 

Smaller pool within the 
exchange 
 
Requires regulatory 
changes to minimize risk 
selection between 
separate pools, i.e., to 
ensure that rating and 
benefits are consistent 
inside and outside the 
exchange 
 
May create disruption for 
individuals (i.e., forcing 
them to switch insurers or 
providers) when moving 
between subsidized and 
unsubsidized coverage 
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• Should the exchange have the ability to select which insurers can be offered, or 
should all certified insurers be allowed to participate in the exchange?   

Options Pros Cons 
1.  Exchange can 

select which 
insurers are 
offered 

Would strengthen value 
based purchasing initiatives 
 
Might promote some degree 
of competition and result in 
lower rates and/or higher 
service and quality levels 

Could effectively bar some 
insurers from the individual 
market, especially if all 
individuals (subsidized and 
non-subsidized) are 
purchasing through the 
exchange (see discussion of 
this issue, above) 

2.  All certified 
insurers may 
participate 

No insurers excluded Weaker value based  
purchasing initiatives 
 
May result in less effective 
competition based on price, 
service and quality 

 
• How can we achieve the goal of “portability” or “seamlessness”, i.e., to allow people 

to move between individual coverage (subsidized and non-subsidized), employer-
sponsored coverage and Medicaid with minimal disruption to their coverage, 
insurance plans, benefits, rates and provider relationships?  This will require a high 
degree of coordination in designing the small group market and Medicaid along with 
the individual market.  If it is not possible to achieve “pure” seamlessness, what are 
the priorities: avoid gaps in coverage? Keep same provider? Maintain same level of 
benefits? Keep same insurer? 

• What organization should administer  the exchange/purchasing pool?  Is it a public 
entity, a public service non-profit organization or a contracted private organization, or 
something else? [to be developed further]. 

• How would the exchange be funded?  Options include: 
 a service fee for participants (individuals and employees of small businesses). 
 a fee for small businesses whose employees participate. 
 a surcharge on insurance premiums. 
 an opportunity fee from insurers who wish to bid for inclusion on the menu of 

offerings within the exchange. 
 a loan from the state and/or private foundations that would be repaid over time, 

or that could be a five year initial capitalization.   



Market Reform and Health Insurance Exchange Workgroup 
Timeline for Report Development and Review 

 
 
 
December 6 Workgroup meets to discuss market problems, reform goals, and 

options 
 
December Staff drafts initial (descriptive) report on market reform changes, 

health insurance exchange issues 
 
January 7 or 8   Workgroup edits report 
 
January 9  Finance Committee reviews report 
 
January   Exchange gives final approval of report, conducts other business 
(week 4) 
 
February 1 “Draft” report goes to Legislature, with notation that Board has yet 

to give approval, report is subject to change by Board 
 
February 13 Finance Committee approves report 
 
February 19 Board gives approves report 
 
February 20 Final report is given to the 2008 Legislature 
 
February (TBD) Workgroup continues its discussions of market reforms and health 

insurance exchange, in order to provide information to Finance 
Committee  



Market Reform & Health Insurance Exchange 
Initial “Issue Identification” List 

12/02/07 
 
 
 
A. Regulatory Changes to Insurance Market 

1. OHFB assumption: individual mandate 
i. How is a mandate administered 

ii. Exemptions (who, why, whether and how to address affordability gap in exemptions)  
2. Will Oregon utilize guaranteed issue, maintain OMIP, or use a new process 
3. What market changes will affect health plans 
4. Impact of pooling, underwriting, rating on the existing market 
5. Is there a benefits “floor” (Benefits Committee) 

i. What is the floor  
ii. What happens if the floor is higher than what people are purchasing currently (how to 

manage impact on various groups affected) 
6. Is there one pool or multiple pools 
7. Are changes to existing regulations in various markets needed (additional regulations, 

amendments to regulations)  
 
 
B. Role of an Exchange 

1. Is the Exchange for the individual market only, does it include the small group market 
(immediately or at a later date)  

2. To what, if any, extent does the Exchange perform a regulatory role (is the Exchange an 
information provider, a strong regulator, or somewhere in between) 

3. Does the Exchange set prices 
4. Does the Exchange set quality standards 
5. Does it monitor and/or enforce any regulations 

 
 
C. Structure and Duties of an Exchange 

1. Type of entity (public/private/quasi-public, new agency/existing agency/state-sponsored 
private entity) 

2. Governance 
i. Administered by OHFB or some other entity 

ii. If separate from OHFB, governing body (executive branch department, publicly 
appointed board of directors, CEO) 

3. Funding  
i. OHFB design assumption: Financing should be broad-based, equitable, and 

sustainable 
ii. Health Policy Commission recommends sustainable, internally generated funding, 

could be supported by transaction fees, premiums, carrier membership fees, Medicaid 
administrative funds 



4. Ensuring Viability – how to gain sufficient participation to be sustainable and influence 
quality and efficiency in the market (in what market – all, the individual market only, 
other configuration)  

5. Is there an alternative to using the Exchange, and for what groups/individuals (also see 
individual participation)  

 
 
D. Individual Participation  

1. Who will be allowed to use the Exchange (all individuals, subsidy-users, employees of 
small businesses, all Oregonians)  

2. Which participants may enroll voluntarily 
3. Will any participants be mandated to enroll, and if so which ones 
4. Will enrollment periods be enforced, and if so for what period 
5. Can an individual move from a Medicaid or subsidized plan into unsubsidized coverage 

and retain the same insurance without disruption (will plans be offered across payment 
type) 

6. Effect on families with access to insurance for some but not all members  
 
 

E. Risk Adjustment, Risk Sharing 
1. Will the Exchange engage in risk adjustment for plans enrolling members through the 

Exchange 
2. If so, how will this be accomplished (retrospective smoothing of costs among 

carriers/excess-loss claims subsidies to cariers/other) 
3. Is there a role for reinsurers, and if so what is that role 
4. Should a model such as utilized by Washington’s PEBB risk adjustment be considered 
5. Should exchange reallocate money to plans with high risk/cost enrollees 

 
 
F. Rate Methodology and Benefit Offerings 

1. What products will be offered (how many, what types)  
2. How is pricing determined  

i. Is one price set for all or do different products/companies have different prices 
ii. Are prices the same as outside the Exchange 

iii. Additional methodologies 
3. Can people “buy up” from the basic package 
4. Should a model such as used by Medicare be considered, in which eligibility and base 

benefit are defined, revenue is risk adjusted, buy-up is allowed, plans compete for 
business) 

 
 

G. Product Offerings  
1. How to ensure meaningful variation in plan design 

 
 
 



H. Health Plan Participation 
1. Will all health insurers be allowed to participate, or will participation be limited 
2. If participation is limited, how will plans be chosen  

i. Licensed health insurers 
ii. IPAs, etc 

iii. Medicaid plans 
iv. Independent offerings/alternative care networks 
v. Only verticals, or allow others 

3. Will there be requirements on participating plans (incentives for provider compensation, 
transparency, medical home, HER, etc)  

4. If there are participation requirements, will the Exchange set the participation criteria, or 
will these rules be set by another entity (legislatively, regulatorily by an existing 
department) 

5. Developing plans that manage care, quality, cost 
 
 
I. Tax Treatment 

1. Will individuals purchasing insurance be allowed to use pre-tax dollars to pay premiums 
2. Will other tax relief be provided to individuals purchasing insurance on their own  
3. For employers not offering employee health coverage, what is the advisability of 

requiring pre-tax use for the individual’s use of their own money 
4. Will Exchange be involved with employers’ use of a 125 mechanism for payroll 

deduction 
5. Will some employers be required to offer a 125 mechanism 

 
 
J. Brokers 

1. Role of brokers in reformed market that includes an Exchange 
i. Should we emulate Medicare or some other existing model 

2. Can the Exchange’s role and brokers’ role be positive for both 
 
 
K. Subsidy (Under discussion by Eligibility & Enrollment Committee)  

1. Who will be eligible for subsidy 
2. Will subsidy be based solely on income 
3. Will subsidies be available for any insurance purchase or only for insurance purchased 

through the Exchange  
4. Are the same insurance products offered to subsidized and unsubsidized users of the 

Exchange 
5. How will subsidies be funded (provider tax, payroll tax, other tax, general fund revenues) 

i. If Federal funds are used, what restrictions apply 
6. What is the interplay between the Exchange and the Family Health Insurance Assistance 

Program (FHIAP) 
7. Will the Exchange provide transitional assistance to employers that want to start offering 

employee health insurance 



8. Are subsidies available to individual for purchase of non-group insurance, purchase via 
employer-based insurance, or both 

 
 
L. Affordability Standard (Under discussion by Eligibility & Enrollment Committee) 

1. Definition of Affordability  
 
 
M. Employer Participation  

1. Can employers participate in the Exchange (none, small employers, all)  
2. Incentives for employers to participate in the Exchange (tax relief, administrative 

support) 
3. Will employers be required to pay a minimum percentage of employee premiums to 

participate in the Exchange 
4. Will the Exchange provide administrative functions for employer accessing health plans 

through the Exchange (such as customer service, enrollment, premium collection, billing, 
reconciliation, etc.) 

5. Will the Exchange utilize a Third Party Administrator for some or all of these activities 
6. What design elements influence employers continued willingness to offer employer-

sponsored coverage (crowd out) 
7. Will Exchange provide a premium aggregation function for individuals with multiple 

employers who may receive premium assistance from two or more employers.  How 
would this work 
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What problem are we trying to solve by creating an Insurance Exchange? 
 
For individuals: 
It is difficult for individual consumers to obtain clear and comparable information 
on all of the health plan options, including the high risk pool, available to them. 

• Individuals are not able to use the purchasing advantages of large groups. 
• Individuals are not able to benefit from other programs, e.g., health 

promotion and wellness, which are offered by many employers. 
• Employed individuals who are not covered by their employer cannot use 

the tax advantages of employer-based coverage. 
•   

 
If we also include employees of small groups: 

• Employees of small groups usually do not have a choice of health plans 
Portability is limited, i.e., when employees move from one employer to another, 
then often must switch health plans. 
 
 
What opportunity is created by the proposed comprehensive reform plan? 
The proposed comprehensive reform plan includes a requirement for individuals 
to have health insurance; this will change the dynamics of the individual market.  
Specifically, it would bring a large group of new individuals into the market – an 
estimated 150-200,000 people who currently do not have coverage.  In addition, 
there may be other reform elements, e.g., guaranteed issue and subsidies, 
which would affect this market.  It is therefore appropriate to consider 
mechanisms that would enhance the ability for these consumers to shop more 
effectively and efficiently for health coverage. 
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Options 
There is a range of options to consider in the design of an insurance exchange:   
 
Level 1:  At its most basic level, a health insurance exchange simply provides a 
mechanism to bring together a group of consumers to facilitate the purchase of 
health coverage from a variety of health plans.   
 
Level 2:  A more developed version of an exchange would include the following 
elements: 

• Decision support tools and transparent information on cost, quality and 
service -- to support informed consumer choice 

• Standardized or comparable benefits offered by health plans – to 
minimize unnecessary variation, facilitate comparison shopping and 
minimize risk skimming 

• Mechanisms to protect insurers who enroll high-risk members, e.g., 
risk adjustment 

• Market regulation to avoid an adverse risk spiral within the exchange 
(see discussion below) 

• Assistance to employers in setting up pre-tax arrangements and 
administration of COBRA coverage – to provide a benefit to small 
employers who participate 

 
In addition, an exchange can be a vehicle to administer subsidies for low-income 
individuals and employees. 

 
 
Level 3: At this level, an exchange begins to operate as a purchasing pool, by 
using value-based purchasing strategies and support for wellness programs to 
drive improvements in quality, service and costs.  This might imply that the 
exchange would select which plans could be offered rather that allowing all 
certified health plans to participate in the exchange. 
 
Level 4: The exchange could operate as a stronger purchasing pool by using its 
size to negotiate prices with health plans and push for improved value, or actually 
setting rates for participating health plans. 
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Goals/ Design Criteria for an Exchange 
 
♦ Provide an easy process for consumers to shop for coverage, e.g., clear and 

comparable information on the health plan options available to them.  
♦ Allow individuals to use the purchasing advantages of large groups. 
♦ Allow individuals to benefit from other programs, e.g., health promotion and 

wellness, which are offered by many employers. 
♦ If possible, enable employed individuals who are not covered by their 

employer to use the tax advantages of employer-based coverage. 
♦ Reduce administrative costs for purchasing coverage  
 
 
 
If we also include employees of small groups: 
♦ Provide employees of small groups with a choice of health plans 
♦ Maximize portability so that employees are not forced to switch health plans 

when employees move from one employer to another. 
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Oregon Health Fund Board -- Finance Committee 
Market Design/Insurance Exchange Work Group 

Insurance Exchange Design Issues 
 
 
What is our task? [from the Finance Committee Charter, 11/21/07] 
 
An evaluation of and recommendations on the role an “insurance exchange” 
would play in a redesigned individual market, including individual choice of carrier 
and plan and efficient administration of subsidies to eligible Oregonians.  The 
evaluation and recommendations will address issues including, but not limited to: 
 
The Structure of an Exchange  

• Organization of Exchange 
• Governance structure  
• Funding  
• Ensuring sufficient enrollment/participation  
• Role of brokers 

 
Interaction between Subsidy and Exchange  

• Who is offered subsidy  
• Mandate use of Exchange for subsidy users? 
• Products offered to those with and without subsidies  
• Subsidy funding 
• Coordination with the Family Health Insurance Assistance Progra 

 
Individual Participation 

• Mandatory and voluntary participants 
• Minimum enrollment period requirement?  Enforcement mechanism 
• Portability across employers and from Medicaid to employer coverage 
• Use of pre-tax dollars to purchase premiums 
• Supporting consumer choice via decision support tools & cost, quality, 

service information 
 
Employer Participation 

• Open or limited employer participation  
• Employer incentives for participation  
• Encouraging/maintaining employer sponsored coverage  
• Premium aggregation for employees with multiple employers 
• Minimum financial participation by employer for participation?  

 
 
 
 
 

 1
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Health Plan Participation 
• Inclusion of all affordable health plan options  
• Allow all willing plan or limit to select group of plans 
• Integrating incentives for provider compensation, transparency, medical 

home, EHR  
• Minimum coverage requirements?  
• Development of packages that manage care, quality and cost 
• Appropriate use of 125 plans 
 

The recommendations of the Work Group on Insurance Market Changes shall be 
delivered to the Finance Committee on or before March 15, 2008.  The Finance 
Committee shall consider the recommendations of the Work Group and forward 
final recommendations to the Board on or before April 30, 2008. 
 
 

 2
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What problems are we trying to solve by creating an Insurance Exchange? 
 
• Individuals are not able to use the purchasing advantages of large groups. 
• Individuals are not able to benefit from other programs, e.g., health promotion 

and wellness, which are offered by many employers. 
• Employed individuals who are not covered by their employer cannot use the 

tax advantages of employer-based coverage. 
• It is difficult for individual consumers to obtain clear and comparable 

information on all of the health plan options, including the high risk pool, 
available to them, even with the help of insurance brokers and agents as well 
as newer web-based tools. 

• There is no way to aggregate premium contributions if a person is employed 
by multiple employers but not eligible for employer-sponsored coverage. 

 
 
What opportunities are created by the proposed comprehensive reform 
plan? 
 
• The proposed comprehensive reform plan includes a requirement for 

individuals to have health insurance; this will change the dynamics of the 
individual market.  Specifically, it would bring a large group of new individuals 
into the market – an estimated 150-200,000 people who currently do not have 
coverage.   

• In addition, there may be other reform elements, e.g., guaranteed issue and 
subsidies, which would affect this market.  This would require a mechanism to 
determine eligibility and administer subsidies efficiently on a large scale.   

• An exchange can be a mechanism for enhancing consumers’ ability to shop 
more effectively and efficiently for health coverage. 

 
 
Possible Objectives for an Insurance Exchange 
 
• Provide an easy process for consumers to shop for coverage, e.g., clear and 

comparable information on the health plan options available to them.  
• Provide an efficient process for enrolling in health plans. 
• Reduce administrative costs for purchasing coverage. 
• Provide a mechanism to determine eligibility and administer subsidies 

efficiently and on a large scale. 
• Allow individuals to benefit from the purchasing advantages of large groups. 
• Allow individuals to benefit from other value-based purchasing initiatives, e.g., 

health promotion and wellness, which are offered by many large employers. 
• Provide a mechanism to aggregate premium contributions if a person is 

employed by multiple employers but not eligible for employer-sponsored 
coverage. 

• If possible, enable employed individuals who are not covered by their 
employer to use the tax advantages of employer-based coverage. 

 3
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• Could support employers in setting up Sec. 125 plans through use of 
agents/brokers. 

• Promote competition to design products that meet individuals’ price and 
coverage needs. 

 
 
Possible Functions of an Exchange 
 
An insurance exchange can provide a variety of functions.  We can select from 
this “menu” to produce a range of options for the design of an insurance 
exchange:   
 
• Create a central clearinghouse for information about choices of health plans 

and insurance products, i.e., a mechanism to bring together a group of 
consumers to facilitate the purchase of health coverage from a variety of 
health plans. 

• Design decision support tools and transparent information on cost, quality and 
service -- to support informed consumer choice 

• Create an efficient and user-friendly mechanism for enrollment in health 
plans. 

• Provide a mechanism to aggregate premium contributions if a person is 
employed by multiple employers but not eligible for employer-sponsored 
coverage. 

• Establish standardized or comparable benefits offered by health plans – to 
minimize unnecessary variation, facilitate comparison shopping and minimize 
risk skimming. 

• Design mechanisms to protect insurers who enroll high-risk members, e.g., 
risk adjustment or reinsurance. 

• Establish market regulations to avoid an adverse risk spiral within the 
exchange (see discussion below) 

• Establish a process to design subsidies, determine eligibility and administer 
subsidies for low-income individuals. 

• Use value-based purchasing strategies and support for wellness programs to 
drive improvements in quality, service and costs. 

• Promote competition in selecting which plans could be offered rather that 
allowing all certified health plans to participate in the exchange. 

• Negotiate prices and/or discounts with health plans and push for improved 
value. 

• Set or negotiate rates for participating health plans, or set bench mark price 
points. 

• Provide administrative support for broker commission payments. 
 

 4
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Other Issues 
 
• Who would use the exchange?  Options include: 
 

 All individuals getting insurance through the individual market purchase 
coverage through the exchange (i.e. it would be the sole mechanism 
for all individuals to access the health insurance market). 

 All individuals who receive subsidies purchase coverage through the 
exchange; voluntary use of the exchange for non-subsidized 
individuals. 

 Only subsidy users go through the exchange.  Non-subsidized 
individual market purchasers would have to purchase coverage outside 
the exchange. 

 
The first option would maximize the size of the pool and may increase the 
purchasing power of the exchange, but it would affect the role of brokers and 
agents who currently serve these segments.  It would also minimize the task 
of managing risk selection between separate pools, although this perhaps 
could be addressed in the other two options by ensuring that regulations 
regarding rating and benefits are consistent inside and outside the exchange.  

 
• What organization should serve as the administrator of the exchange/ 

purchasing pool? 
  

Is it a public entity, a public service non-profit organization or a contracted 
private organization, or something else? 
  

• How would the exchange be funded?  Options include: 
 

 a service fee for participants (individuals and employees of small 
businesses). 

 a fee for small businesses whose employees participate. 
 a surcharge on insurance premiums. 
 an opportunity fee from insurers who wish to bid for inclusion on the 

menu of offerings within the exchange. 
 a loan from the state and/or private foundations that would be repaid 

over time, or that could be a five year initial capitalization.   



Goals of the Oregon Health Fund Board Committees 
 
Benefits Committee 
The Benefits Committee will develop recommendations to the Board for defining a 
set(s) of essential health services that would be available to all Oregonians under a 
comprehensive reform plan.  This committee will also examine subsidy levels and cost-
sharing strategies that could be combined with the resulting set(s) of essential health 
services to create various benefit packages. 
 
Delivery System Committee 
The Delivery Committee will develop policy options and recommendations to the 
Board for strategies to create a high performance health system that provides timely, 
efficient, effective, high value, safe and quality health care for all Oregonians.  The 
recommendations will address cost containment as well as improving health outcomes 
and the experience of care.  The Committee will have one focused work group to 
develop a health care quality institute for the state. 
 
Eligibility and Enrollment Committee 
The Eligibility and Enrollment Committee will develop recommendations regarding 
eligibility requirements and enrollment procedures for the Oregon Health Fund 
program.  This committee will address issues related to affordability, enrollment and 
disenrollment procedures, outreach, as well as eligibility as it relates to public subsidies 
and employer-sponsored insurance. 
 
Federal Laws Committee 
The Federal Laws Committee will provide recommendations to the Board regarding the 
impact of federal law requirements on achieving the goals of the Health Fund Board, 
focusing particularly on barriers to reducing the number of uninsured Oregonians.   
 
Finance Committee 
The Finance Committee will develop recommendations to the Board for strategies to 
finance a proposed comprehensive plan to expand access to uninsured Oregonians and 
to modify the operation of Oregon’s non-group (individual) market to provide access to 
affordable coverage for individuals complying with an individual mandate for 
coverage.  This committee will have one work group devoted to Insurance Market 
Changes/Health Insurance Exchange.  
 
Health Equities Committee 
The Health Equities Committee will develop multicultural strategies for program 
eligibility and enrollment procedures and make policy recommendations to reduce 
health disparities through delivery system reform and benefit design of the Oregon 
Health Fund program.  
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Employer-sponsored coverage will continue to be the primary 
source of coverage for most Oregonians. 

All Oregonians will be required to have health insurance 
coverage.  Reform will ensure that affordable coverage options 
are available to all Oregonians. 

Employers not offering employees coverage will be required to 
contribute to the cost of coverage for all Oregonians. 

We need to improve the cost effectiveness and quality of 
Oregon’s health care system. , demonstrating improved 
efficiency, outcomes, safety, transparency and consumer 
satisfaction.    

The individual market will need to be redesigned to ensure 
access to affordable coverage in an efficient and sustainable 
market.

Strengthen the foundational elements of the 
current system. 

Shared responsibility and accountability to 
improve Oregon’s health care system. 

Coverage expansions for the poor & near-poor will be built on 
the current Oregon Health Plan (Plus & Standard). 

Strategic 
revenue 

options will 
be developed. An effective health care system must operate 

on the basis of long-term financial 
sustainability. 

Increased consumerism in the health care 
market is necessary and requires reliable 
information and choice. 

Financial barriers to affordable coverage must 
be removed. 

Subsidies will be needed to enable low-income Oregonians to 
purchase affordable coverage. 

Financing will be broad-based, equitable and sustainable.

DESIGN PRINCIPLES 
DESIGN ASSUMPTIONS
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NOTE: This list is not intended to be exhaustive. It is a starting place for the work of the 
Exchange Workgroup.   
 
A. Regulatory Changes to Insurance Market 

1. OHFB assumption: individual mandate 
i. How is a mandate administered 

ii. Exemptions 
2. Will Oregon utilize guaranteed issue, maintain OMIP, or use a new process 
3. What market changes will affect health plans 
 

B. Structure of an Exchange 
1. Type of entity (public/private/quasi-public, new agency/existing agency/state-sponsored 

private entity) 
2. Governance 

i. Administered by OHFB or some other entity 
ii. If separate from OHFB, governing body (executive branch department, publicly 

appointed board of directors, CEO) 
3. Funding  

• OHFB design assumption: Financing should be broad-based, equitable, and 
sustainable. 

• Health Policy Commission recommends sustainable, internally generated funding, 
could be supported by transaction fees, premiums, carrier membership fees, Medicaid 
administrative funds 

4. Ensuring Viability – how to gain sufficient participation to be sustainable and influence 
quality and efficiency in the market 

 
 
C. Individual Participation (Under discussion by Eligibility & Enrollment Committee)  

1. Who will be allowed to use the Exchange (all individuals, subsidy-users, employees of 
small businesses, all Oregonians)  

2. Which participants may enroll voluntarily 
3. Will any participants be mandated to enroll, and if so which ones 
4. Will enrollment periods be enforced, and if so for what period 
5. Can an individual move from a Medicaid or subsidized plan into unsubsidized coverage 

and retain the same insurance without disruption 
6. Effect on families with access to insurance for some but not all members  

 
D. Risk Adjustment 

1. Will the Exchange engage in risk adjustment for individuals enrolled through the 
Exchange 



2. If so, how will this be accomplished (retrospective smoothing of costs among 
carriers/excess-loss claims subsidies to cariers/other) 

3. Should the Exchange pool claims while keeping people in their own plans, with a 
percentage of ceded claims going to the primary insurer, the rest to a secondary insurer 

 
E. Employer Participation  

1. What employers will be able to participate in the Exchange 
2. Incentives for employers to participate in the Exchange 
3. Will employers be required to pay a minimum percentage of employee premiums to 

participate in the Exchange 
4. Will the Exchange provide administrative functions for employer accessing health plans 

through the Exchange (such as customer service, enrollment, premium collection, billing, 
reconciliation, etc.) 

5. Will the Exchange utilize a Third Party Administrator for some or all of these activities 
6. What design elements influence employers continued willingness to offer employer-

sponsored coverage 
7. Will Exchange provide a premium aggregation function for individuals with multiple 

employers who may receive premium assistance from two or more employers.  How 
would this work 

 
F. Health Plan Participation 

1. How to ensure inclusion of all affordable health plan options  
2. Will all health insurers be allowed to participate, or will participation be limited 
3. If participation is limited, how will plans be chosen  
4. How to ensure meaningful variation in plan design 
5. Requirements on participating plans (incentives for provider compensation, transparency, 

medical home, HER, etc)  
6. Developing plans that manage care, quality, cost 
 

G. Section 125 Plans 
1. Will Exchange be involved with employers’ use of 125 plans 
2. Will some employers be required to offer 125 plans 

 
H. Brokers 

1. Role of brokers in reformed market 
2. How can Exchange benefit brokers 
 

I. Tax Treatment 
1. Will individuals purchasing insurance be allowed to use pre-tax dollars to pay premiums  

 
J. Subsidy (Under discussion by Eligibility & Enrollment Committee)  

1. Who will be eligible for subsidy 
2. Will subsidy be based solely on income 
3. Will subsidies be available for any insurance purchase or only for insurance purchased 

through the Exchange  



4. Are the same insurance products offered to subsidized and unsubsidized users of the 
Exchange 

5. How will subsidies be funded (provider tax, payroll tax, other tax, general fund revenues) 
i. If Federal funds are used, what restrictions apply 

6. What is the interplay between the Exchange and the Family Health Insurance Assistance 
Program (FHIAP) 

 
K. Affordability Standard (Under discussion by Eligibility & Enrollment Committee) 

1. Definition of Affordability  
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