Executive Summary

Marketing and outreach are crucial investments to promote enrollment in the individual
health insurance market. They are investments that pay off by fostering a healthier pool
of consumers, which in turn lowers premiums for everyone. California has demonstrated
that you need to invest money to save money.

Selling health insurance is uniquely difficult. While sick people are motivated to buy
health insurance, healthier people need to be reminded, nudged and encouraged; they
need to be convinced of the value of having health care coverage. Marketing is
necessary to overcome the innate biases that discourage consumers from purchasing
something that does not provide an immediate return.

Californiad s e x p showsdhat@ stable individual insurance market does not just
happen on its own 8 investments in marketing and outreach attract a healthier risk
pool, lower premiums and encourage health insurance companies to participate in the
market with more certainty and potential returns.

Effective marketing and outreach require a multifaceted approach grounded in solid
research and a critical review of the return on investment. This report provides an
overview of Calif o r nmakkdiirsg and outreach experience, strategy and tactics. It also
provides evidence of the impact of marketing and the potential application of this
evidence to decisions by the Federally-facilitated and state-based marketplaces.

Major findings of this report include:

1 BecauseofCovered Californi abasdoatredcle@ali veo mair k& $
individual market 8 both on- and off-exchange 6 has one of the best take-up
rates and lowest risk scores in the nation. This bigger and healthier enroliment
translates to 20 percent lower costs than Covered California would have
otherwise had if its risk score were the same as the national average o
specifically, on-exchange premiums were $2.6 billion lower for 2015 and 2016.
CoveredCalfor ni a6s mar keting and outreach expen
lowered premiums by 6 to 8 percent. The lower premiums resulted in healthier
consumers being more likely to enroll because of the reduced price of insurance,
which further drives down the premium. (See Table 1: Potential Return on
Covered Cal i f o mvestraeats2016and RO&6t) Caveyed California
estimates that every marketing dollar likely yields a more than three-to-one return
on investment (ROI).

1 The federal government is on a path to dramatically underspend on marketing
and outreach 8 with the investment plans for 2018 being one-tenth of Covered
Cal i f or niLavwesinvesimenis anean less stable markets and higher
premiums. The federal government collects a health plan assessment on
premiums paid on the Federally-facilitated Marketplace (FFM) that is 3.5 percent
of premium. The purpose of this assessment is specifically to pay for marketing
and outreach to promote viable marketplaces for consumers, as well as ongoing
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operations.! The Centers for Medicare and Medicaid Services (CMS) estimates
that the federal government will collect $1.2 billion in plan assessments for
calendar year 2018.? The federal government6 planned 2018 spending of

$47 million to promote marketing and outreach for 39 states is one-tenth of the
$480 million it would be spending if it spent the same percentage of premium on
marketing as does Covered California: If the FFM made this investment over
three years, it would likely pay off with more than two million more Americans
getting insurance, premiums that are 3 percent lower and higher participation of
health plans, all with over a 400 percent return on investment. (Se e Unfapped
Potential of Federally-facilitated Marketplace Marketing Expansiond0 s e ct i
beginning on page 20.) If the federal government goes ahead with its planned 72
percent reduction in marketing and outreach spending, for a national spend of
$47 million, there will likely be one million fewer Americans getting insurance, a
less healthy risk pool in premiums that will be over 2.5 percent higher in 2019
(representing a premium increase for those remaining insured of $1.3 billion).

A

Cal i forni aods reseagheprovide evidenceaasdpport nine facts on
the importance of making marketing and outreach a priority for federal and state
public marketplaces. (See Section lllI: Facts on the Role of Marketing and
Outreach to Promote Enrollment in the Individual Insurance Market.)

Californiabds experience in promoting

on

enr ol

provide aframeworkto assess the | evel and nature of

investments. (See Sectionll: Mar ket ing and Outreach
That Inform Marketing Investments; and Section IV: Elements of Effective
Marketing, Outreach and Enrollment for the Individual Insurance Market.)

Covered California provides this report in an effort to inform the planning and
investments of other marketplaces with the belief that the best path to improvement is
transparency and the sharing of best practices. California is not an island. We have
much to learn from other parts of the nation and Covered California has a stake in the
success of efforts to assure stability in individual markets nationally. Understanding that
the combination of strategies and tactics that worked for California may not fully apply to
other states or the federal marketplace, nonetheless, the evidence is clear that a
combination of marketing and outreach efforts is critical to promoting markets that work
for consumers.

! Under 45 CFR §156.50 (https://www.ecfr.gov/cgi-bin/text-
1dx?SID=92e241490966e0b1b87f14d3683cal44&mc=true&node=se45.1.156_150&rgn=div8), a plan assessment fee is charged

to participating issuers to recoup the costs for the following federal activities in connection with the operation of the Federally-
facilitated Marketplace: provision of consumer assistance tools, consumer outreach and education, management of a Navigator
program, regulation of agents and brokers, eligibility determinations, enrollment processes, and certification processes for health

plans.

22018 plan assessment revenue for the FFM is found on page 10 of the Centers for MedicareandMe di c ai d

budget justification document, available at https://www.cms.gov/About-CMS/Agency-
Information/PerformanceBudget/Downloads/FY2018-CJ-Final.pdf.
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https://www.ecfr.gov/cgi-bin/text-idx?SID=92e241490966e0b1b87f14d3683ca144&mc=true&node=se45.1.156_150&rgn=div8
https://www.ecfr.gov/cgi-bin/text-idx?SID=92e241490966e0b1b87f14d3683ca144&mc=true&node=se45.1.156_150&rgn=div8
https://www.cms.gov/About-CMS/Agency-Information/PerformanceBudget/Downloads/FY2018-CJ-Final.pdf
https://www.cms.gov/About-CMS/Agency-Information/PerformanceBudget/Downloads/FY2018-CJ-Final.pdf

The federal government, other state-based marketplaces and California have a
responsibility to make investments that pay off for Americans and to continually seek to
improve operations. California looks forward to continuing to learn from the lessons of
others as it seeks to promote enroliment and a stable individual marketplace, and is
happy to share links to a range of actual marketing material that are available for use or
adaptation by other public exchanges.

An issue brief summary of this report can be found at http://hbex.coveredca.com/data-
research/library/CoveredCA Marketing_Matters Issue Brief.pdf.
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Introduction

California and other state-based marketplaces on average have attracted and retained

a healthier risk mix than have the 36 states supported by the Federally-facilitated

Marketplace (FFM). The Centers for Medicare and Medicaid Services has found that
California had the | gwesskfiacerageipl amhel i ali
both 20142 and 2015,* and continued to have one of the lowest risk scores in the nation

for 2016.5

While a range of factors contribute to a good risk mix and resulting lower premiums,
Covered California understandsthati g o o d r i s kWith #hat i mindny @odered
California makes marketing investments and policy decisions to promote broader
enroliment to ensure the best possible risk mix. The lynchpin to a good risk mix is
significant, ongoing and effectively targeted investments in marketing and outreach.

Marketing is a critical element to creating a successful business. By building brand
value in consumers éyes, a business is making an investment in its future. Doing
marketing and outreach correctly requires:

1 Hiring the best subject-matter experts (both staff and contractors).
91 Learning from research about consumersoperspectives and their experience.

1 Coordinating with partners to execute comprehensive and strategic outreach
efforts annually.

1 Adapting to changing circumstances and new insights.

Health insurance offered to individuals is no different. In fact, in many ways selling
health insurance is harder. Behavioral science shows that health insurance is a product
that needs to be explained, promoted and sold because there are innate biases that
make individuals skeptical about the need for coverage. (See page 7, Why Selling
Health Insurance in the Individual Market is Challenging.)

In 2016, Covered California spent $99 million on marketing and outreach, and in 2017,

that number was $122 million. For the upcoming 2018 enrollment year, Covered

California has budgeted $111 million 8 one-third of its 4 percent user fee assessed on

health plans or 1.4 percent of on-exchange premiums. The effective cost of Covered
Californiads mar keti ng apprakimaiely0.9 geaaentoftotah v e st men
individual market premium & in many ways, a more appropriate point of reference to

3 Centers for Medicare and Medicaid Services: Summary Report on Transitional Reinsurance Payments and Permanent Risk
Adjustment Transfers for the 2014 Benefit Year (Sept. 17, 2015) https://www.cms.gov/CCIIO/Programs-and-Initiatives/Premium-
Stabilization-Programs/Downloads/RI-RA-Report-REVISED-9-17-15.pdf

4 Centers for Medicare and Medicaid Services: Appendix A to June 30, 2016 Risk Adjustment and Reinsurance:
https://www.cms.gov/CCIIO/Programs-and-Initiatives/Premium-Stabilization-Programs/Downloads/Appendix-A-to-June-30-2016-
RA-and-RI-Report-5CR-063016.xIsx

5 Centers for Medicare and Medicaid Services: Appendix A to March 31, 2017 Risk Adjustment and Reinsurance:
https://www.cms.gov/CCIlIO/Programs-and-Initiatives/Premium-Stabilization-Programs/Downloads/Appendix-A-to-March-31-2017-
Interim-RA-Report 5CR_033116.xIsx

4 COVERED CALIFORNIA


https://www.cms.gov/CCIIO/Programs-and-Initiatives/Premium-Stabilization-Programs/Downloads/RI-RA-Report-REVISED-9-17-15.pdf
https://www.cms.gov/CCIIO/Programs-and-Initiatives/Premium-Stabilization-Programs/Downloads/RI-RA-Report-REVISED-9-17-15.pdf
https://www.cms.gov/CCIIO/Programs-and-Initiatives/Premium-Stabilization-Programs/Downloads/Appendix-A-to-June-30-2016-RA-and-RI-Report-5CR-063016.xlsx
https://www.cms.gov/CCIIO/Programs-and-Initiatives/Premium-Stabilization-Programs/Downloads/Appendix-A-to-June-30-2016-RA-and-RI-Report-5CR-063016.xlsx
https://www.cms.gov/CCIIO/Programs-and-Initiatives/Premium-Stabilization-Programs/Downloads/Appendix-A-to-March-31-2017-Interim-RA-Report_5CR_033116.xlsx
https://www.cms.gov/CCIIO/Programs-and-Initiatives/Premium-Stabilization-Programs/Downloads/Appendix-A-to-March-31-2017-Interim-RA-Report_5CR_033116.xlsx

compare since the entire individual market benefits from the broad marketing efforts that
result in a better risk pool and lower premiums.®

Californiads signi fi c a proportionatekodahe size gf the statee st me n t
and the size of its individual insurance market. California has implemented its

marketplace in the context of having one of the most culturally, linguistically and

geographically diverse markets in the nation. Consumer needs vary among different

demographic groups, geographic areas and population centers. To better communicate

and encourage enroll ment, Covered Caisi forniabo
informed by data-driven research on potential enrollment populations and their

demographic characteristics.

Californi ads sloezmmtmeands experienee isexceptional; rather, it
makesCal i f or ni eelévanttb ettersstatessand the federal marketplace
because California is a microcosm of the United States. Its experience can provide
relevant lessons for other marketplaces to consider, whether those markets are larger,
as is the FFM, or smaller in the case of individual states.

With four years of experience in promoting enrollment, Covered California has learned
the following lessons about fostering a stable and competitive individual market that
works for consumers:

1 Health insurance needs to be sold. Consumers need to be convinced to spend
their discretionary income on coverage.

1 Marketing and outreach have a dramatically positive return on investment (ROI).
Covered California estimates that every dollar likely yields a more than three-to-
one ROI 8 with both consumers and the federal government being the
beneficiary of those investments.

1 Marketing will always be needed because the individual insurance market churns
significantly. Consumers enter and leave as their coverage needs change.’

1 Underinvesting in marketing likely contributes to instability in the marketplace,
higher premiums for consumers and less participation by health plans.

1 Marketplaces need to hire skilled marketing and outreach staff; ensure sufficient
spending; conduct appropriate marketing, communications and outreach
functions; and adequately staff vendor management and coordination of agents
and navigators.

5 Since plans in California must offeri mi r r or e d 0 exhasge grodscts oufsidedttre exchange at the same price, the
assessment in California is effectively spread across the entire individual market. Since the FFM and most state-based
marketplaces assess fees only based on on-exchange enroliment and may not have comprehensive off-exchange enroliment or
plan-selection data, to compare consistently, most of the dat a i n ctioh@mmgaBsspendngonlMasmber so se
percentage of on-exchange premium for 2018. As described in the By the Numbers section, this high churn has continued.

” In the period from 2008 to 2011, prior to major Patient Protection and Affordable Care Act provisions taking effect, only 42 percent
of individual market enrollees kept their coverage after 12 months, and 80 percent of them experienced coverage changes to
other types of health insurance (the majority obtaining employer-based coverage). Sommers, Benjamin D. finsurance
cancellations in context: stability of coverage in the non-group market prior to health reform.0Health Affairs 33, no. 5 (2014): 887-
894.
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Covered California provides this report to share its approach, rationale and detailed
marketing and outreach plans because it believes the best path to improvement is
transparency, setting benchmarks and learning from the best in private and public
spheres. This report aims to help inform federal and state policy-makers about the size
and nature of marketing and outreach investments that are needed to help foster stable
insurance markets and to promote a good risk mix. At the same time, Covered
California provides this report to foster discussion and feedback as it seeks to
continually improve its own marketing and outreach efforts.

This report includes the following four sections:

I.  Why Selling Health Insurance in the Individual Market Is Challenging
Behavioral economics, social psychology and cognitive neuroscience
explain that the individual health insurance market is different from selling
other products and services because of innate biases that make selling
health insurance a challenge. It also contrasts individual health insurance
to employer-based coverage, Medicare and other public programs.

I. Mar keting and Out r ea c DataTBat Inforime Number s o
Marketing Investments
Providesareview of Cover ed Jacétadbppoachaad s mul t i
financial considerations to making marketing and outreach investments.
Further describes why marketing and outreach are investments likely to
pay off for federal and state-based marketplaces.

lll.  Facts on the Role of Marketing and Outreach to Promote Enrollment
in the Individual Insurance Market
Identifies nine key facts based on early evidence or proven data that can
help inform investments in marketing and outreach by policy-makers.

IV. Elements of Effective Marketing, Outreach and Enrollment for the
Individual Insurance Market
Concrete exampl enarketnfjan@ autreadh tactics,| withdas
summary of their costs in dollars and as a percentage of on-exchange
premium, as well as links to more examples of materials and research used
in California.

Marketing is essential to continually maintain the healthiest possible risk pool. There
may be room for debate on what the right mix of marketing investments should be. Only
through getting and continually refreshing a large and balanced risk pool can stable
premiums in the individual market be assured.
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|. Why Selling Health Insurance in the Individual Market Is
Challenging

Innate Biases Mean Many People Avoid Buying Insurance: Human bias
leads consumers to perceive health insurance as something they do not
need and overcoming those barriers requires deep insight and
sophisticated marketing.

Selling health insurance in the individual market is not like selling other products and
services, such as cars and cellphones. It is far more difficult because it requires
overcoming several innate biases that affect most people.

There is significant evidence from behavioral economics, social psychology and
cognitive neuroscience that finds humans behave irrationally. This explains why some
individuals do not take the rational action of protecting themselves with health
insurance. Getting people to change these behaviors requires deep insight and
sophisticated marketing & especially to enroll the young and healthy to ensure a large,
stable pool of participants.

Individual health insurance is a particularly challenging product to sell, even with
substantial subsidies. While individuals with health conditions have high motivation to
get insurance, healthy people have biases that discourage them from getting care. In
large-group health insurance and programs such as Medicare, these biases are
addressed by including certain mechanisms to counter them.

What follows are biases most people harbor that make selling health insurance a
challenge:

1 Loss Aversion Bias: Consumers see the initial cost of buying a health
insurance policy as aloss. Every day that they do not get fia payoffo from
the insurance is considered a loss. Under the prospect theory, people value
avoiding a loss at twice the power of receiving a gain.® Healthier people would
rather accept the risk of being uninsured than face the absolute certainty of
paying premiums compared to the uncertainty of a gain in the form of having care
paid for by their insurance.®

1 Temporal Discounting: Younger and healthier consumers are more tolerant
of risk and are willing to make decisions that may adversely affect them in
the future. Individuals discount the future and put all emphasis on the present.®

8 Kahneman, Daniel, and Amos Tversky. fProspect theory: An analysis of decision under risk.0 Econometrica: Journal of the
Econometric Society (1979): 263-291.

® Schneider, Pia. iWhy should the poor insure? Theories of decision-making in the context of health insurance.0Health Policy and
Planning 19, no. 6 (2004): 349-355.

10 Thaler, Richard. fiSome empirical evidence on dynamic inconsistency.0 Economics Letters 8, No. 3 (1981): 201-207.
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Similar to saving for retirement! or dieting,*? people tend to put off buying health
insurance. The combination of a cost today and an uncertain future payoff
presents a classic temporal discounting barrier.

1 Optimism Bias: When it comes to buying health insurance, people assume
they will not get seriously ill nor fall victim to catastrophic health events.
Eighty percent of the population, across gender, race, nationality and age,
consistently and routinely underestimate the risk of negative things happening
and overestimate the chances of winning or achieving positive things.*®

1 Availability Bias: Individuals who have never suffered a serious health
iIssue, or are young and healthy and cannot imagine a time when they will
need insurance, suffer from the availability bias. Humans tend to believe
what is favailableo t o t hei r ¢ o rffilltermore anpdearisi alestracte
invisible or distant in time or space, the less available it is in imagining. Most
people are relatively healthy and do not foresee themselves as being sick or
needing care.

i Status Quo Bias: If individuals currently do not have health insurance,
enrolling them is even harder. The research on the status quo bias reveals that
it is difficult to make people take action to change their current status.> 16

1 Self-Efficacy: When signing up, consumers worry about understanding
health insurance and making the wrong choice when deciding on their
own. A significant barrier to people doing something new is called self-efficacy.
In a study examining insurance decision-making with Medicare patients, it was
found that the consumers with greater self-efficacy wanted to make decisions on
their own but preferred having advice.'” Those with less self-efficacy were less
knowledgeable about Medicare, in poorer health, and preferred delegating
insurance decisions to someone they trust, such as spouse. These findings
suggest that education and outreach activities could help build trust with less
informed consumers, and support the role of agents, Navigators and others to
help consumers with complex decision-making.

11 Ersner-Hershfield, Hal, G. Elliott Wimmer and Brian Knutson. fiSaving for the future self: Neural measures of future self-continuity
predict temporal discounting.0Social Cognitive and Affective Neuroscience 4, No. 1 (2008): 85-92.

12 Barlow, Pepita, Aaron Reeves, Martin McKee, Gauden Galea and David Stuckler. flunhealthy diets, obesity and time discounting:
a systematic literature review and network analysis.0Obesity Reviews 17, No. 9 (2016): 810-819.

13 Sharot, Tali. fiTthe optimism bias.0 Current Biology 21, No. 23 (2011): R941-R945.

14 Tversky, Amos, and Daniel Kahneman. fAvailability: A heuristic for judging frequency and probability.6 Cognitive Psychology 5,
No. 2 (1973): 207-232.

15 Samuelson, William, and Richard Zeckhauser. iStatus quo bias in decision making.0Journal of Risk and Uncertainty 1, No. 1
(1988): 7-59.

16 Anderson, Christopher J. iiThe psychology of doing nothing: forms of decision avoidance result from reason and
emotion.0Psychological Bulletin 129, No. 1 (2003): 139.

17 Kan, Kathleen, Andrew J. Barnes, Yaniv Hanoch, and Alex D. Federman. iSelf-efficacy in insurance decision making among older
adults.0The American Journal of Managed Care 21, No. 4 (2015): e247-54.
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The Individual Insurance Market is Different and Requires More Marketing:
The individual health insurance market Is different from employer-based or
public sources of coverage, such as Medicare 8 and must be heavily
marketed and sold.

The Affordable Care Act includes multiple policy levers to encourage broad-based
enroliment in the individual market, including:

1 The availability of premium tax credits and cost-sharing reduction subsidies
through marketplaces.

1 The individual shared-responsibility provision (individual mandate).
1 Mechanisms to support marketing for the federal or state-based marketplaces.

The first two policy levers have been critical in achieving coverage gains. However, they
are not enough to encourage consumers to purchase and keep insurance.

Some suggest that the relative absence of marketing for health insurance in the
employer, Medicare or Medicaid markets should inform efforts of public exchanges in
the individual market. However, the individual market is fundamentally different from
these sources of coverage, which both serve different populations and have structural
features that efficiently maximize enroliment and attract both low- and high-risk
consumers.

These major coverage sources do not rely heavily on marketing for the following
reasons:

1 Employer-Sponsored Insurance: Employer-sponsored insurance is the main
source of coverage for 150 million nonelderly Americans.*® Employers offering
coverage generally pay for a significant percentage of that coverage so that
nearly all employees participate in coverage at the beginning of employment &
the take-up rate of 79 percent reflects the fact that the vast majority of those
employees eligible for job-based coverage sign up.'® Marketing to those with
employer-based coverage is a critical function of the employer-employee
communication, and does not require additional marketing for purposes of
Asel Furthkega 0substantial porti orenradlheretmpl|l oyer s
processes that facilitate higher enrollment.?°

18 Kaiser Commission on Medicaid and the Uninsured (2015). fiThe uninsured: A primer & key facts about health insurance and the
uninsured in America. Washington, D.C.: http://kff.org/uninsured/report/the-uninsured-a-primer/. See supplemental tables d
Table 1: 270.2 million non-elderly people, 55.5 percent of whom are covered by ESI.

19 Some of the reasons workers are not covered by their employer include: 1) They are not eligible for benefits, 2) they already have
coverage through a spouse or 3) they refuse employer coverage. See Exhibit 3.2 in Kaiser/HRET 2016 fiSurvey of Employer-
Sponsored Health Benefitsq available here: http://www.kff.org/health-costs/report/2016-employer-health-benefits-survey/

20 According to recent national surveys, more than 40 percent of employers automatically enroll workers in health benefits.
Kaiser/HRETA Sur vey o fSpomsloayeer He a(20i5). Benef i t so
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1 Medicare: Most consumers qualify for Medicare upon turning 65 or when they
are under 65 but disabled. Because Medicare Part A (hospital) effectively has no
premiums for eligible consumers, they are automatically enrolled if they have
contributed their payroll tax. Medicare Parts B (outpatient) and D (prescription
drugs) are voluntary and require eligible consumers to pay a monthly premium,
with subsidies available on a sliding scale. Unlike younger people, those eligible
for Medicare are far less likely to experience innate biases that may impede
enrollment 8 instead those who are eligible for Medicare know they need health
care coverage. For those over the age of 65, 90 percent use at least one
prescription drug and 39 percent use more than five.?! Additionally, two-thirds of
Medicare beneficiaries live with multiple chronic conditions.??> Not only are older
individuals more aware of their potential need for health care than are younger
people, but there are now penalties in the form of increased premiums for
consumers who do not sign up.

The marketing and outreach efforts to promote enrollment in Medicare
Advantage and Medicare Part D are also totally different from the individual
market. The Center for Medicare and Medicaid Services reports spending only
$9.7 million to promote Medicare Part D and Medicare Advantage, but health
plans themselves spend what is sure to be billions to promote their plans. The
best data available is for 2017, the advertising spend alone of private health
plans to promote enroliment was likely more than $350 million.?2 This figure does
not include other forms of marketing expenses, such as digital marketing and
direct mail. It also does not include health planséagent commissions to promote
enrollment. Medicare Advantage uses extensive marketing to enroll consumers
and relies heavily on agents and brand-marketing investments similar to those of
Covered California. Agents in California are paid approximately $500 a year for
the first year a consumer enrolls in a Medicare Advantage plan. If the ratio of
marketing spend to agent commission payments in Medicare is anywhere close
to that of the individual market 8 Medicare Advantage plans and Medicare Part
D plans are paying close to $2 billion in commissions to agents. This spending is
similar to spending by health plans in public marketplaces which does not
promote enrollment itself, but promotes the selection of their plan among all
potential plans in a choice environment (see Fact 5: Public Marketplaces Are
Best Positioned to Promote Broad Enrollment, starting on page 49).

21 Kantor, Elizabeth D., Colin D. Rehm, Jennifer S. Haas, Andrew T. Chan, and Edward L. Giovannucci. "Trends in prescription drug
use among adults in the United States from 1999-2012." Jama 314, no. 17 (2015): 1818-1830

22 Centers for Medicare and Medicaid Services. Chronic Conditions among Medicare Beneficiaries, Chartbook, 2012 Edition.
Baltimore, MD. 2012.

B See,Duggan, et al ., AWho benefits wiheonghintheMedicavr eer Mde/ratn t majewnglm orge 2 mP as
of Public Economics 141 (2016), which found average spend on advertising per Medicare enrollee in Medicare Advantage Plans
and Medicare Part D plans of $5.90 a year. This average spend was multiplied by 19.1 enrollees in Medicare Advantage and 41.3
enrollees in Medicare Part D.
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1 Medicaid: Because Medicaid is a public insurance program available at little-to-
no cost to the consumer, it is easier to convince eligible consumers to enroll into
Medicaid since the financial barrier has been removed. Additionally, because
eligible consumers can enroll year-round and in some states?*, at the point of
care (when Medicaid-eligible individuals show up needing care at a hospital they
can be immediately enrolled), there is less need to market during an open-
enroliment period. Even with these enroliment advantages, research has
highlighted the importance of marketing and outreach to promote higher take-up
rates for those eligible for Medicaid.?®

24 presumptive Medicaid eligibility is a state option under Sec. 2001 of the Patient Protection and Affordable Care Act.

% Wr i ght LoweCost Behaviorai Nudges Increase Medicaid Take-up Among Eligi bl e Re s i d e n HealthdffairsQMag gon . 0
2017).
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. Market i ng and @ythe Mumlehso: Data That Inform
Marketing Investments

Marketing and outreach need to be executed well and be focused on the right target
populations. Marketing and outreach investments should generate sufficient offsetting
returns in the form of enrollment, better risk mix and lower premiums to justify their
Al oado on premi ums.

The payoff of marketing investments takes multiple forms, including:

1 Increased enrollment that leads to a better risk mix and resulting lower
premiums.

1 Certainty for health plans that they will enroll a healthier mix of consumers, which
allows them to price accordingly and decide if participating in the individual
market makes financial sense.

1 Lower premiums for individuals who do not receive federal tax credits.
1 Lower premiums translating into lower federal-subsidy payments.

This section of the Marketing Matters report provides some of the data that frames
Californiabds investment approach.

Making the Right Investment: Covered Californiads Appro

A good risk mix does not just happen. Since its inception, Covered California has
consistently invested in substantial marketing and outreach. These investments are
grounded in the perspective that such investments lower premiums and attract a
healthier risk pool. While there is no magic formula to determine how much marketing is
sufficient, Covered California provides a pathway to help each marketplace determine
its appropriate level of investment.

Cover ed Cal i f echannelagpmacmhad résulted in marketing and outreach
budgets that will average more than $120 million annually over its first five years. While
the first two years of operations were supported by federal establishment funds,
Covered California has continued to make investments in marketing and outreach a
priority. These investments complement what health plans pay directly on marketing
and commissions to agents. All together, the investments by Covered California and its
11 contracted health plans totaled nearly $1.0 billion over the past four years. Adding
planned spending for 2018, the total increases to $1.3 billion and averages to
approximately $260 million per year (see Figure 1: California On-Exchange Individual
Market Marketing and Outreach Investments, 20147 18).
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FIGURE 1
California On-Exchange Individual Market Marketing and Outreach Investments (millions), 20141 18%6

Funding from federal Funding only from
establishment funds health plan assessments
$276 $271
$265 $255
$99 $231
$95 $112
$123 —— Health Plans
$110 Commissions

m m Paid to Agents
$37

m m— Health Plans Direct

Media Spend
$143

$134 $122 $99 $111 —— Covered California
Marketing and
Outreach

2014 2015 2016 2017 2018

(projected)
Plan Year

Looking ahead, Covered California has budgeted $111 million for FY 201771 18 which is
broken down as follows (see Figure2:.Covered Californiads 2018 Ma
Outreach Investments 8 $111 million):

1 Marketing ($65.9 million): Includes paid media buys on television, radio, print,
digital and out-of-home advertising to promote enrollment and the importance of
coverage. Covered California has earmarked more than $43 million of the
marketing budget specifically for paid media.

1 Outreach and Sales ($33.5 million): SupportforCover ed Cal i forniads
system to support in-person enroliment and enroliment partners such as Certified
Insurance Agents, certified enrollers and Navigator grantees.

1 Communications and Public Relations ($5.1 million): Covered California
invests heavily in earned media to encourage enrollment during open and special
enroliment. The $5.1 million supports a staff of 15 Covered California media
professionals and a contract with the global public relations firm, Ogilvy. During
the fourth open-enrollment period Covered California conducted more than 200
interviews with various media outlets, generating 90 million impressions.

1 Other program administrative expenses ($7 million): Support for consumer
protection.

%Covered Cal i f oragentpdidscommissidng ate egtimated based on enrollment data and best available information
on commission rates, but may not reflect actual health plan spend. 2018f i gur es ar e projected using Cover e
proposed 2017i 18 budget and direct-media spend is assumed to be the same as 2017. To enable common benchmarks based
on a share of on-exchange premium (Figures 1 and 11), Covered Calif or ni a at t difedi-media spengihggnmooionally
based on 68 percent of individual market enroliment being on exchange and 32 percent off exchange.
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FIGURE 2
Covered Californiads 2018 Marok®ilimiign and Outreach I nves

Outreach and Sales

_~ $33.5 million

Marketing
$65.9 million

V.

Program Integrity
$7.0 million

Communications and
Public Relations
$5.1 million

Marketing and Outreach Results in California

Cover ed Caécisibondgorconiinaedtasmake substantial marketing and outreach

investments is rooted in research that shows enhanced marketing improves take-up in

the individual market. While it is difficult to establish empirically the precise effects of

marketing investment and the specific benefits of each incremental dollar invested in

marketing, there is substantial evidencethatCover ed Cal i forniads aggr ¢
andoutreachhave been i mportant contributi-upgndf actor
the healthier risk profile as compared to the experience of the Federally-facilitated

Marketplace (FFM).

Twocrit i cal pieces of evidence reinforce the hyp
approach, including marketing as a critical component, results in higher enrollment and
a healthier risk mix:

1 Covered California has achieved a take-up rate among those who are subsidy
eligible that is nearly 25 percent higher than the average for FFM states (see
Figure 3: Comparing California and the Federally-facilitated Marketplace Take-
Up Rates 8 2014-2016). This data indicates that as of 2016, Covered California
enrolled about 79 percent of subsidy-eligible individuals compared to the average
for FFM states (64 percent).?’

27 See Kaiser Family Foundation Analysis of 2016 effectuated enrollment data: http://www.kff.org/health-reform/state-
indicator/marketplace-enrollees-eligible-for-financial-assistance-as-a-share-of-subsidy-eligible-population/.
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1 As documented and reported by FIGURE 3

CMS, Covered Californiad s Comparing California and the Federally-
enrollment reflects a substantially facilitated Marketplace Take-up Rates &
healthier mix of enrollees.?® The 2014i 2016

CMS-calculated risk score of 79%

Californiad mdividual market is

approximately 20 percent lower
pp yzup 64% 64%

than the national average (see

Figure 4: Comparison of FFM, SBM °8%

and Covered California Risk 49%
Scores). This 20 percent lower risk

score meansthatCal i forni ads . 5

billion on-exchange premium for 33%

2016 is roughly $1.3 billion lower

than it would have been if the

average risk of individual market
enrollees in California were the
same as the FFM average.?®

While factors other than marketing and
outreach contribute to some of the 2014 2015 2016
differences in take-up and risk mix in W California FFM
California, marketing and outreach play
a significant role in the higher enroliment
and healthier risk mix outlined above.

FIGURE 4
Comparison of FFM, SBM and Covered
California Risk Scores

Further study is needed to better 169 1.69
understand the specific return on 153 150
investment for different levels of
incremental spend. Available data 1.34 250
provides parameters for modeling the
potential return on investment and
national benefits if the federal
government were to make incremental
increases in its marketing and outreach
to be on a scale comparable to
California. The two central hypotheses
that support these investments are:

1 Marketing and outreach result in

more people signing up; and FFM SBMs (excl. CA)  California
2015 = 2016

BCenters for Medicare and Medicaid Services. (2017) ASummary Report

Ri sk Adjustment Tr ansf er bttpd//aww.cinhgev/CZIOOIPEogr&es mredfinitidtivesfRreanium-0
Stabilization-Programs/Downloads/Summary-Reinsurance-Payments-Risk-2016.pdf

2 See Table 1: Potential Impacts of Enhanced Marketing and Outreach 8 2018i2002, i n the AReturn on I nvest me
Marketing has likely delivered California a better than three-to-one r et urn on i nvesonpagei7do section, star
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9 The incremental enroliment from FIGURE 5

those who sign up due to marketing Covered California Risk Scores by Enrollee,
contribute to a healthier risk mix. 2016 and 2017
In 2017, new Covered California 1.02 103

open enrollment, new consumers obtain
coverage for the coming year and existing
enrollees renew their coverage.3? New
enrollees in 2017 have a 15.7 percent
lower mean risk score than renewing
enrollees 8 an improvement of 4.3
percent between 2016 and 2017. (See 2016 M 2017

Figure 5: Covered California Risk Scores

by Enrollee, 2016 and 2017.) At the same

time, renewing members have consistently had a mean risk score of ~1.03 from year to
year, and the 2017 cohort has fewer chronic conditions than the 2016 cohort. This
suggests that Covered California is successfully attracting new healthy enrollees to
stabilize the risk pool.

enrollment translated to a better risk mix.

Using a concurrent risk-score model®°

based on data from the State Office of

Statewide Health Planning and 0.93
Development (OSHPD), Covered

California analyzed open-enroliment 0.89
cohorts to measure its effectiveness in

attracting a balanced risk mix.3! During

Open Enroliment Renewal

Additionally, Covered California attracted a good risk mix in the context of an average
13.2 percent rate increase in 2017, which suggests that the availability of tax credits to
defray the cost of health insurance is a significant driver of enroliment.33

30 The Chronic lliness and Disability Payment System (CDPS) model is used by many states to evaluate their Medicaid program
enroll ment. CDPS calcul ates ri sk scor e sconditondiagnoses(e.d., digbetes)listadal 6s age,
in the following clinical encounters: hospitalizations, emergency department (ED) visits and ambulatory care. Since ambulatory
data is not currently available by OSHPD, Covered California uses hospitalization and ED visits because these two categories
have a 70 percent correlation with patient morbidity among Medicaid beneficiaries.

3:

=

Bertko, John, Andrew Feher and Jim Watkins. M mi d ACA Uncertainty, Covered Caloi20@r ni ads Ri s
http://healthaffairs.org/blog/2017/05/15/amid-aca-uncertainty-covered-californias-risk-profile-remains-stable/, a @odered

California Continues to Attract Sufficient Enrollment and a Good Risk Mix Necessary for Marketplace Sustainabilityd 2007).
http://hbex.coveredca.com/data-research/library/CoveredCA_Sufficient Enrollment Good Risk Mix.pdf

32 To simplify year-to-year enroliment, Covered California automatically renews existing consumers into the same coverage, if
available, at the end of the renewal period if they do not actively change their health plan. Consumers are notified of their option
to change plans during the open-enroliment period should their preferences change.

3 The premium change for 2017 followed two years of markedly lower premium increases (4.2 percent and 4 percent in 2015 and
2016, respectively). In 2016, 87 percent of Covered California enrollees were eligible for subsidies. Because premium tax credits
are benchmarked to the second-lowest-c o st Si | ver pl an in an i ndtanputthaseladygicalplaxt i ng r egi on
adjusted to the costs in their local market. Effectively, this regional benchmark insulates subsidy-eligible consumers from rate
increases.
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Return on Investment in California: Marketing has likely delivered
California a better than three-to-one return on investment.

Determining whether maokédinggunhvestmaat gsinpa
which incremental spending on marketing and outreach result in a higher take-up rate.

Using this simple and limited definition of return on investment, it appears that

marketing and outreach have delivered to California a better than three-to-one return,

meaning Covered California saved Californians and the federal government anywhere

from a low of $853 million to a high of $1.3 billion by having lower premiums in 2015

and 2016 alone.

Return on Investmentd Mor e t han fAjusto | ower premiums
Measuring return on investment based on lower premiums for those insured is an

appropriate metric to assess the value of marketing and outreach spending, but it

understates the broader positive impacts. First, more people getting and staying insured.

Second, to the extent that marketing provides a better and more stable risk pool, health

plans are more likely to see the individual market as a safe place to compete. Fostering

greater participation and competition between health plans promotes consumer choice and

helps keep premiums low through the market forces of competition.

OnewaytocalculateCal i forni abés return on invel$hd ment ca
risk mix relative to the national average and the associated impact on premiums;

Cover ed Canarketing spendiagbasd an attribution of the portion of the

premium difference to the marketing efforts.

Covered California has generated a strong take-up rate among healthier enrollees in the

individual market, as documented by CMS.3* The CMS-calculated risk scores of

Californiad mdividual market enrollees is approximately 20 percent lower than the

national average. By and large, this 20 percent lower risk score means that the $6.5

billion in premiums collected in 2016 is roughly $1.3 billion lower than it would have

been if the average risk of individual market enrollees in California was actually the
sameastheFFM average (See Table 1: Potenti al Ret
Marketing Investment, 2015 and 2016).

The better risk mix needs to be viewed in the context of an unsurprising companion fact
0 better enroliment. First, Covered California has achieved a take-up rate among those
who are subsidy eligible that is nearly 25 percent higher than the average for FFM
states (see Figure 3: Comparing California and the Federally-facilitated Marketplace
Take-Up Rates d 20141 2016). The data indicates that as of 2016, Covered California
enrolled approximately 79 percent of subsidy-eligible individuals compared to the
average for FFM states (64 percent).

Other research has indicated that enhanced marketing improves take-up in the
individual market or in public programs, but independent and comprehensive research

Centers for Medicare and Medicaid Services. (2017) fASummary Report
Risk Adjustment Tr ansf er s f or t h éttp2/QvivgcmBaew@&ll@/Rrogrdresaanddlnitiatives/Premium-
Stabilization-Programs/Downloads/Summary-Reinsurance-Payments-Risk-2016.pdf
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on this topic is sparse.® Part of the reason is the difficulty in establishing with precision

which enrollees and what elements of a better risk mix result from marketing. For
instance, while itisclearthat Cover ed Cal i forniads aggressive
led to differences in enrollment and the risk mix, other factors surely explain some of the
difference in the risk mix resulting in lower premiums.36

To account for the potential impact of other factors on enrollment and risk mix, Covered

California made several analytic assumptions in calculating the potential return on

investment of marketing and outreach spending. First, Covered Califor
excluded the 2014 plan year 8 the initial year of the implementation of the Affordable

Care Act 8 because in this first year, there were challenges with the rollout of the FFM

and healthcare.gov that may have affected enrollment. Second, rather than base the

return on investment on a comparison of enhanced marketing (the relatively higher

marketing spending in California compared to the FFM), the analysis used Covered
Californiads entire manglstheibasigto asseds passidler each sp
ROI.3” Covered California then looked at 2015 and 2016 to model two assumptions

relative to what portion of the better risk mix to attribute to marketing and outreach:

Applying only one-third of the difference to marketing and outreach and applying half of

the difference to marketing and outreach.

If one-third of the difference in gross premiums between California and the FFM is
attributed to Covered Cal i f or lkelyrdgsgtedimar ket i ng
premium savings of $853 million for 2015 and 2016 (from what premiums might have

been without that spending on marketing). When compared to the marketing and

outreach investments of $265 million in 2015 and 2016, the return on investment would

likely be three-to-one.38

3 Wright, Bill, Ginny Garcia-Alexander, Margarette Weller and Katherine Baicker. (2017).  fi-CastBehavioral Nudges Increase
Medicaid Take-Up Among EIl i gi bl e RHealth Affains.36(5): 838-840:rKaracaMandic, Pinar, Andrew Wilcock,
Laura Baum, Colleen L. Barry, Erika Franklin Fowler, Jeff Niederdeppe, and Sarah E. Gollust. iTthe Volume Of TV
Advertisements During The ACAO6s Fir st Eaedinsdranom€ovéragidHealtho d Was Associ e
Affairs 36, no. 4 (2017): 747-754,  a Addertiging cutbacks reduce Marketplace information-seeking behavior: Lessons from
Kentucky for 2018.0 http://theincidentaleconomist.com/wordpress/advertising-cutbacks-reduce-marketplace-information-seeking-
behavior-lessons-from-kentucky-for-2018/.

3

&

In addition to the role of marketing and outreach, better risk mix can be potentially attributed to other variables, including: 1) the

size and efficacy of marketing efforts by health plans or others 2) whether a state converted all plans to Affordable Care Act-

compliant plans in 2014 to create acommon riskpooland 3) whet her a state expands Medicai d. I n
there is the additional factor of the work Covered California does in creating competitive markets. Covered California fosters

broad competition while selecting health plans based on their networks, rates, capabilities and consumer-focus. Covered

California also negotiates rates and works with health plans, consumer advocates and others to establish patient-centered benefit

designs that promote access, retain a healthy risk pool and help consumers shop. To learn more about the key ingredients to
Californiads success i natiegpapompettivennmgarketptace eseeahgie/htencdveredcaecom/data-
research/library/CoveredCA_Key Ingredients-05-18-17.pdf.

37 To assess the potential return on investment of enhanced federal spending 8 detailed in the next section 8 Covered California
considered only potential new federal spending. By applying the entire Covered California marketing and outreach budget to the
fireturno of the | ower costs, this analysis reduces the ROI.

38 This analysis focused on return on investment for on-exchange enrollees only: however, CMS-calculated risk scores apply to the
entire California individual market. In examining the total California individual market, if one-third of the difference in gross
premi ums bet ween California and the FFM is attributed toeffotsver ed Cal |
resulted in premium savings of $1.3 billion in 2015 and 2016. When compared to the marketing and outreach investments of $265
million in 2015 and 2016, the return on investment would be nearly five-to-one.
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TABLE 1

Potenti al Return on Covered &2015dnd2016i ads Mar k e
2015 2016 Two-Year Impact
Gross Premiums
Covered California $6.0 billion $6.5 billion $12.5 billion
Average Risk Scores
FFM States 1.69 1.69 o}
California 1.34 1.36 o)
Difference 21% lower 20% lower o)
Estimated Covered California Gross Premiums if California had FFM Risk Scores
Covered California gross $7.26 billion $7.8 billion $15.1 billion
premiums
Difference $1.26 billion $1.3 billion $2.56 billion
Assumption: Premium Savings Due to Marketing and Outreach
If marketing explains 1/3 of
gross premium difference $420 million $433 million $853 million
($1.3 billion)
If marketing explains half of
gross premium difference $630 million $650 million $1.3 billion
($1.3 billion)
Covered California Marketing and Outreach Investments
Covered California $143 million $122 million $265 million
Return on Marketing Investment3®
If marketing explains 1/3 of
gross premium difference 194% 255% 222%
($1.3 billion)
If marketing explains half of
gross premium difference 341% 433% 383%
($1.3 billion)

If marketing explains half of the difference in gross premiums, then potential premium
savings of $1.3 billion would be attributed to marketing and outreach, with a likely return
on investment of nearly five-to-one.

The benefits of marketing in California, however, go beyond the lower premiums directly
attributable to better risk mix. Consumers who gained insurance benefited, and the
participation of health plans that saw a stable environment resulted in more competition.

% These percentages were calculated as follows: (Premium Savings i Marketing Investment) divided by Marketing Investment.
E.g., for 2015: ($420 million - $143 million) divided by $143 million. The percentages displayed reflect the net return after paying
back the marketing investment. In the narrative accompanying this table, we describe the return on marketing investment as the
total return generated for every dollar invested, such that 194% would translate to nearly three-to-one, i.e., one dollar to pay back

the initial marketing investment and

two dollars of premium savings.
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Untapped Potential of Federally-facilitated Marketplace Marketing
Expansion: Resources available from existing federal plan assessments
would support enrollment growth, improve stability in the individual
markets and lower premiums.

In the years leading up to 2018, the federal government had been on a path of
incrementally increasing its investments in marketing and outreach. The Centers for
Medicare and Medicaid Services (CMS) spent approximately $118 million to promote
enroliment and retention for 2016 (with $51 million for advertising and $67 million for the
Navigator program.) (See Table 2: Federal Spending on Marketing and Outreach o
2016 to 2018.) For 2017, this investment was increased to about $165 million ($100
million for advertising and $63 million for the Navigator program).® While these
investments were far lower than Covered California® as a percentage of premium, in
those two years they increased by 22 percent 8 from 0.36 percent to 0.44 percent of
total gross premium collected in the FFM.*! In addition, the 2017 spending reflected
about 13 percent of the reported $1.3 billion in marketplace premium assessments
collected for marketing and outreach and other operational supports for the FFM.

TABLE 2
Federal Spending on Marketing and Outreach 8 2016 to 2018
2016 Actual 2017 Actual 2018 Proposed
2015- 2016- 2017-
Marketing Spend $ 16 % of $ 17 % of $ 18 % of
Millions | Change | Premium | Millions | Change | Premium | Millions | Change | Premium
Advertising $51.2 o] 0.16% $100 95% 0.27% $10 -90% 0.03%
Navigators $67 o] 0.20% $63 -6% 0.17% $36.8 -42% 0.11%
Total $118.2 o] 0.36% $163 38% 0.44% $46.8 -71% 0.14%
FFM Gross Premiums - - -
(Estimated) $33 billion $37.1 billion $34.3 billion
Plan Assessments $1.15 billion $1.3 billion $1.2 billion
Spend as Share of 3.5 %
Plan Assessment 10% 13% 4%

In August, CMS announced its planned investment of $47 million for marketing and

outreach for 2018, with planned advertising spending of $10 million and Navigator

program spending of $37 million. This spending is less than one-third of 2017 spending,

and is one-tenth of what CMS would be spending if it were to invest in marketing at the

same rate as does Covered California. The spending also represents only 4 percent of

the estimated $1.2 billionint he f eder al mar ket pl ace2@8.pr emi un

40 Centers for Medicare and Medicaid Services ( 2 0 1CMPB Anfmouncement on ACA Navigator Program and Promotion for
Upcoming Open Enroliment. hdtps://www.cms.gov/INewsroom/MediaReleaseDatabase/Press-releases/2017-Press-releases-
items/2017-08-31-3.html. See also the CMS fact sheet, http://big.assets.huffingtonpost.com/cms-fact-sheet. pdf.

41 These figures were calculated by dividing the total marketing and outreach spend by total gross premiums for 2016 and 2017.
Total gross premiums were derived by dividing publicly reported marketplace premium assessment revenues of $1.15 billion for
2016 and $1.3 billion for 2017 by 3.5 percent. See page 10 of the Centers for MedicareandMe di cai d Services6 FY 2018
justification document, available at: https://www.cms.gov/About-CMS/Agency-
Information/PerformanceBudget/Downloads/FY2018-CJ-Final.pdf.
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For Marketing Matters, Covered California modeled the incremental benefits and

impacts of increasing the marketing and outreach spending based on the 2017 baseline

amount of $165 million. The proposed reduction in marketing and outreach spending

announced in August will likely lead to lower enroliment, reduced retention of existing

consumers and a worse risk mix d resulting in higher premiums.Cover ed Cal i forn
modeling did not contemplate such a significant reduction.

Based on Cal i f oifthe RER serectocegparnd itsanvestments in

marketing from 2018 to 2020 to be commensuratewi t h Covered Californi a
investments as a percentage of premium & which we estimate to be $480 million, an

increase of approximately $315 million over the 2017 spending of $165 million 8 the

benefits from this increased investment would be immediate and profound. 4

Exact impacts are difficult to project, but based on reasonable assumptions about how
much the market would grow, and the health status of new enrollees, a plausible
outcome would be that:

1 1.3 million more Americans would gain subsidized insurance.

1 Premiums would be reduced an average of 3.2 percent from 2018 to 2020 for all
insureds in the individual market. (See Table 3: Potential Impacts of Enhanced
Marketing and Outreach for FFM States 6 2018-2020.)

To model the potential benefits of enhanced marketing spending, this analysis starts
with the best available information on a few fronts:

f Thepresi dent ds budget estimates that the pla
$1.2 billion. This information is used as the basis for calculating the starting
enhanced funding of marketing and outreach for 2018.43

1 The FFM total marketing and outreach spending for 2017 was $165 million.
Although CMS recently announced it will spend $47 million on marketing and
outreach for 2018, this analysis assumed spending would continue at the same
rate as 2017.

42 To develop this model, Covered California used the CMS-reported budget (https://www.cms.gov/About-CMS/Agency-
Information/PerformanceBudget/Downloads/FY2018-CJ-Final.pdf) for health plan assessments of $1.2 billion as the basis for
calculating what a 1.4 percent of premium spend would equate to for the FFM. This calculation is used to determine potential
2018 spending with subsequent yearsd marketing reflecting only an i
considered a range of increases in the take-up rate based on enhanced marketing spending. The range of potential increases in
enrollment was from 5 percent to 25 percent. Similarly, we modeled a range of differences in the health status of the incremental
enrollment 8 ranging from 10 percent healthier and less costly to 40 percent healthier and less costly. Basedon Cal i f or ni ad s
enrolliment and risk mix experience, as well as its return on investment, we model the most likely impact of the enhanced
investments to result in a 20 percent enroliment increase from 2017 to 2020 (with net enroliment reflecting a year-over-year
increase of 10 percent in 2018 and 4.5 percent in 2019 and 2020), and that those incrementally enrolled individuals would be 25
percent healthier and less costly. Under these two assumptions, Co v er e d @aketing and ontieacidisvestments would
have been responsible for the enrollment of more than 350,000 Californians, and lowered premiums by more than 4 percent
compared to what they would have been without the enhanced marketing. This is consistent with our return on investment
analysis that found a potential return on investment of more than three-to-one ifonlyone-t hi rd of Covered California
risk mix were attributed to marketing. For additional details on the modeling and assumptions, see
http://hbex.coveredca.com/data-research/Methodology_for_Potential_Impacts.pdf.

432018 plan assessment revenue for the FFM is found on page 10 of the Centers for MedicareandMe di cai d Servicesd FY 20
budget justification document, available at https://www.cms.gov/About-CMS/Agency-
Information/PerformanceBudget/Downloads/FY2018-CJ-Final.pdf.
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TABLE 3

Potential Impacts of Enhanced Marketing and Outreach for FFM States 8 2018i 2020*

2018 3 Year Total (2018-2020)
(P?(?jseiltlendeat Enhancgd Difference Potential 3 Year Impac_t
2017 level) (Hypothetical) (Impact) Due to Enhanced Marketing
Marketing Spend
Baseline $165 million $165 million o] o) $531 million
Enhanced o} $315 million 8 o) $968 million
Total $165 million $480 million $315 million o) $1.5 billion
Enrollment
End of Period Difference from
Enroliment Baseline
On-Exchange Subsidized 6,622,133 7,284,347 662,213 7,946,560 1,324,427
On- and Off-Exchange
Unsubsidized 3,773,076 4,150,384 377,308 4,527,691 754,615
Total 10,395,209 11,434,730 1,039,521 12,474,251 2,079,042
Premiums (Individual)
Per Member $5,374 $5,252 i $122 | Average Premium Decrease (20187 2020)
Per Year
Percent Change i 2.3% T 3.2%
Total Premiums (Aggregate)
Total Cumulative Difference from
Core Group Premiums (3 Years) Baseline
On-Exchange Subsidized $35.6 billion $34.8 billion -$809 million $110.7 billion 1 $3.8 billion
On- and Off-Exchange - - - . - . -
Unsubsidized $20.3 hillion $19.8 hillion i $461 million $63 billion i $2.1 billion
Subtotal $55.9 billion $54.6 billion T $1.3 billion $173.7 billion 1 $5.9 billion
Marketing-Induced Group
On-Exchange Subsidized o} $3.5 billion $3.5 billion $16.8 billion $16.8 billion
On- and
Off-Exchange o} $2 billion $2 billion $9.6 billion $9.6 billion
Unsubsidized
Subtotal o $5.5 billion $5.5 hillion $26.4 billion $26.4 billion
TOTAL
On-Exchange Subsidized $35.6 billion $38.3 hillion $2.7 billion $127.5 billion $13.1 billion
On- and Off-Exchange - - - - -
Unsubsidized $20.3 hillion $21.8 hillion $1.5 billion $72.6 billion $7.4 billion
Subtotal $55.9 billion $60.1 billion $4.2 billion $200.1 billion $20.5 billion

Potential Retur

n on Investment of Enhanced Marketing (return is lowered premiums for original group)

Potential ROI

303%

508%

Assumption: Enhanced marketing leads to 20 percent increase in enrollment of consumers who are 25 percent loss costly to insure.

4 The baseline spending for 2018 is FFM total marketing and outreach spending of $165 million for 2017. Although CMS recently
announced it will spend $47 million on marketing and outreach for 2018, this analysis assumed spending would continue at the
same rate as 2017. Baseline enrollment for 2018 uses 2017 effectuated enrollment for the FFM. The $480 million marketing and

outreach spend for 2018 under enhanced w a s
F F Mérejected $34.3bi | | i on

in

tot al

calcul at ed
gross

by

pr emi ums.

appl yi n gpercat bfiprbmilmnrtd tred s
tota

FFM

in plan assessment revenue for 2018 by the 3.5 percent user fee on plans. The $480 million then grew by 4 percent (instead of
medical inflation) for each year thereafter.
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If the FFM were to increase its marketing and outreach spending to be 1.4 percent of
on-exchange premium for 2018, and then increase that spending by 4 percent per year
(rather than increasing it to keep pace with the growth of premium), total marketing and
outreach investments over three years would be approximately $1.5 billion 8 an
increase of nearly $1 billion over the 2017 spending rate. Over three years, this
investment would represent only 1 percent of total FFM on-exchange gross premiums
from 2018 to 2020.

As previously mentioned, the results from these federal investments include the
following potential benefitisunderCo v er e d C adsunfptiomnsofi2@ pereent
enroliment growth of enrollees that are 25 percent less costly to insure:

1 2.1 million more Americans would enroll in or keep their health insurance over
this three-year period. This would include covering 1.3 million more subsidy-
eligible Americans, increasing take-up of subsidy-eligible consumers by 20
percent, from 58 percent in 2017 to 70 percent in 2020.

1 Premiums over the three years would be on average 3.2 percent less than they
would be absent the enhanced marketing investments because of the better
health of the additional enrollees.

1 After a three-year phased enrollment growth of 20 percent, the enhanced federal
marketing spending would have a better than 400 percent return on investment,
based only on looking at lower premiums for those who would have had
insurance under a baseline (not the enhanced marketing scenario).

The biggest beneficiaries of these investments would be:

1 Individuals who get insurance because of the effective marketing; and,

1 Unsubsidized individuals who were already insured and are now paying lower
premiums 8 saving them more than $2.1 billion in premiums over the three
years.

The proposed federal spending on marketing and outreach for 2018 is neither
supported by the evidence nor a rational application of good business principles. The
evidence so far is clear 8 marketing is a potentially effective and efficient mechanism
for both improving take-up and lowering premiums. The benefits, however, go beyond
these impacts by fostering marketplaces that insurance carriers see as stable and
competitive. In addition, all insured consumers in the FFM would benefit from expanded
and more certain participation of health plans, which fosters greater competition.

Marketing Matters: Lessons From California to Promote Stability
and Lower Costs in National and State Individual Insurance Markets | September 2017 23



Potential Decreased Enrollment and Higher Premiums Resulting From Lower
Federal Marketing Spending

In light of the recent announcement by CMS to reduce planned marketing and outreach
to $47 million, Covered California also analyzed the potential impact of reduced
marketing and outreach spending. This analysis examines possible impacts on
enroliment and the financial impacts to those remaining insured in the individual market
when fewer consumers enroll or maintain their coverage because of reduced marketing
spending. Based on a scenario in which enrollment declines by ten percent in 2018,
which is likely a conservative estimate, the impact on reduced enrollment, worse risk
mix and higher premiums would impact some consumers immediately and likely lead to
higher costs and less market stability in 2019 (see Table 4. Potential Impacts of
Reduced Marketing and Outreach for Federally-facilitated Marketplace States [2018]).

Based on the assumption of 10 percent loss in enrollment of consumers who are 25
percent less costly to insure, the potential impacts of the proposed reduced marketing
investment include:

1 One million fewer Americans enrolled in health insurance. This would include
660,000 subsidy-eligible consumers, which would reduce take-up of subsidy-
eligible consumers by 10 percent, from 58 percent in 2017 to 52 percent in 2018.

1 Premiums for 2019 would be, on average, 2.6 percent more than they would be
because of the smaller consumer pool and less healthy risk profile of the
remaining group. This would translate to $1.3 billion higher premiums in 2019 for
the remaining 9.4 million insured consumers in the individual market. Of this
group, unsubsidized consumers would pay $465 million more in premiums.

If the same reduced spending were to lead to a decline in enroliment by 20 percent,
which is easily in the range of the possible, this would lead to 2.1 million fewer insured
Americans, of whom 1.3 million would have been subsidy-eligible. Under this scenario,
the number of insured consumers in the individual would shrink from 10.4 million to
8.3 million and would be less healthy overall. Premiums would likely increase by

5.3 percent, meaning insured consumers remaining in the individual market would pay
$2.4 billion in higher premiums d of which $850 million is borne by unsubsidized
consumers.
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TABLE 4

Potential Impacts of Reduced Marketing and Outreach for FFM States 8 20184

2018
Baseline Reduced Difference
(Projected with 2017 (Projected Based on (Impact)
Marketing Spend) Announced Spending)
Marketing Spend
Baseline $165 million $47 million o]
Enhanced o) o) o]
Total $165 million $47 million T $118 million
Enrollment
On-Exchange 6,622,133 5,959,920 i 662,213
Subsidized
On- and Off-
Exchange 3,773,076 3,395,768 T 377,308
Unsubsidized
Total 10,395,209 9,355,688 1 1,039,521
Premiums (Individual): Impact on Premium for 2019 Based on Health Status Change Only
Per Member
Per Year $5,374 $5,512 $138
Percent 5 2 6% 2 6%
Change
Total Premiums (Aggregate)
Remaining Insured After Reduced Enrollment
(Premium Difference is Estimated Impact on 2019 Premiums Based on Health Status Change Only)
On-Exchange - - -
Subsidized $32 billion $32.8 billion $821 million
On- and Off-
Exchange $18.2 billion $18.7 billion $468 million
Unsubsidized
Total $50.3 billion $51.6 billion $1.3 hillion
Reduced Enrollment Group
(Premium Difference is Gross Reduction in Premium for 2018 Based on Non-Coverage)
On-Exchange - . -
Subsidized $3.6 billion 3 i $3.6 billion
On- and Off-
Exchange $2 billion 0 i $2 billion
Unsubsidized
Total $5.6 billion e} T $5.6 billion

Assumption: Enhanced marketing leads to 20 percent increase in enrollment of consumers who are 25 percent loss costly to insure.

4 The baseline spending for 2018 is FFM total marketing and outreach spending of $165 million for 2017. The reduced marketing
spend for 2018 is based on the recent CMS announcement that proposed $47 million in marketing and outreach spending.
Baseline enroliment for 2018 uses 2017 effectuated enroliment for the FFM. Reduced enrolliment is modeled based on a 10

percent reduction.
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Cover ed CaBanthmarksifaa 8pending: Marketing and outreach
spend provides a benchmark to inform federal and other SBM spending.

Based on public reports, the federal investment in marketing and outreach for 2017 was

$165 million and the planned spending for 2018 is $47 million.*® If the FFM spent the

same percentage of on-exchange premium on marketing and outreach as does

Covered California (1.4 percent), the FFM would invest approximately 10 times its

planned 2018 spending amount ($480 million) on marketing and outreach. Given the

FFM6 s ¢ deavel ¢f mealth plan assessments of $1.2 billion, the $480 million would
represent 40 percent of the assessment coll ec
about 35 percent).4’

To provide a benchmark for potential federal marketing investments, Covered California
conducted a dAwhat i fFEMspending amss majdr elemensoftae nt i a l
multi-channel marketing and outreach effort if it spent the same proportion of premium

to promote enrollment as does Covered California (see Table 5: California 2018

Marketing Spend as a Benchmark for the Federal Marketplace).

Regarding potential allocation among marketing and outreach areas, it is likely that in
most instances the FFM spends far less proportionately than does Covered California.
There may be two areas where the FFM is spending as much or more proportionally as
Covered California:

1 The FFM has operated a significant and sophisticated outreach program to
individuals who have initiated their application. Similarly, Covered California
conducts email outreach and follows up with these individuals in other ways.
The direct costs of these efforts are relatively low, however, and are reflected in
Covered Cal i f ortechnaldggbudgetf or mat i on

1 The FFM has historically made significant investments in its support for the
Navigator program. This was the only area of spending where it appeared that
CMS was spending at a higher rate as a percentage of premium than was
Covered Californa. Cover ed Cal i forni abs grimsvotaingt or pr «
$6.5 million, reflects an investment of 0.08 percent of premium. CMS recently
announced a reduction of federal support for the Navigator program from $62.5
million in 2017 to $37 million for 2018. With the reduction in spending, CMS is on
track to spend about one-tenth of one percent of on-exchange premium in
support of the Navigator program. What is striking is not the fact that CMS might
adjust particular tactics, but that it cut Navigator funding in half in one-year and at
the same time reduced all other marketing expenditures by 90 percent, from
$100 million in advertising for 2017 to $10 million for 2018.

“Centers for Medicar e and CMNAhmoenaement o8 AGAWavigaas Proglard andl Promotion for
Upcoming Open Enroliment. Bttps://www.cms.gov/Newsroom/MediaReleaseDatabase/Press-releases/2017-Press-releases-
items/2017-08-31-3.html. See also CMS fact sheet, http://big.assets.huffingtonpost.com/cms-fact-sheet.pdf.

47 The other major spending areas funded by health plan assessments is the maintenance and updating the healthcare.gov
enrolliment site and the support for the call center. Covered California does not have data on the amount of federal spending on
these two functions, nor is it within the scope of this report to assess the efficiency of the website and call center functions and
the amount spent on them.
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TABLE 5
California 2018 Marketing Spend as a Benchmark for the Federal Marketplace*

AWHAT | Fo SCEN
FFM Spends 1.4% of Premium on

Covered California Marketing
and Outreach as 1.4% of Premium
(35% of Plan Assessment)

Marketing and Outreach
(40% of Plan Assessment)

Projected Gross Premium (billions) $7.8 billion $34.3 billion
Projected Enrollment 1.4 million 7.7 million
Total Plan Assessment Dollars $314.4 million $1.2 billion
Marketing and Outreach $111.5 million $480 million
MARKETING 6 Select Breakdown for Benchmarking Purposes i';%d:r?el ggoégsgpegycin% r:::;ll
| $ Millions | % of Premium $ Millions | % of Premium
PAID MEDIA
Television $18.1 0.23% $79.6 0.23%
Digital Display $9.7 0.12% $42.8 0.12%
Radio $8.3 0.11% $36.4 0.11%
Paid Search $2.3 0.03% $10.2 0.03%
Paid Social $1.9 0.02% $8.5 0.02%
Print $3.1 0.04% $13.6 0.04%
Out-of-Home $1.5 0.02% $6.7 0.02%
TOTAL $45.0 0.58% $197.8 0.58%
NON-PAID MEDIA
EL?#mtri:ear:'t,PF::;n;;gé $11.0 0.14% $48.4 0.14%
Marketing Operations $4.9 0.06% $21.4 0.06%
Personnel Services $2.9 0.04% $13.0 0.04%
Research $2.1 0.03% $9.2 0.03%
TOTAL $20.9 0.27% $92.0 0.27%
OUTREACH & SALES
Coyered California for Small $18.9 0.24% $83.1 0.24%
Business
Navigators $6.5 0.08% $34.3 0.10%
Personnel Services $6.3 0.08% $27.7 0.08%
ekl $1.8 0.02% $2.2 0.01%
TOTAL $33.5 0.43% $147.2 0.43%
EARNED MEDIA
TOTAL $5.1 0.07% $22.4 0.07%

“Notes related to considering Covered Catfosefbenchmarks s mar keting and out

A The projected gross premium and enrolliment would likely be substantially higher for the FFM with increased marketing and
outreach expenditures.

A Support for agents to enroll in Covered California programs, such as: a statewide storefront program, agent referral program,
management of Covered California for Small Business and an agent-focused program.

A Earned media includes staff and contractual public relations and the consumer-facing website (before the application).

For additional det ail sgebseeis B0l 18dutlgelatp:ihiben.coveiedcd om/imandial-
reports/PDFs/CoveredCA 2017-18_ Budget_final.pdf).
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Promoting Retention: Marketing and outreach investments are linked to
better retention, which helps mitigate the high turnover in the individual
market.

Covered Californiads myREEri ence is that
40 percent of its enrollees leave the Covered California Health Coverage Transitions
marketplace each year, which is a in 2016

fnaturalopart of the individual market

(see Figure 6: Covered California Health
Coverage Transitions in 2016). Not only is
churn natural,®*but Covered Cal
survey data finds that, in California, the

vast majority of those leaving do so for

other coverage.

34%
move
to other

This churn means that continual outreach coverage

is needed to maintain enroliment and to
newly enroll people who lose employer-
based insurance, parental coverage, or
coverage from public programs.

For California, the turnover means that 6%

while Covered California was providing leave coverage
coverage to about 1.4 million people (as

of April 2017), since the first open- FIGURE 7

enrollment period in January 2014, more
than 2.9 million unique Californians have
had both subsidized and unsubsidized
coverage through Covered California.
Some of these people had coverage for

as short as a month while others for as 1.22 million 33%
43%

Covered California: Continuous and New Subsidized
Insureds, 20141 2016

1.44 million 1.49 million

long as the entire three years. Looking
at subsidy-eligible consumers only,
Covered California has enrolled 2.35
million unique individuals since 2014.
(See Figure 7: Covered California:
Continuous and New Subsidized
Insureds, 20141 2016.)

27%

2014 2015 2016

. Enrolled in 2014 Enrolled in 2015 Enrolled in 2016

4 In the period from 2008 to 2011, prior to major Patient Protection and Affordable Care Act provisions taking effect, only 42 percent
of individual market enrollees kept their coverage after 12 months, with 80 percent of those experiencing coverage changes to
other types of health insurance (the majority obtaining employer-based coverage). Sommers, Benjamin D. finsurance
cancellations in context: stability of coverage in the non-group market prior to health reform.0Health Affairs 33, no. 5 (2014): 887-
894.
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When comparing Covered Californhand t he f eder akpermmweaohet pl aceods
where consumers go once they leave the exchange, there is evidence that marketing

helps those enrollees who might churn stay insured. The vast majority of Covered

Cal i f or ni awheleagercoverdgé @4psrcent) move on to another form of

insurance coverage (e.g., employer-based coverage from new employment or aging

into Medicare), and only 16 percent become uninsured. By contrast, the latest data from

CMS indicates that consumers who leave the FFM are more than three times as likely

to become uninsured as are those leaving Covered California (see Figure 8: Coverage

Transitions in 2016: Comparing Covered California to FFM Survey Data).>°

While some of the higher rate of people leaving FFM coverage to be uninsured may be

attributable to the fact that many states in the federal marketplace did not expand

Medicaid, it is important to note that only 11 percent of Covered California consumers

left the marketplace and enrolled in Medi-Cal ( Cal i f or ni ads Mfahdti cai d pr
same proportion held true on the federal marketplace, at least 40 percent of consumers

FIGURE 8
Coverage Transitions in 2016: Comparing Covered California to FFM Survey Data®!

Covered California FFM
Other
?;o\//oerage Employer
(ESI)
Employer Uninsured 2
(ESI) Uninsured 51%
45% 16%

Medicare
\ 10%
Medi-Cal \
11%
Medicare Unknown
10% 10%

50 For Covered California, the 6 percent uninsured number in Figure 6: Covered California Health Coverage Transitions in 2016 is
based on the entire 2016 enrollment while the 16 percent uninsured number for Covered California in Figure 8: Coverage
Transitions in 2016: Comparing California to FFM Survey Data is based on the subset of Covered California enrollees that leave
the marketplace.

®Survey data reflect respondents who paid at | east one moeof hé6s pr emi
Aot her c ov ercaguwnerswho epotied Mesicaid, individual market off-exchange health insurance and other sources
(e.g., TRICARE). FFM survey results (https://downloads.cms.gov/files/cost-disruptions-trends-report-06-12-17.pdf) do not
explicitly report on Medicaid or uninsured statuses following marketplace enrollment,t he fAunknownodo category repres
individuals who CMS does not report have either employer-sponsored insurance or Medicare, CMS did not release any details
about this group, but it could include similar categories of individuals who transitioned to Medicaid or other sources of coverage.
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leaving the FFM would still be dropping coverage to be uninsured. This means that the
FFM would still have nearly three times as many consumers leaving to become
uninsured than does Covered California (hypothetical 40 percent versus 16 percent).

Mar keting and outreach are part of tswvhat makes
encourage those with coverage who do not use medical services to stay covered by

reinforcing that decision through marketing and outreach. Given the natural churn in the

individual market, keeping existing consumers insured is a key function of marketing.

Just as Chevrolet invests bilionsinmar ket i ng even thouigderyt he A Ch
well known and millions drive their cars, marketing of insurance promotes retention of

individuals who have already enrolled. Since relatively few who get insurance actually

use their insurance for expensive services, there is the risk that they may either drop

coverage 0 as appears to be happening at high rates in the FFM & or not renew.

Marketing and outreach efforts are important to reinforce the ongoing value of having

insurance, especially for those who only use the health care system occasionally. These

enrollees are precisely the people an individual insurance market needs to enroll and

retain to maintain a good risk mix.

State-Based Marketplaces Attract and Retain a Better Risk Mix

While it is not possible to say with certainty how much marketing and outreach
contribute to improved retention, there is a clear pattern that Covered California and
other state-based marketplaces that spend on marketing and outreach and focus on
retention have a better risk mix and lower premiums than the FFM. Covered California
believes this is an issue that warrants more research, but the early indication is that
marketing does make a difference and matters not only for promoting initial enroliment,
but also to foster retention.

The Centers for Medicare and Medicaid Services (CMS) has previously found that
California had the lowestist at e | i abil ity risk scoreo in th
201452 and 2015°3, and continued to have one of the lowest risk scores in the nation in

2016 TheCMSr eport shows the faverage risk scorebo
states, state-based marketplaces and California was nearly the same from 2015 to
2016.BecauseCal i f or ni ads i wmdriskprofletaat wast®d pekcent h a

better than the national average (21 percent better in 2015 and 20 percent better in

2016), this means health care costs would be about 20 percent lower based on health

status. (See Figure 4. Comparison of FFM, SBM and Covered California Risk Scores.)

Further, the report found that other state-based marketplaces collectively had a
healthier risk mix than the national average (10 percent better in 2015 and 11 percent

52 Centers for Medicare and Medicaid Services: Summary Report on Transitional Reinsurance Payments and Permanent Risk
Adjustment Transfers for the 2014 Benefit Year (Revised: Sept. 17, 2015) https://www.cms.gov/CCIIO/Programs-and-
Initiatives/Premium-Stabilization-Programs/Downloads/RI-RA-Report-REVISED-9-17-15.pdf

53 Centers for Medicare and Medicaid Services: Appendix A to June 30, 2016 Risk Adjustment and Reinsurance:
https://www.cms.gov/CCIIO/Programs-and-Initiatives/Premium-Stabilization-Programs/Downloads/Appendix-A-to-June-30-2016-
RA-and-RI-Report-5CR-063016.xIsx

54 Centers for Medicare and Medicaid Services: Appendix A to March 31, 2017 Risk Adjustment and Reinsurance:
https://www.cms.qgov/CCIlIO/Programs-and-Initiatives/Premium-Stabilization-Programs/Downloads/Appendix-A-to-March-31-2017-
Interim-RA-Report 5CR_033116.xIsx
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better in 2016), which meant that health care costs in those 10 states would be
10 percent lower than the national average.®®

Covered California, in an analysis of those rates, cites three reasons that it, and other
state-based marketplaces, was relatively successful in attracting and retaining a
healthier mix of consumers than the national average:>®

1 Covered California and state-based marketplaces appear to be investing
proportionately more in marketing and outreach than is the federal government.

1 State-based marketplaces, like California, were more likely to convert all health
coverage in the individual market into Affordable Care Act-compliant plans and
created one common risk pool as of 2014.

9 California and other states with state-based marketplaces were more likely to
expand their Medicaid program, which has a positive impact on the health status
of the individual market.>” Of the 12 state-based marketplaces, 11 expanded their
Medicaid programs.>®

The positive impact on the risk mix is continuing into 2017. Generally, the risk profile of
agroupgetslessheathy over time, and t he fisdhaldingt hat
steady is clear evidence that relatively healthier individuals are continuing to sign up for
insurance.

While Marketing Matters does not include a full review and analysis of all state-based
marketplace marketing efforts, as a group, they clearly do a better job of attracting and
retaining consumers than does the Federally-facilitated Marketplace (FFM).5°

The number of effectuated consumers for both the federal and state-based

marketplaces peaks in March every year. An analysis of the latest data from CMS

shows that state-based marketplaces retained a higher percentage of those consumers,
whether through more enroliment during the special-enrollment period or by retaining a
higher rate of existing consumers than the federal marketplace, or both (see Figure 9:
Comparing FFM and State-Based Mar ket pl aces6 Retention
Performance). By November, state-based marketplaces 8 including California & had

an effectuated enroliment that was approximately 94 percent of their peak figure, while

the federal marketplace had about 85 percent of its peak enrollment total at that time.

% The analysis excludes Massachusetts and Vermont because risk-score data was not available for these states.

%Covered California press release fiNew Feder al Report Shows t
http://news.coveredca.com/2017/07/new-federal-report-shows-individual.html

57 Sen, Aditi P. and Thomas DeLeire. The Effect of Medicaid Expansion on Marketplace Premiums. 2016.
https://aspe.hhs.gov/system/files/pdf/206761/McaidExpMktplPrem.pdf

he

Cal

and

I ndi

®Kai ser Family Foundation fACurrent Status of ht®:t/vavty.kffoldbedlihc ai d Expansi c

reform/slide/current-status-of-the-medicaid-expansion-decision/

59 Centers for Medicare and Medicaid Services: 2017 Effectuated Enroliment Snapshot (June 12, 2017):
https://downloads.cms.gov/files/effectuated-enrollment-snapshot-report-06-12-17.pdf
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FIGURE 9
Comparing FFM and State-Ba s e d Ma r kReterpidn ard Sgedal-Enroliment Performance

Percentage of
Peak Enrollment
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Marketing is about getting people covered, but it is also about keeping them covered.
State-based marketplaces appear to do more marketing that is targeted to their
communities than the federal marketplace does, which helps them maintain a healthier
risk mix (see Figure 4. Comparison of FFM, SBM and Covered California Risk Scores).

As discussed earlier, in California, exit surveys have found that 84 percent of
consumers who leave Covered California move onto other sources of coverage, and
only 16 percent become uninsured. While data on where consumers go when they
leave other state-based marketplaces is not available, the latest data from CMS®°
shows that consumers who leave the federal marketplace are three times more likely to
become uninsured. This provides additional evidence of the potential positive impact of
marketing investments. (See Figure 8: Coverage Transitions in 2016: Comparing
California to FFM Survey Data.)

% FFEM survey results (https:/downloads.cms.gov/files/cost-disruptions-trends-report-06-12-17.pdf) do not explicitly report on
Medicaid or uninsured statuses following marketplace enrollment ; t he fiunknowno categor MlSdoespr esents i
not report have either employer-sponsored insurance or Medicare: CMS did not release any details about this group, but it could
include similar categories of individuals who transitioned to Medicaid or other sources of coverage.
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Person-to-Person Assistance, Especially Through Agents, Is Vital to
Promoting Enrollment.

Mostof Cov er e d C anhralihentrcamiesafrons a range of channels that provide
person-to-person assistance to help people enroll. At Covered California, about 40
percent of all enrollment is from consumers who enroll directly through the website
(CoveredCA.com) (see Figure 10: Covered California 2017 Enroliment by Service
Channel), but most consumers want and need personal assistance with enrolling.

FIGURE 10 The biggest single channel for
Covered California 2017 Enrollment by Service enrollment is through Certified
Channel Insurance Agents who are paid

directly by health plans through
commissions. Agents enroll 47

% . .
Cem‘f‘izd percentof Covered Californie
Insurance consumers. These are trained and
Agent licensed professionals who operate

storefronts and do in-person retail
40% sales. It also includes web-based
Unassisted entities. All agents must be certified
by Covered California.

1%

Certified
P'a”égfj‘lﬁ Some health plans have decades of
3% experience funding agent channels
Navigator/Certified to attract and enroll consumers.
Enroliment Counselor gy Covered California has successfully
Service Center established a variety of programs to
Representative

promote and partner with agents.

After agents, the next most common way that consumers enroll is through Covered
Cali forniabds Ser vin2087 e@dledamut 9 perwdnt otah those who got
insurance through Covered California. The Service Center also helps many more
consumers by answering questions about their coverage. The FFM and all state-based
marketplaces operate service or call centers, which represent a substantial functional
area and cost center for marketplaces.

Cover ed Cahvigatosronfunded directly by Covered California through a
performance-based competitive grant 8 generate about 3 percent of enrollment.

Navigators in California reflect a diverse mix of community-based organizations that

provide particularly important support for enrolling potentially hard-to-reach populations.

As is described in more detail in the descrip
program in the next two sections, Cov er e d C a | estinentower taefpast foun v

years has been substantially reduced while on a relative basis funding for other

channels has increased.
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Actively Collaborating With Health Plans and Agents Works: Marketing and
outreach are about the combined efforts of health plans and marketplaces
(health plan marketing and agent commissions, plus marketplace spending
on marketing and outreach).

Marketing and outreach to promote enrollment in the individual market is a combination
of what is done directly by health plans d in both marketing and commission payments
to agents & and what is funded and done by public marketplaces. Covered California
recognizes the critical need to complement the marketing activities of the health plans it
contracts with by actively collaborating with them to promote enrollment. Each Covered
California health plan shares its detailed marketing plan and budget with Covered
California as a required element of the health plan& contract.®*

Prior to the passage of the Patient Protection and Affordable Care Act, marketing,
enrolliment and acquisition costs in the individual market were high. The high acquisition
costs were a central rationale for the medical loss ratio for the individual market being
set at 80 percent 8 compared to 85 percent for the group insurance markets. Not only
were direct marketing costs high, but agent commissions were substantial and medical
underwriting (the cost of screening applicants to either exclude or charge higher
premiums to those with pre-existing health conditions) was a significant cost.

PricewaterhouseCoopers (PwC), in an analysis conducted for Covered California, found
that the average acquisition cost for health plans in the pre-Affordable Care Act
individual market was 7.6 percent of premium.%2 The plans that generally participated in
the individual market were those with deep experience in medical underwriting and
extensive agent sales strategies, since the bulk of the individual market sales were
through agents. Before the Affordable Care Act agents were paid an average 6.3
percent of premium for their efforts to enroll and retain individuals and families.

Since the launch of the Affordable Care Act, there have been big changes in the
individual market, resulting in far lower acquisition costs and hence smaller increases
on premiums. Among the changes:

1 Health plans no longer have any medical underwriting expenses.

1 While overall enroliment, including enroliment done through agents, has
increased dramatically, agent commissions on a per-case basis have dropped
significantly and a larger percentage of enrollment is not subject to commissions.
Commissions in California have dropped from 6.3 percent of total individual
market premium pre-Affordable Care Act to about 1.5 percent in 2017 (inclusive
of on- and off-exchange commissions).

1 The portion of consumers enrolling without an agent, which used to be very low,
Is now substantial. Health plans are not paying agent commissions for these

f1See Covered Californiads contr act ui®of theeQualified Health Rlan éssliertCantrastar ket i n g,

http://hbex.coveredca.com/insurance-companies/PDFs/2017-2019-Individual-Model-Contract. pdf.

52 See PricewaterhouseCoopers analysis: Covered California 2016-2022 Market Analysis and Planning:
http://board.coveredca.com/meetings/2016/5-12/Covered CA and PwC Market Planning and Analysis_Board Draft.pdf (page 4).
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individuals, which in California represent about 47 percent of on-exchange
enroliment and an estimated 10 percent of the off-exchange enrollment.

1 Enroliment through public marketplaces like Covered California, state-based
marketplaces or the Federally-facilitated Marketplace generates large new and
healthier enrollment because the subsidies make coverage affordable to millions
of Americans.

1 Public marketplaces charge health plan assessments to cover their costs.%3

1 There have also been additional costs to health plans, such as: interfacing with
marketplaces and the federal government, billing and reconciling membership
and financial information.

1 In many other states, the entry of many new plans that did not have experience
in selling in the individual market (many of which did not know how to price or
market effectively) resulted in their leaving after a few years.

In California, as in the rest of the nation, health plan investments in marketing primarily
promote the individual health plan, rather than broadly inform the public about the
marketplace or open enrollment. Because of the potential that consumers coming to the
marketplace may pick any plan, individual plans do not have the same incentive as the
marketplace itself to promote enroliment generally. Health plan marketing that targets
their off-exchange products encourages consumers to enroll directly through them
rather than through a marketplace. Shopping through a marketplace allows consumers
to review all coverage options in the market.

Based on discussions with leaders of other state-based marketplaces and with national
health plans,Ca |l i f or ni a Gappeasxombe simila to that occurring nationally in
three areas:

1 Commissions to insurance agents have dropped significantly as a percentage of
premiums, but total payments have continued to be high with the growth in
enrollment.

1 Health plan direct-marketing expenses vary dramatically by health plan. Some
health plans spend very little and rely entirely on marketing conducted by public
marketplaces, and a few plans make relatively large investments that come close
to matching their pre-Affordable Care Act marketing investments.

91 Health plan marketing spending is oftenf oc us e d otmeplamand | i ng
promoting the brand. Few plans promote open enrollment and provide
information about the marketplace to consumers who may be subsidy eligible.

State-based marketplaces generally report that their own investments in marketing and
outreach have been reduced significantly since federal establishment funds were
exhausted. Boards or legislative bodies have not been sympathetic to raising the
premium assessment to support expanded or continued marketing.

8 Californiads ass e ssemefptemiingthe FEN it 85 persent 6f prpmium.
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The picture of health plan marketing in states using the federal marketplace is even
more opaque. The federal government has no requirements to spend on marketing and
outreach and does not request data related to the type, scope and nature of health

pl ans 6 nmaadoktedch effgts. The one exception is that plans in the FFM are
prohibited from discriminating and employing marketing practices or benefit designs that
discourage the enrollment of consumers with significant health needs.®*

Investments in Marketing Are a Declining Percent of Premium.

In California the aggregate spending of health plans and Covered California to promote
enroliment has remained relatively constant over the past four years, with on-exchange
spending ranging from $231 million to $265 million (see Figure 1: California On-
Exchange Individual Market Marketing and Outreach Investments [millions], 201471 18),
but whil e Cal i f oramdioaréash speading thas renaaindd eansisten, it
has fallen dramatically as a percentage of premium (see Figure 11: California On-
Exchange Total Acquisition Costs as a Share of Premium, 20147 18).

FIGURE 11
California On-Exchange Total Acquisition Costs as a Share of Premium, 20141 185°
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Covered California Non-Marketing and Outreach Expenses
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- Total

54 See 45 CFR 8§147.104(e): https://www.ecfr.gov/cgi-bin/text-
idx?SID=92e241490966e0b1b87f14d3683cal44&mc=true&node=se45.1.147_1104&rgn=div8, §156.200(e):
https://www.ecfr.gov/cgi-bin/text-idx?S1D=92e241490966e0b1b87f14d3683cald44&mc=true&node=se45.1.156_1200&rgn=div8,
and 8156.225(b): https://www.ecfr.gov/cgi-bin/text-
idx?S1D=92e241490966e0b1b87f14d3683cal44&mc=true&node=se45.1.156_1225&rgn=div8.

% Covered Cal i f oragentpdidscommissidng ate egtimated based on enrollment data and best available information
on commission rates, but may not reflect actual healthplans pend. 2018 figures are projected using
proposed 2017i 18 budget and direct-media spend is assumed to be the same as 2017. To enable common benchmarks based
on a share of on-exchange premium (Figures 1 and 11), Covered Californiaat t r i but e d -npebiaaspending proporteorally
based on 68 percent of individual market enroliment being on exchange and 32 percent off exchange.
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While health plans have decreased their average commission to agents,®® they have
increased their year-over-year total dollar investment in agent commissions because of
higher enrollment. In the period of four years, from 2014 to 2017, health planséon-
exchange commission payments to agents in California have risen by 16 percent (from
$95 million to $110 million) (see Figure 1: California On-Exchange Individual Market
Marketing and Outreach Investments [millions], 20141 18). These payments reflect 1.6
percent of total on-exchange premium and 1.5 percent of total individual market
premium (inclusive of off-exchange commissions) as of 2017. (This compares to the
national pre-Affordable Care Act figure of 6.3 percent of total individual market
premium.)

For 2017, Covered California represents about 40 percent of aggregate marketing and
outreach investment for the individual market and is 0.9 percent of total individual
market premium for 2017.Cov er e d C anvestinents im mark&tsrg and outreach
also benefited those consumers who enrolled off-exchange 8 roughly 650,000
Californians. Premiums paid by off-exchange consumers in California represent about
$3.6 billion in 2017.

The initial years of any product or service require investing to promote brand
recogniton.Covered Californiaés initial t wbldyears o
and FY 2014i 15) were paid for with federal establishment funds. The average Covered

California marketing and outreach annual investment in its first two years was about

$138 million. While aggregate on-exchange marketing spend as a share of premium

has declined since 2014, Covered Californiaé marketing and outreach investments

represent between 40 and 50 percent of the total marketing and outreach investment in
Californiads fram®R01¢todoa8& | mar ket

Measuring Lifetime Value: Measuring the lifetime value of a member helps
assess appropriate returns on marketing and outreach investments.

As a longitudinal measure, the lifetime value of a member is the amount of revenue
earned by Covered California on each enrollee. Since Covered California is totally
reliant on its plan assessments for revenue 8 receiving no direct state or federal
funding 8 understanding how much revenue is generated by each enrollee is a vital
business question. The lifetime value is the total revenue earned for each enrollee that
must supportallof Cover ed Cal i f orThaasedage nembentenura fa n s
subsidy-eligible enrollees is 25.4 months and 23 months for non-subsidy-eligible
enrollees, which translates to an average of $492 lifetime value ($500 lifetime value for
each subsidized member and $433 for non-subsidy member) enrolled in 2018.57

% The average commission paid to agents in California has been cut four-fold from the pre-Affordable Care Act rate of more than 6
percent to about 1.5 percent of premiums for their business.

57 For the FFM, based on an average monthly premium of $433 for the 2017 and 2018 enroliment years and assuming an average
tenure of 24 months, the lifetime value to the FFM of Americans enrolled is $364 8 which is collected in the form of a 3.5 percent
plan user fee to support marketing, enroliment and retention efforts and other marketplace functions. If the FFM allocated the
same 35 percent of the lifetime value to marketing and outreach as does Covered California, it would spend about $127 per
person enrolled directly on marketing and outreach that supports new enrollment and retention.
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FIGURE 12
Average Member Tenure and Lifetime Value for Covered California Enrollees
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For 2018, Covered California will allocate about 35 percent of its 4 percent user fee 0

1.4 percent of premium d for marketing and outreach; the other 65 percent will be used

for information technology, the service/call center, plan management, and

administration (see Figure 13: Covered Californiadbds Rdorenue a
planning purposes, Covered California allocatesone-t hi rd of an average en
lifetime value to marketing and outreach, which equates to roughly $164 per person.

When taking this long-range perspective of the lifetime value of a member, it helps

provide the basis of assessing what investments in marketing and outreach generate

sufficient returns to warrant their investment.

FIGURE 13
Covered Californiad Revenue and Cost Breakdown?®8

100% 38%
Reduction in other variable
costs could allow sustained
acquisition related spend
27%
Budget Fixed Costs Variable Costs  Acquisition/
without Marketing
Acquisition Costs
Costs

% Plan Management, the information technology to support CoveredCA.com, and Covered California Administration are considered
fixed costs. CoSewice€entelGand Marketing and ®dreach are considered a mix of fixed and variable costs.
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Marketing Must Be Adequately Funded: Health plan assessments (user
fees) are part of Cali f o r mpathaté adequately fund marketing to ensure a
good risk mix and long-term sustainability.

Since marketing is integral to having a good risk mix and lower premiums, if policy-
makers do not ensure it is adequately resourced, underfunded marketing will result in
smaller and less-healthy enrolliment and higher premiums. States that operate state-
based marketplaces are free to establish their own assessment or funding structure, but
since exchanges are required to be self-sustaining, the most common source of funding
for marketing is derived fromafi u s e r anfassaessment levied on participating plans
for each covered enrollee.

Covered California has collected an assessment on health plan premiums since
January 2014. Initially, the fee was set at a fixed per-member, per-month (PMPM)
assessment of $13.95. In 2017, the assessment was converted to a percent of
premium, with the initial assessment set at 4 percent. Covered California will keep the
same assessment level for 2018 and has shared projections that detail decreases in the
assessment level in future years.®® Since the assessment was initiated during the early
years when Covered California was supported by federal establishment funds, these
assessments have built a substantial reserve that Covered California can use, along
with new revenue, to fund future activities.

Covered California has structured its 2018 budget such that 1.4 percent of premium is

dedicated for marketing and outreach while the remaining 2.6 percent is for non-

marketing exchange expenditures. F o r -efixocnhange 06 e nr oddihgthent , when
entire Covered California plan assessment as
account heal tphidgohnassiend (1.6 gereantof premium) and direct-

media spend (0.3 percent of premium) total member acquisition costs are 5.9 percent of

premium for 2018 (see Figure 14:Compar i ng Cal i forniTaa@ds I ndivid
Marketing, Acquisition and Retention Costs as a Share of Premium, Pre- and Post-

Affordable Care Act (2018)). These acquisition costs are also represented as a share of

the total individual market premium, which would be 5.6 percent of premium. This

illustrates that direct expenses for marketing and acquisition are far lower than before

the Affordable Care Act.”®

% Seepagel7of Cover ed 2QlA-L8 blidget (htip:4hdes.coveredca.com/financial-reports/PDFs/CoveredCA_2017-
18_Budget_final.pdf)

0 See PricewaterhouseCoopers analysis: Covered California 2016-2022 Market Analysis and Planning
http://board.coveredca.com/meetings/2016/5-12/Covered CA and PwC Market Planning and Analysis_Board Draft.pdf (page 4).
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